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of the Commission adequately insures (A) that  after the effective dat,e of such 
registration statement such company will not issue any security or receive 
any proceeds of any subscription for any security unt,il firm agreements have 
been made with snch company by not more than twenty-fire responsible per- 
sons to purchase from i t  securities to be issued by i t  for an aggregate net 
amount which plus the then net worth of the company, if any, will equal a t  
least $100,000; (B) tha t  said aggregat,e net amount will be paid in to such 
company before any subtjcriptions for such securities will be accepted from 
any persons in excess of twenty-five; (C) tha t  arrangements will be made 
whereby any proceeds so paid in, as well as any sales load, will be refunded 
t o  any subscriber on demand without any deduction, in the event that  the 
net proceeds so received by the company do not result in the company having 
a net worth of a t  least $100,000 within ninety days after such registration 
statement becomes effective. 

At any time after the occurrence of the event specified in clause (C) of paragraph 
(3)of this subsection the Commission may issue a stcop order suspending the effec- 
tiveness of the registration statement of such securities under the Securities Act 
of 1933 and may suspend or revoke the registration of such company under this 
title. 

(b) The Commission is authorized, a t  such times as  it d e ~ m s  that  any sub- 
stantial furthcr increase in size of investment con~panies creates any problem 
involving the protection of investors or the public interest, t o  make a study and  
investigat,ion of the effects of size on the investment policy of investment com-
panies and on security markets, on concentration of control of wealth and industry, 
and on companies in which investment companies are interested, and from t,imc to 
time to report the results of its studies and investigations and its recommendations 
t o  the Congress. 

I N V E S T M E N T  ADVISORY AND UNDERWRITING COXTRACTS 

SEC.15 (a) Aft,er one year from the effective dat,e of this title i t  shall be unlawful 
for any person to  serve or act as inrest,rnent adviser of a registered investment 
company, except pursuant to  a writ,tcn cont,ract, which cont,ract, whether with 
such reg ished  company or wit'h an investment adviser of such registered com-
pany, unless in effect prior t o  March 15, 1940, has been approved by the rote of 
a majority of the outstanding voting securit,ies of such registered company and- 

(1) precisely describes all compensation t o  be paid thereunder; 
(2) shcll continue in effect for a period more t,han two gears from the date  

of it'; execut,ion, only so long as such cont,inuarice is specifically approved a t  
Ice.~t annually by the board of direct.ors or by vote of a majority of the 
out.standing voting securities of such company; 

(3) provides, in substance, that it may be terminat,ed a t  any time, without 
the payment of any penalty, by the board of direct,ors of such registered 
company or by vot,e of a majority of the outstanding voting securities of such 
company on not more than sixty days' written notice to the investment 
adviser; and 

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

(b) After one year from the effective dat'e of this title, i t  shall be unlawful 
for any principal underwriter for a registered open-end company to  offer for sale, 
sell, or deliver after sale any security of which such company is the issuer, except 
pursuant to  a written contract with such company, which contract, unless in 
effect prior to  March 15, 194& 

(1) shall continue in effect for a period more than two pears from the 
date of its execution, only so long as such continuance is specifically approved 
a t  least annually by t'he board of directors or by vote of a majority of the 
outstanding voting securities of such company; and 

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

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

(d) It shall be unlawful for any person- 
(1) to serve or act as  investment adviser of a regist,ered investment com- 

pany, pursuant to  a written contrnct which was in effect prior to March 15, 
1940, after March 15, 1945, or the date of termination provided for in such 
contract, whichever is the prior date, or after assignment t,hereof subsequent 
to  March 15, 1940, by the person acting as investment adviser thereunder; or 

(2) as principal underwriter for a registered open-end investment company 
t'o offer for sale, sell, or deliver after sale any security of which such company 
is the issuer, pnrsnant to a written contract which was in effect prior to 
March 15, 1940, after March 15, 1945, or the date of t.crmination provided 
for in snch cont,ract, whichever is the prior dat,e, or a f k r  assignment thereof 
subsequent to  March 15, 1940, by the person acting as principal underm-riter 
thereunder: 

Provided,  I~oulever, That  the limit,ation to March 15, 1945, shall not apply in either 
case if prior to that date such cont.mct is renewed in such form that i t  complies 
with the reqnirement,~ of subsection (a) or (b) of this section, as the case mav be, 
and is approved in the manner required by this section in respect of a contract 
of the same character made after March 15, 1940. 

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

(f) Kothing conteined in this section shall be deemed to require or contem-
plate any r,ction by an advisory board of any registered company or by any of 
the members of such a board. 

CHAXGES I N  BOARD O F  DIRECTOIiS: PROVISIONS RELATIVE T O  STRICT TRUSTS 

SEC. 16. (a) S o  person shall fiervc r,s z, director of 2, registered investment 
compsrly unless elect'ed to thr.t officc by the holders of the ontstr,ndii~g voting 
securities of such company, a t  an annual or a special meeting duly csllc-d for 
tha t  purpose; except that  vacancies occurring between snch meetings nmy be 
filled in m y  othenvise legal mznrier if irnmcdiatsly ~ f t e r  filling any snch vr.cancy 
2.t lczst two-thirds of the directors then holding office shall h e w  becu elected to 
such office by the holders of the outstmding voting securities of the company 
st snch an annur,l or special meeting. 111 the event tha t  a t  ?ny time less than a 
majorit,p of the dircctcrs of such company holding office a t  that time were so 
elccted by the holders of the onts tmdil~g voting securities, the born-d of directors 
or proper officer of such compmy sh:tll forthwith cause to be held 2,s promptly 
as possible and in any event within sixty days a meeting of such holders for thc 
purposs of electing directors to fill m y  existing vcc,o.ricics in the board of directors 
unless the Cornmissinn shell by order extend such period. The foregoing pro- 
visions of this subsection shall not apply to  members of an advisory board. 

Xothing herein shall, howerer,,preclnde a registcred investment company from 
dividing its directors into clssses ~f its charter, certificate of incorporation, zrticles 
of essocict'ion, by-bws, trust indenture, or other instrument or t'hc Ir,w under 
which it is organized, so provides and prescribes the tenure of office of the several 
classes: Provided,  That  no class shr.11 be e lcc td  for a shorter prriod than one 
year or for a longer period then five years and the term of office of a t  least one 
class shd l  expire ecch ver,r. 

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

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

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

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

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

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

TRANSACTIONS O F  CERTAIN AFFILIATED PERSONS AND UNDERWRITERS 

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

(1) knowingly to  sell ally security or other property to such registered 
company or to  any company controlled by snch registered company, unless 
~ 1 1 t hsale involves solely (A) securities of which the buyer is the issuer, 
(R)  securities of which the seller is the issuer and which are part of a general 
offering to the holders of a class of its securities, or (C) securities deposited 
with the trustee of a unit investn~ent trust or periodic payment plan by the 
depositor thereof; 

(2) knowingly to  purchase from such registered company, or from any 
company controlled by snch registered company, any security or other prop- 
erty (except securities of which the seller is the issuer); or 

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

(b) N,ot\vithstanding subsectiorl (a),  any person may file with the Commission 
a n  apphcation for an order exempting a proposed transactiorl of the applicant 
from one or more provisior~s of that  suhscction. The Commission shall grant 
such applicat,ion arid issue such order of exemption if evidence established that- 

(1) ,the terms of the proposed transaction, inclndirg t,he consideration t o  
be paid or rerrivcd, arc reasonable and fair and do not involve overreaching 
on the part of ;my person concerned; 

(2) the proposed transaction is consistent with the policy of each regi~t~ered 
investment corrlpany concerncd, as recited in its registration statement and 
reports filed under this title; and 

(3) the proposed transaction is consistent with the general pufposes of this 
title. 
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(c) Kotwithstanding subsection (a), a person may, iri the ordinary course of 

business, sell to  or purchase from any company merchandise or may enter into a 
lessor-lessee relationship with ariy person arid f~miisll the services inciderit thereto. 

(d) I t  shall be urilawful for any affiliated person of or principal underwriter for a 
registered investment company (&her than a company of the character described 
in section 12 (d) (3) (A) and (B), or any affiliated person of such a person or prin- 
cipal underwriter, ecting as principnl to effect. ariy transaction in which such regis- 
tered company, or a company controlled by such registered company, is a joint or 
a joint and several participant witli such person, principal underx~riter, or affiliat,ed 
person, in contravention of such rules and regulations as  the Commissiori may 
prescribe for the purpose of limiting or preventing participation by such registered 
or controlled company on a basis different from or less advaritageous than that  of 
such other participant. Nothing contained in this subsection shall be deemed to 
preclude any affiliated person from acting as manager of any underwriting syndi- 
cate or other group in which such registered or controlled company is a par-
ticipant arid receiving compensation therefor. 

(e) I t  shall be unlawful for ariy affiliated person of a regisbered investment 
company, or any affiliated per so^ of such pcrson- 

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

(2) acting as broker, in connection witli the sale of scc~~ri t ies  to or by such 
rcgist,ercd company or any controlled company thereof, to receive from any 
source a commission, fee, or other remnnerat,ion for effcct'ing such trarisac- 
tion w l ~ i c l ~  exceeds (A) t,lie usual arid cust,ornary t~roker's corr~mission if the 
sale is effected on a securities exchange, or (B) 2 per centmm. of the sales 
price if the sale is effected in cormcctiori with a secondary distrit~ution of 
such securities, or (C) 1 per c e n t ~ ~ mof the purchase or sale price of such 
securit,ies if the sale is otherwise effected unless the Corrirriission shall, by 
r111es and regulations or order in the public interest arid consistent with the 
protection of investors, permit a larger commission. 

(f) Every rcgistered management company shall place its securit,ies and 
similar investments in the cust,ody of (1) a bank having the qualificatioris pre- 
scribed in paragraph (1) of sect,ior~ 26 (a) for the trustees of nnit investnlerit 
trusts; or (2) a company which is a member of a national securities exchange as 
defined in the Securities Exchange Act of 1934, as amended, except that  no rnem- 
ber which trades in securities for its own account may act as custodial: or only 
under restrictions prescribed by rnles and regulat,ions of the Commissio~~: And 
provided, That such sec~lrities and irlrestnlcrit,s arc maintained by such member in 
accordance wit,h s11ch rules and regulations as t,he Com~nission niay prescribe, for 
the purpose of providing that  such securities and investments t)e earmarked and 
segregated and be riot hypot,hecated for the account of any person other than such 
registered company and that  periodic or other checks of such securities and invest- 
ments be made by either or all of the following: independent public acconnt~ants, 
employees and agents of the Commission, and such other persons as the Com- 
mission may prescribe. 

(g) The Comrnissiorl is authorized to rcquire by rules and regulations or orders 
for the protection of investors that  any officer and employee of a registered man- 
agement illvestment company who may singly, or jointly with others, have 
access to  securities or funds of any registered company, either directly or through 
authority to  draw upon such funds or to  direct generally the disposition of such 
securities, be bonded by a reputable f id~l i t~y insurance company against larceny 
and embezzlement in sucli reasonable minimum amounts as the Cornmission may 
prescribe. 
(h) After one year from the effectirc date of this t,itle, neit,lier the charter, 

certificate of i~lcorporat~ion, articles of association, indenture of trust, nor the 
bylaws of any registered investment company, nor any other instrument pursu- 
ant  to which ench a company is orga~iized or administered, shall contain any 
provision which protects or purports to protect any director or officer of such 
companv against any liability to the company or to its security holders to which 
he would otherwise be subject bv reason of willful misfeasance, bad fait,h, gross 
negligence or reckless disregard of the duties involved in the conduct of his office. 

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

(i) After oue year from the eRect,ive date of t<llis title no contract or agreement 
under which any person undertakes to act as investment adviser of, or principal 
underwriter for, a registered investment company shall contain any provision 
which prot,ect,s or purports to  protect such person against any 1i:tbility to  such 
company or its security holders to which lie would otherwise be subject by reason 
of willful misfeasance, bad faith, or gross ne~ligence, in the performance of his 
duties, or by reason of his reckless disregard of his obligations and duties under 
such contract or apreement,. 

In the event that  any such contract or agreement does not a t  the effective date 
of this Act comply with the rerluirements of this subsection (i) and is riot amended 
t o  comply thewwith prior to  the expiration of said one year, this subsection shall 
not be deemed to have heen violated if prior to said expiration date each such 
investment adviser or principal underwriter shall have filed with t>he Commission 
a waiver in writing of any protective provision of the contract or agreement to  the 
extent that  it  does not comply with this subsection. 

CAPITAL STRUCTURE 

SEC.18. (a) I t  ?ha11 be unlawful for any registered closed-end company to issue 
any  class of senior security, or to  sell any such security of whicli it is the issuer, 
uniess-

(1) if such class of senior security represents a n  indrbtedness- 
(A) immediately after such issuance or sale, i t  will have an nsset, 

coverage of a t  least 300 per centunl; 
(B) provision is made to prohibit the declaration of any dividend 

(except a dividend payable in stock of the issuer), or the declarat,ion of 
any other distribution, upon any class of the capital stock of such invest- 
ment company, or the purchase of any such capital stock, unless, in 
every such case, such class of senior securities has a t  the time of the 
declaration of any such dividend or distribution or a t  t,he time of any 
such purchase an asset coverage of a t  least 300 per centum after deduct- 
ing the amount of such dividend, distribution, or purchase price, as the 
case may bc, except that  dividends may be declared upon any preferred 
stock if such senior security representing indebtedness has an asset 
coverage of a t  least 200 per centum a t  the time of declaration t.hereof 
after deducting the amount of such dividend; and 

(C) provision is made either- 
(i) that,  if on the last business day of each of twelve consecutive 

calendar months such class of senior securities shall have an asset 
coverage of less than 100 per centum, the holders of such securities 
voting as a class shall be elltitled to  elect a t  least a majoritv of the 
members of the board of directors of such registered company, such 
voting right to continue until such class of senior security shall have 
a n  asset coverage of 110 per centum or more on the last business 
day of each of three corisecutive calendar months, or 

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

(2) if such class of senior security is a stock- 
(A) imn~ediately after such issuance or sale it  will have an asset 

coverage of a t  least 200 per centum; 
(B) provision is made to prohibit the declaration of any dividend -

(except n dividend payable in comnlorl stock of the issuer), or the dec- 
laration of any other dihtribution, upon t,he comrnon stock of such in- 
vestment company, or the purchase of any such comrnon stock, unless 
in evcry such case such class of senior security has a t  the time of the 
declaration of any such dividend or distribution or at  the time of any 
such purchase an asset coverage of a t  least 200 per centum aftcr deduct- 
ing the ainount of such dividend, distribution or purchase price, as the 
case may be; 
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(C) provision is made to entitle the holders of such senior securities, 

voting as a class, to  elect a t  least two directors a t  all times, and, subject 
t o  t,he prior rights, if any, of the holders of any other class of senlor 
securities outstanding, to elect a majority of the directors if a t  any t,ime 
dividends on such class of securities shall be unpaid in an amount equal 
t o  two full years' dividends on such securities, and to continue to be so 
represented until all dividends in arrears shall have been paid or other- 
wise provided for; 

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

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

(b) The asset coverage in respect of a senior security provided for in subsect,ion 
(a) may be determined on the basis of values calculat,ed as of a time within forty- 
eight hours (not including Sundays or holidays) next preceding the time of such 
cletermination. The time of issue or sale shall, in the case of an offering of such 
securities to  existing st,ockholders of t,he issuer, be deemed to be the first date on 
which such offering is made, and in all other cases shall be deemed t o  be t'he time 
as of which a firm commitment to issue or sell and to take or purchase such 
securities shall be made. 

(c) Kotwit'hstanding the provisions of subscction (a) i t  shall be unlawful fo r  
any registered closed-end investment company to issue or sell any senior security 
representing indebt'edness if immediately thereafter such company will have 
outst,anding more than one class of senior securit,y representing indebtedness, or 
t o  issue or sell any senior security which is a stock if immediately thereafter such 
company will have outstanding more than one class of senior security which is a 
stock, except that  (1) any such class of indebtedness or stock may be issued in one 
or more series: Prouided, That  no such series shall have a preference or priority 
over any other series upon t'he distribution of the assets of such registered closed- 
end company or in respect of the payment of interest or dividends, and (2) promis-
sory notes or other evidences of indebtedness issued in consideration of any loan, 
extension, or renewal thereof, made by a bank or other person and privately 
arranged, and not intended to be publicly distributed, shall not be deemed to be 
a separate class of senior sccurities representing indebtedness ~ i t h i n  the rneaning 
of t'llis suhsectiorl (c). 

(d) I t  shall he unlawful for any registered management company to issue any 
warrant or right to subscribe to  or purchase a security of 11-hicli such coiripany is 
the issuer, except in the form of warrants or rights to  subscribe expiring not later 
t,han one hundred and twenty days after their issuance and issued exclusively 
and rat'ably t,o a class or classes of such company's securit,y holders; except tha t  
any warrant may be issued in exchange for outstanding warrants in connect,ion 
with a plan of reorganizat,ion. 

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

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

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

(3) pr~rsuant to  any plan of reorganization (ot,her than for refunding as  
refcrred to in subsection (e) (Z)),provided-

(A) that such senior securit,ies are issued or sold for t,he purpose of 
substitnt.ing or exchanging such s e ~ ~ i o r  securities for outstanding senior 
securities, and if such senior securit,ies represent indebtedness they are 
issued or sold for the purpose of substituting or exchanging such scnior 
securities for outstanding senior securities representing indebtedness, of 
any registered investment company which is a part,y to  such plan of 
reorganization ; or 

(B) tha t  the total amount of such scnior securit,ies so issued or sold 
pursuant to such plan does not exceed t.he t,otal amount of senior securi- 
t,ies of all the companies which are part'ies to such plan, and the total 
amount of senior securities representing indebtedness so issued or sold 



pursuant, to  snch plan does not excced the total a ~ l l o ~ i l ~ t  of senior sec~iri- 
ties rcpresrnting indebtrtiness of all such co~npauies, or, altc~rna.tively, 
t'he total aniount of slicli senior securit,ic~s so issued or sold purs~iant to  
s~lch plan does not hal-r the effect of ir~creasing the ratio of senior 
securities representing indebtedness to the securities representing stock 
or the ratio of .senior sec~lritics represent,ing stock to securities jiinior 
thereto whcn comparcd with s11eh ratios as they existed before s11cll 
reorganization. 

(f) (1) I t  shall he unlawful for any registered open-end company to issuc any 
..-.class of senior security or to sell any senior security of which it is the issuer, except 

tha t  any such registcred com,pany shall be permitted to borrow from any bank: 
Provided,  that immediately after any such borrowing there is an asset coverage of 
a t  least 300 per centuni for all borrowings of such registered company: .4nd pro-
vided fur ther ,  that in t,he event that  s i~ch asset coverage shall a t  any time fall below 
300 per centum such registered company shall, within three days thereafter (not 
including Sunda.ys and holidays) or such longer period as the Commiesion may 
prescr ibe hy rules and regulatior~s, reduce the amount of its borrowi~igs to an extent 
tha t  the asset coverage of slich borrowings shall be a t  least 300 per centum. 

(2) "Senior security" shall not, in the case of a registcred open-end company, 
include a class or classes or a number of series of preferred or specid stock each of 
which is preferred over all other classes or series in respect of assets specifically 
allocated to that class or series: Provided,  (A) That  slich company has outstanding 
no claes or series of stork which is tiot so preferred over all other classes or series; 
or (B) that the only other outstanding class of the issuer's stuck consists of a 
common stock upon which no dividend (other than a liquidating dividend) is 
permit,ted to  be paid and which in the aggregate represents uot more than one- 
half of 1 per ccutum of the issuer's outstanding vot.ing securities. 

(g) Unless otherwise provided "Senior security" means any bonrl, deberitnrc., 
note, or similar obligation or instrument constitntiug a security aud evidencing 
indebtedness, and any stock of a class having priority over any otner class as  to  
distribution of assets or p a y ~ i ~ e n t  of dividends; and "senior security representing 
indebtednessJ' means any senior security other than stock. 

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

(h) ."Asset coverage" of a class of senior security representing an indebtedness 
of an Issuer means the ratio which the value of the total assets of such issuer, less 
all liabilities arid indebtedness not represented by senior securities, bears to the 
aggregate amount of senior securities representing indebtedriess of such issuer. 
"Asset coverage" of a class of senior security of an issuer which is a stock means 
the ratio which the value of the total assets of such issuer, less all liabilities and 
indebtedness not represented by senior securities, bears to  the aggregate amount of 
senior securities represc~iting indebtedness of such issuer plus the aggregate of the 
involuntary liquidation preference of such class of senior security which is a 
stock. The involuntary liquidation preference of a &ss of senior security which 
is a stock shall be deemed to mean the amount to which snch class of senior security 
would be ent,itled on i n v o l u r ~ t a r ~  - liquidation of thc issuer in preference to  a security -
junior to it. 

(i) Except as provided in subsection (a) of this section, or as otherwise re- 
qcired by law, every share of stock hereafter issued by a registered management 
company (except a common-law trust of the character tlescribed in sect,ion 16 .,.. 
(b)) shall be a voting stock and have equal voting rights with every other out- 
standing voting stock: Prouided, 7 hat this suk.scction shall not a~) jdy  to shares 
issued pursuant to the terms of any warrant or subscription right outstsriding 
on AIarch 15, 1940, or any firm contract entered into before March 15, 1940, to 
purchasc snch securities from such company nor to shares issued in accordance 
with any rules, regulations, or orders which the Commission may make permitting 
such issue. 



(j) Notwithstanding an>- provision of this title, i t  shall be unlawful, after the 
date of enactment, of this title, for any registered face-amouut certificate com- 
pany-

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

(2) if such company has outstanding any security, other than such face- 
amount certificates, common stock, promissory notes, or other cvidence of 
i~idebtedncss, to make any distribution or declare or pay any dividend on 
any capital security in cotit,ravention of such rules and regulatio~is or orders 
as t,he Commission may prescribe in the p ~ ~ b l i c  intercst or as tlecessary or 
appropriate for the protection of investors or to insure the financial int,egrit,y 
of such company, to  prevent the impairrncnt of the con~pa~iy 's  ahi1it.y to meet 
its ohllgations upon it,s face-amount ~ertitirat~c~s; or 

(3) to  issue any of its securities except for rash or securities including 
securities of which such company is the issner. 

SEC.19. I t  shall be unlawful for any registered investment company to pay 
any dividend, or to make any distribution in the riature of a dividend payment, 
wholly or partly from any source other than- 

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

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

unless sr~ch payment is accompanied by a written statrment which adequately 
discloses the source or sources of such payment. T h c  Commission may prescribe 
the form of such statement by rules and regulations in the public interest and for 
the protection of investors. 

PROXIES; VOTING TRUSTS; CIRCULAR OWNERSHIP 

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

(b) I t  shall be unlawful for any registered investment company or affiliated 
person thereof, any issuer of a voting-trust certificate relat.ing to any security of a 
regist,ered investment company, or any underwrit,er of such a certificate, by use 
of the mails or any means or instrumentality of interstate commerce, or otherwise, 
t'o offer for sale, sell, or deliver after sale, in connection with a public offering, 
any such vot,ing-trust certificate. The prohibitions of this subsection shall not 
apply to a class of voting-t'rust certificates, if any certificate of such class was made 
t,he subject of a public offering by the issuer or by or through an underwriter prior 
to  March 15, 1910. 

(c) KO registered investment company shall purchase any voting securit,y if 
to  the knowledge of such registered cornpany, cross ownershi11 or circular owner- 
ship exists, or after such acquisition will exist, bet>ween such registered company 
and the issuer of s ~ ~ c h  security. Cross ownership shall he deemed t.o exist het,iveen 
two companies when each of such cornpanies beneficially owls more t,han 3 per 
centunl of the outstanding voting securities of the other company. Circular 
ownership shall be deemed to exist between t,wo companies if such companies are 
included within a group of three or more companies, each of which- 

( I )  beneficially owns lnore than 3 per cent.111n of t,he ontstanding voting 
securities of one or more other compa~iies of the group; and 

(2) has more t,han 3 per centnm of it,s own outstanding voting securities 
beneficially owned by another conlpany, or by eacli of t ~ oor more other 
companies, of the group. 



26 INVESTMENT TRUSTS AND INVESTMENT COMPANIES 

(d) If on the effective date of this title cross-ownership or circular o~tnership 
exists between a registered investment company and any other comparly or 
companies, i t  shall be the duty of such registered company, within five years 
after such effective date, to  eliminate such cross-ownership or circular ownership. 
If a t  any time after the effective date of t h ~ s  title cross-ownership or circular 
ownership between a registered investment company and any other company or 
companies comcs into e\istence upon the purchasc by a registered investment 
company of the secnr~ties of another company, i t  shall bc the duty of such regis- 
tered company, within onc year after i t  first knows of the existence of such cross- 
ownership or circular ownership, to eliminate the same. 

LOANS 

SEC.31. It shall be unlawful for any registered management company to lend 
money or property to any person, directly or indirectly, if- 

(a) the investment. policies of such rcgistered company, as recited in its 
registration statement and reports filed under this title, do not permit such 
a loan; or 

(b) such person controls or is under common control with such registered 
company; except that  tlic provisions of this paragraph shall not apply to  the  
extension or renewal of any such loan made prior to  March 15, 1940, or t o  
any loan from a registered company to a company which owns all of the out- 
standing securities of such registered company, except directors' qualifying 
shares. 

DISTRIBUTION, REDEMPTION, AND REPURCHASE O F  REDEEMABLE SECURITIES 

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

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

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

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

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

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


