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po board of trustees of the trust entity itself. In the absence of any
such board to approve the management and underwriting contract,
the Empire Teust (lo. is obliged to conduct an annual election of
shareholders to obtain the required shareholder approval of National
Seeurities & Rescarch as investment manager and as sponsor under-
writer.2

The act of 1940 requires investment companies not exempted [rom
its provisions to file registration statements with the Securities and
Exchange Comimission, detailing proposed company policy with
respect to classification (open-end or closed-end, diversified or non-
diversified), concentration of investment by industry, portfolio
turnover, borrowing money, Issuing senior securities, underwriting
outside security issues, lending to persons, the purchase and sale of
real estate and commodities, and other matters of fundamental
policy.® The Investment Company Act also prohibits the manage-
ment. of any registered investment company from changing its policy
on any of these 1ssues from that laid down in its registration statement,
without authorization of a vote by a majority of the outstanding shares
of the company.® Since the broad lines of company policy must be
dscribed to the investor in a prospectus offering the company’s
shares for sale, the shareholders of investment companies are pro-
tected in their right to be explicitly informed regarding certain aspects
of the product they are buying, and to participate in decisions in-
volving proposed substantial changes in the nature of this product.

All 156 open-end investment companies included in the present
studv have securities outstanding which they are committed to
redeem on the demand of the owner.”” One hundred and forty of these
companies redeemed their shares at net asset value on September 30,
1958, although 21 reserved the right to charge up to 1 percent of net
asset value for redemption, at the discretion of the management, and
one company imposed a I-percent discount for the redemption of
shares that had been outstanding for less than 1 year. Ten companies
levied a 1-percent redemption charge, four charged 0.5 percent, and
one of the savings bank mutual funds charged 75 cents per share for
redemption. Three of the companies with a redemption charge were
not selling their sharves in 1958, six were no-load companies, and three
had only a nominal sales charge (2 percent or less). The redemption
charge is apparently felt to provide some degree of deterrence to short-
terim trading in shares relatively sensitive to such activities.”

The act of 1940 protects the shareholder’s redemption privilege by
providing that—-

‘No registered investment company shall suspend the right of redemption or
postpone the date of payment or satisfaction upon redemption of any redeermable
sacurity in aceordance with its terms for more than seven days after the tender of
such security to the company or its agent—
except where trading on the New York Stock Exchange has been
restricted or closed longer than is normal, where an etergency exists
which makes security sales impracticable, or for such other periods
as th» Commission may determine for shareholder protection.®
—“ Prospectus, July 27, 1958, p. 18,

2 See. 8(h).

Wec, 13, )

 This is the principal distinguishing feature of an open-end investment company. For the purposes of
the act of 1340 an open-end company is defined as “‘a manngement company which is offering for sale or has
outstanding any redecmable seenrity of which it is the issuer’” (sec. 5¢(a)(1)).

28 «“Phe purpose of this discount is to discourage short-term trading in shares of the stock fund,” Stein

Roe & Farnham Funds (undated beoklet), p. 10,
2 Sec, 22(e).
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The board of directors

From a legal standpoint, operating control of open-end investment
companies is in the hands of boards of directors or trustees voted into
power by company shareholders.®® The board is the body empowered
to enter into management and underwriting contracts for the com-
pany. Kither it (or the sharcholders) must vote annually if such
contracts are to be continued, and the board is legally authorized to
terminate management contracts on 60 days’ notice. The board is
also ultimately responsible for the investment poliey and activities
of the investment company. KEven where extensive powers over
investment decision making have been delegated by the board to an
investment adviser, the board still usually subjects delegated actions
to some kind of periodic review and has the legal power to insist on
their alteration, so that it is formally correct to say, as many com-
panies do, that—

Final approval of policy with respect to individual securities rests * * * with
the officers and directors of the fund.®

Boards of directors of open-end investment companies vary in size
from 3 (Templeton & Liddell Fund) to 18 members (Canada General
Fund, Ltd.), with 7 the most frequently encountered board size (37
of 115 cases). In 46 of the 115 cases for which information was
available, the board of directors included nine or more members. Of
the 39 trusts, it has already been noted that 19 have a single corporate
trustee; of the remaining 20 trusts with individual trustees, the num-
ber of trustees ranges from 3 (3 cases) to as many as 10 (Mutual In-
come Foundation), with 5 members the modal size (7 of 20).

In only 2 of 101 cases for which information was available in 1958
did the boards of directors of open-end companies plan to meet on a
regular basis more frequently than once a month. In 45 cases the
board was reported to%mve met monthly, and in 39 instances, quar-
terly.® Boards of trustees tended to meet more frequently, with 7
of the 20 boards meeting more often than once a month. Correspond-
ing to these differences in the frequency of meotings is a significant
difference in the investment deeision making activities of boards of
directors and trustees. Replies to a question relating to board fune-
tions in the decision making process indicate that boards of trustees
played an active role in the selection of portfolio securitics in more
than one-hall of the open-end trusts with individual trustecs. By
contrast, [ewer than one-tenth of the corporate boards of directors
participated in investment decision making aectivities beyond reviewing
and approving investinent decisions made by others, and in a sub-
stantial number of instances the board of directors appeared to be a
purely nominal body whose principal function was the fulfilling of
u legal requirernent.®

The active management of the portfolio of open-end investment
companies typically is delegated to an investment adviser, or to one

M Bxeepting, of course, trusts without shoreholder voting rights. In these cases, control is still iu the
hands ol a group of trustees, but without regular shareholrler sanetion by annual vote. It will be assumed
that this exeeption isimplicit in much of what follows and nees not be repeated in each case.

3t Beudder, Stevens & Clark Fuand, Prospertus, Oct. 17, 1958, p. 6.

32 A more extensive discussion of the frequency of board meetings and the role of the board of directors in
investment decisionmaking, based on fuller and more up-to-date information, is presented in ch. ViIL

3 This does not, of course, differentiate hoarids of directors of open-end investment compunfes from the
boards of large publicdy owned nonfinancial corporations, except perhaps in degrec, since ““for the most
part, the board of dircetors has surrendered its funvtion of active decision ruaking in the large (orporation.
‘Outside’ directors function, if at all, primaril~ 2« financial and basiness advisers ® * * But the job of
actually making the devisions which are the essence of the leadership finetion rests primariiv-with the

executives themselves.” K. A, Cordon, “Business Leadership in the Large Corporation” (Washington:
Brookings, 1945), p. 145,
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or several principal officers ** of the investment company, who are
usually also affiliated with the adviser. The board of directors of
the Axe-Houghton Fund A/ for example, meets quarterly in order *“to
review periodically the recommendations of the investment adviser to
determine whether they are consistent with the general policy and
objectives of the company and to appraise the investment results
achieved * * *  The responsibility for investment decisions relating
to both the general portfolio structure and the day-to-day purchases
of portfolio securities is delegated to the investment adviser.” In the
case of United Funds, Inc., the board of directors, which meets once
a month, “has delegated the formulation of portfolio decisions to the
management company, Continental Research Corp.,” although the
board retains “the unrestricted right and power to veto or change any
investment decisions made by the manager.”” An administrative
committee, consisting of the four executive officers of the management
company, plus two other officers of the management company, “makes
the actual decisions on portfolio transactions and instructs and author-
izes the trading department to enter orders to purchase or sell securi-
ties.” 1n the case of Dividend Shares:

The selection of individual securities for purchase and sale within the framework
of the investment policy as laid down by the board of directors is primarily the
function of the investment committee composed of several senior officers of th
company ; namely, the president and two vice presidents.

These three officers (and, in fact, all eight officers of the company)
%Jr(ii affiliated with the company’s investment manager, Calvin Bullock,

td.

The 13-member board of directors of the Wellington Fund meets
monthly, and has ““the responsibility to see that investinent policy is
at all times in accord with the fundamental objectives of the fund.”
The active supervision of the company’s securities ‘‘is accomplished
through a management contract between Wellington Fund and the
Wellington Co. (investment adviser), which provides, among other
things, that the Wellington Co. shall furnish to the fund advice and
recommendations with respect to the purchase and sale of securities,
shall provide sueh statistical, research, analvtical, and technical
services, information, and reports as may reasonably be required, and,
in general, shall superintend the affairs of the fund, subject always
to the control of the board of directors.” Recommendations as to
general portfolio structure and day-to-day purchases of securities
are made to a vice president of the Wellington Fund by the Investment
Committee of the Wellington Co. This investment committee has
two subdivisions, an “investment policy group’” and an “investment
program group.” The former, made up “of the senior officers of the
Wellington Co. who are also senior officers of Wellington Fund * * *
decide upon current investment policy which, in their judgment,
would most appropriately fit the fundamental objectives of the fund.”
The program group is responsible for seeing “that the decisions of the
policy group are carried into being by recommendations for purchase
and sale of appropriate securities.”” These recommendations are
transmitted to “an officer of Wellington Fund, or one of his assistants,
who actually places with brokers orders for purchase and sale of
portfolio securities.” Mr. Walter L. Morgan, president and a director
of both Wellington Fund and the Wellington Co., is beneficial owner

M vrincipal oificers arc used in this report to designate the president, vice presidents, and chalrman of
the board of the companies in question.
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of all of the commeon stock and most of the preferred stock of the latter
organization.® Including Mr. Morgan, five officers and/or directors

of the Wellington Co. are members of the board of Wellington Fund,
and five of the six prinecipal officers of Wellington Fund are affilia ted
with the investment adviser-underwriter, the Wellington Co.

Among the smaller companies, the.samgz pattern of delegation of
authority in regard to decisionmaking is generally encountered.
For the Sterling Investment Fund:

The hoard of directors does not manage the investment portfolio of the com-
pany, but has delegated to the officers of the company the authority for formu-
Iating and implementing investment decisions. * * * Pursuant to this authority,
an invesiment committee has been set up which passes on major questions of
investment management, while day-to-day investment decisions are handled
informally by the president, acting either individually or jointly with one or more
other officers, or by another officer or officers designated by him. * * * While
the ecompany has a contract with a management company, the investing function
is entirely in the hands of the officers of the company. In most cases, these officers
are also officers of the management company, but in managing the invest ments
of this company, they act in the capacity of officers of this company, to which
they are responsible.

The board of directors of Supervised Shares, which meets quarterly—

has delegated full authority of portfolio decisions * * * to the officers of the
company consisting of T. C. Henderson, pres:dent E. A. Petersen, vice president,
and C. C. Plambeck, secretary-trea,surer * ¥

Supervised Shares is party to a management and underwriting
contract with T. C. Henderson & Co., whose president, Mr. T. C.
Henderson, owns 92.5 percent of the voting shares of the management-
underwriting firm. Mr. Henderson is president of both T. C. Hender-
son & Co. and Supervised Shares, Mr. E. A. Petersen is vice president
of both the manager-underwmter and the investment company, and
Mr. C. C. Plambeck is secretary-treasurer of Supervised Shares and
statistician-analyst for T. C. Henderson & Co.

In the case of the Haydock Fund:

The president and vice president, who are also directors of the fund, constitute
a management committee and make the final portfolio decisions.

The management of Haydock goes on to make the interesting
observation that:

It is difficult to say that the board has to any extent delegated the formulation
of portfolio decisions to investment advisers. The fund does, as already stated,
have a mapagement contract with Havdock, Peabody, & Hawley but Messrs.
Peabody and Haydock are president and viee presldent respectively, of the fund.

These examples indicate that the allocation of actual decision-
muaking functions to groups within and exlernal to open-end invest-
ment companies is_complicated by the fact that active roles in and
control of open-end companies is usually concentrated in the hands
of relatively few individuals who {unction in multiple capacities.
These extensive overlaps of key personnel betwcen investment com-

any and adviser point to a fundamental ambiguity concerning the
ocus of control as between the board of directors or trustees of the
investment company and its presumptive agent employed to advise
it or to manage its security portfolio under board supervision. This
calls for a more extensive inquiry into the real locus of open-end
investment company control.

R 3 Tms refers, of course, to the period prior o the recent public offering of nonvoting stock in the Welling-
on Co.
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CONTROL

Dustribution of the shares of open-end investment companies

All but five of the 156 open-end companies responding to the first
questionnaire were offering their shares for continuous sale on Sep-
tember 30, 1958,% and all but 4 of those engaged in the selling of shares
were offering them to an unrestricted clientele. Three of these
exceptions, Institutional Investors Mutual Fund, Savings Bank In-
vestment und, and Mutual Investment Fund of Connecticut, are
open-end companies set up under special legislative enactments in
New York, Massachusetts, and Connecticut for the exelusive benefit
of mutual savings banks within their respective States. These three
savings bank investment companies constitute a nonhomogeneous
element in our universe, since their continuous offerings are made
exclusively to State-chartered mutual savings banks. The fourth
company selling only to a restricted clientele is Elfun Trusts, a
mutual fund afhliated with General Electric Co. and offering shares
only to certain persons connected with General Electrie.

For all the companies that reported the number of shareholders in
1958, the average number of shareholders was 25,100 and the median
was 8,792. 'The number of shareholders was clearly related to in-
vestment company asset size, as may be seen in table 11-9, where the
mean, median, and range of number of shareholders is described for
four size classes of open-end investment companies. It may be
observed in this table that even in the smallest size class the median
firm in this respect had more than 1,000 shareholders, and that the
average and median number of shareholders increases markedly as
we proceed upward in asset size.

TABLE I1-9.— Mean, median, and range of number of shareholders by size of open—
end company assets, 19581

Number of sharcholders
Size of company (in millions of dollars)

Mean } Median Smallest Largest
| | —
1 and under 10 (41 eompanies) . .o .o { 22, 504 1,431 10 15, 063
10 and under 50 (39 companies).___ 10,147 7,882 ¢ 29, 859
50 and under 300 (35 companics).. . 36, 501 27,220 6,289 87, 851
300 and over (8 companies)_.___... JO - 163, §54 151,014 71,283 280, 787
Total (123 COMPANIES) - oo oo oieee e 25,100 ) 8,792 10 280, 787

t Based on 123 cornpanies reporting number of shareholders between Jan. 1 and Dec. 31, 1958,

There are 4 companies that reported fewer than 100 shareholders
3 of which were the savings bank investment companies mentioned
above. In the smallest size class, besides 2 of the 3 mutual savings
bank companies, only Continental American Fund reporsed fewer than
100 shareholders; in fact, its 12 shareholders is the smallest number
of any company included in the present study. However, this is a
case where an unusual mode of distribution of the company’s shares
results in data on record ownership greatlv understating the number
of beneficial owners. Continental American Fund, subsequently
brought into the Do Vegh group, was organized in 1956 to serve as
a vehicle for providing investors abroad with a means of acquiring

% The five exceptions were State Strect Investment Co., the Lazard Fund, New Yark Capital Fund of
Canada, Ltd., De Vegh Mutual Fund, and United Fund Accuamulative Series TA.
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a diversified portfolio of U.S. securities. For the “convenience of
investors abroad,” instead of issuing shares directly to foreign buyers,
the Belgian-American Bank & Trust Co., custodian, distributor, and
one of the controlling promoters of the company, arranged to issue
bearer depositary receipts for the shares, which it purchased and
made available through six agent companies in Belgium, Luxembourg,
and Switzerland. Two nominees for the Belgian-American Bank
were record owners of 65.8 percent of the shares of the investment
company under this arrangement. If Continental American and the
two small savings bank companies are set aside as special cases, the
Preston Moss Fund had the smallest number of shareholders in the
$1 million and under $10 million size class, with 228. The median
number of shareholders in this size class was 1,431.

In the $10 million and under $50 million class the 91 shareholder
low is accounted for by the largest of the 3 savings bank mvestinent
companies, Institutional Investors Mutual Fund. If we exclude this
company as a special case, the smallest number of shareholders re-
ported in this class would be the 1,870 for the Pmme Strect Fund. The
median number of shareholders in this class was 7,882. In the $50
million and under $300 million class the median number of share-
holders was 27,220, and for companies with assets of $300 million or
more, the median number of shareholders was 151,014.

Only 2 of the 9 open-end companies with assets of $300 million or
over had fewer than 100,000 shareholders,” Fidelity Fund had the
smallest number of shareholders in this class, with 71,283, and In-
vestors Mutual had the largest number, with 280,787 shareholders
n 1958,

The concentration of shareholdings among 147 open-end invest-
ment companies on September 30, 1958, is deseribed in tables I1-10,
1111, and II-12. It should be noted that these data relate entirely
to record holdings, which frequently include within a single holding
a substantial number of separate beneficial interests. Thus, e.g., in
152 of the 2,366 cases where the affiliations of the 20 largest open-end
company shareholders were identifiable, the record owner of the
shares was a security dealer. These include many of the larger hold-
ings, and in most instances they are nonbeneficial holdings held for
the benefit of a number of separate clients. It follows that the data
summarized in these tables overstate the degree of concentration of
beneficial ownership in the included open-end companies.

The concentration of record ownership of shares is inversely (and
closely) related to size. In six of the nine companies in the class
with assets of $300 million and over, the largest shareholder held less
than 0.5 percent of the outstanding shares, and in only one company
in this class did a shareholder own over 1 percent of the shares
(Fundamental Investors, 2.2 percent). In the case of Investors
Mutual, the largest shareholder owned only 0.04 percent of the out-
standing voting shares, and the largest shareholder of United Funds,
Inec., owned only 0.06 percent of that campany’s shares. Tn only 1
of these 9 companies did the largest 20 shareholders own over 5
percent of the shares (Fundamental Investors, 5.5 percent).

8" United Funds is exeluded from table 11-8 beeanse of the fact that the namher of shareholders was only
available for euch of its four separate series.  However, although there is no way by which we can aggregate
the number of individual sharcholders for the combined series, 1 of the 4 series haa over 100,000 shareholders
taken by itself.



TasLe 11-10.— Percentage of shares held by the largest sharcholdgr Sfor 147 open-end tnvestmeni companies, by size of open-end company assels,
ept. 30, 1958

Percentage of shares held by the largest record owners
0.0 to 0.49 0.50 to 0.99 1.0to 4.9 50t0 9.9 10.0 to 19.9 20.0 to 49.9 50.0 percent Total
Open-end company pereent percent percent percent percent percent and above
assets (in millions
of dollars) H i
Num- Per- Num- Per- Num- Per- Num- Per- Num- Per- Num- Per- Numn- Per- Num- Per-
berof | centof | ber of | centof | herof | centof | berof | centof | herof | cent of | berof | centof | berof | centof | berof | centof
com- com- com- eom- com- com-~ eom- o1~ com- com- com- com- €oIm- com- com- com-
panies | panies | panies | panies | panies | panies | panies | panies | panies | panies | panies | panies | panies | panies | panies | panies
)
tand under 10..... ... .. 1 L8 2 3.7 31 54 100
10 und under 50... - 9 16. 8 11 23.9 17 46 100
50 and wnder 300.. 14 36.8 6 13.2 15 38 100
300andover ... . _._ [ 66. 7 2 22.2 i 9 100
Total. ... 30 20.4 20 13.6 64 43.6 14 9.5 16 6.8 3 2.0 6 4.1 147 100

TasLE 1I-11.—Percentage of shares

held by the & largest

shareholders for 147 open-end invesiment companies,
assels, Sept. 30, 1958

by stze of open-end company

Percentage of shares held by the 5 largest record ownets
0.0 to 0.49 0.50 to 0.99 1.0to 4.9 50t09.9 10.0 to 19.9 20.0 to 49.9 50.0 pereent Total
Open-end company percent percent percent percent percent percent, and above
assets (in millions .
of dollars)
Num- Per- Num- Per- Num- Per- Num- Per- Num- Per- Num- Per- Num- Per- Nuw- Per-
her of | centof | berof | centof | berof | centof | berof | centof | berof | centof | berof | centof | berof | centof | berof | centof
com- com- com- com- com- com- eom- com- com- com- com- com- com- com- com- com-
panies | panies | panies | panies | panies | panies | panies | panies | panies | panies | panies | panies | panies | panies | panies | panies
tandunder 0., ..o ofi oo Jecieeaaas 8 14.8 15 27.8 21 38.8 5 9.3 5 9.3 54 100
10 and under 50. 1 2.2 1 2.2 25 54.3 7 15.2 7 15.2 3 6.5 2 4.3 46 109
50 and upder 300.. .. ...l .. 6 15.8 3 3 7.9 1 2.6 2 5. - 38 100
300 and over..___..._..._. 4 44.5 2 22.2 9 100
Totad oo 5 3.4 9 6.1 62 42,2 25 17.0 29 18.7 10 6.8 7 4.8 147 100
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In the $50 to $300 million class, the largest record owner in 20 of 38
corrpanies held less than 1 percent of the outstanding shares, and in
all but 3 instances the largest shareholder of the companies in this class
owned less than 5 percent of the company’s shares. In two of these
three exceptional cases (Teclevision-Electronics and Lazard) the largest
owner is a sccurity dealer holding shares as nominee for a number of
clients; in the third case (Scudder, Stevens & Clark Fund) the largest
holder was a trustee for a large block of shares issued in the process of
absorbing another investment company.® In only 5 of the 39 com-
panies in this size class did the 20 largest record owners hold 10 percent
or more of the company’s outstanding shares. These include the 3
companies already mentioned, plus One William Street and Century
Shares Trust, in both of which nominee and trust holdings were im-
portant in the largest 20.

As we proceed to the two smaller size classes, the concentration of
record holdings increases markedly. In these classes, 29 of the 100
included companies had record owners with § or more percent of the
outstanding shares; 17 of the 29 had single owners with 10 percent or
more; and 8 had owners with 20 or more percent of the shares. In
only 4 of these 29 cases, however, did an individual or trustee for an
individual own 5 percent or more of the shares, and in only 1 of the 17
cases did an individual owner hold over 10 percent of the voting shares
of an open-end company.® In 17 instances, the holdings in excess of
5 percent found in the 2 smaller classes of investment companies
were owned by nominees or trustees for multiple beneficial owners,
including 3 in whieh the record owner was the nominee for a share
accumulation plan. In six of the eight cases in which 20 percent or
more of the shares was held by a single owner, the shares were in the
hands of a nominee for many beneficial owners. In a seventh case,
the high concentration was g result of the narrow ownership base of
one of the open-end companies selling shares only to savings banks
(the Mutual Investment Fund of Conneeticut). In the last case,
the Istel Fund, the management of the fund participated in the
establishment of the Curacao Securities Corp., domiciled in Curacao
in the Duteh West Indies, and organized solely to hold shares of the
Istel Fund, Those shareholders of Istel who might benefit from the
tax advantages of ownership of a Duteh firm were given the option
of buying shares of Curacao Securitics as an indireet means of
holding shares of the Istel Fund, and on September 30, 1958, Curacao
Securities had over 1,000 shareholders and owned 70 percent of the
outstanding shares of Tstel.  This arrangement is legally quite distinet
from the casc of nominee ownership for beneficial owners, but it is
similar in that many beneficial owners with voting rights are obscured
by a single record owner.

Even without discounting the significance of the larger record
holdings in open-end companies in view of their overstatement of
the extent of concentration of beneficial ownership, the concentration

3% Phiftips Investment Co. was merged into Scudder, Stevens & Clark Fund in 1956 by an exchange of
Seudder, Stevens & Clark shares valued at $14.5 million, for the assets of the ahsorbed company. Mrs,
Mildred Phillips Gray, formerly president of Phillips Investment Co,, became record owner, as trustee
for the former owners of the abhsorbed company, of 13.5 percent of the shares of Scudder, Stevens & Clark
Fund,

% Leon B, Allen ¥und, Inc.
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of ownership of open-end investment companies must be regarded as
exceptionally low. 1In a study of the holdings of the 20 largest record
owners of the common stock of the 176 largest nonfinancial corpo-
rations, which excluded from the largest 20 all record holdings in the
name of banks, brokers, and others held for undisclosed beneficiaries,
in only 19 cases (10.8 percent) did the 20 largest owners hold less than
5 percent of the outstanding shares, and in 101 instances (57.4 percent)
the 20 largest holders accounted for 20 percent or more of the cominon
stock of these large firms.® In table I1-12 it may be seen that in
45 of 147 open-end companies, or 30.6 percent of the total, the 20
largest stockholders owned less than 5 percent of the total shares
outstanding; and in only 45 cases (30.6 percent) did the largest 20
stockholders hold 20 or more percent of the outstanding shares. It
should be noted that this relatively wide diffusion of stock ownership
of open-end investment companies manifests itself despite the fact
that 68 percent of the companies in this study have assets below $50
million, whereas none of the above-mentioned 176 large nonfinancial
companies had assets below $60 million.

One hundred and thirty open-end eompanies responded to a request
for information regarding the names and affiliations of the 20 largest
stockholders. After extensive processing of the 2,577 names, 211 were
unallocable for lack of information as to affliliations. Most of these
were business ventures of unknown character. Individuals, and
trustees, nominees, and custodians for individuals, comprised 64 per-
cent. of the aggregate number of reported large sharcholders. Even
though this is the only sizable category in our classification, it under-
states the importance of individuals as owners, since the second largest
category, security dealers (5.9 percent), is also composed largely of
the accounts of individuals, and various other holders included else-
where, as well as some part of the unallocable class, should probably
be included in the individual ownership category. Individual owners
undoubtedly comprise well over two-thirds of the number of the 20
largest shareholders in our 130-company sample. The low concen-
tration of ownership and the preponderance of individual holdings of
shares of open-end companies reflects the attraction which mutual
funds have had for relatively small wealth holders as a means of par-
ticipating in equity ownership.

Table TI-13 shows the distribution of large shareholdings among
the major categorics of shareholder affiliations, by four open-end com-
pany size classes. Individual ownership appears to be more import-
ant among the large shareholders of the smaller companies than among
the larger, even though the decline in percentage importance of in-
dividual holdings is reversed when we move {rom the $50 to $300
million to the largest size clusgs. Similarly, institutional holdings tend
to be relatively more important for the larger open-end companies,
although the increase from small to large company is frequently broken
as we move beyvond the $50 to $300 million class.

“ Qordon, op. rit., pp. 34-85. These data were derived from “The Distribution of Ownership in the 200
Largest Nonfinancial Corporations,” TNEC Monograph No. 20 (1040), p. 103 .
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TasLE II-13.— Affiliations of the largest 20 shareholders of 130 open-end tnvestment
compantes, by size of open-end company assels, Sept. 30, 1958

{Dollar amounts in millions}

1 and 10 and 50 and 300 and Total
under 10 under 50 under 300 over
Affiliations of shareholders S
Nurm-} Per- {Nurmn-| Per- |[Nun-l Per- {Num-~j Per- |Num-! Per-
ber | cent | ber | cent | ber | cent | ber | cent | ber [ cent
Individuvals. .. ..o 682 | 67.2 | 480 | 58.4 302 ) 48.7 68 | 56.7 {1,532 59. 4
Trustees or nominees or custodians for
individuals. ..ol 87 6.6 33 4.0 17 2.7 2 1.7 1n9 4.6
Security dealers_ . ..o...oooo.._____. 33 38 8 ' 5.8 561 9.0 9l 7.5 152 59
Other trusts and foundations__...____..| 43 4.2 22| 2.7 21| 3.4 8! 6.7 94 3.7
Oflicers, directors, and trustees of the
company or its investment manager ._ 23 2.3 18 2.2 35 5.6 1 .8 77 3.0
Nominees for banks... 231 2.3 15 L8 241 3.9 8] 6.7 70 2.7
Savings banks_ ____. 31 3.9 22 2.7 4 7 1 .8 58 2.3
Profit-sharing plans. 151 1.5 28] 2.8 18] 2.9 1 .8 57 2.2
Employee social secw 7 .7 13 L6 16{ 2.6 1 .8 37 1.4
Insurance companies. ... __.._. - 7 .7 151 1.8 11 1.8 1 .8 34 1.3
Industrial and commercial firms.____._. 9 .9 131 L6 B! 10 1 .8 20 1.}
Religious and fraternal organizations._ .. 3 .3 14| L7 71 2.7 21 1.7 36 1.4
Colleges and other private schools__ .. __ 4 .4 2 .2 11} 1.8 3] 2.5 20 .8
Other_ . e ! L 121 L35 25} 4.0 3| 2.5 51 2.0
Unknown....._ . ... 51 50 92 1 11.2 7] 9.2 11 9.2 211 82
Totalo oo e e 1,015 {100.0 | 822 {100.0 | 620 |100.0 | 120 {100.0 {2,577 | 100.0

Types and mechanisms of control

Nature and classifications of control.—Control refers to the effective
power to determine or decisively influence the management and basic
policies of an organization. It is an elusive concept since apparent
and formal control relationships frequently obscure the substance of
control, which often rests on compiex economic and personal relation-
ships that are difficult to disentangle. It may be active or latent,
explicit or tacitly understood; it may be held by a single individual or
shared by manv; it may be virtually unlimited in scope or it may be
applicable onlv with respect to certain deeisions and within certain
limits of diserction.  The determination of the locus of control in spe-
cific eases is thus a difficult task calling for a qualitative assessment of
the relative importance of a number of factors, some measurable,
others subtle and indefinable.

Tt is important to distinguish between the problem of determining
who controls and how control is established and maintained. This
is particularly useful in connection with the frequently ambiguous
notion of minority control, which is sometimes discussed exclusively
in terms of whether or not the controlling individuals have an owner-
ship interest, and is elsewhere related primarily to the issue of whether
the minority interest is itself an important factor in the origination
and maintenance of a control position. Both of these perspectives
are important, the first as an index of the extent to which ownership
has been separated from control; the second, as a means of under-
standing the processes by which control is established and perpetuated.

Table 1I-14 sumnmarizes the relationship between the size of open-
end investment companics and the extent to which controlling indi-
viduals have ownership interests in the controlled enterprises. 'That
is to say, it is concerned with an important facet of the question of
who controls. Positive ownership interests are broken down into
majority and minority ownership control. The former refers to cases
where an individual, company, or closely knit group of individuals or




