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LETTER OF TRANSMITTAL

SecurrtiEs AND ExcaaNGeE COMMISSION,
Washington, D. C., August 17, 1939.

Sir: I have the honor to transmit herewith a report on investment
counsel, investment management, investment supervisory, and invest-
ment advisory services, which supplements the Commission’s over-
all report on 1its study of investment trusts and investment companies
made pursuant to Section 30 of the Public Utility Holding Com-
pany Act of 1935. The Commission’s survey of investment counsel
services was not of the same nature as its study and investigation of
investment trusts and investment companies, and this report merely
indicates the nature, development, magnitude and some of the more
important problems of these investment counsel organizations. The
Commission’s conclusions and recommendations with respect to in-
vestment counselors will be included in that part of its over-all
report which will contain the Commission’s conclusions and recom-
mendations on investment trusts and investment companies.

Part One, Part Two, and Chapters I and IT of Part Three of its
over-all report and a supplemental report on Investment Trusts in
Great Britain have heretofore been transmitted by the Commission
to the Congress. Part One, transmitted on June 10, 1938, discusses
the nature, classification and origins of investment trusts and invest-
ment companies, and has been printed as House Document No. 707,
75th Congress. Part Two, the transmission of which was completed
on March 10, 1939, consists of a statistical survey of investment trusts
and investment companies, and has been ordered printed as House
Document No. 70, 76th Congress. Part Three, of which the most
recent section was transmitted on August 7, 1939, deals with the
abuses and deficiencies in the organization and operation of invest-
ment trusts and investment companies, and has been ordered printed
as House Document No. 279, 76th Congress. The supplemental re-
port on Investment Trusts in Great Britain was transmitted on June
26, 1939, and has been ordered printed as House Document No. 380,
76th Congress.

The study was under the general supervision of Commissioner
Robert E. Healy, with Paul P. Gourrich, former technical advisor
to the Commission, as director of the study, the late William R.
Spratt, Jr., as chief of the study, David Schenker as counsel, and
L. M. C. Smith as associate counsel, in collaboration with members
of the staff. This report was prepared under the supervision of
Rella Resnick Shwartz. Paul P. Gourrich, former director of the
study, whose resignation from the Commission was submitted on
March 31, 1939, did not participate in the preparation or considera-
tion of this section of the report.

By direction of the Commission:

Roeerr E. HeALY,
Acting Chairman.
The PRESIDENT OF THE SENATE
The Speaker oF THE House oF REPRESENTATIVES,
Washington, D. C.
m
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Chapter I
ORIGIN, SCOPE, AND CONDUCT OF STUDY
A. INTRODUCTION—ORIGIN AND LIMITED SCOPE OF STUDY

In connection with its study of investment trusts and investment com-
panies, conducted pursuant to Section 30 of the Public Utility Hold-
ing Company Act of 1935, the Commission made a survey of invest-
ment counsel, management, supervisory, and advisory services. The
Commission’s jurisdiction to make the investigation into these organ-
izations was incidental to its main study. As a consequence, the
Commission did not make the same type of study and investigation
of investment counsel services as it did of investment trusts and in-
vestment companies. Detailed studies were not made, either through
questionnaires or field investigations of individual investment counsel
organizations, to ascertain the economic functions performed by or
possible defects and abuses existing in these organizations. This
report, therefore, is of limited coverage and comprehensiveness since
it does not include all investment counselors and does not analyze in
detail their basic problems. The report merely indicates the growth,
development, and magnitude of the investment counsel business and
points out some of the problems which appear to be present or
inherent therein.

The survey was intended to exclude any person or organization
which was engaged in the business of furnishing investment analysis,
opinion, or advice solely through publications distributed to a list of
subscribers and did not furnish specific advice to any client with
respect to securities,! and also accounts with respect to which the
organization furnished only economic advice and not advice relating
to the purchase or sale of securities. Where the investment counsel,
investment management, investment advisory, or investment super-
visory service did not constitute the sole activity of an organization,
the study dealt only with the department of the organization engaged
in the business of furnishing such service.

B. CONDUCT OF STUDY
1. Investment Counsel Questionnaire

The Commission sent to investment counselors a questionnaire 2
consisting of two parts. Part I, to be answered by all investment
counselors, was general in scope and asked for data relating to the

1The survey included only those persons or organizations who were engaged primarily
in the business of furnishing investment counsel or. advice and therefore did not include
lawyers, accountants, trustees, customers’ men in brokerage offices, security brokers and
dealers, and other similar persons who may give investment advice in similar ecapacities.

3 The Commission does not consider that its mailing list constituted a complete cover-
age of the names of all investment counsel firms in the United States. In preparing this
list the Commission had to resort to various sources, including the classified directories
of each city in the United States, the Regional Administrators of the Securities and
Exchange Commission, Securities Commissioners of all the States, and the registration
statements of brokers and dealers filed with the Commission.

1
178120—39 2




2 SECURITIES AND EXCHANGE COMMISSION

date, State, and form of organization of investment counsel firms, the
number of their employees, the nature of their affiliations, and
whether they numbered among their clients investment trusts and
investment companies and/or commingled or common trust funds
clients.* Part II, to be answered by investment counsel firms which
had investment trust and investment company clients during the
period from January 1, 1933 to June 30, 1936, called for information
with respect to their organization and activities; their method of
solocitation of accounts; the nature and extent of their services;
the basis of their compensation; the extent of their affiliation with
investment trusts and investment companies; their activities other
than that of furnishing investment advice; their security transactions
with their investment trust and company clients; their control over
the accounts of such clients; their investment policies; the type,
number, and size of their accounts; the custody of securities and
funds of their investment company clients; and the affiliations and
business experience of their officers and directors.*

The Commission received 394 replies to the questionnaire.® Those
persons and firms replying include, in all probability, all the larger
and more important investment counsel firms in the country.®

Of the 394 replies received, 56 were submitted by investment counsel
organizations which had investment trust and Investment company
clients at some time during the period January 1, 1933 to June 30,
1936.

2. Public Conference With Investment Counsel Firms

The Commission held a public conference on February 11, 1938,
with representatives of some of the larger investment counsel firms
who testified with respect to the status, functions, general problems,
and possible regulations of investment counsel organizations.”

3 Hereinafter in the report reference to investment trust and investment company
clients will include commingled or common trust funds. See Commission’s Report on
Commingled or Common Trust Funds Administered by Banks and Trust Companies.

+In connection with the preparation of the investment counsel questionnaire the Com-
mission conferred with a committee composed of : Mr. Axe of E. W. Axe & Co., Inc.; Mr
Stevens of Brookmire Corporation; Mr. Bush of Brown Bros. & Harriman; Mr. Story of
Brundage, Story & Rose; Mr. Chapin of Clarke, Sinsabaugh & Co., Inc.; Dr. Shaw of Edie
& Davidson, Inc.; Mr. Blackett of Fitch Investors’ Service; Mr. Langmuir of Dean Lang-
muir, Incorporated; Mr. Sedgwick of Loomis, Sayles & Co.; Mr. Leavitt of Moody's
Investors Service; Mr. Bolles of Poor’s Publishing Co.; Mr. D. B. Smith of Scudder,
Stevens & Clark ; Mr. Shaw of A. Vere Shaw & Co. ; Mr. Zoller of Standard Statistics Co. ;
Mr. Brady of Van Strum & Towne; Mr. Flynn of Young Management Corp.; and Mr
Ottley and Mr. Newbold of Young & Ottley.

5 See Appendix A, which gives a list of the firms which replied to the questionnaire,
showing location by city, or main place of business and date of organization.

¢The Twentieth Century Fund, Inc. estimated that there were from 3,000 to 4,000
investment counsel firms doing business in the United States (The Security Markets,
1935, p. 648). Business Week, in an article in its issue of September 19, 1936 (p. 42),
concurred with the Twentieth Century Fund, Inc. Mr. James N. White, of Scudder,
Stevens & Clark, also indicated that the figure 394 would not account for all the invest-
ment counsel firms in the United States. (Public Examination, Investment Counsel
Firms, at 21563.)

7The representatives who testified were: James N. White of Scudder, Stevens &
Clark; Dwight C. Rose of Brundage, Story & Rose; Robert H. Loomis of Loomis, Sayles
& Co.; Douglas T. Johnston of Johnston & Lagerquist; John H. G. Pell of Pell-Kip &
Skinner, Inc.; Rudolf P. Berle, counsel to Investment Counsel Association of America,
also testified. This public conference did not cover specific investment counsel organi-
zations, but dealt with investment counsel problems generally.



Chapter II

HISTORY AND GROWTH OF INVESTMENT COUNSEL
A. PERIOD OF ORGANIZATION IN THIS COUNTRY

The emergence of investment counselors as an important independ-
ent occupation, or profession, did not occur until after the close
of the World War. Of the 394 firms covered in the study, only
10 firms were organized prior to 1919.2 For the most part investment
advice had been furnished, prior to 1919, by individuals and firms,
not as part of a business of servicing the investments of clients for
a consideration but as ancillary to their regular business or profes-
sion. Lawyers, banks and trust companies, brokers and dealers in
securities, in the course of their business furnished investment advice
to their clients, depositors and customers.® The extent to which such
investment, advice was furnished was described by Mr. White of
Scudder, Stevens & Clark as follows:°

Q. Prior to the establishment of these investment counsel organizations, what
was the situation with respect to the class of individual to whom the purchaser
or the investor could look for information?

A. Well, the chief sources of information—do you mind if I speak about
Boston, being the place with which I am most familiar?

Q. That is all right.

A. In Boston where investment banking houses, brokerage houses are usually
found in combination, banks, professional trustee, which was quite an institu-
tion in Boston, and lawyers.

The statistical services were much more a compilation of facts than they are
today. There was much more attention to statistical facts and not so much to
opinions, or interpretations of those facts.

The investment banking houses, large investment banking houses in Boston,
occupied a very entrenched and a very respected position. It was not at all
uncommon for individuals to have their lists of securities on file at investment
banking houses and brokers of the larger and older, more established type, and
to go down quarterly say, for a review.

A large number of people whom I approached in soliciting business for the
firm in the early years were completely satisfied with the fact that they were
being given competent and sound advice by the investment banking houses.

The brokers were more of a secondary source of advice, while the banking
houses knew quite a bit about bonds and not so much as a rule about stocks,
the brokers knew more about stocks and very little about bonds insofar as
their function was concerned. Their attention was centered on the more
active stocks, per se, to some extent.

8 See Appendix A for dates of organization of these investment counsel firms.

® For example, Scudder, Stevens & Clark had been first organized, in 1919, as an invest-
ment banking firm, but soon was transformed into an investment counsel organization.
(Public Examination, Investment Counsel Firms, at 21638.)

10 Pyblic Examination, Investment Counsel Firms, at 21640-2.
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Professional trustees were not a general source of information except for
their beneficiaries, but their advice was disseminated pretty broadly. They
considered it a real part of their business to be as familiar as they could with
securities and particularly to exercise a general overriding common sense,
which is a definite part of an investment program, without so much technical
knowledge, but an element of sophistication about what could and could not be
accomplished in the investment.

The availability of such service to investors created an additional
incentive to a purchaser or trader in securities to patronize particular
brokers or investment bankers with the resultant increase in their
brokerage or securities business.!

However, after the World War a marked tendency developed in
the growth of a class of investment counselors unaffiliated with any
other form of financial organization. When examined on the causes
of this development, Mr. White testified :

Q. Will you, in your own words, in as great detail as you can, tell us what,
in your opinion, occasioned the initial formation of investment counsel or-
ganizations in this country, against what background did they come into being,
what was their genesis, what reasons prompted the formation of investment
counsel organizations, and what did you hope to accomplish that was not being
accomplished before those organizations were started?

* * * * L ] * *

A. Prior to the War there was a much smaller number of securities in which
there was a general public interest; of course, a much smaller number than
there are today, and a smaller number than there were even in 1919 after the
War.

The principal buyers of general securities were professional buyers, banks,
insurance companies, trustees—that is, for investment purposes.

The flotation of the Liberty Bonds created a much larger public interest in
general securities than there had been before. That created a tremendous
market for the borrowing of capital by industry.

The post-war boom in stocks also attracted, for somewhat the same reasons,
the attention of private individuals who up to that time had been more likely
to put their funds in savings banks, mortgages, local investments, the man-
agers .of which they knew personally, or which were such a factor in their
surroundings, their neighborhood, that they felt some confidence in them.

In 1919 the original partners of the firm looked around the field and saw
what they considered to be a gap in the financial picture, which was that
there was no agency which was solely representing the private buyer of
securities.

There were many sources of advice, but no one to whom he could turn and
retain professionally the way he would retain a lawyer on a technical problem

1 Some brokers continue to furnish investment advisory services to their customers
gratis. Mr. Paul Shields of Shields & Company, members of the New York Stock Ex-
change, testified (Public Examination, Chain Store Stocks, Inc., at 15643-4) :

Q. You say that there is a tendency in the Street for the larger commission houses
to organize substantial research organizations to supervise the accounts of the more sub-
stantial customers and offer them an investment advice as part of the brokerage service?

A. Well, I don’t know how general it is; I certainly think that is the trend—a num-
ber of houses started it, charging a fee for it, and following the lead of the investment
counsel sort of thing, and I think that that is gradually dropping out, and the service is
being provided for no additional charge, and that is what I am doing.

12 Op. cit. supra, note 10, at 21637—40.
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where he was up against technical men on the other side who knew more
than he dig. =% * %

Not only did several firms, which had for many years included
an investment advisory department in their organization, segregate
their investment counsel activity from their brokerage activity and
create separate independent investment organizations, but there
developed, since 1920, a distinet class of persons who held themselves
out as giving only personalized investment advisory service.

Table 1 classifies the 394 individuals and firms replying to the
questionnaire according to the year of their organization.

TABLE 1.—Dates of organization of 39} firms replying to the investment counsel
questionnaire

Year of organization ;}!flﬁggi_ t(i)\%ntg};gi Year of organization ﬁ&éln‘;%:l ggﬁ;g%;i

i 1 8 38
1 2 9 47
1 3 20 67
1 4 23 90
2 6 44 134
2 8 55 189
1 9 41 230
2 11 44 274

.................... 40 314

__________ 54 368

____________________ 13 381
3 14 13 394
5 19
6 25 Hotalisxraereldarm 3500 394 394
5 30

From 1920 to 1929, only 36 of the 394 investment counsel firms
studied were formed.”® Commencing in 1929, however, the number of
new investment counsel firms increased rapidly. During the two
years 1929 and 1930, 43 investment counsel firms were organized, or
approximately the number organized from 1889 through 1928. The
number of firms organized annually averaged approximately 46 for
the period 1931-86. This marked increase in the number of firms
organized was, according to Mr. Shields, attributable to the demands
of the investing public, which required supervision of its security
investments after its experience during the depression years.*

A. ¥ * * T am spending a very substantial amount of money to do that,
as a part of the brokerage service, that is, supervision of accounts and advice.
Those people have found out through the depression that it is not a question
of buying one security and keeping it but that it is constant supervision of the
securities that they own, and the average person with a moderate amount of
money isn’t able to do that. They haven’t the facilities for it.

12 This number included 6 of the 49 firms which have investment companies among
their clients.
14 Public Examination, Chain Store Stocks, Inc., at 15643,
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B. GEOGRAPHIC DISTRIBUTION OF INVESTMENT COUNSEL FIRMS
1. State of Organization

Investment counsel firms have been organized in at least 30 states
(Table 2). The majority of the investment counsel firms were organ-
ized in the chief financial and commercial centers: New York with an
aggregate of 128; California with 83;* Massachusetts with 38; Illi-
nois with 30.

TABLE 2.—~States of organization of 394 firms replying to the investment counsel

questionnaire
Number Number
State of firms i of firms

New Hampshire.
New Jersey

W -

-
S RRC CRC

Oregon
Pennsylvania
Rhode Island

@
=

Kentagleyr 1o il o f e ol R R
LionisianaT Lt b oo d Ak o ST S
Maine. ..

Michigan_____
Minnesota.

Montana_
Nebragka 5 Dot A0 oLl e

2. Location of Main and Branch Offices

Only 33 of the 394 firms replying to the questionnaire maintained
branch offices throughout the United States. The aggregate number
of such branch offices was 86 (Table 8). The majority of these firms
with branch offices were the larger organizations which had invest-
ment trust or investment company clients. :

15 California is one of the few States which has had a statute requiring investment
counselors to register with the State Securities Commissioner. The California Commis-
sion was therefore probably able to obtain a better coverage of the investment counsel
firms organized and/or doing business in California than most of the other States, be-
cause of this registration. See Appendix F for California Statute relating to the invest-
ment counsel. This statute will be considered briefly in Chapter VII, infra, “Regulation of
Investment Counsel Firms.”
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TABLE 3.—Number of branch offices of 394 firms replying to the investment
counsel questionnaire

Number of branch offices N“g};g of b{)‘;ﬁgg’;}gf Number of branch offices Nu‘%xltl)‘esr of I‘%‘;ﬁgﬁgg’
13 13 0 0
8 16 0 0
7 21 0 0
T 4 1 17
3 15
0 0 Potad. . Lokt a0 33 86
0 0

The small number of branch offices established by investment
counsel firms may be attributed to two factors. Most of the invest-
ment counsel firms have been organized as sole proprietorships and
have remained “one-man investment counsel firms.”*® Furthermore,
in view of the comparatively recent development of investment coun-
sel firms, they apparently have not, as yet, achieved the degree of
popularity with the investing public sufficient to warrant their ex-
pansion through the medium of branch offices.

C. FORM OF ORGANIZATION

The largest number of investment counselors included in this sur-
vey were individuals or sole proprietors. Relatively few of them
had investment company clients. On the other hand, the majority
of those investment counselors which had investment companies
among their clients were organized as corporations (Table 4).

TABLE 4.—Form of organization of 39} firms replying to the investment counsel

questionnaire
: : Firms with in-
Firms without
Form of organization investment com- | Yvestment com- Total
any clients pany clients at
p end of 1936

Sole proprietorship. . iy Seed & o ampll L 2Rl 163 8 171
Corporation_.___.__ = 114 32 146
Partnership_. z 44 6 50
Department._ 2 21 3 24
Foandatlons s e aa e i C et 3 et = IR E e 1
Volantacy association, L ooaistier L, L o i e te Tt 1 1 2
0 LRGN o A SO el 344 50 394

D. SIZE OF INVESTMENT COUNSEL FIRMS

The size of investment counsel firms may be measured in two ways,
by the amount of funds they supervise and by the number of their

employees.

18 See Table 4 for form of organization of investment counsel firms.
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1. Size of Funds Administered by Investment Counsel Firms

Detailed figures as to the amount of funds administered were re-
ceived from 51 of the 394 investment counsel services. These 51
firms managed, supervised, and gave investment advice with respect
to funds aggregating over $3,900,000,000.*

Of these 51 firms, six orgamzatlons managed, supervised or gave
investment advice with respect to approximately 78% of the total
amount of funds administered by these investment counsel firms.

The variation in the size of the funds administered by these 51
investment counsel firms, as of June 30, 1936, is shown in Table 5.

TABLE 5.—51 investment counsel firms, classified by the size of funds
administered

Amount of

Funds administered (thousands of dollars) Nugxrl‘l;‘esr of l‘%’;}‘gsoyggll:

lars)

7

306
1,180
1,634
34, 406
129,419
174,970
350,415
181, 704
923, 465
2,143,198

BN O WD L

3, 940, 502

<)
S
S
&,
i
i
H
|
|
|
1
i
i
1
i
e
=

Table 6 classifies the total funds administered by 49 of the 51
investment counsel organizations according to the type of the client.

TABLE 6.—Accounts of 49 investment counsel services, classified accordmg to
type of client, June 30, 1936

é&rtmilfmt (tl)f tAverage

otal funds unds per
Type of client 1‘;‘;&;33’;? f|inaccounts| ¥ ezf}%’gf of | secount (in
(in millions thousands

of dollars) of dollars)
Investment trust or company..________________________ 90 311 17.3 3,455
Common or commingled fund 7 4 0.2 589
BankRi- Tan e AR e s e et 59 189 10.5 3,195
Life insurance companies_ .. -.._.__.____.____________. 3 10 0.6 3,392
Other insurance companies. 24 117 6.5 4,870
Nonprofit organizations. . 60 35 1.9 576
Other corporations.__ 431 206 11.5 478
Gither'clients T Ui S s s S e | 3,301 926 51.5 281
U TRl S S S U e e e LR 3, 965 1,800 100. 0 452

17 All but 2 organizations (the largest 2) reported as of June 30, 1936. The 2 largest
investment counsel organizations reported as of the middle of 1937 and the end of 1937,
respectively.
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The importance of private or individual clients is indicated by the
fact that, measured by the number of accounts of “other clients”
administered (most of whom are individuals), these individual or
personal accounts represented about 83% of all the accounts admin-
istered. However, the average amount of funds per account was
$281,000 for this group of “other clients” and was thus smaller than
the average for any other group of clients separately reported.

The remaining 2 of the 51 firms showed the following distribu-
tion of their accounts:

Amount of | Percent of
funds total

($000,000)
3070 o e el Sl Sl e e T NN G S DR v 1,374 64.1
TRSEICUEIONS (-2 sl il R e e e e e i 419 19.6
Inatviguals: ;- b O flains SETRERER, 0 P b e VR 5 350 16.3
ot BN tos v i i R AT B e e R e R 2,143 100.0

Only about $311,000,000, or 17%, of the total funds administered
by these 49 investment counsel firms represented investment company
funds. The average size of the investment company account super-
vised by investment counsel firms was much larger than the average
size of the accounts of the other types of clients. In comparison
with other clients of these investment counsel firms, however, invest-
ment companies were relatively few in number. A majority of the
investment companies covered in the Commission’s study of invest-
ment trusts and investment companies which were managed by per-
sons or organizations other than the officers and directors of the
investment companies, were managed or supervised either by ancil-
lary management companies or pursuant to management contracts
between the investment company and the sponsors of the investment
company. Investment counsel firms supervised the portfolios of
about 20% of all management investment companies proper, with
assets amounting to about 11% of the assets of all investment com-
panies in this group.

2. Number of Employees

The size of investment counsel firms may be further measured by
the number of persons employed. Of the 394 firms replying to the
Commission’s questionnaire 362 gave information on the number of
persons employed and reported a total of 3,928 persons (Table 7).18
Over three-tenths of the total were employed by the 50 investment
counsel firms which had investment company clients, with an average
of about 25 persons per firm. The 312 reporting firms without in-
vestment company clients, which represented about 86% of the total
number of firms mcluded in this survey, employed 2,672 persons, or
an average of over 8 persons per firm—another indication of the fact
that the average size of the investment counsel firms with investment

18 The number of persons employed includes sole proprietors. partners, and officers.
All the data refer only to those employees occupied in investment counsel activities.

178120—39——3
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company clients was much larger than the firms without such clients.

Appendix C classifies the number of persons employed according
to the form of organization of the investment counsel firm. The
table shows that investment counsel firms in corporate form em-
ployed about 53% of all employees or 16 persons per firm, partner-
ships 14% of all employees or 12 persons per firm, and sole proprie-
torships only 9% of all employees or 2 persons per firm.

TABLE 7.—362 firms replying to the investment counsel questionnaire, classified
by number of employees at the end of 1936 “

Firms without inyvest- | Firms with investment Total
ment company clients company clients
Number of employees TR o IR
er ol mber er
Nugg"’; of lp}eli'lsous Nué‘;gf’sr of gersons0 N uﬁn;xl;;ir of ;ljlélrlsonso
employed employed o employed
194 398 12 28 206 426
59 368 15 88 74 456
33 463 8 129 41 592
7 159 4 96 11 255
7 220 4 135 11 356
;L 47 1 42 2 89
2 109 2 113 222
1 60 | 60
2 140 2 140
4 88 1 88
2 183 91 3 274
2 229 122 3 351
______________________ 186 1 186
1 208 226 2 434
Dotall o aeeay: S L bk 312 2,672 50 1, 256 362 3,928

% The number of employees includes sole proprietors, partners, and officers; 32 firms replying to the ques-
tionnaire did not give information on the number of persons employed.



Chapter III
AFFILIATIONS OF INVESTMENT COUNSEL FIRMS

A. INTRODUCTION—AFFILIATION WITH BUSINESS OTHER THAN
GIVING OF INVESTMENT ADVISORY SERVICE

All investment counsel firms have not restricted their business
interests or activities to the supervision of the accounts of their in-
vestment clients. There were 136 investment counsel firms, or 35%
of the 894 investment counsel firms included in this survey, which,
in addition to furnishing investment counsel advice, carried on other
activities, or were affiliated with other businesses. Forty-six percent
of the 50 firms with investment company clients, and 33% of the
firms without investment company clients, were affiliated with other
businesses. These affiliated interests were for the most part related
to some branch of finance.

TABLE 8.—Affiliations of 39 investment counsel firms at the end of 1936

Firms with- | Firms with

Other business of affiliated organizations a out invest- | investment | o

ment com- company
pany clients clients

Brokers or, dealers in securities. . --..-.. oo Lo ooiasiosisaiciaoi. 45 8 53
Publication of investment manuals and periodicals...._.___________ 16 4 20
Fingneial counsels - a - - I- i T Lo sesl L i 6 3 9
General business counsel = v 1 8
Pensitwork JXifit it J 81 [ S BT S A 7
Underwriting___._.____ - 4 3 T
Business management._ . . 5 1 6
Real estate management 3 4 4
Real estate dealers.._.__ 3 4 4
Evaluation of securities. (RS ERR Le el TAT 0 % i B 8 3
Training analysts_.__... 3 3
Holding company.__ 2 2
Insurance broker.._ . 2 2
Hstate planningeMert il i e AL o R O R T 1 1
Hytatednd:tax counseletTrr otk Ll 10 ol (Tl o ReEaell 7 |5 e L B 1
Import and export merchandise...... . a1 LT Ceieh 1
Industrial management and reorganization. ... _________________| _____________ 1 ¥
Investment bankers . o 0 o s |eesET 1 1

1

i

1

Subtotal.-._. 113 23 136
Noafilintionss Aot e AR e i 1 D st e e B e 231 27 258

g e e e - LA I S T 344 50 394

s This table lists the designations of other affiliations precisely as furnished by the firm replying to the
questionnaire.

11
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The largest number of investment counsel organizations asso-
ciated with other businesses were connected with brokers or dealers
(53 firms) and publishers of investment manuals and periodicals
(20 firms). This marked association of investment counsel organi-
zations with these two types of activities may be attributable to the
fact that research and statistical organizations are not uncommon
with these businesses.

B. AFFILIATION WITH INVESTMENT TRUSTS OR INVESTMENT
COMPANIES

Altogether, there were 56 investment counsel firms replying to the
questionnaire which furnished investment counsel advice to invest-
ment trusts and investment companies during the period 1933-36. The
majority of these firms were directly affiliated with their investment
company clients.’ The nature of the affiliation varied. In some in-
stances, the officers of the investment counsel firm were officers of the
investment company. In other cases, the officers and directors of the
investment counsel firm owned shares of these investment companies;
some investment counsel organizations held a controlling stock inter-
est in the investment company, while others merely held smaller
blocks, apparently for investment purposes only. Some investment
counsel firms themselves owned shares in the investment company
to which they furnished supervisory or management services, al-
though the amount of the stock held by the investment counsel firm
in their investment company client was not always sufficient to give
the investment counsel direct control over the client. Furthermore,
in one case, not only did the investment counsel firm own shares of
the investment company client, but the company in turn owned shares
in the investment counsel organization. Iinally, some investment
counsel firms were the organizers and sponsors of their investment
company clients.

The effect of the relationships between these investment counsel
firms and their investment company clients is reflected in the nature
of the service and the degree of supervision which these firms pro-
vided with respect to the funds of their investment company clients.
In those cases where the investment counsel firm, either directly, or
indirectly through its officers or directors, held a controlling interest
of the stock of its investment company client, the firm of course had
a greater control over the funds of its investment counsel client
than in those cases where there was no affiliation between the invest-
ment company firm and its investment company client. However,
even in instances where the investment counsel firm did not have a
controlling stock interest in its investment company client, the fact
that the firm owned some stock of its client seems to have been
reflected in the nature of the services which such firm gave to its
client. s

19 Appendix D lists these investment counsel firms and their investment company
clients, showing (1) existence of affiliations, and (2) nature of power they have with
respect to the management of their client’s funds.



Chapter IV

NATURE OF SERVICE TO INVESTMENT COMPANY
CLIENTS

A. DISCRETIONARY OR ADVISORY POWERS

The powers of investment counsel firms with respect to the man-
agement of the funds of their investment company clients were either
discretionary or advisory. Discretionary powers imply the vesting
with an investment counsel firm control over the client’s funds, with
the power to make the ultimate determination with respect to the
sale and purchase of securities for the client’s portfolio. In contrast,
vesting advisory powers with an investment counsel firm merely
means that the firm may make recommendations to its client,
with whom rests the ultimate power to accept or reject such
recommendations.

Seventeen of the 56 investment counsel firms studied had such
discretionary powers with respect to the funds of their investment
company clients.  These investment counsel firms were practically
all included in the group which were associated with their invest-
ment company clients, either through stock ownership in the in-
vestment company, through a membership on the board of directors
of the investment company, or through sponsorship of the investment
company. Two additional investment counsel firms apparently also
possessed discretionary powers with respect to the management of
their clients’ funds through a power of attorney given them to
manage the funds of their clients. In some instances, although the
terms of the management contract between the investment counsel
firm and its investment company client did not expressly vest dis-
cretionary powers with the firm, such powers can be inferred from
the relationship between the firm and its investment company client.2°

No consistent practice has been adopted by investment counsel
firms with respect to discretionary or advisory powers. Apparently
the investment counselors are not in agreement on the feasibility of
adhering to one or the other type of account. For example, Mr.
Shields testified that his brokerage firm did not.accept discretionary
accounts:

Q. Now, in those instances where you give investment supervision, that is,
advice to the brokerage accounts that you have, of course the ultimate decision
rests with the customer, isn’t that so?

A. In all cases.

20 For example, Dominick & Dominick organized, sponsored, and had a majority repre-
sentation on the board of directors of National Bond and Share Corporation; and Scud-
der, Stevens & Clark organized, sponsored, and had a majority representation on First
Investment Counsel Corporation, Second Investment Counsel Corporation, and Third
Investment Counsel Corporation.

2 Op. cit. supra, note 14, at 15647,

13
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Q. Those are not discretionary accounts?
A. We don’t accept any discretionary accounts.

In contrast, Mr. White of Scudder, Stevens & Clark indicated
some advantage might exist in allowing investment counselors to have
discretionary powers over their client’s fund : 22

Q. Do you know of situations of discretionary accounts operated by the
investment counsel organization other than those which were created by the
exigencies or contingencies of a person having to leave the country or being
away? Is it unusual or rare in an investment counsel organization to have a
discretionary account, even though the individual is physically present?

A. No, and just from hearsay, I understand that some firms strongly recom-
mend them, and I can well see why, because it is more efficient, and should
in the long run give better investment results.

Mr. Theodore T. Scudder, of Scudder, Stevens & Clark, testifying
at the public examination of Sterling Securities Corporation, implied
that some advantages may exist in vesting with the investment
counselor discretionary power over the management of the invest-
ment company portfolio: 2

Q. Which brings me to a fairly important point. Based on your experi-
ence with the Sterling Securities Finance Committee, what is your opinion
with respect to the management of investment trust portfolios where you
have a finance committee or an executive committee? As a result of your
experience what conclusion did you reach? :

A. Well, the conclusion that I think we reached,—was this: we had experi-
ence with the Investment Managers Company where there were three or four
investment experts. Our experience was that the policy of investment was
not satisfactory. That was one reason why that company was sold, so
that we wouldn’t be in that situation. The same thing was true in Sterling.
I say Sterling, but it would have been true in any other companies where
there were several cooks. That is the reason that we mever after that period
were willing to advise any other investment trust and we have maintained
that policy up to date. In the case of our own trust the situation is differ-
ent, because there is only one cook and that cook lives or dies on its own
belief. They may be wrong, but at least they are their own beliefs and not
a compromise of several beliefs * * #*,

* * * * * ¥ * *

A. * * * T pelieve that the result will reflect some definite policy rather
than a compromise on policies. Whether the compromise of policies would be
more successful over a period of time, I think it is too soon to say.

% * ) * * * * *

Q. Don’t you think you can successfully advise an investment trust or [does]
the existence of the board of directors and finance committees make it impos-
sible to successfully advise that type of institution?

A. I feel we would rather be 100 percent responsible for results rather than
that.

* * # * * * *

We had come to the conclusion too many cooks spoiled the broth. In other

words, you had better have one management and not two or three.

2 Op. cit. supra, note 10, at 21664-5.
22 Public Examination, Sterling Securities Corporation, at 14769-70.
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B. EXECUTION OF ORDERS

It appears that the vesting of discretionary powers with the invest-
ment counselor to administer the funds of the investment trust
carried not only complete power with respect to the selection of
securities for the portfolio of the investment company, but, in the
majority of cases, gave the investment counselor the power to place
with brokers the orders to buy and sell the portfolio securities for
the trust. Of the 17 firms which had discretionary powers with
respect to the administration of the funds of their investment com-
pany clients, 12 firms were given the power to place the orders
for their clients.

In most of the cases where the investment counsel firms had the
power of placing the orders for investment company clients, the
confirmations of such orders were sent either to the investment coun-
sel or to the “investment counsel service” and the client. On the
other hand, where the investment counsel firm had only advisory
powers with respect to the supervision of its investment company
client’s funds, the orders were usually placed by the client, and the
confirmations of such orders were sent by the brokers only to the
client.

Almost uniformly the investment counsel firms which had been
vested with the power by their client of placing the orders also
had the power of selecting the brokers to execute the orders.

C. CUSTODY OF SECURITIES OF CLIENTS

Investment counsel organizations almost never assume the custody
of the portfolio securities of their investment company clients. This
1s probably due to the fact that these firms do not want to have the
added responsibility incident to this function.*

24 Only one investment counsel firm in this group had custody of its clients’ securities.
Another firm indicated that it had custody of the funds of its clients but not of the
securities purchased for the fund.

The Commission has no detailed data with respect to the custody of the securities of
clients other than investment company clients. However, the representatives of the
investment counsel firms who attended the public conference stated that their firms did
not assume custody of any of their clients’ securities.

Young & Ottley, Inec.,, in their monograph, What Young & Ottley, Inc. offer to the
Holders of Invested Capital, state:

“Their methods of doing business do not contemplate, nor will they accept, the physi-
cal possession of clients’ securities or funds at any time. Their advice and action, there-
fore, are for the exclusive benefit of their clients, who make such arrangements as are
best suited to their needs, either retaining their own securities, or having these in the
custody of their bank or broker.”



Chapter V
ADMINISTRATION OF INVESTMENT COUNSEL FIRMS
A. COMPOSITION OF PERSONNEL

Apparently no uniformity of standards prevails in the selection
of the personnel of investment counsel organizations. Although in
the majority of cases the personnel of investment counsel firms had
had some experience in the security brokerage business or in the
financial field, definite or uniform standards of training for em-
ployees were almost never laid down. Many of the officers and
directors of these firms had been or were closely affiliated with in-
vestment companies; many were affiliated with various types of in-
dustrial organizations; others had been teachers of finance and
economics or editors of financial magazines and periodicals. But in
other cases, some of the personnel of the investment counsel firms
had no previous business experience prior to their affiliation with
the investment counsel firms.

B. FEES

The majority of the investment counsel firms which had invest-
ment company clients based their compensation on a percentage of
the assets of the funds of the investment company which they super-
vised (Table 9). The amount of the compensation in most cases was
from 14 of 1% to 34 of 1% of the assets.

TABLE 9.—Rate of fees charged investment companies by 37 investment counsel

firms
Percent of assets N u&‘gesr of Percent of assets Nuﬁr?gir of
Leossithan 0.25: 00t —ciotaiiaai Sl il il T e e i R S N e e L2 ) )L
02550049 =L Wit moan 1l S ou L hss 24 200 andioverais £ Lt ot SRR 3
088-0.74_ Lasins- o o il o bl O 23 Dot
Q5000 ity les et sk e LS g el e i Al Motals st el it vy S s RSl 37
1:00-1.49 s Seas et el 7

The rate of compensation was either fixed or on a sliding basis,
varying with the amount of the client’s funds. For example, one
firm used the following sliding rate scale: for accounts under
$100,000, a fee of $500; for accounts between $100,000 to $2,000,000,
1% of 1% of the principal ; for accounts from $2,000,000 to $4,000,000,
145 of 1% on the first $2,000,000 and 3% of 1% on the remainder; and
for accounts over $4,000,000, 1% of 1% on the first $2,000,000, 35 of
1% on the next $2,000,000 and 14 of 1% on the remainder.

16
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Some investment counsel firms based their fees on a percentage of
the value of the securities bought and sold for their investment com-
pany clients. Other firms based their fees on the profits earned by
their investment company clients, the percentage being almost uni-
formly 14 or 25% of these profits. However, in determining the
profits for this purpose, investment counsel firms have used various
standards. Some firms applied the percentage annually to all the
profits earned by the client, without regard to the losses which may
have occurred during their management; others applied the per-
centage to the profits which accrued to their client after the pay-
ment of dividends to the shareholders of the investment company;
others indicated that their participation in the profits of their client
was contingent on the maintenance of the capital fund of the client;
and one investment counsel firm indicated that it based its fee both
on a percentage of the assets of its client and on a percentage of the
profits earned by the client.

One investment counsel was compensated for its services solely by
receiving the brokerage commissions on security transactions effected
for the mvestment company client.

Some investment counsel firms, on the other hand, charged a flat
retainer fee, without any provision for a percentage based on either
the assets or profits of the client. This flat retainer fee was based
either on the number of securities with respect to which the invest-
ment counsel firm gave investment advice, or on the number of re-
ports which the investment counsel firm prepared for its client.
Some of these firms, however, charged, in addition, a minimum flat
fee. Table 10 gives a schedule of minimum annual fees charged by
firms with investment company clients.

TABrE 10.—Minimum annual fees charged by investment counsel firms to
investment company clients

Amount of fee

Less

than | $250 | $300 | $500 | $600 | $1,000 | OV | Total
$250 )

Numberof Rrmg s, —temgarcen o0 1 4 2 8 1 4 1 21

C. LIMITATIONS ON NUMBER AND SIZE OF ACCOUNTS
1. Problem of Priority in Advising More Than One Client

In those cases where investment counsel firms had more than one
client, a possible conflict of interest exists with respect to the priority
of security transactions for these clients. Of the 56 investment
counsel firms which had investment company clients, 23 had more
than one investment company as a client.?> When the counsel recom-
mends either liquidation of a particular security which is in the port-
folio of more than one investment company or the accumulation of a
block of a particular security for more than one investment company

25 See Appendix B.
178120—39——4
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client, the problem arises as to which company shall liquidate first
(and therefore probably receive the highest sales price), or which com-
pany shall accumulate first (and thereby acquire the security at prob-
ably the lowest purchase price). Several investment counsel firms
indicated that, although they had more than one investment company
client, the problem of priority of transactions was not a particularly
acute one. One investment counsel firm indicated that it had
adopted a definite procedure of making recommendations to its
clients to sell or buy securities in proportion to the amount of the
individual client’s funds under its supervision. In another instance,
the investment counsel firm, in order to avoid priority of treatment
among clients, adopted the practice of allocating to the investment
company blocks of shares in accordance with their general activity
in buying or selling securities for their portfolio. Presumably, if
an investment company made frequent changes in the portfolio it
would be given preference in instances where a problem of priority
was involved.

2. Limitation on Number of Clients

Some of the investment counsel firms limited the number of their
clients. This policy was stated to be based on several grounds,
including the desire for more direct and concentrated supervision
of accounts, and the desire for liquidity of holdings of clients.?®

3. Minimum Size of Accounts

Comparatively few investment counsel firms adopted the indirect
method of limiting the number of their accounts or clients by estab-
lishing a minimum size of the accounts which they would supervise.
Some investment counsel firms required at least $100,000; others
required at least $50,000; and still others set $25,000 as the minimum
amount which they would administer.

As a result of the practice or policy of fixing a minimum on the
size of an individual account, some 1nvestment counsel firms have
organized and managed investment trusts and investment companies,
which they recommend to persons whose accounts to be managed
are below the minimum size. For example, Mr. Scudder testified
that the investment counsel firm of Scudder, Stevens & Clark was
impelled to organize its three investment companies?® in order to
make their management available to the smaller accounts: 2°

Q. Did you make any attempt to have limitations or restrictions as to who
should participate in your trust? By that, I mean do you attempt to cater to
people who have to your knowledge resources over a certain amount?

A. No, it was designed by us—to take care of the individual who came in
for our advice but had too small an amount of money to be economical for him

2 For example, it was stated by one investment counsel that by restricting the num-
ber of its accounts, it was possible to dispose of the holdings of a limited number of
clients “within a week” without their becoming an important factor in the market for
the particular securities. g

2" The practice of charging minimum fees is practically equivalent to establishing a
minimum size of account which the firm is willing to administer.

2 First Investment Counsel Corporation, Second Investment Counsel Corporation, and
Third Investment Counsel Corporation.

2 Op. cit. supra, note 23, at 14781.
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to employ us or deal with him as an individual, and we say, “All right, if you
want our advice, you can buy for 50 cents per annum in conjunction with
others.”

D. SOLICITATION OF ACCOUNTS

1. Solicitation by Salesmen

The majority of the investment counsel firms studied employed
salesmen at the inception of their business to solicit accounts, and
many firms still do so. James N. White of Scudder, Stevens &
Clark testified :*

A. We have used, particularly during our early stages, the method of direct
solicitation of a rather intensive sort. We have, in a few instances, paid
commissions to individuals who were not regularly employed. That has
been very exceptional, and we have not favored it as a general practice.

Q. Now, when you say “solicitation,” you had the regular staff who used
to contact people either of means or who you thought might be interested in
the service you were prepared to give, to interview these people, and tell them
about your service?

A. Yes.

Q. In addition to that, you had the other situation where a person may have
brought you a client although he was not a regular member of the staff and
he was paid a commission for bringing the client?

A. Yes.

Q. That is under the general category of solicitation?

A. Yes. Do you want me to go into that solicitation?

Q. Yes.

A. Well, we consider ourselves—it seems odd for a professional person who
considers himself professional to solicit business, but we not only had to get
business if we were going to support any kind of work, or staff, but we consid-
ered that if a person who thought up a profession, such as a doctor, should
hang out a sign saying “Dr. so-and-so,” he would not get many patients unless
hie explained to them what a doctor’s work was.

We found a number of people who said very shortly after an outline of
our activities, “I have been wondering for years why somebody did not do this.
I am glad to know about you.”

We never resorted to direct advertising in newspapers or magazines. We
did send out letters to persons whom we thcught might be prospective clients,
giving them sometimes long and sometimes short dissertations on what we
offered in the way of service and the reasons why we felt we could be of
assistance to them.

During our early stages that was by far the largest contributor of business.
The amount of business contributed by our clients, talking about us to other
people, creating an interest in us and their friends and acquaintances, was
small at first, and gradually grew * * *,

* % * * * * *

Q. Were there instances where brokerage firms who had clients with very
substantial accounts would suggest that they retain investment counsel to
Assist them in the management of those accounts?

A. There have been a few instances of that kind.

Q. Recommendations by brokers?

A. Yes.

30 Op. cit. supra, note 10, at 21655-9.
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Q. Investment banking institutions?

Al Yes.

Q. What other types of organization would be a potential institution to
recommend that the individual avail himself of investment counsel?

A. We have had individuals come in who were recommended by commercial
bunks and by law firms.

Q. Insurance companies?

A. Not that I knew of.

Q. Would you consider under those circumstances that the banker or broker
or the individual was entitled to a commission? Did you pay commissions
under those circumstances?

A. No, we have not in any case, though they perfectly well might be entitled
to it.

Q. You did no advertising at all?

A. Not public advertising, only by direct mail to certain specific individuals.

* * * Y +* * *
Q. What difficulties do you find with it [solicitation]?
* * * o % * *

A. Well, only because people who call themselves professionals of a high
degree do not solicit business, at least they don’t call it that.

Q. You mean they do not let the lawyers solicit and therefore you feel
that you should put yourself under the same disability, is that it?

A. Well, we would like to, if we can afford it.

These salesmen were usually paid on a commission basis, which in-
creased with the length of time during which their accounts remained
with the firm. Many of the larger investment counsel firms reduced
their sales force, for, in the case of these older firms, the necessary
replenishment of accounts which discontinued the service was effected
largely by the personal recommendation of clients, brokers, bankers,
and other business contacts of these investment counsel firms.

In the case, however, of the newly organized investment counsel
firms, solicitation presents some vital problems. It is urged that
the bona fide investment counselor must resort to active solicitation
of accounts until the amount of funds managed is of such size as to
make supervision of these accounts profitable. Vigorous solicitation,
however, has been most common where the “investment counselor”
is of the “tipster” class. Mr. White conceded that this class of
investment counsel firm constituted a serious problem, since by
“their prolific advertising and their solicitation they probably could
reach a type of individual who requires more protection” than the
type of individuals who retain bona fide investment counsel.

2. Solicitation by Advertisements

Inyvestment counsel firms, to obtain new business, have, in addition
to direct solicitation of accounts by salesmen, employed various
forms of direct advertisement. These means of advertisement have
been in the form of newspaper advertisements, general surveys on
industrial and financial subjects published as monographs by the
investment counsel firms, and pamphlets describing their activities
and advantages.

The newspaper advertisements of the firms with investment com-
pany clients usually took the form of the name of the firm, its ad-
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dress, and a brief description of its activities. A more common form
of advertisement by investment counsel was the pamphlet usually
made available to non-clients as well as clients describing the ac-
tivities and the advantages of the particular investment counsel firm.
The general surveys made by some of the investment counsel firms,
which were available to both clients and non-clients, included finan-
cial bulletins dealing with such problems as a “study of bonds,”
“Investment procedure,” “common stock as long term investments,”
“financial analyses,” “current investments,” “gold inflation and the
public debt;” industrial surveys dealing with individual industries
were prepared by some investment counsel firms; and bulletins of a
general nature, describing theoretical investment problems of the
individual.®*

However, the advertisements of all “investment counselors” were
not restricted to monographs, brochures or newspaper advertisements
which merely briefly described the activities of these organizations.
Many of the individuals and firms included in the broad category
of “investment counselors” employed advertisements which em-
phasized “cheap stocks for large profits,” “trading advice,” ‘“stocks
at $2,” and so forth, disclosing the “tipster” character of their
services.®?

E. TURNOVER OF NUMBER OF CLIENTS

The Commission received from 10 investment counsel firms infor-
mation relating to the turnover of their clients’ accounts between
December 31, 1932 and December 31, 1937.22 These data, incorporated
in Table 11, show the percentage of accounts held by individual firms
at the end of each year during the period 1932-1937 which were still
held as of December 31, 1937. For example, of the number of ac-
counts which Firm A held as of December 31, 1932, 68% of these
accounts were still with the firm as of December 31, 1937. For the
entire group of firms only approximately 60% of the accounts on the
average which these firms had as of December 31, 1932 remained with
the firm as of December 31, 1937. So too, for the year 1936, which
would indicate the percentage loss for one year, the average percent-
age of accounts retained was 86%. One firm (Firm F) lost by De-

TABLE 11.—Percentage of accounts at each year-end, from 1932 to 1937, retained
by 10 investment counsel firms at the end of 1937

Firm
End of

A B C D E F G H i J | Average

78 50 79 48 bt R e 59 - B TRl 59
84 77 87 63 82 Tlesio 69 68 39 65
82 70 82 63 45 86 76 Kl 64 71
87 87 88 76 67 70 84 85 88 81
94 92 94 86 79 66 90 93 79 86

100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 | 100.0 100.0

3L A few titles of such bulletins will convey their nature—*“A Man and His Property,”
“Challenge to Investments,” “Useful Wealth,” “Danger of Good Times,” “Sale Prospects
and Clear Outlooks,” “Personal Management Service.”

32 Specimens of these types of advertisements are contained in Appendix E.

32 One firm reported for the period 1933—-37 and another for the period 1934-37.
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cember 31, 1937 as many as 70% of the accounts which it held as at
December 31, 1932, and that same firm lost as many as approximately
20% of its accounts in the one year 1936.

F. AUDIT OF BOOKS OF INVESTMENT COUNSEL FIRMS

Investment counsel firms have not adhered, it appears, to any uni-
form practice of having their books or their clients” accounts audited.
Thirty of the 60 firms did not have their books audited by an
independent accountant.

G. FINANCIAL STATEMENTS OF INVESTMENT COUNSEL FIRMS

Asset data were available for 15 of the 56 firms which had invest-
ment company clients. The largest of these firms had assets of
$681,607 at the end of 1935, with a net worth of $678,950; the second
largest had assets of $335,643, with a net worth of $292,601; and the
third largest had assets of $298,861, with a net worth of $54,983. The
smallest firm of the 15 at this year-end had assets of $3,716, with a
net worth of $616. Seven of the 15 firms had assets less than $50,000,
and 11 had less than $75,000. Eleven of the firms had a net worth
of less than $50,000, while only two had a net worth of over $100,000.
From the end of 1933 to the end of 1935 the aggregate assets of these
15 firms increased from $1,252,801 to $1,853,748, or from an average
of $83,520 to $123,583.

Operating statistics were reported for only 11 of the 15 firms. In
1933, only one of these 11 firms showed a net loss in operations
(after including trading profits and losses and income taxes). In
1934 four firms showed net losses and in 1935, five firms. The aggre-
gate net profits of all 11 firms amounted to $123,713 in 1933, $162,167
in 1934, and $208,715 in 1935. Over half of these profits were ac-
counted for by one firm. In 1935 the aggregate ordinary income for
all 11 firms was $1,920,440 as compared with $1,397,357 in 1933. The
ratio of aggregate net profits to aggregate total assets for all 11 firms
was 16.7% in 1933, 19.9% in 1934 and 19.5% in 1935.

The operating expenses of these 11 firms are summarized in Table
12 for the years 1933, 1934, and 1935. The two major items are
salaries and wages to officers and clerical employees and commissions
to salesmen. Salaries and wages amounted to over $1,000,000 in
1935, accounting for about 65% of all operating expenses. Commis-
sions to salesmen aggregated $212,000 in 1935 ($252,000 in 1933) and
represented 13% of all operating expenses (21% in 1933).

TABLE 12.—Analysis of operating expenses of 11 investment counsel firms, 1933-35

Amounts expended Percent of total
($000) expenses
Item
1933 1934 1935 1933 1934 1935
Salariesiand wages. . .- Thr a NPT T Sl 631 930 1064 51.3 61.2 64.6
Commissions to salesmen for solicitation of new
aceoumERlrral s 2 o UTEET B ale e e T T 252 216 212 20.5 14.2 12.9
Miscellaneous and unallocated ... __._______.___. 348 373 371 28.2 24.6 22,5
1057 R bl SN O it (13 ot PR 1231 1519 1647 | 100.0 | 100.0 100.0




Chapter VI

FUNCTIONS AND PROBLEMS OF INVESTMENT
COUNSEL

A. FUNCTIONS OF INVESTMENT COUNSEL
1. Continuous, Disinterested, Personalized, Investment Advice

Some of the representatives of investment counsel firms urged that
the primary function of investment counselors was “to render to
clients, on a personal basis, competent, unbiased, and continuous
advice regarding the sound management of their investments.” The
necessity for and the rapid growth of investment counsel service,
according to these representatives, was in no small measure occasioned
by the “tremendous overelaboration, or certainly elaboration of the
capital structure of the industry, a great increase in the complexity
in the numbers and background of securities that were available for
investment by investors,” and “the result was that the layman became
bewildered by the confusion incident to the complexity of structure.” **

Rudolf P. Berle, counsel to the Investment Counsel Association of
America,* testified : 2

A. * * * The result was that the layman did what an intelligent layman
does do: he sought the advice of somebody who could advise him expertly on
the subject. He had to, exactly as he would seek the advice of an architect or
engineer in the connection with building a house or other kind of structure.

The response to that need, as I have suggested, was very rapid, and where
you have a mushroom growth, naturally there are many types and kinds of
people who undertake to respond to that need.

Rapid growth in almost anything is likely to lead to a possibility of chaos.
Now, before this rapid growth, or slightly before it, there were certain estab-
lished groups which were rendering investment counsel service, such, for
example, as Scudder, Stevens & Clark, and it was naturally to the advantage
of a variety of people to apply to themselves this term of investment counsel.

In that chaotic growth, a great many people held themselves out, as I
understand it, as being investment counsel, when actually they had none of
those qualifications and, as you pointed out, Mr. Schenker, earlier, you had the
entire range from the fellow without competence and without conscience at
one end of the scale, to the capable, well-trained, utterly unbiased man or firm,
trying to render a purely professional service, at the other end.

The main sources of investment advice available to the public prior
to the inauguration of independent investment counsel organiza-
tions—investment banking houses, brokerage houses and banks—were

8t Op. cit. supra, note 10, at 21672.

% The Investment Counsel Association of America is a voluntary association organized
by the representatives of a few investment counsel organizations to formulate a standard
code of ethics for this industry.

36 Op. cit. supra, note 10, at 21672-3.
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deemed by some of the representatives of the industry undesirable,
in that numerous vital conflicts existed between the interest of the
individuals or institutions furnishing the advice, and the interest of
the investor to whom it was furnished. Mr. James N. White, of
Scudder, Stevens & Clark, in describing these conflicts, testified : **

Q. Did you envision any problems arising from the fact that the investment
banker was acting at least as a quasi-investment counsel with respect to
securities?

A. We did not visualize any ethical difficulties, but we could see problems.
We could see potential problems to a sufficient extent that we felt justified in
charging a fee for being completely and totally on the investor’s side, so to
speak, giving him our full time and our entire interest.

Q. Now, what problems did you envision?

A. The very simple one of the problem of a merchant whose bread and butter
and existence depends on selling his goods.

There was more of a problem than that because that is a perfectly legitimate
function. There was the fact that when a banking house told his bond sales-
men that they might offer certain bonds, he could not tell them that before
selling a given bond to a given person, he must necessarily scrutinize his entire
list of securities, familiarize himself with the person’s investment objective
and decide whether those bonds should be offered to him.

Q. Well, isn’t it one of the fundamental problems, which we also have in
investment ftrust and investment company situations, that the investment
bankers’ pecuniary interest lay in effectuating the sale of the securities, isn’t
that so?

A. That is so.

Q. And without making any concession by yourself, that advice to a client
might in some way be tinged with that pecuniary interest. You could visualize
situations, could you not, where investment advice was predicated not so much
upon the financial position or the advisability of this particular investor pur-
chasing the securities, but was subconsciously motivated by a desire to sell
the merchandise? G

A. Well, I would put the emphasis there on subconscious, because we never
attempted to build up our business by damning the investment banker who was
trying his level best to serve the interest of the investor. It was more a
question of the theoretical position he was in, representing both the corporation
who was borrowing money and the investor who was lending.

Q. On that aspect there may have existed not a deliberate intent to unload
securities that were sour, or were unsound, but at least there existed subcon-
sciously a prejudice on the part of the investment banker in favor of the
security, or else he would not have underwritten it, isn’t that so?

A. I would say keener, a very much keener interest in it. In other words,
he knew a great deal about it, much more than he knew about the general
investment field. He made much more of a study of it and knew much more
about it and was correspondingly much more interested, and enthusiastic
about it.

Q. So that the situation as you visualize it was that there did not exist an
impartial, disinterested agency to which a person could go to get a disinterested,
impartial appraisal of the intrinsic merits of a particular investment he was
going to make and also whether that was the type of investment that would
fit into his general personal investment program, isn’t that so?

14, at 21642-5.
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A. And from which he could at the same time get continuity of supervision;
those three things go together.

Q. So it was with the intent, you say, to furnish definite disinterested advice,
together with advice which formed part of a cohesive plan, personal to the
particular investor, and furnish continuous supervision of that program, which
you say actuated the formation of the investment counsel organization in this
country?

A. Yes.

However, Mr. White conceded that many investment counsel have
“strayed a great distance from that professed function” of furnish-
ing disinterested, personalized, continuous supervision of invest-
ments :*

Q. The problem of definition, of investment counsel, of course, is a difficult
one, isn’t that so?

A. Yes.

Q. Usually it is defined in terms of hope and anticipation, what you would like
it to be, isn’t that so? But as to what the actualities are, what the realities are,
you have a gradation from individuals who are professed tipsters and do not
make any pretense of being anything else, all the way up the scale to the type
of individual, who, as you say, desires to give that impartial scientific professional
advice to persons who are trying to plan their economic situation in the light
of accomplishing various results, making provision for old age, education, and
so forth. However, you can readily see, can you not, Mr. White, that a very
significant part of that problem, as far as we are concerned, and possibly the
most vital one, is, shall we say, the individuals on the fringes, isn’t that so?

A. That is my conception of it.

2. Limited Economic Strata Served by Investment Counsel

The function of investment counsel, as conceived by representatives
of the industry, is to serve only a limited group of investors—those
individuals and institutions with substantial funds who require con-
tinuous supervision of their investments and a program of investment
to cover their entire economic needs. Dwight C. Rose of Brundage,
Story and Rose, president of the Investment Counsel Association of
America, testified :3°

Q. I am just trying to see where the investment counselor fits into the general
mosaic of investment advice to the public. The investment counselor, as you
conceive hig functions to be, is a type of individual who is qualified to give
investment advice to individuals who have, shall we say, a moderate estate,
and have investment problems, both from the point of view of income, provision
for old age, education of children, and so forth; isn’t that so?

A. Investment counsel up to the present time has had largely to concern itself
with the problems of that group because it has found no satisfactory method
of dealing with small funds on a basis that is profitable.

Q. So that the strata of the population served by the investment counselor,
as you conceive these services, is not the person who has a few hundred dollars
and wants to buy some stocks, or has just a few hundred dollars with which
he wants to speculate to see if he can make a quick profit, but it is the individuals
who have a moderate estate and who want to plan scientific management of

3 1d., at 21646.
» Id., at 21715-7.

178120—30——5
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their funds so that they can meet all their financial requirements; I mean that
is the ultimate to be expected from that type of organization; isn’t that so?

A. I would say that is generally true, with the exception of whatever
supervision or management some firms might have over commingled funds, or
mutual investment funds. ;

Q. The extremely wealthy people, of course, usually have their own invest-
ment counselors. When they run into the millionaire class, they, of course, have
investment advisers who do nothing but devote themselves to the investments
of these people; isn’t that so?

A. That frequently is the case.

Q. What medium do you say exists to service the really small people who
have a few hundred or few thousand dollars to invest?

A. Of course, such an individual has for a number of years had the savings
bank, and such things as building and loan associations. So far as common
stocks are concerned theoretically, he has had investment trusts which were
organized for that purpose.

I, personally, see no reason why investment trusts cannot be so organized
and directed that the small investor can get expert, sound management through
participativn in them and get it at a reasonable cost.

3. Difference in Function Between Investment Counselors and Investment
Companies

The representatives of the industry emphasized that a marked
distinction existed between the function of investment counselors and
investment companies, although both types of organization in essence
are formed to furnish investment management. Mr. White testified
to this effect as follows :*°

Q. * * * There is a similarity in the nature of the service rendered by
the investment trust to its stockholders and an investment counsel to his client,
is that so?

A. The investment trust gives a part of the service rendered by investment
counsel.

Q. What do you visualize is the vital distinction between the nature of the
service you give and the nature of the service the investment trust gives?

A. Well, the ordinary investment trust of the management type gives its holder
a diversification, probably beyond the ability of the small investor to obtain on his
own capital. It also gives him management. It does not take any cognizance—
the distinction is that it takes no cognizance of his total financial position in
investing his money for him, and is distinguished from investment counsel, in
that it gives him no judgment in the matter whatever. In other words, advice
and management are two entirely different things and I should say that the
great bulk of our clients consider themselves as the managers of their capital.

Q. Now, you say the true function as you conceive it, of an investment coun-
selor, is to give advice in connection with the specific condition of a particular
individual ?

A. Yes.

Q. While the investment trust does not have that personal element in it, that
it manages the funds more on an impersonal basis?

A. That is right.

Q. “Impersonal” being used in the sense that they may try to get a common
denominator, or what they envision their stockholders’ condition may be, or

401d., at 21648-51.
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what would be best for a cross-section of the American public, but does not
give the advice with the peculiar, particular, specific financial condition of the
individual and what he hopes to accomplish, or what purpose.

A. Might I also add that in a number of cases at least, as Mr. Dunn said
yesterday, the investment trust managers do not consider their funds as a
proper repository for all of an individual’s capital. It is not that it doesn’t
consider only his personal peculiarities and needs, but it does not give him a
complete financial program.

4. Relation to the National Economy

Aside from the possible service rendered to investors of fairly
substantial means who require concentrated investment supervision
the contribution of the investment counsel to the national economy
“was much less clear.” Mr. White, of Scudder, Stevens & Clark,
testified : #*

A. * * * TFyrom the point of view of the country, the point is much less
clear. Unless you feel that it is of value to place the country’s wealth in the most
productive channels and to dissipate as little of it as possible in foolish and rash
investment, to minimize speculation, to stabilize markets which we believe we
tend to do, rather than to exaggerate out of balance.

B. PROBLEMS OF INVESTMENT COUNSEL

The problems relating to the investment counsel industry may be
subdivided into two broad categories: (a) the problem of distinguish-
ing between bona fide investment counselors and “tipster” organi-
zations; and (b) those problems involving the organization and
operation of investment counsel institutions.

Mr. White of Scudder, Stevens & Clark, in discussing this problem
of the investment counselors, testified : 2

Q. You assumed you were the progenitors. Our record indicates that there
is one that was organized as far back as 1899, an organization called “Town
Topics Financial Advisory Service.” I am surprised you have not seen their
name because we have some advertisements, one of them in the New York
Herald Tribune, which sziys, “A stock at $2.00 for those who like to speculate
in very low priced stocks, we have chosen a $2.00 stock representing an industry
that is now, et cetera—Town Topics Financial Bureau, Alfred T. Moore.” Is
that your concept of the function of an investment counsel?

A. Not exactly.

Q. However, it is a condition and not a theory which confronts the Commission.
That type of thing exists, does it not?

A. When I say yes, I do not know. I could not put a name to any individuals.

Q. I am not being critical of Town Topics, but that type of organization which
gives that type of investment service exists, isn’t that so?

A. Yes.

* * * * * . .

(). The fact is that they may be more significant than the investment counsel
as you would envision its function ; because of their prolific advertising and their
solicitation, they probably can reach a type of individual who requires more pro-

41d., at 21651-3.
42714d., at 21647-8, 21667
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tection than the type of individual who comes to Scudder, Stevens & Clark,

isn’t that so?

A. I think so.

* * * * s * *

Q. I just want to discuss, generally, the basic approach to the problem of in-
vestment counsel. As I understand it, you feel that the abuses or evils prevalent
in the investment counsel organization are more concentrated in instances where
individuals do not conform to your standards. They are more prevalent in
that type of individual, isn’t that so?

A. Yes, I feel that very strongly.

Q. It is the individual who makes exaggerated claims, it is the individual who
is essentially a tipster, the individual who may not have the requisite qualifica-
tions and training and background and financial resources and financial responsi-
bility that aggravates the problem of investment counselors, isn’t that so?

A. Without them I would say it would be a minor problem.

Q. And any cure for the problem of investment counselors in the broad sense
you feel must necessarily encompass that type of individual?

A. Largely focus on it.

Although the survey by the Commission did not include a detailed
investigation as to the existence of specific abuses and defects of in-
vestment counselors, their activities patently present various problems
which usually accompany the handling of large liquid funds of the
public. In many respects, various of the abuses and defects prevalent
among investment companies may very easily arise in the investment
counsel field. Like investment companies, investment counsel services
have had a largely unregulated and unsupervised mushroom growth.
Throughout the history of their existence and up to the present time,
no limitations, restrictions, or conditions have been imposed with
respect to the qualifications of the individual who may solicit the
funds of the public to be controlled, managed, and supervised, the
method of solicitation, the custody of these funds, or the character of
the investment advice furnished.

At the public conference, some of the representatives of the invest-
ment counsel organizations indicated that there existed vital prob-
lems in the investment counsel field. It was emphasized that in-
dividuals without the requisite qualifications and financial responsi-
bility who indulged in exaggerated claims constituted a menace not
only to the investor but to the counselors. One of the major prob-
iems as viewed by these representatives was, therefore, the elimination
of “tipster” services which were masquerading as bona fide investment.
counsel organizations.

Broadly stated, the representatives felt that investment counsel
organizations could not completely perform their basic function—
furnishing to clients on a personal basis competent, unbiased, and
continuous advice regarding the sound management of their invest-
ments—unless all conflicts of interest between the investment counsel
and the client were removed.*

4 Mr. Rose, president of the Investment Counsel Association of America, in discussing
the constitution and the code of ethics of that organization, emphasized the necessity for
investment advice untainted by any conflict of interest. The code provided :

“It is the function of the profession of investment counsel to render to clients on a
personal basis competent, unbiased, and continuous advice regarding the sound manage-
ment of their investments. An investment counsel firm should devote its time exclusively
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Some of the representatives recognized that these conflicting in-
terests prevailed to a marked degree where the investment counsel
organization was closely affiliated with investment bankers or broker-
age firms. The representatives claimed that, since the investment
banker is essentially a “merchant of securities whose income depends
primarily on the difference between the price he pays for securities
and the price at which he sells them,” ¢4 he was in no “position to advise
impartially with respect to the particular goods he has to sell.” #* In
the language of one of these representatives: “It seems * * *
fairly obvious that a merchant in securities to be sold at a profit is
primarily concerned with moving the wares he has on the shelf that
he will make money out of, and therefore is not in a position to give un-
biased advice, which we have stated to be the function of the profes-
sional investment counsel.” ¢ Similarly, representatives of investment
counsel firms urged that the affiliation of brokerage firms with invest-
ment counsel organizations fostered undesirable and irreconcilable con-
flicts of interest, for “the broker receives his income principally or en-
tirely from the commissions received on transactions—the larger the
number of transactions the larger his gross income” #* and “the broker’s
interest in turnover might be a temptation to advise clients to trade
more than might be to their advantage or than might be necessary in
their interest.” 48

So, too, it was asserted that divorcement of investment counselors
from the directorships of corporations was essential if the funda-
mental objective of the complete elimination of conflict of interest was
to be attained. Representatives of investment counsel organizations
claimed that conflicts of opposing interests might exist. The fiduciary
obligation of the director to the corporation and stockholders might
dictate one course of conduct which was to the best interests of the
corporation but which might be inimical to the interests of investor
clients holding securities in the corporation. Stress was placed by
some of these representatives upon the fact that any affiliation be-
tween the corporation and the investment counsel organization
through directorships might be an impediment to a disinterested,
objective, or critical attitude toward an investment by clients in that
corporation.

According to some investment counsel representatives, trading by
investment counselors for their own account in securities in which
their clients were interested may adversely affect the interest of these

to the performance of this function and services incidental thereto; it should not engage
in the business of security merchandising, brokerage, banking, the publication of financial
services, or acting as custodian of the securities or funds of clients; and neither the firm
nor any partner, executive, or employee thereof should directly or. indirectly engage in
any activity which may jeopardize the firm’s ability to render unbiased investment advice.”

Mr. Rose testified (Op. cit. supra, note 10, at 21686) :

“In other words, the reason for the adoption of that general provision was that, in
our judgment, experience had pretty clearly indicated that an organization was not in a
position to render to clients, on a personal basis, competent, unbiased, and continuous
investment counsel services, if it had other interests that might conflict with those
services.”

4 Op. cit. supra, note 10, at 21687,

4 Thid.

48 Thid.

47 Tbid.

48 Thid.
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clients, since a problem of priority of transactions is created—i. e., a
question arises as to whether a block of a particular security is to be
accumulated (or liquidated) first for the account of the client or the
account of the investment counsel.

Arrangements for contingent compensation to investment coun-
selors, such as percentage of profits, was strongly condemned as
inimical to the interest of the client, for according to these representa-
tions, aside from the “heads I win, tails you lose” *° aspect of such
arrangements, such a basis of compensation “encouraged the advisor
to recommend a degree of risk that the investor himself would not
knowingly undertake, inasmuch as the advisor has everything to gain
if he is successful and nothing to lose if he is wrong” *° and “may have
been a strong temptation to take unusual risks, to speculate or to
over-trade.” o1

Other problems with respect to investment counselors are their
solvency and the custody of their clients’ securities. Although, as a
matter of practice, many investment counsel firms do not assume the
custody of their clients’ securities, yet investment counsel services are
under no disability to accept such custody, and some organizations
have physical possession of such securities. At present, investment
counsel organizations are under no obligation (except in one State,
where a bond of $5,000 is required) °* to make any provisions with re-
spect to the protection of their clients’ securities or cash balances in
their possession. No conditions are imposed by law with respect to
the minimum capital or net worth of these organizations; and no pro-
vision is made for the auditing of books or checking of clients’ securi-
ties by any independent authority or agency. The problem of the
protection of investment counsel clients may be aggravated by the fact
that 146 of the 394 firms replying to the investment counsel ques-
tionnaire were corporate in form, with resultant limited liability of
their stockholders.

Although, in fact, the contract or relationship between investment
counsel and client is a personal one, yet in those instances where the
investment counsel is corporate in form, control of the funds of the
individual clients may be indirectly transferred merely by disposing
of the controlling stock of the investment counsel corporation to other
individuals without the knowledge and consent of the client.

#14d., at 21714,

% Thid.

51 Tbid.

52 This is the State of Oklahoma.



Chapter VII
REGULATION OF INVESTMENT COUNSELORS
A. STATE REGULATION OF INVESTMENT COUNSEL FIRMS

Federal regulation of investment counselors as such does not exist
at the present time.”® Several of the states require that persons who
furnish investment counsel advice be registered with the State Secu-
rities Commissioners.®

1. California

The State of California amended its Corporate Securities Act in
1931 to provide for the registration of investment counselors.®®* The
Act broadly defines an “investment counsel” as follows:

Every person or company other than a broker, who in this state, for compensa-
tion, engages in the business of advising others either directly or through publica-
tions or writings as to the value of securities or as to the advisability of invest-
ing in or purchasing of securities, and every person other than a broker or cer-
tified public accountant who issues or promulgates analyses or issues reports
concerning securities; provided, however, that said term shall not be construed
to include any licensed, practicing attorney who renders or performs any of said
services in connection with the practice of law.

The registration application of the investment counselors requires
the following type of information: (a) the name and residence of
the applicant; (b) the business reputation, experience and education
to qualify the applicant to act as an investment counsel and the train-
ing and background of the applicant who wishes to function as an
investment counsel; and (c) the plan, character, and method of
business.

The California Commissioner is empowered by the statute to deny
the application or revoke registration if either the applicant does not

% However, Sec. 17 (b) of the Securities Act of 1933 and Sec. 15 of the Securities Ex-
change Act of 1934 contain provisions which may interdict to a limited extent some of the
activities of investment counselors.

8 Some states which have no statutory regulation with respect to investment counselors
do, however, recognize the importance of having such regulation. For example, the Illi-
nois legislature has at present pending before it a bill with respect to the regulation of
investment counselors. In Massachusetts, the State Securities Division is apparently
attempting to regulate counselors as brokers. In Minnesota, the Securities Division, at
the last session of the legislature, attempted to have a law passed giving the division
some regulatory powers with respect to investment counselors as exist concerning brokers
and security dealers. In Missouri, the State Securities Division has taken the position
that investment counselors should register as dealers in securities, since on advising clients
they are believed to act in some manner within the scope of the statutory definition
of dealer. In Texas, there is a recognition by the Securities Commission that there is
need for some regulation to prevent counselors from also acting as dealers in securities,
in order to afford unbiased advice. (Report of Research Department of Illinois Legislative
Council. on Statutory Regulation of Investment Counselors, September 1939.)

%% See Appendix F.
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possess the requisite training and experience, or any officer, director or
member thereof has or is about to engage in any fraudulent trans-

actions.%®
2. Connecticut

The State of Connecticut on May 12, 1937, passed a statute *” which,
like the California statute, required investment counsel organizations
to register with the State Securities Commission. The Connecticut
statute specifically excluded from the scope of its definition certain
financial units such as banks, loan associations, etc. The bases for
denial or revocation of registration are closely similar to those in

the California statute.
3. Illinois

Illinois, in its rules and regulations respecting the sale and dispo-
sition of securities, apparently supports the practice of permitting
brokers and/or dealers to give investment counsel advice in addition
to their usual transactions in securities.®® The rule which applies
to investment counselors, however, defines the standard of fiduciary
obligation which should obtain in cases where such broker and/or
dealer attempts to furnish investment counsel advice in those trans-
actions. The provisions in this respect read as follows:

Investment counsel or advice, whether by one specializing solely in rendering
investment counsel or advice, or by a dealer or broker, incidental to usual
transactions in securities, shall be strictly on the basis of fiduciary relationship
between the counselor or advisor and the investor or prospective investor. In
no event shall such counsel or advice be influenced or colored by the element
of profit or compensation through the sale or trade-out of any security held
by the investor. Any advice or counsel given to an investor respecting the
position of a security held by such investor must be solely on the basis of
interest or pecuniary profit to the investor. Any investment counselor who
in any manner, whatsoever, either directly or indirectly, places or assists in
placing any contract for the purchase or sale of securities is held to be a
registrant and must be qualified as provided by the provisions of the Illinois
Securities Law.

4. Michigan

The Michigan securities statute includes in its definition of “dealer”
in securities one “who for any consideration acts as an investment

% Some information on the operation of the California statute was supplied in a letter
from the Securities Commissioner of California to the Commission. This letter reads,
in part, as follows :

. “Since the Corporate Securities Act was amended in 1931 to make provision for the
licensing of Investment Counsels, the number of applications have been as follows :

1931__ e i, A2
1932_ _ S R S 105
938 ot El A 102
1934_ . =97
1935_ _ L 89
1938 __ S = Skt &
1937 (January to April) bptt g it AL

Our records disclose tbat dvring the period from August 1931 to April 1937, two invest-
ment counsel certificates have been suspended, twenty investment counsel certificates have
been revoked and 101 investment counsel certificates have not been renewed. Each certifi-
cate expires on the 31st day of December of the year in which it is issued.”
5 See Appendix F.
5 See Rule 15 of Illinois Rules and Regulations under the Illinois Securities Law
effective December 31, 1938. 3
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counselor and advises the purchase and sale of securities.” As a
“dealer,” therefore, he is required to be licensed by the State
Securities Commissioner.*

5. New Hampshire

The New Hampshire securities statute includes within its definition
of “securities” ‘“‘contracts of services and advice relating to invest-
ments, or membership in organizations or associations purporting
to render such services or advice,” which, in other words, describes
the services of an investment counselor. A further provision of the
act provides that “dealers in securities,” which would thus include
persons selling investment counsel advice, must register with thé
securities commission. The State Securities Commission has the
authority under the statute to investigate the financial standing and
reliability of a prospective dealer and to pass upon the advertising
material to be used by such person in connection with his activities.®

6. Oklahoma

The State of Oklahoma, by an amendment to its Securities Act
in May 1933, provided that only registered dealers may function as
investment, counselors,** but exempted lawyers and certified public
accountants. Registration was conditioned upon the posting of a
bond to account for customers’ funds and securities and to satisfy
judgments obtained by customers against the dealer in actions based
on security transactions.

7. Rhode Island

Rhode Island provides for the registration of brokers, and in the
definition of broker includes every person who “for any cause acts
as investment counsel and advises the purchase and sale of
securities.” ©2

B. PRIVATE INVESTMENT COUNSEL ASSOCIATIONS

Two private associations of investment counsel firms exist in this
country—The Investment Counsel Association of America organized
in the State of New York ¢ and The Investment Counsel Association
of Southern California.®

With respect to the purposes and objectives of The Investment
Counsel Association of America, Rudolf P. Berle, its counsel,
testified : o

% See Appendix F. In addition, Rule 14 of the Michigan Rules and Regulations adopted
January 1, 1936, is similar to the Illinois Rule 15, above cited, defining the standard
of fiduciary obligation to be maintained by an investment counsel.

% See Appendix F.

1 Ibid.

92 Thid.

8 This association at the time of the public conference on investment counselors had
just completed various of its organizational phases and had few members. The organiza-
tion had not as yet undertaken any active membership campaign. (Op. cit., supra,
note 10, at 21670.)

% See Appendix G for a statement of the purposes, objectives, and the Code of Profes-
sional Practice of these organizations.

® Op. cit., supra, note 10, at 21673-5.
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A. * * * Tn that chaotic growth [of investment counsel], a great many
people held themselves out, as I understand it, as being investment counsel, when
actually they had none of those qualifications and, as you pointed out, Mr.
Schenker, earlier, you had the entire range from the fellow without competence
and without conscience at one end of the scale, to the capable, well-trained,
utterly unbiased man or firm, trying to render a purely professional service, at
the other end.

Recognizing this range, a group of people in the forefront of the profession
realized that if professional standards were to be maintained, there must be
some kind of public formulation of a standard or a code of ethics.

There had to be some kind of distillation of the experience which they had had,
which could produce a code of ethics, to which the public at large, and to which
laymen could turn in determining what kind of thing they might expect from
an investment counsel, that term having come to be appropriated by a great
variety of people who previously had never had any experience at all. The
result of that feeling on the part of a number of leaders in this profession, cer-
tainly in the forefront of the profession, was the formulation of the code of
ethics * * * and the formulation of an organization known as the Invest-
ment Counsel Association of America to implement the code of ethics.

* * « * * * *

The Investment Counsel Association, in its organization, is not now in a posi-
tion to police, if you please, those individuals who not only do not conform to
this code of ethiecs which has been formed, but probably would not wish to con
form. There is a definite problem, as you pointed out.

On the other hand, it is my own personal view, that the formulation of that
code is of tremendous value, in that for the first time a group in the profes-
sion have undertaken to establish a group of standards and the investing
public is in a position to see these standards in type and can ask of anybody
who seeks to advise them, “Are those the standards by which you govern your-
self, whether you are a member of the Association or whether you are not?”

It was the unanimous opinion of the representatives at the public
examination, both of firms which are members of the Association
and non-member firms, that, although a voluntary association would
serve some salutary purpose, such an organization could not cope
with the most elemental and fundamental problem of the investment
counsel industry—the investment counsel “fringe” which includes
those incompetent and unethical individuals or organizations who
represent themselves as bona fide investment counselors. These in-
dividuals and organizations not only could not meet the requirements
of membership, but because of the nature of their activities would
not even consider voluntarily submitting to supervision.or policing.
Mr. Berle, when examined on the effectiveness of voluntary organi-
zations to deal with the basic problem of incompetent and dishonest
investment counselors testified : ¢

Q. Well, as you see it then, at least at the inception of the Association, this
is just a distillation of the experience of people who formed the organization,
their experience, and what they conceive the code of an investment counselor
should be, isn’t that so?

A. Yes.

®1d., at 21675-8.
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Q. It is tantamount to a public proclamation that you believe a real invest-
ment counsel should be guided by these things and have these qualifications,
isn’t that so?

A. That is one phase of it.

Q. As you have indicated and as Mr. White has indicated, that will not meet
the situation of the individual who holds himself as investment counsel, who
not only probably could not qualify as a member of the Association, but would
avoid becoming a member of the Association so as not to be subject to those
ethical principles and possible policing by the Association, isn’t that so?

A. It would not come within the policing power of the Association; that is
perfectly true.

On the other hand, I do not think that the value of having a code of that
sort stated prevents—I won’t say prevents, but improves—the situation created
by the tremendously rapid growth of the profession.

Q. It is that group of individuals that we have been describing as the
“fringe” that constitutes a major problem in the investment counsel situation
in the broad sense, isn’t that so?

A. It certainly does, yes.

Q. There is no way the Association can compel them to become members
and comply with the code, is there?

A. No.

Q. And there is nothing that the Association can do, if the individual is
not a member of the Association and does not conform to your code of ethics?

A. That is correct.

Q. To meet that situation you need some agency which has compulsory
power to compel them to conform to those standards, isn’t that so?

A. Yes, someone else has got to do that job.

Q. The code of ethics of the Association propounds what you conceive the
standards of a true investment counsel should be, and attempts 10 educate the
public to your conception of these standards. An individual is thereby put
on notice that if he does not conform to those standards he at least does not
conform to what your idea of an investment counsel should be?

A. Which we believe is not an unrepresentative point of view.

Q. You do not contend, do you, Mr. Berle, that the Association is the panacea
of the evils of the investment counsel in the broad sense?

A. Far from it. It is too large a problem, but it is very, we believe at least,
a very constructive step in the direction of formulating standards.

Q. And I think you will also concede that unless you can deal with the
fringe you are not realistically dealing with the problems, isn’t that so?

A. I would not put it quite as strongly as that.

Q. How would you put it?

A. I think it is a purely realistic approach that we have.

Q. Yes.

A. For example, you cannot undertake to regulate the fringe, unless you have
got an idea as to what kind of a standard at least the best minds in the
profession think ought to be established as the standard.

On the other hand, certainly any realistic approach has got to deal with the
fringe that you refer to, in order to do a complete job. I thoroughly agree
with that.

Mr. Rose also testified : 67

Q. Now, in connection with your investment counsel association you heard
Mr. Berle’s testimony. Do you agree with him, Mr. Rose, that aside from any

¢71d., at 21708-10.
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salutary purpose that the formulation of this code may have that the Asso-
ciation cannot completely deal with the problem of the investment counselor
in a broad sense?

A. I do, yes, sir.

Q. And do you agree that one of the vital aspects of the entire problem
are those individuals who designate themselves investment counselors who
do not conform to your conception of what an investment counselor is, and
therefore would not even be in a position to qualify for your Association?

A. From a social standpoint that would appear to be the vital problem.

Q. The most vital problem; yes. It is those individuals who call themselves
investment counselors who do not have the requisite training, experience, and
financial responsibility, and who do not have the requisite ethical standards,
which presents one of the major problems in the investment counsel situation;
isn’t that so?

A. Yes, sir, I think so. .

Q. From what I can see the Investment Counsel Association was not formed
with the idea that it could solve those aspects of the problem, but was ani
additional effect that the Association might have generally?

A. I think it was pretty definitely recognized in its formation that the Asso-
ciation would not solve that problem, and we would not attempt to solve it.

Various representatives of the industry conceded that the problem
of investment counselors must be dealt with on a national basis in
order to be solved. Mr., White testified as follows: 8

Q. Isn’t it also a fact that that type of individual is the more elusive, so
far as state boundaries and jurisdictions are concerned?

A. I should think he would be.

Q. And do you think that the only effective method of handling that situa-
tion, if it is to be handled at all, is to be on a national basis rather than on a
local restricted area, or state basis?

A. I should think that would be preferable.

Mzr. Rose also testified : %

Q. Of course, one of the major problems of the investment counselors, who
are really investment counselors, is the stigma placed on those types of
individuals by the activities of the individuals who are on the fringe; isn’t
that so?

A. Yes, that is true. I think that is one factor that stimulated the forma-
tion of the Association.

Q. And yet you will never be able to effectively meet that unless it is
dealt with on a national scale?

A. I think that is true.

% Id.,, at 21667-8.
®Id., at 21710-11.



APPENDIX A

List of Investment Counsel Firms Which Replied to Investment Counsel

Questionnaire ¢

Date of

Name of firm City organi-

zation
ABBL ROyEW e o Ne L s e e e e Long Beach (Calit.). - :ai = 34
Abelseir&Ca e e Sl aEEET . e e e 33
AbrabamyNatan .~ =2 leol doatr Sl SR aTidt Hie s 23
Administrative and Research Corporation (N. Y.)_ ’34
Advisory. Corporation; Whe. Dt g Jou et To Cve o ’34
Alexander Hamilton Institute____________________________ 16
Adexander, R.oRE &iCiop "3 wweotew won 5 tf S e UL T80 125
AleganderRalple A4l o e e g e '35
American Institute for Economic Research. ’34
American Institute of Finance ___________________________ : ’19
Andersoni Adlen & Co, YC Bt ol et v ba o S 34
Anderson and Cromwell, Inei - o ST sl oo L ] ’30
Anderson-0:8.& Co:, Ime: o -mtie o o flaiule i ot 34
'27
’36
’35
AtkinsonAlbert Boco o - 2 b e e e ’32
Axe, E. W. & Co., Inc New York City. '33
Ayaeind Co7o na it e e s I e Cleveland._____._._._____. ’36
Bankers Investment Service, Inc_________________________ Milwanlceaie, T e E e ol e ’36
Barlow, [Frank QG St oo Bares o i i e Binglinmion i "ot Choaie g o e 28
Barnes, John K New York City. 32
Bltnes, Ny Bl hl e o b T L S Pashdenn -t el T i i 34
Bayney, Ohas:Dad& Qovi tent (=m0 nain Lo el New: YorkiOlbye- D o & de w05 ’33

Barrett, Julian N Atlanta i LR

Bay State Management Corporation_____________________ Boston wic ot e TR 36
Bayliss, Kenneth H 3 30
Beattie, Johm A oG C ot o e o R Pittsburgh ’30
Beck, Mack & Oliver == 2= o 0 sisas E o New York Oty == == = => v . 31
Bell & Wright__________._____ San diranciseos  ouss R et o s ’36
Bent, Charles Howard Chieagort=teto e B ol v '35
Bentley, Harold D_._____ New York City. ’30
Berphar@s ATnoyder St co T E S rgeiitaate W e 1o Voo LIRS T e L Tl IS 31
BeristetarMadanlay, INe_ ooyt e en, doge Nl o ool D re (3 s 5 SRR e il il 1A e 34
Betts and Morris, Inc by o BEREER Sal Lo il dataces Tl ~S el 34
Beverley National Co FoS ATPalessv ==l el S R e ’35
Bishop &G0~ - ol - .| Philadelphia__ 36
BowenyPAlhert Joeise oo ol g dlae = SREIN | e T BantalAnng - BlE 50 oo L, ’36
BoSdidr Cotaya oo ol et o DRLaEIR S el Cleveland - = 2 a o o & '35
Braun, John A .= =100 T New York Gty 2l a u=d0i . - b ’36
Breckinridge & Co Chicare s LUl il oot ’31
Brewer, Arthur Lo - . 50 s viiay Los Angeles_ 37
Bristol Investment Counsel Corporation New Bedford” =~ . _c__ i .-l 0 ’30
Bropkmire Bulleting, Inc. = c.tr. i il 2 e o o New York=City «. L5 wurs tibainy '34

% The list includes, with a few exceptions, all organizations replying to the Commission’s questionnaire.
It was not possible to make a list of selected firms that would correspond to some standard definition of
investment counsel. As a result, the firms included vary considerably in the nature of their services.
The list does not, of course, represent regist-ation with-the Commission or approval by the Commission.

37
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List of Investment Counsel Firms Which Replied to Investment Counsel
Questionnaire—Continued

Date of
Name of firm City organi-
zation
’34
6 ’33
Brown JOGH, & C€ox I s b Ssr i sl el o NEnneapelis 2 : Wi tad v w75 v ’34
IBrundage, Siory &=Rose. teot s 2ia e e D0 e s S s AT NewiYorkiGiby - 5. 2k U — ’32
Bughee, Nathan D__ o ..____ ’34
Bull, W. R. Management Co., Inc_. ’34
Burden, Joseph W Laoo. JoUl ot 24
Bushnell, Geo. D. & Associates_._______________._____.__ Chieagg oot MLt aa il ny ’33
Business Economic Digest, The_____.____________ ..l . .. New Y ork. (@iby="" = #frtunn 3 e 25
Caldwell, FohnoBi o0 =L 2ach oo =t
Cambridge Associates, Inc___
Capital Management, Ine 'S80 £ S0 0h atr. (50T o Indianapolis
Capital Research & Management Co__.__________________ TiosAngelos= .- S kgl e L 31
Carles, Frederick, & Co_______________ Winter Park, Fla_.___ P37,
Carre, D. Beach_____ Tattle Rotke 7. Jo 2 e o ’36
Carter, C. Shelby & Co., Inc New York:Gity. __ - .- . ’32
Cavanangh, Morgan & Co--ooticl - it it aan IO8 AdIgeles et e R ERE I g TP Y ’36
©hamberlin-Associates, Ine. 2 LI L iieE L R aaEl New.;York Qiby.= 7 02 7 T 0 X ’29
Chage,-John P dneteers e oy Jo6 T2 mN T ’32
Cherry Securities Service (Ine.)_____________ ’36
City Bank Farmers Trust Co_._____________ ’30
Clad, RINstoR el ot SRR aw e Wi F0)° Aot surle ’31
OIathn, Warren & GosTnes -~ i EEn S il ol = ol snavie 231
Clarke, John R ’29
Clarke, Sinsabaugh & Co., Inc ’33
Clevenger,James L& Co cilen 0 m L0 = - ’34
Clifford, A. M ’16
Clinch & Co., Inc 97
Clinton and Clinton___. ’36
Cobrn, WIHam-FL & @o- 20kt St e S msl o o ’19
Cognots, Myles T = oo v s e ’32
Cooper, Donald B__ 34
Cooper, Dudley R__ 27
BontigCoke=="2 ’32
Gloxitens (Glarke -t taras cet e T or T AT ’24
Coylel& Creighten e wid b - sid s SRRl s e o 132
Crocker, R. D. & Co._. 31
Crymer;cR. JL o ciae ’36
Cummings & Dunker_ . ’36
Outlter, Hitbble B0 mtdaa e v oo ii it A v Sl Srei ’32
DahlrbatrentAie: —r- o ol o e R 33
Dana, N. P. & Co., Inc 32
DavisaclandesBadil o 2 ol s te e TR Glaridaler whe, otk BE TR e e ’34
des@oumois sIVEare 2l ol L Pt S e L e NowsYiork:City-£ - Tae il SN ’36
MeNIandelsil il o stona piwe s SREARAUT Bl s San:Franciseos- = - o Toie st akin ’36
De Villiers, Victor New York City. ST
DeWalf' Advisory Service - .. oo oo Ll P L L .l s dbsATigeles y s np L NERERA e el 34
Podgedalioncs o8- Wliadiey ik g it a st TR s S San Franclsen. . ool - iscasiion. ’30
Dominick & Dominick INOW AV Orke @ity o B S PR S e ’29
Drumbheller, Ehrlichman & White________.______________ Neaftlerirsidsy 0 e s i gne vl ok ’33
Eaton & Howard, Fac -l 28 v e R TR e s Bosponzraar curi et e S 31
Eberle Economic Service, Ltd_.____-_____________________ Eos Angeles: ... o Lokl tea il 21
Economic Analysts, Inc.____._.__ ‘Wilmington___ 2 32
Economic Research, Inc_.________ New York City. Y ’28
Biie: Dayidson, dne-es SaitD ol SUaC (o e i R e dossic o e ’31
Emrich, George L. Jr. & Co Chioaposk 50 e sl 5 e s R + 31
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List of Investment Counsel Firms Which Replied to Investment Counsel
Questionnaire—Continued

Date of

Name of firm City organi-

zation

Engineers Traders’ Corporation__________________________
Equities Research Service, Inc._
Hstabrogki & Got s L - s S e e
Estate Management Corporation, Ltd., The______________
vans \ChaSs Do Tl oot e e

Fairehild :MceCune & Co., Ine.mirp o ul o i o 08
ik R Traoy, ©0r, TRC SUavy Sl ek sbo e B meie s
HargRtar Service INe-t [uts thr s oo dudle B Wit E
Felheim, LaSalle___
Fenner & Beane.__
Ferguson, John A____
Tergaseon; NershallM- o ol oo o, s LTannl s
Fionoiary GerBeelsdac T i il o T e o e e S iE
Fiduciary Trust Company of N. Y
Field, McDonald & Co
Financial Advisory Service, Inc
Finameial Association-ofilll. Inel = s fon i Chner el
Financial Management Corporation_.____________________
Financial World Research Bureau.
Fisher & Co

Fitch, George W
Fiteh Publishing:Co:; Inc,, The i =" b W i1
Rollanshee; Branklit oo ot e L 2 abpigala m o oi e md
Fontaine, G. M. Associates
Foster, Orline D (Mg & it fo i e e e e
Forbes, John A., Investment Counsel._._.______________..
Rianthein, Hairehild & iGo. 2. ootz e S a2 i ]
Rtz Spartasgnet =" wtebl b 0 AR B STl o el e
Fulton Trust Co. of New York
Fund Management Coic The - a5 i S th B tie o8

Gage LoQig Relcloiilvn S a S ol anr ik alE I A8 e 1
Gann; W. D., Scientific Service, Inc.________.___._ . _
Gardner, Donald S
Gartley, H Ve gIne ¢ o dect o0 S0 st ifig Syl 1B o
George; Chfton Tr- el o oo o e
Gibson, Thomas, Inc
Gifford, Raymond T._.___
Gifford Trading Co..
Gelhert, DonaldiN f L L e e L s
Gofenand Glossberg. . .. =il lhE le il L
Goldman, Sachs & Co____
Gomez, Frank P_________
Gongall, S. W. & Co._
Gotsehall, Johm:Olark: -~ o- " 2% fo s Pu T teuks phas = 20
Graphic Market-Advisors .. o el e o lu (et b o
Gregory, DeLong & Hoit, Inc.
Grier, John C., & Co., Inc_
Griffing iStantanies 5 adcs & i Sl st o o Senl i e o

Hadlev, A7iBriretan b, o 00 e npnr o h nial S,
Halsey, R, W. & Go., Inc. .~ . iz s

Hamilton Investment Counselors
Harris, Everett & Co_..__._________.______

Hart WAl Atas -0 L bl e Tt T M Je
Haseltine WHlanG, 2" F it ands Fal Gatiel et O I8
Hass; Cyril EH e 2
Haydock, Lamson & Co

Chicago

Boverly FHllsi S8, cotu ey aba .
St RO =t W e b S

Chitage:r. - L dgay Tarton Lo s o
INeWY OPk) Oibars sl ee B s e b

Los Angeles
N Rston 2l hi L L e
New York City
107 ) | RO e

New York City
San Franeisco..._..___._____
Los:Angeles. - o—__ .. .-
New York City
3 51N Sl R R T i e
SanJoses —Llc = E

New York City
Evopkiords ~Uos st ol

(053 (e R e TR e b
‘Bhiladelphig:= sy, v noai Bl
New York City

Milovatikee oo . Jei olofos 08 0 ek S
New York City
San Diego.

New- York/City- .o _iouluze sis 1
BaniAmtonion L e S r e poine

(S50 70 K er s e e e I )
Chieagoon et ol sl s o5 WAt
NewsY ork, City i L ier iy ot
San Franelseoso ot ki bee e
Minneapolis
SantaBarbars. od: fesoored g
New: York'Giby "2 e dspie-t o
10 1) Por (o SRR et g TS VIR
ABT1ATy) e B S IR S R i S
Palo Alto

New York City__
Cineinnati i stasbt B e sl

'35
’36
'32

’36
'36
’34
31
’30
'36
’26
’36
’32
29
’31

13
’33
’30
’36
34
'33
'33

'36

'35
'27
'35
’34
'35
07
’32
37
37
’32
'33
37
'29
'36
'36
'34
32
’30

'35
'25
'35
'37
32
26
34
’25
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List of Investment Counsel Firms Which Replied to Investment Counsel
Questionnaire—Continued

Name of firm

City

Date of
organi-
zation

Heber-Fuger Research Corporation
Heber-Fuger Wendin, Ine .. ____________.______
Helser, J. Henry, & Co., Inc_.
Henderson, J. R
Henry, Frank J._ . . __:i--
Horndong Howard Vi Lo e s B Aol S
Hickernell, Warren F. & Co.,Ine________________________
Higgins, Edgar

Hill D avAdA S5z o tarni s e dine ca i s SR Sy e
Hill Pinaticial Bervice; Ino. oo ascisnti o aiib ol i

Hinckley; Henty:-N.tococtaolosazavt i B iy ool Tthaes NG e et o 0 (Bl S
Holbrook!Compatiy; Fhe 2t el o Rl ainn - d-Begtenstelty. “weris L ol il
Howard, John Babcock & Co.. i
Howell;-Andergon:& Cox iZ--zes 2t EURT e 0 RS cie (nChleagotii Lol Bass o - L RED G TE it
Hurt, Waller B - os-s oees-malln Sdniig Jaes vy ool G liPulsas . osdo e S0l ol s ot T
Illinois Investment Co_._______________ ~|-Chicago..-..-.--

Industry & Security Survey Corporation. _| New York City_

International Statistical Bureau, Inc. ... _________|.____ { (PR DU e U e 6
Investment Analysis Bureant- - o. o Clu tidalioc oo St Eionista i liaG i Em S i e
Investment and Business Forecast, The .. New York City.__

Investment Counsel Bureau___._.______ Dotroifoer i

Investment Counsel; The: = - Fod sn i iie o0t ni e (o 20 ASSeA e e

Investment Gounsel, Tibd-o- oo -cctliia ol b o oo Hollywood

Investment Letters, Tne:.-_ .o . --c il ol o ol il Detroit bzt cs Tons o0 TR S0 SR
Investment Management Corporation (Chicago) - _| Chicago L
Investment Management Corporation (Cleveland)._._____ Cleveland ek [0 My vie 57 3
Investment Management, Ine-. ... _______________ Kansas City -
Investment Management Service..._.______ New York City

Investment Research Corporation
Investment Supervision, Inc._

Ty eStors B tTeatr - o e e M e B e T
Investors‘Counsel Tne- oo i wonc - o RN IR ol et
Investors Management Co., Inc.
Investors Research Bureau, Inc.

Investors Service:Bureatt:- e oo ol i Ind TRl A il Tol

Jeffarson Investment Cora. o3 o f0s MEIRE@hepe il Seliy PorfAFTRtET S st 8o a0 S i
Jennys & Co____._____ _| New York City

Johanson, Arthur V. Sl Pasadens . C Ll sl
Johnston & Lagerquist, Inc. New York City

JonessBerkleycis i 2 S iE el o Bt AIEBIELT Ui Sni Sthlouige s 2 Son o o0 i A BaTE
Julns R mer i s e P 2l s R B e e S Long'Begel =" 1 77 . 0E SERHEET
Jutte; Charles Brokaw. -o..-c-e Ui et St o0t h Oakland-r - cLozio no ot bl
Kales-Kramer Investment Co-. - - . .. .o ___________ Detrolb: o oof- sl i Sneigis

Kauffman, Andrew H
Kelsey Statistical Service.
Kennard, R. Parry
Kennedy,; €= ¥ I i olea ool o e se i T it 2
Kimball, Lewis E
Kincade, Forrest James._
Kurr, Fred L., Inc

Fandon; B o5 L Joe e e S e
Langhant: Tarnes IMgesss - cete, S0 e oSTis e s =l
Langmuir, Dean, Incorporated .-
Fiehan Brotherssal. foceept T RNEG L TNIC L Tl i
Lennon, Harry B

Defrort 2 - T LTl DA T

Chicago
New York City.
Hollywood . ._..,,,.,,,,__:_:_:.::
San Francisco.

’32
'35
’32
’36
34
’33
'35

’35
'35
’36
’30

’31
’31

37
’36
’32
31
7
’31
’29
’29
33
’31
'35
’36
’30
27

25
'32
24
’26
’33

'35
35
37
31
’31
’34

35
’33
31
'34

’36
'37
736

27
’32
’33
'32
'36
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List of Investment Counsel Firms Which Replied to Investment Counsel
Questionnaire—Continued

Date of

Name of firm City organi-

zation
31
'35
’36
31
Loomis, Sayles & Co., Inc. (Connecticut) . 32
Loomis, Sayles & Co., Inc. (Delaware). .. 39
Loomis, Sayles & Co., Inc. (Massachusetts) 26
Loomis, Sayles & Co., Inc. (Michigan)._.__._ 29
Loomis, Sayles & Co., Inc. (Pennsylvania). '29
Loomis, Sayles & Co., Inc. (Wisconsin).... ’33
Lorenz Investor’s Digest & Advisory Service. 35
EORIRAIDN = el e 31
dayidlo Herbert G . .oe L mim e Dl T e 31
MacDonald’s W. J. Market Advisory Service..___..______ New York Cityor2n Ja S o oo 28
MacKubin, Legg & Co-__ ... Baltimore 31
LS T DI B T 5T og e A R S ol e E S L T T '36
MeGuen, G Melvin. . o i trse oon . - ’32
MeDermid, Miller & Mc¢Dermid, Ltd Vancouver, B. C__ 31
Malntosh, 3, R.;-&:Col, e 2000 oot asr il o 10 7 Ui NewaYork ity f ausy T SR ey 28
MeInbyre; John V.ol ol - S o ey 37
MelJilton, Thomas ’36
Mehean & Company. .o il o ool e Tacoma, Wash______________________ ’36
e T L R e e e I L e el St an] ol S e e ’30
Mallory, George D '34
Malmin;  Philip: TiFEesEw s ey dhar ool =i bl i ’36
Management Associates. . ... ________________ Boston' .~ = 8 0 Bt ol e 29
Mansfield, Robert W -| New York City- 34
Maree, A. Morgan, Jr., & Associates_...._.______________ Tios Angeley oo- s e il . vy 31
Marghall & Greeiwo0d: o ol ke an il B = (ot i a0 New York Cityl - . . ... '35
Marshall, R. F. & Co., Inc. - '36
MArtin o, INeLER acl 50 oL nrsMe e L oE s e ’31
Maunsell Company, In¢...o_. oo . ______ '35
Maupin, R. C. & Co '34
Mayo, Geoffrey, Ltd 31
Mereer-ATHOA ' COrp - oo io ol o e din e New York City: oo - 32
Meyer, George. Los Angeles... 3
i Savannah_.____.______ ’31
New Yk City:. - =coiae o T 0 '33
..... doc et At '14
LosAngeles - - oo iolto 0 .o 31
SantaBarbara_ Yolteoto i e '32
National Investing and Trading Corporation__.__________ Dotrotbes =2 Tl wiiins o KL
Nation Stockholders’ Society of America, Inc. New York City. - - - . ... 32
Nelll-Byson;Ine. .= i == o Tarehmonie= ol e sl e o ’31
Neville, Rodie & Co_..._______._____. New- York Oty Uiicoti ol o ol '33

it e S S SNt et N MK ISR 1) SRR o MR U e

New England Financial Service..__ Boston sl iesle o T i ’33
New York Daily Investment News. New York City..-.___..._________. '35
New:'York Trust Company, The. . ..i.. ol oo mi. oof e doft s e e e e T 30
Nichols, William B. & Co., Ine.._________________________|.____ GOt g R e e 29
Norman’s Advisory Serviee_ . ________________________. 08 Angeles ===l e A e, e 31
ONEIll, GIOver & 00, L oo e i dliain s New York City...._________________ 24
Oyster, Seward, Sisson & Trowbridge.. ... _________ San FranelSeor. .ot =T '32
Pacific Coast Investors’ Association.__.___________________ 08 ATgeles AT AbE g S a o T L ’34
Parkinson,J. Bd Oot 08 R 13 BRI Sl S i L i, B e ’30
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List of Investment Counsel Firms Which Replied to Investment Counsel
Questionnaire—Continued

Date of
Name of firm City organi-
zation
IPArtolt & Stewart e o o Soai VS L AT New Y ork ity e ol o oI 38
Payne and Strong______ o8 Adipeleg ety ==t S T S SRS SN ’37
Pell-Kip & Skinner, Inc New:-N.ork-Ciy: 2haf i SovErs s 734
Penfiold Mower dne -~ e s s s b e, Al ST BOostoRE TR et Sl B Ve ’31
ottt ICarlsIyEEr tou s uiie s i TR B e NewNork ity 1Al Sieedier = 32
Pirler, Clmenea B 0o o0 0 Do e e Pasadena 735
Plumridge;: T ES& Co R r ittt s Cols ol ey e New York City. 37
Paleman & Elder;Ing stz s Sos PorOR i s TS St. Louis______ '35
Po0r s Supervisory. Servieezt kit BT & i o as e Babson Park 39
Porteousiand ‘Gompany, Inc, L. Tonnrn L L oA New York @iy W05 Bolos o Setiooia ’36
Pratt, Robert W___________ Providence____ ’36
Prudden, Russell F_ New York City- ’33
Puisifer, Fiske & Scheyhing_____________________________|..___ et e Sl L e ’35
TosiAmzeles 5 Sl Satith A o S0 '36
Montrose_ _ - ,
Hollywood____________ - 31
New York City.______ & 34
Roberts; "W Earl:Company. Les Featis ol sen o Soas- St. Louis ’33
Robinson, George P.and Co.,Inc________________________ New York City 34
Robinson, Harlan B
Rotan; GeorgeiV.;Co s tois it asE Pe N N Frne e Houston ’36
RoWe - John: Lk e e e A T 5 s TiostAngelesic-te-itar IR ’36
Roystone, W. H New York City
Russell, Berg & Co__..____ v iR Cea e, o S e i Sl e b BOSTHOTE s e te i at i oL e ’34
Sanna-Wakefield Service. ... ________________ New York City.____________________ '34
Schlesinger, Bdwin e - o oo 8o e s (et CO e o '28
Schultheis, Emil _____ Flushing__________ 189
Scobey, Wilfley_. - New York City.__ 32
SEOLtAR, M Teil ey ol ey Penyer iyt ioel 23
Sendaer Stevensi& Elaric . -~ fE=ber ten t s e e Novwe Yorl @ity o= -das " sty St ’19
Bears, THomas Dt BuMia sater Sn s it ¥l e v i i Santa Barbarto oo sl Rl T ¥ 3 34
Securities Advisory Counsel, Inc___ New York City 33
Securities Advisory Service, Inc______ Bostonr=tonen Sl e 34
Securities Analytical Service, Inc_____ Detroit_. 35
SectiritiesiConnseliTne. = R55c S Tvl o me i e Fackson =2 Ao, R R ’32
Security Research Associates. . __________________________ Tios Anpgeles: i foe 5o Seasede s '37
Security Supervisors, Inc_ Chicago._. 33
St. Louis.- ’35
New York City 133
New York City ’30
Chiegposeii - ol o A e i ] '33
Shearson, Hammill & Co__ '35
Shepard, C. C '32
Sheridan, Farwell & Morrison, Inc_____.________._________ Chicage: - e g ’29
Shields & Co _| New York City ’29
Siems, Harry William Pasadena 34
Silberling Research Corp., Ltd. _ ‘29
SNPSoN FJOHNTASE Af-iect A PNt ek Toellen 0 L S Ay Los Angeles_________________________ '36
[SEETIR ey o DA D7 G e e s e S eenis B el Soaendl T i New XorGiry. ~oet oty ionatih 8 ] 31
Singer Thompson Co__________._ Milwankee 2 L 50 =) a0 28
Sinnickson, Richard & Co.....__ e e e e 29
Smith’s Investment Service. Boston.__ '32
Brdth, Swanson & Cotii 2=l SRt B ietall go s i T Chicagnma e s s 34
Smith, Vernon D - e i il Orbr ot 05 Sk oy TosAngeles: .- e e s ’36
Smolen, Henry__________ New York City.__ ’36
Sorneson, L. A Hicksville, N. Y. 32
Bovereign Corporation Tersey Clby o o Tl '36
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List of Investment Counsel Firms Which Replied to Investment Counsel
Questionnaire—Continued
Date of
Name of firm City organi-
zation
Sparks, RoM. & Allen, B, Bossiigdan i o ’31
Spente Wi Hudn o - Npeit . e ate sl 5ol o SESS ’33
Spencer, R. A, Bingham _ ________________________________ 34
Speneer rask & (o2 o = i e s e T il
Standard Supervisory Service. .. _______________________ 29
Standish, Racey & McKay,Inc_ ... __________________ 32
BERIHOnSRC W G o o e ol & B S 8 TR 36
Stenl& RoeR it o8 e Ul e ot ) e Ea S Chicafos Tt xnilv .y o s i ’32
AT ECRITS T e S e e L L e e et o Gl i e Muskeponzt =" nol= TRl 8 ’31
StenpelriR tR o e e e ey oh = g 0 8 B Los Angeles.. 49
Btephensof; D ons o= e B o pis b by s 0] 2 Sah Francigeo; ) -t L v = S B RS ’33
StetHng @raceid Co o te s i s T New York' Olfy..l. . oo 2l o ’36
Stern, Lawrence and Co., Ine_ . ______________________ Chicago '35
Stewart; AN & Co,, Faer. _sioncln il el i oo be ST A ) 3 el By e S i e T U ’33
StorrrAloy: Lt dunss oo ofeat el it LSS ERae i Sl e dl S OnIS RS UM Loty o e Xun e 3l 132
Sundholm, C. Eric._.___ ’34
Sweeney, Daniel J., Jr 36
Sweetser Sheppard & Deakin_____________________________ Philadelphiacts teiernan's tow Sacvi 25
Swensen SOH Eos S Tt i s S e New York City._ '35
Syainonds, Tloyd e, = n 0 el aldes i ime Tt et o Pasgeng s £ A u e Gt e S b '32
(Eaokeblrd CallnereaSocue Lot cn s N ns e s Tl Chicaror - i toreoa ol L o '34
Tanenbaum, I. Edwin, Ine. . _______________ INew Nork-CIby 0= S hey T oS e 81
Tauber & HgaberpTreiect L ool e e ) s GOENHE i Be Sttt SN 8 L 32
Taylor;Sanford B. oo sV, ole s - alak e o) S 2 Ib
Teehnical Trenas, Tne Sty St o by o el T e LioSpAmpRleg c AR = ey - T Ul '35
ferrien) B4 1 Ns IUE Aot oe s Lo e e e SN e S A e T S 30
HildeniBros. & Granpis, Jnce o oo D0 S sn s Oseh Chieago._. 32
D IMAN SUTVay,  Thes wes el o tetas 1iie e 00 Tl ol Boston... 23
‘FoeWateriGeorge M T T8 o o D erit o e e et Cincinnati 30
Town Topics Financial Bureau. . _.._________.___________ ’89
Tracy, PauliB r-0s s simsnri o Snn s Tl A iR e S e il 31
Traders Daily Guide 133
Trader Horne's Trend Indicator o = =  fo o0 - n. NOWwXOoRk Oity it oo o gl o n ’32
TPrading Asseclates, Ineises D Se Sl ap ok B oS AT et BOSTON AT ST El e e 35
Trainer and Associates. .. ... _____________.__ New York City.. oo . cacioooa o ’30
KT i M e s, G A S 31
DO O e T ’12
fVance; Ghapin'&i@o;, e~ S oo T T o as New'¥ork Olty-_ . -No 2% ..o ’36
Jersey City-... ’30
’32
’30
Wiachitel SDawid B o “ooi =0t s Bl Sl s e i Atlantas o N SR Eeeai o e n ’32
W aldmans& ComeN, B o ve s vt S e G te it 132
‘Wall Street Financial Bureau, Inc. (The) 23
Wall Street Financial Service Guild, Ine_________________ 28
W ard Rt i e i e s he
‘Ward, Joseph W____ ’32
WA= OSPo0a GEPArk: LS vb b hn 10 s Al 36
Watking'& Fordoh, Ine . oL i ol eh ovr o0 oS ar 32
Wellington Corporation_ 29
Wientworthids Go et ins s e el T ’36
Westcottpdames His - 200 conal i e b T a R 18
Wetsel Advisory Service, Inc., A, W 32
Wetsel Market Bureau, Inc.... 28

White Har ANt s e R e U R
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List of Investment Counsel Firms Which Replied to Investment Counsel
Questionnaire—Continued

Date of
Name of firm City organi-
zation

Wightmen'& Co., M8y 255 v s b e New York Clty. .- loesino ol '33
WHHs'& Chrlsty o= o a s b e G e ot Los Angeles *31
‘Willoughby & Osgood.- - 34
'35

37

33

New York City '33

Woad; Richar@ Vo soacl ool e tmeie i s i Louisyiller— 105 Jio IR0 v o '33
‘Woodruft & Company, Inc. '35
Worthany Howard B - 5 -ooils Simaaieiioe 4 o ded 02 34
Wosk, Dayid Fige Tet-os = ioo L apso i Al el ol o) st 32
Yahoki-George Jee of S 8 e e N e 34
AT R e AT R S i O D 26
Yetman’s Statistical Service.. ofie-30,
Yotngand Koenig, Fnes - oo Sl T nn Der 32
Young:& Ottley, Ine o0, i Dl watehiain; The o8 Toben &3 '29
Young Management Corporation._.____________ 40 ke PR (o
Ziesmer, Mooy & Co._ Lo i st saliefro sl s 50 T v Beverly: Hillgu. oot i il B S8 36
Zncker;Jo-H —Cio Mo s iy e vt Lios Angeles=" = il e o on e e 195




APPENDIX B

List of Investment Trusts and Investment Companies With Which Investment
Counsel Firms Were Affiliated at Some Time From January 1, 1933 to June

30, 1936

Name of counsel

Name of investment trust or company

Period of service @

Administrative and Research
Corporation.

Anderson, Allen & Co., Inc.__.__
Anderson and Cromwell, Inc....
Axe, B NS &rO0NE L La sl Tl

Boyd & Comey._ oo

Bull, W. R. Management Co.,
Inc.
Cambridge Associates, Inc__.___

Capital Management, Inc__...._
Chase, John P., Inc
Claflin, Warren & Co___._._._...
Dana, N.P. & Co,Inc.___.___.
Dodge & Cox
Dominick & Dominick..__._..___
Drumbheller, Ehrlichman
‘White.
Eaton & Howard, Inc. ...

Edie-Davidson, Ine__._.__..____

Ferguson, Marshall M __________
Fiduciary Counsel, Inc.
Gongall, S. W., & Co__._..
Grier, John C., & Co. Inc..
Harty WiAlligmaA L1288 foo w20

Haydock, Lamson & Co___......

Heber-Fuger Research Corp..
Investment Counsel, Inc__.__.__

Investment Research Corp......

Maryland Fund, Ine D oLt e con - oo
Quarterly Income Shares. .o .o....i.._iC

National Fand, Tne bios: o iooiun o o oo
Fidelity FandiInozsdcdsaluosiiG i 2 ol L
American General Equities, Inc_.
Commonwealth Securities, Inc._.______.._____
Middle States Securities Corporation._________
Composite Trading Corporation___
Republic Investors Fund, Inc.__.._...____.___

Plymouthiinnd rina s L GsTomiiist & o aal
Keystone Custodian Funds...._..._.___.._._.
Market Street Investment Corporation__._._.
Amoskeag Co
Claflin Warren Erndoe st sprwed L o oo
(Acommingledfundy it seilliimeluin il o sir
Investors Management Trust___ ’
National Bond & Share Corporation._._____.___
Shareholders Corporation_ .. . . ...
Equity Fund, Inc
Eaton & Howard Management, Fund A-1.___
Eaton & Howard Management, Fund B
Eaton & Howard Management, Fund F
Eaton & Howard Accumulative Fund.__._.__
Cumberland Investment Co__.______.__.______
Pilgrim Investors, Inc... .
Central National Corporation.
Collateral Equities, Inc.._.__
Income Foundation Fund, Inc
William C. Hay, Ltd_.. ...
Rapid Transit Investment Fun
General Equities, [nc_..._._.__.
Capital Management Corporation..
‘Wm. A. Hart Investor Group....
‘Wm. A. Hart Investor Group 1._
‘Wm. A. Hart Investor Group 2. _
Supervised Investments, Inc_.
Investment Counsel Fund, Inc
Mutual Investment Fund.
American Midland Co._.._._
Capital Management Corporation_.__.____._.__
First Management Foundation_______________
Investment Counsel Equity Fund._ e
Investment Counsel Investment Fund, Inc._.
Second Management Foundation_____________

Investment Co. of America, The._____________

6/22/34, date.
8/23/34, date.
9/1/34, date.
4/6/36, date.
7/5/33, date.
2/1/35-9/30/36.
6/4/35-6/4/36.
1/1/35, date.
1/1/35, date.
7/1/34, date.

5/12/33-12/7/35.
3/1/32-12/28/36.
3/15/36, date.
5/ /34, date.
8/1/31-2/27/36.
5/26/36, date.

.| 7/1/31, date.

3/6/29, date.

4/ (33, date.
3/9/33, date.
1/1/33, date.
1/1/33, date.
1/1/33, date.
1/1/33-9/24/34.
6/10/35, date.
2/6/34, date.
5/14/36, date.
12/27/35, date.
1/1/35, date.
10/22/34-6/1/36.
12/19/35, date.
4/1/34, date.
3/18/35-9/10/36.
6/6/34, date.
3/20/35, date.
3/20/35, date.
5/4/29, date.
1/14/36, date.
7/—/32-12/30/36.
6/1/33-5/24/35.
3/6/36, date.
11/21/34, date.
2/23/35, date.
2/23/35, date.
11/28/34, date.
5/20/27, date.

s “Date” refers to the date on which the reply to the questionnaire was submitted, generally between

December 1936 and March 1937.
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List of Investment Trusts and Investment Companies With Which Investment
Counsel Firms Were Affiliated at Some Time from January 1, 1933 to June

30, 1936—Continued

Name of counsel

Name of investment trust or company

Period of service

Investors Management Co., Inc_

Langmuir, Dean Inc__._.__...._

Loomis, Sayles & Co. (Conn.)___
Loomis, Sayles & Co. (Mass.)...

Loomis, Sayles & Co. (Mich.)_..

Lyttle, HuGeu st be oor .
MeJilton, Thomas_ .. ___._......
Management Associates.
Mackubin, Legg & Co

Moody’s Investors Service_._____
Mercer-Allied Corporation______

Méyer, Feorger s fovitiald T
Nichols, Wm. B. & Co.Inc____.

Reserve Management Corpora~
tion.

Russell, Borg & CO_..._...______
Scott, R MuJpisi st
Scudder, Stevens & Clark.______

Security Supervisors, Inc.__.___.
Shaw, A. Vere & Co......__.____

Silberling Research Corporation_
Singer-Thompson Co._...________
Sovereign Corporation___________
Standard Supervisory Service__..

Investment Trust, Fund A__________________.
Investment Trust, Fund B_____.________
Investors Fund @. ... = - . _ 2
Cumulative Trust Shares_..___________ b
North American Trust Shares 1955___
North American Trust Shares 1956___
North American Trust Shares 1958_
North American Bond Trust_______
Group Securities,Inc___._.________
Rairway Club: e o8 e o, J £oat 40 5
Loomis-Sayles Mutual Fund, Inc.__
Loomis-Sayles Second Fund, Inc_.____________
Founders Securities Trust
United Invt. Assurance Trust ..
Consolidated Bond & Share Corporation _____
Union Securities Corporation
Mutual Investment Trust___
Equitable Trust Co., Trust 100_______________
Mutual Income Foundation___._______________
Century Fund
Hueneme Investors Corporation, Ltd._._______
Canadian Capital Corporation, Ltd___________
Incorporated Investors
Fundamental Investors, Inc._________________
Traders/Oorporationiges  S8e Sae ik et gotil
Diversified Investment Trust, Inc_ _
Mercen Bund et s lees i s se D s e
Mercer-Managed Accounts.__.________________
Southeast Investment Co.__
San Antonio Investment Co__.________.______
Chain & General Equities, Inc.______.._..__._
Chain Store Investment Corporation._
Brookmire Investors, Ine__ . _____.__.______..__.

Weatherly Securities Co____._______..__..___
R. B O Fund, Inc e s cTraloaiani s L2 0
Financial Becurity Fund-_- ..o 0. .. .-
First Investment Counsel Corporation________
Second Investment Counsel Corporation.._.__
Third Investment Counsel Corporation.______
Diversified Security Trust__._________________
Account No..238B il T R I L
AcennntNor1802: 2wt Sn 20 L a0 ol r e
AccountNOS 1649 - =0 o 0 o _oen Tl
Selected American Shares, Inc________________
Trusteed Industry Shares_.___________________
Affiliated Fund, Inc____._____

American Business Shares
Pacific Seaboard Foundation, Ltd____.________
American Investment Co._.________.__________
Soverelgn Investors,Ine. i .- ._ .~ ..
Independence Shares Corporation _.__________
Consumers Securities Co., Inc_._______________
Commerce Investment, Inc___________________
Super-Corporations of America Depositors, Inc.
Utilities Share Corporation____________________
Distributors Group, Inc_..____________________
Selected Shares Corporation_._____.____________
Blue Ridge Corporation__.____________.__._._.

1/1/25, date.

_| 4/15/217, date.

12/10/30, date.
12/15/33, date.

12/6/33, date,

4/3/33, date.
11/5/29, date.
12/12/34, date.
1/12/31, date.

_| 1/12/31, date.

1/1/36, date.
12/20/34, date.
10/7/31-2/9/34.
5/4/29, date.
5/4/33, date.
7/15/33-8/15/34.
5/-/30, date.
2/—/36, date.
11/23/25, date.
4/7/34, date.
5/1/34-11/1/36.
6/24/32-12/29/33.
10/1/32-6/30/33.
7/1/33-12/31/35.
1/1/31, date.
2/—(35-12/—/36.
8/7/30-3/31/35.
9/8/30-3/31/34.
10/15/34, date.

10/15/34, date.
6/30/34, date.
3/—/36, date.
4/—/28, date.
7/—/28, date.
3/—/29, date.
11/—/24, date.
10/1/35-3/30/36.
11/1/32, date.
6/1/32, date.
2/6/33, date.
7/11/33, date.
5/14/34, date.
3/15/35, date.
4/—[31-6/—/34.
8/30/28, date.
3/13/36, date.
12/21/34, date.
7/24/33, date.
7/17/33-7/17/34.
2/5/32-5/5/36.
11/11/31-11/3/34.
11/25/32-5/25/33.
9/27/31-12/27/34.
12/1/35-2/29/36.
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List of Investment Trusts and Investment Companies With Which Investment
Counsel Firms Were Affiliated at Some Time from January 1, 1933 to June

30, 1936—Continued

Name of counsel

Name of investment trust or company

Period of service

Standish, Racey & McKay, Inc.

Trading Associates.._.._________
Vance, Ray.
Van Strum & Towne._._.._._.._

Vance, Chapin & Co., Inc...____
‘Wellington Corporation. ..
Young & Koenig, Inc____________

Young & Ottley, Inc_..__________

Equitable Investment Corporation___.________
Equitable Management Corporation_.__.._____
Clients’ Funds of Trading Association___.____
Mutual American Securities Trust___
Century Trust Shares_____________________.___.
Franklin County Association_____.____________
Union Association o
Southern New York Investment Corporation.
Paradise Syndicate___.___-._______________.___
Sovereign Investors, Inc._
‘Wellington Fund, Inc__.___.__

Provident Fund, Union Oil Company of Cali-

fornia.
Administered Fund, Inc_.____________________

6/20/35, date.

4/1/35, date.
1/1/33, date.
4/11/32-10/11/33.
4/1/32-4/1/33.
3/10/32-3/10/33.
3/16/36, date.
6/10/36, date.
3/4/36-1/31/37.
1/1/33, date.
3/—/34, date.

4/1/31-9/1/36.




APPENDIX C

Employees of 362 Firms Replying to the Investment Counsel Questionnaire,
Classified by Type of Organization,® June 30, 1936

Co&ggta- p?ioelt?o?srl?i-p P";;ti’;‘)er' D,f}éi’it' Association | Foundation|  Total
Number of

employees Num- Num- Num- Num- Num- Num- Num-
Num-|ber of|Num-|ber of| Num-|ber of| Num-|{ber of| Num-|ber of| Num-|ber of|Num-|ber of

ber of| em- |ber of| em- [ber off em- |ber of| em- |ber off em- |ber off em- |ber of| em-

firms | ploy- | firms| ploy- | firms | ploy- | firms | ploy- | firms | ploy -| firms | ploy- | firms | ploy-

ees ees ees ees ees ees ees
............ 85 85 85 85
12 24 33 66 52 104
16 48 16 48 39 117
11 44 1L 44 30 120
18 90 8 40 30 150
8 48 4 24 22 132
5 2 9 63
4 1 6 48
4 1 7 63
5 1 7 70
10 18 229
13 20 373
4 4 89
10 16 530
6 T 422
3 5 462
2 5 871
Total_.| 131 |2,082 162 348 47 561 18 891 1 16 1 30 | 362 (3,928

* The number of employees includes sole proprietors, partners, and officers.
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APPENDIX D

Powers and Affiliations of 56 Investment Counsel Firms With Investment
Company Clients

A{;ﬁg' gi)oilsl‘;;rr‘; Exect- | onfirmati ¢ t?gile?)-f
al : onfirmation o
t::r]i}gl_ p;)vvi?ilrs 'gr";e;’sf orders sent to— bml;er
. service service
Name of service | Jame %Il.lg:;s;;glt ik =
58| &
e | 8l=FTB
mo”‘o"’O'g.E'gé‘égo
Sz = |zgl=|Zz|B|&0 [0~z
Administrative and |Maryland Fund, Inc_______ > i ol IR R 0 R 5 ol e 220 0TI BRE Sl ool DS . ¢
Research Corpora- [Quarterly Income Shares, | X |....|--o.| X [ocoo| X | X focoo|oooo|ocafoaae| X
tion (New York). Ine.
American Depositor Cor- {_.__| x |.___| x [..__| x | X || |- |-ae_| X
poration.
Anderson, Allen & | National Fund, Inc._._.__ Ll S B D T B HE B SMIET S DET B i ahl L s ¢
Co., Inc.
Anderson & Crom- | Fidelity Fund, Inc......._ b il S| mlle o R R0 s i e ) Bl Bt et S 0 ¢
well, Inc.
Axe, E. W. & Co., | American General Equi- |.._.| X [....| X || X | X [ccoo|omoc|ocac]eaaa]| X
Inc. ties, Inc.
Commonwealth Securi- |-.-_| X [-__o| X || X | X foooo|ocoo]aaac]oae] X
ties, Inc.
Boyd & Comey...___ Middle States: Securities-| x |____|-___f x|} xCjoo__jecofix fooeljesos] X
Corporation.
Compaosite Trading " Oor-: |- 12| S x Tl Slexa o =il X ot 5 e Bl )20 SO X
poration.
Bull, W. R. Manage- | Republic Investors Fund.| x |____|._.| X |-cc_| X | X [cco|oco]oaac]enaa] X
ment Co., Inc.
Cambridge Associ- | Plymouth Fund__________ > o el iy oo R Tl el S SO I S
ates, Inec.
Keystona /O stoddamy) x - THT T bl SlEx e e TR s
Funds.
Capital Manage- | Market Street Invest- | X |-_._[-__| X |-ooo| X (o] X |oecifeeeo| X
ment, Inc. ment Corporation.
Chase John P., Inc...| Amoskeag Company.._... b o bl W S oL i 5 N O A IR T - Pl 1
Claflin, Warren & | Claflin Warren Fund_____ p | T B ol ! B - robsl e B 0 1) SRS o T B o M
Co., Inc.
Dana, N. P. & Co.,| Manages a commingled | x |____| x |[____| x |_|oceo| X [ecocfoecc| X [oae-
Inc. fund.
Dodge & Cox_.._..__ Investors: Management i x | o] & IS8 UM e Ll sl e
Trust.
Dominick & iDomi- | National Bond and Share |#x 2 s 20001 xSl Ate 0ol el ol X s
nick. Corporation.
Drumbheller, Ehrlich- | Equity Fund, Inc_.__.____ SR N B e it b ol 0 | SRS S (T IR 1 o
man & White.
Shareholders Corporation_|____| x |.__| X |.c_| X | X |ocoo|ocec]aaac]oaac] X
Eaton & Howdrd,Inc_| Eaton ‘& Howard " Man- | x |____| x || x| xof o x 2.
agement Fund A-1.
Eaton’& Howard=Man-. [ ix 8- x e o laxale S0 b L Sl dee i pns e S2 om0
agement Fund B.

@ The investment counsel service may be affiliated with the investment trust or company either through
officers or directors common to both, through stock ownership, or through sponsorship.
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Powers and Affiliations of 56 Investment Counsel Firms with Investment
Company Clients—Continued

Affili- tIi)oixsgri; Execu- : tsigif%-f
\?vti?ﬁ(li] powers | tion of %gggrggi?ggfl broker
trust with | orders by
3 s ervice service
Name of service | Name %ﬁ_‘g:;%;’l?t trust g
88| 2
2 3 ] é g g% % 0
M2 (= |2|S|2|B|8B |62
Eaton & Howard, Inc.| Eaton & Howard Man- | x |..__| X [-coo| X [-coc|omee| X fooec]ocec| X feeee
—Continued. agement Fund F.
Eaton* &+ Howard~Xceu=sttxil|zn o “x A 20 e | S0 St TR BN S S e o
mulative Fund.
Edie-Davidson, Inc..| Cumberland Investment | (¢)|.___|-—--| X [____| X | X [ccao|amac]ecac|oacc| X
Co.
Pilgrim Investors, Inc.____ X xS LTt SR e ey
Central National Corpora- s oo AR ot S B, 231 GEF T TR LS B R e g
tion.
Collateral Equities, Inc.. . X Sl Ryt i |2 0 i tiimo el |8 e Sl
Income Foundation Fund, SRS TR o et N IR PR SR (52
Ine.
Ferguson, Marshall | Wm. C. Hay, Ltd__.__.__ S NE O Pl B sy ol Il g I i leeSalil] AR FAVE i e 8 ¢
M.
Fiduciary Counsel, | Rapid Transit Investment |____| x |...| x |____| X | X |ococfooac]oa]oc] x
Inc. Trust No. 2.
@Gongall,’S. W& Co_| General Equifies,Tne wseel iy Jo. by ile st ] o con s e Siei s Iy
Grier, John C. & Co., | Capital Management Cor-|____| x |..o| X |..o_| X |ocoo]omac]omac|omaafo] X
Inc. poration.
Hart, William A_____ W illiam A7 Hart Trivestors||F xS bax I8yt [y Sl E e b dCu B tiix |~ 228
Group.
William A, Har Investors | ix |oo  fex|o oty Fr Sl s el se sfe ofox e
Group No .1.
Williazn ‘Av-Hart Tnvestors.l x & S ralEx fleet dotcon et e e | S e
Group No. 2.
Haydock, Lamson | Supervised Investments, | x |.___|.--.| X || X | X |ccoo|ococ]ooaa]ocna] X
and Co. Ine.
Inyestment Clonnseld=x s il tilax SISt bx it e L I [
Fund, Inc.
Heber-Fuger Re- | MutualInvestment Fund.| x |._..| x || x |-ccc]-cac| X |cce] X | X |.oua
searchCorporation.
Investment Counsel, | American Midland Co.-..| x |._._|---_f X || X [cocc]|ocec| X fococ]oaao| X
Inc.
Capital Management Cor- |____| x |--__| X [....f X | X Joooofacocfecacfoce] X
poration, Ltd.
First Management Foun- (____| x [-._.| X [._..| X | X |ccacfooac]ocacfeaa] X
dation.
Inyvestment Counsel Eq-| x [..__| X {.-ci] X |oose] B feetcfimnaloana] B {evun
uity Fund, Inc.
Inyestment Counsel” In-uf = xFiow x| Oxter se ol a0 Moo sl Sonleilsele
vestment Fund, Inc.
BeconditManagement |8 xatomaior ol x el ey e e e e
Foundation.
Investment Research | Investment Company of | x |.._.|.-.-| x || X* | X |oco|ooac|oac]oaae| X
Corporation. America, The.
Investors Manage- | Investment Trust Fund A.| x || X |- X [ccoofecec] X fococfeo| X [oaea
ment Co., Inc.
Investment Trust Fund B_| x| cizbexiifoccliax Fs i Sopix s ool taditig ot
Investors Fund C,Inc..._. xS etlaialix et i e x alitas A b G B ¢

b Affiliation exists, but the specific affiliated companies are not named.
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Powers and Affiliations of 56 Investment Counsel Firms with Investment
Company Clients—Continued

Affili- %i)oi:gey; Execu tsi:}:?)-f
ated : ¢ | Confirmation of
t?;71111;51% pgv\;vtgs Igf(ﬁ;sr order sent to— brg;er
] service service
Name of service Name %ixgogsg;ll?lt ekl =, i
0 [} § 'E ‘ég % 7
T 1 Bt o= 2
Slz18l2|8)2|5|8067|8|8]|2
Langmuir, Dean, Inc.| Cumulative Trust Shares_|-...| x [--_.| X [-oco| X | X focoofoaes X!
North Ameriean: Trasti i | x«l-c_JixiiiatpPix i Joo_ofotis X
Shares 1955.
North~/American  Truste] Sl g oSl fxstient WSy Sl a x LS SORp ol R Al
Shares 1956.
INoptht A merican P rust |2 b it e s S li e g | e e P T S
Shares 1958.
North=h American™ Bond |2 -l x| 20| i Ll S X oeacfeacn]aas 22 ox
Trust.
Group Securities, Inc__.__ cond2l Gl e g |l ot R SRR o R ISl B [ 4
Loomis, Sayles & Co., | The Fairway Club..___.__ e e A e e xS x
Inc. (Connecticut).
Loomis, Sayles& Co., | Loomis, Sayles Mutual | x |__..| x [ |-cc.| X | X |ccojece] X | X [oos
Inc. (Massachu- Fund, Inc.
setts). Loomis, Sayles Second | X |._._| X |-cocfoooc] X | X feooo]|oeeo| X | X foaos
Fund, Inc.
Founders:Seatrities Trustl| oSN s iCapsiip s iy ) x| fee st | ciljissiix
United Investment Assur- |- X || X {-ccc| ¥ | X |ocoo|eocc]ooac]a] X
ance Trust.
Consolidated i Bond S and | = E0 ex o lxtoE M e x| oo o io Lo el X
Share Corporation.
Unlon:Seeurities:Gorporas 3. x| o lux i cfx x| s i setle o sl f e
tion.
Mutual Investment Trust_|-.-.| x [-_.-| X |-.._| X X
Loomlis, Sayles& Co., | Equitable Trust Co.— | x |____|-.__| x [..._| X X
Ine. (Michigan). Trust 100.
MutualIncome Founda- |- - | -x il ixal e s Fopi Son e i ol VB T e
tion.
Thet@entury Funds ==t 7| i ey S e e ] - - o el 1 S ihex
Lyttle, H. G_........ HuenemeInvestorssCor-+| Xl t ettt Sl SISt Tl e P
poration, Ltd.
MiJilton;'Thomas: .|l Canadian Capitall Corpo-1 1t X 8|e o et s | it e oy
ration, Ltd.
Management Asso- | Incorporated Investors....| x |.___|....| x || x | X |cco|eeo|ooo|o| X
ciates.
Mackubin, Legg and | Fundamental Group Cor- |..__| x [..__| x || X | X |ccoofoeo|ooee] x |oooe
Co. poration.
Traders Corporation..____ o b G IS I e i i (o gl 1 e bk B PR 4
Moody’s Investors | Diversified Investment |-_._| x |-...| X |[-ooo| x | x |ocoofeeo ||| X
Service. Trust, Inc.
Mercer-Allied Cor- | Mercer Fund_.__.___._____ S ol ol 5 <) R B ) R Bl tRR B 4 1 SDE Sl Sl R
poration.
Mercer Managed Ac-| X |- X || X |oooofoooo| X feeo]oool| X {eaos
counts.
Meyer, George.._____ Southeast Investment Co_|---_| X |-cco| X |-cco| X | X |ocooooce X
San Antonio Investment |-__.| x |-__.| X [ X | X [oooo|oos X
Co.
Nichols, Wm. B. & | Republic Investors Fund, | x |-...|-..| X || ¥ | X |[-c_leee| X |oco2| X
Co., Inc. Inc.
Chain & General Equities, | X |--c-|ocoo| X ocoo| X foooo]oooa| X foeoo]ooeo| X
Inc.
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Powers and Affiliations of 56 Investment Counsel Firms with Investment
Company Clients—Continued

Mtﬁg tll)olrsgr(; Exect- | (yonfirmation of tsigifco-f
ate by or onfirmation o
:\Yl!ll’;s}; D‘OV?;%'S glfil?s orders sent to brg;er
: service service
Name of service Name ?,ilg:r;srf;l;;’nt G =
8g| 8
=18 [s%| 3
Blo|B8lolB8|e -5 .E g g § 3|0
Hlz sl |=|z|0|ac’|o ||z
Nichols, Wm. B. & | Chain Store Investment | x |__._ | ___| x || x |- |--co| X o] x
Co., Inc.—Cont. Corporation.
Reserve Manage- | Brookmire Investors,Inc__{____| x |.___| X |- X |0 X |o__|o___| x
ment Corporation.
Weatherly Securities Co-_|____| x o S5 R ek < i ¢ S s <
Russell, Berg & Co...| R. B. C. Fund, Inc___.___ X X bived X .1 % 2 el B <
Seott, R M, Jr T Financial Security Fund, |_.._| x |[____| x |----| x | x et (e o ¢
Inc.
Scudder, Stevens & | First Investment Counsel | x |.___|____| x | x || . x [cco_focecfeoec| x ]ooet
Clark. Corporation.
Second Investment Coun- | x |_.__|-__:l x| X |iocolo® foeooaaa]cal] x |0
sel Corporation. :
Third-Investment: Conn=ilr el rs I e el S SE Foeaal (@eth i i il gl T
sel Corporation.
Diversifed Beeuritios |- _|.x | f x f ] x| Jif= [t x
Trust.
Account No.238B__.______ =l o o e B S T S RS M L R SR P SRR <
Account No. 1802__ et bib o a5 SIS (o e Bt (B 55 ol b QS SR (B <
Account No. 1649_________ ST o 4 Xt | ity T TR ¢
Security Supervisors, | Selected American Shares, | x [.___|.___| x | x |.___ > & (5 ol o
Inec. Inc.
Shaw, A. Vere & Co.| Trusteed Industry Shares. BB S 3 Sl e e i A T
Affiliated Fund St o5 RS SR o Ml .
American Business Shares. M ) Bl o R el S
Silberling Research | Pacific Seaboard Founda- CEER [ T i I B e T | e e e s
Corp., Ltd. tion, Inec.
Singer-Thompson Co | American Investment Co.| x | ___| x |.___|__..|._..|__.| x |-co .| x [
Sovereign Corpora- | Sovereign Investors, Ine__| x |.___| ___| x |.co| x | x (oo |2l x || x
tion.
Standard Supervi- | Independence SharesCor- |____| x |.___| X |-co | X | X |oooofomco]ooa o] x
sory Service. poration.
Consumers Secarities Co.|. .| x It x1...bx x| ol x
Commerce - Investment, |____| x |____| x |-_._| x | x |t |0 o x
Inc. T
Super-Corporations ofs ol x| e e
America Depositors,Inc.
Utilities Shares Corpora- |____| X ..o X loocs] X | X |oocefonccona)eaca] X
tion.
Distributors:Group, Inc-tli T Sgri i Tx A 7 e g sl S st oot e
Selected Shares Corpora- |____| x .| x |....| X | X |ooo |ecec]oafoool) x
tion.
Blue Ridge Corporation-_|____| x |[___| x |-co_| X | X |oeoofoooo]oooofoa] X
Standish, Racey and | Equitable Tavestmenti| — -3 xeil o =il o Tl x et e T e
McKay, Inc. Corporation.
Trading Associates, | Clients’ Fund of Trading | x |-...| x |._..| X [.._. i e P Sl i B
Inc. Associates, Inc.
Vance, Chapin & Co., | Sovereign Investors, Inc__|.___| x |.___| x || x | x |.___|-_._|-.__|---_] x
Inc.
Vance, Ray.. - ... Mutual American Securi- |- J|'x [Loo0] x4l x o T L I T ey
ties Trust.
Van Strum & Towne. | Century Trust Shares..__. BT ol el IS o e atl B0 dlelie) o st il W o e Rl
Inc.
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Powers and Affiliations of 56 Investment Counsel Firms with Investment
Company Clients—Continued

Affili- tli)oii‘;tr%; Execu- ggg,%-f
gfii% powers | tion of C&%%ﬂzgg’%:’ broker
trust | With | orders v,
. service service
Name of service Name c&lg;;e]sﬁg{;lt LEEy =
5g .:E:
=8 |sE| 3
gomcgoﬂiEg;‘g%o
|z |=|z|=|z|D|aE |o]|x]|z
Van Strum & Towne,| Franklin: County Asso-|___f x|t x | il x .o e |.. | x
Inc.—Continued. ciates.
Union Associates, Inc_____ e B G M) B TR 8 R TS 8 emedl] LR RSSO 0
Southern New York-In-| - [ xiq el ety e sl TR oeh Lo ) x
vestment Corporation.
Faradise: Syndicate, Tnex =" [t sl jeaict b i ab e s el bx
Wellington Corpora- { Wellington Fund, Inc...._ S 0 e e B0 Ol S 0 €55 oo <SS (e I piSt ) 6
tion.
Young & Koenig, Inc.| Provident Fund, Union |.___| x |..._| X || X | X |ocao|ocac]onoc]omas]annn
0il Co. of California.
Young & Ottley, Inc.| Administered Fund, Ine. | X |- |-co.| X |ocoo| X ooofecac]ooco| X faol] X
(in liquidation).
Adminigtered Fund ;Sec-ilex t=rouizoTulixsl S Sl calie. Cles it ol x
ond, Inc.
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APPENDIX F
State Statutes with Respect to Investment Counselors

CALIFORNIA
Definition:

The words “investment counsel” as used in this act shall include every person
or company other than a broker, who in this state, for compensation, engages
in the business of advising others either directly or through publications or
writings as to the value of securities or as to the advisability of investing in or
purchasing of securities, and every person other than a broker or certified public
accountant who issues or promulgates analyses or issues reports concerning
securities ; provided, however, that said term shall not be construed to include
any licensed, practicing attorney who renders or performs any of said services
in connection with the practice of law.

Registration of the Investment Counselor:

No person or company, other than a broker, shall act as an investment counsel
until such person or company shall have first applied for and secured from the
commissioner a certificate then in effect authorizing such person or company
s0 to do. Every such certificate shall expire on the thirty-first day of December
next after its issuance unless sooner suspended or revoked.

To secure such certificate, the applicant shall make and file in the office of
the commissioner an application therefor in writing, verified by or in behalf of
the applicant. In such application, the applicant shall set forth, in addition to
such other information as may be required by the commissioner :

(1) The name, residence, and post-office address of the applicant;

(2) If a corporation, association, joint stock company, or partnership, the
name, residence, and post-office address of each of its managing officers, agents
or partners, as the case may be;

(3) A succinet statement of facts showing that the applicant and each of its
managing officers and agents or partners, as the case may be, is of good business
repute and possess the experience and education which would qualify him to act
as investment counsel ; and

(4) The general plan, character and method in which applicant proposes to
conduct its business.

If the applicant is a corporation or an association organized under the laws
of any other state, territory or government, it shall file with its application a
copy of its articles of incorporation or association, together with a certificate
executed by the proper officer of such state, territory or government, not more
than thirty days before the filing of such application, showing that such appli-
cant is authorized to transact business in said state, territory or government,
and also in such form as the commissioner may prescribe its written instrument
irrevocably appointing the commissioner and his successor in office its true and
lawful attorney upon whom all process in any action or proceeding against it,
arising out of or founded upon the fraud of such applicant in the conduct of its
business as investment counsel, may be served with the same effect as if said
corporation or association were organized or created under the laws of this
state and had been lawfully served with process therein.
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The commissioner shall examine such application for an investment counsel’s
certificate and shall make such further investigation of the applicant and its
affairs as he shall deem advisable. If from such examination the commissioner
shall be satisfied :

(a) That the applicant and its officers, directors, and members, if any, are of
good business repute and in the opinion of the commissioner qualified by experi-
ence and education to conduct an investment counsel business;

(b) That neither the applicant nor its officers, directors, or members, if any,
have violated any of the provisions of this act or of chapter 226 of the statutes
of 1923 ; and

(c) That neither the applicant nor its officers, directors, or members, if any,
have engaged or are about to engage in any fraudulent transaction, he shall
issue such certificate. Otherwise, he shall deny the application and notify the
applicant of his decision; provided, however, that if the only ground for such
denial falls under subdivision (b) or (c¢) of this section, the commissioner may,
in his discretion, waive such ground for denial and issue a certificate to the
applicant if satisfied thati in the particular case the application of either sub-
division is purely technical and does not substantially affect applicant’s honesty
and integrity, and that the inability of applicant to meet either of these require-
ments will in no way interfere with a proper performance by the applicant of
his duties as an investment counsel.

The commissioner may at any time temporarily suspend any investment
counsel’s certificate issued by him if he finds, after a hearing upon such notice
as he, in his discretion, shall deem reasonable, that there exists any of the
grounds hereinabove enumerated for the denial of an application for an invest-
ment counsel’s certificate. If, at the expiration of thirty days from the date of
such suspension, the certificate so suspended has not expired or has not been
revoked, as hereinafter provided, it shall be deemed reinstated. The commis-
sioner must revoke any investment counsel’s certificate, if, after hearing upon
notice, he shall find the existence of any of the grounds, hereinabove enumerated,
for the denial of an application for an investment counsel’s certificate; provided,
however, that such revocation shall be discretionary with the commissioner if
the only ground for such revocation falls under subdivision (b) or (c) of this
section and he is satisfied that in the particular case the application of either
subdivision is purely technical and does not substantially affect applicant’s
honesty and integrity, and that the inability of applicant to meet either of these
requirements will in no way interfere with a proper performance by the appli-
cant of his duties as an investment counsel. (Deering, General Laws of Cali-
fornia (1937), Vol. I, Act 3814, S. 2 (12), 8. 9.)

CONNECTICUT
Definition.:

The term “investment counsel” shall include any person, who, in this state,
shall engage in the business of advising others, either directly or by mail or
through publications or writings, as to the value of specific securities or as to
the advisability of investing in purchasing or selling such securities, for a
compensation or commission or at a profit, but shall not include any national
banking association or federal savings and loan association located in this state
or any state bank and trust company, industrial bank, savings bank, or building
and loan association under the supervision of the bank commissioner, nor
any person registered as a “broker” under the provisions of chapter 212 of
the general statutes, as amended.
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Registration of the investment counselor:

Each. registration of an investment counsel shall set forth, in addition to
such other information as may be required by the commissioner, the following:
(a) The name, residence and post office address of the registrant; (b) the
form of organization under which registrant conducts business; (c¢) if such
investment counsel be a corporation, an association, a joint stock company or a
partnership, the name, residence and post office address of each of its directors,
managing officers, agents or partners, as the case may be together with such
information in respect to the business record or experience of each such direc-
tion, officer agent or partner and such other information as may be required
by the commissioner; (d) the general plan, character and method by which
the registrant proposes to conduct his business and the form of business he
is engaged in or is transacting; (e) a statement as to whether such investment
counsel or, if such investment counsel be other than an individual, whether
any partner, principal, officer, director or branch manager thereof has been
convicted by a court of competent jurisdiction in any state or country of any
criminal offense in connection with any transaction involving the sale or offer
for sale of securities; or has been enjoined or restrained by order of any court,
commission or public official from selling or offering for sale securities in any
state or country or continuing any practices in connection therewith, or been
arrested or prosecuted for any violation of law involving securities in this or
any other state, or been convicted of any criminal offense of any nature or
sentenced to imprisonment in a jail or other penal institution, or, having
applied for registration or having been registered or licensed as a dealer,
broker or salesman of securities in any state or country, has had such regis-
tration or license refused, suspended, canceled or withdrawn, either by request
or otherwise. If such investment counsel or any such partner, principal,
officer, director or branch manager has ever been convicted, restrained, en-
joined, arrested or prosecuted, or has had any registration or license refused,
suspended or canceled, or withdrawn, by request or otherwise, such investment
counsel’s registration shall have incorporated therein complete details thereof.

The registration of an investment counsel shall be sworn to before a person
qualified to administer oaths by the person making the same and shall state
that the alleged facts therein contained are true of his own knowledge and,
if such person be a partnership, such oath shall be made by a member thereof
and, if such person be a corporation or any other form of an association,
such oath shall be made by an executive officer thereof. Any person who
shall make a false statement in such registration or in any sworn statement
or affidavit attached thereto shall be subject to the penalties prescribed for
violation of the provisions of section 1533c of the 1935 supplement to the
general statutes and of the provisions of any other section of the general
statutes violated thereby. Said commissioner may adopt forms to be used by
persons registering as investment counsel as herein required, and shall furnish
such forms to any person requesting the same, without charge.

Upon receipt of the registration of an investment counsel, accompanied by the
fee required by this act, and upon compliance with the provisions of this act,
the commissioner may make such further investigation of the registrant and
his affairs as he shall deem necessary or advisable. Upon the completion of
such examination or investigation, the commissioner shall, subject to his
authority to refuse such registration as hereinafter provided, enter the name
of such person on a register of investment counsel to be kept in his office,
properly indexed and open to the public, provided no registration shall be so
entered within five years after the date of a conviction of any criminal offense
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in connection with any transaction involving securities, or within five years
after the date of the issuance of any permanent injunction or restraining
order in connection with securities, or within five years after the cancellation
of any license or registration as broker, dealer or salesman, in this or any
other state, as a result of alleged fraudulent transactions on the part of any such
registrant, or, if the registrant be a partnership or a corporation or any other
form of an association, on the part of any partner, principal, officer or director
therefor. The commissioner is authorized to refuse to accept the registration
of an investment counsel for any reason which is cause for the cancellation
of  such registration, or whenever the commissioner shall have reason to
believe that such refusal is necessary to protect the public against fraud. The
commissioner shall not issue any certificate or written evidence to any person
registered as an investment counsel.. Each person who has registered as an
investment counsel, shall immediately file with the commissioner in writing
any change of residence, mailing address, or place of doing business, or any
other changes in such registration that may, from time to time, occur.
* * * * * * *

If the commissioner shall be satisfied, either after an investigation or other-
wise, that any person registered as an investment counsel (a) has violated
any of the provisions of this act; (b) has violated any of the provisions of
said section 1533c; (c¢) has rendered advice of a fraudulent nature, with intent
to perpetrate a fraud in connection with or relating to the purchase, sale or
continued investment in any security; (d) is in any way dishonest or is con-
ducting or has conducted his business as investment counsel in a fraudulent
manner or is about to engage in any fraudulent transaction; (e) has failed or
refused to file such information with respect to the business or the facilities
of the organization of such investment counsel as has been required by the
commission, or (f) has made a material false statement in the registration,
the commissioner, upon notice to such person and affording him an opportunity
to be heard, may cancel such person’s registration. Notice from the commis-
sioner sent by mail in a sealed envelope, postage prepaid, to such person at his
principal address, shall be deemed sufficient notice to such person. The com-
missioner shall not cancel the registration of any investment counsel except
upon such notice to such person given as herein provided.

L] * * = * * *

Each person registered as investment counsel shall pay to the commissioner
for the use of the state an annual fee of fifty dollars. Any registration, unless
sooner revoked, shall expire at midnight on June thirtieth next succeeding the
effective date of such registration. Such fees shall be paid in advance and
no person shall be deemed to be registered as an investment counsel unless
he shall have paid the fee herein provided for. In addition to such annual
fee, each person registered as an investment counsel shall pay the actual cost,
as determined by the commissioner, of any investigation or examination made
of such investment counsel’s affairs under the provisions of said section 1537c,
as amended, or any provision of this act, by or on behalf of the commissioner.
(Connecticut, General Statutes (Supp. 1937) Ch. 212, Sec. 7470.)

MICHIGAN

Hereafter it shall be unlawful for any person to engage in the business of
dealing in securities whether exempt from or included in the provision of such
decision of this act without first procuring a license and continuing to be
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licensed therefore, as hereinafter provided, * * *. For the purpose of this
act, any person who for any consideration acts as an investment counselor and
advises the purchase and sale of securities, shall be deemed a ‘“dealer” * * *,
(Michigan, Public Acts of 1935, Act 37, Section 21.)

NEW HAMPSHIRE

Under this chapter dealer shall mean any individual, partnership, association,
or corporation engaging in the selling or offering for sale of securities, except
through the medium of, or as agent or salesman of, a registered dealer. But
sales made by or in behalf of a resident of this state in the ordinary course
of bona fide personal investment of his personal holdings, or change of such
investments, shall not constitute such resident, or the agent of such resident,
if not otherwise engaged either permanently or temporarily in selling securities,
a dealer therein. A nonresident desiring to make such sale of his personal
investments must first obtain the approval of the insurance commissioner.

Securities shall include all classes of stocks and shares, bonds, debentures,
evidences of indebtedness and certificates of participation, certificates of ware-
housemen, rights and interests in land from which petroleum or minerals are,
or are intended to be, produced, ship shares, and investment contracts in the
form of a bill of sale, or any similar device, and contracts of services or advice
relating to investments, or membership in organizations or associations pur-

porting to render such service or advice.
* * * * * * -

No dealer in securities shall, in this state, by direect solicitation or through
agents or salesmen, or by letter, circular, or advertising sell, offer for sale, or
invite offers for or inquiries about securities, unless registered as a dealer
under the provisions of this chapter.

Any dealer desiring registration shall file written application therefor with
the insurance commissioner, accompanied by a registration fee of twenty-five
dollars, the fee to be returned if the application is not granted.

The application shall be in such forms as may be prescribed by the commis-
sioner, and shall state in writing the principal place of business, the name or
style of doing business, and the address of the dealer, the names, residences
and business addresses of all persons interested in the business as principals,
officers, directors, or managing agents, specifying as to each his capacity and
title, and the length of time during which the dealer has been engaged in
the business.

The commissioner may examine or cause to be examined at the expense of
the applicant or dealer the affairs and condition of a registered dealer in
securities or an applicant who desires to become registered as such dealer.
An applicant shall furnish in addition to the information required in the
application such other documentary evidence of condition and responsibility
as the commissioner may require, including without limiting the generality of
the foregoing, authentic copies of articles of incorporation, partnership agree-
ments, by-laws, balance sheets, and earning statements. By December first
of each year every licensed dealer in securities shall furnish under the oath
of such responsible member or members of the dealer’s organization as the
commissioner may require an annual financial statement for the period ending
June thirtieth of each year, exhibiting with reasonable detail, assets, liabilities,
profit, and loss of the dealer for a period of one year upon a form to be
furnished by the commissioner.

* * * » *® * L]
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The application filed with the Commissioner for registration as a dealer
shall be held for investigation for a period of four weeks from the date when
the application reaches the commissioner.

Upon being satisfied of the applicant’s good repute, financial standing, relia-
bility, and right to public confidence, the commissioner may register the
applicant as a dealer,

* * * * * * [ ]

The commissioner may, unless furnished with satisfactory evidence as pro-
vided in the preceding sections, or in case of violation of any provision of this
chapter, or in case of dishonest, deceitful, or fraudulent conduct on the part
of any dealer in connection with the carrying on of the business, revoke such
dealer’s registration, and may, having reasonable cause to believe that such
facts exist, suspend such dealer’s registration until satisfied to the contrary.
(New Hampshire, Public Laws, Ch. 284, Secs. 2, 6.)

OKLAHOMA

(Registration of Dealers and Salesmen, Requirements, Bonds, Fees.) No
dealer or salesman shall engage in business in this state as such dealer or
salesman or sell any securities, including securities exempted in section 4, of
this act, except in transactions exempt under section 5, of this act, unless
he has registered as a dealer or salesman in the office of the commissioner
pursuant to the provisions of this section. No person, other than a registered
dealer, shall in this state, for a commission or compensation, act as investment
counsel or engage in the business of advising others directly or through publi-
cations or writings as to the value of securities or as to the advisability of
investing in or purchasing securities; provided, however, that this provision
shall not be construed to include any licensed practicing attorney who renders or
performs any of said services in connection with the practice of law or to any
certified public accountant who issues or promulgates analysis or issues reports
concerning securities.

Provided, that nothing in this act shall require such registration, for the sale
of insurance, by agents, who are required to be licensed for such purpose by the
commissioner of insurance.

An application for registration in writing shall be filed in the office of the
commission in such form as the commissioner may prescribe, duly verified by
oath, which shall state the principal office of the applicant, wherever situated,
and the location of the principal office and all branch offices in this state, if any,
the name or style of doing business, the names, residence and business address
of all persons interested in the business as prineipals, copartners, officers, and
directors, specifying as to each, his capacity and title, the general plan and
character of business and the length of time the dealer or salesman has been
engaged in business. The commissioner may also require such additional infor-
mation as to applicant’s previous history, record, and association, as he may
deem it necessary to establish the good repute in business of the applicant.

There shall be filed with such application an irrevocable written consent to
the service of process upon the commissioner in actions against such dealer in
manner and form as hereinbefore provided in section 9.

If the commissioner shall find that the applicant is of good repute and has
complied with the provisions of this section, including the payment of the fee
hereinafter provided, he shall register such applicant as a dealer upon his
filing a bond in the sum of five thousand ($5,000.00) dollars, running to the
state of Oklahoma, conditioned that the dealer shall properly account for any
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moneys or securities received from or belonging to another and shall pay,
satisfy, and discharge any judgment or decree that may be rendered against
such dealer in a court of competent jurisdiction in a suit or‘action brought by
a purchaser of securities against such dealer in which it shall be found or
adjudged that such securities were sold by the dealer in violation of this act
or that such purchaser was defrauded in the sale of such securities. Such bond
shall be executed as surety by a surety company authorized to do business in
this state; or such bond may be a personal bond, provided that the dealer
shall keep on deposit with the commissioner, as surety, securities exempt
under subdivisions (a), (b), or (e) of section 4 of this act of the marketable
value of at least the amount of such bond, which said securities shall be
returned to such dealer when the liability under such bond has terminated or
been satisfied. One recovery upon such bond shall not void same, but it shall
be subject to successive suits and recoveries until the penalty thereof is
exhausted ; provided, that the aggregate liability of the surety on such bond for
all such suits and recoveries shall not exceed the sum of five thousand
($5,000.00) dollars; and, provided further, that no action shall be brought for
recovery under the provisions of this act after two years from the date of the
act or transaction in violation thereof. Upon suits being filed to recover dam-
age from a dealer who has executed a bond, with a surety company as surety
thereon, in excess of the amount of any such bond, the commissioner, by writ-
ten notice served upon such dealer, may require such dealer to give a new
bond, and if the same is not given within twenty (20) days after such service
the commissioner may revoke the registration of such dealer. (Oklahoma Stat-
utes, Title 71, Ch. 5, S. 41.)

RHODE ISLAND

The term “broker” shall mean and include every person, other than a sales-
man, who in this state engages, either for all or part of his time, directly or
through an agent, in the business of selling any security, whether issued by
himself or another person, or in the business of purchasing or otherwise
acquiring such securities for another with the purpose of reselling them, or of
offering them for sale to the public, for a commission or at a profit, or for any
consideration acts as an investment counselor and advises the purchase and
sale of such securities.

No person shall sell securities as a broker or salesman respectively within
the state unless he is registered as such with the chief of division of banking
and insurance. Said chief shall not register any person as a broker or sales-
man unless said chief shall determine that the character of such person is
such that he will conduct the business of broker or salesman without fraud.
If demanded by said chief, any person desiring to register as a broker or
salesman shall furnish the names of three responsible citizens of Rhode Island
who can vouch as to the character of the applicant. If it appears to said
chief that any person registered as a broker or salesman is violating any of
the provisions of this chapter or is conducting his business as broker or sales-
man in a fraudulent manner or is violating any of the regulations of said
chief, said chief, upon notice to such person, shall cancel such person’s
registration.

Upon the finding by said chief that a person may act as a broker or sales-
man within the state, the name of such broker or salesman shall be entered
in the register of brokers or salesmen; but the finding of said chief that a
person shall not act as a broker or salesman, and that his name shall not be
entered in or should be cancelled on the register shall be in the form of an
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order to that effect. Where the registration of a person as salesman as broker
is cancelled for cause said chief shall so note upon the register.

Every person applying for registration as a broker or salesman or filing any
lists or information or making application to said chief to sell securities, shall
file with said chief his permanent mailing address and such changes thereof as
may thereafter from time to time occur. Notice from said chief sent by mail
in a sealed envelope, postage prepaid, to such person at such address shall be
deemed sufficient notice to such person. Said chief shall not suspend or forbid
the sale of securities or cancel the registration of any broker or salesman
except upon notice to such person given as aforesaid.

Every such broker who is not a resident of this state, shall, at the time of
filing his application for registration, also file a written instrument appointing
said chief in his name of office and his successor in office to be the true and
lawful attorney of such nonresident broker in and for this state upon whom
all lawful process in any action or legal proceeding against said nonresident
broker may be served with the same effect as if said nonresident broker were
a resident of this state. Said power cor attorney shall stipulate and agree on
the part of said nonresident broker that any lawful process against said non-
resident broker which is served on said attorney shall be of the same legal
force and validity as if served on said nonresident broker, and that the
authority shall continue in force so long as any liability remains outstanding
against said nonresident broker in this state. A copy of such appointment,
duly certified by said chief, shall be received in evidence in all courts in this
state. Service from such attorney shall be deemed sufficient service upon the
principal. Whenever the said chief shall have been duly appointed attorney to
receive service of all lawful process for any such broker, said chief shall
forthwith forward by mail, postage prepaid, a copy of every process served
upon said chief to said broker at his last known post office address. For each
copy of process said chief shall collect to and for the use of the state, the sum
of two dollars, which shall be paid by the plaintiff or moving party at the
time of such service, to be recovered by him as part of his taxable costs if he
succeeds in his suit or proceeding. The term process, when used herein
includes any writ, summons, petition or order whereby any suit, action or
proceeding shall be commenced or any other process original or mesne in
connection therewith. (Public Laws of Rhode Island, 1935-1936, Ch. 2339,
S 5, 6.)



APPENDIX G

PURPOSE AND OBJECTIVES, INVESTMENT COUNSEL
ASSOCTATION OF AMERICA AND INVESTMENT COUN-
SEL ASSOCIATION OF SOUTHERN CALIFORNIA

PURPOSES AND OBJECTIVES, INVESTMENT COUNSEL ASSOCIATION
OF AMERICA

The Investment Counsel Association of America is a voluntary non-
profit association. Its objects are: (a) to promote high standards of
integrity and public responsibility in the profession of investment
counsel; (b) to maintain a “Code of Professional Practice” as a guide
to the profession; (c¢) to promote strict adherence to the Code by all
members of the Association; (d) to provide for effective discipline
of all members of the Association; and (e) to aid the profession of
investment counsel, its clients, and investors generally in such matters
and in such manner as the Investment Counsel Association of
America may from time to time determine.

Code of Professional Practice Adopted by the Investment Counsel Association
of America

Whereas, the profession of investment counsel came into being to meet a
growing need for a type of competent and unprejudiced services not otherwise
rendered ; and

Whereas, experience in the rendering of investment counsel services has
established certain basic principles of responsibility and conduct requisite to
sound professional practice; and

Whereas, these basic principles must be accepted and maintained if the
investing public is to be assured of the standard of investment counsel services
to which it is entitled; :

Now, therefore, we, the subscribers to this Code of Professional Practice,

Do declare the following principles to guide all those who profess to render
investment counsel services;

Do pledge ourselves and our organizations to adhere to these principles; and

Do agree, through proper Articles of Association, to enforce such adherence
by all subscribing members :

I. DEFINITION AND LIMITATION OF FUNCTIONS

It is the function of the profession of investment counsel to render to clients
on a personal basis competent, unbiased and continuous advice regarding the
sound management of their investments. An investment counsel firm should
devote its time exclusively to the performance of this function and services
incidental thereto; it should not engage in the business of security merchandis-
ing, brokerage, banking, the publication of financial services, or acting as cus-
todian of the securities or funds of clients; and neither the firm nor any

65
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partner, executive or employee thereof should directly or indirectly engage in
any activity which may jeoparidze the firm’s ability to render unbiased invest-
ment advice.

II. COMPETENCE AND RESPONSIBILITY

To serve its clientele effectively and continuously an investment counsel firm
should include at least two responsible partners or principal executives of
demonstrated investment ability and unquestioned integrity; it should be sup-
ported by a competent staff of experienced assistants; and it should maintain
adequate capital and reserves at all times.

III. COMPENSATION FOR SERVICES

Compensation of an investment counsel firm should consist exclusively of
direct charges to clients for services rendered, and should not be contingent
upon profits, upon the number or value of transactions executed, nor upon
the maintenance of any minimum income.

IV. SOLICITATION OF NEW CLIENTS

The methods employed, and all written or oral statements made, by an invest-
ment counsel firm in securing new clients should conform to standards con-
sistent with the professional nature of investment counsel services.

V. CONFIDENTIAL RELATIONSHIP

All information concerning the security holdings and financial circumstances
of clients should be held in strict confidence by the firm and its personnel.

PURPOSE AND OBJECTIVES, INVESTMENT COUNSEL ASSOCIATION
OF SOUTHERN CALIFORNIA

The enunciated object of the Investment Counsel Association of
Southern California is to “assist in the development and perfection
of the work of the investment counselor; to promote fitting and
appropriate ethical standards, methods and procedure and conduct
of business; to encourage economic financial and investment research ;
all to the end that the quality of services to be rendered by invest-
ment counselors may measure up to the high standards which the
public has a right to expect and to demand.”

Code of Ethics and Standard of Practice

CANONS
Section 1.

(a) Professional Character of Work: The Investment Counselor should ever
be mindful of the professional character of his work, and with dignity, conduct
his every act in a manner consistent therewith. Through profound study and
analytical research, he should strive to achieve proficiency in each of its many
phases, and aim to serve with honor, distinction, loyalty, and fairness, both the
public and his fellow members.

(b) Distinterested Position: He should continuously occupy an impartial and
disinterested position, as free as humanly possible from the subtle influence of
prejudice, conscious or unconscious; he should scrupulously avoid any affilia-
tion, or any act, which subjects his position to challenge in this respect.

sase
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(¢) Basis of Fee: His remuneration should be a reasonable fee, chargeable
directly to his client, and he should accept no compensation of any character
whatsoever from any other source.

In determining the amount of the fee, it is proper to consider: (1) the time
and labor required, (2) the nature and complexity of the problem, (3) the
responsibility assumed and amount of value involved, and (4) the value of
the services to the client.

He should not share in profits accruing to his clients by virtue of securities
sold, bought, or held, by his client; nor should his fee be determined or
affected by the number, or value, of transactions which may take place
over a future period, whether the time be specifically stated or indefinite. In
both of these cases, his position as a disinterested adviser is subject to serious
challenge.

‘Whenever possible and expeditious, fees should be predetermined, fixed and
mutually agreed upon in advance of his employment.

(d) Protection of Clients’ Purchasing Power: He should ever maintain as
his primary objective, protection of principal and income. He may properly
regard enhancement of both principal and income, as a worthy secondary
objective. But he should ever be on his guard lest this secondary objective
become a primary one.

(e) Unwarranted Expectations: He should never indulge in creating ex-
aggerated or unwarranted expectations of any character. The future is never
certain; the most competent opinion and soundest judgment are ever subject
to the vicissitudes of new and unforeseen factors.

(f) Confidential Relations: He should scrupulously preserve, guard and
respect the confidences of his client, not only during his employment but also
thereafter. His client should reciprocate in equal measure.

ADMONITIONS
Section 2.

(a) Advancing Claims to a Profession: This field of endeavor is essentially
of a professional character; to what degree it' will be entitled to be so
regarded, will depend upon the manner in which it is conducted. Very mani-
festly, those members who make a profound study of economics, the underlying
science, and attain proficiency in the various departments which are vitally
and intimately connected with their every day problems, and who render
competent, scholarly service upon high ethical standards, will further the
claims to a profession; those who act otherwise will retard. The ultimate
decision rests in their hands.

(b) Publicity, Advertising, and Soliciting: A well-merited reputation for
ability, integrity, and fidelity to trust, is the most worthy and effective adver-
tisement possible, for both young and old; this cannot be forced, but is the
resultant of character and conduct.

The professional attitude toward solicitation and advertising is too well
known to require specific admonition. Let each determine his own procedure
with the full knowledge that by his acts shall he be known.

Due to the recent origin of this field of endeavor, one clarifying statement
appears pertinent. Educational publicity, conducted with dignity, is construc-
tive; and conversely, undignified advertising, or that which holds forth un-
warranted claims, either directly or by inference, is destructive.

(c) Service Available to All: The investment counselor should provide that
his service be available to those of extremely modest means. This field of en-
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deavor cannot fulfill its full obligations to society, if it is available only
to the comparatively rich. All investment counselors worthy of the name
should be willing to devote a reasonable portion of their time to such cases,
irrespective of whether the remuneration is adequate.

(d) General Qualifications: The investment counselor, to qualify as such,
should possess a sound knowledge of accountancy, statistics, corporation
finance, money and banking, and economics; and he should have a wide ex-
perience in investment analysis and security markets. He ghould strive to excel
as an expert analyst, able to distinguish that which is significant from that
which is not, and capable of drawing conclusions which should prove as
trustworthy as the circumstances and available data permit.

(e) Promiscuous Expression of Opinion: The investment counselor should
refrain from expression of definite opinion in all cases wherein he is not
qualified, by virtue of insufficient knowledge or available data. If circum-
stances permit, or render it advisable, he may express either a tentative
opinion, or a preference; such distinctions should be made clear to his client.

(f) Comprehensive Reports: The investment counselor should be qualified,
if employed so to do, to prepare and submit a comprehensive report, logically
supporting any definite expression of opinion he may voice.

(9) Circumstances Surrounding Client: The investment counselor should
endeavor to ascertain all circumstances surrounding his client; the more com-
plete this information, the more efficiently can he serve. Of especial impor-
tance among such factors, is the temperament of his client; a characteristic
frequently not fully appreciated even by the client himself. Some individuals,
though courageous when prices move favorably, become profoundly disturbed
when experiencing severe adversity; always a possibility. Such individuals
are not fitted temperamentally to hold securities which are more susceptible
to wide price fluctuations, and rarely, if ever, should do so. Wisdom dictates
that such situations, distressing to both adviser and client should be carefully
avoided.

(h) Select Securities Appropriate to Client: The investment counselor should
select and recommend only such securities as, in his best judgment, are suitable
and appropriate to the requirements of each individual case; his client’s desires
are entitled to careful consideration. But he is unwise to become a party to
an investment policy which he is convinced is unsound in principle.

(i) Short-term Price Fluctuations; the Trader: Through competent and inten-
sive research, long-term price trends may be forecast with a reasonable degree
of accuracy; never with precision. It still remains to be demonstrated that
short-term price fluctuations can be forecast with any high degree of sustained
success; the preponderance of evidence still favors the contrary.

Wisdom dictates that the investment counselor avoid all endeavor to forecast
price fluctuations of a short-term character. As a trader is primarily interested
in short-term price movement, it would logically follow that the investment
counselor cannot supply that which the trader seeks; connections of this char-
acter, sooner or later, are very likely to prove unsatisfactory to both parties,
and react to the discredit of this field of endeavor.

For these reasons, the investment counselor would pursue the course of
wisdom by declining to become a party to such trading transactions; certainly
he should not encourage them.

(j) Outright Purchases; Trading Policy; Marginal Speculation: Because of
foregoing and other reasons, the investment counselor would act wisely to pursue
the following practices: (1) to recommend securities only for outright purchase,
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and primarily for investment; (2) to advise against a short-term trading
policy ; and, (3) to refrain from advising clients upon marginal trading trans-
actions which involve carrying securities upon borrowed funds.

(k) Marginal Trading on His Own Account: Very manifestly, he who does
not keep his own financial house in order, is not qualified to advise others with
respect to theirs.

The investment counselor, for this good reason, should always maintain a
sound position in the management of his own affairs. The practice of carrying
securities upon borrowed funds, either directly or indirectly, tends to subject
both his financial position and judgment to impairment. Hence this practice
is condemned for the investment counselor. However, it is not intended to pro-
hibit the borrowing of funds to meet legitimate or exceptional circumstances
which may arise; such exceptions should be confined to very moderate
proportions.

(1) Exchanges; Short-Term Price Fluctuations Not a Criterion: In recom-
mending exchanges of securities, the investment counselor should forewarn his
client that while prices ultimately tend to conform to true investment value, this
is not necessarily true over short-term periods. Hence an exchange based upon
the soundest of judgment, may appear to have been unwise, if judged by subse-
quent price movements, especially over a short-term period. Time alone will
prove the quality of judgment.

‘When such inevitable eventualities occur, this procedure will permit a better
understanding and tend to avoid situations which are distressing to both client
and adviser.

(m) Large Risks: Very manifestly, the assumption of large risks is frequently
necessary and concomitant to economic progress. Such risks should be assumed
only by those who desire, and are fitted, both temperamentally and financially,
to assume them. Wisdom dictates that the investment counselor should not
become a party to the assumption of such risks by those who, in his judgment, do
not meet these requirements.

(n) Discretionary Accounts: Advising upon investment problems necessarily
involves heavy and grave responsibilities; only the thoughtless advise without
the prerequisite qualifications. These responsibilities are sufficiently heavy
when the client approves an action in advance; but are infinitely increased if
action is taken without the client’s previous knowledge and approval.

Wisdom dictates that the investment counselor should decline to accept dis-
cretionary accounts. Notwithstanding the soundness of this principle, exigencies
occasionally arise which render it impossible, inadvisable, or inexpeditious to
submit recommendations for approval prior to taking action. When ecircum-
stances clearly warrant, and if permitted by law, the investment counselor may,
at his discretion, accept such undertakings; to decline to serve might work an
injustice to his client. But he should accept with extreme caution and
reluctance. )

(o) Opinions Uncolored by Client’s Desires: Among the correlated problems,
the investment counselor may be called upon to express an opinion as to the
fair market value of securities of a close corporation, for inheritance tax or
other purposes; or to serve as an expert witness. When acting in such capac-
ity, he should scrupulously avoid permitting the desires of his client to influence,
or color, either his opinions or his statements; both should represent his best
and well-considered judgment, irrespective of his client’s position. He should
advise his client in advance of employment, as to his attitude in this respect.

(p) Client’s Banking or Investment Connections: The investment counselor
should encourage his clients to select their own banking and investment con-
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nections ; he should never disturb existing connections unless for good and suf-
ficient reasons, carefully considered. He should never undertake custodianship
of securities, nor act as broker, or dealer in behalf of his client.

When circumstances render it impossible or inexpeditious for his client to
place or modify orders directly with his broker or investment dealer, the in-
vestment counselor may, if permitted by law, transmit his client’s instructions
or desires to such broker or dealer, in his client’s name and behalf. In so
doing, he is not acting as a broker, dealer, or security agent, but merely, for
accommodation, performing acts which his client could do, and would do, were
it not for the extenuating circumstances.

(q) Intermediaries and Division of Fees: The investment counselor’s re-
sponsibilities and qualifications are individual; his relation to his client should
be personal, and the responsibility should be direct to the client. His services
should not be controlled or exploited by the intervention of any intermediary
between adviser and client; nor should there be a division of fees between the
counselor and any such intermediary. This is the spirit of the professional
attitude which should control; but it is not intended to interfere with proper
relations between the counselor and his full-time employees, who may or may
not be qualified counselors. In all cases, such exceptions should be warranted
by the circumstances. ¢
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