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INVESTMENT COMPANY ACT OF 1940 AND INVESTMENT
ADVISERS ACT OF 1940

JUNE 18, 1940.-Committed to the Cominittee of the Whole House on the state
of the Union and ordered to be printed

Mr. COLE of Maryland, from the Committee on Interstate and
Foreign Comnimerce, submitted the following

REPORT
(To accompany H. R. 100651

The Committee on Interstate and Foreign Commerce to whom was
referred the bill (H. R. 10065) to provide for the registration and
regulation of investment companies and investment advisers, and
for other purposes, having considered the same, report favorably
thereon with amendments aild recommend that the bill, as amended,
(10 pass.
The amen(ldlents are as follows:
Page 12, line 9, strike out "prescribed" and insert in lieu thereof

'described'.
Page 19, line 2, after the word "securities", insert "'or the issuer

thereof".
Page 20, line 3, strike out all the line andl insert in lieu thereof:

so determined is not in excess of market value or asset value of such securities in
the case of majority-owned subsidiaries, and is not in excess of market value in
the case of other controlled companies.
Page 31, after line 23, insert a new paragraph as follows:
(3) Any company which since the effective date of this title or within five years

prior to such date has been reorganized under the supervision of a court of com-
petent jurisdiction, if (A) such company was not an investment company at the
commencement of such reorganization proceedings, (B) at the conclusion of such
proceedings all outstanding securities of such company were owned by creditors
of such company or by persons to whom such securities were issued on account
of creditors' claims, and (C) more than 50 per cpentum of the voting securities of
such company, andi securities representing more than 50 per centum of the net
asset value of such company, are currently owned beneficially by niot more than
25 persons; but such exemption shall terminate if any security of which sueb
company is the issuer is offered for sale or sold to the public after the conclusion
of such proceedings by the issuer or by or through any underwriter. For the
purposes of this paragraph, arqy new company organized as part of the reorganiza-
tion shall be deemed the same company as its predecessor; and beneficial owner.
ship shall be determined in the manner provided in section 3 (c) (1).
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Page 31, line 24, change "(3)" to "(4)".
Page 33, after line 16, insert a new paragraph as follows
d) The Commission, by rules and regulations or order, shall exempt. a closed-

en investment conipany from any or all provisions of this title, but su1)ject to
such terns and conditions as may be necessary or appropriate in the public
interest or for the l)rotectioln of investors, if-

(1) tie aggregate sunis receix'ed by such company from the sale of all its
outstan(hiilg securities, pl)Ls the aggregate offering price of all securities of
which suchi conipany is the issuer and which it proposes to offer for sale, does
riot exCee(l $l(X),000;

(2) 11o security of which such company is the issuer has beeni or is proposed
to be sold by such company or any underwriter therefor, in connection
with a public offering, to any person who. is not, a resident of the State under
the laws of which such company is organized or otherwise created; and

(3) such exemption is not contrary to the public interest or inconsistent
with the l)rotectioln of investors.

P'age 33, line 17, change "(d)" to "(e)".
Page 46, after line 7, strike out all of lines 8, 9, 10, and I1 and in

lieu thereofi illsseil tihe following:
(2) such ilnvestiineiit ad viser iS registered under title II of this Act and stich

investment a(d viser is engaged principally in no business otherC tihuii that of
rendering investinenit supervisory services as defined in title II;

Page 56, line 2, after "of", strike out "only".
Page 56, line 2, after "stock", itisert "only".
Page 56, line 22, after "company", insert "and anyn comnpanv 01

coirpaniles con trolled( bY sulch registered Company'
Page 57, strilke out all of line 14 and in lieu thereof insert the

following:
or any State, or to affect tile right under State law of any insurance company to
acquire securities of any other insurance company or insurance comnl)anies.

Pagre 71, line 20, after "place", insert "and maintain'".
Page 72, strike out aill of lines 1 to 14, inclusive, anid iua lieu thereof

insert the following:
subject to such rulcs andl regulations as the Commission may from time to time
prescrilbe for the l)rotection of investors; or (3) such registered company, but only
in accordance with siuch rules and regulations or orders as the Commission may
from tine to time prescril)e for the protection of investors. Rules, regulations,
and orders of the Comninission under this subsection, among other things, may make
appropriate provision with respect to stuch matters as the earmarking, segregation,
and hypothiecation of such securities and investments, and may provide for or
lequjire periodic or other inspections by any or all of the following: Independent
put)lic accountants, employees and agents of the Commission, and sucI other
persons a's the Commission may designate. No such member which trades in
securities for its own account may act as custodian except in accordailce with
rules and regulatioiis p)rescribed( by the Commission for the protection of investors.

Page 93, line 3, after the l)eriod at thw end of the line, insert a new
sentence as follows:
Any company which, as of March 15, 1940, was required by provi.9on of its charter,
certificate of incorporation, articles of association, or trust in(lenture, or of a
bylaw or regulation duly adopted thereunder, to l)ostl)one the (late of payment or
satisfaction upon redeniptioii of redeeniiable securities issued by it, shall be exempt
from the requirements of t his subsection; but such cxemnption shall terininate upon
the expiration of one year from the effective date of this title, or upon the repeal
or amendment of such provision, or upoln the sale by such company after MIarch
1.5, 1940, of any security (other than shrort-terni paper) of which it is the issuer,
whichever first occurs.

Page 93, strike out all of lines 12, 13, and 14 and Ain lieu thereof insert
the following:
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(g) No registered open-end company shall issue any of its securities (1) for

services; or (2) for property other thait cash or securities (including securities
of which such registered company is the issuer), except as a dividend or distribution
to its security holders or in connection with a reorganization.

Page 93, strike out all of lines 17, 18, an(I 19 and in lieu thereof insert
the following:

SEc. 23. (a) No registered closed-end company shall issue anly of its securities
(1) for services; or (2) for l)roperty other than cash or securities (including securi-
ties of which sucli registered company is the issuer), except as a dividend or distri-
bution to its security holders or in connection with a reorganization.

Page 9:3, line 23, after " which", strike out " price" and insert in lieu
thereof "neot asset valuee.
Page 93, line 24, after "determined", strike out "on thel basis of

values calculated'."
Page 94, line 4, after "its", strike out "common-stock holders"

alnl( insert "common stockhol(lers".
Pageo 96, line 1, after "commerce, " strike out "or" and insert "to".
P'age 98, strike Out the word 'opinion'' and insert in liel thereof the
(i' reportor' in lines 2, 6, 7, 9, 17, 19, 21, and 23.
a'nge 103, line 21, after "investment'", strike out "company, or"

Ukl(l insert in lieu thereof "company issuing periodic payment plan
cer'tificlates, or'".

Pa'g( 103, line 22, after "anlly", strike out "periodic payments plan"
afnd insert 'such''".

Page 105, line 19, strike out "company, or" an(d in lieu thereof
insert ''compally issuling periodic payincit plan certificates, or".

Pag(e 105, line 20, after "any", strike out "periodic l)ayinenit plan"
and illsert ''suhl'.

agre 108, line 5, after "thie", strike out "'specified".
Patge 108, line 17, after "inimuinum rate", insert a comma.
Pagie 108, line 18, after "of", strike out the commit and "tile

nearestl'Et'.
Page 109, line 16, after "holder", strike out "tinder the terims of

his certificate".
Page 1 10, lines 9 and 10, strike out "under the terils of his certifi-

ealte".
I'age 110, line 10, after "of", strike out "a'" and insert "any".
Page 120, line 19, after "Sce. 29.", insert "(a)".
Plage 121, line 2, strike out the figures "45" and insert thle figure "2".
Page 121, line 23, strike out "October 1, 1940" and insert in lieu

thereof "January 1, 1941".
Pa(re 124, line 20, after "section", insert "13 or".
I'age 130, line 1, strike out "such holders" and in lieu thlreof

insert "stockholders".
Ia'ge 130, line 13, change the perio(l at the end of the line to a colon.
Page 130, after line 13, insert the following:

Provided, Trhat if the selection of an accountant has been rejected l)purstiant to
paragrap)h (2) or his employncnt terminate(d pursuant to paragrap)h (3) the
vacancy so occurring aly be filled bv a vote of a majority of the outstanding
voting securities, either at the meeting at which.the rejection or termination
occurre(l or if not so filled then at a subsequent meeting which shall be called
for the purpose.
Page 130, line 22, after the end of the line, insert the following:

In the event of such termination and removal the vacancy so occurring may be
filled by action of the holders of record of a majority of the shares of beneficial
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interest either at the meeting, if any, at which such termination and removal
occurs, or by instruments in writing filed with the custodian, or if not so filled
within a reasonable time then at a subsequent meeting which shall be called by
the trustees for the purpose. The provisions of paragraph (40) of section 2 (a)
ax to-a majority shall be applicable to the vote cast at any meeting of the share-
holders of such a trust held pursuant to this subsection.
Page 149, line 4, after "misleading", strike out the comma and insert

"in the light of the circumstances under which they were made".
Page 155, line 8, after "broker", insert "or dealer".
Page 155, line 10, strike out "brokerage" and after the word

"business" insert "as a broker or dealer".
Page 155, line 25, at the end of the line strike out "and" and insert

" 'control' and".
Page 156, strike out all of lines 3, 4, and 5.
Page 156, line 6, strike out "(14)" and insert "(13)".
Page 156, lines 8 to 12, inclusive, strike out the following:

For the purposes of this paragraph the term "continuous advice" shall mean at
least a quarterly review by the investment adviser of the investments of the
client entrusted to his supervision.

Pages 166 and 157, rentumber paragraphs (15), (16), (17), (18),
(19), (20), and (21), respectively, to paragraphs (14), (15), (16), (17),
(18), (19), and (20).
Page 161, strike out all of lines 5 and 6 arid in lieu thereof insert the

following:
(2) A statement as to whether such investment adviser is engaged or is to engage

primarily in the business of rendering investment supervisory services.
Page 165, strike out all after line 17 and in lieu thereof insert tile

following:
(3) acting as principal for his own account, knowingly to sell any security to

or purchase any security from a client or acting as broker for a person other than
suchl client, knowingly to effect any sale or purchase of any security for the
account of such client, without disclosing to such client in writing before the com-
pletion of such transaction the capacity in which he is acting and obtaining the
consent of the client to such transaction. The prohibitions of this paragraph (3)
shall not apply to any transaction with a customer or a broker or dealer if such
broker or dealer is not acting as an investment adviser in relation to such trans-
action.

Page 166, strike out all after line 19 and in lieu thereof insert the
following:

(c) It shall be unlawful for any person registered under section 203 of this title
to represent that he is an investment counsel or to use the name investment
counsel as descriptive of his business unless such person is primarily engaged in
the business of rendering investment supervisory services or unless his registration
application as amended or as supplemented by the most recent report oil file with
the Commission states that such person is engaged or is about to engage primarily
in the business of rendering investment Supervisory services.

This bill is a substitute for H. R. 8935, introduced March 14, 1940,
and as originally introduced was identical with S. 4108, reported fa-
vorably to the Senate on JJune 6, 1940, by its Committee on Banking
and Currency. The Senate bill itself was a substitute for S. 3580,
introduced March 14, 1940, as a companion bill to I{. R. 8935.
These bills are the outgrowth of a comprehensive study and investi-

gation of investment trusts and investment companies male by the
Securities and Exchange Comnmission pursuant to the direction of the
Congress. A subcommittee of the Senate Banking and Currency Com-
mittee held hearingi3 on S. 3580 for a period of approximately 4 weeks
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and carefully and exhaustively t.i-.litinized and explored all of its pro-
visions. In its consideration of this bill, your committee had before
it the complete testimony on the original Senate bill and the reports
of the Securities and Exchange Commission.
At the hearings before the Senate Committee on Banking and Cur-

rency the immediate need for national legislation regulating invest-
ment companies was admitted by virtually every witness who testi-
fied, but objection was made to several features of the bill. At the
conclusion of these hearings the investment companies who had ap-
peared submitted to the Senate committee specific principles for
the regulation of investment trusts and investment, companies.
Following the submission of these counterproposals for regulation b;vthe investment companies thenmselves, representatives of the Securi-
ties and Exchange Commission and of the investment companies in-
formied the Senate Committee on Banking and Currency that it. might
be possible for them to reconcile their differences and to recommend a
bill which wouldl be acceptable both to the Securities and Exchange
Commission and to the investment-company industry.
As a result of this cooperative effort upon the part of the Secu ties

and Exchange Commrission and the representatives of the investment-
company industry, this bill, E-I. R. 10065, and its companion bill in the
Senate, S. 4108, were recommended. They represent the result of
intensive effort for a period of .5 weeks by representatives of the in-
dustry and of the Commission.
The bill as drafted has the unqualified support and endorsement of

practically the entire investment-company industry and of the
Securities and Exchange Commission, the body by whom the pro-
visiolns of the bill are to be administered. No opposition to the bill
was expressed by any witness who appeared before the subcommittee
of this committee which held hearings on the bill Every witness re -

resenting the industry who appeared, unqualifiedly endorsed the bi l.
Thus this bill is a highly salutary indication that Government and

business can come together in a cooperative spirit to do a constructive
job. Representatives of investment companies urge that the present
international situation should not only not constitute an impediment
to the passage of this bill but rather should serve as a vital reason for
its immediate enactment.
These representatives of the investment-company industry stressed

the fact that proper and reasonable regulation of investment companies
may substantially stimulate investment companies to supply new
capital for the expansion of industry, particularly industries vital to
the national defense, to a far greater extent than has been (lone in the
past.. To accelerate this activity upon the part of investment com-
panies the bill expressly authorizes investment companies to contribute
a portion of their cn)ital to companies organized by themselves to
uLT(lerwrite tile securities of, and to furnish capital to, industry.

TiTLE 1. INVESTMENT TRUS.Ts AND INVESTMENT COMPANIES

A detailed discussion of the background of this bill and the evils it is
intended to remnedy appears in the report of the Senate Banking and
Currency Committee to the Senate, Report No. 1775, and the reports
of the Securities and Exchange Commission to the Congress made
pursuant to section 30 of the Public Utility Holding Company Act

5
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of 1935. Only a brief recital of the background of the bill and the
more important abuses in investment companies will be described in
this report.

Investment trusts and investment companies are in esence insti-
tutions for the investment of the savings of small investors in Secui-
rities, particularly the common stocks of industrial and other com-
panies. Four types of investment enterprises exist:

(1) Management investment companies in which mangemeIt lias
complete discretion as to the investments to be made. T1eh(t'5 (comU-
panies are subdivided into open-end companies-those in which the
security holders can at their option compel the company to redeem
or repurchase their securities at the actual asset value of such sectiri-
itie-s; and closed-end conipallies-those which do not accord this
privilege to the stockholders;

(2) Unit investment trusts in which no management exists atdi the
investor is sold an tindivided interest in a specific package, ox unit
of securities, the comlp)osition of which is relatively unchangetiable;

(3) Periodic payment )lans which in eSS('II('e are merely devices to
sell the securities of I1inahlageii(lent inivestrlaent, conpahlines or 1ltlit ill-
ebstrncIt trusts onl the installment plan to smaill investors; I1ti(l
(4) Face-aniount-certiicuate companies which sell to the pt)bli( face-

amllotunt certificates whereby in consideration of the payinen t of Certa in
specified installments the corporation agrees to pay to the 1>purc(clisor
alt nItituity 1 definitee sumill, the face amount. of the certifi(ute ; or to
payprim to niaturity, a specified surrender value of the certificate.

1o1)eTrt E. Ilealy, Comimissioner of the Securities and Exchlainge
(C'oimission, who had general silj)ermision of the in e-stineilt-triust
study6., gellertilly describe ( these organizations its follows:'
lt nie try iny hand itt a general description of investment trusts tandtl illvest-

Ielit eollipalnes. F'sseiitially these organizations are large li(qid p)ools of the
piul)ll's savings eitriustedl to lIlanIagelilets to )e invested. 'Ihle sales a1i(I pro-
ijiotiomial literaltitre of inlvestruient trusts, and investment copnieiites has created
the inipressioIn that. thev are miot. unlike savings l)antks and Insuranice conipalies,
exeept that the% are riot limited to so-ealled legal investuients. The sales ein-
phiasis b)! pronlloters of investimienit comnipallies has beeni t1)on them eceIssit v for
providing security for old age anl(l for emnergenicies, and upon the claillm thal1 by
expert management and diversification of ri.k, thiis security can he fiirniished
byv these organizations.

For examl)le, ('littrles A. Kettering, vice president, and research director of
General Motors Corporation (atnti U phase to say, one of our most useful ail(l
finest citizens), testifie(l at the puli)lic examination that in 1930lhe pturelittse(l
40,0(X) shares of an invest.ineInt comipanv, for $2t$0,000 in the belief that it gave
him a participation in a wi(de range of securities and wvas "akin or about the
same participation youi would get in, say, one of these single payment life-hiiisur-
ance companiess.' lie said that he did not know that. investilielit eoliipaniies
were riot subject to supervision as were life-insurance compil)anies or banks. l-lti-
matelv Mr. Kettering realize(d onilyv $21),0(Xf) on his iinvestinleint- that. is, he lost
approximately a quarter of a million (dollars. And, incidetnitally, I nimv add that
he served as a (dirvetor of t hat cunipanriv; .sai( li e had been tiniable to attienl(d meet-
ings, and said lhe did not 1nni(hImstandIr ilivestilielits; adding, what interested nme
greatly, that he sawM life through theIi:I)or:tory window.
Coniventing onl the losses of the Ainericai [public in these instittu-

tions, Mr. Ile('ally slitted:
The interest of the publicc in investment trusts and investment companies has

been andl still is very large. In the last I 5 years approximatellv 1,300 silch com-
panies have been created. Speaking generally these organizations have made

I If.aringts ihforp a 5uhtonnmniiitee *) tis'tte CCnniminft onlartuv illni (Bnnrrin , l.ur Seatl (7tth 'ong.,
3d leSs.), on S. VWi. a hill to provide fur the ruviistration and regulation of iuvetlmeut cxmpaules and invat..
meat advisers, pp. 3; et uei.
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comparatively little original contribution of capital to industry, the investments
for the most part being in securities already issued and outstanding. The reason
for that I think will appear beforethehearings are over. It is due, in part, to the
necessity of some companies keeping themselves in a strictly liquid position. The
American pul)lic has contributed over $7,000,000,0() to these organizations.
That is on the hasis of investimient. You can Ccolmpare that with $14,000,000,000
roughly estimated as the investinefit in the electric light industry. The value of
their assets at present is app)roximhately $4,000,000,000. At present only some 650
or approximately o(e-half of investment companies formnie ill this country, are
still in existence. The other companies have disappeared through bankruptcy,
receivership, dissolution, mergers, and consolidations. With respect to 22 of the
bankrupt conhImanies upon which thle Commfissiokn has reasonably accurate figures,
the security holders sustained a capital loss to December 31, 1933, of approximately
$510,000,000 out of a total net capital contribution of almost $"i0,000,000, or a
loss of about 90 percent. Altogether investors have sustained a capital shrinkage
of approximately $3,000,000,000 in all types of -investment trusts and investment
companies.

Discussing the national public interest in investment trusts find
investment companies, Mr. Heal.) stated:
Many individual investment. companies have total assets equal to those of the

larger savings banks. Their securities are owned by 14l)l)roxiniiateltly 2,(X)0,000
investors throughout this country, with the nuajority of t he in(livi(iual inivestminents
ill such .,eeurities having a value of under $500. The number of security holders
of invest miment trusts and conipanies p)robab)ly exceeds t ial of all other industries
except utility holding company systems-,. It is estiniatte(d that one out of e'ery
I() holders of securities of all types in thlis country is a hol(der of investment trust
all(i ilivestnen t. company shares or certificates.

InI addition, investment companies at l)reselnt control or are in a position to
control or inportanttly intluectie various in(lustrial, banking, mitility, and other
enterprises having total assets which, as of the end of 1935, amounited to some
*$30,000,000,0)0. Furthermore, these investment, trusts am(d inivestinent comi-
)alinis, Ibecatisc of their very substantial trading i) -securities oni stock exchanges,
are a inost, silhstaiitial factor il1 our securities markets.

Becatimse of the large public interest in these organizations, an(l because these
investniecmit trusts an(l investmiinentit companies represtent.i unsupervised )ools of
savings, these ilIstittitionls have been a matter of concern to representatives of the
invest muenit company industry, stock exchanges, tismamial writers, and govern-
niental b)o(lie front; thlh early p)erio( of their existeiice ill this country. The
potenti4l rangerss of these organizations have been indicated, 111(1 withi tle p)assing
years eriticimni has increased.

This tremnd(lous loss must. be principally attributed, of course, to the
sharj) decline in security values since 1929). However, ill at substtitial
nutimber of instances, losses suffered by investors were catuse(l in good
part by selfish, and in some (eaSeS unswrulptulouis, misnliagelment, of
investment trusts and investment companies. The record of the studly
a1nd the reports' to the Congress of thel Secutrities anld Exchange Conm-
mission and the testiniony taken before tile Senate Comilittee onl
Banking ln(l Currency (ontalins inn tiy exanpl)les of abuses ill tihe organIi-
zatioll anad operation of investment trusts an(d investment companies.
These nl)lses have been persistent an(l have occurred and recurred
constant) ly (luring the last IO years.2
That investors inl investment trusts 11t(1 investment companies

are subject. to substanitil loSS(es tit t he litm(ls of milscmtmu)pulolus persons
is obvious from the very nautire of the assets of such ('oplipllies.
Their assets (cotisist, tlimost in val itllly of (a1sh am(ltintmrket tbl( securities.
They are liqui(l, mobile, aind easily bI('gOtlalde. These asset\ts canl be
easily misappropriate(l, "'loot(d((,' or otherwise inisuse(l for thle selfish

I See Heort of the Securitht.si and Exchanpe mnCiimisslon on Investment Trrnts an(d Investmient t'ompa-
n ies,t llf, I Doc. 279 (711i!, ('ont.): qso testimnnv of Da)svid Sditiiker. oimisel to Jnvestzmnt 'Irust Stuy,
bearings tewfore Senate Bantiking and c'urucy (usninjittee on S. 34.z, pp. 970, et seq.
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purposes of those jin control of these enterpri. In the absence of
regulating legislation, in(lividluals who lack integrity will Colntinue to
be attracted by thle o)pp)rtunIily available for personal profit in the
control of the li(Iiii( assets of investment, trusts anid investment
companies.

Litth' capital is needed to form and market the securities of invest-
ent, triists aridl investment Coimp)anies, anll there is nothing to plrevefnt

IrresIpTJ)1IOiible i(Ijivid( uals arid even individ uals actually colivictted of
or enjoine(l by t ieX courts for, financial fraiuds from forming anll(
controlling ing '('stm c(Opalnies by a Vartiety of (dvVices Such as
special voti ii stocks, long-term niluiagement, an11d( underwriting
conltracEs, voting truists, ai(1 th' p)yruIIli(Jing of invest11111nt, CoIIpIIliies
which donot(. require their to mitake tiny peunittry investilln('t, in the
enterpriese. ii ad(dlitioni, brokers, iseclirity dealers, a111(1 inie('stillen1t
bankier-s aret in II posit ion to uise eont rolled investmenivt (colm)anies
solelyb1 a, finstiili azljiuil(tst 0 ('fihilinceI( heir (1Wo) ha iking ,1,11 I)1'okeragef

h'el ist ribui I 111(id repIltreliase of t he seciinrities isstw('dl by ivest-
tit-it (eoipiflhlis 1uv(ol oc('itsioii reultedl iii (lis(cilimitioti i,, favor
)f wlie I1ilaget(llilit or other "insi(lers' who hative been abtli to atICqire
the secllrities aid to have the (coilm)panies repurchase thein oi a basis
tiiore favoti'ble tiiin thit accor(dd'(l to p)uIh'ic stOckhold(ers. In the
openi-enld colipilnlies the- method0( of pricing their securities which they
are conitinuously selling f1111( red(leem)Iing Intay telld at. tillies to su bstan-
tial (lillitioll of the ive(storsr' e(jIity ill die colilpallie's and ini some
in1st minesh1iive Ibee 11sedlIly p)ersonis closely connected(l with the
companies to realize riskless tra( I ing profits.

1Ftiirfliernmore, tlhe capital structure's of investment ('OIlpltinies bave
often been extremely complex, #111(1 the ri;hits, preferences, f1,.1 divi-
dend or interest claims of tile senior seetriti es of such companies sold
to the pliblic; t lhni is, their bonds anid preferred stocks have in miny
eases beeun inlade(ulately safeguarded. 11) the casw of unit investment.
triusts an|l opell-end maIntlalgemIent investllient (01111o ieS, in vest ors
hiafve l}).nsold seen rit'ies inl (one of such ent erllrises f1i(1 then repeatedly
''swit.chied'" into other inivestminent, trusts an(l ('01om oHIii0 fmiuizd(l by
the pnloters of the original company or trust solely for thle p)irp)ose
of exiieting a(l(litional selling ehargesuutind profits from the investor.

Somine of the most. unfair selling p)ract ice's haive occurred( in thi ease
of thei complllies which Sell invest inent-omj)any seculiti(s oil tile
installmient Ilans --the so-called periodic-paynlent. plas. These
corn~atnie'S sell to itivestors ill tifle owst ilicome brackets who are
not ill it finanIcial position to inll'(st. their surplus funds in common
stoc-ks and who almost, invariably havet reat. difficulty in making-hlie
req ilreI irnstallient puyinents. They have sol securities (crrying
selling charges which somel('times approached 25 p)re'eitt of thle rice
paid by the investor. 'With the kn low(lge that thi( (lass of indi-
viduals wvho invest, in these installment plans, because of their finan-
cial status, will rarely he able to complete even thle first year's pay-
meints, tilhe entire first year's payments have l)een tisedi to pay se ling
charges. As a result., thousanils of small investors. have lost their
entire savings in these plans.

Similar practices exist. in the case of companies selling face-amount
certificates o1i the installment plan. The lapse experience of inves-
tors in these certificates has been high and in some cases the assets
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of the companies have been carried at highly fictitious values and in
somte Cas(s inn1ldequiate reserves have been maintained to meet the
obligation of the companies of their ouitstanding certificates. No
uniform actuarial reserve system is retluired by law for these com-
pa 1ies.

With respect to the management of the assets of investment com-
panies many abuses have existed. First the promoters and managers
of investment companies determine the direction and scope of the
business activities of the company and have thie power to change, with-
out the prior approval of the security holders, investment policies
originally undertaken. The security holder has, therefore, no assr-
ance of the stability of any nnnolincel investment policies of his
company and no voice it) the determination of any (lesire of the
inantigem('nt to change( such policies. Similarly, after investors have
investe(l in investment companies on their faith in the reputation
and stan(ling of the 'existing managements, control of the pul)lic's
funds has frequently been transferred without the prior knowledge
or consent of stockh)olders to other persons who liave looted the assets
of Such companies or to other investme('nt (companies which have
stibj(eted the stockholders to grsly unfair plans of inerger, consoli-
dation, or other corporate rea(Fiustmients.

Secon(l, unscrupulous in(livi(luals in control of investment com-
plinies hanve not hesitated to engage in self-(daning; that. is, transac-
tions between officers, directorss, an(l similar persons tind thle invest-
Inernt conip nines with whielh they are associate(l. ThIese in(lividluals
ha 1ve sold worthless securities at, extravagant prices to their controlled
com)pnies, liave purchased securities and other property from such
conipanies tit unfairly low prices, and have borrowed extensively and
without repaynient from such comlpenie's. The in(ldustry recognwed
thait V('el for the most, conscientious managements, transactions
between tl(s(e aiffiliated persons andl tfhle investment compatinies present
miny diflicilties. Many investment companies have voluntarily
barred this type of transaction.

Finally, th(e investor has been unable to obta4in adequiate financial
information as to the operations of investment companies. The
atccouinting practices and finiancial reports to stockholders of manage-
nuent investment companies frequently are (deficient and inade(quiate
in many respects. Often they are misleading. In many enses divi-
(lendf(lshavee(e p)aid without notifying stockholders thait such divi-
dends did not constitute, earnings but were a return of the capital
inv 'estd by the stockholder.

NECESSITY FOR LEOUSLATION

It, is not to be implied or inferred that most investment trusts and
investment companies at present operating in this country were guilty
of unfair J)ractice or were mismanage(l. In the last (leca(Ie some prog-
ress has een made by the members of the industry voluntarily to
eliminate some of the major malpractices,.and to improve generally
stan(lards ot practice in tle light of experience. However, it is clear
that malpractices cannot be eliminate(I without the enactment of a
Federal law to regulate these institutions. This conclusion was con-
cefded by virtually every witness who appeared before the subcommit-
tee and is the virtually unanimous opinion of the entire industry itself.

9
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Thew Secm-it ifs Act of 1933 aid thtle Settritips KExisinge Act of 1931
iavLe tiot ffetfEl'(f S lterreits to the contimmi011s ((cciirrvweI of causes

ill t he orgflim tioUll,ion d oJ'rti t ion of investen-t., companies. ('eti-
PraltY thies f'ie*l( Ofily,'11r j, Mu)lieit;y The reeord is clear that
plublicity a imw is iiliffiiifIlt to (' imI6inoUteialp:.practice in investirment,
Complflflies. F1iirttier, the gren t majoi-ity of inve.stmerint companies
lhav Ienver (cote wit lltitu $ hlv review of theseM acts.

In) the *Opinion of the veo ifttee, the Secutrities and I4uxeharrge(eon-
mission, af(l the indiistry itself, this legislation is need(lfd to protect.
small investors from br-eaches of trust uipon the, part. of uinserupulous
m1miIgQemit'lls nod to provide such investors, with a reguilatedl inst~itti-
tion for thef ifivestillentp of their savings. This legislation will also
p1(-'1vei tIlmqv ul)lliSfS which have daIlmaged( the repututioli of thel in-
(lhistfV lis ii Wholeb.

IRepivsent otives of the Secutrities and Exchange (Clonmission in
coitneetiotn with thii' bill fnfl meniub)ere of the industry who appeirelr
"t t'fieIif'iimiSS culled thlie attention of thlie subeonlJintt`'e to the serious
tox p1'ottlemii talrfetitig investment coimpa)nties. Th is pblhemhllfls
tilrtendtv b)teell1.(,ogn izedt] by the('(ongres8in tIhe case of cert idn openi-end
ll11i)M11'JiWIt in vestment companies which reeeivye spevil tsix trend t-
11m1e1nt 111 1e1m existing hqll'eder revenue acts. Te record limfore time
('0U11Mliltvi't diitits I lit th(e t iRx problem is veinv pressing uiit1Ii rmsp)e(t
to elosedl-enid imanageinent. in vestment copluflnies of the type classified
in this bill its "dielrsified." lf thle? hill is p"ssed( thle COMImlitite.e
bXlieves f hut I the tf.ix p)ioblPvll of t these colmpanies shouldreceive p)iOJiIlpt
coniSidel't ioll by) the (COnguriss.

ANAILYSIF4, ny SEntqONm

Section t: Findings rmiid declaration of' p)olly
Secwt ion 2: (:(eetrideft iitions
Sec'i 0)1n 3 : I)Definition of investment, coIImpa ny.
Sec't ion 4: (C'htssifiaotion of investment. company.
Section ,5 Subl)ClssifieaItion of imunagemeneut, eomnpanlim".
Sect ion 6 E~xempj)t ionl5s.
Swet it) II: 'I'gl5U$et iotns by tulregistei)l- invQO1t4n1e1t, (companlies.
Section 8: R{egistrstioli of investment companlimes.
Sect ion 9: neligibility of certain affilialed peisonts and unde(l-

wr-ite'rs.
Section 10': Affiliation of dlirecto's.
Section 11: Of0ice of ebchftm g(e.
X'NCtioni 12: Functions and activities of investment companies.
S'e{timnj 1 3: (' 8fthg(Is in inVe'sttlmitll! 1)(hic(!Y.
Settion 14: Sizev of invest mnent, comuitnies.
Section 15: ('han11ges in hol\ards of directors; provisions eleitive to

street tnusts.
Section 17: rninstacti onS of (eIttni ittlilitited p)enSoIus uid mider-

wri ters.
Section 18: ('Capit-al structure.
SSctfiqt 199: 1)ividends.
S.etion 20: lProxiles, voting trusts. eiieiladnr oner'.hip.
Section 21: 1A)A IS.
Section 22: Distribution, redemptioni, aind tevepUlWH'so of redeem-

able seurities.
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Section 23:
companies.

Section 24:
Section 25:
Section 26:
Section 27:
Section 28:
Section 29:
Section 31:

Se''-tion 32:
Swetion 32:Sf-ct ion :34:
Section 34,5
Section 35:

Se('vtion 3:iSection 4:8

Section 41:
Section 42:
Set ion 43:
Sect ion 44:
Section 45:8't't ion} 46)

1)NIMMIOli,
Section 47:
Section 48:
itll title.
Sec.ion 49:

f'ecioII
Sec tio
Sect ionl
Section

50:
51:
52:
53:

Distril)mition anid repier('hase of seetirifties: Cloved-end
Registration of seciritievs tiuder securities AU. of 1933.
lMons of reorganizat.ion.
U'it iT)ve"tJ(Is)tm triists.
Periodie-pa~ynment )lnRs.
l'flc -tlJTlo~t,-c rtvifiomt p('n)pninS.
Bankrmptey of fncef)-aorimint-vert 1f" companies.
Periodic ad(1 other reports; reports of affiliated persons.
Accounts 1d1( rveordls.
AccouantslitS aid atliditors.
S'ettlemenit,of civil actions.
1)estriution and falsification of reports arid records.
Unlawful representations and rnamm.
Inj1iinctijolis against gross abuse.
Lar( andynluil Qmbvzel1nent.

uleVs, regtilations, ond1(1 orders; general powers of Com-

Rilles an(l regulations; procef'(ldI1'r' fto issuance.
Orders) ; p)roce(dimre for issmince.
I leanings by (1Commnssion.
Fnforcenmiet of title.
Court rovi('w of or(lers.
Juris(lictioll of oifenlses and sulits.
Information filled with Cot)mnisSiofn.
Amitirti reports of (Cominission; employees of tw C(orn-

Vfilidlity of cont~rncts.
Liability of controlling persons; preventing compliance

Pelnlalties.
Flect oil existinlfg law.

ISeparability of provisions.
Short title.
Effective (date.

LSfection 1. XluidngR.? 1nd gensrai pott'?J
'Pliu section sets forth the, fil(dings of tile Conigre'e4, with repnet' to

iivatIlluent Comilplanities and the decilaratior of policy of the wit.

Setiown 2. (Jenoerl (dififitions
'lhis section sets forth the general (lefinitions of terms utsed inl the

bill.
Sedtitm. 3. Ieflnition of inre.stmmedt company,

Subsection (it) Specifies that the following conlpftei4s fre within the
purview of tile hill: Companies which nro e ngage(d primarily in the
i)misiness of investing, reinvesting, aut( trui(ling in securities; and issuers
which invest ill or hold wecurities (otier than securities of noninvest-
ilnentt compaitnySu'bsidiatries) having i vatluee exceediing 4() percent, of the
value of their total assets. A thlir(d group of corlpanies covered by
the bill are companies which engtige( in the business of issuing so-called
face-amiount ist~ullment certificates.
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Subsection (b) excludes from the hill companies primarily engaged,
directly or through sub)sidliaries, in the operation of a business other
than that of an investment company.

Subsection (c) specifically exltl(Tes brokers, underwriters, banks,
insurance companies, common or colnlningle(l trust funds adminis-
tered by a banik, )antik-holding-company affiliates sulbject to tile sulper-
vision of the Board (of Governors of the Federal Reserve System, Coln-
panties subject to the Interstate Commerce Act, and those of their
wholly ownled subsidiaries silbstantially all of whose assets consist of
securities of cOmaiiies Which themselves are subject to the Interstate
Commerce Act, stmlall-loall Conmpanies, factoring companies, companies
dealing in mortgages or discountt papers, hold inbg companies subject
to the Public Utility folding Company Act of 1935, arid certain other
special tylpes of colmlpainies.

Section, 4. Classification of investment companicet

Section 4 classifies irivestmuet ('onip)aiiies inlto tMire (itegories:
Nitilagenllelit coipallnies, ulnlit-iiivestimenit trusts, and face-uniounit-
certificate compal)nlies.

Section v. ¢Sb1alelassificaftion of man(flgeneW compaw?7ie.q
Sub-sectionl (a) dlivi(des iiiaia111gelnelit (onlipallies Illto two tyl)cs:

OpeII-Co1 C0111})I1iipes (colipa)nies inl which the stockhol(lder o cer-

tificnte, holder has at right to compel the comp11alny to redee,11 his shares
fit their asset value ; ainl lose(l-eII(l ipaimmes-corn ill whlc
thle siharelolders (lo not liiive s9ili it right.

Subsection (h) further suibclassifies mninagenien t colipanllies, botl
of the o)en-e dll(a closed(-end( typ)es, upoll time bnlsis of thle extent
of the (fiversification of their invest illts,into liv'vlesifie companies
and nloll(livelsifie(l colilpunlies. Diversified colmiplilnies Iimust havemift
least 75 percent of their assets inl (liversifie(l securities, and within
respect to this 75 p)erCent of' tile assets, II(' mloIre thnil 15 percent calnl
)e itnvesOt.e(l in oll1re than1l 10() percent of thle olitstfnlinig Voting securili-
ties of ainy o1n ('Olmip)atiy. NOIn(liversifio(l companies are not reqi ir'e(
so to (livlrsi fv their in vestmemlnts.

Subsectionl (c) is it technical paragraphli and provides that if thle
Comipfilly ha11s invested only 5 percent (of its assets ill one company
an(1 if the market value of that investment goes llp so th t, its valuIo
is more thliti 5 percent of the investment coIp)aIy's assets, it do'3s
not lose its status of a (liversifie(l company.

Section 6. Elreinption*
Subsection (at) (1) exempts front tile )rovision of tlis bill invest-

meont, companies organized( or create under tile lawivs of Alaska,
Hawaii, ulnerto Rico, thle l'hiliippine Islands, thle Canal Zone, anmd the
Virgin lshln(ls. provided they (lO not s'll tiny securities to residents
of any State other thlan the State in which tl;ey were organized.

Paragraph (2) exempts comIptanies which, on the effective date of
this act, were in receivership) or bankruptcy, and such exemption shall
continue as long ats the, company's business is un(ler court jurisdiction.

Paragraph (3) exempts companies which have gone through re-
organization and are temporarily investing their cash in securities.
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Paragraph (4) exempts face-amount-certificate com anies which
were organized under the insurance laws of a particular State and are
subject to the supervision of an insurance commissioner, and all of the
stock of which has been sold in that State.

Subsection (b) empowers the Commission to exempt by order
employees' investment companies.

Sulb.section (c) empowers the Commission to exempt other com-
panies if such exemption iS cOnsistenit with the protection of investors.

Subsection (d) authorizes time exemption of certain small closed-en(d
investment companies doing an intrastate business.

.Subsection (e) provides that a. company is riot required to be regis-
tered in ordor to subject it to specific provisions of the bill; and con-
versely, the Conmmission is empowered to relieve the company from all
provisions, iilclu(ling registration, and just subject it to those wilich
it many fin(1 are particularly applicable to that company.

Section, 7. -Transactions by unregistered investment companies
Subsection (a) provides that an investment company, unless it is

exempt, or unless it is registered as Jrovi(led in the bill, is forbidden
to conl(lct, its activities through use of the mails or instrumentalities
of interstate te commerce.

Subsection (b) makes the semie provision with respect to fixed and
seiiiifixe(l i investment companies.

Subsection (c) provides that no proinoter of a propose(l investment
trust shil use the miails or any meanfs of interstate commerce to sell
preorganization certificates.

Stibseetion (d) provides that foreign investment companies may
not register as investment, companies or publicly ofrer securities of
which they atre the issuer in the United States unless the Commission
finds that these foreign investment, companies can be effecttively
subjected to the seine kype of regulation as domestic investment
comnl)lies.

Section 8. Registration of inkstment companies
Suibsection (it) provi(les that the registration of an investment-

comimpany may beconle" effective Upon1 the filing wite the Commission
of a. no tification of registration.

Subsection (b) provides that, the formal registration statement may
be filed by a company af te oeffective registration at some time to be
fixed by the C.Commission. In the main, the Commission may require
the intorinetion required to register securities tinder the Securities
A(' of 1933 t11(1 thle Scurities Exchange Act of 1934. In addition,
the registration statement must state the policy of the company as
to items specifically enumerateol in the ilJi and supply information
with respect to the buisines-s affiliation and exp--rience of the officers
an(l directors of the company.

Slubsectio; (c) makes provision for theo simplification of the regi ra-
tion proce(llire by permitting the filing of copies of registration state-
nients already filed under the acts now administered by the Commis-
i811o.

Subsection (d) empowers the Commission to exempt unit invest-
ment trusts from supplying information in its registration statement

11. Itp1ts.. 76-3, vol. 4--90
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which may duplicate infonnation supplied by a registered investment
compianly all of whose securities are substantially owiied by the unit
investment trusts.

Subsectionr (e) sets forth the mechanics for corr('ctirig and for
revealijug omnission1 of material facts.

Soihsection (f) (emlpowers the Commntissioni to cancel the registrationl
statement of atn investment ('omptmy if the Commission find that a
compafly hias c( 1as('d to he lil investment company.

Section 9. IneligJibilit1J qf cert(ti'n. ffilijated persons *ind unnderwritfe .s

Subtsection (a), provides that any person who within 10 years hlas
been convicted of a crime, or is e!nljoined( by. a court ill ConllnectiOll w'ith
a security or financial fraud, is prohibited by the bill front acting its
anll office(, directorr, miemiber of all a(lvisory board, ilivestillviit. ird viser,
or (depositor of an1y investmllelit copallnlilly, or principal 1unIderwriter
for ailly registered open-en(l COlmlaliny, registered(l unit inv('st.meneiIt
trust, or registered face-Hnouii1t. Ccolli)paly.

Subsectio0 (h) a utlhorizes t le Coin flmissioli to exelmJ)pt, persons fronmi
the prohlib)ition set, forth lind(ler sul)secttioll (a) Where it is Shown that.
tie p)lldlhlt3) as a applied to nysuctlythi prsol) Wo(l be iiiidiy? or d is-
pIropotiolnat ely severe or thiat the. con(lct of sutchi persoln Ills l)eili
such ass niot to make it against thle pu)llic interest ol j)I(ptctioll of
illn'estors that sulcll eXCep)tioll I)e gal'iiited.

'Section 10. A 'Jia(Itions ofJtirectors
Siubsectiorn (a) )rovides that. uti least 40 pereenlt of the hoard of

directors of anl i've'stnllment ompanlly sthll t)e 'ind(lepend(lenit ; thit is,
no more than 60 p)r('ernt lltly Consist of investment aldvisers to the
coml)puiy or ffiliate(l personis of suchl nlladviser or officers or ellpldoy-
ees of thle,colnipulay.

SubIseettion (b) l)rovides that at majority of thle board of (lirectors of
tlin invesAintent comlpimiv inust be coflhl)oSe(l of persolls ho are riOt
regular brokers for thle company or plilleilpal uni(lerwriter,; of its
Sewillities, or investimenlt bankers, OI' inl etch cSe p)ersOlns tilfilitte(l
with them.

Subsection (c) provides thatt after the effective (late of this title,
tile majority of the l)our(l of directorss of an investmlel-t (Coni)palny 11i1nit
not consist of l)ersons who atre oflieers or directorss of ainy one. bttnk'n,
except tha t uily investment ('olili)aty which, onl MNarclh 15, 1940,
shall-have had a1 majority of its (lireetors consisting of Suchil persons
hilla con0tin1e1 to (do so0.

,'Aubhsaction (d) (Xeejpts from the provisions of subsections (a)
an(d (b) of this sectioll (1t)) (lirectors of certaill t3p)es of investlleluit
colipallmie wIlielh aiire closely aflilia ted with ilnvestinemi d viseirs fi(n
which tre (lesigiied primarily to make&p;' avla%:ilable tlihe niediiin of (liver-
sificatioll to tiet' silailler cust1ouiiers of these advisers. I'nlis eXcel)tioi
is calre'fulll- Saifeglllar(le(l by Sp)ecilic eori(litiofll

Subsectioni (e) psrovi(les thalit any clihlage ill the board of directorss
resulting from the (leatil, resignaition , or (1isulalifialitioli of t directorr
resulting in at violation of subsectionus (a), (b)), or (c) lmtsit be filled
within 3() days, if only the action of the boair( of directorss is required,
or within 60 days if a stockholders' vote is required to fill the vacanOy,
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as the CommissionmIay (lesignate hy rules and( regulatiotns or order.
Subsection (f) proltibits in vestmenit cotm panides from pu liclasing

securities underwritten by perstiis affilia ted witli thle ilivestmiellt
company, unless tihe investment Comainlly itself is a prilleipal Ill(ldr-
vriter of suceh securities, until after tle termnina tion of thie undelr-
writinig sytn(liente.

Subsection (g) subjects, the members of anl advisory board to tie
restriction of subsections (a), (b) anyil (c), (e) and (f).

Subsection (li) makes the pirovisions of subsectionl (a) as mno(lified
by suib)section (e) applicable to thel)eboa(rs of directors of tl1(' depositor
of an, ikiiorpora ted management company; ma kes the provisions of
siub)Soctioris (b) and (c) ts mod(lifie(d l)y (() apl)lica)ble to tle board of
dirvetors of the depositorr and of every investment adviser of sulh
company; and makes the provisions of subsection (f) applicable to
lic(pljisitions of securities whlell the (depositor or investment a(lviser,
0or persons affiliated with them, is the underwvriter of suell securities.

Section 11. Ofe rs of exch/tangne
Subl)section (a) provi(les that exclhane offers of opon-eni(l comll-

paiies Illa(ld onl tany othe'l 1)asis than11 respectiveC fisse(t valtues of the
seciiiitides involved mnu.st be submitted for the al)proval of the Coln-
11I iSSi ()I.1

SSubsection (b) exempts fromn the provision of sul)section (a) thloso
(xclimnge offers wvlichl are mlad(le in connection with reorganizations.

StIb)Svctioll (c) Slub)jects the exchange offers of tle securities of
open-end companies for the securities of unlit-invest mernt trusts or
fll(uce-amllloullt-ceritificat(e collnl)allies, and tle exchange offers of secu-
riti(s of unit-iunvestment trusts or face-amoun t-certificate comflnlfies
for tlies'ecurities of any other' investment company, to the restrictions
set forth in subsection (a), irresl)eCtive of the basis of exelhamufe.

Section 12. Fwunctiorns and activities of investment coitnpaiiies8
Sub)section (a.) makes it unlawful for investment companies to

trade on1 margin, participate in joint-tra(limg accounts, or effect short
siles in l)ortfolio securities in contravention of rules ind regulations
wlhichi mllay be prescribecd.

Sub)section (b) provides that an open-end company cannot be its
owiu distributor except in accordance witlh the Commission's rules and
regi l a1 tiolls.

Subsection (c) perImits at diversified company to engage in) unde(lr-
writings provided these commitments (lo not exceed( 25 percent of its
total assets.

Pt ragra ph (1) of sul)section (d) provides thlat tall intvestlmlelnt con-
panmy or group of controlled companies may not ptirclia se securitiesO.
issued by another, inv~estmient company if as a result of sucll acquisitioll
sulch group will live more thtnl 3 p1ereelt of thle outstanding voting
securities of suchl otier investment compa ny, or 5 percent of a special-
ized investment comIIpaniy. I investment colipallines, however, mally
increase their lholdinigs in other investmnelit companies of wh-icil they
already lhold 25 percent of the votitng stock, since suchi lholdillns
constitute presunip tive control.

Paratgraplh (2) of subsection (d) limits the acquisition by investment
companies' of aln insurance company's stock to 10 percent of suC)
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company's outstanding stock. However, investment companies may
increase their holdings in insurance companies of which they already
hold 25 percent of the voting stock.

Paragraph (3) of. this subsection prohibits investment companies
from acquiring securities of persons engaged in the brokerage business
or in the business of underwriting and dealing in securities unless the
investment company will, after such acquisition, own all outstanding
securities of such person and the principal business of such company
is that of underwriting securities.

Subsection (e) permits investment companies, either alone or jointly
with other investment companies, to purchase stock of a company
engaged primarily in the business of underwriting and distributing
securities and to acquire stock of a company formed to engage in the
business of furnishing new capital to industry, financial promotional
enterprises, and similar activities.

Subsection (f) provides that a face-amount-certificate company
can acquire the securities of not more than two other face-amount-
certificate companies only upon certain prescribed conditions.

Subsection (g) permits an investment company to acquire more than
10 percent of the outstanding voting securities of an insurance
company where it is found that such acquisition is in the public interest
because the financial condition of such insurance company will be
provedd as a result of such acquisition or any plan contemplated
as a result thereof. This subsection also permits investment com-
panies to participate in the organization of new insurance companies
and to purchase the stock of newly created insurance companies
from other investment companies. The powers of any insurance
commissioner or similar official or agency of the United States or any
State are in no way to be affected by any of the provisions of this
section.

Section 18. Changes in investment policy
Subsection (a) provides that no shift in an investment company's

fundamental policies as stated in its registration statement may
be made without the approval of a majority of the company's out-
standing voting securities.

Subsection (b) defines what shall constitute a vote of the majority
of the outstanding shares in the case of a common-law trust.

Section 14. Size of investment companies
Subsection (a) provides that no investment company organized

after the effective (late of this bill may make a. public offering of its
securities unless it has or is assured of having at least $100,000 through
private subscriptions.

Subsection (b) authorizes the Commission to study and report
from time to time the effect of size of investment companies, both on
the national economy and on the trusts themselves.

Section 15. Investment advisory and underwriting contracts

Subsection (a) provides that after 1 year from the effective date
of this title all investment advisory or management contracts must
be in writing, must prescribe in detail the compensation to be paid,
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and must be nonassignable and terminable upon 60 days' notice.
Such contracts have to. be approved by a majority of the voting stock,
may be for an initial period of 2 years, and renewable annually there-
after by the board of directors or stockholders.

Subsection (b) makes the provisions of subsection (a) except stock-
holders' approval applicable to contracts for the distribution of
open-end company securities.

Subsection (c) provides that investment advisory or management
contracts and underwriting contracts for the distribution of the
securities of open-end investment companies can be entered into or
renewed only upon the approval of a majority of the directors inde-
pendent of those persons who may either be parties to the contract
or persons who may be affiliated with such parties.

Subsection (d) provides that contracts in existence as at Mlarch 15,
1940, are permitted to continue for a period not exceeding 5 years,
unless such contracts have been renewed in accordance with the
provision of subsection (a) or (b) prior to March 15, 1945.

Subsection (e) defines what shall constitute the vote of a majority
of the outstanding voting securities in the case of a common-law trust.

Subsection (f) provides that none of the restrictions set forth in the
foregoing subsections of this section are to apply to the members of
an advisory board.

Section 16. Changes in board of directors; provisions relative to strict
trusts

Subsection (a) provides that in the future no person shall serve as a
director of an investment company unless elected by the holders of its
outstanding voting securities, except that, in effect, vacancies not
exceeding one-third of the board occurring between meetings of
stockholders may be filled in any otherwise legal manner.

Subsection (b) provides a procedure for the removal of trustees of
existing strict trusts by certificate holders where no provision is made
for their election.

Section 17. Transactions of certain affiliated persons and underwriters
Subsection (a) of this section makes it unlawful for persons who are

officers, directors, promoters, investment advisers, etc., or persons
affiliated with such persons acting as principal, knowingly to sell to or
purchase from their investment company any securities or property
or borrow from such investment company.

Subsection (b) provides that the Commission may grant exemptions
from subsection (a) if the transaction is fair and is consistent with the
investment policies of the company and with the purposes of this bill.

Subsection (c) provides that notwithstanding subsectiorr (a) a per-
son may sell to or purchase from any investment company merchan-
dise, or may enter into a lessor-lessee relationship with an investment
company.

Subsection (d) prohibits joint participation and transactions be-
tween investment companies and their officers, directors, investment
advisers, principal underwriters, etc., in contravention of rules and
regulations of the Commission promulgated for the purpose of limiting
or preventing participation by the investment company on a basis dif-

17
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rerent from or less a(dlant-ageous than that of such other participantA.
Subsections (Q) bl'OVilestt. brokerage connissions fro"m investment,

collipanies obtaiined bFy ofliliated persits are to be limited to standards
rates with provision for special exemptifions,

Sui seetion (f) provi(les that the portfolio securities of investment
(oImnitnie^s miutst, e. J)lc(l in the custo(lyeither of banks or with cer-
tain types of stock-exchange rints or withthe investment company
sul)je(t to siiper'visiofi by the Co1111i1ission as to methods of safe-
keeping, etc.

Subsection (h) provides that directorss and officers, and subsection
(i) provi(les that principal underwriters and investment advisers of
registered iniivestmewnt Colmptunies aire not to be permitte(d to exculpate
themnselves from lial)ility for willfultmisfeasance, bad faith, gross
negligence, or reckless disr'egtrrd of their duties.

See ion 18. ( apithl structuree

Stibsvet ion (a) makes it unimswftil for closed-end companies to issile
S('ecurities representing indebtedness or0 e)IefrrIed stocks unless such('Ii
se('CInitles hitive atn1 ttmset Coverftg(' of at. least :30() percent an(d 20() per-
ccit, resp)c('tively. D)ivid(eJn(ds Jmlay 11ot 1)e J)aidl oh the conimoI stock
1111ess the gv('(llmities represellting indlebl)te(lness have aIll asset, cov'eragze
of 300) pertent ,nd the preferred stock tntl asset, coverage of 20() pereen t.
D)ividen(s ('tmllot be p)tlid1 oil tho prefenl-Ml stock unless sucl] in(lebted-
ness has an tisset. eo'ragr}e of 200 percent. Unless theso covertiges are
1111ilitnttiiield rep)ulhilsaes of se(eIIities j tinior to senior secutrities a l(
forbi(iden. votingg rights are also provided for preferred stocks anlzd
in eertaitin contingrencies for senior securities representing indehte(411ineSs
othelt tititt loans.

Temipiorary l)orrowings iup) to 5 percentt are exempt. fromti the fore-
gn)inig proviSlOntS.

Siil)se('et un (b) provides for the time at which tisset coverages Is11.it
be etItieltllte(l for the purposes of the preceding sect~ion.

Silb)se('tfion (c) provides that invetn'Oent, copiJ)anies may not, issue
morv' thttn three classes of secturities --one class of sectirity repJ)1'svnt-
ing ilndebte(liess (including laillts not, publicly distribilte('), one Class
of preterrei stock, ndi one (lass of common stock.

Suihsection (d) provides thlt, hereafter investment, companies may8t'
not, issul1 warrntsntS to purchase their seeuiritiegs except. warrants or
rights offered to their security holders wwhich expire in) 120 dlays. In
tlhe case of a reorganization, however, warrantsmat,y be issiu(ed for
eNisting warraitis.

Subsection (e) exempts from other provisions of the section senior
seeurities issued by investm t-co toliesto refund( senior securities
Olnld senior securities issued in connect ion withI reorga nizattion pro-
videdl, speaking generally, tlt. ats ii result of the reorganizat ion the
ratio of senior seemtities to vanous stocks is not increatme(l over suleh
ratio as it existed prior to the reorgaunimation.

Subsectioln (f) prohihlits open-end (cOmntisi('s from issuing s('nior
securities ;exept that such cipfl()1 lii;('Sate permitted to borrow from
banks promid(id that an asset coverage of 300 percent is inmaintaitned
at. aill times for suclh borrowings.

Subsections (g) and (h) define "senior securities" and "asset cover-
age," respectively.
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Subsection (i) provides that hereafter every share of stock issued by
a registered management investment company (except a common-law
trust of the (hrInacter (leCsribe(l in see. 16) shall he a voting stock and
have equal voting rights with every other outstanding stock, The
right to elet,. 'A mnajorit.y of the directors must he accordled to preferred-
stoek liol(]t'. in tie ev(et of (letault, in 2 yeas' (lividends on their st(ck.

Subsection (j) provides that in the ftuhre face-amouint certificate
companiesis cannot issue senior Capital securities or, if such company
liiis such securities outstanding, to make any distribution or pay any
(dividendl in contravention of rules and regulations of the Commission
Jreseribe(l to insure the financial integrity of the company and to
)rev(ent the impairment of the company's ability to meet its o1)liga-
tihon on its face-amount certificates. If a face-amount certificate
('ofliJ)Iy (lo". riot maintain the mininuim certificate reserves on all its
fave-111nountt certificates issued prior to the effective (late of the bill,
thwn the coniptaiy cannot make any distribution or pay any (livid(e'1d(
on tiny selunior elaital security which exceeds a prescribed ercentage
of it.s earnings or which the (Commission deterinines might, impir ti('
financial integrity of the company or its ability to meet its liahilities
(it its otitstorlidinr face-amount eertificates. Finally. fave-nmon, n t.
(crfifinfte (conipamdes may issue their securities only for casi or seci-
Iiti(' inc('lulding their own outstanding securities.

Section 19. D)ivillends

Th'llis qvetion provides, it) rspec('t of (lividenVidS on existing securities
iSSII(l'( by ijivvstinriet Compllni('s as well a securities iSSuIedI by suich
(ompli1prlivs in) the future, fint. tihe investment coniparles mu111st, disclose
by w~rittvn tllstatenlient neacompanying sli(I (lfividd t(ld t(le source of stich
piymen~htwh'n niadle other tlau fioni current, or accumulated ret
iIii(OMP HS (defined.

8&''fifl £0. PrOr1$R: rofinq trusfR; clro7ular (ninferRhip
Sutibsvetion (a) provides that. solicitation) of proxies, corsents, and

tiilimaiztiois relating to securities of investment companies Yegis-
tfre(l mider this bill are to he subject, to the regulations. to, which
sol ictt ions relating to securities listed(l on nat iona l securities exchanges
are already stubjct by reason of the Commissionj's regultmtioris adopted
mlid(r section 14 (u) of the Securities Exchange Act of 1934. To
assure tilniformity of interpretttion ad(1 administration i as between
that act t111(1 the present bill, smetion 2() (n) of the bill lias been so
(Ira-fted its to follow verb)atimn section 14 (a) of thle Securities lExclhiaige
Act, wit.I0o0ly .slight' tnolifivatioris of lwwivwv as are nevessatrv beca lse
of t(e special classes of conpallies to iwich section 20 (it) (of this bill

Stibsection (b) p)rovid1es tiat. horeafter no public offering by the
tise' of the imatils or me1ns or itistriuintentalitios of interstate cotnineree
shial be m11ade of voting-triist ertific(ttes of itivestimlent' cornfpanlies.
1However, existing voting triusts for inve-stnirenat wJnplLies fellay
colntinuile lintil their exl)iration.

Suibs-ection (c) provides tinit ro) investment company shall purchase
tany voting security if to the knowledge of suIch company cross or
circular owneralhip of securities exists or will exist between the invest-
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mertlt company frnd the company whose securities it ptirhfass.
( 'ross owntership is defined to exitst between two companies when
P'chll (cotljlh!1V owits more thlntt 3 percepti of the voting seemitie's of
the oit her coptuillyt. ( 'ircildnt owtu.lershi) is dlefitled to exist among
companies in(ltided illna erjp of three or myore (oTnpnaies if two or
more of smch companies ow :3 percent. ololrrre of thle Voting seeiiriftes
of eatwh other.

Sinhsectlio (d) provides tlnt eross or cilfliar ownership t)be(:Weel
infvestil(lunt or othIer! ('01illpfillieS tlOW inl ('vidfetftl('' llSt be elimiilnte'd
withlit) ,r)5 vn-f0 If ('1of50, (virethlair OWilersIip) * OffIPS into effect
betwiveeli tll itnvS iltif-Ilt (ompjtv 1111d other (CoMPOanie. after ftlhle
effective(fillh (Of this 1)1ill l1)10 thie p)lltfthilef. by nI tegiist'ert invest-
mnent ('Otll)0 tiShell('Otlp)tl) 1l' 15requloilred to efitrnint e stm'I ero' ,s or
eircuhltir %vO\'ilip witlill I vv(a' tlifter know ledfge of its existetico

Scrtion V1. !Anowl

T'1'is Secf ion makes it 11iunlow'fuil for inivesllitvent companlivs to IpT(1
1ll(m'V, m11')propert' to ti11' petsO)( l if (1) Stich motill is 11tft II0oriZ('(l )by
the it1vest uilntp~loti(iess 'of the c(otill)"ply asl Ivecitefd inl its revgi-st ationl
stat elvetit 011(l reportsfils d w itlI the (1outmlissioti, Of (2) the lionl is
nind(e to A person which controls for is underco#illo (o1fitrol With the
liivesttllt'lt c011Jlly.IlVXIceptill iS tiinild for t he( rillewal of loatls
otitsltildig prior to NI11arhi 15, 1940, ond for Ilontits by i rListr(le
'o01lllpuy to 1 persoll ofwlillg ttill of its -tililsdiftL sv(liitif'S.

Sectihorl U. Jistributhon, reflemptin, and re'pirchase 1)J redemable
-RlIcrities

Sulibqet ionis (n) anild (b) empower fall nssocintion of.rP( ll1'it ils (dll Irfs
re1istver'' ider section 15A of til' M('S'ecritiis Kx(Iatlge Act of 1934,
S ev to tit(, provisions of lint section, to moll)ke riI h's to protect
invvSllo)sj so far a1s is reasona)bly. prtleti(able against iuny (dillitionl of
t heir eq(plity elite 1t 0lt'etods of pticing0, edistriblion.fill 1-vdepllip-
tion of redeeiinti Ile 5w'('1riti'S issuit'd by in vestmellenot.OlilJ)UlllifS taIil to
prevent grossI (vz('PSsi Ve Stales lominds u j)oni such securit ius.

il1)secltiion (e) elilv)I (rs, tile (C'ollmissiowon, after 1 year, to ilmke
miles and reglaltions to detil witl thle silbects llevitioned in sit hs-
tions (11) midiu (b). Ill ot-ler wOrds, the ii(hlstry is gi etn a vyeui t~o
solv'e t heseS problems for itself.
S-ilsetilon (d) prollibits iniestmeluit companies from selling their
redeemAble seemllltiestiolaiiy person other t ift a, dealer or p)ritiiall
1i1dorwliter tit a p)live Iess tillal dlat at which thle sevilrity is sold to
thle publ)lie'.

Subrseetion (e) prohibits tle suspengsio of redemption of redeemable
securities issued by inlvestlnient, companies for a period imoe than 7
diats except (dining certain spec'ifiedl mll!geoncy periods or other periods
fixed bh the commissionn.

SlI l -et-ion (f) provides that the negotiability or tranisfera hility of
redeenmnable seculities of opell-end comipallies mitay not be restriet~eil inl
C(TonIrVelltiOt Of -111s Mnd regulations which the ConnillissiOml iliy
preseii bv.
Subection (g) provides that. open-end investment eompanile Inay

issue their secmitties only for camh or smurlities. However, such
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securities may be issued as stock dividends or for property purmiant
to a plan of reorganization of such company.

Section RS. Distribriti'rn and repur/iosvle qi seruritiev: Clovd-end-
- orznopanie

Suhse('tion (a) provides that no elksed-end investment c(impan
mrnvy issue its securitiese'x(Cept for cash or seutirities. flowever, such
f"(1JIpftfn may issue se(tirities as stock dividends or for property in
,ormnection Witth a plRn of reorganization of such' company.
Sutbseetion (b) provides that close(I-end companies may not issue

their commorrino stock below asset valuie except in coonneetion with an
offering to their oIwYI security holders, conversion of a convertible
securit-y, exercise of atny warrant outstanding at. the date (if enactment
(if thle bill, or with tile conrseit of a majority of their comnmon-stock
holders.

Subl~sectirl (c) provides that, no closed-end company may repurchase
aFny of its o(utstardlitlg securities except on a securities exchange or
opent rnarket! titjori prescribed notice to its StOckbold(erm or pursuant, to
teniders or uot('. otherr (cir('Imrlstarces to be prescribed to insure fair
t re~tlneri t to Rll security holders.

StWclio. 2,1. lepqistrItion (if si(curiieqm?w/er SPeruritifr Adt of I9i3J

Inr order to eliminate duplicftition in the material filed tinder the
(Securities Act atnd this hill, stiibsectiori (a) of Ithis section provi(les that

in vest mnenit companies rimaty register tinder the Seetirities Act, of 1933
by filing COPies of t ir re£istration statenemits litilder this title and
sIcW (it(ltfr in formtaitilnts tie ( ommriissionr may prescribe.

StIO)set ioll (h) -provides that sales literfattire intended for distribiu-
ti)?l to profispect iv e pilirlchsers of the 5s(evlrities of opwin-enrd companies,
tulit ivest illeret trtlsts, arld fa(e-anotiunt certificate companies rnist,
be filed withi the (Comlmissizioni within 1() (lavs after the (listributioni of
sucIhl literateilire 1y the Ilse of the mails or mnea s or instrumentalities
(if interstate' conimierce.

Slitsecti(ll (c ) e01 niwers tile (Comtmtissioni to prescribe the fonr in
whichJ iuiforiuratil s1t be presentedl or smuimruarizedl in the prospec-
I 1isos ulsed b.y ftace-aImouInlt cerltificate comn parties ftn(l periodic payment
0e11 its.
Stibqsct ioll (dI) provi(les tlhat. tle PrOvisions of section 3 (a) (f) of

thlfe Sectirities Act shall be intipplit)file to seirities isstiedl by invest-
merit enitpanIi ips. the lpro isiofois (of section 3 (a) ( I) of the sarne
ficf ta're 1mulde, inuIJpplic old to swecurities (of registeredl inivestrrient,
(')llip)1i 11 ie'S.

Sictio? 26. I'Iaii (Pf reoryain izatitw

Subsection (n) re(lires thiat infortruation relating to 4lans (if re-
o1rganmizatill of inve'4st11wielt conlipaIimifs be filed widti thwe ('orrurli-ssion.

tibseetion (b) provides thiat, the (Colntritission, tit the reqitwst of 2.5
w)f'reltt, of allny class (ofOtle security ldwe'rs to b)e afrceted by such
reor'gitnilztiiio, or a1t thlle rei'^est of f coilprilpy whellchisa party tU
91t1l1 it phtil, ay!eI'tlderflol Itlvisoiry report as to the fairness of the
p4lal. hII4 'ompilIi is o(tiired(l to twi(1 a (x)py of any such report
to itsf4'irity holders.
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with tSpetw('t to 111iniffiutir tllpit r l,,n ti(11 (f fneo-nmflmtirt-('crtifiente
*1tti Pn fti IS.
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i hlle ft filtre -;II t11t4'(eert lieint ' 1riot fit al1 ti rnq inmirtfilift reServe .,
wqlicil, elIVfrilItIvol fit IIri n I' rt(t to eee I 8' rwrIt.3'orn potiridr'
IutinItll vIlw p m idlt illo fif filotit slilit ife ri tofr(i m 't Ft n Fil litfl(' Iill

t lwe li~lhilitiv'', Il o',liviyli ot-A of thOf compnimv to all ift e' rtifiente

silwlt' tl ionr (1,) prot vdtiled I1,,,h oipitf t 9'ie4s ititSt 1mvpe *f14h or tlinmlifif
iIlv(e-f! Piif1. (itte'('MI flfn'tf whiX'elt tv, (tilatif'(l wilderf hi (C'oilr for thAe
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Subsection (b) provides that the trustee in bankruptcy of a face-
amotint-certifietite company shall be appointe(l by the coirt instead
of being electedl by certificate holders and other rerditors scattere(l
throuighouit the Nation. The Securities and Exchange (Commission
is entitlebl to be, heard hi lth( court before the appointments is mad*'.

Section 30. Peri dic a(fl (Ither reports; reports of affiliated persons

Subsetl ion (a) requires investment companies to tile witth tle
Commission anlItIII0 relports, inclui(ing finanlciail statelylv'nts, similar
to thie annum l r(eprts 11oW tiled with the' (.CommissiOin uIer the
Securities Exchange Act.. of 1934 by conpipnies having securl1ities
listed (oi tiitional sec'Urliies exchanges.

Sulbsection (I) authorize's the ('onunission to requlire less comipre.
hensive reports onl *1saivnitimual or (qarterly basis. It also provideE
tlmit ifivestmelitll ('onplepIlies tiiilst, file withll Ale (C!o11un1ission copies of
reports senit to their security holders.

Sulbsectioul (c) proies tLjt cop~ies of reports filv(l lhreuinulder may
be tiled i substitutio.in for reports which thme conitpusny would other-
wise be requireId to file )Ilrsualrt to tihe Secuirities Excalnge Act of
I 934.
Subsection (d) aithorizes the Coiuimission to re(q iire iivestmenfIt.

companies to tranismit seimiiuimually to their stockho1(1lers reports
CO(t1tiainiug i'ertainl specified financial 'han(d other informution. The
reports t) stockholder iumay not be niisleading in alny iriateridl respect
in the light of the reports tilled with thme (C'IoIu1lRissionl.

UJlder suibsection (e), immitial reports to the (Cfomm1nission and to
stoc'khlol(ders nmay berbe (ipred to be certifie(l by iln(lepeli(leInt Im ilic
accountants, whose certificate imimst ue bmsed onl it remisornlly coI[)-
pr('llensive hi1(lit.
Under sulhsect ion (f), ttl(e provisions of section 16 of tile Securities

Exchange Act of 1934 reltiting to transactions of officers, directors,
and controlling per-sotns, whli(h now apply to eq(uIity seciurities of in-
vestment cnmulmnie's whose securities are llste(d onl a national s(elIltiis,
exch'uIge, are nitol(e al)plipiible to till securities of all registered close(d-
end coptinmj ies.

Se tio) 31. Accounts alnid record*

Subsection (at) authorizes thu. (C'omumlnission to re(uire( in1vest-ment
COfllnlhelIOi'M 110d certl iillii of thlir imtijority-ownied subsi(ihiries to preserve
accounts,io'o'oMols, and oliments hipIoli which their filnlancil state-
ments filed with tihe' Commission tire pred(licit('l. Investment
advisers, (leposi tors, iindl principal milderwriters of certinin investment
companies myIvlikew ise be req uire(l to preserve r'cor(lM showing their
rnllisactioln witlh the investment companies within which they are

liSsoeilito((I.
Under subsection (b)), the accounts, records, 811(1 documents kept

pursuant, to subsection (a) ure subject tit till times to examination by
t llh Commission or its representitfi vS.

SIuIls('ction (e) tauithorizes the Commission to provide for a reaison-
able (legree of uniformity in the accounting policies an(i principles
to be followed( by investment companies in maintaining their nacounits
and recordls and preparing the'financial itatenienb required iu their
reports to the Commission aind stockholders.
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,Suibsection (d) authorizes the Commission in special cases to grant
exemptions fronm its accounting rules un(ler subsection (c).

Section 34. Accountants and aloiddrs

- iTnder sub-setion (a), the selection of independent, public account-
ants of investment companies, subject to certain exceptions, must be
suibmiitted( for ratification or rejection to stockhol(lers who, in addition,
at ainy times by a majority vote may terminate their employment.
The atilitor's 'certificate must hbe addressed to security holders as
well ats the directors.

Subsection (b) requires that the controller or other principal ac-
¢:omtiting Officer of an investment company be chosen either by the
lblor(l of directors of the company or by its sectiritY holders, nd not
.tnwrely b)e appointed by its executive officers.ho s

UInder' subsection (c), the C(lommissioni is emi)ow('redl to require
accomiti-ants t1in aulditors to keep reports 110(1 work sheets and other
docunmen t s relating to investment eonipaniles.

Section 33. Settleinen of ciril (actions

bStibs(.fion (a) requires thlat the (loculments specified in subsection
(b) be transnuitted to the C(onmnission if an action or claim for an
alletgedl breach of official diutyv on1 the part of aIn officer, directorr, in-
vestOnien t, adviser, trustee, or (dlepsitor of min investment t Coml))any has
bween ( ofnpolllise(l with court approval, or if a ver(lict has been ren-
dfl(red(I (er Ii al1 juldgmlent entere(1 thereon.

Sullbsetion (b) enueierates the plead(ings, written record, and(1 other
paulwprs relating to thie proceedi1)gs which are to be filed. The Comn-
niissioni is aitithorized to 11se anD inforniation (derive(l from suich (ocu-
in1ents, (except the neinnes of the persons concerned, in connection with
ainy report or study which it irmay miake of lawsuits.

Sccotwn. 34. D~estruct ion mnd falsifivation (of report8 and records

ui bsectioni (it) p)rohibits tihe willful destruction, mnutilat~ion, or
alteration of accounts 11nd1 papers req(uire(l to be p)reserved pursuant
o section 31 (a) or 32 (c).
S slIsection (b) contaills the usual provisions prohihitillg inisrepre-

sentltifions 111d half-truths in registration statements, a )plieations,
reports, ticcounits, d111(1 other (locurmeits provi(led for in thie bill. It
also ilmiposes a similar reponsi bility iiponi accouzotan ts 11(1 all(litors
illzsofan 15s tiuiein i alSt6ltents amd reports signed or certified by them
ar[' coicerniied.

ASectionf l-6*5 (lWiw fful miisrepresecitrition s andl arnes

Slubsections (a1) and(1 (b)) contaitin the uitnl provisions prohibiting the
inisrepreseiittition of the effect of registration with tihe? Commission.
Si1bs'ectioln (c) makes it clear that silbsev(tiotis (a) and (b) (lo not

prohibit it statement thiuit it pIerson o0 secuirity is registered, if the
(frect, of such registration is riot muisrepresente(l.
The use of misleading gnaes by registere(l ive('stifl'it comlnptnies

is Specifically prohibited by subsection (d). Tfhis prohibition may
be enforced 'by order of the Commission when the name is adIoptd
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after the effective date of the bill, and by a court at the suit of the
Commission as to names theretofore adopted.

ASeCtion 36 lnjunrtion8 against1grom abuse

This section authorizes the Commission to bring an action in a
proper court of the United States to enjoin certain affiliated persons
and udfierwriters of investment companies from acting in those
capacities, alleging that the (lefenclant or defendants hnve been guilty
of gross misconduct or gross abuse of trust in respect of the investment
comnpatly with which he or they are associated. If'the allegations are
established by evidence before the court, the court is required to
enjoin the d fen(Idant or defettants for sutch period of time as appears
appropriate to the court. A 6-year statute of limitations is provided.
As in the case of noncriminal proceedings which the Commission is
authorized to bring pursuant to other sections of the bill, actions under
this section afre to be brought in the Commission's own name and by
its own attorneys.

Section 37. Larceny and embezzlement

Larceny and embezzlement from investment companies registered
under thls title is madle a Federal crime. This provision is in line
with similar provisions relating to national banks, interstate carriers,
axid other institutions sul)ject to comprehensive Fe(l(deral supervision.

PROCEDURAL, ADUMINiS'rHATIVE, ENFORCEMENT, AND FORMAL
PROVISIONS.

The remaining provisions of title 1, with certain minor exceptions
lereillifter noted, closely follow similar provisions in statutes now
admlinistered by the Securities ntird Exchange Commission. All
these j)rovisions, as well as the substantive provisions of the bill,
have been carefully scrutinized by the members of the industry and
their counsel.

Section 38: (Contains the ustial provisions authorizing the Comrinis-
sion to promuligate rules, regulations, and or(lers in order to carry out'
its functions under the bill. Subsection (a) of the corresponding
se('tion of th original -bill has 1)een mo(lified to msake it clear that
this section does not grait the-Commission substantive powers but
Imerely inipleillnts powers, elsewhere conferred.

Section 39: Provides for publication of the rules and regulations
of tle (Conmmnission.

Section 40: Sets forth, in somewliat more retaill thint in the statutes
now dwininist ered1 by thel (oinmnission, the procedures to l)e followed
ill the issuance of old(1rs.

S(etion 41: Prov'i(lNs for lietirinps by the (Conitnissioti.
S(e(ctioin 42: Con titins ipl)prOlillt e provisions for invest igations,

injuinctive l)roceedinigs, criniinu l references, aind ofer en forevmient
pro(eedti r('s.

Section 43: (Contains thle usual provTisions for review by the courts
of orders of tlhe (Comnmission.

Section 44: (Co'ontains the usual )rovisiohs regarding jurisdiction and
venue of offenses and suits. To avoid the necessity of bringing
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certain types of criminal proceedings in the District of Columbia, the
third sentence of the section contains a special provision making it
clear that sucl) procee(lings may be brought in the district wherein
the defendant is an inhabitant or maintains his principal office or
place of business.

Section 45: Provides for confidential treatment of information filed
with the Commission, and for the sale by the Commission of copies
of information which is available to the public.

Sections 46, 47, and 48: Contain the usual provisions relating to
annual reports, Validity of contracts, liability of controlling persons,
and preventing coinpliance.

Section 49: Contains the penalties for willful violations of the bill.
Section 60: Saving clause for existing laws.
Section 51: Separability clause.
Section 52: Short title.
Section 53: EffecLive date.

TITLE II. INVESTMENT ADVISERS

Title II of the hill which deals with investment advisers is based on
a survey of these organizations by the Securities and Exchange
Commission made in connection with its study of investment trusts
and(l investment companies. As in the case of title I, many of the
original provisions of title II were opposed by many investment ad-
visers who appeared at the hearings before the Senate Committee on
Banking an(I Currency. However, at the conclusion of these hearings,
tlhe representatives of the Securities and Exchange Commission and
of those investment advisers who opposed the provisions of the original
title II met andi as a result of their cooperative endeavors the present
title II was lrafte(l. AS now drafted, the title has the approval lnd
elPdorsmnent, of the investment advisers who appeared at the hearings
before the committee. In addition, the title is unqualifiedly en(lorsed
by the Investment Counsel Association of America and by a large
number of investment a(lvisory organizations which did not testify
before the congressional commit tee.

GEN ERAL STATEMENT

Investment a(lvisers are persons who for compensation engage in
tie Ibusiness of advising others, either directly or through publications
o1r writings, as to the value of securities Or as to the a(lvisability of
investing in, purchasing or Selling securities or who for compensation
and(l as part of a regular business, promulgate analyses or reports con-
cerninr securities. The provision or occupation of investment adviser
carne into t)eing after thle World War and since 1929 the number of
inr(ividl1Itlls an(l firms engage(l in this Vo(ation hals incre(ase(l rapidly.
Although it is (lifhiult to (determine with npei.sion the amount of
public funds ad(llinistere(l by investment a(1visers, some idea of the
size of such'.1 funds many be de(Iducedl from the fact that only 51 firms
for wh1li iumfornmtiom wits available to the Securities and Exchange
('Commission, managed, supervised, anrld gave investment advise with
resI)eet to funds aggregafting approximately $4,000,000,000, a sum
roughly equivalent to tile entire assets of all investment trusts and
investment companies now operating.
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The esseatital purpose of title II of the bill is to protect the, public
from the frowls and imiisrepresentations of unscrupulous tipsters and
touts end to safeguard(l the honest investment adviser against the
stigman of the activities of these individuals by making fraudulent
practices by investment advisers uinlawfil. The, title also recognizes
the personalized character of the services of investment advisers nnd
especinl care hns been takett in the3 drafting of the hill to respect this
relationship between itivestmletnt advisers andl their clients.

'1J11v title requIiires itvestment advisers doing business by thle uise, of
tht)e 1n1ils nnd facilities of interstate commepree, to register with thle
Commission, whichl iS cimT)OWere(l to (Ieny or revoke the registration
only of i(d'ididuals (c0oINvicted or enjoined' hy the (otrts for securities
fraud or who haveltnule mislea(lirlg statemrnents in their registration
statements.

ANAlYSIS BY SE(TMONS

Section 201. Finditlg fSectioti 212. flleariigs.
Section 202. DvefiTit u)s. Sect ion 213. Cotirt review of or(ierm.
Serctioin 203. Registration of investmetwt Seetioti 214. Julrisdliction(of offenses and

Advisers. st it.9.
Section 204. Annuaill and(1 ot her reports. SectionI 215. Validity of emit racts.
;Section 205. Inivestiment advisor elon- Section 210. Auimuali rep)ortm of eomlnni.9-

tracts. slo)n.
Section 20(1. Prohibited tfranstelow;s by Section 217. Petnalties.

registered investment advisers. Section 218. Eulmplovyees of the Comiuuuis-
Section 207. MNaterlal mnissfttteinetits. SIMI.
Section 208. Ullnawfil reJpresentatiows. Section 219. Separability of provisionis.
Section 209. Enforcement. of title. Section 220. Short title.
Section 210. Publilitv.
section 211. Rules, regiflations. and
orzhrs.

Seetwim 201. Findings
Ibis section recites the findings of thot Uongress vwithl respect to

investment a(lvisers based ol thle report of th ISectuities and Exchiattge'
C(oniiiiissioli Inadle pursuaifnt to section 30 of the lubliclUtility Holding
Company Act of 1 935 and( facts otherwise as(certalinied.

;SeC i.n 202. I)efinition.s
This section (Icfines t1h general terms use(l in, the title. The term

"investmll'ent fildviSer" iS SO (hefi1le(I 11s Sp)ecifically to exclude, banks,
bank holding company affiliates, lawyer, accountants, e gitleors,
teachers,brokers(insofar as their advice is merely incidental t 1 roker-
age transactions for wh iclh they receive broliCera.ge coImmmissions),
)ulslisehs of bo0a fidiie(newspa peers, news ma11gazines, or finanlc-ial pub-
lications of general and(1 regiula r cirulation, aill persons Whose ad(lvice
is limited to securities issuedl by thle United States aend certaliin instru-
mentalities of the United States. In ad(dition, tile Com issioon is
authorized by rules an(1d regulations or otl-er to, mi1ke certain, further
exceptions accor(ling to )rescribed standIar(s.

87eCrtion 203. Reistratifn. of vn.rfitment advisers
Sulbsection (a.) makes it uilawful for atny investment adviser, unless

lhe falls within one of tile specific exemptions )rovided f(or in Slu)sec-
tion (b), to make use. of the mails or any means or instrumentality
of interstate commerce in connection with his business unless regis-
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tered with the Securities atid Exchange Commission as provided in
subsection (c).

Stibsection (b) exempts from the registration requirement (1) an
investment adviser, all of the clients of whom reside in the State in
which such adviser maintains his place of business and who does not
furnish anlvice ifs to securities traded on national securities exchanges;
(2) an investment adviser whose only clients are investment com-
panies or insurance companies; and(l (3) nt)v investment adviser who
during any year had less than 15 clients ai;d who does not hold him-
self out to tlle public as an investment adviser.

Siubsection (c) provides that investment advisers may register by
filing an application for registration containing certain information
the chmaraeter of which is specified in the bill. The administrative
minechinery for registration is similar to that provided in the Securities
Excihnife Act of 1934 for the registration of over-the-counter brokers
fuldl (fell el-.

Stibsection (d) provi(les that registrattion of an investment adviser
mny ) (lednied(l or revoked by the Commission if the registrant has
within 10 years heein coIIvicted of a crimee or is enjoined by a court in
coninectioni with at security or financial fratuid, or if his application for
r-egistration is mnateriall t mnislea(ling.

tIbSfvetion (e) provideS that the commencement of a proceeding
to (Ifily registrationl shall not operate to postpone the effective (late
of registration unless the, Commission shall find such postponement
nee(vssmry in the public interest and shall so order.
SIbsection (f) provides that a successor of a registered investment

a(dviser shall Ibe (deeie(d to be registere( ift within 30) (days from its
succession to the business it files an application for registration with
the (Commission.
Subsection (g) permits investment advisers to withdraw their regis-

W-trtion on suelh terms and (conditions as the Commission finals neces-
sary in the p)ulic interest and for the protection of investors.

Section 20O4. Annual and other reports

This section provides that the data contained in the application for
registration must he kep)t reasonably current by such annual and spe-
cial reports as the Commission may require for that purpose.

Se't ion 205. InlVe8tin ent adlsory/ contract*

In oJr(der to )rohibit arrangements for contingent (compensation to
investment w( visers based on profit-sharing arrangements with
clients which encourage a(lvisers to take un(lue risks with the funds
of clientts, thiis (sectionl pm'ovi(des thiat contracts between advisers and
clients may not provi(le for colnIensation to tlme investment adviser
based 111)01) capital ginrs or capital alp)reciation. However, compen-
sation based On tile tot-al value of a fund to be itdministere(d is not
)rohlil)ited. Contracts between an investment atlviser anl hlis client

nitiist be nonassignable by the investment advisers without the con-
se'nt of the client, and if the investment a(lviser is a partnership, the
client, must be notified of any change in the mnembershuip of the firm.

U, Repts., 76-3, vol. 4- 97
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Section 206. Prohibited transactions by registered investment advi8ere
This section makes unlawful transactions and practices by invest-

ment advisers which defraud or operate as a fraud or deceit upon
clients or prospective clients. Registered investment advisers are
also forbidden to purchase securities from or sell securities to any
client, either as principal or as broker for another person, without
first advising the client of the transaction and obtaining his consent
thereto.

Section 207. Material misstatements

This section makes it unlawful for any person willfully to make
any untrue statement of material fact or to omit to state any material
fact in any registration statement or report filed with the Commission
pursuant to sections 203 and 204.

Sections. 208-221, inclusive. Unlawful representations, administrative
and enforcement machinery

These sections contain provisions comparable to those in title I.
Section 210, which relates to publicity, recognizes that in many in-
stances the adviser-client relationship is a personalized one and pro-
vides for confidential treatment of information obtnir'ed in the
administration and enforcement of the title, to the ext&;.i. that such
treatment is consistent with efficient enforcement.

CHANGES IN EXISTING LAW

In compliance with paragraph 2a of rule XIII of the Rules of the
House of Representatives, changes in existing law made by the bill
are shown as follows (new matter is printed in italic and existing law
in which no change is proposed is shown in roman):

Section 44 of the act entitled "An act to establish a uniform system
of bankruptcy throughout the United States," approved July 1, 1898,
as amen(led:

SEC. 44. TRUSTEES; CREDITORB' COMMITTEES AND ATTORNEYS.-a. The cred-
itors of a bankrupt, exclusive of the bankrupt s relatives or, where the bank-
rupt is a corporation, exclusive of its stockholders or members, its officers, and
the members of its board of directors or trustees or of other similar controlling
bodies, shall, at the first meeting of creditors after the adjudication, or after a
vacancy has occurred in the office of trustee, or after an estate has been reopened,
appoint a trustee or three trustees of such estate. If the creditors do not appoint
a trustee or if the trustee so appointed fails to qualify as herein provided, the
court shall make the appointment.

If the bankrupt i8 a face-amount-certificate company, as defined in section 4 of the
Investment Company Act of 1940, the court alone shall make the appointment: but
the court shall not make such appointment without first notifying the Securzties and
Exchanrc Conirmission and giving it an opportunity to be leard.

b. Such creditors may, at their first meeting, also appoint a committee of not
less than three creditors, which committee may consult and advise with the trustee
in connection with the administration of the estate, make recommendations to
the trustee in the performance of his duties and submit to the court any question
affecting the administration of the estate.

c. An attorney shall not be disqualified to act as attorney for a receiver or
trustee merely by reason of his representation of a general creditor.

Section 67 of the said act of Jtuly 1, 1898, as amended:
SEC. 67. LIENS AND FRAUDULENT TRANSFERS.-a. (1) Every lien against the

property of a person obtained by attachment, judgment, levy, or other legal
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or equitable process or proceedings within four months before the filing of a
petition in bankruptcy or of an original petition under chapter X, XI, XII,
or XIII of this Act by or against such person shall be deemed null and void
(a) if at the time when such lien was obtained such person mas insolvent or (b)
if such lien was sought and permitted in fraud of the provisions of this Act:
Provided, however, That if such person is not finally adjudged a bankrupt in any
proceeding under this Act and if no arrangement or plan is proposed and confirmed
such lien shall be deemed reinstated with the same effect as if it had not been
nullified and voided.

(2) If any lien deemed null and void under the provisions of paragraph (1) of
this subdivision a has been dissolved by the furnishing of a bond or other obliga-
tion, the surety on which has been indemnified directly or indirectly by the
transfer of or the creation of a lien upon any of the nonexempt property of a
person before the filgin of a petition in bankruptcy or of an original petition
under chapter X, XI, XNI, or XIII of this Act by or against him such indemnifying
transfer or lien shall also be deemed null and void: Provided, however, That if
such person is not finally adjudged a bankrupt in any proceeding under this Act,
and if no arrangement or plan is proposed and confirmed, such transfer or lien shall
be deemed reinstated with the same effect as if it had not been nullified and voided.

(3) The property affected by any lien deemed null and void pnder the pro-
visions of paragraphs (1) and (2) of this subdivision a shall be discharged from
such lien, and such property and any of the indemnifying property transferred to
or for the benefit of a surety shall pass to the trustee or debtor, as the case may be,
except that the court may on due notice order any such lien to be preserved for
the benefit of the estate, and the court may direct such conveyance as may be
proper or adequate to evidence the title thereto of the trustee or debtor, as the
case miay be: Provided, however, That the title of a bona fide purchaser of such
property shall be valid, but if such title is acquired otherwise than at a judicial
sale held to enforce such lien, it shall be valid only to the extent of the present
consideration paid for such property.

(4) The court shall have summary jurisdiction of any proceeding by the
trustee or debtor, as the case may be, to hear and determine the rights of any
parties under this subdivision a. Due notice of any hearing in such proceeding
shall be given to all parties in interest, including the obligee of a releasing bond or
other like obligation. Where an order is entered for the recovery of indemnifying
property in kind or for the avoidance of an indemnifying lien, the court, upon
application'of any party in interest, shall in the same proceeding ascertain the
value of such property or lien, and if such value is less than the amount for which
such property is indemnity or than the amount of such lien, the transferee or
lienholder may elect to retain such property or lien upon payment of its value, as
ascertained by the court, to the trustee or debtor, as the case may be, within such
reasonable times as the court shall fix.

(5) The liability of a surety uider a releasing bond or other like obligation
shall be discharged to the extent of the value of the indemnifying property recov-
ered or the indemnifying lien nullified and voided by the trustee or debtor, or,
where the property is retained pursuant to the provisions of paragraph (4) of
this subdivision a, to the extent of the amount paid to the trustee or debtor.

b. The provisions of section 60 of this Act to the contrary notwithstanding,
statutory liens in favor of employees, contractors, mechanics, landlords, or other
classes of persons, and statutory liens for taxes and debts owing to the United
States or any State or subdivision thereof, created or recognized by the laws of
the United States or of any State, may be valid against the trustee, even though
arising or perfected while the debtor is insolvent and within four months prior
to the filing of the petition in bankruptcy or of the original petition under chapter
X, XI, XII, or XIII of this Act, by or against him. Where by such laws such
liens are required to be perfected and arise but are not perfected before bank-
rupitcy, they may nevertheless be valid, if perfected within the time permitted
by and in accordance with the requirements of such laws, except that if such
laws require the liens to be perfected by the seizure of property, they shall instead
be perfected by filing notice thereof with the court.,

c. Where not enforced by sale before the filing of a petition in bankruptcy
or of ad original petition under chapter X, XI, XII, or XIII of this Act, though
valid under subdivision b of this section, statutory liens, including liens for
taxes or debts owing to the United States or to any State or subdivision thereof,
on personal property not accompanied by possession of such property, and liens
whether statutory or not, of distress for rent shall be postponed in payment to
the debts specified in clauses (1) and (2) of subdivision a of section 64 of this
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Act, Mid, expepIt as agAlnit other liens, such liens for *agen or for rent shall be
rstricted In Om amount *of their linyrtient to the same exttit as provided for
wage and rent spectively in sIuldi ision a of section 64 of this AcV.

d. (l) For the purp4o of, Sitt v.%eclualvel applicable to, thli subdivision d:
(a) "Property" of a debtor shall Include only hIs nonexetinpt property; (h) "debt"
Is any legal liability, whether matured or unmatured, llquildste or tnlinlsdated
absolute fixed, or contingent; Jo) "creditor" ih a person in whoe favor a debt
exist.; (1) a person in "instovent' when the preenwit fair slable value of his prolperty
is less that) thle amlomnt required to pay his dieshti; and to determine whether a
partnership is inolventit, there shall be added to the partnership property the
present fair salable auiie of the separate proplerty of each gqeteral Ipmtrner In
excess of the aniount required to pay his wiparate debts, and also te a16111)wint
realisable on atiy unpaid subIswription to the partnrwrxhip of each limited Ipartnr"rd(l(a) consideration given for the property or obligation of a debtor is "fair'
(1) when, in goo)4d faith, iII exehatl e ant as a fair equivalent therefore property is
transferred or atn atitecedetlt debt FM satisfied, Or (2) who'll slth p wrorLy or obliga-
tion is received in good faith to seizure a pirsent advanceforrantcedient debt ii an
amount not disproportionately small as compared with the value of the prolperty
or obligation obtained.

(2) Every transfer Inaf(I( an(i every obligation incurred by a debtor within one
year prior to the tiling of a Wtition in bankruptcy or of an original petition under
chapter X, Xl, XII, or X11I of this Act by or against hiuluais rauduient (a) as to
creditors exiting at the time of much tratisfer or obligation, if uumade or hincurrod
without fair consideration by a debtor who is or will be thereby renderd insolvetit,
without regard to his *eatul% Intent.; or (b) as to then existing creditors and as to
other permns who become cr(litora (luring tihe continuance of a buisiuiess or trans-
action, if made or incurnre without fair consideration by aS debtor who is engaged
or is about to engage in such business or transactions, for which the property
remaining in his hands im an) mmnreaonably mall capital, without regard o his
actuial intent; or (c) as tW then existing antl future creditors, if made or incurred
without fair consideration by a debtor who Intends to incur or believes that ho will
incur debts beyond his at)ility to pay as they mature' or (d) am to then existing and
future creditors, if made or incurrel with actial intent., m distinguished from
intent presumed in law, to hinder, debby, or defraud either existing or future
creditors.

(3) Every transfer made and every obligation incurred hy a debtor within
four months prior to the filing of a ptition in hankruptcy or of an original petition
under chapter X, Xl, X'II, or XII of this Act by or against him is firatidulent,
as to then existing and future creditors, if made or incurred with intent to uie the
consideration, obtained for the transfer or obligation, to effect a reference to a
third person voidable indler section M0 of this Act. The remedies of the trustee
for the avoidance of such transfer or obligation and of such preference shall be
cumulative: Provided, howrer, That the trustee shall be entitled to only one
satisfaction with respect thereto.

(4) Every transfer of partnership property and every partnership obligation
incurred within one year prior to the filing of i petition itl bankruptcy or of an
original petition tinder chapter XI or Xll of this Act by or against the partner-
ship, when the partnership is inolvent or will be thereby rendered insolvent, is
fraudulent as to partnership creditors existing at the time of stuch transfer or
obligation, without regard to actual intent if made or incurred (a) to a partner,
whether with or without a promise by him to pay partnership debts, or (b) to a
person not a partner without fair consideration to the partnership an distinguished
from consideration to the individual partners.

(5) Foi the purpose of this subdivision d, a transfer shall be deemed to have
been made at the time when it became so far perfected that no bona-fide pur-
chaser from the debt-or and no creditor could thereafter have acquired any ri hts
in the property so transferred superior to the rights of the transferee therein, Cut,
if such transfer is not so perfected prior to the filing of the petition in bankruptcy
or of the original petition under chapter Xi or X1I of this Act, it shall be deemed
to have been mnde immediately before the filing of such petition.

(6) A transfer made or an (obligation incurred by a debtor adjudged a bankrupt
under this Act, which is fraudulent under this subdivision d against creditors of
such debtor having claims provable under this Act, shall be null and void against
the trustee, except as to a bora-fide purchaser, lienor, of obligee for a present fair
equivalent value: Provided, whoever, That such purchaser, lienor, or obligee, who
without actual fraudulent intent hs given a consideration less than fair, as de-
fined in this subdivision d, for such transfer, lien, or obligation, may retain the
property, lien, or obligation am security fow repayment.
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(7) Nothing contaIned In this md"ivIson d shall be constred to validate a
tromiler whicti 1I voidable unditr section 60 of this Act.

41, For the purpose of any recovery or rvoidance under this section where
plennry proceedirnis are necessary, any State court which would have had Jurisdie-
Con it bankruptcy had not Intervened and any court of banknrptcy shall have
ronrcirrent )in illtIon.

J. (I) For the purposes of, and eclusively applicable l., this subdivision f (a)
iptor" shall mean a face amount cetifiate company as deined in ehtio 4 of Of

Investment Company Ad of 194(; (b) "face-amount certificate" sl mean a/a-
amount certificate as defined in section I of the Inustmmet (Cmpany Adc of 940;
(c) "depositary" is a person or tate agency with whom securities or other propery of
a deb(or is deposited or to whom property of a debtor is transferred, in trust or otherwise,
pursuant to the requirements of a State law or an agreement by the debtor providing
for the distribution of such property or its proceeds to creditors or security holeve of
the debtor in the event of the insolvency of the dehlor or under other specified cireum
stances; (d) "deposit creditor" is a creditor who, under th provision. of a ta kw
or agreement providing for a deposit with or transfer to a depositary, h.righs s b
the securities or property 8O deposited or transferred which exceed the rights of a ger l
creditor; and (e) "State agency" is an official or agency of a Stat den td o ad m
depositary or to distribute property, or the proceed. ot property eld a d

(0) Every depsit or transfer o securilies or other property made y or on behalf
of a debtor with or to any depositary for the beneft or protection of or to secure e
holder of any security sold by or on behalf of the dbtor on-or after January 1, 1941,
shall be voidable as agsinst thwe trustee of such debtor if the property of he estateis
innufficient for the Jull payment and discharge of all claims on account of all face-
amount cerlifstia sold boor on behalf of the debtor and such deposit or transfer and
every lien created thereby shql thereupon be avoided by the trustee subject to the pro-
visions of paragraph 3 of this subdii f.

(M) In the event any deposit or transfer decribed in paragraph 2 of this subdivituionf
shall be avoided the trustee shaU segregate the property received by the trustee from Me
d&pisitary and charge the satise with the costs and expenses of maintenance and liquida-
tion and distribute the net procede thereof to the creditors who would have been enile
thereto under the provisions of the law or agreement providingfor the deposit or transfer

tMhe property, and each such creditor shall thereafter be titled to dividends from
the estate only after all creditors of the same rank shall have received the same per-
centafge.

(4) The court shal have summary jurisdiction of any proceedings to hear and
determine the rights of any parties under this subdivision of and to hearanddeter-
mine the sufficiency t trortyof t ate for the full payment and discha
of all claim on account of al ace-amount certificates sold by or on behlf of the
debtor. Due notice of any hearing in such proceedings shall be given to every de-
positary and State agency which is a party in interest.

(6) Where the provisions of subsection (c) of section *8 are not applicable, the
provisions of this section will not apply.
The committee also wishes to point out, for the information of the

House, that certain other provisions of existing law are of significance
in relation to the present bill though not amended thereby, as follows:

Section 24 (c) of the bill relates to section 10 of the Securities Act
of 1933, as amended, which reads as follows:

INTORMATION REQUIRED IN PRSPECTUS

Suc. 10. (a) A prospectus-
(1) when relating to a security other than a security issued by a foreign

government or political subdivision thereof, shall contain the same statements
made in the registration statement, but it need not Include the documents re-
ferred to in paragraphs (28) to (32), inclusive, of Schedule A;

(2) when relating to a security issued by a foreign government or political
subdivision thereof shall contain the same statements made in the registration
Statement, butt it need not include the documents referred to in praraphs (13)
and (14) of Schedule B.

(b Notwithstanding the provisions of subsection (a)-
(1 When a prospectus is used more than thirteen months after the effective

date of the registration statement, the information in the statements contained
therein shall be as of a date not more than twelve months prior to such use, so
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(ar is such information is known to the user of such prospectus or ca be furnished
bysuch user without unreasonable effort or expense.

(2) there may be omitted from any prospectus any of the statements required
under such suction (a) which the Commission may by rule or regulations
designate as not being necessary or appropriate in the public interest or for the
protection of investors.

(3) any prospectus s)all contain such other information as the Commission
may by rule. or regulations require m being necessary or appropriate in the public
interest or for tbe protection of investors.

(4) in the exercise of its powers under parapapbs (2) and (3) of this subseec
tion, the Conmuijeion shall have authority to classify prospectus according to
the nature and cir e of their use, and, by rules and regulations and
subjct to such terms and conditions as it shall specify therein, to prescribe as
to each class the form and contents which it may fAnd appropriate to such use
and colsistent with the public interest and the protection' o investors.

(c) The statements or information required to be included in a prospectus by
or under authority of subsection (a) or (b), when written, shall be placed in a
conspicuous part of the prospectus in type large as that used generally in the
ody of the prospectus.(T) In any Case where a prospectus consists of a raio broadcast, copies thereof

shall be filed with the Coommission under such rules and regulations as it shall
peribe. The Commission may by rules and regulations require the filing with
itdfor and prospetu used In connection with the sale of securities registered
under this title.

Section 24 (d) of the bill relates to paragraphs (8) and (11) of section
3 (a) of the Securities Act of 1933, as amended, which read as follows:

Sec. 3. (a) Except as hereinafter expressly provided, the provisions of thi.
title shall not apply to any of the following dases of securities:

* * * * * * *

(8) Any insurance or endowment policy or annuity contract or optional annuity
contract, isued by a corporation subject to the supervision of the insurance
commissioner, bank commissioner or any agency or officer performing like func-
tiozts, of any State or Territory o the United States or the District of Columbia;

* * * * * * *

(11) Any security whichisa par of an issue sold only to persons resident
within a sngle State or Territory, where the issuer of such security is a person
resident and doing business within, or, if a corporation, incorporated by and doing
busing within, such State or Territory."
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