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Recently, a large number of issuances of Thai and O

foreign equity funds are trigger funds. SEC
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Product values:

[Expectations?]

Target return at X% in Y months

»  Seta clear target return

»  Require less monitoring from investors
Active management

»  Possess selection & market timing abilities

«  Use various strategies to seek alpha
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Appropriate Investor
Fund Highlights

¥ The fund is largeted 1o achieve approximately 6% relurn (3% + 3%) within 12 months.

¥ The fund employs different stralegies in order to produce a positive retumn regardless of the direction and the fluctuations of capital

markals.

An excerpt from sale kits of a trigger fund. 4
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Rosy past success
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Based on information appeared on newspaper and financial blogs.
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Approximately, half of the funds give more than 5 percent within one year while one-
third give negative returns -the latter are both continuing and terminated funds.

Thai equity + Foreign equity
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No. of fund | Duration S 5% 0.5 <0 Total | |Percentage|Duration S 5% 0.5 <0 Total
Closed <1yr 189 6 15|  210| |Closed <1yr 46% 1% 4%  51%
1-2yr 40 13 10 63 1-2yr 10% 3% 2%| 15%
>2yr 8 0 4 12 >2yr 2% 0% 1% 3%
Continuing | <1yr 2 7 7 80| [Continuing | <1yr 0% 2% 17%|  20%
1-2 yr 0 0 16 16 1-2 yr 0% 0% 4% 4%
>2yr 0 0 29 29 >2yr 0% 0% 7% 7%
Total 239 26 145  410| |Total 58% 6% 35%| 100%

Source: Morningstar complied by Research Department of Thai SEC

'since inception to Sep 2015 for continuing funds or to termination date for closed funds
2not annualized, calculated since inception to Sep 2015 or to termination.
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Similar to Thai equity trigger funds.

Approximately, half of the funds give more than 5 percent within
one year while one-third give negative returns — the latter are
both continuing and terminated funds.
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No. of fund | Duration > 5% 0-5 <0 Total Percentage [ Duration > 5% 0.5 <0 Total
Closed <1yr 118 3 11 132| |Closed <1yr 50% 1% 5%| 56%
1-2 yr 20 10 3 33 1-2 yr 9% 4% 1% 14%
>2yr 3 0 1 4 >2yr 1% 0% 0% 2%
Continuing | <1yr 0 1 35 36| |Continuing | <1yr 0% 0% 15%| 15%
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Source: Morningstar complied by Research Department of Thai SEC

'since inception to Sep 2015 for continuing funds or to termination date for closed funds

2not annualized, calculated since inception to Sep 2015 or to termination.




Based on our sample, trigger funds are mostly investing in SET100
and three-quarters of Thai equity trigger funds are labeled as flexible

allocation funds.

m Equities = Saving accounts = Gov bonds = Others

No. of funds
Equity funds 31
Balanced fund 1
Flexible allocation funds 90
n=122 Average no. of stocks held = 22 122

Sample selection:

+ Thailand OE Equity Fix Term established within 2012-Q3/2015.
* Operated more than 5 days before the 1%t reporting period.
'Value-weighted average

Source: SEC

IPO size (MB)

12,141
626
58,719

71,486

Non-SET100 8%

SET100 92%

Equity portion (%)

93%
16%
83%

84%

SEeC



Various studies found no alpha. Although some found alphaat ()
gross-of-fee level, it disappeared at net-of-fee level. SEC

» Jensen (1968) reaches conclusion that average actively managed mutual fund does not capture alpha, net of fees and

expenses.

» Chang and Lewellen (1984) find that fund managers have no stock selection and market timing ability, concluding that

active strategy could not outperform the passive strategy.

 Grinblatt and Titman (1994) find that few mutual funds are able to successfully time the market and that their

performance is negatively related to their expenses.
« Carhart (1997) documents that persistence in superior fund performance is very weak to nonexistent.

« Barras, Scaillet, and Wermers (2010) document that 75% of funds exhibit zero alpha (net of expenses). Also, there were

significant proportion of positive alpha funds prior to 1996, but almost none by 2006.
« Fama and French (2010) find that typical actively managed U.S. equity fund earns a negative after-fee alpha.

* Lonkani, Satjawathee, and Jegasothy (2013) document that Thai fund managers have negative selectivity and timing

abilities.

10



Around one-third of Thai equity trigger funds beat the market.
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6 12 18 24 30 36
Duration’
.| Excess return (not annualized) .| Excess return (not annualized)
No. of fund | Duration > 0% <0 Total Percentage | Duration > 0% <0 Total

Closed <1yr 37 95 132 Closed <1yr 16% 40%| 56%
1-2yr 4 29 33 1-2yr 2% 12%| 14%
>2yr 0 4 4 >2yr 0% 2% 2%
Continuing | <1yr 27 9 36 Continuing | < 1yr 1% 4%|  15%
1-2 yr 4 1 5 1-2yr 2% 0% 2%
>2yr 2 23 25 >2yr 1% 10%| 1%
Total 74 161] 235 Total 31% 69%| 100%

Source: Morningstar complied by Research Department of Thai SEC

'since inception up to termination date or Sep 2015 for continuing funds
2not annualized, calculated since inception to Sep 2015 or to termination.
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Market Timing: date of issuances
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Tempted by past success, investors are more likely to °
chase the recent winner/hot markets. SEC

» Past returns shown in the selling materials are calculated over the chosen period of very good market performance.

> Also, only the successful trigger funds are advertised with a small footnote for the failure.
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Source: Bloomberg



During the recent peak, several China equity trigger funds were 0
issued. Trigger funds were rarely issued around the troughs. SecC
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Controlling for selection abilities, market timing abilities are not o

very common in the market.

SEC

Investment period

No. of buy Selling rule: sell when return reach X% (Buy-and-hold)
.. 1
Jan 2011- Sep 2015 decisions” 5o 6% 7% 8% 9% _ 10%

I. Buy on each issuance of Trigger fund Return per annum

Average of Top 5 players -3.49% -2.13% -1.17% 0.03% 0.62% 1.14%

AMC A XX -1.47% -0.61% 0.21% 091% 1.48% 1.94%

AMC B XX 1.51% 2.93% 3.10% 4.03% 4.40% 4.28%

AMC C XX -13.09% -10.22% -8.31% -6.00% -5.31% -4.37%

AMC D XX -6.44% -5.79% -4.74% -3.15% -2.75% -2.40%

AMC E XX 2.04%) 3.03% 3.86% 4.34% 5.30% 6.25%
I1I. DCA at the

Middle of each month 57 -1.26%) -0.13% 0.96% 2.09% 3.37% 4.56%

Beginning of each month 57 -097% 0.41% 1.81% 3.20% 4.46% 6.19%
III. Random (10,000 times)

75th percentile 15-57° 1.51% 2.97% 439% 5.77% 7.29% 8.96%

50th percentile 15-57 -0.94% 0.19% 1.22% 2.21% 3.26% 4.30%

25th percentile 15-57 -2.22% -1.34% -0.55% 0.17% 0.88% 1.64%

Setting

«  Control:
«  Same selling rule

«  Same invested asset (SETTR Index)

"No. of issued trigger funds
2 Ranging from monthly to quarterly investment

Source: Morningstar direct complied by Research Department of Thai SEC

*  Only difference:
«  Timing
Frequency of buy decisions




Trigger funds are charging relatively higher fees with various fee ®
structures. SEC

Annual report expense ratio (actual) Prospectus expense ratio (capped)
6.00
6 557
5
4.50 4.35
4
) ® 334
2.90
; 2.81 944 ® 270
173 174 186
1 112 1.20 117
0.04 0.51 0.46
Trigger fund Equity Large-Cap Equity Small/Mid-Cap Trigger fund Equity Large-Cap Equity Small/Mid-Cap
Max 450 2.90 244 Max 6.00 4.35 5.57
Min 1.12 0.04 0.51 Min 1.20 0.46 1.17
® Average 2.81 1.73 1.74 ® Average 3.34 1.86 2.70

m Set up fee Management fee Back-end fee

Actual period

2 X Target period / X
3 / Actual period X
4 \/ Target period X

17
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Typical Thai large cap equity funds with 1.5% fee rate could take one-third of the total !o)

long-term investment return. Increasing fee rate could further decrease the return.

SEC

Baht

230,000
220,000
210,000
200,000
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170,000
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Assume the initial investment at 100,000 Baht for 20 years of investment horizon:

Return at 4% p.a.
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—>For 4% return & 1.5% fee, investors lose 56,000 Baht for the fee charged.
—>For 7% return & 1.5% fee, investors lose 98,000 Baht for the fee charged.
Note that in 2014 the average fee (total expense ratio) of Thai equity funds was around 1.7% charged by AMCs in Thailand. 18

Return at 7% p.a.
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In the long term, average Thai trigger funds underperformed =z
both up and down markets.

CAGR
————— Thailand OF Equity Fix Term 7950, Return Index
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Due to the unique product design and representativeness bias in performance =
presentation, investors might be subject to framing bias and loss aversion =— _
when interpreting the product values. SeEC

Biases as distortion in choice (figure 1 in FCA Occasional Paper no.1, 2013)

A preference Beliefs about A decision-making
(underlying want or likelihood of process for making

desire) + different outcomes + the choice

= Loss aversion = Representativeness bias = Framing bias
= Target/expected/guaranteed = Only successful funds are = Redemption options become
return at 8% in 8 months advertised expected returns

Loss aversion

...Psychologically, losses are felt roughly twice as much as gains of the same magnitude. As a result, consumers underweigh gains and overweigh losses. But
the same outcome can be framed as a gain or a loss depending on the choice of reference point. So consumer choice can be unstable and vary depending on
which reference point is chosen...

Representativeness bias
... People often make predictions on the basis of only a few observations, when these observations are not representative...

Framing bias
... As people have limited attention, framing and salience can determine what information is processed and how that information is processed. Even when the

economic benefits of particular choices are identical in two situations, consumers may make different choices depending on how the decision problem is
framed, i.e., what it draws attention to. What makes a particular frame or interpretation lead to a particular choice depends on the bias triggering the reaction...

Based on Ten Behavioral Biases and Effects in Retail Financial Services, Table 1 in FCA Occasional Paper no.1, 2013. 21



Trigger (redemption) Facilities, rather than Trigger Funds is one ®

option to foster investment discipline. SEC
Al i

> Offered by AMCs, trigger facility is an additional, optional feature (like DCA facility) provided in ordinary
mutual fund schemes, enables investors to book profit automatically at a pre-defined time or value.

Example of choices

 Value
Redeem when the value of investment rises or
falls by a certain percentage.
« Capital appreciation
Activated when capital gains or losses become
equal to, more than or lower than a specified
amount or percentage.

NAV-Based
When the NAV of the funds has risen or fallen by
a certain percentage.
 Time-Based
Activated on a particular date or after a certain
period.
* Index-Based
Trigger activated based on an index.

 Stop loss
Activated when capital has depreciated by a
certain percentage.

Entry
Switch from a liquid or debt fund to an equity
fund when the conditions were met.

Automatically pops up the bread once it’s toasted.

TRIGGER FUND - SEFIES 2

A Close-ended Equity Scheme

In case the predetermined growth is not
achieved during the 3 year period,
the scheme would mature at the end
of 3 years at the then prevailing NAV.

Automatically redeems your investment once the
predetermined growth is achieved. #

MY TARGET VALUE
GHANGE OF SAVINGS ACCOUNT
TARGET AMOUNT / TARGET SCHEME

Please refer to instructions, terms and conditions mentioned overleat. Please fill only in the space provided. Any additional details/ notings/ instructions or those
provided at anon designated area of the form may not be executed.

CHANGE OF TARGET VALUE / TARGET SCHEME

Goal Based Folio No. /

Name of Sole/
First Unitholder:

I/We request the fund to update the following as new values in my goal based folio mentioned above: |/We have read the terms and conditions of "My
Target Value Savings account” and agree to abide by the terms, conditions, instruetions, rules and requlations of the said facility as may be preseribed
by the Fund fram time to time.

[Mandatoryl

Target Amount:
{A. Amaount you desire i achieve)

}I’Barget S:heme:_m_ } VRS bl RO it bl
. Schema you opt to switch into

22



Conclusion

SEC

Trigger funds are a relatively new investment product, recently gaining popularity
among Thai investors. Its alluring advertisement “X% within Y months” seems to be
the key message capturing attention of many investors. In fact, they may deliver
below X% or last beyond Y months. Up to the end of Sep 2015, over half of the
funds give below 5% or last beyond 12 months. Around one third of the funds give
negative returns — some of these were terminated. Although the funds are charging
relatively high fees with various fee structures, their X% targets are set below the
prevailing long-term market total returns. Due to the unique product design and
representativeness bias in performance presentation, investors might be subject to

framing bias and loss aversion when interpreting the product values.



