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UCITS Disclosure Testing 
Research Report prepared for European Commission by IFF Research Ltd 
and YouGov 

June 09 
 

1 Executive Summary 

 Introduction and methodology  

1.1 The European Commission has proposed replacing the current Simplified Prospectus for UCITS 

funds with a new form of disclosure entitled Key Investor Information (KII). The KII is intended to be a 

concise and focused presentation of the information which it is important for a prospective investor in 

a UCITS fund to be aware of. The intention is that this core document can be used virtually 

unchanged across Europe, with the ultimate goals of both maximising investor protection and 

improving the single market in UCITS. This report details findings of a research project designed to 

provide input from both consumer and intermediaries into the way in which information should be 

presented in the KII document. It is intended that the final presentation of the KII will be strongly led 

by investor testing so that it responds to both investor need and ability to comprehend/use 

information which in turn will maximise its contribution towards informed decision-making in the 

market. 

1.2 The project took place in two phases; the first exploring presentation options for the individual 

elements of disclosure to be contained with the KII while the second aimed to assess opinions and 

understanding of complete mocked-up KII documents. The diagram below summarises the overall 

structure of the research.  

Figure 1.1: Research Design 

Overview of research design

2-3 variants for five 
key elements of KII

Quantitative research

P
h

a
se

 2

Pilot stage
50 consumers in each of 

Germany & Ireland

Main stage
500 consumers in each of 

Germany, Ireland, Italy, Spain, 
Poland, Hungary & Sweden

Main stage
550 consumers in each of 

Germany, Ireland, Italy, Spain, 
Poland, Hungary & Sweden
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50 consumers in each of 

Germany & Ireland

P
h
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 1

Qualitative research

Telephone depth interviews with 
15 consumers in each of 

Germany, Ireland, Italy, Spain, 
Poland, Hungary & Sweden

Telephone depth interviews with
10 intermediaries in each of 

Germany, Ireland, Italy, Spain, 
Poland, Hungary & Sweden

Telephone depth interviews and 
focus groups with consumers.  
4 focus groups and 15 depth 

interviews in each of Germany, 
Ireland, Italy, Spain, Poland, 

Hungary & Sweden

6 complete KII 
documents
(4 tested in 

quantitative stage)
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1.3 At the end of Phase 1, the disclosure presentations that had proved more successful were combined 

into two variants of a full KII document for a simple fund and two variants of a KII for a structured 

fund (with adjustments made to the presentations where Phase 1 findings indicated that they were 

necessary) which were then tested at Phase 2. The diagram below briefly explains the different 

approach taken to displaying information in each of the two variants.  

Table 1.1: Approach to disclosure taken by Variants 

 Variant 1 

(Document 1A , 1B and 1C) 

Variant 2 

(Document 2A, 2B and 2C) 

Strategy and Objectives Narrative description 
 

Risk and Reward Profile Narrative description Synthetic indication  
(and explanation of how to 

interpret) 

Past Performance Bar chart (5 years of past 
performance data) 

Bar chart (10 years of past 
performance data) 

Charges Table of core charges Table of core charges and 
illustration of charges incurred 

under some scenarios (illustration 
of charges excluded from 

structured fund document 2C) 

Additional Information Text description of fund details and references for finding out 
further information  

Performance Scenarios 
(structured funds only) 

Line graphs showing 4 
possible scenarios. 

Table showing 4 possible 
scenarios and associated fund 

share prices at maturity. 

1.4 This report summarise the overall findings from the research programme but focuses in particular on 

the findings from the second phase of the research testing these full KII documents. The second 

phase consisted of 3 key elements. 

1. An online quantitative survey of individuals who have recently taken out a UCITS product or 
who plan to do so in the near future; 

2. Qualitative telephone depth interviews with intermediaries responsible for selling UCITS 
products 

3. Qualitative telephone depth interviews and face-to-face group discussions with individuals who 
have recently taken out a UCITS product or plan to do so in the future (either the near future or 
the medium-term). 

1.5 An online approach was taken for the quantitative elements as it offers a cost-efficient means of 

reaching some relatively small populations (in this case current and potential UCITS investors) and 

showing them visual stimulus material. Each element of the research was conducted across 7 

Member States i.e. Germany, Hungary Ireland, Italy, Poland, Spain and Sweden. Given that practical 

considerations precluded coverage of all Member States, these were selected to ensure coverage of 

a broad range of markets where there is a reasonable level of UCITS activity. 

1.6 Each of the 3 elements of the research involved showing consumers mocked-up documents for two 

funds in two different variants. In addition, the qualitative work also tested mocked-up documents for  

a structured fund using two different variants.  In the quantitative research, investors were divided 

into two groups with each looking at only one variant. Each group was asked to respond to broadly 

similar questions about the content of the documents making it possible to draw conclusions about 

which variant was more successful in conveying each of aspect of the example funds. In the 

qualitative research (among both intermediaries and consumers), respondents were shown both 

variants and asked to compare and contrast them providing their opinions on which they felt to be a 

more effective way of communicating information. 
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 Engagement with the KII 

1.7 Consumers and intermediaries felt that the new KII documents were an improvement on existing 

information available.  Although very few consumers who studied them understood every word and 

concept of the content, consumers at all levels of financial sophistication and investment experience 

could benefit from viewing the KII document.  

1.8 When presented with the mock-ups, most consumers (by their own admission) did not read the 

whole document and several stated that they have missed important elements of funds in the past 

due to the documents being too long and/or the information being hidden in the small print (which 

they did not read). Large blocks of text are particularly off-putting to consumers (and hence there is a 

need for some element of ówhite spaceô) and the use of more visual approaches such as graphs is 

felt to make the document more engaging. 

1.9 Consumers pay most attention to sections which they (and intermediaries) believe to be of most 

importance in selecting a fund i.e. the risk and return profile in this research closely followed by the 

objectives and investment strategy. By comparison the sections on past performance and charges 

were seen as less important. The óadditional informationô section included in the KII mock-ups was 

widely felt to be of least importance and routinely ignored or only glanced at and hence perhaps 

some of this space would be better devoted to other elements. 

1.10 From various questions asked in the quantitative research it was clear that respondents are often not 

good at picking up some of the more subtle messages communicated by the KII. Hence as far as 

possible it is important to ensure that the most important messages are positioned prominently. It 

was also clear that consumer capacity for linking information between sections of the document is 

not good and hence each individual section should be as self-contained as possible.  

1.11 Engagement with the documents is driven by consumersô investment experience and wider financial 

literacy.  For each element of disclosure, there were some individual statements where those who 

already had UCITS investments were significantly more likely to choose correct responses than 

those without these investments; however, this difference was often not that large.  

 Strategy and objectives 

1.12 From questioning about the presentation of strategy and objectives in the KII, we were looking to 

understand: 

  

1 Whether a narrative description is an acceptable means of communicating strategy and 
objectives 

2 Whether a narrative description enables respondents to compare funds effectively 

3 Whether there are any generic aspects of a description of strategy and objectives that 
are not well-understood and could be made clearer. 

 

1.13 In both of the two variants, the approach taken to displaying the investment strategy and objectives 

of the funds was the same i.e. a short narrative / text description. Respondents in the quantitative 

research were asked to compare the two descriptions and to identify which of the two funds aimed to 

beat the performance of an index and which invests a proportion of the fund in the shares of 

emerging markets. In both cases, respondents were considerably more likely to answer correctly 

than incorrectly indicating that at a broad level this approach to displaying information is successful 

in communicating the key messages to investors.  
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1.14 Understanding of the strategy and objectives of the two individual funds was further tested by asking 

respondents in the quantitative research to respond to a series of true/false statements about each. 

For the ABC Emerging Markets Fund, levels of understanding were reasonably high in terms of the 

fact that the fund aimed to beat an index (but would not necessarily always perform better than it) 

and that the majority of the fundôs assets must be invested in stocks with the remaining part invested 

in bonds (in each case respondents were considerably more likely to answer correctly than 

incorrectly). Understanding was mixed in terms of; 

ü Whether it was possible for all of the fund to be invested in emerging markets (only around 
half correctly identified that this was possible); 

ü Whether the fund can invest in all types of bonds (half incorrectly thought this was true); 

ü Whether the fund can invest in bonds from any country (a third incorrectly thought this was 
false) 

1.15 There was also a relatively high proportion of respondents (around two fifths) who misinterpreted the 

mention of an investment in government / highly-rated corporate bonds as implying a capital 

guarantee against this part of the investment. This kind of misunderstanding does perhaps make an 

argument for the inclusion of some form of basic óhealth warningô that investments are not 

guaranteed. 

1.16 In terms of the ABC Absolute Return Fund, there were high levels of understanding that the fund 

aims to lessen the effects of sharp rises and falls in value, that investments will all be of a similar 

type (i.e. equities), the level of growth that the fund aims to achieve and that a range of financial 

techniques will be used to achieve the fundôs objectives. However, despite relatively high levels of 

understanding that the fund aimed to achieve steady performance, there was mixed understanding 

of the impact that this aim would have on the extent to which the fund would benefit from strong 

growth / follow general market trends (two fifths incorrectly felt that the fund would benefit from any 

strong market growth and a similar proportion incorrectly felt that the value of the fund will closely 

follow market trends). 

1.17 Given that the approach taken to displaying information was the same for both of the two KII 

variants, it is perhaps unsurprising that there was very little difference in investor understanding of 

the strategy and objectives of the two funds by which of the two variants they were viewing. 

However, this does indicate that the differing approaches taken to presentation of other elements of 

the fund do not impact on understanding of the overall strategy and objectives of the fund.  

1.18 Findings from the qualitative research demonstrated that, although basic information on the fundsô 

strategy and objectives was readily understood, many consumers were uncomfortable with some of 

the terminology used.  This was particularly the case with the Absolute Return Fund where the 

specific financial techniques such as arbitrage, relative price values and market direction were felt to 

be confusing, despite them each being followed by a short explanation.  The instruments which 

would be invested in were also unfamiliar to some, especially convertible bonds.   

1.19 In terms of the strategy and objectives section, the results from the research indicate that: 

  

1 In broad terms, the narrative description works well in conveying key messages. 

2 Investors are largely able to use the description to compare between funds 

3 However, they struggle with more technical terms and the use of one or two terms that 
they do not understand leads them to question their comprehension of the whole 
section. These terms should be avoided if at all possible (or at least explained in a 
glossary). There is a case for a basic óhealth warningô about the fact that investments in 
UCITS funds are not guaranteed. 
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 Risk and reward 

1.20 From the questioning about the presentation of risk and reward in the KII, we were looking to 

understand: 

  

1 Whether a narrative approach or synthetic indicator leads to better levels of 
understanding of the risk /reward profile of fund. 

2 Whether a narrative approach or synthetic indicator makes it easier to compare the 
risk/reward profile of funds. 

3 Whether investors correctly interpret the meaning of ratings at the extremes of the 
synthetic indicator. 

1.21 Exploring the optimal approach for the description of risk factors and the presentation of the 

relationship between risk and reward is one of the key issues for the design of the KII. Phase 2 of the 

research tested two high level approaches to presenting risk and reward profile: 

ü One approach was based on a purely narrative description of risk and reward while 

ü The alternative approach used a synthetic indicator to communicate the level of risk 
and reward that an investment in the fund would represent. 

1.22 Respondents in the quantitative research were asked to respond to a series of true/false statements 

about the risk/reward profiles of the two funds and a much higher proportion achieved correct 

answers to a large number of statements when viewing the variant using the synthetic indicator, e.g. 

41% achieved 8 out of 10 correct responses to document 2A compared to the 13% that achieved 6 

out of 8 correct responses to document 1A using the narrative description.   

1.23 Respondents were also significantly more likely to regard the Emerging Market Fund as most 

suitable for an adventurous investor (the correct interpretation) when described in document 2A with 

the synthetic indicator than when described in document 1A with the narrative description. 

Respondents were also significantly more likely to regard the Absolute Return Fund as most suitable 

for a cautious investor when described in document 2B with the indicator than when described in 

document 1B with the narrative. 

1.24 For all the documents tested there was a degree of confusion around the investment period.  This is 

probably related to the fact that warning text regarding the appropriate investment period appears in 

bold within the risk and reward section and may be over-emphasised. There is also some confusion 

evident with the Absolute Return Fund documents about whether or not there is a guarantee of a 

positive return after 2 years. The Risk and Reward Profile section states that the fund might lose 

money and this is generally recognised by respondents (69% correct response) and it could be that 

any confusion as to whether there is a guarantee is influenced by a misinterpretation of the 

Objectives and Investment Strategy section which mentions the objective to be to try and achieve 

more than 5% growth within two years. As evidenced in a number of places in this research, there is 

a tendency to view any indicative information as a definitive statement about the fund.  

1.25 A key issue to explore in the research was investor understanding and interpretation of the synthetic 

risk indicator and a series of specific questions relating to this were asked in both the quantitative 

and qualitative stages. The indicator is a highly visual way of presenting risk and reward information, 

supported (as a result of findings from the first phase of research) by text which explains the basis on 

which the fund rating has been calculated and why the fund falls within a particular risk category.  

Understanding of the indicator was measured by assessing the proportion of correct answers to 8 

true or false statements.  Overall understanding was generally good, with a majority of respondents 

achieving a correct answer in 7 of the statements.  The risk/reward relationship and the purpose of 

the indicator (i.e. to show how much risk there is to capital) were well understood with almost three-

quarters of respondents achieving a correct answer to these two statements. 
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1.26 A particular aspect of the synthetic indicator that the Commission (under the advice of CESR) wished 

to be tested was how investors would interpret funds that were classed at the extremes of the scale, 

i.e. category 1 and category 7.  For category 1 funds the concern was whether investors would 

mistakenly infer that a lower potential for gains and losses also implied a guarantee that they would 

not lose money.  For category 7 funds the concern was whether the relationship between potentially 

high rewards and potentially high risk of losing money was recognised by investors.  In general 

understanding of the implications was good with around 70% of respondents achieving a correct 

response to the statements.  However, there were two statements ï one for each category of fund ï 

that caused a degree of confusion. 

ü For category 1 funds the statement ñThe value of your investment in the fund would be largely 
unaffected by any widespread financial turmoilò was only answered correctly by 40% of 
respondents.  Although the fact that a category 1 fund is not a guarantee not to lose money is 
well recognised (65% correct), there is obviously some feeling that it does provide a degree of 
protection from even the worst market conditions. 

ü For category 7 funds the statement ñA category 7 fund is seven times as risky as a category 1 
fundò was only answered correctly by 49% of respondents.  The non-linear relationship of the 
ratings is specifically covered in the supporting text to the indicator but this appears not to be 
consistently picked-up. 

1.27 As part of the changes to the synthetic indicator following the phase 1 research findings, the 

Commission (under advice from CESR) introduced an exclamation mark ñ!ò symbol to be shown 

alongside the fund rating for funds with a more complex risk and reward profile.  This was included in 

document 2B and the intention is to indicate that under certain market conditions the value of this 

fund could change more rapidly than similarly rated funds without the mark. The quantitative 

research tested investor understanding and interpretation of the exclamation mark by means of 5 

true/false statements and the implications of the exclamation mark are generally well understood 

with most respondents achieving a correct answer on 4 of the 5 statements.  

1.28 That said, the qualitative research showed some confusion as to how the exclamation mark interacts 

with the numbered categories, e.g. whether it meant the fund was really mid-way between a category 

3 and a category 4. Intermediary attitudes towards the exclamation mark were mixed.  Most 

intermediaries felt that the meaning of the exclamation mark was clear but there was some feeling 

that it is unnecessary or over-complicated. 

1.29 Consumers in both the qualitative telephone depths and focus groups expressed a strong preference 

for the synthetic indicator over the purely narrative approach
1
.  Respondents in the qualitative 

interviews liked the visual nature of the indicator and said that it made the risk profile easier to 

understand, especially for non-experienced investors.  Some in qualitative interviews mentioned that 

the indicator could be improved by more detail on the fund, in particular why the fund was in a certain 

category, in the accompanying explanation (along the lines of the narrative description).  

1.30 The synthetic indicator approach was also preferred by around two-thirds of intermediaries and was 

generally felt to be better for less financially sophisticated clients as it is seen as more ñuser-friendlyò.  

Some intermediaries felt that more information was needed on what the categories mean and how 

they are distinct and there was some concern that not all funds would be comparable by this method.  

Although only around a third of intermediaries preferred the narrative description no negatives were 

mentioned and it was thought to be more thorough than the risk indicator approach, e.g. more detail 

given about currency exchange rates. There was a feeling among some that the narrative approach 

would work better for their more financially sophisticated clients. 

                                                      
1
 Participants in the quantitative research were only shown one variant and hence not asked to make a ótrade offô in this way.  
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1.31 This preference for the synthetic indicator has important ramifications in potential ñreal worldò usage 

of the documents as it suggests that engagement levels with the synthetic indicator are likely to be 

higher and as a result the information is more likely to be read in the first place. 

1.32 In summary, the findings from the research in terms of risk and reward indicate that: 

  

1 The synthetic indicator appears to lead to a higher proportion of investors having  a 
good understanding of the profile of UCITS funds (compared to the narrative 
approach). Investors also find the look of the synthetic indicator more appealing and 
are more likely to engage with it. 

2 The synthetic indicator made it easier for investors to compare risk (although not 
potential reward). 

3 Investors generally seemed clear that there was no capital protection with funds 
allocated to Category 1 on the synthetic indicator although there is an indication that 
they are inclined to impute a greater level of safety with these investments than would 
be the case. There is some indication that consumers struggle to comprehend the non-
linear nature of the scale. 

 Past Performance 

1.33 From the questioning about the presentation of past performance in the KII, we were looking to 

understand: 

  

1 Whether a column chart is an acceptable approach to showing past performance data. 

2 Whether showing 10 years worth of past performance data led to lower levels of 
understanding over a presentation of only 5 years worth of data. 

1.34 Both KII variants took the same approach to displaying past performance information in that they 

used a bar graph approach. However, variant 2 showed past performance data over a 10-year 

period while variant 1 showed past performance over 5 years.  

1.35 Generally speaking, investors in the quantitative research were able to interpret this information 

reasonably successfully. Regardless of whether they were viewing Variant 1 or Variant 2, consumers 

were much more likely to be able to successfully compare the performance for two funds in an 

individual year than to get this wrong. However, it was apparent that a minority tended to ignore the 

scales on the graphs and to compare the length of the bars to determine which performed better 

(although the proportion misinterpreting data in this way was lower than for Phase 1 testing as a 

result of the addition of data labels to the bars on the chart).  

1.36 There was no discernable difference in investor ability to compare the past performance of funds for 

individual years by the variant that they were viewing i.e. by whether the information was shown for 5 

or 10 years. However, it did appear that showing 10 years of data did improve investor ability to 

asses which of the two funds generally had the ósteadierô performance.  

1.37 The past performance graphs for the ABC Emerging Markets Fund show past performance of the 

fund against that of a benchmark (since the objective of the fund is to beat the performance of this 

index). In the quantitative research, investors were asked to select the years in which the fund beat 

the performance of the index. Between half and three-fifths were able to identify each of the years 

where this occurred except in the case of a year where both the fund and the index had negative 

growth (with the fund achieving a lower level of negative growth) which only a third correctly 

highlighted. This does indicate a difficulty for respondents in interpreting negative growth on a bar 

chart.  
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1.38 One of the key concerns in showing past performance data in a KII document is that investors will 

use it to gauge likely future performance in a simplistic manner. Respondents were asked to look at 

the two funds and to state, based on past performance, which of the two would be more likely to 

perform positively over the next 3 years. In the case of both variants, just under half correctly 

identified that it was not possible to tell this on the basis of past performance (around a third picked 

one of the two documents as being more likely to perform better, just under a fifth stated that both 

funds were equally as likely to perform well and one in ten that they simply didnôt know). Hence it 

would appear that past performance information will be used by some to judge likely future 

performance. In the qualitative research among consumers it was clear that inexperienced investors 

in particular would be keen to use past performance information in this way. While this could be used 

as a reason for excluding this information from the KII altogether (and indeed some intermediaries 

were keen to see this information removed for this reason), it was clear that this was information that 

consumers expected to see and hence its exclusion could reduce likelihood to engage with the 

document altogether.  

1.39 When asked directly, the majority consumers in the qualitative research expressed a preference for 

viewing 10 years of past performance data over 5 years (i.e. the variant 2 approach) on the basis 

that ómore information is betterô. Intermediaries also tended to feel that showing 10 years of data was 

preferable from the perspective of showing a more rounded picture. 

1.40 In summary, the findings in relation to this section of the KII indicate that: 

  

1 Generally the column chart approach to the display of information worked well. The 
addition of data labels to the columns aids comprehension. Some struggle to compare 
performance when there has been negative growth. 

2 Showing 10 years worth of data does not inhibit understanding and in fact, makes it 
slightly easier for respondents to assess the ósteadinessô of performance. 

 Charges 

1.41 In terms of the presentation of charges in the KII, we were primarily looking to understand: 

  

1 Whether a tabular approach to displaying core charges is acceptable. 

2 Whether the addition of an illustration of charges makes it easier for investors to 
understand the implications of charges. 

3 Whether the addition of an illustration of charges makes it easier for investors to 
compare the charges implications of funds.  

1.42 The core approach to displaying the charges information on the test documents that respondents 

were asked to comment on is the same across both variants. The information is shown in the form of 

a table illustrating the key charges as percentages with short definitions of each type of charge given 

at the side of the table. In the case of one of the example funds (the ABC Absolute Return Fund), the 

charging structure is relatively simple and hence the table details just the entry charge and the 

ongoing charge. In the other example (the ABC Emerging Markets Fund), the table details a 

performance fee in addition. 

1.43 Respondents were asked to compare the charges for the two different funds and to respond to a 

series of statements about them in order to assess their ability to use the information presented to 

assess which funds might incur higher charges. For all key comparison tests, the proportion giving a 

correct response was considerably higher than the proportion giving an incorrect response indicating 

that the basic presentation of core charges in a table form facilitates a comparison between funds. 

This was the case regardless of the variant that individuals were viewing indicating that the addition 

of the illustration of charges in variant 2 does not detract from consumers ability to make basic 

comparisons between funds (at the level of comparing the levels at which individual charges are set 

as opposed to the combined impact of charges in monetary terms).  
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1.44 In order to test overall understanding of the charges information, investors were also asked to 

respond to a series of true/false statements about the fees presented. On the whole, the findings 

show that individuals had a good understanding of this element of the document for the ABC 

Emerging Markets Fund (in most cases around 6 out of 10 respondents gave a correct answer and 

only a fifth answered incorrectly). The pattern of responses is very similar for each of the 2 variants 

indicating that the addition of the illustration of charges in variant 2 does not alter understanding in 

any of these areas.  

1.45 The statements that respondents were asked to classify as true or false in relation to the ABC 

Absolute Return fund were arguably more challenging and two particular aspects caused confusion 

for investors; 

ü Whether entry charges are paid in addition to an investment in the fund (this is false but 
around three in five respondents felt it was true); 

ü That a charge of ú100 would mean that the return on an investment would be reduced by 
more than ú100 (this is true but respondents were evenly split between those who felt it was 
true and those who felt it was false).  

1.46 The fact that a considerable proportion do not appreciate that entry fees are deducted from the sum 

óinvestedô at the point of making the investment may lead them to underestimate the impact of a 

higher entry charge relative to other charges (and as shown by the responses to the second 

statement above a good proportion are not clear on the relationship between charges and the return 

on investment). This could make a case for investigating whether or not this could be made clearer 

for investor although it could be argued that educating investors about the operation of investment 

funds in this way falls beyond the scope of the KII document.  

ü The aim of the inclusion of an illustration of charges is to assist consumers in understanding 
the combined impact of the different fee elements and to further aid comparisons between 
funds. For the example documents used for this research, the scenario used in the illustration 
was an investment of ú10,000 made over a 10 year period (the illustration shows the total 
value of fees incurred at the first, fifth and tenth years). Respondents were then asked to 
estimate the total fees that they would incur; 

ü For the ABC Emerging Markets Fund, over a 5 year period if they invested ú10,000 

ü For the ABC Absolute Return Fund, over a 3 year period if they invested ú10,000 

1.47 In order to respond correctly to the first of these scenarios, those looking at variant 2 simply needed 

to read the figures shown in the table correctly (while those viewing variant 1 had to make their own 

calculations). It is clear that, in this case, the illustration of charges greatly improves investorsô ability 

to estimate the total impact of charges. Half of all those viewing variant 2 were able to give the 

correct response compared with only 10% of those viewing variant 1 (which did not include an 

illustration of charges table). Without the illustration of charges, the majority of investors under-

estimated the total impact of charges.  

1.48 However, investors seem to have difficulty in using the example shown in the illustration of charges 

to arrive at an estimate of charges under other scenarios. When asked to estimate the charges for a 

ú10,000 sum invested in the ABC Absolute Return Fund over a period of 3 years, those viewing 

variant 2 (with the illustration of charges) were actually less likely to select the correct fee band than 

those viewing variant 1 (which did not contain an illustration of charges) however they tended to  

slightly over-estimate them which is arguably preferable to a risk of under-estimating charges. 

However this does perhaps indicate that much of the value of the illustration of charges may lie in 

facilitating comparison between funds rather than enabling investors to make accurate assessments 

of the charges that they will face.    
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1.49 Direct questioning about the illustration of charges revealed a possible area of concern over its 

inclusion in that only half of investors understood that the illustration of charges was not necessarily 

an accurate guide to what they would pay in charges over the term of their investment while a third 

felt that the information provided was accurate (despite the fact that the text above and alongside the 

table explains that the illustration relies on a number of assumptions). This demonstrates readersô 

tendency to view any figures shown as ófactô rather the indications/guidelines and is a tendency that 

is slightly more pronounced among less experienced investors. However given that the illustration 

uses maximum charges then the chances of individuals being ósurprisedô by higher than expected 

charges (and greater than anticipated effects on their return on investment) are mitigated to some 

degree. 

1.50 Evidence from the qualitative research demonstrated that investors have a tendency to view any 

information about charges with a degree of scepticism; there is a widespread belief that any 

presentation of charges will seek to óhideô information. To some extent, a consistent approach to the 

presentation of charges in a document such as the KII could help to mitigate against this. The 

majority of investors felt that the inclusion of an illustration of charges in variant 2 made the charges 

associated with the fund easier to understand. There was also a general feeling that the inclusion of 

example charges made the charging structure of the funds seem more transparent. Hence it would 

appear that, aside from its utility in helping respondents to estimate charges, the addition of the 

illustration of charges has value in terms of building investor trust in the document. 

1.51 Despite the overall positive reaction to the principle of the inclusion of an illustration of charges it was 

clear that some investors were not always interpreting it correctly. Some felt that it was not clear 

whether the total charges sums shown were annual or cumulative. Some also (incorrectly) seemed 

to understand the charges figure as being the projected return minus the charges rather than simply 

the charges in isolation.  

1.52 Some of those who did interpret the illustration of charges correctly felt that it would be more useful if 

there were an additional column included to show the projected return enabling them to obtain a 

better picture of the overall impact of the charges. This addition would perhaps also help clarify the 

figures for those who felt that the values shown were the projected return minus charges. 

Furthermore, it might help to help individuals to understand the relationship between fees and the 

return on investment (that the quantitative research demonstrated some confusion about).  

1.53 In general intermediaries felt that the core charges table was a clear and appropriate way to display 

this information although views on the inclusion of an illustration of charges were mixed. Some felt 

that this was helpful and that the use of óreal sums of moneyô would help to clarify fees for potential 

investors. However, it was more common for intermediaries to be opposed to the illustration either on 

grounds that: 

ü It has potential to be misleading because consumers do not understand that the 
figures are based on assumptions and are not an accurate forecast (and indeed the 
quantitative findings do indicate scope for this); 

ü That too much information about charges might simply dissuade consumers from 
investing at all.  

1.54 In line with suggestions made by investors, intermediaries felt that the illustration of charges could be 

made clearer by; 

ü Clarification that the charges shown are cumulative rather than annual; 

ü Inclusion of a mechanism to factor in the return on the investment so that the total 
impact of the charges can be understood. 
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1.55 In summary, the findings from this element of the research indicate that: 

  

1 The basic presentation of core charges in a table facilitates a comparison between 
funds. 

2 The addition of the illustration of charges greatly enables respondents ability to 
estimate the total implication of charges for the scenarios shown.  Although investor 
ability to apply the information to other scenarios was not always accurate, the 
information did seem to be sufficient to keep the majority of estimates within a broad 
óball parkô.  The illustration of charges also increases the perception of transparency 
and therefore trust in the document. 

3 The evidence from the research indicates that the addition of the illustration of charges 
does not greatly increase investor ability to compare the charges implications of funds. 
It is possible that better labelling of the illustration of charges table could help here (and 
perhaps the inclusion of information on the projected return). 

 Structured funds 

1.56 The presentation of information relating to structured funds was only tested in the qualitative work. 

For these funds, two approaches were taken to displaying information about possible performance 

scenarios. Variant 1 used line graphs showing very favourable, favourable, flat and weak 

performance scenarios while variant 2 used a table showing four different scenarios and the 

associated fund prices at maturity with explanations as to how these were arrived at. 

1.57 Generally speaking the graphical approach that was presented was seen by consumers as difficult to 

approach. They did not find it intuitive and felt that they had to read the explanations in considerable 

detail (and in some cases to have additional knowledge of the operation of such funds) in order to be 

able to interpret them). Consumers also felt that showing four different scenarios was too many; in 

part because the space available meant that each individual graph was quite small and hard to read. 

1.58 The majority of consumers felt the table was the best way of presenting performance scenario 

information for structured funds.  They welcomed the use of monetary sums to help them understand 

potential returns. A suggestion to further improve the table was showing (more clearly and in the 

table itself rather than in the accompanying text) the initial amount invested in the fund. 

Intermediaries also tended to agree that the table-based approach was preferable.  

1.59 A few intermediaries were concerned that the presentation of performance scenario information per 

se might lead investors to view them as forecasts of return.  

1.60 The key findings in relation to structured funds are that: 

  

1 This information is difficult for respondents to understand. Overall the tabular 
approach is preferred. The graphs that were presented were felt to be intimidating 
(particularly by less experienced investors) and four graphs was felt to be too 
many, in part because the space available made each individual graph quite small 
and hard to read.    
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2 Introduction 

 Background to research 

2.1 There is a widespread recognition that improvements are required in the efficiencies of the EU 

investment fund market. The particular challenges facing cross-border EU investment fund markets 

were examined in the European Commissionôs white paper on Undertakings for Collective 

Investment in Transferable Securities (UCITS) in November 2006. One of the key aspects of the 

underlying market failures identified by the European Commission concerns the lack of consistency 

and standardisation in the way in which pre-contractual information is disclosed to consumers 

through a Simplified Prospectus (SP). The available evidence strongly indicates that the anticipated 

benefits for consumers have not materialised and that an alternative form of disclosure needs to be 

considered. The main drawbacks are that the SP is an ineffective tool for comparing funds based in 

different jurisdictions, there is too much detail in the document and that many SPs are too long and 

complex. Consequently, the level of consumer engagement and understanding is poor. 

2.2 The European Commission has therefore proposed replacing the SP with a new form of disclosure -

the Key Investor Information (KII) document. The KII is intended to be a concise and focused 

presentation of the information which it is important for a prospective investor in a UCITS fund to be 

aware of, covering much the same general areas as the SP but focusing much more on effective 

communication of key information to consumers rather than protecting against liability. It is 

anticipated that the core information contained within a KII will include the fundôs objectives and 

strategy, its risks and potential rewards, its performance and its charges. The intention is that this 

core document can be used virtually unchanged across Europe, with the ultimate goal of improving 

the single market in UCITS. 

2.3 This is an important policy change which is expected to deliver a real increase in benefits to 

consumers. However, moving to a harmonised document also means significant costs being 

incurred within the investment management industry and it is essential that the final document is 

designed to deliver optimal consumer benefits balanced against the costs that the industry will have 

to bear. A consortium consisting of YouGov and IFF Research Ltd were commissioned to undertake 

a comprehensive and detailed investigation of the effectiveness of different forms of disclosure to 

help inform the structure of the KII. 

2.4 The research programme consisted of two inter-related phases of work: 

ü The first phase, based around both qualitative and quantitative research methods 
tested individual treatments of the core disclosure elements of a KII: strategy and 
objectives; risk and reward, performance; and charges.  

ü The second phase of the work tested fully mocked-up KII documents, the design and 
content of which was informed by evidence gathered in phase one. The methods used 
for phase two were again both qualitative and quantitative and captured both 
consumer and retail intermediary views.   

2.5 This report, briefly summarises the key findings from the first phase of research and presents the 

more detailed evidence from the second phase of the research. 
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2.6 The requirement for the research was challenging. The project brief sought to identify the most 

optimal combination of disclosure variants, gathering evidence from both consumers and 

intermediaries across a range of Member States each with varying models of distribution and 

underlying cultural differences particularly in relation to information use in financial decision making, 

attitudes to risk and overall investment strategy.  The process of reviewing the evidence and refining 

the variants which constitute a KII was consultative and needed to take account of the views and 

expectations of different EU Member States and required close collaboration with representatives of 

the Committee of European Securities Regulators (CESR)who helped devise the disclosure element 

variants and mock-up KII documents that have been tested in both phases of research. 

2.7 Across the project as a whole, we were looking to understand: 

ü Whether the content of the KII responds to 'real' information needs on the part 
of the retail investor. We approached this issue qualitatively as we sought to explore 
respondentsô information needs and test whether the different variants adequately 
address this.  

ü Whether the KII conveys information on the basics of the product in a clear and 
understandable manner. We approached this issue quantitatively and qualitatively 
as we wanted to have a good measure of which treatments/variants are more effective 
at promoting understanding. 

ü Whether the KII will engage the retail investor's attention in the decision making 
process. We approached this issue qualitatively as addressing look and feel of the 
different elements and initial reaction to different forms of presentation relates to the 
softer aspects of testing. 

ü Whether the retail investor understands the messages being conveyed 
correctly. We approached this issue quantitatively and qualitatively so that we can 
distinguish between those variants which are not understood vs. those which are 
easier to understand. 

 Research design  

2.8 The core research approach combines both qualitative and quantitative techniques using telephone 

and on-line methods of data collection. Following further discussions with the Commission, we also 

integrated a face-to-face approach into phase two of the work by including some qualitative focus 

groups with consumers. The chart below summarises the research design.  
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 Figure 2.1: Research Design 
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2.9 The following four issues were key considerations that influenced our overall research design. 

ü First, we felt it was important to attempt to replicate as far as is possible a real life 
choice scenario for respondents who take part in the study. This means allowing 
respondents time to read relevant disclosure variants and documentation as if they 
were considering a possible investment. This gives time for the visual impact of the 
relevant materials to have an effect and enables respondents to perform any 
necessary calculations and give an informed opinion.  

ü Second, we recommended to the EC and CESR representatives that the materials 
produced for testing should be sufficiently distinct to allow respondents to make 
informed choices between the different options presented. 

ü Third, we felt that it would be sensible to commence phase one of the research with a 
relatively wide range of variants across the four key areas of disclosure and seek to 
reject those which are sub-optimal. 

ü Finally, we placed a significant level of emphasis on fully piloting the approach in two 
Member States, prior to rolling out across all Member States covered in the project. 
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 Selection of Member States 

2.10 Within the research design, we have attempted to ensure that we covered a good-cross section of 

investment markets in the EU area including two new Member States. Within the broad parameters 

of the project, covering all 27 Member States was not feasible.  The following Member States were 

covered in both phases of the research: 

ü Germany 

ü Hungary 

ü Ireland 

ü Italy 

ü Poland 

ü Spain 

ü Sweden 

2.11 These seven are a good cross-section of Member States, covering markets where there is a 

reasonable level of UCITS activity and where it is feasible to capture an adequate sample of 

investors whose profile broadly matches our target group. We excluded Member States where there 

is already an established body of evidence on consumer preferences for disclosure material as we 

felt it was more effective for the outcome of this research to add to the existing body of knowledge. 

Hence we chose not to cover France, Netherlands and the United Kingdom. 

 Research methodology  

2.12 An online approach was taken for the quantitative element of the work among investors for the 

following reasons: 

ü Incidence of the target group:  The UCITS Disclosure research is targeting óinvestorsô 
and not the general population.  We were able to identify óinvestorsô within online 
panels (by asking existing panel members for their investment experience) eliminating 
the need for extensive screening as would be required for a face-to-face or telephone 
survey. The óinvestorô community varies in each country with the incidence in some 
markets (e.g.  Spain, Hungary and Poland) very low.  Attempting to find óinvestorsô 
among a cross-section of the population would have been expensive if using a 
telephone or face-to-face methodology.   

ü Use of stimuli:  The research requires respondents to read document selections to 
answer the survey.   They may also need to refer back to the document selections 
while considering their response, a task made easier without the presence of an 
interviewer potentially making the respondent feel ópressuredô for time. 

ü Geographic spread:  The scope of the research in seven Member States and the 
presence of investor panels in these markets allowed for respondent reach to be 
covered. 

ü Numbers of interviews needed:  To quantify results, the project requires a relatively 
large number of interviews to provide country level data and this can be most cost 
effectively met with an online methodology. 
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2.13 The depth work with both consumers and intermediaries was undertaken by telephone with 

documents mailed to respondents for review in advance of the interview. The main reasons for 

taking this approach over a face-to-face route was that it was cost-effective and that  it was possible 

for all fieldwork to be conducted centrally from IFF facilitating easier quality control and faster 

feedback. 

2.14 In addition, at phase two we included a number of face-to-face qualitative focus groups among 

consumers who were not recruited from an on-line research panel. 

2.15 When looking at the consumer qualitative findings and comparing between the teledepths and focus 

groups it is important to appreciate the different circumstances in which the documents were shown.  

Respondents to the teledepths were sent the documents around a week in advance of the interview 

to enable them to read and digest.  In addition some of the respondents in the teledepths (the past 

and future purchasers) had previously completed the online quantitative survey so were not new to 

the documents in any case.  In contrast, participants in the focus groups had no advance opportunity 

to read the documents (i.e. they were not sent the documents beforehand) and no previous 

experience of the documents (i.e. none of the participants had previously completed the online 

survey).  Additionally it is well recognised that the focus group approach is also subject to ñnormingò, 

i.e. the tendency of a group to come to a consensus rather than reflect each individualôs view. 

Although a good moderator will help mitigate norming it is still the case that the granularity of 

individual perceptions and understanding will not be forthcoming from a focus group approach. 

2.16 These different circumstances will have had an impact on how the documents were perceived and 

understood and may explain any differences between findings from the teledepths and groups. 

  

 Phase 1 overview 

2.17 The purpose of the first phase of the project was to focus on testing the effectiveness and usefulness 

of the proposed options for individual disclosure elements rather than testing a complete document. 

The purpose of this first phase was to determine the overall format and content of options for a final 

set of disclosure documents to be tested in phase two. The detail of the variants we have tested is 

described more fully in Annex A of this document. At this phase, we tested: 

ü 1 presentation of the strategy and objectives of the investment fund; 

ü 2 presentations of past performance  

ü 3 presentations of charges  

ü 2 presentations of risk-reward description and indicators  

ü 3 presentations of performance scenarios. 

2.18 Due to the number of variants to be tested, the quantitative survey designs split the number of 

respondents into two groups.  Each group reviewed the strategy and objectives of the fund as a way 

to provide background and context of the fund.  After review of this first presentation, Group 1 then 

reviewed variants on past performance and charges, while Group 2 reviewed variants on risk-reward 

and performance scenarios.   
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2.19 The methodology for phase one was composed of the following three key stages. 

ü Quantitative pilot stage:  50 online interviews among investors/consumers in Germany 
and Ireland.  The pilot was designed to test the survey (in terms of timing and sense), 
stimulus, programming, response rate. 

ü Quantitative main stage:  500 online interviews among investors/consumers in 
Germany, Hungary, Ireland, Italy, Poland, Spain and Sweden.  Our target was existing 
investors (both active and passive) as well as a small proportion of consumers that 
planned to invest in the next 6 months.   

ü Qualitative stage:  15 tele-depth interviews among investors in Germany, Hungary, 
Ireland, Italy, Poland, Spain and Sweden. Investors were sampled/invited from the 
preceding main stage interviews.   

 

 PHASE 1: QUANTITATIVE FIELDWORK 

2.20 Quantitative fieldwork for the main stage was carried out between 1
st
 and 16

th
 July 2008. The table 

below summarises the interviews achieved per country and the overall response rate as well as the 

detail of screen-out and drop-out rates.  The term óscreen-outô refers to consumers who were not 

eligible for the survey due to neither owning nor planning to purchase a UCITS within the next six 

months or because of not being involved in financial decisions for themselves or their household.  

The term ódrop-outô describes those who accessed the survey website but did not complete the 

questionnaire (for reasons other than screening out).  

Figure 2.2: Quantitative research incidence rates 

Phase 1: incidence rates

1

Number of completes n=532 n=526 n=495 n=535 n=531 n=508 n=541

Response rate 33% 29% 24% 46% 28% 32% 24%

Incidence

(no. of completes / (no. 

of completes plus no. of 

drop-outs plus no. of 

screen-outs))

(estimated incidence as 

described in the tender)

12%

(18%)

28%

(25%)

15%

(15%)

20%

(13%)

46%

(25%)

30%

(11%)

19%

(11%)

Rate of screen-outs 88% 72% 85% 80% 54% 70% 81%

Rate of drop-outs 9% 17% 11% 17% 29% 13% 29%

Important places for 

drop-out
After reading Intro site (mainly) and after reading questions S4 

Rate of re-entered and 

completed 

(Base: completed 

interviews)

11% 6% 8% 7% 8% 6% 7%

Length of interviews 

(median)
25 minutes

SwedenIreland HungaryGermany Poland ItalySpain
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 PHASE 1: QUANTITATIVE RESEARCH PROFILE 

2.21 Our research design sought to capture investors across a range of social and demographic groups 

with differing levels of financial experience, attitude and sophistication. In order to determine their 

level of financial sophistication, respondents were asked to choose which of the following statements 

best described their own attitude towards financial products: 

ü I have a very good knowledge and understanding of investment  products and services and I 
like to make my own choices about financial products and services (Level = High) 

ü I have a reasonable knowledge of investment products and services and consider the advice 
of financial advisors when choosing an investment product to suit my personal circumstances 
(Level = Medium) 

ü Financial issues are best left to the experts ï I generally rely on the advice of financial 
advisors, friends or relatives about which investment products and services are best for me 
(Level = Low) 

2.22 The table below summarises the sampleôs engagement with investments. The figures in bold 

indicate a difference from the total which is statistically significant (as is the case throughout the 

report). 

Table 2.1: Phase 1 respondent profile ï engagement with investments 

 

  Column percentages  

  Member State Financial 
sophistication 

 Total D IRL S E I H PL High Med Low 

 % % % % % % % % % % % 

UCITS Experience            

Past purchaser (last 
5 years) 

82 92 68 95 78 79 82 78 90 81 77 

Future purchaser 
(next 6 months) 

18 8 32 5 22 21 18 22 10 19 23 

Attitude towards 
risk 

           

Secure 15 15 12 12 17 16 23 7 8 12 24 

Cautious 43 50 48 32 58 47 35 31 34 47 41 

Balanced 33 26 33 40 18 28 34 48 38 33 27 

Adventurous 7 6 5 10 5 6 5 12 17 6 3 

Financial 
sophistication 

           

High 18 20 17 28 16 22 8 14 100 - - 

Medium 56 59 64 40 65 58 41 63 - 100 - 

Low 23 19 18 24 18 17 45 21 - - 100 

            

Base: All 3668 526 532 531 495 508 541 535 651 2043 860 

2.23 The table below shows the demographic differences between respondents at this phase.  



EUROPEAN COMMISSION  UCITS DISCLOSURE TESTING 
 

 
 Thoughtful and Creative Research 24 

 

Table 2.2: Phase 1 respondent profile ï demographics   

 

  Column percentages  

  Member State UCITS Experience 

 Total D IRL S E I H PL High Med Low 

 % % % % % % % % % % % 

Gender            

Male 58 68 50 54 66 56 46 65 72 58 47 

Female 42 32 50 46 34 44 54 35 28 42 53 

Age            

Under 35 35 29 39 21 36 33 38 49 33 35 37 

35-49 35 33 41 29 45 40 30 25 33 35 35 

50--64 24 22 17 34 17 26 29 22 24 23 24 

65+ 7 16 2 16 3 2 4 4 10 7 4 

Highest educational 
attainment 

           

Degree level or above 57 46 64 54 60 35 67 70 62 57 53 

Medium level 

(Professional / technical / A levels) 

34 46 30 33 33 54 29 17 29 34 38 

No formal education 5 6 3 6 3 7 0 9 4 5 5 

(incl. GCSEs only)            

Base: All 3668 526 532 531 495 508 541 535 651 2043 860 

 

  PHASE 1: QUALITATIVE RESEARCH PROFILE 

2.24 The investors and potential investors included in the qualitative stage were drawn from those who 

had participated in the quantitative work. They were selected by Member State, whether they had 

already invested and how well they had interpreted the charges and risk variants they were shown 

during the online survey (since these were the key areas of focus in the qualitative work).  A 

reasonably even spread was achieved as shown in Table 2.3: 



EUROPEAN COMMISSION  UCITS DISCLOSURE TESTING 
 

 
 Thoughtful and Creative Research 25 

 

Table 2.3: Phase 1 respondent profile ï qualitative  

 

Total 
Current 
investor 

Future 
investor 

Group 1 
Charges 
Correct 

Group 1 
Charges 

Incorrect 

Group 2  
Scored 
well on 

risk 

Group 2 
Did not 

score well 
on risk 

Germany 16 9 7 2 2 6 6 

Ireland 15 8 7 2 2 5 6 

Sweden 15 13 2 2 2 6 5 

Spain 15 8 7 2 2 5 6 

Italy 15 8 7 2 2 5 6 

Hungary 16 9 7 2 3 6 5 

Poland 15 10 5 2 2 5 6 

Total 107 65 42 14 15 38 40 

 

 Phase 2 overview 

2.25 Building on the findings from Phase 1, two KII variants were produced for testing at Phase 2. The 

diagram below briefly explains the different approach taken to displaying information in each of the 

two variants.  

Table 2.4: Composition of variants for Phase 2 testing 

 Variant 1 

(Document 1A , 1B and 
1C) 

Variant 2 

(Document 2A, 2B and 2C) 

Strategy and Objectives Narrative description 
 

Risk and Reward Profile Narrative description Synthetic indication  
(and explanation of how to 

interpret) 

Past Performance Bar chart (5 years of past 
performance data) 

Bar chart (10 years of past 
performance data) 

Charges Table of core charges Table of core charges and 
illustration of charges incurred 

under some scenarios (illustration 
of charges excluded from 

structured fund document 2C) 

Additional Information Text description of fund details and references for finding out 
further information  

Performance Scenarios 
(structured funds only) 

Line graphs showing 4 
possible scenarios. 

Table showing 4 possible 
scenarios and associated fund 

share prices at maturity. 

2.26 A total of six mocked-up KII documents, covering three different UCITS funds in the two different 

variants, were tested (detailed in the table below).  The references used for the three funds are 

derived from the UCITS fund being shown (A, B, C) and the document variant being used (1 and 2). 

Due to time constraints the consumer quantitative stage did not cover the structured fund documents 

(1C and 2C). 
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Table 2.5: Documents tested at Phase 2 

Research Stage Documents tested 

 ABC Emerging 

Markets Fund 

(Higher risk/higher 

potential reward) 

ABC Absolute 

Return Fund 

(Lower risk/lower 

potential reward) 

ABC Capital 

Protected 

Structured Fund 

(Complex risk and 

reward profile) 

Consumer quantitative 1A, 2A 1B, 2B - 

Consumer qualitative 1A, 2A 1B, 2B 1C, 2C 

Intermediary qualitative 1A, 2A 1B, 2B 1C, 2C 

2.27 It was also recognised that financial information of this nature is a complex area for many consumers 

and thorough testing of all the documents with each individual respondent was not going to be 

feasible. 

2.28 To address timing and engagement issues respondents in the consumer quantitative interviews and 

the consumer qualitative teledepth interviews were divided into two groups.  Quantitative 

respondents saw 2 documents only, whereas the qualitative respondents saw 4 documents. 

However, consumers in the focus groups were tested on all 6 documents as the group format 

allowed more time.   

2.29 Intermediaries were also split into two groups and tested on 4 documents due to time constraints. 

Table 2.6: Documents viewed by each audience 

Consumer 

quantitative stage 

Consumer qualitative 

teledepths 

Consumer 

qualitative 

focus groups 

Intermediary qualitative 

teledepths 

Group 1 Group 2 Group 1 Group 2 All 

respondents 

Group 1 Group 2 

1A, 1B 2A, 2B 1A, 2A, 

1C, 2C 

1B, 2B, 

1C, 2C 

1A, 1B, 2A, 2B, 

1C, 2C 

1A, 2A, 

1C, 2C 

1B, 2B, 1C, 

2C 

2.30 As can be seen respondents in the consumer quantitative stage were tested on two documents 

which described different funds using the same format, whilst respondents in the consumer 

qualitative teledepth stage were tested on two documents which described the same fund using 

different formats.  At the analysis stage comparison of responses were made within each group and 

between each group (as demonstrated by the chart below). 
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Figure 2.3: Comparisons drawn for analysis 

Format 1
275 Respondents 

per country

Fund type A
275 Respondents 

per country

Fund type B
275 Respondents 

per country

Format 2 
275 Respondents 

per country

Fund type A
275 Respondents 

per country

Fund type B
275 Respondents 

per country

Comparison points

Sample Structure for Phase 2 quantitative stage
4 documents to be mocked up

 

 PHASE 2: QUANTITATIVE FIELDWORK 

2.31 Quantitative fieldwork for the phase 2 main stage was carried out between 12 March and 31 March 

2009. The table below summarises the interviews achieved per country and the overall response 

rate as well as the detail of screen-out and drop-out rates. 
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Figure 2.4: Phase 2: Quantitative main stage incidence rates 

Phase 2 Quantitative main stage incidence rates 

Number of completes n=559 n=552 n=533 n=567 n=553 n=547 n=582

Response rate 32% 43% 31% 55% 38% 37% 25%

Incidence

(no. of completes / (no. 

of completes plus no. of 

drop-outs plus no. of 

screen-outs))

(estimated incidence as 

described in the tender)

15%

(18%)

36%

(25%)

18%

(15%)

26%

(13%)

55%

(25%)

34%

(11%)

27%

(11%)

Rate of screen-outs 85% 64% 82% 74% 45% 66% 73%

Rate of drop-outs 62% 48% 42% 59% 56% 43% 75%

Important places for 

drop-out
After reading first mock-up site (mainly) and after Intro site

Length of interviews 

(median)
27 minutes

Ireland Germany Spain SwedenPoland Italy Hungary

 

 PHASE 2: QUANTITATIVE RESEARCH PROFILE 

2.32 As with phase 1, the research design for phase 2 sought to capture investors across a range of 

social and demographic groups with differing levels of engagement and financial sophistication. The 

table below summarises the sample profile. 
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Table 2.7: Phase 2 respondent profile ï engagement with investments 

  Column percentages 

  Member State UCITS Experience 

 Total D IRL S E I H PL Past Future 

 % % % % % % % % % % 

UCITS Experience           

Past purchaser (last 5 years) 85 95 71 97 78 88 86 83 100 - 

Future purchaser (next 6 
months) 

15 5 29 3 22 12 14 17 - 100 

Attitude towards risk           

Secure 15 18 14 9 18 21 18 9 15 16 

Cautious 44 47 48 33 53 49 42 40 44 49 

Balanced 30 25 31 40 20 23 30 41 30 28 

Adventurous 8 8 5 15 5 5 8 10 9 4 

Financial sophistication           

High 20 21 18 30 23 25 12 14 21 13 

Medium 56 56 66 40 63 58 48 61 55 59 

Low 21 21 16 23 13 15 38 22 21 25 

           

Base: All 3893 552 559 553 533 547 582 567 3324 569 

2.33 In terms of financial acumen and UCITS experience: 

ü More research participants were past purchasers of UCITS funds than future purchasers, with 
a significantly higher proportion of potential investors in Germany, Ireland and Sweden than 
other markets. 

ü In general respondents tended to be cautious rather than secure in their attitude toward risk 
and balanced rather than adventurous.  That is, investors were willing to take on board some 
risk when purchasing funds.  Investors in Italy appeared more risk-averse than investors in 
other Member States, while Poland and Sweden had a higher proportion of risk-takers 

ü Respondents in Italy and Sweden were significantly more likely to identify themselves as 
having a high level of financial sophistication, a self-assessment slightly at odds with the 
results of the research in phase 2 also.  At the other extreme, Hungarian investors were 
significantly more likely to feel they had a low level of financial sophistication. Generally, 
investors across the Member States felt they had a medium level of financial sophistication. 

ü Methods of purchase were nearly evenly split between those who purchased financial 
instruments directly and those who used the services of an advisor.  Hungarian and Irish 
investors were significantly more likely to use an advisor, while those in Sweden were more 
likely to purchase direct.  Not surprisingly, those with a high level of financial sophistication 
were significantly more likely to purchase direct while those with a self-assessed low level 
tended to purchase via an advisor. 
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2.34 In terms of demographics: 

ü Research respondents were primarily well educated and had household incomes of up to 
80,000 Euros per annum.    

ü Investors appear to be well-educated with over half holding at least a degree.  Hungary, Spain 
and Poland had the highest proportion of degree holders, while the majority of Italian investors 
were educated to school-leaving level. 

2.35 The table below shows the key socio-demographic differences between respondents.  The figures in 

bold indicate a difference from the total which is statistically significant (as is the case throughout the 

report). 

Table 2.8: Phase 2 respondent profile ï key socio-demographics 

  Column percentages 

  Member State UCITS 
Experience 

 Total D IRL S E I H PL Past Future 

 % % % % % % % % % % 

Household Income           

Up to 39,999 Euro 40 28 22 24 47 38 50 71 39 47 

40,000-79,999 Euro 35 44 46 48 36 41 28 7 36 33 

80,000+ Euro 11 17 23 16 5 7 8 2 12 10 

Prefer not to answer 13 11 9 12 12 14 14 20 14 9 

Marital status           

Married 53 61 49 42 48 60 51 56 55 42 

Living as married 17 16 18 31 14 12 23 8 17 19 

Single ï never married 21 14 24 15 32 20 13 26 19 31 

Single ï divorced 4 4 2 5 3 3 5 5 4 3 

Single ï Separated 2 1 3 3 2 2 3 1 2 2 

Single ï Widowed 1 2 1 - - 1 1 1 1 1 

Prefer not to answer 2 1 2 4 1 2 3 3 2 2 

Highest educational attainment           

Degree level or above 54 47 53 48 60 39 66 62 54 50 

A professional or technical 
qualification 

17 31 26 16 17 6 3 19 16 19 

Qualification gained on leaving school 25 20 17 29 17 48 27 17 25 24 

No formal qualifications 3 1 3 4 4 5 1 - 2 3 

           

Base: All 3893 552 559 553 533 547 582 567 3324 569 

2.36 In terms of age and gender, those who already had a UCITS investment were more likely to be male 

and older.  The majority of respondents in Ireland were under 35 (54%) whilst Germany had a 

particularly high proportion of respondents aged over 65 (13% vs. 4% average). 
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Table 2.9: Phase 2 respondent profile ï wider demographics 

  Column percentages 

  Member State UCITS 
Experience 

 Total D IRL S E I H PL Past Future 

 % % % % % % % % % % 

Gender           

Male 59 68 51 64 57 61 53 60 60 54 

Female 41 32 49 36 43 39 47 40 40 46 

Age           

Under 35 38 24 54 27 42 25 43 50 35 58 

35 ï 49  35 32 33 33 44 41 32 31 36 29 

50 ï 64  23 31 12 36 13 29 23 18 25 12 

65+ 4 13 1 3 2 4 2 2 4 1 

           

Base: All 3893 552 559 553 533 547 582 567 3324 569 

2.37 Throughout the report, where figures are used in the text to illustrate differences between different 

groups of respondents (for example by financial sophistication or income) the differences in question 

are always statistically significant to a 95% confidence level.  

 PHASE 2: QUALITATIVE RESEARCH OVERVIEW 

2.38 Phase 2 of the research included a substantial element of qualitative research in order to explore 

understanding and perceptions of the documents in greater depth. Qualitative research is an 

established research technique usually based on relatively small samples that are chosen to reflect 

the range of attitudes and/or behaviour in a given population.  Qualitative research findings do not 

allow statistical estimates to be made but do provide rich contextual evidence as to why attitudes are 

held. 

2.39 Two different qualitative methodologies were used; telephone depth interviews with individual 

consumers and financial intermediaries; and face-to-face focus groups with small groups of 

consumers. 

2.40 Following the phase 1 testing some concerns were expressed as to whether an online research 

methodology was sufficient to reach the ñaverageò retail investor/consumer and whether testing 

should also include a broader group of potential investors, i.e. not restricted to those who intend to 

invest in the next 6 months. 

2.41 As a result the phase 2 qualitative stage specifically included a new group of consumers we called 

non-experienced potential investors.  These were people who were not members of an online 

research panel and who do not have any UCITS products, have no immediate plan for investing but 

who may make an investment in the next 4 years, i.e. attitudinally they are not averse to the idea of 

investing.  
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 CONSUMER TELEPHONE DEPTH INTERVIEWS 

2.42 A total of 105 telephone depth interviews (15 in each of the seven Member States) were conducted 

with consumers.  Each interview lasted around 30 minutes.  Respondents were sent four UCITS 

documents (either 1A, 2A, 1C, 2C or 1B, 2B, 1C, 2C) around a week prior to the interview and 

encouraged to read them before the interview appointment.  The table below shows how the 

consumer depth interviews were structured in each Member State. 

Table 2.10: Sample structure for consumer depth interviews 

 Past 
purchaser 
of UCITS 
(recruited 

from 
quantitative 

stage) 

Future 
purchaser of 

UCITS 
(recruited 

from 
quantitative 

stage) 

Non-experienced 
potential 

purchaser of 
UCITS (free-

found, i.e. not 
recruited from 

quantitative 
stage or any 
online panel) 

Demographics Total 

Interviews per 

Member State 

5 5 5 

Spread of 

gender, age 

and financial 

sophistication 

15 

Total interviews 

across the 

seven Member 

States 

35 35 35 105 

2.43 Past purchasers and future purchasers were recruited from those who had previously completed the 

quantitative online survey and had given their permission to be recontacted for other research.  The 

non-experienced potential purchasers were ñfree-foundò by IFF using a Random Digit Dialling (RDD) 

sample. 

2.44 All interviews were conducted by IFF using native speakers of each language, 

  

 CONSUMER FOCUS GROUPS 

2.45 A total of 28 focus groups with consumers (four in each of the seven Member States) were 

conducted by sub-contracted local qualitative agencies. The groups had five to eight participants and 

all the group participants were ñfree-foundò from the general population i.e. no use of online panels, 

so as to include the widest range of participants. The table below shows the construction of the four 

groups in each Member State. 
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Table 2.11: Sample structure for consumer focus groups 

Type of 
respondent 

Definition Demographics Number of 
focus groups 

Existing 
investors 

People who have purchased a UCITS 
product in the last 4 years 

Spread of age, 
gender and financial 

sophistication 

1 

Potential 
investors 

People who are looking to purchase a 
UCITS product in the next 6 months 

1 

Non-
experienced 

potential 
investors 

People who do not have any UCITS 
products but who may make an 
investment in the next 4 years, i.e. 
attitudinally they are not averse to the 
idea of investing 

2 

 

2.46 Participants in the focus groups were led by a briefed and experienced moderator. The moderator 

gave the participants the documents one at a time and asked them to go over the document ñas they 

would at homeò. Participants were encouraged to discuss and make comments on what they 

understood, did not understand or, in some cases, did not choose to read. 

2.47 For each pair of documents, e.g. the two documents describing the Emerging Market Fund, the 

following process was followed.  The first document was handed out to participants and they were 

given time to read them. The document was then discussed section by section before being 

collected back from the participants. The second document was then handed out and the review 

process completed. Finally, the first document was returned to the participants and they were asked 

to compare both documents them side by side. This process was repeated for all three funds (only 

the experienced investors reviewed the more structured fund described in documents 1C and 2C) 

2.48 To ensure the quality of this sub-contracted work all the local agencies used were members of 

ESOMAR (the world organisation for enabling better research into markets, consumers and 

societies) and representatives of YouGov and IFF attended each focus group in person with a 

simultaneous translation into English if required. All groups were video and audio recorded and 

transcripts produced. 

 INTERMEDIARY TELEPHONE DEPTH INTERVIEWS 

2.49 Although the proposed new documents are primarily aimed at consumers it is a fact that the majority 

of UCITS investments across Europe are bought via some type of financial intermediary, e.g. a 

financial adviser.  These intermediaries will typically advise their clients as to which funds to invest in 

taking account of their investment objectives and their risk tolerance, i.e. what level of risk the client 

is prepared to take in order to increase potential rewards.  It is hoped that the new documents will be 

used by intermediaries to explain the key features of the fund and to ensure that their clients 

understand what they are buying. 

2.50 Therefore the attitudes and perceptions of intermediaries are very important in the UCITS market 

and the research needed to understand how intermediaries react to the proposed documents, 

whether they have any issues regarding content and crucially whether they would use the 

documents with their clients and if so how they would use them.  
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2.51 A total of 70 telephone depth interviews (10 per Member State) were conducted amongst financial 

intermediaries.  The sample for this stage of research was supplied via the Commission/CESR from 

financial regulators and trade associations within each Member State.  The intermediary contacts 

supplied included banks, distributors, IFAs, management companies and insurance intermediaries. 

2.52 Intermediaries were emailed four documents (1A, 2A, 1C, 2C or 1B, 2B, 1C, 2C) to read before the 

telephone depth was conducted.  

2.53 All interviews were conducted by IFF using native speakers of each language, 
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3 Phase 1 summary of key findings 

3.1 This report focuses on findings from Phase 2 but before we look in detail at these findings, this 

chapter briefly summarises the Phase 1 findings to explain how the documents tested at Phase 2 

were arrived at. The chapter looks at the findings for the treatments of each of the individual 

disclosure elements in turn.  

 Strategy & Objectives 

3.2 Only one (narrative) treatment of the strategy and objectives disclosure element was tested and the 

key findings were: 

ü Overall, around three-quarters (73%) of respondents found the objectives section very (14%) 
or fairly (59%) clear.  74% thought the description of strategy was very (10%) or fairly clear 
(64%). 

ü In terms of things respondents found difficult to understand the most common request was for 
a general simplification of the language used and an avoidance of or a definition of the 
financial terms used.  This makes a case for reviewing the language used in the variant to 
make it as simple as possible. 

ü Testing actual understanding of the key messages from the strategy and objectives variant 
showed a number which were understood by only a minority: 

o The fund may invest in all types of bonds (False: 41% correct). 

o Because the fund invests in bonds 40% of my capital is protected whatever happens 
(False: 30% correct). 

ü While increasing the length of this section of the document may be counter-productive, there is 
evidence of a misunderstanding of how common investment products work in terms of capital 
protection and it would be worth considering the inclusion of some form of simple health 
warning somewhere in the KII document. 

 Risk 

3.3 The two key approaches to the treatment of risk that were tested were a narrative/text-based 

approach and a synthetic indicator scale. The key findings for this element were: 

ü There was no difference in the perceived clarity of the text approach and synthetic indicator 
approach. 

ü The indicator tended to lead to a more ñbullishò view of the potential rewards available. 

ü Understanding of the risk/reward potential of the fund was very similar across both 
approaches. 

ü A significant proportion of investors interpret ñClass 1ò funds using the indicator as providing a 
guarantee of some kind. 

ü The synthetic indicator was consistently preferred to text approach across a range of factors, 
in particular in being easier to use to compare between different funds.  However, there was 
little difference between the approaches in actually being able to compare between two 
different funds. 

ü Respondents were more confident in their ability to compare funds using the synthetic 
indicator approach. However, If reality meant that the vast majority of funds achieved a rating 
somewhere in the middle of the scale then some of this value would be lost. 

ü The qualitative research shows that investors were divided between those who want 
information to be as simple as possible and those who wanted more info.  Whilst most felt the 
synthetic indicator was a simplified way of showing risk/reward some felt that it over simplified 
the issue. 



EUROPEAN COMMISSION  UCITS DISCLOSURE TESTING 
 

 
 Thoughtful and Creative Research 36 

 

 Past Performance 

3.4 For past performance, both variants tested used a bar chart to show fund growth over time (and for 

one of the funds discussed, this performance was shown against that of a benchmark index ï the 

MSCI-EM). One variant showed performance over 5 years and the other over 10 years. They key 

findings were: 

ü Overall levels of clarity are similar between the 5-year and 10-year past performance 
examples with 81% in each group stating that the display of the fundôs past performance was 
clear to them. 

ü However, levels of understanding were low and broadly similar for both the 5-year and 10-year 
examples with very few investors able to correctly answer all five true/false statements 
pertaining to the graph while over half provided incorrect answers to three or more statements. 

ü There was some difficulty in selecting the year(s) when the fund outperformed the MSCI EM 
although the majority could do so.  In particular, the year when both the fund and the MSCI 
EM performed negatively was difficult for respondents to assess. 

ü Generally, investors felt that past performance information was most useful displayed over a 
period longer than 5-years with many feeling that the 10-year period worked well 

ü In terms of the ability to correctly compare funds there was little difference between the 5-year 
and 10-year variants although this ability was slightly higher for the 10-year variants.   

ü In the case of both variants some difficulties were evident in the ability to compare 
performance between funds which may be due to the different scales on the axes.  In some 
cases respondents appeared to be simply picking the longer bar. While it is difficult to 
harmonise the scales across all funds due to differing levels of growth, some further 
clarification was required to avoid misinterpretation in comparing funds, e.g. data labels on 
graphs; 

ü The majority of respondents understood the purpose of including the MSCI EM viewing it 
either as a comparison or as a benchmark. 

 Charges 

3.5 The charges elements tested all included a core table of charges. The first variant consisted of this 

alone, the other two included an illustration of charges (one in a text-based form and one in a table-

based form). The key findings were: 

ü In terms of clarity the text variants get slightly lower ratings compared to the other approaches 
tested 

ü All the approaches tested included some core information shown in a table and associated 
text.  Understanding of this core information was reasonably high.  However, understanding of 
whether entry charges are fixed and whether ongoing charges represented all charges paid 
during the year drew nearly equal numbers of respondents saying they were true or false.  
Investors showed better understanding in terms of the variation of ongoing fund charges and 
the impact of charges upon investment growth. 

ü In reviewing the purpose of including an illustration of charges section, the majority of 
investors understood that both the text and table variants show illustrations rather than fixed 
charges; however, there was a sizeable majority that believe the illustrations display maximum 
charges. 

ü Investors were asked to estimate the total amount of charges one would pay over a 5-year 
period if ú10,000 were invested in the fund shown in the variants.  The proportion of these 
calculating this incorrectly was similar across all three approaches. 

ü Confidence levels among investors reviewing the text or table comparisons were fairly similar.  
Over half in each group felt confident in their ability to distinguish between the variants. 
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ü Investors offered their thoughts on which variant was easier to understand: percentage figures 
or cash figures.  By a wide margin, cash figures were selected as easier to understand than 
percentage figures.  This preference was seen across Member States, attitudes to risk and 
financial sophistication. 

ü In the qualitative research respondents demonstrated a slightly better understanding of and 
expressed a clear preference for the illustration of charges in table format. 

 Performance Scenarios 

3.6 Three variants were tested for the display of performance scenario information in structured funds ï 

a tabular format showing probabilities of different scenarios, a graph-based approach showing how 

different scenarios could come about and a óback-testingô approach.  

ü In terms of perceived clarity the evidence strongly supported the use of a table for displaying 
information on performance scenarios.  

ü In terms of understanding, the graph that was presented displaying back testing data was 
often misunderstood and did not appear to facilitate consumer comprehension.  

ü Levels of understanding of the table-based and graph-based approach to showing scenarios 
were similar but findings from the qualitative element suggested that the table-based approach 
was slightly more popular. However, engagement with this approach could be enhanced if it 
could be made slightly more visual (for instance some consumers suggested presenting the 
probabilities in the form of a pie-chart).  
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4 Strategy and Objectives 

4.1 Only one approach to displaying the strategy and objective information was tested, although the 

exact content of this section varied between funds.  In addition, the section in the documents 

showing the Absolute Return Fund (1B and 2B) differed very slightly in layout from each other and 

document 2B included one additional phrase: ñThe fund manager may make frequent changes to the 

portfolioò.  

4.2 The purpose of testing the strategy and objectives section in phase 2 was therefore not to indicate 

which of two formats would work better but to test consumer understanding of the information and to 

provide indications as to how to hone it further (while at the same time checking that the presentation 

used for other elements of disclosure later in the documents did not influence the comprehension of 

the strategy and objectives section either positively or negatively).  

 

 

 

 

  

  

 Overall comparison of strategy and objectives 

4.3 The online quantitative interviews asked respondents to choose which of the funds described in the 

two documents they were assessing (two funds in the same format) were best described by three 

statements regarding strategy and objectives. 

Strategy and Objectives: Key findings 

The narrative approach to displaying information in both variants appeared to work 
reasonably well.  

The differing approaches taken to the presentation of other elements of the funds in 
each variant did not seem to impact on consumersô understanding of the overall 
strategy and objectives of the fund.  

It will be important to keep the text used here as simple as possible as 
unfamiliar/technical terms have the potential to confuse investors. 
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Figure 4.1: Overall comparison, Strategy and Objectives 
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4.4 As shown on the chart above, investors from both groups correctly identified that the Emerging 

Markets Fund is:  

ü The more suitable for someone looking to make a longer term investment 

ü Aiming to beat the performance of an index 

ü Going to invest a proportion of the fund in shares of emerging markets 

4.5 There was no significant difference in the proportion of each group correctly answering the latter two 

statements (those dealing specifically with strategy and objectives), indicating that the information 

was as easy to understand in both formats of the document relating to the same fund: this was to be 

expected given that the strategy and objectives are presented the same in both formats. 

4.6 Tables 4.1 and 4.2 show the proportions of each group correctly and incorrectly identifying which 

fund would best be described by the statements by Member State and investment experience. 
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Table 4.1: Overall comparison, Strategy and Objectives (Variant 1: Documents 1A & 1B)  

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

Is the most suitable 
for someone looking 
to make a longer 
term investment  

Correct 
(Doc 1A) 

50 44 56 42 50 43 60 57 50 49 

Incorrect 
(Doc 1B) 

23 25 27 18 24 29 19 21 23 26 

Aims to beat the 
performance of an 
index 

Correct 
(Doc 1A) 

49 45 63 50 45 41 43 54 49 47 

Incorrect 
(Doc 1B) 

19 20 17 13 25 22 15 22 18 23 

Invests a proportion 
of the fund in shares 
of emerging markets 

Correct 
(Doc 1A) 

69 77 68 59 62 66 75 72 69 64 

Incorrect 
(Doc 1B) 

10 6 14 5 16 13 7 9 9 15 

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 

 

4.7 For those looking at the first format, consumers in Hungary (60%) and Poland (57%) were most likely 

to correctly identify that the Emerging Markets Fund (Document 1A) was the most suitable for 

someone looking to make a longer term investment, whilst those from Germany (44%), Italy (43%) 

and Sweden (42%) were less likely than average to do so.  Ireland (63%) and Poland (54%) were 

more likely than average to know that the Emerging Markets Fund aimed to beat the performance of 

an index whilst Hungary (43%) and Italy (41%) were less likely to.  Germany (77%) and Hungary 

(75%) were more likely to know that the Emerging Markets Fund invests a proportion of the fund in 

shares of emerging market funds whilst Spain (62%) and Sweden (59%) were less likely to.  

4.8 In terms of UCITS experience, those who already had investments were less likely to choose the 

incorrect fund for investing in emerging markets and beating the performance of an index. 

4.9 Looking at Table 4.2 below, the pattern is similar for those looking at variant 2.  Consumers in 

Hungary (54%) and Poland (49%) were most likely to correctly identify that the Emerging Markets 

Fund (Document 2A) was the most suitable for someone looking to make a longer term investment, 

whilst those from Sweden (36%) and Germany (32%) were less likely than average to do so.  Poland 

(60%) and Sweden (57%) were more likely than average to know that the Emerging Markets Fund 

aimed to beat the performance of an index whilst Spain (42%) was less likely to.  Germany (79%) 

and Hungary (78%) were more likely to know that the Emerging Markets Fund invests a proportion of 

the fund in shares of emerging market funds whilst Sweden (63%) and Spain (58%) were less likely 

to.  

4.10 In terms of UCITS experience, those with investments were more likely to have correctly identified 

the Emerging Markets Fund as investing in emerging markets (70% vs. 59% without UCITS funds). 
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Table 4.2: Overall comparison, Strategy and Objectives (Variant 2: Documents 2A & 2B)  

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

Is the most suitable 
for someone looking 
to make a longer 
term investment  

Correct 
(Doc 2A) 

43 32 46 36 44 43 54 49 43 43 

Incorrect 
(Doc 2B) 

32 39 32 34 30 31 23 31 32 32 

Aims to beat the 
performance of an 
index 

Correct 
(Doc 2A) 

51 50 52 57 42 46 51 60 52 47 

Incorrect 
(Doc 2B) 

16 16 19 10 26 15 10 17 16 20 

Invests a proportion 
of the fund in shares 
of emerging markets 

Correct 
(Doc 2A) 

69 79 65 63 58 68 78 70 70 59 

Incorrect 
(Doc 2B) 

11 4 17 8 19 9 4 14 10 16 

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 

  

 Understanding of objectives and investment strategy  

 EMERGING MARKETS FUND 

4.11 Phase two of the research focused on investor understanding of the complete documents rather than 

on perceived clarity as the ultimate aim of amending the way the information is presented is to 

optimise understanding rather than increasing how clear investors feel the information to be. 

4.12 Respondents were asked to respond to a series of true/false statements to test their understanding 

of the documents and funds outlined within them. 
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Figure 4.2: Understanding of investment strategy, ABC Emerging Markets Fund 
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4.13 As the chart above shows, there is broad consistency and no significant differences in the results 

across the two variants for the Emerging Markets Fund. 

4.14 Two thirds of investors in both groups accurately identified that óthe fund aims to achieve steadier 

returns than the MSCI-EMô (67% for both groups) and that óThe majority of the fundôs assets must be 

invested in stocks but the remaining part may be invested in bondsô (69% for each groups).  

Majorities of investors in both groups also understood that óthe fund can invest in bonds from any 

countryô (51% for both groups) and correctly identified as false that ó óthe fund will always do better 

than the performance of the MSCI-EMô (Group one 54%, Group two 51%). 

4.15 The statement óthe fund may invest in all types of bondsô caused most confusion.  Only 35% from 

within each group managed to accurately identify this statement as false, whilst almost half felt it was 

true (1A: 48% vs. 2A: 47%). Understanding was also mixed for the statement óbecause the fund 

invests in bonds, 40% of my capital is protected whatever happensô. This was also an issue at Phase 

1. While to some extent this betrays a misunderstanding among a reasonable proportion of investors 

about the mechanics of investment and the KII can not be viewed as a tool for investor education to 

any great degree, there does seem to be a case for some form of basic óhealth warningô that an 

investment is not guaranteed. 

4.16 Tables 4.3 to 4.4 below show responses at a country level and by UCITS experience.  Significant 

differences from the total figure are shown in bold.  
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Table 4.3: Understanding of investment strategy, Emerging Markets Fund (Document 1A) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

The fund aims to 
achieve steadier 
returns than the 
MSCI-EM (TRUE) 

Correct 67 66 73 62 67 68 64 68 67 66 

Incorrect 17 17 13 12 15 18 24 16 16 18 

The fund will always 
do better than the 
performance of the 
MSCI-EM (FALSE) 

Correct 54 51 59 53 43 53 62 54 55 48 

Incorrect 24 22 24 18 34 29 21 22 23 30 

The fund may invest 
in all bond types 
(FALSE) 

Correct 35 32 31 26 39 42 55 20 36 35 

Incorrect 48 52 59 46 43 39 34 66 47 52 

The majority of the 
fundôs assets must 
be invested in stocks 
but the remaining 
part may be invested 
in bonds (TRUE) 

Correct 69 68 72 63 67 62 74 73 69 65 

Incorrect 17 17 14 12 21 22 16 14 16 19 

Because the fund 
invests in bonds 
40% of my capital is 
protected whatever 
happens (FALSE) 

Correct  41 47 48 41 32 41 43 34 42 33 

Incorrect 42 36 40 30 57 39 44 51 41 50 

100% of the fund 
may be invested in 
shares from 
emerging countries 
such as Brazil, 
Russia and China 
(TRUE) 

Correct  37 44 29 34 41 41 36 36 37 38 

Incorrect 49 45 58 43 45 47 56 51 50 48 

The fund can invest 
in bonds from any 
country (TRUE) 

Correct  51 50 63 60 55 34 43 50 51 49 

Incorrect 36 36 26 16 31 53 48 37 35 38 

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 

 



EUROPEAN COMMISSION  UCITS DISCLOSURE TESTING 
 

 
 Thoughtful and Creative Research 44 

 

Table 4.4: Understanding of investment strategy, Emerging Markets Fund (Document 2A) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

The fund aims to 
achieve steadier 
returns than the 
MSCI-EM (TRUE) 

Correct 67 71 72 62 62 66 68 69 68 65 

Incorrect 16 11 16 11 20 20 18 15 15 19 

The fund will always 
do better than the 
performance of the 
MSCI-EM (FALSE) 

Correct 51 49 62 52 37 45 58 53 51 51 

Incorrect 26 19 21 13 41 38 22 26 25 32 

The fund may invest 
in all types of bonds 
(FALSE) 

Correct 35 38 30 24 37 39 53 22 35 29 

Incorrect 47 40 58 50 42 42 35 60 46 52 

The majority of the 
fundôs assets must 
be invested in stocks 
but the remaining 
part may be invested 
in bonds (TRUE) 

Correct 69 65 69 67 62 70 76 75 70 63 

Incorrect 15 15 18 8 21 16 14 11 15 17 

Because the fund 
invests in bonds 
40% of my capital is 
protected whatever 
happens (FALSE) 

Correct  39 40 43 51 28 42 33 34 40 34 

Incorrect 44 41 44 19 55 41 52 53 42 51 

100% of the fund 
may be invested in 
shares from 
emerging countries 
such as Brazil, 
Russia and China 
(TRUE) 

Correct  34 47 29 33 36 31 30 33 35 30 

Incorrect 52 40 59 45 51 54 58 55 51 56 

The fund can invest 
in bonds from any 
country (TRUE) 

Correct  51 39 69 62 54 34 44 53 50 53 

Incorrect 33 42 23 14 29 51 46 30 33 33 

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 

4.17 In Hungary and Ireland investors understood the strategy and objectives best, scoring higher than 

the average across all countries on at least two statements in both groups.  Investors in Spain and 

Italy understood the objectives least. 

4.18 In terms of UCITS experience, those who already have investments were more likely than those 

without to correctly identify whether the following statements were true or false: 

ü óThe fund will always do better than the performance of the MSCI-EMô (1A: 55% past vs. 48% 
future) 

ü óBecause the fund invests in bonds 40% of my capital is protected whatever happensô (1A: 
42% past vs. 33% future) 

ü óThe fund may invest in all types of bondsô (2A: 35% past vs. 29% future) 

ü óThe majority of the fundôs assets must be invested in stocks but the remaining part may be 
invested in bondsô (2A: 70% past vs. 63% future) 
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Again this highlights some misunderstanding about the extent to which a return on investment is 

guaranteed that is particularly evident among inexperienced investors. Again this perhaps makes a 

case for the inclusion of a basic óhealth warningô in the KII.  

4.19 On average, respondents achieved 4 correct responses to the 7 statements asked in documents 1A 

and 2A.  Table 4.5 below summarises the number of correct responses achieved by investors. 

Table 4.5: Understanding of investment strategy, summary of correct responses (ABC 
Emerging Markets Fund) 

 Document 1A                 

(7 statements) 

Document 2A  

(7 statements) 

Mean number of correct responses  3.5 3.5 

No correct responses  9% 10% 

6 or more correct responses  12% 11% 

All correct responses  2% 2% 

Highest average of correct 

responses  

3.8 ï Ireland, Hungary 3.7 ï Ireland 

Lowest average of correct 

responses  

3.3 - Poland 3.2 ï Spain 

4.20 In both groups those with a high level of financial sophistication were more likely to achieve 6 or 

more correct responses (1A: 14% vs. 9% lower sophistication, 2A: 14% vs. 8%) as were those with 

an annual income of ú80,000 or more (1A: 17% vs. 9% with an income of less than ú80,000, 2A: 

17% vs. 8%). 

 ABSOLUTE RETURN FUND 

4.21 Having assessed investor understanding of the Emerging Markets Fundôs strategy and objectives, a 

further set of true/false statements was used to evaluate understanding of the strategy and 

objectives in the Absolute Return fund.  Group one were asked to answer seven statements about 

document 1B whilst group two answered six statements about document 2B (Figure 4.3). 
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Figure 4.3: Understanding of investment strategy, ABC Absolute Return Fund 
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4.22 As the chart above shows, there is broad consistency in the results across the two variants for the 

Absolute Return Fund.  However document 1B produced more correct results for óa range of 

financial techniques will be used to try to achieve the objectivesô (77% vs. 72% 2B) and for the type 

of investment (66% for óthe fund will only invest in equitiesô in 1B vs. 54% for óthe investments will all 

be of a similar typeô in 2B). This may reflect that fact that the narrative used lists equities as one of a 

range of types of investments (the text that appears is óthe fund will invest in a wide range of 

instruments, principally equities, equity options, convertible bonds, interest rates and well rated 

corporate credit, such as bonds and debt securities) hence it is perhaps easier to see that equities 

are only one of the types of investment that will be made while assessing whether or not the 

investments are of a similar type requires some more knowledge/interpretation of the data 

presented. 

4.23 At an overall level, the majority of consumers correctly identified whether the majority of statements 

were true or false.  However, for two statements only a minority of consumers put the correct 

response and more chose an incorrect response: 

ü óThe fund will benefit fully from any strong market growthô (1B: 40% correct vs. 43% incorrect, 
2B: 39% correct vs. 43% incorrect) 

ü óThe value of the fund will closely follow market trendsô (1B: 39% correct vs. 46% incorrect, 2B: 
40% correct vs. 43% incorrect) 
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Again this demonstrates that understanding of the operation of investments can be quite limited. 

While consumers were largely able to identify that the fund intends to lessen the effects of sharp 

rises and falls in value, they do not necessarily comprehend that this will mean they will not benefit 

fully from strong market growth. 

4.24 Tables 4.6 to 4.7 below show responses at a country level and by UCITS experience.  Significant 

differences from the total figure are shown in bold.  

Table 4.6: Understanding of investment strategy, Absolute Return Fund (Document 1B) 

 
 

 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

The fund intends to 
lessen the effects of 
sharp rises and falls 
in value (TRUE) 

Correct 71 77 73 64 67 71 72 70 71 68 

Incorrect 13 8 14 7 17 14 17 15 13 16 

The fund will only 
invest in equities 
(FALSE) 

Correct 66 70 62 64 59 70 76 61 68 59 

Incorrect 17 13 21 9 25 14 13 25 16 24 

The fund will benefit 
fully from any strong 
market growth 
(FALSE) 

Correct 40 47 38 39 32 36 50 36 40 38 

Incorrect 43 37 49 36 50 47 36 48 42 47 

The fund aims to 
achieve more than 
5% growth over a 
two year period 
(TRUE) 

Correct 72 78 76 67 70 65 75 72 73 67 

Incorrect 14 10 13 8 18 20 16 13 13 21 

After two years 
investment the fund 
aims to achieve a 
10% growth 
(FALSE) 

Correct  59 65 63 51 55 56 64 61 60 55 

Incorrect 22 17 24 18 28 28 25 17 21 30 

The value of the 
fund will closely 
follow market trends 
(FALSE) 

Correct  39 32 46 37 33 40 41 40 38 42 

Incorrect 46 53 43 37 48 45 49 44 46 45 

A range of financial 
techniques will be 
used to achieve the 
objectives (TRUE) 

Correct  77 83 81 70 72 75 81 80 78 76 

Incorrect 8 6 9 4 12 11 9 7 8 11 

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 



EUROPEAN COMMISSION  UCITS DISCLOSURE TESTING 
 

 
 Thoughtful and Creative Research 48 

 

Table 4.7: Understanding of investment strategy, Absolute Return Fund (Document 2B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

The fund intends to 
lessen the effects of 
sharp rises and falls 
in value (TRUE) 

Correct 73 81 73 71 72 71 71 71 74 68 

Incorrect 12 5 16 7 12 11 17 13 11 16 

The investments will 
all be of a similar 
type (FALSE) 

Correct 54 64 51 44 37 67 72 42 55 48 

Incorrect 28 14 35 28 46 16 13 42 27 34 

The fund will benefit 
fully from any strong 
market growth 
(FALSE) 

Correct 39 47 41 40 27 36 45 40 40 36 

Incorrect 43 37 45 33 55 47 39 42 42 45 

The fund aims to 
achieve more than 
5% growth over a 
two year period 
(TRUE) 

Correct 72 74 73 68 71 72 75 74 73 71 

Incorrect 14 13 16 11 15 15 14 13 14 15 

The value of the 
fund will closely 
follow market trends 
(FALSE) 

Correct  40 35 41 35 56 41 35 38 40 38 

Incorrect 43 50 45 37 27 45 50 45 42 45 

A range of financial 
techniques will be 
used to achieve the 
objectives (TRUE) 

Correct  72 80 78 70 42 75 78 79 72 69 

Incorrect 14 5 11 8 42 10 11 9 13 15 

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 

 

4.25 In Germany and Hungary investors understood the strategy and objectives best, scoring higher than 

the average across all countries on at least two statements in both groups.  Investors in Spain 

understood the objectives least. 

4.26 In terms of UCITS experience, those who already have investments were more likely than those 

without to correctly identify whether the following statements were true or false: 

ü óThe fund will only invest in equities (1B: 68% past vs. 59% future) / The investments will all be 
of a similar typeô (2B: 55% past vs. 48% future) 

ü óThe fund intends to lessen the effect of sharp rises and falls in valueô (2B: 74% past vs. 68% 
future) 

Hence again these statements that rely on some understanding of the operation of investments are 

less well understood by those with more limited exposure.  

4.27 On average, respondents achieved 4 correct responses to the 7 statements asked in documents 1B 

and 4 correct responses to the 6 statements asked in document 2B.  Table 4.8 below summarises 

the number of correct responses achieved by investors. 
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Table 4.8: Understanding of investment strategy, summary of correct responses (ABC 
Absolute Return Fund) 

 

 Document 1B                 

(7 statements) 

Document 2B                 

(6 statements) 

Mean number of correct 

responses  

4.2 3.5 

No correct responses  10% 11% 

6 or more correct responses ï 1B 

5 or more correct responses ï 2B 

32% 32% 

All correct responses  16% 14% 

Highest average of correct 

responses  

4.6 ï Hungary 3.8 ï Germany, 

Hungary 

Lowest average of correct 

responses  

3.9 ï Spain, Sweden 3.0 ï Spain 

4.28 Those with a high level of financial sophistication were more likely to achieve all correct responses 

for document 1B (20% vs. 15% lower sophistication) whilst those with an annual income of ú80,000 

or more were more likely to achieve all correct responses for document 2B (24% vs. 13% with an 

income of less than ú80,000). 

 Assessment of understanding of strategy and objectives amongst those with 

a high number of donôt know responses to these statements 

4.29 Throughout the statements testing understanding of the strategy and objectives there was a 

relatively consistent proportion of respondents (approximately between 15%-20%) who answered 

ñdonôt knowò.  These investors are obviously struggling to understand (or failing to engage with) 

particular aspects of the strategy and objectives as described within the documents and it is 

important to assess what those who had a high proportion of donôt know responses to the statements 

actually did understand. 

4.30 Respondents in group 1 of the sample saw two documents in the same presentation variant 1A 

(Emerging Markets Fund) and 1B (Absolute Return Fund) and were asked a total of 14 strategy and 

objective statements about the two documents.  To define the respondents who appear to be 

consistently struggling we used a cut-off of 5 or more donôt know responses to the 14 statements.  Of 

the 1935 group 1 respondents a total of 260 (13%) fell into this ñstrugglingò definition.  Meaningful 

sub-group analysis of these respondents, e.g. by Member State or UCITS experience, is not 

generally possible due to the low base sizes. 

4.31 Of the 7 statements asked about document 1A, the highest proportion of correct answers was 17% 

for the statement ñ100% of the fund may be invested in shares from emerging countries such as 
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Brazil, Russia and Chinaò (which is a statement lifted almost entirely from the text of the strategy and 

objectives variant).  The level of donôt knows to each of these 7 statements ranged from 71% to 81%.  

4.32 The highest proportion of correct answers in document 1B was 16% for the statement ñA range of 

financial techniques will be used to try to achieve the objectivesò.  The level of donôt knows to each of 

these 7 statements ranged from 81% to 86%. 

4.33 Respondents in group 2 of the sample also saw two documents in the same presentation format, 2A 

(Emerging Markets Fund) and 2B (Absolute Return Fund), and were asked a total of 13 strategy and 

objective statements about the two documents.  Once again to define the respondents who appear 

to be consistently struggling we used a cut-off of 5 or more donôt know responses to the 13 

statements.  Of the 1958 group 2 respondents a total of 265 (14%) fell into this ñstrugglingò definition.   

4.34 Of the 7 statements asked about document 1B, the highest proportion of correct answers was 13% 

for the statement ñThe majority of the fundôs assets must be invested in stocks but the remaining part 

may be invested in bondsò.  The level of donôt knows to each of these 7 statements ranged from 77% 

to 84%. 

4.35 The highest proportion of correct answers in document 2B was 15% for the statement ñThe fund 

aims to achieve more than 5% growth over a two year periodò.  The level of donôt knows to each of 

these 8 statements ranged from 79% to 88%. 

4.36 Overall, from the high proportions of donôt knows at each statement among the ñstrugglingò 

respondents, it is clear that this group has a very low level of understanding across the board rather 

than only for specific areas. 

4.37 The slightly higher level of donôt knows for the document 1B compared to 1A and for 2B compared to 

2A may indicate that the strategy and objectives of the Emerging Markets Fund (1A/2A) was slightly 

easier to understand for this ñstrugglingò group than the Absolute Return Fund.  

 Qualitative findings on strategy and objectives 

4.38 The qualitative research did not focus on the strategy and objectives as the presentation of this 

section was largely the same in both variants of each fund.  However the qualitative work was used 

to check that the presentation method made the information easy to understand. 

 CONSUMERS 

4.39 Most consumers read the documents through from the beginning and therefore looked at the 

strategy and objectives before reading other sections.  The information in the strategy and objectives 

was considered essential in being able to understand the purpose of the fund and how it works.   

άL ǿŀƴǘ ǘƻ ƪƴƻǿ ǿƘŀǘ ǘƘŜȅ ŀǊŜ ƎƻƛƴƎ ǘƻ Řƻ ǿƛǘƘ Ƴȅ ƳƻƴŜȅ ŀƴŘ Ƙƻǿ ǘƘŜȅ ƛƴǘŜƴŘ ǘƻ ƳŀƪŜ ƳŜ ŀ 

ǇǊƻŦƛǘέΦ Ireland (Past purchaser)  

ά¢ƘŜ ƻōƧŜŎǘƛǾŜ ƻŦ ǘƘŜ ŦǳƴŘΣ ǘƘŜ ǊƛǎƪΧƛǘΩǎ ŜǾŜǊȅǘƘƛƴƎΦ ¢ƘŜ ƛƴŦƻǊƳŀǘƛƻƴ ƛǎ ǳǎŜŦǳƭΦΦ ŀƴŘ ǿŜƭƭ ŜȄǇƭŀƛƴŜŘΦέ 

Spain (Past purchaser) 
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4.40 The strategy and objectives section was considered to be the second most important part of the 

documents after the risk / return profile and the two sections were often used together to estimate 

the risk of the fund (the risk section being interpreted in the light of what was said in the strategy and 

objectives). 

4.41 Although basic information on the fundsô strategy and objectives was readily understood, many 

consumers were uncomfortable with some of the terminology used.  This was particularly the case 

with the Absolute Return Fund where the specific financial techniques such as arbitrage, relative 

price values and market direction were felt to be confusing, despite them each being followed by a 

short explanation.  The instruments which would be invested in were also unfamiliar to some, 

especially convertible bonds.  On the documents relating to the Emerging Markets Fund many were 

unfamiliar with the Morgan Stanley Capital Investment Markets Index and did not know what it 

signified. 

ά9ȄǇŜǊǘ ƭŀƴƎǳŀƎŜΣ ǘƘŜȅ ǳǎŜ ǘŜǊƳǎ ȅƻǳ ŘƻƴΩǘ ǳƴŘŜǊǎǘŀƴŘΦΦȅƻǳ ŘƻƴΩǘ ǳƴŘŜǊǎǘŀƴŘ a{/LΣ LΩŘ ƎƛǾŜ ǳǇ ƻƴ 

ƛǘΦέ  Germany (Non-experienced) 

ά¢ƘŜ ƭŀƴƎǳŀƎŜ ŀƴŘ ǘƘŜ ǿƻǊŘƛƴƎ ǘƘŜǊŜ - the objectives and the investment strategies - that was 

heavy and difficult to understanŘΦέ Sweden (Non-experienced) 

4.42 The complex language used acted as a barrier to gaining information and to understanding the rest 

of each document, particularly for non-experienced investors: 

άI just zoned out and I was Ƨǳǎǘ ǊŜŀŘƛƴƎ ǿƻǊŘǎ ŀƴŘ L ǿŀǎƴΩǘ ǘŀƪƛƴƎ ŀƴȅǘƘƛƴƎ ƛƴΦ !ƎŀƛƴΣ ƛǘ Ƨǳǎǘ ǿŀǎƴΩǘ 

ŦƻǊ ǎƻƳŜƻƴŜ ǿƘƻ ŘƻŜǎƴΩǘ ƪƴƻǿ ƳǳŎƘ ŀōƻǳǘ ƛƴǾŜǎǘƳŜƴǘΦέ Italy (Non-experienced) 

4.43 While simplifying the language used presents significant challenges for some types of fund, there is 

an option to omit difficult terms where they are not necessary or to add an explanation of terms used, 

either in the main body of the text or as a glossary (the additional information section could include 

this or signpost consumers to a website where it could be found). 

4.44 In addition to difficulties with the language used, there were mentions that some areas of the strategy 

and objectives were vague or lacked detail.  In particular, it was felt (for both funds) that there was 

insufficient information as to where specifically oneôs money would be placed and what it would be 

invested in.  For the Emerging Markets funds: 

ü There was a desire to know the exact proportions which would be invested in emerging 
markets and in bonds (óat least 60%ô and óup to 40%ô was not felt to be exact enough)  

ü Some wanted to know what defines ñemerging countriesò and the exact companies the 
Emerging Markets fund would invest in rather than just being given examples 

 INTERMEDIARIES 

4.45 The views of intermediaries on the strategy and objectives section very much echoed those of 

consumers: they also felt that the strategy and objectives was the second most important section of 

the documents after the risk/return profile. 

4.46 Although intermediaries had few problems interpreting the language used themselves, many felt it 

would be too complex for consumers, particularly the mentions of specific financial techniques such 

as arbitrage in the Absolute Return fund. 
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5 Risk and Reward 

5.1 Exploring the optimal approach for the description of risk factors and the presentation of the 

relationship between risk and reward is one of the key issues for the design of the KII. 

5.2 Phase 2 of the research tested two high level approaches to presenting risk and reward profile.  

These two approaches were used across documents for the three example UCITS funds: 

ü One approach was based on a purely narrative description of risk and reward (documents 1A, 
1B and 1C); whilst 

ü The alternative approach used a synthetic indicator to communicate the level of risk and 
reward that an investment in the fund would represent (documents 2A, 2B and 2C). 

5.3 A summary of how the documents tested covered the different risk/reward approaches and funds is 

shown below: 

Table 5.1: Treatment of risk and reward information in documents tested 

How 

risk/reward 

profile was 

shown 

Type of fund 

ABC Emerging 

Markets Fund 

(Higher risk/higher 

potential reward) 

ABC Absolute 

Return Fund (Lower 

risk/lower potential 

reward) 

ABC Capital 

Protected 

Structured Fund 

(Complex risk and 

reward profile) 

Narrative 1A 1B 1C 

Synthetic 

indicator 
2A 2B 2C 

 

  

  

Risk: Key findings 

Overall understanding of risk and reward is similar for both variants. The synthetic 
indicator used in Variant 2 is strongly preferred by consumers who find the visual 
approach less intimidating than a text alternative.  

There are indications that on balance it does slightly improve understanding of the 
risk and reward profile (over a narrative variant) particularly for funds at the high and 
low ends of the risk scale.  

There is however potential for respondents to interpret the scale as being linear and 
also for them to under-estimate the risk associated with a category 1 fund. 
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 Key risk/reward profile issues to test in the quantitative research 

5.4 The phase 2 quantitative research had a number of key issues to test regarding the risk and reward 

profiles in the four documents shown to respondents (the structured funds, 1C and 2C, were only 

tested qualitatively in phase 2). A summary of these key issues is shown below: 

Table 5.2: Key risk and reward issues addressed  

  

1A 

Emerging 

Markets 

Fund 

The fund may not be appropriate for investors who plan to withdraw their money 
within 5 years (but there is no guarantee of a positive return at the end of 5 years).  
Five years is an indication, not a strict limit. 

Investment in the stock markets of emerging countries: 
a) Gives greater chance of large gains but with corresponding greater risk of large 
losses. 
b) Gives an additional chance of gains and losses because of movements in 
currency exchange rates. 
c) Means a risk of instability in some countries may threaten value and ownership of 
shares. 

Generally, this fund should be regarded as a high-risk investment. 

2A 

Emerging 

Markets 

Fund 

The fund may not be appropriate for investors who plan to withdraw their money 
within 5 years (but there is no guarantee of a positive return at the end of 5 years).  
Five years is an indication, not a strict limit. 

The risk/reward scale rates this fund in comparison to all other investment funds of 
the same type (i.e. suitable to be marketed to the general public). 

There is a correlation between the risk of loss and the chance of reward, how a fund 
might perform and the level of risk to capital. 

Category 1 does not mean risk-free ï you could end up with less than you invested, 
though the chance of that happening is small or the losses if any will be small. 

For Category 7 funds, there is a high risk of losing money but there is also a chance 
of making higher gains. 

The fund is in category 6 because it invests in the stock markets of developing 
countries, which may experience sharp rises and falls in value. 

The rating is based on historical volatility and it may behave differently in future. 

The fund is not guaranteed to stay in category 6, it could move higher or lower over 
time. 

Category 6 is much riskier than 1, 2, etc. The differences between categories are 
based on a (non-linear) formula so, for example, 2 is not necessarily twice as risky 
as 1. 

1B 

Absolute 

Returns 

Fund 

The fund may not be appropriate for investors who plan to withdraw their money 
within 2 years (but there is no guarantee of a positive return at the end of 2 years).  
Two years is an indication, not a strict limit. 

Investment in the fund offers an opportunity to obtain better growth than a deposit 
that pays interest. 

The fund is able to hold a wide range of asset classes which may be affected in 
different ways by the same market conditions. Do investors understand it might 
achieve less growth than it aims to, or unlike deposits even lose money? 

The financial techniques mentioned in the Strategy section give the fund a more 
complex risk and reward profile than other funds invested in similar assets and/or 
than other funds that fall into the same category. 

Generally the fund will show a moderate degree of volatility based on how financial 
markets have behaved in recent years. Do investors understand that in unusual 
conditions it might experience more significant gains or losses than other funds 
investing in similar types of assets? 

The fund might suffer sudden and significant losses if the fund managerôs strategies 
and models are less successful than expected. 

2B 

Absolute 

The fund may not be appropriate for investors who plan to withdraw their money 
within 2 years (but there is no guarantee of a positive return at the end of 2 years).  
Two years is an indication, not a strict limit. 
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Returns 

Fund 

Category 1 does not mean risk-free ï you could end up with less than you invested, 
though the chance of that happening is small or the losses if any will be small. 

For Category 7 funds, there is a high risk of losing money but there is also a chance 
of making higher gains. 

The symbol ó!ô means that a fund has a more complex risk and reward profile than 
other funds that fall in the same category. Do investors understand the fund may 
experience more severe gains or losses than other funds in the same category? 

The fund is in category 3 because it is aiming to achieve better growth than a 
deposit that pays interest but is not trying to capture strong market gains. 

The ó!ô applies to this fund because the managerôs use of specific financial 
techniques creates a small risk that the value of the fundôs assets could change 
suddenly and thus the risk and reward profile could also change rapidly before 
returning to normal. 

The rating is based on historical volatility and it may behave differently in future. 

The fund is not guaranteed to stay in category 3, and it could go higher or lower over 
time (and indeed has a greater chance of doing so than other types of category 3 
fund). 

The differences between categories are based on a formula so, for example, 2 is not 
twice as risky as 1. 

 Overall comparison of risk 

5.5 The initial section of the online quantitative interviews asked respondents to choose which of the 

funds described in the two documents they were assessing were best described by three statements 

regarding risk and reward (Figure 5.1). 

Figure 5.1: Overall comparison, Risk 

Overall Comparison: Risk

43%

39%

18%

21%

26%

56%

Has the greater chance that you will 

receive much less than you originally 
invested

Has the greater chance that you will 

receive much more than you originally 
invested

Has the greater chance of achieving a 
more stable growth without too many 

sharp ups or downs

Doc 1A Blue Doc 1B RedCORRECT 
ANSWER

14

Q5) Please choose which of the following statements is most likely to describe each fund

Base =  All group 1 (1935) Base =  All group 2 (1958)

18%

20%

12%

18%

15%

14%

SAME

17%

10%

14%

13%

SAME

14%

16%

53%

40%

13%

17%
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5ƻƴΩǘ 
know

5ƻƴΩǘ 
know
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5.6 A higher proportion of correct responses for each of the three statements was achieved by those 

respondents assessing the documents containing the synthetic risk indicator (2A and 2B) than those 

assessing the documents containing the narrative description of risk (1A and 1B).  For two 

statements ñHas the greater chance that you will receive much less than you originally investedò and 

ñHas the greater chance of achieving a more stable growth without too many sharp ups or downsò 

this difference is statistically significant. 

5.7 It is interesting to note that for both variants, investors are more likely to be able to identify the fund 

that is more likely to have the higher risk to capital invested than to identify the fund that is more 

likely to deliver a higher return. This difference is particularly marked for the synthetic indicator 

treatment illustrating that the indicator performs better in terms of enabling consumers to compare 

risk than to compare potential reward (although it is no worse in the latter regard than the narrative 

variant). 

5.8 Tables 5.3 and 5.4 below show responses to these questions at a country level.  Significant 

differences from the total figure are shown in bold.  

Table 5.3: Overall comparison, Risk (Variant 1: Documents 1A & 1B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

Has the greater 
chance that you will 
receive much less 
than you originally 
invested  

Correct 
(Doc 1A) 

43 46 53 36 45 30 42 51 42 48 

Incorrect 
(Doc 1B) 

21 15 26 16 25 20 21 21 20 26 

Has the greater 
chance that you will 
receive much more 
than you originally 
invested 

Correct 
(Doc 1A) 

39 30 57 43 33 26 32 56 38 48 

Incorrect 
(Doc 1B) 

26 31 22 16 33 31 33 18 27 23 

Has the greater 
chance of achieving 
a more stable 
growth without too 
many sharp ups or 
downs  

Correct 
(Doc 1B) 

56 55 66 48 60 50 58 55 56 55 

Incorrect 
(Doc 1A) 

18 15 17 13 18 17 23 23 18 18 

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 

 

5.9 Among those assessing documents containing the narrative description of risk, those in Ireland 

achieved a significantly higher proportion of correct answers to all three statements whilst those in 

Italy achieved a significantly lower proportion of correct answers to all three statements. 
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Table 5.4: Overall comparison, Risk (Variant 2: Documents 2A & 2B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

Has the greater 
chance that you will 
receive much less 
than you originally 
invested  

Correct 
(Doc 2A) 

53 59 59 47 47 41 55 60 53 50 

Incorrect 
(Doc 2B) 

17 11 18 16 27 16 12 21 16 25 

Has the greater 
chance that you will 
receive much more 
than you originally 
invested 

Correct 
(Doc 2A) 

40 39 44 47 37 21 28 62 40 37 

Incorrect 
(Doc 2B) 

29 27 32 19 35 36 36 19 28 33 

Has the greater 
chance of achieving 
a more stable 
growth without too 
many sharp ups or 
downs  

Correct 
(Doc 2B) 

64 69 67 63 60 56 70 64 65 60 

Incorrect 
(Doc 2A) 

13 8 14 10 18 9 12 17 12 17 

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 

5.10 Amongst those assessing documents containing the synthetic risk indicator, those in Poland 

achieved a significantly higher proportion of correct answers to two of the statements whilst those in 

Italy achieved a significantly lower proportion of correct answers to all three statements. 

5.11 In almost all Member States, the pattern of responses followed the overall trend in that the synthetic 

indicator led to a higher proportion of investors identifying the fund with the greatest capital risk (by a 

relatively large margin in all states except Spain). In terms of identifying the fund with the greatest 

potential reward, the two variants led to similar levels of correct responses in all countries except 

Germany (where the proportion of correct responses was considerably higher for the synthetic 

indicator) and Ireland (where the proportion of correct responses was considerably lower for the 

synthetic indicator).  

 Perception of risk profile 

5.12 To test overall perceptions of the fund being described by each document respondents were asked 

to allocate one of four statements describing an investorôs risk appetite to each fund in terms of who 

would be most suited to the fund.  During analysis the statements were classified as Secure, 

Cautious, Balanced or Adventurous. The statements were as shown in the table below: 
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Table 5.5: Classification used for attitudes towards risk 

Statement Classification at 

analysis stage 

(respondents did 

not see this) 

Someone who will not usually accept any risk to their 

investment and as a result would expect the potential 

returns to be low 

SECURE 

Someone who is usually prepared to accept a small degree 

of risk to their investment and as a result would expect 

potential returns that are better than they might get from a 

savings account 

CAUTIOUS 

Someone who will normally accept a reasonable level of 

risk in order to achieve the potential for higher returns 
BALANCED 

Someone who is prepared to accept a higher level of risk 

in order to maximise their potential returns (and accepts 

that this means there is a greater chance of large losses) 

ADVENTUROUS 

5.13 As Figure 5.2 shows perceptions of the risk profile of the fund are relatively consistent across the two 

formats, i.e. 1A vs. 2A and 1B vs. 2B.  Variant 2 documents used the risk indicator alongside a 

narrative description to illustrate the risk and reward profile of the fund. 

5.14 Respondents were significantly more likely to regard the Emerging Market Fund as most suitable for 

an Adventurous investor (the correct interpretation) when described in document 2A and significantly 

more likely to interpret the Absolute Return Fund as most suitable for a cautious investor when 

described in document 2B.  However, the Absolute Return Fund could be correctly interpreted as 

most suitable for a cautious or balanced investor due to the level of risk present.  The presence of 

the indicator therefore appears to help understanding for funds at the extreme ends of the risk scale 

but is perhaps less effective for funds in the middle of the scale. 

5.15 A further factor to consider is that the name of the Emerging Market Fund may in itself have led 

some respondents to associate this fund with a higher level of risk than the Absolute Return Fund, 

although this cannot be proved by the data.  Unfortunately due to time constraints we were unable to 

test cognitive dissonance, e.g. by having a fund name that clearly implied a low level of risk but 

showing a high risk category in the indicator.  
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Figure 5.2: Perception of risk profile 

Q6 ) Do you think that the ABC Emerging Markets Fund would be most suited to....? 
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5.16 Tables 5.6 to 5.9 below show responses to this question at a country level.  Significant differences 

from the total figure are shown in bold.  

5.17 For the documents describing the ABC Emerging Market Fund, respondents in Germany (54%) were 

more likely to regard document 1A as most suitable for Adventurous investors whilst respondents in 

Spain (38%) and Italy (35%) were least likely.  Similarly for document 2A 63% of German 

respondents and 64% of Swedish respondents thought it most suitable for Adventurous investors 

compared to 41% of both Spanish and Italian respondents.   

5.18 The ABC Emerging Market Fund was more likely to be felt to be most suitable for Adventurous 

investors by: 

ü Those whose own attitude to risk was classified as Adventurous (70% for both documents 1A 
and 2A) 

ü Those whose last investment had been purchased without using an advisor (52% for 
document 1A, 59% for document 2A).   

ü Those with an annual household income of over ú80,000 (65% for document 2A but no 
significant difference for document 1A).   
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Table 5.6: Perception of risk profile, ABC Emerging Market Fund (Document 1A) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

 SECURE  7 4 7 4 11 11 5 7 7 6 

           

 CAUTIOUS  18 12 21 15 23 24 16 19 18 23 

           

 BALANCED  24 25 21 18 25 26 32 21 23 28 

           

 ADVENTUROUS  45 54 47 51 38 35 45 49 46 40 

           

Donôt know  5 6 3 13 3 4 4 3 6 3 

           

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 

 

Table 5.7: Perception of risk profile, ABC Emerging Market Fund (Document 2A) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

 SECURE  7 6 5 4 11 13 4 6 7 7 

           

 CAUTIOUS  16 8 21 12 28 15 13 17 16 21 

           

 BALANCED  18 18 16 8 17 26 25 19 18 23 

           

 ADVENTUROUS  53 63 53 64 41 41 55 52 54 43 

           

Donôt know  5 5 4 11 3 5 3 6 5 5 

           

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 

5.19 For the documents describing the ABC Absolute Return Fund, those in Poland (39%) were 

significantly less likely to regard the fund as most suitable for a Cautious investor when described by 

document 1B and those in Ireland (56%) were significantly more likely to regard the fund as most 

suitable for a Cautious investor when described by document 2B.  However, as noted earlier, the 

correct response was that the fund is most suitable for a Balanced investor. 
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5.20 Other significant differences for the Absolute Return Fund documents are: 

ü Those in Spain most likely to describe the fund as most suitable for a Balanced investor (27% 
for document 1B, 24% for document 2B); 

ü For document 1B those in Sweden are least likely to describe the fund as most suitable for a 
Balanced investor (14%), whilst for document 2B those in Italy were least likely to so describe 
the fund (14%). 

 

Table 5.8: Perception of risk profile, ABC Absolute Return Fund (Document 1B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

 SECURE  18 8 20 18 20 23 18 22 19 18 

           

 CAUTIOUS  45 47 47 45 39 48 48 39 44 47 

           

 BALANCED  20 25 21 14 27 18 16 16 19 23 

           

 ADVENTUROUS  11 14 9 9 9 7 14 17 12 10 

           

Donôt know  6 7 4 14 4 4 4 5 7 2 

           

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 

 

Table 5.9: Perception of risk profile, ABC Absolute Return Fund (Document 2B) 

   Column percentages 

   Member State UCITS 
Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

 SECURE  18 11 16 16 20 27 15 20 18 15 

           

 CAUTIOUS  49 53 56 48 42 51 52 42 49 49 

           

 BALANCED  19 23 16 17 24 14 20 17 19 18 

           

 ADVENTUROUS  9 8 10 7 10 4 8 15 8 12 

           

Donôt know  6 5 3 12 4 5 5 6 6 6 

           

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 
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 Understanding of risk, ABC Emerging Markets Fund (Documents 1A and 2A) 

5.21 In order to assess respondent understanding of the risk and reward profile each was asked to rate a 

number of statements regarding the fund being described by the documents as either true or false.  

The following chart shows the overall responses to these statements for the two documents 

describing the ABC Emerging Markets Fund, i.e. documents 1A and 2A. 

Figure 5.3: Understanding of risk, ABC Emerging Markets Fund 

RISK: Document 1A/2A: Risk understanding
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RISK: Document 1A/2A: Risk understanding
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5.22 In general most respondents were able to give correct responses to these statements.  The fundôs 

potential for large gains/risk of large losses by investing in stock markets of developing countries was 

well recognised as was the additional chance of gains and losses due to currency exchange rates.  

The risk that you could lose most of your money was also recognised.  The proportion of correct 

responses to the statements asked across both documents are relatively consistent which suggests 

that neither the narrative only format (1A) nor the synthetic indicator format (2A) is markedly better or 

worse at helping investor understanding of risk and reward than the other. 

5.23 However, relatively large proportions of incorrect responses were given to the following statements: 

ü ñYou have to invest in the fund for at least 5 yearsò (34% incorrect document 1A, 31% 
incorrect document 2A); 

Any confusion around the investment period is probably related to the fact that the following warning 

text appears in bold within the risk and reward section of both documents and which may be over-

emphasised: 

Warning: this fund may not be appropriate for investors who plan to 

withdraw their money within 5 years. 

ü ñYou can buy and sell shares of the fund at any timeò (23% incorrect document 1A, 22% 
incorrect document 2A); 
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ü Ideally a correct response to this statement required respondents to cross-refer to the 
additional information section on the reverse of the each document and correctly interpret the 
information given regarding the publishing of fund prices on each business day.  Perhaps 
unsurprisingly some were unable or unwilling to do this. This statement also has the highest 
level of donôt knows (23% document 1A, 26% document 2A). Misunderstanding here may be 
linked to misunderstanding of the statement above where by some investors mistakenly 
understood that they would be locked into their investment for 5 years. 

ü ñThis is a category 6 fund due to fluctuations in the prices of funds over the past five yearsò 
(39% incorrect document 2A) 

Although document 2A does state that the rating system is based on average fluctuations of the prices 

of funds over the past five years this appears in a block of text headed ñMore about this ratingò which 

also contains the investment period warning referred to earlier.  Within the risk and reward section 

there is also a block of text headed ñWhy is this fund in category 6?ò which many respondents could 

reasonably have supposed contained the answer to this statement but which doesnôt specifically 

mention average fluctuations in the prices of funds over the past five years.  Therefore it could be that 

respondents simply did not notice the information regarding the rating system either because they 

were looking in the wrong place or because the information was ñdrowned outò by the warning 

regarding the investment period. 

5.24 On average respondents achieved 4 correct responses to the 8 statements asked of document 1A and 

6 correct responses to the 10 statements asked of document 2A.  Table 5.10 below summarises the 

number of correct responses achieved by respondents. 

Table 5.10: Understanding of risk, summary of correct responses (ABC Emerging Markets 
Fund) 

 Document 1A 

(8 statements) 

Document 2A 

(10 statements) 

Mean number of correct 

responses 

4.0 6.3 

No correct responses 9% 9% 

6 or more correct responses ï 1A 

8 or more correct responses ï 2A 

13% 41% 

All correct responses - 6% 

Highest average of correct 

responses 

4.2 ï Germany, 

Ireland, Poland 

7.1 ï Germany 

Lowest average of correct 

responses 

3.5 - Sweden 5.9 ï Spain 
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5.25 As we have seen the level of correct responses to each individual statement is very similar for both 

the narrative only format (1A) and the synthetic indicator format (2A).  However, the higher average 

number of correct responses to the full range of statements by those looking at document 2A 

indicates that consumers tend to get a fuller understanding of risk and reward when using the 

synthetic indicator. 

5.26 In general a smaller proportion of those who were classified as having a Secure attitude towards risk 

achieved a correct answer to the statements whilst a greater proportion of those who were classified 

as having an Adventurous attitude achieved a correct answer. In addition, there was a tendency for a 

smaller proportion of those who were classified as having a low level of financial sophistication (a 

measure of confidence and engagement in financial services) achieving a correct answer for some 

statements, e.g. 59% correctly answered the statement ñThere is a guarantee of a positive return 

after 5 yearsò for document 1A (c.f. 65% overall) and 55% for document 2A (c.f. 64% overall). 

5.27 However, although those classified as having an Adventurous attitude towards risk achieved a 

relatively high average number of correct statements (4.2), only 6% of them achieved 6 or more 

correct answers for document 1A compared to 15% of those classified as having a Cautious attitude 

(average number of correct statements 4.1) and 13% of all respondents (average 4.0). This pattern 

was not repeated for document 2A where 58% of those classified as Adventurous achieved 8 or 

more correct statements (average number 7.0), compared to 39% of those classified as Cautious 

(average number 6.3).  The increase shown in these figures suggest the presence of the risk 

indicator in document 2A helps increase the general level of understanding. 

5.28 Another increase in general understanding of risk between documents 1A and 2A can be seen 

amongst those with an annual household income of over ú80,000. For document 1A the average 

number of correct statements was 4.3 with 12% of these respondents achieving 6 or more correct 

answers. For document 2A the average number of correct statements was 7.2 with 57% of these 

respondents achieving 8 or more correct answers. 

5.29 Tables 5.11 and 5.12 below show responses to the statements at a country level.  Significant 

differences from the total figure are shown in bold. 

5.30 For document 1A German respondents do significantly better than average on a number of 

statements, in particular they are much more likely to correctly respond to the investment period 

statement (66%) and the buying and selling of fund shares statement (72%).  In contrast Polish 

(34%) and Irish (42%) respondents were significantly worse at correctly responding to the investment 

period statement and the buying and selling of fund shares statement (49% and 46% respectively). 

5.31 Spanish (51%) and Italian (59%) were significantly less likely to correctly respond to the statement 

ñThere is a guarantee of a positive return after 5 yearsò. German (77%) and Irish (72%) were 

significantly more likely to correctly respond to this statement. 

5.32 In four of the eight statements for document 1A potential future UCITS investors had a significantly 

lower proportion of correct answers whilst in seven of the eight statements these potential future 

investors achieved a significantly higher proportion of incorrect answers.  This relative 

ñunderperformanceò is perhaps unsurprising given their lack of recent investment experience. 
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Table 5.11: Understanding of risk, ABC Emerging Markets Fund (Document 1A) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

Investment in the 
stock markets of 
developing countries 
gives a greater 
chance of large 
gains but also a 
greater risk of large 
losses (TRUE) 

Correct 77 80 82 74 67 75 79 79 77 73 

Incorrect 10 8 10 3 16 12 10 10 9 15 

You are obliged to 
invest in the fund for 
a minimum of 5 
years (FALSE) 

Correct 50 66 42 50 47 52 57 34 52 39 

Incorrect 34 19 47 24 34 33 31 53 32 47 

You can buy and sell 
shares of the fund at 
any time (TRUE) 

Correct 55 72 46 55 56 53 52 49 56 49 

Incorrect 23 12 34 11 22 26 32 21 22 29 

Investment in the 
stock markets of 
developing countries 
gives an additional 
chance of gains and 
losses because of 
movements in 
currency exchange 
rates (TRUE) 

Correct 71 76 76 55 69 71 76 76 72 69 

Incorrect 12 8 14 11 12 13 15 10 11 17 

Instability in 
developing countries 
could threaten the 
value of shares and 
result in losses for 
an investment in the 
stock markets of 
those developing 
countries (TRUE) 

Correct  76 84 82 70 70 78 73 75 76 73 

Incorrect 10 3 9 4 15 11 16 9 9 13 

There is a guarantee 
of a positive return 
after 5 years 
(FALSE) 

Correct 65 77 72 66 51 59 64 63 66 55 

Incorrect 20 9 18 10 31 27 26 21 18 31 

You could lose most 
of your money 
(TRUE) 

Correct 68 73 69 65 62 66 72 67 69 62 

Incorrect 17 12 20 11 21 19 18 19 15 26 

This fund should be 
regarded as a high-
risk investment 
(TRUE) 

Correct  69 77 72 65 63 64 73 69 70 64 

Incorrect 16 11 15 11 22 20 18 17 15 23 

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 
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5.33 Again for document 2A German respondents do significantly better than average on a number of 

statements, in particular they are much more likely to correctly respond to the investment period 

statement (65%) and the buying and selling of fund shares statement (68%).  In contrast Polish 

(34%) and Irish (44%) respondents were significantly worse at correctly responding to the investment 

period statement and Irish and Hungarian respondents were more likely to incorrectly respond to the 

buying and selling of fund shares statement (37% and 29% respectively). 

5.34 Spanish (50%) and Italian (57%) respondents were significantly less likely to correctly respond to the 

statement ñThere is a guarantee of a positive return after 5 yearsò. German (78%) and Irish (71%) 

were significantly more likely to correctly respond to this statement. 

5.35 The Irish (54%) and Spanish (50%) respondents were significantly more likely to correctly respond to 

the statement ñThis is a category 6 fund due to fluctuations in the prices of funds over the past five 

yearsò, whilst in contrast those in Sweden (24%) and Italy (33%) were significantly less likely to 

correctly respond.  

5.36 The Hungarian respondents were least likely (41%) to correctly respond to the statement ñThis fund 

should be regarded as a low-risk investmentò, this contrasts to the 80% of German respondents who 

correctly responded to this statement.  Polish respondents (37%) are more likely to see the category 

6 rating as a warning not to invest whereas those in Sweden were least likely (14%). 

5.37 In five of the ten statements for document 2A potential future UCITS investors had a significantly 

lower proportion of correct answers whilst in four of the ten statements these potential future 

investors achieved a significantly higher proportion of incorrect answers.  Once again this relative 

ñunderperformanceò probably reflects their lack of recent investment experience. 
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Table 5.12: Understanding of risk, ABC Emerging Markets Fund (Document 2A) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

A category 6 fund gives a greater 
chance of large gains but also a 
greater risk of large losses 
(TRUE) 

Correct 78 83 79 77 72 78 81 77 79 72 

Incorrect 9 6 11 3 12 13 8 12 9 12 

You are obliged to invest in the 
fund for a minimum of 5 years 
(FALSE) 

Correct 52 65 44 59 55 48 60 34 53 46 

Incorrect 31 17 39 17 29 33 29 51 30 38 

You can buy and sell shares of 
the fund at any time (TRUE) 

Correct 52 68 37 54 50 55 53 49 54 42 

Incorrect 22 14 37 12 20 20 29 22 21 32 

Investment in the stock markets 
of developing countries gives an 
additional chance of gains and 
losses because of movements in 
currency exchange rates (TRUE) 

Correct 68 74 68 43 65 69 76 77 68 65 

Incorrect 14 9 15 23 17 15 10 11 14 17 

This is a category 6 fund because 
of economic and political 
instability in developing countries 
which could mean losses for an 
investment in the stock markets 
of those countries (TRUE) 

Correct  69 77 69 66 67 72 69 65 70 67 

Incorrect 15 9 18 8 15 15 17 18 14 16 

There is a guarantee of a positive 
return after 5 years (FALSE) 

Correct 64 78 71 67 50 57 69 60 66 57 

Incorrect 20 10 16 10 30 28 19 23 18 26 

You could lose most of your 
money (TRUE) 

Correct 71 81 66 71 60 71 75 72 73 59 

Incorrect 15 8 20 9 22 15 14 15 13 22 

This fund should be regarded as 
a low-risk investment (FALSE) 

Correct  68 80 72 71 64 72 41 73 69 62 

Incorrect 16 9 16 8 19 16 28 16 16 19 

This is a category 6 fund due to 
fluctuations in the prices of funds 
over the past five years (TRUE) 

Correct 43 43 54 24 50 33 48 49 42 49 

Incorrect 39 39 30 47 31 51 38 36 40 33 

The category 6 is a warning not 
to invest (FALSE) 

Correct 62 65 67 64 57 62 68 49 62 59 

Incorrect 22 22 20 14 22 21 17 37 22 24 

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 
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 Understanding of risk, ABC Absolute Return Fund (Documents 1B and 2B) 

5.38 To assess respondent understanding of the risk and reward profile of the ABC Absolute Return Fund 

each was asked to rate a number of statements regarding the fund as either true or false.  Figure 5.4 

shows the overall responses to these statements for the two documents 1B and 2B. 

Figure 5.4: Understanding of risk, ABC Absolute Return Fund 
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5.39 In general most respondents were able to give correct responses to these individual statements.  

The fundôs potential for achieving better growth than a deposit that pays interest was recognised as 

was the fact that the fund may achieve less growth or even lose money.  The proportion of correct 

responses to the statements asked across both documents are relatively consistent which again 

suggests that neither the narrative only format (1B) nor the synthetic indicator format (2B) is 

markedly better or worse at helping investor understanding of risk and reward at this level of detail 

than the other. 

5.40 However, some statements had relatively large proportions of incorrect responses which suggest 

that in general these areas are less well understood.   

5.41 The investment period statement ñYou have to invest in the fund for at least 2 yearsò, was incorrectly 

answered by 32% of respondents for document 1B and 37% of respondents for document 2B.  As 

with the Emerging Fund documents (1A and 2A) any confusion around the investment period is 

probably related to the fact that the following warning text appears in bold within the risk and reward 

section of both documents and which may be over-emphasised: 
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Warning: this fund may not be appropriate for investors who plan to withdraw their 

money within 2 years. 

 It also appears to be the case that some respondents have a tendency to interpret all óguidanceô 

statements as instructions/statements of fact. 

5.42 There is a degree of confusion about whether or not there is a guarantee of a positive return after 2 

years with 30% of respondents giving an incorrect response to document 1B, and 26% giving an 

incorrect response to document 2B.  The Risk and Reward Profile section states that the fund might 

lose money and this is generally recognised by respondents (69% correct response).  It could be that 

any confusion as to whether there is a guarantee is influenced by a mis-interpretation of the 

Objectives and Investment Strategy section which mentions the objective to be to try and achieve 

more than 5% growth within two years. 

5.43 Confusion around whether there is a guarantee of a positive return after 2 years is correlated with 

annual household income.  For document 1B 38% of those with an income of up to ú39,999 thought 

there was such a guarantee compared to 18% of those with an income of over ú80,000.  For 

document 2B the equivalent figures are 34% and 19%. 

5.44 There is more confusion regarding the statements ñSpecific financial techniques used by the fund 

manager mean that the fund is [less ï document 1B] [more ï document 2B] risky than other funds 

invested in the same assetsò.  The majority (61%) incorrectly answered for document 1B, whilst a 

large proportion (41%) incorrectly answered for document 2B.  Ideally to answer this statement a 

respondent would need to correctly interpret information from both the Strategy section and Risk 

section of the documents.  The relatively large difference in the incorrect answers between 1B and 

2B suggests that variant 2 is better (albeit far from perfect) at communicating this message, perhaps 

because it contains a text segment headed ñWhy does the ñ!ò apply to this fund?ò which links the 

specific financial techniques used to an increased risk. 

5.45 Further confusion around the impact of the fund managerôs strategies is evident from responses to 

the statement ñThe fund might suffer significant losses if the fund managerôs strategies are less 

successful than expected.ò  This was asked of document 1B and although a majority (54%) of 

respondents answered correctly, 29% answered incorrectly.  This text to which this statement refers 

to can be found within the Risk and Reward Profile section of document 1B but is not being noticed.  

It appears very close to the investment period warning and perhaps this is drawing attention. 

5.46 On average respondents achieved 4 correct responses to the 9 statements asked of document 1B 

and 4.4 correct responses to the 8 statements asked of document 2B.  Table 5.13 below 

summarises the number of correct responses achieved by respondents. 
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Table 5.13: Understanding of risk, summary of correct responses (ABC Absolute Return 
Fund) 

 Document 1B 

(9 statements) 

Document 2B 

(8 statements) 

Mean number of correct 

responses 

4.0 4.4 

No correct responses 10% 11% 

7 or more correct responses ï 1B 

6 or more correct responses ï 2B 
7% 37% 

All correct responses - 6% 

Highest average of correct 

responses 

4.4 ï Ireland 4.9 ï Germany 

Lowest average of correct 

responses 

3.5 - Sweden 4.1 ï Spain 

5.47 As we have seen the level of correct responses to each individual statement is very similar for both 

the narrative only format (1B) and the synthetic indicator format (2B).  However, there is a large 

difference in the proportion of respondents achieving a high number of correct responses across the 

full range of statements when using document 1B (7%) or 2B (37%).  Although the statements were 

not exactly the same for both documents this high level of difference suggests that consumers tend 

to get a fuller understanding of risk and reward when using the synthetic indicator. 

5.48 For document 1B the average number of correct statements when analysed by attitude to risk was 

flat from those who were classified as Secure (3.9) to those who were classified as Adventurous 

(4.0).  In contrast for document 2B the average number increased from Secure (3.4) up to 

Adventurous (5.2).  A similar pattern was also observed when analysed by financial sophistication, 

i.e. a relatively flat number of average correct statements for document 1B across the categories (4.1 

high sophistication, 3.8 low sophistication), but a bigger change in the average number for document 

2B (4.8 high sophistication, 3.8 low sophistication). 

5.49 Tables 5.14 and 5.15 below show responses to the statements at a country level.  Significant 

differences from the total figure are shown in bold. 

5.50 For document 1B the most notable feature is the relatively high level of incorrect responses from 

Polish respondents.  For 6 of the 9 statements Polish respondents had a significantly lower than 

average proportion of correct answers.  Interestingly, this pattern of response was not present for 

either the ABC Emerging Markets Fund documents (1A and 2A) nor as we shall see for document 

2B. Therefore the responses must somehow be specifically related to how the risk profile of the ABC 

Absolute Return Fund is described in the narrative format. 
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5.51 As noted earlier the statement ñSpecific financial techniques used by the fund manager means that 

the fund is less risky than other funds invested in the same assetsò was answered incorrectly by 61% 

of all respondents.  Table 5.14 shows a consistent pattern of incorrect response by Member State 

with over half of respondents within each Member State answering incorrectly. Poland shows the 

highest level with 74% of respondents answering incorrectly. 

Table 5.14: Understanding of risk, ABC Absolute Return Fund (Document 1B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

The fund might achieve less 
growth than it aims for or 
even lose money (TRUE) 

Correct 69 76 77 66 66 67 63 70 70 66 

Incorrect 16 9 14 10 17 18 26 16 15 19 

You are obliged to invest in 
the fund for a minimum of 2 
years (FALSE) 

Correct 53 65 46 58 55 51 59 34 54 44 

Incorrect 32 20 43 19 29 34 30 51 31 41 

The fund has a more 
complex risk and reward 
profile than other funds that 
invest in the same kind of 
assets (TRUE) 

Correct 54 54 55 46 52 49 65 53 54 54 

Incorrect 25 21 31 24 30 27 21 22 25 27 

All the fundôs assets will 
behave in the same way 
under the same market 
conditions (FALSE) 

Correct 55 56 56 52 49 49 63 58 55 51 

Incorrect 25 21 26 18 33 26 24 27 24 31 

There is a guarantee of a 
positive return after 2 years 
(FALSE) 

Correct  55 71 68 60 52 50 59 23 56 49 

Incorrect 30 12 24 14 31 37 29 60 28 38 

Specific financial techniques 
used by the fund manager 
means that the fund is less 
risky than other funds 
invested in the same assets 
(FALSE) 

Correct 21 24 24 19 27 22 23 11 21 23 

Incorrect 61 59 61 53 55 59 63 74 60 61 

Investment in the fund offers 
an opportunity to obtain 
better growth than a deposit 
that pays interest (TRUE) 

Correct 67 73 74 64 67 65 70 60 67 69 

Incorrect 15 11 14 9 16 15 19 23 15 15 

You should be looking to 
invest for at least 2 years but 
you do not have to (TRUE) 

Correct 66 72 67 68 66 62 71 57 66 65 

Incorrect 18 14 20 9 19 21 18 25 18 19 

The fund might suffer 
significant losses if the fund 
managerôs strategies are 
less successful than 
expected (TRUE) 

Correct  54 69 73 55 55 54 52 21 54 52 

Incorrect 29 15 14 19 30 29 34 60 29 30 

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 
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5.52 Unlike document 1B the data from document 2B shows no pattern of consistent incorrect response 

from Polish respondents. 

5.53 German respondents achieved a significantly higher proportion of correct responses in 5 of the 8 

statements.  As noted earlier there is a degree of confusion regarding the investment period and 

whether or not there is a guarantee of a positive return after 2 years.  For the investment period 

statement only Germany and Hungary achieved a majority of correct responses, whilst for the 

guarantee statement respondents in Germany (73%) and Ireland (62%) achieved a significantly 

higher proportion of correct responses and respondents in Spain (39%), Italy (34%) and Hungary 

(31%) had a significantly higher proportion of incorrect responses. 

Table 5.15: Understanding of risk, ABC Absolute Return Fund (Document 2B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

The fund might achieve less 
growth than it aims for or even 
lose money (TRUE) 

Correct 65 71 71 64 60 64 59 66 66 60 

Incorrect 19 15 17 11 21 20 29 21 19 21 

You are obliged to invest in the 
fund for a minimum of 2 years 
(FALSE) 

Correct 44 54 37 49 40 41 54 33 45 36 

Incorrect 37 26 45 23 39 41 35 53 36 44 

The fund is a category 3 because 
it is aiming to achieve better 
growth than a deposit that pays 
interest but is not trying for strong 
market gains (TRUE) 

Correct 66 67 70 57 62 68 68 68 66 63 

Incorrect 18 17 17 16 18 18 20 18 17 21 

The fund aims to achieve better 
growth than a deposit that pays 
interest but is not trying to 
achieve strong gains (TRUE) 

Correct 67 73 68 55 63 72 73 65 68 61 

Incorrect 17 15 19 16 20 14 16 18 16 20 

There is a guarantee of a positive 
return after 2 years (FALSE) 

Correct  56 73 62 61 43 48 55 52 58 47 

Incorrect 26 14 23 13 39 34 31 30 25 34 

The fund may experience greater 
gains or more severe losses than 
other funds in the same category 
(TRUE) 

Correct 50 48 50 54 48 56 36 59 51 48 

Incorrect 30 34 33 17 32 24 49 24 30 33 

This fund will always obtain better 
growth than a category 2 fund 
(FALSE) 

Correct 55 66 59 60 43 49 56 51 56 50 

Incorrect 26 15 25 12 37 33 28 29 25 31 

Specific financial techniques used 
by the fund manager means that 
the fund is more risky than other 
funds invested in the same 
assets (TRUE) 

Correct  39 35 48 26 54 31 39 39 39 41 

Incorrect 41 44 38 43 26 46 47 45 41 39 

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 
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 Understanding of the synthetic risk indicator (Variant 2: Documents 2A and 

2B) 

5.54 The synthetic risk indicator was included within documents 2A and 2B in the quantitative testing and 

also document 2C in the qualitative research amongst consumers and intermediaries.  The indicator 

is a seven point scale which indicates the relative risk profile of the fund in question.  It is a highly 

visual way of presenting risk and reward information but (as a result of findings from the first phase 

of research) is also supported by explanatory text which explains the basis on which the fund rating 

has been calculated and why the fund falls within a particular risk category.  A key issue to explore in 

the research was investor understanding and interpretation of the risk indicator and a series of 

specific questions relating to this were asked in both the quantitative and qualitative stages. 

5.55 The first test of understanding of the indicator was measured by assessing the proportion of correct 

answers to 8 true or false statements.  Overall understanding was generally good, with a majority of 

respondents achieving a correct answer in 7 of the statements.  The risk/reward relationship and the 

purpose of the indicator (i.e. to show how much risk there is to capital) were well understood with 

almost three-quarters of respondents achieving a correct answer to these two statements. 

5.56 In contrast only a minority of respondents (35%) achieved a correct answer to the statement ñThe 

scale shows how a fund might behave in the futureò.  This information is contained within the 

supporting text and appears directly below the indicator itself but was obviously not picked up by 

many respondents. 

Figure 5.5: Understanding of synthetic risk indicator 

RISK: Group 2: Understanding of synthetic indicator
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5.57 For a number of statements the proportion achieving a correct answer is correlated with the 

respondentôs attitude to risk.  For example the proportion who correctly answered the statement ñIf 

the fund is a category 3 now it will always be a category 3 in the futureò ranged from 53% of those 

classified as Secure investors to 72% of those classified as Adventurous investors.  The proportion 

of correct responses by financial sophistication does not show as much variation but there are some 

differences, e.g. the proportion correctly answering ñA category 4 fund is twice as risky as a category 

2 fundò ranges is 53% of high sophistication respondents compared to 43% of low sophistication 

respondents. 

5.58 On average respondents achieved almost 5 correct responses to the 8 statements asked regarding 

the synthetic risk indicator.  Table 5.16 below summarises the number of correct responses achieved 

by respondents. 

Table 5.16: Understanding of the synthetic risk indicator, summary of correct responses 

 Documents 2A and 2B 

(8 statements) 

Mean number of correct responses 4.6 

No correct responses 10% 

6 or more correct responses 39% 

All correct responses 3% 

Highest average of correct responses 4.9 ï Germany 

Lowest average of correct responses 3.5 ï Spain 

5.59 The average number of correct responses increased with attitude to risk, (Secure investors 3.8, 

Adventurous investors 5.2), financial sophistication, (Low sophistication 4.3, High sophistication 4.7) 

and annual household income, (up to ú39,999 4.6, more than ú80,000 5.1). 

5.60 At a country level responses to the statements were relatively consistent.  However, the Spanish 

respondents were significantly less likely to achieve the correct answer on 6 of the 8 statements 

(albeit that a majority had the correct answer for 4 of the 6 statements concerned).   In contrast 

Polish respondents were significantly more likely to achieve the correct answer on 4 of the 8 

statements. 
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Table 5.17: Understanding of the synthetic risk indicator (Variant 2: Documents 2A & 2B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

The scale is based 
on how the prices of 
the fundôs value has 
fluctuated in the past 
(TRUE) 

Correct 51 53 54 44 50 44 56 57 50 61 

Incorrect 30 28 30 27 29 40 29 27 31 22 

If a fund is a 
category 3 now it will 
always be a 
category 3 in the 
future (FALSE) 

Correct 64 69 66 66 59 59 70 61 65 61 

Incorrect 18 15 20 10 20 23 16 21 18 20 

The scale shows 
how a fund might 
behave in the future 
(TRUE) 

Correct 35 32 40 26 37 31 26 49 34 38 

Incorrect 48 56 48 47 44 52 59 33 49 43 

The scale shows 
how much risk there 
is to your capital 
(TRUE) 

Correct 72 75 71 69 66 71 76 73 73 67 

Incorrect 13 12 16 7 17 16 12 13 13 17 

A category 4 fund is 
twice as risky as a 
category 2 fund 
(FALSE) 

Correct  51 57 51 54 45 41 60 51 52 45 

Incorrect 29 27 31 17 34 41 23 33 29 32 

The risk of loss and 
the chance of 
reward are related 
(TRUE) 

Correct  72 80 71 66 65 73 72 78 73 66 

Incorrect 14 9 15 10 17 16 16 12 13 18 

The scale rates the 
fund in comparison 
to all other 
investment funds of 
the same type 
(TRUE) 

Correct  52 51 51 52 45 47 57 59 52 50 

Incorrect 28 30 31 20 32 35 28 23 28 30 

The higher the risk 
of loss the lower the 
chance of reward 
(FALSE) 

Correct  62 73 62 63 54 59 62 58 63 54 

Incorrect 24 15 29 12 29 28 25 30 23 31 

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 

5.61 A particular aspect of the synthetic indicator that the Commission wished tested was how investors 

would interpret funds that were classed at the extremes of the scale, i.e. category 1 and category 7.  

For category 1 funds the concern was whether they would mistakenly infer that a lower potential for 

gains and losses also implied a guarantee that they would not lose money.  For category 7 funds the 

concern was whether the relationship between potentially high rewards and potentially high risk of 

losing money was recognised by investors. 

5.62 Understanding of the implications of category 1 and category 7 funds were tested by responses to 5 

true/false statements for each. 
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5.63 In general understanding of the implications was good with around 70% of respondents achieving a 

correct response to the statements.  However, there were two statements ï one for each category of 

fund ï that caused a degree of confusion. 

5.64 For category 1 funds the statement ñThe value of your investment in the fund would be largely 

unaffected by any widespread financial turmoilò was only answered correctly by 40% of respondents.  

Interestingly the proportion answering correctly to this statement is unaffected by attitude to risk and 

financial sophistication. Although the fact that a category 1 fund is not a guarantee not to lose money 

is well recognised (65% correct), there is obviously some feeling that it does provide a degree of 

protection from even the worse market conditions.   

5.65 For category 7 funds the statement ñA category 7 fund is seven times as risky as a category 1 fundò 

was only answered correctly by 49% of respondents.  The non-linear relationship of the ratings is 

specifically covered in the supporting text to the indicator but this appears not to be consistently 

picked-up.  By risk attitude the proportion correctly answering this statement varies from 36% of 

Secure investors to 58% of Adventurous investors, and by household income from 46% of those 

earning up to ú39,999 to 62% of those earning more than ú80,000.  There was no significant 

difference by financial sophistication. 

Figure 5.6: Interpretation of category 1 and category 7 funds 

RISK: Group 2: 2A & 2B: Category 1 and Category 7 
interpretation
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5.66 On average respondents achieved 3 correct responses to the 5 statements asked of category 1 

funds and 3 correct responses to the 5 statements asked of category 7 funds.  Table 5.18 below 

summarises the number of correct responses achieved by respondents. 
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Table 5.18: Interpretation of category 1 and category 7 funds, summary of correct responses 

 Category 1 

funds 

(5 statements) 

Category 7 

funds 

(5 statements) 

Mean number of correct 

responses 

3.2 3.5 

No correct responses 12% 12% 

4 or more correct responses 52% 63% 

All correct responses 20% 37% 

Highest average of correct 

responses 

3.6 ï 

Germany 

3.8 ï 

Germany 

Lowest average of correct 

responses 

2.9 ï Spain 3.1 ï Spain 

5.67 For category 1 funds the average number of correct statements increases with attitude to risk 

(Secure 2.6, Adventurous 3.5), annual household income (up to ú39,999 3.1, more than ú80,000 

3.6), and to a lesser degree financial sophistication (Low 3.0, High 3.2). 

5.68 For category 7 funds the picture is similar with the average number of correct statements increasing 

with attitude to risk (Secure 2.7, Adventurous 3.9), annual household income (up to ú39,999 3.4, 

more than ú80,000 4.0), and to a lesser degree financial sophistication (Low 3.3, High 3.5). 

5.69 The analysis by Member State for category 1 funds shows that Spanish respondents are significantly 

more likely to achieve an incorrect response on 4 of the 5 statements.  Only 50% of Spanish 

respondents correctly answered the statement ñThe fund is guaranteed not to lose moneyò compared 

to 76% of German respondents.  Polish respondents (66%) were significantly more likely to 

incorrectly answer the statement ñThe value of your investment in the fund would be largely 

unaffected by any widespread financial turmoilò. 
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Table 5.19: Interpretation of category 1 funds  

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

The fund would have 
a low risk of losing 
all its money (TRUE) 

Correct 71 77 72 70 64 68 76 72  72 68 

Incorrect 14 11 16 7 19 18 11 14 13 17 

The fund is 
guaranteed not to 
lose money 
(FALSE) 

Correct 65 76 68 66 50 65 62 65 65 62 

Incorrect 20 10 20 9 32 22 27 21 20 22 

The value of your 
investment in the 
fund would be 
largely unaffected by 
any widespread 
financial turmoil 
(FALSE) 

Correct 40 54 40 44 51 36 41 19 41 39 

Incorrect 42 28 48 33 27 48 42 66 41 45 

The fund would have 
a high chance of 
making some gains 
over a few years 
although these gains 
may be quite small 
(TRUE) 

Correct 69 70 71 64 59 72 75 73 70 65 

Incorrect 16 14 17 12 23 17 14 12 15 21 

It might be 
appropriate for 
people whose main 
objective is to have 
a low risk investment 
(TRUE) 

Correct  74 78 76 73 65 70 79 75 74 72 

Incorrect 13 10 14 6 18 18 11 13 13 14 

           

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 

5.70 The analysis by Member State for category 7 funds shows that Spanish respondents are significantly 

more likely to achieve an incorrect response on 4 of the 5 statements whereas German respondents 

are more likely to achieve a correct response on all 5 statements.  Two-thirds (66%) of Spanish 

respondents correctly answered the statement ñThe fund would have a low risk of losing moneyò 

compared to 81% of German respondents.  Those in Italy (37%) were less likely to correctly answer 

the statement ñA category 7 fund is seven times as risky as a category 1 fundò. 

5.71 Those who were potential future UCITS investors had a significantly lower proportion of correct 

answers in two statements (albeit still the majority) whilst in three of the statements these potential 

future investors achieved a significantly higher proportion of incorrect answers. 
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Table 5.20: Interpretation of category 7 funds 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

The fund is 
guaranteed to make 
high gains (FALSE) 

Correct 69 81 68 71 59 68 77 61 71 61 

Incorrect 16 8 21 7 24 16 9 25 15 21 

The fund would have 
a low risk of losing 
money (FALSE) 

Correct 74 81 75 70 66 72 77 76 75 67 

Incorrect 12 8 14 6 17 15 12 13 11 17 

You could lose a 
significant amount of 
money but there is 
also a chance of 
making higher gains 
(TRUE) 

Correct 77 83 81 72 69 76 80 81 78 73 

Incorrect 9 7 11 6 14 9 9 7 8 12 

A category 7 fund is 
seven times as risky 
as a category 1 fund 
(FALSE) 

Correct 49 55 52 51 45 37 57 48 50 43 

Incorrect 31 26 34 19 37 42 26 35 30 38 

It might be 
appropriate for 
people who were 
able to put some of 
their money at high 
risk for the chance of 
high gains (TRUE) 

Correct  76 83 75 72 68 76 82 78 77 73 

Incorrect 10 6 13 7 16 12 7 11 10 11 

           

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 

5.72 As part of the changes to the synthetic indicator following the phase 1 research findings, the 

Commission introduced an exclamation mark ñ!ò symbol to be shown alongside the fund rating for 

funds with a more complex risk and reward profile.  The intention is to indicate that under certain 

market conditions the value of these funds could change more rapidly than similarly rated funds 

without the mark. 

5.73 The quantitative research tested investor understanding and interpretation of the exclamation mark 

by means of 5 true/false statements (Figure 5.7). 

5.74 The implications of the exclamation mark are generally well understood with most respondents 

achieving a correct answer on 4 of the 5 statements. Around three-quarters (72%) of respondents 

correctly answered the statement ñThe ñ!ò is a warning not to investò whereas 49% correctly 

answered the statement ñThe ñ!ò means this fund can do better than other funds in the same 

categoryò. 

5.75 Across all the statements the proportion of correct answers generally increases with attitude to risk, 

i.e. from Secure to Adventurous, financial sophistication, i.e. from Low to High, and annual 

household income.  Not all of these increases are significant but the consistent pattern of response 

strongly indicates a correlation between these factors and understanding the implications of the 

exclamation mark. 
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Figure 5.7: Interpretation of ñ!ò, ABC Absolute Return Fund (Document 2B) 
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5.76 On average respondents achieved almost 3 correct responses to the 5 statements asked regarding 

the exclamation mark. Table 5.21 below summarises the number of correct responses achieved by 

respondents. 

Table 5.21: Interpretation of ñ!ò, summary of correct responses 

 Interpretation of ñ!ò 

(5 statements) 

Mean number of correct responses 2.6 

No correct responses 12% 

3 or more correct responses 60% 

All correct responses 3% 

Highest average of correct responses 2.9 ï Hungary 

Lowest average of correct responses 2.2 - Sweden 
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5.77 The average number of correct statements by attitude to risk varied from 2.1 for the Secure investors 

(with 22% getting no statements correct) to 2.9 for the Adventurous investors (with 7% getting no 

statements correct).  A similar pattern (albeit less marked) was seen for Low (2.4) versus High (2.6) 

financial sophistication and between low (up to ú39,999 2.6) and high (over ú80,000 2.9) annual 

household income. 

5.78 At a country level responses to the statements were relatively consistent.  However, Hungarian 

respondents were significantly more likely to achieve the correct answer on 4 of the 5 statements. 

Table 5.22: Interpretation of ñ!ò, ABC Absolute Return Fund (Document 2B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

The symbol ñ!ò 
means that a fund 
has a more complex 
risk and reward 
profile than other 
funds that are in the 
same category 
(TRUE) 

Correct 66 69 70 58 60 62 73 70 66 64 

Incorrect 18 17 19 15 22 20 16 18 18 21 

The ñ!ò applies to 
this fund because it 
is likely to suffer 
significant losses 
(FALSE) 

Correct 58 65 58 51 51 51 74 56 58 55 

Incorrect 25 21 27 22 32 32 14 29 25 26 

The ñ!ò applies to 
this fund because its 
value might change 
rapidly in certain 
market 
circumstances 
(TRUE) 

Correct 57 60 60 53 59 56 56 56 57 61 

Incorrect 26 27 27 20 23 27 31 30 27 23 

The ñ!ò means this 
fund is likely to do 
better than other 
funds in the same 
category (FALSE) 

Correct 49 45 56 52 51 37 59 43 49 49 

Incorrect 34 39 29 23 30 45 29 42 34 34 

The ñ!ò is a warning 
not to invest 
(FALSE) 

Correct  72 82 74 68 64 70 83 66 73 66 

Incorrect 12 5 12 7 17 12 8 19 11 16 

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 

 



EUROPEAN COMMISSION  UCITS DISCLOSURE TESTING 
 

 
 Thoughtful and Creative Research 82 

 

 

 Assessment of understanding of risk amongst those with a high number of 

donôt know responses to the risk statements 

5.79 Throughout the questions testing understanding of risk there was a relatively consistent proportion of 

respondents (approximately between 15%-20%) who answered ñdonôt knowò to the statements.  

These investors are obviously struggling to understand (or failing to engage with) particular aspects 

of risk as described within the documents and it is important to assess what those who had a high 

proportion of donôt know responses to the statements actually did understand. 

5.80 Respondents in group 1 of the sample saw two documents in the same presentation format 1A 

(Emerging Markets Fund) and 1B (Absolute Return Fund) and were asked a total of 17 risk 

statements about the two documents.  To define the respondents who appear to be consistently 

struggling we used a cut-off of 5 or more donôt know responses to the 17 statements.  Of the 1,935 

group 1 respondents a total of 317 (16%) fell into this ñstrugglingò definition.  Meaningful sub-group 

analysis of these respondents, e.g. by Member State or UCITS experience, is not generally possible 

due to the low base sizes. 

5.81 Of the 8 statements asked about document 1A only on two statements were answered correctly by 

more than 20% of these ñstrugglingò respondents.  The statements were ñInvestment in the stock 

markets of developing countries gives a greater chance of large gains but also a greater risk of large 

lossesò (21%), and ñInstability in developing countries could threaten the value of shares and result 

in losses for an investment in the stock markets of those developing countriesò (21%). The level of 

donôt knows to each of these 8 statements ranged from 69% to 77%. 

5.82 None of the 9 statements asked about document 1B were answered correctly by more than 20% of 

the ñstrugglingò respondents.  The highest proportion of correct answers was 17% for the statement 

ñThe fund might achieve less growth than it aims for or even lose moneyò.  The level of donôt knows 

to each of these 9 statements ranged from 73% to 81%. 

5.83 Although not conclusive evidence these findings suggest that those who struggle consistently to 

respond to the risk statements for documents using the narrative description of risk find it slightly 

easier to understand some aspects of the Emerging Markets Fund than the Absolute Return Fund.  

As discussed earlier this could be influenced by the name of the fund itself which may automatically 

suggest a high level of inherent risk. 

5.84 Similarly respondents in group 2 of the sample saw two documents in the same presentation format 

2A (Emerging Markets Fund) and 2B (Absolute Return Fund) and were asked a total of 18 risk 

statements about the two documents.  Once again to define the respondents who appear to be 

consistently struggling we used a cut-off of 5 or more donôt know responses to the 18 statements.  Of 

the 1958 group 2 respondents a total of 331 (17%) fell into this ñstrugglingò definition.  Meaningful 

sub-group analysis of these respondents is not generally possible due to the low base sizes. 

5.85 A total of 5 of the 10 statements asked about document 2A were answered correctly by more than 

20% of the ñstrugglingò respondents.  These 5 statements were: 

ü ñA category 6 fund gives a greater chance of large gains but also a greater risk of large lossesò 
(24%); 

ü ñInvestment in the stock markets of developing countries gives an additional chance of gains 
and losses because of movements in currency exchange ratesò (20%); 
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ü ñYou could lose most of your moneyò (24%); 

ü ñThis fund should be regarded as a low-risk investmentò (21%); 

ü ñThe category 6 is a warning not to investò (21%). 

5.86 None of the 8 statements asked about document 2B were answered correctly by more than 20% of 

the ñstrugglingò respondents.  The highest proportion of correct answers was 17% for the statement 

ñThe fund aims to achieve better growth than a deposit that pays interest but is not trying to achieve 

strong gainsò.  The level of donôt knows to each of these 8 statements ranged from 75% to 81%. 

5.87 Again these findings strongly suggest that those who struggle consistently to respond to the risk 

statements for documents using the synthetic risk indicator find it easier to understand some aspects 

of the Emerging Markets Fund than the Absolute Return Fund.  As discussed earlier this could also 

be influenced by the name of the fund itself which may automatically suggest a high level of inherent 

risk. 

5.88 Comparing the documents that describe the same fund in a different format, i.e. 1A vs. 2A, and 1B 

vs. 2B, it is evident that for the Absolute Return Fund (1B and 2B) no matter which format is used to 

describe risk (narrative or synthetic indicator) these ñstrugglingò respondents have a very low level of 

understanding.  For the Emerging Markets Fund (1A and 2A) the synthetic indicator appears to 

engender a higher level of understanding than the narrative description albeit still with a relatively low 

proportion of ñstrugglingò respondents achieving a correct answer.  In the comparison between the 

Emerging Market Fund documents we can assume that any impact of the name of the fund upon 

understanding is the same for both documents. 

 Qualitative findings on risk 

5.89 To provide depth and colour to the quantitative findings, attitudes to and understanding of the risk 

and reward section of the documents were also tested qualitatively amongst both consumers and 

intermediaries across the seven Member States. 

 CONSUMERS  

5.90 The consumer qualitative element consisted of two different approaches, telephone depth interviews 

(teledepths) and face-to-face focus groups.  Both approaches included some consumers who had no 

previous experience of investments as well as the past and potential future purchasers used in the 

quantitative stage. 

5.91 The sample of consumers used for the teledepths were split into two groups and each group was 

sent two documents with risk and reward information.  Both documents described the risks and 

rewards associated with the same fund (i.e. either the Emerging Markets Fund or the Absolute 

Return Fund) but did so in two different ways, i.e. one document used a narrative description, whilst 

the other used the synthetic risk indicator approach. 

5.92 For each fund consumers were asked how likely they would be to receive a high return or to get back 

a lot less than they invested.   

ü For the Emerging Markets Fund, (rated a 6 on the indicator) around two-thirds correctly 
interpreted it to have a high chance of giving a high return and a high chance of losing money. 

ü For the Absolute Return Fund, (rated a 3! on the indicator) most consumers (at least 4 in 5) 
correctly felt that it had a low chance of giving a high return and a low chance of losing money. 
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5.93 To make this assessment of the funds consumers used the risk information contained in the 

documents and also the Strategy and Objectives section, their own knowledge (or perception) of 

emerging markets, or more often their feelings about the current economic conditions.  In some 

cases consumers also used the past performance information shown in the documents to assess the 

risk level of the fund. 

5.94 Most consumers preferred the risk indicator approach and found it easier to understand than the 

purely narrative description for the following reasons: 

ü It is visual and gets the message across quickly ï especially for the many consumers who 
prefer pictures to words or numbers; 

ά¸ƻǳ Ŏŀƴ ǎŜŜ ǎǘǊŀƛƎƘǘ ŀǿŀȅ ǿƘŀǘ ƪƛƴŘ ƻŦ Ǌƛǎƪ ȅƻǳΩǊŜ ǘŀƪƛƴƎΦέ Germany (Past purchaser) 

ü It is felt to make comparison between funds easier, as long as the indicator becomes standard 
across all relevant funds, as it means the consumer does not have to make their own 
judgement; 

άIŀǾƛƴƎ ǘƘŜ ƴǳƳōŜǊŜŘ ǎŎŀƭŜ ƳŀƪŜǎ ƛǘ ŜŀǎƛŜǊ ǘƻ ƧǳŘƎŜ ǘƘŜ Ǌƛǎƪ ǿƘŜǊŜŀǎ ǿƛǘƘ ǘƘŜ ƻǘƘŜǊ ƻƴŜ ώǘƘŜ 

narrativŜ ŦƻǊƳŀǘϐ ȅƻǳ ƘŀǾŜ ǘƻ ǿƻǊƪ ƛǘ ƻǳǘ ŦƻǊ ȅƻǳǊǎŜƭŦΦέ Spain (Past purchaser) 

ü It is better for non-experienced investors as it doesnôt rely upon being able to interpret 
contextual information and the arrows above the indicator clearly show the link between risk 
and reward. 

άLǘ ƘŜƭǇǎ ǘƻ ǳƴŘŜǊǎǘŀƴŘ ŀƴŘ ŀŎŎŜǇǘ ǘƘŀǘ ƛŦ ǿŜ ǿŀƴǘ ǘƻ ŀŎƘƛŜǾŜ ŀ ƘƛƎƘŜǊ ǊŜǿŀǊŘΣ ǿŜ Ƴǳǎǘ ǘŀƪŜ 

ŀ ƘƛƎƘŜǊ ǊƛǎƪΦέ Hungary (Non-experienced) 

5.95 However, the synthetic indicator was felt by some to lack detail compared to the narrative description 

of risk.  In particular why the fund was in a certain category. A few wanted to know the difference 

between the categories, e.g. between category 3 and 4. 

άм. ώ!ōǎƻƭǳǘŜ wŜǘǳǊƴ CǳƴŘ ǿƛǘƘ ƴŀǊǊŀǘƛǾŜ ŘŜǎŎǊƛǇǘƛƻƴ ƻŦ Ǌƛǎƪϐ ŜȄǇƭŀƛƴŜŘ ōŜǘǘŜǊ ǿƘȅ ǘƘƛǎ ŦǳƴŘ ŎŀǊǊƛŜǎ 

such a high risk whereas 2B [Absolute Return Fund with synthetic risk indicator] only tells you which 

ŎŀǘŜƎƻǊȅ ǘƘŜ ŦǳƴŘ ƛǎ ƛƴΦέ Germany (Past purchaser) 

5.96 With regard to the exclamation mark shown on document 2B (Absolute Return Fund with synthetic 

risk indicator) most consumers claimed that they found its purpose clear and felt that it was designed 

to catch attention. 

5.97 However, some interpreted the exclamation mark as a warning that the fund was risky and found it 

off-putting. 

άL ǎŀǿ ƛǘ ŀǎ ǎƻƳŜ ƪƛƴŘ ƻŦ ǿŀǊƴƛƴƎΧǘƻ ǎǘŀȅ ŀǿŀȅ ŦǊƻƳ ǘƘƛǎΦέ Germany (Past purchaser) 

ά{ƛƎƴƛŦƛŜǎ ŀǇǇǊƻŀŎƘ ǿƛǘƘ ŎŀǊŜ ƭƛƪŜ ŀ ƘŀȊŀǊŘΦέ Ireland (Past purchaser) 

5.98 There was some confusion as to how the exclamation mark interacts with the numbered categories, 

e.g. a couple of consumers felt it meant the fund was really mid-way between a category 3 and a 

category 4,  and around some of the terminology used within the documents, e.g. references to 

ñcomplex riskò and ñspecific financial techniques usedò. 
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5.99 To summarise, the risk indicator is preferred but more detail on the fund in the accompanying 

explanation (along the lines of the narrative description) may be useful.  Most consumers said that 

the meaning of the exclamation mark was clear but some confusion evident as some consumers 

found it off-putting. 

5.100 In the focus groups, reactions to the narrative description of risk as shown in documents 1A 

(Emerging Markets Fund) and 1B (Absolute Return Fund) approach were mixed.  Some thought the 

description to be clear (and indeed a few thought it preferable to the synthetic indicator for the 

Absolute Return Fund as it didnôt include an exclamation mark) but there were some mis-

understandings and a need for greater clarity for many. 

άL ǘƘƛƴƪ ǘƘŜ Ǌƛǎƪ-return section makes it quite clear that this is a high-Ǌƛǎƪ ŦǳƴŘΦέ Spain (Non-

experienced) 

ά9ƳŜǊƎƛƴƎ aŀǊƪŜǘǎΚ  Lƴ ǿƘƛŎƘ ǿŀȅ ς ƛǘΩǎ ƴƻǘ ƳŜŀƴǘ ƛƴ ŀƴ ŜȄǇƭƛŎƛǘ ǎŜƴǎŜ ŀǎ ǘƘŜǊŜ ŀǊŜ ǎŜǾŜǊŀƭ ƻƴŜǎ 

ǘƘŀǘ ŀǊŜ ƴƻǘ ƳŜƴǘƛƻƴŜŘΦέ Germany (Non-experienced) 

άL ǿŀǎ Ƨǳǎǘ ƻǾŜǊǿƘŜƭƳŜŘ ŀǘ ǘƘŜ ŀƳƻǳƴǘ ƻŦ ǿƻǊŘǎ ǘƘŀǘ ǿŜǊŜ ōŜƛƴƎ ǳǎŜŘΣ ǘƘŜ ŀƳƻǳƴǘ ƻŦ jargon that 

ǿŀǎ ƛƴ ƛǘΦέ Italy (Non-experienced) 

ά¢ƘŜ Ǌƛǎƪ ǇǊƻŦƛƭŜ ƛǎ ōŜǘǘŜǊ ώǘƘŀƴ ŘƻŎǳƳŜƴǘ н. ǿƛǘƘ ǎȅƴǘƘŜǘƛŎ ƛƴŘƛŎŀǘƻǊϐΣ ƛǘ ŘƻŜǎƴΩǘ ƳƛǎƭŜŀŘ ƳŜ ǿƛǘƘ 

ŜȄŎƭŀƳŀǘƛƻƴ ƳŀǊƪǎ L ŘƻƴΩǘ ǳƴŘŜǊǎǘŀƴŘ ŀƴŘ ǘƘŜǊŜ ƛǎ ƴƻ ǘŀōƭŜ ǘƘŀǘ L ŘƻƴΩǘ ǳƴŘŜǊǎǘŀƴŘ ŜƛǘƘŜǊΦέ Poland 

(Future purchaser) 

5.101 For less experienced investors any comment suggesting risk is automatically taken to mean extreme 

or high risk.  Many do not have a framework for assessing how much risk is present or indeed how 

much they may need to accept for a higher potential reward. 

5.102 Much confusion was caused by the bold text ñWarning: this fund may not be appropriate for 

investors who plan to withdraw their money with five years [Emerging Markets Fund]/two 

years [Absolute Return Fund]ò as it created the impression in many participants that an 

investment in the fund would be locked-in or have penalty charges if they were to withdraw within the 

stated time frame. 

ά¢ƘŜ ŎƭŜŀǊŜǎǘ ǘƘƛƴƎ ƛǎ ƴƻǘ ōŜƛƴƎ ŀōƭŜ ǘƻ ǘƻǳŎƘ ȅƻǳǊ ƳƻƴŜȅ ƛƴ ƭŜǎǎ ǘƘŀƴ р ȅŜŀǊǎΦέ Spain (Non-

experienced) 

ά²Ŝƭƭ ǿƘƻ ǿŀƴǘǎ ǘƻ ōŜ ǘƛŜŘ ǳǇ ŦƻǊ р ȅŜŀǊǎΚέ Sweden (Non-experienced) 

5.103 For the Emerging Market Fund document 2A with the synthetic risk indicator was almost 

unanimously preferred to document 1A with the narrative description.  However, there was some 

feeling that too much of the text in document 2A was spent explaining the scale itself and that a 

combination of the synthetic indicator with some of the more detailed fund description for document 

1A would be best. 

άL ƭƛƪŜ ǘƘƛǎ ŀ ƭƛǘǘƭŜ ōƛǘ ƳƻǊŜ ōŜŎŀǳǎŜ ƘŜǊŜ ǿŜ ƘŀǾŜ ŀ т-point scale and this demonstrates to me that I 

Ŏŀƴ ŘŜŎƛŘŜ ǿƘƛŎƘ ŎŀǘŜƎƻǊȅ ǘƻ ŎƘƻƻǎŜΦέ Hungary (Past purchaser) 

άL ǘƘƛƴƪ ƛǘΩǎ ǾŜǊȅ ƎƻƻŘΣ ǘƘŜ ŦŀŎǘ ǘƘŀǘ ƛǘ ǎŀȅǎ ǘƘŜ ōŀǎƛǎ ƻƴ ǿƘƛŎƘ ƛǘ ƛǎ ŎƻƳǇƛƭŜŘ ŀǎ ǿŜƭƭ ǘƘŀǘ ƛǘ ƛǎ ōŀǎŜŘ ƻƴ 

European Law and all funds comply with tƘŜ ǎŀƳŜ ǎŎŀƭŜΦ LǘΩǎ ŀǎ ŎƭŜŀǊ ŀǎ Ŏŀƴ ōŜΦέ Ireland (Future 

purchaser) 
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ά! ƭƻǘ ƻŦ ǘƘƛǎ ǘŜȄǘΣ ƴŜŀǊƭȅ ŀƭƭ ƻŦ ƛǘΣ ƛǎ ŜȄǇƭŀƛƴƛƴƎ ǿƘȅ ŀ м ƛǎ ŀ м ŀƴŘ ŀ с ƛǎ ŀ с ς ŦŀƛǊƭȅ ƻōǾƛƻǳǎ ƛǎƴΩǘ ƛǘΚ 

Sweden (Past purchaser) 

5.104 The exclamation mark used in document 2B caused much confusion and most participants were 

unclear of how to interpret this.  The exclamation mark does highlight that the fund is ñdifferentò for 

some and they do read the explanation in the accompanying text but the fact that the exclamation 

mark is in effect a scale within a scale is confusing for most. Hence it would appear that while the 

evidence from the quantitative and qualitative work indicates that respondents are able to 

understand that the exclamation mark indicates a slightly different type of fund they are not clear as 

to why this canôt simply be reflected in the existing scale.  

ά¢ƘŜ ŜȄŎƭŀƳŀǘƛƻƴ ƳŀǊƪ ƳŜŀƴǎ ƛǘ ƛǎ ǊŜŀƭƭȅ ŀ оΦ  .ǳǘ ŀǎ ŀ ƳŀǘǘŜǊ ƻŦ ŦŀŎǘ ǘƘƛǎ ƛǎ ƴƻǘ ŀ ǊŜŀƭ о ς it instils 

ŘƻǳōǘΦέ Italy (Future purchaser) 

άL ŘƛŘƴΩǘ ǘƘƛƴƪ ǘƘŜ Ǌƛǎƪ ǿŀǎ ǘƘŀǘ ŎƭŜŀǊ ōŜŎŀǳǎŜ ƻŦ ǘƘŜ ŜȄŎƭŀƳŀǘƛƻƴ ƳŀǊƪΦέ Sweden (Past purchaser) 

άLΩǾŜ ƴŜǾŜǊ ǎŜŜƴ ŀƴ ŜȄŎƭŀƳŀǘƛƻƴ ƳŀǊƪ ƭƛƪŜ ǘƘŀǘΦ Lǘ ƎŜǘǎ ƳƻǊŜ ŘƛŦŦƛŎǳƭǘΦέ Sweden (Past purchaser) 

5.105 For both the Absolute Return Fund documents (1B and 2B) some participants were intimidated by 

the language used in the risk description.  Again the ñwarningò in bold text created the impression of 

a fixed term or locked-in investment that would carry penalty charges if sold within two years of 

investing. 

 INTERMEDIARIES 

5.106 The intermediary sample was split into two groups and each group saw two documents with risk and 

reward information.  Both documents described the risks and rewards associated with the same fund 

(i.e. either the Emerging Markets Fund or the Absolute Return Fund) but did so in two different ways, 

i.e. one document used a narrative description, whilst the other used the synthetic risk indicator 

approach. 

5.107 The synthetic indicator approach was preferred by around two-thirds of intermediaries.  It was 

generally felt to be better for less financially sophisticated clients as it is seen as more ñuser-friendlyò.  

The visual nature of the indicator means that you can ñseeò the risk straight away and it was felt such 

an approach would make it easy for clients (and by implication intermediaries themselves) to 

compare funds. 

5.108 However, some intermediaries felt that more information was needed on what the categories mean 

and how they are distinct.  Some concern that not all funds would be comparable by this method. 

άώ¢ƘŜ ƛƴŘƛŎŀǘƻǊϐ ƳŀƪŜǎ ƛǘ Ŝŀǎȅ ǘƻ ƎŜǘ ŀ ǉǳƛŎƪ ǇƛŎǘǳǊŜΧōǳǘ ƳŀƪŜǎ ǘƘŜ Ŧƛƴŀƭ ŘŜŎƛǎƛƻƴ ƘŀǊŘŜǊ ŀǎ ǘƘŜǊŜ ƛǎ 

ƭŜǎǎ ŘŜǘŀƛƭ ƛƴŎƭǳŘŜŘ ƛƴ ǘƘŜ ŘŜǎŎǊƛǇǘƛƻƴΦέ Germany 

άLǘ ƛǎ ƴƻǘ ŎƭŜŀǊ Ƙƻǿ ǘƘŜ ŎŀǘŜƎƻǊȅ ƛǎ ŘŜǘŜǊƳƛƴŜŘ ς therefore you cannot ascertain what the relative 

degree of risk between those funds is and the ŜȄǘŜƴǘ ƻŦ ǇƻǘŜƴǘƛŀƭ ƭƻǎǎ ŀǘǘŀŎƘŜŘ ǘƻ ǘƘŜƳΦέ Ireland 

5.109 Although only around a third of intermediaries preferred the narrative description no negatives were 

mentioned by the intermediaries.  It was thought to be more thorough than the risk indicator 

approach, e.g. more detail given about currency exchange rates are better for their more financially 

sophisticated clients. 
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5.110 Attitudes towards the exclamation mark shown in document 2B were mixed.  A slim majority of 

intermediaries felt that its meaning was clear but there was some feeling that it is unnecessary or 

over-complicated. 

ά¢ƘŜ ƛƴǾŜǎǘƻǊǎ ŀǊŜ ƳƻǊŜ ƭƛƪŜƭȅ ǘƻ ƳŀƪŜ ŀ ŘŜŎƛǎƛƻƴ ōŀǎŜŘ ƻƴ ǘƘŜ ŀƳƻǳƴǘ ŀƴŘ ǉǳŀƭƛǘȅ ƻŦ ǘƘŜ 

information they gather from the risk and reward profile, rather than on the complexity of the 

fundΦέ Hungary 

5.111 Some intermediaries felt that it may confuse and put-off some clients from investing.  However, there 

were no alternative suggestions made except to leave it out of the documents. 

ά.ŜǘǘŜǊ ǘƻ Ǉǳǘ ƛǘ ƛƴǘƻ ŀ ƘƛƎƘŜǊ Ǌƛǎƪ ŎŀǘŜƎƻǊȅ ǊŀǘƘŜǊ ǘƘŀƴ ǘǊȅƛƴƎ to mask the risk with the aid of an 

ŜȄŎƭŀƳŀǘƛƻƴ ƳŀǊƪΦέ Germany 

5.112 To summarise, intermediaries prefer the risk indicator to the purely narrative approach as it is more 

visual and makes it easier for clients to understand risk (particularly those less financially 

sophisticated) and compare between funds.  However, more detail about the fund in the 

accompanying explanation of the indicator may be useful as well as more detail on how the 

categories are distinct (this for the benefit of the intermediaries rather than consumers).  Some 

feeling that the exclamation mark is unnecessary although most felt itôs meaning to be clear. 
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6 Past Performance 

6.1 The presentation of past performance information within the KII was an important area of 

examination for the research. It is well recognised that the past performance of an investment fund 

can often play a significant role in investor decision making.  This chapter details investor reaction 

to different ways of presenting past performance information and its effect on consumer 

understanding of the information and attitudes to investing.   

6.2 The KII documents tested presented past performance in two different formats in order to 

determine which was the best at helping investors understand the information.   One variant was to 

show the past performance as a graph over a 5 year period whilst the other variant used a graph 

over a 10 year time period. 

6.3 In addition, the Emerging Market Fund described in the documents 1A and 2A had a stated 

objective of beating a specific market index (the MSCI EM - Morgan Stanley Capital Investment 

Emerging Markets Index).  Therefore the past performance information in these two documents 

included the past performance of the index alongside the fundôs performance, The Absolute Return 

Fund described in documents 1B and 2B was not benchmarked against an index and therefore the 

past performance information in these documents showed the fundôs performance only.   

6.4 As a result across the four KII documents there were four separate presentations of past 

performance information.  

Table 6.1: Treatment of past performance information in documents tested 

Document Past performance format Other 

1A 

Emerging Market Fund, 

performance shown over 5 years 

against the index 

Included one year of 0% growth 

2A 

Emerging Market Fund, 

performance shown over 10 years 

against the index 

Included two years of negative 

growth for both fund and index 

1B 
Absolute Return Fund, 

performance shown over 5 years 

Included one year of 0% growth 

and one year of negative growth 

2B 
Absolute Return Fund, 

performance shown over 10 years 

Included two years when the fund 

was not in existence, one year of 

0% growth and one year of 

negative growth 

6.5 Respondents in each Member State were divided into two groups, one group were shown 

documents 1A and 1B (using 5 year performance) while the others were shown 2A and 2B (using 

10 year performance).  
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6.6 The first section of the online quantitative research asked respondents three true or false 

statements regarding the past performance of the fund being described in each document. The 

results of these questions are below. 

Figure 6.1: Overall comparison, Past Performance 

Overall Comparison: Past Performance
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6.7 The proportion of correct responses to the statements was relatively consistent whether 

respondents were assessing 5 year or 10 year performance.  However, for the statement óhas had 

the steadier performance over the last 5 yearsô, a higher proportion correctly identified document 

2B (10 year ABC Absolute Returns Fund) than 1B (5 year ABC Absolute Returns Fund). 

Past performance: Key findings  

Consumers and intermediaries express a strong preference for showing 10 years of 
past performance data (and findings suggest that there is no down-side to this in 
terms of ability to interpret information).   

Past performance information was generally correctly interpreted, with a majority of 
consumers able to identify each of the years where the growth of the fund beat that 
of the benchmark index.  However negative growth appeared to confuse consumers, 
with only a minority being able to correctly interpret the graph when it showed 
negative growth for both the fund and the benchmark. 

It would appear that past performance information will be used by some (most likely 
to be inexperienced investors) to judge likely future performance. While this could be 
used as a reason for excluding this information from the KII altogether, it was clear 
that this was information that consumers expected to see and hence its exclusion 
could reduce likelihood to engage with the document altogether.  
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6.8 Tables 6.3 and 6.4 below show responses to the three statements by Member State and previous 

UCITS experience. Statistically significant differences from the total figure are shown in bold. 

Table 6.2: Overall comparison, Past Performance (Variant 1, 5 years shown: Documents 1A & 
1B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

Has had the steadier 
performance over 
the last 5 years  

Correct  

(Doc 1B) 

39 37 47 32 37 42 39 37 38 42 

Incorrect 

(Doc 1A)  

37 38 36 39 38 28 38 43 38 35 

Performed best in 
2004 

Correct  

(Doc 1A) 

56 59 60 60 49 49 53 60 56 52 

Incorrect 

(Doc 1B)  

15 16 19 8 20 17 15 12 15 19 

Performed best in 
2006 

Correct  

(Doc 1A) 

49 52 56 53 39 42 50 48 50 45 

Incorrect 

(Doc 1B)  

29 28 27 19 34 30 30 35 29 31 

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 

6.9 Of those respondents assessing the 5 year past performance information (documents 1A and 1B), 

those in Ireland achieved a significantly higher proportion of correct answers on two of the 

statements, whilst those in Spain, Italy and Poland achieved a significantly lower proportion of 

correct answers or significantly higher proportion of incorrect answers on two of the statements. 
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Table 6.3: Overall comparison, Past Performance (Variant 2, 10 years shown: Documents 2A 
& 2B) 

 

 

  Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

Has had the steadier 
performance over 
the last 5 years  

Correct  

(Doc 2B) 

48 48 49 45 45 49 48 55 48 48 

Incorrect 

(Doc 2A)  

27 28 31 26 29 19 31 27 27 27 

Performed best in 
2004 

Correct  

(Doc 2A) 

57 61 63 63 52 50 54 53 57 55 

Incorrect  

(Doc 2B) 

16 13 19 11 19 17 14 17 16 17 

Performed best in 
2006 

Correct  

(Doc 2A) 

52 52 62 63 46 50 43 46 53 46 

Incorrect  

(Doc 2B) 

26 27 22 11 29 24 39 34 26 31 

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 

6.10 Amongst those assessing the 10 year past performance information (documents 2A and 2B) the 

level of correct responses to the statements were relatively consistent across the seven Member 

States. Those in Sweden and Ireland achieved a significantly higher proportion of correct answers 

to two of the three statements.   

 Understanding of past performance, ABC Emerging Markets Fund 

(Documents 1A and 2A) 

6.11 Consumer understanding of the past performance information was tested for each document 

through a series of true or false statements. The following chart shows the overall responses to 

these statements for the two documents describing the ABC Emerging Markets Fund i.e. 

documents 1A (using 5 year performance) and 2A (using 10 year performance). 
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Figure 6.2: Understanding of past performance, ABC Emerging Markets Fund 

PAST PERFORMANCE: Document 1A/2A: 
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6.12 Whether using 5 year or 10 year performance information four of the five statements were correctly 

answered by the majority of respondents. The levels of correct response is also very similar across 

the two documents which suggests that neither the 5 year or the 10 year performance is 

significantly better at promoting consumer understanding of these issues. In particular neither 

document led large proportions of respondents to believe that ópast performance can reliably 

predict future performanceô. In contrast, there is evidence of some confusion regarding the 

statement óall fees and charges were included in the past performance figures displayed in the 

chartô.  Whilst a marginally higher percentage of respondents (43%) viewing each of the two 

documents managed to correctly answer this statement, there does appear to be a split in opinion  

as around  4 in 10 investors within both groups felt this was true (group 1: 40% vs. group 2: 39%) 

6.13 Interestingly, the statement óthe fund has performed better than the index in 3 of the years shownô 

had a higher proportion of correct answers from those reviewing the 5 year performance in 

document 1A (52%) than those assessing the 10 year performance in document 2A (31%). In both 

documents this was a false statement, yet the results are inverted from the two groups and we can 

only surmise that the extra information shown in the 10 year format led to some confusion. 

6.14 Table 6.4 below summarises the number of correct responses to the statements. 
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Table 6.4: Understanding of past performance, summary of correct responses (ABC 
Emerging Markets Fund) 

 DOCUMENT 1A (5 

YEAR 

PERFORMANCE) 

(5 statements) 

DOCUMENT 2A (10 

YEAR 

PERFORMANCE) 

(5 statements) 

Mean number of correct 

responses 
1.3 1.5 

No correct responses 22% 19% 

3 or more correct responses ï 1A 

3 or more correct responses ï 2A 

13% 16% 

All correct responses *% *% 

Highest average of correct 

responses 
1.5 ï  Spain 1.7 ï Germany 

Lowest average of correct 

responses 
1.0 ï Sweden 1.1 ï Sweden 

6.15 As can be seen from the table a higher proportion of respondents achieved a correct answer to 

more than three of the five statements using the 10 year format and as a result the average number 

of correct responses was slightly higher for the 10 year format. 

6.16 For document 1A those respondents with a Secure attitude to risk had a significantly higher 

proportion of no correct responses to the statements (27%).  

6.17 For document 2A, 21% of Future purchasers achieved three or more correct answers to the five 

statements.  
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6.18 Table 6.5 and 6.6 below show responses to the statements by Member State and previous UCITS 

experience. Statistically significant differences from the total figure are shown in bold. 

Table 6.5: Understanding of past performance, ABC Emerging Markets Fund (Document 1A) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

Past performance 
can reliably predict 
future performance 
(FALSE) 

Correct  64 66 72 57 60 57 71 62 64 60 

Incorrect  12 16 18 17 28 26 20 23 20 28 

The fundôs value is 
calculated in Euros 
(TRUE) 

Correct  75 81 80 70 75 73 72 75 75 75 

Incorrect  10 7 9 5 10 13 15 8 9 13 

All fees and charges 
are included in the 
past performance 
figures displayed in 
the chart (FALSE) 

Correct  43 49 49 37 35 41 48 42 43 43 

Incorrect 40 39 35 34 48 40 41 42 39 42 

The fund has 
performed better 
than the index in 3 of 
the years shown 
(FALSE) 

Correct  52 54 52 55 39 51 58 56 53 49 

Incorrect  33 32 35 24 45 34 31 30 32 36 

The index 
outperformed the 
fund in 2004 (TRUE) 

Correct  55 59 56 60 51 52 57 51 55 57 

Incorrect  28 28 29 14 33 30 31 33 28 28 

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 
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Table 6.6: Understanding of past performance, ABC Emerging Markets Fund (Document 2A) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

Past performance can 
reliably predict future 
performance (FALSE) 

Correct 63 70 74 51 50 56 71 65 64 53 

Incorrect 21 13 15 18 34 29 17 21 19 31 

The fundôs value is 
calculated in Euros (TRUE) 

Correct 78 80 83 75 71 77 77 80 78 77 

Incorrect 9 5 9 3 16 10 11 8 8 12 

All fees and charges are 
included in the past 
performance figures 
displayed in the chart 
(FALSE) 

Correct 43 53 47 41 37 36 46 41 44 40 

Incorrect 39 29 40 30 45 47 38 43 38 44 

The fund has performed 
better than the index in 3 of 
the years shown (FALSE) 

Correct 52 52 61 30 55 57 63 47 31 30 

Incorrect 31 31 27 47 24 27 23 36 52 55 

The index outperformed 
the fun in 2004 (TRUE) 

Correct  56 54 57 58 50 55 59 56 56 51 

Incorrect 27 27 29 19 30 26 28 26 26 31 

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 

6.19 For document 1A (using 5 year performance), those in Ireland achieved a significantly higher 

proportion of correct answers to three of the five statements, whilst those in Sweden and Spain had 

a significantly lower proportion of correct answers or significantly higher proportion of incorrect 

answers to three of the five statements.  A similar pattern is also seen in the responses to 

document 2A (using 10 year performance). 

6.20 For the statement ópast performance can reliably predict future performanceô those from Ireland, 

Hungary and Germany were the most likely to correctly identify this as false whether assessing 

document 1A or document 2A.    Investors with past UCITS experience achieved a higher 

proportion of correct answers than potential future purchasers across both documents,  

6.21 With both documents a high proportion of respondents across all Member States were able to 

identify that óthe funds value is being calculated in eurosô statement was true.   

6.22 The statement óall fees and charges are included in the past performance figures displayed in the 

chartô caused a degree of uncertainty amongst those assessing document 1A and those assessing 

2A.  For document 1A, all Member States achieved less than 50% of correct answers (high: 49% 

for Germany & Ireland; low: 35% for Spain).  For Document 2A, the proportion of correct answers 

ranged from a high of 53% for those in Germany to a low of 36% for those in Italy (in fact more 

Italians identified this statement as true).   

6.23 Those in Hungary are most likely to correctly answer the statement óthe fund has performed better 

than the index in 3 of the years shownô as false with scores of 58% from document 1A and 63% 

from 2A.  Those in Spain (39%) were least likely to identify the statement as false from document 

1A, while those in Sweden (30%) scored the lowest from document 2A. 
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6.24 In both documents 2004 was a year of 0% growth for the fund and the majority of respondents 

across all Member States correctly identified that óthe index outperformed the fund in 2004ô as true.  

The proportion of correct answers were broadly similar for both document 1A and document 2A,  

6.25 A key issue for the phase 2 research was whether consumers could correctly interpret the past 

performance data being shown in graphs.  Phase 1 of the research found a degree confusion on 

this which appeared to be related to the lack of a consistent scale and the fact that no data labels 

were used.  The KII documents tested in phase 2 addressed both of these deficiencies. For the 

documents describing the Emerging Markets Fund (1A and 2A) the ability to interpret past 

performance information was tested by asking respondents to identify in which years the fund beat 

the performance of its benchmark index (MSCI EM).   

Figure 6.3: Interpretation of past performance, in which years the ABC Emerging Markets 
Fund beat its benchmark index 
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6.26 A similar proportion of respondents using either document 1A (5 year performance) or document 

2A (10 year performance) were able to correctly identify the years 2003 and 2007 as when the fund 

beat the index.  As can be seen a slightly higher proportion of those using document 1A correctly 

identified these years which suggests that a 5 year performance may be a bit easier for consumers 

to interpret simply by virtue of showing less information. 
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6.27 Overall 54% of those viewing document 1A correctly identified both years (2003 and 2007) in which 

the fund beat the performance of the index.  But there are some differences among various sub-

groups in their ability to correctly identify both years.2007) using document 1AFor example, those 

respondents with a Secure (40%) attitude to risk were significantly less likely to identify both years 

whilst those with a Balanced (63%) or Adventurous (69%) attitude to risk were significantly more 

likely. Similarly those in Germany (61%) and Sweden (60%) were significantly more likely to 

correctly identify both years while those in Spain (41%) and Italy (47%) were significantly less likely. 

By UCITS experience a significantly higher proportion of past purchasers (56%) correctly identified 

both years than future purchasers (47%). 

6.28 Document 2A showed 10 year performance and there were four years (2001, 2002, 2003 and 

2007) where the fund beat the performance of the index.  Overall 25% of those viewing document 

2A correctly identified all four years.  Those in Sweden (30%) were significantly more likely to 

correctly identify all four years whereas those in Italy (16%) were significantly less likely. Once 

again, those with a Balanced (34%) or Adventurous (34%) were significantly more likely to correctly 

identify all four years. 

6.29 Compared to the other years in which the fund beat the index a much smaller proportion of 

respondents (31%) correctly identified the year 2002.  In 2002 both the fund and the index had 

negative performance but the fund had smaller negative growth.  This has obviously caused some 

confusion. 

6.30 The wide disparity in the overall proportion of respondents who correctly identified all the years 

where the fund beat the index using the 5 year performance in document 1A (54%) and the 10 year 

performance in document 2A (25%) is a reflection of the presence of the negative performance in 

2002 which many struggled to interpret correctly and simply the presence of additional years which 

increase the amount of information shown.  

6.31 We were keen to test what impact past performance information has upon understanding and 

interpretation of the synthetic risk indicator.  In documents 2A and 2B the text explaining the risk 

indicator specifically mentions that it is based on ñthe average fluctuations of the prices of funds over 

the past five yearsò. We wanted to ascertain whether respondents linked the past performance 

information with the risk indicator and whether a spurious interpretation of being able to predict a 

change in risk category from past performance data was made. 



EUROPEAN COMMISSION  UCITS DISCLOSURE TESTING 
 

 
 Thoughtful and Creative Research 98 

 

Figure 6.4: Likelihood of reclassification, ABC Emerging Markets Fund (Document 2A) 

 

6.32 Only around a third of those viewing document 2A thought that based on the past performance 

shown a reclassification of the fund from a 6 to a lower category was neither likely nor unlikely 

(27%) or didnôt know (9%).  Just over a quarter (26%) thought it very or fairly likely. 

6.33 These results suggest that the link (or lack of it) between the past performance information shown 

in the documents and the synthetic risk indicator would need to be clearly explained. 

6.34 Those in Germany (50%), Italy (43%), Sweden (40%), Ireland (39%) and Spain (36%) felt the 

reclassification of the fundsô risk category from 6 to a lower grade was more likely than not. 

Whereas those in Poland felt the opposite, that the fundsô reclassification was more unlikely (likely: 

37% & Unlikely: 34%) 
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 Understanding of Past Performance, ABC Absolute Return Fund (Documents 

1B and 2B) 

6.35 Consumer understanding of the past performance information was tested for each document through 

a series of true or false statements. The following chart shows the overall responses to these 

statements for the two documents describing the ABC Absolute Return Fund i.e. documents 1B 

(using 5 year performance) and 2B (using 10 year performance). 

Figure 6.5: Understanding of past performance, ABC Absolute Returns Fund 

PAST PERFORMANCE: Documents 1B/2B: 
Understanding 
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6.36 The overall proportion of correct responses each of the three statements is similar regardless of 

whether the 5 year performance (document 1B) or the 10 year performance (document 2B) is being 

used. 

6.37 For both documents only a minority achieved a correct answer to the statement óif you had invested 

in 2005, the fund would not have achieved its growth objective by the end of 2006ô. A correct 

response to this statement would ideally have involved reading the Objectives and Strategy section 

of the document, understanding the funds growth objective, and then being able to correctly 

interpret the data given in the past performance graph.  This was clearly beyond either the ability or 

engagement levels of most respondents. 

6.38 Respondents were much better at answering the second statement ñIn 2003 the fund had no 

growthò with 72% of those reviewing document 1B and 70% for those reviewing 2B achieving a 

correct answer.  
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6.39 From the relatively high level of incorrect answers in both documents some confusion was evident 

in the responses to the statement óThe entry charge is not included in the figures shownô. The 

information needed to correctly answer this is shown in the text alongside the past performance 

graph but was clearly over-looked by many people, perhaps as they were more drawn to the 

visuals. 

6.40 Table 6 .7 below summarises the number of correct responses to these three statements. 

Table 6.7: Understanding of past performance, summary of correct responses (ABC Absolute 
Return Fund) 

 DOCUMENT 1B (5 

YEAR 

PERFORMANCE0 

(3 statements) 

DOCUMENT 2B (10 

YEAR 

PERFORMANCE) 

(3 statements) 

Mean number of correct 

responses 
1.6 1.5 

No correct responses 15% 17% 

2 or more correct responses ï 1B 

2 or more correct responses ï 2B 

58% 54% 

All correct responses 17% 16% 

Highest average of correct 

responses 

1.8 ï Ireland and 

Germany 
1.8 ï Hungary 

Lowest average of correct 

responses 
1.2 ï Sweden 

1.3 ï Sweden 

and Italy 

6.41 As can be seen from the table a higher proportion of respondents achieved a correct answer to 

more than two of the three statements using the 5 year format and as a result the average number 

of correct responses was slightly higher for the 5 year format. 

6.42 Table 6.8 and 6.9 below show responses to the statements by Member State and previous UCITS 

experience. Statistically significant differences from the total figure are shown in bold. 
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Table 6.8: Understanding of past performance, ABC Absolute Return Fund (Document 1B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

If you had invested 
in 2005, the fund 
would not have 
achieved its growth 
objective by the end 
of 2006 (FALSE) 

Correct  35 34 44 28 29 35 39 40 35 41 

Incorrect  48 51 46 44 52 49 49 43 48 43 

In 2003 the fund had 
no growth (TRUE) 

Correct  72 76 77 66 70 71 72 75 73 70 

Incorrect  15 12 14 11 16 16 19 16 14 18 

The entry charge is 
not included in the 
figures shown 
(FALSE) 

Correct  52 69 59 29 55 39 53 59 51 56 

Incorrect  31 

 

15 26 42 29 42 35 23 31 28 

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 

Table 6.9: Understanding of past performance, ABC Absolute Return Fund (Document 2B)  

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

If you had invested 
in 2005, the fund 
would not have 
achieved its growth 
objective by the end 
of 2006 (FALSE) 

Correct  36 37 41 32 29 38 39 36 36 33 

Incorrect  46 46 43 45 48 44 47 46 46 46 

In 2003 the fund had 
no growth (TRUE) 

Correct  70 75 70 67 66 65 77 72 71 66 

Incorrect  15 12 18 13 20 18 11 14 15 18 

The entry charge is 
not included in the 
figures shown 
(TRUE) 

Correct  47 60 48 27 49 31 60 56 48 46 

Incorrect  34 24 39 43 34 47 26 26 34 34 

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 
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6.43 The proportion of correct answers by Member State are similar across both documents 1B and 2B. 

For document 1B those in Sweden achieve a significantly lower proportion of correct answers for all 

three statements.  Correct answers to the statement ñThe entry charge is not included in the figures 

shownò were highest in Germany (69% document 1B, 60% document 2B) and lowest in Sweden 

(29% document 1B, 27% document 2B) and Italy (39% document 1B, 31% document 2B). 

 Comparison of past performance documents 

6.44 After answering questions on each of the two KII documents (i.e. 1A and 1B or 2A and 2B) 

individually respondents were asked to compare the two documents and answer a number of true 

or false statements.  This meant that they were directly comparing 5 year performance of two 

different funds with and without an index (1A and 1B) or 10 year performance of two different funds 

with and without an index (2A and 2B).   

6.45 The same level of correct answers was achieved on the two statements asked of both pairs of 

documents, i.e. regardless of whether 5 year or 10 year performance is shown.   

Figure 6.6: Overall understanding, Past Performance 
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6.46 To check how blank years in the chart were interpreted those assessing documents 2A and 2B 

were asked an additional statement óThere are no figures shown for 1998 and 1999 due to poor 

performanceô. Overall 66% correctly identified this as false. 

6.47 Those assessing documents 1A and 1B were also asked an additional statement ñThe past 

performance chart takes account of the impact of all charges and costsò.  Overall only 43% 

achieved a correct answer which indicates once again that the text alongside the past performance 

graph is not being read by many consumers. 

6.48 Table 6.10 below shows responses to this statement by Member State and previous UCITS 

experience. Statistically significant differences from the total figure are shown in bold. 

Table 6.10: Overall understanding (Variant 1: Documents 1A & 1B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

The past 
performance chart 
takes account of the 
impact of all charges 
and costs (FALSE) 

Correct  43 50 49 38 30 36 51 46 43 43 

Incorrect  40 36 38 34 54 46 37 39 40 44 

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 

 

6.49 In addition to the previous raft of true/false statements, all those comparing documents 1A and 1B 

and documents 2A and 2B were asked the following question: ñBetween 2005 and 2007 both funds 

had 3 consecutive years of positive performance.  As a result, which fund do you think will be more 

likely to have a positive performance over the next 3 years?ò 
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Figure 6.7: Perceived impact of past performance on future performance 
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6.50 A similar proportion of those viewing the 5 year performance documents (45%) and the 10 year 

performance documents (43%) correctly answered that you couldnôt tell from past performance.  The 

message that past performance is not necessarily a guide to the future has been a focus of 

investment communication for a number of years and it appears to be getting through to many 

consumers ï at least at a theoretical level. 

6.51 Table 6.11 below shows responses to this statement by Member State and previous UCITS 

experience. Statistically significant differences from the total figure are shown in bold. 
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Table 6.11: Perceived impact of past performance on future performance (Variant 1: 
Documents 1A & 1B) 

  Column percentages 

  Member State UCITS 
Experience 

 Total D IRL S E I H PL Past Future 

 % % % % % % % % % % 

Document 1A  16 15 17 18 9 12 19 22 16 17 

Document 1B 16 15 18 13 21 18 15 13 16 19 

Both 15 13 12 5 23 19 14 18 14 21 

Neither since you 
canôt tell from past 
performance  

45 49 50 49 37 43 45 43 47 37 

Donôt know 8 8 4 15 10 7 7 5 8 6 

Base: All Group 1 1935 274 266 280 251 276 307 281 1656 279 

 

Table 6.12: Perceived impact of past performance on future performance (Variant 2: 
Documents 2A & 2B) 

  Column percentages 

  Member State UCITS 
Experience 

 Total D IRL S E I H PL Past Future 

 % % % % % % % % % % 

Document 2A  14 12 14 22 12 8 16 16 14 15 

Document 2B 15 15 14 12 19 14 12 17 14 18 

Both 18 12 16 8 26 24 17 24 17 24 

Neither since you 
canôt tell from past 
performance  

43 52 48 39 34 46 46 38 45 36 

Donôt know 10 8 8 19 10 7 9 5 10 7 

Base: All Group 2 1935 274 266 280 251 276 307 281 1656 279 

6.52 The proportion who answered that you cannot tell from past performance is similar across Member 

States whether using 5 year or 10 year performance.  Those in Sweden have the largest difference 

in correct answers with 49% correct using documents with 5 year performance and 39% correct 

using documents with 10 year performance.  
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 Assessment of understanding of past performance amongst those with a high 

number of donôt know responses to the past performance statements 

6.53 Throughout the questions testing understanding of past performance there was a relatively 

consistent proportion of respondents (approximately between 15%-20%) who answered ñdonôt knowò 

to the statements.  These investors are obviously struggling to understand (or failing to engage with) 

particular aspects of past performance as described within the documents and it is important to 

assess what those who had a high proportion of donôt know responses to the statements actually did 

understand. 

6.54 Respondents in group 1 of the sample saw two documents in the same presentation format 1A 

(Emerging Markets Fund) and 1B (Absolute Return Fund) and were asked a total of 10 risk 

statements about the two documents.  To define the respondents who appear to be consistently 

struggling we used a cut-off of 4 or more donôt know responses to the 10 statements.  Of the 1935 

group 1 respondents a total of 233 (12%) fell into this ñstrugglingò definition.  Meaningful sub-group 

analysis of these respondents, e.g. by Member State or UCITS experience, is not generally possible 

due to the low base sizes. 

6.55 Of the 5 statements asked about document 1A, the highest proportion of correct responses were to 

the statement ñThe fundôs value is calculated in Eurosò (16%). The level of donôt knows to the 5 

statements ranged from 79% to 84%. 

6.56 The highest proportion of correct answers for document 1B was for the statement ñIn 2003 the fund 

had no growthò (12%).  The level of donôt knows to each of the 3 statements ranged from 80% to 

86%. 

6.57 The struggling respondents were asked to consider both documents 1A and 1B for two statements: 

ü 18% correctly identified that ñThe fund in Document 1A performed better in 2004 than the fund 
in Document 1Bò (78% did not know) 

ü 11% correctly identified that the statement ñPast performance information is only available for 
four yearsò is false (77% did not know) 

6.58 In group 2, 296 out of 1958 respondents (15%) had 4 or more donôt know responses to the 11 

statements about 2A (Emerging Markets Fund) and 2B (Absolute Return Fund) and were therefore 

defined as ñstrugglingò. 

6.59 Of the 5 statements asked about document 2A, only one was answered correctly by more than 20% 

of the ñstrugglingò respondents: this was ñThe fundôs value is calculated in Eurosò (28%). The level of 

donôt knows to the 5 statements ranged from 69% to 83%. 

6.60 The highest proportion of correct answers for document 2B was for the statement ñIn 2003 the fund 

had no growthò (13%).  The level of donôt knows to each of the 3 statements ranged from 79% to 

81%. 

6.61 The struggling respondents were asked to consider both documents 2A and 2B for three statements: 

ü 12% correctly identified that ñThe fund in Document 2A performed better in 2004 than the fund 
in Document 2Bò (82% did not know) 
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ü 11% correctly identified that ñPast performance information is only available for eight yearsò 
(80% did not know) 

ü 10% correctly identified that the statement ñThere are no figures shown for 1998 and 1999 due 
to poor performanceò was false (84% did not know) 

6.62 The consistently low levels of correct responses and high levels of donôt know responses suggest 

that those who struggled consistently to respond to the past performance statements found the 

Emerging Markets Fund and the Absolute Return Fund equally difficult to interpret.  It also suggests 

that the struggling group had a very low level of understanding overall rather than being unsure of 

only specific issues.  

6.63 Comparing the documents that describe the same fund in a different format, i.e. 1A vs. 2A, and 1B 

vs. 2B, there are also few differences evident.  A higher proportion of those looking at document 2A 

knew that ñThe fundôs value is calculated in Eurosò (28% vs. 16% for 1A) however as this information 

is presented in the same way in both formats it is unclear as to why this might be. 

 Qualitative findings on past performance 

6.64 To provide further depth and insight to the quantitative findings, reactions to and understanding of 

the past performance section of the documents were also tested qualitatively amongst both 

consumers and intermediaries across the seven Member States. 

 CONSUMERS 

6.65 The consumer qualitative stage consisted of telephone depth interviews and face to face focus 

groups.  

6.66 The consumers in the teledepths were divided into two groups and each group was sent two 

documents which presented the past performance of the same fund using two different time frames 

i.e. one used a 5 year period while the other used a 10 year period. 

6.67 Consumers were asked whether the past performance graph was a good indication of what they will 

get back from their investment in the future and for those assessing the Emerging Markets Fund 

documents (1A and 2A) how they felt having the fund performance compared to an index. 

6.68 A majority of consumers felt that the past performance section was not a good indication of what 

they are likely to get back in the future. It was felt that with the current economic conditions 

consumers have no guarantees or cannot foresee what they may get back from their investment.  

 ñA monkey can guess that as well as you and Iò Sweden (Past purchaser) 

 ñIt may misleadò Poland (Past purchaser) 

 ñIt's historical facts. Tells you nothing about what will happenò Sweden (Future purchaser) 

6.69 The vast majority felt it was useful to have the fundôs performance compared to an index. This 

allowed them to have a point of reference and be able to better judge whether the fund has done well 

in the past. 

ñIt works well if it exceeds the performance of the index it is based onò Germany (Past purchaser). 
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ñI suppose it just gives something...one against the other...but again you are not totally sure of what 

that index is supposed to meanò Ireland (Non-experienced) 

6.70 Only a few understood that the past performance did not include the effect of all charges and most of 

these knew it was the entry charge which was excluded. 

6.71 A small number of less experienced investors said they would use the past performance figures to 

estimate the return they could expect from an investment in the fund. 

ñIn this document I donôt know but generally speaking I think that the past performance should give a 

good indication for the future achievementsò Hungary (Non-experienced) 

ñBecause more or less going by a mean estimate, you can find out what to expectò Spain (Past 

purchaser) 

6.72 When asked to compare the two formats most consumers preferred to see the past performance 

over a 10 year period as they felt it gave them more of an insight to the fundôs performance and 

volatility.   

6.73 The consumer focus groups were given the documents during the group and therefore did not have 

time previously to look or read the information as thoroughly compared to the depths who received 

the documents in advance. Nevertheless the consumers in the focus group reacted in a similar way 

to those who were in the consumer depths, with the majority preferring the longer year period. 

6.74 For the Emerging Market Fund (documents 1A/2A) there was very little evidence of participants 

placing too much faith in the historical performance, if anything respondents focused more on any 

negative growth years more than positive. The charts as they stand can often impede the ability to 

understand cumulative returns. 

6.75 The understanding of what the index represented caused confusion with some respondents. 

However it did give some a reference for comparison. 

ñItôs good to see the comparison with the indexò Ireland (Future purchaser) 

6.76 Participants felt that the shorter time period created a sense of ñhiding somethingò as only some of 

the fundôs performance history is shown. As a result participants preferred the 10 year period 

timeline but also said it would be even better to be shown the fundôs entire lifespan. 

ñI prefer it to include the fundôs lifespan, because here you see when the fund started and here you 

donôt. I like to have the performance history from the beginning, not from where itôs most convenient 

for them to show meò Spain (Past purchaser) 

6.77 Some suggested there should be a definition of the index being used in the Emerging Market Fund 

documents (the MSCI: EM index) to increase fund understanding and thus assist the investorôs 

decision making. 

6.78 For the Absolute Return Fund (documents 1B and 2B) participants felt using annual percentages 

prevented them from knowing if the fund is meeting its stated objective of 5% growth within 2 years. 

It was suggested to consider using monetary figures, unit prices, and average annual growth since 



EUROPEAN COMMISSION  UCITS DISCLOSURE TESTING 
 

 
 Thoughtful and Creative Research 109 

 

inception to promote a greater understanding of a fundôs performance. Some customers suggested a 

line graph would better represent the fundôs performance and fluctuations. 

6.79 To summarise the 10 year timeframe was preferred as it gave consumers a greater amount of 

information about the performance to allow them to make a well-informed decision. For the Emerging 

Market Fund documents (1A/2A) some thought the presence of the index to be confusing,but  most 

felt it was good to be able to compare the fund against it. 

 INTERMEDIARIES 

6.80 For the depths, the intermediary sample was split into two groups with each group examining two 

documents with past performance information associated with the same fund but in two different 

ways of presenting the information.  

6.81 As with the consumer findings, the longer 10 year period timeframe was preferred by the 

intermediaries. However some intermediaries found the past performance information to be unclear 

and not adding any value to the customers decision making. 

  ñMisleading ï people put too much emphasis on thisò Hungary  

 ñIt's not specified if the profit is before or after tax, the value of capital invested and interest rate is 

also not clearò Italy  

6.82 Although most intermediaries accept that consumers want past performance information, a few 

intermediaries would prefer it to be removed altogether as, despite the disclaimer, it can raise 

unrealistic expectations as to the return which will be achieved. 

 ñI don't believe that many funds would do well with this kind of historic presentation. With this 

document I would not really sell anything to be honestò Germany  

 ñTrend the fund has seen could be simplified and summarizedò Spain  

6.83 To summarise, the intermediariesô response was similar to the research findings from the consumer 

depths and groups with the longer time period of 10 years being preferred. However some 

intermediaries found the past performance sections to be not clear and therefore may not assist 

consumers in their decision making.  Some went so far to say that past performance information 

should be removed from the KII altogether.  
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7 Charges 

7.1 The core approach to displaying the charges information on the test documents that respondents 

were asked to comment on is the same across both variants. The information is shown in the form of 

a table illustrating the key charges as percentages with short definitions of each type of charge given 

at the side of the table. In the case of one of the example funds (the ABC Absolute Return Fund), the 

charging structure is relatively simple and hence the table details just the entry charge and the 

ongoing charge. In the other example (the ABC Emerging Markets Fund), the table details a 

performance fee in addition. 

7.2 While the core information is the same across both variants, Variant 2 also includes an example 

illustration of charges which details the total charges which could be incurred against a ú10,000 

investment after 1, 5 and 10 years. Some assumptions are obviously necessary in order to calculate 

these sums and these are detailed at the side of the illustration of charges i.e. that; 

ü The investment grows by 5% each year; 

ü That the investor pays the maximum charges shown in the table of charges above, and; 

ü That the investor sells all their units at the end of the years shown.  

There is also a statement at the bottom of the illustration of charges stating that it should not be 

interpreted as a calculation of return on investment. 

7.3 In the case of the structured fund example shown to respondents (the ABC Capital Protected 

Structured Fund), neither variant uses the illustration of charges and hence the charges section of 

the two documents is essentially the same. The table below summarises the content of the charges 

section of each of the documents tested.  

Table 7.1: Treatment of charges information in documents tested 

How charging 

structure was 

shown 

Type of fund 

ABC Emerging 

Markets Fund (Higher 

risk/higher potential 

reward) 

ABC Absolute 

Return Fund (Lower 

risk/lower potential 

reward) 

ABC Capital 

Protected 

Structured Fund 

(Complex risk and 

reward profile) 

Without 

Illustration of 

Charges 

1A 1B 1C and 2C 

With Illustration 

of Charges 
2A 2B  

7.4 Hence, in the context of the Phase 2 research, the key issue to be understood is the extent to which 

the illustration of charges adds to or detracts from investors understanding of the charges that they 

might incur.  
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7.5 As explained previously, to address timing and engagement issues not all respondents were asked 

to review all 6 documents. Respondents taking part in the quantitative interviews were asked to view 

only 2 documents (either 1A and 1B or 2A and 2B) enabling an objective comparison of their 

comprehension of the information using each of the two core approaches. Those participating in the 

qualitative depth interviews were asked to view all 4 documents covering the simple funds (ABC 

Emerging Markets Fund and ABC Absolute Return Fund) and to comment on which of the two 

approaches to showing charges information they preferred.    Consumers in the focus groups were 

tested on all six documents as the group format allowed more time.   

7.6 Although intermediaries are more engaged with this type of information due to time constraints and 

the fact that being more engaged they would have more to say they were also asked to comment on 

just the four documents relating to the simple funds. 

7.7 In this chapter we look at findings related to the presentation of charges information firstly from the 

quantitative survey of consumers, then from the qualitative work among consumers and finally from 

the interviews with intermediaries. 

 

 

 

 

  

 Overall understanding of charges 

7.8 At the start of the online survey prior to any detailed questioning about the charges section of the 

documents, consumers were asked to state which of the two funds covered by the documents that 

they were viewing were best described by the five statements relating to charges shown in the figure 

below.  

Charges: Key findings  

The addition of an illustration of charges to the core charges table in variant 2 is 
welcomed by consumers as it appears to demonstrate transparency.  

However, respondents are not good at using this information to estimate charges 
that would be incurred under other scenarios. The relationship between charges and 
return on investment is not always understood well and the addition of a column to 
the illustration to show return may help with this.  
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Figure 7.1: Overall comparison, Charges 

Overall Comparison: Charges
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the investment after 2 years
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achieves its objectives
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SAME

13%

20%
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17%

58%

30%

42%

19%

49%

48%

17%

45%

23%

48%

20%
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Is likely to be more expensive if you 
cashed in your investment after 5 
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achieves its objectives

Doc 2A Yellow Doc 2B GreenCORRECT 
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15%

23%

5ƻƴΩǘ 
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5ƻƴΩǘ 
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7.9 As the figure above demonstrates, regardless of the variants that consumers were viewing, for all 

tests except identifying the fund with the higher level of transaction charges, the proportion giving a 

correct response is considerably higher than the proportion giving an incorrect response indicating a 

reasonable ability to compare charges associated with the two funds for both approaches to 

displaying information. However, for each comprehension test the volume stating either that they 

could not see a difference between the two funds or that they were unsure is reasonably high (at 

between a quarter and a third of all respondents) indicating that a minority of consumers found the 

information hard to comprehend at all.   

7.10 The differences in responses given between the groups viewing the versions without an illustration of 

charges (documents 1A and 1B) and those viewing the version that included an illustration of 

charges (documents 2A and 2B) are very small and for the most part not statistically significant. This 

indicates that at this headline level, the illustration of charges does not aid or detract from 

consumersô ability to compare the charges associated with funds.  

7.11 The only exception to this is that those viewing document 2A and 2B were slightly less likely to 

identify the Absolute Return Fund as having the higher ongoing charge (45% did so compared with 

52% of those viewing Variant 1 documents). This difference is not huge but it is statistically 

significant. There is no obvious reason why the addition of the illustration of charges should impact 

on the ability to compare the ongoing charge percentage shown in the core table but it is possible 

that some respondents were distracted by the total charges projections shown in the illustration of 

charges table (which shows higher charges overall for the Emerging Markets Fund) when answering 

this question.  
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7.12 At the end of the Strategy and Objectives section of document 2B, there is a statement that óthe fund 

manager may make frequent changes to the portfolioô. The charges section of this document then 

states that the percentage given for ongoing charges ódoes not include transaction costs incurred by 

the fund when its manager buys and sells shares and bondsô. These statements do not appear in the 

Variant 1 document describing the same fund (document 1B). In asking respondents whether they 

felt that document 2A or 2B  was ómost likely to have the higher level of transaction costsô, the 

intention was to check whether respondents picked up on the statement in the Strategy and 

Objectives section of document 2B and were able to conclude that this fund would attract relatively 

high transaction costs. The results would seem to indicate that the majority of respondents were not 

able to link information in this way (and in fact were considerably more likely to state that the fund 

described in document 2A would attract higher levels of transaction costs than that described by 

document 2B (with 49% selecting document 2A compared with 20% selecting document 2B).  It 

seems likely that those selecting the ABC Emerging Markets Fund as having the higher transaction 

costs (document 2A) were either focussing on the performance fee (which only applies to this fund) 

or the figures given in the illustration of charges (which are higher for this fund).  

7.13 Tables 7.2 and 7.3 below show the variations in responses to these overall comparisons of charges 

by country and whether consumers were experienced UCITS investors or those likely to invest in the 

future. Significant differences from the total figure are shown in bold text. 
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Table 7.2: Overall comparison, Charges (Variant 1, without illustration of charges: Documents 
1A & 1B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

Has the higher entry 
charge 

Correct 
(Doc 1A) 

58 62 62 54 57 53 54 67 59 53 

Incorrect 
(Doc 1B) 

16 14 19 11 16 18 19 11 15 19 

Has the higher 
ongoing charge 

Correct 
(Doc 1B) 

52 50 59 48 49 47 57 55 53 50 

Incorrect 
(Doc 1A) 

25 28 24 26 22 27 21 24 24 26 

Ignoring the cost of 
performance and 
assuming no growth, 
is likely to be more 
expensive if you 
cashed in the 
investment after 5 
years 

Correct 
(Doc 1A) 

41 41 41 37 44 36 45 47 41 44 

Incorrect 
(Doc 1B) 

24 23 31 21 26 21 23 27 25 24 

Ignoring the cost of 
performance and 
assuming no growth, 
is likely to be more 
expensive if you 
cashed in the 
investment after 2 
years 

Correct 
(Doc 1B) 

49 48 56 46 48 46 50 50 50 46 

Incorrect 
(Doc 1A) 

18 17 18 14 22 17 19 23 18 22 

Incurs additional 
charges if the fund 
achieves its 
objectives 

Correct 
(Doc 1A) 

49 53 62 49 44 44 42 48 49 47 

Incorrect 
(Doc 1B) 

14 11 15 8 22 16 16 14 14 15 

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 

7.14 In terms of Variant 1 (which does not include an illustration of charges), the response patterns are 

similar across all 7 Member States, with respondents being considerably more likely to give a correct 

answer than an incorrect one for all 5 statements. For 3 of the 5 statements, investors in Ireland 

were more likely to give a correct response. In particular, the proportion of Irish investors able to 

identify that Fund A (ABC Emerging Markets Fund) would incur additional charges if the fund 

objectives were met was substantially higher than average (62% compared with 49% on average). 

Italian investors generally showed slightly lower levels of comprehension and were significantly less 

likely to identify the correct response to 3 out of the 5 statements. There were no significant 

differences in levels of comprehension between experienced UCITS investors and those who are 

looking to make their first investment in the near future.  
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Table 7.3: Overall comparison, Charges (Variant 2, with illustration of charges: Documents 2A 
& 2B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

Has the higher entry 
charge 

Correct 
(Doc 2A) 

58 62 63 52 53 50 58 66 59 51 

Incorrect 
(Doc 2B) 

17 14 17 17 21 14 18 15 16 20 

Has the higher 
ongoing charge 

Correct 
(Doc 2B) 

45 39 50 45 44 40 49 48 46 41 

Incorrect 
(Doc 2A) 

30 36 30 32 28 33 25 30 30 32 

Is likely to be more 
expensive if you 
cashed in the 
investment after 5 
years 

Correct 
(Doc 2A) 

42 44 48 40 36 37 44 44 42 38 

Incorrect 
(Doc 2B) 

23 19 27 20 27 22 16 26 22 27 

Is likely to be more 
expensive if you 
cashed in the 
investment after 2 
years 

Correct 
(Doc 2B) 

48 42 53 43 47 49 44 58 47 51 

Incorrect 
(Doc 2A) 

19 18 23 20 21 16 12 21 19 19 

Is most likely to have 
the higher level of 
transaction costs 

Correct 
(Doc 2B) 

20 16 24 15 26 21 20 20 19 27 

Incorrect 
(Doc 2A) 

49 53 53 51 42 47 49 45 50 42 

Incurs additional 
charges if the fund 
achieves its 
objectives 

Correct 
(Doc 2A) 

48 50 58 51 43 42 39 50 49 42 

Incorrect 
(Doc 2B) 

14 8 17 11 24 12 11 16 13 19 

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 

7.15 Again at a broad level, the pattern of responses given by those viewing Variant 2 are similar across 

all 7 Member States covered by the research in that respondents were more likely to give correct 

responses then incorrect ones to all statements other than  when identifying the fund ómost likely to 

have the higher level of transaction costsô. The margin between the proportion of correct and 

incorrect responses was much smaller than average for investors in Spain the case of the fund óthat 

was likely to be most expensive if cashed in after 5 yearsô and for the fund ówith the higher ongoing 

chargeô in the case of investors in Germany. As with Variant 1, respondents in Ireland were 

considerably more likely to correctly identify the fund that incurs additional charges in if the fund 

achieves its objectives.  

7.16 Reflecting the trend at an overall level, within each Member State the only noticeable difference 

between those viewing Variant 1 and Variant 2 in the proportions able to give correct responses is in 

the case of identifying the fund with the higher ongoing charge (which is lower in the case of Variant 

2 respondents in all cases). The proportion answering correctly is lower in all Member States and 

among both current and future investors.  
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 Understanding of charges, ABC Emerging Markets Fund (Documents 1A and 

2A) 

7.17 In order to assess more detailed understanding of the charges associated with each of the two 

funds, respondents were asked to state whether a number of statements about the charges were 

true or false. The figure below shows the overall responses to these statements for the two 

documents describing the ABC Emerging Markets Fund (i.e. documents 1A and 2A). 

Figure 7.2: Understanding of charges, ABC Emerging Markets Fund 

Q11/26) Looking at the document, can you indicate which of the following statements associated 
with this fund are true or false?

CHARGES: Documents 1A/2A: Understanding of 
charges
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7.18 Across each of the 5 statements, the proportion of respondents identifying the correct answer is 

around 3 times the proportion answering incorrectly (in most cases around 6 out of 10 give a correct 

answer and only a fifth answer incorrectly). Given the overall complexity of the subject matter, this 

would seem to demonstrate a relatively good understanding of the charges information. The pattern 

of responses is very similar for each of the 2 variants indicating that the addition of the illustration of 

charges in Variant 2 does not alter understanding in any of these areas.  

7.19 The level of difference is slightly lower in the case of the statement that óentry charges could be less 

than 5%) with just under a third of all respondents looking at each variant stating that this was 

incorrect. This indicates that there is some scope for presentation of charges in a table format to lead 

a minority to view these charges as ófixedô (despite the fact that the text alongside the table explains 

that this is a maximum charge).  
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7.20 Regardless of Variant viewed, investors answered on average 3 statements out of 5 correctly and 

just under a fifth answered all statements correctly.  

Table 7.4: Understanding of charges, summary of correct responses (ABC Emerging Market 
Fund) 

 Document 1A 

(5 statements) 

Document 2A 

(5 statements) 

Mean number of correct responses 3.0 3.0 

No correct responses 10% 11% 

4 or more correct responses  45% 44% 

All correct responses 18% 19% 

Highest average of correct responses 3.3 ïIreland 3.3 ïIreland 

Lowest average of correct responses 2.9 ï Spain and Italy 2.7 - Italy 

7.21 Tables 7.5 and 7.6 look at variation in responses given to the statements about the ABC Emerging 

Markets Fund by country and by whether respondents were current UCITS investors or investors 

likely to make a purchase in the near future. Again significant differences from the average are 

highlighted in bold text.  
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Table 7.5: Understanding of charges, ABC Emerging Markets Fund (Document 1A)  

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

If the fund performs 
better than its 
benchmark you will 
be charged more 

Correct 
(True) 

62 63 70 62 63 58 57 60 62 60 

Incorrect 
(False) 

22 22 19 14 20 22 32 23 22 24 

Charges reduce the 
growth of your 
investment 

Correct 
(True) 

62 68 63 58 63 57 65 63 63 57 

Incorrect 
(False) 

22 17 26 15 20 28 22 22 20 29 

Entry charges could 
be less than 5% 

Correct 
(True) 

55 51 62 50 55 53 56 60 55 58 

Incorrect 
(False) 

31 36 28 24 32 34 34 27 31 31 

You will be charged 
a performance fee if 
the fund doesnôt 
perform better than 
its benchmark 

Correct 
(False) 

60 61 64 60 50 57 71 55 61 54 

Incorrect 
(True) 

21 22 23 13 31 24 13 25 20 27 

The amount of 
performance fees 
taken can vary 
significantly from 
one year to the next 

Correct 
(True) 

62 61 69 65 61 61 54 63 61 64 

Incorrect 
(False) 

23 25 21 10 23 23 35 20 23 21 

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 

7.22 There is not a great deal of variation in the responses given for document 1A by Member State. 

However investors in Ireland were significantly more likely to give correct responses for 3 of the 5 

statements (that if the fund performs better than the benchmark the charges will be higher, that entry 

charges could be less than 5% and that the amount of performance fees taken can vary significantly 

from one year to the next). No Member State showed lower levels of understanding across the board 

although respondents in Hungary were more likely to give incorrect responses for two statements 

(that if the fund performs better than its benchmark then the charges will be higher and that the 

amount of performance fees can vary significantly from one year to the next). In Spain, investors 

were more likely than average to think (incorrectly) that they would incur a performance fee even if 

the fund does not perform better than its benchmark.  

7.23 Some slight differences in understanding of document 1A were apparent between existing and future 

investors for two of the statements. The less experienced investors (i.e those likely to make their first 

UCITS purchase in the near future) were more likely to state that they would still be charged a 

performance fee even if the fund did not perform better than its benchmark. They were also more 

likely not to understand that charges will reduce the growth of their investment.  

7.24 In general terms, the same patterns of response by both Member State and investor experience 

were also evident for document 2A indicating that the addition of the illustration of charges does not 

improve or detract from understanding of the core charges for any of these sub-groups.  
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Table 7.6: Understanding of charges, ABC Emerging Markets Fund (Document 2A)  

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

If the fund performs 
better than its 
benchmark you will 
be charged more 

Correct 
(True) 

59 63 66 59 58 60 57 53 60 54 

Incorrect 
(False) 

23 21 21 16 22 21 31 28 22 27 

Charges reduce the 
growth of your 
investment 

Correct 
(True) 

61 69 61 57 60 47 66 63 62 55 

Incorrect 
(False) 

22 17 24 15 24 31 22 19 21 28 

Entry charges could 
be less than 5% 

Correct 
(True) 

54 50 59 53 62 46 53 57 55 54 

Incorrect 
(False) 

30 34 33 18 24 35 35 29 30 31 

You will be charged 
a performance fee if 
the fund doesnôt 
perform better than 
its benchmark 

Correct 
(False) 

58 60 62 56 49 52 73 50 59 51 

Incorrect 
(True) 

21 20 22 16 30 23 11 27 20 27 

The amount of 
performance fees 
taken can vary 
significantly from 
one year to the next 

Correct 
(True) 

69 68 78 66 65 67 65 69 68 72 

Incorrect 
(False) 

16 18 10 10 18 21 23 15 17 13 

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 

 Understanding of charges, ABC Absolute Return Fund (Documents 1B and 

2B) 

7.25 As for Documents 1A and 2A, respondents were also asked to state whether they felt a series of 

statements relating to the second fund, the ABC Absolute Return Fund were correct or incorrect. The 

answers given are shown in the figure below.  
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Figure 7.3: Understanding of charges, ABC Absolute Return Fund  

Q16/31) Looking at the document, can you indicate which of the following statements associated 
with this fund are true or false?
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7.26 Of the four statements that respondents were asked to respond to, the proportion giving a correct 

response was relatively high for two of them (that the ongoing fund charges can vary each year and 

that entry charges could be less than 3%).  

7.27 Uncertainty over the relationship between charges and investment return was evident in the fact that 

respondents were equally likely to answer correctly as incorrectly in terms of the statement that óa 

charge of ú100 means that the return on your investment will be reduced by more than ú100ô (which 

is true). However, this is quite a complex concept to grasp and it could be argued that seeking to 

provide investors with more detail about this relationship within the context of this type of document 

could both take up considerable space and perhaps take it beyond its remit.   

7.28 There was also confusion over the way in which entry charges would be paid (with the majority of 

respondents answering incorrectly that they would pay entry charges in addition to their investment). 

The heading that appears in the table above the entry charge states that one-off charges ówill be 

taken before or after you investô  and it is possible that investors were misunderstanding this 

statement to imply that the entry charge is paid separately. To some extent this could be argued as 

one of the less important messages to convey from the charges section in that the approach to 

paying the entry charge will become apparent to investors as soon as they decide to invest in the 

fund and that, on the whole, the majority are able to use the charges table to compare entry charges 

reasonably successfully. However, the fact that a considerable proportion do not appreciate that 

entry fees are deducted from the sum óinvestedô at the point of making the investment may lead them 

to underestimate the impact of a higher entry charge relative to other charges (although as shown 

above a good proportion are not clear on the relationship between charges and the return on 

investment).  
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7.29 The patterns of responses were almost identical between those looking at document 1B and 2B 

indicating that the addition of the illustration of charges in document 2B does not make a difference 

to understanding in any of these areas. 

7.30 On average respondents answered 1.8 statements correctly regardless of which variant they viewed. 

In each case, just under a third of investors answered 3 or more statements correctly (Table 7.7). 

Those in Ireland tended to be slightly more likely to answer correctly (giving the correct response to 

2.1 statements on average) while those in Italy were the least likely to.  

Table 7.7: Understanding of charges, summary of correct responses (ABC Absolute Return 
Fund) 

 

 Document 1B 

(4 statements) 

Document 2B 

(4 statements) 

Mean number of correct responses 1.8 1.8 

No correct responses 15% 15% 

3 or more correct responses  30% 28% 

All correct responses 4% 3% 

Highest average of correct responses Ireland ï 2.1 Ireland ï 2.1 

Lowest average of correct responses Sweden and Italy ï 1.7 Italy ï 1.6 

7.31 Tables 7.8 and 7.9 below show responses to the statements by Member State and level of UCITS 

experience. Significant differences from the total figure are shown in bold.  

7.32 In terms of responses to document 1B (ABC Absolute Return Fund), investors in Germany were 

much more likely than average to understand that a charge of ú100 would reduce the return on their 

investment by more than ú100 (58% answered this correctly compared to 38% on average) although 

they were more likely to consider (incorrectly) that entry charges would be paid in addition to their 

investment (73% compared to 62%). Investors in Ireland were more likely to understand that on-

going charges can vary each year. There were no notable differences in the responses of 

experienced investors compared to those likely to make their first investment in the near future.  

7.33 Given that the same approach is used to the presentation of core charges information, it is 

unsurprising that the pattern of response by sub-group for document 2B is very similar. In no 

Member State are the proportion of correct responses consistently higher or lower for either 

document across all 4 statements. The proportion by which Irish investors are more likely to give 

correct responses on the two statements mentioned above is slightly lower than for document 1B 

(although they are still significantly more likely to answer correctly). In Hungary, investors are more 

likely to (incorrectly) state that they would pay entry charges in addition to their investment when 

looking at document 2B although it is still the majority of investors who believe this in both cases. 
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Table 7.8: Understanding of charges, ABC Absolute Return Fund (Document 1B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

You pay entry charges in 
addition to your investment  

Correct 
(False) 

21 11 25 22 29 25 23 15 21 25 

Incorrect 
(True) 

62 73 65 49 52 59 65 72 63 58 

On-going fund charges can 
vary each year 

Correct 
(True) 

60 56 67 58 61 53 61 62 59 63 

Incorrect 
(False) 

27 33 25 20 24 33 29 26 27 24 

Entry charges could be 
less than 3% 

Correct 
(True) 

63 59 73 58 65 57 63 67 62 68 

Incorrect 
(False) 

23 27 19 18 21 26 27 20 23 20 

A charge of ú100 means 
that the return on your 
investment will be reduced 
by more than ú100 

Correct 
(True) 

38 58 45 29 37 31 31 33 38 38 

Incorrect 
(false) 

38 26 35 32 40 41 52 37 37 39 

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 

Table 7.9: Understanding of charges, ABC Absolute Return Fund (Document 2B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

You pay entry charges in 
addition to your investment  

Correct 
(False) 

21 11 28 21 35 23 12 15 20 25 

Incorrect 
(True) 

63 75 60 52 45 63 73 71 64 57 

On-going fund charges can 
vary each year 

Correct 
(True) 

63 63 68 60 60 56 64 67 63 63 

Incorrect 
(False) 

23 23 21 21 24 28 23 21 23 23 

Entry charges could be 
less than 3% 

Correct 
(True) 

60 54 65 59 57 55 60 67 60 56 

Incorrect 
(False) 

25 30 25 15 28 28 28 22 25 27 

A charge of ú100 means 
that the return on your 
investment will be reduced 
by more than ú100 

Correct 
(True) 

38 55 53 29 32 27 35 35 38 38 

Incorrect 
(false) 

36 27 31 29 40 41 48 37 36 37 

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 
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 Estimating total charges 

7.34 In order to assess the role of the inclusion of an illustration of charges in investorsô ability to 

understand the combined impact of individual charges, respondents viewing each of the two variants 

were asked to state approximately how much they would pay in charges (including both entry and 

ongoing charges) over specified periods. To avoid confusion, they were asked to ignore the impact 

investment growth might have. They were asked to make this estimate: 

ü For the ABC Emerging Markets Fund, for charges over a 5 year period if they invested 
ú10,000 

ü For the ABC Absolute Return Fund, for charges over a 3 year period if they invested ú10,000 

In the case of the ABC Emerging Markets Fund, the illustration of charges in Document 2A showed 

exactly the scenario asked about so respondents simply needed to understand the figure in the table 

in order to be able to respond correctly. However for the ABC Absolute Return Fund, Document 2B 

also showed charges that would be incurred over a 5 year period and hence respondents could only 

use these as a guide to assess the total value of charges for the 3 year period asked about.  

7.35 The figure below shows the estimates of charges made by respondents. The graph on the left of the 

figure shows the estimates made for the ABC Emerging Markets Fund (comparing responses from 

those viewing documents 1A and 2A) while the graph on the right shows estimates for the ABC 

Absolute Return Fund (comparing responses from those viewing documents 1B and 2B). The correct 

response (in the band ú1,601 to ú2,200 for the ABC Emerging Markets Fund example and in the 

band ú500 to ú1,100 for the ABC Absolute Return Fund example) is indicated in each case by a tick.  

Figure 7.4: Estimated total charges 

CHARGES: Estimated total charges 
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7.36 In the case of the ABC Emerging Market Fund, it is clear that the illustration of charges given in 

Document 2A greatly improves investorsô ability to estimate the total impact of charges. Half of all 

those viewing Document 2A were able to give the correct response compared with only 10% of those 

viewing Document 1A (which did not include an illustration of charges table). Without the illustration 

of charges, the majority of investors under-estimated the total impact of charges (70% estimated 

them at under ú1,600 and a quarter felt that they would be under ú1,000).  

7.37 However, the impact of the illustration of charges is less clear-cut when respondents were asked to 

provide estimates for a period other than those specifically shown in the illustration. The illustration 

shows the total effect that charges could have over a 1 year, 5 year and 10 year period for a ú10,000 

sum. When asked to estimate the charges for a ú10,000 sum invested in the ABC Absolute Return 

Fund over a period of 3 years, those viewing Document 2B (with the illustration of charges) were 

actually less likely to select the correct fee band (ú500 - ú1,100) than those viewing Document 1B 

(which did not contain an illustration of charges). A third of those looking at Document 2B answered 

correctly compared with over half of those viewing Document 1B (32% compared with 55%).  

7.38 Investors looking at Document 2B who did not estimate the charges correctly, over-estimated what 

the charges would be. Most commonly, they estimated charges as lying between ú1,101 and ú1,700 

(39% of those looking at Variant 2 gave this response). It seems likely that in this case respondents 

have simply selected a figure lying some way between the figures shown in the illustration of charges 

for charges after 1 year (ú509) and charges after 5 years (ú1,510). For investors to use the table in 

this way and to slightly over-estimate charges as a result is arguably preferable to a risk of under-

estimating charges.    

7.39 The two tables below (Table 7.10 and Table 7.11) show the variation in ability to estimate the total 

impact of charges for a ú10,000 investment over a 5 year period for respondents viewing Documents 

1A and 2A by Member State and UCITS experience.  

7.40 This analysis shows very little difference in the ability to correctly estimate the total impact of charges 

when viewing Document 1A (which does not include an illustration of charges). Those selecting the 

correct answer were in a small minority in all Member States and the vast majority of investors 

under-estimated the total charges. There was little difference in the responses of those who already 

held a UCITS product and those looking to make their first UCITS purchase in the near future.  

7.41 However in terms of Document 2A which contained an illustration of charges displaying the correct 

total sum, there were some slight variations in the proportion of investors giving a correct response 

by Member State with those in Germany and Ireland slightly more likely to give a correct answer and 

those in Italy and Poland slightly less likely to do so. There were no significant differences in 

likelihood to answer correctly between current and future UCITS investors.  
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Table 7.10: Charges over 5 years if invested ú10000, ABC Emerging Markets Fund (Document 
1A)?  

  Column percentages 

  Member State UCITS Experience 

 Total D IRL S E I H PL Past Future 

 % % % % % % % % % % 

ú400-ú1000 27 29 24 19 24 33 30 27 27 26 

ú1001-ú1600 43 47 47 41 33 41 42 46 43 42 

ú1601-ú2200 

(CORRECT) 

10 8 11 8 15 9 12 6 9 11 

ú2201-ú2800 5 2 6 4 9 4 6 4 4 10 

Donôt know 16 14 12 27 19 13 11 16 17 11 

Base: All Group 1 1935 274 266 280 251 276 307 281 1656 279 

Table 7.11: Charges over 5 years if invested ú10000, ABC Emerging Markets Fund (Document 
2A)? 

  Column percentages 

  Member State UCITS Experience 

 Total D IRL S E I H PL Past Future 

 % % % % % % % % % % 

ú400-ú1000 16 11 10 11 23 19 18 21 16 18 

ú1001-ú1600 13 8 14 8 17 16 13 13 12 18 

ú1601-ú2200 

(CORRECT) 

49 61 54 51 43 41 51 40 49 46 

ú2201-ú2800 7 8 9 4 5 6 5 9 7 4 

Donôt know 16 12 14 26 12 18 13 17 16 13 

Base: All Group 2 1958 278 293 273 282 271 275 286 1668 290 

7.42 Tables 7.12 and 7.13 show similar sub-group analysis for the ability to estimate the total impact of 

charges for a ú10,000 investment over a 3 year period for respondents viewing Documents 1B and 

2B. 

7.43 Respondents in Spain were slightly less likely to select the correct band for the total impact of 

charges when viewing Document 1B while those in Germany were slightly more likely to be able to 

do so. When using Document 2B (which contained the illustration of charges), respondents in Ireland 

and Sweden were slightly less likely to give the correct response while those in Spain were more 

likely to do so. However, in all cases the differences are slight and across all Member States, the 

proportion answering correctly was higher when viewing Document 1B then when viewing Document 

2B.  
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Table 7.12: Charges over 3 years if invested ú10000, ABC Absolute Return Fund (Document 
1B)?  

  Column percentages 

  Member State UCITS Experience 

 Total D IRL S E I H PL Past Future 

 % % % % % % % % % % 

ú500-ú1100 

(CORRECT) 

55 63 57 49 45 58 56 58 56 50 

ú1101-ú1700 18 17 20 16 19 16 20 17 17 21 

ú1701-ú2300 8 5 10 7 10 9 9 8 8 10 

ú2301-ú2900 3 1 2 2 8 3 3 2 2 5 

Donôt know 16 15 12 26 19 14 12 16 17 14 

Base: All Group 1 1935 274 266 280 251 276 307 281 1656 279 

Table 7.13: Charges over 3 years if invested ú10000, ABC Absolute Return Fund (Document 
2B)?  

  Column percentages 

  Member State UCITS Experience 

 Total D IRL S E I H PL Past Future 

 % % % % % % % % % % 

ú500-ú1100 

(CORRECT) 

32 28 25 26 39 37 35 36 33 30 

ú1101-ú1700 39 48 43 38 37 36 40 30 38 43 

ú1701-ú2300 9 7 12 5 10 6 9 10 8 11 

ú2301-ú2900 4 3 4 4 3 3 2 6 4 2 

Donôt know 17 14 15 26 12 18 13 18 17 14 

Base: All Group 2 1958 278 293 273 282 271 275 286 1668 290 

7.44 The charges for the ABC Emerging Markets Fund included a performance fee (explained as applying 

when the fund does better than its objective and certain other conditions are met). The performance 

fee appears in the charges table under a heading of ócharges taken from the fund from time to timeô 

and is quoted at the level of 15% per annum of any returns that the fund achieves above its 

benchmark. In Document 2A, one of the reasons for the illustration of charges showing higher levels 

of total charges than apply to the ABC Absolute Return Fund in Document 2B is the fact that the fund 

incurs this performance fee. A direct question was asked of respondents looking at Variant 2 to try to 

assess the extent to which this impact of a performance fee (and the reasons for variations in fees 

more generally) was understood. Responses to this question are shown in Figure 7.5 below.  
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Figure 7.5: Perceived reasons for higher total charges for ABC Emerging Markets Fund 

Q37) Looking at both documents together, why are the figures in the illustration of the charges for 
DOCUMENT 2B GREEN lower than the charges for DOCUMENT 2A YELLOW?

CHARGES: Variant 2: Reasons for difference in 
charges
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Because one fund includes 
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not
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for one fund than the other

Because one fund is more risky than 

the other

Don't know

CORRECT ANSWER

 

7.45 Responses to this question demonstrate a fair degree of confusion over the reasons why charges 

might vary between funds. A quarter of respondents correctly identified that the fees were higher for 

the ABC Emerging Markets fund because this fund attracted a performance fee while 17% identified 

that part of the reason for the higher charges related to the higher entry charge associated with the 

ABC Emerging Markets fund. However, sizeable minorities gave incorrect reasons for higher 

charges; 

ü 21% stated that the fees were higher because one fund was riskier; 

ü 9% stated that the fees were different because the funds had performed differently in the past; 

ü 9% stated that the fees were different because one illustration included transaction costs and 
the other did not. 

7.46 There are not many significant differences in response to this question by Member State. Investors in 

Sweden were more likely to identify the performance fee as a reason for the difference in levels of 

total charges (38%) while those in Spain were less likely to (16%). Investors in Germany were more 

likely than average to identify that one fund had a higher entry charge (25%) while those in Sweden 

were less likely to do so (6%). Investors in Ireland, Spain and Hungary were all more likely to 

(incorrectly) attribute higher charges to the fact that one investment was riskier (26%, 27% and 28% 

respectively). Compared to those who already had UCITS investments, those likely to make their first 

investment in the near future, were more likely to (incorrectly) feel that the difference in charges 

could be attributed to the fact that one investment was riskier (28% compared with 20% of past 

purchasers) and/or to past performance (14% compared with 8% of past purchasers).  
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7.47 This level of confusion over why charges might differ between funds makes a clear case for the 

inclusion of some information about charges within the KII Documents in that, without it, it seems that 

many will draw conclusions that are likely to be incorrect about which funds would cost more. It is 

clear that investors will not always read text definitions of charges that are shown alongside a table 

of charges (although it is probably important that these are retained for the benefit of those who do 

read the document more thoroughly). Hence, the illustration of charges does seem to offer a 

concrete figure to fix on which helps many of those who do not understand how or why charges 

figures might differ to estimate the total impact of the charges in the right ballpark (even if they are 

not able to estimate a very accurate figure especially if the period they are considering investing for 

is not shown in the illustration).  

7.48 As a further check on levels of understanding of the information shown in the illustration of charges, 

respondents looking at the Variant 2 documents were asked to respond to a series of true/false 

statements about the illustration itself. The responses given are shown in Figure 7.6 below.  

Figure 7.6: Understanding of illustration of charges 

Q38) Looking at both documents, Can you indicate whether the following statements associated with 
these funds would be true or false?

CHARGES: Variant 2: Understanding of illustration 
of charges
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7.49 As the figure demonstrates, the majority of respondents were able to correctly respond that the 

growth rate shown in the illustration of charges is not guaranteed and also that transaction costs can 

have a significant effect on the total charges paid (in both cases almost two thirds of investors 

answered correctly and under a fifth answered incorrectly).  
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7.50 Opinion was more divided in terms of the other two statements. Half of investors understood that the 

illustration of charges was not necessarily an accurate guide to what they would pay in charges over 

the term of their investment but a third felt that the information provided was accurate (despite the 

fact that the text above and alongside the table explains that the illustration relies on a number of 

assumptions). The proportion understanding the illustration of charges to show an accurate figure is 

perhaps of concern and does demonstrate readersô tendency to view any figures shown as ófactô 

rather the indications/guidelines. However given that the illustration uses maximum charges then the 

chances of individuals being ósurprisedô by higher than expected charges are mitigated to some 

degree. 

7.51 Just over two-fifths of investors (44%) answered correctly that the past performance graph shown in 

the section prior to the charges section took into account transaction costs but a similar proportion 

(36%) stated that this was not the case (which in theory means that they might interpret the past 

performance graph as showing an overly positive picture of the past performance of the fund). It is 

possible that those who felt that transaction costs were not included were assuming that the 

statement which appears alongside the core charges table and states that the ongoing charge figure 

ódoes not include transaction costs incurred by the fund when its manager buys and sells shares and 

bondsô also applied to the past performance chart.    

7.52 On average respondents answered 2.1 of the 4 statements about the illustration of charges correctly 

(Table 7.14).  

Table 7.14: Understanding of illustration of charges, summary of correct responses 

 Documents 2A and 2B 

(4 statements) 

Mean number of correct responses 2.1 

No correct responses 13% 

3 or more correct responses 40% 

All correct responses 7% 

Highest average of correct responses 2.2 ï Ireland, Poland and 

Hungary 

Lowest average of correct responses 1.6 - Sweden 

7.53 Responses by Member State and UCITS experience are shown in table 7.15 below. In general 

terms, responses across Member State were consistent with investors being much more likely to 

answer questions relating to whether or not the growth rate was guaranteed and whether or not 

transaction costs can have a significant effect on the total charges paid then to understand that the 

illustration of charges is not an accurate guide to charges paid and that the past performance chart 

takes account of the impact of transaction costs.  
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7.54 Investors in Germany generally performed slightly better than average (although they were slightly 

less likely to understand that the past performance chart took account of transaction costs). Investors 

in Sweden were particularly likely to understand that the illustration of charges is not an accurate 

guide to charges (62%) and in fact was the only Member State other than Germany where the 

majority of investors understood this to be the case. In all other Member States except Hungary, 

investors were only very slightly more likely to state that the illustration of charges was not an 

accurate guide than to feel that it was accurate. In Hungary, they were more likely to answer 

incorrectly than correctly (47% compared with 38%).  

7.55 There were some differences between experienced investors and those likely to make their first 

purchase in the near future. Less experienced investors were more likely to interpret the information 

in the illustration of charges as ófixedô; they were more likely to state that óthe growth rate shown in 

the illustration of charges is guaranteedô (25% compared to 16% of experienced investors) and that 

óthe illustration of charges table is an accurate guide to what you will pay in charges over the term of 

your investmentô (40% compared to 33% of experienced investors).  

Table 7.15: Understanding of illustration of charges (Variant 2: Documents 2A & 2B) 

   Column percentages 

   Member State UCITS Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

The growth rate 
shown is the 
illustration of 
charges table is 
guaranteed 

Correct 
(False) 

65 76 65 62 55 61 71 66 67 57 

Incorrect 
(True) 

17 8 22 10 24 22 14 19 16 25 

The illustration of 
charges table is an 
accurate guide to 
what you will pay in 
charges over the 
term of your 
investment 

Correct 
(False) 

49 58 49 62 44 46 38 43 50 43 

Incorrect 
(True) 

34 27 37 11 35 39 47 41 33 40 

The past 
performance chart 
takes account of the 
impact of transaction 
costs 

Correct 
(True) 

44 36 51 32 48 49 39 49 43 47 

Incorrect 
(False) 

36 43 32 37 33 29 44 33 36 32 

Transaction costs 
can have a 
significant effect on 
the total charges 
paid 

Correct 
(True) 

64 76 69 56 59 57 64 67 64 61 

Incorrect 
(false) 

18 10 18 15 21 25 21 17 18 20 

Base: All Group 2  1958 278 293 273 282 271 275 286 1668 290 
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 Assessment of understanding of charges amongst those with a higher 

number of donôt know responses to the charges statements 

7.56 Throughout the questions testing understanding of charges there was a relatively consistent 

proportion of respondents (approximately between 15%-20%) who answered ñdonôt knowò to the 

statements.  These investors are obviously struggling to understand (or failing to engage with) 

particular aspects of charges as described within the documents and it is important to assess what 

those who had a high proportion of donôt know responses to the statements actually did understand. 

7.57 Both groups of respondents (i.e. those viewing Variant 1 and Variant 2) were asked a total of 9 risk 

statements about the two documents.  To define the respondents who appear to be consistently 

struggling we used a cut-off of 3 or more donôt know responses to the 9 statements.  Of the 1935 

group 1 respondents a total of 287 (15%) fell into this ñstrugglingò definition.  Of the 1958 group 2 

respondents a total of 193 (10%) fell into the definition. Meaningful sub-group analysis of these 

respondents, e.g. by Member State or UCITS experience, is not generally possible due to the low 

base sizes. 

7.58 Of the 5 statements asked about Document 1A, none was answered correctly by more than one in 5 

investors. The highest proportion of correct responses were given for the statement óentry charges 

could be less than 5%ô which 19% correctly identified to be true. On the whole respondents that 

struggled with this section were unable to give a correct response to any statement. Similarly, in 

terms of understanding of Document 1B, the highest proportion of correct responses were given for 

the fact that óongoing charges can vary each yearô (16% identified that this was true) and that óentry 

charges could be less than 3% (again 16% identified that this was true).  

7.59 Of the 5 statements asked about Document 2A, the ones attracting the highest levels of correct 

response from this struggling group were that ócharges reduce the growth of your investmentô (10%) 

and that óthe amount of performance fees taken can vary significantly from one year to the nextô 

(10%). For Document 2B all the struggling respondents gave ódonôt knowô responses to all 4 

statements.  

7.60 To some extent these findings would seem to indicate that the addition of the illustration of charges 

in Variant 2 makes it even harder for these respondents to understand the charges information 

shown (but the proportions understanding any element are extremely low even with Variant 1).  
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 Qualitative findings on charges 

7.61 As with other elements of the potential KII documents, attitudes towards and understanding of the 

charges section of the draft documents were also explored qualitatively among both consumers and 

intermediaries across the seven Member States. In this part of the chapter, we summarise findings 

from these qualitative elements.  

 CONSUMERS 

7.62 Consumers participating in the teledepths received documents relating to one fund under the two 

different proposed Variants (i.e. they were sent either documents 1A and 2A or 1B and 2B). This 

allowed them to compare the two different approaches to showing the same information. Within the 

focus groups, there was more time and respondents were asked to look at the treatment of charges 

information in all 4 documents.  

7.63 The information collected from the qualitative research in general confirmed that individuals were 

able to read the information contained in the core charges table. Those that did recognise that the 

figures shown were maximum charges rather than fixed charges often raised questions about the 

circumstances under which they would not have to pay the maximum charge. Others were keen for 

more information about the likely levels of performance charges or transaction costs. The 

performance fee was generally a difficult concept for some investors to grasp.  

ñThe table and text tells you what the maximum charge is but it does not say when the value could 

be smaller. Instead it refers you to a financial advisor. I would like to know under what circumstances 

I could pay less.ò Poland (Future purchaser) 

ñWhy donôt they know how much the entry charge is? I would like this to be clarified.ò Sweden (Past 

purchaser)  

ñI think it is too technical, and there are things I donôt even understand. It says that theyôll take 

commissions out of the fund periodically. When?ò Spain (Non-experienced) 

7.64 Hence it does seem to be the case that including information about charges with the necessary 

caveats makes some concerned that there is a lack of transparency in the information that they are 

given. However, these concerns rarely seemed sufficiently serious to be likely to dissuade investors 

from making an investment (and particularly if this information was displayed consistently and the 

caveats were shown consistently across all funds under consideration). A natural scepticism about 

charges (perhaps in some cases heightened by the caveats included in the document and also the 

statement that more information about charges was available in the fund prospectus), made some 

believe that there would also be other óhiddenô charges that they would incur. If possible a statement 

to the effect that all charges that the fund would incur were listed in the core charges table would be 

welcomed. 

ñThey donôt necessarily give you the full information and there may be other charges or something.ò  

Ireland (Past purchaser) 
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7.65 It would probably not be possible to include as much information as some consumers were 

requesting within a KII document of manageable length and it could be interpreted as positive that 

the information that is there is enough to encourage potential investors to think about the charges 

that they might incur (as this might in turn encourage them to seek further information from an 

advisor or another third party).  

7.66 The majority (over two thirds) of investors felt that the inclusion of an illustration of charges in Variant 

2 made the charges associated with the fund easier to understand. There was also a general feeling 

that the inclusion of example charges made the charging structure of the funds seem more 

transparent. Although again there were a few that were unclear about the need for this illustration to 

be based on assumptions and stated that it was not useful unless the figures shown were fixed. 

ñYou have to do fewer calculations yourself as the calculations are done for you.ò Sweden (Past 

purchaser) 

ñAt least it is giving clarity. I mean Iôm definitely not buying this project but it does give you a classical 

indication relatively.ò Ireland (Future purchaser) 

ñI think itôs too fuzzy ï this is something they donôt know. Itôs just a guess.ò Sweden (Past 

purchaser) 

7.67 Some tried to replicate the figures shown in the illustration of charges through their own calculations 

but were unable to do so (in some cases because it appeared that they did not fully comprehend the 

compound nature of the charges). This led some of these to state that they would like to see the 

calculations behind these charges laid out in the document. However this would be likely to add to its 

length and to confuse those who are happier to take the figures óat face valueô.  

7.68 Others stated that they would like to see other investment periods (that they themselves would be 

likely to invest for) shown in the table. Given that the quantitative research showed that respondents 

were not always very good at using the table to proxy charges for other time periods then this could 

be useful. Similarly, others felt that it would be useful to include charges if other sums were invested. 

This led a few consumers to suggest that it would be useful to include reference to a web-based tool 

for calculating the impact of different sizes/period of investment.  

7.69 Despite the overall positive reaction to the principle of the inclusion of an illustration of charges it was 

clear that some investors were not always interpreting it correctly. Some felt that it was not clear 

whether the total charges sums shown were annual or cumulative. Some also (incorrectly) seemed 

to understand the charges figure as being the projected return minus the charges rather than simply 

the charges in isolation.  

ñRegarding the Illustration of the costs ï this is a good idea but generally the costs are described in a 

way that we donôt understand.ò  Hungary (Future purchaser) 

7.70 Some of those who did interpret the illustration of charges correctly felt that it would be more useful if 

there were an additional column included to show the projected return enabling them to obtain a 

better picture of the overall impact of the charges. This addition would perhaps also help clarify the 

figures for those who felt that the values shown were the projected return minus charges.  

ñIt should tell you how much youôd have at the end as well. So you can relate to the fee.ò Sweden 

(Past purchaser) 
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 INTERMEDIARIES 

7.71 In general intermediaries felt that the core charges table was a clear and appropriate way to display 

this information. Some issues around terminology were raised with some intermediaries stating that 

a split between óentryô and óongoingô charges was not an accepted fee structure in their country. 

Some intermediaries in both Hungary and Sweden stated that the funds that they dealt with did not 

have an entry charge at all. In Spain, intermediaries stated that the terms óFund Managerôs Feeô and 

óDepositaryôs Feeô were used in place of óEntryô and óOngoingô charge. In part reflecting this 

difference in terminology, intermediaries felt that there was a need for greater clarification of the 

ongoing fee in the KII document. A particular comment made was that it should be made clear 

whether or not transaction costs are included in the ongoing fee in Variant 1 (a statement that these 

are not included appeared in Variant 2 documents).  

7.72 The views of intermediaries on the inclusion of an illustration of charges were mixed. Some felt that 

this was helpful and that the use of óreal sums of moneyô would help to clarify fees for potential 

investors. 

ñIt uses real figures.ò  - Germany 

ñThe charges have been illustrated in an approachable way.ò ï Poland 

7.73 However, it was more common for intermediaries to be opposed to the illustration of charges table. 

Some felt that it could be misleading because consumers would interpret the figures as exact 

projections rather than examples based on a number of assumptions (and indeed the quantitative 

results do indicate that there is potential for this). In particular, intermediaries were concerned that 

investors would assume that the assumption of 5% growth was guaranteed.  

ñItôs not a guarantee that it will be at 5% and people may interpret it like that.ò ï Sweden 

ñIt is always a little dangerous to make these speculative calculations because often the customer 

will focus too much on these calculations.ò ï Germany 

7.74 Those intermediaries opposed to the inclusion of an illustration of charges felt that the space taken 

up by this table in the draft KII documents would be better devoted to other aspects of the fund (its 

risk/reward profile in particular). In some cases there was a concern that including too much 

information about charges may serve to dissuade investors from making an investment at all and 

that, therefore, detailed information on fees and charges is better discussed rather than set down in 

the document itself.   

7.75 If the illustration is retained, intermediaries were keen to see two of the amendments also suggested 

by investors; 

ü Clarification that the charges shown are cumulative rather than annual; 

ü Inclusion of a mechanism to factor in the return on the investment so that the total impact of 
the charges can be understood. 

In the case of the latter, some suggested simply displaying the percentage growth of the fund in the 

table itself (rather than simply in the text alongside) to make this figure more prominent. Others were 

suggesting that figures should be included to show the total value of the investment minus charges 

after each time period. Intermediaries felt that inclusion of this information would help to give a more 

balanced view of the charges associated with the investment.  
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8 Structured Funds 

8.1 Structured funds present a particular challenge in the disclosure of information relating to potential 

risks and rewards. These are funds that offer a pre-determined pay-off at a certain time horizon 

depending on particular parameters which often introduce discontinuities into the risk/reward profile. 

This can occur, for example, when guarantee mechanisms are triggered by certain events. As such it 

can be particularly difficult to convey to consumers how these structured funds are likely to perform.  

The Commission wished to investigate ways in which additional information about performance of 

funds under different scenarios could be included in the KII for these particular types of funds.   

8.2 The structured fund documents were only tested qualitatively during phase two, as there was a 

desire from the Commission to focus time and resources on other parts of the KII. 

8.3 Two structured fund documents were tested: 

ü Document 1C, including four graphs showing very favourable, favourable, flat and weak 
performance scenarios 

ü Document 2C, including a table without probabilities for each outcome but with simplified 
explanations and separate columns to show performance of the fund and index, including fund 
share price at maturity date 

8.4 All participants in the qualitative research were asked to consider both documents and were asked 

what they found clear and unclear on each as well as which document they found most useful.   

 

 

 

 

 Consumers 

8.5 Around half of consumers had heard of structured funds although some referred to them as 

óguaranteed fundsô or ócertificatesô.  Of those who felt they knew enough about it to comment, a 

majority would consider investing in such a fund primarily because it was felt to be relatively safe ï 

particularly important in the current climate. 

 άIf my goal was to have a low but reliable income.έ Hungary (Non-experienced)  

άBecause of the security.  I like playing it safe.έ Germany (Past purchaser)  

8.6 Those not interested felt the fund was still too risky (some considering any investment a risk), had no 

money to spare for five years or felt the way the fund worked was too complicated.  Non-experienced 

investors were more likely not to be interested in the structured fund.  

άL ǇǊŀŎǘƛŎŀƭƭȅ ŘƛŘƴΩǘ ǊŜŀŘ ǘƘŜ ƭŀǎǘ ǘǿƻ ŘƻŎǳƳŜƴǘǎΧōŜŎŀǳǎŜ L ǘƘƻǳƎƘǘ ǘƘŀǘ L ƳƛƎƘǘ ƴƻǘ ǳƴŘŜǊǎǘŀƴŘ 

themΦέ Spain (Non-experienced) 

Performance Scenarios: Key findings  

The performance scenarios information is difficult for respondents to understand. 
Overall the tabular approach is preferred. The graphs that were presented were felt 
to be intimidating (particularly by less experienced investors) and four graphs was 
felt to be too many, in part because the space available made each individual graph 
quite small and hard to read.    
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άYou have to understand the concepts in this one more so than in the other ones." Spain (Past 

purchaser) 

8.7 Understanding of the risk profile of the structured fund was good.  A large majority of consumers felt 

(correctly) that there was a low chance of losing money with the structured fund, which was rated 2! 

on the synthetic risk indicator, as it was well understood that it was a protected fund. 

άIf I keep my capital in for the whole five years I would get all my capital backέ Ireland (Past 

purchaser)  

8.8 A majority also felt (correctly) that there was a low chance of a high return with the structured fund.  

The minority who felt there was a good chance of a high return cited the length of the investment (5 

years) and a belief that the economy will recover during this time.   

άLǘΩǎ ƻǾŜǊ р ȅŜŀǊǎ ƛǎƴΩǘ ƛǘΚ !ƴŘ ƛǘ ƎƛǾŜǎ о҈ ŀ ȅŜŀǊΦΦǎƻ LΩŘ ǎŀȅ ǘƘŜǊŜ ǿŀǎ ŀ ƎƻƻŘ ŎƘŀƴŎŜΦέ Spain (Past 

purchaser) 

8.9 In addition, two individuals felt that the performance scenarios section predicted future performance.  

άYou are going to get 60% rise of the indexέ Ireland (Past purchaser)  

8.10 In terms of the presentation of the performance scenario information, the table was preferred by a 

majority of consumers.   

8.11 The graphs appealed to those for whom any visual helps.  This group felt the graphs let them óseeô 

what was going on straight away.  The graphs may also be more suited to the more experienced 

who like to see fluctuations over time:  

άL Ŏŀƴ ǎŜŜ ǘƘŜ ƎǊƻǿǘƘΣ ǿƘŜǘƘŜǊ ǘƘŜ ƎǊŀǇƘǎ ǊƛǎŜ ŀƴŘ ŦŀƭƭΦέ Hungary (Past purchaser)  

8.12 However, for most the graphs were found not to be intuitive or self-explanatory, requiring a thorough 

reading of the explanation (if not background knowledge) and taking a long time to ódecipherô. 

άL ƘŀŘ ǘƻ Ǝƻ ōŀŎƪ ŀƴŘ ǊŜŀŘ ǘƘŜ ƻōƧŜŎǘƛǾŜǎ ŀƴŘ ǎǘǊŀǘŜƎȅ ǎŜŎǘƛƻƴ ŀƴŘ Ǝƻ ōŀŎƪ ŀƴŘ ƭƻƻƪ ŀǘ ǘƘŜ ƎǊŀǇƘέ  

Ireland (Past purchaser)  

8.13 For this reason, the graphs were felt to be less suited to the inexperienced investor. 

ά¢ƘŜȅ ŀǊŜ ƻƴƭȅ ŎƭŜŀǊ ǘƻ ǇŜƻǇƭŜ ǿƘƻ ƘŀǾŜ ŘƻƴŜ ƭƻǘǎ ƻŦ ƛƴǾŜǎǘƳŜƴǘǎ ōŜŦƻǊŜΦέ  Italy (Past purchaser) 

άL Ƨǳǎǘ ǎŜŜ ŀƭƭ ǘƘŜǎŜ ƭƛƴŜǎ ŀƴŘ ǘƘƛƴƎǎΧL ǘƘƛƴƪ ȅƻǳ ǎƘƻǳƭŘ ōŜ ŎŀǊŜŦǳl with graphs because either you 

ǎǘǳŘȅ ǘƘŜƳ ǾŜǊȅ ŎŀǊŜŦǳƭƭȅ ƻǊ ǘƘŜȅ ŘƻƴΩǘ ƳŜŀƴ ŀƴȅǘƘƛƴƎ ŀǘ ŀƭƭΦέ  Spain (Past purchaser) 

8.14 The other reason the graphs were felt to be too complicated was that four scenarios was felt to be 

too many. 

8.15 From a formatting point of view, the graphs were found to be too small and hard to read.  Some also 

misunderstood the timescale specified on the axis, thinking years were months ï it would be better to 

write out the full year i.e. Nov 2008 rather than Nov 08.  
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8.16 In contrast, the table was felt to be more self-explanatory and the scenarios easier to compare in 

tabular format.  Consumers also felt that the use of figures in the table meant that it was easier to 

see what the final return could be than in the graphs (and this is ultimately what consumers are most 

interested in). 

άIt's well presented even for a non-ǇǊƻŦŜǎǎƛƻƴŀƭΧƘŜǊŜ ǿŜ ǎŜŜ ŀŎǘǳŀƭ ŦƛƎǳǊŜǎΧƛǘϥǎ ǾŜǊȅ ƘŜƭǇŦǳƭ ŀǎ ƛǘ 

tells what I can expect - in Euros if the fund performs a certain way.έ Germany (Non-experienced) 

8.17 A minority wanted graphs as well as or instead of a table as they understand these more easily and 

quickly and a few pointed out that the table doesnôt show fluctuations over time.   

8.18 It was also suggested that the table could be improved by showing (more clearly and in the table 

itself rather than in the accompanying text) the initial amount invested. 

8.19 The consumers in the focus groups reacted in much the same way to the structured funds as those 

in the depth interviews, with a majority preferring the table to the graphs as a way of presenting the 

performance scenario information.   

8.20 The graphs were simply too small for many to bother looking at closely but this was not the only 

issue with them: participants commented that the graphs would take a lot of effort to grasp and were 

not sure what each of the four were representing. 

ά²Ƙŀǘ L ŘƻƴΩǘ ǳƴŘŜǊǎǘŀƴŘ ƛǎ ǘƘŜ ƎǊŀǇƘΦ  LǘΩǎ ǾŜǊȅ ǘŜŎƘƴƛŎŀƭΦ ¸ƻǳ ƘŀǾŜ ǘƻ ǊŜŀƭƭȅ ƭƻƻƪ ŎƭƻǎŜƭȅΦέ Spain 

(Past purchaser) 

άL ǿŀǎ ŦŜŘ ǳǇ ŀŦǘŜǊ н ǎŜŎƻƴŘǎΣ ƛǘΩǎ ƴƻǘ ŎƻƴŎƭǳǎƛǾŜΦέ Germany (Past purchaser) 

8.21 By contrast, the table was felt to be easier to read and more successful at conveying information. 

ά²ƘŀǘΩǎ ƎƻƻŘ ŀōƻǳǘ ǘƘƛǎ ƻƴŜ ƛǎ ǘƘŜ ǘŀōƭŜΣ ƛǘ ƛǎ ǊŜŀǎǎǳǊƛƴƎΣ ƛǘΩǎ ŎƭŜŀǊΣ ƛǘ ǊŀƛǎŜǎ ǘǊǳǎǘΦέ Poland (Past 

purchaser) 

 Intermediaries 

8.22 Around half of intermediaries had clients interested in structured funds and some felt that they were 

more popular at the moment due to an increased appetite for security provoked by the current 

economic climate.   

8.23 As with standard funds, some of the terminology used in the structured fund documents was found to 

be confusing such as risk-free asset return, OTC derivative and weak performance. 

άΨ²Ŝŀƪ ǇŜǊŦƻǊƳŀƴŎŜϥ ƛǎ ŀ ƳŀǊƪŜǘƛƴƎ ǘŜǊƳ ŀƴŘ ǎƘƻǳƭŘ ōŜ ǊŜǇƭŀŎŜŘ ǿƛǘƘ ϥŀ ƭƻǎǎϥΦέ Germany  

άTechnical language - needs to be 'dumbed down' a bit - e.g. Protected maturity share price could 

be 'you will receive your capital backΩ.έ Ireland  

8.24 As with past performance, a few were concerned that the performance scenarios run the risk of 

being seen as prediction.  This is despite the fact that it states in bold at the beginning of the 

performance scenarios section that they are not predictions of future performance.  
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άIf you start to do these scenarios then you're building an expectation of what the fund could give 

ŀƴŘ Ŏŀƴϥǘ ƎƛǾŜΧǘƘƛǎ ƛǎƴϥǘ ƘŀǊŘ ŦŀŎǘǎΣ ǘƘƛǎ ƛǎ ǇƭŀȅƛƴƎ ǿƛǘƘ ƴǳƳōŜǊǎΧέ Sweden 

8.25 In terms of the presentation of the performance scenario information, the table was preferred by 

about two thirds of intermediaries. 

8.26 The graphs were felt to have some advantages.  They are more visual and so easier to absorb for 

those who find graphics more intuitive.  They also show fluctuations over time which may make them 

more appealing to experienced investors.  

8.27 However, the graphs were felt to be too small and too hard to read as well as not placing enough 

emphasis on the final value of the investment. 

ñTakes a long time to understand, difficult for non-financial expert - would scare a person off.ò 

Germany  

8.28 Although it was acknowledged that it may be difficult to show more complex scenarios in a table, on 

the whole the table was preferred by intermediaries as it was felt to be clearer (particularly for less 

experienced investors), make better use of the space available in the document and allow the reader 

to see the best and worst case scenarios.  It was also felt that the table made the numbers involved 

(including the final value of the investment) easier to see.   
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9 Overall Views of Documents 

9.1 As well as looking at how best risk, charges and performance information could be presented, phase 

two of the research sought to investigate how individuals might engage with the documents if 

purchasing an investment. 

9.2 The quantitative research investigated which sections of the documents potential investors would 

pay most attention to and which they would find easiest or most difficult to understand. 

9.3 The qualitative research also explored which areas of the documents were considered most 

important.  In addition, it investigated the effect of investment experience and financial sophistication 

on reaction to the documents and put reactions to the documents in the context of how existing 

documents are used by both consumers and intermediaries. 

 

 

 

 

 

  

 Sections of most and least importance 

9.4 As shown in Figure 10.1, the risk and reward profile was of most interest to potential investors with 

42% paying most attention to this section.  Of most interest to 28% was the objectives and 

investment strategy section, whilst fewer than one in ten paid most attention to past performance 

(9%), charges (7%) or additional information (3%).   

9.5 The section felt to be of least importance was clear with over two thirds (68%) stating that they would 

pay least attention to the additional information section when using the document to select a fund. 

Overall Views: Key findings 

While the risk and reward profile and the strategy and objectives were felt to be of 
key importance in selecting a fund, the additional information section was felt to be 
of lesser importance and the amount of space devoted to it appeared 
disproportionate.  

Large blocks of text are off-putting to consumers and the use of white space and 
visuals such as graphs is likely to increase consumer engagement. 

Consumers at all levels of financial sophistication and investment experience could 
benefit from viewing the KII document, although very few will understand the entire 
content. 
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Figure 9.1: Sections of most and least interest 

Q44) Thinking of the overall documents, which section of these documents would you pay the most 
attention to when selecting a fund? 

OVERALL VIEWS: Sections of most interest
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9.6 Those who already had investments were slightly more likely than future investors to pay most 

attention to the risk and reward profile (43% vs. 38%) with future investors more likely to answer that 

they werenôt sure which sections they would be most likely to look at. 

9.7 Those in Hungary (49%) and Spain (47%) were also more likely to pay most attention to the risk and 

reward profile, whilst the Polish were more likely than average to pay most attention to the objectives 

and investment strategy (35% vs. 28% average).  In Ireland there was a greater than average 

tendency to pay most attention to past performance (13% vs. 9% average) and in Sweden to pay 

most attention to charges (12% vs. 7% average).  
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Table 9.1: Sections of most and least interest 

   Column percentages 

   Member State UCITS 
Experience 

  Total D IRL S E I H PL Past Future 

  % % % % % % % % % % 

Risk and reward profile Most 42 41 39 36 47 42 49 41 43 38 

Least 1 1 1 1 2 1 1 1 1 2 

Objectives and investment 
strategy 

Most 28 35 24 21 27 27 24 35 28 28 

Least 3 1 3 3 4 1 4 2 3 2 

Past performance Most 9 11 13 10 7 6 11 5 9 9 

Least 11 8 7 9 14 10 9 16 10 11 

Charges Most 7 7 6 12 6 9 4 5 7 7 

 Least 4 5 5 3 4 2 3 4 4 4 

Additional information Most 1 1 1 1 1 1 1 1 1 1 

 Least 68 78 65 63 63 69 71 63 68 64 

Base: All   3893 552 559 553 533 547 582 567 3324 569 

  

 Additional information section 

9.8 As shown above, investors generally felt that the additional information section was of least interest 

to them. However this section takes up quite a large proportion of the space on the KII (between a 

quarter and a third of the available space depending on the variant). In this section, we look briefly at 

respondent understanding of this element of the documents. Responses to a series of true/false 

statements about this part of the documents are shown in Figure 9.2 below. In the interests of 

interview length, this section was only asked of those respondents viewing Variant 1 documents 

(which have a slightly longer additional information section).  
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Figure 9.2: Understanding of additional information section  

ADDITIONAL INFORMATION: Variant 1
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9.9 Levels of understanding were reasonably good for most of the aspects tested. The exception to this 

was the statement about tax implications with a majority of respondents incorrectly stating that they 

would be able to find this information by following one of the web links on the document. Given that 

the documents explicitly state that this information would have to be obtained by speaking to an 

advisor, this would seem to be evidence that this section of the document is not well read. This, in 

turn may prove justification for reducing the amount of space that it takes up to free up space for 

other aspects of disclosure.  

 Sections easiest and hardest to understand 

9.10 As well as which sections were likely to be of most interest/relevance when making an investment, 

investors were also asked which of the sections of the mocked-up KIIs that they were reviewing they 

found easiest and hardest to understand. Those found easiest to understand are shown in Figure 9.3 

below.  
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Figure 9.3: Sections easiest to understand 

Q42) Thinking of the overall documents, which section of these documents did you generally find the 
easiest to understand?

OVERALL VIEWS: Sections EASIEST to understand
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9.11 As the figure demonstrates, regardless of variant viewed, investors were most likely to find the past 

performance section easiest to understand (with a third stating that this was the part they found 

easiest to comprehend).  

9.12 The key difference by variant viewed was in reactions to the risk section ï those viewing Variant 2 

(with the synthetic indicator) were considerably more likely to rate the risk and reward section as the 

easiest to understand then those viewing Variant 1. Those viewing Variant 1 were equally as likely to 

regard the risk / reward and charges sections as easiest to understand. Potential investors could 

only pick one section from each document as the easiest to understand so this shows that the risk 

indicator aids understanding to a greater extent than the illustration of charges.   

9.13 It should also be noted that the timescale over which the past performance data was shown seemed 

to make no difference to how easily it was understood (32% found it the easiest section to 

understand in documents 1A/1B, 31% in documents 2A/2B).   

9.14 Table 9.2 and 9.3 looks at the variation in sections considered easiest to understand by Variant 

viewed.  
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Table 9.2: Sections easiest to understand (Variant 1: Documents 1A & 1B) 

  Column percentages 

  Member State UCITS 
Experience 

 Total D IRL S E I H PL Past Future 

 % % % % % % % % % % 

Objectives and strategy 23 23 17 20 18 26 32 26 24 22 

Risk and reward profile 16 14 24 8 20 19 14 16 15 25 

Past performance 32 30 35 34 34 30 29 32 33 28 

Charges 14 17 17 10 14 11 13 16 14 15 

Additional information 3 5 2 3 3 3 3 4 3 3 

Donôt know 12 11 6 25 12 11 9 7 12 8 

           

Base: All Group 1  1935 274 266 280 251 276 307 281 1656 279 

Table 9.3: Sections easiest to understand (Variant 2: Documents 2A & 2B) 

  Column percentages 

  Member State UCITS 
Experience 

 Total D IRL S E I H PL Past Future 

 % % % % % % % % % % 

Objectives and strategy 23 23 17 19 19 22 36 26 24 20 

Risk and reward profile 23 19 29 17 28 26 19 25 22 29 

Past performance 31 34 35 30 30 33 27 29 31 30 

Charges 7 7 8 5 9 5 5 9 7 10 

Additional information 3 4 3 4 2 1 3 5 3 3 

Donôt know 12 14 9 25 11 13 11 6 13 9 

           

Base: All Group 2 1958 278 293 273 282 271 275 286 1668 290 

9.15 For Variant 1, the hierarchy of sections easiest to understand broadly followed the overall pattern for 

all Member States. In all countries, the past performance section was seen as easiest to understand. 

In most, the strategy and objectives section was next most likely to be considered easiest to 

understand (although in Ireland and in Spain, the risk and reward description was more likely to be 

ranked second than strategy and objectives. Future investors were less likely to consider the past 

performance section easiest to understand than those with UCITS purchasing experience but they 

were more likely to view the risk and reward profile easiest to comprehend.  

9.16 Again for Variant 2, the trend within each Member State broadly follows the overall pattern. For this 

variant, there are few differences between past and future investors. The proportion of investors 

considering the risk and reward profile to be the second easiest section to understand varies 

somewhat by country with the objectives and strategy section more likely than risk and reward to be 

ranked second in Hungary by a considerable margin and in Germany by a smaller margin.  

9.17   Figure 9.4 shows which sections were perceived as hardest by variant viewed. 
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Figure 9.4: Sections hardest to understand 

Q43) Thinking of the overall documents, which section of these documents did you generally find the 
hardest to understand?
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9.18 The inclusion of the illustration of charges table seems to be more likely to make investors classify 

the charges section as the óhardest to understandô (43% chose charges as the hardest section to 

understand in documents 2A/2B compared to 22% in 1A/1B).   

9.19 The risk section was more likely to be considered hardest to understand without the indicator (with 

26% choosing the narrative version of the risk section in documents 1A/1B as hardest to understand 

compared with 16% choosing the 2A/2B version with the indicator).  Additional information was more 

likely to be chosen as the hardest section to understand in documents 1A/1B (15% vs. 7% in 2A/2B), 

perhaps because the section is considerably longer in these documents. 

9.20 Tables 9.4 and 9.5 show the variation in sections seen as hardest to understand by Member State 

and UCITS experience.  
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Table 9.4: Sections hardest to understand (Variant 1: Documents 1A & 1B) 

  Column percentages 

  Member State UCITS 
Experience 

 Total D IRL S E I H PL Past Future 

 % % % % % % % % % % 

Objectives and strategy 17 16 25 16 19 17 8 17 16 19 

Risk and reward profile 26 28 21 21 23 21 35 33 27 26 

Past performance 8 7 9 3 12 13 7 5 7 11 

Charges 22 22 22 23 19 29 21 19 22 22 

Additional information 15 14 16 14 14 8 20 15 15 15 

Donôt know 13 14 8 23 13 12 9 11 13 8 

           

Base: All Group 1 1935 274 266 280 251 276 307 281 1656 279 

Table 9.5: Sections hardest to understand (Variant 2: Documents 2A & 2B) 

  Column percentages 

  Member State UCITS 
Experience 

 Total D IRL S E I H PL Past Future 

 % % % % % % % % % % 

Objectives and strategy 14 13 18 12 13 17 7 16 13 18 

Risk and reward profile 16 16 14 11 18 13 17 21 16 16 

Past performance 6 4 7 3 12 9 3 7 6 6 

Charges 43 46 40 50 30 45 48 41 44 36 

Additional information 7 5 10 3 13 3 11 6 7 10 

Donôt know 14 15 12 21 13 13 15 9 14 14 

           

Base: All Group 2 1958 278 293 273 282 271 275 286 1668 290 

9.21 There was broad agreement in the hierarchy of sections hardest to understand in Variant 1 by 

Member State. The objectives and strategy section was significantly more likely to be ranked hardest 

to understand in Ireland while the narrative risk and reward section was particularly likely to be 

considered hardest to understand in Hungary and Poland.  

9.22 For Variant 2, the charges section was viewed as hardest to understand by a considerably margin in 

all Member States (with the risk and reward section viewed as hardest by far fewer investors across 

the board). Future investors were slightly less likely to consider charges the hardest section to 

understand (although the majority still did so) and more likely to consider the strategy and objectives 

hardest to comprehend.  
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  Qualitative research 

9.23 As previously mentioned, the qualitative research sought to put reactions to the documents in the 

context of how existing information is currently used by both consumers and intermediaries.  It also 

investigated the effect of investment experience and financial sophistication on reaction to the 

documents as well as which sections of the documents were considered most important.  

 CONSUMERS 

9.24 Consumers had up to 35 investments, but the majority had none, one, two or three.  Their knowledge 

of investment products varied from those who knew óclose to nothingô and preferred to leave 

decisions to the professionals, to the fewer who felt more óclued up when it comes to moneyô.  

Consumers had generally obtained their knowledge of investments from banks and other financial 

institutions, the internet, papers and magazines; fewer cited friends/family, working in or studying a 

related industry, TV/radio or ads and brochures. 

9.25 Around half of consumers had received information similar to the KII documents before.  Most of 

them would use documents in discussions with an intermediary usually after reading them first and, if 

interested, preparing questions.  Most would also use the documents to compare funds and would 

keep them for reference. Some would also look for further information if interested in the fund. 

9.26 The new KII documents were felt to be an improvement on existing information available.  Although 

very few consumers who studied them understood every word and concept of the content, 

consumers at all levels of financial sophistication and investment experience felt that they would 

benefit from using the KII document either as a quick first point of comparison before seeking more 

detailed information (in the case of the more sophisticated) or as a good introduction to the fund and 

a means of arming themselves with questions to ask a financial advisor (for the least sophisticated).   

9.27 A majority of consumers had instances in the past where they had only become aware of a feature of 

an investment after they had already purchased it.  More often than not the information was provided 

to the consumer or in literature available to them but they did not read it all, being put off by the 

quantity of the information and small font of the ósmall printô. These customers felt that the availability 

of a short document such as the KII would have made them less likely to encounter these problems. 

ñWe receive a lot of useful information from the financial advisor before we make an investment but 

by the time we've made our decision we forget...these documents are too long, so we just canôt be 

bothered to read them from the beginning to the end.ò  Hungary (Past purchaser)  

ñIt was an account that I thought paid 5% interest a year when in fact it was 5% over 2 years...I was 

just displeased..it was in the small print so really was my mistake.ò  Spain (Non-experienced) 

ñThey would only present beneficial features of the products...I should have read the additional 

information in the document but because it was written with small font I ignored it.ò  Poland (Future 

purchaser)  
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9.28 On receiving the KII documents as part of the research, most participants read the documents 

through from the beginning (the objectives section) feeling that all, or most, of the content was 

important.  However some skipped straight to the risk section (in documents 2A/2B) or past 

performance (largely in 1A/1B), attracted by the visuals:  

άThe numbers always catch your attention first rather than the words.έ Italy (Non-experienced) 

9.29 Least attention was given to the additional information, with over half of consumers not reading or 

only glancing at it. 

9.30 The sections considered of greatest importance to an investment decision largely reflected the 

priority order identified in the quantitative stage.  Risk/reward was felt to be most important, followed 

by the objectives and investment strategy:   

άI want to know what they are going to do with my money and how they intend to make me a 

profit.έ  Ireland (Past purchaser) 

9.31 In line with the findings from the quantitative research, charges and past performance were felt to be 

of lesser importance, with the additional information widely considered of least importance. 

9.32 At an overall level, the findings from the focus groups supported those from the teledepths. 

9.33 Experienced investors tended to be more comfortable with the documents but still struggled to 

understand everything.  Requests for more detail tended to focus around improving the clarity of the 

information rather than adding content. 

9.34 The inexperienced investors found the documents difficult to connect with in general; participants in 

these groups were more sceptical regarding charges and more likely to misinterpret the level of risk 

involved in each fund. 

9.35 There was very little difference between the reactions of participants from the seven countries to the 

documents, although those in Sweden seemed slightly more comfortable with the information shown. 

 INTERMEDIARIES 

9.36 The intermediaries who took part in the qualitative research dealt with clients of varying incomes and 

levels of knowledge, from the general public to institutional investors and ñhigh net worth individuals 

with vast knowledge and at least several years experience of working in financeò.   

9.37 The information given to clients and how it is given varies widely.  Most intermediaries use similar 

documents to those used in the research ï leaflets, factsheets or summarised brochures - although a 

few give out the full prospectus or brochure only.  The majority of the intermediaries interviewed 

make KIIs themselves; otherwise they are generally obtained from fund managers.  

9.38 Around half of intermediaries said they go through the documents with clients, not necessarily line by 

line but answering any questions clients may have, whilst the other half reported that their clients 

access the relevant documents over the internet or pick them up in a branch to read by themselves. 
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9.39 Most intermediaries felt the current documents available are not easy for their clients to understand 

and do not make it easy to compare funds due to too much text and difficult terminology being used 

along with a lack of standardization (between companies as well as countries).  It was also 

mentioned that many consumers (particularly the less knowledgeable) prefer to ask questions to an 

intermediary rather than attempt to understand the documents on their own. 

άLǘ Ƴay be a lack of interest rather than understanding. People don't want to look at these for very 

long.έ  Ireland  

άIf they had the energy to read it then they probably would understand at least parts of it. 

Comparison of funds is difficult as so many parameters involvedέ Sweden  

άThe more financially experienced might go to net comparison sites to compare as these are easierέ 

Sweden  

9.40 The vast majority of intermediaries felt that the new KII documents being tested were clearer and 

shorter than existing ones.  The new versions were also praised for being standardised which was 

felt to make it easier to compare funds and there were a few mentions that the documents seemed to 

be objective rather than marketing-led which was welcomed.  

9.41 A majority of intermediaries felt that the new documents would make their job easier by being quicker 

to read and making funds easier to compare and easier to explain to clients.  Several intermediaries 

expressed the hope that the documents would aid consumer understanding at pre-purchase stage 

and therefore lead to fewer complaints being made.  A few intermediaries felt that the new 

documents would be easier or more cost effective to produce.  Those who were less keen on the 

new documents were likely to see them as additional documents rather than a replacement for 

current versions of fund information.  

9.42 Around half of intermediaries felt the documents would be more useful to the least financially 

sophisticated, with smaller proportions feeling that they would be more useful for the most 

sophisticated, useful to both or useful to neither. 

9.43 For the most financially sophisticated, it was felt that the documents could act as a good starting-

point in the hunt for information: as they are concise they could save time in the process of 

comparing funds. The financially sophisticated would then need more information on any funds they 

were seriously considering but it was felt that they could easily access this from other sources.  

9.44 It was felt that the documents could act as a good introduction to funds for the least financially 

sophisticated although they would be more likely to need visuals and definitions to help with the 

terminology.  Intermediaries felt that the least financially sophisticated would also need to follow up 

reading the document with seeking help from an advisor, but judged that the documents would help 

these consumers frame better questions. 

9.45 Intermediaries considered the same areas of the KII to be most important as consumers did, namely 

risk followed by objectives and investment strategy.  Additional information was felt to be the least 

important section:  

ñItôs something that most people donôt read.ò  Ireland  

ñCan be found easily elsewhere.ò  Spain  
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10 Key conclusions 

 OVERVIEW 

10.1 Phase 2 of the KII research programme was deliberately focussed on testing consumer 

understanding of complete KII documents rather than just the individual elements within the 

document (which was the focus of phase 1).  When comparing findings between the two phases of 

research the impact of this different focus needs to be borne in mind.  By its nature testing individual 

elements one-by-one forces respondents to look in more detail at the particular element without 

interference from other competing elements.  Testing the whole document more closely replicates 

the real world situation where individual elements in a document may be overlooked or 

misinterpreted due to the unintentional influence of other elements or conversely where different 

elements complement each other to increase understanding.  

10.2 Overall the respondents viewed the KII documents as an improvement on the pre-sales information 

that is available at the moment. Although very few consumers who studied them understood every 

word and concept of the content, consumers at all levels of financial sophistication and investment 

experience felt that they could benefit from using the KII document either as a quick first point of 

comparison before seeking more detailed information (in the case of the more sophisticated) or as a 

good introduction to the fund and a means of arming themselves with questions to ask a financial 

advisor (for the least sophisticated).   

10.3 In examining the way in which consumers examine the documents, it was evident that: 

ü They rely quite heavily on the sign-posting of each section. Investors are often not good at 
drawing links between the different sections of the document (for example understanding that 
a reference in the Strategy and Objectives section to regular changes in the portfolio might 
impact on the importance of transaction charges mentioned in the Charges section). Hence as 
far as possible it is important to ensure each of the sections is self-contained and that key 
messages are clearly flagged.  

ü Technical financial terms are often confusing and intimidating to consumers and should be 
avoided wherever possible. Sometimes there will be no alternative way of expressing these 
concepts and in these cases consideration could be given to including a glossary at the end of 
the document. At the moment, quite a large proportion of the space on the second side of the 
KII is taken up by the additional information section (which consumers largely view as 
unimportant) and this space could be used to include some form of glossary.  

ü It is clear that among some investors there is very patchy knowledge of how investment funds 
operate and this can lead them to interpret aspects of the KII as offering some form of capital 
guarantee. While the KII cannot take on a large investor education task, it may be worth 
considering some form of óhealth warningô that a return on an investment cannot be 
guaranteed.  

ü There is a tendency for consumers (and particularly those who are less financially 
sophisticated) to consider any indicative statements or suggestions (for example about the 
minimum term of investment that might be appropriate) to be definitive (that is, in this example, 
they conclude that it would not be possible to withdraw money before this date). Although it 
would make statements longer, it may be worth considering adding clarification to these types 
of suggestions. 

ü For less experienced investors, any mention of risk regarding investments has a tendency to 
be taken to mean extreme or high risk. Many do not have a framework for assessing how 
much risk is present or indeed how much they may need to accept for a higher potential 
reward. As a result respondents tend to focus very much on the óriskô aspect of the órisk and 
rewardô section. It may be possible to adjust the presentation of risk in both the documents 
that we tested to place more emphasis on the potential for reward.  
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10.4 The key findings from the research indicate the following.  

  

Strategy and 

Objectives 

The narrative approach to displaying information in both Variants appeared to 

work reasonably well.  

It will be important to keep the text used here as simple as possible as 

unfamiliar/technical terms have the potential to confuse investors.  

Risk and Reward 

Profile 

The synthetic indicator used in Variant 2 is strongly preferred by consumers 

who find the visual approach less intimidating than a text alternative.  

There are indications that on balance it does slightly improve understanding 

of the risk and reward profile (over a narrative variant) particularly for funds at 

the high and low ends of the risk scale.  

There is however potential for respondents to interpret the scale as being 

linear and also for them to under-estimate the risk associated with a category 

1 fund. 

The addition of an ó!ô to indicate a more complex risk/reward profile also 

caused some confusion. While respondents generally understand this symbol 

to indicate something ódifferentô about the fund, they are often unclear as to 

why this ódifferenceô cannot be reflected in allocating the fund to a different 

numeric category. 

Past Performance Consumers and intermediaries express a strong preference for showing 10 

years of past performance data (and findings suggest that there is no down-

side to this in terms of ability to interpret information). 

The addition of data labels to the individual bars of the chart has improved 

the ability to compare the performance of funds over the variants tested at 

Phase 1.  

Some respondents clearly have difficulty in using the charts to interpret 

negative growth. 

Charges The addition of an illustration of charges to the core charges table in Variant 2 

is welcomed by consumers as it appears to demonstrate transparency.  

However, respondents are not good at using this information to estimate 

charges that would be incurred under other scenarios. The relationship 

between charges and return on investment is not always understood well and 

the addition of a column to the illustration to show return may help with this. 

Additional 

Information 

Generally this section was felt to be of lesser importance and the amount of 

space devoted to it appeared disproportionate.  

Performance 

Scenarios 

This information is difficult for respondents to understand. Overall the tabular 

approach is preferred. The graphs were felt to be intimidating (particularly by 

less experienced investors).  

Understanding of the table might be enhanced by including a column to show 

the initial amount invested (rather than documenting this in the text above). 

 



EUROPEAN COMMISSION  UCITS DISCLOSURE TESTING 
 

 
 Thoughtful and Creative Research 152 

 

 THE IMPORTANCE OF PREFERENCE 

10.5 The impact of complete KII documents on consumer's understanding of the proposed investment is 

clearly the most important issue for the phase 2 research to measure.  Ideally the KII document 

should increase consumer understanding across all demographic segments of the key messages it 

is looking to communicate.  However, our view is that consumer preferences for particular document 

formats, as distinct from their understanding of the messages contained in the formats, should not be 

overlooked or underestimated when assessing the potential impact of the different KII documents. 

10.6 One of the key challenges for any financial document targeted at consumers is to engage people 

enough so that they read the content.  At the extreme case if a document is not engaging and not 

likely to be read it does not matter how good or effective the content of that document is at 

increasing consumer understanding of particular messages.  It is important to appreciate that all of 

our testing is subject to a research effect in that our respondents read the documents put in front of 

them because that is what they had been recruited for and agreed to do.  It would be a mistake to 

assume that in reality all respondents would actually read the documents.  Therefore any document 

testing in a research environment can be regarded as a ñbest-caseò scenario. 

10.7 This is where expressed preference for documents is important as this suggests a greater level of 

engagement with the document and hence a greater likelihood in a real world situation to read the 

document in the first place.  Our recommendation would be where two documents are roughly equal 

in promoting consumer understanding the one that has the highest preference levels amongst the 

target audience should be adopted. 

10.8 Our findings across both quantitative and qualitative stages of research show that Format 2 of the KII 

document is generally preferred to Format 1 albeit that the individual elements within the Format 2 

documents, e.g. the synthetic risk indicator and illustration of charges table do not consistently 

increase overall levels of consumer understanding. 

10.9 The synthetic risk indicator is strongly preferred by consumers and considered to be easier to 

understand than the purely narrative approach as it is visual and is felt to make comparison between 

funds easier.  The majority of intermediaries interviewed also preferred the synthetic indicator as it 

was generally felt to be better for their less financially sophisticated clients. Our results suggest that 

the synthetic indicator helps with consumer understanding of funds at the extreme ends of the scale 

but is less effective (but the same as the narrative approach) for funds in the middle of the scale. 

10.10 The inclusion of an illustration of charges table to the charges section is also strongly preferred by 

consumers as it was felt to make the charges easier to understand and was a more transparent way 

of showing charging information.  However, the intermediaries interviewed were less keen on 

showing an illustration of charges table as it took up too much space which could be devoted to other 

aspects of the fund (particularly its risk/reward profile) and there was also a concern that including 

too much information about charges may serve to dissuade investors from making an investment. 

Our results show that consumers are not particularly good at making use of the information in the 

illustration of charges table to estimate charges for years not shown. The relationship between 

charges and return on investment is not always understood and an additional column to the table 

showing the return after charges would help with this. 
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 THE EFFECTIVENESS OF THE KII DESIGN 

10.11 The purpose of the research programme was to ascertain how best to communicate key information 

about UCITS investment funds to consumers via a single document.  As background to the project 

there is a large body of existing research evidence, from financial product providers and regulators, 

regarding how best to communicate financial messages to consumers via documents
2
.  The existing 

research provides a useful set of design maxims for financial documents which were used by the 

Commission and CESR in their design process for the KII document and against which we can 

assess our KII research findings. 

10.12 Firstly, the look and feel of any financial document aimed at consumers is important as this has an 

immediate impact. The document needs to engage the recipient, yet if it looks too ñglossyò it can be 

seen purely as a sales document and not read whilst if it looks too official it can be considered boring 

and less interesting than other material that might be provided to the consumer at the same time. 

However, for many consumers it is the official looking material that they pay most attention too, 

especially if the document is clearly branded as being from a trustworthy, unbiased source. 

10.13 We also know that the wording and language used in financial documents is key to increasing 

consumer understanding and engagement of the messages being communicated. Most consumers 

are put off by the overuse of jargon. This does not mean that technical words cannot be used, but 

where used they need to be explained in plain language.  However, there is a balance to be struck 

here as a mass of explanations can add to complexity and length and therefore have a negative 

outcome.   

10.14 In addition, financial documents are often written to cover off all legal points.  This can often lead to 

overly long and jargon heavy documents.  It is usually better to lose some of the legal subtleties in 

order to aid understanding of the key messages/points that need to be communicated. Financial 

documents aimed at consumers work best when a few key messages are identified and these are 

presented clearly rather than to attempt to make the document do everything. More information does 

not necessarily lead to better choices; it may for example result in people delaying making decisions 

because they think additional information may be relevant. 

10.15 The basic design factors that make a financial document accessible and understandable to 

consumers are therefore relatively well understood and can be summarised as follows: 

  

Length 

The length of document can be influential, although there is no hard 

and fast rule. If the document is too lengthy it can be off putting for 

consumers. The main issue is one of clarity and how attractive the 

page appears at first glance. A balance needs to be struck between 

the type of document and what it is meant to do. A document 

designed to deliver some top-level points to a wide range of 

consumers should be short (one or two pages), while a document 

provided for more experienced consumers can be longer and go into 

more detail. 

                                                      
2
 An example being the FSA report The development of more effective product disclosure 

www.fsa.gov.uk/pubs/consumer-research/crpr18.pdf 

file:///C:/Documents%20and%20Settings/rob%20w/Local%20Settings/Temporary%20Internet%20Files/Content.Outlook/J4TV8CFO/www.fsa.gov.uk/pubs/consumer-research/crpr18.pdf
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Language 
Should be written in clear, plain language avoiding jargon wherever 

possible.   

Sign-posting 

These should be clear and should take the reader through the 

document identifying the key messages areas for them. Clear sign-

posting to where further information or explanation is available e.g. a 

website, enhances how people perceive the document, their 

willingness to engage with it and can encourage consumers to keep 

the document for future reference. 

Density of information 

The documentôs first impression is important.  A mass of dense text 

is immediately off-putting.  There should be plenty of white space 

and it is better to have a few clear messages than to try to 

communicate everything within a single document. 

Standout 

The design should be attractive and aid standout from other 
marketing and product related material that the consumer would 
receive. The use of a logo or brand which clearly identifies the 
document as unbiased and trustworthy, e.g. a regulator logo, can aid 
this. 

10.16 Against these maxims the mocked-up KII documents performed quite well.  At two pages the length 

of the document is about right, the language used is generally clear and the signposting of the 

individual sections of the documents appear to work well.  However, there is room for improvement: 

ü Although the language used is generally good, in some areas, e.g. the strategy and objectives 
section, more work needs to be done to simplify and reduce the number of and/or explain the 
technical terms used; 

ü There are indications that the density of information can be off-putting and/or confusing and 
that some important information can be overlooked in certain sections such as risk, past 
performance, and charges. 

10.17 To address the density of information we do not recommend increasing the number of pages in the 

KII but instead reducing the amount of information shown.  In both document formats tested the 

Additional Information section was of least interest to respondents (and the least read) but took up 

between a quarter and one-third of the total document.  Our recommendation would be to remove, or 

at least drastically reduce, the Additional Information section in the KII to make room for the 

remaining sections to be spaced so that the density of information is reduced. 
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11 Appendices 

 Phase 1 Variants 

 
 

VARIANT A 
 

Objectives 
 
The objective of the fund is to try to: 

 beat the performance of an index which follows the performance of some of the main companies 
listed on the stock exchanges in emerging countries, such as Brazil, Russia and China (the Morgan 
Stanley Capital Investment Emerging Markets Index, (MSCI EM); and 

 achieve steadier performance than this index.  
 

Strategy 
 

At least 60% of the fund is invested in shares of companies traded on  emerging countriesô stock 
exchanges, such as Brazil, Russia and China. Stocks are chosen according to their growth potential 
regardless of what they do or their size. 
 
To help counter any fall in the value of the shares, up to 40% of the fund may be invested in 
government bonds or ñinvestment gradeò corporate bonds. They provide a fixed income, and should 
not add material risk to your investment. The fund may also make use of specific financial techniques 
which can reduce the impact of adverse market conditions, and increase the impact of favourable 
market conditions (potentially doubling gains), at the discretion of the fund manager. 
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Variant B 
 
 

 
 
 
 
Variant C 
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Variant D 
 

 
 
Variant E 
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Variant F 
 

 

Charges for this Fund 

 

These charges cover the costs of running the fund, including the costs of 

marketing and selling.  Overall, they reduce the growth of your investment.   

 

One-off charges  paid at time of investment 

Entry charge 4.00% 

This shows the most that might be taken from your 

investment before it is invested 

Charges taken from the fund over each year 

Ongoing charges 1.50% 

Charges taken from the fund from time to time 

Performance fees 

These will be 33% p.a. of any returns we are able 

to achieve above our benchmark, MSCI EM.  

 

The entry charge shown is the most you will pay.  Ask your financial 

advisor or distributor to find out how much you will actually be charged. 

 

The ongoing charge shown is based on last yearôs expenses.  They can 

vary each year.   They do not include transaction costs incurred by the fund 

when shares or bonds are bought and sold.    

 

The performance fees apply when this fund does better than its objective.  

To find out more about how performance fees are calculated, please see 

the full prospectus for this fund. 

 

You can find more detail about the charges on our website. 
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Variant G 
 

 

Charges for this Fund 

 

These charges cover the costs of running the fund, including the costs of 

marketing and selling.  Overall, they reduce the growth of your investment.   

 

One-off charges paid at time of investment 

Entry charge 2.00% 

Exit charge 3.00% 

This shows the most that might be taken from your 

investment, either before it is invested or when you 

cash it in 

Charges taken from the fund over each year 

Ongoing charges 1.50% 

 

The entry and exit charges shown are the most you will pay.  Ask your 

financial advisor or distributor to find out how much you will actually be 

charged. 

 

The ongoing charge shown is based on last yearôs expenses.  They can 

vary each year.   They do not include transaction costs incurred by the fund 

when shares or bonds are bought and sold.    

 

You can find more detail about the charges on our website. 
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Variant H 
 

 

Charges for this Fund 

 

These charges cover the costs of running the fund, including the costs of 

marketing and selling.  Overall, they reduce the growth of your investment.   

 

One-off charges paid at time of investment 

Entry charge 1.50% 

This shows the most that might be taken from your 

investment before it is invested 

Charges taken from the fund over each year 

Ongoing charges 2.20% 

 

The entry charge shown is the most you will pay.  Ask your financial 

advisor or distributor to find out how much you will actually be charged. 

 

The ongoing charge shown is based on last yearôs expenses.  They can 

vary each year.   They do not include transaction costs incurred by the fund 

when shares or bonds are bought and sold.    

 

You can find more detail about the charges on our website. 
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Variant I 
 
 

 

Charges for this Fund 

 

These charges cover the costs of running the fund, including the costs of 

marketing and selling.  Overall, they reduce the growth of your investment.   

 

One-off charges which you pay directly 

Entry charge 1.50% 

This shows the most that might be taken from your 

investment before it is invested 

Charges taken from the fund over each year 

Ongoing charges 2.20% 

 

The entry charge shown is the most you will pay.  Ask your adviser or 

distributor to find out how much you will actually be charged. 

 

The ongoing charge shown is based on last yearôs expenses.  They can 

vary each year.   They do not include transaction costs incurred by the fund 

when shares or bonds are bought and sold.    

 

You can find more detail about the charges on our website. 

 
Illustration of the charges 
 
To help you understand the combined effect of the charges, we can give an 
example of their overall impact if we make some assumptions.  So, if you 
paid the maximum amounts shown above, and held the investment for five 
years, the combined effect of the entry and ongoing charges shown above 
would be the same as taking a single charge from your investment of 2.5% 
each year. 
 
Please note that these figures do not take into account ongoing transaction 
costs, but the effect of these is reflected in the past performance 
information above. 
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Variant J 
 
 

 

Charges for this Fund 

 

These charges cover the costs of running the fund, including the costs of 

marketing and selling.  Overall, they reduce the growth of your investment.   

 

One-off charges paid at time of investment 

Entry charge 1.50% 

This shows the most that might be taken from your 

investment before it is invested 

Charges taken from the fund over each year 

Ongoing charges 2.20% 

 

The entry charge shown is the most you will pay.  Ask your financial 

advisor or distributor to find out how much you will actually be charged. 

 

The ongoing charge shown is based on last yearôs expenses.  They can 

vary each year.   They do not include transaction costs incurred by the fund 

when shares or bonds are bought and sold.    

 

You can find more detail about the charges on our website. 

 
Illustration of the charges 
 
To help you understand the combined effect of the charges, we can give an 
example of their overall impact if we make some assumptions. 
 
This illustration assumes you invest ú10,000, that this investment grew by 
an average of 5% each year, that you paid the maximum amounts shown 
above, and that you sold all of your units at the end of the year shown.    
Please note this example is not a forecast for performance of a specific 
fund. 
 

Year Investment Overall charges (including ongoing 
charges) after you have sold all units 

1 ú10,000 ú382 

5 ú10,000 ú1497 

10 ú10,000 ú3404 
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Variant K 
 
 

 

Charges for this Fund 

 

These charges cover the costs of running the fund, including the costs of 

marketing and selling.  Overall, they reduce the growth of your investment.   

 

One-off charges which you pay directly 

Entry charge 5.50% 

This shows the most that might be taken from your 

investment before it is invested 

Charges taken from the fund over each year 

Ongoing charges 1.60% 

 

The entry charge shown is the most you will pay.  Ask your adviser or 

distributor to find out how much you will actually be charged. 

 

The ongoing charge shown is based on last yearôs expenses.  They can 

vary each year.   They do not include transaction costs incurred by the fund 

when shares or bonds are bought and sold.    

 

You can find more detail about the charges on our website. 

 
Illustration of the charges 
 
To help you understand the combined effect of the charges, we can give an 
example of their overall impact if we make some assumptions.  So, if you 
paid the maximum amounts shown above, and held the investment for five 
years, the combined effect of the entry and ongoing charges shown above 
would be the same as taking a single charge from your investment of 2.8% 
each year. 
 
Please note that these figures do not take into account ongoing transaction 
costs, but the effect of these is reflected in the past performance 
information above. 



EUROPEAN COMMISSION  UCITS DISCLOSURE TESTING 
 

 
 Thoughtful and Creative Research 164 

 

Variant L 
 

 

Charges for this Fund 

 

These charges cover the costs of running the fund, including the costs of 

marketing and selling.  Overall, they reduce the growth of your investment.   

 

One-off charges  paid at time of investment 

Entry charge 5.50% 

This shows the most that might be taken from your 

investment before it is invested 

Charges taken from the fund over each year 

Ongoing charges 1.60% 

 

The entry charge shown is the most you will pay.  Ask your financial 

advisor or distributor to find out how much you will actually be charged. 

 

The ongoing charge shown is based on last yearôs expenses.  They can 

vary each year.   They do not include transaction costs incurred by the fund 

when shares or bonds are bought and sold.    

 

You can find more detail about the charges on our website. 

 
Illustration of the charges 
 
To help you understand the combined effect of the charges, we can give an 
example of their overall impact if we make some assumptions. 
 
This illustration assumes you invest ú10,000, that this investment grew by 
an average of 5% each year, that you paid the maximum amounts shown 
above, and that you sold all of your units at the end of the year shown.   
Please note this example is not a forecast for performance of a specific 
fund. 
 

Year Investment  Overall charges (including ongoing 
charges) after you have sold all units 

1 ú10,000 ú734 

5 ú10,000 ú1626 

10 ú10,000 ú3165 
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Variant M 

 
 

Investment in the stock markets of emerging countries, such as Brazil, Russia and 
China: 
 

 Gives a greater chance of high gains but with a correspondingly greater 
risk of large losses.  Ups and downs are sharper than those usually seen 
in the stock markets of developed countries.  Depending on how these 
markets develop, the probability of severe losses of capital is likely to 
remain high. 

 Gives an additional chance of gains and losses because of movements in 
the currency exchange rates.  Some currencies may suffer [long] periods 
of weakness.  

 Means a risk of instability [in some countries] may threaten the value and 
ownership of shares (and the functioning of stock markets). 

 

We use specific financial techniques which magnify the impact of variations in 
the price of the selected shares, increasing potential gains, but also possible 
losses.  The impact of these techniques depends on the ability of the 
investment manager to make correct assumptions about market trends. 
 
This fund may not be appropriate for investors planning to withdraw 
their money within 5 years 
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Variant N 
 

 
 Indicator of Potential Risk and Reward 
 

1 2 3 4 5 

     

 
What does it mean? 
 
This indicates how this fund might perform and whether your capital is at risk. 
Remember that generally, higher possible gains also mean higher possible 
losses. 
 
A class 5 fund has the highest potential level of gain or loss and does not 
guarantee the return of any of your money. A class 1 funds means that your 
investment is only subject to small risk of losses, but it does mean a reduced 
chance of gain. 
 
More about this indicator 
 
This Risk/Reward indicator is based on the average frequency and size of the 
variations of the price of the fundôs assets [often called volatility] over the 
medium term.   This is a reasonable measure of the potential risk and reward 
of a fund although the indicator can only take account of the usual factors that 
affect this type of investment.  Unexpected major events, as well as unusual 
market conditions, might have unforseeable consequences.  
 
For more detail about risks, please see (reference to full prospectus/website)      
 
Why is this fund in this category?  
 
This fund invests in the stock markets of emerging countries, such as Brazil, 
Russia and China which may experience sharp rises and falls in value for 
reasons such as uncertainty over the economic potential of the country, or the 
value of the local currency, and makes use of financial techniques which may 
magnify the impact of market trends, at most doubling them.  
 
This fund may not be appropriate for investors planning to withdraw 
their money within 5 years 
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Variant O 
 

Objectives 
 
This fund aims for regular growth of your investment over a 3 month period, as close as 
possible, following deduction of fees, to the órisk-freeô rate.  The órisk-freeô rate is the usual 
short term rate used for borrowing between financial institutions. 
 
Strategy 
 
100% of the fund is invested in short and medium-term investments (notes and bonds) issued 
by governments and major companies of the Eurozone and rated A3 (Moodyôs) or A- (S&P, 
Moodyôs).  These ratings indicate a high level of confidence that issuerôs debt will be repaid in 
due time.  Limitations on duration and amount are set for each investment for each issuer, 
following a specific risk assessment which takes into account their ability to reimburse the 
debt.  
 
The fund also uses special financial techniques to decrease the impact of variations of 
interest rates on the fundôs value. 

 
 

Statement about Potential Risk and Reward (this is NOT PART OF OBJECTIVE AND 
STRATEGY) 

 

 
Investment in short- and medium -term notes and bonds: 
 

 Usually deliver steady, moderate returns with a corresponding low 
likelihood for losses. 

 To a minor extent can be impacted by variations in interest rates. For 
instance, a sharp rise (or fall) in interest rates may cause a small negative 
(or positive) variation to the fundôs value. Financial techniques (hedging) 
are used in this fund to reduce the impact of such changes. 

 Assessments of the ability of issuers of these investments to repay their 
debt can vary, which can change the value of the investments.  An 
issuerôs default would also impact the value of investment.  

 
(Note : warning on inappropriate holding period is not applicable here) 
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Variant P 
 

 

 Indicator of Potential Risk and Reward 

1 2 3 4 5 

     

 
What does it mean? 
 
This indicates how this fund might perform and whether your capital is at risk. 
Remember that generally, higher possible gains also mean higher possible 
losses. 
 
A class 5 fund has the highest potential level of gain or loss and does not 
guarantee the return of any of your money. A class 1 funds means that your 
investment is only subject to small risk of losses, but it does mean a reduced 
chance of gain. 
 
More about this indicator 
 
This Risk/Reward indicator is based on the average frequency and size of the 
variations of the price of the fundôs assets [often called volatility] over the 
medium term.   This is a reasonable measure of the potential risk and reward 
of a fund although the indicator can only take account of the usual factors that 
affect this type of investment.  Unexpected major events, as well as unusual 
market conditions, might have unforeseeable consequences.  
 
For more detail about risks, please see (reference to full prospectus/website)      
 
Why is this fund in this category?  
 
This fund is only invested in short and medium term investments (notes and 
bonds) issued by companies and governments whose ability to reimburse 
their debt in due time has been rated as very high by rating agencies. 
Financial techniques (hedging) are also used to reduce the impact of adverse 
variations of interest rates. 
 
(Note : warning on inappropriate holding period is unapplicable here)  
 
 

 
 




