FEDERAL RESERVE SYSTEM

12 CFR Part 225

[ Regul ation Y; Docket No. R-0935]

Bank Hol di ng Conpani es and Change in Bank Control (Regulation Y)
ACGENCY: Board of Governors of the Federal Reserve System
ACTION:  Notice of proposed rul enaki ng; request for comrents.

SUMVARY: The Board is proposing a conprehensi ve anendnent of
Regul ation Y that is intended to i nprove the conpetitiveness of
bank hol di ng conpani es by elimnating unnecessary regul atory
burden and operating restrictions, and by streamining the
application/notice process. Anong other proposed revisions, the
Board proposes to establish a streanmined and expedited review
process for bank and nonbanki ng proposals by well-run bank
hol di ng conpani es. The Board al so proposes to reorgani ze and
expand the regulatory |list of nonbanking activities and to renove
a nunber of restrictions on those activities that are outnoded,
have been superseded by Board order or do not apply to insured
banks that conduct the sane activity. |In addition, the Board
proposes several anendnents to the tying restrictions, including
removal of the regulatory extension of those restrictions to bank
hol di ng conpani es and their nonbank subsidiaries. A nunber of

ot her changes have al so been proposed to elim nate unnecessary
regul atory burden and to streanline and noderni ze Regul ation Y,

i ncludi ng changes to the provisions inplenenting the Change in
Bank Control Act and section 914 of the Financial Institutions
Ref orm Recovery, and Enforcenent Act of 1989.

DATES: Coments nust be received by Cctober 31, 1996.

ADDRESSES: Comments should refer to Docket No. R-0935, and may
be miiled to M. WIlliamW WIes, Secretary, Board of Governors
of the Federal Reserve System 20th Street and Constitution
Avenue, NW, Washington, DC 20551. Comments may al so be
delivered to Room B-2222 of the Eccles Building between 8:45 a. m
and 5:15 p.m weekdays, and to the guard station in the Eccles
Bui I ding courtyard on 20th Street, NW (between Constitution
Avenue and C Street) at any tine. Comments received wll be
avai | abl e for inspection in room MP-500 of the Martin Building
between 9:00 a.m and 5:00 p.m weekdays, except as provided in
section 261.8(a) of the Board's Rules Regarding Availability of

| nf or mat i on.

FOR FURTHER | NFORMATI ON CONTACT: Scott G Al varez, Associate
General Counsel (202/452-3583), Gregory A. Baer, Managi ng Seni or
Counsel (202/452-3236), D ane A. Koonjy, Senior Attorney

(202/ 452-3274), Lisa R Chavarria, Attorney (202/452-3904),
Satish M Kini, Attorney (202/452-3818), Legal D vision; Mlly
Wassom Assistant Director (202/452-2305), Sid Sussan, Assistant



Director (202/452-2638), Division of Banking Supervision and
Regul ati on, Board of Governors of the Federal Reserve System

For the hearing inpaired only, Teleconmunication Device for the
Deaf (TDD), Dorothea Thonpson (202/452-3544), Board of Governors
of the Federal Reserve System 20th Street and Constitution
Avenue, NW, Washi ngton, DC

SUPPLEMENTARY | NFORVATI ON:

Qutline: The discussion of proposed revisions to Regulation Y is
divided into the foll ow ng sections:

A Summary of principles applied in reviewi ng and revi sing
Regul ation Y.

Summary of proposed revisions.

C. Expl anati on of proposed changes to the procedures
gover ni ng bank acqui sitions.

D. Expl anati on of proposed changes to the nonbanking
provi si ons.

E. Expl anation of restrictions renoved from perm ssible
nonbanki ng activities.

F. Expl anati on of changes to tying rules.

G Expl anati on of other changes.

Di scussi on:

A. Summary of the principles applied in review ng and
revising Regulation Y.

Regul ation Y is the regul ation the Board has adopted to
i npl emrent the requirenents of the Bank Hol ding Conpany Act (the
BHC Act), the Change in Bank Control Act and provisions of the
Federal Deposit Insurance Act. As required by section 303 of the
Ri egl e Community Devel opnent and Regul atory | nprovenent Act of
1994, the Board has conducted a conprehensive review of
Regul ation Y to inprove efficiency, reduce unnecessary costs, and
elimnate unwarranted constraints on credit availability while
faithfully inplementing statutory requirenents. This review
i ncl uded di scussions with staff of the other federal banking
agenci es regarding the inplenentation of conmopn statutory
provi si ons.

Based on this review, the Board proposes a
conprehensive revision to Regulation Y that is intended to
i nprove the conpetitiveness of bank hol ding conpani es by
el i m nating unnecessary regul atory burden and operating
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restrictions, and by stream i ning and expediting the
application/notice process. The revisions proposed by the Board
to Regulation Y are summarized in the follow ng sections and
expl ained nore fully in sections C through G

The Board invites conmment on all aspects of its
proposed revisions. |In addition, the Board invites other
suggestions on revisions to Regulation Y that would elimnate
unnecessary burden while adhering to applicable statutory
requi renents and mai ntai ning safety and soundness.

Appr oval process

Much of Regulation Y is conprised of procedures for
eval uating applications and notices. A nunber of revisions are
proposed to these procedures with the goal of elimnating, to the
fullest extent permtted under current |aw, any unnecessary
burden and paperwor k.

Two inportant principles underlie the revisions that
are proposed to the approval process for bank hol di ng conpani es.
First, the new regul ati on woul d establish objective and
verifiable neasures for each of the criteria set forth in the BHC
Act and an expedited and nearly red-tape free approval process
for those bank hol di ng conpani es that neet these neasures. Under
this new procedure, a bank hol di ng conpany that neets these
obj ective neasures should be able to expect little burden or
delay fromthe approval process unless special circunstances
denonstrate that a closer reviewis warranted. Second, the
application/notice process should focus on an analysis of the
effects of the specific proposal and should not normally becone a
vehicl e for conprehensively eval uating and addressi ng supervisory
and conpliance issues at the applicant organi zation that can nore
effectively be addressed in the supervisory process.

| mportantly, these principles reflect a change in
approach to the application/notice process, both procedural and
substantive. They recognize that the approval process is nost
effective as a gateway for identifying (and rejecting)
organi zations that do not have the resources or expertise to nmake
an acquisition or conduct a particular activity; and that the on-
site inspection and supervisory process is the nost effective way
to determine if a particular organization is in fact nmanaging its
subsi di ari es or conducting an approved activity in a safe and
sound manner and operating within its authority.

Based on these principles, a new streanlined approval
procedure is proposed that would permt well-rated and well-run
bank hol di ng conpani es to acquire banks and nonbanki ng conpani es
and to engage in permssible nonbanking activities de novo with
the filing of a sinple, short letter and only 15 days advance
notice. A qualifying bank hol ding conpany woul d be required to
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provide only mnimal information in connection with a notice
(basically a brief description of the proposal and certification
that the financial and other criteria are net). Staff analysis
of these proposals would be focused on verifying that the
qualifying criteria are in fact net. As explained in nore detai
bel ow, a qualifying bank hol di ng conpany coul d make bank and
nonbanki ng acquisitions using this stream ined procedure totaling
up to 35 percent of the risk-weighted assets of the acquiring
bank hol di ng conpany during any 12 nonth period. This |[imtation
on the size of acquisitions would not apply to the acquisition of
banks by small qualifying bank hol di ng conpani es so |long as the
pro forma consolidated assets of the hol ding conpany do not
exceed $300 million. Al bank acquisition proposals that exceed
35 percent of assets (or cause a small bank hol di ng conpany to
exceed $300 million in assets) or that involve bank hol di ng
conpani es that otherw se do not neet the qualifying criteria
woul d be revi ewed under the Board's current 30/60-day procedure.

Approxi mately 85 percent of the bank hol di ng conpani es
wi th consolidated assets in excess of $100 million would qualify
generally for this expedited procedure and nore than 50 percent
of the applications/notices reviewed by the System during 1995
woul d have qualified for this new stream ined procedure.
Adoption of this procedure would substantially reduce the
paperwork that nmust be filed by a qualifying bank hol di ng
conpany, the staff analysis of proposals by these well-run
organi zations, and the tine required to secure System action on
these proposals. |In addition to reducing burden on qualifying
applicants, adoption of this new procedure should free up System
resources to focus on cases raising nore conplex and difficult
i ssues, thereby inproving the processing tinme associated with
t hese cases.

The new proposed procedure follows the approach taken
in the regulatory relief bills currently pendi ng before Congress
but cannot reach the level of efficiency in the regulatory relief
bills wthout a change in the terns of the BHC Act. For exanple,
the BHC Act currently requires that a bank hol di ng conpany obtain
Board approval prior to acquiring an additional bank or
commenci ng a nonbanking activity. Thus, the Board may not
elimnate the prior approval process for bank or nonbanking
proposal s and may not adopt a post-consumration notification
process in place of a pre-consunmati on approval process.

However, the abbreviated prior notice procedure that is proposed
here woul d satisfy the BHC Act by permtting consummation of a

bank or nonbanki ng proposal at the expiration of a brief notice
period. The proposed regulatory relief bill would elimnate the



prior approval requirenent altogether for certain classes of
nonbanki ng proposal s and pernit post-consunmation notice.¥

As part of the review of the procedures governi ng bank
acqui sition proposals, the Board' s policies governing public
comment have been reviewed to assure that a neani ngful
opportunity for public comment is provided while at the sane tine
providing for the efficient and tinely processing of applications
and notices. As discussed nore fully bel ow, the proposed
revisions would retain the Board's sel f-inposed 30-day public
comment period for bank acquisition proposals, with publication
of these proposals required in the Federal Register and | ocal
newspapers. The proposal recommends, however, that the System
limt the exercise of its discretion to consider untinely
comments and adhere strictly to the Board' s existing rule that
only comments received during the public conment period be
consi dered, absent a show ng of extraordinary circunstances.

O her revisions have been proposed to the various
procedures in Regulation Y to elimnate unnecessary burden and to
make the application/notice procedure nore focused and efficient.
For exanple, the proposal would streanmline the procedure for a
bank hol di ng conpany to obtain a waiver for transactions that are
i n substance a bank-to-bank nerger subject to review by anot her
f ederal banki ng agency, and would extend this waiver procedure to
internal corporate reorganizations. |In addition, the proposal
woul d elimnate the 4-week pre-acceptance review period for bank
acqui sition proposals, thereby allow ng pronpt acceptance and
revi ew of bank acqui sition proposals. These suggestions are
outlined below and explained in detail in later sections of this
docunent .

Nonbanki ng activities

Regul ation Y al so addresses the perm ssi bl e nonbanki ng
activities of bank hol ding conpanies. As noted above, a
stream i ned procedure is suggested for proposals by bank hol di ng
conpani es to acquire nonbanki ng conpani es and to engage de novo
i n perm ssi bl e nonbanking activities. |In addition, the "laundry
list" of nonbanking activities that the Board has defined by
regul ation as "closely related to banking," and hence

Y The regulatory relief bills in both the House and the
Senate woul d allow wel |l -capitalized and wel | -mnaged banks,
wi t hout any prior notice, to engage de novo in nonbanki ng
activities that have been approved by the Board by regul ation.
These conpanies woul d al so be permtted, after providing the
Board with 12 to 15 busi ness days' prior notice, to acquire any
bank or any nonbanki ng conpany engaged in a perm ssible activity
so |l ong as the bank or nonbanki ng conpany represents |ess than 10
percent of the assets of the acquiring bank hol di ng conpany.
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perm ssi bl e, has been revised and reorgani zed, and a nunber of
ot her changes suggested to inprove the ability of bank hol di ng
conpani es to engage i n nonbanking activities.

Several principles guided the suggested reforns in the
nonbanki ng area. Mst inportant is the prem se that bank hol di ng
conpani es should be permtted to conduct nonbanking activities to
the fullest extent perm ssible under the BHC Act and that the
regul ati on should be sufficiently flexible to allow for industry
changes in perm ssible activities wi thout creating unnecessary
additional filing burdens. Thus, definitions of permssible
activities have been broadened and updated, and new procedures
are proposed to nake it easier for any interested person to
obtain a Board decision regarding whether a new activity is
perm ssible. The proposed revisions anticipate that the Board
woul d be pro-active in authorizing new activities, especially as
new activities are permtted for banks or as new financi al
activities devel op, and recognize that, under the BHC Act, bank
hol di ng conpani es are authorized to conduct activities beyond the
scope of activities that insured banks may conduct.

A conprehensive revision of the restrictions that
govern the nonbanking activities of bank hol di ng conpani es has
al so been conducted. This review drew on the experience that the
System has devel oped over the past two decades in authorizing and
supervi si ng nonbanki ng activities and reflects renoval of a
significant nunber of restrictions that the Systenl s experience
has found are not necessary or are outdated. A basic tenet of
the revisions proposed in this area is that a bank hol di ng
conpany shoul d not be subject to supervisory restrictions on the
conduct of a specific activity that would not apply to an insured
depository institution conducting the sane activity. Another
precept guiding this reviewis that supervisory principles
governi ng the conduct of an activity should be clearly expl ai ned,
adjusted to take account of market devel opnents and the Systenis
experience in supervising the activity, and, wherever
appropriate, uniformy applied to insured depository institutions
and their affiliates on an interagency basis.

Accordi ngly, the proposed revisions elimnate
restrictions on the conduct of specific activities that woul d not
apply to insured depository institutions that conduct the sane
activity. Also elimnated were any restrictions that are
out noded or that the Board has al ready superseded by order. It
is anticipated that, unless the Board determ nes otherwi se with
regard to a specific activity or conpany, these restrictions
woul d be renoved at the tine of final adoption of the proposed
regul ation for all bank hol ding conpanies with authority to
conduct the relevant activity, wthout requiring that individual
bank hol di ng conpani es obtain specific relief or additional
consent .



In addition, the revisions contenplate that the Board,
in conjunction with the other banki ng agenci es wherever
appropriate, wll devel op supervisory policy statenents that
govern the conduct of certain activities. A supervisory policy
statenent has the advantage of being nore easily adjusted to
reflect market devel opnents and provides a vehicle for nore
conpr ehensi ve gui dance on the conduct of a specific activity than
i ndi vi dual regulatory restrictions.

The Board and the other agencies have nmade effective
use of supervisory policy statenents in other areas, npost notably
in providing guidance on the sale of securities and ot her
nondeposit investnment products on bank prem ses. System
experience has been that bank hol di ng conpani es have taken these
statenments seriously. Accordingly, the revisions anticipate that
several restrictions that currently are contained in Regulation Y
woul d be noved to supervisory policy statenents that woul d be
devel oped at a | ater date.

The proposed regul ation continues to anticipate that
t he market pl ace for already approved activities wll devel op and
evol ve. Bank hol di ng conpani es may continue to participate in
t hese market devel opnments in perm ssible activities w thout
seeki ng additional Board approval. In the past, there has on
occasi on been uncertainty regarding whether a particular
devel opnent or variation in an activity represents a fundanenta
change that redefines the activity into a new activity for which
an additional approval would be required under the BHC Act. To
address this, a new procedure has been proposed outside of the
application/notice process through which a bank hol di ng conpany
may, on an expedited basis, obtain Board confirmation that a
gi ven devel opnent or variation in an activity is perm ssible.
These interpretations of the scope of perm ssible activities
woul d be published and would allow all bank hol di ng conpanies to
participate in the devel opnent or variation w thout additional
approval. This procedure would elimnate a nunber of notices
filed by bank hol di ng conpani es that are uncertain of the scope
of perm ssi bl e nonbanki ng activities.

Tving restrictions

A final principle underlying the proposal is that each
restriction in Regulation Y should be reevaluated in |ight of
devel opnents in the marketplace in which nonbanki ng subsidiaries
of bank hol di ng conpani es operate. Application of this principle
warrants significant changes to the Board's anti-tying
regul ati on, which the Board al ready has revised substantially
over the past two years. Section 106 of the Bank Hol di ng Conpany
Act Amendnents of 1970 restricts tying arrangenents by banks on
the grounds that the unique role of banks in the econony, in
particular their power to extend credit, would allow themto gain
a conpetitive advantage in other markets. In 1971, the Board by
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regul ati on extended the coverage of these anti-tying rules to
bank hol di ng conpani es and their nonbank subsidiaries. However,
the Board' s experience has shown that these nonbanki ng conpani es
generally operate in markets that are notable for their
conpetitive vitality. Accordingly, the proposed revisions
elimnate the Board' s regul atory extension of the anti-tying
statute, leaving restriction of anti-conpetitive behavior by bank
hol di ng conpani es and their nonbank subsidiaries to the sane
general antitrust |aws that govern their conpetitors.

O her changes

As explained in nore detail below, these various
princi ples have also led to a nunber of other suggested reforns
to Regulation Y. 1In addition to proposing the suggestions
di scussed bel ow, the Board invites suggestions on other revisions
to Regulation Y that would further elim nate unnecessary
regul atory burden and paperwork.

B. Summary of proposed revisions.

The Board seeks public comment on proposals to anend
Regul ation Y to:

Bank Acqui sition Proposals

e Establish a streanlined 15-day notice procedure for
proposals by well-capitalized and well - managed bank hol di ng
conpanies with "satisfactory" or better CRA performance
records to acquire banks, within [imts (this procedure
woul d currently be avail able to approxi mately 85 percent of
t he bank hol di ng conpani es with assets over $100 million and
woul d have applied to approxi mately 50 percent of the
applications/notices submtted to the System | ast year);

 Elimnate the pre-acceptance period for all filings to
acquire a bank (thereby expediting processing of bank
acqui sition proposals by as nuch as 28 days);

» Provide for publication of newspaper and Federal Register
noti ces regardi ng bank acquisition proposals up to 30 days
before a filing for approval of the transaction is made;

* Adhere strictly to the Board' s policies governing
acceptance of public coments to require all comrents on
bank acquisitions to be submtted during the public comment
peri od; ?

2 As part of its review of Regulation Y, the Board has
del egated additional authority to the Reserve Banks to act on
certain classes of protested bank acquisition proposals.
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e Streanmline the current waiver procedure for transactions
that are in substance bank-to-bank nergers and expand the
procedure to apply to internal corporate reorganizations by
regi stered bank hol di ng conpani es;

Proposal s I nvol vi ng Nonbanki ng Activities and Acqui Sitions

e Establish a streanlined 15-day notice procedure for
proposals by well-capitalized and well - managed bank hol di ng
conpani es to engage de novo in perm ssibl e nonbanking
activities and to acquire, within limts, nonbanking
conpani es engaged in any activity permtted by regul ation or
permtted for that bank hol ding conpany by order;

* Revise and reorganize the laundry |ist of perm ssible
nonbanki ng activities into fourteen categories of
functionally related activities and permt bank hol di ng
conpani es to obtain approval at one tine to engage in al
activities on the list or wthin the sane functi onal

cat egory;

 Broaden the scope and description of activities, including
in particular, derivatives trading and investnent

activities, investnent advisory activities, and nmanagenent
consulting activities;

« Expand data processi ng and managenent consulting
activities to include, as an incidental activity, deriving
up to 30 percent of total revenue from nonfinancial data
processi ng and nanagenent consulting activities;

* Add to the regulatory laundry list of permssible
nonbanki ng activities several nonbanking activities

previ ously approved by the Board by order, including private
pl acenent of securities, acting as riskless principal in the
sale of securities, acting as a futures comm ssion nerchant
in the sale of nonfinancial futures and options on futures,
provi di ng career counseling services to enployees in the
financial industry, and providing asset nmanagenent servi ces;

* Renove fromthe regulation restrictions on the conduct of
per m ssi bl e nonbanki ng activities that have been superseded
by Board order, are unnecessary or would not apply to the
conduct by an insured bank of the sane activity, including
restrictions on the conduct of |easing activities, private
pl acenment and riskless principal activities, derivatives

i nvestment and advi sory activities, futures clearing and
execution activities, foreign exchange activities, the sale
of paynment instrunents, tax planning and preparation
activities, and consuner counseling activities;



e Elimnate the one year tine limt on System approvals to
engage de novo in perm ssible nonbanking activities for bank
hol di ng conpani es that maintai n adequate capital and
satisfactory exam nation ratings (this would allow a bank
hol di ng conpany to seek a single approval to engage in al
per m ssi bl e nonbanki ng activities);

» Establish a stream ined procedure outside the application
process for bank hol di ng conpani es and others to obtain an
advi sory opinion fromthe Board about the scope of
perm ssi ble activities;

* Revise the Board's policy statenment governing the

i nvest ment advisory activities of bank hol ding conpanies to
remove several restrictions that currently apply to bank
hol di ng conpani es that advise nutual funds;

* Provide for publication of Federal Register notices
regar di ng nonbanki ng proposals up to 30 days before a filing
for Board approval is made;

* All ow bank hol ding conpanies with approval to engage in
any |lending activity broader authority to acquire, in the
ordi nary course of business and w thout special Board
approval, assets fromthird parties engaged in the sanme
activity;

Revi sion of Tving Rules

Bank

* Renove Board-inposed tying restrictions that limt the
ability of non-bank affiliates of a hol ding conpany to
package their products, create exceptions fromthe statutory
restriction on bank tying arrangenents to all ow banks
greater flexibility to package products with their
affiliates, and clarify that the tying restrictions do not
appl y abroad,

Hol di ng Conpany Fornati ons

* Reduce the threshold qualifications and i nformation

requi renents for the existing abbreviated procedure for bank
hol di ng conpany formations by current sharehol ders of a
bank;

Change in Bank Control Act Filings

 Elimnate the current requirenment that a person that has
al ready recei ved Board approval under the Change in Bank
Control Act obtain additional approvals to acquire

addi tional shares of the sanme bank or bank hol di ng conpany;



* Add a definition of the termacting in concert and
establish presunptions to resolve questions about when a
group is acting in concert;

 Allow after-the-fact filings when a CIBC Act filing
requirenent is triggered by the action of an unrelated third

party;

e Permit public notice of CIBC Act filings to be published
30 days in advance of filing notice with the System

O her Changes

» Mdify requirenents for filing prior notice of changes in
directors and senior executive officers of state nenber
banks and bank hol di ng conpanies and clarify the appeal s
process for rejected notices;

» Establish a regul atory presunption that exenpts
testanentary trusts fromthe definition of conpany in the
BHC Act;

* Reduce from30 to 15 the nunber of days notice required
before a | arge stock redenption by a bank hol di ng conpany,
permt bank hol di ng conpanies to take account of intervening
new i ssues of stock in conputing when a stock redenption
notice nust be filed, and allow snmall bank hol di ng conpani es
to make stock redenptions without notice if the hol ding
conpany neets certain | everage and capital requirenents
applicable to small bank hol di ng conpani es;

» Update and revise the Board's existing policy statenent on
smal | one-bank hol di ng conpanies to reduce burden in the
approval process for proposals to formsnmall bank hol di ng
conpani es and by small bank hol ding conpanies to acquire
addi ti onal banks; and

* Inplement current Board decisions defining the terns class

of voting securities and immediate fanily.

C. Expl anati on of proposed changes to the procedures

governi ng bank acqui sitions.

1. Streanlined Procedure for Wl l-Run Bank Hol di ng
Conpani es




The proposed revision would establish a 15-day notice
procedure for acting on bank acquisition proposals by well-run
bank hol ding conpanies if the following criteria are net:

e Well-capitalized. Both before and inmediately follow ng
the transaction, the bank hol ding conpany, its |ead insured
depository institution and insured depository institutions
controlling at |east 80 percent of the total depository
institution assets of the bank hol ding conpany are well -

capitalized;?¥

 Well-managed. At the tinme of the transaction, the bank
hol di ng conpany, its |ead insured depository institution and
i nsured depository institutions controlling at |east

80 percent of the total depository institution assets of the
bank hol di ng conpany are wel |l -nmanaged (i.e., have received
one of the two highest conposite ratings at the nost recent
exam nation, a "satisfactory" managenent rating and at | east
a "satisfactory" conpliance rating);

o Satisfactory CRA rating. At the tinme of the transaction,
the |l ead insured depository institution and insured
depository institutions controlling at | east 80 percent of
the total insured depository institution assets of the
acqui ri ng bank hol di ng conpany have a "satisfactory" or
better performance rating at the nost recent CRA

exam nati on;

e Conpetition. 1In every relevant banking market as defined
by the Board, the market share for deposits controlled by

t he acquiring bank hol di ng conpany follow ng the transaction
is below 35 percent and the proposal conforns with the
Department of Justice Horizontal Merger Cuidelines as
appl i ed to banki ng organi zations, in both cases relying on
thrift weighting at 50 percent and wi thout reliance on

di vesti tures;

» Size of acquisition. During any 12 nonth period, the book
val ue of the aggregate assets acquired by the bank hol di ng
conpany, conbining all acquisitions under the expedited
procedure for bank acquisitions with acquisitions under the
expedi ted procedure for nonbanki ng proposals, does not
exceed 35 percent of the consolidated total risk-weighted
assets of the acquiring bank hol di ng conpany as neasured at

3 A smal| bank hol di ng conpany--defined as any bank
hol di ng conmpany with assets under $150 mllion--would be required
to meet certain debt-to-equity levels to qualify for this
stream i ned procedure.
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t he beginning of the 12 nonth period. This limtation would
not apply to bank acquisitions by qualifying bank hol di ng
conpani es that have assets of less than $300 million on a
pro forma basis;

* Interstate. Approval of the proposal is not barred under
t he provisions governing interstate acquisitions (e.g.,
nmeets rel evant deposit concentration [imts, State age
requi renents, and other applicable requirenents);

 Consolidated Hone Country Supervision. The acquiring bank
hol di ng conpany neets the requirenent for consolidated hone
country supervision contained in the BHC Act; and

* No Supervisory Actions. At the tine of the transaction,
no significant supervisory action is pendi ng agai nst the
acqui ri ng bank hol di ng conpany.

As of March 31, 1996, approxinmately 85 percent of the
bank hol di ng conpani es with assets greater than $100 nmillion
woul d qualify for these procedures. Mire than 50 percent of the
appl i cations/notices submtted by bank hol di ng conpani es during
1995 woul d have qualified for this streamined procedure and
reduced filing requirenent.

A bank hol di ng conpany that neets these qualifications
woul d be able to acquire a bank or bank hol di ng conpany by
provi ding the appropriate Reserve Bank with 15-day prior witten
notice of the transaction. Under this procedure, a bank hol ding
conpany would be required to provide only limted information.
The information requirenents are specified in the proposed
regul ati on and have been reduced to providing certification that
t he bank hol di ng conpany and the transacti on neet the
requirenents for the procedure, a description of the transaction
and the parties, and certain pro forma information regarding the
financial and conpetitive effects of the transaction. The bank
hol di ng conpany nust al so provi de evidence that public notice of
the transaction has been given sufficiently in advance to permt
i nterested nmenbers of the public 30 days to submt their views
regardi ng the proposal to the Board.

An identical expedited procedure is proposed for
nonbanki ng proposals by well-capitalized and well - managed bank
hol di ng conpani es where the bank hol di ng conpany proposes to
engage de novo or to acquire a conpany engaged in a nonbanking
activity that the Board has approved by regulation or, with
limted exceptions designated by the Board, by order. The
aggregate size limtation discussed above (iL.e., an aggregate
limt of 35 percent of assets during any 12 nonth period for al
acqui sitions under the bank and nonbanki ng expedited procedures)
would imt the total amount of banki ng and nonbanki ng
acqui sitions that a bank hol di ng conpany coul d nake during any
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12 nmonth period under the stream ined notice procedures.
Finally, because the CRA, interstate banking, and honme country
supervi sion requirenents do not apply to transactions under
section 4 of the BHC Act, no criteria would be established in
t hese areas for nonbanki ng proposals under the expedited
procedure. ¥

The proposed procedure would permt the Board or the
Reserve Bank to notify a bank hol di ng conpany for any reason that
this streamlined notice procedure is not avail able and that a
full application--subject to the current application procedure--
woul d be required. This provision provides a nmechanismto
address situations in which informati on obtained either in an
exam nation or outside the exam nation process indicates that a
nore thorough review of the organization's ability to neet the
statutory factors is warranted. For exanple, the Board could
follow the normal 30/60-day procedure in cases that are subject
to a substantive protest, that raise issues regarding the funding
of a transaction or that raise concerns about the ability of the
appl i cant adequately to manage the risks associated with a
particular activity. It is anticipated that this mechani smwoul d
be used only sparingly and in extraordi nary situations.

A conpany or proposal that does not qualify for the
proposed stream i ned procedure would follow the current
application process, which provides for Reserve Bank action
wi thin 30 days of filing and Board action on nore conplex cases
wi thin 60 days of filing. As explained below a nunber of steps
are proposed to reduce the burden of the current application
process. In the event that, during the review of a transaction
under the expedited proposal, the Board determ nes that a bank
hol di ng conpany nust follow the current approval procedure rather
than the expedited procedure, the proposed regul ation
contenplates that the notice filed by the hol di ng conpany under
t he expedited procedure woul d be accepted under the nornma
procedure and that the normal procedure will be deened to have
begun at the tinme that the expedited notice was fil ed.

In the case of the acquisition of a bank, the BHC Act
requires that the primary supervisor for the bank to be acquired
be given 30 cal endar days in which to submt coments on the

transaction. |In practice, the primary supervisor generally
allows the notice period to expire without filing coments.
Mor eover, financial, managerial, |egal and safety and soundness

concerns that are known to the primary bank supervisor are
generally al so known by the Board because of ongoi ng sharing of
supervisory information. Accordingly, it usually serves no

4 Consistent with Board precedent, the CRA criterion would
apply to proposals by bank hol di ng conpanies to acquire savings
associ ations under section 4.
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regul atory purpose to allow this 30-day notice period to serve as
a constraint on the Board' s action on a proposal.

Under the proposed procedure, the Reserve Bank woul d
provide notice of a proposal to the prinmary supervisor. The
proposed procedure contenpl ates that the Systemw || act on any
proposal within 15 days of receiving a filing regarding the
proposal even though the period for obtaining conments fromthe
primary supervi sor has not expired. The new procedure provides,
however, that the System s action is subject to revocation if the
primary supervisor objects to a transaction within the rel evant
notice period. Because bank acquisition proposals nay not be
consummat ed for 15 days after Systemaction--which is the
post - approval waiting period established by statute to allow the
Department of Justice to review a transaction--it is expected
that the notice period for the primary supervisor will expire
prior to consummati on of a bank acquisition proposal.

The Board seeks comrent on all aspects of this proposed
procedure, including coment on whether the procedure is workable
and |ikely to reduce burden and whether the proposed regul atory
criteria are appropriate. The Board intends that the proposed
expedi ted procedure apply to "well-run" bank hol di ng conpani es,

whet her donmestic or foreign, large or small. The Board seeks
comrent on whether the criteria proposed are appropriately
defined to achieve this result. 1In this regard, the Board has

al ready proposed an adjustnent to the qualifying criteria for
smal | bank hol di ng conpani es (defined as bank hol di ng conpani es
with total assets under $300 nmillion).

2. Elimnation of the Pre-acceptance Period for Bank
Acqui sition Proposals

Currently, Regulation Y provides a period prior to
acceptance of a filing involving a bank acquisition proposal
during which the appropriate Reserve Bank reviews the
informational sufficiency of the filing and may ask for
additional information. An application is accepted for
processi ng once the information requested during this pre-
acceptance period is provided. A simlar pre-acceptance period
for nonbanki ng proposals was elimnated by the Board in 1993 and
t he experience with nonbanki ng proposals since that tine
i ndi cates that the pre-acceptance period is not necessary.

Accordingly, the proposed revision to Regulation Y
woul d elimnate the pre-acceptance period for all bank
acqui sition proposals. This change would shorten by as much as
28 days the period that a proposal is within the System and
woul d begin the processing of all applications involving a bank
acqui sition--both under the stream i ned and standard procedure--
on the date of subm ssion of the required filing. The proposed
revision to Regulation Y would provide that, within 7 cal endar
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days of receipt of a notice or application to acquire a bank, the
appropri ate Reserve Bank nust either accept the filing as of the
date of receipt or return the filing as informationally

inconplete. It is expected that a filing that contains the
information specified in the regulation or in the appropriate
Federal Reserve formw |, except in extraordinary circunstances,

be accepted for action. The draft regulation would allow the
Board or the Reserve Bank to request any additional information
at any time during the period for review of the proposal,

al t hough one of the prem ses underlying the expedited procedure
is that an analysis of transactions that qualify for expedited
processing will be limted and infornation beyond the information
stated in the regulation will only be requested for those
proposal s in special circunstances.

3. Timng of Publication

In the case of a bank expansi on proposal, the Board's
rules require that notice be published by the applicant in | ocal
newspapers and by the Board in the Federal Register. The Board
initiated the newspaper publication requirenent for bank
acqui sition proposals in order to solicit information fromthe
| ocal community regarding the effect of a proposal on the
conveni ence and needs of the |ocal community, and retained the
requi renent after the enactnent of the Community Rei nvest nent
Act. Public notice of nonbanking proposals is published only in
the Federal Register.

Currently, the Board's rules require that newspaper
noti ce of a proposed bank acquisition be published in a newspaper
of general circulation no nore than 7 days before or 7 days after
the appropriate filing is made with the Reserve Bank. The Board
publ i shes notice in the Federal Register of both bank acquisition
proposal s and nonbanki ng proposals upon receipt of a filing. 1In
over 90 percent of the bank acquisition proposals filed with the
System no public comments are submtted. Consequently, the
current publication schedule often results in substantial delay
in action on a proposal in which no coments are submtted. For
exanpl e, because the public comment period is typically 30 days,
this publication schedul e del ays action on sone proposals until
up to 37 days after the proposal has been filed to allow for
Federal Register publication.

Mor eover, public announcenent of a proposed bank
acquisition usually well pre-dates the newspaper and Federal
Reqgi ster publication. This has led to confusion on the part of
commenters about when a tinmely comment may be filed with the
System

To avoid this delay and confusion, the regulation would
provi de for newspaper publication of bank acquisition proposals
up to 30 days prior to submssion of a filing for System
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approval, which is closer to the tinme of the actual public
announcenent of the proposal. 1In addition, the applicant would
be permtted to request that the Board publish notice of a
proposal in the Federal Register up to 30 days before a filing is
made with the System This change would apply to all bank and
nonbanki ng proposals, including cases that qualify for the new
streanl i ned procedures outlined above, and would all ow nore
efficient processing of applications/notices while permtting the
public a full comrent period. 1In the case of proposals that
qualify for the new streanined procedure, advance publication of
notice is essential to permt Systemaction within 15 days
followng the filing.

4. Revi sion of Public Coment Procedures for Bank
Acqui si tions

As just noted, since 1960, the Board has provi ded by
regul ation for the publication of bank acqui sition proposals.
The Board's rules currently provide that all coments fromthe
public regarding a proposed transaction nust be received prior to
the close of the public coment period. However, the rules also
provide that the Board may, in its discretion, consider any
untinmely coment.

Since adoption of its publication rule, the Board has
liberally used its discretion to consider all comments, in
particul ar, supplenental coments filed by a commenter that has
filed an initial tinely coment, to the full est extent
practicabl e wi thout delaying action on a proposal beyond the
sel f-inposed 60-day processing schedule. There has been grow ng
concern that this practice of accepting and considering public
coments submtted after the close of the public comment period
has encouraged sone commenters to file comments after the close
of the comment period, and other commenters to file cursory
comments during the public conment period while submtting
numer ous and vol um nous comments after the close of the coment
period, sonetinmes as |late as the day of the Board' s consideration
of the case.

The Board proposes to retain its current practice of
requiring public notice of bank acquisition proposals and of
provi di ng comenters at |east 30 days in which to devel op and
submt comments on bank acqui sitions under the BHC Act.
Simlarly, public notice would continue to be given of al
nonbanki ng proposals, with the public provided at |east 14 days
to comment on nonbanki ng transacti ons.

The Board al so proposes, however, to adhere nore
strictly to its current rules, and--for both bank and nonbanki ng
proposal s--no | onger to consider any comments submitted after the
cl ose of the comment period, including supplenental comments
filed after the close of the comment period by a commenter that
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had filed initial conments on a tinely basis, except in
extraordinary circunstances in which the comenter provides
conpel ling evidence that it could not have submtted all of its
comments in a tinmely fashion.¥

5. Streanmined Waiver Process for Proposals Involving Bank
Mer ger s

The Board's current regulation permts bank hol di ng
conpani es to seek a waiver of the application filing requirenent
under the BHC Act for transactions that involve the acquisition
of stock of a bank for an instant in tinme as part of a bank-to-
bank nmerger. All of these transactions are subject to review by
a federal banking agency under the Bank Merger Act, which
requires review of the financial, managerial, conpetitive,
conveni ence and needs and CRA effects of the bank nmerger. The
Board established this waiver process to elimnate redundant
review of these transactions by nultiple federal banking
agencies. The Board retained jurisdiction over these
transacti ons and a nodest revi ew process because sone
transacti ons have an effect on the financial and other resources
of the parent bank hol di ng conpany, which is not subject to an
anal ysi s under the Bank Merger Act.

Under the Board's current waiver process, a bank
hol di ng conpany nust provide 30 days advance notice to the System
and file supporting infornmation. A waiver is automatically
granted at the end of that period unless the Board notifies the
bank hol di ng conmpany that a full application is required. The
Board recei ved approxi mately 110 wai ver requests in 1995.

The Board proposes to streamine the waiver procedure
in three ways. First, the length of the review process for

5 As part of its review of its policies and procedures
governi ng applications/notices, the Board has del egated
additional authority to the Reserve Banks to act on cases
i nvolving protests that raise individual consuner conplaints
(such as denial of an individual |oan), allegations for which the
commenter provides no substantiation, and cases involving an
assertion of violation of a |aw where a court of the agency
responsi ble for enforcing the specific | aw has not nade a
determ nation that the | aw was viol ated and the Board has
determined the lawis not wwthin the Board's jurisdiction to
interpret and enforce (such as State | aws preserving the rights
of mnority sharehol ders and federal equal enploynent laws). |In
each of these areas, the Reserve Bank woul d be required to review
the performance record of the applicant and could act only if the
CRA, managerial and other statutory factors supported approval.
The Board's I nspector General endorsed this change in procedure
based on a review of the Board's application process.
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wai vers woul d be reduced to 10 days from 30 days. Thus, a bank
hol di ng conpany woul d receive a waiver for a qualifying
transaction if the System does not notify the bank hol di ng
conpany prior to expiration of a 10-day waiver review process
that a full application is required. Second, the regul ation
woul d be anmended to specify the information that nmust be provided
with a waiver request. That information would be limted to a
copy of the Bank Merger Act filing made with the appropriate
federal banking agency for the banks involved in the nerger, and
a description of the transaction at the bank hol di ng conpany

| evel, including the purchase price and the source of funding for
t he purchase price.

Third, the proposed regul ati on woul d make the wai ver
process available to internal reorganizations of bank hol di ng
conpani es, such as the transfer of banks wthin a registered bank
hol di ng conpany, the formation of new internedi ate-tier bank
hol di ng conpani es, and the nerger of internediate-tier bank
hol di ng conpani es. Sone of these transactions are not subject to
a review under the Bank Merger Act. However, all of these
transactions invol ve corporate reorgani zati ons by regi stered bank
hol di ng conpani es that have received Board approval to control
and operate the banks involved in the transaction. The Board has
granted wai vers for internal reorganizations in previous cases,
on a case-by case basis.

In all cases in which a waiver is available, the Board
woul d retain the right to require a full application in
i ndi vidual cases if the Board determ nes that circunstances
warrant a full Board review and the Board notifies the bank
hol di ng conpany that a filing is required.

The Board seeks comment on these revisions to the
wai ver procedure, including whether the criteria identified in
t he proposal are adequate to assure Board review of transactions
that involve significant issues under the standards set forth in
t he BHC Act.

6. Small Bank Hol di ng Conpany Policy Statenent

In 1984, the Board adopted a policy statenent governing
the formation of small one bank hol di ng conpani es that recognized
that there are public benefits to permtting snmall bank hol di ng
conpanies with well capitalized and well managed subsi di ary banks
to operate with I evels of debt that are somewhat higher than
ordinarily permtted for bank hol di ng conpani es. The Board
proposes to revise and update this policy statenent to reduce the
burden on small bank hol di ng conpani es of the applications
process, especially for less highly | everaged organi zati ons, and
to otherwi se renove obsol ete | anguage. The revi sed | anguage
reflects that the policy statenment has, for sone tine, been
applied to small bank hol ding conpani es (regardl ess of the nunber
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of subsidiary banks) otherw se neeting the statenent's criteria,
and not just to small one bank hol di ng conpani es. The statenent
woul d al so be revised to clarify that it applies to expansion
proposal s by small bank hol ding conpanies as well as to snal
bank hol di ng conpany formations.

In addition, the statenent woul d be updated to repl ace
out dat ed | anguage defining applicable capital levels with the
requi renment that all subsidiary banks be well-capitalized.
Notifications to formsnall bank hol di ng conpani es over banks
that are well managed and in satisfactory condition, and that
present no other issues, will be eligible for the expedited
applications processing procedures if the pro-fornma debt to
equity ratiois 1.0:1 or less. The criteria under which these
organi zati ons coul d pay reasonabl e corporate dividends have al so
been sinplified.

O her proposals to form bank hol di ng conpanies will be
subject to a focused review of the parent-level debt servicing
ability or any other issue presented. It is not expected that
t hese organi zations wll pay dividends until their |everage has
been reduced to a 1.0:1 |evel.

The Board requests conment on these proposed revisions
and, in particular, the effect of these revisions on proposals to
formsmal |l bank hol di ng conpani es and by small bank hol di ng
conpani es to acquire additional banks.

D. Expl anati on of proposed changes to the nonbanking
pr ovi Si ons.

1. Ceneral Review and Updating of Nonbanking Activities

The principal authority for bank hol ding conpanies to
engage i n nonbanking activities is set forth in section 4(c)(8)
of the BHC Act. That section generally provides that a bank
hol di ng conpany may seek Board approval to engage in, or acquire
shares of a conpany engaged in, activities that the Board has
determ ned, after notice and opportunity for hearing, "to be so
closely related to banking or managing or controlling banks as to
be a proper incident thereto.” The statute provides that the
Board nay make this determ nation by order or by regulation. The
Board has to date determ ned by regulation that 24 activities are
"closely related to banking” and has determ ned by i ndivi dual
order that a nunber of additional activities are also "closely
rel ated to banking."

Once the Board has determ ned--either by regulation or
by order--that an activity is "closely related to banking," the
Board need not nake that determ nation again in subsequent cases.
Revi ew of subsequent cases is [imted to determ ning whether the
conduct of the nonbanking activity by the applying bank hol di ng
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conpany would result in public benefits that outweigh the
potential adverse effects (the "proper incident" test).

The list of nonbanking activities contained in
Regul ation Y (the "laundry list") is intended to serve the
pur pose of providing a convenient and detailed |ist of nost of
the activities that the Board has found to be closely related to
banki ng and therefore perm ssible for bank hol di ng conpani es.
The Regul ation Y laundry list also designates the activities that
may be approved by the Reserve Banks under del egated authority,
al t hough the Board has del egated authority for Reserve Banks to
act on proposals involving a nunber of activities approved by
order during intervals between nodifications of Regulation Y.

As expl ai ned above, the Board proposes to establish an
expedi ted procedure for "well-rated" and "well-run" bank hol di ng
conpani es to obtain System approval to make nonbanki ng
acquisitions that fall within the size limt noted above and to
engage de novo in perm ssible nonbanking activities. The Board
al so proposes to reorganize the list of perm ssible nonbanking
activities into fourteen categories of functionally rel ated
activities. This reorganization should nmake the |ist easier to
understand and nmeke it easier for bank hol ding conpanies to
obtain approval to engage in related activities. For exanple,

t he proposed revisions would permt a bank hol di ng conpany to
obtain approval at one tine to engage in all of the activities on
the laundry list or all activities listed in a functional
category, or, at the hol ding conpany's choosing, to obtain
approval to engage in any specific activity within a category.

As part of the reorganization of the laundry list, the
proposal anends the list to include nonbanking activities that
previ ously have been determ ned by order to be closely related to
banki ng. Anong the activities that would be included are:

(1) riskless principal transactions; (2) private placenent
services; (3) foreign exchange trading for a bank hol di ng
conpany's own account; (4) dealing and related activities in
gold, silver, platinumand palladium (5) enployee benefits
consulting; (6) career counseling services; (7) asset nanagenent,
servicing and collection activities; (8) acquiring and resol ving
debt-in-default; (9) printing and selling checks; and

(10) providing real -estate settl enent services.

The Board al so proposes to broaden the scope of
perm ssi bl e derivatives and forei gn exchange activities to assure
t hat bank hol di ng conpani es may conduct these activities to the
sane degree as banks, and to renpbve several restrictions on these
activities that apply to bank hol di ng conpani es but do not apply
to banks that conduct these activities. In addition, the
proposal elimnates restrictions on a nunber of activities that



no | onger appear to be warranted or that have been superseded. ¢
In particular, the proposal revises and updates the description
of derivatives activities and forei gn exchange activities to
reflect recent Board decisions, and elim nates any requirenment
that the Board specifically review and approve new derivatives
instrunments or tradi ng on new exchanges.

2. Mechani sm for Authorizing New Activities

The proposal would add two provisions to Regulation Y
to ease the burden associated with the authorization of new
activities. First, the proposed regul ation would specifically
reflect the fact that the Board may, on its own initiative, begin
a proceeding to find that an activity is perm ssible for bank
hol di ng conpanies, as the Board did in the case of nany of the
earlier nonbanking activities and as it is proposing in the
managenent consul ting, data processing and other areas as part of
this proposal. The Board could anend the laundry list, for
exanpl e, as new activities are authorized for banks, as
experience wwth a narrowy defined activity indicates that bank
hol di ng conpani es should be permtted to engage in a nore broadly
defined activity, or as devel opnments occur in technology or the
mar ket pl ace for financial products and services. As part of this
proposal, the System would actively track market devel opnents as
wel | as decisions that authorize banks to conduct new activities
and eval uate adding these activities to the laundry list even if
an individual request has not yet been nmade to engage in these
activities.

Second, the Board proposes to anend the regulation to
establish a stream i ned procedure outside the application process
t hrough whi ch a bank hol di ng conpany may request an advisory
opinion fromthe Board that a particular variation on an activity
is perm ssible under an existing authorization and is not deened
to be a new activity. This procedure would be particularly
hel pful in areas such as data processing, investnent advisory,
derivatives and foreign exchange activities where sonme bank
hol di ng conpani es have questi oned whet her the general
aut hori zation granted by the Board to conduct these activities
permts the bank hol ding conpany to conduct variations that
devel op in response to market changes after the original
aut hori zation granted by the Board.

8 For exanple, many of the current restrictions that treat
private placenent activities as inperm ssible underwiting
activities would be elimnated. The Board recently elim nated
these restrictions as they applied to riskless principal
transactions. Restrictions designed to distinguish riskless
princi pal and private placenent activities fromsecurities
underwiting activities would be retained.
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These two procedures, when conbined with the proposals
to broaden several of the definitions of perm ssible nonbanking
activities, should nake it easier for bank hol ding conpanies to
participate in marketplace devel opnents in perm ssible nonbanking
activities and in new activities. For exanple, because nost
per m ssi bl e nonbanki ng activities have been broadly defined, a
bank hol di ng conpany woul d not be required to seek additional
Board approval to participate in market devel opnents in
perm ssible activities. As noted above, if a bank hol ding
conpany is uncertain about the permssibility of a devel opnent,
an expedited procedure outside the approval process is avail able
to obtain Board gui dance on the scope of the authorized activity.
Al'l bank hol di ng conpani es woul d then be able to act on the basis
of that guidance w thout additional approval. This procedure
will elimnate a nunber of applications that are currently filed
by bank hol di ng conpani es that are uncertain about the scope of
perm ssible activities.

As previously noted, the draft proposal would al so
establish a procedure that would all ow bank hol di ng conpani es and
others to seek a Board determ nation, outside of the applications
process, that a given new activity is perm ssible. The Board
could then add this activity to the new functional categories or
establish a new category, as appropriate. At the tine the Board
reviews this new activity, the Board woul d determ ne whether it
is appropriate to permt bank hol ding conpanies to engage in this
activity wthout additional approval (as, for exanple, a
variation of one or nore previously authorized activities) or to
requi re bank hol di ng conpani es to obtain approval prior to
conducting the activity (because, for exanple, the activity does
not fall within a previously approved activity or category). The
Board has in the past foll owed these approaches at various tines.

3. Nonbanki ng Activities that are Incidental to a
Perm ssible Activity

The Board proposes to expand its interpretation
governing the scope of activities that are incidental to a
per m ssi bl e nonbanki ng activity. For exanple, the Board has
permtted bank hol di ng conpani es that conduct perm ssible data
processing activities to use excess hardware capacity to conduct
data processing involving nonfinancial data where the hardware
has not been purchased solely to create excess capacity and the
hol di ng conpany does not provide software to process the
nonfi nanci al data (other than naeking system software avail able).
The Board al so permts bank hol di ng conpanies to sell general
pur pose data processi ng hardware where the hardware represents
| ess than 30 percent of the total cost of the data processing
servi ces provided by the bank hol ding conpany. In addition, the
Board permts conpani es engaged in securities underwiting
activities to provide certain incidental services so long as the
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revenue fromthose services is counted as ineligible revenue for
pur poses of applying the Board's section 20 revenue test.

Over the past year, several industry nenbers have
recommended that the Board broaden this interpretation to permt
bank hol di ng conpani es greater flexibility in conducting data
processi ng and nmanagenent consulting activities. |In particular,

t hese nenbers have reconmmended that the Board permt a bank
hol di ng conpany, as an incidental activity to the hol ding
conpany's perm ssible financial data processing and nanagenent
consulting activities, to receive a nodest anount of revenue from
provi di ng nonfinanci al data processing services and from
provi di ng managenent consulting services to nonbanki ng conpani es.

Bank hol di ng conpani es argue that they are at a
conpetitive disadvantage in providing data processing and
managenent consul ting services because of the strict limtations
tying these services to financial data and financial consulting.
Bank hol di ng conpanies also claimthat these limtations
di sadvant age bank hol di ng conpanies in hiring the nost conpetent
enpl oyees, who often have interests and skills beyond financi al
ar eas.

The Board proposes to anend Regul ation Y to permt bank
hol di ng conpani es engaged i n data processi nhg and managenent
consulting activities, as an incidental activity, to derive up to
30 percent of their annual revenue from nonfinancial data
processing or consulting services. This 30-percent level is
based on the anount of general purpose hardware that a bank
hol di ng conpany is already permtted to provide in connection
wi th perm ssible data processing activities.

4. Renpbval of Restrictions Governing Perm ssible Activities

As not ed above, the proposal would renove restrictions
currently contained in the regulation that are outnoded, have
been superseded by Board order or do not apply to insured
depository institutions that conduct the sane activity. A
detail ed discussion of the restrictions that are proposed to be
removed is contained in section E bel ow

In summary, restrictions in the current regulation on
t he conduct of individual activities, such as restrictions
governing disclosures to custoners, requiring conpliance with
anti-tying rules, Iimting disclosure of customer information,
and requiring divestiture of property within specific periods of
time, have been deleted fromthe regulation with the expectation
that existing and future Board policies and gui dance woul d nore
fully address the manner in which individual activities should be
conducted. This approach permts greater flexibility in
devel opi ng and changi ng the gui dance for individual activities in
order to adapt to changes and devel opnents in the marketpl ace.
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Supervi sory statenents also permt the opportunity for uniform
i nt eragency gui dance, where such an approach is appropriate.

5. Elimnation of Tine Limt on System Approvals for
Nonbanki ng Acqui Ssiti ons

The proposed draft takes several other steps to ease
t he burden on bank hol di ng conpani es that seek approval to engage
in permssible activities. Currently, a bank hol di ng conpany
t hat seeks approval to engage in a nonbanking activity mnust
commence the activity within one year of receiving System
approval or the approval |apses. This requirenent is not legally
required and elimnation of this requirenent would allow a bank
hol di ng conpany to seek a single approval to engage de novo in
all perm ssible nonbanking activities, thereby greatly reducing
the filing burden on bank hol di ng conpani es.

This change would significantly reduce burden by
elimnating the filing of multiple applications to engage in
per m ssi bl e nonbanki ng activities and by permtting bank hol di ng
conpani es quickly to respond to a decision to conpete in a
per m ssi bl e nonbanki ng activity. Mreover, this change woul d
focus the filing requirenment on acquisitions of nonbanki ng
conpani es, which are the types of proposals that have the nost
significant effects on nost organizations.

The Board originally inposed the tine [imt onits
approvals in order to address concern that the financial and
ot her resources of a bank hol di ng conpany coul d change bet ween
the time that the System approved a proposal and commencenent of
the activity by the holding conpany. This concern would appear
to be mnimal in the case of proposals by a bank hol di ng conpany
to engage de novo in a permssible activity. To address this
concern, the proposed revision would provide that an approval to
engage de novo in an activity would not expire so long as the
bank hol di ng conpany continues to have adequate capital and at
| east satisfactory conposite and managenent exam nation ratings.

6. Revi sion of Policy Statenent Governing | nvestnent
Advi sory Activities

In 1972, the Board permtted bank hol ding conpanies to
provi de i nvestnent advice to nutual funds and ot her investnent
conpanies. |In connection with that determ nation, the Board
adopted a policy statenent outlining a nunber of restrictions
that the Board believed were necessary to address the potenti al
that the investnent advisory activities of bank hol di ng conpani es
may result in the "subtle hazards" that the d ass-Steagal |l Act
was designed to prevent. In 1992, the Board substantially
revised the policy statenent to renove nany of the restrictions
on investnment advisory activities to conformw th various court
deci sions and devel opnents in the nmarket that had occurred since
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the policy statement was adopted. On August 23, 1996, the Board
al so anended this policy statenent to all ow a bank hol di ng
conpany to purchase, as fiduciary, shares of a nutual fund

advi sed by the hol di ng conpany where the purchase of shares is
permtted by the fiduciary agreenent, relevant state | aw or court
order. In addition, the Board rescinded a letter issued in 1986
(the "Sovran letter") that governs the manner in which a bank
hol di ng conpany may act as broker in the sale of nutual fund
shares to bank custoners.

The Board proposes to renove four restrictions that
remain in the policy statenment. These restrictions are:

e A prohibition on a bank hol di ng conpany owni ng any shares
of a mutual fund advised by the bank hol di ng conpany;

e A prohibition on a bank hol ding conpany lending to a
mut ual fund advi sed by the bank hol di ng conpany;

e A prohibition on a bank hol di ng conpany accepti ng shares
of a mutual fund that it advises as collateral for any |oan
to a custoner that is for the purpose of purchasing such
nmut ual fund shares; and

e A prohibition on a bank hol di ng conpany serving as an

i nvest nent advi ser to an investnent conpany or nutual fund
that has a nane that is simlar to, or a variation of, the
name of the bank hol ding conpany or any of its subsidiary

banks.

None of these four restrictions is specifically
required by the G ass-Steagall Act. The first restriction was
intended to assure that a bank hol di ng conpany does not, in
viol ation of the 3 ass-Steagall Act, control a nutual fund that
it advises. Renoval of this prohibition would allow a bank
hol di ng conpany to acquire up to 5 percent of the shares of a
mut ual fund, which is the limt contained in the BHC Act for
i nvestments by bank hol ding conpanies in the voting shares of any
conpany. This nodest investnment anobunt woul d not appear to
enhance significantly the ability of a bank hol di ng conpany to
control a nmutual fund it advises. The federal securities |aws
require, for exanple, that the board of directors of a nutua
fund maintain at least a mgjority of directors that are
i ndependent of the investnent adviser, and it is these directors
that must review and approve the continued service of the
i nvest ment advi ser.

The second limtation governs | oans by a bank hol di ng
conpany to an investnent conpany advi sed by the bank hol ding
conpany. In 1982, section 23A of the Federal Reserve Act, which
establishes quantitative and qualitative limtations on the
| endi ng activities of banks, was anended to cover these types of
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| endi ng transacti ons by banks. Section 23A would permt a bank
to lend to a nmutual fund advised by the bank or an affiliate
within the overall Iimts that apply to | oans by banks to
affiliates. In light of section 23A, a conplete prohibition on
these lending activities by a bank hol di ng conpany--whi ch does
not | end insured funds--does not appear necessary and the Board
proposes to renove this restriction.

The third limtation prohibits a bank hol di ng conpany
fromaccepting as collateral for a | oan shares of an investnent
conpany that the hol ding conpany advi ses where the purpose of the
loan is to purchase the investnent conpany shares. Section 23A
limts the ability of banks to accept these shares as coll ateral
for a loan fromthe bank. This restriction in section 23A was
intended to address potential safety and soundness concerns that
could result fromallowng an insured institution to accept
shares of a related nutual fund as collateral for a |loan. A bank
hol di ng conpany, on the other hand, does not |end insured funds.
Moreover, the collateral and other requirenents in section 23A do
not apply to |l oans by bank hol ding conpanies. Accordingly, the
Board seeks public comment on permtting bank hol di ng conpani es
and their nonbanking affiliates to extend credit that is
coll ateralized by shares of investnent conpanies that the bank
hol di ng conpany advi ses.

The fourth restriction raises an issue regarding the
potential for customer confusion about whether shares of
I nvest ment conpanies are federally insured. The Board's rule
prohi bits bank hol di ng conpany from having a nane that is
"simlar to, or a variation of" a nutual fund or investnent
conpany advi sed by the hol di ng conpany or any of its subsidiary
banks. This rule is stricter than the rule adopted by the
Comptrol ler of the Currency for national banks, which permts a
national bank to advise an investnent conpany with a nane that is
simlar to the nanme of the bank provided that the nane is not
identical to the bank's nanme. The Board's rule is also stricter
than the position of the SEC, which permts an investnent conpany
to have a nane simlar to that of an insured depository
institution provided that the investnent conpany nmakes a nunber
of disclosures that advise custoners that the investnent conpany
is not federally insured or guaranteed by the insured depository
institution.”

The Board seeks comment on anending its rule to permt
simlar nanes so long as: 1) the investnent conpany name is not
identical to that of the holding conpany or an affiliated insured
depository institution, 2) the investnment conpany nane does not
i nclude the term bank, and 3) the hol ding conpany or investnent

7 Letter of May 13, 1993, [1993 Transfer Binder] Fed.
Sec. L. Rep. (CCH) Paragraph 76, 683.
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conpany discloses to custoners in witing that shares of the

i nvest ment conpany are not federally insured and are not
obligations of or guaranteed by any insured depository
institution, and the role of the bank hol di ng conpany as an

advi ser to the investnent conpany. The Board seeks comment on
whet her these [imtations woul d adequately address the potenti al
for custonmer confusion that shares of an investnent conpany

advi sed by a bank hol di ng conpany are not federally insured.

7. Revi sion to Exception for Acquisitions of lLending Assets

in the O dinary Course of Business

The Board al so proposes to update the regul atory
| anguage permtting a bank hol ding conpany, w thout additional
approval, to acquire lending assets froma third party in the
ordi nary course of business. The Board currently permts a bank
hol di ng conpany, w thout additional approval, to acquire assets
of an office of another conpany related to making, acquiring or
servicing | oans so | ong as the bank hol di ng conpany and the
transaction neet certain qualifications. Anong the
qualifications are that the assets relate to consunmer or nortgage
| endi ng, and that the acquired assets represent the | esser of
$25 mllion or 25 percent of the consuner |ending, nortgage
banki ng or industrial banking assets of the acquiring bank
hol di ng conpany. The office nust also be |ocated in the
geogr aphic area served by the bank hol di ng conpany.

The Board proposes to revise this provision in three
ways. First, since the Board no longer limts the geographic
scope of its approval to engage in nonbanking activities, this
restriction would be renoved. Second, the scope of the exception
woul d be broadened from consuner and nortgage banking assets to
permt the acquisition of assets related to any lending activity.
Third, the threshold limts would be raised to permt the
acqui sition of assets representing up to the |lesser of $100
mllion or 50 percent of the |ending assets of the bank hol di ng

conmpany.
The Board invites public comrent on these revisions.

E. Explanation of the restrictions renoved from pernissible

nonbanki ng activities.

As not ed above, the Board proposes to renove

restrictions contained in the current regulation that are

out noded, have been superseded by Board order or would not apply
to an insured depository institution conducting the sane
activity. The limtations that remain are necessary to establish
a definition of the permtted activity or to prevent

ci rcunvention of another statute, such as the G ass-Steagall Act.
The foll ow ng di scussion explains, by functional group of
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activities,

restrictions that the Board proposes to elimnate
as well as, I

th
th imtations that the Board proposes to retain.

D @D

The Board seeks comrent on all aspects of its proposed
changes to the Regulation Y laundry list. |In particular, coment
is invited on whether the activities are properly defined and
whet her, as defined, each activity is closely related to banking
for purposes of section 4(c)(8) of the BHC Act. Comment is al so
invited on new activities that the Board shoul d consi der
including on the regulatory laundry list. Coments regardi ng new
activities should explain the basis for finding that the activity
is closely related to banking for purposes of the BHC Act.

The Board invites conment on whether the restrictions
on nonbanking activities that are proposed to be retained are
adequate to address potential adverse effects fromthe conduct of
the relevant activity, including potential conflicts of interests
and custoner confusion. In addition, the Board seeks comrent on
whet her supervisory policy statenents are adequate for addressing
potential adverse effects that may be associated with certain
activities, and the type of guidance that should be provided in
such a policy statenent.

1. Extendi ng credit and servicing | oans

Lending activities are already broadly defined and
contain no restrictions.

2. Activities related to extending credit

A new cat egory has been added authorizing activities
that the Board determ nes to be usual in connection wth making,
acquiring, brokering or servicing | oans or other extensions of
credit. Wthout limting the scope of this activity, the
category lists a nunber of activities that the Board has
previously determ ned are related to credit extending activities,
i ncludi ng, by way of exanple, credit bureau, collection agency,
apprai sal, asset managenent, check guarantee, and real -estate
settlenment activities. Restrictions governing disclosures,
tying, preferential treatnment of custoners of affiliates,

di scl osure of confidential custoner information w thout custoner
consent and simlar restrictions have been renoved fromthese
activities. These restrictions do not apply to banks that
conduct these activities and, to the extent these restrictions
are appropriate, supervisory guidance on the conduct of the
activity woul d be devel oped.

3. Leasi ng personal or real property

The | easing provision of the regulation was streanlined
by conmbining the two types of |easing activities perm ssible for
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bank hol di ng conpani es: full-payout |easing and hi gh residual
value leasing.? The follow ng restrictions have been renoved- -

» The | ease nust serve as the functional equival ent of an
extension of credit (perm ssible high residual value |easing
may not be the functional equivalent of an extension of
credit);

e The property nust be acquired only for a specific |easing
transacti on;

» Leased property nust be re-leased or sold within 2 years
of the end of each | ease;

e The maxi mum | ease term nmay not exceed 40 years; and

* No | eased property may be held for nore than 50 years.

These restrictions were renoved fromthe regul ation
primarily to permt bank hol ding conpanies greater flexibility to
acquire property in quantity in the expectation of |easing
activities and to grant nore flexibility in selling or re-|easing
property at the expiration of a lease. It is expected that
supervi sory gui dance woul d be devel oped to aid exam ners in
supervising the acquisition and retention of property for
| easi ng.

The draft also renoves the provision limting to 100
percent of the initial acquisition cost the anmount of reliance
that may be placed on the residual value of |eased personal
property. No such limt applies to national bank |easing
activities. The estimted residual value of real property
continues to be imted to 25 percent of the value of the
property at the tine of the initial |lease. This restrictionis

8 A full-payout lease is the functional equivalent of an
extension of credit and relies primarily on rental paynents and
tax benefits to recover the cost of the | eased property and
rel ated financing costs. High residual value |easing may involve
significant reliance on the expected residual value of the |eased
property--on average, under 50 percent, but in sone cases, up to
the full original cost of |eased property--to recoup the cost of
the | eased property and rel ated financing costs. Under the
Board's regul ati on, bank hol di ng conpani es may provide full -
payout | eases for any type of personal property or real property,
and may make hi gh residual value | eases only for personal
property. Bank hol di ng conpani es have not been permtted to
engage in high residual value |leasing for real property because
of concern that such | easing would be indistinguishable fromrea
estat e devel opnent and investnent activities.
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intended to distinguish real property leasing fromreal estate
devel opnent and investnent activities.

Two ot her requirenents were retained: 1) that the
| ease be non-operating, and 2) that the initial |ease termbe at
| east 90 days. These requirenents were devel oped in the course
of litigation regarding the |leasing activities of national banks,
and were relied on by the courts in distinguishing bank | easing
activities fromgeneral property rental and real estate
devel opnent busi nesses. The requirenent that a | ease be non-
operating is also a statutory requirenent Iimting the high
residual value leasing activities of national banks.¥Y In
particular, the definition of nonoperating |eases in the
aut onobil e rental context, which was developed in litigation and
prevents a bank hol di ng conpany fromdirectly providing repair
and simlar services, has been retained. The draft would permt
a bank hol ding conpany to arrange for a third party to provide
repair and other services in connection with a | ease.

4. perating nonbank depository institutions

This category permts ownership of a savings
associ ation and an industrial |oan conpany. The proposed
regul ation retains the restrictions in the BHC Act that the
institution not be operated as a "bank" for purposes of the BHC
Actl and that the activities of the institution conformto the
rel evant statutory provisions of the BHC Act.

5. Trust conpany functions

The current regulation [imts the deposit-taking and
l ending activities of trust conpanies. These [imtations are
al ready enconpassed in the requirenent in the BHC Act that the
trust conpany not be a "bank" for purposes of the BHC Act, and
have, therefore, been deleted fromthe regul ation.

6. Fi nanci al and i nvestnent advisory activities

The regul ati on has been reorgani zed to group together
all investnent and financial advisory activities. The proposed

9 As a general matter, the requirenent that a | ease be
non- operating neans that the bank hol di ng conpany does not itself
operate the equi pnent or property being | eased or repair or
service the property. This limtation was intended to help
di stingui sh bank | easing activities fromgeneral conmmerci al
activities.

1 The BHC Act contains an exception fromthe definition of
"bank" for industrial |oan conpanies and savi ngs associ ati ons
that neet requirenents listed in the BHC Act.
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rule broadly authorizes acting as investnent or financial adviser
to any person, w thout restriction. The proposed definition of
investnent and financial advisory activities is very broad and
woul d permt sone types of advisory activities beyond the scope
of advisory activities currently permtted by regulation. The
Board invites coment on whether this activity has been properly
defined and whether all investnent and financial advisory
activities are closely related to banki ng.

Wthout Iimting the breadth of the advisory authority,
the rule also |ists as specific exanples of perm ssible advisory
activities certain types of investnent or financial advice,
counseling and rel ated services that previously had been
separately authorized. These exanples are--

* Advising an investnment conpany and sponsoring, organizing
and managi ng a cl osed-end i nvestnent conpany;

 Furnishing general economc information and forecasts;

e Providing financial advice regarding nergers and simlar
corporate transactions;

 Providing consuner educational courses and providing tax-
pl anni ng and tax- preparation; and

* Providing advice regarding derivatives transactions.

The few restrictions inposed by the Board on these
activities would be renoved. Specifically, the Board proposes to
remove the current restriction that discretionary investnent
advi ce be provided only to institutional custoners, thereby
al | om ng bank hol di ng conpani es to nmanage retail custoner
accounts outside of the trust departnent of an affiliated bank.
This activity would continue to be governed by the fiduciary
principles in relevant state law. Simlarly, the requirenent
that i nvestnent advice regarding derivatives transactions be
provided only to institutional investors would be renpved,
thereby allowi ng this advice to be provided to retail custoners.
These restrictions do not apply to banks that provide investnent
advi sory servi ces.

Restrictions al so have been deleted in the areas of
t ax- pl anni ng and preparation services and consuner counseling
servi ces that prohibited bank hol di ng conpani es from pronoting
specific products and services and from obtai ning or disclosing
confidential custonmer information wi thout the custoner's consent.
These restrictions do not apply to banks that engage in these
activities.

7. Agency transactional services for custoner investnents
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The various transactional services that a bank hol di ng
conpany may provide as agent have been reorgani zed into a single
functional category. This category includes securities brokerage
activities, private placenent activities, riskless principal
activities, execution and cl earance of derivatives contracts,
forei gn exchange execution services and other transacti onal
servi ces.

i. Securities brokerage activities

The current regulation differenti ates between
securities brokerage services provided alone (i.e., discount
br okerage services) and securities brokerage services provided in
conbi nation with investnent advisory services (iL.e., full-service
brokerage activities). The proposed rule would authorize
securities brokerage w thout distinguishing between discount and
full -service brokerage activities.

Under the current regul ation, bank hol di ng conpani es
providing full-service brokerage services nust nmake certain
di scl osures to custoners regardi ng the uninsured nature of
securities and may not discl ose confidential custoner information
W t hout the custoner's consent. These requirenents have been
del eted. The disclosure requirenents--along with a nunber of
other requirenments that specifically address the potential for
custoner confusion, training requirenents, suitability
requi renents and other matters--are already contained in an
i nteragency policy statenent that governs the sale of securities
and ot her non-deposit investnent products on bank prem ses as
well as in rules adopted by the SEC. In addition, simlar
di scl osure requirenents are required by the Board's policy
st at ement governing the sale by bank hol di ng conpani es of shares
of nmutual funds and other investnent conpanies that the bank
hol di ng conpany advi ses. To the extent that disclosures to
custoners are appropriate in areas not covered by these policy
statenments, it is expected that the Board woul d devel op
supervi sory gui dance, on an interagency basis where appropriate.

The Board seeks comment on whether elimnation of these
restrictions fromthe regulation would | ead to adverse effects,
i ncl udi ng customer confusion about the uninsured nature of non-
deposit investnment products sold through bank hol di ng conpani es.

ii. Riskless principal activities

The Board recently reduced the restrictions that govern
ri skl ess principal activities. The restrictions that were
retai ned were designed to ensure that bank hol di ng conpani es does
not avoid the d ass-Steagall Act provisions by classifying
underwiting and dealing activities as riskless principal
activities. The provisions that are proposed to be retained
prohi bit:
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e Selling bank-ineligible securities at the order of a
custoner who is the issuer or in a transaction in which the
bank hol di ng conpany has an agreenent to place the
securities of the issuer;

» Acting as riskless principal in any transaction involving
a bank-ineligible security for which the bank hol di ng
conpany or an affiliate makes a market;

* Acting as riskless principal for any bank-ineligible
security carried in the inventory of the bank hol di ng
conpany or any affiliate; and

* Acting as riskless principal on behalf of any U.S.
affiliate that engages in bank-ineligible securities
underwiting or dealing activities or any foreign affiliate
t hat engages in securities underwiting or dealing
activities outside the U S

The proposed regul ation retains these four
restrictions. The Board requests coment on whether these
restrictions, and in particular the second and third
restrictions, are necessary to assure conpliance with the d ass-
St eagal | Act.

iii. Private placenent activities

I n addi ng private placenent activities to the |laundry
list, the regulation adopts the definition of private placenent
activities used by the SEC and the federal securities laws. All
but one restriction that had been inposed by Board order on the
conduct of this activity would be renoved. That restriction
prohi bits a bank hol ding conpany from purchasing for its own
account securities that it is placing and fromholding in
inventory unsold portions of securities it is attenpting to
place. This restriction prevents a bank hol ding conpany from
classifying its securities underwiting activities, which are
governed by the d ass-Steagall Act and the Board's section 20
deci sions, as private placenent activities.

Anmong the restrictions that would be renoved fromthe
conduct of private placenent activities are prohibitions on:

« Extending credit that enhances the marketability of a
security being pl aced,

* Lending to an issuer for the purpose of covering the
funding | ost through the unsold portion of securities being
pl aced;

* Lending to the issuer for the purpose of repurchasing
securities being placed;
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* Acquiring securities through an account for which the bank
hol di ng conpany has fiduciary authority;

« Providing advice to any purchaser regarding a security the
bank hol di ng conmpany is placing; and

* Placing securities with any non-institutional investors
(the SEC rules allow sales to institutional investors and up
to 35 non-institutional investors).

None of these restrictions have been applied to
nati onal banks that conduct private placenment activities. The
Board seeks comment on whet her any of these restrictions nust be
retained to address potential adverse effects, including
potential conflicts of interest or custoner confusion, or to
assure fulfillment of fiduciary duties.

iv. Futures conm ssion nerchant activities

a. I n general

The current regul ati on authorizes bank hol di ng
conpani es to execute and clear derivatives on certain financial
instrunents on nmgj or exchanges, subject to a nunber of
restrictions.

The Board has, by order, broadened this authority in
two key respects. First, the Board has by order permtted bank
hol di ng conpani es to execute and clear derivative contracts on a
broad range of nonfinancial commobdities. Second, the Board has
permtted bank hol di ng conpanies to clear derivative contracts
wi t hout simultaneously providi ng execution services. The
proposed regul ati on has been anended to incorporate these
actions.

The proposal also deletes the restriction that a bank
hol di ng conpany not act as a futures conm ssion nerchant (FCM on
any exchange unless the rules of the exchange have been revi ened
by the Board. Al U S. comobdities exchanges are supervised by
the CFTC. A review by the Federal Reserve System of the rul es of
an exchange, whether donestic or foreign, does not provide a
reliable guide regarding the risk managenent systens of the
exchange or the safety of conducting FCM activities on the
exchange. A nore effective nmethod for addressing the risks of
FCM activities--whether on donestic or foreign exchanges--is
t hrough the on-site inspection and supervision of the risk
managenent systens of the bank hol di ng conpany.

The proposed rul e renoves several other requirenents,
i ncluding that the FCM subsi di ary- -



* Time stanp all orders and execute themin chronol ogi cal
order;

* Not trade for its own account;
* Not extend margin credit to custoners; and
* Maintain adequate capital.

As noted above, the Board is proposing to renpbve restrictions on
subsidiary FCMtrading for its own account, and conduct in the
other areas listed above is addressed in rules of the CFTC or the
rel evant self-regulatory organization.

The proposed rule retains the requirenents of the
current regulation that a bank hol ding conpany conduct its FCM
activities through a separately incorporated subsidiary (i.e.,
not through the parent bank hol di ng conpany) and that the
subsi di ary not becone a nenber of an exchange that requires the
parent bank hol ding conpany al so to becone a nenber of the
exchange. The purpose of this restrictionis tolimt the bank
hol di ng conpany's exposure to contingent obligations under the
| oss sharing rules of exchange clearing houses in order to
preserve the holding conpany's ability to serve as a source of
strength to its subsidiary insured depository institutions.

The Board invites comment on all aspects of its
proposed revision to FCM activities. |In particular, the Board
i nvites coment on whether the requirenent limting the parent
bank hol di ng conpany from becom ng a nenber of an exchange is
appropriate and on whether the Board's concern could be addressed
nore effectively by an alternative restriction, such as a
requi renent that the parent bank hol ding conpany not provide a
guarantee of non-proprietary trades conducted by an FCM
subsidiary. A restriction on the holding conpany providing such
a guarantee has been inposed on bank hol di ng conpani es through
exam nation gui dance and various Board orders to assure that the
capital of the holding conpany is available to support the
i nsured depository institution subsidiaries of the hol ding

conpany.

b. Proposed change_in Board precedent regarding
clearing-only activities

The Board has by order permtted bank hol di ng conpani es
to clear trades that the FCM has not executed itself. The
proposed rule incorporates this activity in the laundry |ist,
retaining two restrictions currently inposed by Board order. The
first restriction prohibits the clearing subsidiary from serving
as the primary or qualifying clearing firmfor a custonmer. The
second restriction is that the clearing subsidiary have a
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contractual right to decline to clear any trade that the
subsi di ary believes poses unacceptable risks.

These requirenents were adopted to ensure that the
clearing subsidiary of a bank hol ding conpany could |imt its
exposure to traders that execute trades thensel ves or through

third parties. |In particular, these requirenents prevent a bank
hol di ng conpany fromclearing trades executed by exchange | ocal s
or market nmakers. In 1991, the Board rejected a proposal by a

bank hol di ng conpany to engage in clearing trades for exchange

| ocal s and mar ket nmakers because of concerns about the inability
of the bank hol ding conpany to nonitor and control its credit
exposures during the trading day.* The Board found that the
activity was closely related to banking, but believed that the
potential adverse effects of conducting the activity outwei ghed
the potential public benefits.

The Board seeks comment on whether these two
restrictions on the conduct of clearing-only activities by bank
hol di ng conpani es shoul d be retai ned or whether bank hol di ng
conpani es, as part of perm ssible FCM activities, should be
permtted to engage in clearing wthout executing trades,
including clearing trades for professional traders. In
particular, the Board invites comment on whet her and how bank
hol di ng conpanies are able to nonitor and limt adequately the
potential exposure from conducting this activity.

v. Oher transactional services

In addition to the transactional services described
above, the proposed rule adds a provision allow ng a bank hol di ng
conpany to provide transactional services for custoners involving
any derivative or foreign exchange transaction that a bank
hol di ng conpany is permtted to conduct for its own account.

The proposed rule also renoves the restriction in the
current regul ation prohibiting a bank hol di ng conpany from
provi di ng forei gn exchange transactional services in the sane
subsidiary that provides advice regardi ng foreign exchange.
Banks are not subject to this restriction. Wth this change, a
bank hol di ng conpany woul d be permtted to provide any
transactional service to any custoner in conbination with a
rel ated advi sory service, and nmay provide any advisory and
transactional services as agent to both retail and institutional
cust omers.

8. | nvest nent _transacti ons as principal

W Stichting Prioriteit ABN AMRO Hol ding, 77 Feder al
Reserve Bulletin 189 (January 9, 1991).
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The proposal incorporates decisions by the Board that
permt bank hol di ng conpani es broadly to invest for the hol ding
conpany's own account as principal in derivatives on financial
and nonfinancial commodities. The proposal would allow a bank
hol di ng conpany to trade as principal for its own account any
derivative contract on a financial or nonfinancial commodity or
i ndex of commpdities, so long as any one of three conditions is
net :

* The underlying asset is a perm ssible investnent for State
menber banks;

» The derivative contract requires cash settlenent; or

» The derivative contract allows for assignnment, term nation
or offset prior to expiration and the bank hol di ng conpany
makes every reasonable effort to avoid delivery.

The proposal also includes authority that the Board has
previously granted by order permtting bank hol ding conpanies to
buy, sell and store gold, silver, platinumand palladi um bullion,
coins, bars and rounds. The regulation retains the current
authority to trade in foreign exchange and bank-eligible
securities. The proposal does not expand the current authority
of bank hol di ng conpanies to acquire as principal securities or
physi cal commodities that a bank is not currently permtted to
own for its own account.

In several areas, such as foreign exchange tradi ng and
certain derivatives trading, the Board has prohibited bank
hol di ng conpani es from engaging in the sanme subsidiary in trading
activities as principal and providing advice to custoners. This
restriction does not apply to banks that conduct the sane
activities and has been renoved. It is expected that supervisory
gui dance woul d be devel oped to address potential conflicts of
interest that may arise in this area.

9. Managenent consulting and counseling activities

The current regul ati on authorizes bank hol di ng
conpani es to provi de managenent consulting services on any matter
to any depository institution or affiliate of a depository
institution. The rule has been expanded in two respects.

First, bank hol ding conpani es woul d be authorized to
provi de managenent consulting services regarding financial,
econom c, accounting or audit matters to any conpany. These
activities are directly related to the activities and expertise
of bank hol di ng conpani es. The Board invites comment on whet her
this activity is closely related to banking for purposes of
section 4(c)(8) of the BHC Act.



Second, a bank hol di ng conpany would be permtted to
derive up to 30 percent of its managenent consulting revenue from
managenent consul ting services provided to any custonmer on any
matter.

Two restrictions have been retai ned--governing
interlocks with and investnents in client conpanies--to ensure
t hat a bank hol di ng conpany does not exercise control over a
client conpany through a nanagenent consulting contract.

10. Support services

This category includes courier services (other than
arnored car services) and printing checks and rel ated docunents.
Both services are included in the laundry list as they were
aut hori zed by the Board, w thout change.

11. | nsurance agency and underwiting activities

The i nsurance provisions reflect the detailed
restrictions on insurance activities of bank hol ding conpani es
specified in the BHC Act. The current regul ation has not been
changed.

12. Community devel opnent activities

The current regulation permts bank hol di ng conpani es
to make equity and debt investnents in corporations and projects
designed primarily to pronote community welfare. The proposal
amends the description of this activity to clarify that this
activity includes providing advisory and rel ated services to
communi ty devel opnent prograns. The Board has permtted these
advi sory services by order.

13. Money orders, savings bonds and traveler's checks

The current regulation limts the sale and i ssuance of
noney orders and simlar consunmer paynment instruments to
instruments with a face value of |ess than $1,000. The Board has
by order authorized this activity for paynment instruments of any
face amount. Accordingly, the limtation on the face anount of
t hese instrunments has been renoved.

14. Data processing activities

The current regul ation broadly authorizes bank hol di ng
conpani es to provide data processing and data transm ssion
services by any technol ogi cal neans so |l ong as the data processed
or furnished are financial, banking or economc. The proposed
rule clarifies that a bank hol ding conpany may render advice to
anyone on processing and transmtting banking, financial and
econom ¢ dat a.
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The followng two restrictions on perm ssible data
processing activities have been del et ed:

e Al data processing services nust be provided pursuant to
a witten agreenent with the third party that describes and
limts the services; and

» Data processing facilities nust be designed, nmarketed and
operated for processing and transmtting financial, banking
or econom c data.

The data processing activity has al so been revised to
permt bank hol ding conpanies to derive up to 30 percent of their
data processing revenues from processing and transmtting data
that are not financial, banking or economc.

F. Expl anati on of changes to tving rules.

The Board is proposing anmendnents to its rules
regarding tying arrangenents. The anendnents woul d al | ow bank
hol di ng conpanies significantly greater flexibility to package
their products, and thereby provide nore efficient and | ower cost
service to their consuners.

Tying arrangenents, where a custoner's ability to
purchase or receive a discount on one product is tied to the
custoner's purchase of another product, are prohibited by
section 106 of the Bank Hol di ng Conpany Act Anendnents of 1970.
12 U.S.C. 8§ 1972. Although section 106 applies only when a bank
offers the tying product, the Board in 1971 extended its speci al
restrictions to bank hol ding conpanies and their nonbank
subsidiaries. 36 FR 10,777 (June 3, 1971).

The Board has authority to grant exceptions to
section 106 and, in the past few years, has used its exenptive
authority to allow banks to offer products to their custoners
nmore efficiently and at | ower cost, wi thout risk of anti-
conpetitive effects. For exanple, the Board has all owed
arrangenents that included di scounts on brokerage services and
ot her products based on a custoner's relationship wth the bank
or bank hol di ng conpany. The proposed anendnents set forth bel ow
woul d build on this recent history in attenpting to identify
broader categories of packagi ng arrangenents that do not raise
the concerns that section 106 was intended to address and shoul d
therefore be permtted.

Section 106 contains five restrictions intended to
prohi bit anti-conpetitive behavior by banks: two prohibit tying
arrangenents; two prohibit reciprocity arrangenents; and one
prohi bits exclusive dealing arrangenents. The tying
restrictions, which have the greatest effect on industry
practices, prohibit a bank fromrestricting the availability or
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varying the consideration for one product or service (the "tying"
product) on the condition that a custoner purchase anot her
product or service offered by the bank or by any of its
affiliates (the "tied" product).¥

Section 106 is a broader prohibition than those
contained in the antitrust |aws because, unlike the antitrust
laws, a plaintiff in action under section 106 need not show that:
(1) the seller has market power in the market for the tying
product; (2) the tying arrangenent has had an anti-conpetitive
effect in the market for the tied product; or (3) the tying
arrangenent has had a substantial effect on interstate commerce.
The broader reach of section 106 is nost evident in that it
prohi bits a bank fromvarying the consideration for one of its
products--that is, offering a discount on one of its products--
for custonmers who purchase a second product fromthe bank or its
affiliates. Such an arrangenent generally would not be
prohi bited by the antitrust |aws.

Section 106 was adopted in 1970 when Congress expanded
the authority of the Board to approve bank hol di ng conpanies to
engage i n nonbanking activities. Section 106 was based on
Congressi onal concern that banks' unique role in the econony, i
particular their power to extend credit, would allow themto ga
a conpetitive advantage in the new, nonbanking markets that the
affiliates were being allowed to enter. See S. Rep. No. 1084,
91st Cong., 2d Sess. (1970). Congress therefore inposed speci al
[imtations on tying by banks--restrictions beyond those inposed
by the antitrust | aws.

n
In
I r

1. Rescind the Board's Requl atory Extension of the Statute

As not ed above, the Board has by regul ati on extended
the restrictions of section 106 to bank hol di ng conpani es and
their nonbank subsidiaries as if they were banks. This extension
was adopted at the sane tine that the Board approved by
regulation the first "laundry list" of nonbanking activities
under section 4(c)(8) of the BHC Act, apparently as a
prophyl acti c nmeasure addressed at potential anti-conpetitive
practices by conpani es engagi ng i n nonbanking activities.

12 Violations of section 106 may be redressed through:
(1) an enforcenent action for civil noney penalties brought by
t he appropriate Federal banking agency, (2) an action for
injunctive relief brought by the Justice Departnent or any person
who can show "danger of irreparable |oss or damage,"” or (3) a
civil suit brought by "any person who is injured in his business
or property" by the prohibited arrangenent, with the court
directed to award trebl e damages and attorneys fees if the
plaintiff prevails. See 12 U.S.C. 1972(2)(F), 1973, 1975.
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In the past 25 years, the Board has gai ned extensive
experience with nonbank affiliates of bank hol ding conpani es and
the markets in which they operate. Based on this experience, the
Board does not believe that these nonbank conpani es possess the
mar ket power over credit or other unique conpetitive advantages
t hat Congress was concerned that banks enjoyed in 1970. Bank
hol di ng conpani es nmay never have possessed such narket power but,
even if they once did, financial services markets have generally
become nuch nore conpetitive over tinme. Accordingly, the Board
bel i eves that applying the special bank anti-tying rules to such
conpanies is no longer justified. Any conpetitive problens that
m ght arise would be isol ated cases, better addressed not through
a speci al bl anket prohibition but rather through the sane general
antitrust laws that bind their nonbank conpetitors.

In recognition of these facts, the Board has over the
past several years relaxed the anti-tying restrictions on
nonbanks w t hin bank hol ding conpanies. |In addition to adopting
vari ous exceptions that applied both to banks and nonbanks, the
Board in 1994 permtted a bank hol di ng conmpany or its nonbank
subsidiary to offer a discount on any of its products or services
on the condition that a custoner obtain any other product or
service fromthat conpany or fromany of its nonbank affiliates--
that is, permtted di scount arrangenents that did not involve a
bank. 12 CFR 225.7(b)(3). However, even with this exception,
tyi ng between a bank hol di ng conmpany or its nonbank subsidiary
and an affiliated bank is still restricted, as is any inter-
affiliate tying arrangenent that does not involve the offering of
a di scount.

The Board proposes to rescind its regul atory extension
of the anti-tying rules to nonbanks. The Board notes that in
doing so it would not be granting an "exception" to section 106--
as section 106 never envisioned that non-banks woul d be covered
in the first place. Rather, the Board would be lifting a
restriction that it itself inposed, and one which it believes
should be maintained only if there is clear evidence of its
necessity.

Renoval of these special restrictions on bank hol di ng
conpani es and their nonbank subsidiaries would elimnate a
conpetitive di sadvantage by allowi ng themthe sane freedomto
package products that their conpetitors currently enjoy. The
Sherman Act woul d continue to prohibit bank hol di ng conpani es and
their subsidiaries fromengaging in any tying arrangenent that
had an anti-conpetitive effect. 15 U S.C. 8 1. Furthernore,
section 106 would continue to prohibit a bank fromtying one of
its products to a product offered by one of its affiliates, bank
or nonbank.

The Board is seeking conment, however, on whether it
should retain its regulatory extension of the statute for
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pur poses of one type of tying arrangenent. Section 825(a)(3) of
t he Personal Responsibility and Work Opportunity Reconciliation
Act of 1996, signed into | aw on August 22, 1996, anended the Food
Stanp Act of 1997 to prohibit tying the availability of

el ectronic benefit transfer services to other point-of-sale
services. Enforcenent of the Act is assigned to the Secretary of
Agricul ture. 104 Pub. L. 193, 110 Stat. 2105; 7 U. S.C.

8§ 2016(i)(11). Banks, bank hol di ng conpani es, and nonbank
subsi di ari es of bank hol di ng conpani es were exenpted fromthe
statute, apparently because they were already restricted by
section 106 (in the case of banks) and the Board's regulation (in
the case of bank hol ding conpani es and their nonbank
subsidiaries). Thus, unless the Board were to retain a
restriction on bank hol di ng conpani es and their nonbank
subsidiaries, they would be the only conpani es not subject to a
special restriction on tying of electronic benefit transfer

servi ces.

2. Treat Inter-Affiliate Tying Arrangenents the Sane as
| nt ra- Bank Arrangenents

The Board is al so proposing to broaden a statutory
exception designed to preserve traditional banking relationships.
The statutory exception is limted to traditional banking
rel ati onships within one bank, and the proposed regul atory
exception woul d extend the statutory exception to apply to
rel ati onshi ps that involve nore than one bank or other affiliate.

Section 106 contains an explicit exception (the
"statutory traditional bank product exception") that permts a
bank to tie any product or service to a |oan, discount, deposit,
or trust service offered by that bank. 12 U S.C 8§ 1972(1)(A).
For exanple, a bank could condition the use of its nessenger
service on a custoner's maintaining a deposit account at the
bank. Although the statutory traditional bank product exception
appears to have been effective in preserving traditional
rel ati onshi ps between custoner and bank, the exception is limted
in an inportant way: it does not extend to transactions
i nvol ving products offered by affiliates. Thus, a bank coul d not
condition the use of its nessenger service on a custoner's
mai ntai ning a deposit at an affiliated bank. As another exanpl e,
the Board recently granted an exenption to allow a secured credit
card program where a bank required that a custoner maintain a
deposit at an affiliated bank. Al though a bank coul d have
offered a secured credit card program conditioned on a custoner's
mai ntai ning a deposit at that same bank, the inter-affiliate
arrangenment was ot herw se prohibited by section 106 but for the
exenpti on.

The Board has al ready adopted a "regul atory traditional
bank product exception" that generally extends the statutory
traditional bank product exception between affiliates--for
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exanpl e, allow ng one bank to offer a discount on a | oan based on
a custoner's deposit relationship with an affiliated bank.
However, taking an increnental approach, the Board placed two
restrictions on the regulatory exception. First, the Board

requi red that both products involved in the tying arrangenent be
tradi tional bank products (thereby disqualifying the nessenger
servi ce exanpl e above). Second, the Board required that the
arrangenent consi st of discounting the tying product rather than
restricting its availability (thereby disqualifying the secured
credit card exanpl e above).

The Board believes that there remains a rationale for
the latter restrictions--for exanple, secured credit cards aside,
there are few exanples where restricting the availability of one
product on the purchase of another serves a valid economc
pur pose. ¥ Nonet hel ess, Congress has al ready deci ded not to
apply these restrictions to the statutory traditional bank
product exception for intra-bank transactions, and it is
difficult to argue that inter-affiliate transactions pose any
greater risk of anti-conpetitive behavior than intra-bank
transactions. Moreover, Congress has already extended the
statutory traditional bank product exception between affiliates,
W thout restriction, for savings associations and their
affiliates. 12 U S. C 8 1464(q)(1)(A).

3. Extend the Expanded Requl atory Traditional Bank Product
Exception to Reciprocity Arrangenents

As noted above, section 106 prohibits not only tying
arrangenents (conditioning the availability of one product on the
purchase of another) but al so reciprocity arrangenents
(conditioning the availability of one product on the providing of
anot her by the custoner). 12 U S.C. 8§ 1972(1)(C) and (D). Like
the tying prohibition, the prohibition on reciprocity
arrangenents contains an exception intended to preserve
traditional banking relationships. The exception provides that a
bank may condition the availability of a |Ioan, discount, deposit
or trust service on the custoner's providing some product or
service "related to, and usually provided in connection wth"

¥ The Board has recently been presented wi th another case
where restricting the availability of a product may be
justifiable. A petitioner has sought an exenption from section
106 to allow a brokerage subsidiary of a bank hol di ng conpany to
require a custonmer to maintain a deposit at an affiliated bank in
order to facilitate conpliance with the tine-for-paynent
requi renents of Regulation T. Even if the Board were to rescind
its regulatory extension of section 106 to bank hol di ng conpani es
and their nonbank subsidiaries, a brokerage departnment of a bank
woul d still be prohibited frominposing this requirenent, absent
t he proposed anmendnent to the traditional bank product exception.
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such a | oan, discount, deposit or trust service. 12 U S. C
8§ 1972(1)(CO).

Also like the statutory traditional bank product
exception to the tying prohibition, this exception to the
reciprocity prohibition does not apply to inter-affiliate
transactions. Although the Board has received only one request
to extend the exception -- probably because this exception is
confusing and rarely invoked in the case law -- the Board is
proposi ng such an extension for coment, for the sane reasons
not ed above.

4. Coverage of Foreign Banks under Section 106

A petitioner has sought an interpretation or exenption
fromthe statute to clarify that section 106 does not restrict
"foreign transactions.” Petitioner argues that statutes are
general ly presunmed not to have an extra-territorial reach unless
speci fied by Congress, and that no specification was made in
section 106. Petitioner notes that if section 106 did apply,

US firms would be at a conpetitive di sadvantage, as there is no
equi val ent to section 106 in other nations.

The Board seeks comment on whether it should establish
a "safe harbor” to provide certainty with respect to foreign
transactions. In particular, the Board seeks comrent on whet her
any safe harbor should define "foreign transactions" according to
the I ocation of the custoner (as suggested by petitioner), the
| ocation of the market where any potential anti-conpetitive
ef fects woul d occur (as appears to be the practice under the
Sherman Act), or sone other factor or factors.

G Expl anati on of other proposed changes.

1. Bank Hol di ng Conpany Fornmati ons

Regul ation Y currently inplenments the provisions
enacted in the Riegle Coormunity Devel opnent Act that establish a
stream i ned 30-day notice procedure for proposals by existing
sharehol ders of a bank to establish a bank hol di ng conpany. To
qualify for this procedure under current rules, the sharehol ders
of the bank nust acquire at |east 80 percent of the shares of the
new bank hol di ng conpany in substantially the same proportion as
t he sharehol ders' bank ownership, nust certify that the
shar ehol ders are not subject to any supervisory or adm nistrative
action, and nust identify the sharehol ders of the new bank
hol di ng conpany.

The Board proposes several changes to these
requi renents. First, the Board proposes to reduce the percentage
of the bank hol di ng conmpany that nust be owned by sharehol ders of
the bank from80 to 67 percent. This |evel assures that the
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transaction is in fact a reorgani zation in which the bank

shar ehol ders continue to control the new bank hol di ng conpany and
m nimzes the likelihood that a new controlling sharehol der w ||
be introduced w thout adequate review.

Next, the proposal would require that only the
princi pal sharehol ders (i.e., sharehol ders owning in excess of
10 percent of the bank hol ding conpany) certify that they are not
subject to any supervisory or adm nistrative action, rather than
requiring that all sharehol ders nmake this certification.
Finally, the proposal would elimnate any publication requirenent
for this category of bank hol ding conpany formations. The Riegle
Act does not require publication of these proceedi ngs and,
because these transactions represent a corporate reorganization,
l[ittle purpose is served by requiring public notice. The System
woul d continue to consider all of the same statutory factors in
reviewi ng these proposals, including considering the conpetitive
effects, financial and managerial resources of the organization,
effect on the conveni ence and needs of the community and the CRA
performance record of the bank.

The Board invites conment on whet her these changes are
appropriate, would reduce unnecessary burden on the fornation of
new bank hol di ng conpani es--particularly small bank hol di ng
conpani es--and are consistent with the provisions of the BHC Act
permtting this expedited procedure.

2. Change in Bank Control Act Filings

The Board proposes to reorganize, clarify and sinplify
the portion of Regulation Y that inplenents the Change in Bank
Control Act (CIBC Act). The proposal attenpts to harnoni ze the
scope and procedural requirenents of the Board's regul ation
i npl ementing the CIBC Act with those of the other federal banking
agencies and to reduce any unnecessary regul atory burden. The
proposal al so incorporates various interpretations of this
subpart nmade by the Board since the |ast revision of
Regul ation Y. These changes have been devel oped in consultation
with the other federal banking agencies in an effort to develop a
uni form regul atory approach to inplenenting the CIBC Act at al
of the banking agenci es.

Currently, the Board's rules generally require any
person (other than a bank hol di ng conpany) seeking to acquire
shares of a state nenber bank or bank hol ding conpany to file a
notice under the CIBC Act at two thresholds: when the person's
ownership | evel exceeds 10 percent of the voting shares of the
bank or bank hol di ng conpany, and again when the ownership | evel
exceeds 25 percent. This two-tiered approach allowed a review of
the financial resources of an acquiror at two stages, with a
| esser showi ng of financial resources required for transactions
bel ow t he 25 percent threshol d.
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The Board proposes to reduce regul atory burden by
elimnating the 25 percent threshold. This elimnates the
requi renent that persons who have received authorization to own
in excess of 10 percent, but |less than 25 percent, of the voting
shares of a nenber bank or bank hol ding conpany file a second
notice before owning 25 percent or nore of the voting shares of
the institution. Persons who initially acquire in excess of
25 percent of the shares of a bank or bank hol ding conpany woul d
continue to be subject to only one review under the Cl BC Act.
The ot her federal banking agencies have al ready adopted this
appr oach.

Under the proposal, persons who currently own 10
percent (but less than 25 percent) of the shares of a state
menber bank or bank hol di ng conpany with Board approval under the
CI BC Act woul d be exenpt fromfurther filing requirenents under
the CIBC Act, unless otherwise notified in witing by the System
In future cases in which a person appears to have sufficient
financial resources to acquire nore than 10 percent, but |ess
than 100 percent of the shares of a bank, the Systemmay limt
t he approval granted on a case-by-case basis to require further
review of the financial resources of the person as appropriate.

The proposal al so adds definitions of key terns to
clarify the scope of the regulation. |In particular, the Board
proposes to add a definition of the termacting in concert and
i ncl udes specific presunptions of concerted action to provide
gui dance to acquirors. In addition, the proposal incorporates
current Board practice that the acquisition of a |loan in default
that is secured by voting securities of a state nenber bank or
bank hol di ng conpany is presuned to be an acquisition of the
underlying securities.

The proposal al so woul d reduce regul atory burden on
persons whose ownership percentage increases as the result of a
redenpti on of voting securities by the issuing bank or the action
of athird party not within the acquiring person's control. In
t hese situations, the proposal would permt the person affected
by the bank or third party action to file a notice within
90 cal endar days after the transaction occurs, provided that the
acquiring person does not reasonably have advance know edge of
the triggering transaction. Currently, these persons nust file
notice under the CIBC Act prior to the action that increases the
person's percentage ownership, and, because these persons cannot
control the third party action that causes the increased
percent age ownership, are often put in violation of the CIBC Act
and the Board's Regul ation Y.

The Board al so proposes to provide nore flexible timng
for newspaper announcenents of filings under the CIBC Act by
permtting notificants to publish the announcenent up to
30 cal endar days before submitting the filing. |In addition, the
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newspaper notice requirenent would be nodified to elimnate the
requi renent that the notice include a statenent of the percentage
of shares proposed to be acquired. Finally, the proposal woul d
add a new section reflecting the stock |oan reporting
requirenents in section 205 of the Federal Deposit |nsurance

Cor poration | nprovenent Act.

The Board invites conment on all of its proposed
revisions to the CIBC Act inplenenting regulation. 1In
particul ar, the Board requests conmment on whether the revisions
i dentifying when persons will be presuned to be acting in concert
identify all relevant situations in which a bank may undergo a
change in control. The Board al so requests conment on other ways
that its inplementing rules under the CIBC Act may be nodified to
el i m nat e unnecessary burden and paperwork, consistent with the
requi renents of the CI BC Act.

3. Notice of Change of Directors and Senior Executive
Oficers

In addition to the BHC Act and CIBC Act, Regulation Y
i npl ements section 914 of the Financial Institutions Reform
Recovery, and Enforcenent Act of 1989 (section 914). Section 914
requires a state nenber bank and a bank hol di ng conpany
(together, "regulated institutions") to give prior notice to the
System before changing directors or senior executive officers if
the regulated institution is in financially troubled condition,
has undergone a change in control wthin tw years, or has been
chartered for less than two years.

The proposed rule retains a nunber of the current
regul ation's substantive provisions. For exanple, the financial
condition of regulated institutions remains the focus for
defining when an institution's troubled condition would trigger
the prior notice requirenents of section 914. The proposed rule
al so continues to interpret a change in control for purposes of
section 914 to nean a transaction that requires a filing under
the CIBC Act. Accordingly, section 914 filings are not triggered
by the acquisition of a state nmenber bank by a bank hol di ng
conpany under section 3 of the BHC Act.

The current rule would be nodified in several ways.
The proposed rule would elimnate any filing requirenent under
section 914 for charter conversions and "phantont bank nergers
(chartering an insured depository institution to facilitate the
acqui sition of an existing insured depository institution) if the
converting or acquired depository institution has been in
operation for at |east two years.

The proposed rule al so woul d adopt the System s current
practice of granting individuals who seek election to the board
of directors of regulated institutions w thout the support of
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managenent an autonati c wai ver that allows these individuals to
comrence service imedi ately after election to the board and to
make a post-election filing under section 914. In addition, the
proposed rul e woul d provi de nore gui dance on appealing a

di sapproved notice. O her changes have been proposed in
cooperation with the staffs of the other banking agencies in an
attenpt to develop uniformdefinitions, notice procedures and
appeal s procedures.

The Board invites public comment on these changes, as
well as on other ways that the procedures for review ng changes
in officers and directors may be revised to reduce unnecessary
burden consistent with the requirenents of section 914.

4. O her changes

The Board has al so proposed several other nodifications
to the regulation to incorporate previous Board decisions and
policies regarding the definitions of "class of voting
securities" and "imedi ate fam|ly" and has nodified references
and several tine periods for Reserve Bank action to accomodate
t he changes expl ai ned above. Public coment is welconme on these
proposed revi si ons.

In addition, the Board invites public comment on ot her
suggestions for revising Regulation Y to elimnate unnecessary
burden and paperwork consistent wth the Board' s statutory
mandat es and safety and soundness.

Attached is a draft of Regulation Y that incorporates
t he proposed revisions. These revisions affect Subparts A B, C
and E, Appendix C and the Board's interpretation at 12 CFR
225.125. Changes to the Board's Rules of Procedure wll be nade
as necessary to conformto changes to Regulation Y that are
finally adopted. No changes are being proposed at this tine to
subparts D, F or G which address, respectively, Control and
Di vestiture Proceedings, Limtations on Nonbank Banks and
Appr ai sal Standards for Federally Rel ated Transacti ons.

REGULATORY FLEXI BI LI TY ACT

Pursuant to the Regulatory Flexibility Act, the Board
is required to conduct an analysis of the effect, on snal
institutions, of the proposed revision to Regulation Y. As of
Decenber 31, 1995, the nunber of bank hol di ng conpani es totall ed



5,274.%% The following chart provides a distribution, based on
asset size, for those conpanies.

Asset Size Category [ Nunber of Bank Per cent of Bank
(M= MI11lion) Hol di ng Conpani es Hol di ng Conpany
Asset s
| ess than $150M 3, 954 5. 59%%%
$150M - $300M 655 3.2%
greater than $300M 665 91. 3%

The proposed conprehensive revision to Regulation Y is
intended to elimnate unnecessary burden for all bank hol di ng
conpani es, including smaller banking organizations. Included in
t he proposed revision are an expedited 15-day notice procedure
with mnimal information requirenents for well-rated and wel | -run
bank hol di ng conpani es, a reorgani zati on and stream ining of the
regul atory laundry |ist of perm ssible nonbanking activities, the
renmoval of unnecessary and outnoded regul atory restrictions, and
an automatic waiver of filing requirenments for bank acquisitions
that are in-substance bank-to-bank nergers. These changes apply
to all bank hol ding conpanies and will be particularly helpful to
smal | bank hol di ng conpani es.

The proposed revisions include a nunber of other
changes applicable to smaller organizations in particular. These
changes include a special exception for small bank hol di ng
conpani es with assets of |less than $300 nmillion fromthe
aggregate size limt applying to the use of the expedited
application procedures, an update of the small bank hol di ng
conpany policy statenent that applies to bank hol ding conpani es
with assets of |ess than $150 mllion and reduction of burden for
qual i fying small bank hol ding conpani es, reduction of the
thresholds for qualification for streamined formati on of new
bank hol di ng conpani es, reduction in the filing requirenents
under the Change in Bank Control Act, and addition of a new
exception for small bank hol di ng conpanies fromthe prior

% Financial top-tier donestic bank hol di ng conpani es.
Excl udes m ddl e-ti er bank hol di ng conpani es, and forei gn bank
hol di ng conpani es that are not required to file a Y-9 report with
t he Federal Reserve System

13 Bank hol di ng conpanies with consolidated assets of |ess
than $150 nmillion are not required to file financial regulatory
reports on a consolidated basis. Assets for this group are
estimated based on reports filed by the parent conpanies and
subsi di ari es.
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approval requirenents regardi ng stock redenption proposals.
These and the ot her changes descri bed above are explained in nore
detail in the Supplenmentary Information portion of this docunent.

The Board expects that the nunerous changes proposed
wWill result in a significant reduction in regulatory filings, in
t he paperwork burden and processing tine associated with
regulatory filings, and in the costs associated with conplying
with regulation, thereby inproving the ability of all bank
hol di ng conpani es, including snmall organi zations, to conduct
busi ness on a nore cost-efficient basis. The Board invites
public comment on this subject.

PAPERWORK REDUCTI ON ACT

In accordance with the Paperwork Reduction Act of 1995
(44 U.S.C. Ch. 3506; 5 CFR 1320 Appendix A 1), the Board revi ewed
t he proposed rul e under the authority delegated to the Board by
the O fice of Managenent and Budget. Comments on the collections
of information should be sent to the Ofice of Managenent and
Budget, Paperwor k Reduction Project (7100-00171, 7100-0121, 7100-
0134, 7100-0131, 7100-0119, as applicable; see bel ow),
Washi ngton, DC 20503, with copies of such comrents to be sent to
Mary M MLaughlin, Federal Reserve Board Cl earance Oficer,
Di vi sion of Research and Statistics, Mail Stop 97, Board of
Governors of the Federal Reserve System Washington, DC 20551

The collection of information requirenents in this proposed
regul ation are found in 12 CFR 225.11, 12 CFR 225.12, 12 CFR
225.14, 12 CFR 225.17, 12 CFR 225.23, 12 CFR 225.24, 12 USC
1817(j) and 1831(i), 12 CFR 225.73, 12 CFR 225.4, and 12 CFR
225.3(a). This information is required to evidence conpliance
with the requirenents of the Bank Hol di ng Conpany Act, the Change
in Bank Control Act and provisions of the Federal Deposit
| nsurance Act. The respondents are for-profit financial
institutions and other corporations, including small businesses,
and i ndivi dual s.

The Federal Reserve may not conduct or sponsor, and an
organi zation is not required to respond to, these information
collections unless it displays a currently valid OVB control
nunber. The OMB control nunbers are indicated bel ow

The proposed stream i ning of applications to acquire banks
and nonbanki ng conpani es by institutions that neet the qualifying
criteria should result in a significant reduction in burden for
respondents that file the Application for Prior Approval To
Becone a Bank Hol di ng Conpany, or for a Bank Hol di ng Conpany To
Acquire an Additional Bank or Bank Hol di ng Conpany (FR Y-3; OB
No. 7100-0171). Approximately 196 respondents file the FR Y-3
annual Iy pursuant to section 3(a)(1) of the Bank Hol di ng Conpany
Act (Act) and 303 respondents file annually the FR Y-3 pursuant
to section 3(a)(3) and 3(a)(5) of the Act. The current burden
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per response is 48.5 hours and 59.0 hours, respectively, for a
total estimated annual burden of 27,383 hours. Under the
proposed rule, it is estimted that 50 percent of these
respondents, or a total of 249 respondents for both types of
applications, would neet the criteria to qualify for the filing
of a stream ined application. The average nunber of hours per
response for proposed applications of each type is estimated to
decrease to 2.5 hours. Therefore the total anount of annual
burden is estimated to be 14,343.5 hours. Based on an hourly
cost of $50, the annual cost to the public under the proposed
revision is estimated to be $717, 175, which represents an
estimated cost reduction of $651,975 fromthe estimted annual
cost to the public of $1, 369, 150 under the current rule.

The proposed streanlining of applications to engage de novo
i n perm ssi bl e nonbanking activities and to acquire nonbanki ng
conpani es and the proposal to permt bank hol ding conpanies to
obtain approval at one tine to engage in a preauthorized |list of
such activities should result in a significant reduction in
burden for respondents that file the Application for Prior
Approval To Engage Directly or Indirectly in Certain Nonbanking
Activities (FR Y-4; OVB No. 7100-0121). Approximtely 362
respondents file the FR Y-4 annually to neet application
requi renents, and 114 respondents file to neet notification
requi renents. The current burden per response is 59.0 hours and
1.5 hours, respectively, for a total estimated annual burden of
21,529 hours. Under the proposed rule it is estimated that 50
percent of these respondents would neet the criteria to qualify
for the filing of a streanmined application, representing an
estimated 181 applications and 57 notifications. The average
nunber of hours per response for proposed applications of this
type is estimated to decrease to 1.5 hours. The estinmated burden
per response to neet the notification requirenent remins
unchanged at 1.5 hours. Therefore the total anount of annual
burden is estimated to be 11,121.5 hours. Based on an hourly
cost of $50, the annual cost to the public under the proposed
revision is estimted to be $556, 075, which represents an
estimated cost reduction of $520,375 fromthe current estinated
annual cost to the public of $1,076, 450 under the current rule.

The proposed elimnation of the requirenent that a person
who has al ready received Board approval under the Change in Bank
Control Act obtain additional approvals to acquire additional
shares of the sane bank or bank hol di ng conpany should result in
a significant reduction in burden for respondents that file the
Notice of Change in Bank Control (FR 2081; OvVB No. 7100-0134).
Approxi mately 300 respondents file the FR 2081 annually to neet
the notification requirenments of change in control, 280
respondents file to neet the requirenents for notice of a change
in director or senior executive officer, and 1000 respondents
file to neet requirenents to report certain biographical and
financial information. The current burden per response for each
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requirenment is 30.0 hours, 2.0 hours, and 4.0 hours,

respectively, for a total estimted annual burden of 13,560
hours. Under the proposed rule it is estimted that 50 percent
fewer notifications of change in control will be filed for an
annual total of 150 responses. The estimated nunber of filings
to nmeet the other two requirenents and the estimated average
hours per response for each requirenment remains unchanged.
Therefore the total anount of annual burden is estimated to be
9,060 hours. Based on an hourly cost of $20, the total annual
cost to the public under the proposed revision is estimated to be
$181, 200, which represents an estinmated cost reduction of $90, 000
fromthe current estinmated annual cost to the public of $271, 200
under the current rule.

The proposed al |l owance for bank hol di ng conpani es to take
account of intervening new issues of stock in conmputing when a
stock redenption notice nmust be filed and the exenption provided
to small bank hol di ng conpani es that neet certain | everage and
capital requirenents should result in a significant reduction in
burden for respondents that file the Notice of Proposed Stock
Redenption (FR 4008; OvVB No. 7100-0131). Approximtely 50
respondents file the FR 4008 annually. The current burden per
response is 15.5 hours, for a total estimted annual burden of
775 hours. Under the proposed rule it is estimated that 50
percent fewer notifications will be filed for an annual total of
25 responses and the estinated average hours per response remnains
unchanged. Therefore the total anobunt of annual burden is
estimated to be 387.5 hours. Based on an hourly cost of $30, the
total annual cost to the public under the proposed revision is
estimated to be $11, 625, which represents a cost reduction of
$11,625 fromthe current estimted cost to the public of $23, 250
under the current rule.

The proposed stream ining of application requirenents are
not expected to change the ongoi ng annual burden associated with
the Application for a Foreign O ganization to Becone a Bank
Hol di ng Conpany (FR Y-1f; OVB No. 7100-0119). Approximately 2
respondents file the FR Y-1f annually. The current burden per
response is 77 hours for a total estimated annual burden of 144
hours. Based on an hourly cost of $20, the annual cost to the
public is estimated to be $3, 080.

Al'l information contained in these collections of
information are available to the public unless the respondent can
substantiate that disclosure of certain informati on would result
in substantial conpetitive harmor an unwarranted invasion of
personal privacy or woul d otherw se qualify for an exenption
under the Freedom of Information Act.

Comments are invited on: (a) whether the proposed
collections of information are necessary for the proper
performance of the Federal Reserve's functions; including whether
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the informati on has practical utility; (b) the accuracy of the
Federal Reserve's estimte of the burden of the proposed
information collections, including the cost of conpliance; (c)
ways to enhance the quality, utility, and clarity of the
information to be collected; and (d) ways to mnimze the burden
of information collection on respondents, including through the
use of automated collection techniques or other forns of

i nformation technol ogy.

Li st of Subjects in 12 CFR Part 225

Adm ni strative practice and procedure, Banks, banking,
Federal Reserve System Hol di ng conpani es, Reporting and
recordkeepi ng requirenents, Securities.

For the reasons set out in the preanble, the Board proposes
to anmend 12 CFR Part 225 as foll ows:

PART 225-- BANK HOLDI NG COVPANI ES AND CHANGE | N BANK CONTROL
( REGULATI ON Y)

1. The authority citation for Part 225 continues to read as
fol |l ows:

Authority: 12 U.S.C. 1817(j)(13), 1818, 1831i, 1831p-1,
1843(c)(8), 1844(b), 1972(l), 3106, 3108, 3310, 3331-3351, 3907,
and 3909.

2. Subpart A is anmended by revising 88 225.1-225.7 to read
as foll ows:

Subpart A - General Provisions

Sec.

225.1 Aut hority, purpose, and scope.

225. 2 Definitions.

225.3 Adm ni stration.

225. 4 Cor porate practices.

225.5 Regi stration, reports, and inspections.
225.6 Penal ties for violations.

225.7 Exceptions to tying restrictions.

§ 225.1 Authority, purpose, and scope.

(a) Authority. This part?¥ (Regulation Y) is issued by the
Board of Governors of the Federal Reserve System (Board) under
section 5(b) of the Bank Hol di ng Conpany Act of 1956, as anended
(12 U. S.C. 1844(b)) (BHC Act); sections 8 and 13(a) of the
I nt ernational Banking Act of 1978 (12 U S.C. 3106 and 3108);
section 7(j)(13) of the Federal Deposit Insurance Act, as anended

Y Code of Federal Regulations, title 12, chapter II, part
225.
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by the Change in Bank Control Act of 1978 (12 U S. C. 1817(j)(13))
(Bank Control Act); section 8(b) of the Federal Deposit |nsurance
Act (12 U S.C 1818(b)); section 914 of the Financi al
Institutions Reform Recovery and Enforcenent Act of 1989

(12 U.S.C. 1831i); and the International Lendi ng Supervision Act
of 1983 (Pub. L. 98-181, title I X). The BHC Act is codified at

12 U.S.C. 1841, et seq.

(b) Purpose. The principal purposes of this part are to
regul ate the acquisition of control of banks by conpani es and
i ndi viduals, to define and regul ate the nonbanking activities in
whi ch bank hol di ng conpani es and forei gn banking organi zati ons
with United States operations may engage, and to set forth the
procedures for securing approval for such transactions and
activities.

(c) Scope. (1) Subpart A contains general provisions and
definitions of terns used in this regul ation.

(2) Subpart B governs acquisitions of bank or bank hol di ng
conpany securities and assets by bank hol di ng conpani es or by any
conpany that will becone a bank hol ding conpany as a result of
t he acqui sition.

(3) Subpart C defines and regul ates the nonbanki ng
activities in which bank hol di ng conpani es and forei gn banki ng
organi zati ons may engage directly or through a subsidiary. In
addi tion, certain nonbanking activities conducted by foreign
banki ng organi zati ons and certain foreign activities conducted by
bank hol di ng conpani es are governed by the Board's Regul ation K
(12 CFR part 211, International Banking Operations).

(4) Subpart D specifies situations in which a conpany is
presumed to control voting securities or to have the power to
exercise a controlling influence over the managenment or policies
of a bank or other conpany, sets forth the procedures for making
a control determ nation, and provides rules governing the
ef fectiveness of divestitures by bank hol di ng conmpani es.

(5) Subpart E governs changes in bank control resulting
fromthe acquisition by individuals or conpanies (other than bank
hol di ng conpani es) of voting securities of a bank hol di ng conpany
or state menber bank of the Federal Reserve System

(6) Subpart F specifies the limtations that govern
conpani es that control so-called nonbank banks and the activities
of nonbank banks.

(7) Subpart G prescribes mnimum standards that apply to

the performance of real estate appraisals and identifies
transactions that require state certified appraisers.
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(8) Subpart Hidentifies the circunstances when witten
notice nust be provided to the Board prior to the appointnent of
a director or senior officer of a bank hol ding conpany and
establ i shes procedures for obtaining the required Board approval.

(9) Appendix Ato the regulation contains the Board's Ri sk-
Based Capital Adequacy CQuidelines for bank hol di ng conpani es and
for state nenber banks.

(10) Appendix B to the regulation contains the Board's
Capi tal Adequacy Cuidelines for neasuring | everage for bank
hol di ng conpani es and state nmenber banks.

(11) Appendix Cto the regulation contains the Board's
policy statenent governing small bank hol di ng conpani es.

(12) Appendix Dto the regulation contains the Board's
capi tal adequacy guidelines for neasuring tier 1 |everage for
bank hol di ng conpani es.

8§ 225.2 Definitions.

Except as nodified in this regulation or unless the context
otherwi se requires, the terns used in this regul ati on have the
sane neanings as set forth in the rel evant statutes.

(a) Affiliate. Affiliate neans any conpany that controls,
is controlled by, or is under common control with, a bank or
nonbank bank.

(b) Bank. (1) Bank neans:

(1) An insured bank as defined in section 3(h) of the
Federal Deposit Insurance Act (12 U.S.C. 1813(h)); or

(1i) An institution organized under the |laws of the United
St ates whi ch bot h:

(A) Accepts demand deposits or deposits that the depositor
may W thdraw by check or simlar neans for paynent to third
parties or others; and

(B) Is engaged in the business of making conmercial |oans.

(2) The term bank does not include those institutions
qual i fyi ng under the exceptions listed in section 2(c)(2) of the
BHC Act (12 U.S.C. 1841(c)(2)).

(c) Bank holding conpany. (1) Bank hol ding conpany neans
any conpany (including a bank) that has direct or indirect

control of a bank, other than control that results fromthe
ownership or control of:
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(1) Voting securities held in good faith in a fiduciary
capacity (other than as provided in paragraphs (e)(2)(ii) and
(ti1) of this section) w thout sole discretionary voting
authority, or as otherw se exenpted under section 2(a)(5) (A of
t he BHC Act;

(i) Voting securities acquired and held only for a
reasonabl e period of tinme in connection with the underwiting of
securities, as provided in section 2(a)(5)(B) of the BHC Act;

(ti1) Voting rights to voting securities acquired for the
sol e purpose and in the course of participating in a proxy
solicitation, as provided in section 2(a)(5)(C of the BHC Act;

(tv) Voting securities acquired in satisfaction of debts
previously contracted in good faith, as provided in
section 2(a)(5)(D) of the BHC Act, if the securities are divested
within two years of acquisition (or such |ater period as the
Board nay permt by order); or

(v) Voting securities of certain institutions owed by a
thrift institution or a trust conpany, as provided in
sections 2(a)(5 (E) and (F) of the BHC Act.

(2) Except for the purposes of section 225.4(b) of this
subpart and subpart E of this regulation or as otherw se provi ded
in this regulation, the term bank hol ding conpany includes a
forei gn banki ng organi zation. For the purposes of subpart B, the
term bank hol di ng conpany includes a forei gn banking organi zation
only if it owns or controls a bank in the United States.

(d) Conmpany. (1) Conpany includes any bank, corporation,
general or limted partnership, association or simlar
organi zati on, business trust, or any other trust unless by its
terms it nust termnate either wwthin 25 years, or within 21
years and 10 nonths after the death of individuals living on the
effective date of the trust.

(2) Conpany does not include any organi zation, the majority
of the voting securities of which are owned by the United States
or any state.

(3) Testanentary Trusts Exenpt. Unless the Board finds
that the trust is being operated as a business trust, a trust is
presunmed not to be a conpany if the trust:

(1) Termnates within 21 years and 10 nonths after the
death of grantors or beneficiaries of the trust living on the
effective date of the trust;

(1i) 1s a testanentary trust established by an individual
or individuals for the benefit of natural persons (or trusts for
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the benefit of natural persons) who are related by bl ood,
marri age or adoption;

(ti1) Contains only assets previously owned by the
i ndi vi dual or individuals who established the trust;

(tv) 1Is not a Massachusetts business trust; and

(v) Does not issue shares, certificates or any other
evi dence of ownership.

(e) Control. (1) Control of a bank or other conpany neans
(except for the purposes of subpart E):

(1) Omership, control, or power to vote 25 percent or nore
of the outstanding shares of any class of voting securities of
t he bank or other conpany, directly or indirectly or acting
t hrough one or nore other persons;

(1i) Control in any manner over the election of a majority
of the directors, trustees, or general partners (or individuals
exercising simlar functions) of the bank or other conpany;

(ti1) The power to exercise, directly or indirectly, a
controlling influence over the nanagenent or policies of the bank
or other conpany, as determ ned by the Board after notice and
opportunity for hearing in accordance with 8§ 225.31 of subpart D
of this regul ation; or

(itv) Conditioning in any manner the transfer of 25 percent
or nore of the outstanding shares of any class of voting
securities of a bank or other conpany upon the transfer of
25 percent or nore of the outstanding shares of any class of
voting securities of another bank or other conpany.

(2) A bank or other conpany is deened to control voting
securities or assets owned, controlled, or held, directly or
indirectly:

(1) By any subsidiary of the bank or other conpany;

(i) In a fiduciary capacity (including by pension and
profit-sharing trusts) for the benefit of the sharehol ders,
menbers, or enployees (or individuals serving in simlar
capacities) of the bank or other conmpany or of any of its
subsi di ari es; or

(tit) In a fiduciary capacity for the benefit of the bank
or other conmpany or any of its subsidiaries.

(f) FEoreign banking organization. Foreign banking
organi zati on and qualifying foreign banking organi zati on shal
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have the sanme neanings as provided in 8 211.23 of the Board's
Regul ation K (12 CFR 211. 23).

(g) Mnagenent official. Mnagenent official neans any
of ficer, director (including honorary or advisory directors),
partner, or trustee of a bank or other conpany, or any enpl oyee
of the bank or other conpany with policy-nmaking functions.

(h) Nonbank bank. Nonbank bank means any institution that:

(1) Becane a bank as a result of enactnent of the
Conpetitive Equality Anendnents of 1987 (Pub. L. 100-86), on the
date of such enactnent (August 10, 1987); and

(2) Was not controlled by a bank hol di ng conpany on the day
before the enactnent of the Conpetitive Equality Amendnents of
1987 (August 9, 1987).

(1) Qutstanding shares. Qutstanding shares neans any
voting securities, but does not include securities owned by the

United States or by a conpany wholly owned by the United States.

(j) Person. Person includes an individual, bank,
corporation, partnership, trust, association, joint venture,
pool, syndicate, sole proprietorship, unincorporated
organi zation, or any other formof entity.

(k) Savings association. Savings association neans:

(1) Any federal savings association or federal savings
bank;

(2) Any building and | oan associ ation, savings and | oan
associ ation, honmestead associ ation, or cooperative bank if such
associ ation or cooperative bank is a nenber of the Savings
Associ ation | nsurance Fund; and

(3) Any savings bank or cooperative which is deened by the
director of the Ofice of Thrift Supervision to be a savings
associ ation under section 10(l) of the Honme Owmners Loan Act.

(1) Shareholder. (1) Controlling sharehol der neans a
person that owns or controls, directly or indirectly, 25 percent
or nore of any class of voting securities of a bank or other

conpany.

(2) Principal sharehol der neans a person that owns or
controls, directly or indirectly, 10 percent or nore of any class
of voting securities of a bank or other conpany, or any person
that the Board determ nes has the power, directly or indirectly,
to exercise a controlling influence over the managenent or
policies of a bank or other conpany.
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(m Subsidiary. Subsidiary neans a bank or other conpany
that is controlled by another conpany, and refers to a direct or

i ndirect subsidiary of a bank hol ding conpany. An indirect
subsidiary is a bank or other conpany that is controlled by a
subsi diary of the bank hol di ng conpany.

(n) United States. United States neans the United States
and includes any state of the United States, the District of
Col unbia, any territory of the United States, Puerto R co, Guam
Aneri can Sanpa, and the Virgin Islands.

(o) Voting securities. (1) In general. Voting securities
means shares of common or preferred stock, general or limted
partnership shares or interests, or simlar interests if the
shares or interest, by statute, charter, or in any nmanner,
entitle the holder: (i) to vote for or to select directors,
trustees, or partners (or persons exercising simlar functions of
t he i ssuing conpany); or

(i1i) to vote on or to direct the conduct of the operations
or other significant policies of the issuing conpany.

(2) Nonvoting shares. Preferred shares, l[imted
partnership shares or interests, or simlar interests are not
voting securities if:

(1) Any voting rights associated with the shares or interest
are limted solely to the type customarily provided by statute
wWth regard to matters that would significantly and adversely
affect the rights or preference of the security or other
interest, such as the issuance of additional anobunts or cl asses
of senior securities, the nodification of the terns of the
security or interest, the dissolution of the issuing conpany, or
t he paynent of dividends by the issuing conpany when preferred
dividends are in arrears;

(1i) The shares or interest represent an essentially
passi ve investnment or financing device and do not otherw se
provi de the holder with control over the issuing conpany; and

(ti1) The shares or interest do not entitle the hol der, by
statute, charter, or in any nmanner, to select or to vote for the
selection of directors, trustees, or partners (or persons
exercising simlar functions) of the issuing conpany.

(3) dass of voting shares. Shares of stock issued by a
single issuer are deened to be the sane class of voting shares,
regardl ess of differences in dividend rights or |iquidation
preference, if the shares are voted together as a single class on
all matters for which the shares have voting rights other than
matters described in paragraph (2)(i) of this section that affect
solely the rights or preferences of the shares.
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8§ 225.3 Adm ni stration.

(a) Delegation of authority. Designated Board nenbers and
of ficers and the Federal Reserve Banks are authorized by the
Board to exercise various functions prescribed in this regulation
and in the Board's Rul es Regardi ng Del egation of Authority
(12 CFR part 265) and the Board's Rules of Procedure (12 CFR
part 262).

(b) Appropriate Federal Reserve Bank. [In admnistering
this regulation, unless a different Federal Reserve Bank is
desi gnated by the Board, the appropriate Federal Reserve Bank is
as follows:

(1) For a bank hol di ng conpany (or a conpany applying to
becone a bank hol di ng conpany): the Reserve Bank of the Federal
Reserve district in which the conpany's banking operations are
principally conducted, as neasured by total donestic deposits in
its subsidiary banks on the date it becane (or will becone) a
bank hol di ng conpany;

(2) For a foreign banking organization that has no
subsidiary bank and is not subject to paragraph (b)(1) of this
section: the Reserve Bank of the Federal Reserve district in
which the total assets of the organization's United States
branches, agencies, and commerci al |ending conpanies are the
| argest as of the later of January 1, 1980, or the date it
beconmes a foreign banking organi zati on;

(3) For an individual or conmpany submtting a notice under
subpart E of this regulation: the Reserve Bank of the Federal
Reserve district in which the banking operations of the bank
hol di ng conpany or state nenber bank to be acquired are
principally conducted, as neasured by total donestic deposits on
the date the notice is filed.

§ 225.4 Corporate practices.

(a) Bank hol ding conpany policy and operations. (1) A bank
hol di ng conpany shall serve as a source of financial and

manageri al strength to its subsidiary banks and shall not conduct
its operations in an unsafe or unsound manner.

(2) \Wenever the Board believes an activity of a bank
hol di ng conpany or control of a nonbank subsidiary (other than a
nonbank subsidiary of a bank) constitutes a serious risk to the
financial safety, soundness, or stability of a subsidiary bank of
t he bank hol di ng conpany and is inconsistent with sound banki ng
principles or the purposes of the BHC Act or the Financi al
I nstitutions Supervisory Act of 1966, as anended (12 U. S.C
1818(b) et seq.), the Board may require the bank hol di ng conpany
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to termnate the activity or to termnate control of the
subsidiary, as provided in section 5(e) of the BHC Act.

(b) Purchase or redenption by a bank hol ding conpany of its

own securities. (1) Eiling notice. Except as provided in
paragraph (6) or paragraph (7) of this section, a bank hol di ng
conpany shall give the Board prior witten notice before
purchasing or redeemng its equity securities if the gross
consideration for the purchase or redenption, when aggregated
with the net consideration paid by the conpany for all such
purchases or redenptions during the preceding 12 nonths, is equal
to 10 percent or nore of the conpany's consolidated net worth.
For the purposes of this section, "net consideration” is the
gross consideration paid by the conpany for all of its equity
securities purchased or redeened during the period m nus the
gross consideration received for all of its equity securities
sold during the period.

(2) Content of notice. Any notice under this section shal
be filed wwth the appropriate Reserve Bank and shall contain the
foll ow ng informtion:

(i) The purpose of the transaction, a description of the
securities to be purchased or redeened, the total nunber of each
cl ass outstanding, the gross consideration to be paid, and the
terms of any debt incurred in connection with the transaction;

(i) A description of all equity securities redeenmed within
the preceding 12 nonths, the net consideration paid, and the
terms of any debt incurred in connection with those transacti ons;
and

(iii) Acurrent and pro forma consoli dated bal ance sheet if
t he bank hol di ng conpany has total assets of over $150 million,
or a current and pro forma parent-conpany-only bal ance sheet if
t he bank hol di ng conpany has total assets of $150 million or
| ess.

(3) Acting on notice. Wthin 15 cal endar days of receipt
of a notice under this section, the appropriate Reserve Bank
shal | either approve the transaction proposed in the notice or
refer the notice to the Board for decision. If the notice is
referred to the Board for decision, the Board shall act on the
notice within 30 cal endar days after the Reserve Bank receives
the noti ce.

(4) Factors considered in acting on notice. The Board may
di sapprove a proposed purchase or redenption if it finds that the
proposal would constitute an unsafe or unsound practice, or would
violate any | aw, regul ation, Board order, directive, or any
condition inposed by, or witten agreenent with, the Board. In
determ ni ng whet her a proposal constitutes an unsafe or unsound
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practice, the Board will consider whether the bank hol di ng
conpany's financial condition, after giving effect to the
proposed purchase or redenption, neets the financial standards
applied by the Board under section 3 of the BHC Act, including
the Board's Capital Adequacy Guidelines (appendix A) and the
Board's Policy Statenent for Small Bank Hol di ng Conpani es
(appendi x C).

(5) Disapproval and hearing. The Board shall notify the
bank hol di ng conmpany in witing of the reasons for a decision to

di sapprove any proposed purchase or redenption. Wthin 10

cal endar days of receipt of a notice of disapproval by the Board,
t he bank hol di ng conpany may submt a witten request for a
hearing. The Board will order a hearing within 10 cal endar days
of receipt of that request if it finds that material facts are in
di spute or if it otherw se appears appropriate. Any hearing
conduct ed under this paragraph shall be held in accordance with
the Board's Rules of Practice for Formal Hearings (12 CFR part
263). At the conclusion of the hearing, the Board shall by order
approve or disapprove the proposed purchase or redenption on the
basis of the record of the hearing.

(6) Exception for well-capitalized bank hol di ng conpani es.
A bank hol ding conpany is not required to obtain prior Board
approval for the redenption or purchase of its equity securities
under this section provided:

(1) The total and tier 1 risk-based capital ratios and the
| everage capital ratio for the bank hol ding conpany, both before
and follow ng the redenpti on, exceed the threshol ds established
for well-capitalized state nmenber banks under 12 CFR 208. 33(b) (1)
as if the bank hol di ng conpany (on a consolidated basis) were
deened to be a state nenber bank;

(1i) The bank hol di ng conpany recei ved a BOPEC conposite
1-S or 2-Srating at its nost recent inspection; and

(ti1) The bank hol di ng conpany is not the subject of any
unresol ved supervi sory issues.

(7) Exception for small bank hol ding conpanies. A bank
hol di ng conmpany that has less than $150 million in total assets
and no public debt outstanding, and does not engage in any
| ever aged nonbanki ng activities, is not required to obtain prior
Board approval for the redenption or purchase of its equity
securities under this section provided:

(1) The bank hol di ng conpany recei ved a BOPEC conposite 1-S
or 2-Srating at its nost recent inspection;

(1i) The bank hol di ng conpany has a debt to equity ratio of
not nore than 1.0:1 on a pro forma basis;
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(1i1) Each bank controlled by the bank hol di ng conmpany is
rated conposite 1 or 2 as of its nbst recent exam nation

(tv) The total and tier 1 risk-based capital ratios and the
| everage capital ratio for each bank controlled by the bank
hol di ng conpany, both before and follow ng the redenption, exceed
the threshol ds established for "well-capitalized" state nenber
banks under 12 CFR 208.33(b)(1); and

(v) The bank hol ding conpany is not the subject of any
unresol ved supervi sory issues.

(c) Deposit insurance. Every bank that is a bank hol di ng
conpany or a subsidiary of a bank hol di ng conpany shall obtain
Federal Deposit Insurance and shall remain an insured bank as
defined in section 3(h) of the Federal Deposit Insurance Act
(12 U.S. C. 1813(h)).

(d) Acting as transfer agent, nunicipal securities dealer,
or clearing agent. A bank holding conmpany or any nonbanki ng
subsidiary that is a "bank", as defined in section 3(a)(6) of the
Securities Exchange Act of 1934 (15 U . S.C. 78c(a)(6)), and that
is a transfer agent of securities, a nmunicipal securities dealer,
a clearing agency, or a participant in a clearing agency (as
those ternms are defined in section 3(a) of the Securities
Exchange Act (12 U S.C. 78c(a)), shall be subject to
88 208.8(f)—(j) of the Board's Regulation H (12 CFR 208.8(f)—(j))
as if it were a state nenber bank.

(e) Reporting requirenent for credit secured by certain
bank hol di ng conpany stock. Each executive officer or director
of a bank hol ding conpany the shares of which are not publicly
traded shall report annually to the board of directors of the
bank hol di ng conpany the outstandi ng anount of any credit that
was extended to the executive officer or director and that is
secured by shares of the bank hol ding conpany. For purposes of
this paragraph, the terns "executive officer” and "director”
shal | have the nmeaning given in 8 215.2 of Regulation O 12 CFR
215. 2.

(f) Cimnal referral report. A bank hol ding conpany or
any nonbank subsidiary thereof, or a foreign bank that is subject
to the BHC Act or any nonbank subsidiary of such foreign bank
operating in the United States, shall file a crimnal referral
formin accordance with the provisions of § 208.20 of the Board's
Regul ation H, 12 CFR 208. 20.

8§ 225.5 Registration, reports, and inspections.

(a) Registration of bank hol ding conpanies. Each conpany
shall register within 180 days after becom ng a bank hol di ng
conpany by furnishing information in the manner and form
prescribed by the Board. A conpany that receives the Board's
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prior approval under subpart B of this regulation to becone a
bank hol di ng conpany nay conplete this registration requirenent
t hrough subm ssion of its first annual report to the Board as
requi red by paragraph (b) of this section.

(b) Reports of bank hol ding conpanies. Each bank hol di ng
conpany shall furnish, in the manner and form prescribed by the
Board, an annual report of the conpany's operations for the
fiscal year in which it beconmes a bank hol di ng conpany, and for
each fiscal year during which it remains a bank hol di ng conpany.
Addi tional information and reports shall be furnished as the
Board nay require.

(c) Examinations and inspections. The Board may exam ne or
i nspect any bank hol di ng conpany and each of its subsidiaries and

prepare a report of their operations and activities. Wth respect
to a foreign banking organi zati on, the Board may al so exam ne any
branch or agency of a foreign bank in any state of the United
States and may exam ne or inspect each of the organization's
subsidiaries in the United States and prepare reports of their
operations and activities. The Board will rely as far as possible
on the reports of exam nation nmade by the primary federal or
state supervisor of the subsidiary bank of a bank hol di ng conpany
or of the branch or agency of the foreign bank.

8 225.6 Penalties for violations.

(a) Cimnal and civil penalties. Section 8 of the BHC Act
provides crimnal penalties for willful violation, and civil
penalties for violation, by any conpany or individual of the BHC
Act or any regul ation or order issued under it, or for nmaking a
false entry in any book, report, or statenent of a bank hol di ng
conpany. Cvil noney penalty assessnents for violations of the
BHC Act shall be made in accordance with subpart C of the Board's
Rul es of Practice for Hearings (12 CFR part 263, subpart C). For
any willful violation of the Bank Control Act or any regul ation
or order issued under it, the Board may assess a civil penalty as
provided in 12 U S. C. 1817(j)(15).

(b) Cease-and-desist proceedings. For any violation of the
BHC Act, the Bank Control Act, this regulation, or any order or

notice issued thereunder, the Board may institute a

cease- and-desi st proceeding in accordance with the Fi nanci al
I nstitutions Supervisory Act of 1966, as anmended (12 U.S.C.
1818(b) et seq.).

8§ 225.7 Exceptions to tying restrictions.

(a) Purpose. This section establishes exceptions to the
anti-tying restrictions of section 106 of the Bank Hol di ng
Conmpany Act Anmendnents of 1970 (12 U.S.C. 1971, 1972(1)). These
exceptions are in addition to statutory exceptions in
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section 106. The section also restricts tying of electronic
benefit transfer services by bank hol ding conpanies and their
nonbank subsidi ari es.

(b) Exceptions to statute. Subject to the limtations of
paragraph (c), a bank may:

(1) Iraditional bank products. Extend credit, |ease or
sell property of any kind, or furnish any service, or fix or vary
t he consideration for any of the foregoing, on the condition or
requi renent that a custoner:

(1) obtain a traditional bank product froman affiliate of
t he bank; or

(1i) provide some additional credit, property, or service to
an affiliate of the bank that is related to and usually provided
in connection with a traditional bank product.

(2) Safe harbor for conbi ned-bal ance discounts. Vary the
consideration for any product or package of products based on a
custoner's maintaining a conbined m ni num bal ance in certain
products specified by the bank (eligible products), if:

(1) the bank offers deposits, and all such deposits are
eligi ble products; and

(1i) Dbalances in deposits count at |east as nuch as
nondeposit products toward the m ni num bal ance.

(c) Limtations on exceptions. Any exception granted
pursuant to this section shall termnate upon a finding by the
Board that the arrangenent is resulting in anticonpetitive
practices. The eligibility of a bank to operate under any
exception granted pursuant to this section shall term nate upon a
finding by the Board that its exercise of this authority is
resulting in anticonpetitive practices.

(d) Electronic benefit transfer services. A bank hol ding
conpany or nonbank subsidiary of a bank hol di ng conpany t hat
provi des electronic benefit transfer services shall be subject to
the anti-tying restrictions applicable to such services set forth
in section 7(i)(11) of the Food Stanp Act of 1977 (7 U S.C
2016(i)(11).

(e) Definitions. For purposes of this section:

(1) Traditional bank product neans a | oan, discount,
deposit, or trust service.

(2) Affiliate has the neaning given such termin
section 2(k) of the Bank Hol di ng Conpany Act (12 U. S.C. 1841(k)).
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3. Subpart B is anended by revising 88 225.11 through
225.15; and 88 225.16 and 225.17 are added to read as foll ows:

Subpart B - Acquisition of Bank Securities or Assets

225.11 Transactions requiring Board approval.

225.12 Transactions not requiring Board approval.

225.13 Factors considered in acting on bank acquisition
proposal s.

225. 14 Expedited action for certain bank acquisitions by
wel | -run bank hol di ng conpani es.

225. 15 Procedures for other bank acquisition proposals.

225.16 Public notice, hearings and other provisions
governi ng applications and noti ces.

225. 17 Noti ce procedure for one-bank hol di ng conpany
formations.

8§ 225.11 Transactions requiring Board approval

The follow ng transactions require the Board's prior
approval under section 3 of the Bank Hol di ng Conpany Act except
as exenpted under 8§ 225.12 or as otherw se covered by 8§ 225.17 of
this part:

(a) Formation of bank hol ding conpany. Any action that
causes a bank or other conpany to becone a bank hol di ng conpany.

(b) Acquisition of subsidiary bank. Any action that causes
a bank to becone a subsidiary of a bank hol di ng conpany.

(c) Acquisition of control of bank or bank hol di ng conpany
securities. The acquisition by a bank hol di ng conpany of direct
or indirect ownership or control of any voting securities of a
bank or bank hol ding conpany, if the acquisition results in the
conpany's control of nore than 5 percent of the outstanding
shares of any class of voting securities of the bank or bank
hol di ng conpany. An acquisition includes the purchase of
addi tional securities through the exercise of preenptive rights,
but does not include securities received in a stock dividend or
stock split that does not alter the bank hol di ng conpany's
proportional share of any class of voting securities.

(d) Acquisition of bank assets. The acquisition by a bank
hol di ng conpany or by a subsidiary thereof (other than a bank) of
all or substantially all of the assets of a bank.

(e) Merger of bank holding conpanies. The nerger or
consol i dati on of bank hol di ng conpani es, including a nmerger
t hrough the purchase of assets and assunption of liabilities.

(f) Iransactions by foreign banking organization. Any
transacti on descri bed in paragraphs (a) through (e) of this
section by a foreign banking organization (as defined in 12 CFR
211.21(n)) that involves the acquisition of an interest in a U S.
bank or in a bank hol di ng conpany for which application would be
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required if the foreign banking organizati on were a bank hol di ng
conpany.

8§ 225.12 Transactions not requiring Board approval.
The follow ng transactions do not require the Board's
approval under 8§ 225.11 of this subpart:

(a) Acquisition of securities in fiduciary capacity. The
acqui sition by a bank or other conpany (other than a trust that
is a conpany) of control of voting securities of a bank or bank
hol di ng conpany in good faith in a fiduciary capacity, unless:

(1) The acquiring bank or other conpany has sole
di scretionary authority to vote the securities and retains the
authority for nore than two years; or

(2) The acquisition is for the benefit of the acquiring
bank or other conpany, or its sharehol ders, enployees, or
subsi di ari es.

(b) Acquisition of securities in satisfaction of debts
previously contracted. The acquisition by a bank or other
conpany of control of voting securities of a bank or bank hol di ng
conpany in the regular course of securing or collecting a debt
previously contracted in good faith, if the acquiring bank or
ot her conpany divests the securities within two years of
acqui sition. The Board or Reserve Bank may grant requests for up
to three one-year extensions.

(c) Acquisition of securities by a bank hol di ng conpany
with majority control. The acquisition by a bank hol di ng conpany
of additional voting securities of a bank or bank hol di ng conpany
if nmore than 50 percent of the outstanding voting securities of
t he bank or bank hol ding conpany is lawfully controlled by the
acqui ring bank hol ding conpany prior to the acquisition.

(d) Acquisitions involving bank nergers. (1) Transactions
subject to Bank Merger Act. The nerger or consolidation of a
subsi di ary bank of a bank hol ding conpany with anot her bank, or
t he purchase of assets by such a subsidiary bank, or a simlar
transaction invol ving subsidiary banks of a bank hol di ng conpany,
if the transaction requires the prior approval of a federal
supervi sory agency under the Bank Merger Act (12 U. S. C 1828(c))
and does not involve the acquisition of shares of a bank. This
excepti on does not incl ude:

(i) The nmerger of a nonsubsidiary bank and a nonoperating
subsi diary bank fornmed by a conpany for the purpose of acquiring
t he nonsubsi di ary bank; or



(1i) Any transaction requiring the Board's prior approval
under 8 225.11(e) of this subpart. The Board nay require an
application under this subpart if it determ nes that the merger
or consolidation would have a significant adverse inpact on the
financial condition of the bank hol ding conpany or otherw se
requi res approval under section 3 of the BHC Act.

(2) Certain acquisitions subject to the Bank Merger Act.
The acqui sition by a bank hol di ng conpany of shares of a bank or
conpany controlling a bank, or the merger of a conpany
controlling a bank with the bank hol di ng conpany, as part of the
merger or consolidation of the bank with a subsidiary bank (other
t han a nonoperating subsidiary bank) of the acquiring bank
hol di ng conpany or as part of the purchase of substantially al
of the assets of the bank by a subsidiary bank (other than a
nonoper ati ng subsidiary bank) of the acquiring bank hol di ng
conpany, if:

(1) The bank nerger, consolidation, or asset purchase
occurs simultaneously with the acquisition of the shares of the
bank or bank hol di ng conpany or the nerger of hol di ng conpani es,
and the bank is not operated by the acquiring bank hol di ng
conpany as a separate entity other than as the survivor of the
mer ger, consolidation or asset purchase;

(1i) The transaction requires the prior approval of a
federal supervisory agency under the Bank Merger Act (12 U S.C
1828(c));

(ti1) The transaction does not involve the acquisition of
any nonbank conpany that would require prior approval under
section 4 of the BHC Act (12 U. S.C. 1843);

(iv) Both before and after the transaction, the acquiring
bank hol di ng conpany neets the Board' s Capital Adequacy
Qui del i nes (appendi xes A, B and C of this part);

(v) At least 10 days prior to the transaction, the
acqui ri ng bank hol di ng conpany has provided to the Reserve Bank
witten notice of the transaction that contains:

(A) A copy of the filing nade to the appropriate federal
banki ng agency under the Bank Merger Act, and

(B) A description of the holding conmpany's involvenent in
the transaction, the purchase price and the source of funding for
t he purchase price; and

(vi) Prior to expiration of the period provided in
subpar agraph (v), the Reserve Bank has not infornmed the bank
hol di ng conmpany that an application under 8 225.11 is required.

(3) Lnternal corporate reorganizations.
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(1) Subject to paragraph (ii)of this section, any of the
foll ow ng transactions perfornmed by a bank hol di ng conpany:

(A) The nerger of subsidiary hol ding conpanies;
(B) The formation of a subsidiary hol di ng conpany;

(C The transfer of control or ownership of a subsidiary
bank from one subsidiary hol ding conpany to anot her subsidiary
hol di ng conpany or to the parent hol di ng conpany.

(ii) A transaction described in paragraph (i) of this
section qualifies for this exception if:

(A) The transaction represents solely a corporate
reorgani zati on i nvol vi ng conpani es and i nsured depository
institutions that, both preceding and foll ow ng the transacti on,
are controll ed and operated by the bank hol di ng conpany;

(B) The transaction does not involve the acquisition of
addi tional voting shares of an insured depository institution
that, prior to the transaction, was |less than majority owned by
t he bank hol di ng conpany;

(C Both before and after the transaction, the bank hol di ng
conpany neets the Board' s capital adequacy guidelines (appendi xes
A, B and C of this part); and

(D) At least 10 days prior to the transaction, the bank
hol di ng conpany has provided to the Reserve Bank witten notice
of the transaction and the Reserve Bank has not inforned the bank
hol di ng conpany that an application under § 225.11 is required.¥

(e) Holding securities in escrow. The holding of any
voting securities of a bank or bank hol ding conpany in an escrow
arrangenment for the benefit of an applicant pending the Board's
action on an application for approval of the proposed
acquisition, if title to the securities and the voting rights
remain with the seller and paynent for the securities has not
been made to the seller.

(f) Acquisition of foreign banking organization. The
acqui sition of a foreign banking organi zation (as defined in
12 CFR 211.21(n)) where the foreign banking organi zati on does not
directly or indirectly owm or control a bank in the United
States, unless the acquisition is also by a foreign banking

Y In the case of transactions that result in the formation
or designation of a new bank hol di ng conpany, the new bank
hol di ng conpany nust al so conplete the registration requirenents
described in § 225.5.
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organi zati on and ot herw se subject to § 225.11(f) of this
subpart.

8§ 225.13 Factors considered in acting on bank acquisition
proposal s.

(a) Factors requiring denial. As specified in section 3(c)
of the BHC Act, the Board may not approve any application under
this subpart if:

(1) The transaction would result in a nonopoly or would
further any conbination or conspiracy to nonopolize, or to
attenpt to nonopolize, the business of banking in any part of the
United States;

(2) The effect of the transaction may be substantially to
| essen conpetition in any section of the country, tend to create
a nonopoly, or in any other manner be in restraint of trade,
unl ess the Board finds that the transaction's anticonpetitive
effects are clearly outweighed by its probable effect in neeting
t he conveni ence and needs of the comunity;

(3) The applicant has failed to provide the Board with
adequat e assurances that it will nake available such information
on its operations or activities, and the operations or activities
of any affiliate of the applicant, that the Board deens
appropriate to determ ne and enforce conpliance with the BHC Act
and ot her applicable federal banking statutes, and any
regul ati ons thereunder; or

(4) In the case of an application involving a foreign bank,
the foreign bank is not subject to conprehensive supervision or
regul ation on a consolidated basis by the appropriate authorities
inits hone country, as provided in 8 211.24(c)(1)(ii) of the
Board's Regulation K (12 CFR 211.24(c)(1)(ii)).

(b) Oher factors. |In deciding applications under this
subpart, the Board al so considers the following factors with
respect to the applicant, its subsidiaries, any banks related to
t he applicant through comon ownership or managenent, and the
bank or banks to be acquired:

(1) Einancial condition. Their financial condition and
future prospects, including whether current and projected capital
positions and | evels of indebtedness conformto standards and
policies established by the Board.

(2) Mnagerial resources. The conpetence, experience, and
integrity of the officers, directors, and principal sharehol ders

of the applicant, its subsidiaries and the banks and bank hol di ng
conpani es concerned; their record of conpliance wth [ aws and
regul ations; and the record of the applicant and its affiliates
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of fulfilling any commtnents to, and any conditions inposed by,
the Board in connection with prior applications.

(3) Conveni ence and needs of the community. The
conveni ence and needs of the communities to be served, including
the record of performance under the Community Reinvestnent Act of
1977 (12 U.S.C. 2901 et seq.) and regul ations issued thereunder,
including the Board's Regulation BB (12 CFR part 228.).

(c) LInterstate transactions. The Board may approve any
application or notice under this subpart by a bank hol ding
conpany to acquire control of or all or substantially all of the
assets of a bank located in a state other than the honme state of
t he bank hol di ng conpany, w thout regard to whether the
transaction is prohibited under the | aw of any state, if the
transaction conplies with the requirenents of section 3(d) of the
BHC Act (12 U.S.C. 1842(d)).

8§ 225.14--Expedited action for certain bank acquisitions by well -
run bank hol di ng conpani es.

(a) Eiling of notice. (1) Information required and public
notice. As an alternative to the procedure provided in § 225.15,
a bank hol di ng conpany that neets the requirenents of paragraph
(b) of this section may satisfy the prior approval requirenents
of 8 225.11 in connection with the acquisition of shares or
control of a bank, or a nerger or consolidation between
regi stered bank hol di ng conpani es, by providing the appropriate
Reserve Bank with a witten notice containing the foll ow ng:

(i) Awcertification that all of the criteria in
paragraph (b) of this section are net;

(i) A description of the transaction that includes
identification of the conpanies and i nsured depository
institutions involved in the transaction, identification of each
banki ng market affected by the transaction, and a description of
the funding for the transaction;

(ti1) Evidence that notice of the proposal has been
publ i shed in accordance with 8 225.16(b); and

(iv) A balance sheet and capital ratios for the acquiring
bank hol di ng conpany and the market indexes for each rel evant
banki ng market reflecting the pro fornma effect of the
transacti on.

(2) Action on proposals under this section. The Board or
t he appropriate Reserve Bank shall act on a proposal submtted
under this section or notify the bank hol ding conpany that the
transaction is subject to the procedure in 8 225.15 before the
| ater of:
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(1) 15 calendar days following the filing of all of the
information required in paragraph (a)(1l)of this section; or

(1i) 3 business days follow ng the close of the public
coment peri od;

(3) Acceptance of notice in event expedited procedure not
available. 1In the event that the Board or the Reserve Bank
determ nes after the filing of a notice under this section that a
bank hol di ng conpany may not use the procedure in this section
and nust file a notice under 8 225.15, the notice shall be deened
accepted for purposes of § 225.15 as of the date that the notice
was filed under this section.

(b) Criteria for use of expedited procedure. The procedure
in this section is available only if:

(1) Well capitalized organization.

(i) Bank holding conpany. Both at the tine of and
i mredi ately after the proposed transaction, the acquiring bank

hol di ng conpany is well capitalized;?

(1i) lnsured depository institutions. Both at the tinme of
and i medi ately after the proposed transaction,

(A) The lead insured depository institution of the
acqui ring bank hol ding conpany is well capitalized;

(B) Well capitalized insured depository institutions control
at |l east 80 percent of the total assets of insured depository
institutions controlled by the acquiring bank hol di ng conpany;
and

(© No insured depository institution controlled by the
acqui ri ng bank hol di ng conpany is undercapitali zed;

(2) Well managed organization. At the tinme of the
transaction, the acquiring bank hol ding conpany, its |ead insured

depository institution, and insured depository institutions that
control at |east 80 percent of the total assets of insured
depository institutions controlled by such hol ding conpany are
wel | managed;

2 For purposes of this paragraph, a bank hol di ng conpany
with assets under $150 million will be deened to have net the
requi renments of this paragraph if the parent bank hol di ng
conpany's ratio of pro forma debt to equity is 1.0:1 or |less and
the proposal in all other respects neets the requirenents of
appendi x C of this part.

- 73 -



(3) Established CRA performance record. At the tinme of the
transaction, the |lead insured depository institution of the
acqui ri ng bank hol di ng conpany, and insured depository
institutions that control at |east 80 percent of the total assets
of insured depository institutions controlled by such hol di ng
conpany have received a 'satisfactory' or better conposite rating
and at | east a satisfactory rating for consuner conpliance at the
nost recent exam nation under the Community Reinvestnent Act;

(4) Conpetitive criteria. (i) Conpetitive screen. Wthout
regard to any divestitures proposed by the acquiring bank hol di ng
conpany, the acquisition does not cause:

(A) Insured depository institutions controlled by the
acqui ri ng bank hol di ng conpany to control in excess of 35 percent
of market deposits in any rel evant banking market, or

(B) The Herfindahl-Hi rschman i ndex to increase by nore than
200 points in any relevant banking market with a post-acquisition
i ndex of at |east 1800;

(1i) Departnment of Justice. The Departnent of Justice has
not indicated to the Board that consummati on of the transaction
is likely to have a significantly adverse effect on conpetition
in any rel evant banki ng market;

(5 Size of acquisition. Either:

(i) Ln general. The book value of the aggregate risk-
wei ght ed assets acquired by the acquiring bank hol di ng conpany in
all transactions approved during the previous 12 nonths under
this section and 8 225.23 does not exceed 35 percent of the
consol i dated ri sk-wei ghted assets of the acquiring bank hol di ng
conpany; or

(1i) Small bank holding conpanies. Imrediately follow ng
consummati on of the proposed transaction, the consolidated total
assets of the acquiring bank hol ding conpany are | ess than
$300 million;

(6) Interstate acquisitions. Board approval of the
transaction i s not prohibited under section 3(d) of the BHC Act;

(7) O her supervisory considerations. Board approval of
the transaction is not prohibited under the informational
sufficiency and conprehensi ve honme country supervi sion standards
set forth in section 3(c)(3) of the BHC Act; and

(8) Notification. The acquiring bank hol di ng conpany has
not been notified by the Board or Reserve Bank prior to the
expiration of the period in paragraph (a)(2) of this section that
an application under 8§ 225.15 is required.
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(c) Comment by primary banking supervisor. (1) Notice.
Upon recei pt of a notice under this section, the appropriate
Reserve Bank shall pronptly furnish notice of the proposal and a
copy of the information filed pursuant to paragraph (a) of this
section to the primary banki ng supervisor of the banks to be
acqui r ed.

(2) Comment period. The primary banking supervisor shal
have 30 cal endar days (or such shorter time as agreed to by the
pri mary banking supervisor) fromthe date of the letter giving
notice in which to submt its views and recommendations to the
Boar d.

(3) Action subject to supervisor's comment. Action by the
Board or the Reserve Bank on a proposal under this section is
subject to the condition that the primary banki ng supervi sor not
object to the proposal prior to the expiration of the comrent
period described in paragraph (c)(2) of this section. |In the
event that the primary banking supervisor provides witten notice
to the Board during the 30-day period described in paragraph
(c)(2) of this section objecting to the proposal, any approval
gi ven under this section shall be revoked and the Board shal
order a hearing on the proposal in accordance with section 3(b)
of the Bank Hol di ng Conpany Act;

(4) Energencies. Notwthstanding paragraphs (2) and (3) of
this section, the Board may provide the primary banki ng
supervisor with 10 cal endar days notice of a proposal under this
section if the Board finds that an energency exists requiring
expedi tious action, and may act during the notice period or
wi t hout providing notice to the primary banking supervisor if the
Board finds that it nmust act inmmediately to prevent probable
failure.

(d) Definitions. For purposes of this section--

(1) Primary banking supervisor. The prinmary banking
supervisor for an institution is:

(1) The Ofice of the Conptroller of the Currency in the
case of a national banking association or District bank; and

(1i) The appropriate supervisory authority for the State in
whi ch the bank is chartered in the case of a State bank

(2) Well managed. A conpany or depository institution is
wel | managed if, at its nbst recent inspection or exam nation or
subsequent review, the conpany or institution received:

(1) One of the highest two conposite ratings; and



(i) At least a satisfactory rating for managenent, if such
a rating is given.

8§ 225.15 Procedures for other bank acquisition proposals.

(a) Eiling application. Except as provided in § 225.14, an
application for the Board's prior approval under this subpart
shal |l be governed by the provisions of this section and shall be
filed with the appropriate Reserve Bank on the designated form

(b) Notice to primary banki ng supervisor. Upon receipt of
an application under this subpart, the Reserve Bank shal
pronptly furnish notice and a copy of the application to the
pri mary banki ng supervisor of each bank to be acquired. The
pri mary supervisor shall have 30 cal endar days fromthe date of
the letter giving notice in which to submt its views and
recommendati ons to the Board.

(c) Accepting application for processing. Wthin
7 cal endar days after the Reserve Bank receives an application
under this section, the Reserve Bank shall accept it for
processing or return the application if it is substantially
i nconpl ete. Upon accepting an application, the Reserve Bank shal
i mredi ately send copies to the Board. The Reserve Bank or the
Board may request additional information necessary to conplete
the record of an application at any tine after accepting the
application for processing.

(d) Action on applications. (1) Action under del egated
authority. The Reserve Bank shall approve an application under
this section within 30 cal endar days after it has accepted the
application, unless the Reserve Bank, upon notice to the
applicant, refers the application to the Board for decision
because action under del egated authority is not appropriate.

(2) Board action. The Board shall act on an application
under this subpart that is referred to it for decision within 60
cal endar days after the Reserve Bank has accepted the
application, unless the Board notifies the applicant that the
60-day period is being extended for a specified period and states
the reasons for the extension. In no event may the extension
exceed the 91-day period provided in 8 225.16(e). The Board may
at any tinme request additional information that it believes is
necessary for its decision.

8§ 225.16--Public notice, hearings and other provisions governing
applications and notices.

(a) Ln general. The provisions of this section shall apply
to all notices and applications filed under 88 225.14 and 225. 15.

(b) Public notice. (1) Newspaper publication.
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(1) Location of publication. 1In the case of each notice or
application submtted under 88 225.14 or 225.15, the applicant
shal | cause a newspaper notice to be published in a newspaper of
general circulation in the formand at the |ocations specified in
8§ 262.3 of the Rules of Procedure (12 CFR 262. 3);

(1i) Content of notice. A newspaper notice under this
par agr aph shall provide an opportunity for interested persons to
coment on the proposal for a period of at |east 30 cal endar
days; and

(ti1) Timng of publication. Each newspaper notice
publ i shed in connection with a proposal under this paragraph nust
be published no nore than 30 cal endar days before and no | ater
than 7 cal endar days following the date that a notice or
application is filed with the appropri ate Reserve Bank.

(2) FEederal Register notice.

(i) Publication by Board. Upon receipt of a notice or
application under 8§ 225.14 or § 225.15, the Board shall pronptly
publish notice of the proposal in the Federal Register and shal
provi de an opportunity for interested persons to conment on the
proposal for a period of at |east 15 cal endar days;

(1i) Request for advance publication. At any tinme during
the 30-day period prior to filing a notice or application under
8§ 225.14 or § 225.15, a bank hol di ng conpany nay request that the
Board publish notice of a proposal in the Federal Register. A
request for advance Federal Register publication nust be nade in
witing to the appropriate Reserve Bank and nust contain the
identifying information prescribed by the Board for FEederal

Reqgi st er publication;

(3) MWaiver or shortening of notice. The Board nay wai ve or
shorten the required notice periods under this section if the
Board determ nes that an energency exists requiring expeditious
action on the proposal or the Board finds that imedi ate action
IS necessary to prevent the probable failure of an insured
depository institution.

(c) Notice to Attorney General. The Board or Reserve Bank
shall inmediately notify the Attorney General of approval of any
notice or application under 8 225.14 or § 225.15.

(d) Hearings. As provided in section 3(b) of the BHC Act,
the Board shall order a hearing on any application or notice
under 88 225.14 or 225.15 if the Board receives fromthe primary
supervi sor of the bank to be acquired, wthin the 30-day period
specified in 8§ 225.14(c) or 8§ 225.15(b), a witten recomendati on
of di sapproval of an application. The Board may order a formal or
i nformal hearing or other proceeding on the application or
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notice, as provided in 8 262.3(i)(2) of the Board s Rul es of
Procedure. Any request for a hearing (other than fromthe
primary supervisor) shall conply with section 262.3(e) of the
Rul es of Procedure (12 CFR 262.3(e)).

(e) Approval through failure to act. (1) N nety-one day
rule. An application or notice under 8§ 225.14 or § 225.15 shal
be deened approved if the Board fails to act on the application
or notice within 91 cal endar days after the date of subm ssion to
the Board of the conplete record on the application. For this
pur pose, the Board acts when it issues an order stating that the
Board has approved or denied the application or notice,
reflecting the votes of the nmenbers of the Board, and indicating
that a statenment of the reasons for the decision wll follow

pronptly.

(2) Conplete record. For the purpose of conputing the
comencenent of the 91-day period, the record is conplete on the

| at est of:

(1) The date of receipt by the Board of an application or
notice that has been accepted by the Reserve Bank;

(1i) The last day provided in any notice for receipt of
coments and hearing requests on the application or notice;

(ti1) The date of receipt by the Board of the |last rel evant
mat eri al regarding the application or notice that is needed for
the Board's decision, if the material is received froma source
out side of the Federal Reserve System or

(itv) The date of conpletion of any hearing or other
pr oceedi ng.

(f) Exceptions to notice and hearing requirenents.

(1) Probable bank failure. |If the Board finds it nust act
i mredi ately on an application or notice in order to prevent the
probable failure of a bank or bank hol di ng conpany, the Board may
nodi fy or dispense wth the notice and hearing requirenents
provided in this section.

(2) Energency. |If the Board finds that, although i mediate
action on an application or notice is not necessary, an energency
exi sts requiring expeditious action, the Board shall provide the
primary supervisor 10 days to submit its recommendation. The
Board nay act on such an application or notice w thout a hearing
and may nodify or dispense with the other notice and hearing
requi renents provided in this section.

Waiting period. A transaction approved under 8§ 225.14
or 8 225.15 shall not be consummated until 30 days after the date
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of approval of the application, except that a transaction may be
consunmat ed:

(1) Immediately upon approval, in the event that the Board
has determ ned under paragraph (f) of this section that the
application or notice involves a probable bank failure;

(2) On or after the 5th cal endar day foll ow ng the date of
approval, in the event that the Board has determ ned under
paragraph (f) of this section that an energency exists requiring
expedi tious action; or

(3) On or after the 15th cal endar day follow ng the date of
approval, in the event that the Board has not received any
adverse coments fromthe United States attorney general relating
to the conpetitive factors and the attorney general has consented
to such shorter waiting period.

8§ 225.17 Notice procedure for one-bank hol di ng conpany
formations.

(a) Transactions which qualify under this section. An
acqui sition by a conpany of control of a bank may be consummated
30 days after providing notice to the appropriate Reserve Bank in
accordance with paragraph (b) of this section, provided that al
of the followi ng conditions are net:

(1) The sharehol der or sharehol ders who control at | east
67 percent of the shares of the bank would control, inmmediately
after the reorgani zation, at |east 67 percent of the shares of
t he hol di ng conpany in substantially the sanme proportion, except
for changes in shareholders' interests resulting fromthe
exerci se of dissenting shareholders' rights under state or
federal |aw ¥

(2) No sharehol der or group of shareholders acting in
concert would, follow ng the reorgani zati on, own or control
10 percent or nore of any class of voting shares of the bank
hol di ng conpany unl ess that sharehol der or group of sharehol ders
was aut horized, after review under the Change in Bank Control Act
of 1978 (12 U.S.C. 1817(j)) by the appropriate federal banking

3 A sharehol der of a bank in reorganization will be
considered to have the sane proportional interest in the holding
conpany if the sharehol der interest increases, on a pro rata
basis, as a result of either the redenption of shares from
di ssenting sharehol ders by the bank or bank hol di ng conpany or
the acquisition of shares of dissenting sharehol ders by the
remai ni ng shar ehol ders.
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agency for the bank, to own or control 10 percent or nore of any
class of voting shares of the bank;#¥

(3) The bank is adequately capitalized (as defined in
section 38 of the Federal Deposit |Insurance Act (12 U.S.C
18310));

(4) The bank has received at |east a conposite
"satisfactory” rating at its nost recent exam nation, in the
event that the bank has been subject to an exam nati on;

(5 At the tinme of the reorgani zation, neither the bank nor
any of its officers, directors, or principal shareholders is
involved in any unresol ved supervisory or enforcenent matters
wi th any appropriate federal banking agency;

(6) The conpany denonstrates that any debt that it would
incur at the tinme of the reorganization, and the proposed neans
of retiring this debt, would not place undue burden on the
hol di ng conpany or its subsidiary on a pro forma basis;¥

(7) The holding conpany would not, as a result of the
reorgani zati on, acquire control of any additional bank or engage
in any activities other than those of managi ng and controlling
banks; and

(8) During this period, neither the appropriate Reserve
Bank nor the Board has objected to the proposal or required the
filing of an application under § 225.15 of this subpart.

(b) Contents of notice. A notice filed under this
subsection nust incl ude:

(1) Certification by the notificant's board of directors
that the requirenents of 12 U S.C 1842(a)(C) and this section
are met by the proposal;

4 This procedure is not available in cases in which the
exerci se of dissenting shareholders' rights would cause a conpany
that is not a bank hol di ng conpany (other than the conpany in
formation) to be required to register as a bank hol di ng conpany.
This procedure also is not available for the formati on of a bank
hol di ng conpany organi zed in nutual form

5 For a banking organi zation with consolidated assets, on
a pro forma basis, of less than $150 mllion (other than a
banki ng organi zati on that would control a de novo bank), this
requi renment would be satisfied if the proposal would conply with
the Board's policy statenent on snall bank hol di ng conpany
formati ons (appendix C of this part).
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(2) Alist identifying all principal sharehol ders of the
bank prior to the reorgani zati on and of the hol di ng conpany
follow ng the reorgani zati on, and specifying the percentage of
shares hel d by each principal shareholder in the bank and
proposed to be held in the new hol di ng conpany;

(3) A description of the resulting nanagenent of the
proposed bank hol di ng conpany and its subsidiary bank, including:
(1) Biographical information regarding any senior officers
and directors of the resulting bank hol di ng conpany who were not
senior officers or directors of the bank prior to the
reorgani zation; and

(1i) A detailed history of the involvenent of any officer,
director, or principal shareholder of the resulting bank hol di ng
conpany in any admnistrative or crimnal proceeding; and

(4) Pro forma financial statenents for the hol di ng conpany,
and a description of the anmount, source and terns of debt, if
any, that the bank hol ding conpany proposes to incur, and
i nformati on regarding the sources and timng for debt service and
retirenent.

(c) Acknow edgnent of notice. Wthin 7 cal endar days
followi ng receipt of a notice under this section, the Reserve
Bank shall provide the notificant wwth a witten acknow edgnent
of receipt of the notice. This witten acknow edgnent shal
indicate that the transaction described in the notice nay be
consunmat ed on the 30th cal endar day after the date of receipt of
the notice if the Reserve Bank or the Board has not objected to
the proposal during that tine.

(d) Application required upon objection. The Reserve Bank
or the Board nay object to a proposal during the notice period by
provi di ng the bank hol ding conpany with a witten expl anati on of
the reasons for the objection. In such case, the bank hol ding
conpany may file an application for prior approval of the
proposal pursuant to 8§ 225.15 of this subpart.

4. Subpart Cis anended by revising 88 225.21 through
225.25; and 88 225.26 through 225.28 are added to read as
fol | ows:

Subpart C - Nonbanking Activities and Acquisitions by Bank
Hol di ng Conpani es

225.21 Pr ohi bi ted nonbanking activities and acqui sitions;
exenpt bank hol di ng conpani es.
225. 22 Exenpt nonbanki ng activities and acqui sitions.

225. 23 Expedited action for nonbanking proposals by well -
run bank hol di ng conpani es.
225. 24 Procedures for other nonbanking proposals.
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225. 25 Duration of approval, hearings, alteration of
activities and other matters.

225. 26 Factors considered in acting on nonbanking
proposal s.

225. 27 Procedures for determ ning scope of nonbanki ng
activities.

225. 28 Li st of perm ssibl e nonbanking activities.

Subpart C—Nonbanki ng Activities and Acquisitions by Bank Hol di ng
Conpani es

8§ 225.21 Prohibited Nonbanking Activities and Acqui sitions;
Exenpt Bank Hol di ng Conpani es.

(a) Prohibited nonbanking activities and acquisitions.
Except as provided in 8 225.22 of this subpart, a bank hol di ng
conpany or a subsidiary may not engage in, or acquire or control,
directly or indirectly, voting securities or assets of a conpany
engaged in, any activity other than:

(1) Banking or managi ng or controlling banks and ot her
subsi di ari es authori zed under the BHC Act; and

(2) An activity that the Board determnes to be so closely
rel ated to banking or managing or controlling banks as to be a
proper incident thereto, including any incidental activities that
are necessary to carry on such an activity, if the bank hol di ng
conpany has obtai ned the prior approval of the Board for that
activity in accordance with and subject to the requirenents of
this regul ation.

(b) Exenpt bank hol ding conpanies. The follow ng bank
hol di ng conpani es are exenpt fromthe provisions of this subpart:

(1) Famly-owned conpanies. Any conpany that is a "conpany
covered in 1970," as defined in section 2(b) of the BHC Act, nore

than 85 percent of the voting securities of which was

col l ectively owned on June 30, 1968, and continuously thereafter,
by nmenbers of the same famly (or their spouses) who are |ineal
descendants of comon ancestors.

(2) Labor, agricultural, and horticultural organizations.
Any conpany that was on January 4, 1977, both a bank hol di ng
conpany and a | abor, agricultural, or horticultural organization
exenpt fromtaxation under section 501 of the Internal Revenue
Code (26 U.S.C. 501(c)).

(3) Conpanies granted hardship exenption. Any bank hol di ng
conpany that has controlled only one bank since before July 1,

1968, and that has been granted an exenption by the Board under
section 4(d) of the BHC Act, subject to any conditions inposed by
t he Boar d.

- 82 -



(4) Conpanies granted exenption on other grounds. Any
conpany that acquired control of a bank before Decenber 10, 1982,
wi thout the Board's prior approval under section 3 of the BHC
Act, on the basis of a narrow interpretation of the term demand
deposit or commercial loan if the Board has determ ned that:

(i) Coverage of the conpany as a bank hol di ng conpany under
this subpart would be unfair or represent an unreasonable
har dshi p; and

(ii) Exclusion of the conpany from coverage under this
regul ation is consistent with the purposes of the BHC Act and
section 106 of the Bank Hol di ng Conpany Act Amendnents of 1970
(12 U.S.C. 1971, 1972(1)). The provisions of 8§ 225.4 of subpart A
of this regulation are not applicable to a conpany exenpt under
t hi s paragraph.

§ 225.22 Exenpt nonbanking activities and acquisitions.

(a) Servicing activities. A bank holding conpany nay,
W thout the Board's prior approval under this subpart, furnish
services to or performservices for, or establish or acquire a
conpany that engages solely in furnishing services to or
perform ng services for

(1) The bank hol ding conpany or its subsidiaries in
connection with their activities as authorized by |aw, including
services that are necessary to fulfill commtnents entered into
by the subsidiaries with third parties, if the bank hol di ng
conpany or servicing conpany conplies with the Board' s published
interpretations and does not act as principal in dealing with
third parties; and

(2) The internal operations of the bank hol di ng conpany or
its subsidiaries. Services for the internal operations of the
bank hol di ng conpany or its subsidiaries include, but are not
[imted to:

(1) Accounting, auditing, and appraising;

(1i) Advertising and public rel ations;

(1i1) Data processing and data transm ssion services, data
bases or facilities;

(1v) Personnel services;
(v) Courier services;
(vi) Holding or operating property used wholly or

substantially by a subsidiary in its operations or for its future
use;



(vii) Liquidating property acquired froma subsidiary;

(viii) Liquidating property acquired from any sources
either prior to May 9, 1956, or the date on which the conpany
becane a bank hol di ng conpany, whichever is later; and

(ix) Selling, purchasing, or underwiting insurance such as
bl anket bond i nsurance, group insurance for enployees, and
property and casualty insurance.

(b) Safe deposit business. A bank hol di ng conpany or
nonbank subsidiary may, w thout the Board's prior approval,

conduct a safe deposit business, or acquire voting securities of
a conpany that conducts such a busi ness.

(c) Nonbanking acquisitions not requiring prior Board
approval. The Board's prior approval is not required under this
subpart for the follow ng acquisitions:

(1) DPC acquisitions. (i) Voting securities or assets,
acquired by foreclosure or otherwise, in the ordinary course of
collecting a debt previously contracted (DPC property) in good
faith, if the DPC property is divested within tw years of
acqui si tion.

(ii) The Board may, upon request, extend this two-year
period for up to three additional one-year periods. The Board may
permt additional extensions for up to 5 years (for a total of 10
years), for real estate or other assets that are denonstrated by
t he bank hol di ng conpany to have value and marketability
characteristics simlar to real estate.

(ti1) Transfers of DPC property within the bank hol di ng
conpany system do not extend any period for divestiture of the

property.

(2) Securities or assets required to be divested by
subsidiary. Voting securities or assets required to be divested
by a subsidiary at the request of an exam ning federal or state
authority (except by the Board under the BHC Act or this
regul ation), if the bank hol ding conpany divests the securities
or assets within two years fromthe date acquired fromthe
subsi di ary.

(3) Fiduciary investnents. Voting securities or assets
acquired by a bank or other conpany (other than a trust that is a
conpany) in good faith in a fiduciary capacity, if the voting
securities or assets are:

(1) Held in the ordinary course of business; and

(1i) Not acquired for the benefit of the conpany or its
shar ehol ders, enpl oyees, or subsidiaries.
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(4) Securities eligible for investnent by a national bank.
Voting securities of the kinds and amounts explicitly eligible by
federal statute (other than section 4 of the Bank Service
Corporation Act, 12 U. S.C. 1864) for investnent by a national
bank, and voting securities acquired prior to June 30, 1971, in
reliance on section 4(c)(5) of the BHC Act and interpretations of
the Conptroller of the Currency under section 5136 of the Revised
Statutes (12 U.S.C. 24(7)).

(5) Securities or property representing 5 percent or |ess
of a conpany. Voting securities of a conpany or property that,
in the aggregate, represent 5 percent or |ess of the outstanding
shares of any class of voting securities of a conpany or a 5
percent interest or less in the property, subject to the
provi sions of 12 CFR 225.137.

(6) Securities of investnment conpany. Voting securities of
an investnment conpany that is solely engaged in investing in
securities and that does not own or control nore than 5 percent
of the outstanding shares of any class of voting securities of
any conpany.

(7) Assets acquired in the ordinary course of business.
Assets of a conpany acquired in the ordinary course of business,
subject to the provisions of 12 CFR 225.132, if the assets relate
to activities in which the acquiring conpany has previously
recei ved Board approval under this regulation to engage.

(8) Asset acquisitions by a |lending conpany or industrial
bank. Assets of an office(s) of a conpany, all or substantially
all of which relate to making, acquiring, or servicing |oans if:

(1) The acquiring conpany has previously received Board
approval under this regulation to engage in lending activities or
i ndustrial banking activities;

(1i) The assets acquired during any 12-nonth period do not
represent nore than 50 percent of the assets (on a consoli dated
basis) of the acquiring | ending conpany or industrial bank, or
nore than $100 mllion, whichever anount is |ess;

(1i1) The assets acquired do not represent nore than
50 percent of the selling conpany's consolidated assets that are
devoted to Il ending activities or industrial banking business;

(tv) The acquiring conpany notifies the Reserve Bank of the
acquisition wthin 30 days after the acquisition; and

(v) The acquiring conpany, after giving effect to the
transaction, neets the Board's capital adequacy guidelines
(Appendi x A of this part) and the Board has not previously
notified the acquiring conpany that it nmay not acquire assets
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under the exenption in this paragraph.

(d) Acquisition of securities by subsidiary banks.
(1) National bank. A national bank or its subsidiary may,
W t hout the Board's approval under this subpart, acquire or
retain securities on the basis of section 4(c)(5) of the BHC Act
in accordance with the regul ations of the Conptroller of the
Currency.

(2) State bank. A state-chartered bank or its subsidiary
may, insofar as federal law is concerned and without the Board's
prior approval under this subpart:

(1) Acquire or retain securities, on the basis of
section 4(c)(5) of the BHC Act, of the kinds and anmounts
explicitly eligible by federal statute for investnent by a
nati onal bank; or

(1i) Acquire or retain all (but, except for directors
qual i fying shares, not less than all) of the securities of a
conpany that engages solely in activities in which the parent
bank may engage, at |ocations at which the bank nmay engage in the
activity, and subject to the sane limtations as if the bank were
engaging in the activity directly.

(e) Activities and securities of new bank hol di ng
conpani es. A conpany that becomes a bank hol di ng conpany nay,
for a period of two years, engage in nonbanking activities and
control voting securities or assets of a nonbank subsidiary, if
t he bank hol di ng conpany engaged in such activities or controlled
such voting securities or assets on the date it becane a bank
hol di ng conpany. The Board nmay grant requests for up to three
one-year extensions of the two-year period.

(f) Gandfathered activities and securities. Unless the
Board orders divestiture or term nation under section 4(a)(2) of
the BHC Act, a "conpany covered in 1970," as defined in
section 2(b) of the BHC Act, may:

(1) Retain voting securities or assets and engage in
activities that it has lawfully held or engaged in continuously
si nce June 30, 1968; and

(2) Acquire voting securities of any newy fornmed conpany
to engage in such activities.

(g) Securities or activities exenpt under Regulation K. A
bank hol di ng conpany may acquire voting securities or assets and
engage in activities as authorized in Regulation K (12 CFR
Part 211).




8§ 225.23 Expedited action for nonbanki ng proposals by well-run
bank hol di ng conpani es.

(a) Eiling of notice. A bank holding conpany that neets
the requirenments of paragraph (b) of this section may satisfy the
notice requirenent of this subpart in connection with the
acquisition of voting securities or assets of a conpany engaged
i n nonbanking activities by providing the appropriate Reserve
Bank with a witten notice containing the foll ow ng:

(1) Acertification that all of the criteria in
paragraph (b) of this section are net;

(2) A description of the transaction that includes
identification of the conpanies involved in the transaction, the
activities to be conducted, and a conm tnent to conduct the
proposed activities in conformty wth the Board' s regul ati ons
and orders governing the conduct of the proposed activity;

(3) In the event the proposal involves an acquisition of a
goi ng concern, a description of the funding for the transaction,
a bal ance sheet for the acquiring bank hol ding conpany reflecting
the pro forma effect of the acquisition, and the market indexes
for each rel evant banking market reflecting the pro forma effect
of the acquisition; and

(4) A request or evidence of a request that the Board
publish notice of the proposal in the Federal Register as
provided in 8 225.24(c)(1).

(b) Criteria for use of expedited procedure. The procedure
in this subsection is available only if:

(1) Well capitalized organization.

(i) Bank holding conpany. Both at the tine of and
i medi ately after the proposed transaction, the acquiring bank

hol di ng conpany is well capitalized;¥

(1i) lnsured depository institutions. Both at the tinme of
and i nmedi ately after the transaction;

(A) The lead insured depository institution of the
acqui ring bank hol ding conpany is well capitali zed;

Y For purposes of this paragraph, a bank hol di ng conpany
with assets under $150 million will be deened to have net the
requi renments of this paragraph if the parent bank hol di ng
conpany's ratio of pro forma debt to equity is 1.0:1 or |less and
the proposal in all other respects neets the requirenents of
appendi x C of this part.
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(B) Well capitalized insured depository institutions
control at |east 80 percent of the total assets of insured
depository institutions controlled by the acquiring bank hol di ng
conpany; and

(C© No insured depository institution controlled by the
acqui ring bank hol di ng conpany is undercapitalized,

(2) Well managed organization. At the tine of the
transaction, the acquiring bank hol ding conpany, its |lead insured

depository institution, and insured depository institutions that
control at |east 80 percent of the total assets of insured
depository institutions controlled by such hol ding conpany are
wel | managed;

(3) Permissible activity.

(1) The Board has determ ned by regul ation or order
that each activity proposed to be conducted is so closely rel ated
t o banki ng or managi ng or controlling banks as to be a proper
i nci dent thereto;? and

(ii1) The Board has not indicated that proposals to engage
in the proposed activity are subject to the notice procedure
provided in 8§ 225. 24.

(4) Conpetitive criteria.

(1) Conpetitive screen. |In the case of the acquisition of
a goi ng concern, the acquisition, wthout regard to any
di vestitures proposed by the acquiring bank hol di ng conpany, does
not cause:

(A) The acquiring bank hol ding conpany to control in excess
of 35 percent of the market share in any rel evant market, or

(B) The Herfindahl-H rschman i ndex to increase by nore than
200 points in any relevant market with a post-acquisition index
of at |east 1800;

(1i) Oher conpetitive factors. The Board has not
i ndicated that the transaction is subject to close scrutiny on
conpetitive grounds;

(5) Size of acquisition. In the case of an acquisition,
t he book val ue of the aggregate risk-weighted assets acquired by
t he acquiring bank hol di ng conpany in all transactions approved

2 In the case of the acquisition of a savings association,
t he bank hol di ng conpany and its subsidiary depository
institutions nust al so neet the CRA requirenents of
§ 225.14(b)(3).
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during the previous 12 nonths under this section and 8§ 225.14
does not exceed 35 percent of the consolidated risk-weighted
assets of the acquiring bank hol di ng conpany;

(6) Notification. The bank hol di ng conpany has not been
notified by the Board prior to the expiration of the period in
subsection (d) that a notice under 8 225.24 is required.

(c) Action on notice. The Board or the appropriate Reserve
Bank shall act on a proposal submtted under this section or
notify the bank hol di ng conpany that the transaction is subject
to the procedure in 8 225.24 before the later of:

(1) 15 calendar days following the filing of all of the
information required in paragraph (a) of this section; or

(2) 3 business days followng the close of the public
comrent peri od;

(d) Acceptance of notice in event expedited procedure not
available. 1In the event that the Board or the Reserve Bank
determ nes after the filing of a notice under this section that a
bank hol di ng conpany may not use the procedure in this section
and nust file a notice under 8 225.24, the notice shall be deened
accepted for purposes of § 225.24 as of the date that the notice
was filed under this section.

8§ 225.24 Procedures for other nonbanki ng proposals.

(a) Notice required for nonbanking activities. Except as
provided in 8§ 225.23, a notice for the Board's prior approval
under 8§ 225.21(a) to engage in or acquire a conpany engaged in a
nonbanki ng activity shall be filed by a bank hol di ng conpany
(i ncluding a conpany seeking to becone a bank hol di ng conpany)
with the appropriate Reserve Bank in accordance with this section
and the Board's Rules of Procedure (12 CFR 262. 3).

(1) Engaging de novo in listed activities. A bank hol di ng
conpany seeking to commence or to engage de novo, either directly
or through a subsidiary, in a nonbanking activity listed in
8§ 225.28 shall file a notice containing the foll ow ng:

(1) A description of the activities to be conducted,

(i) The identity of the conpany that will conduct the
activity; and

(tit) If the notificant proposes to conduct the activity
t hrough an existing subsidiary, a description of the existing
activities of the subsidiary.

(2) Acquiring conpany engaged in listed activities. A bank
hol di ng conpany seeking to acquire or control voting securities
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or assets of a conpany engaged in a nonbanking activity listed in
8§ 225.28 shall file a notice containing the foll ow ng:

(1) A description of the proposal, including a description
of each proposed activity, and the effect of the proposal on
conpetition anong entities engaging in each proposed activity;

(1i) The identity of any entity involved in the proposal,
and if the notificant proposes to conduct the activity through an
exi sting subsidiary, a description of the existing activities of
t he subsidi ary;

(ti1) A statenent of the public benefits that can
reasonably be expected to result fromthe proposal; and

(tv) A description of the terns and sources of funds for
the transaction, a copy of any pertinent purchase agreenent(s),
bal ance-sheet and incone statenents for the nost recent fisca
quarter and year-end for any conpany to be acquired,
par ent - conpany-only and consol i dated pro forma bal ance sheets for
the notificant as of the nost recent fiscal quarter, and
calculations of pro forma consolidated risk-based capital ratios
and |l everage ratio for the notificant as of the nost recent
fiscal quarter.

(3) Engaging in or acquiring conpany to engage in unlisted
activities. A bank holding conpany seeking to conmence or to
engage de novo, or to acquire or control voting securities or
assets of a conpany engaged in, any activity not listed in
8§ 225.28 shall file a notice containing the foll ow ng:

(1) Evidence that the proposed activity is so closely
rel ated to banking or managi ng or controlling banks as to be a
proper incident thereto, or, in the event that the Board has
previously determ ned by order that the activity is perm ssible
for a bank hol ding conpany to conduct, a commtnent to conply
with all conditions and limtations that have been established by
t he Board governing the activity; and

(ii) The information required in paragraphs (a)(1) or
(a)(2), as appropriate.

(b) Notice provided to Board. The Reserve Bank shal
i medi ately send to the Board a copy of any notice received under
paragraphs (a)(2) or (a)(3) of this section.

(c) Notice to public. (1) Listed activities and
activities approved by order.

(1) In a case involving an activity listed in 8§ 225.28 or
previ ously approved by the Board by order, the Reserve Bank shal
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notify the Board for publication in the Federal Register
i mredi ately upon recei pt by the Reserve Bank of:

(A) A notice under this section; or

(B) A witten request that notice of a proposal under this
section or 8 225.23 be published in the Federal Register. Such a
request may be nade up to 30 cal endar days prior to subm ssion of
a notice under this subpart.

(1i) The Eederal Register notice published under this
par agr aph shall invite public cormment on the proposal, generally
for a period of 15 days.

(2) New activities.

(1) Ln general. 1In the case of a notice under this subpart
involving an activity that is not listed in 8 225.28 and that has
not been previously approved by the Board by order, the Board
shal | send notice of the proposal to the Federal Register for
publication, unless the Board determ nes that the notificant has
not denonstrated that the activity is so closely related to
banki ng or to managi ng or controlling banks as to be a proper
i ncident thereto. The Federal Register notice shall invite public
coment on the proposal for a reasonable period of tineg,
generally for 30 days.

(i) Tine for publication. The Board shall send the notice
requi red under this paragraph to the Federal Register within 10
busi ness days of acceptance by the Reserve Bank. The Board nay
extend the 10-day period for an additional 30 cal endar days upon
notice to the notificant. In the event notice of a proposal is
not published for comment, the Board shall informthe notificant
of the reasons for the decision.

(d) Action on notices.

(1) Reserve Bank action.

(i) 1n general. Wthin 30 cal endar days after receipt by
t he Reserve Bank of a notice filed pursuant to paragraphs (a)(1)
or (a)(2) of this section, the Reserve Banks shall —

(A) Approve the notice; or

(B) Refer the notice to the Board for decision because
action under del egated authority is not appropriate.

(1i) Return of inconplete notice. Wthin 7 cal endar days
of receipt, the Reserve Bank may return any notice as
informationally inconplete that does not contain all of the
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information required by this subpart. The return of such a notice
shal | be deened action on the notice.

(ti1) Notice of action. The Reserve Bank shall pronptly
notify the bank hol di ng conpany of any action, referral, or
extensi on under this paragraph (1) of this section.

(iv) dose of public conment period. The Reserve Bank
shal | not approve any notice under this paragraph (1) of this
section prior to the third business day after the close of the
public conment period, unless an energency exists that requires
expedited or inmredi ate action.

(2) Board action.

(1) Lnternal schedule. The Board seeks to act on every
notice referred to it for decision wthin 60 days of the date
that the notice is filed with the Reserve Bank. If the Board is
unable to act within this period, the Board will notify the
notificant and explain the reasons and the date by which the
Board expects to act.

(i1) Required tinme limt for Board action. The Board shal
act on any notice under this section that is referred to it for
decision wthin 60 cal endar days after the subm ssion of a
conpl ete noti ce.

(ii1) Extension of required period for action.

(A) Ln general. The Board may extend the 60-day period
required for Board action under paragraph (d)(2)(ii) of this
section for an additional 30 days upon notice to the notificant.

(B) Unlisted activities. |If a notice involves a proposal
to engage in an activity that is not listed in § 225.28, the
Board nay extend the period required for Board action under
paragraph (d)(2)(ii) of this section for an additional 90 days.
This 90-day extension is in addition to the 30-day extension
period provided in paragraph (d)(2)(iii)(A) of this section. The
Board shall notify the notificant that the notice period has been
ext ended and explain the reasons for the extension.

(3) Requests for additional information. The Board or the
Reserve Bank may at any tine request any additional information
that either believes is needed for a decision on any notice under
this subpart.

(4) TJTolling of period. The Board or the Reserve Bank, as
the case may be, nay at any tine extend or toll the tinme period
for action on a notice for any period with the consent of the
notificant.




8§ 225.25 Duration of approval. hearings, alteration of
activities and other nmatters.

(a) Duration of approval. A bank hol ding conpany that
recei ves approval pursuant to this subpart to engage de novo in a

nonbanki ng activity may conduct that activity de novo at any tine
followi ng the date approval is received so | ong as:

(1) At the tine the activity is commenced, the bank hol ding
conpany has one of the highest two conposite inspection ratings
and i s adequately capitali zed;

(2) Prior to comencing the activity, the Board has not
informed the conpany that it may not commence the activity; and

(3) The order approving the activity does not specifically
require that the activity be conmmenced within a given peri od.

(b) Hearings. (1) Procedure to request hearing. Any
request for a hearing on a notice under this subpart shall conply
with the provisions of 12 CFR 262. 3(e).

(2) Determnation to hold hearing. The Board may order a
formal or informal hearing or other proceeding on a notice as
provided in 12 CFR 262.3(1)(2). The Board shall order a hearing
only if there are disputed issues of material fact that cannot be
resol ved in sone other manner

(3) Extension of period for hearing. The Board may extend
the tinme for action on any notice for such tine as is reasonably
necessary to conduct a hearing and eval uate the hearing record.
Such extension shall not exceed 91 cal endar days after the date
of subm ssion to the Board of the conplete record on the notice.
The procedures for conputation of the 91-day rule as set forth in
8§ 225.16(e) apply to notices under this subpart that involve
heari ngs.

(c) Approval through failure to act.

(1) Except as provided in paragraph (b) of this section or
par agraph 225.24(d)(4), a notice under this subpart shall be
deened to be approved at the conclusion of the period that begins
on the date the conplete notice is received by the Reserve Bank
or the Board and that ends 60 cal endar days plus any applicable
extension and tolling period thereafter.

(2) Conplete notice. For purposes of paragraph (c) of this
section, a notice shall be deened to be conplete for purposes of
this subpart at such tine as it contains all information required
by this subpart and all other information requested by the Board
or the Reserve Bank in connection with the particul ar noti ce.
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(d) Notice to expand or alter nonbanking activities. 1) De
novo expansion. A notice under this subpart is required to open
a new office or to forma subsidiary to engage in, or to relocate
an existing office engaged in, a nonbanking activity that the
Board has previously approved for the bank hol di ng conpany under
this regulation, only if:

(i) The Board's prior approval was |imted geographically;

(1i) The activity is to be conducted in a country outside
of the United States and the bank hol ding conpany has not
previously received prior Board approval under this regulation to
engage in the activity in that country; or

(ti1) The Board or appropriate Reserve Bank has notified
t he conpany that a notice under this subpart is required.

(2) Activities outside United States. Wth respect to
activities to be engaged in outside the United States that
requi re approval under this subpart, the procedures of this
section apply only to activities to be engaged in directly by a
bank hol di ng conpany that is not a qualifying foreign banking
organi zati on or by a nonbank subsidiary of a bank hol di ng conpany
approved under this subpart. Regulation K (12 CFR 211) governs
ot her international operations of bank hol di ng conpani es.

(3) Alteration of nonbanking activity. Unless otherw se
permtted by the Board, a notice under this subpart is required
to alter a nonbanking activity in any material respect fromthat
considered by the Board in acting on the application or notice to
engage in the activity.

(e) Energency thrift-institution acquisitions. |In the case
of a notice to acquire a thrift institution, the Board may nodify
or dispense with the public-notice and hearing requirenents of
this subpart if the Board finds that an energency exists that
requires the Board to act immediately and the primry federal
regul ator of the institution concurs.

8§ 225.26 Factors Considered in Acting on Nonbanking Proposals.

(a) Ln general. |In evaluating a notice under § 225.23 or
8§ 225.24, the Board shall consider whether the performance by the
notificant of the activities can reasonably be expected to
produce benefits to the public (such as greater convenience,
i ncreased conpetition, and gains in efficiency) that outweigh
possi bl e adverse effects (such as undue concentration of
resources, decreased or unfair conpetition, conflicts of
i nterest, and unsound banki ng practices).

(b) Financial and managerial resources. Consideration of
the factors in paragraph (a) of this section includes an
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eval uation of the financial and managerial resources of the
notificant, including its subsidiaries and any conpany to be
acquired, the effect of the proposed transaction on those
resources, and the managenent expertise, internal control and

ri sk managenent systens, and capital of the entity conducting the
activity.

(c) Conpetitive effect of de novo proposals. Unless the
record denonstrates otherw se, the commencenent or expansion of a
nonbanki ng activity de novo is presuned to result in benefits to
the public through increased conpetition.

(d) Denial for lack of information. The Board nmay deny any
notice submtted under this subpart if the notificant negl ects,
fails, or refuses to furnish all information required by the
Boar d.

8§ 225.27 Procedures for determ ning scope of nonbanki ng
activities.

(a) Advisory opinions regarding the scope of permssible
nonbanking activities. (1) Requests for an advisory opinion.
Any person nmay submt a request to the Board for an advisory
opi ni on regardi ng the scope any perm ssi bl e nonbanking activity.
The request nust be submitted in witing to the Board and nust
identify the proposed paraneters of the activity or a description
of the service or product that is intended to be provided as well
as an explanation supporting an interpretation regarding the
scope of the perm ssible nonbanking activity.

(2) Response to a request. The Board shall provide an
advi sory opinion within 45 days of receiving a witten request

under this subsecti on.

(b) Procedure for consideration of new activities.

(1) Initiation of proceeding. The Board nmay at any tine, on its
own initiative or in response to a witten request from any
person, initiate a proceeding to determ ne whether any activity
is so closely related to banking or managi ng or controlling banks
as to be a proper incident thereto.

(2) Requests for determ nation. Any request that the Board
consider that an activity is so closely related to banking or
managi ng or controlling banks as to be a proper incident thereto
shall be submtted to the Board in witing and shall contain
evi dence that the proposed activity is so closely related to
banki ng or managi ng or controlling banks as to be a proper
i ncident thereto.

(3) Publication. The Board shall publish in the Federal
Regi ster notice that it is considering the permssibility of a
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new activity and invite public comment for a period of at |east
30 cal endar days. In the case of a request submtted under
paragraph (b) of this section, the Board may determ ne not to
publish notice of the request if the Board determ nes that the
requester has provided no reasonable basis for a determ nation
that the activity is so closely related to banking or managi ng or
controlling banks as to be a proper incident thereto and notifies
the requester of that determ nation.

(4) Comments and hearing requests. Any coment and any
request for a hearing regarding a proposal under this section

shall conply wth the provisions of 8 262.3(e) of the Board's
Rul es of Procedure (12 CFR 262.3(e)).

§ 225.28 List of perm ssible nonbanking activities.

(a) Cdosely related nonbanking activities. The activities
listed in paragraph (b) of this section are so closely related to
banki ng or managi ng or controlling banks as to be a proper
i ncident thereto and nay be engaged in by a bank hol di ng conpany
or a subsidiary thereof in accordance with and subject to the
requi renents of this regul ation.

(b) Activities determned by regulation to be perm ssible.
(1) Extending credit and servicing |oans. Making, acquiring,
brokering or servicing |l oans or other extensions of credit
(including issuing letters of credit and accepting drafts) for
t he conpany's account or for the account of others.

(2) Activities related to extending credit. Any activity
usual in connection with making, acquiring, brokering or
servicing |loans or other extensions of credit, as determ ned by
the Board. The Board has determ ned that the follow ng
activities are usual in connection wth nmaking, acquiring,
brokering or servicing |loans or other extensions of credit:

(i) Real estate and personal property appraising.
Perform ng appraisals of real estate and tangible and intangible

personal property, including securities.

(i) Arranging comercial real estate equity financing.
Acting as internediary for the financing of comrercial or
i ndustrial incone-producing real estate by arranging for the
transfer of the title, control and risk of such a real estate
project to one or nore investors, if the bank hol ding conpany and
its affiliates do not have an interest in, or participate in
managi ng or developing, a real estate project for which it
arranges equity financing, and do not pronote or sponsor the
devel opnment of such property.

(1i1) Check-guaranty services. Authorizing a subscribing
mer chant to accept personal checks tendered by the nerchant's
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custoners in paynent for goods and services and purchasing from
the nerchant validly authorized checks that are subsequently
di shonor ed.

(iv) Collection agency services. Collecting overdue
accounts receivable, either retail or commercial.

(v) Cedit bureau services. Maintaining information
related to the credit history of consuners and providing that
information to a credit grantor who is considering a borrower's
application for credit or who has extended credit to the
borrower .

(vi) Asset nmanagenent, servicing., and collection
activities. Engaging under contract with a third party in asset
managenent, servicing, and collection¥ for assets of a type that
an insured depository institution may originate and own, if the
conpany does not engage in real property managenent or rea
estate brokerage services as part of these services.

(vii) Acquiring debt in default. Acquiring debt that is in
default at the tinme of acquisition, if the conpany:

(A) Divests shares or assets securing debt in default that
are not perm ssible investnents for bank hol ding conpanies wthin
the tinme period required for divestiture of property acquired in
satisfaction of a debt previously contracted under § 225.12(b);¥

(B) Stands only in the position of a creditor and does not
purchase equity of obligors of debt in default (other than equity
that may be collateral for such debt); and

(C) Does not acquire debt in default secured by shares of a
bank or bank hol di ng conpany.

(viii) Real-estate settlenent servicing. Providing real-
estate settlenent services.?

3/ Asset managenent services include acting as agent in the
iquidation or sale of |loans and collateral for |oans, including
real estate and other assets acquired through foreclosure or in
satisfaction of debts previously contracted.

4 For this purpose, the divestiture period for property
begins on the date that the debt is acquired regardl ess of when
legal title to the property is acquired.

5 For purposes of this section, real-estate settlenent
services do not include providing title insurance as principal,
agent or broker.
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(3) Leasing personal or real property. Leasing personal or
real property or acting as agent, broker, or adviser in |easing
such property if:

(i) The lease is on a nonoperating basis;?¥
(ti) The initial termof the lease is at | east 90 days;
(iii) In the case of |eases involving real property:

(A) At the inception of the initial |ease the effect of the
transaction will yield a return that will conpensate the |essor
for not less than the lessor's full investnent in the property
plus the estimated total cost of financing the property over the
termof the |ease fromrental paynents, estinmated tax benefits
and the estimated residual value of the property at the
expiration of the initial |ease; and

(B) The estimated residual value of property for purposes
of paragraph (b)(3)(A) of this section shall not exceed
25 percent of the acquisition cost of the property to the | essor.

(4) Operating nonbank depository institutions.

(1) Lndustrial banking. Owning, controlling or operating
an industrial bank, Mrris Plan bank, or industrial |oan conpany,
so long as the institution is not a bank.

(1i) Operating a savings association. Owming, controlling

or operating a savings association, if the savings association
engages only in deposit-taking activities and | ending and ot her
activities that are perm ssible for bank hol di ng conpani es under
this subpart C

(5) Trust conpany functions. Perform ng functions or
activities that may be perfornmed by a trust conmpany (i ncluding
activities of a fiduciary, agency, or custodial nature), in the

8 For purposes of the |easing of autonobiles, the
requi renent that the | ease be on a nonoperating basis neans that
t he bank hol di ng conpany may not, directly or indirectly:
(1) provide for the servicing, repair, or maintenance of the
| eased vehicle during the |lease term (2) purchase parts and
accessories in bulk or for an individual vehicle after the | essee
has taken delivery of the vehicle; (3) provide for the |loan of an
aut onobi l e during servicing of the | eased vehicle; (4) purchase
i nsurance for the | essee; or (5) provide for the renewal of the
vehicle's license nerely as a service to the | essee where the
| essee could renew the |icense w thout authorization fromthe
| essor. The bank hol di ng conpany may arrange for a third party
to provide these services or products.
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manner aut hori zed by federal or state |law, so |long as the conpany
is not a bank for purposes of section 2(c) of the Bank Hol di ng
Conpany Act .

(6) Financial and investnent advisory activities. Acting
as investnment or financial advisor to any person, including
(without in any way |imting the foregoing):

(i) Serving as investnent adviser (as defined in
section 2(a)(20) of the Investnent Conpany Act of 1940, 15 U S.C
80a-2(a)(20)), to an investnent conpany regi stered under that
act, including sponsoring, organizing, and managi ng a cl osed-end
i nvest nent conpany;

(ii) Furnishing general econom c information and advi ce,
general economc statistical forecasting services and industry
st udi es;

(ti1) Providing advice in connection with nergers,
acqui sitions, divestitures, joint ventures, |everaged buyouts,
recapitalizations, capital structurings, and financing
transactions, and conducting financial feasibility studies;”

(tv) Providing information, statistical forecasting and
advice with respect to any transaction in foreign exchange,
forward contracts, options, futures, swaps or simlar
transacti ons;

(v) Providing educational courses, and instructional
materials to consuners on individual financial nmanagenent
matters; and

(vi) Providing tax-planning and tax-preparation services to
any person.

(7) Agency transactional services for custoner investnents.

(1) Securities brokerage. Providing securities brokerage
servi ces, whether alone or in conbination with investnent

advi sory services, and incidental activities (including rel ated
securities credit activities and custodial services), if the
securities brokerage services are restricted to buying and
selling securities solely as agent for the account of custoners
and do not include securities underwiting or dealing.

(i1) Riskless principal transactions. Buying and selling
in the secondary market all types of securities on the order of
custoners as a "riskless principal” to the extent of engaging in

Z Feasibility studies do not include assisting nmanagenent
with the planning or marketing for a given project or providing
general operational or managenent advi ce.
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a transaction in which the conpany, after receiving an order to
buy (or sell) a security froma custoner, purchases (or sells)
the security for its own account to offset a contenporaneous sal e
to (or purchase from the custoner. This does not include:

(A) Selling bank-ineligible securities? at the order of a
custoner that is the issuer of the securities or selling bank-
ineligible securities in any transaction where the conpany has a
contractual agreenent to place the securities as agent of the
i ssuer;

(B) Acting as a riskless principal in any transaction
i nvol ving a bank-ineligible security for which the conpany or any
of its affiliates nmakes a market;¥

(© Engaging in any riskless principal transaction
i nvol vi ng any bank-ineligible security carried in the inventory
of the conpany or any of its affiliates;

(D) Acting as riskless principal in any transaction on
behal f of any U S. or foreign affiliate that engages in bank-
ineligible securities underwiting and deal i ng.

(1i1) Private placenent services. Acting as agent for the
private placenent of securities in accordance with the
requi renents of the Securities Act of 1933 (1933 Act) and the
rules of the Securities and Exchange Comm ssion (SEC) if the
conpany does not purchase or repurchase for its own account the
securities being placed, or hold in inventory unsold portions of
i ssues of these securities.

(tv) FEutures comm ssion nerchant. Acting as a futures
comm ssion nerchant (FCM for unaffiliated persons in the
execution, clearance, or execution and cl earance of futures
contracts and options on futures contracts traded on an exchange
in the United States or abroad if--

8 A bank-ineligible security is any security that a State
menber bank is not permtted to underwite or deal in under 12
US C 24 and 335.

¢ A conpany or its affiliates may not enter quotes for
specific bank-ineligible securities in any deal er quotation
systemin connection with the conpany's riskless principal
transactions; except that the conpany or its affiliates may enter
"bid" or "ask" quotations, or publish "offering wanted" or "bid
want ed" notices on tradi ng systens other than NASDAQ or an
exchange, if conpany or its affiliate does not enter price
guotations on different sides of the market for a particul ar
security during any two day peri od.
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(A) The activity is conducted through a separately
i ncor porat ed subsidiary of the bank hol ding conpany, which may
engage in activities other than FCM activities;

(B) The subsidiary does not becone a clearing nenber of any
exchange or clearing association that requires the parent
corporation of the clearing nenber to al so becone a nenber of
t hat exchange or clearing association, unless a waiver of the
requi renent i s obtained; and

(© In connection with clearing activities in which the
subsi diary does not al so execute the transaction, the clearing
subsi di ary- -

(1) Does not serve as a primary or qualifying clearing firm
for the custoner; and

(2) Cdears trades pursuant to custoner and ot her agreenents
that grant the subsidiary the right to decline to accept those
trades that the subsidiary has determ ned present unacceptable
risks.

(v) OQher transactional services. Providing to custoners
as agent transactional services with respect to any transaction
described in paragraph (b)(8) of this section, that the conpany
may engage in for its own account.

(8) lnvestnent transactions as principal.

(1) Underwiting and dealing in governnent obligations and
noney nmarket instrunents. Underwiting and dealing in
obligations of the United States, general obligations of states
and their political subdivisions, and other obligations that
state nenber banks of the Federal Reserve System nay be
authorized to underwite and deal in under 12 U. S.C. 24 and 335,

i ncl udi ng banker's acceptances and certificates of deposit, under
the same limtations as would be applicable if the activity were
performed by the bank hol di ng conpany's subsi di ary nenber banks
or its subsidiary nonnenber banks as if they were nenber banks.

(1i1) Trading activities. Engaging as principal for the
account of the bank hol ding conpany or any of its affiliates in
transactions in:

(A) Foreign exchange, or
(B) Forward contracts, options, futures, swaps, and simlar

contracts, whether traded on exchanges or not, on any financi al
asset (including gold, silver, platinumor palladiun,
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nonfi nanci al asset, or group or index of value thereof, other
than a bank ineligible security, if:

(1) A state nenber bank is authorized to invest in the
asset underlying the contract;

(2) The contract requires cash settlenent; or
(3) The contract allows for assignnent, term nation or

of fset prior to delivery or expiration and the conpany makes
every reasonable effort to avoid taking or making delivery.

(ti1) Buying and selling bullion and related activities.
Buyi ng and selling gold, silver, platinumand palladi um bars,
rounds, bullion and coins for the conpany's own account and the
account of others and providing incidental services such as
arranging for the storage, safe custody, assaying and shipnent of
gold, silver, platinumand pall adi um

(9) Mnagenent consulting and counseling activities.

(1) Mnagenent consulting.

(A) Providing managenent consulting advicel:

(1) On any matter to unaffiliated depository institutions,
i ncl udi ng comrerci al banks, savings and | oan associ ati ons,
savi ngs banks, credit unions, industrial banks, Mrris Plan
banks, cooperative banks, industrial |oan conpanies, trust
conpani es and branches or agenci es of foreign banks;

(2) On any financial, economc, accounting or audit matter
to any ot her conpany.

(B) A conpany conducting managenent consulting activities
under this subparagraph and any affiliate of such conpany may
not - -

(1) Om or control, directly or indirectly, nore than
5 percent of the voting securities of the client institution; and

7 A bank-ineligible security is any security that a State
menber bank is not permtted to underwite or deal in under 12
US C 24 and 335.

W In performing this activity, bank hol di ng conpanies are
not authorized to performtasks or operations or provide services
to client institutions either on a daily or continuing basis,
except as necessary to instruct the client institution on howto
perform such services for itself. See also the Board's
interpretation of bank managenent consulting advice (12 CFR
225.131).
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(2) Allow a managenent official, as defined in 12 CFR
212.2(h), of the conpany or any of its affiliates to serve as a
managenent official of the client institution, except where such
interlocking relationship is permtted pursuant to an exenption
granted under 12 CFR 212.4(b) or otherwi se permtted by the
Boar d.

(© A conpany conducting managenent consulting activities
may provi de managenent consulting services to custoners not
described in paragraph (b)(9)(i)(A) (1) of this section or
regarding matters not described in paragraph (b)(9)(i)(A)(2) if
the total annual revenue derived fromthose managenent consulting
servi ces does not exceed 30 percent of the conpany's total annual
revenue derived from managenent consulting activities.

(1i) Enployee benefits consulting services. Providing
consulting services to enpl oyee benefit, conpensation and
i nsurance plans, including designing plans, assisting in the
i npl enentati on of plans, providing adm nistrative services to
pl ans, and devel opi ng enpl oyee conmuni cati on prograns for plans.

(iii) Career counseling services. Providing career
counsel i ng services to:

(A) A financial organization'? and individuals currently
enpl oyed by, or recently displaced from a financial
or gani zati on;

(B) Individuals who are seeking enploynment at a financi al
or gani zati on; and

(© Individuals who are currently enployed in or who seek
positions in the finance, accounting and audit departnents of any
conpany.

(10) Support services.

(1) Courier services. Providing courier services for--

(A) Checks, commercial papers, docunents, and witten
instrunments (excluding currency or bearer-type negotiable
instrunments) that are exchanged anong banks and fi nanci al
institutions; and

12 The termfinancial organization refers to insured
depository institution holding conpanies and their subsidiaries,
ot her than nonbanking affiliates of diversified savings and | oan
hol di ng conpani es that engage in activities not perm ssible under
section 4(c)(8) of the Bank Hol ding Conpany Act (12 U.S.C. 1842

(c)(8)).
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(B) Audit and accounting nedia of a banking or financi al
nature and ot her business records and docunents used in
processi ng such nedi a. ¥

(i) Printing and selling M CR-encoded itens. Printing and
selling checks and rel ated docunents, including corporate inmge
checks, cash tickets, voucher checks, deposit slips, savings
wi t hdrawal packages, and other forms that require Magnetic Ink
Character Recognition (MCR) encodi ng.

(11) Ilnsurance agency and underwiting.

(1) Credit insurance. Acting as principal, agent, or
broker for insurance (including honme nortgage redenption
i nsurance) that is--

(A) directly related to an extension of credit by the bank
hol di ng conpany or any of its subsidiaries; and

(B) limted to ensuring the repaynent of the outstanding
bal ance due on the extension of crediti¥ in the event of the
death, disability, or involuntary unenpl oynent of the debtor.

(11) FEinance conpany subsidiary. Acting as agent or broker
for insurance directly related to an extension of credit by a
finance conpany*® that is a subsidiary of a bank hol di ng conpany,
if:

(A) The insurance is limted to ensuring repaynent of the
out st andi ng bal ance on such extension of credit in the event of
| oss or damage to any property used as collateral for the
extension of credit; and

¥ See also the Board's interpretation on courier
activities (12 CFR 225.129), which sets forth conditions for bank
hol di ng conpany entry into the activity.

14 "Extension of credit" includes direct loans to
borrowers, | oans purchased fromother |enders, and | eases of real
or personal property so long as the | eases are nonoperating and
full -payout |eases that neet the requirenents of paragraph (b)(5)
of this section.

13 "Finance conpany" includes all non-deposit-taking
financial institutions that engage in a significant degree of
consuner | ending (excluding | ending secured by first nortgages)
and all financial institutions specifically defined by individual
states as finance conpani es and that engage in a significant
degree of consunmer |ending.
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(B) The extension of credit is not nore than $10, 000, or
$25,000 if it is to finance the purchase of a residenti al
manuf act ured honel® and the credit is secured by the hone; and

(C The applicant commts to notify borrowers in witing
t hat :

(1) They are not required to purchase such insurance from
t he applicant;

(2) Such insurance does not insure any interest of the
borrower in the collateral; and

(3) The applicant will accept nore conprehensive property
i nsurance in place of such single-interest insurance.

(ti1) Insurance in small towns. Engaging in any insurance
agency activity in a place where the bank hol di ng conpany or a
subsi di ary of the bank hol di ng conpany has a | ending office and
t hat :

(A) Has a popul ation not exceeding 5,000 (as shown in the
precedi ng decenni al census); or

(B) Has inadequate insurance agency facilities, as
determ ned by the Board, after notice and opportunity for
heari ng.

(1v) lnsurance-agency activities conducted on May 1, 1982.
Engagi ng in any specific insurance-agency activity if the bank
hol di ng conpany, or subsidiary conducting the specific activity,
conducted such activity on May 1, 1982, or received Board
approval to conduct such activity on or before May 1, 1982.1& A

18 These limtations increase at the end of each cal endar
year, beginning with 1982, by the percentage increase in the
Consuner Price Index for Urban Wage Earners and Cl erical Wrkers
publ i shed by the Bureau of Labor Statistics.

17 Not hing contained in this provision shall preclude a
bank hol di ng conpany subsidiary that is authorized to engage in a
speci fic insurance-agency activity under this clause from
continuing to engage in the particular activity after nmerger with
an affiliate, if the nmerger is for legitimte business purposes
and prior notice has been provided to the Board.

18  For the purposes of this paragraph, activities engaged
in on May 1, 1982, include activities carried on subsequently as
the result of an application to engage in such activities pending
before the Board on May 1, 1982, and approved subsequently by the
Board or as the result of the acquisition by such conpany
pursuant to a binding witten contract entered into on or before
May 1, 1982, of another conpany engaged in such activities at the
time of the acquisition.
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bank hol di ng conpany or subsidiary engaging in a specific
I nsurance agency activity under this clause may:

(A) Engage in such specific insurance agency activity only
at | ocations--

(1) In the state in which the bank hol ding conpany has its
princi pal place of business (as defined in 12 U S. C 1842(d));

(2) In any state or states immedi ately adjacent to such
state; and

(3) In any state in which the specific insurance-agency
activity was conducted (or was approved to be conducted) by such
bank hol di ng conpany or subsidiary thereof or by any other
subsidi ary of such bank hol di ng conpany on May 1, 1982; and

(B) Provide other insurance coverages that may becone
avai l able after May 1, 1982, so |long as those coverages insure
agai nst the types of risks as (or are otherwi se functionally
equi val ent to) coverages sold or approved to be sold on May 1,
1982, by such bank hol di ng conpany or subsidiary.

(v) Supervision of retail insurance agents. Supervising on
behal f of insurance underwiters the activities of retai
i nsurance agents who sell --

(A) Fidelity insurance and property and casualty insurance
on the real and personal property used in the operations of the
bank hol di ng conpany or its subsidiaries; and

(B) Goup insurance that protects the enployees of the bank
hol di ng conpany or its subsidiaries.

(vi) Small bank hol ding conpanies. Engaging in any
i nsurance-agency activity if the bank hol di ng conpany has total

consol i dated assets of $50 mllion or |less. A bank hol di ng
conpany perform ng i nsurance-agency activities under this

par agraph may not engage in the sale of |ife insurance or

annui ties except as provided in paragraphs (b)(11)(i) and (iii)
of this section, and it may not continue to engage in

I nsurance-agency activities pursuant to this provision nore than
90 days after the end of the quarterly reporting period in which
total assets of the holding conpany and its subsidiaries exceed
$50 million.

(vii) Lnsurance-agency activities conducted before 1971.
Engagi ng in any insurance-agency activity perforned at any
location in the United States directly or indirectly by a bank
hol di ng conpany that was engaged in insurance-agency activities
prior to January 1, 1971, as a consequence of approval by the
Board prior to January 1, 1971.
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(12) Community devel opnent activities. (i) FEinancing and

investnent activities. Making equity and debt investnents in
corporations or projects designed primarily to pronote community
wel fare, such as the econom c rehabilitation and devel opnent of

| ow-i ncome areas by providing housing, services, or jobs for

resi dents.

(1i) Advisory activities. Providing advisory and rel ated
services for prograns designed primarily to pronote community
wel fare

(13) Money orders, savings bonds., and traveler's checks.
The issuance and sale at retail of noney orders and simlar
consuner-type paynent instrunents; the sale of U S. savings
bonds; and the issuance and sale of traveler's checks.

(14) Data processing. (i) Providing to others data
processi ng and data transm ssion services, facilities (including
data processing and data transm ssion hardware, software,
docunent ati on or operating personnel), data bases, advice and
access to such services, facilities, or data bases by any
t echnol ogi cal neans, if:

(A) the data to be processed or furnished are financial,
banki ng, or economc; and

(B) the hardware provided in connection therewith is
offered only in conjunction wth software designed and mar ket ed
for the processing and transm ssion of financial, banking, or
econom ¢ data, and where the general purpose hardware does not
constitute nore than 30 percent of the cost of any packaged
of fering.

(1i) A conpany conducting data processing and data
transm ssion activities may conduct data processing and data
transm ssion activities not described in paragraph (b)(14)(i)(A)
if the total annual revenue derived fromthose data processing
and data transm ssion activities does not exceed 30 percent of
t he conpany's total annual revenues derived from data processing
and data transm ssion activities.

5. Subpart E is anended by revising 88 224.41 through
225.43; and 8 225.44 is added to read as foll ows:

Subpart E - Change in Bank Contro
225.41 Transactions requiring prior notice.
225. 42 Transactions not requiring prior notice.
225.43 Procedures for filing, processing, publishing and
acting on notices.
225. 44 Reporting of stock | oans.
§ 225.41 Transactions requiring prior notice.
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(a) Prior notice requirenent. Any person acting directly or
indirectly, or through or in concert with one or nore persons,
shal| give the Board 60 days witten notice, as specified in
8 225.43 of this subpart, before acquiring control of a state
menber bank or bank hol di ng conpany, unless the acquisition is
exenpt under § 225.42.

(b) Definitions. For purposes of this subpart:

(1) Acquisition includes a purchase, assignnent, transfer,
or pledge of voting securities, or an increase in percentage
ownership of a state nenber bank or a bank hol di ng conpany
resulting froma redenption of voting securities.

(2) Acting in concert includes know ng participation in a
joint activity or parallel action towards a comon goal of
acquiring control of a state nenber bank or bank hol di ng conpany
whet her or not pursuant to an express agreenent.

(3) Lnmmediate famly includes a person's father, nother,
stepfather, stepnother, brother, sister, stepbrother, stepsister,
son, daughter, stepson, stepdaughter, grandparent, grandson,
granddaughter, father-in-law, nother-in-law, brother-in-Iaw,
sister-in-law, son-in-law, daughter-in-law, the spouse of any of
t he foregoing, and the person's spouse.

(c) Acquisitions requiring prior notice.

(1) Acquisition of control. The acquisition of voting
securities of a state nmenber bank or bank hol di ng conpany
constitutes the acquisition of control under the Bank Control
Act, requiring prior notice to the Board, if, imediately after
the transaction, the acquiring person (or persons acting in
concert) will own, control, or hold with power to vote 25 percent
or nore of any class of voting securities of the institution.

(2) Rebuttable presunption of control. The Board presunes
that an acquisition of voting securities of a state nenber bank
or bank hol di ng conpany constitutes the acquisition of control
under the Bank Control Act, requiring prior notice to the Board,
if, immediately after the transaction, the acquiring person (or
persons acting in concert) will own, control, or hold with power
to vote 10 percent or nore of any class of voting securities of
the institution, and if:

(1) The institution has registered securities under
section 12 of the Securities Exchange Act of 1934 (15 U. S.C
781 ); or
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(11) No other person will own, control or hold the power to
vote a greater percentage of that class of voting securities
i medi ately after the transaction.?

(d) Rebuttable presunption of concerted action. The
foll ow ng persons shall be presuned to be acting in concert for
pur poses of this subpart:

(1) A conpany and any controlling sharehol der, partner,
trustee, or managenent official of such conpany if both the
conpany and the person own voting securities of the state nenber
bank or bank hol di ng conpany;

(2) An individual and the individual's inmmediate famly;
(3) Conpani es under comon control;

(4) Persons who are parties to any agreenent, contract,
under st andi ng, relationship, or other arrangenent, whether
witten or otherw se, regarding the acquisition, voting, or
transfer of control of voting securities of a state nenber bank
or bank hol di ng conpany, other than through a revocable proxy as
described in § 225.42(a)(5) of this subpart;

(5) Persons that have nmade, or propose to nake, a joint
filing under sections 13 or 14 of the Securities Exchange Act of
1934 (15 U.S.C. 78mor 78n), and the rules pronul gated thereunder
by the Securities and Exchange Conm ssion; and

(6) A person and any trust for which such person serves as
trust ee.

(e) Acquisitions of |loans in default. The Board presunes an
acquisition of a loan in default that is secured by voting
securities of a state nmenber bank or bank hol di ng conpany to be
an acquisition of the underlying securities for purposes of this
section.

(f) Oher transactions. Transactions other than those set
forth in subsection (c) of this section resulting in a person's
control of less than 25 percent of a class of voting securities
of a state nenber bank or bank hol ding conpany are not deened by
the Board to constitute control for purposes of the Bank Control
Act .

Y If two or nore persons, not acting in concert, each
propose to acquire sinultaneously equal percentages of 10 percent
or nore of a class of voting securities of the state nenber bank
or bank hol di ng conpany, each such person nust file prior notice
to the Board.
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(g) Rebuttal of presunptions. Prior notice to the Board is
not required for any acquisition of voting securities under the
presunption of control set forth in this section, if the Board
finds that the acquisition will not result in control. The Board
will afford any person seeking to rebut a presunption in this
section an opportunity to present views in witing or, if
appropriate, orally before its designated representatives at an
i nformal conference.

8§ 225.42 Transactions not requiring prior notice.

(a) Exenpt transactions. The follow ng transactions do not
require notice to the Board under this subpart:

(1) Existing control relationships. The acquisition of
addi tional voting securities of a state nenber bank or bank
hol di ng conpany by a person who:

(1) continuously since March 9, 1979 (or since that
institution comenced business, if later), held power to vote
25 percent or nore of any class of voting securities of that
institution; or

(i1) is presuned, under 8 225.41(c)(2) of this subpart, to
have controlled the institution continuously since March 9, 1979,
if the aggregate anount of voting securities held does not exceed
25 percent or nore of any class of voting securities of the
institution or, in other cases, where the Board determ nes that
t he person has controlled the bank continuously since March 9,
1979;

(2) lLncrease of previously authorized acquisitions. Unless
the Board or the Reserve Bank otherw se provides in witing, the
acquisition of additional shares of a class of voting securities
of a state nenber bank or bank hol di ng conpany by any person (or
persons acting in concert) who has lawfully acquired and
mai nt ai ned control of the institution (for purposes of
8§ 225.41(c) of this subpart) after conplying with the procedures
and receiving approval to acquire voting securities of the
institution under this subpart or in connection with an
appl i cation approved under section 3 of the BHC Act (12 U S.C
1842; § 225.11 of subpart B) or section 18(c) of the Federal
Deposit I nsurance Act (Bank Merger Act, 12 U S.C. 1828(c));

(3) Acquisitions subject to approval under BHC Act or Bank
Merger Act. Any acquisition of voting securities subject to
approval under section 3 of the BHC Act (12 U S.C. 1842; § 225.11
of subpart B), or section 18(c) of the Federal Deposit |Insurance
Act (Bank Merger Act, 12 U. S.C. 1828(c)).

(4) Transactions exenpt under BHC Act. Any transaction
described in sections 2(a)(5), 3(a)(A), or 3(a)(B) of the BHC Act
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(12 U.S.C. 1841(a)(5), 1842(a)(A), and 1842(a)(B)), by a person
described in those provisions;

(5) Proxy solicitation. The acquisition of the power to
vote securities of a state nenber bank or bank hol di ng conpany
t hrough recei pt of a revocable proxy in connection with a proxy
solicitation for the purposes of conducting business at a regul ar
or special neeting of the institution, if the proxy term nates
within a reasonable period after the neeting;

(6) Stock dividends. The receipt of voting securities of a
state nmenber bank or bank hol di ng conpany through a stock
di vidend or stock split if the proportional interest of the
recipient in the institution remains substantially the sane; and

(7) Acquisition of foreign banking organization. The
acqui sition of voting securities of a qualifying foreign banking
organi zation. (This exenption does not extend to the reports and
i nformati on required under paragraphs 9, 10, and 12 of the Bank
Control Act (12 U.S. C 1817(j)(9), (10), and (12) and § 225.44 of
this subpart.)

(b) Prior notice exenption.

(1) The follow ng acquisitions of voting securities of a
state nenber bank or bank hol di ng conpany, which woul d ot herw se
require prior notice under this subpart, are not subject to the
prior notice requirenents if the acquiring person notifies the
appropriate Reserve Bank within 90 cal endar days after the
acqui sition and provides any relevant information requested by
t he Reserve Bank:

(1) The acquisition of voting securities through
i nheritance;

(1i1) The acquisition of voting securities as a bona fide
gift; and

(ti1) The acquisition of voting securities in satisfaction
of a debt previously contracted (DPC) in good faith.

(2) The follow ng acquisitions of voting securities of a
state nmenber bank or bank hol di ng conpany whi ch woul d ot herw se
require prior notice under this subpart are not subject to the
prior notice requirenments if the acquiring person does not
reasonably have advance know edge of the transaction, and
provides the witten notice required under section 225.43 to the
appropriate Reserve Bank within 90 cal endar days after the
transacti on occurs:

(1) the acquisition of voting securities resulting froma
redenption of voting securities by the issuing bank or bank
hol di ng conpany; and
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(1i) the acquisition of voting securities as a result of
actions (including the sale of securities) by any third party
that is not within the control of the acquiror

(3) Nothing in subsections (b)(1) or (b)(2) limts the
authority of the Board to di sapprove a notice pursuant to
§ 225.43(h) of this subpart.

8 225.43 Procedures for filing, processing, publishing, and
acting on notices.

(a) Eiling notice.

(1) A notice required under this subpart shall be filed with
the appropri ate Reserve Bank and shall contain all the
i nformati on required by paragraph 6 of the Bank Control Act
(12 U.S.C. 1817(j)(6)), or prescribed in the designated Board
form

(2) The Board may wai ve any of the informtional
requi renments of the notice if the Board determines that it is in
the public interest.

(3) Anotificant nmust notify the appropriate Reserve Bank or
the Board i medi ately of any material changes in a notice
submtted to the Reserve Bank, including changes in financial or
ot her conditions.

(4) Wen the acquiring person is an individual, or group of
i ndividuals acting in concert, the requirenent to provide
personal financial data nay be satisfied by a current statenent
of assets and liabilities and an inconme sunmary, as required in
t he designated Board form together with a statenent of any
mat eri al changes since the date of the statenent or summary. The
Reserve Bank or the Board, neverthel ess, may request additional
information if appropriate.

(b) Acceptance of notice. The 60-day notice period
specified in 8 225.41 of this subpart shall commence on the date

of receipt of a conplete notice. The Reserve Bank shall notify
the person or persons submtting a notice under this subpart in
witing of the date the notice is or was conpl ete and thereby
accepted for processing. The Reserve Bank or the Board may
request additional relevant information at any tine after the
date of acceptance.

(c) Publication.

(1) Newspaper Announcenent. Any person(s) filing a notice
under this subpart nust publish, in a formprescribed by the

Board, an announcenent soliciting public coment on the proposed
acqui sition. The announcenent shall be published in a newspaper
of general circulation in the community in which the head office
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of the state nenber bank to be acquired is |ocated or, in the
case of a proposed acquisition of a bank hol ding conpany, in the
community in which its head office is |located and in the
community in which the head office of each of its subsidiary
banks is |ocated. The announcenent nust be published no earlier
than 30 cal endar days prior to the filing of the notice with the
appropriate Reserve Bank and no | ater than 10 cal endar days after
the filing date, and the publisher's affidavit of a publication
must be provided to the appropriate Reserve Bank.

(2) Contents of newspaper announcenent. The newspaper
announcenent shall state:

(1) The nanme of each person identified in the notice as a
proposed acquiror of the bank or bank hol di ng conpany;

(ii) The nanme of the bank or bank hol ding conpany to be
acquired, including, in the case of a bank hol di ng conpany, the
name of each of its subsidiary banks; and

(1i1) A statenment that interested persons may submt
comments on the notice to the Board or the appropriate Reserve
Bank for a period of 20 days or such shorter period as may be
provi ded pursuant to subsection (c)(5) of this section.

(3) Federal Register announcenent. The Board will, upon
filing of a notice under this subpart, publish announcenent in
the Federal Register of receipt of the notice. The Federa
Regi ster announcenent will contain the information required under
par agraphs (c)(2)(i) and (c)(2)(ii) of this section and a
statenent that interested persons nay submt comrents on the
proposed acquisition for a period of 15 cal endar days or such
shorter period as may be provided pursuant to subsection (c)(5)
of this section. The Board may wai ve publication in the Federal
Regi ster if the Board determ nes that such action is appropriate.

(4) Delay of publication. The Board may permit delay in the
publication required under subsections (c)(1) and (c)(3) of this
section if the Board determ nes, for good cause shown, that it is
in the public interest to grant such a delay. Requests for del ay
of publication may be submtted to the appropriate Reserve Bank.

(5) Shortening or waiving notice. The Board nmay shorten or
wai ve the public comment requirenents or this subsection, waive
t he newspaper publication requirenents of this subsection, or act
on a notice before the expiration of a public comment period, if
it determnes in witing either that an energency exists or that
di scl osure of the notice, solicitation of public coment, or
delay until expiration of the public comment period woul d
seriously threaten the safety or soundness of the bank or bank
hol di ng conpany to be acquired.
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(6) Consideration of public comments. In acting upon a
notice filed under this subpart, the Board shall consider al
public conmments received in witing within the period specified
in the newspaper or Federal Register announcenent, whichever
|ater. At the Board's option, comments received after this

peri od may, but need not, be consi dered.

(7) Standing. No person (other than the acquiring person)
who submits comments or information on a notice filed under this
subpart shall thereby becone a party to the proceeding or acquire
any standing or right to participate in the Board' s consideration
of the notice or to appeal or otherw se contest the notice or the
Board's action regarding the noti ce.

(d) Tinme period for Board action.

(1) Consunmation of acquisition.

(1) The notificant(s) may consunmate the proposed
acqui sition 60 days after subm ssion to the Reserve Bank of a
conpl ete notice under subsection (a) of this section, unless
within that period the Board di sapproves the proposed acquisition
or extends the 60-day period as provided under subsection (d)(2)
of this section.

(ii) The notificant(s) may consummate the proposed
transaction before the expiration of the 60-day period if the
Board notifies the notificant(s) in witing of the Board's
intention not to di sapprove the acquisition.

(2) Extensions of tine period.

(i) The Board may extend the 60-day period in
subsection (d)(1) of this section for an additional 30 days by
noti fying the acquiring person(s).

(ii1) The Board may further extend the period during which it
may di sapprove a notice for two additional periods of not nore
than 45 days each if the Board determ nes that:

(A) Any acquiring person has not furnished all the
informati on requi red under subsection (a) of this section;

(B) Any material information submtted is substantially
I naccur at e;

(C) The Board is unable to conplete the investigation of an
acqui ring person because of inadequate cooperation or delay by
t hat person; or

(D) Additional time is needed to investigate and determ ne
that no acquiring person has a record of failing to conply with
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the requirenents of the Bank Secrecy Act, subchapter |1 of
Chapter 53 of Title 31, United States Code.

(tit) If the Board extends the tinme period under this
paragraph, it shall notify the acquiring person(s) of the reasons
therefore and shall include a statenent of the information, if
any, deened inconplete or inaccurate.

(e) Advice to bank supervisory agencies.

(1) Upon accepting a notice relating to acquisition of
securities of a state nenber bank, the Reserve Bank shall send a
copy of the notice to the appropriate state bank supervisor,
whi ch shall have 30 cal endar days fromthe date the notice is
sent in which to submt its views and recommendations to the
Board. The Reserve Bank al so shall send a copy of any notice to
the Conptroller of the Currency, the Federal Deposit |nsurance
Corporation, and the O fice of Thrift Supervision.

(2) If the Board finds that it nust act i mediately in order
to prevent the probable failure of the bank or bank hol di ng
conpany invol ved, the Board may di spense with or nodify the
requirenents for notice to the state supervisor.

(f) Lnvestigation and report.

(1) After receiving a notice under this subpart, the Board
or the appropriate Reserve Bank shall conduct an investigation of
t he conpetence, experience, integrity, and financial ability of
each person by and for whoman acquisition is to be nade. The
Board shall al so nmake an i ndependent determ nation of the
accuracy and conpl eteness of any information required to be
contained in a notice under subsection (a) of this section. In
i nvestigating any notice accepted under this subpart, the Board
or Reserve Bank may solicit information or views from any person,
i ncl udi ng any bank or bank hol di ng conpany involved in the
notice, and any appropriate state, federal, or foreign
governmental authority.

(2) The Board or the appropriate Reserve Bank shall prepare
a witten report of its investigation, which shall contain, at a
mnimum a summary of the results of the investigation

(g) Factors considered in acting on notices. In reviewing a
notice filed under this subpart, the Board shall consider the
information in the record, the views and reconmendati ons of the
appropriate bank supervisor, and any other relevant information
obt ai ned during any investigation of the notice.

(h) Disapproval and hearing.
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(1) Disapproval of notice. The Board may di sapprove an
acquisition if it finds adverse effects with respect to any of
the factors set forth in paragraph 7 of the Bank Control Act
(12 U.S. C 1817(j)(7)) (i.e., conpetitive, financial, nanagerial,
banki ng or inconpl eteness of information).

(2) Disapproval notification. Wthin three days after its
decision to issue a notice of intent to di sapprove any proposed
acquisition, the Board shall notify the acquiring person in
witing of the reasons for the action.

(3) Hearing. Wthin 10 cal endar days of receipt of the
notice of the Board's intent to di sapprove, the acquiring person
may submit a witten request for a hearing. Any hearing
conducted under this paragraph shall be in accordance with the
Rul es of Practice for Formal Hearings (12 CFR part 263). At the

concl usion of the hearing, the Board shall, by order, approve or
di sapprove the proposed acquisition on the basis of the record of
the hearing. |[If the acquiring person does not request a hearing,

the notice of intent to di sapprove becones final and
unappeal abl e.

§ 225.44 Reporting of stock | oans.
(a) Requirenents.

(1) Any financial institution and any affiliate of a
financial institution that has credit outstanding to any person
or group of persons, in the aggregate, which is secured, directly
or indirectly, by 25 percent or nore of any class of voting
securities of a state nmenber bank nust file a consolidated report
with the appropriate Reserve Bank for the state nenber bank.

(2) The financial institution also nust file a copy of the
report with its appropriate Federal banking agency.

(3) Any shares of the state nenber bank held by the
financial institution or any of its affiliates as principal nust
be included in the cal culation of the nunber of shares in which
the financial institution or its affiliates has a security
interest for purposes of subsection (a) of this section.

(b) Definitions. For purposes of subsection (a) of this
section:

(1) EFinancial institution includes any insured depository
institution (as defined in section 3(c)(2) of the Federal Deposit
| nsurance Act (12 U.S.C. 1813(c)(2)) and any foreign bank that is
subject to the provisions of the BHC Act pursuant to section 8 of
the International Banking Act (12 U. S. C. 3106).
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(2) Credit outstanding includes any | oan or extension of
credit; the issuance of a guarantee, acceptance, or |etter of
credit, including an endorsenent or standby letter of credit; and
any other type of transaction that extends credit or financing to
t he person or group of persons.

(3) Goup of persons includes any nunber of persons that the
financial institution has reason to believe:

(1) Are acting together, in concert, or with one another to
acquire or control shares of the same insured depository
institution, including an acquisition of shares of the sane
depository institution at approximately the sanme tine under
substantially the sane terns; or

(1i) Have made, or propose to make, a joint filing under
section 13 or 14 of the Securities Exchange Act of 1934
(15 U S.C. 78mor 78n), and the rules promul gated thereunder by
the Securities and Exchange Conm ssion regardi ng ownership of the
shares of the sane insured depository institution.

(c) Exceptions. Conpliance with subsection (a) of this
section is not required if:

(1) The person or group of persons referred to in that
subsection has disclosed the anount borrowed and the security
interest therein to the Board or appropriate Reserve Bank in
connection with a notice filed under 8 225.41 of this subpart or
anot her application filed wth the Board or Reserve Bank as a
substitute for a notice under 8 225.41 of this subpart, including
an application filed under section 3 of the BHC Act (12 U S.C
1842) or section 18(c) of the Federal Deposit |Insurance Act (Bank
Merger Act, 12 U . S. C. 1828(c)), or an application for menbership
in the Federal Reserve System or

(2) The transaction involves a person or group of persons
t hat has been the owner or owners of record of the stock for a
period of one year or nore; or, if the transaction involves stock
i ssued by a newy chartered bank, before the bank is opened for
busi ness.

(d) Report Requirenents.

(1) The consolidated report nust indicate the nunber and
percent age of shares securing each applicabl e extension of
credit, the identity of the borrower, and the nunber of shares
held as principal by the financial institution and any affiliate
of the financial institution.

(2) Financial institutions nust file the consolidated report
inwiting wwthin 30 days of the date on which the financi al
institution or any affiliate first believes that the security for
any outstanding credit consists of 25 percent or nore of any
class of voting securities of a state nenber bank.
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(e) Oher reporting requirenents. A state nenber bank that
is required to report to another Federal banking agency credit
outstanding that is secured by the shares of an insured
depository institution also nust file a copy of the report with
t he appropri ate Reserve Bank.

6. Subpart Gis anended by revising the heading to read as
fol | ows:

Subpart G -Appraisal Standards for Federally Rel ated Transactions

7. Subpart His anended by revising 88 225.71 through
225.73 to read as foll ows:

Subpart H—Notice of Addition or Change of Directors and Seni or
Executive Oficers

§ 225.71 Definitions.

(a) Senior executive officer nmeans a person who hol ds the
title or, without regard to title, salary, or conpensation,
perfornms the function of one or nore of the foll ow ng positions:
presi dent, chief executive officer, chief operating officer,
chief financial officer, chief |lending officer, or chief
investnment officer. Senior executive officer also includes any
ot her person identified by the Board or Reserve Bank, whether or
not hired as an enployee, with significant influence over major
pol i cymaki ng deci sions of the state nenber bank or bank hol di ng

conpany.

(b) Director neans a person who serves on the board of
directors of a state nenber bank or bank hol di ng conpany, except
that this termdoes not include an advisory director who:

(1) |Is not elected by the sharehol ders of the state nenber
bank or bank hol di ng conpany;

(2) Is not authorized to vote on any matters before the
board of directors;

(3) Solely provides general policy advice to the board of
directors and any commttee thereof; and

(4) Has not been identified by the Board or Reserve Bank as
a person who perfornms the functions of a director for purposes of
this subpart.

(c) Troubled condition for a state nenber bank or bank
hol di ng conpany neans an institution that:

(1) Has a conposite rating, as determned in its nost
recent report of exami nation or inspection, of 4 or 5 under the
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commerci al bank Uniform I nteragency Bank Rating System or under
t he Federal Reserve Bank Hol di ng Conpany Rating System

(2) |Is subject to a cease-and-desist order or fornmal
witten agreenent that requires action to inprove the financial
condition of the institution, unless otherwise informed in
witing by the Board or Reserve Bank; or

(3) Is informed in witing by the Board or Reserve Bank
that it is in troubled condition for purposes of the requirenents
of this subpart on the basis of the institution's nost recent
report of condition or report of exam nation or inspection, or
other information available to the Board or Reserve Bank.

8§ 225.72--Director and officer appointnents; prior notice
requi renment.

(a) Prior notice by institution. (1) A state nenber bank
or bank hol di ng conpany shall give the Board 30 days' witten
notice, as specified in §8 225.73, before adding or replacing any
menber of its board of directors, enploying any person as a
seni or executive officer of the state nenber bank or bank hol di ng
conpany, or changing the responsibilities of any senior executive
of ficer so that the person would assune a different senior
executive officer position, if:

(1) The state nmenber bank has operated under its charter
for less than two years;

(ii) The state nenber bank or bank hol di ng conpany has
undergone a change in control wthin the preceding two years that
required a notice to be filed pursuant to the Change in Bank
Control Act or subpart E of this part;

(ti1) The bank hol di ng conpany becane a registered bank
hol di ng conpany within the preceding two years, unless:

(A) The bank hol di ng conpany is owned or controlled by a
regi stered bank hol di ng conpany; or

(B) The bank hol di ng conpany was formed in a reorgani zation
in which substantially all sharehol ders of the bank hol di ng
conpany were shareholders of its subsidiary bank prior to the
bank hol di ng conpany's formation; or

(iv) The state nenber bank or bank hol ding conpany i s not
in conpliance with all mninmumcapital requirenents applicable to
the institution as determned on the basis of the institution's
nost recent report of condition or report of exam nation or
i nspection, or is otherwise in troubled condition.
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(2) A state nmenber bank will be considered to have operated
under its charter for nore than two years for purposes of
§ 225.72(a) (1) (i) if:

(1) In a charter conversion, the predecessor insured
depository institution operated under its charter for at |east
two years; or

(
facilit
institu
years.

e the acquisition of another insured depository

) The state nenber bank was chartered solely to
t
ion that operated under its charter for at |east two

[
a
t

(b) Prior notice by an individual. The prior notice
requi red by paragraph (a) of this section nmay be provided by an
i ndi vi dual seeking election to the board of directors of a state
menber bank or bank hol di ng conpany who has not been proposed by
managemnent .

8§ 225.73 Procedures for filing, processing, and acting on
noti ces; standards for disapproval; waiver of notice.

(a) Eiling notice. (1) Content. The notice required in
8§ 225.72 shall be filed with the appropri ate Reserve Bank and
shal | contai n:

(1) The information required by paragraph 6(A) of the
Change in Bank Control Act (12 U . S.C 1817(j)(6)(A)) as may be
prescribed in the designated Board form

(1i) Additional information consistent with the Federal
Fi nancial Institutions Exam nation Council's Joint Statenent of
Gui del i nes on Conducti ng Background Checks and Change in Control
| nvestigations as set forth in the designated Board form and

(iii1) Such other information as nay be required by the
Board or Reserve Bank

(2) Mdification. The Reserve Bank may nodify or accept
other information in place of the requirenents of 8§ 225.73(a)(1)
for a notice filed under this subpart.

(3) Acceptance of notice. The 30-day notice period
specified in 8§ 225.72 shall begin on the date all information
required to be submtted by the notificant pursuant to
8§ 225.73(a)(1l) is received by the appropriate Reserve Bank. The
Reserve Bank shall notify the state nmenber bank or bank hol di ng
conpany or individual submtting the notice of the date on which
all required information is received and the notice is accepted
for processing, and of the date on which the 30-day notice period
wll expire.

- 120 -



(b) Commencenent of service. (1) At expiration of period.
A proposed director or senior executive officer may begin service
after the end of the 30-day period which begins on the day that a
conpl ete notice under paragraph (a) of this section has been
accepted by the Reserve Bank unl ess the Board or Reserve Bank
i ssues a notice of disapproval of the proposed addition or
enpl oynent before the end of the 30-day peri od.

(2) Prior to expiration of period. A proposed director or
seni or executive officer may begin service before the expiration
of the 30-day period if the Board or the Reserve Bank notifies in
witing the state nenber bank or bank hol di ng conpany or
i ndi vi dual submtting the notice of the Board' s or Reserve Bank's
intention not to disapprove the addition or enploynent.

(c) Notice of disapproval. The Board or Reserve Bank shal
di sapprove a notice under 8 225.72 if the Board or Reserve Bank
finds that the conpetence, experience, character, or integrity of
the individual with respect to whomthe notice is submtted
indicates that it would not be in the best interests of the
depositors of the state nenber bank or in the best interests of
the public to permt the individual to be enployed by, or
associated wth, the state nenber bank or bank hol di ng conpany.
The notice of disapproval shall contain a statenent of the basis
for disapproval and shall be sent to the state nmenber bank or
bank hol di ng conpany and the di sapproved i ndivi dual .

(d) Appeal of a notice of disapproval. (1) A disapproved
i ndi vidual or a state nenber bank or bank hol ding conpany t hat
has submitted a notice that is disapproved under this section may
appeal the disapproval to the Board within 15 days of the
effective date of the notice of disapproval. An appeal shall be
in witing and explain the reasons for the appeal and include al
facts, docunents, and argunents that the appealing party w shes
to be considered in the appeal, and state whether the appealing
party is requesting an informal hearing.

(2) Witten notice of the final decision of the Board shal
be sent to the appealing party within 60 days of the receipt of
an appeal, unless the appealing party's request for an informnal
hearing is granted.

(3) The disapproved individual may not serve as a director
or senior executive officer of the state nenber bank or bank
hol di ng conpany while the appeal is pending.

(e) Lnformal hearing. (1) An individual, state nenber
bank or bank hol di ng conpany whose notice under this section has
been di sapproved may request an informal hearing on the notice.
A request for an informal hearing shall be in witing and shal
be submtted within 15 days of a notice of disapproval. The
Board may, in its sole discretion, order an informal hearing if
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the Board finds that oral argunent is appropriate or necessary to
resol ve disputes regarding nmaterial issues of fact.

(2) An informal hearing shall be held within 30 days of a
request, if granted, unless the requesting party agrees to a
| at er date.

(3) Witten notice of the final decision of the Board shal
be given to the individual and the state nenber bank or bank
hol di ng conpany within 60 days of the conclusion of any inform
hearing ordered by the Board unless the requesting party agrees
to a | ater date.

(f) Waiver of notice. (1) MWAiiver requests. The Board or
Reserve Bank may permt an individual to serve as a senior
executive officer or director before the notice required under
this subpart is provided, if the Board or Reserve Bank finds
t hat :

(1) Delay would threaten the safety or soundness of the
state nmenber bank or bank hol ding conpany or any of its
subsi di ary banks;

(1i) Delay would not be in the public interest; or

(1i1) Oher extraordinary circunstances exist that justify
wai ver of prior notice.

(2) Automatic waiver. An individual who is not proposed by
t he managenent of a state nenber bank or bank hol di ng conpany and
who is elected as a new nenber of the board of directors at a
nmeeting of the state nenber bank or bank hol di ng conpany nmay
serve as a director and may conply with the notice requirenents
of § 225.72(a) by providing to the appropriate Reserve Bank al
the information required in 8 225.73(a) within two (2) business
days after the individual's election.

(3) Effect on disapproval authority. Any waiver granted
under this section shall not affect the authority of the Board or
Reserve Bank to issue a notice of disapproval within 30 days
after such wai ver.

* * * * *

8. Under Interpretations, 8§ 225.125 is anended by revising
paragraphs (f) and (g) to read as foll ows:

§ 225.125 |nvestnent adviser activities

* * * * *
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(f) In the Board's opinion, the G ass-Steagall Act
provisions, as interpreted by the U S. Suprene Court, forbid a
bank hol di ng conpany to sponsor, organize or control a nutua
fund. However, the Board does not believe that such restrictions
apply to cl osed-end investnent conpanies as |ong as such
conpanies are not primarily or frequently engaged in the
i ssuance, sale and distribution of securities. A bank hol ding
conpany shoul d not act as investnent adviser to an investnent
conpany which has a nane that is simlar to the name of the
hol di ng conpany or any of its subsidiary banks unless the
prospectus of the investnent conpany contains the disclosures
required in paragraph (h) below. 1In no case should a bank
hol di ng conpany act as investnent adviser to an investnent
conpany which has either a nane that is the sane as the nane of
t he hol di ng conpany or any of its subsidiary banks, or a nane
that contains the word "bank".

(g) In viewof the potential conflicts of interests that
may exist, a bank hol ding conpany and its bank and nonbank
subsi di ari es should not purchase in their sole discretionin a
fiduciary capacity (including as managi ng agent) securities of
any investnent conpany for which the bank hol di ng conpany acts as
i nvest ment advi ser unless the purchase is specifically authorized
by the terms of the instrument creating the fiduciary
rel ati onship, by court order, or by the law of the jurisdiction
under which the trust is adm nistered.

* * * * *

9. Appendix Cis revised to read as foll ows:

APPENDI X C TO PART 225 -- SMALL BANK HOLDI NG COVPANY POLI CY
STATEMENT
Policy Statenent on Assessnent of Financial Factors

In acting on applications filed under the Bank Hol di ng
Conmpany Act, the Board has adopted, and continues to follow, the
principle that bank hol di ng conpani es shoul d serve as a source of
strength for their subsidiary banks. Wen bank hol di ng conpani es
i ncur debt and rely upon the earnings of their subsidiary banks
as the nmeans of repaying such debt, a question arises as to the
probabl e effect upon the financial condition of the conpany and
its subsidiary bank or banks.

The Board believes that a high I evel of debt at the parent
hol di ng conpany | evel inpairs the ability of a bank hol di ng
conpany to provide financial assistance to its subsidiary bank(s)
and in some cases the servicing requirenments on such debt may be
a significant drain on the resources of the bank(s). For these
reasons the Board has not favored the use of acquisition debt in
the formati on of bank hol ding conpanies or in the acquisition of
addi ti onal banks. Neverthel ess, the Board has recogni zed t hat
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the transfer of ownership of small banks often requires the use
of acquisition debt. The Board therefore has permtted the
formati on and expansi on of small-bank hol ding conpanies with debt
| evel s higher than would be permitted for |arger hol ding
conpani es. Approval of these applications has been given on the
condition that the small-bank hol di ng conpani es denonstrate the
ability to service the acquisition debt w thout straining the
capital of their subsidiary bank(s) and, further, that such
conpanies restore their ability to serve as a source of strength
for their subsidiary bank(s) within a relatively short period of
tine.

In the interest of furthering its policy of facilitating the
transfer of ownership in banks w thout diluting bank safety and
soundness, the Board has, as described bel ow, adopted certain
revisions to its procedures and standards for the formation and
expansi on of small bank hol di ng conpani es.

A Size criterion and grandfathering: This policy applies
only to bank hol ding conpanies with pro forma consol i dated assets
of less than $150 million that: (i) are not engaged in nonbank
activity involving significant |everage!; and (ii) do not have a
significant anmount of outstanding debt that is held by the
general public. Small-bank hol ding conpanies forned before the
effective date of this policy may switch to a plan that adheres
to the intent of this policy provided they conply with the
requi renents set forth under paragraphs C., D.2, D. 3, and D. 4
bel ow.

B. The two categories of small bank hol di ng conpany
proposal s:

Category | (low | everage) proposal: A proposal in which the
parent bank hol di ng conpany has a pro-forma debt-equity ratio of
1.0:1 or less and neets all applicable requirenents of this
policy statenent;

Category Il (highly leveraged or other) proposal: A
proposal in which the parent bank hol di ng conpany has a pro-forma
debt-equity ratio of greater than 1.0:1, or any proposal by a
smal | bank hol di ng conpany under Section 3 of the Bank Hol di ng
Conmpany Act that does not neet one of the applicable requirenents
of this policy statenent.

C. Examination ratings and bank capitalization:
CGenerally, the Board expects that an applicant's existing and
proposed subsi diary bank(s) will have satisfactory exam nation

YA bank hol ding conpany that is engaged in significant off-
bal ance sheet activities would generally be deened to be engaged
in activities that involve significant |everage.
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rati ngs and be well managed, and that all present and proposed
bank subsidiaries will be designated well-capitalized. Although
the Board recogni zes that there nmay be instances in which
proposals nerit favorable consideration despite the failure to
nmeet these and the other requirenents of this policy statenent,
such proposals wll be subject to nore intense evaluation and
w Il not be subject to the expedited procedures set forth in
Regul ation Y that apply to Category | (low | everage) proposals.
Proposal s invol ving de novo banks or those that otherw se have
not been exam ned woul d be processed as Category Il (highly

| ever aged) proposals.

D. Oher financial considerations: In evaluating
applications filed pursuant to section 3 of the Bank Hol di ng
Conpany Act, as anended, when an applicant intends to incur debt
to finance the acquisition of a small bank or banks, the Board
will continue to take into account a full range of financial and
ot her information about the applicant, and its current and
proposed subsidiary bank(s), including the recent trend and
stability of earnings, past and prospective growth, asset
quality, the ability to neet debt servicing requirenents w thout
pl aci ng an undue strain on the resources of the bank(s), and the
record and conpetency of managenent. |In addition, the Board wll
require applicants to neet the mninmumrequirenments set forth
bel ow. As a general rule, failure to neet any of these
requirenents will result in denial of the application; however,
the Board reserves the right to nake exceptions if the
ci rcunst ances warrant.

1. Mnimmdown paynent: The anmount of acquisition debt
shoul d not exceed 75 percent of the purchase price of the
bank(s) to be acquired. Wen the owner(s) of the hol ding
conpany incur debt to finance the purchase of the bank(s),
such debt will be considered acquisition debt even though it
does not represent an obligation of the bank hol di ng
conpany, unless the owner(s) can denonstrate that such debt
can be serviced without reliance on the resources of the
bank(s) or bank hol di ng conpany.

2. Capital adequacy: Each subsidiary bank of a small bank
hol di ng conpany subject to this policy statenent is expected

to maintain a well-capitalized designation.

3. Reduction in parent conpany |everage: Small-bank hol ding
conpani es subject to this policy statenent are to reduce
their parent conpany debt to equity ratios consistent with
the statutory requirenent that all debt be retired within

25 years of being incurred. The Board also generally
expects that small bank hol di ng conpani es reach a debt to
equity level of 30 percent or less within 12 years of the

i ncurrence of the debt. The hol di ng conpany nust al so
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safely neet debt servicing and other requirenents inposed by
its creditors.?

4. Dividend restrictions: A small bank hol di ng conpany with
a Category Il (highly | everaged) proposal as described above
IS not expected to pay corporate dividends on conmon stock
until such tine as it reduces its debt to equity ratio to
1.0:1 or less and otherwise qualifies as a Category | (Il ow

| everage) proposal.?¥

2The termdebt, as used in the ratio of debt to equity,
means any borrowed funds (exclusive of short-term borrow ngs that
arise out of current transactions, the proceeds of which are used
for current transactions), and any securities issued by, or
obl i gations of, the holding conpany that are the functional
equi val ent of borrowed funds.

The termequity, as used in the ratio of debt to equity,
means the total stockhol ders' equity of the bank hol di ng conpany
adjusted to reflect the periodic anortization of "goodw | [|"
(defined as the excess of cost of any acquired conpany over the
sum of the anounts assigned to identifiable assets acquired, |ess
liabilities assuned) in accordance with generally accepted
accounting principles. In determning the total anount of
stockhol ders' equity, the bank hol di ng conpany shoul d account for
its investnments in the comon stock of subsidiaries by the equity
met hod of accounti ng.

Ordinarily the Board does not view redeenable preferred
stock as a substitute for common stock in a small-bank hol di ng
conpany. Nevertheless, to a |imted degree and under certain
ci rcunstances, the Board will consider redeenmable preferred stock
as equity in the capital accounts of the holding conpany if the
following conditions are net: (1) the preferred stock is
redeemabl e only at the option of the issuer and (2) the debt to
equity ratio of the holding conpany would be at or remain bel ow
30 percent follow ng the redenption or retirenent of any
preferred stock. Preferred stock that is convertible into common
stock of the holding conpany may be treated as equity.

3 Dividends may be paid by small bank hol di ng conpani es
with debt to equity at or below 1.0:1 if the dividends are
reasonabl e in amount, do not adversely affect the ability of the
bank hol di ng conpany to service its debt in an orderly manner
and do not adversely affect the ability of the subsidiary bank(s)
to maintain well-capitalized designations. It is expected that
dividends will be elimnated if the hol ding conpany is not
nmeeting the projections, made at the time the application was
filed, regarding the ability of the holding conpany to reduce the
debt to equity ratio to 30 percent wthin 12 years of
consunmati on of the proposal.
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E. Subsequent acquisitions: Small bank hol di ng conpani es
may make acqui sitions of additional banks after their formation

if they continue to neet the requirenents of this policy

statenent and other relevant statutory factors. It is expected
t hat expandi ng smal|l bank hol ding conpanies will be in
satisfactory financial condition and well nmanaged. Smal | bank

hol di ng conpani es whose expansi on proposals otherw se qualify as
Category | (low | everage) proposals nust also be rated BOPEC
conposite 1-S or 2-S as of their nost recent inspection in order
to qualify for the expedited processing procedures. Proposals
fromunrated small bank hol di ng conpanies will be subject to a
nore intense review and, therefore, will not be eligible for the
expedi ted procedures.

By order of the Board of CGovernors of the Federal Reserve
System August 28, 1996.

WlliamW WIes

Secretary of the Board
Bl LLI NG CODE 6210-01-P
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