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To EBditors and Columnists:

Enclosed is a statcment which we hawve prepared
as a rebuttal to certain sections of the December 2nd, 1266
report of the Securities and Exchange Commission on Invest-
ment Ccompanics.

This statemcnt was malied over the weekend to
main offices and branch offices of investment dealers who
arc members of our Selling Group. In the opening paragraph
we have told our dealers that the communication was prepared
to provide them with factual information by which they could
corrcct any misconceptions which might exist in the minds of
their customers as a result of rcading newspaper and maga-
zine accounts of the S.E.C. Report. As you will sce at the
top of the cover page, we have asked dealers not to retease
the document to the press.  Also you will note near the end
of the Report we have explained our reasons for urging
dealers to limit the use of the information contained in
the Report cxclusively to correcting the misconceptions
referred to above., perhaps it was naive to think that
dealers would respect our reguest. Be that as it may,
the story was lcaked to a Boston newspaper and coverage
was given the story in the Tuesday morning cdition of
that newspaper, :

We regret this happening, but under the circum-
stances it appears that the best wo¢ can do at this point is
to give the story widespread distribution as promptly as it
is possible for us to do so. '

Whether or not you decide to make any uwse of this
material, I hope you will find time to rcad what we have to
s5ay. It is factual and has been carefully documented, and
as you will sec, it is in sharp coatradiction to certain of
the statements made in the 5.E.C. Report.,

Sincerely yours, P
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To lnwestment Dealers and Therr Reqistered Representatives,

Mhis commumeation has been prepared to provide you with Eactual miormatian by
winich you can correct any misconceptions which may existin the minds of your
custoarers as a resuft of reading newspaper and magazine accounts of the Oocember 2,
1966 Report of the Sacunties and Exchange Commission on Inwestment Carmpanies.

W believe that in certain important respects this Repaort is inaccurate in that it
fails to support certain of the corclusions wvath appropnate and meaningful facts and s
therefore misleading.

AOVISORY OF MANAGEMENT FEES

The Report states - "Fublicly held, externally managed mutual funds pay
siehstantially higher advisory fas rates than ragisterad investment compantes which are
operated exclusively for equity investment vehicles for banks and other institutions.

They are #lso substantially higher than the fees that banks charae far managing
the investrents of pension and prafit shanng plans. © ©  Mutual fund advisary
fee rates also are substantially higher for comparable aszei levels than the rates that
private individuals pay for investment adwvice.”

What does this mean ? According 10 the Mew York Times, which s the mest
widely circulated newspapet in the country and broadly regarded as sophisticated,
intelligently edited and reliable, it roeans what a featured article in the Decemier 3,
1966 echitiore says - "Mearly all mutual funds chaige their customers “excessive’ fees,
and extensive new legislation s needed o protect the iresting public from such
‘unjustified’ costs, the S E.C, said today.” The article adds : “The Commiszion
said . . . (mutgal fund) money — management fees . . . were substantally higher
than those charged by banks for similar investment-management services ™

The fact s that mutual fund management fees range from 0.1 2% to 0.50% with a
fewe minor exceptions and for the year 12851966 the average management feg
paid by alf rmutual funds having assets of over $100,000.000 [over 80% of the tatal
assets of the industry} was & 37% — i e, 27/100 of 1% of average net assets annually.
Compare this ligure wath the “traditional”, “usual”, “flat”, “basie”, “standard™,
“commonly charged™. Chistancal”, 0.50%, or 507100 of 1% a5 so described and
stated no fess than twenty times in the 32 pages of the S.£.C. Report dealing
grimarily with management or advisory fee rates.

The fact s that the 0.60% mutual fund advisory fee rate repeatediy mentioned in th
S E.C.report 15 35% Aigher than the 0.37% average of mutual fund management fees

Whth reference to the first sentence of the paragraph from the S E.C. Beport
previously quoted, the substantiation offered consists of a discussion of frve mutual
funds organized by mutual savings banks for the purpose of permitting these
hanks to pool that small portion of their assets permilted by state law 1o be invested in
commen stocks. Mo private individual owns shares of any of these funds. The saving
banks int the rich and populous state of New York have, over a period of years.,
contributed a total of $128 8 million to the fnstitutional fnvestors Mutusf Fund, ine.,
the New York state Fund which is cited as the prime exampie. The Fund is in effect a
cooperative operated exclusively for the convenience of mutual savings banks
which otherwise could not obtain adequate diversification and management
individually with the relatively smalf amounts of money each bank is able to contribute
to the Fund under the State hanking faw.



The implication of the S5.€.C. guoted statement is strong, however, that mutual
funds charge substanually meore far management than de banks generally far similar
sarvices. (Mote quote from M. Y. Tines above. ) This, we helieve, is an inappropriate
and distorted comparison, as waitness the followang

The second largest bank in New York City and the third largest bank in the
United States, with tota: resources of nearly 315 billion, currently operates a mutual
fund registercd with the 5.E.C. for the offering of its shares to private individuals. The
investment advisary Tee rate for this bank-managed fund is G.50%, or 507100 of 1%
of average net assets annually with no provision for reducing advisory fee rates
a5 the fund increases in size as is the case with virtualby all mutaal funds. This flat
50 ;100 of 1% management fee far a hank-operated mutual fund which, according to
the $.E.C. Repert has “essentrally the same characteristics as mutual funds”,

5 indeed comparable to management fees charmed by other publicly owned mutual
furds. The bank fee, however, 15 38% frgher than the average management fee of
27 00 of 1% for the mutual fund industiy.

The fact that the First Mational City Bank charges 0.50% rs discilosed in a short
footnote ta a nine-Iine paragraph ameng several hundred paragraphs in the chapter of
the Repartwhich discusses management fees and refated subjects ! Fhe footnote,
whick (5 in 6 point closed type. reads as fellows: ™ . . it (FNCB) charges an
adwisory fee of G.50% on the average net assets in the account”. Here s the footnote in
the Report ag it appears in this photographic reproduction — the relevant excerpt is in
the third line from the top

W Frst Mntional 110y Hank of Xew Yo7k |7 1the andy bank which as vet Lias ropistered noeomgdngiet a-
count utider Lhe Acl. Allheugh gertidostion an Metleon] CHy's cvEiningled Remnal i heing eferd
Wit hoal &0 ehidees. [0 ClArees A0 sl Pisory Foe ol 050 pevcend fn Lhe dverage net aaseds 1o the nooneont.

B Eneluated aflem rental And eevdpané . tlerloel, bk ket ping. Aecesag e 2od 2d1LNg seviee, siutione vy,
aup.:Pllu. pad peEnbing phd deteennnedion of offerlizg and cedeqinpthon prlats. 50 p, LML supen,

W IIMF charenolders do nad pay e sl foad for e gdechiege of Rleels shrrea  The tungd dop charge,
bowever. o fea ol (LED prrcenl oo obl parchasesnnd redemplions of feed aliares,  This fee s deaipned o ol
E;m tuitum aiond and sther ciard, such ad transfer tuned, cawded by the dow of Sapitad Lo oF oud gf the

W Barinpd Hanks Trist 0 #1320 40r7e a3 |6 vest Mest ad skser g0 8.3.0, Fund, « matusd fand crpas ized
for eTployees of meniber banks, ©o lube 30, 1 this fund hed ael ssels of $25 milllon.  Cho oocasiog,
the truH tampany alia peclerrns abalyses of i leidun] perefoll for [l ramer beaky,

The $.£.C. requires registered muntual funds to disclose in their prospectuses
alf malerial facls in pot fess than 10 point leaded (10 an 12} type and faifure to do 50
Car reswit in an injunction or stop order against the isswing company.

The main point, howewver, 15 that the 515 tuftion First National City Bank charges a
flat 0.50% management fee. which iz 35% Aigher than the averane fee for the mutual
fund industry for srmilar services.

This fa<t s both enlightering and in sharp contradiction ta the New York Times
quotation from the S5.E.C. Report: "The Cormrussion sard . . . (mutual fund}
money-management fees . wero substantially higher than those charged by
banks for similar investment management services'”.

With reference to the sccond sentence of the quetation from the S E.C. Report
which appears on the first page of this statement as follows ;™ . . . They are also
subistantially hrgher than the fees that banks charge for managing the investments of
pension and profit sharing plans”, the substantiation offered is a general discussion
of pension and profit sharing plan advisory fees charged by banks drawing the con-
clusion that the annual fee ameunts to about 0.06% of asset value—"'a rate less than
one-eighth of the 0.50% rate commonfy charged 1o mutual funds ..~ (Emphasis ours).



In 15 general statemant, however, the 5. E.C. nates that banks may receive
“ather business benefits from the management of pension and protit-shanng plan
agzets that do not inure to mutual fund advisors™. Tise Report doas not explain either
the nature or the magnitude of the “other business banefis™,

“mMoreover”, the 5. 8.C. Beport states 'the respoasibility of mutual fund advisers
far the operaticon of the funds .2 more comprehensive than that normally assumed
by adwvisers ta pension or profit-sharing plans. In addition to investment advice
arnd most of the administrative services provided by banks (o pensiocns and
profit-sharing plans under their management, the muiual fund adwiser s usually
concerned with administering the fund as a corporate or trust entity. This invalves the
adviser in varicus aspects of shareholder relations, including the preparation of
prowy maternial and arrgngements for annual meetings and it must assume the
raspons:bility for compliance wath record keeping and reporting requirements and
athear aspects of Federal and State regulaticn. As previausly neted. these services
are usually provided by the mutual fund investrmant adviser and pard for by the
advisory fee” '

The S E.C. Hepwit adds, . . . “Mutual fund porttolios tend to be more heavily
ivestad in common stock than pensicn and prafi-shanng plan pertfolios. Since
common stock investmeants generally require morg intensmve analysis and survelllance
tharinvestments in bond and preferred stocks, the management of mutual fund
portfolios may be samowehat costier than the management of pension ar profit-
sharing plans.”

Monetheless, these considerations do not fully explain ar account for “the extent
of the disparity in the advisory fee rates charged by the two investment media™,
says the Report,

Of course they dan't, The reason s that the S.E.C. has faded to state certain
maierial facts necassary to make the facts stated not misfeading b

These material facts deserve considerably more sttention than the vague and
bnef acknowledgment that “banks may receive other business benefits from the
inanagement of pension and profit-sharing plan assets” as stated in the S.E.C. Bepart.

Thase "other businaess benefts™ usually come in the form of substantial
additional income 1o the banks for various secvices and furnctions perforned for
the corparations whose pension and Jor profit-sharirg plan assets the hanks manage.

Among thern are;

Corporate trust work

Transfer agent work

Reqistrar wark

Depasitory for substantial cash depasits fram the corparation
Graniing loans to the corporations

Depository for substantial cash deposits from brokers who are favored with
purchase and salos arders generated by the banks in managing plan assets
/. Management of pension plan assets alsa inuras to the financial bencfit of
banks in the form of profitable business from other sources because of the

e

t Paraphrase of Secrion 77, (6} (3 of the Secunities Act of 1833 as amended.



prestige acoured {room having the management rasponsiahty for plan assets
of big name corporaticns and estitauons,

Imcome earned and other benefits realized for perfomming these services and
functions dwarf toinsigmificance the advisory fees cnarqged tor managiag parsiae
and/or profit-sharning plarn assers. indeed, the acceptance of responsitulity for
the managerment of plan assets might criticany be descnbed as a loss- leader 10 aitract
profitable business in ather areas and from athar sournes

Whera these “other bugsinass benefits” are not svalable, the fees charged. such
as for managing cammoan trust funds and indiadaal trast accoants, are substantially
higher

The third sentence of the quotation on page v, which reads .7 0 Matual
fund adwvisary fee rates alzo are substantially ighar fon conrparatzle ret asset lavels
than the rates that pavate individuals pay for investment advice” i85 agam
substantiated by vague and irrglevant ar confusing observancens. such as the
follawing : " Tne lower fee rates which the Whartor Seport found were charged
the nan-fund chients of mutual fund advisers correspond (o the rates reflecied in the
fee schedules of banks for indivigual accounts »nd those fileg with the Cormtmession
by registered investment advisers. Although the basic anmual fee rate usually is
0.50% or more, this rate 15 usually hatved for pertfolias rarging from 51 nullien 10
&2 milhon.” (Emphasis ours.)

Sof vou are a private ndradua with uo ta 3 mulhon toinvest you can gat
invesiment advice at the basiz annual fee rate of “usuary 050 aor mome’,
which is 35% or more higher than the average management fee charged by

el funds.

Then the 5.C.C. Repart says: "The fact that mautual funds tend to pay more for
nvastmant managament than do other types of advisory chents does not moan
ihat mutual fund sharefiodders are charged maora for avestiment adwice than they
weould Bef they had irdiradaally saught o cbtaim professional manzgement servicas
for ther inwestment captal Most investment advisers do not accept accourts of less
than STCO.000. Those that do often sot 3 rumimom fee webiek would be profibitive
lir the average mutual furd shareholder ™ (Emphasis oues))

These excarprs from the S E.C. Repart are obwiously confusing iargely beczuse
rates for "comparable asse! leveis' are uranges and rates that "prvate noradaals
pay for investment advice’ are apples. One cannot reaningfully compare the twa,
We have demonstrated how this and other such stidenrerts nothe Beport — accurately
reported by the N.Y Times and, we might add. Time Magazine  hawve confused
the public.

But to get ta tha haart af the peint which the S F.C has itroduced, letus first
rephrase the above quotation which says that mutual fuad rates ars higher for
comparabile asset levels than rates paid by private irdeaduals for investorent adhvice.

We sugqest that the following rephras:ng puts a vatie point:n clear and
appripnate perspective

Mutiual fund sharehoiders pay far fess in fees for investment managemernt than

most private individuals pay for investment advice or investment managemerit

with respect to comparable amounts of money invested.



There t5 available 1o the S.E.C. and anyone elsc whao wishes to examine the
subject. clear-cut, simple and incontrovertible proof of the iremediately foreqoing
staterrent which, inits entire 346 pages, the S E.C KHeport falled even 1o mention !

Here s the way it gqoes, There are 1,016 common trast funds (the bank version
of a mutual fund) hawving total assets of $7.5 bifliory managed by 464 banks and
trust companies throughout the United States.

The assets of these cdmmingled, diversificd common trust funds are owned by
individuals under trust indantares and managed by banks.

Howe do the managemeant fees paid by these indwiduals compare with the
management fees paid by sharehalders of mutual funds 7 Theable helow Qives
the answrer.

COMMON TRUST FUND VS, MUTUAL FUND
FEES CHARGFD AS A PEFR CENT OF ASSETS

Old Colooy Trust * Manufacturers Hanower =+ Mutual
Size of Account Baston Teust Co Mew York Fundg==*=
5 1000 6.0 25.00% 0.37%

R, 000 i.60% 5. 005 0.37%
10,000 B5% 2.50% 0.37%
15.000 3% 1.66% O.37%
20000 03% 1.25% 0.37%
25000 A8 1005 G37%
R0,O0C 344 (Rod% 0.537%

105,000 34 0.375% 0.379%

sAssumes a 3¥%% vield. -
*=hAinimum fees pubbished iy "Cormmusgsiors for Executors and Trustees in
Mew Yark State”, by Manufacturers Hanower Trust, Auqust 1366
rexfgerade of mutual fund managerment foes — soe page 1.

The Qld Colany Trust Company s the “trust department”, in offect a subsidiary,
of the First Mational Bank of Beston, the largest bank in New England. The fees
shown in the takle are those published by the Trust Compary. They are typical of
faes charged by ather banks in the area. Fees charged by banks in Mew York
would appear 10 be even higher.

tn the case of the New England banks, the management tee charges range from
18 times the mutual fund charges for smalt (31,000 amounts) to about even for
arge (3100000 amounts). Note that for the average size motual fund sharehalder
account {$5.000) T the bank charge (in New England) = over 4 times higher Lhan the
muiugal fund charge | and in Mew York, judged by the figures above it is more than
T.3% times higher.

These figures do not constitute extaavagant selected samples of bank charges.
They are published fee schedules and constitute typical examples of advisory fee
schediuies which we have ootained fram eight other leading banks in Mew York.
Chicago and St Lows.

It 15 amazing 13 us — perhaps shocking is the better waord — that after aight
years of research (Wharten School of Finance and Commerce of the University ot

1 Since most sharehalders have several mutual fund accounts therr average
holding 1s $10.000.

(5]



Pennsylvaria and the 3.E.C. S1aff) the 5.E.C was unable 1o find these readily
avallable figures — {or wwas unwilling to disclose thern).

But let us move on to another area of bank investment advisory fees 1o which
the forego.ng comment applies with equal farce

Arccording to the manthly publication TRUSTS & ESTAILES, August 1966 1ssue.
page 822, and attnbuted to the Comptrotler of the Currency, there are $775 &iffion
of "investment Responsibility Accounts™ t, including the $7 5 bilhon of Common
Trust Funds maraged by hanks. in the United Srates. Thisis owver three times the
total assets of a#f mutwal funds,

Mo mention of this huge sum of bank-managed trust assets is contained in the
S E.C. Report. noris any specific or complate information given about the adwvisory
or management fee charges made by the banks  Perhaps the answer to this enigma
may be found in the table below, which compares published fee schedules with
the average management fee pard by mutual funds,

TRUST ACCOUNTS (EXCLUCING COMMON TRHUST FUNDS)
VS MUTLAL FUND FEES CHARGED A5 A PER CENT OF ASSETS

Old Codony Trust * sdanufacturers Hanower =+ hAutual

Cize of Agcount Bastaon Trist Co. Mews York Eyngg++*
5 5000 A 00% 7 BO% (1375%
1CLO0 2.650% 3.76% 0.37%
20,000 1.30% 1.88% 0037%
25000 1 08% 1 50% 0.37%
50,000 .64%, 0./6% 0.37%
100,000 AR, 0.38% 0.37%

tAszuntes a 3185 vield,
s*Minimum fees pubhished in "Commizssions for Cxecutors and Trsstees in
Mew York State”, by Manufacturers Hanover Trust, August 1966,

sexfoverage of mutual fund management fees - see page 1.

Mote that the bank fee charged on a $5,.000 aceount, the averags size of mutual
fund sharehiolder accounts, is 73% tmes the mutual fund fee for the Mew England
bank and 20 times Righer far the Mew York bark ) a1 370,000 the bank fee s almost
7 omes and 10 times the mutual fund fee respociively, etc. Ard for the highest
amaunt of assets at the lowast bank fee. the bank charge in one case is 30% higher
than the mutual fund fee, and in the other it"s about the sama,

It seems timely at this juncture to repeat the Newe York Timas quote from the
S.E.C Report to demonstrate how utterly misfeadmy the onsubstantiated hypotheses
stated in the Beport are. The quote — “RMearly all mutaal funds charge "excessive’
iees. . . . The Commission said . . . {mutuadl tund) maoney-managerrent fees . .
were ‘substantally highes than those charged by banks for similar investrent-
management services.”” {Emphasis ours )

In face of the incisive. clear-cut facks given in the above Lable, the S E.C. Report
concludes that mutual furd shareholders need protectiaon against incumng excessive
costsan the acgusition and management of theininvestments. . 7

t Trusts under fully discretionany irvestment management.



A WORD ABOUT BANKS

Banks and Trust Companes parform desirable. useful and canstructive services
and funcuons. hey constitute a bulwark of strengtin in our economy and an
cxceptiondl versatiity and etficiency in many facets of the financial sectar of our
econgmy and ot gur private atfairs, Mo criticism af banks. their charges or their
activitiez 1s intended 1n this emphatic rebuttal 1o the S E.C. Report.

Qur concern 15 with the Eeport which inappropnately uses bank figuics armang
others in an attempt o make a case against motual fund management fees,

SALES CHARGES OR SALES LOADS

Again we appreach a matter introduced tnthe S F.C Heport wath a gquotation
from the M. Y. Timas article reterred 1o earlier and echoed by Timne Magarzine iniis
December 9, 1966 1ssue. Incidentally, the Times and Time Magazine reparted
accurately on what we beliove to be an inaccurate and misleading report by
the 5.E.C. i that the Report did not substantiate statermarts mada tharein with
appropriate relevant and valid evidence, Moreover the Beport faifs to state facts
necessary (o make rhe facis stated not misleadng,

The quatation s "The Commussion said that the "excessive costs” incurred

by most of the nation's 3.5 muflion mutual fund shareholders included . . =ales
comrmissians, which were ‘'much highear than those charged on the purchase
and sale of ardinary stocks . . 7 Time Mangazing. translating fram the Beport, adds

“LCommmssions on a 54 000 order of matual funds, far example, now run abaut
nioe times as high as on a $4,000 rownd-1ot order of common stogk.™

With respect to the 34,000 5 E C. selected sample. the Stock Exchange
commassion indicated is imeurred for the purchase of a 100 share round lat,
whereas the mutual fund sales charge covers hoth purchase and sale. Thus, to make
the comparison even mildly appropnate, it is necessary to double the Stock Frchange
commission fram abaut 19 1o about 7%, As a result the mutwal fund sales charge
amounts to about 4% times, not 9 tmes. the Stock Exchange commission. But
this is purely acadermic in the cantext of ¢osts 10 investors of buying and selling
a diversified portfclio of comrmon stocks as against the purchase of mutual fund shares.

The S EC fals to recognize that mutual fund shares do not constitute 7a
security” as such, Thay constitute a dwversified and managed portleho consisting
typically of a hundred or 5o secunties, A mutual fund offers a pragram of investing
with a specific stated investment objective aspired to by expenenced professional
iwestment maragers, And the industry offers many different mvestment objectives
such as. iman agverby simplified description, Income, Growth, Balance, cte. As
investment programs they do not entail the same degree of specuiative risk as does
the cvwnership of any one indreidual stock.

We have no intent whatsoever of implying any coticisim of the practice of buying
and selling stocks by indrviduals. Millions of shares are so traded cvery business
day by investaors. We are all in favor of this tor rhiose who want to and are reasonably
qualfied financially and otherwise to do . The breadth and liquidity of the
market 13 enhanced. Indwiduals satisty their personal washes and propensites. The
Stock Exchanges, through their facilities and personnel and the varied and complex
services and functions they perform provide econamically, efficientiy ard guickly
the reans for accommaodating the tremendous volume of trading in sccurities, which
15 of such greal mportance to the financial sector of aur economy and, of course,



in turn to the U5, economy as a whole.

But in the relatively small area of mutual fund activities, wa think it s only
sensile to make it perfectly clear that muriual funds arg carefully and ingerousiy
designed for the sraff as well as the large investor 1o whom an investrment program,
affering lang -term aims and objgctives which comncide with his own. appeals. Such
ohjectives generally come within the borders of living cstate planning and after life
disposal of wealth, :

Thus to compare in this context the cost of purchasing one stock with the
in-and-cut cost of mutaal fund shares seems to us inappropriate and misleading.

[f. however, an investar acting independently were to purchase a diversified list
of stocks affording onfy one-half the degree of diversification typically provided
by mutaal funds {and do hig own managing). his costs will comparg with those of
mutual funds for varying amounts of meney. as shown in the table balow.

COST OF BUYING AMD SELLING IMODIIDUAL STOCKS VS, MMUTUAL FUNDS
fExpressed as a Percent of the Amount Invested)

Approximate Amount A} Individural MAuinial
of Investment Stocks Fundsr+*
g 4000 - 13.50% =+ 8.50%
000 9.60% B 504%
10.000 G.20% 8.50%
15,000 608 ¥ 09
25,000 4 40% 5 789,
H0.000 3.50% 4.00%
100000 2.00% 3.25%
250,000 2.20% 2 50%
BOC,000 2.10% Z.2b%
1,000,000 T.90% 1.76%

«Diollar amount used in S E.C. example.

*+New York Stock Exchange commissions on transactions of this size are by
mutual agreement. Assumed minimum of 6. 0018 used in this illustration
an purchase and sale, whrch is below estimated brokers” cost af $10
per trade.

sSponsared by Vance, Sanders & Company, Inc.

Im the above tahle the following assumptions are made regarding the
mvestirents i individoal stocks
(1} All stocks purchased at a price of 3406 (price used in 5 E.C. Report.}
{2} Selling costs based on New York Stock Exchange commissions and
include odd [ot fees where appheable. [Comrmizsions on round ot
purchase — 100 shares — are, of course, less : but round ot buying
requires a great deal of capital to obtain adequate diversification) 1.e.
100 shares each of just fifty stocks at £40 a share would cost 3200000,

The above cost camparison obviausly 15 a far cry from the 5 E.C. comparisan, but
50 are the facts of ife.

The cost of buying and selling a single swck does not propeily lend itself to
comparison with the in-and out cost of a mutual fund which represents a diversified
and managed portfolio of many stocks.

Of special importance with respect 1o the above companson of costs is the fact



that the Wharnon Schood, which conducted a four year stady of the mutual fund
induystry — costs, practives, size. ete. - - forthe S E.C ata cost of sore $D0,000 30,
stated clearly [(acuin 2 £ point closed - type fontnote) wath respaciio ils findings
regarding neutual fund sales charges the (ollovang | "Since perhaps the major funclion
effectively served by multuaf funds is the provision of diversification, a feature
particufarly important to small investors who can i afford large risks. it 15 impartant (o
point aut that such an investor Wwho attempted to achieve & cormparable degres of
diversification by direct purchases might incur aegquisition costs in excess of the

& percent safas charge typicalfy imposed by the funds” (Emphasis ouss)

The Wharton Schaol report provides the statistical and research basis for much
of the 5 £.C Report. Itis referred 10 and quoted scores of iimes in the Bepoit 1t
t5 the Vindependent authonty™ onwhich the 5 1.0 leans heawily Tor support af its
conclusions. But nowhera in the 346 page Reportof the 5 EC 1o Conaress doeas
the abowe mahly significant staterren appaar.

Froquent reference 1s made in the S.E.C. Heport to the figure 3 3% as the “salos
load™ paid by purcoasears of mutual fund shares. [Thes figure s detarmined by
relating the dallar amaunt represented by the sales charge of 814% of the purchase
prtca 10 the net amount of monay invested. Forexample, ona $1.000 purchase,
the sales charae of 834% af the purchase price amourts 10 $85. Subtracting the $85
salgs charge from the $1.000 purchase price. the figure of 5915 is determimed 16 be the
“net amount actuslly invested’. By relating the $85 zales charge to 59135, the
5.EC Reporisays that the “sales load™ 15 3.3% as indeead it 15 on that basis of
figuring and as so reported inthe N Y. Times and Dima dMagazine, amang mary other
newspaners and vhagaz nes.

The industry, nowaever, argued for years and finally won 1ls powntbwith the S EC.
that the expresmion of the sales charge 25 3 per cent of the dollar amourn! invested
by the purchaser of mutual fund shares s a tair and proper way of stating the sales
charge in @ praspectus or other descniptive material — the purchaser invests 1,000,
of this amount 8% 15 deducted to cover the costs of selhing shargs ta investors
and 1o provide Compensation 1o the investment dealer, the salesman ard the “principal
undeareer ter” ar national dsttbutor,

This weay of expressing sales CommISsions & neither uMmgue Nor Uncamman in
the sale of most products. i vou by a housa priced at $30.000. vou pay $30.000.
| he real estawe dealer. however . retains, say. 6% of the purchase price or 31,800
Yoau don't buy the hoase for $28 200 and pay 51,800 1o the real estate dealer ar a
“sales load” of 6.4% of the amount left atter the deduction of the sales comimission.
If wou buy ar autemaobile for $3.000, vou pay $2.000. The automohile dealer
retaing. say. 20% of the purchase price ar 5600, You don't buy the autormabile for
52400 and pay the dealer 5600 or a "salas load™ of 25% of the amount after deduction
ar retentien of the sales comrmission,

But-what is most interasting 1o us and significant as to the character of much
of the Hepart 1s that in computing its own “examples of the Stock Exchange
commission cost of buyving and selling a single stock, the S E.C expresses the dollar
ampont of commissions invatved both as a percent of the amount involved including
brokerage commissions as do mutual funds winen they express the sales charge
properly and as a percent of the amount invalved nat including brokerage
commessions  Butwhat the Beport stresses is that the "sales 1oad™ is 9.3% whereas
the 5.E.C examples of the cost of huyimg and selling one individual stock use
beth methads in ariving at a round -trip cost figure which compares favorably {to
their advantage) with the round-trip cost of purchasing mutual fund shares.



PROFIT MARGINS OF rUTUAL FUND ADVISORY ORGAMNIZATIONS

The S.E.C Heport contarms a takle showing pretax profit marcpns of fourneen
mutnal fund advisory organizations. The tab'e 1s acourate it weas preparad and is
presented :r confarmity wath gencrally accepted accounting principles. The
qist of th.s table appeared .0 the Cecember 9. 19686 ‘ssue of Time Magazine.

Accurale as the tables are, they have littfe, 1F any, mearmngful significance as a
basis of judging the degeee of profitability of adviscry organizations. Theze are
service arganrations. They have no bncks and moitar, no pfant ar equipmeart, no
inventories, no raw matgnals, etc. The commonly accepted rules of accounting
referrcd 10 above are designed to apply to mdustnal and manufactunng types of
companias, nat to senvice organizalions @ wehich the principal assets arg human
beings. Other service organzalions whose “profit margins” would be as meaningless
include insuranae agencies, accousting firms, laws firms, manufacturers’ representatives,
ete. Morvastment analyst would attempt tojudge the profitabihity of a typical service
argan:zation on the basis of such a table as that presented by the S E.C. Tothe
avorage member of the public, however, the 5. E.C. table :5 hkely to be very misleading.

Fhe 5.E.Cm othar chapters of ks Beport, has stated that management fees
and caies charges are excessive and uawarranted. |0 this chapter on probf nrargins
the 5 E.C. attempts 1o “prove” the case by means of the meaningless pretax proft
margin taple referred o above.

We think they have failed to “prove’ 2nyihing in these areas excapt that therr
slaternents, contentions and implizations 2re, in certain imporkant respects, inacourate
angd misleadhng inthat they are unsupported by apprepriate and meamingful facts
and that they have farfed 1o state matenal facts necessary io make the facts stated

nol misieading.

LIMATED USE OF THIS ITATFMENT

We urge that for the time being use of information contaned i this statement be
Lirnted exclusively 10 correcUng mISconcepinens which your custormers may have
a5 aresult of having baen misled by news accounts generated by the 5 E.C. Heport,
Imgortant weark 1s being doae by the entiie secusities industry to caombat the imurious
effects that the Beportis having and to win our just case before the Congress.
We think that i would be ursaase at this pont 1o inv:te further canteoversy in the press.

We take this opportunity to commimend the Investiment Bankers Association of
America for its firm and thoughtful statement ohjecting to vanous provisions of the
S.E.C Reportto Congress and to endarse the pasinons it has taken.

il 5’%

Fresident
January 26,1967 VAMCE, SANDERS & COMPAMNY, INC.
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