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Dear Mr. Chainman:

In your letter of Mavch 5, 1975, you requested our opinion as Lo
whether repularions prapeosed by the Zoarvd of Governors of the Federal
Beserve System, the Comptroller of the Currency and the Federal Deposic
Ingurangg Corporgtion arc substantially similar to covresponding rales
of this Commisgion, 45 stared in my acknawledpowent Lo voe an
Mareh 27, 1975, T reguvested the Division of Corpovetion Finance o review
these materials. This is te report the resules ofF that rovicw Lo you.

You Indicated that Public Lauw 934635 requires cach of che banh
regulstory ageneicsd Lo fgzue ecorrtailn roles and resulavions amder the
Securicics Dxchanpe Act of 1934 ("Swchange Act"™) substarcislly sizilar
to corvosponding rules of rthe Comaizsion, unless i finds tharc iimple-
mentation of substancially siviilar repgulationg ig ner negosgary or
appropriate in the pablic intevest ov for the protecticn of lnvestors,
It i5 further required that the reasons {or not adepting substantially
similar vegulations bhe puklished by the bank agencics.

The Comuission's stalf has reviewed the proposed rules of those
apgencies and advised me that, in their view, the proposals, with the
exception of the bthiree areas devrailed below, are substantially similar
"t those of this Commizsion,

The follewing material does not roprosent a word-for-word cormparison
of the rules, regulaticens and forms adepted by the HEC with those of the
bank apengies, JInstead, it vepresents 8 summary of the gpparent differcnces
that appear under the two vepulatory patkerns, and, in general, the emphasis
in vhe following information is on requircments thar appear in the
Commigssien’s rules and repulations but that do net appear in ehe proposed
bank vepulations. Exeopt as dercribed more specifically lacer, <ach of
the three kbank agencies Nhave proposed wiviwally identical rules and
regulations, persuant o Public Law 931ﬁ95.



Financial Stotements

The Commission requires that financlal starements, including thoge
of bankzs contained in registration statewments and certain pericdic re-
ports under the Exchange Act Filed By bank holding companies, be pudited
by an independant pueblic accountant,

In contrast, each of the bank sgencies proposes to continue their
present practice of sccepting financial statements verified by the bank's
principal accounting officer and internal auditor, in iiew of audiced
financial statements. On this point, the Beard, Lhe FOIGC and the
Comptroller stated tchat they had not concluded whether 2 certification
requirement is necessary or appropriate in the publie interest or for
the protection of investors and =pecifically reguested interegted persons
to comment on this issuc. :

The Comnlission hag published guldelines for the preparation of in-.
formation te be filed wich a susmary of earnings or summary of operations
under the Securities Act and the Exchange Act. Under the guides, the
fogsuer Iz reyuired to wake an analysis and give an explanation of che
Summnary of Carnings or Swmary of Operaticons whenever Lthere are materizl
changes in the amount and source of revenues and expenses, including
tax expenses, or when there are chanpes in accounting principles or
muLieds or cheir application rthat have a materiagl eflfect an pet income
ar loss. The issuer should incude In Lhe @xplanaticn a discussion of
material facls, whether faveoraile or wnfavorable, whichk in the opinion
of menagemznt may make historical operations or carninge nor indicative
of current or future operations or e2arnings. Whlle it does nob appear
the bank sgencies, either in regulations or in puidelines, have adoplod
disclosure requircments couwparsable to the Zommission guidas described
above, it may be noted thae PLE. 93-495 by its terms zpplies to rules
and regulations and not Lo guidelines or staff opinions.

Line of Business: Llasses of Similar Products or Services

The Commission's registration and veporting forms require the dis-
closure of line of business and/or class of similar products or services
data, ifoncluding discleosure of the sources of a registrant's sales and
revenues in dollar amount of percentage of total oporations.  (Securities
Act Heleaze No, 4988, Securities Exchange Act Release No. 8650, 234 TF_R.
12176, Julv 14, 1969).

In amending our disclosure forms to require such informaticon, the
Commission did not undertake to specify means by which lines of business
or classes ol siwmilar products or services night be identified. Instead,
a5 stfaced in Relesse Mo, 4988, this deternination waes left with the
reglstegnt:
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Management, becavse of its Familisrity with company
structure, fs5 io the most informed position teo
geparate the company inte components en 4 regssonsble
basls for reporting purposes. Accordingly, dis-
crelbion is left to the management to devise a
reporting pattern appropriate to the particular
company's operations and responsive ko its
orpanizational ceacepts.

Hone of the proposed provisions of the hank agencices require Infor-
mation as to lines of business or classes of similar products or services
comparable to those of the Commission. With respect bto line of business
digclosure, the three bank agencies pensrally all conclude that banks are.
primarily invelved in 2 single line of business -- commercial hankiog --
and that more extensive disclosure repulations ate not necessary in the
pul:lic.intercst and for the protection of investors. Alse, the
Comptroller has indicated to the Conmission that this conelusion iz te-
inforeced through rthe provigieons of 12 U.5.C. 24 {(seventh) whichh limics
benk activities to those incidental powers which are neceossary bo carry
on the business of banking. '

The bank apencies’ preposals are penerally silent on the question
of whether a bank might be invelved in activities which corstitiie o or

more clizecs of similav produsis gv services, The proposals of the
Board do call for a statemcci of the Lypes-of servieews offcered by the
hank.  Howvewer, the disclesure reguiccd pursuand to this proposnzt

apparently wvould nobt reguire asy indicalion of the extent Lo wiich stich
gervices conbribelba Lo revopnues or income; a mere list of additional
services is all that would be reguirved,

It shpuld slso be noted that the proposals of the FDIC would cz2ll
for disclosure of nonbankiog business. However, there would be no
requivement to disclose Lhe impact of such business on the revenues or
income of the bank.

The Comptroller stated that their imcome statement requiroments
enable invesfors te ohtain information wilh respect to the sources of
reveoues by each bank activity., However, such inlommation would noc be
provided in the textwal portion of Filings with the Conptreller, nor
would it require disclosurcs which would indicate the comparative effect
of particular classes of services on the bank's opevations.

L

Annual Reports: Deserictrion of TBusfouss

In ancther arca of disclosure, the descripition of lLusiness to be
included in annual reports (iled pursvant to Sccrion 13 of the FExchaage
Act, the RBpavd's ropulativns are not substantially similar to those of the
Comnission. :
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Under the Commission's requirements, each annual report on Form 10-KE
iz reguired to describe brie{ly the business done snd intended to be done
by the registrant and its subsidisries. Also, more detailed dizelosure
is required as to material changes and developments in the business done
and intended to Le done, This approach is premiged upon the Commitgsion's
view that zach annual report should inelude a brigf but complete description
of the regisrrant's business, since a description only of material changes
would require an examination of numerous pricr reports o determine the
registrant’'s present business,

The Board's annual report business itewm calls only for a description
of any material changes and developments since the beginning of the Figeal
year in the business done and intended to be done by the bark and its
subsidiaries. Esgentiglly, this item requires the updating of previously
filed information, not rhe restaterent thereof. Should the bank not alter
its oparetions during the fiscal year, the following disclosures would notc
be requited to be included in the bank's annual veport:

(17 Information as to the bank's competitive position:

(2} Estimated dollar amgunts spent for the developument of new
services or the improvement of existing services;

(2 RKuwbor of perscnz ewployed by the baak;

(43 The number of bankiag offices in eaech city (or county) in
the United States in which the bank has offices:

{51 Humber of banking affices located in each foreign country:

(0} Tnformacion az Lo concenCration of the bank's loans.

Tn eontrast, the annual report business item for both the Comptroller
and the FDiC do require, each vear, a description of the business done and
intended b be done by the bank and its subsidiaries,

-Mith the excepricon of the areas discussed abowve, the bank regularion
agencies' proposed regulations appest to be substantially similar te rules
and regulations of this Commission,

Thaok you for the opportunity to cxpress our views on this matter,

Sincerely,

Ray farrvect, Jr.
Chalrman



