
Background

In October 1994, Arthur Levitt, Jr., Chairman of the
U.S. Securities and Exchange Commission (SEC),

launched an innovative project to improve disclosure
about mutual funds. He called upon mutual fund compa-
nies to develop a concise or “profile” prospectus that
would contain information essential to an investment deci-
sion. In response to Chairman Levitt’s initiative, the Invest-
ment Company Institute1 and eight mutual fund groups,2

in consultation with the SEC’s Division of Investment
Management and with the Investment Companies
Committee of the North American Securities
Administrators Association (NASAA), developed a
prototype of a profile prospectus that established 11
critical areas to be addressed in fund disclosure:

1. the fund’s goals or objectives;
2. its investment strategies;
3. its risks;
4. the kind of investors for whom the fund might be

an appropriate investment;
5. a table showing fees and expenses of the fund;
6. a graphic depiction of the variability of the fund’s

performance over time, in the form of a bar chart
presenting the fund’s total return in each of the last
ten years, accompanied by standardized SEC per-
formance data of the fund;

7. the name of the fund’s investment adviser;

8. how investors may purchase shares of the fund,
including any minimum investments;

9. how investors may redeem their shares;
10. when and how distributions are made by the

fund; and
11. other services the fund offers to investors.

In August 1995, the SEC approved use of prototype ver-
sions of the profile prospectus for a one-year trial period.
Participating fund groups have developed profile prospec-
tuses for 38 equity, bond, and money market funds and
provided them to prospective investors. In addition, the
Institute and fund groups participating in the project have
undertaken research to determine how shareholders
assess the profile prospectus. The research methods and
results are summarized below. This research represents,
to the Institute’s knowledge, the most extensive survey
ever conducted of U.S. investors regarding the content
and format of mutual fund disclosure.

Research Methods
The Institute undertook research to determine whether
the profile prospectus provides the information that inves-
tors seek before purchasing a mutual fund and whether
the profile prospectus enables investors to obtain key in-
vestment information more readily than the prospectus
currently in use (the Section 10(a) prospectus).
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The Institute engaged Response Analysis Corporation, an
independent research firm, to conduct in-person inter-
views with over 1,000 randomly selected shareholders
who had purchased at least one mutual fund in the pre-
ceding five years. Each recent buyer read a profile pro-
spectus and a Section 10(a) prospectus for comparable
types of mutual funds within the same fund family and
evaluated and compared a number of features of the two
prospectuses.

In addition, various fund groups participating in the profile
prospectus initiative undertook research with their cus-
tomers and, in some instances, with financial advisers to
gauge the usefulness and effectiveness of the profile pro-
spectus.3 Each of the fund groups undertook quantitative
research, but their approaches varied considerably. For
example, some fund groups conducted surveys with
randomly selected prospective investors who had been
sent a profile prospectus along with a Section 10(a) pro-
spectus and other fund materials. These prospective
investors were asked to compare the features of the
profile and Section 10(a) prospectuses. Another fund
company surveyed a random sample of its shareholders
and financial advisers through whom its funds are sold.
Still another company interviewed a randomly selected
sample of brokers who had sold a substantial volume of
the company’s funds in 1995.

Research Results
The studies conducted by the Institute and its members
provide important information about the needs of fund
shareholders and the potential of the profile prospectus
to serve as a model for effective disclosure. The research
findings are presented in a two-volume report, The Profile
Prospectus: An Assessment by Mutual Fund Shareholders,
submitted to the SEC by the Institute on May 20, 1996.
Volume I contains the results of the Institute’s survey.
Volume II contains the results of the research undertaken
by Institute members.

As SEC Chairman Levitt observed in August 1995,
research of this kind should help the Commission deter-
mine “what, if any, permanent changes to fund disclosure
should be made” and “whether investors should be able
to rely on a stand-alone profile...in deciding to invest in
funds.”4 In light of the research findings summarized
below, the Institute has recommended that the SEC pro-
pose rulemaking that would authorize the use of the pro-
file prospectus, with enhancements to the prototype, and
subject to strict conditions governing future use.5

The principal research findings by the Institute and partici-
pating fund groups are as follows.

1. The Section 10(a) prospectus is not meeting
the needs of many investors for making
investment decisions.

■ Many investors do not use or read the Section
10(a) prospectus. Half of all recent fund investors
surveyed by the Institute did not consult or use the
Section 10(a) prospectus for any purpose before
making their most recent purchases of a mutual fund.6

Most investors who made no use of the Section 10(a)
prospectus expressed a lack of a full understanding of
mutual fund investing.

■ Investors find the Section 10(a) prospectus to be
neither easy to use nor easy to understand.
In the Institute’s survey, fewer than 36 percent of all
respondents reported that it was very easy locating or
understanding key investment items in the Section
10(a) prospectus. Investment risk posed the greatest
challenge, with little more than one fifth saying that
locating or understanding the risk information was
very easy (Figures 1 and 2).
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3 Six of the eight participating fund groups conducted quantitative research on the profile prospectus, all of the results of which research are
included in the Institute’s report to the SEC.

4 Remarks by Chairman Levitt at a press conference to announce the distribution of the profile prospectus to investors (July 31, 1995).
5 See letter from Paul Schott Stevens, Senior Vice President and General Counsel, Investment Company Institute, to Barry Barbash, Director,

Division of Investment Management, Securities and Exchange Commission (May 20, 1996).
6 Previous Institute research found that a far smaller percentage of survey respondents—26 percent—indicated they had used the Section 10(a)

prospectus as a source for mutual fund information. Whereas the current Institute research study is limited to recent purchasers, respondents
to the earlier Institute study were broadly representative of all mutual fund shareholders. See Piecing Together Shareholder Perceptions of
Investment Risk (Investment Company Institute, Spring 1993) at page 26.



2. Mutual fund investors strongly favor the
contents, format, and overall utility of the
profile prospectus.

■ Investors believe the profile prospectus contains
the right amount of information for making
investment decisions. Seventy percent of the recent
fund buyers surveyed by the Institute stated that the
profile prospectus provided them with the right
amount of information with which to make investment
decisions (Figure 3). Moreover, the format of the
profile prospectus appealed equally to those investors
who had used the Section 10(a) prospectus in their
most recent purchases and to those who had not, an
indication that the profile prospectus would be used
broadly by both groups if it were available.

Scudder’s survey of prospective investors found more
than 80 percent saying that the profile prospectus was
just the right length and more than 85 percent

indicating that each of the 11 items in the profile pro-
spectus was very useful in making an investment deci-
sion. Seventy-nine percent of respondents to
Vanguard’s survey of prospective investors rated the
profile prospectus as excellent or good for providing
sufficient information for making investment decisions.

■ Investors can readily locate and easily
understand information presented in the profile
prospectus. A majority of the recent fund investors
surveyed by the Institute said it was very easy to
locate key investment items in the profile prospectus,
and a majority said it was very easy to understand the
discussions of these items. For example, 72 percent of
respondents said it was very easy to locate
information on fund risks in the profile prospectus, and
56 percent said it was very easy to understand the
discussion. (Figures 1 and 2).

Figure 1

Ease of Locating Selected
Information in the Section 10(a)

and Profile Prospectuses
(percent of recent buyers indicating very easy to locate)

Note: Number of respondents varies.

Source: The Profile Prospectus: An Assessment by Mutual Fund
Shareholders, Volume I, Institute Research (Investment Company
Institute, May 1996).
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Figure 2

Ease of Understanding Selected
Information in the Section 10(a)

and Profile Prospectuses
(percent of recent buyers indicating very easy to understand)

Note: Number of respondents varies.

Source: The Profile Prospectus: An Assessment by Mutual Fund
Shareholders, Volume I, Institute Research (Investment Company
Institute, May 1996).
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More than 90 percent of fund inquirers responding to
Fidelity’s survey thought the profile prospectus’ discus-
sions of fund performance, goals, and risks were use-
ful. Also in Fidelity’s survey, more than three fifths of
the prospective buyers thought the profile prospectus
was better than the Section 10(a) prospectus for find-
ing information and for presenting information clearly.
In Scudder’s survey, more than 80 percent indicated
that the profile prospectus was easy to read, was well-
organized, and made it simple to focus on key issues
about the fund.

■ Investors regard the profile prospectus to be
more useful than the Section 10(a) prospectus
for making investment decisions. Nearly 60
percent of recent fund buyers surveyed by the
Institute rated the overall usefulness of the profile
prospectus higher than that of the Section 10(a)
prospectus. Even the majority of those investors who
used a Section 10(a) prospectus in their most recent
purchases rated the profile prospectus higher (Figure
4). In addition, two thirds of all recent buyers would
place the profile prospectus at or near the top of their

list of information sources. In contrast, 57 percent put
the Section 10(a) prospectus at the middle or bottom
of the list.

In Fidelity’s survey of prospective investors, more than
half rated the profile prospectus as better than the
Section 10(a) prospectus for making investment deci-
sions. In Dreyfus’ survey of prospective investors,
49 percent said the profile prospectus was extremely
useful for making fund investment decisions.

■ Professional financial advisers view the profile
prospectus as assisting investors in their
investment decisions. In Capital Research’s survey
of financial advisers, 87 percent preferred the profile
prospectus over the Section 10(a) prospectus for
helping investors make an investment decision. In
addition, the majority of advisers responding to
American Express’ survey gave higher marks to the
layout, length, and content of the profile prospectus
than to the Section 10(a) prospectus. For example,
56 percent of advisers rated the length of the profile
prospectus as excellent, while only 10 percent of
respondents gave the Section 10(a) prospectus
this rating.

Figure 3

Assessment of the Amount of Information in the Profile Prospectus
(percent of recent buyers)
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Research (Investment Company Institute, May 1996).

Most recent buyers—including those who had used the Section 10(a) prospectus—
found that the profile prospectus had the right amount of information.
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3. The majority of investors who do not currently
use the Section 10(a) prospectus would use the
profile prospectus, if it were available.

■ The Institute survey of recent fund buyers found
that 61 percent of those who had not consulted
a Section 10(a) prospectus for any purpose
stated they would be very likely to use the
profile prospectus, if it were available. Moreover,
even among those who do use the Section 10(a)
prospectus, 71 percent would be very likely to use
the profile prospectus.

Research of the participating mutual fund companies
also found that investors would use the profile pro-
spectus. In Scudder’s survey of prospective investors,
64 percent found the profile prospectus to be very
useful for making investment decisions. In Vanguard’s
survey, 57 percent of prospective investors preferred
the profile prospectus over the Section 10(a) prospec-
tus for evaluating fund investments.

4. Mutual fund shareholders would prefer to be
provided with the profile prospectus for
investment decisionmaking.

■ A substantial majority of mutual fund investors
would like to receive the profile prospectus,
provided the Section 10(a) prospectus would be
available upon request. Two thirds of recent fund
investors surveyed by the Institute indicated that, in
making an investment decision, they would like to
receive the profile prospectus by itself or with the
option of obtaining a Section 10(a) prospectus from
the fund company (Figure 5).

Institute members’ research also indicated that mutual
fund investors would like the opportunity to use the
profile prospectus in this fashion. For example, 62 per-
cent of the shareholders in American Express’ survey
would prefer to receive the profile prospectus, either
alone or with the option of requesting a Section 10(a)
prospectus.

Figure 4

Overall Assessment of the Profile Prospectus Relative to the
Section 10(a) Prospectus
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Source: The Profile Prospectus: An Assessment by
Mutual Fund Shareholders, Volume I, Institute
Research (Investment Company Institute, May 1996).

Profile prospectus received:

Most recent buyers—including those who had used the Section 10(a) prospectus—
gave a higher evaluation to the profile prospectus.
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Figure 5

Preference for Receiving the Section 10(a) and Profile Prospectuses
(percent of recent buyers)

Most recent buyers—including those who had used the Section 10(a) prospectus—preferred to receive the profile 
prospectus, either alone or with the option to receive the Section 10(a) prospectus upon request.
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Source: The Profile Prospectus: An Assessment by
Mutual Fund Shareholders, Volume I, Institute
Research (Investment Company Institute, May 1996).

Fidelity’s survey of fund inquirers found that 61 per-
cent favored receiving the profile prospectus along
with an 800 telephone number through which the
Section 10(a) prospectus could be requested.

■ Professional financial advisers would use the
profile prospectus with current and prospec-
tive customers. In Capital Research’s survey of
professional financial advisers, 78 percent said they
were very likely or extremely likely to use the
profile prospectus in face-to-face meetings with
investors. In American Express’ adviser survey, 
75 percent said that they would prefer to send
investors the profile prospectus, either alone or 
with the option to request a Section 10(a)
prospectus.
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DEFINITIONS

Section 10(a) Prospectus

The “Section 10(a) prospectus” refers to the
prospectus that funds currently deliver to
shareholders pursuant to Section 10(a) of the
Securities Act of 1933.

Profile Prospectus

The “profile prospectus” refers to the prototype
prospectus developed at the initiative of the SEC
to address investor needs for simple and more
understandable disclosure when making invest-
ment decisions. It is limited to information on the
11 areas prescribed by the SEC.
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