MALIK

LAW GROUP

The Investment Company Act of 1940:
Investment Company Registration And The Exclusions Therein

The Investment Company Act of 1940 (“ICA’40”) defines an investment company as, among other things,
an issuer that “is or holds itself our as being engaged primarily... in the business of investing, reinvesting,
or trading securities. A standard U.S. investment limited partnership or “hedge fund,” engages in that
business, but avoids most of the regulations applicable to investment companies by relying on the
exclusions from the definition of “investment company” in ICA"40 Sections 3(c)(1) and 3(c)(7).

An investment company that does not qualify for an exclusion from the definition of “investment company”
may not offer or sell a security in the U.S. unless the company is registered under ICA’40 Section 8. A
registered investment company (i.e., mutual fund) is subject to technical, complex, and extensive
substantive regulation of its activities.

3(c)(1) Exception

ICA’40 section 3(c)(1) excludes any pooled investment vehicle from the definition of an investment
company and thus does not require registration of such vehicle if it is not beneficially owned by more than
100 investors, and does not make or propose to make a public offering of its securities. Vehicles relying
on this exclusion are commonly called “3(c)(1) Funds.”

3(c)(7) Exception

ICA’40 section 3(c)(7) excludes any pooled investment vehicle from the definition of an investment
company and thus does not require registration of such vehicle if all of the beneficial owners of its
outstanding securities are “qualified purchasers,” and does not make or propose to make a public
offering of its securities. A qualified purchaser is defined by the ICA’40 as a natural person with a net
worth of $5 million or an institution with a net worth of $25 million. Vehicles relying on this exclusion are
commonly called “3(c)(7) Funds.”
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