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UNIFORM RULES FOR RANK RECORDKEEPING AND PROCEDURES 

REGARDING SECURITIES TRANSACTIONS 

Amendments to Regulation H

To All State Member Banks in the Second 
Federal Reserve District, and Others Concerned:

T h e B o a rd  o f  G overn ors o f  the F e d e ra l R ese rv e  S y stem  has am ended its ru les, e ffective  J a n u 
ary  1, 1980, fo r  bank  recordkeeping-, con firm ation , and other procedures in m ak in g  secu rities  t r a n s 
action s fo r  tru st  d epartm en ts and other ban k  custom ers. T h e  am endm ents, o rig in ally  adopted  in 
Ju ly  1979, have been m odified w ith reg a rd  to tran sac tio n s  in U .S .  govern m en t secu rities, a s  in d i
cated  in the fo llow in g  excerp t fro m  the B o a r d ’s announcem ent:

The Board’s revised Regulation H, effective January 1, 1980, includes the following provisions (with 
revisions indicated by italics) :

R ecordkeeping:
The following records of securities transactions must be kept by banks for three years, in a manner 

forming an adequate record for audit:
Itemized daily records of purchases and sales; account records for customers and a separate record of 

each order to purchase or sell securities.

Alternative confirmation requirem ents:
-Where the bank uses a broker the bank may send customers the bank’s confirmation, or a copy of the 

broker’s confirmation, within five days from the time the bank executes the transaction or receives confirma
tion from the broker. Confirmation may not be required in certain cases where the customer and the bank agree 
to a different arrangement.

Where the bank exercises investment discretion as agent for the customer, the bank must provide quar
terly reports to the customer. In such cases the bank must identify separately its fees in transactions in 
government securities for customers. Dealer mark-ups need not be disclosed.

Policies and procedures:
Banks making securities transactions for customers must establish written policies and procedures, including :
— Policies and procedures relating to supervision of officers and employees, the equitable allocation of 

securities and equitable matching of buy and sell orders.
—Requirements for bank employees involved in securities transactions for customers to report their own 

securities transactions quarterly, with the exception of their transactions in U.S. government securities.

Exem ptions:
A bank that is in compliance with the rules of the Municipal Securities Rulemaking Board with respect 

to transactions in municipal securities is deemed to be in compliance with the Board’s recordkeeping and con
firmation requirements. In addition, the Board’s rules

—Exempt the securities activities of foreign branches of banks, and
Exempt banks that normally make 200 or fewer securities transactions a year for customers, not count

ing transactions in U.S. government securities, from certain recordkeeping requirements.
The Federal Deposit Insurance Corporation and the Comptroller of the Currency are considering similar 

revisions.

E nclosed  is a  copy o f  the ch an ges in the Ja n u a r y  1, 1980 am endm ents to R eg u la tio n  H . Q u es
tions on th is m atter should be d irected  to our C o n su m er A f fa ir s  and B an k  R eg u la tio n s D ep artm en t 
(T e l. N o. 2 1 2 -7 9 1 -5 9 1 4 ).

T h o m a s  M. T i m l e n ,

F irst V ice P resid ent.
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B o a r d  o f  G o v e rn o rs  o f  the F e d e ra l  R e se rv e  Sy stem

MEMBERSHIP OF STATE BANKING INSTITUTIONS 

IN THE FEDERAL RESERVE SYSTEM

C H A N G E S  IN  A M E N D M E N T S  T O  R E G U L A T IO N  H

FEDERAL RESERVE SYSTEM  

12 CFR Part 208

(Docket No. R-0142; Reg. H]

Membership of State Banking 
institutions in the Federal Reserve 
System; Recordkeeping and 
Confirmation Requirements for Certain 
Securities Transactions Effected by 
State Member Banks

AGENCY: B o ard  o f G o v ern o rs o f  the
Federal R eserve  Sy stem .
a c t io n : F in al r u l e .________________ _

SUMMARY: On June 20 ,1979 , the B o ard  o f 
G overnors o f the F e d e ra l R e se rv e  
System  ado pted  am en d m en ts to its  
Regulation H (12 C FR  208) to require 
that State member banks that effect 
certain secu ritie s tra n sa c t io n s  for 
custom ers p rov ide con firm ation  o f  an d  
m aintain  record s w ith  re sp e c t  to su ch  
tran saction s. S im ila r  regu la tio n s h a v e  
been ad o pted  by  the C om p tro ller o f  the 
Currency an d  the F e d e ra l D ep o sit  
In surance C orporation . The three 
banking regu latory  agencies h a v e  a lso  
requ ested  pub lic  com m ent on  the 
confirmation requirements as they a p p ly  
to tran saction s in U .S. govern m ent, 
federal agen cy  an d  m u n icipal se c u r itie s  
and on the b an k  o ffice rs a n d  e m p lo y e e s  
reporting requ irem en ts a s  they a p p ly  to 
tran saction s in U .S. goverm n en t or 
federal agen cy  o b liga tio n s. T h e
comment period expired September 24, 
1979; ten letters o f com m ent w ere  
received. The B o ard  h a s  co n s id e re d  the 
comments and has amended its 
regulation in certa in  respects a s  se t forth 
below .
EFFECTIVE DATE: Jan u ary  1, 1980.
FOR FURTHER INFORMATION CONTACT:
Robert A. W allgren, Chief, Trust 
Activities Program, (202) 452-2717, or 
W alter R. M cEw en, Attorney, (202) 452- 
2521, D ivision  o f B an k in g  S u p erv isio n

(effective January i, 1980)

and Regulation, B o ard  of G o v ern o rs o f 
the Federal R e se rv e  S y ste m ,
W ashington, D .C. 20551.
SUPPLEMENTARY INFORMATION: The fin al 
rule a s  ad o p ted  to d ay  is su b sta n tia lly  
sim ilar to that a d o p te d  on June 20 ,1979 . 
A lth ough  com m ent w a s  so lic ite d  on ly  
w ith re sp e c t  to the con firm ation  
requ irem en ts a s  they ap p ly  to 
tra n sa c tio n s in U .S . govern m ent, fed e ra l 
ag e n cy  an d  m u nicipal se c u r itie s  a n d  on 
the b an k  o ffice rs an d  e m p lo y e es 
reportin g  requ irem en ts a s  th ey  a p p ly  to 
t ra n sa c t io n s  in U .S. goverm n en t or 
fe d e ra l ag en cy  ob ligation s, se v e ra l 
co m m en ters com m ented  on se c t io n s  o f 
the regu lation  w hich h a d  b e e n  a d o p te d  
p rev io u sly  in fin al form . T h e B o ard  
fou n d  so m e  o f the com m en ts to  h a v e  
m erit an d  the B o ard  h a s  am e n d e d  
ce rta in  previously a d o p te d  section s in 
re sp o n se  to th ese  com m en ts. T h e 
fo llow in g  is  a  su m m ary  o f  the re v is io n s  
w h ich  w e re  m ad e.

In re sp o n se  to a  com m ent, 
su b p a rag ra p h  (k)(4)(iii) h a s  b een  
m o d ifie d  to sta te  that a  b an k  m ay  
ch arge  a c c o u n ts ov er w h ich  the b an k  
e x e rc ise s  in vestm en t d iscre tio n  in an  
ag e n cy  c a p a c ity  for co n firm atio n s m ad e  
on a p e r  tran sac tio n  b a s i s .  T h is  ch an ge  
m erely  re fle c ts  the B o a rd ’s  p rio r intent 
th at b a n k s cou ld  ch arge  for furn ish in g  
in d iv id u a l co n firm atio n s in ag e n cy  
acc o u n ts  w h ere the b an k  e x e rc ise s  
in vestm en t d iscre tion .

O n e cotnm enter s ta te d  its 
u n d erstan d in g  that the intent o f  the 
b an k in g  ag e n c ie s  in d raftin g  (k)(4)(i) 
w a s  to perm it a  b an k  an d  a  cu sto m er o f  
a n o n d iscre tio n ary  ag en cy  acc o u n t to 
ag re e  on a  su itab le  a lte rn a tiv e  reportin g  
sy stem . T h e  com m enter n o ted  th at the 
p lace m e n t o f this au th ority  u n d er the 
“ T im e o f  N otifica tion ” sec tio n , (k)(4), 
m ight be in terpreted  a s  a  g ran t o f  
au th ority  for cu stom er an d  b an k  to 
a g re e  to a d ifferen t tim e o f n o tificatio n , 
but n ot to a  d ifferent form  o f

n o tificatio n . T h is w a s  not the B o a rd ’s 
intent w h en  ado ptin g  the regu lation ; 
h ow ever, the B o ard  h a s  d e term in ed  that 
it d o e s  not o b ject to a d ifferen t form  o f 
n otificatio n . A ccord in g ly , su b p a rag ra p h  
(k)(4)(i) h a s  b een  am e n d ed  to c larify  
that a b an k  an d  its agen cy  cu sto m ers 
m ay  m u tually  agree  upon  a lte rn a tiv e  
form s o f n otification . T h e B o ard  a d v is e s  
S ta te  m em ber b an k s that an y  su ch  
alternative form of notification for non
d isc re tio n ary  agen cy  a c c o u n ts m u st be 
a ffirm ativ e ly  ap p ro v ed  by the cu stom er. 
A  S ta te  m em ber b an k  w ill not be 
considered to be in compiiance with this 
paragraph (k) if it in terprets a 
cu sto m e r 's  n on -resp on se  to a  b an k  
co m m u n ication  a s  co n stitu tin g  cu stom er 
a p p ro v a l.

Several commenters suggested 
changes to various parts of
su b p a rag ra p h  (k)(5)(iv). S ec u r it ie s  
T rad in g  P o lic ie s an d  P rocedu res. M an y  
co m m en ters su g g e sted  that b an k  o ffice rs 
an d  em p lo y e e s w ho p u rc h ase  U .S . 
govern m en t a n d  fe d e ra l ag en cy  
se c u r itie s  sh o u ld  n ot h av e  to report 
tra n sa c t io n s  in th o se  se cu ritie s . O ne 
com m en ter n o ted  that "S in c e  the 
p u rp o se  o f  the d isc lo su re  is  to d e tect 
m isu se  o f in s id e  in fo rm ation  an d  
m an ip u la tio n  o f the m ark e t, an d  sin ce  
su ch  a c tiv ity  se e m s p articu la r ly  unlikely 
in the m a rk e tp la c e  for govern m en t 
se c u r itie s , w e  fee l that th ese  se cu ritie s  
sh o u ld  b e  e x c e p te d  from  the d isc lo su re  
re q u irem e n ts .”  T h e B o ard  h a s  co n clu ded  
that the b en efit that w ou ld  resu lt from  
requ irin g  d isc lo su re  o f  tra n sa c t io n s  in 
U .S . gov ern m en t an d  fed era l agen cy  
se c u r itie s  is  ou tw eigh ed  by  the 
in c re a se d  reportin g  bu rden . T h e ru le a s  
a d o p te d  w ill exe m p t tra n sa c t io n s  in U .S . 
gov ern m en t a n d  fe d e ra l agen cy  
securities from  the reportin g
requirements applicable to bank officers 
and employees, and will also exempt
b an k  o ffice rs a n d  em p lo y e e s w h o se  
d u tie s do  not in vo lv e  k n o w led ge  o f  or

For this Regulation to be complete, retain:1) Regulatiin H pamphlet, as amended effective March 18, 1969.
2) Amendments effective December 21, 1973; March 2, 1974; September 16, 

1974; December 1, 1975; October 3, 1977; October 31, 1977; December 31, 
1977; April 20, 1978; and January 1, 1980.

3) This slip sheet.

[Enc Cir. No. 8720]
P R I N T E D  I N  N E W  Y O R K , F R O M  F E D E R A L  R E G IS T E R ,  V O L . 44, N O . 249
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t ra n sa c t io n s  in se c u r itie s  o th er than  U .S  
gov ern m en t an d  fe d e ra l ag en cy  
o b lig a tio n s.

T h e  comment letters pointed out the 
importance of transactions in U .S . 
government and federal agency 
securities in determining the scope of 
the 200 securities transactions 
exemption of subparagraph (k)(6) which 
exempts banks effecting fewer than 200 
securities transactions per year from 
some of the recordkeeping requirements. 
One commenter noted that the effect of 
the 200 securities transactions 
exemption has been rendered less 
generous now that transactions in U.S. 
government and federal agency 
securities are subject to the confirmation 
requirements. The Board has concluded 
that the intended purpose of the 200 
securities transactions exemption can 
best be accomplished by excluding 
transactions in U .S . government and 
federal agency securities from the 
securities transactions which are to be 
counted for purposes of the 200 
securities transactions exemption. A 
related comment noted that the 
requirements of subparagraphs (k)(5}v’) 
through (k)(5)(iii), which require written 
supervisory policies and procedures 
relating to supervision of officers and 
employees, fair and equitable allocation 
of securities and fair and equitable 
crossing of orders could be triggered by 
performance of a single customer 
accommodation transaction. The 200 
securities transactions exemption set 
forth in subparagraph (k)(6)(i) has now 
been modified to exempt banks commg 
within the exemption from the policy 
and procedures requirements of 
subparagraphs (k)(5)(i) through 
(k)(5)(iii).

T h e  B o ard  re ce iv e d  a  few  a d v e rse  
co m m e n ts con cern in g  the burden  
im p o se d  b y  e x te n sio n  o f  the 
co n firm atio n  requ irem en ts to 
t ra n sa c t io n s  in U .S. gov ern m en t an d  
fe d e ra l ag e n cy  se cu ritie s . A fte r  du e 
co n s id e ra tio n  o f  th e se  com m en ts, the 
B o ard  h a s  d e term in ed  th at ap p lic a tio n  
o f  the co n firm atio n  re q u irem e n ts to 
tra n sa c t io n s  in U .S . gov ern m en t an d  
fed e ra l a g e n c y  se c u r itie s  i s  ap p ro p ria te  
in the p u b lic  in te r e s t  A cco rd in g ly , no 
ch an g e  h a s  b e e n  m a d e  in th ese  
re q u irem e n ts a s  a d o p te d  p rev iou sly .

F in a lly , the q u e stio n  has been raised 
regarding the a p p lic ab ility  o f  th is 
p a r a g ra p h  (k) to em p lo y e e  b en efit 
a c c o u n ts  fo r w hich  a  S ta te  m em ber 
bank acts a s  In vestm en t M an ager , a s  
defined in se c tio n  3(38) o f  the E m ployee  
R etirem en t In com e S ec u r ity  A ct o f  1974, 
with another en tity  ac tin g  a s  tru stee 
and/or c u sto d ia n  o f  the a s s e t s .  T h e 
Investment M a n a g e r  co n cep t p erm its 
one b a n k  to be so le  tru stee  o f  a  p en sion  
plan (“ M a s te r  T ru s te e ") , ren derin g to 
the plan sponsor uniform  accou n tin g

re p o r ts  in c lu d in g  c a sh  sta tem en ts an d  
v a lu a tio n  sta te m e n ts , w hile accep tin g  
in v e stm e n t d irection  a s  to sp ec ified  
p a r ts  o f  the p en sio n  p lan  a s s e t s  from  
In v e stm e n t M a n a g e rs  (an oth er b an k , an  
in su ra n c e  com pan y , or a  reg istered  
in v e stm e n t ad v iso r). In the c a s e  o f  a  
M a s te r  T ru st, the B o ard  h a s  determ in ed  
th at the requ irem en ts o f  th is p arag rap h  
will b e  se rv e d  if e ither the M a ste r  
T r u s te e  o r the In vestm en t M an ag er  
maintains the sp e c ifie d  re co rd s an d  
gives p re scr ib e d  sta te m e n ts  an d  
confirmations in a c c o rd a n c e  w ith  the 
re q u irem e n ts o f  the regu lation . A ny 
S ta te  m em b er b a n k  se rv in g  either a s  
Master T ru ste e  or In vestm en t M an ag er  
should In su re that the requ irem en ts o f 
the reg u la tio n  a re  b e in g  m et. e ither 
through p erform in g the fun ction s 
re q u ired  b y  the regu lation  Itse lf  or 
co n trac tin g  w ith  an o th er p a r ty  that that 
p arty  sh o u ld  d o  so .

P u rsu an t to s e c t io n s  9  a n d  11 o f  the 
F e d e ra l R e se rv e  A ct (12 U .S .C . 321. 248
(a ) a n d  (1) a n d  3(b)(1) etseq.). the B oard  
a m e n d s R e g u la tio n  H  (12 C FR  208) by 
am e n d in g  p a ra g ra p h  (k) to S 208.8 a s  se t 
forth b e lo w :

PART 208—MEMBERSHIP OF STATE 
BANKING INSTITUTIONS IN THE 
FEDERAL RESERVE SYSTEM

§ 208 8 Banking practices.
* * * * *

Recordkeeping and confirmation of 
certain securities transactions effected 
by State member banks.
* * * * *

(4) Time o f Notification: The tim e for 
m ailin g  or o th e rw ise  furn ish in g the 
w ritten  notification  d e sc r ib e d  in 
p arag rap h  (k){3) o f th is se c tio n  sh a ll b e  5 
b u sin e ss  d a y s  from  the d a te  o f  the 
tran saction , or if a  b ro k e r /d e a le r  i s  
utilized, w ithin 5 b u sin e ss  d a y s  from  the 
receip t by the ban k  o f  the b ro k e r/ 
d e a le r 's  confirm ation, but the b an k  m ay  
e lect to u se  the fo llow ing a lte rn ative  
p rocedu res if the tran sactio n  is  e ffected  
fo r

(i) A ccoun ts (excep t p eriod ic  p lan s) 
w h ere the b an k  d o e s  not e x e rc ise  
investm ent d iscre tion  an d  the b an k  a n d  
the custom er agree  in w riting to a  
different arran gem en t a s  to the tim e a n d  
content o f  the notification ; p ro v id e d ,. 
how ever, that su ch  agreem en t m ak es 
c le a r  the cu stom er’s  right to receive  the 
w ritten  n otification  w ithin  the a b o v e  
p rescrib ed  time p eriod  a t  no ad d ition al 
co st  to the custom er;

(iii) A ccoun ts, w h ere the b an k  
e x e rc ise s  in vestm ent d iscre tion  in an  
agen cy  cap acity , in w hich  in stan ce  (A ) 
the b an k  sh all m ail o r  o th erw ise  furnish  
to e a c h  cu stom er not le s s  frequently 
than on ce every  three m onths an  
item ized  statem en t w hich sh all sp ec ify  
the fu n ds an d  secu ritie s  in the cu stod y

or p o sse ss io n  o f the b an k  a t the en d o f 
such  period  and all d e b its , cred its an d  
tran sactio n s in the cu stom er’s  accou n ts 
during such period, a n d  (B) if  req u ested  
by the custom er, the b an k  sh all m ail or 
o th erw ise furnish to eac h  such  cu stom er 
w ithin a  re a so n ab le  tim e the w ritten 
notification  d e sc r ib ed  in p aragraph  
(k)(3) o f  this section . T h e b an k  m ay 
ch arge a  re a so n ab le  fee for providing 
the inform ation d e sc r ib ed  in p aragraph  
(k)(3) o f  th is section.

(5) Securities Trading Policies and 
Procedures: Every S ta te  m em ber bank  
effectin g secu ritie s tran sactio n s for 
cu stom ers sh all e s tab lish  w ritten 
p o lic ie s an d  p rocedu res providing:
* • * * *

(iv ) that b an k  o fficers an d  em ploy ees 
who m ak e  investm ent recom m en dation s 
or d e c isio n s for the acco u n ts o f  
cu stom ers, w ho p artic ip ate  in the 
determ ination  o f such  recom m en dation s 
or d ecision s, or who, in connection  with 
their du ties, ob tain  inform ation  
concerning which se cu ritie s are  being 
p u rch ased  or so ld  or recom m en ded for 
such action, m ust report to the bank , 
within ten d a y s  after the end o f the 
ca len d ar quarter, all tran sactio n s in 
secu ritie s m ade by them or on their 
beh alf, either at the b an k  or e lsew h ere 
in which they, h ave a b en eficia l interest. 
The report sh all identify the secu ritie s 
pu rch ased  or so ld  and in d icate  the d a te s 
o f the tran saction s an d  w hether the 
tran saction s w ere p u rc h ase s or sa le s. 
E xc lu d ed  from this requirem ent are 
tran sactio n s for the ben efit o f  the officer 
o r em p lo y e e  o v e r  w h ich  the o ffice r or 
em ploy ee  h a s  no d ire c t o r ind irect 
in fluence o r co n tro l, tra n sa c t io n s  in 
m utual fun d sh a re s , a n d  a ll transactions 
invo lv in g in the a g g re g a te  $10,000 or le s s  
during the c a le n d a r  qu arter. For 
p u rp o se s  o f  th is p a rag ra p h  (k)(iv) o f this 
section , the term  “ se c u r it ie s ”  d o e s  not 
in clu de U .S . gov ern m en t or fe d e ra l 
ag en cy  o b lig a tio n s.

(8) Exceptions: T h e  fo llow in g  
e x c e p tio n s  to su b p a ra g ra p h  (k) sh a ll 
app ly :

(i) T h e  re q u irem e n ts o f  p a rag ra p h  
(k)(2)(ii) through  (k )(2)(iv) a n d  p a ra g ra p h  
(k)(5)(i) through (k)(5)(iii) o f  th is se c tio n  
sh a ll not a p p ly  to b a n k s  h av in g  an 
a v e ra g e  o f  l e s s  th an  200 se cu ritie s  
tra n sa c t io n s  p e r  y e a r  fo r customers over 
the p rio r th ree c a le n d a r  y e a r  period, 
e x c lu s iv e  o f  t r a n sa c t io n s  in U.S. 
gov ern m en t a n d  fe d e ra l  agency 
o b liga tio n s;
* * * * *
Board of Governors of the Federal Reserve 
System. December 19,1979.
Theodore E. Allison,
Secretary of the Board.
|KR D oc. 79-30463 Filed  12 -86-79; 8:46 am )
M U-IttQ CO O € 8210-01-«

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis




