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(9) Any company subject to  regulation under the Interstrtte Commerce Act, or 
any company whose entire outstanding capital stock is owned or controllcd by 
such a company: Provided, That  the assets of the controlled company consist 
subst,antially of securities issued by companies which are subject to  regulation 
under the Interstate Commerce Act. 

(10) Any company with a registration in effect as a holding company under the 
Puhlic Utility Holding Company Act of 1935. 

(11) Any person substantially all of whose business consists of owning or holding 
oil, :as, or other mineral royalties or leases, or fractional interests therein, or 
certificates of interest or participation in or investment contracts relative to such 
royalt'ies, leases, or fractional interests. 

(12) Any company organized and operated esclueively for religious, educationa1, 
benevolent,, fraternal, charitable, or reformatory purposes, no part of the net 
earnings of which inures to the benefit of any private shareholder or individual. 

(13) Any employees' stock bonus, pension, or profit-sharing trust which meets 
the conditions of section 165 of the Internal Revenue Code. 

(14) Any voting trust the assets of which consist exclusively of securities of a 
single issuer which is not an investment company. 

(15) ilny security holders' protective committee or similar issuer having out- 
standmg and issuing no securities other than certificates of deposit and short-term 
paper. 

CLASSIFICATION O F  INVESTMENT COMPANIES 

FEC. 4. For the purposes of tnis title, investment companies are divided into 
three principal classes, defined as  follows: 

(1) "Face-amount c e r t h a t e  company" means an investment company which 
is engaged or proposes to  engage in the business of issuing face-amount certificates 
of the installment type, or which has been engaged in such business and has any 
such certificate outstanding. 

(2) "Unit investment trust'' means an investment company which (A) is organ- 
ized under a trust indenture, contract of custodianship or agency, or similar 
instrument, (B) does not have a board of directors, and (C) issues only redeem- 
able securities, each of which represents an undivided interest in a unit of specified 
securities; but  does not include a voting trust. 

(3) "Management company" means any investment company other than a 
face-amount certificate company or a unit investment trust. 

SUBCLASSIFICATION O F  MANAGEMENT COMPANIES 

SEC. 5. (a) For the purposes of this title, management companies are divided 
into open-end and closed-end companies, defined as follows: 

(1) "Open-end company" means a management company which is offering 
for sale or has outstanding any redeemable security of which i t  is the issuer. 

( 2 )  "Closed-end company" means any management company other than - ~ - ~ 

an open-end company. 
(b) Management companies are further divided into diversified companies 

and nondiveFsified companies, defined as follows: 
(1) "Diversified company" means a management company which meets 

t,he following requirements: ,kt least 75 per centum of the value of its total 
assets is represented by cash and cash items (including receivables), Govern- 
ment securities, securities of other investment companies, and other securities 
for the purposes of this calculation limited in respect of any one issuer t o  
an amormt not greater in value than 5 pcr centum of the value of the total 
assets of such management company and to not more than 10 per centum 
of the outstanding vot,ir~g securities of such issuer. 

( 2 )  "Nondivcrsified company" means any management company other 
than a tlircrsified company. 

(c) A registered diversified company which a t  thc time of its qualification as  
such meets t,he reyuirerncnts of paragraph ( l j  of subsection (b) shall not lose it.s 
st,atu-: as a diversified company because of any subsequent discrepancy between 
the valuc of its various investments and the requirements of said paragraph, so 
long as any such discrepancy esist,ing immediately after its acquisition of any 
security or other property is neither wholly nor partly t'he result of such acquisi- 
tion. 
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EXE.?IF'TlONS 

SEC.6. (a) The followi~ig invest,mcnt companies are exempt from the provision 
of this title: 

(1) Any company organized or otherwise created under the laws of and l~avirlg 
its principal office and place of business in Alaska, Hawaii, Puerto Hico, the 
Philippine Islands, the Canal Zone, the Virgin Islands, or any other posseasion of 
the United St.at.es; but such exemption shall terminate if any secnrity of \\-hich 
such company is the issuer is offered for sale or sold after the effective date of 
this titlc, by such company or a n  underwriter therefor, to  a resident of any State 
other than the Stat,e in which such company is organized. 

(2) Any conlpany for which, in a proceeding in any court of the United States 
or of a State, a receiver, trustee in bankruptcy, or similar officer had been ap- 
pointed or elected prior to  the effective date of this title, and every such officer 
so appointed or elected prior to the effective date of this title; but such exemption 
shall continue only so long as (A) the coriduct of such company's business re- 
mains subject t,o the supervision of such court or officer thereof, and (13) such 
company does not sell exclusively for cash any security of which it  is the issuer, 
except short-term paper and ordinary receiver's or trustee's certificates. 

(3) Any company wllicli prior to .March 15, 1940, was and now is a wholly 
owned subsidiary of a registcred face-amount certificate company and was prior 

@

t o  said date and now is organized and operating under the insurance laws of any 
State and subject to supervision and examination by the insurance commissioner 
thereof, and which prior t o  March 15, 1940, was and now is engaged, subject t o  
such laxvs, in business substantially all of which consists of issuing and selling only 
t o  residents of such State and investing the proceeds from, securities providing 
for or representing participations or interests in intangible assets corlsisting of 
mortgages or othcr liens on real estate or notes or bonds secured thereby or in a 
fund or deposit of mortgages or other liens on real estate or notes or bonds secured 
thereby or having outstanding such securities so issued and sold. 

(b) upon  application by any employees' security company, the Commission 
&all by order exempt such company from the provisions of this title and of the 
rules and regulations hereunder, if stid to the extent that such exemption is con- 
sistent with the protection of investors. In  determining the provisions to  which 
such an order of esemption shall apply, the Commission shall give due weight, 
among ot,her things, t u  thc form of organization arid the capital structure of such 
company, the persons I,? whom its voting securities, evidences of indebtedness, 
and ohher securities are owned and controlled, the prices a t  which securities issued 
by such company are sold and the sales load thereon, the disposition of the pro- 
ceeds of such sales, the character of the securities in which such proceeds are 
invested, and any relationship between such company and the issuer of any such 
security.

(c) The Commission, by rules and regulations upon its own motion, or by order 
upon application, may conditionally or unconditionally exempt any person, 
security, or transaction, or any class or classes of persons, securities, or transactions, 
from any provision or provisions of this titlc or of any rule or regulation there- 
under, if and to the extent that  such exemption is necessary or appropriate in the 
public interest and consistent with the protection of investors and the purposes 
fairly intended by the policy and provisions of t,his title. 

(d) If, in connection with any rule, regulation, or order under this section 
exempting any investment company from any provision of section 7, the Com- 
mission deems it  necessary or appropriate in the public interest or for the pro- 
tection of investors that  certain specified provisions of this title pertaining to 
registered investment companies shall be applicable in respect of snch company, 
the provisions so specified shall apply to  such company, and to othcr persons in 
their transact,ions and relations with such company, as though such company 
were a registered investment company. 

.."% 

TRANSACTIONS B Y  UNREGISTERED INVESTMENT COMPANIES 

SEC.7. (a) No investment company organized or otherwise created under the 
laws of thc United States or of a State and having a board of directors, unless 
registcred under section 8, shall directly or indirectly- 

(1) offer for sale, sell, or deliver after salc, hy the use of the mails or any 
means or instrumentdity of interst,at.e commerce, any security or any interest 
in a sccurity, whether the issuer of such secnrity is such investmerlt com- 
pany or another person; or offer for sale, sell, or deliver after salc any such 
security or interest, hax-ing reason to believe that  such securit,y or interest 
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will be made the subject of a public offering by use of the rnails or any means 
or inst.rumentality of interstate commerce; 

(2) purchase, redeem, retire, or otherwise acquire or attempt to acquire, 
by use of the mails or any means or instrumentality of interstate commerce, 
any security or any interest in a security, whether the issuer of such security 
is such investment company or another person; 

(3) control any investment cornpany which does any of the acts enumerated 
in paragraphs (1) and (2) ; 

(4) engage in any business in interstate commerce; or 
( 5 )  control any company which is engaged in any business in interstate 

commerce. 
The provisions of t,his subsection (a) shall not apply to transactions of an invest- 
ment company which are merely incidental to its dissolution. 

(b) , N o  depositor or trustee of or underwriter for any investment company, 
organ~zedor otherwise created under the laws of the United States or of a State 
and not having a board of directors, unless such company is registered under sec- 
tion 8, shall directly or iudirectly- 

(1) offer for sale, sell, or deliver after sale, by use of the mails or any means 
or instrumentality of interstate commerce, any security or any iiiterest in a 
securit,y of which such company is the issuer; or offer for sale. sell, or deliver 
after sale any such security or interest, having reason to believe that  such 
security or interest will he made the subject of a public offering by use of the 
mails or any means or instrumentality of interstate commerce; 

(2) purchase, redeem, or otherw-ise acquire or attempt to acquire, by use 
of the mails or any means or instrurnentalit,y of interstate commerce, any 
security or any int,erest in a security of which such company is the issuer; or 

(3) sell or purchase for the account of such company, by use of the mails 
or any mcaiis or instrumentality of interstate commerce, any security or 
intercst iri a securit.y, by wllomever issued. 

The provisions of this subsection (b) shall not apply to  t,ransactions which are 
merely incidental to  the dissolution of an investment company. 

(c) KO promoter of a proposed investment company, and no underwriter for 
such a promoter, shall make use of the mails or any mrans or instrumentality of 
interstate commerce, directly or indirectly, to  offer for sale, sell, or deliver after 
sale, in connection with a public offering, any preorganizatiori certificate or sub- 
scription for such a company. 

(d) No investment company, unless organized or otherwise created under the 
laws of the United States or of a State, and no depositor or trustee of or under- 
writer for such a company not so organized or created, shall make use of the 
mails or any means or instrumentality of interstate commerce, directly or in-
directly, to  offer for sale, sell, or deliver after sale, in connection with a public 
offering, any security of which such company is the issuer. Notwithstanding the 
provisions of this subsection and of sect,ion 8 (a), the Commission is authorized, 
upon application by an investment company organized or otherwise created under 
the laws of a foreign country, t o  issue a conditional or unconditional order per- 
mitting such company to register under this title and to make a public offering 
of its securities by use of the rnails and means or i~istrunlentalities of interstate 
commerce, if the Commission finds t , l~at ,  by reason of special circumstances or 
arrangements, i t  is both legally and practically feasible effectively t o  enforce the 
provisions of this title against such company and that  the issuance of such order 
is otherwise consistent with the public interest and the protecbion of investors. 

REGISTRATION O F  INVESTMENT COMPANIES 

SEC.8. (a) Any investment company organized or otherwise created under the 
laws of the CTnit,ed States or of a State may register for the purposes of this title by 
filing with the Cornnlission a notification of registration, in such form as the Com- 
mission shall b ~ -  rules and regulations prescribe as necessary or appropriate in the 
public interest or for t,he protection of investors. An investment company shall 
be deemed to he registered upon receipt by the Commission of such notification of 
registration. 

(b) Every registered investment company shall file with the Commission, 
within such reasonable time after registration as the Commissiot~ shall fix by rules 
and regulations, an original arid such copies of a registration statement, in such 
form and containi~ig such of the following iriforinatioi~ and documents as the Corn- 
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mission shall by rules and regnlations prescribe as necessary or appropriat,e in the 
public interest or for the protection of investors: 

(I) a recital of t,he policy of the registrant in respect of each of the following 
types of activities, such recital consisting in each case of a statement whether 
the registrant reserves freedom of action t o  engage in activities of such type, 
and if such freedom of action is reserved, a statement briefly indicating, insofar 
as is practicable, the extent to which the registrant intends to engage therein: 
(A) the classification and subclassifications, as defined in sections 4 and 5, 
within which the registrant proposes t o  operate; (B) borrowing money; 
(C) the issuance of senior securit'ies; (I>) engaging in the business of under- 
wri t~ngsecurities issued by other persons; (E) concentrating investments in a 
particular industry or group of industries; (F) the purchase and sale of real 
estate arid commodities, or either of them; (G) making loans to other persons; 
and (H) portfolio turn-over (including a statement showing the aggregate 
dollar amount of purchases and sales of portfolio securities, other than 
Government securities, in each of the last three full fiscal years preceding 
the filing of such registration statement); 

(2) a recital of the policy of the registrant in respect of matters, not 
enumerated in paragraph (I),  which the registrant deems mat,ters of funda- 
mental policy and elect's to  treat as such; 

(3) the name and address of each affiliated person of the registrant; the 
name and principal address of every company, other than the registrant, of 
which each such person is an officer, director, or partner; a brief statement of 
the hnsincss experience for t,he 1,receding five years of each officer and director 
of the registrant; and 

(4) the information and documents which would be required to  he filed 
in order to register under the Securities Act of 1933 and the Securitieb Ex-
change Act of 1934 all securities (other than short-term paper) which the 
registrant has outstanding or proposes to  issue. 

(c) The Commission shall make provision, by permissive rules and regulations 
or order, for the filing of the following, or so much of the following as  the Commis- 
sion may designate, in lieu of the information and documents required pursuant 
to  subsection (b) : 

(1) copies of the most recent registration statement filed by the registrant 
under the Securities Act of 1933 and currently effective under snch Act, or 
if the regist,raut has not filed such a statemcnt, copies of aregistration state- 
ment filed by the registrant nnder t,he Securities Exchange Act of 1934 and 
currently effective under such Act; 

(2) copies of any reports filed by the registrant pursuant to section 13 or 15 
(d) of the Securities E;xchange Act of 1934; and 

(3) a report containing reasonably current information regarding the 
matters included in copies filed pursuant to  paragraphs (1) arid (2), and such 
further inforniat~ion regarding matters not included in such copies as the 
Commission is aut,liorized t o  require under subsect,ion (b). 

(d) If the regi~t~rant  is a unit investment. trust substantially all of the assets of 
which are securities issued by another registered investment company, the 
Commission is authorized to  prescribe for the registrant, by rnles and regulations 
or order, a registration statement which eliminated inappropriate duplication of 
information contained in thc regist'ration st,atement filed under this section by such 
other i~ivestment company. 

(e) If it appears t o  the Commission that  a registered investment company has 
failed to  file the registration statement required by this section or a report required 
pursuant to  sect,iori 30 (a) or (b), or has filed such a registration statement or report 
but orliittcd therefrom material fact,s reqnircd to  be stated therein, or has filed such 
a registrat,ion st'atement or report in violat,ion of section 34 (b), the Con~rnissiori 
shall notify such company by registered mail of the failure to  file such registration 
s tate~nent  or report, or of the respect,^ in which such registration statement or  
report appears to  be materially i~icomplete or misleading, as the case may be, Am 

and shall fix a date (in no event earlier than thirty days after the mailing of such 
not,ice) prior to  which snch company niay file such registration statement or report 
or  correct the same. If such registration statement, or report is not filed or cor- 
rected within the time so fixed by the Commission or any extension thereof, the 
Commission, after appropriate notice and opportunity for hearing, and upon such 
conditions and with such exemptions as it deems appropriate for the protection 
of investors, may by order suspend the registration of such company until such 



statement or report is filed or corrected, or may by order revoke such registration, 
if the evidence establishes- 

(1) tha t  such company has failed to file a registrat,iori statement required 
by this section or a report reql~ired pursuant to  section 30 (a) or (b),  or h a s  
filed such a registration statement or report but omitted therefrom material 
facts required to be stat,ed therein, or has filed such a registration statement 
or report in violation of section 34 (b) ; and 

(2) that  such suspension or revocation is in the public interest. 
(f) Whenever the Commission, on its own motion or upon application, finds 

that a registered investment company has ceased to be an investment company, 
it shall so declare by order and upon the taking cEect of such order the registra- 
tion of such company shall cease to be in effect. If necessary for the protection 
of investors, an order under this subsection may be made upon appropriate con- 
ditions. The Commission's denial of any application under this wbsecti,n shall 
be by order. 

INELIGIBILITY O F  CERTAIN AFFILIATED PERSONS AND UNDERWRITERS 

SEC.9. (a) I t  shall be 11nla~~fr11 for any of the following persons to  serve or ac t  
in t,he capacity of officer, director, member of an advisory board, investment 
adviser, or depositor of any registered investment company, or principal nnder- 
writer for any registered open-end company, registered unit investment trust, 
or regist,ered face-amount certificate company: 

(1) any person who within ten years has been convicted of any felony or  
nlisdcmeanor involving the purchase or sale of any security or arising out 
of such person's conduct as an underwriter, broker, dealer, or investment 
adviser, or as an affiliated person, salesman, or employee of any investment 
company, bank, or insurance company; 

(2) any persoil who, by reason of any misconduct, is perrnanentlp or tem- 
porarily enjoined by order, judgnlent,, or decree of any court of competent 
jurisdic1;ion from acting a? an underwriter, broker, dealer, or investment 
adviser, or as an affiliated person, salesman, or employee of any investment 
company, bank, or insr~rancc cornpny,  or. from engaging in or continninq 
any conduct or pract,ice in connection wit,h any such activity or in connec- 
tion with the purchase or sale of any security; or 

(3) a company, any affiliated person of which is ineliaible, by reason of 
paragraph (1) or (2), to serve or act in the foregoing capacities. 

For the purposes of paraeraphs ( I ) ,  (21, and (3) of t,his subsection, the term 
"invest,rnent adviser" shall include an ~nvestrncnt advisc?r as defined in title TI of 
this Act. 

(hj Any person who is ineligible, by reason of subsection (a),to serve or act in 
t'he capac~t,ies rnrimerat,ed in that  subsection, map file with t,hc Commission an 
application for an ewrnption from the provisions of t,hat s i~h~ect ion.  The Con-  
mission shall by order grant such application, eit,he~ unconditionally or on an 
appropriate temporary or ot,hcr conditional basis, if it is est,al)linhed that  the pro- 
hibitions of subsection (a), as applied to such person, are unduly or disproportion- 
a t e 1  severe or that the conduct of such person has been silch as not to make it 
against, thc public intcsrest or protection of investors to grant suc!i applicatior~. 

AFFILIATIONS OF DIRECTORS 

SEC.10. (a) After one year from the effcctij-c da.te of t h i ~  title, no registe-ed 
investrnr.11t company shall have a hoard of direct'ors more than 60 per centum of 
t,he members of which are persons who are investment advisers of, affiliated per- 
sons of an investment ad\.iser of, or officcrs or employees of, such regi~tered 
compmy. 

(b) After one year from t,he effect,ive date of this title, no regist,ered investment 
company sha,ll-- 

(1) employ as  regular broker any director, officer, or employce of such 
registered company, or any person of which any such director, officer, or 
enlployee is an affiliat,ed person unless a majority of t,hc board of directors 
of such regist,ered company shall be persons who are not such brokers or 
affiliated persons of any of such brokers; 

(2) use as a principal underwriter of securit,ies issued by it any direct,or, 
officer, or employee of such registered company or any person of which any 
such director, officer, or employee is an affiliat'ed person, unless a majority 

23!)5il-40--2 
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of the board of directors of such registered company shall be perso~rs who 
are not such principal underwriters or affiliated persons of any of such 
principal underwirters; or 
. (3) have as director, officer, or employee any investrnent banker, or any 
affil~ated person of an investment banker, unless a majority of the board of 
directors of such registered company shall be persons who are not in\&- 
ment bankers or affiliated persons of any investment banker. For the pur- 
poses of this paragraph, a person shall not be deemed an affiliated person 
of an investment banker solely by reason of the fact that  he is an affiliated 
person of a company of the character described in section 12 (d) (3) (A) and 
(B). 

(c)' After the effective date of this title, no registered invest,nlent company 
shall have a inajorit,y of its board of directors consisting of persons who are 
oficers or directors of any one bank: Provided, That ,  if on March 15, 1910, any 
registered investment company shall have had a majority of its directors consist- 
ing of persons who are directors, officers, or employees of any one bank, such 
regist.ered company may continue to have the same percentage of its board of 
directors consisting of persons who are direct,ors, officers, or employees of such 
bank. 

(d) iXot.~vit~hstandirigsubsection (a) and subsection (b) (2), a registered in- 
vestment company may have a board of directors all the members of which, except 
one, are affiliated persons of the investment adviser of such company, or are officers 
or employees of such company, if- 

(1) such investment company is an open-end company; 
(2) snch investment adviser is registered under title I1 of t'his Act and such 

investment adviser is engaged principally in no business other than that of 
a n  investment counsel as  defined in title 11; 

(3) no sales load is charged on securit,ies issued by such investment 
company; 

(4) any premium over net asset value charged by such company upon t,he 
issuance of any such security, plus any discount from net asset value charged 
on redemption thereof, shall not in the aggregate exceed 2 per ceutum; 

(5) no sales or promotion expenses are incurred by such regist,ered company; 
but expenses incurred in complying with laws regulating the issue or sale of 
securities shall not be deemed sales or promotion expenses; 

(6) such investment adviser is the only investment adviser to snch in- 
vestment company, and such investment adviser does not receive a manage- 
ment fee exceeding 1 per centum per annunl of the value of such company's 
net assets averaged over the year or taken as  of a definite date within the -
year ; 

(7) all executive salaries and executive expenses and office rent of such 
investment company are paid by such investment adviser; and 

(8) such invest,ment company has only one class of stock outstanding, each 
share of which has equal voting rights with every other share. 

(e) If by reason of the death, disqualificat,ion, or bona fide resignation of any 
director or direct,ors, the requirements of the foregoing provisions of t,his section 
in respect of direct.ors shall not be met by a registered investment company, the 
operat.ion of such provisions shall be suspended as  to such registered company 
for a period of t,hirty days if the vacancy or vacancies may be filled by action of 
the board of directors, and far a period of sixty days if a vote of stockholders is 
required t,o fill the vacancy or vacancies, or for such longer period as the Commis- 
sion may prescribe, by rules and regulations upon its own motion or by order 
upon application, as not inconsist,ent with t.he protection of investors. 

(f) 30registered investment company shall knowingly purchase or otherwise 
acquire, during the existence of any underwriting or selling syndicate, any security 
(except a security of which s l~ch  company is the issuer) a principal underwriter 
of which is an officer, director, member of an advisory board, investment adviser, 
or employee of such registered company, or is a person (other than a company of 
the charact,er described in section 12 (d) (3) (P) and (B)) of which any such 
officer, director, msmbsr of an advislry board, 1nve3tmmt adviser, or employee 
is an affiliated person, nnle3s in acquirin; such security such registered company 
is itself acting as a principal underwriter for the issuer. The Cornmis3i011, by rules 
and regulations upon its ow-n motion or by order upon applicat,ion, may condi- 
tionally or unconditionally exempt any transaction or classes of transactions from 
any of the provisions of this subsection, if and to the extent that such exemption 
is consistent with the protection of invest,ors. 



(g) In the case of a registered investment company which has an advisory board, 
such board, as a distinct entity, shall he subject to  the same restrictions as to its 
membership as are imposed upon a board of directors by this section. 

(h) In the case of a registered management company which is an unincorporated 
company not having a board of d~rectors, the provisions of this section shall apply 
as follows: 

(1) the provisions of subsectiori (a), as mod~fied by subsection (e), shall 
apply to  the board of d~rectors of thc depositor of such company; 

(2) the provisions of subsect~ons (b) and (c), as  rnod~fied by subsection (e), 
shall apply to the board of directors of the depositor and of every investment 

adviser of such company; and 
(3) the pro\lsions of subsection (f) shall apply to purchases and other 

acquisit~onsfor the accourit of such company of securities a principal under- 
writer of which is the depositor or an investment adviser of such company, 
or an affiliated person of such depositor or investment adviser. 

OFFERS O F  EXCHANGE 

SEC.11. (a) I t  shall be u~ilawful for any registered open-end conlpaliy or any 
principal underwriter for such a company to make or cause to be made an offer to 
the holder of a security of such company or of any other open-end investment 
company to exchange his security for a security in the same or another such com- 
pany on any basis other than t,lie relative net asset values of the respective secur- 
ities to be exchanged, unless the terms of the offer have first been submitted to arid 
approved by the Commission or are in accorda~ice with such rules and regulations 
as the Cornrnission may have prescribed in respect of s ~ ~ c h  offers which are in effect 
a t  the time such offer is made. For the purposes of this sect,iori, (A)  an offer by a 
principal undern-rit,er rricans an offer corrmuliicated to holders of securities of a 
class or series but does not include an offer made by such principal underwriter 
t,o an individual investor in the course of a retsil business conducted by such prin- 
cipal underwriter, arid (B) t>he net asset value means the net asset value which is in 
effect for the purpose of determining the price at. which t,he securities, or class or 
series of securities involved, are offered for sale to the public either ( I)  a t  the time 
of the receipt by the offer or of the acceptance of the offer or (2) a t  such later time 
as is specified in the offer. 

(b) The provisions of this section shall riot apply to  any offer made pursuant 
to (1) any plan of reorganization, which is submitted to  and requires the approval 
of the holders of a t  least a majority of the outstanding shares of the class or series 
to  which the security owned by the offeree belongs; or (2) the right of conversion, 
a t  the option of the holder, from one class or series into another class or series of 
sccwities issued by the same company upon such terms as are specified in the 
charter, certificate of incorporation, articles of association, by-lam, or trust 
indent,ure subject to which the securities t o  be converted were issued or arc to  
be issued. 

(c) The provisions of subsection (a) shall be applicable, irrespective of the basis 
of exchange, (1) to any offer of ekchange of any security of a registered open-end 
company for a security of a registered unit investment trust or registered face- 
amount certificate company; and (2) to  any type of offer of exchange of the securi- 
ties of rcgist,ered unit investment trusts or registered face-amount certificate 
companics for the securities of any other investment company. 

FUNCTIONS AND ACTIVITIES O F  INVESTMENT COMPANIES 

SEC. 12. (a) It shall be unlawful for any registered investment company, in 
contravention of such rules and regulations or orders as the Conlmivsion may 
prescribe as necessary or appropriate in the public interest or for the protect,ion 
of investors- 

(1) to purchase any security on margin, except such short-term credits as 
are necessary for the clearance of transactions; 

(2) to  participate on a joint or a joint and several basis in any trading 
account in securities, except in connection with an underwriting in which 
such registered company 1s a participant; or 

(3) t o  effect a short sale of any sec~~r i ty ,  except in co~mcction with an 
undervxiting in which such registcred company is a part,icipant. 

(b) It shall be unlawful for any registered open-end company (other than a 
compa,nj7 complying with the pro\-isious of sectio~l 10 (d) ) to act as a distributor 
of securities of which it is the issuer, except through an underwriter, in contra- 
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vention of such rules and regulations as the Commission may prescribe as neces- 
sary or appropriate in the public interest or for the protection of investors. 

(c)  I t  shall be llnlawful for any regist,ered diversified company to make any 
cornmit,ment as underwriter, if inimediately thereafter the amount of its outstand- 
ing underwriting eomniitments, plus the valr~e of its investments in securities of 
issuers (other llian ir~vc~stment conipanics\ of which it  owns more than 10 per 
centurn of the or~t,stnnding voting ~ecurities, exceeds 25 per eentum of the value 
of its total assets. 

(d) I t  shall be uulawful for any registered investment company and any 
company or controlled by such registered investment company t o  
purchase or otherwise acquire after the enactment of this title any security issued 
by or any other interest in the business of- 

(11 any other irlvest~nent company of which s l~ch registered investnlerlt 
company and any company or companies controlled by such registered 
company shall not a t  the time of such purchase or acquisition own in the 
aggregate a t  least 25 per ccntum of the total outstanding voting stock, if 
such registered investment company and any company or co~npanies eon- 
trolled by it  own in the aggregate or as a result of such purcha:je or acquisition 
will own in the aggregate more than 5 per eentum of the total outdanding 
voting stock of such other investment company if t,he policy of such other 
investment company is the concentration of investments in a particular 
industry or group of iridust~ries, or more than 3 per centum of the total 
outstanding voting stock of such other investment company if the policy of 
such other investment company is not the concentration of investments in a 
particular industry or group of iudustries, except (A) a security received as a 
dividend or as  a result of an offer of exchange approved pursuant t o  section 
I1 or of a plan of reorgauization of any company (other than a plan devised 
for the purpose of evading the foregoing provisions), or (B) a security pur- 
chased with the proceeds of payments on periodic payment plan eertificat,es, 
pursuant to t,he terms of the trust indenture under which such certificates 
are issued; or 

(2) any insurance company of which such registered investment company 
and any company or companies controlled by such registered company shall 
not a t  the time of such purchase or acquisition own in the aggregate a t  least- 
25 per eentum of the total outstanding voting stock, if such registered com- 
pany and any company or companies controlled by it  own in t,he aggregate 
or as a result of such purchase or acquisition will own in the aggregate more 
than 10 per centum of the total outstanding voting stock of such insurance 
company, except a security received as a dividend or as a result of a plan 
of reorganization of any company (other than a plan devised for the purpose 
of evading the foregoing provisions) ; or 

(3) any person who is a broker, a dealer, is engaged in the business of 
underwriting, or is either an investment adviser of an investment company 
or an in\.estment adviser registered under title I1 of this Act, unless (A) 
such person is a corporation all the outstanding securities of which (other 
than short-term paper, securities representing bank loans and directors' 
qualifying shares) are, or after such acquisition will be, owned by one or 
more registered investment companies; and (B) such person is primarily 
engaged in the business of underwriting and distributing securities issued by 
other persous, sellirig securities t o  customers, or any one or more of such or 
related activities, and the gross income of such person normally is derived 
principally from such business or related activities. 

(e) iYotwith~tanding any provisions of this title, any registered inrestme~lt 
company may hercafter purchase or otherwise acquire any security issued by 
any one corporation engaged or proposing t o  engage in the business of under- 
writing, furnishing capit,al t o  industry, financing promotional enterprises. pur- 
chasing securities of issuers for which no ready markct is in existence, and re 
organizing companies or similar activities; provided- 

(1) That the securities issued by such corporation (other than short-term 
paper arid securities representing bank loans) shall consist, solely of one class 
of common stock arid shall have been originally issued or sold for investment 
to  registered investment co~npaliies only; 

(2) That the aggregate cost of the securities of such corporation purchased 
by such regist,ered investment compaliy does not esceed 5 per centum of the 
value of the total assets of such registered company a t  the time of any purchase 
or acquisitiorr of such securities; and 

(3) That the aggregate paid-in capital and surplus of such corporation 
does not exceed $100,000,000. 



For the purpose of paragraph (I) of section 5 (b) any investment in any such 
corporation shall be deemed to be an investment in an investment company. 

(f) Notwithstanding any provisions of this Act, any registered face-amount 
certificate company may organize not more than two face-amount certificate 
companies and acquire and own all or any part of only the capital stock thereof 
if such stock is acquired and held for investmerit: Provided, That the aggregate 
cost to  such registered company of all such stock so acquired shall not exceed six 
times the ainount of the minimum capital stock requirement provided in sub- 
division (1) of subsection (a) of section 28 for a face-amount company organized 
on or after March 15, 1940: And providedfurther ,  That the aggregate cost to such 
registered company of all such capital stock issued by face-amount certificate 
companies organized or otherwise created under laws other than the laws of the 
United Stat'es or any State thereof shall not exceed t,wice the amount of the 
minimum capital stock requirement provided in subdivision (1) of subsection (a) 
of section 28 for a company organized on or after March 15, 1940. Nothing 
contained in this subsection shall be deemed to prevent the sale of any such 
stock t,o any other person if the original purchase was made by such registered 
face-amount certificate company in good faith for investment and not for resale. 

(g) Not,withst,andirig the provisions of this section any registered investment 
company map purchase or otherwise acquire from another investment company 
or  any company or companies controlled by such registered company more 
than 10 per centunl of the total outstanding voting stock of any insurance company 
owned by any such company or companies, or may acquire the securities of any 
inburance company if the Cornmiskion by order determines that  such acquisition 
ip in the public interest because the financial condition of such insurance company 
will be improved as  a result of such acquisition or any plan contemplated as  a 
result thereof. This section shall not be deemed to  prohibit t,lie promotion of a 
new insurance company or the acquisition of the securities of any newly created 
insurance company hy a reqistered investment company, alone or with other 
persons. Nothing contained in this section shall in any way affect or dcrogate 
from the powers of any insurance commissioner or similar official or agency of the 
United States or any States. 

CHANGES I N  INVESTMENT POLICY 

SEC. 13. (aj No registered investment company shall, unless authorized by 
the vote of a majority of its outstanding voting securi t ic~--  

(1) Change its subclassification as defined in sect,ion 5 (a) (1) and (2) 
of this title or its subclas4jification from a diversified to a non-diversified 
company; 

(2)  borrow money, issue senior securities, underwrite securities issued by 
othcr persons, purchase or sell real estate or commodities or make loans to 
other perbons, except. in each case in accordance with the recitals of policy 
contained in its registration statement in respect thereto; 

(3) deviate from its policy in respect of concentration of investments in 
any particular industry or group of intlustrics as recited in its registration 
statement, or deviahe from any fundamental policy recited in its registration 
statement pilrsuant to section 8 (b) (2); or 

(4) chat~ae the nature of its business so as to cease to he an investment 
company. 

(b) I n  the case of a conlmon-law trust of the character described in subsection 
(b) of section 16, either written approval by holders of a majority of the ontstand- 
ing shares of hencficial interest or the vote of a majority of such outstanding shares 
cast in person or by proxy a t  a meeting called for the purpose shall for the prlr- 
poses of subsection (a) be deemed the equivalent of the vote of a majority of the 
outstanding voting securities, and the provisions of paragraph (40) of section 2 (a) 
as to a majority shall he applicable to  the vote cast a t  such a meeting. 

SIZE O F  INVESTMENT COMPANIES 

SEC.14. (a) T\'o registered investment company organized after the d a t ~  of 
enactment of this title, and no principal underwriter for such a company, shall 
make a public offering of securities of which such company is the issuer, ~mless- 

(1) such company has a net worth of a t  least 3100,000; 
(2) such company has prcviously made a public offering of its securities, 

and a t  the time of such offering had a net worth of a t  least $i100,000; or 
(3) provision is rnade in connection xvith and as a condition of the repis- 

t ra t~on  of such securities under the Securities Act of 1933 which in the opinion 


