FEDERAL RESERVE BANK OF DALLAS
DALLAS, TEXAS 75222

Circular No. 73-161
July 5, 1973

PROPOSED AMENDMENT TO REGULATION Y
(Management Consulting Services)

To All Banks, Bank Holding Companies, and Cthers
Concerned in the Eleventh Federal Reserve District:

On June 27, 1973, the Board of Governors invited comments
on a proposal to permit bank holding companies to perform management
consulting services for non-affiliated banks.

The Board has previously determined that, except for
general management consulting services that are expressly authorized
by statute to be furnished by a bank holding company to its
affiliates, a bank holding company may not engage in general
management consulting.

A copy of the press release and proposal are printed
on the following pages. Interested parties should submit relevant
views in writing to the Secretary, Board of Governors of the Federal
Reserve System, Washington, D. C. 20551, to be received not later
than July 31, 1973.
Yours very truly,
P, E. Coldwell,

President

Enclosure

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)
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For immediate release June 27, 1973

The Board of Governors of the Federal Reserve System today
invited comments on a proposal to permit bank holding companies to
perform management consulting services for nom-affiliated banks. The
proposal was published for comment to be received through July 31, 1973.

The proposal is one of a series the Board has made concerning
activities that may be regarded as closely related to banking under the
1970 Amendments to the Bank Holding Company Act of 1956. Such activities,
if approved, become permissible for bank holding companies subject to
Board approval in individual cases.

The Board has previously determined that, except for general
management consulting services that are expressly authorized by statute
to be furnished by a bank holding company to its affiliates, a bank
holding company may not engage in general management consulting.

A copy of the proposal is attached.

Attachment



[12 CFR Part 225]
[Reg. Y]
BANK HOLDING COMPANIES

Nonbanking Activities

The Board of Governors is considering further implementation
of its regulatory authority under section 4(c)(8) of the Bank Holding
Company Act to permit bamk holding companies to perform management
consulting services for non~affiliated banks. Such activities are of
the type presently performed through correspondent banking relatiomnships.
The proposal would permit such activities to be performed by a nonbank
subsidiary of a holding company or the holding company directly, would
require explicit pricing for such services, and would foster competition
for such services.

In the proposal, the Board takes into account the possibility
that the management consulting arrangement involved could be used as a
device to control a bank that is not part of the same holding company
system, contrary to the purposes of the Act. In order to guard against
such a result, such services would not be permitted to be furnished to
a non-affiliated bank if the bank holding company or any of its sub=~
sidiaries owned or controlled any equity securities in such bank, or any
officer, director, or employee of the bank holding company or any of its
subsidiaries serves at the same time in a similar capacity with the re-
cipient bank, Such conditions are minimum safeguards only and in an
appropriate case the rebuttable presumption of control specified in

section 225,2(b)(3) of Regulation Y may still be applied, Further, in
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order to minimize possible conflicts of interests, a consultant company
furnishing services pursuant to this authority would be required to dis-
close to each potential client bank the names of banks with which the

consultant is affiliated and the names of all other client banks located

in the same market area as the client bank,

The Board has previously determined that, except for general
management consulting services that are expressly authorized by statute
to be furnished by bank holding companies to its affiliates, a bank holding
company may not engage in general management consulting, (12 CFR 225,126;
1972 Federal Reserve Bulletin 571,) The present proposal relates to the
furnishing of management consulting services to non-affiliated banks and
arises, in part, from a pending application by The Citizens & Southern
Corporation, Charleston, South Carolina, for permission to perform for
non-affiliated banks, through a proposed subsidiary, Bank lManagement
Advisory Services, Inc,, Charleston, South Carolina, management consult-
ing services of a type similar to that which would be authorized by the
proposed regulation. Thus, the proposed amendment is limited to manage-
ment consulting services for non-affiliated banks and does not contemplate
the furnishing of such services by a bank holding company to wunaffiliated,
non-banking companies, The proposed bank management consulting activity
and the application of The Citizens & Southern Corporation are subject to
the procedures of § 225,4(b) of Regulation Y.

Accordingly, the Board proposes to amend § 225,4(a) of Regu-

lation Y to permit bank holding companies, subject to the procedures
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of § 225,4(b), to perform management consulting services for banks only,
The text of the proposed amendment reads as follows:

§ 225,4 Nonbanking activities

(a) Activities closely related to banking or managing or

controlling banks.

* * * The following activities have been determined by the
Board to be a proper incident thereto:

* * * %* *

(11) providing management consulting services for non-affiliated
banks, including, but not limited to, site planning and evaluation,
advice regarding bank mergers and the establishment of new branches,
persommel recruitment and training, marketing, capital adequacy and planning,
accounting procedures, investment advice (as authorized in subparagraph (5)),
and computer operations, provided that (i) neither the bank holding com~
pany nor any of its subsidiaries own or control any equity securities in
the client bank; (ii) no officer, director, or employee of the bank
holding company or any of its subsidiaries serves as an officer, director,
or employee of the client bank; (iii) the services are performed on an
explicit fee basis without regard to correspondent balances maintained by
the client bank at any subsidiary bank of the bank holding company; and
(iv) disclosure is made to each potential client bank of (a) the names of
all banks which are affiliates of the consulting company and (b) the names
of all other client banks located in the same market area as the client

bank.
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To aid in the consideration of these matters by the Board,
interested persons are invited to submit relevant data, views, or argu-
ment. Any such material should be submitted in writing to the Secretary,
Board of Governors of the Federal Reserve System, Washington, D. C. 20551,
to be received not later than July 31, 1973, Such material will be made
available for inspection and copying upon request except as provided in
section 261.6(a) of the Board's Rules Regarding Availability of Informa-
tion, The application of The Citizens and Southern Corporation may be
inspected at the office of the Board of Governors or at the Federal Reserve
Bank of Richmond,

Board of Governors of the Federal Reserve System, June 18, 1973.

(Signed) Chester B. Feldberg

Chester B, Feldberg
Assistant Secretary of the Board

[SEAL}





