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Mutual funds: Contractual and voluntary plans distinguished--Con.
Switch from other corporate stocks to mutuals 4: 289, 290
Withdrawal and reinvestment without sales charges 4:178

emergencies, to take care of 4:178
front-end load, effect on 4:178
90 percent redemption privilege 4:178
service charge for 4:178

Mutual funds: Contractual plans
See also Mutual funds: Contractual and voluntary plans dis-

tinguished
1437 accounts opened February 1959

denomination of monthly payments unit, by (table) 4:263
installments and sales charge paid as of 1962 (table)

4:261,262
installments paid at opening and 1962 status (table) 4:260
monthly to August 1962 (table) 4:257
months in which payments were made to August 1962 (table)

4: 259
number of installments and sales charge by 1962 (table)

4:261,262
number of installments paid at opening (table) 4:260
number of months payments made to August 1962 (table)

4:259
percent of all accounts, August 1962 (table) 4:258
redemption and lapse records as of August 1962 (table)

4: 263
status of each month to August 1962 (table) 4:257

Agreement as "contractual" 4:173
Assets held in 4:170

percentage of total mutual funds assets 4:170
Association of Mutual Fund Plan Sponsors, Inc.

membership restrictions of 4:685
Basic elements of the plan 4:171-173

front-end load 4: 171, 172
future payment plans described and named 4: 171, 172
investment companies, plans as 4:171
payments, size and duration of 4:171
periodic payment plan certificate 4:171
prepayments and accelerated payments 4:173
sales 4:171
sales load, amount of total sum invested 4:171
shares, indirect purchase through certificates 4:171

Capital gains, reinvestment of at net asset value 4:178
sales load deduction, question of 4:178

Commissions
front-end loads: See Mutual funds: Selling practices

Companies offering contractual plans 4:170
Completion insurance

performance record of investors, as factor in 4:201
Criticisms of summarized 4:185-187

changed circumstances resulting in premature redemptions
4:186

locking purchaser into particular investment 4: 185, 186
penalty provisions as unfair 4: 185, 186
State disapproval of high commissions 4:185
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Mutual funds: Contractual plans--Continued
Custodian charge and amount of 4:109
Definition of plan 4:171
Denomination most frequently sold 4:171
Dividends, reinvestment of at net asset value 4:178
Financing purchase of

sale of other assets, by 4: 281, 282
source of funds 4:281

Forfeiture for failure to make payments, absence of 4:173
Front-end load as fundamental distinction 4:174
Front-end loads, industry justification of 4:179-185

See Mutual funds: Selling practices
History of contractual plans 4:169-171

companies offering shares under this plan 4:170
Congressional regulation 4: 169, 170
extent of ownership and number of investors 4: 170, 171
~owowth of contractural plans 4:170
loading charges before Investment Companies Act 4:170
sales decline after Investment Companies Act 4:170
SEC report under act of 1935 4:170

Installments paid by each account, number of 4:191
Investor characteristics as summarized in Wharton School In-

vestor Survey
Generally See Mutual funds" Contractual and voluntary

plans distinguished
acquisition of plans for which not suited 4: 348, 349
alternative investments, lack of knowledge of 4: 349
expectations as higher than for other mutual fund investors

4: 348
less informed financially than other mutual fund investors

4:348
lower income and occupational skill status 4:348
sales charges as bearing on those least equipped to pay

4: 348
sales charges, little knowledge or appreciation of significance

of 4:349
Investors in, number of 4:171

percent of all mutual fund investors, comprising 4:171
Keeping in force 4:173
Locking investor in particular investment 4: 185, 186
Misnomer, "contractual plan" as 4:173
Other names for the plan 4:172
Outstanding plans, proposed payments on 4:170
Payment plans

failure to make payments, effects of 4: 173, 183, 184
financing future payments

sale of other assets 4:281
source of funds 4:281

minimum and subsequent payments, amount of 4: 178, 179
named and described 4:171-173

See also Mutual funds: Selling practices: Sales charges
penalty feature as systematic saving stimulus 4: 183, 184
periodic payment certificate purchased by 4:171
prepayment and acceleration of payment 4:173
size and duration of payments 4:171
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Mutual funds: Contractual plans--Continued
Payments on 10-year plan, distribution of (table) 4:172

See also Mutual funds: Selling practices: Sales charges
Penalty feature as systematic saving stimulus

arguments pro and con as to comparative effectiveness of
4: 183, 184

completion insurance compared for effectiveness 4:183
fairness of criticized 4: 185, 186
financial burden, as 4: 185, 186
incentive to salesmen, as 4: 182, 183
investor awareness of 4:183

"Penalty plan" designation of 4:173
Percent of mutual fund assets held under 4:170
Performance records of investors in 4: 187-202, 204

AMPFS statistics of 4:192-196
absence of substantial body of statistics on 4:187
accounts opened, AMFPS statistics 4:193
accounts studied, number and classification of 4:187
accounts terminated with loss or gain 4: 180, 181,183, 188,

189, 192-194, 196, 197, 203
accounts terminated with losses, AMFPS statistics 4:192
active accounts terminated with profit or loss (table) 4:194
aggregate amount of payments, AMFPS statistics

4: 194, 195
aggregate scheduled payments to actual payments, ratio of

4: 194, 195
cancellation with profits or losses 4: 193, 194
completion insurance as factor in 4: 190, 201
completion, percentage of, AMFPS statistics 4: 195, 196
criteria for evaluating impact of 4:196
denominations, size of as factor in 4: 193, 194
dropout pace after 3~/~ years 4:188
installments paid on each account, number of 4:191
insured accounts 4:190
lapses 4: 180, 181, 183, 188, 189, 192-194, 196, 197, 203
lapses, annual increase in 4:188
lapses as affected by completion insurance 4:190
monthly status of selected accounts, 1959-62 4:189
months in which payments made, number of 4:190
multiple-installment payments, extent of 4:190
multiple payments, number of 4:191
number of installments paid by scheduled completion date

4:197
percent of plans of 1949-53, paying installments by 1962,

Waddell & Reed statistics 4:197
rede~nptions without return of sales charge 4:190
sales charges paid by 1,437 sample plans (table) 4:191,192
30-day refund privilege as affecting 4:190
Special Study performance statistics 4:187-192
systematic payments, extent of 4:189
United Accumulative fund investors 4: 196, 197
voluntary plan compared 4:197-202

See Mutual funds: Contractual and voluntary plans
distinguished
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Mutual funds" Contractual plans--Continued
Performance records of investors in--Continued

Waddell & Reed, Inc. statistics, analysis, and evaluation of
4: 196, 197

wide range of 4:188
Periodic payment plans described 4:272

binding effect of, investor knowledge of 4:316
Plan companies, composition of 4:171
Principal underwriters in sale of

"plan companies" or "sponsors," as 4:171
Profits to investors under, compared to voluntary plan

4:181,182
See Mutual funds: Contractual and voluntary plans dis-

tinguished
Redemption and lapse records of 1437 accounts

table as of August 31, 1962 4:263
Redemptions

changed circumstances res~flting in premature redemp-
tions 4:186

completion insurance as factor in redemption rate 4:190
partial redemption of shares 4:113
reasons ascribed by investor for 4:186
repurchase after redemption, additional load charge for

4: 186
Sales charges: See Mutual funds: Selling practices
Salesmen’s disclosure of existence of voluntary plans 4:202
Sex of purchaser 4: 274, 275
Tax advantages claimed, Special Study nonconsideration of

4: 175
Termination of plan 4:173
Types of and payment modes described 4:272

"Underlying security" of 4:171
Voluntary plans distinguished

See Mutual funds: Contractual and voluntary plans dis-
tinguished

Withdrawal of investment and reinvestment without sales
charges 4:178

Mutual funds: Insider transactions in portfolio securities 4:235-255
Awareness of problem by industry 4:252
Conflicts of interest 4:237-239

execution of order ahead of fund, market impact of 4:237
extent of potential conflict situations 4: 238, 239
fund decision to buy or sell, n~arket impact of 4:237
investment advisers’ 4:238
Investment Company Act Section 17(d) applicability 4:238
policy statements concerning

see Policy statements concerning, below
priorities among categories of clients 4:241
related persons, transactions by in same issue as fund 4: 241
time of transaction, question of 4: 237, 238

Decision to buy or sell, market impact of 4:237
Extent of insider trading in shares and dollars 4:253
Fiduciary relation of industry to investor, recognition of 4:253
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Mutual funds: Insider transactions in portfolio securities--Continued
Following fund trades 4:241
Funds’ policies concerning

see also Industry insider trading, below
general or equivocal language in 4:251
independent director, exemption from 4:250
investment adviser’s compared, in importance 4:250
Investment Company Institute "Guide to Business Stan-

dards," reliance on 4:251
lack of fund policy, effect of 4:250
nonaffiliated directors, applicability to 4:250
personnel applicable to 4: 250, 252
reporting requirements, exemption from 4: 250, 254
special problem of 4:254

Industry insider trading 4:239-241
following fund trades 4:241
priorities among categories of clients 4:241
questionnaire responses upon which study based 4:239
related persons, transactions by in same issue (table) 4:240

Inside director, transactions by
policy prohibitions’ applicability to 4:250

Investment adviser policies on insider trading 4:249-252
conflict of interest, potential 4: 238, 249-252
disclosure by of own accounts 4:251,252
evasion of 4:252
fund personnel applicable to 4: 250, 252
general or equivocal language in 4:251
importance of 4:250
independent directors, policy as to 4:250
Investment Company Institute "Standards," reliance on

4:251
"Investment officers," applicability to 4:250
prohibitions in policies 4:251
reporting own transactions 4:252
research staff, transactions by 4:252
short selling 4:251
transactions in same issue as fund 4:241

Market impact of insider participation
decision of fund to buy or sell 4:237

Number of shares and dollars involved
materiality of on market impact 4: 237, 253

Particular funds, transactions involving analyzed 4:241-249
Chase Fund of Boston 4:243
Guardian Mutual Fund, Inc. 4:244
Leon B. Allen Fund, Inc. 4:242
One William Street Fund 4:245-248
Value Line Special Situation Fund 4:248

Periods of insider trading
ahead of fund o~ders 4: 237, 238
conflicts of interest involved in 4:241
five funds studied, data for 4:241-249
priorities among categories of clients 4:241
prohibition of when fund is buying or selling 4:253
same period as fund’s trading 4: 238, 241,254, 255
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Mutual funds: Insider transactions in portfolio securities--Continued
Policies aimed at dealing with the problem

see also Fund policy; Investment adviser policy, above
conflict of interest potentialities, recognition of 4:250
employee of fund, prohibitions as to 4:238
evasion of policies 4:252
fund and adviser personnel applicable to 4:250
investment adviser policies 4:249-252
lack of fund policy, effect of 4:250
nonaffiliated directors, exemption of 4:250
prohibitions in 4:251,252
records of insider trading, keeping 4:252
teeth in policies, nature of 4:252
variations in policies and interpretation 4:250-252
written policies, recommendation for 4:254

Price advantages as to particular funds 4:241-249
Priorities among categories of clients

conflict of interest situations 4:241
Prohibition of insider trading

trading period to which it should be applied 4: 253, 254
Related persons, transactions by in same issue as fund

extent of such trading 4:241,253
investment advisers 4:241
table showing for 28 funds 4:240

Reporting by insiders 4:252
need of effective program for 4:254

Research personnel of investment adviser
policies as to trading by 4:252

Short selling by investment adviser 4:251
Special Study conclusions and recommendations

adoption of written policies by investment compani~
4: 255; 5:174

minimum standards acceptable to SEC, adoption of 4: 255;
5:174

reports by companies on portfolio transactions 4: 255;
5:175

sanctions for policy violations 4: 255; 5:175
Special Study of, scope and method of 4:235-237

assets of funds studied 4:236
funds studied 4: 235, 236
period covered 4:235
questionnaire employed and information requested 4:236
size of funds studied 4:236

Special Study summary 4: 254, 255; 5: 173, 174
attention called for on part of industry and SEC 4: 255;

5:174
ethics of insider trading, industry view of 4: 255; 5:174
extent of insider trading 4: 254, 255; 5:174
policies, variations in 4: 255; 5:174
trading in same period as fund, percent of 4: 254, 255;

5:174
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Mutual funds: Insider transactions in portfolio securities--Continued
Standards

clarification and implementation of, need for 4:253
common to entire industry 4:254
common to entire industry, recommended 4:254
Investment Company Institute’s "Guide to Business

Standards" 4:251
policies of funds and investment advisers 4:249-252

Survey of, evaluation of 4:252-254
awareness by industry of the problems 4:252
de minimis, insider trading as 4:253
extent of insider trading and its market impact 4:253
fiduciary obligation to investors, recognition of 4:253
independent director, special problem of 4:254
policies, existence, characteristics and application of

4: 252-254
programs and procedures for improved standards 4: 254
standards common to entire industry, recommended 4:254
standards, need of clarification and implementation 4:253

Unethical, as 4:235
Mutual funds: Investors in

See also Mutual funds: Investors in, Wharton School Survey of
Characteristics of mutual fund investors 4: 140, 141,273-277

profile of the typical investor 4: 140, 273
similarities and differences in personal characteristics

4: 272-275
Special Study summary of 4: 140, 141
table of as to selectedcharacteristics 4:274
types distinguished 4:140

Contractual plan purchasers
See also Mutual funds: Contractual plans
appropriateness of for moderate incomes 4:146
characteristics of summarized 4: 140, 141
decisions to buy, initiating 4:141
income and skill of purchasers 4: 145, 146
meetings with salesmen prior to purchase 4:141
redemption of plans by 4:145
savings accounts as source of funds 4:141

Dates covered by Survey 4:139
Expectations of future performance of their funds
Investment advice by salesmen

attorney, advice to investor to consult 4:142
NASD suitability rule, question of 4:142

Knowledge and understanding of their investments
available investment alternatives 4:144
lack of, and optimism concerning 4:143-146
sales charge, as to payment of 4: 143, 144

Performance records
contractual plans: See Mutual funds:

Redemption of shares or plans
contractual and regular account

4: 144, 145

4:144

Contractual plans

purchasers compared
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Mutual funds: Investors in--Continued
Regular account investors

characteristics of summarized 4: 140, 141
decisions to buy, initiating ~l: 141
meeting with salesmen prior to purchase 4:141
objectives of 4:141

Representation of funds by salesmen 4: 142, 143
basic features of funds, explanation of 4:143
possible changes in value of fund shares 4:143
sales charges 4:143
SECrole, asto 4:142
SEC Statement of Policy, possible violation of 4:142

Special Study summary of 4:139-146
advice of friends and relatives, reliance on 4:141
advice to investor by salesmen 4:142
basic features of mutual funds, salesmen’s explanation of

4." 143
characteristics of investors 4: 140, 141,273-277
choice of mutual funds, rationale of 4:141
choice of particular fund, .rationale of 4:141
contractual purchasers’ income and sophistication status

4~ 145, 146
discipline in saving, significance of 4:141
fluctuation in value of shares, understanding of 4:142-144
income-to-investment ratio 4: 141
initiation of decision to invest 4:141
knowledge and understanding by investors 4:143-146
meetings with sales representatives 4: 141, 142
obiectives of investors 4:141
optimism of investor 4 : 145
parts of Survey listed 4:140
professional management as investment inducement 4:141
redemptions, extent, and rationale of 4: 144, 145
relationship between investor and salesmen 4:141-143
representations by salesmen 4: 142, 143
safeguards, need of additional 4: 145, 146
sales charges, explanation of to investor 4:143,144
salesmen who were friends of relatives, influence of 4:141
savings, mutual funds as mobilized of 4:140
scope of Survey 4:139
SEC’s role, salesmen’s explanation of 4:142
SEC Statement of Policy, possible violations of 4:142
sources of funds for purchases 4:141
suitability of funds for purpose 4:145

Women investors, summary as to 4: 274, 275
Mutual funds: Investors in, Wharton School Survey of 4:265-461

See also appropriate topics under other Mutual funds headings
Additional purchases of shares, attitude toward 4:324-326

factors influencing decisions to buy (table) 4:325
reasons for and against additional purchases 4: 325, 326
table showing for contractual and regular accounts 4:324

Age of investor as factor 4: 273-275, 283, 284, 287, 288, 292
knowledge of fund as varying with 4:319
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Mutual funds: Investors in, Wharton School Survey of--Continued
Assets 4:273-276

investment objectives, as influencing 4:284
redeemers of shares, assets at time of purchase 4: 328
redeemers or purchasers of funds, assets of 4:328
regular account and contractual plan investors compared

4: 276
table of selected assets 4:274

Attorney, salesmen’s advice to investor to consult 4:142
Brokerage allocations, quantitative study of 4:213
Capital appreciation as investment inducement 4: 285, 286, 288
Characteristics of investor: see Personal characteristics, below
Characteristics of mutual funds 4:270-273

mutual fund organization 4: 270
Choice of mutual funds as investment, factors influencing

4: 285-292
age of purchaser as factor 4: 287, 288
capital appreciation 4: 285, 286, 288
diversification of financial assets 4 : 285, 286
education of purchaser as factor 4:288
factors influencing, table showing 4: 287
hedge against inflation 4: 286, 288
income and investment of purchaser 4:287-289
income class as factor 4: 288, 289
investor characteristics as factor in 4:286-292
marital status of purchaser 4: 287, 288
occupation factor 4: 287, 288
particular fund, initiative for choice of 4:289
primary dominants of choice 4: 285, 286
professional investment management 4: 285, 289, 290
reasons for, checked by salesmen’s representations (table)

4: 305
redeemers of shares, motives for selecting 4:329
regular account and contractual plan purchasers compared

4: 285, 286
savings habits, as discipline of 4: 286, 288, 289
sex of purchaser as factor in 4: 287, 288
switching from other corporate stock 4: 281, 282, 289-291
type of purchase, table showing factors by 4:286
Wharton Survey summary 4: 337, 338

Distribution of mutual funds, methods of
summary of 4:293

Diversification of financial assets as investment inducement
4: 285, 286

Earnings of fund, investor knowledge of source of 4:316
Education of purchaser as factor 4: 273-275, 283, 287, 288, 292

contractual purchasers 4: 274, 275
objectives, education as influencing 4: 283, 284
regular account purchasers 4: 274, 275

Employment status 4:274-277
men and women compared 4: 274, 275
type of plan purchased as reflected by 4: 274, 275
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Mutual funds: Investors in, Wharton School ISurvey of--Continued
Expectations of investor 4:320-326

additional shares, influencing to buy 4:325
overall expectations of performances 4: 320, 321
redemption of shares as influenced by 4:333
salesmen, as influenced by representations of 4: 323, 324
sum.mary and conclusions of Survey 4: 344, 345, 347
various classes of investors, table of 4:322

Expenses of fund, investor knowledge of 4:314-316
approach to by Survey 4:314
expense-asset ratios, investor estimates of (tables)

4: 315, 316
estimates of by investors (tables) 4:314-316
percent of fund income, investor estimates as to (table)

4:315
Experience of investor with mutual funds 4:333-335

redemption of shares, losses in 4:333
summary and conclusions of Survey 4: 346, 347

Financial situation, various factors in 4: 273-281,283-288,
292, 299-301

investor without other reserves, properties as to 4:301
redeemers or purchasers of shares 4: 328

Financing of mutual fund purchases 4:280-282
contractual plans--sale of other assets 4:281,282
contractual plans--source of funds 4:281
primary source of funds 4: 280, 281
type of account (table) 4:281

Gains or losses incurred by investors
summary and conclusions of Survey 4: 346, 347

Growth of in numbers and assets 4:270
Hedge against inflation as factor influencing purchase

4: 286, 288
Income

investment objectives, as factor in 4:283-285
Income of investor 4: 273-276, 279, 280, 283-285, 287, 292

method of purchase of shares as reflected in 4:276
monthly payment size related to income 4:280
size and distribution of purchases as related to 4: 279, 280
table showing range and type of plan bought 4:274

Investment counselling by sales representatives 4:298-301
activities summarized 4:299-301
comparative tables of activities 4: 299, 300
inquiries about investors’ financial positions 4:299
investor without other financial reserves, proprieties in-

volved in 4:301
investors’ reliance on 4:298
summary and conclusions of Survey 4: 339, 340
tables showing types of activities 4: 299, 300

Knowledge possessed by the investor 4:310-320
age, as varying with 4~ 319
agency inducing puxcha~e of mutual funds, as factor 4:320
basic elements of fund operations involved 4: 310, 311
common stock or balanced funds, buyers of 4:320
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Mutual funds: Investors in, Wharton School Survey ofhContinued
Knowledge .possessed by the investor--Continued

comparison with other classes of investors, difficulty of
4:311

distributor from which bought 4:320
education factor 4:319
examination as to various factors, scores made and analyses

thereof 4:317-320
firms from which securities bought, as factor 4:320
fund expenses 4:314-316

see Expenses of fund, investor knowledge of, above
.geographic pattern in 4:319
investment objectives of funds as factor 4:320
marital status as factor 4:319
miscellaneous sources of information 4:311
modest degree of such knowledge 4:311
periodic payments in contractual plans, as to binding

effect of 4:316
prospectus as information source 4:311
prospectus reading, relation of to knowledge of funds
regular account and contractual purchasers compared
relationship between knowledge and other factors

4:316-320
sales charges: see Sales charges, investor knowledge of,

below 4:311-314
source of information 4:311,316
sources of funds’ earnings 4:316
summary and conclusions of Survey 4: 343, 344, 347
women compared to men 4:319

Letter of transmittal 4:265
Life insurance coverage as factor in 4: 274, 276
Mail samples used in Survey, selection of 4: 353, 354
Market value changes, salesmen’s representations to buyer as

to 4: 309, 310
restraint of salesmen in discussing 4: 310
share price changes, probabilities of 4:309
specific rates of growth of market values of shares 4:310

Monthly payment and monthly income, relation between 4:280
Nature of survey

funds, selection of 4:349
lists of those purchasing and redeeming shares 4:351
mail samples, selection, size and composition of 4:353
National Analysts, Inc., function in 4:269
personal interviews 4: 269, 351,352
plan sponsors, selection of 4:350
questionnaires employed: see Questionnaires used in, below
regional composition of samples 4:354
representative cross-section of the industry 4:269
samples used in survey, selection of 4: 269, 349-354

Objectives of investors 4:282-285
age as factor 4: 283, 284
choice of mutual funds influenced by 4:288
education as factor in 4: 283, 284

4: 320
4: 320

(tables)

~6-071--6~--1)t. 6--11
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Mutual funds: Investors in, Wharton School Survey of--Continued
Objectives of investors--Continued

.general investment targets, (text and table) 4:282
income and assets as factor in 4:283-285
~narital status as factor 4: 283, 284
personal characteristics, as influenced by (table) 4: 283, 284
preparation to achieve, contractual and voluntary buyers

compared 4: 284, 285
redeemers of shares, purchase objectives of 4:329
regular account purchasers 4:285
sex of investor as factor 4:283
summary 4: 337, 338
systematic saving 4:284
type of fund selected for various categories (table)

4: 282, 285
Occupation of investor 4: 273-275, 283, 284, 287, 288, 292

objectives of investment, as factor in 4: 283, 284
table showing 4:274
type of fund purchased as reflected by 4:274-276

Operation of the funds, explanation of to investor
investment objectives of fund 4: 306, 307
investors, knowledge and understanding following 4: 308, 309
management of fund and costs thereof 4: 306, 307
refund operation in contractual plans 4:308
sales charges, description and amount of 4: 307, 308

Ownership of selected assets
table showing 4:274

Personal characteristics, similarities and differences 4:273-275
age 4:274-275
choice of mutual funds as investment as influenced by

4: 286-293
education 4: 274, 275
employment status 4: 274, 275
.family status and size 4: 274, 275
income range 4: 274, 276
life insurance coverage 4: 274, 276
marital status 4: 274, 275
number of investors checked 4:274
objectives of investment as influenced by 4:282-285
sex of purchaser 2: 274, 275, 287, 288
summary and conclusions of survey 4:336
table showing 4: 274

Professional investment management as inducement
4: 285, 289, 290

Profile of the typical investor, table showing 4: 273, 274
Purpose and sponsorship of survey 4:269

summaxy of Survey 4: 335, 336
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Mutual funds: Investors in, Wharton School Survey of--Continued
Questionnaires

purchase questionnaires, responses to 4:354-367
redemption questionnaire, responses to 4: 354, 368-373
texts and letters of transmittal

contractual plan mail purchase questionnaire 4:430
contractual plan personal interview questionnaire

4: 394
insiders’ portfolio transactions and funds’ policies

relating thereto 4:463-492
redemption questionnaire 4:448
regular account mail purchase questionnaire 4:416
regular account personal interview questionnaire

4: 377
Reasons for investing 4:271,272
Redeemers

family status, size and income of redeemers or purchasers
4:327

Redemption of shares by investor
accomplishment of objectives by time of redemption

4: 334
age of redeemers or purchasers 4:327
assets of redeemers at time of purchase of shares 4:328
benefits received by investment 4:334
characteristics of those redeeming 4:326-329
education of redeemers or purchasers 4:327
expectations, role of in decision to redeem 4:333
financial and other asset~ of redeemers or purchasers

4: 328
front-end sales load as factor in 4:335
gains and losses on redemption, by type of account

4: 333, 334
home ownership by redeemers or purchasers 4:327
information after purchase as affecting decision 4: 334, 335
insurance carried by redeemers or purchasers 4:327
intervals between purchase and redemption, by type of

redemption and account 4:331
investor characteristics (table) 4:327
investor objectives and choice of mutual funds: redemptions

and purchases compared 4:329
marital status of redeemers or purchasers 4:327
method of share acquisition as factor 4:330
motives for 4:329-333
objectives and motives of redeemers in investing 4:329
occupation of redeemers or purchasers 4:327
performance, redeemers’ views as to 4:334
reasons for, by type of account 4: 332, 333
reasons for redemption, by type of account 4: 332, 333
sex of those redeeming or purchasing 4:327
size of redemption, by type of account 4:330
size of redemptions, contractual and regular accounts

compared 4:330
size of redemptions, motives for 4: 329, 330
summary and conclusions of Survey 4:346,347
type of redemption, by type of account 4:330
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Mutual funds: Investors in, Wharton School Survey of--Continued
Refund privilege: See Mutual funds: Selling practices
Sales charges, investor knowledge of 4:311-314

amount paid, awareness of 4:312-314
awareness of having paid (table) 4:312
lack of prior information as factor in later redemption 4: 335
no-loud and front-end load investors compaxed 4:311-314
paucity of 4:311

Sales representatives’ role 4:293-310
characteristics of sales representatives 4: 293, 294
close personal relationships with buyers 4: 294
distribution of mutual funds, role in 4:293
influence of statements on investment decisions 4:303-306
influencing decisions to buy 4:294
investment counseling 4:298-301

see Investment counseling by sales representative,
above

investor contact with 4:293-298
meetings of purchasers with (tables) 4:294-297
prospectus, buyers’ failure to receive 4: 297, 298
statements made in presentations and influence of on in-

vestors’ decisions 4:301-310
summary and conclusions of Survey 4: 342, 343

Sales representatives’ role: Description of fund ~hares 4: 301-
306

personal interviews, in (table showing) 4:302
safety of funds 4:302
summary and conclusions of Survey 4:341
types of statements, tabular view of 4:302
typical presentation, matters touched on 4:302

Sales representatives role: Fund operations, description of
4:306-309

matters explained, to contractual and regular account
buyers 4:307-310

Sales representatives role: Influence of sales presentation on
investment decisions 4:303-306

contractual and regular account buyers 4:303-306
Sales representatives role: Investment counseling

summary and conclusions of Survey 4: 339, 340
Sales representatives role: Market value changes, representations

as to 4: 309, 310
restraint of salesmen in discussing 4:310
share price changes, probabilities of 4:309
specific rates of growth of market values of shares 4:310

Samples used in Survey, selection of
classifications employed 4:349
funds selected 4: 349, 350
lists of those purchasing and redeeming shares 4:351
mail samples 4: 353, 354
personal interview samples 4:351,352
plan sponsors selected 4:350

Savings habits discipline as inducing investment
4: 286, 288, 289
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Mutual funds: Investors in, Wharton School Survey of--Continued
Sex factor as reflected in plans purchased 4:273-275

objectives of investment, as influencing 4:283,284
Size and distribution of purchases

income of investor, as related to (text and tables) 4:279,280
Size and financing of mutual fund purchases

contractural plan purchasers, table showing 4:278
regular accounts, table showing purchasers by 4:277
regular and contractural plan investors compared

4:277,278
summary 4:336,337
switching from other stocks to mutual funds 4:289
table by type of regular accounts 4:277
voluntary plans 4:278

Sophistication of investors, Survey statement as to
Summary and conclusions of Survey 4:335-349

balanced investment program, place in 4:347
characteristics of mutual fund investors 4:336

4: 348

choice of mutual funds as investment 4:337,338
contractural plan purchasers, findings as to 4: 348, 349
expectations of investor 4: 344, 347
highlights and implications 4:347-349
investment counseling 4: 339, 340
investor contact with sales representatives 4: 338, 339
investor experience with mutual funds 4: 346, 347
investor knowledge 4: 343, 344, 347
market values, representations about changes in 4:342
objectives of investor 4: 337, 338
purpose, sponsorship and nature of survey 4: 335, 336
redeemers of mutual funds, characteristics and motives of

4: 345, 346
shares of fund, description of by sales representative 4:341
size and financing of mutual fund purchases 4: 336, 337
sophistication of investors 4:348
suitability of funds as equity investment 4:347

Switching from other corporate stock 4:281,282,289-291
agency effecting new purchase 4:290
characteristics of switchers (table) 4:291,292
expectations of switchers 4:291
intermediaries’ role in the switch 4: 289, 290
reasons given for switch 4:289-291
retention of other corporate stock 4:289
salesmen’s role 4:290
sellers compared with all regular account buyers (table)

4:291,292
size of transaction 4:289
type of investors making switch 4: 289, 290

Table of contents and tables 4:266-268
Type of plan purchased

education, income and occupation as factors in 4:274-276
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Mutual funds: Reciprocal business in portfolio brokerage 4:213-235
Allocation of brokerage business, factors determining 4: 215-229

adviser and/or underwriter, allocation by 4:215
contractual provisions 4:215
fund committee, allocation by 4:215
sale of fund shares as allocation basis 4:215-218
services for which portfolio brokerage is allocated

4:215-223
systematized procedure for 4:218

AMFPS, promotional service sponsored by 4:221
Amount of business in, 1961 4:213
Competitive impact of reciprocity 4:218
Dealer promotional services 4:218-223

NYSE rule change respecting 4:222
Exchange membership, impact of 4:223-229

give-ups under NYSE rules 4:223
N¥SE membership 4: 223-229
non-exchange member, allocation difficulties of 4:224-229
non-exchange member’s difficulties 4:224-229

see Non-exchange members difficulties, below
over-the-counter market as factor in 4:223
regional exchanges, importance of reciprocal business to

4: 224
regional exchanges, membership in 4:223,224

Give-ups as brokerage compensation 4: 217, 220, 223, 22.6, 230
interposing nonmember broker-dealer between primary

broker and fund 4:227-229
Investment Company Institute recommendation against

4: 232
mutual funds non-exchange transactions 4:224-229
over-the-counter transactions 4:226-229

Give-ups by primary brokers
ratio of give-ups to commission business 4:220

Industry organizations, regulation by 4:230-232
See Regulation of: Industry organizations, below

Institutional investors as important source 4:224
Intricacy of problems in 4:213
Market, choice of

exchange membership as factor in 4:223-225
Non-exchange members’ difficulties and solutions 4:224-229

correspondent, acting through 4:225
over-the-counter transactions 4:224-229
primary market makers, funds’ dealing directly with 4 : 225
selli9, g gr.oup, inclusion in 4:226
service give-up 4:226
splitting orders by funds as inconvenient 4:225
"trade-off" directed to non-member firm 4:226

North American Securities Administrators (NASA)
regulations promulgated by 4:230

Portfolio churning, regulation to control 4:229
Pressures arising from, regulation stemming from 4:229-233

See Regulation of practices in, below
Promise of brokerage or commissions to broker-dealers 4:232
Promotional services, commission business for

prevalence of practice 4:219-221
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Mutual funds: Reciprocal business in portfolio brokerage--Continued
Public relations service, fee for 4:221
Regional exchanges

deliberate use of by fund managers 4:224
importance of reciprocal business to 4:224

Regulation of practices in by industry 4:229-233
Investment Company Institute activities 4:231,232
NASD proposed regulations and SEC attitude 4:229-231
N¥SE emphasis on antirebate rule 4:231
over-the-counter give-ups, recommendations as t~ 4:232
portfolio churning 4:229
promise of brokerage or commissions to broker-dealers

4: 232
prospectus disclosure 4:232
"Special Deals," NASD interpretation of 4:230
Special Study, matters concerned with 4:229
State securities administrators, by 4:230
transactions to generate brokerage business 4:229

:Regulation of: SEC regulation 4: 232, 233
See SEC regulation of, below
underwriters, NASD inspection program for 4:231

Regul.~tion of: State securities administrators 4:230
g~ve-ups 4:230
North American Securities Administrators’ resolutions

4: 230
prohibited practices as barring state sales 4:230

"Reciprocity" defined 4:213
Reciprocity ratio in fund s~les 4:217

justificabion for 4:220
Sale of fund shares as allocation basis 4:215-218

formula for ~l]ocation, question of 4:217
give-ups as compensation, operation of 4: 217, 220, 223,

, 226-229
major factor, as 4:218
"primary brokers," allocations to 4:218
reciprocity ratio in allocation 4: 217, 218, 220
universal basis, as 4:216

Sales charges
allocation of to broker-dealers 4:214

SEC regulation of 4: 232, 233
allocation of orders, as to records of 4:232
inspection program, expansion of 4:232
NASD proposals, attitude toward 4:231,232
prospectus requirements 4:232
records on fund transactions, record keeping for 4:232
reporting requirements, proposed rule as to 4: 232, 233

Services for which porfolio brokerage is allocated dealer promo-
tional services and NYSE rule change 4:218-223

exchange membership, impact of 4:223-229
see Exchange membership, impact of, above

investment research and statistical information 4:218
Investors Diversified Services Group services by 4:219
miscellaneous services noted 4:219
promotional services 4: 219-22i
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Mutual funds: Reciprocal business in portfolio brokerage--Cont.
Services for which portfolio brokerage is allocated dealer promo-

tional services and NYSE rule change--Continued
publicity campaign 4: 221,222
quotation services for portfolio evaluation 4:218
sale of fund shares 4:215-218
sales and promotion material 4:218-220
special nature of 4:213,214
telephone lines and wire services 4:218

Special allocations, Special Study concern with 4:229
Special nature of reciprocity in mutual fund industry

beneficiaries of commissions 4:213
broker-deniers’ reward for selling shares 4:214
fund as deriving no income from sale of shares 4:214

Special Study conclusions and recommendations 4: 234, 235;
5:173

over-the-counter give-ups, Statement of Policy as to 4: 235;
5: 173

standards of conduct, promulgation of by NASD and In-
vestment Company Institute 4: 235; 5:173

volume discount, SEC study of 4: 234; 5:173
Special Study summary 4: 233, 234; 5: 171, 172

beneficiaries of reciprocity as not funds themselves 4: 233;
5:171

churning by investment advisers 4: 234; 5:172
e.xchange membership, impact of 4: 233; 5: 171, 172
give-ups 4: 233; 5:171
interpositioning 4: 233, 234; 5:172
NYSE minimum commission rate, role of 4: 233; 5:171
NYSE minimum commission rate schedule, solution through

4: 234; 5:172
NYSE rules us factor 4: 233; 5: 171, 172
nonmember firms, problems of 4: 233, 234; 5:172
over-the-counter market give-ups, NASD and 4 : 234; 5 : 172
sales pressures by retailers 4: 234; 5:172
uniqueness of reciprocity in mutual funds industry 4: 233;

5:171
State securities administrators’ regulation of 4:230

g!ve-ups, r?gulations concerning 4:230
give-ups, "stockpiling" by investment companies 4:230
North American Securities Administration (NASA), 

4 : 230
prohibited practices as barring state sales 4:230

Transactions to generate brokerage business, danger of 4:229
Mutual funds: Selling practices

Generally 4 : 102-212
Appointment at prospect’s home or office 4:129
Association of Mutual Fund Sponsors (AMFPS)

Code of Ethical Business Conduct 4:154
membership in, 1962 4:154

Automatic reinvestment of capital gains and dividends
salesman’s presentation of 4:133
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Mutual funds: Selling practicesmContinued
Broker-dealers

fiduciary relationship between and customer 4:157
sales charges by 4:107-109
supervision of salesmen, responsibility for 4:146

Challenging the prospect to arouse interest 4: 129, 130
Choice of particular fund

initiative for such choice 4: 289, 290
Closing, techniques and procedures in 4: 138, 139

overselling, duty to avoid 4:138
prepayment of first year’s installments, urging 4:138

Commissions to salesmen, schedules and payment of
4: 98, 99, 114, 116, 121-123

see Sales charges, below
Complaints about 4:161

see Federal controls: Detection and enforcement, below
Contractual plan purchasers

advice of friends and relatives, reliance on 4:141
appropriateness of for investment 4:146
characteristics of investors in, profile of 4: 140, 274, 275
commission to salesmen, schedules and payment of

4: 122-124
decision to purchase as initiated by salesmen 4:141
"dollar-cost-averaging," salesmen’s emphasis on 4:136
history of 4:169-171
incentive of salesmen to sell 4:123
income and skill of purchaser as selection factor 4: 145, 146
investor in, profile of 4: 140, 273
preferences of men and women 4: 274, 275
prospectus for, delivery and contents of 4: 158, 159
red.emption of plans by purchasers 4:145
savings accounts as investment fund source 4:141
State controls over 4: 168, 169
State prohibition or limitation of sales of 4: 168, 169

Contractual plans: Special problems involved in 4:169-204
See Mutual funds: Contractual plans

Cost of selling fund shares, burden of 4: 96, 97
Directories as prospect source 4:127
Disclosure

Federal controls as applied to 4:157-159
see Federal controls: Disclosure requirements, below

prospectus, requirements for 4: 155, 157-159
sales charge, in prospectus 4:155
SEC regulation of 4:232
State controls over 4: 169

Discount, prohibited sale of shares at 4:98
Distribution of mutual funds summarized

Wharton School Investor Survey 4:293
District managers of broker-dealer firms

compensation of 4: 150
salesmen’s supervision by 4:147-150

Dividends, "selling"
NASD disciplinary actions for 4: 163, 165, 166
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Mutual funds: Selling practices--Continued
"Dollar-cost-averaging"

definition and explanation of 4:136
Fair trading or resale price maintenance arrangements 4:98
Federal controls 4:156-162

authority for, sources of 4:156
fraud statutes 4: 156, 157

Federal controls: Detection and enforcement 4: 161, 162
Division of Trading and Exchanges, SEC 4:161,162
improper sales, sources of information concerning 4:161
inspection programs of SEC 4: 161, 162
public complaints, treatment of 4:161

Federal controls: Disclosure requirements 4:157-159
contractual plan prospectus 4: 158, 159
prospectus, delivery and contents of 4:157-159

Federal controls: Fraud statutes
fiduciary relationship between customer and broker, em-

phasizing 4:157
practices applied to by SEC 4:157
SEC actions under 4: 156, 157
statutes involved 4:156

Federal controls: Selling literature and Statement of Policy
4:159-161

see Sales literature, below
"Financial planning," offering 4: 130, 131
Front-end load

see Sales charges: Front-end load, below
Funds other than of principal underwriter, sale of 4:104
Future benefits, discussion of 4:132
Give-ups by primary brokers

brokerage compensation, as 4: 217, 220, 223, 226, 230
justi.ficat!onfor 4:220
service give-up to non-exchange members 4:226
without service by recipient 4:217

Income derived from sales
broker dealers, by type of dealer (table) 4:256

Integrated distribution organizations 4:102-104
examples of named and described 4:102-104
funds other than of principal underwriter, sale of 4:104
NASD membership and controls 4: 102, 103
primarily but not totally integrated 4: 103, 104
sales by to public through broker-dealers 4:104
sales forces of certain organizations 4:103
totally integrated, examples of 4: 102, 103
varied composition of 4:102

Investment advice
Sales representatives, by 4:298-301

See Investment advice
Investment advice offered by salesmen

extent of 4:142
Life insurance policies sold by mutual funds salesmen 4: 103,107
Loading charges

see Sales charges: Front-end loads; Sales load, below
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Mutual funds: Selling practices--Continued
Mail, use of 4:127

no load funds as comprising nearly all sales 4:293
Management aspect, emphasizing 4:133
Manner in which shares are sold

redemption of mutual fund shares 4: 112, 113
sales charges 4:107-111

see Sales charges, below
Marketing system, principal elements of 4:99
NASD controls: Administration, detection, enforcement

4:166-168
informality in 4:167
inspection program 4:167
Investment Companies Committee 4: 166, 167
penalties imposed, comparative mildness of 4: 167, 168
review of investment and sales literature 4:167
sales literature, filing req~uirements and inspection 4:167

NASD controls over: Disciplinary actions 4:163-168
comparative mildness of 4: 167, 168
firms involved in, types of 4:164
sales literature, distributing misleading 4: 163, 164
"selling dividends," for 4: 163, 165, 166
Statement of Policy violations 4:163-165
suitability rule violations 4:164
supervising salesmen, failure of 4:166
"switching" 4: 164, 165
types of problems encountered 4:163

NASD controls over: Rules
fair trading or resale price maintenance under 4:98
Investment Trust Rule 4:163
retailer’s resale to public, as riskless transaction 4:107
Rules of Fair Practice, statutory bases and scope of 4:163
"selling dividends," prohibiting 4: 163, 165
Statement of Policy, in accordance with 4:163
suitability rule violation, discipline for 4: 151, 164
umqueness of 4:162

No-load funds
issuance and redemption charges 4:110

Nonintegrated distribution organizations 4:105-107
broker-dealer standards 4:105
examples of organization and sales procedure 4: 105, 106
exchange membership of dealers 4:106
independent retail dealers’ importance in 4:106
NASD membership of broker-dealers in 4:105
principal underwriter-wholesaler, not selling at retail 4:105
sales force of 4:105
standard selling group agreement of 4:105
wholesale field representatives of 4:105

Notices to customers to minimize improper selling 4: 155, 156
Overselling, avoidance of 4:138
Performance records of investors 4:210

See Mutual funds: Contractural and voluntary plans
compared
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Mutual funds: Selling practices--Continued
Periodic purchase plans, various names for 4:172
Presentation as a sales technique 4:129-139

appointment at prospect’s home or office 4:129
automatic reinvestment of capital gains and dividends

4: 133
challenging prospect to arouse interest 4: 129, 130
college education for children as point 4:131
convenience in ownership 4:133
delayed disclosure of salesman’s product 4:127-130
"designation of beneficiary" forms 4: 133, 134
"dollar-cost-averaging" in contractural plans 4:136
estate for wife, creation of 4: 131, 132
financial planning, offer of 4: 130, 131
future benefits and past performance, question of
insurance and emergency fund elements in 4:131
management aspect, emphasizing 4:133
other forms of investment, comparing returns from
promise of a benefit 4:130
retirement benefits 4:131
sales charge, explaining 4: 135, 136
selling literature, types and use of 4: 137, 138
specific objectives of investment, emphasizing
trust forms, use of and dangers in 4: 133, 134
visual aids used in 4:137

Pricing system 4:96
"Professionalism," emphasis on 4:129
Promise of a benefit 4:130
Prospecting as a sales technique 4:125-129

approaches, miscellaneous 4 : 127
booths at fairs and exhibitions 4:127
cultivating acquaintance of customer 4:127
directories as source 4:127
financial planner, representation of salesman as
importance of as selling technique 4:125
mailings 4:127
personal acquaintances as source 4: 125, 126
"professionalism" in 4: 129
"radiation card" in 4: 126, 127
referrals as source 4:126
salesman, himself, as first p~o~pect 4:126
Social Security account approach 4:128

Prospectus of fund, use and effect of 4: 132, 143
contractual plans, delivery, content, effectiveness

4: 158, 159
contractual plans, omissions as to 4:160
delivery o[, failure in 4:157
disclosure required in 4: 155, 157-159
effectiveness of requirements concerning 4: 158, 159
matter which must be included in 4:158
receipt of by prospective purchasers 4: 142, 143
sales charge disclosure in 4:155
SEC provisions respecting 4:232
State controls over 4:169

4:132

4:132

4: 131, 132

4:127-131
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Mutual funds: Selling practices--Continued
Purchaser of mutual funds, Wharton School Survey of

summary by Special Study 4:139-146
text of, with tables and questionnaires 4:265-492
See Mutual funds: Investor in, Wharton School Survey of

"Radiation card" use in 4: 126, 127
Reciprocal business in brokerage allocation 4:213-235

See Mutual funds: Reciprocal business in brokerage alloca-
tion

Recommendation of certain funds by salesmen
commission schedules as incentive 4:124
reciprocal business practices as influencing 4:124
sales contests as factor in 4:124

Recruiting s~lesmen: see Salesmen: Recruiting, below
Redemption of shares

characteristics of investors who redeemed (table) 4:326-329
contractual plans, prospectus disclosure for 4:159
manner of redemption 4: 112, 113
redemption requests, home-office review of 4:152
sex of those redeeming 4:327
State requirements as to 4:169
summary of redemptions and redeemers 4: 144, 145
Wharton School Investor Survey of

See Mutual funds: Investors, Wharton School Survey
of

Refund privilege: see Thirty-day refund privilege, below
Regular account investors

contractual plan investors distinguished 4: 140, 273
differences between and contractual plan purchasers

4: 141, 142
meetings with salesmen as influencing purchases 4:141
obiectives in purchasing 4:141
redemption of shares by 4:145

Returns on investment, representations concerning
Federal controls over 4:160

Sale and redemption of shares, manner of
reinvestment of dividends and capital distributions

4: 111, 112
sales charges: see Sales charges, below

Sales charges 4:107-111
See also Mutual funds: Investors in, Wharton1 School Survey

of
agency basis: underwriter’s transfer tax 4 : 107
amount paid by 1,437 contractual plan investors

4: 191, 192
automatic reinvestment of dividends of capital distributions

4: 111, 112
awareness of having paid, or amount paid 4:311-314
closed-end companies’ charges compared 4: 110, 111
closed-end funds, computation of charges for 4:111
commissions, to whom paid 4:214
contractual plans, charges under 4:109
dealer’s share, percent of total sales charge 4:109
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Mutual funds: Selling practices--Continued
Sales charges--Continued

deductions from payments, State requirements as to
4:169

directed-split or give-up to evade 4: 98, 99
disclosure of in prospectus 4:155
dividends received, on reinvestment of 4: 111, 112
division of between principal underwriter and dealer

4: 108, 109
explaining of by salesman in presentation 4: 135, 136, 307,

308
Federal statutory limitations on 4:203
Federal transfer tax on sale by underwriter 4:107
front-end loads: see Sales charges: Fcont-end loads, below
individual public customer, payment by 4 : 107-111
investor knowledge of, Wharton School Survey of

4:311-314
See Mutual funds: Investor, Wharton School Survey of

investor’s awareness of paying 4:143-145
load: see Sales charges: Front-end loads: Sales load, below
NASD Rules of Fair Practice on 4:107
normal charge, amount of 4:271
payment of other than to funds themselves 4:214
payment of, propriety of directing to others than funds

4:214
penalty incurred by purchaser, explaining 4: 135, 173
principal underwriter’s share 4:109
prospectus, required disclosure as to in 4:158
redemption of shares, as factor in 4:335
refund privilege, salesmen’s duty to explain 4:154-156
retail dealer’s riskless transaction under NASD rules 4 : 107
"sales load" paid by individual public customer 4:108-110
size of purchase as factor in 4:108
total, contractual and voluntary plans compared 4:179
variations in 4 : 109
voluntary discounts 4 : 179
voluntary plan 4: 174, 179
withdrawal and reinvestment, in case of 4:178

Sales charges: Front-end loads
See also Mutual funds: Investors in, Wharton School Sur-

vey of
advance payment of charges, as 4:172
amount left for customer’s investment 4:172
arguments favoring 4:180-185
AMFPS justification of 4: 179, 180
basic to contractual plan, as 4:171
computing 4: 190
contractual and voluntary plans distinguished by 4:174
cost to investors 4: 179, 191,204
elimination of, question of practicability of 4: 183, 185
encouraging equity investments by persons of Inodest means,

SEC attitude 4:180
evaluation of 4:202-204
generally rising market as favoring profits 4:180
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Mutual funds: Selling practices--Continued
Sales charges: Front-end loads--Continued

incentive to salesmen as decreasing with future payments
4:184

incentive to salesmen, loads as necessary 4:183-185
incentive to salesmen, typical operation illustrated 4:184
industry justification of 4:179-185
Investment Company Act, protection afforded by

4: 202, 203
investment of dividends and reinvestment of capital gains,

charge on 4:178
investor’s vulnerability from lack of knowledge 4:349
life insurance sale compared 4:183
loss from early cancellation, planholder’s risk of 4:179
mail sales as virtually excluding this type 4:293
number of installments paid, computation by 4:190
operation of illustrated (text and table) 4: 181, 182
payments in a 10-year contractual plan (table) 4:172
penalty charges imposed, investor awareness of 4:183
penalty feature, stimulus of, arguments pro and con

4: 182, 183
"pelaalty" for failure to make payments 4:173
penalty of as financial burden 4: 185, 186
percent of as part of total sales load 4:172
p~ofit advantages, fallacy in 4:181
profits of plan purchasers, sponsors’ emphasis on 4:180-182
recruiting salesmen, incentive as an aid to 4:185
repurchase after redemption, additional charge for 4:186
salesmen, as incentive to, question of 4:204
salesmen’s compensation, as factor in, compared to voluntary

plans 4:184
State regulation of 4: 168, 169
States prohibiting 4:734
statutory limit for 4:271
systematic saving, as incentive to, arguments pro and con

4: 182, 183, 203
terminations of plans with losses, number of 4:203
withdrawal and reinvestment, in case of, contractual plans

4:178
yield, appreciation and compounding as favoring arguments

pro and con 4: 180, 181
Sales charges: Sales load

volume, discounts under contractual and voluntary plans
4: 179

Sales contests as coloring salesmen’s recommendations4:124
Sales literature, controls over

brokerage allocation to firms providing 4:220
definition of 4:164
filing requirements of NASD 4:167
filing requirements of states 4:169
NASD committee review of 4:167
NASD disciplinary actions connected with 4:163
nature of 4:220
number of pieces filed with NASD and reviewed 4:167
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Mutual funds: Selling practices--Continued
Sales lito~ature: Fedeial controls over

advertising 4:159
brochures from deale~ to prospective salesmen 4:161
definition of sales liteiatm’e, ambiguity of 4:160
Investment Company Act provision 4:159
ioint SEC and NASD study of 4:159
misleading literature, Statement of Policy concerning 4:159
NASD administration of 4: 159, 169
omissions from Statement of Policy 4:160
pieces handled by SEC 4:161
representations prescribed by Statement of Policy 4:160
return on investment, statements concerning 4:160
SEC informal practices concerning 4:161
Statement o~ Policy concerning 4:159
training materials as sMes literature 4: 160, 161

Sales load
see also Sales charges: Front-end loads, above
commission as paid by individual customer 4: 107, 108
computation of 4:108
definition and amount of 4:96
no-load funds 4: 109, 110
percentage of entire investment in 4:171
percentage sales charges, typical example 4:108
pre-Investment Companies Act charges 4:170
size of pm~cbase as sales charge factor 4:108

Sales organizations: Compensation of 4: 113, 116, 121-124
amount, statistics of 4: 114, 121-123
"bonus" 4:122
commission basis 4: 114, 116, 121-123
commission schedules, variations in 4:122-124
compared to general securities salesmen 4:121
contractual and voluntary plans compared as incentives

4:184
contractual plan commissions, when paid 4: 122, 123
contractual plans, incentive to sell 4:123
district managers 4:150
draws against future commissions 4: 116, 121
.general securities firms, salesmen for (table) 4:257
income from, classified by size of firm (table) 4:256
installments, as tied to 4:123
integrated distribution organizations 4:102-104
life insurance policies sold by 4: 103, 107
nonintegrated distribution organizations 4:105-107
part-time salesmen 4:103
prepayments on first 12 installments, incentive to obtain

4:123
production, as tied to 4:122
reciprocal business practices as affecting 4:124
recommendation of certain funds, incentive for 4:124
single payment investment plan, commission on 4:123
training period, during 4 : 114, 122
underwriters’ role in: see Underwriters’ role in, below



REPORT OF SPECIAL STUDY OF SECURITIES MARKETS 171

Mutual funds: Selling practices--Continued
Sales organizations: Recruiting

Armed Forces retirees as source 4: 115, 116
broker-dealers, recruiting by 4:113
compensation of during training 4:114
experience qualifications sought 4: 114, 115
front-end loads, value of 4:185
household salesmen as source 4:115
part-time salesmen, percent of 4:116
programs for, variations in 4 : 114-116
qualifications sought 4 : 115
selling organization, recruiting by 4: 114, 115
turnover figures as factor in 4:114

Sales organizations: Salesmen’s qualifications generally
education 1:96
experience of

inexperience, preference for l: 10l, 154
full-time and part-time compared 1:1 14
high turnover of 1:95
limited registration of 1: 127, 131

Special Study summar.~ as to l: 157; 5:44
NASD and NYSE examinations, failure rate in 1:120
part-time salesmen

economics, as matter of l: 114
percentage of 4:116
size of firm as factor 1: 112, 113

retirees preparing for new future, as 1:114
Special Study summary and conclusions as to

1: 154; 5:40-44
training of 1 : 104
training programs, inadequacies of 1:110-112

Sales organizations: Structure of 4:102-107
part-time salesmen in 4:116
turnover rate for salesmen 4:114

Sales organizations: Training 4:116-121
certificate of good character in addition to 4:121
"Curriculum for Mutual Fund Representatives (CMFR),"

wide use of 4:119
discussions conducted by supervisors 4: 116, 117
duration of training period 4:117-120
examinations as part of 4: 117, 120
formal classroom programs 4:116-118
home study of printed materials 4:118
inexperienced in securities, emphasis on trainees 4:116
initial, trainee, programs 4:114
insurance agents, for salesmen who are also 4:120
NASD, for companies not members of 4:120
NASD rules, review of 4:117
NYSE firms, use of material prepared by 4:119
on-the-job training 4: 117, 118
programs for, formal or informal 4:116-121
prospecting and presentation, practice in 4:119
publications, use of 4:117
qualifying as registered salesmen 4:117

86-071--64--~t. 6----12
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Mutual funds: Selling practices--Continued
Sales organizations: Training--Continued

sales promotion as part of 4:117
sales techniques 4:119
scope of typical large-firm program 4:118
SEC Statement of Policy, review of 4:117
securities, instruction in nature of 4:117
typical large-company program described 4: 117, 118
Wisenberger "Contractual Plan Service," use of 4:120

Sales pressures, factors in
contractual plan as salesmen’s incentive 4:99
fair trading or resale price maintenance arrangements 4:98
investment advisers’ compensation 4:97
large and continuing sales organization 4:97
NYSE minimum commission rate schedule 4:98
underwriters’ contracts 4:97

Sales techniques 4:124-139
see also Salesmen: Representations of, below; Mutual

funds: Investors in, Wharton School Survey of
appointment at prospects home or office 4:129
booths at fairs and the like 4:127
challenging prospect to arouse interest 4: 129, 130
closing 4: 138, 139
customer already sold, cultivating further acquaintance of

4: 127
delayed disclosure of salesman’s product 4:127-130
financial planning, offer of 4: 130, 131
first sale to salesman himself 4:126
mailings, telephone calls 4:127
management aspect, emphasizing 4:133
presentation 4:129-139

see Presentation, above
promise of a benefit 4:130
prospecting 4:125-129

see Prospecting, above
"radiation card," definition and use of 4: 126, 127
referrals as prospects 4:126
Social S. ecurity account approach 4:128
steps m selling: "close," "presentation." "prospecting"

4: 125
visual aids, use of 4:137

Salesmen: Compensation of
see Sales organizations: Compensation of, above

Salesmen: Front-end loads as incentive to
necessity of in encouraging small investors 4:183-185

Salesmen: NASD controls over 4:162-168
Salesmen: Recommendations

investor without other financial resources, to 4:301
Salesmen: Representations of to investor

See also Mutual funds: Investors in, Wharton School
Survey of

fund operation, description of 4:306-309
home-office review of 4: 150
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Mutual funds: Selling practices--Continued
Salesmen: Representations of to investor--Continued

investment counseling, Wharton Investor Survey study of
4: 298-301

see also Investment advice, above
investor’s knowledge and understanding of 4: 308, 309
shares, in description of fund’s (table) 4:301-306
Statement of Policy coverage concerning 4: 159, 160
Wharton School Investor Study of

See Mutual funds: Investors, Wharton School Study of
Salesmen: Supervision and control of 4:146-156

approaches to 4: 146, 147
broker-dealer firms’ responsibility 4:146
difficulty of 4: 147
field supervisors, by 4:147-150
high-pressure selling as factor 4:146
importance of supervision 4:146
reciprocal business in portfolio brokerage

See Mutual funds: Reciprocal business in portfolio
brokerage: Regulation of practices in

Statement of Policy, as to compliance with 4: 150, 154
30-day refund privilege, duty to explain 4:154-156
written notices by to minimize improper selling 4:155

Salesmen: Supervision of by field supervisors 4:147-150
divMonal manager as key 4:147
duties of supervisor 4:147
home office administration, supervision by 4:148-150
number of salesmen supervised by 4:148
ratio of salesmen to supervisor 4: 149, 150
regional managers, supervisory duties of 4:148
typical pattern of described 4: 147, 148

Salesmen: Supervision of by home office 4:148-156
application forms, review of 4:150
"customer relations men," field investigation by 4:150
customer understanding of securities purchased 4: 153, 154
customer’s letter requirement 4:152
effectiveness of 4: 150’
failure of supervision, disciplinary action for 4:166
initial training 4:149
outgoing correspondence, review of 4:151 153
ratio of salesmen to supervisors 4: 149, 150
redemption requests, review of 4:152
representation by salesmen, review of 4:150
roving field investigators 4: 153
Statement of Policy requirements, as to compliance with

4:150
suitability of plan sold, check on 4: 151, 153
"switching" or "churning," as to 4:151
types of activities reviewed 4:150

Salesmen: Training of
See also Sales organization: Training, above
certificate of good character in addition to 4:121
home office administration, by 4:149
training aids, NASD disciplinary control over 4:164
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Mutual funds: Selling practices--Continued
SEC Statement of Policy as guideline

salesmen’s representations, violation by 4:142
salesmen’s training program use of 4:117

Selling literature: Federal controls over 4:159-161
see Sales literature, controls over, above

Special Study conclusions and recommendations
contractual plans, question as to 4:211
contractual plans, SEC proposal of legislation on

4: 212; 5:171
front-end load, consideration of abolition of 4: 213; 5:171
prospectus requirements, further refinement of

4: 212; 5: 170, 171
switches, clarification of rules concerning 4: 212; 5:170
undesirable selling practices, ioint SEC and NASD study of

4: 212; 5:170
Special Study summary 4: 204-211 ; 5 : 163-170

contractual plans, special problems posed by 4: 208-211;
5 : 167-169

controls over salesmen 4: 207, 208; 5:166
disclosure to investor 4: 208, 209; 5:167
front-end load, iustification and criticism of 4: 209-211;

5 : 168-170
investors, profile of 4: 206; 5:165
redemptions 4: 209; 5:168
salesmen, selection, training, supervision, compensation

4: 205, 206; 5:164
voluntary plans, making investor aware of 4: 211; 5:170

Specialized business, mutual funds as 4:106
State controls over 4: 168, 169, 230

commissions, limitation of size of 4: 168, 169
contractual plans, prohibition or limitation of sales of

4: 168, 169
deductions from payments, statements as to 4:169
disclosure requirements 4:169
front-end loads 4: 168, 169
reciprocal business in portfolio management4:230
redemption period 4:169
sales materials, filing requirements 4:169

Statement of Policy of SEC and NASD
abuses covered by 4:160
broker-dealer supervision of compliance with 4: 150, 154
clarification as to sales literature, need of 4:160
disciplinary actions of NASD for violations 4:163-165
home-office review of salesmen’s presentations 4:150
NASD enforcement of compliance with 4: 159, 161
NASD rules in accordance with 4:163
omissions from as to sales literature 4:160
regional sales manager’s duties with respect to 4:148
sales literature, statement concerning 4:159-161
scope of 4:146
"switching," NASD disciplinary actions 4: 164, 165
training aids, NASD disciplinary actions as to 4:164
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Mutual funds: Selling practices--Continued
Suitability of plan sold

home-office check of 4: 151, 153
NASD disciplinary actions for violating 4: 164, 165

Supervision and controls over
Federal controls 4:156-162

see Federal controls over, above
NASD controls 4:162-168

see NASD controls over, above
salesmen: See Salesmen: Supervision of, above
State controls 4: 168, 169

see State controls, above
"Switching"

home-office supervision of salesmen 4:151
NASD disciplinary action for 4: 164, 165
types of 4:164
why disapproved of 4: 164, 165

Techniques of selling
see Sales of techniques, above

Telephone, use of 4:127
30-day refund privilege

effectiveness of 4:155
explanation of to investor by salesman 4:308
improper selling practices, when leading to 4:155
percentage of plan customers using 4:155
salesmen’s duty to explain to customer 4:154-156

Training of salesmen 4:116-121
see Sales organizations: Training of, above

Trust forms, use of and dangers in 4: 133, 134
Underwriters’ role

co,~tracts by principal underw~’iter with fund 4:97
sales charges by 4:107
sales charges, portion retained by 4: 108, 109
shares as sold through rather than direct to public 4:102
wholesaler not selling at retail 4:105

Wharton School quantitative analyses of 4:213
Written notices to minimize improper selling 5: 155, 156

Mutual funds: Voluntary plans 4: 173, 174
See also Mutual funds: Contractual and voluntary plans

distinguished
Annual investment requirement 4:278
Companies offering 4:174
Contractual plan distinguished 4:174-179
Disclosure of existence of by contractual plan salesmen 4:202
Goal of investing in 4:174
Growth of 4:174
Initial payment requirement 4:278
Life span, absence of attempts to evaluate 4:198
Other names for the plan 4:174
Payments, absence of fixed schedule for 4:174
Payments under, minimum and subsequent, amount of

4: 178, 179
Performance records

percent of 1950-1956 plans paying 35 or fewer installments,
1960 4:200
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Mutual funds: Voluntary plans--Continued
Profits to investors under, compared to contractual

See Mutual funds: Contractual and voluntary plans dis-
tinguished

":Regular accounts," Wharton Survey treatment of voluntary
plans as 4:272

SMes charges 4:174
Securities sold, nature of 4:174

NASD
See National Association of Securities Dealers

National Association of Investment Companies
Change of name 4:684

National Association of Investors’ Brokers (NAIB) 4:690
Members as organizational, not individual

Association of Customers’ Brokers (ACB) 4:690
Stock Brokers’ Associates of Chicago (SBAC) 4: 690, 691

National Association of Real Estate Investment Funds
Real estate securities, functions as to sale of 1:585

National Association of Securities Dealers (NASD)
Admission standards, and procedures for membership in

1955 program to elevate 1:73
application form, data required on 1:74
concern with 1:73
District Committee No. 12 resolution 1:67
Examination for admission: see Examination for admission,

below
experience requirements 1 : 74
open-door policy, pre-1953 1:73
referral to local district 1:75

Advertising by member firms, controls over 1 : 380
NASD’s own functions respecting 4: 616, 617
NASD standards and reluctance to enforce 4:670
sales literature: see Sales literature and advertising by

member firms, below
Assessment of members and fees charged

basic membership fee 4: 644, 645
budget importance of 4:644
ceiling on 4: 645, 682
formulae for 4: 644-646
four elements of 4: 644, 645
ine.qu.ities of 4: 645, 646, 682
rev~mon, need of 4: 678; 5:193
schedule of 4:644
underwritings by members 4: 644, 645
upward adjustments in 4:671

Background and structure as self-regulatory institution
4: 604-608

historical background 4:604-607
see Historical background, below

structure of the NASD 4: 607, 608
see Structure of the NASD, below
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National Association of Securities Dealers (NASD)--Continued
Board of governors: Duties and functions 4:611-613

budget preparation 4:632
center of authority and responsibility, as 4:611
discip]inary matters 4:613
districts’ authority compared 4:612
enforcement control 4: 612, 613
examination programs, review of 4:612
membership by district and state (table) 4:744-746
national supervision, board’s emphasis on 4:612
policy matters, determining 4:611,612
responsibilities, scope of 4: 612

Board of governors: Election and composition 4:609-611
activities of firms represented on board (table) 4: 6ll
firms on, classes and types of 4: 610, 611
geographic representation 4:610
mutual funds industry, representation of 4:611
NYSE firms on board (table) 4: 610, 611
nominating committee 4:609
nomination as automatic election 4: 609, 610
prominent position occupied by board 4:609
size of board 4:609
size of firms represented on (table) 4:610
underwriters, representation of on board 4:611

Board of governors: Standing committees of 4:613-623
see Committees: Standing committees of the board of

governors, below
"Boiler rooms," disciplinary actions and penalties 4:666
Books and records

general examination of members’ 4:652
member examination program emphasis on maintenance

4: 653, 654
Branch offices of member firms, 1940-62 (table) 1:36

inspection of, need and frequency of 4:651
location of 1:16

Budget of the Association
increase for 1964 4:672
local committee requests, submission and inadequacies of

4:643
membership assessments’ place in total budget 4:644
~eeded further increases in 4: 682; 5:196

Budget of the association: Preparation and responsibility
4: 642, 643

board of goveI~aors functions 4:632
budget requests by district committees 4:633
comptroller’s function 3:632
executive director’s role 4:642
inadequacy of staff personnel for task 4:643
local budgets, insufficiencies of 4:643

Budget of the association: Size and scope 4: 641, 642
expenditures for 1963, amount of 4:641
expenditures in relation to size of association 4:642
increase in association’s expenditures 4:641
receipts and expenditures, 1955-61 (table) 4: 748, 749
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National Association of Securities Dealers (NASD)--Continued
Business conduct as district committees’ field 4:631
Business conduct committee, Association

district committees, review of decisions of 4:608
Business conduct committees, district: Functions of 4:632-638

disciplinary techniques, use of informal a,~d summary
4: 638-641

enforcement mechanism deficiency 4:635-638
examination reports review 4:633
letteIs of caution, use of 4:638-640
minor-violation procedures, use of 4:639
public complaints against members, investigating 4:633
violations of bylaws and fair practice rules, filing complaints

for 4:633
workload and backlogs of the committees 4:633-638

Business conduct committee, nationM: see Committees: National
Business Conduct Committee, below

By laws, project to review and revise 4:671
Capital ratio rule

penalties for violation 4:666
requirements for member firms 1:83

Certkficates, policy with respect to delivery of 1:528
Chairman of the board

authority as of corporate board chairman 4:623
leadership 4:623
principal spokesman, as 4:623
time devoted to association affairs 4:623

"Churning": see Overtrading or "churning," rules governing,
below

Commission rate structure as factor in over-the-counter execu-
tions cost 2:625

Committees: District
activities of firms represented on committees 4:631,747
activities of firms represented on, 1961 (table) 4:747
authority compared to national 4:612
budget requests by 4:643
business conduct committees 4:632-641

see Business conduct committees, district, above
committees of district committees 4:632
functions 4: 629, 631,632
large firm predominance 4:630
membership meetings by 4:632
membership on, by district and State (table) 4: 744-746
new association members, interviewing 4:632
nominating committees 4:630
selection of 4:629-631
type of firm, recommended distribution by 4: 680; 5:195

Committees: Executive committee 4: 613, 614
administrative detail, overload of 4:614
constitutional provision for 4:613
duties, gro~vth of 4:614
meetings of, including jointly with finance committee

4: 613, 614
policy planning 4:614
rulemaking and interpretation 4:614
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National Association of Securities Dealers (NASD )-- Continued
Committees: Finance

meetings with executive committee 4:614
Committees: Foreign securities committee

composition and duties 4:622
Committees: Information committee 4:616,617

advertising policy of NASD as limiting activities 4:616, 617
comparative anonymity of committee 4:616
composition 4:616
disciplinary proceedings, limited publicity to 4:617
public relations activities of 4:616,617
publishing activities 4:616

Committees: Investment companies committee 4:617-620
c.omposition of committee; term of office 4:618
give-ups, concern with 4:618
investment trust rule, enforcement activities 4:617
mutual fund underwriting and distribution, concern with

4:617
reciprocal business practices, regulatory functions as to

4:618-620
Statement of Policy, enforcement duties as to 4:617
studies of discount pricing, reciprocal business and late

payment 4:618
Committees: National Business Conduct Committee 4:614-616

counsel, increased reliance on full-time 4:615
disciplinary functions and volume of cases reviewed (table)

4: 614, 615
hearing panels to reduce work load 4:615
recommended increased stature and functions 4: 680 ; 5: 195
selection and composition of 4:614

Committees: National quotations committee 4: 620, 621
composition and term of office 4:620
local listing efforts, coordinating 4:620
local, regional and national listing, functioning with

4: 620, 621
local retail quotations, policing accuracy of 4:620
paid staff of committee 4:621

Committees: Standing committees of the board of governors
4 : 613-623

executive committee 4: 613, 614
see Committees: Executive committee, above

foreign securities committee 4:622
information committee 4: 616, 617
investment companies committee 4:617-620

see Committees: Investment company committee, above
legislative committee 4 : 616
National Business Conduct Committee 4:614-616
national quotations committee 4: 620, 621
trading committee 4: 622, 623

see Committees: Trading committee, below
Underwriting arrangements committee 4:622

see Committees: Underwriting arrangements committee,
below

Uniform practice committee 4: 621, 622
see Committees: Uniform practice committee, below
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National Association of Securities Dealers (NASD)--Continued
Committees: Trading committee 4: 622, 623

"boiler room" operations, concern with 4:623
composition and duties of 4: 622, 623
present status of 4:623
stabilization rules, work on the proposed 4:623

Committees: Underwriting arrangements, committee on 4:622
composition, duties, and meetings of 4:622
offerings, review of, and number reviewed 4:622
policy formulation 4:622
standards, formulation, and application of 4:622

Committees : Uniform practice
disputes between members under code, settling 4:621
"fails" problem, handling of 4:621
uniform practice code, adoption of 4:621

Competence and experience of member firms’ salesmen, controls
over

examination 1:118-120
experience required 1 : 118
training programs 1 : 118

Compliance department~ of the association
district enforcement activities, review of 4: 626, 627
recordkeeping by 4:627

Conduct of its members, NASD regulation of 4:646-671
antimanipulative provisions of regulatory acts 4:662
areas not covered by association surveillance 4:662
controls, scope of 4:647
disciplinary process 4:664-665

see Disciplinary actions and procedures, below
distributions violating Rule 10b-6 4:662
examination (member inspection program) 4:647-659

see Examination (member inspection) program, below
general industry surveillance 4:668-671

see Surveillance by the industry, below
free riding and withholding 4:660,661
mutual fund sales literature and advertising 4: 659, 660

see Mutual funds, below
public complaints, handling 4:663,665

see Public complaints, association handling of, below
registration requirements of Section 5 of act 4:661,662
self-regulation as main NASD function 4:646
Special Study chapters relating to 4:647
State securities laws, enforcement policy as to 4:662
underwriters’ compensation arrangements, review of 4:661
wholesale trading, conduct of 4:662

Corporate publicity control under rules of 3:99
Correspondence of member firms, review of

registered representatives’ 4:657
Counsel of the association

disciplinary decisions of districts, review of 4: 626
opinions, drafting 4:626
regulatory phases, authority in 4:626
rule interpretation function 4:626

Creature of statute, association as 4:603
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National Association of Securities Dealers (NASD)--Continued
Customers’ funds and securities, protection of

examination program to foster 4:655
Defensive attitude toward regulatory proposals 4: 679; 5:194
Democratic nature of its organization 4: 608, 609
Developments since beginning of Special Study 4:671-673

assessment and fee schedules, rise in 4:671,672
budgetary changes 4:671,672
bylaws, rules and interpretations, review project 4:671
disciplinary actions, increase in and publicizing of 4:672
enforcement and regulatory policies 4:673
examination staff work increase 4:672
fee schedule increase 4: 671, 672
local membership meetings, renewed interest in 4:673
mutual fund surveillance improvement 4: 672
National Over-the-Counter Clearing Corp., sponsoring

4: 673
organizational changes 4:673
over-the-counter markets, study of 4:673
public and member education, speakers’ guide for 4:673
registered representatives’ examinations 4:672
retail quotations program changes 4:673
revenues and expenses, increase in 4:671,672
study guide for new examinations 4:672

Disciplinary actions and procedures
achievements, shortcomings summarized 4: 681,682; 5:196
age of firm as factor I: 66
board of governors’ control over 4:613
"churning" and excessive activity 4:658
conduct of, rules governing 4:664
decisions by district committees, subject to review, need of

4: 681,682; 5:196
disclosure violations, involving 4:656
district committees’ informal a~ud summary techniques

4:638-641
district decisions, national counsel’s review of 4:626
district secretaries, added functions for 4: 681; 5:196
efficiency and speed, need of 4: 681; 5:196
evaluating operation of system
Exchange Act Section 15A provisions 4:664
fairness of generally 4:681 ; 5: 196
false or misleading statements as to securities, for 4:569
final dispositions, reporth~g o~ to SEC 4:715
findings, by type of violation (1959-61) (table) 4:749
formality, varying emphasis on 4~ 664, 665
fraud, few cases invol~ng I: 310
free-riding decisions involving NYSE and other NASD

firms, 1959-61 (table) 4:750
informality, degree of 4: 664, 665
"interpositioning" in over-the-counter order execution

2:623,624
letters of caution, district committees’ use of 4:638-640
member certifying salesman’s good character 1 ~ 117
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National Association of Securities Dealers (NASD)--Continued
Disciplinary actions and procedures--Continued

member firms, against, by year of membership, type of
action (table) 1:164

members’ sales literature violating rules 1:381
minor-violation procedure, district committees’ use of

4:639
mutual funds sales literature, actions involving 4:660
National Business Conduct Committee functions

4: 614, 615
national staff, broader authority in needed 4: 681; 5:196
net capital rule violations 4:655
number of cases handled 1:309
number and types of violations indicated in district 12

examinations (table) 4:750
number of proceedings reviewed by National Business

Conduct Committee 4:615
opinions as nonpublic material 4: 666, 667
over-the-counter dealer’s diligence in execution 2: 623, 624
precedents, application of 4: 664, 665
preiudice, SEC review to test for 4:665
public complaints, from investigating of 4:663
publicity concerning 4: 666-668, 735-737

see Disciplinary actions and procedures: Publicity
concermng

quotation sheet dissemination 2:598
registered representative supervision 4:657
review of proceedings by SEC 4:665
rule violations, 1959-61 (table) 1:164-167
sales literature of firm violating rules 1:381
SEC review of actions 4: 714, 715
selling practices violations 1:309
Special Study summary of NASD role 4: 674, 676-678;

5:189-193
standards of conduct, need of definition of 4: 681; 5:196
State enforcement efforts, lack of cooperation with

4:735-737
time consumed in disposing of cases, increase in 4:665
underwriters’ compensation arrangements 4:661

Disciplinary actions and procedure: Penalties 4: 665, 666
"boiler room" activities 4:666
capital rule violations 4:666
censure 4: 665
expulsion 4: 665
free riding 4:666
public reporting of, need of 4: 682; 5:196
registration revocation 4:665
severity as compared to offenses 4:666
SEC review of 4:715
suspension of membership 4:665
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National Association of Securities Dealers (NASD)--Continued
Disciplinary actions and procedures: Publicity concerning

4: 617, 666-668
case summaries in press releases 4:667
expulsions, announcements of 4:667
free riding, effect of lack of publicity on 4: 666, 668
NASD News summaries 4:667
needed public reporting 4: 682; 5:196
opinions as nonpublic material 4: 666, 667
precedents, lack of revealing 4:667
"special notice" to members 4:667
standards, member’s lack of decisions on 4:667
States, refusal to inform of disciplinary actions 4:735-737

Disclosure
compliance with rules, examination as to 4:656
disciplinary proceedings for rule violation 4:656
disciplinary proceedings involving Section 12 violation

4: 656
distributions, of interest in, as sold to customers 4:656
unlisted securities, applicable to 3:6

Discretionary accounts, rule concerning 1:309
churning, rules concerning 1:297

District business conduct committees 4:632-638
see Business conduct, district, above

District committees 4:629-632
see Committees: District, above

District organization 4: 628-641
basis of local autonomy and definition of boundaries

4: 628, 629
see Local autonomy, below

distric~ committees 4:629-632
see Committees: District, above

enforcement activities, compliance department review of
4: 626

local membership meetings, renewed interest in 4:673
Dues schedule, minimum compliance with statute in 4:607
Ethical standards in Rules of Fair Practice 1 : 309
Examination (member inspection program) 4:647-659

branch office examination, need and frequency of (table)
4:651

classroom instruction of examiners 4: 650
curtailment of because of examiner shortage 4: 648, 649
examiner assignment to district offices 4:648
examiners’ qualifications and training 4: 649, 650
.frequency objectives of the program 4:650
inexperience of most examiners 4: 649
kinds of examination: routine, special, mass 4:648
limitations of 4: 658, 659
main office examinations, frequency of (table) 4: 650, 651
new member examinations, extent of 4: 652
organization of 4:647-649
procedure of examinations 4:652-659

see Examination (member inspection program): Pro-
cedure, below

reserve force of examiners, desirability of 4:649
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National Association of Securities Dealers (NASD)--Continued
Examination (member inspection program)--Continued

SEC program as covering NASD firms 4:719
shortcomings of 4:648
staff inadequacy for workload 4: 648
temporary assignment of examiners, problems with 4:649
violations discovered, age of firm as factor 1:66

Examination (member inspection program): Limitations 
customers as rarely interviewed 4:658
explanation of violations, failure to get 4:650
false and misleading statements, disciplinary proceedings

for 4:659
following up leads uncovered by examination 4:658
hearings, paucity of 4:659
incomplete development of facts 4:659
subpoena power, lack of 4:658

Examination (member inspection program) : Procedure
4:652-659

books and records, general examination of 4:652
"churning" and excessive activity 4:650

see Churning and excessive activity, above
sales to retail customers, sample listing 4:652
limitations, as to markups 4:654
"proceeds transactions" 4:652
Special Study summary 4: 678; 5:192
standard report form used 4:652
subjects emphasized on examinations 4:653-659

see Examination (member inspection program): Sub-
jects emphasized, below

time spent on individual examination 4:652
Examination (member inspection program): Subjects emphasized

4: 653-659
books and records maintenance 4: 653, 654
disclosure under Rules of Fair Practice 4:656

see also Disclosure, above
markups 4:654
net capital rule 4: 654, 655
net capital rule in nonexchange member examination 4:654
protection of customers funds and securities 4:655
registered representatives, supervision of 4: 656, 657
Regulation T, handbook statement of 4:653
SEC Rules 17a-3 and 17a-4 compliance 4:654

Examination (member qualification program)
1962 more difficult examination 1:74
board of governors’ review of examinations 4:612
broker-dealers passing 1:54
Dailey brothers’ passing of 1:61
failure ratio, pre- and post-1962 1: 111, 119, 120
mutual fund salesmen, failure rate of I: 121
NYSE firms’ examinees compared 1:112
NYSE examination compared 1 : 119
need of strengthening 1:67
place where taken as factor in failures 1:119
pre-1962, effectiveness of as screening device

1: 111, 119, 120
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National Association of Securities Dealers (NASD)--Continued
Examination (member qualification program)--Continued

procedure 1: 48, 68
registered representatives and, 1956-62 (table) 1:169
results from trainees of selected firms, table of 1:112
screening device, efficacy of 1:74
Special Study summary 1: 155; 5:42
training program, place in 1: 109, 111

Examination of registration candidates revenue from 4:644
Exchange members belonging to NASD, percent of 4:729

small firms 1 : 26
Executive committee

increased authority for recommended4: 680; 5 : 195
Executive director

budgetary role 4:632
entry standards, aid in upgrading 4:625
policymaking functions 4: 623, 624
powers of corporation president, compared to 4:624
Washington location of 4:625

Executive staff, national 4:625-628
compliance department 4: 626, 627

see Compliance department of the association, above
composition and size of, 1955-62 (table) 4:747
counsel of the association 4:626

see Counsel of the association, above
increase in size, structure, function, recommended

4: 680; 5:.194, 195
investment companies department 4:627,628

see Investment companies department of the associa-
tion, below

membership department 4:628
see Membership department of the association, below

need, composition and role of full-time staff 4: 675, 676
number of staff members 4:625

Expenses, increase in 4:671,672
Experience of member firm salesmen, controls over

see Competence and experience of member firms’ salesmen,
above

"Fails" problem, Uniform practice committee handling of 4:621
Fair practice rules: see Rules of fair practice, below
"Fair representation" principle of organization 4:608
Fair trading price maintenance under 4:98
Fee schedule for membership, increase in 4:671,672
Fee structure of industry, disclosure requirements 1:253
Financial capacity and resources of the association 4:643-646

accumulated surplus at end of fiscal 1961 4: 643, 644
assessment schedule, income from 4:644
assessments, importance of in total budget 4:644
examination of registered representatives, revenue from

4:644
income sources 4:644
membership assessments, revenues from 4:644
registered representatives’ applications, revenue from

4: 644
service items, revenue from 4:644
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Financial requirements for broker-dealer members 1: 86, 87
Fiscal policy and planning 4:641-646

budget: see Budget of the association, above
financial capacity and resources of the association

4: 643-646
see Financial capacity and resources of the association,

above
Foreign securities committee 4:622
Free riding and withholding conduct of NASD members, regu-

lating 4: 660, 661
decisions involving NYSE and other NASD firms, 1959-61

(table) 4:750
disciplinary actions and penalties 4:666
disciplinary problem posed by practice 1:532
rank and file understanding of decisions on 4: 667, 668

Geographical division into districts 4: 628, 629
Give-ups, Investment companies committee concern with

4:618
Governor

term of 4:612
Governors, board of

disciplinary functions, need of reduction of 4:677
election of some at large, suggested 4: 677, 681; 5:195
need to have from all types of firms 4:677

Historical background 4:604-607
development, stages of 4: 604, 605
IBC emergence as NASD 4:606
Investment Bankers Conference, Inc. 4: 605, 606
Maloney Act amendments 4:605
minimum NASD compliance with statute, SEC view

4: 606, 607
National Recovery Administration (NRA) Code committee

4:605
statutory 4:604-606

Hypothec.ation of customers’ securities examination program
concerning 4:655

rules relating to 1:406
Income of Association

examination fees 4:644
increase in 4:671
registered representatives’ application fees 4:644
sources of 4:644

Information committee: see Committees, above
Intrastate exemption, review of offerings of members 1 : 573
Investment advice, control over members’ sales literature

1 : 379-383
See Investment advice

Investment advisers, absence of control over l: 148
Investment companies committee 4:617-620

see Committees, above
Investment companies department of the association 4: 627, 628

advertising and sales literature, reviewing 4: 627, 628
formulating and communicating official views 4:628
sales literature, review of 4:670
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Investment trust rule

investment committees duties respecting 4:617
Legislative committee, composition and duties

lobbying as chief function 4:616
Lobbying

legislative committee function, as 4:616
Local autonomy and definition of boundaries 4: 628, 629

geographical division into districts 4:628
imbalance of district alinements 4:629

Maloney Act
association reg’istration under 4:605
division of responsibility under between SEC and NASD

4: 606
objectives of 4: 605, 606
over-the-counter market self regulation under 4:605

Manipulative provisions of regulatory acts
surveillance of compliance with 4:662

Marking to the market by member dealers 1:423
Markup policy 2:611,645-655

See Markups and markdowns: NASD policy
Member inspection program: See Examination (member in-

spection), below
Members’ offices

branch offices and registered representatives 1:36
geographical distribution of 1:29
restrictions as to 1:72
states, distribution by 1:30

Membership
admission: See Admission standards and procedures, supra
basic membership fees, scale of 4: 644, 645
branch offices, 1940-62 (table) l: 
broker-dealers, status of, selected years 1:30
conduct of members, NASD regulation of 4:646-671

see Conduct, of its members, NASD regulation of, above
economic pressure to join 1:13
examination procedure 1:68

see Examination, above
expulsion, announcement of 4:667
expulsion, number expelled 4:665
fees, basic membership 4: 644, 645
fees, computation of 4:103
lqrms only as members 4:609
increase in size of 1:22
inspection or examination program 4:647-659

see Examination (member inspection) program, above
legal requirement, membership as not 1:72
length of, statisticalstudy of ,1:66
"member continuance" proceeaings, SEC review of 4:715
mutual fund organizations as 4: 103, 105
new members, examination of 4:652
nonmember, dealing with 1:72
nunlber of members 1 : 16 ; 4: 603
open-door pre-1956 policy l: 73

a6-OTI--64--zpt.
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Members’ ogfices--Co~ tinued

over-the-counter dealers 1:72
registered representatives, number of 4:603
registration with SEC, number of 1:16
restrictions on 1:72
scope of 4:603
seat holders 4:603
selection as compelled by statute 4: 602, 603
standards of entry: see Admission standards, above
statutory bars 1: 72, 73
suspension as disciplinary penalty 4:665
turnover of l: 17
type of business done, restrictions as to 1:72

Membership department of the association 4:628
applications, screening 4:628
employees, number of 4:628
registration of individuals 4:628
reshaping of operations, suggested 4:628

Mutual funds
sales literature and advertising o1~ members, regulating

4: 659, 660
surveillance improvement since Special Study start 4:672

Mutual funds: Sales literature and advertising 4: 659, 660
See also Mutual funds: Selling practices
correspondence, compliance of with Statement of Policy

4 : 660
disciplinary cases involving 4:660
filing requirement under Statement of Policy 4:659
staff review of filed literature 4:660
Statement of Policy, compliance with 4: 659, 660

National organization and its functioning 4:609-628
board of governors 4:609-613

see Board of governors, above
executive staff, national 4:625-628

see Executive staff, national, above
officers of the association 4:623-625

see Officers of the association, below
standing committees of board of governors 4:613-623

see Committees: Standing committees of the board of
governors, above

National organization, as 4:606
National Over-The-Counter Clearing Corporation, NASD spon-

sorship of 4:673
National Quotation Bureau, Inc., views respecting 2:596
Net capital rule

computation procedure by examiners 4:655
impairment, absence of member reports as to 4:654
impairment, member examination concerning 4:654
SEC notification of member violation 4:655
violations of detected through member examinations 4:655

Nonmember firms, dealing with and business dona by 1:72
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Objectives and purposes, in incorporation certificate 4:607
Officers of the association 4:623-625

chairman of the board 4:623
executive director 4: 623, 624
treasurer 4:625

Offices of members
distribution by geographic area, 1950, 1962 (table) 1:29
distribution of by state, December 31, 1962 (table)

1:30
Organization and functioning 4:608-625

district organization 4:628-641
see District organization, above

national officers 4:623-625
see Officers of the Association, above

Organization and functioning: National organization and its
functioning 4:609-628

see National organization and its functioning, above
officers of the association 4:623-625

see Officers of the association, above
Organization and functioning: Underlying principles of

4: 608, 609
ad hoc methods of problem solution 4:609
bureaucracy, avoidance of 4:608
"business man’s judgment" by association officials 4:609
business rather than government control 4:609
democratic organization, as 4: 608, 609
local autonomy 4:609

Over-the-counter markets and dealers’ membership in NASD
1: 13; 2:9

important problems, neglect of 4: 679; 5:194
NASD status, transactions classed by 2:735
policies and standards, paucity of NASD 4:671
promotional work respecting 4:617
role of NASD 1: 13, 16, 17
supervisory powers of NASD 2:541

Over-trading or "churning," rule prohibiting 1: 271,297;
4 : 658

clearing desk for complaints, suggested 4:658
disciplinary proceedings resulting from 1: 310; 4:658
enforcement shortcomings 4:658
interviews with customers following complaints 4:658

Policies and standards
determination of, board’s function in 4: 611, 612
disciplinary matters, need of clear definition 4: 681; 5:196
executive committee’s function 4:614
executive director’s functions 4: 623, 624
general indust, ry surveillance of 4:669-671
investment companies committee enforcement duties 4:617
Underwriting arrangements committee formulation role

4: 622
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Policies and standards: Industry surveillance of

acting on, reluctance or failure 4:669
advertising standards, enforcement reluctance 4:670
areas in which inadequate 4:671
entry qualifications to business, raising 4:669
Investment Act, SEC Rule 206(4)-1, as to 4:671
investment company performance, graphs summarizing

4: 670
investment company selling literature 4:670
joint action with SEC 4:670
minimum net capital requirement 4:669
over-the-counter activity 4:671
positive accomplishments of association 4:669
salesmen registration procedures 4:669
"suitability" rule for securities 4:669
underwriting arrangements, reviewing 4:669

Private nonprofit corporation, NASD as 4:607
"Proceeds transactions," examination as to 4:652
Public complaints, role of

complaints as important enforcement tools 4:663
disciplinary proceedings emanating from 4:663
district 12 (New York) special docket for 4:663
insignificant role of association 4:663
limited use of, e×planations for 4: 663, 664
staff assistance, insufficiency of 4:663

:Public relations activities
information committee functions 4: 616, 617

see Committees, above
Publishing activities of information committee 4:616
Quotations

national quotations committee function regarding
4: 620, 621

see Committees, above
Records, compliance departments function with 4:627
Registered representatives of member firms 1 : 116

applications in 1962, number of 1:130
definition of "registered representative" 1:74
examination program, 1956-62, under 1:169
individuals, by membership department 4:623
information required 1:116

salesmen’s qualifications: see Sa]esmen, control of
qualifications of, below

limited registration 1 : 120
mutual fund salesmen, examination taken by 1:120
N’ASD procedures 4:669
number, 1956-62 (table) 1: 116, 169; 4:603
number of applications, salesmen 1 : 117, 118
personnel included 1 : 116
qualification examination record, 1956-62 (table) ] : 169

in Washington office 1 : 118
revocation as disciplinary measure 4:665
written endorsement requirement, examination as to 4:657
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Registered representatives, supervision of 4: 656, 657

correspondence, supervising 4:657
disciplinary cases involving 4:657
evidence of supervision, showing to examiner 4:657

Registration of issues distributed by members
Exchange Act requirements, compliance with 4:661

Registration with SEC under Exchange Act Section 15A 4:705
Regulatory body, NASD as 1:116
Research personnel, control over qualifications of 1:145
Resources of the association

see Financial capacity and resources of the association, above
Responsibility, scope of 4:603
Retail quotation system

See Quotation systems: Retail over-the-counter markets
Rules 1:4,5.

See also Securities and Exchange Commission: NASD and
project to review and revise 4:673
SEC role in relation to rulemaking 4:715-718

See Securities and Exchange Commission: NASD and
selling practices, to control 1:308-314
violation of, disciplinary actions for, 1959-61 (table)

1 : 165-167
Rules of Fair Practice

adoption and enforcement as regulatory weapons 4:608
Article III, Section 1 1:309
Article III, Section 3, as to fees 1:253
Article III, Section 15(a) 1:309
Article Ill, Section 18 1:309
Article IlI, Section 27(a) 1:309
statutory requirement for 1:307
suitability of security to customer l: 238, 239; 4:151

Sales literature and advertising by member firms
investment companies department review of 4: 627~ 628
mutual funds 4: 659, 660

see Mutual funds, above
review of, member examination as to 4:657

Salesmen
applicr~tions for registry I : 117, 118
control of qualifications of 1:116-120

see Salesmen, control of qulifications of, below
disciplinary proceedings involvin~ l: 309
discip.lining, jurisdiction for 1:513
expermnce of l: 103
members’ certification of good character

d!sciplinary action for laxity in giving 1:117
part-time salesmen, views on l: 115
real estate securities 1: 579, 585
"registered representatives": See Registered representa-

tives, above



192 REPORT OF SPECIAL STUDY OF SECURITIES :MARKETS

National Association of Securities Dealers (NASD)--Continued
Salesmen: Control of qualifications of 1:116-120

character, controls over l: 117, 118
members’ certification of good character, duty imposed by

1:117
real estate syndicate salesmen 1: 579, 585
Rules of Fair Practice 1: 116, 117

Salesmen: Supervision of
rule regarding 1:309

See also Selling practices: Supervision of
Seatholders, members as not 4:603
Securities and Exchange Commission and

Generally 4: 714-719
See Securities and Exchange Commission: Self-regulation

and; see also specific topics
Secondary distributions of unregistered securities

disclosure as to 1:564
Self-regulatory institution, as 4:602-682

conduct of its members, regulation of 4:646-671
see Conduct of members, regulation of, above

developments since beginning of Special Study 4:671-673
division of responsibility between SEC and NASD 4:606
failure of to deal with some areas 4: 679; 5:194
fiscal policy and planning 4:641-646
historical background 4:604-607
organization and functions of NASD 4:608-641

see Organization and functioning of NASD, above
SEC and NASD: Rulemaking: See Securities and Exchange

Commission: Self-regulation and
Special Study scope and methods 4:604
structure of the NASD 4: 607, 608

Self-regulatory role as narrower than NYSE’s 4:719
Selling practices: Controls over

See Selling practices: Supervision of
Special Study conclusions and recommendations as to, as self-

regulatory institution
basic modification and strengthening, need 4: 679, 680;

5:199
basically proven in practice, as 4: 679; 5:194
budget increases 4: 682; 5:196
disciplinary achievements, shortcomings 4: 681,682;

5:196
disciplinary matters, National Business Conduct Committee

powers 4: 680; 5:195
district committee seats by type of firm 4: 681; 5:195
executive committee, increased authority for 4: 680;

5:195
failure of to deal with some areas 4: 679; 5:194
fee structure revision, needed study of 4: 682; 5:196
governors at large, limited number of 4: 681; 5:195
governors, board of by size and type of firm 4: 681; 5:195
National Business Conduct Committee increased stature

4: 680; 5:195
paid staff, increased size and functions 4,: 680; 5: 194, 195
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Special Study conclusions and recommendations as to, as self-

regulatory institution--Continued
potential, as having fallen short of 4: 679; 5:194
realinement as between officials and paid staff 4: 680;

5: 194
surveillance machinery strengthening 4: 681; 5:195

Special Study summary of as self-regulatory institution
4: 673-679; 5:188-193

accomplishments to its credit 4: 673, 674; 5:188
allocation of work among member participants 4: 677;

5:191
basically proven in practice, as 4: 679; 5:194
board members, large firm predominance of 4: 675; 5:189
board of governors, reduction of disciplinary duties 4: 677;

5:191
defensive attitude of toward some self-regulation 4: 679;

5: 193, 194
disciplinary matters 4: 674, 676-678; 5:189-193
established part of regulatory scheme, as 4: 673; 5:188
examination of membership annually 4: 673,674; 5:188
examination program in member conduct surveillance

4:678;5:192
fee system, needed revision of 4: 678; 5:193
full-time staff, need, composition and role of 4: 675, 676;

5:190
governors, election of some at large 4: 677; 5:192
governors, need of from all types of firms 4: 677; 5:192
maximum emphasis on "self," rather than staff 4: 674;

5:188
mutual fund selling literature review 4: 674; 5:188
needed strengthening of existing activities 4: 674; 5:188
over-the-counter market problems, neglect of 4: 678, 679;

5:194
potential, as having fa~en short of 4: 679; 5:193
regulatory activities, expansion of 4: 674; 5:188
retail quotations, dissemination of 4: 674; 5:188
small member firms’ limited participation 4: 675; 5:189
"substantive" committees, clarification of roles 4: 677;

5: 191, 192
underwriting compensation, review of 4: 674; 5:188
volunteer members, dependence upon 4: 674; 5:189

Staff: see Executive staff, national, above
State securities laws

enforcement policy concerning 4:662
Statement of Policy: See Policies and standards, above
Structure of the NASD 4: 607, 608

board of governors 4:607
committees 4:607

see Committees, above
District business conduct

decisions of 4:608
local administration stress
paid staff, number of

committee,

4:607
4:607

reviewability of
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Structure of the NASD--Continued

private nonprofit corporation 4:607
regional district organization 4: 607, 608
Rules of Fair Practice 4:608
stated obiectives and purposes 4:607
uniform practice code 4:608

Subpoena power, association’s lack of 4:659
Suitability of security for customer, rules concer~fing

1: 238,239,309; 4:151,669
NASD leadership in developing 4:669

Supervision of selling practices: See Selling practices
Supervisors, controls over qualifications of l: 139

standards peculiarly applicable to 1:140
Surveillance by the industry 4:668-671

board and standing committees, by 4:688
"built-in" surveillance through awareness 4:668
communications between district and national organizations

4:668
policies and standards 4:669-671

see Policies and standards, above
SEC, day-to-day liaison with 4:688

Surveillance functions
close working arrangement with SEC 4:718
misuse of customers’ funds, advising SEC of 4:718
needed strengthening 4: 681; 5:195

Termination of trading by over-the-counter market wholesaler
standards or regulatory restraints 2:568

Trading committee, compositions and duties 4: 622, 623
see Committees: Trading committee, abo~e

Training programs
trader in over-the-counter wholesale market 2:556

see also Examination (member qualification program),
above

Treasurer, position of as largely honorary 4:625
Underwriters’ compensation arrangements, review of

copies filed in prospectus, number of 4:661
disciplinary actions involving 4:661

Underwriter’s compensation, regulation of 1:512
Underwriting

underwriting arrangements, NASD committee on 4:622
see Committees, above

Underwy. iting arrangements
review of, program for 4:669

Underwriting arrangements of unseasoned companies
Special Study recommendations 1: 559; 5:73

Underwriting fees assessed 4:644-646
Uniform practice code, adoption of 4:621

technical methods of executing transactions, as governing
4: 608

Uniform practice committee 4:621,622
see Committees, above

Volume of transactions
dollar volume, NYSE member firms’ percentage of 4:611
N¥SE member firms’ percent of dollar volume 4:611


