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MUTUAL FUND GOVERNANCE AND FUND PERFORMANCE

Abstract

In view of the mutual fund market timing and late-trading scandals in the mutual fund industry in 2004, the issue of mutual fund governance attracted the attention of academics, politicians, and legal experts.  Our objective is to determine whether better mutual fund governance leads to improved performance.  We investigate this relation using Morningstar criteria that measure the effectiveness of governance, the traditional portfolio performance measures, the M2 performance measure, and ordinary least squares regression. We find generally that mutual funds that have better governance grades also have better risk-adjusted returns.

MUTUAL FUND GOVERNANCE AND FUND PERFORMANCE

I. INTRODUCTION

Mutual funds continue to grow in popularity as the preferred investment vehicle.  Evidence of this is that the Investment Company Institute reports that 7,691 mutual funds existed in the U.S. at the end of 2009 with total assets of $11.121 trillion.
  But, not all is well in the mutual fund arena because conflicts of interest among mutual fund managers, fund sponsors, and shareholders have recently attracted much popular, academic, political, and legal attention.  Even with that attention, relatively little is known about the importance of effective fund governance and its impact on returns to investors.  As a result, our objective in this study is to investigate empirically if a record of effective governance leads to improved risk-adjusted rates of return for mutual funds.  

Our objective is important for several reasons.  First, if effective governance results in a superior rate of return, then investors should notice this and increase their investment in the mutual fund.   If this increase in investment occurred, it would be a signal to funds with poor governance records that they need to improve their fund governance records in order to attract cash flows from potential investors.  Also, if a fund with a record of effective governance does not attract cash flows from potential investors, it shows the presence of information asymmetry about governance.  The second reason for importance is that we will identify which governance factors contribute to improved risk-adjusted returns.  The governance factors that we use are stewardship grade overall, board quality, corporate culture, fees, managerial incentives, and, regulatory compliance.  Results in these governance factor areas could be obtained by potential investors and used in their decision making.  The third reason is that our study will help the mutual fund industry and regulatory agencies to gain a better understanding of the impact of effective fund governance on risk-adjusted returns.  Finally, very little academic research has been done in this area.  We did not find any academic studies that analyze the relationship between risk-adjusted returns and mutual fund governance.    

This paper has six sections.  Section II is a review of related literature.  Section III briefly describes our data.  In section IV we describe our method of investigation.  In section V we give our empirical results.  We summarize and conclude the paper in Section VI.

II. REVIEW OF RELATED LITERATURE

A number of studies exist on corporate governance.  Most of them focus on governance within industrial corporations and the resulting impact on shareholder wealth.  Actually, these studies as a group report two basic and conflicting findings on the impact of corporate governance.  Studies by Weisbach (1988), Byrd and Hickman (1992), Cotter, Shivdasani and Zenner (1997), and Brickley, Coles and Terry (1994) show that shareholder wealth will be maximized when the board of directors is independent of management. On the other hand, studies by Baysinger and Butler (1985), Hermalin and Weisbach (1991), and Klein (1998) show no evidence that board composition impacts on firm performance and shareholder wealth.

In the mutual funds area, some studies relate fees charged to investors with governance.  Tufano and Sevick (1997) find that the fees charged by open-end funds are lower when mutual fund boards of directors have characteristics that are consistent with effective governance.  Del Guercio, Dann and Partch (2003) report that effective fund governance as evidenced by independent boards is associated with lower expense ratios and value-enhancing restructurings. In a recent paper, Kong and Tang (2008) find that unitary boards are a better mechanism for mutual fund governance because funds that have them also have lower expenses and rank better on stewardship.  Wellman and Zhou (2007) find that good governance leads to superior performance.  They also find evidence of investor cash outflows for funds with poor governance ratings.

III. DATA

Mutual fund governance ratings are a logical response to recent mutual fund scandals. As a result, in August 2004, just before mutual funds had to disclose information on proxy voting records and regulations, the fund-rating firm Morningstar launched its fiduciary grading system for mutual fund governance.  We use Morningstar’s governance criteria and grades.  

Our data is taken from Morningstar Principia and it covers the years 2004 to 2008.  The governance criteria again are stewardship grade overall, regulatory issues, board quality, manager incentives, fees, and corporate culture.  The possible grades for each of these criteria are Excellent, Good, Fair, Poor, and Very Poor.  We describe below the factors that Morningstar uses to assign grades for each criterion.

Morningstar examines regulatory issues at the fund company for the past three years. In the event of any breaches of regulations, Morningstar examines the remedies in place and the scope of and commitment to reform.
Morningstar evaluates board quality on the basis of the following questions.

· Has the board taken action in cases where the fund clearly hasn’t served investors well?

· Do the independent directors have meaningful investments in the fund? Morningstar assigns the highest grade to a fund if at least 75% of the board's independent directors have more money invested in the fund they oversee than they receive in aggregate annual compensation for serving on the board.
· Is the board overseeing so many funds that its ability to diligently protect the interests of the shareholders at this specific fund could be compromised? 

· Does the fund meet the maximum SEC requirement for the proportion of independent directors, regardless of whether or not it is subject to the requirement?
To evaluate managerial incentives, Morningstar assesses two distinct components:

· Fund ownership: Does the manager have significant investment in the funds he or she oversees, defined as 1/3 of his or her liquid net worth? If the funds run by the manager are inappropriate for such a large investment, does he or she have at least 1/3 of his or her liquid net worth in other funds at the same firm?
· Morningstar prefers compensation plans that reward long-term performance and that do not emphasize asset growth. Incentive programs that encourage a focus on short-term performance or asset growth receive are viewed less favorably under Morningstar’s rating structure. 

For the Fees criterion, mutual funds are rated higher for having lower expense ratios than those of their peers and for effectively reducing their expense ratios with asset growth.

The corporate culture variable includes the effects of a wide range of factors in an attempt to assess how seriously a firm takes its fiduciary duty.  Morningstar consider the following factors.
· Has the firm launched "trendy" funds in attempt to gather assets?

· Has the firm closed funds that reach an appropriate size, or has it allowed fund assets to grow too large? 

· Does the firm implement redemption fees or otherwise discourage rapid trading of its funds?

· Has the firm done a good job of retaining key personnel?

· How strong are the firm’s shareholder communications?

· Does the firm direct fund brokerage in exchange for shelf space or use soft dollars?
On the basis of a fund’s grades on the five criteria described above, Morningstar assigns an overall governance (stewardship) grade ranging from A (excellent) to F (very poor).  According to Morningstar, this overall governance grade allows investors and advisors to evaluate funds as to the manner in which funds are run, the extent to which the management company’s and fund board’s interests are aligned with those of fund shareholders, and the degree to which shareholders can expect their interests to be protected from potentially conflicting interests with the management company.  The stewardship grade overall is the sixth governance criterion that we use in this study.

We create our annual data sets by including all mutual funds for which the Morningstar databases have data for all of the variables that we need.  Those variables are the governance grades for each of the six governance criteria and also NAV total return for 12 months and three-year standard deviation of return.  Table 1 shows the annual counts of mutual funds that remain after eliminating mutual funds that had incomplete data.  We separate the annual counts by governance grades for each governance criterion.

<Insert Table 1 about here.>

Based on the information in Table 1, we can say that mutual funds generally do well as to governance in the areas of regulatory issues, board quality, and fees.  Their grades for manager incentives and corporate culture are less favorable with the grade of “fair” being predominate.

IV. METHOD OF INVESTIGATION

We use three methods to study the impact of governance on the performance of mutual funds.  The first is measurement of portfolio performance in relation to Morningstar governance criteria using the traditional measures by Treynor (1965), Sharpe (1966, 1994), and Jensen (1968).  These are composite measures that take risk and return into consideration.  All have weaknesses as discussed by Haugen (2000) and described in Appendix 1.  However, they are widely used in judging portfolio performance.  Reilly and Brown (2000) describe the process for using the traditional measures, which we follow.  

We investigate traditional performance measure results by first calculating annual performance measures for each mutual fund.  Then, for each of the six governance criteria individually, we separate the mutual funds by governance grade and find the median, mean, and standard deviation of each performance measure’s results.  Next, we compare differences in means of risk-adjusted performance for pairs of groups of funds still separated by governance grades.  We do this by performing two-tailed tests for differences in sample means.
Our second method is calculation of the M2 measure by Modigliani and Modigliani (1997) and analysis of the results.  The M2 measure is also a risk-adjusted performance measure.   It uses total portfolio risk just as the Sharpe measure does.  However, the results are easier to interpret since they are in basis points.  We describe the traditional performance measures and the M2 measure below.  

Our third method is regression analysis relating risk-adjusted returns for each of the traditional performance measures to governance grades for the six governance criteria.  Our objectives with these regressions are to find which governance criteria have a significant relation to risk-adjusted return and then to interpret the effect of governance effectiveness on risk-adjusted returns.  On an annual basis, we perform regressions of numerical values assigned to governance grades onto each of the three risk-adjusted returns calculated for the calendar year.  We assign numerical values for governance grades: 4 for A, 3 for B, 2 for C, 1 for D, and 0 for F.  All mutual funds that have complete Morningstar data are included in the annual samples.

We apply the methods described above to historical data on fund performance for five years: 2004 – 2008.       

A. Traditional Performance Measures

The Treynor (1965) measure, based on the capital asset pricing model (CAPM), is the ratio of the risk premium for a portfolio to the risk taken by the portfolio manager.  The risk premium is the average return of the portfolio minus the risk free rate of return.  Beta is the measure of risk and the slope of the characteristic line for the portfolio.   Equation (1) shows the formula.
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The Sharpe (1966) measure is the ratio of the same risk premium as in the Treynor measure to the standard deviation of the portfolio return.  Thus, the capital market line is used as the benchmark.  This measure is shown in equation (2).   
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The Jensen (1968) measure, based on the CAPM, finds the difference in the actual return for a portfolio and the expected return based on the CAPM.  The Jensen measure is also called the alpha of the portfolio.  Equation (3) shows the calculation.  
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Calculation of the Jensen measure involves using a risk-free rate of return for each time period, which is in contrast with the Treynor and Sharpe measures because they examine the average rate of return for each period of time using average values of the risk-free rate and all other input variables.
A positive alpha indicates superior performance given the level of risk taken by the portfolio manager.  This success may be from timing skills, security selection skill, or better than expected performance of securities owned by the fund. A negative alpha indicates poor performance in relation to risk taken. Such poor performance may be due to incompetence in selecting securities or to unexpected changes in the prices of securities owned by the fund.

For two reasons, we set the value of the Jensen measure for benchmark portfolios (indexes) equal to zero for all years of the sample period.  First, we do not have the expected values of input variables that would allow us to calculate the Jensen measure with the CAPM.  Second, Morningstar databases set alphas to zero for all years.

B. The M2 Performance Measure


Bodie, Kane, and Marcus (2001) describe the M2 measure (for Modigliani squared), which is a popular version of the Modigliani and Modigliani risk-adjusted approach.  The M2 measure subtracts the return on a benchmark portfolio from the return of a risk-adjusted portfolio, RAP(i), to find the excess return.
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A positive result indicates that the risky portfolio’s performance is superior to the benchmark portfolios.  Both the M2 and Sharpe measures use total portfolio risk in ranking portfolios and generate the same rankings.  Both the M2 and RAP measures are easier to interpret since the units are basis points.

Benchmark portfolio returns and standard deviation of returns are needed for the calculation of M2 measures.  For benchmark portfolios we use indexes for which returns and standard deviations are included in the annual Morningstar data.  We simplified the use of indexes for benchmark portfolios by grouping all mutual funds by their Morningstar fund category and then using the index for the entire group that was most often assigned by Morningstar as a “Best Fit Index” for individual funds in the category over the sample period.  The table in Appendix 2 shows which index was used for each Morningstar fund category.
We process annual mutual fund data for the M2 measure using the same steps mentioned above at the end of Section B for Traditional Performance Measures.

V. EMPIRICAL ANALYSIS
A. Risk-Adjusted Performance of Mutual Funds Grouped by Governance Grade

Tables 2 through 7 present the medians, means, and standard deviations of risk-adjusted returns we calculated for groups of mutual funds.  We construct the groups of funds according to governance grades assigned by Morningstar.


Inspection of these tables reveals that risk-adjusted returns are highest on average and have a higher median for the Treynor measure compared to the results for the Sharpe and Jensen measures.  Also, risk-adjusted returns show the most variability for the Treynor measure.  The lowest median and mean risk-adjusted returns are for the Sharpe measure.  Perhaps these findings should be expected.  Risk-adjusted returns here are for well-diversified mutual funds and the Treynor measure is constructed for well-diversified portfolios since beta is used as the measure of risk.  For such portfolios, most unsystematic risk has been eliminated.  The measure of risk in the denominator of the Treynor measure is therefore smaller.

<Insert Tables 2 through 7 about here>

Tables 8, 9, and 10 present comparisons of means by funds grouped by governance grade for the six governance criteria.  We make the comparisons using two-tailed tests for differences in sample means with a five percent significance level.  Inspection of these tables shows that in many cases, mutual funds with higher governance grades outperformed mutual funds with lower governance grades.

<Insert Tables 8, 9, and 10 about here>


We construct Table 11 to present summarized information about the relative performance of mutual funds with higher governance grades compared to those with lower grades.  This table includes counts and percentages of mutual fund groups where higher grades outperform funds with lower grades and vice versa.  We calculate the counts and percentages using the information shown in Tables 8, 9, and 10.  We use only statistically significant differences in means of risk-adjusted returns to construct this table.

<Insert Table 11 about here>

Inspection of Table 11 shows that more mutual funds with higher governance grades outperform funds with lower governance grades than is the opposite case.  This is true for each combination of traditional performance measure and Morningstar governance criterion.  It is not true for every year of the sample period as can be seen in Tables 8, 9, and 10.  But, it is true when the results for all of the years are combined.

B. M2 Results for Mutual Funds Grouped by Governance Grade

Table 12 includes the results of our calculation of medians, means, and standard deviations of M2 measures for mutual funds grouped by governance grade within each governance criterion.

<Insert Table 12 about here>
Table 13 gives our comparisons of the means of M2 performance measure results for funds grouped according to governance grade within each governance criterion.  We make our comparisons using two-tailed tests for the difference in sample means with a five percent significance level.  T-statistics for statistically significant differences are in bold print.  Inspection of the table shows that in many cases groups of funds with higher governance grades outperformed groups with lower grades.

<Insert Table 13 about here.>

Table 14 summarizes our comparisons of M2 performance measure results for funds grouped according to performance grade within each performance criteria.  It can easily be seen in this table that groups of mutual funds with higher governance grades outperform groups with lower grades most of the time during our sample period.

C. Regression Analysis


Table 15 presents the results for our regressions of governance grade values onto risk-adjusted returns.   The adjusted R2 measures are very small ranging from zero to 0.09.  This means that governance criteria as a group explain very little of risk-adjusted returns.  However, what they do explain is mostly significant for three 7of the governance criterion.

<Insert Table 15 about here.>

A governance criterion would be important in explaining part of risk-adjusted returns if the t-statistics for its regression coefficients were positive and statistically significant over most of our sample period and for all three of the traditional measures of risk-adjusted returns.  The criteria whose results come closest to those conditions are Board Quality, Manager Incentive, and Fees.  Board quality has positive and statistically significant regression coefficients for two years for the Treynor measure, four years for the Sharpe measure, and three years for the Jensen measure.  Manager Incentive has positive and statistically significant regression coefficients for four years for both the Sharpe measure and Jensen measure although only for one year for the Treynor measure.  The Fees criterion has positive and statistically significant regression coefficients for three years each for the Sharpe measure and Jensen measure but only for two years by the Treynor measure.  The other three governance criteria have positive and statistically significant regression coefficients for some years but not for most of the sample period or for all of the risk-adjusted measures of return.

VI. SUMMARY AND CONCLUSIONS


Corporate governance issue has been a hot topic in finance literature in recent years especially after the corporate scandals of the late 1990s. Within the framework of corporate governance, conflict of interests between mutual fund managers, fund sponsors and shareholders have also attracted attention. Using annual data from Morningstar for the year end 2004 through 2006, we investigate if funds with good governance records are able to earn higher risk-adjusted rate of returns. Furthermore, we also evaluate the impact of each of the components of the governance grade on fund’s risk-adjusted returns. 


We find that mutual funds with better governance grades generally have higher risk-adjusted returns than funds with lower governance grades.  This conclusion is supported by our results with traditional performance measures, the M2 performance measure, and regression analysis.


As to identification of specific governance criteria that would be the most significant predictors of risk-adjusted returns, the results are mixed but three criteria stand out as being effective.   Our analysis of traditional performance measures shows that manager incentive is the most important criteria by all three traditional performance measures.  Stewardship grade overall is second in importance and the fees criterion takes third place.  Results of our analysis of M2 performance measures show stewardship grade overall is most important followed by corporate culture and manager incentive.  Regression analysis shows that board quality, manager incentive, and the fees criterion are the top three in that order.  These findings support the conclusion that the most important criteria are manager incentive, stewardship grade overall, and fees.  Investors and financial planners would do well to take note of these criteria when selecting mutual funds.
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	Table 1: Counts of Mutual Funds by Grades for Governance Criteria

	Stewardship Grade Overall

	Year
	Total
	A: Excellent
	B: Good
	C: Fair
	D: Poor
	F: Very Poor

	2004
	2,768
	108
	1,120
	976
	404
	160

	2005
	3,735
	167
	1,470
	1,585
	442
	71

	2006
	4,932
	253
	1,712
	1,950
	433
	44

	2007
	4,744
	153
	1,018
	2,319
	1,091
	163

	2008
	4,388
	317
	896
	2,259
	761
	155

	Regulatory Issues

	Year
	Total
	A: Excellent
	B: Good
	C: Fair
	D: Poor
	F: Very Poor

	2004
	2,768
	1,668
	100
	197
	631
	172

	2005
	3,735
	2,175
	216
	891
	372
	81

	2006
	4,392
	2,490
	445
	1,199
	180
	78

	2007
	4,744
	2,160
	681
	1,604
	299
	0

	2008
	4,388
	2,581
	1,045
	656
	106
	0

	Board Quality

	Year
	Total
	A: Excellent
	B: Good
	C: Fair
	D: Poor
	F: Very Poor

	2004
	2,786
	444
	1,558
	640
	124
	2

	2005
	3,735
	562
	2,018
	872
	272
	11

	2006
	4,392
	561
	2,230
	1,388
	212
	1

	2007
	4,744
	443
	2,179
	2,122
	0
	0

	2008
	4,388
	369
	2,005
	1,836
	178
	0

	Manager Incentive

	Year
	Total
	A: Excellent
	B: Good
	C: Fair
	D: Poor
	F: Very Poor

	2004
	2,768
	183
	225
	1,181
	634
	545

	2005
	3,735
	406
	460
	1,695
	793
	381

	2006
	4,392
	535
	730
	1,899
	872
	356

	2007
	4,744
	701
	908
	1,947
	1,083
	105

	2008
	4,388
	679
	1,070
	1,812
	753
	74

	Fees

	Year
	Total
	A: Excellent
	B: Good
	C: Fair
	D: Poor
	F: Very Poor

	2004
	2,768
	1,105
	527
	640
	199
	297

	2005
	3,735
	1,368
	753
	963
	345
	306

	2006
	4,392
	1,561
	957
	996
	506
	372

	2007
	4,744
	2,178
	1,264
	716
	0
	586

	2008
	4,388
	1,874
	1,174
	745
	0
	595

	Corporate Culture

	Year
	Total
	A: Excellent
	B: Good
	C: Fair
	D: Poor
	F: Very Poor

	2004
	2,768
	410
	977
	992
	341
	48

	2005
	3,735
	475
	1,459
	1,252
	503
	46

	2006
	4,392
	513
	1,671
	1,832
	369
	7

	2007
	4,744
	442
	1,817
	1,514
	971
	0

	2008
	4,388
	622
	1,438
	1,679
	492
	157


	Table 2: Morningstar’s Stewardship Grade Overall – Traditional Performance Measures for 2004 through 2008

Grades: A = Excellent, B = Good, C = Fair, D = Poor, F = Very Poor

	Panel A: Treynor Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	13.36
	16.70
	21.80
	10.40
	13.97
	19.85
	9.79
	14.70
	74.17
	8.05
	11.48
	18.57
	5.70
	23.67
	78.56

	2005
	3.59
	3.96
	7.69
	2.24
	4.76
	15.18
	1.38
	2.76
	12.39
	0.48
	1.68
	6.41
	0.19
	-2.92
	12.95

	2006
	13.04
	12.87
	16.19
	7.65
	7.25
	21.53
	6.41
	7.78
	9.29
	2.86
	8.36
	9.89
	6.11
	7.55
	6.36

	2007
	0.35
	-0.27
	6.75
	1.96
	-1.14
	37.47
	1.54
	2.97
	11.17
	1.93
	3.45
	34.35
	2.40
	1.33
	6.67

	2008
	1.27
	1.83
	6.30
	0.48
	1.66
	8.89
	0.67
	2.64
	14.72
	2.38
	3.07
	10.52
	4.20
	5.55
	11.66

	Panel B: Sharpe Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	0.73
	0.78
	0.59
	0.64
	0.65
	0.42
	0.59
	0.61
	0.42
	0.49
	0.53
	0.43
	0.44
	0.49
	0.52

	2005
	0.34
	0.25
	0.81
	0.22
	0.25
	0.70
	0.14
	0.15
	0.68
	0.04
	0.04
	0.64
	0.02
	-0.32
	0.68

	2006
	1.56
	1.34
	0.93
	0.99
	0.93
	0.96
	0.81
	0.84
	0.93
	0.36
	0.87
	0.97
	0.79
	0.92
	0.74

	2007
	0.03
	0.05
	0.72
	0.30
	0.30
	0.84
	0.17
	0.14
	0.96
	0.27
	0.16
	0.95
	0.37
	0.05
	1.04

	2008
	0.08
	0.23
	0.71
	0.02
	0.37
	0.90
	0.03
	0.42
	1.03
	0.16
	0.45
	0.89
	0.20
	0.83
	1.36

	Panel C: Jensen Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	5.51
	6.85
	6.55
	2.40
	3.88
	6.22
	0.73
	1.33
	5.26
	-0.20
	1.20
	5.54
	0.02
	1.42
	6.48

	2005
	2.28
	3.08
	4.09
	1.39
	2.25
	4.17
	0.45
	1.42
	4.27
	-0.41
	0.58
	3.88
	0.11
	0.68
	3.06

	2006
	1.18
	1.20
	4.34
	-0.03
	0.07
	3.88
	-0.52
	-0.56
	4.56
	-1.49
	-0.91
	5.66
	-1.87
	-1.49
	3.36

	2007
	-0.32
	0.29
	2.74
	-0.02
	0.74
	3.41
	-0.43
	0.13
	3.74
	-0.56
	-0.27
	3.25
	-0.48
	-0.41
	2.54

	2008
	2.11
	1.72
	4.30
	0.67
	1.43
	4.57
	0.16
	0.54
	5.08
	-0.24
	0.23
	4.13
	0.18
	1.48
	4.29


	Table 3: Morningstar’s Regulatory Issues Criteria  – Traditional Performance Measures for 2004 through 2008

Grades: A = Excellent, B = Good, C = Fair, D = Poor, F = Very Poor

	Panel A: Treynor Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	10.11
	12.92
	44.63
	10.28
	11.28
	9.58
	9.48
	13.22
	12.01
	8.99
	16.95
	64.83
	6.81
	24.70
	74.99

	2005
	1.85
	3.91
	15.44
	3.34
	4.10
	8.86
	1.21
	2.86
	8.17
	1.23
	1.67
	9.05
	-1.36
	0.20
	4.34

	2006
	6.68
	7.10
	19.19
	7.32
	7.50
	8.16
	7.33
	8.29
	8.85
	7.91
	9.86
	10.86
	8.72
	7.06
	9.05

	2007
	1.83
	2.31
	28.71
	2.03
	1.72
	35.13
	1.85
	2.18
	10.98
	0.44
	0.03
	27.05
	NA
	NA
	NA

	2008
	1.70
	2.72
	14.25
	1.39
	3.13
	9.24
	-1.06
	0.88
	9.20
	2.65
	3.47
	9.30
	NA
	NA
	NA

	Panel B: Sharpe Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	0.62
	0.63
	0.43
	0.59
	0.58
	0.60
	0.58
	0.70
	0.40
	0.55
	0.57
	0.42
	0.52
	0.58
	0.48

	2005
	0.19
	0.20
	0.71
	0.31
	0.20
	1.03
	0.13
	0.18
	0.54
	0.13
	0.08
	0.77
	-0.13
	-0.13
	0.58

	2006
	0.85
	0.85
	0.96
	0.88
	0.78
	1.07
	0.97
	0.95
	0.91
	1.07
	0.95
	0.93
	1.24
	0.89
	1.03

	2007
	0.28
	0.23
	0.95
	0.21
	0.15
	1.04
	0.24
	0.14
	0.85
	0.06
	0.02
	0.89
	NA
	NA
	NA

	2008
	0.08
	0.37
	0.92
	0.07
	0.52
	1.06
	-0.05
	0.34
	0.96
	0.13
	0.77
	1.30
	NA
	NA
	NA

	Panel C: Jensen Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	2.19
	3.44
	6.16
	2.16
	3.48
	5.97
	1.15
	2.48
	5.09
	-0.62
	0.22
	5.04
	0.15
	2.11
	6.63

	2005
	1.18
	2.03
	4.27
	0.69
	1.43
	4.25
	0.55
	1.26
	3.93
	-0.25
	1.09
	4.51
	1.67
	1.35
	2.91

	2006
	-0.17
	-0.36
	4.32
	-0.48
	-0.50
	4.17
	-0.40
	-0.44
	4.22
	-1.30
	-0.30
	5.32
	-0.48
	-0.40
	2.35

	2007
	-0.25
	0.33
	3.36
	-0.16
	0.41
	4.20
	-0.54
	-0.08
	3.43
	-0.46
	-0.43
	3.16
	NA
	NA
	NA

	2008
	0.50
	0.89
	5.07
	0.13
	0.74
	4.36
	-0.02
	0.49
	4.39
	-0.18
	0.30
	2.75
	NA
	NA
	NA


	Table 4: Morningstar’s Board Quality Criteria  – Traditional Performance Measures for 2004 through 2008

Grades: A = Excellent, B = Good, C = Fair, D = Poor, F = Very Poor

	Panel A: Treynor Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	12.03
	15.59
	13.33
	9.91
	12.59
	45.82
	8.18
	19.86
	74.93
	6.80
	6.93
	12.66
	56.73
	56.73
	65.91

	2005
	5.03
	5.26
	6.87
	1.42
	3.42
	13.85
	1.62
	3.05
	14.69
	-0.19
	0.16
	9.17
	0.19
	0.82
	2.03

	2006
	14.05
	13.57
	12.05
	5.95
	6.31
	19.37
	6.63
	7.46
	9.25
	4.99
	5.73
	6.47
	9.58
	9.58
	0.00

	2007
	2.59
	2.07
	8.59
	1.77
	1.52
	21.94
	1.54
	2.56
	30.32
	NA
	NA
	NA
	NA
	NA
	NA

	2008
	-2.12
	-0.61
	7.32
	0.51
	2.18
	12.63
	2.35
	3.36
	13.22
	6.14
	5.22
	8.68
	NA
	NA
	NA

	Panel B: Sharpe Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	0.73
	0.80
	0.39
	0.61
	0.61
	0.41
	0.50
	0.53
	0.50
	0.40
	0.42
	0.41
	0.44
	0.44
	0.17

	2005
	0.50
	0.41
	0.64
	0.15
	0.16
	0.67
	0.16
	0.13
	0.68
	-0.02
	-0.10
	0.94
	0.02
	0.08
	0.20

	2006
	1.60
	1.50
	0.80
	0.79
	0.76
	0.94
	0.84
	0.84
	0.98
	0.79
	0.73
	0.84
	1.17
	1.17
	0.00

	2007
	0.33
	0.19
	0.85
	0.27
	0.22
	0.90
	0.18
	0.12
	0.97
	NA
	NA
	NA
	NA
	NA
	NA

	2008
	-0.12
	0.15
	0.75
	0.03
	0.35
	0.98
	0.11
	0.49
	0.98
	0.46
	0.88
	1.14
	NA
	NA
	NA

	Panel C: Jensen Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	4.89
	5.56
	4.93
	1.16
	2.33
	6.16
	-0.17
	1.21
	5.62
	0.99
	1.36
	5.67
	19.68
	19.68
	17.19

	2005
	2.60
	2.79
	3.36
	0.83
	1.89
	4.57
	0.14
	1.05
	3.92
	-0.34
	0.30
	3.03
	-1.22
	-0.65
	1.63

	2006
	1.19
	1.22
	3.53
	-0.35
	-0.36
	4.42
	-0.58
	-0.76
	4.18
	-1.53
	-2.76
	4.05
	1.73
	1.73
	0.00

	2007
	-0.41
	0.14
	3.98
	-0.32
	0.15
	3.26
	-0.34
	0.16
	3.65
	NA
	NA
	NA
	NA
	NA
	NA

	2008
	1.02
	1.11
	4.03
	0.36
	0.65
	5.00
	0.32
	1.11
	4.76
	-1.67
	-1.78
	1.92
	NA
	NA
	NA


	Table 5: Morningstar’s Manager Incentive Criteria  – Traditional Performance Measures for 2004 through 2008

Grades: A = Excellent, B = Good, C = Fair, D = Poor, F = Very Poor

	Panel A: Treynor Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	11.42
	14.41
	15.60
	9.55
	27.11
	104.93
	10.37
	13.54
	18.56
	7.58
	18.63
	60.40
	9.34
	6.77
	55.69

	2005
	2.54
	5.80
	24.93
	2.06
	3.71
	10.09
	1.43
	3.37
	12.01
	1.13
	2.21
	7.22
	1.93
	2.74
	10.45

	2006
	8.71
	4.89
	34.39
	8.03
	8.86
	13.03
	7.94
	8.76
	9.64
	4.20
	6.18
	10.73
	4.71
	6.14
	8.80

	2007
	2.48
	-1.41
	26.09
	2.16
	2.40
	13.91
	1.38
	2.70
	32.45
	1.64
	2.76
	16.99
	1.73
	2.22
	9.22

	2008
	0.30
	0.82
	8.62
	1.77
	2.70
	7.89
	0.48
	2.26
	14.24
	3.25
	5.39
	15.53
	-6.17
	-4.80
	5.19

	Panel B: Sharpe Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	0.66
	0.69
	0.53
	0.63
	0.63
	0.47
	0.62
	0.67
	0.42
	0.53
	0.54
	0.40
	0.57
	0.56
	0.45

	2005
	0.24
	0.18
	0.70
	0.20
	0.21
	0.70
	0.15
	0.21
	0.70
	0.10
	0.10
	0.63
	0.21
	0.12
	0.84

	2006
	1.09
	1.01
	0.87
	1.01
	0.99
	0.97
	1.04
	0.97
	1.01
	0.56
	0.59
	0.84
	0.57
	0.66
	0.96

	2007
	0.31
	0.24
	0.84
	0.31
	0.28
	0.91
	0.19
	0.14
	0.93
	0.17
	0.11
	0.99
	0.18
	0.04
	0.90

	2008
	0.01
	0.18
	0.85
	0.09
	0.47
	0.96
	0.02
	0.45
	1.05
	0.21
	0.52
	0.91
	-0.38
	-0.24
	0.32

	Panel C: Jensen Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	3.60
	4.25
	6.20
	2.76
	5.17
	6.82
	1.88
	2.66
	5.63
	-0.27
	1.17
	6.29
	1.40
	2.32
	5.60

	2005
	1.81
	2.32
	4.00
	2.07
	2.61
	4.61
	0.80
	1.51
	4.04
	0.35
	1.25
	4.23
	0.54
	1.77
	4.37

	2006
	0.13
	0.21
	3.98
	0.14
	0.25
	4.46
	-0.28
	-0.42
	4.30
	-0.81
	-0.98
	3.80
	-0.63
	-1.10
	5.17

	2007
	0.30
	0.86
	3.18
	-0.21
	0.49
	3.90
	-0.36
	-0.01
	3.54
	-0.64
	-0.34
	3.21
	-0.35
	0.71
	3.51

	2008
	1.93
	2.73
	4.83
	0.37
	0.68
	4.12
	-0.05
	0.31
	5.03
	-0.32
	0.41
	4.52
	0.65
	-0.39
	4.34


	Table 6: Morningstar’s Fees Criteria  – Traditional Performance Measures for 2004 through 2008

Grades: A = Excellent, B = Good, C = Fair, D = Poor, F = Very Poor

	Panel A: Treynor Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	10.20
	17.76
	52.45
	10.13
	10.46
	72.38
	9.99
	15.55
	38.66
	8.41
	8.78
	6.55
	7.31
	11.41
	26.45

	2005
	2.43
	3.92
	8.65
	1.36
	2.80
	6.79
	1.14
	2.49
	8.28
	0.57
	4.97
	27.90
	1.40
	3.21
	22.63

	2006
	8.32
	9.10
	10.87
	6.77
	7.89
	11.38
	7.61
	8.57
	8.75
	4.21
	2.58
	35.30
	3.28
	4.54
	9.76

	2007
	1.36
	0.04
	27.50
	1.71
	3.24
	14.21
	2.42
	5.59
	36.48
	NA
	NA
	NA
	3.29
	2.53
	16.50

	2008
	1.15
	1.95
	9.68
	0.77
	3.92
	17.39
	-0.25
	0.78
	9.51
	NA
	NA
	NA
	3.63
	4.03
	11.28

	Panel B: Sharpe Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	0.64
	0.65
	0.46
	0.59
	0.62
	0.41
	0.64
	0.66
	0.42
	0.50
	0.50
	0.32
	0.45
	0.48
	0.48

	2005
	0.25
	0.24
	0.76
	0.14
	0.18
	0.57
	0.12
	0.12
	0.68
	0.09
	0.14
	0.70
	0.13
	0.07
	0.80

	2006
	1.03
	1.00
	1.03
	0.86
	0.84
	0.86
	1.01
	0.94
	0.94
	0.48
	0.67
	0.95
	0.44
	0.58
	0.92

	2007
	0.19
	0.15
	0.88
	0.21
	0.18
	0.91
	0.32
	0.19
	1.01
	NA
	NA
	NA
	0.39
	0.21
	1.04

	2008
	0.07
	0.43
	0.97
	0.03
	0.41
	1.00
	-0.01
	0.30
	0.99
	NA
	NA
	NA
	0.21
	0.50
	0.94

	Panel C: Jensen Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	1.89
	3.22
	5.89
	1.88
	3.13
	6.60
	0.85
	2.06
	5.94
	-0.83
	0.21
	5.22
	0.49
	1.74
	5.51

	2005
	1.23
	2.10
	4.00
	1.15
	1.52
	3.78
	0.56
	1.65
	4.41
	0.27
	1.53
	5.46
	0.08
	0.79
	3.60

	2006
	0.02
	0.29
	3.75
	-0.29
	-0.82
	4.28
	-0.46
	-0.10
	4.90
	-1.14
	-1.36
	4.19
	-0.68
	-1.68
	4.25

	2007
	-0.39
	0.25
	3.66
	-0.22
	0.40
	3.77
	-0.31
	-0.25
	3.17
	NA
	NA
	NA
	-0.36
	-0.21
	2.58

	2008
	0.11
	0.94
	4.67
	-0.39
	0.01
	5.05
	0.74
	1.17
	4.61
	NA
	NA
	NA
	0.95
	1.34
	4.49


	Table 7: Morningstar’s Corporate Culture Criteria  – Traditional Performance Measures for 2004 through 2008

Grades: A = Excellent, B = Good, C = Fair, D = Poor, F = Very Poor

	Panel A: Treynor Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	11.58
	14.85
	19.66
	10.07
	11.10
	44.72
	9.52
	15.41
	52.06
	7.16
	22.61
	79.23
	6.51
	6.05
	23.22

	2005
	2.79
	4.10
	9.55
	1.64
	4.07
	17.83
	1.79
	3.48
	8.54
	0.70
	1.06
	5.22
	0.01
	-4.32
	15.72

	2006
	8.78
	9.14
	8.62
	6.68
	6.77
	22.57
	6.66
	7.78
	8.92
	8.43
	8.12
	9.37
	1.05
	3.79
	5.54

	2007
	1.03
	0.99
	6.99
	2.43
	1.79
	29.82
	1.33
	1.51
	17.01
	1.78
	3.79
	31.36
	NA
	NA
	NA

	2008
	1.52
	2.15
	7.15
	2.60
	3.78
	13.27
	-0.62
	1.36
	13.57
	2.54
	2.76
	11.28
	2.52
	5.18
	10.60

	Panel B: Sharpe Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	0.66
	0.68
	0.51
	0.62
	0.64
	0.41
	0.58
	0.61
	0.43
	0.47
	0.51
	0.36
	0.36
	0.35
	0.58

	2005
	0.28
	0.22
	0.79
	0.17
	0.20
	0.67
	0.18
	0.22
	0.68
	0.07
	-0.01
	0.65
	0.00
	-0.39
	1.32

	2006
	1.10
	1.01
	0.93
	0.88
	0.86
	0.98
	0.88
	0.86
	0.96
	1.07
	0.85
	0.96
	0.29
	0.54
	0.63

	2007
	0.13
	0.15
	0.77
	0.30
	0.27
	0.94
	0.19
	0.14
	0.93
	0.23
	0.07
	0.97
	NA
	NA
	NA

	2008
	0.09
	0.39
	0.88
	0.11
	0.50
	0.98
	-0.03
	0.29
	0.95
	0.15
	0.52
	1.11
	0.18
	0.62
	1.06

	Panel C: Jensen Measure of Portfolio Performance

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	3.61
	5.05
	6.20
	2.11
	3.52
	6.10
	0.49
	1.40
	5.45
	-0.73
	0.11
	5.38
	2.14
	3.11
	6.59

	2005
	1.90
	2.84
	4.34
	1.03
	1.97
	4.44
	0.54
	1.36
	4.00
	-0.08
	0.86
	3.62
	0.16
	0.16
	2.99

	2006
	0.31
	0.76
	3.81
	-0.33
	-0.43
	4.52
	-0.53
	-0.65
	4.19
	-0.57
	-0.61
	4.21
	1.12
	0.75
	1.52

	2007
	-0.12
	0.31
	3.08
	-0.20
	0.40
	3.48
	-0.46
	-0.03
	3.31
	-0.64
	-0.08
	4.01
	NA
	NA
	NA

	2008
	0.82
	1.40
	4.19
	0.15
	0.90
	4.53
	0.35
	0.44
	5.16
	0.66
	1.24
	4.83
	-1.07
	-0.48
	3.84


	Table 8: Comparison of Means by Grade for Stewardship Grade Overall and Regulatory Issues
Grade A = Excellent; Grade B = Good; Grade C = Fair; Grade D = Poor; Grade F = Very Poor

T - Statistics are from a two-tailed test for the difference in sample means using a five percent significance level.  T-statistics in bold print indicate statistically significant differences in sample means.

	Stewardship Grade Overall: Treynor Measure

	
	 Grade A vs.
	 Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	1.25
	0.63
	2.27
	-1.06
	-0.30
	2.27
	-1.55
	1.26
	-1.35
	-1.94

	2005
	-1.12
	1.79
	3.40
	4.17
	3.97
	6.16
	4.84
	2.46
	3.62
	2.94

	2006
	4.92
	4.89
	4.01
	3.80
	-0.95
	-1.58
	-0.27
	-1.12
	0.24
	0.76

	2007
	0.67
	-5.46
	-3.17
	-2.13
	-3.43
	-2.92
	-1.92
	-0.45
	2.88
	1.82

	2008
	0.36
	-1.73
	-2.39
	-3.72
	-2.29
	-2.92
	-3.96
	-0.88
	-2.95
	-2.45

	Stewardship Grade Overall: Sharpe Measure

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	2.16
	2.81
	4.04
	4.10
	2.07
	4.79
	3.76
	3.20
	2.85
	0.90

	2005
	0.01
	1.54
	3.02
	3.99
	4.00
	5.94
	4.38
	3.17
	3.62
	2.74

	2006
	6.57
	8.10
	6.28
	3.37
	2.88
	1.09
	0.08
	-0.65
	-0.72
	-0.40

	2007
	-3.98
	-1.44
	-1.73
	0.06
	4.99
	3.61
	3.01
	-0.69
	1.11
	1.36

	2008
	-2.62
	-4.01
	-4.16
	-5.13
	-1.35
	-1.84
	-4.10
	-0.80
	-3.72
	-3.37

	Stewardship Grade Overall: Jensen Measure

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	4.53
	8.47
	8.23
	6.69
	10.16
	8.06
	4.50
	0.41
	-0.18
	-0.39

	2005
	2.48
	4.97
	6.81
	4.97
	5.44
	7.76
	4.12
	3.90
	1.93
	-0.24

	2006
	3.92
	6.03
	5.48
	4.67
	4.49
	3.41
	3.02
	1.22
	1.80
	1.00

	2007
	-1.86
	0.67
	2.30
	2.34
	4.65
	6.99
	5.12
	3.20
	2.54
	0.63

	2008
	1.03
	4.50
	5.26
	0.58
	4.79
	5.61
	-0.13
	1.67
	-2.61
	-3.33

	Regulatory Issues: Treynor Measure

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	1.13
	-0.22
	-1.44
	-2.02
	-1.51
	-2.06
	-2.31
	-1.37
	-1.98
	-1.23

	2005
	-0.28
	2.45
	3.89
	6.33
	1.88
	3.18
	5.05
	2.17
	4.78
	2.18

	2006
	-0.73
	-2.56
	-3.08
	0.04
	-1.69
	-2.63
	0.41
	-1.85
	1.16
	2.15

	2007
	0.40
	0.18
	1.35
	NA
	-0.34
	0.82
	NA
	1.36
	NA
	NA

	2008
	-1.02
	4.04
	-0.79
	NA
	4.90
	-0.36
	NA
	-2.66
	NA
	NA

	Regulatory Issues: Sharpe Measure

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	0.86
	-2.35
	3.30
	1.40
	-1.87
	0.22
	0.02
	4.13
	2.70
	-0.29

	2005
	-0.09
	0.72
	2.87
	4.88
	0.32
	1.60
	3.48
	2.41
	4.58
	2.65

	2006
	1.23
	-3.04
	-1.40
	-0.35
	-2.90
	-1.95
	-0.85
	-0.01
	0.49
	0.43

	2007
	1.74
	3.02
	3.76
	NA
	0.25
	2.01
	NA
	2.15
	NA
	NA

	2008
	-3.96
	0.75
	-3.16
	NA
	3.61
	-1.95
	NA
	-3.30
	NA
	NA

	Regulatory Issues: Jensen Measure

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	-0.07
	2.45
	12.83
	2.53
	1.44
	5.18
	1.76
	5.44
	0.60
	-3.47

	2005
	1.98
	4.80
	3.74
	2.02
	0.53
	0.91
	0.17
	0.63
	-0.27
	-0.66

	2006
	0.63
	0.53
	-0.16
	0.12
	-0.24
	-0.45
	-0.31
	-0.35
	-0.15
	0.21

	2007
	-0.43
	3.65
	3.90
	NA
	2.67
	3.46
	NA
	1.76
	NA
	NA

	2008
	0.89
	2.05
	2.07
	NA
	1.17
	1.47
	NA
	0.58
	NA
	NA


	Table 9: Comparison of Means by Grade for the Board Quality and Manager Incentive Criteria
Grade A = Excellent; Grade B = Good; Grade C = Fair; Grade D = Poor; Grade F = Very Poor

T - Statistics are from a two-tailed test for the difference in sample means using a five percent significance level.  T-statistics in bold print indicate statistically significant differences in sample means.

	Board Quality: Treynor Measure

	
	 Grade A vs.
	 Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	2.27
	-1.41
	6.66
	-0.88
	-2.29
	3.49
	-0.95
	4.08
	-0.79
	-1.07

	2005
	4.35
	3.83
	8.13
	6.55
	0.63
	5.13
	3.79
	3.88
	2.83
	-0.80

	2006
	11.11
	10.79
	11.61
	7.85
	-2.40
	0.96
	-7.96
	3.40
	-8.52
	-8.66

	2007
	0.88
	-0.63
	NA
	NA
	-1.28
	NA
	NA
	NA
	NA
	NA

	2008
	-5.89
	-8.10
	-7.74
	NA
	-2.82
	-4.30
	NA
	-2.60
	NA
	NA

	Board Quality: Sharpe Measure

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	8.86
	9.97
	9.12
	3.08
	3.70
	4.94
	1.51
	2.57
	0.80
	-0.10

	2005
	8.05
	7.89
	8.05
	5.21
	1.16
	4.40
	1.46
	3.70
	0.90
	-2.09

	2006
	18.91
	15.49
	11.51
	9.70
	-2.40
	0.43
	-20.83
	1.67
	-12.78
	-7.64

	2007
	-0.85
	1.45
	NA
	NA
	3.64
	NA
	NA
	NA
	NA
	NA

	2008
	-4.50
	-7.62
	-7.81
	NA
	-4.52
	-6.03
	NA
	-4.40
	NA
	NA

	Board Quality: Jensen Measure

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	11.48
	13.48
	7.50
	-1.16
	4.12
	1.83
	-1.43
	-0.26
	-1.52
	-1.51

	2005
	5.15
	8.98
	10.70
	6.71
	5.05
	7.54
	5.05
	3.27
	3.32
	1.81

	2006
	8.97
	10.63
	12.62
	-3.40
	2.76
	8.18
	-22.30
	6.66
	-22.20
	-16.14

	2007
	-0.06
	-0.11
	NA
	NA
	-0.10
	NA
	NA
	NA
	NA
	NA

	2008
	1.93
	0.03
	11.38
	NA
	-2.87
	13.37
	NA
	15.88
	NA
	NA

	Manager Incentive: Treynor Measure

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	-1.79
	0.69
	-1.58
	2.89
	1.93
	1.15
	2.75
	-2.07
	2.77
	3.50

	2005
	1.58
	1.91
	2.84
	2.27
	0.61
	2.79
	1.36
	2.98
	1.03
	-0.89

	2006
	-2.54
	-2.57
	-0.84
	-0.80
	0.19
	4.43
	4.05
	6.06
	5.07
	0.07

	2007
	-3.50
	-3.34
	-3.75
	-2.72
	-0.35
	-0.52
	0.17
	-0.07
	0.41
	0.52

	2008
	-4.60
	-3.06
	-6.98
	8.15
	1.08
	-4.37
	11.53
	-4.77
	10.22
	12.31

	Manager Incentive: Sharpe Measure

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	1.25
	0.62
	3.67
	3.01
	-1.11
	2.61
	1.86
	6.52
	4.65
	-0.93

	2005
	-0.53
	-0.81
	1.83
	1.11
	-0.16
	2.56
	1.61
	3.79
	2.00
	-0.29

	2006
	0.37
	0.88
	8.95
	5.49
	0.46
	8.75
	5.25
	10.42
	5.51
	-1.27

	2007
	-1.06
	2.41
	2.86
	2.14
	3.75
	4.01
	2.65
	0.91
	1.19
	0.80

	2008
	-6.57
	-6.44
	-7.23
	8.52
	0.65
	-1.06
	14.90
	-1.74
	15.25
	15.15

	Manager Incentive: Jensen Measure

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	-1.43
	3.28
	5.90
	3.74
	5.21
	7.71
	5.55
	4.96
	1.16
	-3.31

	2005
	-0.98
	3.67
	4.33
	1.87
	4.65
	5.20
	2.73
	1.47
	-1.04
	-1.92

	2006
	-0.17
	3.21
	5.55
	4.05
	3.52
	5.89
	4.23
	3.42
	2.32
	0.39

	2007
	2.10
	6.01
	7.74
	0.41
	3.26
	5.10
	-0.61
	2.61
	-2.04
	-2.94

	2008
	9.12
	10.98
	9.33
	5.81
	2.14
	1.30
	2.07
	-0.49
	1.37
	1.52


	Table 10: Comparison of Means by Grade for the Fees and Corporate Culture Criteria
Grade A = Excellent; Grade B = Good; Grade C = Fair; Grade D = Poor; Grade F = Very Poor

T - Statistics are from a two-tailed test for the difference in sample means using a five percent significance level.  T-statistics in bold print indicate statistically significant differences in sample means.

	Fees: Treynor Measure

	
	 Grade A vs.
	 Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	2.07
	1.01
	5.46
	2.89
	-1.45
	0.53
	-0.27
	4.24
	1.91
	-1.64

	2005
	3.28
	4.02
	-0.69
	0.54
	0.85
	-1.42
	-0.31
	-1.62
	-0.55
	0.89

	2006
	2.62
	1.34
	4.09
	7.91
	-1.48
	3.30
	5.36
	3.76
	6.99
	-1.19

	2007
	-4.50
	-3.74
	NA
	-2.77
	-1.65
	NA
	0.90
	NA
	2.00
	NA

	2008
	-3.56
	2.82
	NA
	-4.05
	5.10
	NA
	-0.16
	NA
	-5.61
	NA

	Fees: Sharpe Measure

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	1.01
	-0.57
	5.50
	5.50
	-1.44
	4.27
	4.48
	5.62
	5.65
	0.69

	2005
	2.01
	3.94
	2.24
	3.41
	1.96
	0.87
	2.23
	-0.49
	1.04
	1.25

	2006
	4.04
	1.48
	6.60
	7.70
	-2.35
	3.43
	4.79
	5.21
	6.40
	1.44

	2007
	-0.99
	-0.99
	NA
	-1.12
	-0.22
	NA
	-0.42
	NA
	-0.19
	NA

	2008
	0.41
	3.12
	NA
	-1.60
	2.53
	NA
	-1.79
	NA
	-3.86
	NA

	Fees: Jensen Measure

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	0.27
	3.95
	7.35
	4.07
	2.88
	6.24
	3.24
	4.23
	0.82
	-3.12

	2005
	3.30
	2.49
	1.81
	5.60
	-0.67
	-0.03
	2.93
	0.37
	3.43
	2.05

	2006
	6.64
	2.13
	7.89
	8.20
	-3.49
	2.31
	3.28
	5.21
	5.86
	1.10

	2007
	-1.12
	3.49
	NA
	3.45
	4.05
	NA
	4.03
	NA
	-0.25
	NA

	2008
	5.05
	-1.14
	NA
	-1.89
	-5.13
	NA
	-5.62
	NA
	-0.70
	NA

	Corporate Culture: Treynor Measure

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	2.17
	-0.29
	-1.76
	2.52
	-1.98
	-2.55
	1.39
	-1.57
	2.51
	3.04

	2005
	0.05
	1.25
	6.12
	3.57
	1.13
	5.76
	3.55
	7.19
	3.34
	2.31

	2006
	3.54
	3.13
	1.65
	2.52
	-1.72
	-1.83
	1.38
	-0.63
	1.90
	2.01

	2007
	-1.04
	-0.96
	-2.65
	NA
	0.34
	-1.63
	NA
	-2.08
	NA
	NA

	2008
	-3.61
	1.79
	-1.05
	-3.39
	5.02
	1.65
	-1.53
	-2.31
	-4.20
	-2.45

	Corporate Culture: Sharpe Measure

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	1.10
	2.19
	5.08
	3.75
	1.65
	5.51
	3.50
	4.13
	3.13
	1.94

	2005
	0.45
	0.12
	5.07
	3.10
	-0.51
	6.43
	3.05
	6.66
	3.12
	1.93

	2006
	3.01
	3.20
	2.43
	1.95
	0.21
	0.25
	1.37
	0.13
	1.34
	1.29

	2007
	-2.66
	0.35
	1.68
	NA
	3.96
	5.07
	NA
	1.67
	NA
	NA

	2008
	-2.56
	2.39
	-2.04
	-2.49
	6.12
	-0.23
	-1.32
	-4.09
	-3.75
	-1.06

	Corporate Culture: Jensen Measure

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	4.21
	10.40
	11.70
	1.94
	8.15
	9.74
	0.43
	3.80
	-1.77
	-3.02

	2005
	3.73
	6.45
	7.70
	5.53
	3.80
	5.60
	3.98
	2.52
	2.64
	1.49

	2006
	5.93
	7.28
	4.97
	0.02
	1.50
	0.73
	-2.03
	-0.18
	-2.42
	-2.22

	2007
	-0.53
	2.00
	1.98
	NA
	3.63
	3.12
	NA
	0.30
	NA
	NA

	2008
	2.42
	4.60
	0.61
	5.39
	2.69
	-1.33
	4.21
	-3.18
	2.77
	4.56


	Table 11: Comparison of the Risk-Adjusted Performance of Higher Governance Grade Groups of Mutual Funds with those of Lower Governance Grade Groups
Differences in performance are from two-tailed tests for differences in sample means.  All differences are statistically significant.  Percentages are of the 50 cells in each of the panels of Tables 8, 9, and 10.  The sample period includes the years 2004 through 2008.

	Treynor Measure

	Morningstar Criteria
	Higher grades outperform lower
	Lower grades outperform higher

	
	Count
	Percentage
	Count
	Percentage

	Stewardship Grade 
	15
	30
	10
	20

	Regulatory Issues
	11
	22
	6
	12

	Board Quality
	17
	34
	11
	22

	Manager Incentive
	16
	32
	12
	24

	Fees
	16
	32
	6
	12

	Corporate Culture
	15
	30
	8
	16

	

	Sharpe Measure

	Morningstar Criteria
	Higher grades outperform lower
	Lower grades outperform higher

	
	Count
	Percentage
	Count
	Percentage

	Stewardship Grade 
	25
	50
	8
	16

	Regulatory Issues
	11
	22
	4
	8

	Board Quality
	18
	36
	10
	20

	Manager Incentive
	24
	48
	3
	6

	Fees
	20
	40
	2
	4

	Corporate Culture
	19
	38
	5
	10

	

	Jensen Measure

	Morningstar Criteria
	Higher grades outperform lower
	Lower grades outperform higher

	
	Count
	Percentage
	Count
	Percentage

	Stewardship Grade 
	33
	66
	1
	2

	Regulatory Issues
	12
	24
	1
	2

	Board Quality
	22
	44
	5
	10

	Manager Incentive
	32
	64
	3
	6

	Fees
	26
	52
	4
	8

	Corporate Culture
	28
	56
	3
	6


	Table 12: M-Squared Results by Morningstar Criteria and Mutual Fund Grade for 2004 through 2008

	Panel A: Stewardship Grade Overall

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	0.72
	-0.28
	9.82
	-0.48
	-0.20
	5.80
	-0.80
	-0.89
	5.44
	-1.14
	-1.35
	5.90
	-1.45
	-3.37
	6.93

	2005
	1.12
	0.70
	5.03
	0.17
	0.87
	4.66
	-0.29
	-0.12
	4.38
	-0.40
	-0.54
	4.02
	-1.05
	-1.35
	2.66

	2006
	-0.14
	0.29
	5.88
	-0.97
	-1.18
	6.37
	-1.79
	-1.57
	5.46
	-1.74
	0.90
	62.90
	-0.06
	-0.63
	4.24

	2007
	0.45
	1.57
	5.57
	-0.17
	0.71
	6.06
	-0.54
	0.63
	6.44
	-0.92
	-0.56
	6.02
	-1.58
	-1.20
	3.42

	2008
	2.63
	1.45
	7.00
	0.82
	1.37
	6.28
	-0.53
	-0.66
	7.53
	-1.99
	-1.03
	7.77
	0.35
	0.81
	6.73

	Panel B: Regulatory Issues

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	-0.62
	-0.67
	6.28
	-1.21
	-0.58
	5.54
	-1.00
	-0.58
	5.14
	-0.71
	-0.99
	5.30
	-1.19
	-1.73
	6.93

	2005
	0.10
	0.49
	4.77
	0.43
	1.00
	4.05
	-0.40
	-0.19
	4.11
	-0.41
	-0.52
	4.06
	-0.89
	-0.62
	2.50

	2006
	-1.25
	-1.36
	6.47
	-1.60
	-1.02
	4.58
	-1.45
	-1.49
	4.53
	-2.32
	-0.98
	6.10
	-0.66
	-1.43
	4.08

	2007
	-0.08
	0.91
	6.36
	-0.72
	0.40
	7.33
	-0.99
	-0.29
	5.24
	-0.88
	-0.53
	6.34
	NA
	NA
	NA

	2008
	-0.15
	0.03
	7.68
	0.20
	0.78
	7.23
	-1.69
	-1.64
	5.64
	-2.43
	-2.67
	7.18
	NA
	NA
	NA

	Panel C: Board Quality

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	0.34
	0.55
	6.41
	-0.63
	-0.65
	5.61
	-1.29
	-1.58
	6.43
	-2.95
	-3.42
	6.00
	-2.93
	-2.93
	4.25

	2005
	1.24
	1.29
	5.28
	-0.07
	0.18
	4.51
	-0.07
	0.19
	3.94
	-1.36
	-1.36
	3.77
	-0.86
	-0.29
	1.90

	2006
	-0.03
	0.80
	6.10
	-1.49
	-1.78
	6.08
	-1.79
	-1.44
	5.12
	-1.24
	-1.89
	4.00
	-2.70
	-2.70
	0.00

	2007
	-0.29
	0.58
	5.16
	-0.62
	0.49
	6.42
	-0.50
	0.14
	6.13
	NA
	NA
	NA
	NA
	NA
	NA

	2008
	-1.65
	-1.07
	4.71
	-0.17
	-0.41
	8.04
	-0.02
	0.43
	7.12
	-1.34
	-0.20
	4.85
	NA
	NA
	NA

	Panel D: Manager Incentive

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	-0.18
	-0.16
	8.62
	-0.48
	-0.51
	5.40
	-0.43
	-0.26
	5.76
	-1.19
	-1.43
	4.66
	-1.03
	-1.56
	6.92

	2005
	0.42
	-0.03
	4.65
	0.21
	0.85
	4.18
	-0.25
	0.03
	4.69
	-0.01
	0.30
	3.98
	-0.09
	0.56
	4.71

	2006
	-1.08
	-1.49
	5.44
	-1.92
	-1.53
	5.62
	-1.12
	-0.68
	6.13
	-1.84
	-2.68
	4.34
	-0.91
	-1.06
	6.95

	2007
	0.16
	0.90
	5.09
	-0.03
	0.77
	6.55
	-0.65
	-0.09
	5.82
	-0.99
	0.42
	7.15
	-0.68
	0.08
	4.73

	2008
	1.80
	2.09
	7.70
	1.04
	1.41
	6.66
	-1.44
	-1.82
	6.45
	-0.64
	0.36
	8.58
	-2.99
	-4.98
	7.98

	Panel E: Fees

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	-0.35
	-0.18
	6.06
	-0.85
	-0.81
	6.35
	-0.47
	-0.49
	5.17
	-1.97
	-2.08
	4.36
	-1.66
	-2.87
	7.20

	2005
	0.47
	1.09
	4.12
	-0.40
	-0.06
	4.67
	-0.76
	-0.39
	4.14
	-0.45
	-0.12
	5.63
	-0.13
	-0.53
	4.67

	2006
	-0.50
	-0.38
	6.03
	-2.32
	-2.21
	5.33
	-1.67
	-1.27
	5.80
	-2.42
	-3.33
	5.48
	-0.86
	-0.74
	5.00

	2007
	-0.54
	0.56
	6.31
	-0.62
	0.24
	6.12
	-0.31
	0.01
	5.87
	NA
	NA
	NA
	-0.73
	0.12
	6.21

	2008
	0.21
	0.41
	6.95
	-0.79
	-0.87
	7.45
	-1.00
	-0.57
	7.74
	NA
	NA
	NA
	-0.40
	0.37
	7.61

	Panel F: Corporate Culture

	Grade
	A
	B
	C
	D
	F

	Year
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev
	Median
	Mean
	Std Dev

	2004
	0.00
	-0.27
	8.15
	-0.79
	-0.57
	5.85
	-0.72
	-0.68
	5.35
	-1.35
	-1.55
	3.26
	-2.30
	-7.00
	10.62

	2005
	0.69
	1.16
	4.80
	-0.22
	0.20
	4.94
	-0.10
	0.28
	4.03
	-0.39
	-0.43
	3.70
	-1.23
	-2.05
	4.02

	2006
	-0.18
	-0.48
	5.75
	-1.40
	-1.56
	6.74
	-1.58
	-1.35
	4.84
	-1.96
	-1.61
	5.20
	1.51
	0.51
	2.40

	2007
	-0.04
	0.48
	5.77
	-0.40
	0.82
	6.76
	-0.56
	0.62
	6.32
	-1.19
	-1.07
	4.64
	NA
	NA
	NA

	2008
	1.14
	1.50
	6.50
	0.18
	0.50
	6.98
	-1.09
	-1.50
	7.75
	0.42
	0.74
	6.98
	-1.18
	0.16
	7.71


	Table 13: Comparison of M-Squared Means by Grade for Morningstar Criteria
Grade A = Excellent; Grade B = Good; Grade C = Fair; Grade D = Poor; Grade F = Very Poor

T - Statistics are from a two-tailed test for the difference in sample means using a five percent significance level.  T-statistics in bold print indicate statistically significant differences in sample means.

	Panel A: Stewardship Grade Overall

	
	 Grade A vs.
	 Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	-0.08
	0.64
	1.08
	2.83
	2.81
	3.36
	5.52
	1.34
	4.31
	3.25

	2005
	-0.43
	2.01
	2.85
	4.08
	6.03
	6.24
	6.56
	1.93
	3.69
	2.18

	2006
	3.66
	4.75
	-0.20
	1.23
	1.96
	-0.69
	-0.85
	-0.81
	-1.45
	0.49

	2007
	1.74
	2.00
	4.37
	5.29
	0.37
	4.84
	5.84
	5.25
	6.12
	1.99

	2008
	0.18
	4.98
	5.12
	0.95
	7.73
	6.83
	0.96
	1.13
	-2.62
	-3.02

	Panel B: Regulatory Issues

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	-0.16
	-0.22
	1.24
	1.93
	0.01
	0.70
	1.50
	0.97
	1.78
	1.30

	2005
	-1.72
	3.98
	4.34
	3.77
	3.86
	4.39
	4.15
	1.32
	1.40
	0.28

	2006
	-1.34
	0.69
	-0.82
	0.15
	1.84
	-0.10
	0.80
	-1.09
	-0.12
	0.71

	2007
	1.65
	6.33
	3.67
	NA
	2.21
	2.00
	NA
	0.61
	NA
	NA

	2008
	-2.79
	6.26
	3.78
	NA
	7.73
	4.71
	NA
	1.40
	NA
	NA

	Panel C: Board Quality

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	3.56
	5.35
	6.42
	1.15
	3.18
	4.98
	0.76
	3.10
	0.45
	-0.16

	2005
	4.55
	4.23
	8.31
	2.57
	-0.08
	6.17
	0.81
	5.87
	0.82
	-1.74

	2006
	8.95
	7.65
	7.14
	13.58
	-1.82
	0.36
	7.15
	1.47
	9.20
	2.95

	2007
	0.33
	1.59
	NA
	NA
	1.84
	NA
	NA
	NA
	NA
	NA

	2008
	-2.18
	-5.07
	-1.98
	NA
	-3.44
	-0.51
	NA
	1.58
	NA
	NA

	Panel D: Manager Incentive

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	0.48
	0.16
	1.92
	1.99
	-0.62
	2.28
	2.25
	4.69
	3.80
	0.35

	2005
	-2.90
	-0.22
	-1.23
	-1.76
	3.64
	2.27
	0.93
	-1.52
	-2.00
	-0.92

	2006
	0.11
	-2.96
	4.28
	-0.99
	-3.37
	4.52
	-1.11
	9.82
	0.96
	-4.09

	2007
	0.45
	4.27
	1.64
	1.65
	3.40
	1.12
	1.36
	-2.04
	-0.36
	0.68

	2008
	1.90
	11.76
	4.01
	7.26
	12.71
	2.81
	6.73
	-6.27
	3.37
	5.46

	Panel E: Fees

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	1.89
	1.10
	5.30
	5.88
	-0.95
	3.07
	4.10
	4.32
	5.12
	1.51

	2005
	5.66
	8.52
	3.76
	5.61
	1.53
	0.19
	1.50
	-0.80
	0.48
	1.01

	2006
	7.97
	3.74
	10.26
	1.20
	-3.73
	3.74
	-4.74
	6.73
	-1.68
	-7.28

	2007
	1.46
	2.16
	NA
	1.52
	0.86
	NA
	0.40
	NA
	-0.34
	NA

	2008
	4.73
	3.00
	NA
	0.09
	-0.84
	NA
	-3.28
	NA
	-2.25
	NA

	Panel F: Corporate Culture

	
	Grade A vs.
	Grade B vs.
	Grade C vs.
	D vs.

	Year
	B
	C
	D
	F
	C
	D
	F
	D
	F
	F

	2004
	0.67
	0.95
	2.92
	4.24
	0.46
	3.83
	4.16
	3.55
	4.09
	3.53

	2005
	3.77
	3.58
	5.79
	5.07
	-0.44
	3.01
	3.70
	3.52
	3.85
	2.63

	2006
	3.56
	3.15
	3.05
	-1.05
	-1.02
	0.16
	-2.25
	0.87
	-2.04
	-2.24

	2007
	-1.08
	-0.45
	4.98
	NA
	0.88
	8.73
	NA
	7.71
	NA
	NA

	2008
	3.14
	9.32
	1.88
	2.01
	7.58
	-0.65
	0.53
	-6.09
	-2.58
	0.83


	Table 14: Comparison of the M-Squared Performance of Higher Governance Grade Groups of Mutual Funds with those of Lower Governance Grade Groups
Differences in performance are from two-tailed tests for differences in sample means.  All differences are statistically significant.  Percentages are of the 50 cells in each of the panels of Table 12.  The sample period includes the years 2004 through 2008.

	Morningstar Criteria
	Higher grades outperform lower
	Lower grades outperform higher

	
	Count
	Percentage
	Count
	Percentage

	Stewardship Grade 
	29
	58
	2
	4

	Regulatory Issues
	12
	24
	1
	2

	Board Quality
	19
	38
	3
	6

	Manager Incentive
	20
	40
	7
	14

	Fees
	17
	34
	5
	10

	Corporate Culture
	25
	50
	2
	4


	Table 15: Regression of Governance Variable Grade Values onto Risk-Adjusted Returns

	Treynor Measure of Risk-Adjusted Return

	Year
	Adj R2
	Intercept
	Stew. 

Grade 
	t-stat
	Regulatory

Issues
	t-stat
	Board Quality
	t-stat
	Manager

 Incentive
	t-stat
	Fees
	t-stat
	Corporate Culture
	t-stat

	2004
	0.01
	12.34
	-3.90
	-1.15
	-0.04
	-0.04
	-0.47
	-0.27
	 3.84
	  3.23*
	 3.75
	 3.48*
	-1.58
	-0.85

	2005
	0.01
	 -1.57
	 1.47
	 1.89***
	 0.07
	 0.23
	 0.85
	 2.37**
	 0.40
	  1.53
	-0.52
	-2.11**
	-0.16
	-0.41

	2006
	0.02
	  5.47
	 2.09
	 2.46*
	-1.10
	-3.19*
	 1.64
	 3.88*
	-0.56
	-1.84***
	 0.75
	 2.63*
	-1.85
	-3.98*

	2007
	0.00
	  2.62
	-2.10
	-1.56
	 1.36
	 2.53*
	 0.35
	 0.55
	-0.44
	-0.87
	-0.18
	-0.41
	 0.03
	 0.04

	2008
	0.01
	  4.07
	-2.30
	-3.47*
	 0.57
	1.79***
	-1.00
	-3.05*
	 0.02
	  0.08
	 0.28
	 1.28
	 1.29
	 3.28*

	

	Sharpe Measure of Risk-Adjusted Return

	Year
	Adj R2
	Intercept
	Stew. 

Grade 
	t-stat
	Regulatory

Issues
	t-stat
	Board Quality
	t-stat
	Manager

 Incentive
	t-stat
	Fees
	t-stat
	Corporate Culture
	t-stat

	2004
	0.05
	  0.16
	-0.11
	-3.72*
	 0.02
	 2.23**
	 0.13
	 8.77*
	 0.05
	  4.87*
	 0.04
	 3.90*
	 0.03
	 2.19**

	2005
	0.03
	-0.28
	 0.04
	 1.01
	 0.01
	 0.82
	 0.12
	 6.29*
	 0.02
	  1.33
	 0.01
	 0.73
	-0.03
	-1.44

	2006
	0.06
	 0.40
	 0.22
	 4.34*
	-0.11
	-5.06*
	 0.17
	 6.62*
	 0.06
	  3.20*
	 0.01
	 0.57
	-0.13
	-4.68*

	2007
	0.02
	-0.74
	-0.27
	-5.52*
	 0.11
	 5.55*
	 0.13
	 5.50*
	 0.12
	  6.77*
	 0.03
	 1.95**
	 0.18
	 6.19*

	2008
	0.03
	 0.89
	-0.30
	-5.92*
	-0.05
	-2.15**
	-0.17
	-6.55*
	 0.05
	  2.62*
	 0.07
	 4.36*
	 0.18
	 5.87*

	

	Jensen Measure of Risk-Adjusted Return

	Year
	Adj R2
	Intercept
	Stew. 

Grade 
	t-stat
	Regulatory

Issues
	t-stat
	Board Quality
	t-stat
	Manager

 Incentive
	t-stat
	Fees
	t-stat
	Corporate Culture
	t-stat

	2004
	0.09
	-5.44
	-2.90
	-7.47*
	 1.17
	 8.28*
	 1.17
	 5.96*
	 1.19
	 8.77*
	 0.69
	 5.56*
	 1.60
	 7.46*

	2005
	0.03
	-1.91
	-0.36
	-1.42
	 0.25
	 2.60*
	 0.73
	 6.34*
	 0.34
	 4.05*
	 0.16
	 2.01**
	 0.23
	 1.81**

	2006
	0.05
	-2.73
	 1.31
	 5.68*
	-0.44
	-4.66*
	 0.71
	 6.20*
	 0.06
	 0.72
	-0.04
	-0.53
	-0.53
	-4.22*

	2007
	0.01
	-1.74
	-0.18
	-0.98
	 0.20
	 2.62*
	 0.05
	 0.57
	 0.35
	 5.01*
	 0.12
	 2.00**
	 0.18
	 1.61

	2008
	0.03
	-1.29
	 0.07
	 0.26
	 0.08
	 0.66
	 0.15
	 1.20
	 0.66
	 6.56*
	-0.26
	-3.12*
	 0.19
	 1.30

	*Statistically significant at the 1 percent level, **Statistically significant at the 5 percent level, ***Statistically significant at the 10 percent level


Appendix 1

Strengths and Weaknesses of the Traditional Portfolio Performance Measures and Development of the M2 Performance Measure
A. Traditional Performance Measures

The Treynor measure has at least four weaknesses.  First, it only measures breadth of performance in that the performance of the portfolio as a whole is all that is measured.    It offers no way to judge the portfolio manager’s success in selecting individual securities that may further reduce risk.  Related to the Treynor measure is the assumption that the portfolio is well diversified and, thus, provides the benefits of diversification.  A second weakness is that the measure depends on the estimation specification of the capital asset pricing model.  The third weakness is that beta, the measure of risk, can change over time and may be inaccurate at any one point in time.  The fourth weakness stems from the fact that the calculated Treynor measure for the portfolio must be compared to the value of the Treynor measure for the market portfolio.  The choice of proxy (benchmark) for the market portfolio may affect the outcome of the comparison.

The Treynor measure has two advantages.  If overall performance, defined as total return, is the investor’s only concern, then the Treynor measure is appropriate.  The other advantage is that the Treynor measure allows comparisons at different leverage amounts.  Leveraging increases a portfolio’s beta and makes it comparable in terms of return with other portfolios of equal beta.


The Sharpe measure overcomes the problem with measurement of breadth of performance because the greater the diversification, the lower will be the standard deviation of the portfolio return.  Standard deviation of returns is reduced with the addition of securities because company specific effects cancel out.  The Sharpe measure also takes breadth into consideration in that it indicates the performance of the total portfolio.

The Sharpe measure also has the benchmark problem.  The choice of proxy for the market portfolio will determine the magnitude of the standard deviation of the market portfolio’s return, which, in turn will affect the value of the Sharpe measure for the benchmark portfolio and the comparison with the Sharpe measure for the portfolio in question.

The Jensen measure has the same advantages and disadvantages as the Treynor measure with one exception.  The Jensen measure does not consider the opportunity to use leverage.

B. The M2 Performance Measure


Modigliani and Modigliani (1997) develop an easier to interpret portfolio performance measure.  They assume any risky portfolio can be levered to the point where its risk, measured by standard deviation, matches that of a benchmark portfolio.  Selling a risk-free asset such as Treasury Bills will provide the cash to lever an overall portfolio.  Buying Treasury bills unlevers the portfolio.  Equation (1) provides the percentage of borrowed money in a portfolio.
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where:

di = percentage of the portfolio that is made up of borrowed or loaned funds,

(i = standard deviation of the risky portfolio, I, in question, and

(M = standard deviation of the market or benchmark portfolio, m.

Solving equation (1) for the percentage borrowed or loaned yields equation (2).
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Equation (3) solves for the return on the risk-adjusted portfolio, RAP(i), taking into account interest on borrowed or loaned funds.
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Where ri is the return on portfolio i.  Substituting equation (2) into equation (3) for di, the return for the risk-adjusted portfolio is equation (4).
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Bodie, Kane, and Marcus (2001) describe the M2 measure (for Modigliani squared), which is a popular version of the Modigliani and Modigliani risk-adjusted approach.  The M2 measure subtracts the return on a benchmark portfolio from RAP(i) to find the excess return.
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We use equations (4) and (5) to find the M2 results for our study.  A positive result indicates that the risky portfolio’s performance is superior to that of the benchmark portfolio.  Both the M2 and Sharpe measures use total portfolio risk in ranking portfolios and generate the same rankings.  Both the M2 and RAP measures are easier to interpret since the units are basis points. 

	Appendix 2: Indexes Used as Benchmark Portfolios for Calculation of the M-Squared Performance Measure

	Morningstar  Category
	Index
	Morningstar  Category
	Index

	Bank Loan
	CSFB High Yield
	Muni Florida
	LB Muni 20yr(17-22)

	Bear-Market
	S&P 500
	Muni Massachusetts
	LB Muni 10Yr(8-12)

	Conservative Allocation
	Dow Jones Moderate Pt.
	Muni Minnesota
	LB Municipal

	Convertibles
	M L Convertible All Qual.
	Muni National Intermediate
	LB Muni 10Yr(8-12)

	Diversified Emerging Markets
	MSCI EMF ID
	Muni National Long
	LB Municipal

	Diversified Pacific/Asia
	MSCI Pacific NdD
	Muni National Short
	LB Muni 3yr(2-4)

	Emerging Markets Bond
	Citi ESBI-Capped Brady
	Muni New Jersey
	LB Municipal

	Emerging Markets Bond
	Citi ESBI-Capped Brady
	Muni New York Int/Short
	LB Muni 10Yr(8-12)

	Europe Stock
	MSCI Europe NdD
	Muni New York Long
	LB Municipal NY

	Foreign Large Blend
	MSCI World excluding USN
	Muni NY Long
	LB Municipal NY

	Foreign Large Growth
	MSCI World excluding USN
	Muni Ohio
	LB Municipal

	Foreign Large Value
	MSCI World excluding USN
	Muni Pennsylvania
	LB Municipal

	Foreign Small/Mid Growth
	MSCI World excluding USN
	Muni Single State Intermediate
	LB Muni 10Yr(8-12)

	Foreign Small/Mid Value
	MSCI EAFE Ndtr_D
	Muni Single State Long
	LB Municipal

	High Yield Bond
	CSFB High Yield
	Muni Single State Short
	LB Muni 10Yr(8-12)

	High Yield Muni
	LB Muni 20yr(17-22)
	Pacific/Asia ex-Japan Stock
	MSCI AC Far East excl Japan 

	Inflation-Protected Bond
	LB Government
	Short Government
	LB 1-5 Yr Govt.

	Intermediate Government
	LB Aggregate
	Short-term Bond
	LB 1-5 Yr Govt./Corp

	Intermediate-Term Bond
	LB Aggregate
	Small Blend
	Russell 2000

	Japan Stock
	MSCI JAPAN Ndtr_D
	Small Growth
	Russell 2000 Growth

	Large Blend
	S&P 500
	Small Value
	Morningstar Small Core

	Large Growth
	Russell 1000 Growth
	Specialty-Communication
	MSCI AC World Free ID

	Large Value
	Russell 1000 Value
	Specialty-Financial
	DJ Financial

	Latin America Stock
	MSCI EMF Latin Amer. ID
	Specialty-Health
	DJ Healthcare

	Long Government
	LB LT Government
	Specialty-Natural Res
	Goldman Sachs Nat. Resources

	Long-Short
	NYSE Tech 100
	Specialty-Precious Metals
	JSE Gold ND

	Long-term Bond
	LB Credit
	Specialty-Real Estate
	DJ Wilshire REIT

	Mid-Cap Blend
	S&P Midcap 400
	Specialty-Technology
	PSE Tech 100

	Mid-Cap Growth
	Russell Midcap Growth
	Specialty-Utilities
	DJ Utility

	Mid-Cap Value
	Russell Midcap Value
	Target-Date 2000-2014
	DJ Moderate Portfolio

	Moderate Allocation
	DJ Moderate Portfolio
	Target-Date 2015-2029
	Morningstar US Market TR

	Money Market - Muni
	6 Month CD
	Target-Date 2030+
	Morningstar US Market TR

	Money Market - Taxable
	6 Month CD
	Ultra short Bond
	LB 1-5 Yr Govt./Corp

	Multi-sector Bond
	CSFB High Yield
	World Allocation
	MSCI World excl US N

	Muni CA Long
	LB Municipal CA
	World Bond
	Citigroup Non $ World Govt.

	Muni California Int/Short
	LB Muni 10Yr(8-12)
	World Stock
	MSCI AC World Free ID


� Investment Company Institute; http://www.ici.org/stats/mf/trends
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