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1 The Department notes that ‘‘blind transactions’’,
in which the identity of the purchaser or seller is
not known because the transaction is executed by
an independent broker, acting as agent, on a
national securities exchange, would not be subject
to this requirement.

(g) Prior to any proposed cross-trading
by an Indexed Account or a Large
Account, Mellon provides to each
employee benefit plan invested in the
Account information which describes
the existence of the cross-trading
program, the ‘‘triggering events’’ which
will create cross-trade opportunities, the
pricing mechanism that will be utilized
for securities purchased or sold by the
Accounts, and the allocation methods
and other procedures which will be
implemented by Mellon for its cross-
trading practices. Any employee benefit
plan which subsequently invests in the
Indexed Account or Large Account shall
be provided the same information prior
to or immediately after the plan’s initial
investment in the Account.

(h) With respect to cross-trade
transactions involving a Large Account:

(1) Total assets of the Large Account
are in excess of $50 million.

(2) Fiduciaries or other appropriate
decisionmakers of the Large Account
who are independent of Mellon are,
prior to any cross-trade transactions,
fully informed of the cross-trade
technique and provide advance written
approval of the cross-trade transactions.

Such authorization shall be
terminable at will by the Large Account
upon receipt by Mellon of written notice
of termination. A form expressly
providing an election to terminate the
authorization, with instructions on the
use of the form, must be supplied to the
authorizing Large Account fiduciary
concurrent with the receipt of the
written information describing the
cross-trading program. The instructions
for such form must include the
following information:

(i) The authorization is terminable at
will by the Large Account, without
penalty to the Large Account, upon
receipt by Mellon of written notice from
the authorizing Large Account fiduciary;
and

(ii) Failure to return the termination
form will result in the continued
authorization of Mellon to engage in
cross-trade transactions on behalf of the
Large Account.

(3) Within 45 days of the completion
of the Large Account’s portfolio
restructuring program, the Large
Account’s fiduciaries shall be fully
apprised in writing of the transaction
results. However, if the program takes
longer than three months to complete,
interim reports of the transaction results
will be made within 30 days of the end
of each three month period.

(4) The Large Account transactions
occur only in situations where Mellon
has been authorized to restructure all or
a portion of the Large Account’s
portfolio into an Indexed Account

(including a separate account based on
an index or computer model) or to act
as a ‘‘trading adviser’’ in carrying out a
Large Account-initiated liquidation or
restructuring of its portfolio.

(i) Mellon receives no additional
direct or indirect compensation as a
result of any cross-trade transactions.

(j) Mellon does not purchase or sell
any debt securities issued by Mellon or
an affiliate for the Indexed Accounts.

Section II—Exemption for the
Acquisition, Holding and Disposition of
MBC Stock

The restrictions of sections
406(a)(1)(D), 406(b)(1) and (b)(2) of the
Act, and the sanctions resulting from
the application of section 4975 of the
Code by reason of section 4975(c)(1)(D)
and (E) of the Code, shall not apply to
the acquisition, holding or disposition
of the common stock of MBC (the MBC
Stock) by Indexed Accounts, if the
following conditions and the General
Conditions of Section III are met:

(a) The acquisition or disposition of
the MBC stock is for the sole purpose of
maintaining strict quantitative
conformity with the relevant index
upon which the Indexed Account is
based.

(b) In the event that MBC Stock is
added to an index on which an Indexed
Account is based or is added to the
portfolio of the Indexed Account which
tracks an index that includes MBC
Stock, all acquisitions necessary to bring
the Indexed Account’s holdings of MBC
Stock to its capitalization weighting in
the index, other than cross-trade
transactions meeting the conditions of
Section I, shall comply with Rule 10b-
18 of the Securities and Exchange
Commission (SEC) under the Securities
Exchange Act of 1934, including the
limitations regarding the price paid for
such stock.

(c) Subsequent to acquisitions
necessary to bring the Indexed
Account’s holdings of MBC Stock to its
capitalization weighting in the index
pursuant to the restrictions of SEC Rule
10b–18, all aggregate daily purchases of
MBC stock, other than cross-trade
purchases meeting the conditions of
Section I, shall not constitute more than
the greater of: (1) 15 percent of the
stock’s average daily trading volume for
the previous five days; or (2) 15 percent
of the stock’s trading volume on the date
of the transaction.

(d) If the necessary number of shares
of MBC stock cannot be acquired within
10 business days from the date of the
event which causes the particular
Indexed Account to require MBC stock,
Mellon shall appoint a fiduciary which
is independent of Mellon and its

affiliates to design acquisition
procedures and monitor Mellon’s
compliance with such procedures.

(e) All purchases and sales of MBC
stock, other than cross-trades meeting
the conditions of Section I, shall be
executed on the national exchange on
which MBC stock is primarily traded.

(f) No transactions shall involve
purchases from, or sales to, Mellon or
any affiliate, officer, director or
employee of Mellon or any party in
interest with respect to a plan which has
invested in an Indexed Account.1 This
requirement does not preclude
purchases and sales of MBC stock in
cross-trade transactions meeting the
conditions of Section I, provided that
the Indexed Accounts are not
maintained by Mellon primarily for the
investment of assets of Mellon or any
affiliate, including officers, directors or
employees of Mellon other than in
connection with a Mellon Plan.

(g) No more than five (5) percent of
the total amount of MBC stock issued
and outstanding at any time shall be
held in the aggregate by the Indexed
Accounts which hold plan assets.

(h) MBC stock shall constitute no
more than two (2) percent of the value
of any independent third-party index on
which the investments of an Indexed
Account are based.

(i) A plan fiduciary independent of
Mellon authorizes the investment of
such plan’s assets in an Indexed
Account which purchases and/or holds
MBC stock.

(j) A fiduciary independent of Mellon
and its affiliates shall direct the voting
of the MBC stock held by an Indexed
Account on any matter in which
shareholders of MBC stock are required
or permitted to vote.

Section III—General Conditions
(a) Mellon maintains or causes to be

maintained for a period of six years
from the date of the transaction the
records necessary to enable the persons
described in paragraph (b) of this
Section to determine whether the
conditions of the exemption have been
met, except that (1) a prohibited
transaction will not be considered to
have occurred if, due to circumstances
beyond the control of Mellon, the
records are lost or destroyed prior to the
end of the six-year period, and (2) no
party in interest other than Mellon shall
be subject to the civil penalty that may
be assessed under section 502(i) of the


