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STATEMENT OF THE CHAIRMAN

Bewarks or SExaTon JoHw SFARKMAN, 0K [NTRODUCTION OF THE
Bie (8. 1656%), 1% THE SewaTe, May I, 1067

Mr, Sreanrsman, Mr, President, I introdues a bill proposed by the
Securities and Exchange Commission to winend the Tnvestment Com-
|mn{' Act of 1940 and the Investment Advisurs Act of 1040,

This leriglution is the resolt of a serias of detailed stodies made by
the Commission, itz staif, and consultants. These studies were nuide
Rursuant Le seetion 14(b) of the Investinent Clompany Act of 1944,
anthorizing the Commission, if it Ands that “any substantial further
erenie il the size of investment companies creates any problem
wvolving the protection of investors or t}m pubilic interest, to make o
stady and investigation™ and to report the results to the (oneress.
Vurinns aspects of the mutusl fund industry have beeu <ndied Ly the
Commission, its staff, und the seademic community since 14955, 1o
oyt recent of these, the Commission’s report on the “Fulilic Policy

Iinplications of Investment Company Growth,” was transmitied to
the Congress on December 2, 1966

Millions of Americans -many of thern of modest mesns—have -
vested their savings in inutual fands and in other kinds of investment
eompanies, and many more of our citizens will undeubeedly invest
enrmaons gdditionsl sums in these companies in years to eome. The
amount alrendy invested excesds $46 billinn.

This is a makier of long interest to the Committes un Banking and
Curreney whieh bee jurisdiction over the secorities laws of our
country, Todny this subject is of special importance in view of the
rapid growth of the matual fund industry, In 1940 when the [nvest-
ment Company Aet was enacted, mutusl funds with their 300,000
shareholders and total assets of $450 million were on the periphory of
the securities Industry. Today wuwtual funds occepy n central position
In our ecoivuny, having sssets of over 840 billian and over 2% million
investors.

This bill, prepured Ly the Securitics wud Exchange Comeission, will
ennble the Congress to lake & fresh lunk st the laws whicl regulate our
Ivation's investrent companies, and to determine whether existing
law adequately serves the present needs of these investors and the
national sconomy. Tt will, &t the same time, provide us an oppor-
tunily Lo assurs fairness and equity belween these investors and thase
who manage their toney.

The Banking and Currency Cowmmittes, of which T am chairmon,
i addition to considering the specific propnsals encompassed in this
bill, will seek sugrestions and alternate rourses of action for dending
with these problems. We shall weleome sugeestions from investors
and members of the smutual fund community as well as from the enlire
secrrllles ndustry. Legislation will be recommended 1o Lhe Senate
anly after the wost careful consideration of all points of view and of
the effect of such legislation on the national econuny.

v



I STATEMENT
The bill 15 long and conplicated, mngd U nxp'lﬂnatilgld C;E ‘tlT::: ';}éti
srapured by the SKEO is even longer. Tuogelher i,_ﬁy ﬂ.d d |H | L
1mg9-& For bl reasai, 1 et net nebeing Lo huve the bill an l:ﬂl ::[ ne-
ih:n”ﬁrinied i the Record, as 15 my usiel custom with &
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Thix will make a st useful docuncnb I{imrlue;.i ?’hm: e
sty representatives working en the '|::r1. . dt_axirii L Goe-
avniluble in 3 ur 4 duys, thanks to the outstanding

crnmenl Printing Office,
o thal all members

: 1yl question the wibnesses, RN ; :
E[;;;ﬁr;ul,heﬂ;fuﬂ comamilee it room 500, Niew Senate Office Building,

iTi el h
hesinung June 19, 1967, Those desiring 12 be fleard may :.,egzi{_l_t;\;g]
with Lewis Go Odony, Jr, stofl direetor, telephone mm; 1y 11J1~i‘m,el.r

The Prgpsom s Orfeer. The Lill will be receved nnd apprap ¥
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rd’ﬂmd:tni]l (5. 16587 o amend the Tivesiment f.mn‘m_puug,i.‘!.c; ::Eil!féle
and the Tnvestment Advisers ;‘.cﬁ wl 1940 1,:; G‘l;le;tlfml;tﬁu{ﬂm shie

. et rer pelytionslipe helaween VESLIIET

o pindards governing relatonsnps et siment 1 !
:‘{::?i; investiment advisers and principal nndderw n'mni: ant lrlnm:.-'i:-:at t;?ﬁ,’
f:llﬂ.']'lllr'-t?'ti inteeduced by M Sparknea, wis rereived, re?(‘urrén-ﬁ{*.
{l- wtle ‘anal Teferred Lo the Tanmitbes on Banking and S.nirers
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INVESTMENT COMPANY AMENDMENTS OF 1967

Press RELEAsE Frow THE BECURITIES AND EXcHANGE CoMaISRION
Recanning & 1659

SES SUBMITS LEGISLATION PROPOSALS To CONGRESS ONX INYEETMENT
COMPANIES

The Securities snd Exchange Commission announced today that it
Lad submitted to Congress legislative proposals uonanimously recom-
mended by tie Comnission to amend the Invesunent Company Act
of 1940 end the Investraent Advisers Aet of 1840 They would provide
sdditional protection for mutual fund starehobders in aress where the
tremendens growth of the industry sinee ennctment of the Invesument

lampany Act of 1940 has crested needs which were erther unantici-
pated or of sceondary inportance ul that time. Between the end of
1940 and June 30, 196G, Invesument company assets increesed from
about 82,1 billion to $46.4 Lilkion, Mozt of thus growth was acconnted
for by mutual funds, whese net assets increased from $430 million at
the ened of 1940 1o about $3%.2 billiun ab June 30, 1966, By the end of
1985 there were more than 3,500,000 mutual fund Investors s com-
pated with lesg than 300,000 1 1940,

The {loimmission’s proposals are the outgrowth of studies made by
or for the Clommission pursnant to Congresstonsl dircetion, primarily
that contained in Section 14{hY of the Investrnent Company At of
1640 which suthorizes the Commission if it finds "that wey substantial
further increwss in the size of investment companies creates any
problent involving the protection of investors or the public interest,
to make o study and investigation' und (o report the resulis to the
Congress.

The first of these stndies, which commenced in 1858 pursuant to
Commizsion direction, was made by the Wharton School of Finance
and Commerce of the University of Pennsylvania, The report sub-
mitted 1o the Congress in August of 1962 (ound that the more im-
portant eurrent probems in the mutoal fund indosiry involved po-
tential contlicts of interest betwaan the fund manngement and share-
helders and the impact of Tund growth and purchases on stoek prices.
The Wharion School Heport was [ollowed by the Repurl of the stafl
of the Commission's Special Study of the Securities Markets which,
insufar as mutus) Tunds were concerned, examined sales of rmutual
fund shaces including sales practices and the specinl problems raised
by the so-called front-end load in the sale of periodic payment plans
for the necumulation of such shares.

Meither the Special Study por the Wharton Report was o reperl
hy the Comimisston. Fallowing pulilicstion of these reporis tlhe Cam-
mission nndertook to evaluate ihe public poliey questions that Hey
ruised us part of an extensive study of its own and Lo vepoTh i recoun-
mendations to the Conpress. The results of that stady are freond i

'
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the Comniission’s Report un the Public Policy Iaplications of Invest-
ment Company Growth which was transmitted to the Congress ou
Deeernher 2, 1966 and published as House Report No. 2247, BOLh
Cong., 24 sess. The lemsietive propossls Lransmlltted_ kerewith ure
designed to carry out the reromniendations contrined in that report.

Arens of primary coneern in the report included the coats of man-
weeertienl and sales charges, Mutual funds, although ordinanly orga-
nized either as corporations o as Insiness trusts usaally ars manazed
and operaied not by tHeir own officers and employees but by separate
entities which provide management and advisory services under con-
tract with the fund. Traditionsly these contracts have provided for
cotnpensation v e basis of a pereentage of the assels of the fund.
A the Iunds bave grown i size the amounts of management fees have
likewise grown and the Commission's report coneluded that econoinies
of senle in the cost of mannging large peols of assels have seldom been
<hared eqnitably with investment company sharelwlders. The pro-
pered lemislation wauld expressly reguire that management fees be
vensonable and make this standard enfureeable in the courts. How-
gver, Ay persot attacking the regsonubleuess of a management fen
whiel lued been approved by the fund’s directors us requived by the
Tnvestment Ceonpuny Aot wonld have the burden of proving that thre
fee wis anrensonntle, A rerpiivement that the fee be reasonable would
appert inberent in the fiduclary velationship between lnvestment
comipany ~hareliclders und an investinent advisery organizuiion which
in i effactive control of the and, The existing provisians of the In-
vestrent. Coaupany Ack, however, provide no adequite mesns by
which sueh u vequirenent iy be enfurced. .

The progosel lesislation wonld alsi place & 5755 copling on charges
Cear moetaenl Endol subes, subjert Lo a power i the Liommissan Lo grant
exeeplisms where appropriste,  This prupesed maximum chage woyld
il Besnbslmninily greater chan the sales charges generally prevailing
by the securities nuarkets sueh as stock exchange conimi=2nms o aver-
the-coumter mnvkaps for securilies of eoparsble guthiy.  As s
vesuill, i pard, of the resale price wsintenanes scheme provided in
Sealion 22{d] of the lnvestment Company Act, which the miutaal fund
industry regards ws important for the preservation of the exmstiny
pinttern of distributn of snch shares. competiion i it operated
L rodnee sales lnads, Rather, the sules cliarzes paid by the average
or sl investor have tended Lo Incrense as INvesbinenl Conipanies
eompeled for the favor of dealers and their salesmen. _

O particular conrern are 1he sales charges paid by these investors,
seanrally soall investoes, whin acctminlaie matua Fum_] ;_,}:-.m?r_a h_l‘!.'
nunthly payrents over & period of years,  Under the extsting provi-
NTTATE t.Hm slataiie, up ko 509 of the firsl years payments muy Le
deducted for sales charges.  The Uerinission’s suady as well as e
Special Study showed it 2 substantial portion of such investom are
anable wr unwilling Lo complets their plans, with the resalt that
up 1o half of the meney that they pay in goes for sales costs. I'he
proposed legisiation would climinute the front-end load feature aul
require thint snles chasges be spread egually over all payments, b
pebiieimg (e abdne vsk of boss sufferad by those investors whi du ot
complete their plans, as well s making sure thet & greater proportinn
ol Ve money paid by wn mvestor is invested for bl benefit. .

Tl proposed lerislation would alze contain olher provesans wlich
are designed primanly b facilitate the administration and enforeemeént

PHESS HELEASE IO SEC Tx

uf the [nvestiment Company At o #linins e cortain anomadons
stlnn s, andd o ol ind crrecl certagn provisions,

These lerishitive propesdls recognize ns did thoe £ nmmi<ion s reyang
it e The whole Uhe investisent cotnmey tdwsty eetleces Jilivenn
TG e by codnprelett pers=ons, that the ndustey bas provided a
vsefi ] aned desiestble menns for investors we chlain diversificatime of
mvusirment riska and profes<ionel nveserent paracement wnl Lhar
drastic vianges in e Investment. Onmpaiy Act o 1940 ard ol
teganirenl. The Conmmissoom believes, however, thay enacinetn of
tiese proposals would sssore feirer treatiment for tlee milijons of
Amaortenn:, Ineloadier wany of medest aeans, who have chesen 1o
mvest ey billioes of dofless i investmen L ey seeitie.

The Burean of the Budget advises that ennciment of legizslation
skemg the lines of the Commiwion's proposal: would be fn accord
with the program of the President.

The principal legislalive propossls otlier that those relating te
mamuf!eumm Tees, hasie sales wnd front-end lopds sre as Tollows:

b fnsider Frading in Poctfolic Secerities. A new Section lTil]'}
would be added to the Act to empower Whe Conunission specifically
te ndapt rles and regnlations with respect to trading in seeurities
Boalel o lJ{:ing m_'quil'efl I_l_1,' in,'l.-'e.ii{,jnent ] uni,uh‘ h:,.' LTt .ﬁ.ﬂ‘llitltﬂd
with =il coanpunies. Thiz projosal w:m]frl [l the need for hetter
definitions of standards and eodes of ethiss with respest to Insider
trading in investment company portlolin securitie,

2. Capited Guins Pidteibufions - —Section 1% of the Act waonld bhe
armetided cenerally tu probibit investment covapanies Iror distrifanting
realitzed capital gains to -harehalders mote than oes o vear. This
proposal would require all investroent companies to conform v the
practice now followed by the majorivy of Investinenn cumpanies.

A Iiseiphingry Proceeding:. Section 9 of the Act, whieh presently
disgualifies frin wssoclation with an investment company persons
cwvicled or enjoined on the basis of specified acts of misconducr,
writhd b wmended w conform to e eorresponding provisiens of the
Securities Exchange At and the Investiment Advizers Aot by av-
thorizing wdministrative procesdings before tbhe Conmmission to de-
termine whether or not aoy person connected with oo mvestment
company has willlully viu].ut{:}l the federal securities laws wnd il so
what zaneeions, if any, should be imposed i Ue public intoeest.

4, Breach of Fiduetary Dty —Section 36 of the Aot shich presently
pernuts the Comimission to seek an injunction against inveztent
company managets allered tn be guillty of gross misdonduet or gross
abuse of trust, would Le erended to authorize action aguinst soch
persons {or breach of fiduciary duly Lo the Invesbuen, company and
o give the court preater flexibility in cloosing remedies,

b, FHzinferested lirectors — Seottons 20a), 10, 16 and $24a) of the
At would be amended (or the purpose of vequiring that persons
acting s so-called independent Ein:[:tum: of investment conmpanics
be antively independent of and disinterested in ihe mausgement,
Thiz would exclude, amaong other things, persons having close fnmily
business or professional velationships i'.'it.tl manugement Trom being
elassified a: independent  dirpetors,

G. Tranzfer of Frvestment Aditgory Comtracts - A pew Seclion TA(g)
would he added Lo the Act to prohibit the iransfer of investmeni
advisory or managemend contracts with lovestment companies en



X PRESS RELEASE FROM SRC

terms which are hurdensome oF Incquitable to the investment
EOIMDARY, ) .

7. Fund Holding Companies- Section 12(d)(1) of the Act would
be amendad 1o probibic the creation of pew fund holding companies
or the acquisition of additional seeurities of registered investment
rotpanio: by existing fund bolding companies. At present enly one
sucll arganizaiion, the Bwiss-based Fund of Funds, Lid., has attained
substantial size,

There would be mumerous other amendments to the Investment
(loopany Act, most of which are desigoed to update 11 provisions
Lo ehliminate inennsisteneies and to delete certain exemptions which
have beon found 10 have been unjustified.

AMENDMERTS 10 TNE INVESTMENT ADYISERE ACT

The Investment Advisers Act wonld be amended to conform its
pravisioms for diseiplinary action o the 1964 Amendments to the
Securitis Kxrhange Act of 1934 and o eliminate the exemptions

from the Act [or investment Advisers serving Invesiment cOINpanies.

Leiter of Transmittal

SECURITIES AND Excyawse CoMMission,
Washinglon, B0, May I, 1067,
The PrEYIDENT OF THE SENATE.
The Sreskkr oF THE Houste or REFREIENTATIVES.

Bik: I have the bonor o dansinit legislative proposals unanimonsly
recommended by the Securities and kxchange Commission with the
hope thet they will be inlyoduced wnd enacted in this firse session
of the 90th Congress, They would provide additienal protection for
mutual fund shareholders 10 sreas where the tremendous prowth of
the industry zince enactment of the Divestment Company Aot af
15940 hps created needs which were either unanticipated or of sceondary
importance st that titme. Batween the end of 1940 and June 30, 1960,
investient company sassets increased from ahout $2.1 billion to
%46.4 hillion. Most of Lhis growth was sccounted for by mutual funds
whose ret sssets increased from $450 million at the end of 1940 to
abont $38.2 hillion at June 30, 1966, By the end of 1965 there were
more than 3,500,000 mutuel fund investors as compared with less
then 300,000 in 19400

The Commission's propesals wre the outgrowth of studies mude by

or for the Commission pursuant to congressional directiom, primarily
thal contained in section L4(b) of the Tnvestrnent Corapany Aet of
1840 which authorizes the Commission if it finds “thet any substan-
tial further inerecase in the size of investment companies creales wny
problerm involving the protection of investors or the public interest,
1o make a study and investigetion” and to report the results to the
Gun%'ress.
The first of these studies, which commeneced in 1958 pursuant to
Commission direstion, was mide by the Wharton Sebonl of Finsnee
and Commerce of the University of Pennsyivanin. That report sub-
mitled to the Congress in August 1962 found that the more hnpor-
tent current. problems in the mutusl fund industry invoived potential
conflicts of interest between the fund manapement and shareholders
and the impact of fupd growth and purcheses on stock prices. The
Wharton Report was followed hy the report of the staff of the
Untnmission's Special Stady of the Securities Markets, which, lusofar
us wiutuel funds were coneerned, examined sales of mutual fund shares
including sales practices and the special prohlems raised hy the so-
callad i'mnt-enﬁnud in the sale of perivdic payment plans forthe
wccumulation of such shares,

Neither the Special Study nor the Wharton Report wis & report by
the Commission. Fellowing publication of these veports the Com-
miszion undertock Lo evaluate ibhe public policy guestions that they
raised as part of an extensiva study of its own and to repurt its Tec-
omimendations to the Congress. The results of that study are found
in the Coounission’s Report on the Public Policy Trplicaticns of
Investment Company Growth which was transmitted to the Congress

1



2 INVESTMEXNT COMPANY AMENXDMENTS OF L9667

ait Derembaer 2, 19646, and published as House Report Wo. 2337, 59th
Congresy, socond session. The lemidative proposals trangmitted here-
with are designed to caery out the recommendations condained in
that ropert.,

Areas of prineery conearn in the report included the custs of manage-
ment vl sales charges. Motual funds, although erdinavily organized
gither as corprratinng: o as business trusks, usually wre managed
sl rperated ol by their own officers mued snployess %)ut by zeparate
entitites which provils managetoent and advisory services under eon-
teact with the Tund, Treaditionally these contracts have provided for
eorppensalion un the basiz of a percentuce of the wszets of the fund.
Az ihe hutds Teve geown in slee t.ii: amonits of management fees have
likewise grown and the Commission's report concluded that economies
of seple i the costs of wanaring large pools of nssets have zeldom
been shared equitnbly with investment company shaveliclders, The
propozed lecislniion wanld expressly regqnive Wiat manageinannt {ees be
redserhle and wake this standard enforceable in the conrta. However,
any persot attacking the renamablencss of a manazement fee which
el Been approved by the fund’s directors, as required by the Tnvest-
ment Company A, would have the burden of proving vhat theleswas
unvensanable, A roquiremcnt that the lee o rensonable would appenr
inherent 1 the fidaclary relationship helween investment compriy
shorsholders arel on investment advisory organization whicly 15 in
effective coniral of the fund, The existing provisions of the [nvestment
Crnonpatiy Acd, however, provide no adequote means by which such s
requirsient mayv be enforeed.

The proposed legizlation wonkt also place w S-pereent celing on
eharges Eor rmatuad fund snles, subject 1o a power in the Commission
tn oraut exceptinns where approprinte. This proposed maximum
charge woubd still he subslantially greater than the sales charges
senelubly prevailing in the seenrities markets such ss stock exchanpe
comrirsinns oF over-the-counter mark ups for scearidies of comparable
guality. As w vesult, in part, of the resale price naasintenance schaine
provided i aection 22000 of the Tnvesinent Company Act, which the
muitnunl fund industry regarvds as importani for (he preservation of
the existing pattern of diatributien of such shures, comipetition bes uot
uperated o vedues sales loads. Kather the sales charzes patd hy the
averpse or sl investor have tended to incresse ax investment
culpauies comipeted Tor the faver of deaters and their salesinen.

OF partienlar concern are the sales charpes poid by trose investors,
generally sinall vestors, who accunulate mutual el shares b
memthly payments over o perded of vears. Under the existing provi-
sinng of the statute, vp b 50 pereent of the fivst, year's payments mey
be deducted for sales charges, The Commiasson's study as well as the
specinl study showed that a snbstantial portion of sucl investors are
nnahble or wowilling to complete their plavs, with the result that up
torhadl of Lhe money that they pay i goes Tor sales costs, The proposed
lesislation womld eliminate the front-ond load ferture zl]'!(i TAY U
that sales charges be spresd equally over ail paymentz, shus redocing
the wpdne rigk of Joss snffered by those investors whe dn not eomplete
their plane, a5 well as makiog sure that & greater proportion of the
ey pald by aw investor iz iovested for his hencfit.

The propesed Jegislation wruld also centaiu other provisions which
ave desighed prmarily to fueilitate the administration and coforcement
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of the Investrment Company Agk, to elimimate cverlain spomslous
situations, and to update and correct eertain provisions.

"T'hese legislative proposels recognize as did the Commission’s report
that on the whole the investment company industry reflects dihgent
mansgement by competent persons, that the industry las provided a
nsefu! und destrable means for investors o oblain diversification of
investent risks and professional investment managewent and that
drastic changes in the Tovestment Company Act of 1940 are nol re-
guired. We believe, bowever, that enactment of these |:mim5a,l:-= wild
pustite [oicer treatument for e milliens of Americens, mcluding many
of modest means, who have chosen w invest meny billions of dollars
in investment company securitics. o

The Bureau of the Budget advises that enactment of lepistation
along the lines of this bill would be in accord with the program of thr
President, o

By direction of the Comntission.

Manuvel F. Coney,
Chairman.



ANALYSIS OF THE BILL (5. 1659 PREPARED BY THE SECU.
RITIES AND EXCHANGE COMMISSION

IxTionucrens

This statement explains the legislative proposals recomemend ed by
the Seenrities wnill Kxehange Commission te simend the Investment
Cuompany Act uf 1940 and the Investment Advizers Aot nf 1940. They
winld provide additional protection for inyvestnient. company share-
liolders in arews where the tremendoms srowth of the industey since
[0 has erenied needs whick were sithay unanticipated or of secondary
inpertance i1 1940

The degislative proposols would implement the reconimordnlions of
the Comunissinn in ils report entitled “Pablic Policy Tmplicavions of
bavestanent Comipany Growth," Honge report No. 2337, 80l Clomgress,
second sesston. That repart was the outarowth of stidies et comm.
menced in 1955 made by or for the Comntissivi MITsuAnt Lo congres-
slomal direckion, primarily that contained in seetion 14k} of the
Lnvestuiednt Company Act of 1940, which authorizes the Clumnizzion
If it finds ““that any substantial further incrense jn the sige of invasts
Mot companies creates any problem involving the protostion of
investors o the public interest, 1o miuke a study and investigation®
ard Lo report the results o Congress.

The areas nf l']11»|‘J'm:1r:,r vaneern in the raport included the cost of
wanggemient nnd sales churges to mutusl fund lovestors, Part 4 of
this statement discusses proposed amendments to the Investmant
Company Act which would expressly reqiice thet mansgernent com-
pensalion he ressonuble and provide [or the epforcement of this
slandard in the courts. Part B of this legislation discusses the proposal
Lo amend section 22 of the Tnvesument Com any Acl Lo place a
G-pereent maximang on sales charges Tor wninsl fond shares, subjeet
o i power an the Clotimission to grunt exceplions where appropriate.
Part B also explains the proposed amendments to secliong 27 and 25
of the Investmrent Company Act which bew pernit the deduction for
siles load purpnses of up 1o 50 percent of ihe first ¥ear's payments
nmude by investors who aumlmulla.tn imvesiment company securities
by monthly paymenis over g period of years, The proposed legislation
wontld eliminate this seecalled “front-end load” and require (hut sales
charees be spread equully uver all payments.

Tl remnaining puris of this statement explain vanious vlher proposed
amendnments which are designed primarily 1y facilitate administration
und enforcament of the Investroent Com nany Act and the Investmens
Advisers Act, to eliminate certain anomalous sitiations, and Lo update
adl eorrect certain rovisions,

i
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] INVESTMENT COMPANY AMENDMENTS OF 1967

PART A: MANAGEMENT AND ITS COST

SECTON B, AMENDING SECTION 15-- STATUTORY SPaNDAMR OF
R rasoy¥asLENESS

Section § of the bill would wmend section 15 of the Investment
Clompuny Aei to apply to &dvisory fees and oiher forms of compensa-
{ion received by invesiment colnpany MAnAgers an express statulory
standard of reasonableness, This scction of the Wil deals with prob-
lams that are deeply rooted in the omigue struetural eharacteristics
of the mvesimeant cotnpany indusiey, characteristics Lhatk are espec-
inlly marked inats mutusd fund sector, Unlike most olier American
enrporations nnd Ranneinl instititions, which employ theie own staft
to mannge their afinirs, molual unds typically receive investment
adviee ard munugemeni services from separate organizslions which
are ewened and coulrolled by the organwers of the fund or their
suectsanrs. A very swall minority of existing funds are “internally”
sitenged. .

The separabe “investmicue advizer’” s cumpensated for its services
by ah wbvisory fee alntosk mlways based on a pereentage of the fund’s
red aszzets,  Fradilionally, the fee Las heen zetin the area of one-lalf
of 1 poveent of avorage net assets, Alibough the growth af the nrutual
funds Tae resulted i very substantiol management cconomiss, in
many cases these ecanemies nf gize have nou been adequately shared
with the Juouds and theie sbockholders.

The close relntiomships that traditionally exist befween the funds
anel Walr ndvizers have preeluded either effective competition for
advisery eontracis or meaninginl arm’s-lengeh bargaining over Jees.
I o swhstantinl nomber of instuneces, the pereent fee abe hos been
vecbiear] Tor net assets in exeess of o designoted amouut, bt the re-
ductions are often insubsiantinl, oven for the larger funds, The
manaeement aud advisory ensts of the externally manoged funds
are. an a general rule, appreciably higher than the corcesponeing cosls
of mternalty monaged fands of comparable size. They subatantially
execad 1he fees eharged by investment advisers to other types of
clienty far porlfoli munagerent and advice.

Monagement compensation was ot considered o major problem
i e relatively smud! investent company industry of 1940 The
wet, Lherefure, inelnded enly o “few elemmentary safeguards™ tu quote
the phrase wsed Ly ithe Connmission's spokesmon in the Senale
heurings of THO—meinly o requirciient that advisery confracis be
diselosed Lo, wnd  approved by, shaveholders and "unathilisted”
diteetors. These snfesiards have not proved eflective in providing
fund shorehobders with a meaningful share in the econemies of
gize (o which the reowth of the funds has led. Moreover, some courts
hive beld that shureliolder upproval limits judicial inguicy into the
fnirness f advisory fecs and precludes o remedy in the absence of
faaste’ )

The bl would incorporats the standard of reasonableness into
the wrl by substituting o new seetion 15(d} for the existing section.

1. THE 3COFY oF THE STANDARD

Propused seeiion 15(d) would stale expressly that compensation for
atrvices to o registersl investment company rescived by any invest-
nent adviser, alficer, director, and controlling persen of o1 principel
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underwriter [or such s company shall be ressonable. The sain throsk
of this section wouid be towdrd the fees that invesiment adyvisers
receive for the advisury and other muanagement and administrative
services that they supply lo externatly managed investmend com-
panies.  Fees of (his tvpe constitnte the priteapal Toem of managemnert
cotrpensitivn In the nvestment company industry.  The standard
of repsomablencss wonld also apply to all forms of manszerial com-
pensatiot ut Lhe investiment company indusiry, inclwding salaries,
commissionz, fees, and payraents received by oflicers and dircetors,
including trusiees, of the so-called internally mahaged companies.

The stundard of reasonahleness would apply G cotapensation for
servives provided Lo an investment company whether or not dedneled
oin the books of the investment compuiy from ench seenrity honlder’s
accomnit and would similarly apply to adiminiserative fees and charpes
dedictod Troan the secouns of vsers of withdirawal plans, reinvestmient
platiy, wod  optionel  services  offered o Investiemt  company
shareholders.

The propraed seetint wonld apply {0 cempensation for sevvices te an
investment eampany only when recelved by its inveatinent advisers,
principal unilerwriter, officers, directors, condrelling persins, and
peraonc affiliated with such persons. The stundurd wonld be insppli-
enbla Lo eonipenaation for services Mrnished to tovestent emmpanies
received by persons whose relattonzhips with those companies are noab
eensstent with cenniue arms-length bargaining batween buyver and
seller. Thus frr example, dealings hetweet an Investtnent eninpany wiwl
banks arnd printers would not be subject to the standucd of reasonalde-
ness wnless, by virtne of other relalionships, suebe persans oceuny the
abalns of Nduciaries for the investracnt compeity.

The atatutary atendard of rensonablencss would not interfere with
the internal colnpendalion arrangements of investinent advizers to, or
principmd nnderwriters of, invesiment companies. Advisers and prinei-
patl wnderwriters would he free Lo reweunerate their offivers, dirgetors
and emplovees inosach Easlion as they wishod,

T AT'PLICATION UF TEHE STATIRAHID

Seetion 30c) of the bl sceks to Taeilitate well-informed sdirectorizl
eunsicleration of the matters relatinge ty advisery faes Tt places invest-
et company directors under a duty to request and evaluate —ad
imposes a eorrelative duty on investment advizers in fornish -the
information ressouably vecessaty to drierming the ressonablemiss of
the compensation provided For o an advisory coneraed.

Reasonalleness would, of fourse, have to he deteemined in the fight
of all fuctors relevant o that msue. A aumber of tliose Tactors are
specified o proposed new scetion 130002

(lavse {A) would reguire sonsideration of the nates and extent of
the services o e provided, bused oo separate evuluation of the co-
peusation to be paud for Investment advicory seevices wul of the com-
pensntion Lo be paid for all otler servises. This evaluating wonld be
fueilicated by section 8(a) of the bill which would winend sectbon F5{a}
of the sel o reguire Wit advisury contracts desoribe precicely and
“separately' the compeisation payable for the twn types of sevvices.
This requirement. wnuEd recopnize the difficulties which are inherent in
evalugting &n wdvisory fee whick (as is typically the casc) calls for o
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lump sum payment covering both professional services required for
invesiment management and routing admimsiralive services incident
to the aperation of iInvesument companies as corporate or trist entibies.

An dlustretion of the apphealilicy of dause (A}, which requires
comsideration of the nature und extent of services provided, is furmsied
by those situntions in which an investment comprny has two nvest-
ment advisers each providing u different secvice. [t would, of course, be
imrensonable to pay each of the fwo advisers at & Tate which would
constitute the maxinonun reasonable compensatlon tu a single adviser
who assumes romplele manggement responsthility.

Unuler clause [I{"'J the quality of the service provided would also e
relevant te Lhe teasonableness of an advisory fee. Thus superior m-
vestment performance in relation i s fund’s abjectives would be cn-
titled to ayiproprite recognibion.

Clause %t, Jtntes the principle that mutual fund sharcholders are
entitled Lo an gguitable share of the sconomies attributable to the
prawth of their funds. It provides that & deilermibialinm as (O TeAsOn-
ableness shall include considerstion of the axtent to which the com-

ensution of the adviser takes imto sccount sueh econoinies of scale,
wmebuding econotoies attribitable to the operation of wlher 1 vestment
compunies managed by the sarne adviser. Ti also makes clear that
consideration should be given to the refiection of econemies of scalen
the compensatipn received for investment advisory and other services
rendered 1o nternally munaged investment campanies, nthpr clignts _uf
investment advisers and other fingneial Insticutions. As pointed out in
chapler [T§ of the Comuvission's report, the advizory fees charged to
exlernally manuged investment companies are generally substanlially
hizher than the fees charged to other bypes of investment audvisor
chents, such as pension and profit-sharimg plans and individual ad-
viegry accounls, Since charges to these chents (s contrasted to -
vestineni. compantes) often are influenced by strong competitive
forces, they tentd te reflect to & much greater extent the decrensed
cost per dolliy managed of large aceounts. ] )

The managemnent of investruent comnpany pertfolics has many
charseteristies in common with the management of other types of
large investment securities portfolies. Accordingly, the fees Toceived
by the menagers of other types of porufolios can furnish meaningful
glidelines for the application of cthe swundard of remnfmblepeﬁs to
Mvieskinetth eom iy narisZement compensalion. As the [;-Ommlssmﬂ &
vaporl wotes, lowever, there are a number of differences in the nature
andd extent of the investment management and administrative sermces
provided various types of investment media and accounts. Clause
(3, therefare, would provide expressly that due allowance be glven to
these differences wihen comparing the fees for manngement and ad-
ministrative services by other financial institutions with the eompen-
sulion recelved by Wivestrment cofpany IMLnagers. .

Clanze () provides that the reasonableness of :1dvxsqry fees ve-
ceived from an livesttnent company would be evaluated in the light
of all other hewalils diveculy or indicrectly received by the investment
adsiser by virtue of its relationship Lo the company.

Cluse {123 would make clear that ati evalnation of the repsonable-
e nf atdvisery fees ie not limited 1o the specific factors enumerated
in section 15id) bul would include such other Taclors @s Ave appro-
priste aud muterial. Ordinarily, no single fastor would be deter-
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minstive of reasemableness,  Wor example, an advisery Tee pmd by
a no-losd Tund or a charge fur execution of x portfolio fransaction by
an affihated broker-desler may, in light of ather factors, be wnres-
sonebly high even though below the maxiinum charge expressly set
forth in tie pet.

The standard of ressonablenes: would not, of course, prevent
thuse afliliated with investnient companies from readizing profits an
the serviees they provide to such companies,  Its ctfeet would be
to muke clear thut those whe benefit from Gdosiary relationshins
with Investment coupaniss sheald obtein no grester rewards foa the
serviges Lhey Turnish 1o such companies than they woulid expect to
obain from pureliusers of Lheir services with whom ihey {]!enl{. at
arma' lanpth.

i ENFORCEMENT OF THE SYaNDAKD

The applicability of the standard of ressviabloness provided in
propesed section 15(d)(1) weonld he postpened wnder section 28 of
the Lill uneil 1 year following ensctment. Thereafter, netions 1o en-
force 1he standurd would be poverned by the provisions of sectim
1afed.  Hectiem 100d}3) wanld provide that the party atiackinge the
rensunablencss of managerial compensatinn received pursuant to an
wdvisory contract or cther arcatigement wpproved or otherwise with-
wized in complinnes with the procedures see forth in the act would
have the burden of persuadivg 2 rourt by a preppnderance of the
evidence that siwel compensadion wus unreasoenuble, While recogrnizing
thatl the primary vesponaibilicy for o determination as tn the poason-
ableness of comwpensation  lies with oestment company directors
this previsien would elindante the eficet of cortiain State cowrt decis-
iems whicl bave leld that shareholder or directorial approval of
aelvisory comtracts operates th chatge e standard ntherwize applica-
ble 10 sueh transactions from feirmess o “waste” Duder the “wiste'
standard, the parly =eeking to overtirn & contracl st prove Lhit
the compansation whiel it provides s grossly and shockingly exeessive,

Sectioonn 1A wanld provide that B recipients of unregsonohble
connpensation wonld be the only persons freae whoin recovery cauld
bie ehtained.  Under section 15001 such porsons wanld be Jialle anly
for the unreasemable portion of the challenged compeisation aclnally
received by thein, ]Biﬁiraterfﬁtetl dhivectars wnd athees whao recorvad
o rart of the unreasonable cowpensation wonkt have axplicin scatu.
tory protection against personad il Ly

Propozed seetion 150d) 4y would provide a 2-year -tainle of lnsila-
tiogei in section 150d) cazes. This iimitatinn recopnizes the need nof
inveitment company Wanagement organizations, many of which are
publiedy owned, (or & rueasnre of secnrity with regpecr w the evenoes
and varnings they reccive from the invesiment catipanics Lhey serve.
Ahsent w limitation on recoveres of sonpensation sabsequenily
deeried ve heve bheen paid in viddation of the sialurory standard of
reasonalleness, the Rabilitics created Ly such s stalutory reguirement.
wight operale with voduwe harshness on ihnse oblizated te comoply.
This iz partienlarly so becanse a deternination of nnressonabloess
depends on & verely of cireumstaoces.

The limitatioms on the recovery of compensation paid in violarion
of the standard of reasnnableness would apply only to szuits based on
propased section 15(d]. They would not deropate fram such reruedies
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as are presently wvailable under existing law for breach of duty by tha
managess of investment companies. If, under applicable Siate _law
standards o uiider the existing provisions of the act, a Tight of recover,
exists, il would e unaffecled by the Commission’s proposed amend-
ment. However, under no circumstances could there be double recover-
ies of the zame sum, . ) _
Fiually, section 15(d)(8) would provide that n finding thet compensa-
{ioh is uoreasonable would not be deemed a u'{nlnufmlnfr the act for
purpeses of eriminal prosecution or udrminstrative disgiplinary acticu
under the Investinent Company Act, the Secarbe: E:m_ha.nge Act ar
the Investment Advisers Act. Thus no person wonld be hieble to erim-
ina] prosecution or disgualified from partieipetion in the investment
ermpany or securities ndustry selely becsuse his compensation has
heen found unfessoneble under this section.

SueTion %{e}, AppIng New SEcTIon 13(g} —PRORIRITING Bruruen-
SOME TrA%sFERS 0F Mamasenest RELATIONSHIPS

secwion 5{e) of the bill would add o new subsection () 10 EHELIUIH: 11?:
af the Tovestient Company Aet to u]?mhltnt investment advisers
and Wgir affiliated persons from (1) selling the adviser’s assets oT it
spck, or (23 obtaioing uiler benefits in counection with transsrtons
by which sawmeane else eitlier ohtaing control of the adviser or susceeds
to the ndviser’s relationship to the Investiment eompany, whenever the
transnciien < accompanied by terms, eonditions, of U nierstantdings,
paprress or wiplisd, that are likely £o be inequitable to the investment
cotnpuny by nposing additional burdens vn i, by hmiting s freadom
of aetion n the future, or otherwise ) .

The problem dealt with in this section of the nill arlses Fljnm‘thzf
fact that either the stork or ihe wssets of the separate organizatlons
that comtred the pffairs of extervally manapged niutusl funds can he.
boupht and seld just as the stock and the nssets ol wther types of
COT[HNRLITIS Are bowght and seld.  The sale of & tnanagement orguni-
aaton s of great importanee to a fund and its shareholders, since 1t
affen means hat e new persan or geoup of persons will ke mansgin
the furd,  Since the management oTganadion s control of the ;uuh
b nsmg)lv Tbs rost valuable asset, Wie price paid for that organization’s
siurk or its asuets relleets the expectation that the buyer will be uble ta
anceead 1o the advisory, brokerapge, and underwoiling revealas abtain-
able from this conteal relationship, Tt is in the interest of the selling
unager to obtain for lumself the highest price for this relationship.:
A interest of the fund wnd its sharebolders, on the oiher band, is to
obtain the best available mansgement at the lowest cost.

Althungh the aet presently regquires that any new H.(l\'l‘:‘:ﬂr‘}'.l‘ﬂ]u-
Lisnship e approved by » majority of the fund's shareholders, thva:
Clrmmanssion's experience raises a serivus (pesiion as Lo the adequascy
nf this safeguard to pratect shareholders from transfers of mniageriel
relatinnships that ave adverse Lo thelr interests, This s particulary
trnwe i Hehe of the control exervised by whe fund managernent over
the soliciintinn of shareholder proxies. The propesed amendment
wonld incorporate into the act the traditional obligation imposed on.

those wiin seeapy 8 fiduciary relationship v s compeny 10 refrain
fromn sing that relationship Jer personal profit to the detriment of the
company und s sharebolders, Tt would not apply to sales of stock in
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investment company manageent organizalions by ordinary public
investors whose only relationship 1o the investouent selviser is that of
securiny holder.

 The scope of the proposed winendment e ol liiked b situstions
involving s sale of the assets or the stock of au advisory organization.
It would reach ail types of Lenefits th predecessnrs o suecession
situations, For example, il an affiliated persen of an investment
plviser assists anether person in suvresding Lo the advisory relation-
ship with the company and in reture obinine a coaraes of employiment
from the investment rompany, the consideralion received in connee-
tion with that employment. eontract would e subject o the proposed
statutory standard, Another (ype of m=e to which the amendment
would apply s one i wlich the successor-adviser arrees to direct the
investment eampany’s hrokargee business o the predecessor-adviser
ar to an affiliate of the Eaiter. Such an acrangement irnposes s fresh
hurden on the mvestment company wnd alzo limits its freedom in
choosing brokers Tor the Miture,

The proposed anendrent wonld not authorize the Commizsion or
the eourtz to determine whether owners of wdvisory organizalions
should dizprse of their interssts and allew other persons to undertake
the tespunsibility of menagiog the funds they serve. Nor would the
wmendment empower the Commizsion or the courts to prascribe e
Limit the cﬂnsitrlaratiﬂn that retiring advisers can obisln from their
suceessnr, [is sole purpose would he to protect Investuent company
shareliolders from linern resulting frum transfers of the management
relationship. Tt would prohibit sueh tewnsfers only when it wppears
that the new relationship is likely to impuse additionsl burdens on
the invastment company, Hmit its future freedom f aetion, or subject
ittt ndher iieguitwes, The propused amendwend would be linuced
i its application to those eases i which the new advisory relationship
is in view of all pertinent ciccumstanees more burdensome to the fund
than the old one was,

Sxemor 23, Asmespiws Bpcmon 44- STeturory Ricur oF
ISTERYENTION

The standard of ressonsbleness of proposed section 15(d) and the
proposed prehibition against burdensome iransfers in new seelion
15(g] wnu|pr1 be enforceable throngh injunetive suits instituted by the
Oomoission in U8, distoct eourls, UTnder well-established Judicial
precedent Commission enforcement. action could be supplemented by
I‘II'i‘»'ELi.B aetions Insdituted by an investment company or by o shave-
wbder on s Lbeball, This provision of the hill 1.'.'0151(1 amend section 44
ol the acl to authaorize the Comimisslon to intervens as o party at any
stage of any private wetion under sections 15(d) and 15{g).

Conundsslon mlervention in suweh private suils would  assist the
rourts in an orderly development of the law governing the application
of the standard of reusonableness,

FART B: SALES LOADS
SECTION 12, AMENDING SEcTIon 22 -2aLEs Loap LiMiraTions

This seation of the bill would provide for o maxicwm sales charge
of 5 percent, subject o Commission authority to gront exemptions

from this limitation where appropriate. The effect of the proposed
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avendment would he to narrow somewbat the wide dispanty thslul-
now exists Lelween the 9.3 percent sales chinrge most coinmbOlly
invelved in the sale of mutual fund shares and the cost of ufquu‘mﬁ
atlier types of .-;uw'.n-i}{irs ol comparable quality in the exchange an
crpr=the-connle)r lmekels 1
Subseetion (4 of section 22 of the Investrent Corpany -ﬁt oi
1940 provides fer vernil prive malnlenance i the sale of 'mut'uad und
shares, 1ealors are protnbited frem selling to {he public the Te E.E-Tﬂt
able seeuritjes of uny investment company bt other than s currﬁ;\
publie offering price determmined by the principul ng’lgrmﬁ'ltv_ar. . }a
whsenee of Jowrward pressures that might otherwise have m{n.
exoried by price competition st the retail level I:m.s gn}:&ni r'|1511-I 01%1_
incresed enmmpetiition ameng prinecipal underwriters [Fr the fav ﬂther
retall dealers. Such crmpetition has had the effecr of rwising Ta _
thun Inwering prices o investors. ) . .
lil-‘nuhsnmiungﬁ IEhj and (¢} of secllon 22 give to & tegistered seDcu;itles.
wssnciitinn—-in practive the National ;‘.ssormmm{}l:':ecuntlmg Jealers,
Te.—wl 1o the Commission rulemaking suthority o prohibit ngn-.
cipnl uoderwriters and denlers from engaging in ghe pn:msl.ily Id'l.ﬁT.l‘lbﬁ;
Lion of cedesmable investment cOmNY Securiics |f_ .t eir "FFa.l _
effering price ineludes an T ypeunseinoabla o grossly ‘“‘Ll?“.“ Ei-l 5 ;::
Jome. The aullwcity granted by these subsections 1s su “.T_“m hﬂ:lbms
apply vnly o exceptional situations and ot o Lhie bﬂ?lL Il ‘e“,%_
aesniiated with Uie sales lond and discussed in the CTormimissions
' 1- ! ' -
M];:;rltimi 12 uf the bill therefore amends the provisions of suhs_ucl,m}t}lls:
i) and (e of seeiion 22 of tllm aet by deleling e.xmt-}ngﬁ»ubseptllm:l Lmll
anel thal portion of subsection (e} which gives the (..ia:nﬂa}e_:.‘;!q_‘dn :
thrwily over “ wwonscienable ny prassly excessive’ zales uuhr:. 1;.}!: .'._«gx.
subsertion () would be redesizuaied s (k) aod o new su lx;in. ml o
wonld be added. Paraoreaph (17 of new subsealn () wou . thriﬂi;!_ 1
A epgistered Dipvestment compRny frum olferin SEEII'L'IHE? Issue err::r:- :::
if their publie offering price includes o sales lond of more Lu}1},a phv et
of thitd poctien of the pooceeds of the offering price receive by the
ianer for mvestisenl, Thiz S-percent limitation s ex;}mssie i
manter which veflect: a change in the existng wethaod of caleu “1' 2
wubaal fomd sakes londs but which confurms to the_prm-m]n}g przu;,. e
in ealealating enmomissions pid murkups for execublons of Iransst :::11:1
i the overUieecoanier and exchange markets At 1‘11‘(‘:!:.:&_!"1 I:;\_:fu !
fumd sades Touds are tepically prezented as a percent ol bhe o Ljrim!_
price, Tlies asales {orel amranting to 3.9 ]mr:'feut of Lthe n{zt _afsfa;w%m
ul shares purrhased 15 represenled as An E.u-i?!’st‘{‘i‘.nt rs::]l e imd- The
praprised  amendment. waould express the i11:1turiuml st e: 'ux?rhi{'-h .
pereent of the ];lrr{}!.im: of the u{mﬂ_un L ;::;{inl.:} the invesie :

v receved by the issuer for Investment. o
:1::!31&1['1, wcaner oo or selling its secuiities through e _prln_c-;pi
cdierwriver ur etherwise could establish o public affering IlI"l_l‘.?i which
wauldh inctude n sates load [nwer than & pereetil. The propose L max
munn uncer pecagesph (13 would apply whetlier tiui hEI:IIi‘I.LllE.IB.‘- ELE?
sold threugh a prioeipal upderwitter with ot withenat the assistance
ather dealers, or by the imvestinent coTnpany

winrwriter. . — -
" Idlwnit']rietll. companies operaling under the Srowll B'II‘F.EIIIE;::.!-- Inv eat;
waent Uompany Aet of 1958 are exrepled from the propused maximu

without a principal
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sales charge litnitation. These eompanies, which are all of the closed-
end type, invest i the relutively womarketable secrrities of sinall
business enterprises. Since the seegrities of these companies eatail
a considerably highor depree of osk than these of atber invesiment
pomEnics, whd sinee their siecessful distribution reguires a selling
effort anwlogous to that neemsgaey in comvanfinnal underwritines of
the speculative or promootional type, the imposition of a f-percenl
ceiling in these cases might sericusly hamper the izsuers' ability 1o
raise New capital.

Propozed parageaph (2) of sulseetion (o) of section 22 of 1he ant
wonld mnpower Uie Cominissaon Lo exemepl, coaeditionally or uiherwize,
BLY peETsOb, secarily, or frosuetion Teom the & percent maximoam
sples charre. The Cwmmizsinn rould thus permit the maximun sakes
lowd Lo be increased when it found swch metinn appropriste in the
pubhic nterest aned consistent with the prodectinn of investors. For
example, the Connnission misht determine thad @ higher asinom
soles fond 1= appropriate where closed-ond  ineeslment eomgpanios
wish Lo vaise limned wnaunts of eapital by nonesnitinun: nfferings
of new ghares. The Conunizsion wonld expece to give earnln] considera-
okt the apprngrisdciess of an exercise of such exemprive power 1o
poritl soasendiat bigher sales loads [oe the investioent of compar-
tively sinall sums i vestment company shares. 1t conled increase
the maxiniam foe the investmenl company industry as a wlhiele o, in
light of future developmernts, it feand sueh changee te ba i the pblic
interest and eonsistent, with the protection of iveslecs,

Paraeouph (3 of subsection Ge) of seetilon 22 of the act would e-
power the Clromnnission to prolithit s resteien sales loads in wransactions
where the impesidion of suel rlarzes weonkd be seuituble 10 nvestors,
Under tlis provizion the Commission wonld expect 1o ceatsicdar adops-
tieme of 2 1"1le o resivien o preliibil dhe boposttion o sales lesel (s
opposed 1ooan appropriate chavze o eover acdinimalrative eyrenses)
whete Jdividends distrlaeed by anvest e, compeenies are applicd to
the purchease of wdditimal shares.

The propused waendinents of ext=tng section 224c) of the acl wonld
rab alffect the Conomizsien’s gauthooiy, simifae o dhat wiven oo
registered seonpidics weorialion under subsecting () of section 222,
whare necessaty Looadopl rales destgned to rednes o eliminate any
dilicm of the vialue of sut2tanding rodeemable invest mont, conpaoy
seciciyies of wny ather unfuie result of the porehase, redemping, or
sabe of such seeurities,

BECTIoN 16, AMENMNG SEerloN 2T —Uuxtraciual Praxs

This seatbin would saend =eetime 27 of the Investenl Coaenpaiy
Act tu eliminuee the fronteend lund feature of so-culled eontraciual
lans, that s, periodic payimee, plans Toc the geconelation of mutoal
{'un{i shiares by montlly payiteits over noperid =uclias 0ar 15 years,
The proposed wniendroent. wonled provide that sales charres on such
i shondd he spread evenky nver all payments.

Muny persons of medest meowns anvesl omuatual funds rhroweh
contraeinal plaus. Sellers of these plans are presenddy permitled woder
secticor 27 of the act Lo chargé Ioveslors o maxiniom sales Tnad of
& pervent of the toral payments 1o be madde oa thedr plaac, They ey,
bowever, deduct ws =ales Toad one-hedl of the first 12 mrmihiy plan
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i v Sy oad??y. With few axcep- . . . _ ‘
ot i e?un:&lcnt. e _Emnt-un{dli 5 d l}v i ihe slmrmE hurrr&.-; dered prive to maturity,  Under sectinn 25 a face-pmoimnt
Rl ERITIATIES invest exelusiverd | ; rerlificute cotnpany is required Lo catnblish certain WMinNinI Ceserves

Lo, tontractial p 1
;i the shares of which are ' ! eq :
another wmntuad fond (the Undar!l}mgtfu!lldf;ul_mdesalesn Lrads without. & ::’;dn to make payments into the reserve fand which nonsr ad Jeast
TWH‘JI‘HEW t}.l?’. ﬁlubh; B TR TR . ;zrf!:-q:;ll L certaln minimum percentages nf the certifcate hoblers
frontend loud doquetic i [ sa paymend or payments.  The sales load dsls, in efl he
i : indi l comraciusl planhalders iference : : _ PRI ponmists, o effect, of the
ieuce has indieated that o majority of cop P difference between such gross poyient oF payments and the pro-

Hxper | !
ir inv e : cordance with the : ) i :
o ot complete LT 0 estment progrems 1 . - portion of sueh payments which nnst e put i lie reserve, Section

x . W o . L .
:}grued time Hc‘.‘nad}ﬂc. Ben{u.:sa ul Fhlﬂ f;ﬁrnt'*_ﬁﬂdi ]’-';ﬂ@rd:dl:::’%t:ﬂh ';{fk:; 28(8)02) E;‘:J. new limita T.J.I'LL‘-' sales clarge by providing that paynenis
Tyvestors have paid fﬁ?ﬂn& s“];[?ht %:Ii;ﬁxa&hiréh;rm:hmf ihey wonld | ]R:;]t‘l’lillﬂ rt'l?::-e;wﬁ for the hrst certificats year shall wnonne to al Jesst
completion dutes, wile are substanblally e R sveent of the required gross amo | e v vtehasers ] '
hn:c:]: pril if they had invested directly in sheves of the underlymg_ . Also provides for 1'-:-.~;Je,rvu pﬁyut&mﬁ i::l-lt.gj:imf::sd h[1:1 1:1"1.E ::nh:l;?:;r {'
Exverience ias also shown chit & large minprhy (from & quat yeurs, inelusive, of ol feast 93 pere [ the » N eeriiieale
: thhn'ldets are uneble or unwilling | and for reserve payweats of n tl i}L. ?E“'Elﬁu };hﬂ glt—”h} nnnlunl rayment
. A . = waEl b TETIT Ee] [ X d
1o cornplete 1lht*-:tir seheduled 1:&1.}':11:?1%3. m]Téuﬂ;l]ﬁa{]l1;1;'{33_[;]1'31_ :ﬁﬁ; | ﬁﬁ:\:rﬁ ;]::T.m Lﬂ.nmm} parment.  The ﬂgg&vt_{f:;: “[‘ I;:L::H‘L:;“‘:tl:'t‘:::i
Voaneos which they ipeur umeun u Iro : ’ ' Lol Lo oal Jrast B3 peices - e e o '
lt{'::lf’i?%:l_‘;'nmnls or. stated apother way, the sules r*_'tmr%:e? -e{l:::ézt:l lfim]ﬂ under the certificate. percent of nrgregate puyments b beonade
af 1o 100 pereeut of ayrnumis uctuﬂ}l}r 1||.1'E:=.tled n “ﬁu' ? _u_ e Thea _h1]| wonld smend sretion 25681 (2)iA) by providing that pay-
i Lelipsed 1t clnrges of this sagnitmle subject st InYCsLOTE T8, menks Ity the reserve shall ameng e at least 9524 - J ik
X v T o2 Ngreover, even F an imvesior eomnplel®s ©orequired pross paymen Turine euch eertifie AL nb of the
i unacceptable Tisk al luss, winreover, L : ¥ pe TEVET i R L t during ench eertiffente year,  This vwonld
hi= phan, np o 50 percent of ls lirsk yoaT'# pu}mm}l IMLI 1 ol bimiit dedurtinns for sgles expense to 5 percent of thee aronumits paid
iyvested for bus Leneht. th'r“,-"*E"-lliﬂm'l}'- over tho LEEEL, _'[l' M]j r sm_.{ d ! inte the reserve during any periel prior to the matadty o a FIM‘I*-
s Lesss TUALIEY working [rr him 1.hz|.n]v.'n'||.'l{| be prue it he had nvested au}?lum, 'f'f![!'FL‘ljitffl}i.E of the jnsisllment. type. 't
i dovel-lond sepdie nvesi el pla. . oy , anse (F) of section 2nla)2}, which dewks wiel ;i "
The prupn:-'.us!l arnendiinent woirld te.]mul_gx_mung EILII!\RWIJS};;J '11(3' ‘1::;[_ r]ﬁ'mlntt. uertifieades, wonld be u_mermied by nu*lulllilu_;r a |:.1f::,l|||:ujé:].1:l;:w1;#1ro
{3y ol seciimn 27(n) wnd werubel amendd exslng Pt EIE-EMP -:. tf m,Eq ¥ el the reserve for suebh cerbilicnbes ahall wnanue tooat least 9524
bt Uhe isstance and =ale of periudic payment PloT CeF +oneseds J_Ii\ﬂr.;,-.nm af Ahe singhn payments made by the purchasers theveal
U amonnt of sales Toudh deduaied {rom any ity U“Fm*‘m c":mfflm L]h“_‘ provising wiontld ap Iy te fully paid certificates Lhe same sl
.ljl.ﬁpﬂ,...h-,mwl_‘,‘- the apound dladucied from any wther F'I“!r '!191'}‘1' fans ! [‘ﬂ'lilﬂd]n_ﬂltm.urn as would be applieable tno face-mnoit t-f&l'l.iﬁratr.;-'.
maxaionn sales loid that investors could be charged woe EI.;”? IE Te' of the installment. type.
woukl be determined by the provisions of now secliol z 1:\:.??]1 e n m'fhf inn, the bill wemld delete various privvisions of existing
Inpvesiment Compuny Ach propuesel in section 12 of this : et seethens R (2 0A], 2R (1), and 251d) (2 relating 1o oeserve r':‘!-=|l:llirr=-
Section 16 of 1he 1l akse amends seciion 27(2) of the M':[t- i }nm(‘}.} nee Itm }H"d wash sierender valies wieh would lieene “"“F'ﬂ'ﬁ""”.ﬂ
rating paragraphs {3} through (03 ne P”l‘l'gmi?é]h [I'” Himugﬂ?' :m-t;.:t:r:.:: the elimination of fromt-end sales charges i the sale ol Fage-
respectively. It wiuld delete present snbsgoion | }:r Sﬁm ':;: deleied -aecl,ium'- {'gertll_m‘?m:.-,_ Lasily, the Bl would elere [rovishons 1 pxistng
rodesimaate existing subsockion () = {b), The prov 1"‘":{:‘ v Tor small im ot ”':‘}]L_:' and 25(d){4) ol the act which presently permit tiie
oo ily gives the Camuission sgecific exemptive shomly T T, e maturi # surrender charge i an kmotnt not exrecding 2 percent
mmmﬂmﬁl Fltm {:Itlﬁ]lﬂﬂlm‘" ’m;w]pg hizhel‘japﬂl‘u_l.u"lh ci -}-1 B t?tm .f.lf II;I B nmtml I.L}' umr:unl. nf 1._!19 cortilicate or LA pereenl of the migont
pruviswm waualth be superflioes st ﬂmﬁf“’mn;mbs“m MT . “{ﬁ\ 3;. oy :ILE- 1‘!‘.5'..&;1.(-_. whichever i less, apon surrenceres of fuee-pmonnt
bine 115 WA exemptive puwers under soction 6ie) of t]md m :ﬁhr :cll :.'Imu lwutes by their holders. Such sureender eharges wre unrelaed o
(Company Act, s well us Mg exempive pewer propose “Tll - Toad ceonenth cost of administering the surramders of soch erreificates,
pon 12 al this Wil i 1 ﬂpps:ﬂrucl approprigie 19 permit o sales d | T 1
which exceeded the limitadions of ihe st Secrion 6, Apuina NEw Skerox 110121 Densrion oF SALEs
CHanae 15 Exoganne oF BELES DHARES )

A alENpING FECTION gy R aamen Harre (CHARGES OV
Face-AnousTr (ERTIEICATER

fund.
ter to Lwo-fifths) of cowirnctaal

section 6 would delete from the Tovestnent Company Act section
ll[h}{‘-!] whirh pernots series comibalies o their prinipel icler-
, 28 uf the [uvestinentwriters to chargre an additionnl zales el when -:hm'e*hr-ltim*; 711 ;
1y effect, ainonnLs LISCRes exchange their shares for shares in Another series :'-'.ef‘l.,i;'ml Ilﬂ[:?

Anoren 17,

T his =eotieo of the Bl wnnbd armrend sential

it bed Tt
Clompany Aot 10 chinrinate e clarging of whnt, ! : hage 4 . -
o Trent-end nud o bhe cale of face-mnownt cevtificales i to provideol the act spevifieally provents tha impoaition of <nles charges when

1 edling sales chapEes {'um]m;uh{e Lo Lhe ceflmg_ﬂlmlt \}.tf;:-ﬁd h“;&:?;ﬂ:ﬂ‘] l-}:r'ﬁ “im? indueed to m."'hﬂ”.‘-‘fl'! thetr cerfifieates [or tew
applivable nmler the bifl te ether invesuent {"‘:'nlp',m}tﬁi'ﬂn. ;ﬁmwm.nendk ':*“T”‘ t ]Ei'*ﬂ"'& e another investtent eonipuny. The propsed
Fraeponniount certificates aro ebt serurities in wincho b }tﬁ oy :tl nent men I. morely would subjecl sevies compunic: tn the same treat-
;‘;1'nmi.~:nﬁ L pay (a1 Lhe Tnvestnr a ficed suIR of muney upatt Lhe Tt urity e ubher “j"'im—l:nd HEv s LLEn L L'“TI‘.lprﬂ‘lim watls respoct i i

of the certifinie qnil certei lesger fxed sunws W the certificate 15 exchange.
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PALT C: PORTFOLIO TRANSACTIONS

New Seerios 17()—/xseER TRADING 1N

sperion 8(b), ADDING
Cowpant PGRTROLIO SECURITIES

TNV ESTMENT

Saction Bk of the bill wonld amend section 17 of the act by adding
4 new subsection [j) theretu which would provide the £ omMmission
with rulerneking power wilth respect to purchuses and sules of invest-
ment eompany portiolio seqimilits by Tersons wssociated with sueh
comppunies. This proposil represenis & response Lo the widely recog-
nized nesd for the development of adequate restraint on the trading
of inyesttoenl company insiders i the eompanies’ portioho securities,
ok tending calTies 4 potential for haom to the interests of investment
comnpany slinreholders andl entails, as one court b spid, an Uever
present dunger of a conliict of interests,” Although fpmmm affiliated
with investmett companies cunuot he expented to refrain rovm cngay-
ing in securities vennisactions for their personal acrrnts, the shore-
juiders they serve ave entitled to assurance that sueh trangactions !
will not conflint. with Uheir rompanies’ investmont programs. i

Fhis section would not be weli-pxecuting, but would require the -
piloption af rules or regulations by the Clomtmission. Such rules or
rerulations rauld nifert transashions involving securilies of any issger |
whose seenties are owned by a registered investment company o o
ecuritioe of any issuer which (he ipvestment COTpany 15 CORLAtm- |
pluking purchusing, by any afliliated person of such registered mvest .
MIRTL CORTPaINY, AT aifilinted person of an investment ndviser of saeh
comprany, o7 A0y alfilinted person of such underwriter. Section 2(a () :
of the act defines an “affisted persun’ to include, amung athers,
any ivestment ndyiser af such investinenb cowppRIY, imemnher of an!
advisnry board of sucly investment company, ALY officer, director,’
purteer, copariner of cployee of such other person, o& well as zm{=
persats, dipectly or indirestly cwning, ::nnl.mﬁin}:, or bolding with;

wer b vote, 5 percent or more ul the outstending yoting GECHTIbES |
L6 suekl Gbhor PeTson, ahy persot & pareent or more nf whose aulsanding
yoting seeurities are divectly ut indirecily owned, controlied, or held”
with prwer Lo vote, by el other persuty, and any persen dirertly or!
indirestly condratled, controlled by, or Undler ceditmsn cunteol with
sy otlier petsen,

The section woild pernil the Conunission
(pansaetis by sneho insiders Tnvelyinm any securities of an lssuer.
whie seourities nre owned hy the investinent cumpany, o which the
I eLIEn T Coanprany Conlen plates purchiasing, Thus the Conmission’s
piles wonld apply to instder trading 0 the ronvectible securities,”
aplinns and warrans of issners whese underlying securities are qWwne
by ar investmensl eompany wilh which the insider i affilinted.

"The nbikty tu teal with such Lransactions by rule would perwit the
Clominizsion o lraw fexible guidelines to prohibit persons atfliated
with investinent  Ghm panies, (helr plvisers aTil principul under-
writers, (ram engaging in cernrities transactions {or thew jperson
pecottibs when siel Lransactions are likely tu conflict wikh the mnvesi-
ment proprams of thelr i1 vestment comiprnies. The seetiun would slso
perit 1he Clomnission b inmke rules requiring investment COMpATLE:
b adept their vwin endes of elhies meeting roimroun standards:

spocified by the Connomissin.

to tanke rules offecting
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puzgftiﬂt‘;:!ﬂn _‘L;f;uld }lili:ll'.- in}erfem with the Cammissiow's present
apl with problems of isider trudim : i s
; . wi e : g ander the ariifraud s
iﬂmgzﬂlﬁ;ﬂlzu:e é:mﬂ:}mus of sectlons 1LY and 1530ch of the r]7‘--;—
d e Art and of section 206 of the Investie [ or 1
: el 4 CLIn . : i Addviserz At ot
g‘fwﬂ;}qmt]; J;:n;t ;.i'anmmtmqs umlsir zeotion 1T0dY of the I]‘I\'E‘HLI'IIEH(E
* c Aet, However, 1t woubld snalle the O -
e v : : he Chnenimission Lo deal
by aiders of mvestment commpanies | - [
] alimendt g inoa more fexible
manngt than may be permitted by i ‘ I
Litly ey be | d hy thase provisions and to fasla
puidelines suitable Lo foahy diversze circumsianees. B

SECTION 1], Apnixg Ni-i"-v SEcTos 190b- IhsTrisveros:
oF Loxa-TEwn Cartral GAlns

(riﬁ?}r;::i: :‘-1[ L‘J%'J tlmdli_i[l warld u.mlejnd zeetion 19 of ihe Investmeni
‘o ;L by adding a now subseetion {h) thereto, whicl
wohibit registered inves - h) therets, which would
2 esttnen! companies (rom disiributi i
bt el . <iributing realized
pn;:rlg ]l,lu n tftzamj;lul gals iure irequm}t]i{ tein onee every 12 mionths
;.EE:JI-..I-;ii he !‘._.u.mlm.-.qmn may permit by cole, regilation or order in
) JL|['y thlic interest and for the protection of inveatars.

“:c “.F]r}rf_&:e?t. the Luvestment Company Act dues not linil the fte-
ﬂmtr 1‘:?‘!'[:111; ;;:I]rurl'h n}\'aﬁtl.inenl- COI e m.'.t;.r diztrilate theie reslized
L A rapital madta, Pressnd seeling Py i 4, whi s
e et 111, sent. Jee et whierl woulth e
signated sertion 19{s], prohibits in ves ' i

Lriated sertiol . : NENE e s rom making
any dhistribution i the natur ivi l “trom
i e e rif  dividend payinent ot
reflain defingl =ourees nnless = ot s Resonipe A
: . % waless anch payment s Aend lad by
written slatement wiich nd i e mereie ot 17 of
: : enuately discloses the source o 5 of
sich pavment. [t alss anpow T I il the Torr
3 . g ers the Commeisaioen Lo preserite tl
of =ik statement by rules ' e b I trast i
| Iy w anid reculalions o the public interes
t'h'?" ritection nf mveslurs. ) b (i buterest and for
" lrm'-- E‘E‘f_lpnﬂcd amendnent, woubll incurporate into Lhe act views
‘Ergn‘:rﬁ! im 1[1‘13 Investment Commpany Lnstitute’s “Cuide to Business
Lt;ic.m u’:‘u'Tr?u.Iiz::iEli”Iﬁe!gmjﬁ t.h.ui e :;:emher should skuke w distribn-
Mo : mpital gaing to hareholders inoa mowoner '
. d o galns to s . or thal would
E."l;lt?{r}:ﬁ.'ﬂ‘ﬁ:i mtp}trll gains dilﬁt.rlhntlmm are pari of regular dividends
! wstrrientt e’ and recognizes that Mdistributions of ¢ ita
E"'nf}‘"m:},“ than at fiseal yoarends, or soon l“iler:u:;}:-ih?}::;:; ITE: r-ﬂl? “ﬂ
. . LIV ~ ; A ) oA A
:::‘Ei:;‘em-:“ I"l I}ll-r‘ smendment winld minimice sy comlialon an the part
e 1.1?%1,?.3 '_af flf;h n:n:g;m, n,_rm}fmm 1l.huair Faiire Lo differen i cemeelar
sl s of capital pains from distribulions of nves it
T Al g L ot of v et eonne.
oW puterfere with the abiliiy peristered inw
e e e iy prasct ! I v of reglsterad investnient caont-
e eatie 6 ply i I i}uﬁt o I;J'lhll]'“!-j, of the Interna] Revenue Code
: . CTocadditiots, the Conundssinn could By :

B Lo thel ! ; . v ol or rogu-
!?*[l?ﬂjllrtfl-l’]'"t 1.E;_|.|;¢..Llare;]. nvestment votnpuhics Lo kake advaniape of the
r;i_-t i EI }'.Ltlf:!.‘m::na uf 1le Interinl Revenne Code wnler which
ot adnn distnbutions made after the clgse of 4 tuxable year wre cor-
sidered as made during such taxable yeqr. o o

PART D: FUND HOLDING CORPANIER

SRCTLON 7, t‘&.ur;:,_mhr. Sroriex T2d)i 1] PREVENTING THE UHESTION
axD ENLARGRMEST aF Fuxe Houmso ClameaniEa

rb;inf-mtn' 7 uf the bill would sinend section 12(b3(1] 50 ax Lo prevent
: |I.le~ﬂ i and wperation of new “fund Lo innee evmpepsinzies' ™ sl Lhe
arLhier enlarzement. of existing corpanies of this type. These con-
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pinies wre investment companies whose portfolios consist gither
enlirely or largely of the securities of other mvestment compeirties.
The renewed nterest in the fund holding eompany device 1s a very
receut, phenomenan which carries implications ::lﬁtnmentnl to investors
anel i the long-range public interest, The exstence of fund holding
eotnpanics a3 lurge shaveholders in other Investment comMpnies woul
ereate s potential e harm which would be espocially marked when the
sortfolie of the fimd Lolding company consists of mutual fund shares.
lI‘lm abiility of the heldmg eompany’s managers to demand redemption
of such shates at any titne conld give them an andue influence over
the managers of the underlying funds upon wlom the preat ma]uptiy .
of stockhmldars of such funds rely for management of their capital. |
Morenver, the nansgers of wnderlying funds, confronted hc;i' the
pussibility that sihstantia] pertioms of capital may be withdrawn .
sidelenly at the bebest of one or more Iiolding company shareholders
conld e influenced to wmaintain excessive lignidity or otherwise toy
pranage the fund s mannec inconskstent wakh the uw&sLmn_znt:
objective of the majority nf the sharehelders. Finally, fund holding:
{:{ululpnn'n;:: necessarily involye jdulﬂmrutitrﬂ of adminstrative eXnrenses :
rering of munwgement cliarges, Lo
“n%e:&rn lﬁ-iﬂ there }iven-. :-if!‘rer:‘rf closed-snd tnvestmant eompanies:
that invested i akher clused-cad COMPRINIcs, Dection vaidi {1y of l,he:
el sought o deal with the repulatory problems they posed by pro- |
Libitire faubject tn certain excenlions) i@ registered !nvestqmntrmlm- :
pany from purclasing naoee thain 3 percent. of the matstanding 1 Tu‘;g i
stock of another mvestment company unless it already wwned 23.
percent or more of surh stock. This section, however, does nol cope’
with the problems that have recently amsen in this area and that may :
hecome more aeale i the future Section 12(d){1) applies only ta:
purchases by remistered investment {‘_nl‘lllpﬂl'lms. Hence, under “15"’."5;
Taw. w fund hobding company organized under the laws of & foreign!
comunliy amd not snbjest to registeation onder the aet can buy un-
hited quantities of the securities of registored investinent coransves ;
This gap in the statitoery scheime hias led o the creation of severs
nnreeisLered . Torcim-based fund holding cempanies that invest Tri-
marily in the seeurities of American mutual funds. The largest of i
these unresistered foreym-hased eompanies, The Fund of Funds, Ttd,
was organtzed in 1960 and has stared ils June 30, 1966, wssets at mn;e_
tian 420 millienr. Tts rapid growth hus engenderad interest in the
formalion of domestic remstered fund holding companies that wnul_d
he vubjert Lo the percenluse rostrictions of section 12{d}(1), and twe
aneh communies hive recenily registered under the aet. N _
Tha bill woald amend secticn 1200301 of the act 1o probibit all
vestnents by w registercd mvestment comapany’ il another pwesl&
ment copnpany. [0 wonld also nake it unlawful for wn unremste'rn
W e et GOy LOr Y ROMIPANY 07 COT ATIeS g:ul:pt.rnlléf_l by an.
nvestment eompany) to Upurclase or otherwise acquire” any ulncre:ﬁ_
fwhether 1 the form of a securlly or otherwise} In any regstere
investment comopuny. Section 12(d)(1) would be further amended t&!DI
pralihik reglstered nvesiment 1-.mnlmms_~s thernselves, their prineip
anderwoiters, nid brokers s dealers n securitigs from knowingly.
selling an interest in any registered inveshment rompany to ran}'
other imvestment coonpany— whether or not the purchasing mvesl-
ment. retnpany s registered under the ect. :
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The prapesed amendment wonld tetain two exisling exoeptious
Frome the prolibalicns against the teawsfer of thvestment company
ineterests to other investment companies. The fitst relules to sconrities
received Decause of: (o) dividends; (B} exehange offers that have
peet approved by the Comaadssion under section 11 of the aet; and
te) plans of reorganization. None of the three ilers i Lhis first gxrep-
den involves o new connmitment by an Investineal eompany. The
first item, the exception for dividends. covers enly rhese whicde the
issuer declnres in terms of stoek and not in terms of maomey. Thividends
and capita] zain distribations declared in rerras of money, which the
recipient iy elect tooapply e the purehase of additinnal shaves, are
untl within this exception.

The second exception relates to the aoqguisition of inlerests in du-
vestinent companics by wnit trusts. This exception covers conteactiul
Flﬁ.n sompanies thal invest in u speeific niubuul fund, There are no
tmitetions new  and there will e pene under the propesad amenid-
ment -on the axtent b which & unit Lowst cut invest in the securiies
of it underlying investment company. Uinder the amendment, bowe
aver, The exception lor the conbracttal plan type of anil s, wineh
now appdics tooall sueh trusts, would be confined 1o those trusts ehe
depositer ne pringipal underwriter of which las regislered with the
Commission as o brokeedeaior under the Securitics Exchange Aet of
1934, This limitgtion is desigmed to forestall the use of Forcign-based
unit trusts by persons who are oot sobject ta the regulatory sur-
veillaner thel the Commissien expreises uver registered  broker-
deslers and their assoclated persons.

The amendment woubd noeb require any Invesmanl comnpany Lo
divest Wselfl of any exdating holding. Where existing holdings are
significant {as in the case of the Fund of Funds, Lid.), their sndden
divestiture might have a harmiful effect on the portfalic investment
companies. Only in the case of an illegal aequisition resulling in new
holdings or additions te preexisting linldings would the Comnission
heve the power i dirert ciive.-sl,iium. It will he abde to do so undder the
proposed amendment in u Aexible fashion that twkes it acconnt the
varying circumstances of particular cuses,

PART E: STRENGTHENING INDEPENDENT {HECHS ON [NVESTMENT
COMPANY MANACGEMENT

SECTI0K: 2. 5, Sic) Axn I8, AMENDLIEG SECTIONS 2{a), 10, 15{e] avn
3P(a)— Apixg rEE Teuw “lxTerestes PERsop™

Section 10 of 1he aet new provides that at least $0 pefeent of a
vegistered inveslment company's divectors must be persans whe ave
netther afficers nor enplovess of the company aid whie neither sorve
as, nor Are Ualflated’? with, its investieat advizer.  Téoalso povidles
that if any officer, director, v atnplivee ol 1he mvestment company
et s, o s aflilinted with, its principal underwriter or regufar broker,
B 1119.j“l'it-}" of Lthe beard sl comsst of [reCsnn= athier then thess
affilicted with such poineipal underwriter or regulae beaker,  The
function of these provisions with respect to unaflilineed dircetoes s L
supply an independent clheck on management and Lo provide o meesns

for the represeriation of sharellder interests in invesunent conpany
wlfuins.
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e wlefizgiaivas ool i T el ]n.".l':m:u" i serlion Iiadidt 1= inade
ke For Lhis purpese. Thal defimibing now pernils a direstor who
e <tpome Ties wih 4l canpany & anazers b be clussified as "o
Alllieted " Fer exmwple, o dieclor iz presently cheered onadliliaed”
ween bhotgh he owns np to 499 pereenl of the adviser-nrderwnters
Ak, los sulistantial Tosiness ov profossionan] relationsliips with 1he
wvestmenl cutnquny o i adviser-underwiiter, o e vlosely relaled
by Bland or nactinge Lo e GOy S TR,

Seetiom 2031 of ihe hill soeks to remedy uhe act’s definicncies
1l remard by wdding onew section (318 1o the st which woild
dofine the Levm “interesred person.”  Other sections uf the bl werlild
anbstitate that new teem for the present term Mafidiied pérson’’ i the
Fellonwing sections of the net: (1} seetinn 10, relating w the compos
Lion of bueards of directors; (20 section 15, relating to the approeval of
webvisory and underwrlling conracls; ane (31 zection 32w}, relating
1o the selection of indepandesy public accouncants. The new “in-
terested person™ enpeept. will not widen ihe scope of seotlons LK
and 17 of e ant, which proliibit transactinns between investment
cumpanies, vn 1he wne band, wed dhe copptuies’ aflilinted persons,
s well we the sfilinted person of suels affilinted persans un the ooher
alisenl  peior  Commission  approval, These sectiobs Wikl remair
ez lyiungnad

Cluuse A of preposed new seclion
lein “ntelested persen’ Is nsed with respect Lo investment L
pumies, il iucludes the compaies’ affiliated persons. In addition, the
T Cinteresied poeson' ineludes Fany member of  the ammediate
frmily of any uslural person whi s odn atfiliuted person of suck
pranpany.'” The plirese “neinber uf the immediate Taniy’" is specif,
ey defined in the last sentence of the propused =ectivn to includy
Tany purent, spouse of @ parent, ehild, spouse of o chilldl, spoust,
heotheer o siter, Lbrother-in-luow o sister-in-law,” and extends U
ndapiive wil step-rebnionships,

e definivinn also provides that au “inferesied™ person of an -
vestmont company inehides Uany person who either bas, or willin
{he preceding 5 veurs haos had, any divect or idirect madevinl busines
ot professionnl relutionship with sneh investmoil sonipany, its chiel
exentive oflicer, of wuy of its controlling persons.” Thiz changes thi
existimg law whicl permits persons who have elose profesdional relw
HeTsl s or pecnemie ties with investment companies, their chig
peeennives and conirolling persons ti serve as independent” directon
ol The companies. These in such relationships may not he able Lo acl
s disabnerested checks o iNvesLICAL conIPAIY WMRLAZETS. '

Finally, this portien of the definilion provides that any interpsted
persamn of nny invesunent adviser or principal underwriter™ to ar
vesLnent company v by reason of his interestednass in the adviser
ol Uhe tcierw itor i interested person of the company itsell. Although
gpcting 2o (3EEY of the act o provide: that those wiho are affilinted
with w1 mvestaent adviser alse are deemed to he affiliated with the
nolviser’s nvestrend company client, thore is no enrrespnndu peo
viaon fov these who are affilinted wilh she compuoies” princips
inderwritars Thas, the president of a prineipal underwriter can i
thime vases where the underwriter is unaffiliated with the adviser
serve as an (nefAlisted dicector of the fund. Propused secuion 2{u) (19
woubd end this anomaly, '

S{n){19) states that when £ht
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o Fhe gt ol e delinilion of "inierested persan™ whiely defines whic
1A Al Wi 35 T g IGresEsl Pl ol an investmenl nr-r-:;||mn'-
wouldl e wnplenentml by e Pdlowing seciions of e M oL
seclinn A, whiel wenlill wmendd .~~--;-.c:1.ir-1'|ﬂ Tda) sl Wl et o :.H..hi-
provide 1lad at east 40 peeeent of the divectors of o regisleved e
ment cumpany st he peranns whe wee ot inluru.L:L-u.rlh|ut‘:rra-:|r|:'4 of Liue
eofpany, exeepé dhinl for the poepeses of sectinn B, 5 prosan
wrndd non b deennd deterested solely hmewose he s .:LJ[.]'HT:['.LM' nr
seeuiiby helder of tlie cornpangy; anl 12 see s 18, whicl woubd armend
secting 32002 of ihe et s s boorerpmiee hat Gl iaclependent nublie
arcrtriants of arecistered invasaent conpany be selesied fy dhe
ot il oLy ul Thuse wisotlers: of the boaed ol diveedoes who ara
nod anterested persens of sucli regiEterad eompany, .

The seevd paeci of the definitien of Minterested pevson’” deals wish
the necaninge nl that teeo when ased with pespect 1o an i1 vestnien
nlvizer, woprineipal wndesswriter, s regular breker, o an investoeot
batiker. Ttere, wxin the fivst portian of the delinidiog, the bill provides
that wlfiliated persons as well as the menbers of i itvmediate
Gunailies are thterested persois. ?

T acdition, elause {]ii]l{iii',l of propesed serwe sertion 20a) (1907 prowides
that sy persoa wie i woy direcl o indicect, beneficial interest in
ar whe haolds as trusies, excentar, of guuidian any legal interess I
any serneily” ssued either by oan ievestment wdviser prinripnl
anderwriter, reguler broker, or pvestmeni banker or by any von-
trolling persan of suel investment adviser, poneipel ondervriter
regular breker, ar investieny Danker' 1 Mnterested’ Tn the aoler ol
that securivy, This provision takes eogoizance of sibustions Snowhich
the holding uf seme soreof o hare lega] interest s devoid of snbslantive
sgoificanee. Lawyers, brokers, and ethers may hald vecord il te
seeutities sitiply as o cotvenience To their clicits o enatomers. Seh
eiiinees wiel e<erows Bave o special inderest in 1le ssoer nf 1he
security that hns heen phaced in Abeiv rostedy. Sinee thers is na
reason bo consider whis type of o legud itlesbiollery an interested persomn
the range of disgualifying legal interesis ie expressly limited to Hlrgise
held in the rlassic fidueiary capicites of {rusees, execulor, and
guardiio, ' ?

The last clanse «f the defimr provides that Hiose whe bave oo
':vn.]'_un e prevedine 5 wears hwwe Lad marerish Lusiiess or prao-
fessional relitionslips with invesiment advisers, prineipnl wnider-
writers, regulur brokera, o dnvestment. hankess wre anlevesled porsons
af those advisers, aawlerwrilers, brokera, nr bankers. This chuvee
won on Lo state Lhan a waerial bosiness or professtonal eelad iouslip
with 4l chief exacutive ollicer ve o copeolling preson af an adviser,
[nl'mu::p:lfl wnderwriter, Tewnlar brokor, or nvesiment benkoer is s
disqualif ving as one wilh the adviser, underwriter, remlar Twknr. o1
vestment hanker ibself. The chatt<d crmepons 1o fhe [ravizhoen i
the frst porn of the definition with respect 1o meevial bisnies oo
!].rrufv;-e,:.-]_rusm] I]'[',lru.t]'un_-:hilm with thae I'I!'I-t1'|p=lilil':..‘- themselvie, B wonld
deal wiili sitiations where ane wha derives srblatinl ceonenie
hﬁlnul]trs from sisaifieaul eeonimic relationslips wilh an wlvise,
principal underwriter, a regular hreoker, 6r an mvestrment bankor is
mevertheless readod ab presend Lo purposes Hf 1he aet as ik e
were complately independent of ihe persons from whom he Tesed v e
such benefits,

15-29% 0—0T—3
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Tha seerond parf of the definition, which deals with the meaning of
“interested person’ when that term is uszed with respeed to an wvest-
il adviser, principal undersrater, repular broker, or investment
hunker, wauld be implemented by amendments to sections 16(b) and
10(d} relaling Lo composition of boards of directors and section 15(¢)
relating tu appriveal of wdvisory conlracl<. These anendoents wonld
substitnte the tepn "intevested” Tor the term “affiliated” wherever
that term appears in these sections, '

PART F: ADMINISTRATIYE AND OTHER PROCEEDINGS

Under the provisions of the Federal securitics laws (other than the
Investment Company Aet) the Comenission has anthority to use
flexible procedures and a vaviety of remedies te protect mvestors,
The amenduents suzgested in part ¥ would provide the Connntssion
with eomiparable flexible procedures and remedies in administecing
the Tnveastment Company Act,

Seerion 4, AMENGING SECTIoN 9---TROVIDING FOR AnMITISTRATIVE
ArTmian Acaimst Cerrals PERsORS SERYVING INVESTMENT {0MPANIES

Section 9fa) of the wot new probibits any person from serving in
certain capacilies with o resistered investinent company if he has beeo
cenvicted of any of the erimes sot forth in section 9(n]{1) or, as sot
farth in sgeiion B{a)(2], lus been permanecotly of temporarily enjoined
Ly & court from acting in cectain caparities. .

Section 4(b) of the bill would add a new subsection {b) to sertinn
of the ant 50 a3 Lo empower the Conmisson, after notice and oppot-
tunity Tor Lesring, to bar an individual, either perianently or lor
aich Uine ws may be approprists, from serving an investment company
i he capacitiod wow etnanerated in seelion 9 0r 15 an employee of an
investimenl company or as oan affilisted person of its Investment
adviser, dupositnr, or principal underwriter. The Commission eould
1iaka anch petinn euly 10 it found (17 dat the iudividual in yuestion
hadd willfudly virdated, or had willlully parcticipated in a vielation of
any Provision of the Secwrities Act, the Securities Exchange Act, the
Tvestinent Company Act o the Tnvestimeni Advisers Act or wny
rule o reralation: under those stalntes; wnd (20 that the action was
in the public interesi o -

Thi propesed amendment wonld supplement the existing provisions
of seetien 9. Tr wonld provide grounds and procedures for dis
guadificatinn froan afiliation with an invesimend sovpany of persons
willlally violaking 1he Federal secarities laws To amne oitent, the

[resent sneion 9 s the connterpact Lo 1he provisions of seetion 2030d)

af the Tnvestment Advisers Art and sectinn U{L) of the BExchange
Ael which, woong ather things, empower the Commission to dis
gality petarms whe have comunitbed ceckaln dypes of nusconducl
frodt) servina ws o registored imvestment adviser or hroker-dealer o
s o wsaoetated porsan of a breker-dealer, if such aetien is fonnd to be
in the pulhe mlerest. )

I several rospects, seclion 4 ns it presenuy stands affonds nvest
ment entapany sharcholders substantinlly less protoction than that
provided to ellents of invostiient wdvisecs by the Investment Adviser
Act and 1o custoners of btoker-denlers by the Exchange Act, Under
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these acls, willful virdutions of the Secarities Aek, Tnvestment Ad visers
Act, Exehange Act, or any rule or veznlation theremler, are grentuds
{for dizoualifying a person fram retisteation as Al investioent wdviser
or as 0 broker-dealer of ag wn wssocinied porzon of /& hooker-dealer.
The enisting provisions of seetion 9 are much naerower and are nob
eoordinnted with the cnrresponding provisions of the Exchanee Act.
angd the Investment Advisers Aol Under the proposed amendment,
if the Commission finds that an vestnent adviser or breker-dealer
or an assneiated poreon ereol has violated the antiframl or nther
wravisieons of the Investment Advisers Al o the Exchamee Aed il
s barred or suspended hime fron servinge s an investment adviser
or broker-dealer o From nssecintion will: a braker-dealer, W enn alse
prevent him from beine azsociated with an lnvestnend eompany. iks
adviser ar s principal underwritey,

Liake the provisions af saclion 15¢h) of Lhe Bxchange Act anil seclion
2031d} of the Imvestinent Acdvisers Act, the propoesed amendnmien
wiontkel provide forr nn administeative poocesding U determine whether
persons hive engaged in willful miseandust and whether the public
wieres! roguires Lhal =ucl persons be barrod from serving an invest-
mertl ConrpeLy.

Prior 4o 1360 the basis for dizgualifying persons froon azsnetalion
with on investment adviser were esentinlly the same 88 those [res-
ently providad in section 9 of the Investment Company Art. T 1980
Conpress mmended the Investinent Advisers Aet o substantially
hraaden these sronmis and ecnordioate them with those providel i
the Securities Excligre Act. A zimilar elange in seetion 9 ol e
Investment Company Act is needed.

The proposed amendment will cocrect anolher defieieney of sention
% which bars a person convicted of certain ertimes or enjoined on the
baits of mis-f-.umillm specified i that seelion from serving ss an nlficer.
director, or inyestimend advizer of an invesiinend compaay, b perinils
sich a persun to be an emplayee of an invesbnens, eompany.

Further, uneler the proprsed ammendment, in appopeiste cases, the
Comnizsion could proceed amainsd an fedivida) aMlinied with a
cornpab ¥ s investinend adviser, principal wnderwriter, deposibor, or
sponser witlowl naming or joining the individoal's employer as n
party in soch procesding, Sarmover, the Conanle=ion coubl, whers
appropriste. Mmstitute private procesdines whicl would noe be made
public woless wod wordl che perties 2o reguesl or ndverse Godings are
made ngaing ke individoal or company involvel.

SEcras 20 AsMENpexs SEOrrox 6 -Esrorsess Breaer or
Fioucaany Thory

Sention A6 now anthorizes the Coamission 1o beise an acetion inoa
A distriet econet to enjoin uny oflicer, direcler, advisary boord
member, fnvesttient adviser, depositor, oF principal andeewrtier of
invesiinent coanpanies fram aeling in sueh eapacttios i soele o person
hae been “guilir™ of “oroes miscondoaet’ or Vgeass abose o st
with vespect to the invesiment company which he werves, Uniler
seotion 3G the soort mumst enjoin sweh person Dvan 2o seeving il L
finds thit lie has been “cuilly" of such conduet.

Section 20 of the bl wonld amend sec ion 36 of the et to authorize
the Commlssion to seek injunctive reliel apainst peraons who engage,

]
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by enseamad, or abe ahnll Uy nsage in dets o prartices which invelve
w bronch o fHduciary dnty with respeet to any investinent ompany
iy =erve. T the evidence establishes thuat o person has engared or
ix achwont tur rigraees i sueh mizconduet, thes eourt o ils dizeration could
erijoin that persan fram aceupying positions ol resprmsibility witk o
cegstered investmend eomipany and pould frant such oher relief as
i leamed neeessary or approprinte for the protection of Investors.
The mandatory <anciion of section 50 as it presently reacs and the’
stignia (hial atache Lo Lhe required [nding of "gross abuse of trust”
ar Corosa pjseonducl” Doth tend o make petion under seclion 36 an
yinduly havsle and entrespondingly Hmited remedy For significant Ty pes
of tiseond et enconntered Ly the Commission i the administration of
the wet. Urwder the antilvacd I!|‘L'I‘|.r'i,.‘:.illl'|,?\ of the Exclhiomge Act arwd Uie
Investanent Advisers Act, the courts are permitied to derl morr
fAlexibly with the wisconduct of broker—lealers and investment ad-
visers in dealings with their clicnts. The proposed wimetdhment would
glve Bie rourts q-ruml:m;'nhlf& RS willy pespect Lo affliatad peTsoens of
hivestient companies who neeupy Lo less a pasition of wrust than de
broker—danders or investusent advisers to noninvestmont colnpaiy
chents, .
PART G: COYERAGE

The Cominission in its day-bo-day administeation and enforcement
of e Act has encmintered a number of recurring problenis with ¢er-
inin exetuptions provided in the act and with a number of related
srovisiens dealing with the applicabilivy of the acl in eerlaln situations,

he nmendmienis sugrested n Lhis part are desipned (o desl wikk
these probioms.

SECTIoN Giad, Anenmee Seetiox S{b) (2 —REQUIMEMENT OF Gaob
Farrn

Tnder section 3{63(2) of ilie act any issuer, other than & registersd
investment, conpany. may file an application for an order of the
CommisEsion dgn{ari.ng it to be sxerapd from regulation under the act
3 aeeoctlance with the standerds of that seetion.  The filing of such
apication provides an antomntic G0-day exemplion fram all provi
storts of the el daring this 60-day period, an applicant muy engagpe
in wetivities probilited under the act even though the {Commissom
winy ultinncely deny the applieation, )

Section 3(a) of the hill wonld amend seetion 300){2) 1o specify thal
Wi tomiatie Gl-lwy exemption is available only if the wpplication
iz filed in "grood faith,’”

While the Comndssion helicves that a requireraent of “goud Taith'
s i lisit 1 the statune, the existing statntory language does ol s
wrovide, By making the reguitement an exphicil fme, companies would
ve plueel on potice that an ankomatie exemptiv cannot be obiained
by the filing of a frivolons application not presenting # colorable clain
ti the exemptiua from regnfation provided fur by aection 3(yi2)
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N

Hm.:rm:\' B EY, AMERoa Seorron 3ieid) Mawvroyvrion oF
Exerisins Vit CoaroasTes Dxaackn v Faoromoas, DNanorsTisG
ann REAL Errare Busivesses

Under the existing provistons of section ${e] {6) coTapra i aheaged
primarily in faetoting, diseouniing and real estate nee exeluiled [rom
the detinition of an mvestiient cumpany wnless ey are eneazed in
the business of Issping Faeesmonnt certificates ol the matalliment
type or perlodic pavment plan rertifientes, These hadtatons veflect
widespread abuzes prior te 1940 in sales of such secorilies onoan
installiment  hasis, ususnlly to celaticely ansephisticated invesoor:
of medest mess.

Sectwon 302 of the Bill would amend section Slegia) of e
ant o provide that. in addition Lo existing limitatione, Lhe exihusion
from the definition of wn investmont compuny providedt Ly thal seesion
would be nnavailsble w any sueh company isning o seeurily ve-
deatyable at the clectinn of the holder. ' |

Although the catnpnoies enumernted in section Aiei (6 Lave port-
folios of securities 10 the form nf netes, comiiterical puper, or nwrlgages
giod meher Hens on aned inlerests e real stuer, they are exeluded Trom
the acl’s covernge hecause they do wob cowe within the generally
undersicod eoncept of a conventional Investment. ecmipuny nvesting
in stocks and bends of corporate issuers. The proposed amendinent.
would have the sffces of extending the regulatory provisions of the
arl tu eertain of these companies which I Tecent youbs have ai-
templed to capitalize on the pupularity of vpen end companies by
fzsuing redecmable securitics, ) )

A redecrunble security 35 defined in seetion 2{a](31] of the et
a5 "any seeurity other than short-lerin puper, wider the terms of which
the holder, upon is presentation . . . i entitled . . to receive

. approximately his proportionate sharve of the Jsaers current nee

assols of the cash equivalent therenf!”  Thus, the propused amend-
ment would in no way aFecd companies which wsue ssenrities rodes-
able at the option of the jmmer —the conventional form of redeemable
seeurily commonly used b rorporate finaucing. The amendment
apphies only to those companies which purport tu wedel themselves
alter open end companies by fsswing a security redeciable ni e
aption of the helder. ’

Sepcrrow  3thi(3),  AMErpING  sSeevion  Ale)(8 Deveciox  oF
Excoeston Fok Coweasy 80 Percexy on Mone or WhosE
SECURITIES Ank Trose oF UBpTawy SincLE [8sueus

Section 3(e) (8} exeludes Teom the statitegy definidion of an Invest-
mient. company & company 90 percent of more af e walue of whnse
investroenl seonrilies are those of any single bank, insuranee company,
or other fneneia! inslitutions of the types enumerated in sections
Ae) (6), (681, and (73 of the wel, Sertion 3(bIEY of the bill woslisd
delete this parngraph from the act.

The avalubility of the section 3e)(H) exemption Lo ETLLTAILIELS
-.:.'hu-.hl hold, sofed¥ ws an investmenl, seeurities of rerbtin Lypes of
financial insiitutions appeats o be wholly inconsistend wath the
statutory pobey of the coverage of Lhe act and shonld be removed.
Lz delelion frrm the wot will not affect existing exclusions for com-
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anies which control ur manage the enterprises whose securilies they  and would prohibit the creation of any new "aeries companies” under

1k, the wet. The propozed amendment wonld not affect the anraniza-

© tional struclure of existing seriex comipabies. Suely companiss soald,

in effect, issue new scries of <hares by registering (he new series ws n

SEATALG IMVestment fompsny. HilniTﬂrl}'l e the Puture, & group of

separste registercd investmenl ecompabies conbd he  orennized—

designated [(if desived) as “Series &, "Series B and =0 vo-—-but ene
having the satne imanagernent oF adviser of underwriter.

Mperine L4l AMENMING BECTION .'5{::‘;{1{‘1}——{Jl.ufmc.a.u*:u.\: (113
Fxewrrion For Houmso Comeany REeaistTerzn Usokn Poer
Urinery Honmea Coupaxy Aot or 1540

Sention 3ie1( 1 now exeludes from the roveruge o the act any
cumpany “with n cegistration sudement n effect o< a husleding: coli-
puny under the Public Dtility Heolding Company Art of 1035,
Section 3(h1(4) nl the bill would wmend seciion eyl ol the adl _ _ .
tor ke the cxclusion provided by that serlion availuble to COTDPRIC The suggested wmendments ke this part deal with n variety of
“subject to regulation under the Public Utility Helding Company minor inennsislencics, ambiguities, und nnomalies in provisinns whinh

FART H: MANAGEMENT.-SHARFHOILDER BELATIONSHIFS

Act of 1935 ) . retate generally to the area of munagement-shurelinlder retationships.
A holding rompany may register nnder the Haolding (mm]mny_ﬁii'l. e o . o

and subsieguently ubtain wn nrder exempting it from all ar smbsl,m.ur,m ¥ SEnTIeN 20, Amp.,\n::\..ﬂ_ SECTION ~'frf]-19}—1h'.l-'|:~:n'mx oF

all the provisions of thal wet, [t has been crntended thae such = [NVESTMENT ADVISER

: is stif) “repistered” under that act even though it & o i : - o
ﬁ:ll?*lg:r;igirlﬁlﬂ]] Lhcerder. The proposed ametdment wanld nake inyn:d!:l hcnl-;l-'_ﬂ_ -’ fE‘J i:{hthﬁ 11:': th% ?"x?ﬁ&)—t,m“ frim the tlehru!,ll_]nn nli:
it elear that o comipany whieh is in fact uhregulated ender the Holding 10ves :f]-'E']L f“l'w-lbﬂ}i or nml de officer, din ﬁit.mr'. tristee, member o
Ca Act §s pot excluded from the eoverage of the Tnvestnient AN BCVIsURY Lwoard, nr employee,” presently contained Jn sectinn

Aunpany 2{a) {19} would Le limited v notural pereons,

Compauy Act. Seotion 20019 of the act defines the term “investrment ndviser”

. o - 1— MoptFIcATION of W an Invesiment company as any person wlhe regularly fuenishes
PECTION Mh}{éj’ ‘}ME:\ s I—?ECEIE; Di:i_cj((]la.ls:! u:-: Il:t:;:'rm-:]t Vinsnar 8dvice to such comnpany with respect to 1 he desieahiliiy of investing o,

Excuesios ror Comeaxiss Horbika LhiL. ' purchasing or selline securities or s emprwered to detertoine whal

HovalrlEs gecnrities or wther property shall be pirchpsed or seld by suck cnm-
sootton e Ite uct excludes from the definilion of mvasl pany. . .
|n::fft:.ﬁlr]:11l:£‘:f}{'l Eli.al:,.:ﬂr:ilr:f[}::;' esu%gf_mﬂ.iﬂlly all of whase biisiness o, That sectinn speeifies & nunther of exceptions tn }Ihi.t-. eeneral defini-
holding il, gas, or other nineral royeltiss or lesses. Section 3(b)(5) E_I-{' noaf investment ndviser, inchiding one for 4 “hous fide officor,
e bl wonkd amentd section 3{e){11} lo delcte the exclusion fordivecior, trustee, member of nn wdvisory liewired m-‘cn..;u‘inyr_m u[ 2T
campanies deseribed in that section when they issue redeemabliinvestment COMpARY Lo which lie s |'|:fr1d§:.r1ng advice. Serrion 1304
am;uriLiER, l}ni'iﬂdit‘ pﬂ.jll"lﬂl'll- |;1&II {:E:I'l.irl{:rl.l,ﬂﬁ. o IB.EH-MHE"U“F fj'e” l'[l'l- af 1-!113 sk ]‘Jl‘u]‘.llh]l:i all pevesinent advizer® from ]TI:L“IJ‘;"H]JIL;_" SOl vbeds Lo

cates of bhe instollment type. The }-_q-nprmml amendment is similar HIAT !_!1‘-'(:51,111&!_1[- CANTLT LG Y mcn{_&]‘.n_t pursuank o on u'rll—lmn l.:unlrlru:l o
arpose to the proposed amendment to seetion AL R talning certain specified provisions, Among wther things, the intent of
[rury this cxeeption was tn exclude munagements and =taifs of internalfv
sperion 10, AMExDING SEeriox 15{{)(2)—Mom#icanion oF Deermanaged fund« fran t!m eerpLirgments of section §30a). Hewever, i
: NITIud OF SEXIOR SECURITY read literally, section 24a;(19) ulso exemipls From O seckion 130a;

i contract requirements a4 maiagement srganization wlich perform:
Sertion 181 of the act mnakes it unlawful for auy registered opettthe same functions i< an investment adviser simply bevause il is or-

enel investnient company 1o issue or sell any senior secunly. h’g‘.ﬂ_lli?:ed s a buginess wrust ragher than s o eorporative ar parinoer-
termt V'aenior =ecnrity™ dogs not, under present sectlon lmf:'{z].shlp_. By limiting the exceplions feom the definilinm o investmicnt
inchiude shares of & particular “series” the holders of which are i‘Tﬁrﬁ"‘iEnd_ﬂier Lo natorel persons, the proposed amendment wonld preechicde
over the holders of all atlier series o respect of asscls specificallithis anomaly,
““I.!I: I::ﬁﬂw;:':;ru:? ‘?f;:"l-m comnpanies” exizled nL Lhe (ime the act ""'FESEGTIONE Rink amD 15, AWENGING BeEcTioxs  [5(0)
paazed, and new Useries com lmqimi” have H.IE;ieﬂuenttll}t;;ff:uﬁ?a:ﬁw ATTENDANCE AT DrrEeTons’ MEETINGS
1 ; T 5 s 1InLber v Est ' L ]
%ﬁf:ﬁ."sft t::s:::ar{?:t:!::x:&liﬁ}c:{ﬁ;t.;;?:gi.nt,crems of holders «f share 5'3'3_“““5 vafad, 1Ah), 150c) und 32) of the acl provide for: fa)
of u viarticular series are voted on by the holders of shares el u'lﬂlcl'!('.}wl of advisory rontracts; (b)) approval and renewnl of under-
L Do 1 such vote may Le controlied by the holders of awriting contructs; and (o) the zelection of indeperalent unditors by
eXIsLIng series RT“IHW“. \E il -;:,ar!'hf..ﬂdcﬁ of different series, whosthe board of directors of an inveszment company, including 0 magnrily
1umffent-_er1 hernﬁ:ﬁ'il:;iﬁm?ién;en:? lurlmmd T:ogﬁt,hgrl of the unaffitiated ddirecrors. These seetivns da i reguire the o -
mtg;::;;{.;;nlu.g nrc:.he bﬂlﬂwmlid amend sestion 15(£1(2) to prevent itendance in persan of the men bers of the board of directors at meetings

B P H J
he fruture the erealion of o new series by existing “series coRpanies

ARl A2(s)—
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where required aetion i wken, even though ther vode is necessary b
mast the stabulory requireiisnts, :

Sections #ie) and 15 of the bill would amend sectinus 15{e} and
Adind of the act o provide thal the voling cequremeads of section:
15 and 32 can be sutisfied ondy by directors who are perannally presen
ar o meeling al which their votes are taken. The proposed amendmen
e It eoded Lo assere informed votinge on malters which require aeticn
by the wed of direcbors of regizterad ivestment enmpaiics.

Syrrlons 500 AN sih), AMENDNG SEcTIoNs 154 AN 150k 20—
ASAIGNMENT ur ApvisoRY  axp LUNDEERWRITING CoNTRACTE:

Seetienr 150004 of the wot veguires that an investanent ad visory

contract provide for aulomatic Lermination upet il “assigronent by
the irovestneent advicer.” Similarly, section 1505302 reqguires tha
woderwritiny contracts provide for antomalie termination upon thei
Tasabrniment baosuehe wnderwritee

Section Sl of the Bl would amesisd section [Head(dh of the ae
to cdelete the words “by the investmonl adviser™ and sestion S(b) ol
the Bill woudd amend section 150h1(23 Lo delete thee words by susk
umlerwriter,"

section 20ad 4} defines the teem Vassizninent,” weige other thines
i |]|_"'('.|II'|“:ii]g wlien amife arblmi s taken i}_‘!.' PEROIE vilier than the
inveslment, adviser or anderwriter, Tlos, under the delinition, assigne
ment inelides iy divert ov indicech Leansfer of o conaenlling Bleek of
orlstanebing woting seenpitics by nosecurity holeder of the adviser o
swedlerariter, Seelban 15, bowever, introduces an amldenity tnto the

act becanse 1 refers only tooun Uassimmment' by e advizer o under.

writer iself and ot by s person halding o conlealling bk of stack
of the adviser o underwriler The proposed amemdiment will remove
this anbignity,

SECTION 9000, AMERUDNG Berrren 17000— O AnseTs [ BN R A

e Baows (lo=Toonr

Unelor section LTOF, an i estenient conpaity of the tannsmeman,
tepanatal place Vil seenrities and inulae mvestnents in che costody
nbels a bank, (23 0 stoek exclianse firm suliject Lo pales preseribed be
the Commssieon ar £3) itsell, snbyece Lo rbes or oeders preserihed by
the Coonnission. Fow company clooses 1o retain the esbody of s
soeapilias, 1 tesl deposit 1hewe with eortain specilied natitataons fig
aalekonping. subject o eortnin ez s 10 weress, onranrkioe and
LRI '

sertion B0 ol 1Te I wenbd amend saeien 1700 of the net to e
vide that 3§ an jpvestien compnny enploys a bk sy cistoding far
soeenritics il sidlae vesbmrent=t Then adb o of 10s eusly weeets,
el pececeds Feom the sale of it vwn serarities and eonie on
it Selidinies shadl Bkewise e Weld by o bank, sobjeer oo approenciate
S | L W Iunqul.luiil i s djspeaktio by {IES]IEr Cobatprr Y fiedals.

The piopsed guendnsn wonld nol regnire i mvesbingn b eonpany
wi etnpley a bank fs cwstodizn. ¥ however, a0 ctmpany chanses (n ke
1 btk g ouslodisn, it sharcholders would sppesr entitled to expect

thnt the cash Beld by the company would be afforded nodogree of

proieetion similar to that given to securities, The proposed amnendment
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would permil mudntensnee of a cheeking accoun ay aecounls i nue 6r
mere bunks 11 anssnis nel 16 exceed this atoonnt of the fidelity bomd
CoveriIgg [IerE0n- anLborized ko e o Lhk maccoani b=, g ]'E"I'Hlii'ﬂlil. urncler
section Lifgy of the net. 1 owonld alan prasude thal ware thats o
banlk pusv set gs cgstoadian. The Conimizaian warld buve aativnby Lo
allow spoeified anwants of peiy cash s be held wpare from hank
rusbod ¥

SEeTioN 14, AMEN NG SEoTioy 25(e— REOUGANIZATION STanhaiim

Spetion 256cd of the act wow authurizes. any di=triy L-.-'unr-t_nF e
United States, upon procesdings msiituted by the Clommmiission, 1o
enjoin the consummation of any plan of recranization of n registered
investent eoppany anbe “a0 sueh conrl shall delormine iy sitch plan
tr be grosaly onfair or to cotsibate grss miseondnet or yross ahuse
of toust ow the parr of the officers, direciois, or inveslmend adviaprs
of such registerald company or uther spansorz of sueh plan.”

Seelion 14 would nmend section 2500 of the act o provide [.h:‘?t_a
conTl mmy, upon proceedings instituted by the Comusson, énjotn
the eonsummation of any plat of teormanization of nregisteced imvesi-
ment. compsny whieh the conrt fimds not *fair and equitpble'” troall
persuns aflerted. o _ _

The proposed amendment weald eliminale n standard which wid by
restricts courts Mang passing wpon plans of rearganizaion ot :rcg_lstlure_fl
investment companies, T1 would roplace this standard wikh the ' fair
anel equitabde’’ stpndavd which hns had o long history af ]iurlmml
interpratation in equity recsiverships aud reorganizaliohs ot =ecs
tion TTH aned chapler ool the Baukroptey Aot and section 1ife} of
the Public Utility Helding Company Act. It wonld thos place the
conrls in a hetuer position to vary oul Lhe congresshonal intent of pro-
teering the seeurity holders of the investment company frr which a
plab of rerrganization iz filed.

. 0] e 0 i . . T.- .
SECTIeN 18(w), AMENIHING SECTION 20 DUBSTITUTION OF (RS TAT
Lvint: IsvesTaERTs OF Usit TRvEsTMEST Meaar

Seetion 260a0{31{B; of the net wew requires that the frost Talre-
ment af o s investment ouet provice that te sponsoe ar nsiee
will novify te shareholders wf th undt vestmaent st within & da¥s
after u substitulion of the underlving securities. _ )

Soction baln) of the Lill would ndd a new subseetion (B) tosection 206
of the act Lo aake it unlawful fer ey depositer o trustee of A regis-
teped 1ML Investent st (o =iwhatitute onderlying securities withau
Coutission approval. o

The propescd amendment. recameizes Bt antilierlon 16 share-
helders dovs ol provide adeguale [rotection since the only rebicf
avnilalite v the sharchelders, 3 diseatisfied, would be tooredesn Hieir
Jures. A sharcholler who vedesms aned ceinvesis the proceeds In
i her wnit investment trusc ar in i apete-end gonpny wenld aoden
fimst cireumstonres be sabject to a new sales learl The proposed
amendment wanld elose thae gup in sharehobder profeetion by -
vidine for Commission approval of the substilntion, The Criniission
wankl be required to lssue wn order approving the snlptitution it
finds the sihstituiion eomsistent with te protection of investors nidl
the purpeses fairly intended by the pelivy aoal provizions of Lhe actk.



INVESTMERT COMPANY AMENDMENTS OF 1967

32

SpoTion 19, AMEKMNG
MissIoN OF PAPERS

Sporion 33—Tuawswnssion To TOE Clom-
FILED 1% SNAREHOLDER ACTIOND

vires registered Investmenl L:qmpan'g?a
and their efltliated peraonhs whi ATE 3cfendnnltls in derwn.t:ltvei hli-lh :.
imveolving tan slleged breach :{f nfﬁnﬂill fﬁ"’}' t::rd t;‘lfll,njlrlré:ltl ugtinna
' issi Lo s ¥ TROOT
Cammission copies of the pleadmgs and the T ch sctions,
i : i : ts has been renderec oF &
Her w verdict or inal judgment on the mer
:r:tt!emem. or sompromize of the asuien has been approved by a court
ompetent jurisdiction. o )
o :’Eim:til:m 19 r]-f ihe bill would amend sectinn 33 of the &Et o r\g&ﬁ:
promypt filiug with the ('Jummi?v.mn of mp.e;i of al{]:llgglea;nu‘;%sﬁs i
i i O 1 nts served or
mienls, disconilnuances, or JUOgIen ; Mgy its by o
i ny : - or n osecurily holder thereot 2
registered Investmant coTIENILY ' uriLy Do e o such
un oificer, director, mvesimend adviser, Lrisles, e i
GO IRTLY ‘In addit.fnu, the se::twri wEulf_l1 require Lha& (iﬁ:,e;u‘g I'm“{iﬂs
. ¢ i 5100 21 85 .
and other documients be filed with the Comimis 1T el
i i W t the Commission to be kep
The proposed atwendmeit would permi ! : '
( i Ls outsel at e tre
formed of the progress of the libigation 1rom i i
::I:‘rl.?rt., and nm.ks:}it, possible for the Comiission promptly Lo take such
action as may be appropriate.

PART I: FORMAL

"he suggested wrmendments in this part are copcarned with Iﬂl::'.-;
enllaneous wnomalies and Wneonsislencies 1n tha art.

Seeiion 33 of the acl now e

mEcTIoN 2a), AMENDING HECTION 2(&]{5)—(31:.1:«_:5?: :::.’_Hur‘r:nu«cr.
- o Anoraen Statuve VWaior Has BEEN AMESDED

Seet il w abstitute in seation 2{a)(3) of the

ot 3 of the hill would substitute in sen °

uq:?ﬂti:tulenﬁ.-'u:rli;? fapder vhe anghocly c-ir l,!]m %oil;u:u{n}lier.;;{; ;hjr?uis
ey for the wiotts “section L1k) of the Federa, lies - Act,

;ﬁ::c;:dm_i,” Section 110%) of the Federul Rﬁg&:}'{vc%ic:. I::ﬁ;}ir:é rl::igzﬁhilwl'

4= resnlb certain wulhorvily over bamlits [0 xorels T

Itl ::31 1":?}1::1‘-11 Tt eserve Board is now exercised hy e omptrolier of the

Courrnnay.

AvENDlNG SECTIos 3e)- ELETION oF SIPER

TR - 1 ]"h
Awerion hIIS axnp REvNnMREING

FLUGUS REFERENCE

Seelion 30100 of U bill wmﬂ% uu'}m:_ld seciiic;n Bic {'Jlff'rt‘}uéx Tih:]bei
. TN atbscetinn 3R} of the wel, Jeciiol b :

deleting releronee 19 subsestnn ol ] exeludes
r~{~|-min"‘mmfrurim of rospanies fTom ﬂmE :hotu;nm:l ul 55.;1 1€rncéa:n(:;‘1:11;

\ - whi i b i sulmection (Y of sectlon o, 3W0EE
oy Which a2 foumd in s ) j B 1
::nb_-.-l-:w:':::m fa) delines wh investisent comproy wand mbm\nl-:{n'nm{]?;
el eriitains excepl ks from Lhat dn{inmnn, the referendce Lo

in = i ) 18 ineless,
wrelicrts TH i1 snb=polion (o) 15 MERANMTE L .
’ ."ivr-.tiuu%iﬂn}r i1 would ks renumber paragriphs Lfﬂ:_i_ilmitfnh xh'rzl:ﬁ
V9 1 hrakkeshs 1't.f:.j'uf anbsection Sl Lo reflect e l.'lelm-m.n 11 |11ﬂr.:1~.g. nin
|:l'] Uverenf sy Public Lios #59-415 A0 Clongress, secoiml sess) :

F1OG6G)

1 - v T T
Anrspist Sueriow 3(c){13] rpnATING

c 3Ly, LR
Snerton k) FreveNuE Copl

RErERLNGE TO INTERMAL

on i1l w seetion 303 (13) of the av
Saclion 201410 of the Il mﬂluid_umen!:l st he ¢
."wr : { rwrmaniste sabstibotion with Tespeet Lo an excephiot

1 RS BE

-
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provided for an employes’s stock bonus, pension, or profit-sharing
tenst which qualilies under seviton 165 of the Internal Revenue Code,

as gmended Bectlon 1065 was replaced by zection 401{n) when the
Interna! Revenue Code was revised in 1954,

SECTION B(0p, AMENDLING SFOTION 1He) CoRRECTING INCONSIRTENCY

1 Prontkrrese Pensoss Fron Seevisa as DeecroRs or [NvesT-
MEsT (DoMpaky

Section 10{e) of the act probibits o pewistered invesinient compuony
from having o majority of its board of directors consist of nificers ar
dircctors of wny one bank, Section 5{c] of the il would wdd tie word
Somploves’ o the firse elanse of section 107e), Fhe secnod olnuse of
section 10} provides wlimited exception [renn Lhe peolabition for gy
registered tvestmony company which an March 14, 19400 had ns a
majority of its board of directors, the oificers, directors, or cmployees
of utiy one ook, While thae firdt danse does not inclide employees, the

serond elauga dues include them. The propesed amendment wonbd
cortect this apparent Ineolsistency,

SEcTions Aol oA sild, Awmesprsd SREomoss TAfel asn PEd)—
FLlvryaTion oF OtrpatEl REFERENCGE AND SROTION

Section SLe1 of the Tall would delete the sords “exeept o writlen
geraement which was in effecr prwr o Marelt 15, 19407 In secLiogn
1556) of the nob. Sectivn S[d) of the Bl would sdelete section LAId)
Iremny edee geen. Tl seeton pl'u]‘lihih—; woy persen aller Maeel 15, 1945,
fromg wering as vestment adviser v, or princips) undecwriter Tor,
any reciztered nvestnenl cotnpany parsuann to oaowoiltlen conbrack in
effect pricr Lo Mureh 15, 1940, unfess snch contraet was rencwed
priow o Alareh 15, 1845, 1y sueb Form as o make 1 comply with
aections 13da) or 18b). The 1940-45 period mensioned in seolians
LA0ed sl 1R{d} pasaed Tong s, sl referenees to 30 are meaningless
toclny, There are no porsars wle aee or will Tieveaiter e affected by
section 134 v thie above elawse of secthon 100,

BEceros 1200, Avesnrg Srevioy 23d DELETION ur Lasclase
Heguinen gy Puoposkb LueenuaesTs

Sectice 12000 of tha ball wouid anteied seetion 22007 of 1l act 50 as,
among other things canloem that sectionr Le the proeeesed wmend-
went tnoaecion 11Tk of the acl by delating reference o cliuse (23
of sectban 117hy e <ection 220 of the acl Section 22400 of the et
provides, jnorelevent part, that e shall net pravenl w sale made
“pucanand weown offer ol sxchagee permilaed ]lr}.' section L hereal
incliling any offer mudes preesaunn t cleese (0 ar (21 o seclion
LI Phe Commission o section 6 o che b Tus peeapneed thal
edniize {2 of ~ectinn 1100 be deletad froan the met.

BECTIoR 1 AuExness Secrees 2Ed]- Ueeveiog oF o Srarnrony
Rrrpnnson

Seciion 134 of the Il wonb] smend section 2100) Lo refer 1o Seetion

4040 of 1he Reenrities Aet of 1935 Anwng olher things, section 240}

of e et state+ that e exemplion procided By oeliose 3 b seetion

(1} of the Seruritios Ave of P3N shall ned be applicable o Taee

amenn b eertifeate compunies, e end pnalaEEenT crmaies, W
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LNl jnvesraient 1ruats. Wien the Securities At of 1933 was amended
in 1064, whar had previensly been the third clyuse of section 4{1)
bacanie aocbion 403].

- L e
Secrox 21, AuENpING SEerion 38(a) —OLARIFICATION 0¥ Comngs
sion Hunustaxing Powen Usper 7ire AcT

Beciion 21 of 1he bill would amend seetion 38%(u} so that the langu]uge-
comieering rulemaking powers thereunder will be the sae as the lsn-
s in the Public Ll_.ﬁit}' Haolding Company Acrof 1935 The differ-
ence in the langunge of the ralemaking provisions of the Investment
Company Act and those in the other securities acts do net lrlp].r':eTu:
substaniive, nud it is desicable to conform the langeage of the Invest-:
mant Coapany Act G that of the Public Utility Helding C‘ompanjl

Act 1o avold varying interpretations,

JECTI0N: 22 AND 23, AMENDING DRCTIONS 43{a) anp (4)}—UrnaTiNG
STATUTOGARY TLEFERENCES :

Sections 22 and 23 of the bill would amend sections 43(a) and M”i
respeciively, to conlorm references te the J nd_i::]al_ Coude \l‘lthf tlge
present desighntion of the sectlons involved. Section 4:%{:1}. of the.
art provides Tur court review of Commission orders, It refers to sections
330 a1yl 240 of the Judicial Code which have been vedesi nam‘t:l a-.n_acu]cnfl.
1254 of titte 28 of the United States Cuode, a5 amen ed. hun;h‘r }dl
secbion 44 of the act, which gives the district courts of the }n}te‘
Slates jurisdiction of viclaidous of the act or rules utd regu Etmn--
thereunzder, relers Lo scutions 128 and 240 of the Judiuml Code, ;15
amended, which have been redesipnated as szetions 1254 and 1201-
1294 of title 28 of the United States Code. .

PART I: AMENDMENTS TG THE INYESTMENT ADVISERS
ACT OF 1940

Thoe Investment Advisers Act of 1940 is n companion statute io !,IJE
Invostinent Company Act. It regulates the activities of lllmm: W ;:1_‘
receive compensation for advising others with respect ¢ o ny calilen
1 secutities or who are in {he business of ssuing analyses or reporls
conrerning securities,  Jike otlier Federnl securilies statules, the
Advisers Act prohibits fraudujent practices and requires TIL'::IEG s%h JEE;
Lo its provisions to register with the Comnnission and 1o keep 00
and records in acenrdonee with Commission rules. 1t also EIIHWETS
the Commission to make regular inspections and Lo toke ndml;nalr;té
Live remedial aelbn apainst applicants for registration and registeret.
advisers nmder 1Eimt. st.znl.ute. 1

The proposed amendinents have ] . J
rem:wel ]m'lrviainns of the Advisers Act which now afford 111_»'::::!.1113]‘1.
advisers Lo hinvest eompaies special exemptions from regldﬁtum ulrder
the Addvisers Act, T connection with these changes the Commissior
wortld be piven browd exemplive authorily W sdminister the 1'%&'&'1?111:1'.-:
At it exible munaer. Becond, they would sivengthen existing dis
idinary cenirels over vegiswered investment advisers JJ‘L m?ktlllw
I.I[u_':m more comparatle 1o the provisions ef section 15( { :L; ' l't:
Excbhange Act relonng 1 hyul;m'—:'lcalcra n ﬁa:urltu::t ancl to o
propwosed smendments to section 9 of the Invesiment Company 5 LII

(_lfnngre.li:-'- in 1064 amended the Securities Exchunge Act _t::i p:?rdlml
the Commission to proceed directly agminst an pifending indivi us

two purposes. First, they would
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wilh ur withoest proceeding also asuina his firm, This was done s
respense to Lhe recommendation of the Special Study of the Scctrities
Markets that “ihe dividunl ratdior thon the firm 3= the wppropriate
unit for reany rogalotory purposes, in the interesl of Tairpess as wll
ps efficiency.” Wa comparable changs was made in e Tnvestien
Advisers Act apparently as the result of oversighit. The pvopised
amerdmonls: o b [nvestntent Advizers .l"!u;:l'_.J fike 1lie l,}:l'q_]fn,l:".ﬁf]
anodnteits 16 seetion 8 of the Investment Cnmpany Act cenlained
in the Bill, would bring all three of Lhese olozely relufed statutes inio
confurinicy with the eongressivaml decizion of |GG,

HECTIONE 23, 25, ann 27, AMENPING Szorioss P63 axn M0 ann
Arrie New Szerion 207 -ExeMPTIONS Fhrou PROvISION: oF
THE AT

LAMENDEIENG SECTTON 2H—NREMOVAT OF EXEMPTIONS PO INYESTMENT
ADVTSERLS TO TNVESIAMENT COMI'ANTES

Section 250w of the Bl would wmend paramyaphs {27 2wl (3 o
section 2050 nf the Livveslenent Acvisers Act Lo amke imopplivable
Lo investment ndvisers (o investunent cumpanies the exemptions frem
registradion under the Advisers Aot now available to most of Lhem.
Sestion 200 (R of the Arlvizers Acl nosw EXCILpTE any dnveseaTiL
wdviser whose only clients are investiment enmpanies™ [ran the regis-
tration requiremnents of ehat stawite, while section 20501030 of th
act provides o gimilar exemmption for “any investmend wdviser wloo
duritg the course of the prereding 12 yonths has had fewer Hun 15
clients and whn deoes noe holid himsell ot generally Lo e public as
an investment adviser.”” Some miotaal fund advisers are regislered
under the Advisers Aet, T most of them, paricularly tise that
serve 1he darge funds aoul fund complexes, fall within these two
exemptions {rom registeation,

While the wntifrand provisions of the Advisers Aet appiv to wll
investment. aelvisers, whethey nr not remistered, the bookkesping and
Ulspeniiom 1'trgl1JiI'E|thr|L-: af seetion 24 of Wt act do oot exond Lo
Investoien b ad visers spesilically cxeniptod from vegistration pursuani
ko sectinn 203{b), The Commission®s anehorily 1o oversee the wotiv-
itiea of Inveslment advisers sheld o depend (as it now thes] o
wlether they offer their servicss to Lhe pu br'u- divectly or threust te
twediune of an investment company, and tho sharchulders of (nvest-
ment compaiies shoulil have the sahe protections now provided for
chients of investment wdvisers who obtain invesinent advice on an
Individial bagis,

The proposed wnendment will not affect the existing exemptions
from registration for thvesbinent advisers whose ouly elionds are in-
surancs eompanies and for mvestment advisers nther Lhan those ol
vising vestment eampunies who neithee hold themsebves ong peneally
o the pubdic e sweh aor have 15 or e elients, The imlrastate sx-
empiion of seclion 203(b){E) of e Advizers Aet also weould remain
unchanged,

UF KXEMPTION FOR ABVISOHY
IRYESTMENT GUMPANEES

20 AMENDLING SEFIIOS 265 BEMOVAL

CONTRACTE wWiTn

section 26 of the bill would amend seetion 208 of the Invesinent
Advisers Act o delete the cxemprion for sdvisury contracts with
mveslment compenics from the prohibition acaanst eontracts (lud
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provide *for compensation Lo the investment adviser on the basis of

& share of capital gains upom or capitel appreciation of the funds or
any portion of the funds of the client.”’

The pronibilions of section 205(1) protect advisary cients from
corpensniion arrangements that give advizers special incentives *'to
take undae risks with the funds of clients” (H. Rept. 2639, 76th
Chong.. 3 sess. (10400, 249), on whal the Senale Comrittee on Beoking
and Currency described in 1940 A< 8 “hoads I win, tails you lose”
basis (= Rept. 1775, 76th {Jnnﬁ., 20 sess, (1940), 22}, Although ar.
rangenienls that would be barre by section 205(1) because they give
the adwviser a share of the investmenk company’s capital Zains are nob

cotniot an the investment company industry, some do odst now,

and the nuwnber of such conitacts appears to be increasing. By,

extending =ectinn 20301} to gdvisory conlyacks with inveslinent Coti-
pany clients the bill would insulete investinent company shareholder
from arrangenients thal give InvesUnent DIANAZETS direct pacuniars
inierest w pursuing bhigh risk invesiment policies.

The proposed extension of section 205{1) to invesimenl company
pibvisery eontracts would prohibit a comiract which provides Lhat
any part of the adviser's Tee shall be a specified amount of the com-
pany’s capital apprecition.  As noted, clause (B) of proposed sec
tion 15(d3(2) of the Investment Company Act (sec section S(d} of
this Wll} expressly states that the “gnality of the services provided”
i+ & factor to he considered iu passing ou the reasohableness of an
sdvizers fes. Henee, an investmoant adviser wheose efforts in the
pust have resulted in superier investment perfermance for the com-
pasy would be entilled, ol other things Leing equal, to a higher fee
[or s services Lhan another adviser who had not shown eomparable
results. Thus, the overall elfect of this bill wonld be Lo pe it invest
ent, company advisory {ee rates 1o reflect the adyiser's historice
performanes regords but to prohibit arrangenients that supply
ndvisers with direct peceniary inducsraeuls to pursie hazardom
investment policies.

Qection 205017 of the Advisers
arrangenents which invelve & sharing of

Aot forlids only those sharing
capital apprecistion. The

pruposed amendment will not invalidate eontracts under which the

wdvicer’s fee eotsisls ul n percentuge of Lhe investment company®
orilinary investment ineeme, provided that the adviser's compensa i
meeis the renscnableness lest of proposed new section 154d;.

3. THOPOSED SREOTION 207— COMMISEION EXEMPTIVE ATTHORITY

soelion 27 of he ball woadd audil o new section 207 Lo thie [nvestmen

Sebvisers Act. [t would einpower the Commission by rale, regulatior
or order 1o exempl conditinnally or uncouditisnally any persen o
transselion Trom any or all provisions of e act if and tw the exter
Al GelMN Is DRCESSOTY OF npprepride 1
cimsislent with vhe purpeses fairly mtended

naled sece 20% throwgl 233, respectively.)

POWET Lo BXETIpL Ay person, irnnsaghion ov secuTity from any Mnterstate commers e : ]

. . 1 | which this amendinent waulibibit such nes T;:: l_?t‘fﬂ?li?c?bﬁd LI,I connection therewith also

wntraduee imlo the adninistration of the Advisers Act 18 appropriate 1 ¥ & registered
1]

vision o Wit statuic. The tlexibilicy

3
the public Intersst and
by the policy snd pro
Vi of Ul act, thxisling sees, 207 through 2382 wrrnhd be redesig o
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view nf the by Ry oy i
yiew o tahr;*?butmd?‘ crvernge provided fur by Lhis bill. Under propused
;3;;;[;“] t- ', L-1_ﬂ SAEILEST LN wornld i approprinte gases ba able to
ExelL ;t:h epn]a]] T::I::;,Er”n}' the t-eglﬁtrutmn requirgments of sertinn 2063 aned
2 ¢ perlarniunce-based wdvisory o s Lickn | ¥
2[]5(” e g i HOY [-Ul‘llj’Jﬂl‘in:‘LLlu]l 117 = LArag
v w08 At of gl Lo the exrent s IUIh 1

: _ : 2 VexPent sueh action i approo-
|1rm1,.l:‘- in the ]ulh]I(:llntere.&l wnel consislent with the :I}rnl.goi,i.'}u!: ::i
wvestors and the policy of the act. . |

[ re. AF 1 - .
bELTI(]?]h_.}E-;Hu‘l .*L_‘-..r} 24, 1.-'Lh'!1-.h]}l}.’ﬂ THE AT KT STREKGTUENING
sCIrLimany ConTirpls OVER 1SYESTUERT Ap¥iskls

I R . .
T&FFZEE{YS:LCTH_J}_J %UZ{!’I}—DEHE\ITI{JN OF FPERESON 15500 ATED WITH
NVESTMENT ADVISEN; AMENDING MEQTION 2030} ARMINIATHEATIVE

ACTION AGAINST 5T0H ASRUCTA'TE
. LS AR T AH PER:‘.-IJN.‘G', A WD AR KN OB E 9
205 (0]— DISCIFLINAKY FROCEEDL]NGS MERBING SECTON

Arﬁﬁtz:r{:nf-l[ of ”;[Erlbﬂl would amend section 3024a) of the Inveslient
fdvisers | N l-i..]- nidd & new paragrapl (17) thereco, which would defing
(17) thren Fpu,:'hm-\ asstdaled with wo lveslmend adviser” $Pars.
; ol 215 of existitg sen. 202{u) world be vedesiyzoaled arn
graphs (18} 1:||rmjgh i213, respectively.) whned )
. This nmendment wwld be o counterpart t inn )
s umendme: : : ooseetiom Aaif1s) of the
?ﬁﬂtltl:;;u‘iih-]?;th:ﬂ.gﬂ Act and would add o purely deﬁni}ii::ml }.-ccrminn
ot 2[:'1 Efjb{ff i }:Iﬂ'ﬁmlh n.:mj'jml'nrrerl twin cluuze (F) of sxisting sen-
el (1) and paragraphs {2} wnd {3} of existing sere fon 202sl)
o oty and par graph . existing section 2040
sers Al In addition, the new terin wonkd be wse 3
preed section 20301 of 1he Advisers S 0nee) of Lhe bilty .
e ; _ AUVISCTR ACL (see soc. 25(c) of Lhoe bilk
:1].:;1;;:2“}:; 1::111;:1 p_;inr the Ceamnission, after making the requircd ﬁrulinnil
'm'restm}'- Dd.ilzll.l_ or_sispend individuals Trem assoeinting with il
i c]nan&!‘: tinﬂ ;;:bzfﬁ'} his express reference tn emploves winld make
F\- a . . v I} . : p
ol I aw, sinee an employee s considerad & controllad
?n;i;{:'f:}-rel-‘fl:ﬁfdcd?ﬁmﬁ'ﬂn Hpeviﬁﬂfﬂ.lly wonld exebde frovs its lerms
] 2 o Tumetions wee clereal or wdwistecial : -
under propesed section 20340 & pers i ot oo
ok [y W23 a persen guilty of miseonduct could
be barred fromn associating with an investiment adviser even ;:1 [su

" , .- - = - - -

l;!.l,ﬁlll'ﬂ. T IIIl”Ih[E']!lI fﬂpl\[] ¥ II“IdEL‘ ll'l.-t-" !:' I:l 2 i
el - ' o T 1’.'"'\-1-'_.{] KEE'I.]T 1L t-h -

C(]n]ml.ﬁhjl tTh Wﬂul{]. }LH‘I oL lllll,-l:l“l'] Ly tex flliH.‘!]I } j nr Stabstbory I :

persuns, ancluding employees, controlled Ly an lnvestrent o

TLI‘J'P'I‘IF-ER
i . ! L1 &N B
I'he proposed amendmentz to seotion 203(e) uf the :'-.dvirmr:. Act

] r FHE - LT | P
Dll:l':'IfrTi ise nhi_h}.'ntt‘l;.r the provisions relative to disciplinary proceedings
»of these revislons wonld make failure to supervise employees

1 I I'p!lt [ h"‘r L 2 H ke
(Rl 1] ':I j I 1]1‘-': ] ]: b Ol O T in"—i Il]]l['llli] 13 [E4]

PROPOSELY SECTION 203 (])-— REQUIREMENT

POH  JTTEISDICTIONAT
FTGOF :
Section 25{e) of the bl woul i
: tloarnend section 205 of (he Advisers
: © il wonld & w2 Jsen
ct to add o new subsection (d), This wonld speeily thai any pru-.'isinn:

) of thet pet (ot ) ] .
The propused smendment wonld be the counterpart uf section 6 regyirernent tnl,}er than sec. 203(a), the provision that imposes a general

of the Investment Company Ao, whicl gives the Clommissinn Bros
Iy #ny soh or

: ;‘egtsy}'ntmn on investient advisers), which prohibils
ondiet if the mails or any means or instrementality of

. would pro-
wnveatment adviser or by o
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person teting on behalf of such mvestment advizer whether or not the
walls or any instrumentalicy of interstate commerce sre used. (Eemist-:
i sulsee. (dl of see. 203 would be redesignated as snbser. (@) and
pxislity subsen. (o) throngh (g) would be redesignuted s subszec, (g
Lhveugdy Jiv)

Various provistons of the act prohibit weibaties of an nvestment!
wdviser only i they invelve a use of the mails or Tcans or instrume-
tality of interstate commerce,  The effect of the proposed smendment
wintd he Lo jrehibit sueh activities by s registered firvestment el visoni
wnder the wel itvespective of proof that the mails or instrumentaliiiey
af interstate contneree were used in connection with the particulsy
nutivity, '

"The proposed pmendment iz comparable to the provisios of sertlon
15(03(4) of the Securities Exchanee Act as added in 1964 with respect,
tu repistered broker-dealers. Sinee invesiment arlvizers ate !'{—quirndltu;
register nnder ihe avt becuase they wuse the mails or instruteentalites
of Anterarale comnerce i their business, judicial dectsions have mad
i cleay that the act nf reglstraiion fwinishes a anlfrient hasis for
Federnl rewnlatinn of Lhe aetivities of an investment adviser. "he.
propesed swendment,  therefure, would  eliminate LATTL - CLE T g
soarches for evidence which has o bearing on the substance of sich
ks,

PARY K: EFFECTIVE DATES :

SprTioy 28 —ErFECTIvE DaThs 0F 11F AMENDMERTS ProvIDED vFos
v vHE BILL :

Tl otlerwize nsled, the amendraents in this bill wounld take
effect on the date of ils enactnent, A delayed effective date of 1 yee:
is provided For ihe following provisiins af tlie Wl which sy require
companies to tudify existing mrrangements. They are: !

(1) Hectiom 204), amending redesiguated sootion 2{a)iZ) of the,
[uvestment Company Act, by ramoving eorporate Lrustces Mo,
the exception Lo Lhe definition of investment adviser :

(2 Seetioms 3 (ad, (D), {¢p, and id}, amending seclions 10
(), {by, (e, and {0} of the Investment Company Act, by replacing
fhe term “nililiated person” with the term “intercsied person”,

{3) Sections & {ay, {c), and (d}, pareqshing zections 1A (a0, (o))
ant (¢} of the Tnvestment Company Act, by providing for b
statutory standard of reasonableness with respect to ardvisors
oonlradls,; '

(4} Section 90a}, stending section 170y of the Invesimenl
Company Acy, by modifying exdsting provisious of the sot relakiog
1o eustody of myvesiinent company wssels; o

(51 Secting 11, amending seetion 19 of the Invesoment Cono-
many Act, by prolibiding copital geing distoibulions nwre oftes
hinhh Lhet @ Yony; '

6 Heelinna 25 and 20, nmending seetions 2%b) and 205 o
b Tnvestinent Advisers Act, hy removing certain exemption
Fer investment advisars o lveslmant aompatiies. j

To weddicion, seclion 25 of the bill provides for o delayed efleciiv
dnte of § months for The amendmenls to seetions 27 (a7 and 28 (a2
and (d) of the Investnent Company Act wiicl woukd prehibit th
fromteend o in the sale of contractasl plans and face-zmous
rertificates, .

1
9

COMPARATIVE PRINT OF THE BILL SUEMITTED BY THE SECTURITLES
AXD EXCHANGCE COMMISSKLON

. . - .
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{8y futerested peeson’ of anafher person neais 41 schen wzad anith rospest
to a0 iRestenl compang, (i) wny aftioied prrsan af ok compan g, (10 gy famber
ef the imemediate fawfly of wuy nafural parson win & an afilied persen of sk
cawgmy, (F) iy peesen who elther e, orowithon the precedieg theee petrs f;r:<
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INVESTMENT COMPANY AMENDMENTS OF 1967 1]

‘l'riltﬂr for any rogistoted opwb-vod congmu, regiztered il aevestinend braatk, or
registered frec-amount certieste compuny;

“{1) any person who within ten years has been eonvicted of any (nlony
ur mesdemranoy gvolving the perchase or sale of woy soeurity or arisiog out
af sigh person's conduet as an underweiter, beaker, dender, ot invesbmieit
adviser, or is an wffilinved person, salegman, oo employes of fuy invesiomt
company, bank, oF inaurancs company !

“[d) any persoe who, by rcakon of &any miscondict, is pernaaently or
bemporerily cojoined by order, judgmcot, or decree of nny vourl of copekent
Juricdigtion fror seling as an wnderwriter, broker, danler, ar inwvestiment
advierr, or 1z an afMliated person, Raleaman, ar coployes of any invesinent
company, baok, or inkorance company, or (ron #hgaging noor eontinuing
atiy eondied oF prastioe in connection with ahy sach aclivity er in conmeetion
with ithe purchase or sale of woy scearity; ar

“CE wovompuny any atilipted pecson of which is ineligihle, by rensow of
prarigraph (13 or (23, ta serve or act in the forgong capacitice.

Far the pymeses of parngrapbs (P, (2, and (21 of 1thiz silaeoeaan, the {orm
investniat advisec ghall inelude an itwrstnionl wdviser as defined in title I1
of this Aer

{b) Bection 4 of said Act i farther soesded by redesignating sbsection (8
thereo! a5 subsection (v] and inserling imanedinlely after aabsection (ad o new
anbrection {B} 1o repd ax Tollgera;

YU Fhe Commisataen sty affer sotice and oppartanity for Beacing, by arder
prohibit, cenditionally or wnconditionally, either peroanently or for such periad of
trewe @y ff iR A8 divcretion thatl derml appraprinte in the peblic inlerest, any piries
from aerring or aohing a1 an emplager, officer, direclor, member of a4 adoiios Ennrn‘,
enlestanent adurser or depostior of. ae prenelpal wnderwriter jor, @ registrred nvests
B conpany or afilveled porsen of such (aveatsment adeiser depesifor, ar prinepul
wnderteriter 1f syoh prrien;

SE11 hns awilifutly made or caneed b be mads C Gk repfalrativn ctabehoent
applientten or report filed with e Comagesdon wader this Gitle auy sialameat
which was ol ke e end tn Hhe CEPAL of fhe cirapmstarnces seader which 2 oo s
mgte falze or miatemiong vtk rosprest to any weaterial fact, or kae anited to afole
TR any such reprfralion stafement, appiiealion or regort any material forl nhick
was reglared te be slaled therein; ar

Y hna willfutty vfafated any provisest of the Secoreties At of 10008 B of
the Securifies Brchange Aot of T34, ar of Gl 11 of Phis Ael, or of this tiite, or
af any rule gr reguelaiion under ary of Fuch stalnfes; or

Sy fas wHIDuN Y erused, aided | obetted, coenseled, cowmaneed ) Tndaseed, ar
procyred the eiodufion by ang ofher person of the Sneeitoes Aef of T239, o0 af The
Seelrtlans Eechange Aef of T835, or of fitle FF of thix Act, orof this tifle, o of any
rute or rogafation et any of gach shothtes '

Euc. 5 (w) Bettion 1060 of the Investemient Company Act of 1040 iz amendrd
Lo rend o follmws;

My W otegistored wvestrornt fanipany shiedl have o boared of darctors ore
than &0 por venlow of the members of which are persnes who aee Einvest memt
nAvizers af, athilinted perzogs of an iavestbnent ndviser of, or oflicors o rmaploeens
nf, sueh registered eonpEny. A intereated f.l‘..l'.ﬁr‘l-u.'.' af xuck reqistered fomepectey, erenpat
theel mo person shall be decged an inderested person of & rageclered Silea e coBGo gl
solelly becdaxe of keebekershipe an dts bewrd af directors ar adowary beord s swneeshp
of 1l arcuritieg)”

(1) Sewtioan 1LY of said Ard is nmendarl 10 read pe Follows;

"(h) Ma registrred investnent company =hoh

{11 copley s regular hraker oy direatay, afficer, or cioployes af sach
rogisturcd compruy, oF any per2on af whish any aueh direstor, afiesr, ar
cmploves iz an [xMliated] faferested person, uole=s o reajoricy of the brosrd
af diractora af snch pegistered eampeny shall e perzans who aee ot sucl
hrabkers or [afiliaded] ratarsstsd persons of any of ik eales,

CPEY usr ns o principal andezwriter of seewrilies issand by itoany direezor,
affierr, ar rmpbayoe of cuche regi=tered eommpany o any petso of which any
sarh direeter, offieer, o emplaros isoan Daifiliaind ] sedeeedaS povani arlrs:
s wnjarity of ke beaed of directors of seeh regizlored fnmpony shetl bae
prrsons wliee are oot sueh priseipsl awlereriters o Cafilint ] nderesdod
prranns af any of simel prineipal uederwriterz; ar

YA have as dweeene, affieer, or cnsployer any inveslment banker, ar ane
[affibaed ] raterested persnn of wn invesimenst hanker, wnles- o anajority af
the: baard of dircetors of such regizterad company Tl e peraon: whe aee
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weit rvistiresiet hankers or LMl leed Y fedeceated poerson: of any investzuienl
boiier, For U pucposcs of Hhis paragraph, noperzen shall nat be doeacd wn
TuffilintrdF Lefereadod pursan of an invesineat Banier solely Ty peasen of
e Kol Lt bor in o [afflicted onterested prezon cf o company ol the
wloenuler deseribed in sectinn L20d003 (4] and (137

L Mecling 1001 oF saind Aet i8 amendiedl boonsad ws fodlows;

LA the efTeetive dote al flis citle, nod e Ao registerad e vosement cate.
peiin shall e 2 panfog Iy oF i Townd of dieceses eansistane of |oesang wehn
affieers, dhire ctins, o @epfegene of sy ape bpnk, Ef:’rulllrhrf, T]I:ﬂ] eronpt that, if
e ALarel (A, B sy vegisiermd investineuc company el Tioa il ooty
ol its eltreotors epnsisting o grssone whe are dipeetors, olfiecrs o canployoes af
and ety hank, el segrstered veampany s cantinne W Bave L siibe porees Gy
of ts el f dirceioss: congiating of prrsons whoe nie diseglers, offivees, o cm-
|1|1‘|n_1.‘-'_'1'.\ ﬂ-f A '|':-:|1'||-!.”

£l Rectinm 1060 of said Act iz ameoded Lo seods Tollews,

i) Metwithetanding subaection G)oaud subseetinn (RE(E)D e thig seatied o
rmialomedd e Taent eimipany miny lave o bowed of dircckors ol she eemmbers
ol wWhirh, eXrcpl oo, ST [:ul"l'l'.'i:‘n-Lr'rt] ffeaesteed poranns of the investoend. adviser
of suel crmpany, ot ate officces or employecs of suck company, if—

ST il invesliorn enmpany i all apedend cumpany

P mnel juvestinenl atviser 5 gegdinbored under atde THof s det aod
such svistment advises is cnagngel prins by i the Busiiess of rendeoie
st sl iaoTy servieres b shefiond in titke 1T;

P mo zaler laad ks clineged an seeuritics dxsued byoseeh invesgraent
CINERATLY

S any prennn wver neb oasser viabee shorged By st congeaee upan
e isatatnas of iy suel senrity, plne any diseman from sl asset vibae
ehargmed on redemption Wierodd, slll pen e Mo ageregals asoeed 2y
i luen:

N3] B wales er promaten exaces ams menrrel bzl registered
vanapiy; bl expenses incuened e somply g wilke Jnws regulating Ln- gz
o zale ol seenritiee shakl ot b denmed sales or promgting vxpense:,

SR saeh fevestiaen L adviser ja bl omly nvestinenl advaier Loosoeh
e st (I TIETE YIRS and sueh nvest e n b atlviser doeer nak eogaset s Ilah-
agmnent fre seeciding Lot gentam per anonn eof The valse of suel eam:
Tn's nel asaele averageed over fhe vear or koo ae ol o dulingue date e
s i Lhee pamgn:

ST a1l exgemtive saleries and exemative expenses andl cffer ront ol Ao
nwealient qumipnay are el Ty sneh Imereskipe o aivisers wod )

A snch invesbiectd corpany Ting anly opde elass of stack outstanding,
ot slare of whieh b ceaal voring riglis with vvery other sluee, ™

Bee, G fneotan L1ED of the Ineestisent Comgany At al 1840 by anended e
perel as Tollaas.:

Ui T provisions of Lhic soetinn shall nol apply 1o any offer wade purdauant
w [C11T any plon of restganization, whivh s aaboilied 0 wnd e2nndres the
apptrad of Lhe holfers of ob lenst o majority of rhe oustandiog shaces of the
el or socins ta which Wi seoyrity mwnedd by the offeres beleegs. Eooor (21 the
right, of canversimg, ab the apdinn of The hebder, Erom one cass oc serins into aasther
lier e geriesh o] soclridies dssnet By Lhn Sami: Eemipany (pan sieh twhes Lo
apunifien] i the charier, rerlificate of fseurpernin, articles of nssocintion, Ty -laws
ar arast inlentwne subject o which the seeutitios 1 be canverbad weme el or
sre: Lo bos szone g

Gra. T, Haction 1200 of the Tnvestowent Compaeny Acl of 1D arte el 10
ook s Eallows)

SR TU skl b nmbowful {43 for any megistorncd muasenienl o pany el
INY ey nrocon panics eoonenllinl Dy such registorodd ovestrenl commny
oy purebuim: a0 diorwise aeguine any seeuriny ismair] Dy or fy atbeer et o
U Darsinnss of L—- 1177 any weher incrahoeot cvmpony, [of which sueh segls-
s iR e b eampauy el AN Commpioy ar {'r-m{mnic:s eotrrplled by sneh
regislirod emopony <hall fal o the e ol sneh parehaese oF saguisithonl 9%n m
Hlye ezt nt bonsl 25 por eeninin of the tetal ougstaneding voliig slank, if sl
brgpsta el Tnavesioend eolinpaay il any enieey rr comngpandes cotlratled by 1
s A1 thee sl nr we o cosubl of sueh pire st v peguasitian will e i the
abgrgale mcan fhie 5 poor sen b of the todal outstandiog viling =lock ol stch
Ather ipveatment enmpiny F the poliey of uch ofhed vest o Sy ia 1l
evaenard b of jevEsiTuenTs i o packieniar dnelnstry or eronp of indusieies, o
Hvare Lhaan & per eeatne of the dosd valslanding votng stoek of sueh odluer invisl.
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et compuny i the polisy of such othor ipwestmenl comipany is d e Copeo-
Lration of iovestrents o & porlionlar iocdeeley or group of indusiries, nxeept
[H] far any {nrestnend o pany and Qg compdnl 97 ey pardes coyiralled by osuc
fnvestinent cortpang o prrchage o pbhesiodag argurbe dmy SRCUFHEY Jasued by oer aH
ofher indavest i the husiness of any regestered Tnvesiment comgteey, and (07 Jor any
vegesternd Thpestment compuny, sny principal paderweriler therepf, or atg bealkoe or
deerler in foakrilies Ertdacrmarly 0 srll nary sanerify Isshed ig or Ol athor FRICrERE in Che
buarness |':|‘Ir dipy rﬁgrsrﬁrer!‘ imoesdneant el e R nnather Jaeieatiernt W R and Ak
CHHBENY O novipenien conlrolled By guch Diseptriont conepany, The provisfens af Thia
pareyrajrh gkl nod apply o LAY (1Y o secarity coccived o5 owodividend ar s o
regnlt of an offiec of exchange spproved pucstienl o seetion 11 or of & plan of
renrgnidation of any company (otbe than s plen devesad for the parpese o
eviviting the Torcgoing provigictad, or CIE)YY (1) & seourity pueehased wich e
proceeda of pavmeents gn perindio paemenn plan certideatas Eparsant to the topms
of the trusl imdenture under which such cerlificates are issard: o whick are izsued
by @ uwnit tneestment drual the depositor of or principal wedarwcriler for which s o
brager ar dealer registered under rection fE0H) of the Secpriticn Erabkange Lol 5f 1835
and the azeefx of which ars the secarficns af @ sinple regisiered manogenicnl Gom .
The Cwnmiasion, by rules, regulafions or, affcr metfos amd oppacienity for keardsg,
by order oy dirget hat the Gsuer af Ay security purcAnsed or otherwnise doquered in
vialadion of this parageaph (I] ceacel the certtticates cvidencing an interead fn auck
secuTity o 5ok ferme and condtiTons ax the Commesion finda Nereatar) oF @ ppTe prie
in the public tatersst and Sor (he profection of tavestars.

WA FLoghall he unlawful for any remetered rreessinient Sy drd a6y can-
patiy oF eompandds cnffrolled bl ek segtstered dlgsfent comipaliy f9 prurchess ar
atherunse goguire any ascurily roped by oroany aflse Tuterest IR M Anainess af by
ingnrance campniny of ahich Speehe Pagiseernd ivestmonl craupany sl any con-
pany or companies eontrodled by sueh repistercd campany sholl net st the ik
of such plrelmse oF peguisition awn i the aggpregain ol brast 25 por oeatum of
the tntal ontstanding voling stock, f swech registersl qpepany ahd and sopany
or aormponits conteolled by i awe in Lhe agersgate ar a3 o resalt of sock purchase
ar peguisition will onme in o the aggrogale more thun 10 per ceatum of the ol
oatatanding voling stork of el mauranee comMpany, ceecpt oosecariby reecired
as a dividend ar as a resull of ooplan of eporgamization of apy company [(pLhir Lhab
& plan deviaed for the purpose of evading Lhe foregoing pravisumess.

& Tt shall b wnlawful for any regisiered oreatton! company end Gry Conpany
or companies controfled by prreh repgistered sapesiment coptpany o purchase ar gihereiee
goqueire any securily Gaued by or any olher intereal in the basinese of any peeson whoe
in A birpker, & dealer, i engaged in the buebaess of undersritiog, or is vither an
ibyeatment pdviser of an investToent conpany or ho ureELineie siviser registarel
under title IT of this Act, unbess (A) sueh pereon s 1 corporation atl the oolstand-
img seeurities of which (other than short-lerm paper, seguritica representing hank
loang and ditectors’ qualifying shares) arn, or after such aequisition will be, owned
hy one or raore registered inveslment eompanics; and (B sueh person 15 primarily
engagsd in the business of underwriting and distributing secwritics issucd by otler
persond, elling sccuritics to customers, of auy ane or mers of sach or related
activilips, and tho groas income of suell person nenonally s derived principally
from such business or reloted metivities.'”

HEC. . fa) Section 15(a) of the Investment Cosnpany Act of 1940 iz amenderd
to read By follows:

“fad [Afler ome year from the efeetive dete of this title it} 2 =hull he onlawlul
for SNy pereol 1o Akrve OF Ael &s imvisbment adviser of o registerad investioent
COMPATY, excopt pursunnt to a written contracl, which contract, whuther with
such regigtered eotmpany of with an investiond adviger of sush regratensd company,
Cunless i effect prior to Mareh 15, 19407 has been approved by the vole of o
majority of the sulstanding voling securilics of sueh repgistured couany and

“r1) precisely snd separaidy describes all enmpencsution Lo e naiil there-
uner for (A} myresfment adeigary seraveer anrd (8} for all other acrvices;

“ier ghall comtinue in effest Tor o pericd more than e yoars froen the
date of 1le ax el o, ooly w0 long as sach conlinnpnee 15 speaifically approved
at Jopet anoually by thi boacd of dircetues of by vole of 2 majotity of the
aulstnoding votimg seedritics of dueh camproy

“lW provides, inosobetanes, That it may bre termunalol ad any time, with-
ot Lhe payment of any peoady, by the board of dieectars nf sush regislered
company of by vote of womejority of the outsterdling voting seeurities of
aeh company on mob maee than sixcy days” writben notice 1 the invest-
wicnt adviaer; and
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Cld) prowites, in subarune, for b aloanatic teraination i the weend
af its assigrouent. [y the investiaent advisrr. 37

(b Section 15007 of safil At is améndub in rand 08 follows:

¢l CAlter ome year fram the eleetivee datu of Uhis 1itle, L] £ shudl b aplawlal
oy any prineibid underwriter for 2 registered upen-thdl corugrshy 1o cfer [or sule,
gell, o cleliver altor gale any sorunty af which gueh enmpany is Lhe soer, excopl
pursuunl 1 a writlen edntrck witl such ¢ouipeay, which eoutewet [. woless in
elect prier tu Mareh 15, 19401 —

L) shall continue i cBeet Bar o wriod more than twa years feam U date
of its excantion, anky so long as sueh wantinadwe i epoeineslly approverd
ek annwally by the Loaed of diteclors or by vond of u majarity of the aui.
sLintie voung seeacibics of sueh annpuay; aul

St proesioes, fusubstans. For it2 nutonmetic Lernizneinn the weenn of
its negipnment. [hy sueh nslerwokee F

o7 moesion 150c) of sall Aet iz armwenabed o Toad ps fullows:

“ier InaclibiLion to Lhe peguirsinents af stlseet Lo fn aned ) ol thia sendien b
shall e wnbiowul Tor oy repgiatered fuvCatiieul o paey heawing & bowrd of aliree-
fars [o ankar inld, fenew, oF perform any T Lo, T SRCIEONE, WHATen o Gral,
Cowerpet 0 wrilion aggricioist which wis in offeey prier w darch 15, T, ] wherehby
U pErEAn Wb vrtakes tegnlardy toseove or ach as investonned ailviser of or jay e iyl
tmbowririor o0 sueh comuany, wnless the torws of such conlroct or GEroement
sl ey cenewal therof havi Lo approved EU1T by the vole af ooty of
1l direcloes whie nee oot (eurbies Lo snsi conirael oF gl OF [alBlited
imderestcd porsons of aey such poarty, [oose by 1l vore of a majority of the
mitatanding vating seciritics of wuch compnny,] tast R persen ab o reeeling rafled
For the prrpee of veltng on shek approcal, FLshatl e the uty wf the direelers of o
regislcbed aApeyinenl cuncaa Ry b regusal renid craluate, wed the dufy of en ncostrient
aduracr 16 sneh compuny (n Jurniah, suck nformalion 28 may he reasehably fecessery
to thetormeine the recsomnableness of easponyelion provied for thoany condruct awh zrebiu
a prraen undortakes r.e{,.-m’urry g serie gr ard ns ineecfheit adriser af Such CEmLM L,

(A1 sactian 19 of sl Al fiirener aamewded By striking sabsection id] thereo!
amal msecting immediately after aubaretion el i pew eileestion {d} w0 rewil as
ferlbew e

Loekd T4 sluall e aimlawinel foc dny pETE0R— )

(D 1@ anew ur aek s Divestaent adaser of w PogEALEE R DIVRSETILISL G-

[y, prlrslai ta A written canteaet which was 1o ednat pricr o Mareh 15,
VAl after Alareh 15, 1S, or the Mato of termination prosvital for in anch
srmbracl, whirlwver iz Lhe prior datn, or after asaignmcot 1herent snbaquenh
1o March 19, V040 by the poersen atting na investment wilviser therei polur ; or
L£1 s principal unederweiter for s pogistered open-eted invesynent GOILTRLITY
Lo afTer for sale, sell, o0 feliver af b Sahe any sennziey of wiieh such emBpany
i tle teancr, pufsunnl baoao wrilien cuntedt which was in effsch poue a0
Wlaroh 15, L0, nfter Mareh 15, 1945, or Lhee Azt f LeTERIRALLGN prewiice
fop dg el enntrnet, whiclever i Pl rrive thinie, oF afler assipnent :hr-r_lz-;d'
suabigemquennd o Aloareh bR, 40, Tav thoe porann aoTing i prineipal wniders Tier
therenwler: o
Ecgppdad, kpeenes, Ehal tTue lamiladion 1o Narch 15, 1935, shail st apply i ritlner
case if prior b bal date sath aentruct 1 ronewred i such farme thal il womplies
Wikt L pugpbene et of @uhsotion Cdonr (b nf Tl seeidn, i Lhir cilad: IR e,
w14 approsnd i L msnier pgrine] byt soption in mospeet of o romeriel of
This saliie elroeter e abter dfareh 5, 11.]‘-1.|.|'.] o
iy AN canipengifion Tor severoes te 4 reftRlesal Tneesinie il Cope g FeEoied
b irh teresterend adipsee, g foer, deeeclor, ar rordreslling persan of or preigc ol ander-
swriter for ek Foetpany eemil gny afiltufed perewz of sech npesimen weliner, o ffcer,
diczetar, controlling persan, or grincopal Underriter skt b gnsomahi. Thea sufe
weciiom ahall st 0pply to saics Jods for the aegeusifizn al gr s ity Jasleed by o
rrguadired rrteadoieml doki s
Ciw) Froeletesueinisey whites Hhe o appeasadran peaviided fur im0 randemad dehecele
PRy psaa EeRERes o apcie e ard as arvesdmanl advoser ol o pegislerad | RLeslimdd
cani el (n s Etamiulle, P Tl cornedered cheatd fnelida hut mof he Lintided ta he
Fafumeg
' I Pl mitaee and exleat ol Lhe apreeies fa be pranitivad purtuenl o sech
catthiael, s fefing anpoeiy el ons of the enipenzndiom o be received for
eaprnfdgld anRiagry seceeies 5 al e couserilandion b sceraned for ofhe
OGS,

i Fy The qualdly ol tRe guefices therctaliee vemdeeid 1y such TRl Rrenl -

paay hy e presan waelerba ki Lo ferve proart et ivestErE aefirser, nry il nu
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swch seruices hawe Bote therelofore vemdeeed, the guality of the sereiges rendered
fou :':fk-cr inveatnienl rlrents, f ang, by soeh perean;
ot (08 The exiemt fa which fhe compensation provifer for in such conlract takas
nld ACCOURAT meanpmrs aftritafable fo the growth ond sire of steeh dnvesintesd
;E‘:Pi?y il areh nch pepretices ablr Gratalie (o the specaiion af affer inmesiment
P Pr 4};& UNiPr COMMAR Wanagemend mith suck sonpang, piving due eongidera-
e ta [Ae clent fu whick auch econemics are reflocted in the charges made o
fgﬂr:.:ﬁf:::;f? receiled for fnuesiment adssory fereires aned sther seroices grecided
e an:ﬂ ;Tlpﬂ_n]t.t ﬁ_nt.-:p,g o Jneeghitdnt adpizer, wher elornils @f rovesiment
s L er fingreial thaitielions, bul LEIr”I: due ellawamee for asl relesant
#_.'_:F:f:;;?l-!'f-;; in tke nolure ard edfent of the servvecs providid;
ok rgst{r:.fr L‘?J_‘Hj E.'-f aif bendfits, fu additéon in cesipenselion proviied for da
gl e a.d,; Fredd y!or indiratly received or receivable by the persan uaderialing
puipih & iapesdmand adeiger by renson of his rofotionship to such dnvestioed
iy ”IfE} Suck pther fatders as are apprepricte and maloeial.
cont GLsaz'ﬂanﬂy:m-t;”tfptrﬂfum o has gubsectfon, no fuding shall be made thal mny
mtiorised i rij‘u:ul!_c for .I'n @ coptract or affer drrangenecal apureced of othdrioiag
o ,-c,,;,,,_-,,;aumﬁsw ance wilh the Pruvisions uff .t.ﬁll.a futle fnddecr har the rcqu:'re:mm-!
= s R paregraph LI] of this subaection (d}) iz wnreaaorable Ll the
party seeking sach finding sustaiez lhe Surden of prosing by o preponderance of
attf{mfe fhal suck compensation fe wnreascnabi. . .
pmii};’gj::n zq.[fwn m'zu!it h.g medatareed pursnant to thiz suhrceliar o recpnnr -
pentation gand mare than deeo years priar bo the dale on whick such dclzon o
elanj:}eshi ;.l-*i'.mrt shatl be held Zable vl nny action purawakf fo this subeedlien for
rl_rn:n.gd ) ﬁt;cjcas of the diference belween the amoval of cetpeasation acualy
el ppf;l'pri I&ﬂi" ﬁlrliinmagﬂgﬂ!_hg am;-!.:ur ieferamisad o he regawnaHe compersaiion
for the periol ) Enk 18 braungh! and the tnteratl ou (ke defTerence belioeen
" :
i u{:}ﬁ&ﬂﬂ:ﬁ;ngh{ﬁﬁf any conperetiion sebjecd fo e provizians af this subsedtion
Purpaa;:.g of -‘tt:!t‘:ﬂr-: o Zfdhjﬁd;ﬂﬂi i?&hc udﬁ_mh?'g_ of o sislalion of this tille for
of 1834, und seckion 205 af tile TT of Eﬁ:':'.frz.r:m # ol the Securitiva Brchange A4
. . r 5 A
mfiaﬁtfiﬂzlﬂl:\:{ said Act i3 furthor amoended by adding o new sobse-ction (g)
(gd Ft shali be anlawfid for any (eeestment adeiser of o regrotessd tRresfizent cope
].I:.‘Iﬂy_-ﬂi‘ ety e ffelTated ill:'.r'sﬂu of such cledsbant adplacr to &elf any azsns of or Ry
::;_!i-:lir” t-:!.*;;e‘nt bt e iMyesttient adrier et rartratliny persan ;:_F serth Jpweslmenif
qnuli..":rl fr:r-:‘lmm: 1;is-¢_ fo cereivc any barefid, froconnertion with o lraazetien by 1eh ik
Tt Iflmtﬁ-“ 4rfL q:-J:ﬂ:tna eonieal of sech Threatviond aduizer ar succeeds B ang melalion-
!erf:-ﬁ Pulf:::;:l.r A careslmer! adeener anal o rogistersd TReestiend comignaing, Lf any
Er&ﬁlgéd-j(}nn1 um.::kalr z;ndd.:r..q.ruﬂu'ugga, erpress o fmpiind, o ocanmection wath uch
brangacti f.r;-r:\:f rl .e.ru rn' iniproge additional burdors on the drvealmen! stwipany ot
m.'g,umn_l,.-.' wre nf future action or athericlse (s fegeiindfe fo fnch (Rbeskent
. T g 0 -
m”nE-;:-“.i -:.-_wg[ﬁ[::)[i;;::!;ﬂn 170f% of the Trvestowcnt Compuonsy dar of J8940 is aneneecd
- {f_]r];._'-. .c:r‘yt pegistored ananngeraent eompany shall place sod maintain its
[IEIII'I “T: andd slanflar invosiments in Uhe custody of (17 0 lwnk oc banks FRaviep
“:l:t fLna |ﬁ11:.al1rrn5.p1:nﬁ|:r|hnd in paragraplh (1) of Zection 2000} of thia sitie [or
W trisbecs of inid inveelment Llels; ar (20 o epmepany which Imwmember of n
national sreurilies cechangs ps defined in the sueuritics Exshange Ao of 1934
subiject to sueh rides and repnlations ns the Cotumiasion neay from rime 19 L
prosecilae for cthe prolechion of vestoes; of (3 sich cogisterml cum]:\--.m'.' .]mil-
anly in aeeordwoen with sueh rales and regulalions ne aedirs ns e 4 DmT iR
My frony dime Lo time preserits for the prowsetion of investeca Lol ee zisbations
snd orders of the Commission tndder s sideection, anseng othoer Tlnl';g*» by
maki appropriate provision with regpocn bo sk meatless s the nrmATE
seprugation, andd h_:.'pr-‘r.bn:l:'ui,ion af pueb scenrities oenl EJH'-:.-slrnETLLS.. and 111‘:;-:
?r::n.'n:it for or require gerimlie or oller inspections hy any or all of the [ul]ﬁ“‘i]{g-
adegeniend publie aciowntants, empdayees and sgetg of the Canppisaion and
mrh nt_r,’nr}r PRESDTLS &5 _t'h,e Comunlssion may designate. Mo such member lL'iillﬂ}l
ul-_.-ld{rs in sepurities for iGs sen neemint gay ack 15 cnsodian exeepb i Asedordshe
with rules and eegalations proserihed by the Cornisaot foe Uhe pratection nf
investors, Jf @ regintered company mainbrins s seanvelves and gimelar incestments
m the custody af 8 gquolified hank or Banks, the rrgh peoteeds fram the sale of suih
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arearicice and sooiler Derestments nnd arher ansk agses af the cenepoony sholl Nkewia
B Lot dn e cistedy af sach o haal: or hanks or de aeroedanes with sweeh rules and
eegibadions o veders aa Hhe Cornizsion may frgri time tn Hiee preseribe for the
prealpetane nf Ipealio s, cEcgpt rhat shek o regsiered veeipany sy macatzin g eheaking
Heequil it hang ar henbas Raeieg the gialifitalie presvribed in parogeaph (1) af
coriie 0y &7 1R1x LiTle Tor the frisioes af el ivesioeeal (rate with the batarre of
sirk mecanad ar the aggregale ulmeess ol sueh accercntk af no (im0 oLess af the
atsasnt of the fideiity eena tndabeined parseand o seciian PTig) ef thas teide, covéring
the offiecrs or ccplapers mitharized lo dome on aieh aetount ar arcousts.”

] Beetion 17 nl said Ael ks ey amensed by adding wonew subskelion {1
ridul o Tnllhowa:

ST SRl b opoabenalul o eaniroeenfiod of sneh rufes ani ropeliflons ef rthe
CotinE i WAy MrosCrihe Us nETPSEATy G appropriott i the public mterest o Jor the
peatectiing f indsiors, for ang affiluerted pecsan af or sriuciprl wnderwriler o
@ regiitesed dREtadincet CANTDING, 9 ARY o ffliated perstn of an Tasegluial mefriser
wf or principal wnderwciter far o reqeefered PRLASbECRG CobigLA L, Lo purchase ar sell
srewcsbies f any issace whade wecnrifres ard aweled By duch registererdl TRuEHmEn]
Fomnpiny A by pnrchse or acl seeteiiiey of wny Faglert the securiles af whech suck
Fmustil el GARLENRY 78 canfon plating prechasing'”

Spe W1 seelion 183020 of U Tnvestmeng Cnpany Acl of 1940 iz neended
to reddl s folliows:

el fHeniar security” shall mol, o he ciss o o tegisterod opon-end comliwny
jaliiche o plass ne elissee or & et of seris of preforred ot spreial steck gqch nf
which is preforesd ovie 2l other classed of feried L Tespeel of assers specificwly
lnentel b thal elass mr geries ond whick wnd desasd and outstanling prier le
Drerember gF, 188T: Procaded, (A] That siich eompany hg eatstandieng uo cluss or
wreraes of atock whish (2 oL 50 preforeed aver wulb othor clisars or serigs: ov (1] that
T nly other widstanrking class of the iesuct's stock enmeists of u cOmmLon dtoek
npe which e dividend (niher than a liguidating dividend) ie permitted 19 be
panl and which in the agRregals roprosints nel T Ll onehn)t ol | per egntum
AT LR dvsnlers oodstand ing voliog seeoribies.

Spr 11, Seeting 10 af the Inveatnony Comproy det of 1046 iy mnemded to
pepd as Bodlows: ,

Nape. ) It oshall be nolawlol Tor aey registered jnvortment CONLPALY Lo paY
any elavalvnd, ur ka ke any distribution ip the nature of u dividend paymoent,
wliokly ar pecbly ITome noy souccs nthar than--- ) .

SN saeh ComAnR Yy aceumubstad wnlistributed oot income, determined
iy el e with good arcouoting practien sud pat metuding profits or losses
tealisod vpon the subi of seoirities oo athet properkie or i

crd) edely company's aet jngmae so determined for Ve Swtroni or preceds |
ing fiseal yoar; ) .
npless aneh payment is aceampeaied Ly a4 writlen s tement whivh adeguntely
Hisrloers LR smiroe or smsrges of such g uaend. The Columission may preseribe
the Tarme rf sl staleinent by rulos aod Tegiations the public muwerest and for:
Lhe prodective of fRvEsInrs. '
Uik shalt e sabrsful e comtratelion of swek rales, regubetiens, ar orderd 2
the Cpmmizsion sy prescrabe as nefearar) 0r aproprigie 1% the pubdic inferest ar
Jav the prolosdion ol Devestars for gy registered (mueslment cotpany fo disiribide long-
termn copHnd goles, s defined in the dnterial ferrane Code of 10545, more aften than
paed e baneden anomthe

M, 12001 Seetipn 2 of tae Investment Comprny Actoofl |
alriking subscctian (b thereal and rodesimnnting subseetion (e thereaf as (b)),

i Foedimipgnried wegtion 2201 of eaid Aect i wenerited Lo prad s follows:

it Bueeh o seoaritie nasnciatinn ey alse, by Tnles
aennrlanne with sud seeion 15A, med sehjest 1o all peovizims of sund scetion
applicalale 10 the ralea of such an as=ociatinn, prodi
elinsing, bn poopeclion with o prinaey distribation a 1
whith ey cogistered invasboent eamipaby §3 biee issur, any zuch securTity frqm
Ehi 1ssier or frotw any peitcipal WRCCrW T LAE CHOApE AL AT rgual i the price
ad whish saeh seentity @ twen offored to the !
or spread whick is compntad in eanformity with a inethad or methods, wnd within
sunk Lmitatims a5 to the relulion thereaf to said public offering price as sueh
rulics ey presoribue in order ot Lhe price at which sieh seeurily s ull’ff:r-:d or
sold 1o thr bl Dol nat inchude oo unconsmivianle or grossly excessive sples

Toad.

G40 is wmended by

naopted aod in effestan’

bit ity ooembers {TomM pur
{ wodremnable scenrities of

wblie less 4 comrmission, diseouns .

1 :
) [ ARt ong year fram vhe effebive date of this Act, thed The Com-.
LisEion Eay muke rolo and regulations applicaite to principal wnderwriters of,,
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ondl denlers in, 4 e it
whetlwrh&?nﬂllt: :ﬂ?ﬂfg-{'fk.ﬂlmhlc sequeritios of sy registersl investuont eempany,
the :1111:nr~ '!-uh'n:l. s Of oy Reourities ass0tinlion, L thre same sxbenl, G0vErng
pr'PﬂnribB.l'l.in Jaul: J:II::LH'T' and {or Lhr accomplishment of the same ends e oane
e e i m:?:il-‘ 'I;m[S] (a) Lund (0] of thiz sectian in respeet af the rules
and any toles and it ':1. a rﬂﬁ_lsteﬂ:ﬁ antyrilice wssocinkion goveruing its mcanlors.,
Fay b illmn-;iqmreTR;u_._mﬂm- go nude Ly the Gonuwision, oo the extent thal Ly
remain in furea sl.:]lll;-r;l}ilé lI:.]ll:lt' m]{‘H ui‘rfm,t{ el sasoeindion, shull vo Jong is thes
] oF 5 v Talis the assaciabion nod T Ripdi
i) ) i id e Ripedingg wpnn ibs
Amlionite other naderwriters anpd dralers to whom Lhey roay be
) Beobion 2% of said Aot §
] Al Aact i5 further anerdod by suserbmg i
; 3 i nnawtibiale !
rﬂfj:(::fjﬁ:r;gtfl:ri auhﬂ_octmn_[h] n new subsection (o) m}lmml i r;tiinux-ﬂ-tr Hulely after
un.-'f,t,; h 1 -f: L TEQ'JS!E_T-“-‘I IRUP SR company, ezrept ok 1nves el COLANLY e @l
2 J.-rin-:l": ﬂ;:afiiB“SIJ_':ﬂS Froesimtend Company Aet of 1938, shall offer or el !Frrnuy}:
arice wﬁ'?:.ﬁ :.‘:r‘l!'lr.l.r;un.er nr oilerieiae, deny wevurdly isued by 3t al o p'un'_l.!'z'ﬁ, njfarthg
proceeils from the raz;r{iofsﬁtfsigdd?oj ﬂ;zn'ri J':an 5 brr et af that portian of the
k : j wriy whick tr reciived and fxvéated py REES-
Tt : i sueated g el far fores
“l:;;_h' i"‘h.i:c i?\‘;:i" (or d the cose of 4 wra trest By Dic depoalior or mmrcr{. T
o r:;c(}ndm'a . HH'H ikion, by rales and pegiiations er by order, mny conditiona iy
of persams .-sm:ug' f.'J.'.e-'i'lpE T PErIRR, sucarily, or Fanseclion, or AR WEEE eer TG0
e S e o i of sk 6 o
i [c), e ertend tha! sueh ershogtean t : .
in the publit fnterer! and co - HIEOT b RfE RRATIE e APPrGpT R
| d safgestend it The prafeel 7 3
. ! [ ith pratrelian of inacetars anad the purposes
f n{':é}m.;f.':j‘éf_fn?;;iaft ',_r.la."rc_,l,u r.nh:f AN e of thoiq e ' i
resiey sty o 1asiaR 18 autkariced fo o adopt rides and eagaladians te prefibit or
eneitabie £ uﬂ:“-s iR rdfsicletd wkiee the Smgpestiten of suck clarges would be
of rr’nl'z:-.'ralliihf? iirl;:ﬁrirn:.‘;:::‘ trw!i:.r-"!m?_!r;fm-saﬂfmnﬁ where divaidgnils deelzemd hy ispiers
: s B o urra d N ' . . e - ) [
F:i‘sw:f by such rompenics.” ppitel fo fhe purchase price of adduanal securilies
!:Ir:::ﬂhr;é:tnﬁn L3(d) ol said Ael s anenelad woread as ollews:
s Ty Tt 15 A5 perane aobl pIihee o or throng & prid sy
P :m_ ‘ weehl cither Wwoor theonph a prineipad videewrieer
iz ¥ ut o carrend pidbdlic affecin i afrse gl i
aedl, i sueh elass of socueity is el # prioe drseclud in e prospects
a5 BT v is being encrently offared (0 the prudski . .
e uneh e | ] 3 e e shir: Ty ot thrangh
:PuI:I:_TLI.E\;El:QL;LEL;lﬁTqr:,tlpn] underwriter of sneh seeurily 1;11'|r1 e jdn-mlf-r ":hﬁll
Solb wny ateele s ¥ Lo any porson excepl o deaber, sl rwrke
thee F28UCT, 1heepl b euree : A cater, s principal anderwoke o
- ; HE it prvhlic afferingg [ tesepabal i i :
iy ] ! 2 parige dlescpabanl in e pposeec s,
nfoft!:::“ﬁnlgﬂ T-hlb-'i F-!-Lﬁmt‘.r.l.nn shall provent o sade mwbe (3 |]Il!"~'IJ:'L:iIi- 1||:|n :1:1 E:’:té!'lrr
o I._r.l.a;vm I:Il-;'l-!_'jl:ﬂ-;“-f! b segion lrl herend ielading any wffr pade pllr:ﬂ]u!l.'l
e rcgia.t-c-,r{'d ] :;ld :{-_} ?[].ﬁﬂﬂ‘l—lrln_l_] Gk TiiY pueanant ooae affer moade sslels e
LA L-]_‘:J‘ 11. I D-_Lh'? SECUFIACE, nr nf 4 parr.jml:w chnas o sierics i seeneitie:
r'-u.ah. diﬁ{.[il‘)]‘]ti;’f‘!l :Eu:;_-. tfln:,]]rmrurilm“i w their holilines or peopartinonale e -u'.;,.'
Pkl afle to Lheon Ly the company Gbjn i 1ali
e oot B | Ly pany (ziMjret to approntiate ouali-
RIEAC b rotoe pwond isavanene of fractional sc el
seenrdanee with vales und regalati i e P
» ] i :
sul_':s:t{',t'.'nn (b oF sunto Lae gulations of the {Ievemission mods parsdantl 19
Ak, 13 Section 24[d) of th: : : ! i
o Eoltoy [ch e Ivvestment Company Aol of 9940 i= aimendend 1
i " . .
;'l.rl{:}f. ;1["};{] l:;!:c]e:ﬁn]:]trt’-:illfr.;:ﬁ\ wlead By pocagrrapd 050 of scetion deal of the Seeygrties
L LXK : voLa o any seeunly of which an insaslmend eo s
: _ A ; v 2 eompany s
;1::; 1;:;:5 -.ImTE:-. :I;; |311:gt1::1 ]['Jrn;r'lrt]n'l. iy pnragraph (L1 ol auirl Scerion ;{{f-.t;i’..;l;
; A any gorurniby of whicl o regestersd invistment i LBt indalr
. L T AR ) =L T Msnpiny - Lo iaqanr
p::_lt:'!:li(; s;‘l-::l";lf}::\:::“.i' u}' r{.s]}?c{%!_n{ l_'l_-.[ Lhas 1gzuer or bang e wifered L:: lE;n r-.hu-;lﬂic,-
i wplyen dade: 4 15 Letbe, anal with vrespecr L0 o Scosr 5
I i : RO rily 5 |
ﬂ#j;ﬂﬁflﬁ :Jlf,tc!r lltﬁtl]._fi:ll,_.ﬂlil.!]r nol spply tooany sew offericg ereod an n:?:nftﬂr:f[l‘irt
el 4]_‘]5'].;;{.'!:;” ;::;;'{:}il- 11;11 exemyslion provided Ta Eihe dlond elagse of e
= kX - e gl bt Beearities Ack af AL, shall s o BN Y
AT R A W W . ! Uad, shall sopt oy Lo ey rans-
y TR T b i ab Fage atnound cortifiende campany in il
rhleoseclerty ixxued by oot op v Ty o il S e
! exuirel by s pen-atic] @it n . Sy il dns
" ¥ i ¥ oak eyt nmil anvaadne
:J:.lqll-.t,”!Fi:.m].l ulnlrh.t" ?.l.'L.IE]'._'r of the same clasg is eorremt]s Lazines nl'[prr‘riJ-;:r r:‘:;.::
:-iu-n'.pla-u?}mr ol .hj u;-._ﬂu-uugh wie umalerwriteT inoa fistribalion weich ig na
emplid rrtm.l]_ﬁ_c.chh Sl sald Aok, exeepl toosueel e aord subject 1o el
I F-hlu,- prn.?‘;l_}ttil;‘l:];l}si :v_uz'\t.htiof.nmmlﬁsmn, having dne rogarid for ol pahlic imu:_-r.:—-tc:
H A by i ratars, may presecihe by rales or temulatioes wil el
12 any elass of potsans, soouritiog, nF tr:mmutimfs.’: Ut WD gt
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See. 14. Srotinn 2507 of the Inveslment Company Al of 1940 52 amended to
o LIV ) ) )
I-‘LL!'EIH?}'-S Tn}":;i:slriﬂ!. eourt of the United States in the State of ’!'me“tt.“:]"_L“ ?:fnﬁ
regisberel inwnatment pOTPADY oF any such Louth for vhe distriet in w» 1ch¢ ?m“_
ré:ﬁp-uw maintaing il s principasl plaee of m}smeﬂhs is rL_ult.hm; zir'!i Eﬁlﬂ!sfginntﬁmpnny
) . Y T H . fm | |._
wanmatian of any plan of reoTgamzation of sueh HEsl invsLment, som DR
i insti : Comoissicon [which is authorized s ]
wpron procecdings instived by the O ; ] it
] iLy s h rogisterail sompany, 4 ARY £la eof],
peen Lelindl of seeurity halders of sue L mRistere, LorDe A e i tats
i j E galy wds
Cir sieeh ponrg shall determine any such plan to £ T L e o
i st on the part of the offeers, rptotd.
pross miscrsdict of groas aluse of r0s : N e e wan ]
et et nebvisers of aeh registered campany ar other apons :
:'}:m;.:m::r!“;htf“ deternting thal anp swck plan (s not foir aed canttabie foall securiy
hﬂ{t‘ui]f :jr-lﬁ fal Seetion 26 of the Tovestment Company Act Wl lEhH.]' is u{'r:;.e nelerd I:E.l
rv:f].p;:'i.l-;n:n.ljihg sibsaections (B and (o} thereol ae sibeetions {-:‘,l_ .Ead t_]].nrga]]?cm
t.].\'nl_-}', anel imserting immediately witer subseetion (a) 4 pew SuBsECLIG
« ?51;}5 fff;l:‘;:ﬁ'bs wrdmwgfied far any depesidor ar iruslee of o ragisieren unil inbﬂlnzm;
frisd for cubalitate @ agcoriiy for nmother seerrily 2 mhkich the gecurely {w{de?ia?{ ih:u
1.!::;{ smueafment froxt Rnee wdivided fnberess unless the Commisgien rae ¥
aomrared sk sbstitalion.  The Cuniisaion shall irsue an order upprfumg sz:_n_
mfgnh'!rrtinn if the coidenee establiskes that (1 1+ consizient 1with the pru:lt!:u_'. IID'?kﬂ’ T
vesfers end the purpesas frirly intended by ife policy a4l procreiaiy af l’]‘l 1He.
ih} Tedesignated seetine T6{e) o =nid Act iz amendad o read as fr?‘ Wfﬁ-’
.J[{m]' rj} In il event thul o trust imdentors, Agrecment of oustodianys IE’&E:,
Ather inslIUMEnL parsuant to whicl;? sm;uriu;_-,s ol En“rr_rglillﬁ:;t I;I;I)?!IIL 'Ilv.rm:i.ath o
. [ tiwve rdate o 115 h
trust wre issaeil deow et [au tho effective o, ] | nply with \he
i et ) nf this geerinn 245, sush mstrumient wilk | :
e subaf'{‘.tlmz_{.}'_‘ 1] mileaee or agreanent bioding oo the
1o meet sach Tegnicemund= @ R wrLem o 1-‘; mecerl by the deposifor o
s and conodying such ouirements s boen execied i ; ol L
::E:EL:arfpﬂlTurt and the trustes o cugladian an e other p:urt_,.,.f!!ml ,Llhn_c copics of
el eanlrach ar agreement have bren flnd with thie Colnnission. e
" Cpo. LG, f4) Seebion 27441 of the Investmenl Coraphany Aet of 1040 iz aane
r ':':;L-J:‘:I IL: Eﬁt!ﬂ{hin unlawfud for any tepisternd Investmnent c:nmj:;nnj-_ 'E-mfnuﬁ
pr-rir-Hli{: payment plun cortilientes, ?f'r lor ’!F}' sepnsitnt of or nnderwr
L any, Loosell any such cerbiiefte, o -—
such e?&']r']”;i-.& ;.:ﬂr:s ladul om sneh cerbifieste oxeends O per centum of the total
; a Beopadde Bhfreon
nﬁﬁ?ﬁrﬁnﬂhnn ane-hebl of any of tho fret tn-ﬁlvn monthly payomehts theceon,
it eouivalent, i+ deducted for sales load; e . _
" {t}t;c;{]:i;:lmmt af sals [nnd deducted from any one of sueh !1rﬁ]f:l Ty n:t:;t:
rrmpols I;:mpnrtit:.natsrl:,- the ameart dedneted fram oay other .-Iijuc pa};tion:
|:-|r 1.|{.~ amannb tedeled from oany subsrcyaent payment c:ru::c:u kil p_:i:p
ately (e amannt eduetod fropn any other sabsegUent poymend; P
' ST the emonnl of sales load deducted J’r::!m ony ﬂrlt{ paymen! crceedsd o
ienataly th bkl dedicded front otn plfer groamiend . _
pn'r'“{firi?]d':ffj irf: ﬁliﬁt piyment oh swch cortificates is loss than 320, oF any
b enl paviend s esd than S0, )
m't-ﬁ!‘:;]"{rf; W oeuell TegEtersd Eompany o mollgement cnmp:ms,. Itl:c
:uﬂ'lti"i:llﬁ af sarh eertificnte o the secnrities in which such prc_uci_tﬁt L L:ilk':
Enw:{u:d are subject to management fees {othor than fura for addminiabea

wopviedm of Lo shaenetoer doseraber ineluose (0, paeagraph (21, of section

i ; : : the Uommmiasgion may proacrile,
SEEad] exmerdime gk rensenable amount as i Ty
wtfr:l}!'mr eneh fos are puyable to such company or b mwelment addige
i Fi s . . . -
t.-u.r:.?'.!;]-] {57 smeb registered cnnpany 5o unit mwr:-,l;|1'L1'T1r1l,fh Lrﬂglx-‘tmiﬁe
azznta of which anc seurities :35111:1‘1 Tt?;}'ia n?n;ﬁc*:r;rn;%ﬁﬁﬂ?y&-rsﬁn UI'E oy
rf ar principal andregriter for sweb iTust, orJ A S
i 11 i= cenive Frat sich managnment company
df:]'mﬂmr ar ndeewreibor, i= L Ke et L e af pﬂynmnm an
any stfated perwon heread any fro or prynent On agroun Ly
:::fh ,m*ﬂiﬁ.eﬂ.t'lis excertding suech reagonable amount as the Comnussion may
vanribe” _ .
chj]}r;ﬂ:[jﬂll 37 of snit At is o e nnr:m-lgd :;y stT."ané-‘,lwhm:tmu (ly) thersof
: ceprppting suixoction (2] thereol aa snbeection L. i
Imi[llfl]?]?dwlwnappﬂmrs to the Commission, ups rpplication or Git;‘c{r{iiaih:ft?ﬁ
spualler gompamies nre kubjected to Telatively higher oporatiog & i 8
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order Lo make due allowance therefar it jn ILCEARErY O appropriate in the public
interest and consistent with the protection of inventors that & provisien or pro
vielonr of parsgraph (1), {2), or (3 of subseotinn () relubive to ales load be s
laxed in ihe ¢cave of cerlain cegistered fnvostment CORpunics issuing perindic pay-
ment plan certificates, ur eertapn speeified classes of huch companies, (he Com-
mwigion i+ suthorized by rules and eegulationy or order Lo gruat any such COTOpany
ot clraa of eompanica appropeinte qualified cxemptions from th provieions of agid
puragraphe ]
SrC. 7. (a} Seetion 28(a)1CE) of the Investroent Company Act of 1940 js
arended 19 reud na follows:
“2) much eompany rasinteinn at all Limes minionm cerlifieate tostrves
g #ll its outstanding Twceenmoond eertiGeatos 1 an spsrcgale sroingt
relenbabed amd adjnsted aw follose:

"LA) the roserves for esch eertificate of the jostallment type shall be
bused on asaumed anoual, seminnnosl, quarterly, ve menthly Teserro
payments acenrding Lo Lhe manner o v?hi::h gross payments for oany
eerbilicnte yeuar are made by the holdor, which rererve pavmrnta shall b
suflicient in amwount, a3 and when accumnlated AL A rate nol e excesd 34
PET Lentum per annum compoutded angmdly, 1o provide the rainiman
maturity or late smount of the certificate when dus. [Such resrve
payments may e gradualed according Lo ecrtifichte years s thal ehe
FesCrve payment of paymunla for the Brst certificals yest shall amount
Lo at least 50 per centum of the reguired gross anounl payment for suel)
yeur and the resetve payment or paymenta for cach of the second to
ffth certiieate yvears inelusive shall amoune toont lesat Y3 per eentum of
each such yesar's required gracs mnwal puyieenl and for the siath and
cach subsequent certificate yoar the reserve payment or payments shall
smount 60 st least 96 per ceatum of each wach yewr's requiced gross
amitudl payment: Proseded, That such wgaregate reserve payments shall
atagunt 1o 46 least 93 per gentum of Che aggregats gross annoal payments
required Lo be mabe by the haolder W nbtain the oatatity of the certifis
cate.] Such ressrve payments shalf amou Rt Lo af leest 95,20 per senfust of tha
requtred gross poyment during eoeh certificale pear. The enbpnmy nay
at s option take aa loading from the gross payment or paymenis for
A Cortifcnte your, aa and whon reade by the corlifiente bolder, aoamoiene
of amdnta egqual in the aggeepade for sueh voar to nat 1o than the
exeess, i wny, of the prose parmenl o payaenls required to be made
by the holder for such year, over and sbowve the prereenlage of the pross
smnal pRytoent reguined berain for sueh yenr for reseren porposes, Such
loading sy bo taken by the company prioe to or after the setiing ap
o the moserve payment or payments for raeh year and the rescrve
Paymeenl or paymebts for sueh yonr iy be gradunted and adjuzied
to corrazpopd with Lhe amounl of the gross payment or payments macde
by the eertificats holder for each year less the toading 50 taken;

"{By if the foregning miniinum percentages of Lhe gross ennnal pay-
ments required wader the pravisions of such eerlifieate shoold produee
reserve prymenls brger Chan wre weccssacy Ab 319 et crmdunt paer sanooin
coripounded anoually (0 provide the ininiguomn matnrity or fags 2 moynt

of the eertificats when doe, L reserye shall be based upan reseres pay-
twends aeenmilaled ws provided undor preceding sobparmgeaph (A of
this rubsection excupt that in liew of the 522 per conbin ale spocificd
therrin, such rate shall b Jowered 1o the Wikiomim rate, axprossed ju
nwibtipler of ouewighth of 1 per conluen, whick will neenondate such
reetrvd pavments La the maturicy valae wheon doe;

MOC) W the actupl antmalb gross pay meieh e e oadie By e corliBeata
Loldet na Y certiticate issiied preor Lo or after the e eetave dute of tlds
St ia Lesy Whan e ameunt of anv ass el reserve [ELN U YT A o SE TR T M
fur o certificale yoar, sueh compauy shell Joaindbin as 5 part of suely
TihiB e certifieate reseTyes o deficieney reseres cyual 10 the lidal pres-
anl value of fntuce deficienacios modo gross e, ealoalatedd ol a
rale ot by exgecd W per seatem per ansnm eomponedded dnnoally

I e cpel gectificale of Lhe instadlnend Lrpn: the aneand af 1l
reserve shall at any ejoe b ol least cqual to CIDJ (7 (he then wmnunt
0l Lhe pesere paympents set up noder seetion 25001 {0{A) or 1B L8250
(i} the accnmuolations om sach reserve payments ax coangsuted Uader
sabparagraphs (A} or {B) of thiz puragraph €23, L1307 () the amotnt
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al amy deficieney rosoeve requived under subparagraph (Cy hereof;
amd [143) (io} such amount a5 ghall heve been cedited 1o the accound
of el vertiticate holder in the form of apy eeedit, or any dividrmd, or
amy interedl in addition e the mipimum mataricy amoud spesificed
in siech certificate, plus any seonmulations on sy anounl or amnunis
an eroslived, nt o ornde not cxeeeding 3 per centUom PRroANRILT COTTL=
o nrmmally ) ) ]
Pu'u‘linﬂ‘ll-d[olr eqch oortifieats whish is fully paid, ineluding any fully puid
ehlignlinns rrealung from or cffected wpon Lhe maturity of thi Te-
vinaly isanel certificate, amd fer coch padd-ugp eortificate zauern ns
reovided i sihascetion (F) of this secting prior 10 maebunty, T adunt
af the reserve shall Ieoat Jeast 85 25 per cenfum of !}zafrass rengideralinn
paid by the purcharer af such fully pord certefcaic and a! any time be aE
feast wquad to [111] (0 such amound o and when apeumulated ::I-I'- .Il'!'!‘ri
Eabe nat to cxeoed 315 por cenbum poT BTRUNL componnded :_Ennualgi_:,.. wi
provide the ampund ar amoubis paynble when duc and L Ky e such
amonnt a4 shalk have boen ereditert 1 the account of uch sich certificate
nalder in ihe form of wny credit, or any dividemd, or any interest in addi-
il 1% L migieemn matunty amount spocified in the eoriilicate, pluy
BNY ot ations on Any amounl or wmannt: ao gredited, ab a rate oo
exgceding $3 per eenkbuin per Annuu compounded anoaakly. _
DIEY for wach enesifiente of the installment type under which Bross
peLyanets have boen poale by or coedited tu vhe holder chroeeol covering
& Pavment porind ar pericds or any part Ahercad beyond the Lher‘L ?uri
rent puyTant period s defined by the terms ol zeh certificaty, an
for whith period o¢ pethads no roservn has Deen sotoup uner 5‘«“17!'-”'“'3]
graph CA] be (B hereof, an wdvhce payment roeerve shall be agl up anc
maninaed fm the amount of the peesent valoe af any sueh u11a5.:ph|3d
udvnnes ETeRS payinentsE, cm:;pé:md nl,ua rale not to raeeed 3% per
nm por anoitn pompouanded anaoadly g . .
c““'lﬁ{} ﬁiilluh n].‘.uprnpri'.ﬂt—Pl.’!nrlLil:l.ﬁ{‘rl.i‘.jl.' rercrves for Acuth anel dl.ﬁh:"__‘l]l_lt-}'
Leanefile anel fur erinatalement rights on any suth :t‘urhﬁcai:n providing
For such pemofils wr rights aa the Commission zhail preseribe by rule,
regudabian, ur orerr Baged epon Lhe Sxporianoe of [re-amount CHMEPANEs
it relation to such santinpeneies, .

AL b time shall the aggregats eertificate roserves hercie requaired 1y subpara-
praprls (A} o (F), ioelasive, b Joss than the apgregate surrender veluca and
other amovnis o which all cortificsle heldeta may e then eut.uticl!d.

CTFar the puarpdse af 1hiz suhseetion (g}, oo ceriificatle of the mswallment 1:!?'3!
slil] b deemnd to Lo guistandmg if Iwfore 8 surrender valuy hes beer M-tr;mnet
the holder thereok Tus beven fi0 contindls default in malking f1is paxmnents theroon
firr w perivd of o year,'” ]

(k) Hrction ME0AY of said Aot is arnendudl

‘. d
1 iiﬂ{n or sl aoy
et Ry alleh eeTLifne e
dave of this Litle, undeas sieh
e e flet-—

tor roeaed ax follews:

feac-amounl tertificnte, or to coblest or Heelpt any pay.
issued by such company on ar afler the cflective
certifiente cuntaing & provizitn or prov3ions

E0i0 Lhar, in respect of any corlificate of the ingtaligent type, during -

Lhe figsl cortifiente venr the haldee of the certifieste, wpen sureender
tliereot, shall be eneitled Looa vajue payable enatt not lesa than the
pemorve nEricnts as specified in submaragraph {A) or (B} of paragtanh
12 o ankseetion (1) and al the end of =uch ceceifigAte ¥oar, 4 valu-*:
pavable i casll &t toast equal to 50 per pentum af the umount of the

grocs drgnedl Pay el reguirgd Lheechy for sueh vear ;]

DA F) that, in respect of any cervificatc of the insthlimeant ty e, it

any vme [afer the capiratinn of the firut geptificate vear and} prior to

tturily,

01 shall be andswful for auy registored Mwosamount cortificate cinpany |

T hobdor of Ll eeptificate, wpon sucrinder Llsecenf, shall be -

entitled v o value payable iy cash nel lesa than the then pmonak of the e

itemns EQLF () andd [E2Y] G
subseetion (ab hereotl, loss
3 pereeniun of the face or

reserve Ine aueh eerlifeate regquired by
af suhparngraph (1}}] of p]nrialgrnp!: 2 uili
a gureencer eharge thet shall 1ol eXcesl
maturity negunt of the rertifieate, ot 15 pereentum of the amhaunt c-l\'
atch peserve, whichrver is the besser, but in nn]uw\r‘-t :xhn:.I}t sch value
Lo 1658 than 50 per cestuwm of the amoubh of such resarve. § o .

The amannt ¢f the aurrender vahie for the end of each Yeur shall te
wpt gut in the certificats;

THVESTMENT COMPANTY AMENDMENTS OF 1947 ol

"L 28 that, in erapeeet of aky ocrbificate of Lo installment 1y,
the helder of the certificats, opnn snerendor thoneof for cash ot wnon
recaipl of o paid-up certifeate s providod in subszeelion 0 hencol, shabl
be entitled to A value paralic inoeash equal to the ther amsuat of wny
fdyaner payment teservee under sach crrliticate peguiced by subipara-
graph {F] of patsgraph (20 of anbsection (3] hereof inoaddilicn 10wy
ather ameonunta das the aliler hemeaneder;

TE4YT A that At any G prior b aturity, in oespecl of sy cortifi-
cute whith is fully prid, the holder of the orrtaficate, wpon ArTendaer
thereof, shadl be rnficled bo 2 value pavahle in cash enl ess (o Lae 1hien
amonnal of e mesteve Tor sneh cotlifeats reguired Ty lem LEOX O of
subparsgraph (K] ol paragrapl (21 of subsectian (@) hersal L] Lless o
surTendEeT aharge Ll ehall oot exered 2 por eenkior of Lhe fuee or neature-
ity amnuet of the eertiieate: or 15 per eentam of the nrnmt of suelh me-
surve  whichever is Lhe iasser; Proeodad, Aoweoer, That saeh zarcerder
charga: shall notl apply as eo nny obbigations of a Tully J:mid. type resulbing
from the maturity of g previoosly issood cortifieate. 3 The amowns of lue
rurrander value for the end of each eertifcate yoar shadl be set out o the
sertifonta )

LT 4 that io respeot of any wertifieato, the bolder of e eerlifi-
cate, upon matueiby, upon urrender Lhoereal [ar eash oF apon reesipt of
A pad-np corbificads as provided in subscetion (0 hereof, alisdl e etitbed
to n valoe payable in eash gguad to whe then amount of ihe rescree,
if any, for auch certificate requioed by bern [45F Ol of subrparagreph
(TN of parapeaph (2% of Aubsesticon (03 Toereal of Moy [EDY (0 of
aubparagraph (5] of paragraph (21 of anbseetion ) bheroof in addition
Lo any ether amannts dac the balder heoewnder.

"The Lerm ‘gerlificate yoat' A3 vsel in this section in vezpest of any eertificnte
of the instalboent type mowsn o peeicd er peeiods for which one yoar's payment
o1 pavmenta as provided by the eerbiQests have been made shoereon By Che halider
and the eortificate maintained in foree By soch poymenls for the Loae for which
the same bave Docn made, and in rospect of any certificate which i fally pad
or pnid-up mesns &ny year codittg oR the soniversary of the dade of Bsuapce of
the errtifioate,

"Any tectificats mar provide for loans or advanees by the company o 4l
wrtiicats hinlder on e wecvrite of sach eertficnbe gpon e preseoibed thersin
Tl ot o interest ratc not mecoediog & per contnm per anrenm, The amoeant
of the requured teseryes, deposits, and Lhe surrencdor valnes Oesrenf nvaalalade 0
thr habder Ay be adjabest ta ke mila sotoibt any unpaid Lolanes onosneh
Inans or advances and interest chereon, for the purpeses of Ulis subsec oo sl
subsrctions (B) and (oY hereol,

“Any oerkibeate may provide that the company al Ba opding may, prior o
e matiriby thereof, defer any paytenl or pavoeenls too W eerlificats Tirdder
tn which be may Le rngitled aioder this s<obsection (7, for aoqeriod of nnt more
Lan tharte dav=. Tn the event such option is cxereised by Che comupany, ilerost
Akl acckgs s goy parment or pavments e e the haldoe, for L period af
sucl chforment at oo rates cgqual £ choal amed o geearanlalfiog 6ot reservos For sk
oertificate. The Comrmssion may, by rules aned regolationg ae oeders in The pobdhic
inkerest or for The prodection of investors, ke pravizioen for ooy other defer-
rreat wpun fach erms and eenditiong pe iloshadl perseribe

Sec. |5 seerim 32 ol e Treoestment Onmepany At of 940 iz snridog to
rend as follawe:

i) 3R ghal]l beoenlawial Far any registersd managerment compiny o1 rogisLeg e
Fae-nmmqut corlificnta antspany ta il wieh the Commigzion sy fnaneial stoade.
frmb sSgied or wirlitiod by oo mslapondret pablic aceoun tant, vndess

ELE sweth peesantabd slint] s beci ceboctedt adon reechiag el wikhin
thirty days bafore reoafter the beginning, of the f=epl wear o7 bodore Lhe
auliual winebing of atockhelibers o that yoar by Wer pale, cqsl an peeton, of o
majarily nf Lhase mombegs of The: bened aFalinectors wls aee uat [ilw-"z-xtmr-nL
advigirs of, or athlinted presons of an investmcne olezser of, o offieers o
ol s of, B inderesiad peraers of waeh eepielered anpageany;

iy =nch selectinn shadl hove hern znbmicted for ratifienting or mejecdion
ALl st soererling annaal oweeting of slockholders 3l #ash eeoclang T
hclel, Pect Bhnt any waenndy acenrrng boaeos i apbngal mendiips, doe oo e
e or eesrgiation of the aeconntant, nre e B By Bhe cede of erosanjaraly
af {eoge mendierg of the bonrd of ditretors who are nol entereated porsans of sk
regtaleredd coM pot, trsb en persgh b gieeting cedled for dhe purpost of Laling
on duch aclion;
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slall hav e Tacén conditiond apon
ity af the autatanding wobing
ch emplpyment

syl o it

YR b L:mplnymunt i
T wato o o pnjor

vhue Taghd of Rhue snpeany B 3
ceenritive 2l apy Tueating culivd for Lne purnose to teroniba e 30
[nrthwedth wathiont any preralky;

(4] amph ceriifieate or repotl of such wecount st shall he adldreszed both
Lo thit bnaed of dircctors of susl regislored GHBpARY andd to Lhe Jecurity

hpldors Liereol: ,
L[ rovited, That if] Jf Lo seleceiot of arl pogountand Jips Baen rejeeted puesy nol 1o
paroiaraple (20 ot lis v ploywent Lepminsbedl pursuant o paragtaph L) the: va.
B MEN S0 DECUETINE MY b8 illed Ly o vateof o majority of the outetanding voilng
opuritiez, Fitber i the seetiog at which the Trjeetion or lermisalion agnurted of
if nut an [ e no wg L suaninme mueting which shadl b cnlled for tlus prurpese.
To the cose of o comoon-koe trusl of Lho charneler drseribadd s seetion 160} no
Fltlientian of bl smploymen af sueh accouutan. shall be pegairedd but sdch oo
playriant. Ty Tai Lernsinnioe angd sush aeeauntant parmd wed iy nelion uf the lieldeTs
of terorl of w majority af the ondstanding ghares of e feinl iotnrest inosuch trust
i1 BT AaThds T ol B yarowicerh inosnid sect i 1615 i1 [Espect of the mm-;wn.! ofa
Trastee, pewl sl the Erovisions therein caniaiord as to the eoliing of & mocting apiall
b zuaplieadabe. e Elue averil of such Werndnation and romav al The wdind 50 QLCuT-
ring may T flesd by wotion nf the Twoliders ol pecoed af a majecity af 1lu: ahares of
lgrefaeial iilerost vilher al the (UEeLTE, iF anw, ot which sdeh termoination and
rramanal peenTs, ar iy insETaenTs ie Writing fled with the pusiodian, or if oot &0
Rlleel within s reasemable tinu: el At 8 subimiuitl moeting whink ahall Te ealled
vy tlus LELskens for 1IT [ pose- The proviaiows of paragra |k Lianpg (410 of seetion
Z{uh AL Lo f MaJatily shall L applicutl e to the vote st st iy eeveeting of th ghare-
hodviers of such a erast beld pursaakt 1o this gukmnet on.’

Hpe 11 Herdive 53 of the Inveatment Company At of }
ne Dollow &

R, Ed, Ty ropizbered mvesUnent UMY W
wilitiateid person of such enmapaod wrlus i4 i purry deividand touany T
b o remetared fnvestoent CEGLGE oF o semanty holder Uereot 1 a desivabive
or rapiescnioliog cupacily agaimst wn affienr, daveetor, imvostfoenl .:uh.-mv.r,_tmﬁ-'lue,
or dopositor of surh coluaty, LMo o alie woid biecieh of ciReiad daty, which sueh
ool Gr ENLE I epirTie e OF esrtaed aftir the effective date of vhas bithe, E:hﬂl“ !
tranemit, maless alrewly Lrnnsnibied wo the {mnnussion, the dAgruminls !'v[3"'!"511""'2"«"|I
in sihscegion (b hedeof i-—

{1y sush astion Tiws oo g premised oF seltied wnd such o
promies Tind bod The wpproan of oocourd heving jutisdietion to AppTOvL
Gfnt Or LOnEpRaTLise, o

{23 u werdiet has been peniderl ar fAnal

sk, . !
¢l Witlsin thirty divys aftee such SELLCITCILL 0T BOHQomast, werdiel or final)

gk, copins of all pleadings mteed sy writlen recoctd iz 10 I:'-uch wtivn,,
Tagether with aostatoment Of 11 {erms of septlement of porpromiae, if Juch tanns
e pot iebinded ke noeord, el b 1Eanzmitied to the Cmitnigsion s and aoy
i FoTas Lon enLsiaed o gy anch roguienss mwy b peed by the Cormuission;
i conueation wilh any wepart oF gy which way hao made by the Comaizson
af aweanits wholher oaf grocestoend PoTL st 00 0T p s preaurn v, Fro-!
e, Tl b thes s o porsons wreoived sl wot b dischamd. J shall file wirh-
he Camnnizstan, akicss alreadly s tled, (A o capy AL il plendings, Lerdfefs oF uiy-!
teragts bl iR Mee raanTl oF RETEC i coRdectipn with serch itien ar oleien, (H G
Crg Ry J..lﬂ.lj'i-l'-'h-'.:rll spatfernent, come LbroBLLEr A7 dlitaniinuanre &f mu‘i'i_ wrlzam, i
G g af sack peid oses, frangeeipls, or sther iblients fired dn o dspued by then
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anp el ar practies sonstidiefing o b
an g breack af Solug; Ay : i
R R
or {ijrpﬂﬁlmr: I:rr, ehor, Teneney of any advizory hoard, investmenl atbhser
=) e pribdipal wnderwritar, il su e
et 1 . T &l regisbern e v is &
If [the lﬂnﬁﬁigm:.n]'uiﬂmﬂ:;m“ teust, e face-aeimt r:r_-rﬁf{ﬁ;ﬁ'\;a:ﬁﬁ:;'t l.'-':l]"‘f"-n"ﬂnd
1 Lthe LCam -.:;41-4;.l:-]i.=~|'.1-:\-r!“;.;:: s wllegations [of sich gross misconduet or F;;E-c.w abmss
amy or il sueh [ca]mc'il,’- nl.c]cmlrt [=hall'} s ciygoin sngh presan from Aitio i
Cirac T emenbrar i o ¥ 1} l."r:e}l_l.cl_T.IEH sither permancntly or Cfnr such pori ri ué
W direrotion [shall} “?::I.:rn suih mnyunciive or ather relicf ugafastanch er 'r:fn i
the protection of :'nz.-eam“-nw :;|:—p:rr_|.pnn.1f in the circumiktonars, b }:ﬂ; rﬁ*dﬁrrlf 0
160 g oo ret ri gt te the effentstlion of the polin o i et on
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Beo. 2l Bection 38 |
10 read aa Tollows:

ne
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fod o i Tnveatment Company Act of 19440 ja amended

al The Comniasi :

acenid, and rEﬁ::iﬂhq'i';?a Ehﬂﬁ_hm’" authurity Troe Gime to tine 10 ke, s
deent TeetanaTy OF : ml rules and pegulintiour and sngh oedera s [-u—g]qfl oy
Coangstion ::ls.ru.\-lnﬂg i11l::||”::¢m to [ehe exereise of Lhe powere culibrris upni\’ﬁly
reguinbivgs defining seoon 'L."-'" aul the previnions of this Litle, sicluding rules “:
priEeribing Ve furr ar mr'lm'“F, T.i?ﬂ_'ll:ll:gitl. and trade terms used in this tithe :P:—j
Mants, appligntions, and m 3 I which informaition teguined in TrgiAtration ::wll-'
Pz of iLs riled or ragnl ll_.'pn.lt;; e the Conunission shull e st fortin For the -
oter mattrs .“'jl-hi# i:‘ 1;:1;;:3!- Commni=siog miay Slasily persins, a:r'ul.:rir..'t-; T.:r;;
differant clises of porrans. secur “:' ::1:“::;5]?:1}.111'- different n-.rtltirr:mnm.-: for

Fee, X Boction 4
NE“E “i“ iuliﬂwa: 1w} of the Invegtmeny Company At af 1940 i3 amended Lo
‘(& ny urly i - .
L title n;as";?;::i:"ll':}:ﬂ; wggrisved by At order fseued by Lhe Comodasion ned
Srales within shy vice review of guch arder in the eourt of apaeals of the Unnited
busincss, or i the lfnl'.:;t_:d“l;mmm sueh petson rraidles nr Tiad Tiks pr.i_n{_:i weal 1l e
by filing it wach c.uurt,l r 'hT'ah!.ﬂ Courts nf Appeals far the |hstrict o E"-'!}l “Uh'm
PELUOT praving hpd o ?Ht' in sixly days after the enley of suel order 1. riteen
ot In piark. A copy m“ he erder of {he Commission b 1nodified or s i 'wr-mm
thit eourl tn any e ml;"ch }*I‘-tlt.mu shall b forthwith tranemitted by ﬂl:‘ml?itni?
Lhe Eram i AN I thmt,r of ike Commission, or any ofhicer thoreol des| n:t.‘f_,rd k'_u':I
conrt the record upon ahpurpasu and ehereupon e Comoisaion abiali 1Eilc i h?
Soation L ard go;{wU“:-h the order complained of was rolorcd u b énd? i
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hiv nr il partoers, affieaes, dircolors, aind peesons peclotming sinilar
fanctions and of any eontrullng person Lhegenf;

"ICE the odare of the business of sueh investioend wdviser, inchnhing
the munnnre of giving adviee and rendering aealvans oF reprorts;

LD} U nabure and scope of the authority of sueh investment adwvisur
with reapeet 1o elicnta' funds and sceounts;

"{E) the basis or hasea mpon which such iwvestomenl ndviser s eom-
pinanted; apd

{F} whether rueh investinenl adviscr or any  [partner, afficer,
director thepeof, or any FEHDH perforeing wiemilar functions, or any
person divectly o indireetly contealling or controbled L] persay directfy
or indrrectly masosiafed with sueh investment advisor; b5 subject to o any
disnalification which would be 3 basis for dendal, aispeasion, oF revocas
Lon of Tagislration of such investment wdvizer wnder the provisions nf
atbeeetion [4] (&), and

{2 o ostatcment as to whether Lthe principal business of soch investment

advisr consksle or s to coneick of aeting ws investoneot wdvieer and o state.
ment 25 i whether o sebatanbial part of the buasinnas of sueh investment
adviser conista or i3 to congist of reodering mvestment superviseey eervices
Exeept as hereinzfter provided, sueh registration shatl beesmne efoctive
thirty daya after reecapt of ruch application by the Cotnmission, or within
wuch shorter period of dime wy the Commission maay determine. Any amend-
imrnt of an epplication fibed not more than filteon days after Lhe Gling of
sueh application chall be deemed to have becn Gled with and 6s o part of
Kot ﬂF‘Fﬂit‘-atimJ. Any amendment of an application Bled @more thap Rftesn
duys ufter the filing of such applicstion becomes cHestive shall be deemed a
mew  application ingorporeting by referenoe the anntmended (tems of the
carlier applicalion. Any wmendment fited after the application has beoome
effeciive shall bocome efoctive thitly days wfter the filing thereof, or ab such
caclier dote o8 the Commigsion may order’’

(e} Seetion 203 of sud At ja further amended by redesignaling aubseckion (d)
thereol as subasction (&) and redesignating sabscetion (&) oy subecetion (g) and
inrerting o new subseclion (d)] to read a9 followa:

Al Any provision of Hia fiffe (pther thaa atbdeclion {23 af IAts sectian) iehich
prohibits any acl, practice, or cexrae of Buarnesa i the maila or any means or Fnairu-
mmiuh'!?l af micratade oritherce are wsed in connection herewalh shall also profabs
amp guch gel, proclice, or course of busdirness by any fresmenl adviser registersd
purzuanrf fo (e seclion or any person acling on bekalf of such an fmvestsent adirdeer,
rrreapective of gny wee of [he masly or gy medna or mairymentality of dnlerabide
compatee ¥A connesfion therearh,

(d] Redesignated asction 208{e) of kaid Acl i nmeaded to read s Tollows:

“[A7e) The Commission shadl, after appropriate ooties and cpportunity for
hearing, by prder cepsurs, deny registration Lo, or suepend for o pericd not exceedd-
ing Lwelve muntha, or revoko the registration of, an investment adviser, if (L
finda thal uich ecnewre, denial, surpension, or revogation ia in Lhe peblic interest
and that [0 such mvestiment ndviser or any person caserozted wilh aoch imeat-
ment adpirer, whether prine to or subgequent to hoonming sich, [or {2) any
porboeer, officer or director thereof, ar any permen pecforming similac fooctions,
or (3 any person directly or indicestly coonttolling or controlled by such inwvost-
menl nikviser, whethor prior to or subseguent to boeoming such,}

CiATT 01 T wallfully made or caused to bo mady: in any application for
registration or vepert Aled with the Commissen under thig title, or in any
roceading bofore Lthe Cammaission with reapect Lo rogiatration, any statement
which was at the toe abd in the light of the sroomstanees under which it
was made false or misleading with respect o any materiad fast, or who has
omitted (0 stata in any auch npplication or ropert any matezial feed whieh s
Teguieed 1o boe stated Cherieg or

(B3 “(2 has been copvigted within ten years preceding the Oling of the
applicalion or at wny time therealler of aony felooy or rogsdemcanor which the
Commviasinn finds ] (A) involves the pmicehick: or sale of any seeurity,
[y (A arses ont of the pondoct of the husiness of g Groker, dealer, or
ivesiment adviscr, [GEi1] (€ uvoleer cobezzlemnent, frandident conver-
algn, or miknppropriation of funds or aggaritics, or B{i\rj] (£} involvea the
vislation of aection 1341, 1343 ar L343 of title 18, Uhuted Stales Code [As
heretofore o hereafler nmended]; or

C0CYY & ia permnanently of Wwapoerarily cpjeined by arder, judgment, or
decree of any court of comnetenl juticdiclion from acting as an mvestnent
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advisce, undewrirter, Broker, or dealer, or ag an affiliated prrsoi or cmploves
of sty Muesimient eompany, Donk, oF insurance company, of from engAging
ity o continuiog sny conduct or praelice in connection with any auch activily,
0 i1l CoNnecticn with the pureldac or sale of any secuTily, o

SEi127] (4] hawe willivMy violated any provisien of ihe Beourities Act of
1043, ar of the Bceuritics Fxchange Act of 934, or &f title £ of thiz Aet, or of
this title, [as wey of auch watutee heeetofore have hecn or herepfter may b
ameneked ] or of any cube ot Tegulakion wteder any of such mlatytas; or

CEET 68 hns akded, abeteed, eounacled, cotmanded, induged, or
procured the wiolation by any esther yeraon af the Seeuritier Act of 19353, or
the Securities Excbange Act of 1034, or of tdile I of thin Acl, or of Ehia tithe, [ae
atey of saeh studites homtofore have been or bereafber T be nnnengdest] or of any
rule o fegnlation uundes any o) sueh rLatutes or Aas fofed reasonatly o siper-
bise, with @ riow o preventing tiolationa of such slatules, rutes, ard regrieiion,
aneslher peraun whe copmits fuch a vielutian, {f auch offier peraon 15 subpecd fo
At supervizion.  Bar ihe purpases of thag parggraph (5 e person sholl b
doemed 1o kape fuiled reasonably to ruperatse any poraen, ff—

“{AY there have been eafnbliaked procedures, ond o system for ﬂ;:ﬂiyinﬁ'
saeh proceduses, which would recsonobly he ezpecied to prebent an detect,
inaafar ar practteabie, any sach violation by vuck alther persom, and

YU such person has reasenably dischorged the duiier and obizspations
impumibend wpon fime by rearon 6f zuch procedurcs and syalent witheul
reasefahle enuae to Beligre that such procedures and syalem were nob bty
ranipeed with, .

UIE} e sabdect to an order of the Cemmisgion enlered pursuant to aubzecizom
L] af this secfron barring or suspending the right of sich person to L cagociobed
seith an tRuestuent aduiter, which order i1 in effect with respect 2o aeh pirapn.'

CArd dertion 203 of said Acl ia further amended by redesipnnting subsections
) and (g) thercol sa sobseetion (h) and (1), respectively, and inasHbing 8 noew
sulpsectian [F1 to pead as Follows: )

(M The Commisaian may, after apprepriole noifee and op rlunity for hearing,
by urder cemglre any paraon ¢¢ bar or suspend for a prriuﬁut cocreding froeie
phdtlha nay person J{rﬂm Ering nasactated with an fnvestment mlaiser if the Cammia-
sion finds thet suck censure, barring, or suspension i1 M the ;pu!;-Iin: interest and
hat 3weh persen has cebtmitled er omitied any acl eroomizacen gmariied v pard
graghs (1), {4) ar (5) of subseclion (&) of this section or has been convicted of any
wfferse ppocified {n paragraph (87 of said gubacction () within len years of [Ae cont
muncewten!t of ihe procesdings under thit anbseclion or I enjaintd from any achon,
rondued or praclice apecified Tn famgruph (5} of said aubsection (e). & ahall be
nnfeewfual far any perzun os In whom such an order bareing o aus perbding kim from
bueiny waseriated with et inpestmend odeiser in in offect willfully to heconig, o7 Lo Be,
assseimbed with an evesitpent adviter, withoud the consend of the Commizatan, and i
shatl be walamful for eay inveallient adeiser o permit such a persan bo bocitay, or
repanin, w peraga associoted with such mueshmeid aduteer withoul the comaend of the
s loR, if sneh investbiend adviser knew, or in the ezercise of rearonahle cure
ghould bave kdown of sied order”

sug, 26, Section 203 of the Investment Advisers Act of 1140 s amended e
red 2 Modlowa:

tuyr W, No investment adviser, unless exermut from registration plradant
1 geetionn 9050, shall make vse of Lhe 1nedls oF &y OWATS OT iskriementalicy of
tnlerstabe eommaeroe, direetly or indireetly, to coter ke, cxlend, or Fenew Lby
invrstment ddvisory cantract, or in a0y way Lo perform any inveslment ady isory
cuntrach cabered inle, oxlended, or renewed on or ufter the effective date of this
title, il such centrachk— ]

{11 providez for coanpensation 1o the itvestwent advirer o the basis of
n share of capital gains upon or capital appreciation of the funds or any
portion of the funds of the cliend;

“(2h fmils to provide, in ubstance, thal 1o sesignraent of such enbtracd
chmtl v made by the investment adviser witheat the consent of the ather
Arty to gho contracl; or )

) faiis to provide, in substance, that the investment advisar, B part
necship, will potify the other patby to the contraot of any change in ibe

mermlrrahip of sueh partnerahip within g reasonable time after such chaoge.’
LAz wsad in this scction "inveatment advisory pantract'’ means eny eontracl

or agresment wherehy & person Bgrecs Lo act BE invegtment a:h.-ie.cr_ or ti
munage Any invesiment of trading aceount for & peraon ather than ap inveat-
ment company.] Paragraph (1) of this sectinn ahell pot be conatned to
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prohibit an investinenl advisery sontraet which i i
"y provides far eongpecn:
based upon the total value of & fued wveraged over o delipite pnr%ﬁ-iﬁ:t.:];
of debnite dates, or taken an of 2 definite date. As uged 1 parogrophs {:ﬂ and
E:E ﬂfj_f.ﬁ?& EFpliph, mursttmcn-t advizary contrict’ irans any 20 Akracl or gyTeement
erelyy @ peragn agrees ¢ A0 ax tneesinient aduvlzer FrLT
. - ;;-;}:Ihn Secount or anpthor mevam” L3 or {0 manage gy FRTsirmens
iR, 207, The Invidlment Adwizers Act of 15940 i furthor am i
| - . ] cnded by red -
nating sections 208 through 222 thereol na sections 809 1o 223, rﬁpccti{erlgr r:;ngd
mgerling immediately afler section 208 2 new section 207 L0 read as tollows:
b .ch. 207, The Commisrion, by rules and reguinifons upen s own mation or
v wrder wpon application, wmay cenditignally or wncendiionally crempl any pe;aart
or transaciion, ¢r any cless or cloases of peragn, ur iranacctions, fram ary prérsion
:a; provisionia of thea tile or of any rule or requlotion fherannder, ©f and te the exfent
m@:ﬂisﬂiﬁ;x;ﬂfp‘;ﬁnﬂu _mct.:aury f;*u!ip'r&pﬁnk in the public snlerest and consistent
retects inveslors @ ¢ pur ] ] 1
i the prolecti liu{a." purposct fnisly intended by the policy and
ﬁxr:. 2. The amendments made by this Aet shall iake ooet we fullows:
d{.l'{]! The umrndmi:n&a_!n redeatgnaled sectien $la) (20, and zections 10, (1 {r}
an (4), t50a), (e) and (d), 1705, 19 and 32(a} of the Fuiestment Company Act of
Y40 and sectians 2OA(N) end 208 of the Inpecipen! Advizers At of 135G, contetned
W Secliong 2041, &ia), (W, (0] and (4], 8{ab, (e}, and (d), (), i1, I8, '#5 and £
af H:ta Act thall luke offect one year from the dale of ift enactment.
o (21 The amendments to seclfama #F{a) ond 28001021 and (d) of the Fnvesument
empany et of IR0, contained in secftons 1800} and [70a) and (B of thee Art
ahall taks cffect 6 moniths from the dute of 760 enacimend.

“EE] AU ofher ementdments in Thin Aot aball take effect on the dals of itr enactmend.



