
Exactly. Thwt is what I want to know. YouSenator KA~,NI:II. 
go back to the repistr:ition? 

51r ~ C I I L N K L K  T h t  is right. 
Scrmtor TY.ia~nt T o  ,zscrrttilin ~-11nt  thv furltlnnlcwtnl policy was. 
51r. SCHENKEK.Hut in d(>tmrililling d ~ c t l l c r  t l ~ w  is a change in 

funtlamrntnl policy, thc~Cornmission llns to givc consitlcri~tion-it 
ct~tniotbc arbitrary--to t l m c  slic.cifir things which nrcl mnrncmted 
in section 13 (b). 

STATEMENT OF DAVID SCHENKER, CHIEF COUNSEL, SECURITIES 
AND EXCHANGE COMMISSION INVESTMENT TRUST STUDY, 
WASHINGTON, D.  C . - R e s u m e d  

-1.11.. S c ~ c i v k ~ n .W e  werr tliscuwng bwtiol~ 13 wli1cl1 relates to 
4 z c  of inw.tn,cnt c o i n p ~ ~ l ~ e s ;tlre sectioll provides that the diversified 
i i~vrst ine~l tcompany or the iiwd trllst should 11c2t esceetl $130,003,000 
nf tot211 awets; the wcurities tracling 01. scr~irit irs finanw company. 
$75,000,000; :lrld those f:tce-arno~~nt certific;tte con~~xrnles,  wlricll 
v l l  scclrrities wllich :we retllly unsrcuretl proinisso~*y ~rotcs,6200,000,000. 

The questicm might  bc asked, Why did we impose or recommend 
flw jn~position 01 any size limitation on t l w c  cornpwnie.;? We are 



not unmindful of the fact tlmt it present,s some problems. I think 
vou must recognize that i~~vestmcri t  compnriies are a clifferent type of 
institution t11w11 a n y  other type of finaucinl institution in existence 
t o t l ~ y .  You I ~ I I ~  they do not impose any say to me. "hL. Sche~~kel*, 
size on ins~~rarlcr  companies and they do not ilnpose aoy size on savings 
b:~nks. Tour d lo l c  legrislotion is predici~tcd a t  least in part on tlw 
ftlct t11:lt there 1s n kinship on the part of those institutions. Why 
do you impose ?I limit;~tior~o ~ ian investrr~ent company :~utl why, if 
you do, c h ' t  you do i t  in conl~cctiol~ with a b:mli?" 

I n  connec~tion with 11 bank tlre tvpe of supervision tlwj get i.; r ~o t  
ever1 rclnotcly comp:~r:~blt> to tllr. supervision they pet here. 111:L 
blink the I):1111\ ew~l l i~rers  every i~~ves tment ;  ~ ' ~ I ~ I ~ I I C  they have a 
right to tell tllc h : ~ ~ l l i ' ~  oflicers to n m k  t l ~ e  investments tloa 11 to get 
i d  of I l o : ,  : I o f o 1 1  'I'lwre is nothing t11:it even approsi-
rnntes th:lt irl this 1)ill. 

Senator N-\GXhIi. A h t i  they arc liulitctl ill the ctir~rnrtcr of tclw lor~lls 
in w l~ ic l~  i t ~ v w t  tlwir none^-, too?t l ~ t y  (s:~n 

hlr. SCIIENKEI~.  'I'llt~?; ill.? li~ilitc(I i r ~  the c*ll:rrttcter of the invest- 
rrler~ts they c . i i ~ l  ~niil\e. 

Se~lntor\ .Viama.  T h t  is W I I ~ L ~1111~il11,tvo. 
LIr. SCIII<::NKER. fact is. Senator, t l~ilt  you ~ I I O H  the ukertlge r [ \ l ~ ~  

Inrgc- six^ iu\-eqtnrcl~t corrlpany constitutes today a bigger common-
stock pool tlmr any hank or inslrratlce company in this country. 
You t:~l\e t i n  i~ i \es tn~el l tcompany tllat has $150,000,000 which i t  call 
i n j ~ w t  in ally and ill1 corn111011 s toch~ .  That  is 11101.~t l lm d l  the COIII-

moil-stock portfolios of all the life ir~s~lrance conlpmies in this country. 
1 h :~ \c some figwrs (HI t11:lt ahich I ~-11o11lrilike to give you: .It 

the enti of 1939 the co~rirtle~~-stoci\ Iroldings of one of the hugest 
i n rc s t rnc~~ t  to ~lerlrly $120,000,000; trusts ill this comrtry ;~n~ountet l  
i ~ r dthe comrnon stocl, lloltli~lgs of four other investment cornpanitts 
amourltetl to $50.000,000 each. 111 colnpiirlsorl \\it11 that,  the cornnlon- 
~tocl; I~oi t l i~y\  conlpanies yrre entirely of t l ~ c  lugest  life i~~surance  
ricgligiblc. T l ~ cMetropoliti~n Life Ins~rrnnce Co., for rnstarlce, re- 
ported o d y  $25.000 111 colnnlon stocl\s at the cntl of 1938; the Prri- 
dential Ilifc I I IWI. : I I IC~ ( '0.  11:1(1 $234.000 in common stocks; nntl the 
E:qrritilble Lifc 11is111~ar1reCh., $1'3,000 ill collntio~l ~ tocks .  /-

As a m a t t ~ ~  of fact, tllc 19  largest l i f11  i~lsurancc. cwmp:ulies togt.th~r, 
accorth,v lo t l l ~  iiriociution of Insurance Prtwtlcrrts h?lcl only nbout 
$1 15,000,000 of cornrllorl stock. So that you hnvr a situation whew 
t 11c. invcstrncwt rornpany is :I h i ~ g c rcommon stock pool than d l  the 
40 hlpt~qtlilt i11s11rn1lc.c.cmnlpanws I I I  tllir country. 

YOITt:il\t that 111 corljrrllct~o~lwith ttw h r t  that tllcrc is n o  lilnitn- . 
tlon with wspect to tllc extent to w11ich they can turn over their 
portfolio and with respect to what common stocks th?y c a n  go into. 
We shall devclop In a moment, what the effect, of no limitation upon 
s u e  can be. 

Now let rne go o n :  Tlw qrnallncss of the holdings of thesc life 
insurance compani~s, of course, is attributable to the fact tha t  they 
have got to invest in legals; and that  is true of banks. 

Let 11s take the fir(% insurance companies which (lo iux est in co~1111on 
stock. None of the fire insurance or casualty insurance companies 
which arc pcrmltted to own common stock, and which do cons~derablc 
amounts of common stock purchasing, had n portfolio valued a t  any- 
th ing  lilw P;100,000,000. Thc Tlonlc~ Tnsura~lce Co, hat1 a portfolio 



of common stock a t  the cnd of 1938 of nearly 1660,000,000--probably 
t l ~ clargest of any fire insurancc~ company; ycbtwe say un irlvestlnrrlt 
company car1 have up to $150,000,000. Tllr Hartford group, with 
t o t d  asscts of $172,000,000, held only $17,000,000 of common stocks; 
tllc Grcat Arnerican group, with assets of $71,000.000, llad only 
$1 9,OOO,OOO in common stocks; tllt: Actria group, rn~tll %67,000,000 of  
wsschts. had only 57.000,000 in cornrrion stocks. 

Scnato18 TOWNSEND. of supcrvis~o~i IStlw q i ~ ~ s t i o ~ i  tlie do~t~i~l : l t~ t lg  
influencr ovcr the tlio~lpht of fixiaa the qizc of the ~nvrstnlent t r i ~ s t ~ ?  

Mr.  SCKENKEH.No, Senator. h e  only reason I brought up  the 
point of supervision is that  I do not think you can arlalogize to :I sav-
ings bank or :I commercial bank, because the investments are closely 
snpervisetl. More fundnmentally, the nature of the inrestrrw~its of 
the sax-ings banlcs is so dift'erent from the natnre of the in\~estnirrits of 
investment companies. 

I am not bci~rg disparngil~g w1lr11 I say t l h ,  Sel l i i t~r ,  hut ill essenct> 
nn investment compnny is a blind pool ; you turn over $1.X,OOO1O(JO to 
them, and they can invest ill any common stock m~clthey call invest 
in sl~lr>ll bloclrs, large blocks, highly liquid cecuritirs ill which they can 
get 111 aud out fast, and so forth. I sll:~ll tliscn.~ in u nlolnent Ll~tl 
possible eRect of n large colnriion stock pool which is man~~geclhy one 
interest and wliat Itlay be some of tlie cor~sequer~ces on the stock mar-
ket and what may hc some of the consequences on the investor. 

Senator, we have no interest in size per se B L I ~in tlit. opeu-end 
company, the stockl~older lias the right a t  m y  time to tender his 
stock :mi  get his )met  value: If you were to have a run 011 that type 
of cornpi~ny-and i t  is no difi'ercnt from a run on u bank, Senator- 
you can see that if yo11 lratl .Yi130,000,000 investcd in large blocks of 
stocks, if thc time comes \vben for some reason or other the ~ t o c k -  
holdcrs in the compuny are dissatisfied with the mnnagyment a~ id  tliey 
tlecitlc to tcntler their stocks for redemption, yo11 will get a program of 
liquid:ttion which may result in two things: Tn the first pliwe, rill tin-
clcsirnblr efTwt upon the stock market in general. In the secoiltl place 
the ~ ~ o ~ l i l l ~ l d c r  ~v-lro tenders his stock for redemption a little Inter 
may find himself with an illiquid stork and wlro may not he able to 

-..get hi., nssct vdue.  
S(wntor TOWN SF:^^ Htlvc' you 1~1i.v st:~ntl:~r(Isw t  111) i l l  till. hill 

\\it11 rcspcct to thc kind of stocl\s in wlvicli they crln rnvrst? 
Alr. SCHENRLK.1 b(q y o ~ w  pardon, Smtitor? 
Stb~ltxtor T O W ~ L N D .  wt  u pDOyo11 li:~x(l ilriy s ~ : I I I ~ ~ ~ L . ~ s111 this hill 

wit11 rtycbcat to tltc I i ind~ of stocli5 in whi(~hthey can ~ ~ l r t ~ \ t ' ?  
l l r .  S ~ ~ H I : Y ~ E I ~ .  N O  
Srnntor. TOWNSEND110 yoti tl~itll.; tlri~t M 0111(1 b(1 pr:~ct~c:~I~l~ ' . '  

Tl111t111 opi~i io~l ,AIL.. SCHLNKEII. S~lx i tor ,~ o u l ( lhcb : I I I  :~ t tcmpt  
to influc.nw or t101nirl:~tr rna~~:igcmrrlt. Thiq h111ha< ti\1.;011 1wtic111ous 
ct~rcl,in nrp opinion, not to tcll t l l w ~  f d l o ~ sIlow to I U I I  t lw~r  b~lsint~ss. 
- 4 f t c ~:1!1, t h  pclrsm~s U J I O  :LIT bilving ~t ill.(' buyr11~~t 0 1 1  tlw IO~\:LI\CC 
that hl r .  A. 1111o is s ~ q ) p o q ~ l  to 1w :I!$ ( l \ l x ~ t ,i i  runtlillg tt T l ~ i sbill 

(Iircwtion ntl t l  power to ~nvc~qtyrc+ 11irn :~bxolutc. ant[ ~ ~ n l i m ~ t ( d  i i ~  

:MI?. i l l  :11:tl 11) :trig situnt~on 11,. \\ant* How tir,~ t o ~ l i ,itll. i~~tliistrp, 
JW say thrrc, mmc? n timrb, wlw~r you rc~ncl~5150,000.00O. p;wt icr l l d y  
in the. olwtr-wtl cwrnlxtr~ies,n 11t~rctlicro uxxy hc' 11ntl(w1.;1hlc c 8 0 n ; t b -
qilcncw to tlrt. i~ivwtor :rnd to the pllhlic lr~terc~st. 



Senator TOWXSEND.\T'ill you givc ,211 illustration of why you think 
5150,000,000 might be more dimgcrous than $300,000,000 or less 
dnngcrous than X300,000,000? 

Mr. SCHENKER.Well, Serintor, tlle t~nswer to that is that there 
comes :L point wliere you must draw a n  arbit,ri~rp line. IThg did we 
take $150,000,000? Rccause the people d ~ o m  we examined almost 
u~~inlirnouslg:rgreetl t h t  S100,000.000 is enough. 'I'he things that 
pcrsuntletl us to recornmend to the connnittee that $150,000,000 hr 
taken :is the top figure are se~-er:ll: In the first place, all the witnesses 
whom we questioned snit1 that $100,000,000 is cnol~pll fcr nrlybocly t,o 
frlnnage. JTitll respect to one company in p:~rt icd:~r ,  which is run 
nl R high-class m:11111c3r an(l by onc of the fincst nil i n o ~ t  reputable 
persons in this industry. ~e firre toltl hy its rumager, '(Wllen wc 1.eacl1 
$50,000.000, 1 liuve got e~lclr~gl~to m:~nage." There was almost :I 
~mnnirnol~s that $100,000,000 ought to be e n o ~ ~ g l ~ .  C O I I S C I ~ S I I Sof o p i ~ ~ i o n  

Ir: the srco~itl l h c e ,  n-11c11 lvc look :it the records in illis country of 
t h e  i~lvestincnt comp:iriies, we find that the oornpmics that h:~d over 
$100,000,000 were the o w s  tlra t took the worst lickings. For i~~$t,:lnce, 
the Pacific Eastern Corporation, which is the llew m m c  for Golclmiln 
Sacl~sTrading Corporation, 1l:ttl S326,000,000 co i~ t r ih~ ted .  1Vhei1 
the company was t,urned over to tire At1:is Corporatioil they had about 
$40,000,000. T11e lh i ted  Fou11i1e1.s grnllp. the one 3 l r .  C'tlrl S tcr l~  
described, hntl $500,000,000, :mil they wouutl up wit11 $40,000,000. 
The Illue Ridge Corpor:rtion receive([ contributio~ls frnm thc public 
of $13'7,000,000. They llud ilt the eiitl of 1939, $36,000,000 The 
Shensntloali Corport~tion had :I tvtnl invcstctl nnlolurt of $ 1  69,000,000, 
anti they finished up v it11 $28,000,000. 

Thcn you liave thc Ccntrnl S t : l t~ s  E;l(\ctric Corpori~tion, wl~icli w\.c 
dcscribcd sonicwliiit this monli~lg. I t  rtristvl $134,000,000. Today 
it 11:~s$15,000,000 T l l ~Ins1111 Utilitiibs Tr~vostmcat Co. s t ~ r t ~ d  with 
$2.~0,000,000 i~nd then ~r-ow~t lu p  wit11 $33,000,000. Corltii~clltal 
Shiuc~s, Inc.. of Ohio hat\ $11 1,000,000, and  wllm they wrnt illto 
reccivcrship they hat1 $3,000,000. 

You m,ly s:ty, Smiwtor, t l l i~t  tl i t~t is :l ~ l l i ~ t t ( ' ~  butof co inc idcw~~~;  
thv fact of thc rnattcr is, a s  wcl 1c:irri from our study of r \ w y  i n v ~ s t -  
ment trust in this country, tllilt tllcrta seems to hr  somc correlation 
bt>t,wc.cn tllv amount of losses tlint I Y C ~ Csustainctl and thc sizc. 

Thv f:tc t is also. Senator, that r w w  in t h t ~  British i~rvc~stnwiit 
t h , : ~ v ( ~ a g t ~t r t ~ s t ~  siix' is f r o ~ n  $20,000.000 to $30,000,000. Some of 

them :IW 111 ~ ' O L I P S  But wt>n wIi(m you consitlcr t ! ~  groups, wc <lo 
not  TIOW OW of a cnsc of ~ I J I  irrvcstmcmt trust gronp in Grmt Rritilm 
which 11i1s ~ \ r c c ~ d ~ ( l  % I  00,000.000. 

I t  is vc1.y difficult to  pat yo~ l r  f i ~ ~ g i ~  OII thi. prccist, rc:rsoils why 
wc, tali(. % I  5O,OOO,OOO as t h ~limit, u11cI not $200,000,000. Our-
s c h t i o n  of tllilt figlm, of $150,0000,00 a? thc mnxirn-lrn MTils bascd OJL 

the. rccortl, it, was bnsc~lon thcir past cqwricircc~, i t  n a s  bascd on what 
h r m ~  told, it WIS basctl on thc. na t~~rc .  wet l>:~rc. ok the compa~liw, it  

on t110 po+csllti::litic-, anti I I I I O I I  0111' con(~11tsio11was I) :~si~l  t11:lt in this 
tll(~rv ought to :I rni~~irnunltypv oJ Y ) I ~ ~ : I I I J ~  sizc~. Altllorrgll wc. 

f d t  ill the first instnncc. that TW ought to ri~corumtml $100,000,000. 
wr, irlcrcwscd it tn $150,000.000 in ordcr to covc,r 2111 cxisting situations. 

You :rlso ]nust h r  consciorrs of thv fact that t w  do ]lot siLY that  if 
an in\-mtmcnt trust rcnchcs t!lc sim of $1 50,000,000 it has to cut  itsdf 
clo~m. If il fr~llon-starts with $100 000,000 :lnd rrins it 111) to $3,000,- 



colupm1ic1s ant1 ~~ci i l . i t i t5  tl.:ldil)g ~01.pI';ltiOll~. Tht' I'('ilSOI1 t11i~t i111- 
p ~ l l ( dus  to c!o t h t  is tllat it was pr:ictie:tlly c.ot~cctlrtl that n distinc-
ti011 shnr~lrl hv lnatl,. bc~twt~rw those, l\co typcs of comp;rnic>s. The sr.- 
c*rilitics trading company ur svcmitir,i fillill~c(> coinp:~nygois into con- 
trol situahor~s, :in(I uitlr $7.5.000.000, if  you ~ a n il o  go out and buy 

ill thib co~lntry,  corltrol of c o ~ ~ p o t x t i o ~ ~ s  > 011 C:III i y t  control of :Ltrmwn-
tloris numbcr of corporat~on-. 

'I%: Fnct of t h  m:~tti,l* Corporation,is that t l ~ r  I'llo(wi~ St~curitit~s 
\\it11 total assrts, thct last timc. 1 loolccd a t  it-:ml pcbrl~apsa littlc 
niorcl toti;,y-, hccai~scl of t l~cirI'cbpsi-C1ol:i holtlings-of about $ 1  G,OOO,OOD, 
wt.cLrc>a b l ~to iw,rcisi. :I grcxt J 1  :'I of control. JYith thnt Slfi,000,00(1, 
Scn:rtor, i;s 1 wirl bct'orc., t11c.y wntrollcil thc, 17~li t td  Cigar Storcs, 
tlrcg c o n t d l ( d  Loft, In(,.,which ill turn co~ltl~ols Yrpsi-Col:~;tht.:~~ 
c-ontrollctl C'c~lotc~. :~ntl  tltrou$l\ ('olotc.s they hi~vcl :1 c m t r o l l i ~ ~ g  
miinonce i n  C'crtnin-twd I'rotlucts. T h t y  control tl~i. Solith-c.st 
Corporation and l ~ v c  col~trolling irltcrcst i i ~  Autocal.. ,I t  o w  tirnr.:I 

they h : ~ l  :i colltrolling iiltc~itst in th:. Line0111 I-iotc.1. You 11ii~tbwc11 
W;ltxl'(~ ~ ~ ~ ~ l ~ ~ ~ ~ l t r ~ ~ t i ~ l l~ i t l ~ > l t ~ O l l ~  yo11 C:111 3 ' t  ?I t I ' :~~rlPl l (~O~l~ of \~('ilIt11 

in ,171 i ~ l \ n t i n , w t  co~np:lq-.  
It is quit(%tnic t l ~ tw l i i , ~ i  vori gtht hrto ronlrolling in\-c~qtinciit 

t ioris,  t l ~ c:\rnourlt of t l~oir :~rsc>ts t w q ~ o ~ ~  slloulcl h(. less. Thus you scv 
G,>ltlrn:~rr S:~clls Trading C'orpolatio~l ui th  its $B60,000$00 of :lsscts 
cor~trollrtl, not1 by "coutrollrd", I rilcwn 50 pcwtlrrt or alrnost any- 
whcrc over 30 pc~ct~nt-about$ L .ti00,000,000of asscts owrird by banks, 
insuruncc compnnit~s, a d  i ~ ~ d ~ ~ s t r i t l s  in thi3 coun t r ;~  Tha t  is tllc 
wason why wc fix tha t  limit. '1t' 1011. 

T\-c fix $200,000,000 for the so-cahd face-amount ccrtificatcb corn- 
panics b(~.:~tise this bill requires, for thc  protection of invrstors, tha t  
their :lsscXtssl~ouldbt, c.ompnrahlt~ to those of 1%life insurance company. 
lTntlcr thost. circumstances wtx fcrl t,hat since they do not  invtbst 111 

common stocks with 1\11 this trading alld fluct!uation in valucls, 
$200,000,000 1n21:v bc st~fficirnt. Pc.rhups it o~rght  to  bc a little 
h~phcr ;I do not know. 







-- 
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o f  no other trustee relationship w-liere tlw [tubtee cat1 (lo t l ~ a t ,11e lw. 
the pouer  to tr:lnsfer tl:at ~ i l n r~ngen~c i~ t  coriiract to  sor~ieone else 

People down in the Street have told nit.--people who con t~o l  ill\ est- 
ment trusts--"Why sllodtl this be :trl> tlifferent from n r q  otllrr 
firiancinl i~~st i tut ion '?  They ought to have pnitl oficers :met p i t 1  
directorq." It they iwn t  to pay ~ ~ I c I I I ~ ~ ~ \ . c : ,i i  n~illion dolltw~, it!iy, 
t h t  is all right;  we do not fix the a m u r t ~ ~ t  

Well. tha t  p r t vn t ed ,  tl~eoretically ~t Irnqt, a pottwt : ~ r g l ~ ~ n e n t .  
I~owever ,we riinde a det:1114 s t l~t ly  ol' the i u t i~~s t ry .  We fwnd  tll:it 
althongh u hen you get ~u to the large c.omp:n~ies, they (~)111(1 ;ifforxi to 
pay snl:lr.irr oT such .;lze :I$ to uttlxct vc~~npctrnt  j~eople untl people 
with a h r l ~ t ~ ,  M ~ C Won the other I I ~ I I I ~ ~ ,  ~ O L I~ c . 1dcw.11 to the wtlailer. 
companies, in their crises i f  you started pi!~-illg sdaries, those ~a!wrie.: 
would e i ~ t  111) a11 the ordinary income unti :111 t t ~ v  profits. 

So yo11 h i this sitr~atioll Shodti  you wbolislt u ~ ~ ~ : ~ g e n ~ r n t  con-
tmcts  and s t p  "1'tliil officers and directols"? Sho~tltl y o ~ t  t ry  to  
differerrtiate betwcen 1nrgc~-sized cor~ipanies m d  sniall-sized cornpmies? 

Well, the Commiseion felt tha t  under tlie circu~nstances if tlwre were 
a few elementary safeguards set up with respcct to  man:~pemenL con- 
tracts, they could see no difficulty uiLh that  situation. 

I know tliat this is not in  accord with the v i c w  of nmny people in 
the Street, and the fact is tha t  there are Inany investment trusts tliat 
have paid officers and directors, just like any bank or  insurance com- 
pany. However, we said, "If the ir~tlustry feels that the practice is 
indigenous to  t h t  type of institution, we may have some difticulty wit11 
i t ,  bu t  we would not recommend to this committee tlmt t l r ~  s ta tus  he 
dist urberl. " 

/ What  have we done with respect t o  management contracts'? There 
is not  a qiugle provision in section 15 wliich w e n  rcmolrly awumes to 
fix what they should be paid as compensation. 

As a matter of fact, in Senator Taft 's  State the "blue sky" laws 
were recently amended, and they have a provision tha t  investment 
company securities could not be sold in that  S ta t r  if the management 
and operating expenses exceeded 1:/? percent of the average total assets. 

We do not  have ihnt .  MTe feel that  is a question for the stock- 
lioltlers to decide. If they want to pay a man a million dollars to 
manage the fund and if they linow they are paying him a million dollars 
and if they have the  right to approve the payment of a million dollars, 
this bill says tha t  is perfectly all right. 

Section 1 5  (a) virtually s:rys that  you cannot act ns a rr)t:nnger
unless yon are paid in one of three methotls. One of those is where 
you get a tlcfiriit+ sun] per n lon t l~  or per y e w ;  that u-m1d be il salary
basis Another 1s a percentage of the it~curne Tlw third cnetlintl 
is n definite percentap  of total assets-or any con~hination of 
these three 

! MThat we aim : ~ trenllp is  to kill profit-blluring arrilr~gements, where 
a Inan ~ n a k e s  a n  arrangement to the eflect tliat he will take u cut 
of the pof i t s  h i t  he does nol take any ru t  of t!lr losses. i t  is  one 
of these "heatls I \\in and tails you lose" propos!tions, By and large. 

,J do not tlrinli the indus tq  finds any difficulty wlth tlns provision. 
Subsection &) provides in substance that the contract has  to be 

in  writing. We felt tha t  that was necessary because we saw sowe 
arrangements, and uc  have studied hundreds of manngernent con-
tracts where sometin:es the contract ?\-as oral and sometimes it was 



just a slight reference in the minutcs. Sometimes it was an elabor- 
ate contract. 

We say that i t  ought to be a formal agreement between the corpora- 
totion and the managers, setting forth-what? The ~oinpensat~ion 

be paid. We say that in the first instance i t  cannot last more thaa 
2 years and that the board af directors shall have the right to terminate 
it  on not more than 60 days' written notice. The fourth provision 
is that you cannot assign the contract. 

Let me discuss that last provision a t  this point, because I think 
that presents the simplest situation. Here you have a situation where 
a person assumes a fiduciary obligation; he is the manager of other 
people's money. If he is through with the job, he ought to go home. 
However, instead of that they take these 10-year contracts whicli' 
they have the right to assign to someone else. 

This provision says that the management contract is personal, 
that i t  cannot bc assigned, and that you cannot tmn over the manage- 
ment of other people's money to someone clsc. 

The third part is n provision for tcrmirmtion on not more than' 
60 days' writtrn notice. We have made an analysis of a great many 
~nanagcirlent contracts, and rnany of them contain the provision that 
the manager can t>crminate on 60 days' notice. Thr company should 
also h a w  thr r i ~ h t  to tcrminntr on 60 days' notlce. Wc feel that 
thc rclatioml~ip 1s rcallp a personal one and that if  thr stockholders 
or t,hc board of directors are clisplenscd with thc managernent, they 
ought to hnve n right to terminate the contract,. 

The other prov~siori, with respect to the 2 years, IS to take ctwe 
of s~tnations wlwrt. a 10-yrer management contract or a &year 
management contract is voted thc managers and there comes a 
time-and 1 s l d l  ilh~stratc that in a rnornmt, with an cxnmple-
where thr stockholders are dissatislictl with tl1c1 mnnagemcnt, and 
the only way they can get rid of thr management is to pay these 
pcople 11 substantial son1 of money, in ordrr to get s termination 
of the contract 

So we say tlir managcmcnt contract can bc for 2 ycars, if it is 
approvctl. Thcreaftcr it is rentw-able yearly. TTe say that annually 
it has to bc approvrd by the dirtlctors or the stockholders. If it IS 

for 2 years, it has to bc approved by the stocld~olticrs. Thcrcafter 
it can bc yt.ar after gcnr approved either by thc directors or the 
stockholtlrrs. 

Now cco~oing to subsection (c), that is an analogous provision for 
thc prrson who has the distribution contract with an opcn-end 
investment trust. I think the difference in this situation is that 
we say it does 11ot have to  be approved by thc stocldrolclc~rs, because 
in that instance the stockholdw, after he buys thc s~curi ty,  l ~ a s  no 
morc interest in the d~stributor The rnanagcr manages his funtls. 
Once hc has purchused the security, he should have no cont,rol over 
who the distributor should be. I t  is the function of the  directors 
to select the person to distribute the securiti~s and to determine 
w11ttt his compensation should be. 

In  subsection (d) i t  is simply stated in substance that the manage- 
meut contract, if approved by the board of directors, should be 
approved by independent members of the board of directors, and that  


