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In the future it is very likely that we have to make (more)
individual pension investments decisions
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Making appropriate investment decisions is difficult

e |mportance of fees

e Risk assessment

e past return chasing as a result of
— cognitive limitations and/or behavioural biases
— marketing activities and increased search costs
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How to de-bias the investment decision making process?

* |ncrease decision making capabilities in complex world (e.g.
increasing financial literacy)

e Simplify information environment in which decisions are taken

— Limit information quantity (few items on 2 pages)
— Improve quality (include tables and graphs)

European Legislation — Key Investor Information Document (KIID)
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Mandatory items

e Objectives and Investment strategy of the fund

e Risk and Reward Profile (includes a risk picture — 7 point scale)
e Charges/Fees (include table of charges)

e Past Performance (includes histogram of past returns)

Questions

Usefulness of the tables and pictures? i.e. cheaper investment and
better risk ‘assessment’
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Key Investor Information

This document provides you with key investor information

about this fund. It is not marketing material. The

information is required by law to heip you understand the nature and the risks of investing in this fund. You are

advised to read it so you can make an informed

about whether to invest.

123 Fund, a sub-fund of ABC Fund SICAV (ISIN: 4321)
This fund is managed by ABC Fund Managers Ltd. part of the XYZ group of companies

Objectives and Investment Policy

Joint description of the objectives and policy of
the UCITS in plain language (not copy-out of
the prospectus)

Essential features of the product which a
typical investor should know:

* main categories of eligible financial
instruments that are the object of investment

« a statement that the investor may redeem
units on demand, and how frequently units
are dealt in

= whether the UCITS has a particular target in
relation to any industrial, geographic or other
market sectors or specific classes of assets

whether the fund refers to a benchmark and
if so which one

= a statement of whether any income arising
from the fund is distributed or reinvested

Other information if relevant, such as:

« what type of debt securities the UCITS
invests in
« information regarding any pre-determined
pay off and the factors expected to determine
performance

« if choice of assets is guided by growth, value
or high dividends
« how use of hedging / arbitrage / leverage
techniques may determine the fund’'s
performance

« that portfolio transaction costs will have a
material impact on performance

* minimum recommended holding term

KIID

Risk and Reward Profile ’

Lower risk sk

1.34567

Narrative explanation of the indicator and its
main limitations:

Historical data may not be a reliable
indication for the future

Risk category shown is not guaranteed and
may shift over time

The lowest category does not mean ‘risk
ml

Why the fund is in its specific category
Details of nature, timing and extent of any
capital guarantee or protection

Narrative presentation of risks materially
Typicasly higher rewards relevant to the fund which are not adequately
captured by the indicator:

Credit risk, where a significant level of
investment is made in debt securities
Liquidity risk, where a significant level of
investment is made in financial instruments
that are likely to have a low level of liquidity
in some circumstances
Counterparty risk, where a fund is backed
by a guarantee from, or has material
investment exposure through contracts with,
a third party
Operational risks including safekeeping of
assets

Impact of any techniques such as derivative
contracts
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The charges you pay are used to pay the costs of running the fund, including the costs of marketing

and distributing it. These charges reduce the potential growth of your investment. The chart will be supplemented with
0% prominent statements which:
[One-off charges taken before or after you invest The entry and exit charges shown are maximum Py
. In some cases you might pay less - you « wam about its imited value as a
!&mycl\um 0% mlndtfisomfmnyouﬁ\mdllodvlw % guide to future performance
charge 5% - .
e 0% The ongoing charges figure is based on % - « indicate briefly which charges have
This is the maximum that might be taken out of expenses for the year ending [], This figure may been inchaded or excluded
your money [before it is invested]before the vary from year to year. It excludes: -25% -
|proceeds of your investment are paid out], 5% - « indicate the year in which the fund
|Charges taken from the fund over a year « Performance fees T5m - came into existence
|Ongoing 0% « Portfolio transaction costs, except in the case of -10% « indicate the currency in which
charges an entry/exit charge paid by the UCITS when 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 mm;‘;‘“u‘ﬁ
Charges taken from the fund under certain buying or selling units in another collective
|specific conditions investment undertaking
|mm (1% a year of any retums the For more information about charges, please
foe fund achieves above the see pages x to x of the fund's prospectus,
benchmark for these fees, which is available at www.ucitsfund/
[insert name of benchmark].
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Improved investment decision?

1. Simple graphical representations lead to a reduction of
preventable fees up to 20 percent

SRRI'is important to recognize funds are similar in risk

Higher probability to minimize fees — although not
statistically significant, economic effects are large

4. Effects are solely for students sample, but not for the
investor sample

Infographics lower portfolio fees for vulnerable group, do not
affect (knowledgeable) investors
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Investors take suboptimal decisions and incur unnecessary
fees due to behavioral biases

e Bailey et al. (JF,2011), Agnew and Szykman (JBehF,2005),
Benartzi and Thaler (AER,2001; JEP,2007)

Limit information quantity
e Beshears et al. (2011), Choi et al. (RFS, 2010)

Psychology-guided information disclosure
e Bertrand and Morse (JF, 2011), Bertrand et al. (QJE,2010)
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Focus on representations in line with industry standards

One-off charges taken before or after you

invest
Entry Charge: 2.00%

5.00% on sale of
Exit Charge: units within one

month of purchase

Charges taken from the fund over a year

Ongoing Charges:

1.11%

40.0%

30.0%

20.0%

10.0%

0.0%

-10.0%

-20.0%

-30.0%

-40.0%

-50.0%
2005 2006
BFund 24.9% 17.9%

Index 26.1% 19.6%

2007 2008 2009 2010 2011
22% -441% 31.6% 11.2% -9.0%
27% -43.7% 31.6% 11.1% -8.1%

Lower Risk
Typically lower rewards

Higher Risk
Typically higher rewards

<€

>

1 2 3 6 7
500 1
2012 2013 2014
15.7% 18.8% 6.9% 440 —— —
17.3% 19.8% 6.8% 1 12 24

Initial investment —— Expected return after costs

Months
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When confronted with the text-only disclosure (TG1) (i)
higher deviations of risk assessment and (ii) incur higher
preventable fees

When confronted with graphical risk indicator (SRRI) (TG2)
(i) lower standard deviations of risk assessments and (ii)
incur lower preventable fees

Individuals who view the net expected return graph (TG4)
incur lower preventable fees

Individuals who view the graphical risk indicator (SRRI) (TG5)
and the net expected returns graph have (i) lower standard
deviations of risk assessments and (ii) incur lower
preventable fees
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Basic setting inspired by Beshears et al. (2010)
 Experimental survey among students and Dutch Investors

* Participants are asked to invest (virtually) $500 ($10,000) in 3
MSCI Europe Index Funds

* These funds differ only by their fees and thus the optimal
strategy is to minimize costs by allocating all the available
wealth to the cheapest fund
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Incentivized digital survey among students (TiU)
Survey among Dutch investors facilitated by AFM

1 control group and 5 treatment groups

509 (352 first year/157 graduate) student respondents

592 (341 own investments/241 delegate) investor
respondents

Average age (20/50), women (30%/40%)
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ontrol Group and Treatment Groups

KIID
Control Group

Lower Riss Higher Risk
Tymizally lzwer s Tomisaly highar renards

One-off charges taken before or after you
invest

Entry Charge: 2.00%

5.00% on sale of
Exit Charge: units within one
month of purchase

Charges taken from the fund over a year

5 At SLER 125 A O 32
Slwec Tt DT AT 4O7R 2165 1 1R a8

TG1
Text Only

‘One-off charges taken before or after you
invest

Entry Gharge: 2.00%

5.00% on sale of
Exil Charge: units within one
month of purchase

Charges taken from the fund over a year

TG2
SSRI

Lawer Risz Higher Risk
Typally ke s Tysicaly higher rowards

‘One-off charges taken before or after you
invest

Entry Gharge: 2.00%
5.00% on sale of
Exit Charge: units within one
month of purchase

Charges taken from the fund over a year
Ongoing Charges: 111%

TEXT

TG3

Past Return
Histogram

TEXT

One-off charges taken before or after you
invest

TG4

Net Expected
Return Graph

‘One-off charges taken before or after you
invest

Entry Charge: 2.00%
5.00% on sale of
Exit Charge: units within one
month of purchase

Entry Gharge: 2.00%

Charges taken from the fund over a year

5.00% on sale of
Exil Charge: units within one
month of purchase

Charges taken from the fund over a year

Ongoing Charges: 111%
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TG5

SRRI +
NERG

Lower Ris Higher Risk
Tymically lower rewars Typically highsr revards

One-off charges taken before or after you
invest

Entry Charge: 2.00%

5.00% on sale of
Exit Charge: units within one
month of purchase

Charges taken from the fund aver a year

Ongoing Charges:

e
Irda eusstint —— Expecte et ater et
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Gender

Cognitive Level

Risk Aversion Level

Financial Literacy

Education

Investment Experience/Invest yourself
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Past Return ~ Net Expected SRRI + Net
SRRI (TG2) Histogram Eeturn Graph Expected Return

(TG3) (TG4) Graph (TG5)

Text Only

Control Group (TG1)

Past experience with mutual funds 330 (4 349 (4 347 D 338 (4 327 (4 333 (4
l Fund fees, expenses and loads 381 (1) 383 (1) 383 (1) 390 (1) 391 (1)
ast pertormance :

Desire to diversify across funds 358 (3) 382 () 363 () 353 (3) 348 (@ 35T @

Number of respondents &3 83 78 87 a0 88
N
Past Retrn ~ Net Expected SRRI+ Net
Text Only . Expected
Control Group SRRI(TG2) Histogram Return Graph
(TG1) (TG3) (TG4) Return Graph
(TG3)

Past experience with mutual funds 328 (4 3.16 (4 321 (4 324 (4 308 (4 3.18 (4

| Fund fees, expenses and loads 373 (D) 3.71 (D) 3.60 (1) 375 (1) 3.70 (1)
ast performance A A A ; A ;
Desire to diversify across funds 359 (2) 317 (3) 359 (2) 339 (2) 353 (2) 350 (3)

Number of respondents 88 86 102 88 118 110
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Preventable Fees corrected for individual characteristics

Student Sample

Investor Sample

** Significant at 5%
* Significant at 10%

H1
H2

H3 (20%)
H4 (16%)

H1
H2
H3
H4
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Preventable Fees corrected for individual characteristics and

importance factors

Student Sample

Investor Sample

** Significant at 5%
* Significant at 10%

H1
H2

H3 (20%)
H4 (16%)

H1
H2
H3
H4
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If respondents recognize that risk is the same for all funds

If they realize that the benchmark is a well diversified
investment fund

Theory: A well-diversified portfolio only contains
systematic risk

Same risk, same E(R).... Rational investor should
minimize fees

Do investors recognize that risk is the same across funds?
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Risk Standard Deviation corrected for individual characteristics

Student Sample

Investor Sample

KIID 61 TG
control Group Text Only ssrl Past Return

** Significant at 5%
* Significant at 10%
H1 (sign) H1
H2 H2
H4 H4

TEXTJ| = TEXT :-.II.,u. :
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Risk Standard Deviation corrected for individual characteristics

and importance factors
1.6

1.55

1.5

1.45 o
** Significant at 5%

. * Significant at 10%
L H1 (sign) H1

H2 H2
— — H4 H4

Student Sample Investor Sample

1.4

1.35

1.3

1.25

1.2
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 Rational investor should minimize fees

 What is the probability that respondents make the
optimal decision?
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Minimized Fees corrected for individual characteristics (probs)

Student Sample

Investor Sample

163 TG4 165

Past Return et Expected
Return Graph

** Significant at 5%
* Significant at 10%
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Minimized Fees corrected for individual characteristics (probs)
and importance factors

Student Sample

Investor Sample

** Significant at 5%
* Significant at 10%

TEXTJ| = TEXT :-.II.,u. :
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Improved investment decision?

1. Simple graphical representations lead to a reduction of
preventable fees up to 20 percent

SRRI'is important to recognize funds are similar in risk

Higher probability to minimize fees — although not
statistically significant, economic effects are large

4. Effects are solely for students sample, but not for the
investor sample

Infographics lower portfolio fees for vulnerable group, do not
affect (knowledgeable) investors
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Adding confidence bounds to graphs to make consumers be
aware of the risk that are involved

Eye scanner research to investigate where consumers are
exactly looking at — text, tables, figures

Use knowledge in a more direct-pension related application —
UPO, Webportals for DC decisions etc.



