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Exhibit 1: Key Academic Research on the Value Premium

Author Summary

Fama & French Return of value stocks explained by higher
fundamental risk. Identified value premium in
international equities

2

x Cochrane & Zhang Limited flexibility of value firms to adjust to
'é economic regime

£

% Hansen, Heaton & Li Value premium is compensation for GDP
& sensitivity

Loughran & Wellman Enterprise multiple as a proxy for firm’s discount

rate
2 Lakonishok, Shleifer & Behavior fallacies in value strategies
(7]
E ol Vishny
v =
% w
a Barberis & Huang Investors have loss aversion
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Exhibit 2: Evolution of the Value Factor in Equity Risk Models

Next Generation

Models

Value: Forward earnings-
to price, trailing
earnings-to-price, Book-
to-price, Dividend-to-
price

Value: Forward earnings-
to-price, Trailing
earnings—to-price, Cash
earnings-to-price , Book-
to-price, Dividend-to-
price

Value: Book-to-price

Value: Book-to-price,
Sales-to-price, Cash flow-
to-price

Earnings Yield: Forward
earnings-to-price,
Trailing earnings-to-
price, Cash earnings—to-
price

Earnings Yield:
Enterprise multiple,
Forward earnings-to-
price, Trailing earnings-
to-price

Dividend Yield: Dividend-
to-price

Dividend Yield: Historical
dividend-to-price,
Forward dividend-to-
price
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Exhibit 3: Summary of Common Value Descriptors

Descriptor ‘ Advantage Disadvantage Fundamental Driver
Book Value-to- Stable, low turnover Backward-looking, sector biases Return on equity, level
Price of abnormal earnings
Earnings-to-Price Forward-looking Subject to distortion, volatile Growth rate of

abnormal earnings

Enterprise Value Captures all sources of | If EBITDA is used for cash flow, cash | Growth rate of cash
to cash flow from | capital flow is overstated if working capital | flow, profitability
operations is growing

Sales-to-Price Stable Revenue recognition distortions, Net profit margin

does not account for cost structure
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Exhibit 4: Combining Value Descriptors Improved Strategy Outcomes

Annualized Return of Deciled Descriptors (1998 - 2014)
10 -

Active Return vs. MSCI World (%)

High 2 3 4 5 6 7 8 9 Low Exp
Exp

mB/P Fwd E/P ®mCFO/EV ® Combined

Performance of Top Minus Bottom Decile

Cumulative Return
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- - ~ o~ o~ o~ o~ o~ o~ o~ o~ o~ ~ o~ o~ o~ o~
/P FWA E/P === CFQO/EV === Combined

Note: December 1998 — December 2014. Deciles are equally weighted.
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Exhibit 5: Standalone Value Descriptors Diversify One Another

Rolling Three-Year Factor Correlations

0.5 -
c
K=l
&
° 0 14 w
o
o
-0.5 4
-1 -
B o [22] < wn o ~ o (o2} o - o~ (32} <
o o o o o o o o o - — i - -
o o o o o o o o o o o o o o
o~ o~ o~ o~ o~ o~ o~ [V} o o~ o~ o~ o~ o~
——B/P, Fwd E/P B/P, CFO/EV ~ ==—Fwd E/P, CFO/EV
Drawdown of Deciled Descriptors (1998-2014)
70 -
— 60 -
S
€ 50
3
3 40
H]
o
a 30 4
g
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%X 10 |
=
0 -
High 2 3 4 5 6 7 8 9 Low
Exp Exp

mB/P Fwd E/P ®mCFO/EV ™ Combined

Note: December 1998 — December 2014. Correlations use equally weighted rolling monthly returns over
prior 36 months. Deciles are equally weighted.
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Exhibit 6: Exposure Percentile Ranking of Selected US Mutual Fund Styles

Source: Lipper, MSCI

Manager Style

Value Growth Dividend Income Quality

Book to Price 81 22 58 58 30
Earnings Yield 71 27 75 74 65
Dividend Yield 61 29 90 89 77
Long term Reversal 57 30 66 70 62
Leverage 72 28 66 72 34
Growth 23 77 18 19 38
Profitability 22 75 37 39 71
Earnings Quality 36 59 63 63 89
Mar Quality 69 30 74 71 66
Momentum 36 65 43 48 34
Regional Momentum 32 56 53 55 59
Size 40 46 67 72 68
Midcap 55 56 37 33 37
Beta 55 56 19 20 13
Residual Volatility 26 67 32 34 43
Sentiment 34 71 23 22 53
Liquidity 42 57 35 37 53
Short Interest 50 45 70 68 74
Downside Risk 64 48 38 35 43
Prospect 49 60 50 44 53
# of Funds 412 438 67 82 8
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Exhibit 7: Summary of MSCI's Global Value Index Construction Methods

Value Style Value Enhanced
Weighting Value
Active Exposure to Value® 0.39 0.27 0.72
Tracking Error/Active Share Low Low High
Concentration Moderate Low High
Forward Sales, Book Forward Earnings,
X Earnings, Book Value, Earnings, Book Value, Cash
Descriptors . . :
Value, Dividends Cash Earnings Flow, Enterprise
Value
X i . Overweight Overweight Sector
Historical Sector Tilts . ] . ) ]
financials financials constrained
Historical Country Tilts Low Moderate Underweight US

2014 F(cO—>FSNEI/\ AL - N2 —8BHSU-X(E hSyF>2J - T
S—HREVWHNY 12— ANDELITAR—Zv -1 T D, GEM2 EFI/LD/NU 1—
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Exhibit 8: Exposure and Capacity of Enhanced Value Strategy

Average Exposure to Value Factor Market Cap Coverage vs. Liquidity
1.50
100 -
@ 100 —_ B/p @ Enhanced Value
s 8
g B
u 050 S 7 :
° s CFO/EV Fwd E/P Value nghteg
g 0.00 3 °
s
g S 50l . MSCI World
[ -
o 050 = Value Style
2 5
k+d c
< 100 g
w5
5
1.50 <
High 2 3 4 5 6 7 8 9 LowExp
Exp o
mB/P =FwdE/P ™CFO/EV m Combined 0 25 75 100

50
Avg Market Cap Coverage (%)

Note: Average exposures and market cap coverage are from December 1998 — December 2014. The Annual
Traded Value Ratio (ATVR) measures trading volume in a security as a proportion of market capitalization.
The weighted average ATVR measures this liquidity at the index level.

F1REOSIIVANR—v —B8(E. BIOAR-—Zv— BFv/SF - /WU
— BRI 2 —T 1+ MERICHEA, HRERCHTDH/\Ly ZHVhEn, BIIX
R—v — 1B OB SRR ENE (. BT OZR— v —BEICERD I EAE L.
3 DDOJ\Y 1 —HEEDF /)7« EREMECDNTERINETREREK 9 (CHEHT,

© 2015 MSClI Inc. All rights reserved. Please refer to the disclaimer at the end of this document. MSCI.COM | PAGE 22 OF 39



M S( : I ' N N1 2—%FBH | JuLy 2015

Exhibit 9: Capacity Considerations in Different Value Strategies

Capacity, Concentration, Liquidity Metrics & Cost of Replication

MSCI World Enhanced MSCI World Value

MSCI World Index Value Index Weighted Index MSCI World Value Index
Concentration Metrics*
Avg No of Stocks 1629 400 1629 918
Effective No of Stocks 314 119 338 158
Market Cap Coverage (%) 100.0 18.2 100.0 54.4
Top 10 Sec Wt (%) 11.5 19.9 10.5 18.1
Capacity of the Index’
Stock Ownership (% of Float Market Cap)
Average 0.00 0.02 0.00 0.01
Tail Average @95% 0.00 0.05 0.01 0.01
Maximum 0.00 0.06 0.04 0.01
Degree of Index Tilt*
Active Share (%) 0.0 77.7 23.8 45.9
Max Strategy Weight (%) 2.0 3.2 1.6 3.3
Liquidity Metrics
Weighted Average ATVR (%) 58.5 82.2 64.8 51.9
Days to Trade - Periodic Index Review®
Weighted Average 0.0 0.1 0.0 0.0
Tail Average @ 95% 0.0 0.5 0.1 0.3
Days to complete 95% trading 1.0 1.0 1.0 1.0
Maximum 0.6 4.5 1.6 1.0
Cost of Replication
Turnover (%)* 3.1 38.4 17.7 20.5
Performance Drag in bps (at 75 bps)® 4.7 57.6 26.5 30.7

* Average over all the corresponding rebalancing dates from 06/01/1999 to 11/26/2014

? Assuminga fund size of USD 1 bn as of the index review on 11/26/2014

* Average of last four index reviews ending 03/31/2015. Assuming a fund size of USD 1 bn and a maximum daily trading limit of 10%
# Annualized one-way index turnover for the 12/31/1998 to 03/31/2015 period

® performance dragaims to represent the total two-way annualized index level transaction cost assumingvarious levels of security level transaction cost
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Exhibit Al: Performance of Global Value Strategy Construction Methods

Relative Return of World Value Strategies
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Exhibit A2: Relative Performance of Regional Enhanced Value Strategies

Enhanced Value Relative Returns

600 -

= Europe Enhanced Value / MSCI Europe

500 - Japan Enhanced Value / MSCl Japan . R

——USA Enhanced Value / MSCI USA V‘

e \Norld Enhanced Value / MSCI World \}Awlv/v
c
3 400 1 EM Enhanced Value / MSCI EM
5
&
2
5
]
€
3

0
n o n o n o in o
g g g g g g g g
Key Metrics
Europe Japan USA EM World
Enhanced Enhanced Enhanced Enhanced Enhanced
Value / MSCI Value / Value / Value / Value /
Europe MSCl Japan MSCIUSA  MSCI EM  MSCI World

Total Return* (%) 15.2 11.8 14.0 15.6 15.0
Total Risk* (%) 18.8 22.3 16.1 29.0 16.2
Return/Risk 0.81 0.53 0.87 0.54 0.93
Active Return* (%) 4.3 3.8 2.7 8.0 4.5
Tracking Error* (%) 5.8 5.9 5.0 12.2 6.5
Information Ratio 0.74 0.65 0.54 0.66 0.69
Historical Beta 1.03 1.02 1.02 1.14 1.01
Turnover** (%) 39.2 36.2 31.5 40.8 39.2
Price to Book*** 0.8 1.3 1.3 0.8 1.0
Price to Earnings*** 8.6 28.7 11.0 11.6 10.1
Div. Yield*** (%) 4.6 1.6 3.5 3.2 4.1
Max Drawdown (%) 66.0 51.9 59.5 67.7 61.7
Max Drawdown of Active Returns (%) 16.7 17.8 24.1 36.1 20.1

*Gross returns annualized in USD for the 12/31/1975 to 12/31/2014 period

** Annualized one-way index turnover for the 12/31/1975 to 12/31/2014 period
*** Monthly averages for the 12/31/1975 to 12/31/2014 period

EMreturns are for the 12/31/1992 to 12/31/2014 period
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Exhibit A3: Performance of Regional Value Strategy Construction Methods

Value Style Relative Returns Value Weighted Relative Returns

300 300
——Europe Value / MSCI Europe

250
250 Japan Value / MSCI Japan
——USA Value / MSCI USA
200+ ——world Value / MSCI World

——Europe Value Weighted / MSCI Europe
Japan Value Weighted / MSCI Japan

——USA Value Weighted / MSCI USA

200 = World Value Weighted / MSCI World

EM Value / MSCI EM EM Value Weighted / MSCI EM

Cumulative Relative Return
Cumulative Relative Return

150 150 NN
100 - 100 - av)
50 50
0 0

1975
1980
1985
1990
1995
2000
2005
2010
1975
1980
1985
1990
1995
2000
2005
2010

MFE A3 NS 1 -5 2 HRD/NU 1388008 2007 4 1 AUBERRN EKETH
BET A —INTA—-LUTVWBRZENHTEND. ULHALI/\DR - )(U 138
(., INTOMHTE 1 - 5 2 HRDIEHZT7D N TA—AUT, KETIEBE 8
FB, T2\ - U 2—1880 T MDA —=LLTWVWD, IT2/\R K-
1—ERETOCIY—PIIHOSMNTT, E1 -5 2 HR/NU 1 -EHD/TA—-<
S ADREZES|DRDERMTEZ T —ADERD—EE. BEDHDIEEANDIIIR—->
V=Bl TS,

MEA2 & A4 E, )NU1—DHA DILICH TR EDEZRLTND. KETE
1988 £EH'5 2000 £F T, \U1—BEQFZNICRADUI—2EB/SN TN

(B A2) AY HRBICEZDS TRV, BKRA4DOTFISTC, g/ () 1 —#
BEELTOEEGZERUIZ. WINDT—RE. T2\ AN - )N 1 —B8ETDORT
(35 1 - 565 2 DB (T BULEEZRL TS,

MSCI.COM | PAGE 30 OF 39

© 2015 MSCI Inc. All rights reserved. Please refer to the disclaimer at the end of this document.



M S( : I ' N N1 2—%FBH | JuLy 2015

Exhibit A4: Regional Behavior of Value Indexes from Jan 2007 to March 2015

Regional Differences in Value (2007 - 2014)
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Exhibit A5: Tracking Error Decomposition of Different Value Strategies
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Exhibit A6: Sector Active Weights and Tracking Error for Different Value Strategies
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Exhibit A7: Sector Neutral vs. Sector Unconstrained Value Descriptors
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Exhibit A8: Behavior of Value Strategies through Economic Regimes

Bivariate Analysis: OECD Total CLI and OECD Inflation
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Note: December 1975 to December 2014. CLI and CPI levels sourced from OECD.
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