TABLE VIII-20.—Number of officers, directors and partners of 155 investment advisers, 1960
Corporations Partnerships
Open-end company assets (in millions) Range of number of Range of number of Range of number of
Number of | Median directors Median officers Number of | Median partners
corpora- | number of number of partner- | number of
tions directors officers ships partners
High Low High Low High Low
Under $1.___ ... __ 25 3 12 2 3 11 i 5 3 14 3
$1 and under $10. 43 4 17 2 4 35 1 6 4.5 8 2
$10 and under $50_ . 32 4 23 2 4 14 1 5 7 19 3
$50 and under $150.____ 8 6.5 13 2 7.5 14 4 4 13.5 19 7
$150 and under $300____ 9 6 10 3 10 19 5 3 16 23 9
$300 and under $600.___ 9 6 12 3 11 29 4 1 8 8 8
$600 and over. ____ .. _________ 4 8 10 5 13 15 6 1 5 5 5
Total oo 130 4 23 2 4 35 1 25 7 23 2
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The boards of directors of the 134 corporate investment advisers
vary in size from 2 to 23. Typically they are smaller than the boards
of directors of the open-end companies which they supervise. The
median number of board members of the 130 advisers lor whom
information was available was 4, whereas in chapter II the median
nuinber of directors of open-end companies was found to be 7. As
may be observed in table VIII-20 the number of directors and officers
of advisers of open-end companies tends to be directly related to the
volume of open-end company assets subject to their management.
It is interesting to note that this relationship does not hold consist-
ently with respect to the number of partners for the advisers with
the partnership form of organization. The two partnerships in the
two largest size classes (Lord Abbett and Boston Management &
Research) have fewer partners than the median-sized partnership in
the next two smaller size classes. These are, of course, small numbers,
but this pattern also reflects the fact that the number of partners
depends in part on adviser policy with respect to the number of
persons who should be given a proprietary interest in the success of
the adviser. (Several of the partnerships in the size classes between
$50-$300 million maintain a deliberate policy of ‘having the
partnership interest widespread.’”) : ',

Only 15 of the 163 advisers had advisory boards attached to them-
selves or to the open-end companies subject to their supervision.
Two others had no formal advisory board, but had a number of
technical experts available for regular periodic consultations on
special issues. A substantial number of advisers also received invest-
ment and technical advice from others under established contractual
arrangements. These are discussed below in section III, part B.

TII. CONTROL AND AFFILIATIONS OF INVESTMENT ADVISERS

A. CONTROL
Introduction

There are two characteristics of investment advisers which have
a particularly significant bearing on the way in which they are con-
trolled. The first, which we dealt with in the previous section, con-
cerns the size of these organizations. It was shown above that the
volume of capital utilized and the number of employees of investment
advisers, particularly those largely devoted to advising activity, are
quite small. Consequently the need for tapping public sources of
capital for financing the investment adviser itself has been at a mini-
mum, and for this reason alone we would expect their ownership and
control to be narrowly based and highly concentrated.

In the second place, investment advice is a highly specialized “‘cus-
tom” type service, calling for knowledge, intelligence, and judgment.
Investment advisers very commonly grow and thrive under the
auspices of particular individuals who mvestors are persuaded have
these qualities to an exceptional degree. These individuals fre-
quently exercise control, therefore, not only as a result of the factors
of strategic position as promoters and concentrated ownership claims,
but also because their services are unusually important to the organi-
zation. In fact, investment advisers are frequently identified with
these particular individuals in the name of the adviser itself (Bullock,
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holder of nonvoting stock. It may be seen further on the last row
that 63 advisers, or 48.1 percent, had between 2 and 10 shareholders;
which means that 98 advisers, or 74.8 percent of the corporate invest-
ment advisers, had 10 or fewer voting shareholders. Only 6 advisers,
3 of which were the commercial banks, had over 1,000 voting share-
holders. It may be noted that a greater proportion of cases of non-
voting shareholders had over 1,000 owners than was the case with
voting stockholders.
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Pz;rke)r, Chase, Price, Babson, Axe, Putnam, and Wade, to name
a few).

These characteristics of investment advisers have contributed to
the survival of noncorporate forms of organization to a greater degree
than in other sectors of the economy in which individual firms control
comparable asset totals. The importance of these noncorporate forms
among investment advisers was discussed in the previous section.
The identification of the means of control of the four advisers included
in the present study that are individual proprietorships and the 25
that are partnerships presents no problem. The proprietor and the
partners are the sole owners and have full control over the organiza-
tion (insofar as there is an organization separable from the individuals
in question).

Corporate investment advisers

The traditional problems associated with ‘“‘separation of ownership
from control” have arisen with the spread in the use of the corporate
form. These problems are applicable to investment advisers and
open-end companies in an unusual way. The investment advisers
themselves, as we shall see, are generally closely held and subject to
ownership control. Open-end investment companies, on the other
hand, constitute extreme examples of diffused ownership, stockholder
passivity, and the dominance of “management control.” By means
of strategic position, interlocking personnel, and control of the proxy
machinery of open-end companies, the managements of these closely
held advisers are assured renewal of advisory contracts and effective
control over the widely held open-end investment companies.

We shall return to these points later in this section. We turn now
to a consideration of the means by which corporate investment
advisers themselves are controlled.

(1) Types of stock outstanding.~—Of the 134 corporate advisers, 96
have only 1 class of stock outstanding. In 29 cases, advisers have 2
classes of shares outstanding and, in 9 cases, they have 3 classes ot
shares. In 17 cases advisers have preferred stock outstanding. The
total number of classes of shares issued is closely related to the size
of the adviser (measured by open-end assets managed); but the issu-
ance of preferred shares appears to be unrelated to size. Thirty-five
corporate investment advisers, or more than one-quarter of the total,
have nonvoting stock outstanding. This again is directly related to
adviser size, as may be seen in the last column of table VIII-21.
Only the $50-$150 million class interrupts the progression from 75
percent of the advisers in the largest class having nonvoting stock
outstanding to 20 percent of the advisers in the smallest size class.

(2) Concentration of shareholdings of investment advisers.—Table
VIII-21 describes the number of voting and nonvoting shareholders
of 134 corporate investment advisers, by size class, for the end of 1960.
Since the three large commercial banks 1in the $10-$50 million size class
substantially alter the picture as regards numbers of shareholders, the
data are shown with and without these banks included. We can see
from the first column that in the case of three of the four advisers in
the largest size class, there was only a single shareholder of the voting
stock; and at the bottom of column 1 we can see that 35 advisers
(26.1 percent) had only one voting shareholder, and 9 had a single




TaBLE VIII-21.—Number of shareholders of voting and nonvoting stock for 134 investment advisers, by size of open-end company assets managed,

Number of shareholders

o Total
1 2-10 11-25 26-50 51-100 101-500 501-1,000 Over 1,000
Opene(l;d coillrll‘pangz assets Type of stock
in millions
Num- Num- Num- Num- Num- Num- Num- Num- .
ber of | Per- | ber of | Per- | ber of | Per- | ber of | Per- | ber of | Per- | ber of | Per- | ber of | Per- | ber of | Per- |[Num-| Per-
ad- cent| ad- |cent| ad- |cent| ad- |cent| ad- |cent| ad- [cent] ad- |cent| ad- |cent] ber |cent
visers visers visers visers visers visers visers visers
Voting.._..._. 51 20.0 12 | 48.0 5| 20.0 1 25 | 100.0
Oand under$l.............o... {N onvoting. ... lg 3(2)(7) 1 20.g g 40.2 ....... 5 ‘lgg
3 25 | 56. 6. 3 44 .
$land under$10......__....... 21200 4] 40,0 2! 20.0 1 10 [120.9
31% xu‘x(d) under $503 (excluding 3 2 %8 12 ;"{33 é 33(“; 1 :1% ,1 ggg
anks g : o lTTTT X
" 9265 18 | 52.9 1| 2.9 1 34 ([ 100.0
$10 and under $502. ... 41100 3300 31300 ... 10 | 129.4
$50 and under $150... L :? _33' 3_ ) 3 8.3 ). i lieee 1 51) 11(1)‘1)'(1)
Vv 5856 111 1|77 2 9| 100.0
$150 and under $30................. {Noqvoting_, ______________________________________________ 1173737 3|33
$300 and under $600..____._._._.... {Votmg_ - ? ggg g ,1% g
. 1250 4| 100.0
$600and over... ... {Nonvoting_ - 33.3 Joecoe o aeed e e 21667 3|175.0
Y : Voting___...__ 351 26.7 63 | 48.1 12] 9.2 3| 23| 1311000
Total (excluding 8 banks). . - - \Nonvating - 9| 257 9257 91257 4|104] 351267
Total {Vot g 3512.1| 6314701 12/ 9.0 6] 45| 1341000
""""""""""""" Nonvoting. _._ 9| 257 9257 9257 4114 35 1126.1

1 Percentage of advisers in size class that have issued nonvoting stock,

3 $10,000,000-$50,000,000 class is presented with and without 3 banks.
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Table VIII-22 presents a summary view of the number of stock-
holders of investment advisers of open-end investment companies at
the close of 1960. Since the three large commercial banks included
in the $10-$50 million class again substantially alter the picture as
regards numbers of shareholders, the data are shown with and without
these banks included. The mean and median number of shareholdcrs
can be seen in this table to be directly related to the size of open-end
company assets managed, especially in the total columns, but there
are deviations from this pattern. The mean values are greatly affected
by individual instances of numerous shareholders (see the column
describing the largest number in each size class), but even the mean
values are strikingly small. The median values are more representa-
tive and significant here as they exclude the extreme deviations which
tend to dominate the mean value. In two of the larger classes the
median value for number of voting shareholders was one; and for all
corporate advisers the median value for number of voting sh(u eholders
and for all shareholders was only four.

The closely held and highly concentrated character of shareholdings
of eorporate investment advisers may also be seen by inspection of
tables VIII-23—VIII-25 which show the concentration of ownership
of voting stock of 134 investment advisers held by the largest share-
holder, the officers and directors of the adviser, and all holders of 5
percent or more of the voting shares of the 1nvestment adviser, respec-
tively. It'may be seen in Table VIII=23 that in 89 instances (66.5
percent) the largest shareholder owns 50 percent or more of the out-
standing “voting shares of '‘a corporate investment adviser. This
pattern does not appear to vary systematically by size ‘of open-end
assets managed by the investment. adviser. Officer dand director
holdings of voting shares are also very high, with this group owning a
majority of voting shares in the case of 79 (58.9 percent) of all advisers.
This seems to be more characteristic of the advisers managing less
than $150 million of open-end assets than of the larger systems. For
the advisers of the larger systems, 10 of. 22 (45.5 percent) were
majority-owned by the officers and directors; for the smaller systems,
69 of 112 (61.6 percent) were owned 50 percent or more by their; offi-
cers and dlrectors - ‘
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Holders of 5 percent or more of the voting shares accounted for all
of the voting shares in the case of 74 advisers (55.2 percent); and
they accounted for the majority of voting shares in the case of 123
(91.8 percent) of the 134 corporate advisers included here.

In table VIII-26 an attempt has been made to summarize this
information on the distribution of ownership, plus supplementary
data on owners and managers, with a classification of forms of control
of investment advisers of open-end investment companies. It is
clear that the high concentration of stock ownership ol investment
advisers has resulted in a predominance ol majority ownership as the
form of control of investment advisers. One hundred and seventeen,
or 87.3 percent, of the 134 corporate advisers were controlled by
majority ownership interests. If we view partnerships and pro-
prietorships as special cases of majority ownership control, then
majority ownership is the form of control accounting for almost nine-
tenths of the total number of investment adwvisers. Ownership
control of all sorts characterizes approximately 95 percent of the
investment advisers of open-end companies, since the three cases in
the ‘“‘other” category are made up of advisers that are joint sub-
sidiaries of two or more other companies.
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TaBLE VIII-24.— Percenlage of voting stock owned by the officers and directors of the adviser, 134 investment advisers of open-end companies, 1960
{Open-end company assets (in millions of dollars)}

600 and over 300 and under 600 | 150 and under 300 | 50 and under 150 | 10 arid under 5¢ 1 and under 10 0 and under 1 Total
Percent of shares owned .

Number | Percent! Number | Percent| Number | Percent| Number | Percent| Number ;Percent| Number | Percent| Number | Percent! Number | Percent

100 e e e 1 111 1 1.1 4 4.4 7 20.6 16 36.4 9 36.0 39 29.1
75 and under 100. . 4 4“4 2 2.2 ] 8 2.5 9 20.5 4 16.0 27 20.1
50 and under 75... 1 I | e 1 1.1 3 8.8 4 9.1 4 16.0 13 9.7
25 and under 50_... 2 > 20 DN P, 1 1.1 1 2.9 3 6.8 4 16.0 11 8.2
Under25. o ooocoeiaos 1 111 [ 66.7 3 33.3 15 4“1 12 27.3 4 16.0 44 32.3
Total. ..o 9! 100.0 9 ( 100.0 9 100.0 34| 100.0 44 | 100.0 25 | 100.0 134 100.0

TaABLE VIII-25.— Percentage of voling stock owned by ell holders of & percent or more of the shares of the adviser, 134 investment advisers of
open-end compantes, 1960

{Open-end company assets (in millions of dollars)]

600 and over 300 and under 600 { 150 and under 300 | 50 and under 150 | 10 and under 50 1 and under 10 0 and under 1 Total
Percent of shares owned -

Number | Percent| Number | Percent| Number | Percent| Number | Percent| Number | Percent{ Number | Percent| Number | Percent] Number | Percent

100, ¢ 65.9 25 56.8 13 52.0 74 55.2
75 and under 100 29. 4 14 3L.8 6 24.0 37 27.8
50 and under 75_ 59 3 6.8 b 20.0 12 9.0
osandunder 50 leeoooooo|eaececd) 20 222 ieecici e M WD 2 4.5 1 4.0 6 4.5
Under25....._. 3 - RS R P 5 3.7
Totaloeeeoooaoaann 100.0 44 | 100.0 25 | 100.0 134 100.0
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The contrast between the pattern of ownership and control of open-
end investment companies and their investment advisers is striking.
While the median number of shareholders for our group of investment
advisers is 4, the median found for open-end investment companies in
1958 was 8,792. The largest shareholder owned 50 percent of the
shares of 6 specialized and unusual open-end investment companies
out of a total of 147, or 4.1 percent, in 1958 ; whereas the largest share-
holder owned 50 percent or more of the voting shares in 89 of 134
cases, or in over two-thirds of all corporate investment advisers of
open-end companies. The same contrast holds for officer and director
holdings: management groups owned more than 5 percent of the
shares of open-end companies in only 17 of 156 cases in 1958 (10.9
percent); management groups owned more than 50 percent of the
voting shares in the case of 79 of 134 advisers (58.9 percent). Owner-
ship was the dominant mechanism of control in the case of a maximum
of 10 of 156 open-end companies (6.4 percent), as compared with 156
of 163 advisers of open-end companies (95.7 percent). The situation,
then, is one in which exceptionally diffused shareholdings and an
otherwise weak relationship between ownership and control character-
ize open-end investment companies, which facilitates management
control by investment advisers who are themselves small, closely
held and dominated by the absolutely small but relatively large
ownership interests of their promoters.

Public sales and public ownership of investment adviser shares

With the growth in size of open-end company systems and their in-
vestment advisers and underwriters, and an increase in the earning
power of management and selling groups, there has been some expan-
sion in sales of newly issued adviser and underwriter stock. In the
5-year period ending December 31, 1960, seven advisers and three
principal underwriters made public offerings of their own stock. In
addition, two other advisers have from time to time sold their shares
to wholesalers and dealers in the shares of their supervised investment
companies. One major underwriter and one large adviser have also
sold substantial blocks of their own shares to executive personnel.
By and large the sums involved in these direct sales by advisers to
dealers or the public have been small; the largest have been appendages
to much more substantial sales by controlling management personnel.

In recent years there has been a significant increase in the number
and volume of public offerings by major stockholders of investment
advisers. With the growth in size of open-end company assets, a
substantial number of closely held advisers and distributors have be-
come large earners. In a number of instances controlling individuals
of advisers and underwriters have attempted, mainly for tax and in-
heritance reasons, to capture the capitalized value of this increased
earnings flow (and prospective further increases in the future) by
public sales of their securities to outsiders.

19 B. C. Morton has an option to buy additional shares of nonvoting preferred stock of A. 8. Karasick &
Ctl)., at $0.25 per share, in amounts related to theinvestment adviser’sincrease in income due to B. C. Morton
sales,

Since 1959 Investors Cuunsel, Inc., has been offering its nonvoting common stock at par value to under-
writers and dealers selling shares of its two supervised Investment companies, at the rate of between 70 and
140 shares for each $25,000 of net assets added to either company. *“Dealers who sell shares of the fund will
thus have an opportunity to acquire an ownership interest in the management company, which the fund
believes will stimulate the sale of its shares and maintain the interest of dealers in the fund.” Capital Life
Insurance Shares and Growth Stock Fund prospectus, Dec. 29, 1960, p. 5.



