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INVESTNENT TRUSTS AND INVESTMENT COMPANIES 

THURSDAY, JUNE 13, 1940 

HOUSEOF REPRESENTATIVES, 
SUBCOMMITTEE ONOF THE COMMITTEE 

INTERSTATE COMMERCE,AND FOREIGN 
Washington,D.C. 

The subcornrnittee met a t  10 a .  m.,  in the committee room, Hon. 
William P. Cole, Jr.  (chairman of the subcommittee), presiding. 

Mr. COLE. The subcommittee will c0m.c to order. 
H. R. 8935 was introduced hlarch 14, 1940, by Nr. Lca, of Cali- 

fornia. A companion bill, S. 3580, was introduced, a t  the same time 
in the Scnnte by Senator Wagner. 

Since that timc the State Committee on Banking and Currency held 
extcnsivc hearings on S. 3580, a conipanion measure to H. R. 8935, 
with the result that  S. 4108 was reported on June 6 by the Senate 
Committee on Ranking and Currency. 

In  order to have that bill before 11s in House form also, (with the 
approval of Mr.  Lea,) I introduced yesterday the same bill in the 
House, which is 11. R. 10065. 

I t  is upon all of these bills that  the hearing before this subcommittee 
will be held. 

I think that the committee will be more interested in the last two 
bills I mentioned, which present the views of the Senatc Conlmittee 
on Banking and Currency and with which we understand the industry 
is in agreement. 

(The House bill is as follows:) 

[II.R. 10065, 76th Cong., 3d sess.] 

A BILL To provide for the registration and regulation of investment companies and investment advisers, 
and for other purposes 

B e  i t  enacted b y  the Senate and House o j  Representatives of the United States of 
America i n  Congrrss assc~nbled,  

TITLE I-INVESTMENT COMPASIES 

FINDINGS A N D  DECLARATION O F  POLICY 

SEC.1. ( P , )  IJpo11 the bmis uf facts discloscd by the record and reports of the 
Securitirs and Eschange Commission made pursl~nnt to section 30 of the Public 
Utility Holtling Cornpr.ny Act of 1935, m d  fmts  otherwise disclosed .wid ?,seer- 
teined, it is hereby forurd that investment comp~.niesare affected with a national 
public iritcrcst~ in that, among other things- 

(1) thc cccuritiw i s s ~ ~ c d  by s11cl1 con~pmics, which constitute a substantial 
part of ell securities publicly offered, :.,re distributed, purchr.sed, paid for, 
eschsnged, trmsfcrred, redeemed, zntl repurchmed by u.;e of the mails and 
means a,nd instrr~mcritr,litirs of interstate commerce, m d  in the cme of the 
numerous conipanies which issr~t: redceniablc securities this process of dis-
tribution amd redemption is cont,inuous; 
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(2) the principal activities of such companies-investing, reinvesting, and 
trading in securities-are conducted by use of the mails and means and in- 
strumentalities of interstate commerce, including t,he facilities of national 
securities exchanges, and constitute a substantial par t  of all transactions 
effected in the sccuritics markcts of the Nation; 

(3) such companies customarily invest and trade in securities issued by, 
aod may dominate arld control or otherwise affect the policies and manage- 
mel:t of, companies engaged in business in i terstate commercz; 

(4) such companies arc media for the investnlznt in the ~ a t i o n a l  economy .-
of a substantial part of the national savings and may have a vital effect 
upon the flow of such savings into the capital markets; and 

(5) the activities of such companies, extending over many States, their 
use of the instrunientalities of interstate commerce and the wide geographic 
distribution of their security holders, make difficult, if not impossible, eiffec- 
tive State regulatioll of such conlpanies in the interest of investors. 

(b) Upon the basis of facts disclosed by the record and reports of the Securities 
and  Exchange Commission made pursuant to section 30 of the Pul~lic Utility 
Holding Company Act of 1935, and facts otherwise disclosed and ascertained, i t  
is hereby declared that the national public interest and the interest of investors 
are  adverdely affected- 

(I) when investors purchase, pay for, exchange, receive dividends upon, 
vote, refrain from voting, sell, or surrender securities issued by investment 
companies without adequate, accurate, and explicit information, fairly pre- 
sented, concerning the character of such secu&ies and the circumstankes, 
policies, and financial responsibility of such companies and their mnnaxement: 

(2) when investment iompaniesare organized, operated, managed,-or their 
portfolio securities are selected, in the interest of directors, officers, invest- 
ment advisers, depositors, or other affiliated persons thereof, in the interest 
of underwriters, brokers, or dealers, in the interest of special classes of their 
security holders, or in the interest of other investment companies or persons 
engaged in other lines of business, rather than in the interest of all classes of 
such companies' security holders; 

(3). when investment companies issue securities containing inequitable or 
discriminatory provisions, or fail to  protect the preferences and privileges of 
the holders of their outstanding securities; 

(4) when the control of investment companies is unduly concentrated 
through pyramiding or inequitable methods of control, or is inequitably 
distributed, or when investment companies are managed by irresponsible 
persons; 

(5 )  when investment companies, in keeping their accounts, in maintaining 
reserves, and in computing their earnings and the asset value of their out- 
standing securities, employ unsound or misleading methods, or are not 
subjected to adequate independent scrutiny; 

(6) when investment companies are reorganized, become inactive, or change 
the character of their business, or when the control or management thereof 
is transferred, without the consent of their security holders; 

(7) when investment companies by excessive borrowing and the issuance 
of excessive amounts of senior securities increase unduly the speculative 
character of their junior securities; or 

(8) when investmeut companies operate without adequate assets or 
reserves. 

I t  is hereby declared that  the policy and purposes of this title, in accordance with 
which the provisions of this title shall be interpreted, are to  mitigate and, so far -
a s  is feasible, to eliminate the conditions enumerated in this section which adversely 
affect the national public interest and the interest of investors. 

G E N E R A L  DEFINITIONS 

SEC.2. (a) When used in this t,itle, unless the context otherwise requires- 
(1) "Advisory hoard" means a board, whether elected or appointed, which is 

distinct from the board of directors or board of trustees, of a n  inrestmcnt com- 
pany, and which is coniposed solely of persons who do not serve such company in 
any other capacity, whether or not the functions of such board are such as t o  
render its members "directors" within the definition of that term, which board 
has advisory functions as to investments but has no power to  determine tha t  
any security or other investment shall be purchased or sold by such company. 
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(2) "Affiliated company" means a company which is an affiliated person. 
(3) "Afilint,ed person" of another person means (A) any person directly or 

indirectly o~vning, controlling, or holding with power to  vote, 5 per centrlm or 
more of the outstmlding voting securities of such other person; (R) any person 
5 per centum or more of whose outst,anding voting securities are directly or 
indirectly owned, controlled, or held with power to  vote, by such ot,li?r person; 
( C ) any person directly or indirectly controlling, controlled by, or under common 
control with, such other person; (L)) any officer, director, partner, copartner, or 
employee of such other person; (E) i f  such other person is am invcstmcnt com-
pany, any investnient adviser thereof or any member of an advisory board thereof; 
and (F) i f  such other person is an ~~nincorporated investment company not having 
a board of directors, the depositor thereof. 

(4) "Assignment" includes any direct or indirect transfer or hypothecation of a 
contract. or chose in action by the assignor, or of a controlling block of the assignor's 
ont,standing voting securities by a security holder of the assignor: but does not 
include an assignment of partnership interests incidental to the death or with- 
drawal of a minority of the members of the partnership having only a minority 
intcrest in the partnership business or to  the admission to the partnership of one or 
more members who, after such admission, shall be only a minority of the members 
and  shall have only a minority interest in the business. 

(5) "Bank" means (A) a banking institution organized under the laws of the 
United States, (R) a member bank of the Federal Reserve System, (C) any other 
banking institution, whether incorporated or not, doing business under the laws 
of any St,ate or of the United States, a substantial portion of the business of which 
consists of receiving deposits or exercising fiduciary powers similar to  those per- 
mitted to national banks under section 11 (k)  of the Federal Reserve Act, as 
amended, and which is supervised and examined by State or Federal authority 
having supervision over banks, and which is not operated for the purpose of evad- 
ing the provisions of this title, and (D) a receiver, conservator, or other liquidating 
agent of any institution or firm included in clauses (A),  (R) ,  or (C) of this para- 
graph. 

(6) "Broker" means any person engaged in the business of effecting transactions 
in securities for the account of others, but does not include a bank or any person 
solely by reason of the fact that  such person is an underwriter for one or more 
investment companies. 

(7) "Commission" means the Sccurit,ies and Exchange Commission. 
(8) "Company" means a corporatio~i, a partnership, an association, a joint-

.stock company, a trust, a fund, or any organized group of persons,whether incor- 
porat,ed or not; or any receiver, t,rustee in bankruptcy, or similar official or any 
liquidating agent for any of the foregoing in his capacity as such. 

(9) "Control" means the power to exercise a controlling influence over the 
management or policies of a coinpany, unless such power is solely the result of a n  
official position with such company. 

Any person who owns beneficially, either directly or through one or more con- 
trolled companies, more than 25 per ceiitum of the voting securities of a company 
shall be presumed to control such company. Any person who does not so own 
more than 25 per centum of the roting securities of any company shall be pre- 
sumed not to  control such company. A natural pcrson shall be presumed not t o  
he a controlled person within the meaning of this title. Any such presumption 
may be rebutted by evidence, but except as hereinafter provided, shall cont.inue 
until a determination to the contrary made by the Commission by order either 
on its own motion or on application by an int~rest~ed person. If an application 
filed hereunder is not granted or denied by the Conlmissiori within sixty days 
after filing thereof, the deternlination sought by t,he application shall be deemed to 
have been temporarily granted pendiiig final determination of the Comn~ission 
thereon. The Commission, upon its own motion or upon application, may by 
order revoke or modify any order issued under this paragraph whenever it shall 
find that the determination embraced in such original order is no longer consistent 
with the facts. 

(10) "Convicted" includes a verdict, judgment, or plea of guilty, or a finding 
of guilt on a plca of nolo contendere, if such verdict, judgment, plea, or finding 
has not been reversed, set aside, or u-ithdrawn, whether or not sentence has been 
imposed. 

(11) :'Dealern means any person regularly engaged in the husiness of buying 
and selling securities for his own account, through a broker or otherwise, but does 
not include a bank, insurance company, or investment company, or any person 
insofar as he is engaged in investing, reinvesting, or trading in securities, or in 
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owning or holding secnrities, for his own account, either individually or in some 
fiduciary capacity, bnt not as a part of a regular business. 

(12) "Director" means any director of a corporation or any person perform- 
ing similar functions with respect. t,o any organizat~ion, whether incorporated or 
unincorporated, including any nat~lral  person who is a member of a board of 
trust.ees of a managenlent company created as a common-law trust. 

(13) "Employees' securities company" means any investment company or 
similar issuer all of the outstar~ding securitics or which (&her than short-term 
paper) are bellcficially owned (A) by the cmployecs or persons on retainer of a ,, 
single employer or of two or rnore employers each of which is an affiliated company 
of the other, (B) by former employees of such employer or employers, (C) by 
members of the immediate family of such employees, persons on retainer, or 
former employees, (D) by any two or more of the foregoing classes of persons, or 
(E) by such employer or employers together with any one or rnore of the foregoing 
classes of persons. 

(14) "Exchange" means any organization, association, or group of persons,
whether incorporated or unincorporated, which constitutes, maintains, or pro-
vides a market place or facilities for bringing together purchasers and sellers of 
securities or for otherwise performing wit.h respect to securities the functions 
commonly performed by a stock exchange as that term is gerierally underktood, 
and inclridrs t,he nlarkct place arid the market facilities maintained by such 
exchange. 

(15) "Face-amount certificate" means any ccrtificat'e, invest,ment contract, 
or other security which represents an obligation on the part of its issuer to  pay a 
stated or determinable sum or sums a t  a fixed or deterlninable date or dates 
more than twenty-four montl~s after the date of iss~~ance,  in consideration of the 
payment of periodic installnierits of a stated or determinable amount (which 
security shall be known as a face-amount certificate of t'he "installment t,ypeJ'); 
or any security which represents a similar obligation on the part of a face-amoul~t 
cert,ificate company, the consideration for which is the payment of a single lump 
sum (which security shall be known as a "frilly paid" face-amount certificate). 

(16) "Government securjty" means any security issued or guaranteed as t o  
principal or int,erest by the United Stat,es, or 1)y a person cont,rolled or supervised 
by and acting as an instrumentality of the Government of the United States pur- 
suant to authority granted hy the Congress of the United States; or any certificate 
of deposit for any of the foregoing. 

(17) "Insurance company" means a company which is organized as an insur- 
ance company, whose primary and predominant business activity is the writing 
of insurance or the reinsuring of risks underwritten by insurance companies, 
and which is subject to  supervision by the insurance commissioner or a similar 
official or agency of a State; or any receiver or similar official or any liquidating 
agent for such a company, in his capacity as such. 

(18) 'fInterstate commerce" means trade, commerce, transportation, or com- 
munlcatlon among the several Stat'es, or between any foreign country and any 
State, or between any State and any place or ship outside thereof. 

(19) "Investment adviser" of an investment cornpany means (A) any person 
(other than a bona fide officer, direchor, trustee, member of an advisory board, 
or employee of such company, as such) who pursuant to  cont,ract with s t ~ c h  
company regularly fr~rnishes advice to  such company with respect to  the deslra- 
bility of investing in,, purchasing or selling securities or other property, or is 
empowered to determme what securities or other property shall be purchased 
or sold by such company, and (B) any other person who pursuant t o  contract 
with a person described in clause (A) regularly performs substantially all of the 
duties undertaken by such person prescribed in clause (A); but does not include 
(i) a person v-hose advise is frlrnished solely through uniform publications distribu- 
ted to  subscribers thereto, (ii) a person who fllrl~ishes only statistical and other 
factual inforrnat.ior~, advice regarding economic factors and trends, or advice as  
t o  occasior~al transactions in specific securities, hut wit.hout generally furnishir~g ... 
advice or making rccommer~dations regarding the purchase or sale of securities, 
(iii) a compally furnishing such services a t  cost to  one or more investment com- 
panies, insurance companies, or other financial institutions, (iv) any person the 
character and amount of whose compensation for such services must he approved 
by a co~ir t ,  or (v) such other persons as the Comlnission may by rules and regu- 
lations or order determine not t,o be within the intent of this definition. 

(20) "Investnicnt banker" means any person engaged in the business of under- 
wr~t.ing sec~lrities issued by other persons, but does riot include an invest'ment 
cornpail?;, any person ~ v h o  acts as an underwriter in isolated t'ransactions but riot 
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a s  a part of a regular business, or a l y  person solely by reason of the fact that  
such person is an underwriter for one or more investnient. companies. 

(21) "Issuer" nieans every person who issues or proposes t,o issue any security, 
or has outstanding any security which it  has issued. 

(22) "Lenc$" includes a purchase coupled with an agreement by the vendor.to 
repurchase; i)orrowM includes a sale coupled with a similar agreemcnt. 

(23) "Majority-owned subsidiary" of a person mcans a company 50 per centum 
or more of the outstanding voting securities of which are owned by such person, 
or by a company which, within t,he meaning of this paragraph, is a majority-
o\vned subsidiary of such person. 

(24) ''Means or instrumentality of interstate commerce" includes any facility 
of a 11ationa1 securities exchange. 

(25) "National security exchange" means an exchange registered under section 
6 of the Securities Exchange Act of 1934. 

(26) "Periodic payment plan certificate" means (A) any certificate, investment 
contract, or other security providing for a series of periodic payments by the 
holder, and representing an undivided interest in certain securities or in a unit 
or fund of securities pitrchased wholly or partly with the proceeds of such pay- 
ments, and (B) any security the issuer of which is also issuing securities of t,he 
character described in clause (A) and the holder of which has substantially the 
same rights and privileges as those which holders of securities of the character 
described in clause ( A )  have upon completing the periodic payments for which 
such securities provide, 

(27) "Person" means a natural person or a company. 
(28) "Principal underwriter" of or for any investment company other than 

a closed-end company, or of any security issued by such a company, means any 
underwriter who as principal purchases from such company, or pursuant to 
contract has the right (whether absolute or conditional) from time to time t o  
purchase from such company, any such security for distributiou, or who as agent 
for such company sells or has the right to  sell any such security to a dealer or 
to  the public or both, but does not include a dealcr who purchases from such 
company through a principal i~nderwriter acting as agent for such company. 
"Principal underwriter" of or for a closed-enti company or any issuer which 
is not an investment company, or of any security issued by such a company or 
issuer, means any underwriter who, in connection with a primary distribution 
of securities, (A) is in privity of contract with the issuer or an affiliated person 
of the issuer; (R) acting alone or in concert with one or more other persons. initiates 
or directs the formation of an ui~dernriting syndicate; or (C) is allowed a rate of 
gross cominission, spread, or other profit greater than the rate allowed another 
underwriter participating in t,he distributi6n. 

(29) "Promoter" of a company or a proposed company means a person who, 
acting a!one or in concert with other persons, is initiating or directing, or has 
within one year initiated or directed, the organization of sr~cli company. 

(30) "Prospectus", as used in section 22, means a written prospectus intended 
to meet the requirements of section 5 (h) of the Securities Act of 1933 and currently 
in use. As used elsewhere, "prospectd '  means a prospcctus as defined in the 
Securities Act of 1933. 

(31) "Rcdeemable securit,yU means any security, ot,her than short-term paper, 
under the terms of ~vhich the holder, upon its presentation to the issuer or t o  a 
pcrsorl designa.tcd by the issuer, is entitled (lvhcthcr absolutely or only out of 
surplus) to receive approximately his proportionate share of the issuer's current 
net assets, or the cash e q u i r a l e ~ ~ t  thereof. 

(32) "Reorganization" means (A) a reorganization under the snpervision of a 
court of competent j~~risdiction; (R) a rnerqcr or consolidation; (C) a sale of 75 
per centurn or more in va111c of the asscts of a company; (D) a rest,atement of the 
capital of a company, or an cschange of securities issued by a company for any of 
its own outstanding securities; (E) a v o l ~ ~ n t a r ydissolution or liquidation of a 
company; (F) a recapitalization or other proced~lrr or transaction which has for 
its purposr t,lw a!tcration, motlificatiun, or elirniriation of ally of  the righti, prefer- 
el>crp, or pririlcges of any class of sc,cr~ritic issued hy a conipnny, as provided in 
its charter or other i~~s t run icn t  or drtining such rights, preferences, and c r e a t i r ~ ~  
nrivilcgcs; (G) an exchange of securities issurd by a cornpany for outstanding 
securities issued by another company or roinpn~~ic:s, preliminary to and for the 
purpose o f  effecti~~g any of the foregoing; or (H)  any exchange or consurnnmti~~g 
of securities by a company which is not a11 investnlent cornparly for secrnities 
issued by a registered in~est iner~i ,  company. 

(33) "Sale," "sell," "offer to sell," or "offer for salc" inclrldes every contract 
of sale or disposition of, attenlpt or offer to dispose of, or solicitation of all oRer 
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t o  buy, a security or interest in a security, for value. Any securit~r given or 
delivered with, or as a bonus on account of, any purchase of securities or any 
other thing, shall be conclusively presumed to constitute a part of the sl~bjcct of 
such purchase arid to have bccn sold for value. 

(3?) "Sales load" nlealls thc difference bebn.een the price of a security to the 
public and that portion of t'he proceeds from its sale which is received and invested 
or held for investulent by the issuer (or in the case of a unit investment trust, 
by the depositor or trustee), less any portion of such tliffercnce deducted for trus- 
tee's or custodian's fees, insurance premiun~s, issue taxes, or administrative 

-,

espeilses or fees which are not properly chargeable to  sales or promotional actioi- 
ties. In  the case of a periodic payment plan certificate, "sales load" includes 
the salcs loai! or1 any invcstmer~t company securities in which t,he paymeilts 
made on such certificate are invested, as well as the sales load on the certificate 
itself. 

(35) "Secnrity" means any note, stock, treasury stock, bond, debenture, 
cvidence of indebtedness, certificate of interest or participation in any profit- 
sharing agreement, collateral-trust certificate, preorganization certificate or 
subscription, tmnsferable share, investment contract, voting-trust certificate, 
certificate of deposit for a security, fractional undivided interest in oil, ga.s, or 
other mineral rights, or, in gencral, any int,erest or instrument commonly known 
as a 'isecnrity," or any cert,ificate of interest or part'icipation in, temporary or 
interim cert'ificate for, receipt for, guarantee of, or warrant or right to  subscribe 
to  or purchase, any of the foregoing. 

(36) "Short-term paper" means any note, draft, bill of exchange, or banker's 
acceptance payable on demand or having a maturity a t  the time of issuance of 
not exceeding nine months, exclusive of days of grace, or any renewal thereof 
payable on dernantf or having a maturity likewise limited; and such ot.her classes 
of securities, of a commercial rather than an investment charact,er, as the Com- 
mission may designate by rules and regulations. 

(37) "State" means any State of the United States, the District of Columbia, 
Alaska, Hawaii, Pucrto Kco,  the Philippine Islands, the Canal Zone, the Virgin 
Islands, or any other possession of the United States. 
(35) "Underwriter" means any person who has purchased from a n  issuer with 

a view to, or sells for an issuerin conncction 11-ith, the distribution of any security, 
or participates or has a direct or indirect participation ill any such undertaking, or 
participates or has a participation in the direct or indirect underwriting of any 
such undertaking; but such term shall not include a person whose interest is 
limited to a cominission from an underwriter or dealer not in excess of the usual 
and customary distributor's or seller's commission. As used in this paragraph the 
term "issuer" shall include, in addition to  an issuer, any person directly or indi- 
rectly controlling or controlled by the issuer, or any person under direct or indirect 
common control with the issuer. When the distribution of the securities in respect 
of which any person is an underwriter is completed such person shall cease to  be 
an underwriter in respect of such securities. 

(39) ,"Value", with respect to assets of registered investment companies, except 
as  prov~ded in subsection (b) of section 28 of this title, means- 

(A) as used in sections 3, 5, and 12 of this title, (i) with respect to  securities 
owned a t  the end of the last preceding fiscal quarter for which market quota- 
tions arc readily available, the market value a t  the end of such quarter; 
(ii) with respect to other securities and assets owned a t  the end of the last 
preceding fiscal quarter, fair value a t  the end of such quarter, as determined in 
good faith by the board of directors; and (iii) with respect to  securities and 
other assets acquired after the end of the last preceding fiscal quarter, the cost 
thereof; and 

(B) as used elsew here in this title, (i) with respect to  securities for which 
market quotations are readily available, the market value of such securities; 
and (ii) with respect to  other securities and assets, fair value as determined 
in good faith by the board of directors; -. 

in each case as of such time or times as  determined pursuant to this title, and the  
rules and regulations issucd by the Commission hereunder. Notwithstanding the  
fact that  market quotations for securities issued by controlled companies are  
available, the boara of directors may in good faith determine the value of such 
securities: Provided,that the value so determined is not in excess of market value. 

For purposes of the valuation of those assets of a, registered diversified company 
which are not subject to the limitations provided for in section 5 (b) (I), the 
Commission may, by rules and regulations or orders, permit any security to be 
carried a t  cost, if i t  shall determine that  such procedure is consistent with the 
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general intent and purposes of this tit,le. For purposes of sections 5 and 12, in 
lieu of values determined as  provided in clause (A) above, the Commission shall 
by rules and regulations permit valuabion of ~ecurit~ies a t  cost or other basis in 
cases where it may be more convenie~~t  for such companv to nlalce its computations 
on such basis by reason of the necessity or desirability of complying with the 
provisions of any United States revenue laws or rules and regulations issued 
thereunder, or the laws or the rules and regulatioris issued tllereunder of any State 
in which t,he securities of such company may be qualified for sale. 

The foregoing definition shall not derogate from the authorit'y of the Commission 
with respect to the reports, information, and documents to be filed with the 
Commission by any registered company, or with respect to the accounting policies 
and principles to be followed by any such company, as  provided in sections 8, 
xn Q T , ~ 21-.,, ...A- -A. 


(40) "Voting securit,yH means any security presently entitling the owner or 
holder thereof to  vote for the election of directors of a company. A specified 
percentage of the outstanding voting secnrities of a company means such amount 
of its outstanding voting securit,ies as entitles the holder or holders t,hereof to  
cast said specifid percentage of the aggregate votes which the holders of all the 
outstanding voting securities of such company are entitled to  cast. The vote of 
a majority of the outstanding voting secnrities of a company means the vote, 
a t  the annual or a special meeting of tlic security holders of such company duly 
called, (A) of 67 per centum or more of the voting seci~rities present a t  such 
meeting, if the holders of more than 50 per ceutnm of t,he outstanding voting 
securities of such company are p r e s ~ n t  or represented bv prosy; or (B) of more 
than 50 per c e n t ~ m  qf the outstanding voting secnrities of such company, which-
ever is the less. 

(41) "Wholly-owned subsidiary" of a person means a company 95 per centnn 
or more of the outstanding votirig securities of which are owned by such person, 
or by a company which, within the meaning of this paragraph, us a wholly-owned 
subsidiary of such person. 

(42) "Sec~~ritiesAct of 1933", "Sec~lrities Exchange Act of 1934", "Public 
Utilitv Holdincc C o m ~ a n v  Act of 1935". and "Trust Indenture Act of 1939" 
mean"those Acts, respectkely, as t~eretofbre or hereafter amended. 

(b) No provis~on in t h ~ s  title shall apply to, or be deemed to include, the United 
States, a State, or any political subdivision of a State, or any agency, authority, 
or instrumentality of any one or more of the foregoing, or any corporation which 
is wholly owned d~rectly or indirectly by any one or more of the foregoing, or any 
officer, agent, or employee of any of the foregoing acting as such in the course of 
his official duty, nnless such provis~on makes specific reference thereto. 

DEFINITION O F  INVESTMENT COMPANY 

SEC.3. (a) When used in this title, "investment company" means any issuer 
which-

(1) is or holds itself out as  being engaged primarily, or proposes to engage 
primarily, in the business of investing, reinvesting, or trading in securities; 

(2) is engaged or proposes t.o engage in the business of issuing face-amount 
certificates of the installment t>-pe, or has been engaged in such business a,nd 
has any such certificate outstanding; or 

(3) is engaged or proposes to engage in the business of investing, reinvest- 
ing, owning, holding, or trading in securities, and owns or proposes to acquire 
investment securit.ies having a \:aluc exceeding 40 per centum of the valne of 
such issuer's total assets (exclusive of Governmerlt securities and cash items) 
ou an un~onsolidat~ed basis. 

As used in this section, "investment securities" includes all securities except (A) 
Governn~ent securities, (B) secnrities issued by employees' secnrities companies, 
and (C) securities issued by majority-owned subsidiaries of the owner which are 
not investment companies. 

(b) Notwitllstanding paragraph (3) of subsection (a), none of the following 
persons is an investnlent company within the meaning of this title: 

(1) A11.y issuer primarily engaged, tlirect,ly or througli a \vholly-owned subsidiary 
or subs~dmries, in a business or businesses other than that of investing, reinvesting, 
owning, holding, or trading in securities. 

(2) Any issuer which the Commission, npon application by such issner, finds 
and by order declares to  be priiriarily engaged in a business or businesses other 
than that of investing, reinvesting, owning, holding, or trading in securities 
either directly or (A) through majority-owned subsidiaries or (B) through con- 
trolled companies conducting similar types of businesses. The filing of an applica- 
tion under this paragraph by an issuer other than a registered investment company 
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shall exempt the applicant for a period of sixty days from all provisions of this 
title applicable to  investment companies as such. For cause shown, the Com- 
mission by order may extend such period of exemption for a n  addieional period 
or periods. Whenever the Commission, upon its ow11 motion or upon application, 
finds tha t  the circumstances which gave rise to  the issuance of an order granting 
a n  application under this paragraph no longer exist', the Commission shall by order 
revoke such order. 

(3) Any issuer all the oustanding securities of which (ot.her than short-term 
paper and direct,orsl qualifying shares) are directly or indirectly owned by a 

'--

company excepted from the definition of investment company by paragraph 
(I) or (2) of this subsection. 

(c) Notwithstanding sul~sections (a) and (b), none of the following persous is 
a n  investment company within the meaning of this title: 

( I )  Any issuer whose outstanding sxurities (other than short-term paper) are 
benefic~ally owned, by not more than one hundred persons and which is not making 
and does not presently propose to  make a public offering of its securitics. For the 
purposes of this paragraph, beneficial owiership by a company shall be deemed to 
be beneficial ownership by one person; except that,  if such company owns 10 per 
centum or more of the outstanding voting securit,ies of the issuer, the beneficial 
ownership shall be deemed to be tha t  of the holders of such company's outstanding 
securities (other than short-term paper). 

w(2) Any person primarily engaged in the business of underwriting and distribu- 
ting securities issued by other persons, selling securities to customers, and act,ing 
a s  broker, or any one or more of such activities, whose gross income normally is 
derived principally from such business and related activities. 

(3). Any bank or insurance company; any savings and loan association sub- 
s tant~al lyall the business of which is confined to the making of loans to members; 
any common trust fund or similar fund maintained by a bank exclusively for the 
collective investment and reinvestment of moneys contributed thereto by the 
bank in its capacity as a trustee, executor, administrator, or guardian; or any 
common trust fund or similar f w d ,  established before the effective date of the 
Revenue Act of 1936 by a corporation which is supervised or examined by State 
or Federal autl1orit.y having supervision over banks, if a majority of the units of 
beneficial interest in such fund, other than units owned by charit'able or educa- 
tional institutions, are held under instruments providing for payment of income to 
one or more persons and of principal to another or others. 

(4) Any holding company affiliate, as defined in the Banking Act of 1933, 
which is under the supervision of the Board of Governors of t,lie Federal Reserve 
System by reason of the fact that such holding company affiliate holds a general 
voting permit issued to i t  by such Board prior to January 1, 1940; and any holding 
company affiliate which is under such supervision by reason of the fact that  i t  
holds a general voting permit thereafter issued to i t  by the Board of Governors 
and  which is determined by such Board to be primarily engaged, directly or 
indirectly, in the business of holding t,he stock of, and managing or controlling, 
banks, banking associations, savings banks, or trust companies. The Commission 
shall be givcn appropriate notice prior to  any such determination and shall be 
entitled to  be heard. The definition of the term "control" in section 2 (a) shall 
not apply to this paragraph. 

(5) Any person substantially all of whose business is confined t'o making small 
loans, industrial banking, or similar businesses. 

(6) Any person who is not engaged in the business of issuing face-amount certif- 
icates of the installment type or periodic payment plan certificates, and who is 
primarily engaged in one or more of the following businesses: (A) Purchasing or 
otherwise acy uiring notes, drafts, acceptances, open accounts receivable, and ot,her 
obligations representing part or all of the sales price of merchandise, insurance, and 
services; (B) making loans to  manufacturers, wholesalers, and retailers of, and t o  
prospective purchasers of, specified merchandise, insurance, and services; and 
(C) purchasing or otherwise acquiring mortgages and other liens on and interests -
in real estate. 

(7) Any company primarily engaged, directly or through majority-owned sub- 
sidiaries, in one or more of the businesses described in paragraphs (3), ( 5 ) ,  and ( 6 ) ,  
or in one or more of such businesses (from which not less than 25 per centutn of 
such company's gross income duriilg its last fiscal year was derived) t.ogether with 
an additional business or businesses other than investing, reinvesting, owning, 
holding, or trading in securities. 

(8) Any company 90 per centum or more of the value of whose investment 
securities arc renresented bv securities of a single issuer included within a class of 
persons enumerated in paragraph ( 5 ) ,(6),or (7)- 


