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1.1

1.2

Executive Summary

Introduction and methodology

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 Kll 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 Kll document. It is intended that the final presentation of the Kl 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.

The project took place in two phases; the first exploring presentation options for the individual
elements of disclosure to be contained with the KIl while the second aimed to assess opinions and
understanding of complete mocked-up Kl documents. The diagram below summarises the overall
structure of the research.

Figure 1.1: Research Design

Overview of research design

Quialitative research

2-3 variants for five
key elements of KlI

Telephone depth interviews with
15 consumers in each of
Germany, Ireland, Italy, Spain,
Poland, Hungary & Sweden

6 complete KIl Telephone depth interviews with
documents 10 intermediaries in each of
(4 tested in Germany, Ireland, Italy, Spain,

quantitative stage) 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

Thoughtful and Creative Research 6



EUROPEAN COMMISSION UCITS DISCLOSURE TESTING

1.3

1.4

1.5

1.6

At the end of Phase 1, the disclosure presentations that had proved more successful were combined
into two variants of a full KIl document for a simple fund and two variants of a KIl 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 Variant 2

(Document 1A , 1B and 1C) (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 Bar chart (10 years of past
performance data) 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 Line graphs showing 4 Table showing 4 possible

(structured funds only) possible scenarios. scenarios and associated fund

share prices at maturity.

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 KIl 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).

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.

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.

Thoughtful and Creative Research 7
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1.7

1.8

1.9

1.10

111

1.12

1.13

Engagement with the KlI

Consumers and intermediaries felt that the new KIlI 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 Kll document.

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 el ement of Owhite spaced) sagraplisiss he us

felt to make the document more engaging.

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 | ess important. The oOaddi t i eupsaMas
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.

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 KIl. 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.

nfor

Engagement with the documents is driven by consume.

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

From questioning about the presentation of strategy and objectives in the Kll, we were looking to
understand:

Whether a narrative description is an acceptable means of communicating strategy and
objectives
Whether a narrative description enables respondents to compare funds effectively

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

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.

Thoughtful and Creative Research 8
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1.14

1.15

1.16

1.17

1.18

1.19

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 fundbds assets

must be

in bonds (in each case respondents were considerably more likely to answer correctly than
incorrectly). Understanding was mixed in terms of;

i

Whether it was possible for all of the fund to be invested in emerging markets (only around

half correctly identified that this was possible);

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

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

false)

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 fo r t he inclusion of s 0ome form of basic 6he
guaranteed.

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

tec

hni ques will be used to achieve the fundods

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).

Given that the approach taken to displaying information was the same for both of the two Kil
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.

Findings from the qualitative research demonstrated that, al t hough basi c i
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.

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

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

In broad terms, the narrative description works well in conveying key messages.
Investors are largely able to use the description to compare between funds

nf or mat i

The instruments which

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

gl ossary). There is a case for a nbestsentsin

UCITS funds are not guaranteed.
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1.20

1.21

1.22

1.23

1.24

1.25

Risk and reward

From the questioning about the presentation of risk and reward in the Kll, we were looking to
understand:

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

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

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

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 Kll. Phase 2 of the
research tested two high level approaches to presenting risk and reward profile:

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

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

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.qg.
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.

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.

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.

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 i one for each category of fund i
that caused a degree of confusion.

i For category 1 funds the statementi The val ue of vy oumndwouldbe lgrgelge nt i n
unaffected by any wi de sigsroelaahswéradncarneatly tay140%t af r mo i |
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.

i} For category 7 funds the statementAR A cat egory 7 fund is seven ti me
f u nweh® 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) i nt r oduced an exclamation marKk
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’. 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 feltto be betterforl ess financially sophisticat€diehidényds
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.

! Participants in the quantitative research were only shown one variantand hence not asked to make a 6trade
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131 This preference for the synthetic indicator has i m,
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.

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

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 Kll, we were looking to
understand:

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 KIl 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 O6ste

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

1.39

1.40

141

1.42

1.43

One of the key concerns in showing past performance data in a Kll 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 I|likely to perform wel/
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 KIlI 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.

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 O&émaorad iiomfds better6. I ntermediaries al so
preferable from the perspective of showing a more rounded picture.

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

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.

Showing 10 years worth of data does not inhibit understanding and in fact, makes it

slightly easier for respondents to asse:

I

O
=5
Q
=
«Q
D
(7]

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

Whether a tabular approach to displaying core charges is acceptable.

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

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

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.

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;

i} 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);

i} That a charge of 080100 would mean that the retur
morethan 0100 (this is true but respondents were ¢

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
6invest edd at king theinvgstmem may tedd thena 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 KIl document.

i 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 010, 000 made over a 10 yec:
value of fees incurred at the first, fifth and tenth years). Respondents were then asked to
estimate the total fees that they would incur;

u For the ABC Emerging Markets Fund, over a 5 year
u For the ABC Absolute Return Fund, over a 3 year

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
calcul ations) . It is clear that, in this case, t he
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
010, OudnOnvested 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

1.50

151

1.52

1.53

1.54

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 n

tendency to view any figures shown as 6factéb
is slightly more pronounced among less experienced investors. However given that the illustration
uses maximum charges then the chances of i ndi
charges (and greater than anticipated effects on their return on investment) are mitigated to some
degree.

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 wil/l s e e & corisistentBapprodch to the
presentation of charges in a document such as the Kll 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.

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.

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).

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 hel pful and that the use of &re
investors. However, it was more common for intermediaries to be opposed to the illustration either on
grounds that:

u 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
guantitative findings do indicate scope for this);

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

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

i} Clarification that the charges shown are cumulative rather than annual,

u Inclusion of a mechanism to factor in the return on the investment so that the total
impact of the charges can be understood.

rat he

vi dua
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1.56

1.57

1.58

1.59

1.60

In summary, the findings from this element of the research indicate that:

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

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
6ball par k6. The illustration of <charc
and therefore trust in the document.

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).

I

Structured funds

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.

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.

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.

A few intermediaries were concerned that the presentation of performance scenario information per
se might lead investors to view them as forecasts of return.

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

2.1

2.2

2.3

2.4

2.5

Introduction

Background to research

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
wer e examined i n t he European Qderntakings $or Caolléckve
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.

The European Commission has therefore proposed replacing the SP with a new form of disclosure -
the Key Investor Information (KII) document. The KIll 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

whi t e

anticipated that the core information contained within a KIl will includet he fundds object

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.

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.

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

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

u The second phase of the work tested fully mocked-up Kl 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.

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

2.7

2.8

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 Kll 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 Kll documents that have been tested in both phases of research.

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

i

Whether the content of the Kll responds to 'real' information needs on the part
of the retail investor. We approached this issue qualitatively as we sought to explore

respondentsd information needs and test

address this.

Whether the KIl 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.

Whether the Kll 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.

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

whet her

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.

Thoughtful and Creative Research
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Figure 2.1: Research Design

2-3 variants for five
key elements of Kl

Overview of research design

6 complete Kill
documents

(4 tested in
guantitative stage)

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

2.9 The following four issues were key considerations that influenced our overall research design.

u 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.

i} 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.

u 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.

u 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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2.10

2.11

2.12

Selection of Member States

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:

Germany
Hungary
Ireland
Italy
Poland
Spain

[T =T = T = T =T = N =]

Sweden

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

An online approach was taken for the quantitative element of the work among investors for the
following reasons:

u Incidence of thetar get group: The UCITS Disclosure

resea

and not the gener al popul ati onar s 6Wewi wérnen amll @ n

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 O6investord community v iddeneein Some each
mar kets (e.g. Spai n, Hungary and Pol and)
among a cross-section of the population would have been expensive if using a
telephone or face-to-face methodology.

i} 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

COoul
very

interviewer potentially making the respondentfeel o6 pr essuredd for ti me.

u 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.

i 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 gr oup approach is also s
i . e. the tendency of a group to come to a consens:s
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:

1 presentation of the strategy and objectives of the investment fund;
2 presentations of past performance
3 presentations of charges

2 presentations of risk-reward description and indicators

[ == = =

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

2.20

The methodology for phase one was composed of the following three key stages.

| 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.

| 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.

i 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

Quantitative fieldwork for the main stage was carried out between 1% and 16" 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 r at es . creefl-butrefereto aonsonsers 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 t eop-outddedcribes 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

dence rates

= o m | )| =
- (]| —

Ireland Germany Spain Poland Sweden Italy Hungary

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 0 o ) " o o 0

drop-outs plus no. of 12% 28% 15% 20% 46% 30% 19%

screen-outs)) (18%) (25%) (15%) (13%) (25%) (11%) (11%)

(estimated incidence as

described in the tender)

Rate of screen-outs 88% 2% 85% 80% 54% 70% 81%

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

Important places for After reading Intro site (mainly) and after reading questions S4

drop-out

Rate of re-entered and

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

(Base: completed

interviews)

Length of interviews 25 minutes

(median)

You i —
wasece CODRIG )

&\O
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2.22

2.23

PHASE 1. QUANTITATIVE RESEARCH PROFILE

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:

| | have a very good knowledge and understanding of investment products and services and |

like to make my own choices about financial products and services (Level = High)

| | 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)

i Financial issues are best left to the experts i | generally rely on the advice of financial
advisors, friends or relatives about which investment products and services are best for me

(Level = Low)

The table below summarises the sampleb s
indicate a difference from the total which is statistically significant (as is the case throughout the

report).

engagement

Table 2.1: Phase 1 respondent profile i engagement with investments

w.i Theh figures inebsld me nt s

Column percentages

Member State

Financial

sophistication

Total D IRL S E I H PL High Med Low
% % % % % % % % % % %
UCITS Experience
Past purchaser (last 82 92 68 95 78 79 82 78 90 81 77
5 years)
Future purchaser 18 8 32 5 22 21 18 22 10 19 23
(next 6 months)
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
The table below shows the demographic differences between respondents at this phase.
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Table 2.2: Phase 1 respondent profile i 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 34 46 30 33 33 54 29 17 29 34 38
(Professional / technical / A levels)
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

2.24

PHASE 1. QUALITATIVE RESEARCH PROFILE

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).
reasonably even spread was achieved as shown in Table 2.3:

A

Thoughtful and Creative Research
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Table 2.3: Phase 1 respondent profile i qualitative

Group 1 Group 2
Current | Future Group 1 Char pes Did not
: : Charges g
investor | investor score well
CorreCt InCOI’I’eCt on risk
16 9 7 2 2 6 6
15 : 7 2 2 5 6
15 13 2 2 2 6 5
15 g 7 2 2 5 6
15 g 7 2 2 5 6
16 9 7 2 3 6 5
15 10 5 2 2 5 6
107 65 42 14 15 38 40

Phase 2 overview

2.25 Building on the findings from Phase 1, two Kl 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 Variant 2
(Document 1A, 1B and (Document 2A, 2B and 2C)
1C)

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 Bar chart (10 years of past
performance data) 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 Line graphs showing 4 Table showing 4 possible
(structured funds only) possible scenarios. scenarios and associated fund
share prices at maturity.

2.26 A total of six mocked-up KIlI 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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2.27

2.28

2.29

2.30

Table 2.5: Documents tested at Phase 2

Research Stage Documents tested

ABC Emerging ABC Absolute ABC Capital
Markets Fund Return Fund Protected

(Higher risk/higher (Lower risk/lower Structured Fund
potential reward) potential reward) | (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

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.

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.

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 Consumer qualitative Consumer Intermediary qualitative
guantitative stage teledepths qualitative teledepths

focus groups

Group 1 Group 2 Groupl  Group 2 All Group 1 Group 2
respondents

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

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

Fundtype A Fund typeB

275 Respondents 275 Respondents
per country per country

SampleStructure for Phas® quantitative stage
4 documents to be mocked up

Format 2
275 Respondent
per country

Fund typeA Fund typeB
275 Respondents 275 Respondents
per country per country

Comparison points

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.

‘ Thoughtful and Creative Research
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2.32

Figure 2.4: Phase 2: Quantitative main stage incidence rates

Phase uantitative main stage incidence rates

[ (] .
[ (L —
Ireland Germany Spain Poland Sweden Italy Hungary
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 15% 36% 18% 26% 55% 34% 27%
drop-outs plus no. of
screen-outs)) (18%) (25%) (15%) (13%) (25%) (11%) (11%)
(estimated incidence as
described in the tender)
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

e
You
COHSU!IIP.Q ﬁrunnrn

W e fgune g

PHASE 2: QUANTITATIVE RESEARCH PROFILE

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.

Thoughtful and Creative Research
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2.33

Table 2.7: Phase 2 respondent profile i 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 15 5 29 3 22 12 14 17 - 100
months)

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

In terms of financial acumen and UCITS experience:

i} 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.

i} 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

u 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.

i} 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 lIrish
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  Interms of demographics:

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

| 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 i 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 i never married 21 14 24 15 32 20 13 26 19 31
Single i divorced 4 4 2 3 3 5 5 4 3
Single i Separated 2 1 3 2 3 1 2 2
Single i 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 17 31 26 16 17 6 3 19 16 19
qualification
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 Interms 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 i 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
3571 49 35 32 33 33 44 41 32 31 36 29
5071 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
met hodol ogy was sufficient to reach the HfAaverageo
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 Future Non-experienced | Demographics
purchaser purchaser of potential
of UCITS UCITS purchaser of
(recruited (recruited UCITS (free-

from from found, i.e. not

guantitative quantitative recruited from
stage) stage) quantitative
stage or any

online panel)

Interviews per 5 5 5 15
Member State
Spread of
gender, age
Total interviews 35 35 35 and financial 105

across the
seven Member
States

sophistication

2.43  Past purchasers and future purchasers were recruited from those who had previously completed the
guantitative online survey and had given their permission to be recontacted for other research. The
non-experienced potentiafopndohbgeltBEFwasengfaeRandom
sample.

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

CONSUMER FOCUS GROUPS

245 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
al | the group padfobiunidpadtromwehe ffemee al popul ati on
S0 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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2.46

2.47

2.48

2.49

2.50

Table 2.11: Sample structure for consumer focus groups

Type of Definition Demographics Number of
respondent

focus groups

Existing People who have purchased a UCITS 1
investors product in the last 4 years
Potential People who are looking to purchase a 1
investors UCITS product in the next 6 months Spread of age,
gender and financial
Non- People who do not have any UCITS sophistication 2

S elefl=gle=el | products but who may make an
potential investment in the next 4 years, i.e.
investors attitudinally they are not averse to the

idea of investing

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

gave the participants the documents one at theyt i me

woul d at homeo. Participants were encouraged
understood, did not understand or, in some cases, did not choose to read.

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)

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

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.

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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251

2.52

2.53

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.

Intermediaries were emailed four documents (1A, 2A, 1C, 2C or 1B, 2B, 1C, 2C) to read before the
telephone depth was conducted.

All interviews were conducted by IFF using native speakers of each language,
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3

3.1

3.2

3.3

Phase 1 summary of key findings

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

Only one (narrative) treatment of the strategy and objectives disclosure element was tested and the
key findings were:

u 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%).

u 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.

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

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

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

u 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 Kll document.

Risk

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:

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

i} The indicatortendedtol ead t o a more HfAbul |l i s hoavalablew of

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

i} A significant proportion of investors inte

guarantee of some kind.

u 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.

u 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.

u 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.

t he

rpret
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3.4

3.5

Past Performance

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

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

i 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.

u 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.

u 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

i} 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.

i 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;

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

Charges

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:

i} In terms of clarity the text variants get slightly lower ratings compared to the other approaches
tested
u 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.

i} 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.
i} Investors were asked to estimate the total amount of charges one would pay over a 5-year
period if 010,000 were i nvest edThd propottibneof tiiesen d s h o

calculating this incorrectly was similar across all three approaches.

u 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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3.6

i

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.

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

Three variants were tested for the display of performance scenario information in structured funds 1
a tabular format showing probabilities of different scenarios, a graph-based approach showing how

di fferent scenarios cotledtcomé abpoubaamd a dbdback

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

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

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

4.1

4.2

4.3

Strategy and Objectives

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 includedonead di t i onal phrase: fAThe fund manager
portfoliod.

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).

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 ¢ o n s u muderstédnding 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.

Overall comparison of strategy and objectives

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.
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4.4

4.5

4.6

Figure 4.1: Overall comparison, Strategy and Objectives

STRATEGY AND OBJECTIVES

Q5) Please choose which of the following statements is most likely to describe each fund

GROUP 1 GROUP 2
SAME SAME
CORRECT ANSWER
 Doc 1A Blue ® Doc 1B Red I Doc 2A Yellows Doc 2B Gree
A: OVERALL IMPRESSION: Is the
more suitable for someone looking to ‘f )
make a longer term investment I:l I:l

B. STRATEGY AND OBJECTIVES: 18%
Aims to beat the performance of an / 49% 0}
index

1

: ]
A:

B. STRATEGY AND OBJECTIVES:
Invests a proportion of the fundin
shares of emerging markets?

10% 8%

:H
:H

Base = All group 1 (1935) Base = All group 2 (1958)
You o
Consuiting W;umn 9

W e figunas s

As shown on the chart above, investors from both groups correctly identified that the Emerging
Markets Fund is:

i The more suitable for someone looking to make a longer term investment
i} Aiming to beat the performance of an index
i} Going to invest a proportion of the fund in shares of emerging markets

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.

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 Correct 50 44 56 42 50 43 60 57 50 49
for someone looking  (Doc 1A)
to make a longer
term investment Incorrect 23 25 27 18 24 29 19 21 23 26
(Doc 1B)
Aims to beat the Correct 49 45 63 50 45 41 43 54 49 47
performance of an (Doc 1A)
index Incorect 19 20 17 13 25 22 15 22 18 23
(Doc 1B)
Invests a proportion Correct 69 77 68 59 62 66 75 72 69 64
of the fund in shares  (Doc 1A)
of emerging markets |, ect 10 6 14 5 16 13 7 9 9 15
(Doc 1B)
Base: All Group 1 1935 274 266 280 251 276 307 281 1656 279

4.7

4.8

4.9

4.10

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%), ltaly (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.

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.

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.

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 Correct 43 32 46 36 44 43 54 49 43 43
for someone looking  (Doc 2A)
to make a longer
term investment Incorrect 32 39 32 34 30 31 23 31 32 32
(Doc 2B)
Aims to beat the Correct 51 50 52 57 42 46 51 60 52 47
performance of an (Doc 2A)
index Incorrect 16 16 19 10 26 15 10 17 16 20
(Doc 2B)
Invests a proportion Correct 69 79 65 63 58 68 78 70 70 59
of the fund in shares  (Doc 2A)
ofemerging markets | et 11 4 17 8 19 9 4 14 10 16
(Doc 2B)
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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4.13

4.14

4.15

4.16

Figure 4.2: Understanding of investment strategy, ABC Emerging Markets Fund

STRATEGY AND OBJECTIVES: Investment stre

Q8/22) Looking at the document, can you tell whether the following statements associated

with this fund are true or false? ABC EMERGING MARKET
1A BLUE 2A YELLOW
FUND [

‘/ CORRECT . u CORRECT
ANSWER FALSE ® TRUE ANSWER  ® FALSB4 TRUE

The fund aims to achieve steadier retums than the
Morgan Stanley Capital Investment Emerging
Markets Index (MSCI)

The fund will always do better than the J
performance of the Morgan Stanley Capitz..
Investment Emerging Markets Index (MSCI EM

The fund may invest inall types of bon

The majority of the fund's assets must be invested
in stocks but the remaining part may be invested in
bonds

Because the fundinvests inbonds 40% of n
capital is protected whatever happens

100% of the fund may be invested in shares fron
emerging countries such as Brazil, Russia and Ct

The fund can invest in bonds from any coun

N
BEEEBEHEHEB

HEEEBHBAH

Base = All group 1 (1935) Base = All group 2 (1958)

You o
Consuilting w;mm
W e g oo

=
o

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.

Two thirds of investors in both groups accurately identified that 6t he fund ai ms t o ach
returns than the MSCI-E M 7% for both groups) andthat@ he maj or ity of the fund
invested in stocks but t he remai ri60% dor each rgtoupsina y be
Majorities of investors in both groups also understood that 6t he fund can i nvest i n
countbsy® for both groups) and coO6thecfundi dwehti ail evad
than the performance of the MSCI-E M @Group one 54%, Group two 51%).

The statement 6t he fund may i nves& danusaeld moyspte sc conff ubsa nodnis.
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 6because the f
invests in bonds, 40% of my c aprhidvas$ also a ispue at Phaset ed wh
1. While to some extent this betrays a misunderstanding among a reasonable proportion of investors

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

any great degree, there does seem to be a case fo
investment is not guaranteed.

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 Correct 67 66 73 62 67 68 64 68 67 66
achieve steadier
returns than the Incorrect 17 17 13 12 15 18 24 16 16 18
MSCI-EM (TRUE)
The fund will always Correct 54 51 59 53 43 53 62 54 55 48
do better than the
performance of the Incorrect 24 22 24 18 34 29 21 22 23 30
MSCI-EM (FALSE)
The fund may invest ~ Correct 35 32 31 26 39 42 55 20 36 35
in all bond types
(FALSE) Incorrect 48 52 59 46 43 39 34 66 47 52
The majority of the Correct 69 68 72 63 67 62 74 73 69 65
funddés ass
be invested in stocks Incorrect 17 17 14 12 21 22 16 14 16 19
but the remaining
part may be invested
in bonds (TRUE)
Because the fund Correct 41 47 48 41 32 41 43 34 42 33
invests in bonds
40% of my capital is Incorrect 42 36 40 30 57 39 44 51 41 50
protected whatever
happens (FALSE)
100% of the fund Correct 37 4 29 34 41 41 36 36 37 38
may be invested in
shares from Incorrect 49 45 58 43 45 47 56 51 50 48
emerging countries
such as Brazil,
Russia and China
(TRUE)
The fund can invest Correct 51 50 63 60 55 34 43 50 51 49
in bonds from any
country (TRUE) 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
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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 Correct 67 71 72 62 62 66 68 69 68 65
achieve steadier Incorrect 16 11 16 11 20 20 18 15 15 19

returns than the

MSCI-EM (TRUE)

The fund will always Correct 51 49 62 52 37 45 58 53 51 51
do better than the

performance of the Incorrect 26 19 21 13 41 38 22 26 25 32
MSCI-EM (FALSE)

The fund may invest  Correct 35 38 30 24 37 39 53 22 35 29
'(rl‘zzlll_gg)es ofbonds | iomect 47 40 58 50 42 42 35 60 46 52
The majority of the Correct 69 65 69 67 62 70 76 75 70 63
fundos ass et 15 15 18 8 21 16 14 11 15 17

be invested in stocks

but the remaining
part may be invested
in bonds (TRUE)

Because the fund Correct 39 40 43 51 28 42 33 34 40 34
invests in bonds

40% of my capital is Incorrect 44 41 44 19 55 41 52 53 42 51
protected whatever

happens (FALSE)

100% of the fund Correct 34 47 29 33 36 31 30 33 35 30
may be invested in

shares from Incorrect 52 40 59 45 51 54 58 55 51 56
emerging countries

such as Brazil,

Russia and China

(TRUE)

The fund can invest Correct 51 39 69 62 54 34 44 53 50 53
in bonds from any

country (TRUE) 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

4.18

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

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:

i @ he fund will always do better than the performance of the MSCI-EM&(1A: 55% past vs. 48%
future)

u @Because the fund invests in bonds 40% of my capital is protected whatever happenso6(1A:
42% past vs. 33% future)

u dhe fund may invest in all types of bonds6(2A: 35% past vs. 29% future)

u dhe majority of the fundéds assets must be
invested in bonds6(2A: 70% past vs. 63% future)
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4.19

4.20

4.21

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 ofKhLa basic 6éhealth warningé

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 Document 2A
(7 statements) (7 statements)

Highest average of correct 3.817 Ireland, Hungary 3.71 Ireland
responses

Lowest average of correct 3.3 - Poland 3.27 Spain
responses

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 080,000 or more (1A: 17%
17% vs. 8%).

ABSOLUTE RETURN FUND

Havi ng assessed investor understanding of the
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).

VS . (

Emer gi
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Figure 4.3: Understanding of investment strategy, ABC Absolute Return Fund

or false?

1B RED

CORRECT

\/ ANSWER  @raLs

The fund intends to lessen the effects of shary
rises and falls in value

The fund will only invest in equ.{

The fund will benefit fully from any strong /
market growth

The fund aims to achieve more than 5% growt|

STRATEGY AND OBJECTIVES: Investment Stri

Q14/Q29 Looking at the document, can you tell whether the following statements are true

ABC ABSOLUTE RETURN
FUND

2B GREEN

CORRECT

\/ ANSWER

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

H FALSE & TRUE

The investments will all be Ol/
similar type

The fund will benefit fully from any /
strong market growth

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

over a two year period

After two years investment, the fund aims t/
achieve a 10% growth
The value of the fund will closely/

The value of the fund will closely follow market / follwo market trends

trends

Arange of financial techniques will
be used to try to achieve the
objectives

Arange of financial techniques will be used tc
try to achieve the objectives

o Base = All group 1 (1935) Base = All group 2 (1958)

b :
neEseancH

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 6a r ange of
financi al techniques wil/ be F&evd. 72%02B)tandyfor theotyp@ ¢ hi e v
of investment (66% forot he fund wi | | omlB/vs.64%faeét heée ni eqest mesDs
be of a sinaB).[Tksrmay reflecetidat fact that the narrative used lists equities as one of a

range of types of investments (the text that appearsis 6t he fund wi | | i nvest i
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.

Cg’?’wsulting

W e g fgou

4.22

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:

u d'he fund will benefit fully from any strong market growth6(1B: 40% correct vs. 43% incorrect,
2B: 39% correct vs. 43% incorrect)

i @ he value of the fund will closely follow market trendsd(1B: 39% correct vs. 46% incorrect, 2B:
40% correct vs. 43% incorrect)
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4.24

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.

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 | H PL Past Future
% % % % % % % % % %

The fund intends to Correct 71 77 73 64 67 71 72 70 71 68

lessen the effects of

sharp rises and falls Incorrect 13 8 14 7 17 14 17 15 13 16

in value (TRUE)

The fund will only Correct 66 70 62 64 59 70 76 61 68 59

invest in equities

(FALSE) Incorrect 17 13 21 9 25 14 13 25 16 24

The fund will benefit Correct 40 47 38 39 32 36 50 36 40 38

fully from any strong

market growth Incorrect 43 37 49 36 50 47 36 48 42 47

(FALSE)

The fund aims to Correct 72 78 76 67 70 65 75 72 73 67

achieve more than

59 growth over a Incorrect 14 10 13 8 18 20 16 13 13 21

two year period

(TRUE)

After two years Correct 59 65 63 51 55 56 64 61 60 55

investment the fund

aims to achieve a Incorrect 22 17 24 18 28 28 25 17 21 30

10% growth

(FALSE)

The value of the Correct 39 32 46 37 33 40 41 40 38 42

fund will closely

follow market trends Incorrect 46 53 43 37 48 45 49 44 46 45

(FALSE)

A range of financial Correct 77 83 81 70 72 75 81 80 78 76

techniques will be

used to achieve the Incorrect 8 6 9 4 12 11 9 7 8 11

objectives (TRUE)

Base: All Group 1 1935 274 266 280 251 276 307 281 1656 279
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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 Correct 73 81 73 71 72 71 71 71 74 68
lessen the effects of oot 12 5 16 7 12 11 17 13 11 16

sharp rises and falls

in value (TRUE)

The investments will Correct 54 64 51 44 37 67 72 42 55 48
all be of a similar

type (FALSE) Incorrect 28 14 35 28 46 16 13 42 27 34
The fund will benefit Correct 39 47 41 40 27 36 45 40 40 36
fully from any strong

market growth Incorrect 43 37 45 33 55 47 39 42 42 45
(FALSE)

The fund aims to Correct 72 74 73 68 71 72 75 74 73 71
achieve more than

506 growth over a Incorrect 14 13 16 11 15 15 14 13 14 15
two year period

(TRUE)

The value of the Correct 40 35 41 35 56 41 35 38 40 38
fund will closely

follow market trends Incorrect 43 50 45 37 27 45 50 45 42 45
(FALSE)

A range of financial Correct 72 80 78 70 42 75 78 79 72 69
techniques will be

used to achieve the Incorrect 14 5 11 8 42 10 11 9 13 15
objectives (TRUE)

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

4.25

4.26

4.27

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.

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:

i} @ he fund will only invest in equities (1B: 68% past vs. 59% future) / The investments will all be
of a similar typed(2B: 55% past vs. 48% future)

i dhe fund intends to lessen the effect of sharp rises and falls in valued(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.

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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4.28

4.29

4.30

431

Table 4.8: Understanding of investment strategy, summary of correct responses (ABC
Absolute Return Fund)

Document 1B Document 2B

(7 statements) (6 statements)

Mean number of correct 4.2 3.5
responses

6 or more correct responses i 1B
32% 32%
5 or more correct responses i 2B

All correct responses 16% 14%

Highest average of correct 4.6 Hungary 3.81 Germany,
responses Hungary

Lowest average of correct 3.91 Spain, Sweden 3.07 Spain
responses

Those with a high level of financial sophistication were more likely to achieve all correct responses
fordocument1 B (20% vs. 15% | ower sophistication) whil st
or more were more likely to achieve all correct responses for document 2B (24% vs. 13% with an
income ofless t han 080, 000) .

Assessment of understanding of strategy and objectives amongst those with
a high number of dondét know responses to

Throughout the statements testing understanding of the strategy and objectives there was a
relatively consistent proportion of respondents (approximately between 15%-20%) who answered

fidonoét knowo. These investors are obviously stru:

particular aspects of the strategy and objectives as described within the documents and it is

i mportant to assess what those who had a high propo

actually did understand.

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 strugglingwe usedacut-of f of 5 or more dondét know respon
the 1935 group 1 respondents a total of 260 (13%)
sub-group analysis of these respondents, e.g. by Member State or UCITS experience, is not
generally possible due to the low base sizes.

Of the 7 statements asked about document 1A, the highest proportion of correct answers was 17%

for the statement 100 % of the fund may be invested in shar:
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4.32

4.33

4.34

4.35

4.36

4.37

4.38

4.39

Brazil, Russiaa n d C lwhinhasta statement lifted almost entirely from the text of the strategy and
objectivesvariant). The | evel of do nthese 7istatemests ranged feoan @ 196 ta8fl%.

The highest proportion of correct answers in document 1B was 16% for the statementi A r ange of
financial techniques will be used lteovetlr yYoft a ommdhi &wne
these 7 statements ranged from 81% to 86%.

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-o f f of 5 or more dondt know
statements. Of the 1958 group 2 respondents a tota

Of the 7 statements asked about document 1B, the highest proportion of correct answers was 13%

for the statementfiThe maj ority of the fundds assets must be i
may be investedinbond$ihbe | evel of dondét knows to each of th
to 84%.

The highest proportion of correct answers in document 2B was 15% for the statementi The f und
aims to achieve more than 5% Thelevelofldl oovwer kaotwwo t pe &
these 8 statements ranged from 79% to 88%.

Overall, from the high proportions of hedofdtr kgnglw
respondents, it is clear that this group has a very low level of understanding across the board rather
than only for specific areas.

The slightly higher |l evel of donét knows for the dc
2A may indicate that the strategy and objectives of the Emerging Markets Fund (1A/2A) was slightly
easier to understand for this Astrugglingdo group th

Qualitative findings on strategy and objectives

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

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.

aL glyd (G2 (1y2¢6 ¢6KFd (GKS&@ FFTNB 3JI2Ay3 (G2 R2 Al
LINE Frelaiidé(Fst purchaser)

G¢KS 202SOGAGS 2F GKS TFdzyRZ (KS NRA|IXAGQa S@SI
Spain(Past purchasér
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4.40

4.41

4.42

4.43

4.44

4.45

4.46

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).

Al t hough basic information on the fundsdé strategy
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.

69 EAJSING y3dzZ 38 G(GKSe& dzasS G(SN¥& &2dz R2y Qi dzy RSNA
A ( @e¢many(Non-experienced)

G¢KS 1 y3dz 3S | y Rthelokji&tivas 2dRhe yh#estniekt Sthalsgjiethat was
heavy and difficult to understahdséveden (Non-experienced)

The complex language used acted as a barrier to gaining information and to understanding the rest
of each document, particularly for non-experienced investors:

éjust zoned out and IweBdza i NBIF RAYy3I g2NRa HYRy® BHERYQVE Kb
F2N) 42YS2yS 4K2 R2SayQi ialyiMdexpéieirkd) 0 2dzi Ay @Sai

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).

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 wiaeed and whatatavouldibe al | vy
invested in. For the Emerging Markets funds:

i There was a desire to know the exact proportions which would be invested in emerging
mar kets and in bonds (6at | east 60%6 and d6up to
i} Some wanted to know what def i nes fi e me r gand the egastucanpanie® thed

Emerging Markets fund would invest in rather than just being given examples

INTERMEDIARIES

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.

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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5.2

53

Risk and Reward

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 KIl.

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:

| One approach was based on a purely narrative description of risk and reward (documents 1A,
1B and 1C); whilst
| 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).

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

Type of fund

How

risk/reward ABC Emerging ABC Absolute ABC Capital
profile was Markets Fund Return Fund (Lower Protected
shown (Higher risk/higher risk/lower potential Structured Fund
potential reward) reward) (Complex risk and

reward profile)

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 The fund may not be appropriate for investors who plan to withdraw their money
Emerging

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.
Markets Investment in the stock markets of emerging countries:
Fund 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 The fund may not be appropriate for investors who plan to withdraw their money
E . within 5 years (but there is no guarantee of a positive return at the end of 5 years).

merging Five . e t e

years is an indication, not a strict limit.

Markets

The risk/reward scale rates this fund in comparison to all other investment funds of

Fund 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 i 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 The fund may not be appropriate for investors who plan to withdraw their money

Absolute 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.

Returns Investment in the fund offers an opportunity to obtain better growth than a deposit

Fund 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 si gges

and models are less successful than expected.

2B The fund may not be appropriate for investors who plan to withdraw their money

Absolute 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 Category 1 does not mean risk-free i you could end up with less than you invested,
Fund though the chance of that happening is small or the losses if any will be small.

of making higher gains.

A

returning to normal.

fund).

twice as risky as 1.

Overall comparison of risk

For Category 7 funds, there is a high risk of losing money but there is also a chance

The symbol 6! 8 means that a fund has ¢
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 6! 6 applies to this fise rofd spebific cfiaancsale
techniques creates a small roi
suddenly and thus the risk and reward profile could also change rapidly before

sk that

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

The differences between categories are based on a formula so, for example, 2 is not

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

Q5) Please choose which of the following statements is most likely to describe each fund

ANSWER

v

53%

Has the greater chance that you will
receive much less than you originally
invested

18%
18%

H: B

Has the greater chance that you will
receive much more than you originally
invested

20%
15%

40%

B:
<

Has the greater chance of achieving a
more stable growth without too many
sharp ups or downs

12%
14%

GROUP 1 GROUP 2
SAME SAME
CORRECT ® Doc 1A Blue ® Doc 1B Rec [0 -/ Doc2A Yellow M Doc2B Greer| [F7
know know

14%
16%

17%
14%

i

10%
13%

o
consiting Bffruesse

W e g i

Base = All group 1 (1935) Base = All group 2 (1958)

[N
N
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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

statementsiHas t he greater chanceetsbBat hpouywiul lorangyc eiaVv ¢
fiHas the greater chance of achieving a more stabl

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 Correct 43 46 53 36 45 30 42 51 42 48
chance that you will (Doc 1A)
receive muchless oot 21 15 26 16 25 20 21 21 20 26
than you originally (Doc 1B)
invested
Has the greater Correct 39 30 57 43 33 26 32 56 38 48
chance that you will  (Doc 1A)
receive muchmore oot 26 31 22 16 33 31 33 18 27 23
than you originally (Doc 1B)
invested
Has the greater Correct 56 55 66 48 60 50 58 55 56 55
chance of achieving  (Doc 1B)
a more stable
growth without too Incorrect 18 5 17 13 18 17 23 23 18 18
(Doc 1A)
many sharp ups or
downs
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 Correct 53 50 59 47 47 41 55 60 53 50
chance that you will  (Doc 2A)
receive much less
than you originally I(gcoocrr;es 17 11 18 16 27 16 12 21 16 25
invested
Has the greater Correct 40 39 44 47 37 21 28 62 40 37
chance that you will  (Doc 2A)
receive muchmore oot 29 27 32 19 35 36 36 19 28 33
than you originally (Doc 2B)
invested
Has the greater Correct 64 69 67 63 60 56 70 64 65 60
chance of achieving  (Doc 2B)
a more stable
growth without too ér[;?crrzeg; 13 8 14 10 18 9 12 17 12 17
many sharp ups or
downs
Base: All Group 2 1958 278 293 273 282 271 275 286 1668 290

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.

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

To test overall perceptions of the fund being described by each document respondents were asked
to allocate one of four statements describing
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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5.14

5.15

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 SECURE
returns to be low

Someone who is usually prepared to accept a small degree
of risk to their investment and as a result would expect

. . CAUTIOUS
potential returns that are better than they might get from a
savings account
Someone who will normally accept a reasonable level of
R y accep - BALANCED

risk in order to achieve the potential for higher returns

Someone who is prepared to accept a higher level of risk
in order to maximise their potential returns (and accepts ADVENTUROUS
that this means there is a greater chance of large losses)

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.

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.

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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5.17

5.18

Figure 5.2: Perception of risk profile

RISK: Perception of risk profile -

Q6) Do you think that the ABC Emerging Markets Fund would be most suited to....?

Q7) Do you think that the ABC Absolute Return Fund would be most suited to....?

ABC EMERGING MARKET ABC ABSOLUTE RETURN

FUND FUND
% | 1% | _— 18%
18% 16%
4 Secure
U Cautious A5% 49%
4 Balanced i
 Adventurous
¥ Don'tKnow
T T
Doc 1A Doc 2A Doc 1B Doc 2B
- L]
COﬂSUIUﬂg W;uucn Base = All group 1 (1935) Base = All group 2 (1958) 15
e e fguna g

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.

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 lItaly (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.

The ABC Emerging Market Fund was more likely to be felt to be most suitable for Adventurous
investors by:

i} Those whose own attitude to risk was classified as Adventurous (70% for both documents 1A
and 2A)

i} Those whose last investment had been purchased without using an advisor (52% for
document 1A, 59% for document 2A).

i Those with an annual househol dfor documenn2A batfno

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 | 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
Donot 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 | 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
Donot k now 5 5 4 11 3 5 3 6 5 5
Base: All Group 2 1958 278 293 273 282 271 275 286 1668 290

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:

| Those in Spain most likely to describe the fund as most suitable for a Balanced investor (27%
for document 1B, 24% for document 2B);

| 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 | 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
Donét 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 | 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
Donodt 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)

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

Q13/Q28) Looking at DOCUMENT 1A BLUE / 2A YELLOW, can you tell whether the followi
statements associated with this fund are true or false?

ABC EMERGING
CORRECT A BLUE 52y MARKET FUND 2A YELLOW 52y
/ ANSWE / CORREC know

risk of large losses
large losses

©
You are obliged to invest in the fund for a / You are obliged to investin the fund for
minimum of 5 years 0 aminimum of 5 years

You can buy and sell shares of the fund af 0, / You can buy and sell shares of the fund
any time at any time

Investment in the stock markets of . / Investment in the stock markets of
developing countries gives an additional o developing countries gives an
chance of gains and losses because of] additional chance of gains and losses

movements in currency exchange rates because of movements in currency
exchange rates

R
‘ ANSWER
Inve}stment in the s_tock markets of / Acategory 6 fund gives a greater
developing countries gives a greater chance 0, chance of large gains but also a greate
of large gains but also a greater risk of

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

©
YouGov ., - 16
Consultjng ﬂ;um Base = All group 1 (1935) Base = All group 2 (1958)
W e gy g
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RISK: Document 1A/2A: Risk understanding

Q13/Q28) Looking at DOCUMENT 1A BLUE / 2A YELLOW, can you tell whether the followi

statements associated with this fund are true or false?

1A BLUE

CORRECT
ANSWER

d FALSE & TRUE

v

There is a guarantee of a postiive
return after 5 years

You could lose most of your money

This fund should be regarded as a
high-risk investment

(&)
Your >
Consulting q ‘f..,mm
W e g o

Base = All group 1 (1935)

(=

ABC EMERGING  oa VELLOW

MARKET FUND

M FALSE @ TRUE

/ CORRECT
ANSWER

There is a guarantee of a postivel /
return after 5 years

You could lose most of your money

This fund should be regarded as a/
low-risk investment

This is a category 6 fund due to
fluctuations in the prices of funds
over the past five years

The category 6 is a warning not to /
invest

Base = All group 2 (1958) 17

In general most respondents were able to give correct responses to these statements. The fund 6 s

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.

However, relatively large proportions of incorrect responses were given to the following statements:

i

AYou have to invest
incorrect document 2A);

i n t h(®% fncomedt ddcunrent 8At 31% e a s t

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.

u i You

can buy and sell

incorrect document 2A);

s h a (28% incorifect dotumentf 14,n28% a t
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i} 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
l evel of donét knows (23% doMisunderstanding Here m&ythéo
linked to misunderstanding of the statement above where by some investors mistakenly
understood that they would be locked into their investment for 5 years.

i} AThis is a category 6 fund due to fluctuations

(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 A Mor e a b o ut whicth
also contains the investment period warning referred to earlier. Within the risk and reward section
there is also a WWhyistkhiosf ftuerxd ihrewlithetdmgrespondeds?could
reasonably have supposed contained the answer
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 |l ooking in the wrong place or because t
regarding the investment period.

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 Document 2A

(8 statements) (10 statements)

Mean number of correct 4.0 6.3
responses

6 or more correct responses 1 1A 13% 41%

8 or more correct responses i 2A

All correct responses - 6%

Highest average of correct 4.27 Germany, 7.17 Germany
responses Ireland, Poland

Lowest average of correct 3.5 - Sweden 5.91 Spain
responses

docu
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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
statement s, e. g. 59% cor r eTherd iy a quarasiteecof & mbsitivehreturns t at e n
after 5 y e farrdscoment 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 C
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 ltalian (59%) were significantly less likely to correctly respond to the statement
fThere is a guarantee of a . @eoarmn (77%) and fright(iR¥%o)nwera f t e r
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
fifunder performanced is perhaps unsurprising given th
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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 | H PL Past Future

% % % % % % % % % %
Investment in the Correct 77 80 82 74 67 75 79 79 77 73
stock markets of
developing countries Incorrect 10 8 10 3 16 12 10 10 9 15
gives a greater
chance of large
gains but also a
greater risk of large
losses (TRUE)
You are obliged to Correct 50 66 42 50 47 52 57 34 52 39
invest in the fund for
a minimum of 5 Incorrect 34 19 47 24 34 33 31 53 32 47
years (FALSE)
You can buy and sell  Correct 55 72 46 55 56 53 52 49 56 49
shares of the fund at
any time (TRUE) Incorrect 23 12 34 11 22 26 32 21 22 29
Investment in the Correct 71 76 76 55 69 71 76 76 72 69
stock markets of
developing countries Incorrect 12 8 14 11 12 13 15 10 11 17
gives an additional
chance of gains and
losses because of
movements in
currency exchange
rates (TRUE)
Instability in Correct 76 84 82 70 70 78 73 75 76 73
developing countries
could threaten the Incorrect 10 3 9 4 15 11 16 9 9 13
value of shares and
result in losses for
an investment in the
stock markets of
those developing
countries (TRUE)
There is a guarantee  Correct 65 77 72 66 51 59 64 63 66 55
of a positive return
after 5 years Incorrect 20 9 18 10 31 27 26 21 18 31
(FALSE)
You could lose most Correct 68 73 69 65 62 66 72 67 69 62
of your money
(TRUE) Incorrect 17 12 20 11 21 19 18 19 15 26
This fund should be Correct 69 77 72 65 63 64 73 69 70 64
regarded as ahigh- oo 16 11 15 11 22 20 18 17 15 23
risk investment
(TRUE)
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 ltalian (57%) respondents were significantly less likely to correctly respond to the
st at e Menre is aduaranteeof a posi ti ve r e Geauman (78%) ane Irish 671%) ear s 0
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 i T hig ascategory 6 fund due to fluctuations in the prices of funds over the past five
y e a,rwhifst 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 firhis fund
should be regarded as a low-risk investmento , this contrasts to the 80% of
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
funder performanced probably reflects their | ack of
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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 ~ Correct 78 83 79 77 72 78 81 77 79 72
3?:2:;? ﬁ;'(ag?lea?gé”;ss“etjlso & ncorect 9 6 11 3 12 13 8 12 9 12
(TRUE)
You are obliged to invest in the Correct 52 65 44 59 55 48 60 34 53 46
ElIJ:r,]A\deSOIrE)a minimum ofSyears - comect 31 17 39 17 20 33 29 51 30 38
You can buy and sell shares of Correct 52 68 37 54 50 55 53 49 54 42
the fund at any time (TRUE) Incorrect 22 14 37 12 20 20 29 22 21 32
Investment in the stock markets Correct 68 74 68 43 65 69 76 77 68 65
gggﬁi‘gi'gﬂr;]%ﬁgle"g]f igzigis"gf] 4" Incorect 14 9 15 23 17 15 10 11 14 17
losses because of movements in
currency exchange rates (TRUE)
Thisis a cqtegory 6 fgnd because  Correct 69 77 69 66 67 72 69 65 70 67
i‘;‘csfggnr‘i‘t’ymcfer‘fel%%'mgalounmes Incorrect 15 9 18 8 15 15 17 18 14 16
which could mean losses for an
investment in the stock markets
of those countries (TRUE)
There is a guarantee of a positive ~ Correct 64 78 71 67 50 57 69 60 66 57
return after 5 years (FALSE) Incorrect 20 10 16 10 30 28 19 23 18 26
You could lose most of your Correct 71 81 66 71 60 71 75 72 73 59
money (TRUE) Incorrect 15 8 20 9 22 15 14 15 13 22
This fund should be regarded as Correct 68 80 72 71 64 72 41 73 69 62
alowsriskinvestment (FALSE) |\ oect 16 9 16 8 19 16 28 16 16 19
This is a category 6 fund due to Correct 43 43 54 24 50 33 48 49 42 49
gsgtr“tf]?g; nihe %:ﬁ;ggﬂgs Incorrect 39 39 30 47 31 51 38 36 40 33
The category 6 is a warning not Correct 62 65 67 64 57 62 68 49 62 59
to invest (FALSE) 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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5.38

5.39

5.40

541

Understanding of risk, ABC Absolute Return Fund (Documents 1B and 2B)

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

RISK: Document 1B/2B: Risk understanding

Q18/Q33) Looking at DOCUMENT 1B RED / 2B GREEN, can you tell whether the followin
statements associated with this fund are true or false?

1B RED ABC ABSOLUTE 2B GREEN
RETURN FUND W FALSEW TRUE

I:l The fund might achieve less growtt

than it aims for or evenlose money

CORRECT M FALSEW TRUE
ANSWER

The fund might achieve less growtt
than it aims for or even lose money

You are obligedto investin the fund foi
aminimum of 2 years
You are obligedto investin the func
for aminimum of 2 years.

The fund has a more complex risk and
reward profile than other funds that
invest in the same kinds of assets
The fund is a category 3 because it is
aiming to achieve better growth than a
deposit that pays interest but is not

I:l trying for strong market gains

The fund aims to achieve better
growth than a deposit that pays
I:l interest but is nottrying to achieve
strong gains

v

All the fund's assets will behave in the
same way under the same market
conditions

v i

There is a guarantee of a positive
return after 2 years

(&) Base = All Group 2 (1958)

You . Base = All Group 1 (1935) 18
Consuilting #umn

W e g s

In general most respondents were able to give correct responses to these individual statements.

The fundds potenti al f or ac h that paysirgerebt avds treeagnisgdrag wt h

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.

However, some statements had relatively large proportions of incorrect responses which suggest
that in general these areas are less well understood.

The investment period statementi You have to invest i n twiséncofracttyd

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 atendencytoi nt er pret all o6gui
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 139,999 thought
there was such a guarantee compared to 18% of those with an income of over 0180,000. For
document 2B the equivalent figures are 34% and 19%.

5.44  There is more confusion regarding the statements i Speci fi ¢ financi al technigq
manager mean that the fund is [less T document 1B] [more i document 2B] risky than other funds
invested i n t h&he smajantg (6128 imoorrestlp 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 fAWhy doe
specific financial techniques used to an increased risk.

5.45  Further confusion around the i mp act of the fund managerds strategi
the statement A The fund mi ght suffer significant |l osses i
successful t h d@hs wasxagked df datument 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 Document 2B

(9 statements) (8 statements)

Mean number of correct 4.0 4.4
responses

7 or more correct responses i 1B

. 7% 37%
6 or more correct responses i 2B

All correct responses - 6%

Highest average of correct 4.47 Ireland 4.97 Germany
responses

Lowest average of correct 3.5 - Sweden 4.17 Spain
responses

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 statementfi Speci f i ¢
funds

the fund is lessriskyt h a n

ot her

financi al

techniques

i nv ewas amverédrincotrdctyy bys6a%mn e
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)

used |

ass

Column percentages

Member State

UCITS Experience

Total D IRL S E | H PL Past Future

% % % % % % % % % %
The fund might achieve less Correct 69 76 77 66 66 67 63 70 70 66
growth than it aims for or
even lose money (TRUE) Incorrect 16 9 14 10 17 18 26 16 15 19
You are obliged to invest in Correct 53 65 46 58 55 51 59 34 54 44
the fund for a minimum of 2
years (FALSE) Incorrect 32 20 43 19 29 34 30 51 31 41
The fund has a more Correct 54 54 55 46 52 49 65 53 54 54
complex risk and reward
profile than other funds that Incorrect 25 21 31 24 30 27 21 22 25 27
invest in the same kind of
assets (TRUE)
Al | t he fund®&s Correct 55 56 56 52 49 49 63 58 55 51
behave in the same way
under the same market Incorrect 25 21 26 18 33 26 24 27 24 31
conditions (FALSE)
There is a guarantee of a Correct 55 71 68 60 52 50 59 23 56 49
positive return after 2 years
(FALSE) Incorrect 30 12 24 14 31 37 29 60 28 38
Specific financial techniques Correct 21 24 24 19 27 22 23 11 21 23
used by the fund manager
means that the fund is less Incorrect 61 59 61 53 55 59 63 74 60 61
risky than other funds
invested in the same assets
(FALSE)
Investment in the fund offers Correct 67 73 74 64 67 65 70 60 67 69
an opportunity to obtain
better growth than a deposit Incorrect 15 11 14 9 16 15 19 23 15 15
that pays interest (TRUE)
You should be looking to Correct 66 72 67 68 66 62 71 57 66 65
invest for at least 2 years but
you do not have to (TRUE) Incorrect 18 14 20 9 19 21 18 25 18 19
The fund might suffer Correct 54 69 73 55 55 54 52 21 54 52
significantlosses ifthe fund -~ ot 29 15 14 19 30 20 34 60 29 30
manager6s str a
less successful than
expected (TRUE)
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 Correct 65 71 71 64 60 64 59 66 66 60
growth than it aims for or even
lose money (TRUE) Incorrect 19 15 17 11 21 20 29 21 19 21
You are obliged to invest in the Correct 44 54 37 49 40 41 54 33 45 36
fund for a minimum of 2 years
(FALSE) Incorrect 37 26 45 23 39 41 35 53 36 44
The fund is a category 3 because  Correct 66 67 70 57 62 68 68 68 66 63
it is aiming to achieve better
growth than a deposit that pays Incorrect 18 17 17 16 18 18 20 18 17 21
interest but is not trying for strong
market gains (TRUE)
The fund aims to achieve better Correct 67 73 68 55 63 72 73 65 68 61
growth than a deposit that pays
interest but is not trying to Incorrect 17 15 19 16 20 14 16 18 16 20
achieve strong gains (TRUE)
There is a guarantee of a positive ~ Correct 56 73 62 61 43 48 55 52 58 a7
return after 2 years (FALSE) Incorect 26 14 23 13 39 34 31 30 25 34
The fund may experience greater  Correct 50 48 50 54 48 56 36 59 51 48
gains or more severe losses than o 39 34 33 17 32 24 49 24 30 33
other funds in the same category
(TRUE)
This fund will always obtain better ~ Correct 55 66 59 60 43 49 56 51 56 50
growth than a category 2 fund
(FALSE) Incorrect 26 15 25 12 37 33 28 29 25 31
Specific financial techniques used  Correct 39 35 48 26 54 31 39 39 39 41
by the fund manager means that
the fund is more risky than other Incorrect 41 44 38 43 26 46 47 45 41 39
funds invested in the same
assets (TRUE)
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 i T h e
scale shows how a fund mi §histinfobmatiorais eontdainad withinethe f ut ur e
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 indic

Q39) Both DOCUMENT 2A YELLOW and DOCUMENT 2B GREEN use a scale from 1 to 7 to classify the
risk and reward level of the fund being described. Can you tell whether the following statements
about the scale are true or false?

v/ CORRECT WFALSE W TRUE

ANSWER
The scale is based on how the prices of fund's value h
P 51% v

fluctuated in the past

If the fund is a category 3 now it will always b‘\/
category 3 in the future

The scale shows how a fund might behave in the fut

The scale shows how much risk there is to your cag

A category 4 fund is twice as risky as a category 2 f

The risk of loss and the chance of reward are rela

The scale rates the fund in comparison to all othe
investment funds of the same type

The higher the risk of loss the lower the chanct\/
reward

<\
HEHEHEHEHH

L&)
CYOGHSUIHHQ W;uucn Base = All Group 2 (1958) 20

W e i tgou
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5.57 For a number of statements the proportion achieving a correct answer is correlated with the
responde rdé¢ td6 ask. aFortexample the proportion who correctly answered the statement i | f
the fund is a category 3 now it wanded from/53%a0fteoseb e a ¢
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 answeringi A cat egory 4 fund is twice
2 f urandes 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 491 Germany

Lowest average of correct responses 3.571 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 139,999 4.6, morethant 80, 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 | H PL Past Future
% % % % % % % % % %
The scale is based Correct 51 53 54 44 50 44 56 57 50 61
on how the prices of
the fundos Incorrect 30 28 30 27 29 40 29 27 31 22
fluctuated in the past
(TRUE)
If afundis a Correct 64 69 66 66 59 59 70 61 65 61
category 3 now it will
always be a Incorrect 18 15 20 10 20 23 16 21 18 20
category 3 in the
future (FALSE)
The scale shows Correct 35 32 40 26 37 31 26 49 34 38
how a fund might
behave in the future Incorrect 48 56 48 47 44 52 59 33 49 43
(TRUE)
The scale shows Correct 72 75 71 69 66 71 76 73 73 67
how much risk there
is to your capital Incorrect 13 12 16 7 17 16 12 13 13 17
(TRUE)
A category 4 fund is Correct 51 57 51 54 45 41 60 51 52 45
twice as risky as a
category 2 fund Incorrect 29 27 31 17 34 41 23 33 29 32
(FALSE)
The risk of loss and Correct 72 80 71 66 65 73 72 78 73 66
the chance of
reward are related Incorrect 14 9 15 10 17 16 16 12 13 18
(TRUE)
The scale rates the Correct 52 51 51 52 45 47 57 59 52 50
fund in comparison
to all other Incorrect 28 30 31 20 32 35 28 23 28 30
investment funds of
the same type
(TRUE)
The higher the risk Correct 62 73 62 63 54 59 62 58 63 54
of loss the lower the
chance of reward Incorrect 24 15 29 12 29 28 25 30 23 31
(FALSE)
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 i one for each category of
fund i that caused a degree of confusion.

5.64  For category 1 funds the statement A The value of your i nvest ment i
unaffected by any wi devaspnlyeaasderdd conrectly by 48% of tespondents. | o
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 statementi A cat egory 7 fund is seven ti mes
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 039,999 to 62% of those earning more than U 8 0 , .0 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 Categ
mterpretatlon
Q40) I'f a fund was classi@Q4ed b a fAilvd was gbass
tell whether the following statements about tell whether the following statements about the
the fund would be true or false? fund would be true or false?
CORRECT
v ANSWER @ FALSE W TRUE & FALSEM TRUE
The fund would have a low risk off The fund is guaranteed {
losing all its money I:l make high gains / % I:l
The fund is guaranteed not to lose The fund would have a lo'_ /
money J I:l risk of losing money I:l
The value of your investmentin You could lose a significant ‘
the fund would be largely amount of money but there is
unaffected by any widespread I:l also a chance of making 0 77% /:l
financial turnmoil higher gains
The fund would have a high chance A category 7 fund is seven
of making some gains over afew J times as risky as a category 1/ I:l
years although these gains may be I:l fund
it I
dutiesma / It might be appropriate for
It might be appropriate for people le wh ble t t
whose main objective is to have a p;(e)%peeo\f/vthc;\;vre;gnaeyeatohEjguh % 769% ] I:l
low risk investment risk for the chance of high J
o Base = All Group 2 (1958)
Y .
Consulting y‘f..umn 2
A
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 Category 7
funds funds
(5 statements) (5 statements)

Mean number of correct 3.2 35
responses

All correct responses 20% 37%

Highest average of correct 361 381
responses Germany Germany

Lowest average of correct 2.91 Spain 3.17 Spain
responses

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 139,999 3.1, morethan 180, 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 139,999 3.4,
more than i 8 0 , 0 O @&nd4o.a @3ser 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 statementi The fund i s guar antcemgpdrednot t o
to 76% of German respondents. Polish respondents (66%) were significantly more likely to

incorrectly answer the statement A The value of your i nvest ment i n
unaffected by any widespread financial turmoil 0.
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Table 5.19: Interpretation of category 1 funds

Column percentages

Member State

UCITS Experience

Total D IRL S E | H PL Past Future

% % % % % % % % % %
The fund would have  Correct 71 7 72 70 64 68 76 72 72 68
a low risk of losing
all its money (TRUE) Incorrect 14 11 16 7 19 18 11 14 13 17
The fund is Correct 65 76 68 66 50 65 62 65 65 62
guaranteed not to
lose money Incorrect 20 10 20 9 32 22 27 21 20 22
(FALSE)
The value of your Correct 40 54 40 44 51 36 41 19 41 39
investment in the
fund would be Incorrect 42 28 48 33 27 48 42 66 41 45
largely unaffected by
any widespread
financial turmoil
(FALSE)
The fund would have  Correct 69 70 71 64 59 72 75 73 70 65
a high chance of
making some gains Incorrect 16 14 17 12 23 17 14 12 15 21
over a few years
although these gains
may be quite small
(TRUE)
It might be Correct 74 78 76 73 65 70 79 75 74 72
appropriate for
people whose main Incorrect 13 10 14 6 18 18 11 13 13 14
objective is to have
a low risk investment
(TRUE)
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.
respondents correctly answered the statement A T h e

the statement i A

571

cat dgordy i 8

seven

fund
compared to 81% of German respondents. Those in Italy (37%) were less likely to correctly answer

ti

me s

woul d

as

ri sky as

Two-thirds (66%) of Spanish
have a

a

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 Correct 69 81 68 71 59 68 77 61 71 61
guaranteed to make
high gains (FALSE) Incorrect 16 8 21 7 24 16 9 25 15 21
The fund would have  Correct 74 81 75 70 66 72 77 76 75 67
a low risk of losing
money (FALSE) Incorrect 12 8 14 6 17 15 12 13 11 17
You could lose a Correct 77 83 81 72 69 76 80 81 78 73
significant amount of
money but there is Incorrect 9 7 11 6 14 9 9 7 8 12
also a chance of
making higher gains
(TRUE)
A category 7 fund is Correct 49 556 52 51 45 37 57 48 50 43
seven times as risky
as a category 1 fund Incorrect 31 26 34 19 37 42 26 35 30 38
(FALSE)
It might be Correct 76 83 75 72 68 76 82 78 77 73
appropriate for
people who were Incorrect 10 6 13 7 16 12 7 11 10 11
able to put some of
their money at high
risk for the chance of
high gains (TRUE)
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 ma r k syiboldto 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 AiThe A! 0 i s a wa rwheraag 49% acdrrectly o
answered the statement i The A! & me ans o tbdttérghanfotherdunds &rnthe dame
categoryo

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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5.76

Figure 5.7: I nt er pr e tABEC AbsaoluteoReturint Fund (Document 2B)

RISK: Group 2: Document 2B GREEN: ! interpret-

Q34) The Risk and Reward Profile in DOCUMENT 2B GREEN shows the fund as a Category 3!.
Please review the following statements and indicate which are true or false?

ABC ABSOLUTE RETURN FUND |24
v CORRECT ANSWER WFALSE @ TRUE now
v

17%

'

The symbol "I" means that a fund has a more complex
risk and reward profiel than other funds that are in
the same category

The "I" applies to this fund because it is likely to suffe
significant losses

The "I" applies to this fund because its value might
change rapidly in certain market circumstances

/ 16%

The "!I" means this fund can do better than othe

o
funds in the same category D

16%

The "I"is a warning not to invest

YouG

SOV ., _

Consumng ﬁ‘ Base = All Group 2 (1958) 22
W e g i

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.

Table5.21: | nt er pr e tsammaoymf corfect fiespbnses

Il nterpretatio
(5 statements)

Mean number of correct responses 2.6
No correct responses 12%
All correct responses 3%

Highest average of correct responses 2.971 Hungary

Lowest average of correct responses 2.2 - Sweden

V-
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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 039,999 2.6) and high (over 180,000 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.

Table522:1 nt er pretation of #A!o6o, ABE@Mé&b2Bpl ute Return Fu

Column percentages

Member State UCITS Experience

Total D IRL S E | H PL Past Future

% % % % % % % % % %
The symbol Correct 66 69 70 58 60 62 73 70 66 64
means that a fund
has a more complex Incorrect 18 17 19 15 22 20 16 18 18 21
risk and reward
profile than other
funds that are in the
same category
(TRUE)
The fA! o6 ap Correct 58 65 58 51 51 51 74 56 58 55
this fund because it
is likely to suffer Incorrect 25 21 27 22 32 32 14 29 25 26
significant losses
(FALSE)
The fA! 6 ap Correct 57 60 60 53 59 56 56 56 57 61
this fund because its
value might change Incorrect 26 27 27 20 23 27 31 30 27 23
rapidly in certain
market
circumstances
(TRUE)
The @A! 0 me Correct 49 45 56 52 51 37 59 43 49 49
fund is likely to do
better than other Incorrect 34 39 29 23 30 45 29 42 34 34
funds in the same
category (FALSE)
The nA! o i s Correct 72 82 74 68 64 70 83 66 73 66
not to invest
(FALSE) 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
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5.79

5.80

5.81

5.82

5.83

5.84

5.85

Assessment of understanding of risk amongst those with a high number of
dondét know responses to the risk statement

Throughout the questions testing understanding of risk there was a relatively consistent proportion of
respondents (approximately between 15%-2 0 %) who answered f#Adonét knowbo
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 donét know responses to the statement

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 5ormore donét know responses to093he 17
group 1 respondents a tot al of 317 (16%) f-geoup i nto
analysis of these respondents, e.g. by Member State or UCITS experience, is not generally possible

due to the low base sizes.

Of the 8 statements asked about document 1A only on two statements were answered correctly by

more than 20% of these fAstrugglingdbnvespmedentia. th
markets of developing countries gives a greater chance of large gains but also a greater risk of large

| oss(@l%pandil nstability in developing countries coul c
in |l osses for an investment i n the s(21%)k kKheleovalrok et s o

dondét knows to each of these 8 statements ranged frr

None of the 9 statements asked about document 1B were answered correctly by more than 20% of

the Astrugglingd respondent s. The hi grithestatempnt opor t |
iThe fund might achieve | ess growtTheltehvaenl iaf ad omrso tf
to each of these 9 statements ranged from 73% to 81%.

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.

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 strugglingwe usedacut-of f of 5 or more dondét know respon
the 1958 group 2 respondents atotal of 331 (17 %) f el |l into this fistrugoc¢
sub-group analysis of these respondents is not generally possible due to the low base sizes.

A total of 5 of the 10 statements asked about document 2A were answered correctly by more than

20%0oft he Astrugglingd respondent s. These 5 statemen

i} AA category 6 fund gives a greater chance of | ar
(24%);

u Al nvest ment in the stock markets of developing
and | osses because of movemen@P®¥o);in currency exch
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u AYou could | ose m@4%);, of your moneyo
u AThis fund shoul d -rbies k eigra2dtdmerst @ | ow
| AThe category 6 is @l%W.arning not to investo

5.86  None of the 8 statements asked about document 2B were answered correctly by more than 20% of

the Astrugglingd respondent s. The highest proport,|
iThe fund aims to achieve better growth thaheea dep:
strong Tghee nilsedv.el of dondét knows to each of these 8

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 ogl isnygnd hregs pcondedntcsathbave ta
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 istrugglingd respondents achieving a correc
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
guantitative 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.

i} 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.

u 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:

| It is visual and gets the message across quickly i especially for the many consumers who
prefer picture§ to words or nAumbers’; ’ ; .
a, 2dz OFy aSS auN}AIKUI | glGermanKPast putchageR 2 ¥ N &

| 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;

G1F@Ay3a GKS ydzroSNBR aoOrftS Yr{1Sa Ad SIFaASN
narratvS T2 NI (18 @&2dz KI @S Smin(Badtidrchasdr 2 dzi T2 NJ & 2

u It is better for non-e x per i enced i nvestors as it doesnoét r
contextual information and the arrows above the indicator clearly show the link between risk
and reward.

7

LG KSfLA G2 dzyRSNEGFIYR FyR FFOOSLI GKIFG AT
I KA 3 KBuNdanipNardxgegienced)

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.

Gm. ! o0az2tdziS wSildz2NYy CdzyR gAGK yINNI G§AQZS RSaON
such ahigh risk whereas 2B [Absolute Return Fund with synthetic risk indicator] only tells you which
OF 6S32NE ( GedmarydBaR puictiaseh) y @ ¢

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.

GL Al 6 Al & &2YI8e | A§FIRE 2 BadmaryNas platteded & (

G{AIYATASA I LILINEI OKelasd\Fastpuithabk® t A1 S | KET I NR®E

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
Afcompl ex risko and fAspecific financial techniques U
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5.99

5.100

5.101

5.102

5.103

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.

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

Absol ut e Return Fund as it didnot include =an e X C
understandings and a need for greater clarity for many.

GL (KA ydturniséctbn ke it quite clear that this is a Rigih & | Spailfend &
experienced)

GO9YSNEAY3I al N SAERE YFUosKSEOKIoRY 'y SELIX AOAG &
GKIF G F NB vy ZérmangNoidexgeyetcBAp

z

GL gta 2dzald 20SNBKSEtYSR i GKS | Y2 dzfgonth& o2 NRA
g1 & Ataly (MotreRperienced)

GES NR &1l LINRPFAES A& o
SEOfFYFdAZ2Y YINJ & L R
(Future purchaser)

GSN) wliKIFy R20OdzySyi

S H .
2y Qi dzy RSNEGFYR Poad 4KSN

E71> [ )

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.

Much confusion was caused by the bold text A War ni ng: this fund may not k
investors who plan to withdraw their money with five years [Emerging Markets Fund]/two

year s [ Absol ut e aRadttcueated thE umpredsion 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.

GkS Of SINBald (GKAy3 Aa y20 o0SAy3 bBpab@ni2 (2 dz0K
experienced

G2 St t Wik 2 0S5 (A Skedarkbnexpeénged & ST NE K £

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.

aL tA1S G4KAa | fAGGHE S-pont dtalevaddNdE demBnSttatdstSme khSEINE 6 S
Oy RSOARS ¢ KA OKHufpary Ba& pukBasell 2 OK22 aSoé

aL GKAY1l Ad0Qa @GSNEB 3I22R:I (GKS FFrOd GKFG AG a
European Law and all funds complywith$ &1 YS & Ol £ So Ligland Futuzee Of S NJ
purchase)
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5.104

5.105

5.106

5.107

5.108

5.109

! f20 2F (GKAA GSEGT ySIENI & | fd¢F2AFNIA&I 52 oACBA 2SdEL)
Sweden Past purchaser

The exclamation mark used in document 2B caused much confusion and most participants were
uncl ear of how to interpret this. The exclamati on
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 candét simply be reflected in the existi

G¢KS SEOfFYFGA2Y YIFEN] YSEHya AlG A& NRlibstie | oo
R 2 dzatadlydFuture purchaser

GL RARY QO GKAY NI 0S ONIRIS @1Fa ( Breddbra@purchabeli A 2y Y I

aLQBS ySOSNI 4SSy 'y SEOf | YI (i S#edenPasthijrchésdr{ S G K I

For both the Absolute Return Fund documents (1B and 2B) some participants were intimidated by

thel anguage used in the risk description. Again the
a fixed term or locked-in investment that would carry penalty charges if sold within two years of

investing.

INTERMEDIARIES

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.

The synthetic indicator approach was preferred by around two-thirds of intermediaries. It was
generally felt to be better forlessfinanci al | y sophi sticated cl i &mntisenald yiot.
The visual nature of the indicator means that you ¢
an approach would make it easy for clients (and by implication intermediaries themselves) to

compare funds.

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.

GO¢KS AYRAOI G2NB dZKIO] S&A Dili BB XS dzi 2 YE$S S al GKS FTAy
S48 RSGIAT AyOf@eRBA Ay (KS RSAONALIIAZY O

LG Aa y20G Of SI NJ K 2 ¢gtheieird yoDdarnin&t Aseextdin whad theRedative N A v S
degree of risk between those fundsisand$he G Sy & 2F LR G Sy G A Hreland 288 | G

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

5111

5.112

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.

G¢CKS Ay@Sad2NA FNBE Y2NB ftA(1Ste G2 YIS
information they gather from the risk and reward profile, rather than on the complexity of the
fund® Elungary

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.

. Saas

SEOt I YI i Gerylany | NJ @£

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 i s unnecessary

Pl
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6

6.1

6.2

6.3

6.4

6.5

Past Performance

The presentation of past performance information within the KIl 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.

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.

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 alongsi

Fund described in documents 1B and 2B was not benchmarked against an index and therefore the

past performance information in these documents

As a result across the four Kl documents there were four separate presentations of past
performance information.

Table 6.1: Treatment of past performance information in documents tested

Emerging Market Fund,

against the index

Emerging Market Fund,
performance shown over 10 years
against the index

negative growth

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).

performance shown over 5 years Included one year of 0% growth

Included two years of negative
growth for both fund and index

Absolute Return Fund, Included one year of 0% growth
performance shown over 5 years and one year of negative growth

Included two years when the fund
Absolute Return Fund, was not in existence, one year of
performance shown over 10 years 0% growth and one year of

V-
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6.6

6.7

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 KIlI altogether, it was clear
that this was information that consumers expected to see and hence its exclusion

UCITS DISCLOSURE TESTING

could reduce likelihood to engage with the document altogether.

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

GROUP 1

CORRECT

Has had the steadier performance
over the last 5 years

Performed best in 200« A)

v S—

Performed bestin 200¢ 49%

ANSWER ® Doc 1A Blues Doc 1B Red

v

Base = All group 1 (1935)

©

You .
COHSUHII“.Q nEsEANCH
W e g toou

Overall Comparison: Past Performance

SAME

11%

11%

H:

8%

H:

Q5) Please choose which of the following statements is most likely to describe each fund

GROUP 2

IDoc 2A Yellows Doc 2B Greer

Base = All group 2 (1958)

N
al

SAME

11%

10%

H:

8%

H:l

The proportion of correct responses to the statements was relatively consistent whether
respondents were assessing 5 year or 10 year performance. However, for the statement6 has had
the steadier perfor mana kigher praportionn doreectly idestified Hocumena r s 6
2B (10 year ABC Absolute Returns Fund) than 1B (5 year ABC Absolute Returns Fund).
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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  Correct 39 37 47 32 37 42 39 37 38 42
pErOTANCE YT (boc 19
Incorrect 37 38 36 39 38 28 38 43 38 35
(Doc 1A)
Performed best in Correct 56 50 60 60 49 49 53 60 56 52
2004 (Doc 1A)
Incorrect 15 16 19 8 20 17 15 12 15 19
(Doc 1B)
Performed best in Correct 49 52 56 53 39 42 50 48 50 45
2006 (Doc 1A)
Incorrect 29 28 27 19 34 30 30 35 29 31
(Doc 1B)
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 | H PL Past Future
% % % % % % % % % %
Has had the steadier = Correct 48 48 49 45 45 49 48 55 48 48
performance over
the last 5 years (EEEE)
Incorrect 27 28 31 26 29 19 31 27 27 27
(Doc 2A)
Performed best in Correct 57 61 63 63 52 50 54 53 57 55
2004 (Doc 2A)
Incorrect 16 13 19 11 19 17 14 17 16 17
(Doc 2B)
Performed best in Correct 52 52 62 63 46 50 43 46 53 46
2006 (Doc 2A)
Incorrect 26 27 22 11 29 24 39 34 26 31
(Doc 2B)
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:
Understanding

Q9/23) From looking at the information on past performance of this fund, can you tell whether
the following statements are true or false?  ABC EMERGING MARKETS EUND

CorrECT 1A BLUE ‘ 2A YELLOW
ANswer @ FALSE W TRUE M FALSE ® TRUE

Past performance can reliably predict /
future performance

The fund's value is calcualted in Eurc

All fees and charges are included in
the past performance figures
displayed in the chart

The fund has performed better than \/
the index in 3 of the years shown

HEEH HH

The index outperformed the fundin

2004
You -4 B All 1(1935) B All 2 (1958)
. ase = group ase = group
Consuiting W;u..m 26
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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 6 p a s t performance ¢
predict future p er f o r mla wanteadt, there is evidence of some confusion regarding the
st at e allefees and charges were included in the past performance figures displayed in the
¢ h ar 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 statement6t he fund has performed better than t
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.

‘ Thoughtful and Creative Research 92



EUROPEAN COMMISSION UCITS DISCLOSURE TESTING

Table 6.4: Understanding of past performance, summary of correct responses (ABC
Emerging Markets Fund)

DOCUMENT 1A (5 DOCUMENT 2A (10
YEAR YEAR

PERFORMANCE) PERFORMANCE)
(5 statements) (5 statements)

Mean number of correct
responses

3 or more correct responses i 1A

1.3 15

13% 16%
3 or more correct responses i 2A
All correct responses ) *%
Highest average of correct . .
d d 1.57 Spain 1.77 Germany
responses
Lowest average of correct . .
1.07 Sweden 1.17 Sweden

responses

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 Correct 64 66 72 57 60 57 71 62 64 60
can reliably predict
future performance
(FALSE) Incorrect 12 16 18 17 28 26 20 23 20 28
The fsvahaid Correct 75 81 80 70 75 73 72 75 75 75
calculated in Euros
(TRUE) Incorrect 10 7 9 5 10 13 15 8 9 13
All fees and charges ~ Correct 43 49 49 37 35 41 48 42 43 43
are included in the
past performance
figures displayed in
the chart (FALSE)  |ncorrect 40 39 35 34 48 40 41 42 39 42
The fund has Correct 52 54 52 55 39 51 58 56 53 49
performed better
than the index in 3 of
the years shown
(FALSE) Incorrect 33 32 35 24 45 34 31 30 32 36
The index Correct 55 59 56 60 51 52 57 51 55 57
outperformed the
fund in 2004 (TRUE) 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
Totalk D IRL S E I H PL Past Future
% % % % % % % % % %
Past performance can Correct 63 70 74 51 50 56 71 65 64 53
Lﬂ;?g:%g;i‘gc(t’:‘ki“é% Incorrect 21 13 15 18 34 29 17 21 19 31
The fundds va Correct 78 80 83 75 71 77 77 80 78 7
calculated in Euros (TRUE)  |hcoect 9 5 9 3 16 10 11 8 8 12
All fees and charges are Correct 43 53 47 41 37 36 46 41 44 40
g‘::fo‘:fndag‘cghﬁg%?zts Incorrect 39 29 40 30 45 47 38 43 38 44
displayed in the chart
(FALSE)
The fund has performed Correct 52 52 61 30 55 57 63 47 31 30
?heett%;?:grtgsvlr??g;ll_gé)of Incorrect 31 31 27 47 24 27 23 36 52 55
The index outperformed Correct 56 54 57 58 50 55 59 56 56 51
the fun in 2004 (TRUE) 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 6 pa st performance can r el i athoseyfromplreland,i ct f u
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
identifythat6t he funds value i s $&aemengwastaud.cul ated i n eur os

6.22 The statement6al | fees and charges are included in the
¢ h acauséd 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 6t he f und has perf ol
than the index i n 8&sfatsd with dtaes pf 6&4 from dobumenn 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 identifiedthat 6t he i ndex outper foastrued t he
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 Kll 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

PAST PERFORMANCE: Document 1A/2A: Char-

Interpretation

Q10/25) In which years do you think the fund beat the performance of the Morgan Stanley Capital
Investment Emerging Markets Index (MSCI EM)?
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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

6.28

6.29

6.30

6.31

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%).

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.

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.

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.

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 thatitis basedonfit he av er ag e tHelprices bfduads overn s

the past fWevwaintegl & aascertain 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.
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Figure 6.4: Likelihood of reclassification, ABC Emerging Markets Fund (Document 2A)

YouGov , .

PAST PERFORMANCE: Likelihood of reclassification -

Q24) From looking at the past performance charge, how likely is it that the fund will be
reclassified from a risk category ‘6’ to a lower risk category?

ABC EMERGING MARKETS FUND

M Very Likely

M Fairly Likely

 Neither Likely nor unlikely
i Fairly unlikely

i Very unlikely

L Don't know

6.32

6.33

6.34

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 didndt know (9 %) . Just over a quarter

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.

Those in Germany (50%), Italy (43%), Sweden (40%), Ireland (39%) and Spain (36%) felt the
reclassification o f the fundsdé r i sl lowea gradg wasymoré likelyrthard nott o
Whereas those in Poland felt the opposite, that
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

Q15/30) From looking at the information on past performance of this fund, can you tell whether
i ?
the following statements are true or false~ ABC ABSOLUTE

1B RED RETURNFUND 9B GREEN

r
)

CORRECT/ B FALSE & TRUE B FALSE & TRUE

ANSWER
EQ

If you had invested in 2005, the /
fund would not have achieved its
growth objective by the end of
2006

v

46%

H
B

In 2003 the fund had no growth

The entry charge is not included
in the figures shown

B

47%

B

Base = All group 1 (1935) Base = All group 2(1958)

You . e 28
Consulting W;Wm
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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 statement6i f you had i n\
in 2005, t he fund would not have achieved i tAcoreectowt h

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 fin 2003 the fund had no
growtho with 72% of those reviewing document 1B and 70% for those reviewing 2B achieving a
correct answer.
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6.39

6.40

From the relatively high level of incorrect answers in both documents some confusion was evident
in the responses to the statement 6 The entry tc hiamgleudesd nion t hhe
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.

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 DOCUMENT 2B (10
YEAR YEAR

PERFORMANCEQ PERFORMANCE)
(3 statements) (3 statements)

Mean number of correct

1.6 15
responses
2 or more correct responses i 1B
58% 54%
2 or more correct responses i 2B
All correct responses 17% 16%
Highest average of correct 1.87 Ireland and
g g 1.87 Hungary
responses Germany
Lowest average of correct 3
g 127 Sweden 1.37 Sweden
responses 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 Correct 35 34 44 28 29 35 39 40 35 41
in 2005, the fund
would not have Incorrect 48 51 46 44 52 49 49 43 48 43

achieved its growth
objective by the end
of 2006 (FALSE)

In 2003 the fund had  Correct 72 7% 77 66 70 71 72 75 73 70
no growth (TRUE)

Incorrect 15 12 14 11 16 16 19 16 14 18
The entry charge is Correct 52 69 59 29 55 39 53 59 51 56
not included in the
figures shown
(FALSE)

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
% % % % % B % % % %
If you had invested Correct 36 37 41 32 29 38 39 36 36 33
in 2005, the fund
would not have Incorrect 46 46 43 45 48 44 47 46 46 46

achieved its growth
objective by the end
of 2006 (FALSE)

In 2003 the fund had  Correct 70 75 70 67 66 65 77 72 71 66
no growth (TRUE)

Incorrect 15 12 18 13 20 18 11 14 15 18
The entry charge is Correct a7 60 48 27 49 31 60 56 48 46
not included in the
figures shown
(TRUE)

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

‘ Thoughtful and Creative Research 101



EUROPEAN COMMISSION

UCITS DISCLOSURE TESTING

6.43

6.44

6.45

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 statementi T h e

entry charge

S

s h o wwee 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

After answering questions on each of the two Kl documents (i.e. 1A and 1B or 2A and 2B)
individually respondents were asked to compare the two documents and answer a humber 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).

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

PAST PERFORMANCE: Variants 1 and 2: Over

Understanding

Q19/35) Please look at the charts. Can you tell whether the following statements are true

or false?

VARIANT 1

CORRECT
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The fund in DOCUMENT 2A

4
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2004 than the fund in
DOCUMENT 2B GREEN

FALSE & TRUE

Base = All group 2 (1958)

29
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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 statement6 Ther e ar e n oforfl99gand 1999 due o @avon
per f or nbweral @® correctly identified this as false.

6.47  Those assessing documents 1A and 1B were also asked an additional statementi The pas't
performance chart takes account oOverdllbndy43%mpact of a
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 Correct 43 50 49 38 30 36 51 46 43 43
performance chart
takes account of the Incorrect 40 36 38 34 54 46 37 39 40 44
impact of all charges
and costs (FALSE)
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:i Bet ween 2005 and 2007
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? 0
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Figure 6.7: Perceived impact of past performance on future performance

PAST PERFORMANCE: Perceived impact on fu

performance
Q21/36) Between 2005 and 2007 both funds had 3 consecutive years of positive performance. As ¢
result, which fund do you think will be more likely to have a positive performance over the next 3
years?

conecr - VARIANT 1 o VARIANT 2

ANSWER ANSWER \/

RRECT

Document 1A Blue 16% Document 2A Yellow 14%

Document 1B Rec 16% Document 2B Greer 15%

Both 15% Both 18%

Neither, since you can't tell from
past performance

Neither, since you can't tell from

45%
past performance

43%

Don't know Don't know

o Base = All group 1 (1935) Base = All group 2 (1958)

You .
Consulting W:.,mm st

W e g oo

6.50 A similar proportion of those viewing the 5 year performance documents (45%) and the 10 year
performance documents (43%) correctyans wer ed t hat you couldndét tell
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 i 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 | 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 45 49 50 49 37 43 45 43 47 37
candt tell
performance
Donét kno\ 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 43 52 48 39 34 46 46 38 45 36
canodt tell
performance
Dondét knoyv 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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6.53

6.54

6.55

6.56

6.57

6.58

6.59

6.60

6.61

Assessment of understanding of past performance amongst those with a high
number of dondét know resporcessdatemeénts t he past

Throughout the questions testing understanding of past performance there was a relatively

consistent proportion of respondents (approximately between 15%-20%)wh o answer ed fAdono
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 donf¢
understand.

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 ormored on 6 t know responses to the 10
group 1 respondents a total of 233 (12%) fellintot hi s #Astruggl i ngo defoapni ti on
analysis of these respondents, e.g. by Member State or UCITS experience, is not generally possible

due to the low base sizes.

Of the 5 statements asked about document 1A, the highest proportion of correct responses were to
the statement iThe fundds value i(86%k @hetevelcdhitddl e ddti Nk rEwD sDoO
statements ranged from 79% to 84%.

The highest proportion of correct answers for document 1B was for the statementiil n 2003 t he f
had no ¢eWwihe | evel of edob nfahe 3 gtatemenss rahged from 80% to
86%.

The struggling respondents were asked to consider both documents 1A and 1B for two statements:

u 18% correctly identified thati The fund i n Document 1A perfor med
i n Do c u m@8adtdid hoBkinow)
u 11% correctly identified that the statementi Pa s t performance informati ol

four séaeea(B% did not know)

In group 2, 296 out of 1958 respondents (15%) had
statements about 2A (Emerging Markets Fund) and 2B (Absolute Return Fund) and were therefore
definedasfist ruggl i ngo.

Of the 5 statements asked about document 2A, only one was answered correctly by more than 20%
of the Astruggling@Thespomdést sal uli {28%)aThellevaidf at ed i
dondbt knows to the 5 statements ranged from 69% to 8

The highest proportion of correct answers for document 2B was for the statementil n 2003 t he f
had no B wihe | evel of donodt knows to each of the
81%.

The struggling respondents were asked to consider both documents 2A and 2B for three statements:

u 12% correctly identified that Airhe fund in Document 2A performed better in 2004 than the fund
i n Do c um@2stdid RoBkinow)

V-
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u 11% correctly identified that A Pagdeér f or mance i nformation is only
(80% did not know)
| 10% correctly identified that the statementi Ther e are no figures shown f

to poor p ewa$falge (84% didendt know)

6.62  The consistently low levels of cor r e c t responses and high | eggest s of
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
knewthati The fundos val ue (28% vs.d6%for LA howeler asrthis Exionmatieno
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.

iA monkey can guess t [BawdadengdRastwuadhdserns you and 10

il t may Polans (Pasaplichaser)

Ailt's historical facts. Tel |Ssvedgm(butureparthasery about wha
669 The vast majority felt it was wuseful to Thiave the fu

allowed them to have a point of reference and be able to better judge whether the fund has done well

in the past.

Al't works well if it exceeds t hd&Germany (Pastpurzhases). of t he
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Al suppose it just gi v edahers.butragdinlyourarg not totallynsare ai\ghati nst t h
that i ndex i s sinelpng (Nereaekpetiemced)e a n 0

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.

in this document | dondt know but formaneerstolldgiveas peaki |
good indication for Humgaryf(Non-expeeieneed)hi evement so
fiBecause more or | ess going by a meanSpas{asmat e, you
purchaser)

6.72  When asked to compare the two formats most consumers preferred to see the past performance
overalOyearperiordas they felt it gave them more of an insi
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.

iltds good t o swiet ht htehleelandrifdairne psir@haser)

6.76  Participants feltthatthes hor t er ti me period created a sense of 0
the fundbés per f or masaresultipartEipaots prefeires the 10 gearrperiod

timelinebutalso said it would be even better to be shown t
Al prefer it to include the fundbés | ifespan, becaus
donodt . I like to have the perfor manc emdsticentenieny f r om

for them tSpasPastvpurochaser)

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 understandingand t hus assi st the ir
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
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inception to promote a greater understanding of a f
Il ine graph would better represent the fundébés perfor

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.

fMisleading i people put too much emphasis on thisoHungary

filt's not specified if the profit is before or afte
al so noltalycl ear o

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.

Al don't bel i e weuldddweltwitmiiEsrkind of historit presentation. With this
document | would not realGQeynagel | anything to be hon

fifrend the fund has seen coulSame simplified and sul

6.83 Tosummarise,thei nt er memdpanseiwassifilar 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 whi ch coul d be incurred ag
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;

i} The investment grows by 5% each year;
i} That the investor pays the maximum charges shown in the table of charges above, and,;
i 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

Type of fund

How charging ABC Emerging ABC Absolute ABC Capital
structure was Markets Fund (Higher | Return Fund (Lower Protected

shown risk/higher potential risk/lower potential Structured Fund
reward) reward) (Complex risk and
reward profile)

Without
lllustration of 1C and 2C
Charges

With lllustration
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.

‘ Thoughtful and Creative Research 110



EUROPEAN COMMISSION UCITS DISCLOSURE TESTING

7.5

7.6

7.7

7.8

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.

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.

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.

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.

Overall understanding of charges

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.
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7.9

7.10

7.11

Figure 7.1: Overall comparison, Charges

Overall Comparison: Charges

Q5) Please choose which of the following statements is most likely to describe each fund

VARIANT 1 VARIANT 2

(

CORRECT CORRECT
\/ Auowin @ Doc 1A Blue @ Doc 1B Red v Pt I Doc 2A Yellow E Doc 2B Green
J 11%
12% ; 9
Has the higher entry charg: Has the higher entrycharg/ 58% i‘}%
10% )
’ Has the higher ongoing charg 309 459/ 11%
]

Has the higher ongoing charg

Ignoring the cost of performance, Is likely to be more expensive if you
and assuming no growth, is likely ta cashed in your investment after 5 42% 230|’0 14%
be more expensive if you cashed in years
the investment after 5 years i
Ignoring the cost of perfo_rm_ance 14% Is likely to be less expensive if you
and assuming no growth, is likely to cashed in your investment after 2 19% 48% ] 13%

be less expensive if you cashed in

$ years
the investment after 2 years

s
H:H:H

Is most likely to have the higher

v
level of transaction costs 49% @/o

Incurs additional charges if the fu Incurs additional charges if the fund 48% 14 0
achieves its objectives achieves its objectives 0 0 15%
o Base = All group 1 (1935) Base = All group 2 (1958)
You
i 34
Consulting ﬂ;nmtn
W e g toau

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.

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
consumer s6 ability to compare the charges associ

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  Atthe end of the Strategy and Objectives section of document 2B, there is a statementthat 6t he f und
manager may make fr equent The thargeg gestiontofothistdbcement thent f ol i o
states that the percentage given for ongoing charges 6 d o e s clude transaction costs incurred by
the fund when its manager b uThese staterdents dolndt appeartinghee s an ¢
Variant 1 document describing the same fund (document 1B). In asking respondents whether they
felt that document 2A or 2B was dnost likely to have the higher level of transaction ¢ o s,tthe 6
intention was to check whether respondents picked up on the statement in the Strategy and
Obijectives 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  Correct 58 62 62 54 57 53 54 67 59 53
charge (Doc 1A)
Incorrect 16 14 19 11 16 18 19 11 15 19
(Doc 1B)
Has the higher Correct 52 50 59 48 49 47 57 55 53 50
ongoing charge (Doc 1B)
Incorrect 25 28 24 26 22 27 21 24 24 26
(Doc 1A)
Ignoring the cost of Correct 41 41 41 37 44 36 45 47 41 44
performance and (Doc 1A)
assuming no growth,
is likely to be more
expensive if you Incorrect 24 23 31 21 26 21 23 27 25 24
cashed in the (Doc 1B)
investment after 5
years
Ignoring the cost of Correct 49 48 56 46 48 46 50 50 50 46
performance and (Doc 1B)
assuming no growth,
is likely to be more
expensive if you Incorrect 18 17 18 14 22 17 19 23 18 22
cashed in the (Doc 1A)
investment after 2
years
Incurs additional Correct 49 53 62 49 44 44 42 48 49 47
charges if the fund (Doc 1A)
achieves its Incorrect 14 11 15 8 22 16 16 14 14 15
objectives
(Doc 1B)
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  Correct 58 62 63 52 53 50 58 66 59 51
charge (Doc 2A)
Incorrect 17 14 17 17 21 14 18 15 16 20
(Doc 2B)
Has the higher Correct 45 39 50 45 44 40 49 48 46 41
ongoing charge (Doc 2B)
Incorrect 30 36 30 32 28 33 25 30 30 32
(Doc 2A)
Is likely to be more Correct 42 44 48 40 36 37 44 44 42 38
expensive if you (Doc 2A)
cashed in the
years (Doc 2B)
Is likely to be more Correct 48 42 53 43 47 49 44 58 47 51
expensive if you (Doc 2B)
cashed in the
investment after 2 Incorrect 19 18 23 20 21 16 12 21 19 19
years (Doc 2A)
Is most likely to have  Correct 20 16 24 15 26 21 20 20 19 27
the higher level of (Doc 2B)
transaction costs Incorect 49 53 53 51 42 47 49 45 50 42
(Doc 2A)
Incurs additional Correct 48 50 58 51 43 42 39 50 49 42
charges if the fund (Doc 2A)
2;2"2;3;& Incorrect 14 8 17 11 24 12 11 16 13 19
J (Doc 2B)
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 identifyingthe fund  most | i kel y
have the higher | e v e The mérgintbetwerns thec gropastion of cogectsadd
incorrect responses was much smaller than average for investors in Spain the case of thefund 6t h a't
waslikel y t o be most expensi v andioftheduaddwveidt hi nt haef theirg hSe ry
c h ar ig ¢hé 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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7.17

7.18

7.19

Understanding of charges, ABC Emerging Markets Fund (Documents 1A and
2A)

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

CHARGES: Documents 1A/2A: Understanding o

charges
Q11/26) Looking at the document, can you indicate which of the following statements associated
with this fund are true or false? ABC EMERGING MARKET FUND
/ CORRECT 1A BLUE 2A YELLOW
ANSWER , W FALSE ®TRUE

If the fund performs better than its
benchmark you will be charged
more

Charges reduce the growth of you
investment

Entry charges could be less than 5

You will be charged a performancg
fee if the fund doesn't perform
better than its benchmark

The amount of performance feeg
taken can vary significantly from
one year to the next

o Base = All group 1 (1935) Base = All group 2 (1958)

You .
Consulting W:.um.. %

W e g fgau

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.

The level of difference is slightly lower in the case of the statementthat 6 ent ry charges coul

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 o6fixedd (
that this is a maximum charge).

despi f
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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 Document 2A

(5 statements) (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 1 Ireland 3.3 Ireland

Lowest average of correct responses 2.97 Spain and ltaly 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 Correct 62 63 70 62 63 58 57 60 62 60
better than its (True)
benchmark you will
be charged more Incorrect 22 22 19 14 20 22 32 23 22 24
(False)
Charges reduce the Correct 62 68 63 58 63 57 65 63 63 57
growth of your (True)
nvestment Incorrect 22 17 26 15 20 28 22 22 20 29
(False)
Entry charges could Correct 55 51 62 50 55 53 56 60 55 58
be less than 5% (True)
Incorrect 31 36 28 24 32 34 34 27 31 31
(False)
You will be charged Correct 60 61 64 60 50 57 71 55 61 54
a performance fee if (False)
the fund d
its benchmark (True)
The amount of Correct 62 61 69 65 61 61 54 63 61 64
performance fees (True)
taken can vary
significantly from Ir(llczzeollréz;:t 23 25 21 10 23 23 35 20 23 21
one year to the next
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 Correct 59 63 66 59 58 60 57 53 60 54
better than its (True)
benchmark you will
be charged more Incorrect 23 21 21 16 22 21 31 28 22 27
(False)
Charges reduce the Correct 61 69 61 57 60 47 66 63 62 55
growth of your (True)
nvestment Incorrect 22 17 24 15 24 31 22 19 21 28
(False)
Entry charges could Correct 54 50 59 53 62 46 53 57 55 54
be less than 5% (True)
Incorrect 30 34 33 18 24 35 35 29 30 31
(False)
You will be charged Correct 58 60 62 56 49 52 73 50 59 51
a performance fee if (False)
the fund d
its benchmark (True)
The amount of Correct 69 68 78 66 65 67 65 69 68 72
performance fees (True)
taken can vary
one year to the next  (False)
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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7.26

7.27

7.28

Figure 7.3: Understanding of charges, ABC Absolute Return Fund

CHARGES: Documents 1B/2B: Understanding -

Q16/31) Looking at the document, can you indicate which of the following statements associated

with this fund are true or false? ABC ABSOLUTE
1B RED RETURN FUND 2B GREEN
v CORRECT gFALSE M TRUE M FALSE ® TRUE
ANSWER

You pay entry charges in addition
to your investment

On-going fund charges can vary \‘/
each year
B 6%,
i

Entry charges could be less thaf
3%

A charge 0£100 means that the
return on your investment will be
reduced by more thare100

H B HEB
H B B EH

v iﬂ
—
2o

i

Base = All group 1 (1935) Base = All group 2 (1958)

You . o
Consuiting ﬁmmn 37

W e fguns igau

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%).

Uncertainty over the relationship between charges and investment return was evident in the fact that
respondents were equally Ilikely to answer correctdl
charge of 0100 means that the return on your invesHt
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.

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-o f f charges ow
taken before or after you invest o and it i s pos
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 d6investedd at
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

7.30

7.31

7.32

7.33

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.

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 Document 2B

(4 statements) (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 i 2.1 Ireland 7 2.1

Lowest average of correct responses Sweden and ltaly i 1.7 ltaly i 1.6

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.

In terms of responses to document 1B (ABC Absolute Return Fund), investors in Germany were
much more likelyt han average to understand that a cha
nvest ment by more than 0100 (58% answered th
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.

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.

rge
i s
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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 Correct 21 11 25 22 29 25 23 15 21 25
addition to your investment  (False)

Incorrect 62 73 65 49 52 59 65 72 63 58
(True)

On-going fund charges can  Correct 60 56 67 58 61 53 61 62 59 63
vary each year (True)

Incorrect 27 33 25 20 24 33 29 26 27 24
(False)

Entry charges could be Correct 63 59 73 58 65 57 63 67 62 68
less than 3% (True)

Incorrect 23 27 19 18 21 26 27 20 23 20
(False)

A charge of 0 Correct 38 58 45 29 37 31 31 33 38 38
that the return on your (True)

investment will be reduced

by more than Incorrect 38 26 35 32 40 41 52 37 37 39
(false)

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 Correct 21 11 28 21 35 23 12 15 20 25
addition to your investment  (False)

Incorrect 63 7% 60 52 45 63 73 71 64 57
(True)

On-going fund charges can  Correct 63 63 68 60 60 56 64 67 63 63
vary each year (True)

Incorrect 23 23 21 21 24 28 23 21 23 23
(False)

Entry charges could be Correct 60 54 65 59 57 55 60 67 60 56
less than 3% (True)

Incorrect 25 30 25 15 28 28 28 22 25 27
(False)

A charge of G Correct 38 55 53 29 32 27 35 35 38 38
that the return on your (True)

investment will be reduced

by more than Incorrect 36 27 31 29 40 41 48 37 36 37
(false)

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

734 I n order to assess the role of the inclusion of
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:

| For the ABC Emerging Markets Fund, for charges over a 5 year period if they invested
al10, 000
| For the ABC Absolute Return Fund, for charges ov

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 01,601 to 02,200 for the ABC(
band 04500 to 01,100 for the ABC Absol thitasebRatickur n Fun

Figure 7.4: Estimated total charges

CHARGES: Estimated total charges

Q12/Q27) If you were to invest 110000 in this Q17/Q32) If you were to invest 110000 in this
fund, approximately how much would you pay in  fund, approximately how much would you pay
charges (including both entry and ongoing in charges (including both entry and ongoing
charges over a 5 year period if you ignore the charges over a 3 year period if you ignore the
impact investment growth might have?) impact investment growth might have?)

ABC EMERGING MARKET FUND ABC ABSOLUTE RETURN FUND

v CORRECTANSWER W 1ABLUE 2A veLLoY  CORRECT ANSWERLB RED M 2B GREE!

€400-€1000 €500-€1100

€1001-€1600 €1102€1700

€1601-€2200 €1701-€2300

€2201-€2800 €2301-€2900

Don't Know Don't Know

Base = All group 1 (1935) Base = All group 2 (1958)

You o
Consuiting W;mm ®

W e Ao tgau
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7.36

7.37

7.38

7.39

7.40

7.41

In the case of the ABC Emerging Market Fund, it is clear that the illustration of charges given in
Document 2A greatl y i mp rstmae she total impacttobchasgies. lalf oflali t y t o
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 01,600 and a quarter felt that they v

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 ef fect that charges could have over
sum. When asked to estimate the chargesf or a 010, 000 sum invested in t
Fund over a period of 3 years, those viewing Document 2B (with the illustration of charges) were

actually Il ess Iikely to s<eldlecltOOt)h et hcaonr rtehcas ef evei ebwain

(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%).

Investors looking at Document 2B who did not estimate the charges correctly, over-estimated what

the charges would be. Most commonl vy, they esti mat ec
(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 (U509) and charges after
this way and to slightly over-estimate charges as a result is arguably preferable to a risk of under-

estimating charges.

The two tables below (Table 7.10 and Table 7.11) show the variation in ability to estimate the total
i mpact of charges for a 010, 000 i nv e siewngDotumeniser a
1A and 2A by Member State and UCITS experience.

fénl

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.

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 ltaly 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 (10000, ABC Emerging Markets Fund (Document

1A)?

Column percentages

Member State UCITS Experience

Total D IRL S E I H PL Past Future
% % % % % % % % % %
044001000 27 29 24 19 24 33 30 27 27 26
G$10@w1600 43 47 47 41 33 41 42 46 43 42
0$16G2200 10 8 11 8 15 9 12 6 9 11

(CORRECT)
0220402800 5 2 6 4 9 4 6 4 4 10
Dondt 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
;’Z?’I)e 7.11: Charges over5years i f i nv e s ABRGEmMargidgOMarkets Fund (Document

Column percentages

Member State UCITS Experience

Total D IRL S E I H PL Past Future
% % % % % % % % % %
0 4 010D 16 11 10 11 23 19 18 21 16 18
0101600 13 8 14 8 17 16 13 13 12 18
U16@G2200 49 61 54 51 43 41 51 40 49 46

(CORRECT)

62242800 7 8 9 4 5 6 5 9 7 4
Donot 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 010,000 investment over a 3 year per
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 3years i f i nv e s tABQ Absolute®R6tOrn Fund (Document
1B)?

Column percentages

Member State UCITS Experience

Total D IRL S E I H PL Past Future
% % % % % % % % % %
G450W1100 55 63 57 49 45 58 56 58 56 50

(CORRECT)
01141700 18 17 20 16 19 16 20 17 17 21
G17@42300 8 5 10 7 10 9 9 8 8 10
62342900 3 1 2 2 8 3 3 2 2 5
Dondt 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
;g?})e 7.13: Charges over 3years i f i nv e s tABQ Absolute®R6tOrn Fund (Document

Column percentages

Member State UCITS Experience

Total D IRL S E I H PL Past Future
% % % % % % % % % %
G506001100 32 28 25 26 39 37 35 36 33 30

(CORRECT)

61141700 39 48 43 38 37 36 40 30 38 43
01742300 9 7 12 5 10 6 9 10 8 11
02342900 4 3 4 4 3 3 2 6 4 2
Donét 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 headingof6 c har ges taken from the fun
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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7.45

7.46

Figure 7.5: Perceived reasons for higher total charges for ABC Emerging Markets Fund

CHARGES: Variant 2: Reasons for difference in -
charges

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?

/ CORRECT ANSWER

Because the two funds have
performed differently in the past

9%

I'

Because one fund's ongoing charg,
includes a performance fee and th
other does not

26%

Because one fund includes
transaction costs and the other doe
not

9%

|

Because the entry charge is high
for one fund than the other

17%

|

Because one fund is more risky thal
the other

21%

|

Don't know

19%

|

Base = All group 2 (1958)

Your o
Consulting y ;..,mm 38
W e g gy

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;

i} 21% stated that the fees were higher because one fund was riskier;
i 9% stated that the fees were different because the funds had performed differently in the past;
i} 9% stated that the fees were different because one illustration included transaction costs and

the other did not.

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

7.48

7.49

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 KIl 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).

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

CHARGES: Variant 2: Understanding of illustrati
of charges

Q38) Looking at both documents, Can you indicate whether the following statements associated wit
these funds would be true or false?

CORRECT
/ ANSWER H FALSE H TRUE

The growth rate shown in the illustration of]
Charges table is guaranteed

The lllustration of Charges table is an accurate
guide to what you will actually pay in charges
over the term of your investment

The past performance chart takes account gf
the impact of transaction costs

Transaction costs can have a significant effeg
on the total charges paid

H BH B

Base = All group 2 (1958)

You . o
Consulting W;umn #
W e g fgu

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 readersdo t
rather the indications/guidelines. However given that the illustration uses maximum charges then the
chances of individuals being O6surprisedé by higher
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
@oes not include transaction costs incurred by the fund when its manager buys and sells shares and
b o n dlso&pplied 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

(4 statements)

Highest average of correct responses 2.27 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 asoétlie xgdédwt h hegt ave
the illustration of charges is gua r a n t (25% ddnpared to 16% of experienced investors) and that

6the illustration of charges table is an accurate ¢
your i nv(408%tcampaned t 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 | H PL Past Future
% % % % % % % % % %
The growth rate Correct 65 76 65 62 55 61 71 66 67 57
shown is the (False)
illustration of
guaranteed (True)
The illustration of Correct 49 58 49 62 44 46 38 43 50 43
charges table is an (False)
accurate guide to
what you will pay in
term of your (True)
investment
The past Correct 44 36 51 32 48 49 39 49 43 47
performance chart (True)
takes account of the
costs (False)
Transaction costs Correct 64 76 69 56 59 57 64 67 64 61
can have a (True)
significant effect on
the total charges Incorrect 18 10 18 15 21 25 21 17 18 20
paid (false)
Base: All Group 2 1958 278 293 273 282 271 275 286 1668 290
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7.56

7.57

7.58

7.59

7.60

Assessment of understanding of charges amongst those with a higher
number of donét know responses to the char

Throughout the questions testing understanding of charges there was a relatively consistent

proportion of respondents (approximately between 15%-2 0 %) who answered fAdonot
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
thosewhohadahi gh proportion of donét know responses to

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-o f f of 3 or more donot know responses
group 1 respondents a tot al of 287 (15%) fell i nto
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.

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 statement6entry charg
coul d be | ewhih 1% aonrectly ¥déntified 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 factthat6 ongoi ng char ges ¢l6% identified yhat thia wds trug)eaadrthdat 6 ent r vy
charges could be less than 3% (again 16% identified that this was true).

Of the 5 statements asked about Document 2A, the ones attracting the highest levels of correct

response from this struggling group werethat6 c har ges reduce the grlO@t h of
and that 6t he amount of performance fees taken can var)
(10%) . For Document 2B al |l the struggling responc
statements.

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 KIl 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.

iThe table and text tells you what the maxi mum cha
be smaller. Instead it refers you to a financial advisor. | would like to know under what circumstances
lcoul d p aoldné Fwuredpurchaser)

AwWwhy doné6ét they know howl mwoh!| dhki katt HwedemtPasgbe i s P ¢

purchaser)
fi | think it is too technical, and there are thing
commi ssions out of the Spam(ongxperiecdd) cal ly. When?bo

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 thatther e woul d al so be other O6hiddend charges t ha
to the effect that all charges that the fund would incur were listed in the core charges table would be
welcomed.

iThey dondt necessarily agidv e hyeawr tntag fbwel lotihrefro rcnmaatr
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 KIl 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.

iYou have to do fewelrf cad ctthaticahs ul atbBwaedens(Pastr e dor
purchaser)

AfAt | east itl imeagnvidow deéfarnttyely not buying this p
i ndi cat i onrreland (Fattiré puechager) o

fil think itddi soosfesomet hing they doBweten kPasd w. |t
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 thosewho ar e happier to take the figures Oat

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.

fiRegarding the |11 I thisisagoodiideabutgenerallyhtres costs are described in a
way that we do mdngaryw(Rutueerpsrthaserd . o

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.

ilt should tell you how much youdéd have &wedénhe end
(Past purchaser)
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7.71

7.72

7.73

7.74

7.75

INTERMEDIARIES

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 bet ween 6éentryd and dbéongoingb <char dgrgs

Some intermediaries in both Hungary and Sweden stated that the funds that they dealt with did not

have an entry charge at al . I n Spain, intermedi

wa s

ar i

6Depositaryds Feed were uéedgainngpl actearagfe. 6 Emt rpdr

difference in terminology, intermediaries felt that there was a need for greater clarification of the
ongoing fee in the Kll 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).

The views of intermediaries on the inclusion of an illustration of charges were mixed. Some felt that

this was helpfuland t hat the wuse of oreal sums of moneyo

investors.

ot

I't uses r-gGarmanfi gures. o

W (

iThe charges have been il l u¥®Paolamd ed in an approachab

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.

=1}

filt i s liglé damggreus ta make these speculative calculations because often the customer
will focus too much on these calculations.0i Germany

Those intermediaries opposed to the inclusion of an illustration of charges felt that the space taken
up by this table in the draft KIl 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.

If the illustration is retained, intermediaries were keen to see two of the amendments also suggested
by investors;

i} Clarification that the charges shown are cumulative rather than annual,

i 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.

I'tés not a guarantee that it will ilbwedent 5% and
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8

8.1

8.2

8.3

8.4

8.5

8.6

Structured Funds

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 patrticularly 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 KIllI for these particular types of funds.

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.

Two structured fund documents were tested:

u Document 1C, including four graphs showing very favourable, favourable, flat and weak
performance scenarios

u 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

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.

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.

Consumers

Around half of consumers had heard of structured funds although some referred to them as
6guaranteed f undsd thase who felethey knbw enaugheabdut it to comment, a
majority would consider investing in such a fund primarily because it was felt to be relatively safe i
particularly important in the current climate.

df my goal was to have a low but reliable incoéidungary(Non-experienced

oBecausef the security. | like playing it ssf&ermany(Pastpurchaser)

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.

7

A LINF OQOGAOFtfte RARYQUH NBIFIR GKS flaid G2 R20dzyS)
themd Epain(Non-experienced
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8.7

8.8

8.9

8.10

8.11

8.12

8.13

8.14

8.15

aYou have to understand the conceptghis one more so than in the other offeSpain(Past
purchaser)

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.

df | keep my capital in for the whole five years | would get all my capitaf baténd (Past
purchaser)

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.

AiQa 20SHI pURKSIWNR AGYyRAOSa o | & Sopdmm@est2 L QR ¢
purchaser)

In addition, two individuals felt that the performance scenarios section predicted future performance.

dYou are going to get 60% rise of the indie®land (Pastpurchaser)

In terms of the presentation of the performance scenario information, the table was preferred by a
majority of consumers.

The graphs appealed to those for whom any visual h
what was going on straight away. The graphs may also be more suited to the more experienced
who like to see fluctuations over time:

aL OFy a8S (KS INRSGKIT BuK@Bi(RaStpircligeS INI LKA NR & S

However, for most the graphs were found not to be intuitive or self-explanatory, requiring a thorough
reading of the explanation (if not background knowl

GL KFER G2 32 o6F0O1 FYR NBIFIR (KS 202S0GA@Sa |yR
Ireland (Pastpurchase)

For this reason, the graphs were felt to be less suited to the inexperienced investor.

G¢KSe FNB 2yfteée Of SN G2 LIS2LIX S ltayPhastpkrehd@ser) R2y S f

iKSas f Ay SEewithgsaphs ieéadsy dtieXyou G KA Y |
I NB T dzf f @ SpaMiPastisuBckaseR2 y Qi YSIy I

L 2dzald asSs ¢

S f
aidzRé UGKSY OSNE

O

The other reason the graphs were felt to be too complicated was that four scenarios was felt to be
too many.

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 i it would be better to
write out the full year i.e. Nov 2008 rather than Nov 08.

Thoughtful and Creative Research 136



EUROPEAN COMMISSION UCITS DISCLOSURE TESTING

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).
dt's well presented evenforan@dNR FSaaA2y It XKSNB 6S aSS | OGdz f
tells what | can expeetin Euros if the fund performs a certain wa@ermany(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 pointedout t hat the tabl e sbewrtimaa6t show fluctua

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.

@KFEG L R2y Qi dzy RSNEGFYR Aa (GKS 3INI LIO®panL i Qad O
(Past purchaser

A 61 & TSR dzLJ | Fii SNI AGemBy@astparchasdrii Qa y2i 02y Of dz

8.21 By contrast, the table was felt to be easier to read and more successful at conveying information.

@ KFEiQa 3F22R lFo2dzi GKA&a 2yS A& UKSPolad@dsS> A G A
purchase)

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.

W2 SF1 LISNF2NXYEyOSd Aa F YIN]SGA¢Gema§NyY | yR ak

NN

GTechnical languageneeds to be 'dumbed down' a bi¢.g. Préected maturity share price could
be 'you will receive your capital b&ZKreland

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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df you start to do these scenarios then you're building an expectation of what the fund could give
FYR OFyudld 3IAGBSXEKAAA VA YN KESHERNGFS NEHIXA Z (GKAA Aa

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.

fiTakes a |l ong time to ufinghea expeatndvouldd f Sicaulet af rer s
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

9.1

9.2

9.3

9.4

9.5

Overall Views of Documents

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.

The gquantitative 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.

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.

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 Kll document, although very few will understand the entire
content.

Sections of most and least importance

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%).

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.
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Figure 9.1: Sections of most and least interest

OVERALL VIEWS: Sections of most interest -
Q44) Thinking of the overall documents, which section of these documents would you pay the most
attention to when selecting a fund?
5=LEAST
ATTENTION
5
4
13
12
]
1=MOST
ATTENTION
Objectivesand Risk and Reward Past Performance Charges for this Additional
Investment profile Fund Information
strategy
o ©
Consumng W;u“m Base = All respondents (3893) 46
W e g g

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 wereno6t s sithey wowld bheanbst likety totlookaan

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 Most 28 35 24 21 27 27 24 35 28 28
strategy lesst 3 1 3 3 4 1 4 2 3
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
Least 4 5 5 3 3 4 4
Additional information Most 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 Kll (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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9.9

9.10

Figure 9.2: Understanding of additional information section

ADDITIONAL INFORMATION: Variant 1

Q20) Please look at both documents. Please indicate whether the following statements
associated with these funds would be true or false?

CORRECT
\/ ANSWER @ FALSE s TRUE

In the years when the funds achieve growth, thev
will pay out a sum to investors as income from th
fund

If you wanted information about the tax implications
of making an investment in the funds, this
information could be obtained by following one &f

The price of each fund is published online eact
business day

You can obtain a prospectus for each fund fora f¢/

The past performance chart takes account of the /
impact of all charges and costs

<\
BEEHH BE

L)
You . Base = All group 1 (1935)
Consuilting W‘:.,mm 42

W e g g

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

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 Kills 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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9.11

9.12

9.13

9.14

Figure 9.3: Sections easiest to understand

OVERALL VIEWS: Sections EASIEST to unders

Q42) Thinking of the overall documents, which section of these documents did you generally find th
easiest to understand?

B DOCUMENTS 1A/1l ® DOCUMENTS 2A/2|

32%3194

23%23%

12%12%

Objectives andRisk and Reward Past Charges for this  Additional Don't know
Investment profile Performance Fund Information
strategy
Base = All group 1 (1935) Base = All group 2 (1958)
You o
Consuilting ﬂ;umu a4
W e fgunas g

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).

The key difference by variant viewed was in reactions to the risk section i 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.

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).

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
Totalk 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
Dondt know 12 11 25 12 11 9 12
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 5 7 10
Additional information 3 4 4 2 3 3 3
Dondt know 12 14 25 11 13 11 13
Base: All Group 2 1958 278 293 273 282 271 275 286 1668 290

9.15

9.16

9.17

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.

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.

Figure 9.4 shows which sections were perceived as hardest by variant viewed.

V-
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9.18

9.19

9.20

Figure 9.4: Sections hardest to understand

OVERALL VIEWS: Sections HARDEST to under-

Q43) Thinking of the overall documents, which section of these documents did you generally find th
hardest to understand?

H DOCUMENTS 1A/11 ® DOCUMENTS 2A/2]

43%

13%14%

Objectives andRisk and Reward Past Charges for this  Additional Don't know

Investment profile Performance Fund Information
strategy
Base = All group 1 (1935) Base = All group 2 (1958)
You o
Consulting W:.,MN ®
W e gy g

The inclusion of the illustration of charges table seems to be more likely to make investors classify
the charges sectonas t he O0har des @43%tchoseuchadyesras thea hamdiast section to
understand in documents 2A/2B compared to 22% in 1A/1B).

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.

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
Totalk 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

Dondt 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
Donét know 14 15 12 21 13 13 15 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.

Thoughtful and Creative Research

146



EUROPEAN COMMISSION UCITS DISCLOSURE TESTING

9.23

9.24

9.25

9.26

9.27

Qualitative research

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

Consumers had up to 35 investments, but the majority had none, one, two or three. Their knowledge

of i nvest ment products varied from those who knev
decisions to the professionals, to the fewer who felt mor e 6cl ued wup when. it C (
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.

Around half of consumers had received information similar to the Kll 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.

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 Kll 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).

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 infor mat i onThase custenerafellthatfthe availalblify t he ¢
of a short document such as the Kll would have made them less likely to encounter these problems.

AfWe receive a |l ot of wuseful information from the f
by the time weve made our decision we forget...these docun
bothered to read them fr cdHingarh(Pastoparghaser)i ng t o t he end

ilt was an account that | thought paid 5%.idwaser est
just displeased. .it was in theSmim@brexpgerenced) so reall
iThey would only present beneficial features of t
information in the document but because it was writenwi t h s mal | f oPotandl(Futugnor e d
purchaser)
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9.28  On receiving the KIl 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:

GThe numbers always catch your attention first rather than the wéndsy (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:

Ao want to know what they are going to do with my money and how they intend to make me a
profit.€ 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  Atan 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 investorsand A hi gh net worth ir
with vast knowledge and at | east sev.eral years expe

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 i leaflets, factsheets or summarised brochures - although a
few give out the full prospectus or brochure only. The majority of the intermediaries interviewed
make Klls 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.

& L Ay b¥ a lack of interest rather than understanding. People don't want to look at these for very
long£ Ireland

df they had the energy to read it then they probably would understanteadt parts of it.
Comparison of funds is difficult as so many parameters invbBswedden

GThe more financially experienced might go to net comparison sites to compare as these age easier
Sweden

9.40  The vast majority of intermediaries felt that the new Kl 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 Kll 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:

=]

Itdéds something that lreltmédt people donodét read. o

ot

Can be found e®panly el sewhere. o
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10 Key conclusions

OVERVIEW

10.1 Phase 2 of the KIlI 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 Kll 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 KIl 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:

u 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 Obijectives 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.

i} 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
Kll 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.

u 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 KlIl 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 6heal th warningo6é6 that
guaranteed.

i} 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.

u 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 v
rewarddé section. It may be pdsiskintbdthethetdacumendsj ust t
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

Risk and Reward
Profile

Past Performance

Charges

Additional
Information

Performance
Scenarios

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.

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.

z

The addition of an 0! 6 t oewarth grofie alsoe
caused some confusion. While respondents generally understand this symbol
to indicate something o6differentd a
why this o6differenced cannot be ref
numeric category.

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.

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.

Generally this section was felt to be of lesser importance and the amount of
space devoted to it appeared disproportionate.

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).
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10.5

10.6

10.7

10.8

10.9

10.10

THE IMPORTANCE OF PREFERENCE

The impact of complete Kll documents on consumer's understanding of the proposed investment is
clearly the most important issue for the phase 2 research to measure. Ideally the Kl 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 KIl documents.

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 beregardeda s a -did®esd scenari o.

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.

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.

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.

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 KlI 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®. 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 Kll document and against which we can
assess our Kll 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 fglossyoit 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:

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.

% An example being the FSA report The development of more effective product disclosure
www.fsa.gov.uk/pubs/consumer-research/crprl8.pdf
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Language

Sign-posting

Density of information

Standout

Should be written in clear, plain language avoiding jargon wherever
possible.

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.

The documentds first Amgsyobderse texn
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.

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 Kl 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:

10.17

i} 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;

i} 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.

To address the density of information we do not recommend increasing the number of pages in the
Kl 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 Kil 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:

e Dbeat 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

e achieve steadier performance than this index.

Strategy

At least 60% of the fund is invested in shares of companies traded on emer gi ng ctockntri es
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

gover nment bonds or fAinvestment gradeod corporate bon
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
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Variant D
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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 shownisbasedon|l ast year 6s expens
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
cashitin

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 charges hown i s based on | ast yeart
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 ongoingcharges hown i s based on | ast yearf
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 |

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 ongoingcharges hown i s based on | ast yearf
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.

lllustration 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 ongoingcharges hown i s based on | ast yearf
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.

lllustration 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
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
1 610,000 |G382
5 010, 000 |[G14097
10 010, 000 |u34014
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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 basedonlastye ar 6 s expenses.
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.

lllustration 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.
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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 ongoingcharges hown i s based on | ast yeart
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.

lllustration 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 as s uambisinvgstnant grew\bye s t
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 G610, 000 |G734

5 010,000 |0Ul1626

10 010,000 |U3165
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Variant M

Investment in the stock markets efnergingcountries such as Brazil, Russia and
China

e 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.

e 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 t h e sgg [dftenecalledfvolatilityleovef then d
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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EUROPEAN COMMISSION UCITS DISCLOSURE TESTING

Variant O

Objectives

This fund aims for regular growth of your investment over a 3 month period, as close as
possibl e, following deflueetbomavcdrfeedhe atbtei t ke t d
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 -t(3&B, Eur oz
Moody 6s) . These ratings indicate a high | evel (
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
interestratesonthef undés val ue.

Statement about Potential Risk and Reward (this is NOT PART OF OBJECTIVE AND
STRATEGY)

Investment in short- and medium -term notes and bonds:

e Usually deliver steady, moderate returns with a corresponding low
likelihood for losses.

e 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) wvariation to the fung
are used in this fund to reduce the impact of such changes.

e Assessments of the ability of issuers of these investments to repay their
debt can vary, which can change the value of the investments. An
i ssuerdés default would also i mpact

(Note : warning on inappropriate holding period is not applicable here)
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EUROPEAN COMMISSION UCITS DISCLOSURE TESTING

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 t he pr oftenecalledfvolatilityleovef then d
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)
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