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(Revises No. B-88-4)

- This BULLETIN will clarify the Commissioner's position
relative to investment by state-chartered savings and loan :
associations in open-end management investment companies ('Mutual

Funds"'). '

State law permits state associations to invest, either
separately or in the aggregate, up to twenty-five percent (257) of
an association's total assets in certain enumerated investments.
Among these investments are mutual funds. T.C.A. Section
45-3-601(2)(E) provides:

"Every association shall have tHe power to invest in
securities as set forth hereinbelow:’

(1)...
(2)Twenty-Five Percent-of-Asset Limitation. The following

investments, either separately or in the aggregate, shall be
subject to a limitation of twenty-five percent (25%) of an
association's total assets:...

(E) Shares or certificates in any open-end management
investment company which is registered with the securities and
exchange commission under the Investment Company Act of 1940 and
the portfolio of which is restricted by such management company's
investnent policy, changeable only if authorized by shareholder
vote, solely to any investments in which an association by law or
regulation may invest;..."

While State law permits investment, subject to certain
limitations, in mutual funds which meet the criteria of the
statute, it is the Commissioner's position that investment in such
market-driven, volatile funds may present undue risk to the
association.



The Commissioner reminds the Boards of Directors of the
several state-chartered savings and loan associations that it
remains the responsibility of an association's directorate to
ensure that any particular investment is a proper holding for the
association's portfolio. Each holding of shares of an investment
company must be reviewed at least quarterly in order to determine
whether that particular investment company continues to be
appropriate for the association's investment portfolio.

Attached to this BULLETIN are two lists. Appendix A lists
those mutual funds which have been reviewed by counsel for the
Department and which appear to meet the requirements of state law
for investment under T.C.A. Section 45-3-601(2)(E). Appendix B
- lists those funds which do not appear to meet the criteria of
state law for investment by state associations. If a particular
fund is not on either list, an association may submit a prospectus
on the fund to the Department for review. Prospectuses from
brokers are not accepted for review.

- The Commlss1oner reserves the right to review an
association's investment portfolio for safety and soundness and to
require divestiture of any investment which, in the opinion. of the
Commissioner, after the appropriate opportunlty for a hearing on
the matter, jeopardizes the safety and soundness of the

institution.

All State-chartered associations will be required to mark
these investments to the lower of cost or of market each quarter
and to show any loss as an adjustment to the undivided profits
account. Recoupment of prior losses may be reflected as an
adjustment to the undivided profits account. Appropriate entries
must be made to the association's books to reflect these

adjustments.

Questions concerning this BULLETIN may be addressed to
Assistant Commissioner Louise Johnson, Bank Division, Department
of Financial Institutions, 500 Charlotte Avenue, Fourth Floor,
John Sevier Office Building, Nashville, TN 37219 or Assistant
Commissioner and Legal Counsel Katie Edge, at the same address.
The Department's telephone number is (615) 741-2236.

Attachment: Appendix A (September 15, 1988)
Appendix B (September 15, 1988)
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September 15, 1988 Update

Appendix A

Open-End Investment Companies which Appear to Meet the
Requirements of T.C.A. §45-2-607(a)(12) and (13) and
T.C.A. §45-3-601(2)(D) and (E).

Prudential-Bache Government Plus Fund

Merrill Lynch Institutional Intermediate Fund
U. S. Government High Yield Trust, a Series of Criterion
Kemper U. S. Government Secur1t1e° Fund
Putnam High Income Government Trust

Colonial Government Securities Plus Trust

First Trust U. S. Government Fund

Putnam GNMA Plus Trust

. Franklin U. S. Government Securities Fund

. Van Kampen Merritt U. S. Government Fund, Inc.

. Alliance Bond Fund/U. S. Government Portfollo

. Colonial Enhanced Mortgage Trust

. Treasury First, Inc.

. Felerated Intermediate Government Trust

. Federated Short Intermediate Government Trust

. Federated GNMA Trust

. MFG Government Securities High Yi#eld Trust

. MFG Government Guaranteed Securltles Trust

. Premier GNMA Fund

. Dean Witter Government Securltles Plus

. Dean Witter U. S. Government Securities Trust

. Lord Abbett U. S. Government Securities Fund

Criterion Limited Term Institutional Trust

Criterion U. S. Government Institutional Trust

. Sears Government Investment Trust

. Prudential-Bache Goverment Plus Fund II

. Kemper Government Securities Trust GNMA Portfolio

. Limited Maturity Treasury Fund

. Tax-Free Intermediate Fund

. Delaware Group Government Fund: U. S. Government
Series

32. Franklin Custodian Funds, Inc.: U. S. Government

Securities Series

33. Merrill Lynch Federal Securities Trust

34. Vigilant Select U. S. Government Collateral Series

35. MetLife-State Street Government Income Fund

36. Colonial U. S. Government Trust

37. Pilgrim Prime Rate Trust
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Putnam U. S. Government Guaranteed Securities Income Trust



September 15, 1988 Update

Appendix B

Open-End Investment Companies Which Do Not Appear to Meet the
Requirements of T.C.A. §45-2-607(a)(12)(13) and T.C.A.
§45-3-601(2)(D)(E).

Pilgrim Adjustable Rate Fund

Geico Adjustable Rate Preferred Fund

Hutton Investment Series (8 Series, Rev. 11/85)
Flagship Corporate Cash Management

Franklin Corporate Cash Management Fund

Dreyfus Corporate Cash Trust

Vanguard Qualified Dividend Portfolio III

Putnam Corporate Cash Trust

Pilgrim Preferred Fund

Colonial Corporate Cash Trust I

Colonial Corporate Cash Trust II

Fidelity Corporate Trust/Auction Preferred Portfolio
Fidelity Corporate Trust/Adjustable-Rate Portfolio
. Fidelity Qualified Dividend Fund

. Pilgrim Corporate Cash Fund .

. Dean Witter Government Income Trust
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