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Section 3 (a) of the Bank Holding Company Act of 1956 (Act) prohibits
any company from acquiring control of a bank without prior approval
by the Board of Governors of the Federal Reserve System (Board).
Under § 3 (¢) of the Act, the Board must disapprove a transaction that
would, inter alia, generate anticompetitive effects not clearly outweighed
by beneficial effects upon the acquired bank’s ability to serve the
community. Section 3 (¢) also directs the Board “[i]n every case” to
“take into consideration the financial and managerial resources and
future prospects of the company or companies and the banks concerned,
and the convenience and needs of the community to be served.” Indi-
vidual stockholders who controlled an existing bank organized respondent
corporation to acquire their bank stock. Respondent submitted the
transaction for the Board’s approval. Upon review, the Board found
that the transaction would have no anticompetitive effects and would
not change the services offered by the bank to customers. However, it
ultimately disapproved the transaction, against the recommendation of
the Comptroller of the Currency, on the ground that formation of the
holding company would not bring the bank’s financial position up to the
Board’s standards. The Court of Appeals set aside the Board’s order,
holding that § 3 (¢) empowers the Board to withhold approval because
of financial or managerial deficiencies only if those deficiencies would be
“caused or enhanced by the proposed transaction.” Held:

1. The Board has authority under § 3 (¢) to disapprove formation of
a bank holding company solely on grounds of financial or managerial
unsoundness. This conclusion is supported by the language of the
statute and the legislative history and in addition comports with the
Board’s own longstanding construction, which is entitled to great
respect. Pp. 242-248.

2. The Board’s authority is not limited to instances in which the
financial or managerial unsoundness would be caused or exacerbated by
the proposed transaction. Such a limitation would be inconsistent with
the language and legislative history of the statute and with the Board’s
own construction of its mandate, a construction in which Congress has
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acquiesced. Nor does the legislative history suggest that Congress in-
tended to reserve questions of bank safety to the Comptroller of the
Currency or state agencies except where a transaction would harm the
financial condition of an applicant or a bank. Pp. 249-252.

3. The Board’s denial of the application is supported by substantial
evidence that respondent would not be a sufficient source of financial and
managerial strength to its subsidiary bank. Pp. 252-254.

560 F. 2d 258, reversed.

MarsuaLL, J., delivered the opinion of the Court, in which BURGER,
C. J, and BRENNAN, StEwarr, WHITE, BLACKMUN, and PowEeLr, JJ.,,
jomned. SteveEns, J., filed a dissenting opinion, in which RemNquist, J.,
joined, post, p. 254.

Stephen M. Shapiro argued the cause for petitioner. With
him on the briefs were Solicitor General McCree, Assistant
Attorney General Babcock, Harriet S. Shapiro, Ronald R.
Glancz, Neal L. Petersen, and J. Virgil Mattingly.

George B. Collins argued the cause and filed a brief for
respondent.*

MR. JusTice MARSHALL delivered the opinion of the Court.

Section 3 (a) of the Bank Holding Company Act of 1956, 12
U. 8. C. §1842 (a), prohibits any company from acquiring
control of a bank without prior approval by the Board of Gov-
ernors of the Federal Reserve System (Board).! Under §3

*Horace R. Hansen and Wayne P. Dordell filed a brief for the Independ-
ent Bankers Association of America urging affirmance.

* More specifically, §3 (a), 70 Stat. 134, as amended, 80 Stat. 237,
12U. 8. C. §1842 (a), provides in pertinent part:

“It shall be unlawful, except with the prior approval of the Board, (1) for
any action to be taken that causes any company to become a bank hold-
g company; (2) for any action to be taken that causes a bank to become
a subsidiary of a bank holding company; (3) for any bank holding com-
bany to acquire direct or indirect ownership or control of any voting shares
Of any bank if, after such acquisition, such company will directly or in-
directly own or control more than 5 per centum of the voting shares of
such bank; (4) for any bank holding company or subsidiary thereof, other
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(c)(1) of the Act, 12 U. S. C. §1842 (¢) (1), the Board may
not approve a transaction that would create a monopoly or
further an attempt to monopolize the business of banking.
In addition, it must disapprove a transaction that would gen-
erate anticompetitive effects not clearly outweighed by bene-

ficial effects upon the bank’s abilicy to serve the community.
§ 1842 (¢)(2). The final sentence of § 3 (e¢) directs that

“[i]n every case, the Board shall take into consideration
the financial and managerial resources and future pros-
pects of the company or companies and the banks con-
cerned, and the convenience and needs of the community
to be served.” 2

than a bank, to acquire all or substantially all of the assets of a bank; or
(5) for any bank holding company to merge or consolidate with any other
bank holding company.”

Section 2 (a) (1) of the Act, 70 Stat. 133, as amended, 84 Stat. 1760, 12
U. 8. C. §1841 (a)(1), defines a “bank holding company” as “any com-
pany which has control over any bank or over any company that is or
becomes a bank holding company by virtue of this Act.”

A company has “control” over a bank or over any company if

“(A) the company directly or indirectly or acting through one or more
other persons owns, controls, or has power to vote 25 per centum or more
of any class of voting securities of the bank or company;

“(B) the company controls in any manner the election of a majority
of the directors or trustees of the bank or company; or

“(C) 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 or company.” §2 (a)(2) of
the Act, 70 Stat. 133, as amended, 84 Stat. 1760, 12 U. 8. C. § 1841 (a)(2).

2 In its entirety, § 3 (c¢) provides:

“The Board shall not approve—

“(1) any acquisition or merger or consolidation under this section which
would result in a monopoly, or which would be in furtherance of any
combination or conspiracy to monop[o]lize or to attempt to monopolize
the business of banking in any part of the United States, or

“(2) any other proposed acquisition or merger or consolidation under
this section whose effect in any section of the country may be substan-
tially to lessen competition, or to tend to create a monopoly, or which in
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The threshold question before us is whether this final sentence
authorizes the Board to disapprove a transaction on grounds
of financial unsoundness in the absence of any anticompeti-
tive impact. If so, we must decide whether the Board can
only exercise that authority when the transaction would cause
or exacerbate the financial unsoundness of the holding com-
pany or a subsidiary bank.
I

The First National Bank of Lincolnwood, Ill., is controlled
by four individuals who hold 86% of its stock in a voting trust.
These individuals organized respondent, the First Lincoln-
wood Corp., to serve as a bank holding company. They
planned to exchange their shares in the bank for shares of
respondent and, in addition, to have respondent assume a
$3.7 million debt they had incurred in acquiring control of the
bank.? Respondent intended to use the dividends it would
receive on the bank’s shares to retire this debt over a 12-year
period. Further, in order to augment the bank’s capital,

any other manner would be in restraint or [sic] trade, unless it finds that
the_ anticompetitive effects of the proposed transaction are clearly out-
weighed in the public interest by the probable effect of the transaction in
meeting the convenience and needs of the community to be served.

“In every case, the Board shall take into consideration the financial and
managerial resources and future prospects of the company or companies
aI}d the banks concerned, and the convenience and needs of the commu-
nty to be served.” 70 Stat. 135, as amended, 80 Stat. 237, 12 U. 8. C.
§1842 (c).

*The four individuals incurred part of this $3.7 million debt in order
to buy out the shares of a former chairman and president of the bank, who
had been indicted for securities fraud. See 546 F. 2d 718, 723-724, n. 1
(C{U 1976) (Fairchild, C. J., dissenting from the panel opinion). The
?ntlrg $3.7 million debt was secured by the bank stock they had acquired
 this and previous transactions. While the proposed transaction with
reSI')ondent would relieve the individual shareholders of their primary
({bhgat.ions under the loans, these shareholders would remain secondarily
ﬁable’ if respondent defaulted and its obligations exceeded the value of the
ank’s stock. See App. 24, 20-30, 42, 55-56.
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respondent would issue $1.5 million in capital notes and then
use the proceeds to purchase new shares issued by the bank.
The purpose of restructuring ownership interests in this
fashion was to enable the holding company and the bank
to file a consolidated tax return and thereby realize substan-
tial tax savings.*

Because under the proposed transaction respondent would
become a bank holding company, § 3 (a) of the Act required
that the proposal be submitted for the Board’s approval. See
n. 1, supra. Respondent filed its application with the Federal
Reserve Bank of Chicago, as specified by Board regulations’

¢ The Internal Revenue Code of 1954, 26 U. S. C. § 1501, permits an affili-
ated group of corporations to file a consolidated income tax return. Re-
spondent and the bank would be affiliated by virtue of respondent’s owner-
ship of at least 809% of the bank’s stock. 26 U.S. C. § 1504. Filing a con-
solidated return would permit the group to deduct the interest on the $3.7
million debt from the bank’s gross income when determining the taxable
income of the consolidated entity. 26 CFR §1.1502-11 (a)(1) (1977);
26 U. S. C. §163. The tax savings from this deduction could then be
transferred to respondent as a tax-free intercorporate dividend and used
to retire the acquisition debt. 26 CFR §1.1501-14 (a)(1) (1977). Al-
though in the absence of this transaction, the individual shareholders
presumably can deduct from personal income their interest payments on
the debt, see 26 U. S. C. § 163, respondent contends that approval of the
transaction would have saved the bank and holding company approximately
$142,000 in taxes in the first year alone. Brief for Respondent 5-6, n. 2.
These tax savings would have diminished as interest payments on the out-
standing debt declined.

5 A company seeking to acquire a bank must submit an application tlo
the Federal Reserve bank of the district in which the applicant 1
located. 12 CFR §§225.3 (a)-(b), 262.3 (b) (1978). The Reserve bank
evaluates the application against the Board’s standards and makes a Tec-
ommendation to the Board. §262.3 (¢). At the “appropriate” time,
the Reserve bank forwards the application to the Board so that the Board
staff can undertake an independent evaluation. Ibid.

After the application is forwarded, the Board must notify the Cgmp-
troller of the Currency if a national bank is involved, or state supervisory
authorities if a state bank is involved, and in most cases must allow the
agency 30 days to submit a recommendation. 12 U. S. C. § 1842 (b). See
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The Chicago Reserve Bank concluded that the Lincolnwood
bank’s capital position—in essence, the difference between its
assets and its liabilities—was inadequate and, under respond-
ent’s proposal, was unlikely to improve enough to attain the
minimum level the Board had determined necessary to protect
the bank’s depositors.® Nonetheless, the Lincolnwood bank’s
favorable earnings prospects and strong management led the
Chicago Reserve Bank to recommend that the transaction be
approved. The Comptroller of the Currency, however, inde-
pendently reviewed respondent’s application and concluded
that it should be denied unless the bank’s capital position was
strengthened.

n. 12, infra. If the Comptroller or state supervisory authority recommends
that the application be denied, the Board must notify the applicant and
conduct a hearing. 12 U. 8. C. § 1842 (b). On the other hand, if the
Comptroller or state authority recommends approval of the transaction
or declines to submit a timely recommendation, several Courts of Appeals
have held that the Board need not provide a hearing before making its
decision, see, e. g., Kirsch v. Board of Governors, 353 F. 2d 353, 356 (CA6
1965); Northwest Bancorporation v. Board of Governors, 303 F. 2d 832,
842-844 (CAS8 1962), though it may choose to provide one. See 12 CFR
§§262.3 () (2), (3) (1978). In neither case is the Board bound by the
recommendation of these agencies. See Whitney Nat. Bank v. Bank of New
ereans, 379 U. S. 411, 419-420, 423 (1965). For a more complete explica-
tion of the Board’s procedures, see P. Heller, Handbook of Federal Bank
Holding Company Law 317-363 (1976).

G.The Board uses several measures of capital adequacy. One is the
?atlo of equity capital to total liabilities less cash on hand, known as the
lnv§sted-asset ratio. Another is the ratio of total capital (debt and
equity) to total assets, known as the eapital-asset ratio. See Heller,
Supra n. 5, at 131-132; Clark, The Soundness of Financial Intermediaries,
f}gYale L.J. 1,63 (1976). The Board regards an invested-asset ratio of
“70, See App. 52-53 (Board staff memorandum), and a capital-asset ratio
i’gf 8}?, see He.aring on Problem Banks before the Senate Committee on
than ing, Housing, and Urban Affairs, 94th Cong., 2d Sess., 137 (1976), as

© minimal levels of capital necessary to maintain financial soundness.

Respondent has not, specifically challenged the validity of these standards
4 measures of bank safety.
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Respondent thereupon modified its proposal to accommo-
date the Comptroller’s objections. Instead of issuing $15
million in capital notes and using the proceeds to purchase
new bank stock, respondent proposed that the bank itself
sell $1 million in long-term capital notes and $1.1 million in
new common stock. In addition, respondent proposed a sub-
stantial reduction in the dividends to be paid on the bank
stock. Upon review of the modified proposal, the Chicago
Reserve Bank adhered to its original recommendation, finding
the modification salutary insofar as it increased the total addi-
tion to the bank’s capital, though “slightly unfavorable” inso-
far as it decreased the addition to the bank’s equity capital
from $1.5 to $1.1 million.” The Comptroller considered the
revised plan superior to the original proposal; therefore, he,
too, recommended approval.

The Board staff independently evaluated the application
and determined that the bank’s projected capital position
would fall below the Board’s requirements.® The staff also
found that respondent had not established its ability to raise
the additional capital without the individual shareholders

7 While the Board considers capital notes that are subordinated to de-
positors’ demands to be part of a bank’s overall capital, it regards them &
a less desirable financial cushion than equity. See Heller, supra n. 5, at
130-131, n. 209; see, e. g., Clayton Bancshares Corp., 50 Fed. Res. Bul.
1261, 1264 (1964); Mid-Continent Bancorporation, 52 Fed. Res. Bull. 198,
200 (1966).

8 The bank’s invested-asset ratio was 5.39% in 1975. The Board stafl
estimated that an infusion of $2.5 million in equity capital would be
necessary to bring the bank up to the Board’s minimum standard of 9%
The respondent’s proposed addition of $1.1 million in equity and $1 mil-
lion in debt would have raised the bank’s invested-asset ratio to onlly
6.8%, $1.5 million short of the minimum 9%. The additional §21 mi-
lion in total capital would have raised the bank’s capital-asset rath fﬂr
1975 from 52% to 74%. However, amortization of the $3.7 milion
acquisition debt and the $1 million in capital notes would have cagsgd the
ratio to dwindle to 52% by 1987, well short of the Board’s 8% minimuzt
App. 52-54,
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incurring more debt. Although acknowledging that the
bank’s management was capable, the staff concluded that

“it. would appear desirable that Bank’s overall capital
position should be materially improved and that financ-
ing arrangements for the proposed capital injections into
Bank [should] be made more definite.”” App. 54-55.

The Board concurred. It reviewed each of the elements
enumerated in § 3 (¢), determining first that the proposal
had no anticompetitive impact because the transaction merely
transferred control of the bank “from individuals to a cor-
poration owned by the same individuals.” First Lincolnwood
Corp., 62 Fed. Res, Bull. 153 (1976). Similiarly, the Board
found that the proposal would effect no significant changes in
the services offered by the bank to customers, so factors relat-
ing to the convenience and needs of the community militated
neither for nor against approval. Id., at 154. Thus, the
- financial and managerial considerations specified in the final
sentence of § 3 (¢) were dispositive of respondent’s application.

Addressing these considerations, the Board ruled that a
bank holding company “should provide a source of financial
and managerial strength to its subsidiary bank(s).” 62 Fed.
Res. Bull,, at 153. Here, the Board found, even if the bank’s
optimistic earnings projections were realized, respondent would
lack the financial flexibility necessary both to service its debt
and to maintain adequate capital at the bank. This, as well as
‘Fhfe uncertainty regarding the proposed source of the capital
1nJ’e.Ctions, raised serious doubts as to respondent’s financial
ability to resolve unforeseen problems that could arise at the
bank, The Board therefore concluded that

“it would not be in the public interest to approve the for-
mation of a bank holding company with an initial debt
structure that could result in the weakening of Bank’s
overall financial condition.” Id., at 154.

| C'A divided panel of the Court of Appeals for the Seventh
| trewit affirmed, the majority finding substantial evidence to
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support the denial of respondent’s application. 546 F. 24
718, 720-721 (1976).° On rehearing en bane, the court
unanimously set aside the Board’s order. The court rec-
ognized that Congress had empowered the Board “to deny
approval of a bank acquisition upon finding it not to be in
the public interest for reasons other than an anticompetitive
tendency.” 560 F. 2d 258, 261 (1977). However, in the
court’s view, § 3 (¢) of the Act did not permit the Board to
withhold approval because of financial or managerial deficien-
cies unless those deficiencies were “caused or enhanced by the
proposed transaction.” 560 F. 2d, at 262. This transaction,
the court observed, merely reshuffled ownership interests in the
bank. Apart from the proposed addition to capital and the
tax advantage, which could accelerate reduction of the $3.7
million debt, respondent’s proposal was without financial con-
sequence. The court therefore held that the Board had over-
stepped its authority under § 3 (¢) in denying respondent’s
application. 560 F. 2d, at 262-263.

We granted certiorari because of the impact of this holding
on the Board’s ability to fulfill its regulatory responsibilities
under the Bank Holding Company Act. 434 U. S. 1061
(1978). We conclude that the court below improperly re-
stricted the Board’s authority, and, accordingly, we reverse.

II

Respondent contends that the Court of Appeals misinter-
preted the legislative history of the Bank Holding Company
Act in sustaining the Board’s authority to deny applications
for holding-company status solely on grounds of ﬁnanciallor
managerial unsoundness. As respondent reads the legislat{ve
history, Congress’ only concern in passing the Act was W}th
the anticompetitive potential in the concentration of bank}ng
resources and the combination of banking and nonbanking

°The Court of Appeals had jurisdiction to review the Board’s order
pursuant to 12 U. S. C. § 1848.
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enterprises. See S. Rep. No. 1095, 84th Cong., 1st Sess.
2 (1955); S. Rep. No. 1179, 89th Cong., 2d Sess., 2 (1966).
This focus on competitive considerations was reflected in the
amendment, of the Act in 1966 to conform § 3 (¢) with the
standards enunciated in the Bank Merger Act amendments of
the same year. See 80 Stat. 8, 12 U. S. C. § 1828 (¢)(5).
The amended standards in the Bank Merger Act were
intended to provide an exception to the antitrust laws for
those bank mergers in which the benefits to the community
outweighed the anticompetitive impact. See United States v.
Third Nat. Bank, 390 U. S. 171 (1968). By incorporating
these same standards into the Bank Holding Company Act,
respondent, infers, Congress intended to authorize the Board
to consider financial and managerial resources only as counter-
weights to a transaction’s anticompetitive impact. We do not
agree that the Board’s authority under the Bank Holding
Company Act is so limited.

The language of the statute supports the Board’s interpreta-
tion of §3 (¢) as an authorization to deny applications on
grounds of financial and managerial unsoundness even in the
absence of any anticompetitive impact. Section 3 (c) directs
the Board to consider the financial and managerial resources
and future prospects of the applicants and banks concerned
“[iln every case,” not just in cases in which the Board finds
that the transaction will have an anticompetitive effect.

Moreover, the Board’s interpretation of § 3 (¢) draws sup-
port from the legislative history. Section 19 of the original
version of the Banking Act of 1933, 48 Stat. 186, author-
ized the Board to regulate the financial and managerial sound-
ness of bank holding companies and their banking subsidiaries.
Holding companies were required to obtain a permit from the
Board before voting the shares of a national bank. Section
19 ldlrected the Board to consider, in acting upon an appli-
cation for a voting permit, the financial condition of the
tmpany and the general character of its management.
48 Stat. 186. In addition, an applicant had to submit to
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financial examination by the Board and to maintain a pre-
seribed reserve of liquid assets. 48 Stat. 187. However, the
voting-permit provisions applied only if the bank was a mem-
ber of the Federal Reserve System and the holding company
sought to exercise control by actually voting the bank shares.
Because of this limitation, § 19 ultimately proved of little
value in ensuring the financial responsibility of bank holding
companies and their subsidiaries. See H. R. Rep. No. 609,
84th Cong., 1st Sess., 4-5 (1955).

To ameliorate this deficiency, Congress expanded the Board’s
authority by enacting the Bank Holding Company Act of
1956. Section 3 (¢) of the Act enumerated five factors for the
Board to consider whenever a company sought to acquire
control of a bank:

“(1) the financial history and condition of the company
or companies and the banks concerned; (2) their pros-
pects; (3) the character of their management; (4) the
convenience, needs, and welfare of the communities and
the area concerned; and (5) whether or not the effect of
such acquisition or merger or consolidation would be to
expand the size or extent of the bank holding company
system involved beyond limits consistent with adequate
and sound banking, the public interest, and the preserva-
tion of competition in the field of banking.” 70 Stat. 135.

The House Report on the Act noted the similarity between
these factors and those specified in other banking statutes as
the basis for admitting state banks to membership in the
Federal Reserve System and for granting federal deposit-
insurance coverage. H. R. Rep. No. 609, supra, at 15. In
both instances, the adequacy of the bank’s capital is an impor-
tant factor to be considered by the reviewing agency. See 12
U. S. C. §§ 329, 1816.*°

10 Section 329 provides that no state bank may be admitted to member(‘i
ship in the Federal Reserve System unless “it possesses capital stock and
surplus which, in the judgment of the Board of Governors of the Feders!
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In amending § 3 (¢) to conform to the language of the Bank
Merger Act in 1966, see supra, at 243, Congress did not intend
to confine the Board’s consideration of financial and man-
agerial soundness only to transactions that would have an
anticompetitive impact. The sole reason given for the change
was “the interests of uniform standards” in regulating both
mergers and acquisitions in the banking industry. S. Rep.
No. 1179, supra, at 9. Regardless of whether Congress in-
tended to limit the inquiry under the Bank Merger Act,** there

Reserve System, are adequate in relation to the character and condition
of its assets and to its existing and prospective deposit liabilities and
other corporate responsibilities.” 38 Stat. 258, as amended, 12 U. 8. C.
§329.

Section 1816 enumerates the factors to be considered in the determina-
tion whether to grant a bank federal deposit insurance coverage:

“The financial history and condition of the bank, the adequacy of its capi-
tal structure, its future earnings prospects, the general character of its
management, the convenience and needs of the community to be served by
the bank, and whether or not its corporate powers are consistent with the
purposes of this Act.” 64 Stat. 876, 12 U. S. C. § 1816.
. " Respondent’s argument that Congress circumseribed the role of bank-
ing factors in the Board’s inquiry under § 3 by borrowing the language
of the Bank Merger Act assumes that supervisory agencies applying that
A'Ct can consider such factors only as they bear upon competitive con-
siderations. This assumption may be unwarranted.
i The House Report on the 1966 amendments to the Bank Merger Act
15 somewhat ambiguous regarding the weight that may be assigned to
ﬁnancial and managerial factors, but it does not appear to preclude con-
sideration of those factors as independent bases for disapproval of a
merger:
“0f course, the expression of these factors in the statute would not pre-
tude the banking agencies, charged as they are with general supervisory
"esponsibility, from considering in any particular case such other factors
% they might deem relevant. However, only the convenience and needs
géeile OO‘mmunity.to be served can be weighed against anticompetitive
e S, Wlth‘ﬁnanmal and ma.nagerial resources being considered only as
Y throw light on the capacity of the existing and proposed institutions
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is no indication that it intended to incorporate that limitation
into the Bank Holding Company Act. Indeed, in 1966 Con-
gress repealed the voting-permit provisions of the 1933 Act,
which had been left intact in 1956, because it believed that the
Board retained authority under § 3 (¢), even as amended, to
ensure the financial and managerial soundness of holding com-
panies and their subsidiary banks. The Senate Committee on
Banking and Currency stated:

“Since the Bank Holding Company Act makes it neces-
sary for any bank holding company to obtain the Board’s
prior approval before acquiring the stock of any bank
(whether member or nonmember) and since, in granting

to serve the community.” H. R. Rep. No. 1221, 89th Cong., 2d Sess, 4
(1966).

This language speaks only to the role of financial and managerial factors
in determining under 12 U. S. C. § 1828 (c) (5) (B) whether the anticom-
petitive effects of a merger outweigh its benefits to the community. In
this specific determination, financial and managerial resources are relevant
only as they affect the assessment of those benefits. But the House Report
says nothing about a situation where, as here, the merger has no anticom-
petitive impact. This situation was addressed by Senator Robertson,
Chairman of the Senate Committee on Banking and Currency, which was
responsible for the Bank Merger Act amendments:

“Of course, if there are no substantial anticompetitive effects and 1o
tendency to create a monopoly and no suggestion of restraint of trade, the
banking agency will proceed to consider the merger on the basis of t'he
financial and managerial resources and future prospects of the existl‘ng
and proposed institutions and the convenience and needs of the commumty
to be served. The banking agency may approve the merger if it thinks
the merger will be beneficial from these points of view, or it can turn
the merger down if it thinks the merger undesirable or objectionable in any
respects from these points of view.” 112 Cong. Rec. 2656 (1966) (pre
pared statement). !
See also id., at 2457, 2460 (“[S]upervisory agencies must use the banking
factors to evaluate whether or not a merger will result in a solvent anﬁ
viable institution, and . . . they should not allow a merger unless this
prerequisite is met”) (Rep. Todd).
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that approval, the Board must consider the financial
condition and management of the holding company, the
voting permit procedure . . . serves no substantial pur-
pose.” 8. Rep. No. 1179, supra, at 12.

In 1970, Congress amended the Bank Holding Company Act
to extend its coverage to holding companies that controlled
only one bank. 84 Stat. 1760, 12 U. S. C. § 1841 (a). Pre-
viously, the Aet had applied only to multibank holding
companies. The principal purpose of this change was to
prevent one-bank holding companies from entering businesses
not related to banking. S. Rep. No. 91-1084, pp. 2-4 (1970).
Nothing in the legislative history of the 1970 amendments
suggests that in extending the Aect, Congress intended to
depart from its prior understanding of the Board’s authority
or to establish a different rule for one-bank holding companies.**

12 Congress has amended the Bank Holding Company Act twice since
1970, but those amendments do not affect the disposition of this case.
In 1977, Congress made essentially technical refinements in the Bank
Holding Company Act. These amendments permit the Board to extend
further the time for a bank or a bank holding company to divest itself
of bank stock acquired in the course of collecting or securing a debt. The
amendments also empower the Board to dispense with the requirement
that the Comptroller or state authority be given 30 days’ notice before the
Board acts on an application, if more rapid action is necessary to prevent
the failure of the bank to be acquired. §§ 301, 302, 91 Stat. 1388-1390,
amending 12 U. S. C. §§ 1842 (a), (b). See H. R. Rep. No. 95-774, pp.
7-8 (1977).

Tn 1978, Congress strengthened the Board’s regulatory powers principally
by permitting the assessment of civil penalties for certain violations of the
Bank Holding Company Act. § 106, 92 Stat. 3647, amending 12 U. S. C.
§18‘.17. The 1978 amendments also authorize the Board to require a
holding company to divest itself of nonbank subsidiaries whenever neces-
sy to avoid “serious risk to the financial safety, soundness, or stability
of a bank holding company subsidiary bank” or to be consistent with sound
bankmg. principles. § 105, amending 12 U. S. C. § 1844. These amend-
Ments, in particular, reflect Congress’ intent to vest the Board with au-
thority to ensure the financial soundness of bank holding companies and
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Our conclusion as to the scope of the Board’s authority is
bolstered by reference to the principle that an agency’s long-
standing construction of its statutory mandate is entitled to
great respect, “especially when Congress has refused to alter
the administrative construction.” Red Lion Broadcasting Co.
v. FCC, 395 U. S. 367, 381 (1969) ; Zemel v. Rusk, 381 U.S. 1,
11-12 (1965) ; Udall v. Tallman, 380 U, S. 1, 16 (1965). The
Board has regularly treated deficiencies in the financial and
managerial resources of holding companies and their banking
subsidiaries as sufficient grounds for denying an application.
Clayton Bancshares Corp., 50 Fed. Res. Bull. 1261, 1264-1265
(1964) ; Mid-Continent Bancorporation, 52 Fed. Res. Bull. 198,
200-201 (1966); Midwest Bancorporation, Inc., 56 Fed. Res.
Bull. 948, 950 (1970) ; Citizens Bancorp, 61 Fed. Res. Bull. 806
(1975) ; Bankshares of Hawley, Inc., 62 Fed. Res. Bull. 610
(1976) ; see 12 CFR §265.2 (f)(22)(vii) (1978). Moreover,
Congress has been made aware of this practice,*® yet four times
has “revisited the Act and left the practice untouched”
Saxbe v. Bustos, 419 U. S. 65, 74 (1974). See 80 Stat. 236;
84 Stat. 1760; 91 Stat. 1388; 92 Stat. 3641.* We therefore
agree with the Court of Appeals that the Board can disapprove
formation of a bank holding company solely on grounds of
financial or managerial unsoundness.

their subsidiaries, a purpose entirely consonant with our interpretation
of the Board’s authority under § 3 (¢).

15 See Senate Committee on Banking, Housing, and Urban Affairs, Com-
pendium of Major Issues in Bank Regulation, 94th Cong., 1st Sess, 379,
411 (Comm. Print 1975); Hearings on Financial Institutions and .the
Nation’s' Economy before the Subcommittee on Financial Institutions
Supervision, Regulation and Insurance of the House Committee on Bank-
ing, Currency, and Housing, 94th Cong., 1st and 2d Sess., pt. 3, P- 24.03
(1976) ; Hearings on the Safe Banking Act of 1977 before the Subcommit-
tee on Financial Institutions Supervision, Regulation and Insurance of the

House Committee on Banking, Finance and Urban Affairs, 95th Cong., Ist
Sess., pt. 3, pp. 1321, 1439 (1977).
14 See n. 12, supra.
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While the Court of Appeals recognized the Board’s authority
to treat financial or managerial unsoundness as a dispositive
consideration, it held that this authority was limited to
instances in which the unsoundness was caused or exacerbated
by the proposed transaction.® The Court of Appeals rejected
the Board’s argument that permission to form a holding
company is “a reward which it may withhold until the
applicant’s financial status fulfills the Board’s standard of
desirability.” 560 F. 2d, at 262. The legislative history, the
court held, revealed nothing that would allow the Board to
disapprove formation of a bank holding company where the
transaction would not weaken a subsidiary bank’s financial
condition. In addition, the already extensive regulation of
the financial integrity of banks by the Comptroller of the
Currency and state regulatory agencies persuaded the court
that Congress could not have intended to extend identical
authority to the Federal Reserve Board. Id., at 262-263.

We perceive no basis for the limitation the Court of Appeals
imposed. Certainly, it is not compelled by the language of
the statute. By its terms, §3 (¢) requires the Board to
consider financial and managerial factors in “every case.”
Just as we observed earlier that this language encompasses
cases in which the proposed transaction would have no anti-
Qompetitive effect, supra, at 243, so, too, it encompasses cases
In which the transaction would not weaken the bank or the

15_ The Board contends that the transaction would in fact weaken the
capital position of the bank. Reply Brief for Petitioner 2 n. 2. The
Court of Appeals found otherwise, relying on the Board’s concession during
oral argument before the original panel that operation of the bank
through g holding company “might in fact be financially sounder” as a
result of the tax advantage. 560 F. 2d, at 263 n. 3. Because we conclude
that the Board had authority to deny respondent’s application regardless
of whether the transaction would weaken the bank’s capital position, we
heed express no opinion on this dispute.
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bank holding company. Indeed, the Court of Appeals’ con-
struction of the statute would require the Board to approve
formation of a bank holding company with corrupt manage-
ment simply because management, would become no more cor-
rupt by virtue of the transaction. We hesitate to adopt a
construction that would yield such an anomalous result.

Furthermore, the legislative record does provide support for
the Board’s actions. In deliberations on the Bank Holding
Company Act, see, e. g., H. R. Rep. No. 609, 84th Cong., 1st
Sess., 4-5 (1955); H. R. Rep. No. 95-1383, p. 19 (1978), and
in subsequent inquiries into banking regulation, see, e. g,
Hearing on Problem Banks, supra, n. 6; Hearings on the Safe
Banking Act of 1977, pts. 1-4, supra, n. 13, Congress has
evinced substantial concern for the financial soundess of the
banking system. And Congress has long regarded capital
adequacy as a measure of bank safety. See, e. g., 12 U.8.C.
§ 329 (Federal Reserve Act), § 1816 (Federal Deposit Insur-
ance Act); S. Rep. No. 133, 63d Cong., 1st Sess., pt. 2, p. 11
(1913); S. Rep. No. 1623, 82d Cong., 2d Sess., 2 (1952). To
rule that the Board could not require applicants for holding-
company status and their subsidiary banks to meet minimum
capital-adequacy requirements would be inconsistent with this
general legislative mandate.

Nor can we accept the conclusion that Congress intended to
reserve questions of bank safety to the Comptroller or state
agencies except where a transaction would harm the financial
condition of an applicant or the bank. The history of the
Bank Holding Company Act nowhere suggests that Congress
sought to delineate such a jurisdictional boundary. Indeed,
our decision in Whitney Nat. Bank v. Bank of New Orleqns,
379 U. S. 411 (1965), indicates that the Board’s jurisdiction
is paramount. We ruled there that the Comptroller cpgld
not deny a new bank a license to do business—a decision
normally within his competence, see 12 U. S. C. §§26, 27—
once the Board approved a bank holding company transac-
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tion that entailed formation of the new bank. 379 U. S,
at 419, 423. It follows that the Federal Reserve Board’s
actions here are not invalid merely because the powers exer-
cised duplicate those of other regulators.

Again, our conclusion is influenced by the principle that
courts should defer to an agency’s construction of its own
statutory mandate, Red Lion Broadcasting Co. v. FCC, 395
U. S, at 381; Commissioner v. Sternberger’s Estate, 348
U. 8. 187, 199 (1955), particularly when that construction
accords with well-established congressional goals. The Board
has frequently reiterated that holding companies should be a
source of strength to subsidiary financial institutions. See,
e. g., Northern States Financial Corp., 58 Fed. Res. Bull. 827,
828 (1972) ; Citizens Bancorp, 61 Fed. Res. Bull. 806 (1975) ;
Downs Bancshares, Inc., 61 Fed. Res. Bull. 673 (1975). It
has used the substantial advantages of bank holding-company
status to induce applicants to improve their own and their
subsidiaries’ capital positions. See P. Heller, Handbook of
Federal Bank Holding Company Law 127, and n. 195 (1976) ;
The Bank Holding Company—1973, pp. 35, 83 (R. Johnson ed.
1973) % In fact, between 1970 and 1975, the Board convinced
397 applicants to provide additional capital totaling $788
million and indirectly prompted the infusion of even more
capital. Hearings on Financial Institutions and the Nation’s
Economy, supra n. 13, at 2403 (testimony of Philip Coldwell,
member of the Board of Governors of the Federal Reserve
System). Congress has been apprised of this consistent

 Among these advantages are a bank holding company’s ability to
expand into banking-related activities with the Board’s approval, 12
U. S-. C. § 1843 (¢) (8), to avoid some state-law restrictions against branch
bankmg, see Whitney Nat. Bank v. Bank of New Orleans, 379 U. S., at
413,'and to realize substantial tax savings. See n. 4, supra. Given the
fpphcable state law, Ill. Const., Art. 13, §8; Ill. Rev. Stat., ch. 165,
?106 (1975), and the nature of respondent’s proposed transaction, only the
ast of these advantages afforded the Board leverage in this case.




252 OCTOBER TERM, 1978

Opinion of the Court 439U.8.

administrative praectice, ibid.; Compendium of Major Issues
in Bank Regulation, supra n. 13, at 379, and has not under-
taken to change it. Indeed, a Report of the Senate Commit-
tee on Banking, Housing, and Urban Affairs in 1977 echoed
the exact language of the Board’s standard. S. Rep. No. 95
323, p. 11 (“Holding companies are supposed to be a source
of strength to subsidiary financial institutions”).'

We hold that the Board may deny applications for holding-
company status solely on grounds of financial or managerial
unsoundness, regardless of whether that unsoundness would be
caused or exacerbated by the proposed transaction.*®

v

Respondent contends that the Board’s denial of its appli-
cation was arbitrary and capricious. We have already
determined that the Board’s “source of strength” requirement

17 The Senate Report accompanied the Financial Institutions Super-
visory Act Amendments of 1977, S. 71, 95th Cong., 1st Sess. (1977).
These amendments were passed by the Senate but were not brought before
the House. In the next session, Congress enacted a subsequent version of
these amendments as the Financial Institutions Regulatory and Interest
Rate Control Act of 1978, supra, n. 12.

18 The dissent argues that because the proposed transaction would not
exacerbate the financial difficulties of the bank, the Board’s disapprovel
rests not on the effects of the transaction, but on “pre-existing or unrelated
conditions.” Post, at 255. In the dissent’s view, the Board, by looking
beyond the transaction before it, attempted to exercise the day-to-day
regulatory authority over banks which Congress denied to it and conferred
on the Comptroller. We disagree with the basic premise of the dissent’s
argument. As the Board found, the effect of this transaction would have
been the formation of a financially unsound bank holding company. Thus,
the Board’s attempt to prevent this effect and to induce respondent to
form an enterprise that met the Board’s standards of financial soundness
was entirely consistent with the language the dissent cites. M01'ef)ver,
congressional concern with financial soundness and capital adequacy 15 by
no means “irrelevant,” post, at 257, to whether the Board’s attempt
exceeded its authority.
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is consistent with the language, purpose, and legislative history
of the Bank Holding Company Act. Our only remaining
inquiry is whether substantial evidence supports the Board’s
finding that respondent fell short of this standard. 12 U.S. C.
§ 1848.%°

The Court of Appeals panel had “no difficulty” in finding
substantial evidence to sustain the Board’s decision, 546 F. 2d,
at 720, and respondent did not press this issue in its petition
for rehearing en bane. We, too, find in this record more than
the amount of evidence “a reasonable mind might accept as
adequate to support [the Board’s] conclusion.” Consolidated
Edison Co. v. NLRB, 305 U. S. 197, 229 (1938); accord,
Richardson v. Perales, 402 U. S. 389, 401 (1971); Consolo v.
FMC,383 U.S.607,619-620 (1966). The application failed to
establish that respondent could raise the $2.1 million in ad-
ditional capital in the manner proposed. Moreover, it re-
vealed that even with this infusion, the bank’s capital would
have been well below the level the Board had determined
necessary to sustain the financial soundness of the enterprise.
Thus, the Board was entitled to conclude that respondent
would not be a sufficient source of financial and managerial
strength to its subsidiary bank. Having so determined, the
Board was entitled to deny the application.?

Section 9 of the Bank Holding Company Aect, 70 Stat. 138, as
amended, 12 U. S. C. § 1848, provides that “[t]he findings of the Board
8 to the facts, if supported by substantial evidence, shall be conclusive.”

* We also find substantial evidence to sustain the Board’s determination
that considerations involving the convenience and needs of the community
?0 not support respondent’s application. Indeed, the Board previously
1as recognized the connection between the needs of the community and the
ﬁnancml well-being of a bank, holding that an applicant’s financial inabil-
:13,1{:0 resolve'unforeseen problems could “impair [the bank’s] overall
tionl”y tg.qontlnue to serve the community as a viable banking organiza-
B . e wizens Bancorp, 61 Fed. Res. Bull. 806 (1975); accord, Downs

niesnares, Inc., 61 Fed. Res. Bull. 673, 674 (1975).

S T
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We hold that the Board’s actions were within the authority
conferred by Congress and were supported by substantial
evidence. Consequently, the judgment is

Reversed.

MER. JusTice STEVENS, with whom MR. JUusTicE REHNQUIST
joins, dissenting.

This case involves a proposal to restructure the ownership
of a relatively small bank in order to reduce its income taxes.
From the standpoint of the bank’s competitors, its creditors,
its owners, and its customers, as well as the public at large,
the proposed transaction is at worst completely harmless, and
at best substantially beneficial.

The Federal Reserve Board nevertheless refused to approve
the transaction, not because of any concern about adverse
effects of the transaction itself, but rather to induce the own-
ers of the bank to take action that the Board has no author-
ity to require of bank owners generally. In the Board’s view,
its approval power is a sort of lever that it may use to bend
the will of independent bank owners and managers. I share
the opinion expressed by Chief Judge Fairchild for the
unanimous Court of Appeals for the Seventh Circuit sitting
en banc that the application of this kind of leverage has not
been authorized by Congress.!

The normal reason for subjecting any type of transaction
to advance administrative approval is a concern about the pos-
sible consequences of the transaction itself. I can think of no
judicial precedent or statutory analog authorizing an agency
to use approvals as an all-purpose tool to accomplish objects
entirely unrelated to the approved transaction. Before con-
cluding that Congress intended to pass such an unprecedented

1 “The Board assumes the stance that the tax advantage of bank holding
company status is a reward which it may withhold until the applicant’s
financial status fulfills the Board’s standard of desirability. We do not
find this power or breadth of discretion in the statute.” 560 ¥. 2d 258, 262
(1977) (en banc).
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approval statute, therefore, I would insist upon a clear expres-
sion of that intent from Congress itself. Because the lan-
guage, structure, and legislative history of § 3 (¢) of the Bank
Holding Company Act of 1956, 12 U. S, C. § 1842 (¢), belie
any such intent, I cannot accept the Board’s interpretation.

Read in its entirety, the language of §3 (¢) confines the
Board’s authority to the evaluation of the effects of proposed
holding company transactions.* Specifically, the statute
commands the Board to disapprove any acquisition “which
would result in a monopoly,” or “whose effect” may be sub-
stantially to lessen competition, unless it finds that the “anti-
competitive effects” are outweighed “by the probable effect of
the transaction in meeting the convenience and needs of the
community.” Although the last sentence in § 3 (¢) does not
also explicitly limit the Board’s consideration to the financial
and managerial “effects” of the proposed reorganization, when
read in context its reference to “future prospects”’ surely
reflects the same concern for the consequences of the transac-
tion rather than pre-existing or unrelated conditions.®

22Section 3 (¢) 1s quoted in the opinion of the Court, ante, at 236-237,
il

*It is not disputed that the last sentence in §3 (¢) serves in part to
explain the Board’s duty to analyze a transaction’s “probable effect” on
the “convenience and needs of the community” and then to weigh those
effects against any anticompetitive “result{s]” of the transaction. Because
the statute so clearly limits the Board’s consideration to effects in that
endeavor, it makes little sense to read the same sentence to give the Board
broader authority in analyzing the financial and managerial aspects of the
transaction apart from its anticompetitive results.

The Board’s position is especially untenable in that the two principal
concerns reflected in § § (¢) are concentration of commercial banking facili-
ties under a single management and the combination under single control
fJf banking and nonbanking enterprises. These concerns, neither of which
1S even remotely implicated by this transaction, were described in the
testimony of Chairman Martin on behalf of the Board in 1955. He
thought legislation was necessary because of :

tl}gl) The unrestricted ability of a bank holding company group to add to
€ number of its banking units, making possible the concentration of com-
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The overall structure of the federal banking laws lends
credence to this interpretation. It is not the Board but
instead the Comptroller of the Currency that has day-to-day
regulatory jurisdiction over existing financial and managerial
conditions at national banks such as the one involved here
If the Board can employ its holding-company approval power
as a lever for inducing banks to achieve more satisfactory
financing, management, future prospects, and community
service, it can indirectly exercise authority that Congress has
denied it and given directly to another agency.’®

mercial bank facilities in a particular area under a single control and
management; and

“(2) The combination under single control of both banking and nonbanking
enterprises, permitting departure from the principle that banking institu-
tions should not engage in business wholly unrelated to banking. Such
a combination involves the lending of depositors’ money, whereas other
types of business enterprise, not connected with banking, do not involve
this element of trusteeship.” S. Rep. No. 1095, 84th Cong., Ist Sess,
2 (1955).

In the Board’s anomalous view, therefore, Congress has carefully confined
the agency’s power to carry out the two primary purposes of the legisls-
tion, while leaving it with virtually unbounded authority to effectuate tl}e
statute’s secondary goal of assuring financial and managerial stability I
bank holding companies.

4 Although the Board decides which banks qualify for membership in the
Federal Reserve System, 12 U. S. C. §329, its day-to-day regulatory
authority extends only to state member banks that are insured by the
Federal Deposit Insurance Corporation. National member banks, such as
respondent, are subject to the daily control of the Comptroller of the
Currency. 12 U.S. C. §§ 1813 (b), (d), (h), 1818. ;

5 To use the Court’s example, ante, at 250, if the Board is concerned with
possible corruption in a national bank’s management, it may not addr_eSS
that problem directly by way of a cease-and-desist order or other remedies.
That power resides exclusively in the Comptroller. See n. 4, supra. The
Board nonetheless claims the power to require a change in managgment
before the bank can earn a reward in the form of tax savings available
through holding-company ownership—even when it concludes that the
change in ownership form would in no way enhance the dangers of corﬂ.lpt
management and would only improve the bank’s overall situation. Having
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The sparse legislative history cited by the Court on this
point, ante, at 250, is of no help to the Board’s position. It
is true that Congress has been concerned with the “financial
soundness” and “capital adequacy” of banks controlled by
holding companies. But that concern is simply irrelevant to
the issue whether Congress intended the Board to deny hold-
ing-company approval that would not adversely affect, but
rather would enhance, the bank’s financial soundness and
capital adequacy.

The authority claimed by the Board is also illogical. If
certain capital ratios are essential for sound banking opera-
tions, and if the Comptroller is unable to achieve them, then
the Board should be given power to require them by a general
rule or standard applicable to all banks. Haphazard enforce-
ment against only those banks that seek approval of holding
company status is a most unusual and disorderly way to
administer any significant policy.

In the end, the Court’s decision rests entirely on “the prin-
ciple that courts should defer” to the administrative agency’s
own interpretation of its statutory authority. Ante, at 251.
The Court assumes that the Board’s asserted authority origi-
nated with the passage of the Bank Holding Company Act of
1956. Ante, at 244. Not until eight years later, however,
d¥d the Board purport to exercise that authority, and it
did so without explaining the statutory basis for its actions.
Clayton Bancshares Corp., 50 Fed. Res. Bull. 1261, 1264
1265 (1964); see opinion of the Court, ante, at 248. Such
a belated and casual assertion of power by the Board, no mat-
ter }_mjzv long it has persisted, hardly qualifies as the type of
administrative policy that may stand in place of an expression
of legislative intent. See SEC v. Sloan, 436 U. S. 103
;(?l\llerturning as beyond the authority of the SEC a policy

owed by that agency for 34 years). See also Adamo

—_—

W;th}fleld the former power, I think it is illogical to assume without any
Proof at all that Congress intended to grant the latter.
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Wrecking Co. v. United States, 434 U. S. 275, 287-289, and
n. 5. I would not allow this agency, no matter how well
respected and how well motivated, to construe vague stat-
utory language as conferring such wide-ranging power on
itself. Like Chief Judge Fairchild and his colleagues, I “do

not find this power or breadth of discretion in the statute.”
560 F. 2d 258, 262 (CA7 1977).¢
I respectfully dissent.

¢In the text of its opinion the Court states its intention to “decide
whether the Board can only exercise [its approval] authority when the
transaction would cause or exacerbate the financial unsoundness of the hold-
ing company or a subsidiary bank.” Ante, at 237. Later the Court pur-
ports to “hold that the Board may deny applications for holding-company
status solely on grounds of financial or managerial unsoundness, regardless
of whether that unsoundness would be caused or exacerbated by the pro-
posed transaction.’” Ante, at 252. What purports to be a broad holdln_g,
however, is significantly qualiied by n. 18 which was added 1
response to this dissent. In that footnote the Court limits its holding 'toa
case in which the effect of the transaction is the formation of a ﬁnancla_lly
unsound bank holding company. So limited, this case involves nothing
more than a dispute over whether this particular holding company Was
financially unsound—a dispute that hardly merits this Court’s attentlor}.
Even on this narrow ground of decision, however, I find the Court’s
reasoning unpersuasive. The financial soundness of the bank is surely &
matter of greater public interest than the financial soundness of its parent;
yet neither the Board nor the Comptroller of the Currency has asserted
any basis for requiring the bank to take any remedial action. Everyons
agrees that the financial strength of the bank will be improved by the
formation of a holding company and that no adverse consequences
result.
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