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Fund selection — a complex reality

“ Othe XXXXatabasg this fund is in the 1t decileover one year,
three years and five years What about over ten year® | t '
impossibleto compare— there a r e enbughfunds | t d haige
companysot h e ncerisksf it losesvalue,l w o ndettblamedfor
it...1 " bonyingit.”

Fund selectionis a financial decision just like buying a share a
bond or any other security It involvesboth a real act of decision
makingand makingan investment It becomesevenmore complex
if youincorporatedue diligenceinto the selectionprocess

Beyondthe due diligenceaspect,which we will not addressin this
CEO-Part study, selecting a fund requires advanced knowledge of
L arther guantitative analysis becauseperformancealoneis only the small
ischwimann@seven-cm.com L . i
+33142337520 visibletip of anenormousiceberg

Johann Schwimann

In this study, we will analyzeand dissectthe three key criteria for
selectinga fund.

Arhelso-Returnpoint

ArheOmegaratio

ARealperformance,adjusted for real risk — drawdown (maximum
lossrecordedoverthe study period)

We will conduct this study on an increasinglypopular fund asset
classthe diversified/ flexible/ mixed/ balanced absolutereturn/

Sebastien Bauchart « Patrimoine» fund assetclass

Portfolio Manager
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433142337537 Usingnon-mainstream though no lesspertinent, analysisools, we

will attempt to offer investorsa new perspectiveon their fund
selectionprocess
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Analysis universe

Ouranalysisuniversecomprisesmore than 500funds

Thesefundswere identified usingthe “FundScreenet functionin the Bloombergfinancialdatabase
Thefollowingcriteriawere usedto selectthe fundsto beincludedin our universe

1)Frenchor Luxembourdgunds

2)Fundhasexistedsinceat leastJanuaryl, 2008

3)Fundhasassetsundermanagementsat the end of March20150f at least€100 million

4)Fundis denominatedin euros

5)Onlythe performanceof the shareclassof the fund with the mostassetsunder managemenis taken
into consideration

6)TheBloombergclassificatiorof the fundis® Mi Aé d ocat i on”

It isimportant to point out that our selectionsuffersfrom survivorship bias, asit doesnot includefunds
that were liquidated in the period from 2008-2015 nor funds whose assetsunder managementfell
below€100million dueto poor performance

Therefore the performance of the universe presented to you in this study is an “optimistic”
representation of the actual performance of diversifiedflexible/mixed/balancedabsolute
return/incomefundsasawhole.

Selected Screening Criteria

After applying our filter for assets under management, the analysis universe comprises 507 funds.
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The Seven5050 Index — a reliable indicator of industry performance

TheSeven5050 Index, whichwill be usedthroughoutthis study, is an indexcomprisedof both the DJEuroStoxx
50index(excludingdividendg andthe EuroMT&-10 years(excludingcoupons)ndexin equalproportion.

In orderto conformwith the theoreticalweightingsof the indexcomponents gveryhalf-year, we shallrebalance
the weightof eachcomponent

The performanceof the diversifiedflexible/mixed/balancedabsolute return/wealth managementindustry will
be summarizedusingan equallyweightedindex of the performanceof the 507 funds comprisingour universe
the “Flex Index”.

Furthermore in order to gainan accurateoverviewof the performanceof the heavyweightsn the diversified
managemenindustry, we havealsocreatedan equallyweightedindexof the performanceof fundswith over €1
billionin assetaundermanagemenasat the end of March2015 the

The 507 funds comprisingour universerepresent as at the end of March 2015 assetsunder managementof

€243 billion. The alone representsassetsof €106 billion split between 34 managers,or
onlyaround7%o0f the total numberof fundsin our universe

Performance of the three indices from January 2007 to March 2015

Annualized Return Max. Drawdown
+4.3%/year -23.3 %
160
Flex Index +3.4%/year -26.6 %
150
140 Seven5050 Index +3.3%/year -29.5 %
130
Max. Drawdown
120
110
100
90
80
Source: Seven Capital Management
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The Seven5050 Index — a reliable indicator of industry performance

Afewimportantnotes
1) Visuallywe canseethat the performancecurvesof the variousindicesare very similar

2) Thecorrelationlevelbetweenthesedifferent indicesconfirmsthis impression

Seven5050 Index Flex Index
Flex Index 82 %
80 % 99 %

3) A detailed analysisof the correlation betweenthe funds comprisingthe investmentuniverseshows
that 76.5%of the fundscorrelateat a levelof 60%andhigherto the Seven 5050 Index

30% H
76.5 %
More than 76.5% of the funds in our universe ’
correlate at a level of over 60% to the

Seven5050 Index

20% More than 50% of the funds in our universe
(1]
correlate at a level of over 75% to the
Seven5050 Index
15%
Source: Seven Capital Management
10%
5% I
o L — = I L] I [] _

-20% -10% 0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Correlation rate to the Seven5050 Index

25%

The Seven5050 Index (excluding coupons and dividends) is therefore truly representativeof the
performanceof our diversifiedmanagementuniverseand will constitute a reliable referencefor the
rest of this study.
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Our performance analysis criteria

We havechosento studythe performanceof the fundsin our investmentuniverseusingthree variables,
which allow for a much more advancedanalysighat simply studyinghistoricalone-, three- or five-year
performance which totally disregard any notion of risk.

1) The Iso-Return point

The Iso-Return point simply representsthe probability of an investor achieving, as a minimum, a
positive return over 12 months, based on historical performance.

Increasing distribution of returns over a 12-month rolling period
Seven5050 Index from 2007 to 2015

Maximum 12-month gain: +28 %

30% + —_—

Over 12 months, the historical probability that the Seven5050 Index will
20% o record positive performance is 58%

10% -+

0%
Iso-Return point = 58%
-10%
-20%

Maximum 12-month loss: -23 %
Source: Seven Capital Management
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Historical probability

The closer the Iso-Return point is to 100% (towards the left of our graph), the higher the probability
that the investor will achieve a positive performance over 12 months.

Theseven5050 Index comesout at 58% here, meaningthat over the analysisperiod (eight years,
irrespectiveof the date on which the investor choseto invest they had a 58% chanceof obtaining

positive performanceafter 12 months and a 42% chanceof obtaining negativeperformanceafter 12
months

Althoughit givesinvestorsa fairly reliableinsightasto af u n ahpasityto protect their capitalover 12
months the Iso-Return point does not indicate the extent of gains and lossesthat might be
encounteredover 12 months
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Our performance analysis criteria

2) The Omega ratio

Thel1l2-month Omegaratio is the ratio betweenthe areaof gainsover 12 monthsandthe areaof losses
over 12 monthsoverour studyperiod (Januaryl, 2007- March31, 2015).

Area of gains
Q Omega =

Area of losses

40% - Distribution of gains and losses over 12 months for the Seven5050 Index

30% +

20% +

0 Omega=1.7

10% -+
Area of gains

0%
Area of losses Iso-Return point = 58%

-10%

12-month returns since 01/01/2007

-20%

Source: Seven Capital Management

-30%

Basedon historicalperformance the Omegaratio of the Seven5050 Index iS1.7.

This means that over 12 months, the potential gain for investors holding this index in their portfolio
was 1.7 times higher than any potential loss.

Ideally, investors should seek funds with a high Iso-Return point and a high Omega ratio.
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Our performance analysis criteria

3) Performance adjusted for maximum drawdown

At the beginningof this study, we defined maximumdrawdown as being the real risk borne by the
investor

Maximum drawdown is the maximum historic loss that an investor may have suffered if they had
investedin a fund at the worst time andsoldtheir fund units at the worst time.

Unlike volatility, which measureshe variability of returns, drawdownrepresentsthe true ultimate risk
to whichall investorsare exposedwvhen choosingo investin afund.

Althoughthere is often a link between drawdown and volatility, this link in no way guaranteesthat a
fund will not experiencesignificantdrawdownsimplybecausat haslow volatility.

It is precisely for this reason that we chose to start this study in January 2007: to properly evaluate
funds that aim to protect investors’ assets, it is essential that these funds have had the opportunity to
demonstrate their aptitude to do so in a real market stress situation.

Without this information, it is not possible to evaluate a manager’s degree of resistance to market
turbulence — the length of a manager’s track record is therefore an essential element in investors’
decisions.

In this study, we havechosento set our maximumtargetdrawdownat -10%

Knowingthe maximum historic drawdown of the funds comprisingour universe we can make the
necessaradjustmentssothat our -10%targetis respected

of adjusted variation - Max. target drawdown

% = % of variation |

of max. drawdown

Max. historic drawdown
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performance analysis criteria

At an equivalentdrawdown (-10%), the performanceof our three indicescan be compared,analyzed

andc
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lassifiedn relationto one anothet
Annualized return
. - .
before adjustment after adjustment
Flex Index +3.4%/year +1.3%/year
Seven5050 Index +3.3%/year +1.2%/year
Max. Drawdown
-10%
Source: Seven Capital Management
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Setting all of the funds in our universe an equivalent target drawdown of -10% allows us to eliminate
an unknown from our equation, as we now know, using an equivalent unit of risk, the standardized
return produced by the manager over the analysis period.
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A closer look at the flexible/diversified management universe

1) Iso-Return analysis

45% . .
’ Median Iso-Return of the universe: 66 %
40%
35% Only 4.3%
of the funds in
30% our universe
have an Iso-
0,
25% Return point of
20%
> 8%
15%
10% Source: Seven Capital Management
5% I I
0% | - m H B = _

35% 40% 45% 50% 55% 60% 65% 70% 75% 80% 85% 90% 95% 100%

Iso-Return point

] Classification within the universe:

o Seven Risk Allocation Fund 86 % ) 19t out of 507 funds
‘o
o
c
S
>
e
& Flex Index 65 %
o
A

Seven5050 Index 58 %

Over the period 2007-2015, an investor holding units in the Seven Risk Allocation Fund had an 86%
change of obtaining a positive return over 12 months, compared to 69% for the
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A closer look at the flexible/diversified management universe

2) Omega ratio analysis

30%
91 % 91% of the funds in our universe have an
? Omega ratio of between 0.5 and 6.5
25%
20% The Seven Risk Allocation Fund has an
Omega ratio of 30.7
15% This places it in the top 3% of the
flexible diversified funds universe in
terms of Omega ratio
10% 9 J
5% | Source: Seven Capital Management
| a I||||-._. _________________ [
o o5 1 15 2 25 3 35 4 45 5 55 6 65 7 7,5 30,7
Omega ratio
] Classification within the universe:
Seven Risk Allocation Fund 30,7 - 14t out of 507 funds
.8
)
A
© Flex Index 1.9
[=Ys]
Q
€
o
Seven5050 Index 1.7
Median Omega of the universe 1,9
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A closer look at the flexible/diversified management universe

Seven Risk Allocation Fund

14% 30%
12% s . _ aco int = GO0
Iso-Return point = 86% 20% Iso-Return point = 69%
10%
8% Q Omega = 30.7 10% Q Omega = 2.7
6% Area of gains
0%
4%
2% -10%
Area of gains
0%
-20%
-2%
-4% Source: Seven Capital Management -30% Source: Seven Capital Management
Flex Index Seven5050
30% - 30%
20% - Iso-Return point = 65% 20% Iso-Return point = 58%
10% Q Omega=1.9 10% Q Omega =1.7
Area of gains Area of gains
0% 0%
-10% -10%
-20% -20%
-30% Source: Seven Capital Management -30% Source: Seven Capital Management

The excellent performance of the Seven Risk Allocation Fund in terms of Iso-Return and Omega ratio
can be clearly seen from these four graphs. The Seven Risk Allocation Fund’s Iso-Return point tends
very heavily towards the left and the area of gains is much larger than the area of losses.
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A closer look at the flexible/diversified management universe

3) Performance adjusted for drawdown (target: -10%)

90 % 90% of the funds in our universe recorded a total
30% performance, adjusted for drawdown, of between -10% and
+40%

25%

N\
J

Over the period between January 2007 and March 2015,
the Seven Risk Allocation Fund posted a total performance,
adjusted for drawdown, of +93%.

15% As was the case for the Omega ratio, the fund ranks in the
top 3% in terms of performance adjusted for drawdown
10%
5% | | I Source: Seven Capital Management
0
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20%

7
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Performance using an equivalent unit of risk: drawdown of -10%

. . | Classification within the universe:
Seven Risk Allocation Fund +93% == 13t out of 507 funds
Flex Index +11%
Seven5050 Index +11%
Universe median +11%
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A closer look at the flexible/diversified management universe

200 .
Total performance adjusted for drawdown
. . Classification within the universe:
- Seven Risk Allocation Fund +93% mm) 13% out of 507 funds
Flex Index +11%
160
Seven5050 Index

140

120

100

Source: Seven Capital Management
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Theabovegraphillustratesthe strongperformanceof the Seven Risk Allocation Fund versusthe
, the Flex Index and the Seven5050 Index in terms of risk-adjusted performance
(drawdown)

Although the , the Flex Index and the Seve®050 index experiencedtheir
drawdown period at around the sametime (the 2008financialcrisis),it is interestingto note that the
Seven Risk Allocation Fund evolved fairly independently of our three comparisonindexes during
periodsof marketstress(the 2008financialcrisisandthe 2011 Europearsovereigndebt crisis)
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Focus on the star funds of the flexible/diversified management universe

Our analysisof the performanceof the flexible/diversifiedmanagementuniversewould havenot been
complete without an analysisof funds approvedby investorsand observersin terms of inflows and
awards

We identified five “ s t fands’ of which the first four cometop in terms of inflows (asat the end of
February2015), from alife insuranceplatform that manypeopleknowanduse

Thelastfundin our groupof starsreceivedthe “ B eE&JRallocationfund” prizein 2015

Themanagementbjectiveof thesefunds is very clearlyadvertised with three of them containingthe
word « Patrimoine » in their name anotherclaimingto be REACTIVE andthe lastindicatingthat it aims
to generateSTABLE overallperformance

Finally we havechosento put our flexible diversifiedfund, the Seven Risk Allocation Fund, to the test
by comparingit to thesestarfunds, usingour usualanalysisframework
Iso-Return/Omega ratio/risk-adjusted performance.

The risk-adjusted diversified flexible star funds
190 January 2007-March 2015

180

ﬁ Patrimoine fund 1
170
160 ﬁ Reactive fund

150

140 ﬁ Patrimoine fund 3

130

120

110

100 e . Y g

90
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Focus on the star funds of the flexible/diversified management universe

Iso-Return analysis Classification within the
universe
Seven Risk Allocation Fund 86 % 19 out of 507 funds
Patrimoine fund 1 81% 30th out of 507 funds
40 out of 507 funds
Reactive fund 75 % 65 out of 507 funds
135t out of 507 funds
Patrimoine fund 3 67 % 188 out of 507 funds
Median Iso-Return of the universe: 66 %
Omega ratio analysis Classification within the
universe
Seven Risk Allocation Fund 30,7 14 out of 507 funds
Patrimoine fund 1 15,5 24t out of 507 funds
74 out of 507 funds
Reactive fund 3,3 117t out of 507 funds
215t out of 507 funds
Patrimoine fund 3 2,0 234t out of 507 funds
Median Omega of the universe 1,9
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Focus on the star funds of the flexible/diversified management universe

Analysis of performance adjusted for drawdown Classification within the
universe

Seven Risk Allocation Fund +93% 13" out of 507 funds

Patrimoine fund 1 +80% 16t out of 507 funds

934 out of 507 funds

Reactive fund +22 % 118t out of 507 funds

239 out of 507 funds

Patrimoine fund 3 +10% 275 out of 507 funds
Universe median +11%

Total performance adjusted for drawdown

205 January 2007-March 2015

5 Seven Risk Allocation Fund

185
ﬁ Patrimoine fund 1

165 p
ﬁ Reactive fund J

’
145 V‘ 2
ﬁ Patrimoine fund 3 A"
( ' ' AN A\

125

105 . A /] “ o —
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Conclusion

While selectingfunds based on performance constitutes an initial step, we believe that we have
demonstratedin this study the relevanceand necessityof conductingan analysishat goesfar beyond
thisinitial level of analysis

150 Non-risk-adjusted performance 200 Risk-adjusted performance
January 2007-March 2015 January 2007-March 2015
140
180
130
160
120
110 140
100
/ 120
90
100 =Ry
80 4
Source: Seven Capital Management Source: Seven Capital Management
70 80
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Seven Risk Allocation Fund Flex Index Seven5050 Index

The two graphs above are a perfect illustration of the weaknessof an analysisbased solely on
performance

On the left are the non-risk-adjusted performancesof the Seven Risk Allocation Fund, the
, the Flex Index andthe Seven5050 Index.

Therisk-adjustedperformancegequivalentunit of risk)are shownon the right.

The analysisbasedsolely on performance,though advantageoudor the Seven Risk Allocation Fund,
doesnot highlightthe very strongoutperformanceof the fund with an equivalentunit of risk
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An Iso-Return/Omega ratio/risk-adjusted performance analysis confirms the quality of the
managementnd performanceof the Seven Risk Allocation Fund.

Thisis reflectedin the fact that, againsta universeof star competitors the fund comesfirst irrespective
of the analysiriteria.

Aswe know the classificationof the fund for eachof our analysiscriteria, we can establishits overall
ratingwithin our diversified/ flexible/ mixed/ balance/ absolutereturn/ incomefund assetclass

TheSeven Risk Allocation Fund came19™" out of 507 in terms of Iso-Return,14" out of 507 in terms of
Omegaratio and 13" out of 507 in terms of risk-adjustedperformance

Based on this multi-criteria analysis, the fund is ranked 12t out of 507 overall.

The manager with the most assets under management and considered one of the stars of our analysis
universe came 23" out of 507, which, given its size, represents a great performance.

Thismulti-criteria classificationsystemis valid for all assetclassesand managementmethods and the
criteriausedcanberefinedaccordingo investors needs(includingexcesOmega)

Investorsseekinggrossperformancemay be able benefit from the risk/reward profile of the Seven Risk
Allocation Fund by usinga “dynamic¢ versionof it.

As the Seven Risk Allocation Fund only investsin ultra-liquid assets the managerwould have no
difficulty in introducinga higherrisk versionof the fund.

The systematicapproachusedby the manageralso representsa guaranteeof the consistencyof the
applicationof the managemenimethodsandcompliancewith thei n v e sldsicedriskbudget

Finally, in an economic environment characterized by the fund’s increasingly low remuneration in
euros, investors keen to find an alternative to this investment product will find that Iso-Return
analysis is a particularly informative tool.

If the euro fund’s key characteristic is its capital guarantee, replacing it must involve selecting funds
with the highest Iso-Return from within the diversified management universe, as this criterion most
closely resembles the notion of a capital guarantee.
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Notice:

This document was created by Seven Capital Management, a management company authorized by
the French Financial Markets Authority (Autorité des Marchés Financiers — AMF) as a portfolio
management company under number GP-06000045, whose registered office is located at au 39 rue
Marbeuf - 75008 Paris, France.

This document was created for information purposes only and does not constitute an offer, a
personalized recommendation or a solicitation to purchase the products or services presented. The
investor alone shall judge the appropriateness of the transactions they may conclude.

Seven Capital Management shall not be held responsible for any investment or divestment decision
taken based on the information contained on this site. The information, services and products
presented are subject to change without prior notice.

Subscribing to units or shares of UCITS may present certain risks. UCITS are not guaranteed or
protected, their net asset value may increase or decrease according to market fluctuations and
investors may not recoup their invested capital.

Furthermore, before any transaction, investors must:

HAamiliarize themselves with the key investor information document and prospectus of each UCITS,
understand the nature of the chosen investment, its characteristics and its risks

Zensure that the chosen investments are appropriate in terms of their financial position, investment
objectives and the risks they are prepared to accept.

MPlease note that past performance is not an indication of future performance. Past performance
should therefore not form the main basis for subscribers’ investment decisions: consideration must
be given to other elements, detailed on the reporting sheets for each UCITS. The key investor
information documents and prospectuses for the UCITS presented can be obtained from Seven
Capital Management on written request or from the company’s website at www.seven-cm.com

Kinally, the taxation to which any investment in units or shares of UCITS is subject depends on each
investor’s individual circumstances. Investors are therefore recommended to consult with their tax
advisor.

SEVEN CAPITAL MANAGEMENT

39, rue Marbeuf 75008 Paris - France - Tel. +33 1-42 33 04 50
Société par Action Simplifiée SAS - Agréée par I'AMF N° GP 06000045 - Capital de 560 000 euros - RCS B 491 390 464
www.sevéen-cm.com
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