
STATEMENT O F  WILLIAM L .  CART,  CHAIRMAN OF THE 
sECURITIES AND EXCHANGE COMMISSION, B E F O R E  SUBCOMMITTEE 
NO. Z O F  THE HOUSE COMMITTEE ON BANKING AND CURItENCY, ON 

H.  R .  667Z, 87TH CONGRESS, IST SESSION 

AUGUST 2, 1961 

Mr.  C h a i r m a n  and M e m b e r s  of the Commi t t ee :  

I am W i l l i a m  L.  C a r y ,  C h a i r m a n  of the Secu r i t i e s  and Exchange  

Commiss ion ,  and I a p p e a r  for  the  pu rpose  of d i s c u s s i n g  H.  R. 6672. 

H.  I t .  6672 is  a b i l l  which would amend  c e r t a i n  p r o v i s i o n s  of the  

Investment  Company  Act of 1940 and the Smal l  B u s i n e s s  Inves tmen t  Act  of 

1958. The pu rpose  of the b i l l  i s  ev iden t ly  to p romote  the growth and 

development  of s m a l l  b u s i n e s s  i n v e s t m e n t  c o m p a n i e s .  The C o m m i s s i o n  

has been s e n s i t i v e  to the C o n g r e s s i o n a l  intent, to provide  a c c e s s  to s o u r c e s  

of capi ta l  for  s m a l l  b u s i n e s s  c o n c e r n s ,  and has  coopera ted ,  wi th in  the 
/ 

f r amework  of our. Ac t s ,  to f ac i l i t a t e  the  growth of sma l l  b u s i n e s s  i n v e s t m e n t  

companies  which have  been  e s t a b l i s h e d  for  th i s  pu rpose .  The C o m m i s s i o n  i s  

in a c c o r d w i t h  the ob jec t ive  of l e g i s l a t i o n  tha t  would p romote  the deve lopmen t  

of sma l l  b u s i n e s s  i n v e s t m e n t  c o m p a n i e s ,  but ,  n e v e r t h e l e s s ,  v iews  c e ~ a l n  

p rov i s ions  of H.  1~. 667Z as  e i t he r  u n d e s i r a b l e  or  u n n e c e s s a r y .  
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I. Sec t ion  8 of the bLU would amend by imp l i ca t i on  s e v e r a l  p r o v i s i o n s  

' of the Inves tmen t  Company  Act of 1940. That section,  of  the  b i l l  p rov ides  

that nothing conta ined  ~ln the Inves tmen t  Company Act  ('~,~e Act" )  o r  any 

other Act  sha l l  be cons t rued  as  p r even t i n  S a s m a l l  bus ines s  i n v e s t m e n t  

company f rom i s su ing  " re  s t r i c t e d  s tock op t ions ' ;  and spec i f i c a l l y  a u t h o r i s e s  

the i s s u a n c e  of such opt ions .  

At p r e s e n t .  S e c t i o n  18(d) of the Act spec i f i ca l ly  p roh ib i t s  long t e r m  

war ran t s  or  op t ions ,  and Sect ion  23(a} s p e c i f i c , ! l y  p roh ib i t s  the i s s u a n c e  of  

s ecu r i t i e s  for  s e r v i c e s .  In addi t ion,  Sect ion 23(b} p roh ib i t s  a r e g i s t e r e d  

c losed-end  i n v e s t m e n t  company  f rom sel l ing any c o m m o n  stock of which i t  

is the i s s u e r  at  a p r i c e  below the c u r r e n t  net a s s e t  value of such s tock.  

These e x p r e s s  p roh ib i t i ons  were  embodied in the s ta tu te  because  of the 

abuses tha t  had r e su l t ed  in  th is  a r e a .  The dangers  i n h e r e n t  in  the use of 

option w a r r a n t s  in  the i n v e s t m e n t  company context  were  made  abundant ly  

c l ea r  by the  C o m m i s s i o n J s  i n v e s t m e n t  t r u s t  study which fo rmed  the  b a s i s  

for the s t a tu te .  Indeed.  the i n v e s t m e n t  company i n d u s t r y  i t s e l f  reco~mized 

the need for the p roh ib i t ion  aga /ns t  opt ions  in the s ta tute  which was enac ted  

with i t s  e n d o r s e m e n t .  

Because  of  the v a r i o u s  fo rms  of  abuse which can  a r i s e  in  th i s  a r e a  

the C o n g r e s s  d e t e r m i n e d  tha t  m a n a g e r i a l  compensa t i on  should .take a m o r e  
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d i r e c t ,  open ,  m e a s u r a b l e  and u n d e r s t a n d a b l e  f o r m .  P a y m e n t  o f  c o m p e n s a t i o n  

by an  i n v e s t m e n t  c o m p a n y  for s e r v i c e s  r e n d e r e d  m a y  be on a s a l a r y  o r a  fee  

b a s i s ,  but  in e i t h e r  c a s e  it  i s  p r e c i s e  and known and r e a d i l y  u n d e r s t o o d  by the  

i n v e s t o r .  On the o t h e r  hand ,  opt ions  a r e  a f o r m  of p r o f i t , s h a r i n g  d e v i c e  as  

a r e s u l t  of  wh ich  c o m p e n s a t i o n  of m a n a g e r s  and p r o m o t e r s  m a y  b e a r  no r e l a -  

t i o n s h i p  to  the  s e r v i c e s  ac tua l l y  r e n d e r e d  and the equ i ty  of the  publ ic  s h a r e h o l d e r  

m a y  be d i l u t ed  to an unknown e x t e n t .  

The u s e  of r e s t r i c t e d  s tock  op t ions ,  wh ich  a r e  not t r a n s f e r a b l e ,  d o e s  

not ma~teriaHy r e d u c e  the  p o t e n t i a l i t i e s  for abuse  i n h e r e n t  in  s t o c k  op t ions  

g e n e r a U y .  The fact  tha t  an opt ion is  r e s t r i c t e d  would not  e l i m i n a t e  a t e n d e n c y  

t 9 " w a t c h  the  m a r k e t "  a n d  to take  s p e c u l a t i v e  r i s k s  c o n t r a r y  to the  i n t e r e s t  of  

s t o c k h o l d e r s  . A h o l d e r  of a r e s t r i c t e d  s tock  op t ion  is  c o n c e r n e d  with the  p r i c e  

f luc tua t ion  of  the  s tock .  To c r e a t e  in  t h e s e  c o m p a n i e s ,  which  a r e  e s s e n t i a l l y  

sp e cu l a t i v e  in  n a t u r e ,  the  oppor tun i ty  foI' r i s k l e s s  p ro f i t  f lowing f r o m  a l o n g -  

t e r m  ca l l  on the  c o m p a n y t s  s e c u r i t i e s  at a f ixed p r i c e  se t s  the  s t age  for  the  

d e v e l o p m e n t  of  s e r i o u s  con f l i c t s  o f  i n t e r e s t .  

F u r t h e r m o r e ,  t he  dange r  of d i lu t ion  of  the equi ty  of  s h a r e h o l d e r s  r e -  

m a i n s  an i n t r i n s i c  probien~, aJad the  e x i s t e n c e  of op t ions ,  w h e t h e r  r e s t r i c t e d  

or n o t ,  w o u l d  i n t r o d u c e  an add i t iona l  c o m p l e x i t y ,  s p e c u l a t i v e  and  u n c e r t a i n  in  

n a t u r e ,  into the  cap i t a l  s t r u c t u r e  of  the  i s s u e r .  T h e s e  f a c t o r s  m a y  c r e a t e  d i f -  

f i c u l t y  in  a p p r a i s a l  and a n a l y s i s  of an' i s s u e r t s  s e c u r i t i e s  and m a y  i m p e d e  
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ef for t s  to r a i s e  addi t iona l  capi ta l  on r ea sonab le  t e r m s ,  p a r t i c u l a r l y  where  

the re  a re  no s t a tu to ry  l i m i t a t i o n s  on the amount  of s tock  which m a y  be sub-  

ject  to op t ions ,  Thus t h e  i s suance  of  opt ions could r e s u l t  in s e r ious  c o n s e -  

quences to a developing e n t e r p r i s e  and could i n t e r f e r e  with i t s  ab i l i ty  to 

genera te  suff ic ient  funds to mee t  the needs  of  the s m a l l  b u s i n e s s  c o n c e r n s  

looking to it: f o r  f inanc ia l  a s s i s t a n c e .  

. . . .  The unava / l ab i l i ty  of s tock  opt ions has  not impeded  the i n v e s t m e n t  

Company i n d u s t r y  as  a whole, which has  grown f rom $2. S b i l l ion  of a s s e t s  

in 1940 to a p p r o x i m a t e l y  $25 b i l l ion  c u r r e n t l y .  In fact ,  the unava i l ab i l i t y  of  

s tock op t i ons  does not appea r  to  have impeded the growth of sma l l  b u s i n e s s  

i n ves tmen t  comp~_~es.  As of June 2, 1961, t h i r t y - f o u r  sma l l  bus ine s s  i n -  

ves tmen t  compan ie s  p ropos ing  to m a k e p u b l i c  o f fe r ings  of  t he i r  s e c u r i t i e s  

have r e g i s t e r e d  with th i s  C o m m i s s i o n  s e c u r i t i e s  in the amount  of $24Z, 679,484 

for public  sa le ,  There  d o e s  not appear  to be any r e a s o n ,  t h e r e f o r e ,  why it- 

i s  m o r e  e s s e n t i a l  tha t  sma l l  bus ines s  i nves tmen t  c o m p a n i e s ,  r a t h e r  than  

/nves tmen t  Companies  gene ra l ly ,  be p e r m i t t e d  to i s sue  r e s t r i c t e d  s tock  op t ions .  

. The p r i m a r y  purpose  of a sma l l  bus ines s  i n v e s t m e n t  company  i s  to  

cont r ibute  o r ig ina l  cap i ta l  to s m a l l  bus ines s  c o n c e r n s .  Such a company  i s  

engaged  in the bus ines s  of  inves t ing  and r e inves t i ng  in por t fo l io  s e c u r i t i e s  and 

i n  th i s  r e s p e c t  i s  no d / f ferent  than  any i n v e s t m e n t  company .  It is  undoubtedly  
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the an t i c ipa t ion  of a sma l l  bus ines s  i nves tmen t  company  that  the s e c u r i t i e s  in 

which i t  i nves t s  u l t i m a t e l y  will  become accep tab le  in the m a r k e t  place._ It 

~hould b e  pointed out tha t  the Inves tment  Company Act i t s e l f  con t empla t ed  the 

~formation of  c o m p a n i e s ,  s u b j e c t t o  the Act. which would supply o r i g i n a l  cap i t a l .  

:Section l~-(e) a s s u m e s  tha t  a company in the bus ine s s  of " fu rn i sh ing  cap i ta l  to 

i n d u s t r y ,  i 'mancing p r o m o t i o n a l  e n t e r p r i s e s .  Cand~ pu rchas ing  s e c u r i t i e s  o f  

i s s u e r s  for  which no r eady  m a r k e t  is  in ex i s t ence .  " ac t iv i t i e s  p e r f o r m e d  by 

a s m a / l  bus ine s s  i n v e s t m e n t  company,  i s  ~n i nves tmen t  company .  S e v e r a l  

c o m p a n i e s  - -  not  qual i f ied  as  sma l l  bus ine s s  i n v e s t m e n t  compan ies  - -  of  t h i s  

g e n e r a l  type have r e g i s t e r e d  under  the Act .  In view of these  f ac to r s ,  I be l i eve  

t h a t  the p roh ib i t i ons  aga ins t  the i s suance  of s tock  opt ions by i n v e s t m e n t  corn-  

p a n i e s  should continue to be appl icable  to al l  i n v e s t m e n t  c o m p a n i e s .  

If. no twi ths tanding  the cons ide ra t i ons  ment ioned  above,  the C o n g r e s s  

should d e t e r m i n e  to al low sma l l  bus ines s  i n v e s t m e n t  compan ies  to i s sue  

r e s t r i c t e d  s tock  opt ions ,  appropr ia te  m i n i m u m  sa feguards  aga ins t  abuse  should 

b e  i n c o r p o r a t e d  in any l eg i s l a t i on .o r  such l eg i s l a t i on  should gran t  to the C o m ,  

m i s s i o n  ru le  making  power  to accompl i sh  the same pu rpose .  Fo r  e x a m p l e ,  it 

would seem a p p r o p r i a t e  to impose  l i m i t s  on the to ta l  number  of s h a r e s  tha t  

m a y  be opt ioned and a lso  to l imi t  the number  tha t  m a y  be opt ioned to 

o f f i c e r s  and d i r e c t o r s  as a c l a s s  and to any one •person; r e s t r i c t  the sp r ead  
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be tween  the e x e r c i s e  p r i c e  of an option and the fair market  value Of the stock,  

as of the date of granting of  the option,  to an amount l e s s  than tha i 'present ly  

permi t t ed  under Sect ion 4ZI of the Internal  Revenue  Code; and prohibit  t h e  

i s s u a n c e  of  options to any o f f i cer  or e m p l o y e e  of  a sma l l  b u s i n e s s  inves tment  

company who has  any i n t e r e s t  in,  or r e c e i v e s  compensat ion  from, an investw 

m e n t  adv i ser  o f  the s m a l l  b u s i n e s s  i n v e s t m e n t  company.  

II .  Section lO(a) of  t h e  bil l  i s  apparently  intended to re l i eve  smal l  b u s i n e s s  

inves tment  companies  from that part of Sect ion 17 of the Act which prohibi ts  a 

• person  from borrowing m o n e y  from an aff i l iated inves tment  company u n l e s s  that 

p e r s o n  i s  controUed by the inves tment  company  or u n l e s s  the transact ion  i s  

e x e m p t e d  by C o m m i s s i o n  o r d e r .  I should point out that the bi l l  as d r a f t e d w o u l d  

not  a c c o m p l i s h t h / s  purpose ,  s ince  it s e e m s  to equate affi l iation with the o w n e r -  

ship of  debenture bonds,  although such ownersh ip  by i t s e l f  does not r e su l t  in 

aff i l iat ion.  

Under the Act,  af f i l iat ion would resu l t  from ownersh ip  of 5%, and 

control  would be p r e s u m e d  from the ownersh ip  of  m o r e  than Z5%. of the vot ing 

s e c u r i t i e s  of  the smal l  b u s i n e s s  concern  by a sm~!!  b u s i n e s s  inves tment  
z/ • 

company .  Therefore .  i f  a s m a l l  b u s / h e s s  i n v e s t m e n t  company were  to own 

at l e a s t  5%, but l e s s  than Z5%, of the voting s e c u r i t i e s  of  a smal l  b u s i n e s s  

c o n c e r n ,  S e c t i o n  IT(a) would prohibit  it  from making loans  to the s m a l l  b u s i -  

n e s s  c o n c e r n .  

I ~ I l • IL Il l I I I  I I I I  I P I I I  Ill [ 

l_l See Sections ZlaXZ) and Zlal(g) of the Act. 
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The C o m m i s s i o n  ha s  u n d e r  c o n s i d e r a t i o n  a p r o p o s e d  r t l le  wh ich  would  

e x e m p t  l o a n s  f r o m  the  p r o h i b i t i o n s  o f  S e c t i o n  | ?  when  a f f i l i a t i o  n e x i s t s  Only 

by r e a s o n  of t he  o w n e r s h i p  by a s m a l l  b u s i n e s s  i n v e s t m e n t  c o m p a n y  of  vo t ing  

s e c u r i t i e s  of  a s m a l l  b u s i n e s s  c o n c e r n ,  and  no a f f i l i a t ed  p e r s o n ,  p r o m o t e r .  o r  

p r i n c i p a l  u n d e r w r i t e r  of  the  i n v e s t m e n t  c o m p a n y  ha s  any f i n a n c i a l  i n t e r e s t  in  

the s m a l l  b u s i n e s s  c o n c e r n ,  excep t  I n d l r e c t i y  t h r o u g h  o w n e r s h / p  of  the  s e c u r l -  

t i e s  of  the  i n v e s t m e n t  c o m p a n y .  Adop t ion  of  t h i s  r u l e  would  m a k e  i t  

u n n e c e s s a r y  to  e n a c t  l e g i s l a t i o n  to a c c o m p l i s h  the  s a m e  r e s u l t .  

ILl. S e c t i o n  10(a) of the  bi l l  would  p e r m i t  a l end ing  i n s t i t u t i o n ,  a f f i l i a t e d  

w i t h  a s m a l l  b u s i n e s s  i n v e s t m e n t  c o m p a n y ,  to  m a k e  loans  to s m a l l  b u s i n e s s  

• Conce rns  in  w h i c h . s u c h  s m a l l  b u s i n e s s  i n v e s t m e n t  c o m p a n y  ha s  a l s o  i n v e s t e d .  

S e c t i o n  I 7(d) of the  Act  now p r o h i b i t s  a f f i l i a t e d  p e r s o n s  ( such  as  a bank) f r o m  

a c t i n g  as  p r i n c i p a l  to e f fec t  any t r a n s a c t i o n  in which  a r e g i s t e r e d  i n v e s t m e n t  

c~mpany  is  a p a r t i c i p a n t  in c o n t r a v e n t i o n  of such  r u l e s  a s  the  C , ~ m m i s s i o n  m a y  

p r e s c r i b e  fo r  l the p u r p o s e  of l i m i t i n g  o r  p r e v e n t i n g  p a r t i c i p a t i o n  by an  i n v e s t -  

m e n t  c o m p a n y  on a b a s i s  d i f f e r e n t  f r o m  tha t  of such  o t h e r  p e r s o n s .  

Rule  l T d - I  , adop ted  u n d e r  Sec t ion  17(d) of the  Act ,  r e q u i r e s  tha t  b e f o r e  

an a f f i l i a t e d  p e r s o n  of a r e g i s t e r e d  i n v e s t m e n t  c o m p a n y  m a y  p a r t i c i p a t e  
\ 

i n  such  a jo in t  e n t e r p r i s e ,  an e x e m p t i v e  o r d e r  o f  the  C o m m i s s i o n  m u s t  b e  

o b t a i n e d .  
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The C o m m i s s i o n  has  under  c o n s i d e r a t i o n  a p roposed  a m e n d m e n t  to 

,Ru le  17d-I  which would p e r m i t  a bank to make  loans  to a sma l l  b u s i n e s s  

conce rn  in which a s m a l l  b u s i n e s s  i n v e s t m e n t  company  af f i l ia ted  with the bank  

h a s  a l so  i n v e s t e d ,  sub jec t  to t h e  r e q u / r e m e n t  tha t  r e p o r t s  of such t r a n s a c -  

t ions be f i led with the C o m m i s s i o n .  The ru le  would be effect ive for two 

~ a r s  and i t  i s t h e  C o m m l s s i o n S s  in tent ion  to r e c o n s i d e r  th i s  p rob lem in the 

l ight  of the i n f o r m a t i o n  r e p o r t e d  to d e t e r m i n e  whe ther  the i n t e r e s t s  of i n -  

v e s t o r s  would  r e q u i r e  any  o the r  t r e a t m e n t .  The p roposed  rule  i s  l i m i t e d  to 

banks ,  and, consequen t ly ,  any o the r  lending  in s t i t u t ion  which is  a f f d i a t e d  

with a s m a l l  b u s i n e s s  i n v e s t m e n t  company  would s t i l t  be subject  to the  p r o v i -  

s ions  of  Rule 17d- l .  

IV. Under  Sect ion lO(b) of the  bi l l .  a s m a l l  b u s i n e s s  i n v e s t m e n t  company  

would be p e r m i t t e d  to obta in  public funds th rough  the i s suance  of s e n i o r  debt  

s e c u r i t / e s ,  a s  p e r m i t t e d  by r egu l a t i on  of the Smal l  B u s i n e s s  A d m i n i s t r a t i o n ,  

in addi t ion  to  bo r rowing  f rom the Sma£1 B u s i n e s s  A d m i n i s t r a t i o n .  This  

sec t ion  w o u l d a m e n d  Sec t ion  IS(c) of the Act ,  which i n e f f e c t  p rov ides  tha t  an 

i n v e s t m e n t  company  m a y  have outs tanding only  one c l a s s  of sen /or  s e c u r i t i e s  

r e p r e s e n t i n g  i n d e b t e d n e s s .  Since i ndeb tednes s  to the Smal l  B u s i n e s s  

A d m i n i s t r a t i o n  would not  be of the  same c l a s s  as  tha t  i s s u e d  to o t h e r s ,  any  
\ 

s u c h  combina t ions  of  i n d e b t e d n e s s  would not now be p e r m i t t e d .  
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The C o m m i s s i o n  has  under  c o n s i d e r a t i o n  a ru le  which would p e r m i t  

a s m a l l  b u s i n e s s  i n v e s t m e n t  company to i s sue  sen io r  s e c u r i t i e s  r e p r e s e n t i n  8 

indebtedness  to the Smal l  Bus ines s  Adm4~/s t ra t ion  and to o the r  p e r s o n s ,  p r o -  

Wded t ha t  any s u c h  s en io r  s ecu r i t y  i s sued  o r  sold to a p e r s o n  o ther  than  the 

~ a l l  B u s i n e s s  A d m i n i s t r a t i o n  does not  •have any p r e f e r e n c e  as t o  a s s e t s  and 

i n t e r e s t  ove r  any o the r  outs tanding sen io r  s e c u r i t y  r e p r e s e n t i n g  i n d e b t e d n e s s .  

T h e r e l i e f  that  would be provided  by th i s  ru le  is  not  as  b road  as  tha t  p r o p o s e d  in 

the bit1, but would obviate  a m a j o r  p r o b l e m  c r e a t e d  under  Sect ion  18 of the Act .  

V. Sec t ion  10(c) of  the bi l l  would amend  Sect /on 30(0 of the Act ,  w h i c h  

provides  tha t  any p e r s o n  who i s  the bene f i c i a l  owner  of  m o r e  than  10% of  any  

c lass  of  s e c u r i t i e s  of  which a r e g i s t e r e d  c l o s e d - e n d  i n v e s t m e n t  company  i s  

the i s s u e r ,  or  who i s  an o f f ice r ,  d i r e c t o r ,  m e m b e r  of an a d v i s o r y  b o a r d ,  

i nves tmen t  a d v i s e r  o r  a f f i l ia ted  p e r s o n  of an i n v e s t m e n t  a d v i s e r  of  such an 

inves tmen t  company ,  sha~  r e p o r t  changes  in  h i s  bene f i c i a l  owner sh ip  of  

secu~ i~es  of  th e inves tmen~ company and sha l l  be accountab le  to the i n v e s t -  

mea t  company  f o r  p ro f i t s  reaJLised th rough  the p u r c h a s e  and sa le ,  o r  sa le  and 

pu rchase ,  of  such  s e c u r i t i e s  within a s ixomonth  p e r i o d .  Sect ion 10(c) o f  the 

b i l l  would r e l i e v e  those  p e r s o n s  f rom the r e q u i r e m e n t  of  accoun t t t~  for  such 
\ 

prof i t s  to the ex ten t  tha t  the pro£its  do not  exceed  5~0 of  the d i f f e rence  be tween  

the• p ~ t c h a s e  and s a l e s  p r i c e s  in such t r a n s a c t i o n s  within a s i ~ - m o n t h  p e r i o d ,  

i:~i~ ..... ~' ~ Secl~Lon 30(/) was adopted for t h e  p u r p o s e  of  p r e v e n t t n  8 the  use  of ins ide  • 

ln for rna t /on  for p e r s o n a l  gain by 8 h o r t . 4 e r m  t r a d i n  s in  s e c u r i t / e s  i s s u e d  by 
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c losed -end  i n v e s t m e n t  c o m p a n i e s .  The C o m m i s s i o n  v iews the p r o v i s i o n s  of 

Sect ion 30(f) as  a m o s t  i m p o r t a n t  and d e s i r a b l e  p r o p h y l a c t i c  m e a s u r e  ~,and 

opposes  any p roposed  mod i f i ca t ion  of  those  p r o v i s i o n s .  The public po l i cy  

aga ins t  i n s i d e r  t r ad ing  enunc ia ted  in  Sect ion 30(f) a l so  f inds e x p r e s s i o n  in  

Sect ion 16 of  the S e c u r i t i e s  Exchange  Act  of  1934, r e l a t i n g  to s e c u r i t i e s  

t r aded  on a na t iona l  s e c u r i t i e s  exchange ,  and in  Sect ion  l ?  of the Pub l ic  Ut i l i ty  

Holding Company Act  of 1735, r e l a t i ng  to s e c u r i t i e s  of r e g i s t e r e d  holding 

companie  s .  

• The 5~0 Limita t ion on i n s i d e r  t r ad ing  p r o f i t s ,  which would be a l lowed 

by Sect ion  1O(c) of the  b i l l ,  a p p a r e n t l y  i s  in tended  to c o v e r  t r ad ing  p ro f i t s  

by i n v e s t m e n t  b a n k e r s  who a r e  r e p r e s e n t e d  on the board  of d i r e c t o r s  of a 

s m a l l  bus ines s  i n v e s t m e n t  company  and who a r e  making  a m a r k e t  in , the  

s e c u r i t i e s  of the company .  It i s  doubtful tha t  the  b i l l  would a c c o m p l i s h  t h i s  

purpose  and, f u r t h e r m o r e ,  i t  i s  not l i m i t e d  to the c l a s s  of p e r s o n s  which i t  

appa ren t ly  i n t ends  to exempt .  No s u g g e s t i o n  has  eve r  been  made  to the 

C o m m i s s i o n  that  r e l a x a t i o n  of the p r o v i s i o n s  of Sect ion 30(f) i s  n e c e s s a r y  

for any c l a s s  of p e r s o n s  o the r  than i n v e s t m e n t  b a n k e r s  in  the s i tua t ion  

d e s c r i b e d .  

~ Even with r e s p e c t  to t h e s e  i n v e s t m e n t  b a n k e r s ,  t he r e  i s  no c lea~  i n d i -  

ca t ion that  i t  i s  n e c e s s a r y  for them to adopt the  dual  ro le  of conduct in  S a 
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principal  marke t  for the s e c u r i t i e s  of  the company and, at the same t i m e ,  

being r e p r e s e n t e  d on the board .  Absent  a c l e a r  showing o f  n e c e s s i t y ,  such  a 

dual role m a y  b e u n d e s i r a b l e i n  v i e w  of  the .opportunities.  for o v e r - r e a c h / ~ g .  

I n  any event ,  i f  a par t i cu lar  o c c a s i o n  should a r i s e  in which it  can be 

demonstrated  that :it i s  n e c e s s a r y  and appropriate  in t l /e  public i n t e r e s t  and .~ 

c o n s i s t e n t w i t h  the protec t ion  of  i n v e s t o r s  a n d t h e  p u r p o s e s  of . t l ie  I n v e s t m e n t  

Company&ct  to grant an i n v e s t m e n t  banker an exempt ion  from the p r o v i s i o n s  

of Sect ion 30(0. the C o m m i s s i o n  has the  power  to grant such an exempt ion ,  

either condit ional ly  or  uncondit ional ly ,  under  Sect ion  6(c) of the Act .  


