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RE: State Farm Financial Services, F .S .B .  (Certificates of 
Deposit Marketed Through Affi l iated Third Parties) 

Dear M r. Moore :  

This is in response to your letter dated December 9 ,  2003 and received by  this Agency on 
December 1 1 , 2003. Your letter was supplemented by your facsimi le dated and received 
Apri l  29, 2004. In  the letter you referenced the General Counsel's Apri l  9, 2002 op inion 
letter and supplemented the facts underlying that prior opinion and asked that Staff revisit 
the matter and issue a supplemental opinion encompassing the additional facts. 

Your letters and supplemental materials describe a p roposed offering to the pub l ic of 
certificates of deposit ("CDs") issued by State Farm Financial Services , F .S .B .  ("State Farm 
Bank") , a federal savings bank and subsidiary of State Farm Mutual Automobi le Insurance 
Company ("State Farm") . Although the CDs issued by State Farm Bank are FD IC-ins u red , 
you noted that, due to the $1 00,000 limit on FD!C deposit insurance, the accounts of some 
State Farm Bank depositors wi l l  not be ful ly insured by the FDIC so that payment in fu l l  is 
not g uaranteed . 

State Farm Bank p lans to p rovide deposit and loan p roducts and services to customers in 
Texas primarily through State Farm's  exclusive network of independent agents ("Exclusive 
Agents") . Included among these prod ucts wi l l  be a fixed rate CD as wel l  as a 5-ye a r  
variable rate certificate of deposit. The ihterest rate on the new variable rate CD is tied to  
the  performance of  the  S&P 500 Stock I ndex over the period of the  CD .  If the  S&P 500 
Stock I ndex consistently decl ines during the five-year period, the depositor wi l l  sti l l  receive 
his or her pri ncipal at maturity. 

The State Farm network of Exclusive Agents is primarily composed of individ ua ls  who sell 
Stat� Farm insura nce products. You noted that Exclusive Agents are not employees of 
State Farm but are generally prohibited from selling insurance and financia l p roducts 
issued by non-State Farm organ izations.  Some Exclusive Agents are reg istered securities 
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agents of State Farm VP Management Corp.  ("SFVP"), a Texas registered dealer restricted 
to the sale of investment com pany products and certificates of deposit. 

Exclusive Agents will enter into an agreement with State Farm Bank to market CDs issued 
by State Farm Bank. U nder that agreement, Exclusive Agents will offer State Farm Bank's 
CDs to their customers and wil l  receive from State Farm Bank for each State Farm Bank 
deposit accou nt that is opened , the greater of (a) a fee of $25 or (b) 1 .0% of the amount 
of the C D  establ ished,  with a cap of $1 50 of compensation per CD.  

Add itional ly, based on  their sales of State Farm Bank deposit products (sav ings accounts,  
checking accounts, money market accou nts, and CDs), Exclusive Agents have a n  
opportunity to enhance their annual cash bonus or earn additional travel cred its through 
a cash bonus program and travel award program offered to insurance agents of State 
Farm. For a n  agent who qualified for the maximum cash bonus,  n o  m ore than 2 . 8% ofthat 
bonus can be attributable to the sale of State Farm Bank deposit products . With respect 
to a potential travel award , at least 70% of the travel credits earned by an insurance agent 
for the travel program m ust relate tothe agent's sale of life insurance policies. You noted 
that, since an agent's sale of insurance products plays a much more sign ificant role in 
determin ing the amount of the cash bonus or travel credits than does the agent's sale of 
deposit products, State Farm Bank does not bel ieve that making the sale of its deposit 
products a factor in these incentive programs would have an inappropriate impact on the 
sales of State Farm Bank's deposit products by Exclusive Agents . 

You explained that, as a cond ition to participation in the marketing of State Farm Bank 
products, Exclusive Agents must agree to act in  accordance with a l l  applicable laws and 
regulations and a l l  gu idelines, procedures, and policies established by State Farm Bank, 
and m ust successful ly complete training requ ired by State Farm Bank.  You represented 
that State Farm Bank has estab lished a comprehensive compl iance plan to seek to ensure 
that the Exclusive Agents comply with al l  applicable laws and regu lations .  As part of the 
train ing ,  Exclusive Agents are issued an "Agent Reference Manual," which they m ust read 
and then score 80% or better on a test referred to as a "Certification Assessm ent." 
Fol lowin g  passage of this test, the Exclusive Agent and the Exclusive Agent's supervisor  
must attend l ive classroom training, lasting approximately one and one-half d ays. At the 
completion of the classroom train ing,  the Exclusive Agent signs the sales agreement with 
State Farm Bank and becomes qualified to sell CDs offered by State Farm Bank .  

You noted that Exclusive Agents wil l  p rovide information and brochures regarding CDs and 
other p roducts and services offered by State Farm Bank  p rimarily throug h  mai l i ngs and 
through telephone and personal contacts with customers. Exclusive Agents also wi l l  
disp lay State Farm Bank  brochures in their offices. Exclusive Agents wi l l  assist customers 
i n  com p leti ng app lications for p roducts of State Farm Bank or, alternatively ,  may refer 
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customers to a State Farm Bank employee who will assist customers in  obtain ing the 
desired product or  service. The Exclusive Agents will not accept any cash deposits or 
make any withdrawals on behalf of State Farm Bank customers. Exclusive Agents will n ot 
create a secondary market with respect to the sale of State Farm Bank CDs or otherwise 
add enhancements or other features to the CDs. 

As an in itial matter, you have opined that CDs are not securities for the purposes of the 
Texas Securities Act ("Act") . You cite Marine Bank v. Weaver, 455 U .S .  551 ( 1 982) in 
support of your position .  We are n ot aware of any Texas case embracing the hold ing of 
Marine Bank for purposes of the Act. Moreover, Section 5 .L of the Act and Board Ru le  
1 09 . 1 7  contain carefu lly crafted exemptions from the registration requirements for the  
securities of  certain financial institutions u nder control led and  limited circumstances. 

The exemption from securities registration provided by 5 . L  of the Act is available for the 
sale by the issuer itself of a security' issued by a federal savings and loan association. 
Board Rule 1 09. 1 7(b) interprets the phrase "any federal savings and loan association , "  as 
used in  Section 5 .L ,  to include a federally chartered savings bank, such as State F arm 
Bank.  

The exemption provided by Section 5 .M of the Act is  avai lable when the guarantee 
req uired by that section is ful l  and complete. If sales to be made in  Texas cou ld be 
restricted to persons who would not own , in any capacity, in excess of the $1 00 ,000 
amounts for which FDIC insurance coverage is avai lable, the exemption provided by 
Section 5 . M  of the Act cou ld be available. However, you have acknowledged that sales 
in  Texas will not be restricted in such a manner so there may be instances where the CDs 
wi l l  not be fully insured by the FD!C . Thus , the exemption provided by Section 5 . ivi does 
not appear to be avai lable for the offering of the CDs in these circumstances . 

Section 4.C of the Act defines "dealer" to include the following: 

... every person or company . .  ' . who engages in this state, either for all or 
part of his or its time, d irectly or through an agent, in selling, offering for sale 
or delivery or soliciting subscriptions to or orders for, or undertaking to 
dispose of, or to invite offers for any security or securities and every person 
or company who deals in any other manner in any security or securities 
within this state ... 

Please note that the Texas courts have broadly construed this definition and determined 
that a person is "se lling" securities if he or she is any link in the "chain of sale." See Brown 
v. Cole, 155 Tex. 624, 291 S.W.2d 704 (1956). The Act goes on to define "agent" to 
include "every person or company employed or appointed or authorized by a dealer to sell, 
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offer for sale or del ivery, or solicit subscriptions to or orders for, or deal i n  any other 
manner, in  securities within this state , whether by d irect act or through subagents . . .  " 

Based on the foregoing understand ing ,  the exem ption provided by Section 5 . L  of the Act 
is avai lable for the CDs issued by State Farm Bank and for the personnel of State Farm 
Bank assisting in the offer and sale of the CDs. The staff of the State Securities Board 
respectfu lly decl ines to recommend a no action position in regard to State Farm ,  S FVP , 
and the Exclusive Agents (col lectively, the "State Farm Bank Affil iates"). The State Farm 
Bank Affi l iates m eet the defin itions of "dealer" or "agent" contained in  the Act, and  would 
be required to register as such. An Exclusive Agent who is also registered with the 
Securities Commissioner as a securities agent of SFVP, a Texas registered restricted 
dealer , may sel l  the CDs if h is or her agent registration covers sales of that type of 
securities product. 

Please n ote that, d ue to the l imits p laced on the activities of the Exclusive Agents of the 
State Farm Bank Affiliates, the Securities Commissioner wi l l  consider whether to waive the 
requirement of an examination over general securities law princip les if you wis h  to make 
such a request i n  conjunction with the applicatio n  for registration .  The proper way to 
request an examination waiver is to provide detailed information regarding the nature of 
the activities of the Exclusive Agents, submit such information with the appl ication ,  and  
request waiver of the examination requ irement based upon the l imited n ature of  the 
securities-related activities. It is  acceptable to request a blanket waiver to cover al l  State 
F arm Bank Affi l iates that reg ister. or will register in the future as long as there is a 
representation i n  the request to the effect that the activities of al l  affected Exclusive Agents 
wil l  be the same.  P lease keep in  mind that if ,  at some point, the activities performed by the  
State Farm Bank Affi liates or the Exclusive Agents were to extend beyond that described 
above, then it may become necessary for those individuals to complete add itiona l  
examination requ irements .  

Please note that this Agency has not made an independent investigation of the facts, b ut 
has relied solely on the information you have provided . If th is i nformation is i ncorrect or 

changes substantially, the staff would reconsider the matter and the opin ion stated above 
would be void . 

Further, this Agency does not grant nor confer an exemption .  Its avai lab i l ity depends 
entire ly on ful l  compl iance with the language of the exemption . If a d ispute arises about 
avai labil ity of an exemption , the burden of proof fal ls on the party claiming the exemption . 

Final ly, the opin ions expressed by this Agency are not binding on civi l l itigants i n  futu re 
p roceed ings. 
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I trust this letter answers your inquiry . .  Please feel free to write us if you n eed further 
information .  

DW/ms 

Very tru ly yours, 
DENISE VOIGT CRAWFORD 
·Securities Commissioner 

David Weaver 
General Counsel 




