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1. Executive summary

The Canadian Securities Administrators (CSA) are seeking to better understand retalil
investors’ challenges, needs, and preferences with respect to investment fund
continuous disclosures (CD), with the goal of modernizing the CD regime in Canada
to the benefit of retail investors and other stakeholders.

The CSA engaged the Behavioural Insights Team (BIT) to conduct research in
support of this goal. The CSA decided to focus on the management report of fund
performance (MRFP), a key investment fund CD document that investment funds are
required to prepare on both an interim and annual basis. The primary goal of this
research was to identify potential changes to the structure and content of the MRFP
that would enable Canadian investors to make better choices for themselves through
more effective disclosure.

Our mixed-methods research approach, conducted in close collaboration with the
CSA, comprised five key activities:

1. reviewing existing evidence to identify best practices;

2. surveying over 600 Canadians who hold investment fund securities;

3. synthesizing findings from the first two methods to identify both key barriers to
retail investors fully benefitting from CD, as well as potential interventions to
address those barriers;

4. providing input into the CSA’s development of new MRFP designs based on
that synthesis and other key considerations identified by CSA experts (e.g.,
gaps related to reporting on investment fund liquidity issues); and

5. running a rigorous online experiment to empirically test the comprehension
and usability of new MRFP disclosure document designs.

The online experiment found that the new versions of the MRFP that were informed
by behavioural science improved investors’ understanding of information in the
report. Two of the three new versions also boosted investor intentions to review a
future MRFP and were more positively received (e.g., investors rated them as easier
to navigate).

With this research initiative complete, the CSA will now develop a template MRFP
form, to be renamed a Fund Report to boost clarity, and issue that for public
comment. In 2024, BIT will conduct an additional experiment to test a fourth version
of a Fund Report that will be developed subsequent to feedback obtained during the
public comment period. We look forward to sharing the results of that trial in an
update to this report.
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2. Introduction

Background

The CSA is interested in better understanding retail investors’ challenges, needs, and
preferences with respect to investment fund CD, with the goal of modernizing the
investment fund CD regime in Canada, to the benefit of retail investors and other
stakeholders. This interest lines up with the CSA’s mission to foster fair and efficient
capital markets and to provide protection to investors.

The OSC, on behalf of the CSA, engaged BIT to conduct research on Canadian
investors’ needs and preferences for investment fund disclosures. This research
focused on the MRFP, a key investment fund CD document that investment funds
are required to prepare on both an interim and annual basis.! The primary goal of this
research was to identify potential changes to the structure and content of the MRFP
that would enable Canadian investors to make better choices for themselves through
more effective disclosure practices.

Project Approach

To date, this project has completed five phases:

1. a scan of existing evidence (i.e., a literature review) to understand (a) best
practices regarding the presentation of investment fund CD to retail investors,
and (b) the challenges, needs, and preferences of retail investors with respect
to investment fund CD;

2. asurvey of Canadian investors to better understand their self-reported
challenges, needs, and preferences;

3. a summary of key barriers to the intended use of investment fund CD and
promising interventions to address those barriers, based on the literature
review and survey results;

4. the development of three new MRFP designs by the CSA with input from BIT,
using the research findings and relevant behavioural economics principles;
and

5. arandomized, controlled online experiment to empirically test the
comprehension and usability of new MRFP disclosure document designs.

A sixth phase will be conducted in 2024 after feedback is received on a revised
MRFP template that the CSA will publish for public comment. This phase will consist
of a follow-up experiment to test the comprehension and usability of the fourth
revised MRFP.

! Going forward, the CSA intends to rename the MRFP to “Fund Report” to enhance clarity. To avoid confusion, we will continue
to refer to it by its current name, MRFP, in this document.
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3. Literature scan

Literature Scan Methodology

We conducted a scan of the literature to identify (1) best practices for presenting
investment fund CD, (2) key cognitive and behavioural barriers to engaging with,
understanding, and acting on information presented in investment fund CD, and (3)
underlying challenges, needs, and preferences of retail investors.

The literature scan began by reviewing key documents identified by the CSA related
to CD and retail investing. We then conducted an additional targeted search to
identify further research, searching relevant databases and employing a “snowball”
method, whereby we reviewed the sources cited by each relevant document, paper,
and/or report we examined. We also leveraged scans conducted for relevant
previous BIT projects, including our work with the OSC on investor fee reports and
with the Mutual Fund Dealers Association of Canada (MFDA)? on expanded cost
reporting.

The literature scan included regulatory publications, academic articles and books,
and other applied behavioural science sources (e.g., reports that were not peer
reviewed). Reports, articles, and survey data published by the CSA, U.S. Securities
and Exchange Commission (SEC), and OSC provided insight into investor
preferences and behaviours, as well as regulatory strategies. Academic articles and
books offered a mix of foundational concepts (e.g., the impact of information volume
and complexity on comprehension) and narrower studies evaluating different
disclosure theories and practices. The growing body of applied behavioural insights
publications from specialized organizations like BEworks and BIT often feature direct
empirical testing of different disclosure options informed by behavioural science. The
summary of findings below integrates insights from all three types of sources.

Data was reviewed to identify insights relevant to challenges investors might face
engaging with, understanding, and acting on CD documents, with a focus on
identifying best practices for presenting CD documents.

Literature Scan Findings

Disclosures are a common regulatory tool for improving market quality and stability,®
with a primary purpose of enabling informed decision making by investors.
Disclosures can help reduce information asymmetry among market participants and
reduce overall market risk.*

For investors to use disclosed information to make more informed decisions about
their investments they need to open the document, read it, understand it, and know

2 The MFDA and the Investment Industry Regulatory Organization of Canada have amalgamated to form the Canadian
Investment Regulatory Organization.

8 Goldstein, 1., & Yang, L. (2017). Information disclosure in financial markets. Annual Review of Financial Economics, 9, 101-
125.

4 Beerbaum, D., & Piechocki, M. (2018). Can technology overcome information overload? A literature review and comparative
analysis of ESMA’s consultation on the European Single Electronic Standard. Social Science Research Network.
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how to apply their understanding to inform their actions. Following this investor
journey, our literature summary is organized into three main sections:

1. barriers to engaging with (i.e., reviewing) the MRFP,
2. barriers to comprehension of the information contained in the MRFP, and
3. barriers to making more informed decisions on the basis of that information.

Barriers to engagement

Investors are not able to benefit from an MRFP if they do not open it and review it.
This section summarizes relevant research on key barriers to initial engagement with
MRFPs.

1. Investors who open the MRFP may not read or even skim it

1.1. The purpose of the report is not immediately clear

Given the volume of information we are exposed to everyday, people look for specific
cues to determine whether to engage with any given piece of information. The
MRFPs that we reviewed do not make it immediately evident that the report’s
purpose is to help investors determine whether they want to continue to hold an
investment. This means that a key potential signal to engage with the information is
absent. As investors routinely receive a wide range of documents (e.g., performance
reports, account statements, prospectuses, etc.), it may be hard to determine which
documents are most important or how they differ.

This barrier may be addressed by clearly indicating the nature of the report and its
importance in making informed decisions about one’s investments. This was a
central component of effective disclosures that BIT developed and tested for CRM2
reports.®> For example, there was a heading in bold that read “Important: Review Your
Cost of Investing” and a bolded statement in the first paragraph reading “This report
is important because it can help you make more informed choices about your
investing costs.”

In general, we suggest that the intent of the report should be clear to the reader
within a few seconds of first engaging with the document. This principle is known as
the “flip test,” which suggests that the primary purpose of the document, its key
message, be immediately apparent upon turning over the document.®

1.2. Investors may think reviewing the report will be unpleasant

When individuals believe that information or a task will be unpleasant (e.qg., their fund
value has decreased), they often put off engaging with it. This is known as
information aversion or the ostrich effect.” If investors believe that the information
contained within the MRFP or the task itself of reviewing the report will be
unpleasant, they may avoid or put off reviewing it.

5 The Behavioural Insights Team. (2021). Improving Fee Disclosures for Canadian Investors. Retrieved from:
https://mfda.ca/wp-content/uploads/Improving_Fee_Disclosures.pdf

5 Behavioural Science Aotearoa. (n.d.) Simplifying a message: A step by step guide. Retrieved from:
https://www.justice.govt.nz/assets/Documents/Publications/How-to-Simplify-Guide-BSA-for-website-.pdf

7 Karlsson, N., Loewenstein, G., & Seppi, D. (2009). The ostrich effect: Selective attention to information. Journal of Risk and
uncertainty, 38(2), 95-115.
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1.3. Investors may perceive the report to be complex, long, or otherwise taxing to read

Individuals have a limited amount of mental energy - or cognitive load - to expend
focusing their attention throughout the day. If investors perceive a report as complex
or onerous, they will be less motivated to engage with it, on average.® The SEC
notes that many mutual fund shareholders view funds’ CD documents as overly long
and complex, and as a result, many shareholders do not engage with the materials.®

Given this research, there may be an opportunity to decrease the length and
complexity of MRFP documents. By reducing the
perceived effort required to read it, this may boost
engagement (as discussed below, it would also
support comprehension). For example, research
testing the usability of point of sale disclosure
documents, including the ETF Facts and Fund
Facts documents, revealed that investors described
the length (3-4 pages) as about right.1%1 In
addition, information the SEC has received through
investor testing, surveys, and other information
gathering indicates that investors strongly prefer
concise, “layered” disclosures that contain key
information, with a link to more detailed information
provided online or, upon request, sent in paper or
by e-mail.1> The SEC recently voted to adopt rule

Figure 1: The hypothetical streamlined — gnd form amendments to require mutual fund and

Annual Shareholder Report published by . .

the SEC exchange-traded funds to transmit concise and
visually engaging shareholder reports.'® The

hypothetical streamlined report published by the SEC to illustrate what a more

concise report could look like is 3-pages, visually engaging and concise (see Figure

1).14 The principles underlying these promising practices are already recognized by

the existing regulatory framework. Form 81-106F1 Contents of Management Report

of Fund Performance requires that MRFPs be concise, use plain language, and
provide only as much information as is necessary. However, our review of recent

MRFPs suggests that there is significant room for further simplification to address

this barrier (and related barriers to comprehension noted below).

8 Loewenstein, G., Sunstein, C.R., & Golman, R. (2014). Disclosure: Psychology Changes Everything. Annu. Rev. Econ., 6:391-
419.

9 Securities and Exchange Commission. (2020). Tailored Shareholder Reports, Treatment of Annual Prospectus Updates for
Existing Investors, and Improved Fee and Risk Disclosure for Mutual Funds and Exchange-Traded Funds; Fee information in
Investment Company Advertisements. Retrieved from: https://www.sec.gov/rules/proposed/2020/33-10814.pdf

10 Canadian Securities Administrators. (2015). CSA Point of Sale Disclosure Project ETF Facts Document Testing. Retrieved
from: https://lautorite.qc.ca/fileadmin/lautorite/reglementation/valeurs-mobilieres/41-101/2015-06-18/2015juin18-allen-report-fnb-
en.pdf

11 Canadian Securities Administrators. (2012). CSA Point of Sale Disclosure Project: Fund Facts Document Testing. Retrieved
from: https://www.osc.ca/sites/default/files/2021-05/pos_201209_fund-facts-doc-testing.pdf

12 Securities and Exchange Commission. (2020). Tailored Shareholder Reports, Treatment of Annual Prospectus Updates for
Existing Investors, and Improved Fee and Risk Disclosure for Mutual Funds and Exchange-Traded Funds; Fee information in
Investment Company Advertisements. Retrieved from: https://www.sec.gov/rules/proposed/2020/33-10814.pdf

13 Securities and Exchange Commission. (2023). Tailored Shareholder Reports for Mututal Funds and Exchanged-Traded
Funds; Fee Information in Investment Company Advertisements. Retrieved from: https://www.sec.gov/rules/final/2022/33-
11125.pdf

14 Securities and Exchange Commission. (2020). Hypothetical Streamlined Shareholder Report. Retrieved from:
https://www.sec.gov/files/final_2020_im_annual-shareholder%20report.pdf
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1.4. Investors may not engage because they are using other resources to inform their
investment decisions

Investors may rely on other sources for information when making decisions about
their investments. A 2020 survey conducted by the OSC found that half of investors
surveyed consider their financial advisor to be their primary source of information
when deciding to buy or sell an investment.*®> A CSA survey conducted the same
year found that 31% of investors rely only on their bank / adviser to provide
information, with a further 37% receiving information from their bank / adviser in
addition to other sources.*® Investors with an adviser may not be inclined to
independently review their MRFPs. Indeed, investors without a financial advisor are
more likely to use CD documents than those who have one.’

Even those without an advisor may be able to find some of the same information in
other regulatory disclosures or in non-regulatory sources of information (e.g., third-
party websites).'® A 2021 survey conducted by the OSC found that investors scored
CD documents 7th behind other sources of information, including Annual Reports
and summary disclosure documents such as Fund Facts and ETF Facts, in terms of
importance when deciding whether to buy or sell an investment.'® Survey data from
American investors in 2012 suggests that awareness of annual reports is high, with
91% of investors recalling they’d received an annual report from any of the mutual
funds they hold. Of those, just over half reported they read a few key sections of it,
while only 7% read it cover to cover.?°

If investors are receiving sufficient information to make informed decisions about their
investments, the exact source of information may not be critical. However, if people
think that the information included in the MRFP is also in other sources that they
have or plan to review, they will be less likely to review the MRFP. Potential
approaches to addressing this challenge include highlighting what is unique in the
purpose or content of the MRFP or consolidating documents, which would also
decrease the likelihood investors may get frustrated in trying to seek out information
in the MRFP from multiple other sources (or vice versa). To help readers identify and
review unigue elements, it would be valuable to have more consistency across
mandated disclosures in terms of structure, presentation, and content.

1.5. MRFP may not be received at a timely moment for the investor

MRFPs must be produced twice a year. However, the timing of the preparation of the
documents may not align with when the investor is most receptive and motivated to
act on the information - i.e., make a decision about their investments.

Increasing awareness of the option to access MRFPs online may boost investor
engagement while they are reviewing their investments and the information is most

15 Ontario Securities Commission. (2020). Investor Experience Research Study - August 19, 2020. Retrieved from
:https://www.osc.calsites/default/files/2021-01/inv_research_20200819_osc-investor-experience-survey-final-report.pdf

16 Canadian Securities Administrators. (2020). 2020 CSA Investor Index. Retrieved from: https://www.securities-
administrators.ca/uploadedFiles/General/pdfs/CSA2020InvestorindexSurveyReport.pdf.

17 Ontario Securities Commission. (2020). Investor Experience Research Study - August 19, 2020. Retrieved from:
https://www.osc.ca/sites/default/files/2021-01/inv_research_20200819_osc-investor-experience-survey-final-report.pdf

18 Note that the scope of this research did not include a comparison of the information contained in MRFP with the information
contained in other mandated disclosures or other potential sources.

19 Ontario Securities Commission. (2021). Self-Directed Investors: Insights and Experiences - April 2021. Retrieved from:
https://www.osc.ca/sites/default/files/2021-04/inv_research_20210421_self-directed-investor-survey.pdf

20 Securities and Exchange Commission. (2012). Investor Testing of Selected Mutual Fund Annual Reports (Revised). Retrieved
from: https://www.sec.gov/comments/s7-08-15/s70815-3.pdf
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relevant and actionable. In addition, the MRFPs could be redesigned to prompt
investors to review their investments. Ultimately, the MRFP may be able to trigger the
development of a habit among some investors whereby they time portfolio review to
the timing of the MRFP. Given the current timing of the release of the interim and
annual MRFP is dependent on the timing of an investment fund’s financial year,
which can vary between funds, this change may be difficult to implement in practice.

Barriers to comprehension

Investors must understand the information contained in the MRFP if they are going to
use that information to make decisions about their investments. The barriers in this
section relate both to how the information is presented, and the complexity and
amount of information that is ultimately disclosed.

2. Investors may not be able to understand critical but complex terminology used in
the MRFP

Investors may not be able to fully understand the information presented if they cannot
understand key terminology used throughout the MRFP. For example, investor
testing conducted by the SEC of selected mutual fund annual reports revealed that
the majority of investors surveyed believed that the annual report is written for more
advanced/experienced investors, financial professionals, or regulators than for
ordinary or less experienced investors.?! User research conducted on other
disclosure documents (ETF Facts) highlighted that technical words are often used
but not explained.?? BIT's research conducted with the MFDA on expanded cost
reporting demonstrated that investors struggle to understand their cost of investing,
including the information presented in annual fee summaries. For example, fewer
than one in five investors surveyed could correctly identify what types of costs are
included in the current fee summaries.??

To address this barrier, industry jargon should be avoided in reports aimed at retail
investors, or accompanied with short, simple explanations in plain language.?* In
previous BIT research with the MFDA, we empirically tested different options for
expanded cost reporting disclosures in annual investment fee summaries. The best
performing format included plain language descriptions for simple definitions and
explanatory notes. This version, which also included other changes, increased
comprehension of the information in the fee summary by 11%.2°

The Investment Association (United Kingdom) conducted focus groups where
participants were presented with regularly used investment terms. Participants
showed varying degrees of understanding. A further quantitative phase of testing
explored how terms and explanations map for levels of understanding and familiarity
(Figure 2). Based on their testing, they recommend the following framework for

21 Securities and Exchange Commission. (2012). Investor Testing of Selected Mutual Fund Annual Reports (Revised). Retrieved
from: https://www.sec.gov/comments/s7-08-15/s70815-3.pdf

22 Canadian Securities Administrators. (2015). CSA Point of Sale Disclosure Project ETF Facts Document Testing. Retrieved
from: https://lautorite.qc.ca/fileadmin/lautorite/reglementation/valeurs-mobilieres/41-101/2015-06-18/2015juin18-allen-report-fnb-
en.pdf

2 The Behavioural Insights Team. (2021). Improving Fee Disclosures for Canadian Investors. Retrieved from:
https://mfda.ca/wp-content/uploads/Improving_Fee_Disclosures.pdf

24 The Investment Association. (2019). Fund Communication Guidance. Retrieved from: theia.org/sites/default/files/2019-
08/20190218-fundcommunicationguidance.pdf

% The Behavioural Insights Team. (2021). Improving Fee Disclosures for Canadian Investors. Retrieved from:
https://mfda.ca/wp-content/uploads/Improving_Fee_Disclosures.pdf
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diagnosis where changes to communications may be helpful: “Where terms score
high for both familiarity and understanding, then firms can be more confident in using
them. Where familiarity is high, but understanding is low (or conversely,
understanding is high but familiarity is low), then research indicates that greater
explanation accompanying the term is needed. Where both familiarity and
understanding are low, it may be more appropriate to avoid the term and seek
alternative explanations.”?® This testing did not include all terms commonly used in
MRFPs but provides helpful guidance nonetheless.

Figure 2: Levels of understanding of key terms in The Investment Association's user testing

3. The presentation of information may overwhelm the reader and lead investors to
miss key details in the report

3.1 The volume of information (and text, in particular) may mask important information

People have limits on how much information they can process or pay attention to. As
a result, people do not always review information carefully, or they may take
shortcuts like skimming. This may lead investors to miss important information that
may inform their investment decisions if the key information is not easy to
comprehend and salient. Long, paragraphed disclosures like those included in most
MRFPs are not conducive to skimming for key information.

The MRFP could be restructured to ensure that key points are salient and easily
identified. Reducing the amount of information contained in paragraphs and
incorporating bullets, section headers, “call out” text boxes, and other techniques can
help signpost details and aid comprehension.?’

Simple changes like simplification and restructuring information can make a
difference. In a randomized experiment conducted by the Investment Funds Institute
of Canada (IFIC) and BEworks, investors who viewed a newly designed CRM2
statement featuring a combination of simplified text and thematic chunking of

% The Investment Association. (2019). Fund Communication Guidance. Retrieved from: theia.org/sites/default/files/2019-
08/20190218-fundcommunicationguidance.pdf
27 The Investment Association. (2019). Fund Communication Guidance. Retrieved from: theia.org/sites/default/files/2019-
08/20190218-fundcommunicationguidance.pdf
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information had better comprehension of the information contained in the report.
These tactics also increased the proportion of the statement that investors viewed,
increasing the likelihood that investors viewed the statement in its entirety.?® While
effect sizes were not precisely reported, graphs indicate that the improvements were
material.

3.2 The format of presented information may hinder comprehension

In addition to breaking up text using bullets and section headers, important
information could also be presented in charts and graphs to aid comprehension. US
investors have expressed a strong preference for information presented this way to
help make information more understandable to the average investor.?® This
preference is likely shared by Canadians.

Visual representations, such as graphs, can be beneficial in assisting comprehension
of a wide range of concepts, including risk. For example, three lab-based
experiments found that depicting risk information graphically as opposed to
numerically decreases risk-taking behaviour.3° A review of visuals to communicate
risk suggests that graphics allow individuals to process information more effectively
than when numbers are presented alone, and they are able to attract and hold
attention because they display information in concrete, visual terms.3!

Simple charts and graphs are likely to be most effective. For example, the European
Commission tested several ways of presenting risk information when determining
criteria for Key Information Documents for Packaged Retail and Insurance-based
Investment Products. For communicating risk of a product, the most effective
approach was a 7-point scale using a simple graphic layout, which can be found on
the left of Figure 3, below. This simple approach worked better than the more
complex graphical designs in the middle and on the right.3? Similarly, for performance
information, more complex graphical designs did not perform as well as simpler
graphics which incorporated either a table or a line graph.

Figure 3: Risk presentations tested by the European Commission

28 BEworks. (2019). Behavioural Economics (BE) Applied to Financial Disclosure. Retrieved from: https://www.ific.ca/wp-
content/themesl/ific-new/util/downloads_new.php?id=21963&amp;lang=en_CA

2 Securities and Exchange Commission. (2012). Study Regarding Financial Literacy Among Investors. Retrieved from:
https://www.sec.gov/news/studies/2012/917-financial-literacy-study-part1.pdf

% Stone, E. R., Yates, J. F., & Parker, A. M. (1997). Effects of numerical and graphical displays on professed risk-taking
behavior. Journal of experimental psychology: applied, 3(4), 243.

81 Lipkus, I. M., & Hollands, J. G. (1999). The visual communication of risk. JNCI monographs, 1999(25), 149-163.

32 European Union. (2015). Consumer testing study of the possible new format and content for retail disclosures of packaged
retail and insurance-based investment products - Final Report. Retrieved from:
https://ec.europa.eu/info/sites/default/files/consumer-testing-study-2015_en.pdf
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The presentation of graphs and other visual representations should be considered
carefully, as the choice of presentation may influence investors’ understanding.®® For
example, one study found that risk aversion was greater when investors were shown
a distribution of one-year rates of return compared to when they were shown a
distribution of multi-year rates of return for a fund.®* Another, smaller-scale study
found that the data presentation format (table versus formula) of executive
compensation disclosures affects investors’ approval ratings and investment-related
judgements. For example, when a CEO bonus payment was disclosed in the context
of strong performance by a firm, the compensation scheme was viewed more
positively if it had been presented using an equation rather than a table. This was
attributed to the equation appearing more scientific than the table, even though
participants found the table easier to understand. The study found that if firm
performance was weak instead, attitudes toward the compensation did not differ
based on the table / equation format.3® The key take-away from these studies is that
the most desirable visual representation approach is highly dependent on the context
and the investor behaviour goal, and that empirical investigation is often required to
determine the impact of different options.

Less numerate investors, those less comfortable working with and understanding
numbers, may be most impacted by formatting choice. In a discrete choice
experiment3® simulating retirement savings decisions, switching between different
formats for presenting investment risk (while holding underlying risk and return at
constant levels) changed individuals' investment decisions, with less numerate
individuals being more responsive to the format changes.®’ In other studies,
presenting cost information in graphical format rather than in tables had a positive
impact on individuals with a low level of cost accounting knowledge, but an adverse
effect on individuals with a high level of cost knowledge,383° suggesting investors
may have different needs, based on their baseline financial knowledge. To address
this issue, regulators may have to prioritize the needs of one group over another as it
may not be feasible to personalize information provision based on investor
knowledge. Alternatively, information could be presented in both graphical and
tabular formats, although that would run the risk of increasing cognitive load for all
investors. More empirical testing would be required to better understand the trade-
offs involved in offering both options.

3.3 The most essential information is not presented up front

The primacy effect suggests that information at the top of documents gets more
attention and is more likely to be remembered than information in the middle.#° It is

33 Ministry of Business, Innovation & Employment. (2015). Financial Product Disclosure: Insights from Behavioural Economics.
Retrieved from: https://www.mbie.govt.nz/dmsdocument/5775-financial-product-disclosure-insights-from-behavioural-economics
34 Benartzi, S., & Thaler, R. H. (1999). Risk aversion or myopia? Choices in repeated gambles and retirement investments.
Management Science, 45(3), 364-381.

3% Xia, Y., & Han, J. (2021). The Effects of Table Versus Formula Presentation Formats on Investors’ Judgment about Executive
Compensation. European Accounting Review, 30(1), 143-173

3 Discrete choice experiments present research participants with a hypothetical choice between options that are differentiated
by one or more attributes (e.g., investment risk or cost). By seeing what options people prefer depending on the attributes
presented, researchers can infer how much people value each attribute.

7 Bateman, H., Eckert, C., Geweke, J., Louviere, J., Satchell, S., & Thorp, S. (2014). Financial competence, risk presentation
and retirement portfolio preferences. Journal of Pension Economics & Finance, 13(1), 27-61.

38 Cardinaels, E. (2008). The interplay between cost accounting knowledge and presentation formats in cost-based decision-
making. Accounting, Organizations and Society, 33(6), 582-602.

% Cardinaels, E. (2008). The interplay between cost accounting knowledge and presentation formats in cost-based decision-
making. Accounting, Organizations and Society, 33(6), 582-602.

40 Murdock, B. B. (1962). The serial position effect of free recall. Journal of Experimental Psychology, 64(5), 482—-488.
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therefore helpful to include the most critical information up front. Research also
suggests that investors prefer “layered” disclosure that contains only key information,
with additional detailed information provided on a subsequent page, accessible
through an online link, or upon request.*! The layered approach presents a solution
to the tension between the demand for comprehensive information and the need to
reduce cognitive load on investors to support comprehension. Research conducted in
the US has shown that the introduction of a more concise summary prospectus may
allow investors to spend less time and effort to arrive at the same portfolio decision
they would have made after reading the longer statutory prospectus.*?

In collaboration with the OSC, BIT has previously tested the impact of different ways
of displaying fee information on investors’ comprehension, in the context of the
annual report on charges and other compensation (Annual Fee Report). The version
of the report featuring a simple summary page that included only critical information
and a detailed breakdown of fees on subsequent pages increased comprehension of
key information presented in the report by 7% compared to the control version that
mirrored a typical report.*® Layering does not only need to be binary (i.e., where one
layer consists of a brief summary and the second layer consists of the full
disclosure); disclosures could also be designed as a decision-tree to help walk the
user through a spectrum of information, delivered in bite-sized pieces.** For example,
in a digital format, readers could be prompted with a question about whether they
would like to read more about a specific type of content — if they answer yes, more
text with additional detail would appear.

We note that where information is layered, prioritization is critical, as the approach
increases attention to and understanding of certain sections, while decreasing others.
For example, a randomized controlled trial tested the use of a dynamic “accordion
design”, where information was contained in a collapsible body with a descriptive
header in a CRM2 disclosure statement to reduce search complexity and the amount
of information presented at any one time. While the accordion design substantially
improved participants’ comprehension of targeted information, comprehension about
information contained within each panel generally declined. This is likely because
fewer than half of the participants who viewed the accordion condition clicked on at
least one section in the accordion.*®

Other research has found that an accordion design may benefit novice users, yet it
may have adverse effects on experienced investors. In a retirement savings
simulator activity, novice users in the accordion condition performed better (smaller
average distance from the investment goal) than their counterparts in the control
group, while the experts assigned to the accordion condition performed worse.*® The

41 Securities and Exchange Commission. (2020). Tailored Shareholder Reports, Treatment of Annual Prospectus Updates for
Existing Investors, and Improved Fee and Risk Disclosure for Mutual Funds and Exchange-Traded Funds; Fee information in
Investment Company Advertisements. Retrieved from: https://www.sec.gov/rules/proposed/2020/33-10814.pdf

“2 Beshears, J., Choi, J. J., Laibson, D., & Madrian, B. C. (2011). How does simplified disclosure affect individuals’ mutual fund
choices? (No. 13, p. 75). Chicago: University of Chicago Press.

43 The Behavioural Insights Team. (2019). OSC Staff Notice 11-787: Improving Fee Disclosure Through Behavioural Insights.
Retrieved from: https://www.osc.ca/sites/default/files/pdfs/irps/sn_20190819_11-787_improving-fee-disclosure-through-
behavioural-insights.pdf

44 Securities and Exchange Commission. (2020). Recommendation on Disclosure Effectiveness. Retrieved from:
https://www.sec.gov/spotlight/investor-advisory-committee-2012/disclosure-effectiveness.pdf

4 Burke, J., & Nov, O. (2020). Can Dynamic Interactive Design Improve Investment Disclosure? Retrieved from:
https://www.ific.ca/wp-content/themes/ific-new/util/downloads_new.php?id=24202&amp;lang=en_CA

46 Burke, J., Nov, O., & Seals, A. (2018). Can online disclosure design affect investor understanding and performance?
Retrieved from: https://www.finrafoundation.org/sites/finrafoundation/files/Can-Online-Disclosure-Design-Affect-Investor-
Understanding-And-Performance_0_0_0_0.pdf
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authors suggest the differing effects between novice and experienced investors may
be explained by experienced investors’ difficulty in reconciling the new design with
the traditional presentation to which they have become accustomed. Should
regulators apply a similar approach to CD, they may need to prioritize the needs of
novice or experienced investors and/or mitigate the negative impacts on experienced
investors through a change management initiative (e.g., providing a notice outlining
the format change in the first newly formatted CD).

While an accordion design is only practical for an electronic document, a somewhat
similar effect may be achieved in an extensive printed document by using a table of
contents containing headings and page numbers to help investors easily retrieve
desired information and skip to different sections of the report.4” This approach would
likely have similar drawbacks as the accordion design, as it may divert attention away
from sections that do not appear important at first glance, and have differential
impacts among novice and experienced investors.

In summary, evidence-based strategies for boosting comprehension of information
include simplifying and reducing overall volume of information, chunking information
thematically, breaking up large pieces of text using graphs, tables, charts, and bullet
points, and layering information with a summary followed by more detailed
information.

3.4 Our tendency to focus on recent information may bias investors’ judgements

The recency effect describes peoples’ tendency to place more emphasis on recently
reviewed information when making decisions, even if it is not more relevant to the
choice they are making. This effect may manifest in two relevant ways. First, the
ordering of information presented in the MRFP may influence investors’ judgments.
Investors are responsive to recency effects based on the strategic presentation of
narrative information (i.e., whether positive news first or last).*®4% This concept was
tested in an experiment in which participants were shown past performance
information about two funds - one with superior short-term results and the other with
better long-term results. The fund with superior short-term results was chosen more
often when it appeared last and the fund with the superior long-term performance
was chosen more frequently when it was presented last.>°

Second, the recency of historical information (i.e., time passed) may also influence
investors' judgments, as people tend to place more emphasis on recent events. For
example, insurance purchases increase immediately after natural disasters such as
floods and earthquakes, followed by a gradual decline as the saliency of the event
fades.5!

47 European Insurance and Occupational Pensions Authority. (2013). Good practices on information provision for DC schemes:
Enabling occupational DC scheme members to plan for retirement. Retrieved from:
https://register.eiopa.europa.eu/Publications/Reports/Report_Good_Practices_Info_for_ DC_schemes.pdf

48 Hellmann, A., Yeow, C., & De Mello, L. (2017). The influence of textual presentation order and graphical presentation on the
judgements of non-professional investors. Accounting and Business Research, 47(4), 455-470.

4 Aprayuda, R., Misra, F., & Kartika, R. (2021). Does the order of information affect investors’ investment decisions?
Experimental investigation. Journal of Accounting and Investment, 22(1), 150-172.

%0 Terry, E., & West, B. (2012). Style matters: investment performance presentation effects on investor preferences. Global
Business and Economics Review, 14(1-2), 102-114.

51 Chuah, S. H., & Devlin, J. (2011). Behavioural economics and financial services marketing: a review. International Journal of
Bank Marketing.
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The recency effect could be leveraged for positive impact by strategically presenting
longer-term information last to help increase focus on this information.>? This
approach would assume that the recency effect is more powerful than the primacy
effect in the provision of management information, which is what the Hellman, Yeow
and De Mello (2017) study, referenced above, found. However, we would
recommend further empirical testing of this assumption, as the trade-offs between
recency and primary effects depend on contextual factors including how the content
is organized (e.qg., if it is presented in “chunks” or holistically) and how deeply readers
are engaging with that content.53

4. The presentation of fee information may limit investors’ understanding of the
impact of fees over time

Many investors do not understand how to perform financial math (e.g., calculating the
total cost of loans) using percentages.>* Presenting fees in dollars rather than
percentages can help increase understanding of how fees add up over time. In a field
experiment at payday loan stores, presenting borrowers with the dollar cost of their
loans (rather than the annual percentage rate) resulted in a reduction of future
payday loans by about 10 percent in the following four-month period.> Similar
research from Mexico found that when presenting fees in the local currency instead
of annual percentage rates, less financially literate workers selected funds with lower
average annual fees in hypothetical choice settings.>® Displaying the long-term dollar
cost (i.e., over a 10-year period) has also shown to improve investors’ fee
sensitivity. 5’

Many investors incorrectly assume that superior past performance is the best guide
to superior future returns.®® However, minimizing fees can be a more effective
strategy for increasing future expected returns for a given level of risk.%° In a lab-
based choice architecture intervention, warning investors that “some people invest
based on past performance, but funds with low fees have the highest future results”
was more effective in increasing fee sensitivity than three other disclosure
statements, including the SEC’s standard guidance that “past performance does not
guarantee future results.”®® This research suggests that fee information should be
presented in dollars or amounts rather than percentages and that clear guidance on
the importance of fees compared to other data points should be provided.

5. Investors may not find information meaningful without a reference point

People often rely on comparisons to understand values relative to something else
when making a decision that involves weighing the costs and benefits. Without the

52 Borshoom, C., Janssen, D. J., Strucks, M., & Zeisberger, S. (2022). History matters: How short-term price charts hurt
investment performance. Journal of Banking & Finance, 134, 106351.

53 Petty, R. E., Tormala, Z. L., Hawkins, C., & Wegener, D. T. (2001). Motivation to think and order effects in persuasion: The
moderating role of chunking. Personality and Social Psychology Bulletin, 27(3), 332-344.

5 Newall, P. W. (2016). Downside financial risk is misunderstood. Judgment and Decision Making, 11(5), 416-423.

% Bertrand, M., & Morse, A. (2011). Information disclosure, cognitive biases, and payday borrowing. The Journal of Finance,
66(6), 1865-1893.

%6 Hastings, J. S., & Tejeda-Ashton, L. (2008). Financial literacy, information, and demand elasticity: Survey and experimental
evidence from Mexico (No. w14538). National Bureau of Economic Research.

5" Newall, P. W., & Parker, K. N. (2019). Improved mutual fund investment choice architecture. Journal of Behavioral Finance,
20(1), 96-106.

8 Greenwood, R., & Shleifer, A. (2014). Expectations of returns and expected returns. The Review of Financial Studies, 27(3),
714-746.

5% Malkiel, B. G. (2003). The efficient market hypothesis and its critics. Journal of economic perspectives, 17(1), 59-82.

% Newall, P. W., & Parker, K. N. (2019). Improved mutual fund investment choice architecture. Journal of Behavioral Finance,
20(1), 96-106.
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ability to compare information on risk, fees, and performance to reference points or
benchmarks (e.g., industry standards, data from previous years), investors may find it
difficult to understand whether data presented in the report merits action. Canadian
investors are increasingly focused on how their investment returns compare to
relevant benchmarks.®* An academic finance expert, in response to the SEC’s
proposed rule and form amendments for Tailored Shareholder Reports (SEC File No.
s7-09-20), noted that narrative explanations of risk that describe virtually every
possible risk do investors a disservice by failing to clearly present the relative
likelihood of those risks. This approach may also overwhelm investors. The expert
suggested incorporating the standard deviation of returns of the fund, a common
guantitative risk measurement statistic which indicates the degree to which the
performance of an investment fluctuates from its average, accompanied by a
benchmark so investors can compare the risk relative to other funds.6?

Other experts have flagged, outside Canada, that a lack of uniformity in definitions or
computation methods may limit comparability among CD documents.®® Where not
already done, standards for disclosure could be created, using structured data (i.e.,
displayed in a predefined format so it can be easily exported) and consistently
defined and used terminology, where applicable, to resolve uncertainty in the ability
to compare between documents, and reduce the industry’s cost of producing the
information.

6. Investors may not know where to find additional information to support their
comprehension of the MRFP

If investors do not understand terms or concepts used in the MRFP, additional
sources of information may be useful to support comprehension. However, with so
many options for financial resources available on the internet, investors may be faced
with choice overload® in terms of the best resource to use and become
overwhelmed.

To ensure investors can easily and quickly access supporting information, the MRFP
could include links to additional resources, such as a glossary of terms, or resources
hosted on the investor education websites of the CSA and its member jurisdictions.
For example, the Office of Investor Education and Advocacy at the SEC has an
online document entitled ‘How to Read a Mutual Fund Shareholder Report’®® that
goes into detail about how a Mutual Fund Shareholder Report should be reviewed,
which may be helpful for investors who are reviewing the document for the first time.
In 2020, only about 7% of Canadian investors looked at regulatory resources when
last looking for information about investing, suggesting that a concerted effort would
be helpful to drive investors to new sources of information on a regulator’s website.%®

61 CSA. (2019). CSA Summary Report: 2016-2019 Investor Research Findings on the Impact of CRM2 and POS on Investor
Knowledge, Attitudes, and Behaviour. Retrieved from: https://www.securities-
administrators.ca/uploadedFiles/General/pdfs/ENGLISH_CRM2_POS_Impact_CSA_Summary_Report.pdf.

52 https://www.sec.gov/comments/s7-09-20/s70920-8210195-227544. pdf

83 Stein, K.M. (2018). Improving Information for Investors in the Digital Age. Retrieved from:
https://corpgov.law.harvard.edu/2018/10/25/improving-information-for-investors-in-the-digital-age/

54 Chernev, A., Bockenholt, U., & Goodman, J. (2015). Choice overload: A conceptual review and meta-analysis. Journal of
Consumer Psychology, 25(2), 333-358.

% https://www.sec.gov/files/ib_readmfreport.pdf

56 Canadian Securities Administrators. (2020). 2020 CSA Investor Index. Retrieved from: https://www.securities-
administrators.ca/uploadedFiles/General/pdfs/CSA2020InvestorindexSurveyReport. pdf.
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Barriers to action

The ultimate goal of an MRFP is to provide investors with information they can use to
make decisions regarding their holdings (i.e., holding, selling, or buying more of a
security). Upon reviewing the MRFP, investors may not consider the actions they can
take to ensure they are making informed investment decisions. They may also intend
to take action on the basis of the information reviewed but fail to follow through.

7. Investors are unaware how to apply the information contained in the MRFP to their
own decision making

The gap between understanding and action is a core focus of behavioural science
research. Even where investors understand the information presented to them, they
may not understand how to apply this information to their decision making. This gap
explains some of the limitations observed regarding the effect of disclosures on
investor decision making.8” Research conducted by the CSA revealed that while
mutual fund investors can often read Fund Facts documents accurately, they do not
always know how to apply this information. For example, investors may correctly
read presented information as historical data, but they may misuse it to predict future
results.58

Given this research, there may be an opportunity to more explicitly spell out the
implications of the information contained in the MRFP. In BIT’s previous work with
the OSC testing different versions of an Annual Fee Report, one of the redesigned
formats explicitly linked the charges to the choices that investors had made (e.g.,
buying, selling, or holding a security). For example, a fee marked as a sales charge
was accompanied with the description “Charged for purchasing ABC Mutual Fund,
which has a front-load sales charge”. This version of the report was most effective in
boosting comprehension.®°

Centring the reader on the overall goal of the disclosure — providing information an
investor can use to decide whether to continue holding an investment — may also
help the reader make connections between what they are reading and how it might
influence their decisions. In BIT’s previous work redesigning fee disclosures, we
tested an option that included a statement at the beginning of the document making
the goal of the fee summary — more informed choices — salient.”® This version, which
also included other changes, increased the self-reported likelihood of an investor
confirming or changing the investments they hold by 8% compared to the control.”*
As noted earlier in discussing barriers to access, we believe indicating the purpose of
the document in a clear, salient, and simple statement is a best practice that should
be considered for MRFPs.

57 Banerjee, S., Breon-Drish, B., & Engelberg, J. (2020). Discussion of “disclosure processing costs, investors' information
choice, and equity market outcomes: A review”. Journal of Accounting and Economics, 70(2-3), 101337.

8 Canadian Securities Administrators. (2015). CSA Point of Sale Disclosure Project ETF Facts Document Testing. Retrieved
from: https://lautorite.qc.ca/fileadmin/lautorite/reglementation/valeurs-mobilieres/41-101/2015-06-18/2015juin18-allen-report-fnb-
en.pdf

% The Behavioural Insights Team. (2019). OSC Staff Notice 11-787: Improving Fee Disclosure Through Behavioural Insights.
Retrieved from: https://www.osc.ca/sites/default/files/pdfs/irps/sn_20190819_11-787_improving-fee-disclosure-through-
behavioural-insights.pdf

It included the statement: “This report is important because it can help you make more informed choices about your investing
costs” in bold at the beginning of the summary.

" The Behavioural Insights Team. (2021). Improving Fee Disclosures for Canadian Investors. Retrieved from:
https://mfda.ca/wp-content/uploads/Improving_Fee_Disclosures.pdf
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8. Status quo bias is a barrier to taking action in the MRFP context

Individuals have a general tendency to maintain the existing state of affairs or pattern
of behaviour, a phenomenon referred to as status quo bias.’? Even if investors
understand what actions they should take and intend to take such actions on the
basis of the information provided, they may still default to continuing to hold their
current investments (i.e., do nothing) after reviewing the MRFP instead of making a
decision to sell or buy more of their current holding. While maintaining their current
investments may be the right strategy, status quo bias will likely mean that investors
maintain their investment even if it is not the best option for them and they recognize
this fact.

Incorporating behavioural science techniques into CD documents may help bridge
the intention-action gap. For example, including a checklist with concrete action items
makes it easy for investors to begin the process of making decisions while they are
reviewing the MRFP. In a redesign of the CRM2 disclosures in collaboration with
IFIC, BEworks included a statement checklist containing concrete action items for the
reader as they navigate through the statement (e.g., ensure that you understand the
service you receive for the fees you pay (see page 3)), with the goal of prompting the
investor to create an implementation plan to mitigate the intention-action gap. While
the experimental methodology limited them from measuring investors’ subsequent
actions, we believe this is a tactic worth exploring further, as in general there is
strong support from the behavioural science literature for the use of similar
implementation-intention interventions.”®

Synthesized findings from this literature scan, in combination with insights from the
investor survey (see Section 4), informed the identification of key behavioural
barriers to the use and application of investment fund CD by retail investors.

2 Kahneman, D., Knetsch, J. L., & Thaler, R. H. (1991). The endowment effect, loss aversion, and status quo bias: Anomalies.
Journal of Economic Perspectives, 5(1), 193-206.

” Gollwitzer, P. M., & Sheeran, P. (2006). Implementation intentions and goal achievement: A meta-analysis of effects and
processes. Advances in experimental social psychology, 38, 69-119.
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4. Investor survey

Survey Methodology

We conducted a survey among Canadian retail investors to gain further insight into
their knowledge, preferences, and behaviours as relates to investment fund CD.
Specifically, the survey included questions related to retail investors’

e understanding (e.g., of the purpose of CD documents and differences between
these and point-of-sale documents such as Fund Facts),

e preferences (e.g., the type of information they would like to see in CD
documents), and

e behaviours or actions (e.g., accessing or not accessing CD documents,
actions in response to reading CD documents).

The survey was conducted in English and French using BIT’s Predictiv platform. The
sample included 604 Canadian retail investors who currently hold an investment
fund. Participant demographics and characteristics are summarized in Appendix A.

Survey Findings
Investor characteristics and behaviours

Mutual funds were the most commonly held investment among surveyed investors,
with 74% of investors reporting holding one (see Figure 4). About half of investors
surveyed work with (or have) a financial advisor who makes recommendations as to
which investments are suitable for them to hold, and 28% report being a self-directed
investor (see Figure 5). The majority of investors monitor their investment funds by
seeking out or reviewing information about them on at least a monthly basis (63%);
see Figure 6.
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Figure 4: Investments held (n=604)

Figure 5: Management of primary account (n=604)
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Figure 6: Frequency of monitoring investment funds (n=604)
Experience with MRFPs

Experience with, and understanding of, the MRFP was low among surveyed
investors. When asked about the most commonly consulted source of information
when monitoring or making trading decisions regarding one’s investment fund, only
15% of investors reported consulting an MRFP (see Figure 7). When asked to select
a statement most accurately describing the purpose of the MFRP, 30% of
respondents reported not knowing the answer, while only 21% identified the correct
answer (see Figure 8). The MRFP’s purpose was most commonly confused with that
of the Fund Facts document.

Figure 7: Source of information when monitoring or making trading decisions (n=604)
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Figure 8: Knowledge of MRFP purpose (n=604)

About two-thirds of investors reported ever having received or obtained an MRFP for
an investment fund (see Figure 9). Among those who did, two thirds reported
reviewing it. Among those who reported receiving and reviewing an MRFP, most
found the information contained in the document to be about the right amount of
information, while 21% found it contained too much information (see Figure 10).
Similarly, most participants (71%) found the information to be either moderately
complex or mostly understandable, while 12% found it to be very complex and hard
to understand (see Figure 11).

Figure 9: Experience receiving / reviewing an MRFP (n=604)
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Figure 10: Perception of amount of information in an MRFP, among those who have received and reviewed one
(n=267)

Figure 11: Perception of complexity of MRFP information, among those who received and reviewed one (n=267)
Reasons cited for not reviewing the MRFP

Among those who received an MRFP but did not review it, the most common
reasons cited were a lack of time (42%) and reliance on a financial advisor to monitor
portfolio holdings (30%); see Figure 12.
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Figure 12: Reasons for not reviewing the MRFP, among those who received but did not review it (n=136)

Preferences for information contained in an MRFP

Investor preferences regarding the information that would be useful for making
informed investment decisions varied widely in terms of the number of years of
historical accounting information that would be useful to receive (see Figure 13), the
number of months or years of past performance information that would be useful to
receive (see Figure 14), and the type of metric that should be used to present past
performance information (see Figure 15). Over half of surveyed investors (56%) did
not flag any additional information they would find useful to periodically receive in an
MRFP, regarding the investment funds they hold when given the opportunity to
expand on additional information they would find useful through an open-text
guestion. Of those who requested further information, preferences were varied, with
comparisons against benchmarks and other institutions being the most frequent
request (15 requests).

Figure 13: Preference for number of years of historical information included (n=604)
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Figure 14: Preference for number of months / years of performance information (n=604)

Figure 15: Preference for presentation of performance (returns) information (n=604)

When asked about the usefulness of different elements of the MRFP in making more
informed investment decisions (e.g., around selling investment fund shares, buying
more shares of the same investment fund, or maintaining existing investment fund
shareholdings), investors reported finding all elements of the MRFP useful, with no
clear difference between the various elements (see Figure 16).
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Figure 16: Relative importance of information (n=604)
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The results of this investor survey, in combination with insights from the literature
scan (Section 3), informed the identification of key behavioural barriers to the use
and application of investment fund CD by retail investors. These barriers are
described in the following section.
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5. Barrier identification

Context

Drawing from the literature scan findings and the investor survey, this section
summarizes the key barriers to investor use of MRFPs. It also suggests
corresponding, evidence-based interventions to address the barriers, with a primary
focus on options for redesign of the MRFP.

Following the literature scan, this deliverable is organized into three primary sets of
barriers faced by investors:

e Darriers to engagement;
e Dbarriers to comprehension; and

e Dbarriers to more informed decision-making.

Barriers to Engagement

According to the survey completed for this project, 44% of Canadian investors
holding investment funds report ever having received or obtained, and also reviewed,
an MRFP. This section summarizes key barriers that may be limiting the number of
investors reviewing the MRFP and presents interventions for addressing those
barriers.

Barrier: The purpose of the report is not immediately clear. Several trials
conducted by BIT have illustrated the value of a clear and salient purpose statement
or call to action in regulatory and government communications.’* Our survey
confirmed the relevance of this barrier for MRFPs: only 25% of respondents who had
ever reviewed an MRFP (and 21% of all respondents) were able to correctly identify
the purpose of the document from a list of four options.

Intervention idea;

e Include a clear, salient statement about the purpose of the MRFP in the
document. For example, the cover page of the MRFP could include the
following statement in large font: “This Management Report of Fund
Performance provides important information about your investment. Use this
to assess whether your investment continues to be right for you.”

Barrier: Investors may perceive the report as complex, long, or otherwise
taxing to read. If investors perceive a report as complex or onerous, they will be less
motivated to engage with it.”> The SEC notes that many shareholders view funds’

" See, for example, The Behavioural Insights Team. (2021). Improving Fee Disclosures for Canadian Investors. Retrieved from:
https://mfda.ca/wp-content/uploads/Improving_Fee_Disclosures.pdf, or Making revenue collections more effective: lessons from
a Nobel laureate retrieved from: https://bloombergcities.medium.com/making-revenue-collections-more-effective-lessons-from-
a-nobel-laureate-ba601001d906

> Loewenstein, G., Sunstein, C.R., & Golman, R. (2014). Disclosure: Psychology Changes Everything. Annu. Rev. Econ.,
6:391-419.
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continuous disclosure documents as overly long and complex, and as a result, many
shareholders do not engage with the materials.’®

In Canada, our recent survey indicated that the most common reason investors
reported for not reviewing the MFRP was not having enough time. If the report was
perceived to be simpler or shorter, people would assume it required less time,
addressing this barrier. Interestingly, only 21% of respondents who had reviewed the
report felt that it contained too much information and only 12% indicated that it was
very complex and hard to understand. This suggests that the perceived complexity of
the MRFP is greater than the actual complexity, as more investors who did not
review the report think it would take too long to review (42%) than find that it actually
contains too much information (21%). It is, however, also possible that investors were
reluctant to admit they could not understand the report.

An alternative or complementary explanation is that the people who do not review the
MRFP (e.g., because they do not have the time) are different from the investors who
do. Perhaps if that first group of investors had reviewed the report they would have
been more likely to find that it contained too much information or was too complex?
The survey does provide some support for this hypothesis, as investors with a higher
level of self-assessed financial expertise were more likely to review the MRFP than
those with a lower level of expertise. Among those who rated their knowledge as high
or very high, 82% who received an MRFP said they had reviewed it, whereas only
37% did so among those who rated their knowledge as low or very low. A higher
level of self-assessed knowledge likely reduces the perceived complexity of a
document. Overall, the evidence suggests that both the perceived and actual length
and complexity of the document are meaningful barriers to segments of the Canadian
investor population.

Intervention ideas:

e Employ a“layered” disclosure format (i.e., provide a short summary
highlighting key information while also enabling investors to access
more detailed information if they wish to). “Layered” disclosures generally
refer to digital disclosure formats that allow users to expand section headings
or short section summaries into more detailed information by clicking an icon.
However, the concept of layered disclosure approaches can also be applied to
paper formats. For MRFPs, we recommend testing a 1-page summary with the
most vital information bulleted or visually represented, with additional detail
available in the rest of the materials. Alternatively, each section could have a
bolded or otherwise visually differentiated summary statement at the
beginning.

e Add a salient statement to the MRFP indicating the time and financial
knowledge required to review the report. The statement could be on the
cover of the document and say: “This document is intended for investors of all
backgrounds and levels of investment experience. It takes about X minutes to
review.” This would give people a more realistic view of the length of the
document, closing the potential gap between perceived and actual length /

6 Securities and Exchange Commission. (2020). Tailored Shareholder Reports, Treatment of Annual Prospectus Updates for
Existing Investors, and Improved Fee and Risk Disclosure for Mutual Funds and Exchange-Traded Funds; Fee information in
Investment Company Advertisements. Retrieved from: https://www.sec.gov/rules/proposed/2020/33-10814.pdf
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complexity. If this approach is implemented, it will be important to provide
accurate estimates; several free, reliable tools are available to help firms
estimate reading time objectively.

Barriers to Comprehension

This section summarizes the key barriers that may be limiting investors’
understanding of information contained in the MRFP and presents interventions for
addressing those barriers. Overall, our survey data suggests meaningful barriers to
comprehension. Most respondents who reviewed an MRFP found it moderately
complex (71%), with only 16% indicating that it was simple and easy to understand.
Further, investors who had reviewed the MRFP had higher levels of self-reported
financial expertise, suggesting that if more people reviewed the MRFP, an even
higher proportion would find it moderately complex or very complex.

Barrier: Investors may not be able to understand critical but complex
terminology used in the MRFP. Investor testing conducted by the SEC of selected
mutual fund annual reports revealed that the majority of investors surveyed believed
that the annual report is written for more advanced/experienced investors, financial
professionals, or regulators than for ordinary or less experienced investors.”” User
research conducted on other disclosure documents (ETF Facts) highlighted that
technical words may not always be explained.”® With regard to MRFPs, our survey
did not specifically ask questions about the use of complex terminology, but, as noted
above, only 16% found it simple and easy to understand, suggesting that complex
terminology may be a barrier. This view is further supported by BIT’s analysis of
sample MRFPs, which often included complex terms like: “excessive financial
leverage” and “underweight exposure” in the management discussion of fund
performance. The Flesch-Kincaid Grade Level was over 20 for the samples we
reviewed, which is around the complexity of an average academic paper, requiring
graduate degree level proficiency. Form 81-106F1 itself requires some language that
many investors may find complex, like “net assets” and “Independent Review
Committee”; unlike other complex terms like “Trading Expense Ratio,” the Form does
not require footnoted definitions of these terms.

Intervention ideas:

e Update Form 81-106F1 to replace complex terms that are required to be
used in an MRFP, or, where they cannot be replaced without
compromising accuracy, require a footnoted definition. In identifying
complex terms, leverage research conducted by The Investment Association
and the OSC'’s Investor Research and Behavioural Insights Team (IORBIT)
regarding total cost reporting.”®

7 Securities and Exchange Commission. (2012). Investor Testing of Selected Mutual Fund Annual Reports (Revised). Retrieved
from: https://www.sec.gov/icomments/s7-08-15/s70815-3.pdf

8 Canadian Securities Administrators. (2015). CSA Point of Sale Disclosure Project ETF Facts Document Testing. Retrieved
from: https://lautorite.gc.ca/fileadmin/lautorite/reglementation/valeurs-mobilieres/41-101/2015-06-18/2015juin18-allen-report-fnb-
en.pdf

® The Investment Association. (2019). Fund Communication Guidance. Retrieved from: theia.org/sites/default/files/2019-
08/20190218-fundcommunicationguidance.pdf
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e Consider establishing requirements or guidelines for overall reading ease
(i.e., set a maximum Flesh-Kincaid Grade Level).

Barrier: The volume of information (and text, in particular) may mask important
information. People have limits on how much information they can process or pay
attention to. As a result, people do not always review information carefully, or they
may take shortcuts like skimming. This may lead investors to miss important
information that may inform their investment decisions if the key information is not
easy to comprehend and salient. Long, paragraphed disclosures like those included
in most MRFPs are not conducive to skimming for key information. However, among
survey respondents who reported reviewing an MRFP, most investors (71%) found
the MRFP to contain about the right amount of information. 21% found it contained
too much information and only 5% thought it contained too little. This suggests that
investors may, on balance, prefer less information than is currently included. Given
the strong theoretical rationale for reducing information and the somewhat supportive
survey findings, we believe there is value in reducing MRFP length. We believe this
can be done without omitting material information that is likely to inform investor
decisions.

However, the survey did not provide clear direction on what content could be
reduced. When asked about the usefulness of various types of information contained
in an MRFP (e.qg., factors that contributed to the performance of the investment fund,
how the management fees were used, etc.), respondents consistently rated each
type of information as useful, with 80% or more respondents rating each type of
information as at least moderately useful.

Intervention ideas:

e Given the lack of direction from the survey on what sections of the MRFP are
less useful, the CSA could adopt a theory-driven approach on which
content is less critical in helping investors make informed decisions.
Alternatively, or in addition, regulations or guidelines could provide direction
on the maximum length of each section. The CSA may wish to consider
previous CSA research on POS disclosures indicating a maximum desirable
length of 3-4 pages.88! These findings align with the 3-4 page length that the
SEC estimates the semi-annual and annual reports will be with the new rule
and form amendments.®? However, there are differences in the content
reported in each of these documents (e.g., the sample SEC report does not
include a review of the investment objectives of a fund); important information
should not be eliminated to reduce length.

e Reduce the amount of information contained in paragraphs and incorporate
bullets, section headers, and call outs to make key points salient and

80 Canadian Securities Administrators. (2015). CSA Point of Sale Disclosure Project ETF Facts Document Testing. Retrieved
from: https://lautorite.qc.ca/fileadmin/lautorite/reglementation/valeurs-mobilieres/41-101/2015-06-18/2015juin18-allen-report-fnb-
en.pdf

81 Canadian Securities Administrators. (2012). CSA Point of Sale Disclosure Project: Fund Facts Document Testing. Retrieved
from: https://www.osc.ca/sites/default/files/2021-05/pos_201209_fund-facts-doc-testing.pdf

82 Securities and Exchange Commission. (2020). Hypothetical Streamlined Shareholder Report. Retrieved from:
https://www.sec.gov/files/final_2020_im_annual-shareholder%20report.pdf
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easily identifiable.® (As noted in the following section, the use of
visualizations like graphs is also recommended.)

e See the intervention idea above on layered disclosures, which would also
address this barrier, and is another approach taken by the SEC in its recent
rule amendments.

Barrier: The text-heavy format of presented information may hinder
comprehension. Visual representations, such as graphs and charts, can be
beneficial in aiding comprehension of financial concepts as compared to tables or
text.84 U.S. investors have expressed a strong preference for information contained
in disclosure documents to be presented visually as a way to boost comprehension.
This preference is likely shared by Canadians. In general, simpler graphics are more
effective in boosting comprehension than more complex visualizations. 86

The presentation of graphs and other visual representations should be considered
carefully and empirically tested where possible, as the choice of presentation may
influence investors’ understanding®’ in ways that are hard to predict. For example,
when a CEO bonus payment was disclosed in the context of strong performance by a
firm, the compensation scheme was viewed more positively if it had been presented
using an equation rather than a table. The study found that if firm performance was
weak instead, attitudes toward the compensation did not differ based on the table /
equation format.88 This type of subtle “interaction” effect between context (firm
performance) and visualization approach is challenging to anticipate. Further,
formatting effects have a stronger influence on those with less financial knowledge
and expertise, a particularly important segment to consider in investor protection
measures.®®

Intervention ideas:

e Consider mandating or recommending the use of simple visualizations
(e.g., basic charts) for selected content in the Financial Highlights and
Past Performance sections of the MRFP, instead of the current tabular
format.

e Further consider a simple visual indicator of changes in risk (Item 2.2), if
securities experts within the CSA believe this would be relevant and
appropriate in the MRFP context. This could be the same representation found
in Fund Facts disclosures.

Barrier: The most essential information is not presented up front. Information at
the top of documents (or the top of sections of documents) gets more attention and is

8 The Investment Association. (2019). Fund Communication Guidance. Retrieved from: theia.org/sites/default/files/2019-
08/20190218-fundcommunicationguidance.pdf

8 Stone, E. R., Yates, J. F., & Parker, A. M. (1997). Effects of numerical and graphical displays on professed risk-taking
behavior. Journal of experimental psychology: applied, 3(4), 243.

8 Securities and Exchange Commission. (2012). Study Regarding Financial Literacy Among Investors. Retrieved from:
https://www.sec.gov/news/studies/2012/917-financial-literacy-study-part1.pdf

8 See, for example, Securities and Exchange Commission. (2012). Study Regarding Financial Literacy Among Investors.
Retrieved from: https://www.sec.gov/news/studies/2012/917-financial-literacy-study-part1.pdf

87 Ministry of Business, Innovation & Employment. (2015). Financial Product Disclosure: Insights from Behavioural Economics.
Retrieved from: https://www.mbie.govt.nz/dmsdocument/5775-financial-product-disclosure-insights-from-behavioural-economics
8 Xia, Y., & Han, J. (2021). The Effects of Table Versus Formula Presentation Formats on Investors’ Judgment about Executive
Compensation. European Accounting Review, 30(1), 143-173

8 Bateman, H., Eckert, C., Geweke, J., Louviere, J., Satchell, S., & Thorp, S. (2014). Financial competence, risk presentation
and retirement portfolio preferences. Journal of Pension Economics & Finance, 13(1), 27-61.
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more likely to be remembered than information in the middle.®® Today, many of the
sample MRFPs that we reviewed have a cover page that only includes the name of
the investment fund and boilerplate disclaimers in small print, not key information for
investors. Indeed, the only requirement in Form 81-106F1 for the cover page is the
disclaimer that the MRFP does not include complete financial statements. On the
other hand, the first section of the body of the MRFP is the Investment Strategy and
Objectives, which, in BIT’s view, may provide critical context for many readers and is
likely valuable to have at the beginning of the document.

Beyond shifting the order of content within a document, critical information can also
be brought to the top of each section. One way to accomplish this is a layered
disclosure approach, discussed above, where critical information is presented first in
each section, with investors then having the choice to review more detailed
information later in the document (e.g., in an Appendix) or to “double-click” into it in a
digital context. Investors tend to prefer these “layered” disclosures.%! In Canada, our
recent survey indicated that investors rated all major sections of information in the
MRFP as useful and thus likely many would like to have the option to review the
information, in which case a layered disclosure with additional detailed information is
likely desirable.

Intervention ideas:

e Update requirements for the “cover page” to include more important
information for investors (e.g., by moving up existing content requirements,
providing a high-level summary of key information / overview of the contents of
the report, and/or by requiring a statement regarding the purpose / use of the
document, as recommended above).

e Seeintervention idea on layered disclosures, above.

e Consider re-ordering sections of the MRFP so that less critical
information is in the middle of the document. In particular, information
contained on the first page (after the cover page) is likely to be reviewed more
often.

Barrier: Our tendency to focus on recent information may bias investors’
judgement. People tend to place more emphasis on recently reviewed information
when making decisions, even if that information is not more relevant to the choice
they are making. For example, investors will rate a potential investment more highly if
the last thing they read about it is positive.®2° This research also suggests that the
last information in the MRFP may also receive additional attention (at least among
those who read or skim to the end).

Intervention ideas:

% Murdock, B. B. (1962). The serial position effect of free recall. Journal of Experimental Psychology, 64(5), 482—488.

91 Securities and Exchange Commission. (2020). Tailored Shareholder Reports, Treatment of Annual Prospectus Updates for
Existing Investors, and Improved Fee and Risk Disclosure for Mutual Funds and Exchange-Traded Funds; Fee information in
Investment Company Advertisements. Retrieved from: https://www.sec.gov/rules/proposed/2020/33-10814.pdf

92 Hellmann, A., Yeow, C., & De Mello, L. (2017). The influence of textual presentation order and graphical presentation on the
judgements of non-professional investors. Accounting and Business Research, 47(4), 455-470.

% Aprayuda, R., Misra, F., & Kartika, R. (2021). Does the order of information affect investors’ investment decisions?
Experimental investigation. Journal of Accounting and Investment, 22(1), 150-172.
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e Consider the inclusion of a key message / critical content at the end of
the document and/or the end of key sections of the document (e.g., if a
high-level summary is added). For example, this could re-iterate a message
about how investors may wish to use the information in the MRFP, which we
also recommend for the beginning or cover page of the document.

Barrier: The presentation of fee information may limit investors’ understanding
of the impact of fees over time. Many investors do not understand how to perform
financial math (e.g., calculating the total cost of loans) using percentages.®*
Presenting fees in dollars rather than (or in addition to) percentages can help
increase understanding of how fees add up over time.®>%6.°7 Many investors also
incorrectly assume that high past performance is the best guide to high future
returns®, even though minimizing fees can be a more effective strategy for
increasing future expected returns for a given level of risk.®®

Intervention ideas:

e Consider requiring a statement that informs investors of the importance
of fees, such as: “Fees are an important factor in your long-term investment
returns. Fees reduce your profit or increase your loss from investing”.

Barrier: Investors may not find information meaningful without a reference
point. People often rely on comparisons to understand values relative to something
else when making a decision that involves weighing the costs and benefits. Without
the ability to compare information on risk, fees, and performance to reference points
or benchmarks (e.g., industry standards, data from previous years), investors may
find it difficult to understand whether data presented in the report merits action. Form
81-106F1 states that “In addition to the appropriate broad-based securities market
index, the investment fund may compare its performance to other financial or
narrowly-based securities indices (or a blend of indices) that reflect the market
sectors in which the investment fund invests or that provide useful comparatives to
the performance of the investment fund.” BIT believes that the comparison of fund
performance against an appropriate benchmark is a helpful requirement for investors
and should be maintained.

Barrier: Investors may not know where to find additional information to support
their comprehension of the MRFP. If investors do not understand terms or
concepts used in the MRFP, additional sources of information may be useful to
support comprehension. However, with so many options for financial resources
available on the internet, investors may be faced with choice overload'® and become
overwhelmed.

% Newall, P. W. (2016). Downside financial risk is misunderstood. Judgment and Decision Making, 11(5), 416-423.

% Bertrand, M., & Morse, A. (2011). Information disclosure, cognitive biases, and payday borrowing. The Journal of Finance,
66(6), 1865-1893.

% Hastings, J. S., & Tejeda-Ashton, L. (2008). Financial literacy, information, and demand elasticity: Survey and experimental
evidence from Mexico (No. w14538). National Bureau of Economic Research.

9 Newall, P. W., & Parker, K. N. (2019). Improved mutual fund investment choice architecture. Journal of Behavioral Finance,
20(1), 96-106.

% Greenwood, R., & Shleifer, A. (2014). Expectations of returns and expected returns. The Review of Financial Studies, 27(3),
714-746.

% Malkiel, B. G. (2003). The efficient market hypothesis and its critics. Journal of economic perspectives, 17(1), 59-82.

100 Chernev, A., Bockenholt, U., & Goodman, J. (2015). Choice overload: A conceptual review and meta-analysis. Journal of
Consumer Psychology, 25(2), 333-358.
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Intervention idea:

e Require that the MRFP include references to additional resources (e.g.,
online glossary of terms hosted on the investor education websites of the CSA
and its member jurisdictions. Unless a similar resource already exists,
consider developing and providing a link to a “How to read an MRFP” guide.
Note that adopting this idea would not reduce the importance of simplifying
and clarifying terminology, which we believe is a more important intervention
idea given the barrier inherent in accessing an additional resource.

Barriers to Action

Barrier: Investors are unaware of how to apply the information contained in the
MRFP to their own decision making. Even where investors understand the
information presented to them, they may not understand how to apply this
information to their decision making. This gap explains some of the limitations
observed regarding the effect of disclosures on investor decision making.1°!

Intervention idea:

e Include a simple, salient statement to outline the intended use of this
document. As noted above, this could be “This Management Report of Fund
Performance provides important information about your investment. Use this
to assess whether your investment continues to be right for you.” If there are
additional actions that are important to prompt, this statement could be in
bullet form to enhance comprehension. This statement should come at the
beginning (e.g., cover page) (and, perhaps, the very end of the document).

Barrier: Status quo bias is a barrier to taking action in the MRFP context. Even
if investors understand what actions they should take and intend to take such actions
on the basis of the information provided, they may still default to continuing to hold
their current investments (i.e., do nothing) after reviewing the MRFP instead of
making a decision to sell or buy more of their current holding. While maintaining their
current investments may be the right strategy, status quo bias will likely mean that
investors maintain their investment even if it is not the best option for them and they
recognize this fact.

Intervention idea:

e Include a checklist with concrete action items to prompt investors to review the
ongoing appropriateness of holding the investment fund. This could include
items like “Review the information in this MRFP”, “Consider whether
information contained in this MRFP, like changes in risk profile, holdings,
management fees, and the fund manager’s outlook mean that you should
continue to hold your investment, sell some or all of your holdings, or increase
your investment,” and “Conduct additional research or speak with your advisor
if you have any questions.” Alternatively, or in addition, a prompt could be

101 Banerjee, S., Breon-Drish, B., & Engelberg, J. (2020). Discussion of “disclosure processing costs, investors' information
choice, and equity market outcomes: A review”. Journal of Accounting and Economics, 70(2-3), 101337.
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offered at the end of each section, as appropriate, with more granular prompts
(e.g., consider switching to a different series of the same fund with lower fees).

The barriers identified in this phase, and corresponding evidence-based
interventions to address the barriers, were important inputs to the development of
three new MRFP designs. See Appendix B for an overview of the differences
between each new design and a control, or “status quo” version. The three designs
were empirically tested against the control version in a randomized controlled
experiment, described the following section.
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6. Experiment

Experimental Research Methodology

We conducted an online randomized controlled trial to assess the impact of the three
newly designed versions of the MRFP on investor comprehension and other
outcomes of interest. The research was executed using Predictiv, BIT’s proprietary
online platform for conducting behavioural experiments.

Our primary outcome measure, core comprehension, was based on 13 factual
guestions about content presented in the Fund Reports. As described below, we also
measured secondary and exploratory outcomes (e.g., intent to review future MRFPS)
to develop a more complete picture of the impact of different versions of the Fund
Report on investor comprehension, behavioural intent, and preferences.

Figure 17 shows an overview of the flow of the experiment.

Figure 17: Overview of experiment design

First, we recruited about 2,800 Canadians who own, or have ever owned, an
investment fund to participate in the trial. Then, we randomly assigned them to
review one of four PDFs versions of the MRFP. The following table outlines the
conditions that were tested. A full overview of the differences between conditions can

be found in Appendix B. The following table provides a more concise summary of the
key differences:

A combination of existing MRFPs that seeks to replicate an

1. Control “average” business-as-usual MRFP

2 Enhanced BI Includes best practices in behavioural design including
' (full length) wayfinding (via table of contents, tips for navigating the
g document, references to additional sources of information),



The Behavioural Insights Team / Investment Fund Continuous Disclosure Modernization 37

data visualizations (charts and graphs), easy
identification of key points (via bullets, section headers,
tables), and explanations of selected technical terms.

Includes the best practices in behavioural design described
above in a shortened version (for example, includes
performance information only for select series)

3. Enhanced Bl
(short)

4. Enhanced Bl Includes the best practices in behavioural design described

(short) + above (except for tips for navigating the document) and
section adds 1-2 sentence summaries for each section where
summaries appropriate.

After participants reviewed the materials, we asked them a series of questions to test
their understanding of what they had reviewed and get additional feedback. To make
the exercise more realistic, participants could consult the full MRFP assigned to them
while answering the questions. Participants were compensated for participating in the
survey. They were given more compensation for answering factual questions
correctly to motivate participants to read and answer the questions carefully. The
following tables outline key aspects of the design of the experiment.

Experimental Sampling, Data Collection, and Analysis

Sampling e 2,820 participants completed the experiment, with about
25% of the sample completing it in French.

e Participants accessing the experiment from a mobile phone
were excluded from the study, due to the difficulty in
switching between the MRFP and the questions on mobile
devices using the online platform.

e Only adults living in Canada that currently hold, or
previously held, investment funds were eligible.

e Complete details on sample composition, including
investment products held, income, age, gender, and
province of residence can be found in Appendix C.

Data e No personally identifiable information was collected.
collection e Compensation ranged from $1 to $6 per complete
response?®?, with up to an additional $0.70 for answering
the comprehension questions correctly.

Outcomes e In accordance with research best practices, outcomes and
analytical models were specified prior to data collection.
e Primary outcome measure: core comprehension score
o The number of correct answers to 13 factual
guestions we constructed in coordination with the
CSA. In designing these questions, our goal was to

102 Compensation ranged significantly as it was increased over time to achieve the desired sample. In particular, costs were
higher to obtain French-language responses.
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cover the most important information for a retail
investor to take away from an MRFP. This included:
the scope of the report, its purpose, how the fund
has performed over the past year, fee structures,
and a variety of other key data points.
e Secondary outcome measure: intention to review a future
MRFP

o After reviewing the MRFP and answering the
comprehension questions, participants were asked
how likely they would be to review the next MRFP.
The goal was to pair an understanding of impact on
comprehension, with an understanding of impact on
intended retail investor behaviour.

e We also specified exploratory measures:

o Applied comprehension was measured based on the
number of correct responses to 5 questions that
tested participants’ ability make correct inferences
based on MRFP information.

o Engagement was measured based on the time spent
completing the experiment, attrition rates during the
experiment, and a survey question about how long
participants would be willing to spend reviewing a
Fund Report if they received one in the mail or
online.

o Sentiment toward the different report options was
based on four questions constructed in coordination
with the OSC. The questions addressed perceived
complexity, volume of information, usefulness of
information, and ability to navigate information.

o Investor confidence (and calibration) was measured
by asking participants how many comprehension
questions they estimated they answered correctly in
comparison to how many they actually answered
correctly.

o Comprehension of missing components was
measured by asking participants additional
comprehension questions on material that was only
available in certain versions of the report, to
determine a baseline comprehension of specific
subject areas that were not present in all of the
MRFPs tested.
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Research Findings

Core comprehension

Our primary analysis measure, core comprehension, is a 13-item inventory
measuring investors’ ability to locate information in the MRFP (i.e., usability) and
answer factual questions with some underlying understanding of the content (i.e.,
comprehension).

All three new Fund Report versions increased core comprehension relative to
the control (business-as-usual) report.

As illustrated below, investors answered more comprehension questions
correctly by a statistically significant margin when they viewed one of the three
new Fund Report versions compared to the control report. The difference
between the control (average of 5.34 questions answered correctly) and the
best performing format, Version 3 (average of 5.93 questions answered
correctly), represents arelative increase in comprehension of about 11%. The
difference in comprehension between the control and Versions 1 and 2 represents a
relative increase in comprehension of about 7%.

It should be noted that an observed 11% relative increase is an average effect
size for effective disclosure redesigns. We are aware of four other studies that
examined comprehension outcomes based on the redesign of a financial disclosure:

e Work by the OSC redesigning the Annual Fee Report led to a relative 7%
increase in comprehension.03

e Based on proposals to expand the Annual Fee Report to include other fees
(i.e., to provide “total cost reporting”), the MFDA conducted further testing,
leading to a 14% increase in comprehension.104

e In the UK, the Financial Conduct Authority found a 14% increase in
understanding which fund was the lowest cost by adding a warning about the
importance of fees and a comparator chart to the disclosure.%®

¢ In Canada, a redesign of the Trusted Contact Person form generated a 7%
relative increase in comprehension. 106

In our exploratory analyses, we then examined whether the differences between
each of the three new Fund Report versions themselves were statistically significant.
None of those comparisons was statistically significant, so we cannot have a high
degree of certainty that Version 3 produces higher levels of comprehension than
Versions 1 and 2.

103 The Behavioural Insights Team. (2019). OSC Staff Notice 11-787: Improving Fee Disclosure Through Behavioural Insights.
Retrieved from: https://www.osc.ca/sites/default/files/pdfs/irps/sn_20190819_11-787_improving-fee-disclosure-through-
behavioural-insights.pdf

104 The Behavioural Insights Team. (2021). Improving Fee Disclosures for Canadian Investors. Retrieved from:
https://mfda.ca/wp-content/uploads/Improving_Fee_Disclosures.pdf

195 Financial Conduct Authority. (2018). Now you see it: drawing attention to charges in the asset management industry.
Retrieved from: https://www.fca.org.uk/publication/occasional-papers/occasional-paper-32.pdf

106 BEworks. (2020). Protecting Aging Investors through Behavioural Insights. Retrieved from:
https://www.osc.ca/sites/default/files/2020-11/rule_20201109_11-790_protecting-aging-investors-through-behavioural-
insights.pdf



The Behavioural Insights Team / Investment Fund Continuous Disclosure Modernization 40

Figure 18: Core comprehension results

n=2,820
**p <0.017, * p<0.033, + p<0.05
Primary analysis, controlling for age, gender, income, and experience reviewing an MRFP1%7

Increases in comprehension were broad-based across the 13-item inventory used to
measure this outcome. The new versions performed better on 11 of the 13 questions,
with the other two showing virtually no difference against the control. This suggests
that the overall redesign of the report structure and features was the critical factor,
rather than any treatment (e.g., wording changes) specific to a single section or data
point. There were some commonalities to the questions that saw the largest
increase: they were generally characterized by information being moved to an earlier
position in the MRFP or being called out in a feature “box”.

Descriptively, even the highest-performing mock-up, Version 3, generates a relatively
low average score (46% of questions answered correctly). This suggests that current
or previous investment fund holders, the sample for this study, may require additional
support and resources to understand key parameters of the funds they hold.

Scores were particularly low on three of the questions across all versions of the
MRFP, including the control.

e Participants struggled to identify the total expenses for the fund (Q9). This
guestion required participants to add together values in two tables. While the

107 Qur thresholds for significance (p < 0.017, p < 0.033 and p <0.05) include a Benjamini-Hochberg correction for multiple
comparisons and represent a more conservative approach to statistical significance compared to the usual threshold of 0.05.
Error bars represent a 95% confidence interval. The control variables were included as they were hypothesized to influence the
outcome variable. Including them in the regression allows us to isolate the control variable’s effects from the relationship
between the treatment assignment and behavioural intent.



The Behavioural Insights Team / Investment Fund Continuous Disclosure Modernization 41

text of the new versions clearly indicated that total expenses were composed
of two types of expense (MER and TER), participants tended to answer that it
was just the MER value. This suggests that total expenses should be provided
as a single value, as is the case in the SEC’s hypothetical streamlined
shareholder report. More broadly, it suggests that requiring participants to do
any mental math, even if quite simple, should be avoided.

e They also struggled to identify the factors that contributed to the performance
of the fund (Q4). We do not have a strong hypothesis as to why this is the
case, but the MRFPs did use the terms “overweight” and “underweight” to
refer to the extent to which the fund invested in certain sectors. It may be that
these terms are unfamiliar to investors and should be avoided.

e Last, participants had difficulty quantifying the underperformance of one series
of the fund against the relevant benchmark over the previous 10 years (Q12).
Similar to the total expenses question, answering this required simple mental
math based on data pulled from tables. Further, there were many data points
related to returns in the MRFPs, so answering this correctly required a close
reading of both the question and the tables in the MRFP. There is not an
obvious approach to address this specific gap; we believe that it would benefit
from broader changes to further simplify the MRFP (e.g., reduce its length and
complexity).

Behavioural intent

Our secondary measure, behavioural intent, measured the self-reported likelihood of
an investor reviewing a Fund Report in the future using a 7-point Likert scale ranging
from ‘not at all likely’ to ‘definitely likely’.

Versions 2 and 3 increased the likelihood of reviewing a Fund Report in the
future compared to the control.

As illustrated below, investors who viewed Versions 2 or 3 reported a higher
propensity to review a Fund Report in the future compared to the control by a
statistically significant margin. The estimated impact of reviewing Version 3
instead of the Control was about 6% higher propensity to review a future Fund
Report.

Behavioural intent was descriptively higher among those who viewed Version 1
compared to the control MRFP, but the difference was not large enough to rule out
that it's due to chance.
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Figure 19: Intent to review future MRFP results

n=2,820
* < 0.017, * p <0.033, + p < 0.05
Secondary analysis, controlling for age, gender, income, and experience reviewing an MRFP108

Applied comprehension

We also assessed investors’ applied comprehension - the ability to find and
understand information, and then make correct inferences based on the newly
learned information in a subsequent question.

All three new Fund Report versions increased applied comprehension relative
to the control (business as usual) report.

Investors answered significantly more applied comprehension questions when they
viewed one of the three new MRFP versions compared to the control. The
difference between the control (average of 3.26 questions answered correctly)
and the highest performing format, Version 2 (average of 3.46 questions
answered correctly), represents a relative increase in applied comprehension
of approximately 6%.

108 Qur thresholds for significance (p < 0.017, p < 0.033 and p <0.05) include a Benjamini-Hochberg correction for multiple
comparisons and represent a more conservative approach to statistical significance compared to the usual threshold of 0.05.
Error bars represent a 95% confidence interval. The control variables were included as they were hypothesized to influence the
outcome variable. Including them in the regression allows us to isolate the control variable’s effects from the relationship
between the treatment assignment and core comprehension.
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Figure 20: Applied comprehension results

Engagement

After the participants reviewed the version of the report that they were randomly
assigned to, we asked them how long they would be willing to spend reviewing an
MRFP. Across all groups, the mean (the average time across all participants) was
about 23 minutes and the median (the time which roughly 50% of all participants
responded with less time than, and roughly 50% of all participants responded with
more time than) was about 16 minutes.

We also examined how long participants in each group actually spent completing the
study. Across all groups, the mean completion time was 23 minutes. This is
somewhat surprising given that the Control and Version 1 were both quite a bit longer
than Versions 2 & 3. This suggests that investors do not spend more time with a
report that has more information — there may be a natural amount of time that
each investor is willing to spend. If the information available exceeds that amount of
time, investors may stop reading or start skimming. We also looked at whether
people dropped out of the experiment more in one of the groups than the others,
because this would suggest that the materials assigned to that group were less
engaging. However, we found that the “attrition rate” (the proportion of respondents
who drop out of the study) was about 25% for each version.

While not definitive, the data suggests that, as with comprehension and behavioural
intent, a briefer, less dense MRFP is desirable. This is aligned to the broader
behavioural science evidence on limited attention, which indicates that engagement
is higher with more brief materials.
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Sentiment

After engaging with the MRFPs, investors were asked to self-report their sentiment
towards the report they reviewed in terms of the following factors: complexity, volume
of information, ability to locate information, and usefulness.

Complexity of information

As illustrated in the chart below, people who saw one of the new MRFPs were
more likely to say that the version they reviewed was simple and easy to
understand or moderately complex than people in the control group. This
suggests that the work done simplifying the new versions was successful.
Versions 2 and 3, which were shorter, and in the case of Version 3, provided
simplified section summaries, did best on this measure. For both those Versions, the
lower level of reported complexity was statistically significant from the Control group
(it was not for Version 1). Compared to the control group, participants who saw
Version 2 rated the information significantly less complex by 0.08 points on a scale of
1 (simple / easy to understand) to 3 (very complex / hard to understand) (p=0.016.)
Participants who saw Version 3 also rated the information significantly less complex
by 0.12 points compared to control group participants (p<0.000.)

Descriptively, across all conditions, about a quarter to a third of participants found the
information very complex and hard to understand. This suggests the need for even
greater simplification, which is challenging given the inherent complexity of
investment funds, the need for additional tools and resources, or both.

Figure 21: Complexity of information results

Amount of information

Investors who reviewed Version 2 or Version 3 of the report were more likely to say it
contained about the right amount of information, compared to the control and Version
1, which were similar in length. Compared to the control group, Version 2 participants
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were more likely to think that the amount of information provided was about right or
too little (p=0.016). This effect was stronger for Version 3 (p<0.001).1%°

Descriptively, there is a small uptick in investors who reviewed Version 3 identifying
that report as having too little information. Given the small magnitude of the increase,
we believe shortening the reports as we did in Versions 2 and 3 presents very
minimal risk of negatively impacting investors by removing too much information from
the reports.

Figure 22: Amount of information results

Ease of navigation

Similar trends to the two previous sentiment questions were observed for ease of
navigation. Investors who viewed one of the new versions of the report reported
higher levels of ease of finding information within the reports compared to those who
reviewed the control by a statistically significant amount. On a scale from 1 (Very
easy to find) to 5 (Very difficult to find), treatment participants rated the difficulty of
finding information significantly lower by 0.12 points for Version 1 (p=0.033), 0.21
points for Version 2 (p<0.001), and 0.25 for Version 3 (p<0.001) compared to the
control group.

109 The p-values reported in this section are based on analysis that coded “too little information” as 1, “about the right amount of
information” as 2, and “too much information” as 3. Using this approach, Version 2 scored 0.08 lower than the control, and
Version 3 was 0.17 lower.
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Figure 23: Ease of finding information results

Sufficient understanding

We asked participants whether they felt like they had a sufficient understanding of
the fund’s status to make decisions regarding their investment. One of the reasons
we asked this question was to indirectly assess whether the simpler versions felt too
simple to support investor decision-making. We do see a small down-tick in
agreement with this statement in the shortened Version 3, compared to Versions 1
and 2, although Versions 1, 2 and 3 all do better than the control. On a scale from 1
(strongly disagree) to 5 (strongly agree), participants who saw Version 1 reported
higher levels of agreement by 0.14 points (p=0.006), while Version 2 participants
reported greater agreement by 0.15 points (p=0.003), compared to the control group.
On the other hand, scores in Version 3 were not significantly different than the control
group. While this is evidence of a trade-off suggesting that a small proportion of
investors may find Version 3 too simple to make decisions compared to Versions 2
and 3, we believe that the benefits in terms of core comprehension, applied
comprehension, and the other dimensions of sentiment more than outweigh this
consideration.
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Figure 24: Sufficient understanding to make decisions results
Confidence

We were curious whether the updated MRFP versions applying behavioural insights
might inadvertently increase investors’ overconfidence. This could create a negative
impact if those investors then choose not to seek out additional information. To
assess overconfidence, we asked investors to estimate the number of questions they
got right and compared that to the actual number. Across all groups, investors were
highly overconfident, reflecting a widely held bias in the population. However, there
was no increase in overconfidence among the groups receiving the new versions,
including the most simplified versions (2 and 3). This suggests that the improvements
in comprehension observed for the new versions are not offset by any increase in

overconfidence.
Mean percentage of questions answered correctly°
Estimated Actual Difference
18%
Control 65% 47%
0,
Version 1 67% 52% 15%
0,
Version 2 70% 53% S
0,
Version 3 67% 53% 14%

Figure 25: Calibration results

110 Included all comprehension questions, including core comprehension, applied comprehension, and additional
comprehension questions specific to each report.
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Overview of results

A summary of the results across all outcomes is presented below. All reported results
are statistically significant compared to the control group. “ND” indicates result was
not significantly different than the control group.

Version 1 Version 2 Version 3
Core comprehension . . .
(13-point scale) +0.38 points +0.38 points +0.59 points
Likelihood of reviewing next . . .
MRFP (7-point scale) +0.13 points +0.20 points +0.31 points
Applied comprehension . . .
(5-point scale) +0.18 points +0.20 points +0.18 points
Time spent completing study ND ND ND
Complexity of information ND +0.08 points +0.12 points
(3-point scale) ’ ’
Amount of information ND +0.08 points +0.17 points
(3-point scale)
Ease.of I ElIfE e e +0.12 points +0.21 points +0.25 points
(5-point scale)
Sufficient understanding of fund
status to make a decision (5- +0.14 points +0.15 points ND

point scale)

Figure 26: Overview of results

Recommendations Based on Findings

Findings from this rigorous, high-quality experiment conclusively demonstrate
that versions of the MRFP incorporating key behavioural science principles
outperform the status quo. We can be confident in this finding because of the
research design, which included a large sample size, a well-designed set of
outcome measures, and the minimization of other differences between the
control version and the new versions (e.g., they used the same colours,
branding, etc.). The evidence further suggests, albeit less definitively, that
Version 3 is best able to support investor needs. The relative increase in
comprehension between the control and Version 3 was 11%, which is in-line
with other successful disclosure redesign efforts in Canada and the UK (which
achieved 7%-14% relative increases).

We believe that the most significant opportunity to improve comprehension is to
further reduce MRFP content. This would reduce the cognitive load / attention
required for investors to understand the most essential information. Determining
what information, if any, to cut requires securities expertise beyond BIT’s.
However, our research suggests that data tables are a particularly strong
candidate for consolidation. For example, MRFPs could provide information for
only one fund series and / or report total fund expenses rather than each
constituent part.




The Behavioural Insights Team / Investment Fund Continuous Disclosure Modernization

49

Given the results summarized in Figure 26, which show Version 3 performing
best on core comprehension, likelihood of reviewing a future MRFP, and
multiple dimensions of investor sentiment, we recommend that the CSA
circulate an MRFP substantively like Version 3, but incorporating some of the
considerations above, for public comment.
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Appendix A - Investor survey: demographics
and other characteristics of sample

Demographics and other characteristics

_ %

Gender
Male 57%
Female 42%
Other 1%
Prefer not to say 0%
Age
18-24 years 7%
25-34 years 18%
35-44 years 20%
45-54 years 17%
55-64 years 20%
65-74 years 16%
75+ years 3%
Province
Ontario 44%
Quebec 17%
British Columbia 15%
Alberta 11%
Manitoba 4%
Saskatchewan 3%
Nova Scotia 3%
Newfoundland & Labrador 2%
New Brunswick 1%
Northwest Territories 0%
Yukon 0%

Portfolio value

Less than $50,000 19%
$50,000 to $99,999 16%
$100,000 to $249,999 25%
$250,000 to $499,999 17%
$500,000 to $1,000,000 11%
Greater than $1,000,000 5%
| prefer not to answer 7%

Financial knowledge (self-report)
Very high 6%

High 28%
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Average 49%
Low 13%
Very low 4%
| don’t know 0%

Financial knowledge questions answered correctly (objective knowledge)

0 correct 10%
1 correct 16%
2 correct 44%
3 correct 30%

N = 604
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Appendix B — Summary of key differences between different versions of the
MRFP tested

The following table was prepared by the CSA to summarize key differences across versions of the Fund Report.

Section Version 1 Version 2 Version 3
Top of First e Text on the nature of the report and its See Version 1 See Version 2
Page importance in making informed

decisions about one’s investments
e Statement regarding the target audience
of the document and estimated reading

time
e Listing of contents
1. Investment e Include standardized disclaimer See Version 1 See Version 2, with the following revisions:
Objective and regarding forward-looking information.
Strategies e Present the following in a table: e Design elements:
Discussion 0 Left column: Provide a o Direct section heading
summary of the investment o Delete “Tips When Reviewing
objective and strategies this Section”

o Middle column: Provide a
discussion of how the
investment fund is doing in
achieving/ satisfying the
investment objectives and
strategies

0 Right column: Discuss factors
impacting the fund’s ability to
satisfy its investment objectives
and strategies in the future

e Incorporate the following information into
the table:

o For all funds, discuss key
metrics (no more than five)
used to measure performance
and which have been identified
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in objectives and strategies;
same for performance.

o For ESG funds, specific
reference should be made to
how the fund has achieved its
ESG Focus (refer to SN 81-
334).

Design elements:

0 Question as section heading

0 “Tips When Reviewing this
Section”

before absorption, and TER for last
three years; one table per series
Design elements:
0 Question as section heading
0 “Tips When Reviewing this
Section”
o “Did you know...”

2. Portfolio List of top 25 holdings See Version 1, with the following revisions: See Version 2, with the following revisions:
Holdings Portfolio subgroup breakdown in the
form of a pie chart, with title “Investment | ¢  List of top 10 holdings e Delete top 10 holdings
Mix” e Design elements: e Delete pie chart
Discussion of increased and decreased o0 Add “More Information” section | e  Streamline discussion
exposures, in the form of a table e Design elements:
Design elements: o Direct section heading
0 Question as section heading 0 Summary
0 “Tips When Reviewing this o0 Delete “Tips When Reviewing
Section” this Section”
o “How to Read this Information” o0 Revise content in “More
Information” section
3. Costs Tabular presentation of MER, MER See Version 1 See Version 2, with the following revisions:

e One table per statistic
e Design elements:
o Direct section heading
0 Summary
o0 Delete “Tips When Reviewing
this Section” but incorporate
information into “Did you
know...” section

4. Performance

Description of factors impacting
performance in the form of a table.
Year-by-year return bar charts, for all
series

See Version 1, with the following revisions:

e Present performance information for
only the following series:
0 highest management fee

See Version 2, with the following revisions:

e Present performance information for
only the following series:
0 highest management fee
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e  Annual compound returns table (1 year,
3 years, 5 years, 10 years, since
inception), for all series and benchmark

e  Growth of $1000 investment line graph,
for last ten years, for the following
series:

0 highest management fee

o lowest management fee
available to a retail investor

0 most popular by net assets

o if applicable, any other series
for which performance would
vary based on a characteristic
besides fees (e.g. a currency
hedged series)

e Design elements:

0 Question as section heading
0 “Tips When Reviewing this

Section”

“Important”

“Assumptions”

“How to Read this Information

“More information”

”

O 0OO0O0

o lowest management fee
available to a retail investor

0 most popular by net assets

o if applicable, any other series
for which performance would
vary based on a characteristic
besides fees (e.g. a currency
hedged series)

o if applicable, any other series
for which performance would
vary based on a characteristic
besides fees (e.g. a currency
hedged series)

e Design elements:

o Direct section heading

0 Summary

o0 Delete “Tips When Reviewing
this Section”

o0 Delete “Assumptions”

5. NAV per Unit
Change

e The Fund’s Net Assets per [Unit/Share]”
table, for all series
e Design elements:
0 Question as section heading
0 “Tips When Reviewing this
Section”
o0 “More Information”

Delete

Delete

6. Statistics

e Tabular presentation of Portfolio
Turnover Rate, Distributions ($),
Distribution Rate (%), for last three

years; one table per series
e Design elements

0 Question as section heading

0 “Tips When Reviewing this
Section”

o “Did you know...”

See Version 1

See Version 2, with the following revisions:

e Design elements

o Direct section heading
o0 Summary
o0 Delete “Tips When Reviewing

this Section”
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7. Risk Profile

Discuss overall risk level changes in a
sentence

In a table:
0 advise whether risk rating
changed

0 advise whether risks added or

removed in the prospectus
Design elements:

0 Question as section heading

0 “Tips When Reviewing this
Section”

o “Did you know...”

o0 “More Information”

See Version 1

See Version 2, with the following revisions:

e Design elements:

(0]
(0]

Direct section heading

Delete “Tips When Reviewing
this Section” but incorporate
information into “Did you
know...” section

8. Liquidity
Profile

Discussion of the fund’s liquidity profile
over the reporting period with specific
reference to the fund’s ability to satisfy
redemptions on a timely basis.
Reference the following in the
discussion, if applicable:
0 below graphic
o significant liquidity challenges
o changes in market conditions
o significant redemptions
Bar graph displaying portfolio liquidity.
This will be shown as percentage of
portfolio based on weighted average
using NAV that can be liquidated within
a specified time period. The time periods
will be (note last three consolidated):
o 1day
2-7 days
8-30 days
31-90 days
91-180 days
181-365 days
o Over one year
Design elements:
0 Question as section heading
o “Tips When Reviewing this
Section”
o “Did you know...”
0 “How to Read this Information”

Oo0Oo0o0Oo

See Version 1

See Version 2, with the following revisions:

e Pie chart instead of bar graph
e Design elements:

(0]
(0]
(0]

Direct section heading
Summary

Delete “Tips When Reviewing
this Section” but incorporate
information into “Did you
know...” section
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9. Borrowing
and Leverage

Include disclosure required by Form 81-
106F1, Part B, Items 2.3(2) and (3) even
if answered in the negative
Design elements:

0 Question as section heading

See Version 1

See Version 2, with the following revisions:

e Design elements:
o Direct section heading

10. Operations

In the form of a table, include disclosure
regarding changes to key parties,
impacts of reorganizations, etc.
Design elements:

0 Question as section heading

0 “Tips When Reviewing this

Section”
o0 “More Information”

Deleted

Deleted

and identify location
Contact information for investment fund
manager
Refer investors to Understanding mutual
funds brochure
Flag date of next MRFP
Design elements:
0 Question as section heading

documents (but still reference the
financial statements and brochure)

11. Other e Discuss any other material information See Version 1 Deleted but replace with reference to
Material relating to the investment fund not material change reports in section below
Information otherwise covered
e Design elements:
0 Question as section heading
12. Additional e List other information that is available on | See Version 1, with the following revisions: See Version 2 and see above.
Resources the investment fund (e.g. prospectus) e Delete listing of additional information
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Appendix C — Experiment demographics and
other characteristics of sample

Demographics and other characteristics

Language experiment was completed in

English 75%
French 25%
Gender

Male 59%
Female 40%
Other 1%
Prefer not to say 0%

Age
18-24 years 6%
25-34 years 21%
35-44 years 24%
45-54 years 16%
55-64 years 17%
65-74 years 12%
75+ years 3%
Province
Ontario 46%
Quebec 18%
British Columbia 13%
Alberta 10%
Manitoba 4%
Saskatchewan 2%
Nova Scotia 3%
Newfoundland &

Labrador 1%
New Brunswick 2%
Northwest Territories <1%
Yukon <1%

Income
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Less than $45,000 22%
$45,000 to $90,000 36%
Over $90,000 39%
Prefer not to say 3%

N = 2,820

58
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Appendix D — Detailed experiment findings

Pre-screening question

Do you own any of the following investments either inside or outside of an
investment account, including a registered investment account such as an RRSP, an
RESP, a RRIF, or a TFSA? [Select all that apply].

I N K K Ky

(a) | currently do not own any

investments

(b) Stocks in individual 52% 50% 50% 49%
companies

(c) Real Estate Investment 27% 27% 28% 26%
Trusts (REITS)

(d) Bonds (e.g. Canada 44% 42% 40% 41%
Savings Bonds) or notes

(e) Guaranteed Investment 53% 54% 52% 53%
Certificates (GICs) or term

deposits

(f) Mutual funds 73% 73% 75% 70%
(a) Exchange-traded funds 47% 49% 45% 42%
(ETES)

(h) Non-redeemable investment 12% 14% 15% 11%

funds (e.qg. closed-end funds)

(i) Investment funds other than 11% 10% 10% 9%
those listed in (f)-(h) above

(j) Other types of investments 19% 17% 18% 18%
not listed here (e.g. derivatives,

hedge funds, crowdfunding

investments)

(k) I don’t know - - - -
N = 2,820

Participants had to hold at least one of the underlined response options to be included in
the study.
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Previous exposure to MRFP

Q1. To the best of your recollection, have you ever received or obtained a
Management Report of Fund Performance (MRFP), for an investment fund that you

hold?
oo [ [ [
Yes, and | reviewed it 61% 62% 63% 63%
Yes, but | did not review it 26% 26% 22% 23%
No 13% 11% 15% 14%
N = 2,820

Core comprehension

Q1. Which of the following statements most accurately describes the purpose of the
report and the information it contains?

[ oo [ e [ e [

% Correct 39% 42% 39% 44%

N = 2,820
Response options below (correct response underlined).

e ltis atype of advertisement published in respect of an investment fund. It is
designed to convince you to invest in the fund

e |t provides a detailed description of all material facts pertaining to an investment
fund. It is designed to help you decide whether to invest in the fund or not

e It provides an update regarding an investment fund, including major events and
performance over the period of time it is intended to cover. It is designed to help you
confirm whether you want to continue to hold an investment you already own

e It provides a concise summary of an investment fund’s investment objectives and
strategies, along with information regarding its performance and the costs
associated with holding it. It is designed to help you determine whether to become
an owner of the investment fund

Q2. Which of the following best describes the investment objectives and investment
strategies of the fund?

[ v [ e [ [

% Correct 46% 50% 50% 54%

N = 2,820
Response options below (correct response underlined).
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e Increase the value of your investment by investing in a broad range of equity
securities of Canadian companies of any size and from any industry

e Achieve capital growth through total returns by using a strategic asset allocation
approach

e To provide long-term capital growth by replicating, to the extent possible, the
performance of the S&P 500 Index, net of expenses.

e To provide long-term capital growth by investing primarily in a broadly diversified
portfolio of equity securities of businesses that pay or are expected to pay a
dividend or distribution.

Q3. How did the performance of the fund’s Series A units compare to the
performance of the relevant benchmark over the last year?

[ oo [ o [ e [ s

% Correct 38% 48% 50% 52%

N = 2,820
Response options below (correct response underlined).
e They outperformed the benchmark
e They had the same performance as the benchmark
e They underperformed the benchmark

Q4. Which of the following factors affected the fund’s performance?

[ oo [ e [ [

% Correct 38% 37% 38% 35%

N =2,820
Response options below (correct response underlined).

e The fund’s higher level of investment in the energy sector contributed to its
performance, while its higher level of investment in the financials sector detracted
from its performance

e The fund’s higher level of investment in the energy sector contributed to its
performance, while its lower level of investment in the materials sector detracted
from its performance

e The fund’s higher level of investment in the financial sector contributed to its
performance, while some investments in the materials sector detracted from its
performance

e The fund’s higher level of investment in financial sector contributed to its
performance, while its higher level of investment in the communications sector
detracted from its performance

Q5. How did the portfolio holdings change during the review period?
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Control Version 1 Version 2 Version 3
% Correct 33% 41% 41% 52%
N = 2,820

Response options below (correct response underlined).

e The fund is now more exposed to financial industry stocks and less exposed to
energy industry stocks

e The fund is now more exposed to enerqgy industry stocks and less exposed to
materials sector stocks

e The fund is now more exposed to energy industry stocks and less exposed to
financial industry stocks

e There were no changes to the portfolio holdings

Q6. To what extent does the fund use leverage?

[ oo [ e [ [

% Correct 49% 49% 50% 53%

N =2,820
Response options below (correct response underlined).
e The fund uses a significant amount of leverage
e The fund uses a moderate amount of leverage
e The fund does not use leverage

Q7. What factors does the fund’s management team think may impact the fund in
the future?

[ v [ e [ [

% Correct 60% 64% 66% 63%

N = 2,820
Response options below (correct response underlined).

e High inflation levels, supply-chain issues, geopolitical uncertainty, rising interest
rates

e Low inflation levels, resolution of supply chain issues, geopolitical stability,
decreasing interest rates

e Low inflation levels, supply chain issues, geopolitical stability, increasing interest
rates

e High inflation levels, supply-chain issues, geopolitical stability, decreasing interest
rates

Q8. Which Series has the highest Management Expense Ratio?
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Control Version 1 Version 2 Version 3

% Correct 53% 53% 58% 56%

N = 2,820

Response options below (correct response underlined).

e Series A
Series B
Series T5
Series FT5
Series D
Series |
Series F
Series O

Q9. What were the fund’s total expenses, as a percentage of net assets, for Series F
in 2022?

o [ e [ [

% Correct 16% 21% 21% 18%
N = 2,820
Response options below (correct response underlined).
e 0.84%
o 0.77%
o 257%
e 0.70%

Q10. Which of the following describes the relationship between past and future

performance?
T oo [ e [ [ e
% Correct 56% 58% 58% 60%
N = 2,820

Response options below (correct response underlined).
e Past performance does not necessarily indicate how the fund may perform in the
future
e Past performance is a strong predictor how the fund may perform in the future
e Recent past performance is a stronger predictor of future performance than long-
term past performance

Q11. Which of the following years saw negative annual returns for Series A? [Select
all that apply]

o [ e [ [
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% Correct 40% 40% 36% 41%

N = 2,820
Response options below (correct response underlined).
e 2013
2014
2015
2016
2017
2018
2019
2020
2021
2022

Q12. Over the last 10 years, how did Series A of the fund perform against the
benchmark in terms of annual compound returns?

[ oo [ o [ e [

% Correct 28% 30% 32% 31%

N =2,820
Response options below (correct response underlined).
e Series A outperformed the benchmark by 2.0% per year
e Series A outperformed the benchmark by 1.0% per year
e Series A had the same performance as the benchmark
e Series A underperformed the benchmark by 1.0% per year
e Series A underperformed the benchmark by 2.0% per year

Q13. Which of the following best describes what a Portfolio Turnover Rate (PTR)
represents?

[ oo [ e [ [

% Correct 40% 51% 50% 52%

N = 2,820
Response options below (correct response underlined).

e How actively the fund’s portfolio advisor manages its portfolio investments

e How readily the portfolio assets of a fund can be converted into cash

e Total commissions and other portfolio transaction costs incurred as an annualized
percentage of daily average net assets during the period

e Total of the fund’s management fee (which includes the trailing commission) and
operating expenses

Total core comprehension score (out of 13)
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Control Version 1 Version 2 Version 3
Mean 5.34 5.70 5.76 5.94
N = 2,820

Applied comprehension

Q1. A key element of your new investment strategy is to invest in actively managed
mutual funds focused on equities. Would XYZ Canadian Equity Fund be aligned with
your strategy?

[ oo [ e [ [

% Correct 73% 77% 76% 77%
N = 2,820
Response options below (correct response underlined).
e Yes
e No

Q2. A key element of your new investment strategy is to receive distribution
payments from each of your investments. Would XYZ Canadian Equity Fund be
aligned with your strategy?

[ omn [ e [ e

% Correct 69% 73% 7% 75%
N = 2,820
Response options below (correct response underlined).
e Yes
e No

Q3. You are reviewing your portfolio and the risk level associated with each of your
investments to ensure they have not increased. Would you be comfortable with the

changes in risk associated with XYZ Canadian Equity Fund?

[ oo [ o [ e [ s

% Correct 76% 78% 7% 78%

N = 2,820
Response options below (correct response underlined).
e Yes
e No



The Behavioural Insights Team / Investment Fund Continuous Disclosure Modernization 66

Q4. You believe that holding certain companies in the energy sector in your
investment portfolio, even indirectly, does not align with your values as an investor.
Based on the XYZ Canadian fund’s exposure to certain sectors of the Canadian

economy, is this an issue you would need to investigate further?

I I T I

% Correct 72% 77% 73% 71%
N = 2,820
Response options below (correct response underlined).
e Yes
e No

Q5. You are reviewing the investments in your portfolio. It is your expectation that
your investments would have outperformed their respective benchmarks over the
past year. You hold series A units of XYZ Canadian Equity Fund. Would XYZ
Canadian Equity fund satisfy your expectation?

oo [ e [ e [

% Correct 36% 40% 45% 41%
N =2,820
Response options below (correct response underlined).
e Yes
e No

Total applied comprehension score (out of 5)

T

Mean

N =2,820

Information not available in all versions

Q1. Which of the following options best describes the liquidity profile of the fund?

T oo [ e [ [

% Correct [Not available] 51% 54% 59%
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N =2,146
Response options below (correct response underlined).
e Most of the fund’s holdings could be converted to cash within one week
e Some of the fund’s holdings could be converted to cash within one week
e A few of the fund’s holdings could be converted to cash within one week
e None of the fund’s holdings could be converted to cash within one week

Q2. Is this fund invested in healthcare services companies?

[ oo [ e [ [

% Correct 59% 70% 69% [Not available]
N =2,072
Response options below (correct response underlined).
e Yes
e No

Q3. What was the distribution rate, as a percentage, for Series A in 2021?

[ oo [ e [ [

% Correct [Not available] 52% 61% 64%

N = 2,146
Response options below (correct response underlined).
e 6.50%
e 7.50%
e 8.40%
e 8.70%

Q4. Which of the following is true of the difference in performance between Series A
and Series D units over any period of time?

oo [ e [ e [

% Correct 48% 49% [Not available] [Not available]

N=1,374
Response options below (correct response underlined).
e Series A outperforms Series D
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e Series D outperforms Series A
e Series A and Series D have the same performance
e There is not enough information to tell which series performs better

Q5. Which of the following is not a document prepared by XYZ Canadian Equity
Fund that you could reference to find more information regarding the fund?

I I T I

% Correct 16% 40% [Not available] [Not available]

N=1,374
Response options below (correct response underlined).
e Simplified Prospectus
e Mutual Fund Proxy Voting Policies and Procedures
e Independent Review Committee Report to Securityholders
e Management’s Discussion & Analysis (MD&A)

Behavioural Intent

If you received an annual report on an investment fund you hold in the mail or
online, how long would you be willing to spend reviewing it? [Sliding scale]

[ oma e [z [

Mean (minutes) 22.48 24.08 22.91 22.25

N =2,820

After reading this report, how likely would you be to review the next report for XYZ
Canadian Equity Fund? (Scale: 1 (not at all) - 7 (definitely)

I R T e

Mean (minutes)

N = 2,820

Confidence

You just answered [20 (Version 3)/ 21 (Control, Version 2) / 23 (Version 1)] questions.

How many of those questions do you estimate you answered correctly?
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Control Version 1 Version 2 Version 3
Mean (%) 65% 67% 70% 67%
N = 2,820
Sentiment

Think about the complexity of information in the report you just reviewed and your
ability to understand it. Was it:

[ o [ [ [

Simple / easy for you to 10% 11% 13% 13%
understand
Moderately complex / 55% 59% 58% 60%
mostly understandable
for you
Very complex / hard to 33% 28% 28% 26%
understand
Not sure 2% 1% 1% 1%

N = 2,820

Think about the amount of information contained in the report you just reviewed.

Was it:
o [ [ [

Too much information 37% 35% 29% 24%
About the right amount 51% 53% 58% 60%

of information

Too little information 7% 7% 8% 11%

Not sure 5% 5% 4% 5%

N = 2,820

Think about the formatting of the information in the report you just reviewed, and

how difficult it was to find information you wanted to look at in the document. Was
it:
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Control Version 1 Version 2 Version 3
Very easy to find 7% 11% 11% 10%
Easy to find 27% 28% 30% 32%
Neutral 33% 30% 32% 42%
Difficult to find 27% 25% 22% 20%
Very difficult to find 7% 5% 5% 5%
N = 2,820

Imagine that you held the fund being described in the report. After reviewing the
information, how do you feel about the following statement: “I have sufficient
understanding of the fund’s status to make a decision regarding my investment in

the fund.”

o [ [ [

Strongly agree 15% 22% 20% 19%
Agree 48% 47% 49% 46%
Neutral 25% 21% 20% 23%
Disagree 10% 8% 7% 9%
Strongly disagree 3% 2% 3% 3%

N =2,820
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Appendix E — MRFP versions tested

Control Version (English)
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Version Habituelle (Francais)
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Version 1 (English)
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Version 1 (Francais)
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Version 2 (English)
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Version 2 (Francais)
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Version 3 (English)
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Version 3 (Francais)
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