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WHAT IS MSCI'S UNDERSTANDING OF THE VALUATION PROCESS DURING THE
COVID-19 OUTBREAK (FIRST AND SECOND QUARTER OF 2020)?

MSCI adopted a proactive approach to assess the availability of valuations as the
COVID-19 outbreak disrupted valuers’ ability to collect direct market evidence and the
commercial real estate transactions slowed. We reached out to a number of market
participants (valuers, managers and industry bodies) across several markets to get a
better understanding of the situation. We have found participants to be pragmatic,
open and collaborative on this matter and our ongoing conversations have given us
comfort that the valuations in general will be available.

There were some indications that in-person site visits and inspections were not
possible since March 2020, but this did not prevent the asset-specific appraisal of
standing assets in client portfolios.

IS MSCI AWARE OF ANY QUALIFYING STATEMENTS FOR PROPERTY VALUATIONS?

A consistent theme in all countries where MSCI has engaged with market participants
is that a significant proportion of valuations starting Q1 2020 has carried a valuer's
clause of material uncertainty. This was generally due to valuers' lack of ability to
perform site visits, a reduction in real estate transactions typically used as market
evidence and a lack of other data that would be available and used to perform
valuations in normal circumstances. The disclosure highlights to the users of
valuations that they have been prepared under extraordinary circumstances and
allows valuers the freedom to use a wider pool of information beyond only private real

estate transaction comparables that are or could be very limited at this time.

The use of qualifying statements is not unprecedented in recent history and the
rationale is consistent across markets, although the exact wording of the clause may
differ per country. Several appraisal institutes recommended standard wording for
their members, but it is up to each valuer to make this assessment. Consequently,
MSCl introduced a similarly worded qualification upon publishing its Q1 2020 indexes,
in order to ensure transparency as well as drawing index users’ attention to this issue.

Based on latest information gathered through continuous engagement with market
participants and appraisal institutes, MSCI has learnt that the significant valuation
uncertainty disclosures are largely lifted across all sectors and markets. Therefore,
MSCI decided to remove the significant valuation uncertainty related disclosure for all
sectors across markets, starting Q1 2021 index results. The inclusion of such
disclosure may be retained by valuer(s) within valuation reports, on an asset-by-asset
basis or for certain property types.
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WHAT EARLIER INSTANCES WERE THERE OF QUALIFYING STATEMENTS FOR
VALUATIONS?

This is not the first time that qualifying statements on valuations have been
widespread. For example, material valuation uncertainty clauses were also evident in
the UK following the results of the UK referendum on EU membership in June 2016
(Brexit). MSCI qualified the respective property indexes published at that time.

WHAT WILL BE THE EXPECTED IMPACT ON THE INCOME RETURN OF MSCI
PRIVATE REAL ESTATE INDEXES?

The direct property income return will be less impacted where rent payments are
deferred, because the MSCI Property Indexes are based on accruals accounting
principle. Insuch instances the rent is to be collected at a later date or potentially could
be written off as bad debt later. Rent waivers or discounts granted to the tenants, does
affectincome return during the period. The income return is also impacted due to bad
debt write-off and bad debt provisions made against the accrued income that is
deemed irrecoverable within the fund's management accounts. However, provisions
made towards expected credit losses related to future operating income of a property
does not impact the income return.

The rent collection from tenants differs by sector and country. In general, for the less
impacted segments, like industrial and groceries, the rent collection has been higher
compared to other non-food related retail segments. In some countries rent reliefs
have been introduced for certain impacted segments for a stipulated period. For
certain property funds, the low rent collection might result in lower distributions than
normally would be expected.
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MSCI Operations

HOW IS MSCI OPERATING DURING THE COVID-19 CRISIS?

MSCI has a robust business continuity plan in place and our team is working at full
capacity. We have proactively reached out to our clients and are focused on helping
ease the pressure and support those facing challenges in getting their data to us. The
production of indexes is following normal data provision and index publication
schedules. The MSCI Real Estate indexes schedule is available here.

WHAT HAPPENS IF CERTAIN DATA PROVIDERS CAN'T PROVIDE DATA BASED ON
THE NORMAL TIMELINES?

MSCI requests data providers and clients to contact us as soon as possible if they
have any concerns with their data provision. If MSCI is made aware of a delay in data
provision, or if there is an expectation that the composition of the index would decline
materially based on current timelines, the situation will be assessed by MSClI's internal
governance bodies to determine the best action, which could be delaying the release.
This it outlined in the MSCI Real Estate — Index Policies and will be performed by
keeping the following goals in mind: representativeness, data quality and timeliness.
Any delays or changes to index composition will be published in the usual area on
MSCI's web site.

MSCI will not hold down any capital values or NAVs, except for those markets where
this is already part of the index methodology (e.g., New Zealand and Australia property
indexes). Any data provision or corrections made after the index release will be treated
based on the standard correction policy.



https://www.msci.com/documents/1296102/1378010/AP_IndexCalendar.pdf/88a353a1-60ba-7f95-d38e-f7fdcea5373f
https://www.msci.com/real-estate-index-announcements#section12842867
https://www.msci.com/documents/1296102/1311232/MSCI+Real+Estate+-+Index+Policies.pdf
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Data Provision and Index Calculation Rules

WILL FUNDS WITH SUSPENSIONS CONTINUE TO BE INCLUDED IN THE MSCI
PROPERTY FUND INDEXES?

Yes. Although funds may suspend subscriptions and redemptions during this period
of uncertainty, it is expected to be a temporary situation. As such, Indexes where
the inclusion criteria stipulate only open-ended funds will continue to be included in
MSCI property fund indexes provided they supply the required data.

WHICH FUND NAVS WILL BE USED IN THE MSCI PROPERTY FUND INDEXES?

Fund NAVs provided by funds should be determined according to their usual process.
It is possible that fund NAVs may have been adjusted by the fund management to
reflect the changing conditions at the end of the reporting period. In such cases the
adjusted NAV must be provided as a basis for calculating the MSCI property fund
indexes.

In the case of funds that have suspended subscriptions and redemptions, the NAV as
at the reporting date should be provided in line with the usual NAV reflecting the
underlying gross asset values less all liabilities as per chosen valuation principles.

WHAT HAPPENS IF A FUND DOES NOT DISTRIBUTE INCOME FOR A PERIOD?

If the management of a fund decides not to distribute the income generated from the
underlying assets for a period, then a distributed income of zero must be provided to
MSCI. A 0% distribution return willbe computed for the fund in that period, which would
also be reflected in a lower distribution of the respective property fund index. The
fund’s total return for the period will be unaffected because retained earnings would
be reflected in the NAV.

In those cases where a fund is not distributing income for a period, but the fund
manager continues to charge fees to the investors, the fees accruedin the period must

be provided as a negative distribution.

HOW SHOULD A REDUCTION IN RENTAL INCOME BE PROVIDED FOR MSCI
PROPERTY INDEXES?

Governments and states differ in the speed of response, extent of support and their
approach to providing relief to tenants or landlords experiencing difficulties in meeting
their obligations. Circumstances may even vary by state, sector or tenant (e.g.,
essential vs. non-essential) within countries and so the treatment of significant
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changes to income may differ between property assets if they experience one or more
of the following cases:

If a reduction in rent has been formally agreed with a tenant, or legislation exists
that relieves the tenant of its obligation to pay the rent in full, the reduced level of
rental income must be provided as asset-level income receivable in the impacted

period.

If the tenant still has an obligation to pay the rent in full but has either made
partial or no rental payments, and the outstanding rental income has not been
written off as at the end of the reporting period, the fully accrued rental income
must be provided as income receivable for the respective asset, even if the

reduced rental is anticipated by the landlord.

If an agreement to reduce or waive rent is made retrospectively, the amount of
reduction must be provided as a negative other income against the asset in the
period the agreement is made.

Any arrears written off within the reporting period must be provided as asset-level
bad debt costs to the extent of value written off, in the period of write-off
regardless of when the outstanding rental income was due or whether or not the
amount written off comprises the full arrears for any given period. For definition
on bad debt write-off, please refer MSCI Global Data Standards for Real Estate
Investment — Appendix 3)
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Further Information

WHERE CAN | FIND INFORMATION ABOUT DELAYS TO INDEX PUBLICATION?

Any delays or changes to index composition will be published on MSCI's web site.

WHERE CAN | FIND RESEARCH UPDATES RELATING TO THE CURRENT IMPACT OF
COVID-19 ON THE PRIVATE REAL ESTATE MARKETS?

Please visit our website http://www.msci.com/coronavirus or follow-us on LinkedIn
and Twitter where we are frequently sharing research and insights to help you navigate
global markets through these challenging times.

WHERE CAN | FIND MSCI'S OVERALL COVID-19 RESPONSE?

For FAQs and other content relating to MSCI's overall COVID-19response, please refer
to our web site

WHERE SHOULD | DIRECT SPECIFIC QUESTIONS REGARDING MSCI'S COVID-19
RESPONSE?

If you have specific questions about MSCl's BC / IT Infrastructure / Information
Security, please direct these to itrisk-itrfp@msci.com



https://www.msci.com/real-estate-index-announcements#section12842867
http://www.msci.com/coronavirus
https://www.msci.com/msci-safety-and-wellbeing-actions-covid-19
mailto:itrisk-itrfp@msci.com
mailto:itrisk-itrfp@msci.com
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Contact us

realestate@msci.com

+442073364783

AMERICAS
Canada + 1416 687 6284
us + 1212 804 3900

EUROPE, MIDDLE EAST & AFRICA

UK + 44 20 7336 9200
France + 44 20 7336 4783
Germany + 49 691 3385 900
Italy + 44 20 7336 9684
Spain + 34 93 467 7403
South Africa +27 11 656 2115
Sweden + 46 8 400 252 30
ASIA PACIFIC

Australia + 61 29033 9300

Hong Kong + 852 2844 9333
Singapore + 65 6826 9339
Japan + 81 35211 1455

ABOUT MSCI

MSCI is a leading provider of critical
decision support tools and services for
the global investment community. With
over 45 years of expertise in research,
data and technology, we power better
investment decisions by enabling clients
to understand and analyze key drivers of
risk and return and confidently build
more effective portfolios. We create
industry-leading research-enhanced
solutions that clients use to gain insight
into and improve transparency across
the investment process.

To learn more, please visit
WWW.msci.com.

The process for submitting a formal
index complaint can be found on the
index regulation page of MSCI’s website
at: https://www.msci.com/index-

requlation.



http://www.msci.com/
https://www.msci.com/index-regulation
https://www.msci.com/index-regulation
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Notice and disclaimer

©MSCI. All rights reserved. The information contained herein may not be reproduced or redistributed without MSCI's prior approval. Unless expressly licensed by MSCI in writing, it may not
be used as a benchmark for portfolio or manager performance, as a basis for financial products, or in connection with investment vehicles, or to create any derivative works. None of the
information 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
informationis provided ""as is"". TO THE MAXIMUM EXTENT PERMITTED BY LAW, MSClI Inc. and its subsidiaries make no express or implied warranties or represent ations and shall have
no liability whatsoever with respect to the Information. NO REGULATED USE OF ANY MSCI PRIVATE REAL ASSETSINDEXESIN ANY JURISDICTION IS PERMITTED WITHOUT MSCI'S EXPRESS
WRITTEN AUTHORIZATION. THE PROCESS FOR APPLYING FOR MSCI'S EXPRESS WRITTEN AUTHORIZATION CAN BE FOUND ON THE INDEX REGULATION PAGE OF MSCI'S WEBSITE AT:
https://www.msci.com/index-regulation.




