| \/ 22

AUG 11958

mmam 25, . o.

iy Dear Mr. Burng
uwummwmmmw,m&nm

mmwammmmohnmm reply to your lettsr
of July 4, 1 iqmﬁumwmtamwmwmdmm

stituents regarding menagemsnt fess paid by mutusl funds
Wl@%u@hﬂuiﬂmmwo@mwmm%m.

Very truly yours,

MB. Loomis
Asgticilate Director




MEMORARDUY WITH RESIECT T0 T80 AMUUET OF
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' Mutual funds, or open<end investment companies; as well ag other
tyyes- of investment companies, are subject to regwlation under the
Invectnent Ccmpeny Act of 1940, which this Commilssion adminieters. One
of the purpoces of the Cangress in smacting this statute, as exyressed
1n Seoticn 1(b) of the Act, was to mitigate, and soc far es feasible;
eliminate the adwverse affeot a investors and the pudblie resulting
frca the operation or mamngement of investmsnt compamies in the mtemsi;
of directors, officers; or investment advicers rether then in the. i

interest of the gecurity holders. Im fulfillimg this cbjective, how-
evex; the Congress dld not give this Comdesica any divect anthority to '
paco upan or regulate the compemsatiocn paid vo monagement or the fees
p2id ve investment advisers. The Congrese instead estebliched a mmbor
of limitatiome on the affillations of dircctors in Section 10 of the
Acls; including & requirement thet ot least LCH of the mewbers of the
boexd of divectors of &n investment camprny muet be peveons who.are
nol investient advisers, affiliated persons of the Iavestnent aduiser, .
or officers or employees of the investmt company. Xa &dditiom, Sectiwm
15 of the Act sets forth verious requirements for investment advisary
caatracts. Ap imvestment edvisory comtract zmet be approved by the vote -
of a miority of the cutstanding voting securitice of the ccmpany. It
ouet precisely deseride all compencaticn to be paid therewnder. It
my contimue in effect for a period more tham two years from the date
of its execution anly if such continuvance is expressly approved at
lee8% axmually by e majority of the outsotanding voting securities or -
by & vole of the board of directars; including e mejority of the directors
vho are not porties to the contract or affiliated peromms of any such
purty. It must providge that it may be terminated at any time, without
ponalty; by the bosrd of directors ar by vote of & msjority of the out-
gtending voting securities, and that it automaticalily terminates in the
evm‘b o€ aseigment by the investment adviser.

The Act aleo gives the Comalssion authority to presm‘ibe rules and

regulations mrnmg the colicitation of proxiec by invectment ccampanice.
The rules the Comissicn has pramlgated rogquire, emong other things, thet,
vhen proxies axe solicited for the electian of directors and fou:' approval -
or rencval of en -investment adviscry contract, disclosure must be made uf
the compsnsaticn paid to officers and divectors apd of the fees paid to .
the investnent adviser. Officers and directors of the investment conmam
vho are affiliated vith the investment adviser or remager must also be '
3dentified. Such infarmatiom is also required to be set forth in the
prospectus through which the securities of investwment companies axe
offered to the publde.
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Your comebi mt may also be inferested dn ¥ sing that the Cormisoicm's
mow rueles algo contain provisime designed to facilitate the problems
feced by otockholders who wish to commmicate with other ctockholéeve. :

We anclose a co:py of the General Ruler and Regulsations under the Seowrities
“‘xcmn@ Act of 192k. Regulatiocn 14 thereof also governs the solicitaticn
of proxies by registered investment :ompendes. It will be moted that
Rule. 1ka-7 (page 39) sets farth the ziquirements vmdsr vhich an invest-
mmt coepanys at the request of a cecirity holder; zust either mnoil
commmications o other security hollers or fwrnish o list of their
nemes end addresces. Rule 14a-8 (pa.e 39) sets forth the vequirements
mdsr vhich an investment company mut include in the management’s proxy
material, with provision far & separnte ballot therean; e proper proposal
which & security holder intemds to piesent for action at o mesting of
security holdsra, together with a s'atement of not more than 100 words
to de included in the proxy stateme:t in support of the proposal ir
:11 ie opposed by the mna@mmte .

xt would, of. ccm:'ee, as youx ccnstituent points out,; be veyy difﬁcult;
8@ a practical matter; for a sharebolder ¢o conduct a poxy comtest fn !+ -
exi - effort to appoimt @ nev inmveetremt adyviser or to:obtairi a reducticn

of the managemet fee. Bowever; ac préviously noved; the Invectrent

Crmpany Act provides; as another cleck on the investmept advieory arram@e
ment, that remewals of such cantrasts must be approved ammially either by
the vote of the holders of o maor- ty of the oututanding votlng securdities

o by a majority of the directors vio oxe not parties to the caatract :

o affiliated peroans of such a paxty. FPresuwwably, in the ceses reforred

to by yur canptituent where the s'ockholders have not had an opportunity
{0 vote on reneval of the advisory. cantract, the independent direntars

vhe have approved the continuance 7f the contract have been satisfied with
the sexvices rendered by the advio:r epd have conpidered thet the fees

nuid therefor have been reasenadle. Moreover, it is the pyiwnyy respon-
s1bility of the directars to sssure nroper mansgement al reancpmdle cost,
and 1f they have acted imroperly in thde respsot, the aharehoidfers my

take. apzn'opriate dzgnl action :in thy cwrtn Lor m&msm

As your comstituent ie eware; “he mmgmmt or advism*y fee ie
uGually ‘camputed at en ammual rete of 1/2 of 1§ of the met ssoete of the !
fund,; slthough the emount of the fa¢ varies with individunl coampenles. -
I the case of ¥assachusetts Invectore Truot; to which he mde epecific
reference on the assumpbtion that the 1/2 of 1% fee would Le applicable,
the manngement, of the cdmpony is nct Gelegated wnder contract to an
inveotment advisory £irm.. Jnstead. the coupany ie managed directly
vy the t{rustees, with the advice ond egsistence of an advisory boerd
and a directly employed research eiaff. For the year 1957, whem the
ctmgany bad avernge vet essets of about ape billicn dollars, the trustees
ant advisory beard received cazpensation totalling $1,0k1,795, which was
computed on the basies of a declining seale of prrcentages of net assets .
and. groge earnings. In addition, tho expenpe of the veseareh department
and. geosral office emowntod to $556;552. The total expemses of the
compeny; . inclnding the foregoing amounte, amounted to $2, 30&,209,
ebout .21% of avsrags nst apsets for the year.
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 The ¢uection whether the emounts paid by investment ceumpanies Laor
advisory end monogement fees mny be excesalve is one which kas baen of
ceacern to the Cormission and 1ts staff for soms time. Vhile we are
considering this problem in order to ascertaln whether it would be
appropriate to talke eny action under the Investment Campany Act as now
4in effect or to recommend any cchenges in leglslation with our limited
gtaff, 1t is Qifficult to say when we can cmupleta the necessarily
axtensiw stuﬂies required in Lhie axed.

in this camnection; 4t io hoped that useful infarmaticn may be

cvttiined from o study of the size of investment ccmpamies vhich wase
* recently undextaken by the Securitice Pesearch Uhnit of the Kherton
“School of Finance and Camerce; University of Promsylvania.: The

t¥harton School wae retained by the Camission to make this etudy
pursuant to the eutlarity conteined in Sectlon 14(b) of the Iuvestment
Company Act. The principal objectives of this study, as eet Forth in
Sactiam 1k(b), ave to determine the effects of increasing size of nvest-
mant cazenies on the investment policies of such corpanies, o sacurity
markets, o concentraticn of comtrol of wealth and indnetry, swd om
campanies 1n which investment companies ave interested. In studying

the effect of pize an the mnogsmont policies of investment companies,
the relatiochip betvoen the amomnt of investment advisory feos paid

by imvenirent compenies; the mature of the advice received, and the
coots of the services porfcrmed may be pertimnt and efforts wul be
mde to have the study enccmmss this gquestion.

Yowr sonatitusnt also auwste that effiliated perscms of tha
muingement or edvisory ctnn:parw should not be permitted to swrve as
of ficers aad dlvectore of the investwent company. We Goubt that it
would dbe mcesmry or amxx*’oprlate to adopt such a requirememt. Thy
Commisgion, however; bas made recommenietions co the Comgress, which axe
nov pending before the appropriate commitices of the Bouse of Reopresen-
tatives end the Senateg for strengthening the requirememie thet at
lmest 40% of the Doard of diroctors of an investment campeny whall be
camosed of perscns who have no peouniary intersst, other them their fees
a8 directors; inthemmmmtoropemtimofths company.



