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Summary: January-February 2015 Consultation 
Real estate is becoming an increasingly global asset class with new markets maturing rapidly and cross-border 

investment increasing. However, real estate remains extremely diverse, with many standards and conventions in 

existence across markets. In order to promote global consistency and comparability, we at MSCI are now reviewing 

and standardizing our methodologies globally. As part of this project, several methodological changes were 

proposed and made available for comment through worldwide public consultations in March 2014, October 2014, 

January 2015, and May 2015. The purpose of this note is to summarize the feedback from the January 2015 

consultation, and explain how we plan to incorporate it in the proposals1. 

We greatly appreciate the consideration that has been given to the proposals and the range of comments that 

have been received.  In the course of this note, we make reference to specific elements of feedback, summarizing 

these where appropriate.  In order to encourage frank and open feedback, we have anonymized the individual 

contributions.   

The proposed changes covered by the January 2015 consultation focused on the following seven areas: 

1. Standard Net Income Formula and Data Collection 

2. Change to Variable Currency Conversion for Capital Expenditure 

3. Standardization of Gross Capital Value Derivation 

4. Monthly Asset Operational Classification 

5. Asset Exclusion Rules for Indexes 

6. Asset to Fund Performance Reconciliation 

7. Assets and Liabilities Classification 

The subsequent pages provide a summary of the feedback and MSCI’s planned course of action in each of the 

above areas. 

We welcome further feedback on the specific proposals and plans. Please contact your client consultant if you 

wish to provide additional comments or discuss these issues further. 

                                                      
1 Copies of the consultation documents and feedback notes can be found on MSCI’s IPD Reporting Portal at https://padlock.ipd.com (registration 

required). 

https://padlock.ipd.com/
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1. Standard Net Income Formula and Data Collection 

a. Feedback overview 

Overall feedback on the proposal to standardize the calculation of net operating income has been positive, with 

clients welcoming the potential for increased consistency across national markets. MSCI will adopt this change as 

its global standard. 

b. Specific feedback 

Comment 1: Impact of incentives 

“Does MSCI’s definition of rent as received include incentives?” 

MSCI response: MSCI’s definition of “rent as invoiced” partially reflects incentives, since rent-free periods are 

taken into account. However, tenant inducements in the form of capital items are not reflected within rent 

definitions as they are accounted for in capital expenditure. 

Comment 2: Preference for accrual based net operating income (NOI) calculation 

“We think that the calculation of net operating income should be based on accrued figures rather than on revenue 

as invoiced.” 

MSCI response: Our definition of “rent as invoiced” is consistent with accrual principles, as it uses the rent that is 

due, rather than that actually paid, excluding arrears, pre-payments, and repayments. 

Comment 3: All-in rents 

“In some countries, like Switzerland, the practice is for all-in rents, including operating expenditures, to be 

recorded. Can this distort performance measurement?” 

MSCI response: This should not have any impact on the measurement of bottom-line performance, but does affect 

the global comparability of performance constituents (revenues and costs). MSCI’s proposal to treat recoveries as 

a cost component should avoid any confusion in the performance calculation. In countries where all-in rents are 

market practice, we will work with contributors to help them estimate the proportion of rent that corresponds to 

recoveries in a consistent manner. 

Comment 4: Treatment of key money 

“With key money, there is some ambiguity in the proposal. Should income received on the key money deposit 

contribute to the calculation of net operating income or should only the key money itself contribute? On one 

hand, it can be argued that returns on key money deposits are not the product of real estate investment; but on 

the other, they may be given in lieu of higher rental payments. If MSCI is proposing to treat the key money itself as 

income, then how will the return of the deposit be treated?” 

MSCI response:  “Key money” corresponds here to payments occasionally made by potential tenants to secure a 

new lease. It excludes deposits paid by tenants and held by landlords against potential damages. Key money being 

a revenue from real estate, it should be included in net operating income calculation at asset level. By contrast, 

revenue resulting from the investment of deposits should be recorded at fund level. 
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Comment 5: Impact on the UK 

“How does the assumption on recoveries (i.e. that recoveries should be treated as a cost component, not as 

revenue) differ from UK practice?” 

MSCI response: This change will not affect the components of net income recorded for the UK, as recoveries were 

not previously collected as a revenue component. Recoveries were already implicit in operating expenditures since 

only irrecoverable costs were collected, i.e. costs net of any recovery. 

2. Change to Variable Currency Conversion for Capital Expenditure 

a. Feedback overview 

Most respondents were happy with MSCI’s proposal. MSCI will adopt this change as its global standard. However, 

it was noted that the formula in the original MSCI consultation document contained several typographic errors. 

The formula has been corrected as below. 

Previous formula: 

        
(          )  (              )  (            )  (            )  (          )

(              )  (            )
 

New formula: 

        
(          )  (              )  (              )  (            )  (          )

(              )  (              )
 

b. Specific feedback 

Comment 1: Timing of capital expenditure 

“Could MSCI not assume a middle of period timing for capital expenditure?” 

MSCI response: In the absence of day dating, a practical solution would be to assume that CAPEX occurs either at 

the beginning, in the middle, or at the end of the month. None of these options would however solve all potential 

problems. MSCI has decided to assume that capital expenditure occurs at the start of the month, since the mid-

month assumption creates performance spikes that are not counter-balanced by subsequent time-weighting when 

a property is bought or sold, and since the end-month assumption systematically favours properties with higher 

capital expenditures.  

Comment 2: Impact of this change 

“It would seem that this only affects cross-border investments and benchmarks calculated in terms of a single 

currency. There would be no impact for a purely domestic fund. Could you please confirm this?” 

MSCI response: MSCI can confirm that this change will not affect purely domestic funds when calculating returns 

in their local currency. For cross-border investments exposed to currency fluctuations however, monthly 

movements in exchange rates will have some impact, though this is likely to be very small. The motivation for 

making this change is principally to achieve consistency in the timing of CAPEX.  
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3. Standardization of Gross Capital Value Derivation 

a. Feedback overview 

No participants expressed serious concerns regarding MSCI’s proposal to derive gross capital value using market 

assumptions where estimated acquisition costs have not been provided. MSCI will adopt this change as its global 

standard. There were, however, a number of general questions and comments which are summarized below. 

b. Specific feedback 

Comment 1: Acquisition costs and shared deals 

“In Belgium, transfer tax is very high, so 99% of deals are done on a shared deal basis. In situations like this, what 

are the appropriate acquisition costs that should be applied?” 

MSCI response: Several respondents have pointed out that transaction costs can vary considerably within markets, 

depending on the property and the nature of the parties concerned. MSCI will consult with local appraisers and 

may consider making a distinction between, for example, cases of direct ownership and shared ownership through 

a Special Purpose Vehicle (SPV). 

Comment 2: Motivation for estimating gross capital value 

“Why is MSCI looking to collect information on both net capital value and gross capital value?” 

MSCI response: This is to allow us to calculate comparable yield measures in all of the markets we cover. The 

change will make it possible to produce any of the four different yield measures currently in use by MSCI globally, 

applying either net or gross values in the denominator. Practices differ around the world, with some markets 

preferring one measure over the others.  

Comment 3: Impact of this change 

“If acquisition costs are provided by the client, will these be replaced with MSCI estimated acquisition costs? Also, 

will these acquisition costs be estimated historically?” 

MSCI response: MSCI will only estimate acquisition costs when not provided by clients, and there will be no 

changes to historical acquisition cost data. 

Comment 4: Agent fees/sellers’ costs inclusion in acquisition costs 

“Will MSCI include agent fees or sellers’ costs in the calculation of gross capital value?” 

MSCI response:  Gross capital value represents an estimate of the total cost of acquiring a property, assuming that 

it is exchanged at its market value. Consequently, it includes all costs that would be incurred by a purchaser, 

including transfer tax at the rate pertaining in the location on the date of the valuation, together with notional 

legal and agents' fees. Sellers’ costs are excluded. 
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4. Monthly Asset Operational Classification 

a. Feedback overview 

The monthly asset operational classification proved to be the most controversial proposal in the consultation. 

Most respondents were happy with the proposal for a more granular classification, but there was concern about 

MSCI’s ability to accurately differentiate between stabilized and leasing investments, and to enable clients to 

distinguish between developments in their pre-construction and construction phases. MSCI will take on board 

these comments and account for them when refining the classification in future. 

b. Specific feedback 

Comment 1: Justification for distinguishing between stabilized and leasing investments 

“We don’t see enough distinction between ‘stabilized’ and ‘leasing’ assets to justify splitting them up. In our view, 

these assets still compete against one another and do not form distinct or easily identifiable sub-markets. As an 

asset owner, we would ultimately expect any assets we acquire to perform in line with our portfolio objectives, 

irrespective of whether they were acquired as ‘stabilized’ or ‘leasing’ assets.” 

MSCI response:  The concept of “standing investment”, including both stabilized and non-stabilized properties, will 

remain. The distinction between stabilized and non-stabilized assets will complement the current division between 

standing and all benchmarked assets. It will enable investors with core strategies to benchmark their performance 

against comparable assets with limited leasing risk. 

Comment 2: Setting a fixed vacancy threshold 

“We don’t agree that a fixed vacancy threshold should be applied across markets. Structural vacancy rates vary 

substantially across markets, across sectors, and through business cycles. Any vacancy rate threshold should 

therefore be relative and vary by country and by sector.” 

MSCI response:  The decision to adopt a fixed threshold stemmed from the need to find a straightforward but 

globally consistent solution. Going-forward, MSCI may consider developing relative thresholds, based on structural 

vacancy rates. 

Comment 3: Difficulty distinguishing developments 

“On the development front, whilst it makes sense to distinguish between pre-construction and construction 

phases, MSCI already struggles to ensure a consistent coding and assessment of developments. How will you be 

able to ensure that consistent definitions are applied to pre-construction and construction assets?” 

MSCI response:  In order to ensure consistency, MSCI will provide unambiguous and globally consistent 

definitions. In addition, we will continue to work with contributors who have problems in interpreting data 

definitions. MSCI’s definitions for classifying assets under development are listed below. Pre-construction assets 

are classified using codes 10 to 50. 
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10 - Accepting Vacancies with intention to redevelop 

Asset being vacated in preparation for redevelopment. 

A property is treated as a development if anticipated 

expenditure over the course of the project will be more 

than 25% of the start value. If it is less than 25% it is 

treated as a refurbishment. 

20 - Empty Land or Building 
Unoccupied assets or empty land prior to the start of 

development activity 

30 - Planning permission granted Planning permission granted for development 

40 - Under Demolition Demolition of previous building 

50 - Cleared Site Empty Site before construction 

60 - Under Construction Construction of new development 

70 - Leasing 

Completed asset that is being actively leased, either 

following development or redevelopment or as part of 

repositioning activity. Exclude leasing of vacancies in 

Stabilized properties. 

80 - Stabilized 
Completed properties > 6 months after practical 

completion certificate or more than 75% let. 

 

Comment 4: Stabilized and pre-construction 

“Will pre-construction be categorized as stabilized or non-stabilized?” 

MSCI response:  Pre-construction properties always fall under the status of development, whereas stabilized and 

non-stabilized properties always fall under the status of standing investments. Pre-construction/construction and 

stabilized/non-stabilized categories are therefore mutually exclusive. 

5. Asset Exclusion Rules for Indexes 

a. Feedback overview 

In this part of the consultation, respondents generally agreed that it would be worth reducing subjectivity in the 

asset exclusion process. MSCI will proceed with the implementation of the methodology.  

However, there was some concern regarding the continuation of exclusion rules specific to the UK and Ireland. This 

is to a temporary situation caused by transitional constraints, in the context of the overall aim of defining a global 

standard across all markets. It is not intended to treat the UK as an exception, with the objective being rather to 

integrate the market in the global exclusion rules. 
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b. Specific feedback 

Comment 1: Automatic exclusion rules for the UK and Ireland 

“Could you please elaborate on page 13 of the consultation document where it states that certain automatic 

exclusion rules will continue to be applied to the UK and Ireland? For example, which assets are excluded under 

the headings ‘short lease’ and ‘long lease’?” 

MSCI response: The definitions of short and long leaseholds are as follows: 

 Short leaseholds: Leasehold assets with less than 30 years to lease expiry. 

 Long leasehold/fixed rent properties: Assets with a current rental value more than five times greater than 

the expected income in 10 years time. 

Comment 2: Potential inconsistency 

“Why does MSCI apply specific rules for the UK and Ireland? This looks like a source of inconsistency which could 

affect the comparability of UK and Ireland indexes.” 

MSCI response: MSCI recognizes that it is not ideal to have separate rules for the UK and Ireland, but we view this 

as a temporary solution. Rules for the UK and Ireland should eventually converge with the global standard. 

 

6. Asset to Fund Performance Reconciliation 

a. Feedback overview 

Clients expressed considerable interest in reconciliation analysis, with many agreeing that it would be a useful tool 

for communication with investors. MSCI will adopt this change as its global standard. 

b. Specific feedback 

Comment 1: Breakdown of fees 

“Would it be possible to differentiate between base fees and performance fees?” 

MSCI response:  MSCI will consider the possibility of a further breakdown into base and performance fees. MSCI 

will collect total fund management fees as well as splitting them between advisory (base) and performance fees. 

At present, reporting is expected to be at the level of total fund management fees. 

Comment 2: Distinction between fund and asset debt 

“It can be hard to differentiate fund and asset debt in some circumstances. For example, how would debt secured 

against a portion of the portfolio be treated?” 

MSCI response:  We will address this by providing unambiguous definitions wherever possible. In broad terms, if 

the debt is secured by a specific/fixed asset (or group of assets), it should be considered as asset level debt. In 

contrast, floating charges (i.e. unsecured debt or debt secured by a changing group of assets) are considered as 

fund level debt. 
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Comment 3: Current MSCI practice 

“How does the proposed approach relate to the methodology currently employed for the Canadian PFI?” 

MSCI response:  The current ordering used in the Canadian and UK markets differs slightly from the proposed 

methodology, in the following ways:  

- The proposed methodology layers the impact of cash after that of debt, whereas the current method puts 

cash just before debt.  

- The proposed methodology allows for the distinction between asset level debt and fund-level debt. Asset 

level debt will be layered just after direct assets, while fund-level debt will come after indirect assets. 

Currently all debt is layered after indirect assets and cash. 

Proposed IGDS methodology Current methodology (Canada and UK) 

Fund level tax   

Fund level costs   

Other assets & liabilities   

Cash Fund level costs, fees and tax 

Fund level debt Debt 

Indirect Real Estate Cash 

Asset level debt Indirect Real Estate 

Direct assets Direct assets 

 

Comment 4: Arithmetic versus geometric differences 

“In principle we agree with the proposed approach. Internally we use an arithmetic approach as it is easier to 

understand though probably not as accurate as a geometric approach.” 

MSCI response: MSCI has considered the pros and cons of the arithmetic and geometric approaches. Ultimately, 

the arithmetic approach was favoured for its relative simplicity and ease of communication. It has the advantage 

of adding up perfectly: the impact of each component can be added successively to match the fund level return. 

This cannot be achieved with a geometric approach which is therefore much less intuitive. 
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7. Assets and Liabilities Classification 

a. Feedback overview 

Feedback on the assets and liabilities classification was generally positive. Specific feedback is summarized below. 

b. Specific feedback 

Comment 1: Separation of currency and interest rate hedges 

“We would like to see currency and interest rate hedges reported separately.” 

MSCI response:  MSCI proposes to collect currency hedging and interest rate hedging amounts separately. 

However, the proposal is to report on the two combined, due to their small expected impact on performance.  

Comment 2: Reporting of unhedged position 

“In the case of interest rate swaps, we think there would be value in having funds report their unhedged exposure 

and the net swap payments separately.  Is this something which could be built into the MSCI classification?” 

MSCI response:  MSCI will consider collecting and reporting this information separately. 
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AMERICAS 

 

Canada   + 1 416 687 6284 

US  + 1 212 804 3900 

 

EUROPE, MIDDLE EAST & AFRICA 
 

UK   + 44 20 7336 9200 

France   + 33 1 58 05 36 90 

Germany  + 49 691 3385 999 

Italy  + 39 025 8490 414 

Netherlands + 31 88 328 22 00 

Spain   + 34 917 610 271 

South Africa + 27 11 656 2115 

Sweden  + 46 8 400 252 30 

 

ASIA PACIFIC 
 

Australia + 61 2 9033 9300 

Hong Kong + 852 2844 9333 

Singapore + 65 6826 9339 

Japan  + 81 3 5211 1455 

ABOUT MSCI 

 

For more than 40 years, MSCI’s research-

based indexes and analytics have helped 

the world’s leading investors build and 

manage better portfolios.  Clients rely on 

our offerings for deeper insights into the 

drivers of performance and risk in their 

portfolios, broad asset class coverage and 

innovative research.  

Our line of products and services includes 

indexes, analytical models, data, real estate 

benchmarks and ESG research.   

MSCI serves 98 of the top 100 largest 

money managers, according to the most 

recent P&I ranking.  

For more information, visit us at 

www.msci.com. 

CONTACT US 

realestate@msci.com 
 

+ 44 20 7336 4783 
 
 
 

http://www.msci.com/
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NOTICE AND DISCLAIMER 
 

This document and all of the information contained in it, including without limitation all text, data, graphs, charts (collectively, the “Information”) is the property of MSCI Inc. or its 
subsidiaries (collectively, “MSCI”), or MSCI’s licensors, direct or indirect suppliers or any third party involved in making or compiling any Information (collectively, with MSCI, the 
“Information Providers”) and is provided for informational purposes only.  The Information may not be modified, reverse-engineered, reproduced or redisseminated in whole or in part 
without prior written permission from MSCI.  

The Information may not be used to create derivative works or to verify or correct other data or information.   For example (but without limitation), the Information may not be used to 
create indexes, databases, risk models, analytics, software, or in connection with the issuing, offering, sponsoring, managing or marketing of any securities, portfolios, financial products 
or other investment vehicles utilizing or based on, linked to, tracking or otherwise derived from the Information or any other MSCI data, information, products or services.   

The user of the Information assumes the entire risk of any use it may make or permit to be made of the Information.  NONE OF THE INFORMATION PROVIDERS MAKES ANY EXPRESS OR 
IMPLIED WARRANTIES OR REPRESENTATIONS WITH RESPECT TO THE INFORMATION (OR THE RESULTS TO BE OBTAINED BY THE USE THEREOF), AND TO THE MAXIMUM EXTENT 
PERMITTED BY APPLICABLE LAW, EACH INFORMATION PROVIDER EXPRESSLY DISCLAIMS ALL IMPLIED WARRANTIES (INCLUDING, WITHOUT LIMITATION, ANY IMPLIED WARRANTIES OF 
ORIGINALITY, ACCURACY, TIMELINESS, NON-INFRINGEMENT, COMPLETENESS, MERCHANTABILITY AND FITNESS FOR A PARTICULAR PURPOSE) WITH RESPECT TO ANY OF THE 
INFORMATION. 

Without limiting any of the foregoing and to the maximum extent permitted by applicable law, in no event shall any Information Provider have any liability regarding any of the 
Information for any direct, indirect, special, punitive, consequential (including lost profits) or any other damages even if notified of the possibility of such damages. The foregoing shall 
not exclude or limit any liability that may not by applicable law be excluded or limited, including without limitation (as applicable), any liability for death or personal injury to the extent 
that such injury results from the negligence or willful default of itself, its servants, agents or sub-contractors.   

Information containing any historical information, data or analysis should not be taken as an indication or guarantee of any future performance, analysis, forecast or prediction.  Past 
performance does not guarantee future results.   

The Information should not be relied on and is not a substitute for the skill, judgment and experience of the user, its management, employees, advisors and/or clients when making 
investment and other business decisions.  All Information is impersonal and not tailored to the needs of any person, entity or group of persons. 

None of the Information constitutes an offer to sell (or a solicitation of an offer to buy), any security, financial product or other investment vehicle or any trading strategy.  

It is not possible to invest directly in an index.  Exposure to an asset class or trading strategy or other category represented by an index is only available through third party investable 
instruments (if any) based on that index.   MSCI does not issue, sponsor, endorse, market, offer, review or otherwise express any opinion regarding any fund, ETF, derivative or other 
security, investment, financial product or trading strategy that is based on, linked to or seeks to provide an investment return related to the performance of any MSCI index (collectively, 
“Index Linked Investments”). MSCI makes no assurance that any Index Linked Investments will accurately track index performance or provide positive investment returns.  MSCI Inc. is 
not an investment adviser or fiduciary and MSCI makes no representation regarding the advisability of investing in any Index Linked Investments. 

Index returns do not represent the results of actual trading of investible assets/securities. MSCI maintains and calculates indexes, but does not manage actual assets. Index returns do 
not reflect payment of any sales charges or fees an investor may pay to purchase the securities underlying the index or Index Linked Investments. The imposition of these fees and 
charges would cause the performance of an Index Linked Investment to be different than the MSCI index performance. 

The Information may contain back tested data.  Back-tested performance is not actual performance, but is hypothetical.  There are frequently material differences between back tested 
performance results and actual results subsequently achieved by any investment strategy.   

Constituents of MSCI equity indexes are listed companies, which are included in or excluded from the indexes according to the application of the relevant index methodologies. 
Accordingly, constituents in MSCI equity indexes may include MSCI Inc., clients of MSCI or suppliers to MSCI.  Inclusion of a security within an MSCI index is not a recommendation by 
MSCI to buy, sell, or hold such security, nor is it considered to be investment advice. 

Data and information produced by various affiliates of MSCI Inc., including MSCI ESG Research Inc. and Barra LLC, may be used in calculating certain MSCI indexes.  More information can 
be found in the relevant index methodologies on www.msci.com. 

MSCI receives compensation in connection with licensing its indexes to third parties.  MSCI Inc.’s revenue includes fees based on assets in Index Linked Investments. Information can be 
found in MSCI Inc.’s company filings on the Investor Relations section of www.msci.com. 

MSCI ESG Research Inc. is a Registered Investment Adviser under the Investment Advisers Act of 1940 and a subsidiary of MSCI Inc.  Except with respect to any applicable products or 
services from MSCI ESG Research, neither MSCI nor any of its products or services recommends, endorses, approves or otherwise expresses any opinion regarding any issuer, securities, 
financial products or instruments or trading strategies and MSCI’s products or services are not intended to constitute investment advice or a recommendation to make (or refrain from 
making) any kind of investment decision and may not be relied on as such. Issuers mentioned or included in any MSCI ESG Research materials may include MSCI Inc., clients of MSCI or 
suppliers to MSCI, and may also purchase research or other products or services from MSCI ESG Research.  MSCI ESG Research materials, including materials utilized in any MSCI ESG 
Indexes or other products, have not been submitted to, nor received approval from, the United States Securities and Exchange Commission or any other regulatory body. 

Any use of or access to products, services or information of MSCI requires a license from MSCI.  MSCI, Barra, RiskMetrics, IPD, FEA, InvestorForce, and other MSCI brands and product 
names are the trademarks, service marks, or registered trademarks of MSCI or its subsidiaries in the United States and other jurisdictions.  The Global Industry Classification Standard 
(GICS) was developed by and is the exclusive property of MSCI and Standard & Poor’s.  “Global Industry Classification Standard (GICS)” is a service mark of MSCI and Standard & Poor’s. 

 

 


