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[ Circular No. 9914 "1 
August 29, 1985

INTERSTATE EXPANSION OF 
BANK HOLDING COMPANIES

Interpretation of Regulation Y

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

Following is the text of a statement issued by the Board of Governors of the Federal Reserve 
System:

The Federal Reserve Board has issued an interpretation that a bank holding company may not 
relocate a subsidiary bank from one state to another state without prior approval under the Bank Holding 
Company Act and compliance with the requirements of the Douglas Amendment to the Act, which lim
its the interstate expansion of holding companies.

The interpretation was prompted by the relocation by Mark Twain Bancshares, St. Louis, on 
February 22, 1985, of one of its subsidiary banks from Independence, Missouri, to Overland Park, 
Kansas.

Mark Twain has advised the Board that it plans to terminate operations of the Overland Park bank 
by December 31 to end the litigation surrounding the relocation.

Last February 21, the Comptroller of the Currency approved the relocation of Mark Twain Bank, 
N. A., from Independence to Overland Park under the National Bank Act. The relocation took place the 
following day. The State of Kansas and the Kansas Bankers Association filed suit against the move and 
a state court issued a preliminary injunction last March generally preventing the bank from conducting 
new business in Kansas pending resolution of the lawsuit.

The Kansas Bankers Association also petitioned the Board to take action under the Bank Holding 
Company Act. In a preliminary conclusion last March 4, the Board ruled that its prior approval of the 
relocation was necessary.

A copy of the Board’s interpretation of its Regulation Y, reflecting this action, will be 
furnished upon request directed to our Circulars Division (Tel. No. 212-791-5216). Questions on 
this matter may be directed to our Domestic Banking Applications Department (Tel. No. 
212-791-5859).

E. G e r a l d  C o r r ig a n , 

President.
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Federal Reserve System
12 CFR Part 225

[Reg. Y. Docket No. R-0549]
BANK HOLDING COMPANIES AND CHANGE 

IN BANK CONTROL?
APPLICATION REQUIRED FOR RELOCATION OF 

SUBSIDIARY BANK TO ANOTHER STATE

AGENCY: Board of Governors of the Federal Reserve System
ACTION: Final Interpretation
SUMMARY: This interpretation sets forth the Board's view that
a bank holding company may not, without the Board's prior 
approval under section 3 of the Bank Holding Company Act and 
compliance with the interstate banking restrictions of the Act, 
relocate a subsidiary bank from the holding company's home 
state to another state.
EFFECTIVE DATE: July 24, 1985

i" *■
FOR FURTHER INFORMATION CONTACT:
James V. Mattingly, Deputy General Counsel (202/452-3430), 
Pamela G . Nardolilli, Attorney (202/452-3289), Legal Division, 
or Joy w. O'Connell, Telecommunication Device for the Deaf 
(TDD) (202/452-3244), Board of Governors of the Federal Reserve 
System, Washington, D.C. 20551. I
LIST OF SUBJECT INDEX TERMS:

Banks, Banking, Federal Reserve System, Holding 
Companies, Reporting and recordkeeping requirements.

For the reasons stated above, the Board amends 
12 CFR Part 225 as set forth below:

[Ref. Cir. No. 9914]
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Part 225 - BANK HOLDING COMPANIES AND CHANGE 
IN BANK CONTROL

To The authority for Part 225 remains as follows: 12 UoS.C«
§ 1841 et. £G£0 and 12 U.S.C. § 1817(j).
2. § 225.14 is added to read as follows:
§ 225.144 Application Required for the Relocation of a
Subsidiary Bank to Another State.

(a) The Board has recently considered whether a bank 
holding company may relocate one of its subsidiary banks, 
pursuant to the approval of the Comptroller of the Currency 
under 12 U.S.C. § 30, from the holding company's home stated 
to another state without the approval of the Board under 
section 3 of the Bank Holding Company Act ("BHC Act") and 
without compliance with the interstate banking provisions of 
the Douglas Amendment to'the BHC Act0 (12 U.S.C. 1842(a) and
(d))0 After a review of the terms and purposes of the BHC Act, 
the Board concludes that the relocation of a subsidiary bank of 
a bank holding company from the holding company's home state to 
another state requires the Board's prior approval under the BHC 
Act and is subject to the interstate banking provisions of the

pDouglas Amendment to the BHC Act. The retention by a bank

A/ A bank holding company's home state under the BHC Act is 
that state in which the total deposits of its banking 
subsidiaries were largest on the day the company became a bank 
holding company or on July 1, 1966, whichever date is later. 
12 U.SoCo 1842(d)o
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holding company of control of a bank after its relocation 
..outside of the holding company's home state, while 
simultaneously controlling a bank in its home state, creates a 
multi-state bank holding company and, in the Board's view, is 
inconsistent with, and constitutes an evasion of, the terms and 
intent of the BHC Act that a bank holding company not expand 
its banking operations outside its home state without the 
express approval of the other state0

(b) The BHC Act establishes a comprehensive federal 
framework governing the operations and acquisitions of bank 
holding companies. Section 3(a) of the BHC Act provides that a 
bank holding company must obtain the approval of the Board, 
under specified competitive, financial, managerial and 
convenience and needs factors before acquiring control of a 
bank. 12 U 0S.C0 § 1842(a). The Douglas Amendment provides 
that the Board may not approve any application under section 3 
that would allow a bank holding company to acquire control of 
or any interest in a bank located outside of the holding 
company's home state, unless the acquisition is specifically 
authorized by the state in which the bank to be acquired is 
located 0

(c) The Douglas Amendment was adopted to prevent the 
creation or expansion of interstate banking networks through 
acquisition by. a bank holding company of control of a bank 
located outside of the holding company's home state, without
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the explicit approval of the state in which the bank is 
locatedo (See Florida Dep't of Banking v. Board of Governors, 
7 6 0  Fo2d 1 1 3 5 ,  1 1 4 1  (11th Cir. 1 9 8 5 ) ?  Credit and Commerce
American Holdings, N.V., 65 Federal Reserve Bulletin 2 5 4 ,

255  = 56 ( 1 9 7 9 )  ) 0 Under the terms of the BHC Act, the Board's
authority to grant approval to a bank holding company to 
control a bank is limited to banks located within the holding 
company's home state or in states that have specifically 
authorized the acquisition. The Board has no authority to 
grant approval to a bank holding company to control a bank 
outside of the holding company's home state, without 
appropriate state statutory authorization. Thus, a bank 
holding company's authority to control a bank, which derives 
from the Board's approval under the BHC Act for the 
acquisition of the bank, must necessarily be limited by, and 
cannot be broader than, the Board's authority to grant approval 
for the acquisition in the first place. In other words, a bank 
holding company's authority to continue to control a bank 
acquired pursuant to the terms of the BHC Act is subject to the 
limitation of the BHC Act that the bank remain located in the 
state specified in its application to the Board to acquire the 
bank. A change in the location of the bank to a place outside 
of the holding company's home state constitutes a material 
change in an essential predicate for the Board's approval for 
the acquisition of the bank, transforming the proposal from one 
that the Board could approve to one that the Board did not and 

could not have lawfully approved.
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(d) Accordingly, the Board believes that a bank 
holding company's authority to continue to control a bank is. 
limited by the requirements of the Douglas Amendment such that 
the bank must remain in the state in which it was located at 
the time the Board granted approval for its acquisition and 
that a bank holding company may not, without the Board's prior 
approval under the BHC Act and compliance with the state 
authorization provisions of the Douglas Amendment, take action 
that would cause it to control a bank outside of its home state.

(e) The Board believes that this interpretation of
the Act is not only consistent with the terms of the BHC Act, 
but is necessary in order to give effect to the Congressional 
intent underlying the Douglas Amendment to maintain state 
control over the acquisition of banks within their borders. As 
the legislative history of the Douglas Amendment indicates, 
prior to the enactment of the BHC Act, the acquisition and 
control of banks by bank holding companies was not regulated, 
and thus bank holding companies could establish networks of 
subsidiary banks in numerous states, while their subsidiary 
banks were limited by the McFadden Act and state law to 
branching in a single state. (102 Cong. Rec. 6858 (1956);
H.R. No. 609, 84th Cong., 1st Sess. 3-4 (1955)). The United
States Supreme Court has stated that the Douglas Amendment was 
enacted for the express purpose of eliminating this "loophole" 
in order to maintain "local, community-based control over 
banking. (Northeast Bancorp, Inc. v„ Board of Governors, 105

S, Ct. 2545 , 2553 (1985)) .
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(f) In the debate surrounding the enactment of the 
-amendment, Senator Douglas described the amendment as intended
"to prevent bank holding companies from expanding across State 
lines, unless the States give them explicit permission to do 
so," and that the "immediate practical effect [of the 
Amendment] would be to bar the expansion of bank holding 
companies across State l i n e s . T h e  Senator stated that his 
proposal was "a logical continuation of the McFadden Act, which 
tried to prevent the Federal power from being used to permit 
national banks to expand across State lines in a way contrary 
to State policy . . . ." I_d. and that it would "carry over 
into the field of holding companies the same provisions vfhich 
already apply for branch banking under the McFadden 
Acto o . ." (102 Cong. Rec. 6858 (1956)) .

(g) The principle of the McFadden Act, as applied to 
bank holding companies, requires that a bank holding company 
may not establish a subsidiary bank outside of its home state, 
unless authorized by the host state. While Congress has 
phrased the Douglas Amendment in terms of the application 
requirements of the BHC Act, it is clear that Congress was

'L l 102 Cong0 Rec „ 6859-60 (1956). Accord, (Remarks of
Senator Bennett) (the Douglas Amendment constitutes "a flat, 
unequivocal prohibition against bank holding companies crossing 
State lines . *• . . a blanket prohibition which can only be
lifted by specific affirmative action by the States. . . .")

\
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concerned with the substance of preventing further interstate 
expansion through the bank holding company device without 
express state authorization.

(h) In the Board's view, an interpretation of the 
BHC Act that would allow a bank holding company to acquire a 
bank in its home state and, without further approval under the 
BHC Act, relocate that bank to another state would nullify the 
stated purpose of the Douglas Amendment to ensure that the 
holding company form is not used to evade state restrictions 
against interstate banking. (Northeast Bancorp, 105 S. Ct. at 
2550-52) o Using the relocation device, a multi-bank holding 
company could expand into the adjoining state by relocating the 
main office of a subsidiary national bank located within thirty 
miles of a state border, while retaining control of its other 
subsidiary banks in its. home state, regardless of whether the 
adjoining state has consented to entry by out-of-state bank 
holding companies.

(i) The Board has found no evidence that Congress 
intended section 30, which governs the relocation of the main 
office of a national bank, to create an exception to the 
provisions of the Douglas Amendment. Section 30 was enacted in 
1886, and provided that a national bank may change its place of 
operations to any other place within the same state, not more 
than thirty miles distant, with the approval of the Comptroller 
of the Currency and shareholders. 24 Stat. 18. The 
Comptroller had interpreted this provision as not requiring the
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Comptroller's approval if the bank's place of operations was 

only moved within the city in which it was located. (S. Rep.

No, 121, 85th Cong0, 1st Sess0 17 (1957))„ In 1959, Congress

overturned this interpretation by amending section 30 to 
subject all changes of location by a national bank to the 
Comptroller's approval. I d .

(j) The amended section 30 does not contain the 
language in the previous version limiting changes in office 
location to within the state where the bank is located,, The 
omission of this provision is not explained in the legislative 
history. There is, however, no indication in the relevant 
history that Congress affirmatively intended that the amendment 
to section 30, which was part of a package of technical 
amendments to the federal banking laws, create a specific 
exception to the provisions or general policy of the Douglas 
Amendment--adopted three years earlier— against the 
establishment of new interstate bank holding companies without 
the consent of the states involved. The Board cannot attribute 
to a technical amendment, in the absence of compelling 
legislative history, any intention to abandon one of the 
central policies behind the enactment of the BHC Act in 1956.

(k) Finally, the Board believes that the relocation 
by a bank holding company of a subsidiary bank from the holding 
company's home state to another state, while continuing to 
retain a bank in its home state, would constitute an evasion of
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the Douglas Amendment that would warrant, if not require, the 
exercise by the Board of its authority under section 5(b) of 
the BHC Act to take necessary action to carry out the purposes 
and prevent evasions of the Act. 12 U.S.C. § 1844(b).

Board of Governors of the Federal Reserve System, 
August 16, 1985.

(signed) William W. Wiles
William W. Wiles 

Secretary of the Board
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