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Exhibit 1: Risk/Return Profile of Quality and Market Cap (by Region)
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Exhibit 2: Key Research Papers on Quality Investing

Authors Year Quiality aspect Summary \

Benjamin Graham 1973 Profitability, * Adequate size of enterprise, sufficiently strong financial
Earnings quality position, earnings stability, dividend record, earnings
(stability) growth, moderate P/E and PB ratios

Richard Sloan 1996 Earnings quality ¢ Accrual anomaly was reported

* Accounting accruals (the non-cash component of earnings)
are negatively correlated with future stock returns

GMO white paper 2004 Profitability, * High-quality firms are likely to be underpriced due to low
Stable Earnings volatility
Low Debt

Robert Novy-Marx 2012 Profitability * Profitable firms generate significantly higher returns than

unprofitable firms, despite having significantly higher
valuation ratios

Max Kozlov and 2013 Earnings Quality * Long stocks with high earnings quality and short stocks with
Antti Petajisto low earnings quality (accruals) earned positive risk premium
* Global earnings quality portfolio produced a higher Sharpe
ratio against market and value or small-cap strategies
¢ Quality complements value investing thanks to its negative
correlation to value

Clifford S. Asness, 2013 Profitability, * Quality stocks are defined to be safe, profitable, growing
Andrea Frazzini, Growth, Safety, and well managed

and Lasse H. Payout ¢ Quality strategy produced information ratio above 1 in the
Pedersen U.S. and globally (24 countries)

Eugene F. Fama, 2014 Quality and * Size, value, profitability and investment patterns

Kenneth R. French Profitability * By adding two new factors, average stock returns performed

better than the three-factor model
* Downside: Adding the new factors made value factor less
explanatory
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Exhibit 3a: Annualized Return of Deciled Descriptors®

Active Return vs. MSCI World (%)

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

W Quality Return on Equity M Earnings Variability B Debt to Equity

Data from November 2002 — May 2015

Exhibit 3b: Annualized Total Risk of Deciled Descriptors

24.0
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20.0
‘180 F------mmmmmm oo e
]
2 160
14.0
12.0
10.0 . . .
Decil | Decil | Decil
el e2 e3 e4 e5 eb e?7 e8 e9 el0
Return on Equity 162 | 173 | 168 | 173 | 167 | 166 | 165 | 159 | 166 | 19.8
B Earnings Variability | 12.8 149 15.4 16.0 17.0 17.0 17.6 19.1 19.0 19.9
B Debt to Equity 14.7 15.1 16.8 17.5 17.5 16.7 16.9 15.9 16.6 21.6

Data from November 2002 — May 2015
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Exhibit 3c: Performance of Top minus Bottom Decile
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Exhibit 4: Summary of MSCI Quality Indexes

Quality Indexes Variables Stock Selection Exposure/Capacity  Constraints on Other Factors Use Case
Profitability, High exposure quality
MSCI Quality Index  Earnings Quality, Yes High exposure None strategy with stock
Leverage selection
Profitability, No, includes all High capacity qualit:
MSCI Quality Tilt . y R " . € pacity q v
Index Earnings Quality,  stocks in parent High capacity None strategy that reduces
Leverage index turnover
Profitability, Reasonably high
MSCI Sector Neutral ) y ) y, g‘ Limit sector active exposure Removes unintended
. Earnings Quality, Yes exposure within given
Quality Index N vs. the parent sector bet
Leverage sector constraint

M 5 Tld. 1998 F£m5 2014 F£FETD 3 DD MSCI AU F 1 IBDU RIS —
AFEZEEER U TVND . IRNTDOITAYUT ¢ IBHNRIEER TH D MSCI D—)L Rz
FEZIRTA—XRERU. 0.7%~1.2%DT7 07« TUE—>&EK UTZ. 3 DD
DAVFAIBEDHRT, v —TLANREENDZDIE MSCIL AU 5+ 1538

(0.27) THH. BERLZAPRESH>EDEF NS YFITTS—DIMRMSCL
AU 15« )L bEEL (0.44) THDOTZ,

Exhibit 5: Performance Metrics of World Quality Index Variants

MSCI World MSCI World MSCI World MSCI World Sector
Index Quality Index  Quality Tilt Index Neutral Quality Index
Total Return* (%) 4.9 6.1 5.6 6.1
Total Risk* (%) 15.7 13.9 15.0 15.0
Return/Risk 0.31 0.44 0.37 0.41
Sharpe Ratio 0.16 0.27 0.21 0.25
Active Return* (%) 0.0 1.2 0.7 1.2
Tracking Error* (%) 0.0 4.4 1.6 3.1
Information Ratio NaN 0.28 0.44 0.40
Turnover** (%) 3.1 23.0 11.5 33.3

*Gross returns annualized in USD for the 12/31/1998 to 12/31/2014 period

** Annualized one-way index turnover for the 12/31/1998 to 12/31/2014 period

Barra 00—/ UMK ETIL (GEM2) (CEDWTIOAUF 1B Z I UIEHER. R
ST UT A ELINLYSADTIZR—2v —HiREVaDEZRT 2 ENDND
7z (RF6) . W TEMSCL T—)LRIAVUFT 1888, MSCI D—)L RIgEICHE T
BDEFRNRT D74 TTOAR—Tv —HmARERD, MSCLO—I)LREOSF—=1—
RSILOAUT 1 8B TNITH L,
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Exhibit 6: Active Factor and Sector Exposure of MSCI Quality Indexes

Active Factor Exposure vs. Parent Index

Factors World Quality World Quality Tilt World Sector Neutral Quality
Volatility -0.22 -0.07 -0.16
Momentum 0.04 0.03 0.04
Size 0.18 0.04 -0.01
Value -0.22 -0.06 -0.10
Growth 0.03 0.02 0.01
Mid Cap -0.14 -0.03 0.01
Liquid -0.14 -0.04 -0.09
Leverage -0.50 -0.22 -0.45

Average from June 1999 to Nov 2014

Active Sector Exposure vs. Parent Index

Sectors World Quality (%) World Quality Tilt (%) World Sector Neutral Quality
Energy 3.00 1.20 0.00
Materials -1.39 -0.14 0.00
Industrials -2.19 -0.51 0.00
Consumer Discretionary -0.69 -0.18 0.00
Consumer Staples 7.49 2.14 0.00
Health Care 9.36 3.21 0.00
Financials -18.59 -7.32 0.00
Information Technology 8.69 2.87 0.00
Telecommunication Services -2.52 -0.61 0.00
Utilities -3.16 -0.65 0.00

Average from June 1999 to Nov 204

TCOI—RIDT7OF 4 TTORR—Zv —%HDE. MSCL OAU T+ 188 & MSCL &
AUFT 4TIV NMEET(E. @RIDNKIBRT A -4~ NLRT T, (G,
EFBTBRIKIBRA—/IN—TT1 hERODTND, ERDTF—D T4 RBLE
il & EFELTBROA—/IN—TTA bE. BR7 HSHOHDESDRMRKICHBLT
WBH NLRT T DA =)= 1T+ MMISTERTIBOEENE(CFESIL TS,
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Exhibit 7: Historical Average Active Sector Exposure of Quality Indexes
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Exhibit 8: Capacity Metrics of World Quality Index Variant

MSCI World MSCI World MSCI World MSCI World Sector
Index Quality Index  Quality Tilt Index Neutral Quality Index

Concentration Metrics®
Avg No of Stocks 1629 300 1599 300
Market Cap Coverage (%) 100.0 30.8 98.7 28.1
Top 10 Sec Wt (%) 11.5 30.9 15.2 24.5
Capacity of the Index’
Stock Ownership (% of Float Market Cap)
Average 0.03 0.11 0.03 0.14
Tail Average @95% 0.03 0.14 0.05 0.32
Maximum 0.03 0.16 0.07 0.38
Degree of Index Tilt*
Active Share (%) 0.0 72.2 16.4 73.6
Liquidity Metrics
Weighted Average ATVR (%) 58.5 44.7 53.6 47.3
Days to Trade - Periodic Index Review®
Weighted Average 0.0 0.4 0.1 1.0
Tail Average @ 95% 0.2 17 0.5 3.4
Days to complete 95% trading 1.0 2.0 1.0 3.8
Maximum 0.7 6.1 14 13.4
Cost of Replication
Turnover” (%) 3.1 23.0 11.5 33.3
Performance Drag in bps (at 25 bps)® 1.6 11.5 5.8 16.6

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

? Assuminga fund size of USD 10 b as of the index review on 11/26/2014

* Average of last four index reviews ending 12/31/2014. Assuming a fund size of USD 10 bn and a maximum daily trading limit of 20%
* Annualized one-way index turnover for the 12/31/1998 to 12/31/2014 period

S Performance dragaims to represent the total two-way annualized index level transaction cost assuming various levels of security level transaction cost
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Exhibit 9: Correlation of MSCI World Factor Indexes vs. MSCI World Quality Index

Data from December 1998 — December 2014. Calculated on a 36-month rolling basis with active returns

5 O—Y2OBBERROTOF«TUY—2zfE> TER U,

MSCI.COM | PAGE 18 OF 29

© 2015 MSCI Inc. All rights reserved.



MSCI =

DAY T 4 ~DPkHEE | SEPTEMBER 2015

DAVFA DT I ST

H—J7 058 —188ORTE. JAVUFT1 LEBRSTAUTAET T2 THOS
WZTO—FEHRETNTUND, TOURBRICDVWTIERZZEDDEHIC, CD2D
DI 775 —1887% VIX I8 LB Ue, ZORBRZRE 10 (CRY.

Exhibit 10: Quality and Min Vol vs. the VIX Index
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Exhibit 11a: Active Factor Exposure of Quality Index
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Exhibit 11b: Active Factor Exposure of Minimum Volatility Index
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Exhibit 12: Performance of Combining Quality and Low Volatility
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Exhibit 13: Composite Descriptors in Barra US Total Market Model

Descriptors Under Each Quality Dimension

Profitability
Return on Assets Return on Equity Gross Profitability
Gross Margin Asset Turnover

Earnings Variability
Accruals Balance Sheet Accruals Cash Flow Variability in Sales

Variability in Earnings  Variability in Cash Flow  Variability of EPS Estimates

Financial Leverage
Market Leverage Book Leverage Debt to Assets

Management Quality (Asset Growth)
Asset Growth Share Issuance Growth ~ Capex Growth
Recent Capex
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Exhibit 14: Performance Metrics of Quality Index with Asset Growth

MSCI USA Quality Index with

MSCI USA Index .
Quiality Index Asset Growth

Total Return*® (%) 5.1 6.0 6.8
Total Risk* (%) 15.3 13.9 13.5
Return/Risk 0.33 0.44 0.50
Sharpe Ratio 0.18 0.26 0.33
Active Return* (%) 0.0 1.0 1.7
Tracking Error* (%) 0.0 4.0 5.0
Information Ratio NaN 0.24 0.35
Turnover** (%) 3.1 24.9 22.2

*Gross returns annualized in USD for the 12/31/1998 to 12/31/2014 period
** Annualized one-way index turnover for the 12/31/1998 to 12/31/2014 period

J—RL— bHINF 2 AOAEZEHAD

DAVT B ERITID(CHEO T MBIAUT 1 (CELEFTET . BNIANTF>
REVWDTEEDBICRAICKVFESEB I DREREL\DES D, TDIRECE. O
—IRL— RAHNF X (CBNTZRZE G RIAN (CHRRER VY — 22 EHHED &
WOIREEENHD. CORMEERIDIEHIC. BEDTAUST « FHll(CHAFBERE
BOETHNF D RXICHATDEEZEAMADCEETED. I—RL— MINFZ D
BROHE LT, BEFREOMIIE. HRIZHE. BEEZESORIMNETSND.

MSCI H/N\F>ROAUFT ¢ 188G, COENZERT DHCHBEIA T« DT+
ROVTHEEBIC 11 THBDOAH/NG > ZAFEREZEHALTULS7, 2009 F15
2014 F£FTDRE. MSCI H/\F 2R TA )T+ 583 MSCI T —)L RigEz £B13/(D
A—N2R%ERU 2.3%DT7 07«4 TVEF—2EER U, UF—>([EMSCL A
TAEEZODINCLEEDRNS, hMSYyFITTS—@MaM oz (BXK15) . T—

7 11 EEOATEREE, EEAOREMNSTEESR. BEEZESOMIE, BRSLFEE,. RINEESDIRITE. HRIZARME. BT
U s Rt Iz U/ B RdR, SEOIRHRRME. HRIUF5E0\. 11 1 ERE. R X2 EILTH S, F#lld. MSCI Governance-

Quality Index Methodology Z#Z8RDZ &,

MSCI.COM | PAGE 23 OF 29

© 2015 MSCI Inc. All rights reserved.



MSCI =

DAY T 4 ~DPkHEE | SEPTEMBER 2015

SIAFOEEICKD. LERE[NS > TILVEZRANC, SEBOAFICKD T, MSCI
BHINGF U ROAVFT A BB E(CDOVWTSS(CEHEARBARENEZSSNDIES D,

Exhibit 15: Performance Metrics of MSCI World Governance-Quality Index

MSCI World Index

MSCI World Quality

MSCI World Governance

Index Quality Index
Total Return* (%) 11.0 13.2 13.3
Total Risk* (%) 14.2 12.3 12.7
Return/Risk 0.78 1.07 1.05
Sharpe Ratio 0.76 1.05 1.03
Active Return* (%) 0.0 2.2 2.3
Tracking Error* (%) 0.0 3.6 3.0
Information Ratio NaN 0.60 0.76
Turnover** (%) 1.7 21.0 17.6

*Gross returns annualized in USD for the 11/30/2009 to 12/31/2014 period

** Annualized one-way index turnover for the 11/30/2009 to 12/31/2014 period
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