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INTRODUCTION

MSCI appreciates the opportunity to comment on the SUSTAINABLE FINANCE -
MINIMUM STANDARDS FOR CLIMATE BENCHMARKS.

About MSCI

MSCI Equity Indexes

MSCI is a leading provider of investment decision support tools to institutional
investors globally, including asset managers, banks, hedge funds and pension
funds. MSCI products and services include indexes, ESG research and tools, and
portfolio risk and performance analytics. MSCI is headquartered in New York, with
research and commercial offices around the world.

MSCI has been calculating indexes for more than 45 years. The MSCI equity
indexes include country and regional indexes, size indexes (large cap, small cap,
and micro-cap), sector indexes, style (value/growth) indexes, strategy indexes,
thematic indexes and ESG indexes.

MSCI also calculates custom indexes at the request of clients, by applying client
screens and constraints to MSCI equity indexes.

MSCI equity indexes are used worldwide by:
+ assets owners to help them with their mandate decisions and with
reviewing their managers’ performance;
* active asset managers so that they can actively manage their funds
against an index and report performance;
+ passive fund managers to issue passive funds and ETFs based on the
indexes;
* broker dealers for providing trading execution services, creating OTC and
non-OTC derivative financial products and writing research more generally;
+ stock exchanges to create equity index linked futures and options
contracts; and
+ CCPs to calculate the risks of its positions for index linked futures and
options contracts.

During 2013 and 2014, MSCI implemented the I0SCO Principles for Financial
Benchmarks, was externally audited during each of 2014, 2015 and 2016 for the
MSCI equity indexes and select MSCI private real estate indexes, and posted the
adherence statements and audit reports on the Index Regulation page of
www.msci.com. During 2017, 2018 and 2019, MSCI devoted those resources to
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implementing the EU benchmark regulation (“BMR”), and MSCI posted the I0SCO
adherence statements on the Index Regulation page of www.msci.com.

On 5 March 2018, MSCI Limited, which is a UK subsidiary of MSCI Inc., was granted
authorization by the UK FCA as a UK administrator under the BMR for the MSCI
equity indexes. MSCI was the first major global equity index provider to become
authorized under the BMR. On 13 June 2019, MSCI notified the FCA in relation to
specific UK MSCI Private Real Estate Indexes used as regulated benchmarks under
the BMR. On 16 December 2019, MSCI notified the FCA in relation to the MSCI
fixed income indexes.

MSCI ESG Research

For over 40 years, MSCI ESG Research has measured and modelled
Environmental, Social and Governance (ESG) risk!. MSCI is a leading
provider of ESG ratings, indexes and analytical tools. We aim to help
investors integrate ESG across their entire investment process; powering
better investment decisions.

Our solutions:

*First ESG provider to assess companies based on industry financial
materiality, dating back to 1999. Only dataset with live history (12+ years)
demonstrating economic relevance?. For over 11 years, we have rated
companies on their exposure to, and management of, industry-specific ESG
risks. We rate nearly 14,000 issuers representing more than 680,000
securities, with 90% of equity and fixed income market value. Our research
is used by over 1,400 clients globally. Clients can use ESG ratings to support
fundamental and quant analyses, portfolio construction and risk
management and thought leadership and engagement.

* MSCI ESG Indexes: MSCI is the world’s largest provider of ESG indexes
with over 1,500 ESG equity and fixed Income Indexes leveraging MSCI ESG
Research data to support ESG integration, screening and impact
approaches. Several global asset owners have selected MSCI ESG Indexes,
with over $180 billion allocated in recent years®. The indexes can also be
used as the basis for exchange-traded-funds and other index-based
products.

* MSCI ESG Analytics: Our ESG research, data and indexes are available
within MSCI’s analytics systems. MSCI Analytics clients can explore ESG
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exposures on 680,000 securities and 8 million derivatives to support
security selection, portfolio construction, stress testing, and risk and
performance attribution analysis.

MSCI ESG Research products and services are provided by MSCI ESG
Research LLC, and are designed to provide in-depth research, ratings and
analysis of environmental, social and governance-related business
practices to companies worldwide. ESG ratings, data and analysis from
MSCI ESG Research LLC. are also used in the construction of the MSCI ESG
Indexes.

For the purposes of the ESG metrics for the ESG benchmarks disclosures,
the ESG metrics are provided by MSCI ESG Research LLC. MSCI ESG
Indexes are provided by MSCI Inc. and utilize information from, but are not
provided by, MSCI ESG Research LLC. MSCI Limited is the benchmark
administrator for the MSCI Indexes under the EU Benchmark Regulation.
ESG ratings, data and analysis from MSCI ESG Research LLC. are also used
in the construction of the MSCI ESG Indexes.

MSCI ESG Research LLC is a Registered Investment Adviser under the
Investment Advisers Act of 1940 and a subsidiary of MSCI Inc.

1. Through MSCI ESG Research and its legacy companies KLD, Innovest, IRRC, and GMI
Ratings

2. Origins of MSCI ESG Ratings established in 1999. Produced time series data since 2007
3. Based on publicly available information in press releases published from 2014 to date
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SRS

MSCI’s Feedback

Article Article Content MSCI FEEDBACK
Number /

Annexure

Criticality /
Clarity

Article 5

The draft regulation states that "at ....

[the date of application of this
Regulation], Scope 3 GHG emissions
data for at least the energy and
mining sectors referred to in
Divisions 05 to 09 and 19 and 20 of
Annex | to Regulation (EC) No
1893/2006"

CRITICAL

Integration of Scope 3 data from the

implementation date can be challenging for
benchmark providers. The Scope 3
emission data can be quite complex to
calculate and estimate, considering the
multiple upstream and downstream
activities that companies may be involved
in. Comprehensive estimation models for
Scope 3 data are still being developed and
standardized by various ESG data
providers. The challenges of inconsistency
in reported Scope 3 data or in estimated
Scope 3 data was also acknowledged in the
EU's Sustainable Finance Technical Expert
Group (TEG) Final Report. The TEG Final
Report (Section 5.3.4) allowed for the use
of Fossil Fuel reserves as a metric to
capture Scope 3 data.

We recommend that the Commission
allows Benchmark Providers to use Fossil
Fuel Reserves data up to 2 years from the
implementation date.

Article 7

The Point Number 1 in the draft
regulation states that " a 7 %
reduction of GHG intensity on
average per annum" is required for
EU Climate Transition Benchmarks
and EU Paris-aligned Benchmarks.
Point Number 2 in the draft
regulation states that the reduction "
for year ‘n’ shall be calculated based
on the GHG intensity or absolute
GHG emissions for the year n-1, in a
geometric progression.”

INCREASE
CLARITY

The current wording of Point Number 2
leads to interpretation of  Self-
Decarbonization as reduction in carbon
intensity of the index over previous year and
not an average reduction in trajectory of the
emission intensity since the
implementation date. The below example
can help illustrate why the change is
required. Consider a hypothetical case
where,
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Annexure

WACI of benchmark in 2020 = 100
WACI of benchmark in 2021 = 50

In such a case, the target WACI for the year
2022, as we interpret Point Number 1,
would come out to be 86.49 (100 * 0.93 *
0.93). However, as per Point Number 2, the
Benchmark would be targeting a WACI of
46.5 (50 * 0.93). The WACI of the
benchmark can go below the targeted
WACI due to changes in benchmark
composition or signficant changes in
company levels GHG intensity dure to
changes in company's fundamentals.
However, if the targets are enforced on a
year-on-year basis, the target set for 2022
is even more aggressive and could
subsequently lead to scenarios where it is
infeasible to reduce the GHG Intensity to
the targeted levels.

We recommend that the Commission
revises the Point Number 2 of Article 8 to
clarify that the reduction in WACI should be
calculated relative to the "Base Year". The
Average per year reduction in WACI relative
to the "Base Year" will remove the
inconsistency between the current text of
Point Number 1 and Point Number 2 of
Article 8. Our recommendation is also in
line with Figure 3 of the TEG Final Report
wherein the Target set in year N+4 is
dependent on the "Base Year" GHG
Intensity. Appendix | of the HANDBOOK OF
CLIMATE TRANSITION BENCHMARKS,
PARIS-ALIGNED BENCHMARK  AND

© 2020 MSCI Inc. All rights reserved. Please refer to the disclaimer at the end of this document. MSCI.COM | Page 6 of 12



MSCI

Article
Number /

Annexure

SRS

Article Content

Criticality /
Clarity

BENCHMARKS' ESG DISCLOSURES, issued

MSCI'S FEEDBACK ON SUSTAINABLE FINANCE - MINIMUM STANDARDS FOR

CLIMATE BENCHMARKS | MAY 2020

MSCI FEEDBACK

by the TEG on December 20,2019 also lays
down the decarbonization targets relative
to the "Base Year".

Article 7

The draft regulation states that the
"enterprise inflation adjustment
factor shall be calculated by dividing
the average EVIC of the benchmark
constituents at the end of a calendar
year by the average EVIC of the index
constituents at the end of the
previous calendar year.

INCREASE
CLARITY

The inflation calculation as the change in
average EVIC of index constituents over
two years is sensitive to addition or deletion
of constituents. The below example can
help illustrate the point:

In June 2018, MSCI added large cap A-
shares of Chinese companies into the MSCI
EM (Emerging Markets) Index, which led to
the increase in average EVIC of the
constituents from $27 B (before inclusion
of China A shares in index) to $32 B (after
the inclusion of China A shares stocks).
Since the EVIC inflation factor aims to
neutralize the effect of change in market
capitalization of companies and insulate
index WACI from short term market
movements, the EVIC Inflation factor
should only include stocks which were
present in the index in both 2017 and 2018.

We recommend that the Commission
expand the explanation on EVIC Inflation
factor to clarify that the inflation factor
calculation for a period should only take
into account the EVIC of index constituents
common between the start and end of the
period.

Article 11

The draft regulation states that
‘companies involved in any activities
related to tobacco” should be

CRITICAL

Exclusion of companies with any
involvement in Tobacco (including indirect
ties) may lead to large number of
exclusions. As of March 2020, 227
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excluded from Paris
Benchmarks.

Aligned

securities with an index weight of 8.11% are

excluded if we wuse any Tobacco
involvement on MSCI ACWI Index
(comprising large- and mid-cap
constituents in developed and emerging
markets).

We recommend to use a more nuanced
approach that targets direct involvement
using internally or externally established
standards, such as the Tobacco Free
Portfolios, where tobacco producers with
revenue attributable is =>5% of total
revenues will be flagged. In this case,
production activities represent the most
direct contribution to the tobacco sector.

Article 11

The draft regulation requires the
following:

- exclusion of "companies that derive
1 % or more of their revenues from
exploration, mining,  extraction,
distribution or refining of hard coal
and lignite"

- exclusion of "companies that derive
10 % or more of their revenues from
the exploration, extraction,
distribution or refining oil fuels”

- exclusion of "companies that derive
50 % or more of their revenues from
the exploration, extraction,
manufacturing or distribution of
hydrocarbons, hydrogen and carbon
monoxide mixtures present in
gaseous state”

CRITICAL

Typically the processes conducted
between the extraction of coal and its
eventual use are limited to activities such
as coal washing or coal preparation, which
do not significantly change the coal -
instead, these changes would mostly be
limited to changes in the moisture content
or form of the coal. In many cases, coal
washing and preparation are already
conducted by the companies that mine the
coal themselves, which means that
revenues derived from activities like coal
washing and preparation are already
integrated in the overall revenues that a
company derives from coal mining.

We recommend that only revenue from coal
mining and extraction activities are
considered for exclusion through coal
related activities.

© 2020 MSCI Inc. All rights reserved
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We see institutional investors are
increasingly adopting minimum exclusions
like controversial weapons from their
climate strategies. In order to bring greater
consistency across Climate Transition

Benchmarks and Paris-aligned
Benchmarks, we recommend that
companies involved in Controversial

Weapons be also excluded from the
Climate Transition Benchmarks.

Article 14

The draft regulation requires the
following in the context of ensuring
accuracy of data sources:

1. Administrators  of  EU
Climate Transition and of EU Paris-
aligned Benchmarks shall ensure
that data on Scope 1, 2 and 3 GHG
emissions  are  accurate, in
accordance with global or European
standards, such as the Corporate
Value Chain (Scope 3) Accounting
and Reporting Standard12, the EN
ISO 14064 or the EN I1SO 14069.

2. Administrators ~ of  EU
Climate Transition Benchmarks and
of EU Paris-aligned Benchmarks
shall ensure the consistency,
comparability and quality of GHG
emissions data.

CRITICAL

e Article 14 creates an unreasonable
standard for benchmark
administrators to meet, including
because of the fact that the data
will be based on data provided from
other sources and those sources
will not provide such guarantees.
For example MSCI ESG Research is a
data provider like any other to a
benchmark administrator and is an
independent entity (distinct from a
benchmark administrator). A
benchmark administrator does not
control the contents of raw data
quality beyond performing certain
standard quality assurance checks.

e To allow the benchmarks to be
used more easily by global
investors, we recommend that

= The name of the index should
not need to include “EU Climate
Transition” or “EU Paris-
aligned” in the index name and
instead the methodology can
reference that the index is
aligned to standards, and/or

© 2020 MSClI Inc. All rights reserved. Please refer to the disclaimer at the end of this document.

MSCI.COM | Page 9 of 12




MSCI'S FEEDBACK ON SUSTAINABLE FINANCE - MINIMUM STANDARDS FOR
CLIMATE BENCHMARKS | MAY 2020

Article Article Content Criticality / MSCI FEEDBACK
Number / Clarity

Annexure

“EU” can be dropped from the
nomenclature “EU  Climate
Transition” or “EU  Paris-
aligned” in the index name and
the methodology can reference
that the index is aligned to
standards.
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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-

regulation.
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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 thatindex. 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 LLC 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 LLC 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 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.

MIFID2/MIFIR notice: MSCI ESG Research LLC does not distribute or act as an intermediary for financial instruments or structured deposits, nor does it deal on its own account, provide
execution services for others or manage client accounts. No MSCI ESG Research product or service supports, promotes or is intended to support or promote any such activity. MSCI ESG
Research is an independent provider of ESG data, reports and ratings based on published methodologies and available to clients on a subscription basis. We do not provide custom or one-
off ratings or recommendations of securities or other financial instruments upon request.

Privacy notice: For information about how MSCI ESG Research LLC collects and uses personal data concerning officers and directors, please refer to our Privacy Notice at
https://www.msci.com/privacy-pledge.
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