
FEDERAL RESERVE BANK 
OF NEW YORK

[ Circular N o. 9 9 4 5  1  
N ovem ber 6, 1985 J

BANK HOLDING COMPANIES

Comment Invited on Application To Provide Combined Securities 
Brokerage and Investment Advisory Services To Institutional Customers

To All Bank Holding Companies, Branches and Agencies o f Foreign Banks, 
and Others Concerned, in the Second Federal Reserve District:

Following is the text of a statement issued by the Board of Governors of the Federal Reserve 
System:

The Federal Reserve Board has requested public comment on an application by National 
Westminster Bank PLC, London, England, and its U.S. subsidiary, NatWest Holdings, Inc., New 
York, New York (collectively, “NatWest”), to engage through a wholly-owned subsidiary in the fol
lowing activities: (1) investment advisory services for “Institutional Customers;” and (2) securities bro
kerage services and related securities credit activities for these institutional customers.1

The Board previously has found that the separate provision of investment advisory services and 
securities brokerage services restricted to acting solely as agent for the account of customers (and not 
including underwriting, dealing, or investment advice) to be permissible nonbanking activities under 
the Bank Holding Company Act.

This application raises the issue whether the combination of securities brokerage and investment 
advisory services to institutional customers in one subsidiary of a bank holding company is a permissi
ble nonbanking activity.

The Board requested comment by November 25, 1985.
In publishing this proposal for comment, the Board stated:
While the Board has decided to publish the NatWest proposal for comment, the Board does not 
thereby take any position on any issues raised by the proposal under the Glass-Steagall Act or the 
Bank Holding Company Act. Publication of the proposal has been ordered by the Board solely in 
order to seek the views of interested persons on the issues presented by the application and does not 
represent a determination by the Board that the proposal is consistent or inconsistent with the 
Glass-Steagall Act or that the proposal meets or is likely to meet the standards of the Bank Holding 
Company Act.

1 Institutional customers are defined by NatWest to include: companies or employee benefit plans with $5 million in assets; individuals 
with net worth exceeding $5 million; and securities professionals..

(OVER)
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Enclosed — for bank holding companies and branches and agencies of foreign banks — is the 
complete text of the Board’s notice, which will be published shortly in the F e d e ra l R e g is te r , addi
tional copies will be furnished upon request directed to our Circulars Division (Tel. No. 
212-791-5216). Comments should be submited by November 25, 1985, and may be sent to our 
Domestic Banking Applications Department.

E. G e r a l d  C o r r i g a n , 

P resid en t.
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FEDERAL RESERVE SYSTEM
NATIONAL WESTMINSTER BANK PLC 

NATWEST HOLDINGS, INC.

Proposal to Offer Investment Advice and Securities 
Brokerage From One Subsidiary

National Westminster Bank PLC, London, England, and 

its U.So subsidiary, NatWest Holdings, Inc,, New York, New York 

(collectively, RNatWest°), have applied, pursuant to 
section 4(c)(8) of the Bank Holding Company Act (12 U.S,C,
§ 1843(c)(8)) and section 225.23(a)(3) of the Board's 

Regulation Y (12 C.F.R. § 225.23(a)(3)), to engage through a 

wholly-owned subsidiary, County Securities Corporation (0CSCR ), 

New York, New York, in the following activities, listed in 
order of importance to Applicant:

(1) providing portfolio investment advice to
0 Institutional Customers0 (generally, companies 
or employee benefit plans with $5 million or more 
in assets, individuals with net worths exceeding 
$5 million, and securities professionals);

(2) providing securities brokerage services, related 
securities credit activities pursuant to the 
Board's Regulation T, and incidental activities, 
such as offering custodial services and cash 
management services, in each case for 
institutional customers, and in each case only 
when the securities brokerage services are 
restricted to buying and selling securities 
solely as agent for the account of such customers;

(3) furnishing general economic information and 
advice, general economic statistical forecasting 
services and industry studies to institutional 
customers; and

[Ref. Cir. No, 9945]
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(4) serving as investment advisor (as defined in
Section 2(a)(2) of the Investment Company Act of 
1940) to investment companies registered under 
that A c t 0

NatWest will not Rake a position0 (bear the financial 
risk) in those securities it brokers or recommends. These 
activities would be conducted throughout the United States from 
offices of CSC initially located in New York City.

The Board previously has approved the offering of 

investment advice* as well as the provision separately of 

securities brokerage services* solely as agent for the account 

of customers and not including securities underwriting* 
dealing* investment advisory* or research services,, 12 C 0F » R 8 
§§ 225o2 5 (b) (4 ) * (b)(15). This application raises the issue of 

'whether offering investment advice and securities brokerage to 

institutional customers from the same subsidiary of a bank 
holding company is a permissible nonbanking activity*

Section 4(c)(8) of the Bank Holding Company Act 
provides that a bank holding company may* with Board approval* 
engage in any activity Dwhich the Board after due notice and 

opportunity for hearing has determined (by order or regulation) 

to be so closely related to banking or managing or controlling 

banks as to be a proper incident theretOo0 In determining 

whether an activity is a proper incident to banking* the Board 

must consider whether the proposal may Reasonably be expected 

to produce benefits to the public* such as greater convenience* 

increased competition* or gains in efficiency* that outweigh
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possible adverse effects, such as undue concentration of 
resources^ decreased or unfair competition, conflicts of 
interests, or unsound banking practices,,0

In this regard, comment is requested concerning 
whether the combination of investment advice and brokerage 
services is closely related to banking on the basis that:

“ 1) banks generally in fact have provided the proposed 
services; 2) banks generally provide services that are so 
similar to the proposed services as to equip them particularly 
well to provide the proposed service; or 3) banks generally 
provide services that are so integrally related to the proposed 
services as to require their provision in a specialized form. 
These guidelines for determining whether an activity is closely 
related to banking are set out in National Courier Ass'n v. 
Board of Governors of the Federal Reserve System, 516 F.2d 1229 
(DoCo Cir. 1975) „ In addition, the Board may consider any 
other basis that may demonstrate that the activity has a 
reasonable or close relationship to banking or managing or 
controlling banks. Board Statement Regarding Regulation Y,
49 Federal Register 813 (1984).

Comment also is requested on whether the proposal 
would be a proper incident to banking, that is, whether the 
performance of the activity may reasonably be expected to 
produce public benefits that outweigh possible adverse effects.

Applicant maintains that this application raises no

issues under the Glass-Steagall Act, which generally places a
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series of restrictions on the relations between banking 
organizations and securities affiliates. Section 20 of the 
Glass-Steagall Act (12 U.S.C. § 377) prohibits the affiliation 
of a member bank with a Corporation „ 0 . engaged principally 
in the issue* flotation* underwriting* public sale or 
distribution at wholesale or retail or through syndicate 
participation of stocks . . . or securities.0 Section 32 of 
the Act prohibits a member bank sharing an officer or director 
with a company primarily engaged in such activities 
(12 UcS.C. § 78). In Applicant's opinion* it would not be 
engaged in the activities listed in sections 20 or 32. In 
support of its position* NatWest argues that it will not Cake 
a position0 (bear the financial risk) in those securities it 
brokers or recommends and will not underwrite or engage in the 
public sale or distribution of securities.

In this regard* the Board requests comment on whether 
the proposal is consistent with the terms of the Glass-Steagall 
Act and whether it may result in the abuses or hazards that the 
United States Supreme Court has identified as having motivated 
Congress to enact the Act In particular* comment is
requested on whethers the proposal would impair the ability

A/ These possible adverse effects are discussed by the 
United States Supreme Court in Investment Company Institute v. 
Camp* 401 U.So 617* 630-633 (1971)* and Securities Industry 
Ass'n v. Board of Governors of the Federal Reserve System* 104 
S. Ct. 2979* 2984-2985 (1984).
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of a bank to serve as an impartial provider of credit because 
the bank might be tempted to make unwarranted loans to 
companies whose securities the bank was promoting; whether a 
bank would no longer provide disinterested investment advice to 
trust and other customers; whether customer confidence in a 
bank affiliate might suffer if investments promoted by the bank 
failed; whether a bank might promote securities of a company in 
order that the company could repay a loan from the bank; and 
whether other potential adverse effects might result from the 
combination of investment advice and brokerage services in one 
subsidiary of a bank holding company0

Comment also is requested on whether conditions should 
be established to ameliorate any possible adverse effects* in 
addition to* or as modifications of, the commitments already 
offered by NatWest regarding the relations among CSC, its 
holding company affiliates, and CSC's institutional customersQ 
These commitments include: the limitation of such services to
institutional customers only; the fiduciary duties imposed on 
investment advisors under Regulation Y; the registration of its 
subsidiary as an investment advisor and broker-dealer under 
applicable state and federal securities laws; disclosure of its 
dual role as investment advisor and securities broker to its 
customers; maintenance of separate offices, facilities, books 
and records from other NatWest subsidiaries; not sharing 
customer or depositor lists with any NatWest subsidiary; and
not exchanging confidential information (e.g^ information as
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to companies with which a NatWest subsidiary has a lending 
relationship) between NatWest affiliates and its proposed 
subsidiaryo

While the Board has decided to publish the NatWest 
proposal for comment, the Board does not thereby take any 
position on any issues raised by the proposal under the 
Glass-Steagall Act or the Bank Holding Company Act. 
Publication of the proposal has been ordered by the Board 
solely in order to seek the views of interested persons on the 
issues presented by the application and does not represent a 
determination by the Board that the proposal is consistent or 
inconsistent with the Glass-Steagall Act or that the proposal 
meets or is likely to meet the standards of the Bank Holding 
Company Acte

Any views or requests for hearing should be submitted 
in writing and received by William W„ Wiles, Secretary, Board 
of Governors of the Federal Reserve System, Washington, D.C0 
20551, not later than November 25, 1985 „ Any request for a 
hearing must, as required by section 262c3(e) of the Board°s 
Rules of Procedure (12 C.FeRo § 262.3(e)), be accompanied by a 
statement in lieu of a hearing, identifying specifically any 
questions of fact that are in dispute, summarizing the evidence 
that would be presented at a hearing, and indicating how the 
party commenting would be aggrieved by approval of the proposal„
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This application may be inspected at the offices of 
the Board of Governors or the Federal Reserve Bank of New Yorko 

Board of Governors of the Federal Reserve System, 
October 2 3 ,  19S5o

(signed)William W. Wiles

William W* Wiles 
Secretary of the Board

\
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