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TABLE VIII-27.-Individual stockholder sales of shares of investment advisers or 
principal underwriters to the public, 1955-60 

0 and under $1 ................................. 
$1 and under $10 ............................... 
$10 and under $50-. ............................ 
$50 and under $150.-. .......................... 
$150 and nndor $300 ............................ 
$300 and under $W.. ....................... 
$600 and over ................................... 

Open-end company assets (in millions) 

Tot&. .................................. 151 1 21 1 13.9 1 53,009,378 

1 Percentage of advisers in size class. 

Public sales have been made by large stockholders of 21 advisers 
or their affiliated underwriters during the &year period 1956 to 1960, 
inclusive.20 The tempo of such sales increased during the period, with 
a heavy concentration in 1959 and 1960. It can be seen in table 
VIII-27 that shareholders of the larger systems predominated in public ., 
sales of shares, both in number and dollar proceeds. Of the 21 ad- 
visers or affiliated underwriters whose shares were publicly sold by 
large shareholders during this period 11 were in the largest 3 size 
classes. And as we would expect, the number of advisers and/or 
underwriters with large stockholder sales is directly related to the 
size of open-end company assets subject to control, with the exception 
of the interruption in the $50 to $150 million class. We can also see 
from table VIII-27 that 99 percent of the net proceeds from share- 
holder public sales of adviser or underwriter shares accrued to those 
in the largest three size classes, which accounted for $52,503,118 of an 
aggregate net revenue amounting to $53,009,378. 

Of the 21 selling groups, in 11 cases the shares sold were all voting 
common stock; in 6 cases the shares sold were entirely nonvoting 
common or preferred, and in 4 instances both types were involved 
in the ~ub l i c  sales. Of the three public sales by large stockholders 
in the largest size class, all involved sales of nonvoting stock exclu- 
sively. Of the six cases of public sales involving large shareholders of - 
advisers in the $300 to $600 million class, three involved voting 
common entirely, two were exclusively sales of nonvoting stock, and 
one involved both. 

These sales have of course increased the number of advisers and 
affiliated underwriters that are publicly owned. Even before this, 
however, there were a number of advisers with significant outside 
ownership and a sizable number of shareholders. Apart from the 21 - 
adviser groups shown in table VIII-27, a t  least 18 other groups 
qualify as publicly owned, either having sold shares to the public or 
having (directly or indirectly) over 100 shareholders a t  the end of 1960. 
Of these 18, 3 were insurance company subsidiaries whose parents had 
100 or more shareho!ders, and 6 others were engaged mainly in 
banking or a trust business. 

Number of 
adviser 

groups in 
class 

20 In addition to sales to outside interests there were at least 4 instances of sales of privately held stock 
to officers and employees of the adviser 2 sales of substantial partnership interests. 2 resales at book 
value (per agreement) because of retiremeh or separation from employment, ,and 1 instance of an estate 
resale of 10 percent to an executlve of the adviser and M) percent to the advlser. 

Number of adviser (or 
underwriter) groups with 

individual storkholder 
sales to public, 195660 

Number I Percent 1 

Net proceeds 
of public sales 
by individual 
stockholders, 

1956-60 
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B. AFFILIATIONS O F  ADVISERS WITH OPEN-END COMPANIES, DISTRIBUTORS 
O F  OPEN-END COMPAXY SHARES, AND BROKERS 

Relationships with open-end investment companies advised 
In the discussion of the control of open-end companies in chapter 11, 

it was shown that the overwhelmingly predominant form of control 
of these organizations, applicable to 139, or 89 percent of 156 com- 
panies studied, was management control. "Management control" 
was there defined as a 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. 

The predominance of this form of control was there related to the 
wide diffusion of mutual fund shares, the redemption privilege, and 
the fact that many mutual fund shareholders are buying the invest- 
ment supervisory service of a particular management group. I t  was 
concluded that under these conditions, even where the stockholder 
does possess the formal right to vote for trustees, directors, or the 
renewal of management or underwriting contracts, the maintenance 
of control by the promoting management group through the normal 
operation of the proxy machinery is a foregone conclusion. 

I t  was also found in the earlier chapter that the strategic position 
of the investment adviser in the management of an open-end 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 investment ad- 
visory contract is entered into by the promoter-management group 
before any securities are sold. The initial sale of securities is made 
to a small roup of promoters, their friends and relatives, and advisory 5 clients of t e promoters, as a private offering. The going concern is 
thus staffed initially with personnel selected by and frequently 
identical with that of the managernat group that enters into the 
advisory contract with the investment company. I t  is unusual for 
the mutual fund a t  any time to have a separate existence, with differ- 
ent facilities and personnel, from that of its adviser. Once such ar- 
rangements and rdationships have been established they are virtually 
unassailable. for the reasons already mentioned as consolidating control 
by a promoting management (There has been no &se of a 
proxy fight to oust the management of a mutual fund, a t  least since 
1946, although there was a proxy contest between contending invest- 
ment advisers to establish themselves in place of a management group 
ousted as a result of intervention by the Securities and Exchange 
Commission.) 

The dominant position of the investment adviser in the control of 
the affairs of open-end investment companies can best be seen by 
looking a t  the interamiations of personnel of the two types of or an- 
ization. In many cases the distinction between adviser and ctent 
company is strictly legal, the investment company possessing no office 
or personnel independent of that of its agent the investment adviser; 
and a substantial number of advisory contracts provide that the 
adviser will supply the investment company with office space, clerical 
help, and executive and other personnel. 
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TABLE VIII-28.-A$iliations of open-end investment company directors, oficers, 
principal oficers, and trustees, with their investment advisers (1960) 

Percentage of !n- 
vestment compay  
personnel affiliated 

with the invest- 
ment adviser 

Investment com- 
pany directors 

-- 
Total .......... I 2 Im I Irn o 

Investment com- Investment com- Investment com- 
pany officers pany principal pany trustees 

officers 1 

.um*r 1 / zn; 
of c0.m- Percent of cqm- 
panies 

Numher 
Percent of com- 

panies 
Percent 

1 Principal officers as used here includes vice presidents presidents and chairmen of boards of directors. 
2 Excludes 16 trusts without officers or directors, 15 tr&ts with tristees (see last column), and 9 invest- 

ment companies that failed to give adequate mformation on afiliations. 
Includes 3 trusts that have officers as well as trustees. 

The affiliations of open-end company directors, officers, principal 
offic-ers, and trustees with the investment adviser are shomn in t a b l ~  
VIII-28. The term "affiliated" is used here as follows: Officers, 
principal officers, and trustecs of the investment company are re- 
garded as affiliated with the adviscr if they are officers, directors, 
partners, employees, or owners of 5 percent or more of the stock of 
the adviser, its parent, subsidiaries of the adviser or its parent, or 
the 1qa l  counsel of the adviser or one of its supervised investment 
compmies. Directors of the investment companies are included :IS 

affiliated with the adviser if they mcet the criteria :~pplicable to 
officers or if they serve as officers or employees of the investment 
company. Thesc definitions are approximately those given in 
section 2(u)(3) :md section IO(:t) of the Investment Cornpuny Act 
of 1940. 

As niwy be seen in table VITT-28, in the case of 140 of 195 applicable 
open-end investment companies with investment advisers, or 7 1.8 
perccnt of the total, all of the principal officers (president, vice 
presidellts, c l~ i rmrtn  of the board) were affiliated with the investment 
adviser; and in 180 of the 195 cases, or 92.3 percent of the totill, 
one-half or more of the principnl officers were affiliated with the 

- 
udviser. In  126 of 195 cases, 64.6 percent of the total, every officer 
of the investment company was affiliated with the adviser, and in 179 
instances, or 91.8 percent of the total, one-hall or more of the officers 
were affhtted with the investment adviser. 

Affiliated persons are less corninon among boards of directors of 
open-end companies. Since we are including directors who are 
officers and employees of the investrnerit company as affiliated with * 

the adviser, in all instances some member of the boards of directors 
was affiliated with the adviser. However, in only 70 of 192 cases, or 
36.4 percent of the total, were one-half or more of the directors affili- 
ated with the investment adviser. This is due largely to the provisions 
of the Investment Company Act of 1940 which required that,  with 
some special exceptions, boards of directors of registered open-end 
companies consist of not more than 60 percent of persons who are 
officers of the investment company or are otherwise affiliated with the 
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adviser, and lpss than 50 percent of persons affiliated with a regularly 
employed broker, principal underwriter, or investment banker of the 
investment ~ o m p a n y . ~ '  

The significance of this substan tin1 represeri tation of unaffiliated 
open-end company directors dcperrds on two factors: ( I )  the degree of 
independence of thrse directors from the controlling management 
group of the investment adviser, who are the pro~iioters and are 
usually represented by a majority of the principal officers of the in- 
vestment company; and (2) the extent to which boards of directors, 
and particularly the unaffiliated directors, play an actirr role in the 
management of the affairs of the companies. 

With resprct to the degree of independence ol unaffiliated members 
of the boards 01 tlirectors ol open-end companies, our infornlation is 
sparse. I n  the special quest ionnaire to investment companies, ad- 
visers and underwrit crs, each open-end company was asked to indicate 
with respect to eavh director and officer- 
by whom he was proposed to be a director or officer of the investment company 
and * * * any understanding or arrangement pursuant to  which he was so elected. 

None of the cornpanics, riccording to their replies, had any under- 
standings or a~mngei~ients  with any directors or officers except for the 
faithful discllargc of the duties of office. However, riot all companies 
rcplied to this qucstioii, arid "understandings" may be too subtle and 
elusive to be definable or likely to elicit rileaningful responses. On the 
matter of' the peibsou proposing officcrs and directors, in the 846 replies 
received to this qucsiiorr 1.elati1ig. to unaffiliated directors, 273, or 78.9 
percent were proposed by individuals affiliated with the investn~erit 
adviser, usunl1~- t h c  president or S O J I ; ~  other affiliated priiicipal oficcr 
of the investnlerit conlpany. 

I t  should be noted that a nonaffiliated person may and frequently 
does invludc a relative, a close personal friend, or u business associate 
falling ~ut~siclcl of !h scopc3 ol' the li~rlited definition of '(affiliated per- 
son" in section 2(a)(3) of the act of 19-26.'? 11 seems likely that 

21 Srction 10(a) and (b). 
In the original investment company bill i t  was also prori11t.d that a majority of the directors had to he 

inde~endcnt  of the adviser. The rationale for the subseouent reduction to 40 Dercent was that "it is dim- 
cult ?or a person or firm to undertake the management of an investment company, give advice, when the 
majority of the board may repudiate that advice." Still since the manager has a pecuniary intwrst in 
"the method of running the trust" somc "indcpmdent chick" upon the management should& provided. 
(Testimony of Mr. David Schenkcr, counscl in charee of thr SEC investment company study Invrstnlent 
Trnsts and Investment Companies " hrnr inp  on H.R. 10065 76th Cona. 3d sess. (1940), pd. 1W110.) 

I t  should he noted that this line Af armment relates mainl; to the ma&rmmt of the investment port- 
folio, which rr.ay involve some conflirt of i n t ~ r r s t  betaeen advism and shareholders but not necessarily s?lf- 
dealing. With respect to the mana.p?mmt fee and provisions 01 the nlanagement'contraet, however, per- 
mittiup the affiliatcd Iyjority to vote would br to permit clear sell-(lealing. In discussing the original bill 
Mr. Schenkrr stated We say that i: you want to act as investment adviser you can act as investmrnt 
advisw and grt a fee (or this advice, but the ultirnat? dccision should be a i t h  the independents." ("Invest- 
m m t  Trusts aud Inm-stmrnt Compnnirs," hearings on S. 3.580, pt. I (19401, p. 950). Since, in the ammded 
version of the bill, if the manawment contract is uot suhmittrd to a rote of the shareholders i t  must be ap- 
provrd by a majority of unaffiliatcd dircrtors, i t  appnars that thv ultimate resolution of this important issut. 
is still Irft a i t h  thc indrpendmts. I t  would also sccm r~mouablc- to conrlude that in considering the terms 
of the managemrnt contrart i t  was assumc~d that the unaffiliated directors would act independently as repre- 
sentativps of the share holders of t h ~  mutual fund. 

This distinrtion betwren an " indepndmt  chcrk" applicablr to invrstment managemmt, and a more 
stringent votinereqnircn~rntfor transartior~s involving Txjor ronflirts of interrst is supportrd bythe follow- 
inastat-mmt by a disti i~~nishcd i n t q r e t , . r  of thc act of 1940:"Th~ theory of tll;srs provisions [ f  scc. 101 is 
(1) that it is d.sirahlr that a11 i n v  stu.'wt conipmv tmnsa-ti '13s III? subjPrt to thrs~rntinq-ofat lrastnminor- 
i ty ot dirwtors in& y n d c r t  of thr nlauagcmzntknd (2) that in r w s  where affiliations of dirertors might 
involve ronflirts of i n t v  s t  storkholders mi3 cntitl, (1 to the protortion affordrd bv thr  rxistenrr of:t majority 
of disint-r, st-d dirertors.  his l a t t ~  provrtion coupled with thv spvifir  prohibitio~s on crrtain tmnsac- 
tiors of dirwtors and affiliattd p-rsors and nth-; safqqiards of thr act was ~lvcmcd suffi-i~nt." (Jar,%zl;i. 
"Tho hv-stmr7.t Cowpans Ant of 1840," Washincton University ~ a u !  Qnnrt',rly. Apr. 1041, pp. 319-R20.) 

22 It is also worthy of note that it director who serves as such for two or more opsn-pnd cornpanics ninnnged 
by a single adviser, hut who is not otherwise amli;tted with the adviser, is oxcludcd both here and in tho 
act of 1940 from inclucion as an affiliated pcrson of thc investment adviser. uestlon may be raised how- 
ever, whether it is realistic to ronsider as an unaff?liatcd prrson one who is s$ecte& hy the adviser and as- 
sorinted with its personnelin seveml presumably independent ventures. A redefinition of affiliated pcrson 
to include these cases mould leave many of the multicompany systrms without any uuatliliated directors. 
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where unaffiliated or "independent" directors may be selected by a 
controlling management group, the latter will be able if they desire to 
arrange for a friendly board that is independent in only a limited sense. 
Moreover, thwe appears to bc no feasible way of defining "affiliation" 
SO as to overconle this diffculty to any grcat extent, while the power to 
choose directors is still in the hands of the ~nanagement. 

Turning to the role of the board of directors in the management of 
the affairs of open-end companies, we find, first, that in response to a 
question relating to the frequency of meetings of the board of directors 
of open-end companies, in the case of 85 of 158 different replies from 
investment company groups, or 53.8 percent of the total, the board of 
directors met only quarterly or less frequently. In only six instances, 
or 3.8 percent of the replies, did the board of directors meet more fre- 
quently than monthly. In 43 cases the board met monthly, and in 
64 instances, quarterly. As may be seen in table VIII-29, the boards 
of directors of the larger systems tend to meet more frequently than 
do those among the smaller size classes. I t  may be noted that this 
reflects the frequency of monthly meetings among the larger systems; 
only one adviser group with assets exceeding $150 million had open-end 
company board meetings more often than monthly. These figures on 
frequency of board meetings indicate that for most investment com- 
panies the board of directors does not play an active role in the day-to- 
day management of company affairs; and they suggest that for many 
companies the board may have very limited functions as regards in- 
vestment decision making in general. 

This conclusion is strongly reinforced by responses to a series of 
questions concerning the process of investment decision making in the 
investment company business. Of 161 different replies from open-end 
comptmy groups supervised by an investment adviser, in only 29 
instances (18 percent) did the board of directors have to give its ap- 
proval before a new security (not in the company portfolio or on an 
approved list) could be acquired. None of these 29 were members 
of an adviser group with assets in excess of $300 million, although most 
of the co~npanies in these larger groups had monthly directors' meet- 
ings. In 17 cases an approved list was formally part of the machinery 
of decision making, but in a number of such cases the approved list 
was not strictly binding and exceptions could be made by a smaller 
decision making body (or person). In 15, or 9.3 percent, of the 161 . 
replies, board approval was needed for day-to-day purchases and sales 
of portfolio securities. Twelve of the 15 were among the systems with 
assets under $50 million; none applied to systems with assets exceeding 
$300 million. 



TABLE VIII-29.-Frequency of ineetings of boards of directors of groups of open-end investment companies managed b y  1.54 investment 
advisers, 1960 

Open-end company assets 
(in millions) I Over l2 

Number of meetings per year 

0 and under $1 ................. 
............... $1 and under $10 

$10 and under $50 
............. $60 and under $150 

$150 and under 000 ............ 
$300 and under $600 
$fdW and over. 

Total .................... 

Monthly Less tban 12 and Quarterly 
over 4 

Number Percent Number Percent Number ----- 
7 22.6 5 16. 1 11 
5 10.2 7 14.3 28 
11 30.6 5 11.9 1 16 
17 50.0 .................... 4 

6 50.0 1 8.3 3 
2 7  63.6 11 9. 1 ' 2  
5 100.0 .............................. 

Number 
-- 

2 
2 

.................................. 
1 
1  

................................ 
..................................... -- 

6 

Percent 

35.5 
57. 1  
44.4 
28.6 
25.0 
18.2 

Percent 

6.5 
4. 1 

7. 1 
8.3 

3.8 

Less than 4 Irregular 

Number Percent Number Percent 
---- I l l  

Total 

Number Percent 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

-- 
100.0 

1 Includes 1 of 2 investment company boards of directors under contract with a single J Total includes 4 cases in which an investment adviser supervised companies with 
adviser with different numbers of meetings per year. different numbers of director meetings per year. 

2 Includes 2 cases where 2 investment company boards of directors under contract with 
single adviser had different numbers of meetings per year. 
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Table VIII-30 summarizes the reported loci of decision making 
authority, including the affiliations of these decision makers with the 
investment adviser, for the 132 cases (161 less 29) where new 
securities could be purchased prior to approval of the board of directors 
of the investment company. The table indicates that in 44, or 32.6 
percent, of the cases an executive committee of the investment com- 
pany was the active decision making body; in 39 cases (28.9 percent) . 
officers of the investment company were reportedly the active decision- 
makers; in 16 instances (11.9 percent') the president of the company 
was the key decision maker; in 14 instances the investment adviser 
or one or more of its officers were stated to have the authority to 
acquire new securities for the investment company; and in 22 cases 
(16.3 percent) the executive committee of the investment adviser 
was reportedly the active decision making body. 

It will be noted from the breakdown of affiliations in table VIII-30 
that all 16 presidents reported to be active decision makers were 
directly affiliated with the investment adviser, and in fact 10 of them 
were also presidents of the investment adviser. All of the members 
of 30 of the 44 executive committees of open-end investment companies 
referred to in table VIIl-30 were affiliated with the adviser. We can 
see that in some four-fifths of the 135 cases under consideration, the 
individual or group decision making unit was 100 percent affiliated 
with the investment adviser; and in 9 out of 10 cases a majority of the ' 

decision making group was affiliated with the investment adviser. 

TABLE VIII-30.-LOCUS of decision making authority for in ter im purchases of new 
securities, b y  open-end investment companies, 1960 

-- 

I Percentage of decision makers nffiliatcd with irlvcstmont advispr 
--- 

Decision makmg person or body 
/ 100 percent 1 50-99 1 4 9  

percent percent 

Per- 
cent 
- 

..... 

...... 

. ---~ 

..... 

...... 
-- 

3. 7 

1. President of the investment com- 
pany.. ........................;.... 

2. President and other officers of the 
............. investmcnt company. 

3. Executive committee of.the invest- 
ment company .................... 

..-. 4. Investment adviser or its officers 
5. Executive committee of the invest- 

ment adviser.. .................... 

Total ...................... .... 

Total 

I'm- 
cent 
- 

11.9 

28.9 

32.6 
10. 4 

16.3 - 
100.0 
- 

12 difftrent companies managehby thc same adviser. 
2 3 different companies suporvised by the same adviser. 

2; It wlll be observed that the total number of cases included In tablo VIII-30 n 135 rather than 132. 
This is due to the fact that in three instances affiliations differed for two or more companies in the same 

- 
system; and m order to glve a complete picture of amiations, three Cases Of double-counting resulted. 

I6 

128 

2 30 
3 

22 - 
109 

...... 

...... 

: - 
80.7 

I- 

Num 
her 
- 

1 I 

3 
1 

.---- 

Num- 
bcr 
- 

................. 

6 

2 7 

- 
13 

Per- 
cent 
-- 

............... 

...... 

. . .  

..L..- 

Per- Num- 
cent ber 
- 

, i 
- 1  

...... 

...... 
.............................. 

......-........--....-- - - 
1.91 5 

4 

2 4 

- 
. 9.6 
- 

8 
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,4$liations with underwrifers and dealers 
The principal underwriting function is essentially that of wliole- 

saling investment company shares as needed from the company nt 
net asset value, and the distribution of these shares through a selling 
group of mutual fund dealers for retail sale a t  net asset value plus a 
commission. The size of the commission or "sales load" varies 
between companies and by slze of purchase. Typically the sales load 
is 8 or 8.5 percent of the total selling price of shares (or 8.7 and 9.3 
percent of net asset value) for purchases up to $25,000 in size, with a 
gradual decline in loading charge thereafter. The sales load for 214 
open-end companies for small purchases is described in table VIII-3 1. 

I t  may be observed that over half of the companies included in 
table VIII-31 had a sales charge of 8.0-8.9 percent, and t h ~ t  over 
two-thirds fell within the 7.0-8.9 percent range. There is a st2~t~is- 
tically significant relationship between company or group asset size 
and the sue  of the sales charge. This is due in considerable measure 
to the concentration of no-load and small-load companies (under 4 
percent) among the srnaller groups. However, i t  also reflects the 
great emphasis which many of the larger systems place upon selling 
investment company shares. They have found that high retailer 
commissions induce selling efforts that increase the rate of sales of 
investment company shares (other things, including performance, 
being given) .24 

24 See ch. V. 
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The sales charge is split between the underwiter and retailer, with 
the latter usually get ting between two-thirds and seven-eighths of the 
total. In  other words, the underwriter usually retains between 1 and 
2.5 percent of the 8 percent load, the retailer obtaining 5.5 to 7 percent. 
For its share of the load, the principal underwriter builds and caters 
to the needs of a dealer organization, supplying its members wich 
sales literature, maintaining records of channels of sale (for the dis- 
tribution of rewards, and for other purposes), trans11 itting securitics, 
frequently supervising accumulation plans, etc. I t  d<*es not, however, 
assume the risk, usually associated with underwriting, of a fall in the 
price of investment coinpany shares between the time of underwriting 
acquisition and final sale. I t  serves as a transmittal agent rather than 
as an independent purchaser, acquiring the shares from the company 
as required and remitting to the company the net proceeds of the 
sales after the applicablc commissions have been deducted. 

With large sales of mutual fund shares, gross income from undrr- 
writing can reach very substantial levels. I t  was shown above in 
table VIII-4 that even without regard to parents, subsidiaries, and 
other amiated organizations that underwrite open-end company 
shares, in 31 instances underwriting provided investment advisers with 
their largest source of gross income. And in table VIII-5, where affili- 
ated organizations were taken into account, income from distributing 
the securities of mutual funds was found to be the largest source of 
gross income for the control groups of 48, or 29.4 percent, of 163 
advisers. 

We turn now to the details of the affiliations between investnlent 
advisers and underwriters of open-end company shares. In  the 
case of five advisers there were two principal underwriters; on 
the other hand, there were 35 cases of advisers supervising no-load 
companies (29) or companies not selling shares (6) ; and information 
was unavailable for two very small systeins. Our working universe 
is therefore 131 units (lfM+Fi--3j-2), consisting of 126 advisers 
plus five cases where an adviser is counted twice becausr of a dual 
underwriter. 

In 68, or 51.9 percent, of the 131 cases where underwriting functions 
were a direct source of income, the investment adviser itself performed 
the underwriting function and derived income from this activity. 
In  31 instances this was the adviser-underwriter's primary source of 
income, and in 60 cases the income from underwriting was one of the 
three most important sources of gross income to the organization. 

In eight instances the principal underwriter was a subsidiary of the 
investment adviser, and in six cases the investment adviser was a 
subsidiary of the principal ~ n d e r w r i t e r . ~ ~  In  28 cases, or 21.4 percent 
of the total, the underwriter was majority-owned by one or more of 
the controlling persons of the investment adviser. 

Thus the control groups associated with investment advisers derive 
income directly from underwriting in 110 (or 84 percent) of 131 
relevant cases. In  addition, in three instances controlling individuals 
own substantial minority interests in underwriters of fund shares, 
and in 12 cases they are otherwise affiliated with underwriters through 
very small ownership interests, family relationships, or interlocking 
officers and/or directors. This leaves only six, or 4.6 percent, of the 

This exceeds the number of adviser subsid~arles of underwriters in table 2 because one underwriter 
parent is also a broker and the adviser appears there as a subsidiary of a security dealer. 
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131 cases where the underwriting of open-end shares is a source of 
direct income as instances where unaffiliated underwriters are employed 
in this function. 

While the groups that control investment advisers generally have 
a direct financial stake in the underwriting of the shares of open-end 
companies, they are less frequently involved directly in the retailing 
of investment company shares. 01 the 131 cases where shares were 
sold at  a positive sales charge through an underwriter, and then to 
investors a t  retail, in only 68 instances, or 51.9 percent of the total, 
did the adviser or an affiliated organization retail a substantial volume 
(10 percent or more) of open-end shares. In 34 of these cases (26.0 
percent of the total) the adviser itself was a substantial retailer, in 
such cases usually accounting for 75 percent or more of retail sales. 
I t  is of interest that in only two instances among the advisers with 
assets exceeding $50 million, did the adviser also retail a substantial 
value of investment company sharesz6 The remaining 32 cases of 
adviser-retailers occurred in the smaller size classes, where direct retail 
selling is clearly more predominant. 

In  18 cases, or 13.7 percent of the total, substantial retailing of 
investment company shares was done through an affiliated under- 
writer, and in 16 cases (12.2 percent), a significant volume of retail 
sales was carried out through an affiliated retail firm. In these cases 
also, retail selling through affiliated organizations was heavily con- 
centrated among the advisers managing less the $50 million of open- 
end company assets. Only three of the 34 cases of substantial retail 
sales through affiliated organizations could be found in the size classes 
of $50 million or more; the other 29 occurred among the smaller 
systems. 

I t  should be noted that despite the greater relative importance of 
direct retail selling to the smaller advisers and groups, the big systems 
dominate the industry in terms of asset totals and volume of shares 
sold, and two of the largest systems sell all or most of the shares of 
their open-end company clients directly. Investors Diversified Serv- 
ices, which sells all the shares of its five open-end compa~iies through 
its own sales organization, sold $286.1 million of such shares in 1960, 
an amount substantially in excess of the end of 1960 assets of all 92 
companies in the two smallest size classes. Approximately 90 percent 
of the shares of United Funds, Inc., is sold a t  retail by Waddell R. 
Reed, Inc., a selling organization which is the beneficial owner 
of 50 percent of the voting stock of Continental Research Corp., 
the investment adviser of United Funds. This system, which is the 
fourth largest in the country (and the third largest with an invest- 
ment adviser), utilized approximately 4,000 salesmen in fiscal 1960, 
to sell $217.9 million of United Fund shares ($107.5 million cash sales 
and $110.4 million in face amount of periodic investment plans). 

In  addition to these major systems that sell principally through 
their own sales forces, three other large systems engage in substantial 
retail selling either directly or through an affiliated organization. 
The two most i m p ~ r t a n t , ~ '  which rival IDS and Waddell (e Reed in 
the size and scope of their selling operations, are F.T.F. Management 
Corp. and Hamilton Management Corp. Approximately 90 percent 

26 We exclude no-load companies from this generalization. 
n In the third case, a substantial volume of the shares of the open-end companies manqed by Van Strum 

& Towne, h e . ,  was sold through King Merritt & Co., both organizations being subsidiaries of Channing 
Cop. 


