UNITED STATES OF AMERICA
before the
SECURITIES AND} EXCHANGE COMMISSION

September 26, 1962
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In the Hatter of
OEDEERE DIRECTING LIRVESTIGATION

Inveatment Companles Reglatered AND STUDY AND DESIGHATING
under the Investment Company H OFFICERS TO TAKE TESTLMONY
Act of 1940 :

I

The Commigsion inm 1958 authorized the Securlties Research Unit
of the Whartom School of Finance and Commerce of the University of
Pennsylvanla to make a study pursvant to Sectiocn l4{b) of the Invest-
ment Company Act of 1940 {the "Act") and to subwmlt a Teport to the
Comnlesion. Such report was transmltted to the Commisalon on August 3,
1962, and on August 27, 1962 such report was in turn submitted by the
Commizsion to the Honorable Oren Harris, Chaltman of the Commitbes om
Interstate and Forelgn Cowmerce, House of Representatlves, and by Mx.
Harrls, on behalf of his Committee, to the House of Representatives.

The report, and other matters reported to the Commlssion, ralse
questlonz of polley concerning the adequacy of disclosure to investors
and shareholders of investment companles and the ability of share-
holdera of Inveatment companles effectively to protect their interests.
Further, findlngs stated Iin the report, particularly those set forth
‘in Chapters 1 and VIII rherecf, relating to the relationshipa between
funds and their Investment advisers and principal underwriters, railse
questions of pollcy relatlng to the practlces prevalent In the Llndustry
with respect to and affecting the followlng:

1. Salea commisslons, vractices and incentives, and
the relaticnship or lack of relaticpship therszof to
growth, slze and the performance of funds;

2. The relationship or lack of 1t between growth,
size and performance of funde, on the one hand, and,



. 1.

on the other hand, advisory fees and costs of operation
of the funds and thelr advisers, lncluding fees charped
by advisers to other c¢lients;

3. wWhether the apparent historical emphasls uwpon con-
stantly fncreasing fund assets by intenasive sales efforts
has &lways been in the Llnterest of lnvestors;

4. Whether fund directors have effectively performed thelr
duties in connection with fund declelons such am the annual
approval and continuvance of the fund's Lnvestment sdvisory
and underwriting contracts, the allocat{on of brokerage
arising From fund portfolio transactions, and the manage-
ment of fund assets; and whether the statutory concept of
"unaffiliaced" directors has adequataly performed iks
function of protecting the interests of fund shareholders;
and

5. Conflicts of interest which may exlst in the Lnvestment
company lodustry, such as those loherent in the position of
an offficer, director, or advisory boatrd member of an invest=
ment company who 1s also afflliaced with such fund's adviser,
uwnderwrlter, broker, or distribucor, or thelr affillares,

All of the foregoing require further Inquiry apnd finvestigation for the
purpose of determining whether (a) new tulea and regulatlonz of the
Commlseion should be 1ssued with respect to, or the exlating tulea
and regulations should be amended, modified, or rescinded insefar as
they relate to, investment cowpanies, thelr affiliates, promoters,

or underwritera; acd (b} recommendations for, and if 5o, 1in what
partilculars, further legislation relating to inovestwent companies,
thelr affiliates, promeotera, or underwriters sheould be subomitted to
the Congress.

I1
The Commlzsion having considered the foregeolng:

IT 15 ORDERED that, purasuant to Sections 14(b), 3i{b}, 3B(a)
and 46{a) of the Act and Sectlons 19{d), 21(a) and 23 of the Sscurities
Exchange Act of 1934, and each of them, an investigation and study be
made cf the matters set Eforth in Bectlon I hereof.
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IT 5 FURTHER ORDERED that, pursuant to Section 42(b) of the
Act and Section 21{b) of the Securlties Exchange Act of 1934, and
each of them, and for che purpocses of such lnvescigabion and scudy,
Julian Daly, Mever Elsenberg, Gordon Henderson, Roger W. Kapp,
Lewis J. Mendelson, George P. Michaely, Jr,, Robert H, dMundheim
and Harry K. Schwarcz, and each of them, is harehy deaignated an
cfficer of the Commission and empowered to adminiater oatha and
affirmaticns, subpoena witnesees, compel thelr atcendance, take
evidence and requlre the production of any books, papers,
correspondence, memcoranda, or other records deemed rvelevant and
materlal to the lnqulry, and to perform all other duties in
connectlon therewlth as prescribed by law.

By the Commisgaion:

Orval L. DuBols
Bacretary



