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Conclusion

Advertising neither misleads about future performance
nor signals superior future performance.

Governance gquality, proxied by board credentials,
signals the good governance.

o Credentials of the boards are positively associated with
future flows and future returns.

Implication

Investors can reduce search costs by investing in the
advertised funds of high credentialed boards of directors.
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The Problem

Mutual fund advertising is potentially misleading.
o Investors chase returns.

o Share redemptions are not fully functioning.

o Fund managers might exploit investors.

Mutual fund boards of directors are not always effective
monitors.

o The Boards negotiate fund fees.
o Fees are the sources of advertising budget.
o Hence, boards and advertising should be related.

Effectiveness of governance is doubtful
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Hypotheses

.Main hypothesis:

o Advertised funds have better governance mechanisms than
control group funds.

To accept the main hypothesis:

o Performance of the advertised funds is at least as good as
that of the control group funds.

o Relation between governance and flows is positive.
o Relation between governance and returns is positive.

Alternative hypothesis:

o The advertised funds boards are not distinguishable from
those of the non-advertised funds.
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Related Literature

Advertising, Flow and Board Structure (1)

Advertising increases fund flows.
o Jain and Wu (2000)

Money flows to funds with good past performance.
Investors chase returns.
o Sirri and Tufano (1998), Ippolito (1992), Johnson (2006)

Flows are positively related to fund fees. Hence,
advertising attracts money.

o Barber, Odean and Zheng (2005), O’Neal (2004), Tufano and
Sevick (1997)
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Related Literature

Advertising, Flow and Board Structure (2)

The number of independent directors is positively
associated with future performance.
o Ding and Wermers (2005)

Board size, fraction of independent directors and director
compensations do not show significant relation with
future performance.

o Meschke (2006), Khorana, Servaes and Wedge (2007)
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Related Literature

Performance Persistence
Mutual fund performance persists.

o Brown and Goetzmann (1995), Grinblatt and Titman (1992),
Hendricks, Patel and Zeckhauser (1993)

Momentum factor explains mutual fund returns.

o Carhart (1997), Carhart, Carpenter, Lynch and Musto (2002)

Performance persistence last three months.
o Bollen and Busse (2005)

Return reversal.
o Jain and Wu (2000)
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Related Literature
Director Incentives and Control Mechanisms

Highly compensated independent directors allow funds to charge
higher fund fees.

o Tufano and Sevick (1997), Kuhnen (2005), Kuhnen (2007)

Director ownership is positively related to fund performance.

o Meschke (2006), Cremers, Driessen, Maenhout and Weinbaum (2006)
Monitoring benefits to shareholders motivate directors to own
shares.

o Chen, Goldstein and Jiang (2008)

Directors’ outside directorships are associated with firm performance
o Fich and Shivdasani (2006)
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Sample and Data

Advertised mutual funds
o Domestic (US) equity funds: From January 2003 to June 2006

o From Barron’s and Money Magazine: No advertising during the
preceding three months.

o One fund accounts for one observation

Control group mutual funds
o Matched by yesteryear’s returns and Lipper objective category.

o Eight matched funds for one advertised funds: Four funds of
lower and four funds of higher yesteryear’s returns.

Governance data

o Board of directors data from the Statement of Additional
Information filed with prospectus (US SEC’s EDGAR database)
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Returns

o Adjusted returns in post-advertising performance analyses:
(1) Jensen’s alpha; (2) Three-factor alpha; (3) Four-factor alpha;

(4) EW-objective adjusted returns; (5) VW-objective adjusted
returns; and (6) Market-adjusted returns.

o Raw returns, net-of-expense, in regressions

Fund Flows

o Flow;, = TNA1iLt — [TNA; 1 X(1+R;y)] ; TNA = Total Net Assets

- FlOWi,T toT — Z FIOVVi,t

t=r
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Variables (2)

e
S L

Governance

o Board structure

The Number of Directors

Percent of Disinterested Directors
o Incentives

Average Director Share Ownership

Average Disinterested Director Compensation + 10,000
o Board credentials

Average Disinterested Director Outside Directorships
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Table 3. Post-advertising Performance Empirical Results (1-1)

Panel A: Month 0 to Month 11
t-statistics of Advertised Funds [N = 115] Matched Funds [N = §92]
Adjusted Returns l:lifrtl'l‘:l:]llfl_‘ Mean t-statistics Ainimum Mean t-statistics Minimum
test [Median] [ Maximum] [Median] [ Maximum]
Raw Returns pon1 [ 0.40 A 0.15725 16.13+%#= -0.01177 0.15299 36.68=++ 024120
[0.13353] [0.45774] 012537 [0.83146]
Jensen's Alpha geo13 0.47 -0.00154 —4.01%%=* -0.01037 -0.00173 -10.50%*+ -0.02756
[-0.00137] [0.00985] -0.00144 [0.02248]
Three-Factor Alpha gon 03z 000118 )5 ¥ i -0.01367 -0_00132 -B.73==+ 001758
[-0.00080] [0.00900] -0.00136 [0.01873]
Four-Factor Alpha gen 0.14 -0.0009% L -0.01687 -0.00102 -6.437= -0.02782
[-0.00099] [0.00989] -0.00122 [0.02225]
Market Adjusted Return gen 0.77 -0.01534 20)%= -0.17683 -0.01982 -8.26%~ 057247
[-0.01962] [0.12647] -0.02186 [0.39303]
EW Objective Adjusted 079 0.00142 0.30 -0.13413 -0.00264 -1.24 -0.57449
Return gt [-0.00100] [0.13038] -0.00328 [0.33490]
VW Objective Adjusted 079 000265 -0.58 -0.12940 -0.00661 -3 12=%* -0.55390
Return pun; — [-0.00667] [0.12323] -0.00820 [0.35548]

» Advertised funds do not underperform their counterparts
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Table 3. Post-advertising Performance (cont’d) Empirical Results (1-2)

Panel B: Month 0 to Month 23

t-statistics of Advertised Funds [N =115] Matched Funds [N = §02]
Adjusted Returns difl-:;:l?lfl? Mean t-statistics Minimum Mean t-statistics Minimum
rest [Median] [ Maximum] [Median] [ Maximum]
Raw Returns g (047 ) 028500  20.79%%= -0.07441 027749 50155+ -0.31900
[0.26244] [0.90459] 0.24972 [1.62230]
Jensen's Alpha peooa 0.32 000110 3 TEE=E -0.01054 -0.00121 -10.68=*= -0.01698
[-0.00091] [0.01207] -0.00089 [0.02565]
Three-Factor Alpha g3 0.32 -0.00059 -1.14== -0.00813 -0.00069 -6.77=F= -0.01584
[-0.00068] [0.01187] -0.00081 [0.02288]
Four-Factor Alpha g 0.28 -0.000358 -2.00+= -0.00795 -0.00066 -G.43=== -0.01620
[-0.00062] [0.01130] -0.00091 [0.02122
Market Adjusted Return pe2a 036 20.02152 “2.20F= -0.25599 -0.03057 -7.T0=== -0.82347
[-0.03436] [0.40012] _0.03850 [1.11783]
EW Objective Adjusted 0.95 0.01450 1.74= -0.16%60 0.00591 L.66= 080775
Refurn gig:a [-0.00636] [0.31836] 0.00247 [1.13355]
VW Objective Adjusted 0.95 0.00356 0.67 -0.16847 -0.00304 -0.85 077425
Refurn gza ~— [-0.00548] [0.30923] -0.01050 [1.16705]
v
o Advertised funds do not underperform their counterparts
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Empirical Results (1-3)

Advertised funds do not underperform their counterparts in
the aftermath.

Advertised funds outperform the control group funds in every
return measure, though with weak statistic significances.

Conclusion:

o Advertising neither misleads about future performance nor
signals superior future performance.

Governance analyses confirm this conclusion
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Panel A: Year +/- 1 Panel B: Year +/- 2 o o
Empirical Results (2-1
Dependent Variables p ( )
| PO e aLER Table 4: Future Flow
Regressions 1 2 3 4
Variables
Ads £47.7689 103.783% 2119355  279.813 * Advertising significantly
(2.00)*  (3.54)** (3.31)**  (3.85)** . .
LnTNA 6.4188 2.3381 6.44032 -2.0870 b rngs in more money to the
(183 (0.66) (068)  (0.22) advertised funds.
FIOW 1501 0.8084 0.9156
(37.49)%*  (32.08)*** 0 )
R 12001 -63.9097 | -33.2201 ‘. A 10% decrease In R,-tho-l
(1.77)* (:0.88) associates with an increase
FIOW 5204 0.6843 0.8228 of $6.39 million
(21.59)***  (17.01)*** ' '
R 2401 73.3789 95.6716
— (1.02) (1.25) )
Ads x FloW 1,01 -0.2363 »» On average, a decrease of 1% in
Lo-50 R 150.1 IS associated with an
AdS X R 1504 -278.7969 > o
increase of $2.78 million flows
(-2.47 |
Ads X FIOW. 2ums * Ads helps funds of lower past

returns and past flows.
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Empirical Results (2-2)

Advertising significantly brings in more money to the
advertised funds as opposed to the control group funds.

This conclusion is consistent with that of existing
literature.
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Empirical Results (3-1)

Panel A: Year +/- 1 Panel B: Year +/- 2
Dependent Variables Table 5
FIOW, o011 FIOW, 025 Governance Effects
Regressions 1 2 3 4
| on Flow
Variables
Advertising Dummy 29.1291 133.3911 154.1475  -102.3642
(1.15) (0.42) (2.27)** (-0.12)
Average Director Share Ownership -10.6333 -12.9036 -43.4627 -41.4760
(-1.35) (-1.57) (-2.06)** (-1.88)*
Average Disinterested Director Outside Directorships 22.7818 14.5160 93.2774 73.9336 9% ReputathnS are
(2.53)** (1.53 (3.89)*** (2.92)*** e
positively
Percent of Disinterested Directors on Board -114.5136  -64.244)  -402.6121  -306.2124 associated with
(-1.63) (-0.87) (-2.14)** (-1.55)
LnTNA 6.8515 6.7311 10.2396 9.0291 fUture ﬂOWS'
(1.80)* 2.77)* (1.01) (0.89)
Flow 151 0.8041 0.8024
(37.14)***  (36.52)***
R 1201 -60.5082 -60.5439
(-1.65)* (-1.65)*
FIOW 5401 0.6797 0.6690
(21.49)***  (20.83)***
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Empirical Results (3-2)

Table 5: Governance Effects on Flow (cont’d)

Ads x Average Director Share Ownership 17.3276 -45.5292
(0.64) (-0.63)
Ads x Average Disinterested Director Compensation + 10,000 2.6605 -10.6112
(0.60) (-0.9)

Ads x Average Disinterested Director Outside Directorshijs [ 61.0556 152.7986}
(1.82) (1.72)*

v

* The positive relation is
greater in magnitude for the
advertised funds.

Sample and Data Variables Empirical Results
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Empirical Results (3-3)

Board reputations, represented by an average
disinterested director outside directorships, are
associated with future flows.

o The positive relation between board reputations and future flows
is greater in magnitude for the advertised funds vis-a-vis the

control group funds.
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Table 6: Governance Effects on Return

Empirical Results (4-1)

Panel A: Year +/- 1

Panel B: Year +/- 2

Dependent Variables

Advertised funds
do not
underperform
Reputations are
positively
associated with
future returns

Percent of
disinterested
directors on board
IS negatively
associated with

0.1 future returns
(-6.54)x**

Return reversal

R oto11 R owo23 o
Regressions 1 2 3 4
Variables
Advertising Dummy 0.0096 -0.0086 0.0235 -0.096
[ J
(0.94) (-0.07) (1.30) (-0.42)
N
Average Disinterested Director Outside Directorships 0.0079 0.0089 0.0153 0.0168/
(2.19)** (2.34)** (2.40)** (2.49)**
J
N
Percent of Disinterested Directors on Board -0.0589 -0.0796 -0.1168 -0.1568/°
(-2.09)** (-2.68)*** (-2.33)**  (-2.98)***
\_ J
R 12101 -0.4255 -0.4237
(-28.97)*** (-28.81)***
R 2401 -0.1271
(-6.60)***
°
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Table 6: Governance Effects on Return (cont’d) Empirical Results (4_2)

Ads x Average Director Share Ownership 0.0079 0.0193

(0.73) (1.00)

Ads x Average Disinterested Director Compensation =+ 10,000 -0.0032 -0.0069
{ (-1.81)* (-2.21)** }

v

» For the advertised funds, director compensation is
negatively related to future returns

 However, the compensation is not related to future
flows

Conclusion The Problem  Hypotheses Literature Review Sample and Data Variables Empirical Results

o o o 0000 o 00 000 00 000 00 22



Empirical Results (4-3)

A combination of board characteristics that is positively
associated with future returns is:

(1) low percentage of disinterested directors;
(2) low director compensation and;
(3) high average outside directorships

Both advertised and non-advertised funds exhibit return
reversal.

Conclusion:

o Governance quality, proxied by board credentials, signals
the good governance.
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Conclusion

Advertising neither misleads about future performance
nor signals superior future performance.

Governance gquality, proxied by board credentials,
signals the good governance.

o Credentials of the boards are positively associated with
future flows and future returns.

Implication

Investors can reduce search costs by investing in the
advertised funds of high credentialed boards of directors.
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not reflect the deduction of a 2% redemption fee on shares held for three months or less. If it did. the
performance would be fower. *Factors such as natural disasters, market illiquidity, or political instability in
a

commodity-rich nations can have a negative impact on the fund, prospectus or a briefer profile; each
includes investment objectives, mﬁumm‘mmmmmmmu;;umm
before investing. All mutual funds are subject to market risk, including possible loss of principal. International
investing has special risks, including currency fluctuations.
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Just a few of our low-cost funds that are highly rated by Morningstar:

100% Mo-Load Funds Morningstar Rating™" 1 Year S5Year 10 Year
Capital Appreciation Fund  (PRWCK) 3 FedAkk 1292%  1280%  1253%
Dividend Growth Fund  (PRDGX) L 4 1098%  297%  925%
Equity Income Fund  (PRFDX) *okkk 1208% 739% 10868%
Personal Strategy Growth Fund  (TRSGX) Ahkhkk 15.30% 529%  1006%
Value Fund  (TRVLX) *kdk 1370% 758% 1A%

At T. Rowe Price, we have a wide range of funds that have earned 4- or 5-star ratings from Maorningstar for their risk-adjusted
performance. Our active, hands-on approach to investing is just one of the reasons our funds have performed so well over time,
We alio cantinue to keep costs law, with over 60 funds suitable for |RA investing that have no loads, no sales charges, and
experise ratios below their Morningstar category averages

Wisit our Web site or call teday, Our Investment Guidance Specialists can help you choose a fund for yaur IRA investment that's
right for your goals and tolerance for risk. If you want, we can help you open an account right over the phane.

To mowe an existing IRA to T. Rowe Price, use our new EasyTransfer IRA Service. t makes it simpler than wvar 1o put
T. Rowe Price’s investment approach to work for your ratirement savings.

ira.troweprice.com 1.800.541.7871
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ex ience - independance - discipline INVESTMENT MANAGEMENT EXCELLENCE

T. Rowe Price Large-Cap Funds.

Highly rated with below-average risk.

AT Aowe Price, we work hard to make sure you

Ovarall Mormingstar
don , have to take unnecessary risks o pursue Morni: r Bel A g
. T. Rowe Price Fund Rating™ ‘Rish Rating”
your long-term goals. The following large-cap
T. Ruwe Price funds have received four- or
R . Balanced P S i i Yas
five risk-adjusted performance ratings from
Marningstar |, as well as below-average or low Blue Chip Growth e e B B Yas
risk (atings. We believe the strong risk-adjusted . o 0
Capital Appreciation N B 0 S ) Yieg
performance and long-term growth patential
of 11.ese funds make them an excellent choice Equity Income e e Yes
for investors
Growth Stock I g Yas
The Morningstar risk ratings are in comparison Personal Strategy Balanced ¢ Jr & & Yes
il 5. ook .
witl other stock funds: All stock mutual funds Personal Strategy Growth & Jr % v Yes
re subject to market risk. Past parformance
can't guarantee future results. Those funds’ Tax-Efficiant Grawth i Yes

retarns have been affected by market volatility

and results are negative for certain periods.

Visil nur Web site or call to discuss which of these

funds might be right for your goals and tolerance
far risk

TﬁOWE PRICE.COM/MUTUALFUNDS

1-800-541-5260

T.RowePrice
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IRA

The retirement you've got your eye on

Janus aims to turn an IRA investment into the retirement you desire. For aver
35 years, intensive Janus research has been spotting investment opportunities
for the long haul. Set your sights on some of our top performing Janus funds.
The retirement you're after could start right here. Put a Janus fund to work in .

. 3 S janus.com
your IRA. Talk to your financial advisor today.

Lipper Quartile Rankings as of 11/30/05, based on total returns
Fund lincephion date)

Category 1-Year 3-Year Lite of Fund

Janus Core Equity Fund i/ 1= L =

Large-Cap Core Funds |8-of 889) [#9 of T45] |4 of 284]
Janus Orion Fund (s G 1= 2™
Mulli-Cap Growth Funds 7 al 410) 113 of 358 185 of 232)

Lipper ranks Janus Contrarian Fund in the 1st quartile, 42 of 407 for the S-year parod,

Lipper ranks Janus Gore Equity Fund in the 1st quartile, 37 of 608 lor {he S-year period.

Lipper ranks Janus Growth and Income Fund in the 2nd and 15t quartile, 170 of 608 and 5 af 225 for the 5- and 10-year periods, respectively
Lipper ranks Janus Orion Fund in the Tst quartile, 23 of 266 for the 5-year period

Lipper rariks Janus Overseas Fund in the 2nd and 15t quartite, 270 of 500 and 7 of 197 lor the 5- and 10-yaar penods, respectively.

Data presented reflects frm performance, which is no guarantee of future results. Investment resulls and principal valae will fluctuate so that shares, when
redeemed, may be worth more or less than their original cost. Due to market volatility, current performance may be .’jghar or lower than the perfarmance
shown, Call your financial aduisor or Janus or visit janus.com for performance current fo the most recent month-end.

Please consider the charges, risks, expenses and investment objectives carefully before investing. For a prospectus containing this and other information,

please call fanus or download the file from jonus.com. Read it carefully before you invest ar send maoney. There is no guarantee thal stuted pbjectives will
be achieved, : .

A Fund's peeformance may be affecisd by risks that include those assoeisted with son-diversifieation. bnvestments in fareign ecurities, non-investment grade

debit securities, undervalued companies ar companies with a relatively small market eapitalisution. Plouse see s Janus prospectus for mare detadled infarmation.

TThe date of since - inception Lipper rankings is slightly different from when the fund began operation since Lipper provides fund eankings as of the lus day of
the momh or the first Thursday after fund inceptian.

Lipper Ine. - A Reuters Company, i a lly recagnized organizat

that ranks the performance of mutual funds within & universe of funds that have
wimilar invesment ohjectives. Rankings are historical with capital gains and divide nds reisyvested,

Funds disiributed by Janos Disritutors LLEC (nfos),
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