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BANK HOLDING COMPANIES

—Approval of Certain Bank Acquisitions Made Prior 
to June 22, 1971

—Proposed Amendment to Regulation Y on Determining 
Control of a Bank or Other Company

To All Commercial Banks in the
Second Federal Reserve District:

The Board of Governors of the Federal Reserve System has requested that we send you 
the following information:

The Board of Governors has expressed concern with the number of companies that 
have acquired banks in apparent ignorance of the requirements of the Bank Holding 
Company Act of 1956, as amended (12 U.S.C. 1841 et seq).

Essentially, the Act requires that a company obtain the prior approval of the Board 
for any transaction whereby the company (including corporations, partnerships, or 
business associations) will become a bank holding company by obtaining control of one 
bank, or, in the case of a company which already controls one bank, before it acquires 
ownership or control of more than 5 per cent of the voting shares of an additional bank. 
Holding companies are required to register with the Board by August 31, 1971 or 180 
days after becoming a holding company, whichever is later. The Act imposes certain 
limitations on the acquisition by bank holding companies of nonbanking assets.

The Act provides that a company has control over a bank or company if (1) the com
pany directly or indirectly or acting through one or more persons owns, controls, or has 
power to vote 25 per cent or more of any class of voting securities of a bank, or (2) the 
company controls in any manner the election of a majority of the directors or trustees 
of the bank or company, or (3) if the Board determines, after notice and opportunity for 
hearing, that the company directly or indirectly exercises a controlling influence over 
the management or policies of the bank.

Printed on the following pages is the text of a press release issued July 1 on a proposed 
amendment to the Board’ s Regulation Y (relating to bank holding companies) which deals with 
the question of control of a bank or other company, and the text of the proposed amendment. 
Comments thereon should be submitted by August 6 and may be sent to our Bank Applications 
Department.

Also printed on the following pages is the text of the Board’ s press release and Order 
of June 22, in which is stated the Board's policy with regard to violations of the Act occurring 
before that date in apparent ignorance of the law.

We would appreciate your furnishing a copy of this circular to any company that controls 
your bank, or, at such time as you become aware of the fact, to any company that intends to 
acquire control. Our Bank Applications Department would be happy to discuss further the 
requirements of the Act or any related problems.

Additional copies of this circular will be furnished upon request.

Alfred Hayes,
President.
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PRESS R E LE A SE , JU LY 1, 1971

The Board of Governors of the Federal Reserve System today proposed revisions of its 
Regulation Y, to define circumstances which may be found to constitute control of a bank, or 
other company, in the light of the 1970 Amendments to the Bank Holding Company Act.

The question of control by a company over a bank or other company was given added im 
portance by the 1970 Amendments. The 1956 Act placed under regulation only holding com
panies with two or more banks. The 1970 Amendments extended regulation to one bank holding 
companies and will require many such companies to divest themselves of certain holdings 
acquired while they were not subject to regulation.

In view of the increased importance of determinations by the Federal Reserve Board 
that a company controls a bank or other company, the Board proposes to establish a series 
of presumptions regarding control. These presumptions are pursuant to Sections 2 and 5 of 
the Act, and reflect the Board’s judgment based upon 15 years of administering the Bank 
Holding Company Act since 1956.

The Board’ s proposed regulation to establish the presumptions is attached. Interested 
parties are invited to make their views known to the Board by August 6, 1971.

The Board’ s proposals would amend Section 222.2 of the Board's Regulation Y, which 
concerns bank holding companies. The proposals reflect provisions of the original Act and of 
amendments to the Act in 1966 relating to control, previously embodied in Regulation Y, and 
they add regulatory provisions to implement the 1970 Amendments respecting control. If the 
proposals are adopted, the Act and Regulation Y would provide, on the subject of control:

1. Conclusive presumptions of control of a bank or other company exist where:

(a) A company directly or indirectly owns, controls or has the power to vote 25 per 
cent or more of any class of voting shares of another company or bank (as pro
vided in paragraph 2(a)(2)(A) of the Act).

(b) A company in any manner controls the election of a majority of the directors of a 
company or bank (as in paragraph 2(a) (2)(B) of the Act).

(c) Shares relevant to control are owned or controlled by any subsidiary of a bank 
holding company (as in paragraph 2(g)(1) of the Act).

(d) Shares relevant to control are held by trustees for the benefit of a company or of 
its shareholders, members or employees (as in paragraph 2(g)(2) of the Act).

(e) Under any agreement, by-law, article.of incorporation or otherwise, 25 per cent 
or more of the voting shares of one company are stapled or otherwise joined to at 
least 25 per cent of the voting shares of another company.

2. Rebuttable (overturnable) presumptions of control:

The Act (in paragraph 2(g)(3)) establishes a rebuttable presumption of control of a bank or 
other company where ownership of the shares was transferred after January 1, 1966 by a bank 
holding company—or, by a company that would be a bank holding company except for the trans
fer—in circumstances in which the recipient can be regarded as under the control of the 
company making the transfer.

In addition, the proposal would establish the following presumptions, which, unless re
butted by other evidence, may give rise to a determination of control in proceedings instituted 
by the Board in accordance with procedures described below:
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1. A company that owns at least 10 per cent of the voting shares of each of two banks is 
presumed to control both banks.

2. A company that controls at least 5 per cent of the voting shares of each of three or 
more banks is presumed to control all such banks.

3. A company that owns more than 5 per cent of the voting shares of a bank or other 
company is presumed to control that bank or other company if any of the following additional 
circumstances exist.

(a) The company has an interlock with the bank or other company through one or more 
directors, officers or employees with management functions.

<b) An individual (or immediate family member) who is (1) a director, officer or trustee 
of the company, or who (2) owns more than 25 per cent of the voting shares of the company, 
also owns shares in the bank, or other company and:

— his bank shares, plus those owned by the company, aggregate 25 per cent or more of 
the voting shares of the bank or other company, or

— his bank shares, plus shares in the bank owned by any other company of which the 
individual owns 25 per cent or more of the voting shares, aggregate 25 per cent or more of 
the voting shares of the bank, or other company.

4. A company that enters into an agreement restricting in any manner the rights of a 
shareholder of a bank or other company is presumed to control the shares involved, except 
that the presumption does not apply to agreements incident to bona fide loan transactions, or 
agreements restricting transfers temporarily while Board approval is being sought for the 
acquisition of the shares by the company.

5. A company, or any of its subsidiaries, which, by virtue of an agreement or under
standing, exercises significant influence over the overall operations or the management of a 
bank or other company is presumably in control.

6. Shares that may be obtained by immediate conversion of securities directly or in
directly owned by a company are presumably controlled by the company.

7. Where a bank is controlled by a partnership, and one of the partners is a partner in 
another partnership, all the partnerships involved are presumed to be under common control 
for the purposes of the Bank Holding Company Act.

The Board's proposal would establish the following procedure for determining control:

Where the Board believes a company exercises a controlling influence over the man
agement or policies of a bank or another company without having complied with the provisions 
of the Act, the Board will inform the company involved that it believes a control relationship 
exists, and will summarize its reasons for the finding.

The company must then indicate its willingness to terminate the control, comply with the 
Act, or show why it believes no control relationship exists. The company may request a hear
ing. Hearings will be held under the usual rules of evidence, and on the basis of the record 
established the Board will decide the issues and order such action as may be appropriate.

If no hearing is held where a preliminary determination of control is contested, the 
Board will decide the matter on the basis of the evidence available to it, and order such 
action as appears appropriate.
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(12 C F R  Part 222)
BANK HOLDING COMPANIES 

Control of a Bank or Other Company

Since its inception in 1956, the Bank 
Holding Company Act has contained con clu 
sive presum ptions that a com pany is a bank 
holding com pany if it d irectly  o r  indirectly  
con trols  25 p er cent o r  m ore o f the voting 
shares o f two o r  m ore banks o r  con trols  
in any m anner the election  o f a m ajority o f 
the d irectors  o f two or  m ore banks. In 1966 
C ongress, con firm ing interpretations o f the 
Board, added conclusive presum ptions, in 
section 2(g) (1) and (2), that (1) shares owned 
o r  con trolled  by any subsidiary o f a bank 
holding com pany are indirectly  owned o r  con 
tro lled  by such bank holding com pany and (2) 
shares held o r  controlled  d irectly  o r  in
d irectly  by trustees fo r  the benefit o f a 
com pany, the shareholders o r  m em bers of a 
com pany, o r  the em ployees o f a com pany are 
controlled  by such com pany.

The 1966 legislation  a lso established a 
rebuttable presum ption, in section  2(g)(3), 
that shares tran sferred  by a bank holding 
com pany to any transferee that is indebted to 
the tran sferor, o r  has one o r  m ore o ffice rs , 
d ire ctors , trustees, o r  b en efic ia r ies  in com 
mon with o r  subject to control by the trans
fe ro r , are controlled  by the tran sferor.

The 1970 amendments to the Act further 
expanded the B oard ’ s authority to determ ine 
that a com pany controls a bank o r  other 
com pany. Under those amendments, any com 
pany has control over a bank o r  over any 
com pany if the Board determ ines, pursuant to 
section 2(a)(2)(C) o f the Act, that the co m 
pany d irectly  o r  indirectly  e x e r c ise s  a con 
trolling influence over the management or 
p o lic ies  o f the bank o r  com pany.

Whether a company con trols  another 
company is significant under the provision s 
o f section 4 o f the Act relating to interests in 
nonbanking organizations, as well as to de
term inations under section 2 that a company 
is a bank holding com pany. Since 1956, s e c 
tion 4 has prohibited a holding company from  
retaining o r  acquiring d irect o r  ind irect con 
trol o f any voting shares of a company en
gaged in nonbanking activ ities, with certain 
exceptions.

The question o f control by a holding 
company of nonbanking com panies was given 
added im portance by the 1970 amendments to 
the Act. Under those amendments many on e- 
bank holding com panies will be required to 
divest them selves of certain  of their assets. 
The standard fo r  divestiture is that the 
divesting com pany shall not retain d irect or  
indirect ownership or  control o f any voting 
shares o f the com pany divested, except to the 
extent perm itted by section 4(c)(6) o f the Act.

In view  of the increased  im portance o f 
determ inations by the Board that a com pany 
con trols  a bank o r  another com pany, the 
Board p rop oses , pursuant to section s 2 and5 
of the Act, to establish  a s e r ie s  o f p r e 
sumptions regarding con trol, re flectin g  its 
judgments based upon its 15 y ea rs  o f e x 
perience  in adm inistering the A ct.

This would be accom plished  by amending 
section  222.2 o f Regulation Y to read as 
fo llow s:
§ 222.2 Determ inations regarding con trol.

(a) Conclusive presum ptions o f control. 
Conclusive presum ptions that a com pany con 
tro ls  a bank o r  another com pany are estab 
lished by §2  (a) (2) (A) and (B) and by § 2(g)(1) 
and (2) o f the A ct. In addition, the Board has 
determ ined that, whenever 25 p er cent o r  
m ore o f the voting shares o f a com pany are 
stapled o r  otherw ise joined together, whether 
pursuant to an agreem ent, b y -law , a rticle  o f 
incorporation , o r  otherw ise, with 25 p e rce n t 
o r  m ore o f the voting shares o f another 
com pany, all such shares so joined together 
are under com m on control by a ' ’ corp ora tion ” 
o r  s im ila r organization fo r  the purposes of 
the Act.

(b) Rebuttable presum ptions o f control. 
A rebuttable presum ption that a com pany 
con trols  a bank or  another com pany is 
established by § 2(g)(3) o f the A ct. In addi
tion, the Board has established, fo r  the pur
poses o f proceedings instituted by the Board 
in accordance with the p rocedu res  o f para 
graph (c) below , the follow ing rebuttable 
presum ptions:

(1) A com pany that owns at least 10 per 
cent o f the voting shares o f  each o f two 
banks presum ably con trols  both banks.

(2) A com pany that con tro ls  at least 5 
per cent o f the voting shares o f each of 
three o r  m ore banks presum ably con trols  
all such banks.

(3) (i) A com pany that owns m ore  than 5 
p er cent o f the voting shares o f a bank o r  
other com pany presum ably con tro ls  the bank 
o r  other com pany if (A) one o r  m ore o f the 
com pany's d irectors , o f fice r s , trustees, o r  
em ployees with management functions serves  
as a d irector , o ffice r , o r  em ployee with 
management functions o f the bank o r  other 
com pany, o r  if (B) an individual (or m em ber 
o f his im m ediate fam ily) who is a d irector , 
o ffice r , o r  trustee o f the com pany (or owns 
m ore than 25 p er cent o f the voting shares 
o f the com pany) a lso owns shares in the bank 
or  other com pany, and the shares owned by 
him plus the shares o f the bank o r  other 
com pany owned by the com pany (or by any 
other com pany o f which he owns m ore than 
25 per cent o f the voting shares) aggregate 
25 per cent o r  m ore o f the voting shares o f 
the bank o r  other com pany.
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(4) A com pany that enters into any agree
ment o r  understanding under which the rights 
o f a sh areholder o f a bank o r  other company 
are restr ic ted  in any manner presum ably 
con tro ls  the shares involved, unless the 
agreem ent o r  understanding is incident to a 
bona fide loan transaction, o r  the restr iction s  
are on transferability  and continue only for  
such tim e as may reasonably be n ecessary  
to obtain Board approval o f the acquisition 
by the com pany of such shares.

(5) A com pany that enters into any a gree
ment o r  understanding with a bank o r  other 
com pany pursuant to which the com pany or  
any of its subsid iaries e x e rc ise s  significant 
influence with resp ect to the management or 
overa ll operations o f the bank o r  other co m 
pany presum ably con trols  such bank o r  other 
com pany.

(6) A com pany that owns d irectly  or  in
d irectly  secu rities  that are im m ediately con 
vertib le  at the option of the holder o r  owner 
thereof into voting shares presum ably owns 
the shares into which such secu rities  are 
convertible.

(7) If a partnership con trols  a bank, that 
partnership and all other partnerships in 
which one of its partners is a partner are 
presum ably under com m on control by a 
"partnersh ip" o r  sim ila r organization for  the 
purposes o f the Act.

(c) P rocedure for  determ ining control.
(1) In any situation in which one of the r e 
buttable presum ptions established by para
graph (b)(1) o r  (2) applies o r  in any other 
situation where the Board b e lieves  that a 
company e x e r c ise s  a controlling influence 
over the management or  p o lic ie s  of a bank 
o r  another com pany without having com plied 
with the prov is ion s of the Act, the Board may

in form  the com pany involved, sum m arizing 
the facts  upon which the prelim inary de
term ination is based. Such com pany shall 
thereupon either indicate its w illingness to 
term inate the control relationship, com ply 
with the applicable requirem ents o f the Act, 
o r  set forth  such facts and circu m stan ces 
as it b e lieves  support its contention that there 
is no control relationship.

(2) In the event a prelim inary determ ina
tion by the Board is contested, the com pany 
adversely a ffected  may request a hearing on 
the m atter, pursuant to § 2 (c)(2)(C ) o f the 
Act. In the event a hearing is held, any 
applicable rebuttable presum ption estab lish 
ed by paragraph (b)(1) or  (2) shall be con 
sidered  in the usual manner in accordance 
with the ru les o f evidence. On the basis  of 
the re cord  at the hearing, the B oard will by 
o rd er decide the issues involved and d irect 
such action as may be n ecessary  or  appro
priate in the circu m stan ces. In the event 
no hearing is held, but the prelim inary 
determ ination is contested, the Board will 
decide the m atter on the basis  of the evidence 
available to it, and will by ord er d irect such 
action as appears n ecessary  o r  appropriate 
in the circu m stan ces.

To aid in the consideration  by the 
Board of this m atter, interested  person s are 
invited to submit relevant data, view s, or 
argum ents. Any such m aterial should be 
submitted in writing to the Secretary, Board 
o f G overnors o f the Federal R eserve  System, 
W ashington, D.C. 20551, to be received  not 
later than August 6, 1971. Such m aterial 
will be made available fo r  inspection and 
copying upon request, except as provided in 
§ 261.6(a) o f the B oard 's  Rules Regarding 
Availability o f Information.

PRESS RELEASE, JUNE 22, 1971

The Board of Governors of the Federal Reserve System announced today that it will permit 
companies that have acquired an interest inabank during the period from December 31, 1970, 
to the date of the attached Board Order — without obtaining requisite Board approval and 
apparently without knowledge that such approval was required by the Bank Holding Company 
Act Amendments of 1970 — to apply to the Board for a determination that such acquisition is 
in the public interest.

Amendments to the Bank Holding Company Act which became effective December 31, 1970 
made it unlawful for a company to acquire 25 per cent or more of the shares of a bank except 
with the prior approval of the Federal Reserve Board. Before the 1970 Amendments were 
enacted there was no such constraint upon the acquisition by a company of the shares of a 
bank, and it was common for companies to acquire single, small banks.

The Board has been advised that in several instances companies have acquired a con
trolling interest in a bank apparently without knowledge of the changes in the law requiring

- 5  -
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



prior Board approval. The Board ordered that in cases of unintended violation of the law by 
companies that acquired a controlling interest in a bank between December 31, 1970 and the 
date of the Board's Order:

1. The companies must apply to the Board for a determination that such acquisition was 
in the public interest.

2. Applications should be filed in the form ordinarily required for requesting prior ap
proval, and will be determined by the Board in the light of its usual standards for bank 
acquisitions. These include a finding of net public benefit in the transaction, sound financial 
structure, and other considerations.

3 . Where the law requires that bank holding companies take any action within a specified 
time, the time specified will run from the date on which the company became a bank holding 
company by acquiring a controlling interest in a bank, and not from the date of the Board's 
later action approving the transaction.

4. Applications must be filed with appropriate Federal Reserve Banks by August 31, 1971, 
unless time for filing is extended for good cause.

5. If the Board denies an application, the company must take action forthwith to divest 
its unlawful holding.

ORDER PURSUANT TO SECTION 5(b)
OF THE BANK HOLDING COMPANY ACT

By virtue o f amendments to the Bank 
Holding Company Act ("the A ct") enacted on 
D ecem ber 31, 1970, the acquisition by any 
com pany o f control over a bank is unlawful, 
except when done pursuant to p r io r  approval 
o f the Board.

There have com e to the B oard 's  attention 
several instances in which a com pany, ap
parently without knowledge o f the changes in 
the law, has consum m ated an acquisition of 
an interest in a bank in violation of the p ro 
v isions o f the A ct. Despite the fact that such 
violations o f the law were apparently not 
w illful, it would not be consistent with the 
p rovision s o f the Act to perm it continuation 
o f control o f a bank by such a company with
out a determ ination by the Board that the 
standards set forth in section 3 o f the Act 
are met.

A reqirirem ent that such an interest be 
divested may in som e situations cause i r 
reparable injury to the com pany, the bank, 
and the com m unities involved. The Board 
finds that the im position of such a requ ire 
ment would not be in the public interest, 
unless n ecessary  to effectuate the purposes 
o f the Act.

For the foregoing reasons, and in order 
to enable the Board to adm inister and ca rry  
out the purposes o f the Act without undue 
hardship to person s affected thereby, It is 
hereby ord ered , pursuant to section  5(b) of

the Act, that:
1. Any com pany which, between D ecem 

ber 31, 1970 and the date o f this O rder, 
acquired an interest in abank req u ir in g p rior  
approval of the Board by virtue o f the Bank 
Holding Company Act Amendm ents o f 1970, 
without knowledge o f that requirem ent and 
without having obtained such approval, may 
apply to the Board for  a determ ination that 
such acquisition is in the public interest.

2. Any such application should be filed 
in the form  appropriate fo r  requesting p r io r  
approval o f the transaction involved under 
section 3 o f the Act, and will be determ ined 
by the Board in the light o f the cr ite r ia  
established by the Act with respect to an 
application fo r  such p r io r  approval.

3. With regard to any p rov is ion  o f the 
Act which requ ires a bank holding company 
to take any action within a specified  period  
o f tim e after the date on which it becom es a 
bank holding com pany, such period  shall co m 
m ence on the date o f the transaction by which 
it becam e a bank holding com pany, and not on 
the date o f the B oard 's  later approval of 
such transaction.

4. Any application involving the c ircu m 
stances set forth herein shall be filed  with 
the appropriate Federal R eserve  Bank by 
August 31, 1971, unless such tim e shall be 
extended fo r  good cause.

5. In the event that such an application 
is denied by the Board, the com pany involved 
shall take all appropriate action to forthwith 
divest the interest unlawfully held.
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