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Circular No. 7^-150

June 5, 197^

AMENDMENT TO REGULATION Y 
(Clarification of the Deposit-Taking 
and Lending Activities Permissible 
to Trust Company Subsidiaries)

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

The Board of Governors of the Federal Reserve System 
has announced an amendment to section 225.Ma)(U) of Regulation 
Y which supersedes existing section 225.Ma)(i0. The amendment 
becomes effective June 2b, 197^, and clarifies the deposit-taking 
and lending activities permissible to trust company subsidiaries 
of bank holding companies.

The text of the amendment is included as item number
7 in the enclosed listing of the amendments to Regulation Y.
The listing should replace the slipsheets of December 11, 1972, 
November 15, 1973, February 26, 197**, March 1^, 197^, April 17, 
197^, and June 20, 197**, which are currently in the Regulations 
Binder.

A copy of the Board’s press release which gives details 
of the amendment to section 225.^(a)(U) is printed on the follow
ing pages.

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 use in morning papers of Tuesday 
May 28, 1974

May 24, 1974

The Board of Governors of the Federal Reserve System today announced an 

amendment of its bank holding company regulation which clarifies the deposit- 

taking and lending activities permissible to trust company subsidiaries of 

bank holding companies.

The amendment revises the existing rule that subsidiaries of bank 

holding companies may perform any of the activities of a trust company, 

including activities of a fiduciary, agency or custodian nature as authorized 

by State law "so long as the institution does not both accept demand deposits 

and make commercial loans."

It was adopted in the light of comonents received on a proposal 

originally published July 3, 1973, and revised on October 3, 1973* The amend

ment announced today is the same as the proposal published for comment in 

October.

The amendment:

1. Permits the following types of deposit taking to trust company 

subsidiaries of bank holding companies:

—  Deposit8 arising from trust funds not currently invested;

-- Deposits received under a trust instrument;

-- Deposits received for special use on behalf of an issuer 

of or investor in securities, and

—  Deposits arising from custodial and managing-agent accounts 
and other specified agency relationships.
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2. Prohibits trust company subsidiaries o£ bank holding companies 

from making loans or investments except as follows:

•- The sale of federal funds;

—  The making of call loans to securities dealers, or

-• The purchase of money market instruments such as
certificates of deposit, commercial paper, government 
or municipal securities, and bankers acceptances.

The Board specified that such loans and investments may not be used 

as a method of channeling funds to nonbanking affiliates of the trust company. 

The Board said such limitations on the lending activity of trust company 

subsidiaries of bank holding companies are necessary due to provisions of 

the Bank Holding Company Act restricting the commercial banking business of 

bank holding companies to the State in which their principal banking 

subsidiaries operate.

In addition to clarifying the permissible deposit-taking and lending 

activities of limited purpose trust companies chartered under State law, the 

regulation also allows bank holding companies to operate limited purpose 

trust companies with national bank charters so long as such institutions do 

not accept demand deposits and make commercial loans.

The Board recognizes that, In order to engage in broader lending 

activities, bank holding companies may, in their home State, choose to apply 

for limited purpose trust companies under section 3 of the Bank Holding 

Company Act.

The amendment is effective June 24, 1974.
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

BANK HOLDING COMPANIES

AMENDMENTS TO REGULATION Y f

1. Effective December 11, 1972, section 225.4 
(a) is amended as follows:

SECTION 225.4—NONBANKING 
ACTIVITIES

(a) Activities closely related to banking or 
managing or controlling banks. * * * The follow
ing activities have been determined by the Board 
to be so closely related to banking or managing 
or controlling banks as to be a proper incident 
thereto:

* * * * *

(10) acting as underwriter for credit life in
surance and credit accident and health insurance 
which is directly related to extensions of credit 
by the bank holding company system.3

* * * * *

2. Effective November 15, 1973, section 225.4 
(a) is amended as follows:

* * * * *

(11) providing courier service (i) for the in
ternal operations of the holding company and its 
subsidiaries; (ii) for checks, commercial papers, 
documents, and written instruments (excluding 
currency or bearer-type negotiable instruments) 
as are exchanged among banks and banking insti
tutions; (iii) for audit and accounting media of a 
banking or financial nature and other business 
records and documents used in processing such 
media.31

sTo assure that engaging in the underwriting of 
credit life and credit accident and health insurance 
can reasonably be expected to be in the public interest,

*  *  *  *  *

3. Effective February 26, 1974, section 225.4
(a) is amended as follows:

* * * * *

(12) providing management consulting advice* 
to nonaffiliated banks Provided that, (i) neither 
the bank holding company nor any of its sub
sidiaries own or control, directly or indirectly, 
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 advice is rendered 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

the Board will only approve applications in which an 
applicant demonstrates that approval will benefit the 
consumer or result in other public benefits. Normally 
such a showing would be made by a projected reduc
tion in rates or increase in policy benefits to bank 
holding company performance of this service.

!la Applications to engage de novo in providing 
courier services should be filed in accordance with the 
procedures of § 225.4(b) (2) rather than § 225.4 (b) 
(1). See also the Board’s interpretation on courier 
activities (12 CFR 225.129), which sets forth condi
tions for holding company entry pursuant to § 4(c) 
( 8 ).

* In performing this activity bank holding com
panies are not authorized to perform tasks or opera
tions or provide services to client banks either on a 
daily or continuing basis, except as shall be necessary 
to instruct the client bank on how to perform such 
services for itself. See also the Board’s interpretation 
of bank management consulting advice (12 CFR
225.131).

N o t e .— As an incident to the amendment effective December 11, 1972, foot
note 3 in § 225.4(b)(1) and footnote 4 in § 225.4(d) are redesignated foot
notes 4 and 5 respectively.

f For this Regulation to be complete, retain:
1) Printed Regulation pamphlet as amended effective December 1, 1971.
2) Amendment effective June 6, 1972.
3) This slip sheet. (Destroy the December 11, 1972, November 15, 1973, 

February 26, 1974, March 14, 1974, April 17, 1974, and June 20, 1974, 
slip sheets.)
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of (a) the names of all banks which are affiliates 
of the consulting company, and (b) the names 
of all existing client banks located in the same 
market area(s) as the client bank.**

$ % % % #

4. Effective with respect to applications re
ceived by the Reserve Banks on and after March 
19, 1974, section 225.3 of Regulation Y (concern
ing acquisition of bank shares) is amended by 
adding section 225.3(c) to read as follows:

SECTION 225.3—ACQUISITION OR 
RETENTION OF BANK SHARES 

OR ASSETS

* * * * *

(c) Application to retain shares acquired in a 
fiduciary capacity. Applications under this sub
section are processed on the basis of a letter of 
notification without compliance with section 
262.3(h) of the Board’s Rules of Procedure. Any 
application for the Board’s approval to retain 
shares of bank stock acquired in a fiduciary 
capacity (with sole voting rights), which is ac
companied by an unconditional undertaking by 
the Applicant to dispose of such shares or its sole 
discretionary voting rights with respect to such 
shares within two years from the date of such 
acquisition, shall be deemed to be approved 45 
days after the Applicant has been informed by 
the Reserve Bank that said application has been 
accepted, unless the Applicant is notified to the 
contrary within that time or is granted approval 
at an earlier date.

$ * ♦  $

5. Effective April 17, 1974, section 225.4(a) (6) 
is amended to read as follows:

SECTION 225.4—NONBANKING 
ACTIVITIES

(a) Activities closely related to banking or 
managing or controlling banks. * * * The follow
ing activities have been determined by the Board

* * Applicants to engage de novo in providing man
agement consulting advice to nonaffiliated banks
should be filed in accordance with the procedures of
§ 225.4(b)(2) rather than § 225.4(b)(1) of Regula
tion Y.

4 The Board understands that some Federal, State 
and local governmental entities may not enter into a 
lease for a period in excess of one year. Such an impedi
ment does not prohibit a company authorized under 
§ 225.4(a) from entering into a lease with such gov
ernmental entities if the company reasonably antici
pates that such governmental entities will renew the 
lease annually until such time as the company is fully 
compensated for its investment in the leased property 
plus its costs of financing the property. Further, a 
company authorized under § 225.4(a) (6) may also 
engage in so-called “bridge” lease financing of per
sonal property, but not real property, where the lease 
is short term pending completion of long term financ
ing, by the same or another lender.

to be so closely related to banking or managing 
or controlling banks as to be a proper incident 
thereto:

* * * * *

(6) (a) Leasing personal property or acting as 
agent, broker or advisor in leasing such property 
provided:

(i) the lease is to serve as the functional 
equivalent of an extension of credit to the lessee 
of the property;

(ii) the property to be leased is acquired spe
cifically for the leasing transaction under consid
eration or was acquired specifically for an earlier 
leasing transaction;

(iii) the lease is on a nonoperating basis;
(iv) at the inception of the initial lease the ef

fect of the transaction (and, with respect to gov
ernmental entities only, reasonably anticipated 
future transactions4) will yield a return that will 
compensate the lessor for not less than the lessor’s 
full investment in the property plus the estimated 
total cost of financing the property over the term 
of the lease,6 from: (1) rentals; (2) estimated 
tax benefits (investment tax credit, net economic 
gain from tax deferral from accelerated depre
ciation, and other tax benefits with a substan
tially similar effect); (3) the estimated residual 
value of the property at the expiration of the ini
tial term of the lease, which in no case shall ex
ceed 20 per cent of the acquisition cost of the 
property to the lessor; and (4) in the case of a 
lease of not more than 7 years in duration, such 
additional amount, which shall not exceed 60 per 
cent of the acquisition cost of the property, as 
may be provided by an unconditional guarantee 
by a lessee, independent third party or manufac
turer, which has been determined by the lessor 
to have the financial resources to meet such ob
ligation, that will assure the lessor of recovery 
of its investment and cost of financing;

(v) the maximum lease term during which the 
lessor must recover the lessor’s full investment 
in the property plus the estimated total cost of 
financing the property shall be 40 years; and

(vi) at the expiration of the lease (including 
any renewals or extensions with the same lessee), 
all interest in the property shall be either liqui
dated or released on a nonoperating basis as 
soon as practicable but in no event later than 
two years from the expiration of the lease,"

5 The estimate by the lessor of the total cost of 
financing the property over the term of the lease 
should reflect, among other factors, the term of the 
lease, the modes of financing available to the lessor, 
the credit rating of the lessor and/or the lessee, if a 
factor in the financing, and prevailing rates in the 
money and capital markets.

* In the event of a default on a lease agreement 
prior to the expiration of the lease term, the lessor
shall either release such property, subject to all the 
conditions of this subsection 6(a), or liquidate such 
property as soon as practicable but in no event later 
than two years from the date of default on a lease 
agreement.



however, in no case shall the lessor retain any 
interest in the property beyond 50 years after 
its acquisition of the property.

(6) (b) Leasing real property or acting as agent, 
broker or advisor in leasing such property pro
vided:

(i) the lease is to serve as the functional 
equivalent of an extension of credit to the lessee 
of the property;

(ii) the property to be leased is acquired spe
cifically for the leasing transaction under con
sideration or was acquired specifically for an 
earlier leasing transaction;

(iii) the lease is on a nonoperating basis;

(iv) at the inception of the initial lease the 
effect of the transaction (and, with respect to 
governmental entities only, reasonably anticipated 
future transactions4) will yield a return that will 
compensate the lessor for not less than the lessor’s 
full investment in the property plus the estimated 
total cost of financing the property over the term 
of the lease,5 from: (1) rentals; (2) estimated 
tax benefits (investment tax credit, net economic 
gain from tax deferral from accelerated deprecia
tion, and other tax benefits with a substantially 
similar effect); and (3) the estimated residual 
value of the property at the expiration of the 
initial term of the lease, which in no case shall 
exceed 20 per cent of the acquisition cost of the 
property to the lessor.

(v) the maximum lease term during which the 
lessor must recover the lessor’s full investment in 
the property plus the estimated total cost of fi
nancing the property shall be 40 years; and

(vi) at the expiration of the lease (including 
any renewals or extensions with the same lessee), 
all interest in the property shall be either liqui
dated or released on a nonoperating basis as soon 
as practicable but in no event later than two years

4 The Board understands that some Federal, State 
and local governmental entities may not enter into a 
lease for a period in excess of one year. Such an im
pediment does not prohibit a company authorized 
under § 225.4(a) from entering into a lease with such 
governmental entities if the company reasonably an
ticipates that such governmental entities will renew 
the lease annually until such time as the company is 
fully compensated for its investment in the leased 
property plus its cost of financing the property. 
Further, a company authorized under § 225.4(a)(6) 
may also engage in so-called “bridge” lease financing 
of personal property, but not real property, where the 
lease is short term pending completion of long term 
financing, by the same or another lender.

5 The estimate by the lessor of the total cost of 
financing the property over the term of the lease
should reflect, among other factors, the term of the
lease, the modes of financing available to the lessor,
the credit rating of the lessor and/or the lessee, if a
factor in the financing, and prevailing rates in the 
money and capital markets.

from the expiration of the lease,9 however, in no 
case shall the lessor retain any interest in the 
property beyond 50 years after its acquisition of 
the property.

* * * * *

As an incident to this amendment the footnotes 
in § 225.4(a) which are denoted by asterisks and 
numbers are hereby redesignated as follows for 
clarity and ease of reference: the footnote in 
§ 225.4(a) (1) designated as * to footnote 1; foot
notes 1 and 2 in § 225.4(a) (5) to footnotes 2 and 
3; footnote 3 in § 225.4(a) (10) to footnote 7; 
footnote 3a in § 225.4(a) (11) to footnote 8; the 
footnotes in § 225.4(a)(12) designated as * and ** 
to footnotes 9 and 10; footnote 1 in § 225.4(b)(1) 
to footnote 11; and footnote 2 in § 225.4(d) to 
footnote 12.

* * * * *

6. Effective June 20, 1974, section 225.4(a)
(12) (ii) is amended to read as follows:

* * * * *

(12) providing management consulting advice* 
to nonaffiliated banks Provided that, * * * (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, 
except where such interlocking relationships are 
or would be permitted by section 212.3(g) of 
Regulation L;. ..

* * * * *

7. Effective June 24, 1974, section 225.4(a)
(4) is amended to read as follows:

* * * * *

(4) performing or carrying on any one or more 
of the functions or activities that may be per
formed or carried on by a trust company (in
cluding activities of a fiduciary, agency, or 
custodian nature), in the manner authorized by 
Federal or State law, so long as the institution 
does not make loans or investments or accept

6 In the event of a default on a lease agreement 
prior to the expiration of the lease term, the lessor 
shall either release such property, subject to all the 
conditions of this subsection 6(b), or liquidate such 
property as soon as practicable but in no event later 
than two years from the date of default on a lease 
agreement.

* In performing this activity bank holding com
panies are not authorized to perform tasks or opera
tions or provide services to client banks either on a 
daily or continuing basis, except as shall be necessary 
to instruct the client bank on how to perform such 
services for itself. See also the Board’s interpretation 
of bank management consulting advice (12 CFR
225.131).



deposits other than (i) deposits that are generated 
from trust funds not currently invested and are 
properly secured to the extent required by law, 
or (ii) deposits representing funds received for a 
special use in the capacity of managing agent or 
custodian for an owner of, or investor in, real 
property, securities, or other personal property, 
or for such owner or investor as agent or cus
todian of funds held for investment or escrow 
agent, or for an issuer of, or broker or dealer in 
securities, in a capacity such as paying agent, divi
dend disbursing agent, or securities clearing agent, 
and not employed by or for the account of the cus

tomer in the manner of a general purpose checking 
account or bearing interest, or (iii) sale of federal 
funds, making of call loans to securities dealers 
or purchase of money market instruments such as 
certificates of deposit, commercial paper, gov
ernment or municipal securities, and bankers ac
ceptances (such authorized loans and investments, 
however, may not be used as a method of chan
neling funds to nonbanking affiliates of the trust 
company).

* * * * *




