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of the Commission adequately insures (A) that after the effective date of such
registration statement such company will not issue any security or receive
any proceeds of any subseription for any security until firm agreements have
been made with such company by not more than twenty-five responsible per-
sons to purchase from it securities to be issued by it for an aggregate net
amount which plus the then net worth of the company, if any, will equal at
least $100,000; (B) that said aggregate net amount will be paid in to such
company before any subseriptions for such securities will be accepted from
any persons in excess of twenty-five; (C) that arrangements will be made
whereby any proceeds so paid in, as well as any sales load, will be refunded
to any subscriber on demand without any deduction, in the event that the
net proceeds so received by the company do not result in the company having
a net worth of at least $100,000 within ninety days after such registration
statement becomes effective.
At any time after the occurrence of the event specified in clause (C) of paragraph
(3) of this subsection the Commission may issue a stop order suspending the effec-
tiveness of the registration statement of such securities under the Securities Act
of 1933 and may suspend or revoke the registration of such company under this
title.

(b) The Commission is authorized, at such times as it deems that any sub-
stantial further increase in size of investment companies creates any problem
involving the protection of investors or the public interest, to make a study and
investigation of the effects of size on the investment policy of investment com-
panies and on security markets, on concentration of control of wealth and industry,
and on companies in which investment companies are interested, and from time to
time to report the results of its studies and investigations and its recommendations
to the Congress.

INVESTMENT ADVISORY AND UNDERWRITING CONTRACTS

SEc. 15 (a) After one year from the effective date of this title it shall be unlawful
for any person to serve or act as investment adviser of a registered investment
company, except pursuant to a written contract, which contract, whether with
such registered company or with an investment adviser of such registered com-
pany, unless in effect prior to March 15, 1940, has been approved by the vote of
a majority of the outstanding voting securities of such registered company and—

(1) precisely describes 2ll compensation to be paid thereunder;

(2) shell continue in effect for a period more than two yvears from the date
of its execution, only so long as such continuance is specifically approved at
least annually by the board of directors or by vote of a majority of the
outstanding voting securities of such company;

(3) provides, in substance, that it may be terminated at any time, without
the payment of any penalty, by the board of directors of such registered
company or by vote of a majority of the outstanding voting securities of such
company on hot more than sixty days' written notice to the investment
adviser; and

(4) provides, in substance, for its automatic termination in the event of its
assignment by the investment adviser.

(b) After one year from the effective date of this title, it shall he unlawful
for any prineipal underwriter for a registered open-end company to offer for sale,
sell, or deliver after sale any security of which such company is the issuer, except
pursuant to a written contract with such company, which contract, unless in
effect prior to March 15, 1940—

(1) shall continue in effect for a period more than two years from the
date of its execution, only so long as such continuance is specifically approved
at least annually by the board of directors or by vote of a majority of the
outstanding voting securities of such company; and

(2) provides, in substance, for its automatic termination in the event of
its assignment by such underwriter.

(e) In addition to the requirements of subsections (a) and (b) it shall be un-
lawful for any registered investment company having a board of directors to
enter into, renew, or perform any contract or agreement, written or oral, except
a written agreement which was in effect prior to March 15, 1940, whereby a
person undertakes regularly to serve or act as investment adviser of or principal
underwriter for such company, unless the terms of such contract or agreement
and any renewal thereof have been approved (1) by a majority of the directors
who are not parties to such contract or agreement or affiliated persons of any
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such party, or (2) by the vote of a majority of the outstanding voting securities
of such company.

(d) It shall be unlawful for any person—

(1) to serve or act as investment adviser of a registered investment com-
pany, pursuant to a written contract which was in effect prior to March 15,
1940, after March 15, 1945, or the date of termination provided for in such
contract, whichever is the prior date, or after assignment thereof subsequent
to March 15, 1940, by the person acting as investment adviser thereunder; or
(2) as principal underwriter for a registered open-end investment company
to offer for sale, sell, or deliver after sale any security of which such company
is the issuer, pursuant to a written contract which was in effect prior to
March 15, 1940, after March 15, 1945, or the date of termination provided
for in such contract, whichever is the prior date, or after assignment thereof
subsequent to March 15, 1940, by the person acting as principal underwriter
thereunder:
Provided, however, That the limitation to March 15, 1945, shall not apply in either
case if prior to that date such contract is renewed in such form that it complies
with the requirements of subsection (a) or (b) of this section, as the case may be,
and is approved in the manner required by this section in respect of a contract
of the same character made after March 15, 1940.

(e) In the case of a commoun-law trust of the character deseribed in subsection
(b) of section 16, either written approval by holders of a majority of the out-
standing shares of beneficial interest or the vote of a majority of such outstanding
shares cast in person or by proxy at a meeting called for the purpose shall for the
purposes of this section be deemed the equivalent of the vote of a majority of
the outstanding voting securities, and the provisions of paragraph (40) of section
2 (a) as to a majority shall be applicable to the vote cast at such a meeting.

(f) Nothing conteined in this section shall be decmed to require or contem-
plate any action by an advisory board of eny registered company or by any of
the members of such 2 board.

CHANGES IN BOARD OF DIRECTORSZ. PROVISIONS RELATIVE TO STRICT TRUSTS

Sec. 16. (2) No person shell serve os 2 director of 2 registered investment
company unless elected to that officc by the holders of the outstending voting
securities of such company, at an annual or z special mecting duly ealled for
that purpose; except that vaecancies occurring between such meetings meay be
filled in any otherwise legal menner if immediatzly after filling any such vecancy
at least two-thirds of the directors then holding office shall have been elected to
such office by the holders of the outstending voting securities of the company
at such an annusal or special meeting. In the event that 2t any time less than 2
majority of the dircetcrs of such company holding office 2t that time were so
elected by the holders of the outstanding voting securities, the board of directors
or proper officer of such compeny shall forthwith cause to be held 25 promptly
as possible and in any event within sixty days & meeting of such holders for the
purpose of electing directors to fill any existing vacancies in the board of directors
unless the Commission shall by order extend such period. The foregoing pro-
visions of this subsection sheall not apply to members of an advisory board.

Nothing herein shall, however, preclude 2 registered investment company from
dividing its directors into clesses if its charter, certificate of incorporation, articles
of essociation, by-laws, trust indenture, or other instrument or the law under
which it is organized, so provides and prescribes the tenure of office of the several
classes: Provided, That no class shell be elected for a shorter period than one
year or for a longer period than five years and the term of office of at least one
class shall expire esch vear.

(b) The provisions of subsection (a) of this section shall not apply to a common-
law trust existing on March 15, 1940, under an indenture of trust which does not
provide for the election of trustees by the shareholders. No person shall serve
as trustee of such a trust, which is registered as an investment company, after the
holders of record of not less than two-thirds of the outstanding shares of beneficial
interest in such trust have declared that he be removed from that office either by
declaration in writing filed with the custodian of the securities of the trust or by
votes cast in person or by proxy at a meeting called for the purpose. Solicitation
of such a declaration shall be deemed a solicitation of a proxy within the meaning
of section 20 (a).

The trustees of such a trust shall promptly eall a meeting of shareholders for
the purpose of voting upon the question of removal of any trustee or trustees
when requested in writing so to do by the record holders of not less than 10
per centum of the outstanding shares.
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‘Whenever ten or more shareholders of record who have been such for at least
six months preceding the date of application, and who hold in the aggregate either
shares having a net asset value of at least $25,000 or at least 1 percentum of the
outstanding shares, whichever is less, shall apply to the trustees in writing, stating
that they wish to communicate with other shareholders with a view to obtaining
signatures to a request for a meeting pursuant to this subsection (b) and accom-
panied by a form of communiecation and request which they wish to transnit, the
trustees shall within five business days after receipt of such application either—

(1) afford to such applicants access to a list of the names and addresses of
all shareholders as recorded on the books of the trust; or

(2) inform such applicants as to the approximate number of shareholders
of record, and the approximate cost of mailing to them the proposed com-
munication and form of request.

If the trustees elect to follow the course specified in paragraph (2) of this sub-
section (b) the trustees, upon the written request of such applicants, accompanied
by a tender of the material to be mailed and of the reasonable expenses of mailing,
shall, with reasonable promptness, mail such material to all shareholders of record
at their addresses as recorded on the books, unless within five business days after
such tender the trustees shall mail to such applicants and file with the Commission,
together with a copy of the material to be mailed, a written statement signed by
at least a majority of the trustees to the effect that in their opinion either such
material contains untrue statements of fact or omits to state facts necessary to
make the statements contained therein not misleading, or would be in violation of
applicable law, and specifying the basis of such opinion.

After opportunity for hearing upon the objections specified in the written
statement so filed, the Commission may, and if demanded by the trustees or by
such applicants shall, enter an order either sustaining one or more of such objections
or refusing to sustain any of them. If the Commission shall enter an order refus-
ing to sustain any of such objections, or if, after the entry of an order sustaining
one or more of such objections, the Commission shall find, after notice and oppor-
tunity for hearing, that all objections so sustained have been met, and shall enter
an order so declaring, the trustees shall mail copies of such material to all share-
holders with reasonable promptness after the entry of such order and the renewal
of such tender.

TRANSACTIONS OF CERTAIN AFFILIATED PERSONS AND UNDERWRITERS

Sec. 17. (a) Tt shall be unlawful for any affiliated person or promoter of or
principal underwriter for a registered investment company (other than a company
of the character described in section 12 (d) (3) (A) and (B)), or any affiliated
person of such a person, promoter, or principal underwriter, acting as principal—

(1) knowingly to sell any sccurity or other property to such registered
company or to any company controlled by such registered company, unless
such sale involves solely (A) securities of which the buyer is the issuer,
(B) securities of which the seller is the issucr and which are part of a general
offering to the holders of a class of its securities, or (C) securities deposited
with the trustee of a unit investment trust or periodic payment plan by the
depositor thereof;

(2) knowingly to purchase from such registered company, or from any
company controlled by such registered company, any seeurity or other prop-
crty (except sccurities of which the seller is the issuer); or

(3) to borrow money or other property from such registered company or
from any company controlled by such registered company (unless the bor-
rower is controlled by the lender) cxcept as permitted in section 21 (b).

(b) Notwithstanding subsection (a), any person may file with the Commission
an application for an order exempting a proposed transaction of the applicant
from one or more provisions of that subsection. The Commission shall grant
such application and issue such order of exemption if evidence established that—

(1) the terms of the proposed transaction, including the consideration to
be paid or received, arc reasonable and fair and do not involve overreaching
on the part of any person concerned; .

(2) the proposed transaction is consistent with the policy of each registered
investment company concerned, as rceited in its registration statement and
reports filed under this title; and ; .

(3) the proposed transaction is consistent with the general purposes of this
title.

eivn.
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(¢) Notwithstanding subsection (a), a person may, in the ordinary course of
business, sell to or purchase from any company merchandise or may enter into a
lessor-lessee relationship with any person and furnish the services incident thereto.

(d) It shall be unlawful for any affiliated person of or prineipal underwriter for a
registered investment company (other than a company of the character described
in section 12 (d) (3) (A) and (B), or any afliliated person of such a person or prin-
cipal underwriter, acting as principal to effect any transaction in which such regis-
tered company, or a company controlled by such registered company, is a joint or
a joint and several participant with such person, principal underwriter, or affiliated
person, in contravention of such rules and regulations as the Commission may
prescribe for the purpose of limiting or preventing partieipation by such registered
or controlled company on a basis different from or less advantageous than that of
such other participant. Nothing contained in this subsection shall be deemed to
preclude any affiliated person from acting as manager of any underwriting syndi-
cate or other group in which such registered or controlled company is a par-
ticipant and receiving compensation therefor.

(e) Tt shall be unlawful for any afliliated person of a registered investment
company, or any affiliated person of such person—

(1) acting as agent, to accept from any source any compensation (other
than a regular salary or wages from such registered company) for the purchase
or sale of any property to or for such registered company or any controlled
company thereof, except in the course of such person’s business as an under-
writer or broker; or

(2) acting as broker, in connection with the sale of sceurities to or by such
registered company or any controlled company thereof, to receive from any
source a commission, fee, or other remuneration for effecting such transac-
tion which exceceds (A) the usual and customary broker’s commission if the
sale is effected on a securities exchange, or (B) 2 per centum of the sales
price if the sale is effected in connection with a secondary distribution of
such securities, or (C) 1 per centum of the purchase or sale price of such
securities if the sale is otherwise effected unless the Commission shall, by
rules and regulations or order in the publie intercst and consistent with the
protection of investors, permit a larger commission.

(f) Every registered management company shall place its securities and
similar investments in the custody of (1) a bank having the qualifications pre-
seribed in paragraph (1) of section 26 (a) for the trustees of unit investment
trusts; or (2) a company which is a member of a national securities exchange as
defined in the Securities Exchange Act of 1934, as amended, except that no mem-
ber which trades in securities for its own account may act as custodian or only
under restrictions preseribed by rules and regulations of the Commission: And
provided, That such securities and investments are maintained by such member in
accordance with such rules and regulations as the Commission may preseribe, for
the purpose of providing that such securities and investments be earmarked and
segregated and be not hypothecated for the account of any person other than such
registered company and that periodic or other checks of such securities and invest-
ments be made by either or all of the following: independent public accountants,
employees and agents of the Commission, and such other persons as the Com-
mission may preseribe.

(g) The Commission is authorized to require by rules and regulations or orders
for the protection of investors that any officer and employee of a registered man-
agement investment company who may singly, or jointly with others, have
access to securities or funds of any registered company, cither directly or through
authority to draw upon such funds or to direct generally the disposition of such
securities, be bonded by a reputable fidelity insurance company against larceny
and embezzlement in such reasonable minimum amounts as the Commission may
prescribe.

(h) After one year from the effective date of this title, neither the charter,
certificate of incorporation, articles of association, indenture of trust, nor the
bylaws of any registered investment company, nor any other instrument pursu-
ant to which such a company is organized or administered, shall contain any
provision which protects or purports to protect any director or officer of such
companyv against any liability to the company or to its sccurity holders to which
he would otherwise be subject by reason of willful misfeasance, bad faith, gross
negligence or reckless disregard of the duties involved in the conduet of his office.

In the event that any such instrument does not at the effective date of this
Act comply with the requirements of this subsection (h) and is not amended to
comply therewith prior to the expiration of said one year, such company may
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nevertheless continue to be a registered investment company and shall not be
deemed to violate this subsection if prior to said expiration date each such director
or officer shall have filed with the Commission a waiver in writing of any protective
provision of the instrument to the extent that it does not comply with this sub-
section, and each such person subsequently elected or appointed shall before
assuming office file a similar waiver.

(i) After one year from the effective date of this title no contract or agreement
under which any person undertakes to act as investment adviser of, or principal
underwriter for, a registered investment company shall contain any provision
which protects or purports to proteet such person against any liability to such
company or its security holders to which he would otherwise be subject by reason
of willful misfeasance, bad faith, or gross negligence, in the performance of his
duties, or by reason of his reckless disregard of his obligations and duties under
such contract or agreement. )

In the event that any such contract or agreement does not at the effective date
of this Act comply with the requirements of this subsection (i} and is not amended
to comply therewith prior to the expiration of said one year, this subsection shall
not be deemed to have been violated if prior to said expiration date each such
investment adviser or principal underwriter shall have filed with the Commission
a waiver in writing of any protective provision of the eontract or agreement to the
extent that it does not comply with this subsection.

CAPITAL STRUCTURE

Sec. 18. (a) It shall be unlawful for any registered closed-end company to issue
an%f class of senior security, or to sell any such security of which it is the issuer,
unless—

(1) if such class of senior security represents an indebtedness—

(A) immediately after such issuance or sale, it will have an asset
coverage of at least 300 per centum;

(B) provision is made to prohibit the declaration of any dividend
(except a dividend payable in stock of the issuer), or the declaration of
any other distribution, upon any class of the capital stoek of such invest-
ment company, or the purchase of any such eapital stock, unless, in
every such case, such class of senior securities has at the time of the
declaration of any such dividend or distribution or at the time of any
such purchase an asset coverage of at least 300 per centum after deduct-
ing the amount of such dividend, distribution, or purchase price, as the
ease may be, except that dividends may be declared upon any preferred
stock if such senior security representing indebtedness has an asset
coverage of at least 200 per centum at the time of declaration thereof
after deducting the amount of such dividend; and

(C) provision is made either—

(i) that, if on the last business day of each of twelve consecutive
calendar months such class of senior securities shall have an asset
coverage of less than 100 per centum, the holders of such securities
voting as a class shall be entitled to elect at least a majority of the
members of the board of directors of such registered company, such
voting right to continue until such eclass of senior security shall have
an asset coverage of 110 per centum or more on the last business
day of each of three consecutive calendar months, or

(ii) that, if on the last business day of each of twenty-four con-
secutive calendar months such class of senior securities shall have an
asset coverage of less than 100 per centum, an event of default shall
be deemed to have occurred;

(2) if such class of senior security is a stock—

(A) immediately after such issuance or sale it will have an asset
coverage of at least 200 per centum;

(B) provision is made to prohibit the declaration of any dividend
(except a dividend payable in common stoek of the issuer), or the dec-
laration of any other distribution, upon the common stock of such in-
vestment company, or the purchase of any such common stock, unless
in every such case such class of senior security has at the time of the
declaration of any such dividend or distribution or at the time of any
such purchase an asset coverage of at least 200 per centum after deduct-
ing the amount of such dividend, distribution or purchase price, as the
case may be;
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(C) provision is made to entitle the holders of such senior securities,
voting as a class, to eleet at least two directors at all times, and, subject
to the prior rights, if any, of the holders of any other class of senior
securities outstanding, to elect a majority of the directors if at any time
dividends on such eclass of sccurities shall be unpaid in an amount equal
to two full years’ dividends on such securities, and to continue to be so
represented until all dividends in arrears shall have been paid or other-
wise provided for;

(D) provision 1s made requiring approval by the vote of a majority
of such securities, voting as a class, of any plan of reorganization ad-
versely affecting such securities or of any action requiring a vote of
security holders as in section 13 (a) provided; and

(E) such class of stock shall have complete priority over any other
class as to distribution of assets and payment of dividends, which divi-
dends shall be cumulative.

(b) The asset coverage in respect of a senior security provided for in subsection
{a) may be determined on the basis of values calculated as of a time within forty-
eight hours (not including Sundays or holidays) next preceding the time of such
determination. The time of issue or sale shall, in the case of an offering of such
securities to existing stockholders of the issuer, be deemed to be the first date on
which such offering is made, and in all other cases shall be deemed to be the time
as of which a firm commitment to issue or sell and to take or purchase such
securities shall be made.

(e) Notwithstanding the provisions of subsection (a) it shall be unlawful for
any registered closed-end investment company to issue or sell any senior security
representing indebtedness if immediately thereafter such company will have
outstanding more than one class of senior security representing indebtedness, or
to issue or sell any senior security which is a stock if immediately thereafter such
company will have outstanding more than one class of senior security which is a
stock, except that (1) any such class of indebtedness or stock may be issued in one
or more series: Provided, That no such series shall have a preference or priority
over any other series upon the distribution of the assets of such registered closed-
end company or in respect of the payment of interest or dividends, and (2) promis-
sory notes or other evidences of indebtedness issued in consideration of any loan,
extension, or renewal thereof, made by a bank or other person and privately
arranged, and not intended to be publicly distributed, shall not be deemed to be
a separate class of senior securities representing indebtedness within the meaning
of this subsection (¢).

(d) Tt shall be unlawful for any registered management company to issue any
warrant or right to subseribe to or purchase a security of which such ecompany is
the issuer, except in the form of warrants or rights to subseribe expiring not later
than one hundred and twenty days after their issuance and issued exclusively
and ratably to a class or classes of such company’s security holders; except that
any warrant may be issued in exchange for outstanding warrants in connection
with a plan of reorganization.

(e) The provisions of this section 18 shall not apply to any senior securities
issued or sold by any registered closed-end company—

(1) pursuant to any firm contract to purchase or sell entered into prior to
March 15, 1940;

(2) for the purpose of refunding through payment, purchase, redemption.
retirement, or exchange, any senior security of such registered investment
company except that no senior security representing indebtedness shall be so
issued or sold for the purpose of refunding any senior security which is a
stock; or

(3) pursuant to any plan of reorganization (other than for refunding as
referred to in subsection (e) (2)), provided—

(A) that such senior securities are issued or sold for the purpose of
substituting or exchanging such senior securities for outstanding senior
securities, and if such senior securitics represent indebtedness they are
issued or sold for the purpose of substituting or exchanging such senior
securities for outstanding senior securities representing indebtedness, of
any registered investment company which is a party to such plan of
reorganization; or

(B) that the total amount of such senior securities so issued or sold
pursuant to such plan does not exceed the total amount of senior securi-
ties of all the companies which are parties to such plan, and the total
amount of senior securities representing indebtedness so issued or sold
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pursuant to such plan does not execed the total amount of senior securi-
ties representing indebtedness of all such compaunies, or, alternatively,
the total amount of such senior securities so issued or sold pursuant to
such plan does not have the effect of increasing the ratio of senior
securities representing indcbtedness to the securities representing stock
or the ratio of senior securities representing stock to securities junior
thereto when corpared with such ratios as they existed before such
reorganization.

(f) (1) It shall be unlawful for any registered open-end company to issue any
class of senior security or to sell any senior security of which it is the issuer, except
that any such registered company shall be permitted to borrow from any bank:
Provided, that immediately after any such borrowing there is an asset coverage of
at least 300 per centuin for all borrowings of such registered company: 4nd pro-
vided further, that in the event that such asset coverage shall at any time fall below
300 per centum such registered company shall, within three days thereafter (not
including Sundays and holidays) or such longer period as the Commission may
presciibe by rules and regulations, reduce the amount of its borrowings to an extent
that the asset coverage of such borrowings shall be at least 300 per centum.

(2) “‘Senior security’’ shall not, in the case of a registered open-end company,
include a class or elasses or a number of series of preferred or special stock each of
which is preferred over all other classes or series in respect of assets specifically
allocated to that class or series: Provided, (A) That such company has outstanding
no class or series of stock which 1s not so preferred over all other classes or series;
or (B) that the only other outstanding class of the issuer’s stock consists of a
common stock upon which no dividend (other than a liquidating dividend) is
permitted to be paid and which in the aggregate represents not more than one-
half of 1 per eeutum of the issuer’s outstanding voting securities.

(g) Unless otherwise provided “Senior security” means any bond, debenture,
note, or similar obligation or instrument constituting a security and evidencing
indcbtedness, and any stock of a class having priority over any otner class as to
distribution of assets or payment of dividends; and “senior security representing
indebtedness” means any senior security other than stock.

The term ‘‘senior security,” when used in subparagraphs (B) and (C) of para-
graph (1) of subsection (a), shall not include any promissory note or other evidence
of indebtedness issued in consideration of any loan, extension, or renewal thereof,
made by a bank or other person and privately arranged, and not intended to be
publicly distributed; nor shall such term, when used in this section 18, include any
such promissory note or other evidence of indebtedness in any case where such a
loan is for temporary purposes only and in an amount not exceeding 5 per centum
of the value of the total assets of the issucr at the time when the loan is made. A
loan shall be presumed to be for temporary purposes if it is repaid within sixty days
and is not extended or renewed; otherwise it shall be presumed not to be for
temporary purposes. Any such presumption may be rebutted by evidence.

(h) ““Asset coverage’ of a class of senior security representing an indebtedness
of an issuer means the ratio which the value of the total assets of such issuer, less
all liabilities and indebtedness not represented by senior securities, bears to the
aggregate amount of senior securities representing indebtedness of such issuer.
“Asset coverage'’ of a class of senior security of an issuer which is a stock means
the ratio which the value of the total assets of such issuer, less all liabilities and
indebtedness not represented by senior securities, bears to the aggregate amount of
senior securities representing indebtedness of such issuer plus the aggregate of the
involuntary liquidation preference of such class of senior security which is a
stock. The involuntary liquidation preference of a class of senior security which
is a stock shall be deemed to mean the amount to which such class of senior security
would be entitled on involuntary liquidation of the issuer in preference to a security
junior to it.

(i) Except as provided in subsection (a) of this section, or as otherwise re-
quired by law, every share of stock hercafter issued by a registered management
company (except a common-law trust of the character described in section 16
(b)) shall be a voting stock and have equal voting rights with every other out-
standing voting stock: Provided, That this subsection shall not apply to shares
issued pursuant to the terms of any warrant or subscription right outstanding
on March 15, 1940, or any firm contract entered into before March 15, 1940, to
purchase such securities from such company nor to shares issued in aceordance
with any rules, regulations, or orders which the Commission may make permitting
such issue.

~
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(j) Notwithstanding any provision of this title, it shall be unlawful, after the
date of enactment of this title, for any registered face-amount certificate com-
pany

(1) to issue, except in accordance with such rules, regulations, or orders
as the Commission may prescribe in the public interest or as necessary or
appropriate for the protection of investors, any security other than (A) a
face-amount certificate; (B) a common stock having a par value and being
without preference as to dividends or distributions and having at least equal
voting rights with any outstanding security of such company; or (C) short-
term payment or promissory notes or other indebtedness issued in considera-
tion of any loan, extension, or renewal thereof, made by a bank or other
person and privately arranged and not intended to be publicly offered;

(2) if such company has outstanding any security, other than such face-
amount certificates, common stock, promissory notes, or other cvidence of
indebtedncss, to make any distribution or declare or pay any dividend on
any capital security in contravention of such rules and regulations or orders
as the Commission may prescribe in the public interest or as necessary or
appropriate for the protection of investors or to insure the financial integrity
of such company, to prevent the impairment of the company’s ability to meet
its obligations upon its face-amount certificates; or

(3) to issue any of its securities except for cash or securities including
sceuritivs of which such company is the issuer.

DIVIDENDS

Sec. 19. It shall be unlawful for any registered investment company to pay
any dividend, or to make any distribution in the nature of a dividend payment,
wholly or partly from any source other than—

(1) such company’s accumulated undistributed net income, determined
in accordance with good accounting practice and not including profits or
losses realized upon the sale of securities or other properties; or

(2) such company’s net income so determined for the current or preceding
fiscal year;

unless such payment is accompanied by a written statement which adequately
discloses the source or sources of such payment. The Commission may prescribe
the form of such statement by rules and regulations in the publie interest and for
the protection of investors.

PROXIES; VOTING TRUSTS; CIRCULAR OWNERSHIP

Sec. 20. (a) It shall be unlawful for any person, by use of the mails or any
means or instrumentality of interstate commerce or otherwise, to solicit, or to
permit the use of his name to solicit any proxy or consent or authorization in
respect of any security of which a registered investment company is the issuer in
contravention of such rules and regulations as the Commission may prescribe as
necessary or appropriate in the public interest or for the protection of investors.

(b) It shall be unlawful for any registered investment company or affiliated
person thereof, any issuer of a voting-trust certificate relating to any security of a
registered investment company, or any underwriter of such a certificate, by use
of the mails or any means or instrumentality of interstate commerce, or otherwise,
to offer for sale, sell, or deliver after sale, in connection with a public offering,
any such voting-trust certificate. The prohibitions of this subsection shall not
apply to a class of voting-trust certificates, if any certificate of such class was made
the subject of a public offering by the issuer or by or through an underwriter prior
to March 15, 1940.

(¢) No registered investment company shall purchase any voting security if
to the knowledge of such registered company, cross ownership or circular owner-
ship exists, or after such acquisition will exist, between such registered company
and the issuer of such security. Cross ownership shall be deemed to exist between
two companies when each of such companies beneficially owns more than 3 per
centum of the outstanding voting securities of the other company. Circular
ownership shall be deemed to exist between two companies if such companies are
included within a group of three or more companies, each of which—

(1) beneficially owns more than 3 per centum of the outstanding voting
securities of one or more other companies of the group; and

(2) has more than 3 per centum of its own outstanding voting securities
beneficially owned by another company, or by each of two or more other
companies, of the group.
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_(d) If on the effective date of this title cross-ownership or circular ownership
exists between a registered investment company and any other company or
companies, it shall be the duty of such registered company, within five years
after such effective date, to eliminate such cross-ownership or circular ownership.
If at any time after the effective date of this title ecross-ownership or circular
ownership between a registered investment company and any other company ar
companies comes into existence upon the purchase by a registered investment
company of the securities of another company, it shall be the duty of such regis-
tered company, within one year after it first knows of the existence of such cross-
ownership or eircular ownership, to eliminate the same.

LOANS

SEc. 21. It shall be unlawful for any registered management company to lend
money or property to any person, directly or indirectly, if—
(a) the investment policies of such registered company, as recited in its
relgistration statement and reports filed under this title, do not permit such
a loan; or
(b) such person controls or is under common control with such registered
company; except that the provisions of this paragraph shall not apply to the
extension or renewal of any such loan made prior to March 15, 1940, or to
any loan from a registered company to a company which owns all of the out-
standing securities of such registered company, except directors’ qualifying
shares.

DISTRIBUTION, REDEMPTION, AND REPURCHASE OF REDEEMABLE SECURITIES

Sec. 22. (a) A securities association registered under section 15A of the Secu-
rities Exchange Act of 1934 may prescribe, by rules adopted and in effect in
accordance with said section and subject to all provisions of said section applicable
to the rules of such an association—

(1) a method or methods for computing the minimum price at which a
member thereof may purchase from any investment company any redeem-
able security issued by such company and the maximum price at which
a member may sell to such company any redeemable security issued by it
or which he may receive for such security upon redemption, so that the price
in each case will bear such relation to the current net asset value of such
security computed as of such time as the rules may prescribe; and

(2) a minimum period of time which must elapse after the sale or issue of
such security before any resale to such company by a member or its redemp-
tion upon surrender by a member;

in each case for the purpose of eliminating or reducing so far as reasonably prac-
ticable any dilution of the value of other outstanding securities of such company
or any other result of such purchase, redemption, or sale which ig unfair to holders
of such other outstanding securities; and said rules may prohibit the members of
the association from purchasing, selling, or surrendering for redemption any such
redeemable securities in contravention of said rules.

(b) Such a securities association may also, by rules adopted and in effect in
accordance with said section 15A, and subject to all provisions of said section
applicable to the rules of such an association, prohibit its members from purchas-
ing, in connection with a primary distribution of redeemable securities of which
any registered investment company is the issuer, any such seeurity from the
issuer or from any principal underwriter except at a price equal to the price at
which such security is then offered to the public less a commission, discount, or
spread which is computed in conformity with a method or methods, and within
such limitations as to the relation thereof to said public offering price as such rules
may prescribe, in order that the price at which such security is offered or sold to
the public shall not include an unconscionable or grossly excessive sales load.

(e) After one year from the effective date of this Act, the Commission may make
rules and regulations applicable to principal underwriters of, and dealers in, the
redeemable securities of any registered investment company, whether or not
members of any registered seecurities association, to the same extent, covering
the same subject matter and for the accomplishment of the same ends as are
prescribed in subsections (a) and (b) of this section in respect of the rules which
may be made by a registered securities association governing its members; and
any rules and regulations so made by the Commission, to the extent that they
may be inconsistent with the rules of any such association, shall so long as they
remain in force supersede the rules of the association and be binding upon its




