
members as well as all other underwriters and dealers to xvhom they map be 
applicable. 

(d) hTo regist'ered investment company shall sell any redeemable security 
issued by it to  any person except either to  or through a principal underwriter for 
distribution or a t  a current pl~blic ol'feriug price described in the prospectus, and, 
if such class of security is being currer~tly offered to the public by or t,hrough an 
underlvriter, no principal underwriter of snc i~  secrlritp and no dealer ~11311 sell any 
such security to any person except a dealer, a principal underwriter or the issuer, 
except a t  a current public offering price described in the prospectus: Provided, 
however, That  not,hing in t,l~is subsectioii shall prevent. a sale made (i) pursuant 
to  an offer of exchange permitted by section 11 hereof incliiding any offer made 
pursuant to clause ( I )  or (2) of section 11 (I)); (ii) purs~tant to  an offer made 
solely to all rcgistercd l~olclers of the secnritics, or of a particular class or series 
of securities issued by the conlpany proportionate to their holdings or propor- 
tionat,e to any cash distribution made to them by the coinpnny (suhjcct t.o appro- 
priate qnalificatioiis designed solely to avoid iwua~~ci :  fractionnl securities); of 
or (iii) in accordance with rules and rcgulntioris of the Comn~ission mntle prlrsua~it 
to subsect,ion (b) of sect,ion 12. 

(e) S o  rcgistered investment conipnny shnll st~spend t,he right of redenlption 
or postpone the date of payment or satisf:tction upon rcdeniption of any redeem-
able secnrity in accordance with its terms for more than serm days aftcr the 
tender of such security to the company or its agent designated for that purpose 
for redemption except- 

(1) for any period (.4) d n r i n ~  which the New lTork Stock Exchange is 
closed other than customzry week-cnd and holiday closings or (13) during 
which tradine on the New l'ork Stoch li'xchange is restr ic t~d;  

(2) for an$ period during wllich an e n ~ e r g e ~ c ~  e.xists as a 'result of which 
(A)  disposal by the company of securities onmed hy it is not reasonably 
practicable or (I3) it is not reasonably practicable for such company fairly 
to determine thc value of its net assets; or 

(3) for such other periods as the Commission may by order permit for the 
protection of security holders of the company. 

The Commission shnll by rules and regulations determine the conditions under 
~ ~ h i c h(i) trading shall be deemed to be restricted and (ii) an emergency shall be 
deemed to exist within the meaning of this sut~section. 

(f) No registered open-end company shall restrict the transferability or nego- 
tiability of any security of which i t  is the issuer except in conformity with the 
statements with respect thereto contained in its registration statement nor in 
contravention of such rules and regdations as the Comrnission may prescribe 
in the interest of the holders of all of the outstanding securities of such investment 
company. 

(g) No registered open-end company shall issue any of its securities except for 
cash or for securities, including other ~ecriritics issued by such company. 

DISTRIBUTION AND REPURCHASE O F  SECTRITIES: CLOSED-END COMPANIES  

SEC.23. (a) Xo registered closed-end company shall issue any of its securities 
except for cash or for securit'ies, including other ~ecurit~ies issued by such company. 

(b) No registered closed-end company shall sell any common stock of which 
i t  is the issuer a t  a price below the current net asset value of such stock, exclusive 
of any distributing commission or discount (which price shall be determined on 
the basis of values calculated as of a time within forty-eight hours, exclusing Sun- 
days and holidays, next preceding the time of such determination), except (1) in 
connection mith an offering to  the holders of one or more classes of its capital' 
stock; ( 2 )  with thc consent of a majority of its common stockholders; (3) upon 
conversion of a convertible security in accordance mith its terms; (4) upon the 
exercise of any ~varralit outstanding on t,he date of enactment of this Act or issued 
in accordance mith the provisions of section 18 (d); or ( 5 )  under such other cir- 
culnstances as  the Comrnission may permit by rules and regulations or orders for 
the protection of investors. 

(c) S o  registered closed-end company shall purchase any securities of any class 
of which i t  is the issuer except-- 

(I) on a securities exchange or such other open market as the Commission 
may designate by rules and regulations or ordcrs: Provided, That if snch se- 
curities are stock, such registered company shall, within the preceding six 
months, have informed stockholders of its intention to piirchasc stock of. 
such class by letter or report addressed to stockholders of snch class; or 

(3) pursuant to  tenders, after reasonable opportunity to submit tenders 
given t o  all holders of securities of the class to be purchased; or 
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(3) under such other circumstances as the Commission may permit k,y 
rules and regulations or orders for the protection of investors in order to  
insure that  snch purchases are made in a manner or on a basis which does 
not uufairly discr~minate against any holders of the class or classes of secur- 
ities to be purchased. 

REGISTRATION O F  SECLTRITIES UNDER SECURITIES A C T  O F  1933 

SEC. 24. (a) Iu regist'ering under the Securities Act of 1933 any secnrit,y of 
which it is the issuer, a registered investment company, in lieu of furuishing a -
registration statement containing the information and documents specified in 
schedule A of said Act, may file a registration statement cor~taining the follo\vimg 
information and documents: 

(1) such copies of the registration statement filed by such company under 
this title, and of such reports filed by such company pursuant to  section 30 
or such copies of portions of such registration statement and reports, as the 
Commission shall designate by rules and regulations; and 

(2) such additional information and documents (including a prospectus) 
as the Commission shall prescribe by rules and regulations as necessary or 
appropriate in the public interest. or for the protection of investors. 

(b) I t  shall be uulawful for any of the following con~panies, or for any under- 
writ.er for snch a company, in counection with a public offering of any security 
of which such compauy is the issuer, to  makc use of the mails or any means or 
instrumentalit,ies of interstate commerce, or transmit any advertisement, pamphlet, 
circular, form letter, or ot'her sales literature addressed to or intended for distribu- 
tiou to  prospective iuvestors unless three copies of the full text thereof have been 
filed with the Commission or are filed with the Commission within ten days 
thereafter: 

(1) any registered open-end company; 
(2) any registered unit investment trust; or 
(3) ally registered face-amount certificate compauy. 

(c) In addition to the powers relative to  prospectuses grsnted the Commission 
by section 10 of the Securities Act of 1933, the Commission is authorized to require 
by rules and regulat,ions, or order, t.hat the information contained in any prospectus 
relating to any periodic payment plan certificate or face-amount certfficate 
registered under the Securities Act of 1933 on or after the effective date of this 
title be presented in such form and order of it.ems, and such prospectus contain 
such summaries of any portion of such iuformatio~~,  as are necessary or appropriate 
in the public intercst or for the protection of investors. 

(d) The exemption provided by paragraph (8) of section 3 (a) of the Securities 
Act of 1933 shall not apply to any security of which an investment company is the 
Issuer. The exemption provided by paragraph (11) of said section 3 (a) shall not 
a~ jp ly  to  any security of which a regisbered in~est~tnent  company is t,he issuer, 
except a security sold or disposed of by the issuer or bona fide offered to the public 
prior to the effective date of this title, and with respect to a securit,y so sold, dis- 
posed of, or offered, shall not apply to  any new offering thereof on or after the 
effective date of this title. 

PLANS O F  REORGANIZATION 

SEC. 25. (a) Any person who, by use of the mails or any means of instru- 
mentality of interstate commerce or otherwise, so!icits or permits the use of his 
name to  solicit any proxy, consent, authorization, power of attorney, ratification, 
deposit, or dissent in respect of any plan of reorganization of any registered in- 
vestment company shall file with, or mail to, the Commission for it,s information, 
within t ~ w ~ t , y - f o u r  hours after the comlnencement of any such solicitation, a copy 
of such plan and any deposit agreement relat,ing thereto and of any proxy, consent, 
authorization, power of attorney, ratification, inst,rument of deposit, or instrument 
of dissent in respect thereto, if or to the extent that  such documents shall not -already have been fi!ed with the Commission. 

(b) The C o ~ ~ n i s s i o ~ ~  is authorized, if so requested, prior t,o any solicitation of 
security holders with respect t o  any plan of reorganization, by any registered in- 
vestment company which is, or any of the securities of which are, the subject 
of or is a participant in any such plan, or if so requested by the holders of 25 per 
centum of any class of its outstanding securities, to  render an advisory opinion 
in respect of the fairness of any such plan and it's effect upon any class or classes 
of security holders. 111 such event any registered in\:estment company, in respect 
of which the Commission shall have rendered any such advisory opinion, shall 



mail promptly a copy of such advisory opinion to all its security holders affected 
by any such plan: Provided,That  such advisory opinion shall have been received 
by it a t  least forty-eight hours (not including Sundays and holidays) before final 
action is taken in relation to  such plan a t  any meeting of security holders called 
t o  act in relation thereto, or any adjournment of any such meeting, or if no meet- 
ing be called, then prior to  the final date of acceptance of such plan by security 
holders. In respect of securities not registered as to  ownership, in lieu of mailing 
a copy of such advisory opinion, such registered company shall publish promptly 
a statement of the existence of such advisory opinion in a newspaper of general 
circulation in its principal place of business and shall make available copies of 
such advisory opinion upon request. Notwithstanding the provision of this 
section the Commission shall not render such advisory opinion although so re- 
quested by any such investment company or such security holders if the fairness 
or feasibility of said plan is in issue in any proceeding pending in any court of 
competent jurisdiction unless such plan is submitted to  the Commissioil for that  
purpose by-such court. 

(c) Any district court of the United States in the State of incorporation of a 
registered investment company or any such court for the district in which such 
company maintains its principal place of busiuess is authorized to enjoin the 
consummation of any plan of reorgauization of such registered investment com-
pany upon proceedings instituted by the Comlrlission (which is authorized so to  
proceed upon behalf of security holders of such registered company, or any class 
thereof), if such court shall determine any such plan to  be grossly unfair or to  
coristitute gross misconduct or gross abuse of trust on the part of the officers, 
directors, or investment advisers of such registered company or other sponsors 
of such plan. 

(d) Nothing contained in this section shall in any TTay affect or derogate from 
the powers of the courts of the United States and the Commission with reference 
t o  reorganizations contained in the Bankruptcy Act of 1898, as  amended. 

UNIT INVESTMENT TRUSTS 

SEC. 26. (a) No principal underwriter for or depositor of a registered unit 
investment trust shall sell, except by surrender to the trustee for redemption, anv 
security of which such trust is the issuer (other than short-term paper), unles's 
the trust indenture, agreement of custodianship, or other instrument pursuant to  
which such security is issued- 

(1) designates one or more trustees or custodians, each of which is a 
bank, and provides that  each such trustee or custodian shall have a t  all 
times an aggregate capital, surplus, and undivided profits of a specified 
minimum amount, which shall not be less than $500,000 (but may also pro- 
vide, if such trustee or custodian publishes reports of condition a t  least 
annually, pursuant t,o law or to  the requirements of its supervising or exam- 
ining authority, that  for the purposes of this paragraph the aggregate capital, 
surplus, and undivided profits of such trustee or custodian shall be deemed 
to be its aggregate capital, surplus, and undivided profits as set forth in its 
most recent report of condition so published); 

(2) provides, in substance, (A) that  during the life of the trust t,he trustee 
or custodian, if not otherwise reniunerated, may charge against and collect 
from the income of the trust, and from the corpus thereof if no income is 
available, such fees for its services and snch reimbursement for its expenses 
as are provided for in such instrument; (B) that  no such charge or collection 
shall be made except for services theretofore performed or expenses thereto- 
fore incurred; (Cj that  no payment to  the depositor of or a principal under- 
writer for snch trust, or to any affiliated person or agent of such depositor 
or undern-riter, shall be allowcd the trustee or custodian as an expense 
(except that  provision may he made for the payment to  any such person 

asof a fee, not exceeding such reasonable a m o u ~ ~ t  the Commission may 
prescribe as compensation for performing bookkeeping and other adminis- 
trative services, of a character normally performed by the trustee or custo- 
dian itself); and (D) that  the trustee or c~~s t~odian  shall hare possession of 
all securities and other property in which the funds of the trust are invested, 
all fr~nds held for such investment, all cqualization, redemption, and other 
special funds of the trust, and all income upon, accretions to, and proceeds 
of s l~ch property and funds, and shall segregate and hold the same in trust 
(subject only to  tlic charges and collections allowed under clauses (A), (B), 
and ( C ) )  until distribution t,hereof to  the security holders of the trust; 

239571--10-3 



(3) provides, in substance, that  the trustee or custodian shall not resign 
until either (A) the t'rust has been completely liquidated and the proceeds 
of the liquidation distributed to  the security holders of the trust, or (B) a 
successor trustee or custodian, having the qualifications prescribed in para- 
graph ( I ) ,  has been designated and has accepted s~ich trusteeship or cus-
todianship; and 

(4) provides, in substance, (A) that a record will be kept by the depositor 
or an agent of the depositor of the name and address of, and the shares 
issued by the trust and held by, every holder of any security issued pursuant -
to such instrument, insofar as  such information is known to the depositor or 
agent; and (B) that  whenever a security is deposited with the trustee in sub- 
stitution for any security in which such security holder has an undivided 
interest, the depositor or the agent of the depositor will, within five days after 
such substitution, either deliver or mail to  such security holder a notice of 
substitution, including an identification of the securities eliminated and the 
securities substituted, and a specification of the shares of such security 
holder affected by the substitution. 

(b) I n  the event that  a trust ir~dcnture, agreement of c~~stodianship, or other 
instrument pursuant to  which securities of a registered unit investment trust are 
issued does not a t  the effective date of this title comply with the requirements of 
subsection (a),  such instrunlent will be deemed to meet such requirements if a 
written contract or agreement binding on the parties and embodying such require- 
ments has been executed by the depositor on the one part, and the trustee or custo- 
dian on the other part, and three copies of such contract or agreement have been 
filed with the Conirnission. 

(c) Whenever the Commission has reason to believe that a unit investment 
trust is inactive and that  its liquidation is in the interest of the security holders 
of such trust, the Commission may file a complaint seeking the liquidation of 
such trnst in the district dourt, ~f the United States in any district wherein any 
trustee of such trlist resides or has its principal place of business. A copy of snch 
complaint shall be served on every trustee of such trust, and notice of the pro- 
ceeding shall be given such other int'ercsted persons in such niann.er and a t  such 
times as the court may direct. If the court deterrriilres that  such liquidation is 
in  the interest of the security holders of such trust,, the court shall order such 
liquidation and, after p ~ y m e n t  of necessary expenses, the distribution of the 
proceeds to the security holders of the trust in such manner and on such terms 
as may to  the court appear equitable. 

PERIODIC PAYMENT PLANS 

SEC.27. (a) I t  shall he unlawful for any registered investment company, or for 
any depositor of or underwriter for such company, to sell any periodic payment 
plan certificate, if- 

( I )  the sales load on such certificate exceeds 9 per centum of the total 
payments to  be made thereon; 

(2) more than one-half of any of the first twelve mont'hly payments thereon, 
or their equivalent, is deducted for sales load; 

(3) the amount of sales load deducted from any one of such first payments 
exceeds proportionately the amount deducted from any other such payment, 
or the amount deducted from any subsequent payment exceeds propor- 

. tionately the amount deducted from any other subsequent payment; 
(4) the first payment on such certificate is less than $20, or any subsequent 

payment, is l e s ~  tharl 810; 
(5) if such regiskred company is a management company, the proceeds of 

such certificate or the securities in which such proceeds are invested are sub- 
ject to management fees (other than fees for administ'rative services of t,he 
character described in clause (C), paragraph (2), of section 26 (a) ) exceeding 
such reasonable amount as the Commissim may prescribe, whether such fees -
are payable to such company or to investment advisers thereof; or 

(6) if such registered company is a unit investment trust the assets of which 
are securities issued by a management company, the depositor of or principal 
underwriter for such trust, or any affiliated person of such depositor or 
underwrit,er, is to receive from such management company or any affiliated 
person thereof any fee or payment on account of payments on such certificate 
exceeding such reasonable amount as the Commission may prescribe. 

(b) If i t  appears to  the Commission, upon application or otherwise, that  smaller 
companies are subjected to relatively higher operating costs and that in order to  
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make due allowance thzrefor i t  is necessary or appropriate in the public interest 
and consistent with the protection of investors tha t  a provision or provisions of 
paragraph (I) ,  (2), or (3) of subsection (a) relative to  sales load be relaxed in the 
case of certain registered investment companies issuing periodic payment plan 
certificates, or certain specified classes of such companies, the Commission is 
authorized by rules and regulatiolis or order to grant any such company or class 
of companies appropriate qualified exemptions from the provisior s of said para- -. . 
graphs.-

(c) It shall be unlawful for any registered investment company, or for any 
depositar of or underwriter for such company, to  sell any periodic payment plan 
certificate, unless- 

(1) such certificate is a redeemable security; and 
(2) the proceeds of all payments on such certificate (except such amounts 

as are deducted for sales load) are deposited with a trustee or custodian having 
the qnalifications prescribed in paragraph (1) of section 26 (a) for the trustees 
of unit investment trusts, and are held by such trustee or custodian under 
an indenture or agreemcnt containing, in substance, the provisions required 
by paragraphs (2) and (3) of section 28 (a) for the trust indentures of unit 
investment trusts. 

FACE-AMOUNT CERTIFICATE COMPANIES 

SEC. 28. (a) I t  shall be urllawful for any registered face-amount certificate 
company to issue or sell any face-arnount certificate, or to  collect or accept any 
payment on m y  such certificate issued by such company on or after the effective 
date of this title, unless- 

(1) such company, if organized before March 15, 1940, was actively and 
continuously engaged in selling face-an~ount certificates on ahd before that  
date, and has outstanding capital stock worth upon a fair valuation of assets 
not less than $50,000; or if organized on or aftrr March 15, 1940, has capital 
stock in an amount not less than $250,000 which has been bona fide sub- 
scribed and paid for in cash; and 

(2) such company maintains a t  all times minimum certificate reserves on 
all its outstanding face-amount certificates in an aggregate amount calculated 
and adjusted as follows: 

(A) the reserves for each cert'ificate of the installment type shall be 
based on assumed annual, semi-annual, quarterly, or monthly reserve 
payments according to the manner in which gross payments for any 
cert,ificate year are made by the holder, which reserve payments shall bc 
sufficient in amount, as and when accumulated a t  a rate not to  exceed 
3>/2 per cerit,um per anrlum compounded annually, to  provide the mini- 
mum maturity or face amount of the certificate when~due. Such reserve 
payments may be graduated according t,o certificate years so that  the 
reserve payment or payments for the first certificate year shall amount 
to a t  least 50 per ce~iturn of the required gross annual payment for such 
year and the reserve payment or payments for each of the second to fifth 
certificatc years inclusive shall amount to  a t  least 93 per centum of each 
such year's required gross annual payment and for the sixth and each 
subsequent certificate year thc reserve payment or payments shall 
anmint  to a t  least 96 per centum of each such year's required gross an- 
nual payment: Provided, That  such aggregate reserve payments shall 
amount to  a t  least 93 per centnm of the aggregate gross annual pay- 
ments required to be made by the holder to  obtain the maturity of tile 
certificate. The company may t,ake as loading a t  its option as and when 
payments are made by the certificate holder, an amount equal to  t,he 
excess, if any, of the required gross payment cr payments applicable to 
the then current certificat,e year, over and abcve the specified percent- 
ages required herein for sr~ch year for reserve purposes; 

(R)  if the foregoing minimum percentages of t,hc gross annual pay- 
n~enth required 1111der the provision* of s~lch certiticatc should produce 
reserve payments larger t,ha.n are neccsra.rg o t  3:4 per centum per arinum 
cornpourlded annually to provide the mininium rr iat~~ri ty  or face anlo~lnt 
of the certificate when due, thc roservc shall be hasctl upon reqervc pay- 
ments accumulated ns provided under precedius rubparagraph (-4)of 
this subsect.ion except that  in lieu of the 335 per ceritum rate specified 
therein, srxh rate ahall t ~ elowercd to the minimurn rate expressed in 
mult,iples of the nearest one-eighth of 1 pcr centunl which mill ac-
cumulate such rePerve payments to  the maturit,? value when due; 
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(C) if the actual annual grow payment to be made by the certificate 
holder on any certificate issued prior to  or after the effecbive date  of 
this Act is less than the amount of any assumed reserve payment or 
payment,^ fol. a certificate year, such company shall maintain as a part 
of such minimum certificate reserves tt deficiency reserve equal t o  the 
total present value of future deficiencies in the q o s ?  payments, cal- 
culated a t  a rate not t o  exceed 3% per centum per  annum compounded 
annually ; 

(D) for each certificate of the insttllment typc the amount of the -reserve shall a t  any time be a t  least equal to  (1) the then amount of the 
reserve payments set up under section 28 (a) (2 )  (A) or (R); (2) the 
accumulations on such reserve payments ae computed under subpara- 
graphs (A) or (B) of this paragraph (2); (3) the amount of any deficiency 
reserve required under subparagraph (C!) hereof; and (4) such amount 
as shall have been credited t o  the account of each certificate holder 
under the terms of his certificate in the form of any wedit, or any 
dividend, or any interest in addition to  the minimum maturity amount 
specified in sr~ch crrtificate, plus any accuniulations on any amount or 
amounts so credited, a t  a rate not exceeding 3% per centum pc.r annum 
compoundcd annnnllv; 

(E) for each certificate which is fully paid, including any fully paid 
obligations resulting from or effecte.d upon the maturity of the previously 
issued certificate, and for each paid-up certificate issued as  provided in 
subsection (f) of this section prior to  maturity, the amount of the reserve 
shall a t  any time be a t  least equal to  (1) such amount as  and when 
accumulated a t  a rate not to  exceed 3 5  per centum per annum com- 
pounded annually, will provide the amount or amounts payable when 
due and (2) such amount as  shall have been credited to the account of 
each such certificate holder under the terms of his certificate in the 
form of a credit, or any dividend, or any interest in addition to  the 
minimum maturity amount specified in the certificate, plus any accumu- 
lations, on any amount or amounts so credited, a t  a rate not exceeding 
3% per centum per annum compounded annually; 

(F) for each certificate of the installment type under which gross 
payments have been made by or credited to the holder thereof covering 
a payment period or periods or any part thereof beyond the then current 
payment period as  defined by the terms of such certificate, and for which 
period or periods no reserve has been set up under subparagraph (A) 
or (B) hereof, an advance payment reserve shall be set up and maintained 
in the amount of the present value of any such unapplied advance 
gross payments, computed a t  a rate not to  exceed 3% per centum per 
annum compounded annually; 

(G) such appropriate contingency reserves for deat,h and disability 
benefits and for reinstatement rights on any such certificate providing 
for such benefits or rights as the Commission shall prescribe by rule, 
regulation, or order based upon the experience of face-amount companies 
in relation to  such contingencies. 

~ t ~ n o ' t i m e  shall the aggregate certificate reserves herein required by subpara- 
graphs (A) to (F),inclusive, be less than the aggregate surrender values and other 
amounts to  which all certificate holders may be then entit.led. 

For the purpose of this subsection (a),no certificate of the installment type shall 
he deemed to  be ontstanding if before a surrender value has been attained the 
holder thereof has been in continuous default in making his payments thereon for 
a period of one year. 

(b) I t  shall be unlawful for any registered face-amount cert,ificate company to 
issue or sell any face-amount certificate, or to collect or acccpt any payment on 
any such certificate issued by such company on or after t'he effective date of this 
title, unless such company has, in cash or qualified investments, assets having a -value not less than the aggregate amount of the capital stock requirement and 
certificate rcserves as computed under t,he provisions of subsection (a) hereof. 
As used in this subsection, "qualified investmeuts" means investments of a kind 
which life-insurance companies are permitted to  invest in or hold under the pro- 
visions of the Code of the District of Columbia as  heretofore or hereafter amended, 
and such other investments as  the Commission shall by rule, reguIation, or order 
authorize as qualified investments. Such investments shall be valued in accord- 
ance with the provisions of said Code where such provisions are applicable. In-
vestments to which such provisions do not apply shall be valued in accordance 
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with such rules, regulations, or orders as  the Commission shall prescribe for the 
protection of investors. 

(c) The Commission shall by rule, regulation, or order, in the public interest or 
for' the protection of investors, requirea registered face-amount certificate com- 
pany to deposit and maintain, upon such terms and conditions as the Com- 
mission shall prescribe and as are appropriate for the protection of investors, with 
one or more instit.ut,ions having the qualifications required by paragraph (1) of 
section 26 (a) for a trustee of a unit investment trust, all or any part of the invest- 
m e n t , ~maintained by such company as certificate reserve requirements under the 
provisions of subsection (b) hereof: Provided, however, That  where qualified invest- 
ments are maintained on deposit. by such oompany in respect of its liabilities under 
certificates issued to or held by residents of any State as  required by the statute 
of such State or by any order, regulation, or requirement of such State or any 
official or agency thereof, the amount so on deposit, but not to exceed the amount of 
reserves required by subsect,ion (a) hereof for the certificates so issued or held, 
shall be deducted from t,he amount of qualified investments tha t  may be required 
to be deposited hereunder. 

Assets which are qualified investments under subsection (b) and which are 
deposited under or as permit,ted by this subsection (c), may be used and shall be 
considered as a part of the assets required t,o be maintained under the provisions 
of said subsection (b). 

(d) It shall be unlawful for any registered face-amount certificate company to 
issue or sell any face-amount cert,ificate, or to collect or accept any payment on 
any such certificate issued by such company on or after t,he effective date of this 
title, unless such certificate contains a provision or provisions to t'he effect- 

(I) that ,  in respect of any certificate of the installment type, during the 
first, certificate year the holder of the cert.ificate, upon surrender thereof. shall 
be ent,itled to  a value payable in cash not less than t,he reserve payments as 
specified in subparagraph (A) or (B) of paragraph (2) of subsection (a) and 
a t  the end of such certificate year, a value payable in cash a t  least equal to 
50 per centum of the amount of the gross annual payment required thereby 
for such year; 

(2) that,  in respect of any certificate of t,he installment type, a t  any time 
after the expiration of t'he first certificate year and prior to maturjty, the 
holder of the certjficate, upon surrender thereof, shall be entitled to  a value 
payable in cash not lees than the then amount of the reserve for such cer- 
tificate required by numbered items (1) and (2) of subparagraph (D) of pam- 
graph (2) subsect,ion (a) hereof, less a surrender charge that  shall not exceed 
2 per centum of the face or maturity amount of the certificate, or 15 per 
cen tu~n  of the amount of such reserve, whichever is the lesser, but in no 
event shall such value be less than 50 per cent'um of the amount of such 
reserve. The amount of the surrender value for t,he end of each certificate 
gear shall be set out in the cert,ificnte; 

(3) that,  in respect of any certificate of the installment type, the holder 
of the certificate, upon surrender thereof for cash or upon receipt of a paid-up 
certificate as  provided in sub~rct ion (f) hereof, shall be entitled to a value 
payable in cash equal to  the then amount of any advance payment rescrve 
under such certificate required by subparagraph (F) of paragraph (2) of sub- 
section (a) hereof in addition t'o any other amounts due the holder hereunder; 

(4) that a t  any t'irne prior to maturity, in respect of any certificate which 
is fully paid, the holder of the certificate, upon surrender thereof, shall be 
entit'led to a value payable in cash not less than the then amount of the 
reserve for such certificate required by item (1) of subparagraph (E) of para- 
graph (2) of subsection (a) hereof, less a surrender charge that shall not 
exceed 2 per cent'uin of the face or maturity amount, of the certificate, or 15 
per centum of the amount of such reserve, whichever is the lesser: Provided, 
however, That  such surrender charge shall not apply as to any obligations 
of a fully paid type resuhing from the maturity of a previously issued cer- 
tificate. The amount of the surrender value for the end of each certificate 
year shall be set out in the certificate; 

(5) that in respect of any certificate, the holder of the certificate, upon 
maturity, upoil surrender t'hereof for cash or upon receipt of a paid-up cer- 
tificate as provided in subsection (f) hereof, shall be entitled to a value 
payable in cash equal t'o the then amount of t,he reserve, if any, for such 
certificate required by item (4) of subparagraph (I)) of paragraph (2) of 
subsection (a) hereof or item (2) of subparagraph (E) of paragraph (2) of 
subsection (a) hereof in addit'ion t.0 any other amounts due the holder here- 
under. 
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The term "certificate year" as used in this section in respect of any certificate 
of the in~t~allnlent type means a period or periods for which one year's payment 
or payments as provided by the certificat,e have been made thereon by the holder 
and t'he certificate maintained in force by such payments for the time for which 
the same have been made, and in respect of any certificate which is fully paid or 
paid-up means any year ending on the anniversary of the date of issuance of the 
~ert~ificate. 

Any cert'ificate may provide for loans or advances by the company to t.he cer- 
tificate holder on t,he security of such certificate upon terms prescribed therein 
but a t  an interest rate not exceeding 6 per cent,um per annum. The amount 
of the required reserves, deposits, and the surrender values thereof available to 
the holder may be adjusted to take into account any unpaid balance on such loans 
or advances and interest thereon, for the purposes of t,his subsection and subsec- 
tions (b) and (c) hereof. 

Any certificate may provide that  the company a t  its option may, prior to the 
maturity thereof, defer any payment or payments t,o the certificate holder t o  which 
he may be entitled under this subsection (d), for a period of not more than thirty 
days: Provided,  That  in the event such option is exercised by the company, interest 
shall accrue on any payment or payments due to the holder, for the period of such 
deferment a t  a rate equal to  t,hat used in accumulating the reserves for such 
certificate: And provided fur ther ,  That  the Commission may, by rules and regula- 
tions or orders in the public interest or for the protection of investors, ma.ke pro- 
vision for any other deferment upon such terms and conditions as it shall prescribe. 

(e) I t  shall be unlawful for any registered face-amount cert,ificate company t o  
iesue or sell any face-amonnt certificate, or to collect or accept any payment on any 
such certificate issued by such compaliy on or after the effective date of this title, 
which certificate makes the holder liable to  any legal actiori or proceeding for any 
unpaid amount on such certificate. 

(f) I t  shall be unlawful for any registered face-amount certificate company to 
issue or sell any face-amount certificate, or to collect or accept any payment on 
any such certificate issued by such cornpany on or after the effective date of this 
title, (1)  unless such face-amount certificate contains a provision or provisions to 
the effect that the holder shall have an optional right to receive a paid-up certificat.e 
in lieu of the then attained cash surrender value provided therein and in the amount 
of such value plus accun~ulations thereon a t  a rate to be specified in the paid-up 
certificate equal to that used in computing the reserve on the original certificate 
under subparagraph (A) or (B) of paragraph (2) of subsection (a) of this section, 
such paid-up certificate to become due and payable a t  the end of a period equal 
to t'he balance of the term of such original certificate before maturity; and during 
tile period prior to maturity such paid-up certificat,e shall have a cash value upon 
surrender thereof equal to the then amount of the reserve therefor; and (2) unless 
such face-amount certificate contains a further provision or provisions to the effect 
that if the holder be in continuous default in his payments on such certificate for a 
period of six months without having exercised his option to receive a paid-up cer- ' 

tificate, as herein provided, the company a t  the expiration of such six months shall 
pay the surrender value in cash if such value is less than $100 or if such value is 
$100 or more shall issue such paid-up certificate to such holder arid such payment 
o r  issuance, plus the payment of all other amounts to which he may be then 
entitled under the original certificate, shall operate to cancel his original certificate: 
Provided, That  in lieu of the issuance of a new paid-up certificate the original 
certificate may be converted into a paid-up certificate with the same effect; and 
(3) unless, where such certificat,e provides, in the event of default, for the defer- 
ment of payments thereon by the holder or of the due dates of such payments or 
of the maturity date of the certificate, i t  shall also provide in effect for the right of 
reinstatement by the holder of the certificate after default and for an option in the 
holder, a t  the time of reinstatement, to make up the payment or payments for the 
default period next preceding such reinstatement with interest thereon not 
exceeding 6 per centum per annum, with the same effect as  if no such default in ,,
ma,king such payments had occurred. 

The term "default" as  used in this subsection (f) shall, without restricting its 
usual meaning, include a failure to make a payment or payments as and when 
provided by the certificate. 

(g) The foregoing provisions of this section shall not apply to a face-amount 
certificate company which on or before the effective date of this Act has dis- 
continued the offering of face-amount certificates to the public and issues face- 
amount certificates only to  the holders of certificates previously issued pursuant 
to  an obligation expressed or implied in such certificates. 
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(h) I t  shall be unlawful for any registered face-amount certificate cornpany 

which does not rnaintain the minimum certificate reserve on all its outstanding 
face-amount certificates issued prior to  the effective date of this Act, in an aggre- 
gate amount calculated and adjusted as provided in section 28, t o  declare or pay 
any dividends on the shares of such cornpany for or during any calendar year 
which shall exceed one-third of the net earnings for the next preceding calendar 
year or which shall exceed 10 per centurn of the aggregate net earnings for the 
next preceding five calendar gears, whichever is the lesser amount, or any dividend 
which shall have been forbidden by the Commission pursuant to the provision of 
the next sentence of this paragraph. At least thirty days before such company 
shall declare,.pay, or distribute any dividend, i t  shall givc the Commissiol~ written 
notice of its Intention to declare, pay, or distribute the same; and if a t  any time 
i t  shall appear to  the Commission tha t  the declaration, p ~ y m e n t ,  or distribution 
of any dividend for or during any calendar year might impalr the financial integrity 
of such company or its ability t o  meet its liabilities under its outstanding face- 
amount certificates, i t  may by order forbid the derlaration, distribution, or 
payment of any such d i~ idend .  

BANKRUPTCY O F  FACE-AMOUNT CERTIFICATE COMPANIES 

SEC. 29. Section 67 of an Act entitled "An Act to  establish a uniform system 
of bankruptcy throughout t,he United States", approved July 1, 1898, as amended, 
is amended by adding a t  the end thereof the following: 

"f. (1) For the purpmes of, and exclusively applicable to, this subdivision f (a) 
'debtor' shall mean a face-amount certificate company as defined in section 4 of 
the Investment Company Act of 1940; (b) 'face-amount certificate' shall mean a 
face-amount certificate as defined in section 45 of the Investment Company Act 
of 1940; (c) 'depositary' is a person or State agency n-ith whom securities or other 
property of a debtor 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 holders of the debtor in the event of the insolvency of the 
debtor or under ot,her specified circumstances; (d) 'deposit creditor' is a creditor 
who, under the provisions of a State law or agreement providing for a deposit 
with or transfer to  a deposit,ary, has rights as to the securities or property so 
deposited or transferred which exceed the rights of a general creditor; and (e) 
'State agency' is an official or agency of a State designated to act as depositary or 
to distribute property, or the proceeds of property held by a depositary. 

"(2) Every deposit or transfer of securities or other property made by or on 
behalf of a debtor with or t o  any depositary for the benefit or protection of or to 
secure the holder of any security sold by or on behalf of the debtor on or after 
October 1, 1940, shall be voidable as against the trustee of such debtor if the prop- 
erty of the estate is insuffic:ent for the full payment and discharge of all claims on 
account of all face-amount cxtificates sold by or on behalf of the debtor, and 
such deposit or transfer and every lien created thereby shall thereupon be avoided 
by the trustee subject to the provisions of paragraph 3 of this subdivision f.  

"(3) In the event any deposit or transfer described in paragraph 2 of this sub- 
divis~on f shall be avoided the trustee shall segregate the property received by 
the trustee from the depositary and charge the same with the costs and expenses 
of maintenance and liquidation and dist,ribute t.he net proceeds t,hereof to  the 
creditors who would have been entit,led thereto under the provisions of the law or 
agreement providing for the deposit or transfer of the property, and each such 
creditor shall thereaft>er be entitled to dividends from the estate only after all 
creditors of the same rank shall have received the same percentage. 

"(4) The court shall have summary jnrisdiction of any proceedings to hear and 
determine the rights of any parties under this subdivision f and to hear and deter- 
mine the sufficiency of the property of the estate for the full payment and discharge 
of all claims on account of all face-amount certificat,es sold by or on behalf of the 
debtor. Due notice of any hearing in such proceedings shall be given to every 
depositary and Stat,e agency which is a party in interest,. 

"(5) Where the provisions of subsection (c) of section 28 are not applicable, 
the provisions of this section will not, apply." 

(b) Section 44 of said Act of Julv 1, 1898, as amended, is amended by adding a t  
the end of subdivision (a) thereof t h e  following sencence: 

"If the bankrupt is a face-amount certificate company, as defined in section 4 of 
the Investment, Company Act of 1940, the court alone shall make the appoint- 
ment; but the court shall not make such appointment without first notifying the 
Securities and Exchange Commission and giving it an opportunity to be heard." 


