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§. No. 364
H. No. 3210

[REPUBLIC ACT No. 2629]
INVESTMENT COMPANY ACT

Ee it enacted by the Senate and House of Representatives
of the Philippines in Congress assembled:

QreTiON 1. Short title—This Act may be cited as the
“Investment Company Act”. ‘

SEG. 2. Declaration of policy.—It is hereby declared that
the policy and purposes of this Act in accordance with
which the provisions of this Act ghall be interpreted, are
to mitigate and, so far as is feasible, to eliminate the
following conditions which adversely affect the national
public interest and the interest of investors:

(a) When investors purchase, pay for, exchange, receive
dividends upon, vote, refrain from voting, sell, or sur-
render securities issued by investment companies without
adequate, accurate, and explicit information fairly pre-
sented, concerning the character of such securifies and the
circumstances, policies, and financial responsibility of such
companies an¢d their management: ! o

(FY When investment companies ave argatized, aperafed,
managed, or their porifolio securities are selected, in the
interest of directors, officers, investment advisers, deposi-
tors, or other affiliated persens 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;

(¢) When investment companies issue securities con-
taining ineguitable or discriminatory provisions, or fail to
protect the preferences and privileges of the holders of
their outstanding securities;
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{d) When the control of investment companies is unduly
concentrated through? pyramiding or inequitable methods
of control, or is inequitably distributed, or when invest-
ment companies are managed by irresponsible persons;

(e} When investment companies, In keeping their ac-
counts, in maintaining reserves, and in computing their
earnings and the asset value of their outstanding securities,
employ unsound or misleading methods, or are not subjected
to adequate independent scrutiny;

(f} When investment companies are reorganized, be-
come inactive, or change the character of their business,
or when the control or management thereof is transferred,
without-the consent of their security holders;

{g) When investment companies by excessive borrowing
and the issuance of excessive amounts of sgenior securities
increase unduly the speculative character of their junior
securities; or

(k) When investment companies operate without ade-
quate assels or reserves.

SEc. 8. Definitions.—When used in this Act, unless the
context otherwise requires—(a)} “Advisory board” means
a board, whether elected or appointed, which is distinct
from the board of directors or board of trustees, or an |
investment company, and which is composed solely of
persons who do not serve such company in any other
capacity, whether or not the functions of such board are
such 4as to render its members “directors” within the
definition of that term, which board has advisory functions
as to investments but has no power to determine that any
gsecurity or other investment shall be purchased or sold by
such company.

(b) *“Affiliated company” means a company which is an
affiliated person.

(c) “Afhliated person” of another person means (1) any
person directly or indirectly owning, controlling or holding
with power to vole, ten per centum or more of the out-
standing voting securities of such other person; (2) any
person iten per centum or more of whose outstanding voting
securities are directly or indirectly owned, controlled, or
held with power io vote, by such other person: (3) any
person directly or indirectly controlling, controlled by, or

- under common control with, such other person; (4) any

officer, director, partner, copartner, or emplovee of such
other pevson; and (57 if such other pevson is an invest-
ment company, any divvealment odvizer therecf or any
member of an advisory board iperect,

Y s
! R AYY

(o) UraniTorenais LI L Lwralog Dtomootitlo v g
under the laws of the Philippines, (2) any other banking
institution or trust company, doing business under the
laws of the Philippines, a substantial portion of the busi-
ness of which consists of receiving deposits or exercising
fiduciary powers similar to those permitted to mnational
banks.

(e) “Broker’” means any person engaged in the business
of effecting transactions in securities for the account of
otherg, 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.

(f) “Commission” means the Secnrities and Exchange
Commission,
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(g} “Company” means a corporation, a registered part-
nership, or an association lawfully transacting business
jn the Philippines. ‘

(1) “Coniral” means the power to cxercise a controlling
influence over the management or policies of a company,
unless such power is solely the result of an official position
with such company.

Any person who owns beneficially, either directly or
through one or more controlied companies, more than
thirty per centwm of the voting gsecurities of a company
shall be presumed to control such company.’ Any person
who does not so own more than thirty per centum of the
voting securities of any company ghall be presumed not

to control such company. A natural person shall be pre-

sumed not to be a controlled person within the meaning
of this Act. Any such presumption may be rebutted by
evidence, but except as hereinafier provided, shall continue
until a determination to the contrary is made by the Com-
mission by order either on its own motion ot on application
by an interested person. If an application filed hereunder
is not granted or denied by the Commission within sixty
days after filing thereof, the determination sought by
the application shall be deemed to have been temporarily
granted pending final determination of the Commission
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.

(i) “Convicted” includes a verdict, judgment, or plea
of guilty, if such verdict, judgment or plea has not been
reversed, set aside, or withdrawn, whether or not sentence
has been imposed.

(5) “Dealers” means any person regularly engaged in
the business of buying and selling securities for his own
account, through a broker or otherwise, but does not in-
clude a bank, insurance company, or investment company,
or any person insofar as he is engaged in investing, rein-
vesting, or trading in securities, or in owning or holding
securities, for his own account, either individually or in
some fiduciary capacity, but not as a part of a regular
business.

(%) “Director” means any director of a corporation or
any person performing similar functions with respect to
any Organialivi. - L

(1 Txchones Genh LV ormniiniiiog. nasheiatied. or
wronn of neresine widel cenatiintes s iniiing or provides
4 market place ol Yacilities. Tor bringing together pur-
chasers and sellers of securities or for’ otherwise per-
forming with respect to securities the fuietions commonly
performed by a stock exchange as that term is generally
understood, and includes the market place and the market
facilities maintained by such exchange.

(m) “Government security’” means any security issued
or guaranteed as to principal or interest by the Republic
of the Philippines, or by & person controlled or supervised
by and acting as an instrumentality of the Government of
the Republic of the Philippines pursuant to authority
granted by the Congress of the Philippines; or any cer-
{ificate of deposit fer any of the foregoing.
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(n) “Insurance compady” means a company which is
organized as an insurance company, whose primary and
predominant business activity is the writing of insurance
or the reinsuring of risks underwritten by insurance com-
panies, and which s subject to supervision by the Insur-
ance Commissioner; or any receiver or similar official or
any liquidating agent for such a company, in his capacity
as such. X

(0} “Investment adviser” of an investment company
means (1) any person (other than a bona fide officer,
director, trustee, member of an advisory board, or employee
of such company ag such) who pursuant to contract with
such company regularly  furnishes advice to such com-
pany with respect to the desirability of investing in, pur-
chasing or selling securities or other property, or is em-
powered to determine what securities or other property
shall be purchased or sold by such company, and {2) any
other person who pursuant to contract with a person de-
scribed in clause (1) of this paragraph regularly performs
substantially all of the duties undertaken by such person
described in said clause (1) ; but does not include (A) a
person whose advice is furnished solely through uniform
publications distributed to subscribers thereto, (B) a
person who furnishes only statistical and other factual
information, advice regarding economic factors and trends,
or advice as to occasional transactions in specific securities,
but without generally furnishing adviee or making recom-
mendations regarding the purchase or sale of Securities,
(C) a company furnishing such services at cost to one or
more investment companies, insurance companies, or other
financial institutions, (D) any person the character and
amount of whose compensation for such services must

- be approved by a court or (E) such other persons as the

Commission may by rules and regulations or order deter-
mine not to be within the intent of this definition.

(p) “Investment banker” means any person engaged in
the business of underwriting securities issued by other
persons, but does not include an investment company, any
person who acts as an underwriter in isolated transactions,
but not as a part of a regular business, or any person
solely by reason of the fact that such person is an under-
writer for one or more investment companies,

{q) “Issuer” means every person who issues or proposes
to issue any security, or has outstanding any security which
it has issued.

(r) “Lend” includes a purchuse coupled with an agree-
ment by {he vendor to rerurchasze; “horrow™ includes =
sale coupled with a gimilar agreement.

(s) “Majority-owned subsidiary” of a person means a
company fifty per ecntum or more of the outstanding voting
securities of which are owned by such person, or by a
company which, within the meaning of this paragraph, is
a majority-owned subsidiary of such person.

(t) “Periodic payment plan certificate” means (1) any
certificate, investment contract, or other gecurity providing
for a series of periodic payments by the holders, and rep-
resenting an undivided interest in certain specified se-
curities or in a2 unit or fund of securities purchased wholly
or partly with the proceeds of such payments, and (2)
any security the issuer of which is also issuing securities
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of the character described in clause (1) and the holder of
which has substantially the same rights and privileges as
those which holders of securities of“he character described
in said clause (1} have upon completing the periodic pay-
ments for which such securities provide.

() “Persen’” means a natural person or a company.

(v) “Principal underwriter” of or for any investment
company other than a closed-end company, or of any se-
curity issued by such a company, means any underwriter
who as principal purchases from such company, or pur-
suant to contract has the right (whether absolute or con-
ditional) from time to time to purchase from such com-
pany, any such security for distribution, 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 dealer who purchases from such company through
a principal underwriter acting as agent for such company.
“Principal underwriter” of or for a closed-end company or
any issuer which is not an investment company, or of any
security issned by such a company or issuer, means any
underwriter who, in connection with a2 primary distribu-
tion of securities, (1) is in privity of contract with the
issuer or an affiliated person of the issuer; (2) acting
alone or in concert with one or more other persons, ini-
tistes or directs the formation of an underwriting syn-
dicate; or (3) is allowed a rate of gross commission,
gpread, or other profit greater than the rate allowed an-
other underwriter participating in the distribution.

(w) “Promoter” of a company or a proposed company
means a person who, acting alone or in concert with other
persons, is initiating or directing, or has within one year
initiated or directed, the organization of such company.

(z) “Redeemable security” means any security, other
than short-term paper, under the terms of which the
holder, upon its presentation to the issuer or to a person
designated by the issuer, is entitled to receive approximately
his proportionate share of the issuer’s current net assets,
or the cash eguivalent thereof.

(y) “Reorganization” means (1) a reorganization under
the supervision of a court of competent jurisdiction; (2)
a merger or consolidation; (3) a sale of seventy-five per
centum or more in value of the assets of a company; (4)
a restatement of the capital of a company, or an exchange
of securities issued by a company for any of its own
outstanding securities: (5) a voluntary dissolution, or
liguidation ~f & cosnnany; (6] o reo Nestiche or uther
procedure or franceiine sebivdy e 0o Beoowvr e the
alteration, modirication, or elimination of any ot the rights,
preferences, or privileges of any class of securities issued
by a company, as provided in its charter or other instru-
ment creating or defining such rights, preferences, and
privileges; (7) an exchange of securities issued by another
company or companies, preliminary to and for the purpose
of effecting or consummating any of the foregoing; or (8)
any exchange of securities by a company which is not an
investment company for securities issued by 2 registered
investment company.

(z) “Sale”, “sell”, “offer to sell”, or “offer for sale”
includes every contract of sale or disposition of, affempi or
offer to disposc of, or solicitation of an offer to buy, a
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security or interest in security, for value. Any security
given or delivered with, o¥ as a bonus on account of, any
purchase of securities or any other thing, shall be conclu-
sively presumed to constitute a part of the subject of such
purchase and to have been sold for value.

(aa) “Sales load” means the difference between the price
of a security to the public and that portion of the proceeds
from its sale which is received and invested or eld for
investment by the issuer, less any portion of such difference
deducted for trustee’s or custodian’s fees, insurance pre-
miums, issue taxes, or administrative expenses or fees
which are not properly chargeable to sales or promotional
activities. In the case of a periodic payment plan certi-
ficate, “‘sales load” includes the sales load on any investment
company securities in which the payments made on such -
certificate are invested, as well as the sales load on the
certificate itself.

(bb) “Security” means any note, stock, treasury stock,
bond, debenture, evidence of indebtedness, certificate of
interest or participation in any profit-sharing agreement,

collateral-trust - certificate, preorganization certificate or

subscription, transferable share, investment contract, vot-
ing-trust certificate, certificate of deposit for a security,
fractional undivided interest in oil, gas, or other mineral
rights, or, in general, any interest or instrument commonly
known. as a ‘‘security” or any certificate of interest or
participation in, temporary or interim certificate for, re- .
ceipt for, guarantee of, or warrant or right to subscribe to
or purchasge, any of the foregoing.

(ec) “Short-term paper” means any note, draft, hill
‘of exchange, or banker’s acceptance payable on demand
or having a maturity at the time of issuance of not ex-
ceeding nine months, exclusive of days of grace, or any
renewal thereof payable on demand or having a maturity
likewise limited; and such other classes of securities, of
a commercial rather than an investment character, as
the Commission may designate by rules and regulations.

(dd) “Underwriter” means any person who has pur-
chased from an issuer with a view to, or sells for an
issuer in connection with, the distribution of any gsecurity
or participates or has a direct or indirect participation in
any such undertaking, or participates or has a participa-
tion in the direct or indirect underwriting of any such
undertaking : but such term shall not include a person whose
interest is limited to a commission from an underwriter or
dQealer not in excess of the usual and customary distrib-
utor's or scller’s commuizsion. A2 usoed in this paragraph
the term “issuer’” shall include, in addition to an issuer,
any person directly or indirectly controlling or controlled
by the issuer, or any person under direct or indirect com-
mon control with the issuer. When the distribution of
the securities in respect of which any person is an under-
writer is completed such person shall cease to be an under-
writer in respect of such securities or the issuer thereof.

(ee) “Value”, with respect to assets of registered in-
vestment companies, means—

(1) As used in section four, (A) with respect te
securities owned at the end of the last preceding fiscal

quarter for swhich market quotations are readily avail-
“able, the markel value at the end of such quarter; (B)
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with respect to other securities and assets owned sat the
end of the last preceding fiscal quarter, fair value at
the end of such quarter, as detetmined in good faith by
the board of directors; and (C) with respect to securities
and other assets acquired after the end of the last pre-
ceding fiscal quarter, the cost thereof; and

(2) As used elsewhere in this Act, {A) with respect
to securities for which market quotations are readily
available, the market value of such securities ; and (B)
with respect io 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 Act, and the rules and regulations issued by the
Commission thereunder. Notwithstanding the fact that
market quotations for securities issued by controlled com-
panies are available, the board of directors may in good
faith determine ‘the value of such securities: Provided,
That the value so determined is not in excess of the
higher of market value or asset value of such securities
in the case of majority-owned subsidiaries, and is not
In excess of market value in the case of other controlled
companies.

The foregoing definition shall not derogate from the
authority of the Commission with respect to the reports,
information, and documents to be filed with the Com-
mission by any regigtered company, or with respect to
the accounting policies and principles to be followed by
any such company, as provided in sections seven, twenty-
seven and twenty-eight. :

(f) “Voling security” means any security presently
entiting the owner or holder thereof to vote for the
election of directors of a company,

(gg) “Wholly-owned subsidiary” of a person means
a company ninety-five per centum or more of the out-
standing voting securities of which are owned by such
person, or by a company which, within the meaning of
this paragraph is a wholly-owned subsidiary of such
person,

(Rh) “Securities Act” means Commonwealth Act
Numbered REighty-three as heretofore or hereafier
amended. -

No provision in this Aet shall apply to, or be deeme&‘

to include, the Philippines or any political subdivision
thereof, or any agency, authority, or instrumentality of
any one or move of the foregoing, or any corporation
which iz wholly owined directly cor indirectly by any dne
or more of {he foregoing, or any afiicer, aoeni, or em-
ployee of any of the foregoing acting as ‘such in the
course of his official duty, unless such provision makes
specific reference thereto.

SEC. 4. Dejinition of investment company.—(a) when
used in this Act “investment company’’ means any issuer
which is or holds itself out as being engaged primarily,
or proposes to engage primarily, in the business of in.
vesting, reinvesting, or trading in securities;

() Notwithstanding subsection (a}, none of the fol-
lowing persons is an investment company within the
meaning of this Act:

(1) Any issuer primarily engaged, directly or through
a wholly-owned subsidiary or subsidiaries, in 2 business

009648 —.2
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or businesses other than that of investing, reinvesting,
or trading in securities. :

(2) Any issuer whiclf the Commission, upon application
by such issuer, finds and by order declares to be pri-
marily engaged in a business or businesses other than
that of investing, reinvesting, or trading in securities
either directly or (A) through majority-owned subsidiaries
or (B) through controlled companies condueting similar
types of business. The filing of an application under
this paragraph by an issuer other than a registered in-
vestment company. shall exempt the applicant for a period
of sixty davs from all provisions of this Act applicable to
investment companies as such. For cause shown, the
Commission by order may extend such period of exemp-
tion for an additional period or periods. Whenever the
Commission, upon its own motion or upon application,
finds that the circumstances which gave rise to the is.
suance of an order granting an application under this
paragraph no longer exist, the Commission shall by order
revoke such order.

(3) Any issuer all the outstanding securities of which
(other than short-term paper and directors’ qualifying
shares) are directly or indirectly owned by a company
excepted from the definition of investment company.

(e) Notwithstanding subsection (a), and (&), none of
the following. persons is an investment company within
the meaning of this Act:

(1} Any issuer whose outstanding securities (other
than short-term paper) are beneficially owned by not
more than twenty-five persons and which is not making
and does not presently propose to make a public offering
of " its securities. For the purpose of this paragraph,
beneficial ownership by a company shall be deemed to be
beneficial ownership by one person; except that, if such
company owns ten per centum or more of the outstanding
voting securities of the issuer, the beneficial ownership
shall be deemed to be that of the holders of such
company’s outstanding securities (other than short-term
paper).

(2) Any person primarily engaged in the business of
underwriting and distributing securities issued by other
persons, selling securities to customers, and acting as
broker, or any one or more of such activities, whose
gross income normally is derived principally from such
business and related activities. - : :

(3} aAny bank or insurance company; any savings and
Inan aseociation, huilding and lann association, cooperative
oank, homestead association, or similar institution, or
any receiver, conservator, liguidator, liguidating agent,
or similar official or person thereof or therefor ; any
common irust fund or similar fund maintained by a
bank exclusively for the collective investment and re-
investment of moneys contributed thereto by the bank
in its capacity as a trustee, executor, administrator, or
guardian, .

{4) Any person substantially all of whose business is
confined to industrial banking or similar business.

(b} Any person who is primarily engaged in one or
more of the following business: (A) Purchasing or
otherwise acquiring notes, drafts, acceptances, open ac-
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counts receivable, and other obligations representing part
or all of the sales price of merchandise, insurance, and
services; (B) making loans to “manufacturers, whole-
salers, and retailers of, and o pbrospective purchasers
of, specified merchandise, insurance, and service; and (C)

purchasing or otherwise acquiring mortgages and other -

liens on and interests in real estate.

(6) Any company primarily engaged, directly or through
majority-owned subsidiaries, in one or more of the
businesses described in paragraphs (3), (4) and (5),
or in one or more of such businesses (from which not
less than forty per cemtum of such company’s gross income
during its last fiscal vear was derived) together with an
additional business or businesses other than investing,
reinvesting, owning, holding or trading in securities.

(7) Any company ninety per centum or more of the value
of whose investment securities are represented by se-
curities of a single issuer included within a class of
persons enumerated in paragraphs (4), (5), or (8).

{8) Any person substantially all of .whose business
consist of owning or holding oil, gas, or other mineral
royalties or leases, or fractional interests therein, or cer-
tificates of inferest or participation in or investment con-
tracts relative to such royalties, leases, or fractional
interests. ‘

(9} Any company organized and operated exclusively
for religious, educational, benevolent, fraternal, charitable,
or reformatory purposes, no part of the net earnings of
which inures to the benefit of any private shareholders or
individual, :

_ (10) Any emplovees’ stock bonus, pension, or profit-
sharing trust,. ’

(11) Any voting trust the assets of which consist
exclusively of securities of a single issuer which is not
an investment COmMpAany. .

{12) Any security holders’ protective committee or
similar issuer hdving outstanding and issuing no Securities
other than certificates of deposit and short-term paper.,

SEC. 5. Classification of investment companies.—(a)

For the purposes of thisg Act, investment companies are

divided into open-end and closed-end companies, defined
as follows: -

(1} “Open-end company” means an investment company
which is offering for sale or has outstanding any redeem-
able security of which it is the issuer. t Lf

(2) "Closed-end company” meuns any investment com-
pany oliner than an upen-cud CON LY. :

SEC. 6. Transcctions by investment companies.—(a)
No investment company organized or otherwise created
under the laws of the Philippines and having a board
of directors, unless registered under section seven, shall
directly or indirectly—

(1) offer for sale, sell, or deliver after sale, with-
in the Philippines, any security or any interest in a
security, whether the issuer of such security is such
investment company or another person;

(2) purchase, redeem, retire, or otherwise acquire
or attempt to acquire, within the Philippines, any
security, or any interest in a security, whether the
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issuer of such security is such investment company
or another person; ;
- (3) control any investment company which does
any of the acts enumerated in paragraphs (1) and
(2).
The provisions of this subsection shall not appiy to trans-
actions of an investment company which are merely in-
cidental to its dissolution. ’

(b) No depositor or trustee of or underwriter for any
investment company, organized or otherwide created under
the laws of the Philippines and not having a board of
directors, unless such company is registered under section
eight or exempt under section six, shall direetly or in-
directly—

(1) offer for sale, sell, or deliver after sale, with-
in the Philippines, any security or any interest in a
security of which such company is the issuer ;

(2) purchase, redeem, or otherwise acquire or at-
tempt to acquire, within the Philippines, any security,
or 1ntere§t in a security of which such company is the
issuer; ot .

(3} sell or purchase for the account of such com-
pany, within the Philippines, any security or interest
in a security, by whomsoever issued.

The provisions of this subseection shall not apply to trans-
actions which are merely incidental to the dissolution of
an investment company. '

SEC. 7. Registration of investment companies.—(a) Any
investment company organized or otherwise created under

. the laws of the Philippines may register for the purposes

of this Act by filing with the Commission a registration
statement, in such form as the Commission shall by rules
and regulations prescribe as necessary or appropriate in
the public interest or for the protection of - investors.
An investment company shall be deemed to be registered
upon approval by the Commission of such registration
statement and the publication thereof in the Official
Gazette for two consecutive weeks and in two dailies of
genera] circulation for two consecutive days.

(b) Every investment company shall file with the Com-
mission an original and such copies of a registration state-
ment, in such form and containing such of the following
information awd documents as the Commission shall, by
riles and reculations, prescribe as necessary or appropriate
in the public interest or for the protection of investors:

(1) a recital of the policy of the registrant in re-
spect of each of the following types of activities, such
recital consisting in each case of a statement whether
the registrant reserves freedom of action to engage
in activities of such type, and if such freedom of
action is reserved, a statement briefly indicating, in-
sofar as is practicable, the extent to which the
registrant intends to engage therein: (A) the classi-
fication, as defined in section five, within which the
registrant proposes to operate; (B) borrowing money ;
(C) the issuance of senior securities; (D) engaging
in the business of underwriting securities issued by
other persons; (E) concentrating investments in a
particular industry or group of industries; (F) the
purchase and sale of real estate and commodities, or
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either of them; (G) making loans to other persons;
and (H) portfolic turn-over (including a statement
showing the aggregate peso amount of purchases and
sales of portfolio securities, other than Government
securities, in each of the full fiscal years preceding the
filing of such registration statement) ;

(2} a recital of the poticy of the registrant in
respect of matters, not enumerated in paragraph (1),

which the registrant deems matters of fundamenta] *

policy and elects to treat as such;

(3) the name and address of each affiliated person
of the registrant; the name and principal address of
every company, other than the registrant, of which
each such person is an officer, director or partner;
a brief statement of the business experience for the
preceding five years of each officer and director of
the registrant: and

. (4) the information and documents which would be
required to be filed in order to register under the
Securities Act all securities (other than short-term

paper) which the registrant has outstanding or
proposes to issue.

(¢) The Commission shall make brovision, by permis-
sive rules and regulations or order, for the filing of the
following, or so much of the following as the Commission
may designate,,in leu of the information and documents
required pursuant to subsection (b):

{1} copies of the most recent registration statement
filed by the registrant under the Securities Aect and
currently effective under such Act; .

(2) a report containing reasonably current infor-
mation regarding the matters included in copies filed
pursuant fo paragraph (1), and such further informa-
tion regarding matters not included in such copies as

the Commission is authorized to require under sub-
section (b). : '

(d) Every investment company as defined in thig Act,
existing on the date of effectivity hereof shall register
pursuant to the provisions of this section within six months
from the approval of this Act,

{e) The Commission, in the exercise of its sound Judg-
ment and discretion, shall have power to limit the regis-
tration of investment companies to such number ag the
investmeft onpportunities then obtaining would permit, and
to allow the registration of new investment companied only
when the conditions waprant i, Thiz protision, however,
shall not apply to investment companies élready existing
on the date of eifectivity of this Act.

(f) If it appears to the Commission that a registered
investment company has failed to file the registration
statement required by this section or a report required
bursuant to section twenty-seven (a), or (b), or has filed
such registration statement or report but omitted there-
from material facts required to be stated therein, or hag
filed such a registration statement or report in violation of
section thirty-one (b), the Commission shall notify such
company by registered mail of the failure to file such
registration statement or report, or of the respects in which
such registration statement or report appears to be mate-
rially incomplete or misleading, as the case may be, and




5580 OFFICIAL GAZETTE VoL. 56, No. 86

shall fix a date (in no event earljer than thirty days after
the mailing of such notice} prior to which such company
may file such registration statement or report or correct
the same. If such registration statement or report is not
filed or corrected within the time so fixed by the Commis-
sion or any exiension thereof, the Commissjon, after ap-
propriate notice and opportunity for hearing, and upon
such conditions and with such exemptions as it deems
appropriate for the protection of investors, may by order
suspend the registration of such company until such state-
ment or report is filed or corrected, or may by order revoke
such registration, if the evidence establishes—

(1) that such company has failed to file a regis-
tration statement required by this section or s report
required pursuant to section twenty-seven (&) or
(b), or has filed such a registration statement or
report but emitted therefrom material facts required
to be stated therein, or has filed such a registration
statement or report in violation of section thirty-one
{(b); and

(2} that such suspension or revocatjon is in the
public interest.

(9) Whenever the Commission, on its own motion or
upon-application, finds that a registered investment com- -
pany has ceased to he an investment company, it shall 50
declare by order and upon the taking effect of such order
the registration of such company shall cease to be in effect,
If necessary for the protection of investors, an order under
this subsection may be made upen appropriate conditions.
The Commission’s denial of any application under this .
subsection shall be by order. .

SEC. 8. Ineligibility of certain affiliated versons and un-
derwriters.—(a) It shall be unlawful for any of the fol-
lowing persons to serve or act in the capacity of officer,
or director, member of an advisory board, investment ad-
viser, or depositor of any registered investment company,
or principal underwriter for any registered open-end com-
pany; '

(1) any person who within ten years has been
convicted of any felony or misdemeanor involving the
purchase or sale of any security or arising out of such
person’s conduet as an underwriter, broker, dealer, or
investment adviser, or as an affiliated person, sales-

- man, or employee or any investment company, bank,
OF 1NSUrance company |
(2) any person who, be penson of #ny miscennduef,

is permanently or temporarily enjoined by order, judg-
ment, or decree of anv court of competent jurisdiction
from acting as an underwriter, broker, dealer, or in-
vestment adviser, or as an affiliated person, salesman,
or employee of any investment company, bank, or
insurance company, or from engaging in or continuing
any conduct or practice in connection with any such
activity or in connection with the purchase or sale
of any security: or .

(3) a company any affiliated person of which is
ineligible, by reason of paragraph (1) or (2), to
serve or act in the foregoing capacities.

(b) Any person who is ineligible, by reason of subsec-
tion (a), to serve or act in the capacities enumerated
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days if a vote of stockholders is required to fill the
vacancy or vacancies, qr for such longer period as the
Commission may prescribe, by rules and regulations upon
its own motion or by order upon application, as not in-
consistent with the protection of investors.

{(e) No registered investment company shall knowingly
purchase or otherwise acquire, during the existence of any
underwriting or selling syndicate, any security’ (except a
security of which such company is the issuer) a principal
underwriter of which is an officer, director, member of
an advisory board, investment adviser, or employee of
such registered company, or is a person (other than a
company of the character described in paragraphs (A)
and (B) of subsection (b) (8} of which any such officer,
director, member of an advisory board, investment adviser,
or employee is an affiliated person, unless in acquiring
such security such registered company is itself acting as
a principal vnderwriter for the issuer. The Commission,
by rules and regulations upon its own motion or by order
upon application, may conditionally or unconditionally
exempt any transaction or classes of transactions from any

“of the provisions of this subsection, if and to the extent

that such exemption ig consistent with the protection of
investors, ‘

(7} In the case of a registered investment company
which has an advisory board, such board, as a distinct
entity, shall be subject to the same restrictions as to its
membership as are imposed upon a board of directors by
this section.

(g) In the case of a registered investment company
which does not have a board of directors, the provisions
of this section shall apply as follows: -

(1) the provisions of subsection (a}, as modified
by subsection (d), shall apply to the board of directors
of the depositor of such company ; ‘

(2) the provisions of subsection {(b) and (c), as
modified by subsection (d), shall apply to the board
of directors of the depositor and of every investment
adviser of such ccmpany; and

(3) the provisions of subsection (e) shall apply to
purchases and other acquisitions for the account of

-such company of securities a principal underwriter

- of which is the depositor or an investment adviser of

such company, or an affiliated person of such depositor

. or investment adviser.

SEC. 10. Offore tn exchange seonurities.— () Tt shall be
uniawful for any registered open-end company or any prin-
cipal underwriter for such a company to make or cause
to be made an offer o the holder of a security of such
company or of any other open-end investment company
to exchange his security for a security in the same or
another such company on any basis other than the relative
net asset values of the respective securities to be exchanged,
unless the terms of the offer have first been submitted to
and approved by the commission or are in accordance with
such rules and regulations as the Commission may have
prescribed in respect of such offers which are in effect
at the time such offer is made. For the purposes of this
section, (1) an offer by a principal underwriter means an




SEPTEMBER 5, 1960 OFFICIAL GAZETTE

5583

offer communicated to holders of securities of a class or
series but does not include an offer made by such principal
underwriter to an individual investor in the course of a
retail business conducted by such principal underwriter,
and (2) the net asset value means the net asset value which
is in effect for the purpose of determining the price at
which the securities, or class or serjes of securities in-
volved, are offered for sale to the public either (A) at the
time of the receipt by the offeror of the acceptance of the
offer or (B) at such later time as is specified in the offer.

(b) The provisions of this section shall not apply to
any offer made pursuant to (1) any plan of reorganization,
which is submitted to and Jequires the approval of the
holders of at least a majority of the outstanding shares of
the class or series to which the security owned by the
offeree belongs; or (2) the right of conversion, at the
option of the holder, from one class or series into another
class or series of securities issued by the same company
upon such terms as are specified in the charter, certificate
of incorporation, articles of association, by-laws, or trust
indenture subject to.which the securities to be converted
were issued or are to be issued.

SEC. 11. Functions and activities of investment com-
vanies.—(a) It shall be unlawful for any registered in-
vestment company, in contravention -of such rules and
regulations or orders as the Commission may prescribe as
necessary or appropriate in the public interest or for the
protection of investorg—

(1) to purchase any security on margin, except
such short-term credits as are necessary for the clear-
ance of transactions;

(2) to participate on a Joint or a joint and several
basis in any trading account in securities, except in
connection with an underwriting in which such regis-
tered company is a participant; or

(3) to effect a short sale of any security, except in
connection with an underwriting in which such regis-
tered company is a participant.

(6) It shall be uniawful for any registered open-end
company (other than a company complying with the pro-
visions of section ten) to act as a distributor of securities
of which it is the issuer, except through an underwriter,
in contravention of such rules and regulationg as. the
Commission may Drescribe as necessary or appropriate in
the public interest or for the protection of investors.

(e} Tt shall ba unlaw iyl for any investment company
ton— ! ,

(1) Generate funds for promoting the private busi-
ness” or industry of any employee, official, director,
organizer, incorporator or stockholder thereof;

(2) Allow any of its employee, official, director,
organizer, incorporator or stockholder to buy real
estate, personal property or any other kind of property
and sell the same to the company at a price higher
than the procurement cost or sell any property of
the company, or a portion thereof, at a price below
the market value thereof to any of the aforementioned
persons.
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© SEC. 12.-Changes in mvestment pvolicy.—(a) No regis-

tered investment company shall, unless authorized by the
vote of a majority of ité outstanding voting securities-—

borrow money, issue senior securities, under-

write securities issued by other bersons, purchase or

sell real estate or commodities or make loang to other

persons, except in each case in accordance with the

recitals of policy contained in itg registration state-

ment in respect thereto; :
(2) deviate from its policy in respect of concentra-

or deviate from any fundamenta] policy recited in its
registration statement pursuant to section seven (b)
(2); or

(3) change the nature of its business so as to cease
to be an investment company.

(b) Where the change will involve an amendment of
the organization papers of the investment company, the
pertinent provisions of law on the vote necessary and other
req?}isites to effectuate the same, shall likewise be complied
with.

SEC. 13. Size of investment companies.—No registered
investment company organized after the effective date of

‘this Aect, and no principal underwriter for such a company,

shall make a public offering of securities of which such
company is the issuer, unlesg— -

(1) such company has a paid-up capital of at least
five hundred thousand pesos, as certified to by an in-
dependent certified public accountant; or
(2) such ctompany has previously made a public

thousand pesos, ag certified to by an independent cer-
tified public accountant: Provided, however, That ne,
investment company shall redeem, directly or indi-
rectly, any security of which such company is the
issuer unless the remaining unimpaired capital shall
be at least two hundred fifty thousand pesos or fifty
ber cent of its outstanding liabilities to the creditors
of said company, whichever is higher.

SEC. 14. Contracts of advisers and underwriters.— (a)
After the effective date of this Act it shall be unlawful
for any perfon 1o serve or act as investment adviser 'of a
registered investment COMPUNY. except pursuant to a writ
ten contract. which contract, vwheihar with such registered
company or with an investment adviser of such registered
company, unless in effect prior to the effective date of this
Act, has heen Approved by the voie of a majority of the
outstanding voting securities of such registered company
ang-— ’

{1) precisely describes all compensation to be paid
thereunder;

(2) shall continue in effect for a period more than
two years from the date of its eXecution, only so long
as such continuance is specifically approved at least
annually by the board of directors or by vole of s
majority of the ovtstanding voting securities of such

company ;

e S E—
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(8) provides, in substance, that it may be ter-
minated at any time, without the payment of any
penalty, by the board of directors of such registered
company or by vote of two-thirds 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 ter-
mination in the event of its assignment by the invest-
ment adviser. _

(b) After one year from the effective date of this Act,

it shall be unlawful for any principal underwritter 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
the effective date of this Act—

(1)shall continue in effect for a period more than
two years from the date of ifs execution, only so long
as stuich continuance is specifically approved at least
annually by the board of directors or by vote of two-
thirds of the outstanding voting securities of such
company ; and

(2) provides, in substance, for its automatic ter-
mination in the event of its agsignment by such under-
writer.

(¢) In addition to the requirements of subsections (a)
and (b) it shall be unlawful for any registered investment
company having a board of directors to enter into, renew.
or perform any contract or agreement, written or oral,
except a writlen agreement which was in effect prior to
the effective date of this Act, whereby a person undertakes
regularly to serve or act as investment adviser of or prin-
cipal underwriter for such 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 to such contract or agreement or affiliated per.
sons of any 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, after the
effective date of this Act— '

(1) to serve or act as investment adviser of a reg-
istered investment company, pursuant to a writien
contract which was in eflect prior to the effective dafe
of this Act; or ) : 0

(2Y ag principal underwriter {1 o reristored open-
end investment company to offer for wale, sell, or
deliver after sale any security of which duch company
is the issuer, pursuant to a written coniract which
was in effect prior to the effective date of thizs Aect;
unless such contract is renewed in such form that it
complies - with the requirements of subsection (a) or
{(b), as the case may be, and i; approved in the man-
ner required by this section. :

{(e) Nothing contained in this section shzall be deemed’
to require or contemplate any action by an advisory board
of any registered company or by any of the members of
such a hoard.




OFFICIAL GAZETTE VoL. 56, No. 36

SEC. 15, Board of directors; election; term vacancies; and
salaries.—No person shald serve as a director of a registered
investment company unless he is g Filipino citizen and
elected to that ofiice by the holders of the outstanding
voting securities of such company, at an annual gr 3 special
meeting duly called for that purpose; except that vacancies
vccurring between such meetings may he filled in any
otherwise legal manner if immediately after filling any
such vacancy at least two-thirds of the directors then hold-
ing office shall have been elected to such office by the holders’
of the outstanding voting securities of the company at
such an annual or special meeting. event that at
any time less than g majority of the directors of such
company holding office at that time wore so elected by the
holders of the outstanding voting securities, the board
of directors or proper officer of such company shall forth-
with cause to be bromptly as possible and in any
event within sixty days a meeting of such holders for the
purpose of electing directors to fill any existing vacancies
in the board of directors unless the Commission shall by
order extend such period. The foregoing provisions shall
not apply to members of an advisory board.

No member of the Board of Directors or any executive
official shall receive any salary or emolument from the
investment company at a rate higher than that fixed by
the Commission after taking into consideration; the ex-
berience and qualifications of the official concerned ; the
amount and nature of securities izsued by the company ;
the size and standing of the company in the business com-
munity ; the volume of business done by the company; the
number of years the company has been in business: angd
other pertinent conditions and circumstances : Provided,
however, That in no case shall the operational expenses of
such company exceed ten per cent of the tota] investment
fund received from the investors: And rrovided, finally,
That non-compliance with the provisions of this Act shall
cause the cancellation of its registration and the liquidation
of its assets for redistribution to investors,

SEC. 16. Transaciions of certain affiliated persons and

3 unlawful for any affiliated

promoter of or principal underwriter for a reg-

istered. investment company (other than a company of

the character described in section nine (b) (3) {A) and

(B) or any afiiliated person of such a person, promoter, or
principal underwriter, acting as principal—

(1) knowingly to sel] ANV security or other prog-
erly to such registered cumipaay or lo o COlPENY
controlled by such registered company, unless such
sale involves solely {A) securities of which the buyer
is the issuer, or (B} securities of which the selley

* Is the issuver and which are part of a genera] offering

to the holders of 3 class of its securities;

(2) knowingly to purchase from such registered
company, or from any company controlled by such
registered company, any security or other property
(except securities of which the seller ig the issuer) :
or

(3) to borrow money or other Lroperty from such
registered company or fiom any company controlled by
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C such registered company (unless the f_:norrov_ver is
i controlled by the lender) except as bermitted in sec-
2 tion twenty (b). .

(b) Notwithstanding subsection (a), any person may
file with the Commission an application for. an order
exempting a proposed transaction of the applicant from
one or more provisions of said subsection, The Commis-
sion shall grant such application and issue such order of

\ exemption if evidence establishes that

(1) the terms of the proposed transaction, includ-
ing the consideration to be paid or received, are reas-
onable and fair and do not involve overreaching on
the part of any person concerned ;

(2) the proposed transaction is consistent with the
‘ policy of each registered investment company con-
i cerned, as recited in its registration statement and

reports filed under this Act ; and
(3} the proposed transaction is consistent with
the general purposes of this Aect.

(c) Notwithstanding subsection (a), a person may, in
the ordinary course of business, sell to or purchase from

{d) It shall be unlawful for any affiliated person of or

prineipal underwriter for a registered investment company

(other. than a company of the character described in see-

cipal to effect any transaction in which such registered
tompany, or a company controlled by such registered com-
pany, is a joint or a Jjoint and several participant with such
person, prinecipal underwriter, or affiliated person, in
' contravention of such rules and regulations as the Com-

venting participation by such registered or controlled
company on a basis different from or less advantageous
than that of such other participant. Nothing contained in
this subsection ghall be deemed to preciude any affiliated

person from acting as manager of any underwriting syn- -

dicate or other group in which such registered or con-

troled Company is a participant ang receiving compensa-

tion therefor.’ i
' {e) It shall Le unlawful for any aftiliated person of a
\ registered iuvesimeni COmpany. or any adislinged nerson

ol such persen— ‘

(1) acting as agent, to accept from any ‘source any
compensation (other than a regular salary or wages
from such registered ctompany) for the purchase or

! sale of any property to or for such registered company
or any controlled company thereof, except in the
course of such person’s business as an underwriter
or broker; or

(2} acting as broker, in connection with the sale
of securities to or by such registered company or any -
controiled company thereof, to receive from any source
a commission, fee, or other remuneration for effecting
such transaction which exceeds (A) the usual and
customary broker’s commission if the sale is effected

e T -
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on a securities exchan(ge, or (B) two per centum of
the sales price if the® sale is effected \din connection
with a secondary distribution of such securities, or
(C) one per centum of the purchase or sale price of
such securities if the sale is otherwise effected unless
the Commission shall, by rules and regulations or
order in the public interest and consistent with the
protection of investors, permit a larger commission.

(f) Every registered investment company shall place
and maintain its securities and similar investments in
the custody of (1) a duly organized local commercial bank
of good repute; or (2) a company which is 2 member of a
securities exchange as defined in the Securities Aet, sub-
ject te such rules and regulations as the Commission
may from time to time prescribe for the protection of
investors; or (8) such registered company, but only in
accordance with such rules and regulations or orders as
the Commission may from time to time prescribe for the
protection of investors. Rules, regulations, and orders of
the Commission under this subsection, among other things,
shall make appropriate provision with respect to such
matters as the earmarking, segregation, and hypotheca-
tion of such securities and investments, and shall provide
for or require periodic or other inspections by any or all
of the following : independent public accountants, employees
and agents of the Commission, and such other persons as
the Commission may designate. No such member who
trades in securities for his own account may act as cus-
todian except in accordance with rules and regulations
prescribed by the Commission for the protection of in-
vestors.

(¢) The Commission is authorized to require by rules
and regulations or orders for the protection of investors
that any officer and employee of a registered .investment
company who may singly, or jointly with others, have
access to securities or funds of any registered company,
egither directly or through authority to draw upon such
funds or to direct generally the disposition of such se-
curities, be bonded by a reputable fidelity insurance com-
pany against larceny and embezzlement in such reasonable
minimurmn amounts as the Commission may prescribe.

(h) After the effective date of this Act neither the
charter, certificate of incorporation, articles of associa-
tion, nor the by-laws of any registered investment com-
pany, nor anyv other instrument pursuant to which such
@ company is organized or administered, shall contain
any provision which protecis or purports to protect any
director or officer of such company against any liability
to the company or to its security holders to which he
would otherwise be subject by reason of willful misfeas-
ance, bad faith, gross negligence or reckless disregard
of the duties involved in the conduct of his office.

In the event that any such instrument does not at
the effective date of this Act comply with the require-
ments of this subsection and is not amended to comply
therewith, such company may nevertheless continue to
be a registered investment company and shall not be
deemed to violate this subsection if each such director
or officer shall immedialely file with the Commission a

|
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waiver in writing of any protective provision of the
instrument to the extent that it does not comply with
this subsection, and each such person subsequently elected
or appointed shall before assuming office file & similar
waiver.

(1} After one year from the effective date of this Act
no contract or agreement under which any person under-
takes to act as investment adviser of, or principal under-
writer for, a registered investment company shall con-
tain any provision which protects or purports to protect
such person against any liability to such company or its
security holders to which he would ¢therwise he subject by
reason of willful misfeasance, bad faith, or egrosT negli-
gence, in the performance of his duties, or by reason of his
reckless disregard of his obligations and duties under such
contract or agreement.

In the event that any such contract or agreement does
not at the effective date of this Act comply with the re-
quirements of this subsection and is not amended to comply
therewith prior to the expiration of said one year, this
subsection shall not be deemed to have been viclated if
prior to said expiration date each such investment adviser
as principal underwriter shall have filed with the Commis-
sion a waiver in writing of any protective provisions of
the contract or agreement to the extent that it does not
comply with this subsection,

SEC. 17, Capital structure of investment companies.—
(¢) It shall be unlawful for any registered closed-end
company to issue any class of senior security, or to sell
any such security of which it is the issuer, unless-—

(1) if such class of senior security represents an
indebtedness —

(A) immediately after such issiance or sale,
it will have an asset coverage of at least three
hundred per centum;

(B) provision is made to prohibit the declara-
tion of any dividend (except a dividend payable
in stock of the issuer), or the declaration of any
other distribution, upon any class of the capital
stock of such investment company, or the purchase
of any such capital stock, unless, in every such
case, such class of senior securities has at the time
of the declaration of any such dividend or distri-
bulion or st the fime of any such purchase an
asset covevage of at lenst three bundrel” per
eontany after deducting the amedrs of sueh divi-
dend, distribution, or purchase price, as the case
may he, except that dividends tnay be. declared

upon any preferred stock if such senior secarity -

representing indebtedness has an asset coverage
of at least two hundred per centum at the time
of declaralion thereof after deducting the amount
of such dividend; and

{C) provision is made either— ‘

(i) that, if on the last business day of each
twelve consecutive calendar months such class
of senior securities shall have an asset coverage
of less than one hundred per centum, the holders
of such securities voting as a class shall be
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entitled to elect at least a majority of the
members of the board of directors of such reg-
istered company,< such voting right to continue
until such class of senior security shall have
an asset coverage of one hundred and ten
per centim ol more on the last business day
of each of three consecutive calendar months.
or

(ii) that, if on the last business day of each
twenty-four consecutive calendar months such
class of senior securities shall have an asset

coverage of less than one hundred per centum,
an event of defaunlt shall be deemed to have
occurred ;

(2) if such class of senior security is a stock—
_ (A) immediately after the issuance or sale
it will have an asset coverage of at least two
hundred per centum;

(B) provision is made to prohibit the declara-
tion of any dividend (except a dividend payable
in common stock of the issuer), or the declara-
tion of any other distribution, upen the common
stock of such investment company, or the pur-
chase of any such common stock, unless in every
such case such class of senior security has at
the time of the declaration of any such dividend
or distribution or at the time of any such pur-
chase an asset coverage of at least two hundred
per centum after deducting the amount of such
dividend, distribution or purchase price, as the
cagse may be;

(C) provision is made to entitle the holders of

. such senior securities, voting as a class, to elect
at last two directors at all times, and, subject
to the prior rights, if any of the holders of any
other class of senior securities oufstanding, to
eleet a majority of the directors if at any time
dividends on such class of securities shall be
unpaid in an amount equal to two full ye_ars’
dividends on such securities, and to continue
to be so represented until all dividends in ar-
rears shall have been paid or otherwise pro-
vided for; .. .

(D} provision is made requiring z_ipproval by
the vBte of a majority of such securities, voting
a5 o class, of any plan of recrganization adve;‘&‘{ely

©oalVeeting such securities ov of any action requiring
a vote of security holders as in section twelve
(a¢) provides; and

(E) such class of stock shall have complete
priority over any other class as to dls‘gmbut}op
of assets and payment of dividends, which divi-
dends shall be cumulative.

(b) The assets coverage in respect of a senior security
provided for in subsection (a) may be detgrnpmed on
the basis of values calculated as of a time within forty-
eight hours (nof including Sundays or holidays) next
preceding the time of such determination. The time of
issue or sale shall, in the case of an offering of such
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securities to existing stockholders of the issuer, be deemed
to be the first date on which such offering is made, and
in all other cases shall be deemed to be the time ag of
which a firm commitment to issue or sell and to take or
purchase such securities shall be maude.

(¢) Notwithstanding the provisions of subsecuion (a) it
shall be unlawful for any registered vicsed-cnd  invest-
ment company to issue or sel} any senior sccurity repre-
senting indebtedness if immediately thereafter such
company will have outstanding more than one class of
senior security representing indebtedness, or to 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 i¥ a stock, except that
(1) any such class of indebtedness or stock may be issued
in one or more series: Provided, That no such series
shall have a preference or priority over any other series
upon the distribution of the assets of such registered
closed-end company or-in respect of the payment of
interest or dividends, and {2) promisorry notes or other
evidence 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 or senior securities representing indelbtedness with-
in the meaning of this subsection.

(@} It shall be unlawful for any vregistered invest-

to or purchase a security of which such company is the
issuer, except in the form of warrants or rights to sub-
scribe expiring not later than one hundred and twenty
days after their issuance and issued exelusively and rat.
ably to be a class or classes of suech company’s security
holders; except that any warrant may be issued in ex-
change for outstanding warrants in connection with a
plan of reorganization.

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

(1) pursuant to any firm contract to purchase or
sell entered into prior to the effective date of this
Act; .
(2) for the purpose of refunding through payment,
purchase, redemption, retirement, or exchange, any

senior secuvity of =uch registeryl Fivesiment com.

pany except that no senior seeuriiv o wrevanting ) ia-
debtedness shall he =n fmsned or o0 g ihw urpose
ol refuilding wily sciior BECULITy  aevp .o ow SL0CK;
or

: ]
(3) pursuant to any plan of reorganization {other
than for refunding as referred to in subsection (e)
{2), provided—

(A) that such senior securities are issued or
sold for the purpose of substituting or exchang-
ing such senior securities,for outstanding senior
securities, and if such senior securities represent
indebtedness they are issued or sold for the pur-
pose of substituting or exchanging such senior
securities for outstanding senior securities repre-

009645 -—3
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senting indebtedness, of any registered invest
ment company ‘yhich iIs a party to such plan
of reorganization; or '

(B) that the total amount of such senior securi-
ties so issued or sold pursuant to such plan does
not exceed the tota} amount of senior securitieg
of ail the companies which are parties to such
plan, and the ‘total amount of senigr securities

amount of senior Securities Tepresenting indebted-
ness of all such companies, or, alternatively, the
total amount of such senior Securities so issued or
sold pursuant te such plan does 1not have the
effect of increasing the ratio of Senior securitieg
representing Indebtedness to the securities repre-
senting stock or the ratio of senior securities
representing stock to securities Jjunior theretg
when ctompared with such ratios as they existed

before such reorganization,

event that such asget coverage shall at any time fall be.-
low three hundred per centum - such registered company
shall, within three days thereaftez_' (not including Sundays
and holidays) or such longer Deriod as the Commission
may prescribe by ruleg and regulations, reduce the amount
of its borrowings to an extent that the asget Coverage of
such borrowings shall be at least three hundred per cen-
tum. N otwithstanding the provisions of this section, how-
ever, a registered open-end company may guarantee the-
senior securities of a controlled person: Provided, That
such guarantee ig limited to a bercentage of the value of
the senior securities equivalent to the Dercentage of the
company’s interest in the controlled person - And provided,
further, That such Senior securities have an asset coverage
by the saig controlled person of at least two hundred
Per cerntiem.

(2) “Senior security” shall notT in the case of a regig-
tered open-end company, inelude a ¢lays 01 classes gp
a number of series of rreferred oy speciat stock each of
which Is preferred UVEr all ublicr Ciusses Or series In
respect of assets specifically alloestad to that class or
series; Provided, {A) That such tompany has outstand.
ing no class or series of stock which is not so preferred
over all other classes or series; or (B) that the only
other outstanding e¢lass of the issuer’s stock consist of g
common  stock upon which no dividend (other than g
liquidating dividend) is permitted to be paid and which
in the agpregate represents not more than one-half of one
per centum of the issuer’s outstanding voting securitjeg.

(9) Unless otherwise provided: “Senior security” meang
any bond, debenture, note, or similar obligation or instru-
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ment constituting a security and evidencing indebtedness,
and any stock of a class having priority over any other
class as to distribution of assets or payment of dividends;
and “senior security representing indebtedness” means any
senior security other than stock.

The term “‘senior security”, when used in subparagraphs

-{B) and (C) of paragraph (1) of subseciion {a), shall
bl not include any promissory note or other evidence 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 distrib-
. , uted; nor shall such term, when used in this section,
gt include any suck- promissory mnote or other evidence of
: indebtedness in any case where such a loan is for tem-

porary purposes only and in an amount not exceeding
five per centwm of the value of the totzal assets of the
issuer at the time when the loan is made. A loan shall be
presumed to be for temporary purposes if it ig repaid with-
in 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.

(k) *“Asset coverage” of a class of senior security rep-
resenting an indebtedness of an issuer means the ratio
which the value of the total assets of such issuer, less all
liabilities and indebtedness not represented by senior se-
curities, bears to the aggregate amount of senior securities
representing indebtedness of such issuer, “Asset cover-
age” 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 representing indebtedness
of such issuer plus the aggregate of the involuntary
liquidation preference of such class of senior security

K which is a stock. The involuntary liquidation preference

e of a class of senior security which is a stock shall be

e deemed to mean the amount to which such class of

senior security would be entitled on involuntary liquida-

tion of the issuer in preference to a security junior to it.

(z) Except as provided in subsection (a) of this section,

or as otherwise required by law, every share of stock

' hereafter issued by a registered investment company shail

be a voting stock and have equal voting rights with every

other outstanding voting stock: Provided, That this sub-

section shall not apply to shareg izsved pursusnt o the

terms of any warrant or subscription right oot e

prior to the eilective date of this Act, v ey el

entered into Lefore the effeective Job o - o L

chase such securities from such company jlor to shares

issued in accordance with any rules, regulations, or orders

which the Commission may make permitting sach issue.

SEC. 18. Dividends.—It shall be unlawful for any regis- !

i fered investment company to pay any divdend, or fo make '
any distribution in the nature of a dividend payment,

wholly or partly from any source gther than—

(1) such company’s accumulated undistributed net
income, determined in accordance with good account-
ing practice and including profits or losses reulized
| ! upon the sale of securities or other properties; or
! ! (2) such company’s earned surplus so defermined
. for current or preceding fiscal year;
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if—

unless such payment is accompanied by a written state-
ment which adequately discloses the source or sources of
such payment. The Commission may prescribe the form
of such statement by rules and regulations or by order
in the public interest and for the protection of investors.
It shall likewise be unlawful to advertise such dividends
in terms of centavos or pesos per share without also stat-
ing the percentage they bear to the par value per share.

SEC. 19. Proxies; voting trusts—(¢) It shall be unlaw-
ful for any person except the duly constituted custodian
to solicit or to permit the use of his name to solicit any
roxy 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 Com-
mission may prescribe as necessary or appropriate in
the public interest or for the protection of investors:
Pro_vided, however, That no proxies shall be used as a
device to control the management of any investment
company. -

(b) It shall be unlawful for any registered investment
company or affiliated person thereof, any issuer of a voting-
trust certificate relating to any security of a registered
investment company, or any underwriter of such a certif-
icate to offer for szle, sell, or deliver after sale, in con-
nection with a public offering, any such voting-trust
certificate. The prohibitions of this subsection shall not
apply to a class of voting-trust certificates, if any certificate
of such class was made the subject of a public offering
w the issuer or by or through an underwriter prior to
ine effective date of this Act.

SEC. 20. Loans by investment companies——It shall be
unlawful for any registered investment company to lend
money or property to any person, directly or indirectly,

(a¢) the investment policies of such registered com-
pany, as recited in its registration statement and
reports filed under this Act, do not permit such a
loan; or

(b) such person controls or is under common control
with such registered company; except that the pro-
vision of this paragraph shall not apply to the ex-
tension or renewal of any such loan made prior to the
effective date of this Act or to any lean from a reg-
istered company to a company which owns all of the
outstanding securities of such registered company,
axcept directors’ qualifying sharves. :

Syl 1 fae eimeni Companry prohibited to guarantee
obligations.—It shall be unlawtul for any investment com-
pany to guarantee any obligation of whatever kind or
natore.

SEe. 29, Distribution, redemption, and repurchase of
securities.—(a) No registered investment company shall
sell any redeemable security issued by it to any person
except either to or through a principal underwriter for
distribution or at a current public offering price described
in the prospectus, and, if such class of security is being
currently offered to the public by or through an under-
writer, no principal underwriter of such security and
no dealer shall sell any such security to any person ex-
cept a dealer, a principal underwriter or the issuer, except




SEPTEMBER 5, 1960 OFFICIAL GAZETTE

at a current public offering price deseribed in the pro-
spectus: Provided, however, That nothing in this subsection
shall prevent a sale made (i) pursuant to an offer of
exchange permitted by section 10 including any offer made
pursuant to clause (1) or (2) of section ten (B);
(ii) pursuant to an offer made solely to all registered
holders of the securities, or of a particular class or series
of securities issued by the company proportionate to their
holdings or proportionate to any cash distribution made to
them by the company (subject to appropriate qualifications
designed solely to avoid issuance of fractional securities) ;
or (iii) in accordance with rules and regulations of the
Lommission made pursuant to section eleven (b) : Provided,
further, That no investment Company shall sell anv se-
curity issued by it to any person who is not a Filipino
citizen or any company or entity sixty per cent of the
capital of which is not owned by Filipino citizens, when
the effect of such sale would be a violation or circum-
vention of Section one, Article XIII of the Constitution
on the limitation of the disposition, exploitation, devel-
opment or utilization of the natural resources of the
Philippines nor shall said company sell any such security
to any person when the effect of such sale would be a
violation or circumvention of Section thirteen, subpara-
graph five of the Corporation Law regarding the limitation
of ownership by individuals or corporations to fifteen
per cent of the capital of corporations engaged in mining
or agriculture.

(6) The provisions of the Corporation Law (Act Num.
bered Fourteen hundred and fifty-nine, as amended) not-
withstanding, no registered investment company shall sus-
pend the right of redemption or postpone the date of
payment or satisfaction upon redemption of any redeem-
able security in accordance with its terms as appears in
its prospectus, for more than seven days after the tender
of such security to the company or its agent designated
for that purpose for redeemption except—

(1) for any period (A) during which the Manila
Stock Exchange is closed other than customary week-
end and holiday closings or ( B) during which trading
on the Manila Stock Exchange is restricted ;

(2) for any period during which an emergency
exists as a result of which (A) disposal by the com-
pany of securities owned by it is not reasonahly prac-
ticable or (B) it is not reasonably practicable for
such company fairly to determine the valde of sifs
net assets: or "_-_

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

The Commission shall by rules and regulations determine
the conditions under which (i) trading shall be deemed
to be restricted and (ii) an emergency shall be deemed
to exist within the meaning of this subsection. Any
company which, prior to the effective date of this Act,
was required by provision of its charter, certificate of
incorporation, articles of association, or trust indenture, or
of a by-law or regulation duly adopted thereunder, to
postpone the date of payment or satisfaction uper: redemp-
tion of redeemable securities issued by it, shall be exempt

[3
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from the requirements of this subsection; but such exemp-
tion shall terminate upon the expiration of one year from
ihe effective date of this Act, or upon the repeal or
amendment of such pravision, or upoi the sale by such
company after the effective date of this Act of any secu-
rity (other than short-term paper) of which it is the issuer,
whichever first occurs.

(¢) No registered open-end company shall restrict the
transferability or negotiability of any security of which
it is the issuer except in conformity with the statements
with respect thereto contained in its registration statement
nor in contravention of such rules and regulations as the
Commission may prescribe in the interests of the holders of
all of the outstanding securities of such investment com-
pany.

(d) No registered open-end campany shall issue any
of its securities (1) for services; or (2) for property other
than cash or securities (including securities of which such
registered company is the issuer), except as a dividend or
distribution to its security holders or in connection with 2
reorganization.

{e) The pertinent provisions of section seventeen of the
Corporation Law (Act Numbered Fourteen hundfed and
fifty-nine, as amended) or any other provision of the said
law in conflict with this section, shall not apply to =
registered open-end company.

SEq. 23. Distribution and repurchase of securities; closed-
end companies.—(a) No registered closed-end company
shall issue any of iis securities (1) for services; or (2)
for property other than cash or securities {including se-
curities of which such registered company is the issuer),
except as a divideng or distribution to its security holders
or in connection with a reorganization.

(b) No registered closed-end company ghall sell any
common stock of which it is the issuer at a price below
the current net asset value of such stock, exclusive of
any distributing comnmission or discount (which net asset
value shall be determined as of a time within forty-eight
hours, excluding Sundays and holidays, next preceding the
time of such determination), except (1) in connection .
with an offering to the holders of one or .more classes
of its capital stock; (2) with the consent of a majority
of its common stockholders; {(3) upon conversion of a
convertible security in accordance with jtg terms; (4)
upen the exercise of any warrant outstanding prier to
ihe effective date of this Act or issued In accordance
with vae piuvisivns ol seclivl cighioun ()5 oy {7y rnder
such other circumstances as the Commission may permit by
rules and regulations or orders for the protection of
investors.

{¢) No registered closed-end company shall purchase
any securities of any class of which it is the issuer
except— '

(1) on a securities exchange or such other open
market as the Commission may designate by rules
and reculations or orders: Provided, That if such se-
curities are stock, such registered company shall,
within the preceding six months, have informed

stockholders of its intention to purchase stock of
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such class by letter or report addressed to stock-
holders of such class; or

{2) pursuant to tenders, after reasonable oppor-
tunity to submit fenders given to al holders of se-
curities of the class to be purchased; or

(3) under such other circumstances as the Com-
mission may permit by rules and regulations or or-
ders for the protection of investors in order fto
insure that such purchases are made in a manner or
on 2 basis which does not unfairly discriminate
against any holders of the class or classes of se-
curities to be purchased.

" SEC. 24. Registration of securities under the Securilies
Act.—{a) In registering under the Securities Act any
security of which it is the issuer, a registered invest-
ment company, in lien of furnishing a registration state-
ment containing the information and documents specified
in section seven of the said Act, may file a registration
statement containing the following information and doec-
uments :

(1) such -copies of the registration statement filed
by such company under this Act and of such reports
filed by such company pursuant to section twenty-seven
or-such copies of portions of such registration state-
ment and reports, 2s the Commission shall designate
by rules and regulations; and .

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

(&) Where the registration statement which an in-
vestment cmpany filed under this Act includes a de-
scription of its securities and the requirements for the
registration and/or licensing thereof under the Securitieg
Act have already been complied with, no separate reg-
istration of such securities under the latter Aect shall bhe
necessary.

(¢} It shall be unlawful for any registered open-end
company or for any underwriter for such a company,
in connection with a public offering of anv security of
which such company is the issuer, to transmit any ad-
vertisement, pamphlet. cirenlar, form letter, or gther sales
literature addvesserd f.n o intended f'r». fis u]butmﬁ to
prospective investars crelocs dlea s wocfes 07 0T 2 SOl fext
thereof have been filed with the Commzsmdn or are filed
with the Commission within ten days thereafter.

(d) The Commission is authorized to require, by rules
and regulations or order, that the information contained
in any prospectus relating to any periodic payment plan
certificate repgistered under the Securities Act on or after
the effective date of this Act be presented in such form
and order of items, and such prosbectus contain such sum-
maries of any portion of such information, as are neces-
sary or appropriate in the public interest or for the
protection of investors.
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(e} The exemption provided by section five of the
Securities Act shall not apply to any security of which
an investment company is, the issuer, except that periodic
peyment plan certificates” issued by a registered invest-
ment company or its agent, sub-ageni, or underwriter or
by a dealer pursuant fo a confract with said company,
or its agent, sub-agent, or underwriter, the proceeds of
the payments under which are invested wholly in se-
curities of which the registered investment company is the
issuer, need not be registered under the Securities Act:
Provided, That (1) the said securities purchased with
the proceeds of the payments under the periodic payment
plan certificates shall be issued in the name of the
holder of the said certificates and (2) the said securities
of the issuer investment company are registered under
the Securities Act: And provided, That an exemption from
guch registration is secured from the Commission.

SEC. 25. Reorganization plans, reports by Commission.—
{a¢) Any person who solicits or permits the use of his
name to solicit any proxy, consent, authorization, power
of attorney, ratification, deposit, or dissent in respect
of any plan of reorganization of any registered invest-
ment company shall file with, or mail to, the Commission
for its information, within twenty-four hours after the
commencement of any such golicitation, a copy of such
plan and any deposit agreement relating thereto and of
any proxy, consent, authorization, power of attorney,
ratification, instrument of deposit, or instrument of dissent
in respect thereto, if or to the extent that such docu-
ments shall not already have been filed with the Com-
mission.

(b) No plan for the reorganization of a .registered
investment company shall be carried out without the
prior approval of the Commission.

SEC. 26. Periodic payment plans.—{a) It shall be un-
lawful for any registered investment company issuing
periodic payment plan certificates, or for any underwriter
for such company, to sell any such certificates, if—

(1) the sales load on such certificates exceeds eight
per cerntum of the total payments to be made thereon:

{2) more than one-half of any of the first twelve
monthly payments thereon, or their equivalent, is
-deducted for salés load;

(8} the amount of sales load deducted from any
once of such first pavments exceeds proportionately
the amount deducted from any other such payment,
or ihe amotile deducied {rom any subsegusnt pay-
ment exceeds proportionately the amount deducted.
from any other subsequent payment:

(4) the first payment on such certificate iz less
than ten pesos or any subsequent payment is less
than ten pesos.

SEC. 27. Reports and financial statements of invest-
ment companies and affiliated persons.-—(a) Every regis-
tered investment company shall file with the Commission—

(1) such information and documents including
financial statements as the Commission may require,
on a semiannual or quarterly hasis, to keep reasonably
current the information and documents contained in
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the registration statement of such company filed under
this Act; and"

(2) copies-of every periodic or interim report or
gimilar communication containing financial statements
and transmitited to any class of such company’s se-
curity holders, such copies to be filed not later than
ten days after such transmission.

Any information or documents contained in a report or
other communication to security holders filed pursuant to
paragraph (2) may be incorporated by reference in any
report subsequently or concurrently filed pursuant - to
paragraph (1).

() The Commission shall issue rules and regulations
permitting the filing with the Commissior. or copies of
periodic reports, or of extracts therefrom, filed by any
registered investment company pursuant to subsection (a).

(¢) Every registered investment company shall transmit
to its stockholders, at least semiannually, reports contain-
ing such of the following information and financial state-
ments or their equivalent, as of a reasonably current date,
ag the Commission may prescribe by rules, and regulations
for the protection of investors, which reports shall not be
misleading in any material respect in the light of the
reports required to be filed pursuant fo subsection (a):

{1) a balance sheet accompanied by a statement
of the aggregate value of investments on the date of
such balance sheet;

{(2) a list showing the amounts and values of se-
curities owned on the date of such balance sheet;

(8) a statement of income, for the period covered
by the report, which shall be itemized at least with
respect to each category of income and “expense

representing more than five per centum of total income

or expense;
{4) a statement of surplus, which shall be itemized
at least with respect to each charge or credit to the

surplus account which represents more than five per

centum of the total charges or credits during the
report covered by the report;

(5) a statement of the agpgregate remuneration
paid by the company during the period covered by the
report (A) to all directors and to all members of
any advisory board for regular compensation; (B)
to each director and to each rnember of an advisory
board for special compensation: (O} o all' officerf;
and (D} o each person of whar anv A5t se ar diractar
VI Lo culugiliny te wil alithwaied person; dnd

{6) a statement of the agpregate pefo amounts of
purchases and sales of investment securifies, other
than Government securities, made during the period
covered by the report: Provided, That if in the judg-
ment of the Commission any item required under this
subsection is inapplicable or inappropriate to any
specified type or types of inyestment company, the
Commission may by rules and regulations permit in
lieu thereof the inclusion of such item of a comparable
character as it may deem applicable or appropriate to
such type or types of investment company.

(d) Financial statements contained in annual reports
required pursuant to subsections (a) and (¢), if required
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by the rules and regulations of the Commissicn, shall he
accompanied by a certificate of independent public account-
ants., The certificate of such independent public account-
ants shall be based upon an andift not less in scope or
procedures followed than that which independent public
accountants would ordinarily make for the purpose of
presenting comprehensive and dependable financial state-
ments, and shall contain such information as the Commis-
sion may prescribe, by rules and regulations in the publie

interest or for the protection of investors, as to the nature

and scope of the audit #nd the findings and opinion of the
accountants. KEach such report shall sfate that such in-
dependent public accountants have verified securities
owned, either by actual examination, or by receipt of a
certificate from the custodian, as the Commission may
prescribe by rules and regulations.

(e) Every person who is directly or indirectly the
beneficial owner of more than ten per centum of any class
of outstanding securities (other than short-term paper) of
which a registered closed-end company is the issuer or who
is an officer, director, member of an advisory board,
investment advisor, or affiliated person of an investment

adviser of such a company shall in respect of his transac-’

tions in any securities of such company (other than short-
term paper) be subject to the same duties and liabilities
ag those imposed by section twenty-six (a) of the Securities
Act upon certain beneficial owners, directors, and officers
in respect of their transactions in certain equity securities.

SEC. 28. Accounts and records.—(a) Every registered
investment company, and every underwriter, broker, dealer,
or investment adviser which is a majority-owned sub-
sidiary of such a company, shall maintain and preserve
for such period or periods as the Commission may prescribe
by rules and regulations, such accounts, books, and other
documents as constituting the record forming the basis for
financial statements required to be filed pursuant to section
twenty-seven of this Act, and of the auditor’s certificates
relating thereto. Every investment adviser not a majority-
owned subsidiary of, and every depositor of any registered
investment company, and every principal underwriter for
any registered investment company other than a closed-end
company, shall maintain and preserve for such period or
periods as the Commission shall preseribe by rules and
regulations. such accounts, books, and other documents
AS are necessary or approprigte fo record such person’s
transactiens wilh such registered company.

(L) A noecunis boube, and olther yeoords, required o
be maintained and preserved by any person pursuant to
subsection (a), shall be subject at any time and from time
to time to such reasonable periodic, special and other
examinations by the Commission, or any member or rep-
resentative thereof, as the Commission may prescribe.
Any such person shall furnish to the Commission, within
such reasonable time as the Commission may prescribe,
copies of or extracts from such records which may be
prepared without undue effort, expense, or delay, as the
Commission may by order reguire.

{¢) The Commission may, in the public interest or for
the protection of investors, issue rules and regulations
providing for a reasonable degree of uniformity in the
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accounting policies and principles to be followed by regis-
tered investment companies in maintaining their accounting
records and in breparing financial statements required
pursuant to this Act.

(d) The Commission, upon application made by any reg-
istered investment ctompany, may by order exempt a speci-
fic transaction or transactions from the provisions of any
rule or regulation made pursuant to subsection (¢), if the
Commission finds that such rule or regulation should not
reasonably be applied to such transaction.

SEC. 29. Accountants and auditors.—{(a) After one year
from, the effective date of this Act, it shall be unlawful for
any registered investment company to file with the Com-
mission any financial] statement signed or certified by an
independent certified public accountant, unless——

(1) such accountant shall have been selected at a

meeting held within thirty days before or after the

. beginning of the fiscal year or before the annual meet-
ing of stockholders in that vear by a majority of those
members of the board of directors who are not invest-
ment advisers of, or affiliated persons of an investment
adviser of, or officers or employees of, such regiastered
company ;

(2) such selection shall have been submitted for
ratification or réjection at the next succeeding annual
meeling of stockholders if such meeting be held, except
that any vacancy occurring between annual meetings,
due to the death or resignation of the accountant, may
be filled by the board of directors;

(3) the employment of such accountant shal have
been condltlone_d upon the right of the company hy

' ring may be filled by a vote of a majority of the outstand-

ing voling securities, either at the meeting at which the
rejection or termination occurred or if noil so [filled -then
at 2 subsequent meating which ghall be_culled for “the
PrTesa : : E

(&) No.registered investment company ‘shall file with
the Commission any financial statement in 'the Preparation

board of directors of such company.

{¢) The Commission is authorized, by rules and regula-
tions or order in the public interest or for the brotection
of investors, to require accountants and auditors to keep
reports, work sheets, and other documents and papers
relating to registered investment companies for such period
or periods as the Commission may prescribe, and to make

7
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the same available for inspection by the Commission or any

member or representative thereof,

SEC. - 30. EReport of Settlement of civil actions.—(a)
Every registered Investment Company which ig a party and
every affiliated person of such Company who jg g party
defendant to any action or clajm by a registered investment
company or g Security holder thereof in g derivative capac-
ity against an officer, director, investment adviser,,trustee,
or depositor of such company for gn allegaqd breach of
official duty, which such action or claim is commenced or
asserted after the effective date of this Act, shalj transmit,
unlesg already transmitted 't the Commission, the docy-
ments specified in subsection (b) if— -

(1) such action hag been Compromised or aettled
_ and such settlement Or compromige hag had the ap-

in such saction.

() Within thirty days after such settlement or com.
Promise or fing] judg'ment, copies of ai] pleadings ang any
written record made in such action, together with a state-
ment of the terms of settlement or compromise, if gych
terms ‘be not included in the record, shajl be transmitted
to the Commission; and any information contained in any
such documentg may be used by the Commission in con-
nection with any report or study which may he madse by
the Commission of lawsuitg whether of investment com-
Panies or coOmpanieg generally : Provided, That the names
of persons involved shalj not be discloged.

SEc. 81. Destruction and Jalsification, of reports and ree-
ords—(a) It shall be unlawful for any person, €xcept ag
bermitted by rule, regula_tion, Or order of the Commission,

keeping of which ig requiread pursuant to gectign twenty-
eight (a). It shall be unlawful for 2Ny person so filing,
transmitting, or keeping any such document to omit to
state thereain anv fact necessary in order to Prevent the
statements mage therein, in the light of the circumstanceg
under which they were made, from being materially mijs-
leading. Fopr the purposes of this subsection, any part of
any such document which ig signed or certified by an ac-
countant or auditor in hig capacity ag such shall he deemed’
to be made, filed, transmitted, or kept by such accountant
or auditor, as well ag by the person filing, transmitti,ng,
or keeping the complete document.,

SEC. 32, Unlawful Tepresentations ang names.—(a) It
shall be unlawfy] for any person, in issuing or selling any
securify of which 5 registered investment company ig the
i nt or imply in any manner whatsoever
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(b) It shall be unlawful for any person registered under
any section of this Act to represent or imply in any man-
ner whatsoever that such person has been sponsored,
recommended, or approved, or that his abilities or quali-
fications have in any respect been passed upon by the Re-
public of the Philippinés or any agency or officer thereof.

(¢) No provision of subsection (a) or (b) shall be con-
strued to prohibit a- statement that a person or security
is registered under this Act or the Securities Act if such
statement is true in fact and if the effect of such registra-
tion is not misrepresented. :

. (d) It shall be unlawful for any registered investment
company hereafter to adopt as £ part of the name or title
of such company, or of any security of which it is the
issuer, any word or words which the Commission finds
and by order declares to be deceptive or misleading. The
Commission is authorized to deny the registration of an
investment company using such name or title.

SEC. 33. Injunctions against gross misconduct and abuse

. of trust.—The Commission is authorized to require a

registered investment company to remove or suspend a
person serving or acting in one or more of the following
capacities who has been found guilty, after proper inves-
tigation and hearing by said Commission, of gross mis-

conduct or gross abuse of trust in respect of any such -

investment company for which such person so serves or
acts: :
(1} as officer, director, member of an advigory
board, investment adviser, or depositor; or
(2) as principal underwriter, if such registered
company is an open-end company.

The suspension shall be for such period of time as the
Commission, in its discretion, shall deem appropriate.

SEC. 34. Theft and estafa.—Whoever steals, unlawfully
abstracts, unlawfully and wilfully converts to his own use
or to the use of another, or embezzles any of the moneys,
funds, securities, credits, property, or assets of any regis-
tered investment company shall be deemed -guilty of a
crime, and upon conviction thereof shall be subject to the
penalties provided in section forty of the Securities Act.

SEC. 85. Rules, regulations, and orders; general powers
of Commission.—(a) The Commission shall have authority
from time to time to make, issue, amend, anq rescind
such rules and regulations and such orders as are necessary
or appropriate to the exercise of the powers conferred
upon the Commission elsewhere in this- Act, i;ﬁcluding rules
and regulations defining accounting, technical, and trade
terms used in this Act, and prescribing the form or forms in
which information required in regigtration statements,
applications, and reports to the Commission shall be set
forth. . For the purposes of its rules or regulations the
Commission may classify, persons, securities, and other
matters within its jurisdiction and pbrescribe different re-
quirements for different classes of Persons, securities, or
matters.

(b) The Commission, by such rules and regulations
or order as it deems necessary or appropriate in the
public interest or for the protection of investors, may
suspend the' operation of the stocks of companies regis-

tered in the stock exchange the quotations for which are
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greatly in excess of the book value of the shares of stocks
and may authorize the filing of any information or docu-
ments required to be filed #ith the Commission under this
Act by incorporating by reference any information or
documents heretofore or concurrently filed with the Com-
mission under this Act,

(¢) No provision of this Act imposing any liability shall
apply to any act done or omitted in good faith, in- con-
formity with any rule, regulation, or order of the Com-
mission, notwithstanding that such rule, regulation, or
order may, after such act or omission, be amended or
rescinded or be determined by judicial ‘or other suthority
to be invalid for any reason,

SEC. 36. Rules and regulations; procedure for issuance.—
The rules and regulationg of the Commission under this
Act, and amendments thereof, shall be effective upon pub-
lication in the manner which the Commission shall pre-
scribe, or upon such later date as may be provided in
such rules and regulations.

SEC. 37. Orders; procedure for issuance.—(a) Orders
of the Commission under this Act shall be issued only after
appropriate notice and opportunity for hearing. Notice -
to the parties on a proceeding before the Commission-shall
be given by personal service upon each party or by regis-
tered mail or confirmed telegraphic notice to the party’s
last kmown business address. Notice to interested persons,
if any, other than parties may be given in the same manner.

(b) The Commission may provide, by appropriate rules
or regulations, that an application verified under oath may
be admissible in evidence in a proceeding before the Com-
mission and that the record in such a proceeding may
consist, in whole or in part, of such application. ’

(¢) In any proceeding before the Commission, the Com-
mission, in accordance with such rules and regulations as it
may prescribe, shall admit as a party any interested Gov-
ernment agency, and may admit as a party any represent-
ative of interested security holders, or any other person
whose participation in the proceeding may be in the public

* interest or for the protection of investors,

SEC. 38. Hearings by Commission.—Hearings may be
public and may be held before the Commission or any
officer or officers of the Commission designated by it, and
appropriate records thereof shall be kept. '

SEC. 39. Enforcement of this Azt—(a) The Commission
may make such investigations as it deems necessary to
determine whether any person has violated or is about to
violate any provision of this Act or of any rule, regulation,
or order thereunder, or to determine whether any action
in any court or any proceeding before the Commission
shall be instituted under this Act against a particular
person or persons, or with respect to a particular tran-
saction or transactions. The Commission shall permit
any person to file with it a statement in writing, under
oath or otherwise as the Commission shall determine, as
to all the facts and circumstances concerning the matter
to be investigated, \

(b) I'or the purpose of any investigation or any other
proceeding under this Act, the Commission, or any officer
thereof designated by it, empowered to administer oaths
and affirmations, subpoena witnesses, compel their atten-
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dance, take evidence, and require the production of any
books, papers, correspondence, memoranda, contrac_ts,
agreements, or other recordgs which are relevant or material
to the inquiry.,
(¢) In case of contumacy by, or refusgal to obey a sul?-
poena issued to, any person, the Commlssmn‘may avail
itself of its powers under Republic Act Numbered EIev:en
hundred forty-three or, if the same ig ineffective, may in-
voke the aid of any Court of First Instance Withi_n tl}e
Jjurisdiction of which sych investigation or proceed_mg is
carried on, or where such berson resides or -carries on
business, in requiring the attendance angd testimony of
witnesses and the production of books, bapers, correspond-
ence, memoranda, contracts, agreements,

Or in question; any failure to ohey
such order of the court may be punished by such court
48 a contempt thereof, . Any person who without just
cause shall fail or refuge to attend and testify or to an-
8wer any lawful inquiry or to produce hooks, papers,
correspondence, memoranda, contracts, agreements, or
other records, if ip his or itg Dower 30 1o do, in obedience o
the subpoena of the Commission, shall upon convictions, he
Subject o a fine of not more than twe thousand Pesos or

imprisonment for a term of not more than one year,
or both,

(d) No person shall be excused from attending- and
testifying or from Producing books, Dbapers, éorrespondence,
memoranda, contractg

documents before the Qommission

mission, on the groungd that

€ prosecuted or subject tg any
ount of any transaction, .

he is compelled to testify

Ocumentary or otherwise, after hav-

i incrimination, except

£9 testifying shall not be exempt from

for perj ury committed i 480
testifying. &

- Y . . 1-
{e) Whenever it zhel) appear to the Commission that
any person hasg engaged or jg about to engage in any act
Or practice constituting 5

violation of 4n¥ provision of this
Act or of any rule, Tegulation, op order thereunder. it may,

after proper investigation and hearing, order such Person :
to desist from committy

. g Buch act or bractice and enforce
the same in accordance with its powers under Republie
Ac_:t _-Nun_ibered Eleven hundred f,
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or decree or restraining order shall be granted without
bond ;- Provided, however, That no such certificate of
authority shall be issued by the Securities and Exchange
Commissioner unless the applicant for agent, sub-agent or
investment solicitor shall have passed a written examina-
tion given for the purpose by the Securities and Exchange
Commission or the said applicant Dossesses a college degree.
In any broceeding under this subsection to enforce com-
pPliance with section seven, the court as a court of equity
may, to the extent it deems necessary or appropriate,
take exclusive jurisdietion and possession of the invest-
ment company or companies involved and the books,
records, and assets thereof, wherever located ; and the
court shall have jurisdiction to appoint a trustee, who
with the approval of the court shall have power to dispose
of any or all of such assels, subject to such terms and
conditions as the court may prescribe. The Commission
may transmit such evidence as may he available concerning

who, in his discretion, may institute the appropriate
criminal broceedings under this Act. .
SEC: 40, Agents_ and In_'vestmen.t S_‘olz'citors.——Nd invest-

writer, and shall be upon a form approved by the Securities
and Exchangg Commissioner. The Securities and Ex.
change Commissioner shaj] have the right to refuse to
185ue or renew and tq revoke any such certificate in hig

in any event after the fifteenth day of March of the year
following the 153uance of said certificate, A renewal cer-
pﬁcate may be isgued upon application of the company,
its agent or underwriter represented by such agent or
investment solicitor,

ny person who for compensation solicits or obtains in.
vestments on hehalf of any investment company or itg
agent or underwriter oy transmits for a person other than
himgelf an Invesiment or application for investment in

oA g ]
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an investment company or offers or assumes to act ag an
agent or investment solicitor of an investmept company,
shall be an investment agent or investment solicitor within
the intent of this section and shall thereby become liable
to all the duties, requirements, liabilities, and penalties
to which such a person is subject. ) .

Any person or company violating the provisions of this
section shall upon -conviction, be subject to a fine of five
hundred pesos. Upon the conviction of any person acting
as agent, sub-agent, investment solicitor, or broker for the
commission of any. offense connected with the business
of an investment company, the Securities and Exchange
‘Commissioner shall immediately revoke the certificate of
authority issued to him and no such certificates shall there-
after be issued to such convicted person.

The Securities and Exchange Commissioner shall issue
such rules and regulations as he may deem hecessary for
the enforcement and implementation of the provisions of
this section.

SEC. 41. Court review of orders.—Any person or party
aggrieved by an order issued by the Commission under
this Act may obtain a review of such order in accordance
with the provisions of section thirty-five of the Securities
Act, ag amended.

SEC. 42. Disclosure of wmformation filed with Commis- .
sion; copies.—(a) The information contained in any reg-
istration statement, application, report, or other document

mitted to the Commission) shall be made available to the
public, unless and except insofar as the Commission, by
rules and regulations upon its own motion, or by order
upon application, finds that public disclosure is neither
necessary nor appropriate in the public interest or for
the protection of investors. It shall be unlawful for any
officer or employee of the Commission to use for personal
benefit, or to disclose to any person other than an official
or employee of the Philippine Government, for official

use, or for any such official or employee to use for personal-

benefit, any information contained in any document g0 filed
or transmitted, if such information is not available to the
. public.
(b) Photostatic or other copies of information contained
In documents filed with the Commission under this Aet
and made available to the public shall be furnished any
berson at such reasonable charge and underisuch reason-
able limitation as the Commission shall preseribe.
SEC. 43. Reports by Commission.—The Commission shalt
submit from time to time, A2 report to the Congress cover-

lation in connection therewith as it may find advisable.

SEC. 44. Fees; additional personnel; Commissioner's
Compensation.— ( ¢) The Commission ;s avthorized to
charge and collect the following fees:

(1) For registering an investment company—OQOne
hundred pesos. If the securities of the company are
lkewise registered, the schedule of fees prescribed jn
the Securities Act shall instead be applied.

009648——4
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(2) For every examination of the finaneia] condition
01 an jinvestmen £0mpany-—Qne hundred pesos,

ities ang Exchange Commission are hereby authorized tp

One Lega] Officer at gix thousand five hundred fifty-two
DES08 per annym,,
ee Lega] Officers at five thousang three hundreg
Seventy-six pesosg each per annym,
Five Examiners at five thousang three hundreg seventy-
SiX pesog each pey annum,

Initial rate of the salary Corresponding tq his Position,

28 provided under the Dbertinent laws, ryleg and regyla.
tions,




~ thousand pesos (3 i

SEPTEMBER 5, 1940 OFFICIAL GAZETTE

{b) Every
of this Act or
and every con:
formanee of -
tinuance of
any provision
thereunder, =
any person wwhe,
regulation, or .
performance of
rights of any i
contract, ghai} i
actual knowlsd:re
making or per
of any such

SEC. 47. Prer., .
pliance—(¢) 11 .

t made in violation of any provision
ile, regulation, or order thereunder,
~rctofore or hereafter made, the per-

ionship or practice in violation of,
et or any rule, regulation, or order
22 veid (1) as regards the rights of
viglation of any such provisien, rule,
vhall have made or engaged in the
i contract, and (2) as regards the
who, not being a party to such
‘rouired any right thereunder with
«f the facts by recson of which the
<o of such contract was in violation
*, vule, regulation, or order,
violation of Act; obstructing com-
he unlawful for any person, directly
or indirectly, fr. .. ¢ be done any act or thing through
or by means of .. .ler person which it would be un-
lawful for sucl, 750 to do under the DProvisions of this
Act or any rule, 3 tion, or order thereunder.

(b) It shall he 1= Lowful for any berson without just
cause to hinder, wiliy, or obstruet the making, filing, or
keeping of an ¥ nration, document, report, record, or
account require: i

Provision of {his Act op any rule, regulation, or order

_thereunder.,

SEC. 48, Penuilive-. Unless otherwise specifically pro-
vided elsewherce iy this Act, any person who violateg any
provision of this Act or of any rule, regulation, or order
thereunder, or " Inrson who in any registration state-
ment, applicatic o 1t, account, record, or other docu-
ment filed or “tfed pursuant to thig Act or the
keeping of whickh je -uired pursuant to section twenty-
eight (a) of thic e makes any untrue statement of fact
or omits fo stute ay 7ot hecessary in order to prevent the
statements m: in from being materially misleading
in the light o7 | uwmstances under which they were
made, shall upos ction be fined not more than fifty
vizoned for not more than five years,

or both.
SEC. 49. Effcct o oo

; i isling law and repealing clause—
The rights cngd o« o

¢s provided by this Act sha]l be
in addition 1o :nd all other rights and remedies
that may now < i, ot no person permitted to rhaintaifs
a suit for 3., .. snder the provisions of this Aet
shall recover, .0, saiiefaction of judgment in one or
more actions, “I amount in excess of his actual
damages on ace. oot 7 the act complained of.

Paragraph (r) +f ccction one hundred ninety-four of
Commonweslh 4, N ‘bered Four hundred sixty-six, ag
amended by gootic tree of Republic Act Numtbered
Forty-two, is 1., Jier Lmended to Tead as follows:

“cludes all persong whose business

1t is, for ¢ v¢s as such brokers or for other
brokers, 4 ate purchases or sales of stock,
bonds, - i, Lullion, eoined money, bank notes,

v ley, or other securities; but does nof
include windoren forg for one or more investment
companies g Cofhied in the Investment Company

<t = wolves the violation of, or the con--

e made, filed, or kept unger any .

5609
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Act; “dealer in securitieg” includes all persons who
for their own account are-engaged in the male of
stock, bonds, exchange, bfillion, coined roney, bank
notes, promissory notes or other securities.”

All laws, Acts, parts of Acts, Rules of Court, executive
orders, and administrative regulations which are incon-
sistent with this Act are hereby repealed,

. SEC. 50. Separability of provisions.—If any provision of
this Act shall be held invalid, the remainder of the Act
shall not be.affected thereby.

SEC. 51. Effective date—This Act ghall take effect upon
its approval.

Approved, June 18, 1960.




