Spokesman acknqwledged, at-most, the unaffiliateq director’s role ig limited to
“moral suasion.” ‘Apparently, in most such situations the advisers’ feeg have 'not
suffered as g result of anysuasion—amoral or otherwise——emanating from the
unaffiliated directors.

The attorney who brosecuted most of the shareholders suits involving advisory
fees testified : : : ‘
. “I said before I know one man—he happens to b

“And this I must 84y came with the Same kind of shock to me as it did to you.
“But aside from that one man, in the 14 cageg I have run into, involving, ag
an estimate, Something like g hundeqd or more unaffiliateq directors, I have not

to sit around the table to talk about reducing it from half a percent to three-
eighthg bercent or some scale-down?
" “That never happened. T

“Senator BENNETT, You're sure it never happened ?

This is not cited 4s an indictment of the unaffiliateq directors, Persong invited
to join boards of directors do not normally do so to Obpose the management or
to bargain at arms length with their fellow directors who ‘are affiliateq with
management. Thig i3 normally not considered theip function. When it is neces-
Sary to nominate Someone to serve ag an unafiiliateq director, all parties un-

mony of the board would in all pmbabﬂity be ’seriously]disrupted; Unafﬁlia’ted
directors, of course, know this and it is pbrobably a factor which accounts in con-
siderable measyre for their inact'ivity in the fee area,

(¢)  Over three decades of mperiencef contradict the industry claim, that

stockholder voting is effective n keeping advisory rates reasonable ,

The industry algso suggests that existing requirements of shareholder approval
constitutes an effective control over advisory fees, despite the well-accepted fact
that, in mogt situations, the great majority of shareholders simply send in their
broxies when the management requests ‘them to. Shareholders acquiescence ig
‘hardly surprising. There ig little elge they can do. 1t shareholders should by any
chance vote dowmn an investment advisory contract they would leave the
company without management ang jeopardize their investment, Byt this pos-
sibility ig burely hypothetical. It ig commonly accepted, and many years of ex-
Perience with DProxy regulation in all ‘areas of corporate life support the con-
clusion, that in the absence of organized Opposition to g broposal, most share-
bolders either do not return their proxieg or mark them in-favor of management
broposals. In the cage of mutual funds the bossibility of organized opposition ig
barticularly unrealistic. Advisers ‘do not compete for advisory contracts with
funds by organizing broxy contests; Angd the Dossibility of g shareh.rolder-inﬁitiated
contest is also remote,
—_—

1 See hearings before the Senate Committee on Banking anq Currency on 8. 1659, 90th
Cong., 1st Sess. (1967), p. 696, :




