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REVOCATION OF BO ARB INTERPRETATION OF REGULATION ¥

Bala Processing Services

To A ll B a n k  H o lding Com panies and  B ranch an d  A gen cies  
o f  Foreign  B anks in the S eco n d  Fed era l R eserve District, 
and O thers C o n cern ed :

The Board of Governors o f the Federal Reserve System has revoked an interpretation  
o f its Regulation Y  (12 C FR  225.123 (e) (4)), concerning the permissibility o f bank holding 
companies offering computer output to microfilm services (“ C O M ” ) as an activity incident 
to  their data processing services.

Printed on the reverse side is the text o f the B oard ’s ruling in this m atter, which has 
been reprinted from  the Federal Register o f November 25, 1987.

Questions regarding this m atter may be directed to our Domestic Banking Applications 
Division (Tel. N o. 212-720-5861).

E. Gerald Corrigan , 
President.

(over)



Board of Governors of tie  Federal Meserve System

BANK HOLDING COMPANIES AND CHANGE IN BANK CONTROL

REG U LA TIO N  Y

(effective November 25, 1987)

FEDERAL RESERVE SYSTEM

12 CFR Part 225

[Regulation Y; Docket Mo. R-0619]

Data Processing Activities; Bank 
Holding Company Act

aOEMSY: Board of Governors of the 
Federal Reserve System.
A € t i @m : Final rule.

SUMMARY: In light of the tech n olo gical 
d evelop m en ts in the Com  in dustry and  
the B o a rd ’s exp an sio n  of the perm issible  
d a ta  p rocessin g  activ ities  of R egulation  
Y  in 1982, the B o ard  is revoking its 
in terp retation , 12  C FR  225.123(e)(4), 
con cernin g the p erm issibility  of 
providing com p u ter output to m icrofilm  
se rv ice s  (“C om ”) as  a p erm issible  
in cid ental d a ta  p rocessin g  activ ity . 
EFFECTIVE DATE: N ovem b er 25,1987.
F©FI FURTHER! INFORMATION CONTACT: J. 
Virgil M attingly, D eputy G en eral 
C ounsel (2 0 2 /4 5 2 -3 4 3 0 ), L egal D ivision, 
B o ard  of G overn ors of the F ed eral  
R ese rv e  System , W ash in gto n , DC 20551. 
F o r the hearing im paired  only,
E arn estin e  Hill or D orothea T hom pson, 
T elecom m u n icatio n s D evice for the D eaf 
(2 0 2 /4 5 2 -3 5 4 4 ) .
SUPPLEMENTARY INFORMATION: In 1975, 
the B o ard  issued  an  in terp retation  that a 
bank holding com p an y m ay  offer Com  
se rv ice s  as a perm issible in cid ental d ata  
p rocessin g  activ ity , only if the Com  
se rv ice s  w ere  offered as an output 
option for d a ta  oth erw ise being  
p erm issib ly p ro cessed  by the bank  
holding com p an y system  and not as a 
se p a ra te  line of en d eav or, § 225 .123(e)(4)  
of the B o a rd ’s R egulation Y , 12 C FR  
225 .123(e)(4).

In 1982, the B oard  significantly  
exp an d ed  the sco p e of p erm issib le  d ata  
p rocessin g  activ ities  in w hich  a bank  
holding com p an y m ay engage to include  
the provision of d ata  p rocessin g  and  
d ata  tran sm ission  serv ices  by any  
tech n olo gical m ean s provided  that the 
d ata  to be p ro cessed  is lim ited to

financial, banking or econ om ic d ata ,
§ 225.25(b ) (8) of the B o ard ’s Regulation  
Y, 12 CFR 225.25(b ) (8). The B o ard ’s 
actio n  exp and ing the sco p e of 
perm issible d a ta  p rocessin g  activ ities  
w a s upheld in Association of Data 
Processing Service Organizations, Inc. 
v. Board of Governors, 745 F .2d  677 (D.C. 
Cir. 1984). H ow ev er, in 1982, w hen the 
B oard  am en d ed  R egulation Y  to exp an d  
the sco p e  of perm issible d ata  p rocessing  
activ ities, the B o ard  did not rev ise its 
1975 in terp retation  regarding the 
provision  of Com  serv ices  by a bank  
holding com p an y.

T hus, the B o a rd ’s 1975 Com  serv ices  
in terp retation  fails to take cogn izan ce  of 
the su b stan tial techn ological ch an ges in 
d ata p rocessin g  that the B o ard  relied  
upon in exp and ing its d ata  processin g  
regulation  in 1982. Specifically , the Com  
se rv ice s  p resently  av ailab le  are  
m aterially  different from  the type of 
Com  se rv ice s  w hich  w ere being  
perform ed w hen ihe B o ard  ad op ted  its 
1975 in terp retation . F o r exam p le, 
tech n olo gical im p rovem en ts in the Com  
industry allow  for the m anipulation, 
sorting and arranging of d ata  in a w ay  
th at co n stitu tes  a su b stan tive chan ge to 
d ata , w hich  is the tou chston e of the 
B o ard ’s definition of d a ta  processing, 
and, as such w ould qualify as d ata  
p rocessin g  under section  225.25(b) (8) of 
the B o a rd ’s R egulation Y , 12 CFR  
225.25(b ) (8).

On O cto b er 14, 1987, the B oard  
ap proved  the ap plication  of M Corp, 
D allas, T e x a s , and M Corp F inan cial,
Inc., Wilmington, Delaware, to acquire 
Kalvar Corporation, Minneapolis, 
M innesota, a company engaged in data 
processing activities, including offering 
enhanced Com services. MCorp, 73
Federal Reserve Bulletin_(Order
d ated  O cto b er 1 4 ,1 9 8 7 ). The B o ard  in 
th at c a s e  noted  its intention, in light of 
the techn ological develop m en ts in the 
Com  industry and the B o a rd ’s exp an sion  
of the perm issible d ata  processin g  
activ ities  of R egulation Y  in 1982, to

revok e its 1975 Com  serv ices  
in terp retation . A ccord in gly , the B oard  
h ereb y  rev ok es its 1975 Com  serv ices  
in terp retation . 12  C FR  225 .123(e) (4).

Public C om m ent

The p rovisions of 5 U .S .C . 553 relating  
to notice , public p articip ation , and  
d eferred  effective d ate , h av e  not been  
follow ed in co n n ection  w ith the 
ad op tion  of this am en d m en t b e ca u se  the 
ch an ge d oes not co n stitu te  a su b stan tive  
rule sub ject to the req u irem en ts of that 
section . T he B o a rd ’s exp an d ed  
rulem aking p roced u res h av e not been  
follow ed for the sam e reason .

R egu latory  F lexibility  A ct A n aly sis

P ursu ant to section  605(b ) of the 
R egu latory  F lexibility  A ct (Pub. L. No. 
9 6 -3 5 4 , 5 U .S .C . 601 et seg .), the B o ard  
certifies  th at the p roposed  am en d m en t 
will not h av e  a significant eco n o m ic  
im p act on a su b stan tial num ber of sm all 
en tities.

List of S u b jects  in 12 C F R  P art 225

Banks, banking, Federal Reserve 
System, Holding Companies.

For the reasons set forth above, 12 
CFR Part 225 is am ended as follows:

[PART 225—BAWK H0LD8MG 
COMPANIES AND CHANGE 0N BANK 
CONTROL

1. T he au thority  cita tio n  for 12  C FR  
P art 225 continues to read  as  follow s:

Authority: 12 U.S.C. 1817(j) (13), 1818, 
1843(c) (8), 1844(b), 3106, 3108, 3907 and 3909.

2. Section  225.123 is am en d ed  by  
rem oving p aragrap h  (e)(4) w h ich  s ta te s :

“Supplying formatting for computer output 
microfilm and supplying computer output 
microfilm only as an output option for data 
otherwise being permissibly processed by the 
holding company system.”

By order of the Board of Governors of the 
Federal Reserve System, November 19,1987. 
William W. Wiles,
S ecreta ry  o f  the Board.
[FR Doc. 87-27145 Filed 11-24-87; 8:45 am] 
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