(717) 783- 8240

March 29, 2000
[ redact ed]

Dear [redacted]:

This will respond to your request for the approval of the Pennsylvania
Departnment of Banking (the “Departnent”) for [redacted] (the “Bank”),
[redacted], Pennsylvania, to form and beconme sol e sharehol der of
[redacted] (the “Subsidiary”). The Subsidiary's sole purpose is to hold
a 75% non-controlling interest in alinted partnership which provides
real estate settlement and title agent services.

W have reviewed the Bank’s request to establish such a subsidiary as
not ed above and hereby issue conditional approval for the fornmation of
[redacted], pursuant to the provisions of Sections 203(d) and 315(i) of
t he Banki ng Code of 1965, as anended. Said approval is subject to the
foll owi ng conditions:

1. The activities of the Subsidiary are not to be expanded beyond
the purposes as set forth in this letter and any such change
will require the prior witten approval of the Departnent.

2. The Board of Directors of both the Bank and the Subsidiary,
respectively, are to establish a limtation on the total anount
of borrow ngs by the Subsidiary fromthe Bank and any other
affiliated conpani es.

Regar di ng appl i cabl e banking |l aw, Section 315(i) of the Banki ng Code of
1965 (“Banki ng Code”) provides Pennsylvania state-chartered banks with
“all powers incidental to the conduct of banking business.” 7 P.S.
8315(i). The sale of title insurance by banks is incidental to the
conduct of banki ng business, since banks originate nortgage |oans as a
fundanental part of their banking business and title insurance is
typically required to be purchased fromor through a title insurance
agent as a reasonable condition of the loan. See 7 P.S. 8310(d)(v)
(borrower shall pay all expenses for title insurance on a real estate

| oan originated by a bank). |In addition, the ability of banks to sel
title insurance is neither prohibited nor restricted by Section 406 of
t he Banki ng Code, since that section pertains only to title insurance
underwiting. See 7 P.S. 8406. Regarding applicable insurance |law, the
I nsurance Departnment Act of 1921 provides in relevant part that “a
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financial institution, and any officer, enploye or agent thereof, that
sells insurance shall be licensed in accordance with the provisions of
this Act and regul ati ons pronul gated under this Act.” 40 P.S. 8§286(b).
Construed together, the above-cited banking and i nsurance | aws support the
concl usi on that Pennsyl vani a state-chartered banks may sell title

i nsurance.

Since title hnsurance may be sold by Pennsyl vani a state-chartered banks,
subsi di ari esH of such banks al so may engage in such activities, consistent
with Section 203(d) of the Banking Code. See 7 P.S. 8203(d). It is the
Departnent’ s understandi ng that the Insurance Departnment Act of 1921
contains no prohibition on the ability of bank subsidiaries to engage in
title insurance agent activities. Construed together, the banking and

i nsurance laws referenced in this letter support the conclusion that

subsi diary corporations that are by definition majority owned by

Pennsyl vani a state-chartered banks, may sell title insurance.

Wiile the ability of a Pennsylvania state-chartered bank to invest in a
subsi diary corporation that will engage in title insurance agency
activities is clear, there is no specific authority in the Banking Code for
a bank or its subsidiary to make a najority investnent in a title insurance
agency that is inlimted partnership form

As a conparative matter, the Ofice of the Conptroller of the Currency
(“0OCC’) has on a conditional basis authorized national banks to establish
an operating subsidiary to acquire and hold a 70% non-controlling interest
inalimted partnership that will engage in title insurance agency
activities. See OCC Conditional Approval No. 275 (April 22, 1998).

Section 103 of the Banking Code provides the Departnent with adequate rul e-
maki ng power and administrative discretion to supervise and regul ate
Pennsyl vani a state-chartered banks in a nanner that nmintains
conpetitiveness with national banks and that is flexible and readily
responsi ve to changes in econonic conditions and to changes in banking and
fiduciary practices. See 7 P.S. 8103. Act 40 of 1997 confirnms that
financial institutions may sell title insurance and does not prohibit or
restrict bank subsidiary corporations fromengaging in such activity. See
40 P. S. 8286(b). Therefore, as a power incidental to the conduct of
banki ng busi ness pursuant to Section 315(i), and in order to maintain
conpetitiveness with national banks pursuant to the mandate in Section
103(a)(v), it is the Department’s position that a Pennsylvania state-
chartered bank may acquire and hold a 75% non-controlling interest in a
limted partnership that will engage in title insurance agency activities
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provi ded that the four-prong test stated bel ow and utilized by the OCC to
aut hori ze ownership of a non-controlling interest is adhered to by the
Pennsyl vani a state-chartered bank. |In addition, since a Pennsylvania
state-chartered bank nmay acquire and hold such an interest, a Pennsylvania
state-chartered bank may establish an operating subsidiary pursuant to

! For purposes of the Banking Code, the term “subsidiary” is defined as

“a corporation controlled by an institution which owms at least a majority
of its shares.” 7 P.S. 8102(bb.1)(enphasis added). The term“institution”
in the definition of “subsidiary” includes a Pennsylvania state-chartered
bank. 7 P.S. 8102(q) and (r).



Section 203(d) to acquire and hold such an interest, provided that the
four-prong test stated below and utilized by the OCC to authorize ownership
of a non-controlling interest is adhered to by the Pennsyl vania state-
chartered bank

More specifically, a Pennsylvania state-chartered bank may establish an
operating subsidiary to acquire and hold a 75% non-controlling interest in
alimted partnership that will engage in title insurance agency activities
if the following four conditions are net:

1. The activities of the enterprise in which the investnent is made
must be limted to activities that are part of or incidental to
t he busi ness of banki ng.

2. The bank nust be able to prevent the enterprise fromengaging in
activities that do not satisfy this requirenent.

3. The bank’s | oss exposure nust be linited, as a | egal and
accounting matter, and the bank nust not have open-ended
liability for the obligations of the enterprise. (For exanple,
the bank may not be a general partner in the limted
partnership.)

4, The i nvest ment nust be conveni ent or useful to the bank and not
a nmere passive investnment unrelated to that bank’s banking
busi ness.

As stated above, the OCC has permitted national banks to establish an
operating subsidiary to acquire and hold a 70% non-controlling investnent
inalimted partnership that will engage in title insurance agency
activities. Therefore, the Bank nay be required to seek the approval of
the Federal Deposit Insurance Corporation (“FDIC') pursuant to Section 24
of the Federal Deposit Insurance Act, 12 U. S.C. 8183l1a, in order to
establish a subsidiary that will acquire and hold a 75% non-controlling
interest in alimted partnership that will engage in title insurance
agency activities.

Recei pt of the follow ng docunmentation relative to the formation of the
Subsi diary is acknow edged:

1. Copy of the Resolution of the Bank’s Board of Directors authorizing
formati on of the Subsidiary.

2. Amendnent and Assi gnment Agreenent.

3. Linmted Partnership Agreenent.
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In order to conplete our files in this matter, please forward the follow ng
to the attention of Joseph A Mretz, Manager — Corporate Applications, at
t he above-noted address:

1. Identification of the initial officers and Directors of the
Subsi di ary.



2. Articles of Incorporation for the Subsidiary.
3. Certificate of Incorporation issued by the Departnent of State.
Byl aws of the Subsidiary.

The initial bal ance sheet of the Subsidiary.

e o &

A statenent setting forth the amount of the Bank’s investnent in
t he Subsidiary.

Pl ease be advised that this approval is effective for a period of one (1)
year fromthe date of this letter unless, in the neantinme, a request for an
extension of tinme has been subnmitted by the Bank and approved by the

Depart nment .

In addition, the Departnent |acks jurisdiction over the Insurance
Departnent Act of 1921. Therefore, statements nade herein regarding the
I nsurance Departnment Act of 1921 are not binding on the Insurance
Departnment but are stated to the best of the Departnent’s know edge,

i nformati on and belief.

| trust this letter is responsive to your request. Please contact M.
Moretz shoul d you require additional explanation or information regarding
this matter.

Very truly yours,

Ri chard S. DeMartino
Di rector, Bureau of
Supervi si on and Enf or cenent

RSD: JAM kse

cc: WIlliamL. Gaunt
FRB - Phil adel phi a
Joseph A Moretz
Manager - Corporate Applications
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