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December 13, I92U 

( SUBJECT: Ef fec t of Consolidation of S t i t e Banks on 
Clayton Act Permits. 

Dear S i r : 

The opinion of the Federal Reserve Board has been requested as 
to whether a person who has received the permission of the Board to serve 
at the same time as d i r ec to r of ce r t a in banks, one of which i s a State in-
s t i t u t i o n which subsequently consolidated with another Sta te bank under 
State law, w i l l be required to make a new appl ica t ion to the Board a f t e r 
such consol idat ion in order to continue to serve the consolidated i n s t i t u -
t ion together with the other banks which he has been serving. 

With reference to the consolidat ion of nat ional banks the Board 
ruled on November 6, 1923, (X-388O) as fo l lows: 

"The Board accordingly ru les tha t where a permit i s 
granted to a person to serve as d i r ec to r of a na t iona l bank 
and some other bank, and the na t iona l bank subsequently con-
so l ida tes with another nat ional bank, under the Act of No-
vember 7. 1918, the permit w i l l continue to be e f f e c t i v e 
and w i l l authorize the d i r ec to r in question to serve the 
consolidated nat ional bank and the other bank i r r e spec t ive 
of which na t iona l bank char ter was selected as the bas i s of 
the consol ida t ion ." 

In reaching the conclusion j u s t s t a t ed , the Board sa id : 

"While a permit issued under the Kern Amendment i s 
pr imar i ly a personal l icense to the applying d i r e c t o r , 
giving him the r igh t to serve in ce r t a in capac i t i e s , i t a lso 

.. confers upon the bank involved a d e f i n i t e , though inc iden ta l , 
i n t e r e s t in the d i r e c t o r ' s services and the Board be l ieves 
tha t t h i s i n t e r e s t of the bank should be construed as in-
cluded in the r i g h t s , f ranch ises or i n t e r e s t s of a consol idat-
ing na t iona l bank within the meaning of the Act of November 7, 
1918." 

Under the reasoning of t h i s ru l ing the Board holds t ha t in any 
case where two or more banks consolidate under a s t a t u t e , e i t h e r Federal 
or State , which ves t s in the consolidated i n s t i t u t i o n a l l the r i g h t s , 
f ranchises or i n t e r e s t s of the consolidat ing banks, the consolidated in-
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s t i t u t i o n would, as a matter of law, have the r ight to the service of 
any di rector of any of the consolidating banks; in other words that 
a director who i s serving a bank by the permission of the Federal Re-
serve Board may, a f t e r h is bank consolidates with another, continue 
to serve the consolidated i n s t i t u t i o n if the s t a tu te under which the 
merger was e f fec ted gives to th i s i n s t i t u t i o n a l l the r i gh t s , f ranchises 
and in te res t s of the consti tuent banks. The Board ru les , therefore , 
that in such cases i t wi l l not require the d i rec tor e f fec ted to cake 
appl icat ion to the Board for a new permit, but the d i rec tor wi l l be per-
mitted, without any formali ty, to continue to serve the consolidated in-
s t i t u t i o n together with the other banks which he was serving before the 
consolidation took place . 

In every case of th i s kind, however, the Board wi l l request 
the Federal Reserve Agent to consider and report with recommendation 
whether or not the s i tua t ion exist ing as a r e su l t of the consolidation 
of the banks involved has so ef fec ted the question of competition be-
tween the banks upon which the di rector i s serving as to make advisable 
the revocation of the permit formerly issued. In reporting on these 
matters the Federal Reserve Agent should consider especial ly the question 
of competition between the branches of the consolidated i n s t i t u t i o n , if 
any, and the other banks which the director i s serving. 

Very t ru ly yours, 

Walter L. Eddy, 
Secretary 

TO ALL FEDERAL RESERVE AGENTS 
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