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SECURITIES AND ¥XCHANGE COMMI SSI ON
Washington, D. C.

DEC 251950

AMENDMENT OF REGULATION S-X

ARTICLE 6B, FACE-AMOUNT CERTIFICATE INVESTMENT COMPANIES

Rule 6-20. Application of Article 6B.

This article shall be applicable to financial statements filed by
investment companies which are issuers of face-amount certificates.

Rule 6-21, Special Rules Applicable to Face-Amount Certificate Investment
Companies.

The financial statements tiled by persons to which this rule is
applicable shall be prepared in accordance with the following special
rules in addition to the general rules in articles 1, 2, 3, and 4. Where
the requirements of a special rule differ from those prescribed in a
general rule, the requirements of the special rule shall be met.

1. Content of financial statements, - The financial statements
shiall be prepared in accordance with the requirements of regulation S-X
notwithstanding any provision of the articles of incorporation, trust
indenture or other governing legal instruments specifying certain account-
ing procedures inconsistent with those herein required.

2. Certification. - Where, under the applicabtle form, financial
statements are required to be certified, the certifying accountant shall
have been selected and ratified in accordance with section 32 of the
Investment Company Act of 1940 and the applicable rules the reunder.

3. Consolidated and combined statements. - (a) Consolidated and
combined statements filed for face-amount certificate investment companies
shall be prepared in accordance with article 4 except that statements of the
registrant which is a face-amount certificate investment company and engages
in no business of a material amount other than issuing or servicing of
face-amount certificates, may be consolidated only with the statements
of subsidiaries which are also face-amount certificate investment companies;
provided, however, tnat (i) the subsidiaries are totally held, except as to
outstanding face-amount certit'icates, by the parent, (ii) each face-amount
certvificate investment company maintains certificatve reserves and qualified
assets as provided by section 28 of the Investment Company Act of 1940, and
(iii) separate financial statements for each company are filed.

(b) Any face-amount certificate investment company may, however, file
consolidating statement which may include totally~held subsidiary companies,
except face-amount certificate investment companies, the inclusion of which
in consolidation is prohibited by the provisions set forth in paragraph (a).
Such consolidating statement shall set forth the individual statement of the
parent company and each other company or groups of similar other companies.,
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4o Affiliates., ~ The term "affiliate® means an ¥affiliated psrson®
as defined in section 2(a)(3) of the Investment Sompany Act of 1940. The
term “control" has the meaning given in section 2(1)(9) of that Act.

5. Qualified assets. - (a) FQ§§§§EEanios issuing face-amoynt certi-
ficates subsequent to December 31 under the provisions of section 28
of the Investment Company Act of"5925;‘tho term ¥ Ted assets® means
qualified investments as that term is defined in section 28(b) of the Act.
A statemsnt to that effect shall be made in the balance sheet.

(b) For other companies the term "qualified assets® means cash and
investments which such companies do maintain or are required, by applicabls
governing legal instruments, to maintain in respect of outstanding face-
amount certificates. State in a note to the balance sheet the nature of
the investments and other assets so maintained or required to be maintained
by such legal instruments. If the nature of the qualified assets and
amount thereof are not subject to the provisions of section 28 of the
Investment Company Act of 1940, a statement to that effect shall be made.

(¢) Loans to secutity holders may be included as a qualified asset
in an amount not in excess of certificate reserves carried on the books

of account in respect of each individual certificate upon which the loans
were made.

, 6. Valuation of qualified assets. — (a) The balance sheet shall
reflect all qualified assels at cost or amortized cost, whichever is
appropriate. Such basis shall be explained in a note which should also
state the policy followed in writing off or amortizing any premium in-
cluded in the cost of interest-bearing obligations. State, also, in an
appropriate manner the amount of each kind of investments acquired from
controlled companies and other affiliates, if material, during the period
covered by the profit and loss or income statement, and the method used
in determining the cost of any such invastments.

{b) Market value of securities shall be stated parenthetically,

(¢) Due consideration shall be given to evidence of probable loss
and, where evidence indicates an apparently permanent decline in under-
lying valus and earning power, recognition thereof shall be made by means
of an appropriate write-down or the establislment of an appropriate
reserve.

7. Certificate reserves. — (a) For companies issuing face-amount
certificates subsequent to December 31, 1940 under the provisions of
section <& of the lnvestment Company Act of 190, balance sheets shall
Teflect reserves ior outstanding certificates computed in accordance with
the provisions of section 28(a) of the Act.
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(b) For other companies, balance sheets shall reflect reserves for
outstanding certificates determined as follows:

(i) For certificates of the installment type, such amount which,
together with the lesser of future payments by certificate holders or
such portion thereof as is credited to the account of certificate holders
as and when accumulated at a rate not to exceed 33 per centum per annum
(or such other rate as may be appropriate under the circumstances of a
particular case) compounded annually, shall provide the minimum maturity
or face amount of the cartificate when due.

(1) For certificates of the fully paid type, such amount which,
as and when accumulated at a rate not to exceed 35 per centum per annum
(or such other rate as may be appropriate under the circumstances of a
particular case) compounded annually, shall provide the amount or amounts
payable when due.

(1i1) Such amount or accrual therefor, as shall have been credited
to the account of any certificate holder in the form of any credit, or
any dividend, or any interest in addition to the minimum maturity or face
amount specified in the certificate, plus any accumulations on any amount
so credited or accrued at rates required under the terms of the certificate.

(iv) A4n amount equal to all advance payments made by certificate
holders, plus any accumulations thereon at rates required under the terms
of the certificate.

(v) Amounts for other appropriate contingency reserves, for death
and disability benefits or for reinstatement rights on any certificate
providing for such benefits or rights.

8. Inapplicable captions. - Attention is directed to the provisions
of rules 3-02 and 3-03(a) which permit the omission of separate captions in
financial statements as to which the items and conditions are not present,
or the amounts involved are not material. However, amounts involving directors,
officers and affiljates shall nevertheless be separately set forth except
as otherwise specifically permitted under a particular caption.

Rule 6-~22. Balance Sheets.

Balance sheets filed under this rule shall comply with the following
provisionst

ASSETS AND OTHER DEBITS
QUALIFIED ASSETS
(See rule 6-21-5(a) and (b))

1. Cash and cash items. - State separately (a) cash on hand, demand

depogits, and time deposits; (b) call loans; and (¢) funds subject to
withdrawal restrictions.
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2. Dividends and interest receivable. - (a) Dividends shall not be
included before the ex-dividend date, nor unless payment is reasonably
assured by past experience, guaranty, or otherwise. No dividend shall
be included on stocks issued or assumed by the company and held by or for
it, whether held in its treasury, in sinking or other special funds,
or pledged as collateral,

(b) Interest due or accrumed on bonds, notes, deposits, loans, open
accounts, and other interest~bearing obligations owned, shall not be
included unless payment is reasonably assured by past experience, guaranty,
or otherwise., No interest shall be included on securities issued or
agsumed by the company and held by or for it, whether held in its treasury,
in sinking or other special funds, or pledged as collateral.

3. Notes receivable.

4e Accounts receivable.

5+ HReserves for doubtful receivables. = Notes and accounts receivable
known to be uncollectible shall be exciuded from the assets as well as from
any reserve account.

6. Investments in unaffiliated issuers. - See rule 6-21-6.

_ (a) Securities. - State separately investments in (i) United States
Government bonds and other obligations (including only direct obligations
of the United States Government); (ii) other bonds; and (iii) other securities.

(b) First mortgage loans on real estate. — State separately (i)
mortgages insured by an agency acting as an instramentality of the United
States Government; (ii) mortgages guaranteed by an agency acting as an
instrumentality of the United States Government; and (iii) other first
mortgages. There shall also be shown in an appropriate mamner (1) the
aggregate amount of self-amortizing mortgages, and (2) the amount of
mortgages in respect of which interest or principal payments are past
due for more than three months.

{c) Other mortgage loans on real estate. ~ Such classification shall
be used as is appropriate under the circumstances.

(&) Reserves for investments in unaffiliated issuers.

(e) There shall be shown in an appropriate manner the average gross
rates of return realized by the company, for each period for which profit
and loss or income statements are filed, on each class of investment shown
in this caption.
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7. Real estate owned. - State separately (a) real estate acquired
through foreclosure of mortgages; and (b) other real estate investments.

8. Reserve for real estate owned.

9. loans to certificate holders secured by certificate reserves., -
See rule 6-21-5(c).

10, Other qualified assets. - State separately (a) investments in
and advances to controlled companies and (b) other affiliates; (c) each
special fund of a material amount; (d) unamortized premium on mortgages;
and (e) any other material amounts. ‘

11. Total qualified assets. — State in a note the amount of qualified
assets on deposit classified as to general classes of assets and as to
general types of depositaries, such as banks and states, together with a
statemsent as to the purpose of the deposits.

OTHER ASSETS

12. Investments in unaffiliated issuers, not included in total of
caption 1l. - State separately each class ofiﬁlvestment.

13. Investments in and advances to affiliates. - State separately
investments in (a) controlled companies and (b) other affiliates. The
basis of determining the amount shall be explained in an appropriate
manner, ‘

14. Prepaid expenses and other deferred items. - State separately
any material items. OState in a note to this caption the provisions
which have been made to write off or amortize such items.

15. Other assets. — State separately (a) amounts due from directors
ard dfficers, and (b) any other item in excess of 5 percent of the amount
of all assets other than qualified assets.

LIABILITIES, CAPITAL SHARES AND SURPLUS
CERTIFICATE RESERVES AND CURRENT LIABILITIES

16. Certificate reserves. - State separately reserves for (a) certi-
ficates of the installment type; (b) certificates of the fully paid type;
(¢) advance payments; (d) additional amounts accrued for or credited to
the account of certificate holders in the form of any credit, dividend,
or interest in addition to the minimum maturity amount specified in the
certificate; and (e) other certificate reserves. State in an appropriate
manner the basis used in determining the reserves, including the rates
of interest of accumulation.

17. Current liabilities, exclusive of certificate reserve liabilities.

(a) Notes paysble. - State separately amounts payable within one year
(1) to banks and (ii) to others.
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(b) Accounts payable. - State separately (i) amounts payable for
purchase of securities and (ii) other accounts payable.

(¢) Accrued liabilities. - State separately (i) accrued salaries;
(ii) tax liability; (iii) interest; and (iv) any other material item. If
the total under this subcaption is not material, it may be stated as
one amount.

(d) Sundry liabilities of a current nature. - State separately (1)
dividends declared; (ii) serial bonds, notes and mortgages installments
and mortgages due within one year; (iii) total of current amounts due to
affiliates; (iv) total of current amounts due directors and offlcers, and
(v) other items of material amount.

18. Total certificate peserves and current liabilities.

OTHER LIABILITIES

19. Funded debt. - If any amount included herein will fall due within
one year, indicate such amount and explain in a note the reason for not
including such amount as a current liability.

20. Indebtedness to affiliates - Not current. - State separately
amounts due to (a) controlled companies, and (b) other affiliates.

21. Other long~term debt. = Indicate whether secured. State
separately (a} total of amounts due directors and officers; and (b) other
long-term debt, specifying any material item. State separately by
years, in the balance sheet or in a note therein referred to, total

amounts of respective maturities for the 5 years following the date of
the balance sheet,

22, Other liabilities. - State separately any amount in exdess of
10 percent of the total of liabilities other than certificate reserves, funded
debt, capital shares and surplus.

DEFERRED INCOME

23. Deferred income., - State separately each material item and
the basis of taking amounts reported under this caption into income.

RESERVES NOT SHOWN ELSEWHERE

24. Reserves not shown elsewhere. ~ State separately each major
class and indicate clearly its purpose.
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CAPITAL SHARES AND SURPLUS

25, Capital shares. - State for each class of shares {a) the title
of issue; !5; The number of shares authorized; and (c¢) the nuwiber of
shares outstanding end the capital share liability thereof. Show &lso
the dollar amount, if any, of capital shares subscribed but unissued,
and of subscriptions receivable thereon.

26. Surplus. - (a) Show the division of this item into (i) paid-in
surplus; (I§§23€Eer capital surplus; (iii) earned surplus.

(b) If undistributed earnings of subsidiaries are included, state
the amount thereof parenthetically, or otherwise. Due consideration
shall be given to the propriety of including any undistributed earnings
on which restrictions are imposed.

(¢) An amalysis of each surplus account setting forth the informa-
tion prescribed by rule 11-02 shall be given for each period for which a
profit and loss or income statement is filed, as a continuation of the
related profit and loss or income statement or in the form of a serarate
statement of surplus, and shall be referred to in the balance sheet.

Rule 6~23., Profit and loss or Income Statements. - Statements filed under
This rule shall comply with the following provisions:

INVESTMENT INCOME AND EXPENSES
(Including Servicing and Loading Income and Expenses)

1. Income, - (a) State separately (i) interest on mortgages; (ii)
interest on securities; (iii) cash dividends; (iv) rentals; and (v) other
investment income. If income from investments in or indebtedness of :
affiliates is included hereunder, such income shall be segregated under
an appropriate caption subdivided to show separately income from controlled
companies and from other affiliates.

(b) Due consideration shall be given to the propriety of treating
&3 income, dividends on stock acquired or disposed of during the perlod
of report.

(¢) Due consideration shall be given to the propriety of treating
extraordinary dividends as income. For the purpose of this rule the
term Mextraordinary dividends®™ shall mean (i) dividends which are krown
to have been declared out of sources other than current earnings or
earned surplus and (ii) dividends which are declared otherwise than out
of earnings of the current or preceding year and are abnormal in size
in relationship to the value of the securities upon which declared.
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(d) Dividends in arrears on preferred stock may not be treated as
income in an amount which exceeds an amount arrived at by applying the
stated dividend rate to the period during which the stock has been held,
provided, that, in computing the period held, periods of more than one-
half of a quarter-year may be treated as full quarter~years, if periods
of less than one~half of a quarter-year are not counted. Any such
dividends which are treated as income but which are applicable to periods
prior to the current fiscal year shall be included under caption 1(a)(v).

(e} Dividends by controlled companies may be treated as income only
to the extent that they are out of earnings subsequent to (i) the date of
acquisition or (ii) the effective date of a reorganisation or quasi-reorgani-
zation of the receiving company, if such date is subsequent to the date of
acquisition.

(f) Due consideraticn shall be given to the propriety of treating,
as income, interest received on investments which were in default when
acquired. Any such interest which may be treated as income shall not
be treated as ordinary interest income in an amount in excess of the amount
arrived at by applying the stated interest rate to the period of report, -
and any excess thereof shall be included under caption 1(a)(v) above. The
policy followed in accounting for such interest shall be stated in a note.

(g) Common stock received as a dividend on common stock of the same
issuer shall not be treated as income, and no amount shall be debited to
investments or credited to income or surplus at the time such dividend is
received.

(h) State as to any non-cash dividends, other than stock dividends
referred to in paragraph (g), and as to preferred stock received as 2 stock
dividend, the basis on which taken up as income. If any such dividends
received from controlled companies have been credited to irncome in an
amount different from that charged to income or earned surplus by the
disbursing company, state the amount of such difference and explain.

(i) sState separately each category of cther investment income repre-
senting more than 5 percent of ths tohtal of such income shown under caption
1(a)(v).

(j) Dividends and interest applicable to an issuer's own securities
held in its treasury or its sinking or other special funds shall not be
treated as income.

(2) Service fees on certificate installment payments. - State in
a note the basis on which taken up as income.

(3) Iloading credits on certificate installments. ~ State separately
(a) the portion of initial loading credits applicable to the current year,
and (b) other loading nredlts. State in a note the hasis on which taken up
as income,
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(4) Other income. - State separately each material item.

5. Total invegtment income,

6. Investment expenses. - State separately each category of expense
representing more than 5 percent of the total expense. There shall also
be shown in an appropriate manner, (a) the amcunt of management, service
and other fees to unaffiliated persons; (b) the amount of management,
gervice and other fees to affilisted persons, indicating in a note or
otherwise (i) the name of each such person accounting for 10 percent or
more of the total under this subcaption, (ii) the nature of the affiliation
between the company and each such person, (iii) the amount applicable to
each such person, and (iv) the basis and methods of computing management
or service fees; and (c) other expenses within the person's own organization
in connection with research, selection, and supervision of investments. ‘
State in a note referred to under this item the basis and methods of
computing management, service and other fees and if none was incurred for
the period of report, the reason therefor. If any of the expenses were
paid otherwise than in cash, state the details in a note referred to
under this caption. a

7. Taxes. - The amount included under this caption shall represent
taxes (other than taxes on income) applicable to investment incoms,

8. Interest and debt discount and expense. - State separately (a)
interest on funded debt; (b) amortization of debt discount and expense
or premivm; and (c) other interest. '

9. Total investment expenses.

10, Investment income less investment expenses.

11l. Provision for certificate reserves. - State separately provision for
additional credits, or any dividends, or any interests, in addition to the
minirmum maturity or face amount specified in the certificates. State also
in an appropriate manner reserve recoveries from surrenders or other causes.

12, Net investment income less provision for certificate reserves.

OTHER INCOME AND EXPENSES

13. Income from other operations. - State separately, with explanation,
any material amounts, designating clearly the nature of the transactions out
of which the items arose. Income from operations with affiliated companies
shall be stated separately. Realiszed gain or loss on sale or mortgage
loans on real estate shall be included under this caption, provided, such
sales are part of the ordinary and recurring operations of the business.
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14. Expenses applicable to income from other operations. - State
separately, With an explanation, any material amounts. information
comparable to that required under caption 6 of this rule shall be given
for items shown under this caption.

15. Net income from other operations.

16. Net investment income and net income from other operations
before realized gain or loss on investments.

GAIN OR LOSS ON INVESTMENTS

17. Realized gain or loss on sales of investments. - (a) State in
an appropriate manner the aggregate cost, aggregate proceeds, and net gain
or loss from sales of each of the following classes of investments; (1)
investments in securities of affiliates; (ii) investments in other securities,
showing United States Govermment bonds and other direct government obliga-
tions separately; and (iii) other investments, exclusive of gain or loss
on sale of mortgage loans on real estate. See text under caption 13 above.

(b) Transactions in shares of the person for which the statement is
filed shall not be included here.

(c) State in a note the aggregate cost of securities acquired
during the period, showing separately (i) United States Government bonds
and other direct government obligations; (ii) other securities; and
(iii) mortgages on real estate.

(d) State the basis followed in determining the cost of investuents
sold. If a basis other than average cost is used, state, if practicable,
the gain or loss computed on the basis of average cost.

18. Realized gain or loss on other transactions. = (a) Include under
this caption exchanges of investments. Show Lhe aggregate cost of the
investments released, stating, as to interest-bearing obligations, prin-
cipal and interest separately and, as to the proceeds of the exchanges,
the aggregate amount at which the investments acquired were recorded in
the accounts.

(b) Include also under caption any write-downs reguired by rule 6-21-6,

Show the aggregate cost and the aggregate adgusted cost of the inxastments
involved.

19. Net income before provision for income taxes.
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20. Provision for taxes on income. - State separately (a) Federal
income taxes, and (b) other income taxes.

21l. Net income or.lcss. - The amount included under this caption
shall be carried to the related subdivision of surplus.

Rule 6-24. What schedules are to be Filed.

(a) Except as otherwise expressly provided in the applicable forms:

(1) The schedules specified below in this rule as schedules I, V, XI,
XII, and XIII shall be filed as of the date of the most recent balance
sheet filed for each person and for each group for which separate statements
are filed. Suoh schedules shall be certified if the related balance sheet
is certified.

(2) All other schedules specified below in this rule shall be filed
for each period for which a profit and loss or income statement is filed,
except as indicated below for schedules III and IV. Such schedules shall
be certified if the related profit and loss or income statement is certified.

(b) The information required in schedules for the registrant, for
the consolidated subsidiaries and for the registrant and its subsidiaries
consolidated may be presented in the form of a single schedule, provided,
that items pertaining to the registrant and to each consolidated subsidiary
or group for which separate statements are required are separately shown
and that such single schedule affords a properly summarized presentation
of the facts.

(¢) If the information required by any schedules (including the
notes thereto) may be shown in the statements required by rule 6-22 and
6-23 without making such statements unclear or confusing, that procedure
may be followed and the schedule omitted.

(d) Reference to the schedules shall be made4against the appropriate
captions of the balance sheet and the profit and loss or income statement.

A. INVESTMENT SCHEDULES
Schedule 1. Intestment in securities of unaffilisted issuers.

The schedule prescribed by rule 12-35 shall be filed in support of
captions 6(a) and 12 of each balance sheet. Separate schedules shall be
furnished in support of each caption, if applicable, ‘
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Schedule II. Investments in and advances to affiliates and income thereon.

The schedule prescribed by rule 12-36 shall be filed in support of
captions 10 and 13 of each balance sheet and caption 1l(a) of each profit
and loss or income statement. Separate schedules shall be furnished in
support of each caption, if applicable.

Schedule III. Mortgage loans on real estate and interest earned on
mortgages.

The schedule prescribed by rule 12-37 shall be filed in support of
captions 6(b) and (¢) and 12 of each balance sheet and caption 1(a)(i)
of each profit and loss or income statement, except that only the infor-
mation required by colum G and note 8 of the schedule need be
furnished in support of profit and loss or income statements for years
for which related balance sheets are not required.

Schedule IV. Real estate owned and rental income.

The schedule prescribed by rule 12-38 shall be filed in support of
captions 7 and 12 of each balance sheet and caption 1(a)(iv) of each
profit and loss or income statement for rental income included therein,
except that only the information required by columns H, I, and J, and
item "Rent from properties sold during the period® and note 4 of the
schedule need be furnished in support of profit and loss or income state-
ments for years for which related balance sheets are not required.

B. MISCELLANEOUS SCHEDULES
Schedule V, Qualified assets on deposit.

The schedule prescribed by rule 12-41 shall be filed in support of
note required by caption 11 of rule 6~22 as to total amount of qualified
assets on deposit.

Schedule VI. Amounts due from directors and officers.

The schedule prescribed by rule 12-03 shall be filed with respect
to each person among the directors and officers from whom any amount was
owed at any time during the period for which related profit and loss or
income statements are filed. The schedule shall include also amounts
due from employees. These amounts may be shown in an aggregate amount
setting forth separately the amount due (1) from office employees and
(2) sales employees, stating the total number of employees in each class.

State if an exemption has been granted by the Commission with respect to
amounts included in this schedule.

Schedule VII. Indebtedness to affiliates -~ Not current.

The schedule prescribed by rule 12~1l1 shall be filed in support of
caption 20 of each balance sheet. This schedule and schedule II may be
combined if desired.
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- Schedule VITI. Supplementary profit and loss information.

The schedule prescribed by rule 12-39 shall be filed in support of
each profit and loss or income statement.

C. RESERVE SCHEDULES

Schedule IX, Certificate reserves.

The schedule prescribed by rule 12-40 shall be filed in support of
caption 16 of each balance sheet.

Schedule X. Reserves - Other.

The schedule prescribed by rule 12-13 shall be filed in supprort of all
other reserves included in the balance sheet.

D, CAPITAL SECURITIES

Schedule XI. Funded debt.

The schedule prescribed by rule 12-10 shall be filed in support of
caption 19 of each balance sheet.

Schedule XII. Capital shares.

The schedule prescribed by rule 12-14 shall be filed in support of
caption 25 of each balance sheet.

Schedule XTIT. Other securities.

Schedules shall be filed in respect of any classes of securities
issued by the person for whom the statement is filed, but not included in
schedules Xi and XIT. As to guarantees of securities of otler issuers,
furnish the information required by rule 12-12. As to warrants or rights
granted by the person for whom the statement is filed, to suoscribe for
or purchase securities to be issued by such person, furnish the informa-
tion called for by rule 12-15. As %o any other securities, furnish
information comparable to that called for by rules 12-10, 12-12, 12-14
or 12-15, as appropriate. Information need not be set forth, however,
as to notes, drafts, bills of exchange or bankers' acceptances having a
maturity at the time of issuance of less than one year. V
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