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REGULATION L—MANAGEMENT OFFICIAL INTERLOCKS

TO ALL MEMBER BANKS,
BANK HOLDING COMPANIES,

AND OTHERS CONCERNED IN THE
ELEVENTH FEDERAL RESERVE DISTRICT:

On January 30, 1979, the Board of Governors of the Federal Reserve 
System issued a proposed Regulation LL pursuant to the Depository Institution 
Management Interlocks Act.

Printed on the following pages is a copy of the text of Regulation L, 
which supplants the proposed Regulation LL and former Regulation L. Also 
included are explanatory comments of the Federal Financial Institutions Super
visory Agencies and proposed additions 212.2( k ) , 212.5, and 212.6 to the new 
regulation.

Member banks and others that maintain Regulations Binders should 
file this material in their binders. The revised Regulation L pamphlet will be 
sent in the near future. The Regulation L pamphlet, effective August 21, 1959, 
and subsequent amendments should be removed from the binder.

Any questions concerning Regulation L should be directed to William ( 
Reddick, J r . ,  of our Bank Supervision and Regulations Department, Ext. 6274.

Sincerely yours,

Robert H . Boykin

First Vice President

Banks and others are encouraged to use the following incoming WATS numbers in contacting this Bank:
1-800-492-4403 (intrastate) and 1-800-527-4970 (interstate). For calls placed locally, please use 651 plus
the extension referred to above.

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)
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MANAGEMENT OFFICIAL INTERLOCKS

Final Regulations

AGENCIES: Board of Governors of the Federal Reserve System, Comptroller
of the Currency, Federal Deposit Insurance Corporation, Federal Home 
Loan Bank Board, and National Credit Union Administration.

ACTION: Final regulations.

SUMMARY: These final regulations are issued under the Depository Institution
Management Interlocks Act (Title II of the Financial Institutions Regulatory 
and Interest Rate Control Act of 1978) (the "Interlocks Act"), which 
prohibits certain management official interlocks between depository 
institutions, depository holding companies, and their affiliates. Among 
other things, the final regulations permit under certain circumstances 
service by a management official that would otherwise be prohibited 
by the Interlocks Act.

Interested persons are invited to submit written data, views 
or arguments regarding the final regulation for a period of 60 days.

Proposed amendments to the final regulations are also being 
published for comment and can be found in today's Federal Register.

DATE: The final regulations are effective immediately. Comments regarding
the final regulations must be received by [60 days from date of publication].

ADDRESS: Please send your comments to Theodore E. Allison, Secretary
of the Board of Governors of the Federal Reserve System, 20th Street 
and Constitution Avenue, N.W., Washington, D.C. 20551. All material 
submitted should refer to Federal Reserve Board Docket No. R-0198.
All comments received will be made available for public inspection.



FOR FURTHER INFORMATION CONTACT: Bronwen Mason (202) 452-3564, or John
Walker (202) 452-2418, Board of Governors of the Federal Reserve System;
Gwenn Hibbs (202) 447-1880, Office of the Comptroller of the Currency;
Pamela LeCren (202) 389-4453, Federal Deposit Insurance Corporation;
Kathleen Topelius (202) 377-6444, Federal Home Loan Bank Board; Ross 
Kendall (202) 632-4870, National Credit Union Administration.

SUPPLEMENTARY INFORMATION: The Depository Institution Management Interlocks
Act was enacted as Title II of the Financial Institutions Regulatory 
and Interest Rate Control Act of 1978 (Pub. L. 95-630, 12 U.S.C. § 3201 
et seq.). The general purpose of the Interlocks Act and these regulations 
is to foster competition among depository institutions, depository holding 
companies, and their affiliates. On February 1, 1979, the agencies 
published proposed regulations under the Interlocks Act (44 Fed. Reg. 6421). 
Public comment on the proposed regulations was invited to be received 
on or before March 5, 1979. Approximately 160 written comments were 
received. The proposed regulations contained definitions of a number 
of terms as used in the Interlocks Act and created several exceptions 
to the prohibitions of the Interlocks Act. The exceptions, designated 
"Permitted Relationships," were proposed because it was felt that the 
community benefits that would result from the increased availability 
of managerial expertise to certain institutions would outweigh any adverse 
effects on competition. One of the exceptions recognizes the fact that 
certain institutions do not compete with each other. Upon review of 
the comments received and after a thorough reconsideration of the regulations 
as published for comment, certain changes have been made in the proposed 
regulations. Those changes are reflected in the final regulations as 
set forth below.

Itie regulations are effective immediately. This action is 
taken under the authority granted in section 553(d)(1) of the Administrative 
Procedure Act (5 U.S.C. § 553(d)(1)) to dispense with publication of 
a substantive rule not less than 30 days before its effective date when 
the rule grants or recognizes an exemption or relieves a restriction.
Further, since the Interlocks Act became effective on March 10, 1979, 
and the final regulations clarify statutory requirements, it is in the 
public interest for the final regulations to be effective immediately.

In accordance with Executive Order 12044 ("Improving Government 
Regulations," 43 Fed. Reg. 12661), the agencies have determined that 
no increased costs from recordkeeping or reporting will result from 
compliance with the regulations. Additionally, the Interlocks Act requires 
that any exceptions from the act's prohibitions must be created by regulations, 
and accordingly there were no alternatives to formal regulations.

An explanation of the provisions of the final regulations 
and a discussion of the comments received are set forth below.

1. Definition of "adjacent". The Interlocks Act prohibits 
management official interlocks between nonaffiliated depository organizations 
that are located in the same city, town, or village, or in contiguous 
or adjacent cities, towns, or villages. Under the proposed regulations,



cities, towns, or villages were defined as adjacent if they are located 
within ten miles of one another at their closest points. Comments regarding 
this definition fell generally into three categories: (1) Those stating
that a ten-mile figure was arbitrary; (2) those stating that the distance 
should be raised or lowered; and (3) those stating that a definition 
based on competition should be used. The agencies have retained in 
the final regulations the definition as proposed in recognition of increased 
competition among depository organizations resulting from greater mobility 
of the public and the prevalence of widespread advertising for financial 
services. The ten-mile figure provides a definite standard and conforms 
to the common understanding of the definition of the term "adjacent," 
which includes the concept of distance. Additionally, the agencies 
believe that the ten-mile figure reasonably reflects regulatory experience 
in administering similar provisions of the Clayton Act. In view of 
the fact that some comments suggested that the distance be raised and 
others that it be lowered, the agencies believe that the ten mile figure 
is reasonable. However, the agencies are considering making a distinction 
between urban and rural areas. For example, consideration is being 
given to treating as adjacent two cities, towns, or villages that are 
less than ten miles apart at their closest points if either is in an 
SMSA, and to treating as adjacent two cities, towns, or villages that 
are less than 25 miles apart if neither is in an SMSA. Comment on this 
distinction is specifically requested.

2. Definition of "affiliate". The Interlocks Act permits 
management official interlocks between affiliates. The proposed regulations 
as published on February 1, 1979, contained the following rebuttable 
presumption: "iA]n affiliate relationship does not exist under section 202(3)(B)
of the Interlocks Act unless each of the persons who beneficially own 
in the aggregate more than 50 per cent of the voting shares of each 
corporation beneficially owns 5 per cent or more of the voting shares 
of each corporation." The presumption was included in the proposed 
regulations in order to prevent the creation of sham affiliations by 
the exchange of a nominal number of voting shares of depository organizations, 
thereby permitting the organizations to interlock. For example, under 
section 202(3)(B) of the Interlocks Act, a management official interlock 
could be created between depository organizations in a case where one 
person owns 90 per cent of the shares of Bank A and another person owns 
90 per cent of the shares of Bank B located in the same city and the 
two persons exchange one share of stock of their respective banks.
In a Senate Report accompanying a predecessor bill to the Interlocks 
Act (S. REP. NO. 95-323, 95th Cong., 1st Sess. 15 (1977)), it is stated:
"By rule the Federal Reserve should proscribe the switching of several 
shares of stock between individuals to defeat the ban which would otherwise 
obtain on interlocking management or directors between such institutions 
which are not truly commonly owned."

The presumption contained in the proposed regulations met 
with widespread opposition, especially from banks located in "chain 
banking" states (e.g., Illinois), where many banks are commonly owned



by a large number of shareholders each owning less than 5 per cent of
the shares of the banks. In response to the comments, the agencies
have redrafted the provision. The issue, which was addressed in a provision
labeled "Common control" in the proposed regulations, is addressed in
the final regulations through a definition of the term "affiliate."

Under the definition of the term "affiliate" in the final 
regulations, two organizations will not qualify as affiliates under 
section 202(3)(B) of the Interlocks Act if it is determined that the 
asserted affiliation was established to avoid the prohibitions of the 
Interlocks Act and does not represent a true commonality of interest 
between the depository organizations. If a person, including members 
of his or her immediate family, whose shares are necessary to create 
a group owning 50 per cent of the stock of both organizations, owns 
a nominal percentage of the shares of one of the organizations and that 
percentage is substantially disproportionate in relation to that person's 
ownership of shares in the other organization, the affiliation may be 
considered to have been created to avoid the prohibitions of the Interlocks 
Act. The term "immediate family" includes mother, father, child, grandchild, 
sister, brother, or any of their spouses, whether or not any of the 
shares is held in trust. What constitutes a nominal percentage will 
vary from case to case. For example, a 2 per cent holding in a large, 
widely held organization may not be nominal whereas the same percentage 
may be nominal with respect to a different organization. If a person's 
holdings in two organizations are disproportionate, a sham affiliation 
will not be found unless the percentage held in one organization is 
nominal. Two organizations are affiliated, for example, if 26 stockholders 
each own 2 per cent of the stock of each organization. Although each 
person may hold only a nominal number of shares, the disproportionality 
test has not been met. Two organizations might not be considered to 
be affiliated, however, where for example the common ownership group 
includes a person who holds 2 per cent of the shares of one of the organizations 
and 16 per cent of the shares of the other organization, assuming of 
course that the 2 per cent holding in this instance is nominal.

3. Application to foreign banks. The proposed regulations 
did not attempt to interpret the application of the Interlocks Act to 
interlocking relationships involving foreign banks or branches or agencies 
of foreign banks located in the United States. Comment was specifically 
requested on the impact of the Interlocks Act upon such relationships.

The Interlocks Act could be read to prohibit certain interlocking 
relationships between two foreign banks having subsidiary banks or branches 
or agencies located in the United States, as well as certain interlocking 
relationships between a foreign bank and a domestic bank. The agencies 
have defined the terms "depository holding company," "depository institution,"



and "office" so as not to affect such interlocks by defining such terras 
with reference to location in the United States. For example, a director 
of a German bank that has a subsidiary bank located in New York City 
may serve as a director of a Swiss bank that has a branch located in
New York City. Further, the director of the German bank may serve as
a director of a United States bank.

Hie Interlocks Act could also be read to prohibit certain 
interlocking relationships between a United States branch or agency 
of two foreign banks, as well as certain interlocking relationships 
between a United States branch or agency of a foreign bank and a domestic 
bank. The term "depository institution" has been defined to include 
a United States branch or agency of a foreign commercial bank. Therefore, 
the final regulations prohibit interlocks between United States branches 
of two foreign banks located in the same city, or between a United States 
branch of a foreign bank and a domestic bank located in the same city,
or between such entities located in the same SMSA if one of the entities
has total assets of $20 million or more, or between such entities wherever 
located in the United States if the total assets of one exceed $500 
million and the total assets of the other exceed $1 billion. For example, 
a manager of a San Francisco branch of a Japanese bank may not serve 
as a management official of a San Francisco branch of an Israeli bank 
or of a domestic bank. With respect to such prohibitions, the agencies 
have defined "total assets" of a United States branch or agency of a 
foreign bank to mean total assets of such branch or agency itself exclusive 
of the assets of the other offices of the foreign commercial bank.

The term "management official" has been defined so as not 
to include a management official of a foreign commercial bank whose 
management functions relate principally to the business of that organization 
outside of the United States. Therefore, such person is not a management 
official of a United States branch or agency of a foreign commercial 
bank.

■Hie comments on the proposed regulations generally support 
this approach. The agencies believe that foreign commercial banks competing 
in the United States should be subject to the Interlocks Act to the 
general extent of their activities in the United States.

4. Definition of "management official". The term "management 
official" is defined in section 202(4) of the Interlocks Act to mean 
an employee or officer with management functions, a director (including 
an advisory or honorary director), a trustee of a business organization 
under control of trustees, or any person who has a representative or 
nominee serving in any such capacity.

Hie proposed regulations did not attempt to expand or further 
clarify the definition of "management official." However, as a result 
of comments received, the agencies have decided to include a definition 
of "management official" in the final regulations.



Several comments suggested that only those directors, officers 
or employees who determine major policy for a depository organization 
should be "management officials." Other comments recommended that all 
advisory and honorary directors, or, in the alternative, advisory or 
honorary directors who do not vote, be excluded from the definition 
of "management official." The agencies have decided not to adopt these 
recommendations. To limit in such a manner the scope of the term "management 
official" to high level policymakers or to voting directors would contravene 
the purpose of the Interlocks Act.

Several comments noted that the term "management official" 
might be construed to include managers of nondepository affiliates of 
depository organizations even though the affiliate does not in fact 
compete with any nonaffiliated depository organization. For example, 
the local manager of a retail merchandising or manufacturing company 
might be precluded from serving as a director of a local bank because 
the company is a subsidiary of a diversified savings and loan holding 
company. The agencies do not believe that this is an intended result 
of the Interlocks Act, and have therefore clarified that definition 
of management official to exclude a person whose management functions 
relate exclusively to the business of retail merchandising or manufacturing. 
Comment is requested on whether a person whose management functions 
with a nondepository affiliate relate exclusively to nonfinancial business 
activities other than retail merchandising or manufacturing should be 
excluded by regulation from the definition of "management official."

In the proposed amendments to the final regulations published 
in today's Federal Register, the agencies have addressed the issue of 
who is a "management official" because he has a "representative or nominee" 
serving as a management official.

5. Definition of "office". The prohibitions of the Interlocks 
Act depend on the location of the offices of depository organizations.
The agencies have decided to retain the definition of the term "office" 
as set forth in the proposed regulations which defined the term to include 
principal offices and branches, but excluded electronic terminals.
The comments on this definition were generally favorable. The regulations 
as proposed did not address the status of loan production offices ("LPO's") 
as branches and therefore "offices" under the Interlocks Act. Recently, 
the U.S. District Court for the District of Columbia ruled that LPO's 
are branches under the McFadden Act (12 U.S.C. § 36), finding that such 
offices of national banks disrupt competitive equality between the State 
and national banking systems. The agencies believe that the definition 
of the term "branch" under the McFadden Act should not be determinative 
of the definition of the term "branch" under the Interlocks Act since 
the two acts have different purposes. Because LPO's generally solicit 
wholesale loans and do not compete with small banks for retail business,



the agencies have excluded LPO's from the definition of the term "office."
The agencies have likewise excluded representative offices of foreign 
banks from the definition of the term "office" since such offices generally 
perform the same services for foreign banks as LPO's do for domestic 
banks.

6. Definition of "total assets". The total assets of depository 
organizations is relevant to the application of the prohibitions of
the Interlocks Act. The agencies have defined the term "total assets" 
to mean total consolidated assets. Under this definition, the total 
assets of a depository holding company include the total assets of its 
depository institution affiliates for the purposes of section 203 of 
the Interlocks Act, and include the total assets of all of its affiliates
for the purposes of section 204 of the Interlocks Act.

7. General prohibitions. The agencies have stated the general 
prohibitions of the Interlocks Act in the final regulations. The statement 
of the general prohibitions narrows the coverage of the Interlocks Act 
with regard only to depository holding companies having total assets
of $20 million or less. If the agencies had not so narrowed the coverage
of the Interlocks Act, then the act would prohibit, for example, BHC A
with total assets of $5 million located in a city in an SMSA from interlocking 
with Bank B with total assets of less than $20 million located in another 
city in the same SMSA.

It is important to note that the location and size of certain 
affiliates of depository organizations may determine whether two depository 
organizations may interlock without violating the Interlocks Act. Examples 
of the effect of the general prohibitions follow.

Community

Example 1. If Bank A is located in the same city as S&L B,
then the same person cannot serve as a management official of Bank A
and S&L B.

Example 2. If Bank A has a depository institution affiliate
located in the same city as a depository institution affiliate of S&L B,
then the same person cannot serve as a management official of Bank A
and S&L B.

Example 3. If Bank A is located in the same city as a depository
institution affiliate of S&L B, then the same person cannot serve as
a management official of Bank A and S&L B.

SMSA

Example 1. If Bank A, with total assets of $20 million or 
more, is located in the same SMSA as Bank B, then, regardless of the 
assets of Bank B, the same person cannot serve as a management official 
of Bank A and Bank B.
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Example 2. If Bank A, regardless of its total assets, has 

an affiliate Bank AA with total assets of $20 million or more located 
in an SMSA, and Bank B, regardless of its total assets, has an affiliate 
Bank BB located in the same SMSA as Bank AA, then, regardless of the 
total assets of Bank BB, the same person cannot serve as a management 
official of Bank A and Bank B.

Example 3. If Bank A, with total assets of $20 million or 
more, is located in the same SMSA as a depository institution affiliate 
of Bank B, then the same person cannot serve as a management official 
of Bank A and Bank B.

Major Assets

Example 1. If Bank A has total assets exceeding $500 million 
and Bank B has total assets exceeding $1 billion, then the same person 
cannot serve as a management official of Bank A and Bank B.

Example 2. If Bank A has an affiliate Bank AA with total assets 
exceeding $500 million and Bank B has total assets exceeding $1 billion, 
then the same person cannot serve as a management official of Bank A 
and Bank B.

Example 3. If Bank A has an affiliate Bank AA with total 
assets exceeding $500 million and Bank B has an affiliate Bank BB with 
total assets exceeding $1 billion, then the same person cannot serve 
as a management official of Bank A and Bank B.

Example 4. If a nondepository corporation has an affiliate 
bank holding company (BHC A) with total assets exceeding $500 million 
and another bank holding company (BHC B) has total assets exceeding 
$1 billion, then the same person cannot serve as a management official 
of the nondepository corporation and BHC B or any affiliate of BHC B.

8. Interlocking relationships permitted by statute. The 
final regulations add a new subsection under this heading. The first 
subsection lists six types of organizations that are not subject to 
the prohibitions contained in sections 203 and 204 of the Interlocks 
Act; these exceptions are created by section 205 of the Interlocks Act 
and their inclusion in the final regulations is merely for the purpose 
of making the regulations more comprehensive. The bankers' bank exception 
makes clear that a bankers' bank must have been organized solely, rather 
than merely specifically, for the purpose of serving depository institutions 
or solely for the purpose of providing clearing services and services 
related thereto for depository institutions, securities companies, or 
both.

A
-8-



9. Interlocking relationships permitted by agency order.
The proposed regulations set forth exceptions to the prohibitions contained 
in the Interlocks Act. These exceptions are for organizations located 
in low-income areas and for minority and women's organizations, newly- 
chartered organizations, organizations facing conditions endangering 
safety or soundness, and organizations sponsoring credit unions.

Hie agencies received comments addressing both the issues 
of the general desirability of exceptions and the need for particular 
exceptions. A slightly greater number of comments favored the exceptions 
as a general matter than those that opposed the exceptions. Comments 
generally supported the exception for newly-chartered organizations, 
and comments concerning the low-income/minority/women's organization 
exceptions were about evenly divided. A number of comments suggested 
that the agencies grant extensions of the permitted time period for 
the newly-chartered and low-income/minority/women's organization exceptions.
The agencies have decided to retain the exceptions as proposed. No 
exception will be granted by the appropriate agency or agencies unless 
the need for an interlocking relationship has been demonstrated.

The agencies believe that the low income/minority/women's 
organization exceptions and the exception for newly-chartered organizations 
are necessary for the promotion of competition over the long term and 
serve to encourage the development and preservation of these depository 
organizations, thereby contributing to the convenience and needs of 
the public and the well-being of the financial community. In particular, 
the agencies believe that the exceptions for minority and women's organizations 
do not create an unfair advantage but recognize that less managerial 
expertise is available to such organizations because certain minority 
groups and women have historically been underrepresented at various 
levels of the banking industry.

Despite comments which suggested providing extensions on the 
permitted time period for newly-chartered and low-income/minority/women's 
organization interlocks, the agencies believe that such extensions are 
inappropriate and have therefore not amended the time periods as suggested. 
Granting such extensions could diminish the opportunity for independent 
decision-making at the termination of such interlock.

A few comments addressed the exception for organizations facing 
conditions endangering safety or soundness. A comment suggested that 
a mechanism be provided for monitoring such organizations by the appropriate 
agency. Because the exception requires that the appropriate agency 
or agencies first make a determination that the interlock is necessary 
to provide management or operating expertise and because an organization 
that is experiencing difficulties will already be subject to close agency 
supervision, no changes have been made to the proposed exception in 
the final regulations.
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An exception for organizations sponsoring a credit union has 
also been retained as proposed. The exception is based on the recognition 
that some depository organizations sponsor credit unions as a benefit 
for their employees. As is the case with all credit unions, the directors 
must be elected from the pool of persons who are within the field of 
membership. Since the field of membership in these cases will be the 
employees of the sponsoring organization, this exception is necessary 
to provide the credit union full access to qualified management personnel. 
Because the credit union is not permitted to provide services to the 
general public, the chances for potentially anticompetitive collusion 
between the sponsoring organization and its credit union are minimal.
In fact, these two organizations do not compete with one another and 
the exception was created in recognition of this fact.

A number of comments suggested additional exceptions to those 
originally proposed. Most of these comments suggested that certain 
types of corporations (such as bank service corporations and corporations 
formed to engage in loan workouts or electronic funds terminal sharing) 
be exempted from the prohibitions. The agencies feel that exceptions 
of this type are unnecessary as the prohibitions in section 203 of the 
Interlocks Act (regarding the smaller depository organizations) apply 
only to depository institutions, depository holding companies, and depository 
institution affiliates of either. A comment was received that suggested 
a blanket exception that would permit organizations that do not compete 
to interlock. Although the agencies might by regulation permit certain 
organizations that do not compete to interlock, the agencies believe 
that such a blanket exception would be inappropriate.

A few comments requested exceptions for organizations located 
in rural areas or small organizations, and a comment suggested permitting 
interlocks at the director level while prohibiting other management 
official interlocks. Such exceptions would conflict with the express 
intention of Congress and the purposes of the Interlocks Act.

10. Effect of the Interlocks Act on the Clayton Act. In 
the preamble to the proposed regulations published on February 1, 1979, 
the Federal Reserve Board stated that it would consider reconciling 
the provisions of the Interlocks Act and the first three paragraphs 
of section 8 of the Clayton Act (15 U.S.C. § 19). Those provisions 
of the Clayton Act generally prohibit employee and director interlocks 
between member banks and other commercial banks. The legal issues have 
been thoroughly explored and presented to the Federal Reserve Board.
The Federal Reserve Board has concluded that the provisions of the first 
three paragraphs of section 8 of the Clayton Act have been supplanted 
by the revised and more comprehensive prohibitions on management official 
interlocks between depository organizations in the Interlocks Act.
The final regulations of the Federal Reserve Board reflect this conclusion.
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11. Enforcement of Interlocks Act. The final regulations 
state that the Federal Reserve Board administers and enforces the Interlocks 
Act with respect to State member banks, bank holding companies, and 
their affiliates; the Comptroller of the Currency with respect to national 
banks, banks located in the District of Columbia, and their affiliates; 
the Board of Directors of the Federal Deposit Insurance Corporation 
with respect to insured State nonmember banks and their affiliates; 
the Federal Horae Loan Bank Board with respect to institutions insured 
by the Federal Savings and Loan Insurance Corporation, savings and loan 
holding companies, and their affiliates; and the National Credit Union 
Administration with respect to Federally-insured credit anions. If 
an affiliate is primarily subject to the regulation of one of these 
agencies, such agency will administer and enforce the Interlocks Act 
with respect to that affiliate. Each agency may refer the case of a 
prohibited interlocking relationship involving a depository organization 
or its affiliate subject to its primary jurisdiction, regardless of 
the nature of any other organization involved in the prohibited relationship, 
to the Attorney General of the United States to enforce compliance with 
the Interlocks Act and regulations issued thereunder.

Accordingly, the Board of Governors of the Federal Reserve 
System, the Comptroller of the Currency, the Federal Deposit Insurance 
Corporation, the Federal Home Loan Bank Board, and the National Credit 
Union Administration amend 12 C.F.R. by revising Part 212, and by adding 
Parts 26, 348, 563f, and 711, respectively, to read as follows:
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TITLE 12— BANKS AND BANKING
CHAPTER II— FEDERAL RESERVE SYSTEM

SUBCHAPTER A— BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM
[REGULATION L— DOCKET NO. R-0198]

PART 212— MANAGEMENT OFFICIAL INTERLOCKS

Sec.
212.1 Authority, Purpose, and Scope
212.2 Definitions
212.3 General Prohibitions
212.4 Permitted Interlocking Relationships
212.5 [Reserved]
212.6 [Reserved]
212.7 Effect of Interlocks Act on Clayton Act
212.8 Enforcement

SECTION 212.1— AUTHORITY, PURPOSE, AND SCOPE

(a) Authority. This Part is issued under the provisions 
of the Depository Institution Management Interlocks Act ("Interlocks 
Act") (12 U.S.C. 3201 et seq.).

(b) Purpose and scope. The general purpose of the Interlocks
Act and this Part is to foster competition by generally prohibiting 
a management official of a depository institution or depository holding 
company from also serving as a management official of another depository 
institution or depository holding company if the two organizations (1) 
are not affiliated and (2) are very large or are located in the same 
local area. This Part applies to management officials of State member 
banks, bank holding companies, and their affiliates.

For the purpose of this Part, the following definitions apply:

(a) "Adjacent cities, towns, or villages" means cities, towns
or villages whose borders are within ten miles of each other at their 
closest points. The property line of an office located in an unincorporated 
city, town, or village is regarded as the boundary line of that city, 
town, or village for the purpose of this definition.

(b) "Affiliate" has the meaning given in section 202 of the
Interlocks Act. For the purpose of section 202(3)(B) of the Interlocks 
Act, an affiliate relationship based on common ownership does not exist 
if the appropriate Federal supervisory agency or agencies determine, 
after giving the affected persons the opportunity to respond, that the 
asserted affiliation appears to have been established in order to avoid

SECTION 212.2— DEFINITIONS



the prohibitions of the Interlocks Act and does not represent a true 
commonality of interest between the depository organizations. In making 
this determination, the agencies will consider, among other things, 
whether a person, including members of his or her immediate family, 
whose shares are necessary to constitute the group owns a nominal percentage 
of the shares of one of the organizations and the percentage is substantially 
disproportionate with that person's ownership of shares in the other 
organization. "Immediate family" includes mother, father, child, grandchild, 
sister, brother, or any of their spouses, whether or not any of their 
shares are held in trust.

(c) "Community" means city, town, or village, or contiguous 
or adjacent cities, towns, or villages.

(d) "Contiguous cities, towns, or villages" means cities, 
towns, or villages whose borders actually touch each other.

(e) "Depository holding company" means a bank holding company
or a savings and loan holding company (as more fully defined in section 202 
of the Interlocks Act) having its principal office located in the United 
States.

(f) "Depository institution" means a commercial bank (including 
a private bank), a savings bank, a trust company, a savings and loan 
association, a homestead association, a cooperative bank, an industrial 
bank, or a credit union, having a principal office located in the United 
States. A United States office, including a branch or agency, of a 
foreign commercial bank is a "depository institution."

(g) "Depository organization" means a depository institution 
or a depository holding company.

(h) "Management official" means an employee or officer with 
management functions (including a branch manager), a director (including 
an advisory director or honorary director), a trustee of a business 
organization under the control of trustees (e.g., a mutual savings bank), 
or any person who has a representative or nominee serving in any such 
capacity. "Management official" does not mean a person whose management 
functions relate exclusively to the business of retail merchandising
or manufacturing, or a person whose management functions relate principally 
to the business outside of the United States of a foreign commercial 
bank. "Management official" does not include persons described in the 
provisos of section 202(4) of the Interlocks Act.

(i) "Office" means a principal office or a branch office 
located in the United States, but does not include a representative 
office of a foreign commercial bank, an electronic terminal, or a loan 
production office.



(j) [RESERVED]

(k) [RESERVED]

(1) "Total assets" means assets measured on a consolidated 
basis as of the close of the organization's last fiscal year. The total 
assets of a depository holding company include the total assets of its 
depository institution affiliates for the purposes of section 212.3(b) 
of this Part, and include the total assets of all of its affiliates 
for purposes of section 212.3(c) of this Part. Total assets of a United 
States branch or agency of a foreign commercial bank means total assets 
of such branch or agency itself exclusive of the assets of the other
offices of the foreign commercial bank.

(m) "United States" means any State of the United States,
the District of Columbia, any territory of the United States, Puerto
Rico, Guam, American Samoa, or the Virgin Islands.

SECTION 212.3— GENERAL PROHIBITIONS

(a) Community. A management official of a depository organization
may not serve at the same time as a management official of another depository
organization not affiliated with it if: (1) offices of both are located
in the same community; (2) offices of depository institution affiliates
of both are located in the same community; or (3) an office of one of
the depository organizations is located in the same community as an 
office of a depository institution affiliate of the other.

(b) SMSA. A management official of a depository organization
may not serve at the same time as a management official of another depository
organization not affiliated with it if: (1) offices of both are located
in the same Standard Metropolitan Statistical Area ("SMSA") and either 
has total assets of $20 million or more; (2) offices of depository institution 
affiliates of both are located in the same SMSA and either of the depository
institution affiliates has total assets of $20 million or more; or (3)
an office of one of the depository organizations is located in the same 
SMSA as an office of a depository institution affiliate of the other 
and either the depository organization or the depository institution 
affiliate has total assets of $20 million or more.

(c) Major Assets. Without regard to location, a management 
official of a depository organization with total assets exceeding $1 
billion or a management official of any affiliate of the greater than 
$1 billion depository organization may not serve at the same time as
a management official of a nonaffiliated depository organization with 
total assets exceeding $500 million or a management official of any 
affiliate of the greater than $500 million depository organization.



SECTION 212.4— PERMITTED INTERLOCKING RELATIONSHIPS

(a) Interlocking relationships permitted by statute. The 
prohibitions of section 212.3 do not apply in the case of any one or 
more of the following organizations or their subsidiaries:

(1) a depository organization that does not do business 
within the United States except as an incident to its activities outside 
the United States;

(2) a corporation operating under section 25 or 25(a)
of the Federal Reserve Act ("Edge Corporations" and "Agreement Corporations");

(3) a depository organization that has been placed formally 
in liquidation, or that is in the hands of a receiver, conservator,
or other official exercising a similar function;

(4) a credit union being served by a management official 
of another credit union;

(5) a State-chartered savings and loan guaranty corporation;
or

(6) a Federal Home Loan Bank or any other bank organized 
solely for the purpose of serving depository institutions (commonly 
referred to as "bankers' banks") or solely for the purpose of providing 
securities clearing services and services related thereto for depository 
institutions, securities companies, or both.

(b) Interlocking relationships permitted by Board order.
A management official of a State member bank, bank holding company,
or affiliate of either may apply for the Board's prior approval to enter 
into a relationship involving another depository organization that would 
otherwise be prohibited under section 212.3 of this Part, if the relationship 
falls within any of the classifications enumerated in this paragraph.
If the relationship involves a depository organization subject to the 
supervision of another Federal supervisory agency as specified in section 207 
of the Interlocks Act, the management official must also obtain the 
prior approval of that other agency.

(1) Organization in low income area; minority or women's 
organization. A management official of a State member bank, bank holding 
company, or affiliate of either may serve at the same time as a management 
official of a depository organization (i) located, or to be located, 
in a low income or other economically depressed area, or (ii) controlled 
or managed by persons who are members of minority groups or by women, 
subject to the following conditions: (A) The appropriate Federal supervisory
agency or agencies determine the relationship to be necessary to provide 
management or operating expertise to the other organization; (B) no 
interlocking relationship permitted by this paragraph shall continue 
for more than five years; and (C) other conditions in addition to or 
in lieu of the foregoing may be imposed by the appropriate Federal supervisory 
agency or agencies in any specific case.



(2) Newly-chartered organization. A management official
of a State member bank, bank holding company, or affiliate of either 
may serve at the same time as a management official of a newly-chartered 
depository organization, subject to the following conditions: (i) No
interlocking relationship permitted by this paragraph shall continue
for more than two years after the other organization commences business;
(ii) the appropriate Federal supervisory agency or agencies determine 
the relationship to be necessary to provide management or operating 
expertise to the other organization; and (iii) other conditions in addition
to or in lieu of the foregoing may be imposed by the appropriate Federal
supervisory agency or agencies in any specific case.

(3) Conditions endangering safety or soundness. A management
official of a State member bank, bank holding company, or affiliate
of either may serve at the same time as a management official of a depository 
organization that the primary Federal supervisory agency believes faces 
conditions endangering the organization's safety or soundness, subject 
to the following conditions: (i) The appropriate Federal supervisory
agency or agencies determine the relationship to be necessary to provide 
management or operating expertise to the other organization; and (ii) 
other conditions in addition to or in lieu of the foregoing may be imposed 
by the appropriate Federal supervisory agency or agencies in any specific 
case.

(4) Organization sponsoring credit union. A management 
official of a State member bank, bank holding company, or affiliate
of either may serve at the same time as a management official of a 
Federally-insured credit union that is sponsored by the State member 
bank, bank holding company, or affiliate of either primarily to serve 
employees of the organization.

SECTION 212.5 [RESERVED]

SECTION 212.6 [RESERVED]

SECTION 212.7— EFFECT OF INTERLOCKS ACT ON CLAYTON ACT

The Board of Governors of the Federal Reserve System regards 
the provisions of the first three paragraphs of section 8 of the Clayton 
Act (15 U.S.C. 19) to have been supplanted by the revised and more comprehensive 
prohibitions on management official interlocks between depository organizations 
in the Interlocks Act.

SECTION 212.8--ENFORCEMENT

The Board of Governors of the Federal Reserve System administers 
and enforces the Interlocks Act with respect to State member banks, 
bank holding companies, and their affiliates, and may refer the case 
of a prohibited interlocking relationship involving any such organization,
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•
regardless of the nature of any other organization involved in the prohibited 
relationship, to the Attorney General of the United States to enforce 
compliance with the Interlocks Act and this Part- If an affiliate of 
a State member bank or bank holding company is primarily subject to 
the regulation of another Federal supervisory agency, then the Board 
does not administer and enforce the Interlocks Act with respect to that 
affiliate.

Board of Governors of the Federal Reserve System, effective July 13, 1979.

(Signed) Theodore E. Allison

Theodore E. Allison 
Secretary of the Board

[SEA1]
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Resolution No. 79-382

MANAGEMENT OFFICIAL INTERLOCKS

Proposed Amendments to Existing Regulations

AGENCIES: Board of Governors of the Federal Reserve System, Comptroller
of the Currency, Federal Deposit Insurance Corporation, Federal Home 
Loan Bank Board, and National Credit Union Administration.

ACTION: Proposed amendments to existing regulations.

SUMMARY: These proposals, if adopted, would amend the regulations issued
under the Depository Institution Management Interlocks Act (Title II 
of the Financial Institutions Regulatory and Interest Rate Control Act 
of 1978) (the "Interlocks Act"). The proposals are issued under the 
Interlocks Act which prohibits certain management official interlocks 
between depository institutions, depository holding companies, and their 
affiliates. Interested persons are invited to submit written data, 
views or arguments regarding the proposed amendments for a period of 
60 days.

DATE: Comments must be received by [60 days from the date of publication].

ADDRESS: Please send your comments to the Office of the Secretary of
the Federal Home Loan Bank Board, 1700 G Street, N.W., Washington, D.C. 
20552. All material submitted should refer to Federal Home Loan Bank 
Board Resolution No. 79-382. All comments received will be made available 
for public inspection.

FOR FURTHER INFORMATION CONTACT: Bronwen Mason (202) 452-3564, or John
Walker (202) 452-2418, Board of Governors of the Federal Reserve System; 
Gwenn Hibbs (202) 447-1880, Office of the Comptroller of the Currency;
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Pamela LeCren (202) 389-4453, Federal Deposit Insurance Corporation;
Kathleen Topelius (202) 377-6444, Federal Home Loan Bank Board; Ross 
Kendall (202) 632-4870, National Credit Onion Adminsitration.

SUPPLEMENTARY INFORMATION: She Depository Institution Management Interlocks
Act was enacted as Title II of the Financial Institutions Regulatory 
and Interest Rate Control Act of 1978 (Pub. L. 95-630, 12 U.S.C. § 3201 
et seq.). The general purpose of the Interlocks Act, and the final 
regulations issued thereunder, is to foster competition among depository 
institutions, depository holding companies, and their affiliates. On 
February 1, 1979, the agencies published proposed regulations (44 Fed.
Reg. 6421) under the Interlocks Act. Final regulations issued under 
the Interlocks Act have been published in today's Federal Register and 
are effective immediately. These amendments to the final regulations 
are being proposed in order to clarify certain issues not specifically 
addressed in the final regulations. The amendments, if adopted, would 
define the term "representative or nominee" and would add provisions 
to the final regulations regarding grandfather rights and changes in 
circumstances. Additionally, comment is being requested on the issue 
of whether a corporation is a management official for purposes of the 
Interlocks Act, and if so, under what circumstances.

1. Grandfathered interlocks. Section 206 of the Interlocks 
Act provides grandfather rights to certain persons. The proposed amendments 
state who is eligible for grandfather rights, i.e., any person whose 
service as a management official of a depository organization began 
prior to November 10, 1978, which service was not immediately prior 
to that date in violation of section 8 of the Clayton Act (15 U.S.C.
§ 19), may continue to serve in such capacity with the depository organization 
until November 10, 1988.

The proposed amendments provide that a person whose service 
as a management official of a depository institution and a nonaffiliated 
depository organization is grandfathered may not serve as a management 
official of an organization that after November 9, 1978, becomes a depository 
holding company as a result of acquiring shares of the depository institution. 
For example, if the service of a director of Bank A and S&L B in a city 
is grandfathered, that director may not serve as a director of a new 
bank holding company (BHC A) that, after November 9, 1978, becomes a 
bank holding company as a result of acquiring Bank A unless the person 
terminates the interlocking relationship between Bank A and S&L B.
If the director decides to continue the interlocking relationship between 
Bank A and S&L B, it should be noted that the director may not have 
a representative or nominee serving as a management official of BHC A.
The Federal Reserve Board has taken this position on several occasions.
See, e.g., Commercial Bankshares, Inc., 64 Fed. Res. Bull. 883, 884 
n.4 (1978).



2. Change in circumstances. Where a change in circumstances 
causes a particular interlocking relationship between two depository 
organizations to become prohibited under the Interlocks Act, section 206 
provides that the agencies may allow the relationship to continue for 
a period of time not exceeding 15 months from the date on which the 
relationship became prohibited. Under the proposed amendments to the 
regulations, certain changes in circumstances after March 9, 1979, would 
defeat grandfather rights and cause interlocking service to become prohibited 
before November 10, 1988. The proposed amendments enumerate certain 
events that constitute changes in circumstances, and in each case provide 
a period of time within which the prohibited interlocking service must 
be terminated.

Generally, the changes in circumstances that defeat grandfather 
rights are those of a "voluntary" nature. Those changes in circumstances 
that would defeat grandfather rights are: (1) a significant increase
in management responsibilities by a change in position; (2) certain 
mergers, acquisitions, or consolidations; and (3) the establishment 
of certain branches.

Mergers, acquisitions, or consolidations will defeat grandfather 
rights in those cases in which immediately prior to the merger, acquisition, 
or consolidation, one of the depository organizations was either (a) 
an organization for which the person could not have served as a management 
official or (b) an organization that had a depository institution affiliate 
for which the person could not have served as a management official.
For example, if a person's service as a director of Bank A and Bank B, 
both having total assets of less than $20 million and located in the 
same city, is grandfathered, and after March 9, 1979, Bank A is merged 
into, acquired by, or consolidated with Bank C, having total assets 
of less than $20 million and located in another city, then the person's 
grandfather rights would not be defeated. However, if Bank C was located 
in the same city as Bank A and Bank B, then the person's grandfather 
rights would be defeated. If Bank A were acquired after March 9, 1979, 
by a bank holding company (BHC A), having total assets of less than 
$20 million and located in another city, that had no subsidiary bank 
located in the same city as Bank A and Bank B, then the person's grandfather 
rights would not be defeated. However, if BHC A had a subsidiary bank 
located in the same city as Bank A and Bank B, then the person's grandfather 
rights would be defeated. If a person's service as a director of Bank A 
located in one city and a bank holding company (BHC B) located in another 
city is grandfathered, and BHC B does not have a subsidiary bank located 
in the same city as Bank A but acquires such a subsidiary bank after 
March 9, 1979, then the person's grandfather rights would be defeated.

Newly established branches will defeat grandfather rights 
in those cases in which one of the depository organizations involved 
in the grandfathered interlocking relationship, or its depository institution



affiliate, establishes an office in the same city as the other depository 
organization, or its depository institution affiliate, where no such 
office existed previously, or both depository organizations, or their 
depository institution affiliates, establish an office in a city or 
SMSA where neither previously had an office. For example, if a person's 
service as a director of Bank A and Bank B located in different cities 
in the same SMSA is grandfathered, and Bank A establishes its first
branch in a city where Bank B already has a branch or its main office,
then the person's grandfathered rights would be defeated. If Bank A 
and Bank B both establish their first branches in the same city, or 
the depository institution affiliates of Bank A and Bank B both establish 
their first branches in the same city, then the person's grandfather
rights would be defeated. However, if Bank A and Bank B have a branch
located in the same city, then the banks may establish additional branches 
in that city without defeating the person's grandfather rights. If 
Bank A establishes its first branch in a city where Bank B has no branch 
but where a depository institution affiliate of Bank B has a branch, 
then the person's grandfather rights would be defeated.

The proposed amendments provide that when an event occurs 
that would defeat grandfather rights, the interlocking relationship 
may continue through the date of the next regularly scheduled annual 
meeting of shareholders of either of the depository organizations involved, 
whichever is later. A person whose grandfathered service as a management 
official of two depository organizations becomes prohibited by a change 
in circumstances may terminate the prohibited service with one of the 
depository organizations simply by not being reelected or reappointed 
as a management official of that depository organization. Allowing 
this time period within which to terminate interlocks that become prohibited 
should lessen the disruptive effects of management changes to the organizations 
involved. The person may request the appropriate agency or agencies 
to grant an additional extension of time to continue the interlocking 
relationship, but in no case may an interlocking relationship continue 
for more than 15 months after a change in circumstance occurs that makes 
the relationship prohibited.

With respect to nongrandfathered interlocking relationships, 
certain events— whether voluntary or involuntary— may cause an interlocking 
relationship to become prohibited under the Interlocks Act. The proposed 
amendments provide that relationships that become subject to the prohibitions 
of the Interlocks Act as a result of certain "involuntary" changes in 
circumstances defined in the proposed amendments (changes in boundaries 
of a city, town, or village, or an SMSA, or natural growth in asset 
size of a depository organization) normally will be entitled to a 15- 
month period to comply with the act. The agencies view such changes 
in circumstances as being largely beyond the control of the depository 
organizations, and therefore "involuntary."



The proposed amendments provide that relationships that become 
subject to the prohibitions of the Interlocks Act as a result of certain 
"voluntary" changes in circumstances defined in the proposed amendments 
(mergers, acquisitions, consolidations, and the establishment of branches) 
normally will be entitled to continue through the date of the next regularly 
scheduled annual meeting of shareholders of either of the depository 
organizations involved, whichever is later. The appropriate agency 
or agencies may be requested to grant an additional extension of time 
to continue the interlocking relationship, but in no case may an interlocking 
relationship continue for more than 15 months after a change in circumstances 
occurs that makes the relationship prohibited.

3. Definition of Representative or Nominee. Section 202(4) 
of the Interlocks Act defines the term "management official" to include 
any person who has a "representative or nominee" serving as an employee 
or officer with management functions or a director. Thus, a person 
may be regarded as a management official of a depository organization 
without actually serving as a management official of the organization.
The proposed amendments define the term "representative or nominee"
to mean a person who serves as a management official under an express 
or implied duty to act on behalf of another person with respect to management 
responsibilities. The agencies will make the determination of whether 
a person is a representative or nominee of another person based on all 
the facts in a particular case. Under the proposed amendments, certain 
relationships, including family, employment, or agency relationships, 
normally will be considered sufficient to establish the existence of 
an express or implied duty. The agencies believe that the ability of 
a shareholder of an organization to elect a director and the exercise 
of that ability would not necessarily make the elected director the 
representative or nominee of the shareholder. If the director has some 
relationship with the shareholder with regard to the director's management 
responsibilities, the director would be considered the shareholder's 
representative. Finally, if a person who is entitled to a position 
on the board of an organization asks another person to serve in that 
position, that other person would be considered a "representative or 
nominee." This situation might arise where a person entitled to serve 
on the board of an organization is prohibited from serving by statute 
or by a cease-and-desist agreement.

4. Representative or nominee of a nondepository corporation 
or business. As stated above, section 202(4) of the Interlocks Act 
defines the term "management official" to include "any person" who has
a representative or nominee serving as an employee or officer with management 
functions or a director. Inasmuch as the term "any person" in section 202(4) 
could include corporations and other businesses, the agencies are considering 
whether to define the term "person" for purposes of the Interlocks Act 
so as to exclude corporations or other businesses. If the term "any



person" applies to corporations, then a nondepository corporation that 
has one officer serving as a director of one depository organization 
and another officer serving as a director of another depository organization 
could be considered to have a representative or nominee serving as a 
management official of the two depository organizations. Accordingly, 
the nondepository corporation would be a management official under the 
Interlocks Act, and, for example, would be prohibited from having one 
officer serve as a director of one depository organization with total 
assets exceeding $1 billion and another officer serve as a director 
of another depository organization with total assets exceeding $500 
million. Likewise, the nondepository corporation would be prohibited 
from having one officer serve as a director of one depository organization 
in a city and another officer serve as a director of another depository 
organization in the same city. The agencies are considering three alternatives 
regarding this issue:

1. Define the term "any person" to mean only natural 
persons;

2. define the term to mean corporations, other 
businesses, and natural persons; or

3. define the term to mean corporations, other 
businesses, and natural persons, and in the 
case of corporations or other businesses to 
limit the applicability to those circumstances 
where an individual acts in a demonstrably 
representative manner on behalf of the corporate 
or business principal.

The agencies request comment on these and other alternatives.

Accordingly, the Board of Governors of the Federal Reserve 
System, the Comptroller of the Currency, the Federal Deposit Insurance 
Corporation, the Federal Home Loan Bank Board, and the National Credit 
Union Administration propose to amend 12 C.F.R. by amending Parts 212,
26, 348, 563f, and 711, respectively, to add new provisions to read 
as follows:



FEDERAL RESERVE SYSTEM
[12 C.F.R. Part 212]

[REGULATION L]

PART 212-MANAGEMENT OFFICIAL INTERLOCKS

1. Paragraph (k) of section 212.2 is added to read as follows:

SECTION 212.2— DEFINITIONS 
* * * * *

(k) "Representative or nominee" means a person who serves 
as a management official and has an express or implied duty to act on 
behalf of another person with respect to management responsibilities.
Whether a person is a "representative or nominee" depends upon the facts 
in individual cases. Certain relationships, including family, employment, 
or agency relationships, are normally considered sufficient to establish 
the existence of such an express or implied duty. The ability of a 
shareholder of a company to elect a director and the exercise of this 
ability does not make the director the representative or nominee of 
the shareholder on the basis of these facts alone. However, if the 
director has some relationship with the shareholder, for example, a 
duty arising from an agreement or understanding between the shareholder 
and the director with regard to the director's management responsibilities, 
the director is the "representative" of the shareholder. If a person 
is entitled to a position on the board of directors and that person 
asks another to serve in that position, that other person is considered 
a "representative or nominee."

* * * * *

2. Section 212.5 is added to read as follows:

SECTION 212.5— GRANDFATHERED INTERLOCKING RELATIONSHIPS

(a) A person whose service in a position as a management 
official of a depository organization began prior to November 10, 1978, 
and was not immediately prior to that date in violation of section 8 
of the Clayton Act (15 U.S.C. 19) is not prohibited from continuing
to serve in that position until November 10, 1988, except as provided 
in section 212.6(a) of this Part.

(b) A person who may serve under paragraph (a) of this section 
until November 10, 1988, as a management official of a depository institution 
and a nonaffiliated depository organization, may not serve as a management 
official of an organization that after November 9, 1978, becomes a depository 
holding company as a result of acquiring shares of the depository institution 
unless the person terminates the interlocking relationship between the 
depository institution and the nonaffiliated depository organization.



3. Section 212.6 is added to read as follows:

SECTION 212.6—  CHANGE IN CIRCUMSTANCES

(a)(1) If a person's service as a management official is 
grandfathered under section 212.5 of this Part, the person must terminate 
such service only if any of the following events occur after March 9,
1979:

(1) In the case of either organization (or a successor organization 
resulting from acquisition, merger, or consolidation), the person’s 
management responsibilities have been significantly increased within
either organization (or its successor) by a change in such person's 
position;

(ii) one of the depository organizations involved in the 
interlocking relationship acquires or is acquired by, is merged into 
or with, or is consolidated with another depository organization that 
prior to the transaction (A) was a depository organization for which 
the person could not have served as a management official, or (B) had 
a depository institution affiliate for which the person could not have 
served as a management official; or

(iii) one of the depository organizations involved in the 
grandfathered interlocking relationship, or its depository institution 
affiliate, establishes an initial office in the same community as the 
other depository organization, or its depository institution affiliate, 
or both of the depository organizations, or their depository institution 
affiliates, establish an office in a community or SMSA where neither 
previously had an office.

(2) If a person’s grandfathered service becomes prohibited 
under paragraph (a)(1) of this section, the person may continue to serve 
as a management official of both organizations involved in the prohibited 
interlocking relationship through the date of the next regularly scheduled 
annual shareholders' meeting of either organization, whichever occurs 
later, unless the appropriate Federal supervisory agency or agencies
take affirmative action in an individual case to establish a shorter 
period. However, the person may request the appropriate agency or agencies 
to grant an additional extension of time to continue the interlocking 
relationship, but the prohibited interlocking relationship may not continue 
for more than 15 months from the date of the change in circumstances.

(b)(1) If a person's service as a management official is
not grandfathered under section 212.5 of this Part and becomes prohibited 
as a result of an increase in the asset size of an organization due 
to natural growth, or a change in SMSA, or community boundaries, or
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the designation of a new SMSA, the person has 15 months from the date 
of the change in circumstances to comply with this Part, unless the 
appropriate Federal supervisory agency or agencies take affirmative 
action in an individual case to establish a shorter period.

(2) If a person's service as a management official is not 
grandfathered under section 212.5 of this Part and becomes prohibited 
as a result of an acquisition, a merger, a consolidation, or the establishment 
of an office, the person may continue to serve as a management official 
of both organizations involved in the prohibited interlock through the 
date of the next regularly scheduled annual shareholders' meeting of 
either organization, whichever occurs later, unless the appropriate 
Federal supervisory agency or agencies take affirmative action in an 
individual case to establish a shorter period. However, the person 
may request the appropriate agency or agencies to grant an additional 
extension of time to continue the interlocking relationship, but the 
prohibited interlocking relationship may not continue for more than 
15 months from the date of the change in circumstances.

Board of Governors of the Federal Reserve System, effective July 13, 1979.
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(Signed) Theodore E. Allison

Theodore E. Allison 
Secretary of the Board
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