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Summary 

 MSCI proposes to allow early inclusions of companies with Initial Public 
Offerings (IPOs) that are of significant size to the MSCI Overseas China 
Index  

 The proposal would be implemented in two phases  

 Phase I: Early Inclusion of IPOs in between Index Reviews  

 Phase II: Early Inclusion of IPOs during Index Reviews 

 The details for the Proposal are set forth in this consultation document 

 

 This proposal may or may not lead to any changes to the MSCI Overseas 
China Indexes 

 MSCI will announce its final decision by July 17, 2014 
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Current MSCI Oversees China Index Rebalancing Summary 

 MSCI Oversees China (“OVC”) Equity Universe: Securities (including 
ADRs) listed in the USA and Singapore and outside of MSCI China or 
MSCI China A Equity Universe 

 Must meet 2 out of 3 of the following criteria 

 Headquarters in People’s Republic of China (PRC) 

 Company derives more than 50% of its revenue from PRC 

 Company has more than 50% of assets in PRC 

 The MSCI OVC Indexes are reviewed on a quarterly basis 

 

 

 

 

 There are NO EARLY INCLUSIONs for the MSCI OVC Indexes 

 

 SAIR – Semi-Annual Index Review; QIR – Quarterly Index Review 
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Nov SAIR

- there are migrations of current IMI constituents

- IPOs may be added

- the list of eligible securities is re-evaluated

May SAIR

- there are migrations of current IMI constituents

- IPOs since the last SAIR are also considered for inclusion

QIRs

- there are only migrations of current IMI constituents

- no new security is considered for index inclusion
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What is the Proposal trying to solve for? 

 The MSCI OVC Index may not fully reflect the potential investment 
opportunity set due to the lack of an Early Inclusion Rule 

 This includes even securities with very large Initial Public Offerings (IPOs)  

 The table below shows the earliest possible inclusion date for the MSCI 
OVC Index compared to the MSCI Global Investable Market Indexes 
(GIMI) 

 

 

 

 An IPO in March would only be added in the Nov SAIR which is effective in December, 
due to the 3-month Seasoning Period 

 This is potentially a 9 month delay 

 

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

GIMI IPO Large Feb QIR* May SAIR May SAIR May SAIR* Aug QIR Aug QIR Aug QIR* Nov SAIR Nov SAIR Nov SAIR* Feb QIR Feb QIR

GIMI IPO May SAIR May SAIR Nov SAIR Nov SAIR Nov SAIR Nov SAIR Nov SAIR Nov SAIR May SAIR May SAIR May SAIR May SAIR

OVC IPO May SAIR May SAIR Nov SAIR Nov SAIR Nov SAIR Nov SAIR Nov SAIR Nov SAIR May SAIR May SAIR May SAIR May SAIR

*May be included in the upcoming Index Review (IR) if the IPO happens prior to the price cutoff date of the IR which is set in the month
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Proposal: Phase I – Early Inclusion Rule in between Index 
Reviews 

 Proposed Early Inclusion Rule in between Index Reviews for the MSCI OVC 
Index 

 For IPOs that are significant in size and meet all the MSCI OVC Index inclusion criteria, 
an early inclusion outside of the Index Reviews may be considered for inclusion in the 
Standard Index -  MSCI OVC Index 

 In order for an IPO meeting the OVC companies criteria (as described in Sub-section 2.1 
of the methodology) to qualify for an early inclusion to the Standard Index, the security 
must  

 Meet the index constituent eligibility rules and guidelines (described in Sub-section 2.2 of the methodology) 
with the exception of the length of trading (3-month seasoning period) and liquidity screens,  

 Meet the size-segment investability requirements (described in Sub-section 2.3 of the methodology) and  

 As of the close of its first or second trading day, the security must have 

 a company full market capitalization of at least 1.8 times the Interim Market Size-Segment Cutoff of the 
MSCI China Index and  

 a free float-adjusted market capitalization of at least 1.8 times one-half of the Interim Market Size-Segment 
Cutoff of the MSCI China Index 

 If the decision is made to include an IPO early, the inclusion of the security to the MSCI 
Overseas China Index  will be effective after the close of the tenth day of trading of the 
security 
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Proposal: Phase I – Early Inclusion Rule in between Index 
Reviews 

 Historical Impact 

 A total of 161 IPOs were reviewed in the May 2014 SAIR and only 5 were added to the MSCI 
OVC Equity Universe  

 

 

 Of the 161 IPOs 

 

 

 

 

 

 The 12 securities that met 1.8x the company full market capitalization cutoff also met the 
cutoff as of the first or second trading day, but were not added to the OVC Equity Universe 

 Of the 5 securities added to the OVC Equity Universe for the May 2014 SAIR, only one has a 
company full market capitalization that met at least 1.5x the cutoff 

IPOs checked Added to Universe

May-14 161 5

May-13 80 1

May-12 81 0

May 2014 Cutoff* = 2186.14 1.0x 1.5x 1.8x

IPOs 22            14            12            

Universe 1               1               -           

May 2013 Cutoff* = 1977.10 1.0x 1.5x 1.8x

IPOs 8               7               7               

Universe -           -           -           

* Cutoffs as of price cutoff date for each rebalancing

** The counts are cumulative
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Proposal: Phase II – Early Inclusion Rule during Index Reviews 

 Proposed Early Inclusion Rule during Index Reviews for the MSCI OVC 
Index 

 Securities that did not earlier meet the additional size criteria for Early Inclusion 
may be included in the MSCI OVC Index during an Index Review if they had an IPO 
up to the month prior to the Index Review (i.e. end of April for the May SAIR), and 
provided that they meet the criteria for large companies 

 Large Companies are defined as securities that have a company full market 
capitalization of at least 1.8 times the Interim Market Size-Segment Cutoff of the 
MSCI China Index and free float-adjusted market capitalization of at least 1.8 times 
one-half of the Interim Market Size-Segment Cutoff of the MSCI China Index as of 
the Rebalancing Date for the MSCI OVC Index 

 These companies must in addition 

 Meet the index constituent eligibility rules and guidelines (described in Sub-section 2.2 of the 
methodology) with the exception of the length of trading (3-month seasoning period) and liquidity 
screens,  

 Meet the size-segment investability requirements (described in Sub-section 2.3 of the methodology) 
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Proposal: Phase II – Early Inclusion Rule during Index Reviews 

 Summary 

 The table below summarizes the earliest possible inclusion for IPOs: 

 IPOs, as currently defined, may only be added during SAIRs – these securities do not need to meet the 
criteria for Large Companies 

 The early inclusion rule during Index Reviews will allow the following: 

 Inclusion of Large IPOs during QIRs 

 Inclusion of new Large IPOs (up to the month prior to the rebalancing) during any IR 

 

 

 

 

 IPOs added to the MSCI OVC Equity Universe during SAIRs that are not included in the 
MSCI OVC Index in the same SAIR may only be added in the following Nov SAIR when 
the composition of the MSCI OVC Equity Universe is reviewed 

 The composition of the MSCI OVC Equity Universe is reviewed once a year at the Nov SAIR 

 

 

 

 

 

 

Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec

Feb QIR Large IPO Large IPO Large IPO Large IPO Large IPO

May SAIR IPO IPO Large IPO Large IPO IPO IPO IPO IPO

Aug QIR Large IPO Large IPO Large IPO Large IPO Large IPO

Nov SAIR IPO IPO IPO IPO IPO IPO Large IPO Large IPO
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Implementation 

 Phase I: Early Inclusion in between Index Reviews will be 
implemented effective immediately after the confirmation 
announcement is sent 

 Any IPO that trades after the confirmation announcement and qualifies for the MSCI OVC Equity 
Universe, will be considered and evaluated for Early Inclusion to the MSCI OVC Index 

 Phase II: Early Inclusion during Index Reviews will be considered 
starting Nov 2014 SAIR 

 Large IPOs that start trading in September 2014 and October 2014 and qualify for the MSCI OVC Equity 
Universe will be considered for Early Inclusion in the Nov 2014 SAIR (if they fail to meet the MSCI OVC 
Index Early Inclusion Criteria as of the first or second trading day) 
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Impacted MSCI 
Indexes 



©2014 MSCI Inc. All rights reserved.       msci.com 

 

Impacted MSCI Indexes 
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Appendix: 
References to the 
MSCI OVC 
Methodology 
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OVC Methodology – Sub-section 2.1 
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OVC Methodology – Sub-section 2.2-2.3 
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Monterrey +52.81.1253.4020 

New York +1.212.804.3901 

San Francisco +1.415.836.8800 

São Paulo  +55.11.3706.1360 

Toronto +1.416.628.1007 
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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 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 
indices, 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 wilful 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. 

 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.  

 You cannot invest in an index.  MSCI does not issue, sponsor, endorse, market, offer, review or otherwise express any opinion regarding any investment or financial product that may be based 
on or linked to the performance of any MSCI index. 

 MSCI’s indirect wholly-owned subsidiary Institutional Shareholder Services, Inc. (“ISS”) is a Registered Investment Adviser under the Investment Advisers Act of 1940.  Except with respect to any 
applicable products or services from ISS (including applicable products or services from MSCI ESG Research, which are provided by ISS), 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 neither MSCI nor any of its 
products or services is 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. 

 The MSCI ESG Indices use ratings and other data, analysis and information from MSCI ESG Research.  MSCI ESG Research is produced by ISS or its subsidiaries.  Issuers mentioned or included in 
any MSCI ESG Research materials may be a client of MSCI, ISS, or another MSCI subsidiary, or the parent of, or affiliated with, a client of MSCI, ISS, or another MSCI subsidiary, including ISS 
Corporate Services, Inc., which provides tools and services to issuers.  MSCI ESG Research materials, including materials uti lized in any MSCI ESG Indices 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, ISS, 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. 
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