his same chart Shows, however, that advisory. fees in 1958, when the in-
dustry wag only a fraction of 1t_s present size,.amounted to .38 bercent of

there has bheen little deviation from the traditional .50 percent advisory fee
rate, which ‘Wwas characteristic of the much smailer investment company in-
dustry of the 1940’s and 1950°s, demonstrateg the seriousnesg of -the excessive
fee problem.

8. THE INDUSTRY’S ATTEMPT 10 DEMONSTRATE THE “MODESTY” o ITS PROFITS IS.
‘ BASED ON INVALID COMPARISONS '

The industry hag attempted. to show that the pofits of mutual fund manage-
ment organizationg are “modest” by calculating the profits of 14 such companies:
not as a percent of revenues or shareholder equity but ag g bercent of the capital
of the funds they manage.* The industry then compares these profit figures with:
the profits of the twenty-five largest insurance companies and banks gg a percent
of the public capital held by these institutions, This is an absurd basis for com-
barison. It is like determining profitability of g real estate management firm as &
percent of the aggregate value of the property it manages or the brofitability of a
consulting engineering firm as a pereentage of the construction costs of the proj-
‘ects it works on. It is the investmentva:dvis'er, not the fund which receives advisory
fees and makes profits. In many cases the pre-tax income of the adviser ig very
handso-me, ranging up to 65 percent or more of their advisory fee revenues. .

If a comparison is to be made of the Dbrofitability of mutual fund management
organizations on the basis of capital, a more abpropriate comparigon would be
profits as a percent of shareholder equity. On the basis of shareholder equity the
profits of bublicly-held mutual fund management organizations are, indeed, im-
pressive. They show an annual return of 30, 40 angq even close to 70 percent. In
‘contrast, the median profit of-the'twenty-ﬁve largest insurance companies gnd
banks selected for comparison: by ‘the Investment Olompany'lnstitute amounts to g
9. bercent and an 11.1 percent return on shareholdes equity. ]

" The Commission believes that the question of whether mutual fund advisory
fees are excessive should not pe ‘decided solely on the basis of the adviser’s
profits no matter how computed, It is clear, however, that profits of mutual fund
anagement organizations are hardly more “modest” than are the fees they
charge their mutual fund clients, The industry should not be heard to Justity its

éxcessive chargeg by a fallacious Statistical bresentation as to the “modesty” of

- VELY 'CONTROLLED BY
COMPETITION y 'DISOLOSURE, UNAFFILIATED DIRECTORS AND SHAREHOLDER APPROVAL.

Despite the unvben-ding rigidity of the advisory fee strueture in f:he rapidly
growing mutual fund industry, the industry'claim's that Competition, disclosure,
_‘“-—_ .

1 ICI.Statem&ent, 29-30 ; ICIfTestimony, R. 202-203.




