
CHAPTER I11 

THE MANAGEMENT FUNCTION AND ITS COST 
T o  avail themselves of professional management and portfolio 

diversification, increasing numbers of Americans have been entrusting 
their capital to investment companies. In 1965 they paid more than 
$130 million to the managers of such companies for investment ad- 
visory and other managerial services. This chapter deals with the 
question whether requirements for approval of advisory contracts 
by shareholders and unaffiliated directors-the “few elementary safe- 
guards” deemed adequate regulatory controls over manag.ement 
compensation in 1940 ‘--continue to be adequate today in view of 
the present size of the investment company industry and its prospec- 
tive future growth. 

Mutual fund advisory fees have become the subject of considerable 
controversy as a result of the substantial growth of the funds during 
the last decade. Since 1959 the propriety of the fees paid to 18 
advisory organizations serving most of the larger funds in the industry 
has been attacked in over 50 lawsuits brought by fund shareholders 
in State and Federal courts. The complaining shareholders contended 
that the compensation of the fund managers was excessive and violated 
applicable State law as well as the Investment Company Act. 

Most of this litigation was terminated through settlements provid- 
ing for future reductions in adviFoy fee rates. To the extent that 
the courts had occasion to scrutlme these fees in approving settle- 
ments or in passing on the merits of the plaintiffs’ contentions, they 
were able to do so only on the basis of evidence placed before them in 
particular cases and under State law concepts which required the com- 
plaining shareholders to prove that the advisory fees under attack 
were so “shockingly” excessive as to constitute a “waste” of fund 
assets.2 Hence the shareholder litigation could not answer the basic 
question raised by the Wharton Report as to the reasonableness of 
mutual fund advisory fees. 

Section A describes the man- 
agerial services that investment companies use. Sections B through 
F outline the arrangements by whlch they pay for such services, 
analyze the costs of such services to both externally and internally 
managed investment companies and compare those costs with the 
costs of similar services to other types of investment advisory clients. 
Section G examines the extent to which existing safeguards provide 
for reasonable limits on managerial compensation and presents the 
Commission’s recommendations for changes in the law to  enhance its 
efficacy in protecting the interests of investment company share- 
holders. Finally, section H deals with the special problem of pro- 
tecting shareholder interests in connection with sales of management 
organizations. 

This chapter considers that question. 

1 Senate Hearings 252. See pp. 69-70, infra. 
2 See pp. 132-141, infm. 
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84 IMFLICATIONS OF INVESTMENT COMPANY GROWTH 

A. THE MANAGEMENT FUNCTION 

1.  Portfolio management 
An examination of management costs in the investment company 

industry should begin by considering the process of portfolio manage- 
ment, the central factor in investment company operations. Invest- 
ment company portfolio management involves a number of common 
elements. Although the emphasis placed on each element varies 
widely from company to company and from complex to complex, in 
most respects such management is not essentially different from the 
management of other large portfolios of securities. 

(a) Analyses of the economy and of the securities markets 
Investment company managers work within limitations imposed 

by the companies’ fundamental policies and guidelines provided by 
basic investment objectives stated in the prospe~tus.~ The managers, 
however, usually have discretion to adapt a fund’s portfolio policy to 
their evaluations of the present state and future prospects of the 
economy in general and of the securities markets in particular. I n  
making such evaluations they rely on information generally available 
from business, financial, and governmental publications. In  addition, 
some investment company managers utilize the services of full-time 
economists, and some have economists on their boards of directors or 
advisory boards . 

The post-World War I1 era, generally, has been characterized by 
business prosperity and an upward trend in stock prices. The pre- 
dominant tone in the business community, including its investment 
company segment, has been optimistic. Accordingly, even though 
at  times investment companies have maintained relatively large 
cash reserves, during the period as a whole most investment companies 
have adhered to a policy of investing in common stocks to the extent 
permitted by their basic objectives. Analyses of particular industries 
and of specific securities have therefore become the most important 
part of the portfolio management function. 

(a) Analyses of particular industries 
Although most funds seek to maintain broadly diversified port- 

folios, their managers’ appraisal of the relative prospects of different 
segments of the economy will exert considerable influence on invest- 
ment policy. For example, a fund may as a matter of policy usually 
have some oil, utility, and automotive stocks in its portfolio. But the 
proportionate share of each of these industries in the total portfolio 
will v q  from time to time in accordance with the managers’ changing 
assessments of the outlook for particular industrie~.~ And, of course, 
even the most highly diversified investment companies liquidate 
holdings in an industry whose prospects are deemed highly unfavor- 
able. Though industry analysis plays a lesser role in the manage- 
ment of so-called “specialty funds,” which confine their investments 

See pp 45-46 supra. 
4 The A& defdes an advisory board as a board.which consists solely of per.sons who do not serve the fund 

in any managerial or executive capacity and which has advisoiy functions as to investments hut no power 
to make investment decisions. Sec. 2(a) (1). 

5 Signitieant changes occur from t i e  to time in the industry composition of investment company port- 
folios. See Wharton Report 139-167. 
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to a particular industry or a limited group of industries: it is of some 
importance even there.’ 

(e> Selecting s p e c i ,  securities 
Although considerable effort may be directed to analyses of the 

economy, the securities markets generally and the prospects for various 
industries, the problem of selecting those securities most likely to 
fulfll the company’s investment objectives is central to the manage- 
ment process. While some fund managers concentrate their efforts 
on selecting the one or two companies in an industry which they believe 
have the best potential prospects, others favor diversification within 
a selected industry. In either case, many of the Il,aiiagers of the 
larger funds maintain lists of several hundred stocks as to 11 hich they 
coUect information on a more or less continuing basis. Xesponsibility 
for keeping this information current and for initiating reconmenrla- 
tions with respect to purchases and sales is normdly divided art;oi<g a 
number of analysts. Since the number of industries usually exceeds 
the number of analysts, a single analyst is normally assigned to several 
industrie~.~ 

In evaluating specific securities there is a marked tendency to 
pay particular attention to factors deemed indicative of the quality 
of the particular company’s management. Many fund managers 
place great stress on mpressions of portfolio company managements 
derived from field visits.1° 

One fund manager stated that since the basic facts concerning a 
company are readily-available in financial manuals and other pub- 
lished sources, the prmary contribution which an analyst can make 
to tne investment decision-making process is a firshand evaltluawn of 
company management. At anotherlarge fund complex, each analyst 
was expected $0 visit four companies every other \reek. The analysts 
at this corndm made 500 to 750 field visits a year. Hmever, 
some managers place little stress on field visits. One such manager 
stated that it is skeptical about field visits because it believes that 
analysts seldom get an object{ve and useful picture of the corporation 
visited, since corporate executives are alert to “sell” their corporations 
to visiting analysts. 

Regardless of the varying stresses investment company managers 
place on field visits, such visits often are used to supplement t’heir 
analyses of the inform ation concerning particular industries and com- 
panies generally available from the companies’ Gnancid and other 
reports, from financial and business manuals, and from other publica- 
tions. Many managers-including the largest ones-also supplement 
their own staffs’ analyses of particular industries and companies with 
those of analysts employed by brokerage houses and considered by the 
managers to be particularly knowledgeable in certain areas.” In  

6 Seep. 40 supra. 
7 For example a fund that limits itself to insurance and bank stocks may take account of the relative 

Prospects of the kife, fire, and casualty segments of the insurance industry of banks in different sections of 
the countrv, and of “wholes.ale” hanks, i.e.. those which dezl primarily di th relatively small numbers of 
substantial customers and m t h  other banks as agamst “retail” banks which provide a broad range offinancial 
services to a mass clientele. 

E Varying investment objectives influence the choice made. Thus fund managers may choose different 
stocks for an income-oriented fund than for a growth-oriented fund. ’Liberal yield would be an important 
criterion for the income fund but a matter of little or no consequence for the growth fund. 

For example, the managers of the largest fund complex assigned one of their analysts to the following 
industries: Aircraft manufacturing, construction materials and maintenance, electrical and electronics, 
hotel and real estate, and motion picture and television. 

10 wharton Rroort 424. 
11 The supplementary investmjent advisory services obtained from brokerage houses are paid for by 

allocating to such houses a port ih  of the brokerage commissions generated by the funds portfolio trans- 
actions. See pp. 163-164, supra. 
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particular instances they also use the services of outside management, 
engineering and technical consultants. 

Although the managers of most funds place considerable emphasis 
on the evaluation of basic information with respect to particular 
issues, many supplement this with technical evaluations of market 
behavior. Emphasis on this factor tends to be greatest in funds 
that pursue active trading nolicies and attempt to ilredict shcrt-run 
market activity in particular issues. In  recent years, even funds 
which usually invest on a longer-term basis have placed somewhat 
greater emphasis on active trading.12 

Exchange funds, on the ot’her hand, are required by the tax con- 
siderations responsible for their existence to eschew a policy of active 
trading.13 Because portfolio changes by an exchaage fund have 
marked tax consequences for its shareholders, its most important 
investment decisions are made when the fund is organized and the 
securities for which it will exchange its shares are ~e1ected.l~ 

The depth of the markets in a particular stock may also be a signs- 
cant factor in investment decisions. A fund that wishes to buy a 
substantial block of securities sometimes finds it diflicult to implement 
its investment decision without upsetting the market.Is Sometimes 
funds have to forego the purchase of a particular security because they 
are unable to obtain within a reasonable time an adequate quantity of 
the issue at an acceptable price. The depth of the market in particular 
issues may be important even to investment companies that ,ire small 
by the standards of the investment company industry, since even 
their transactions, especially in relatively inactive issues, can have 
significant effects on the market. 
2. Nonadwisory sermces 

I n  addition to portfolio management, the operation of an investment 
company requires a variety of other management and administrative 
services. They include the preparation, printing and distribution of 
prospectuses, shareholder reports, and proxy material, the holding of 
directors’ or trustees’ and shareholders’ meetings, the issuance, transfer 
and cancellation of share certificates, the payment of dividend and 
capital gain distributions, and compliance with State and Federal 
regulatory requirements. Although these services are not different 
from those generally required by all publicly owned business enter- 
prises, mutual funds make more use of many of them because they 
offer and redeem their shares on a continuous basis. 

Other management and administrative services required by an in- 
vestment company are closely related to its business of investing in 
securities. These include brokerage services, safekeeping of the 
company’s port,folio securities and other assets, receipt and delivery 
of securities bought and sold, receipt of dividend and interest income, 
proxy material and other communications from issuers of portfolio 

11. See pp. 304-306, infra. 
13 See N. 68 at p. 42 supra. 
14 Exchange funds gave appealed to persons who wished to exchange their highly appreciated securities 

for fund shares so as to obtain the benefits of diversification without exposing themselves to capital gains 
taxes. Since the tax basis of suce funds’ portfolio securities is generally B small fraction of their market 
value, portfolio changes require a judgment that a switch from one security to another 1s so advantageous 
as to justify paying the capital gains tax to which a large portion of the proceeds of the sale would be subject. 
Ibid. 

16 The sale of large blocks of securities throyh ordinary market channels may also have thk effect. Hon - 
ever, secondary and other block distribution techniques have been used t o  solve this problem. See pp. 
161-162 and 282, infra. 
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securities-and in the case of mutual funds the computation, usually 
made once or twice daily, of offering and redemption prices for the 
fund’s shares. Many of these services involve the use of data process- 
ing and other office equipment and clerical personnel. Some of them 
require the services of professiosals such as lawyers and accountants. 
3. Adwisory organizations 

Like typical business enterprises elsewhere in the economy, some 
investment companies, especially closed end. companies, are internally 
managed by officers and staffs employed dlrectly by the companies. 
As noted in chapter 11, however, the management function of most 
mutual funds is contracted out to an external investment advisory 
organization, the principals of which are the persons who organized 
and promoted the fund from its ince tion or the successors of such 

sonnel on whose expertise the fund relies are employees of the adviser, 
not of the fund. The top decision-makers to whom these persons 
report are typically the full-time officials of the adviser. They may 
be also officers of the fund, but even in that event they receive all or 
most of their remuneration from the adviser. 

Although mutual fund advisory organizations often manage large 
pools of capital, even the larger ones generally employ relatively few 
people l7 and require relatively little capital of their own.lS Table 
111-1 shows that the advisory organizations to the 10 largest invest- 
ment company complexes, which had more than half of all mutual 
fund assets, employed a total staff of 1,784 full-time and 148 part-time 
personnel in 1965. Moreover, over half of those people were in the 
employ of a single adviser, Investors Diversified Services, Inc. (IDS), 
which had 1,007 full- and part-time employees not including sales 
personnel. The funds managed by IDS had about $5.2 billion in 
assets on June 30, 1966, and form by far the largest of all mutual 
fund complexes. However, even considering the size of the IDS 
complex, the size of IDS’S staff is not typical of mutual fund manage- 
ment organizations. It largely reflects the fact that, unlike the 
other advisers to the 10 largest complexes, IDS and its wholly owned 
subsidiaries are engaged in a number of businesses unrelated to its 
mutual fund activities which require extensive staffs. Most IDS 
employees spend most of their time in these other act i~i t ies?~ 

persons.16 In such instances, the ana P ysts and other professional per- 

16 See p. 46 infra. Of the 10 largest investment company complexes only 2-the &UT-MIGS complex 
and the soelled Broad Street comdex--.lre iutemallg manwed. See pp. 102-108 infra. 

17 The Whartou Report found that of 82 investment advisers, largely or primahy engaged in advising 
mutual funds at the end of 1960 54 had fewer than 10 employees and only 4 had 100 or more employees. 
In no instance did the number ok employees exceed 600. Whartou Report 444.. 

18 The Wharton Report found that 51 of the advisers referred to in the pmedmg footnote had a net worth 
of less than $100 000 and that only 11 of them had a net worth of $500 000 or more. Whartou Report 447. 

When a mutud f&d adviser’s net worth is  substantial-as it now is ih some instances-such net worth is 
often attributable to retain!d, earnings derived from a profit,ab!e advisory relationship and/or the needs 
of the adviser’s uonfund activities such as the operation of a bfe m s ~ c e  company. 

1s Like some of the other advisory or anizations IDS has a life mswance company subsidiary but it 
also is engaged in railway equipment &ancing a& extensive real estate mortgage business and (he face- 
amount certificate business. Since 1941 thislatt& phase of IDS’s activities has been c?rried on by its wholly 
owned subsidiary, Investors Syndicate of America, Ine. (June 80,1966, assets approxnnately ”24 rnlllion). 
However a number ofpre-1941 certificates issued by IDS itself are still outstanding. IDS is registered under 
the Act is  a face-amount certificate company. See pp. 37-38, supra. 
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Investment adviser 

TABLE 111-1.-Personnel employed by the investment advisory Organizations of 
the i0 largest investment company complexes as of Dec. Si, 1966 

Num- Aggregat 
ber of net asset 
funds man- 
man- aged b 
aged b 

I_I_ 

I I 

Full 
time 

148 

46 

58 
23 
80 

22 

36 
19 

49 

11 

Part 
time -- 

0 

0 

0 
0 
0 

0 

11 
0 

0 

0 

1.Investors Diversilied Services, 
Inc. __-_-_-____.______________ 

2. Internal Management (MIT- 
MIGS).. .._..__._.__..._.____ 

3. Fidelity Management and Re- 
&arch Co _....._.__.___.___._ 

4. Waddell & Reed 1nc.e __.____.. 
5. Wellington ManGement C0 .L  
6. Investors Management Co., 

Inc- ... _._. - - ...._ .._ _ _  __. ._ 
7. Internal Management (Union 

Service Corp.) f __..__._.-.__. 
8. Lord Abbett & Co:d--- _.-.... 
9. Keystone Custodmn Funds, 

Inc.a-- _.____ .. .___. - .. ._. _... 
10. ThePutnamManagement Co., 

Inc- __._.__ ._____ .__ .______ -. 

C 4 

2 

12 
4 
3 

4 

4 
2 

13 

4 

Million8 
c$5,172.5 

3,019.9 

2,678.3 
2,228.3 
2,050.4 

1,581. 1 

1,439. 9 
1,282.3 

1,194.4 

1,193.3 
I-- 

Executive 
statistical,' 
economic 

and resear& 

Personnel 

Other 

-- 
Full 
time 

842 

11 

77 
130 
46 

14 

40 
69 

46 

67 

-- 
Part 
time 

17 

2 

7 
0 
0 

78. 

29 
0 

0 

4 

Total 

I_ 

Full 
time 

990 

57 

135 
153 
76 

36 

76 
88 

95 

78 

__ 
Part 
time 

;""\ 

\ 

a 

17 

2 

7 
0 
0 

78 

40 
0 

0 

4 

0 Excluding officers directors, partners, and proprietors. 
b As of June 30 1966 
c Does not include the adviser itself or its wholly owned facearnount certificate company, Investors 

Syndicate of America. 
d Personnel as of Nov. 30 1965. 

Does not include Unit& Funds-Canada International, Ltd., which is managed by a separate staff 
employed by North American International Ltd. a subsidiary of Waddell & Reed Inc. 

f Includes Tri-Continental Corp., a c1osed:end ebrnpany, whose gross assets are Lcluded. 
I Personnel as of Oct. 31, 1965. 

Apart from IDS, the advisory organizations to the nine other 
complexes managed assets of approximately $16.3 billion with a total 
force of 925 full- and part-time employees or an average of one em- 
ployee for each $18 million of assets managed. Of these organiza- 
tions, Waddell and Reed, Inc. with 153 employees had the largest 
stafT. The employees of the other eight advisory organizations 
ranged in number from 59 for the joint internal management staff 
of Massachusetts Investors Trust and Massachusetts Investors 
Growth Stock Fund, Inc. to 142 for Fidelity Management and 
Research Co. 

Most employees of the ten largest advisory organizations were not 
classified as executive, statistical, economic, or research personnel. 
For example, 148 of IDS'S 1,007 employees were so classified. The 
other nine organizations managed assets ranging from $1.2 billion t o  
$3.0 billion with executive, statistical, economic, and research staffs 
ranging from 11 to 58 persons. 

B. CONTRACTUAL ARRANGEMENTS 

1. Advisory contracts 
The Act prohibits any person from serving as an investment adviser 

to a registered investment company except pursuant to a written 
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contract.20 It also requires that the contract “precisely describe the 
compensation t o  be paid thereunder.” 21 The Act does not, however, 
specify or set express limitations on the type of fee arrangements 
that may be contained in advisory contracts.22 

Despite the wide latitude given by the Act, the overwhelming 
majority of advisory contracts in the mutual fund industry provide 
for the payment of advisory fees solely on the basis of the market 
value of the funds’ average net assets.23 The traditional formula 
has been a flat annnal rate of 0.50 percent of the fund’s average net 
assets.% Since the publication of the Wharton Report in 1962, there 
has been a tendency, especially among the larger funds, t o  substitute 
scaled-down fee schedules for the traditional flat rate. Most such 
schedules still apply the standard 0.50 percent rate up to a breakpoint, 
which varies from $100 million to  $500 million of net assets, and apply 
somewhat lower rates to any portion of the fund’s assets in excess of 
that f ig~re.2~ 

The practice of calculating the advisory fee on a fixed percentage 
of the assets managed, whether or not the fee rate is scaled-down at  
higher asset levels, serves as a direct incentive for the investment 
adviser to devote its efforts to promoting the sale of the fund’s shares. 
Since the advisory fee is based on the current market value of the 
fund’s assets rather than on their cost, it  also provides an incentive for 
increasing the value of the fund’s portfolio through effective perform- 
ance of the advisory function. 

A few funds pay advisory fees on a basis related to or influenced by 
factors other than the market value of the funds’ assets. For exam- 
ple, Insurance Securities Trust Fund, the ninth largest fund with net 
assets of $1.1 billion on June 30, 1966, pays its adviser, Insurance 
Securities, Inc., a combined investment management, administrative, 
and trusteeship fee (“MAT fee”) of 0.50 percent of the aggregate 
amount that the shareholders have paid or agreed to pay into the 
fund.26 Thus, the fee is determined almost entirely by the success of 

20 Sec. 15(a). 
21 Sec. 15(a) (1). If an advisory contract continuesin effect for a period of more than 2 years from the date 

of its execution, such continuance must he approved at least annually by the shareholders or by the direc- 
tors, including a majority of those who are not parties to the contract or affiliated persons of any party. 
Secs. 15(a)(2) and 15(c). Advisory contracts must also provide that they may be terminated at any time, 
without thepaymentofanypenalty, bythecompanyonljfldays’writtennoticeto the adviser (sec.l5(a)p)), 
and that an assipment of the contract by the adviser results in its automatic termination (sec. 15(a)(4)). 

22 The Advisers Act prohibits contracts between advisers registered under that statute and their clients 
that provide for compensation “on the basis of a share of capital cains or capital appreciation of the funds or 
any portion of the funds of the client.” Advisers Act, sec. 205(1). However, investment advisers whose 
only clients are mvestment companies or who have less than 15 clients and do not hold themselves out to 
the public generally as investment advisers are presently exempt from registration under the Advisers Act 
by reason of secs. 203(b) (2) and 203(b)(3) of that statute. 

23 The Wharton Reoort found that in 1960 all but 5 ofthe 163 advisers surveyed were compensated on this 
basis. Wharton Regort 479-480. The 163 advisers managed 232 funds with total assets of $15.6 billion as of 
yearend 1960. Wharton Report 27. During 1965.55 of the 57 externally managed funds with net assets in . 
excess of $100 million as of June 30,1965, paid advisory fees on thls basis. The contracts usually provide that 
the fee is to be calculated on the average daily value of the fund’s net assets. In some cases, however, 
month-end or uarterend market values are averaged for purposes of computing the fee. In a few instances 
the fee is hasea on gross rather than net assets. 

21 See Wharton Report 28-29,482-485. 
25 See pp. 97-102, infra. 
20 Insurance Securities Trust Fund is a trust which issues a type of security called a “participating agree- 

ment.” These particioating agreements are sold to investors on either a lump-sum basis <the “single Pay- 
ment plan”) or a periodic payment basis (the “accumnlativeplan”). Both plans maturein logears. The 
MAT fee paid bv investors in the fund covers al! operating expenses of the fnnd. It is equal to 5 percent of 
the aggregate payments to be made under a particular agreement. The MAT feeisdeducted frommcome, 
or if no income is available from corpus at the rate of 0.50 percent per annum. Since the accumulatiVe 
plan is sold extensivelv it is significant &at the base on which the MAT fee is calculated includes amounts 
“agreed to be invested‘: in addition to amounts aqtually invested. The fee, howeverl mag not exceed one- 
twelfth of 1 percent per mouth of net payments invested in the fund. This fee Imitation stays in effect 
until 55 percent of the agreed payments on an accumulative plan have been made. 
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the fund’s selling eff0rts.2~ Neither ca ita1 gains, capital losses, 
income, nor any other factor that might f e considered a measure of 
investment performance enters into the determination of the 

Some funds have advisory contracts which specifically relate the 
advisory fee to the fund’s investment performance. In most of these 
instances, the adviser’s fee is based on a percentage of both investment 
income and net capital gains.“ In a few instances it is based entirely 
on investment Performance-based fee arrangements, like 
those based on a percentage of assets, provide strong incentives for 
increasing fund size through sales of shares. The larger the size 
of the assets managed, the greater the potential for increasing the 
dollar amount of the fund’s income and capital gains and hence the 
amount of the advisory fee. 
2. Services paid for  by the advisory fee 

Since most mutual funds have no staffs of their own, the non- 
advisory services they require are performed in varying degrees by 
their investment advisers and principal underwriters, corporate trust 
departments of banks, and broker-dealers. Most funds receive some 
of these services from their investment advisers in return for the ad- 
visory fee. The Wharton Report noted, however, that the extent 
of nonadvisory services provided by investment advisers and paid for 
by the basic advisory fee varied widely in 1960.a1 

That variation still exists. I In some cases, advisory fees cover all 
normal operating expenses of the funds, except taxes and expenses 
for services provided by their principal under~r i t e r s .~~  In others, 
the advisory fee pays only for investment management; the fund pays 
an additional fee to its investment adviser, principal underwriter or 
to another organization designated as its “tmstee” or “business man- 
ager” for nonadvisory services or obtains them directly from banks, 
brokerdealers, attorneys, accountants, and printers. 

Table 111-2 shows the extent to which various nonadvisory services 
and expenses were performed or absorbed in 1964 by the investment 
advisers to 100 funds in return for the advisory fee. Advisers to 
89 of the 100 funds paid the salaries and other Compensation of the 
funds’ executive officers. As officers of the funds, these persons 
perform or supervise the performance of various nonadvisory man- 
agement and administrative services. In most instances these same 
persons perform similar functions for other funds under the adviser’s 
management. Moreover, they are officers or employees of the adviser- 

27 Sinceboth plansforthepurchaseof thefundssharesmatureand terminatein 10 years, theinvestorwho 
wishes to maintain his investment in the fund for more than 10 years must enter into a new participating 
agreement. Not only is a full sales load charged on the full amount of the reinvestment, but the MAT 
fee also is calculated on this basis. Thus, any appreciation in the original investment will be reflected in 
both theamount of thesalesload and theMAT feeupon reinvestment. 

28 In  ruing markets, the Insurance Securities Trust Fund arrangement results in lower fees and in declin- 
ing markets it results in higher fees to the adviser than would be the case if the fees were computed on the 
conventional percentage-of-assets basis. 

zp For example, the advisory contract of Opppheimer Fund, Inc. (Tune30,1968, net assets approximately 
$75 million) provides for an annual fee consistmg of: (1) 10 percent of the amount by which the fund‘s net 
realized capitalgains, i f  any, exceed its net unrealized capital losses, if any; plus (2)  10 percent of its dividend 
and interest income during the year. The advisory contract of Ivest Fund, Inc. (Tune 30,1966, net assets 
approximately $34 million) illustrates another type of performance-based fee arrangement. That contract 
provides for a basic annual fee of 0.375 percent ofsverage net assets p!us additional percentages, which may 
amonnt to as much as 0.25 percent of net assets, based on comparisons between the fund’s performance 
during the year and that of the Dow-Jones Industrial Stock Average. 

30 Such instances are quite infrequent. In 1960 only 5 of 174 investment companies were paying advisors 
fees based on their income. Wharton Report 480. In  1985 only one of the 57 externally managedfundsm 
the $1OOmillion or over class-Putnam Income Fund, 1nc.- computed its advisory fee on this basis. 

31 Wharton Report 476-479. 
32 Brokerage commissions also are not paid for by advisory fees. They are not regarded as operating 

expenses but as capital expenditures which are reflected in the measurement of gains and losses on portfolio 
securities. 
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underwriter and also may devote a substantial portion of their time 
to investment advisory and sales activities on behalf of the adviser- 
underwriter. Allocations of the compensation that such persons 
receive from the adviser-underwriter between the various activities 
they perform for the adviser-underwriter and for the funds are not 
generally available. 

Advisers to 87 of the 100 funds covered by table 111-2 paid occu- 
pancy and office rental expenses for the funds, and 85 funds also 
received clerical and bookkeeping services from their adviser. In 
addition, 66 of the funds receii-ed accounting services from their 
advisers, while in 62 cases advisers paid for stationery, supplies, and 
printing.33 

TABLE III-2.-Nonadvisory expenses covered by the advisory fees of 100 mutual 
funds a 

Number of funds I 

1. Salaries and compensation of officers ______...___..____..__ 
2. Occupancy and oifice rental .._...___....__...___________^_ 

3. Clerical and bookkeeping .... . .....__...._....___..----...- 
4. Determination of offering and redemption prices- - __._.___ 
5. Accounting services _..._....._........____________________ 
6. Stationery, supplies, and printing .___..___...__...________ 
7. Registration and filing fees ................................ 
8. Salaries and compensation of directors c ___.._.__...___..._ 
9. Legal fees ._.._..._......_....____________________.----.--- 
10. Reports to shareholders .._..._._.._.__.___________________ 
11. Auditing services .-.. . .... _. .. .__. .. ._ - ._. .__.._ ___..____.. 
12. Stock transfer and dividend disbursing fee _____.__...___.. 
13. Custodian fee ............................................. 

Expense b 

88 
85 
81 
71 
65 
54 
40 
32 
2.5 
25 
16 
10 
4 

1 
covered 

11 
13 
15 

34 
38 
56 
68 
71 
73 
82 
88 
94 

28 

Selected, after eliminating funds with the same adviser, from externally managed mutual funds that 
filed annu~l  reports with the Commissmn prior to Jan. 1 1966, on form N-1R adopted on Jan. 25, 1965. 
See Investment Company Act Release No. 4151 (Jan. 25, i965). 

b Excludes expenses which were not covered by the basic advisory fee. 
c Includes only directors who are una5liated with the adviser or principal underwriter. 

The advisers to a large majority of the funds-72 out of 100- 
furnished them with services required in connection with the determi- 
nation of the offering. and redemption prices of the funds’ shares. 
These services mainly involve calculations of the fund’s per share net 
asset value based on current market prices of its portfolio securities 
and the number of fund shares outstanding. Usually the information 
as to current market prices is obtained by the adviser from a broker- 
dealer and paid for with brokerage commissions generated by the 
fund’s portfolio transactions. 

Almost all mutual funds use banks as custodians, and banks fre- 
quently serve also as the funds’ stock transfer and dividend disbursing 
agents. Pees €or stock transfer, dividend disbursing, and custodial 
services are by far the most substantial nonadvisory expenses incurred 
in the operation of a mutual fund.34 Advisers seldom assume these 

8 Table 111-2 indicates that a majority of the advisers furnish the funds with clerical bookkeeping and 
accounting services and stationery supplies and printing. However these items do ’not include tde ex- 
tensive clerical, bookkeeping and &countin; s e r ~ c e s  and the substantial expenses for stationery, supplies 
and printing incident to the furnishing of reports to shareholders and to stock transfer, divldend disbursing, 
and custodial services. 

34 For example, among: the 20 largest externaliy managed funds, the amounts spent for these services 
in 1964 by those fiinds that paid for them separately from the advisory fee ranged from $101,936 m the cese 
of Chemical Fund, Inc., to $828,154 in the case of Wellington Fund, Inc. 
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expenses. Only 12 of the 100 funds covered in table 111-2 received 
stock transfer and dividend disbursing services from their advisers 
in return for the basic management fee. In  only six instances did the 
fee pay for custodial services. 

The advisory fees paid by a majority of funds covered in table 111-2 
also did not encompass securities registration and filing fees,35 salaries 
and compensation of directors, legal and auditing services, and the 
costs of reports to  shareholder^.^^ 

The advisory fees of a few of the larger funds pay for aU. their 
normal operating expenses, except taxes and those expenses assumed 
by the adviser-underwriter pursuant to its underwriting agreement 
with the funds.37 These funds include the three largest of the five 
managed by Investors Diversified Services, Inc. and the four funds 
comprising United Funds, Inc., managed by Waddell & Reed, Inc. 
The MAT fee paid by Insurance Securities Trust Fund to its adviser, 
Insurance Securities, Inc. , also covers all normal operating expenses 
of the fund. The adviser’s assumption of all normal operating ex- 
penses in the case of the IDS funds and in that of the United Funds 
reflects changes made in those funds’ advisory contracts since 1962. 
3. Administrative fees 

In addition to the advisory fee, some mutual funds pay an admin- 
istrative fee based on a percentage of average net assets to their 
invest>ment adviser, principal underwriter, or trustee for dl or part of 
the nonadvisory management and administrative services required 
by them. In  these instances, the advisory fee pays only for services 
incident to the investmevt advisory function, while the administrative 
fee covers the nonadvisory services performed or paid for by the 
adviser, principal underwriter, or trustee. 

An example of this type of arrangement is the fees paid by the 
nine Keystone Custodian Funds, which are organized as trusts. 
Keystone Custodian Funds, Inc., is named as trustee of the funds 
under the trust agreements. It furnishes investment management 
services to the funds and provides them with or assumes the expenses 
of all the nonadvisory services required by them.38 For its investment 
management services, the trustee charges an annual fee of 0.50 
percent on the first $150 million of the combined asset value of the 
nine funds and scaled-down fee rates on the balance. For the non- 
advisory services and expenses, the trustee charges a “recurring fee” 
at  the annual rate of 0.25 percent on the first $500 million of the 
combined asset value of the funds and at  scaled-down rates on the 
excess.3g On June 30, 1966, the Keystone Custodian Funds, which 
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35 In some cases registration and filing fees are assumed by principrtl underwriters. 
36 The amonntskpent by those of the 20lnrgest externally manaqed funds that paid remuneration to their 

unaffiliated directors separately from the advisory fee ranged in 1964 from $2,500 for The nreyfus Fund, Inc. 
to $47,500 for Chemical Fund, Inc. Nor do legal and auditing fees represent substantial expenses. The 
largest amount paid in 1964 by those of the 20 funds that bore such fees directly was $77,853 in the case of 
Fundamental Investors, Inc. The 1964 expenses borne by the 20 funds in connection with printing ofshare- 
holder reports were more substantial, ranging from $35,871 for Chemical Fund, Inc. to $169,752 (including 
postage and stationery) for United Accumulative Fund. 

See. 
2(a) (19) (A) However since the functions of Keystone Custodian Funds Inc. with respect to  the 9 funds 
organized a; trustsincdde those of an investment adviser it is  considered ab such for purposes of thie report. 
Keystone Custodian Funds Inc. also serves as inves tmh adviser and is considered as such within the 
Act’s technical definition, td Keystone International Fund, Inc., Iil~estOrS Capit81 Euchanqe Fund, Inc. 
and Constitution Exchange Fund, Inc., which are corporations. The Keystone qompany of Boston, 
wholly owned subsidiary of Keystone Custodian Funds, Inc., is principal underwriter to all the Keystone 
funds except the two exchange funds. 

39 One of the 9 funds-Keystone Custodian Fund Series B-1 whose portfolio consists entirely of invest- 
ment grade bondspays advisory and recurring fees at  one-haif the rate charged the other funds. 

37 Some of these funds are included in the sample of 100 funds covered by table III-2. 
38 The Act specifioally excludes a “bona fide trustee” from its definition of an investmeqt a4viser 

/-“\ 
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then numbered tenla had combined assets of $1.1 billion. The invest- 
ment management fee rate charged 9 of the 10 funds during their 
fiscal years ended July 1, 1965, to June 30, 1966, amounted to ap- 
proximately 0.37 percent of average net assets. The recurring fee 
amounted to about 0.21 percent of average net assets and the ratio 
of operating expenses to  average net assets (“expense ratio”) amounted 
to about 0.58 percent.41 

Similar fee arrangements are provided for in the trust agreement 
governing the organization and operation of the seven funds which 
comprise the National Securities Series. The seven funds are registered 
under the Act as a single investment company issuing seven different 
series of stock, each representing an interest in a separate portfolio 
of securities. The investment company is a trust of which Empire 
Trust Co., a large New York City bank, is the trustee. Empire’s 
duties under the trust agreement include services as custodian, and 
stock transfer and dividend disbursing agent for the seven funds. 
National Securities Research Corp., a separate company, which is not 
otherwise affiliated with the trustee, is designated in the trust agree- 
ment as sponsor, investmat adviser and principal underwriter for the 
seven funds. For its services as investment adviser, National Securities 
Research Corp. receives an annual fee of 0.50 percent of the funds’ 
average net assets. For its services as trustee, custodian, and stock- 
transfer and dividend disbursing agent, Empire Trust Co. receives a 
separate fee, which is set at 0.25 percent of the first $60 million of the 
funds’ combined yearly net assets and a t  scaled-down rates for higher 
asset levels. 

Unlike the recurring fees paid by the Keystone Custodian Funds, 
the trustee’s fees do not cover all the operating expenses of the National 
Securities Series funds. During their fiscal years ended April 30, 1966, 
the additional expenses incurred by the funds included costs of 
printing, postage, and auditing fees. As of June 30, 1966, the seven 
funds had combined net assets of $683.2 million. Expense ratios 
for fiscal 1966 ranged from 0.69 to 0.74 percent of each fund’s average 
net assets. Advisory fees represented 0.50 percent, trustee’s fees 
represented 0.12 percent, and the balance represented other expenses 
incurred separately by the individual funds.42 

Axe Houghton Fund B, Inc. is an example of a fund which pays 
an administrative fee to its principal underwriter. E. W. Axe & Co., 
Inc. acts as investment adviser to the fund and receives an annual 
fee of 0.50 percent on the first $100 million of average daily net assets 
and a scaled-down fee rate on the balance. I n  addition, the fund 
pays the principal underwriter, Axe Securities Corp., which is closely 
affiliated with the investment adviser, a “continuing fee” at the 
annual rate of 0.20 percent on the first $50 million of averago d d y  net 
assets and at scaled-down rates on the balance. The principal under- 
writer acts as the distributor of the fund’s shares and provides the 
fund with certain administrative services.43 The fund, however, 

On Aug. 1 1966 Keystone Custodian Fund Series B 3  was merged into the Series B-4 fund. 
41 Since not All of the 10 funds have the same iiscal year, there is some difference iil the annual rates. 

However, the fees are calculated daily and allocated to each fund at thesame rate. 
4a In connection with the settlement of stockholder snits against the investment adviser and trustee, a 

new fee schedule has heen approved for the seven funds. As recently approved by shareholders, the advisory 
fee is now computed accordmg to scaled-down rates based on the combined net asset value of the seven funds. 
The trustee’s fee also has been reduced. See table 111-11 at p. 154, infra. 

43 The fund’s current prospectus states that the principal underwriter pays “all costs connected with 
quoting prices of the Fund’s shares in newspapers, prmting and distributing statistical information and 
other special material and maintaming the qualification of the shares for sales under applicable Federal ’ laws and regulations and under state blue sky laws.” 

71-588 0-66-8 
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bears a variety of other expenses, including salaries, custodial fees, 
stock transfer and dividend disbursing fees, legal and auditing fees, 
and taxes. As of June 30, 1966, the fund had net assets of $258.9 
million. Its expense ratio for its fiscal year 1965 was 0.71 percent. 
Its continuing fee amounted to 0.13 percent of average net assets, 
while the combined fees paid to its adviser-underwriter amounted to  
Q.56 percent of average net assets during that year. 

Washington Mutual Investors Fund, Inc. (June 30, 1966, approxi- 
mate net assets $181.6 million) illustrates another type of administra- 
tive fee arrangement. Capital Research & Management Co., its 
investment adviser, provides the fund with investment management 
services and maintains its accounting records.44 A corporation wholly 
owned by the partners of Johnston, Lemon & Co., a Washington, 
D.C., brokerage firm, serves as the fund’s “business manager.” 
Partners of the brokerage firm are fund directors, and the business 
manager furnishes the fund with executive personnel, office space, 
stenographic facilities and related services. For these services the 
fund pays its investment adviser and its business manager an aggre- 
gate annual fee of 0.50 percent on the first $125 million of net assets 
and 0.45 percent on the balance. Each receives one-half of the 
aggregate fee.45 I n  addition to this fee, the fund bears other expenses, 
including stock transfer, custodial, legal and auditing fees and the cost 
of shareholder reports. I n  its fiscal year ending April 30, 1966, its 
expense ratio was 0.68 percent. 

C. THE COST OF MANAGEMENT 

1.  The economies of size 
The cost of providing investment advice to mutual funds depends 

on a variety of factors, including the techniques utilized in the advisory 
process and the extent to which the adviser relies upon outside sources 
rather than its ou7n staff for the collection and analysis of the informa- 
tion necessary for its investment decisions. It is generally recognized, 
however, that increases in the assets of a fund do not lead to a com- 
mensurate increase in the cost of furnishing it with investment advice 
and other managerial services. As Mr. Merrill Griswold, then chair- 
man of the board of trustees of the internally managed MIT,46 testified 
in the Senate hearings leading to passage of the Act: 

It is now almost axiomatic in the trust business that oper- 
ating costs decline proportionately as the size of a trust 
increases. 

* * * * * 
* * * [whether a company is a $1-million company, a 

$10-million company, or a $lQO-million company, it has to 
maintain an office, pay rent, pay for long-distance telephone 
calls, retain experts, clerks, stenographers, all the numerous 
expenses that go with it; and those expenses do not go up pro- 
portionately. We maintain what we consider to  be a very 
good research department. We have a number of men who 
receive good salaries, and a large staff. If our trust were 
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half as large, if we were to do the same kind of an investment 
job, we could not fire one single one of those people. 

* * * * * 
I t  is our belief that further growth in the assets of Massa- 

chusetts Investors Trust would bring about still further 
reduction in proportionate costs of operation, with resulting 
benefit to all  shareholder^.^' 

The economies of size, in large measure, reflect the fact. that the 
management of both large and small security portfolios requlres much 
the same general economic and market forecasting, analyses of various 
industry groups and evaluations of particular securities. Increases 
in fund size are not necessarily followed by increases in the number of 
portfolio securities, since even a relatively small fund may be large 
enough to attain adequate diverslfication of investment risk. Indeed, 
in recent years there has been a tendency among many larger funds to 
decrease rather than increase the number of common stock holdings 
in their portfolios despite substantial growth through sales of fund 
shares.48 

The Wharton Report’s examination of the operating ratios 49 of 
mutual fund advisory organizations for fiscal years ended during the 
latter months of 1960 and the earlier months of 1961 showed that these 
economies of size were very pronounced. Among the 4visers 
surveyed which managed only investment company assets, operating 
ratios tended to be much higher for advisers managing smaller amounts 
of assets than for those advising larger amounts.50 

The financial history of some of the larger mutual fund advisory 
organizations supports the Wharton Report’s views with respect t o  the 
signiticance of the economies of size. For example, the mutual fund 
advisory fee revenues of IDS, the largest advisory organization, 
increased from $4.9 million in 1955 to  $15.7 million in 1962, the year 
before it reduced its advisory fee rates.52 While its advisory fees 
during the same period thus increased by $10.8 million, its operating 
expenses allocable to these revenues increased by only $2.3 million. 
Its operating ratio declined from 50 percent in 1955 to 30 percent in 
1962. 

Even more substantial economies of size were experienced by 
The Dreyfus Corp. for the period 1961 through the first 9 months of 
1965. The Dreyfus Corp. is investment adviser to  The Dreyfus Fund, 
which grew from net assets of $171 million at  year end 1960 to $1.1 
billion at  September 30, 1965. The advisory fees received by The 
Dreyfus Corp. almost tripled, increasing from about $1.2 million in 

47 Senate Hearings 498. 
4B See pp. 294-298. 
4 1  The Wharton Report defined operating ratio as total operating expenses as apercent of totalincome. 

Wharton Report 503. 
50 Wharton Report 5Cb?.. 
51 Pertinent data are limited. As has been noted mutual fund advisory organizations frequently Serve 

as prmcipal underwriters for the funds under their hanagement, and some engage in substantial nonfund 
activities. (See p. 88 supra.) A t  present they are not required t o  and generally do not publish earnings 
statements allocatingtheir expenses mcident to the fund advisory function. Such informatim for a small 
number of advisers is contained in various proxy statements filed with the Commission by funds under 
their management. In addition Insurance Securities Trust Fund regularly includes allocated earnings 
Statements of its Investment advi&r, Insurance Securities, Inc., in annual reports filed with the Commission 
and such information for 1960 through the 6rst 9 months of 1965 was contained in the Securities Act regis: 
tration statement of The Dreyfns Corp., adviser to The Dreyfus Fund, in connection with a public offering 
of the adviser’s.stock. For further discussion of available data concerning operating ratios of mutual fund 
advlsory organlzations, see pp. 121-125, inba. 

5% For the effect on IDS’S operating ratios of changes in advisory contracts with the funds under its man- 
agement, see p. 125, infra. 
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1961 to $3.4 million in 1964. During the same period operating 
expenses allocable to the advisory fees rose a t  a much slower rate. 
Those expenses increased from $469,000 in 1961 to $846,000 in 1964. 
Thus, the operating ratio of The Dreyfus Corp. declined from 39 
percent in 1961 to 25 percent in 1964. For the first 9 months of 1965, 
its operating ratio declined further to 21 percent. 

The economies of size reflected in the mutual fund management 
operations of IDS, adviser to the largest fund complex, and of The 
DreYyfus Corp., adviser to one of the fastest growing funds, are not 
necessarily representative of other large advisory organizations. 
However, six of the eight other large advisers for which data are avail- 
able over a period of years reflected economies of size in their fund 
advisory operations.53 In most cases, the decline during the period 
in operating costs per dollar of assets managed was ~ignificant.~~ 
2. 1960 advisory fees -TheJindings of the Wharton Report 

Although the Wharton Report found substantial economies of size 
in the management of mutual funds, it concluded that in most in- 
stances these economies had not been reflected in the advisory fees 
that the funds paid in 1960. In approximately four out of every five 
cases mutual fund advisory fee rates were fixed and did not vary with 
the size of the assets managed.ss The annual fees “tended to cluster 
heavily about the traditional annual rate of 0.50 percent of average net 
assets.” 56 More than 72 percent of the advisers charged that rate o r  
more in 1960.57 The advisers to three of the five largest fund com- 
plexes charged the funds in those complexes advisory fees that were 
close to or at the 0.50 percent rate.58 

The Wharton Report found that many mutual fund advisers ad- 
hered to the traditional 0.50 percent rate despite substantial increases 
in the size of the fund assets under their management during the 1950’s. 
Of the 25 companies with net assets of more than $50 million that paid 
the same 0.50 percent fee rate in 1958 as in 1952, 17 had asset increases 
of 100 percent or more and 6 had increased their assets by 500 per- 
cent or more during this period.5g The Report further indicated 
that investment advisers serving both mutual fund and other clients. 
had scaled down the fee rates charged for the management of large 
portfolios of their nonfund clients without doing so for their much 
larger fund clients.6O 

i 

53 The six advisory organizations are: Investors Management Co. Insurance Securities Inc. the Putnam 
Management Co., Supervised Investors Services, Inc., Waddeli & Reed, Inc., an& th; Wellington 
Management Co. 

54 One other adviser for which data are available-the Parker Corp formerly adviser to Incorporated 
Investors Fund and Incorporated Income Fund-experienced a deiiesse in advisory fee revenues for 
1961-63 and its operating ratio increased from 62.8 to 70.5 percent during this period. The data on an eighth 
adviser, E. W. Axe & Co., Inc., which did a large nonfnnd advisory business, showed no pattern of econ- 
omies of size. 

55 Wharton Report 480. 
55 Wharton Report 28. 
57 Wharton Report 482. 
58 Wharton Report 490. 
59 Wharton Report 490. 
60 Wharton Report 489. 

i ’  
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The Report noted that the failure of mutual fund advisory fees to 
reflect the economies of size in 1960 had caused fund fee rates to be 
substantially higher at  comparable asset levels than the fee rates that 
fund advisers had charged the aggregate of their nonfund clients. In  
only 4 of the 17 instances where the aggregate assets of mutual funds 
exceeded those managed for other clients was the rate charged the funds 
lower than that charged the aggregate of nonfund clients.61 

The Wharton Report also found that the advisory fee rates paid 
to external advis A r s  tended to be substantially- higher than the rates 
for compara: le management services paid by funds which did not have 
investment advisers; Le., the internally managed funds. In 1960 
management costs of less than 0.50 percent of average net assets were 
incurred by each of the seven internally managed funds having net 
assets of $50 million or more. Five out of the seven funds incurred 
management costs amounting to less than 0.30 percent of their average 
net assets. In  contrast, 26 of 40 externally managed funds with assets 
oi-er $50 million paid advisory fees in 1960 of 0.50 percent or more of 
average net assets. Only three paid fees at rates below 0.30 percent.62 
3. Advisory-fee rates since 1960 

( a )  1965 advisory fee rates 
The Wharton Report’s finding that annual advisory fee rates in 

1960 tended to cluster around 0.50 percent of average net assets was 
less true-but not uncommon-in the mutual fund industry during 
1965. Most externally managed funds, including some of the larger 
ones, paid that rate or more on all of their net assets. All but a few 
of these funds paid that rate on a substantid portion of their net assets. 

61 Wharton Report Q9. Moreover, in onr of these eases the adviser had only one nonfund client; in another 
UP, the adviscr was under comruon ownership with thc principnl underwriter of rhe fund. wkich recclved 
3 sponsor’s fee of 1 percent of net w e t s .  If  both fees were added together, the mutual fund fee rate would 
have exceeded the fee rates charged other clients. 

* a  Kharton Report 485. 
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TABLE 111-3.-Aduisory fee  rates and expense ratios of externally managed mutual 
funds with June 30, 1965 net assets of $100 million and over for their fiscal years 
ended July 1 ,  1965-June 30, 1966 y\, 

Name of fund 
lNet asel 
as of Jur 
30 1965 

(miilion: 

$2,793. ( 
1,934. I 
1,546. ( 
1,227. i 
1,134. I 
1,040. I 

940. E 
937. L 
603. i 
536.4 
407. I 
404. E 
388.7 
383.4 
363.1 
361.9 
360.5 
360.5 
347. 0 

294.6 
294.5 
285.1 
283.3 
270.8 
251.8 
240. 0 
230.4 
228.2 
226.7 
225.7 
225.5 
2%. 1 
224.1 
197.1 
174.9 
165.8 
161. C 
148.2 
146.8 
144.9 
143.2 
143.0 
134.0 
134.0 
130.7 
128.0 
126.5 
123.7 
118.5 
117.7 
117.1 
114.8 
109.3 
108.6 
105.3 
102.5 

Mean .......................................... 
Median ---..--.-....._--...____________________~ /:::I::::: 

301. a 

Total 
,xpense! 

sands) 

10,438.1 
7,512.6 
6,698.4 
6,066.7 
3,985.7 
5,106.3 
5,337.4 

2,009.2 

(thou- 

- 

6,227.3 
3,015.2 

2,666. 0 
2,472.3 
2,550.9 
1,969.6 
1,985. 8 
1,775.4 
1,788.2 
1,664.5 
1,621.5 
2,295.1 
2,230.4 
2,023.7 
1,819.3 
1,826.8 
1,523.7 
1,496.8 
1,780.6 
1 236 2 
1: 679: 9 
1,648.4 
1,655.2 
1,220.8 
1,356.8 
1,280.0 
1,550.9 
1,083.2 

687.0 
898.6 
986.2 
940.8 

1,132.6 
1,078.8 

980.0 
775.4 
827.7 
723.6 
780.6 
785.4 

1,076.9 
719.2 
726.7 

1,313.2 
927.7 
653.5 
689.8 
455.4 
594.9 

- 
id visor^ 

fee 
(thou- 

sands) * 

,IO, 438.1 
4,623.9 
6,698.4 

C 6,066.7 
2,829.5 
4,633.0 
4,310.8 
5,109.0 
2,719.2 
2,318.6 
2,066.1 
1,511.5 
1,807. 1 
1,969.6 
1,688.4 
1,138.6 
I, 160.6 
1,346.9 
1,227.6 
1.690.6 
1,616.2 
1,512. 0 
1,317.3 
1,315.4 
1,343. 8 
1,094.4 
1.235.9 
1,114.3 ' 1,335.7 

' 1,648.4 
1,248.5 

783.1 
1,160.3 
1,118.9 
1,099.9 

886.4 
154.1 
733.4 
895.3 
676.7 
820.7 
712.0 
714.2 
719.7 
827.7 
657.1 
780.6 
610.8 

f 765.2 
613.3 
726.7 
935.8 
628.8 

'653.5 
350.1 
273.5 
528.6 
. . -. 

Expensc 
ratio 
(PW- 
cent) - 

0.38 
.3E 
.43 
.47 
.34 
.46 
.52 
.6C 
.47 
.50  
.67 
.67 
.62 
.49 
.54 
.44 
.46 
.44 
.53 
.63 
.69 
.67 
.62 
.61 
.52 
.56 
.71 
.49 
.71 
.56 
.64 
.51 
.58 
.55 
.70 
.59 
.41 
.60 - .61 
.60 
.69 
.75 
.66 
.93 
.58 
.54 
.59 
.61 
.68 
.59 
.57 

1.04 
.71 
.58 
.58 
.38 
.55 
.57 
.57 
- 

As noted at pp. 90-92 supra. the nonadvisory expenses covered by the xlvisory fee vary monr 
b The advisory fee rate is tde advisory fee as a percentage of average net assets. The fee. rai 

those given in the prospectus. In those cases where the rate was not given it hss in most inst 
calculated pursuant to the following formula: 

Advisory fee rate=advisory fee average net assets 
Average net assets have been calculated pursuant to the following formula: 

idvisory 

cent) b 

fee rate 
(per- 

0.38 
.26 
.43. 

0.47 
.24 
.42 
.42 

.42 

.40 

.50 

.35 

.44 

.49 

.46 

.28 

.30 

.36 

.40 

.46 

.5@ 

.50 

.45 

.44 

.46 
.41 
.4% 
.44 

d.56 
8.56 
.48 

.5a 

:% f-7 
.50 

. 4 8  

.27 

.49 

.50 

.43 

.50 

.50 

.48 

.50 *.a 

.50 
9.59 
.48 

1.48 
.50 
' .57 

.74 

.48 

.58 

.30 

.25 

.49 

.45 

.48 

,efunds. 
used are 
:es been 

1 .50 \ 

- 

1 

A 

c 
I 

: Includes entire MAT fee. See pp. 89-90 supra. 
d Includes the management fee and Oontinhg fee paid to the underwriter which is closely affiliated with 

!Includes both the fees to the fund's investment adviser and its busin& manager. &e p. 94, supra. 

,,? 

\ the investment adviser. See pp. 9S94 supra. 
Includes investment management r$d recurring fees paid to its trustee See pp. 92-93 supra. 


