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Questionnaire Submitted by Senator Bentsen on October 28, 1978,
" to the Nation’s 25 Largest Bank Trust Departments. The Ques-
tionnaire and Responses Are Included in This Volume.
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QUESTIONNAIRE \

1, What Is tho total dollar amount of your assots under investmont munngoment?

2. What Is the dollar amount of your assots under managoment over which you
oxcrclse complete Investmont discrotion?

3. What is tho total dollar amount of your employee benefit plans under
managemont?

4. What is tho avorage annual inflow of employco benefit funds Into your
management?

5. What is the total dollar amount of the omployce henefit funds under your
mnnnw;mont over which you exorcine complote investment discrotion?

6. What percontage of the employece benofit funds under your managomeont are
Invested in common stook?

7. Do you have more than 5% of your aggregato discrotionary funds invested In
ono sceurity? If so, in how many Instances does this ocour and what porcontage
docs tho soourity (or soouritios) roprosont? Ploase list such scouritios.

8. Aro there any instances in which the aggrogate discrotionary holdings amount
to more than 5% of the shares of tho scourity' outstanding? If so, what are the
namen of the companios hold and what percentage of the shares outstanding do
your discretionary nccounts roprosont?

0, Doos your trust department havoe some self-imposed limit on how much of
aggregato disorotionary accounts will ho allowed in one seourity in ordor to Insure
liqui l%y for tho individual accounta? If so, what is it?

10. Do you have a personal opinion as to what would be a Brudont. porcontago of
nggregnto discretionary funds in one stock? 2%, 8%, 10%, 16%,?

1. Does your departmont have somo solf-lmposed Ilinit on how much of tho
assets of one rorlfoho should he invested in one security?
* 12 What Is your personal opinion about a prudent limit for portfolio assots
in one company?

13, Does your trust department have some self-imposed limitation on the
percentage of a company’s outstanding shares that tho departmont’s aggregato
dlscr«tlto?nry holdings will represont in order to Insure liquidity for the individual
accounts

14, Do you have a porsonal opinion as to what would be a prudent percentago
of the nutatnndlnﬁ sharos of a company to hold? 2%, 6%, 10%, 15%, 25%, 50%?

15. Do you belleve it is desirable for a trust department’s nggregato holdings
to represont a sufficiontly large porcontage of outstanding shares to cnable it
to effectively control the company if it chose to do so?

16, Can many widely held companies bo offectively controlled with much less
than a 30% position?

17. In terina of concentration of economic power, would you sce any danger
In bank trust departments holding and voting controlling interests in many none
financial companies? What about several companios within the same industry?

18. What percentage of the shares in Xour discrotionary investment accounts
do you hold voting rights and who decldes how they are to be voted?

10, It inatitutions are golng to be allowed aubstantial positions in companlos,
shouldn’t the shares be voted by either the beneficlal owners or at least your
corporate or union client? If not, why not?

20, Do your investment officers meot with the management companies held
by the trust department or of those which aro being considered for purchase?

21. Are you concerned about the antl-trust question of owning large positions
’t?l tw? companies In the same Industry and then discussing new product lines with

em

22, Are your Invostment declsions for discretionary accounts governed by an
Investment committce? Please briefly describe the decision-making structure,

23, Is there o minimum caplitalization which a cotnpany must have before it is
a practical investment for your trust department? If so, what is that capitalization?
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24, Is thero & minimum amount of weml;e woekly trading volume in a com-
pany's soouritics necessary to make it a practical investmont for your tnust departe

ment? If so, what is that trading volume?
25, What is the average size of cash balances of tho funds under your manage-

ment
20, Are oash balances from your trust department doposited on the commorcial
side of your bank?



26 LARGEST TRUST DEPARTMENTS

S8amuol R. Callaway, Exocoutive Vice President, Morgan CQuaranty Trust Come
pany, 23 Wall Street, New York, New York 10016 '

Malcolm A, Stevenson, Senior Vice President, Bankors Trust Company, 280 Park
Avenue, New York, New York 10017

J. ‘I’a ll-‘lellgu&o;n, First National City Bank, 309 Park Avenus, New York, Now

or

James W, North, Executive Vice Prosident, The Chase Manhattan Bank, N.A,,
1 Chase Manhattan Plaza, New York, Now York 10018

Charles W. Buok, President, United States Trust Company, 45 Wall 8treot, New
York, Now York 100056

C. Rodoriok O'Nell, Exccutive Vice Presidont, Manufaocturers Hanover Trust Co,,
380 Park Avonue, Now York, New York 10022

L. W, Pedorson, Senior Vice i’ronldont, Mollon National Bank & Trust Co,,

- Mollon 8quare, Pittsburgh, Ponnsylvanin 15230

Jamos P, Baxtor, Scnlor Vico Prosidont, First National Bank, One Fimt National
Plasza, Chicago, Illinois 60670

Ray F. Myors, Excoutive Vice Prosldont, Continental Illinois National Bank &

rust Oom’mny, 231 8, LaSalle 8troet, Chicago, Illinois 60600

David D. Willinms, Sonfor Vice President & 'I'rust Officer, National Bank of
Detroit, Woodward at Fort 8treet, Detroit, Michigan 48242

Whalter D. Merts, Sonlor Vice Presidont, Wlfmmgton Trust Company, Tenth &
Market Streets, Wilmington, Dolaware 10800

Jamos E. Mandler, Senlor Vice Prosidont, Harris Trust and Savings Bank, 111
West Monroe Streot, Chicago, Illinols 80600

Ben Amos Williams, Jr.,, Excoutive Vice Prosident, First National Bank of Boston,
100 Fodoral 8treot, Boston, Massachusetts 02110

Van R. Gathany, Sonior Vico President, Northorn Trust Company, 50 8. LaSalle
Streot, Ohlcnﬁo, Illinols 60690

Lester D, Kurth, Senlor Vice President, Chemioal Bank, 377 Park Avenue, New
York, New York 10017

Arthur ¥, Toupin, Sonjor Vice Prosldent, Bank of Amerios N. T. & 8. A, Bank of
Amorica_Conter, San Franolsco, California 94104

Joseph L. MoElroy, Excoutive Vice President, The Bank of New York, 48 Wall
Street, New York, New York 10015

Edward T, Bartlott, Senior Vico President, Cleveland Trust Company, 916 Euoclid
Avenue, Cleveland, Ohlo 44101

Robert G. Williams, Senior Vice President, Girard Trust Bank, 1 Girard Plaza,
Philadelphia, Ponnaylvania 19101

H. Earl Rettig, Jr., Vice President, United California Bank, 600 8, Spring Street,
Los Angolos, Californis 90054 .

Robert L, Hunt, Executive Vice President, Security Pacifio National Bank, 6th &
Spring Btreets, Los Angeles, California 90013

Qeorge A. Hopl’ak, Sonior Vice President & Senlor Trust Officor, Wells Fargo
Bank, N,A,, 404 Callfornia Street, San Francisco, California 04120

Hans W, Wandors, Executive Vice Prosident, Wachovia Bank & Trust Co,, N.A,,
Post OfMce Box 3000, Winston-S8alom, North Carolina 27102

Whalter F, Gray, Excoutive Vice Presidont, Meroantile-Safe Deposit & Trust Co.,
2 Hopkins Plaza, Baltimore, Maryland 31

Edward J. Veltoh, Senior Vice President, Irving Trust Company, 1 Wall Street,
New York, Now York 10015
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" Monaan Quaranty Tnrust Co, or NEw Yonrnk RERPONSE TO Q;:u'monm\mn
AccoMPANYING THB LeTrerR Datep Ocroner 23, 1073

1. 820,207,000,000 at Soptember 30, 1973,

2. 818,320,000,000 at Septembor 30, 1873, This figure includes Investment
advisory accounts whera tho client exerolses full voting power, may rovoke our
investmont discrotion at any time and where, in many cases, our inveatment
disorotion is limited hy guidclines or objectives detormined by tho olient. (If such
accounts wero excluded, tho figure would ho $185,858,000,000.)

3, 815,863,000,000 at Beptember 30, 1073,

4, Contributions plus incomo, less pu{outn averaged 88060 million por year
durlng tho threo yoars ended Docomber 31, 10'/2.

5. #14,838,042,000 ut Soptembor 30, 1073,

{l. At Bopwmbor 30, 1073, 71.3% bascd on book value and 70.4% on markot
value,

7. Yea, Ono ngqroguto holding (Intornationnl Business Machines common)
gnngtlmtod 0.7% of total Invostiments in discrotionary nccounts at 8cptember 30,

8. Of a number of stocks in which nggroguto discrotionary holdings at Scpe
tombher 30, 1073 amounted to more than 8¢, of tho shares outstanding, wo aroe
listing on the following page those in which tho market valuo of the investmont
oxcocded 8150 million at December 31, 1972, Wo do not have voting power as to
all such shares, (Theso stocks are among the stocks shown on gngo 10 of the
Trust and Investment Division's publio report fssued in May of 1073, of which a
copy Is enclosed.!),

Aggrogete
T deleny
fssuer &gouundus (thounnd“ outstanding
T R SRt :§‘ 1 :?g
Avon onducto INCiveannsane , .go 8
me! aw; 'ézodueuom ..... . . ’K 1] 10,
hoangl LS Bigloraiion 6o 2" o : : :1
Iml]‘v‘,‘ltg:’o'g! [+1] TS .3 ' ‘l 10,
mﬂj’% o s 3 ?g ; ggg :g
§3’&'n%%‘%%'r‘;.‘..‘f‘.’::::::::::::::::::::::::::::::::::::::::::::::::: '3 o ;

0-14, Wo believe it would bo helpful to preface tho specific answers to these
uestions with the following observations: Adoption of generally applicable unl«
orm percentage limitations on holdings of scourities does not scom to us an appro=

priato way of dealing with the considerations of portfolio lkiuldity and diversifie
cation which play an Important part in tho Investinent decisions wo make. The
characteristics of a sccurlty, the relationship in size and risk of holdings of such
sccurity to other holdings, the recquirements, objectives and constraints of the pare
tioular accounts in which it is held, and market conditions, are among the perti-
nent factors in deolding whether the holdlng has reached nlevel (In the aggrogate, in
o particular account or as a percentage of outnumdlnq shares) where limitations on
further investmnent should bo imposed or some portion of the holdlnﬂ should be
sold. Theso questions, in our view, are not susceptiblo of preciso or uniform deter-
mination in advanco but require the making of individual judgmonts at different
times and under varying circumstances.

0. Wo do not havo any such precise or arbitrary limit. Liquldity is an important
consideration in every investment decislon we make, but an arbitrary percentago
or other limit on the aggregate amount which we are permitted to Invest in any
given sccurity would not in [tself assure liquidity for individual accounts.

1 This roport was made a part of the officlal flos of the Committoo. Part 18 {s reproduced following the
answers to the questions,
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10, Wo really cannot quantify prudence in this conneotion. Each security (and
each account) is an Individual situation. As stated in the anﬁwer to question 9,
' remntage of aggregate is not a satisfactory gulde to liquidity. By setting arbitrary
imits in terms of & precise percentage or number, in an uncertain effort to insure
liquidity, we might bo penalising our oclients by depriving thom of investment
benofits. For example, appreciation in o security beyond suoh an arbitrary limit
might compel ita sale to the dotrimont of boneficiarics. The whole matter is a
quostion of balanco and prudenco.

11, Again, we have no arbitrary or preolse figures or porcontages. As to ovorall
risk, we are firm believers in divorsification, and obviously that means wo would
not invest everything in a singlo account in the seouritics of one Issuer, nor half of
ovorythlng. Besides the genoral prinoiplo of diversification, the charaoteristics of
gho seouﬁ ludund the objectives and requiromonts of the partioular account should

o considerod.

12, We beliovo that balanco and prudoence are serious obllgatlom of tho Invost-
mont managor. Therefore, the amount of any account'’s investmont [n one scourity
could vary widely dcpuncfln upon such faotors as the ncods and objeotives of that
account and the nature of tho invostmont {tsolf, the quality and dopth of the man-
agoment of tho company in which the investment is made, the company's position
in ita fiold, the typo of busincss It conduots.

13, No, we do not have a solf-Imposed limitation in this respoot, As indloatod
above, wo aro highly sensitive to tho importanco of liquidity, but cach locurltr
must be judged Individually rathor than imposing a uniform, arbitrary rule for all,

14, Tho answor to this quostion would vary widoly from caso to onso doponding
on tho nature of the partloular investment. Ol course, aggrogato holdings in tho
upper range of tho percontages mentionod In tho question would presont probs
lems of liquldity roquiring careful study on a caso-by-oaso hasls,

15. We do not considor such a situation to bo dosirablo, although thore aro
cnsces in which it eannot bo avolded, such as whon a bank {s named oxeocutor of an
gstato holding a lurﬁo block of stook in a fumily-controlled ontorprise. Aggrogato
holdings of a trust departmont, lnoludlnﬁ ours, may not bo an indication of the
extent to whioh the shares may bo voted by that trust department, For oxnmPlo.
stock held in our Investment advisory accounts is voted b{othe ollonts themselves
without any knowledgo un our part of how they vote tho stook. In addition, whero
wo have co-trustees in trust accounts tho decislon as to how to vote stocks is
shared with the co-trustees.

10. As stocks held by the Trust and Investment Divislon are hold for investe
moent purposes rather than for control, questions such as this havoe not been our
primary concern. IHowover, thore undoubtedly aro a number of widely hold come
panios which could bo effectively controllod with less than a 50 porcent holding,

17. We do not belleve that as a practical nattor there is'a dangor in bank trust
dopartments holding and voting controlling interoats in many non-financial come

anics or in soveral companies within tho samo Industry., Atrust departmont is

ound by its obllgntlons ns o fiduclary to act always in the best intorests of Ita
clients and trust beneficlaries, Tho legal constralnts impliclt in the fiduciary role
aro thomsclves an effectivo limitation on the oxerclso of economioc power. More-
over, tho competitivo realitios of tho investment managoment busincss compol a
trust department to concentrate on obtaining the best possible investment rosults
for ita clionts, Theso factors result in the buying, selling or holding of socuritics
for Investment ohjectives, not for influence or control, Further, it should be pointed
out that a trust department, in holding o ?)nrtlculnr stoock, may be aoting for many
difforent accounts, cach with {ts own objeotives, requirements and other cone
straints, and in many cnses subject to tho approval of clionts or co-trustces. In
reality {t Is many holdings.

18. Please refer to answor to quostion 2. Wo havo voting rights aver near!
100 percent of tho shares in the group of accounts aggrogating 815,833,000,000,
but no voting rights in the remalning Investmont advisory accounts,

A commltteo (consisting of five vico prosidents in the Investmoent Department)
is charged with roviowing proposals dosoribed in the proxy statements of come

anles over whoso seourities wo havo votlnF rights. The committee’s recommenda-
fon aa to how a proxy should be voted in tho event that it contains a controversial
proposal is prescnted to the Trust and Investmont Committoe %omlstlng of
el%ht. sonfor officers in the Trust and Investment Divislon) which makes tho -
ultimate decision whether to vote in favor of or ngalnst a partioular proposal,
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10, As explained in the response to question 18, shares {n investment advisory
£accounts are voted by the beneficial owners; in truats where there are co-trustees
‘voting declsions are shared with the co-trustees. In the cases of pension trusts, it
_would bhe extuordlnarll{ difficult, if not impossible, to {dentify all the numerous
‘bencficial owners at a point in time and to assign to thom proportional voting rights
1n profit sharing trusts where Intorests have been vested, the proportionate shire o
heneficial owners can theoretioally be identified. For instance, whero the stock of
the cemployer company Is held, it s not uncommon for voting r(ghu to be passed to
tho beneficlal ownors,

Transferring vot.(nr power to employers or unfons would oreate new prohlems.
For example, an employer corporation could find itself in the position of voting the
sharos of suppliers, customers or competitor,

20, Our investmont officers and investment rescarch officers meot from time to
time with companios whose scouritios are held or aro boing considered for purchase
by the Trust and Investmont Division, These officors ask questions intonded to
help in evaluating the investment quality of the seouritios, but thu{ avold askin

ueations whioh might olicit confidontial Information, (A oog s enolosed o
organ Cluaranty’s rules governing the conduot of its staf! in this rogard, inolud«
{ng specifio prohibitions against uso of confidential information in connootfon with
sccurities trading or passing such information alon%to others$

21. As previously explained, we do nnt attompt to exerolse influonce or control

* over any company, Aooordlngl' , we feol no such concern, We have indicated in the
rosponse to_quostion 20 that an important consfderation in disoussions with
fofmpun{‘ officers s to avold asking quostions whioch might ellolt confidontin}

nformatlon,

22. Investment cloolslons for discretinnary aceounts are controlled by the Trust
and Investmont Committoo (consisting of ol?ht sonior officers in tho Division),
Actlon by thls committoe Is the culmination of a doolsion making prooess which 1s
difficult to describe briefly, since it Involves the input of approximatoly 100
investment officors and investment roseurch officors, but an offort to do so follows,

The Investment Research Dogartmont (consisting at present of 42 rescarch
officors) Is charged with providing written reports on companies which are of
investment Intorest to the Trust and Investment Division, These roports are
clroulated to every investment officor in the Division. Thoe roports are subsequently
discussed in weokly {nvestmont meotings which are attended by all Division
investment officers (numboring 49 at present) and those investment rescarch
ofticers responsible for the reports. The subjoct mattor Is disoussed thoroughly at
those mectings, and as o result the investmont officers are in a position to recoms
ment to the Lrust and Investment Committee the purchase or sulo of scouritios in
IIT‘M of the olroumsatancoes and requirements of cach of the investmont accounts for
which they aro responsible. Their recommendations aroe reviewed by the Trust and
Investment Committee whioh, as mentioned carlior, has final authority to approve
or disapprove such recommendations. . '

There {8 no so-called “‘proforred list'’ of scouritios from which the Division
investment officers select thelr purchase or sale recommendations, We do, howe
cver, feol that, consistent with the fiduclary nature of our activitios, the systom’s
flexibility is such as to make the best use of the talonts of approximately 100
trained {nvestment and research g)monnol in the Division.

23. The minimum market capitalization is normally about 810 million, although
wo_have aconslonally made investments in smallor companios.

24, The avorage wookly trading volume is only one of many considerations
which we take Into account in making an Investment deocision rogarding & come

any’s seouritica. Initlal investmonts in companics are often made when they
rst make a publio oﬂortng a timae when trading volume Is a matter of conjeoturo.

25, At Dacombor 31, 1 '71, cash balancoes, Inoluding Income awalting payment
to beneficiarios, amounted vo 875 mlllion or 0.33% of total assots undor the
Trust and Investment Division’s management, At Docombor 31, 1073, the com-
rurable figures were 884 million and 0.30%,. At September 30, 1973, tho comparable
Igures were 871 million and 0.279%. (Total deposits of Morgan Guaranty Trust

ompany of New York at Soptomber 30, 1073 were 814,134 millfon.) .
. Yes, in accordance with the statutory provisions ay)llosble to trust comse
panies organized under the laws of Now York (New York Banking Law § 100-b).

#This was made & part of the official lles of the committee:
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UNitep CALIPORNIA BANK,
Los Angeles, Calif., November 9, 1678,
Hon, Lroyp BenTsxN,

hairman, Subcommillee on Financial Markels,
U.8. Senate, Washington, D.C,

DrAr MR, CHAIRMAN: Attached is the response of the Trust Division of United
Cogll'l‘omlskntmk to your questionnaire of Octobor 23 relating to the rolo of the
stook markot.

he Y,hrulng of oertain of the Txestlon» asked may be interpreted as presuming
that a bank trust dopartmont might be acting againat the publio interest. This,
I bellove, is not the faot nor tho intant of tho major truat institutions which you
have contaoted. I sincerely belleve that we proporly undortake our day-to-day
r(;ag‘our}nlrifél;tlou and that us an industry, wo have oxercised an exemplary lovol
0 .

Our timoe was somewhat limited In proparing the response, and if you or tho
Suboommitteo on Finanolal Markets havo additional quostions or would dosire
any clarification of our responso, please do not hositate to contact mo.

Sinocorely,
. EAnt Rerria, In,
Enclosure,

1. What is the total dollar amount of your assets under investment managomeont?

81,770,534,234 at market as of 12/41/72—(We have Intorpreted this question
to mean assots for which we have Investmont disoretion, either alono or shared
with othors, such as Co-"Trustees, Consultants or Committeos.)

2. What {4 the dollar amount of your assets under managemont ovoer which yon
exoroise comploto investment discretion?

,200,000,000 as our bhost approximation—at present wo are unable to break
out total nsseta under management precisely as between (1) sole Investment
disorotion and (2) investment divoretion shared with othors, We are working on &
program Intended to accomplish thin,

3. What Is tho total dollar amount of your employcoe benefit plans under
managemont?

$838,048,230 at market as of Dec. 31, 1072—(As in question no, 1 we have
interproted this question to mean axvets for which we have discrotionary investe
ment responaibility, elther alone or shared with othors,)

4. What is the average annual inflow of employco benofit funds into your
management?

$24,500,000 average por vear for last two yoars,

B. What Is tho total dollar amount of the omployee benefit funds under your
management over which you exerelse complete Investment discrotion?

$725,000,000 as our hest approximation—seo commont under question no, 2.

6. What percontage of the employee benefit funds under your management are
invested in common stock?

61.44 porcent—as a percentage of the amount shown in answer to question no, 1.

7. Do you have moro than 5 percent of your aggregate disorotionary funds
invested In one scourity? If so, in how many instances dves this occur and what
porcanmglo docs tho security (or sccurities) reprosent?

Pleaso list such seourlties,

No, as applied to the amount listed above In answoer to queation no, 1,

8. Are there any Instances in which the aggregato dixoretionary holding« amouns
to more than 0§ percent of the shares of the sccurity ouutnndln‘;? If ro, what aro
the namen of the companies held and what percentage of the shares outstanding
do rgnur discretionary accounts represent?

o, a8 to nationally listed stocks, (Wo do have certaln holdings in excess of
8 percent in smaller, closely held corporations whero the stock Is received into the
account—malinly probate cutntms.?1

0. Does J'our trust department have some sclf-imposed limit on how much of
aggregate discretionary accounts will be allowed In one sccurity in order to Iusure
liqui &y for the individual accounts? If so, what Is it? ‘

Wo do not have a formal, self-imposed {imit as it mqﬂy relato to this lpx\rt;hmlm-
question but controls are established that do result in effective over-all Hiitations
as evidenced by our responses to the following questions,
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10. Do you have a personal opinion as to whut would be n prudent percontage
% aggreg%%e disoretionary funds in one stock? 2 porcent, 8 porcent, 10 percont,

ercon ‘

III,I gonoral, & 109 maximum limitation should be applied in eonsidering pur.
chaacs for investmont purposes. Rocolved socuritios could poasibly cause o largoer
percentage to bo held at a given polnt.

11, Does your de‘pnrtmont havo somo solf-imposed limit on how much of the
ussots of ono portfolio should bo invested in one seourlty?

( In nocou:}u of 8500,000 or loss, not over 16% are to ho investod In tho securltics
of any ono issucr,

In )nocounta of over 8500,000, not ovor 107, are to he invested in the securitics
of any one Issuor,

12. What is your porsonal opinion about a prudent limit for portfollo asscts In
one oumpnnr? '

Agroo with Trust Divislon Pollc{ limita as sot forth in quostion 11,

13, Doos your trust dopartmoent havo sotne solf-imposed linitation on the pere
contage of & company’s outstanding shares that the department's aggregate dise
orotlom:: holdings will ropresent in ordor to insure liquidity for the individual
accoun
mWe hm;o no formal limitation, but wo do apply a rule of thumb limitation of

orcont,

4, Do you have a porsonal opinion as to what would be a prudont percentage
of tho outstanding sharea of a company to hold? 2 pereent, 6 percont, 10 percent,
15 pereent, 26 peroont, 80 poroent?

10 porcont, as indicatod In our rosponse to quoestion no. 13.

18. Do you bellovo it is dosirablo for a trust departmont's aggrogato holdlnrn to
ropresent o sufficlontly large porcoentngoe of outstanding shares to enable it to
effoctively control the company if it choso to do so?

No, othor than undor tho circumstances in certain Instances of received stock
in closely held corporations,

10, Can many widoly held companics be offaotively controlled with much leas
thnil’\ o 80 poreent position?

o8,

17. In terms of concentration of cconomic puwer, would you sco any danger in
bank trust dopartments holding and voting oontrolllmf intorests in many none
financial companies? What about soveral companies within tho sama lndusbr{?

It is not cloar whother the reforonce to ‘‘bank trust dopartments’” means indl-
vidually or colleotivoly. This question is so broad in connotation as to what is
involved in “danger’” and the various possible nssumptions attondant theroto,
that we doubt a simple, por so yes or no answer can be definitive. If there wero
any '“danger’’, it would scom to rolato to such econiomiec power in trust dopartmonts
individually rathor than collectively. As ovidonced by our preceding answers, wo
?o:k t? avold, by our own discrotlonary actlons, the acquisition of controfllng
NLOrentA.

18, What l)orcontngo of tho shares in your discrctionary Investment accounts do
you hold voting rights and who decides how thoy are_to bo voted?

Approximately 90%. Decisions are made by Trust Division porsonnel pursuant
to established policles and proceduros.

10, If inatitutions are golna to bo allowed substantial positions In companies,
shouldn’t tho shares be voted by olther the benoficial owners or at least your
corporate or union client? If not, why not?

nly If tho underlying trust dooument so provides, otherwise duty lies with
the trustve, and it is questionable whethor present law would sanction such &
delegation. Proxy voting is an intogral part of investment managomeont. In many
lnstanceadtho b:noﬂolnry probably would not be qualified to make a caloulated

roxy judgment.
P 20? osyour investmont officers moct with the mnnnFoment companios held
by tho trust departmont or of those which are being consldered for purchase?

Investment officors of Western Asset Managemont Com anf', o wholly owned
registered investment counseling subsidiary of United Callfornia Bank, which we
retaln for Investment advisory services, do meot with management of companies,
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21, Aro you concerned about the anti-trust question of owning large positions
it,l‘\ tw&; compnnies in the saino Industry and then discussing new product lines with

em :

This is an arca of compnny responsibility, Any Information thoy may glive to an
investmont officer should be in the realin of publle information, If the company ful
fills ttlitla rosponsibility thoro Is no question of Insider Information and no anti-trust
question,

22, Aro your investment declsions for discretionary necounts q‘ovornod by on
investment cominitteo? Please briefly demcribe the declslon-making structure.

Yo, Invostment doclslons are governed by detalled pollcles and procedures by
division trust committees, cmanating in tho first instanca from the Central Trust
Cominitteo, which Is tho dircetor’ committeo ostablished by the Board. Procodures
involve recommendations from our retained invoatment counsel, with responsibility
for declsion making resting with the dividual account ndministrators togethor
with mombors of the nplaroprluto trust committees acting within tho controlling
speclfications of such’ polleles and procedures,

24, Is thore a minimum capitalization which a company must have bofore it is o
practical Investinent for your trust departmont? If so, what Is that caplitalization?

#78,000,000 markot value—togother with a satinfactory floating supply of shares.

24, 'Is thore & minlmum amount of avorage weekly trading volume In a conme
pany’s sccuritios necessary to mako it u pructical inveatinont for your trust do-
partment? If 8o, what Is that trading volume?

25,000 shorea lpor wook--ax 0 matter of goneral practice. '

25.? What is the nverage slzo of cash balances of the funds under your mannge-
ment

Averago for the last four quarters ending Sept. 30, 1073 was 87,303,748 relating
to nssots In question No, 1, '

20, Aro onsh balances from your trust department doposited on the commereial
side of your bunk?

Yos, but we cxort considerable effort to maintaln demand cash balances at o
minimum,

Bankens Trust Co,,
New York, N.Y., Novembor 8, 1073,

Senator L1.oyp BENTSEN,
0ld Senale O fice Buslding,
Washington, D.C.
Dean SenaTor BentTarN: This Is in reply to your lotter of October 15, 1073,

Iam onclnslne my rosponse to the nine additional questions you direoted to me
in connootion with my testimony presented to your Subcommittee on September 23,

Woe foel that we understand and appreciate your Intereat and concern on this
subjeot and that we have cooperated, and will continue to conperate, on reasonablo
requests, This has, we hellove, been amply ovidenced by the responses to your
carlior questions contalned in my letter of August 1, together with my testimony
before your S8ubcommitteo on September 25, which Included my responses to the
four quostions submitted to me on August 7, and the answors to the nine quostions
reforred to abovo, It is our opinion, however, that your latest questionnairo poses
questions that are extremely difficult to answer, We further belleve our position
on this subjoot has been made abundantly clear in tho responses and testimony
referred to herein,

We hope that you consider our coorcratl(m in this matter sincere and again
would like to thank you and your staff for the courtesy extended to mo durlng the
day of my testimony.

Sincorely yours,
G. U, Forb,

Enolosure,
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QuzsTions YOR M=z, Forp
Question: 1. What has been the earnings and profilability of the companies in your

top 80 holdings?
Answer:
Net Net
eanin, umlms
(millions) (mllllonsg
Amarican Home Products.......cececvosnconscnnecncncanacasacasssonsanes cessane H 7g
AVON Products INC. .uu.eeveancccvcccascccncrcntonsaresnsacnsncnsasacacannascncse 8 2
Burroughs Corp...eeeuee. 5 88
Eastman Kodak.....cccevenncenccnnccnscane . 352 54
Ell ullyéol Co....... tessscncnsansnncsnanens . ' 12
EXXON COIP......coonececccreancnancncancen - 1,15% 1,53
Goneral EIOCtric €0.ovnenrneiuanoveacenccnencecicssaorasncnnnnas . 61 532
Goneral Motors Corp.......cccuvecencvcnceccasnacnnnsecossvncanes . 1,627 2,16
International Business Machines............. . 65 1,279
Johnson & Johnson.....cccceevececencncenes . 4 {21
01CK & €0. .vvereeavecnrnncccaveanccscnsnconcacontanasssanessnrmennns 8 48
Mobil Ol Corp...ceevecrencnaoracrcencennen . 385 574
BPSICO INC....cceecnencccrecasnnnancanncsscnsrnanasncocnansonne R 43 7
Polargld COrp....cecvaacrcascenansoesssceccacscencnsnasacensacen . 87 4
Sony Corp, ADA. . ....cecciancacencsncenaes . 12 6
Standard Oil of Callfornia. ... oo oo ool it . 409 64
TOXOCO COMP.euvcrrecsnnccncnorsscvacacascncecans . 754 889
Walt Disney Productions......cceeeeuceareecanrennan . 10 40
Wostinghouse ElectrlC....ccvuuerareaercccnncanonccecavencccnsncorncrvssacancnnnne 122 199
XoroX Corp..eeeccnnceecnans PPN ecssevsnan 100 250
To'.‘-- ---------------------- T T I L R P Y Y P P Y T T YT Y Y Y Seecavopeses e' ‘27 a' 507

Question: 8. Can you tell the Commillee how many companies in your lop £0
holdings are currenlllz involved in anli-lrust actiona? ich ones?

Answer: Four: EKastman Kodak, General Motors, International Business
Machines and Xerox,

Question: 3. What would be the loss of assels in your overall pension fund if the
average weighted mulliple on your top 20 holdings declined to 20 limes earnings
inslead of their current value on the day you recivie this letter?

Answer: This is a rather hypothetical question that is dificult to answer, Under
proger investment management we would take appropriate action to assure that
such an eventuality would not materialize. .

‘Questton: 4. Can you lell us how many shares of IBM you bought and sold during
thaA week before and the week after the court decision in the Telex case?

nswer:

Shares Shares
bought sold
Woek DOfOr8. ... ccoreeeinaccannnccocracrorascreccncncarsecsasncasseossnnarnnne o 60 654
WOk aftor. ... eeeenicaccinececanncatecrnaccacasasacsnasasccassacasnsnsassansa 1,179 15, 850

The above trades represent a small percentage of our total trust holdings in
this security and are not unusual transactions,
b Qg’calwn: 8. Who are the principal investment research firms employed by your
an

Answer: Alex Brown, Alliance I, Auerbach Polluk, Bache, Baker Weeks, Bear
Stearns, Becker, A, ., Bernstein, 8. C., Blyth-Eastman, Butcher & éilngcr,
Clark lSodgn, Coenan, dolemtm, Cowen, Dain Kalman, Dataquest, Dean Witter,
Delafield Childs, Dominick & Dominick, Donaldson Lufkin, Drexel Burnham
DuPont Walston, Eberstadt, Edwards & Handly, Faulkner Dawkins, First
Boston, First Manhattan, Ggidmnn Sachs, Hutton, E. F., Janney Montgomery,
Jas, Olfghnnt, Kidder Peabody, Kuhn Loeb, Lawrence, C. J., Lehman Brothers,
Loeb Rhoades, McKee, C. 8., Merrill Lynch, Mitchell flutchins, Mitchum Jones,
Model Roland, Moore Schley, N.Y. Securities, Oppenheimer, Paine Webber,
Parker Hunter, Pennsylvania Prescott Ball, Prcssman Frohlich, Purcell Graham,
Robertson Coleman, Rotan Moslo, Rothsehild, L. F., Salomon Bros,, Saxon, G. A,,
Shields, Smith Barney Slponcor Trask, Sterling Grace, Tucker Anthony, Wain-
wright, 1. C,, Walker-La rd, G. I1., Wertheim, White Weld, and William Witter,
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uestion: 6. How many brokerage firms do you rely on? Who are the ten largest?

nawer: 300. Bear Stearns, Becker, A. G., Goldman Sachs, Kidder Peabody,
Lehman Brothers, Merrill Lynch, Mitchum Jones, Oppenheimer, Salomon
Bros., and Weeden.

Question: 7. How many director interlocks are there belween the members of the
board of your bank and corporate executives from companies of the 20 largest holdings
in ytl)m;l t'ruat depariment’s portfolio? Will you name the executives and the corporations
involve

Answer: (1) IBM: W. H. More, T. J. Watson, Jr.; and (2) Mobil: L. A, Lapham,

. P. Tavoularecas. !

uestion: 8, Describe in detail the decision-making process in your trust department
in buying and selling securities.

Answer: Qur testimony before The Subcommittee on September 25, 1973 stated:

“Qur selcotion of common stocks for investment purposes is based on a
number of factors that are continually studied b?' more than 30 security
analysts, who actively follow 800 different companies in 70 industries, They
are assisted by a large economics staff and sophisticated computer models.
Formulating our investment thinking is the current and, more importantly,
the anticipated future state- of the United States and world economies,
Underlvln% long-term cconomic and demographic trends are analyzed to
determine how fast the over-all economy can be expected to grow in the next
3 to b years, and which broad segments are likely to advance the most
rapidly. Within this framework, the faster growing industries are seleoted for
further investigation. Companies within these industries, or those that
produce products and/or services that arec related to accelerated growth
arcas, and which have demonstrated ability to continually increase profits
on a basis consistent with fulfilling their soolal obligations, and then chosen as
posaible investment vehicles,

““The sclection process, however, does not end here. Detailed analysis of
company halance sheets, profit and loss statements, the quality of manage-
ment, recent or future changes in product lines, acquisition policies and a
host of other internal factors are studied. Also analyzed {s the current purchase
price of a stock relative to expeoted future earninf ability as well as its
relevance to other securities either within or outside its universe. Conclusive
data is then discussed with portfollo managers who assess the particular
client’s goals to determine if the security under consideration can be effectively
used to carry out the specific investment objectives of the portfolio.

“Shorter time horizons than the 3 to 5 year outlook, typically 12 months
out, are of necessity also considered in the investment process. The cyclical
nature of the economy encourages us to be flexible during periods of changing’
growth patterns resulting in the purchase of securities of companies typically
more sensitive to an up-trend in the economic oycle and a reversal of the
process in anticipation of a slowdown in the economy’s growth rate. Durlnﬁ
periods of economic uncertainty, companies that exhibit strong growt
charaoteristics and that are also less vulnerable to the overall economic
environment generally represent superior investment values. Very short-term
special situations, which periodically arise and affect only one company
uniquely, are generally not sought out as investment opportunities, We do not
encourage the type of short-term grading that results from this approach.

‘“Once a security is selected for purchase it I8 not forgotten, Review of the
fundamentals within the company, the industry, and the economy, with an
eye toward any developments that may dampen the outlook, is a continuing
task. Should a change occur, we attempt to determine if the factors are
temporary, in which case we would not modify our investment stance. If the
factors represent a hasic shift, we would embark upon an orderly sale of the
stock. Thus, as long as the fundamental growth of a company remains
relatively strong, we can continue to view its common stock favorably; only
the expectation of basic deterioration in future earning power or price con-
giderations of exorbitant ymportions would cause us to turn negative,

“While our Investment Research Division, which we currently budget at
over $2 million a year, is the main source of investment ideas, Bankers
Trust Company has placed growing emphasis on the role of 50 {ndividual
portfolio managers in the investment decislon-making process. This replaces
an out-dated committee system that promulgates an ‘“approved list’ of
securities, Accordingly our approach tends to discourage concentration in

o 22=727=-app.~—T4=—3
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that the day-to-day decisions on an individual trust are now made by ac-
countable portfolio managers—within the framework of the bank'c overall
policy—and often reflect the individual investment style of these managers,"’

- Manvuracrurers Hanover Trust Co,,
New York, N.Y., November 13, 1873.
Senator LLoyDp BENTSEN,
Chairman, Subcommillee on Financial Markets, Commiltee on Finance, U.8. Senalo,
Washington, D.C.

Dean SENATOR BENTSEN: Enclosed are the answers to the questions which you
sent to me in your letter of October 23, 1973. 1 have made every offort to answer
the questions as fully and completely as possible. Necessarily, some of the statistics
are approximations becaure of either the diffloulty in extracting and combinin
information from several sources within the bank or because of occasional defini-
tional problems.

I hope that this material will be of help to you,

Cordlially yours,
SR Roperick O'NEIL,
Enclosure,

1. The dollar amounts of assets under investment management was $10,930,-
018,000 as of 12/29/72,

2. The dollar amount of assets over which we exercise completo investment
dixcretion is al)pruximamly $4.45 billion,

f31'2/’12‘377é“m dollar amount of Employee Benefit Plans was $6,105,262,000 as
[(}) . . .

4, Average annual in-flow of Employce Benefit funds I8 approximately
$500,000,000, ‘

AeTatal dollar amount of I'}mplo',veo Benefit funds under some investment dis-

¥ Grctlon was $4,541,000,000 as of 6/30/73. In addition, there was $274,000,000 in
Bank mmmgod funds; 1.c. the special equity fund, gropp trust, cte.

6. Common stock hnldin’xs represented just over 709, of total Employee Benefit
funds invested at the end of 1972,

7. We held 1,796,590 shares of IBM common stock with a market value of
$700,411,669 in our supervised accounts as of the close of business February 15
1973. This holding represented slightly in exeess of 79 of our total supervlscd
assets,

8. Listed below are the securitics on our representative list as of the end of the
second quarter of 1973, held in accounts over which we exercise some inveatment
authority in those instances where our holdings in such accounts represent more
than 59 of the outstanding shares of the company.

Percent.

A age of

Company: shares
Automatic data processing. . ... oo eiceecanaanea 10. 0
Colonial Penn Group . o o oo ccrccvcsacmcnnana——. 50
Diebold . oo ceecebacaaaaa cemmmaa 0. 90
Dun & Bradstreet . .o oo oo eicieccacecemmcnaanaa h, 2
FlIOT o o e e e e e cmamccasaaccacacnccencncanneananan 7.2
Franklin Life. o oo ee e ieicacccccnnancanna b0
General Signal . oo iieicceeceiacnaiaaaa b, 4
Mar ey e e e ei e eciaccccaiicamaceccemacaanaaa 7.7
Prudential Bullding. .. oo oo o eaicrcacnan. 6.0
Puritan Bennett. .. .o iciieccciamacaaan 7.8
Ryan Homes. oo e ceieicccimaaceava fecemcommncaana 80
SIMMOns CorP . v e e i cecciaacncaaccaceaman—a 59
TRW INCa e e ceee e ciceccucavascecscccccecacncmcacsnananana. 6, ¢
Watking-Johnson . o v cecieciencccemccacncnca————. 7.9

0. As a general rule, we restrict purchases of common stocks and{or convertible
securities where such purchases would result in Manufacturers Hanover Trust
Company, as Trustee, (with or without other co-fiduciaries) owning over 10 per-
cent of the outstanding shares.
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10. From experience we believe that the 10 percent rule is prudent. .

11. Since many common stockholdings are from decedents and grantors rather
than purchased, we do not have any self-imposed limit.

12. The quality of the security is more important than the percentage invested.

13. As above (Number 9).

14, As above (Number 10).

15. We do not believe it would be desirable for a trust department’s aggregate
holding to represent effective control of a company, since executors’ and trustees’
duties do not normally include managing corporations’ affairs. However, it is
sometimes desirable for such holdings to be sufficiently large so that executors’ and
trustees’ views will carry more than normal weight when presented to comi)uny
managements, f.e., with respect to mergers and acquiritions, corporate pulicies
relating to product safety, employment practices, ete,

10. This would seem to depend on the concentration of share ownership, among
other things,

17. None.

18. We have sole voting rights over approximately 46 percent of the common
atock in our discretionary investment accounts, shared voting responasibility over
38 percent and no voting responsibility over 19 percent. ‘

19. Since executors and trustees have the duty of safeguarding the investments
which they make and since voting is an important part of this process, shares
. should continue to be voted by executors and trustees in the hest interests of their
accounts (see answer to Number 15). Also, trust life tenants and remaindermen
often have opposing interests (the life tenant preferring maximum income while
tho remainderman prefers maximum eapital appreciation), so that passing through
proxy voting to either one would be unfair to the other,

20, Meetings with company managements are considered necessary in both

Ca80s,

21. We helieve we are well aware of this problem and are careful in our dis-
cussions with mnnagements to avold matters which raise anti-trust issues,

22. Investment officers have complete freedom, within the guidelines mentioned
above, to make purchases and sale decisions for their accounts. Purchases, how-
ever, must be made from the so-called representative list (285 issues). Securities
on this list are monitored by our Investment Research Department and its
recommendations are approved at weekly meetings of the Ofticers’ Investment

. g(l)mmitteo and subsequently ratified by the Trust Committee of the Board of
rectors. '

23. We generally prefer companies with sales of $25 million or more,

24. As a general rule, we wouyld prefer to see 5,000 shares or more per week
traded on the average before investing in such a company’s securities in investment
management and/or personal trust accounts. With respect to s)ension trust
accounts, we prefer to sec a considerably larger volume of trading (15,000~25,000
shares per week).

256, Average cash balances in accounts under active investment management
run approximately $49 million.

26. All cash collected or received from trust department accounts are recorded
on the general ledgers of the bank.

MELLON BANK N.A,,
Piltsburgh, Pa.; November £8, 1973.
Senator LLoyp BENTSEN,

Subcommiltee on Finance Markets, Commillee on Finance, U.8. Senale, Wash-
ington, D.C.

DEeAar SeNaATOR BENTSEN: We enclose herewith our response to your letter of
October 23, 1973, addressed to Mr. L. W. Pedersen, Senfor Vice President of
Mellon Bank, N.A. (successor to Mellon National Bank and Trust Company).

Some questions in the questionnaire which accompanied your letter were, in
our view, susceptible of more than one interpretation. We have attempted, how-
ever, to answer each question to the best of our ability. In providing information
concerning holdings of securities, we have considered only publicly traded securities
and, in dctermining what are discretionary accounts, we have eliminated duplica-
tions such as would exist, for example, in the case of a particular trust account’s
investment in a commingled fund.

Yours truly, R. E. Hupson, Jr
N . ’ 4
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$8,388,000,000.
$5,205,000,000.
$4,125,000,000

1.
g.
. $248,000,000 (19701972 Period).

$3,380,000,000.
'{\?.5% at Market Value,

o.

Sce attached Schedule ‘A’

9. Sce attached Schedule ‘“B”.

10. Beyond recognizing the general merits of divorsification, we have no fixed
opinion which could be expressed in torms of percentages,

11, Same answer as No, 9,

12, Same answer as No. 10,

13. 8ame answer as No, 9.

14. S8amo answer a8 No, 10.

%g ;ﬁr’\ respeet of publicly traded securities, no.

. (}”D

17. No. We do not use our holdinlgs to influence the management of companies
having publicly traded sccuritics, For the most part, we support management
deeisions and where wo significantly disapprove the company's operating policics
and actions, a more likely course of action would be to scll the holding. Whero
several companies within the same industry are represented in our holdings, we
do not use voting or other power to bring about lessening of competition, Our
holdings are for investment as permitted by Scction 7 of the Clayton Act.

18. The Trust Investment Committee, a Board-appointed committee of officers,
approved the manner of voting. The percent figure is not avalilable,

9. This is a matter controlled by the provisions of the trust instruments and by
state law. Moreover, in the case of employce benefit plans, the beneficial owners
arc unknown to usc, ' .

20. Yes, ,

21, Sce answer to number 17, Companics do not disclose to us non-public in-
formation on new product lines,

22, Yes, The Trust Investment Committee s né)polnted by the Board of Direc-
tors of the Bank to approve the investment and disposition of prol)orty held in o
fiduciary capacity. It meets daily, See Regulaton 9 of the Comptroller of the Cur-
rency. :

23. We have no specified minimum, There would be fow orlginal purchases of
sccurities of companies with a capitalization of less than $30,000,000.

No. We often consider the accumulation of a company’s stock over a rela-
tively long time period (J)crhaps a year or nore) and therefore we are not overly
concerncd with daily trading volume. Periodically, lnn{e blocks of stock do appear
a8 a secondary or a new stock offering is made that would cnable us to acquire stock
in size even though weekly trading volume is small,

25. Based on average quarterly market value for the period Jan, 1970 to Oct. 1,
1973, principal cash represented 0.33 percent of the total.

Nork.—(1) Answers to Questions 1 through 8 are based on 9/30(73 market
valueis i (2) In this report we have given consideration only to publicly traded
securitics,

4
b
0
7
8

ScHEDULE A

Companies:
Mellon National Corpa e ccccerccccccccacacccanana
Carborundum Co. oo eiceccmcccaccannaaa-
Holiday Inns—convertible ac . oo ecaaaas
Insatitutional Investors Trust.. . .o oo oo iaaaaas
Naleo Chemieal Coo o me o ceccaaccaaccaaa
Southwestern Life Corpe oo o iicccccccaccacccnananan
American Water Works Co, INCuae e cceccecccecicccccecccccaacna
Mirro Aluminum Coo v cc e cceicceccccccccccamcacnacmn———-
Conneeticut General Insurance Corp..ceceacccccacceccceccacana-
Jonathan Logan Inc. .o ecececccccccn—an-
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Souepure B

The Department does not have any inflexible ‘‘self-imposed limitation’” with
respect to how much of the assets of one portfolio should be invested in one security
or how much one security will be represented in the aggregate of discretionary
accounts or on the percentage of a company’s outstanding shares that the Depart-
ment’s aggregate discretionary holdings will represent. In general, absent a{)ccial
circumstances, the Department endeavors to avoid more than 10% of a particular
portfollo in a particular stock. Morcover, the Department endeavors to keep
aggregate holdings of a particular atock below 109, of the outstanding shares of
the issuing company. Special circumstances in respect of a particular portfolio
may exist hy reason of its composition at the time of the creation of the trust,
special directions in the trust instrument, tax considerations and other factors,
Tho same speclal circumstances may have a flow-through effect in making dif-
ﬁcult‘,i adherence to any particular ceiling on aggregate holdings of a particular
seeurity,

\
Reront or THE TrUusT DEPARTMENT OF THE FIrsT NATIONAL BANK OF CHICAGO
T0 QUESTIONNAIRE REcklvep WITH LETTER DaTED OctoBER 23, 1973 FroM
SuncoMMITTEE ON FINANCIAL MARKETS

All valies and statistical dataare agproximntc hut based on the best information
readily avajlable, December 31, 1072, values and statistics used throughout.

% 8\3?2 z’sztl(}g ‘;mul dollar amount of your agsets under investment management?

[ y s g

2. What is the dollar amount of your assets under management ovér which you
excrcise complete investment discretion? .

$5,288,050,000.

3. What is the total dollar amount of your employce henefits plans under
management?

$4,808,897,000.

4, What I8 the average annual inflow of employee henefit funds into your
management? .

$218,000,000, ' .
5. What Is the total dollar amount of the em loyee benefit funds under your

management over which you exercise complete investment discretion?

83, 125,783,000,

6. What percentage of the employce benefit funds under your management are
invested In common stock?

81 percent,
7. Do you have more than 5 percent of your aggregate discretionary funds

invested in one security? If so, in how many instances docs this occur and what
percentage does the security (or securities) represent? Please list such securitics.

Yes—one—International Business Machines—7.1 pereent,

8, Are there any instances in which the aggregate discretionary holdings amount
to more than 5% of the shares of the sceurity outstanding? If so, what are the
names of the companies held and what percentage of the shares outstanding do
your discretionary accounts represent?

Yes—Amfac 6 percent; and TRW 5.3 percent, .

9. Docs J'our trust department have some self-imposed limit on how much of
aggregato discretionary accounts will be allowed in one security in order-to insure
llqi\}i ity for tho individual accounts? If so, what is t? :

[o
10. Do you have a personal opinion as to what would bp a prudent percentage
(1)2 aggrcga;gfo diserctionary funds in one stock? 2 percent, 5 percent, 10, percent,
ercen

0. ' * ! ‘
11. Does your department have some self-imposed limit on how much of the
asscts of one portfollo should be invested in one security?
Yes—we have guidelines,
12, What is your personal opinlon about a prudent limit for portfollo assets in

one company?
No limit {f investment is prudent and in accordance with the terms and objee-

tives of individual trust account.
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13. Does your trust department have some seclf-imposed limitation on the
percentage of a company’s outstanding shares that the dﬂmrbment’s aggregate
discretit:r%ary holdings will represent in order to insure liquidity for the individual
accoun

Yes—Trust Investment Committee has set a limitation that holding in the
aggregate may not exceed 10 percent of the comgauy’s outstanding shares.

14, Do you have a personal opinion as to what would be a prudent i)ercentago
of the outstanding shares of a com,)mny to hold? 2 pereent, 5 percent, 10 percent,
15 pereent, 25 percent, 50 percent

10 pereent.,

15. Do you believe it Is desirable for o trust department’s aggregate hnldini(s to
r(f"prosemx o sufficiently large percentage of outstanding shares to cnable {t to
effectively control the company if it chose to do so?

This question appears to be based upon the false assumption that holdings are
aggregated for investmment purposes, This is not the case. While the Trust De-
partment's aggregate holdings may indeed be substantinl, such aggregate conxists
of many trusts and agency relationships, Each such relationship ix a separate legal
entity with its own governing instrument, donor and beneficiaries, To suggest
that this aggregation may be treated for any purpose as & homogeneous unit is to
ignore both the legal and practienl realitics,

It i» not and has never been the Trust Departinent’s policy to seek a holding
which even theoretically could represent control of any con{?ration. Many
trust customers have substantial holdings in family businesses, Upon the death
of such a customer, tho Bank as Trustee or Executor, may succeed to such hold-
ings, subject at all times to fiduciary duties and obligations. In such a situation,
our Bank makes an effort to include apecial language in the will or other govemlnﬁ
document to place the responsibility for the disposition of such asset, as wo
ax the rosponsibility for voting the stock, in some outside party.

16. Can many widely held companies be effectively controlled with much lesy
than a 50 percent position?

There are so many possible situations it is impossible to answer this question
without consideration of a particular set of circumstances,

17. In terms of concentration of economic lpowcr, would you see nn¥ danger
in bank trust departments holding and voting controlllnF Interests In many
non-financial companies? What about several companies within the same industry?

The question apRears to he based upon a basic misconception of trust depart-
ment holdings as huge homogeneous aggregates. So long as trust departments
continue to be made up of thousands of separate trusts with different donors, differ-
ent beneficiaries and different objectives, we see no danger of ‘‘ concentrations of
economic power',

18. What percentage of the shares in your discretionary investment accounts
do you hold voting rights and who decides how they are to be voted?

66 percent—Res onslbilmlv for voting proxies rests with the Common Stock
Subcommittee of the Trust Investment Committee, except where the advice of
the Trust Investment Committee is desired by reason of the unusual nature of
the proposed action. The work of the Common Stock Subcommittee is supported
by Investment Research and our Legal Division,

19. If institutions are going to be allowed substantial positions in companies,
shouldn't the shares be voted by either the beneficial owners or at least your
corporate or union client? If not, why not?

o—This question suggests a misunderstanding of how trusts operate. In
accounts where the govemlnF fnstrument places the responsibility for voting
shares in the trustee, it would be improper to relinquish that responsibility to
anyone, A trusteo often finds {tself moderating hetween interested parties whose
aims conflict. For example, the corporate donor of a pension trust and the em-
ployeo beneficiarics thereof or the income beneficlary and the remaindermen of a
rsonal trust. To relinquish the voting control to any beneficlary or other
ntercsted party, to the potential detriment of another, without express language
in the governing document would be a questionable practico. Moreover the power
to vote is an essential power needed for the protection of an investment, particu-
larly where such power may he exercised incident to a proposed merger, acquisi-
tion or dissolution. This i3 not to suggest that this decirion is made in a vacuum
without taking into consideration the intorests of the bencficial owners of the
trust assets. In fact, each trust is looked at individually in this rogard.

)
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20. Do your investment officers meet with the management companies held by
the trust department or of those which are being considered for purchase?

As o matter of course, our investment research personnel have periodic meetings
with the management of companies we follow,

21, Are you concerned ahout the anti-trust question of owning large positions
lnnaw& cor';)panles in the same industry and then dixcussing new product lines
with them

No—What we learn from talking to one company is held in confidence and
certainly not disclosed to a competitor,

22, Are your investment declsions for discretionary accounts governed by an
investment committee? Please briefly deseribe the deeisionmaking structure,

The investment decislon making process has evolved in our Department into o
rophisticated system which utilizes and combines the knowledge and expertise
of n great varlety of pco[)lo with varying types and degrees of responsibility,

Board investment policy is set by the Trust Investment Committee which Is
made up of the senlor management of the Trust Department. This Committee
does not map investment strategy for glven aceounts, but only addresses broader
{)ulicy considerations such as the ideal mix between common stocks and honds, or

he favorable or unfavorable outlook of o given industry, This committee has eight
members, all of whom are Trust Department officers with considerable investment
background and experience. Under the Investment Committee are several more
spoclalized subcommittees: ’

(a) Common Stock Subcommittee: This Subcommittee's function s to review
and approve additions to or deletions from the Trust Department’s lst of approved
common stocks and to review other corporate securlties of cnmpunl(m on the list,

(b) 8pecial Investment Subcommittee: This Subcommittee’s funetion is to re-
view and approve the purchase, sale or retention of real estate, tax shelter in-
vestments, closely-held securities and venture capital investinents held in and for
fiduciary accounts where the Bank has investment renp(mslbllltg.

(¢) The head of the Fixed Income section of our Research Department serves
a8 Deputy to the Investment Committee to review and approve the purchase,
sale or retention of municipal bonda held in investment responsibility accounts.

(d) The head of the Research Department serves as a Deputy to the Investment
Comimittee to review and agprove the purchase, sale or retention of corporate
securities of companies which are not included on the approved list of common
stocks and whioh are held in investment responsibility accounts,

(¢) In addition, the Senior Investment Officer for each portfolio management
area has the responsibility of acting as a Deputy of the Investment Committee
to review and approve the purchase, sale or retention of common stocks held in
investment responsibility accounts which are assigned to such portfolio manage-
ment area. Currently there are two such portfollo management areas—Tho
Personal Trust and Investment Advisory Division and the Rletirement and En-
dowment Uroup.

At the hottom of the decision making structure, but a key element in the orga-
nization, {8 the individual portfolio manager, who has the responsibility of fitting
overall policy and strategy established by the Investment Committee and its
various subcommittees and Deputies to a given account for which he is respon-
sible. Our system gives the portfolio manager a significant amount of flexibility
and autonomy. The Trust Department has 37 portfolio managers. The total
agqre ate number of employees involved in the investment function is 135,
including those in the equity research division, the fixed income division, the
real estate division, the limited market division, and the marketing and admin-
istrative division,

23. Is there a minimum capitalization which a company must have before it
is a practical investment for your trust department? If so, what is that
capitalization?

cs—$200,000,000 except in exceptional circumstances.

24. Is there a minimum amount of average weekly trading volume in a
aecurities necessary to make it a practical investinent for your trust department?
If o, what is that trading volume? '

Yes—Ordinarily 10,000 shares dail?'

25, What is the average size o
management?

Approximately $18,000,000.

‘cash balances of the funds under your
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26, Are cash balances from your trust department deposited on the commercial
side of your bank?

Cash balances of the Trust Department are held in accounts in the bank’s
Commercial Banking Department, all in accordance with the provisions of
Regulation 9.10 of the Comptroller of Currency, which speocifically permits the
handling of cash balances in that manner. .

CONTINENTAL BANK,
Chicago, 1ll.,, November 23, 1973.
Senator LLoyp BENTSEN

!
Chairman, Subcommillee on Financial Markets, Commiliee on Finance, U.8. Senale,
Washington, D.C.

DeAR SENATOR BENTSEN: We are pleased to respond to your October 23 lotter
in which you asked a secries of questions’in hehalf of the Subcommittee on Financial
Markets of the Committee on Finance. The numbers in the beginning of 1‘mm-
grg’ph of this letter are references to the numbered items in your questionnaire.

As you may know, in August of this year the Continental Bank released to
tho press a listing of the 50 largest common-holdings stock in the Trust Depart-
ment. That action was taken in the belief that a voluntary disolosure to news-
papers of general circulation rather than merely to a trade journal would
accomplish a broader dissemination on this information to the goneml publie, It
is our intent to publish a similar list of the December 31, 1973 holdings and to
continue to disclose our holdings at regular intervals,

1, 3, 6 As dotailed in our Annual Report to the Comé)trollor of the Currency,
the Trust Department as of year-end 1972 had $8,167,000,000 of reported assets
of which $3,979,000,000 was attributable to Employee Benefit Plans with common
stocks composing 713% of the value.

Our gross average annual inflow of employee beneflt funds, based on a six
year average, has been $485,000,000 including transfers from prfor trustees and
cash contributions; however, this figure excludes distributions to beneficiaries and
transfers which are estimated to average 509% of the gross annual inflow,

2, 8, 7, 8 A number of inquiries in the questionnaire refer to ‘‘aggregate dis-
cretionary funds," or to dollar amounts over which we ‘‘exercise complete invest-
ment discretion.” Qur operating systems do not presently provide a breakdown
of those partioular categories of assets under management.

9 While we do not have a limit on how much of aggregate discretionary ac-
counts will be allowed in one security ‘‘in order to insure liquidity for the individual
accounts’”’ we would prefer not to have significantly more than 5% in any one
common stock. Over time we have purchased and sold major positions in securities
that were wldel?' held throughout our accounts without adversely affecting the
liquidity of the individual accounts involved either at the time of purchase or at
the time of sale.

11 The matter of how much of the assets of a particular portfolio should be
invested in a single security is highly dependent upon the characteristics and
objectives of the particular portfolio and also upon the characteristios of any qlven
security. An appropriate level of diversification for one account might well be
inappropriate for another. An aﬂ;rosslvely managed portfolio' for a young pro-
fessional may may have quite different concentrations that a %uardlanship or a
trust under will for an elderly beneflciary who is dependent on the income of the
account for her support and maintenance. . :

13 It has been our practice to limit our holdings of the common stock of any
one company to approximately 5% of outstanding shares; hawever, judgments
are made on an individual security %nsis and we are particularly attentive to the
ﬂoutlnlg supply of a given security.

10, 12, 14 Your questionnaire asks for my personal opinion as to prudent per-
centages to be invested in a single stock based upon aggregate funds, the assets
of a single portfolio and the outstanding shares of a particular company. My per-
sonal opinion on any one of these points may be less significant than the collective
judgment of our senior investment people. In any event, we believe these are mat-
ters of a highly individualistic nature and that each account and each security
must be considered on ite own., The imposition of a percentage limitation of a
company’s outstanding shares that could be owned might well inhibit the ability
of many smaller and medium sized companies to finance necessary expansion. To
obtain meaningful participation in some of those companies may call for an insti-
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tutional investor to accumulate a larger percentage of outstanding stock than
would be necessary in the case of a company with a larger capitalization. That
small or medium sized cotn;imny should be able to look to {ts major holders for the
necessary additional capital to finance its expansion.

The a illt{y of a major trust department to consider the individual needs and
objectives of a given account is one of the principal reasons that corporations
indlviduals and the courts have seleoted such institutions for the investment of
assets under their control. Any reduction in the flexibility of the investor to
recognize and allow for those varying needs and objectives could be interpreted as
o disservice to existing and future beneficiaries.

15 We believe it would be improper for a trust defmrtment to intentionally
acquire holdings of a company’s stock for the purpose of enabling the department
to effectively control the company. At the same time, we believe it quite appro-
priate that various owners of a glven company may be free to deposit their holdings
with a partioular trust department for management and that there should be no
restraint upon their ability to do so. If those deposits carry with them the possi-
blllt?r of the fiduciary being placed in a position where it could exercise control that
result is itself within the control of the depositing shareholders. They should not
he obliged to run to some other person, firm or corporation to conduoct their
affairs. Should some trust department in possession of effective control of a com=
pany exercise that control in an improper manner, there are legal remedies now
avallable to any aggrieved party or parties.

16 The reality of effective control of widely held companies would vary from
com[pany to oompnnf\‘v; however, it is liki that some companies could be effec-
tively controlled with less than 1/100 of 1% of outstanding shares (o.l;., a strong
Chairman of a Board of Directors who may own only nominal qualifying shares),

17 In some quarters it has become popular to raise questions of concentration
of economio Power in bank trust departments and to follow those questiona with
inferences of the danger of the possibility of lmgropor use of voting powers,
Competition in money management today, and for the foreseeable future, is based
upon relative performance, Any bank trust department which expeocts to survive
in_this competitive environment must direct its investment activities toward
achieving levels of performance that will enable it to retain existing accounts and
to attract new customers, Abuses of voting powers would do nothing to enhance
investment performance and in any final analysis would Krove self-defeating,

18 With respect to those shares over which voting authority is given to us the
manner in which they are voted is decided by the Trust Investment Committee
whose policieg require that all contested matters be submitted to the Committee.
Guidelines have been established bg- the Committee to insura that non-routine
proxy matters recelve consistent and appropriate consideration.

19 In Employee Benefit Plan accounts we would not be opposed to allowing
the beneficial owners of substantinl positions in com{mnies to vote those shares,
but from a legal standpojnt.there is real concern that to do so might violate our
fiduciary responsibility torthe remainder beneficiaries of those accounts. There are
also such questions as whether an account for a labor union should be voted by

the union. officials or by the union membera:individually; should the shareholders.

who approved the Employee Benefit Pl
than t| oom[ﬂoyeesyetc. ato?. T e ot ,
20 On all industeies followed by our Equity. Research Group, existing policies
in the Investment Division call for a management meeting to.be made by the
analyst responsible fdr that particular industry at:least onoe each year. These
mana o{ne?: meetings are not made by our portfollo managoers but rather by
our analysts, L Y \ s ~ .
21 o.do not see any problem.in the area of the anti-trust laws. Our Trust
Department obtains information from varlous companies solely for the purpose of
evaluating the securities.of such cdmpanfes as investments-for fiduciary accounts.
Its personnel do not have the kinds of contatts with competitors which would
oreate a climate leading to the disclosure nf confidential information about product
lines and, in any event, our view of the inherently confidential nature of banking
relationships would forbid such disclosure, : :

The Board of Directors of the bank has dolegated responsibility for the
{nvestments of the Trust Department to our Trust Investment Committee, with
authority to subdelegate. Over-all polioy is established by that Committee, reflect~
ing input from our departments of economics, our computer applications group,
our investment research analysts and portfolio advisors. The Stock Seleotion
Committee recommends equity policy and selects individual companies, based on

22-727—app.~=T4———q

an of a company vote those shares rather

L4
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study by equity research analysts. The Fixed Income Committee recommends
fixed income investment policy and selects individual credits (fixed income
obligations) for investment. '

Trust Real Properties Division recommends poliey and investment action con-
cemin%real estate assets, including mineral interests. Individual account action is
taken by portfolio advisors within the framework of policy decisions. Over-all,
apgr‘oxlmately 120 people are involved in.the deocision-making process.

3 The capltalization of companies in which we Inveat covera a broad range
by reason of the vnrylnq objectives of individual accounts. OQur Investment
Committee has not found 1t npprorrlate to establish any minimum capitalization
figure since such a rule might well limit our ability to respond to the range of
account objectives of our customers. At the last count, we held equity positions in
more than 2,500 different companies.

24 Weekly trading volume of a company on the exchanges is a matter of
interest to us; however, with the existence of the third and fourth markets, it is
not the sole determinant of what may bhe a ‘“practical investmont.” As noted
carlier, the floating supply of a given security is an area of particular interest to
us when purchase or sale is under consideration. '

. 28 Historically, the manaﬂoment of funds available for short term investment
involved primarily the use of U.8.A. Treasury Bills and other short term Treasury
obligations, In recent years, the spreads between the bid and asked prices and the
charges that have prevaﬂed on odd lots of those obligations have greatly reduced
the yields that were available to the amall investor or to the trust account seeking
to place amounts smaller than round lots. The Investment Division now utilizes a
variety of investment vehioles to keo;‘) cash that is not permanently Invested'in
individual accounts on an earnings hasis, Among these vehicles are so-called
“Maaster Note'’ agreements with eleven different companies under which we effect
the placement of funds awaiting permanent investment or pending distribution,
These arrangements permit us to pool the short term funds of a lar?o number of
fiduciary accounts which can add to or liquidate positions on a daily basis. The
accounts as & ?roup are able to realize intereat on a dallgy basis, regardless of the
period of time Invested, at the going rate on 90 day or 180 day commercial paper,
whichever is higher, Further, cach purchase and sale is executed at par and hence
is not subjected to commissions or other charges that would reduce the yleld to the
individual account, Participation in such Master Note agreementa are available at
$1,000 or any multiple thereof. It is our policy to keep the funds available for short
term investment placed in one or more of such vehicles,

26 The cash remaining in each account is deposited in our bank.

Please feel free to contact me if you need further information.

Sincerely, RaY F. MYERs

CONTINENTAL BANK,
PuBLic AFFAIRS Di1visioN,

CoNTINENTAL Discroses Top 50 8Trock Houpings oF TRUsST DEPARTMENT

Cuicaao, August 6.—Continental Bank today disclosed the top 50' common
stock holdin managed by its trust department, which has responsiblility for
more than 88 billion in assets. .

‘“This move has been contemplated for some time.” said Ray F. Myers, execu-
tive vice president in charge of the trust department, ‘‘since we believe the
public interest is served when institutional investors open their portfolio holdlnfs
to scrutiny. We are making the announcement now b]‘,' wa?' of endorsing, in
principle, the general concept of voluntary disclosure, which is preferable to the
alternative, having such action mandated lzfv Congress,” -

The total volume of the 50 stocks at mid-year amounted to nearly 83 billion,
However, Myers emphasized that none of these holdings exceeded five per cent
of the company’s ou tandlnf shares. ,

The bank expects to publicize similar listings at least annually in the future.

Excluded are several stocks held either subject to outside control or special
family circumstances, -

The bank’s trust department does not ;))]urohase on its own decision the stock of
Continental Illinois Corporation, the holding company which wholly owns
Continental Bank.
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Top 80 common stock holdings Contine%t;ls )Bank Trust department (as of June 89,
Market

Value

mil-

Company: lions)
nternational Business Machines Corp ............................ $211
Iastman Kodak Coanevvconiemeceecn reemeammecmmcmncnne 210
Texac0 INC. v ccccicecccmceccncnvamcaaamcemaaa———. 166
American Home Produots Corp..-cveomemncecrorccecccraccccnena 163
Sears Roebuck & Co. o covoeone e cieeicciicccccccmnaonaan 116
XeroX COIP. .o ceearccccaamcacaancconanmccanrmeanaconmennm—es 113
Mlnnesota. Minlng & Manufacturing Co. - oooenei e aieniinnns 111
MErck & Co. v enrceccccrecccacmcacvcncaaneeneraceananaannn 100
JIXXON COlPannneccecrccnninaeccaccacuncesenamnmaceamcsamman——e 88
Firat National City Corp. e v e eiccccccccncennaan 88
Burroughs Corp. .o eeeeaas 76
Procter & Gamble Co 75
Polaroid Corp-..ccecoaan... 73
Avon Products InC. - oo ecccneceaa- PR 67
Smndard Ooil Co. (INdIANA) e e e e eeecieicmcnccarecncenamnen 06
J. G, enne% ................... Lemrccccceccaccaamaemenaaeas 62
Elf Lill 0 e e ecaceeememccecaemegpeaceaccaenanaaan—e 56
Philip Morris Inc-.. ..o M e ecemecmmemasceememmmea———. 656
American Ex rcss GO ecece e mccrcccccamcarmcccaca——am———— H4
Halliburton Coaeeeeeemeeeeaaa .. M meemeemmmcaccmeemeem———- 62
PepslCO INO. . oo e ceee e e e eee e ———————- . h1
General Electrio Cou e imece e cccccccmccceccarcrannn- 60
General Motors Corp. oo cpoomen e acceaccreceencnas 49
MeDonald's Corp. o .ceceee e caeae e ccrccccmccccnaccanaa—a- 48
Johnson & Johnson. . oo e ecencicccencanaaa- 47
Coea Cola C0. e ceccccccccncmccnccrccecaccramercnaaaa——- 44
Continental INlinois Corp. oo oo ceecccccccncnnn 42
BankAmerica Corp. ..o cececcceeccceemea- 41
Chesebmugh—?on "BINOae e cie e memceeeemmena 38
Warner Lambert Co. oo cceecrcccecccecaaaan 37
Chicago Bridge & Iron Co. ... oo, 33
Reyno ds (R. J ) Industries Inc 31
Hewlett-Packard Co..ve oo cicccccccencnnnann 30
Dun & Bradstreet In......cooooeom e ecccaaas 28
Household Finance [0 PPN 23
Kresge (8. C0ne e ecicdsanacecanecneam————————— 20
American Te B Te) COn e eeerccer .- 20
International Flavors & Fragrances. .. ......cccvcrcmcccccncaaaces 20
l)r. Pep L2 3K &+ J U rereemeaa 20
Searle (Q. D.) & Co.vmeemeecceccccmicccccrereasnsacenana—. 19
ggaker State Oll Reﬂnlng (071 ] ¢ TSR ER U 18
nsolidated Foods Corp...coccecmmceo e cccccacccacccenenn 18
Beatrice Foods Co..... o oo ccaceacicacaeaa 18
Dow Chemlcal Con v vcnerce e ecccricrcmrcenccmcnennan 18
Nalco Chemioal CO..vvenecccreicccievencccnecmrcrcncnancmenn 17
AMP INC. . oo cceececncaceacencmcaem————- 17
Morgan (J. P.) & Co.enrroeecicceiccccccciccncnccnccenaen-n 17
Schering-Plough Corp..ceecccecneeeeacccnuccccnccncnanarmcennnn 16
Standard Oil Co (California) ... c-eecercccceccccecccnnccncncennna 14
Phillips Petroleum Co..oeeecncocnecce i ceccecccccccaneneaann 13

.
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Tae Firsr NarioNal Bank orF BostoN,
Boston, Mass., November 16, 1673,
Hon, LLoyp BENTSEN,

Chairman, Subcommiltee on Financial Markets, Commiltee on Finance, U.S. Senale,
Washington, D.C.

Drar 8eNaToR BENTSEN: Acknowledging your letter of October 23rd, we have,
to the beat of our ability, answered the questionnaire of the Subcommittee on
Financial Markets of the Committee on Finance of the United States Senate.
I might say parenthetically, in relation to question No. 1, that we frequently
find ourselves in possession of as much as 1009, of the stock of closely-held
companies that come to us in an cstatoe, for example. But these are special situa«
tions, and we think you really were concerned with publlolﬂ-tradod stocks,

I must say to you that we have heon as acourate as possible but, in some cases,
our data was not avalilable in a form responsive to your clucstlon, and also there
may be some errors in our numbers because of the dificulty of making sure that
we have complete discretion on an account, as opposed to having to work with a
co-trustee or consultant,

1 amlgorry we did not get this in to you by Novembor 12, but we did the best,
we could.

Cordially yours
vy ' BN Ames WiLLiaus, Jr.

. 36,687 billion as of November 8, 1973,
. 85,378 billion,

. 84,178 billion,

4. 8494 million.

5. $3.898 billlon,

0. 76%. .

7. Curroent data not available in this form. Wo cestimato International Business
Machines Common Stock 6.2 %, Eastman Kodak Company Common Stock 5.1%,.

. Zayre Corporation 10.79%, Becton Dickinson and Company 8.7%, Tandy
Corporation 8.6%, UAL Inec. 5.5%. : '

0. Please see answer to number 11,

10. We believe the informal limit as sot forth under question 11 represents a
re,aso?ubl:e prudent porcentage allowable for investment, in the aggregate, in
one stock. '

11. There is no formal limit on how much of the dssets of one portfolio should
be invested in one security. Howoever, if o holdlng oxceods through appreointion
10 percent of a total acecount value at market, the portfolio manager. should in
the absence of special circumstances such as account objeotives or.the possible
Imposition of unusual cupital gains taxes, consider reduction to the 10 percent
level in suitable steps usually not more than 10 percent of the holding at a-time.
This limit has insured that no single sccurity has beon in excess.of 10 percont of
our total ngﬁregato holdings at market at any point. A .

12. The limitation policy set forth under question 11 ropresents a prudent
limit for portfolio assots in one company in our judgment. : '

13. We have adopted a limitation of 10 percent of the ““float!’ of a company’s
outstanding common stock for total investment. ‘‘Float’ is defined as the actual
number of shares outstanding less ‘‘management’ owned or controlled stock as
set forth in the campnny’s latest proxy statement. This limitation.is interpreted
with common sense by our Trust Investment Committes and moderate variations
both higher and lower than the 10 percent guideline are in effect from time to time.
" 14, This question has been answered in number 13 above. .« - o
15, We do not think a trust department should concern itself with control of a
portfolio company’s management. Purchase and retention of a portfolio stock in
any amount {s for investment and there is no desire nor intent to influence or con-
trol management's corporate decisions. We do not regard ourselves as captive
investors and have the option at all times to secll our investment if we believe the
company’s policies or its management decisions are in conflict with the best inter-
est of our trust beneficiaries,

18. Yes, but the percentage required for effective control would vary widely
{roim company to company and with the type of control which one was attempting

o impose.

17.pAa there is no evidence of which we are aware at this time of this danger
whe?dagpl‘i‘cd to the bank trust department “industry’’ our answer to this question
would be ‘‘no.

B LoD =



25

18. We estimate that we hold voting rights in virtually all of the shares held in
discretionary investment accounts. All proxy proposals of a controversial nature
are discussed before a Trust Administration Committee which consists of senjor
trust personnel appointed by the Trust Committee. The decision to wote for or
agalnst each proposal is made solely on the basis in our judgment as to what is in
the best interest of our Trust beneficiaries. The election of directors or appoint-
ment of auditors are voted routinely if there is no stated opposition. If we wero
satisfled with the director slate or qualifications of the auditor, we would not wish
to hold tho stook.

10. We have considered the voting of proxies to be the responsibility of the
trustee as set forth undor accepted trust law. This reaponsibility in our judgment
cannot he delegated to others, and we have voted proxies In accordance with the

rocedures set forth under quostion 18 unless thero 18 spooifio instruction within
he instrument to do otherwise,

20. Our seourity analysts and other senlor investment personnel meet at reason-
able intorvals with the managements of portfolio companies either currently held
or belnﬁ consldered for purchaso.

21, No. Information obtained from management interviows is for our internal
usu only, Material which might be consldered of a proprietary, confidential nature
obtained from company X is not disclosed to company Y, and wo would consider
such disclosure improper and damaging to our future credipility.

Trust Investment Committee which consists of senfor investment per-
sonnel is appointed by our Trust Committee. It approves on a quality basis a
broad list of scouritios for general or specific purchase for accounts over which we
have investment supervision, A decision to purchase an individual security for an
account is made by the portfolio management officer assigned to that account who
has sole diseretion and responsibility for such purchase.

23, For an equity to be simultancously useful for all divisions of the Trust De-
partmoent and reccive approval for general trust investinont, we believe there
should be a minimum ‘‘float” (as defined in question 13) of approximately $50
million, Attractive portfolio cmnl)anics with smaller capitalization are ecither
approved on a single purchase basis for an account or accounts, or are purchased
in &p(ﬁ’led fund specifically authorized for this purpose.

24. No. .

25. Average cash balances of the funds under sugervlaion for the month of Qcto-
ber 1973 was $23.004 million which included both income and principal cash. In
addition, there was on average $23,361 million in the form of Cashiers Checks
earmarked for payment of sceurity deliveries the following morning. We cstimate
that principal cash averaged less than }¢ of 1% of the average market value of
asszo(;,s gnder management, ,

. Yes,

. CuneMicat, Bank,
New York, N.Y., November 27, 1978,
Hon. L1.oyn BENTSEN,

Chairman, Subcommillee on Financial Markels,
Commillee on Finance, U.8. Senate, Washington, D.C.

Dear S8eNaTOR BENTskN: Enclosed Is the completed questionnaire which you
sent to us with your letter of October 23rd, addressed to my associate, Lester D.
Km’t‘h.t‘e \Xo regret that we were unable to return this to you by November 12th as
requested, J

e had some difficulty in completing the questionnaire, primarily because our
records with respect to our Personal Trust, listate and Inveytment Management
Accounts do not readily lend themsclves to providing some of the requested data.
For example, we currently have approximately 6,038 Personal Trust and Estato
Accounts, with an approximate value of $2,400,000,000. Of this number, roughly
50% or §,611 accounts give the Bank, as sole trustee, investment disoretion,
However, our security lists for these accounts are not coded in such a manner that
we aro able to give you the exact market value or the percentages that may he
invested in any Individual security. This data is available in our Employce Benefit -
Trust records and, accordlnggv, you will note from the questionnaire, that several
questions have been answered only with respect to these accounts.
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While we regret that we are not in a ]])nsitlon to provide you with specific and
accurate data on our Personal Trust and Estate Accounts, it {s our feeling that this
information is far more important to you with respect to our Employce Benefit
Accounts. The terminology in your questions referred to “completo investmenu
discretion' is much more relevant to IEmployee Benefit Trusts than it is to our
Personal Accounts. ‘

While a Trust Agreement or a Will may give the Bank sole investment discretion,
there are many clements involved in the managing of wssets in Personal Accounts
that limit that discretion. These include a variety of investment objectives in
Personal Accounts, capital gains tax problems which may greatly limit invest-
ment discretion and family loyalty to cortain stocks, None of these considerations
enter into the management of assets in an Employee Benefit Trust where pure
investment performance ix usually the only objective.

Accordingly, we have never felt it necessary to account for the securities in our
Pentsm\lal Aocounts on the bhasis of whether we had sole or shared Investment
control,

In addition, as a policy, almost 1009, of our Investinent Management Agency
Accounts, valued at about $1,200,000,000, are on a non-discretionary basis, In
alrlnm;t 1ltfl cases, investment changos are made only after the approval of the
principal,

Accurdlngly, while we have not bheen able to fully answer your questions, we
hope that the data we have provided will be of use to you,

Sincerely,
W. Perry NEFP,

Iinclosure,

1. What is the total dollar amount of your assets under investment manage-
ment? Approximately $6,600,000,000,

2, What Is the dollar amount of your assets under management over which you
oxercise complete investment discretion? Wo exercise complete discretion over
$2,127,000,000 of assets in our Employee Beneflt Accounts.

8. What is the total dollar amount of your employce benefit plans under
managoment? $2,076,000,000.

4, What is the average annual inflow of employece benefit funds into your
management? $300,000,000.

5. What is the total dollar amount of the employee benefit funds under your
management over which you exerclse investment discretion? $2,127,000,000.

0. What percentago of the employce benefit funds under your management are
invested in common stock? 68 percent.

7..Do you have more than 0% of your aggregate discretionary funds invested
in one security? If 8o, in how many instances does this occur and what percentage
does the security (or sccurities) represent? Please list such securities. No, 8 per-
oent of our a%re%ate employee benefit funds would amount to approximately
$100,000,000. We have in these accounts no one security with an aggregate value

in excess of this amount.

* 8. Are there any instances in which the aggregate discretionary holdings
amount to more than 5% of the shares of the seourity outstanding? If so, what
are the names of the companies held and what percentage of the shares outstand=
lnq do your discretionary accounts represent?! Of our aggregate discretionary
holdings in emg')loyee benefit accounts, we currently hold approximately 5.45%
of the outstanding stock of Hughes Tool Company.

9. Does Jour trust department have some self-imposed limit on how much of
aggrogate discretionary accounts will be allowed in one seourity in order to insure
liquidity for the Individual accounts? If so, what is it? While we do not have any
imposed limit, you will note from the answer to question 7 that in no case
do we hold more than 8%, of our ag?regate discretionary accounts in one security.

10. Do you have a personal opinion as to what would be a prudent Percentage
of aggregate discretionary funds in one strek? 2 percent, 8 percent, 10 percent,
15 percent? Sce answer to question 9,

11. Does your department have somo self-imposed limit on how much of the
assets of one porifolio should be invested in one security? No.

12. What is your personal opinion about a prudent limit for portfolio assets in
one company? It would be unusual to make an initial investment in a security
_ with a market value in excess of 5 percent of the value of a portfolio and I would

be Inclined to feel that this might be a prudent limit on an original investment,
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However, in the event that over a period of time, the value of the investment in
relation to the size of the portfollo grows to a percentage in oxcess (possibly
substantially in-excess) of 5 percent, which is relatively common, I would be
opposed to a policy that would require selling off a portion of a good investient
for no other reason than to bring it within a percentage limitation,

13. Does your trust department have some self-imposed limitation on the per-
centage of a company’s outstanding shares that the department’s aggrrcguto
discretionary holdings will represent in order to insure liquidity for the individual
accounts? In discretionary employee benefit trusts, we have a policy which is not
necessarily a self imposed limitation to watch carefully those investments that
tend to approach 6 percent of a company’s outstanding stock, You will note from
the answer to question 8, that we currently hold only one security which represents
slightly over § percent of a company’s outstanding stock.

14, Do you have a personal opinion as to what would be a prudent percentage
of the outstanding shares of a company to hold? 2 percent, 5 percent, 10 percent,
25 percent, 50 porcent? As indicated in tho answer to question 13, & percent.

15. Do you believe it is desirable for a trust department’s aggregate holdings
to represent a sufficlently large percentage of outstanding shares to enable it to
effectively control the company if it chose to do so? No, However, it 18 our fecling
that trust holdings are for the purpose of investment and not control, We cannot
cm‘\celvetof la set of circumstances where we would invest in a company in order to
guin control,

16, Can many widely held companies be c¢ffectively controlled with much less
than a 50 percent position? Yes. As you undoubtedly know, there is a presumption
in certaln statutes that 25 percent or even 10 pereent may constitute control,

17. In terms of concentration of economic power, would you see any danger in
bank trust departments holding and voting cnntmllln% interesats in many non-
financial companies? What about several companies within the same fndustry?
No. Our interest s in investment and not in control, In situations where doubt
arisex a8 to the managerial ability of a given enterprise, the investment should
and would be disposed of.

18, What pomenmfe of the shares in your discretionary investment accounts
do you hold voting rights and who decides how they are ‘to he voted? We very
much regret that we do not have this Information available, With respect to the
second Bnrt of the question, Kroxy materlal is reviewed by our Investmont Re-
search Department which makes recommendations as to how it should be voted.
These recommendations are then acted upon by an Investment Committee
composed of Senior Officers of the Trust Division,

10. If institutions are going to be allowed substantial positions in companies,
shuldn’t the shares be voted by either the beneficial owners or at least your
corporato or union client? 1% nne, why not?

ith respoct to corporate and unfon clients in our employee benefit accounts,
we certainly have no objections to having proxies voted by these clients. We do
have considerable question as to whether they would desire to accept such a
responsibility, I am certaln that you are aware that the great majority of employee
benefit trust agreements specifically place this responsibility on the trustee.

With respect to the beneficial owners of Personal Trust and Iistate accounts,
we feel that the problem is far more complicated. In many instances, there are
multiple income beneficiaries which would make the procedure very burdensome.
In addition, the interest of the income beneficiary and the eventual remaindermen
of the trusts may be in conflict. For example, an income beneficiary may tend to
vote proxies in such a manner as to favor his own interests. This, of course, is
the reason such responsibilities are vested in a trustee. In summary, it is our
{eeling &ha{, the complications involved in such a procedure would make it highly
mpractical.

0. Do your investment officers meet with the management companies held
by the trust-department or of those which are being considered for purchase? Yes.

21, Are you concerned about the anti-trust question of owning large positions
in two companies in the same industry and then discussing new product lines
with them? No. It would be most unusual for our Investment Ofticers to have
any information about new product lines of a particular company that are not
public knowledge.

22, Arc your investment decisions for discretionary accounts governed by an
investment committee? Please briefly describe the decision-making structure.
Securities considered for general use are analyzed by our Investinent Research
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Fartment. Recommendations are submitted to a Senior Investment Committee
ch meets weekly to consider and as)prove or reject the recommendations.
Through this procedure, an approved list known as ‘“Core"” of ayl)‘proxima.tely
100 names has been developed. Portfolio Managers are required to keep at least
759 of the equity portion of an account 'n Core stocks, The balance may be
chosen from a broader list of oloselefollowed com}mnles (an additional 150
names) or developed by the Portfollo Manager himself, If the Portfolio Manager
departs from these approved lists, he is responaible for developed documentation
supporting his investment. Each employee benefit portfolio is reviewed quarterly
by an Investment Committee.

23. Is there a minimum capitalization which a company must have hefore it is a
practical investment for your trust department? If so, what is that capitalization?

De
wh

0, .
24, Is there a minimum amount of average weekly trading volume in a com-
pany’s seourities nccessary to make it a practical investment for your trust
department? If 8o, what is that trading volume? No,
A, What {s the average size of cash balances of the funda under your
managoement?
It 18 impossible for us to glve an accurate figure, as we do not account sepa-
rately for our managed balances as opposed to those not under our control, Each
Account Officer on discrotionary accounts has the responsibility of keeping cash

-balances in his accounts fully invested to the extent gosalblo. Wo would estimate

the uninvested cash in managed funds amounts to between 14 and 4% of tho
value of assets under management.,

26. Are cash balances from your trust department deposited on the commereial
side of your bank? Cash balahces in the Trust Department are recorded on the
Gonoral Ledger of the Bank as Trust Department balances. They are utilized
by the Bank in accordance with current regulations,

Resronsr oF THE IrviNg Trust CoMrany, NEw Yonrk, N.Y.

. Dollar amount: $2,227,205,000.

. Dollar amount: $1,600,6064,000.

. Dollar amount: $1,682,642,704.

. Average annual inflow: $129 250,000,
. Dollar amount: $800,745,000.

. Percentage: 80 percent.

. § percent of our total discretionary holdings would be about $85 million.
As of our most recent survey (May 31{ 1973) the only issues in our account

1
2
3
-4
b
6

-3

holdings larger than that were the following:
Number of Market Percent
shares value of total
QUCLS . e eecenarccneencncoscnccsaccccnnnnarenncnoncanne , 812, , 592,
B PHA ot - iken ekl k)

Substantial portions of these two holdings were placed in trusts by our cus-
tomers, Thus, the amount invested in these securities pursuant to the exercise
of our investment discretion may be under 5%, of our total diseretionary holdings.

8, Yes. As of our most recent survey of marketable holdings (May 31, 19';3)
we held in discretionary accounts the following: ‘

(-—==-—- X
v Number of Percont o{ Market
shares tota velue
8) TrODICAND PrOGUCHS ... o eeeeeeeraeonseeeransnsensaamnscnensnnes 560, 445 5.97-  $17,003,
Bl i 1 e
IOM Realty. o o o 479,600 15,9 ) 633, 00
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9. No, but care is exercised in acquiring an&' glven gecurity that the total amount
held would not hinder our effort if we should decide to dispose of it.

10. We do not believe that a rigid policy expressed in termns of total discretionary
funds under management is appropriate. The question of prudence is a function
of our confidence in the outlook for a company, its size and financial strength as
well as the quality of its earnings and the marketability of its stock.

11, We have no formal limit expressed as a percontage of the assets of any
apeeific portfolio managed, though we believe in diversification, It is rare for us
to hold more than 5% of an account in one sccurity except where tax considera-
tions, estate planning considerations or thoe expressed desires of the parties at
interest make it impractical to diversify,

12, The answer to this question is basically the same as the answer to question

13. Again, we do not bolleve that o rigid policy expressed as a percentage of
outstanding shares of an {ssuer {8 appropriate, We are concerned about liquidity
but think of it as involving a number of factors in addition to sizo alone. We
also consider size of the trading market in the stock, quality of earnings and
volatility of earnings, / .

14. We feel that flexibility should be preserved by reason of considerations
sugﬁested in previous comments,

. This bank does not invest funds hold in a fiduciary capacity for the purpose
of a0 ulrlr&q the power to control any corporation in whose shares such funds are
invested, There aro situations, howover, in which a group of related individuals,
who in the aggregate already control a corporation, may wish to establish trusts
for tho spooific purposc of continuln% ownership in the family group aftor the death
of the present owners. In such situations we believe it is nll;) ropriate that the trust
department of a bank be used to facilitate the legitimate o ﬁaot ves of such persons,

6. Although obviously dependent on the eircumstances of the company in-
volved, there are situations in which it would be possible to oxerolso effeotive
control over & widely hold comPany even though one owned or controlled with
powor to voto loss than 509 of its outstanding voting shares. It is not possible to
gon&xiauzo on whother control could be exerolsed with ‘‘much less’’ than a 509

osition,
P 17. If tho question rolates to bank trust dopartments in tho aggregate, we belleve
existing anti-trust laws adoquately proteot against various banks acting in concert
to exercise such control. Even where the bank has power to vote shares in a corpo-
ration, It oxerciscs this power solely for the best interests of the porsons beneficially
interestod in the trust.

18. In goneoral, in accounts where we have Investment discretion, we also have
disoretion to voto pro.iee, All proxies for which wo have power to vote are reviewed
individually by experienced trust officors and voted after approval of their recom-
mendations to a senior trust officer.

10. It depends upon where the votinf; responsibility lies pursuant to the docu-
ment establishing or governing thoe particular account involved. If it is the respon-
sibility of the trustee, ho must exercise it in whatever manner he deems in the bost
Interest of the account, ITe may not properly delegate the responsibility to anyone
else, Tho creator of the trust or other fiduciary relationship has the power to
dotermine who should J)toporly vote the shares held by the account. If he wishes
such shares to be voted by a party other than the banlk, such directions would be
stated in the governing instrument.

20. Yos, when we feel such meetings are desirable.

21. It would depend on the particular fucts involved; and, in any event, we
would be %ulded by the advlice of counsel,

22, A threc-man stratogy committee in the Trust Investment Division, from
time to time adds or removes stocks from a basio list. The immediate decision to
purchaso or sell by portfollo managers is guided by these judgments.

23, No, although one consideration taken into account in selecting securities
for Investment is the fact that companies with small capitalizations may present
liquidity problems in executing a decision to dispose of such securities.
© 24, No, though we review trading volume in assessing marketability.

26, Typlcally, cash balances relating to funds under our management are less
than 34 of 1% of such funds. Thesc cash balances, however, include those of non-
disoretfonary accounts so that if the J)ercentage of cash balances to total asseta
u&ﬂolr discrelionary management could be determined, that percentage would be
still lower,

22727 =8P PoT e
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20. Balances are oarried on the general ledger of the bank and aro designated
as trust deposits.

REespoNss or THE WELLS FArao BaNK, SAN Francisco, CaLir.

1. What is the total dollar amount of your assets under investment manage-
ment? $2,554,097,000.

2. What is the dollar amount of your asscts undor management over which you
exercise complete investment discrotion? $1,400,000,000 (estimated).

3. What is the total dollar amount of your employce benefit plans under
managoment? $586,000,000.

4, What Is the average annual Inflow of employce benefit funds into your
management? §65,000,00 SOstlmntod).

5. What is tho total dollar amount of the employce beneflt funds under your
management over which you exercise complote investment discrotion? $450,000,-

6. What percentage of the employce heneflt funds under your management are
fnvested In common stock? 72 percont. ’

7. Do you have more than 5% of your aggregate discretionary funds invested in
one security? If so, in how many Instances does this occur and what porcentago
dooNs tho socurity (or sccurities) represont? Plense list such sccuritics,

On

8. Aro thore any instances in which tho nggregato disoretlonm'{ holdings amount
to more than lf»%y of the shares of tho scourity outstanding? If so, what aro tho
names of the companies held and what percontagoe of the shares outstanding do
your disoretionary accounts ropresent? No, except for three small family owned
companjos whose shares have no market,

9. Docs ci'oux' trust dopartment have somo self-lmposed limit on how much of
aggrogato discretionary nccounts will be allowed in one seeurity in order to insure
gquldltytfor tho Indlvidunl accounts? If so, what is it? Yos, the goneral Himit is

percent,

10. Do you have a porsonal ol)lnion as to what would be a prudent percentnge of
nggrogato discretionary funds In ono stock? 2 percent, 5 percent, 10 pereent, 18
percent? Yes, 8 percont or less.

11, Does your dopartment have some self-imposed limit on how much of the
gssets oftone porifolio should be invested in one security? Yes, tho gencral limit is

percent,

12. What s your personal opinion about a prudent limit for portfolio assots in
one company? Yos, § percent or less. ,

13. Does your trust department have some sclf-imposed limitation on tho por-
centage of a company’s outstanding shares that the department’s aggregate dis-
oretionary holdings will represent in order to insure liquidity for the individual
accounts? Yes, the general limitation is 5 pereent.

14, Do you have a porsonal opinion as to what would be a prudent percentage
of the outstanding shares of a company to hold? 2 percent, 5 porcent, 10 percent,
15 percent, 25 percent, 50 porcent? The answer to this question of nccessity
depends upon the s eelfle circumstances and objectives of the accounts involved.
At the 10 percent level the Comptroller of the Currency’s examiners routinely
ralse “‘appropriatencss’’ questions, ,

15. Do you beliove it is desirable for a trust department’s aggregate holdings
to represent a sufficiently large Perconmge of outstanding shares to enablo it to
offectively control the company if it chose to do 80? As a general rule, no,

16. Can many widely held companies be effectively controlled with much loss
than a 50 percent position? Depends on the distribution of the remainder of the
shares; in general, the wider the distribution of a company’s shares the smaller the
progortlon required for effective control,

17. In terms of concentration of economic power, would you see any danger in
bank trust departments holding and voting controlling interest in many non-
financial companies? What about soveral companics within the same industry?
The response to this question involves a J)hllosophlcal personal opinion; therefore
we do not feel it appropriate to respond to the question on behalf of the Trust
Division of Wells Fargo Bank. It should be stressed, howover, that as trusteo
woe do not seek control of any compang under any circumstances and where wo
obtailtr’x1 control in the normal course of business, we seek to eliminate it wherever
possible,
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18. What percentage of the shares in your discretionary investment accounts
do you hold voting rights and who decides how they are to be voted? 73 percent,
In those accounts where we have discretion to vote the shares hold the Trust
Division decides how they are to be voted with the assistance of the Bank’s invest-
ment research group.

19. If institutions are going to ho allowed substantial positions in companies,
shouldn’t the shares bo voted by either the beneficial owners or at least your
corporate or unfon client? If not, why not? As trustee and legal owner of stock,
we have no alternative except to exercise the fiduclary responsibility which has
been given to us, l.e. to vote the shares in the best interests of our beneficiaries,

20. Do your investment officers meet with the managoment companies held by
the trust department or of those which are being considered for purchase? Yes.

21. Are you concerned about the anti-trust question of owning large 1po:sltiom;
%;'}‘\ twg ?\?mpanios in the same Industry and then disoussing new product lines with

em? No. '

22, Aro your investment declsions for discretionary accounts governed by an
investment commitico? Please bricfly describe the decision-making struoture. In
effect, ros. An fnvestment policy committee determines specific portfolio composi-
tion criteria and monitors compliance.

23. Is thero a minimum capitalization which a company must have before it
is a &)ructloul investment for your trust department? If so, what is that oa%ﬂmlizu-
tion? The capitalization must be of sufficlent size to provide a float that results
in 25,000-50,000 shares trading esch month, a capitalization size that is not fixed
in dollars but is, rather, a function of share avallability,

24, Is there a minimum amount of avorage weekly trading volume in a com-
pany’s sccurities necessary to make it a practical investment for your trust
department? If so, what {8 that trading volume? Seo above (No. 23). From a
practionl smnd‘pomt, 10,000 shares a week is necessary unless blocks of larger
are regularly, if infrequently, avaflable,

25. What {s the avorago size of cash balances of the funds under your manage-
155“10833) 0’{)‘01;&1 balances, $11,200,000.00; for 5,730 accounts, averago balance,

’ . 1]

20. Aro cash balances from your trust department deposited on the commereial
side of your bank? Yes, .

SecuriTy Pacirio NATIONAL BaANK,
Los Angeles, November 18, 1973,

- Hon, LrLoYp BENTSFN,

Chairman, Subcommiltee on Financial Markels,
Commillee on Finance, U.8. Senate, Washington, D.C,

DeAR MR, CuairMAN: Enclosed is our response to your letter request of October
23, 1073, secking information as to the investment activities of trust departments.

Also onclosed is a copy of an address which I presented on November 5, 1973,
at the Midcontinent Trust Conference which, I believe, is responsive to the type
of information you seek.

You will note from our answers that we do not consider it meaningful to speak
in terms of aggregates since we are principally and primarily governed by the
language of each of the separate trusts and agencies which we manage. In certain
accounts, we are instructed as to the types of securities we may buy. Many accounts
hold no securities at all and are invested entirely in real estate or otQer assets.
A number of our accounts include stock of closely held corporations where one of
our prineipal filduciary obligations is to see to it that the corporations are properly
managed. The genecral question on voting of stock fails to take into consideration
the latter type of accounts,

Your forwarding letter indicated that you were seeking information as to the
role of the institutional investor in tho ‘“stock market”. I would presume from
this that you are interested in activities relating only to stocks which are market-
able and, in faot, are traded on the exchanges or in the over-the-counter markets.
We have attempted to respond accordingly to your questionnaire.

It 18 our view that bank trust departments cannot for leg)lslativc, regulatory,
or even internal management purposes be viewed as an institutional investor in
the sense that mutual funds, insurance companics, and other institutions are so
viewed, A bank’s trust accounts represent a serics of separate and distinct entities
which should not and cannot be aggregated.
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Should you find any of our responses incomplete or need additional information
in conngiotlon ;vith your questionnaire, please lot me know,
ncerely,

RoserT L. HunT.
Enolosure.

1. What is the total dollar amount of your assets under investment management?

$2,650,000,000, This includes only those accounts for which we have full or
shared investment responsibility. It represents less than one-half of the total
value of assets in our custody, which total was last valued at $6.5 billion,

2, What is the dollar amount of your assets under management over which you
exorcise complete investment discretion?

$1,300,000,000. This figure includes some {ssues where sales are prohibited by
governing trust instruments,

3. What is the total dollar amount of your employee benefit plans under
management?

$1,045,00,000. Of this total we have full or shared investment rosponsibility
over 318,600,000,

4, What Is the average annual inflow of employee benefit funds into your
management?

The average gross inflow into employee benefit funds, both in new accounts
and additions to existing accounts for the yoars 1071 and 1972, was $115,000,000.
This is the total where our capacity is that of trustce and includes both investment
management and non-invesiment management accounts. Please noto that these are
Fross figures which do not include distribution of benefits or accounts distributed

n full to suocessor trustees,

6. What is the total dollar amount of the employee beneflt funds under your
mana%oment over which you exeroise complete investment discretion?

3 $283,500,000 of the $313,500,000 referred to in our rosponse to question numbor

6. What percontage of the employee beneflt funds under your management are
invested in common stock?
60.7 peroent,

. Do ‘you have more than § percent of your aggrogate disoretionary funds
invested in one security? If so, in how many instances does this occur and what
percentage does the securlty (or securities) represent? Please list such seourities.

0

8. Are there any instances in which the aggrogate disoretionary holdings amount
to more than 5 percent of the shares of the securit, outstandlnﬁ? If s0, what are
the names of the companies held and what percentage of the shares outstanding
do your discretionary accounts represent?

e have determined, from a review of the largest 500 of more than 3,200 equity
holdings in our Trust f)epartment, that none of these holdings exceeds 6 percent
of the shares of the seourities outstanding where we have complete investment
discretion. Some accounts in which we have complete investment discretion hold
in the aggregate more than 5 percent of the shares of the securities outstanding of
certain closely-held corporations.

9. Does your trust department have some self-imposed limit on how much of
aggr?ﬂate isoretionary acoounts will be allowed in one security in order to insure
liquidity for the individual accounts? If so, what I8 it?

0.
10, Do you have a personal opinion as to what would be a prudent lpercontage
% aggreg%%e discretionary funds in one stock? 2 percent, 6 percent, 10 percent,

ercen

e do not feel that it is appropriate to aﬁgregate for purposes of legislation,
regulation, or even account administration, the accounts which we administer in
our Trust Department, Each account has {ts own investment language and
investment objective. 8o far as the amount invested in any one stock, prudence
is a funotion of the ciroumstances existing in each of the separate accounts in
which we have investment responsibility. In addition, it is not possible to place
an arbitrary percentage limitation on all stocks since it may be imprudent in
some instances to hold less than 1 percent and not imprudent in other instances
to hold over 15 percent in any one stock.
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11. Does your department. have some self-imposed limit on how much of the
assets of one porifolio should be invested In one security?

This question apgears to cover all accounts with no distinotion between those
granting investment disoretion and those which by their terms require that we
purchase or retain any given security, This question also refers generally to ‘‘one
security’’ and for many reasons we foel it necessary to limit our responses to
equity securities and to trusts and agencies which contain no investment limita-
tions, Thus limited, our answer is no. We refer you, howover, to our response to
question number 22 which desoribes the investment deocision-making processes
and limitations on positions in specific industrics,

12, What is your personal opinion about a prudent limit for portfolio assets in
ono companr?

In view of question 10 it {s assumed that this question is limited to one account
and Its holdings of one issuer. We have no personal opinjon about a prudent limit
for portfollo assots in one company. This question can be answored only in terms
of the investment power and investment objectives of the account and qualltﬁ
of the issue. A porcontage may be prudent with one issue but not prudent wit
another, Sec our response to question numbor 22,

13, Does your trust dopartment have some self-imposed limitation on the per-
centage of a company's outstanding sharcs that the department’s aggregate dis«
orotion&r holdings will represent in order to insure liquidity for the individual
accoun

No. See our response to question numbor 22, We do not believe it is proper to
aggrogate discretionary accounts for any purpose and no blanket percentage
limitation ocan &)roporly be ar‘))plled to accounts if they are aggrogated. We have
no self-lmposed limitations but diversification is achioved as a result of the
application of our investment philosophy by individual I)ortfollo managers. We
view liquidity as a question to be consldered in terms of the availability of the
stock and our ability to sell it for cash when required. No limitation can adequately
be fitted to all stocks or stock exchanges or to closely held stocks as distinguished
from widely hold, publiocly traded stooks.

14, Do you have a personal opinion as to what would be a prudent percentage
of the outstanding shares of a com?pany to hold? 2 percent, 5 percent, 10 perocent,
18 poresnt, 256 porcent, 50 percont

o. See our response to question number 13, Arbitrary percentage limitations
are unworkable and 1naﬁ>ro riate,

15. Do you believe it is desirable for a trust department’s aggregate holdings
to represent a sufficiently large Forcentago of outstanding shares to enable it to
effootively control the company If it chose to do so?

We do nat feel it is ai)proprlat,e to aggregate our holdings. In our Trust Depart-
ment we deal with Indlvidual accounts which are individually invested. Nelther
our Bank nor any other bank we know of invests for purposes of gaining control.
Our Trust Department has no desire to assume the responsibility for control of a
company. What constitutes effective control is not clear to us except that we do
not feel an arbitrary percentage limitation can be applied to all corporations from
the major publicly held to the small privately owned companies, We do have,
however, up to 100% of the stock of certain closely held companies in accounts
l»“vhere control of those companies is included within the fiduciary duties assumed

Y us,

16, Can many widely held companles be effectively controlled with much less
than a 50 percent position?

Please refer to our response to question number 15, We do not know what is
meant by effective control and do not belleve that across-the-board percentage
figures can be applled to all companies,

17. In terms of concentration of economioc power, would you see any danger in
bank trust departments holding and voting controllin% interests in many non-
finanolal companies? What about several companies within the same industry?

We do not purchase stocks with the intent of achleving control responsibmty ‘
over the {ssuing company, We assumo that ‘‘concentration of economle power”
as used in this question means the power to control. This question also fails to
appreciate that trust departments do not and can not aggregate thelr total holdings
for ani/ purpose since each account must be administered in accordance with {

rovislons and objectives. We sce no danger in bank trust department holdings for
his reason, The only danger possible would arise if banks were to act illegally in
concert and there are adequate laws to guard against this. In this respect {t should
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be noted that bank trust departments compete with one another. Please consider
the fact that there are thousands of trust departments in the United States with
we understand, over 1.2 million separate accounts with millions of persons having a
beneficial interest in the assets held. This distinguishes trust departments as so-
called ‘‘institutional investors’’ from mutual funds and insurance companies where
security holdings are truly institutional in character. It should be noted that one
trust dopartment on any key share holder ballot may vote in different and con-
flicting ways since in some of its accounts the power to vote is either reserved to
others or conferred upon others,

18. What percentage of the shares in Kour discretionary investment accounts
do you hold voting rights and who decides how they are to bo voted?

e hold voting rights in the majority of our discrotionary accounts, All proxics
are carefully sorooned by a Trust Investmont Officer who determines the nature
of the matters to be voted upon. Proxies involving other than routine matters aro
referred to our Trust Investment Committee for determination of the action to be
taken, In this connection we subscribe to the Statement of Policy for Votin
Shares of Stock Held in Trust Accounts, approved by the Executive Committee o
the Trust Division of the Amerlcan Bankers Assoclation on Fobruary 4, 1073,

10. If institutions are going to be allowed substantial positions in companies,
shouldn’t the shares be voted by elthor the beneficial owners or at least your
corporate or union client? If not, why not?

0. Seo our response to question numbor 18, Customers may and do reserve or
confer upon others, the power to vote shares held by our trust dolmrtment. It
would bhe an exceecilngly unwise mandate that these shares held by trust depart-
ments be voted by the beneficiaries only, since boneficial owners include minors,
incompetent persons, apd many who simply do not wish to be bothered by such
matters, or who have soleoted our trust eémrtmont to tako care of such mattors
for them, We also feel it unwise to require that shares be voted by our “‘corporate
or union client,” Wo assume these terms refer to pension or other retirement sys-
toms the beneflciaries of which are sometimes hundreds and even thousands of

articlpants. We sce no reason why another corporate entity should vote sharcs

encficlally owned by a multitude of individuals or why It could be assumed
that they ‘are better qualified to pass on tho investment merits of the proposals.
Similarly, wo can see no reason why such shares should be voted by a union
business agent or other union reprosentative. To tender such votes to all par-
ticipants in a corporate or union retirement system would involve an inordinate
exponse and a lack of intercst would produce a meaningless vote. In terms of
protecting the beneficlarics of those accounts, isn’t it more likely that a better
and more objective decision would be made by a professional fiduciary than by an
entit,fv which may be tempted to cast its vote for motives not associated with the
best Interests of the beneficiarics?

20. Do your investment officers meet with the management companics held by
theY trust department or of those which are being considered for purchase?

es.

21. Are you concerned about the antl-trust question of owning large Positlons
it}\) tw'c?) companies in the same industry and then discussing new product lines with

em

No. Our experience has shown that companies do not discuss with our invest-
ment officers matters which are not public information; consequently, we do not
feel that having our analysts meet with the companies to evaluate management
and clarify information raiscs any anti-trust questions.

22, Are your investment decisions for discretionary accounts governed by an
investment committec? Please briefly describe the declslon-making structuro.

No. Overall investment policy is determined by a commitice based on a 3-5
year projection for the economy. Recommended equity-fixed income ratios are
established for accounts having various investment objectives. Within the equity
gector particular emphasis is placed on the relative attractiveness of investments in
an industry rather than on companies. Industry (again, rather than company)
diversification guidelines are established to assist portfolio managers. Within this
framework portfollo managers then make investments consistent with the indi-
vidual trust agreement and investment objectives for the particular account.

23, Is there a minimum capitalization which a companz must have before it is a
practical investment for your trust department? If so, what is that capitalization?

No. We are more concerncd with the trading activity in tho market than with
the size of the capitalization of a company. Due to the wide variety of accounts
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and the investment objectives of these accounts we invest in companies of all
sizes. Please refer also to our response to questions 13 and 14,

24, Is there a minimum amount of average weekly trading volume in a com-
pany’s securities necessary to make it a practical investment for your trust
department? If so, what is that trading volume?

0,

25£?Whnt is the averagoe size of cash balances of the funds under your manage-
men

We do not have readily avallable a brenkdown on this total between those ac-
counts where we have complete investment discretion and all other accounts we
handle which include many probates, agencies, and oustodianships. Cash balances
in each account are frequently reviewed to assure that they do not exceed the cash
requirements of the account. An analysis over tho previous 10 months indicates
that the average income and principal cash balance is loss than $4,000 per account,

20, Are cash balances from your trust department deposited on the commereial
side of your bank?

s,

Tue CacorHoNy oF CriticisM, AN ApDRESS BY RoperT L. HunT, EXECUTIVE
Vice PresipeNT, SEcURITY PAciric NATIONAL BANK

As tho title in your program suggests, my remarks today will be directed to
the critics that have come forth to charge the trust induatrK with a multitude of
sins. The comedian, Fred Allen, once observed ‘‘If oriticism had any real power to
harm, the skunk would have been extinot by now.” While we may take some solaco
in the skunk’s continued oxistence, much of tho oriticiam—and the poorly con-
colved proposals of the critics—can be quite destructive If allowed to go unchal-
lenged. Accordingly, today I am going to discuss the cacophony of criticism wo
hear and suggost an approach to oﬂaettln% it,

Consider for a moment a phrase from the ““Prudent Man Rule"” that charges
fiduciaries to act as ‘. . . men of prudence, discrotion, and intelligence . . "
would act. Consider furthor, the fact that thousands of trust departments in
this country sorve, in varlous capacitios, over 1,200,000 accounts with assets
exceeding $403 billion. Add to this the fact that more than two-thirds of the nssets
can be withdrawn by tho customer at any time. I think it is falr to assume that
the publio has continued to entrust these assets to us based on thelr confidonce
that we will adhere to the principles of the ‘' Prudent Man Rule,”

Indeed, adherence to the qualities of prudence, diserotion, and intelligence—and
I might add honosty, loyalty, and integrity-—is essential to the continued existence
of the trust industry as we know it, and to its continued success, Our reputation
in this respect follows not from paying ‘‘lip service' to such ideals but by adopting
them as a way of life.

Thus, it i8 most disconcerting to hear the cacophony of oriticism that fills the
air today. As we listen to the criticisms, we are left with the impression that the
oritics are oither grosslr misinformed or are caught up in their own rhetorio.
Perhaps, too, we are being judged by some not accustomed to standards as high
a8 those prevailing among professional fiduclarios.

- Theso critics, through the echoes of their press releases, have attempted to
artificlally stimulate public and legislative concern where such concern should
not exist and is not warranted by tho facts. In some cases, we see veneers of
hlf;h-soundlng public interest arguments laid over self-serving motives. Our
oritics have stigmatized the label of “institutional investor'’ and have carefull

attompted to engineer an image of the institutional investor as a giant monolit.

that will destroy Wall Streot and undermine the vitality of our markets. 8o intent
are they to lay blame somewhere, they have failed or have refused, to recognize
that institutional investors, far trom being monolithic, include not only ,806
trust depnrtments, but also, over 800 mutual funds, and thousands of insurance
companies, endowments, pension funds, and others,

In‘oygliix:%qt. department, for cxample, we have asscts in our care totaling $5)4
billion which represent the ¢oniiiintd Murkotviatue ot over-43;000 acconnts. Aside
from those accounts that are invested entirely in one or more of our common trust
funds, none of the accounts has a portfolio exaotly like that of any other. This is
due, in part, to the fact that we have no investment authority over some 47
Porcent of our assets and, in many cases, our authority is shared with others or is
imited to making recommendations subject to the af)prow,l of others. Neverthe-
less, even in those instances where we have the sole investment responsibility,
the composition of each portfolio is influenced or dictated by facts and oircum-
stances unique to it. )
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Such circumstances include: the types of assets originally received, restrictions
on our authority imposed by the creator of the account, needs of the beneficiaries
rights of remaindermen, the tax status of the account, and the tax implications of
investment changes. Other factors affecting investment decisions are our partic-
ular approach to investing, our current inyestment pollog, and the judgmont of
the particular portfolio manager to whom the account has been assigned. The com-
Poaitlon of each portfolio is further influenced by the size of the account, the risks
t can afford to take, and the expected duration of the account relationship.

Of course, none of this {s unique to our trust department. This same profile ‘s
common throughout the trust industry, From tho smallest trust department to
the largest, the investmeont portfolio of each account will reflect its own particular
investment objectives. 8o diverse are such objectives that it is not uncommon to
be selling a specifio stock out of one account, holding the same stock in anofher
account, and buying it for still another.

Furthermore, from institution to institution, investment philosophy varies. In
our case, our investment ﬁhilosophy is fundamentally orlented. It is based on eco-
nomio assumptions for the current and succceding years as woll as for a gnod
business yoar three to five yoars honce. In our approach, we are more concerned
with the prospcots for a particular lnduntrg, rather than for a particular corpora-
tion. Others employ a difterent approach. Some use a core stock concept; somo o
value a{)proach; many use an approved list of scouritics, These approaches ara
differont from one another and produce different results.

I realize that none of this is news to anyone in this audience of persons connected
with the trust industry. My sole purpose in describing the trust account rolation
ship and the factors influencing our investmont doclsions is to offor a olearer
pers&eotive to those oritios who beliove, and would have others holieve, that
assets of trust departments aro some enormous pool of capital, all invested in
equity securities, that is being used for all sorts of sinister purposes, Much of the
public and official ‘apprehension of the mannor in which trust departimonts carry
out their work arises from a failuro to understand that each trust is a separato
entity. Far from belng invosted in equities alone, these separate ontities have ine
vestments in corporate and municipal bonds, real estate and real estate loans,
treasury bills, notes and bonds, agenoy issues, commeorcial papor, and many other
asseta, In our own case, assets other than equities represent 40’? of all asscts in
our care. There is also a failure to comprehend that.hanks actively compete with
each other for trust business,

Just what aro the critics saying? What is it wo hear In the cacophony of oriticism?

Random House Diclionary of the English Language offors one deflnition of
cacophony as ‘“‘a discordant and meaningless mixture of different sounds.” What
we are hearing certainly fits that definition,

Discordant? Yes. Tho critics claim the existence of a ‘‘ground-swell of concern’’
when in fact, the only sound is their own public utterance. Meo.nmf;less? Indeed,
Many of the ill-conceived proposals would create the exact opposite offect that
their proponents claim to seck.

Our crities have come up with thelr solutions, including the spin-off of trust
departments from their banks, together with various proposals to restrict our in-
vestment activitics. It 1s claimed that this is necessary hecause of the potentials
for conflicts of interest and because of tho transiont phenomenon of the so-called
two-tier market,

It has been suggested, however, that separation of trust departments from
commercial banks would be beneficlal to the trust industry, as this would remove
it from the so-called stodgy image of bank trust departments. With due deference
to our colleagues from trust companies, man survei/s of our public image, whether
bank oriented or not, reveal the ‘‘stodgy’’ image, If this is the public’s true por-
ception, separation from the banks would do little to change it, But, I think we
make a mistake in assuming that the “stodgy’’ image Is one to bo avoided. I suspect,
that what the public has in mind when they rofer to us as “stodgy" is that they
consider us to be conservative and incorruptible and with a single-minded dedica~
tion to the best interests of our beneficiarics, Actually, they would not have it any
other way, and, neither would wo,

The broad consequences of the spin-off proposal would be to reduce the abllity of
trust departments to serve the publie, effect & major shift of power within govern-
ment and, as to one proposal, would creatoe an entirely new Federal bureaucraoy.

Moreover, several more fundamental considerations should not be overlooked
relative to the separation of trust and banking functions. Such an action would
have an adverse effect on bank stockholders due to the reduction in earnings
that would result from having to sot aside capital for a separate trust company.
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Separation would also impact on trust customers by reducing the amount of
capital protection which secures their assets. And, ironically, separation of trust
and banking functions would result, most likely, in a greater concentration of
assets as the smaller, less self-sufficient trust institutions became unable to con-
tinue without the supgort of their parent banks. The attendant absorption of
such smaller units by the larger surviving units, could in some regions, reduce the
availability of trust services to the public,

To hear our critics talk about the }mtentlal for conflicts of interest as a reason
for separation of trust departments from their banks, you would think that this
was something unique to the banking businoss., That is not the case. Confliots
of Interest and potentials for confllets of interest, abound in life, and every busi-
nessman, every professional man, every politiclan and every burcaucrat is exposod
to them. The significance lies not in their oxistence or potential oxistenco. The
signiﬁcanco lies in how confliots of intorest are avolded and how thoy are resolved
when they do arise, On this score, I submit that we of the trust industry aro
second to none in the proper treatment of conflicts,

Before leaving the subject of bank/trust image and bank/trust conflict of intorest

otontial, it may be worthwhile to quote a statoment appearing in the New York

ymes of October 7, 1978,

In an article, Dr, Willlam Wolman, Vice President and Ilconomist for Argus
Rescarch Corporation, observes that ‘. . . In an era when virtually all other
centers of wealth and power are suffering from deep public distrust, the banks
aro rldlnﬁ)hlgh in, public estcem.”” Dr. Wolman goes on to stato, ‘' Nowhere ia this
more visible than In . . . the hank trust department.” If this is true—and the
growth of accounts and assets entrusted to bank trust departments would suggest
that it is—then the critics' claims of a ‘‘ground-swell of public concern’’ seem
hollow indeed.

It Is just this success, this growth of assots placed in the care of the trust indus-
try, that appears to be tho impetus for much of today's eriticism of institutional
investors. This oriticism might be characterized as the ¢ Two-Tier Market Lam-
ment.”” Here, the ca.ccy)hony rises to a orescendo of proposals, most of which
appear to have been developed with little thought as to their possible conse-
quences. And in many cases, the critics—all of whom recite the same high-
sour}x‘dlng motl}ratlon-—-are in broad disagreement among themselves wi.h respoct
to tho proposals.

The ‘' Two-Tler Market Lament” has but one theme; it is to assert that the
policies and practices of institutional investors-—partlcuiarly large trust depart-
ments—have oreated a wide disparity between the price/earnings ratios of some
stocks and those of others.

Not content with just blaming our induatry for the two-tier market, our critics
g0 on to compound the charges by holding us resgonslblo for: the Henoml wenkness
of stock prices, the current lower levels of trading, the profit “crunch’” within
the securities ‘ndustry, and the inability of new corporations to raise capital
through equity issues. It is also said that we are such a dominant force in the
marketplace that the individual investor has been svared away.

One of our colleagues, Sam Calloway of Morgan Guaranty, has made some
incislve comments on the two-tier phenomenon, and he put it rather nicely when
he sald recently, ‘Blaming the two-tier market on investors is like blaming a
rainstorm on the people who put up their umbrellas.” I, like Calloway and others,
am of the opinion that the problem is cyclical, not structural. It is not something
that has been willfully created.

Rather than being investor-stimulated, the current two-tier market aberration
is a product of the economic conditions that have prevailed from the late 1960’s
through the early years of this decade. During this period, there was a relatively
flat trend in corporate earnings, growth was sluggish, inflation was felt hardest
in the service industry, and the dollar was overvalued. As a consequence, the
majority of Big Board companies, whose profits tend to move with the general
economy, had statio or lower earnings. In these circumstances, such stocks—
quite naturally—feel from investor favor. But there were some corporations
relatively recession-proof, that continued to maintain growth in earnings and
dividends and—again quite naturally—-the investors placed premiums on such
gtncks, Thus was born the present gap between the two-tiers of the marketplace.
No sinister manipulations by institutions, no wheeling and dealing to create ‘‘self-
fulfilling J)rophecies" (a phrase very popular with the critics these days), and no
concerted investment strategy by a giant monolithic investor; just the natural
forces of the marketplace at work in the classic manner.
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But, those very same natural forces are now beginning to swing the pendulum
the other way, and, I believe we can begin to observe the two-tier market correctin
itaolf. With the dovaluation of the dollar, rapidly rising commodity -prices, an
the prospect of steadier—ulbeit inflationary—growth, many of the lower tier
stocks are beginning to stir investor interest onco again. A recent analysis by our
own investmoent dopartment tends to verify this. Percentage changos of the
Standard & Poor's 500 Stock Index, and segments of the index, have been analyzed
over two separate time periods: Junuary 1, 1971 to July 3i, 1973 and July 31,
1973 to Soptember 20, 1973. A comparison of the rosults {llustrates what may be
the precursor of tho two-tier market correction in action,

For analytical purposes, the 8 & P 500 Index was segmented into three cate-
gories: baslo, moderate growth, and high growth stocks. The 1071-1973 figures
showed a percentage increase in the Index of 07.3 percent. Separato percentage
change calculations for the three categories clearly showed the nature of the two-
tier market, with the High Growth segment roflecting an increase of 67.5 percent,
tho Mgdemto Growth category up 4.4 percent and the Basic group down 8.5

orcent,
P Analyais of the more recont two-month period rovealed a significant change in
tho rolative figures. The chungo in the total Index was noarly flat, up only 0.2
Rgrcont. Howevor, the Iligh Growth catogory was down 6.4 percont, while the
oderate Growth segment was up 2.8 peroent, and the Basiec Group appears to
be coming on with an snerease of 6.7 percont. Thoe conclusion seems reasonable
that we may be seeing a significant broadening of the market.

Percont change
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July 31,1973  Sept, 20, 1973
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There are, no doubt, other points that could be made to refute the proposition
that tho trust industry and other Institutional Investors are responsible for the
two-tler market. And, if the lowly skunk can survive his critics, ko can we,

There are other, more perniclous, aspects to the criticisms evolving from the
fll-conceived proposals put forth by the critics, Among these proposals are:

(1) The imposition of a 5 percent limit on the amount of stock held by any insti-
tution in any one corporation;

2) Limitation on the amount of stock that can be sold in a given period; and

3) Ramoval of banks' authorization to market automatic investment service.

t Is paradoxicul that these very proposals, which the critics submit as cures
for all sorts of ills, would in fact, worsen the situation. An oxamination of the
proposals reveals the inconsistencies inherent in them,

he proposals for limiting holdings and the amounts sold have their origins,
again, In the misconceptions ahout the ‘“‘concentration” of trust department
holdings. My previous comments have, I hope, put this point in some perapective,
In addition, results of the recent American Bankers Assoclation survey on such
matters, adds evidence that the concentration theor{ is out of focus. For trust
departments holding in excess of 8750 million in assets ns of December 31, 1972,
the survey found an averago of 2,668 reparate stock holdings; the comparable
figure for our departmont was 3,22’9. A« another Index of concentration—or lack
of {t—the survey nsked what percentage of total assets were represented by the
departments’ top twenty-flvo holdings. Sixty-cight percent of the trust depart-
ments in the over $750 million assets group reported that their top 25 holdings
represented less than 50 percent of their equity assets; for our department, the
figure was 24 percent.

When you consider that only 54 percent of our assets are in equities, this means
that about only 13 percent of our total assets are represented by our top 25 hold-
ings. Bear in mind, that our top 25 holdings include those equity investments over
which we have no say whatever, In fact, as to 3 of our top 28 holdings, 60 percent
or more of the holdings are the result of customer dircction or the result of the
purpose for which an account was established.
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I think the message s clear, that in order to put our husiness and our invest-
ments in proper perapective it is not only important that we discuss the fact that
we are dealing with a multitude of separate entities, separately invested, but that,
oven with respect to aggregates, the aggregates must be broken down into their
significant components.

The American Bankers Associatlon survey also asked for data concerning the
number of cclulty security orders piaced during the first 6 months of this year,
categorizing tho ordors as: below $100,000, botwoeen $100,000 and $300,000, and
over $300,000. Twenty banks, all with trust assets over $2 billion, indieated an
avorage of 87 percent of the orders wore undor 8100,000, 9 percont of tho orders
were between $100,000 and 8300,000, and only 4 percont excocoded $300,000;
our comparable figures were, 94 perecent, 4 percent and 2 percent ros >ootlveiy.

Such trading data leaves no indieation of an Inordinate number of very large
trades which might precipitato abnormal market fluctuations, Morecover, it Is
obvious from the data ou holdings, that the trust industry’s investment declsions
go far beyond the favorite 50 or 70 issues of the upper tler. Nevertholess, the
popularity of the upper tier stocks is not denled; such popularity, however,
derives from the fundamental economlo considerations mentioned oariior, rather
than any ‘‘herd mentality”,

Wo are fortunate to have had recently some articulate spokesmon offering
comments concerning the proposals for limiting holdings and sales of stocka, "Thore
fs little I can add to their remarks. Suffice it to say that even tho most casual
anulfsis of these proposals would reveal thelr weaknesses: a limit of 6 percent on
holdings could seriously reduce investment in lower tler stocks since a 5 Pcrccnt
colling could in ome casos ropresent a relatively small investinent; a limit on
sales of stock would, in effect, ereate a ceiling on holdings at thoe sale limit, hocause
no investor would be inclined to loxo liquidity. And, as others have noted, both
proposals would create innumorable fiduolary dilemmas in deciding which account
mt?' hold which sceurity or which may sell,

side from such proposals, one group of critics appeared recently; with paid
counsel, hefore the Nenate Financlal Markots Subcommitteo during fxearlngs on
the Institutional Investor's Rolo in the 8tock Market. In the course of their
testimony, they urged the development of a ‘. . . legislative framework which
would compel the Institutions to take a look at (other) investment opportunitics.”
This comment, coupled with later assertions that freedom for investment judg-
ment must ‘‘yield to overriding national considerations’”, makes the message
loud and olear that this group is asking for legislation which would require us to
make investments, that in our host judgment, we otherwise would not make,
This is incredible.

Just what would they expeet us to do with such less desirable or fmmprudent
investments? Should we put them in the guardianship aceount for a veteran or
the guardianship account of a minor? How about a conservatorship for an clderly
person who can no longer look after his own affairs? S8hould we put such invest-
ments in a privato trust that a grandfather has set up to insure that his grand-
children have a proper education, or should we put them in a testamentary trust
for a widow of some decedent? And, what about that nest-cgg that some sclf-
employed individual has set up for his retiroment? What ‘‘overriding national
considerations’’ demand this treatment for our benefleiaries just hecause they have
& corporate rather than an Individual fiduclary looking after them? Porhaps such
less desirable investments should he reserved exclusively for the profit sharing
plans of the people who come up with such proposals.

Turning now to the charges concerning the ourrent role of the individual
investor in the market, brings me to the third proposal which would seek re-
moval of banks' authorization to market automatio investmont service. Our
critios’ reactions to, and actions against, this service are perhaps the most puzzling
})art of the cacophonf'. 1f we are to accept the claim that the critics are gonuinely

earful of the future for the small investor, then it {s most difficult to understand
:helr treai:st,ance to this service that provides an investment avenue for the small

vestor.

: The automatic investment service was designed specifically as a vohicle to make
it easior for the small investor to get into the marketplace. It is uctuau{ nothing
more than a traditional hank service of acting as an agent for customers in placing
purchase and sale orders for sccurities, through brokers. Utilizing computers
and other efficiencies, we are able to provide such a service to the customers at a
modest cost. It Is, in essence, simply old wine in new bottles.
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It should be added that the automatic investment service was developed after
surveys showed that this market existed and was not being serviced. A New York
Ttmes article of September 6, 1973 confirms what our research disclosed; that is,
there are several reasons why the small investor is reluctant to invest. Among the
reasons were: ‘‘seems too complicated’’, ‘““don’t know how to go about buying
stock”, ““don’t know anything about Wall Street”, or ‘‘don’t think anyone would
do business with someone with little to invest’’. These attitudes are cxactly what
the automatic investment service is designed to overcome. The service makes
investing so convenient and uncomplicated, that those with as little as $20 or $25
a month to invest can participate. And we feel, that when the small investor gets
settled into such a program and feels comfortable about buying stocks and wants
to buy more, he very well may want the services that a broker can offer.

Amidst all the clamor surrounding the automatic investment service, it is
worth remembering that the securities industry has had a similar plan of its own
since 1954, but has failed to market it due to indifferent acceptance by brokers
who felt the commissions were too small. This earlier plan, the Monthly Invest-
ment Plan, is, in some respects, superior to AIS; but, despite its advantages, if
it is not readiiy available to the interested investor, it is not a viable alternative.

Thus, we see the automatic investment service as one of few options available
to the small investor, and we feel that this service may be the stimulus needed to
introduce, or reintroduce, such investors to the market. It is not, as some critics
suggest, & ploy for banks to dominate the securities industry.

n the one hand, the securities industry bemoans the loss of the small investor
in the marketplace; on the other hand, they are equally vocal against our indus-
try’s attempt to stimulate small investor interest.

It has been said that the brokerage community’s fear, is that our industry’s
role in securities will grow and grow until banks become the basic force in the
securitics market. However, it is a long way from offering small account investing
services to running the brokerage industry out of business. This is especially true
when most brokers don’t seem to want these small accounts anyway. Dr. Paul
Nadler, Professor of Business Administration at Rutgers University, recently
commented ‘. . . the success of the bank programs so far, has resulted really
from the failure of the brokerage industry to maintain its interest in the small
investor, and in many cases to keep his loyalty and trust.”

As I haveo already acknowledged, the broker’s existing Monthly Investment
Program is to some extant, superior to our automatic investment service. This
being the case, the brokerage industry should be 5)ushin their own service rather
than fretting about competition and proposing legislation to stop it. After all,
as I see it there is a common goal here, and that is to encourage the consumer to
invest in America. ’

Well then, we have heard the cacophony of criticism and it seems sure to
reverberato for awhile longer. 1 believe that much of the criticism emanates from
a misunderstanding of who we are and what we do, In retrospect, perhaps our
industry itself, is to blame for some of the “mystique’ that surrounds our affairs.
Until fairly recently, it never occurred to us that anyone other than a competitor
was interested in knowing some of the details of our business. Consequently, we
have never felt the need (or desire) to talk about ourselves. And much of what we
would have to say is exceedingly dull. Nevertheless, it becomes increasingly
evident there are some things that would be of interest to the public, and talking
about them can only inure to our benefit.

The American Bankers Association supports disclosure of meaningful informa-
tion concerning investment activities. To be sure, investing is an important part
of our activities. It is, however, only an integral part of a greater relationship of
trust and confidence existin%between outselves and our beneficiaries; and I feel
that too much emphasis has been placed on the investing aspect. With us, invest-
ing is not, as it is with the mutual fund industry, an end in itself. We view invest-
ments as merely a means toward accomplishing a much larger foal.

We must go beyond simply disclosing investment transactfons. We must do
this to maintain the high level of confidence that the public has in us. We must
do this to check the possible erosion of confidence that may resultfrom ill-founded
criticisms, and we must do this to place our methods, and our operations, in
proper perspective for legislators. In order to accomplisfx these goals, we must be
willing to talk more about ourselves, and remove some of the mystery of our
operations. If we are mysterious to many of the people in our own banks because
of the ‘‘wall” that exists between trust and commercial banking, imagine what
an enigma we must be to outsiders,
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I submit that it is time to discard our traditional low profile and shift from a
passive to an active role in getting the whole trust story across. What is needed
is a national educational program under the auspices of the American Bankers
Association. It is almost certain that such an effort would yield a much better
understanding of our industry and the role we plaﬁr.

In developing a program, we should not lose sight of the fact that this is an era
of the consumer. Indeed, consumerism is no longer a ‘‘buzz word"’; it is a strong
and intelligent force that deserves our attention. After all, our beneficiaries them-
selves are consumers, We are aware that today’s consumer is more sophisticated,
more skpetical, and more demanding. The demand for truth and honesty has
become, and will continue to be, a major factor in marketing and advertising,.
Inasmuch as truth and honesty are our stock in trade, we would be most effective.

We have a fine industry and a good story to tell. The character and substance
of our story is not investments or investing; the character and substance of our
story is contained in Fred Whittemore’s Aloha Message presented at the close of
the recent Western Trust Conference: ‘‘ Within the Trust business, we are engaged
in life’s noblest calling, that of helping other people.”

WiLMiNgTON TRUST Co.,
Wilmington, Del., November 18, 1973,
Hon, LLoyp BENTSEN,

Chairman, Subcommittee on Financial Markels,
Commiltee on Finance,

U.8. Senate,

Washington, D.C.

DrAr SENATOR BENTSEN: We are sorry for the delay in submitting the question-
naire but unfortunately our computer records are not available in a form that
could readily provide answers to some of the questions. This has resulted in
considerable handwork and the consequent delay. It has also necessitated the use
of estimated figures as the last basic information we compiled was for the annual
Federal Reserve Board report as of December 31, 1972, .

An important point to be made is that as trustce we are dealing with a large
number of separate accounts, each requiring treatment based on its own indiviudal
circumstances, An account make-up that is prudent for one could he imprudent
for another. Thus, for example, fixed percentage guidelines could easily result in
improper application of our various fiduciary responsibilities, in some cascs even
to the detriment of the beneflciaries. ,

From the viewpoint of the economy as a whole, we can also envision long-term
difficulties in raising adequate capital funds if narrow limits are set as to the
amount our accounts could have invested in any single equity security. Our
country has heen built on. a philosophy of the assumption of risk and it seems
that a continuation of national growth with an improving standard of living is
dependent on the willingness of those with equity funds to use them in this area.
This requires the prospect of a reasonable profit. o :

Since Senator William V. Roth, Jr. of Delaware is & member of the Committee
on Finance, would it be permissable for us to send to him.g copy of the completed
questionnalre for his information? , o

Sincerely yours, s . ‘

W. D. MsRrT2,

,Senior Vice President.

1. What is the total dollar amount of your asscts under investment manage-
ment? $7,016,293,000 (12/31/72). : . ,

2. What is the dollar amount of your assets under investment management over
which vou exercise complete investment discretion? Estimated at $1,800,000,000.

3. What is the total dollar amount of your employee benefits plans under man-
agement? $2,5645,505,000 (12/31/72). :

4. What is the average annual inflow of employee benefit funds into your man-
agement? Estimated at $100,000,000.

5. What is the total dollar amount of the employce benefit funds under your
magla t(e)r(x)xg% gver which you exercise complete investment discretion? Estimated
at ,000, .

6. What percentage of the employee benefit funds under your management are
invested in common stock? 64.3 pereent (22/31/72).



42

7. Do you have more than 5%, of your aggregate discretionary funds invested
in one security? If so, in how many instances does this occur and what percentage
does the security (or securities) represent? Please list such securities. Christiana
Securities Co. common—31 percent; Du Pont Co. common—-13 percent; and
Gcnerc;l Motors Corp. common—9 percent. We have excluded all fixed income
securitics,

8. Are there any instances in which the aggregate discretionary holdings amount
to more than 5 percent of the shares of the security outstanding? If so, what are
the names of the companies held and what percentage of the shares outstanding
do your diseretionary accounts represent? Christiana Securities Co. common—21
percent; Abercrombie & Fitch—16 percent. We have excluded closely held and
famili') holding companies which are not readily marketable.

9. Does Jour trust department have some self-imposed limit on how much of
aggregate discretionary accounts will be allowed in one security in order to insure

liquidity for the individual accounts? If so, what is it? No. -

10. Do you have a personal opinion as to what would be a prudent percentage of
aggregate discretionary funds in one stock? 2 percent, 5 percent, 10 percent, 15

ercent? Since as trustee we are working with a large number.of accounts and the
nvestments in each are tailored to individual requirements, a general percentage
limitation is.not meaningful per se and can be detrimental.

11. Does your department have some self-imposed limit on how much of the
assets of one porifolio should be invested in one security? No. In general, diversifi-
cation is dependent on the objectives of the account and its dollar size.

~ 12, What is your personal opinion about a prudent limit for portfolio assets in
one company? See answer to Questions No. 10 and No, 11. We believe fixed limits
might be imprudent per se in some situations. Such limits might lead to unfortu-
nate results for a trust and its beneficiaries where tax basis is very low or where a
special relationship exists between the beneficiaries and the company whose shares
are held. There probably are other situations, too.

13. Does your trust department have some self-imposed limitation on the per-
centage of a company’s outstanding shares that the department’s aggregate
discreti&!;ar holdings will represent in order to insure liquidity for the individual
accoun 0.

14, Do you have a personal opinion as to what would be a prudent percentage
of the outstanding shares of a company to hold? 2 percent, 5 percent, 10 percent,
15 percent, 25 percent, 50 percent? See answer to Question No. 10,

15. Do you believe it is desirable for a trust department’s aggregate holdings
to represent a sufficiently large percentage of outstanding shares to enable it to
effectively control the company if it chose to do so? We would not buy stock with
the idea of obtaining enough to effectively control a company. We are investors,
not managers.

16. Can many widely held companies be effectively controlled with much less
than a 50 percent position? The answer may be ‘' yes”, but it is really necessary to

.. —know by whom control may be exercised and the percentage of stock required to
! effect that control would vary widely. :

17. In terms of concentration of economic power, would you see any danger in
bank trust departments holding and voting controlling interests in many non-
financial companies? What about several companies within the same industry?
No, because stock voting is based on fiduciary responsibilities and the background
of the individual accounts involved. Also it is unlikely that one trust department
would havé a controlling interest in many corporations.

18. What percentage of the shares in your discretionary investment accounts do
you hold voting rights and who decides how they are to be voted? This question
cannot be answered without a review of the governing instrument in each indi-
vidual account. As an estimate the percentage is probably quite high. A special

~ committee of investment officers of the bank reviews the proxy statement and
i determines the action to be taken,

19, If institutions are going to be allowed substantial positions in companies,
shouldn’t the shares be voted by either the beneficial owners or at least your
corporate or union client? If not, why not? No. Voting is an essentinl part of
investment management but we do consult beneficial owners on important en-
vironmental or social issues.

20. Do your investment officers meet with the management companies held by
the trust department or of those which are being considered for purchase? Our
analysts do maintain contacts with many important corporate managements,
though not all for obvious reasons,
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21. Are you concerned about the anti-trust question of owning large positions
in two companies in the same industry and then discussing new product lgles with
them? No. In those instances where we must face this question, the businesses are
sufficiently different so that such a problem does not exist. ft would be a real
problem if we were to be a possible link to effect anti-trust action but we are
not.

22. Are your investment decisions for discretionary accounts governed by an
investment committee? ‘Please briefly describe the decision-making structure.
The account manager makes the ultimate day to day decisions but all accounts
are reviewed at least once a year by the Investment Committee (compaséd of
senior investment, legal and account management officers). Investment selec-
tions are made in conjunction with the Investinent Division through joint action
of account managers and investment officers in regular small committee meetings
or by telephone. The Securities Committee (senior analysts) decides on appropri-
ateness of individual securities and general policy.

23. Is there a minimum capitalization which a company must have before it
is a practical investment for your trust department? If so, what is that capitaliza~
tion? No, but we do consider marketability and supply in investment decisions.

24, Ts there a minimum amount of average weckly trading volume in a com-
pany’s securities necessary to make it a practical investment for your trust
di?]partlinent? 1f 8o, what is that trading volume? No, but as in No. 23 it is & con-
sideration.

25. What is the average size of cash balances of the funds under your manage-
ment? The basic Folicy is to invest promptly all principal cash balances to the
fullest extent possible. At 12/31/72 time and demand deposits were $23,144,000.

20. Are cash balances from your trust department deposited on the commercial
side of your bank? Yes, except for less than 0.7 percent as of 12/31/72,

RESPONSE OF GIRARD BANK, PHILADELPHIA, Pa.

3154‘&?'{ i&tgg 8t,ot,al dollar amount of your assets under investment management?
/) » ) .
. 2. What is the dollar amount of your assets under management over which you
exercise complete investment discretion?

$1,397,543,000.

3. What is the total dollar amount of your employece benefits plans under
management?

$048,236,508.

4, What is the average annual inflow of employee benefit funds into your
management?

50,000,000.

5. What is the total dollar amount of the employee benefit funds under your

masr‘x’% egnsesn(t). O(bver which you exercise complete investment discretion?
’ .

6. What percentage of the employee benefit funds under your management are
invested in common stock? : : _

7. Dc you have more than 5% of your aggregate discretionary funds invested
in one security? If 80, in how many instances does this occur and what percentage
do&s the security (or securities) represent? Please list such securities.

00 '

8. Are there any instances in which the aggregate discretionary holdings amout
to more than b percent of the shares of the security outstanding? 1f so, what are
the names of the companies held and what percentage of the shares outstanding
do your discretionary accounts represent?

o, :

9. Does your trust department have some self-imposed limit on how much of
aggrefate discretionarr accounts will be allowed in one security in order to insure
liquidity for the individual accounts? If so, what is it?

No. The establishment of arbitrary limits on the purchase of a single stock is
contrary to accepted principals of portfolio management. Account circumstances,
prevailing market conditions and future expectations normally dictate the com-
position of individual portfolios and this, in turn, is reflected in aggregate holdings.

10. Do you have a personal opinion as to what would be a prudent percentage
of aggregate discretionary funds in one stock? 2 percent, 5 percent, 10 percent,
15 percent?

ee reply to number 9 above.
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11. Does your department have some self-imposed limit on how much of the
assets of one porifolio should be invested in one security?

No. Informal guidelines suggest that portfolio managers limit investments in
any one security to 5~10 percent of the aggregate value of the portfolio. There are
cases, however, where account circumstances dictate larger, single holdings. The
size of the portfolio, the creator’s outside holdindgs and the inherent riskiness of
the investment are important factors to be considered.

12, What is your personal opinion about a prudent limit for portfolio assets?
In one company? :

See reply to number 11 above. .

13. Does your trust department have some self-imposed limitation on the
percentage of a company’s outstanding shares that the department's aggregate
discreti&t';ary holdings will represent in order to insure liquidity for the individual
accoun

See attached Exhibit A entitled ‘‘Limitation on Individual Trust Department
Stock Holdings’.

14, Do you have a personal opinion as to what would be a prudent percentage
of the outstanding shares of a company to hold? 2%, §%, 10%‘: 16%, 26%, 509,?

See reply to number 13 above.

15, Do you believe it is desirable for a trust department’s aggregate holdings
to represent a sufficiently large Fercentage of outstanding shares to enable it to
effectively control the company if it chose to do to?

Not under ordinary circumstances. However, this condition may exist as a
result of receipt, in kind, of a large block of stock (not by purchase) from the
owner of a family business or a closely held corporation.

16. Can many widely held companies be effectively controlled with much less
than a 509, position? ‘

We do not feel qualified to comment on this point since the ejrcumstances
surrounding ‘‘effective control’’ differ from company to company.

17. In terms of concentration of economic power, would you see any danger
in bank trust departments holding and voting controlling interests in many non-
financial companies? What about several companies within the same industry?

Proper exercise of fiduclary responsibility dictates that trust department
investments must serve the long term needs and objectives of the accounts in
which they are purchased. It is unthinkable that a Trust Company could fulfill
this ob\l{’gation and yet purchase or hold securities for self-motivating reasons.

18. What percentage of the shares in your discretionary investment accounts
do ‘zou hold voting rights and who decides how they are to be voted?

e hold voting rights in virtually all of our accounts and the Investment
Policy Committee determines how the votes gre cast. For your information, we
have attached a cory of a policy statement entitled ‘‘ Guidelines for Voting Proxies’’
and have marked it Exhibit B.t w

19. If institutions are going to be allowed substantial positions ifi companies,
shouldn’t the shares be voted by either the beneficlal awners or at least your
corporate or union client? If not, why not? ey a P
. The creator of the Agreement of Tx;ust clearly has the right to determing who
votes proxies and he usually exercises that right wheti the Instrument'is drawn,
Trustees are normally bound by those provisions. e, g

20, I{o your investment officers meet with the management ¢ompanies held
by the trust department or'of those which are being considered for purchase?

Yes. We consider management contacts as' one of a broad variety of piblic
information sources available to us in analyzing the investment security. .

. 21, Are you concerned about the anti-trust question of owning large pogitions
ini t%\w;)hcon%punies in the same industry and then discussing new product lines
wit em ‘ ’ ' ‘

Most corporations have highly developed policies which prohibit disclosure of
insider information. Sound, well-managed corporations do not disclose new product
or similar such information to investors. As long-term investors we would look
dimly on any company that germitted leaks of insider information.

22, Are your investment decisions for discretionary accounts governed by an
investinent committee? Please briefly describe the decision-making structure.

The Trust Investment Policy Committee initially establishes the broad {nvest-
ment and economic framework from which industry and individual companies
are selected for study by our Investment Research and Economics Division,
Recommendations of the security analysts are then considered and approved

1 Exhibit B was made a part of the officlal files of the committees. !
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by our Investment Selection Committee. Following this process, individual
account managers have the ultimate responsibility for selecting securities from
an approved list that best fit the needs of each account. Each of the aforementioned
c(i)ﬁmmunities is composed of experienced members of the Trust Department’s
officer group.

23. Is there a minimum capitalization which a company must have before it
is a practical investment for your trust department? If so, what is that
capitalization?

here is no hard and fast rule establishing minimum capitalization guidelines
for investment. Market ability is a key determining tactor.

24, Is there a minimum amount of average weekly trading volume in a com-
pany’'s securities necessary to make it a practical investment for your trust
de%artment? If so, what is that trading volume?

. }:)ating supply must be adequate to accommodate the position we take in a
stock.

25, Vﬂtf;lat is the average size of cash balances of the funds under your man-
agemen

Less than two-tenths of 1 percent of the assets under management.

26. Are cash balances from your trust department deposited on the commercial
side of your bank?

Yes, in accordance with Section 403(c) (iii) of the Pennsylvania Banking Code.
Deposits are secured by pledge of United States Government and Commonwealth
of Pennsylvania Bonds.

ExmsiT A

LiMITATION ON INDIVIDUAL TRuUsT DEPARTMENT SToCK HoOLDINGS

To avold marketability problems and possible ‘‘insider’’ involvement, it is con-
sidered advisable to place limits on total Trust Department holdings of individual
stocks recommended for purchase. 5% of floating supply is suggested for guideline
purposes, but it is recognized that ad‘imerence to an arbitrary figure presents diffl-
culties at the portfolio management level, Instead, Investment List holdings shall
be monitored on a regular basis for size, and where such holdings exceed a 5%
figure, recommendation for further purcfw.ses shall be cleared with the Division

ead. Stocks in this category shall be so marked on the Investment List.

HARrRris TRUST AND SAVINGS BANK,
Chicago, Ill.,, November 26, 1973.
Hon. LLoyp BENTSEN,

Chairman, Subcommiltee on Financial Markets, Committee on Finance, U.8. Senate,
Washington, D.C.

DEAR S8eNATOR BENTSEN: In accordance with vour request of October 23, we
are enclosing a copy of your questionnaire with our responses bearing numbers
which correspond with the numbers of the questions.

We regret that the specifie information ag to values is not current, but it has
been our practice to compile such information only onco a year in order to fill out
an annual report to the Federal Reserve Board. In making this annual report we
have not attempted to break down the responsibility into complete, shared or
none as thisis not called for. _

Our last year's report to the Fed showed 5,400 separate accounts—employee
benefit trusts, personal trusts, estates and investment advisory accounts, each
controlled by a separate document or documents with varying degrees of invest-
ment responsibility not only between accounts, but in many instances between
some of the securities held within a specific account.

Yours very truly, .
JAMEs E, MANDLER, Senior Vice President.
Enclosure.

No. 1. The most recent date for which figures are readily available is Octo-
ber 31, 1972. The figures for that date show.an aggregate of trust assets under man-
agement to be & ;i{oximately $6,970,000,000. This figure as so stated is market
value for Federal Reserve Board reporting purposes, except that bonds for that
purpose were taken at par. Wherever in answer to these questions dollar figurces
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are given, the dollar figure is from the said report to the Federal Reserve Board,
and at the value basis as used in that report.

No. 2. The figures available at this time are not susceptible of being broken
down g0 as to show separate dollar amounts for assets or funds over which we have
complete investment discretion, as contrasted with limited discretion, or discretion
jointly with others, or no discretion.

No. 3. $3,393,000,000 on the same basis as referred to in answer to No. 1 above.

No. 4. Based on records which are not neccessarily kept with the detail to
answer this question with complete certainty (since this detail is not part of our
regular accounting procedure), the average for the four vears ending Novem-
ber 30, 1969 to November 30, 1972, both inclusive, was $187,500,000. This figure
excludes amounts initially received during such period which consisted of transfers
of new business to us from other management.

No. 5. The figures are not available to answer this que: tion for the same reasons
as stated ahove in answer to question No. 2.

No. 6. Estimated at 609 to 709, the percentage varying in most cases de-
pending on our policy assessment as to the comparative merits of bonds versus
stoek for particnlar funds at particular times, and our assessment of the degrees
of equity exposire appropriate to each fund or account.

No. 7. No, This answer is based on the records available to us at this time as
rol‘&rro% to in the answers to questions No, 1 and No. 2 above,

0, 5,

American Telecommunications Corp., Common——6.8 percent.

Den-Tal-Ez, Inc., Common—8.9 percent.

(llobe Amerada Glass, Common—=0.9 percent.

Hughes Tool Company, Common—3.1 percent.

G, D, Searle & Co., Common—26.6 percent.

The foregoing data is furnished on the basis that the phrase ‘‘aggregate dixcre-
tionary holdings’’ is intended to cover securities in respeet of which we have com-
plete investment discretion; however, some of the trust documents in respeet of
the trusts in which certain of the above shares are held, particularly those of
Q. D, Searle & Co., contain specific lnnguage expressly stating the intention of the
testator or settlor that the stock should be retained.

We have not listed other equity investments where our aﬁregate discretionary
holdings would exceed 5% in situations where the securities are closely held
rather than publicly traded and in situations where the securities are preferred
or preference shares which have no voting rights or where the voting power of our
holding was insignificant when related to the voting power of the common stock.

No. 9. So far as liquidity standards are concerned we do not entirely relate the
amount of investment in a given security to the amount of the fund or aceount
in which the investment is held, as your question might imply. Generally speaking
})orcentages for liquidity are related to the amount of the turnover in the market

or that security over the period of the immediately preceding four calendar
quarters. In addition, we give consideration to the amount of our investments in
any one stock to the ratio which the number of shares in all disoretionary accounts
holding that stock bears to the aggregate number of shares of that stock outstand-
ing. Using the standards as just stated, we do have a guideline of referring a
ercentage in excess of 5% of the amount of stock outstanding to our Trust
nvestment Committee, on a monthly review basis, for determination of whether
holdings in excess of the 5% referred to should be retained or reduced and if so
in what manner. Similarly we have a policy of referring to the Trust Investment
Committee situations where the aggregate discretionary holdings in the Trust
Department of a ﬁlven stock would exceed 20% of the known trading volume of
that security in the immediately preceding four calendar quarters,

We might add that we have limited our responses to stock holding because in our
opinion it is not meaningful to apply those same somewhat formalistic standards
to holdings of evidences of debt of any issuer. As an example, the turnover rate
in the marketplace would be, at the best, an uncertain, if viable at all, standard
in the case of debt securities,

No. 10. We would not be willing to state that any given percentage you men-
* tioned is ?rudent or, on the other hand, imprudent, and our unwillingness to so

state applies whether the percentage is to be related to the aggregate disoretionary
funds considering the Trust Department as a whole, or the percentage is to be
related to the aggregate amount of the discretionary funds in any particular
account. The nature of and particular circumstances and terms applicable to the
particular trust would have to be taken into account, This is especially true where
the trusts might be generally called *“family trusts” (whether under wills or living
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trusts), especially where a large part of the value of the fund or trust consists of
a high percentage of the stock of a given company. Accordingly we are unable to
flatly state that any given percentage is on the one hand prudent and that, on
the other hand, a larger percentage is necessarily imprudent. The most we can say
is that 109, would probably be the maximum percentage of aggregate discretionary
funds in one stock that is publicly traded; buti on the other hand there would he
many publicly traded stocks in which, despite the 10% guideline, the maximum
percentage should be lower.

No. 1. We do have what might be better called “self-imposed guidelines,”’
rather than “self-imposed limits’’ in this area. This guideline is 20 percent and
exceptions to such a guideline would be referred to the Trust Investment Com-
mittee for its approval. In all cases the principle of diversification of investments
must be and is Lept in mind, and nccessarily t{;is principle of diversificatioir might
lead to a sialler or a larger percentage in a particular issue. As an example larger
aceounts might well have investments in a larger number of different isstes com-
pared to smaller accounts, and as a result the question of exceeding the guidelines
would rarely arise. On the other hand, particularly in smaller actounts, selling
holdings solely for the purpose of meeting guidelines might result in waste of
trust assets due to reduction of net trust assets resulting from tax consequences,

No. 12. The writer's })crsunnl opinion is not different than that expressed in
answer to question No, 11,

No, 13. We believe the answers to questions No, 9, 10 and 11 fully answer
question No. 13, |

No. 13. We helieve the answers to questions No, 8, No. 10 and No, 11 fully
anxwer question No. 13, :

No. 14, The writer's personal opinion would not be different than the answers to
questions No, 9, No, 10 and No. 11,

No. 15. Control is not an objective of a trust department’s investment policies
and does not enter into its considerations; however, at the same time we recognize
that in speecial situations involving stock in nonpublicly held small companies it
might beecome prudent, if not necessary, to have a controlling interest in order to
effectively protect the investment, or to carry out the testator’s expressed purposes,

No. 16. Yes, depending on what definitions are made of “much less” and of
what are “widely held” companies. As an example, depending entirely upon the
concentration among other owners of the remaining shares and the degree of co-
operation on unanimity or relationship between such owners, it could be that less
than 50 percent would he necessary for effective control; but in other cases,
depending on the factors referred to it might be necessary to have more than 50
percent in order to effectively control a given company.

No, 17. No,

No. 18, This Yorccntage is not available and would vary from company to
company depending on the trust accounts in which shares of that company were
held and the language of the trust documents. In the Investment Advisory area,
for example, most of the shares for which we have investment responsibility are
voted by the individuals or corporations for whom such portfolios are held.

In most of the Employee henefit accounts we have voting responsibility, but
in the Personal Trust area there are many accounts whereby the terms of the
instrument stock is voted by co-trustees or investment advisors,

No. 19, Your question is most difficult to answer, particularly because it in-
volves 80 many different policy questions that in themselves could be debated
almost endlessly. The difficulties probably stem from the basic fact that it is not
the institutions themseclves that have the substantial positions. Rather it is
thousands of individual accounts which together in the afggregate have the posi-
tion, and those accounts have in turn more thousands of heneficiaries taken to-

ether. Substantial goaitions in any stock necessarily involve the exercise of
fudgment and discretion in solving the questions of prudent management which
are necessarily involved in that area as indicated in the answers already given to
other questions. Voting the shares is an entirely different question which is not
governed or decided by the c“xestion of whether the holding is or is not suhstantial
nor hy the question of whether the substantial holding is or is not prudent. One
of the significant reasons we are appointed to serve as trustee or invsetment agent
is in many cases that the settlors, corporations, beneficiaries, eto.,, want us to
handle such matters because of our greater knowledge. We do not decide the ques-
tion as to whether we are or are not to have voting power, either alone or in con--
junction with others, The terms of the instrument and the wishes of the testator
or settlor as therein expressed govern that. If, however, by law now passed trus-
tees are not to be permitted to vote where the aggregate holdings are‘‘substantial,”
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a whole host of questions arise as to who is to be entitled to vote in lieu thereof.
In many if not most cases it would obviously be impractical from time considera-
tions as well due to the large number of beneficiaries involved, or because of lack
of interest by the beneficiaries, or some of them, to ask or to require them to vote.
In turn serious questions of fairness would arise if the trustee institution is to be
simply barred from voting the shares for which it has investment responsibility,
since the non-institutional holders would thereby through statutory fiat be pere
mitted to have a disproportionate voting power in respect to their percentage of
ownership in the company. We are hardly qualified to answer your question except
by in turn asking a whole series of questions, the answer to most of which are
beyond our qualifications and expertise.

0. 20, Yes. Investment Research personnel makes periodic calls on companies
whose securities are being considered for purchase and in companies whose
stocks are approved for purchase. Such contacts are in person at the company’s
office, by telephone, or by attendance at meetings for analysts conducted by
companies. Such contacts are most often with people in the company whose
lob t is to talk to analysts rather than members of senior management, although
n some cases the contaots are members of senior management.

No. 21. Your question poses a hypothetical situation which to our knowledge
has never arisen and which we believe from the nature and purposes of investment
research is highly unlikely ever to occur. As indicated in answer to question No. 20
the investment research personnel of our institution would in most instances talk
only to personnel of the issuer whose job it is to talk to analysts and the subject
of new product lines would come up only in that relation, and solely for the
purpose of our investment research personnel including facts, if any, with respect
to new product lines in the digests given to our investment committees for use in
making up their own minds as to the merits of the investment in the securities of
that compan%. Put another way, the investment researchers who talk with
management have the job of digesting for use by the investment committees of
the Trust Departments (see answer to question No. 22) who will make the invest-
ment decision the facts and information they are able to absorb from their cone
ferences as referred to and from other independent research.

No. 22, The appropriate investment policy for ang particular account is deter-
mined by the particular investment committee to which that account is assigned.
There are four such investment committees, one for investment advisory accounts,
one for employee benefit accounts, and two for personal trust accounts. Changes
in stock-hond proportions to be aimed at for all accounts are governed by a
subcommittee called the Investment Quidance Committee of the Trust Invest-
ment Committee. Guidelines for industry diversification of common stocks and
selection of stocks for our Working List are determined by the Common Equity
Committee. The diversification of fixed income securities and the seloction of
such securities for the Working List are determined by the Fixed Income Com-
mittee, Selection of issues for the individual accounts is the responsibility of the
particular portfolio manager to whom the particular account is assigned, but
only from a list of issues approved by one of the investment committees above
referred to as eligible for use.

No. 23. Generally speaking the minimum market value of outstanding shares
for any given company would be $100 million if it is to be a practical investment
for individual accounts within our Trust Department. With regard to common
stocks held exclusively in commingled funds, the minimum market value of
outstanding shares that is generally considered practical is $10 million.

No. 24, We believe our answers to questions No. 9, No. 10 and No. 11 are to
some extent pertinent here. As mentioned earlier, we do have a limitation of
a?gregate holdings related to the volume of trading. We will not exceed 20 percent
of the annual trading volume without approval of the Trust Investment Com-
mittee. This would be approximately equivalent to four-tenths of 1 percent on an
average weekly basis.

No. 25. This average figure is not readily available, although we do believe that
only aﬁfroximately 15 of the aggregate cash balances held in the trust department
are held in accounts where we have some degree of investment responsibility, dut
or rifht. However, even in those cases, much of this cash would be income cas
waiting the speoi({ed distribution date and/or funds held to complete purchases
of securities which have not yet been delivered hy the brokers on scttlement
date. The daily averagﬁa aggregate cash balance in the trust department for the
first nine months of this year was $75,671,000 and approximately 2§ of this
was held in accounts where we have no investment responsibility, duty or right,
such as Custodian, Transfer Agent, Corporate Trustee, and Bond Paying Agent,
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ete. In accounts whefe we have the necessary responsibility, duty or right, our
investment managers are charged with the responsibility of investing all principal
cash ih excess of $1,000 (just reduced to $500) and this is monitored at least weekly.
We should also point out that this policy of trying to keep cash balances at the
minimum results on any given day in any number of accounts being overdrawn
rather than having a cash balance therein. Generally the reason for the overdrafts
is that deliveries to and from the brokers do not exactly coincide so as to be able
to balance inflow and outflow of cash, These overdrafts can amount to substantial
sums in the aggregate on any given day, sometimes as much as $6,000,000.

No. 268. Yes, Under Illinois law all cash balances of our trust department on
deposit in. our own bank must be and are secured by a lien on securities having an
aggregate market value at all times of at least 100 percent of the amount of such
trust funds now on deposit. This applies to all cash balances, whether or not we have
any responsibility, duty or right with respect to investment of funds in the re-
spective accounts out of which the cash balances arose. Obviously, if such cash
balances were not deposited in our own institution, the beneficiaries would not
have the benefit of the lien and security above referred to.

THe NowrtuerN Trust Co.,
Chicago, Ill.,, November 13, 1973,
Senator LLoyp BENTSEN, )
Chairman, Subcommittee on Financial Markets,
Commiltee on Finance, U.8. Senate, Washington, D.C.

DEeAR SeENATOR BeENTSEN: I am enclosing our responses to the questionnaire
which accompanied your letter of October 23. We have attempted to keep these
relatively brief, but on the other hand I trust that they will be adequate for your
Hurposes.

l IF we can be of any further assistance, don’t hesitate to call.
Very truly yours,
RoBERT F. REUscHE,
) Sentor Vice President.

1. What is the total dollar amount of your assets under Investment man-
agement?

$06,459,000,000.

2. What is the dollar amount of your assets under management over which
you exercise complete investment discretion?

$2,759,000,000.

3. What is the total dollar amount of your employce benefits plans under
management?

$968,534,000. ’

4, What'is the average annual inflow of employee benefit funds into your
management?

Three-year average=$108,000,000.

5. What is the total dollar amount of the employee benefit funds under your
ngéas egé%n(tio%ver which you exercise complete investment discretion?

,000.

8. What percentage of the employce benefit funds under your management

are ins%e(;ted in common stock?
0

7. Do you have more than 5% of your aggregate discretionary funds invested
in one security? If so, in how many instances does this occur and what percentage
do?\? the security (or securitics) represent? Please list such securlties.

o.
8. Are there any instances in which the aggregate discretionary holdings
- amount to more than 5% of the shares of the security outstanding? If so, what
are the names of the companies held and what percentage of the shares putstand-
in%do your discretionary accounts represent?

rom time to time, our aggregate discretionary holdings in any one security
might exceed 5% of the shares of the outstanding security. Currently, we have
no holdings in this category.

9. Does Xour trust department have some sclf-imposed limit on how much of
aggregate discretionary accounts will be allowed in one security in order to insure
liquidity for the individual accounts? If so, what is it?

We do not have a self-imposed limit on the amount of discretionary funds that
will be allowed in one security. Rather, we attempt to impose limits upon the
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percentage of funds that will be committed to any one security in terms of its
aggregate common equity market value,

0. Do you have a personal opinion as to what would be a prudent 8ercentage of
aggrega';,e discretionary funds in one stock? 2 percent, 5 percent, 10 percent, 15
percent

See answer above to Question 9. Circumstances will vary so widely as to make
a specifle single figure percentage inappropriate,

11. Does your department have some self-imposed limit on how much of the
assets of one portfolio should be invested in one security?

We vary position size, i.e. limits in our individual portfolios, dependin{; on our
specific market strategy. In certain cases, the position size could be ag low as a
maximum of 2 percent and in others it could range as high as 6 percent.

12, What is your personal opinion about a prudent limit for portfolio assets
one company?

Refer to answer to Question 11,

13. Does your trust department have some self-imposed limitation on the
percentage of a company’s outstanding shares that the department’s aggregate
dlscreti&x;ary holdings will represent in order to insure liquidity for the individual
accoun

In the event that our total trust department holdings approach 5 percent of the
aggregate market value of the individual company’s common shares outstanding,
we review the company and the nature of our holdings quite closely to determine
whether any further purchases should be allowed. Only in rare instances do we
permit additional acquisitions, and in no cases do our purely discretionary holdings
exceed this limit.,

14, Do you have a personal opinion as to what would be a prudent {)ercentage
of the outstanding shares of a com'}mny to hold? 2 percent, 6 percent, 10 percent,
15 ];)ercent, 25 percent, 50 percent

lease refer to 13 above,

15. Do you believe it is desirable for a trust department’s aggregate holdings to
represent a sufficiently large percentage of outstanding shares to enable it to
effectively control the company if it chose to do so?

No. Our discretionary purchases of common stock are dictated solely by invest-
ment considerations.

16. Can many widely held companics be effectively controlled with much less
than a 509, position?

We would presume so.

17. In terms of concentration of economic power, would you see any danger in
bank trust departments holding and voting controlling interests in many non-
financial companies? What about several companies within the same industry?

See answer to Question 15,

18. What percentage of the shares in your discretionary investment accounts
do you hold voting rights and who decides how they are to be voted?

e do not maintain records which readily enable us to tell with statistical
accuracy what percentage of the shares in our discretionary investment accounts
are voted by us, In determining how such shares are to be voted, the Senior In-
vestment Committees, composed of four senior officers in the Trust Department
and the Bank’s senior economist have developed general guidelines. In many of
these, i.e., election of directors, approval of auditors, etc., we vote in accordance
with management requests. On such proposals as stock option plans, elimination
of pre-emptive rights, mergers and acquisitions and socially sensitive issues, we
treat each case on its own merits. e '

19. If institutions are going to be allowed substantial positions in companies,
shouldn’t the shares be voted by either the beneficial owners or at least your
corporate or union client? If not, why not?

In view of our answer to Question 15, we would have no objection to this sugges-
tion. An obvious practical problem is the additional operating expense which
might be imposed upon all parties.

0. Do your investment officers meet with the management companics held by
the trust department or of those which are being considered for purchase?

The analysts in our Investment Research Department call on the financial
officers of companies held or being considered for purchase to discuss the relevant
investment considerations,

21. Are you concerned about the anti-trust question of owning large positions
mittl‘lwtoh cor‘;xpanies in the same industry and then discussing new product lines
w em .,
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The information that our investment research analysts obtain from companies
about their products is available to the investing public at large. Therefore, we
see no anti-trust implications in our investment research efforts.

22. Are your investment decisions for discretionary accounts governed by an
investment comimittee? Please briefly describe the decision-making structure.

There are two major committees involved in investment decision making.
The first is the Stock Selection Committee which consists of five Senior Investment
Officers. Its role is to identify attractive or unattractive stocks using a coding
system. The second committee is the Senior Investment Committee whose role
is to formulate broad policy. The latter comnmittee consists of three Senior In-
vestment Officers, a Bank Economist and the head of the Trust Department.

23. Is there & minimum capitalization which a company must have before, it
is 9i pr?actica.l investment for your trust department? If so, what is that capitali-
zation

Generally speaking, we try to look at investments which have a common stock
capitalization of $100 million at market. :

24. Is there a minimum amount of average weckly trading volume in a company’s
securities necessary to make it a practical investment for your trust department?
If so, what s that trading volume?

We have no specific minimums in terms of average weekly trading volume but
this is a fact that we consider clusely before approving a new investment situation.

25.?What is the average size of cash balances of the funds under your manage-
ment

Our policy is that no more than $1,000 of uninvested principal cash will be re-
tained In any account. Funds in excess of this amount are automatically invested
in short-term securities.

26. Are cash balances from your trust department deposited in the commercial
sid{;’ of your bank? -

C8, ’

REsPoONSE OF THE NATIONAL BANK oF DerTroOIT

1. What is the total dollar amount of your assets under investment manage-
ment? $6,072,080,860.

2. What is the dollar amount of your assets under management over which you
exercise complete investment discretion? $3,112,057,049.

3. What is the total dollar amount of your employee benefits plans under
management? $4,800,204,471.

4, What i8 the average annual inflow of employee benefit funds into your man-
agement? $439,404,000.

5. What is the total dollar amount of the employee benefit funds under your
management over which yvou exercise complete investment discretion?

$2,705,830,100.

6. What percentage of the employee benefit funds under your management are
invested in common stock? $3,567,214,038 or 73 percent,

7. Do you have more than 59 of your aggregate discretionary funds invested
in one security? If so, in how many instances does this occur and what percentage
do&e} the security (or securities) represent? Please list such sccurities.

0. !

8. Are there any instances in which the aggregate discretionary holdings amount
to more than 5 percent of the shares of the security outstanding? If so, what are
the names of the companies held and what percentage of the shares outstanding do
your discretionary accounts rorresent?

There are nine companies In which aggregate discretionary holdings exceed
5 percent, ranging from a low of 5.27 percent to a high of 10.1 percent. Seven of
the companies are listed on the New York Stock Exchange, one is listed on the
American Stock Exchange, and one is traded over the counter. We can attach no
significance to the individual names held.

9. Does dvour trust department have some self-imposed limit on how much of
aggregate discretionary accounts will be allowed in one security in order to insure
liquidity for the individual accounts? If so, what is it? '

Our self-imposed limit relates to our judgment as to marketability and varies
depending on the floating suploly. In no case does the limit amount to as much as
6 percent at the time of acquisition,

10. Do you have a personal opinion as to what would he a prudent 1percentage
?g aggregap?e discretionary funds in one stock? 2 percent, § percent, 10 percent,

percent
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The percentage held would vary with market judgment from as little as 2 per-
cent to as much as 9 percent.

11. Does your department have some self-imposed limit on how much of the
assets of one porifolio should be invested in one security?

Our diversification schedules may reflect varying percentages from 2 percent
to 5 percent at acquisition and as much as 10% in some cases as a result of

appreciation.
2. What is your personal opinion about a prudent limit for portfolio assetsin

one compan{?
A range of b percent to 10 percent depending on & number of variables.
13. Does your trust department have some self-imposed limitation on the per-
centage of a company’s outstanding shares that the department’s aggregate dis-
cretionary holdings will represent in order to insure liquidity for the individual

accounts
We have no official policy, however current practice is to hold less than 10

percent for liquidity purposes.

14. Do you have a personal opinion as to what would be a prudent percentuge
of the outstanding shares of a com.})any to hold? 2 percent, 6 percent, {)0 percent,
15 percent, 25 percent, 50 percent 4

he response would relate to judgement as affected bs' the available floating
supply, the number of holders,historic trading activity, and perhaps other factors,
and would vary as between very small companies and very large companies.

15. Do you believe it is desirable for a trust department’s aggregate holdings to
represent o sufficiently large ‘percentage of outstanding shares to enable F: to
effectively control the company if it chose to do so?

16. Can many widely held companies be effectively controlled with much less
than a 50 percent position?

No, if the control is attempted by a holder outside the management group.

17. In terms of concentration of economic power, would you see any danger in
bank trust departments holding and voting controlling interests in many non-
financial companies? What about several comlpanies within the same industry?

In view of the dominant responsibility (allegiance to the interests of bene-

. ficiaries), no evidence of abuse of power in my 8xperience.

18. What percentage of the shares-in your discretionary investment accounts
do you hold voting rights and who decides how they are to be voted?

100 percent of shares, oxclusive of bank stocks, where voting righta have been
specifically disclaimed. Voting is determined by the Trust Investment Committce,

19. If institutions are going to be allowed substantial positions in companies,
shouldn’t the shares be voted by either the beneficial owners or at least your cor-
porate or union client? If not, why not? - :

Interests of beneficial owners and corporate or union clients might be better
served if the shares are voted by a professional investment manager able to ap-
praise the impact of proposals in the proxy statement on the investment.

20. Do your investment officers meot with the management companies held by
theY trust department or of those which are being considered for purchase?

es.
_ 21, Are you concerned about the anti-trust question of owning large positions
i?) twg companies in the same industry and then discussing new product lines with
em

We are not concerned because managers are aware of the problem and refuse to
discuss information which has not been released to the public on new product
developments. Our solution is to research this area elsewhere (through independent
research organizations, with competitors, other analysts, ete).

22. Are your investment decisions for discretionary accounts governed by an
investment committee? Please briefly describe the decision-making structure.

Yes. The committees establish over-all guidelines (bond/stock ratios, quality
standards, buy-hold-sell lists).

23, Is there a minimum eapitalization which a company must have before it is a
practical investment for your trust department? If so, what is that capitalization?

Yes. Related to the available floating supply. Our current guideline ls the ability
to acquire $15 million worth of security over a period of one year.

24, I8 there a minimum amount of average weekly trading volume in a company’s
securities necessary to make it a practical investment for your trust department?
If s0, what is that trading volume? ‘

We have not established a minimum weekly volume figure in view of significant
over~-the-counter blockage trading activities not adequately reported.

256. What is the average size of cash balances of the funds under your

management?
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The amount is nominal relative to the account size consisting of accumulating
interest on dividend receipts and sufficient to meet current expenses.

26. Are cash balances from your trust department deposited on the commercial
side of your bank?

Yes. Anything above nominal amounts would be invested in appropriate short-
term instruments of high quality.

FirsT NATIONAL CIiTY BANK,
New York, N.Y., December 3, 1973,
Senator LLoyp BENTSEN,
Chatrman, Subcommittee on Financial Markets,
Committee on Finance, U.S. Senate, Washington, D.C.
DEAR SENATOR BENTSBN: Further to John W, Heilshorn's letter of November 5,
1073, and in his absence, attached is Citibank’s response to your questionnaire.
We trust it will be hel tul to you and your Subcommittee. Please do not hesitate
to contact us further if it prompts any questions.
Sincerely,

4

P. W, HEesToN.
1. What is the total dollar amount of your assets under investment mnanage-

ment

$16.5 billion.

2. What is the dollar amount of your assets under management over which
you exercise complete investment discretion?

$10.4 billion,

3. What is the total dollar amount of your employee benefits plans under
management?

$9.3 billion,

4, What is the average annual inflow of employee benefit funds into your
management?

Gross annual additions approximate $900 million,

5. What is the total dollar amount of the employee benefit funds under your
mz‘z&%agegn“ﬁnt over which you exercise complete investment discretion.

$8. on,

6. What percentage of the employee benefit funds under your management are
invested in common stock? :

7. Do you have more than 5%, of your aggregate discretionary funds invested in
one security? If so, in how many instances does this occur and what percentage
does the security (or securities) represent? Please list such securities.

Yes, there are 2 instances: IBM 8.89,, Xerox 7.2%, respectively of our total
discretionary equity holdings of $7.7 billion,

8. Are there any instances in which the aggregate discretionary holdings amount
to more than 5% of the shares of the security outstanding? If so, what are the
names of the companies held and what percentage of the shares outstanding do
your discretionary accounts represent?

Yes, there are 7 instances: Xerox 5.29, Motorola 5.3%, Perkin-Elmer 5.4%
Harris-Intertype 6.4, Huyck 5.5%, Texas Instruments 5.9%, TRW 6.29,.,

9. Does your trust department have some self-imposed limit on how much of
aggregate discretionary accounts will be allowed in one security in order to insure
liquidlty for the individual accounts? If so, what is it?

We have no specified limit, However, those securities which represent the
larger proportion of discretionary accounts are those which, in our judgment,
represent well managed successful companies with favorable future rospects. It
is the anticl?ated realization of these prospects which will in the last analysis
assure liquid tz.

10. Do you have a personal opinion as to what would be a prudent percentage
of xAtzggregate discretionary funds in one stock? 2%, 6%, 10%, 159%,?

o specified percentage can always be considered prudent, anci' any legislated
limitation will interfere unnecessarily with the freedom of choice of an asset
manager and the free flow of the cugital mark. Further, clients are fully informed
of the diversification strategy by their asset manager, and are, therefore, cog-
nizant of the risks and rewards inhereit by concentration and long term hoiding.

11. Does your department have some self-imposed limit on how much of the
assets of one porifolio should be invested in one security?

No. Diversification ;udgments are made by individual portfolio managers after
consideration of such factors as customer preferences and size of account. This is
equally true in principle with our common trust funds.
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12. What is your personal opinion about a prudent limit for portfolio assets
in one company?

There is no consistent, prudent limit. Individual account circumstances have
wide range of variation. Similarly the level of our confidence in the future prospects
of particular companies varies considerably. Therefore, in our view it is imprac-
tical to establish a meaningful finite limit.

13. Does your trust department have some self-imposed limitation on the
percentage of a company’s outstanding shares that the department’s aggregate
discretiox}?ary holdings will represent in order to insure liquidity for the individual
accounts? .

We have a 109, limit of outstanding shares, excluding unusual estate of family
trust situations. In general, we exceed 5% of outstanding shares only in those
special situations where our level of confidence in the future earnings and dividend
grospects of a company are particularly high. {f our assessment is correct, we

elieve that liquidity will be assured by the Company’s performance and not by
limitations on institutional holdings.

14. Do yvou have a personal opinion as to what would be a prudent percentage
of the outstanding shares of a company to hold? 2%, 5%, 10%, 15%, 256%, 50%?

Again, no meaningful definitive limit is in our view advisable, Our internal
review criteria suggest a 109, limit may be reasonable in most circumstances,
Exceptions are necessary for estates, closely held fanily companies, and small
capitalized conpanies which may be held in certain higher risk portfolios.

15. Do you believe it is desirable for a trust department’s aggregate holding
to represent, a sufficiently large percentage of outstanding shares to enable it to
effectively control the company if it chose to do so?

As a matter of Eolicy, we do not attempt to control companies. We are unaware
of any evidence that suggest other Trust Departments have attempted to do so.
Generally speaking, Trust Departments do not have the skills to control and
manage companies and their failure to do so properly might involve substantial
exposure to liability, When dissatisfied with management, our approach and
we believe that of other Trust Departments would be to sell the holdings in the
company rather than attempting to take control.

16. Can many widely held companies be effectively controlled with much less
than a 509, position?

Yes, althocugh no specifie perecentage will be uniformly applicable.

17. In terms of concentration of cconomic power, would you see any danger in
bank trust departments holding and voting controlling intercsts in many non-
financial companies? What about serveral companies within the same industry?

See answers to Questions 15 and 16.

18. What percentage of the shares in your discretionary investment account
do you hold voting rights and who decides how they are to be voted?

We hold voting rights for 75% of the shares in our discretionary accounts.
The decision on how to vote is made by the investment committees of the port-
folio management department after review and recommendations by the Invest-
ment Research Department. Controversial issues are reviewed by the Investment
Policy Committce, the senior investment committee in the trust department.

19. If institutions are going to be allowed substantial positions in companies,
shouldn’t the shares be voted by either ‘the beneficial owners or at least your
corporate or union client? If not why not?

e do not view our security positions as those of the institution but rather are
those of the beneficiaries of the accounts we manage. Therefore, when practical
we pass on the vote to the beneficial-owner. In all agency accounts the vote is
passed to the owner of the account. In trust accounts if there are co-trustees, we
ask them to vote the shares. In those situations where we are sole trustee we
vote the shares as part of our fiduciary duty. In personal trusts where we are
sole trustee we ﬁeriodically solicit the opinions of the beneficiaries on tygica.l
proxy issues such as enviornmental or social responsibility matters. We have
not found a practical way to pass through the vote in the case of pension funds,
but continue to seek solutions in this area.

20. Do your investment officers meet with the management companies held
by the trust department or of those which are being considered for purchase?

es.

21. Are you concerned about the anti-trust question of owning large positions
in two companies in the same industry and then discussing new product lines
with them? -

The institution does not *“own’’ the s)ositions in the normal sense of the meanin
of that word, but rather holds bare legal title in trust. The motivation of sel
interest by the institution is effectively negated by this distinction. We are not
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concerned and we do not undertake to have such discussions, and certainly
would not benefit if they took place.

22. Are your investment decisions for discretionary accounts governed by an
investment committee? Please briefly describe the decision-making structure.

Yes. The Investment Policy Committee provides broad diversification guide-
lines to portfolio managers such as percent in broad industry areas (technology,
consumer, basic industrial, utilities), amount of short-term reserves, and recom-
mended balance between debt and equity securities. It also determines the criteria
used by the Investment Rescarch Department when evaluating individual
companics, An approved list of securities is then provided by the Research
Department and ratified by the policy committece. Portfolio managers may buy
and sell securities from this list, which totals about 160 issues. The approved
list is composed of companies which meet established investment criteria, and is
not changed due to short-term price fluctuation.

23. Is there a miniinum capitalization which a company must have before it
is a practical investment for your trust department? If so, what is that
capitalization?

e have a hroad range of accounts, and therefore, primarily consider for invest-
ment companies with capitalizations of $20 million or more with, however, occa-
sional exceptions for smaller companics of particular interest.

24. Is there a minimum amount of average weekly trading volume in a company’s
securities necessary to make it a practical investment for your trust department?
If so, what is that trading volume?

No. We have found trading volume to be very clusive as an indicator of liquidity,
as it is impossible to predict volume when the time comes to secll. Therefore,
beyond a check with our Trading Depurtiment to determine if a minimum position
can be established over a period of several months, no guidelines have been
established.

25. What is the average size of cash balances of the funds under your
management?

As of year-end, 1972 cash balances were .57 of 19, the total assets under manage-
ment. Obviously, this percentage fluctuates from day to day, but records indicate
that over the past two years, this percentage did not exceed .66 of 1%.

26. Are cash balances from your trust departiment deposited on the commercial
side of your bank? ‘

Cash balances from all sources (including those of the Trust Department) are
part of the general funds of the bank and therefore become an carning asset, In
all cases, uninvested cash is kept to a practical minimum (see answer to Question
25), as required by Regulation 9 of the Comptroller of the Currency, and
periodically aadited by the Comptrollers trust examiners,

UnNitep StateEs Trust Co. oF NEw YORK,
New York, N.Y., December 10, 1973.
Hon. Lroyr BENTSEN,
Chairman, Subcommiltee on Financial Markets, Commiltee on Finance,
U.S. Senate, Washington, D.C.

DEeAR SenaTor BENTseEN: With your letter to me dated October 23, you en-
closed a questionnaire relating to the investment activities of our trust depart-
ment. It has required some time to assemble the required information. We have
now completed this task, and our answers are set forth below. We hope and trust
vou will find them responsive and complete. However, if you require any further
information, do not hesitate to let us know.

1. What is the total dollar amount of your assets under investment
management?

$18.3 billion, including not only funds where we are investment manager and
custodian, but funds where we are investment adviser but not custodian.

2. What is the dollar amount of your assets under management over which
you exercise complete investment discretion?

$6.0 billion.

3. What is the total dollar amount of your employee benefits plans under
management?

$3.6 billion.

4. What is the average annual inflow of employee benefit funds into your
management? )
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Between January, 1971, and September, 1973, the average annual inflow of
funds to exidting and new employee benefit accounts has been $.38 billion.?

5. What is the total dollar amount of the employee benefit funds under your
management over which you exercise complete investment discretion?

$3.1 billion.
6. What percentage of the employee benefit funds under your management are-

- invested in common stock?

80%.
7. Do you have more than 5%, of your aggregate discretionary funds invested in

one security? If so, in how many instances does this occur and what percentage-
does the security (or securities) represent? Please list such securities,

No, except in the case of International Business Machines common stock, which:
according to our estimate may exceed 59, of aggregate discretionary funds, (This.

-estimate is based on figures for the total values of large holdings in all accounts.

undgir ‘l;lmr)xagement, since figures for aggregate discretionary funds alone are not
available,

8. Are there any instances in which the aggregate discretionary holdings amount.
to more than 5‘73 of the shares of the security outstanding? If so, what are the
names of the companies held and what percentage of the shares outstanding do.

« ———your discretionary accounts represent?

Yes. The names of the companies and the percentage of shares we hold in dis-
cretionary accounts are as follows:

Percentage of oulstanding shares of common or capilal slock held in discrelionary

accounts
Name of company: Pereent
Affiliated Bank shares of Colorado, Inc.c v aoociaacacanean 719
Arizona Bank. ..o ceeececrecececcccccacrcecccecnnaaa 8. 91
Bank of Virginia Coo - o oo icicecaacaa 7. 14
Bearings Inc.. ... e mememmmeememesmemememememmmeemeemme—m————— 10, 27
Bldck & Decker Mf%. Co. (COMMON) e e eee e cecccecaccmann 5. 21
Brown Forman Distl. Corp. (class B common) . .o oo a.s 9. 87
Caldor INCecnr e cececccccrceaceccaccaccccacaaccm—e———— 8. 06
Cross, A, T. & Co. (class A common) . ..o carncacnean 8. Ho
Coca Cola Bottling Co. NY InCov oo caccceaccanenn 7. 30
e 8oto INC. v v oo ceeeccccceaceceaa 5. 46
Economices Laboratory Ineo oo eeeeieaaa H 08
Fischbach & Moore Inc. (common). ... occcmeaccccccncccacaa 7.23
Franzia Bros, Winery . .o oo oo cececcccccaccaacana 17. 70
Freeport Minerals Co_ oo iiccccccacccanaa 7.3>
Heitman MTG Invs. SB I oo eeeeececccecan 5. 68
IHouston Natural Gas Corp. oo oo ccccceccceceanas 7. 36
Houston Oils Ltd. . cc et eiceecmiccceccccacnmaacaaan 5, 53
Lafayette Radio Eltr, Corpa. e oo cc i ceccccaccecne- 5. 34
Lance Inc. . oo v eeeccccccccmcccmccmccmccmaa————. H, 48
Mallinckrodt Chem. Wks. (class A commoON) .. cccccccccmccmcmcanasn 11. 86
Marlennan Corp. . .o oo e icce e e 6. 64
Mercury General Corp. oo oe e cc e cccccecccccccccaaa 6. 62
Monumental Corp. ..o o e e cccccaccacnn- 9,11
Nashua Corle1 ................................................. 6. 02
Ohio Sealy Mattress Mfg. Co. .o eceeceeeeee 12, 50
Pillsbury Co. .« e eeeceecccmcccccccmcamaca—emac—e—- D, 30
Pinkertons Inec. (class B common) - ..o eceeerccccccecnacaa 5, 45
Prentice Hall Inc. . oo e v eecccccceccccccmcm————- 5, 83
Ring Around Products Inc. - - - e ceccreeceaee e 6. 33
Rubbermaid Inc. - v o v ceccccmcccmcccacacenn—an 5. 9>
SIMmOons Co.. .o cee i eeiccecececccccccccmmcnemcrcm—m—mem——= 875
Simplicity Pattern Co. Inc. .. oo eiicacciccacaccccea 0. 43
Southern Natural Resources Inc. oo ooo o ieeaeceaa 5. 17
Stride Rite Corp. (common) . oo ccc oo iccicccrcacccccrcccccanaa 7.78
Tennessee Vy Bancorp. InC. oo oo oo rcnccececcacenna 16, 88
Wadsworth Publishing Co. Inc. oo 5, 90
Wells Rich Greene Ine. . ce oo cccccccccccccccmccncaaa 6. 33
WUl INCae e cimemeecececcecccmmnem————- e mmmmmmm—mmmm———— 8. 48

1 Two accounts of extraordinary size were opened in 1973, but have been excluded from
the average to avold distortion,
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9. Does your trust department? have some self-imposed limit on how much
of aggregate discretionary accounts will be allowed in one security in order to in-
‘sure liquidity for the individual accounts? If, so what is it?

See answer to Question 13.

10. Do you have a personal opinion as to what would be a prudent percentage
-of aggregate discretionary funds in one stock? 29, 5%, 10%, 156%?

See answer to Question 14,

11. Does your department have some self-imposed limit on how much of the
-assets of one porgolw should be invested in one security?

See answer to Question 13.

12. What is your personal opinion about a prudent limit for portfolio assets in
one company?

See answer to Question 14,

13. Does your trust department have some self-imposed limitation on the per-
centage of a company’s outstanding shares that the de(ﬁartment’s a%%re ate
discretlox;ary holdings will represent in order to insure liquidity for the individyal
accounts :

With reference to our trust department’s self-imposed limits on how much of
faggre?ate discretionary accounts will be allowed in one security in order to insure
liquidity for the individual accounts (question 9); how mueh of the assets of one
portfolio should he invested in one security (question 11); and the percentage of
-2 company’s outstanding shares that the department’s aggregate discretionary
holdings will represent in order to insure liquidity for the individual accounts
‘(question 13), such limits are determined individually from time to time in the
-case of each portfolio and each security. We do have a ‘l‘mlloy against ac(iulring
more than 99, of a company’s shares by purchase, but this is a flexible guideline
rather than an ahsolute rule, Exceptions may be made, and the policy itself is
subject to change at any time, by a senior officer. With the foregoing exception
there is no general limit in terms of a single percentage figure, because the limits
‘depend on many factors which vary widely from case to case and from time to
time. Such factors include general economic conditions, the size, strength, and
stability of the issuer of the securities, the size and activity of the market for its
securities, the situation with respect to control of the issuer (sece answers to ques-
tion 15, 16, and 17), and most important, the objectives and requirements of the
individual accounts in which the securities are held. Also, the Trust Company as
trustee, executor or investment manager might be asked f)y & customer to assume
discretfonary responsibility for a substantial interest in a company, and in the
-exercise of that discretion we might retain that proptery because it is in the best
interest of the account beneficiary, One of the Trust Company’s strongest tradi-
tions is individual and personal attention to the particular objectives and require-
‘ments of each customer and his account.

With reference to questions 9 and 13, liquidity for the individual accounts is
not always of primary importance in determining such limits. Liguidity for an
individual account may be ?rovided by other means, such sa short term debt
investments, or by cash additions to the account. Other investments may have
-other objectives, such as appreciation in value over a long term, in accounts
where this is an appropriate objective for all or for a portion of the funds.

14. Do you have a personal opinion as to what would be a prudent percentage
of the outstanding shares of a company to hold? 2%, 5%, 10%, 15%, 25%, 50%:?

With reference to questions 10, 12 and 14, our opinion is in accordance with
our trust department’s policy set forth in the answers to questions 9, 11 and 13,

15. Do you believe it is desirable for a trust department’s aggregate holdings
to represent a sufficiently large ipercentage of outstanding shares to enable it to
effectively control the company if it chose to do so?

A trust department’s main task is managing investments, and not mana%ing
or controlling companies in which investments are made. Accordingly, we believe
that general:{ speaking it is undesirable for a trust department to control a
company and, for this reason, it is our policy wherever possible not to assume
voting power over investments. The absence of voting power eliminates our
ability to control through stock ownership. The securities law’s restrictions on
sale of ‘“‘control” shares substantially decrease their investment merit, if this
disadvantage is not outweighed by other factors. But there are exceptions to the

3 The term “trust department” as used here and in other questions is interpreted as
referring collectively to all the departments which manage accounts for which the Trust
Company has {nvestment management responsibility, whether fiduclary or agency accounts,
.and whether discretionary or non discretionary.
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general rule. The most common exception is where control shares are received,
either in fiduciary or agency capacity, from a customer of the trust department,
and it is in the customer’s best interests to retain the shares, either because they
are closely held and not marketable, or for other reasons. o

We would not wish to rule out the possibility that the attractiveness of an
investment, particularly in a small company, might outweigh the disadvantage
of ability to control.

16. Can many widely held companies be effectively controlled with much less
than a 509} position?

Yes. However, control cannot always be determined by percentage ownership
alone, e.g.—a large minority interest can be outvoted by an even larger minority
or a majority interest, or control may be determined by factors other than the

ower to vote. For example, the chief executive officer, the board of directors, an
mportant supplier, customer, or creditor may control a company even though
not a significant stockholder. More important, a widely held company cannot be
controlled with a large minority position unless that position includes the power
to vote. It is the Trust Company’s policy (with rare exceptions which are not
significant) not to assume voting power except where it is legally obliged to so as
fiduciary, and in such cases, not to use the power to vote to exercise control. Sce
answer to question 17,

17. In terms of concentration of economic power, would you see any danger
in bank trust departments holding and voting controlling intercsts in many non-
financial companies? What about several companies within the same industry?

Out trust department does not hold or vote controlling interests in “many
non-financial companies.” Our trust department is a manager of portfolios, not a
manager of businesses, and most of our large holdings are held for many different
customers, with varying objectives. Many of such customers have the power to
freely direct our actlons, and the power to terminate their accounts at any time.
It is our policy not to assume voting power over shares held except in cases where
as fiduciary we are legally obliged to retain and exercise the power to vote. In
such cases, we do not use the power to vote to cxercise control, (except in very
rare instances, where fiduciary obligations may require it for the purpose of pre-
serving tho investment.) Other than as holder of the securities of our portfolio
companies, we have relatively few relationships with such companies.

Investment management in the United States is divided among numerous
separate and independent individuals, banks, and other organizations. We do
not believe that there exists, nor that there is likely to arise, in the United States
any substantial concentration of economic power resulting from the control of
“many non financial companies’” by bank trust departments. Therefore, we do
not believe any further regulation of bank trust departments is needed to prevent
such concentration. We think any proposal for further regulation should be care-
fully studied to ensure that it will not hamper the effectiveness of portfolio
management.

18. What percentaﬁe of the shares in your discretionary investment accounts
do {,ou hold voting rights and who decides how they arc to be voted?

We do not hold voting rights to any shares in our discretionary investment
accounts, with rare exceptions which have no significance.

19, If institutions are going to be allowed substantial positions in companies,
shouldn’t the shares be voted by either the beneficial owners or at least your
corporate or union-client? If not, why not?

es, with possible exceptions., It is the Trust Companfr’s policy not to assume
or exercise voting power except where as fiduciary it is legally obliged to do so.
Ei:‘ciceptions to this policy have occurred, but they are rare, and without sig-
nificance.

20. Do your investment officers meet with the management companies held by
the trust department or of those which are being considered for purchase?

Yes, in most cases, for investment analysis reasons.

21. Are you concerned about the anti-trust question of owning large positions
in two companies in the same industry and then discussing new product lines
with them? A

No, because we believe that discussions in which we participate are not in
violation of the anti-trust law. ‘

22. Are your investment decisions for discretionary accounts governed by an
investment committee? Please briefly describe the decision-making structure.

Overall direction with respect to types of securities which we buy and sell is
furnished by the Policy Committee. A stock sclection committee reviews the re-
search of our analysts and others, and determines our policy with respect to buying



59

and selling of individual stocks. Our policy with respect to buying and selling
individual straight debt securities (except grivate placements) is determined by
individual officers, and not by committees. Important decisions relating to invest-
ment in and administration of private placements are made by a private placement
equities committee and a private placement debt committee.

The final decisions concerning purchases and sales in individual accounts are
made by the individual portfolio managers of such accounts (and not by com-
mittee), following the suidance furnished by the above mentioned committees
and in pursuit of the individual investment objectives of the accounts.

23. Is there a minimum capitalization which a company must have before
itisa Fractical investment for your trust department? If so, what is that capitali-
zation

No. This is decided individually in each case. We do have a policy that as a
condition for purchase approval, 59, of the outstanding shares of a company
must have a minimum market value of $1 million. This is a flexible guideline,
not an absolute rule. Exceptions may be made by a senior officer.

24, Is there a minimum amount of average weekly trading volume in a com-
pany’s securities neccessary to make it a practical investment for your trust
der:?rtmcnt? If 80, what is that trading volume?

No. This is decided individually in cach case.

25.? What is the average size of cash balances of the funds under your manage-
ment

For the first 9 months of . 1973, the average principal funds awaiting investment
in accounts under our investment management was $77.57 million. This figure
includes funds recently delivered into our management for which the investment
program has not been completed and the proceeds of recently sold securities in
existing accounts which have not yet been reinvested. Also, because our records
do not distinguish this purpose, some of the funds we classify as awaiting in-
vesment result from sales of securities in order to raise funds for distribution
to customers whose accounts do not generate sufficient income for their neceds.

Additional ‘““uninvested funds” result from sellers’ failure to deliver on the
settlement date securities purchased for accounts by the Trust Company. They
averaged about $15 million in the same period. However, these are not truly
uninvested funds, because they have been committed to specific investments.

Account income ? awaiting remittance to customers averaged $31.5 million in
this pieriod. Remittances are directed by customers or others acting in a fiduciary
capacity.

As of December 31, 1972, the total value of funds for which we were both in-
vestment manager and custodian was $13 billion.

26. Are cash balances from your trust department deposited on the comnmercial
sid}c? of your hank?

es,

Sincerely yours, CHArLESs W. Buex

THe Bank or New YoRk,
New York, N.Y., December 3, 19783.
IHon. Lroyp BENTSEN,
Chairman, Subcommiltee on Financial Markels, Commiltlee on Finance, U.8. Senate,
Washington, D.C. /

My DeAR SENATOR BENTSEN: Reference is made to your letter of October 23,
1973 and the questionnaire enclosed.

In accordance with arrangements made by our attorneys, Emmet, Marvin &
Martin, with Mr, Robert Best of your office, the time within which to respond
was extended to November 30, 1973. Further arrangements were made with
Mr. Gary Bushell also of your office to extend the time to December 3, 1973.

I am enclosing your questionnaire with my responses.

Very truly yours, JosepH L. McELroy

1. Whatis the total dollar amount of your assets under investment management?
$4,040,846,000 as of 2/26/73 per Federal Reserve Trust Departiment Annual
Report for year 1972,

3 Includes income and prineipal for guardian and custodian accounts,
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2. What is the dollar amount of your assets under management over which
you exercise complete investment discretion?

For purposes of this questionnaire the term ‘‘Aggregate Discretionary Accounts”
has been interpreted to mean accounts where the bank acts as the sole fiduciary
or sole ilnvest.ment advisor without investment restrictions other than the prudent
man rule.

$1,632,000,000, approximately.

3. What is the total dollar amount of your employee benefits plans under
management?

$1,337,000,000, approximately.

4. What is the average annual inflow of employee benefit funds into your
management?

$179,000,000, approximately. (1972)

5. What is the total dollar amount of the employee benefit funds under your
management over which you exercise complete investment discretion?

$598,000,000, approximately.

8. What percentage of the employee benefit funds under your management are
invested in common stock? _

Approximately 819, of the employee benefit funds under our manaﬁement are
invested in common stock. However, in several cases, we manage only the common
stock portfolios of larger funds, the remainder of which are managed by others,
including Isnsurance ompanies. The situations referred to are included in the
-.answer to 5.

7. Do you have more than 5% of your aggregate discretionary funds invested
in one security? If 8o, in how many instances does this occur and what percentage
does the security (or securities) represent? Please list such securities.

Yes, International Businoss Machines and Eastman Kodak.

8. Are there any instances in which the aggregate discretionary holdings amount
to more than 5% of the shares of the security outstanding? If so, what are the
names of the companies held and what percentage of the shares outstanding do
your discretionary accounts represent? .

Shares outstanding:
De Wit DrUE. ceeecccecccccccaccccmcacccccccaancncoamananeas 539, 000
R.E, DietZ COuuencccnnnnccccccccancracaancaccacanamsannaanne 5, 000
Bank holdings:
De Witth DIUfecce e o e cmecvrccemrenmcecmaceccaceacccannenn- 156, 800
R, E. DietZ COueeneneecnccranareccccccccccaccaccanconannanns 1, 062
Percenta.&a:
De Witt DrUge e ccceecccceccccccccccccaccscasonmcnnnananen 20.1
R.E. Dietz Coceenrvmraecceccccccnaccccccccrcnecsacancanana 21. 2

Each holding was acquired through an estate.

9. Does your trust department have some self-imposed limit on how much of
aggre%ate iscretionary accounts will be allowed in one security in order to insure
liqlléid ty for the individual accounts? If so, what is it?

0

10. Do you have a personal opinion as to what would be a prudent percentage
-of aggregate discretionary funds in one stock? 2%, 5%, 10%, 15%? _

I offer not opinion to this question.

11. Does your department have some self-imposed limit on how much of the
.assets of one portfolio should be invested in one security?

No. Our fundamental standard is the guality of prudence which must be viewed
in the context of the specific security under consideration, the purpose of objective
-of the account, the background of the security in relation to its cost as well as
origin, the provisions of the instrument creating the relationship at the Bank,

2. What is your personal opinion about a prudent limit for portfolio assets in

-one company?

A “‘prudent limit” is inseparable from the considerations mentioned above.

13. Does your trust department have some self-imposed limitation on the
percentage of a companiy’s outstanding shares that the department’s a%?regate
disoretion%ary holdings will represent in order to insure liquidity for the individual
accounts

Generally our total holdings, discretionary and non-discretionary, are no more
than 5% of the outstanding shares of any one issue and in all cases less than 10%.
‘There are exceptions to this in trusts or estates where one holding may represent
.a majority interest. These would ordinarily be relatively small and family con-
trolled (rather than publicly owned) companies, Each issue is examined periodi-
-cally to assure a reasonable degree of liquidity.
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14. Do you have a personal opinion as to what would be a prudent percentage
of the outstanding shares of a company to hold? 2%, 59, 10%}: 15%, 25%,, 50%?

15. Do you believe it is desirable for a trust department’s aggregate holdings to
represent a sufficiently large percentage of outstanding shares to enable it to
effectively control the company if it chose to do so?

No. We are committed to managing assets within the purview of prudence for the
benefit of our customers. We have no desire to control companics. ~

,16. Can many widely held companies be effectively controlled with much less
than a 509, position?

In some cases this can be done. It depends upon the circumstances and gener-
alizations are quite difficult.

17. In terms of concentration of economic power, would you see any danger in
bank trust departments holding and voting controlling interests in many non-
financial companies? What about several companies within the same industry?

In theory this is possible but in practice it sim!)ly does not happen.

18. What percentage of the shares in you discretionary investment accounts do
you hold voting rights and who decides how they are to be voted?

85 to 90%,—Proxy Committee. ;

19. If institutions are going to be allowed substantial positions in companies,
shouldn’t the shares be voted by either the beneficial owners or at least your
corporate or union client, If not, why not?

Institutions, as professional investors, we feel are in & better position to vote the
. shares but if the customer or creator of the trust wishes, arrangements can be made
to allow him to do so. There is, however, difficulty in many instances in identifying
the beneficial owners.

20. Do your investment officers meet with the management companies held by
the trust department or of those which are being considered for purchase?

Yes, where significant positions are held or where purchases are contemplated.

21. Are you concerned about the anti-trust question of owning large positions in
El\:'o c?nmpanles in the same industry and then discussing new product lines with

em

No. Any discussions with companies are limited to publicly-disclosed information
under Securities and Exchange Comm’'ssion standards.

22, Are your investment decisions for discretionary accounts governed by an
investment committee? Please briefly describe the decisonmaking structure.

Yes. Investment Policy is determined by a committee of eight senior Trust and
Investment Officers. -

The Policy is implemented by portfolio officers and is supervised by Senior-
Trust and Investment Officers.

23. Is there a minimum capitalization which a company must have before it is
a practical investment for your trust department? If so, what is capitalization?

0. We generally should be able to acquire at least $1 million of the stock and
there should be some significant degree of liquidity in the market for the stock.

24. Is there a minimum amount of average weekly trading volume in a com-
pany’s securities necessary to make it a practical investment for your trust
department? If so, what is that trading volume? :

o. .
25. What is the average size of cash balances of the funds under your
management?
$39,953,000 as of 2/26/73. Portions of these balances which for all practical
purposes are indeterminable, represent monies involved in active investment pro-
grams and were therefore committed to purchase contracts which had not settled
as of that date; or reserves for tax commissions or other expenses due or payable.
26. Are cash balances from your trust department deposited on the commercial
side of your bank?
m. Y€8. pursuant to Section 100b of the Banking Laws of the State of New York.

WacHovia Bank & Trust Co.
N.A./Winston-Salem, N.C., December 8, 1973,
Hon. LLoyp BENTSEN,

Chairman, Subcommitlee on Financial Markels, Commillee on Finance, U.S..
Senale, Washington, D.C.
Dear S8enaTor BeEnTsEN: Enclosed is the completed questionnaire relating to.
investment activities which was addressed to Wachovia as one of the twenty-five-
largest bank trust departments in the country.
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As you are aware from my conversation with Mr. Allen, our response was
delayed because, based on figures published annually by the “American Banker,”
our Trust Department does not rank among the largest twenty-five measured by
either assets under management or gross annual fees. Based on my telephone
conversation with Mr. Allen, I gather that the addressees were selected on the
basis of the Federal Deposit Insurance Corporation report entitled, ‘“Trust Assets
of Insured Commercial Banks—1972.”” This report includes only those trust
departments associated with insured commercial banks and signiﬁcantlfl omi&:
fiduciaries whose activities are conducted by afiiliates of commercial ban
rather than by a department of the bank. In addition, this report would not include
trust departments of commercial banks which are not members of the Federal
Reseryve System. The latter consideration is not material when determinin
the largest twenty-five fiduciaries, To our knowledge, the annual survey conducte
by the ‘“American Banker’’ is the sole authoritative publication providing all-
inclusive statistics on the size of trust institutions. Since Wachovia is not among
the twenty-five largest in this compilation, we believe that our inclusion in a
survey of the twenty-five largest fiduciaries associated with commercial banks
would be misleading,.

A reading of the questionnaire clearly connotes a preoccupation with the cffect
of fiduciary investment activities on securities markets and a complete absence
of consideration of the effect of such activitics on the many millions of individual
beneficiaries served. You will note in our responses a dedication to our respon-
sibilities of serving these individual beneficiaries to the best of our ability within
the standards of prudence customarily and legally imposed on fiduciaries. We feel
strongly that any deviation from such standards through the Imposition of broad
numerical restraints related to concentration of stock oldinfs could reasonably
be expected to work to the detriment of those individuals, while such deviations
may or may not have beneficial effects on the securities markets. Frankly, I
question the potential contribution to the capital markets of such restraints but,
rather, feel that the seasoned investment judfment and standards of prudence
required of corporate fiduciaries will be a sclf-regulating mechanism. We find
existing regulatory agencies constantly alert to concentrations in light of specific
circumstances and it is only the consistent above-average earnings performance
over long &)eriods of time that has attracted trust investments to certain securities
as opposed to others whose records and prospects have been less attractive. There
were concentrations in the 1920’s, in the 1930’s, etc., up to the present time, but
such concentrations or fads do change from company to company and industry to
industry over a given period of time. Already the *‘two-tier system,” which was of
such great concern to you and many others only a few weeks ago, has started to
shift and it is my belief that a free securities market is a much sounder crucible
ith(a;n a broad regulatory decree in assuring a viable capital market for American
ndustry.

Sincerel
¥ Hans W. WANDERs.

1. What is the total dollar amount of your assets under investment
management?

$3,216,600,000. .

2. What is the dollar amount of your assets under management over which you
exercise complete investment discretion?

$1,351,900,000.

3. What is the total dollar amount of your employee benefits plans under
management?

$1,113,100,000. .

4, What is the average annual inflow of employee benefit funds into your
management? : :

$55,000,000.

5. What is the total dollar amount of the employee benefit funds under your

management over which you exercise complete investment discretion?

$647,300,000.
6. What percentage of the employee benefit funds under your management are

invested in common stock?

72%.

7. ISo you have more than 5% of your aggregate discretionary funds invested
in one security? If so, in how many instances does this oceur and what percentage
do&s the security (or securities) represent? Please list such securities.

0. :
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8. Are there any instances in which the aggregate discretionary holdings
amount to more than 5% of the shares of the security outstanding? If so, whet
are the names of the companies held and what percentage of the shares outstanding
do vour discretionary accounts represent?

Yes. We have discretionary holdings totaling 5.2% of the outstanding shares
of beneficial interest of Chase Manhattan Mortgage & Realty Trust. In addition,
we have discretionary holdings in excess of 5%, of the total outstanding shares of
certain companies listed herein where these shares, either in total or in large
measure, were contributed to the accounts by our customers: Chatham Manu-
facturing Company Class A—16.1%,; Chatham Manufacturing Company Non-
Voting Class B—39.6%; Hanes Corporation—9.4%; Integon Corporation—6.3%;
and Flowers Industries—6.07%,.

9. Does your trust department have some self-imposed limit on how much of
aggregate discretionary accounts will be allowed in one security in order to insure
liguidity for the individual accounts? If so, what is it?

We do not have a “self-imposed limit” but, rather, a guidelino percentage which
can only he exceeded with the xl)rior approval of the Investment Committee. When
our a greiate holdings reach 7%, of total shares outstanding in a company, the
sitnation 13 reviewed by our fnvestmont. Committee. This Committee must
specifically approve a further increase in our holdings of the security, which
would ocour only in unusual circumstances.

10. Do you havé a personal tg)lnlon as to what would he a prudent percentage
of aggregate discretionary funds in one stock? 2%, 6%, 10%, 15%{‘)?

In my opinion, it would be inap?ropriute and detrimental to our trust benefici-
aries to set a specific percentage limit on our ai;gregate holdings of one sccurity
as a standard of Rrudence and to, thus, deem holdings in excess of this percentage
as imprudent. The individual circumstance of each fiduciary, acting in the bhest
interests of its customers’ objectives, can and does vary substantially. It is
probable that the limit of concentration appropriate for a $10 billion fiduciary
would differ substantially from that of a fiduciary managing $20 million in assets.

11. Does your department have some self-imposed limit on how much of the
assets of one porifolio should he invested in one security?

We currently maintain guidelines calling for a tygical maximum holding of 109,
of the portfolio in a single security (at time of purchase), This Fuidellne islowered
for the less mature and smaller capitalized companies. Exceptions to these guide-
lines are reviewed by senior investment personnel.

12. What is your personal opinion about a prudent limit for portfolio assets
in one company?

Such a universal standard would pose monumental problems for a fiduciary
from both a legal and practical standpoint. For instance, receipt of securities
other than by purchase is frequently outside the fiduciary’s control or without
its prior knowledge. A universal standard could result in situations requiring sale
of a given security by the fiduciary even though its investment judgment is to the
contrary, Thus, such a standard could require allocation and rationing of a
given security which would inherently favor one account over another and would
force the fiduciary to compromise its prime responsibility to act in the best
interests of each individual beneficiary at all times. It would also lessen the ability
of the fiduciary to accomplish the objectives of its trust customers.

13. Does your trust department have some self-imposed limitation on the per-
centage of a company’s outstanding shares that the department’s aggregate dis-
cretion:ﬁ/ holdings will represent in order to insure liquidity for the individual
accoun .

We use a guideline rather than a mandatory limitation. This guideline is 5% of
total outstanding shares, or 6% of estimated ““floating supply,”” which ever is less.
This guideline is exceeded under unusual circumstances, often related to purchases
of smaller, developing companies, with the specific approval of the Investment
Committee, '

14. Do you have a personal opinion as to what would be a prudent percentage
of the outstanding shares of a company to hold? 2%, 6%, 10%, 15%, 26%, 50%?

I do not believe that prudence, in the context of a fiduciary standard, can be
numerically tied to total percentage holdings of outstanding shares in a company'.
As indicated in the response to question No. 10, the individual circumstances of
the fiduclary in mecting beneficiaries’ objectives should be the criterion.

15. Do you believe it is desirable for a trust department’s aggregate holdings
to represent a sufficiently large Percentage of outstanding shares to enable it to
effectively control the company if it chose to do so?
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This question would appear to presuppose control as a purpose of the fiduciary
and to assume a monolithic intent as regards the investment it makes on behalf of"
its beneficiaries. Such a supposition is totally foreign to a fiduciary’s clear re-
sponsibility to act solely in the best interests of its individual beneficiaries. The

_desirability of control or lack thereof on an aggregate basis is immaterial.

16. Can many widely held companies be effectively controlled with much less
t.h%? a 509, position?

es

17, In terms of concentration of economic power, would you see any danger in
bank trust departments holding and voting controlling interests in many non-
financial companies? What about several companies within the same industry?

On both questions, any danger is more imagined than real. An examination of’
the actions of corgomte fiduciaries over the years onvides convincing evidence
that they have upheld their obligations to vote holdings with a dedication to the:
best interests of the beneficiaries involved. These actions are scrutinized closely
by trust regulatory agencies and by the Department of Justice in relation to anti-
trust matters, Statutory remedies are presently available through the courts
should abuses oceur.

18. What percentage of the shares in your discretionary investment accounts.
do you hold voting rights and who decides how they are to be voted?

ur discretionary investment accounts generally consist of trust accounts or:
other fiduciary relationships and, thus, the fiduciary is required to vote all proxics.
received. Proxies are voted by the Trust Investment Committee or in accordance
with policies and guidelines established by the Trust Investment Committee.

19. If institutions are going to be allowed substantial positions in companies,
shouldn’t the shares he voted by either the beneficial owners or at least your
corporate or union client? If not, why not?

In fiduciary relationships, the trustee is legally obhligated to vote proxies and can
only rarely delegate voting. In most relationships, the Lieneficlaries are less familiar
with the companies involved and rely on the investment manager who knows the
company and bought the stock to make an informed vote, (Where it is appropriate:
to do sn, we pass proxies to beneficiaries for voting on request.)

20. Do your investment officers meet with the management companies held by
the trust department or of those which are being considered for purchase?

Yes, in instances where, in our judgment, satisfactory in-depth, institutional
research is not available,

21, Are you concerned ahout the anti-trust question of owning large Positions
i?\ tw;) companies in the same industry and then discussing new product lines with.
them

No. The essence of the relationship between a fiduciary and its client is con-
fidentiality; hence, few, If any, are better equipped than corporate fiduciaries to-
understand and maintain confidences. Today’s SEC disclosure requirements have-
largely made such concerns a matter of historical interest. All, save the most naive:
corporate executive, would refuse to divulge ‘“non-public’’ information of this:
nature to an analyst. Our primary interest in visiting companies is to confirm our:
analysis of public data and to develop a ‘“feel’”’ for the competence of management.

Are your investment decisions for discretionary accounts governed by an
investment’ committee? Please briefly describe the decision-making structure.

Yes. The decision making process originates in our Research Department on
the basis of economic and security inputs and analysis. Following in-depth
analysis in the Research Department, recommendations are reviewed by a Com-
mittee composed of senior representatives of Research, Portfolio Management,.
and Investment Department management. Decisions on overall investment
FOH? and the determination of criteria which security issues must meet for use

n fiduciary accounts are the responsiblliti)‘r of the Trust Investment Committee..
The individual Portfolio Managers make the final decision concerning the
suitabillt{ of a given security issue for their portfolios in light of the objectives.
and requirements of the individual portfolios. The Trust Investment Committee
re\lziiews and monitors portfolio performance results and adherence to general
policy.

23. Is there a minimum capitalization which a company must have before it
isi a8 ?ractical investment for your trust department? If so, what is that capitaliza-

on

For broad usage in the Trust Department a market capitalization of $75
million is required. We hold equities of much smaller companies in two situations:

1. In a commingled fund designed specifically for this purpose.
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2. When contributed by a customer or when directed to purchase by a
<customer. .

24, Is there a minimum amount of average weekly trading volume in a com-
pany’s securities necessary to make it a practical investment for your trust
-department? If so, what is that trading volume?

I3No, we believe as a general rule that market capitalization is & more meaning-
ful measure of liquidity than trading volume, although the latter cannot Le
totally ignored.

25.? at iy the average size of cash balances of the funds under your manage-

ment
$27.7 Million (0.86%, of total assets managed)
206. Are cash balances from your trust department deposited on the commer-
cial side of your bank? ‘
es,

Response oFr THE BANK OF AMERICA, JosErH ScHMEDDING, SENIOR Vice
. PRESIDENT

SuBcoMMITTEE ON FINANcIAL MARKETS OF THE COMMITTEE ON FINANCE,
U.8. SENATE

1, “?What is the total dollar amount of your assets under investment manage-
ment

Ap&x,'oximately $6 billion,

‘2. What is the dollar amount of your assets under management over which
you exercise complete investment discretion?

proximatel $3 billion,

3. What is the total dollar amount of your employee benefits plans under
management?
Ap&x"oximatel $1.2 billion.
4, What is the average annual inflow of employee benefit funds into your
management?

Approximately $100 milliop.

5. What is the total dollar amount of the employee benefit funds under your
management over which you exercise complete investment discretion?

Approximately $1 billion.

6. What percentage of the employee benefit funds under your management
are invested in common stock?

ApY)roximately 50 percent.

7. Do you have more than 5 percent of your aggregate discretionary funds
invested in one security? If so, in how many instances does this occur and what
percentage does the security (or securities) represent? Please list such securities,

O.

8. Are there any instances in which the aggregate discretionary holdings
amount to more than 5 percent of the shares of the security outstanding? If so,
what are the names of the companies held and what percentage of the shares
outstanding do your discretionary accounts represent?

Yes. Amfac, Inc., 5.7 percent; Jonathan Logan, Inc., 6.4 percent.

9. Does your trust department have some self-imposed limit on how much
of aggregate discretionary accounts will be allowed in one security in order to
insure liquidity for the individual accounts? If so, what igit?

Approximately 7 percent, subject to other considerations,
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10.. Do you have a per=onal opinion as to what would be a prudent Bercentage of
aggrega%e discretionary funds in one stock: 2 percent, 5 percent, 10 percent, 15
percent

No; the “grudent percentage’”’ depends upon the capitalization of company
and marketability of stock.

11. Does your department have some self-imposed limit on how much of the
assets of one portfolio should be invested in one gecurity?

No; dependent on portfolio objectives and other constraints,

12. What is your personal opinion about a prudent limit for portfolio assets in
one company? '

Dependent on capitalization of company liquidity of market, and probable fu-
ture cash requirements of the portfolio.

13. Does your trust department have some self-imposed limitation on the per-
centage of a company’s outstanding shares that the department’s aggregate dis-
cretionary holdings will represent in order to insure liquidity for the individual
accounts

Seven percent, but subject to other investment considerations,

14. Do you have a personal opinion as to what would be a prudent percentage:
of the outstanding shares of a com;)any to hold: 2 percent, 5 percent, 10 percent,
15 percent, 25 percent, 50 percent ,

ot over 10 percent, but limit would depend on capitalization of company and
liquidity of market.

15. Do you believe it is desirable for a trust department’s aggregate holdings to
represent a sufficiently large percentage of outstanding shares to enable it to
cfiectively control the company if it chose to do so?

ol
16. Can many widely held companies be effectively controlled with much less
thg’?st.‘io percent position?

es.

17. In terms of concentration of economic power, would you see any danger in
bank trust departments holding and voting controlling interests in many non-
financial companies? What about several companies within the same industry?

0.

18. What percentage of the shares in your discretionary investment accounts
do you hold voting rights and who decides how they ara to be voted?

(a) Approximately 95 percent; (b) An authorized committee screens proxy
materials and makes routine decisions. Nonroutine items are referred to Trust
Investment Policy Committee with recommendations.

19. If institutions are going to be allowed substantial positions in companies,
shouldn’t the shares be voted by either the beneficial owners or at least your
cotl'\?orate or union client? If not, why not?

. (a) Impossible to poll beneficial owners (e.g., thousands of hourly employees.
of major corporations and utilities); (b) Corporate or union customers have
relinquished all beneficial interests in the investments, therefore should not have
voting power.

20. Do your irvestment officers mect with the management of companies held
by Yt.)xe trust depastment or of those which are being considered for purchase?

es. ‘

21. Are you concerned about the antitrust question of owning large positions
in two companies in the same industry and then discussing new product lines
with them? :

No. However, portfolio managers and other trust personnel are aware of th
antitrust laws and regulations applicable to their functions.

22, Are your investment decisions for discretionary accounts governed by an
investment committee? Please briefly describe the decisionmaking structure.

Investment decisions are made by senior officers assigned the responsibility for
portfolio management. Decisions are reviewed by Review Committee of senior
officers of Trust Departinent to insure that the decisions are consistent with
investment policies, which are determined by the Trust Investment Policy Com-.
mittee, a group of senior Trust Department and cther Bank officers appointed
by the Board of Directors.

23. Is there a minimum capitalization which a company must have before it
is a practical investment for your trust department? If so, what is that capifaliza-

tion?



67

No minimum capitalization has been established, but selection criteria require
securities to have sufficient marketability characteristics as determined by con-
sideration of listing, total market value of securities outstanding, total number of
shares outstanding, estimated float, trading activity at various intervals of timc
and institutional ownership and acceptance to enable the expeditious accumula-
tion and distribution through normal trading activity of a departmental position
of at least $1 million.

24. Is there a minimum amount of average weekly trading volume in a company’s
securities necessary to make it a practical investment for your trust department?
If go, ggat is that trading volume?

See 23.

25, What is the average size of aggregate cash balances of the funds under
your management?

Twenty million dollars, ,

26. Are cash balances from your trust department deposited on the commercial
side of your bank?

Some are; some are not. Cash balances are placed where they will earn the best
yield consistent with safety and availability when needed.
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