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INVESTXEN' TRUSTS AND INVESTMENT COMPANIES 

TUESDAY, APRIL 2, 1940 

UNITED STATES SENATE, 
ON SECURITIESSUBCOMMITTEE AND EXCHANGE 

OF THE BANKING COMMITTEE,AND CURRENCY 
I~'ashington,D.C. 

The subco~nrnittec met, pursuant to call, at  10:308. m., in room 301, 
Senate Office Building, Senator Robert F. Wagner presiding. 

Present: Senators Kagner (chairman of the subconnnittee), 
hilaloncy, Hughes, Miller, Downey, Townsend, and Taft. 

The ~ubcoxntnitt~ee Senator WAGNER. will come to order. Senators 
h4iller and Hughcs have authorized the chairman to vote them for-a 
quorum, and they mill be here presently. 

This subcommittee is cdled to begin hearings on S. 3650, introduced 
by the chairman, to provide for the registmtion and regulation of 
invcstrnent companies and investnwnt advisers, and for other purposes. 
The full text of the bill will be made a part of the record a t  this point.

(S. 3580 is printed in full, as fuhws:) 

1.3. 3980,76th Cong., 3d SWS.] 

A HILT. To providc for t he  registration and repulution or investment tompanier n,nd invcstlurnl advimrs, 
and for other purposes 

Be it enacted by  thc Senate und Ho~tseqf Kepresenlatiws of the United States of 
America in Congrras assembled, 

TITLE I--1NYEYTMENT COMPAKIES 

BINDINGS 

SECTION1. Upon the basis of facts disclosed by t,he record and reports of the 
Securities and Exchange Commission made pursuant t o  sect,ion 30 of the Public 
Vtiliby Holding Company Act of 198.5, and facts o t h e r ~ i s e  disclosed and ascer-
tained, i t  is hereby found t.hat investment companies are affected with a national 
publie interest in that,  among other things- 

(1) the securities issued by such compa~~ies ,which co~istit,ute a sub-
stantial part of all securit,ies publicly offered, are diatdbutcd, exchanged, 
transferred, redeemed, and repurchased by use of the rruils and means and 
i~~strurrle~rtaIit,iesof interstat.e colnrneres, and irr thc case of the numerous 
conlparlies which issuc redeemable eec~rrities t,l~is process of dintribu1,ion and 
redemption is cont,inuous and curlstant; 

(2) the principal activities of such conil~a~liet-iuvestrt~g,rcinvesti~rg, and 
t.radin5 in securities issued by other companies-me condurted by use of 
t l ~ cmail,. m d  mranc ~ 1 x 1  of intrrstatr conlrrlerce, including i i i s t r t i ~ l ~ e ~ ~ t ~ a l i t i ~ "  
the facilit ie~ of r~ntiul~al e.xcha~~gri, 3 substantials~cr~r i t i e r  and col~ut,iti~tc 
part of a.ll tru:~cactiolrs effected in the securities ~ n w k e t sof the Nation: 

(3) such cornpaniea cu:t.o:nnrily i n ~ e s t  and trade in securities isbned by, 
alld rnv dominate and control or otherwise affect the policies and rnanage- 
~ n c n tof, companies engug~di n  buhiness in interst,att' corniuercc; 

(4 j  such cornpanie~ are n~etlia for the invert,nlent in the rlat,ional economy 
of a substantial part of the national savings and may ha1.e a vital effect 
~rpon the flow of 5i1ch ~ a ~ i n e s  into the. capital nierhcts; and 
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(5) the activities of such companies, extending over many Statea, arid the 
wide geographic distribution of their security holders, make difficult, if 
not impossible, any effective State rt~gr~lstitr~~r11cl1 co~~lpanies of in tlie 
inkvest of invrstors. 

DECLARATION OF POLlCY 

SEC.2. Upon the basis of facts disclosed by the record and reports of tlie 
Securities and Exchange Conmission made pursuant to section 30 of the Public 
Utility Holding Company Act of 1935, and facts otherwise disclosed and ascer- 
tained, it is hereby declared that the national public int'erezt and the interest 
of investor^ are adversely affected& 

(I) when iuvestors purcl~ase, pay for, cachange, rcceivt: dividetirls upon, 
vote, refrain fro111 rotillg, sell, or surre~ider securities issued by investment 
companies nithont adequat,e, accurate, and explicit. information, fairly 
presented, concerning the character of such securities and the circumstances, 
puliciw, and responsibility of s ~ ~ c h  companies and their management; 

(2) when investment compsnieii are organized, operated, or managed in  
the interest of directtors, officers, nlarmgers, iriveat~ncut advisers, depositors, 
or other affiliated persons thereof, in the int,crest of unrlerwritere, brokers, 
or dealers, in the int,erest of special classes of their security holders, or in 
the interest of otlicr investment companies or persons engaged i l l  other lines 
of bmi~~ess ,rat,ller thari in the interest' of all classes of +rrcli compauies' 
security holders and of tlie public; 

(3) when inwstrnent companies issue sccurities cor~taining inequit~itl)le, 
discriminatory, or anomalous provisions, or fail to protect t,he preferences and 
privileges of their outstanding sccurities; 

(4) wlicn the control or ~nanagen~ent of irlvcst~ncnt companies is r~ndrrly 
concentrated, inequitably distributed, or irrespo~~sibly held; 

(5) when ipvcstrnent companies, in keeping their accounts in maint'aiuing 
reserves, and in computing their earnings and the asset value of their out- 
standing securities, employ unso~~ndor misleniling rnethods, or are not 
subjected to adequate independent scrutiny; 

(6) when investment companies are reorganizrd, tlissolved, t m o ~ u e  in- 
active, or change t i ~  character of t,hcir business, or when the control or 
management thereof is tralisferred, witl~out the con~ent of their security 
holci~rs and without aclequate public supervision;

(7) when iuvcstincnt cmnpauies engage in ~nanipulativc or widuly specu- 
lative tra~~sactions, have excessive investlncnts in securiticn or prope.rty of a 
speculative or r~nn~arkctable chmactcr, or by borrowing and t,he issuance of 
scnior securities inrreasc the spcculative character of their junior srcuritjes: or 

(8) when invcst~ncnt con~panies operat,e ~ i t h o u t  adequate assets or 
reserves, or attaiu such great size as to preclude efficient inveatmcnt manage- 
ment and to hare excessive inflonlce in the ~iatio~ral ecolionly. 

I t  is hcrcby declared that  the policy and purposes of this title, in accordance with 
which the provisions of this t,itle shall be interprctetl, are to mitigate and, so far 
as is feasitrlc, t,oelimi~iatethe abuses ciiumc.ratcd in this section. 

DEFINITION O F  IXYESTAIENT C O X P A N Y  

SEC.3. (R! \V1ic11 wed in this title, "investment conlpa,ny" n ~ e a ~ ~ s  an?; issuer 
which-

(1) holds it,self out as being csngagcd prinia,rily, or propows to engage 
primarily, in t,he l)usi~iwr; of in\-estil~g,rcinvest,ing, or tracli~~p in srcurities; 
or 

(2) is engaged or pruposcs to engage in the business of inventing, rcLin- 
vcsting, owning, holding, ur trading in secnrit,ies, and owns or proposes to 
acquire investment securities having a vah~e  exceeding 10 per c c ~ ~ t ~ l n ~  --of 

oft,hc valile of such issuer's t o h l  asspts (esclr~si~e Chvtrnment srcrwities 
and cash items) on a11 uncriusolirlntt.d ha~is .  

-4s used in this subsection, "investnwnt securitiet." irrclucica all scctrritirs eseept 
(A) Government securities, (B) sec~~ritiesissued t ~ \ -  rmployees' securities ronl- 
panits, and (C) securities issued by majority-owned ~~it)sitliaric~s of t,he uwner 
which are not invcst,ment companies. 

(11) Notwithstallding paragrap11 (2' of sul:secticn (a) ,  none of the following 
issuers is an in~cs t rn t~nt  colnpa~iy n.it,hin t,he nienning of this titlc: 
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( I )  Any issuer primarily engaged, directly or through wholly-owned sub-

sidiaries, in a husilless or bnsinesses other than tha t  of investing, reinvesting, or  
tradlng in securities. 

(2) Any issner which the Commibsion, upon application by such issuer, finds 
and by ordm claclares t o  be primarily engaged, directly or through ~na jon ty -  
owned srlhsidiarit-~s, i n  a business or  businesses other than tha t  of investing, rein-
vesting, or trading in  securities. The filing of an  application under thib paragraph 
hv nn issuer other than a registered invcstnlent company shall exempt t h e  appli- 
cant from all pnwisions of this title for n period of fiivty days. For cause show11 
t h ~Conm~issionhv ordcr may e s t m d  such period of c s e m p t i ~ n  for an additional 
period or periocls. Whenever the  C'ommi~sio~i,  npou its own rrmticm or upon 
npplicat,iun, fir~ds tha t  the  circurnst~nces which gave rise to  the ifisuance of an 
ordvr granting an  application ~ ~ n d c r  no Icrnpt,r exist,, t he  (:o~nlnisfiion this ~ ~ a r a g r a p l l  
shall I)y order revoke snch ordcr. 

(3) Any issuer all the  outskandit~g securities of \vllicl~ (other than short-tern1 
paper) arc directly or  indirectly owned by a company exct!ptetl from the definition 

c l f  i ~ ~ v e s t i n o ~ tcompany t),v paragraph ( 1 )  or (2) of this nul~seetion. 
ic) NotwithsC:t~~tiing s~tlmctiorls ial s,nd (b), norle of the  foll~)rz-ing persons is 

a n  i n v c d n i e ~ ~ t ,  conqmny within the  rneaning of this title: 
(11  Ally issuer \vhosr: orrtstattdi~ig securities (other than short-term paper) are  

h ~ ~ c f i c i a l l y  by 11ot more than one hurdretl persolls and which is not makir~g ow~~ec l  
a d  does uot propose t o  make a public offering of its securities. For t,lw purposes 
of this paragraph, bcneficial owtiership by a c0111pany shall be deemed t o  be bene- 
ficial ownership by oue person; except tha t ,  if such company is an affiliated 
cotnpany of the  issner, the  1)eneficial ownersl~ip shall be deemed t o  be tha t  of the  
hol( ie~s  of such affiliated ronlpany's outstanding ~ecur'itirs (othcr than short- 
t,errn l~aper j .  

(2) Any person s~~bstant , ia l ly  :dl of  whose gross iucorne from securities and 
securitics tralisactiorls is derived from acting as broker and from the distrihutioo 
of s e c ~ ~ r i t i ~ r i  issued by othcr persons. 

(3j Any l ) t ~ ~ i k  or insurance company: a n y  common trust furd,  ns defiiled in 
sectioi~169 of the  Rcvenne .\(s t  of 1938; ally savir~gs and loan associatiou sub-
stantially all tile Imrri~lnss of which is confined to  thc  making of loans t o  ~lwrnhers: 
or any persol1 engaged exclusire1.v in  the  hosinrss of making small loans and li- 
censed undor t,he laws uf a %ate t o  engage in such I~usiness. 

( 4 )  .4ny con~pany  effectively rrgistered as a holding company ulrrlcr the P ~ ~ h l i c  
Utility Holding Cornpauy -4ct of 1935. 

( 5 )  Any company, other than a face-aruou~lt certiticate co~npany,  sntxtsntially 
all the intangiMe assets of which cottsist, of mortgages and other liens on real 
estate. 

(6j Anx person slibstantially all of whose ~ ~ Y ~ T I P S Sconsists of owning or 1lc)lding 
oil, gas, or other mineral royalties o r  leases, or fract,ional int,erestc: therein, or 
certificates of interest or participatiori in or  inrestnient, contracts relative to 
such royalties, leases, or fractional interests. 

(7) Any company organized and operated esolusivcly for religious, educatioiml, 
be~levoleut, fraternal, charit,able, or rcformator?~ purposes, no par t  of the  net 
carnings of which inures t o  the  benefit of any private shareholder or individual. 

(8) ,Any voting trust the  as.;& of which consist eucl~~sire ly  of securities of s 
single issuer which is riot an  invrstnlent company. 

(9) Any security holders' protective comnlit,tee or sin~ilar iss~rcr h a v i ~ ~ g  out-
standing and iswinp no secr~rit,ies other t h a ~ ~  certificates of tlelmit and short- 
tern1 papw. 

( ~ I . . ~ S S I I ~ I ~ ~ . V ~ I O SOF' 1svEwnu:w ( 3 ~ \ ~ ~ ' ~ i x ~ ~ s  

SEV.4. For the purposes of this title, investn~enh con~panier ate d i~ i t l ed  into 
t.hree principal classes, d e f i ~ ~ e d  as follows: 

(1) "Fare-an~u~tni.  colnpally which certiticnte conq~aiiy" nleatls an  i n \ . e s t ' ~ ~ l e ~ ~ t  
is engaged in the h~s iness  of issuing face-amount certificates, or n-hich has bccn 
ellpaged ill s11c11 Imsirles~ and has any ..r~ch cc.rtificatc outstautlitlg. 

(,2\ 'Tni t ,  invest~nent trust" mcatls :in insest,rne~lt cotupally \r-l~ie!~ (.%I is orgall-
n t r w t  i ~ ~ r t c ~ t t ~ ~ n ! ,  i x d  ~ t~ l t l c r  contract , i f  cust,otliansl>ii)or agrllcy, or sinlilar instrrl- 

tneilt, iB> (irws riot hnvc, 3 lxmril of ~ I i r r ~ t o r s ,a ~ i d(C! i w ~ wn111x- I ' ( V ~ e ~ l ~ l ~ h 1 ~ )  
secrtritic~s. cact~ of wl1ic11 reprcsrnts an n~~t l ividcdinterest ill a rtrtit o f  spccifiecl 
securities: I ) I I ~(1oc.s not inclurli. tl voting rrust, or a n y  t , r ~ ~ s t  which i3srirs and h w  
outstnndii~qno ser~irit irs ot, l~er than short-tcrnt palwr i r > t l  1)crimlic payment plan 
cert,ificates. 

(3i "Managemtv~t invcst~nwrtt colnpanv" nrca~is any  ii~vcstlucni colnpaiiy other 
than R f a c ~ - n n ~ o r t ~ i t  trust,  or 3 companyccv%ificate mnrparly, a unit i ~ t v e ~ i t n l e ~ ~ t  
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which issues and has outstanding no securities other than short-term paper and 
periodic payment plan certificat,es. 

SUBCLASSIFICATION OF hfAN.4GEMENT INVESTMENT COYPANIEC 

SEC. 5 .  (8) For the  purpoges of this title, rna~iagelnent. investinent con~pa~i ies  
are  divided, according t o  the sccurit,ies wliich t,hry issue, into open-end and closed- 
end managen~ent  invest~ueutcoi~~panies ,defined as follows: 

(1) "Opcn-end ~nanagemcnt  investment company" means a rnauagen~ent invest-
ment  cornpan)- which is ofering for sale or ha8 outstanding any redeemable security 
of which i t  is the issuer. 

(2) "Closed-end managenlent invest,inent company" nwans arlg ~na i~agen ien t  
investment company other than a n  open-cnd lnauagerricnt illvestment compally. 

(h) Managernent investn~cnt conipanies are further divided, according t o  the 
character of their assets, their investment policy and capital structure into 
diversified invcstrnent companies, securitieb tarnding compauics, and s~c~i r i t , i e s  
financc companies, dcfined as  follo~vs: 

(1) "l)i\:ersified itivestmcnt coinpanj" iticans a n~ai lagen~cntinvestment 
company which meets the  following requirelne~its: 

(A) the  \.slue of its iuvcst~nent in the securities of any onc issuer (other 
than Govermnent securitiefi) does not cscred 5 per cent i~ni  nf the  value of 
i ts total asset's; 

(B) a t  least 85 per ccntxm of the value of its total assets is represexitad by 
cash items, by Govemnie~lt securities, and by marketable securities of issilers 
of which i t  does not own more t,lian 5 per cent,um of a n j  class of securities 
orlbstandi~~g;

(C) its portfolio tur~l-over during it,s last fiscal Scar did 11ot cxceed 150 
per centnm; 

(1)) i t  has o u t s t a ~ ~ d i n g  o l~ ly  onc class of st!curitics other t11a11 short-tern1 
paper; arld 

(E) i t  does not  cor~trol or own atlp voting wc11rit.y issued by an); other 
invcst~nent company. 

(2) "Securities trading coinpany" means any  managenlent invc;;tiiient compaliy 
ot,her than a diversified investnlent coinpau:-, which nreets tile requirc~ncrits o 
~ubparagrsphs(A) and (B) of paragraph (1). 

(3) "Securit,ies finance company" lneans any ~naiiagerne~it investment company 
other than a diversified investnieiit company or securities trading company. 

(c) A registmed diversified investmelit or securities trading company which a t  
the time of its registration meets the  requiremants of subparagraphs (A) and (Bj 
of paragraph (1)of subsection (h) shall 1106 lose its status as  a diversified invest- 
mcnt  or  securities trading conipany bccanse of any subsequent discrepancy be- 
tween tlie value of i ts various invcstnier~ts and the requireinent,~ of said subpara- 
graphs, so long as  any  such discrepancy existing i~nmcdiat'ly after i ts acquisitio~t 
of any  s c c u r i t ~  or other property is neither w l d l y  or  part,ly the  result of such - - .  . . 
acquiiition. . 

(d) The Coinlilission shall have aut l ior i t .~ ,  by rules and regulatiolls in t,he 
public interest or for t'he protection of investors, to  make further classifications 
and suhclnssifications of investment cornpauies according t,o organization, capita1 
structure, riat,nre of assets, amount of assets, invcstmcnt policy, character of busi- 
ness done, or an?; onc or more other characteristics which the  Colnlr~ission deems 
significant and which are consistent I\-it,h the definit,ions co~itainerl in  t.his section 
nlid ~cct iou 4. 

EXEMPTIONS 

S E C .  6. (a) Tile following inicstnlent companiec; are exempt from every provi- 
sion of this title except section 7 (d):  

(1) Any company not wgsnixed nncier the  laws of the United States or  of a 
Rts to-....v - .  

12) Any conipnny organizcd under the  laws of arld having its principal oEce 
and p1a.c~ of bn~incss  ill .4laska, IIa~vaii ,  Pncrto Rico, tlie Philippirle Islands, the  
Cam1 Zone, t,he Virgin Islands, or any  other posscssion of the  United Stat'es; but 
such cxempt,ion sliall terminate if any security uf whicll such company is tlie issuer 
is offcrecl for sale or sold, after the  effective date of this t'itlc, by srlch company or  
R , I ~underwriter t,herefor, l o  a resident of any Statc ot, l~cr thaii the State  in wliicli 
~ur.11company is organizecl. 

13) Any conipany for which, in x proceeding in m y  court of the  United States o r  
elf R State,  n receiver, trustee in bankrnptcy, or similar oficsr had heen appointed 


