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companies to periodic reporting, proxy regulation, and
insider trading requirements, banks were effectively exempted
because their securities were not listed on stock exchanges.
When the continuous disclosure requirements of the Securities
Exchange Act were amended in 1964 to include all public
companies with assets over $1 million and more than 500
shareholders, the three federal bank regulatory agencies were
made responsible for administering those provisions with
respect to publicly owned banks.

Thus, traditionally, banks

were free from all SEC regulation with the-notable exception
of our anti-fraud powers.
The erosion of this traditional pattern over the
last few years is probably best typified by the Securities
Acts Amendments of 1975, in which the SEC was granted
significant direct and indirect authority over bank securities
clearing agencies, transfer agents, municipal securities
departments, and other related areas such as reporting of
securities holdings and transactions, and lost and stolen
securities.

Moreover, the SEC was directed to study all the

securities activities of banks.

As a result of that study,

the Commission concluded that it would not be necessary to
subject banks to the full panoply of SEC broker dealer
regulation from which they are now excluded, but that for
the protection of investors, the federal banking agencies
should be required, in consultation with the Commission, to

-4 establish personnel training and competency standards,
recordkeeping requirements, and examination procedures to
regulate the conduct of banks effecting securities transactions
for others, and to advise the Commission when there is
reasonable cause to believe there may be a violation of federal
securities laws by a bank under their jurisdiction.

Legislation

to that effect was recommended and has been introduced.

I should

add that the bank regulatory agencies have established an
Interagency Task Force which is now working with our staff
toward accomplishing some of our recommendations even in the
absence of legislation.
The involvement of the SEC in the field of bank
regulation can, however, be traced to two other sources.

The

primary cause ~as been the decision of banks to become
affiliated with bank holding companies, which are subject to
all of the registration and reporting provisions of the federal
securities laws.

As of the end of last year, there were 1,912

bank holding companies registered with the Federal Reserve
Board.

About 450 of these holding companies, controlling

virtually every major bank in the United States and having over
two-thirds of the total bank assets in the nation, are required
to file periodic reports with the SEC pursuant to the Exchange
Act.
A secondary, but important, cause for the increasing
influence of the SEC over bank disclosure was an amendment of
Section l2(i) of the Exchange Act in 1974 by Congress to
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require the banking agencies to "issue substantially similar
regulations" with respect to periodic reporting, proxy
regulation, and insider trading as those adopted by the SEC
unless those agencies specifically find that such regulations
are not necessary or appropriate in the public interest or for
the protection of investors, and publish such findings in the
Federal Register together with detailed reasons therefor.
These two events have subjected all major banks in
the United States to the federal securities laws, and the
regulatory jurisdiction of an agency which strongly advocates
the philosophy of full and fair disclosure to fulfill its
responsibility of protecting investors and acting in the public
interest.
The first major step taken by the Commission affecting
bank disclosure was the promulgation last year of Guides 61 and
3, entitled "Statistical Disclosure by Bank Holding Companies."
These guidelines call for disclosure relating to the distribution
of assets, liabilities and stockholders' equity; investment
portfolio; loan portf~lio; summary of loan loss experience;
deposits; return on equity assets; interest rates and interest
differential; foreign operations; and commitments and lines of
credit.
When the guides were first proposed in October, 1975,
many bankers and the bank regulatory agencies suggested that
the increased disclosure by banks would be burdensome and

- 6 might result in withdrawal of deposits, trigger the failure
of particular banks, and destroy public confidence in the
entire banking industry.

The guides have now been in effect

for over a year, and, to the best of my knowledge, there has
not been any noticeable adverse effect on the operations of
bank holding companies or on their ability to obtain capital.
I know that there are many well respected individuals
who question the benefits of the Guide 61 disclosures, and
others who still claim such disclosures are misleading.

In

this regard, I want to call your attention to a report from
the research department of a large retail brokerage firm
which stated that Guide 61 is "probably the most important
change in bank disclosure ever" and the portion of the guide
requiring a breakout of non-performing loans is "one of the
most valuable."
Just as significant, at least from my perspective,
is a letter from an executive vice president of a large bank
holding company in Texas.

The bank officer stated:

During the past month [our] Loan Administration
staff . . . completed the process of allocating
the Reserve for Possible Credit Losses at
December 31, 1976 to several loan categories.
To their surprise, and mine, they found that
the process was both accomplishable and
meaningful. The allocation was constructed on
the basis of a loan-by-loan analysis of risk
of loss. It, therefore, provides a complete
description of the risks inherent in . . . [our]
loan portfolio.

- 7 An important

feature of the allocation procedure
is the determination of the unallocated portion
of the reserve.
Since approximately 50% of ...
[our] reserve is unallocated, this procedure
provides statistical definition of the conventional
statement that "the reserve is adequate in the
opinion of management."
It is clear that this
breakdown of the reserve into allocated and
unallocated portions will soon replace the current
crude statistical yardstick of the ratio of the
reserve to total loans.
One can expect that after a few years the banking
industry will become more comfortable with the
notion of an allocated and an unallocated reserve.

*

*

*

In summary, I believe that the analysis of bank
financial statements has been enhanced importantly
by the required allocation of the Reserve for
Possible Credit Losses.
I understand,
considerable

controversy

however,

regarding

reserve by type of loan.
have, for various

that there continues
the breakout

to be

of loan loss

In fact, some of you here today

reasons,

opposed

this type of disclosure.
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reviewing

would have no objection

the disclosure
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there is
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to

Company
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such as increasing

suggestions

the past due criterion

loans from 60 to 90 days, which

for other changes

on non-performing

I am sure the Commission

would

- 8 find acceptable if there is agr-eement on a standard number
of days to be used by all registrants in their reports.

When

Guides 61 and 3 were issued last year, the Commission
indicated it would monitor its experience with the guides
and would re-examine this area in July of 1978.

If you have

suggestions that you believe would improve the guides, please
let us know in time to meet that commitment which we intend
to keep.
This past year, the SEC embarked upon a re-examination
of possibly an even more fundamental issue affecting bank
disclosure.

In the past, the SEC has relied on the various

forms required by Regulation F of the Board of Governors of
the Federal Reserve System with respect to the form and content
of banks' financial statements and related schedules.

In

April the SEC, for the first time, proposed the establishment
of comprenensive requirements in Article 9 of Regulation S-X
as to the form and content of consolidated and unconsolidated
financial statements of bank holding companies and banks in
an attempt to present such information to investors in a more
meaningful and understandable manner.
As a result of the April proposals, the Commission
received letters from 168 interested organizations and
individuals.

Many of the commentators favored the SEC's

overall approach, but almost everyone criticized certain of the
particular proposals.

Much controversy, for example, was
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Conference

Finance will appear on a panel before this
and will, no doubt, discuss in detail the technical

aspects of the revised proposals.
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foreign operations
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the furnishing

has already been required
accounting
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by a rule setting body for the
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I urge you to consider
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thinking
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You may be relieved

to know that after Article
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- 13 referred to as "perquisites.l1 The Commission stated:
Among the benefits received by management which
the Commission believes should be reported as
remuneration are payments made by registrants
for the following purposes: (1) Home repairs
and improvements; (2) housing and other living
expenses (including domestic service) provided
at principal and/or vacation residences of
management personnel; (3) the personal use of
company property such as automobiles, planes,
yachts, apartments, hunting lodges or company
vacation houses; (4) personal travel expenses;
(5) personal entertainment and related expenses;
and (6) legal, accounting and other professional
fees for matters unrelated to the business of
the registrant. Other personal benefits which
may be forms of remuneration are the following:
the ability of management to obtain benefits
from third parties, such as favorable bank loans
and benefits from suppliers, because the
corporation compensates, directly or indirectly,
the bank or supplier for providing the loan or
service to management; and the use of the
corporate staff for personal purposes.
This release was issued in response to numerous inquiries,
some of which may have been generated by the publicity given
to recent SEC enforcement cases revealing the failure of
certain corporations to disclose the value of various personal
benefits received by members of management.
One of the personal benefits mentioned in our
August release, with which the Commission has had recurring
experience and with which you should be particularly interested,
is the utilization of compensating balances by public companies
in connection with obtaining favorable loans for insiders.
1973, we adopted amendments to our accounting regulations to

In
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materiality guidelines set forth above.
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i
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things, amend and redistribute its pending registration
statement.
To obtain more data regarding whether the practice
of giving so-called "sweetheart loans" is a connnonone and
in order to determine whether bank holding companies should
disclose additional information about loans to executives of
corporate borrowers, including other banks, the Connnission's
staff has requested bank holding companies with pending
--l

,

registration statements filed under the Securities Act for
information about such loans.
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The staff has also asked bank

holding companies whether they or their subsidiaries have
extended any loans to the parent's officers and directors on
terms that were more favorable than could have been obtained
by unrelated persons in order to determine whether such
indebtedness snould be specifically described.

In light of

the responses to our staff's inquiries to bank holding
companies, we have discontinued the routine use of these
connnents. I suspect, however, that the area of management
remuneration and business practices will be considered further
by the SEC as well as the banking agencies and should be of
concern to you.
There will continue to be changes in the operations
and regulation of banks.

While no one can predict the exact

course these changes will take, there is no doubt in my mind
that they will include more meaningful disclosure of banking

. .

..
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