
Office of Thrift Supervision 
Department ofthe Treasury 

: :X G Street N.W., Washington. D.C. X552 l 1202) 906-60(3l 

TO: REGIONAL DIRECTORB 

FROM: Carolyn Lieberman 
Acting Chief Counsel 

SUBJECT: New SEC Policy Re: 
Letters 

DATE: January 7, 1994 

Introduction 

The purpose of this memo is to 1) alert you to the Securities 
and Exchange -Commission's (SEC) new policy to no longer iSSUe 
individual ltno-actionll letters to federal associations regarding 
securities brokerage referral fee programs in service corporation 

networking arrangements, and 2) in light of the SEC's policy 
change, provide interim guidance as to how federal associations may 
otherwise effect compliance with current OTS requirements to obtain 
a SEC no-action letter in order to conduct referral fee programs. 

piscussion 

Current 

The OTS 
part, that a 

OTS requirements 

service corporation regulations provide, in pertinent 
federal association may acquire or establish a service . . 

corporation to engage in certain preapproved securltles broKerage 
activities, provided certain conditions are met. 

One of these conditions prohibits payment to any employee of 
the association of a referral fee, bonus or incentive compensation, 
in cash or in kind, for referring any thrift customer to the 

service corporation except as may be consistent with a '@no-action" 
letter received by the association from the SEC, stating that the 
SEC will not recommend enforcement action if aSSOCiatiOn emplOy88S 
receive the planned referral fee but do not register as a broker 
dealer under the securities laws. sef 12 C.F.R. 0 545.74(C)(4) 
(ii)(B). As a matter of policy, a similar requirement has been 
imposed on non-preapproved service corporation brokerage 
activities. See Service Corporation Guidelines, Section 710.10, 
OTS Apolications Processina Handbook. 

. 
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8EC policy change 

To date, federal associations have complied with the above 
described requirement by individually requesting "no-action" 
letters from the SEC. 

The SEC, however, 
letters in this area. 

generally will no longer issue no-action 
In this regard, the SEC's Division of Market 

Regulation recently issued a comprehensive no-action letter, In Re 
Chubb Securities Cornoration. dated November 24, 1993 ("Chubb 
letter")(attached) which sets forth the SEC's policy regarding 
networking arrangements between broker-dealers and depository 
institutions. In connection with issuing the Chubb letter, the SEC 
staff advised OTS that 1) it will no longer respond to individual 
requests for no-action relief regarding such arrangements, unless 
a request presents novel or unusual issues, and 2) broker-dealers 
and depository institutions, 
their service corporations, 

including federal associations and 
may rely on the Chubb letter if they 

structure their networking arrangements in accordance With the 
terms and conditions set forth in the letter. 

Interim guidance 

In light of the new SEC policy, OTS will be considering 
appropriate regulatory and policy changes in this area in the near 
future. In the interim, OTS will not enforce the no-action letter 
requirement, provided the following two conditions are met: 

1. 
opinion 

The applicant provides an initial opinion of counsel or an 
from the senior securities principal responsible for 

overseeing the subject brokerage progr=, with subsequent 
certification from the applicant's board of directors, that any 
referral fee arrangement is in compliance with the Chubb letter, 
and any related SEC regulations and policies. The opinion on this 
issue may be included in the initial opinion required by OTS from 
federal associations that propose to establish service corporation 
brokerage programs (re: that the program has been established 
pursuant to procedures designed to ensure conformity with 
applicable securities laws and regulations).' 

2. The Regional Director has no other supervisory objections 
to the proposed referral fee arrangement. 

If you have any questions regarding the foregoing, please 
contact Dean Shahinian, Corporate and Securities Division at (202) 
906-7289. 

1 m 12 C.F.R. § 545.74(C) (4)(i) (D); OTS Fonlications 
Processinc Handbook at Section 710.10. 
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SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON. 0-C. 20549 

Nwexaber 24, 1993 

Carolyn Lieberman, Enq. 
Actiag Chief Counsel 
office of Thrift Supervision 
1700 G Street. N-W. 
Washington, D.C. 20SS2 

Dear MB. Lieberman: 

Enclosed is a no-action letter Issued by this office on 
Novenmer 24, 1993, :o Chubb Securitiee Corporation ("CSC"), a 
registered broker-dealer. In chat letter, CSC proooeed to enter 
into networking arrangements with various depository 
:nstitutioas_, including federal savings associatlo~ and their 
service corporatlon8, to provide brokerage BemiCe on the 
premise8 of such inscitutfone, 
unregistered employeea 

without such imtitution8 or their 
registering as broker-dealers. 

The enclosed letter to CSC aeta forth our policy with regard 
to networking arrangements between broker-dealer8 and depo8itory 
institutions. fa the future, we will no longer respond to 
requests for no-action relief regarding such arrangemm8, unh88 
a request presents novel or unusual fssuee. 
depository lrmtitution8, Broker- dealers and 

irrcluding federal saving8 a88oc~atione 
and their service corporations, may rely on the letter to CSC if 
they structure their networking arrangements in accordance with 
the terms znd conditions eet forth in that letter. 

Sincerely, 

Catherine McGuire 
Chfef Counsel 

Enclo8ure 
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UNITED STATES 

SECURITIES AND EXCHANGE COMMISSION 
WASHINGTON. O.C. 20540 

November 24, I.993 

Ian E. Celecia, Esq. 
Chubb Securities Carporation 
One Granite Place 
P.O. Box 2005 
Concord, ::ew Hampzhire 03302 

Dear Mr. Celecia: 

In your letter of September 1, 1993, 3x1 behalf of Chubb 
Securities Corporatlcn i"CSC"!, as supplemented by telepnone 
conversatiow with the staff, you request Zzzurance that the 
staff would not recorunend enforcement action to the Commimion 
under Section 15(a) (1) of the Securities Exchange Act of 1934 
("Exchange Act") if CSC exerz into networking arrangements with 
certain federal ad state c_bartered banks, savings and loan 
associations, savings banks, and credit unions (collectively, 
"Financ%al Institutions*: and, where required by law, their 
service corporation eubzidiariea, to provide securities brokerage 
services on the premiaee of such Financial Inatltutfons, zs 
described in your letter, without the Financial Institutions, the 
required service corporations, or their unregistered employees 
registerin g as broker-dealers under Section IS(b) of the Exchange 
Act. 

We csderztand :he facts to be as f OllOW3: 

CSC. a wholly-owned subsidiary of Chubb Life Insurance 
Company of America, is a registered broker-dealer and member of 
the National Association of Securities Dealers, Inc. ("NASD"). 
CSC proposes co enter into networking arrangements with Financial 
Inztitutions to provide zecuritiez brokerage serviceo to 
custozterz of such Financial Institutions and the general public, 
on the premisea of the Financial Institutions. Where required by 
the laws or regulations governing a Financial Institution, the 
Financial Institution will enter L3to the networking arrangement 
with CSC through a service corporation subsidiary of the 
Financial Institution. 

CSC will provide brokerage servicea an the pdmes of each 
Financial Institution in an area that la physically separate from 
the Financial InstitutLon's regular bueinezs activities. in EUch 
a way as to clearly segregate and distinguish CSC from the 
Financial Institution. The area in which CSC provides brokerage 
services will clearly display CSC'z name and an indicatic=1 that 
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CSC Is a member of the NAB, and will be registered with the NASD 
a8 a branch office of CSC. 'Jnder the networking arrangements, 
CSC will provide brokerage sentices only on the premises of the 
Financial Institutions themselves, and not in areas where a 
service corporation has a location independent of the Flnancfal 
Institution. 

The networking arrangement between CSC and each Financial 
Institution (including its required service corporation) will be 
governed by a Customer Access Agreement, which will set forth the 
responsibilities of the parties, the conditions of the 
arrangement, and the compensation to be received by the Financial 
Institution (including its required setice corporation). Ae a 

regIstered broker-dealer, CSC will comply with ail statutory and 
regulatory requirements applicable to broker-dealers, including 
appficable rules of seLf- regulatory organizations ("SROs" 1. csc 

Will excfusively controf, supervise, and be responstile for all 
9eCuritie8 business conducted in ite locations at the Financfal 
Institutions. Under t,L?e networking arrangements, tran8sCtiOnS in 

securfties may be effected only by registered repreeentativee of 
CSC, some of whom also may be employees of the Financial 
Ia8ritutlon, including its required service CorpOratlOn ("Dual 
Empfoyees~ 1. CSC will control, properly supervise, znd bs 
responsible for all its registered representatives, iacluding any 
Dual Employees acting in their capacity as CSC registered 
representatives. 

Any materials used by CSC or the Financial Institutions 
(including required service corporations) to advertise or prmote 
the avaxlability of brokerage services under the networking 
arrangements will be approved by CSC for compliance with the 
federal securi ties laws prior to distribution. All such 
materials will be deemed to be CSC's materials, and will indicate 
clearly t&hat zhe brokerage selvices are being provided by CSC and 
not the Financial Institution or its required service 
corporation; that neither the Financial IPatitUtiOn rlOr it8 

required service corporation is a registered broker or dealer: 
that the customer will be dealing solely with CSC with respect to 
the brokerage services; and that CSC is not affiliated with the 
Financial Institution or its required service corporation. 
References to a Financial Institution in advertising Or 
promotional materials will be for the purpose of identifying the 
location where brokerage services are available Only, and Will 
not appear prominently in such materials. 

All conf irmationa, account statements, and other customer 
cmnications regarding securities transactions under the 
networking arrangements will be sent directly to the customer by 
CSC or by the issuer, transfer agent. or principal undewriter of 
the security. All downcation sent by CSC directly t0 a 
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customer, including confirmations and account stat~tB9 will 
indicate clearly that the brokerage services are provided by CSC 
and not by the Financial Irmtitution or it8 required ae=fce 
corporation. If any documentation regarding securities 
transactions is sent directly to a customer of CsC by an hmmr, 
transfer agent, or principal underwriter, CSC will be respormible 
for ensurtig that such materials comply with the federal 
securities laws: ti the name of the Financial Iastitutlon or Its 
required service corporation will not appear on such =terials. 

Zach Financial Institution (including required aemice 
corporations) will allow supervisory personnel of C$C and 
representatives of the Commlsalon, the NASD and other SROs of 
which CSC is a member, as well as ocher applicable federal and 
state qovernmentai authorities, to inspeck the Financial 
InatrtUtion4s premises where CSC conducts brokerage activities 
and any books and records maintained by CSC with respect to 
brokerage activities. Each Financial Institution (hcluding 
required service corporationa) will be deemed to be an aeeociaced 
pereon of csc within the meaning of Section 3(a) (18) of the 
Exchange Act. 

Ea~loyets of the Financial In8tltutlons (including required 
service corporations) who are not registered representatives of 
CSC will not engage ix any securitfes or investxmnt-related 
activities on behalf of CSC. Unregistered enrployeea will be 
prohibited from recoxrnending any security or giving any ocher 
form of Fnveaunent advice, describing investment vehiclea such as 
mutual funds, discussing the merit8 of any security or type of 
securi:y with a customer, or handling any question Chat night 
require fzhniliarity with the securities Fndustry or the exercise 
of judgment r egarding securities and invesunent alternatives. 
Unregistered excpfoyets will refer all securities-related 
question8 to registered reprementatfvee of CSC. 
inqui-; 

All telephone 
--es related to CSC will be answered solely by registered 

representative8 of CSC. Unregistered employees will be 
prohibited from accepting or trsaslnitting orders, handling 
cwtamer funds or securities (except that unregistered emPloyeea 
may effect electronic fundfj transfers to CSC from an account at 
the Financfal Institution or required service corporation at a 
custwner~s request) or having any involvement in securities 
transactions other than prwidlng clerical and ministerial 
assistance. 

Unregistered employeee of the Fimmcial Institutions 
(including required sewice corporation81 will not receive any 
compensation baaed on transactions in securities or the prwiaion 
of securities advice. Unregistered employee8 may, huwever, be 
paid a nominal fee for referring Financial Institution currtumers 
to c!x. The amout of any such fees, which will be unrelated to 
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the volume of securities traded by the customer, will be 
determined and paid by the Financial InstLtutfon (Or required 
semfce corporation). Unregistered eu@oyeee will be paid no 
more than one fee per cuBcomer referred. Other than this one- 
time, nozuinaL fee, unregistered erxployees will not receive any 
other coxxspensatlon, such am tripa, free meals. of mwetary 
awards, a0 the rcmult of a referral or the number of referrals 
xrade. Supervlaory employees will not receive EKlY fee8 for 
reterrala tie by their subordinates. 

CSC will provide conduct manuals to unregistered exploycee 
Of the Financial Institutions (and required service corporationa) 
that specify the limits on their ptnnisaible accivitiea, his set 

Zorch above. each Flnanctal Institution (Including required 
service corporationa, will monitor the activities of its 
unreg#stered euspLoyees, and ensure their compliance with the 
limits on their penxissible activities am Bet forth in the 
conduct manual. Furthermore, CSC will conduct periodic review6 
to asmre that the Firrancial Institutiorzs (including required 
eervice corporation51 and their unregistered employee5 comply 
wit& the lfmits on their activities set forth in the conduct 
manual. CSC aleo will provide each of its registered 
representativem with a copy of C3C*s compliance manual. 
Registered representatives will adhere to the poliCie8 and 
procedures contained in CSC's compliance msnuat. CSC will 
monitor its registered representatives' compliance in this 
mqard. 

All brokerage services provided at tire Financial 
Institutions (including required service corporations) will be 
provided by registered representative8 of C9C, either Dual 
En@oyees or othexwiee, all of whom will be registered and 
qualified a8 necessary with the Cosrmission, the NISD, and “PY 
appropriate state regulatory authorities, and all of+whom will be 
associated person8 of CSC within tbe meaning of Scctzon 3 (a) (181 
of the Eac&ange Act. Each Financial Institution (including 
required service corporationm) will agree that any Dual Employee 
whom the C~muission, the NASD, or CSC bars or suEipends from 
a8eoclation with CSC or any other broker-dealer will be 
terminated or suspended. accordfngly, fram all securities 
activities by the Fbancial Institution (and its required Bemice 
corporatianl. The eecuritiee activities of each Dual qloyee 
will be supervised by the supervisory personnel of CSC, who are 
registered smcuritles principals. The amount 0f any transactlon- 
related corqensotion paid to CSC'B registered repreacntatfvce, 
Including Dual Employees. under the networkf arrangement, will 
be deterxnined molely by CSC. For convenience with reE@ect t0 tax 
Ee;;E;al security withholding, health, retirement, and other 

transaction-related cornptneation may be paid to Dual 
mloyeek by the employer Financial Institutfon (including 
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required service corporationa), provided that it is clear that 
such payments are made on behalf of CSC from funds allocated by 
CSC for papent of Dual Employeea. 

Registered representativm are required to inform all 
3eCurlties customers, and obtain a written acknowledgment from 
such Cwtomern. that the brokerage services are being provided by 
CSC and not by the Financial Institution (or it8 required service 
corporationf , and that the offered securltiem are not guaranteed 
by the Financial Izmtitution (or its required service 
Corporation1 or insured by the Federal Depoeit In8uranCe 
Corporation ("FDIC") or any other federal or mate deposit 
garantee fund relating to financial institctions. 

CSC will not solicit customers of a Ficancial Inatirution in 
connection with the purchase or sale of the securities of that 
iPatitution.or any of its affiliates (including required service 
corporations 1. CSC may execute unsolicited transactions in the 
equity securities of the Financial Institution or its affiliate8 
(including required service corporations) 00 behalf Of a 
Financial Institution customer. provided that the customer sip 
an affidavit affirming that the transactfon was effected on an 
unsolicited basis and that the customer haa been fnfomned that 
the securities are not imured by the FLnancial fnetitUtiOn Of 

any of its affiliates (including required service cOrPOratiO=), 
the FDIC, or any other state or federal deposit guarantee fund 
relating to financial institutions. No debt securities of the 
Financial Institution or its affiliates (tiluding its required 
eentlce corporations) will be sold, on an unsolicited ba8i8 or 
otherwise, on soy part of the premisee of the FinaXial 
institution that is generally accessible to the public. 

CSC will pay a fee to the each Financial InstitUtiOIl 
(including required service corporations) baeed on all BecUritiea 
transactions that occur at or are attributable to activities 
conducted on that Financial Institution~s premises. csc will 
provide a copy of this letter to each Financial I~tifutiO~ 
(including required service corporationa) arid ~111 ensure that 

each Financial Inatitutlon (including required Bemice 
corporations) understands its obligation8 under the networking 
arrangement. 

Response: 

On the baoie of your ropreoentations and the facts 
presented, and strict adherence thereto by CSC, the Financial 
LzUtftutioos (including required service corporations) aad their 
unregistered employees, and particufarly ic view of the fact that 
CSC is a registered broker-dealer and all pereonnel engaged in 
securities activities under the networkhg arrangements wrll be 
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fully subject to the regulatory requirements of the federal 
securities lawe ti the applicable rules of SROs, the staff would 
not recomnend enforcement action to the ConnnissiO~ under Section 
1s Ia) (1) of the Exchange Act If CSC offer8 brokerage services 
under the networking arrangements described above without the 
Financial Inatitutione (including required service COrpOtatfOXl8) 
and their unregistered employees registering a8 broker-dealers 
under Section 15 (bl of the Exchange Act. This staff position ia 
baaed in part on CSC's representation that it Will Coptrol, 
properly supervise, and be responsible for all registered 
representativea participating in the networking atrazrgments. 
Consequently, any designation of such registered repreSentatiVea 

as "independent contractorBY will have no effect on CSC's 
responsibilities under the federal securftiea laWe, including 
without LirnltatLon Sect:ons 15(b) and 20(a) of the Exchage Act.l 

This position concerxs enforcement action ody and doee not 
represent a legal conclusaon regarding the applicability of the 
statutory or regulatory proviafona of the federal securities 
laws. Moreover, this position is based Solely on the 
repreeentations that you have made: any different fact8 Or 

conditions may require a different responee. 

Sincerely, 

Catherine McCuire 
Chief Counsel 

'Sg$ Hollinger v. Titan Capital Corp., 914 F.2d 1564, 1572- 

78 (9th Cir. 19901, wt. du, 111 S. Ct. 1621 (1991). 


