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Chairman Mark Freeman began the meeting by asking for member introductions and for
approval of the minutes from the September 29, 1995 meeting. He then explained that the
Committee would break into smaller groups, with each group discussing one of the
following topics: Asset Allocation: Are There Meaningful Benefits for Clients?; The No-Load
Marketplace; and Mutual Fund Wrap Fee Programs. Mr. Freeman emphasized that breaking
into smaller groups was an experiment for the Committee and he was concerned that some
topics were so important that all Committee members should be present for the full
discussion. He suggested that, in the future, the Committee might try breaking into smaller
groups with all of the groups addressing a single topic. Mr. Freeman asked the Committee
members to send their suggestions for improving the format of Committee meetings and
for agenda topics to Linda Brenner at the Institute. Following the hour-long breakout
sessions, the Committee reconvened to hear a summary of each discussion from the group
leaders. Dave Conine from Merrill Lynch presented the summary on asset allocation. He
began by explaining that asset allocation helps financial advisors to learn more about their
clients, lowers investment risk, and expands investment options. He also stated that asset




allocation provides a roadmap for the investment advisor and client to arrive at a
consensus about investment decisions, helps guide investor behavior, and limits rash
decisions. It can also lead to higher client retention because it forces advisors and investors
to communicate regularly and work together as a team. The breakout session raised a
number of issues about asset allocation, including: Whether asset allocation must be
dynamic? Is there a need for rebalancing? What options are available for recovering the
costs of asset allocation services? How do we train reps about asset allocation? Dick
Humphrey from Van Kampen American Capital then explained that his group began their
discussion by examining whats currently happening in the mutual fund business with
respect to no-load funds. He referred to Strategic Insight research indicating that the
perception of a major shift to direct purchases by investors may be incorrect. The group
discussed their perception that advisor-distributed funds, including funds sold through wrap
fee programs, Schwabs OneSource program, fee-based advisors, and institutions, represent
the fastest growing trend in the industry. They also questioned whether the industry should
continue to refer to funds as "no-load" or "load" because of the blurring of distinction
between these funds. The collective opinion was that, in the future, everyone might sell no-
load funds, with fees being added by the advisor. Mr. Humphrey then addressed the topic
of Morningstar ratings. He explained that these ratings have a tremendous impact on load
funds because many brokers only recommend four- or five- star funds. Morningstars
performance ratings are based on total returns adjusted for sales charges. This rating
method leads to a higher percentage of no-load funds receiving four and five stars. This
method ignores the fact that many of the dollars going into load fundsreinvested dividends,
qualified plan money, $1 million purchases, and LOI investmentsare actually invested at
NAV. In addition, no-load funds are often sold with fees imposed by the advisor. Mr.
Humphrey ended his summary with the suggestion that the Investment Company Institute
approach Morningstar about changing its performance rating system so that sales charges
are no longer taken into account. Bob Leo from MFS provided the final breakout session
summary. He began by citing statistics from Cerulli Associates showing that mutual fund
wrap fee assets had grown to $17 billion by mid-1995. Wirehouse sponsors represent 41
percent of these assets; mutual funds 17 percent; financial planning firms 14 percent;
clearing firms 12 percent; with the remaining assets spread among third parties, banks, and
regionals. A question was raised as to whether wrap fee programs are truly innovative. The
breakout session group identified the following positive attributes of wrap fee programs for
clients: They provide a total investment package for the investor with regular reporting.
Wrap fee programs provide the ability to buy load funds on a pay-as-you-go basis (many
funds in a wrap fee program do not offer C shares). Many programs allow free transfers
between fund families. They put the broker on the same side of the table as the client. The
broker continues to make money as long as the client relationship lasts. The group also
discussed various negative qualities of wrap fee programs, including the fact that the
programs are expensive for clients, with total fees averaging 2% percent per year, and the
possibility that quarterly statements might encourage a short-term outlook. In addition, the
group briefly explored the markets reaction to converting from commissions to asset-based
fees. There was widespread agreement among participants that the growth of mutual fund
wrap fee assets would continue to match or outpace the growth of the overall mutual fund
industry. Following the breakout session summaries, John Rogers spoke on the topic of
"Implementing and Making Use of the Chartered Mutual Fund Counselor (CMFC) Program."
He began by announcing that the mutual fund education program, which had been jointly
sponsored by the National Endowment for Financial Education and the Investment
Company Institute (with oversight from the Institutes Sales Force Marketing Committee),
was complete and accepting enroliments. Mr. Rogers reminded the Committee of the CMFC
programs objectives: to increase investment professionals’ knowledge of mutual funds so



that they may better serve their clients; to help investment professionals meet the
Securities Industry Continuing Education Program requirements; and to offer investment
professionals a designation as a mutual fund expert. Several Committee members
explained that their firms were committed to the CMFC program and would require many of
their employees, including wholesalers, sales desk representatives, and customer service
representatives, to enroll in the program. These members also said that their firms would
sponsor brokers to obtain the designation. Mark Freeman stated that he believes the CMFC
program will play an important role in proving to the media that the industry is serious
about the quality of advice provided to mutual fund investors. Sandy West, Director of
Policy and Market Research for the Institute, provided a brief update about the Institutes
current research agenda, including research being done on the profile prospectus and
various risk measurements. She also stated that members have shown strong interest in a
new participant-funded project concerning shareholders perceptions of financial advisors.
Mr. Freeman then announced that the next meeting of the Sales Force Marketing
Committee was scheduled for Friday, April 19, 1996 at the Institute offices in Washington,
DC. The meeting was adjourned at 10:10 am. Sales Force Marketing Committee Investment
Company Institute January 18, 1996 Key Biscayne, FL Attendance List
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