
John E. DonaIdson, Jr. 
2050 Charles Drive 

Mellertown, Pennsylvania 1805s 

April 12, 2003 

Mr. Jonathan G. Katz 
Secretary 
Securities and Exchange Commission 
450 Fifth Street, NW 
Washington DC 20549-MU9 

RE: File # 57-5 1-02 

Dear Mr. Katz, 

Itccently, I wrote to Cllair-nim Donaidson proposing additional miitu;zl f i t  nd  
disclosure requirements. My letter was forwarded to Mr. Paul                   Cellupica who suggested 
that 1 send my comments to you. Please see the attadred. 

As you know, when a mutual fund investor chooses an actively inanaged s t w k  or 
boiid fund, the decision is driven by an expectatioii that the portfolio manager will, by 
virtue of investment acumen, consistently produce returns with no additional risk, net of 
fees, which exceed a passive alternative. (An investor can always increase expectcd 
return passively by simply selecting funds that replicate the index of riskier asset classes 
or sub-classes.) 

Also, an investor that has crafted an asset allocatim based on the risk and return 
expectations of various asset classes as represented by different indices selects an active 
nianager with the premise that the securities of the i-elcvant iiidcx will be the set froill 

which the por-ttblio securities are selected. This premise allows for the executioii ol’tlie 
investor’s strategy and, equally important, the tneasuretnent of results. Is the invcstor 
truly achieving risk adjusted excess returns after fees? 

Regrettably, mutual fund literature does not disclose the information required to 
permit the investor to readily answer three siniple questions. First, did the portfolio 
iiirznagei- invest in securities outside of the rclevant index’! II‘so, how did this itffcc;~ the 
total rctui-11 of the portfolio? What was the profile of these out-of-index holdings i n  terms 
of in ark et cap i t a I i zat ion, in ar k et /b o o k, WE, s eet o I*, d o 111 e st i d i i i  tern at ion a I, cred it q LI al i t y 
or cltiration? Secondly, for equity funds, what has been the trend i n  terms of‘ size and 



growth vs. value'? Thirdly, for those securities selected fiom the relevatit itidex, liw 
inuch of the return, in the case of equities, was due to sector weight decisions, security 
selection and foreign exchange? In the case of fixed income how much was due to credit 
quality, duration and foreign exchange? 

I urge you to consider required disclosure of' 1) out of index holdings profiled as 
rioted above, 2) a time series presentation ofthe quintile distribution of market 
capitalization and tnarket/book, and 3 )  return attribution (sector weighting, seciiri ty 
selection, foreign exchange, country weighting, credit quality and duration). If this 
information wits available on a timely basis, investors would be able to make infor*ii.red 
decisions. The investor could better determine the origin of returns over time and t lws  
judge if the returns are due to skill, the fees are justified and if the poitfolio mat~agcr- is 
investing in securities that are consistent with the investor's expectations. 

Access to this information is i n  the best interests of'the fund owner and shotiId not 
be a burden to the fund operator as most, if not all, of this data i s  probably already 
produced to assist the portfoho manager. Thank you for your patient consideration of 
this request. 

Sincerely, 

Enc I o sit re s 
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John E. Donaldsan, ,Jr. 
2050 Charles Drive 

Hellertown, Pennsylvania 18USS 

March 5, 2003 

Mr. William H. Donaldson 
C hairrnati 
Securities and Exchange Coiiiniission 
Washington, DC 

Dear Mr. Donaldson, 

1 a i i i  writing to urgc. ttic SEC to take the nccusstiq s u p s  to caiisc mutiiril fiiiids to clisctosc 
tiiorc itiformation about invcstmcnt rct~ii*ns. Wlicn 1 read thc pcrtodic rcports on ;ocrfot-tri:~i~cl: of 
thc fiinds I own, I am unable to determine what fktors have contributcd to thc diFcrcncc ill 

returns of tlic f i i d  and its rchtcd i1idcs. Thc fiiiid owicr's widcrstnnding of iiivosttiic~it s! i'ntcgics 
i t  ould bc grcntly cnhanccd with return attribution analysis dong with capitalization aiid st! Ic 
data. Idcdly, this information wuuld bc wcb sitc nvnilnblc monthly (in a tiiiic scrim a m )  ) 
shortly aftcr tlic closc of thc month. 

I propose that the attribution analysis deal with thc €allowing qucstions. 

How n~uch  of thc total rcturn was cluc: to "out of indcs" lioIdings') What is thc pioiiie of' 
thesc "out of index" holdings in terms of rim-kct cap. niarkct/book, P/E, sector niicl 
donicstrc/intcrtiation~l'~ (Note: if n dotnestic fiind has forcign exchangc cxposurc, \hat 
was the impact of foreign exchaiigc on thc total rctum?) 

For holdings d r a w  from the rctated bciichmark index. \ v h t  ~m-ttori 01' tlic total rctti rti 
can bc attributed to sector weiglitings, sccurity sclcction within sector and the miscd 
cffcct of tllc t\vo factors'! 

For intcrtiational fiinds what portioii of the total rcturn was duc to forcign cxclmnsc ruld 
country wetgliting'? (Notc: Infurmation rcicvant to qucstioiis I atid 2 slioitld bc stqiplied 
in local currency tcrins fur  thc rcgions rcprcsentiiig thc dominaiit ciirrcncics i n  thc 
portfolio, for usamplc thc Euro and the Yen.) 

In addition to thc attribution information it would bc vcrj. useful to h a ~ c  ;tii ongoing 
disclosurc of market capitalization aid mnrkct/book data. I bcl icvc this in furinntion wotilcl bcst 
bc provided with qtirntile distributions of thcsc ctiaractcristics in a tinic scrics forniat. 



UNITED STATES 

SECURITIES AND EXCHANGE C O M M I S S I O N  
WASHINGTON, D.C. 20549 

DfVtSION OF 
I N V E S T M EN T MANAGE MEN T 

March 25, 2003 

Mr. John E. Doualdson, Jr. 
2050 Charles Drive 
EIellertown, PA 18055 

Dear hlr. DonaIdson: 

' I I m k  you for your March 5 ,  2003 letter to Ch;iirnian Dot~aldsoii rcgrding 
m 11 t 11 a1 fii 11 LI d i sc losure of i n I'o i m  a t i on a110 ii t i 11 vc s t m e 11 t re t 11 1-13 s \v h i c h I1 ;i ,c; becn 
I'orwat-cietl to I'HC for reply. My oi'ficc, tlic OI'licc of- Disclosure Kcguiatian, is rcspunsiblc 
for the rulcs that goverti disclosures tnxk by mutual fiiticts. I n  YON- letter, you st;itc that 
in rcxling the pcriodic reports of the runds t 1 ~ t  you owii, you x e  Lmible to cfctmiinc 
wliat factors coiitributed to the differcncc ii i  retiinis of the l i i i i d  and its rclatcd i tidex. 
You ~irge that the Coilmission require niutual fuiids to disclose certain a?dditioii;il data 
regarding fund returns, to be available by web site Inonthly. 

Y O L ~  may bc interested to Iwow that  011 Deccmbcr 1 S, 3002, the Coiiiritissioii 
pi-c~poscd iiew rules that would revise ni i i t i ia l  fiiiict slia~-cliolclcr I-cpoi-ts. ?'he piuposed 
rules arc designed to improve disclosiire O F  liii~d portfolio Iioldiiigs and cxpcnscs. The 
f d l  text of this rule proposnl may be found on the Coniiiiission's website at 
h t t p : //www. sec . go v/ru 1 cs/proposecl/i c -2 5 8 7 0. 



MI-. Johu E. Donalclsou, Jr. 
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Thank you again for your Ictter, 

h i 1  G. CeIIirpica 
Ass is t m t  Director 


	
	
	
	
	

