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AN ACT

To enhance competition in the financial services industry
by providing a prudential framework for the affiliation
of banks, securities firms, and other financial service
providers, and for other purposes.

Be it enacted by the Senate and House of Representa-
tives of the United States of America in Congress assembled,
SECTION 1. SHORT TITLE; PURPOSES; TABLE OF CON-

TENTS:.
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See 112 Rlimination of Lention peqivement for Enaneial holdit N
tions of affilirtes
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Subtitle F—Applvine the Prineiples of National Treatment and Beuality of
Competitive Oppertanity to Foreion Banks and Foreion Financial Institations

See: 181 Anuthority of national banks to underwrite eertain munieipal bonds
Subtitle J—Bffeetive Date of Title

TEE H—EFENCTHONAE REGHEATION
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SEC. 102. ACTIVITY RESTRICTIONS APPLICABLE TO BANK
HOEDING COMPANIES WHICH ARE NOT FI-
NANCIAL HOLDING COMPANIES.
“48) shares of any company the activities of
of 1998, to be so elosely related to bankine as to be
& proper meident thereto {subjeet to sueh terms and
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eheage directly or indireetly i & nonbanking activity
ine the period and addine at the end the folowine:

“SEC: 6: FINANCIAL HOLDING COMPANIES:

eompany means a bank holdine eompany which meets the
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aeeothts:

Board a declaration that the company eleets to
and apply eomparable eapital standards to a foreten
bank that eperates a branch or ageney or owns or

misstor of a deelaration under paragraph
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after the submission of sueh declaration may be
exehided for parpeoses of paragraph (D6} watd

“ the end of the 2Z4-month pertod
15 eonstmmateds or
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ination of the institation under the Com-
ity Retrvestment Aet of 1977 and

PHERE—
4ot o finaterad holdine company and a wholesale -
o aecotnt—
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appropriate to allow a bank holdineg company
and the affiliates of & bank holdine company
to—
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SO Providine & ok e -
for & bank to hold direetly=
related to bankine or manaete or controthne
the Board)-
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a deposttory mstitution or substdiary of a de-
pany controls) or otherwise; shares; assets; or
Hterests are not aeqiired o held by a de-
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nterests are acetired and held by & seenrt-
of a bona fide underswritne or merechant
ship mterests; are held only for such a pe-
or operation of sueh company or entity; ex
) Direetly or mdireetly aequiring or eon-

trothne; whether as prineipal; on behalf of 1 o1
more entities Gneluding entities; other than &
deposttory mstitution or subsidiary of a depost
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mterests are not aequired or held by a de-
posttory mstitttion of a stbstdiary of a de-
stratee eompany that s predominantly en-
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2 ecothpaty atd a wholesade finanerad holdine eom-
4 ahy aetivity; pursuant to this subseetion shall
5 provide written neotiee to the Board deseribine
6 the aetivity commeneed or condueted by the
7 cotpahy aeqiired no later than 30 ealendar
8 days after commencime the aetivity or con-
10 SR ARPEROVAE N0 RERHEHECD ok Sk
13 ton of o savihes assoctation; o finanetal holdine
14 cothpaty and a wholesade finanerad holdine eom-
15 paiy may comtnenee any aetvity; or aequire
16 aHY eompaity; prarstant to paragraph (35 or any
17 regrlation presertbed or order issted under
19 Board:

N
N

b b ek —H Hhie Boaed Prads Hhat s
24 the reqtrentents of sthbparaetaph 9 Br 5 o
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QUIRED—Within 45 days of reeeipt by a finanetal
holdine ecompany of a notice given under paraecraph

the eonditions deseribed i a notiee to a finanetal
& notiee under paragraph 1) a finanetal holdine

eompany does not—
L6y 1 the ease of a notiee of failure to
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the Board); or
“D) i the ease of a notiee of fathare to
eotply with subparagraph (Bl (65 or By of
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seetions

4a); & company that is not a bank holdine ecompany
a fianeial holdine company after the date of the en-
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ot tdtreet ownership or control of shares of a com-
Hons); on a consohdated basis; from eneagine 1 ae-
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subseetion; or a substdiary of sueh finaneal holding
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mstitation eontrolled by a finanetal holding company
A offer or market; direetly or threueh

ahy areaheement; ahy produet or serviee of a
naneial holding company purstant to this sub-
seetton or subparagraph ) or ) of sab-
to be offered or marketed; direetly or throush
trolled by a finaneial holding eompany may not en-
of & cotpany; purstant to this stubseetion; shall ter-
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Board may; upon appheation by a finanetal holdine
company; extend sueh Hvenr period by not o ex-
ecompaty and a whelesade finanetnd holdine company may
13 ternrned to be finanetal i natare o erdental to finanerd
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15 = the holdtte cotpams reasotably cotehides
16 thet the aetiets s fietd e tebire or Hretdentad

17 ‘o £ b netivitios:
18 =2 the oross revettes frot ot aetvibes cote
19 thieted wnder this sthseetion represent dess than 5

20 pereent of the consolidated eross revenues of the
21 Hotditre: eotrprtes:
22 =65 the nooteonte tobtt assets of ol cotprties

23 the shares of which are held under this subseetion
24 do w1t exeeed 5 pereent of the holdine cottprys
25 eotsotdated totr assets:

HR 10 RS



© 00O N O 0o B~ W N PP

N N DN DN DD DN P PP PPk PR PP
aa A W N P O ©W 00 N O 0o b W N B+ O

27
meneed or condueted by the eompany aequired no
mstitation or a wholesale finanetal mstitation to be affih-
ion- or otherwise prevent o sieni k
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stitation or a wholesale finanetal mstitation to en-
ione or otherwise prevent o sieni k
exeept that—
feet on Oetober 15 1997 shall not be deemed to
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) relate to; or are enacted or issued for
4 wpply oy to entites that ate mot e
ings which ave sabjeet to paragraph (2);
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ah Histred depostory mstitation or a wholesale
or & wholesale finanetal mstitation; and
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SEG: 105: MUTUAL BANK HOLDING COMPANIES AUTHOR-

N
N

IZED.
23 {a) By GENERAE—Section 3{eH2) of the Bank Held-
25 amended to read as folovws:
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organized as a muttal holdine eompany shall be ree-
SEC. 106. PROHIBITION ON DEPOSIT PRODUCTION OF-
FICES:
SEG: 107 CEARIFICATION OF BRANCH CLOSURE REQUIRE-
MENTS.
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SEG: 108 AMENDMENTS REEATING TO HIVMITED PURPOSE
BANKS.
ehatise 20
at the end of subelatse 2 and

ized;
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33
e} any bank subsidiary of sach company
both—
eonrse of a eredit eard operation shall not
eount at a Federal reserve banks on behalf of
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ater o

ports to; and is recoghized as & primary
New York; and

) i faly seenred; as reeuived by
ited States or on which the prineipal

) fails to qualify for the exemption provided nnder
steh paragraph by operation of paragraph (2); sueh
saeh eompany shall divest eontrel of ench bank it
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35
A} ecorrected the conditton of censed the
SEC. 109. RESPONSIVENESS TO COMMUNITY NEEDS FOR FI-
NANCIAL SERVICES:
a stads of the extent to swhich adequate services are betne
neteghborhoods and for persons of modest means; as a re-
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36
Hitsstors skl sthit o report to the Eonetess on the
SEG: 116: REPORTS ON ONGOING FFC STUDY OF GCON-
SUMER PRIVACY ISSUES.
eneh staee of such stady and o finad report at the conel-
SEC. 110A. GAO STUDY OF ECONOMIC IMPACT ON COMMU-
NITY BANKS AND OTHER SMALL FINANCIAL
INSTITUTIONS.
the United States shall eonduet a study of the projeeted
$100:000:000 or fess:
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Genernt of the Enited States shall submit & report to the
Conoress before the end of the 6-month period besinnine
tainine the findines and conchasions of the Comptrofer
General with reoard to the study requited under sub-
termine to be approprinte:

Companies

SEC. 111. STREAMLINING FINANCIAL HOLDING COMPANY
SUPERVISION.

Seetion 5le) of the Bank Holdine Company Aet of
to time may reeuire any bank helding eompany
and any subsidiney of sueh company to submit
reports ander oath to keep the Board informed
a8 to—
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that a bank holdine company or any sub-
been required to provide to other Federat
of the Board; a report referred to in elanse
=
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tres & repert from a fanetionally reen-
regrlator or appropriate self-regulatory or-
and the report 1s neeessary to assess & ma-
regire sueh subsidiary to provide sueh &
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40
1 & broker or dealer registered

superviston by a State suranee eofttts-
v} an entity subjeet to regulation
eompany and each subsidiaey of a bank

N()AHY'BEP()“IT()RY —y ~ T ~ ~
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Board may make examinations of a fane-
substdiary of a bank holdine company only

13 eneaged i activities that pese &
tory mstitution; or

=y buased on teports ahd other
reasonable eanse to believe that a sub-
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mation of a bank holdine company to—
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Yy any subsidiary of the heldine
pany; or
tet
ecornld have a materially adverse effeet on
posstble; use; for the purpeses of this para-
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4
made of—
“{) any registered broker or dealer or
vised by a Federal or State anthoriy=
that s not a deposttory mstitation and—

HR 10 RS



© 00O N O 0o B~ W N PP

N N NN N DN P PP PR R PP PR
A W N B O O 0 N O O A W N B O

mstratee anthority; or

ments with respeet to aetivities of a reeistered
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10 operattons of reeistered brokers; deaders; thvest-
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SEG:. H12: ELIMINATION OF APPLICATION REQUIREMENT

T
© 0 ~

FOR FINANCIAL HOLDING COMPANIES.
22 Hos 184 ah 18 amended by addine the folowie new
25 this sibseeton with reentd to the rectstration of o bank
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2 eation to aeatre a battk prrstatt to seetton 375

3
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() by steikine “Binaneint Instibut c ‘

of & national bank and the Federal Deposit Insur-
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%
%

AND SECURITIES AND EXCHANGE COMMIS-
SION:
Seetion 5 of the Bank Holdine Company Aet of 1956

|
|

CCf

i
%
|
;

JXIL

proviston of faw; any regulation; erder; or other ae-
company to provide funds or other assets to a sub-
“) a bank holdine company that is
aft Histeahee eompany or 18 a broker or
a broker or dealer repistered nnder sueh

Aet; and
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50
chanee Commisston for the reetstered broker or
tton of the msuranee company or the broker or

OR SEe REQHRED—H the Board requires a bank
holding eompany; or an affthate of a bank holding
compahy; whieh 13 o hstrahee ecompany oF &

ment:

rton—7If the Board reeerves a notiee deseribed i
prtaeraph HHBY from o Stade tistittee atborts
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eard to & bank holdine company or affilate referred
a bank holdine ecompany and ending on the date the
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52
tionr or order; Hmpose restrietions orf reqguirements on
mstitation substdtary of a bank holdine company
than a substdiary of such mstitation) whieh the
abuses:
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=54 Board shall reentary—
“ review all restrtettons or reqtrements

mine whether there 18 & eontintine need for any
prrpeses of the Aet; melading any purpose de-
“B) modifs or eliminate any restrietion or

a bank heldite compaty=
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any registered mvestment company that i not &

e Baszk Hobbive  coxdpany—"The  term
stratee et
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1 SEcC. 116. LIMITATION ON RULEMAKING, PRUDENTIAL, SU-
2 PERVISORY, AND ENFORCEMENT AUTHORITY
3 OF THE BOARD.

6 foHowite new seettot

7 “SEC. 10A. LIMITATION ON RULEMAKING,; PRUDENTIAL, SU-
8 PERVISORY, AND ENFORCEMENT AUTHORITY
9 OF THE BOARD.

11 “H I eENErRaE—The Board iy not pre-
12 setthe reotlations. ixstte or seek entiey of ordets; b
14 ents; safeetards; or standards; or otherwise take
15 ahy aetton thder or purstant to any proviston of
16 this Aet or seetion 8 of the Federal Depostt Insur-
17 e et aenst o seith respeet o o reotthtted st
18 sttt of o btk holdtte ecotprtes wdess the aeton
19 1S Heeessary o prevent or redress an uhsafe or th-
20 sottrd practiee of breach of fiduetars duty by sueh
21 sthstdiaey that poses o matertad visk to—

22 “A) the financial safety; soundness; or
24 or

25 “B) the domestie or mternational pay-
26 et Ssyestets
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with respeet to a finaneial holdine eompany or a wholesale
respeet to a regulated subsidiary that may not be taken
ander this Aet or seetion 8 of the Federal Deposit Insur-

HR 10 RS
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Heahs ahy company Hhat 15 not & bank heoldine company

4 ard s—

5
6
7
8
9
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11

12

13

14

15

16

17

18

19

20

21
22

1 a broker or deader reetstered under the Se-
ageney subjeet to supervision by a State insuranee
ecommission; ageney; or stmtlar anthortty; or

23 the Board of Governors of the Federal Reserve Systens
24 as the umbrela superviser for finanetal holding compa-
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a deposttory mstitation and a eompany engaged 1 msur-
both & deposttory msttution and & company engaged 1

THoN—
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to the appropriate State iswrance regrlator that the

e any teatsaction or relationship between a depost
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60

believes s necessary or appropriate to permit the

State insurance regulator to administer and enforee

#roN—TWpon the request of the Board or the appro-

priate Federal bankine aeceness a State insureanee

& eotmpaty which—

L Coxsrprarron—DBefore makite any deterhiina
Hon rehibie o the el adfihation of or the cottbitne
finaneial imstitution; or fnancial holdine company with &
COTTPHHY ehomeed HE stiertee sebvibiess the appropitate
State insturatee reewlator of suech company and take the

HR 10 RS
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seetton of mformation or material by a Federal
not eonstittte a watver of; or otherwise affeet; any
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63
Subtitle C—Subsidiaries of
National Banks

SEG: 121 PERMISSIBLE ACTIVITIES FOR SUBSIDIARIES OF

NATIONAL BANKS.

authorizing & subsidiary of a national bank to en-
“A) 18 not permisstble for a national bank
By s eondueted wnder terms or eondi-
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64
anless & national bank is speetfieally anthorized by
the express terms of a federal statute and not by
PHRE—A national bank may eontrol & company
and wel manaeed; and has achieved a ratine of
mataeed; and have achieved a ratine of satis-

HR 10 RS
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1956-
“ Ht the ease of a bunk that bas
=th the aehievertent of o eot-

HR 10 RS



© 00O N O 0o B~ W N PP

N N DN DN DD DN P PP PPk PR PP
o A W N P O ©W 00 N O 0o b W N B O

66
or
beeomes affihated with a national bank durme the 24-
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neeessary th order for sueh institation to achieve &
197 and

of September 157 995 or (B} s a nondeposttory
substdiary of a foreien bank and is not alse & sub-
sttty of & domestie deposttory tsttutton)™ after
bankers™

HR 10 RS



© 00O N O 0o B~ W N PP

N N N P B PR R R R R R R
N B O © 0 N O U M W N Rk O

68

sentenee: “Jlor purposes of this seetion; a subsidiary
soent pursuaht to seetion SI36AEHD) shalt be
deered to be a substdtary of a bank holdine eom-
prrposes of this seetton; a subsidiary of & national
ant to seetion S136ALaH2) shall be deemed to be an
affthate of the national bank and not a subsidiary of
the bank’>=

(5 by redesionatine the item relatine to seetion
(2} by insertine after the item relatine to see-
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SEG: 122;. MISREPRESENTATIONS REGARDING DEPOSITORY

INSTITUTION LIABILITY FOR OBLIGATIONS
OF AFFILIATES:
%3 1008. Misrepresentations regarding finaneial insti-
not more than + vear; or both:
erenees to o substdiary or affihate of an thstred depostory
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for ehapter 47 of title 18; United States Code; 1s amended

‘4]“”é || BTN .
T »

SEC. 123. REPEAL OF STOCK LOAN LIMIT IN FEDERAL RE-

SERVE ACT:
CHAPTER 1—WHOLESALE FINANCIAL

HOLDING COMPANIES

SEC. 131. WHOLESALE FINANCIAL HOLDING COMPANIES
ESTABLISHED.

the Bank Holdine Company Aet of 1956 (12 H-S-- 1841

“SEC. 10. WHOLESALE FINANCIAL HOLDING COMPANIES.
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A is reeistered as & bank holding com-
HC) eontrols 1 or more whelesale finanetad
“H) a bank other than & wholesale f-

D; d; or () of seetion 2{eH2): or

S o sHHes assoehttots hd
“5) is net a foreien bank {as defined m
Bewtrd sy permit o cornpay that controds g sav-
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patty or any substdiary of sueh eompany
at the reguest of the Board; a report re-

. ‘ N
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avatable from a supervisory ageney
195 or a foreten reenlatory anthor-
¥ of & stmtar types
“HBH Fhe natare and extent of
to—
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Sy irform the Bonrd recurding the
provisions of this Aet and these sovernine
possible; Hmit the focus and scope of any exarm-
tation of a wholesale finanerd holdine eom-
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system; eowld have o matertally adverse ef-
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7

ade of—

) any registered broker or dealer or
S CONFIPENTRAHTEY O0F REPORTED B
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Board from complying with a request for
order of & eourt of competent jurisdietion
or the Board:
shall be considered to be a statute de-
o
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be assessed aonihst and made payable by the
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that—
“H s net a depesttory mnstita-
tion; and
that s net a depesttory institation and
respeet to aetivibes of a regtstered Hivest-
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24
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ettt of o eothpaies  Hreettated

25 aHeeps—
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ton Hah; o company that beeomes a wholesade
had entered Hto a contraet to aeqttre
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shares ptrstant to this paraeraph; o a subsid
assets of any other eompany which is engaged
any shares prrstant to this paragraph or para-
araph (-

ttonr 4a); a whelesale finanetal holdine company
may eneage H; or direetly or mdireetly ovwn or
cotitrol shares of & compaty enenged Hy netivi-
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ente consohdated assets of a wholesade finanerd

mit—
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eontrols pursaant to paragraph (I or {2} te

stitation to offer or muarket any produet o sery

eompany prrstant to steh paragraphs:
ecotprty that owts of  cottrols o foreten batke
that—

wehading & foreien bank or eompany that owns

B owrss eontrolss or ix alfibiared with a

may regquest a determination from the Board that
steh bank or company be treated as a wholesale #-
e

HR 10 RS
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ecter bank and o company that ewns or controls
foreten bank tay not be treated as a wheolesale -
tethe
held diveetds by o foreton batk or throteh o
subparagraph (D) or 9 of seetion HeH2) are
et
ettrrality of competitive opportanty:
Fransactions bebveen a braneh; ageney o o
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ply with sueh seetions Hf the bank were a mem-
ber bank:
fihated with & company which is; treated as a whele-
shall be treated as & whelesale finanetal mstitation
eotpany shall be sabjeet to paragraphs (3); (4 and
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& braneh; ageney; or commereial lending eompany
eontrols sueh foreten bank) may regquest a deter-
mination from the Board that sueh bank or eom-
tons of paragraphs (2H; 5 and b of this sub-
seetions
States of a foreten bank that is; or is affihated with
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& company that is; treated as a swholesale finanetal
hotdine company shall be subjeet to  seetion
eron bk avere a whelesale Pheneiad Hstitetion
& eorporation—
hi BEabestteth SEarhs Boaodss—=eetton 8 of the

HR 10 RS



© 00 N O 0o B~ W N P

N N NN DN NDDN P PP PPk PR PP
o o WO N P O ©W 00 N O O b W N B O

90
deposttory thstitation” shall be deemted to be a ref-
poses of this paragraph——
ed—
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1 e the Commodity Fuatures TFradine
4 Privrer et H2 s 3H2e s wtended by
8 Cotrrsstor—
9 SEC. 133. CONEORMING AMENDMENTS.
13 amended by addine at the end the followine new
14 stbseetions:
16 term swhelesale fnanend tstitation™ smeans o whoelesele -
18 Reserve Aets
19 Sl e tertt “COmHSSIon teats
21 = PrEPostrory Bestrrrrrtro—-rhe tert cdepost-
22 tory tnstitition' —

24 et 3 oof the Foderal Peposit Tastreanee et and
25 L2 inelades & wholesale finanetal stitation—
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the Bank Hoelding Company Aet of 1956 (2 E56-
2(m) of the Bank Holding Company Aet of 1956 (12
bk after < demeer of defarky
Company Aet of 1956 (2 U356 1842(ep is
sthseetton bt Hot apply t0 o seholesade Fraterd

cint instittion as authorized pursnant to see
tion 9B of the Federnt Reserve AetL

HR 10 RS
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CHAPTER 2—WHOLESALE FINANCIAL

INSTIHFOUTHIONS

“SEC. 5136B. NATIONAL WHOLESALE FINANCIAL INSTITU-
TIONS.
ate as & national whelesale finanetal mstituation:

HR 10 RS
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ol the Federal Reserve Svstent of o wholesale finaneind -

Hew Hetrr

HR 10 RS



© 00O N O 0o B~ W N P

N N DN DN DD DN P PP PP PP PP
o A W N P O ©W 00 N O 0o b W N B O

95
thstitton ands as a whelesale finanerd stitn-

postt Insuranee Aet may beeome a wholesale finan-

fer as State member tstred banks; exeept that =«
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that—

eral Depostt Instaranee Aet shall apply to & whelesale
to inelade a referenee to a wheolesale finanetal mst-
tatton:
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deemed to be a bankime mstitation; and the Board
provision of law; a wholesale finanetal mstitation
Board and; in the ease of a State-chartered swhole-
Board; and; i the ease of a nattonal bank whelesale
sale finanetal imstitation shall be deemed a

HR 10 RS
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State bank and an insuared State bank and a
Statel means—

Y with respeet to a nationat

= with respeet to o Shate

Statel means a State; other than the home
to establish and maintain; & branch:

HR 10 RS
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speet to iy Shrter o wholesade Hrrherd
States
thorHy may erant a charter to a whoelesade finanetad
SPHFERIONS—A State bank that s a whelesale -
of the richts; powers; priviteges; and hmhrantties (-
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chadine these derrved from statas as a federally
ehartered mstitation) of and as Hf # were a nattonal
H5+
postts of $1H00:000 o lesss other Hhintr on

HR 10 RS
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I
)

14 trents for wholesale finaneiad mstitations—
15 SEAG 1o aceotnt Tor the statis of wholesale

e
w N

17 depostts that are not insured under the Federal
18 Pepostt Hstratree et and

19 B e provide for the sate and sonmd op-
21 withottt ke risk to ereditors or other per-
22 sotiss Hrehrdie Federdd tesersve batkess eneneed
23 i transactions with the banks
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to; or the benefits of; eredit from a Federal
reserve banks teldine overdeafts at =
atret
Board detertines to be apprepriate or hee-

HR 10 RS
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from any proviston appheable to a member bank
with—
the Federal Reserve Aet; a wholesale finanetal st
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104
not be & bank:
or extend any advanee or diseount under this Aet to
prompHly provide notiee to & company that eontrols

or wel managed:

Within 45 days of reeeipt of a notice under para-
eraph {2} {or sach additional period not to execeed
shal exeette an aereement aceeptable to the Board
H-

HR 10 RS
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of paragraph (1); the Board may tmpese sueh hmi-

HR 10 RS



106

2 By averaE—The Board may appotnt a
3 cotseryator o take  possession ard eonteol of w
10 Hrtatotss os are provided sider steh et for conm
11 servators of national banks:

12 23 Boakb AtrHorPY—The Board shal
14 servator appointed under paragraph 1 and the
16 servator has been appetnted as the ComptroHer of
17 the Curreney has under the Bank Conservation et
18 with respeet to o eonservator appottted wnder sueh
19 et whd o ttoted botdke for whieh the cotserventor
20 kas been appotnted:

22 {e} of seetton 43 of the Federal Depostt Tnsuranece Aet
23 shal not apply to any wholesale finanerd mstitation——
24 6 VoreNFARY TERMEATION OF INSHRED STATHS
25 BY CERFARY BNSPHPHFoNS—

HR 10 RS
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“SEC: 8A: VOLUNTARY TERMINATION OF STATUS AS IN-

SURED DEPOSITORY INSTITUTION:

{b); an insured State bank or a national bank may volan-

HR 10 RS
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“B) to all depesttors at sueh bank net
=25 etther—
the bank provides a written notiee under para-
date; or

with respeet to—

tstred tder sthseetion (1 or B of seetion 6 of

HR 10 RS
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HHH-
ton 18 & wholesale finanetal mstitution subjeet to seetion
the bank provides a written notiee under subseetion
ter-
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S TRAPORARY INSERANCE OF DEPOSERS INSERED

s of eneh deposttor oo State bank of o teborad
eraph (1) with respeet to any bank; the bank shal

HR 10 RS



© 00O N O 0o B~ W N P

N NN NN R P R R R R RR R e
5E W N P O © 0 N O O A W N B O

111
other obheation or seeurtty issted by a State bank
tnder this seetion shall be accompanted by a eon-

HR 10 RS
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tifteate of depostt or other oblieation or seenrity 18
“streh Aets
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113
Subtitle E—Preservation of FTC
Authority
SEC. 141, AMENDMENT TO THE BANK HOLDING COMPANY
ACT OF 1956 TO MODIFY NOTIFICATION AND
POST-APPROVAL WAITING PERIOD FOR SEC-
TION 3 TRANSACTIONS.
aeeney whder seetton 37 45 or 6 of the Bank Heoldine Com-

HR 10 RS
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or the antitrast laws:

SEG: 143. CEARIFICATION OF STATUS OF SUBSIDIARIES

AND AFFILIATES.

not tself & bank or savines association shall not be
of the Federal Trade Commission Aet or any other law
e of the Clayton Aet 5 H56 Baterty s
thereof the followine: <5 exeept that a portion of a trans-

HR 10 RS
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cludine aequisitions amone the lareest 20 pereent of
of National Treatment and
tunity to Foreign Banks and
SEC. 151. APPLYING THE PRINCIPLES OF NATIONAL TREAT-
MENT AND EQUALITY OF COMPETITIVE OP-
PORTUNITY TO FOREIGN BANKS THAT ARE

FINANCIAL HOLDING COMPANIES.
1978 (32 S0 3106(c)) is amended by addine at the
ttornr 6(bHIHS or which reeetves a determina-

HR 10 RS
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g Company Act of 1956; any anthority con-
neneint holding eompanies ander seetion 6 of

prrstant to paragraph (s i an aetivity which
trrs ws o fretetrt holdine comprts whder saeh
seetion or reecerved a determination ander see-
fion LML) by the end of the 2venr period
tent and equakity of competitive opportunity;
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mposed on a finanetal holding company orea-
SEG: 152: APPEYING THE PRINCIPLES OF NATIONAL TREAT-
MENT AND EQUALITY OF COMPETITIVE OP-
PORTUNITY TO FOREIGN BANKS AND FOR-
EIGN FINANCIAL INSTITUTIONS THAT ARE
WHOLESALE FINANCIAL INSTITUTIONS.
a foreten bank (neluding a Federal braneh) m the same
state bank or & national bank’=
Subtitle G—Federal Home Loan
Bank System

HR 10 RS
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Beoard™; and

77,
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(3} by redesignating peragveph (5} a5 pare

of paragraph (2 tother than subparagraph (B} of
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“SEC. 5. THE OFFICE OF FINANCE:
of sueh banks to issue Federal home loan bank netes;
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122
loan banks shall establish a central board of diree-
vided i this Aet; the Offtee shall be treated as a Federal
bank shall be vested 11 & board of 15 direetors; nine of
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123
more than a 2-yvear history of representine consumer or
serve as ah offteer of any Federal home loan bank or &
cirector or officer of any member of a bank; or heold
a bank:
& persen who s an offteer or direetor of a member loeated
& pharality of the votes which members of each elass may

HR 10 RS
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member: No persot who 13 an offieer or director of a mem-
means & member of a Federal home loan bank which was
& member of sueh Bank as of & record date established
by seetion 7 of the Federal Home Loan Bank Aet
terms; nor any other officer; director or that member or

HR 10 RS
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th——
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as foHovess

‘ E)?'gwea{ Ii) %rlllwia BE)P}I)“
[N L Ko
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~hat—

nation by subseetion {e} of this seetion) is amended by
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SEC: 167 MERGERS AND CONSOLEIDATIONS OF FEDERAL

HOME LOAN BANKS:.
restte from a tereer; combihation; or consohdation
parstant to this seetion may have a namber of eleeted di-
ahy bank reswtine from a mereer; combination; or consoh-
datton prrstant to this seetton shal be a tumber that i
solidation of two or more Federal home loan banks; the

HR 10 RS
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1 #Hon 5 of this et to refleet steh mereer; cotbhnttion ot
2 consohdution——

4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

eral Home Loan Bank Aet (42 56 1421 et seq) 1
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or set a speetfie level or ranee of compensation for
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1) Subseetion {aH1) of seetion 2B of the Fed-
is amended by strikine the pertod at the end of the
sentence and mserting ‘& and to have the same pow-
speet to the Federal home Jont ks s the sendors
officers and directors of sueh banks as the Office of
and direetors of sueh enterprises under the Federal

(2) Subseetion (b} of seetion 2B of the Federal
atrended—

By by striking “funetion to any employee;

achpitistrative writl o Hserting “inetion o
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U560 2505 18 amended by strikine “Jederal Home
Fratee Botrd—
Home boan Bank Aet (2 Ho: H29 18 amend-
ed—

e “Peposits” and msertine “Cash or depos-
e
btk ot
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) seetton HH of the Federadl Home
ed—
graph:
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(%) in paragraph (2); by striking sub-
rehabilitation of rental housine i for a pertod
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that the rent with respeet to o untt shal not ex
paraeraph (2HB) appheable to oceapants of

HR 10 RS



137
foves:
prrsaatit to subparagraphs 9 and B) are -
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SEG: 17 CAPITAL STRUGCTURE OF THE FEDERAL HOME

LOAN BANKS.

“SEC. 6. CAPITAL STRUCTURE OF FEDERAL HOME LOAN
BANKS:
loan bank shall submit for Finanee Board approval a plan
establishine and implementing & eapitad straetare for such
bank;
and

HR 10 RS
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S ine regtirements:

8 plan of & Federal home loan bank shall require
10 vestient t the stock of the bank 1 amount
11 not less than—

12 Y n i pereettree of  the
13 total assets of the shareholders and

14 “Hi & mintmam pereentage of the
15 otttstandine advanees from the bank to the
16 shareholder:

18 Fhe Hittt pereettaoes estabhshed presttt
19 to sthparaeraph (A shal be set ot fevels snlli-
20 etettt to meet the bank’s mintmum eapital re-
21 grrements estabhshed by the Fianee Board
22 ander subseetion {e)-

24 EREHSNT—The  asset-based enptted reqite-
25 thett appheable to ay shareholder of o Federad

HR 10 RS
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year; or
apphenble 0wy shareholder of & Federsd hote
plant may estabhish & mintmum dollar amount of
stoek of a Federal home loan bank  whieh =
by each Federal home loan bank shall impese & eon-

HR 10 RS
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of & Federal home loan bank on the date of the
wnder paragraph (b during o transttion period

home loan bank the option of meeting the
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Class A or Clhass B stocks

be stoek of & Federal home loan bank that shall
fater than 12 menths folowte subhrsston of o
be stoek of o Federat hotre tont batk that sl
be redeemed i eash and at par by the bank no
brter than 5 vears folowihe submission of =
wrttten tHottee by o shereholder of the shere-
the bank:

B stock of a Federal home loan bank may re-
cetve a dividend premtam over that patd en
richts i the eleetion of Federat home loan bank
MENTS FOR €EASS B STOCK—A eapital strae-

HR 10 RS
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Chass A& and Class B stoek desertbed 1 sub-
Federal home loan bank:

SR a deveraoe Bmit i oseeorthinee with

HR 10 RS
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amonunt shall be deemed to be eapital for purpeses
attee et for a well eapttalized thsured depost-
rate risk to whieh & FFederal home loan bank is

HR 10 RS
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By avERAE—Any shareholder of a Fed-
A sueh shareholder has filed a written
atret
stoek 1 & Federal home loan bank may redeem not
eraph (B) or (&} of subseetion hi{d)-

HR 10 RS
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3 ) i the optton of the board of diree-
6 serthed wnder His et or

7 B} the shareholder has been deternined
8 to be insolvent; or otherwise subjeet to the ap-
9 potitient of a0 eonservator, reechvers o other
10 leeal enstodian; by a State or Federal authority
12 for stueh shareholder:

14 shareholder may—

15 A retire shares of Class & stoek o at
16 the option of the shareholder; shares of Hlass B
17 stoeks or any combination of Class A and Class
18 B stoeks that are exeess to the trbm stoek
19 prehse reqttreretts appheable to the share-
20 kolder; and

21 B} recetve from the Federal home loan
22 battk & prompt pavment th eash equal to the
23 par vahie of such stoek:

25 Bouwtd o the board of divectors of a Federsd bome

HR 10 RS
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bank is; or is hkely to be; impatred as a result of
of stoek:
foves:
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E
%
%
%

Seetion 2A0HD) of the Federal Home Leoan Bank
redestenated by paragraph ) of this seetion) the
Secretary of the Treastrs’s desienee); who shall

3} 1 subparagraph (6} tas so redestenated by
paragraph (H of this seetion) by striking “Fowr™

Banks
SEC. 181. AUTHORITY OF NATIONAL BANKS TO UNDER-
WRITE CERTAIN MUNICIPAL BONDS:.

The parasraph desienated the Seventh of seetion
5136 of the Revised Statutes of the United States (2
TLS-6- 24(7)) is amended by addine at the end the follow-
paragraph as to dealtne iy underwriting; and parehasme

HR 10 RS
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of a state; Hf the national bankine asseciation 8 well eap-
Subtitle I—Deposit Insuranee
Funds
Freels
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to hieher ricks due to a regional concentration of
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ehrde—

B}  deseription of the plans developed by
the Borrd of Direetors for merging the Bank

HR 10 RS
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TITLEE H—FUNCGCTHIONAL
REGUEATION
Subtitle A—Brokers and Dealers
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& broker beeanse the bank engages 1 any of

HR 10 RS

RANGEMENTS—The bank enters ito &

eontractual or other arrancement with a

ander which the broker or dealer offers

brokerage serviees on or off the prenmses
of the bank #—

“hH sueh broker or dealer i

“H) the broker or dealer per-

thder the contractual or other ar-
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by the broker or dealer and not by the
btk
bank to advertise or promote generally

ibrrtion:

bank and the broker or dealer under
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= batnk emplovees do not di-
of & broker or dealer and are quattfied
parsuant to the rles of a selfreen-
tomer Hf the compensation i3 a nomt
nal one-time eash fee of a fixed dollar
by the broker or dealer on a basis 1

broker or dealer:

exeept H a ecustomary eustodian or
O the bank; broker; or dealer
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broker or dealer and not by the bank
s or other obleations of the bank
or effeets transactions i a fiduetary eapae-
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tomers; and

“H  eotretetd prapets bukers
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eien eovernment to retive outstandine

PHEANS—

bidiaries: H—

vestment adviee with respeet to
“fbb) the bankls eompensa-

flat or eapped per order proeess-



© 00O N O 0o B~ W N PP

N N DN DN DD P PP PPk PR PR
o A WO N P O ©W 00 N O O b W N B O

HR 10 RS

159
e fees; or both; but the bank

vestment adviee with respeet to
the ptrehase or sale of seenrittes
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rittes of an issuer as part of & plan or
vestment adviee with respeet to

prograt;
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e fees; or both; but the bank

“ONV)  PRERMSSIBEE  DEHIVERY

beine eonstdered a broker for a bank
ten or eleetronte plan materkds to em-
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grotps of the isster; so long as sueh
matertals are—
“Aaa) eomparable i1 seope or
effeets transaetions as part of & program
Company et of 1956 other than—

~
ANRD.

ML J
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=H u reetstered broker or dead
ers oF

) effeets sales as part of a pri-
e a pubhe offerine; pursuant to see-
Hes et of 1933 or the rales and ree-

%(\[I!l‘[l[l!lleg;
pa J e
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= b atavihet—dhe bandks as

dianr or a elearie ageney; 1 eon-
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to betne eonsidered a broker for a
ttes; aets i the Hnited States as &
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batk who is also ah emplovee of a broker
or dealer:

exeeption to betne constdered a broker for =
Gi); f); and () of subparagraph (B} shell

of any seenrtty that 15 a pubhely traded seenrity

HR 10 RS

“G) the bank direets sueh trade to &
S the bmrde s oa eress berde o
other substantially stmilar trade of & seen-

rHy that—
“HH s made by the bank or be-
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apphenble Federat o State e or

preseribe or tsste:

ception to betne constdered a broker for a bank
tor- administeator recistear of stocks and
reeetver; or eustodian under a untform eift
to mihor aeh of as ah tvestent adviser
i the bank reeetves a fee for #s mvestment

HR 10 RS
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14 SEC. 202. DEFINITION OF DEALER.

15
16
17
18
19
20
21
22
23
24
25
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aceount; etther ndividually or 1 o fiduetary ea-
paeity; but not as a part of a regnlar bustness:

ORI etivibios lor the Ltions  de-

HR 10 RS

“(i) PFR?H““HH ]1 A nral
). [IN [N

nial rlwle ;%*g\
N L [N

ment Bank; or
enhaneed debt seeurtty issued by a
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cign government to retire outstanding
poses—
=t for the batke ot

throueh & erantor trust or otherwise; of se-

cheate of banks of whieh the bank 8 =



© 00 N O 0o B~ W N PP

N N DN DN DD DN P PP PPk PR PP
o A WO N P O ©W 00 N O O b W N B O

HR 10 RS

171
“‘*;’ I ’IEIEI‘Y; [Ij{jzla {)Yf‘TR{H EE)YT{'V

tive instetment to which the bank s &
party—

“H te er frem a ecorporation;
ship that owns and Hvests of a dis-
$10;000:000 in investments; or to or
from a gqualifted imvestor; execept that

ot tore seetnrittes fother than a derb-
Fitvh ot bsoa seenreity fother than a
shall be effected with or threuneh =
registered broker or dealer; or
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“HH to or from any person

the instrament 18 netther a seeurtty

more seeurtties {other than a derrva-

SEC. 203. REGISTRATION FOR SALES OF PRIVATE SECURI-
THES OFFERINGS:

shall ereate a hmited qualifieation eategory for any assoer

HR 10 RS
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1 SEC. 204. SALES PRACTICES AND COMPLAINT PROCE-
2 DURES.
3 Secttort b of the Federndt Pepostt Frstrtee et s
5 seetot
11 fort tot hrter that 6 tronths after the dute of en-
12 wetrett of the et Serstees et of 109 reon
14 Hotrss advertistior o offers of oty seetrty by any
15 thstred deposttors tstittton or oy affthate thereof
16 other than a recistered broker or dealer or an thdi-
17 vttt aette ont behedt of steh o broker or dender
18 whe i an a=sociated person of steh broker o dealer
19 sSueh reenlations shall melude—

20 Y requirements  that  sales  praetees
24 Seenrtties Dealers; and

25 “B) reegqirements prohibitine & eondt-
26 tHonthe o extenston of eredit on the prrehase

HR 10 RS
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of & seenrty
employee of a bank arisine v eonneetion with the
prrehase or sale of a seenrity by a enstomer; mehad-
e a complant alleetne a violation of the reenla-
a complatnt volvihe an tdividuad aetine on behalf
procedures and faetities by sueh a enstomer shall be

HR 10 RS
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A estabhshie o orotpr e or brrent
phattts;

e and

HR 10 RS
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seetton—
Aet-

HR 10 RS
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SECG: 206: DEFINITION AND TREATMENT OF BANKING PROD-

BETS:

£ a deposit acconnt; savihes aeeotht
ment issued by a bank;

HR 10 RS
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D4 # debtt aecottht ot o batk atbste frot
5 & participation i & loan which the
bank or an affihate of the bank {other than &

HR 10 RS
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O o SeenrHy or 4 eronp or mdex of seenrt
ties fother than covertment seetrtties o a
etrttiesy: or (HHH that trade on a nattonad
based o a eroup or tdex of seerrtttes
etrttest o Y Hit feade on o tornd

of & partienlar produet as a traditional bankmne

rittes laws; or 1S oF 1S hot an aecotnt; agreement;

HR 10 RS
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1 cottttets of fearstetton for ahy prtpose whder the
4 seetot—

5 A) the term “bank™ has the meanine pro-
10 Aets

11 {5 the term “eovertent seenrtttes” has
12 the meantne provided i seetion staHd2) of
13 stteb et ands For prieposes of this stthseetion:
14 commeretal paper; bankers aceeptances; and
15 cotreretad bils shall be treated th the same
16 FHEHEE 515 COVEReHt seetirtttess o

17 ) the term “Flederal banking agenes”
18 has the meanthe provided e seetion 3z} of the
19 Federad Pepostt Hsvratee et 2 st
20 36

24 Tseb s amended by addine at the end the followine new
25 stbseettot

HR 10 RS
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ot—
“A) require a bank to register as a broker
engages H any transaction iy or bays or sells;
& new bankine produet; or
“B) brite an aetion aeathst o bank for a
fathire to comply with a requirement desertbed

misston shall not impose & requirement ander para-
that—

HR 10 RS



© 00 N O 0o B~ W N PP

N N DN DN DD DN P PP PPk PR PP
aa A WO N P O ©W 00 N O O b W N B+~ O

182
weahs a produet that—
“B) s net a traditional bankine produet;
SEC. 207. DERIVATIVE INSTRUMENT AND QUALIFIED IN-
VESTOR BEFINED:

contract; agreement; warrant; note; or option

HR 10 RS
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but does not nelude a traditional bankine prod-
fieation of & partiealar eontract as a derrvative
mstrament 18 oF 18 not & seenrdy for any pur-
ehetee et
tor’ means—

HR 10 RS
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the Tivestient Company Aet of 19401
by a plan fiduetary; as defined # seetion
FH2H of that Aet; which s etther a bank
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enrittes are direeted by & persen desertbed

broker or dealer other than a nataral per-
SOt

“fx) the government of any foreien

also means—

HR 10 RS

partrership that ewns and hvests on a dis-
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atrd Hivests on a diserettonary basis; not
diviston; ageney; or mmstrumentality of a
eovernment who owhs and mvests on a dis-
th Hvestments: or

fsston #res by ride or order; define o “qunh-
fred Hvestors as ahe other persots other Hith o
%
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(2} by striking the period at the end of sub-
phed to o batks o qrbdied Camadint covern
ment oblieation as defined in seetion 5136 of
This sabtitle shall take effeet at the end of the 270-
ey period beginming on the date of the ernetment of this
At
wise Hmit the seope and appheability of the Commodity
Bxehanee et (7 1500 1 et seqor
Subtitle B—Bank Investment
SEGC: 211. €BSTODY OF INVESTMENT COMPANY ASSETS BY
AFFILIATED BANK:
Tirvestment Company Aet of 1940 (15 1-S:C. 80a—17(4)
13 aended—

HR 10 RS
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tareth of steh paragraphs appropriately; and
which a bank; or an affihated person of a bank e+
Hzer; or spohsor of; or prinetpal wnderwriter for; a
amended—

HR 10 RS
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or an affthated person of a banks etther of whieh 5 an
affthated person of a prinetpal underwriter for; or depost-
tor of; o registered uhit Hvesthent fust may serve as
tH i paragraph (s by steikne “er” at the

el

e
SEC. 212. LENDING TO AN AFFILIATED INVESTMENT COM-

PANY-

tH by strikine “or” at the end of paragraph

23
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soh of & person tother that a registered -

HR 10 RS
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holdine Hsel ot to tvestors as a re-

and

HR 10 RS
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holding ttself ont to mvestors as & re-
lated company for purposes of Hvest-
went oF tvestor serviees; o

2HaHIIHB) of the Investment Company Aet of 1940 (15

HR 10 RS

sof of & person (other than & registered -
ing the G-month period preceding the date
of the determination of whether that per-
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the Investment Company Aet of 1940 (15 1S 80a—
of the Bank Holdine Company Act of 1956} exeept’

L I
N~ o 0o~ W

18 & Errreres Darr—The aendients tade b

N
o

N
[

23 1946 35 Hsth S0a—34nar is amended to read as fol-
24 loves:

N
N

HR 10 RS



© 00O N O 0o B~ W N P

N N NN DN DD DN P PP PPk PR PP
o A WO N P O ©W 00 N O O b W N B O

195
otendeds or approved by the Fnited States;

(¢

selitre the seenrttes of a regtstered Hvestient eot-
pany that 13 advised by; or seold threueh; a bank

HR 10 RS
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SEC. 215. DEFINITION OF BROKER UNDER THE INVEST-
MENT COMPANY ACT OF 1940.
SEC. 216. DEFINITION OF DEALER UNDER THE INVEST-
MENT COMPANY ACT OF 1940
foves:

)
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SEG: 217 REMOVAL OF THE EXCLUSION FROM THE DEFINI-

TION OF INVESTMENT ADVISER FOR BANKS
THAT ADVISE INVESTMENT COMPANIES:
ment adviser to a regtstered Hvestient eompatys but i
t the ease of a banks sueh serviees or acttons are per-
formed threteh a separately identiftable department or di-
shall be deemed to be the investment adviser>
mrent or divistor of o bank means & wt—

HR 10 RS
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atret

SEG: 218 BEFINJFION OF BROKER UNDER THE INVEST-

MENT ADVISERS ACT OF 1940

HR 10 RS
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i
§
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:
%

MENT ADVISERS ACT OF 1940.
2 of any—
) bank; or
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atel
pany or bank that has a subsidiary or a sepa-
restults of any examination; reports; reeords; or other
separately identifiable department or diviston of &
appropriate Federal banking ageney with respeet to sueh
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ahy eomon tenst foand or stmtar fund maintatned by a
foves:
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tattred for a fiduetary parpose;
“{1) advertised: or
prible; and
State law =

SEG: 222; INVESTMENT ADVISERS PROHIBITED FROM HAV-

ING CGCONTROLLING INTEREST IN REG-

ISTERED INVESTMENT COMPANY:

person of that mvestment adviser; holds a eontrel-
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Hm a trastee or fiduetary eapaectty; sueh person
shad—

A hedds Hhe shaees s Berestee o
fidetary eapaetty with respeet to any employee
duetary eapaetty with respeet to the plan whe 18

By # i holds the shares 1 a trastee or
ficretary eapactty with respeet to any person or

to—

“h another persen actine 1 &
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or any affthated person thereof: or
ofs

apply to any mvestment adviser to a reeistered -

ment eompany h a trastee or fiduetary eapaetty
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& registered imvestment ecompany or any affthated
have aected unlawfully or to have breached a fidu-
ti) of paragraph (HBr=
“A) & banking mstitution erganized under the laws of the
Aety or & braneh or ageney of a foreien bank {as sueh
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dition to the protection of irvestors; whether the aetion
of the ennetment of this Aek
of Investment Bank Helding
Companies
SEGC: 231, SUPERVISION OF INVESTMENT BANK HOLDING

COMPANIES BY THE SECURITIES AND EX-

CHANGE COMMISSION.

e and
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“ an affihate of & whelesale finan-
1978: or

“Hi a foreien bank that eontrols; di-
recty or mdireety a corporation chartered
et

the Commission & notice of mtention to beeome
supervised; prrstant to subparagraph B) of
cotnpany fthne steh a notiee shall be supervised
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Commission a written notice of mtention to be-
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stoh deems Reeessary or appropriate; eleet not
stot or steh shorter or foneer pertod o= the
1) 13 no loneer in existenee or has eeased o be
aht tvestient bank holdine ecompany; or H the
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superviston purstant to a rale or order; Hf any
o
to—
ctivities: £ » libion pokicies
fine £ ol s tionat visks:
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melade—
“th oa babttee sheet snd oo
statement;
tves; and
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Frited States Code  {eomondy  re-

foerrs ahd seope of any examination of

paty to—

that: beeatise of Hs sizes condition: or
and any affthated broker or dealer; or
the diseretion of the Commission
have a materially adverse effeet on the
the broker or dealer:
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sraph (D) 9 or (67 of seetton 2He})
the appropriate regulatory ageney; or of &

the prposes of this subseetion: the Conmmission
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ffraey provision o a nonbankme affihate
{other than a broker or dealer) that 18 W
Hsteatee regrator

(Y
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sabparagraph D)y ) and &) of seetion
2HeH2); or held under seetion 4); of the Bank
agents:

“) any person other than a nataral
brokers or dealers; and
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pany that—
“A) eontrels a whelesale finanetal mstita-
tot;
Company Aet of 1956) or a savines assoetation;
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220
nattons—
the Board:
“HE) made by any Federal or State bank-
th sabparagraph D) 5 er 6 of seetion
2HeH2); or held under seetion 4 of the Bank

25 Cotrsston sheal 1ot be corpeled to diselose oty Hfor-
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of & broker or dealer; rvestment bank holdine company;
with an erder of a eourt of the United States i an action
subseetion shall be eonsidered a statute desertbed 1 sub-
o ebtaited parstant to subparagraphs (9 B and {63
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addhtre at the end the folowine new subparaeraphs:

%}}eBﬂ-}ﬂfH@-}d—l—H@.bGOﬁ‘tp&}Hu Uz&e%ef1—9a6—q’
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ed—
Haw' and

Subtitle D—Study
SEC. 241. STUDY OF METHODS TO INFORM INVESTORS AND

CONSUMERS OF UNINSURED PRODUCTS:
sthit & report to the Coneress reeardine the effteness
reetly or throteh a contractual or other arrancement with
a broker; dealer; or agent; buys from,; sells to; or effeets

throtueh the use of & logo or seal that the seeurtty or msur-

HR 10 RS
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SEC. 242, STUDY OF LIMITATION ON FEES ASSOCIATED

WITH ACQUIRING FINANCIAL PRODUCTS.
Before the end of the T-vear period besinnine on the
date of the enactment of this Aet; the Comptroller General
of the United States shall sabmit & report to the Consress
reonrdine the effieney and benefits of wniformly Hnritine
by enstomers i the aeqaisition of finanetal produets:
Subtitle E—Disclosure of Customer
Products

HR 10 RS
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& ErorRepyMENT—Any rale presertbed by a Fed-
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TITELE HH—INSURANCE
Subtitle A—State Regulation of
Insuranee
SEC. 301. STATE REGULATION OF THE BUSINESS OF INSUR-
ANCE:

SEG: 302 MANDATORY INSURANCE LEHICENSING REQUIRE-
MENTS.

N6 persott of et skl provide tsttetee He o Shate

as prinetpal or agent unless sueh person or entity 18 W

SECG:. 304. INSURANCE UNDERWRITING IN NATIONAL

BANKS:

a national bank and the substdiaries of a national bank

HR 10 RS
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ey not provide Hstratee t a State as prinetpal exeept
webss
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5} 15 not a produet or serviee of a bank
that 18—
ot other extenston of eredit:
HHH # terst of other fdtehrts servtees
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4 & gualifted finaneial eontraet {(as
Hsteatee ety or
) a finaneta]l enaranty; exeept that
etpal—
H # wordd be trented as o He
a3 amended: or
15 not & letter of eredit or other stmi-
lar extension of eredit; a qualifted -
seettont S5 of steh oder o
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SEG: 305: NEW BANK AGENCY ACTIVITIES ONLY THROUGH
ACQUISITION OF  EXISTING  LICENSED
AGENTS:
H a nattonal bank or a substdiary of a nattonad bank
s ot providine mstratee as agent t a State as of the
aeqtrte a ecompany which has been heensed by the ap-
SEC. 306. TITLE INSURANCE ACTIVITIES OF NATIONAL
BANKS AND THEIR AFFILIATES:.
bank; and no subsidiary of a national bank; may en-

HR 10 RS
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2 Besthaevet rrrE—h the ese of o
att to paragraph (-
£ Besthaevet seBstchy— i the ease of «
national bank which has & substdiary whieh provides
anee purstant to paragraph (-
b PaRery

25 tired whder the ks of saeh State were anthortzed o seld
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tHtle msuranee as agent as of Januwary 5 1997 & national
bank and a substdiary of a national bank may sell title
SEC. 307. EXPEDITED AND EQUALIZED DISPUTE RESOLU-

TION FOR FINANCIAL REGUEATORS:
a teotthttors cotthet betreen o Strte Histntee reotdhtor
atd a Federal reetdator as to whether any produet s or
ot whethetr o Stte statder reothttons ordets o Herpre-
eatt by filine & petition for review i sueh eourt:
petition; neladine renderine & jadement; before the end

HR 10 RS
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jadement of a United States eourt of appeals swith respeet

mination; or other aetion of a Federal finanein} recutator
(1 the end of the 12-month period besinnine

on the date the first publie notice is made of sueh
(2} the end of the 6-month period beeinnine on

effeet:

HR 10 RS
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atret
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regrlations presertbed pursaant to paragraph
shall extend saeh protections to any subsidinries of
priate by the regutators referred to  paragraph 3%
saaht to paracraph (b after consultation with the

ot
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iy
=

of & vartable annuity or other imsuranee

HR 10 RS



© 00 N O O B~ W N PP

N NN NN R P R R R R R R R e
5E W N B O © 0 N O O A W N R O

HR 10 RS



© 00O N O 0o B~ W N PP

N NN N DN R R R R R R R R R
A WO N P O © 0 N O o0 b W N L O

238
the institation to obtain; at the tHime a con-
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eatse a reasonable persen to reach an erroneons be-

ahy steh produets
u(a) SEP’R TION OF BANKENG ANB %;?NE’%HHHE"

kept; to the extent practicable; physteally segregated

HR 10 RS
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produet to a gualified persen whe sells sueh
reeetves no more than a one-tine nominal fee of
i & transaetion:

prohibiting any -

eensed:

(X I )E)l{iwprllf(x SY{E)I ENEE I )INPI%I?{{P};;P}G)P}
(e) PU B VTN 5 y S \w] P}%{-}i—l—}'

24 BIFON-—
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or thstred as a vietin of domestte violenee; or as a

riod beginming on the dute of the ennctment of this

HR 10 RS
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242

means the oectrrenee of 1 or more of the followe
acts by a enrrent or former famty member; hotuse-
hold member; mtimate partner; or earetaker:

Y AHtetiptite to etse oF  ertistie o

rape; oF sextd assans
“Bt Fhenete ton eotese of condiet o
to property so as to intimidate or attempt o

22 butikitte neettes shat joints estabhish o eotster cot
25 isstred under the seettons whieh shal—

HR 10 RS
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) establish & eroup within each regulatory
commphaints:
G an wthorts of the Sectttes
nizabion:  the Mumicipat  Seensit Rt
takine Boards or the Seeretary of the Freasury
stoner or other State authority under any State
R
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stitatton or on behalf of the mstitution; m «
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SEC. 309. CERTAIN STATE AFFILIATION LAWS PREEMPTED
FOR INSURANCE COMPANIES AND AFFILL-
ATES.
Hot; or otherwise—
come o finaneid holdine company or to aeqtire coh-

HR 10 RS
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the authority to review; approve; of disapprove &
a mutaal holdine eompany or otherwise) unless sueh
Mutual Insurers
This subtitle shall only apply to & mutual msuranee
cotpaty o State which has not enacted a faw swhieh
reorganize nto a muttal holding eompany
) R

/ ul
[N

a transferee domietle as a step 1 & reorcamzation
substdiary of a mutual holdime eompans

HR 10 RS
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& domestie surer W the treansferor domtede and; as a
continnation of H#s eorporate existence; shall be & domestie
als and other Hems that a Heensed State allows and that
pohetes and antites contraets of a redomestientine
lator of a heensed State; and then only i the ease

HR 10 RS



© 00 N O 0o B~ W N PP

e <
w N B O

14
15
16
17
18
19
20
21
22
23
24
25

248
9 Appheable State taw may regquire a re-
with Hhe State tstiatee reethttor of o Heetsed

eensed States

mte o mutaal holding company purstant to His seetion

HR 10 RS
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by ot feast o tajords of the bonrd of directors of
the mutual hsurer and at least a majortty of the

the State instranee reendator of the transh domie
HOEDERS; REVHEW OF PHBHIC STOCK OFFERENG-
After the consummation of # reorganization the pob-
seme voting rights with respeet to the mutasl hold-
with respect to the mwtanl insurer: With respeet to
be eonducted i eomplianee with appheable s
anee regrlator of the transferce domieile:

6 OFFICERS AND DIRECTORS—Hor & period of 6
months after eompletion of an inttial pable offerine.

HR 10 RS
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netther a stoek holdine company nor the eonverted
person 18 entitled as a polievholder and as approved

ton nte a mutual holdine company; the contractaal

SEG: 313 EFFECT ON STATE EAWS RESTRICTING REDOMES-

TICATION:

: line the aetivities of takine any aet inst

HR 10 RS
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mstred or any msurance heensee or other mter-
termnatine; beeatse of the redomestiention of a -
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lent thereof; of a State other than a transferee domietle
may treat o redomestieating or redomestieated msurer or

HR 10 RS
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&) a delngueney proceeding eommenced
State i there has been a judietal findine of #-

HR 10 RS
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O eomply with an injuhetion issted by & eotrt
9 require & person aeting; or offerine to aet;
as an msuranee heensee for a redomesticated msurer

HR 10 RS
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The term “ecourt of competent jarisdiction” means &
tereds or orenttred:
e Heetsees feats any peeson holdie o Heerse
broker; or consultant:
meahns & eorporation; joint stock company; hmited k-

HR 10 RS
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mstrer has a eertifteate of anthortty 1 effeet mme-
SHECET Herhs o Bt Histeer orentired whder the
strer; exeept that; with respeet to voting rights; the

HR 10 RS
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“transteree domiete’ means the State to which &

=
(ep}

“transferor domtete’ means the State from which &
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24 wettent of this et
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1 Subtitle C—National Assoeiation of
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Registered Agents and Brokers

SEG: 321 STATE FLEEXIBIEITY IN MULTISTATE LEICENSING

REEORMS.

sonnel 1 aseertainine the appropriateness of a par-
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259
sold to o constmer 18 suitable and approprrate for
fied to do business as a nonresident that has the ef-
& producer’s activittes beeanse of Hs residence or

HR 10 RS
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PHRES—AL least a majority of the States permit &
producer that has a resident heense for selhne or so-
to reeetve a heense to sell or soliert the purehase of
produeer sabmitted to H#s home State;

HR 10 RS
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of the
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ovision: op aekion i i " Gith g s TR
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1 mient of any sach subseetion and then only to the extent
3 SEC. 322. NATIONAL ASSOCIATION OF REGISTERED
4 AGENTS AND BROKERS.
8 #Hen k-
9

10 1 be a nonprofit eorporation:

12 Coneress;

13 30 ot be art soeney or estabhishiment of the
14 United States Government; and

15 ) except s otherrise provided 1 Hhis et be
16 stthjeet tor ahd heve o the powers conferred wpon

17 & nonprofit corporation by the Distriet of Columbia
18 Nouprofit Cerporation et (Do Code; seer 20—
19 100+ et seq

20 SEC. 323. PURPOSE.

21 The purpose of the Assocrtion shall be to provide
23 ment; eontinaine edueation; and other nsuranee producer
24 sedes qrdifrention  reqritettents otid eondittots eat be
25 adepted and appled on a multistate basts; while presers

HR 10 RS
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producer shall be ehetble to become a member 1 the

chethle to heecotre o tember H o State Histeatee
v
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14 geoRMHES—
18 detertites that perfortratee of different dities re-
19 eprrires diferent fevels of edientions Heattties or expe-
20 rietees

24 steh enteoortes of membership skl be based etther
25 ot the types of Heetsthe catecortes Hht exist wder
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24 tion shal be renewed on an annad basis:
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establsh; as & conditton of membership; continuine edu-
eiphnary action parsuant to a final adjadieatory
proceeding under the jurisdietion of a State -
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atrel
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1 SEC. 326. BOARD OF DIRECTORS.

Hort
10 4 CorHPastroN—

11 4 MeMBERS—The Board shall be eomposed
12 of 7 members appointed by the NATC:

13 29 Regthratevr—t teast 4 of the tetbers
14 of the Board shall have stenifieant experienee with
15 the reerdation of commererl Hnes of msuranee t at
16 feast 1 of the 20 States i which the ereatest total
17 dollar amount of ecommereial-lines msuranee 8

18 placed i the United States:

19 3 B BOARD MEMBERSHEP—

20 29 B etavsra—H by the end of the 2-
21 yert pertod beetiitte on the deate of the etet-
22 ment of this Aet; the NAIC has not appeinted
23 the mttad 7 members of the Board of the Asso-
24 etattots; the mited Board shall eonsist of the ¥
25 State tstreanee reertators of the ¥ States with
26 the eredtest totd dobar oottt of eoteretad
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2 pertod

9 as of the end of saeh perods shall serve as w0
10 member of the Board:

11 & Byoreraprry—H fewer than +
12 State thstranee regulators aeeept appotntment
13 to the Beoard; the Assectation shall be estab-
15 tHon 952

17 the initial appointment of the members of the Board; be

18 for 3 venrss with 15 of the divectors to be appotted eneh

19 wear:

b

23 of the vaeatine members
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4 SEC. 327. OFFICERS.
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shall eonsist of & chatrpersen and a viee ehairperson
of the Board; a president; seeretary; and treasurer

HR 10 RS



© 00 N O O B~ W N PP

e <
w N B O

14
15
16
17
18
19
20
21
22
23
24
25

272
compatted by a econeise eeneral statement of the

w eopy with the N

tertes

volves o matter of sueh stentfreant pubhe mter-
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were a proposed rule ehanee swithin the mean

of the Assoctrtion shed fe seith e NHE »
eopy of any propesed rale or any propesed
shall be acecompanted by a eoneise general state-
tiee of fihne of a proposal; or before the end of sueh
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amendment; or

by the NAME with respeet to a proposed rule or
and
stteh proposed rile or amendments
cisapprove the proposed rule or atendments
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A for—
Giy for saeh lonser period as to which
shal approve a propesed rwle or amendment H

oraph 31 o proposed e o arendiient rebat
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NAHS H steh proposed ride of arendirent

this paragraph; or

posed rtde or amendment under subpara-
that the rale or amendment be refiled and



3 sttt clase (1 shall—

4 H hot affeet the sadtdits o foree
5 of a rale chanee durime the pertod
6 streht prede o amendient s o effeets
7 et

8 ) net be eonsidered to be final
9 srettots

10 &) Aerron REQHIRED BY wHE NATC—The NAJC
11 sy i necordutee with saeh rdes as the NAE deter-

13 on b errey ot the prrposes of this subtithe: vequiee the
14 Assoectation to adopt; atends or repeat any bylass rade or

15 amendhiett of Hhe dessorhttons wheterver adopteds
16 o Prsetrhbahy e BY PHE Ssochrr o —

18 ceedite to determine whether membership shall be
19 tlerieds sispendeds revokeds and not renewed here-
20 after in this seetion referred to as a “diseiphnary ae-
22 notHy sueh member of sueh charees and eive the
24 charees; and keep o records
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member has been found to have been enonoed:
(B) the speeifie provision of this sabtitle
the rrles or reewlations under this subtte; or
or practice is deemed to violate; and
promptly notify the NATC of saeh aetion:
aetion taken by the Associntion shall be subjeet to
£ ot the NAHTS own motton; or
the NAIC prrsaant to paragraph (H; or
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persoh:

Hon to the NAIC for revtew of a diseiphnary action; or
mottor; shall hot eperate as a stay of diseiphtary action

should be taken;
fay cistiss & proeceding to review diserphhary
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neeessary or appropriate i the pubhe nterest or to
NALIC a written report regardine the conduet of #s
termines to be appropriate:

SEG: 331 HIABILITY OF THE ASSOCIATION AND THE DIREC-
TORS, OFFICERS; AND EMPLOYEES OF THE
ASSOCIATION.

teattne of any State faw; rede; regutation; or order rega-
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effeet parstant to seetion 321—
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1 the Nssoctition s tot cotdietie Hs wetivttes o re-
2 grired ander this Aet:

11 stotetss
12 {23 PROCEDURES FOR OBTARNENG NATIONAL
15 Y BHrHAE PEFERMBEATION AND RBEeE-

16 OMMENDATIONS—After the date on which the
17 provistons of part & of this seetion take effeet;
18 then the Nattonnd Assectation of Insuranee
19 Commisstoners shall have 60 days to provide a
20 kst of recommended eandidates to the Prest-
21 dent: H the Nattonad Assoctation of Insuranee
22 Cotmisstoners fatls to provide a hst by that
23 date; or if any hst that is provided does not -
24 chide at least 14 recommended eandidates or
25 eotphy with the reguirentents of seetion 52664
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ttont of Tnstranee Commisstoners shall provide &
vide a hst by that date; or #f any hst that 8
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terms:
ronxs—Fhe Prestdents or a person des-
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2 stanees:

3

© 00 N O 01 b

10
11
12
13
14
15
16
17
18
19
20
21
22
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24

any aetton against; or apply any provision of law or
has apphed to beeome; or 13 a member of the Asso-
wpoh & wember of the Assoctatton that H# pay dH-
contintine edueation requirement upon a member of
a produeer’s activittes beeatse of Hs restdenee or
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1 H No Strte shad #npletrent the procedires of
5 325
11 sueh baws reetdation; provistot; or action which purports
12 to reotthite ahfate teade proactees or estabhsh cotstier
13 protectiors: mehtdine: bot not Baited oo eotmiersionatire
14 lases:
15 SEC. 334. COORDINATION WITH OTHER REGULATORS.
18 1 isste antform thsuranee produeer apphea
19 tons atd renewad appheations that may be used to
20 apply for the issuanee or removal of State heenses;
21 while preservine the abtity of each State to mpese
22 steh cotdhttons on the tsstrttee of renesed of o B
23 ceHse s abe cotststent with seetton 355
24 23 establish a central eleartiehouse throteh
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whenever a diseiphnary action of the Asseoctation 18 jadt-
A law of the United States applieable oenly to the
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Distriet of Colambia shall be treated as a State law
rather than a law of the United States:
11 TITLE IV—UNITARY SAVINGS
12 AND LEOAN HOLDING COMPA-
13 NHES

14 SEC. 401. TERMINATION OF EXPANDED POWERS FOR NEW

© 00O N O 0o B~ W N PP

=
o

15 UNITARY S&L HOLDING COMPANIES.
16 o Iy GENERAE—Seetion e} of the Home Own-
18 at the end the followine new paraseaph:

21 Ny B BERE—Snbieet o stbprat-
23 respeet to any company that beeomes a savines
24 wed Forrtt Hotditte eotprts prrstat o o apph-
25 errttott fHed after Mol 34 399

HR 10 RS



R R T U S N ~ T S
O O 00 N O o0 M W N P O

21

291

apply; and paragraph (3) shall eontinue to
apply; to & eompany tor any subsidhary of such
eompany) that—
B aegired 4 oor more savihes
“H beeattre o savines and loan
sertbed t subelattse s and

%]‘Eii”

22 Reetion 100131 of the Home Owners Loan Aet (12
23 S0 H67afeH3) is amended by strikine “Netwit)
24 stendine” and mserting “Hixeept as provided i paragraph
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1 SEC. 402. RETENTION OF “FEDERAL” IN NAME OF CON-

2
3

VERTED FEDERAL SAVINGS ASSOCIATION:

e} or any other provision of kv any deposttory -
stitrton the ehrrter of which s corverted fronr theat
o o State bottk after the date of the etretirent of

HR 10 RS



293

1 SECTION 1. SHORT TITLE; PURPOSES; TABLE OF CON-
2 TENTS.
3 (a) SHORT TrrLE—This Act may be cited as the “Fi-
4 nancial Services Act of 1998
5 (b) PURPOSES.—The purposes of this Act are as fol-
6 lows:
7 (1) To enhance competition in the financial serv-
8 1ces industry, in order to foster imnovation and effi-
9 ciency.
10 (2) To ensure the continued safety and soundness
11 of depository institutions.
12 (3) To provide necessary and appropriate protec-
13 tions for investors and ensure farr and honest markets
14 wm the delivery of financial services.
15 (4) To avoid duplicative, potentially conflicting,
16 and overly burdensome regulatory requirements
17 through the creation of a regulatory framework for fi-
18 nancial holding companies that respects the divergent
19 requirements of each of the component businesses of
20 the holding company, and that is based wpon prin-
21 ciples of strong functional regulation and enhanced
22 requlatory coordination.
23 (5) To reduce and, to the maximum extent prac-
24 ticable, to eliminate the legal barriers preventing af-
25 Jiliation among depository institutions, securities
26 SJirms, insurance companies, and other financial serv-
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wce providers and to provide a prudential framework
Jor achieving that result.

(6) To enhance the availability of financial serv-
1ces to citizens of all economic circumstances and in
all geographic areas.

(7) To enhance the competitiveness of Unaited
States financial service providers internationally.

(8) To ensure compliance by depository institu-
tions with the provisions of the Community Reinvest-
ment Act of 1977 and enhance the ability of deposi-
tory anstitutions to meet the capital and credit needs
of all citizens and communities, including under-
served communities and populations.

(¢c) TABLE OrF CONTENTS.—The table of contents for

this Act is as follows:

Sec.

1. Short title; purposes; table of contents.

TITLE I—FACILITATING AFFILIATION AMONG SECURITIES FIRMS,

Sec.
Sec.

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.

Sec.

INSURANCE COMPANIES, AND DEPOSITORY INSTITUTIONS
Subtitle A—Affiliations

101. Glass-Steagall Act reformed.

102. Activity restrictions applicable to bank holding companies which are
not financial holding companies.

103. Financial holding companies.

104. Operation of State law.

105. Mutual bank holding companies authorized.

106. Prohibition on deposit production offices.

107. Clarification of branch closure requirements.

108. Amendments relating to limited purpose banks.

109. Reports on ongoing FTC study of consumer privacy issues.

110. GAO study of economic impact on community banks and other small
Sfinancial instvtutions.

Subtitle B—Streamlining Supervision of Financial Holding Companies

111. Streamlining financial holding company supervision.
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Sec.
Sec.
Sec.
Sec.
Sec.

Sec.
Sec.

Sec.
Sec.

Sec.

115.

114.
115.
116.

117.

118.
119.

125.
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2. Elimination of application requirement for financial holding compa-

nies.

Authority of State insurance regulator and Securities and Exchange
Jomamission.

Prudential safequards.

Examination of investment companies.

Limitation on rulemaking, prudential, supervisory, and enforcement
authority of the Board.

Interagency consultation.

Equivalent regulation and supervision.

Prohibition on FDIC assistance to affiliates and subsidiaries.

Subtitle C—Subsidiaries of National Banks

. Permassible activities for subsidiaries of national banks.
. Misrepresentations regarding depository institution liability for obliga-

tions of affiliates.
Repeal of stock loan limit in Federal Reserve Act.

Subtitle D—Wholesale Financial Holding Companies; Wholesale Financial

Sec.
Sec.
Sec.

Sec.

Sec.

Sec.
Sec.
Sec.

131.
132.
133.

130.

141.

142.
145.
144.

Institutions
CHAPTER 1—WHOLESALE FINANCIAL HOLDING COMPANIES

Wholesale financial holding companies established.
Authorization to release reports.
Conforming amendments.

CHAPTER 2—WHOLESALE FINANCIAL INSTITUTIONS
Wholesale financial institutions.

Subtitle E—Preservation of FTC Authority

Amendment to the Bank Holding Company Act of 1956 to modify noti-
fication and post-approval waiting period for section 3 trans-
actions.

Interagency data sharing.

Clarification of status of subsidiaries and affiliates.

Annual GAO report.

Subtitle F—Applying the Principles of National Treatment and Equality of
Competitive Opportunity to Foreign Banks and Foreign Financial Institutions

Sec. 151. Applying the principles of national treatment and equality of competi-

Sec.

Sec.

Sec.
Sec.
Sec.
Sec.

152.

153.

161.
162.
163.
164.

tive opportunity to foreign banks that are financial holding com-
panies.

Applying the principles of national treatment and equality of competi-
tive opportunity to foreign banks and foreign financial institu-
tions that are wholesale financial institutions.

Representative offices.

Subtitle G—Federal Home Loan Bank System Modernization

Short title.
Definitions.
Savings association membership.
Advances to members; collateral.
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Sec. 165. Eligibility criteria.
Sec. 166. Management of banks.
Sec. 167. Resolution Funding Corporation.

Subtitle H—Direct Activities of Banks
Sec. 181. Authority of national banks to underwrite certain municipal bonds.

Subtitle I—Deposit Insurance Funds
Sec. 186. Study of safety and soundness of funds.

Subtitle J—Effective Date of Title
Sec. 191. Effective date.
TITLE II—FUNCTIONAL REGULATION

Subtitle A—Brokers and Dealers

Sec. 201. Definition of broker.

Sec. 202. Definition of dealer.

Sec. 203. Registration for sales of private securities offerings.
Sec. 204. Sales practices and complaint procedures.

Sec. 205. Information sharing.

Sec. 206. Definition and treatment of banking products.

Sec. 207. Deriwvative instrument and qualified investor defined.
Sec. 208. Government securities defined.

Sec. 209. Effective date.

Sec. 210. Rule of construction.

Subtitle B—Bank Investment Company Activities

Sec. 211. Custody of investment company assets by affiliated bank.

Sec. 212. Lending to an affiliated investment company.

Sec. 213. Independent directors.

Sec. 214. Additional SEC disclosure authority.

Sec. 215. Definition of broker under the Investment Company Act of 1940.

Sec. 216. Definition of dealer under the Investment Company Act of 1940.

Sec. 217. Removal of the exclusion from the definition of investment adviser for
banks that advise investment companies.

Sec. 218. Definition of broker under the Investment Advisers Act of 1940.

Sec. 219. Definition of dealer under the Investment Advisers Act of 1940.

Sec. 220. Interagency consultation.

Sec. 221. Treatment of bank common trust funds.

Sec. 222. Investment advisers prohibited from having controlling interest in reg-
istered investment company.

Sec. 223. Conforming change in definition.

Sec. 224. Conforming amendment.

Sec. 225. Effective date.

Subtitle C—Securities and Exchange Commaission Supervision of Investment
Bank Holding Companies

Sec. 231. Supervision of investment bank holding companies by the Securities
and Exchange Commassion.
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Subtitle D—~Studies

Qo
'
~

Sec. 241. Study of methods to inform investors and consumers of uninsured prod-
ucts.
2. Study of limitation on fees associated with acquiring financial prod-

ucts.

Qo
'
Qo

Sec. -

TITLE III—INSURANCE

Subtitle A—~State Regulation of Insurance

Sec. 301. State regulation of the business of insurance.

Sec. 302. Mandatory insurance licensing requirements.

Sec. 303. Functional regulation of insurance.

Sec. 304. Insurance underwriting in national banks.

Sec. 305. Title insurance activities of national banks and their affiliates.

Sec. 306. Expedited and equalized dispute resolution for financial requlators.

Sec. 307. Consumer protection requlations.

Sec. 308. Certain State affiliation laws preempted for insurance companies and
affiliates.

Subtitle B

National Association of Registered Agents and Brokers

Qo
~

Sec.
Sec.
Sec.
Sec.
Sec.
Sec.
Sec.

. State flexibility in multistate licensing reforms.

. National Association of Registered Agents and Brokers.

. Purpose.

. Relationship to the Federal Government.

. Membership.

. Board of Directors.

. Officers.

Sec. . Bylaws, rules, and disciplinary action.

Sec. . Assessments.

Sec. 330. Functions of the NAIC.

Sec. 331. Liability of the Association and the directors, officers, and employees
of the Association.

Sec. 332. Elimination of NAIC oversight.

Sec. 333. Relationship to State law.

Sec. 334. Coordination with other requlators.

Sec. 335. Judicial review.

Sec. 336. Definitions.

QL
(S}

QL
QL

o
M

Qo
D

QL
N

QL

Qo
W W W W WO W
Co O

QL
Ne)

TITLE IV—UNITARY SAVINGS AND LOAN HOLDING COMPANIES

Sec. 401. Prevention of creation of new savings and loan holding companies with
commercial affiliates.

Sec. 402. Optional conversion of Federal savings associations to national banks.

Sec. 403. Retention of “Federal” in name of converted Federal savings associa-
tion.

TITLE V—FINANCIAL INFORMATION PRIVACY

Sec. 501. Financial information privacy.
Sec. 502. Report to Congress on financial privacy.

TITLE VI—MISCELLANEOUS

Sec. 601. Grand jury proceedings.
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Sec. 602. Sense of the Committee on Banking, Housing, and Urban Affairs of the
Senate.

Sec. 603. Investments in Government sponsored enterprises.

Sec. 604. Repeal of savings bank provisions in the Bank Holding Company Act
of 1956.

TITLE I—FACILITATING AFFILI-
ATION AMONG SECURITIES
FIRMS, INSURANCE COMPA-
NIES, AND DEPOSITORY IN-
STITUTIONS

Subtitle A—Affiliations

SEC. 101. GLASS-STEAGALL ACT REFORMED.

(a) SECTION 20 REPEALED.—Section 20 (12 U.S.C.
377) of the Banking Act of 1933 (commonly referred to as
the “Glass-Steagall Act”) is repealed.

(b) SECTION 32 REPEALED.—Section 32 (12 U.S.C.
78) of the Banking Act of 1933 is repealed.

SEC. 102. ACTIVITY RESTRICTIONS APPLICABLE TO BANK

HOLDING COMPANIES WHICH ARE NOT FI-
NANCIAL HOLDING COMPANIES.

(a) IN GENERAL.—Section 4(c)(8) of the Bank Hold-
ing Company Act of 1956 (12 U.S.C. 1843(c)(8)) is amend-
ed to read as follows:

“(8) shares of any company the activities of
which had been determined by the Board by regula-
tion under this paragraph as of the day before the
date of the enactment of the Financial Services Act of
1998, to be so closely related to banking as to be a
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proper incident thereto (subject to such terms and

conditions contained in such regulation, unless modi-

fied by the Board);”.

(b) CONFORMING CHANGES TO OTHER STATUTES.—

(1) AMENDMENT TO THE BANK HOLDING COM-

PANY ACT AMENDMENTS OF 1970.—Section 105 of the

Bank Holding Company Act Amendments of 1970 (12

U.S.C. 1850) is amended by striking “, to engage di-

rectly or indirectly in a nonbanking activity pursu-

ant to section 4 of such Act,”.
(2) AMENDMENT TO THE BANK SERVICE COM-

PANY AcT.—Section 4(f) of the Bank Service Com-

pany Act (12 U.S.C. 1864(f)) is amended by striking

the period and adding at the end the following: “as
of the day before the date of enactment of the Finan-

cial Services Act of 1998.”.

SEC. 103. FINANCIAL HOLDING COMPANIES.

The Bank Holding Company Act of 1956 is amended
by inserting after section 5 (12 U.S.C. 1844) the following
new section:

“SEC. 6. FINANCIAL HOLDING COMPANIES.

“(a) FINANCIAL HOLDING COMPANY DEFINED.—For
purposes of this section, the term ‘financial holding com-
pany’ means a bank holding company which meets the re-

quirements of subsection (b).
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“(b) KELIGIBILITY REQUIREMENTS FOR FINANCIAL
HoLDING COMPANIES.—

“(1) IN GENERAL.—No bank holding company
may engage wn any activity or directly or indirectly
acquire or retain shares of any company under this
section unless the bank holding company meets the
Jollowing requirements:

“(A) All of the subsidiary depository insti-
tutions of the bank holding company are well
capitalized.

“(B) All of the subsidiary depository insti-
tutions of the bank holding company are well
managed.

“(C) All of the subsidiary depository insti-
tutions of the bank holding company have
achieved a rating of ‘satisfactory record of meet-
mg community credit needs’, or better, at the
most recent examination of each such institution
under the Community Reinvestment Act of 1977.

“(D) The company has filed with the Board
a declaration that the company elects to be a fi-
nancial holding company and certifying that the
company meets the requirements of subpara-

graphs (A) through (C).
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“(2) FOREIGN BANKS AND COMPANIES.—For
purposes of paragraph (1), the Board shall establish
and apply comparable capital and other operating
standards to a foreign bank that operates a branch or
agency or owns or controls a bank or commercial
lending company in the United States, and any com-
pany that owns or controls such foreign bank, giving
due regard to the principle of national treatment and
equality of competitive opportunity.

“(3) LIMITED EXCLUSIONS FROM COMMUNITY
NEEDS REQUIREMENTS FOR NEWLY ACQUIRED DEPOS-
ITORY INSTITUTIONS.—

“(A) IN GENERAL.—If the requirements of
subparagraph (B) are met, any depository insti-
tution acquired by a bank holding company dur-
mg the 24-month period preceding the submis-
ston of a declaration under paragraph (1)(E)
and any depository institution acquired after the
submaission of such declaration may be excluded
Jor purposes of paragraph (1)(C) until the later
of—

“(1) the end of the 24-month period be-
ginning on the date the acquisition of the
depository institution by such company 1is

consummated; or
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“(11) the date of completion of the first
examaination of such depository institution
under the Community Reinvestment Act of
1977 which 1s conducted after the date of
the acquisition of the depository institution.

“(B) REQUIREMENTS.—The requirements of

this subparagraph are met with respect to any

bank holding company referred to in subpara-

graph (A) if—

“(1) the bank holding company has
submatted an affirmative plan to the appro-
priate Federal banking agency to take such
action as may be necessary in order for
such institution to achieve a rating of ‘sat-
wsfactory record of meeting communaty cred-
it needs’, or better, at the next examination
of the institution under the Community Re-
wmvestment Act of 1977; and

“(11) the plan has been approved by

such agency.

“(c) ENGAGING IN AcCTIVITIES THAT ARE FINANCIAL

“(1) FINANCIAL ACTIVITIES.—

“(A) IN GENERAL.—Notwithstanding sec-

tion 4(a), a financial holding company and a
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wholesale financial holding company may engage

moany actwity, and acquire and retain the

shares of any company engaged in any activity,

that the Board has determined (by regulation or

order) to be financial in nature or incidental to

such financial activities.

“(B) COORDINATION BETWEEN THE BOARD

AND THE DEPARTMENT OF THE TREASURY.—

HR 10 RS

“(1) PROPOSALS RAISED BEFORE THE

BOARD.—

“(I) CONSULTATION.—The Board

shall notify the Secretary of the Treas-
wry of, and consult with the Secretary
of the Treasury concerning, any re-
quest, proposal, or application under
this subsection for a determination of
whether an activity 1s financial in na-
ture or incidental to such a financial
activity.

“(I1)  TrREASURY  VIEW.—The
Board shall not determine that any ac-
twity s financial wn nature or inci-
dental to a financial actiwvity under
this subsection if the Secretary of the

Treasury notifies the Board in writing,
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not later than 30 days after the date of
receipt of the notice described in sub-
clause (I) (or such longer period as the
Board determines to be appropriate in
light of the circumstances) that the
Secretary of the Treasury believes that
the activity 1s not financial in nature
or incidental to a financial activity.

“(i1) PROPOSALS RAISED BY THE

TREASURY.—

“(1) TREASURY RECOMMENDA-
TION.—The Secretary of the Treasury
may, at any tvme, recommend in writ-
g that the Board find an activity to
be financial in nature or incidental to
a financial activity.

“(II) TIME PERIOD FOR BOARD

ACTION.—Not later than 30 days after
the date of receipt of a written rec-
ommendation from the Secretary of the
Treasury under subclause (I) (or such
longer period as the Secretary of the
Treasury and the Board determine to

be appropriate in light of the cir-

cumstances), the Board shall determine
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whether to initiate a  public  rule-
making proposing that the subject rec-
ommended activity be found to be fi-
nancial m nature or incidental to a fi-
nancial activity under this subsection,
and shall notify the Secretary of the
Treasury in writing of the determina-
tion of the Board and, i the event
that the Board determines not to seek
public comment on the proposal, the

reasons for that determination.

“(2) FACTORS TO BE CONSIDERED.—In deter-

mining whether an actwity 1s financial in nature or

meidental to financial activities, the Board shall take

mto account—

“(A) the purposes of this Act and the Fi-

nancial Services Act of 1998;

“(B) changes or reasonably expected changes

m the marketplace in which bank holding com-

panies compete;

“(C) changes or reasonably expected changes

m the technology for delivering financial serv-

1ces; and

“(D) whether such activity is necessary or

appropriate to allow a bank holding company
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and the affiliates of a bank holding company

to—

“(1) compete effectively with any com-
pany seeking to provide financial services
i the Unated States;

“(11) use any available or emerging
technological means, including any applica-
tion necessary to protect the security or effi-
cacy of systems for the transmassion of data
or financial transactions, wn providing fi-
nancial services; and

“(111) offer customers any available or
emerging technological means for using fi-
nancial services.

“(3) ACTIVITIES THAT ARE FINANCIAL IN NA-
TURE.—The following activities shall be considered to
be financial in nature:

“(A) Lending, exchanging, transferring, in-
vesting for others, or safequarding money or se-
curities.

“(B) Insuring, guaranteeing, or indemnify-
mg against loss, harm, damage, illness, disabil-
wty, or death, or providing and issuing annu-
ities, and acting as principal, agent, or broker

Jor purposes of the foregoing.
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“(C) Providing financial, investment, or
economic advisory services, including advising
an investment company (as defined in section 3
of the Investment Company Act of 1940).

“(D) Issuing or selling instruments rep-
resenting interests in pools of assets permissible
Jor a bank to hold directly.

“(E) Underwriting, dealing in, or making a
market in securities.

“(F) Engaging in any activity that the
Board has determined, by order or regulation
that s in effect on the date of enactment of the
Financial Services Act of 1998, to be so closely
related to banking or managing or controlling
banks as to be a proper incident thereto (subject
to the same terms and conditions contarned in
such order or regulation, unless modified by the
Board).

“(G) Engaging, in the United States, in
any activity that—

“(1) a bank holding company may en-
gage in outside the United States; and

“(i) the Board has determined, under
requlations issued pursuant to section

4(c)(13) of this Act (as in effect on the day
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before the date of enactment of the Finan-

cial Services Act of 1998) to be usual in

connection with the transaction of banking
or other financial operations abroad.

“(H) Durectly or indirectly acquiring or
controlling, whether as principal, on behalf of 1
or more entities (including entities, other than a
depository institution or subsidiary of a deposi-
tory institution, that the bank holding company
controls) or otherwise, shares, assets, or owner-
ship interests (including without limatation debt
or equity securities, partnership interests, trust
certificates or other instruments representing
ownership) of a company or other entity, wheth-
er or not constituting control of such company or
entity, engaged wn any activity not authorized
pursuant to this section if—

“(v) the shares, assets, or ownership in-
terests are not acquired or held by a deposi-
tory anstitution or subsidiary of a deposi-
tory institution;

“(11) such shares, assets, or ownership
interests are acquired and held by a securi-
ties affiliate or an affiliate thereof as part

of a bona fide underwriting or merchant
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banking activity, including investment ac-
tiities engaged 1n for the purpose of appre-
ciation and ultimate resale or disposition of
the investment;

“(111) such shares, assets, or ownership
interests, are held only for such a period of
time as will permat the sale or disposition
thereof on a reasonable basis consistent with
the nature of the activities described in
clause (11); and

“(w) during the period such shares, as-
sets, or ownership interests are held, the
bank holding company does not actively
participate wn the day to day management
or operation of such company or entity, ex-
cept insofar as necessary to achieve the ob-
jJectives of clause (11).

“(I) Durectly or indirectly acquiring or con-

trolling, whether as principal, on behalf of 1 or

more entities (including entities, other than a de-

pository institution or subsidiary of a depository

wmstitution, that the bank holding company con-

trols) or otherwise, shares, assets, or ownership

interests (including without limitation debt or

equity securities, partnership interests, trust cer-
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tificates or other instruments representing own-

ership) of a company or other entity, whether or

not constituting control of such company or en-

tity, engaged n any activity not authorized pur-

suant to this section 1f—

HR 10 RS

“(v) the shares, assets, or ownership in-
terests are not acquired or held by a deposi-
tory institution or a subsidiary of a deposi-
tory institution;

“(11) such shares, assets, or ownership
interests are acquirved and held by an insur-
ance company that s predominantly en-
gaged in underwriting life, accident and
health, or property and casualty insurance
(other than credit-related insurance);

“(111) such shares, assets, or ownership
interests represent an investment made in
the ordinary course of business of such in-
surance company in accordance with rel-
evant State law governing such investments;
and

“(iw) during the period such shares, as-
sets, or ownership interests arve held, the
bank holding company does not directly or

directly  participate wn  the day-to-day
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management or operation of the company

or entity except insofar as mnecessary 1o

achieve the objectives of clauses (1) and

(111).

“(4) AcTIONS REQUIRED.—The Board shall, by
requlation or order, define, consistent with the pur-
poses of this Act, the following activities as, and the
extent to which such activities are, financial in na-
ture or incidental to activities which are financial in
nature:

“(A) Lending, exchanging, transferring, in-
vesting for others, or safequarding financial as-
sets other than money or securities.

“(B) Providing any device or other instru-
mentality for transferring money or other finan-
cial assets.

“(C) Arranging, effecting, or facilitating fi-
nancial transactions for the account of third
parties.

“(5) POST-CONSUMMATION NOTIFICATION.—

“(A) IN GENERAL—A financial holding
company and a wholesale financial holding com-
pany that acquires any company, or commences
any actwity, pursuant to this subsection shall

provide written notice to the Board describing
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the actwity commenced or conducted by the com-
pany acquired no later than 30 calendar days
after commencing the activity or consummating
the acquisition.

“(B) APPROVAL NOT REQUIRED FOR CER-
TAIN FINANCIAL ACTIVITIES.—Except as pro-
vided n section 4(j) with regard to the acquisi-
tion of a savings association or in paragraph (6)
of this subsection, a financial holding company
and a wholesale financial holding company may
commence any actwity, or acquire any com-
pany, pursuant to paragraph (3) or any requla-
tion prescribed or order issued wnder paragraph
(4), without prior approval of the Board.

“(6) NOTICE REQUIRED FOR LARGE COMBINA-

TIONS.—

“(A) IN GENERAL.—No financial holding
company or wholesale financial holding com-
pany shall directly or indirectly acquire, and no
company that becomes a financial holding com-
pany or a wholesale financial holding company
shall directly or indirectly acquire control of,
any company in the United States, including
through wmerger, consolidation, or other type of

business combination, that—
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“(1) 1s engaged in activities permitted
under this subsection or subsection (g); and
“(in) has consolidated total assets in
excess of $40,000,000,000,
unless such holding company has provided notice
to the Board, not later than 60 days prior to

such proposed acquisition or prior to becoming a

Sfinancial holding company or wholesale finan-

cial holding company, and during that time pe-
riod, or such longer time period not exceeding an
additional 60 days, as established by the Board,
the Board has not issued a notice disapproving
the proposed acquisition or retention.

“(B) FACTORS FOR CONSIDERATION.—In
reviewing any prior notice filed under this para-
graph, the Board shall take into consideration—

“(1) whether the company is in compli-
ance with all applicable criteria set forth in
subsection (b) and the provisions of sub-

section (d);

“(1n) whether the proposed combination
represents an undue aggregation of re-

sources;
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“(111) whether the proposed combina-
tion poses a risk to the deposit insurance
system;

“(w) whether the proposed combination
poses a risk to State inswrance guaranty
SJunds;

“(v) whether the proposed combination
can reasonably be expected to be in the best
wnterests of depositors or policyholders of the
respective entities; and

“(vi) whether the proposed transaction
can reasonably be expected to produce bene-
fits to the public.

“(C) REQUIRED INFORMATION.—The Board

may disapprove any prior notice filed under this

paragraph if the company submitting such no-

tice neglects, fails, or refuses to furnish to the

Board all relevant information required by the

Board.

“(D) SOLICITATION OF VIEWS OF OTHER

SUPERVISORY AGENCIES.—

HR 10 RS

“(1) IN GENERAL—Upon recerving a
prior notice under this paragraph, in order

to provide for the submission of their views
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1 and recommendations, the Board shall give
2 notice of the proposal to—

3 “(I) the appropriate Federal
4 banking agency of any bank involved;
5 “(I1) the appropriate functional
6 requlator of any functionally requlated
7 nondepository institution (as defined
8 m section 5(c)(1)(C)) mvolved; and

9 “(I1I) the Secretary of the Treas-
10 ury, the Department of Justice, and
11 the Federal Trade Commission.

12 “(in) TIMING.—The views and rec-
13 ommendations of any agency provided no-
14 tice under this paragraph shall be submatted
15 to the Board not later than 30 calendar
16 days after the date on which notice to the
17 agency was gien, unless the Board deter-
18 mines that another shorter time period 1s
19 appropriate.

20 “(d) PROVISIONS APPLICABLE TO FINANCIAL HOLDING

21 CoMPANIES THAT FAIL To MEET REQUIREMENTS.—

22 “(1) IN GENERAL.—If the Board finds that a fi-
23 nancial holding company is not in compliance with
24 the requirements of subparagraph (A), (B), (C), or

HR 10 RS
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(D) of subsection (b)(1), the Board shall give notice
of such finding to the company.
“(2) AGREEMENT TO CORRECT CONDITIONS RE-

QUIRED.—

“(A) IN GENERAL.—Not later than 45 days
after receipt by a financial holding company of
a notice given under paragraph (1) (or such ad-
ditional period as the Board may permit), the
company shall execute an agreement acceptable
to the Board to comply with the requirements
applicable to a financial holding company.

“(B) CERTAIN FAILURES TO COMPLY.—A fi-
nancial holding company shall not be required to
dwvest any company held, or terminate any ac-
tivity conducted pursuant to, subsection (¢) sole-
ly because of a failure to comply with subsection
(D)(1)(C).

“(3) BOARD MAY IMPOSE LIMITATIONS.—Until

the conditions described i a notice to a financial
holding company under paragraph (1) are corrected,
the Board may impose such limitations on the con-
duct or actiities of the company or any affiliate of
the company as the Board determines to be appro-

priate under the circumstances.
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1 “(4) FAILURE TO CORRECT.—If, after receiving a
2 notice under paragraph (1), a financial holding com-
3 pany does not—

4 “(A) execute and implement an agreement
5 m accordance with paragraph (2);

6 “(B) comply with any Limitations 1mposed
7 under paragraph (3);

8 “(C) i the case of a notice of failure to
9 comply with subsection (b)(1)(A), restore each
10 depository institution subsidiary to well capital-
11 wzed status before the end of the 180-day period
12 beginning on the date such notice s received by
13 the company (or such other period permitted by
14 the Board); or

15 “(D) in the case of a notice of failure to
16 comply with subparagraph (B) or (D) of sub-
17 section (b)(1), restore compliance with any such
18 subparagraph on or before the date on which the
19 next examination of the depository institution
20 subsidiary 1s completed or by the end of such
21 other period as the Board determines to be ap-
22 propriate,
23 the Board may require such company, under such
24 terms and conditions as may be imposed by the
25 Board and subject to such extension of time as may

HR 10 RS
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be granted in the Board’s discretion, to divest control
of any depository institution subsidiary or, at the
election of the financial holding company, instead to
cease to engage in any activity conducted by such
company or its subsidiaries pursuant to this section.

“(5) CONSULTATION.—In taking any action
under this subsection, the Board shall consult with all
relevant Federal and State requlatory agencies.

“le) SAFEGUARDS FOR BANK SUBSIDIARIES.—A fi-

nancial holding company shall assure that—

“(1) the procedures of the holding company for
identifying and managing financial and operational
risks awithin the company, and the subsidiaries of
such company, adequately protect the subsidiaries of
such company which are insured depository institu-
tions from such risks;

“(2) the holding company has reasonable policies
and procedures 1o preserve the separate corporate
wdentity and limited Liability of such company and
the subsidiaries of such company, for the protection of
the company’s subsidiary insured depository institu-
tions; and

“(3) the holding company complies with this sec-

tion.
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“(f) Avrnoriry To RETAIN LIMITED NONFINANCIAL
ACTIVITIES AND AFFILIATIONS.—

“(1) IN GENERAL—Notwithstanding  section
4(a), a company that is not a bank holding company
or a foreign bank (as defined in section 1(b)(7) of the
International Banking Act of 1978) and becomes a fi-
nancial holding company after the date of the enact-
ment of the Financial Services Act of 1998 may con-
tinue to engage in any activity and retain direct or
mdirect ownership or control of shares of a company
engaged in any activity if—

“(A) the holding company lawfully was en-
gaged in the activity or held the shares of such
company on September 30, 1997;

“(B) the holding company is predominantly
engaged n  financial activities as defined in
paragraph (2); and

“(C) the company engaged in such activity
continues to engage only in the same activities
that such company conducted on September 30,
1997, and other activities permissible under this
Act.

“(2) PREDOMINANTLY FINANCIAL.—For purposes
of this subsection, a company s predominantly en-

gaged i financial activities if the annual gross reve-
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nues derived by the holding company and all subsidi-
aries of the holding company (excluding revenues de-
rived from subsidiary depository institutions), on a
consolidated basis, from engaging in actwities that
are financial in nature or are incidental to activities
that are financial in nature under subsection (¢) rep-
resent at least 85 percent of the consolidated annual
gross revenues of the company.

“(3) NO EXPANSION OF GRANDFATHERED COM-
MERCIAL ACTIVITIES THROUGH MERGER OR CONSOLI-
DATION.—A financial holding company that engages
m actwities or holds shares pursuant to this sub-
section, or a subsidiary of such financial holding
company, may not acquire, in any merger, consolida-
tion, or other type of business combination, assets of
any other company which 1s engaged 1n any activity
which the Board has not determined to be financial
i nature or incidental to activities that are financial
m nature under subsection (c).

“(4) CONTINUING REVENUE LIMITATION ON
GRANDFATHERED  COMMERCIAL — ACTIVITIES.—Not-

withstanding any other provision of this subsection, a

Jinancial holding company may continue to engage in

activities or hold shares in companies pursuant to

thas subsection only to the extent that the aggregate
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annual gross revenues derived from all such activities
and all such companies does not exceed 15 percent
of the consolidated annual gross revenues of the finan-

cial holding company (excluding revenues derived

Jrom subsidiary depository institutions).

“(5) CROSS MARKETING RESTRICTIONS APPLICA-
BLE TO COMMERCIAL ACTIVITIES.—A depository in-
stitution controlled by a financial holding company
shall not—

“(A) offer or market, directly or through

any arrangement, any product or service of a

company whose activities are conducted or whose

shares are owned or controlled by the financial
holding company pursuant to this subsection or
subparagraph (H) or (I) of subsection (¢)(3); or

“(B) permit any of its products or services
to be offered or marketed, directly or through any
arrangement, by or through any company de-

seribed in subparagraph (A).

“(6) TRANSACTIONS WITH NONFINANCIAL AFFILI-
ATES.—An ansured depository institution controlled
by a financial holding company or wholesale finan-
cial holding company may not engage in a covered
transaction (as defined by section 23A(b)(7) of the

Federal Reserve Act) with any affiliate controlled by
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the company pursuant to section 10(c), this sub-
section, or subparagraph (H) or (I) of subsection
(c)(3).

“(7) SUNSET OF GRANDFATHER.—A financial
holding company engaged in any activity, or retain-
g dirvect or indirect ownership or control of shares
of a company, pursuant to this subsection, shall ter-
manate such activity and diwvest ownership or control
of the shares of such company before the end of the
10-year period beginning on the date of the enactment
of the Financial Services Act of 1998. The Board
may, upon application by a financial holding com-
pany, extend such 10-year period by not to exceed an
additional 5 years if such extension would not be det-
rimental to the public interest.

“(g) DEVELOPING AcCTIVITIES.—A financial holding

company and a wholesale financial holding company may
engage directly or indirectly, or acquire shares of any com-
pany engaged, in any activity that the Board has not deter-
maned to be financial in nature or incidental to financial

activities under subsection (¢) if—

“(1) the holding company reasonably concludes
that the actwvity 1s financial in nature or incidental

to financial activities;
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“(2) the gross revenues from all activities con-
ducted under this subsection represent less than 5 per-
cent of the consolidated gross revenues of the holding
COMPANY;

“(3) the aggregate total assets of all companies
the shares of which are held under this subsection do
not exceed 5 percent of the holding company’s consoli-
dated total assets;

“(4) the total capital invested in activities con-
ducted under this subsection represents less than 5
percent of the consolidated total capital of the holding
COMPANY;

“(5) the Board has not determined that the ac-
twity 1s not financial in nature or incidental to fi-
nancial activities under subsection (c);

“(6) the holding company s not required to pro-
vide prior written notice of the transaction to the
Board under subsection (¢)(6); and

“(7) the holding company provides written noti-

fication to the Board describing the actiwity com-

menced or conducted by the company acquired no
later than 10 business days after commencing the ac-

twity or consummating the acquisition.”.

24 SEC. 104. OPERATION OF STATE LAW.

25

(a) AFFILIATIONS.—
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(1) IN GENERAL—Except as provided in para-

graph (2), no State may, by statute, requlation, order,

interpretation, or other action, prevent or restrict an
wmsured depository institution or wholesale financial
mstitution, or a subsidiary or affiliate thereof, from
being affiliated directly or indirectly or associated
with any person or entity, as authorized or permatted
by this Act or any other provision of Federal law.

(2) INSURANCE.—With respect to affiliations be-
tween insured depository institutions or wholesale fi-
nancial institutions, or any subsidiary or affiliate
thereof, and persons or entities engaged in the busi-
ness of insurance, paragraph (1) does not prohibit
any State from—

(A) requiring any person or entity that pro-
poses to acquire control of an entity that 1s en-
gaged in the business of insurance and domiciled
wm that State (hereafter in this subparagraph re-
ferred to as the “insurer”) to furnish to the in-
surance regqulatory authority of that State, on or
before the date on which notification 1is given
under section 7(a) of the Clayton Act (15 U.S.C.
18(a))—

(1) the name and address of each per-

son by whom, or on whose behalf, the affili-
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ation referred to wn this subparagraph is to
be effected (hereafter in this subparagraph
referred to as the “acquiring party”);

(11) if the acquiring party is an indi-
vidual, his or her principal occupation and
all offices and positions held during the 5
years preceding the date of notification, and
any conviction of crimes other than minor
traffic violations during the 10 years pre-
ceding the date of notification;

(111) if the acquiring party is not an
mdividual—

(I) a report of the nature of its
business operations during the 5 years
preceding the date of notification, or
for such shovter period as such person
and any predecessors thereof shall have
been 1n existence;

(II) an informative description of
the business intended to be done by the
acquiring party and any subsidiary
thereof: and

(I11) a list of all individuals who
are, or who have been selected to be-

come, directors or executive officers of
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the acquiring party or who perform, or
will perform, functions appropriate to
such positions, including, for each such
mdwidual,  the information required
by clause (11);
(1) the source, nature, and amount of

the consideration used, or to be used, in ef-

fecting the merger or other acquisition of

control, a description of any transaction

wheremn funds were, or are to be, obtained

Jor any such purpose, and the identity of

persons furnishing such consideration, ex-
cept that, if a source of such consideration
1s a loan made in the lender’s ordinary
course of business, the identity of the lender
shall remain confidential if the person fil-
g such statement so requests;

(v) fully audited financial information
as to the earnings and financial condition
of each acquiring party for the 5 fiscal
years preceding the date of notification of
each such acquiring party, or for such lesser
period as such acquiring party and any
predecessors thereof shall have been in exist-

ence, and stmilar unaudited information as
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of a date not earlier than 90 days before the
date of notification, except that, in the case
of an acquiring party that is an insurer ac-
twely engaged in the business of insurance,
the financial statements of such insurer
need not be audited, but such audit may be
required if the need therefor is determined
by the insurance regulatory authority of the
State;

(vi) any plans or proposals that each
acquiring party may have to liquidate such
msurer, to sell its assets, or to merge or con-
solidate 1t with any person or to make any
other material change i its business or cor-
porate structure or management;

(vi1) the number of shares of any secu-
rity of the wnsurer that each acquiring
party proposes to acquire, the terms of any
offer, request, invitation, agreement, or ac-
quisition, and a statement as to the method
by which the fairness of the proposal was
arrwed at;

(vitr) the amount of each class of any
security of the insurer that is beneficially

owned or concerning which there is a right
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to acquire beneficial ownership by each ac-
quiring party;

(ix) a full description of any contracts,
arrangements, or understandings with re-
spect to any security of the insurer in which
any acquiring party 1s involved, including
transfer of any of the securities, joint ven-
tures, loan or option arrangements, puts or
calls, guarantees of loans, guarantees
against loss or guarantees of profits, divi-
ston of losses or profils, or the giving or
withholding of proxies, and identification of
the persons with whom such contracts, ar-
rangements, or understandings have been
entered into;

(x) a description of the purchase of
any security of the insurer during the 12-
month period preceding the date of notifica-
twon by any acquiring party, including the
dates of purchase, names of the purchasers,
and consideration paid, or agreed to be
paid, therefor;

(x1) a description of any recommenda-
tions to purchase any security of the insurer

made during the 12-month period preceding
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the date of notification by any acquiring
party or by any person based wupon inter-
views or at the suggestion of such acquiring
party;

(x11) copies of all tender offers for, re-
quests or invitations for tenders of, exchange
offers for and agreements to acquire or ex-
change any securities of the insurer and, if
distributed, of additional soliciting material
relating thereto; and

(xi11) the terms of any agreement, con-
tract, or understanding made with any
broker-dealer as to solicitation of securities
of the wnsurer for tender and the amount of
any fees, commissions, or other compensa-
tion to be paid to broker-dealers with regard
thereto;

(B) requiring an entity that is acquiring

control of an entity that is engaged in the busi-

ness of insurance and domiciled in that State to

maintain or restore the capital requirements of

that insurance entity to the level required under

the capital requlations of general applicability

w that State to avoid the requirement of prepar-

mg and filing with the insurance regulatory au-

HR 10 RS



© 00O N O 0o B~ W N PP

N N NN B R R R R R R R R e
W N P O © 0 N OO 00 »h W N B O

24
25

330

thority of that State a plan to increase the cap-

wtal of the entity, except that any determination

by the State insurance requlatory authority with
respect to such requirement shall be made not
later than 60 days after the date of notification
under subparagraph (A); or

(C) taking actions with respect to the re-
cewership or conservatorship of any insurance
company.

(b) ACTIVITIES.—

(1) IN GENERAL.—Except as provided in para-
graph (3), and except with respect to insurance sales,
solicitation, and cross marketing activities covered
under paragraph (2), no State may, by statute, requ-
lation, order, interpretation, or other action, prevent
or restrict an insured depository institution, whole-
sale financial institution, or subsidiary or affiliate
thereof from engaging directly or indirectly, either by
itself or in conjunction with a subsidiary, affiliate, or
any other entity or person, in any activity authorized
or permitted under this Act.

(2) INSURANCE SALES.—

(A) IN GENERAL.—No State may, by stat-
ute, requlation, order, interpretation, or other ac-

tion, prevent or significantly interfere with the
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ability of an insured depository institution or

wholesale financial institution, or a subsidiary

or affiliate thereof, to engage, directly or indi-

rectly, either by itself or in conjunction with a

subsidiary, affiliate, or any other party, in any

msurance sales, solicitation, or cross-marketing

activity.

(B) CERTAIN STATE LAWS PRESERVED.—

Notwithstanding subparagraph (A), a State may

1mpose—

HR 10 RS

(1) restrictions prohibiting the rejection
of an insurance policy solely because the
policy has been issued or underwritten by
any person who is not associated with such
msured depository institution or wholesale
Jinancial institution, or any subsidiary or
affiliate thereof, when such insurance 1s re-
quired in connection with a loan or exten-
sion of credit;

(11) restrictions prohibiting a require-
ment for any debtor, insurer, or insurance
agent or broker to pay a separate charge in
connection with the handling of insurance
that is required in connection with a loan

or other extension of credit or the provision
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of another traditional banking product, un-
less such charge would be required when the
msured depository institution or wholesale
Jinancial wnstitution, or any subsidiary or
affiliate thereof, 1s the licensed insurance
agent or broker providing the insurance;

(111) restrictions prohibiting the use of
any advertisement or other insurance pro-
motional material by an insured depository
wmstitution or wholesale  financial institu-
tion, or any subsidiary or affiliate thereof,
that would cause a reasonable person to be-
lieve mastakenly that—

(1) a State or the Federal Govern-
ment 1s responsible for the insurance
sales activities of, or stands behind the
credit of, the wnstitution, affiliate, or
subsidiary; or

(II) a State, or the Federal Gou-
ernment guarantees any returns on in-
surance products, or is a source of pay-
ment on any insurance obligation of or
sold by the anstitution, affiliate, or

subsidiary;
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(iv) restrictions prohibiting the pay-
ment or receipt of any commission or bro-
kerage fee for services as a licensed agent or
broker to or by any person, unless such per-
son holds a valid State license regarding the
applicable class of insurance at the time at
which the services are performed, except
that, in this clause, the term “services as a
licensed agent or broker” does not include a
referral by an unlicensed person of a cus-
tomer or potential customer to a licensed
msurance agent or broker that does not in-
clude a discussion of specific insurance pol-
ey terms and conditions;

(v) restrictions prohibiting any com-
pensation paid to or recewved by any indi-
vidual who 1s not licensed to sell insurance,
Jfor the referral of a customer that seeks to
purchase, or seeks an opinion or advice on,
any inswrance product to a person that sells
or provides opinions or advice on such
product, based on the purchase of insurance
by the customer;

(vi) restrictions prohibiting the release

of the insurance information of a customer
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(defined as information concerning the pre-
maums, terms, and conditions of insurance
coverage, including expiration dates and
rates, and insurance claims of a customer
contained wn the records of the insured de-
pository anstitution or wholesale financial
wmstitution, or a subsidiary or affiliate
thereof) to any person or entity other than
an officer, director, employee, agent, sub-
sidiary, or affiliate of an insured depository
stitution or a wholesale financial institu-
tion, for the purpose of soliciting or selling
msurance, without the express consent of the
customer, other than a provision that pro-
hibits—

(I) a transfer of insurance infor-
mation to an unaffiliated insurance
company, agent, or broker in connec-
tion with transferring insurance in
force on existing insureds of the in-
sured depository institution or whole-
sale financial institution, or subsidi-
ary or affiliate thereof, or in connec-

tion with a merger with or acquisition
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of an unaffiliated insurance company,
agent, or broker; or

(I1) the release of information as
otherwise authorized by State or Fed-
eral law;

(vi1) restrictions prohibiting the use of
health information obtained from the insur-
ance records of a customer for any purpose,
other than for its activities as a licensed
agent or broker, without the express consent
of the customer;

(vitr) restrictions prohibiting the exten-
ston of credit or any product or service that
18 equivalent to an extension of credit, or
fixing or varying the consideration for any
such extension of credit, on the condition or
requirement that the customer obtain insur-
ance from the insured depository institu-
tion, wholesale financial institution, a sub-
sidiary or affiliate thereof, or a particular
msurer, agent, or broker, other than a pro-
hibition that would prevent any insured de-
pository institution or wholesale financial
mstitution, or any subsidiary or affiliate

thereof—
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(I) from engaging in any activity
that would not violate section 106 of
the Bank Holding Company Act

Amendments of 1970, as interpreted by

the Board of Governors of the Federal

Reserve System; or

(I1) from informing a customer or

prospective customer that insurance s
required in order to obtain a loan or
credit, that loan or credit approval 1s
contingent upon the procurement by
the customer of acceptable insurance,
or that msurance 1s available from the
msured — depository  anstitution  or
wholesale financial institution, or any
subsidiary or affiliate thereof:

(ix) restrictions requiring, when an
application by a consumer for a loan or
other extension of credit from an insured
depository institution or wholesale financial
stitution 1s pending, and insurance s of-
fered to the consumer or is required in con-
nection with the loan or extension of credit
by the insured depository institution or

wholesale financial institution, that a writ-
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ten disclosure be provided to the consumer
wndicating that his or her choice of an in-
surance provider will not affect the credit
decision or credit terms i any way, except
that the insured depository institution or
wholesale financial institution, or subsidi-
ary or affiliate thereof, may 1mpose reason-
able requirements concerning the credit-
worthiness of the insurance provider and
scope of coverage chosen;

(x) restrictions requiring clear and
conspicuous disclosure, in writing, where
practicable, to the customer prior to the sale
of any imsurance policy that such policy—

(1) is not a deposit;

(I1) is not insured by the Federal
Deposit Insurance Corporation;

(I11) is not guaranteed by the in-
sured depository institution or whole-
sale financial institution or, if appro-
priate, its subsidiaries or affiliates or
any person soliciting the purchase of
or selling insurance on the premises

thereof; and
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(IV) where appropriate, involves
mvestment  risk, including potential
loss of principal;

(x1) restrictions requiring that, when a
customer obtains insurance (other than
credit insurance or flood insurance) and
credit from an insured depository institu-
tion or wholesale financial institution, or
any subsidiary or affiliate thereof, or any
person soliciting the purchase of or selling
msurance on the premases thereof, the credit
and insurance transactions be completed
through separate docwments;

(xi1) restrictions prohibiting, when a
customer obtains insurance (other than
credit insurance or flood insurance) and
credit from an insured depository institu-
tion or wholesale financial institution or its
subsidiaries or affiliates, or any person so-
liciting the purchase of or selling insurance
on the premises thereof, inclusion of the ex-
pense of insurance premiums in the pri-
mary credit transaction without the express

written consent of the customer; and
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(xi11) restrictions requiring mainte-
nance of separate and distinct books and
records relating to insurance transactions,
mcluding all files relating to and reflecting
consumer complaints, and requiring that
such insurance books and records be made
avarlable to the appropriate State insurance
requlator for inspection upon reasonable no-
tice.

(C) LIMITATIONS.—

(i) OCC DEFERENCE.—Section 307(e)
does not apply with respect to any State
statute, requlation, order, interpretation, or
other action regarding insurance sales, so-
licitation, or cross marketing activities de-
scribed in subparagraph (A) that was
wssued, adopted, or enacted before September
3, 1998, and that is not described in sub-
paragraph (B).

(11) NONDISCRIMINATION.—Subsection
(c) does not apply with respect to any State
statute, requlation, order, interpretation, or
other action regarding inswurance sales, so-
licitation, or cross marketing activities de-

seribed in - subparagraph (A) that was
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wssued, adopted, or enacted before September
3, 1998, and that is not described in sub-
paragraph (B).

(111) CONSTRUCTION.—Nothing in this
paragraph shall be construed to limit the
applicability of the decision of the Supreme
Court in Barnett Bank of Marion County
N.A. v. Nelson, 116 S. Ct. 1103 (1996) with
respect to a State statute, requlation, order,
wterpretation, or other action that is not
described in subparagraph (B).

(iv) LIMITATION ON INFERENCES.—
Nothing n this paragraph shall be con-
strued to create any inference with respect
to any State statute, regulation, order, in-

terpretation, or other action that is not re-

ferred to or described in this paragraph.
(3)  INSURANCE — ACTIVITIES OTHER  THAN
SALES.—State statutes, regulations, interpretations,
orders, and other actions shall not be preempted

under subsection (b)(1) to the extent that they—

(A) relate to, or are issued, adopted, or en-

acted for the purpose of requlating the business

of insurance in accordance with the Act of March
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9, 1945 (commonly known as the “McCarran-
Ferguson Act”);

(B) apply only to entities that are not in-
sured depository institutions or wholesale finan-
cial institutions, but that are directly engaged in
the business of insurance (except that they may
apply to depository institutions engaged in pro-
viding savings bank life insurance as principal
to the extent of requlating such insurance);

(C) do not relate to or directly or indirectly
requlate insurance sales, solicitations, or cross-
marketing activities; and

(D) are not prohibited under subsection (c).

(¢) NONDISCRIMINATION.—Except as provided in any
restrictions described in subsection (b)(2)(B), no State may,
by statute, requlation, order, interpretation, or other action,
requlate the insurance activities authorized or permaitted
under this Act or any other provision of Federal law of an
msured depository institution or wholesale financial insti-
tution, or subsidiary or affiliate thereof, to the extent that
such statute, regulation, order, interpretation, or other ac-
tion—

(1) distinguishes by its terms between insured
depository institutions or wholesale financial institu-

tions, or subsidiaries or affiliates thereof, and other
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persons or entities engaged in such activities, in a
manner that is in any way adverse to any such in-
sured depository institution or wholesale financial in-
stitution, or subsidiary or affiliate thereof:

(2) as interpreted or applied, has or will have an
mmpact on depository institutions or wholesale finan-
cial nstitutions, or subsidiaries or affiliates thereof,
that s substantially more adverse than its impact on
other persons or entities providing the same products
or services or engaged in the same activities that are
not insured depository institutions, wholesale finan-
cial institutions, or subsidiaries or affiliates thereof,
or persons or entities affiliated therewith;

(3) effectively prevents a depository institution
or wholesale financial institution, or subsidiary or af-
filiate thereof, from engaging in insurance activities
authorized or permitted by this Act or any other pro-
vision of Federal law; or

(4) conflicts with the intent of this Act generally
to permit affiliations that are authorized or permatted
by Federal law between insured depository institu-
tions or wholesale financial institutions, or subsidi-
aries or affiliates thereof, and persons and entities en-

gaged in the business of insurance.
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(d) DEFINITION—For purposes of this section, the
term “State” means any State of the Unaited States, the Dis-
trict of Columbia, any territory of the United States, Puerto
Rico, Guam, American Samoa, the Trust Territory of the
Pacific Islands, the Virgin Islands, and the Northern Mari-
ana Islands.

SEC. 105. MUTUAL BANK HOLDING COMPANIES AUTHOR-
IZED.

Section 3(g)(2) of the Bank Holding Company Act of

1956 (12 U.S.C. 1842(g)(2)) 1s amended to read as follows:
“(2) REGULATIONS.—A bank holding company
organized as a mutual holding company shall be reg-
wlated on terms, and shall be subject to limitations,
comparable to those applicable to any other bank
holding company.”.
SEC. 106. PROHIBITION ON DEPOSIT PRODUCTION OF-
FICES.

(a) IN GENERAL.—Section 109(d) of the Riegle-Neal
Interstate Banking and Branching Efficiency Act of 1994
(12 U.S.C. 1835a(d)) is amended—

(1) by inserting “, the Financial Services Act of

1998, after “pursuant to this title”; and

(2) by imserting “or such Act” after “made by
this title”.
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(b) TECHNICAL AND CONFORMING AMENDMENT.—Sec-
tion 109(e)(4) of the Riegle-Neal Interstate Banking and
Branching Efficiency Act of 1994 (12 U.S.C. 1835a(e)(4))
1s amended by inserting “and any branch of a bank con-
trolled by an out-of-State bank holding company (as defined
wm section 2(0)(7) of the Bank Holding Company Act of
1956)7 before the period.
SEC. 107. CLARIFICATION OF BRANCH CLOSURE REQUIRE-
MENTS.
Section 42(d)(4)(A) of the Federal Deposit Insurance
Act (12 US.C. 1831r—1(d)(4)(A)) is amended by inserting
“and any bank controlled by an out-of-State bank holding
company (as defined in section 2(0)(7) of the Bank Holding
Company Act of 1956)” before the period.
SEC. 108. AMENDMENTS RELATING TO LIMITED PURPOSE
BANKS.
(a) IN GENERAL—RSection 4(f) of the Bank Holding
Company Act of 1956 (12 U.S.C. 1843(f)) is amended—
(1) wn paragraph (2)(A)(11)—
(A) by striking “and” at the end of sub-
clause (I1X);
(B) by inserting “and” after the semicolon
at the end of subclause (X); and
(C) by serting after subclause (X) the fol-

lowing new subclause:
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“(XI) conswmer loan assets that
are deriwved from or incidental to ac-
tivities in which institutions described

- subparagraph (F) or (H) of section

2(c)(2) are permitted to engage;”;

(2) in paragraph (2), by striking subparagraph
(B) and inserting the following new subparagraphs:
“(B) any bank subsidiary of such company
engages in any activity in which the bank was
not lawfully engaged as of March 5, 1987, unless
the bank s well managed and well capitalized;
“(C) any bank subsidiary of such company
both—

“(1) accepts demand deposits or depos-
its that the depositor may withdraw by
check or similar means for payment to
third parties; and

“(11) engages in the business of making
commercial loans (and, for purposes of this
clause, loans made in the ordinary course of
a credit card operation shall not be treated
as commercial loans); or
“(D) after the date of the enactment of the

Competitive Equality Amendments of 1987, any

bank subsidiary of such company permits any
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overdraft (including any intraday overdraft), or

meurs any such overdraft in such bank’s account

at a Federal reserve bank, on behalf of an affili-
ate, other than an overdraft described in para-
graph (3).”; and

(3) by striking paragraphs (3) and (4) and in-
serting the following new paragraphs:

“(3) PERMISSIBLE OVERDRAFTS DESCRIBED.—
For purposes of paragraph (2)(D), an overdraft is de-
scribed in this paragraph 1f—

“(A) such overdraft results from an inad-
vertent computer or accounting error that is be-
yond the control of both the bank and the affili-
ate; or

“(B) such overdraft—

“(1) 1s permatted or incurred on behalf
of an affiliate which 1is monitored by, re-
ports to, and 1is recognized as a primary
dealer by the Federal Reserve Bank of New
York; and

“(11) 1s fully secured, as required by
the Board, by bonds, notes, or other obliga-
tions which arve direct obligations of the
United States or on which the principal

and nterest are fully guaranteed by the
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1 Unated States or by securities and obliga-
2 tions eligible for settlement on the Federal
3 Reserve book entry system.
4 “(4) DIVESTITURE IN CASE OF LOSS OF EXEMP-
5 TION.—If any company described in paragraph (1)
6 Jails to qualify for the exemption provided under such
7 paragraph by operation of paragraph (2), such ex-
8 emption shall cease to apply to such company and
9 such company shall divest control of each bank it con-
10 trols before the end of the 180-day period beginning
11 on the date that the company receives notice from the
12 Board that the company has failed to continue to
13 qualify for such exemption, unless before the end of
14 such 180-day period, the company has—
15 “(A) corrected the condition or ceased the
16 activity that caused the company to fail to con-
17 tinue to qualify for the exemption; and
18 “(B) implemented procedures that are rea-
19 sonably adapted to avoid the reoccurrence of such
20 condition or activity.”.
21 (b) INDUSTRIAL LOAN COMPANIES AFFILIATE OVER-

22 DRAFTS.—Section 2(c)(2)(H) of the Bank Holding Com-
23 pany Act of 1956 (12 U.S.C. 1841(c)(2)(H)) is amended

24 by inserting before the period at the end “, or that is other-
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wise permissible for a bank controlled by a company de-
seribed in section 4(f)(1)”.
SEC. 109. REPORTS ON ONGOING FTC STUDY OF CONSUMER
PRIVACY ISSUES.

With respect to the ongoing multistage study being
conducted by the Federal Trade Commission on consumer
privacy issues, the Commassion shall submat to the Congress
an antervm report on the findings and conclusions of the
Commassion, together with such recommendations for legis-
lative and administrative action as the Commassion deter-
manes to be appropriate, at the conclusion of each stage of
such study and a final report at the conclusion of the study.
SEC. 110. GAO STUDY OF ECONOMIC IMPACT ON COMMU-

NITY BANKS AND OTHER SMALL FINANCIAL
INSTITUTIONS.

(a) STUDY REQUIRED.—The Comptroller General of
the United States shall conduct a study of the projected eco-
nomac vmpact that the enactment of this Act will have on
Jinancial  institutions  which  have  total assets of
$100,000,000 or less.

(b) REPORT TO THE CONGRESS.—The Comptroller
General of the United States shall submit a report to the
Congress before the end of the 6-month period beginning on
the date of the date of the enactment of this Act containing

the findings and conclusions of the Comptroller General
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with regard to the study required under subsection (a) and

such recommendations for legislative or administrative ac-

tion as the Comptroller General may determine to be appro-
priate.

Subtitle B—Streamlining Super-
vision of Financial Holding
Companies

SEC. 111. STREAMLINING FINANCIAL HOLDING COMPANY

SUPERVISION.
Section 5(c) of the Bank Holding Company Act of

1956 (12 U.S.C. 1844(c)) is amended to read as follows:
“(c¢) REPORTS AND EXAMINATIONS.—

“(1) REPORTS.—

“(A) IN GENERAL.—The Board from time to
time may require any bank holding company
and any subsidiary of such company to submat
reports under oath to keep the Board informed as
to—

“(1) ats financial condition, systems for
monitoring and controlling financial and
operating risks, and transactions with de-
pository institution subsidiaries of the hold-

mg company; and
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“(11) compliance by the company or
subsidvary with applicable provisions of
this Act.

“(B) USE OF EXISTING REPORTS.—

“(1) IN GENERAL.—The Board shall, to
the fullest extent possible, accept reports in
Sfulfillment of the Board’s reporting require-
ments under this paragraph that a bank
holding company or any subsidiary of such
company has provided or been required to
provide to other Federal and State super-
visors or to appropriate self-regulatory or-
ganizations.

“(11) AVAILABILITY.—A bank holding
company or a subsidiary of such company
shall provide to the Board, at the request of
the Board, a report referred to in clause (i).

“(int) REQUIRED USE OF PUBLICLY
REPORTED  INFORMATION.—The  Board
shall, to the fullest extent possible, accept in
Sulfillment of any reporting or record-
keeping requirements under this Act infor-
mation that is otherwise required to be re-
ported publicly and externally audited fi-

nancial statements.
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“(iv) REPORTS FILED WITH OTHER
AGENCIES.—In the event the Board requires
a report from a functionally regulated non-
depository institution subsidiary of a bank
holding company of a kind that s not re-
quired by another Federal or State regu-
lator or appropriate self-requlatory organi-
zation, the Board shall request that the ap-
propriate regulator or self-requlatory orga-
nization obtain such report. If the report is
not made available to the Board, and the
report is necessary to assess a material risk
to the bank holding company or its subsidi-
ary depository institution or compliance
with this Act, the Board may require such
subsidiary to provide such a report to the

Board.

“(C) DEFINITION.—For purposes of this

subsection, the term ‘functionally regulated non-

depository institution” means—

“(1) a broker or dealer registered under
the Securities Exchange Act of 1934;

“(11) an nvestment adviser registered
under the Investment Advisers Act of 1940,

or with any State, with respect to the in-
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vestment aduvisory actwities of such invest-
ment adviser and actiwities incidental to
such investment advisory activities;

“(111) an imsurance company subject to
supervision by a State insurance commis-
sion, agency, or similar authority; and

“(iw) an entity subject to requlation by
the Commodity Futures Trading Commais-
sion, with respect to the commodities activi-
ties of such entity and activities incidental

to such commodities activities.

“(2) EXAMINATIONS.—

HR 10 RS

“(A) EXAMINATION AUTHORITY.—

“(1) IN GENERAL.—The Board wmay
make examinations of each bank holding
company and each subsidiary of a bank
holding company.

“(11) FUNCTIONALLY REGULATED NON-
DEPOSITORY INSTITUTION SUBSIDIARIES.—
Notwithstanding clause (v), the Board may
make examinations of a functionally regu-
lated nondepository institution subsidiary
of a bank holding company only 1f—

“(I) the Board has reasonable

cause to believe that such subsidiary is
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engaged 1n activities that pose a mate-
rial risk to an affiliated depository in-
stitution, or

“(II) based on reports and other
available information, the Board has
reasonable cause to believe that a sub-
sidiary 1s not an compliance with this
Act or with provisions relating to
transactions with an affiliated deposi-
tory anstitution and the Board cannot
make such determination through ex-
amination of the affiliated depository

mstitution or bank holding company.

“(B) LIMITATIONS ON EXAMINATION AU-

THORITY FOR BANK HOLDING COMPANIES AND

SUBSIDIARIES.—Subject to subparagraph (A)(11),

the Board may make examinations under sub-

paragraph (A)(1) of each bank holding company

and each subsidiary of such holding company in

order to—

HR 10 RS

“(1) inform the Board of the nature of

the operations and financial condition of

the holding company and such subsidiaries;

“(it) inform the Board of—
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“(I) the financial and operational
risks within the holding company sys-
tem that may pose a threat to the safe-
ty and soundness of any subsidiary de-
pository anstitution of such holding
company; and
“(II) the systems for monitoring
and controlling such risks; and
“(ir)  monator compliance with the
provisions of this Act and those governing
transactions and relationships between any
subsidiary depository institution and its af-
filiates.

“(C) RESTRICTED FOCUS OF EXAMINA-
TIONS.—The Board shall, to the fullest extent
possible, limat the focus and scope of any exam-
mation of a bank holding company to—

“(1) the bank holding company; and
“(1n) any subsidiary of the holding
company that, because of—
“(I) the size, condition, or activi-
ties of the subsidiary;
“(II) the nature or size of trans-
actions between such subsidiary and

any depository institution which s
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also a subsidiary of such holding com-
pany; or
“(I11) the centralization of func-
tions within the holding company sys-
tem,
could have a materially adverse effect on the
safety and soundness of any depository in-
stitution affiliate of the holding company.
“(D) DEFERENCE TO BANK EXAMINA-
TIONS.—The Board shall, to the fullest extent
possible, use, for the purposes of this paragraph,
the reports of examinations of depository institu-
tions made by the appropriate Federal and State
depository institution supervisory authority.
“(E) DEFERENCE TO OTHER EXAMINA-
TIONS.—The Board shall, to the fullest extent
possible, address the circumstances which maight
otherwise permit or require an examination by
the Board by forgoing an examination and in-
stead reviewing the reports of examination made
of—
“(1) any registered broker or dealer by
or on behalf of the Securities and Exchange

Commassion;
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“(11) any registered investment adviser
properly registered by or on behalf of either
the Securities and Exchange Commission or
any State;

“(in1) any licensed insurance company
by or on behalf of any state regulatory au-
thority responsible for the supervision of in-
surance companies; and

“tiw) any other subsidiary that the
Board finds to be comprehensively super-

vised by a Federal or State authority.

“(3) CAPITAL—

“(A) IN GENERAL.—The Board shall not, by

requlation, guideline, order or otherwise, pre-

seribe or impose any capital or capital adequacy

rules, guidelines, standards, or requirements on

any subsidiary of a financial holding company

that is not a depository institution and—

HR 10 RS
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“(11) 1s properly registered as an in-
vestment aduviser under the Investment Ad-
visers Act of 1940, or with any State.

“(B) RULE OF CONSTRUCTION.—Subpara-
graph (A) shall not be construed as preventing
the Board from imposing capital or capital ade-
quacy rules, guidelines, standards, or require-
ments with respect to activities of a registered
vestment adviser other than investment aduvi-
sory activities or activities incidental to invest-
ment advisory activities.

“(C) LIMITATIONS ON INDIRECT ACTION.—
In developing, establishing, or assessing holding
company capital or capital adequacy rules,
guidelines, standards, or requirements for pur-
poses of this paragraph, the Board shall not take
mto account the activities, operations, or invest-
ments of an affiliated investment company reg-
istered under the Investment Company Act of
1940, if the investment company 18 not—

“(1) a bank holding company; or

“(11) controlled by a bank holding com-
pany by reason of ownership by the bank
holding company (including through all of

its affiliates) of 25 percent or more of the
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shares of the investment company, where the
shares owned by the bank holding company
have a market value equal to more than
$1,000,000.

“(4) TRANSFER OF BOARD AUTHORITY TO AP-

PROPRIATE FEDERAL BANKING AGENCY.—

“(A) IN GENERAL.—In the case of any bank
holding company which s not significantly en-
gaged in nonbanking activities, the Board, in
consultation with the appropriate Federal bank-
mg agency, may designate the appropriate Fed-
eral banking agency of the lead insured deposi-
tory institution subsidiary of such holding com-
pany as the appropriate Federal banking agency
Jor the bank holding company.

“(B) AUTHORITY TRANSFERRED.—An agen-
cy designated by the Board under subparagraph
(A) shall have the same authority as the Board
under this Act to—

“(1) examine and require reports from
the bank holding company and any affiliate
of such company (other than a depository
wstitution) under section 5;

“(i) approve or disapprove applica-

tions or transactions under section 3;
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“(111) take actions and impose pen-
alties under subsections (e) and (f) of sec-
tion 5 and section 8; and

“(w) take actions regarding the hold-
mg company, any affiliate of the holding
company (other than a depository institu-
tion), or any institution-affiliated party of
such company or affiliate under the Federal

Deposit Insurance Act and any other stat-

ute which the Board may designate.

“(C) AGENCY ORDERS.—Section 9 (of this
Act) and section 105 of the Bank Holding Com-
pany Act Amendments of 1970 shall apply to or-
ders issued by an agency designated under sub-
paragraph (A) in the same manner such sections
apply to orders issued by the Board.

“(5) FUNCTIONAL REGULATION OF SECURITIES
AND INSURANCE ACTIVITIES.—The Board shall defer
to—

“(A) the Securities and Exchange Commis-
ston with regard to all interpretations of, and
the enforcement of, applicable Federal securities
laws (and rules, regulations, orders, and other
durectives issued thereunder) relating to the ac-

twities, conduct, and operations of registered
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brokers, dealers, imvestment aduwvisers, and invest-
ment companies;

“(B) the relevant State securities authorities
with regard to all interpretations of, and the en-
forcement of, applicable State securities laws
(and rules, regulations, orders, and other direc-
tives issued thereunder) relating to the activities,
conduct, and operations of registered brokers,
dealers, and investment advisers; and

“(C) the relevant State insurance authori-
ties with regard to all interpretations of, and the
enforcement of, applicable State inswurance laws
(and rules, regulations, orders, and other direc-
twves 1ssued thereunder) relating to the activities,
conduct, and operations of insurance companies
and insurance agents.”.

SEC. 112. ELIMINATION OF APPLICATION REQUIREMENT
FOR FINANCIAL HOLDING COMPANIES.

(a) PREVENTION OF DUPLICATIVE FILINGS.—Section

5(a) of the Bank Holding Company Act of 1956 (12 U.S.C.

1844(a)) s amended by adding the following new sentence

at the end: “A declaration filed in accordance with section

6(b)(1)(E) shall satisfy the requirements of this subsection

with regard to the registration of a bank holding company
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1 but not any requirement to file an application to acquire

2 a bank pursuant to section 3.”.

3

(b) DIVESTITURE PROCEDURES.—RSection 5(e)(1) of

4 the Bank Holding Company Act of 1956 (12 U.S.C.

5 1844(e)(1)) 1s amended—

6

7

8

9
10
11
12
13
14
15
16
17
18
19
20
21
22
23

(1) by striking “Financial Institutions Super-
visory Act of 1966, order” and inserting “Financial
Institutions Supervisory Act of 1966, at the election
of the bank holding company—

“(A) order”; and

(2) by striking “shareholders of the bank holding
company. Such distribution” and inserting “share-
holders of the bank holding company; or

“(B) order the bank holding company, after due
notice and opportunity for hearing, and after con-
sultation with the primary supervisor for the bank,
which shall be the Comptroller of the Currency in the
case of a natwonal bank, and the Federal Deposit In-
surance Corporation and the appropriate State super-
visor in the case of an insured nonmember bank, to
terminate (within 120 days or such longer period as
the Board may direct) the ownership or control of

any such bank by such company.

24 “The distribution referred to in subparagraph (A)”.
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SEC. 113. AUTHORITY OF STATE INSURANCE REGULATOR

AND SECURITIES AND EXCHANGE COMMIS-
SION.

Section 5 of the Bank Holding Company Act of 1956

1
2
3
4
S (12 U.S.C. 1844) is amended by adding at the end the fol-
6 lowing new subsection:

7 “lg) AUTHORITY OF STATE INSURANCE REGULATOR
8 AND THE SECURITIES AND EXCHANGE COMMISSION.—

9

“(1) IN GENERAL.—Notwithstanding any other

10 provision of law, any regulation, order, or other ac-
11 tion of the Board which requires a bank holding com-
12 pany to provide funds or other assets to a subsidiary
13 msured depository institution shall not be effective

14 nor enforceable if—

15 “(A) such funds or assets are to be provided
16 by—

17 “(1) a bank holding company that is
18 an wnsurance company or 1s a broker or
19 dealer registered under the Securities K-
20 change Act of 1934; or

21 “(11) an affiliate of the depository in-
22 stitution which is an inswrance company or
23 a broker or dealer registered under such Act;
24 and

25 “(B) the State insurance authority for the
26 msurance company or the Securities and Fa-
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change Commassion for the registered broker or

dealer, as the case may be, determines in writing

sent to the holding company and the Board that

the holding company shall not provide such

Junds or assets because such action would have

a material adverse effect on the financial condi-

tion of the insurance company or the broker or

dealer, as the case may be.

“(2) NOTICE TO STATE INSURANCE AUTHORITY
OR SEC REQUIRED.—If the Board requires a bank
holding company, or an affiliate of a bank holding
company, which 1s an insurance company or a broker

or dealer described in paragraph (1)(A) to provide

Junds or assets to an insured depository institution

subsidiary of the holding company pursuant to any
requlation, order, or other action of the Board referred
to in paragraph (1), the Board shall promptly notify
the State insurance authority for the insurance com-
pany or the Securities and Exchange Commission, as
the case may be, of such requirement.

“(3) DIVESTITURE IN LIEU OF OTHER ACTION.—
If the Board receives a notice described in paragraph
(1)(B) from a State insurance authority or the Secu-
rities and Exchange Commission with regard to a

bank holding company or affiliate referred to in that
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paragraph, the Board wmay order the bank holding
company to divest the insured depository institution
not later than 180 days after receiving the notice, or
such longer period as the Board determines consistent
with the safe and sound operation of the insured de-
pository institution.

“(4) CONDITIONS BEFORE DIVESTITURE.—Dur-
g the period beginning on the date an order to di-
vest 1s issued by the Board under paragraph (3) to
a bank holding company and ending on the date the
dwestiture 1s completed, the Board may impose any
conditions or restrictions on the holding company’s
ownership or operation of the insured depository in-
stitution, including restricting or prohibiting trans-
actions between the insured depository institution and
any affiliate of the wnstitution, as are appropriate
under the circumstances.”.
114. PRUDENTIAL SAFEGUARDS.

Section 5 of the Bank Holding Company Act of 1956

(12 U.S.C. 1844) is amended by inserting after subsection

(9) (as added by section 113 of this subtitle) the following

new subsection:

“(h) PRUDENTIAL SAFEGUARDS.—
“(1) IN GENERAL—The Board may, by requla-

tion or order, 1mpose restrictions or requirements on

HR 10 RS



© 00O N O 0o B~ W N PP

N N NN DN NDDN P PP P PP PR PP
aa o WO N P O ©W 00 N O O b W N B~ O

365

relationships or transactions between a depository in-
stitution subsidiary of a bank holding company and
any affiliate of such depository institution (other
than a subsidiary of such institution) which the
Board finds is consistent with the public interest, the
purposes of this Act, the Financial Services Act of
1998, the Federal Reserve Act, and other Federal law
applicable to depository institution subsidiaries of
bank holding companies and the standards in para-
graph (2).

“(2) STANDARDS.—The Board may exercise au-
thority under paragraph (1) if the Board finds that
such action would—

“(A) avoid any significant risk to the safety
and soundness of depository institutions or any
Federal deposit insurance fund;

“(B) enhance the financial stability of bank
holding companies;

“(C) avoid conflicts of interest or other
abuses;

“(D) enhance the privacy of customers of
depository institutions; or

“(E) promote the application of national
treatment and equality of competitive oppor-

tunity between nonbank affiliates owned or con-
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trolled by domestic bank holding companies and

nonbank affiliates owned or controlled by foreign

banks operating in the United States.

“(3) REVIEW.—The Board shall reqularly—

“(A) review all restrictions or requirements
established pursuant to paragraph (1) to deter-
mine whether there is a continuing need for any
such restriction or requirement to carry out the
purposes of the Act, including any purpose de-
seribed in paragraph (2); and

“(B) modify or eliminate any restriction or
requirement the Board finds is no longer re-
quired for such purposes.

“(4) FOREIGN BANKS.—The Board may, by reg-
ulation or order, impose restrictions or requirements
on relationships or transactions between a foreign
bank and any affiliate in the United States of such
Joreign bank that the Board finds are consistent with
the public interest, the purposes of this Act, the Fi-
nancial Services Act of 1998, the Federal Reserve Act,
and other Federal law applicable to foreign banks and
their affiliates in the United States, and the stand-

ards in paragraphs (2) and (3).”.

24 SEC. 115. EXAMINATION OF INVESTMENT COMPANIES.

25

(a) ExcLUSIVE COMMISSION AUTHORITY.—
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(1) IN GENERAL—The Commission shall be the
sole Federal agency with authority to inspect and ex-
amine any registered investment company that is not

a bank holding company.

(2) PROHIBITION ON BANKING AGENCIES.—A

Federal banking agency may not inspect or examine

any registered investment company that s not a bank

holding company.

(b) EXAMINATION RESULTS AND OTHER INFORMA-
TION.—The Commassion shall provide to any Federal bank-
mg agency, upon request, the results of any examination,
reports, records, or other information with respect to any
registered investment company to the extent necessary for
the agency to carry out its statutory responsibilities.

(¢) DEFINITIONS.—For purposes of this section, the fol-
lowing definitions shall apply:

(1) BANK HOLDING COMPANY.—The term “bank
holding company” has the same meaning as in sec-

tion 2 of the Bank Holding Company Act of 1956.

(2)  CommISSION—The term  “Commassion”

means the Securities and Exchange Commission.
(3) FEDERAL BANKING AGENCY.—The term
“Federal banking agency” has the same meaning as

m section 3(z) of the Federal Deposit Insurance Act.
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(4) REGISTERED INVESTMENT COMPANY.—The
term “‘registered investment company” means an in-
vestment company which 1s registered with the Com-

masston under the Investment Company Act of 1940.

1

2

3

4

5 SEC. 116. LIMITATION ON RULEMAKING, PRUDENTIAL, SU-
6 PERVISORY, AND ENFORCEMENT AUTHORITY
7 OF THE BOARD.

8 The Bank Holding Company Act of 1956 (12 U.S.C.
9 1841 et seq.) is amended by inserting after section 10 the

10 following new section:

11 <«SEC. 10A. LIMITATION ON RULEMAKING, PRUDENTIAL, SU-

12 PERVISORY, AND ENFORCEMENT AUTHORITY
13 OF THE BOARD.

14 “(a) LIMITATION ON DIRECT ACTION.—

15 “(1) IN GENERAL.—The Board wmay not pre-
16 scribe regulations, issue or seek eniry of orders, vm-
17 pose restraints, restrictions, guidelines, requirements,
18 safequards, or standards, or otherwise take any action
19 under or pursuant to any provision of this Act or sec-
20 tion 8 of the Federal Deposit Insurance Act against
21 or with respect to a requlated subsidiary of a bank
22 holding company wunless the action 1s necessary to
23 prevent or redress an unsafe or unsound practice or
24 breach of fiduciary duty by such subsidiary that poses
25 a material risk to—
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“(A) the financial safety, soundness, or sta-
bility of an affiliated depository institution; or
“(B) the domestic or international payment
system.

“(2) CRITERIA FOR BOARD ACTION.—The Board
shall not take action otherwise permaitted under para-
graph (1) unless the Board finds that it is not reason-
ably possible to effectively protect against the material
risk at issue through action directed at or against the
affiliated depository institution or against depository
stitutions generally.

“(b) LIMITATION ON INDIRECT ACTION.—The Board
may not prescribe requlations, issue or seek entry of orders,
vmpose  restraints, restrictions, guidelines, requirements,
safequards, or standards, or otherwise take any action
under or pursuant to any provision of this Act or section
8 of the Federal Deposit Insurance Act against or with re-
spect to a financial holding company or a wholesale finan-
cial holding company where the purpose or effect of doing
s0 would be to take action indirectly against or with respect
to a regulated subsidiary that may not be taken directly
against or with respect to such subsidiary in accordance
with subsection (a).

“(c) ACTIONS SPECIFICALLY AUTHORIZED.—Notwith-

standing subsection (a), the Board may take action under
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this Act or section 8 of the Federal Deposit Insurance Act
to enforce compliance by a requlated subsidiary with Fed-
eral law that the Board has specific jurisdiction to enforce
against such subsidiary.

“(d) REGULATED SUBSIDIARY DEFINED.—For pur-
poses of this section, the term ‘requlated subsidiary’ means
any company that 1s not a bank holding company and 15—

“(1) a broker or dealer registered under the Secu-
rities Exchange Act of 1934;

“(2) a registered investment adviser, properly
registered by or on behalf of either the Securities and
Exchange Commission or any State, with respect to
the investment advisory activities of such investment
adviser and activities incidental to such investment
advisory activities;

“(3) an investment company registered under the
Investment Company Act of 1940;

“(4) an insurance company or an TRSUTANCE
agency subject to supervision by a State insurance
commassion, agency, or svmilar authority; or

“(5) an entity subject to regulation by the Com-
modity Futures Trading Commaission, with respect to
the commodities activities of such entity and activi-

ties incidental to such commodities activities.”.
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SEC. 117. INTERAGENCY CONSULTATION.

(a) PURPOSE.—It s the intention of Congress that the
Board of Governors of the Federal Reserve System, as the
umbrella supervisor for financial holding companies, and
the State insurance regulators, as the functional requlators

of companies engaged i insurance activities, coordinate ef-

Jorts to supervise companies that control both a depository

mstitution and a company engaged in insurance activities
requlated under State law. In particular, Congress believes
that the Board and the State insurance regulators should
share, on a confidential basis, information relevant to the
supervision of companies that control both a depository in-
stitution and a company engaged in insurance activities,
mecluding information regarding the financial health of the
consolidated organization and iformation regarding trans-
actions and relationships between insurance companies and
affiliated depository institutions. The appropriate Federal
banking agencies for depository institutions should also
share, on a confidential basis, information with the relevant
State insurance requlators regarding transactions and rela-
tionships between depository institutions and affiliated
companies engaged i insurance activities. The purpose of
this section is to encourage this coordination and confiden-
tial sharing of information, and to thereby improve both

the efficiency and the quality of the supervision of financial
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1 holding companies and their affiliated depository institu-

2 tions and companies engaged in insurance activities.

3 (b) EXAMINATION RESULTS AND OTHER INFORMA-
4 TION.—

5 (1) INFORMATION OF THE BOARD.—Upon the re-
6 quest of the appropriate insurance requlator of any
7 State, the Board may provide any information of the
8 Board regarding the financial condition, risk man-
9 agement policies, and operations of any financial
10 holding company that controls a company that is en-
11 gaged in insurance activities and 1s requlated by such
12 State insurance requlator, and regarding any trans-
13 action or relationship between such an insurance
14 company and any affiliated depository institution.
15 The Board may provide any other information to the
16 appropriate State insurance regulator that the Board
17 believes 1is mecessary or appropriate to permait the
18 State insurance regulator to administer and enforce
19 applicable State insurance laws.

20 (2) BANKING AGENCY INFORMATION.—Upon the
21 request of the appropriate insurance regulator of any
22 State, the appropriate Federal banking agency may
23 provide any information of the agency regarding any
24 transaction or relationship between a depository in-
25 stitution supervised by such Federal banking agency
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and any affiliated company that is engaged in insur-
ance activities requlated by such State insurance reg-
ulator. The appropriate Federal banking agency may
provide any other information to the appropriate
State insurance regulator that the agency believes is
necessary or appropriate to permit the State insur-
ance requlator to administer and enforce applicable
State insurance laws.

(3) STATE INSURANCE REGULATOR INFORMA-
TION.—Upon the request of the Board or the appro-
priate Federal banking agency, a State insurance reg-
ulator may provide any examination or other reports,
records, or other information to which such insurance
requlator may have access with respect to a company
which—

(A) 1s engaged in insurance activities and
requlated by such insurance requlator; and

(B) is an affiliate of an insured depository
mstitution, wholesale financial institution, or fi-
nancial holding company.

(¢) CONSULTATION.—Before making any determina-

22 tion relating to the initial affiliation of, or the continuing

23 affiliation of, an insured depository institution, wholesale

24 financial institution, or financial holding company with

25 a company engaged in insurance activities, the appropriate
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Federal banking agency shall consult with the appropriate
State insurance requlator of such company and take the
views of such insurance requlator into account in making
such determination.

(d) ErrECT ON OTHER AUTHORITY.—Nothing in this
section shall limat in any respect the authority of the appro-
priate Federal banking agency with respect to an insured
depository institution, wholesale financial institution, or
bank holding company or any affiliate thereof under any
provision of law.

(¢) CONFIDENTIALITY AND PRIVILEGE.—

(1) CONFIDENTIALITY.—The appropriate Federal
banking agency shall not provide any information or
material that is entitled to confidential treatment
under applicable Federal banking agency regulations,
or other applicable law, to a State insurance regu-
lator unless such regulator agrees to maintain the in-
Jormation or material in confidence and to take all
reasonable steps to oppose any effort to secure disclo-
sure of the information or material by the regulator.
The appropriate Federal banking agency shall treat
as confidential any information or material obtained
from a State insurance regulator that is entitled to
confidential treatment under applicable State requla-

tions, or other applicable law, and take all reasonable
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steps to oppose any effort to secure disclosure of the
mformation or material by the Federal banking agen-
cy.

(2) PRIVILEGE.—The provision pursuant to this
section of information or material by a Federal bank-
g agency or State insurance requlator shall not con-
stitute a warver of, or otheruise affect, any privilege
to whach the information or material 1s otherwise sub-
ject.

(f) DEFINITIONS.—For purposes of this section, the fol-

lowing definitions shall apply:

SEC.

(1) APPROPRIATE FEDERAL BANKING AGENCY;

INSURED DEPOSITORY INSTITUTION.

The terms “ap-
propriate Federal banking agency” and “insured de-
pository institution” have the same meanings as in
section 3 of the Federal Deposit Insurance Act.

(2) BOARD; FINANCIAL HOLDING COMPANY: AND
WHOLESALE — FINANCIAL INSTITUTION.—The terms
“Board”, ‘‘financial holding company”™, and “whole-
sale financial institution™ have the same meanings as
m section 2 of the Bank Holding Company Act of
1956.

118. EQUIVALENT REGULATION AND SUPERVISION.

Notwithstanding any other provision of law, the provi-

25 sions of—
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(1) section 5(c) of the Bank Holding Company

Act of 1956 (as amended by this Act) that limit the

authority of the Board of Governors of the Federal

Reserve System to require reports from, to make ex-

aminations of, or to vmpose capital requirements on

bank holding companies and their nonbank subsidi-

aries; and

(2) section 10A of the Bank Holding Company

Act of 1956 (as added by this Act) that limit what-

ever authority the Board maght otherwise have to take

direct or indirect action with respect to bank holding

companies and their nonbank subsidiaries,
shall also limat whatever authority that the Comptroller of
the Currency and the Director of the Office of Thrift Super-
vision might otherwise have under any statute to require
reports, make examinations, vmpose capital requirements or
take any other direct or indivect action with respect to bank
holding companies and their nonbank subsidiaries (includ-
g nonbank subsidiaries of depository institutions), subject
to the same standards and requirements as are applicable
to the Board under such provisions.
SEC. 119. PROHIBITION ON FDIC ASSISTANCE TO AFFILI-

ATES AND SUBSIDIARIES.

Section 11(a)(4)(B) of the Federal Deposit Insurance

Act (12 U.S.C. 1821(a)(4)(B)) s amended by striking “to

HR 10 RS



© 00O N O 0o B~ W N PP

N NN NN R P R R R R RR R
E W N B O © 0 N O U0 A W N R O

377
benefit any shareholder of” and inserting “to benefit any
shareholder, affiliate (other than an insured depository in-
stitution that receives assistance in accordance with the

provision of this Act), or subsidiary of”.

Subtitle C—Subsidiaries of
National Banks
SEC. 121. PERMISSIBLE ACTIVITIES FOR SUBSIDIARIES OF
NATIONAL BANKS.

(a) FINANCIAL SUBSIDIARIES OF NATIONAL BANKS.—
Chapter one of title LXII of the Revised Statutes of United
States (12 U.S.C. 21 et seq.) is amended—

(1) by redesignating section 5136A as section
5136C; and
(2) by inserting after section 5136 (12 U.S.C.
24) the following new section:
“SEC. 5136A. SUBSIDIARIES OF NATIONAL BANKS.

“(a) SUBSIDIARIES OF NATIONAL BANKS AUTHORIZED
TO ENGAGE IN FINANCIAL ACTIVITIES.—

“(1) EXCLUSIVE AUTHORITY.—No provision of

section 5136 or any other provision of this title LXII

of the Revised Statutes shall be construed as authoriz-

mg a subsidiary of a national bank to engage in, or
own any share of or any other interest in any com-

pany engaged in, any activity that—
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“(A) 1s not permissible for a national bank
to engage i directly; or
“(B) 1s conducted under terms or conditions
other than those that would govern the conduct
of such actwity by a national bank,
unless a national bank 1s specifically authorized by
the express terms of a Federal statute and not by im-
plication or interpretation to acquire shares of or an
wterest in, or to control, such subsidiary, such as by
paragraph (2) of this subsection and section 25A of
the Federal Reserve Act.

“(2) SPECIFIC AUTHORIZATION TO CONDUCT
AGENCY ACTIVITIES WHICH ARE FINANCIAL IN NA-
TURE.—A national bank may control a company that
engages i agency activities that have been deter-

mined to be financial in nature or incidental to such

Jinancial activities pursuant to and in accordance

with section 6(c) of the Bank Holding Company Act
of 1956 1f—

“(A) the company engages in such activities
solely as agent and not directly or indirvectly as
principal;

“(B) the national bank 1s well capitalized
and well managed, and has achieved a rating of

satisfactory or better at the most recent examina-
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tion of the bank under the Community Reinvest-
ment Act of 1977;

“(C) all depository institution affiliates of
the national bank are well capitalized and well
managed, and have achieved a rating of satisfac-
tory or better at the most recent examination of
each such depository institution under the Com-
munity Reinvestment Act of 1977; and

“(D) the bank has received the approval of
the Comptroller of the Currency.

“(3) RATING DOES NOT REQUIRE DIVESTI-

TURE.—A national bank shall not be required to di-
vest any subsidiary held pursuant to paragraph (2)
solely based on a rating described in subparagraph
(B) or (C) of paragraph (2), other than a rating de-

seribed in paragraph (4)(C).

“(4) DEFINITIONS.—For purposes of this section,

the following definitions shall apply:

“(A) COMPANY; CONTROL; AFFILIATE; SUB-
SIDIARY.—The terms ‘company’, ‘control’, ‘affili-
ate’, and ‘subsidiary’ have the same meanings as
m section 2 of the Bank Holding Company Act
of 1956.

“(B) WELL cAPITALIZED.—The term ‘well

capitalized’ has the same meaning as in section
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38 of the Federal Deposit Insurance Act and, for
purposes of this section, the Comptroller shall
have exclusive jurisdiction to determine whether
a national bank 1s well capitalized.
“(C) WELL MANAGED.—The term ‘well
managed’ means—

“(1) wn the case of a depository institu-
tion that has been examined, unless other-
wise determined in writing by the appro-
priate Federal banking agency—

“(1) the achievement of a compos-
ite rating of 1 or 2 under the Uniform
Financial Institutions Rating System
(or an equivalent rating under an
equivalent rating system) in connec-
tiwon with the most recent examination
or subsequent review of the depository
institution; and

“(II) at least a rating of 2 for
management, if that rating s given; or
“(11) in the case of any depository in-

stitution that has not been examined, the
existence and wuse of managerial resources
that the appropriate Federal banking agen-

cy determines are satisfactory.

HR 10 RS



© 00O N O 0o B~ W N PP

N N NN DN NDNDN P PP PP PR PP
aa A W N P O ©W 00 N O O b W N B+~ O

381
“(D) INCORPORATED DEFINITIONS.—The
terms ‘appropriate Federal banking agency’ and

‘depository institution” have the same meanings

as i section 3 of the Federal Deposit Insurance

Act.

“(b) LimitEDp ExXcLUSIONS FromM COMMUNITY NEEDS
REQUIREMENTS FOR NEWLY ACQUIRED DEPOSITORY IN-
STITUTIONS.—Any depository institution which becomes af-
filiated with a national bank during the 24-month period
preceding the submission of an application to acquire a
subsidiary under subsection (a)(2), and any depository in-
stitution which becomes so affiliated after the approval of
such application, may be excluded for purposes of subsection
(a)(2)(C) during the 24-month period beginning on the date
of such acquisition i1f—

“(1) the depository institution has submitted an
affirmative plan to the appropriate Federal banking
agency (as defined in section 3 of the Federal Deposit
Insurance Act) to take such action as may be nec-
essary in order for such institution to achieve a ‘satis-
Jactory record of meeting community credit needs’, or
better, at the next examination of the institution
under the Community Reinvestment Act of 1977; and

“(2) the plan has been approved by the appro-

priate Federal banking agency.”.
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(b) LIMITATION ON CERTAIN ACTIVITIES IN SUBSIDI-

ARIES.—RSection 21(a)(1) of the Banking Act of 1933 (12
U.S.C. 378(a)(1)) 1s amended—

(1) by wnserting “, or to be a subsidiary of any
person, firm, corporation, association, business trust,
or similar organization engaged (unless such subsidi-
ary (A) was engaged in such securities activities as
of September 15, 1997, or (B) is a nondepository sub-
sidiary of (v) a foreign bank and s not also a sub-
sidiary of a domestic depository institution, or (i1)
an unincorporated prwate bank that is not insured
under the Federal Deposit Insurance Act),” after “to
engage at the same time”; and

(2) by inserting “or any subsidiary of such bank,
company, or institution” after “or private bankers”.
(¢) TECHNICAL AND CONFORMING AMENDMENTS.—

(1) ANTITYING.—Section 106(a) of the Bank
Holding Company Act Amendments of 1970 1s
amended by adding at the end the following new sen-
tence: “For purposes of this section, a subsidiary of
a national bank which engages in activities as an
agent pursuant to section 5136A(a)(2) shall be
deemed to be a subsidiary of a bank holding com-

pany, and not a subsidiary of a bank.”.
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(2) SECTION 23B.—Section 23B(a) of the Federal
Reserve Act (12 U.S.C. 371c—1(a)) is amended by
adding at the end the following new paragraph:

“(4) SUBSIDIARY OF NATIONAL BANKE.—For pur-
poses of this section, a subsidiary of a national bank
which engages in activities as an agent pursuant to
section 5136A(a)(2) shall be deemed to be an affiliate

of the national bank and not a subsidiary of the

© 00O N O 0o B~ W N PP

bank.”.

10 (d) CLERICAL AMENDMENT.—The table of sections for
11 chapter one of title LXII of the Revised Statutes of the
12 United States is amended—

13 (1) by redesignating the item relating to section
14 51364 as section 5136C; and
15 (2) by inserting after the item relating to section
16 5136 the following new item:

“5136A. Financial subsidiaries of national banks.”.

17 SEC. 122. MISREPRESENTATIONS REGARDING DEPOSITORY

18 INSTITUTION LIABILITY FOR OBLIGATIONS
19 OF AFFILIATES.
20 (a) IN GENERAL—Chapter 47 of title 18, United

21 States Code, is amended by inserting after section 1007 the

22 following new section:
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“§1008. Misrepresentations regarding financial insti-
tution liability for obligations of affiliates

“(a) IN GENERAL.—No institution-affiliated party of
an insured depository institution or institution-affiliated
party of a subsidiary or affiliate of an insured depository
wnstitution shall frawdulently represent that the institution
1s or will be liable for any obligation of a subsidiary or
other affiliate of the institution.

“(b) CRIMINAL PENALTY.—Whoever violates subsection
(a) shall be fined under this title, imprisoned for not more
than 1 year, or both.

“(¢) INSTITUTION-AFFILIATED PARTY DEFINED.—For
purposes of this section, the term ‘“institution-affiliated
party’ with respect to a subsidiary or affiliate has the same
meaning as in section 3 of the Federal Deposit Insurance
Act, except that references to an insured depository institu-
tion shall be deemed to be references to a subsidiary or affil-
wate of an msured depository institution.

“(d) OTHER DEFINITIONS.—For purposes of this sec-
tion, the terms ‘affiliate’, “‘insured depository institution’,
and ‘subsidiary’ have same meanings as in section 3 of the
Federal Deposit Insurance Act.”.

(b) CLERICAL AMENDMENT.—The table of sections for
chapter 47 of title 18, United States Code, is amended by
mserting after the item relating to section 1007 the follow-

mg new items:
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“1008. Misrepresentations regarding financial institution liability for obligations
of affiliates.”.

SEC. 123. REPEAL OF STOCK LOAN LIMIT IN FEDERAL RE-
SERVE ACT.

Section 11 of the Federal Reserve Act (12 U.S.C. 248)
1s amended by striking the paragraph designated as “(m)”
and inserting “(m) [Repealed]”.

Subtitle D—Wholesale Financial
Holding Companies; Wholesale
Financial Institutions
CHAPTER 1—WHOLESALE FINANCIAL

HOLDING COMPANIES
SEC. 131. WHOLESALE FINANCIAL HOLDING COMPANIES ES-
TABLISHED.

(a) DEFINITION AND SUPERVISION.—Section 10 of the
Bank Holding Company Act of 1956 (12 U.S.C. 1841 et
seq.) is amended to read as follows:

“SEC. 10. WHOLESALE FINANCIAL HOLDING COMPANIES.
“(a) CoMPANIES THAT CONTROL WHOLESALE FINAN-

CIAL INSTITUTIONS.—

“(1) WHOLESALE FINANCIAL HOLDING COMPANY
DEFINED.—The term  ‘wholesale  financial holding
company’ means any company that—

“(A) 1s registered as a bank holding com-

pany;
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“(B) 1s predominantly engaged in financial

activities as defined in section 6(q)(2);

“(C) controls 1 or more wholesale financial
stitutions;
“(D) does not control—

“(1) a bank other than a wholesale fi-
nancial institution;

“(in) an insured bank other than an
mstitution permitted under subparagraph
(D), (F), or (G) of section 2(c)(2); or

“(111) a savings association; and
“(E) s not a foreign bank (as defined in

section 1(b)(7) of the International Banking Act

of 1978).

“(2) SAVINGS ASSOCIATION TRANSITION PE-
RIOD.—Notwithstanding paragraph (1)(D)(1i1), the
Board may permit a company that controls a savings
association and that otherwise meets the requirements
of paragraph (1) to become supervised under para-
graph (1), if the company divests control of any such
savings association within such period, not to exceed
5 years after becoming supervised under paragraph
(1), as permitted by the Board.

“(b) SUPERVISION BY THE BOARD.—

HR 10 RS



© 00 N O 0o B~ W N PP

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

387

“(1) IN GENERAL.—The provisions of this section

shall govern the reporting, examination, and capital

requirements of wholesale financial holding compa-

nies.

“(2) REPORTS.—

“(A) IN GENERAL.—The Board from time to

time may require any wholesale financial hold-

mg company and any subsidiary of such com-

pany to submit reports under oath to keep the

Board informed as to—

HR 10 RS

“(1) the company’s or subsidiary’s ac-
tivities, financial condition, policies, sys-
tems for monitoring and controlling finan-
cral and operational risks, and transactions
with depository institution subsidiaries of
the holding company; and

“(11) the extent to which the company
or subsidiary has complied with the provi-
stons of this Act and requlations prescribed
and orders issued under this Act.

“(B) USE OF EXISTING REPORTS.—

“(1) IN GENERAL.—The Board shall, to
the fullest extent possible, accept reports in
Sulfillment of the Board’s reporting require-

ments under this paragraph that the whole-
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sale financial holding company or any sub-
sidiary of such company has provided or
been required to provide to other Federal
and State supervisors or to appropriate self-
requlatory organizations.

“(1n) AVAILABILITY.—A wholesale  fi-
nancial holding company or a subsidiary of
such company shall provide to the Board, at
the request of the Board, a report referred to
m clause (1).

“(C) EXEMPTIONS FROM REPORTING RE-

QUIREMENTS.—

HR 10 RS

“(1) IN GENERAL.—The Board may, by
requlation or order, exempt any company
or class of companies, under such terms and
conditions and for such periods as the
Board shall provide in such regulation or
order, from the provisions of this paragraph
and any requlation prescribed under this
paragraph.

“(11) CRITERIA FOR CONSIDERATION.—
In making any determination under clause
(1) with regard to any exemption under
such  clause, the Board shall consider,

among such other factors as the Board may
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determine to be appropriate, the following

factors:

“(I) Whether information of the
type required under this paragraph is
available from a supervisory agency
(as defined in section 1101(7) of the
Right to Financial Privacy Act of
1978) or a foreign regulatory authority
of a similar type.

“(II) The primary business of the
COMPany.

“(III) The nature and extent of
the domestic and foreign requlation of

the actwvities of the company.

“(3) EXAMINATIONS.—

“(A) LIMITED USE OF EXAMINATION AU-

THORITY.—The Board may make examinations

of each wholesale financial holding company and

each subsidiary of such company wn order to—

HR 10 RS

“(1) anform the Board regarding the

nature of the operations and financial con-
dition of the wholesale financial holding

company and its subsidiaries;

“(11) inform the Board regarding—
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“(I) the financial and operational
risks within the wholesale financial
holding company system that may af-
fect any depository institution owned
by such holding company; and
“(II) the systems of the holding
company and its subsidiaries for mon-
wtoring and controlling those risks; and
“(ir)  monator compliance with the
provisions of this Act and those governing
transactions and relationships between any
depository institution controlled by the
wholesale financial holding company and
any of the company’s other subsidiaries.
“(B) RESTRICTED FOCUS OF EXAMINA-
TIONS.—The Board shall, to the fullest extent
possible, limit the focus and scope of any exam-
mation of a wholesale financial holding com-
pany under this paragraph to—
“(1) the holding company; and
“(11) any subsidiary (other than an in-
sured depository institution subsidiary) of
the holding company that, because of the
size, condition, or activities of the subsidi-

ary, the nature or size of transactions be-
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tween such subsidiary and any affiliated
depository institution, or the centralization
of functions within the holding company
system, could have a materially adverse ef-
fect on the safety and soundness of any de-
pository institution affiliate of the holding
company.

“(C) DEFERENCE TO BANK EXAMINA-
TIONS.—The Board shall, to the fullest extent
possible, use the reports of examination of depos-
vtory institutions made by the Comptroller of the
Currency, the Federal Deposit Insurance Cor-
poration, the Director of the Office of Thrift Su-
pervision or the appropriate State depository in-
stitution supervisory authority for the purposes
of this section.

“(D) DEFERENCE TO OTHER EXAMINA-
TIONS.—The Board shall, to the fullest extent
possible, address the circumstances which might
otherwise permat or requirve an examination by
the Board by forgoing an examination and by
mstead reviewing the reports of examination

made of—
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“(1) any registered broker or dealer or
any registered investment aduviser by or on
behalf of the Commassion; and

“(11) any licensed insurance company
by or on behalf of any State government in-
surance agency responsible for the super-
vision of the insurance company.

“(E) CONFIDENTIALITY OF REPORTED IN-

FORMATION.—

HR 10 RS

“(1) IN GENERAL.—Notwithstanding
any other provision of law, the Board shall
not be compelled to disclose any nonpublic
mformation requirved to be reported under
this paragraph, or any information sup-
plied to the Board by any domestic or for-
eign requlatory agency, that relates to the
financial or operational condition of any
wholesale financial holding company or any
subsidiary of such company.

“(i1) COMPLIANCE WITH REQUESTS
FOR INFORMATION.—No provision of this
subparagraph shall be construed as author-
wing the Board to withhold information
from the Congress, or preventing the Board

Jrom complying with a request for informa-
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tion from any other Federal department or
agency for purposes within the scope of such
department’s or agency’s jurisdiction, or
Jrom complying with any order of a cowrt
of competent jurisdiction in an action
brought by the Unated States or the Board.

“(it)  COORDINATION WITH OTHER
LAW.—For purposes of section 552 of title 5,
Unated States Code, this subparagraph shall
be considered to be a statute described in
subsection (D)(3)(B) of such section.

“(iv) DESIGNATION OF CONFIDENTIAL
INFORMATION.—In prescribing regulations
to carry out the requirements of this sub-
section, the Board shall designate informa-
tion described in or obtawned pursuant to
this paragraph as confidential information.

“(F) Costs.—The cost of any examination

conducted by the Board under this section may

be assessed against, and made payable by, the

wholesale financial holding company.

“(4) CAPITAL ADEQUACY GUIDELINES.—

“(A) CAPITAL ADEQUACY PROVISIONS.—

Subject to the requirements of, and solely in ac-

cordance with, the terms of this paragraph, the
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Board may adopt capital adequacy rules or
guidelines for wholesale financial holding compa-
nies.

“(B) METHOD OF CALCULATION.—In devel-
oping rules or guidelines under this paragraph,
the following provisions shall apply:

“(1) FocUS ON DOUBLE LEVERAGE.—
The Board shall focus on the use by whole-
sale financial holding companies of debt
and other Lhabilities to fund capital invest-
ments 1n subsidiaries.

“(ii)  NO  UNWEIGHTED  CAPITAL
RATIO.—The Board shall not, by regulation,
guideline, order, or otherwise, 1mpose under
this section a capital ratio that is not based
on appropriate risk-weighting  consider-
ations.

“(111) NO CAPITAL REQUIREMENT ON
REGULATED ENTITIES.—The Board shall
not, by requlation, guideline, order or other-
wise, prescribe or impose any capital or
capital adequacy rules, standards, guide-
lines, or requirements upon any subsidiary

that—
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“(I) 1s not a depository institu-
tion; and
“(II) 1s i compliance with appli-
cable capital requirements of another
Federal regulatory authority (includ-
g the Securities and Exchange Com-
mission) or State insurance authority.
“(w) CERTAIN  SUBSIDIARIES.—The
Board shall not, by regulation, guideline,
order or otherwise, prescribe or impose any
capital or capital adequacy rules, stand-
ards, guidelines, or requirements upon any
subsidiary that 1s not a depository institu-
tion and that 1s registered as an imvestment
adviser under the Investment Advisers Act
of 1940, except that this clause shall not be
construed as preventing the Board from im-
posing capital or capital adequacy rules,
guidelines, standards, or requirements with
respect to activities of a registered invest-
ment aduviser other than investment advi-
sory activities or activities incidental to in-
vestment advisory activities.
“(v) LIMITATIONS ON INDIRECT AC-

TION.—In developing, establishing, or as-
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sessing holding company capital or capital
adequacy rules, guidelines, standards, or re-
quirements for purposes of this paragraph,
the Board shall not take into account the
activities, operations, or investments of an
affiliated inmvestment company registered
under the Investment Company Act of 1940,
iof the investment company 1s not—
“(I) a bank holding company; or
“(II) controlled by a bank holding
company by reason of ownership by the
bank  holding company  (including
through all of its affiliates) of 25 per-
cent or more of the shares of the invest-
ment company, where the shares owned
by the bank holding company have a
market value equal to more than
$1,000,000.
“(vi) APPROPRIATE EXCLUSIONS.—The
Board shall take full account of—
“(I) the capital requirements
made applicable to any subsidiary that
18 not a depository wnstitution by an-
other Federal regulatory authority or

State insurance authority; and



© 00 N O 0o B~ W N PP

N DN DN DN DD DN P PP PPk PR PP
aa A WO N P O ©W 00 N O O b W N B O

397

“(II) wndustry norms for capital-
weation of a company’s unregulated
subsidiaries and activities.

“(vit) INTERNAL RISK MANAGEMENT
MODELS.—The Board may incorporate in-
ternal risk management models of wholesale
Jinancial holding companies into its capital
adequacy guidelines or rules and may take
account of the extent to which resources of
a subsidiary depository institution may be
used to service the debt or other liabilities of

the wholesale financial holding company.

“(¢) NONFINANCIAL ACTIVITIES AND INVESTMENTS.—

“(1) GRANDFATHERED ACTIVITIES.—

“(A) IN GENERAL.—Notwithstanding sec-

tion 4(a), a company that becomes a wholesale

Jinancial holding company may continue to en-

gage, directly or indirectly, in any activity and

may retain ownership and control of shares of a

company engaged in any activity if—

HR 10 RS

“(1) on the date of the enactment of the
Financial Services Act of 1998, such whole-
sale financial holding company was law-
Jfully engaged in that nonfinancial activity,

held the shares of such company, or had en-
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tered into a contract to acquire shares of
any company engaged in such activity; and
“(11) the company engaged in such ac-
twity continues to engage only i the same
actwities that such company conducted on
the date of the enactment of the Financial

Services Act of 1998, and other activities

permissible under this Act.

“(B) NO EXPANSION OF GRANDFATHERED
COMMERCIAL ACTIVITIES THROUGH MERGER OR
CONSOLIDATION.—A wholesale financial holding
company that engages in activities or holds
shares pursuant to this paragraph, or a subsidi-
ary of such wholesale financial holding company,
may not acquire, i any merger, consolidation,
or other type of business combination, assets of
any other company which s engaged in any ac-
twity whach the Board has not determined to be
Jinancial i nature or incidental to activities
that are financial in nature under section 6(c).

“(C) LIMITATION TO SINGLE EXEMPTION.—
No company that engages in any activity or con-
trols any shares under subsection (f) of section 6
may engage in any activity or own any shares

pursuant to this paragraph.
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“(2) COMMODITIES.—

“(A) IN GENERAL—Notwithstanding sec-
tion 4(a), a wholesale financial holding company
which was predominately engaged as of January
1, 1997, wn financial activities in the United
States (or any successor to any such company)
may engage i, or directly or indirectly own or
control shares of a company engaged in, activi-
ties related to the trading, sale, or investment in
commodities and underlying physical properties
that were not permassible for bank holding com-
panies to conduct in the United States as of
Janwary 1, 1997, if such wholesale financial
holding company, or any subsidiary of such
holding company, was engaged directly, indi-
rectly, or through any such company in any of
such actwities as of Januwary 1, 1997, in the
United States.

“(B) LimrrATioON—The attributed aggre-
gate consolidated assets of a wholesale financial
holding company held under the authority grant-
ed under this paragraph and not otherwise per-
mitted to be held by all wholesale financial hold-
mg companies under this section may not exceed

5 percent of the total consolidated assets of the
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wholesale financial holding company, except that

the Board may increase such percentage of total

consolidated assets by such amounts and under
such circumstances as the Board considers ap-
propriate, consistent with the purposes of this

Act.

“(3)  CROSS MARKETING RESTRICTIONS.—A
wholesale financial holding company shall not per-
mit—

“(A) any company whose shares it owns or
controls pursuant to paragraph (1) or (2) to
offer or market any product or service of an af-
Jilvated wholesale financial institution; or

“(B) any affiliated wholesale financial in-
stitution to offer or market any product or serv-
1ce of any company whose shares are owned or
controlled by such wholesale financial holding
company pursuant to such paragraphs.

“(d) QUALIFICATION OF FOREIGN BANK AS WHOLE-
SALE FPINANCIAL HOLDING COMPANY.—

“(1) IN GENERAL—Any foreign bank, or any
company that owns or controls a foreign bank, that
operates a branch, agency, or commercial lending
company n the United States, including a foreign

bank or company that owns or controls a wholesale
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financial institution, may request a determination
Jrom the Board that such bank or company be treated
as a wholesale financial holding company (other than
Jor purposes of subsection (c)), subject to such condi-
tions as the Board deems appropriate, giving due re-
gard to the principle of national treatment and equal-
ity of competitive opportunity and the requirements
mmposed on domestic banks and companies.

“(2) CONDITIONS FOR TREATMENT AS A WHOLE-
SALE FINANCIAL HOLDING COMPANY.—A foreign bank
and a company that owns or controls a foreign bank
may not be treated as a wholesale financial holding
company unless the bank and company meet and con-
tinue to meet the following criteria:

“(A) NO INSURED DEPOSITS.—No deposits
held directly by a foreign bank or through an af-
filiate (other than an nstitution described in
subparagraph (D) or (F) of section 2(c)(2)) are
msured under the Federal Deposit Insurance
Act.

“(B) CAPITAL STANDARDS.—The foreign
bank meets risk-based capital standards com-
parable to the capital standards required for a

wholesale financial institution, giving due re-
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gard to the principle of national treatment and

equality of competitive opportunity.

“(C) TRANSACTION WITH AFFILIATES.—
Transactions between a branch, agency, or com-
mercial lending company subsidiary of the for-
eign bank in the United States, and any securi-
ties affiliate or company wn which the foreign
bank (or any company that owns or controls
such foreign bank), that engages in any activity
authorized only as a result of the application of
subsection (¢) or (g) of section 6, comply with the
provisions of sections 234 and 23B of the Fed-
eral Reserve Act in the same manner and to the
same extent as such transactions would be re-
quired to comply with such sections if the foreign
bank were a member bank.

“(3) TREATMENT AS A WHOLESALE FINANCIAL
INSTITUTION.—Any foreign bank which is, or 1s affili-
ated with a company which is, treated as a wholesale
Jinancial holding company under this subsection shall
be treated as a wholesale financial institution for
purposes of paragraphs (1)(C) and (3) of section
9B(c) of the Federal Reserve Act, and any such for-
eign bank or company shall be subject to paragraphs

(3), (4), and (5) of section 9B(d) of the Federal Re-
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serve Act, except that the Board may adopt such

modifications, conditions, or exemptions as the Board
deems appropriate, giving due regard to the principle
of national treatment and equality of competitive op-
portunity.

“(4) SUPERVISION OF FOREIGN BANK WHICH
MAINTAINS NO BANKING PRESENCE OTHER THAN CON-
TROL OF A WIHOLESALE FINANCIAL INSTITUTION.—A
Joreign bank that owns or controls a wholesale finan-
cial mstitution but does not operate a branch, agency,
or commercial lending company in the United States
(and any company that owns or controls such foreign
bank) may request a determination from the Board
that such bank or company be treated as a wholesale
Jinancial holding company, except that such bank or
company shall be subject to the restrictions of para-
graphs (2)(A) and (3) of this subsection.

“(5) NO EFFECT ON OTHER PROVISIONS.—This
section shall not be construed as limiting the author-
ity of the Board under the International Banking Act
of 1978 with respect to the regulation, supervision, or
examination of foreign banks and thewr offices and af-

filiates in the United States.”.
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(b) UNINSURED STATE BANKS.—Section 9 of the Fed-
eral Reserve Act (U.S.C. 321 et seq.) is amended by adding
at the end the following new paragraph:

“(24) ENFORCEMENT AUTHORITY OVER UNIN-

SURED STATE MEMBER BANES.—Section 3(u) of the

Federal Deposit Insurance Act, subsections (j) and (k)

of section 7 of such Act, and subsections (b) through

(m), (s), (w), and (v) of section 8 of such Act shall

apply to an uninsured State member bank in the

same manner and to the same extent such provisions
apply to an insured State member bank and any ref-
erence in any such provision to ‘“imsured depository
wstitution” shall be deemed to be a reference to ‘unin-
sured State member bank’ for purposes of this para-
graph.”.

SEC. 132. AUTHORIZATION TO RELEASE REPORTS.

(a) FEDERAL RESERVE AcT.—The last sentence of the
eighth undesignated paragraph of section 9 of the Federal
Reserve Act (12 U.S.C. 326) is amended to read as follows:
“The Board of Governors of the Federal Reserve System,
at ats discretion, may furnish reports of examination or
other confidential supervisory information concerning State
member banks or any other entities examined under any
other authority of the Board to any Federal or State au-

thorities with supervisory or requlatory authority over the

HR 10 RS



© 00 N O 0o B~ W N PP

I~ e L N <
© 0O N O U A~ W N B O

20
21
22
23
24

405

examined entity, to officers, directors, or receivers of the ex-
amaned entity, and to any other person that the Board de-
termanes to be proper.”.

(b) Commoprry FUTURES TRADING COMMISSION.—
The Right to Financial Privacy Act of 1978 (12 U.S.C.
3401 et seq.) s amended—

(1) in section 1101(7) (12 U.S.C. 3401(7))—
(A) by redesignating subparagraphs (&)
and (H) as subparagraphs (H) and (I), respec-
twely; and
(B) by inserting after subparagraph (F) the
Jollowing new subparagraph:
“(G) the Commodity Futures Trading Com-
mission; or”’; and
(2) an section 1112(e) (12 U.S.C. 3412(e)), by
striking “and the Securities and Exchange Commis-
sion”” and inserting “, the Securities and Exchange
Commission, and the Commodity Futures Trading
Commission”.
SEC. 133. CONFORMING AMENDMENTS.

(a) BANK HOLDING COMPANY ACT OF 1956.—

(1) DEFINITIONS.—Section 2 of the Bank Hold-
g Company Act of 1956 (12 U.S.C. 1842) 1s amend-

ed by adding at the end the following new subsections:
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“(p) WHOLESALE FINANCIAL INSTITUTION.—The term
‘wholesale financial institution” means a wholesale finan-
cial institution subject to section 9B of the Federal Reserve
Act.
“(q) CommISSION.—The term ‘Commassion’ means the
Securities and Exchange Commission.
“(r) DEPOSITORY INSTITUTION.—The term ‘depository
istitution—
“(1) has the same meaning as in section 3 of the
Federal Deposit Insurance Act; and
“(2) includes a wholesale financial institution.”.
( 2 ) DEFINITION OF BANK INCLUDES WHOLESALE
FINANCIAL INSTITUTION.—Section 2(c)(1) of the Bank
Holding Company Act of 1956 (12 U.S.C. 1841(c)(1))
18 amended by adding at the end the following new
subparagraph:
“(C) A wholesale financial institution.”.
(3) INCORPORATED DEFINITIONS.—Section 2(n)
of the Bank Holding Company Act of 1956 (12
URS.C. 1841(n)) 1s amended by inserting “ ‘insured
bank’,” after “‘in danger of default’,”.
(4) KEXCEPTION TO DEPOSIT INSURANCE RE-
QUIREMENT.—Section 3(e) of the Bank Holding Com-

pany Act of 1956 (12 U.S.C. 1842(e)) s amended by
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adding at the end the following: “This subsection shall

not apply to a wholesale financial institution.”.

(b) FEDERAL DEPOSIT INSURANCE ACT.—Section
3(q)(2)(A) of the Federal Deposit Insurance Act (12 U.S.C.
1813(q)(2)(A)) is amended to read as follows:

“(A) any State member insured bank (ex-
cept a District bank) and any wholesale finan-
cial istitution as authorized pursuant to section
9B of the Federal Reserve Act;”.

CHAPTER 2—WHOLESALE FINANCIAL
INSTITUTIONS
SEC. 136. WHOLESALE FINANCIAL INSTITUTIONS.

(a) NATIONAL WHOLESALE FINANCIAL INSTITU-
TIONS.—

(1) IN GENERAL—Chapter one of title LXII of

the Revised Statutes of the United States (12 U.S.C.

21 et seq.) 1is amended by inserting after section

5136A (as added by section 121(a) of this title) the

Jollowing new section:

“SEC. 5136B. NATIONAL WHOLESALE FINANCIAL INSTITU-
TIONS.

“la) AUTHORIZATION OF THE (COMPTROLLER RE-

QUIRED.—A national bank may apply to the Comptroller

on such forms and in accordance with such regulations as
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the Comptroller may prescribe, for permission to operate
as a national wholesale financial institution.

“(b) REGULATION.—A national wholesale financial in-
stitution may exercise, in accordance with such institu-
tion’s articles of incorporation and requlations issued by
the Comptroller, all the powers and privileges of a national
bank formed in accordance with section 5133 of the Revised
Statutes of the United States, subject to section 9B of the
Federal Reserve Act and the limitations and restrictions
contained therein.

“(c) CoMMUNITY REINVESTMENT AcT OF 1977 —A
national wholesale financial institution shall be subject to
the Community Reinvestment Act of 1977, only if the
wholesale financial institution has an affiliate that s an
msured depository institution or that operates an insured
branch, as those terms are defined in section 3 of the Fed-
eral Deposit Insurance Act.”.

(2) CLERICAL AMENDMENT.—The table of sec-
trons for chapter one of title LXII of the Revised Stat-
utes of the United States is amended by inserting
after the item relating to section 5136A (as added by

section 121(d) of this title) the following new item:

“5136B. National wholesale financial institutions.”.

(b) STATE WHOLESALE FINANCIAL INSTITUTIONS.—
The Federal Reserve Act (12 U.S.C. 221 et seq.) is amended
by inserting after section 9A the following new section:
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“SEC. 9B. WHOLESALE FINANCIAL INSTITUTIONS.

“(a) APPLICATION FOR MEMBERSHIP AS WHOLESALE
FINANCIAL INSTITUTION.—

“(1) APPLICATION REQUIRED.—

“(A) IN GENERAL—Any bank may apply
to the Board of Governors of the Federal Reserve
System to become a wholesale financial institu-
tion and, as a wholesale financial institution, to
subscribe to the stock of the Federal reserve bank
organized within the district where the applying
bank 1s located.

“(B) TREATMENT AS MEMBER BANK.—Any
application under subparagraph (A) shall be
treated as an application under, and shall be
subject to the provisions of section 9.

“(2) INSURANCE TERMINATION.—No bank the de-
posits of which are insured under the Federal Deposit
Insurance Act may become a wholesale financial in-
stitution unless 1t has met all requirements under
that Act for voluntary termination of deposit insur-
ance.

“(b) GENERAL REQUIREMENTS APPLICABLE TO
WHOLESALE FINANCIAL INSTITUTIONS.—

“(1) FEDERAL RESERVE ACT.—Except as other-

wise provided in this section, wholesale financial in-

stitutions shall be member banks and shall be subject
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to the provisions of this Act that apply to member

banks to the same extent and in the same manner as
State member insured banks, except that a wholesale
Jinancial institution  may  terminate membership
under this Act only with the prior written approval
of the Board and on terms and conditions that the
Board determines are appropriate to carry out the
purposes of this Act.

“(2) PROMPT CORRECTIVE ACTION.—A wholesale

Jinancial institution shall be deemed to be an insured
depository institution for purposes of section 38 of the
Federal Deposit Insurance Act except that—

“(A) the relevant capital levels and capital
measures for each capital category shall be the
levels specified by the Board for wholesale finan-
cral institutions; and

“(B) all references to the appropriate Fed-
eral banking agency or to the Corporation in
that section shall be deemed to be references to
the Board.

“(3) KENFORCEMENT AUTHORITY.—Subsections
(1) and (k) of section 7, subsections (b) through (n),
(s), and (v) of section 8, and section 19 of the Federal
Deposit Insurance Act shall apply to a wholesale fi-

nancial institution i the same manner and to the
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same extent as such provisions apply to State member
msured banks and any reference in such sections to
an wnsured depository institution shall be deemed to
wmelude a reference to a wholesale financial institu-
tion.

“(4) CERTAIN OTHER STATUTES APPLICABLE.—
A wholesale financial institution shall be deemed to
be a banking institution, and the Board shall be the
appropriate Federal banking agency for such bank
and all such bank’s affiliates, for purposes of the
International Lending Supervision Act.

“(5) BANK MERGER ACT.—A wholesale financial
istitution shall be subject to sections 18(c) and 44 of
the Federal Deposit Insurance Act in the same man-
ner and to the same extent the wholesale financial in-
stitution would be subject to such sections if the insti-
tution were a State member insured bank.

“(6) BRANCHING.—Notwithstanding any other
provision of law, a wholesale financial institution
may establish and operate a branch at any location
on such terms and conditions as established by the

Board and, in the case of a State-chartered wholesale

Jinancial institution, with the approval of the Board,

and, wn the case of a national bank wholesale finan-
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cial wstitution, with the approval of the Comptroller
of the Currency.
“(7) ACTIVITIES OF OUT-OF-STATE BRANCHES OF
WHOLESALE FINANCIAL INSTITUTIONS.—

“(A) GENERAL.—A State-chartered whole-
sale financial institution shall be deemed to be a
State bank and an insured State bank for pur-
poses of paragraphs (1), (2), and (3) of section
24(j) of the Federal Deposit Insurance Act, and
a national wholesale financial institution shall
be deemed to be a national bank for purposes of
section 5155(f) of the Revised Statutes of the
United States.

“(B) DEFINITIONS.—The following defini-
tions shall apply solely for purposes of applying
paragraph (1):

“t0) HOME STATE.—The term ‘home

State’ means—

“(I) with respect to a national
wholesale  financial —institution, the
State in which the main office of the
mstitution s located; and

“(11) with respect to a State-char-

tered wholesale financial nstitution,
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the State by which the institution is

chartered.

“tin) HoST STATE.—The term ‘host
State’ means a State, other than the home
State of the wholesale financial institution,
m which the institution maintains, or seeks
to establish and maintain, a branch.

“(r) OUT-OF-STATE BANK.—The term
‘out-of-State bank’ means, with respect to
any State, a wholesale financial institution
whose home State is another State.

“(8)  DISCRIMINATION REGARDING INTEREST
RATES.—Section 27 of the Federal Deposit Insurance
Act shall apply to State-chartered wholesale financial
mstitutions in the same manner and to the same ex-
tent as such provisions apply to State member in-
sured banks and any reference in such section to a
State-chartered insured depository institution shall be
deemed to include a reference to a State-chartered
wholesale financial institution.

“(9) PREEMPTION OF STATE LAWS REQUIRING
DEPOSIT INSURANCE FOR WHOLESALE FINANCIAL IN-
STITUTIONS.—The appropriate State banking author-
ity may grant a charter to a wholesale financial in-

stitution notwithstanding any State constitution or
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statute requiring that the istitution obtain insurance
of its deposits and any such State constitution or
statute 1s hereby preempted solely for purposes of this
paragraph.

“(10) PARITY FOR WHOLESALE FINANCIAL INSTI-
TUTIONS.—A State bank that is a wholesale financial
mstitution under this section shall have all of the
rights, powers, privileges, and vmmunities (including
those derived from status as a federally chartered in-
stitution) of and as if it were a national bank, subject
to such terms and conditions as established by the
Board.

“(11) COMMUNITY REINVESTMENT ACT OF
1977.—A State wholesale financial institution shall be
subject to the Community Reinvestment Act of 1977,

only 1f the wholesale financial institution has an af-

filwate that is an insured depository institution or

that operates an insured branch, as those terms are
defined in section 3 of the Federal Deposit Insurance
Act.

“(c) SpPECIFIC REQUIREMENTS APPLICABLE TO

WHOLESALE FINANCIAL INSTITUTIONS.—

“(1) LIMITATIONS ON DEPOSITS.—

“(A) MINIMUM AMOUNT.—
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“(1) IN GENERAL.—No wholesale finan-
cial institution may receive initial deposits
of $100,000 or less, other than on an inci-
dental and occasional basis.
“(it) LIMITATION ON DEPOSITS OF

LESS THAN $100,000.—No wholesale finan-

ciral wstitution may receiwve mitial deposits

of $100,000 or less if such deposits con-
stitute more than 5 percent of the institu-
tion’s total deposits.

“(B) NO DEPOSIT INSURANCE.—HKzxcept as
otherwise provided in section SA(f) of the Federal
Deposit Insurance Act, no deposits held by a
wholesale financial institution shall be insured
deposits under the Federal Deposit Insurance
Act.

“(C) ADVERTISING AND DISCLOSURE.—The
Board shall preseribe regulations pertaining to
advertising and disclosure by wholesale financial
mstitutions to ensure that each depositor is noti-
fied that deposits at the wholesale financial in-
stitution are not federally insured or otherwise
guaranteed by the United States Government.

“(2) MINIMUM CAPITAL LEVELS APPLICABLE TO

WHOLESALE FINANCIAL INSTITUTIONS.—The Board
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shall, by regulation, adopt capital requirements for
wholesale financial institutions—

“(A) to account for the status of wholesale
Jinancial institutions as institutions that accept
deposits that are not insured under the Federal
Deposit Insurance Act; and

“(B) to provide for the safe and sound oper-
ation of the wholesale financial institution with-
out undue risk to creditors or other persons, in-
cluding Federal reserve banks, engaged in trans-
actions with the bank.

“(3) ADDITIONAL REQUIREMENTS APPLICABLE
TO WHOLESALE FINANCIAL INSTITUTIONS.—In addi-
tion to any requirement otherwise applicable to State
member insured banks or applicable, under this sec-
tion, to wholesale financial institutions, the Board
may 1mpose, by regulation or order, upon wholesale
Jinancial institutions—

“(A) limatations on transactions, direct or
wmdirect, with affiliates to prevent—

“(1) the transfer of risk to the deposit
msurance funds; or
“(in) an affiliate from gaining access

to, or the benefits of, credit from a Federal
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reserve bank, including overdrafts at a Fed-
eral reserve bank;
“(B) special clearing balance requirements;
and
“(C) any additional requirements that the

Board determines to be appropriate or necessary

to—

“(1) promote the safety and soundness
of the wholesale financial institution or any
msured depository institution affiliate of
the wholesale financial institution;

“(11) prevent the transfer of risk to the
deposit isurance funds; or

“(1u1) protect creditors and other per-
sons, including Federal reserve banks, en-
gaged i transactions with the wholesale fi-
nancial institution.

“(4) EXEMPTIONS FOR WHOLESALE FINANCIAL
INSTITUTIONS.—The Board wmay, by regulation or
order, exempt any wholesale financial institution
Jrom any provision applicable to a member bank that
1s not a wholesale financial institution, if the Board
finds that such exemption s not inconsistent with—

“(A) the promotion of the safety and sound-

ness of the wholesale financial institution or any
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msured depository anstitution affiliate of the

wholesale financial institution;

“(B) the protection of the deposit insurance

Junds; and

“(C) the protection of creditors and other
persons, including Federal reserve banks, en-
gaged n transactions with the wholesale finan-
cial institution.

“(5) LIMITATION ON TRANSACTIONS BETWEEN A
WHOLESALE ~FINANCIAL INSTITUTION AND AN IN-
SURED BANK.—For purposes of section 23A(d)(1) of
the Federal Reserve Act, a wholesale financial institu-
tion that s affiliated with an insured bank shall not
be a bank.

“(6) NO EFFECT ON OTHER PROVISIONS.—This
section shall not be construed as limiting the Board’s
authority over member banks wnder any other provi-
ston of law, or to create any obligation for any Fed-
eral reserve bank to make, increase, renew, or extend
any advance or discount under this Act to any mem-
ber bank or other depository institution.

“(d) CAPITAL AND MANAGERIAL REQUIREMENTS.—

“(1) IN GENERAL.—A wholesale financial insti-

tution shall be well capitalized and well managed.
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“2) Norice 1O COMPANY.—The Board shall
promptly provide notice to a company that controls
a wholesale financial institution whenever such whole-
sale financial institution 1s not well capitalized or
well managed.

“(3) AGREEMENT TO RESTORE INSTITUTION.—
Not later than 45 days after the date of receipt of a
notice under paragraph (2) (or such additional pe-
riod not to exceed 90 days as the Board may permit),
the company shall execute an agreement acceptable to
the Board to restore the wholesale financial institu-
tion to compliance with all of the requirements of
paragraph (1).

“(4) LIMITATIONS UNTIL INSTITUTION RE-
STORED.—Until the wholesale financial institution 1s
restored to compliance with all of the requirements of
paragraph (1), the Board may tmpose such limita-
tions on the conduct or activities of the company or
any affiliate of the company as the Board determines
to be appropriate under the circumstances.

“(5) FAILURE TO RESTORE.—If the company
does not execute and implement an agreement in ac-
cordance with paragraph (3), comply with any limi-
tation vmposed under paragraph (4), restore the

wholesale financial institution to well capitalized sta-
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tus not later than 180 days after the date of receipt

by the company of the notice described in paragraph
(2), or restore the wholesale financial institution to
well managed status within such period as the Board
may permit, the company shall, under such terms
and conditions as may be imposed by the Board and
subject to such extension of time as may be granted
i the Board’s discretion, divest control of its subsidi-
ary depository institutions.

“(6) WELL MANAGED DEFINED.—For purposes of
this subsection, the term ‘well managed’ has the same
meaning as in section 2 of the Bank Holding Com-
pany Act of 1956.

“(e) RESOLUTION OF WHOLESALE FINANCIAL INSTI-

TUTIONS.—

“(1) CONSERVATORSHIP OR RECEIVERSHIP.—

“(A) ApPOINTMENT.—The Board may ap-
point a conservator or recewver for a wholesale fi-
nancial mstitution to the same extent and in the
same manner as the Comptroller of the Currency
may appoint a conservator or recewer for a na-
twonal bank.

“(B) POWERS.—The conservator or recevver
Jor a wholesale financial institution shall exer-

cise the same powers, functions, and duties, sub-
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1 ject to the same himatations, as a conservator or
2 recewver for a national bank.
3 “(2) BOARD AUTHORITY.—The Board shall have
4 the same authority with respect to any conservator or
5 recewver appointed for a wholesale financial institu-
6 tion under paragraph (1), and the wholesale financial
7 wstitution for which 1t has been appointed, as the
8 Comptroller of the Currency has with respect to a
9 conservator or recewer for a national bank and the
10 national bank for which the conservator or receiver
11 has been appointed.
12 “(3) BANKRUPTCY PROCEEDINGS.—The Comp-
13 troller of the Currency (in the case of a national
14 wholesale financial institution) and the Board may
15 dvrect the conservator or recewer of a wholesale finan-
16 cial imstitution to file a petition pursuant to title 11,
17 Unated States Code, in which case, title 11, United
18 States Code, shall apply to the wholesale financial in-
19 stitution n liew of otherwise applicable Federal or
20 State insolvency law.
21 “(f) EXCLUSIVE JURISDICTION.—Subsections (¢) and
22 (e) of section 43 of the Federal Deposit Insurance Act shall

23 not apply to any wholesale financial institution.”.
24 (¢) VOLUNTARY TERMINATION OF INSURED STATUS BY

25 CERTAIN INSTITUTIONS.—
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(1) SECTION 8 DESIGNATIONS.—Section S(a) of
the Federal Deposit Insurance Act (12 U.S.C.
1818(a)) s amended—

(A) by striking paragraph (1); and

(B) by redesignating  paragraphs (2)
through (10) as paragraphs (1) through (9), re-
spectively.

(2) VOLUNTARY TERMINATION OF INSURED STA-
TUS.—The Federal Deposit Insurance Act (12 U.S.C.
1811 et seq.) is amended by inserting after section 8
the following new section:

“SEC. 8A. VOLUNTARY TERMINATION OF STATUS AS IN-
SURED DEPOSITORY INSTITUTION.
“(a) IN GENERAL.—Except as provided in subsection
(b), an insured State bank or a national bank may volun-
tarily terminate such bank’s status as an insured depository
wstitution i accordance with regulations of the Corpora-
tion if—

“(1) the bank provides written notice of the
bank’s intent to terminate such insured status—

“(A) to the Corporation and the Board of

Governors of the Federal Reserve System not less

than 6 months before the effective date of such

termination; and
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1 “(B) to all depositors at such bank, not less
2 than 6 months before the effective date of the ter-
3 mination of such status; and
4 “(2) exther—
5 “(A) the deposit insurance fund of which
6 such bank 1s a member equals or exceeds the
7 Jund’s designated reserve ratio as of the date the
8 bank provides a written notice under paragraph
9 (1) and the Corporation determines that the fund
10 will equal or exceed the applicable designated re-
11 serve ratio for the 2 semiannual assessment peri-
12 ods immediately following such date; or
13 “(B) the Corporation and the Board of Gov-
14 ernors of the Federal Reserve System approved
15 the termanation of the bank’s insured status and
16 the bank pays an exit fee in accordance with
17 subsection (e).
18 “(b) ExCEPTION.—Subsection (a) shall not apply with

19 respect to—

20 “(1) an insured savings association; or

21 “(2) an insured branch that is required to be in-
22 sured under subsection (a) or (b) of section 6 of the
23 International Banking Act of 1978.

24 “(c) ELIGIBILITY FOR INSURANCE TERMINATED.—

25 Any bank that voluntarily elects to terminate the bank’s
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msured status under subsection (a) shall not be eligible for
msurance on any deposits or any assistance authorized
under this Act after the period specified in subsection (f)(1).

“(d) INSTITUTION MUST BECOME WHOLESALE FINAN-
CIAL INSTITUTION OR TERMINATE DEPOSIT-TAKING Ac-
TIVITIES.—Any depository institution which voluntarily
terminates such institution’s status as an insured deposi-
tory anstitution under this section may not, upon termi-
nation of insurance, accept any deposits unless the institu-
twon 1s a wholesale financial institution subject to section
9B of the Federal Reserve Act.

“(e) ExiT FEES.—

“(1) IN GENERAL—Any bank that voluntarily
terminates such bank’s status as an insured deposi-
tory anstitution under this section shall pay an exit
Jfee i an amount that the Corporation determines 1is
sufficient to account for the institution’s pro rata
share of the amount (if any) which would be required
to restore the relevant deposit insurance fund to the
Jund’s designated reserve ratio as of the date the bank
provides a written notice under subsection (a)(1).

“(2) PROCEDURES.—The Corporation shall pre-
seribe, by regulation, procedures for assessing any exit

fee under this subsection.
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“(f) TEMPORARY INSURANCE OF DEPOSITS INSURED

“(1) TRANSITION PERIOD.—The insured deposits
of each depositor in a State bank or a national bank
on the effective date of the voluntary termination of
the bank’s insured status, less all subsequent with-
drawals from any deposits of such depositor, shall
continue to be insured for a period of not less than
6 months and not more than 2 years, as determined
by the Corporation. During such period, no additions
to any such deposits, and no new deposits in the de-
pository institution made after the effective date of
such termination shall be insured by the Corporation.

“(2) TEMPORARY ASSESSMENTS; OBLIGATIONS
AND DUTIES.—During the period specified in para-
graph (1) with respect to any bank, the bank shall
continue to pay assessments under section 7 as if the
bank were an insured depository institution. The
bank shall, in all other respects, be subject to the au-
thority of the Corporation and the duties and obliga-
tions of an insured depository institution under this
Act during such period, and in the event that the
bank s closed due to an inability to meet the de-
mands of the bank’s depositors during such period,

the Corporation shall have the same powers and
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rights with respect to such bank as in the case of an
msured depository institution.
“(9) ADVERTISEMENTS.—

“(1) IN GENERAL.—A bank that voluntarily ter-
minates the bank’s insured status under this section
shall not advertise or hold itself out as having insured
deposits, except that the bank may advertise the tem-
porary insurance of deposits under subsection (f) if,
m connection with any such advertisement, the adver-
tisement also states with equal prominence that addi-
tions to deposits and new deposits made after the ef-
Jectwve date of the termination are not insured.

“(2) CERTIFICATES OF DEPOSIT, OBLIGATIONS,
AND SECURITIES.—Any certificate of deposit or other
obligation or security issued by a State bank or a na-
tional bank after the effective date of the voluntary
termination of the bank’s insured status under this
section  shall be accompanied by a conspicuous,
promanently displayed notice that such certificate of
deposit or other obligation or security is not insured
under this Act.

“(h) NOTICE REQUIREMENTS.—

“(1) NOTICE TO THE CORPORATION.—The notice

required under subsection (a)(1)(A) shall be in such

Jorm as the Corporation may require.
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“2) Norice 1O DEPOSITORS.—The notice re-
quired under subsection (a)(1)(B) shall be—

“(A) sent to each depositor’s last address of
recorvd with the bank; and

“(B) in such manner and form as the Cor-
poration finds to be mecessary and appropriate
for the protection of depositors.”.

(3) DEFINITION.—Section 19(b)(1)(A)(1) of the
Federal Reserve Act (12 U.S.C. 461(b)(1)(A)(v)) 1s
amended by inserting “, or any wholesale financial
stitution subject to section 9B of this Act” after
“such Act”.

(d) TECHNICAL AND CONFORMING AMENDMENTS TO
THE BANKRUPTCY CODE.—

(1) BANKRUPTCY CODE  DEBTORS.—Section
109(b)(2) of title 11, United States Code, is amended
by striking “; or” and inserting the following: *, ex-
cept that—

“(A) a wholesale financial institution estab-
lished under section 5136B of the Revised Stat-
utes of the United States or section 9B of the
Federal Reserve Act may be a debtor if a peti-
tion 1s filed at the direction of the Comptroller
of the Currency (in the case of a wholesale finan-

cial institution established under section 51368
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of the Revised Statutes of the United States) or

the Board of Governors of the Federal Reserve

System (in the case of any wholesale financial
wstitution); and

“(B) a corporation organized under section

254 of the Federal Reserve Act may be a debtor

if a petition is filed at the direction of the Board

of Governors of the Federal Reserve System; or”.

(2) CHAPTER 7 DEBTORS.—Section 109(d) of

title 11, Unated States Code, is amended to read as

Jollows:

“(d) Only a railroad and a person that may be a debt-
or under chapter 7 of this title, except that a stockbroker,
a wholesale financial institution established under section
5136B of the Revised Statutes of the United States or sec-
tion 9B of the Federal Reserve Act, a corporation organized
under section 25A of the Federal Reserve Act, or a commod-
vty broker, may be a debtor under chapter 11 of this title.”.

(3) DEFINITION OF FINANCIAL INSTITUTION.—

Section 101(22) of title 11, United States Code, is

amended to read as follows:

“(22) ‘financial institution” means a person that

18 a commercial or savings bank, industrial savings

bank, savings and loan association, trust company,

wholesale financial institution established under sec-
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tion 5136B of the Revised Statutes of the United

States or section 9B of the Federal Reserve Act, or
corporation organized under section 25A of the Fed-
eral Reserve Act and, when any such person is acting
as agent or custodian for a customer in connection
with a securities contract, as defined in section 741
of this title, such customer,”.

(4) SUBCHAPTER V OF CHAPTER 7.—

(A) IN GENERAL.—Section 103 of title 11,

Unated States Code, 1s amended—

(1) by redesignating subsections (e)
through (1) as subsections (f) through (j), re-
spectively; and

(11) by mserting after subsection (d)
the following:

“(e) Subchapter V of chapter 7 of this title applies only

m a case under such chapter concerning the liquidation of
a wholesale financial institution established under section
5136B of the Revised Statutes of the United States or sec-
tion 9B of the Federal Reserve Act, or a corporation orga-

nized under section 25A of the Federal Reserve Act.”.

(B) WHOLESALE BANK LIQUIDATION.—
Chapter 7 of title 11, United States Code, 1is

amended by adding at the end the following:
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“SUBCHAPTER V—WHOLESALE BANK

LIQUIDATION
“§ 781. Definitions for subchapter
“In this subchapter—
“(1) the term ‘Board™ means the Board of Gov-
ernors of the Federal Reserve System;
“(2) the term ‘depository institution’ has the
same meaning as 1 section 3 of the Federal Deposit
Insurance Act, and includes any wholesale bank;
“(3) the term ‘national wholesale financial insti-
tution” means a wholesale financial institution estab-
lished under section 5136B of the Revised Statutes of
the Unated States; and
“(4) the term ‘wholesale bank’ means a national
wholesale financial institution, a wholesale financial
wmstitution established under section 9B of the Federal
Reserve Act, or a corporation organized under section
254 of the Federal Reserve Act.
“§ 782. Selection of trustee

“Notwithstanding any other provision of this title, the
conservator or recewer who files the petition shall be the
trustee under this chapter, unless the Comptroller of the
Currency (in the case of a national wholesale financial in-
stitution for which it appointed the conservator or receiver)

or the Board (in the case of any wholesale bank for which
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it appointed the conservator or recewver) designates an al-
ternative trustee. The Comptroller of the Currency or the
Board (as applicable) may designate a successor trustee, if
requared.
“§ 783. Additional powers of trustee

“(a) The trustee under this subchapter has power, with
permission of the cowrt—

“(1) to sell the wholesale bank to a depository in-
stitution or consortium of depository institutions
(which consortium may agree on the allocation of the
wholesale bank among the consortium);

“(2) to merge the wholesale bank with a deposi-
tory institution;

“(3) to transfer contracts to the same extent as
could a recewver for a depository institution under
paragraphs (9) and (10) of section 11(e) of the Fed-
eral Deposit Insurance Act;

“(4) to transfer assets or liabilities to a deposi-
tory institution;

“(5) to distribute property not of the estate, in-
cluding distributions to customers that are mandated
by subchapters III and IV of this chapter; or

“(6) to transfer assets and liabilities to a bridge
bank as provided in paragraphs (1), (3)(A), (5), (6),
and (9) through (13), and subparagraphs (A) through
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(H) and (K) of paragraph (4) of section 11(n) of the

Federal Deposit Insurance Act, except that—

“(A) the bridge bank shall be treated as a
wholesale bank for the purpose of this subsection;
and

“(B) any references in any such provision
of law to the Federal Deposit Insurance Corpora-
tion shall be construed to be references to the ap-
pointing agency and that references to deposit
msurance shall be omaitted.

“(b) Any reference in this section to transfers of liabil-
wties includes a ratable transfer of liabilities within a prior-
1ty class.

“§784. Right to be heard

“The Comptroller of the Currency (in the case of a na-
tronal wholesale financial institution), the Board (in the
case of any wholesale bank), or a Federal Reserve bank (in
the case of a wholesale bank that is a member of that bank)
may raise and may appear and be heard on any issue in
a case under this subchapter.

“§ 785. Expedited transfers

“The trustee may make a transfer pursuant to section
783 without prior judicial approval, if the Comptroller of
the Currency (in the case of a national wholesale financial

wnstitution for which it appointed the conservator or re-
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cewver) or the Board (in the case of any wholesale bank for

which it appointed the conservator or receiver) determines

that the transfer would be necessary to avert serious aduverse
effects on economac conditions or financial stability.”.

(C) CONFORMING AMENDMENT.—The table

of sections for chapter 7 of title 11, United States

Code, 1s amended by adding at the end the fol-

lowing:

“781. Definitions for subchapter.
“782. Selection of trustee.

“783. Additional powers of trustee.
“784. Right to be heard.

“785. KExpedited transfers.”.

(¢) RESOLUTION OF EDGE CORPORATIONS.—Section
256A(16) of the Federal Reserve Act (12 U.S.C. 624(16)) is
amended to read as follows:

“(16) APPOINTMENT OF RECEIVER OR CON-

SERVATOR.—

“(A) IN GENERAL.—The Board may ap-
pownt a conservator or recewver for a corporation
organized under the provisions of this section to
the same extent and in the same manner as the
Comptroller of the Currency may appoint a con-
servator or recewer for a national bank, and the
conservator or receiver for such corporation shall
exercise the same powers, functions, and duties,
subject to the same Limitations, as a conservator

or recewver for a national bank.

HR 10 RS



© 00 N O 0o B~ W N PP

L O i O e =
N~ o OO~ W N B O

18
19
20
21
22
23
24

434

“(B) EQUIVALENT AUTHORITY.—The Board
shall have the same authority with respect to any
conservator or recewver appointed for a corpora-
tion organized under the provisions of this sec-
tion under this paragraph and any such cor-
poration as the Comptroller of the Currency has
with respect to a conservator or receiwver of a na-
tional bank and the national bank for which a
conservator or receiver has been appointed.

“(C) TrrLE 11 PETITIONS.—The Board may
direct the conservator or recewer of a corpora-
tion organized under the provisions of this sec-
tion to file a petition pursuant to title 11,
Unated States Code, in which case, title 11,
Unated States Code, shall apply to the corpora-
tion in liew of otherwise applicable Federal or

State insolvency law.”.

Subtitle E—Preservation of FTC

Authority

SEC. 141. AMENDMENT TO THE BANK HOLDING COMPANY

ACT OF 1956 TO MODIFY NOTIFICATION AND

POST-APPROVAL WAITING PERIOD FOR SEC-

TION 3 TRANSACTIONS.

Section 11(b)(1) of the Bank Holding Company Act

25 of 1956 (12 U.S.C. 1849(b)(1)) is amended by inserting
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“and, if the transaction also involves an acquisition under
section 4 or section 6, the Board shall also notify the Fed-
eral Trade Commission of such approval” before the period
at the end of the first sentence.

SEC. 142. INTERAGENCY DATA SHARING.

To the extent not prohibited by other law, the Comp-
troller of the Currency, the Director of the Office of Thrift
Supervision, the Federal Deposit Insurance Corporation,
and the Board of Governors of the Federal Reserve System
shall make available to the Attorney General and the Fed-
eral Trade Commission any data in the possession of any
such banking agency that the antitrust agency deems nec-
essary for antitrust review of any transaction requiring no-
tice to any such antitrust agency or the approval of such
agency under section 3, 4, or 6 of the Bank Holding Com-
pany Act of 1956, section 18(c) of the Federal Deposit In-
surance Act, the National Bank Consolidation and Merger
Act, section 10 of the Home Owners’ Loan Act, or the anti-
trust laws.

SEC. 143. CLARIFICATION OF STATUS OF SUBSIDIARIES
AND AFFILIATES.

(a) CLARIFICATION OF FEDERAL TRADE COMMISSION
JURISDICTION.—Any person which directly or indirectly
controls, is controlled directly or indirectly by, or is directly

or indirectly under common control with, any bank or sav-
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mgs association (as such terms are defined in section 3 of
the Federal Deposit Insurance Act) and is not itself a bank
or savings association shall not be deemed to be a bank or
savings association for purposes of the Federal Trade Com-
mission Act or any other law enforced by the Federal Trade
Commission.

(b) SAVINGS PrROVISION.—No provision of this section
shall be construed as restricting the authority of any Fed-
eral banking agency (as defined in section 3 of the Federal
Deposit Insurance Act) under any Federal banking law, in-
cluding section 8 of the Federal Deposit Insurance Act.

(¢) HART-SCOTT-RODINO ~ AMENDMENT.—Section
7A(c)(7) of the Clayton Act (15 U.S.C. 18a(c)(7)) is amend-
ed by inserting before the semicolon at the end thereof the
Jollowing: , except that a portion of a transaction is not
exempt under this paragraph if such portion of the trans-
action (A) requires notice under section 6 of the Bank Hold-
mg Company Act of 1956; and (B) does not require ap-
proval under section 3 or 4 of the Bank Holding Company
Act of 19567
SEC. 144. ANNUAL GAO REPORT.

(a) IN GENERAL.—By the end of the 1-year period be-
ginning on the date of the enactment of this Act and annu-
ally thereafter, the Comptroller General of the United States

shall submit a report to the Congress on market concentra-
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1 tion in the financial services industry and its 1mpact on

2 consumers.

3
4
5
6
7
8
9

10
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17
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(b) ANALYSIS.—Each report submitted under sub-

section (a) shall contain an analysis of—

(1) the positive and negative effects of affiliations
between various types of financial companies, and of
acquisitions pursuant to this Act and the amend-
ments made by this Act to other provisions of law, in-
cluding any positive or negative effects on conswmers,
area markets, and submarkets thereof or on registered
securities brokers and dealers which have been pur-
chased by depository institutions or depository insti-
tution holding companies;

(2) the changes in business practices and the ef-
fects of any such changes on the availability of ven-
ture capital, consumer credit, and other financial
services or products and the availability of capital
and credit for small businesses; and

(3) the acquisition patterns among depository
mstitutions, depository institution holding compa-
nies, securities firms, and insurance companies in-
cluding acquisitions among the largest 20 percent of
firms and acquisitions within regions or other limited

geographical areas.
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Subtitle F—Applying the Principles
of National Treatment and
Equality of Competitive Oppor-
tunity to Foreign Banks and For-

1
2
3
4
5 eign Financial Institutions
6 SEC. 151. APPLYING THE PRINCIPLES OF NATIONAL TREAT-
7 MENT AND EQUALITY OF COMPETITIVE OP-
8 PORTUNITY TO FOREIGN BANKS THAT ARE FI-
9 NANCIAL HOLDING COMPANIES.
10 Section 8(c) of the International Banking Act of 1978
11 (12 U.S.C. 3106(c)) is amended by adding at the end the

12 following new paragraph:

13 “(3)  TERMINATION  OF  GRANDFATHERED
14 RIGHTS.—

15 “(A) IN GENERAL.—If any foreign bank or
16 Joreign company files a declaration under section
17 6(b)(1)(E) or which receives a determination
18 under section 10(d)(1) of the Bank Holding
19 Company Act of 1956, any authority conferred
20 by this subsection on any foreign bank or com-
21 pany to engage i any actiwity which the Board
22 has determined to be permissible for financial
23 holding companies under section 6 of such Act
24 shall terminate 1tmmediately.
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“(B) RESTRICTIONS AND REQUIREMENTS
AUTHORIZED.—If a foreign bank or company
that engages, directly or through an affiliate
pursuant to paragraph (1), in an activity which
the Board has determined to be permaissible for
Jinancial holding companies under section 6 of
the Bank Holding Company Act of 1956 has not
filed a declaration with the Board of its status
as a financial holding company under such sec-
tion or recewed a determination under section
10(d)(1) by the end of the 2-year period begin-
ning on the date of enactment of the Financial
Services Act of 1998, the Board, giving due re-
gard to the principle of national treatment and
equality of competitive opportunity, may 1mpose
such restrictions and requirements on the con-
duct of such activities by such foreign bank or
company as are comparable to those imposed on
a financial holding company organized under
the laws of the United States, including a re-
quirement to conduct such activities in compli-
ance with any prudential safequards established
under section 5(h) of the Bank Holding Com-
pany Act of 1956.”.
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SEC. 152. APPLYING THE PRINCIPLES OF NATIONAL TREAT-

MENT AND EQUALITY OF COMPETITIVE OP-
PORTUNITY TO FOREIGN BANKS AND FOR-
EIGN FINANCIAL INSTITUTIONS THAT ARE
WHOLESALE FINANCIAL INSTITUTIONS.

Section 8A of the Federal Deposit Insurance Act (as
added by section 136(c)(2) of this Act) s amended by add-
g at the end the following new subsection:

“(t) VOLUNTARY TERMINATION OF DEPOSIT INSUR-
ANCE.—The provisions on voluntary termination of insur-
ance 1 this section shall apply to an insured branch of
a foreign bank (including a Federal branch) in the same
manner and to the same extent as they apply to an insured
State bank or a national bank.”.

SEC. 153. REPRESENTATIVE OFFICES.

(a) DEFINITION OF “REPRESENTATIVE OFFICE”.—
Section 1(b)(15) of the International Banking Act of 1978
(12 U.S.C. 3101(15)) is amended by striking “State agency,

or subsidiary of a foreign bank™ and inserting “or State

agency’.
(b)  EXAMINATIONS.—Section 10(c) of the Inter-
national Banking Act of 1978 (12 U.S.C. 3107(c)) s

amended by adding at the end the following: “The Board
may also make examinations of any affiliate of a foreign
bank conducting business in any State in which the Board
deems 1t mecessary to determine and enforce compliance
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with this Act, the Bank Holding Company Act of 1956 (12
URS.C. 1841 et seq.), or other applicable Federal banking
laaw.”.
Subtitle G—Federal Home Loan
Bank System Modernization

SEC. 161. SHORT TITLE.

This subtitle may be cited as the “Federal Home Loan
Bank System Modernization Act of 1998”.
SEC. 162. DEFINITIONS.

Section 2 of the Federal Home Loan Bank Act (12
U.S.C. 1422) is amended—

(1) wn paragraph (1), by striking “term ‘Board’
means” and inserting “terms ‘Finance Board’ and
‘Board’ mean’;

(2) by striking paragraph (3) and inserting the
Jollowing:

“(3) StATE—The term ‘State’, in addition to
the States of the United States, includes the District
of Columbia, Guam, Puerto Rico, the United States
Virgin Islands, American Samoa, and the Common-
wealth of the Northern Mariana Islands.”; and

(3) by adding at the end the following new para-
graph:

“(13) COMMUNITY FINANCIAL INSTITUTION.—
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“(A) IN GENERAL—The term ‘community
Sfinancial institution” means a member—

“(1) the deposits of which are insured
under the Federal Deposit Insurance Act;
and

“(1n) that has, as of the date of the
transaction at issue, less than $500,000,000
m average total assets, based on an average
of total assets over the 3 wyears preceding
that date.

“(B) ADJUSTMENTS.—The  $500,000,000
Limat referred to in subparagraph (A)(i1) shall be
adjusted annually by the Finance Board, based
on the annual percentage increase, if any, in the
Consumer Price Index for all urban consumenrs,
as published by the Department of Labor.”.
SEC. 163. SAVINGS ASSOCIATION MEMBERSHIP.

(a) FEDERAL HOME LOAN BANK MEMBERSHIP.—Sec-
tion 5(f) of the Home Owners’ Loan Act (12 U.S.C. 1464(f))
18 amended to read as follows:

“(f) FEDERAL HOME LOAN BANK MEMBERSHIP.—On
and after January 1, 1999, a Federal savings association
may become a member of the Federal Home Loan Bank
System, and shall qualify for such membership in the man-

ner provided by the Federal Home Loan Bank Act.”.
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(b) WITHDRAWAL.—Section 6(e) of the Federal Home
Loan Bank Act (12 U.S.C. 1426(e)) is amended by striking
“Any member other than a Federal savings and loan asso-
ciation may withdraw” and inserting “Any member may
withdraw”.,

SEC. 164. ADVANCES TO MEMBERS; COLLATERAL.

(a) IN GENERAL—Section 10(a) of the Federal Home
Loan Bank Act (12 U.S.C. 1430(a)) is amended—

(1) by redesignating paragraphs (1) through (4)
as subparagraphs (A) through (D), respectively, and
mdenting appropriately;

(2) by striking “(a) Each™ and inserting the fol-
lowing:

“(a) IN GENERAL.—

“(1) ALL ADVANCES.—Fach’;

(3) by striking the second sentence and inserting
the following:

“(2) PURPOSES OF ADVANCES.—A long-term ad-
vance may only be made for the purposes of—

“(A) providing funds to any member for
residential housing finance; and

“(B) providing funds to any communaity fi-
nancial institution for small businesses, agricul-
tural, rural development, or low-income commu-

nity development lending.”;
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(4) by striking “A Bank” and inserting the fol-
lowing:
“(3) COLLATERAL—A Bank”;
(5) in paragraph (3) (as so designated by para-
graph (4) of this subsection)—

(A) wn subparagraph (C) (as so redesignated
by paragraph (1) of this subsection) by striking
“Deposits” and inserting “Cash or deposits”;

(B) in subparagraph (D) (as so redesig-
nated by paragraph (1) of this subsection), by
striking the second sentence; and

(C) by wnserting after subparagraph (D) (as
so redesignated by paragraph (1) of this sub-
section) the following new subparagraph:

“(E) Secured loans for small business, agri-
culture, rural development, or low-income com-
munity development, or securities representing a
whole interest in such secured loans, in the case
of any community financial institution.”;

(6) i paragraph (5)—

(A) in the second sentence, by striking “and
the Board’;

(B) in the third sentence, by striking
“Board” and inserting “Federal home loan

bank”; and
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(C) by striking “(5) Paragraphs (1) through

(4)” and inserting the following:

“(4) ADDITIONAL BANK AUTHORITY.—Subpara-
graphs (A) through (E) of paragraph (3)”; and

(7) by adding at the end the following:

“(5) REVIEW OF CERTAIN COLLATERAL STAND-
ARDS.—The Board may review the collateral stand-
ards applicable to each Federal home loan bank for
the classes of collateral described in subparagraphs

(D) and (E) of paragraph (3), and may, if necessary

Jor safety and soundness purposes, require an increase

m the collateral standards for any or all of those
classes of collateral.

“(6) DEFINITIONS.—For purposes of this sub-
section, the terms ‘small business’, ‘agriculture’, ‘rural
development’, and ‘low-income community develop-
ment’ shall have the meanings given those terms by
rule or requlation of the Finance Board.”.

(b) CLERICAL AMENDMENT.—The section heading for

section 10 of the Federal Home Loan Bank Act (12 U.S.C.
1430) 1s amended to read as follows:
“SEC. 10. ADVANCES TO MEMBERS.”.

SEC. 165. ELIGIBILITY CRITERIA.

Section 4(a) of the Federal Home Loan Bank Act (12

U.S.C. 1424(a)) is amended—
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(1) in paragraph (2)(A), by inserting, “(other
than a communaty financial institution)” after “in-
stitution”; and

(2) by adding at the end the following new para-
graph:

“(3) LIMITED EXEMPTION FOR COMMUNITY FI-
NANCIAL INSTITUTIONS.—A communaty financial in-
stitution that otherwise meets the requirements of
paragraph (2) may become a member without regard
to the percentage of its total assets that 1s represented

by residential mortgage loans, as described in sub-

paragraph (A) of paragraph (2).”.

SEC. 166. MANAGEMENT OF BANKS.

(a) BOARD OF DIRECTORS.—RSection 7(d) of the Fed-

eral Home Loan Bank Act (12 U.S.C. 1427(d)) is amend-
ed—

(1) by striking “(d) The term” and inserting the
Jollowing:
“(d) TErRMS OF OFFICE.—The term”; and

(2) by striking “shall be two years”.

(b) COMPENSATION.—Section 7(1) of the Federal Home

Loan Bank Act (12 U.S.C. 1427(v)) 1s amended by striking

“ subject to the approval of the board”.

(¢) REPEAL OF SECTIONS 224 AND 27.—The Federal

25 Home Loan Bank Act (12 U.S.C. 1421 et seq.) is amended
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1 by striking sections 224 (12 U.S.C. 1442a) and 27 (12
2 URN.C.1447).

3
4
5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

(d) SECTION 12.—Section 12 of the Federal Home
Loan Bank Act (12 U.S.C. 1432) 1s amended—

(1) in subsection (a)—

(A) by striking *, but, except” and all that
Jollows through “ten years™;

(B) by striking “, subject to the approval of
the Board” each place that term appears;

(C) by striking “and, by its Board of direc-
tors,” and all that follows through “agent of such
bank,” and inserting “and, by the board of direc-
tors of the bank, to prescribe, amend, and repeal
by-laws governing the manner in which its af-
Jairs may be administered, consistent with ap-
plicable laws and regulations, as administered
by the Finance Board. No officer, employee, at-
torney, or agent of a Federal home loan bank’;
and

(D) by striking “Board of directors” each
place that term appears and inserting “board of
dvrectors”; and

(2) i subsection (b), by striking “loans banks”

and inserting “loan banks”.
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(¢) POWERS AND DUTIES OF FEDERAL HOUSING FI-

NANCE BOARD.—

(1) ISSUANCE OF NOTICES OF VIOLATIONS.—Sec-
tion 2B(a) of the Federal Home Loan Bank Act (12
U.S.C. 1422b(a)) is amended by adding at the end the
Jollowing new paragraphs:

“(5) To issue and serve a notice of charges upon
a Federal home loan bank or upon any executive offi-
cer or director of a Federal home loan bank if, in the
determination of the Finance Board, the bank, execu-
twe officer, or director 1s engaging or has engaged in,
or the Finance Board has reasonable cause to believe
that the bank, executive officer, or director is about to
engage 1, any conduct that violates any provision of
this Act or any law, order, rule, or requlation or any
condition 1mposed in writing by the Finance Board
m connection with the granting of any application or
other request by the bank, or any written agreement
entered wnto by the bank with the agency, in accord-
ance with the procedures provided in section 1371(c)
of the Federal Housing Enterprises Financial Safety
and Soundness Act of 1992. Such authority includes
the same authority to take affirmative action to cor-
rect conditions resulting from violations or practices

or to limit activities of a bank or any executive officer
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or director of a bank as appropriate Federal banking
agencies have to take with respect to insured deposi-
tory institutions under paragraphs (6) and (7) of sec-
tion 8(b) of the Federal Deposit Insurance Act, and
to have all other powers, rights, and duties to enforce
this Act with respect to the Federal home loan banks
and thewr executive officers and directors as the Office
of Federal Housing Enterprise Oversight has to en-
Jorce the Federal Housing Enterprises Financial
Safety and Soundness Act of 1992, the Federal Na-
tional Mortgage Association Charter Act, or the Fed-
eral Home Loan Mortgage Corporation Act with re-
spect to the Federal housing enterprises under the
Federal Housing Enterprises Financial Safety and
Soundness Act of 1992.

“(6) To address any insufficiencies in capital
levels resulting from the application of section 5(f) of
the Home Owners’” Loan Act.

“(7) To sue and be sued, by and through its own
attorneys.”.

(2) TECHNICAL AMENDMENT.—Section 111 of
Public Law 93-495 (12 U.S.C. 250) is amended by
wmserting “Federal Housing Finance Board,” after
“Director of the Office of Thrift Supervision,”.

(f) ELIGIBILITY TO SECURE ADVANCES.—
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(1) SECTION 9.—Section 9 of the Federal Home

Loan Bank Act (12 U.S.C. 1429) s amended—

(A) in the second sentence, by striking

“with the approval of the Board”; and

(B) in the third sentence, by striking , sub-

ject to the approval of the Board,”.

(2) SECTION 10—Section 10 of the Federal

Home Loan Bank Act (12 U.S.C. 1430) 1s amended—

HR 10 RS

(A) in subsection (¢)—

(i) wn the first sentence, by striking
“Board” and inserting “Federal home loan
bank”; and

(11) in the second sentence, by striking
“held by and all that follows before the pe-
riod;

(B) wn subsection (d)—

(1) in the first sentence, by striking
“and the approval of the Board”; and

(11) by striking “Subject to the ap-
proval of the Board, any” and inserting
“Any”; and
(C) wn subsection (j)(1)—

(1) by striking “to subsidize the interest

rate on advances” and inserting “to provide
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1 subsidies, including subsidized interest rates

2 on advances”;

3 (11) by striking “Pursuant” and insert-

4 g the following:

5 “(A) ESTABLISIIMENT.—Pursuant”; and

6 (111) by adding at the end the following

7 new subparagraph:

8 “(B) NONDELEGATION OF APPROVAL AU-

9 THORITY.—Subject to such regulations as the Fi-
10 nance Board may prescribe, the board of direc-
11 tors of each Federal home loan bank may ap-
12 prove or disapprove requests from members for
13 Affordable Housing Program subsidies, and may
14 not delegate such authority.”.
15 (9) SECTION 16.—Section 16(a) of the Federal Home

16 Loan Bank Act (12 U.S.C. 1456(a)) is amended—

17 (1) wn the third sentence—

18 (A) by striking “net earnings” and insert-
19 mg “previously retained earnings or current net
20 earnings’’; and

21 (B) by striking , and then only with the
22 approval of the Federal Housing Finance
23 Board”; and

24 (2) by striking the fourth sentence.
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(h) SECTION 18.—RSection 18(b) of the Federal Home

Loan Bank Act (12 U.S.C. 1438(D)) s amended by striking

paragraph (4).

SEC. 167. RESOLUTION FUNDING CORPORATION.
(a) IN GENERAL.—Section 21B(f)(2)(C) of the Federal
Home Loan Bank Act (12 U.S.C. 1441b(f)(2)(C)) is amend-

ed to read as follows:

“(C) PAYMENTS BY FEDERAL HOME LOAN

BANKS.—

HR 10 RS

“(1) IN GENERAL—To the extent that
the amounts available pursuant to subpara-
graphs (A) and (B) are insufficient to cover
the amount of interest payments, each Fed-
eral home loan bank shall pay to the Fund-
wmg  Corporation in each calendar year,
20.75 percent of the met earnings of that
bank (after deducting expenses relating to
section 10(j) and operating expenses).

The

“(1) ANNUAL DETERMINATION.
Board annually shall determine the extent
to whaich the value of the aggregate amounts
paid by the Federal home loan banks ex-
ceeds or falls short of the value of an annu-
ity of $300,000,000 per year that com-

mences on the issuance date and ends on the
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final scheduled maturity date of the obliga-
tions, and shall select appropriate present
value factors for making such determina-
tions.

“(i11) PAYMENT TERM ALTERATIONS.—
The Board shall extend or shorten the term
of the payment obligations of a Federal
home loan bank under this subparagraph as
necessary to ensure that the wvalue of all
payments made by the banks is equivalent
to the value of an annuity referred to in
clause (1).

“(iw) TERM BEYOND MATURITY.—If the
Board extends the term of payments beyond
the final scheduled maturity date for the ob-
ligations, each Federal home loan bank shall
continue to pay 20.75 percent of its net
earnings (after deducting expenses relating
to section 10(j) and operating expenses) to
the Treasury of the United States until the
value of all such payments by the Federal
home loan banks is equivalent to the value
of an annuity referred to in clause (11). In
the final year in which the Federal home

loan banks are required to make any pay-
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ment to the Treasury under this subpara-
graph, if the dollar amount represented by
20.75 percent of the net earnings of the Fed-
eral home loan banks exceeds the remaining
obligation of the banks to the Treasury, the
Finance Board shall reduce the percentage
pro rata to a level sufficient to pay the re-
maining obligation.”.

(b) EFFECTIVE DATE.—The amendment made by sub-
section (a) shall become effective on January 1, 1999. Pay-
ments made by a Federal home loan bank before that effec-
twe date shall be counted toward the total obligation of that
bank under section 21B(f)(2)(C) of the Federal Home Loan
Bank Act, as amended by this section.

Subtitle H—Direct Activities of
Banks
SEC. 181. AUTHORITY OF NATIONAL BANKS TO UNDER-
WRITE CERTAIN MUNICIPAL BONDS.

The paragraph designated the Seventh of section 5136
of the Revised Statutes of the United States (12 U.S.C.
24(7)) 1s amended by adding at the end the following new

sentence: “In addition to the provisions in this paragraph

Jor dealing in, underwriting or purchasing securities, the

limitations and restrictions contained in this paragraph as

to dealing i, underwriting, and purchasing investment se-
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curities for the national bank’s own account shall not apply
to obligations (including limated obligation bonds, revenue
bonds, and obligations that satisfy the requirements of sec-
tion 142(b)(1) of the Internal Revenue Code of 1986) issued
by or on behalf of any state or political subdivision of a
state, including any municipal corporate instrumentality
of 1 or more states, or any public agency or authority of
any state or political subdivision of a state, if the national
banking association s well capitalized (as defined in sec-
tion 38 of the Federal Deposit Insurance Act).”.
Subtitle I—Deposit Insurance
Funds
SEC. 186. STUDY OF SAFETY AND SOUNDNESS OF FUNDS.
(a) STUDY REQUIRED.—The Board of Directors of the
Federal Deposit Insurance Corporation shall conduct «
study of the following issues with regard to the Bank Insur-
ance Fund and the Savings Association Insurance Fund:
(1) SAFETY AND SOUNDNESS.—The safety and
soundmness of the funds and the adequacy of the reserve
requirements applicable to the funds in light of—

(A) the size of the insured depository insti-
tutions which are resulling from mergers and
consolidations since the effective date of the Rie-
gle-Neal Interstate Banking and Branching Effi-

ciency Act of 1994; and
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(B) the affiliation of insured depository in-
stitutions with other financial institutions pur-
suant to this Act and the amendments made by
this Act.

(2) CONCENTRATION LEVELS.—The concentra-
tion levels of the funds, taking into account the num-
ber of members of each fund and the geographic dis-
tribution of such members, and the extent to which ei-
ther fund is exposed to higher risks due to a regional
concentration of members or an insufficient member-
ship base relative to the size of member institutions.

(3) MERGER ISSUES.—Issues vrelating to the
planned merger of the funds, including the cost of
merging the funds and the manner in which such
costs will be distributed among the members of the re-
spective funds.

(b) REPORT REQUIRED.—

(1) IN GENERAL.—Before the end of the 9-month
period beginning on the date of the enactment of this
Act, the Board of Directors of the Federal Deposit In-
surance Corporation shall submait a report to the Con-
gress on the study conducted pursuant to subsection
(a).

(2) CONTENTS OF REPORT.—The report shall in-

clude—
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(A) detarled findings of the Board of Direc-
tors with regard to the issues described in sub-
section (a);

(B) a description of the plans developed by
the Board of Directors for merging the Bank In-
surance Fund and the Savings Association In-
surance Fund, including an estimate of the
amount of the cost of such merger which would
be borne by Savings Association Insurance Fund
members; and

(C) such recommendations for legislative
and admimistrative action as the Board of Direc-
tors determines to be necessary or appropriate to
preserve the safety and soundness of the deposit
msurance funds, reduce the risks to such funds,
provide for an efficient merger of such funds,
and for other purposes.

(¢) DEFINITIONS.—For purposes of this section, the fol-
lowing definitions shall apply:

(1) INSURED DEPOSITORY INSTITUTION.—The
term “insured depository institution” has the same
meaning as in section 3(c) of the Federal Deposit In-
surance Act.

(2) BIF AND SAIF MEMBERS.—The terms “Bank

Insurance Fund member” and “Savings Association
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Insurance Fund member” have the same meanings as
m section 7(1) of the Federal Deposit Insurance Act.
Subtitle J—Effective Date of Title
SEC. 191. EFFECTIVE DATE.

Except with regard to any subtitle or other provision
of thas title for which a specific effective date 1s provided,
this title and the amendments made by this title shall take
effect at the end of the 270-day period beginning on the
date of the enactment of this Act.

TITLE II—-FUNCTIONAL
REGULATION
Subtitle A—Brokers and Dealers
SEC. 201. DEFINITION OF BROKER.
Section 3(a)(4) of the Securities Exchange Act of 1934
(15 U.S.C. 78¢(a)(4)) is amended to read as follows:

“(4) BROKER.—

“(A) IN GENERAL—The term  ‘broker’
means any person engaged in the business of ef-
Jecting transactions wn securities for the account
of others.

“(B) EXCEPTION FOR CERTAIN BANK AC-
TIVITIES.—A bank shall not be considered to be
a broker because the bank engages in any of the
Jollowing activities under the conditions de-

seribed:

HR 10 RS



© 00 N O 0o B~ W N PP

N N DN DN NN DN P PP PP PP PP
a A W N P O ©W 00 N O O b W N B+~ O

HR 10 RS

459

“(t) THIRD PARTY BROKERAGE AR-
RANGEMENTS.—The bank enters into a con-
tractual or other arrangement with a broker
or dealer registered under this title under
which the broker or dealer offers brokerage
services on or off the premises of the bank
if—

“(I) such broker or dealer is clear-
ly identified as the person performing
the brokerage services;

“(II) the broker or dealer performs
brokerage services in an area that is
clearly marked and, to the extent prac-
ticable, physically separate from the
routine deposit-taking activities of the
bank;

“(II1) any materials used by the
bank to advertise or promote generally
the availability of brokerage services
under the contractual or other arrange-
ment clearly indicate that the broker-
age services are being provided by the
broker or dealer and not by the bank;

“(IV) any materials used by the

bank to advertise or promote generally
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the availability of brokerage services
under the contractual or other arrange-
ment are in compliance with the Fed-
eral securities laws before distribution;

“(V) bank employees (other than
associated persons of a broker or dealer
who are qualified pursuant to the rules
of a self-requlatory organization) per-
Jorm only clerical or ministerial func-
tions wn  connection with brokerage
transactions including scheduling ap-
pointments with the associated persons
of a broker or dealer, except that bank
employees may forward customer funds
or securities and may describe in gen-
eral terms the range of investment ve-
hicles available from the bank and the
broker or dealer under the contractual
or other arrangement;

“(VI) bank employees do not di-
rectly receive incentive compensation
Jor any brokerage transaction wunless
such employees are associated persons
of a broker or dealer and are qualified

pursuant to the rules of a self-requ-
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latory organization, except that the
bank employees may receive compensa-
tion for the referral of any customer if
the compensation is a nominal one-
time cash fee of a fixed dollar amount
and the payment of the fee is not con-
tingent on whether the referrval results
m a transaction;

“(VII) such services are provided
by the broker or dealer on a basis 1n
which all customers which receive any
services are fully disclosed to the broker
or dealer;

“(VIII) the bank does not carry a
securities account of the customer ex-
cept in a customary custodian or trust-
ee capacity; and

“(IX) the bank, broker, or dealer
mforms each customer that the broker-
age services are provided by the broker
or dealer and not by the bank and that
the securities are not deposits or other
obligations of the bank, are not guar-

anteed by the bank, and are not in-
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sured by the Federal Deposit Insurance

Corporation.

“(1n) TRUST ACTIVITIES.—The bank ef-
fects transactions in a trustee capacity, or
effects transactions i a fiduciary capacity
wm ats trust department or other department
that s reqularly examined by bank examin-
ers for compliance with fiduciary principles
and standards, and (in either case)—

“(1) 1s primarily compensated for
such transactions on the basis of an
administration or annual fee (payable
on a monthly, quarterly, or other
basis), a percentage of assels under
management, or a flat or capped per
order processing fee equal to not more
than the cost incurred by the bank in
connection with executing securities
transactions for trustee and fiduciary
customers, or any combination of such
fees, consistent with  fiduciary prin-
ciples and standards; and

“(I1) does not publicly solicit bro-
kerage business, other than by advertis-

g that it effects transactions i secu-
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rities in conjunction with advertising
its other trust activities.

“(111) PERMISSIBLE SECURITIES

TRANSACTIONS.—The  bank effects trans-

actions 1n—

“(I) commercial paper, bankers
acceptances, or commercial bills;

“(II) exempted securities;

“(I11) qualified Canadian govern-
ment obligations as defined wn section
5136 of the Revised Statutes, in con-
Jormaty with section 15C of this title
and the rules and regulations there-
under, or obligations of the North
American Development Bank; or

“(IV) any standardized, credit en-
hanced debt security issued by a for-
eign  government  pursuant to the
March 1989 plan of then Secretary of
the Treasury Brady, used by such for-
eign government to retire outstanding
commercial bank loans.

“tiv) CERTAIN STOCK PURCHASE

PLANS.—
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“(1) EMPLOYEE BENEFIT
PLANS.—The bank effects transactions,
as part of its transfer agency activities,
m the securities of an issuer as part of
any pension, retirement, profit-shar-
g, bonus, thrift, savings, incentive, or
other similar benefit plan for the em-
ployees of that issuer or its subsidi-
aries, 1f—

(aa) the bank does not solicit
transactions or provide invest-
ment advice with respect to the
purchase or sale of securities in
connection with the plan; and

“(bb) the bank’s compensa-
twon  for such plan or program
consists primarily of administra-
tion fees, or flat or capped per
order processing fees, or both.

“(1I) DIVIDEND REINVESTMENT
PLANS.—The bank effects transactions,
as part of its transfer agency activities,
m the securities of an issuer as part of

that issuer’s dwvidend reinvestment

plan, 1f—
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“laa) the bank does not so-
licit transactions or provide in-
vestment aduvice with respect to
the purchase or sale of securities
m connection with the plan;

“(bb) the bank does not net
shareholders’ buy and sell orders,
other than for programs for odd-
lot holders or plans registered
with the Commassion; and

“lcc) the bank’s compensa-
tion for such plan or program
consists primarily of administra-
tion fees, or flat or capped per
order processing fees, or both.

“(I1I) ISSUER PLANS.—The bank

effects transactions, as part of its
transfer agency activities, in the secu-
rities of an issuer as part of a plan or
program for the purchase or sale of

that issuer’s shares, 1f—

“laa) the bank does not so-
licit transactions or provide in-
vestment advice with respect to

the purchase or sale of securities
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m  connection with the plan or
Program;

“(bb) the bank does not net
shareholders’ buy and sell orders,
other than for programs for odd-
lot holders or plans registered
with the Commassion; and

“lcc) the bank’s compensa-
tion for such plan or program
consists primarily of administra-
tion fees, or flat or capped per
order processing fees, or both.

“(1V) PERMISSIBLE DELIVERY OF

MATERIALS.—The exception 1o being
considered a broker for a bank engaged
m actwities  described in subclauses
(1), (II), and (III) urll not be affected
by a bank’s delwery of written or elec-
tronic plan materials to employees of
the issuer, shareholders of the issuer, or
members of affinity groups of the

issuer, so long as such materials are—

“(aa) comparable in scope or
nature to that permitted by the

Commassion as of the date of the
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enactment of the Financial Serv-
1ces Act of 1998; or

“(bb) otherwise permaitted by
the Commassion.

“(v) SWEEP ACCOUNTS.—The bank ef-
fects transactions as part of a program for
the 1nvestment or reinvestment of bank de-
posit  funds into any no-load, open-end
management investment company registered
under the Investment Company Act of 1940
that holds itself out as a money market
SJund.

“(vi) AFFILIATE TRANSACTIONS.—The
bank effects transactions for the account of
any affiliate of the bank (as defined in sec-
tion 2 of the Bank Holding Company Act
of 1956) other than—

“(I) a registered broker or dealer;
or
“(I11) an affiliate that is engaged

m merchant banking, as described in

section 6(c)(3)(H) of the Bank Holding

Company Act of 1956.

“(vir) PRIVATE SECURITIES OFFER-

INGS.—The bank—
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“(1) effects sales as part of a pri-
mary offering of securities not involv-
mg a public offering, pursuant to sec-
tion 3(b), 4(2), or 4(6) of the Securities
Act of 1933 or the rules and regula-
tions issued thereunder; and

“(II) effects transactions exclu-
siwely with qualified investors.
“(vitt) SAFEKEEPING AND CUSTODY

ACTIVITIES.—

“(I) IN GENERAL.—The bank, as
part of customary banking activities—

“(aa) provides safekeeping or
custody services with respect to se-
curities, including the exercise of
warrants and other rights on be-
half of customers;

“(bb) facilitates the transfer
of funds or securities, as a custo-
dian or a clearing agency, i con-
nection with the clearance and
settlement of its customers’ trans-
actions i securities;

“(cc) effects securities lending

or borrowing transactions with or
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on behalf of customers as part of

services provided to customers

pursuant to division (aa) or (bb)
or invests cash collateral pledged

m  connection with such trans-

actions; or

“(dd) holds securities pledged
by a customer to another person
or securities subject to purchase or
resale agreements 1nvolving a cus-
tomer, or facilitates the pledging
or transfer of such securities by
book entry or as otherwise pro-
vided under applicable law.

“(II) EXCEPTION FOR CARRYING
BROKER ACTIVITIES.—The exception to
being considered a broker for a bank
engaged in activities described in sub-
clause (I) shall not apply if the bank,
m connection with such actwities, acts
n the Unated States as a carrying
broker (as such term, and different for-
mulations thereof, are used in section
15(c)(3) and the rules and regulations

thereunder) for any broker or dealer,
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unless such carrying broker activities

are engaged in with respect to govern-

ment securities (as defined in para-
graph (42) of this subsection).

“ix) BANKING PRODUCTS.—The bank
effects transactions in traditional banking
products, as defined in section 206(a) of the
Financial Services Act of 1998.

“(x) DE MINIMIS EXCEPTION.—The

bank effects, other than in transactions re-

ferred to in clauses (1) through (ix), not

more than 500 transactions in securities in
any calendar year, and such transactions
are not effected by an employee of the bank
who 1s also an employee of a broker or deal-
er.

“(C) BROKER DEALER EXECUTION.—The

exception to being considered a broker for a bank

engaged n activities described in clauses (11),

(i), and (viww) of subparagraph (B) shall not

apply if the activities described in such provi-

sions result in the trade in the Unated States of

any security that is a publicly traded security in

the Unated States, unless—
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“(1) the bank directs such trade to a
registered or broker dealer for execution;

“(11) the trade s a cross trade or other
substantially simalar trade of a security
that—

“(I) 1s made by the bank or be-
tween the bank and an affiliated fidu-
ciary; and

“(II) 1s not in contravention of fi-
duciary principles established wunder
applicable Federal or State law; or
“(111) the trade 1is conducted in some

other manner permitted under rules, requla-

tions, or orders as the Commission may
prescribe or issue.

“(D) NO EFFECT OF BANK EXEMPTIONS ON
OTHER COMMISSION AUTHORITY.—The exception
to being considered a broker for a bank engaged
m activities described in subparagraphs (B) and
(C) shall not affect the commaission’s authority
under any other provision of this Act or any
other securities law.

“(E) FIDUCIARY cCAPACITY.—For purposes
of subparagraph (B)(iv), the term ‘fiduciary ca-

pacity’ means—
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“(1) in the capacity as trustee, execu-
tor, administrator, registrar of stocks and
bonds, transfer agent, guardian, assignee,
recewver, or custodian under a uniform gift
to minor act, or as an investment aduviser if
the bank receives a fee for its investment ad-
vice;

“(ir) in any capacity in which the
bank possesses investment discretion on be-
half of another; or

“(1ir) in any other similar capacity.

“(F) EXCEPTION FOR ENTITIES SUBJECT TO

SECTION 15(e).—The term ‘broker’ does not in-

clude a bank that—

“(1) was, vmmediately prior to the en-
actment of the Financial Services Act of
1998, subject to section 15(e); and

“(1n) 1s subject to such restrictions and
requirements as the Commission considers

appropriate.”.

SEC. 202. DEFINITION OF DEALER.

Section 3(a)(5) of the Securities Exchange Act of 1934

(15 U.S.C. 78¢(a)(5)) is amended to read as follows:

“(5) DEALER.—
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“(A) IN GENERAL—The term ‘dealer’
means any person engaged in the business of
buying and selling securities for such person’s
own account through a broker or otherwise.

“(B) KEXCEPTION FOR PERSON NOT EN-
GAGED IN THE BUSINESS OF DEALING.—The
term ‘dealer’ does not include a person that buys
or sells securities for such person’s own account,
either indwvidually or i a fiduciary capacity,
but not as a part of a reqular business.

“(C) EXCEPTION FOR CERTAIN BANK AC-
TIVITIES.—A bank shall not be considered to be

a dealer because the bank engages in any of the

Jollowing activities under the conditions de-

seribed:
“(1) PERMISSIBLE SECURITIES TRANS-
ACTIONS.—The bank buys or sells—
“(I) commercial paper, bankers
acceptances, or commercial bills;
“(II) exempted securities;
“(I11) qualified Canadian govern-
ment obligations as defined in section
5136 of the Revised Statutes of the
Unated States, in conformity with sec-

tron 150 of this title and the rules and
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requlations thereunder, or obligations

of the North American Development

Bank; or

“(IV) any standardized, credit en-
hanced debt security issued by a for-
eign  government  pursuant to the

March 1989 plan of then Secretary of

the Treasury Brady, used by such for-

eign government to retire outstanding
commercial bank loans.

“(1) INVESTMENT, TRUSTEE, AND FI-
DUCIARY TRANSACTIONS.—The bank buys or
sells securities for investment purposes—

“(1) for the bank; or
“(II) for accounts for which the
bank acts as a trustee or fiduciary.

“(in) ASSET-BACKED TRANS-
ACTIONS.—The bank engages in the issuance
or sale to qualified investors, through a
grantor trust or otherwise, of securities
backed by or representing an interest in
notes, drafts, acceptances, loans, leases, re-
cewvables, other obligations, or pools of any
such obligations predominantly originated

by the bank, or a syndicate of banks of
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which the bank s a member, or an affiliate
of any such bank other than a broker or
dealer.

“(w) BANKING PRODUCTS.—The bank
buys or sells traditional banking products,
as defined in section 206(a) of the Finan-
cial Services Act of 1998.

“(v) DERIVATIVE INSTRUMENTS.—The
bank issues, buys, or sells any derivative in-
strument to whach the bank 1s a party—

“(I) to or from a qualified inves-
tor, except that if the instrument pro-
vides for the delivery of one or more se-
curities (other than a deriwative in-
strument or government security), the
transaction shall be effected with or
through a registered broker or dealer;

“(II) to or from other persons, ex-
cept that if the derivative instrument
provides for the delivery of one or more
securities (other than a derivative in-
strument or government security), or is

a security (other than a government se-

curity), the transaction shall be effected
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with or through a registered broker or
dealer; or
“(LI1) to or from any person if the
mstrument 1s neither a security mnor
provides for the delivery of one or more
securities (other than a derivative in-
strument).”.
SEC. 203. REGISTRATION FOR SALES OF PRIVATE SECURI-
TIES OFFERINGS.

Section 15A of the Securities Kxchange Act of 1934
(15 U.S.C. 780—-3) is amended by inserting after subsection
(1) the following new subsection:

“()) REGISTRATION FOR SALES OF PRIVATE SECURI-
TIES OFFERINGS.—A registered securities association shall
create a limited qualification category for any associated
person of a member who effects sales as part of a primary
offering of securities not involving a public offering, pursu-
ant to section 3(b), 4(2), or 4(6) of the Securities Act of
1933 and the rules and regulations thereunder, and shall
deem qualified in such limited qualification category, with-
out testing, any bank employee who, in the six month period
preceding the date of enactment of this Act, engaged in ef-

fecting such sales.”.
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1 SEC. 204. SALES PRACTICES AND COMPLAINT PROCE-

2 DURES.
3 Section 18 of the Federal Deposit Insurance Act is

4 amended by adding at the end the following new subsection:

5 “(s) SALES PrRACTICES AND COMPLAINT PROCEDURES

6 Wit RESPECT TO BANK SECURITIES ACTIVITIES.—

7 “(1) REQULATIONS REQUIRED.—Kach Federal

8 banking agency shall prescribe and publish in final

9 Jorm, not later than 6 months after the date of enact-
10 ment of the Financial Services Act of 1998, requla-
11 tions which apply to retail transactions, solicitations,
12 advertising, or offers of any security by any insured
13 depository nstitution or any affiliate thereof other
14 than a registered broker or dealer or an individual
15 acting on behalf of such a broker or dealer who is an
16 associated person of such broker or dealer. Such regu-
17 lations shall include—

18 “(A) requirements that sales practices com-
19 ply with just and equitable principles of trade
20 that are substantially similar to the Rules of
21 Fair Practice of the National Association of Se-
22 curities Dealers; and
23 “(B) requirements prohibiting (1) condi-
24 twoning an extension of credit on the purchase or
25 sale of a security; and (i1) any conduct leading
26 a customer to believe that an extension of credit
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18 conditioned upon the purchase or sale of a se-

curity.

“(2) PROCEDURES REQUIRED.—The appropriate
Federal banking agencies shall jointly establish proce-
dures and facilities for receiving and expeditiously
processing complaints against any bank or employee
of a bank arising in connection with the purchase or
sale of a security by a customer, including a com-
plaint alleging a wviolation of the regulations pre-
seribed under paragraph (1), but excluding a com-
plaint involving an ndividual acting on behalf of
such a broker or dealer who 1s an associated person
of such broker or dealer. The use of any such proce-
dures and facilities by such a customer shall be at the
election of the customer. Such procedures shall include
provisions to refer a complaint alleging fraud to the
Securities and Exchange Commission and appro-
priate State securities commissions.

“(3) REQUIRED ACTIONS.—The actions required
by the Federal banking agencies under paragraph (2)
shall include the following:

“(A) establishing a group, unit, or bureau
within each such agency to receive such com-

plaints;
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“(B) developing and establishing procedures

Jor anvestigating, and permitting customers to
mvestigate, such complaints;

“(C) developing and establishing procedures
Jor anforming customers of the rights they may
have i connection with such complaints;

“(D) developing and establishing procedures
that allow customers a period of at least 6 years
to make complaints and that do not require cus-
tomers to pay the costs of the proceeding; and

“(K) developing and establishing procedures
Jor resolving such complaints, including proce-
dures for the recovery of losses to the extent ap-
propriate.

“(4) CONSULTATION AND JOINT REGULATIONS.—

The Federal banking agencies shall consult with each
other and prescribe joint regulations pursuant to
paragraphs (1) and (2), after consultation with the

Securities and Exchange Commassion.

“(5) PROCEDURES IN ADDITION TO OTHER REM-

EDIES.—The procedures and remedies provided under
this subsection shall be in addition to, and not in lieu

of, any other remedies available under law.

“(6) DEFINITION.—As used in this subsection—
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“(A) the term ‘security’ has the same mean-
mg as i section 3(a)(10) of the Securities Ka-
change Act of 1934;

“(B) the term ‘registered broker or dealer’
has the same meaning as in section 3(a)(48) of
the Securities Exchange Act of 1934; and

“(C) the term ‘associated person’ has the
same meaning as in section 3(a)(18) of the Secu-
rities Exchange Act of 1934.”.

SEC. 205. INFORMATION SHARING.
Section 18 of the Federal Deposit Insurance Act 1s
amended by adding at the end the following new subsection:
“(t) RECORDKEEPING REQUIREMENTS.—

“(1) REQUIREMENTS.—FKach appropriate Fed-
eral banking agency, after consultation with and con-
sideration of the views of the Commassion, shall estab-
lish recordkeeping requirements for banks relying on
exceptions contained in paragraphs (4) and (5) of
section 3(a) of the Securities Kxchange Act of 1934.
Such recordkeeping requirements shall be sufficient to
demonstrate compliance with the terms of such excep-
tions and be designed to facilitate compliance with
such exceptions. Each appropriate Federal banking
agency shall make any such information available to

the Commassion upon request.
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“(2) DEFINITIONS.—As used in this subsection
the term ‘Commassion” means the Securities and Ka-
change Commission.”.

SEC. 206. DEFINITION AND TREATMENT OF BANKING PROD-
UCTS.

(a) DEFINITION OF TRADITIONAL BANKING PROD-
vcT—For purposes of paragraphs (4) and (5) of section
3(a) of the Securities Exchange Act of 1934 (15 U.S.C.
78c(a) (4), (5)), the term “traditional banking product”
means—

(1) a deposit account, savings account, certificate
of deposit, or other deposit instrument issued by a
bank;

(2) a banker’s acceptance;

(3) a letter of credit issued or loan made by a
bank;

(4) a debit account at a bank arising from a
credit card or similar arrangement;

(5) a participation in a loan which the bank or
an affiliate of the bank (other than a broker or dealer)
Junds, participates in, or owns that is sold—

(A) to qualified investors; or
(B) to other persons that—
(1) have the opportunity to review and

assess any material information, including
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mformation regarding the borrower’s credit-

worthiness; and
(11) based on such factors as financial
sophastication, met worth, and knowledge
and experience i financial matters, have
the capability to evaluate the information
available, as determined wunder generally

applicable banking standards or guidelines;

(6) any derwative instrument, whether or not

mdiidually negotiated, involving or relating to—

(A) forewgn currencies, except options on

Joreign currencies that trade on a national secu-

rities exchange;

(B) interest rates, except interest rate deriv-

ative instruments that—

HR 10 RS

(1) are based on a security or a group
or index of securities (other than govern-
ment securities or a group or index of gov-
ernment securities);

(11) provide for the delivery of one or
more securities (other than government se-
curities); or

(1) trade on a national securities ex-

change; or
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(C) commodities, other rates, indices, or
other assets, except derivative instruments that—

(1) are securities or that are based on
a group or index of securities (other than
government securities or a group or index of
government securities);

(11) provide for the delivery of one or
more securities (other than government se-
curities); or

(111) trade on a national securities ex-
change; or

(7) any product or instrument that the Board of
Governors of the Federal Reserve System (hereafter in
this subsection referred to as the “Board”), after con-
sultation with the Securities and FExchange Commis-
sion (hereafter in this section referred to as the “Com-
massion”) determines to be a new banking product, by
requlation or order published in the Federal Register.
(b) OBJECTION BY THE SEC.—

(1) FILING OF PETITION FOR REVIEW.—The
Commission may obtain review of any regulation or
order described in subsection (a)(7) wn the United
States Court of Appeals for the District of Columbia
Curcuat by filing in such court, not later than 60 days

after the date of publication of the regulation or
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order, a written petition requesting that the regula-
tion or order be set aside.

(2) TRANSMITTAL OF PETITION AND RECORD.—
A copy of a petition described in paragraph (1) shall
be transmatted as soon as possible by the Clerk of the
Court, to an officer or employee of the Board des-
tgnated for that purpose. Upon receipt of the petition,
the Board shall file in the court the regulation or
order under review and any documents referred to
therein, and any other relevant materials prescribed
by the court.

(3) EXCLUSIVE JURISDICTION.—On the date of
the filing of the petition under paragraph (1), the
court has jurisdiction, which becomes exclusive on the
Sfiling of the materials set forth in paragraph (2), to
affirm and enforce or to set aside the requlation or
order.

(4) STANDARD OF REVIEW.—

(A) IN GENERAL.—The court shall deter-
mine to affirm and enforce or set aside the regu-
lation or order of the Board, based on the deter-
mination of the court as to whether the subject
product or instrument would be more appro-
priately regulated wunder the Federal banking

laws or the Federal securities laws, giving equal
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deference to the views of the Board and the Com-

MISSION.

(B) CONSIDERATIONS.—In making a deter-
mination under subparagraph (A), the court
shall consider—

(1) the nature of the subject product or
mstrument;

(11) the history, purpose, extent, and
appropriateness of the regulation of the
product or instrument under the Federal
banking laws; and

(111) the history, purpose, extent, and
appropriateness of the regulation of the
product or instrument under the Federal se-
curities laws.

(5) JupIiciAL StAY.—~—The filing of a petition
pursuant to paragraph (1) shall operate as a judicial
stay of—

(4) any Commission requirement that «a
bank register as a broker or dealer under section
15 of the Securities FExchange Act of 1934, be-
cause the bank engages in any transaction in, or
buys or sells, the product or instrument that is

the subject of the petition; and
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(B) any Commission action against a bank

Jor a failure to comply with a requirement de-
seribed in subparagraph (A).

(¢c) CLASSIFICATION LimiTtED.—Classification of a
particular product as a traditional banking product pursu-
ant to this section shall not be construed as finding or vm-
plying that such product is or is not a security for any
purpose under the securities laws, or is or is not an account,
agreement, contract, or transaction for any purpose under
the Commodity Exchange Act.

(d) No LimrrATioN ON OTHER AUTHORITY TO CHAL-
LENGE.—Nothing in this section shall affect the right or
authority that the Securities and Exchange Commission,
any appropriate Federal banking agency, or any interested
party has under any other provision of law to object to or
seek qudicial review as to whether a product or instrument
1s or is not appropriately classified as a “traditional bank-
wmg product” under paragraphs (1) through (7) of sub-
section (a).

() DEFINITIONS.—For purposes of this section—

(1) the term “bank” has the same meaning as in
section  3(a)(6) of the Securities Exchange Act of

1934;

)
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(2) the term “‘qualified investor” has the same
meaning as in section 3(a)(55) of the Securities K-
change Act of 1934;

(3) the term “government securities” has the
same meaning as in section 3(a)(42) of the Securities
Exchange Act of 1934, and, for purposes of this sub-
section, commercial paper, bankers acceptances, and
commercial bills shall be treated in the same manner
as government securities;

(4) the term “Federal banking agency” has the
same meaning as in section 3(z) of the Federal De-
posit Insurance Act; and

(5) the term “new banking product” means a
product or instrument that—

(A) was not subject to regulation by the Se-
curities and Exchange Commassion as a security
under the Securities Exchange Act of 1934, be-
Jore the date of enactment of this Act; and

(B) is not a traditional banking product, as
defined n subparagraphs (A) through (F) of

paragraph (1).
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SEC. 207. DERIVATIVE INSTRUMENT AND QUALIFIED INVES-

TOR DEFINED.
Section 3(a) of the Securities Exchange Act of 1934
(15 U.S.C. 78c(a)) s amended by adding at the end the

1

2

3

4

S following new paragraphs:
6 “(54) DERIVATIVE INSTRUMENT.—

7 “(A) DEFINITION.—The term ‘derivative in-
8 strument’ means any individually negotiated
9

contract, agreement, warrant, mnote, or option

10 that 1s based, in whole or m part, on the value
11 of, any interest in, or any quantitative measure
12 or the occurrence of any event relating to, one or
13 more commodities, securities, currencies, interest
14 or other rates, indices, or other assets, but does
15 not include a traditional banking product, as de-
16 Sfined in section 206(a) of the Financial Services
17 Act of 1998.

18 “(B) CLASSIFICATION LIMITED.— Classi-
19 fication of a particular contract as a derivative
20 mstrument pursuant to this paragraph shall not
21 be construed as finding or implying that such
22 mstrument 1s or is not a security for any pur-
23 pose under the securities laws, or is or is not an
24 account, agreement, contract, or transaction for
25 any purpose under the Commodity Exchange
26 Act.
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“(55) QUALIFIED INVESTOR.—

“(A) DEFINITION.—For purposes of this

title and section 206(a)(1)(K) of the Financial

Services Act of 1998, the term ‘qualified investor’

means—

HR 10 RS

“(0) any nvestment company reg-
istered with the Commission under section 8
of the Investment Company Act of 1940;

“(1n) any issuer eligible for an exclu-
ston from the definition of investment com-
pany pursuant to section 3(c)(7) of the In-
vestment Company Act of 1940;

“(1n1) any bank (as defined in para-
graph (6) of this subsection), savings and
loan association (as defined in section 3(b)
of the Federal Deposit Insurance Act),
broker, dealer, insurance company (as de-
Sfined in section 2(a)(13) of the Securities
Act of 1933), or business development com-
pany (as defined in section 2(a)(48) of the
Investment Company Act of 1940);

“tiv) any small business investment
company licensed by the United States

Small Business Admainistration under sec-
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tion 301(c) or (d) of the Small Business In-

vestment Act of 1958;

“(v) any State sponsored employee
benefit plan, or any other employee benefit
plan, within the meaning of the Employee
Retirement Income Security Act of 1974,
other than an ndwidual retirement ac-
count, if the investment decisions are made
by a plan fiduciary, as defined in section
3(21) of that Act, which 1is either a bank,
savings and loan association, insurance
company, or registered investment adviser;

“(vi) any trust whose purchases of se-
curities are directed by a person described
wm clauses (1) through (v) of this subpara-
graph;

“(vir) any market intermediary ex-
empt under section 3(c)(2) of the Investment
Company Act of 1940;

“(vitt) any associated person of «a
broker or dealer other than a natural per-
SON;

“Oix) any foreign bank (as defined in
section 1(b)(7) of the International Banking
Act of 1978);
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“(x) the government of any foreign
country;

“(x1) any corporation, company, or
partnership that owns and invests on a dis-
cretionary basis, not less than $10,000,000
m investments;

“(xir) any natural person who owns
and invests on a discretionary basis, not
less than $10,000,000 in investments;

“(xir) any government or political
subdwvision, agency, or instrumentality of a
government who owns and invests on a dis-
cretionary basis not less than $50,000,000
i vestments; or

“(rwv) any multinational or supra-
national entity or any agency or instru-
mentality thereof.

“(B) ADDITIONAL AUTHORITY.—The Com-

masston may, by rule or order, define a ‘qualified

wvestor’ as any other person, taking into consid-

eration such factors as the financial sophistica-

tion of the person, net worth, and knowledge and

experience i financial matters.”.
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SEC. 208. GOVERNMENT SECURITIES DEFINED.

Section 3(a)(42) of the Securities Exchange Act of
1934 (15 U.S.C. 78c(a)(42)) is amended—

(1) by striking “or” at the end of subparagraph

(C);

(2) by striking the period at the end of subpara-
graph (D) and inserting “; or”’; and

(3) by adding at the end the following new sub-
paragraph:

“(E) for purposes of section 15C as applied
to a bank, a qualified Canadian government ob-
ligation as defined in section 5136 of the Revised
Statutes.”.

SEC. 209. EFFECTIVE DATE.

This subtitle shall take effect at the end of the 270-
day period beginning on the date of the enactment of this
Act.

SEC. 210. RULE OF CONSTRUCTION.

Nothing in this Act shall supersede, affect, or otherwise
limat the scope and applicability of the Commodity Eax-
change Act (7 U.S.C. 1 et seq.).
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Subtitle B—Bank Investment
Company Activities

SEC. 211. CUSTODY OF INVESTMENT COMPANY ASSETS BY

AFFILIATED BANK.

(a) MANAGEMENT COMPANIES.—Section 17(f) of the

Investment Company Act of 1940 (15 U.S.C. 80a—17(f)) is

amended—

(1) by redesignating paragraphs (1), (2), and (3)
as subparagraphs (A), (B), and (C), respectively;

(2) by striking “(f) Every registered” and insert-
g the following:

“(f) CusTopy or SECURITIES.—

“(1) Every registered’;

(3) by redesignating the second, third, fourth,
and fifth sentences of such subsection as paragraphs
(2) through (5), respectively, and indenting the left
margin of such paragraphs appropriately; and

(4) by adding at the end the following new para-
graph:

“(6) SERVICES AS TRUSTEE OR CUSTODIAN.—
The Commaission may adopt rules and regulations,
and issue orders, consistent with the protection of in-
vestors, prescribing the conditions under which a
bank, or an affiliated person of a bank, either of

which s an affiliated person, promoter, organizer, or
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sponsor of, or principal underwriter for, a registered

management company may serve as custodian of that

registered management companyy.”.

(b) UNIT INVESTMENT TRUSTS.—Section 26 of the In-
vestment Company Act of 1940 (15 U.S.C. 80a-26) is
amended—

(1) by redesignating subsections (b) through (e)
as subsections (c) through (f), respectively; and

(2) by wserting after subsection (a) the following
new subsection:

“b) The Commission may adopt rules and regula-
tions, and issue orders, consistent with the protection of in-
vestors, prescribing the conditions under which a bank, or
an affiliated person of a bank, evther of which 1s an affili-
ated person of a principal underwriter for, or depositor of,
a registered unit mvestment trust, may serve as trustee or
custodian under subsection (a)(1).”.

(¢c) FIDUCIARY Dury OF CUSTODIAN.—Section 36(a)
of the Investment Company Act of 1940 (15 U.S.C. 80a—
35(a)) is amended—

(1) in paragraph (1), by striking “or” at the
end;
(2) in paragraph (2), by striking the period at

the end and inserting “; or”; and
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1 (3) by inserting after paragraph (2) the follow-
2 my:

3 “(3) as custodian.”.

4 SEC. 212. LENDING TO AN AFFILIATED INVESTMENT COM-
5 PANY.

6 Section 17(a) of the Investment Company Act of 1940
7 (15 U.S.C. 80a—17(a)) is amended—

8 (1) by striking “or” at the end of paragraph (2);
9 (2) by striking the period at the end of para-
10 graph (3) and inserting ; or”; and
11 (3) by adding at the end the following new para-
12 graph:
13 “(4) to loan money or other property to such reg-
14 istered company, or to any company controlled by
15 such registered company, in contravention of such
16 rules, requlations, or orders as the Commassion may
17 preseribe or issue consistent with the protection of in-
18 vestors.”.

19 SEC. 213. INDEPENDENT DIRECTORS.

20 (a) IN GENERAL.—RSection 2(a)(19)(A) of the Invest-
21 ment Company Act of 1940 (15 U.S.C. 80a—2(a)(19)(A))
22 is amended—

23 (1) by striking clause (v) and inserting the fol-

24 lowing new clause:

HR 10 RS



© 00O N O 0o B~ W N PP

N N N DN P B R R R R R R R e
W N P O © 0 N O 00 h W N B O

24

496
“(v) any person or any affiliated per-
son of a person (other than a registered in-
vestment company) that, at any time dur-
mg the 6-month period preceding the date
of the determination of whether that person
or affiliated person is an interested person,
has executed any portfolio transactions for,
engaged in any principal transactions with,
or distributed shares for—
“(I) the investment companiy;
“(I) any other investment com-
pany having the same investment ad-
viser as such investment company or
holding tself out to investors as a re-
lated company for purposes of invest-
ment or mvestor services; or
“(II1) any account over which the
vestment company’s investment ad-
viser has brokerage placement discre-

tion,”’;

(2) by redesignating clause (vi) as clause (vii);

and

(3) by inserting after clause (v) the following

new clause:
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“(vi) any person or any affiliated per-
son of a person (other than a registered in-
vestment company) that, at any time dur-
mg the 6-month period preceding the date
of the determination of whether that person
or affiliated person is an interested person,
has loaned money or other property to—
“(I) the investment company;
“(II) any other investment com-
pany having the same investment ad-
viser as such investment company or
holding itself out to investors as a re-
lated company for purposes of invest-
ment or mvestor services; or
“(II1) any account for which the
mvestment company’s investment ad-
viser has borrowing authority,”.

(b) CONFORMING AMENDMENT.—Section 2(a)(19)(B)
of the Investment Company Act of 1940 (15 U.S.C. 80a~—
2(a)(19)(B)) is amended—

(1) by striking clause (v) and inserting the fol-
lowing new clause:

“(v) any person or any affiliated per-

son of a person (other than a registered in-

vestment company) that, at any time dur-
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mg the 6-month period preceding the date
of the determination of whether that person
or affiliated person is an interested person,
has executed any portfolio transactions for,
engaged in any principal transactions with,
or distributed shares for—

“(I) any wmvestment company for
which the imvestment aduviser or prin-
cipal underwriter serves as such;

“(II) any investment company
holding itself out to investors, for pur-
poses of investment or investor services,
as a company related to any invest-
ment company for which the invest-
ment aduviser or principal underwriter
serves as such; or

“(II1) any account over which the
mvestment adviser has brokerage place-
ment discretion,”;

(2) by redesignating clause (vi) as clause (viv);
and
(3) by inserting after clause (v) the following
new clause:
“(vi) any person or any affiliated per-

son of a person (other than a registered in-
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vestment company) that, at any time dur-
g the 6-month period preceding the date
of the determination of whether that person
or affiliated person is an interested person,
has loaned money or other property to—

“(I) any imvestment company for
which the wvestment aduviser or prin-
cipal underwriter serves as such;

“(II) any nvestment company
holding itself out to investors, for pur-
poses of ivestment or investor services,
as a company related to any invest-
ment company for which the invest-
ment adviser or principal underwriter
serves as such; or

“(I11) any account for which the
mvestment aduviser has borrowing au-
thority,”.

(¢) AFFILIATION OF DIRECTORS.—Section 10(c) of the
Investment Company Act of 1940 (15 U.S.C. 80a—10(¢c)) is
amended by striking “bank, except” and inserting “bank
(together with its affiliates and subsidiaries) or any one
bank holding company (together with its affiliates and sub-
sidiaries) (as such terms are defined in section 2 of the

Bank Holding Company Act of 1956), except”.
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1 (d) EFFECTIVE DATE.—The amendments made by this
2 section shall take effect at the end of the 1-year period begin-
3 naing on the date of enactment of this subtitle.
4 SEC. 214. ADDITIONAL SEC DISCLOSURE AUTHORITY.
5 Section 35(a) of the Investment Company Act of 1940
6 (15 U.S.C. 80a—34(a)) is amended to read as follows:
7 “(a) MISREPRESENTATION OF GUARANTEES.—
8 “(1) IN GENERAL.—It shall be unlawful for any
9 person, issuing or selling any security of which a reg-
10 istered imvestment company s the issuer, to represent
11 or vmply i any manner whatsoever that such secu-
12 rity or company—
13 “(A) has been guaranteed, sponsored, rec-
14 ommended, or approved by the United States, or
15 any agency, instrumentality or officer of the
16 United States;
17 “(B) has been insured by the Federal De-
18 posit Insurance Corporation; or
19 “(C) 1s guaranteed by or is otherwise an ob-
20 Ligation of any bank or insured depository insti-
21 tution.
22 “(2) DISCLOSURES.—Any person issuing or sell-
23 g the securities of a registered investment company
24 that s aduvised by, or sold through, a bank shall
25 prominently disclose that an investment in the com-
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1 pany is not insured by the Federal Deposit Insurance
2 Corporation or any other government agency. The
3 Commission may adopt rules and regulations, and
4 wssue orders, consistent with the protection of inves-
5 tors, prescribing the manner in which the disclosure
6 under this paragraph shall be provided.

7 “(3) DEFINITIONS.—The terms ‘“insured deposi-
8 tory anstitution’ and ‘appropriate Federal banking
9 agency’ have the same meanings as in section 3 of the
10 Federal Deposit Insurance Act.”.

11 SEC. 215. DEFINITION OF BROKER UNDER THE INVEST-
12 MENT COMPANY ACT OF 1940.

13 Section 2(a)(6) of the Investment Company Act of

14 1940 (15 U.S.C. 80a—2(a)(6)) is amended to read as follows:

15 “(6) The term ‘broker’ has the same meaning as
16 m section 3 of the Securities Exchange Act of 1934,
17 except that such term does not include any person
18 solely by reason of the fact that such person is an un-
19 derwriter for one or more investment companies.”.

20 SEC. 216. DEFINITION OF DEALER UNDER THE INVESTMENT
21 COMPANY ACT OF 1940.

22 Section 2(a)(11) of the Investment Company Act of
23 1940 (15 U.S.C. 80a—2(a)(11)) 1s amended to read as fol-
24 lows:
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“(11) The term ‘dealer’ has the same meaning as
wm section 3 of the Securities Exchange Act of 1934,
but does not include an insurance company or invest-
ment companyy.”.
SEC. 217. REMOVAL OF THE EXCLUSION FROM THE DEFINI-
TION OF INVESTMENT ADVISER FOR BANKS
THAT ADVISE INVESTMENT COMPANIES.

(a) INVESTMENT ADVISER.—Section 202(a)(11) of the
Investment Advisers Act of 1940 (15 U.S.C. 80b—2(a)(11))
1s amended in subparagraph (A), by striking “investment
company’ and inserting “investment company, except that
the term ‘investment adviser’ includes any bank or bank
holding company to the extent that such bank or bank hold-
mg company serves or acts as an investment adviser to a
registered investment company, but if, in the case of a bank,
such services or actions are performed through a separately
wdentifiable department or division, the department or divi-
siton, and not the bank itself, shall be deemed to be the in-
vestment adviser”.

(b) SEPARATELY IDENTIFIABLE DEPARTMENT OR DI-
VISION.—Section 202(a) of the Investment Advisers Act of
1940 (15 U.S.C. 80b-2(a)) is amended by adding at the
end the following:

“(26) The term ‘separately identifiable depart-

ment or division” of a bank means a unit—
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“(A) that s under the direct supervision of
an officer or officers designated by the board of
durectors of the bank as responsible for the day-
to-day conduct of the bank’s investment adviser
activities for one or more investment companies,
mcluding the supervision of all bank employees
engaged in the performance of such activities;
and

“(B) for which all of the records relating to
its wnvestment adviser activities are separately
matntained in or extractable from such unit’s
own facilities or the facilities of the bank, and
such records are so mawntained or otherwise ac-
cessible as to permit independent examination
and enforcement by the Commassion of this Act
or the Investment Company Act of 1940 and
rules and regulations promulgated wunder this

Act or the Investment Company Act of 1940.”.

SEC. 218. DEFINITION OF BROKER UNDER THE INVEST-

MENT ADVISERS ACT OF 1940.

Section 202(a)(3) of the Investment Aduvisers Act of
1940 (15 U.S.C. 80b-2(a)(3)) 1is amended to read as follows:

“(3) The term ‘broker’ has the same meaning as

wm section 3 of the Securities Exchange Act of 1934.”.
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SEC. 219. DEFINITION OF DEALER UNDER THE INVESTMENT

ADVISERS ACT OF 1940.
Section 202(a)(7) of the Investment Advisers Act of
1940 (15 U.S.C. 80b-2(a)(7)) is amended to read as follows:
“(7) The term ‘dealer’ has the same meaning as
m section 3 of the Securities Exchange Act of 1934,
but does not include an insurance company or invest-
ment company.”.
SEC. 220. INTERAGENCY CONSULTATION.

The Investment Advisers Act of 1940 (15 U.S.C. 80b—
1 et seq.) is amended by inserting after section 210 the fol-
lowing new section:
“SEC. 210A. CONSULTATION.

“la) EXAMINATION RESULTS AND OTHER INFORMA-
TION.—

“(1) The appropriate Federal banking agency
shall provide the Commission upon request the results
of any examination, reports, records, or other infor-
mation to which such agency may have access with
respect to the investment aduvisory activities—

“(A) of any—

“(1) bank holding company;

“(1n) bank; or

“(111) separately identifiable depart-
ment or diuvision of a bank, that s reg-
istered under section 203 of this title; and
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“(B) in the case of a bank holding company
or bank that has a subsidiary or a separately
wdentifiable department or division registered
under that section, of such bank or bank holding

COMpPany.

“(2) The Commission shall provide to the appro-
priate Federal banking agency upon request the re-
sults of any examination, reports, records, or other
mformation with respect to the investment advisory
activities of any bank holding company, bank, or sep-
arately identifiable department or division of a bank,
any of which s registered under section 203 of this
tatle.

“(b) EFFECT ON OTHER AUTHORITY.—Nothing in this
section shall limat in any respect the authority of the appro-
priate Federal banking agency with respect to such bank
holding company, bank, or department or division under
any provision of law.

“(c) DEFINITION—For purposes of this section, the
term ‘appropriate Federal banking agency’ has the same
meaning as in section 3 of the Federal Deposit Insurance
Act.”.

SEC. 221. TREATMENT OF BANK COMMON TRUST FUNDS.
(a) SECURITIES ACT OF 1933.—~Section 3(a)(2) of the

Securities Act of 1933 (15 U.S.C. 77c¢c(a)(2)) is amended
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by striking “or any interest or participation in any com-
mon trust fund or svmilar fund maintained by a bank ex-
clusively for the collective investment and reinvestment of
assets contributed thereto by such bank in ils capacity as
trustee, executor, administrator, or guardian™ and insert-
g “or any interest or participation in any common trust
Jund or stmilar fund that s excluded from the definition
of the term “investment company’ under section 3(c)(3) of
the Investment Company Act of 19407

(b) SECURITIES EXCHANGE AcT OF 1934.—Section
3(a)(12)(A)(11r) of the Securities Kxchange Act of 1934 (15
U.S.C. 78c(a)(12)(A)(1i1)) s amended to read as follows:

“(11) any nterest or participation in any
common trust fund or similar fund that is ex-
cluded from the definition of the term ‘invest-
ment company’ under section 3(c)(3) of the In-
vestment Company Act of 1940;”.

(¢c) INVESTMENT COMPANY AcT OF 1940.—Section
3(c)(3) of the Investment Company Act of 1940 (15 U.S.C.
80a—3(¢c)(3)) 1s amended by inserting before the period the
Jollowing: “, if—

“(A) such fund s employed by the bank
solely as an aid to the administration of trusts,
estates, or other accounts created and main-

tained for a fiduciary purpose;
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“(B) except in connection with the ordinary
advertising of the bank’s fiduciary services, in-
terests in such fund are not—
“(1) advertised; or
“(11) offered for sale to the general pub-
lic; and
“(C) fees and expenses charged by such fund
are not wn contravention of fiduciary principles
established under applicable Federal or State
law™.
SEC. 222. INVESTMENT ADVISERS PROHIBITED FROM HAV-
ING CONTROLLING INTEREST IN REG-
ISTERED INVESTMENT COMPANY.

Section 15 of the Investment Company Act of 1940 (15
U.S.C. 80a—15) is amended by adding at the end the follow-
1ng new subsection:

“lg) CONTROLLING INTEREST IN INVESTMENT COM-
PANY PROHIBITED.—

“(1) IN GENERAL.—If an investment adviser to

a registered investment company, or an affiliated per-

son of that investment adviser, holds a controlling in-

terest in that registered investment company n a

trustee or fiduciary capacity, such person shall—

“(A) if it holds the shares in a trustee or fi-

duciary capacity with respect to any employee
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benefit plan subject to the Employee Retirement

Income Security Act of 1974, transfer the power
to vote the shares of the investment company
through to another person acting mn a fiduciary
capacity with respect to the plan who is not an
affiliated person of that investment adviser or
any affiliated person thereof; or

“(B) if 1t holds the shares in a trustee or fi-
duciary capacity with respect to any person or
entity other than an employee benefit plan sub-
ject to the Employee Retirement Income Security
Act of 1974—

“(1) transfer the power to wvote the
shares of the wnvestment company through
to—

“(I) the beneficial owners of the
shares;

“(II) another person acting in a
fiduciary capacity who s not an affili-
ated person of that investment aduviser
or any affiliated person thereof: or

“(II1) any person authorized to
receive  statements and information

with respect to the trust who is not an
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affiliated person of that investment ad-

viser or any affiliated person thereof:

“(11) vote the shares of the investment
company held by it in the same proportion
as shares held by all other shareholders of
the investment companyy; or

“(111) vote the shares of the investment
company as otherwise permitted under such
rules, requlations, or orders as the Commas-
ston may prescribe or issue consistent with
the protection of investors.

“(2) EXEMPTION.—Paragraph (1) shall not
apply to any imvestment aduviser to a registered in-
vestment company, or any affiliated person of that
mvestment adviser, that holds shares of the invest-
ment company in a trustee or fiduciary capacity if
that registered investment company consists solely of
assets held in such capacities.

“(3) SAFE HARBOR.—No investment adviser to a
registered investment company or any affiliated per-
son of such imvestment aduviser shall be deemed to have
acted unlawfully or to have breached a fiduciary duty
under State or Federal law solely by reason of acting
m accordance with clause (i), (i1), or (1) of para-

graph (1)(B).”.
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SEC. 223. CONFORMING CHANGE IN DEFINITION.

Section 2(a)(5) of the Investment Company Act of
1940 (15 U.S.C. 80a—2(a)(5)) is amended by striking “(A)
a banking nstitution organized under the laws of the
Unated States” and inserting “(A) a depository institution
(as defined in section 3 of the Federal Deposit Insurance
Act) or a branch or agency of a foreign bank (as such terms
are defined in section 1(b) of the International Banking Act
of 1978)”.

SEC. 224. CONFORMING AMENDMENT.

Section 202 of the Investment Advisers Act of 1940 (15
U.S.C. 80b=2) is amended by adding at the end the follow-
g new subsection:

“(¢) CONSIDERATION OF PROMOTION OF EFFICIENCY,
COMPETITION, AND CAPITAL FORMATION.—Whenever pur-
suant to this title the Commission is engaged in rulemaking
and 1s required to consider or determine whether an action
1S mecessary or appropriate in the public interest, the Com-
masston shall also consider, in addition to the protection
of investors, whether the action will promote efficiency, com-
petition, and capital formation.”.

SEC. 225. EFFECTIVE DATE.

This subtitle shall take effect 90 days after the date

of the enactment of this Act.
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Subtitle C—Securities and Ex-
change Commission Supervision
of Investment Bank Holding
Companies

1

2

3

4

5 SEC. 231. SUPERVISION OF INVESTMENT BANK HOLDING
6 COMPANIES BY THE SECURITIES AND EX-
7 CHANGE COMMISSION.

8 (a) AMENDMENT.—RSection 17 of the Securities K-
9

change Act of 1934 (15 U.S.C. 78q) s amended—

10 (1) by redesignating subsection (i) as subsection
11 (1); and

12 (2) by inserting after subsection (h) the following
13 new subsections:

14 “(1) INVESTMENT BANK HOLDING COMPANIES.—

15 “(1) ELECTIVE SUPERVISION OF AN INVESTMENT
16 BANK HOLDING COMPANY NOT HAVING A BANK OR
17 SAVINGS ASSOCIATION AFFILIATE.—

18 “(A) IN GENERAL—An investment bank
19 holding company that is not—

20 “(i) an affiliate of a wholesale finan-
21 cial institution, an insured bank (other
22 than an institution described in subpara-
23 graph (D), (F), or (G) of section 2(c)(2), or
24 held under section 4(f), of the Bank Holding
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Jompany Act of 1956), or a savings asso-
ciation;

“(1n) a foreign bank, foreign company,
or company that is described in section 8(a)
of the International Banking Act of 1978;
or

“(111) a foreign bank that controls, di-
rectly or indirectly, a corporation chartered
under section 25A of the Federal Reserve
Act,
may elect to become supervised by filing with the
Commission a notice of intention to become su-
pervised, pursuant to subparagraph (B) of this
paragraph. Any investment bank holding com-
pany filing such a notice shall be supervised in
accordance with this section and comply with the
rules promulgated by the Commission applicable
to supervised investment bank holding compa-
nies.

“(B) NOTIFICATION OF STATUS AS A SUPER-
VISED INVESTMENT BANK HOLDING COMPANY.—
An investment bank holding company that elects
under subparagraph (A) to become supervised by
the Commassion shall file with the Commaission a

written notice of intention to become supervised
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by the Commassion in such form and containing
such information and documents concerning such
mvestment bank holding company as the Com-
mission, by rule, may prescribe as necessary or
appropriate in furtherance of the purposes of
this section. Unless the Commassion finds that
such supervision 18 not necessary or appropriate
wm furtherance of the purposes of this section,
such supervision shall become effective 45 days
after the date of receipt of such written notice
by the Commassion, or within such shorter time
period as the Commassion, by rule or order, may
determane.

“(2) ELECTION NOT TO BE SUPERVISED BY THE

COMMISSION AS AN INVESTMENT BANK HOLDING COM-

PANY.—

“(A) VOLUNTARY WITHDRAWAL.—A super-
vised investment bank holding company that is
supervised pursuant to paragraph (1) may, upon
such terms and conditions as the Commission
deems mecessary or appropriate, elect not to be
supervised by the Commassion by filing a written
notice of withdrawal from Commission super-
vision. Such mnotice shall not become effective

until one year after receipt by the Commaission,

HR 10 RS



© 00O N O 0o B~ W N PP

N N DN DN DD DN P PP PP PR
o A WO N P O ©W 00 N O O b W N B O

014

or such shorter or longer period as the Commis-
sion deems necessary or appropriate to ensure ef-
fective supervision of the material risks to the su-
pervised investment bank holding company and
to the affiliated broker or dealer, or to prevent
evasion of the purposes of this section.

“(B) DISCONTINUATION OF COMMISSION SU-
PERVISION.—If the Commission finds that any
supervised investment bank holding company
that s supervised pursuant to paragraph (1) is
no longer in existence or has ceased to be an in-
vestment bank holding company, or if the Com-
massion finds that continued supervision of such
a supervised vnvestment bank holding company
18 not consistent with the purposes of this sec-
tion, the Commaission may discontinue the super-
vision pursuant to a rule or order, if any, pro-
mulgated by the Commaission under this section.
“(3) SUPERVISION OF INVESTMENT BANK HOLD-

ING COMPANIES.—
“(A) RECORDKEEPING AND REPORTING.—
“(1) IN GENERAL—Every supervised
mvestment bank holding company and each
affiliate thereof shall make and keep for pre-

scribed periods such records, furnish copies
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thereof, and make such reports, as the Com-
misston may require by rule, in order to
keep the Commassion informed as to—

“(I) the company’s or affiliate’s
activities, financial condition, policies,
systems for monitoring and controlling
financial and operational risks, and
transactions and relationships between
any broker or dealer affiliate of the su-
pervised imvestment bank holding com-
pany; and

“(II) the extent to which the com-
pany or affiliate has complied with the
provisions of this Act and regulations
prescribed and orders issued under this
Act.

“(it) FORM AND CONTENTS.—Such
records and reports shall be prepared in
such form and according to such specifica-
tions (including certification by an inde-
pendent public accountant), as the Commas-
ston may require and shall be provided
promptly at any tvme upon request by the
Commission. Such records and reports may

mclude—
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“(I) a balance sheet and income
statement;

“(II) an assessment of the consoli-
dated capital of the supervised invest-
ment bank holding company;

“(III) an ndependent auditor’s
report attesting to the supervised in-
vestment bank holding company’s com-
pliance with its internal risk manage-
ment and internal control objectives;
and

“(IV) wreports concerning the ex-
tent to which the company or affiliate
has complied with the provisions of
this title and any regulations pre-
scribed and orders issued under this
tatle.

“(B) USE OF EXISTING REPORTS.—

“(1) IN GENERAL—The Commission
shall, to the fullest extent possible, accept re-
ports in  fulfillment of the requirements
under this paragraph that the supervised
vvestment bank holding company or its af-

filiates have been required to provide to an-
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other appropriate requlatory agency or self-
requlatory organization.

“(11) AVAILABILITY.—A supervised in-
vestment bank holding company or an affil-
wte of such company shall provide to the
Commassion, at the request of the Commis-
sion, any report referred to in clause (1).
“(C) EXAMINATION AUTHORITY.—

“(1) FOCUS OF EXAMINATION AUTHOR-
11v.—The Commission may make examina-
tions of any supervised investment bank
holding company and any affiliate of such
company n order to—

“(I) inform the Commission re-
garding—

“laa) the nature of the oper-
ations and financial condition of
the supervised investment bank
holding company and ts affili-
ates;

“(bb) the financial and oper-
atwonal risks within the super-
vised investment bank  holding
company that wmay affect any

broker or dealer controlled by such
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supervised investment bank hold-
g company; and
“(cc) the systems of the su-

pervised investment bank holding

company and its affiliates  for

monitoring and controlling those

risks; and

“(II) monitor compliance with the
provisions of this subsection, provisions
governing transactions and relation-
ships between any broker or dealer af-
Sfiliated with the supervised investment
bank holding company and any of the
company’s other affiliates, and appli-
cable provisions of subchapter II of
chapter 53, title 31, Unated States
Code  (commonly referred to as the
‘Bank Secrecy Act’) and regulations
thereunder.

“(11) RESTRICTED FOCUS OF EXAMINA-

TIONS.—The  Commission shall limit the
Jocus and scope of any examination of a su-

pervised investment bank holding company

“(1) the company; and
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“(II) any affiliate of the company
that, because of its size, condition, or
activities, the nature or size of the
transactions between such affiliate and
any affiliated broker or dealer, or the
centralization of functions within the
holding company system, could, in the

discretion of the Commission, have a

materially adverse effect on the oper-

ational or financial condition of the
broker or dealer.

“(i11) DEFERENCE TO OTHER EXAMI-
NATIONS.—For purposes of this subpara-
graph, the Commassion shall, to the fullest
extent possible, use the reports of examina-
twon of an institution described in subpara-
graph (D), (F), or (G) of section 2(c)(2), or
held under section 4(f), of the Bank Holding
Company Act of 1956 made by the appro-
priate requlatory agency, or of a licensed
msurance company wmade by the appro-
priate State insurance regulator.

“(4) HOLDING COMPANY CAPITAL.—
“(A) AvrHorrry—lIf the Commission finds

that it 1s necessary to adequately supervise in-
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vestment bank holding companies and their

broker or dealer affiliates consistent with the

purposes of this subsection, the Commission may

adopt capital adequacy rules for supervised in-

vestment bank holding companies.

“(B) METHOD OF CALCULATION.—In devel-

oping rules under this paragraph:

HR 10 RS

“(1) DOUBLE LEVERAGE—The Com-
mission shall consider the use by the super-
vised investment bank holding company of
debt and other liabilities to fund capital in-
vestments in affiliates.

“tir)  NO  UNWEIGHTED  CAPITAL
RATIO.—The Commassion shall not 1mpose
under this section a capital ratio that 1s not
based on appropriate risk-weighting consid-
erations.

“(111) NO CAPITAL REQUIREMENT ON
REGULATED  ENTITIES.—The  Commission
shall not, by rule, regulation, guideline,
order or otherwise, impose any capital ade-
quacy provision on a nonbanking affiliate
(other than a broker or dealer) that is in

compliance with applicable capital require-
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ments of another Federal requlatory author-

ity or State insurance authority.

“(w) APPROPRIATE EXCLUSIONS.—The
Commassion shall take full account of the
applicable capital requirements of another
Federal requlatory authority or State insur-
ance requlator.

“(C) INTERNAL RISK MANAGEMENT MOD-
ELS.—The Commission may incorporate inter-
nal risk management models into its capital ade-
quacy rules for supervised investment bank hold-
mg companies.

“(5) FUNCTIONAL REGULATION OF BANKING AND

INSURANCE ACTIVITIES OF SUPERVISED INVESTMENT
BANK HOLDING COMPANIES.—The Commassion shall

defer to—

“(A) the appropriate regulatory agency
with regard to all interpretations of, and the en-
Jorcement of, applicable banking laws relating to
the activities, conduct, ownership, and oper-
ations of banks, and institutions described in
subparagraph (D), (F), and (G) of section
2(c)(2), or held under section 4(f), of the Bank
Holding Company Act of 1956; and
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“(B) the appropriate State insurance regu-
lators with regard to all interpretations of, and
the enforcement of, applicable State insurance
laws relating to the activities, conduct, and oper-
ations of insurance companies and insurance
agents.

“(6) DEFINITIONS.—For purposes of this sub-
section and subsection (j)—

“(A) the term ‘“investment bank holding
company’ means—

“(1) any person other than a natural
person that owns or controls one or more
brokers or dealers; and

“(11) the associated persons of the in-
vestment bank holding company;

“(B) the term ‘supervised investment bank
holding company’ means any investment bank
holding company that is supervised by the Com-
misston pursuant to this subsection;

“(C) the terms ‘affiliate’, ‘bank’, ‘bank hold-
mg company’, ‘company’, ‘control’, and ‘savings
association’ have the same meanings as in sec-
tion 2 of the Bank Holding Company Act of

1956;

)
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“(D) the term ‘“insured bank’ has the same
meaning as n section 3 of the Federal Deposit
Insurance Act;

“(K) the term ‘foreign bank’ has the same
meaning as in section 1(D)(7) of the Inter-
national Banking Act of 1978; and

“(F) the terms ‘person associated with an
mwvestment bank holding company’ and ‘associ-
ated person of an investment bank holding com-
pany’ mean any person directly or indirectly
controlling, controlled by, or under common con-

trol with, an investment bank holding company.

“()) COMMISSION BACKUP AUTHORITY.—

“(1) AvurHORITY.—The Commission may make

mspections of any wholesale financial holding com-

pany that—

“(A) controls a wholesale financial institu-
tion;

“(B) is not a foreign bank; and

“(C) does not control an insured bank
(other than an institution permitted under sub-
paragraph (D), (F), or (G) of section 2(c)(2), or
held under section 4(f), of the Bank Holding

Company Act of 1956) or a savings association,
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and any affiliate of such company, for the purpose of
monitoring and enforcing compliance by the wholesale
Jinancial holding company with the Federal securities
laws.

“(2) LiMrtATION.—The Commission shall limat
the focus and scope of any inspection under para-
graph (1) to those transactions, policies, procedures,
or records that are reasonably mecessary to monitor
and enforce compliance by the wholesale financial
holding company or any affiliate with the Federal se-
curities laws.

“(3) DEFERENCE TO EXAMINATIONS.—To the
fullest extent possible, the Commaission shall use, for
the purposes of this subsection, the reports of exama-
nations—

“(A) made by the Board of Governors of the
Federal Reserve System of any wholesale finan-
cial holding company that is supervised by the
Board;

“(B) made by or on behalf of any State reg-
ulatory agency responsible for the supervision of
an insurance company of any licensed imsurance
company; and

“(C) made by any Federal or State banking

agency of any bank or institution described in
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subparagraph (D), (F), or (G) of section 2(c)(2),

or held under section 4(f), of the Bank Holding

Company Act of 1956.

“(4) Norice.—To the fullest extent possible, the
Commission shall notify the appropriate requlatory
agency prior to conducting an inspection of a whole-
sale financial institution or institution described in
subparagraph (D), (F), or (G) of section 2(c)(2), or
held under section 4(f), of the Bank Holding Com-
pany Act of 1956.

“(k) AuTHORITY TO LIMIT DISCLOSURE OF INFORMA-
TION.—Notwithstanding any other provision of law, the
Commassion shall not be compelled to disclose any informa-
tron required to be reported under subsection (h) or (i) or
any information supplied to the Commission by any domes-
tic or forewgn requlatory agency that relates to the financial
or operational condition of any associated person of a
broker or dealer, investment bank holding company, or any
affiliate of an investment bank holding company. Nothing
wm this subsection shall authorize the Commassion to with-
hold information from Congress, or prevent the Commission
from complying with a request for information from any
other Federal department or agency or any self-requlatory
organization requesting the information for purposes with-

wm the scope of its jurisdiction, or complying with an order
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of a court of the United States in an action brought by

the United States or the Commassion. For purposes of sec-
tion 552 of title 5, United States Code, this subsection shall
be considered a statute described in subsection (b)(3)(B) of
such section 552. In prescribing regulations to carry out
the requirements of this subsection, the Commassion shall
designate information described in or obtained pursuant to

subparagraphs (A), (B), and (C) of subsection (i)(5) as con-

9 fidential information for purposes of section 24(b)(2) of this

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

title.”.
(b) CONFORMING AMENDMENTS.—
(1) Section 3(a)(34) of the Securities Kxchange
Act of 1934 (15 U.S.C. 78¢(a)(34)) 1is amended by
adding at the end the following new subparagraphs:
“(H) When used with respect to an institu-
tion described wn subparagraph (D), (F), or (G)
of section 2(c)(2), or held under section 4(f), of
the Bank Holding Company Act of 1956—

“(1) the Comptroller of the Currency,
wn the case of a national bank or a bank in
the District of Columbia examined by the
Comptroller of the Currency;

“(11) the Board of Governors of the
Federal Reserve System, in the case of a
State member bank of the Federal Reserve
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System or any corporation chartered under
section 25A of the Federal Reserve Act;

“(r) the Federal Deposit Insurance
Corporation, in the case of any other bank
the deposits of which are insured in accord-
ance with the Federal Deposit Insurance
Act; or

“(iw) the Commission in the case of all
other such institutions.”.

(2) Section 1112(e) of the Right to Financial

Privacy Act of 1978 (12 U.S.C. 3412(e)) is amend-

ed—

(A4) by striking “this title” and inserting
“law”; and
(B) by inserting “, examination reports”
after “‘financial records”.
Subtitle D—Studies
SEC. 241. STUDY OF METHODS TO INFORM INVESTORS AND
CONSUMERS OF UNINSURED PRODUCTS.

Not later than 1 year after the date of enactment of
this Act, the Comptroller General of the United States shall
submat a report to the Congress regarding the efficacy, costs,
and benefits of requiring that any depository institution
that accepts federally insured deposits and that, directly or

through a contractual or other arrangement with a broker,
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dealer, or agent, buys from, sells to, or effects transactions

Jor retail investors in securities or consumers of insurance

to inform such investors and conswmers through the use of

a logo or seal that the security or insurance is not insured

by the Federal Deposit Insurance Corporation.

SEC. 242. STUDY OF LIMITATION ON FEES ASSOCIATED
WITH ACQUIRING FINANCIAL PRODUCTS.

Not later than 1 year after the date of enactment of
this Act, the Comptroller General of the United States shall
submit a report to the Congress regarding the efficacy and
benefits of uniformly limiting any commaissions, fees, mark-
ups, or other costs incurred by customers in the acquisition

of financial products.

TITLE III—INSURANCE
Subtitle A—State Regulation of
Insurance
SEC. 301. STATE REGULATION OF THE BUSINESS OF INSUR-

ANCE.

The Act entitled “An Act to express the intent of the
Congress with reference to the regulation of the business of
msurance” and approved March 9, 1945 (15 U.S.C. 1011
et seq.), commonly referred to as the “McCarran-Ferguson

Act”) remains the law of the Unated States.
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SEC. 302. MANDATORY INSURANCE LICENSING REQUIRE-

MENTS.

No person or entity shall provide insurance in a State
as principal or agent unless such person or entity is li-
censed as required by the appropriate insurance requlator
of such State in accordance with the relevant State insur-
ance law, subject to section 104 of this Act.

SEC. 303. FUNCTIONAL REGULATION OF INSURANCE.

The insurance sales activity of any person or entity
shall be functionally regulated by the States, subject to sec-
tion 104 of this Act.

SEC. 304. INSURANCE UNDERWRITING IN NATIONAL BANKS.

(a) IN GENERAL.—FExcept as provided in section 306,
a national bank and the subsidiaries of a national bank
may not provide insurance i a State as principal except
that this prohibition shall not apply to authorized products.

(b) AuTHORIZED PRODUCTS.—For the purposes of this
section, a product 1s authorized 1f—

(1) as of January 1, 1997, the Comptroller of the

Currency had determined in writing that national

banks may provide such product as principal, or na-

tional banks were in fact lawfully providing such
product as principal;
(2) no court of relevant jurisdiction had, by final

Judgment, overturned a determination of the Comp-
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troller of the Currency that national banks may pro-
vide such product as principal; and

(3) the product is not title insurance, or an an-
nuity contract the income of which is subject to tax
treatment under section 72 of the Internal Revenue

Code of 1986.

(¢c) DEFINITION.—For purposes of this section, the

term “insurance’” means—

(1) any product regulated as insurance as of
January 1, 1997, in accordance with the relevant
State insurance law, in the State in which the prod-
uct 1s provided;

(2) any product first offered after January 1,
1997, which—

(A) a State insurance requlator determines
shall be regulated as insurance in the State in
which the product 1s provided because the prod-
uct insures, guarantees, or indemnifies against
liability, loss of life, loss of health, or loss
through damage to or destruction of property,
mcluding, but not limated to, surety bonds, life
msurance, health insurance, title insurance, and
property and casualty insurance (such as pri-
vate passenger or commercial automobile, home-

owners, mortgage, commercial multiperil, general
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liability, professional lLiability, workers’ com-
pensation, fire and allied lines, farm owners
multiperil, aireraft, fidelity, surety, medical
malpractice, ocean marine, inland marine, and
boiler and machinery insurance); and
(B) is not a product or service of a bank
that 1s—
(1) a deposit product;
(11) a loan, discount, letter of credit, or
other extension of credit;
(111) a trust or other fiduciary service;
(i) a qualified financial contract (as
defined i or determined pursuant to sec-
tion 11(e)(8)(D)(1) of the Federal Deposit
Insurance Act); or
(v) a financial guaranty, except that
this subparagraph (B) shall not apply to a
product that includes an insurance compo-
nent such that if the product is offered or
proposed to be offered by the bank as prin-
cipal—
(I) it would be treated as a life
msurance contract under section 7702
of the Internal Revenue Code of 1986;

or
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(II) in the event that the product

18 not a letter of credit or other similar
extension of credit, a qualified finan-
cial contract, or a financial guaranty,
it would qualify  for treatment for
losses incurred with respect to such
product under section 832(b)(5) of the
Internal Revenue Code of 1986, if the
bank were subject to tax as an insur-
ance company under section 831 of
that Code; or

(3) any annuity contract, the income on which

18 subject to tax treatment under section 72 of the In-

ternal Revenue Code of 1986.

SEC. 305. TITLE INSURANCE ACTIVITIES OF NATIONAL
BANKS AND THEIR AFFILIATES.

(a) AurHORITY.—Notwithstanding any other provi-
sion of this Act or any other law, no national bank, and
no subsidiary of a national bank, may engage in any activ-
ity mvolving the underwriting of title insurance, other than
title insurance underwriting activities in which such na-
twonal bank or subsidiary was actively and lawfully en-
gaged before the date of the enactment of this Act.

(b) INSURANCE AFFILIATE.—In the case of a national

bank which has an affiliate which provides insurance as
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principal and 1s not a subsidiary of the bank, the national
bank and any subsidiary of the national bank may not en-
gage i any actiwity involving the underwriting of title in-
surance pursuant to subsection (a).

(¢c) INSURANCE SUBSIDIARY.—In the case of a na-
tional bank which has a subsidiary which provides insur-
ance as principal and has no affiliate which provides insur-
ance as principal and is not a subsidiary, the national
bank may not engage in any activity involving the under-
writing of title insurance pursuant to subsection (a).

(d) “AFFILIATE” AND “SUBSIDIARY’ DEFINED.—For
purposes of this section, the terms “affiliate” and “subsidi-
ary” have the same meanings as in section 2 of the Bank
Holding Company Act of 1956.

SEC. 306. EXPEDITED AND EQUALIZED DISPUTE RESOLU-
TION FOR FINANCIAL REGULATORS.

(a) FILING IN COURT OF APPEAL.—In the case of a
requlatory conflict between a State insurance regulator and
a Federal regulator as to whether any product is or is not
msurance as defined in section 304(c) of this Act, or wheth-
er a State statute, regulation, order, or interpretation re-
garding any imsurance sales or solicitation activity is prop-
erly treated as preempted under Federal law, either regu-
lator may seek expedited judicial review of such determina-

tion by the United States Court of Appeals for the circuit
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i which the State is located or in the United States Court
of Appeals for the District of Columbia Circuit by filing
a petition for review in such court.

(b) ExPEDITED REVIEW.—The United States court of
appeals in which a petition for review is filed in accordance
with paragraph (1) shall complete all action on such peti-
tion, including rendering a judgment, before the end of the
60-day period beginning on the date such petition s filed,

unless all parties to such proceeding agree to any extension

of such period.
(¢) SUPREME COURT REVIEW.—Any request for certio-
rart to the Supreme Court of the United States of any judg-

ment of a United States court of appeals with respect to
a petition for review under this section shall be filed with
the Unated States Supreme Court as soon as practicable
after such judgment is 1ssued.

(d) STATUTE OF LIMITATION.—No action may be filed
under this section challenging an order, ruling, determina-
tion, or other action of a Federal financial regulator or
State insurance requlator after the later of—

(1) the end of the 12-month period beginning on
the date the first public notice 1s made of such order,

ruling, or determination in its final form; or
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(2) the end of the G-month period beginning on
the date such order, ruling, or determination takes ef-
fect.

(¢) STANDARD OF REVIEW.—The court shall decide an
action filed under this section based on its review on the
merits of all questions presented under State and Federal
law, wcluding the nature of the product or activity and
the history and purpose of its requlation under State and
Federal law, without unequal deference.

SEC. 307. CONSUMER PROTECTION REGULATIONS.

The Federal Deposit Insurance Act (12 U.S.C. 1811
et seq.) 1s amended by adding at the end the following new
section:

“SEC. 45. CONSUMER PROTECTION REGULATIONS.

“(a) REGULATIONS REQUIRED.—

“(1) IN GENERAL.—The Federal banking agen-
cies shall preseribe and publish in final form, before
the end of the 1-year period beginning on the date of
the enactment of this Act, consumer protection regula-
tions (which the agencies jointly determine to be ap-
propriate) that—

“(A) apply to retail sales practices, solicita-
tions, advertising, or offers of any insurance
product by any insured depository institution or

wholesale  financial institution or any person
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who 1s engaged in such activities at an office of

the nstitution or on behalf of the institution;

and
“(B) are consistent with the requirements of
this Act and provide such additional protections

Jor consumers to whom such sales, solicitations,

advertising, or offers are directed as the agency

determines to be appropriate.

“(2) APPLICABILITY TO SUBSIDIARIES.—The reg-
ulations prescribed pursuant to paragraph (1) shall
extend such protections to any subsidiaries of an in-
sured depository institution, as deemed appropriate
by the regulators referred to in paragraph (3), where
such extension 1s determined to be necessary to ensure
the consumer protections provided by this section.

“(3) CONSULTATION AND JOINT REGULATIONS.—
The Federal banking agencies shall consult with each
other and prescribe joint regulations pursuant to
paragraph (1), after consultation with the State in-
surance requlators, as appropriate.

“(b) SALES PrACTICES.—The requlations prescribed

22 pursuant to subsection (a) shall include anticoercion rules

23 applicable to the sale of insurance products which prohibit

24 an insured depository institution from engaging in any

25 practice that would lead a consumer to believe an extension
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1 of eredit, in violation of section 106(b) of the Bank Holding

2 Company Act Amendments of 1970, is conditional upon—

3 “(1) the purchase of an insurance product from
4 the istitution or any of its affiliates or subsidiaries;
5 or

6 “(2) an agreement by the consumer not to ob-
7 tawn, or a prohibition on the consumer from obtain-
8 mg, an imsurance product from an unaffiliated en-
9 taty.

10 “(c) DISCLOSURES AND ADVERTISING.—The regula-

11 tions prescribed pursuant to subsection (a) shall include the
12 following provisions relating to disclosures and advertising
13 in connection with the initial purchase of an insurance

14 product:

15 “(1) DISCLOSURES.—

16 “(A) IN GENERAL.—Requirements that the
17 Jollowing disclosures be made orally and in writ-
18 g before the completion of the initial sale and,
19 wm the case of clause (), at the time of applica-
20 tion for an extension of credit:

21 “(1) UNINSURED STATUS.—As appro-
22 priate, the product is not insured by the
23 Federal Deposit Insurance Corporation, the
24 United States Government, or the insured
25 depository institution.
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“(i) INVESTMENT RISK.—In the case
of a variable annuity or other insurance
product which involves an investment risk,
that there 1s an nvestment risk associated
with the product, including possible loss of

value.

“(111) COERCION.—The approval of an
extension of credit may not be conditioned
on—

“(I) the purchase of an insurance
product from the institution in which
the application for credit 1s pending or
any of its affiliates or subsidiaries; or

“(I) an agreement by the con-
sumer not to obtain, or a prohibition
on the consumer from obtaining, an
msurance product from an unaffiliated
entity.

“(B) MAKING DISCLOSURE READILY UNDER-
STANDABLE.—Regulations prescribed under sub-
paragraph (A) shall encourage the use of disclo-
sure that s conspicuous, svmple, direct, and
readily understandable, such as the following:

“(i) ‘NOT FDIC-INSURED'.
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1 “(11) ‘NOT GUARANTEED BY THE
2 BANK’.

3 “(iir) ‘MAY GO DOWN IN VALUE".

4 “(C)  ADJUSTMENTS FOR ALTERNATIVE
5 METHODS OF PURCHASE.—In prescribing the re-
6 quirements under subparagraphs (A) and (D),
7 necessary adjustments shall be made for purchase
8 wn person, by telephone, or by electronic media to
9 provide for the most appropriate and complete
10 Jorm of disclosure and acknowledgments.

11 “(D) CONSUMER ACKNOWLEDGMENT.—A re-
12 quirement that an insured depository institution
13 shall require any person selling an insurance
14 product at any office of, or on behalf of, the in-
15 stitution to obtain, at the time a conswmer re-
16 cewves the disclosures requirved under this para-
17 graph or at the time of the initial purchase by
18 the consumer of such product, an acknowledg-
19 ment by such conswmer of the receipt of the dis-
20 closure requirved under this subsection with re-
21 spect to such product.

22 “(2) PROHIBITION ON MISREPRESENTATIONS.—A
23 prohibition on any practice, or any advertising, at
24 any office of, or on behalf of, the insured depository
25 wmstitution, or any subsidiary as appropriate, which
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could maslead any person or otherwise cause a reason-
able person to reach an erroneous belief with respect
to—

“(A) the uninsured nature of any insurance
product sold, or offered for sale, by the institu-
tion or any subsidiary of the institution; or

“(B) in the case of a variable annuity or
other insurance product that imvolves an invest-
ment risk, the investment risk associated with
any such product.

“(d) SEPARATION OF BANKING AND NONBANKING AC-

TIVITIES.—

“(1) REGULATIONS REQUIRED.—The regulations
prescribed pursuant to subsection (a) shall include
such provisions as the Federal banking agencies con-
sider appropriate to ensure that the routine accept-
ance of deposits is kept, to the extent practicable,
physically segregated from insurance product activity.

“(2) REQUIREMENTS.—Regulations prescribed
pursuant to paragraph (1) shall include the following
requirements:

“(A) SEPARATE SETTING.—A clear delinea-
tion of the setting in which, and the cir-
cumstances under which, transactions involving

msurance products should be conducted n a lo-
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1 cation physically segregated from an area where
2 retail deposits are routinely accepted.
3 “(B) REFERRALS.—Standards which per-
4 mit any person accepting deposits from the pub-
5 lic mn an area where such transactions are rou-
6 tinely conducted in an insured depository insti-
7 tution to refer a customer who seeks to purchase
8 any msurance product to a qualified person who
9 sells such product, only if the person making the
10 referral receives no more than a one-time nomai-
11 nal fee of a fixed dollar amount for each referral
12 that does not depend on whether the referral re-
13 sults in a transaction.
14 “(C) QUALIFICATION AND LICENSING RE-
15 QUIREMENTS.—Standards prohibiting any in-
16 sured depository institution from permitting any
17 person to sell or offer for sale any insurance
18 product in any part of any office of the institu-
19 tion, or on behalf of the institution, unless such
20 person is appropriately qualified and licensed.
21 “(e) DOMESTIC VIOLENCE DISCRIMINATION PROHIBI-
22 TION.—
23 “(1) IN GENERAL.—In the case of an applicant
24 Jor, or an insured under, any insurance product de-
25 seribed in paragraph (2), the status of the applicant
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or imsured as a victim of domestic violence, or as a
provider of services to victims of domestic violence,
shall not be considered as a criterion in any decision
with regard to insurance underwriting, pricing, re-
newal, or scope of coverage of insurance policies, or
payment of insurance claims, except as required or
expressly permatted under State law.

“(2) ScorE OF APPLICATION.~—The prohibition
contained in paragraph (1) shall apply to any insur-
ance product which 1s sold or offered for sale, as prin-
cipal, agent, or broker, by any insured depository in-
stitution or any person who is engaged in such activi-
ties at an office of the institution or on behalf of the
mstitution.

“(3) SENSE OF THE CONGRESS.—It is the sense
of the Congress that, by the end of the 30-month pe-
riod beginning on the date of the enactment of this
Act, the States should enact prohibitions against dis-
crimination with respect to insurance products that
are at least as strict as the prohibitions contained in
paragraph (1).

“(4) DOMESTIC VIOLENCE DEFINED.—For pur-
poses of this subsection, the term ‘domestic violence’

means the occurrence of 1 or more of the following
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1 acts by a current or former family member, household
2 member, intvmate partner, or caretaker:

3 “(A) Attempting to cause or causing or
4 threatening another person physical harm, severe
5 emotional distress, psychological trauma, rape,
6 or sexual assault.

7 “(B) Engaging in a course of conduct or re-
8 peatedly commatting acts toward another person,
9 mceluding  following the person without proper
10 authority, under circumstances that place the
11 person in reasonable fear of bodily injury or
12 physical harm.

13 “(C) Subjecting another person to false 1m-
14 prisonment.

15 “(D) Attempting to cause or cause damage
16 to property so as to intimidate or attempt to
17 control the behavior of another person.

18 “(f) CONSUMER GRIEVANCE PROCESS.—The Federal

19 banking agencies shall jointly establish a consumer com-
20 plaint mechanism, for receiving and expeditiously address-
21 ing consumer complaints alleging a violation of regulations
22 issued under the section, which shall—

23 “(1) establish a group within each requlatory

24 agency to recewe such complaints;
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“(2) develop procedures for investigating such
complaints;

“(3) develop procedures for informing consumers
of rights they may have in connection with such com-
plaints; and

“(4) develop procedures for addressing concerns
raased by such complaints, as appropriate, including
procedures for the recovery of losses to the extent ap-
propriate.

“(g) EFFECT ON OTHER AUTHORITY.—

“(1) IN GENERAL.—No provision of this section
shall be construed as granting, limiting, or otherwise
affecting—

“(A) any authority of the Securities and
Exchange Commission, any self-requlatory orga-
nization, the Municipal Securities Rulemaking
Board, or the Secretary of the Treasury under
any Federal securities law; or

“(B) except as provided wn paragraph (2),
any authority of any State insurance commais-
sioner or other State authority under any State
law.

“(2) COORDINATION WITH STATE LAW.—

“(A) IN GENERAL.—Euxcept as provided in

subparagraph (B), regulations prescribed by a
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Federal banking agency under this section shall
not apply to retail sales, solicitations, advertis-
g, or offers of any insurance product by any
msured depository institution or wholesale fi-
nancial institution or to any person who 1is en-
gaged in such activities at an office of such insti-
tution or on behalf of the institution, mn a State
where the State has in effect statutes, requlations,
orders, or interpretations, that are inconsistent
with or contrary to the requlations prescribed by
the Federal banking agencies.

“(B) PREEMPTION.—If, with respect to any
provision of the requlations prescribed under this
section, the Board of Governors of the Federal
Reserve System, the Comptroller of the Currency,
and the Board of Directors of the Federal De-
posit  Insurance Corporation determine jointly
that the protection afforded by such provision for
consumers 1s greater than the protection pro-
vided by a comparable provision of the statutes,
requlations, orders, or interpretations referred to
wm subparagraph (A) of any State, such provi-
ston of the regulations prescribed under this sec-

tion shall supersede the comparable provision of
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such State statute, regulation, order, or interpre-

tation.

“(h) INSURANCE PRODUCT DEFINED.—For purposes
of this section, the term ‘insurance product’ includes an an-
nuwity contract the income of which is subject to tax treat-
ment under section 72 of the Internal Revenue Code of
1986.”.

SEC. 308. CERTAIN STATE AFFILIATION LAWS PREEMPTED
FOR INSURANCE COMPANIES AND AFFILI-
ATES.

Except as provided in section 104(a)(2), no State may,
by law, requlation, order, interpretation, or otherwise—

(1) prevent or significantly interfere with the
ability of any wnsurer, or any affiliate of an insurer
(whether such affiliate s organized as a stock com-
pany, mutual holding company, or otherwise), to be-
come a financial holding company or to acquire con-
trol of an insured depository institution;

(2) limat the amount of an insurer’s assets that
may be invested in the voting securities of an insured
depository institution (or any company which con-
trols such institution), except that the laws of an in-
surer’s State of domicile may limit the amount of
such investment to an amount that is not less than

5 percent of the insurer’s admitted assets; or
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(3) prevent, significantly interfere with, or have
the authority to review, approve, or disapprove a
plan of reorganization by which an insurer proposes

to reorganize from mutual form to become a stock in-

1

2

3

4

5 surer (whether as a direct or indirect subsidiary of a
6 mutual holding company or otherwise) unless such
7 State is the State of domicile of the insurer.

8 Subtitle B—National Association of
9  Registered Agents and Brokers
10 SEC. 321. STATE FLEXIBILITY IN MULTISTATE LICENSING
11 REFORMS.
12 (a) IN GENERAL.—The provisions of this subtitle shall
13 take effect unless, not later than 3 years after the date of
14 enactment of this Act, at least a majority of the States—

15 (1) have enacted uniform laws and requlations
16 governing the licensure of individuals and entities au-
17 thorized to sell and solicit the purchase of insurance
18 within the State; or

19 (2) have enacted reciprocity laws and regula-
20 tions governing the licensure of nonresident individ-
21 uals and entities authorized to sell and solicit insur-
22 ance within those States.

23 (b) UNIFORMITY REQUIRED.—States shall be deemed

24 to have established the uniformity necessary to satisfy sub-

25 section (a)(1) if the States—
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(1) establish uniform criteria regarding the in-
tegrity, personal qualifications, education, training,
and experience of licensed insurance producers, in-
cluding the qualification and traiming of sales person-
nel i ascertaining the appropriateness of a particu-
lar insurance product for a prospective customer;

(2) establish uniform continuing education re-
quirements for licensed insurance producers;

(3) establish uniform ethics course requirements
Jor licensed insurance producers in conjunction with
the continuing education requirements under para-
graph (2);

(4) establish uniform criteria to ensure that an
msurance product, including any annwity contract,
sold to a consumer 1s suitable and appropriate for the
consumer based on financial information disclosed by
the consumer; and

(5) do not vmpose any requirement upon any in-
surance producer to be licensed or otheruise qualified
to do business as a nonresident that has the effect of
limiting or conditioning that producer’s activities be-
cause of its residence or place of operations, except
that counter-signature requirements imposed on non-
resident producers shall not be deemed to have the ef-

Ject of limiting or conditioning a producer’s activities
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because of its residence or place of operations under

this section.

(¢c) RECIPROCITY REQUIRED.—States shall be deemed
to have established the reciprocity required to satisfy sub-
section (a)(2) if the following conditions are met:

(1) ADMINISTRATIVE LICENSING PROCEDURES.—

At least a majority of the States permit a producer

that has a resident license for selling or soliciting the

purchase of insurance in its home State to receive a

license to sell or solicit the purchase of insurance i

such majority of States as a nonresident to the same

extent that such producer is permitted to sell or solicit
the purchase of insurance in its State, if the produc-

er’s home State also awards such licenses on such a

reciprocal basis, without satisfying any additional re-

quirements other than submitting—

(A) a request for licensure;

(B) the application for licensure that the
producer submitted to its home State;

(C) proof that the producer is licensed and
m good standing in its home State; and

(D) the payment of any requisite fee to the
appropriate authority.
(2) CONTINUING EDUCATION REQUIREMENTS.—A

magjority of the States accept an insurance producer’s
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satisfaction of its home State’s continuing education
requirements for licensed insurance producers to sat-
1sfy the States’ own continuing education require-
ments if the producer’s home State also recognizes the
satisfaction of continuing education requirements on
such a reciprocal basis.

(3) NO LIMITING NONRESIDENT REQUIRE-
MENTS.—A majority of the States do not impose any
requirement upon any insurance producer to be li-
censed or otherwise qualified to do business as a non-
resident that has the effect of limiting or conditioning
that producer’s activities because of its residence or
place of operations, except that countersignature re-
quirements imposed on nonresident producers shall
not be deemed to have the effect of limiting or condi-
tioning a producer’s activities because of its residence
or place of operations under this section.

(4) RECIPROCAL RECIPROCITY.—FEach of the
States that satisfies paragraphs (1), (2), and (3)
grants reciprocity to residents of all of the other
States that satisfy such paragraphs.

(d) DETERMINATION.—

(1) NAIC DETERMINATION.—AL the end of the 3-

year period beginning on the date of the enactment of

this Act, the National Association of Insurance Com-
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massioners shall determine, in consultation with the

msurance commissioners or chief insurance regu-

latory officials of the States, whether the uniformity
or reciprocity required by subsections (b) and (¢) has
been achieved.

(2) JupiciAL rREVIEW.—The appropriate United

States district court shall have exclusive jurisdiction

over any challenge to the National Association of In-

surance Commaissioners’” determination under this sec-
tion and such court shall apply the standards set

Jorth an section 706 of title 5, Unated States Code,

when reviewing any such challenge.

(e) CONTINUED APPLICATION.—If, at any time, the
uniformity or reciprocity requirved by subsections (D) and
(c) mo longer exists, the provisions of this subtitle shall take
effect 2 years after that date, unless the uniformity or reci-
procity required by those provisions is satisfied before the
expiration of that 2-year period.

(f) SAVINGS PROVISION.—No provision of this section
shall be construed as requiring that any law, requlation,
provision, or action of any State which purports to requlate
msurance producers, including any such law, requlation,
provision, or action which purports to requlate unfair trade
practices or establish conswmer protections, including

countersignature laws, be altered or amended in order to
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satisfy the uniformiaty or reciprocity required by subsections
(b) and (c), unless any such law, regulation, provision, or
action s inconsistent with a specific requirement of any
such subsection and then only to the extent of such incon-
sistency.

(9) UNIFORM LICENSING.—Nothing in this section
shall be construed to require any State to adopt new or ad-
ditional licensing requirements to achieve the uniformity
necessary to satisfy subsection (a)(1).

SEC. 322. NATIONAL ASSOCIATION OF REGISTERED AGENTS
AND BROKERS.

(a) KSTABLISHMENT.—There 1s established the Na-
tional Association of Registered Agents and Brokers (here-
after in this subtitle referred to as the “Association”).

(b) STATUS.—The Association shall—

(1) be a nonprofit corporation;
(2) have succession until dissolved by an Act of

Congress;

(3) not be an agent or instrumentality of the

Unated States Government; and

(1) except as otherwise provided in this Act, be

subject to, and have all the powers conferred upon a

nonprofit corporation by the District of Columbia

Nonprofit Corporation Act (D.C. Code, sec. 29y—1001

et seq.).
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SEC. 323. PURPOSE.

The purpose of the Association shall be to provide a
mechanism through which uniform licensing, appointment,
continwing education, and other insurance producer sales
qualification requirements and conditions can be adopted
and applied on a multistate basis, while preserving the
right of States to license, supervise, and discipline insur-
ance producers and to prescribe and enforce laws and regu-
lations with regard to insurance-related consumer protec-
tion and unfair trade practices.

SEC. 324. RELATIONSHIP TO THE FEDERAL GOVERNMENT.

The Association shall be subject to the supervision and
oversight of the National Association of Insurance Commais-
sioners (hereafter in this subtitle referred to as the “NAIC”).
SEC. 325. MEMBERSHIP.

(a) ELIGIBILITY.—

(1) IN GENERAL—Any State-licensed insurance
producer shall be eligible to become a member in the
Association.

( 2 ) INELIGIBILITY FOR SUSPENSION OR REVOCA-
TION OF LICENSE.—Notwithstanding paragraph (1),
a State-licensed insurance producer shall not be eligi-
ble to become a member if a State insurance regulator
has suspended or revoked such producer’s license in
that State during the 3-year period preceding the date
on which such producer applies for membership.
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(3) RESUMPTION OF ELIGIBILITY.—Paragraph
(2) shall cease to apply to any insurance producer
if—

(A) the State insurance regulator renews the
license of such producer in the State in which the
license was suspended or revoked; or

(B) the suspension or revocation 1s subse-
quently overturned.

(b) AvrHORITY TO ESTABLISH MEMBERSHIP CRI-

TERIA.—The Association shall have the authority to estab-

lish membership criteria that—

(1) bear a reasonable relationship to the pur-
poses for which the Association was established; and
(2) do not unfairly limit the access of smaller
agencies to the Association membership.
(¢) KSTABLISHMENT OF CLASSES AND CATEGORIES.—
(1) CLASSES OF MEMBERSHIP.—The Association
may establish separate classes of membership, with
separate criteria, if the Association reasonably deter-
manes that performance of different duties requires
different levels of education, training, or experience.
(2) CATEGORIES.—The Association may estab-
lish separate categories of membership for individuals
and for other persons. The establishment of any such

categories of membership shall be based either on the
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types of licensing categories that exist under State
laws or on the aggregate amount of business handled
by an insurance producer. No special categories of
membership, and no distinct membership criteria,
shall be established for members which are insured de-
pository nstitutions or wholesale financial institu-
tions or for thewr employees, agents, or affiliates.

(d) MEMBERSHIP CRITERIA.—

(1) IN GENERAL.—The Association may establish
criteria for membership which shall include standards
Jor antegrity, personal qualifications, education,
traiming, and experience.

(2) MINIMUM STANDARD.—In establishing cri-
teria under paragraph (1), the Association shall con-
sider the highest levels of insurance producer quali-
Jications established wunder the licensing laws of the
States.

(e) EFFECT OF MEMBERSHIP.—Membership in the As-

sociation shall entitle the member to licensure in each State

Jor which the member pays the requisite fees, including li-

censing fees and, where applicable, bonding requirements,

set by such State.

(f) ANNUAL RENEWAL.—Membership in the Associa-

tion shall be renewed on an annual basis.

HR 10 RS



© 00O N O 0o B~ W N PP

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24

256
(9) CONTINUING EDUCATION—The Association shall
establish, as a condition of membership, continuing edu-
cation requirements whach shall be comparable to or greater
than the continuing education requirements under the li-
censing laws of a majority of the States.

(h) SUSPENSION AND REVOCATION.—The Association

may—
(1) wnspect and examine the records and offices
of the members of the Association to determine com-
pliance with the criteria for membership established
by the Association; and
(2) suspend or revoke the membership of an in-
surance producer if—
(A) the producer fails to meet the applicable
membership criteria of the Association; or
(B) the producer has been subject to dis-
ciplinary action pursuant to a final adjudica-
tory proceeding under the jurisdiction of a State
msurance requlator, and the Association con-
cludes that retention of membership in the Asso-
cration would not be in the public interest.
(1) OFFICE OF CONSUMER COMPLAINTS.—
(1) IN GENERAL.—The Association shall establish

an office of consumer complaints that shall—
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(A) recetve and investigate complaints from
both consumers and State insurance regulators
related to members of the Association; and

(B) recommend to the Association any dis-
ciplinary actions that the office considers appro-
priate, to the extent that any such recommenda-
tion 1s not inconsistent with State law.

(2) RECORDS AND REFERRALS.—The office of
consumer complaints of the Association shall—

(A) maintain records of all complaints re-
cewed in  accordance with paragraph (1) and
make such records available to the NAIC and to
each State insurance regulator for the State of
residence of the consumer who filed the com-
plaint; and

(B) refer, when appropriate, any such com-
plaint to any appropriate State insurance regu-
lator.

(3) TELEPHONE AND OTHER ACCESS.—The office
of consumer complaints shall maintain a toll-free tele-
phone number for the purpose of this subsection and,
as practicable, other alternative means of communica-

tion with conswmers, such as an Internet home page.
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SEC. 326. BOARD OF DIRECTORS.

(a) ESTABLISHMENT.—There 1is established the board

of directors of the Association (hereafter in this subtitle re-

ferred to as the “Board”) for the purpose of governing and

supervising the actiwities of the Association and the mem-
bers of the Association.

(b) POWERS.—The Board shall have such powers and
authority as may be specified in the bylaws of the Associa-
tion.

(¢c) COMPOSITION.

(1) MEMBERS.—The Board shall be composed of
7 members appointed by the NAIC.

(2) REQUIREMENT.—At least 4 of the members of
the Board shall have significant experience with the
regulation of commercial lines of insurance in at least
1 of the 20 States in which the greatest total dollar
amount of commercial-lines insurance is placed in the
United States.

(3) INITIAL BOARD MEMBERSHIP.—

(A) IN GENERAL.—If, by the end of the 2-
year period beginning on the date of enactment
of this Act, the NAIC has not appointed the ini-
tial 7 members of the Board of the Association,
the initial Board shall consist of the 7 State in-

surance requlators of the 7 States with the great-
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est total dollar amount of commercial-lines in-
surance in place as of the end of such period.

(B) ALTERNATE COMPOSITION.—If any of
the State insurance regulators described in sub-
paragraph (A) declines to serve on the Board, the
State insurance regulator with the next greatest
total dollar amount of commercial-lines insur-
ance i place, as determined by the NAIC as of
the end of such period, shall serve as a member
of the Board.

(C) INOPERABILITY.—If fewer than 7 State
msurance requlators accept appointment to the
Board, the Association shall be established with-
out NAIC oversight pursuant to section 332.

(d) TERMS.—The term of each director shall, after the
mitial appointment of the members of the Board, be for 3
years, with /s of the directors to be appointed each year.

(¢) BOARD VACANCIES.—A vacancy on the Board shall
be filled wn the same manner as the original appointment
of the witial Board for the remainder of the term of the
vacating member.

(f) MEETINGS.—The Board shall meet at the call of
the chairperson, or as otherwise provided by the bylaws of

the Association.
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SEC. 327. OFFICERS.

(a) IN GENERAL.—

(1) PoOSITIONS.—The officers of the Association
shall consist of a chairperson and a vice chairperson
of the Board, a president, secretary, and treasurer of
the Association, and such other officers and assistant
officers as may be deemed necessary.

(2) MANNER OF SELECTION.—Each officer of the
Board and the Association shall be elected or ap-
pointed at such time and in such manner and for
such terms not exceeding 3 years as may be prescribed
m the bylaws of the Association.

(b) CRITERIA FOR CHAIRPERSON.—Only individuals
who are members of the NAIC shall be eligible to serve as
the chavrperson of the board of directors.

SEC. 328. BYLAWS, RULES, AND DISCIPLINARY ACTION.

(a) ADOPTION AND AMENDMENT OF BYLAWS.—

(1) Cory REQUIRED TO BE FILED WITH THE
NAIC.—The board of directors of the Association shall
file with the NAIC a copy of the proposed bylaws or
any proposed amendment to the bylaws, accompanied
by a concise general statement of the basis and pur-
pose of such proposal.

(2) EFFECTIVE DATE.—FKxcept as provided in
paragraph (3), any proposed bylaw or proposed
amendment shall take effect—
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(A4) 30 days after the date of the filing of
a copy with the NAIC;

(B) upon such later date as the Association
may designate; or

(C) such earlier date as the NAIC may de-
termane.

(3) DISAPPROVAL BY THE NAIC.—Notwithstand-
g paragraph (2), a proposed bylaw or amendment
shall not take effect if, after public notice and oppor-
tunaty to participate in a public hearing—

(A) the NAIC disapproves such proposal as
being contrary to the public interest or contrary
to the purposes of this subtitle and provides no-
tice to the Association setting forth the reasons
Jor such disapproval; or

(B) the NAIC finds that such proposal in-
volves a matter of such significant public interest
that public comment should be obtained, in
which case it may, after notifying the Associa-
tion mn writing of such finding, requive that the
procedures set forth in subsection (b) be followed
with respect to such proposal, in the same man-
ner as if such proposed bylaw change were a pro-
posed rule change within the meaning of such

paragraph.
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(b) ADOPTION AND AMENDMENT OF RULES.—

(1) FILING PROPOSED REGULATIONS WITH THE

NAIC.—

(A) IN GENERAL.—The board of directors of
the Association shall file with the NAIC a copy
of any proposed rule or any proposed amend-
ment to a rule of the Association which shall be
accompanied by a concise general statement of
the basis and purpose of such proposal.

(B) OTHER RULES AND AMENDMENTS INEF-
FECTIVE.—No proposed rule or amendment shall
take effect unless approved by the NAIC or other-
wise permitted in accordance with this para-
graph.

(2) INITIAL CONSIDERATION BY THE NAIC.—Not

later than 35 days after the date of publication of no-
tice of filing of a proposal, or before the end of such
longer period not to exceed 90 days as the NAIC may
designate after such date, if the NAIC finds such
longer period to be appropriate and sets forth its rea-
sons for so finding, or as to which the Association

consents, the NAIC shall—

(A) by order approve such proposed rule or

amendment; or
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(B) anstitute proceedings to  determine
whether such proposed rule or amendment should
be modified or disapproved.

(3) NAIC PROCEEDINGS.—

(A) IN GENERAL.—Proceedings instituted
by the NAIC with respect to a proposed rule or
amendment pursuant to paragraph (2) shall—

(1) include notice of the grounds for
disapproval under consideration;

(11) provide opportunity for hearing;
and

(111) be concluded not later than 180
days after the date of the Association’s fil-
mg of such proposed rule or amendment.

(B) DISPOSITION OF PROPOSAL—At the
conclusion of any proceeding under subpara-
graph (A), the NAIC shall, by order, approve or
disapprove the proposed rule or amendment.

(C) EXTENSION OF TIME FOR CONSIDER-
ATION.—The NAIC may extend the time for con-
cluding any proceeding under subparagraph (A)
Jor—

(1) not more than 60 days if the NAIC
finds good cause for such extension and sets

Jorth its reasons for so finding; or
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(i1) for such longer period as to which
the Association consents.
(4) STANDARDS FOR REVIEW.—

(A) GROUNDS FOR APPROVAL.—The NAIC
shall approve a proposed rule or amendment if
the NAIC finds that the rule or amendment is in
the public wnterest and 1s consistent with the
purposes of this Act.

(B) APPROVAL BEFORE END OF NOTICE PE-
RIOD.—The NAIC shall not approve any pro-
posed rule before the end of the 30-day period be-
ginning on the date on which the Association
files proposed rules or amendments in accord-
ance with paragraph (1), unless the NAIC finds
good cause for so doing and sets forth the reasons
Jor so finding.

(5) ALTERNATE PROCEDURE.—

(A) IN GENERAL.—Notwithstanding any
provision of thas subsection other than subpara-
graph (B), a proposed rule or amendment relat-
g to the administration or organization of the
Association may take effect—

(1) upon the date of filing with the

NAIC, if such proposed rule or amendment

15 designated by the Association as relating
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solely to matters which the NAIC, consistent
with the public interest and the purposes of
this subsection, determines by rule do not
require the procedures set forth in this
paragraph; or

(11) upon such date as the NAIC shall
Jor good cause determine.
(B) ABROGATION BY THE NAIC.—

(1) IN GENERAL.—At any time within
60 days after the date of filing of any pro-
posed rule or amendment under subpara-
graph (A)(1) or clause (1) of this subpara-
graph, the NAIC may repeal such rule or
amendment and require that the rule or
amendment be refiled and reviewed in ac-
cordance with this paragraph, if the NAIC
finds that such action 1s necessary or ap-
propriate in the public interest, for the pro-
tection of insurance producers or policy-
holders, or otherwise in furtherance of the
purposes of this subtitle.

(1) EFFECT OF RECONSIDERATION BY
THE NAIC.—Any action of the NAIC pursu-

ant to clause (1) shall—
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(I) not affect the validity or force
of a rule change during the period such
rule or amendment was n effect; and

(I1) not be considered to be a final
action.

(¢c) AcTION REQUIRED BY THE NAIC.—The NAIC
may, in accordance with such rules as the NAIC determines
to be necessary or appropriate to the public interest or to
carry out the purposes of this subtitle, require the Associa-
twon to adopt, amend, or repeal any bylaw, rule or amend-
ment of the Association, whenever adopted.

(d) DISCIPLINARY ACTION BY THE ASSOCIATION.—

(1) SPECIFICATION OF CHARGES.—In any pro-
ceeding to determine whether membership shall be de-
nied, suspended, revoked, and not renewed (hereafter
e this section referred to as a “disciplinary action™),
the Association shall bring specific charges, notify
such member of such charges, give the member an op-
portunity to defend against the charges, and keep a
record.

(2) SUPPORTING STATEMENT.—A determination
to take disciplinary action shall be supported by a
statement setting forth—

(A) any act or practice in which such mem-

ber has been found to have been engaged;
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(B) the specific provision of this subtitle,
the rules or regulations under this subtitle, or the
rules of the Association which any such act or
practice 1s deemed to violate; and
(C) the sanction imposed and the reason for

such sanction.

(e) NAIC REVIEW OF DISCIPLINARY ACTION.—

(1) NOTICE TO THE NAIC.—If the Association or-

ders any disciplinary action, the Association shall

promptly notify the NAIC of such action.

(2) REVIEW BY THE NAIC.—Any disciplinary ac-

tion taken by the Association shall be subject to re-

view by the NAIC—

(A) on the NAIC’s own motion; or
(B) upon application by any person ag-
grieved by such action if such application s filed
with the NAIC not more than 30 days after the
later of—
(1) the date the notice was filed with
the NAIC pursuant to paragraph (1); or
(11) the date the notice of the discipli-
nary action was recewved by such aggrieved

person.

(f) ErrEcT OF REVIEW.—The filing of an application

25 to the NAIC for review of a disciplinary action, or the insti-
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(9) SCOPE OF REVIEW.—

(1) IN GENERAL.—In any proceeding to review
such action, after notice and the opportunity for hear-
g, the NAIC shall—

(A) determine whether the action should be
taken;

(B) affirm, modify, or rescind the discipli-
nary sanction; or

(C) remand to the Association for further
proceedings.

(2) DISMISSAL OF REVIEW.—The NAIC may dis-
miss a proceeding to review disciplinary action if the
NAIC finds that—

(A) the specific grounds on which the action

18 based exist in fact;

(B) the action 1is in accordance with appli-
cable rules and regulations; and

(C) such rules and regulations are, and
were, applied in a manner consistent with the

purposes of this subtitle.
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SEC. 329. ASSESSMENTS.

(a) INSURANCE PRODUCERS SUBJECT TO ASSESS-
MENT.—The Association may establish such application
and membership fees as the Association finds necessary to
cover the costs of its operations, including fees made reim-
bursable to the NAIC under subsection (b), except that, in
setting such fees, the Association may not discriminate
against smaller insurance producers.

(b) NAIC ASSESSMENTS.—The NAIC may assess the
Association for any costs that the NAIC incurs under this
subtitle.

SEC. 330. FUNCTIONS OF THE NAIC.

(a) ADMINISTRATIVE PROCEDURE.—Determinations of
the NAIC, for purposes of making rules pursuant to section
328, shall be made after appropriate notice and oppor-
tunity for a hearing and for submission of views of inter-
ested persons.

(b) EXAMINATIONS AND REPORTS.—

(1) The NAIC may make such examinations and
mspections of the Association and require the Associa-
tion to furnish to the NAIC such reports and records
or copies thereof as the NAIC may consider necessary
or appropriate in the public interest or to effectuate
the purposes of this subtitle.

(2) As soon as practicable after the close of each

Jiscal year, the Association shall submit to the NAIC
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a written report regarding the conduct of its business,
and the exercise of the other rghts and powers grant-
ed by this subtitle, during such fiscal year. Such re-
port shall include financial statements setting forth
the financial position of the Association at the end of
such fiscal year and the results of ils operations (in-
cluding the source and application of its funds) for
such fiscal year. The NAIC shall transmit such report
to the President and the Congress with such comment
thereon as the NAIC determines to be appropriate.
SEC. 331. LIABILITY OF THE ASSOCIATION AND THE DIREC-
TORS, OFFICERS, AND EMPLOYEES OF THE
ASSOCIATION.

(a) IN GENERAL.—The Association shall not be deemed
to be an insurer or insurance producer within the meaning
of any State law, rule, requlation, or order requlating or
taxing inmsurers, insurance producers, or other entities en-
gaged in the business of insurance, including provisions 1m-
posing premium taxes, requlating insurer solvency or fi-
nancial condition, establishing guaranty funds and levying
assessments, or requiring claims settlement practices.

(b) LIABILITY OF THE ASSOCIATION, 1TS DIRECTORS,
OFFICERS, AND EMPLOYEES.—Neither the Association nor
any of its directors, officers, or employees shall have any

liability to any person for any action taken or omitted in
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good faith under or in connection with any matter subject
to this subtitle.
SEC. 332. ELIMINATION OF NAIC OVERSIGHT.

(a) IN GENERAL.—The Association shall be established
without NAIC oversight and the provisions set forth in sec-
tion 324, subsections (a), (b), (c), and (e) of section 328,
and sections 329(b) and 330 of this subtitle shall cease to
be effective if, at the end of the 2-year period beginning on
the date on which the provisions of this subtitle take effect
pursuant to section 321—

(1) at least a majority of the States representing
at least 50 percent of the total Unated States commenr-
cial-lines insurance premiwms have not satisfied the
uniformity or reciprocity requirements of subsections
(a) and (b) of section 321; and

(2) the NAIC has not approved the Association’s
bylaws as required by section 328 or is unable to op-
erate or supervise the Association, or the Association
18 not conducting its activities as required under this
Act.

(b) BOARD APPOINTMENTS.—If the repeals required by
subsection (a) are implemented, the following shall apply:

(1) GENERAL APPOINTMENT POWER.—The Presi-
dent, with the advice and consent of the United States

Senate, shall appoint the members of the Association’s
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Board established under section 326 from lists of can-
didates recommended to the President by the National
Association of Insurance Commissioners.

(2) PROCEDURES FOR OBTAINING NATIONAL AS-
SOCIATION OF INSURANCE COMMISSIONERS APPOINT-
MENT RECOMMENDATIONS.—

(A) INITIAL DETERMINATION AND REC-
OMMENDATIONS.—After the date on which the
provisions of subsection (a) take effect, the NAIC
shall, not later than 60 days thereafter, provide
a list of recommended candidates to the Presi-
dent. If the NAIC fails to provide a list by that
date, or iof any list that s provided does not in-
clude at least 14 recommended candidates or
comply with the requirements of section 326(c),
the President shall, with the advice and consent
of the Unated States Senate, make the requisite
appointments without considering the views of
the NAIC.

(B) SUBSEQUENT APPOINTMENTS.—After
the watial appointments, the NAIC shall provide
a st of at least 6 recommended candidates for
the Board to the President by January 15 of
each subsequent year. If the NAIC fails to pro-
vide a list by that date, or if any list that is pro-
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vided does not include at least 6 recommended

candidates or comply with the requirements of

section 326(c), the President, with the advice and

consent of the Senate, shall make the requisite

appointments without considering the wviews of

the NAIC.
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(C) PRESIDENTIAL OVERSIGHT.—

(1) REMOVAL—If the President deter-
mines that the Association is not acting in
the interests of the public, the President
may remove the entire existing Board for
the remainder of the term to which the
members of the Board were appointed and
appoint, with the advice and consent of the
Senate, new members to fill the vacancies
on the Board for the remainder of such
terms.

(1) SUSPENSION OF RULES OR AC-
TIONS.—The President, or a person des-
wnated by the President for such purpose,
may suspend the effectiveness of any rule, or
prohibit any action, of the Association
which the President or the designee deter-

mines 1s contrary to the public interest.
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(¢) ANNUAL REPORT.—As soon as practicable after the
close of each fiscal year, the Association shall submit to the
President and to the Congress a written report relative to
the conduct of its business, and the exercise of the other
rights and powers granted by this subtitle, during such fis-
cal year. Such report shall include financial statements set-
ting forth the financial position of the Association at the
end of such fiscal year and the results of its operations (in-
cluding the source and application of its funds) for such
fiscal year.

SEC. 333. RELATIONSHIP TO STATE LAW.

(a) PREEMPTION OF STATE LAWS.—State laws, regu-
lations, provisions, or other actions purporting to requlate
msurance producers shall be preempted as provided in sub-
section (b).

(b) PROHIBITED ACTIONS.—No State shall—

(1) wmpede the activities of, take any action
against, or apply any provision of law or requlation
to, any wnsurance producer because that insurance
producer or any affiliate plans to become, has applied
to become, or is a member of the Association;

(2) 1mpose any requirement upon a member of
the Association that it pay different fees to be licensed
or otherwise qualified to do business in that State, in-

cluding bonding requirements, based on ils residency;
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(3) 1mpose any licensing, appointment, integ-
rity, personal or corporate qualifications, education,
traiming, experience, residency, or continuing edu-
cation requirement upon a member of the Association
that s different from the criteria for membership in
the Association or renewal of such membership, except
that counter-signature requirements imposed on non-
resident producers shall not be deemed to have the ef-

Ject of limiting or conditioning a producer’s activities

because of its residence or place of operations under

this section; or

(4) implement the procedures of such State’s sys-
tem of licensing or renewing the licenses of insurance
producers in a manner different from the authority of

the Association under section 325.

(¢) SAVINGS PROVISION.—Kxcept as provided in sub-
sections (a) and (b), no provision of this section shall be
construed as altering or affecting the continuing effective-
ness of any law, requlation, provision, or other action of
any State which purports to regulate insurance producers,
mcluding any such law, regulation, provision, or action
which purports to requlate unfair trade practices or estab-

lish consumer protections, including countersignature laws.
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1 SEC. 334. COORDINATION WITH OTHER REGULATORS.

2 (a) COORDINATION WITH STATE INSURANCE REGU-
3 LATORS.—The Association shall have the authority to—

4 (1) issue uniform insurance producer applica-
5 tions and renewal applications that may be used to
6 apply for the issuance or removal of State licenses,
7 while preserving the ability of each State to impose
8 such conditions on the issuance or renewal of a license
9 as are consistent with section 333;

10 (2) establish a central clearinghouse through
11 which members of the Association may apply for the
12 issuance or renewal of licenses in multiple States; and
13 (3) establish or utilize a national database for
14 the collection of regulatory information concerning
15 the activities of insurance producers.

16 (b) COORDINATION WITH THE NATIONAL ASSOCIATION

17 or SECURITIES DEALERS.—The Association shall coordi-
18 nate with the National Association of Securities Dealers in
19 order to ease any administrative burdens that fall on per-
20 sons that are members of both associations, consistent with
21 the purposes of this subtitle and the Federal securities laws.
22 SEC. 335. JUDICIAL REVIEW.

23 (a) JURISDICTION.—The appropriate United States
24 district court shall have exclusive jurisdiction over litiga-
25 tion involving the Association, including disputes between

26 the Association and its members that arise under this sub-
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title. Suits brought in State court involving the Association
shall be deemed to have arisen under Federal law and there-
Jfore be subject to jurisdiction in the appropriate United
States district court.

(b) EXHAUSTION OF REMEDIES.—An aggrieved person
shall be required to exhaust all available administrative
remedies before the Association and the NAIC before it may
seek judicial review of an Association decision.

(¢) STANDARDS OF REVIEW.—The standards set forth
wm section 553 of title 5, United States Code, shall be ap-
plied whenever a rule or bylaw of the Association is under
Jgudicial review, and the standards set forth in section 554
of title 5, Unated States Code, shall be applied whenever
a disciplinary action of the Association s judicially re-
viewed.

SEC. 336. DEFINITIONS.

For purposes of this subtitle, the following definitions
shall apply:

(1) HomE StATE—The term “home State”
means the State in which the insurance producer
maintains its principal place of residence and is li-
censed to act as an insurance producer.

(2) INSURANCE.—The term “insurance” means

any product, other than title insurance, defined or
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requlated as insurance by the appropriate State in-
surance requlatory authority.

(3) INSURANCE PRODUCER.—The term “insur-
ance producer” means any insurance agent or broker,
surplus lines broker, insurance consultant, limited in-
surance representative, and any other person that so-
licits, megotiates, effects, procures, delivers, renews,
continues or binds policies of insurance or offers ad-
vice, counsel, opinions or services related to insur-
ance.

(4) StATE—The term “State” includes any
State, the District of Columbia, American Samoa,
Guam, Puerto Rico, and the United States Virgin Is-
lands.

(5) STATE LAW.—The term “State law” includes
all laws, decisions, rules, requlations, or other State
action having the effect of law, of any State. A law
of the United States applicable only to the District of
Jolumbia shall be treated as a State law rather than

a law of the United States.
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1  TITLE IV—-UNITARY SAVINGS

2 AND LOAN HOLDING COMPANIES

3 SEC. 401. PREVENTION OF CREATION OF NEW S&L HOLD-

4 ING COMPANIES WITH COMMERCIAL AFFILI-

5 ATES.

6 Section 10(c) of the Home Owners’ Loan Act (12

7 URN.C. 1467a(c)) 1is amended by adding at the end the fol-

8 lowing new paragraph:

9 “(9) PREVENTION OF NEW AFFILIATIONS BE-
10 TWEEN S&L HOLDING COMPANIES AND COMMERCIAL
11 FIRMS.—

12 “(A) IN GENERAL.—Notwithstanding para-
13 graph (3), no company may directly or indi-
14 rectly, mcluding through any merger, consolida-
15 tion, or other type of business combination, ac-
16 quire control of a savings association after Sep-
17 tember 3, 1998, unless the company 1s engaged,
18 dvrectly or indirectly (including through a sub-
19 sidiary other than a savings association), only
20 m activities that are permitted—

21 “(1v) under paragraph (1)(C) or (2); or
22 “(in) for financial holding companies
23 under section 6(c) of the Bank Holding
24 Company Act of 1956.
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“(B) PREVENTION OF NEW COMMERCIAL AF-
FILIATIONS.—Notwithstanding  paragraph (3),
no savings and loan holding company may en-
gage directly or indirectly (including through a
subsidiary other than a savings association) in
any activity other than as described in clauses
(1) and (11) of subparagraph (A).

“(C') PRESERVATION OF AUTHORITY OF EX-
ISTING UNITARY Sd&L HOLDING COMPANIES.—
Subparagraphs (A) and (B) do not apply with
respect to any company that was a savings and
loan holding company on September 3, 1998, or
that becomes a savings and loan holding com-
pany pursuant to an application pending before
the Office of Thrift Supervision on or before that
date, and that—

“(1) meets and continues to meet the
requirements of paragraph (3); and

“(11) continues to control not fewer
than 1 savings association that it controlled
on September 3, 1998, or that it acquired
pursuant to an application pending before
the Office of Thrift Supervision on or before
that date, or the successor to such savings

association.
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“(D) CORPORATE REORGANIZATIONS PER-

MITTED.—This paragraph does not prevent a

transaction that—

“(1) 1mvolves solely a company under
common control with a savings and loan
holding company from acquiring, directly
or andirectly, control of the savings and
loan holding company or any savings asso-
ciation that s already a subsidiary of the
savings and loan holding company; or

“(11) 1nvolves solely a merger, consoli-
dation, or other type of business combina-
twon as a result of which a company under
common control with the savings and loan
holding company acquires, directly or indi-
rectly, control of the savings and loan hold-
g company or any savings association
that 1s already a subsidiary of the savings
and loan holding company.

“(E) AUTHORITY TO PREVENT EVASIONS.—

The Director may issue interpretations, regula-

tions, or orders that the Director determines nec-

essary to administer and carry out the purpose

and prevent evasions of this paragraph, includ-

mg a determination that, notwithstanding the
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1 Jorm of a transaction, the transaction would in
2 substance result in a company acquiring control
3 of a savings association.”.

4 SEC. 402. OPTIONAL CONVERSION OF FEDERAL SAVINGS

5 ASSOCIATIONS TO NATIONAL BANKS.

6 Section 5(1) of the Home Owners’ Loan Act (12 U.S.C.

1 1464(1)) is amended by adding at the end the following new

8 paragraph:

9 “(5) CONVERSION TO A NATIONAL BANK.—Not-
10 withstanding any other provision of law, any Federal
11 savings association chartered and in operation before
12 the date of enactment of the Financial Services Act of
13 1998, with branches in 1 or more States, may con-
14 vert, with the approval of the Comptroller of the Cur-
15 rency, into 1 or more national banks, each of which
16 may encompass one or more of the branches of the
17 Federal savings association in 1 or more States, but
18 only if the resulting national bank or banks will meet
19 any and all financial, management, and capital re-
20 quirements applicable to a national bank.”.

21 SEC. 403. RETENTION OF “FEDERAL” IN NAME OF CON-
22 VERTED FEDERAL SAVINGS ASSOCIATION.
23 Section 2 of the Act entitled “An Act to enable national

24 banking associations to increase their capital stock and to

25 change their names or locations”, approved May 1, 1886
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1 (12 U.S.C. 30), is amended by adding at the end the follow-

2 ing new subsection:

3
4

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22

“(d) RETENTION OF ‘FEDERAL’ IN NAME OF (CON-

VERTED FEDERAL SAVINGS ASSOCIATION.—

“(1) IN GENERAL.—Notwithstanding subsection
(a) or any other provision of law, any depository in-
stitution the charter of which 1s converted from that
of a Federal savings association to a national bank
or a State bank after the date of the enactment of the
Financial Services Act of 1998 may retain the term
‘Federal’ in the name of such institution +f such de-
pository institution remains an insured depository
mstitution.

“(2) DEFINITIONS.—For purposes of this sub-
section, the terms ‘depository institution’, ‘insured de-
pository anstitution’, ‘national bank’, and ‘State
bank’ have the same meanings as in section 3 of the

Federal Deposit Insurance Act.”.

TITLE V—FINANCIAL
INFORMATION PRIVACY

SEC. 501. FINANCIAL INFORMATION PRIVACY.

The Consumer Credit Protection Act (15 U.S.C. 1601

23 et seq.) is amended by adding at the end the following:
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“TITLE X—FINANCIAL INFORMA-
TION PRIVACY PROTECTION

“SEC. 1001. SHORT TITLE; TABLE OF CONTENTS.

“(a) SHORT TrrLE.—This title may be cited as the ‘Fi-
nancial Information Privacy Act of 1998’

“(b) TABLE oF CONTENTS.—The table of contents for

this title 1s as follows:
“PITLE X—FINANCIAL INFORMATION PRIVACY PROTECTION

“Sec. 1001. Short title; table of contents.
“Sec. 1002. Definitions.
“Sec. 1003. Privacy protection for customer information of financial institutions.
“Sec. 1004. Administrative enforcement.
“Sec. 1005. Civil liability.
“Sec. 1006. Criminal penalty.
“Sec. 1007. Relation to State laws.
“Sec. 1008. Agency gwidance.
“SEC. 1002. DEFINITIONS.

“For purposes of this title, the following definitions
shall apply:

“(1) CUSTOMER.—The term ‘customer’ means,
with respect to a financial institution, any person (or
authorized representative of a person) to whom the fi-
nancial mstitution provides a product or service, in-
cluding that of acting as a fiduciary.

“(2) CUSTOMER INFORMATION OF A FINANCIAL
INSTITUTION.—The term ‘customer information of a
Sfinancial institution” means any information main-

tained by a financial institution which s derived

Jrom the relationship between the financial institution
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and a customer of the financial institution and s
identified with the customer.

“(3) DOCUMENT.—The term ‘document’ means
any information 1 any form.

‘ ‘(4) FINANCIAL INSTITUTION.

“(A) IN GENERAL.—The term ‘financial in-
stitution” means any institution engaged in the
business of providing financial services to cus-
tomers who maintain a credit, deposit, trust, or
other financial account or relationship with the
mstitution.

“(B) CERTAIN FINANCIAL INSTITUTIONS
SPECIFICALLY INCLUDED.—The term ‘financial
mstitution” includes any depository institution
(as defined in section 19(b)(1)(A) of the Federal
Reserve Act), any loan or finance company, any
credit card issuer or operator of a credit card
system, and any consumer reporting agency that
compiles and maintains files on consumers on a
nationwide basis (as defined in section 603(p)).

“(C) FURTHER DEFINITION BY REGULA-
TION—The Board of Governors of the Federal
Reserve System may prescribe regulations fur-

ther defining the term ‘financial institution’, in
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accordance with subparagraph (A), for purposes

of this title.

“SEC. 1003. PRIVACY PROTECTION FOR CUSTOMER INFOR-
MATION OF FINANCIAL INSTITUTIONS.

“(a) PROHIBITION ON OBTAINING CUSTOMER INFOR-
MATION BY FALSE PRETENSES.—It shall be a violation of
this title for any person to obtain or attempt to obtain, or
cause to be disclosed or attempt to cause to be disclosed to
any person, customer information of a financial institution
relating to another person—

“(1) by knowingly making a false, fictitious, or
Jraudulent statement or representation to an officer,
employee, or agent of a financial institution with the
mtent to decewe the officer, employee, or agent into
relying on that statement or representation for pur-
poses of releasing the customer information;

“(2) by knowingly making a false, fictitious, or
Jraudulent statement or representation to a customer
of a financial institution with the intent to deceive
the customer into relying on that statement or rep-
resentation for purposes of releasing the customer in-
Jormation or authorizing the release of such informa-
tion; or

“(3) by knowingly providing any document to

an officer, employee, or agent of a financial institu-
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tion, knowing that the document is forged, counterfeit,

lost, or stolen, was fraudulently obtained, or contains

a false, fictitious, or fraudulent statement or represen-

tation, of the document s provided with the intent to

decerve the officer, employee, or agent into relying on
that document for purposes of releasing the customer
mformation.

“(b) PROIIBITION ON SOLICITATION OF A PERSON To
OBTAIN CUSTOMER INFORMATION FROM FINANCIAL INSTI-
TUTION UNDER FALSE PRETENSES.—It shall be a violation
of thas title to request a person to obtain customer informa-
tion of a financial institution, knowing or consciously
avoiding knowing that the person will obtain, or attempt
to obtain, the information from the institution in any man-
ner described in subsection (a).

“(c) NONAPPLICABILITY TO LAW ENFORCEMENT
AGENCIES.—No provision of this section shall be construed
so as to prevent any action by a law enforcement agency,
or any officer, employee, or agent of such agency, to obtain
customer information of a financial institution in connec-
tion with the performance of the official duties of the
agency.

“(d) NONAPPLICABILITY TO FINANCIAL INSTITUTIONS
IN CERTAIN CASES.—No provision of this section shall be

construed to prevent any financial institution, or any offi-
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cer, employee, or agent of a financial institution, from ob-
taiming customer information of such financial institution
wm the course of—

“(1) testing the security procedures or systems of
such institution for maintaining the confidentiality of
customer information;

“(2) wwvestigating allegations of maisconduct or
negligence on the part of any officer, employee, or
agent of the financial institution; or

“(3) recovering customer information of the fi-
nancial imstitution which was obtained or received by
another person in any manner described in subsection
(a) or (b).

“le) NONAPPLICABILITY TO CERTAIN TYPES or CUS-
TOMER INFORMATION OF FINANCIAL INSTITUTIONS.—No
provision of thas section shall be construed to prevent any
person from obtaining customer information of a financial
mstitution that otherwise s available as a public record
filed pursuant to the securities laws (as defined in section
3(a)(47) of the Securities Exchange Act of 1934).

“SEC. 1004. ADMINISTRATIVE ENFORCEMENT.

“la) ENFORCEMENT BY FEDERAL TRADE COMMIS-
SION.—Except as provided in subsection (b), compliance
with this title shall be enforced by the Federal Trade Com-

masston vn the same manner and with the same power and
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1 authority as the Commaission has under the Fair Debt Col-

2 lection Practices Act to enforce compliance with that title.

3
4

5
6
7
8
9

10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25

“(b) ENFORCEMENT BY OTHER AGENCIES IN CERTAIN

(CASES.—

“(1) IN GENERAL—Compliance with this title

shall be enforced under—

“(A) section 8 of the Federal Deposit Insur-

ance Act, in the case of—

HR 10 RS

“(t)  mational banks, and Federal
branches and Federal agencies of foreign
banks, by the Office of the Comptroller of
the Currency;

“(11) member banks of the Federal Re-
serve System (other than national banks),
branches and agencies of foreign banks
(other than Federal branches, Federal agen-
cies, and insured State branches of foreign
banks), commercial lending companies
owned or controlled by foreign banks, and
organizations operating under section 25 or
254 of the Federal Reserve Act, by the
Board;

“(111) banks insured by the Federal De-
posit  Insurance Corporation (other than

members of the Federal Reserve System and
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national nonmember banks) and insured
State branches of foreign banks, by the
Board of Directors of the Federal Deposit
Insurance Corporation; and

“(iv) savings associations the deposits
of which are insured by the Federal Deposit
Insurance Corporation, by the Director of
the Office of Thrift Supervision; and
“(B) the Federal Credit Union Act, by the

Administrator of the National Credit Union Ad-

manastration with respect to any Federal credit

UNION.

“(2) VIOLATIONS OF THIS TITLE TREATED AS
VIOLATIONS OF OTHER LAWS.—For the purpose of the
exercise by any agency referrved to in paragraph (1)
of its powers under any Act referred to in that para-
graph, a violation of this title shall be deemed to be
a violation of a requirement imposed under that Act.
In addition to its powers under any provision of law
specifically referred to in paragraph (1), each of the
agencies referred to in that paragraph may exercise,
Jor the purpose of enforcing compliance with this title,
any other authority conferrved on such agency by law.

“(c) STATE ACTION FOR VIOLATIONS.—
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“(1) AUTHORITY OF STATES.—In addition to
such other remedies as are provided under State law,
if the chief law enforcement officer of a State, or an
official or agency designated by a State, has reason
to believe that any person has violated or is violating
this title, the State—

“(4) may bring an action to enjoin such
violation in any appropriate United States dis-
trict court or in any other court of competent ju-
rsdiction;

“(B) may bring an action on behalf of the
residents of the State to recover damages of not
more than $1,000 for each violation; and

“C) in the case of any successful action
under subparagraph (A) or (B), shall be award-
ed the costs of the action and reasonable attorney
fees as determaned by the court.

“(2) RIGHTS OF FEDERAL REGULATORS.—

“(A) PrIOR NOTICE.—The State shall serve
prior written notice of any action under para-
graph (1) upon the Federal Trade Commaission
and, wn the case of an action which imvolves a
Sfinancial  institution  described  in  section
1004(b)(1), the agency referred to in such section

with respect to such institution and provide the
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Federal Trade Commission and any such agency

with a copy of its complaint, except in any case

m which such prior notice 1s not feasible, in

which case the State shall serve such notice 1m-

mediately wpon instituting such action.
“(B) RiGar 1O INTERVENE.—The Federal

Trade Commission or an agency described in

subsection (b) shall have the right—

“(1) to wntervene in an action under
paragraph (1);

“(11) upon so intervening, to be heard
on all matters arising therein;

“(111) to remove the action to the ap-
propriate Unated States district court; and

“(w) to file petitions for appeal.

“(3) INVESTIGATORY POWERS.—For purposes of
bringing any action under this subsection, no provi-
ston of this subsection shall be construed as prevent-
g the chief law enforcement officer, or an official or
agency designated by a State, from exercising the
powers conferred on the chief law enforcement officer
or such official by the laws of such State to conduct
mvestigations or to admanister oaths or affirmations
or to compel the attendance of witnesses or the pro-

duction of documentary and other evidence.
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“(4) LIMITATION ON STATE ACTION WHILE FED-

ERAL ACTION PENDING.—If the Federal Trade Com-

mission or any agency described in subsection (b) has

mstituted a cwil action for a violation of this title,
no State may, during the pendency of such action,
bring an action under this section against any de-

Jendant named in the complaint of the Federal Trade

Commission or such agency for any violation of this

title that s alleged wn that complaint.
“SEC. 1005. CIVIL LIABILITY.

“Any person, other than a financial institution, who
Jails to comply with any provision of this title with respect
to any financial institution or any customer information
of a financial nstitution shall be liable to such financial
mstitution or the customer to whom such information re-
lates in an amount equal to the sum of the amounts deter-
maned under each of the following paragraphs:

“(1) ACTUAL DAMAGES.—The greater of—

“(A) the amount of any actual damage sus-
tained by the financial institution or customer
as a result of such failure; or

“(B) any amount received by the person
who failed to comply with this title, including

an amount equal to the value of any nonmone-
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tary consideration, as a result of the action

which constitutes such failure.

“(2) ADDITIONAL DAMAGES.—Such additional
amount as the court may allow.

“(3) ATTORNEYS" FEES.—In the case of any suc-
cessful action to enforce any liability under para-
graph (1) or (2), the costs of the action, together with
reasonable attorneys’ fees.

“SEC. 1006. CRIMINAL PENALTY.

“la) IN GENERAL—Whoever violates, or attempts to
violate, section 1003 shall be fined in accordance with title
18, Unated States Code, or imprisoned for not more than
5 years, or both.

“(b) ENHANCED PENALTY FOR AGGRAVATED CASES.—
Whoever violates, or attempts to violate, section 1003 while
violating another law of the United States or as part of
a pattern of any llegal actiwity involving more than
$100,000 in a 12-month period shall be fined twice the
amount provided wn subsection (b)(3) or (c)(3) (as the case
may be) of section 3571 of title 18, United States Code,
vmprisoned for not more than 10 years, or both.

“SEC. 1007. RELATION TO STATE LAWS.

“(a) IN GENERAL—This title shall not be construed

as superseding, altering, or affecting the statutes, regula-

tions, orders, or interpretations i effect in any State, ex-
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cept to the extent that such statutes, requlations, orders, or
mterpretations are inconsistent with the provisions of this
title, and then only to the extent of the inconsistency.

“(b) GREATER PROTECTION UNDER STATE LAW.—For
purposes of this section, a State statute, regulation, order,
or interpretation is not inconsistent with the provisions of
this title 1f the protection such statute, regulation, order,
or interpretation affords any person is greater than the pro-
tection provided under this title.

“SEC. 1008. AGENCY GUIDANCE.

“In furtherance of the objectives of this title, each Fed-
eral banking agency (as defined in section 3(z) of the Fed-
eral Deposit Insurance Act) shall issue advisories to deposi-
tory anstitutions wunder the jurisdiction of the agency, in
order to assist such depository institutions in deterring and
detecting activities proscribed under section 1003.”.

SEC. 502. REPORT TO CONGRESS ON FINANCIAL PRIVACY.

Not later than 18 months after the date of enactment
of this Act, the Comptroller General of the United States,
m consultation with the Federal Trade Commission, the
Federal banking agencies, and other appropriate Federal
law enforcement agencies, shall submit to the Congress a
report on—

(1) the efficacy and adequacy of the remedies

provided wn the amendments made by section 501 in
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addressing attempts to obtain financial information
by fraudulent means or by false pretenses; and

(2) any recommendations for additional legisla-
twe or requlatory action to address threats to the pri-
vacy of financial information created by attempts to
obtain information by fraudulent means or false pre-
tenses.

TITLE VI—MISCELLANEOUS

SEC. 601. GRAND JURY PROCEEDINGS.

© 00O N O 0o B~ W N PP
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o

Section 3322(b) of title 18, United States Code, 1is

11 amended—

12 (1) wn paragraph (1), by inserting “Federal or
13 State” before “financial institution™; and

14 (2) in paragraph (2), by inserting “at any time
15 during or after the completion of the investigation of
16 the grand jury,” before “upon’”.

17 SEC. 602. SENSE OF THE COMMITTEE ON BANKING, HOUS-
18 ING, AND URBAN AFFAIRS OF THE SENATE.
19 (a) FINDINGS.—The Commattee on Banking, Housing,

20 and Urban Affairs of the Senate finds that—

21 (1) financial modernization legislation should
22 benefit small institutions as well as large institutions;
23 (2) the Congress made the subchapter S election
24 of the Internal Revenue Code of 1986, available to
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banks in 1996, reflecting a desire by the Congress to

reduce the tax burden on community banks;

(3) large numbers of community banks have
elected or expressed interest in the subchapter S elec-
tion; and

(4) the Committee on Banking, Housing, and
Urban Affavrs of the Senate recognizes that some ob-
stacles remawn for community banks wishing to make
the subchapter S election.

(b) SENSE oF THE COMMITTEE.—It 1s the sense of the

Committee on Banking, Housing, and Urban Affairs of the

Senate that—

(1) the small business tax provisions of the Inter-
nal Revenue Code of 1986, should be more widely
available to community banks;

(2) legislation should be passed to amend the In-
ternal Revenue Code of 1986, to—

(A) increase the allowed number of S cor-
poration shareholders;

(B) permit S corporation stock to be held in
mdividual retirement accounts;

(C) clarify that interest on investments held

Jor safety, soundness, and lhiquidity purposes

should not be considered to be passive income;
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(D) provide that bank director stock is not

treated as a disqualifying second class of stock
Jor S corporations; and

(E) tmprove the tax treatment of bad debt

1

2

3

4

5 and interest deductions; and
6 (3) the legislation described in paragraph (2)
7 should be adopted by the Congress in conjunction with
8 any financial modernization legislation.

9 SEC. 603. INVESTMENTS IN GOVERNMENT SPONSORED EN-
10 TERPRISES.

11 Section 18(s) of the Federal Deposit Insurance Act (12

12 U.S8.C. 1828(s)) 1s amended—

13 (1) by redesignating paragraph (4) as para-
14 graph (6); and

15 (2) by inserting after paragraph (3) the follow-
16 my:

17 “(4) CERTAIN INVESTMENTS.—Paragraph (1)
18 shall not apply with respect to investments lawfully
19 made before April 11, 1996, by a depository institu-
20 tion in any Government sponsored enterprise.

21 “(5) STUDENT LOANS.—

22 “(A) IN GENERAL—This subsection does
23 not apply to any arrangement between a Hold-
24 mg Company (or any subsidiary of the Holding
25 Company other than the Student Loan Market-
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g Association) and a depository institution, if

the Secretary approves the affiliation and deter-

manes that—

“(1) the wind-down of the Association
m accordance with the requirements of sec-
tion 440 of the Higher Education Act of
1965, will not be adversely affected by the
arrangement;

“(i1) the Association will not extend
credit to, or guarantee or provide credit en-
hancement to any obligation of, the deposi-
tory institution; and

“(111) the operations of the Association
will be separate from the operations of the
depository institution.

“(B) TERMS AND CONDITIONS.—In approv-

mg an  affiliation referrved to in subparagraph

(A), the Secretary may impose any terms and

conditions on such affiliation that the Secretary

considers appropriate, including—

HR 10 RS
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1 “(11) 1mposing additional restrictions
2 on the issuance of debt obligations by the
3 Association; or

4 “(111) restricting the use of proceeds
5 Sfrom the issuance of such debt.

6 “(C) ENFORCEMENT.—Terms and condi-
7 tions imposed under subparagraph (B) may be
8 enforced by the Secretary in accordance with sec-
9 tion 440 of the Higher Education Act of 1965.
10 “C(D) DEFINITIONS.—In this paragraph—
11 “(1) the terms ‘Association” and ‘Hold-
12 g Company’ have the same meanings as
13 wm section 440(1) of the Higher Education
14 Act of 1965; and
15 “(11) the term ‘Secretary’ means the
16 Secretary of the Treasury.”.
17 SEC. 604. REPEAL OF SAVINGS BANK PROVISIONS IN THE
18 BANK HOLDING COMPANY ACT OF 1956.
19 Section 3(f) of the Bank Holding Company Act of 1956

20 (12 U.S.C. 1842(f)) 1s amended to read as follows:
21 “(f) [Reserved].”.
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