
FEDERAL RESERVE BANK 
OF NEW YORK

[ Circular No. 9219 ~| 
December 23, 1981 J

PROPOSED AMENDMENT TO REGULATION Y 

Arranging of Equity Financing by Bank Holding Companies

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

The following statement has been issued by the Board of Governors of the Federal Reserve 
System:

The Federal Reserve Board has requested public comment in connection with an application on the 
questions whether arranging equity financing with institutional lenders for income producing properties 
should be considered closely related to banking and would have public benefits if engaged in by a 
subsidiary of a bank holding company.

At the same time, the Board said it may consider amending its Regulation Y — bank holding 
companies — to add this to the list of activities permissible for bank holding companies.

The Board asked particularly how this activity might be differentiated from real estate brokerage.

The Board requested comment by February 1, 1982.

Printed below is the text of the Board’s proposal. Comments thereon should be submitted by 
February 1, 1982, and may be sent to our Domestic Banking Applications Department.

A nthony  M. S o lo m o n ,
President.

FEDERAL RESERVE SYSTEM 

12 CFR Part 225
| Docket No. R-0376]

Bank Holding Companies and Change 
in Bank Control; Application To 
Engage in the Activity of Arranging 
Equity Financing, and of Possible 
Rulemaking With Respect Thereto
a g e n c y : Board of Governors of the 
Federal Reserve System. 
a c t io n : Notice of application and of 
possible rulemaking.

s u m m a r y : BankAmerica Corporation, 
San Francisco, California, has applied 
under section 4(c)(8) of the Bank 
Holding Company Act to engage, 
through its subsidiary, BA Mortgage and 
International Reality Company, San 
Francisco, California, in the activity of

“arranging equity financing for income- 
producing properties with institutional 
lenders.” Under section 4(c)(8), the 
Board must determine whether the 
proposed activity is closely related to 
banking, or managing and controlling 
banks and whether performance of the 
proposed activity by the applicant could 
reasonably be expected to produce 
public benefits that outweigh possible 
adverse effects. In conjunction with its 
consideration of this application, the 
Board also may consider amending its 
Regulation Y (12 CFR Part 225) to permit 
bank holding companies to engage in 
this activity.

d a t e : Comments must be received by 
February 1,1982.
ADDRESS: Comments, which should refer 
to Docket No. R-0376, may be mailed to 
William.W. Wiles, Secretary, Board of 
Governors of the Federal Reserve

System, 20th Street and Constitution 
Avenue, N.W., Washington. D.C. 20551, 
or delivered to Room B-2223 between 
8:45 a.m. and 5:15 p.m. Comments may 
be inspected in Room B-11222, except as 
provided in § 261.6(a) of the Board’s 
Rules Regarding Availability of 
Information (12 CFR 261.6(a)).
FOR FURTHER INFORMATION CONTACT: 
Bronwen Mason, Senior Counsel (202- 
452-3564), or Mary Ann Gadziala, 
Attorney (202-452-3786), Legal Division, 
Board of Governors of the Federal 
Reserve System.
SUPPLEMENTARY INFORMATION:
(1) Notice of application BankAmerica 
Corporation, San Francisco, California 
(“BankAmerica”), has applied, pursuant 
to section 4(c)(8) of the Bank Holding 
Company Act (“BHC Act”) (12 U.S.C. 
1843(c)(8)) and section 225.4(b)(2) of the 
Board’s Regulation Y (12 CFR 
225.4(b)(2)) to engage, through its
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subsidiary, BA Mortgage and 
International Realty Company. San 
Francisco, California (“BAMIRC”), in 
the activity of "arranging equity 
Financing for income-producing 
properties with institutional lenders.” 
BAMIRC currently engages in 
permissible mortgage banking activities 
under § 225.4(a)(1) and [3] of Regulation 
Y (12 CFR 225.4(a)(1) and (3)). In a letter 
dated January 16,1981, BankAmerica 
was advised that BAMIRC may place 
equity interests in real estate, as an 
incident to its permissible mortgage 
banking activities, where such equities 
are placed in connection with lending 
transactions in which BAMIRC is a 
participant, or as part of a package 
where a permanent mortgage ioan is 
being made in connection with the 
placement of the equity. In its 
application BankAmerica seeks Board 
approval for BAMIRC to arrange for the 
placement of an equity interest in real 
estate (so-called equity financing) where 
no extension of credit is made or 
arranged by BAMIRC in connection with 
the project. This activity has not 
previously been determined by the 
Board to be closely related to banking.
In fact, this activity appears to bear 
numerous similarities to real estate 
brokerage, an activity the Board has 
previously determined is not closely 
related to banking. (12 CFR 225.126(c)).

In distinguishing the proposed activity 
from real estate brokerage,
BankAmerica proposes to limit the 
activity in the following maimer:

1. Equity financing would be arranged 
only for income-producing properties:

2. Each equity financing arrangement 
would generally exceed $500,000:

3. Investors with whom equity 
financings would be arranged would be 
institutional investors (including 
“substantial and sophisticated 
individual investors, primarily 
foreigners”): and

4. The activity would be conducted 
only by a company generally engaged in 
the mortgage banking business.

BankAmerica contends that the 
proposed equity financing activity 
serves as an economic substitute for 
traditional financing in the form of long
term mortgages previously arranged 
with institutional investors. It points out 
that as a result of persistent high 
inflation and the volatility in interest 
rates, institutional investors have 
become very reluctant to provide long
term debt financing in the form of 
traditional mortgage loans.
BankAmerica further states that since 
funds previously channeled into such 
investments are currently applied 
toward the acquisition of equity 
interests in income-producing real estate 
projects, it is necessary for mortgage

banking subsidiaries of bank holding 
companies to engage in equity financing 
in order for them to continue to function 
as intermediaries between investors and 
developers and owners of income- 
producing properties. Finally, 
BankAmerica contends that making 
funds available for development and 
financing of real property is a traditional 
banking activity and is, in fact, 
conducted directly by national banks 
through lending, brokering real estate 
loans, and syndicating such loans. Thus, 
the proposed form of substitute 
financing, made necessary by current 
economic conditions, should be 
considered an activity closely related to 
banking for purposes of section 4(c)(8) of 
the BHC Act.

Under general guidelines provided in 
a federal circuit court opinion, a 
nonbanking activity may be regarded as 
closely related to banking if it meets one 
of the following criteria: (1) banks 
generally have in fact provided the 
proposed service; (2) banks generally 
provide services that are operationally 
or functionally so similar to the 
proposed service as to equip them 
particularly well to provide the 
proposed service: or (3) banks generally 
provide services that are so integrally 
related to the proposed service as to \ 
require their provision in a specialized 
form. National Courier Association v. 
Board of Governors of the Federal 
Reserve System, 516 F.2d 1229 (D.C. Cir. 
1975). The Board has found such 
guidelines useful in considering whether 
or not a proposed nonbanking activity is 
closely related to banking. In addition, 
the Board may consider other factors in 
deciding what activities are closely 
related to banking. Alabama 
Association of Insurance Agents v.
Board of Governors, 533 F.2d 224, 241 
(5th Cir. 1976). Moreover, a recent 
decision of the Supreme Court states 
that the Board’s decisions in this regard 
are entitled to the "greatest deference.” 
Board of Governors v. Investment 
Company Institute, 101 S. Ct. 973, 981 
(1981).

(2) Possible Rulemaking. In 
connection with its consideration of 
BankAmerica’s application, the Board 
also may consider whether § 225.4(a) of 
Regulation Y (12 CFR 225.4(a)) should be 
amended to add the activity proposed 
by BankAmerica to those permissible 
under section 4(c)(8) of the BHC Act.
The primary effect of amending 
Regulation Y to add the proposed 
activity rather than approving this 
application by order, would be to permit 
any bank holding company to engage de 
novo in the activity upon giving 45 days’ 
notice to the appropriate Reserve Bank.

(3) Submission of Comments. To aid 
the Board in its consideration of 
BankAmerica’s application and possible 
rulemaking, interested persons are 
invited to comment on whether the 
proposed equity financing activity is 
“closely related to banking or managing 
or controlling banks" and whether 
consummation of BankAmerica’s 
proposal to engage in the activity can 
"reasonably be expected to produce 
benefits to the public, such as greater 
convenience, increased competition, or 
gains in efficiency, that outweigh 
possible adverse effects, such as undue 
concentration of resources, decreased or 
unfair competition, conflicts of interests, 
or unsound banking practices.” In 
addition, the Board requests comment 
concerning how the proposed activity 
differs from the activity of real estate 
brokerage and real estate syndication, 
activities that the Board has determined 
are not closely related to banking. 
Finally, comment is also being sought 
regarding the four limitations proposed 
by BankAmerica on its equity financing 
activities, and any additional limitations 
or conditions that should be imposed to 
ensure that the activity is closely related 
to banking and a proper incident 
thereto. Any request for hearing on this 
matter must be accompanied by a 
statement of the reasons why a written 
presentation would not suffice in lieu of 
a hearing, identifying specifically any 
questions of fact that are in dispute, 
summarizing the evidence that would be 
presented at a hearing, and indicating 
how the party commenting would be 
aggrieved by approval of the proposal 
This action is taken pursuant to section 
4(c)(8) of the BHC Act (12 U.S.C. 
1843(c)(8)), and § 225.4(a) of the Board’s 
Regulation Y (12 CFR 225.4(a)).

Pursuant to section 605(b) of the 
Regulatory Flexibility Act (Pub. L. No. 
96-354); 5 U.S.C. 601 et seq.), the Board 
of Governors of the Federal Reserve 
System certifies that any amendment 
that might be adopted as a result of 
action on this matter, will not have a 
significant economic impact on a 
substantial number of small entities that 
would be subject to the regulation. The 
proposed amendment would liberalize 
the existing regulations and would not 
have any particular effect on small 
entities that would be subject theretov

The application may be inspected at 
the offices of the Board of Governors or 
at the Federal Reserve Bank of San 
Francisco.

Board of Governors of the Federal Reserve 
System, December 10.1981.
James McAfee.
Assistant Secretary of the Board.
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