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TIMELIME ©OF BANE SECURITIES ACTIVITIES

The following iz a chronology of developments atfecting bank

securities activities. In addition to such developments, the
timeline includes some important historical developmaents in the
gecurities market generzlly.l/

1875

The Supreme Court holds that the Naticonal RBank Act ("NBAY;
impliedly prohibits banks {rom engaging in stock Lrading and,
therefore, bars naticnal banks from buying and =selling
corporate securities for profit in the ordinary course of
business. First National Bank v, Hational Exchange Bank,r 52
U.8. 122 (1875). Howaver, the prohibitions are not helfl to
affect purchases resulting from ordinary bank transacthqns.
Id. at 128; see also National Bank v. Case, 99 U.5. &29
f1879) .

The Suprems court holds that national banks can only exercige
powers expressly granted by the NBA, or such incidental powsrs
A8 are nacessary Lo carry on the business of banking. Logan
County National Bank v. Townsend, 13% U.5. &7 (18%1;.
Applying this principle, the Supreme Court subsequently
determines that a natiomal kank does not have the power to
purchase the stock of another corporation or otherwise deal
in such stock. California Natienal Bank v. Kenneds, 167 1.5,
162 (1BB7;.

Some courts interpret the NBA's language -- "by discounting
and negotiating promissory notes... and other evidences of
debt™ -- more broadly to include an implied power for national

banks rta invest in state, municipal, and corporate bonds.

In compiling this timeline, an attompt war made to address
some of the major Jdevelopments affecting bank securities
activities. However, the timeline may not be comprehensive.
This Cimeline covers developments through May 4, 1994,

Sources for this timeline include the following: Fein,
Melanie L. and Schonfeld, Victoeria E., "Mutual Fund Activities
of Bankg, ™ Prentice Hall Law & Business, Englewood Cliffs, HNew
Jergey (1993); Pitt, Harvey L., Mileg, David M. and Ain,
Anthony, "The Law of Financial Services," (Vol. 1}, Prentice
Hall Law & Businegs, Clifton, New Jersey (19292-1 Supplement);
1Seventh Annual Institute: Securities Activities of Banks, "
Fitzgerald, Richard V., Goelzer, Daniel L., and Levengon, aAlan
B., Co-Chairmen, Prentice Hall Law & Business, "Clifton, Hew

_Jersey (1887).
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1802-

1503

1912

1515

First National Bank v. Bennington, % F. Cag. 97 (C.C.D. Vo,
1872) {No. £807); Newport Naticnal Bank v. Newport Board of
Education, 114 Ky. B7, 70 S.W. 186 (1902).

The Comptreoller concludes that, while national banks can hold
bonds and participate in kond flotations, the NBA doces not
permit national banks to participate in the underwriting and

distributieon of eguity securities. See 2 F. Redlich, the
"Molding of American Banking -- Men and Ideas® 389 (1951).
03

Naticnal banks begin using securities affiliates chartered
under state law to engage in activities prohibited under the
Comptroller’'s 1902 ruling. The affiliates are not subject Lo
federal regulation and engage 1n a wide range of gecurities
activities, including the underwriting of corporate stolk.
The first securities affiliate is formed by the First Naticnal
Bank of Chicago.

OCC adopts an interprefation of the NBA that permitcs
national banks to invest in state, municipal, and corporate
bonds. The Comptroller also permits national banks co
participate in the distribution of and to deal in other new
securities Lo Che extent that national banks are permitted to
invest in such securities for their own accounts. See 1502
Annual Report of the Comptroller of the Currency at £-9.

Congress establighes the Pujo Committee to recommend changes
in the monetary and banking system to prevent banking panics
such ag occurred in 1907. The Committee concludez that
purchases and sales of eguity securities by national banks
are iliegal and should be prchibited. See generally United
SEtates v, Morgan, 118 F. Supp. 621, 635-50 (S.D.N.Y. 1953).

No action is taken on the recommendation of the Pujo Committee
te limit the underwriting activities of national bankg.

Federal Reserve Board promulgates EREegulaction F, which
autheorizes national banks to exercise trust powers to the same
extent as state banks, 1 Fed. Res. Bull. 43 (1%15%}.



1920

1924

1925

1527

The Federal Reserve Board rtacitly endorses the legality of
bank securities affiliates by permitting state-chartered banks
and trust companieg o become memberg of the Federal Reserve
Syatem without reguiring them to divest such affiliates.

At thisg time, =some 750 commercial bankszs are affiliated with
securities companieg. See S.E. Kennedy, "The Banking Crisis
of 1933" 111 (1973},

The Comptrollexr voices concern over the investment activities
of national banks and the close connection hetwsen the
securities affiliates and the banks. See Comptroller of the
Currency, Anmual Report 55 (1%20).

1
First U.S5. open-end investment company ("mutual tund"T is
organized. Sse SEC, Investment Trusts and Investpent
Companies, H.R. Doc. No, 27%, 76th Cong., lst Zess., pt. 1,
101 (1939}).

Senator Glass challenges the authority of the naticnal banks’
gecurity affiliates under the NBA during committee hearings
on legislation leading to enactment of the McFadden dAct. ESee
Hearings on the Consgplidation of the National Banking
Aggociation Before the Senate Comm. on Banking and Currency,
5. 33216, 68th Cong. 2d Sess. 111 (1925} .

First common trust fund is established.

McFadden Act iz passed. The legislation recognizes and
authorizes the practice of national banks engaging in the
buying and selling of securities instead of granting national
banks & new power. See No. 83, £9 (Cong., 1St Sess., 2-4
(1926) : Ho. 473 (March 2%, 1966, &£-7). Congress also modifies
existing law by giving the Comptreller authority to determine
the types of securitleg that naticnal banks are permitted to
underwrite, See Act of Feb. 25, 1927, ch. 191, & 2(kh)l, 44
Stat. 1224, 1226 [(codified a= amended at 12 U.5.C. 5§
24 (Seventh) ).

The affiliate system of naricnal banks continues after the
passage of the McFadden Act.
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1530

193%Z-

Stock market cgllapses and thougsands of banks fail prompting
Congressional hearings on  the involvement of banks in
Securities activities. Senator Glass charges that banks had
evaded the prohibitions of the NBA through their securities
affiliates.

By this date, securities affiliates are sponscring 54.4% of
all new securities issues. {See Banking Crisis at 212).
Banks and bank affiliates also claim a 61% market share of new
bond issue participations. See E, J. Perkinsg, The Divorce of

Commercial and Investment Banking, 88 Banking L.J. 483 at 495,
527 (1971]).

. -I..
34 ' e

T,

Banking crisis results in declaration of a bank heoliday in
March 1933. The bank holiday, combined wicth revelations in
the Pecora hearings investigating the investment and
comuercial banking businesses, galvanizes support for reform
wf the banking structure.

Congress enacts the Banking Act of 1933, which incliudes
provisions applicable to bank securities activities commonly
known as the "Glass-Steagall Act." The Glass-Steagall Act
confirms that banks, subject to limited exceptions, may not
engage directly in investment banking activities, and also
makes it illegal for national and member banks to affiliate
with organizations "principally engaged" in such activities,

Congress, in order to promote bank depositor confidence in the
banking system, establishes a program of federal deposit
insurance. Act of June 16, 1933, ch, 89, § 8, 46 Stabt. 1&2,
168-80 {codified as amended at 12 U.S.C. §§ 1811 - 1832); see
H.R, Rep. No. 150, 73d Cong., 1st Sess. 5-7 (1833}); &. Rep.
No. 77, 73d Cong., 1St Sess. 12 {1933).

Congress, in order to promote investor confidence in the
securities markets, enacts the Securities &Act of 1933
{"Securities Act"]) and the Securities Exchange Act of 1934
{"Exchangs Act"). Congress excludes Dbanks from most
provisions of the federal securities laws.

The Securities and Exchange Commission ("Commission"} is
sgtablished.
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133¢g
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1338

Congress directs the Conmissgion to conduck a study of
investment companies.

The Comptroller expresses the opinion that national banks can
purchase and sell securities only for existing customers of
the bank and have to receive prior payment or have assgsets of
the customer on hand to cover the transaction. Transactlons
are to bhe taken as accommodations to bhe existing customers,
and compengation is limiced to the fair cost of handling the
transaction. Zee 1 Bull. of the Comptrollex of the Currency,
No., 2, at 2-3 (0ct. 26, 1836) {These views were codified in
paragraph 220 of the Comptreller s first Digest of Opinions
in 1948) . 1

-y

Second {ircuit rules that a common trust fund 1M, an
"association" for federal income tax purposes and, thus,
subject teo corporate ingome tax, Brogklyn Trust Company v.
Commissioner of Internal Revenue, 80 F.2d 865 (2d Cir.), gert
denied, 288 7.8, &5% {193&).

Congress, in response to requests by the banking industry,
amands the Internal Revenue Code bo grant, subject to certain
conditions, tax-axempt Statusg to common trust funds maintained
by kanks. Internal Revenue Code of 1936, ch. &30 § 169, a3
Stat. 1708 {193q).

Federal Reserve Board, in order to implement 1536 amendments
to the Internal Revenue Code, amends Requlation F to authorize
banks to commingle in common trust funds the assets of pre-
existing individueal trusts created for fiduciary purposes.
Z Fed. Reg. 2976 {1937).

Congress enacts the Maloney Act, which provides for the
registration of national securities associations.

National Association of Securities Dealers ("NASD") 1is
established and <over-the-counter securities brokers and
dealers are subjected to a regulatory and superviscory scheme.

The Commission submits the first wvolume of its report to
Congress on investment companies. H.R. Doc. No. 797, 75th
Cong., 3d Sess. (1938).
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1942

1955

195¢

1453

The Commissiocn submits additional wvolumes of its report to
Conaress regarding investment companiesgs and common  trust
funds. H.E. Doc. Nos. 70, 279, 380, 76th Cong. 1st Sess.
{1%33);: H.R. Doc. Nosg. 476, 477, 76th Cong., 2d Sess. {1239).

Congress enacts Investment Company Act of 1840 ("ICA") and
Investment Advigers Act of 1940 (“Ibka"). ICE exempts
commercial banks from its provigicons, in that it does not
apply the investment company limitations to "{alny bank," to
"any common trust fund or similar fund maintained by a bank
exclusively for the collective irnvestment and reinvegtment of
money contributed thereto by the bank in its capacity as a
trustee, executor, adminigtrator or guardian or tg ~any
collective investment funds." 15 U.S.C, & 80a-3{¢} {3}, "The
IA2 excludes banks from the definition of investment adviser,
Banks that provide investment advice, therefore, are not
required to register or comply with the ITAA. 15 U.5.C. § 80b-
2fa) (11} .

Federal Reserve Board rules that banks may ohly invest bona
fide fiduciary accounts in common trust funds; that banks may
not use or npromote common trusat funds as investment funds.
26 Fed. Reg. Bull. 353 {(1%40}; mee alse 41 Fed. Res. Bull. 142
{1955) and 42 Fed. Res. Bull. 228 (1%56}.

Congress revises tax treatment of regulated investment
companies. Intexrnal Revenue Act of 1942, 56 Stac. 878 (1942).

Federal Resesrve Board permits banks to invest assets of tax
qualified employee benefit plans collectively. Zee Collective
Inwvesdtnent Truzt Funds, 20 Fed. Reg. 3305 (1955}.

Congress enacts the Bank Holding Company Act ("BHCA"} (12
U.S5.C. §§ 1B41-1850), which gemerally requires bank holding
companies and ctheir subsiidiaries to limit their activities to
banking activities or to activities that are closely related
to banking,

Supreme Court holds that the Commigsion has autﬁority Lo treakt
a variable life insurance contract as a security within the

&
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1943

meaning of the Securities Act. SFEC v. Variable Life Insurance
Company of America, 359 U.8. &5 (195%) [("WALIC'}.

Congress tranafers the authority to  issue regulations
governing the exercise of fiduciary powers by national banks
from the Federal Eeserve Board to the 0CC. Zee Act of Sept.
28, 19&2, Pub. L. E7-7Z2 § 1, 75 IZtat. £68 (codified as
amended at 12 U.5.C. § 92a) .

Commission completes a Congressionaliy-mandated Special Study
of the Securities Markets {"Special Study") undertaken in
1861. {Pub. L. No. B7-156, 75 Stat. 465 {1961)). The Special
Study discovers from the regults of one of its guestionnaires
that bank securities constitute a significant segment pf the
over-the-counter market in the early 1960s. The CommiBsion
recommends in the Special Study that banks be included in the
statutory pattern of federal securities regulation. This
recommendation leads to the enactment of the Securities Acts
Amendments of 1964, which, among other things, adds section
12{i) to the Exchange Act. See BEL, Report of Special Study
of Securities Markets, H.R. Dog¢. No. 95, 88tch Cong., 1st Sess.
36 {1963).

Commission detéermines that common trust funds may not rely on
federal zecurities law exemptions applicable o banks if the
funds uge or are promoted by "vehicles for general investment
by the public." Therefore, if a common trust fund is
advertised, it may not be exempted under the federal
securities laws. See, ICA Release No. 3648 [(Mar. 11, 1963);
ses also, Bankecal Capital Management Corp., SEC No-Action
Letter {awvail. Dec. 4, 1974}.

QCC’'s Digest of Opinigns is superseded by the Comptrollex's
Manual for Natiognal Banks and all provisicns limiting the

securities brokerage activities of naticnal banks are deleted.

OCC adopts trust regulations {12 CFR Part %) that liberalize
common trust fund requirements for national banks. Regulation
9, among other things, eliminates the reguirement of a "true
fiduciary purpose™ for accountsg participating in common trust
funds. 28 Fed. Reg. 3309 (1963).

QCC and the Commission participate in Congressiconal hearings
on hank common trust funds.
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1968

1874

1571

1972

Citibank establishes common trust fund consisting of managing
agency accounts, and registers i1t as an investment company
with the Commission. In_the Matter of First National Caty
Bank {Commingled Investment Account) 42 SEC 924 (19860 .

The Commission publishes "A Report on the Public Policy
Implications of Mutual Fund Growth.*

Fifth Circuit holds that a national bank does not have
autherity to operate a general 1life and casualty insurance
agency; that the grant of insurance agency powers in the NEA
{12 U.8.C. § 92) implieciily prohibits national banks not
located in small teowns from gelling fire, 1ife, or other
general insurance. Saxon v. rgig A iation of Ins nce
Agents, 399 F.2d 1010 (5th Cir. 1968). =

Congress enacts Investment Company Act amandments of 1970,
which, among other things, exempt collective investment funds
for tax-qualified corporate-sponsored employee benefit plans
and H.R. 10 plans from the requirements of the Act. gee ICAE
amendments of 1970, Pub. L. No, 21-%47; 84 2tat. 1413
(codified as amended at 15 U.5.C. § BOa-3(c}{ll)}. Congress
aleo amends the Securities Act to create a statutory exemption
for interests in cellective investment funds for corporate-
spongored plans, but not for inpterests in collective
investment funds for H.E. 10 plans {codified as amended at 15
U.S.C. § T7cia) {2)).

Supreme Court holds that a national bank is prohibited under
£& 16 and 21 of the Glass-SBteagall Act from sponseoring,
underwriting or distributing the shares of an open-end

investment company. Investment Company Institute v, Camp, 401
.8, 617 (1971).

First "index" fund is established,

Firast money market mutual fund is introduced.

Federal Reserve Board amends Regulation Y to forbid a bhank
holding company to sponsor, organize, or control a mutual
fund. However, the Board rules that a bank holding company
may act ag an investment adviger and sponsor to closed-end

g



1974

1375

investment companies. The Supreme Court will later uphold the
Board’'s rulina in Beoard of Governors v. Investment Company
Institure, 450 U.3. 46 {1981} [(Sge Timeline 19910 .

Congress enacts the Employee Retirement Income Security Act

af 1974 ("ERISA"), which amends the Internal Revenue Code to
authorize investments 1in  Individual ERetirement Accounts
{"IrRAs"). Pub. L. No. 93-4406, 88 Stat. 829 (codified at 29

U.5.C. &% 1001-14€1).

Fedaral Heserve Board takes position that, in view of the
potential conflicts of interest, a bank holding company should
ook : {1} purchase fox its own account securicies of a fund
advisea by a non-bank holding company subsidiary, or (2)
purchase 1in itfs sole discretion any such securities -in a
fiduciary capacity {including as managing agent}. _ Ted.
Banking L. Rep. (CCH) % 96,202 (Mar. 8, 1974). .

Commission solicits public comment on a wvariety of bank-
sponscrad investment services that are comparable to services
offered by broker-dealers, investment advigers and investment
companies, but generally are not subject te regulation under
the federal gecurities laws. The Commission sesks comment to
provide the factual basis on which to determine whether
existing regulaticons governing bank equity security investment
services are adsquate to protect the interests of investors.
SEC Release Nos. 5491, 10,761, 8336 and 409 (April 30, 1974).

OCC rejects its longstanding interpretation that the Glass-
Steagall act prohibits hkbanks from engaging in brokerage
activities beyond ctraditional accommodation sgervices for
existing customers. Stating that "the ‘accommodation’ concept
is net contained in the statute and we now believe the
...learlier] opinions Lo be erronecus," the COCC authorizes
national banks to offer automatic investment service {("AIS")
programs to the public. Letter from James E. Smith,
Comptroller of the Currency, to G. Duane Vieth, Fed. Banking
L. Rep. {CCH) § 96,272 {(June 10, 1974}.

Congress enacts Securities Law Amendments of 1975 including,
inter alia, requirements for the registration and regulation
of transfer agents, clearing agencies, and municipal
securities brokers and dealers, and establishing a national
market system. As a result of these amendments, bank transfer
agents and municipal securities dealers become subject to a
federal securities law regulatory scheme with respect to their
activities, with shared jurisdiction wvested -both in the
Commission and the bank regulatory agencies. A

S
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1978

Commission staff determines that a bank collective trust fund
that includes assets of individual retirement accounts mast
register as an investment company. See Contineptal Tllinois
Natignal Bank and Trugt Company of Chicago {pub. avail. April
28, 1975), recongideration denied (pub. avail. Jan. 1%, 1876).

Congress recognizes that collective trust funds for IRAs are
not excepted from the provisions of the securities laws. See
Subcomm. on Securities of the Zenate Comm. on Banking, Housing
and Urkan Affairs, "Study Outline: The Securities ACctivities
of Commercial Banks," 94th Cong., 18t Sess. 13 (1875) .

Federal Reserve Board issues a study that concludes that the
private placement of all types of debt or equity securities
directly by a bank does not violate sections 16 and 21 of sthe
3lass Steagall Act. In particular, the Bgard's  sStaff
concludes that such activity is not "underwriting"™. for
purpoaes  of the Glass-Steagall Act  because the term
"underwriting" in the Glass-Steagall 2act connotes a public
offering of securities and a private placement does not
involve a puklic offering. See "Federal Reserve Board Staff
Study, Commercial Bank Private Placement Activities" (June
1977).

The Commission ilssues a Report on Bank Securities Activities
{"Bank Study"} that recommends the enactment of legislation
that would reguire the federal banking agenciles to: (1) adopt
and enforce, in comsultation with the Commission, specific
rules governing the conduct of banks engaged in securities
activitieg, with a mandate to provide investor protection; (2)
ensure that bank employees and examiners receive training in
rhe securitiez laws and practices; {(3) congult regularly with
the Commission regarding thelr sSecurities examination
programs, and {(4) advise the Cormission of actual or potential
viclations of federal securities laws. Sge "Report on Bank
Securities Activities of the Securities and Exchange
Commissien Pursuant to Secticon 11A of the Securities and
Exchange Act of 1934" (P.L. 94-29}, August 1977,

OCC authorizes a national bank to s8=211 mortgage-backed
gecurities. The bank may sell participations in a poel of the
bank’s mortgages to institutional investors through the
issuance of pass-through certificates. Letter of Robert
Bloom, Acting Comptroller of the Currency , reprinted in Fed.
Banking L. Rep. (CCH) § %7,093 (Mar. 29, 1977).

Federal Reserve Board authorizes bank holdlng companles Lo
engage in underwriting of bank-eligible securities. United

10
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1981

Bancorp, Inc., 64 Fed. Res. Bull. 222 (1578); gee algo Steppe.
Inc., &4 Fed. Res. Bull. 223-24. (1978).

- approves the sgale by a national bank of a pool of
conventional mortgages through the izsuance of pass-through
certificates, and the marketing by bhank employees of the
certificates in private placements. OCC Interpretive Letter
No. 25, reprinted in Fed. Banking L. Rep. {(CCH} 9 85,100 (Feb.
14, 1974).

In response ko the Commission’s Bank Study, the Eederal
banking regulators adopt limiced recordkeeping and
confirmation requirements 1in connection with securities

transactions effected by banks for their customers. {12 CFR
58 12.1-7 {0OCC); 208.8{k) (Federal Reserve Board); 344.4-7
{FDIC)) 2ee 44 Fed. Reg. 43,254 ({127%) (The _ dther

recommendations of the bank study were not implemented)™.

Commission scaff concludes bthat kbank common trust funds faor
1IRA assets generally must be registered under the ICA. See
2.g9., Millikin Naticnal Bank of Decatur [(pub. avail. Mar. 31,
1979} ; First National Bank of Peoria (pub. avail. aug, 4,
1979} .

Federal Regerve Board determines that the restrictions of the
Glass-Steagall Act against wunderwriting and dealing in
gecurities do not apply to commercial paper because comuercial
paper is not a security within the meaning of the Act. Board
of Governors, "Statement Regarding Determination Hot to
Initiate Enforcement action.™ {(Sept. 26, 19B0).

Federal Reserve Board issues a policy statement setting forth
guidelines under which state member bankse ma conduct
commexcial paper activities. (Board of Governors, "Policy
Statement Concerning the Sale of Commercial Paper by 5State
Member Banks," 46 Fed. Reg. 29,333 (19811). A.G. Becker and
the Securities Industry Associaticon {"SIA") sue the Federal
Reserve in U.S. District Court, secking to overturn the
Board’'s commercial paper ruling; the court enters SuWmary
judgment on behalf of plaintiffs, concluding that Congress had
intended to include instruments such as commercial paper
within the Glass-Steagall Act’s prohibikions. A,.G. Becker,
Inc. v. Board of Governors of the Federal Reserwve System, 519
F. Bupp. 602 (D.D.C. 1%81}. The D.C. Circuit reverses the
court’s holding, 639 F.2d 136 (D.C. Cir. 1982}. {See Timeline
1282} ; the U.S, Supreme Court reverses the D.C. Circuit, 8§Ia

11
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v, Bosrd of Governcrs gof the Federal kRegserve System, 468 U_S.
137 (1984) {Bee Timeline 1984).

U.5. Supreme Court holds chat the prohibitions of Glass-
Steagall Act do not prohibit a bank or bank holding company
from zerving as investment adviser to a clesed-end investment

company. Board of Governorg v. Investment Company Institute,
450 U.5. 45 (1881).

OCC approves a national bank providing advisory services in
conneciion with a private placement of an industrial revenue
pond issue. OCC Interpretive Letter No. 212, Fed. BRanking L.
Rep. (CCH) Y 85,293 {July Z, 1981).

Congress enacts legiglation directing the Depository
Institutions Deregulation Committee to create a new instred
deponsit account directly equivalent to and competicive*with
money market funds.

D.C. Circuit ruies that the Federal Reserve was within its
authority to permit a bank to act as agent in the sale of
commercial paper. Accoxrding to the D.C. Circuir, commercial
paper has the ctraditional characteristics of a commercial
loan, and commercial paper placement does not give rise to the
hazards the Glass-Steagall Act was designed to prevent., A.G.
Becker, Ingc. v, Bpard of vernprs of the F ral Eeserve
System, €39 F.2d 136 (D.C. Cir. 1982). The 1.5. Supreme Court
reverses the D,.C, Circui* ruling in 81a v. Board of Governor

of the Federal Reserve System, 468 U.S5. 137 (1984} (See
Timeline 1984} .

Cammission issues ne-action letter stating that a chrift may
not be required fLo register a separate broker-dealer if it
enters into a "networking" arrangement with a registered
broker-dealer under which the broker-dealer conkracts to
perform securities activities in a segregated area of the
thrift, provided that the arrangement is fully subject to the
securities laws, that adequate measures are taken Lo make it
clear that the broker-dealer and not the thrift is cffering
the service, and the Commigsion and SR0Os are permitted to
ingpect Che area where the services are offered. Letter dated
July &, 18982, from Jeffrey L. Steele, Associate Director,
Divisicon of Market Regulation, to Savings Asgociation
Investment Securities, Inc. {(later known as INVEST, a service
of ISFA Corporation) .

FDIC issues a paolicy statement, which concludes that the
gecurities activities of a bona fide subsidiary ¢f an ingured
nonmember bank are not prohibited by the Glasz-$S$teagall Act.
Statement of Policy on the Applicability of Glass-Steagall Act

12
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toc Securitilies of Insured Non-Member Banksgs, FDIC News Release
PR-72-82 {Sept. 3, 15882), 47 Fed. Reg., 28,284 (1982).

OCC rules that a national bank may offer discount brokerage
services bhrough an operating subsidiary without wialating
the Glass-Steagall hct. The QUC noktes that although Section
15 of Glass-Steagall Act specifically prchibits purchases and
sales of stock by banks acting as prinecipal, the Act on its
face permits those securities purchases and sales for
customers in which the bank acis in the capacity of agent.
See Decigion of the Comptroller of the Currency on  the
Application of Security Pacific Maticonal Bank to establish an
Operating Subsidiary, reprinted in Fed. Banking L. Rep. (CCH)
{ 59,284 (August 26, 1982).

OCC authorizes Citibank to establish and underwrite shares of
a common trust fund comprised of commingled IRAs' truast
asgsats, called the Collective Investment Trust ("CIT"), —The
Comptroller states that national banks, consistent with ERISA,
may collectively invest funds in a common trust fund.if the
bank 15 acting in a fiduclary capacicy, such as trustee, or
if the fund is comprised solely of tax-exempl CLrusts.
Decision of the Comptroller co Establish Common Trust Funds
far Collective Investment of TREA Trusks Exempt from Taxation
under IRC of 19%4 § 408, 1 0CC Qurly. J. No. 4 (December
1282). The Investment Company Institute {"ICI") challenges
the Comptroller's decisicon to allow. national bkanks to
egtablish and market a trust {or agsgsets of IRAs. The District
Court grants the Comptreller’s moticon for summary judgment,
and ICTI appeals. Investment Company Institute v. Conover, 596
F. Supp. 14%6 (D.D.C. 1984). The Court of Appeals affirms the
decigion of the Digtrict Court, 720 F.2d %925 {(D.C, Cir., 1984}
{See Timeline 198¢). (CIT registers asg an investment company
in 1982.)

Cver 00 banks= have entered the discount brokerage business
by early 1983, Seg Speech of SEC Commissioner Treadway,
Georgia Southern Universicy, Stectsboro Georgia (April 7,
1283}, Eranzcriplt at 4.

Federal Reserve Board Order authorizes BankAmerica Corporation
to offer discount brokerage services by acguiring cCharles
Schwab & Co., the nation’s largest discount broker. Schwab
nffers wvariocus servicez, including "sweep" arrangements
whereby idle customer balances exceeding a predetermined
minimum are automatically invested in an unaffiliated money
market mutual fund. The Federal Reserve Board determines that
the "sweep" arrangement is closely related to. banking and
incidental t¢ Schwab's securities brokerage activities, 69
Fed. Res. Bull. 105 (1983); Fed. Banking L. ‘Rep. {CCH} ¥

13



8%,475, The Securities Industry Assocliation ("SIA™) petitions
for judicial review of the Board’s order. SIA contends that
the acguigiticon of Schwab vieclates both the Glass-Steagall Act
and the BHCA. The Second Circuit upholds the Federal Reserve
Board’s approval of the Schwab acguisition in Securities
Industry Assogiation v. Boayrd of Governors, 716 F.2d 22 (24

Cir. 1983). The Supreme Court affirms the decision of the
Court of Appeals, 468 U.S. 207 (1984} (See Timeline 1984} .

CCC permits national banks to underwrice and deal in certain
mortgage-backed, pass-through certificates where the pool of
loang congists of cbligations expressly eligible under section
24 {Eeventh} of the NBA., 0OCC Interpretive Letter Wo. 257, Fed.
Banking L. Rep. {CCH) § 85,421 {(April 12, 1983).

0CC sets forth guidelines for national banks purchasing and
gelling financial futures and options on bank eligible

inscruments for their own account. Banking Circular™79,
"rHatinnal Bank Participation in the Financial Futures-.and
Forward Placement Markets, ™ (3rd Rev., April 15, 1983).

QCC approves (against the Federal Reserve Board's oppesition)
national bank charters for subsidiaries of muetual fund
advisers. See Decisgion of the Comptroller of the Currency on
the Applicaticon to Charter J. & W. Seligman Trust Company,
W.A., 2-2 OCC Qrrly. J. 33 {(Juna 1%83); Decisgion of the
Compireller of the Currency to Charter Dreyfus WNational Bank
& Trust Company, 2-2 0CC Qtrly. J. 41 (June 1283). See also
Letter from William W. Wiles, Secretary of the Board of
Governers of the Federal Reserve System, tao C.T. Conover,
Comptroller of the Currency (Dec. 14, 15B82); Letter from A,
Marshall Puckett, Vice President, Federal Regserve Bank of New
York, to William H. Hazen, President, J. & W. Seligman Trust
Co. {(Mar. Z&, 1983).

Federal Reserve Board amends Regulaticon ¥Y's "laundry list" of
permissible activities to allow bank holding companies to
praovide sgecurities brokerage services and related securities
lending activities, provided that securities underwriting or
dealing or investment advice or research services are not
included. 48 Fed. Reg. 37,003 (1983),

OCC issues Banking Bulletin {BEB-83-58) permitting natienal
bank invegtment in money-market mutual funds whose portfolios
congisr wholly of bank eligible instruments.

OCC allows a naticnal bank to establish an gperating
subsidiary to provide specific types of investment advice to
individual and instituticonal clients. The Comptroller
autheorizes the bank’s inveztment advisoery subsidiary to refer
its customers to the bank’'s brokerage subsidiary, thexeby
linking the bank's inveatment advisory and brokerage services.
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DLecizion of Comptroller concerning American National Bank of
Austin, Texas to Establish an Operating Subsidiary to Provide
Investment Advice, Fed. Banking L. Rep. (CCH} ¥ 99,732
{September &, 1983).

OCC announces that national banks should not effect segurities
transactions for Crust accounts that they administer through
an affiliated broker unless such transacticons are performed
without profic. Trust Banking Cir. 23 {Gct. 4, 1983, Fed.
Banking L. Rep. [(CCH) § €0,575.

FDIC permits bank discount brokerage of shares of closed-snd
fund that was not an advised fund. FDIC Advisocry Letber No.
83-14, Fed. Banking L. Rep. 9§ B1,18%% {(Oct. 11, 1983}.

FDIC allows a trust department to share in commissions paild
to an affiliated broker for securities transactians respectdng
trust agcounts only if the trust ‘ingtrument expreSsly
authorizes the bank trustee to share in commissions and. the
settlor of the trust enters into the autheorization after full
disclosure of the factks. FDIC Advisory Opinicon No. 83-17,
Fed. Banking L. Rep. § 81,014 (Nov. 3, 1883).

The Task Group on Regulation of Financial Services ("Taszk
Group"] reviews the federal system for regulating financial
gservices and publighes its recommendaticons for legislative
changes . The Task Group, chaired by Vice President Bush,
recommends major changes in the structure of federal bank
requlation that include a proposal Lo implement the functional
requlation of gecurities matcears. Specifically, the Task
GCroup recommends making the registration reguirements of the
Securities Act applicable to publicly offered securities of
banks and thrifts {but not  deposit instruments) and
transferring to the Commission the administration and
enforcement authorities granted to bank and thrift regulatory

agencies under Section 12{i} of the Exchange Actk. See
*Elueprint for Reform: The PReport of the Tasgk Group on
Regulation of Financial Serxvices." Washington, DI.C. {(July
2, 1984).

OCC allows national banks to act as invegstment advisers to
mutual funds pursuant to their fiduciary powers and based on
conclusion that the provisgion of investment advice is an
activity incidental to banking. OCC Interpretive Letter No.
298, Fed. Banking L. Rep. (CCH) § 85,468 (Aug. 24, 1984).

FDIC adopts regularions setting forth conditions under which
state nonmember banks can engage in a broad range of
gecurities activities, including mutual fund activities,
through "bona-fide" securities subsidiaries. ~ A bona fide
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subsidiary is defined as a physically separate operation that
has separare records, employees and capitalization. 49 Fed.
Reg. 46,723 {1984), codified at 12 CFRE § 337.4. U.5. District
Court uphelds FRIC' 2 regulationsg, Investment Company Institnte

v. Federal Deposit Inzurance Corporation, 606 F. Supp. 683
(D.D.C. 19E65) (Se=e Timeline 1%85}).

FDIC concludes that a bank may broker units of several unitc
investment trusts {"UITs")] with a single sponscr and
ungderwyriter and receive ceommissions frem the underwritexr on
each order executed without violating the Glass-Steagall Act.
FDIC Advisory Opinion No. B84-20 (Nov, 1, 1984), Fed. Banking
L. Rep. {CCH) 9 81,089.

U.5. Suprems Court uphclds the Federal Reserve Beard’'s order
in the Schwab case teo allow a nonbank subsidiary of a bank
holding company to conduct discount brokerags acbivity
categorized as being "closely related” Lo banking. Securi®ias
Industry Association v, Board of Governors, 468 U.S™>~.Z207
{1584} . :

U.8. Supreme Court (reversing D.C. Circuik) holds thac
commercial paper is a gecurity within the plain meaning of the
Glas=s-8teagall Act, and must be treated as such for purposes
oFf the Act’s prchibitions. {The Supreme Court viewed cthe
inclusion of commevecial paper within the definition of
rgecuricy” in the Securities Act, enacted two wasks before cthe
Glass-Steagall Act, as confirming this conclusion.) SIA v.
Board of Governors of the Federal Eeserve System, 468 U. 5. 137
(1584} ("Bankers Trust I").

QCC  issues a no-objection  letter to national banks
participating in TINVEST"-type arrangemenkts, under which a
third parcty broker-dealer leases space in the national bank
to provide, through dual employees of the bank and the broker-
dealer, limited brokerage and investment advisory serviceas,
Letter Erom Hichard Fitszgerald to Thomas Russo, June 4, 1985,
reprinted in 4-3 OCC Qtrly. J. &7 (Sept. 1985).

QCC autheorizes national banks to participate in brokering
variable annuity contracts. The QOCC cencludes that variable
annuity contracts are zecurities, functionally resembling
shares in a pwtual fund, and that naticnal bankse are
authorized pursuant to the NBA (12 U.5.C. § 24{Seventh}}), ta
buy and =sell them for the account of customers. QCC
Interpretive Letter No. 331, Fed, Banking L. Rep. (CCH) §
85,501 (April 4, 1985).

OCC authorizes naticnal banks to broker mubtual fﬁnd shares ang
offer a wvariety of administrative and shareholder services
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with respect ta the gperation of a mutual {und, such asz
recordkesping, order execution functioms, and sharehelder
informatico. OCC Interpretive Letter No. 332, Fed. Banking
L. Rep. {(CCH) § 85,502 {(March 8, 18BS}.

QOCC approves a national bank’s provision of brokerage and
financizl planning gervices to 1ts customers. Qoo
Interpretive Letter No. 353, Fed. Banking L. Rep. {(CCH) 9
85,523 {July 30, 1985},

OCC authorizes national banks to provide stock quotation and
trangaction serviceg, QCC Interpretive Letter Neo. 346, Fed.,
Banking L. Rep. (CCH) § 85,516 {(July 31, 1985).

FDIC states that customer authorigation alone would not
necessarily be sufficient to remove potential confliccs of
interest when a bank employs its own brokerage department: to
affect transactionsg on behalf of trust accounts held by—the
bank and receives a fee for such =services. FDIC Advigory
Opinion No. 8%-10, Fed. Banking L. Rep. (CCH) ¥ 81,115 ({May
21, 1985).

Federal Reserve Board approves bank holding company’s
applicaction to provide through a nonkbank subsidiary: £1}
digcount brokerage; (2) underwriting and dealing in certain
governmental cobligations and money market insctruments which
a bank may underwrite and deal in ("bank-eligible securities"}
and (3] investment advice relating only to such bank-eligible
securities. {Decemper 20, 1985 .

U.5. District Courc of D.C. upholds FBRIC's rule authorizing
state nonmember banks to establish bona fide securities

subgidiaries. Investment Company Institute v. Federal Deposit

Insurance Corporation, €06 F. Supp. 683 (D.D.C. 1%as}, aff’'qd,
815 F.2d 1540 (D.C. Cir), cert denied, 484 1.5, B47 (1%87).

The Commissgion adopts Rule 3h-9, which requires banks engaged
in public brokerage busginess to register as broker-dealers
witlk the Commmission. B0 Fed. EReg. 28,385 ({1985}. The
Commigsion anncunces that it will liberally grant temporary
exemptiong to banks that are unable to comply with the rule
by its effective date (Jan. 1, 188B&), despite a good faith
effort to do so. 50 Fed. Reg. 52,440 (1985}.

The American Bankers Association ("ABA") sues the Commission
asking that Rule 3b-9 be declared unlawful and that a
permanent injunction ke issued against its operation,
Complaint for Declaratory Judgement and Injunctive Relief,
American Banker ssociation v, curiti Exchanoe
Commission ("ABA v. SEC"), No, 85-2482 (D.D.C, filed 2ug. 5,
1985) . : :

.
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T.8. Distrigt Court for D.C. issues a bench ruling dismissing
the ABA’'s complaint and upholding the Commission’s authority
to promulgate Rule 3b-95. Bench Ruling, ARA v. SEC, No. 85-
2482 (D.D.C. Oct. 30, 198%5). The District Court's decision
is subsequently reversed by the D.C. Circuit, B4 F.2d 739
{1988) {Seq Timeline 1986) .

Court of Appeals upholds OCC’s ruling allowing national banks
to offer discount brokerage services to the public through an
pperating gubsidiary. Securities Industyy Ass'n v,
Comptroller of the Currency, 7%4 F.24 739 {(D.C. Cir. 1986},

tert. denied, 474 1.S5. 1054 {(1986), rev'd in part on_ other
grounds, 479 U.8. 388 (198B7).

Congress enackts Government Securities Act of 1386 {"G3SA" ) in
response to the failures ¢f a number of unrequlated goverritient
securicies dealers hetween 1975% and 1986. The GSA amendi. tche
Exchangs Act and establighes, for the first time, a limiced
scheme of federal regulation of all entities engaged in
governoment securities broker and dealer activirties, including
bank government securities dealers.

Federal Regerve Board approves a combination of investment
advisory services aand securities brokerage gervices by a
member bank’s affiliate. The Beoard finds that both investment
advice and brokerage sgrvices are clogsly related to banking,
and chat the combination of the two activities does not change
the permisaibility of either for purposes of the BHCA or the
Glass-Steagall Act. National Westminster Bank PLC, 72 Fed.
Res. Bull., %84 (1%Bg). D.C. Circuit upholds Federal Reserve

Bpard’g QOrder, Securities TIndustry Asgociatien v, Brard of
Governors, 821 F.2d 819 {Sce Timeline 1987).

OCC authorizes national bhanks to issue, underwrite, and deal
in bonds partially collateralized by pools of agency mortgage
certificates and/or mortgage loans. OCC No-Action Letter No.
86-9 (May 22, 1986), reprinted in Fed. Banking L. Rep. {CCH)
{ 85,015,

OCC approves national bank participation in UIT and mutual
fund programs, under which banks would make interests in UITs
and shares of mutual funds available to their cugstomers,
provide certain gpecified marketing and servicing activities
for the UIT or mutual fund, and receive a poarcion cof the sales
loan or 12b-1 fees as compensation. OCC Interpretive Letter
No. 363, Fed. Banking L. Rep. {CCH) 9q 85,533 (May 23, 198&).

OCC approves a national bank establishing a subsidiary as a
registered futures commission merchant that also offers
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investment advisory sSservices. OCC Interpretive Letter No.,
356, Fed. Bankinmg L. Rep. (CCH) 9§ 45,%3%5 (August 11, 1986).

Federal EReserve EBoard authorizes bank holding companies to
broker mutual funds. F.R.R.S5. § 4-B55.

Federal Reserve Board publishes letter authorizing securities
brokerage "networking® arrangements between member bank and
securities broker., F.R.R.Z3. § 3-44%7.11.

Federal Resarve Board permits discount brokerage subsidiary
of @ bank holding company {Charles Schwab & Co.} to sell its
cugtomer lists to the underwriter of a cloged-end investment
company for a fixed fee and Lo recéive a Lransactlion-related
fee based on customers’ purchases ¢©f shares in such investment
company throug. Schwab. Letter from Michael Bradfield to
Margery Wasman, June 5, 19286 {(unpublished). o
OCC allows two subsidiaries of a national bank to preyide
advisory or research and brokeradge services essentially in
tandem. OCC Interpretive Letter No. 367, Fed. Banking L. Rep.
{CCH) ¥ 85,537 {Angust 19, 1986).

OCC aunthorizes Citibank to engage 1n riskless principal
trangactions through its subsidiary, Vickerz Da Costa
Sacurities, Inc. OCC Interprective Letter No. 375, Fed.
Banking L. Rep. {CCH) Y 85,545 (September 25, 1986).

U.8. Court of adppeals for D.C. reverses the diskrict court's
dacision in ABA v. SEC. The Court of Appeals invalidates Rule
3b-9, ruling that the Commission has no authority to regulate
banke ag broker-dealers. {804 F.2d4 73% (D.C. Cir. 1286)).

OCC determines that national bank subsidiary may conduct
brokerage activities as a riskless principal under section 16
aof the Glazs-Steagall Aot without pregsencing any of the
"hazard=z" that the Act was designed to prevent, QCC
Interpretive Letter No. 371, Fed. Banking L. Rep. {(CCH) 9§
85,%41 {(December 19, 1945)

0DCC concludes  that a  registered broker-dealer bank
subsidiary’s securitieg lending and borrowing activitieg are
incidental to its authorized brokerage activitiezs and margin
lending and are, therefore, authorized under the incidental
powers clause of 12 U.S.C. § 24(Seventh]. OCC Interpretive
Lettey No. 380, Fed. Banking L. Rep. (CCH)} Y 85,604 {December
29, 19Bh}.

U.3. Courts of Appeal uphold the 0CC's decisiong allowiﬁg
national banks to esstablish IRA common trust, funds that are

registered as investment companies. Investment Company
Institute v, Canover, 790 F.2d 9225 (D.C. Cir.),'cert. denied,
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479 U.S. 939 {1886}, See alse, Investmeny Company Institutc

v, Clarke, 792 F.2d 220 (9th cir.), cert. denied, 47% 7.5, 929
£1986) ; Investment Company Institute v, Clarke, 7ES F.2¢ 17E
(2d Cir.), cert. denied, 479 U.S5. 240 {198&6) (national hkank

commingled IRA accounts upheld) .

Reversing the District Court’s decizion that declared Bankers
Trust's placement of commercial paper impermissible under the
Glass-Steagall Act, the D.C. Circuit holds that placement of
third party commercial paper 18 not underwriting. Securities
Induskry Association v, Board of Governorg, BOT7 F.2d 1052
{.C. Cir. 1986}, cert. denied, 483 U.S5. 1005 {1987} ([("RBankers
Trust II"].

FDIC states that z bank may make mutual funds available to
customers and receive compensation under 12b-1 plans as long.
as the bank does not advise the customer with respect to fhe
purchase of fund shares and the transactions do not involve
the bank in a trustee capacity. FDIC Advisory Opinion No% 86-
314, Fed. Banking L. Rep. {(CCH) 9§ 81,090 (Nov. 21, 1%Bg).

OCC interprets the NBA to authorize a mnational bank or its
branches located in a place of 5,000 or under population, tao
gell insurance Lo exXisting and potential customers located
anywhere. See Letter from Judith A. Walter, Senior Deputy

Comptroller for HNational Operations {1986} . Trade
associations file suilt arguing that the Comptroller has
exceeded his statutory authority. {8ee Timeline 1950,

National Ass'n. of Life Underwriters v. Clarke, 736 F. Supp.
1162} .

Congress passeg the Competitive Equality Banking Act ("CEBA")
which, among other things, imposes a one-year moratoriuvm on
any new bank securities activities. Banks are prohibited from
engaging in any securities, insurance, or real esgtate

activities that have not been authorized in writing -- i.e.,
by statute, regulation, or federal bkanking agency order --
prior to the start of the moratorium pericd. The federal

banking agencies may approve such activities in the interim,
but banks cannot commence the newly-approved actbivities until
afrer the moratorium expires.

Supreme Court holds that restrictions on branch banking
contained in the NBA only apply to core banking functions, not
ce discount brokerage activity. (Clarke v. Securities Industry
Association, 479 U.S., 388 (1987).

U.5. Court of Appeals for D.C. Circuit upholds combined
offering of securities brokerage and investment advice for
institutional customers by bank holding companies. Securities
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Industry Association v. Board of Governors, 821 F.2d 8310 (D.C.
Cir. 1%87), cery. denied, 484 U.S5. 1005 (1988}.

Commission recommends that Congress enact the Bank Broker-
Dealer Act, legislation that would bring most bank broker-
dealer activities within the regulatory framework established
under the federal securities laws. {(The Bank Broker-Dealer
Act was inkroduced in the Senate by Senator Dfamato on May 8,
1987, and in the House by Congressman Markey on May 28, 1987,
but wags never pasged. ]

FDIC rule authorizing state nonmember banks’® gubsidiaries or
atffiliates to engage in securities activities is wupheld.
Investment  Compan Institute _an Sgcurikties Industr

Association v. FDIC, 815 F.2d 1540 {(D.C. Cir.), cert. denied,
484 U.S. 847 (1987). :

]

OCC permits a national bank subsidiary to, among othexr things,
act as broker in buying and selling municipal securities;
rengder financial advice to municipal debt issuers; underwrite
and gdeal in state and leocal government general obligations and
other bank-esligible securities; render financial and
investmenc advisory services; assist in Arranging
acguisitions, divestitures and private placements; and provide
full -service brokerage to institutional customers. See Letfer
dated Feb. 17, 1987, to Chase Manhattan Bank.

OCC  authorizes natieonal banks to provide full-service
brokerage to retall customers through 1ts broker-dealer
operating subsidiary in connection with shares of mutual funds
and interests in UlTs sSponsored and distributed by
unaffiliated securities firms. O0OCC Interpretive Letter HNo.
386, Fed. Banking L. Rep. (CCHY 9§ 85,610 {(June 19, 15B7}.

OCC  authorizes Security Pacific Naticnal Bank to sell
mortgage - backed pass-through certificates evidencing interests
in pools of conventicnal mortgage loans. OCC Interpretive
Letter No. 388, Fed. Banking L, Rep. (CCH) Y 85,612 (June 186,
1987} .

OCC authorizes a national bank to establish a subsidiary which
would recommend, purchase or sell sharea of the mutual fund
for which the bank will alsg act as investment adviger, QCC
Interpretive Letter No. 403, Fed. Banking L. Rep. (CCH) 1
85,627 (December 9, 1887). OCC's decision is upheld by Second
Circuit, Securities Industry Association v. Clarke, 885 F.24
1034 (See Timeline 1959) .

OCC approves several networking arrangements for discount
brokerage similar to the previcusly approved INVEST progran.
The arrvangements differ from the INVEST program in certain
respeckts, including providing for: a compeEnsation and
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commission structure that could result in potentially greater
fees for the participating bank; greater, but limited,
potential liability for the participating bank; the
participating bank to purchase securities for its own account;
participating bank sponsorship of ivs own advertising of the
arrangemant; and a third party broker-dealer {unaffiliated to
the participating bank or the sgecurities firm providing the
securicies brokerage serviceas! to act in a consulting capacity
in connection with certain administrative, marketina, training
and ather "back office" services. OCC Interpretive Letter No.
40&, Fed. Banking L. Rep. (CCHY 9§ 85,630 (August 4, 1%877;
OCC Inkterpretive Letter No. 407, Fed. Banking L. Rep. {(CCH)
1 85,631 (August 4, 1%87); and OCC Interpretive Letter No.
408, Fed. Banking L. Rep. [(CCH) § 85,632 ({ABugust 4, 1587}.

Federal Reserve Board issues Section 20 Orders authorizing
Citicorp, J.P. Morgan & Co., Ing., and other bkank hqldﬁng
companies to establish nonbank subsidiaries to underwrit&and
desal in commercial paper, assaet-backed securities,™ and
municipal revenue bonds subject to a 5% gross revenue limit
and firewalls. 73 Fed. Res. Bull. 473 {1587}.

0.8, Courts of Appeal uphold Federal Raserve Board®s Becrtion
20 Orders allewing bank helding company member hank
subzidiaries to underwrite and deal in certain securities
{commercial paper, municipal revenue bonds and mortgage-
backed securities}. Securities Industry Asgociatiopn v, Board
of Covernarg, B39 ¥.2d 47 (24 Cir.)1, cert. denied, 488 J.5.
1059 (1988); Securitieg Tndustry Aggoriation v. Board of
Governors, H47 F,2d B20 (D.C. Cir. 1988;.

QCC permits national bank investment advisers to manags and
supervise the investment and reinvestment of cash, securities
or other properties comprising the assets of the mutual funds.
See OCC Letter from William B. Glidden (January 14, 1588).

CEBA moratorium on new bank securities activities expires.

Commissicn supporta the Financial Modernizacion Act of 1988
{3. 1884}, introduced by Senater Proxmire, which would have
reguired banks to move much of thelr broker-dealer activities
inte Cemmission-regulated affiliates and would have brought
bank advisers within the regulatory framework established by
the TAR. The legislation was not enacted.

Federal Reserve Order authorizes the Bank of New England
Corporation to provide, through a nonbank subgidiary, full-
service brokerage Lo retail customers., 74 Fed. Res. Bull. 700
{1988). See also Bankers Trust New York Corporaticon, 74 Fed.
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Res. Bull. 695 (198B8); and PNC Financial Corp. 75 Fed. Res,
Bull. 39¢ (198%).

OCC allows a national bank subsidiary to engage in dealing in
U.E. government securities, full-service brokerage, the sale
of annuities as agent, municipal lease activities as agent,
private plagement serviges, and CFP and Euro-time deposit
dccount activities ag agent. OCC Interpretive Letter No. 415,
Fed. Banking L. Rep. {(CCH) Y 85,63% (February 12, 19EB8).

OCC authorizes private placement of registered mortgage pass-
throwgh certificates. OCC Interpretive Letter No. 417, Fed.
Banking L. Rep. (CCR) { 85,641 (February 17, 1988).

OCC issues a no-objection iletter to networking arrangement for
discount brokerage ta bank customers at branches of a national
bank. The bank will not share its employees with the broker -
dealer or be deemed co partlclpate in the sale of securities
products, but wmay engage in selected, limited markikLing
activities to promote the availabillity of the brokerage
SEervices. The letter expresgses no opinicn as to  the
permissibilicy of the broker-dealer effecting securities
transactions for fiduciary accounts for which the bank retains
investment discretion. OCC Interpretive Letker No. 441, Fed.
Banking L. Rep. {CCH) Y 85,665 (February 17, 1988}.

OCC approves establishment by a national bank of new operating
zsubsidiary to facilitate the securitization of mortgage assets
held by the bank's mortgage subsidiarvies. OCC Interpretive
Letter No. 418, Fed. Banking L. Rep. (CCH} ¥ 85,642 (Febraxy
17, 19%88]).

FDIC congludes that riskless principal transactions qualify
ags permitted brokerage, FDIC Advisory Opinion No., 88-31 (Mar.
28, 1988) Fed. Banking L. Rep. {CCH) ¥ 8i1,076.

The PFederal Financial Institutions Examination Council
{"FFIEC"} approves a supervisory gtatement of policy on the
"Selection of Securities Dealers and Unsuitable Investment
Practices," which iz subsegquently adopted by the Federal
Eegserve Board, FDIC, NCUA, and the OCC. ({(April 1988) The OCC
adopts the FFIEC szupervisory policy statement in Banking
Circular 228 on April 14, 15988,

OCC approves national bank providing, through a wholly-owned
operating subsidiary, £full service brokerage services,
including with regpect to mutual funds for which the bank acts
as the investment adviser. See OCC Letter from Emory W.
Rushton, Deputy Comptroller for Multinational Banking, to
Deborah G. Pattersecn, Wells Fargo (Bugust 9, 1%88).
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Second Circuit upholds OCC decision approving a national
bank's sale of mortgage pass-through cercificates. Securities
Industry Association v. Clarke, 885 F.2d 1034 {2d Cir. 1858%;,
cert . denied, 110 S. Co. 1113 (1990) .

Federal Reserve Board issues Secticon 20 Orders authorizing
bank holding companies to underwrite and deal in debt and
equity securities subject to a gross revenue limit, firewalls,
and a one-year walting pericd for ecquity underwriting. 75
Fed. Res. Bull. 192 {138%9).

FDIC authorizes a non-member hank fo act as "servicing agent”
for a mutual fund sponscor and to make available to its
customers, as agent, shares of even a =single fund, under
ciroumstances where ng investment advice is provided. HDIC
Advisory Letter No. 89-4 {(Jan. 30, 1982), Fed. Banking L. Rep.
(CCH) 9§ 81.21%2. .

federal Reserve Brard Order increases gross revenue limib on
Section 20 subsidiaries' underwriting activities from 5% to
10% and authorizes Section 20 subsidiaries to underwrite and
gdeal 1in rated affiliates' securities and in securitized
mortgages issued or guaranteed by Freddie Mac, Fannie Mae or
Ginnie Mae., 75 Fed. Ees, Bull. 751 [(1%38%).

Federal Reserve Board Order determines that acting as agent

in the private placement of securities, and purchasing and
selling securities on the order of investors as a "riskless
principal," do not constitute underwriting or dealing in
securities for purposes of Section 20 of Glass-Steagall, and
that revenue derived from the=se activities is not subject to
the 10% revenue limitation on ineligible gecurities
underwricing and dealing. Bankers Trust New York Corporation,
7% Fed. Res. Bull. 829 (1589).

Federal Reserve Board Order asuthorizes several bank holding
comganies’ Section 20 subsidiaries to underwrite and deal in
debt and equity securities. See Letter dated June 1%, 1989
from Federal Eeserve Board to J.P. Morgan Securities, Inc.:
see glzso letfers dated July 26, 1589, from Federal Reserve
Board to Bankergs Trust New York Corporation, The {Chase
Manhattan Bank, and Citicorp.

OCC authorizes naticnal banks to engage in real estate
investment advisory services. OCC Interpretive Letter HNo.
389, Fed. Banking L. Rep. {CCH) ¥ 85,613 {July 7, 1989).

2CC concludes that a state statute that required licensing of
individuals engaged in the sale of insurance ‘could not be
enforced against national bank employees engagéd in the sale
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of variakle annuities, as the effect of the statute would be
to reguire the bank toe have a state license in order to
conduct activities allowed by 12 U.S.C. § 24 {Seventh). OCC
Interpretive Letter No. 475, Fed. BRanking L. Rep. (CcB) 9§
83,012 (March 22, 1989;).

QCC permits national bank subsidiaries to provide execution,
clearing and advisory services for customer transactions in
agricultural, petroleum and metal futures and opticns on such
futures., subject to compliance with certain prudential

conditicons. The Comptroller concludes that the power to
broker thesge instruments for customers is similar to the power
to  broker any other financial instrument. See 0OCC

Interpretive Latker Neo. 494, Fed. Banking L. Rep. (CCH) 1
B3,083 (December 20, 198%): see alss Letter No, 507, Fed.
Banking L. Rep. (CCH) ¥ 83,205 (May 5, 1990). -

-

L9

D.C. Circuit upholds Federal Regerve Board Section 20 orders
authorizing bank affiliates to underwrite and deal in
corporate debt and egquity securities, subject only to revenus
limitation. Securities Industry Association v. Beoard of
Governors, 900 F.2d4 360 (D.C. Cir. 1990} .

The Commission publishes notice reguesting commentcs for its
study of the ICA, including bank activitieaz. The notice
staresg that if national banks advertise common trust fupds,
they must be registered ag investment companies.

District Court grants OCC's morion for summary judgment in a
congelidared action filed by two trade associations (the
Independent Insurance Agents of America and the National
hssociation of Life Underwriters) objecting to OCC's approval
under 12 U.5.C. § 92 for the United States National Bank of
Oreqon to sell insurance from its branch, which iz located in
a community with a population of less than 5,000, to . insurance
customers everywhere, i ‘D, ife Underwriters
v. Clarke, 736 F. Supp. 1162 (D.D.C, 1%90), rev'd sub. nom.,

Independent Ins. Agents of dmerica, Inc. v. Clarke, 955 F.2d
731, 739 {D.C. Cir. 1992}, rev'd sub. nom. and remanded, U.S.
Hac® . Bank of Oreqon v. Indep. Ins. Agents gof Amexrica, 113

5.Ct. 2173 (19%3}. The Court of aAppeals for the District of
Columbia, on remand from the Supreme Court in J.S. Nat'l Bank,
upholds the Comptreoller’s determination that secticon 92 allows
4 national bank with a branch office located in a town with
a population of 5,000 or less to solicit and serve customers
everywhere. Independent Insurance Agenigg of dmerica, Inc. v.
Ludwig, 9597 F.24 558 ({D.¢. Cir. 21883}, {Note: Thege
decisions do not definitively establish the. scope of bank
insurance powers, however: among other pending issues is the
gquestion whether the sale of insurance falls within the
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"ipcidental powers' of natiomal banks, {Sesz Timeline 199Z,
American Land Title Asgs'n. v, Qlarke, %6E F.2d 150; see also
VALIC v. Clarke below)].

The OCC rules rchat the brokerage of fixed rate annuities ig
authorized for naticnal banks under the "incidental powers"
clause, reasoning that anmuities are assgentially investment
products rather than insurance and that a fixed rate annuity
is the functicnal eguivalent cof a financial investment
ingtrument such as a certificate of deposit. OCC Interpretive
Letter No. 499, Fed. Banking L. Rep. (CCH) Y B3,090 {(February
12, 15%0). The District Court affirmg the OCC’s approval of
proposed annuities =zalez by a national bank, holding that
fixed annuities are not insurance Ior purpogses of 12 U.5.C.
§ 92. VALIC w. Clarke, 786 F. Supp. 639 [(5.D. Texas 1991}).
On appeal in 1993, the Fifth Circuit Court of Appeals
concludes that annuities are a form of insurance, that sectdon
52 of the NBR impliedly prohibits national banks from selling
annuities in cities with a population larger than 5,000%_ and
that the 00C*'s determinaticon that banks may sell annuities
pursuant to the incidental powers clause o0of section
Z4 (Beventh) of the NBR is erronecus becauss the sgpecific
limitation on the power of national banks to sell insurance
contained in section %2 contreols the general grant of

incidental power in secticn 22{(Seventh). WALIC v. Clarke, 998
F.2d 1295 (1993}, rehearing denied, 12 F.3d 833 (5th Cir.
19494) . A petitiom for a writ of cercicrari is filed wich the
Supreme Court. Certiorari is granted on June &, 12%4. (See

Timeline 19945 .

OCC proposes amendments to trusgk regulations permitting banks
to advertise common trust funds. See 55 Fed. Reg. 4184
1950} . The Commission informs the OO0, and kestifies before
Congress, that common trust funds that are advertised are not
exempt from registration under the Securities Act or the ICA.
See Letter from Richard . Breeden, Chairman, SEC, to Robert
L. Clarke, Comptrecller of the CQurrency (July 9, 1%50};
Testimony of Richard C. Breeden, Chairman, SEC, Concerning
Proposed Revision to Rules CGCovaraing Bank Common Trust Funds,
Before the Subcommittee on Telecommunications and Finance of
the House Committee on Energy and Commerce (Oct. 4, 1990).

OCC permits a naticonal bank to act as investment adviser to
an invegstment company as cne of its fiduciary powers under 12
U.8.C. E 92a without having to obtain additional approval from
the Comptroller, provided thar such a bank is not involwved in
the "promotion or distribution" of fund shares in wviolation
of Glass-Steagall and that the rules against self-
dealing/conflicts of interezt normally applicable to a
national bank with fiduciary powers are observed. 3See OCC
Interpretive Letter No. 525, Fed. Banking L. Rep. (CCH) 9§
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B3,236 {hug. 8, 1990 (describing tederal law framework for
national bank fiduciary powers}.

OCC advises national kanks that operate common trust funds
that they must comply with the applicable provisions of
federal sSecurities laws; that all such funds must be
registered with the Commission where underlying trust accounts
are established solely or primarily for purposes of investment
in the fund or lack a&a ‘bona fide fiduciary purpose.”
Comptroller of the Currency Banking Cir. 247, Fed. Banking L.
Rep. (CCHY Y 60,576 (Sept. 12, 1990}.

OCC permits a national bank subsidiary to act as a co-
investment adviser with a securities firm to a clogsed-end
municipal fund and, in that capacity, to provide investment
research, identify bonds for fund purchagse, monitor the risks
of the municipal bond market and the credit risk in the fund's
porctolio  and didentify trading oppeortunities. | TOCC
Interpretive Letter No. 515, Fed. Banking L. Rep. (CCH) 9
E3,21% (July 9, 19%0). :

OCC advises national bank that stake law that purports to
require a national bank or ikts employeses to obtain state
licenses and submit to examination by state pfficials as a
condition to the bank’s engaging in certain brokerage
activities i1s preempted by federal law. See Letter from
Harold J. Hangen, hkssistant Director, October Z6, 19390,

Federal Reserve Bepard proposes to relax interlocks and joint
marketing firewalls applicable to section 20 underwriting
subsidiaries. 55 Fed. Reg. 28,2385 [(1980).

Federal Reserve Board allows several more bank holding
companies to commence underwriting and dealing in equity
securities through their section 20 subsidiaries. See Dauphin
Deposit Corporation, 77 Fed. Res. Bull. 672 {1991); see alsg
letters from William W. Wiles to Roval Bank of Canada, Bankers
Trust New York Corp. and Canadian Imperial Bank of Commerce
{January 14, 1991}.

Federal Reserve Board amends Regulation K to authorize
expanded securities activities abroad. 56 Ped. Reg. 19,545
{1991} .

Commissicon supports functionhal regulation of bank securities
activities during the debates leading up to the enactment of
the Federal Deposit Insurance Corporation Improvement Act of
1991 ("FDICIA"). In particular, the Commigsion supports
legislation intxoduced by Senator Riegle (S. 543), which would
have provided for functional regulation of bank brokerage and
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investment advisory actiwvities, and would have establighed
"firewalls" and other important safeguards against conflicts
of interest. At the same time, rChe Commigssion alse supports
a bill introduced by Representative Dingell (H.R. 727 that
would have provided for full functicmal regulation of bank
securities activities. Ultimately, however, the Glags-
Steagall and functional regulation provisions were not
included in FDICIA.

Treasury Department issuss a report on the federal deposit
insurance system as directed by Congress under the Financial
Institutions Reform, HRecovery, and Enforcement Act of 1989
("FIRREA") . The report containsg proposals toe reform and
strengthen the federal deposit insurance system; modernize the
financial system to make banks safer and more competitive; and
streamline the bank requlatory structure. The proposals
include a recommendation that financial activities 1 be
regulated by function, rather than by institution: bamking
activities by the banking regqulator; securities activities by

the Commission. Bee "Modernizing the Financial System:
Recommendations for Safer, More Competitive Banks." ({February
1591) .

New York State Banking Department copines that "brokerage of
fixed-rate annuities by state-chartered banks is permissible
because such activaity falls within the banks’ power to broker
financial investment instruments.* Letter dated January 24,
1991. New York Supreme {Court upholds the decision of the New
York State Banking Department (Hew York State Association of
Insurance Underwriters, Inc. v. New York State Banking

Department, 598 N.Y.S8.2d 824 (See Timeline 1993)); Supreme
Court’s decision is affirmed by the New York Court of Appeals
{WL 102278 {(N.Y¥.}). {Seg Timeline 19%4}.

Second Circuib holds that Federal Reserve Board’s regulatory
authority under BHCA doss not extend to a subsidiary of a bank
that is owned by a bank holding company. See Citicorp v,
Board of Goverpors, 936 F.24 66 (2Znd Cir. 1991), gert, denied,
116 L.Ed. 24 775 (19%2).

FFIEC revises the April 1988 supervisory policy statement on
the "Selection of Securities Dealers and Unsuitable Investment
Fractices."™ The revised statement addresses the selection of
securities dealers, requires depository institutions to
estabhlish prudent pelicies and strategies for securities
transactions, defines securities trading or sales practices
that are wviewsd by the agencies as peing unsuitable when
conducted in an investment portfolio, indicates
characteristices of locans held for =ale or trading, and
establishes a framework for identifying when certain mortgage
derivative products are hagh-risk mortgage securities which
must be held either in a trading or held for sale account.
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{hecember 3, 19921). The effective date of the revised policy
is February 10, 1992.

The OCC, FDIC, Federal Reserve Board and OTS adopt FFIEC's
revised supervisory pollicy statement on securities activities.
The OCC's Banking Circular 228, which incorporates FFIEC's
policy statement, is also revised. {January 10, 19%2}.

The Commission staff publishes report on the ICA, "Protecting
Investors: A Half-Century of Investment Company Regulation®
{May 199%2), analyzing the existing regulatory scheme
applicable to investment companies and making a number of
reform proposals to the ICA and Commission regulations. The
staff report recommends partial repeal of the Securltles Act
exception for bank callecbive trust funds. T
Federal Reserve Board approves a revised interpretafion
regarding the activities of a bank helding company and its
subsidiaries with respect to preoprietary mutual funds. The
revigsion alliows bank holding companies and their nonbank
subsidiaries to provide both brokerage and investment advisory
services to customers regarding investment companies for which
Lhe holding company or any ©f its subsidiaries -- bank or non-
bhank -- acts as adviser, provided certain conditions are met.
E7 Fed. Reg. 30,387 (1592).

FOIC states that it has no objection if Wilmington Trust
Company, a state nonmember bank, distributez through a
gubsidiary shares of mutual funds that it advises through a
gubsidiary. See Letter from Nicholos J. Ketcha, Jr., Regional
Director, to Matthew Lynch, Assistant Vice President,
Wilmingten Trust Company (Sept. 2, 1992).

Federal Reserve Board amends Requlaticon ¥ to add full-service
brokerage activities and expanded investment advisory
activities to the list of activities permigssible for bank
holding companies. 57 Fed. Reg. 41,381 41992),

OCC issues letter noting its concerns relating to issues of
bank liability, conflicts of interest and customer confusion
with regard to the use of a national bank‘s name in mutual
fund materials. OCC Interpretive Letter No. 61%, Fed. Banking
L. Rep. (CCH) § 83,501 (Dct. 14, 199%2}.

The Second Circuit rules in favor of the insurance industry
in a case concerning the sale of title insurance under the
incidental powers clause (12 U.5.C. § 24 (Seventh)} of the NBA.
The court cites the view of the Comptroller in 1916 when
Section 92 was propogsed that national banks iacked the power
expressly or by necessary implication to act "as insurance
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agents. American Land Title Asg’'n, v, Clarke, 968 F.zd 150
(2d Cir. 1992), gert, denied, 61 U.5.L.W. 3831 (June 14,
19293) .

Hougse Committee on Energy and Commerce heglns review of bank-
related mutual fund sales.

Federal Reserve Board issues final order approving the use by
gection 20 subsidiaries of an indexed revenue-based test, but
allowing the option of contimuing to use the unadjusted
revenue  test to measure compliance with the “engaged
principally" standard. 7% Fed. Res. Bull. 226 (January 26,
1993} .

OCC approves joint venture between NaticnsBank and Dean Witter
te provide retail securities Dbrokerage services— in
NationsBank’s offices. Activities approved include: making
laobby materials awvailable on services, placing newspaper
advercisements, sending statement stuffers and providing cther
degcriptions of the wvariety of services that are available.
OCC Interpretive Letrer No. 622 {April 9, 1993).

OCC approves a4 naticnal bank establishing two wholly-owned
subsidiaries to acquire the equity and partnership interast
of an options firm for the purpese of engaging in the purchase
and asale, for its own account, of opticons of foreign
currencies traded onh the Philadelphia Stock Exchange and
futures on forsign currencies traded on the Philadelphia Board
of Trade and Chicago Mercantile Exchange. 0OCC Intexrpretive
Lett?r No. 624, Fed. Banking L. Rep. (CCH) 94 83,508 {June 30,
1953) .

OCC approves naticnal bank engaging in securities brokerage
accivities by participating in brokerage program under which
broker-dealer operates service center on bank premises (like
INVEST Letter), but also uses dual employees and licenses -
- rather than leases -- space in national bank. GCC
Interpretive Letter No. &30, Fed. Banking L. Rep. (CCH) 4
B3,513 {May 11, 13923).

The Commission publishes guidance on dizsclozures required for
mitual funds with name similar to a bank or seld in a bank's
offices. See Letter from Barbara J. Green, Deputy Director,
Divi?i:wx of Investment Management to Registrants (May 13,
1993, .

GAO beging study of bank mutual fund activities, at requests
of Congressmen Dingell and Gonzalez (May 12 & 20, 1993).

L]
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Federal Reserve Board approves application by Mellon Bank
Corporation to acgquire Boston Group Holding, Inc., and thereby
to acguire nonbanking subsidiaries ko engage in providing
administrative ang certain other gervices to mutual funds,
activities which had not previousily been approved for a bhank
holding company. 79 Fed. Resg. Bull. 626 {(June 1893,

New York Supreme Court, Appellate Division, holds that New
York state-charcered bhanks are authorized to sell annuities
azs agentg, under "incidental powers" clause of New York
banking law. New York Stabe Assogiation of Insurance

Underwriters, Inc. v. Hew York State Banking Department, 190
AR.D.2d 238, 5%B N.Y.5.2d 824 (June 3, 1993}.

Federal Reserve Board issues guidelines on matual fund sales
practices. Letter from Richard Spillenkothen, Iirector,
Federal Reserve Division of Banking Supervision -~ and
Eegulation, on "Separation of Mubtnal Fund Sales Actiyvities
from Insured Deposit-caking Activities" {(June 17, 1993}

OCC permits national bank to establish wholly-owned cperating
subsidiary to participate, ag & general partner, in a general
partnership with an insurance company subsidiary to offer
investment productg, including securities and annuities. OCC
Interpretive Letter No. 625, Comprroller of the Currency, Fed.
Banking L. Rep. (CCH) 9§ 83,507 (July 1, 1593}.

OCC concludes that a national bank does not need to register
as an investment adviger or a dealer under a state gsecurities
act asg a result of the bank’s trust activities because federal
law preempts the registration requirement o¢f the state’s
gecurities act. OCC Interpretive Lekbter No. 628, Fed. Banking
L. Rep (CCH) 94 83,511 (July 19, 1993).

OCC  publishes gquidelines on sale of retail nondeposit
inveatment products. Banking Circular 274 (July 19, 1993} ;
See glso OCC Interpretive Letter No. &37 {Sept. 17, 1993}
{interpreting BC-274 ({ 58,716}}.

0TS issues guidelines addressing wvariocus aspects of the retail
gale of nondeposic investment products by savings
assgociations. OTS Thrift Bulletin 23-1 (Sept. 7, 1993).

FDIC issues supervisory statement to alert state nonmember
banks to concerns and issues raised by bank sales of mutual
funds and annuities, which are inveatment producks not covered
by federal deposit insurances or othar guaranteas against loss.
See "FDIC Supervisory Statement on State Nonmember Bank Sales
of Mutual Funds and Annuities® (Oct. 8, 1893).

Chairman Gonzalez of the House Banking Committee - and
Congressman Schumer introduce on October 19, 419$93, a bill
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{(H.R. 2308) that would amend the federal banking laws to
create a separats bhank regulatory scheme to govern the sale
of mutual funds and other nondeposit investments by insured
banks anmd thrifts. on Occocher 27, 19%3, Congressman Neal
introduces a less comprehensive bill (H.R. 3389%) that takes
a disclosure-oriented approach to bank sales of mutual funds.
Like H.E. 3306, Congressman Neal‘’s bill would require
mandatory written disclosures by bank salespersons and in bank
advertising materials regarding the uninsured nature of the
matual funds sold, but H.E. 3389 would not establish sales
practice standards or training and qualification requirsments,
as does H.R. 2308,

Chairman Dingell of the House Committee on Energy and Commerce
introduces a functional requlation kill {H.R. 3447} that would
bring bank securities activities within the existing framework
of the federal securities laws and yegulation. The Lkidl,
amony other things, would repeal the exigsting exemptiopns™ for
kank and thrift securiries from Securities Ach registration
and would consol idate within the Commission jurisdiction over
periodic reporting by banke and thrifts through repesal of
Exchange Act section 12(i).

Commission releases the results of a survey conducted by the
Commigsion to discern the degree to which investors understand
the risks associated with nutwval funds sold through banks.
The results of the survey show, among other things, that 66%
of bank fund holders surveyed believe that money market mutual
funds sold through banks are federally insured. Bee SEC News
Release 93-355, "Chairman Levitt Anncounces Results of SEC's
Mutual Fund Survey" (Nov. 10, 1993}.

Comptroller sends letter to all national bank chief executives
regarding concerns that many consumerz 3till do not understand
that murtual funds, anmaicies, and other nondeposit products
areg not insured by the FDIC. Fed. Banking L. Rep. (CCH) 9§
39,529 (November 16, 1993).

CC, in order to reduce regulatory Dburden, amends its
securities regulaticns (12 CFR Part 1} to remcve the
requirement that national banks maintain for specified periods
of time credit informaticon on issuers of cercain securities.
Fed. Banking L. Rep. (CCH) ¥ 89,431 {effective June §, 1993).

First Union National Bank of North Carclina files a notice
with the 0CC advising the OCC of its intent to acguire three
operating subsidiaries that include two affiliated investment
advigory companies. OCC Control No. 93-MLO8023 (November 1,
1993) . '

OCC releases brochure describing the differences between bank
depogits and investment products offered by banks, including
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mutual funds and annuities. See "Depogits and Investments:
There's a Critical Difference" {(November 1993).

FDIC adopts rule relating to brokerage "metworking" contracts
of state-chartered insured banks. Under the rule, a contract
invelving a third-party providing brokerage services on the
bank’s premises would not constitute an "as principal™
activity and would not reguire the FDIC's prior consent. 59
Fad., Reg. 64,462 {19%3).

Mellon Bank, N.A., Files a notice with QCC of its incent Lo
acquire, through operating subsgidiaries, most of the assets,
operations and activities of The Dreyfus Corporation,
investment adviser to the gixth largest family of mutual funds
in the U.2. OCC Control Mo. 93-NE-08042 {December 30, 1993] .,

1
FDIC and Federal Reserve Board publish changes to call'}ﬁPDrt
forms that would require banks to provide data on their mutual
fund and annuity sales. {The OCC is making the samg changes
to the call reports filed by the national banks}. See 55 Fed.
Reqg. 2603 (1994); 59 Fad. Reg. 3101 (1994).

Six mnational banking trade associations develop and issue
gquidelines regarding bank retail sales of nondeposit
investment products. See "Retail Investment Sales, Guidelines
for Banks, " a joint project of: American Bankers Association,
The PBankers Roundrable, Consumer Bankers Association,
Independent Bankers Assngiation of America, Natipnal Bankers
Asgociation, and Savings & Community Bankers of America
{February 1994} .

Federal banking agencies issue an Interagency Statement to
provide "uniform guidance® to banks that sell mubtual funds,
annuities, and other nondeposit investment products., The
statement supersedes prior separate guidelines that were
issued by the banking agencies. See Interagency Statement on
Retail Bales of Nondeposit Investment Products (February 15,
1894 .

OCC rescinds and replaces Banking Circular 274, Retail
Nondeposit Investment Sales, with new section 412 to the
Comptrollerfs Handbook for National Bank Examipners. Section
413 providegz naticnal bank examiners with guidance for
examining mutual fund or other retail nondeposit investments
gales operaticns of naticnal banks. The guidance implements
and incorporates the Interagency Statement. See 0CC Bulletin
94-13 (February 24, 1994;.
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OCC solicits public comment on notices filed by First Unicn
and Mellen to estabklish operating subsidiaries that will
engage in mutual fund activities. %% Fed. Reg. 9017 (1994).

The Commission and other sgecurities regulators issus a
pamphlet designed to provide investors with basic information
to help them select a brokerage firm, make initial investment
decisicns, monitor their investments, and address investment
problems. See "Invest Wisely: Rdvice from Your Securities
Industry Regulators.® (March 1994) .

Subcommittee on Oversight and Investigations of the House
Energy and Commerce Committee holds hearings oo Mellen/Dreyfus
merger. The hearings focus on the legal, public policy, and
consumer protection issues raised by the proposed trangaction,
as well as the adequacy of existing safeguards in connection
with mutual funds and other securities products advised on or
g0ld by banks or their affiliates. {March 2 and 3, 1934).
.,

Federal Reserve Board approves an exemption from the anti-
tying provisions of the BHCA, allowing a bhrokerage subsidiary
of a First Union bank to offer discounts on commissions for
brokerage services Lo customers who maintain a minimum balance
in accounts at any First Union bank. 80 Fed. Ees. Bull. 166
(19564 .

Federal Reserve Board proposes to amend RFegqulation Y {o create
an exemption under which banks and their affiliates could

offer certain tradicional bank products and services (a lecan,
discount, deposit, or "trust services") on a discounted,-
packaged basls without violating the anti-tying provisions of
the BHCA. 5% Fed. Reg. 12,202 {19%4).

The New York Court of adppeals uphelds che Appellate Divigion's
decision in the HNew York State Assogiation of Life
Imderwriters casse that held that state-chartered banks have
the right under State banking law to sell fixed-rate and
variable-rate annuities, either directly or through a
gubksidiary, as an "incidental power" of the "business of

banking' within che meaning of the State banking law. The
court rejected the assertion that annuities are insurance that
banks are not authorized to sell. {No. 3B, N_.Y., March 30,

1%24), affirming 190 A.D.2d 33§, 598 N.Y.5.2d 824 (1993).

OCC calls for an interagency task force comprised of federal
banking and securities regulators to develop a program to test
the sales procedures of all mutwal funds providers, including
depogitory institutions and securities firms. QCC News
FEelease 94-38 (April 1L, 15%4). .

The OCC files a petition for certiorari with the Supreme Court
Lo review the judgment of the Court of Appeals in VALIC .
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Clarke, which held chat annuitiegs are insurance and section
22 of the NBA limits the authority of national banks to sell
insurance in tpownz with a population larger than %,000. {(April
13, 1%%4). The Supreme Court dgrants gertiorari on June &,
15854

Subcommittes on Telecommunications and Finance of the House
Committee on Energy and Commerce holds hearings on a
functicnal regqulation bill, H.R. 3447, the "Securities
Regulatory Bguality Act of 1993." H.R. 3447 would bring bank
gsecurities activities within the existing framework of the
federal securities laws and regulations. (April 14, 1994}.

OCC approves Filrst Union's operating subsidiary notice to
establish wholly-owned coperating subsidiaries to engage in
investment adviscory, brokerage and administralive services to
various clients, including the EBEvergreen family of mutual
funds. 0CC Letter to Robert L. Andersen, First  Unicn
Corporation (April 15, 1994). T
CCC approves Mellon Bank's notice to establish operating
subsidiaries to acgquire most of the assets, operations and
activities of The Dreyfus Corporaticon for the purpose of
primarily engaging in inveztment advisory, brcokerage and
administrative gervices to the Dreyfus family of mutual funds.
OCC Letter to Michael E. Bleier, Gensral Counsel, Msllon Bank,
MN.A. {May 4, 1994},
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