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Report Pursuant to Section 620 of the
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Introduction

The Board of Governors of the Federal Reserve System (Board), Federal Deposit Insurance
Corporation (FDIC), and Office of the Comptroller of the Currency (OCC) prepared this report
pursuant to section 620 of the Dodd—-Frank Wall Street Reform and Consumer Protection Act
(Dodd—Frank).*

Section 620 requires the federal banking agencies to conduct a study of the activities and
investments that banking entities? may engage in under state and federal law. In carrying out the
study, the federal banking agencies are required to review and consider (i) the type of
permissible activities and investments of banking entities; (ii) the risks, including financial,
operational, managerial, or reputational, associated with or presented as a result of such activities
or investments; and (iii) the risk mitigation activities undertaken by banking entities with regard
to such risks.

After completion of the study, the agencies must prepare a report that includes recommendations
regarding (i) whether the activities or investments have or could have a negative effect on the
safety and soundness of the banking entities or the U.S. financial system, (ii) the appropriateness
of the conduct of the activities or types of investment by banking entities, and (iii) additional
restrictions as may be necessary to address risks to safety and soundness arising from the
permissible activities or types of investments of banking entities. As the statute requires, the
agencies are providing this report to the Committee on Financial Services of the U.S. House of
Representatives, the Committee on Banking, Housing, and Urban Affairs of the U.S. Senate, and
the Financial Stability Oversight Council (FSOC).

The report contains three sections. The Board prepared the first section, which covers state
member banks, depository institution holding companies, Edge Act and agreement corporations,
and the U.S. operations of foreign banking organizations (FBO). The FDIC prepared the second
section, which covers state nonmember banks and state savings associations. The OCC prepared
the third section, which covers national banks, federal savings associations, and federal branches
and agencies of foreign banks. Each section discusses activities and investments of the banking
entities the agency regulates and supervises, including associated risks, applicable risk mitigation
activities and legal limitations, and specific recommendations.

1 pub. L. No. 111-203 (July 21, 2010). The agencies are referred to collectively in this report as “the federal banking
agencies” or “agencies.”

Z Section 620 defines the term “banking entity” by cross-reference to section 619. Subject to an exception for trust
institutions, the term means any insured depository institution, any company that controls an insured depository
institution or that is treated as a bank holding company for purposes of section 8 of the International Banking Act of
1978 (IBA), and any affiliate or subsidiary of any such entity. 12 USC 1851(h)(1).



Section |: Federal Reserve

The Federal Reserve has supervisory and regulatory authority over a wide range of firms that are
defined as banking entities for purposes of section 620 of Dodd-Frank. In particular, the Federal
Reserve is the federal supervisor and regulator of all U.S. bank holding companies (BHC),
including financial holding companies (FHC), and state-chartered commercial banks that are
members of the Federal Reserve System (state member banks). The Federal Reserve also
supervises the operations of all Edge Act and agreement corporations, the international
operations of state member banks and U.S. BHCs, and the U.S. operations of FBOs. In addition,
Dodd—Frank transferred authority for consolidated supervision of more than 400 savings and
loan holding companies (SLHC) and their nondepository subsidiaries from the Office of Thrift
Supervision (OTS) to the Federal Reserve.?

The Federal Reserve is responsible for ensuring the safety and soundness of the banking entities
it supervises and carries out this responsibility through the exercise of its supervisory and
regulatory authority. The Federal Reserve carries out its mandate to ensure the safety and
soundness of these entities through examinations; the development and implementation of
supervisory policy (rulemakings, supervision and regulation letters, policy statements, and
guidance); review and approval or denial of proposed expansions of activities and operations
including mergers; enforcement of applicable laws and regulations; and ongoing staff
development to meet evolving supervisory responsibilities. The Federal Reserve also employs
macroprudential policy tools that are designed to increase the resilience of banking entities,
which help reduce vulnerabilities in the financial system.*

The Federal Reserve employs a risk-focused framework for supervising the banking entities for
which it is responsible. Under this framework, the Federal Reserve’s supervision of a banking
entity focuses on those areas that pose the greatest risk to the soundness of the institution and to
U.S. financial stability. The risk-focused supervisory process is designed to be dynamic and
forward-looking so that the Federal Reserve can respond to changes in the condition of
individual institutions and developments in the market, such as product innovation, technological
advances, and new risk-management techniques. The process also is designed to reduce
regulatory burden and duplication.

This section of the report focuses on activities and investments of banking entities subject to
Federal Reserve regulation and supervision with a focus on activities and investments authorized
pursuant to the Gramm-Leach—Bliley Act (GLBA).® The GLBA significantly expands the

® The Federal Reserve also has supervisory and regulatory authority for nonbank financial firms and financial
market utilities designated by the FSOC as systemically important. These organizations are not “banking entities”
for purposes of section 620 of Dodd-Frank.

* See, e.g., Federal Reserve System, “Framework for Implementing the U.S. Basel |11 Countercyclical Capital
Buffer,” 81 Fed. Reg. 5661 (February 3, 2016) (proposed policy statement).

®Pub. L. No. 106-102, 113 Stat. 1338 (1999).



permissible activities and investments for many of the Board-regulated banking entities to
include activities that are financial in nature such as (i) securities underwriting and dealing, (ii)
insurance underwriting and agency activities,® and (iii) merchant banking activities that involve
the investment in, and potential ownership of, nonfinancial companies and products.’

General Overview of Activities and Investments of Banking Entities
Regulated by the Federal Reserve

Activities and Investments of BHCs

The Bank Holding Company Act (BHC Act), enacted in 1956, provides a statutory framework
for the supervision and regulation of most domestic and foreign companies that control an
insured depository institution.® In addition to protecting the safety and soundness of corporately
controlled banks, a principal purpose underlying the BHC Act is ensuring the separation of
banking from commerce.” To this end, the BHC Act limits the expansion of BHCs into
nonbanking activities. Specifically, section 4 of the BHC Act generally prohibits a BHC from
acquiring “ownership or control of . . . any company which is not a bank” or engaging “in any
activity other than those of banking or of managing or controlling banks and other subsidiaries
authorized under th[e] Act.”*° The BHC Act provides certain limited exceptions for investments
and activities related to owning and controlling banks. For example, BHCs are permitted to
acquire shares of a nonbank company or nonbanking assets in satisfaction of debt previously

612 USC 1843(k)(4)(B) and (E).
712 USC 1843(k); 12 USC 1843(0).

® The activities and investments that BHCs are permitted to engage in are prescribed by the BHC Act. The Board’s
Regulation Y (12 CFR 225) and Regulation K (12 CFR 211) represent the comprehensive regulatory
implementation of the various provisions of the BHC Act that govern the activities of BHCs, including FHCs.

°See S. Rep. No. 100-19 (1987); S. Rep. No. 91-1084 (1970); H.R. Rep. No. 84-609 (1955). Congress reaffirmed its
desire to maintain the general separation of banking and commerce as recently as 1999, when it passed the GLBA.
That act amended the Home Owners’ Loan Act (HOLA) to end the exception that allowed commercial firms to
acquire a federally insured savings association. At the same time and after lengthy debate, Congress decided to
allow FHCs to engage in only those activities determined to be financial in nature or incidental or complementary to
financial activities. In fact, in passing the GLBA, Congress rejected earlier proposals that would have allowed FHCs
to engage generally in a “basket” of commercial activities or that would have allowed commercial firms to acquire a
small bank without becoming subject to the BHC Act. The GLBA did provide certain nonbanking firms that became
a FHC after November 1999 up to 10 years to divest their impermissible commercial holdings if the firm was and
remained “predominantly financial.” See 12 USC 1843(n). All commercial investments held under this authority
were required to be divested no later than November 12, 2009.

1012 USC 1843(a)(1) and (2).



contracted in good faith®* or invest in a company that furnishes services to or performs services
for the BHC or its banking subsidiaries.*?

In addition, the BHC Act permits limited investments in companies that engage in nonbanking
activities. Sections 4(c)(6) and 4(c)(7) permit BHCs to invest in any company, directly or
indirectly through a wholly owned subsidiary, provided the investment does not exceed 5 percent
of the outstanding voting shares, and up to 25 percent of the total equity, of the target company.
The ownership limitation helps ensure that BHCs do not obtain control of nonfinancial
companies in contravention of the policy of maintaining the separation of banking and
commerce.

Under section 4(c)(8), a BHC may engage directly or indirectly in activities that the Board has
determined to be so closely related to banking or managing or controlling banks as to be a proper
incident thereto.*® The authority of section 4(c)(8) represents the principal means by which a
BHC may engage in activities other than those of banking or managing or controlling banks. A
BHC must obtain the Board’s approval prior to initiating activities pursuant to section 4(c)(8).
The BHC Act requires the Board, in acting on a 4(c)(8) request, to consider whether the proposal
“can reasonably be expected to produce benefits to the public, such as greater convenience,
increased competition, or gains in efficiency, that outweigh possible adverse effects, such as
undue concentration of resources, decreased or unfair competition, conflicts of interests, unsound
banking practices, or risk to the stability of the U.S. banking or financial system.”** As part of its
evaluation of these factors, the Board reviews the financial and managerial resources of the
company involved, the effect of the proposal on competition in the relevant markets, the risk to
the stability of the U.S. banking or financial system, and the public benefits of the proposal.*

The GLBA, enacted in 1999, amended the BHC Act to allow BHCs that qualify as FHCs to
engage in an expanded range of permissible activities. Under the GLBA, a BHC may elect to be
an FHC only if all of the depository institutions controlled by the BHC are well capitalized, well
managed, and have at least a “satisfactory” rating at the most recent examination of the
institution under the Community Reinvestment Act*® (CRA).'" The GLBA permits FHCs to

1112 USC 1843(c)(2).

1212 USC 1843(c)(1). See appendix 1 for a complete list of the exceptions to the nonbanking prohibitions under
section 4(c) of the BHC Act.

13 Section 225.28(b) of the Board’s Regulation Y lists permissible nonbanking activities that the Board has deemed
to meet these criteria. 12 CFR 225.28(b). The Board also has permitted by order, on an individual basis, certain
activities that it has considered to be closely related to banking under section 4(c)(8) of the BHC Act. In doing so,
the Board did not expand the list of permissible activities under section 225.28(b) of Regulation Y. See appendix 2
for a complete list of the activities that have been determined to be closely related to banking under section 4(c)(8)
of the BHC Act.

4 See 12 USC 1843(j)(2)(A); 12 CFR 225.26.
.

1612 USC 2903 et seq.



engage in a broad range of activities that are defined by the GLBA to be financial in nature or
incidental to a financial activity, or that the Board, in consultation with the Secretary of the
Treasury, determines to be financial in nature or incidental to a financial activity.*® The GLBA
also allows an FHC to seek Board approval to engage in any activity that the Board determines
both to be complementary to a financial activity and not to pose a substantial risk to the safety
and soundness of depository institutions or the financial system generally.*® At the same time the
GLBA expands permissible activities for FHCs, it limits activities permissible for other BHCs
under section 4(c)(8) of the BHC Act to those that the Board had approved by order or regulation
before the enactment of the GLBA.?°

Activities and Investments of State Member Banks

The Federal Reserve also is responsible for the supervision and regulation of state chartered
commercial banks that choose to become members of the Federal Reserve System.?! As a
general matter, the activities of an insured state bank, including one that is a member of the
Federal Reserve System, are governed by the laws of the state in which the bank is located and
applicable federal law.

The Federal Reserve Act (FRA) provides that “any [state] bank becoming a member of the
Federal Reserve System shall retain its full charter and statutory rights as a state bank ... and may
continue to exercise all corporate powers granted it by the State in which it was created. ...”%
However, the Federal Reserve “may limit the activities of State member banks and subsidiaries
of State member banks in a manner consistent with section 24 of the Federal Deposit Insurance
Act” (FDI Act).? Section 24 of the FDI Act generally provides that a state bank may not engage

1712 USC 1843(I)(2).
18 12 USC 1843(K).
.

2012 USC 1843(c)(8).

21 A state-chartered bank proposing to become a member of the Federal Reserve System or a national bank
converting to a state charter and desiring to remain a member of the Federal Reserve System must file an application
for prior Federal Reserve approval. 12 CFR 208.3. A state member bank must receive the prior approval of the
Board before making any significant change in the general character of its business. Changes in the general
character of a bank’s business would include, for example, providing a significant level of credit facilities to a new
customer base or in a new geographic area or concentrating solely on subprime lending or leasing activities. These
activities can present novel risks for banking organizations, depending on how they are conducted and managed and
also may present risks to the deposit insurance fund. In many cases, these activities involve aggressive growth plans
and may give rise to significant financial, managerial, and other supervisory issues. A significant change in a bank’s
business plan without the Board’s prior approval may be considered a violation of Regulation H and may be
addressed through supervisory action. See 12 CFR 208.3(d)(1).

2212 USC 330.

Zd.



as principal in any activity that is not permissible for national banks.** As a consequence, the
activities of national banks outlined by the OCC generally represent the activities that state-
chartered banks may engage in as principal.

State member banks may establish operations subsidiaries to engage in the same activities as,
and subject to the same limitations as would be applied to, the parent bank.? The authority to
operate through an operations subsidiary permits state member banks to exercise their incidental
powers to organize their operations in the manner that they believe best facilitates the
performance of their activities.

In addition, U.S. BHCs and banks generally may conduct a wider range of activities abroad than
they may conduct in the United States. U.S. BHCs and banks may engage in international
operations that are usual in connection with the conduct of banking abroad through a variety of
means, including through the establishment of foreign branches; investments in Edge
corporations, which are chartered and regulated by the Board; or investments in so-called
agreement corporations, which are similar to Edge corporations and are organized under state or
federal law.?” Edge and agreement corporations are international banking vehicles whose
activities are governed by the Board’s Regulation K and the FRA. Edge and agreement
corporations may engage in international banking or financial activities (free of certain U.S.
banking restrictions) and in activities in the United States that are incidental to their international
or foreign business. These activities and their limitations, including with regard to scope and
conduct, are listed in the Board’s Regulation K.?

Activities and Investments of FBOs Operating in the United States

FBOs have been operating in the United States for more than a century, but the U.S. branches
and agencies of these organizations were not subject to supervision or regulation by any federal
banking agency before 1978. In 1978, Congress enacted the IBA, which subjected U.S. branches
and agencies of foreign banks to federal supervision. The IBA established a policy of “national
treatment” for FBOs operating in the United States to promote competitive equality between

# See 12 USC 1831a(a). State banks are permitted to engage in activities as principals that are not permitted for
national banks if the FDIC determines that the activity would not pose significant risk to the Deposit Insurance Fund
and the bank continues to comply with applicable capital standards set by the appropriate federal banking agency.
The Federal Reserve may also limit the activities of state member banks in a manner consistent with section 24 of
the FDI Act. See 12 USC 330.

%12 CFR 250.141.
%12 USC 611 et seq.

2T Agreement corporations are called such because they must enter into an agreement with the Board providing that
they will not exercise any power impermissible for an Edge corporation.

%8 See 12 USC 611 et seq.; 12 CFR 211.6 and 12 CFR 211.8.



FBOs and domestic institutions.? This policy generally gives FBOs operating in the United
States the same powers as U.S. banking organizations and generally subjects FBOs to the same
restrictions and obligations that apply to the domestic operations of U.S. banking
organizations.® Under this regulatory structure, FBOs that own U.S. banks or that operate in the
United States through a branch, agency, or commercial lending company subsidiary are treated
as BHCs and are subject to the BHC Act.*! As such, under the BHC Act and the IBA, the
Federal Reserve is responsible for approving, reviewing, and monitoring the U.S. nonbanking
activities of FBOs that have a branch, agency, commercial lending company, or subsidiary bank
in the United States.

The U.S. activities and investments of FBOs generally are subject to the same limitations as
domestic banking organizations under the policy of national treatment. U.S. law does permit
FBOs that are or are treated as BHCs to engage in the same business activities in the United
States that they conduct abroad, subject to the Board’s prior approval. In authorizing these
activities, the Board must consider whether the conduct of such activities is in the public interest
and not substantially at variance with the BHC Act.*

Activities and Investments of SLHCs

The statutory framework governing the activities and investments of SLHCs distinguishes
between SLHCs that owned only one thrift (unitary SLHCs) and those that own more than one
thrift (multiple SLHCSs). Historically, multiple SLHCs were generally permitted to engage in
financial activities but were limited in their commercial activities.** Unlike multiple SLHCs,
unitary SLHCs were permitted to operate without activity restrictions.®* In passing the GLBA,
Congress sought to lessen the disparity between the permissible activities of unitary and multiple
SLHCs. In particular, the GLBA subjected unitary and multiple SLHCs to the same activities
restrictions, which generally limited these companies’ activities to “financial activities.”® The

2 pyb. L. No. 95-369, 92 Stat. 607.

% The Federal Reserve has responsibility to regularly examine the U.S. operations of foreign banks. Supervisory
actions resulting from examinations may be taken by the Federal Reserve alone or with other agencies.

%1 See 12 USC 3106(a).

%212 USC 1841(h) and 12 USC 1843(c)(9). To take advantage of this exception, a foreign entity that an FBO would
use to engage in activities in the United States must derive most (more than half) of its revenues and assets from
outside the United States, and the foreign entity may engage in the United States in only the same line of business it
conducts outside the United States, i.e., its nonbanking and nonfinancial activities in the United States are the same
as or related to its international business. Regulation K implements these two statutory provisions in a two-step
process: first, Regulation K applies the nonbanking restrictions of section 4 of the BHC Act to any FBO, and
second, Regulation K provides section 4(c)(9) and 2(h) exemptions to “qualifying foreign banking organizations.”

¥ HOLA governs the activities of SLHCs. 12 USC 1467a(c).
¥ Pub. L. No. 73-43, 48 Stat. 128 (1933).

% pub. L. No. 106-102, 113 Stat. 1434 (1999).



act included a provision that grandfathered those unitary SLHCs that were already in existence at
the time of the act’s passage (grandfathered unitary SLHCs or GUSLHCs), permitting them to
continue to operate without activity restrictions. Dodd—Frank made important alterations to the
statutory framework governing SLHCs, including by transferring from the OTS to the Board the
responsibility for supervision of SLHCs and their nondepository subsidiaries and by subjecting
SLHCs to the requirements applicable to FHCs.*®

Activities and Investments Authorized for Banking Entities
Regulated by the Federal Reserve Under the GLBA and Dodd-Frank

Overview of FHC Status and Changes Made by the GLBA and Dodd-Frank

As previously discussed, the GLBA significantly expanded the range of permissible activities of
certain BHCs (including FBOs that are or are treated as BHCs) and SLHCs. In particular, the
GLBA created the FHC status and authorized BHCs and FBOs that qualify and elect to become
FHCs to engage in a broad range of financial activities directly or through affiliation with
securities firms, insurance firms, and other financial companies.*’

The GLBA includes conditions that must be met for a BHC or an FBO to qualify as an FHC. In
particular, the GLBA requires that all depository institutions controlled by the BHC be well
capitalized and well managed and have a CRA rating of “satisfactory” or better. In addition,
section 606(a) of Dodd-Frank adds to these requirements that the holding company itself must
be well managed and well capitalized.*®

An FHC is permitted to engage in any activity that (i) the GLBA defines as financial in nature or
incidental to a financial activity, or (ii) the Board, in consultation with the Secretary of the
Treasury, determines to be financial in nature or incidental to a financial activity. The GLBA
defined a list of activities as financial, including securities underwriting, dealing and brokerage
activities, insurance underwriting and agency activities, merchant banking, and insurance
company portfolio investment activities.* If a BHC qualifies as an FHC and provides notice to

% Dodd—Frank also transferred supervisory functions related to federal savings associations and state savings
associations to the OCC and the FDIC, respectively. In addition, the act provided for the use of an intermediate
holding company (IHC) as a mechanism for segregating a GUSLHC’s financial and nonfinancial activities. Dodd—
Frank section 626, 124 Stat. 1638 (codified at 12 USC 1467b). The purpose of segregating a GUSLHC’s financial
activities from its nonfinancial activities is to ensure appropriate supervision and regulation of the former while also
ensuring that such regulation does not extend to the latter. As the Board gains more experience with supervision of
GUSLHCs, the Board will gain insight into the efficacy of the IHC provisions.

% The authority for FHCs to engage in these new activities is in section 4(k) of the BHC Act, 12 USC 1843(k).
% 12 USC 1843(1)(1). With regard to an FBO that operates a branch or agency or that owns or controls a commercial
lending company in the United States, the GLBA requires the Board to apply comparable capital and management

standards that give due regard to the principle of national treatment and equality of competitive opportunity.

%912 USC 1843(k)(4).



the Board, the company may engage directly or indirectly in any of the financial activities
authorized under the BHC Act, without having to seek prior approval of the Board.

The GLBA also allows an FHC to seek Board approval to engage in any activity that the Board
determines (i) is complementary to a financial activity and (ii) does not pose a substantial risk to
the safety and soundness of depository institutions or the financial system generally.** BHCs and
FBOs that do not qualify as FHCs are limited to engaging in those nonbanking activities that
were permissible under section 4(c)(8) of the BHC Act before enactment of the GLBA, thus
limiting the ability of BHCs and FBOs that are not FHCs to expand their activities.

The GLBA authorized banks, including state member banks and national banks, to engage in
some of the financial activities authorized under section 4(k) of the BHC Act through financial
subsidiaries.** Unlike operations subsidiaries, financial subsidiaries are permitted to engage in
activities that are not permissible for their parent banks.** A financial subsidiary is permitted to
engage in activities that have been determined to be financial in nature, although they are
specifically prohibited from engaging in merchant banking and insurance underwriting.** In
order to protect the safety and soundness of parent banks, the GLBA applies certain restrictions
to financial subsidiaries that do not apply to operations subsidiaries, including restrictions on
transactions between the bank and the financial subsidiary.*

As noted, the GLBA permits SLHCs to engage in financial activities permitted for FHCs under
section 4(k) of the BHC Act. Prior to Dodd-Frank, the OTS interpreted this grant of authority as
permitting SLHCs to engage in these financial activities without having to meet the CRA
requirements and enhanced financial and managerial standards that BHCs are required to meet to
engage in the same activities.* Dodd—Frank amended the HOLA to provide that SLHCs may
engage in 4(k) financial activities only after they make an effective election to be treated as an

“ To implement the provisions of the GLBA that govern FHCs, the Board amended Regulation Y by adding subpart
| for FHCs. With respect to permissible activities of FHCs, the regulation includes activities that previously were
determined to be closely related to banking under section 225.28 of Regulation Y, activities that are usual in
connection with transactions of banking abroad (including those in section 211.10 of Regulation K), and other
activities defined as financial in nature by the GLBA. 12 CFR 225.81 et seq.

*1 Pub. L. No. 106-102, 113 Stat. 1338 (1999).
“2|d. at section 121, 113 Stat. 1373 (codified at 12 USC 24a).

*% Section 208.72 of the Board’s Regulation H provides a comprehensive list of the activities that financial
subsidiaries of state members are permitted to engage in. 12 CFR 208.72.

* Financial subsidiaries are considered affiliates of the member bank under the Board’s Regulation W. 12 CFR
223.2. Accordingly, transactions between a bank and its financial subsidiaries are subject to the individual and
aggregate quantitative limits and collateral requirements of sections 23A and 23B of the FRA.

%% 12 USC 1467a(c)(9)(A)-(B). See also Federal Reserve System, “Authority for Certain Savings and Loan Holding
Companies to Engage in Financial Activities,” 66 Fed. Reg. 56488 (November 8, 2001). Prior to the transfer date, in
order to engage in 4(k) activities, SLHCs generally were not required to make any pre- or post-notice filings with
the OTS. See id.



FHC.*® In light of this change, the Board has imposed the same requirements on SLHCs seeking
to engage in 4(k) financial activities as are required of BHCs seeking to engage in the same
activities.”’

Discussion of Activities and Investments Authorized under the GLBA

As noted, the GLBA significantly altered the legal framework governing the permissible
affiliations and activities of banking organizations in the United States by, among other things,
permitting banks, securities firms, and insurance companies to affiliate with each other through
the FHC structure. In addition to the financial and financially-related activities generally
authorized for all FHCs, the GLBA also grandfathered the commodities activities of certain
FHCs. The investments and activities authorized under the GLBA (collectively, covered
investments and activities) and the framework for regulating and supervising them are discussed
in detail further in this report.

Tables 1.1 and 1.2 on the following page provide information on the number of BHCs, the
number of FHCs, and information on the total assets of BHCs and FHCs. Table 1.3 on the
following page provides further details concerning the aggregate asset size of BHCs and FHCs.*®
The number of FHCs in comparison to the total number of BHCs and SLHCs reflects in large
part the fact that few community banking organizations have chosen to conduct financial
activities that require FHC status, and does not indicate that those banking organizations would
fail to meet the qualifications to become an FHC.

%8 12 USC 1467a(c)(2).

*" Federal Reserve System, “Availability of Information,” 76 Fed. Reg. 56508, 56510 (September 13, 2011).
*® The information provided in this section of the report differentiates between those BHCs and FHCs whose
ultimate parent (top tier or top holder) is or is not incorporated domestically in the United States. Those with

ultimate parents that are not located in the United States are designated as foreign BHCs or FHCs. To avoid double
counting, only the top tier BHC in a multi-tier organization is included in the data.
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Table 1.1: Aggregate Number of BHCs, SLHCs, and FHCs

12/31/2012 12/31/2013 12/31/2014 12/31/2015

Number of domestic BHCs 4,573 4,479 4,361 4,213
Number of foreign BHCs 30 30 28 27
Total number of BHCs 4,603 4,509 4,389 4,240
Total number of SLHCs 368 334 296 260
Number of domestic BHCs that are also FHCs 410 419 426 440
Number of foreign BHCs that are also FHCs 13 13 13 14
Total number of BHCs that are also FHCs 423 432 439 454
Total number of SLHCs that are also FHCs 6 7 9 8
Percentage of BHCs that are also FHCs 9% 10% 10% 11%
Percentage of SLHCs that are also FHCs 2% 2% 3% 3%
Table 1.2: Aggregate Assets of BHCs and FHCs (Billions)

12/31/2012 12/31/2013 12/31/2014 12/31/2015
Assets of domestic BHCs $14,638 $14,817 $15,440 $15,707
Assets of foreign BHCs $2,082 $2,112 $2,163 $2,308
Total assets of BHCs $16,720 $16,929 $17,603 $18,015
Total assets of SLHCs $2,890 $2,665 $2,596 $2,426
Assets of domestic BHCs that are also FHCs $12,537 $12,903 $13,439 $13,514
Assets of foreign BHCs that are also FHCs $1,871 $1,907 $1,897 $2,029
Total assets of BHCs that are also FHCs $14,408 $14,810 $15,336 $15,543
Total assets of SLHCs that are also FHCs $52 $58 $61 $58
Total assets of BHCs that are also FHCs as a 86% 87% 87% 86%

% of BHC total assets

Total assets of SLHCs that are also FHCs as a
% of SLHC total assets

2%

2%

2%

2%
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Table 1.3: Number of U.S.-based FHCs by Asset Size as of 12/31/2015

BHCs that are Total number of SLHCs that are Total number of
Asset size FHCs BHCs FHCs SLHCs
Over $250 billion 12 12 0 4
$50 billion to $250
billion 21 25 0 4
$10 billion to $50
billion 32 52 2 13
$1 billion to $10
billion 132 458 2 47
$150 million to $1
billion 220 2138 4 126
Less than $150
million 37 1555 0 66

Securities Underwriting and Dealing

Before the adoption of the GLBA, BHCs were permitted to engage to a limited extent through a
so-called section 20 subsidiary in underwriting and dealing in securities that a member bank may
not underwrite or deal in directly (bank-ineligible securities). Such a subsidiary was called a
section 20 subsidiary in reference to section 20 of the Glass—Steagall Act, which limited
affiliations between certain securities companies and banks.* A section 20 subsidiary was
limited to deriving no more than 25 percent of its gross revenue from underwriting or dealing in
bank-ineligible securities.

The GLBA created a “two-way street” between securities firms and banking organizations,
significantly expanding the ability of BHCs to engage in securities underwriting and dealing
(including acquiring a full-service securities firm) and, as a result, the ability of securities firms
to affiliate with banks through the FHC structure. Specifically, the GLBA repealed section 20 of
the Glass—Steagall Act and expressly permitted FHCs to underwrite and deal in all types of
securities, including corporate debt and equity securities, without limit as to the amount of
revenue the subsidiary may derive from underwriting and dealing in bank-ineligible securities.>*
Additionally, an FHC’s broker-dealer subsidiaries are allowed to engage in dealing activities

“9 Section 20 of the Glass-Steagall Act prohibits banks from being affiliated with any organization that is “engaged
principally” in securities underwriting or dealing in bank ineligible securities. However, the statute does not define
“engaged principally.” The Board has interpreted section 20 to permit BHCs to own subsidiaries that engage in
underwriting and dealing in bank-ineligible securities as long as the revenue generated from the subsidiaries’
ineligible securities activities amounts to no more than 25 percent of the total revenues they generate.

%0 A section 20 subsidiary also may be limited, by the terms of the Board’s approval order, in the types of securities
that it may underwrite or deal in. Moreover, no section 20 subsidiary may underwrite or deal in shares of an open-
end investment company or mutual fund.

51 See 12 USC 1843(K)(4)(E); GLBA section 101, Pub. L. No. 106-102, 113 Stat. 1341 (1999).
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without having to comply with the 5 percent ownership restriction that applies to section 20
subsidiaries. Without these restrictions, FHCs are able to structure their securities operations

more efficiently and to compete more effectively with securities firms that are not affiliated with

banks.

Table 1.4 provides information on the number of FHCs that have subsidiaries that engage in
securities underwriting and dealing activities.

Table 1.4: Securities Underwriting and Dealing Activities of FHCs

Number of FHCs engaged in securities

underwriting 12/31/2012 12/31/2013 12/31/2014 12/31/2015
Domestic FHCs 36 33 32 30
Foreign FHCs 22 22 22 19
Total 58 55 54 49

Insurance Underwriting and Agency Activities

Before the GLBA, insurance underwriting and agency activities of BHCs in the United States
were limited by the Garn—St Germain Depository Institution Act of 1982 (Garn-St Germain
Act), which generally prohibited BHCs from underwriting or selling any type of insurance.>
There were certain exceptions to this general prohibition, the most important of which permitted
BHCs to (i) underwrite and sell certain types of credit-related insurance and (ii) to sell any type
of insurance as agent in places that have a population of 5,000 or less. Under the GLBA, FHCs
are permitted to underwrite or sell any type of insurance underwriting or agency activities
without geographic limit.>® The GLBA permits an FHC to acquire any type of insurance
company or insurance agency, and it permits insurance companies and insurance agencies to
acquire or affiliate with a bank through the FHC structure. Moreover, an insurance underwriting
subsidiary of an FHC is allowed to invest the company’s assets in accordance with state law
governing such investments.>* As a result of the GLBA and marketplace developments, many
banking entities have increased the range and volume of their insurance and annuities sales
activities.>

52 pyb. L. No. 97-320, 96 Stat. 1469 (1982). The GLBA also expanded the ability of banks to sell any type of
insurance nationwide through a financial subsidiary of the bank. It should also be noted that many BHCs, before and
after enactment of the GLBA, have conducted insurance sales through a subsidiary bank of the holding company
under other legal authorities. For many years, state-chartered banks have generally been able to sell insurance as
agent, either directly or through a subsidiary, to the extent permitted by the law of the bank’s chartering state.

*% See 12 USC 1843(k)(4)(B).

> See 12 USC 1843(k)(4)(1). However, an FHC and its insurance company subsidiary are prohibited from routinely
managing or operating any company acquired under such authority except as may be necessary or required to obtain
a reasonable return on the investment.

% To the extent permitted by applicable law, banking entities may conduct insurance and annuity sales activities

through a variety of structures and delivery channels, including ownership of an insurance underwriter or an
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Table 1.5 provides information on the number of FHCs that engage in insurance underwriting
activities.

Table 1.5: Number of Financial Holding Companies Engaged in Insurance Underwriting Activities

FHCs engaged in GLBA insurance

underwriting activities 12/31/2012 12/31/2013 | 12/31/2014 | 12/31/2015
Domestic FHCs 36 39 39 37
Foreign FHCs 2 3 1 1
Total 38 42 40 38

Reported insurance underwriting assets
(billions) $86.7 $65.8 $64.5 $59.4

Merchant Banking

The GLBA permits FHCs to make a broader range of investments in commercial companies. The
merchant banking provision of the GLBA®® permits an FHC to make investments, as part of a
bona fide underwriting, merchant banking, or investment banking activity, in any type of
ownership interest (including voting and nonvoting interest) of any nonfinancial company
(including corporations, partnerships, limited liability companies and other entities) engaged in
an activity not otherwise authorized for an FHC under section 4 of the BHC Act. These
investments may be in any amount, including up to all of the ownership interest, of a company
(portfolio company), and may be made by the FHC directly or through any subsidiary (other than
through a depository institution or subsidiary of such institution). To ensure that the merchant
banking authority is used to make only bona fide financial investments, as well as to further the
fundamental purposes of the BHC Act of maintaining the separation of banking and commerce
and promoting safety and soundness, the GLBA permits such investments to be held for a period
of time to enable the sale or disposition on a reasonable basis and generally prohibits an FHC
from routinely managing or operating a nonfinancial company held as a merchant banking
investment. In 2001, the Board, jointly with the Secretary of the Treasury, issued regulations
implementing the merchant banking provision of the GLBA and the associated restrictions on
holding periods and routine management.>

insurance agency or broker, the employment by a bank of licensed agents, a joint marketing arrangement with a
producer, independent agents located at a bank’s office, direct mail, telemarketing, and Internet marketing.

% 12 USC 1843(K)(4)(H).
> Federal Reserve System, “Bank Holding Companies and Change in Bank Control,” 66 Fed. Reg. 8466 (January

31, 2001) (codified at 12 CFR 225.170 et seq.). The regulation allows FHCs to hold merchant banking investments
for up to 15 years.
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Table 1.6 provides information on the number of FHCs that engage in merchant banking

activities.

Table 1.6: Number of FHCs Engaged in Merchant Banking Investment Activities

FHCs holding merchant

banking assets under

GLBA 12/31/2012 12/31/2013 12/31/2014 12/31/2015
Domestic FHCs 17 17 16 16
Foreign FHCs 5 5 5 5
Total 22 22 21 21
Reported carrying value of

merchant banking $49.30 $43.40 $31.98 $26.78
investments (billions)

Complementary Activities

In addition to permitting FHCs to engage in financial activities, the GLBA permits an FHC to
seek, on a case-by-case basis, prior approval to engage in any activity that the Board determines
(1) is complementary to a financial activity and (ii) does not pose a substantial risk to the safety
and soundness of depository institutions or the financial system generally.>® Complementary
authority allows FHCs to engage, on a limited basis, in activities that, although not financial in
nature, are so meaningfully connected to financial activities that they complement the financial
activities. In this way, FHCs would not be disadvantaged by market developments if commercial
activities evolved into financial activities or competitors found innovative ways to combine
financial and nonfinancial activities.

Since passage of the GLBA, the Board has approved a number of activities as complementary
activities. These activities include disease management and mail order pharmacy activities,> as
well as activities related to physical commodities,® such as trading in energy-related

%812 USC 1843(k)(1)(B); 12 CFR 225.28(b)(8)(ii). The BHC Act provides the Board with exclusive authority to
determine that an activity is complementary to a financial activity. Factors that the Board must consider under the
BHC Act when acting on a complementary activity request include safety and soundness of the activity and possible
adverse effects, such as decreased or unfair competition.

% See “Order Determining that Certain Activities are Complementary to the Financial Activity of Underwriting and
Selling Health Insurance,” 93 Fed. Res. Bull. C133 (2007).

% The Board authorizes firms to conduct complementary physical commodities activities on a case-by-case basis. In
all, the Board has authorized a dozen firms to engage in complementary physical commaodities activities, including
Bank of America Corporation, Barclays Bank PLC, BNP Paribas, Citigroup Inc., Credit Suisse, Deutsche Bank AG,
JP Morgan Chase & Co., Scotiabank, Société Générale, the Royal Bank of Scotland Group PLC, UBS AG, and
Wells Fargo & Company. The Board’s approvals regarding section 4(k) are publicly available. See, e.g., Board
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commodities and energy tolling and management services.®* Physical commodity trading
activities involve purchasing and selling physical commaodities (such as oil, natural gas,
agricultural products, and other nonfinancial commodities) in the spot market and taking and
making delivery of such commodities in connection with engaging as principal in commodity
derivatives. Energy tolling entails making periodic fixed payments to the owner of a power
generation facility in exchange for the right to all or part of the plant’s power output; it also
includes supplying fuel and making payments to cover the owner’s variable costs plus a profit
margin. Energy management services consist primarily of acting as a financial intermediary
(providing transactional and advisory services) to power plant owners by substituting the FHC’s
credit and liquidity for those of the power plant owner to facilitate the owner’s purchase of fuel
and sale of power. Disease management and mail-order pharmacy activities involve the
provision of services that help employers that obtain health insurance from an insurance
company to manage and reduce the risks and costs of providing health insurance to employees.
As discussed in greater detail below, in each order approving an activity as a complementary
activity, the Board has imposed important restrictions to limit the size and scope of these
activities to address the risks associated with the conduct of each activity.

Section 4(0) Commodities Activities

The GLBA also amended the BHC Act to permit FHCs that meet the criteria in section 4(0) to
engage in a potentially broader set of physical commaodity activities than generally authorized for
BHCs and other FHCs.%? Specifically, section 4(0) may permit a qualifying FHC to own,
operate, or invest in facilities for the extraction, transportation, storage, or distribution of
commodities, or to process or refine commaodities. This authority potentially allows certain FHCs
to engage in physical commodities activities that are broader than authorized for BHCs and
FHCs, including under merchant banking and complementary authority, as discussed previously.
Under section 4(0), a company that was not a BHC and becomes an FHC after November 12,
1999, may continue to engage in activities related to the trading, sale, or investment in
commaodities and underlying physical properties that were not permissible for BHCs as of
September 30, 1997, if the company was engaged in the United States in any of such activities as
of September 30, 1997. To date, only two FHCs—Goldman Sachs and Morgan Stanley—have
qualified to engage in physical commodities activities under section 4(0).

letters dated September 29, 2006, regarding Fortis S.A./N.V., and April 13, 2006, regarding Wachovia Corporation;
Société Générale, 92 Fed. Res. Bull. Cl 13 (2006); Deutsche Bank AG, 92 Fed. Res. Bull. C54 (2006); JP Morgan
Chase & Co., 92 Fed. Res. Bull. C57 (2006); Barclays Bank PLC, 90 Fed. Res. Bull. 511 (2004); UBS AG, 90 Fed.
Res. Bull. 215 (2004); and Citigroup Inc., 89 Fed. Res. Bull. 508 (2003).

%1 See Fortis S.A./N.V., 94 Fed. Res. Bull. C20 (2008); The Royal Bank of Scotland Group PLC, 94 Fed. Res. Bull.
C60 (2008).

62 12 USC 1843(0). This statutory provision limits these grandfathered activities to no more than 5 percent of the

FHC’s total consolidated assets and prohibits the FHC from cross-marketing the services of its subsidiary depository
institution(s) and its subsidiary(ies) engaged in activities authorized under section 4(0).
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Risk Mitigation and Legal Limitations Relating to Covered
Investments and Activities

General Limitations—FHC Status, Capital, and Other Initiatives to Ensure
Safety and Soundness

FHC Status

The potential risks associated with covered investments and activities are addressed by statutory,
regulatory, and supervisory limitations. To begin with, the GLBA authorizes covered activities
and investments only for BHCs that qualify as FHCs. As discussed previously, to qualify as an
FHC, BHCs and SLHCs must meet the following criteria: (i) all of the holding company’s
depository institution subsidiaries must be well capitalized and well managed, (ii) all of the
holding company’s insured depository institution subsidiaries must have at least a “satisfactory”
rating under the CRA, ®® and (iii) pursuant to Dodd—Frank, the holding company itself must be
well capitalized and well managed.®* By ensuring that only holding companies that meet higher
standards for capital and management may engage in these activities, the GLBA and Dodd-
Frank mitigate the potential harm that can flow from risks associated with covered investments
and activities. Companies that cease to meet the applicable capital and management standards
must act to restore their capital and management to FHC standards and must obtain the Board’s
prior approval before engaging in new covered investments and activities.®

6312 USC 2901 et seq. The Board has established comparable capital and managerial requirements for foreign banks
that are subject to the BHC Act because they maintain a branch or agency in the United States or control a
commercial lending company in the United States, all pursuant to the GLBA. See 12 USC 1843(I)(3); 12 CFR
225.81 and 12 CFR 225.90.

% Dodd—Frank section 606, 124 Stat. 1607 (codified at 12 USC 1843(1)(1) and 1467a(c)(2)). This change became
effective on July 21, 2011. The Board’s Regulations Y and LL outline the process under which BHCs and SLHCs
may elect to be treated as FHCs. See 12 CFR 238.61 et seq. and 12 CFR 225.81 et seq.

% Under the Board’s existing rules concerning FHCs, a company that ceases to be both well capitalized and well
managed must execute an agreement with the Board to comply with the applicable capital and management
requirements (a corrective action agreement). This corrective action agreement must be executed within 45 days of
the company’s receipt of the notice of deficiency (or such additional time the Board may allow if a company
requests an extension of time), must explain the actions the company will take to correct all areas of noncompliance
and the timeframe within which each action will be taken, must provide any other information the Board may
require, and must be acceptable to the Board. If a company subject to a corrective action agreement does not correct
the capital and/or management deficiencies within 180 days of receiving notice of a deficiency from the Board (or
such other time as the Board may permit), the Board may order the company to divest ownership or control of any
depository institution the company owns or controls. The company may comply with a divestiture order by ceasing
to engage in any activity that may be conducted only under sections 4(k), (n), or (o) of the BHC Act. See 12 CFR
225.83 and 12 CFR 225.93.
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Revised Capital Framework

Additionally, the agencies have implemented changes to their respective risk-based capital
standards® to require banking entities to increase the quality and quantity of capital held in order
to offset the risks associated with the entities’ activities and investments.®” Specifically, the
revised capital framework establishes a new definition of capital with new criteria and categories
for capital components, as well as new regulatory capital standards and minimum levels for each
component of regulatory capital.®® In addition, large, internationally active banking organizations
are required to maintain higher levels of capital for exposures to large and unregulated financial
institutions and are required to meet a new minimum supplementary leverage ratio that takes into
account off-balance-sheet exposures. The framework also includes higher counterparty credit
risk capital requirements for over-the-counter derivatives and introduces a countercyclical capital
buffer that allows regulators to require certain banking entities to hold a larger capital buffer
during periods of increased systemic risk. Other important enhancements include (i) revisions to
the methodologies for determining risk-weighted assets, such as for securitization exposures,
past-due loans, and counterparty credit risk; (ii) modifications of the recognition of credit risk
mitigation to include greater recognition of financial collateral and a wider range of eligible
guarantors; and (iii) elimination of references to, and reliance on, credit ratings in the calculation
of risk-weighted assets, consistent with the requirements of Dodd-Frank.

These reforms raise the quality, consistency, and transparency of the capital base, enhance the
risk coverage of the capital framework, target improvements in risk management and
governance, and strengthen banking entities’ transparency and disclosures. Further, these
reforms will improve the risk sensitivity of the risk-based capital framework for banking entities
and will better incentivize appropriate risk-taking and risk-management by management and
shareholders of banking entities.*

% These changes are aimed towards strengthening the regulatory capital regime governing banking entities,
especially large, complex, internationally active banks, and implementing international reforms. The OCC and the
Board adopted final rules concerning the risk-based capital guidelines and capital adequacy guidelines in 2013. See
“Regulatory Capital Rules,” 78 Fed. Reg. 62018 (October 11, 2013) (codified at 12 CFR 3, 5, 6, 165, 167, 208, 217,
and 225).

%" FHCs have long been required to hold capital against the counterparty credit risk from commodity derivatives
(and other types of over-the-counter derivatives) and against the market risk of all commodity positions.

%8 Essentially, these enhancements will require that capital instruments meet a more stringent set of criteria that
emphasize high quality capital by ensuring subordination, perpetuity, loss absorption, and other desirable
characteristics present in all tier 1 capital instruments. For instance, the definition of “capital” has been revised to
require that tier 1 common equity be the predominant form of tier 1 capital, and the capital element will be subject to
revised minimum capital ratios: common equity tier 1, tier 1 capital, and total capital must be at least 4.5 percent, 6
percent, and 8 percent of risk-weighted assets at all times, respectively. These changes recognize that common
equity and retained earnings possess superior loss absorption characteristics and comprise the highest quality form
of capital. High amounts of loss-absorbing capital allow banking organizations to remain viable and continue
lending to creditworthy borrowers in times of financial stress.

% These reforms were implemented in response to the last financial crisis, which exposed significant weaknesses in

the regulatory capital requirements applicable to banking entities, especially large, complex ones. During the crisis,
it became evident that the amount of capital held by many large, complex banking companies was inadequate to
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Regulatory and supervisory initiatives to enhance safety and soundness

The Board has also completed a number of key regulatory initiatives that are designed to
strengthen the traditional framework for supervising and regulating major banking entities and
addressing risks associated with their investments and activities. For example, the Board has
established a number of enhanced prudential standards for large U.S. BHCs and FBOs under
section 165 of Dodd—Frank to help increase the resiliency of these firms’ operations.”® Among
other things, the Board’s enhanced p