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cnmprtnies are the beneficial owners of a majority of the voting shares 
of the controlled company. Minority ownership control is necessarily 
nn arbitrary concept, since m y  positive holding less than 50 percent is, 
strictly speaking, a minorit'y interest,, and the ownership of 0.001 
percent of the shares hy H. ~ont~rolling management group could there- 
fore be said to be an inshnce of control by a minority ownership 
interest. In order to give tliis concept greater significance we will 
follow thc con~ent~ion of rtssurning that  minority ownership control 
requires a substmtinl holding, and that  a 5 perccnt block of shares 
qualifies as a minirrlum minority interest for our purpo~e.~ '  Non- 
ownership control we have called management control, following a 
standard designation of the case where the effective power t,o deter- 
mine nlanagement personnel and the basic policies of an institution 
rests in the hands of a group without a substantial ownership st,ake in 
t.tie enterprise, as defined above. 

TABLE 11-14.-Types of ronlrol of 156 open-end znvestment companies, by size of 
open-end company assets, Sept. 30, 1958 

[Open-end company assets in millions of dollars] 
- 

Type of control 1 end 10 and 50 and 300 and Total 
under 10 under 50 under 300 over -- 

1Iajority ownership- .............................. 2 
Minority ownership (5 percent and above). ......... .......... 14 
.Managemen.. .................................. 9 139 
Otht,r I . . .  .......................................... 1 

~. 

Total ....................................... 57 41 9 1.56 

I T h r  tlirectorr: of the Savhlgs Bank Invrstment Fund were chosen indlreetly by vote of the savings 
bdtlks of ~ ~ a s s ~ c h u s e t t s ,  irrcspectlvc of ownership of shares In that  company. 

TABLE 11-15.-Mechanisms of control of 156 open-end inuestment companies, b y  
size of open-end company assets, Sept. 30, 1868 

[Ojxn-end company assets in rnllllons of dollars] 

Mechanisms of control 1 u~%?lO 

I-- 
........................... Majority ownership. ..I 

.Minority ownership (10 percent and above). ........ 
SIanagement control via trust agreement ............ 
Management control via strategic position and can- 

........................ trol of proxy machinery.  37 
Trust control by stratpgic position and control of 

proxy machinery. 

I 
7 

0 t h  1 . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

TotaL 57 
- 

1 The directors of the Savinks Bank Inwstmrrlt  Fund wen! chosen indirectly by vote of the sa\~ings 
I~anks of hlnssachusrtts, Irrespectiv~ of ownrrship of shares in that  company. 

7'n.ble 11 -15 de.scribes the relationship between the size of open-end 
itivestnient cornpanios and t,he mecl~ariisms by which control is main- 
tnincd by corit,tdlir~g individuals m d  groups. In tliis classification, 
the orientation is toward the quest'ion of how open-end companies are 
controlled. Here also we have two ownership categories, but while 
there is a complete overlap betwecm majority ownership as rt type 
" l ' l w  i)meflrisl ownership of 5 percent or monb of :* company's voting shares is onc ~~rinripil i  rritrrion of 
u '..~flllintrd person" used i n  tllv Inl-estmmt Comrxtnv Arl oi lUl0 w,.. ' I ( * ) : : < ) .  Site lavther, "The Dis- 
tril,iltion 01 Owwrship in the 20n L ~ r p s t  Smfin:ulcii~I ~ o r ~ ~ ~ r & n s . "  T . N . E . C .  M o n o g r a ~ h  No. 29 
!1840,. 111'. 10Blf. 
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and mechanism of control, in this classification rninority ownership 
control refers to cases where tjhe minority holding is sufficiently large 
to constitute an actual or pote,ntial factor of significance in ~naint,ain- 
ing cont'rol. This is, of course, very difficult if not impossible to as- 
certain, so that  we nre compelled to rnltke another arbitrar-v judgment 
as to how large a m i n ~ r i t ~ y  holding must be to have significance as 1-1 
mechanism of control. We have selectrd 10 percent as a minimum 
minority holtlir~p tallat is inherently sipnificrtnt for control,42 but the 
classificntiou of minoritmy ownership as a means of control should be 
properly read as a form of management control in which the usual 
mechanisms sustaining management control are supplemented by a 
sizable block of sharcbs, beneficially owned by the management group, 
that  serves as an addit'ional element consolidating management power. 

The third class, management control via LL trust agreement, relat,es 
to those ca,scs where A. group of trustees operating under a trust agree- 
rne,nt are able t,o perpet,uate themselves in control of an investment, 
compa.ny arid choose their successors by means of powers granted to 
them under u. deed of trust without any formal power of mmage.me,nt 
select'ion in the hands of shareholders. Management control proper 
refers to those situat,ions in which a nlanagement group holds and 
maintains effective power by virtue of strategic posit,ion (traceable in 
most instances to participation in the promotion of the company), the 
wide diflusion of voting sl~ares, shareholder apathy, and management, 
control of the proxy machine,ry. The fifth classification refers to 
those cases where t.here is a trust ngrcement,, but whcre the share- 
holders are still permitted to vot,e annually for the trustees or for re- 
newal of the management andlor underwriting contract. This is, 
therefore, a spacial case of management coritrol proper, sinc,c the 
trust agmement does not itself asslire ma'nagcment control. 

,\fajority ownership con trol.---hl ajori t y control, in t,he sense or 
e,ffrctive power t,o s&ct managerial personnel or otherwise determint. 
policy held by the beneficial owner or owners of a majority of a. 
com~any ' s  sIim:s, is not appli(:tible to any of the 152 open-end invast- 
rncnt conz~nnies inclnded in the prrsrnt study t,hr~t sell or h v e  sold 
sharss to the public.43 This is not a t  all surprisins in view of the fi~ct, 
that A mrtna,rremrnt grroup wishing merely to supervise the investmenls 
of :L relntivdy closed group would hrive little inducement to re&er 
as an opcw-end investmentz' comptmg, rind the, rtct of 1940 explicitly 
euemi,ts from thc registrw,t.ion requircmrnt my company t'hat has  
sc~c.urities outs tnndin~ that nrc hcncfiriiillp owned hy not nlorc thnn 
100 persons and is not making and does not intend to mt~ke n pnhlir. 
offering of its shwrt3.s. d number of open-end companies have evolvrd 
out of priva.tr investment companicls, but onre 21 decision is made to 
sell n management. swvice to a wide client~ele via public sales, the 
preservation of nmjority control is likely to be ve,ry short lived. 
Only 2 of the 156 com~anies included in t'lie present study fall into 
t'he cat.egory of majorit,y ownorship control, and both are open-end 

42 The lnvrstrnent Company Act of 1YUJestaMishcs "mow than 25 per cwrtum of thr voting securitiesof a 
company" as its cr~terion for 2 presumption of control thmneh sll~rr o'ifnerstiip, src. 2(aj (9). This criterion, 
which departs rarlicnlly from the 10 percent standard Inid down in thr Pul~lir Utility .Act of lq35 wrlously 
un+?restimatt?s thc role which smaller blocks of shares h a w  and still may play in the establ~&rut and 
malntcnmee of control. Cf. T.N.E.C. Monograph No. 29, pp. 104-131. 

43 There are fivo instances among these publicly owned companies whrro a single owner holds over 50 
percent o i  the outstanding shares of an open-end company. In four of these caws the single owner is the 
record holder for a snh?tantlal number of bcncflclal oumers, under u sharc necumulation plan or other typ*. 
of arriuleemcnt, In which the ultinlnlr owners retain all formal voting rights. The exception is the Istcl 
Funtl, discussed ahove. 
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cornpanics t~ucluslvrly o w n ~ d  and opernkd by n1utu:tl s a v l r l g s  banks, 
one In x e w  York and the other In connectifut ." 

I n  sum, for all practical purposes, nlajont?. control is a negligible 
form and method of control in the open-end ~nvcstlrle~it cornpmy 
business. Only two companies (1.3 percent of the nurltber included 
in this study), wccomiting for approsinlat~ly 0.4 percent of industry 
assets, fit this category, and neither of these companies has ever sold 
sllnres to the public. T h s  contrasts s l~ rp l ? ;  wit11 the importanre of 
majority control among the largest ~~oilfinancinl corpomtlons in the 
lute 1930's, a t  which time 20 (11 percent) of the l ~ r g e s t  17(i were 
found to he subjcct to rnnjorit?; 

2lriinority ownership control.-Data reltiting to the beneficial owner- 
slup of the shares of open-end compmies by officers and dirertors of 
each cornpari~, and their immediate families, arc presented 111 tt~ble 
11-16. This infor~nation wt~s  derived from company prospectuses, 
material submitted in reply to a question corlcwning the shareholdings 
and affiliations of the 20 largest owners of cornpanv shares, and direct 
inquiry in a riumber of cases where beneficid and fiduciarv holdmgs 
were difficult to disentangle. In  some instilnces, remnants of fiduciary 
holdings may still he included in our estimates of management 

and in some cases our information was confined to the 
holdings of the officers and directors alone. Nonetheless, this table 
is felt to represent a close approxirn~tion to the shareholdings of 
nianttgenlent groups of the companies included in this tabu1 w t' lon. 
I n  no case was control found to reside in the hands of shareholders 
with substnrltinl minority holdings w-110 were not included in or closely 
affiliated with the management group apparently cor~trolling t h ~  
company. 

TABLE 11-16.-Percentage hoidzngs of manuqern~nt groups Ln the shares 0.f 166 
open-fnd znvestment compames, b y  S Z Z ~  of open-end company assets, Sept 30, 
1968 

-. -- 

Percent of shnres held 

...................... Less thun l percent I8 32 0 87 
.......................... 1 to 4.9 percent.. 32 3 .......... 37 

5to9.9percent ............................ 4 2 ............ 6 .  
..................... 10 percent and shove ti ..... .......... X 

Unclassified I .............................. 7 ............ 18 

............................... Total 1 57 / 49 1 41 / Y i 150 

1 The 18 unclassifi~d companies include t,he 3 savines1)nnkinv~stment. comprnies, the 10 Rcsstooe trusts, 
and 5 other institntions for which oar infornution would not, permit a sepxation of fidu&rp m d  nominee 
holdings of manaaement lrom their heneficial1)i o u ~ e d  sh:wes. In none of thew cases, howpwr. did the 
kneticial shnrelioldinas of Inankeemcnt arw~ps reach the 5-per~cut Iprrl. 

- 
44 The third opm-end company owned and oprrated by mutual savings bonks, lhe Savings Hank Inrest- 

ment Fund of Massachusetts, falls into a cl=s by itsclf. It has no vo t in~  shares, md i t s  directors we cllosen 
by "incorporators," who are the individuals elected to directorships of the Mutual Savihps Hank Central 
Fund nt county m d  district meetings s t  which all Mmsachusetts savings bmks are or m w  he represented. 
This central fund was created during the drpression of the 1930's for the purpose of protecting the tlepoait~ors 
of Massachusetts savings banks (and thc banks themselves), and it and t,he ahove-mentioned election 
procedures werc established by sec. 2. ch. 44 ol the llassitcllusett~s Acts of 1932. The n ~ m a e e m ~ n t  of the 
Savings Bank Invectment Fund, under this &stem, is chosen indirectly hy vote of all partirigatinp savings 
banks in Massachusetts, whether or not they own shares in the investment company. 

4, (tordon op. cit.. pp. 29-41. 
6% In 16 rakes the benrfiriul holdi 9 of the management group wore found to Ix less bhm 5 percent, but 

unallocablr beyond that because o%uciary $md nominee holdings. These, plus the 3 stwings hank eom- 
parties, make lip the 18 unclnssified rases. 
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I t  may be seen from this table that  only 14 (or 9 percent) of the 
156 open-end investment companies included in the prese.nt study 
were controlled by a nlanagement group holding a substantial benefi- 
cial minority interest (5 percent or morc) of the shares of the invest- 
ment company. These 14 companies held assets totaling $502.9 
million, or 4.1 percent of the September 30, 1958, assets of all open-end 
compa.nies. In S of these 14 cases, or in 5 percent of t,he cornparlies - 
studied, tthe beneficial minority lloldings of management groups were 
as large as 10 percent of the outstanding shares, and in 1 of theso 8 , 
(the Leon B. Allen Fund), t'he holdings of the management group 
exceeded 20 percent of t,he company's shares. The aggregate asset,s 
of the ei&L companies with very substantial minority holdings (10 
percent or more) by the management group (and where, in terms of 
our ~lassificat~ions, minority shareholdings might reasonably be 
included as a significant mechanism of control) amounted to only $59 
million, or approsinlately 0.5 percent of all open-end company assets. 
These values for rninority ownership as eit<her type or mechanism of 
control also contrast sharplx with those found for rninority ownership 
control among the largest rlonfinancial corporations, where data for 
the late 1930's indicated that 98, or 55 percent, of the largest 176 
nonfinancial corporations were subject to control by individuals or 
groups with ~ubst~antial minority holdings.47 

I t  may be noted from table JI-16 that 12 of the 14 companies with 
minority ownership as the type of control were in t,he size classes below 
$50 million, the remaining two companies falling into the $50-$300 
million size class. Of the eight companies with very substantial 
tninority shareholdings (10 percent or rnore) in the hands of the man- 
agement group, the largest was General Capital Corp., which had 
assets of only $16.2 million as of September 30, 1958. Six of these 
eight companies had assets below $10 million. 

The t'wo large open-end companies with substantial management 
holdings were the One William Street Fund ($252 million in assets) 
and State Street Invest'rnent Co. ($176 million). In neither case did 
the shareholdings of the management group amount to as much as 
10 percent of the outstanding shares, nor did existing management 
shareholdin s Itppcur to be an important factor in the explanation of 
how contro f! has been maintained in recent years. In both cases, 
however, the existence of substantial minority interests was related 
to the sources of the existing pattern of management contml. The 
substantial minority interest in One William Street Fund arose from 
the fact that in the process of formation of this company, it  issued 
3.3 million shares of One Williarn Street Fund valued a t  $38.2 million 
in exchange for the security portfolio of the h r o r a  Corp. plus $466,553 
in cash. The latter organization was u private investment company, 
owned lar ely bp a group of executives of the Ford Motor Co. and 
their famiyies. Six stockholders and executives of Aurora assumed 
directorships in the One Williarn St,reet Fund, one hect~rne president 
of t,he fund, and three became menlbrrs of its five-man executive com- 
mit,tee. The crea,tion of a substa.ntjinl minority interest in One William 
St,rcct thus corrcsponded t'o the  assumpt,ion of a position of influence 
(t~lt'hough not cont(ro1) a by tthe holders of this large block of shares. 

= ~ - . ~  ~ --., - - .  ~ ~ ~ - -  

srmerly president of &roG ~ o r ~ , . ) :  
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Stlate Strect Investment Co. was organized by three individuals as 
a private investment medium in 1924, and all the capital of the com- 
pany was contributed by its pronloters. The organization was ke t E entirely closed until 1926, a t  which time friends and associates of t e 
sponsors wore invited to buy shares. It was not until 1932 that R, 

public campaign for the sale of the shares of State Street Investment 
Co. was inaugurated, t,o be discontinued after 12 years of public 
sales in 1944. The substantial minority interest held by the manage- 
ment group controlling this organization was an.outgrowth of the early 
conception by this group that such an organization might usefully 
serve as a "joint account" and vehicle for the personal investment 
of the sponsors and their family and  associate^.^^ 

In a number of other cases substantial minority holdings by man- 
agement groups reflect the incomplete evolution of investment com- 
panies fro111 private instruments for the investment of the funds of 
the family, friends, and clients of investment managers and coun- 
selors, to publicly owned organizations. The srnall Leon B. Allen 
Fund, for example, was established following some 25 years of manage- 
ment of a group of individual investment accounts by Mr. Leon B. 
Allen, tlo permit the nccol~~~llodiltion oI otherwise uneconomic small 
accounts and a t  the same time reduce costs by enlarging the scale of 
operation.60 The origirial purpose of t,he controlling management 
group of the Wall Street Investing Corp., which owned beneficially a 
significant block of the company's shares, "was to pool their skills and 
resources for the handling of investment assets for themselves and 
their families." 51 The predecessor company to the Templeton & 
Liddell Fund was organized in 1948 as a pcrsonal holding company 
by the management of the investment courlseling firm, Templeton, 
Dobbrow c9t Vance, and was converted into an open-end company in 
1952 "to provide investnlent management for relatives of clients and 
friends who had relatively small investments and for certain other 
clients with larger funds who wished to be relieved of the details of 
handling their investments." 62 

Substantial minority interests held by the managements of newly 
organized open-end companies, or by companics that have not grown 
much since their inception, is also likely to result from the require- 
ment of the act of 1940 that not more Lhan 25 persons contrihutc a 
total of a t  least $100,000 by purchasing securities from the new com- 
pany, before i t  can make CL public offering of securitiesP3 Such initial 
capital contributions tv~icallv come largelv from the members of t,he 

minority holdings are likely to persist. In the cnsc of the Stein Roe 
& li'nrnham Stock Fund, for example, the company was incorporated 
on April 15, 1958, and private capital amounting to $120,000 was 
iriitinlly contributed by officers and directors of the company and cer- 
tain other partners nnd employees of the promoting investment csoun- 
selirlg firm of Stein Roe & Filmham. On June 24, 1958, the officers 
and directors of the company owned 56.7 percent of its outstnntiing 
shares. Public sales of stock bcgnn in July, and by Decerr!twr 31, 
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1958, the company had net assets of $6.1 million. On January 20, 
1959, the officers and directors of Stein Roe & Farnharn Stock Fund 
reported a beneficial interest in the company's shares amounting to  
1.4 perccnt of those o u t s t a ~ ~ d i n g . ~ ~  

A4anayemenf control.-Management control is usccl here to refer to 
the situation where effective power over the selection of managerial 

- 
personnel, and the making of basic policy decisions, is held by a - 
management group without substantial ownership interest in the 
controlled company. This is the overwhelmingly predominant tvpe 
of control in the open-end investment company business. One 
hundred and thirty-nine, or 89 percent of the open-end companies 
included in this study, with $11.7 billion in assets, or 94.4 percent 
of all open-end investment company assets, fell into this category . 
in 1955. In  each of these 139 companies, the controlling manage- 
ment group owned beneficially leqs thrtni 5 percent of the company's 
shares. and in a t  least 55 87 instances (,56 percent) the controlling 
management group owned less than 1 percent of the shares of the con- 
trolled company. This is, again, in marked contrast with the im- 
portance of management shareholdings and management control as 
found in studies of the largest nonhancial enterprises. The median - 
management shareholding found among the largest 176 nonfinancial 
cornpanics in tlie late 1930's was approximately 2.1 percent, whereas 
the median-sized holding in our group of open-end companies is below 
1 percent; and management control was found in 58, or 33 percent, of 
the largest 176 nonfinancisl companies, 56 as compared with 89 perccnt 
of the open-end investment con~panies. 

The predominance of management control in the open-end invest- 
ment company business, as noted previously, is the direct result of the 
unusually wide diffusion of ownership of open-end company shares, the 
passivity of shareholders of mutual funds,57 and control of the proxy 
machinery by the promoting manltgement group. Tlnderlying these 
factors, however, are three influences of basic importance. First is the 
appeal of mutual funds to large numbers of individuals of moderate 
means, which has contributed to the wide diffusion of shares and share- 
holder inactivity. Second is the redemption feature of mutual fund 
shares, which facilitates exit from the fund as the normal outlet for - 
dissatisfaction with management performance. Finally, to an un- 
usual extent the acquisition of shares in this industry appears to be 
regarded as tlie purchase of the continuing services of a particular 
management group. Insofar as this is true, then firm control by a 
specific ~rianagemcnt group is inevitable-buyers of the shnres of a 
particular fund (lo so on the presumption that control will be in the 
hands of the existing managemcnt, and those that become dissatisfied 
can redeem their shares and transfer their assets elsewhere. Thus, 

.. 
even where the stockholder does possess the formal right to vote for 

$4 Pmsprctus, July 1, 1958, p. 7; prospectus. Feb. 25, 1959. p. 8. 
$8 Filtem listed as unclassified were known to he under 5 percent but were unallocable between "lrss than 

1 nerrent" ; u ~ d  "1-4.9 nerrent" due to insuffirient information. .~ ~~~ ~ ~ 

56 Oordon, op. rit.. pp. 26, 41. 
87 -4ccording to therepresentations of all industry members queried on this matter, persona! attendance 

at annual meetings by shareholders not affiliated with the management of openend companies has been 
extremely sparse. Typicd replies to questions along these lines indicate that "none " "one or two." or 
"a handful" of independent shareholders generally attend the annual meetings of oben-end companies. 
Cnder these conditions, annual meetings are necessarily pro forma, and are t y ~ ~ c n l l y  held in the offices Of 
the investment company without any noticeable pressure on facilities. In soveral instances company 
managements have made a deliberate effort to encourage shareholder attendance by means of increased 
publicity and the fixinr: of meetings at convenient times and places. None of these endeavors are rcported 
t o  have met with success. 
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trustees, directors, or t,he renewal of management or underwriting con- 
trltcts, the factors just enumerated suggest t,hnt these rights arc likely 
to havc little bearing on mutual fund control. 
a. Trust agreements 

As was observed earlier, 23 of the 156 open-end companies included 
in the present study, with assets totalling $2.4 billion on September 
30, 1958, were trusts without shareholder voting r i g h t ~ . ~ V h e s e  con- 
stitute a pure type of management control, with the group promoting 
the trust managing the trust properties on a self-perpetuating and 
co-optative basis, under the authority of the deed of trust. This is 
not to say that the powers of the management of this type or organiza- 
tion are unlirnited-they are sharply circumscribed by law, by the 
trust agreement itself, which is colnrnonly detailed and subject to  
amendment only by assenting vote of the  shareholder^,^^ by the legal 
sanctions against abuses by.fiduciaries, and by the desire to attract 
purchasers of shares and to induce firm holdings on the part of exist- 
ing shareholders. However, within these important limits the man- 
agements of such trusts have complete discretion with respect to policy 
and the right to perpetuate themselves in office and select their own 
successors. 

Of the 39 trusts included in this study, 19, including the 10 Rey- 
stonc trusts as separate entities, had a corporate tnistee, and 20 had 
individual trustees. Of these 20 trusts wit,h individual trustees, 9 
were managed entirely by the trustees wnd their staff wi~hin the trust 
organization itself. The other 11 trusts with individual trustees 
employ a separate orgunization as investnlent adviser, to assist or 
hike the place of the trustees in n1an:~ging thc company's investment 
portfoho. 

Wherc the trust has a corporate trustee, only in the case of the 10 
Keystone trusts and the hlassachusetts Life Fund are the trustees also 
controlling inveslinent manager of the company. I n  the other eight 
instances, the trustee proper is a bank or trust conlpmy that  usually 
serves us custodian, transfer agent, and sometimes business manager 
ol the company. I n  the case of the Krlickerboclier Fund, for example, 
the trustee is the Manufacturers Trust Co., which holds in safekeeping 
all the cash and securities of thc fund, but- 
does not * * * provide any trusteeship protectiorl or nmntnin  any supervisory 
function over management in such matters as purchase and sale of portfolio 
securities or payment of dividends.60 

The fund was organized by t l ~ e  investment cowlseling firm of K a d  
D. Pettit & Po., which manages the fund's portfolio urlder contrl~ct as 
"investment counselors." The sponsor and principal distributor of 
the fund, Knickerbocker Shares, Inc , is controll~d by the rnanage- 
mcnt of the investment counseling fkm by virtue of majority owner- 
ship of Knickerbocker Shares hy Mr. Karl Pettit and his fltrnily. 

I n  the case of National Securities Series, the trustee, Enipirc Trust 
Co., serves as custodirtn of all company assets, registrar, and transler 

5 6  For the qualifications to this statement and a disrussion of the protections to shareholders provided hy 
section 13(h) of the Investment Comllany I c t  of 1940 see the discussion earlier in this chapter. :' 4 large minority of the trust aereements also hav i a  termination date, either specific, or more v,mmonly, 
20 or 21 years after the death of the last survivor of the oriSi?al group of trustees; and most of them provide 
for the di%olution of tho trust under certaln other condltlons. Century Shares Trust typifies the most 
frequently wcountered arrangement: the deed of trust stipulates that the trust will expire 21 years after 
tho death oi the last survivor of the original trustees, and that the trust may be terminated prior to that 
date by the trustees, with the approval of the owners of amajority of the outst.mding shares of the trust.. 
Pros~ectus. March 25. 19%. D. 7. 

60 Prospe&tus, Mar. i l ,  1958, p. 5. 
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agent, and is responsible for determining the price of shares and 
managing the annual vote of shareholders (for continuation of the 
management and underwriting contracts). However, National Secur- 
ities Series was organized by National Securities & Research Corp., 
which has functioned since the inception of National Securities Series - 
as its sponsor-underm-riter and investrnent manager, and the trustee- 
acts as it is directed by the economics and investment department of the invest- 
ment manager * * * 61 

The 19 open-end companies with corporate trustees aro unequaled 
among the rnembers of this industry for lack of substantiality. None 
of thein has the personnel or facilities that usually characterize going 
concerns. They consist essentially of a collection of assets (cash and - 
securities) in the hands of a custodian, and a trust agreement that 
establishes their legal existence and defines a set of relationships 
among trustee, manager, underwriter, and shareholders. The company 
proper is a legal shell, established and utilized by external organizations 
that sell its shares, manage its assets, and dispose of its income. 
b. Strategic position and the proxy machinery 

The strategic position of the management of an open-end invest- + 

merit company is usually well consolidated in the very process by which 
a new open-end company is organized. Typically, a charter to do 
business is obtained, officers and directors are selected, and an invest- 
ment advisory or management contract is entered into by the 
promoter-management group, before any securities are sold. The 
initial sale of securities is made to a small group of promoters, their 
friends and relatives, and clients of the promoters-pften investment 
counselors or security dealers-as a private offering.62 Thus, for 
example, the predecessor company to the Dreyfus Fund-the Nesbett 
Fund-raised an initial sum of $357,000 by means of a private offering 
to some 15 subscribers, the sale follow~ng all the formalities of organi- 
zation, including the entering into a management contract. The 
&udder Special Fund entered into a formal investment advisory con- 
tract with Scudder, Stevens & Clark on June 5, 1956, and began a 
sale of shares to clients, partners, and employees of Scudder, Stevens & 
Clark on June 6, 1956. .. 

In  the case of the Lazard Fund, organized in 1958, the investment 
company was incorporated in Maryland on May 28, 1958, starting 
out as a closed-end company. An investment advisory contract 
was entered into by an Initial group of officers and directors with 
Lazard F'reres c9t Co. on June 26, 1958, and a public offering of shares 
was begun on J u n ~  27, to be concluded July 11, 1958. The sale was 
carried out with the understanding that upon dclivery of the shares , 

sold (which amounted to $117.9 million) Lazard was to assume the 
obligation of accepting outstanding shares for redemption, thus 
becoming an open-end company. The investment advisory contract 
with Lnzard F r e r ~ s  was to remain in effect nntil the first annual meet- 
ing of Ihe new company.63 

With few exceptions, the advisory contract entered into by a com- 
pany and its investment manager provides, as in t,he contract between - 
the E. W. Axe & Co. and Axe-Houghton Fund A, that the adviser 

01 National Securities Srries Prospectus July 15 1958. p 10. 
62 Set! the discussion e a r l i ~ r  {II this chap& of "dinority bwnership Control." 
aa ~roswctus ,  June 37, 1958, p. 4. 
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will not only "furnish investment advice to the fund" but will also 
"providc the fund with adrninistratlve services and facilities, includ- 
ing personnel, office space, and supplies." O4 The contract between 
Capital Research 95 Management Co. and American Mutual Fund 
requires, among other things, that the adviser "provide suitable office 
space in Los Angeles, and provide necessary bookkeeping, clerical, 
and administrative services." 05 In  most caws, the office space pro- 
vided by thc adviser is a t  the identical address of and w~thin  the 
adviser's ovn offices. 

I n  addition to providing clerical services and office space and sup- 
plies, nmny advisers have contracted to pay the salaries of the officers 
of the company, and most of them absorb within the management 
fee the salaries of officers and directors that are affiliated with the 
adviser. Capital Research & Management Co. is required by con- 
tract to pay the salaries of all officers of the American Mutual Fund.66 
The adviser of the Bullock Fund, Calvin Bullock, Ltd., "furnishes 
the rolnpanj with its offices, attcnds to clerical and accounting work 
for the company, furnishes statistical information, and pays the com- 
pensation of such of the directors or officers of tlie company as are 
directors, officers, or employecs of Calvin Bullock, Ltd." 67 The ex- 
penses which are usually not included within the management fee, 
but remain to be paid by the company itself, include the charges of 
the custodian, transfer agent, auditors, legal counsel, reports to stock- 
holders, costs of annual rrieetings, costs of disbursing dividends, taxes, 
and registration and filing fees. 

In a number of open-end compmy prospectuses i t  is stated explicitly 
that the investinent adviser "provides it [the investment company] 
with management services and erecutice and other personnel," in 
addition to office space, clerical services, e t ~ . ~ ~  This is quite important 
in grasping the substantive character of control of open-end invest- 
ment companies. As may bc seen in table 11-17, in 62 or 56.4 per- 
cent of the 110 corporate open-end companies for which information 
was available all principal corporate officers-president, vice pres- 
idents, and the clinirmnn of tlie board-were directly afiliated 
with the adviser, and in 96 or 87.3 percent, one-half or more of their 
principal officers were so affiliated. Similar percentaps apply to the 
affiliutions of :ill officers of open-end co~npanics (table 11-18). In  
most instances a majority of members of the board of directors of 
open-end companies were not affiliated with the However, 
the active management of open-end investment companies is generally 
in the hands of one or a few principal officers of the company, or has 
been delegated explicitly to the investment adviser. This pervasive 
interpenetration of executive personnel, taken in conjunction with 
the fact that open-end companies arc a lmos~  invariably organized by 
a rrlariagcment group associated with the adviser, and the present 
limitntions on tho role of independent directors, suggests that open- 
end investment conlpanies are typically legal shells without gcnuine 
auto~lo~ny, controlled by esternu1 inanagement intercsts. 

84 Prospectils Scpt. 20 195s p. 6. A fuller discussio~i of the ser~iccs supplied mutual 
advisers is giv& in ch. JIII: 2ec. 111, pt. A. 

85 Prospwtus, Jan. 6,1958, y. 11. 
00 Loc. cit. 
67 Prospectus, Feb. 21, 1958, p. 6 .  
88 Affiliated Fund. Prospectus, Jan. 29. 106R, p. 9. [Italics added.] 
89 Thta on the aniliations of boards of directors o l o p c n ~ ~ ~ d  companies and more complete 

infwrrmt,ion on atfilinliuns of frmd ofticc~.s with advisers i? prescnwl in k c .  11 of ch. VIII. 

funds by  their 

and up-to-date 
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TABLE II-17.-Percentage of open-end investment company principal oficere 
afiliated with the investment adviser, Sept. SO, 1958 

Total . . . . . . . . . . . . . . .  .-.-.-...-.----.' I 110 j 100.0 

TABLE II-18.-Percentage of open-end investment company oficers afiliated with - 
the investment adviser, Sept .  SO, 1958 

I 

Having occupied the strategic positions within the organization a t  
its inception, the management group is able to preserve its control 
over the investment company as an almost auton~atic consequence of 
management control over the proxy machinery. Porsonal attend- 
ance of shareliolders at  anl~ulzl meetings of open-end companies has 
been unusually small, and shareholder voting a t  annual elections has 
been alniost inv:~riably carried out by means of proxies turned over 
to the management prosy c~mrnit tee. '~ It may be seen in table 
11-19 that in 1957 in only 20 of the 107 elections for which infor- 
mation was obtained did the management proxy committee vote 
fewer than 60 percent of the eligible shares. Table 11-20 indicates 
that in 104 of these 107 elections, the mmagement proxy committee 
of the open-end companies voted 90 or more percent of the shsres 
votcd at  the election, while in 94 cases (88 percent of the elections) 
the management proxy committee voted 99 or 100 percent of the 
shares voted. Between the end of 1952 and September 30, 1958, 
in no instance did the ~nanagement proxy cornrnittee vote fewer 
thitn 75 percent of the shares voted at  an annual election of the 
open-end companies included in this study, and in no case was there 
a contest for the proxies of one of these companies. 

70 This is also true of shareholder voting at annual meetings of hrge corporations rn other sectors of the 
economy. No attempt has bern made in the present stud1 to moasure the differences between open-end 
and other eompames in this respect. 
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TABLE 11-19.-Percentage of eligible &ares voted b y  the management proxy committee, 
for 107 companies, by size of open-end co,mpany assets, 1957 

[Dollar amounts in millions1 

I 
Total 

Percentage of 
shares voted 

90to100 ....--.-._-. 
60t089.9 ...-------. 
70 to 79.9 ..---.----. 
60 to 69.9 .----.----. 
60tO5Y.9 ..--.-..-.. 
Below 50 -.-.-..-... 

T o t d  ..-.---. 

- 

Num- 
ber of 
com- 

pnnies 

- 
3 
6 

33 
45 
17 
3 - 

107 
- 

- 

Per- 
cent of 
cam- 

p m e s  

- 
2.8 
5.6 

30.8 
42.1 
15.9 
2.8 

LOO. 0 
- 

Open-end company assets 

TABLE 11-20.-Percentage of voted shares voted by the management proxy committee, 
for 107 companies, h y  size of open-end company assets, 19.57 

[Dollar amounts in millions] 

Control of multifirm groups 71 
As W:LS indicuted above, the 156 open-end i n v c s t ~ ~ ~ e n t  companies 

inrluded in the present stucly !all into 99 systems or control groups, 
ol w1iic.b 29 arc rnultifirnl and 70 are single-firm units. If we include 
the 10 Keystonc trusts us separate cntitirs, the Keystone system had 
the l q e s t  number of legally clistinguishable units with 11 (the 10 
trusts p l u ~  Keystone F u n d  oC C'unadn, Ltd.). The Investors Diversi- 
fied Scrvices group, the L~rgest open-end system in terms of ussct 
size, arid the E. \.I7. Axe group, each comprised five separate corporate 
open-end cornpanics. Three groups, ('alvln Bullock, Capital Ee- 
swrch and Mam~ge~nent, and Scudder, Stevens K- Cli~rk, included 4 
open-end compnnies; 7 groups had 3 units enal~,  and the remnining 16 
nlultifirrn groups contained 2 units apiece. 

Thcrc were 11 mdtifirnl groups t~nd  2 single-firm units (\Tellington 
Fund c ~ r d  N:~tional Securities Series) with assets in excess of $300 

1 and under 
10 

71 l.ooser tlrs Ibetwccn oprn-end companies t~a.*d on Intcrlorkinr dirrcrors. olfiwrs, ndvlscrs ;ind con- 
sullrws, wllich :,re nnl o lsul ! iw~~t  s'rtwalll to definr croups sub j~ r t  to com~non cmtrol and or i6\wtcuerlt 
ndu.art~nwnt. :lie not discussrrl in thin rcjlort. 

Num- 
her of 
com- 

panies 

2 
4 

12 
10 
9 
3 - 

50 and under 
300 

10 and under 
50 -- 

N U ~ (  Per- 

Percentage of 
shares voted 

99 to 1W -...----_.-- 
00t098.9 ...----..-- 
80t089.Y .--.---..-. 
70t079.9 -..-...---. , 
Helow iO ...--...--. 

Total ..-..-.- 

Per- 
cent. of 
corn- 

panies 

5.0 
10.0 
SO.0 
26.0 
22.5 

7 . 5  

Nnm- 
ber of 
corn- 

panies 
- 

0 
1 

11 
17 
3 
0 

300 and ovcr 

ber of 
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panies 
---- 

1 
1 
8 

13 
5 
0 -- 

Totnl 

LO 

Per- 
cent of 
corn- 

panies 

0 
3.1 

34.4 
53.1 
9.4 
0 - 

Num- 
ber of 
com- 

panies --- 
0 
0 
2 
5 
0 
0 - 
7 

cent of 
corn- 

panies 

3. 6 
3.6 

28.6 
46.3 
17.9 
0 

Open-end company assets 

Num- 
ber of 
com- 

panies 

92 
12 
2 
1 
0 - 

107 

100.0 

Per- 
cent of 
com- 

panies 

0 
0 

28.6 
71.4 
0 
0 - 

100.0 

Per- 
cent of 
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- 
86.0 
11.2 
1.9 

i9 - 
100.0 

100.0 28 100.0 / 32 
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75.0 
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14.3 
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0 
0 -- 

100.0 

Per- 
cent of 
com- 

panies 
---- 

85.7 
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100.0 
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0 - 

100.0 

Num- 
ber of 
corn- 

panies 

6 
0 
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million on September 30, 1958.'' Of the 35 open-end companies 
included within the 11 multifirnl systerns, 14, with t~ssets of $2 billion, 
were controlled by trustees under trust agreerrlcnts which made no 
provision for :~nnunl sharellolder  election^.^^ The rem:~lning 24 open- 
erd cortlpnriies in the largest 11 multifirm systems, ui th assets of $5 
billion, werc corporutions. In only 1 ol t,hese 24 corporatioris did 
the controlling uiunagcment group hold as much as 1 percent of the 
outstancling voting shares of tlie In only 1 ol the 38 
companies in thew groups did the 20 largest shareholders own us mucll 
as 20 pcrcent of the outstrmding shares (Keystone Series B-1, 21.9 
percent), and in only six instances did the 20 largest shareholders own 
over 10 percent ol the outstanding shtires. 

All 35 open-end companies included in the 11 largest multicom any 
systems were controlled by management groups without signi if cant 
ownership interest in the controlled companies. Fourteen of these 
con~panies were subject to pure management control via a trust, agree- 
ment; tlie remaining 24 companies were controlled by originating 
management groups or their successors by virtue of strategic position 
and control of the corporate proxy mac1iir:er.y. Tho 11 largest multi- 
firm systems were each unified by extensive interlocks of key per- 
sonnel and by common advisers and underwriters in every case where 
these were utilized. In  the Vunce Sanders group, for example, which 
is one of the more loosely integrated of the large systems, the three 
rrmnber companies, the Boston Fund, Canada General Fund, and 
Century Sllarcs Trust, all have as their common underwriter Vance 
Sanders & Co. Thc Boston Fund and Canada General Fund have 
as their investment adviser tlie Boston Management & Research Co., 
a partnership closely interlocked with Vance Sanders & Go. and the 
group investment companies. Century Shares has no investment 
manttger, but is directed by a group of six trustees, including Mr. 
Henry T. Vancc, a partner of Vance Sandcrs & Co., ~ n d  president and 
director of both the Boston Fund and the Cariada General Fund, and 
three other trustees affiliated with other members of the Vance San- 
ders group. 

A morc closcdy knit systcn~ is ~llastrated by thc Hugh W. Long & 
Co. group, which included the fourth largest open-end company, 
Fundulncntal Investo~s, and two other open-end companies covered 
in the prcwnt study. Tlltw three corrlpanies dl had the same 
dirwtors ( 1 O),  officc~s ( 0 ) ,  and principal officers (6), a common undrr- 
writer (Hugh W. Long $ Co.) and a common investme~lt adviser 
(Investors hfanagcmcnt Co.). Three of tlic ten directors and all 
nine officers weye affiliated with Hugh W. Long cP, Co. or its wholly 
owned subsidiary, Investors Management Po. 

The 18 mudtifirm grotips with asscts of lcss than $300 rtdliori pre- 
s m t  a less uniform picture of types and niec.hanisnm of control t,llan 
do the larger systems. In 4 of the 48 c+onlpanies in thesc groups, 
the rnanagcwlent group had a substantial owncrshlp interest in tho 
contl-ollcd investment company, and in one of these cases the manaqe- 
nlcnt intpmst c~sceeded 10 prrccnt of tlie company's shares (Value 
Line Fund). Ten of tlie forty eight companies in these smaller 
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multifirm systems were trusts, in nine of which the shareholders held 
rights to vote in annual elections for trustees or the renewal of manage- 
ment and/or underwriting cor~tracts.'~ Thus, in one instance manage- 
ment control was assured by the terms of u trust agreement,, and in one 
case management cont,rol was facilitated by a very substantial 
minority holding by the nxmagement group. In  t,he other 46 cases 
management control was maintained by means of strategic position 
and control of the proxy machinery. 

Wit'h 3 exceptions, to be discussed below, each of the open-end 
companies in tho 18 smaller niulticompany groups was evidently sub- 
ject to control common to all member so fits group, reflected in a com- 
mon investment adviser and underwriter (where applicable), and 
extensive interlocks of managerial and advisory personnel. In the 
case of the closely knit George Putnam group, for example, the two 
companies in the group (the George Putnam Fund of Boston and the 
Putnam Growth Fund) had a common investment adviser, the Put- 
nam Management Co., a common underwriter, Putnam Fund Dis- 
tributors, and six common trustees. 

The three open-end companies in the unique and interesting J. & W. 
Seligman group, the Broad St,reet Investing Corp., National Investors, 
and the Whitehall Fund, had as an investment adviser a jointly 
owned subsidiary, Union Service Corp., which supplied investment 
research and administrative services to the three companies a t  cost. 
All three companies had a common underwriter, Broad Street Sales, 
which was wholly owned by Tri-Continental Financial Corp., a mem- 
ber of the investment company group dominated by the brokerage 
firnl of J. & W. Seligman & Co. A majority of directors and all of 
the principal officers of each of the three open-end companies were 
either partners of Seligman & Co. or officers or directors of another 
Seligman subsidiary (exclusive of the three open-end companies). 

Of the 4 companies cont,rolled by the investment counseling and 
management f im ,  Scudder, Stevens & Clark, 3 had a common invest- 
ment manager and a common underwriter (Scudder, Stevens & Clark, 
and Scudder Fund Distributors), and all 4 companies had a minimum 
of 10 officers and directors affiliated with 1 of thc other 3 companies 
or with Scudder, Stevens & Clark it'self. However, the Scudder Fund 
of Canada. employed an outside underwriter (William Street Sales), 
and had its own investment manager, Scudder, Stevens & Clark, Ltd. 
Tlie underwriter was not otherwise affiliated with the Scudder group, 
but Scudder, Stevens & Clark, Ltd., was owned and advised by the 
parent company, Scudder, Stevens & Clark. 

The  Axe-Templeton Growth Fund of Canada has been included 
in t,his study as a member of the E. W. Axe group. The other four 
members of that group 7Qvere clearly parts of a unified system, 
with a common investment nlannger (E. W. Axe & Co.), underwriter 
(Axe Securities Corp.), an almost uniformly common set of directors 
and officers, and with Emerson W. and Ruth H. Axe president and 
vice president, respectively, of each company. The Axe-Templeton 
Growth Fund was organized by the management of Templeton, 
Dobbrow ck Vance in 1954 as the Templeton Growth Fund of Canada 

The exception uas  the Bond Investment Trust of America affiliated with the Colonial Fund and the 
Gas Industries Fund (now Colonial Energy Shares), and now in brocess of liquidation, its assets having been 
merged into the Colonial Fund on hley 1. 1959. 

76 Axe-IIoughton Fund A, Axe-Houghton Fund B, Axe-Houghton Stock Fund, and the Are Science 
& Electronics Corp. 
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Ltd., with Templeton, Dobbrow & Vance as investment manager. 
In 1957 the company name mas changed to  Axe-Templeton Growth 
Fund of Canada, simultaneously with shareholder approval of a 
management contract with a newly formed enterprise, Axe-Templeton 
Management Ltd., jointly owned by E. W. and R. H. Axe and John 
M. Templeton. Mr. Templeton was made president of the renamed 
investment company, and Templeton, Dobbrow & Vance entered 
into a contract to furnish investment advice to the new investment 
adviser, but a majority of shares of the new management company 
were held by Emerson and Ruth Axe: and the effcctive management 
of the company appears to have been shifted to the Axe group head- 
quarters in Tarry town, N.Y. 

In three instances companies have been included within controI 
groups despite the absence of common control with other group 
members. In each case the criterion for inclusion mas the existence 
of common investment management among the members of these 
groups. In the case of Templeton & Liddell Fund and Missiles-Jets 
& Automation Fund, which have been placed in a single control group, 
both companies were parties to contracts with the investment counsel- 
ing firm, Templeton, Dobbrow & Vance for the provision of "advice 
and recommendations with respect to investments." However, while 
Templeton, Dobbrow 8. Vance organized and was closely interlocked 
with the Templeton & Liddell Fund, it  did not promote the other 
member of the group, it  occupied no executive positions in that  
company, and had only 2 directorships out of a total of 11. Mjssiles- 
Jets & Automation Fund also had a contract with Missiles-Jets & 
Automation Management Co., which performed the purely adminis- 
trative functions connected with the operation of the fund. I t  is this 
company that was dominated by the individuals who were instru- 
mental in promoting the fund, and who evidently retained control of 
that enterprise. This group must be regarded as definitely loosely 
knit, with common investment management but apparently distinct 
cores of control. 

Capita1 Research & Management Co. was the controlling center of 
a group consisting of the Investment CO, of America, International 
Resources Fund, and America1 Mutual Fund. These three companies 
had a common investment manager (Capital Research), a common 
underwriter (American Funds Distributors, Inc.), and numerous 
interlocks of directors and officers among the investment companies 
and between them and Capititl Research & Management Co. Capit,al 
Research dso  served ns investment manager for Washington Mutual 
Investors Fund, and "supervises the fund's investments, conducts its 
investment rogram, and maintains accounting records of the fund." 77 R However, t e promoter of this company was the brokerage firm, 
Johnston, Lemon & Co., which has continued as business manager 
and dominated the directorships and executive positions of Wash- 
ington Mutual. Capital Research & XIanagement Co. was repre- 
sented by only a single member of the board of directors of this 
company. In this case, again, we have a company included within 
a group because of common investment management, despite a 
clearly limited control position by the investment manager. 

77 Prospectus, Sept. 4, 1958, p. 2. 
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Security Management, I~ic . ,  a wholly owned subsidiary of A. E. 
Weltncr & Co., was the investment adviser for both Mutual Trust 
and United Fund Accumulative Series TA. In  neither case, however, 
did the investment adviser or its parent company appear to exercise 
predominant control. Mutual Trust was organized by the manage- 
ment of Mutual Distributors, Inc., which had functioned as the 
principal underwriter of the trust since its inception. The trust was 
manamed by five trustees, including the president of Mutual Distribu- 
tors, t%e president of A. E. Weltner &. Co., and three other individuals. 
At best, L4. E. Weltner & Co. shared in a joint control of this company. 

United Fund Accumulative Series TA was organized by a sponsor- 
manager company that is no longer in existence. The investment 
company appeared to be controlled in 1958 by Commerce Trust Co., 
the trustee and custodim of United. "Due to the refusal to act of 
the former manager of the Trust, the trustee became entitled to receive 
the management fees and assumed certain functions in the manage- 
ment of the Trust assets. Security Managcrnent, Inc., acts as invest- 
ment adviser of the Trust and is compensated for its services by the 
trustee from the management fees." In the case of each of these 
companies in the Weltner group, therefore, there was common invest- 
ment management provided by the Weltner subsidiary, Security 
Management, Inc., but with effective control residing, a t  least in 
part, elsewhere. 

78 Report to Certificate Holders as at  Dec. 31, 1957, p. 7, n. 2. 




