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Honorable Wright Patman _
Chairman, House of Representatives

Committee on Banking and Currency
Washington, D, C,

Re: H.R. 7372

Deayr Mr. Chairman:

Pursuant to your letter request of April 14, 1965 for
a report on the abowve bill and later advice that the Committese
asked that I testify ar the hearings on the bill, I transmit
100 coples of the testimony which I proposed to give at the
hearings.

While we have made an advance informal submission of the
substance of our views to the Bureau of the Budget and transmitted
a draft copy of the testimony late last week, we have not yet
received formal clearance, We will advise you further as soon
as we have additional word from the Bureau,

Sincerely yours,

Manuel F, Cohen
Chairman
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STATEMENT OF MANUEL F. COHER, CHATRMAN OF
THE SECURITIES AND EXCHANGE COMMISSION BEFORE
THE COWMITTEE OM BANKIRG AND CURRENCY OF THE

HOUSE OF REPRESENTATIVES ON H.R, 7372

Hr. Chairman and members of the Committes, I oam Manuel F. Cohen,
Chaivman of the Securitiea and Exchange Commission. -

We gre here today to testify on H.R, 7372. This bill would
amend the Bank Holdinz Company Act of 1956 by repealing the provision
of that Act which, {n 2ffect, exempts therefrom any compeny which is
registered under the Investment Company Act of 1940 and was so registered
prior to May 15, 1955, ar which is affiliated with any such rvegistered
company within the meaning of the Investment Company Act of 1940, Under
Sectiona 2{a)(2} and 2{a){3) of the Iovestment Company Act of 1940, a
company is affiliaced with snother company 1f it sither, directly or
indirectly, owns or controls 3 percent or more of the cutstanding
voting securities of such other company, or if such ather company owns
or controls, dirvectly or indirectly, 5 percent or more of its ourstanding
yoting securities, ar if it, directly ar indirectly, controls, iz controlled
by or is under common control with such other company.

The objectives of the Bank Holding Company act of 1930, as
stated in the Report of the Sanate Commeittee on Banking and Currency
on §5. 2577 which becam. the 1956 Act, are "to define bank holding
companies, contrel chelr futuve eXpension and require divestment of their
non-banking interests" {5, Rep. Ho, 10%3 on 5, 251?; B4th Cong., lst Sess.,

July 25, 19??]. The Bank Holding Company Act defines z bank holding

company as any company which (1) directly or indirectly cwms, contrals,
or halds with power to vote 25 percent or moere of the veting shares of
each of two or more banks or of & bank holding company, or (2) contrale the

election of 2 majority of the directors of each of two or more banks.



The salient provisions of the Bank Helding Company Act make it
unlawful for a company to become a bank holding company without prior
approval by the Federal! Reserve Biard, Amopg other things, approwval by
the Federal Reserve Board 15 regquired for acquisitien by a bank helding
company of 5 percent or more of the woting sitock of any bank.

The Bank Holding Company Act alsoc prohibits a bank holding company
from acquiting cwnership or control of any voting sheres of any company
which i3 not 2 bank, and generally prohibits a bank heolding company from
engaping in any buginess other rhan that of banking, »r of the wanaging
of and furnishing services to, banks of which {t owns 25 percent or more
of the voting shares. The Commission was not requested to, nor did if, com-
ment an any aspect of the Bank Holding Company Act while that Bill was being
conatdered by the Congress.

The lepislative history of the Bank Holding Company Act indicates
that the exemption in questien was inclided becauysa it was beliewved that
reglstered "nivestment companies arve adequately supervised by the Commise oan
and that regulaticn under the Inmvestment Comparny Act would make it
unnecedsacy to subject such companias te the Bark Holding Jompany Aok,
and alap that it was decsired to aveld dual regulation., Thus, the Senste
Committee Report I just mentioned explained the reasons fur the exemprion
45 follows:

¥

"The exemption for companies registered under the
Investment Company Act of 1940 is included in rhe bill on
the theory that any such company is adequately supervised by the
Securities and Exchange Commission, which adainizcters that act.
Amang the purposes listed in that act are the mitication of
undiue concentration of the control of invesiment companis. through
pyramiding or inequitable methods of cvontrod, the mitipuation af
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inequitable distrisutlon of such companies, and che mitiparion

of ivresponsible management of such companies. Your Committee
believes that SEC vepulation it snch cases s closely skin Lo

the purposes of this bill ard that it is therefore unneces:ary

to require 2 registrant under the Investment Company Act of 1940

to be subjected bto the additiencl repulatery authericy pgranted to
the Board of Governors of the Federal Reserve Svsrem by thic bildl.”

In 1958, howewer, the Board of Governors of the Federal Reserve

System In its Heport €o Congress on the First twe years of the administration

of the Rank Holding Company Act indicated 3 contrary view, saying:

"It was presumably based n the mistaken thegory that a

registered ipvestment company is subject to such supervision
and restrictions under the Investment Company Act as tc make
it unnecessary for {: ko be vegulated under the Bank Holding
Company Act. Actuslly, the Investwment Company Act is aimed
primarily at protecting investors; it does nob prevent any

registered invesrment company Ivom acquiring conrrol of banks ov
require such a company ko divest itself of non-banking Interests.
There i3 no plausible reascn why a registered investment company
which otherwise meets the definition of a bank holding cempany

should be exempred from reguiation urder the Bank Holding Company
det. The ewemption clearly should be repealed." {Report of the

Board wf Governors of the Federal Razerve System, Senate Committee

on Banking and Currvency, May 7, 1958.)

The purposze of the Investment C.mpany Act i{s Lo protect invesiors

iv the securities of icvestment companies. The apparent purpose af the

Bank Holding Company Act 1a to control the expansion and operation of hank

holding companies in furtherance of federal bank regulatory priicy,

Himoe

the Commission is not responatble for federal bank regulatory policy, we

express no view as to whether or not enactment of the bill wenid

that policy. We helieve, however, that emactment of the bill would nmet in sny

LT ThETY

way conflict with the pelicies of investor protection expressed in the

Investment Company Act nor would 1t create any problems for the Commissien

in the administration of the luvestment Company Act,



Furthermore we do not belleve that enactment of the bill wo:ld
rasult in undesirable dual rogulation. I[f a registered investment company
kecame subject to the Bank Holding Company Act this would . not, in and of
fraelf, relieve that company from the requirements and prohibitions of the
Investment Company Act. There f£3 an exemption in Section 3{c){4) of the
Investment Company Act for certain "holding commany affiliates™ as defined
in Section 221{a)(c) of the Banking Act of 193] if certain conditiong are
met. Thia, however, would not necessarily exempt a bank holding company
from the Investment Company Act since the definition of “holding company
affiliate" in the Banking Act of 1933 differs substantially from the
definition of a bank heolding company in the Bank Helding Company Act.

It appears, however, Lhat in &t least the great majority of

instances, if a registered investment company were required ro conform

to the requirements of the Bank Holding Company Act, it would thereby be
compelled to tazke steps which uwhen completed would entitle it to an
exempticn under the Investment Company Act., This resnles peimarily

trom the requirement that a bank holding company nust divest itself of

its non-banking interests, Whea such divestiture was completsi, the bank
holding company would ordinar:ly become cnpaged in the businens of banking
directly or throngh its subsidiaries rather tham in the busipess of
invesglog and re-investing or trading in securdvies, and this would resule
in its being exeupted from ~he Investmeni Company Act under any cne of sove
provisions contained in Section 3 of that Act, particularly Section K15 D180
or {7) or Section 3{c){}), Conversely, ar inv -stment company which wes als
8 bank holding company could divest icself of {ts banking interests and

rhereby take itself ontside of twe scope of the Bank Holding Company Act
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while remaining undevy the Investment Company Act, Abawt the only cxieption
wolld he a company the poertfolle dnvestments ¢f which corsirted, in minor
part, «f a 25 percent wvortlng lnteresgt in two or more barks and in malor
patt of lasser interests in pumerous other banks, ov which in some orher
manney conteolied the electlen of a malovity of the board of dirvectors
af twop ar more banks, We know of no such siteavian. Bar if {t sheuld
arise, dual repulation would nar appeszr inappropriate as such a company
would be within the palicy amdl putpeses o0 both Acts,

The only company we know of which Ls exempt from the Bank Helding
Company Act pursuant to the exemptive prov/zions suvught to be popealed

by H.R. 7372 {2 Financial General Cevporatien. That situation cumes shout

as [oliows: The Equity Corporation, which is a closed end, pon-diversi{isad
managemenlt registered inyvestment company, as of Febhruary 13, 1945, owned 147
percent of the matsfanding vating Securvities of Firaarial General Jorporva.ior.
This means thet Financial Genersl Corpeoration is an alfiliate of The

Eguity Corporatinn. Since at that date Internaticnal Bank owned 25,8 peroornt
of the outstanding votlng securities af Flnanclal Cemcral Cotperation,
International Bank is an affiliated persen of an affiliated persen {i.e.,
Financial General Carporatiﬁn} af The Eqguicy Corporation, Meither Pitage:a
Ceneral Corporation nor International Sank 1s a registered investwment company,
On June &, 1964 upon application and afrer a public heariog, the Comminsion
issued an grder (investment Company fct Helease Mo, 3%86) deularing that
International Bank Was not an fwveStment Company. From the record of this
Proceeding it appears thart borh of rhese corporations are primarily enpaged

in a business other than that of investing, reinvesting, owninc, holding

or Lrading in securities within the meaning of the 1940 Ack,
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The Egquity Corporation Ls prosumed not to controel Filnancilal Gerreeral
Corpoaration. Section 2(3Y{%} establishes s presumption cf control whers &
person aowns mers than 25 percant of the voting securities of another compeny.
Any perscn who does not own 2% aercent ef the wating securities of any
caiany 1s presumed not Eo contror sech company under Sectiom P{a} (1.

Any such presumption mav he rehutied by evidence, Wewewer, because of thw
celationshin described above, Section 17 of the Investment Company (:t makes
it unlawful for either Finanzlal General Corporation or Interrnatiosanl Bank
to enter ints certain transactions with The Equity Cervmaraticn. For
example, Financial General and Internatirnal Bank could nroc lawfully

sell pecurities or other property tn The .quity Corporation unless an
applicacion was filed and an order entetred undetr Section 17(b) of the

ACt. Mo provision in the Tavestment Company Act would regulste a trans-
action between Fipancial Ceneral Co-puratisc and Internaricnal Bank orp
hetween one of these corperations aud its subsidiaries., Only dealings

by affiilated persoms, or affiliated persons af such persons, with the
investment company or companies cancrolled by the investment company,

are regulated by the Iovestment Company Act.

Simce The Equity Corporation has elected to be classified as a
non-diveraified investment company, it. i5 noet restricted in the amount
af Be:uriti.alss of Financial General which it may acquire. Although 1
und :rstand that International Bank indirectly owns through a subsidiary
2.98 percent of the voting sccurities of The Equity Corpcration, thig
amount of ownership does pot hring ints play any proevisions of the

Iovestment Company Aet,
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With the hope rhat it may be of zome assistapce to the Committee
ip 1ts evaluation of the azrguments which have been made for and against
this-exemption, I propoae to describe the nature and extent of the
regulaticn which ts provided under the Itnvestuenr Compary ACt and tfo
gopgider the extent to which regulation under the Investment Company Act
might accomplish the ebjectives ¢f limiting the expansion of bank
helding compantes and requiriome divestiture of their non-banking intecests.

Nature and Exter t of Regulatior upnder
the Investment Company Act of 1940

The type of repgulation of investment companies previded by the
Commission is necessirily related to the abjectives ~f the Investmen:
Company Act of 1940 (heveinafter referrved to as the MAct'). Gencrally
stated, the cbjectives of the Investment Company Act axe: {a) horest and

in

more independent management, (b)Y greater shareholder particisation
corporate affairs, (c} creation of adequate and feseible capital structures,
(2} use of complete and fairly presented financial statemcnts prepared in
accordance with accepted accounring principles, and (o) cwmploymest of Eair

apd non-deceptive selling practices.

{a) Honest and HMore Independent Management

Certain provisions of tke AcL are intonded tr prevent undesi:ahle
individuals from entering the investment company industry or te provide mezos
for thetr removal. The Act declares inelipible for certain nfficlal capacitics
in respect?ﬁf investment companies, without Commission apjroval, persons whe
tup afoul of securi{ties, banking cr insurance laws (Sec. 7). In addition, the

Commisgion is authorized to bring suit to esclude from the investment company

industry those who are found to have committed gross misconduct in respect
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of ap investment company (Sec. 36) and to enjoin the consummation of any pl
ar reorpanization (defined to include a merger, dissclution, recapitalizati

and sale of 75 percent or more in value of assets {Sec. 2(a)(32)) which wo

invalve greoss misconduct oun the part of insliders (Sec, 25(:])). Larceny,
embezzlement and conversion of an investment company's property are made
federal crimes (Sec. 27).

Other provisions of the Act are designed to minimize possible adwvers
effects on public investors where insiders, however innccently, act in comf
of interestrs siruations. This is accomplished by limiting perscns who poss
may have conflicting interests, {,e,, investment bankers, brokers, commerci
.bankers, principal underwriters, officers af the investment company, etc.,
spacified percentages of the board of directors of an investment company
. {(Sec. 10(a)~-(d), inctusive), And the act specifically prouvidey that the se
of the board of directors comprising the group labeled "unafEilizted direet
must perform one important funection =-- approval of the continuance of the
advisory and underwriting contracts between the investment company zne its
investment Advieer and principal underwriter -- unless the shareholders
themsalves approve the comtinuance of such contracts (See. 15}, This same
objective of circumseribing the unrestricted acticns of insiders in inatam
where they may have a4 conflict of interests iz rvreflected in provisions tha
subject to the disinterested scrutiny and approval of the Commizszion trans
actions between the ipvestnent company and affillated persong acring as
principal (Sec, 17(a)) and transactions in which che investment company an
the affiliated parsons both participate (Sec. 17(d}). Whan affiliated per
act as ggent Iin the sale of property by or to the investment company, chey
are precluded fron receiving any fee {Sec. 17{e}(1}} and when acting &s br

Erom aceepting any commission except the usual and customary brokerage
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commissions in securities transactions {Sec. 17{e){2)}. Because a
portfolio of securities is readily convertible into cash, the Act
requires each reglstered investment company to maintain its porticlio of
securities. in the custody of {1) a bank meeting certain qualifications,
or (2} a company which 13 a member of a national securities exchange
registered with the Commission under the Securities Exchange Act of
1934; ot (3) in its own custody, buk only in accordance with rules prescribed
by the Commissien. Such rules include requirements that the securities be kept
in a4 vault or other depository whose functions and facilicies are supervised
by Federal or 3taze anthoriey, physically segregated from secorities
af other sersons, and subject ko limited access by oificers and
cmplnyees nf the favestment company {(Sec. FF(f} and Rules 17¢-1 and
17F-2). The Act alsa provides for bonding of employers hawing areass
to the eompany's assets (S=c. 17(z)).
Scckion 10{f) generally prohibits, exccpt LiF approval is
obtained from the Cormigsion, acguisition by & repgistered investmont
cumpary ofF any secvrlty of another issver during the existence 0f an
underwriting or selling syndicate in which the principal smaerwriter
iz an officer, director, member of an advisory hoarcd, Idveostment =ad-
viser or omployee ofF the registered Imvestment company. Sech acquisi-
tion is aisn probhibired if any such investment company officzr, director,
ar member of an advisory board, is an saffiliated nerson of the
principal underwriter, Finglly, the Act prohibits the inclusion in
the articles of incorparation or by-laws of any previsicn whi~® pur-
ports to indemnify any director or officer of tha investment company
against any liakility by veason of willful misfeasance, bad faith,

Bx7as negligence or reckless disvegard of duty (Sec. 17{h}}.
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{h) Sharehnlder Participacian

Creater sharehnlder partleipation in the affaits of investment
companies is furthered by rhe requirement of the Act that managemenc
investment companics malte each share of stork issued after engetmont

af rhe At a voring stock (Sec. 18{i}}., The Cosmissioca’s prowy

regulation applicable to companics veglstered under the Securilics

Exchange Act of 1934 pgoverns Investment companies in the solf-~itations

of thoir sharehalders' proxies (Sec. 20{al)), and, in aldicion, supple-
meotal rules have been promulgated which are particularly applicable

to investmant companies and theoir invegstment adwviscrs (Rule 20), To
(orestall complets frecdom of action with respect bo lavestment policies

and changes therein, the Act requires lavestment companies in thelr
registration statementz to dexignabe their status as diversifisd or.
non-diversif{ied companies, and to doscribe precisely their fnusgrment
palicies (Scc. B(h))., Once cscablished, a chang~ in status from

diversified to non=diversifierd aor from the fundemectal policies cannot

be made withour the approval nf security holders (§Scoc. 13), Additiomal
protections for investors are rhe requivements that, excent in the cases

of a common-law trast existing on the date of enactment of the Act

(5ec, 16(k)), directors nl an investment company be elacted hy share-
hirlders (Sew, 16fal), that sharsholdars ratify the selecelon of the
company'a accourntants (5=, 32(a)), that the ivvestment company file

with the Comhissien annual and sther peviodle reports (Scc, 30{a)-(b))

and disscminate these statements aod other iofotmation to =harcholrlars

(8cc, 30{3)) and that the {iavestment advisory comtract {and hence the irvestc-
ment adviser) be approved, at least initilally, by shareholdsrs {Scc. 15fal}).
This latter provision is lavgely implemented by the provisinon of the Acr which

requires that any advisory contract by its terms must provide for its
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automatic termination Lo the event the advissary contract is assligned
(Sec, 15{a)(4)), thus preventing a change of adviser without the copsent
of the sharczhulders.

fc) Sound Capital Structures

Priar to the passags of the Act, an investmant company could he
organized with little capital, Complex capital strnctures of clused-
and management companics permitied ingiders 12 contrel vast sums of the
public's fund with a dispropertineately small investwent of their own,
Ta alleviate this abuse, the Act initiglly requizes that, as a prers-
guisite to the entyy ipte the investment field and the solicitation of
the publlie's funds, a company 1s required to possesz a net worth of at
leaat S100,000 {(S5ec, l4{ad},

Negistered investment companies gencrally may nob goll redesmabla
secuvcities directly or thromgh an underwriter except at a current public
offeving price describad in a prospectus {(Ree, 22{d}), The price af
redoemable securities sold by members afF che National Aszsociation -f
Seruritics Dealers ("NASD") and ~f sommon stock fssued by olrsed-ond
companies may nor be less than net asset value {Sccs, 22{z), 23{L) and Rule
26{r) of the Rules of Fair Practice of the MASD under Sccrion 22(a)).

The vighr of vedemptinn »f redeemabls securities may mot be suspendod
oF the date of payment pastponed for more than seven days after the

3
tender of thé security to the company or its agent sxeept during any

period when: (a2} trading on the Mew York Stock Excharpe is restricted,

or such Exchange is closed other than customary week-~nd and holiday
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closings; (b) the Commission has by erder permitied such suspension; or
{c} an emerpency as defined by rules of the Cormigsion exigts, making
digpnsal of portiolio securities or determination nf the walue nf net
assets of the company neot reasonably practicable {Séc. 22{e)}. ¥o
reglstered management investment company may issue any of its securi-
ties for services ar for property other thawn zash or securitiers, excapt
as a dividend or distribution to its security holders ar in connection
with a reorganization (Secs, 22{z} and 23{a)).

The Act also prohihits the issuance by management investment
companies of lopng-term warrants or cights to purchage securitics {ssued
by such companies {See. 18(d)), and restriets the issuance by them of
genior secnrities, In rhe tase of closed-eoel companies, debr securi-
ties uvpon igsuance must hawve an asset coverage nf at least 300 peregnt,
whils prefarred stock upon issuance muse, when added to any antstanding
debt securitiea, have an overall asset coverage ol at least 200 percent
{Sec, 18{a}}. These companics ate further limited to one class of debt
security and one class of prefervod srock €Sec. L8(e}), Open-end com-
panics cannot issue genior secwrities, except that bank loans may be
made if a 300 percent coverage in assetsa iz maiantained (Scc, 18({)).
Both with respect to closed-end and open-end companies, rhe Act con-
tains, among other things, provisicns prohibiting the payment of
dividends wheEe 4 company fails 5 maintain these assat coverage ratios

subsequent toe the lssuance of a senior security (Sec, 13{al)).
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Requirements for statutory roserves, restricted investments and
a minimum capital stock Investment of $250,000 are orovigions designed
te increass the safety of Investment tn companies 15sulng Face amoung
certificates (Sec. 28)). |

{d} PFroper Rocord Kepping, Financial Statements
and Reports o the Tommiasion

In addition to requiring inwostment comcanics pericddoolly o
f{ils reparts and financial statements with the Commission and o sond
these statements to their shareholdors, the Act empowers the Commission
to prescribe the preservacicn of cercaln types of books and records
which provide the basis of the fimancial reports filed wirh the Commission
and the finaoncial starements distriburesd to jnvestars {Sceo, 31).  The
Commission has promuleated comproheonsive racovd-beeping rules appli-
cable to registered i{nvoatment companies and has also prescerihed
record-kegping requirements for investment adviscrs and principal
underwyikbers of repistercd investment companies., For the added prn-
tection of Investars, the Commiszzion has promuelgated uniform accounting
rules governing the form and content of financiazl statements of {invesk-
ment nompanics, and providing that investment companies' financial
statements in annual reports musk br cavtified by independent public

accountants [Ragulation 5-X, Arkicles & through 6E: Pule 304-1{h)),
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(¢} Fair and Non-Beceptive Seliing FPractiges

Congress utilized a pare of the existing scheme of the
Senurities Exchange Act of 1934 -- supervision of registered securitics
asgoclations, i,e,, the Wational Aesociation of Securirjes Deaiers --
to promulgate rules ouvtlawing unethical practices by its nembers in the
purchase and sale of the securitics issusd by {owastment companine,
Wich the advice and cooonerabtion of the MHASH, the Commission has issued
a Scatement of PFolicy which prohibite certain fraudulent selliue
practices, In addirtion, the MASD has published examples of ethical
and wnethical practices tn gufde fts memberas in the distribuetion of
investment companles securities,

In the Act growision is made to assnra that shares iasued by
open-gitd ¢companies are offersd o the public at a curvent public
nifering orice described in a company’™s prespactus {Seq, 22043}, The
Acb regulates the sales load {i.c., the amount of the investors' funds
polng to those engaged In the distribution process} which may he
charted on parindic payment plan cortificates (Sec, 27(a}), and provides
that macional seruritips organizarinons or the Commisgion wmay preserins
rules degigned to elimingte wncomscionabls or gyassly ¢xcersive sales
charges (Scc. 220h)). Alen orescyibed iz the Torm of tywet indentores
ro be y=sed gnd chgraes Lo be-made by btrustees and sponsors of unit

investment tyusts (Sec, 26).
¥
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The Commission’s enforcement of all of the foregoing provisinns
is implemented by the authericy to condece dnvescipgaticons (Sec, 42(z2)),
{nstictute ¢ivil suits in the Federal rourts {Sec, 44), and rofor evi-
denes to the Attorney Ceneral for criminal prosecution (Sec, &20=)),

Disclosure Requirements

Zach company required to be registered under the 14940 Act must
file a detailed regilstration statement, as provided by Section 5€4),
containing information and documents similar to those reguired far che
registration nf securftics under the Becorities Acc af 19353 and the
Socurltics Exchange Act of 1934; rthat i4s, makiog cxtensive disclreure
of the business activities, assers and financial condition o0 ihe
registrant, In addition, that provision requires a2 recital ~f rhe
fundamental policies of the investment company, g list of affilizted
persons amd their other affiliatiors, and a statoment of the Busiorss
experience of cach officer and direcror for the nast five years,

Seelbions 20{a} and 20{b)}{1} provide for annueal and Bemi-annual
oy quarterly reports bn be filed with the Commizstion to neep curicent
the informatisn and documents contained in the resistravion feare=ment,
Sani-annual veports to srockholders containing specific types of
information are reguired by Sccrtion 30{d4).

Pursuant to authority granted by Scctions B(b), 20(d) and 3{c),
the Commissfion has promulgated rules specifying the form and content of

financial statements contained in reports filed with the Cammisgisn,



-16-

Scetion 24¢h) requires the sales literature of epon-and com-
panies, unit inwvestment trusts and facs-amount companies to be filwd
with the Commissinnm within ten days after use,

Szctinn 10 requires a written statoment descrviving the source
of dividend payments o accompany such pavmants,

The Commissior purzuant to Sectien 20 has also iesuad rataws
poverning the soliciration of proxiea., Such rules, amone other
thinge, require that proxy material mast be filed with the Cammiasion
prior to Jdistrihution to stockholdsars and met foreh specific veqiidre-
ments for che form and contant of prories and proxy statomonts,

Rzgulation of Expansion and Divesgtment
undgr the Investment Company Act of 1540

The Investment Company Act of 1940 contains no provisions
which are directly designed cither to control tho axpaasion <[ fmvests
ment companies or to vequirs the Jdivesticure of interests either re-
laved or nor related to a particular imdustry, such az bankinge,
Certain provisions of the Inve<tment Company Act, however, limit the
types nr amounts of securitiles which may be acquiced by an ipveztment
company, and this may have an indirect impact, Tnr example, LF an
lovestmant company elects to be classified as & diversifiad management

ot Lot

compauy, then under Section 3 of the Tavestment Company Ach messemeds:
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company or [b) constitute more than 10 percent of the aukatanding
woting sccurities of such Issuer. This might limit an investmonp geen-
pany which choae te classify itself as a diversitied company from
acquiring or holding centrol of banks or of non=banking interosts ex-
cont ant of thae remaining 25 percent of ite assets, Under Section 13(c)
of the Iavestment Oompany Acl, mo registered investmsnt company may haye
a majoriry of ics board of directors consisting of persons who are
officers or directors of any one bank, This might reostrict the opera-
tions of an investment company which was also a bank holding c-;\m[}anj,r,
Tha Comnission would, howewer, have power ro grant asemption Erem this
provision if it was ahle to fiod that such exemptinn was nocessary or
appropriate in the nublic interesk and consistent with the nrotectison

oE inwestors and the purposes of the Investment Company Act,

Scction 12(d4}(1) of the Acr prohibits pyramiding nf investmeont
cremeanios by making it unlawful for a.n:,r. régist*&re{l investment company
and any companies <ontrelled by it to acquire any secuvicy af any mther
investment company, 1§ as a reoselt ofF such acquisition the itvesiment
company ot coantrolled companies will ows in the aggregate more than 9
percent of the outstanding voting securities of such other investment
company, where such other company's pelicy is the congentration nf
lovestments in a particular industry or group of industries, or more
than 3 percént where the policy of the ather compaty is not te ron-

centrate its dnvestments. Howevar, if an investment company holds
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25 neycenc ar more of the wvoring securities of another investment com-
pany, there is no limitatior on additional acquisicions of the voting
gecurities of that company. Sectinn l2{e) providas anothey execeptisn
in allowing acguiaitions by a repistered imvestmont company of socuris
ties of annther invesrment company L the latrer company is a so-rvalled
"wvenkure ¢apital company”, thar iz, engaped ov proposicg to enzaze 1n
the business of furnishing caplral to irdustry, purchasing securities
af issunrs for which mo ready marker is In exlstence or simdilar
ackivitics, provided cartain conditions are met.

Section 12{d}{2} alsn prohibits a repistered fnvestment company
and any companies controlled by it from acquiving any rRecurity issucd
by any insurance company Lf such recistered company and controlled
campanies oun in the aggrogate, ar as a resuelt of such acquisttion
wlll awn in the aggregate, more than 0 percont of the total outstand-
ing votine spgcurities ~f suck insurance rompany {except a security
roceived as a dividend or as a rosult 2 a plan of resrcanization of
any company). However, the Section peruits acquisicion by an invest-
menet conpany of additional shares of am insurance company 1 23 percent
or more of the voting securibkics 2f the insurance company is held by the
fovestment company.

Section 12(d)(3) prohiblcs a vegistered investmen® company and
any companias controlled by it from acquiring securitics of companies

cngaged In tfhe brokarage business or In fhe business of underwrlicing
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and dealing in secwrities, or of an investment adwviscr, unless as 3 ve-
sult of such acquisition che fnvestment eompany or contrnlled companies
will rwn all of the cutztanding secucities af zuch eompany and the
prircipal business af such company is thet of vnderwriting sceurities,
Fule 17d-1 adopted by the Commission exempks from the provigions of
Sectlon 12043{3) certain acqguisitions of less than all af the secenrvities
of the acquired company, if cortain eonddirtions are met, In addition,
fule 2a-3 excludes a bank frem the definfrion of Lfowvesatment afdwvizer
for purposes of Section 12(4)(2), excopt thatr the rule doss wob pormit
any repistercd lnvestment company o any coneralled covnany to porchasc
any securiecy isaued by a bank which ia an investment adviscy of the
roeziacored investment exepany v contrelled company,
Scction 20€c) 2f the Act-provides that a regiscoved investment
rumgany may not porchase any wotbing securitios of any company if, o
the knowladege of che investmen: comparny, crasg-ownershin or cireular-
ownership exiats, or will cxist after sucl acquisition, Sross-
owparshin between khe repistered fnvestsiiont nompary and che jeauer of
such: accuritics 1s deemed to exist when cach ot guch cumpanicsg h=nn-
ficially ouns .nre than 3 percent of the mutstanding voting sccurities
of the other company, Glrcular-ownership exists betwarn two companies if
these companies are Included within a group of thres or morve companies, each
of which beneficially owns more than 3 percent of the nutstandinyg vating seeari-
ties of ona ot more of the companics In the growp and has 3 porcent ol its own
vating securities heneflcially owned by anether company of the gyenp or by zach

of two or mere ather such companies.



Section 25 of the Aet also gives this Commissisn certain prwers
with vespect o acquisibisns by rogisternd investmant conpanics of
assets and sceurities of other companias where such a:quisit{on o=
stitutes a reorganization (Scetion 2{a){32)), »r is a part of a plan
which contemplates a roorzanization af the investmeat coopanv, In
cuch case, Section 25[3} reqaires that infaymation rolat{s; ta such
plan be filed with cthir Commigerinl, Sactiosn 25(4) provides that undor
cartain speecifiad rircumstances the Jommisston may rendey an advisary
repnTt as te the fairmerss I the plan and ies offects on security holders,
Section 25{c¢) autharizes th: Commission to {nstiture orocvedings {n a
Federal eourt regquesting the court te enloin the consermmarion af any
plan of Tearcanization which is grossly anfair or which annstitntes gross
misconduct or gross sbuse of truset on the part nof the otFicers, directors or-

investmont advisers of the registered invesrment company or other sponsor

of such plan,



