FEDERAL RESERVE SYSTEM
12 CFR Parts 211 and 265
[ Regul ati on K; Docket No. R-0994]

I nt ernati onal Banking Operations; Rules Regardi ng Del egation of
Aut hority

AGENCY: Board of Governors of the Federal Reserve System
ACTI ON: Noti ce of proposed rul emaki ng.

SUMVARY: Consistent with section 303 of the Riegle Community
Devel opment and Regul atory | nprovenent Act of 1994 (the

Regul atory | nprovenent Act) and the International Banking Act of
1978 (the I1BA), the Board has revi ewed Regul ati on K, which
governs international banking operations, and is proposing for
coment a nunber of changes to Subparts A B and C of

Regul ation K

Subpart A of Regul ation K governs the foreign
investnments and activities of all nenber banks (national banks as
wel | as state nmenber banks), Edge and agreenment corporations, and
bank hol di ng conpani es. The proposed anendnents woul d streanline
forei gn branching procedures for U S. banking organi zati ons,
aut hori ze expanded activities in foreign branches of U S. banks,
and i npl ement recent statutory changes authorizing a bank to
invest up to 20 percent of capital in surplus in Edge
corporations. Changes also are proposed to the provisions
governing perm ssible foreign activities of U S. banking
organi zations, including securities activities, and investnents
by U S. banki ng organi zati ons under the general consent
procedures and portfolio investnents authority.

Subpart B of Regul ation K (Foreign Banking
Organi zations) governs the U S. activities of foreign banking
organi zati ons. The proposed anendnents include revisions ained
at streamining the applications procedures applicable to foreign
banks seeking to expand operations in the United States, changes
to provisions regarding the qualification of certain foreign
banki ng organi zati ons for exenption fromthe nonbanki ng
prohi bitions of the section 4 of the Bank Hol di ng Conpany Act
(the BHC Act), and inplenmentation of provisions of the Reigle-
Neal Interstate Banking and Branching Efficiency Act of 1994 (the
Interstate Act) that affect foreign banks.

In addition, there are proposed a nunber of technical
and clarifying anendnments for Subparts A and B, as well as
Subpart C, which deals with export trading conpanies, and certain
amendnents to the Board's Rul es Regardi ng Del egati on of
Aut hority.



DATES: Comments nust be received by March 14, 1997.

ADDRESSES: Comments, which should refer to Docket No. R-0994,
may be mailed to WlliamW WIles, Secretary, Board of Governors
of the Federal Reserve System 20th and C Streets, N W,

Washi ngton, D.C. 20551. Comments addressed to M. Wles al so may
be delivered to the Board's mail room between 8:45 a.m and

5:15 p.m, and to the security control room outside of those
hours. Both the mail room and the security control room are
accessible fromthe courtyard entrance on 20th Street between
Constitution Avenue and C Street, NNW Comments received wll be
avai l abl e for inspection in Room MP-500 of the Martin Buil ding
between 9:00 a.m and 5:00 p.m weekdays, except as provided in

? 261.14 of the Board's Rules Regarding the Availability of

I nformation, 12 CFR 261. 14.

FOR FURTHER | NFORMVATI ON CONTACT: Kathleen M O Day, Associate
General Counsel (202/452-3786); Sandra L. Richardson, Mnagi ng
Seni or Counsel (202/452-6406), or Jon Stol off, Senior Attorney
(202/ 452- 3269), regardi ng Subpart A, Ann M sback, Managi ng Seni or
Counsel (202/452-3788), or Janet Crossen, Senior Attorney
(202/ 452- 3281), regarding Subparts B or C, Legal Division; or

M chael G Martinson, Associate Director (202/452-2798), or Betsy
Cross, Assistant Director (202/452-2574), D vision of Banking
Supervi sion and Regul ation. For the users of Tel econmunicati ons
Device for the Deaf (TDD) only, please contact Di ane Jenkins
(202/ 452- 3544) . —

SUPPLEMENTARY | NFORVATI ON:

Subpart A: International Operations of U S. Banking O ganizations
Expansi on of Perm ssible Foreign Activities

Statutory Franmework

The proposed anendnents to Regul ation K, which are in
part the result of the Board's review of its regul ati ons under
section 303 of the Regulatory |Inprovenent Act, seek to elimnate
unnecessary regul atory burden, increase transparency, and
stream i ne the approval process for U S. banking organi zations
seeking to expand their operations abroad and foreign banks
seeking to establish or expand operations in the United States.
The Federal Reserve Act, as anended by the IBA, also requires the
Board to review and revise its regulations issued under section
25A of the Federal Reserve Act (the Edge Act) at |east once every
five years to ensure that the purposes of the Edge Act are being
served in light of prevailing economc conditions and banking
practices. The provisions of Subpart A, which govern the



operations of Edge corporations, also were reviewed with this
statutory mandate in mnd.¥

Edge corporations are international banking and
financial vehicles through which U S. banking organi zati ons offer
i nternational banking or other foreign financial services and
t hrough which they conpete with simlar foreign-owned
institutions in the United States and abroad. The purposes of
t he Edge Act, which anended the Federal Reserve Act in 1919,

i ncl ude enabling U S. banking organi zations to conpete
effectively with foreign-owned institutions; providing the neans
to finance international trade, especially U S. exports;
fostering the participation of regional and smaller U S. banks in
provi di ng international banking and financing services to U S
busi ness and agriculture; and stimulating conpetition in the
provi sion of international banking and financing services

t hroughout the United States. Congress, in enacting this

| egi sl ation, recognized that U S. banks needed vehicles that
coul d exercise wder financial powers abroad than were permtted
donestically in order to be conpetitive internationally and to
serve the international needs of U S firns. At the same tine,
the Edge Act places limts on U S banks' exposure to these
broader foreign activities, by imting the anount that U S
banks may invest in Edge corporations, establishing a nunber of
statutory safety and soundness constraints, and granting the
Board wi de discretion in determ ning what activities should be
perm ssible for such entities. 1In exercising its authority in
this area, the Board is required by the IBA to inplenent the

obj ectives of the Edge Act consistent with supervisory standards
relating to the safety and soundness of U.S. banking

or gani zat i ons.

As a result of the current review, the Board has not
identified any changes that appear to be necessary with regard to
the provisions relating to the activities of Edge corporations in
the United States. Nevertheless, comment is sought on any
changes to the permssible U S activities of Edge corporations
that are considered necessary or appropriate to fulfill the
pur poses of the Edge Act.

The Board, however, has determ ned that a nunber of the
provisions relating to foreign activities of U S. banking
organi zati ons could be revised. The Board proposes revisions to

¥ The Board | ast revised Subpart A in Decenmber 1995, at which
time the general consent investnent authority for strongly-
capitalized and wel | -managed U. S. banki ng organi zati ons was
expanded significantly. A conprehensive review of Regulation K
inits entirety was conpleted in 1991.



Subpart A that would: (1) expand perm ssi bl e governnent bond
trading by foreign branches of nenber banks; (2) streamine
procedures for establishment of foreign branches by U S. banking
organi zations; (3) expand perm ssible foreign activities of U S
banki ng organi zations, including securities activities; (4)
expand general consent and portfolio investnent authority for
U. S. banking organi zations; (5) anend the debt/equity swaps
authority to reflect changes in circunstances of eligible
countries; (6) inplement the new statutory provision allow ng
menber banks to invest, with the Board' s approval, up to 20
percent of capital and surplus in the stock of Edge and agreenent
corporations; and (7) include additional technical and clarifying
anendnents. Each of these proposed changes is discussed bel ow.

Expansi on of Governnment Bond Tradi ng by Forei gn Branches

Section 25 of the Federal Reserve Act permts the Board
to authorize foreign branches of nmenber banks to conduct abroad
activities that are not permtted donestically. However, the
statute states that the Board shall not "except to such limted
extent as the Board may deem necessary wth respect to securities
i ssued by any 'foreign state' ... authorize a foreign branch to
engage or participate, directly or indirectly, in the business of
underwriting, selling, or distributing securities."”

G ven the statutory | anguage, the Board, to date, has
only permtted foreign branches to underwite and sell securities
of the governnment of the country in which the branch was | ocat ed.

This was determ ned to be appropriate on the basis that it is
of ten necessary in the ordinary course of banking business for a
branch to participate in the selling of the bonds of the host
country.

In recent years, U.S. banking organi zati ons have becone
nore active in trading and underwiting foreign governnment
securities. Increasingly, such business, where possible, is
bei ng conducted in the foreign branches of U S. banks. Rather
than distributing the securities through their various branches,
centralizing trading for all or for certain groups of countries
in a single branch can be desirable to facilitate managenent and
funding of this business. For exanple, a banking organization
m ght wsh to centralize governnent securities trading for al
countries in the European Union in one European branch.

For these reasons, the Board proposes that banks be
permtted to underwite and deal through their foreign branches
in obligations of governments other than the host governnent,
provi ded that the obligations are of investnent grade and the
busi ness is otherw se subject to sound banking practices and
prudential regulations. The Board considers the requirenment that



the obligations nmust be investnent grade would Iimt cross-border
transfer risk to the bank because tradi ng of governnment
securities giving rise to such risk would be required to be
conducted either directly through a | ocal branch that is funded
locally or through a subsidiary instead of through the bank.

The Board believes that permtting branches to
underwite and sell securities of governnents other than the host
government on this basis is consistent with sound risk managenent
and general business practices, as well as with the Board's
statutory authority. The Board al so proposes to retain the
exi sting authority of foreign branches of nenber banks to
underwite and deal in host governnent bonds regardl ess of
whet her they are investnent grade.

The Board seeks comrent on these proposals, as well as
on what ratings should be considered to be investnent grade for
t hese purposes.

For ei gn Branchi ng

The Board?s responsibilities as honme country supervisor
under the M nimum Standards for the Supervision of International
Banki ng Groups and their Cross-border Establishnments issued by
the Basle Comm ttee on Banki ng Supervision (the M ninum
Standards) call for its specific authorization of a U S. banking
organi zati on?s outward expansi on. Qutward expansion for these
pur poses neans the initial establishnment of a banking presence in
a country by the bank or any affiliate.

Regul ation K currently requires the specific consent of
the Board for the establishnment of branches by a nenber bank, an
Edge or agreenent corporation, or a foreign bank subsidiary in
its first two foreign countries. The Board believes that 30
days' prior notice before establishnent of those initial foreign
branches woul d be sufficient and would be consistent with the
M ni mum St andards. The Board considers that 30 days' prior
notice al so should be required consistent wwth the M ni num
Standards if the initial banking presence abroad is in the form
of a subsidiary bank; such notice would be required even if the
anount to be invested were bel ow the general consent limts.

Under Regul ation K at present, no prior Board approval
is required for a banking entity to establish additional branches
in any foreign country where it already operates one or nore
branches. However, a banking entity nust give the Board prior
notice before establishing a branch in a foreign country where it
has no branches even though a banking entity affiliate operates a
branch in that country.



The Board proposes that Regulation K be |iberalized
such that if any of the nmenber bank, its Edge or agreenent
corporation subsidiaries, or a foreign bank subsidiary (whether a
subsidiary of the bank or of the bank hol di ng conpany) already
has a branch in a particular foreign country, a banking affiliate
woul d be able to branch there without prior notice to the Board.

After-the-fact notice, however, would still be required.

The Board al so proposes that the 45 days' prior notice
currently required in order to branch into additional countries
where there is no affiliated banking presence (after the
organi zati on has branches engaged in banking in two foreign
countries) should be reduced to 12 business days. In taking this
approach, the foreign branching experience of the entire banking
organi zati on woul d be taken into account in determ ning whet her
the banking entity would be subject to the 30 day or 12 day prior
notice procedure. Were a U S. banking organi zation as a whol e
al ready operates foreign branches of banking entities in two
countries, any banking affiliate would be able to open a branch
in a country where such organi zati on has no banki ng presence
pursuant to the 12 days' prior notice procedure.

Finally, currently under Regul ati on K, nonbanki ng
subsidiaries held pursuant to Regul ation K may branch into any
country in which any affiliate has a branch w thout prior notice,
but a 45-day prior notice nust be submtted to establish a branch
in a country where no affiliate has a presence. The Board
proposes permtting nonbanki ng subsidiaries held pursuant to
Regul ation K to establish foreign branches w thout prior review,
subject only to an after-the-fact notice requirenent.

The Board seeks coment on these proposed changes,
including in particular whether the proposed nodified notice
periods would sufficiently acconmpdate foreign expansion pl ans.

Perm ssible Activities of Foreign Subsidiaries of U S. Banking
Organi zat i ons

One aspect of bank regulation to which the Federal
Reserve subscribes is the fostering of a |l evel conpetitive
playing field for financial intermediaries. Thus, in the United
States, the Board has advocated that expansi on by banking
organi zations into nonbanking activities should generally occur
t hrough the bank hol di ng conpany and not the bank. Banks in the
United States benefit fromthe inplicit support of the national
government and its sovereign credit rating through federa
deposit insurance, Federal Reserve discount wi ndow access, and
final riskless settlenent of paynent systemtransactions.
Extension of this systemwould nake the existing playing field in
the United States unlevel for nonbank conpetitors and create



unnecessary distortions in conpetition.

The sane principle applies to American banks abr oad.
O her nations have chosen to allow their banks to engage in a
broad array of financial activities, especially investnent
banki ng activities, thereby extending to these banks the inplicit
support of their governnents. In those nmarkets, U S. banks woul d
be at a disadvantage if unable to offer their custoners an
equi val ent range of key services with the conveni ence and

efficiency of their |ocal bank conpetitors. Indeed, in many of
these markets, banks are the only significant providers of
capital markets services. |ndependent securities firnms are not

general ly substantial conpetitors in these nmarkets, both for
hi storical reasons and because they may be unable to conpete
effectively with banks that have the explicit and inplicit
support of their governnents.

Congress has recogni zed the existence of the different
conpetitive environnents faced by U S. banks operating abroad and
has | egislated specifically to deal with it. Under the Edge Act,
t he Board has been granted broad authority to permt Edge
corporations, which my be owned by U S. banks, to engage in a
wi der range of activities outside the United States than has been
permtted to U. S. banks donestically, consistent with safety and
soundness standards. As noted, the purposes of the Edge Act
i ncl ude enabling U S. banking organi zati ons to conpete
effectively with foreign-owned institutions. Congress, in
enacting this |legislation, recognized that U S. banks needed
vehi cl es that coul d exercise broader financial powers abroad in
order to be able to be conpetitive internationally and to serve
the needs of U S. firns. Congress granted the Board simlar
broad discretion to all ow bank hol di ng conpani es to engage in
activities outside the United States.

In exercising its statutory authority, the Board has
sought to bal ance the need for U S. banks to be conpetitive
abroad with the public interest in assuring the safety and
soundness of the banks, protecting the deposit insurance fund,
and limting the extension of the federal safety net. In
proposi ng these revisions to Regulation K, the Board has sought
to give U S. banks appropriate expansion of those activities,
such as investnent banking, in which the conpetitive need is the
greatest. Liberalization in relation to other activities, such
as venture capital investnents and insurance activities, has been
proposed only in relation to subsidiaries of the bank hol di ng
conpany. These latter activities appear to be able to be
conducted conpetitively outside the bank chain of ownership.

Securities Activities



Current Restrictions on Securities Activities

Foreign subsidiaries of U S. banking organi zations
have been permtted broad authority to underwite and deal in
debt securities for over 25 years, subject to the provision that
the securities nmust be included with | oans for purposes of
conpliance with the parent bank?s lending limt. No separate
dollar Iimts have been placed on underwiting and dealing in
debt securities.

Since 1979, Regul ation K also has authorized foreign
subsidiaries of both U S. banks and bank hol di ng conpanies to
underwite and deal in equity securities outside the United
States, subject to certain limtations and restrictions. These
activities were determned to be permssible, wthin the
applicable limts, on tw bases. First, it becanme clear that it
was necessary for U. S. banking organi zations to be able to engage
in these activities abroad, if they were to conpete successfully
with foreign banks in the provision of services to foreign
custoners. Indeed, for sone tinme, virtually all the major
foreign conpetitors of U. S. banking organi zati ons have been
forei gn banks that conduct equity securities activities either
directly in the bank or in a subsidiary of the bank. Thus,
consistent wth the purposes underlying the Edge Act and the BHC
Act, there is clear statutory authority for U S. banking
organi zations to engage in these activities through subsidiaries
abroad. Second, in any event, the provisions of the d ass-
Steagal |l Act do not apply extra-territorially to the operations
of foreign subsidiaries of U S. banking organizations.

While equity underwiting and deal i ng have been
perm ssible activities for U S. banking organi zations? foreign
subsidiaries for sone tinme, as noted above, the |level of such
activity is subject to limts under Regulation K Prudenti al
restrictions currently applied to equity securities underwiting
and dealing activities under Regul ation K include the foll ow ng.

Underwiting |limts--Through a foreign subsidiary, an
investor? may underwite equity securities in amunts up to the
| esser of $60 million or 25 percent of its tier 1 capital.
These limts do not include anounts covered by bindi ng
commtnments from sub-underwiters or other purchasers. |If the
underwriting is done in a subsidiary of the nmenber bank, the
anmount of the uncovered underwiting nust be included in

2 An investor for these purposes neans an Edge corporation

agreenent corporation, bank hol di ng conpany, nenber bank and any
forei gn bank owned directly by a nenber bank



conputing the bank's single borrower lending [imt with respect
to the issuer

Dealing limts--Through a foreign subsidiary, an
investor may hold a dealing position in the equity securities of
any one issuer in amounts up to the |esser of $30 million or 10
percent of its tier 1 capital. An investor nust include any
shares of a conpany held in an affiliate's dealing account in
determ ning conpliance with any percentage limts placed on
owner shi p of that conpany.

Aggregate limt--There is an aggregate |imt on the
total amount of equity securities that may be held in investnment
and deal ing accounts, aggregating all shares held by
subsidiaries: for a bank holding conpany, the limt is 25
percent of tier 1 capital; for an Edge corporation®, the linit
i's 100 percent of the Edge's tier 1 capital.?¥

Prior review -Banking organizations nust submt to a
review of thelir foreign securities operations prior to engagi ng
in foreign equity securities activities to the extent of these
limts. They may al so seek Board approval for higher
underwriting limts, subject to certain conditions.

Proposed Revi si ons

Determ nation of Applicable Limts

Al t hough, as discussed above, the limts on
underwriting and dealing in equity securities in Regulation K are
expressed both in terns of percentages of tier 1 capital of the
i nvestor and absolute dollar limts, as a practical matter it has
been the dollar limts that have constrained the ability of U S
banki ng organi zations to engage in these activities through their
foreign subsidiaries and, consequently, have inpeded their
efforts to conpete with foreign banks abroad. In order to reduce
further these constraints on conpetition, the Board proposes to
replace the dollar limts for underwiting or dealing activity
with limts based solely on percentages of the investor's tier 1
capital for well-capitalized and wel |l - managed organi zati ons.

The Board considers that, if a banking organization is
wel | -capitalized and wel |l -managed, tying the underwriting or

¥ Any foreign bank directly owned by a U S. bank is treated as

an Edge corporation for purposes of its limts.
#  Investnents in conpanies nust be added to any shares of such
conpani es held in the dealing account for purposes of this limt.



dealing limts solely to capital |evels would have the benefit of
nmore closely linking the limts to the ability of the conpany to
support the activity. It would also provide U. S. banking

organi zations with greater flexibility in responding to changi ng
mar ket conditions, because the anmount of capital devoted to an
activity is, after neeting regulatory constraints, determ ned by
the firm?

Accordi ngly, the Board proposes to anend Regul ati on K
in relation to those banking organi zations that are well -
capitalized and well-managed by renoving the existing dollar
limts applicable to equity securities activities, and instead
provi ding that such activities would be limted to percentages of

the investor's tier 1 capital. For well-capitalized and well -
managed organi zati ons, the Board proposes applicable limts to be
determined as follows.¥ In relation to securities activities of

subsi di ari es of bank hol ding conpanies, their limts would be
determ ned by reference to percentages of the tier 1 capital of
t he hol di ng conpany. The Board proposes, however, that |limts
applicable to such activities undertaken by subsidiaries of Edge
and agreenment corporations, as well as foreign banks that may be
direct subsidiaries of nenber banks, would be determ ned by
reference, at least in the first instance, to the tier 1 capital
of the parent bank.

In the Board's view, tying applicable limts to the
capital of the parent bank is particularly inportant for
subsi di ari es of Edge corporations. As previously noted, Congress
has limted a nmenber bank's investnent in Edge and agreenent
corporations to 20 percent of the bank's capital.” However

% Arguably, this flexibility could be enhanced further if

foreign subsidiaries of U S. banking organizations were permtted
to exceed the individual and aggregate limts, subject to a

requi renent that the anmount in excess of the limts be deducted
fromcapital and, after such deduction, the institution would
continue to be well-capitalized.

¢ The Board proposes that existing dollar linits would be
retained for conpanies that are not well-capitalized and well -
managed.

" The Edge Act prohibited nenber banks frominvesting nore than
10 percent of their capital and surplus in the capital stock of
Edge and agreenent corporations. |In Septenber 1996, Congress
anmended this limt to permit investnments in excess of 10 percent
of capital and surplus with the specific approval of the Board,
provi ded the anmpbunt invested shall not exceed 20 percent of
capital and surplus of the bank.

10



partly for tax reasons, Edge corporations historically have
tended to retain their earnings rather than dividending themto

t he parent bank. |In sone cases due to such retai ned earnings,
the capital of a bank's Edge and agreenent corporations may be in
excess of 20 percent of the parent bank's consolidated capital,
even though the its investnent in the Edge subject to the above-
referenced statutory Timt is below 20 percent.

In these circunstances, the Board considers that the
capital of an Edge corporation that is in excess of 20 percent of
t he parent bank's consolidated capital, when retained earnings
are counted, should be excluded for purposes of determ ning
applicable limts for activities of the Edge and its
subsidiaries. The Board proposes to acconplish this by setting
limts for Edge corporations tied both to percentages of the
Edge's and parent bank's capital, respectively.¥ Limits tied to
the parent bank's capital would be 20 percent of the limts
ot herwi se applicable to Edge corporations. The lower limt would
be the binding limt. For exanple, if alimt proposed for a
given activity of an Edge corporation is 10 percent of capital
but the Edge's capital is in excess of 20 percent of the bank's
total capital, the binding limt for the Edge would be two
percent of the parent bank's tier 1 capital. For those U S
banks that do not have significant |evels of retained earnings at
the Edge, the binding limt nore than Iikely would be the
separate limt tied to the Edge's capital.

The Board considers that this approach woul d be
consistent wwth the intent underlying the provisions of the Edge
Act limting the total anpbunt of capital a bank may invest in
Edge corporations. This approach effectively would place a cap
on the percentage of total bank capital that could be placed at
risk through activities or Investnents not otherwi se permtted to
the bank directly, regardless of the capital |evel of the Edge
corporation. This approach also would renove any regul atory
incentive to retain earnings at the Edge because any regul atory
benefit fromsuch retained earnings, in terns of expanded |imts
on activities abroad, would be deni ed.

The Board proposes that all limts applicable to well-
capitalized and wel | -managed Edge corporations under the anended
Regul ati on K woul d proceed on this basis. Coment is requested
on these proposal s and whet her any ot her approach m ght achieve
simlar objectives.

8 As noted above, Regulation K currently treats any foreign

bank owned directly by a nenber bank as an Edge corporation for
purposes of its limts. The Board proposes that this treatnent
woul d be continued under the revised Regulation KIlimts.

11



Equity Underwriting

The $60 million limt on underwiting equity securities
significantly inpedes the ability of U S. banki ng organi zations
to conpete for this business in foreign markets, where securities

underwriting is increasingly a service offered by |ocal banks.
At the sane time, the risks associated with the activity suggest
that such a stringent limt is not required for safety and
soundness purposes for well-capitalized and wel |l - managed banki ng
organi zations. Wiile initial underwiting conmtnments may
involve large suns, in nost cases by the tinme the underwiting
goes to market, large portions of the exposure have been passed
on sub-underwiters or presold. Thus, in nost cases, the initial
underwriting commtnent overstates the risk being assuned.

The Board proposes to renove the absolute dollar Iimts
on underwiting exposure for well-capitalized and wel | - managed
banki ng organi zations, but retain a limt based on a percentage
of the investor's capital. More specifically, limts for
underwiting exposure to a single conmpany woul d be established at
15 percent of the bank hol ding conpany's tier 1 capital for its
subsidiaries and, for subsidiaries of Edge corporations, the
| esser of three percent of tier 1 capital of the bank or 15
percent of the tier 1 capital of the Edge.

These limts on underwriting exposure to a single
conpany woul d be applied on an aggregate basis. A bank hol di ng
conpany's limt would include all underwiting exposure to one
i ssuer by all of the holding conpany's direct and indirect
subsi di ari es, including exposures held through its bank
subsidiaries. The bank's and Edge's limts would include al
exposures held by their respective subsidiaries. The Board
proposes, however, that this expanded underwiting authority
woul d be available to U S. banking organizations only if each of
t he bank hol di ng conpany, bank and Edge or agreenent corporation
qualify as well-capitalized and wel | - ranaged. ¥

For organi zations that fail to neet the well-
capitalized and well-managed criteria, the Board proposes that
the existing dollar Iimts (i.e., $60 mllion) on conmtnments by
an investor and its affiliates for the shares of an organi zation
woul d be retained.

¥ The Board proposes that what, if any, action should be taken

in relation to banking organizations' |limts and dealing
positions if they cease to be well-capitalized and wel | - managed
woul d be addressed on a case-by-case basis through supervisory
action.

12



The Board proposes that, in order to engage in such
activities, all banking organizations would be required to
i npl ement internal systens and controls adequate to ensure proper
ri sk managenent. Controls would have to be in place to assure
that underwriting positions do not result in violations of limts
on securities held in the trading account or exceed the parent
bank's lending limts when the underwiting positions are
conbined with other credit exposures. Sanctions (such as
t enporary suspension of underwiting authority) may be inposed
for violations of such [imts.

Dealing in equity securities

The Board al so proposes for coment |iberalization of
dealing activities for well-capitalized and wel | - managed banki ng
organi zations. As with underwiting limts, the proposed dealing
limts woul d be based on percentages of capital of the
organi zation and, thus, on the ability of the organization to
accommodate risk. This change would permt U.S. banking
organi zations to conpete nore effectively with foreign banks in
providing equity dealing and underwiting services to custoners
abroad, where such activities are generally permssible to
banki ng organi zati ons. Nevertheless, in the Board's view,
dealing activities appear to present sonmewhat greater risk of
| oss than underwiting, which suggests sonmewhat nore restrictive
limts are needed for dealing activities relative to underwiting
activities.

For well-capitalized and wel | - managed organi zati ons,
the Board, therefore, proposes to renove the current dollar
l[imts and revise the existing percentage of capital limts as
fol | ows. First, in order to provide diversification in the
tradi ng account, the Board proposes a |limt on holdings of any
one stock in the trading account of 10 percent of the tier 1
capital of the bank hol ding conpany for its subsidiaries and, for
subsi di aries of an Edge corporation, the |lesser of two percent of
the bank's tier 1 capital or 10 percent of the Edge's tier 1
capital

Second, the Board proposes an aggregate |imt
applicable to all holdings of equities in the trading accounts of
all direct and indirect subsidiaries authorized pursuant to
Subpart A !  Wthout such an aggregate ceiling, the Board is
concerned that a banking organi zation coul d have excessive

' As at present, shares held as an investnment pursuant to

Subpart A also would be included in calculating the applicable
aggregate limts.
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exposure to novenents in equity markets. The Board proposes
aggregate limts of 50 percent of the bank hol ding conpany's tier
1 capital for its subsidiaries and, in the case of an Edge's
subsidiaries, the | esser of 10 percent of the tier 1 capital of

t he bank or 50 percent of the Edge's tier 1 capital.

The Board proposes that the limts on equity trading
and dealing would apply to net positions across |egal vehicles
held, directly or indirectly, by the regulated entity to which
the limt is applicable (that is, the bank hol di ng conpany, the
bank or the Edge corporation). Long equity positions in a
single stock could be netted agai nst short positions in the sane
stock and agai nst derivatives referenced to the sane stock.

For purposes of the aggregate |imts, all physical and derivative
| ong positions could be netted against physi cal and derivative
short positions. It is further proposed that, for purposes of
measuring conpliance with these investnment |imts, banks would be
permtted to use internal nodels to cal culate the val ue of
derivative positions used to of fset exposures and net dealing
positions in individual stocks, as well as the value of total net
equity holdings in the trading account.! The Board considers
that the adequacy of such nodels is subject to review during the
exam process, and proposes that no special review would be
required for their use in connection with the proposed limts on
securities activities.

For organi zations that fail to satisfy the well-
capitalized and well-managed criteria, the Board proposes to
retain the existing dollar limt on individual shares held in the
trading account (i.e., $30 million), which would be calculated in
the sane manner as at present. Wth regard to an aggregate limt
on shares held in the trading account, the Board considers that a
reasonable imt for all equity positions of such organizations,
aggregating all positions and investnents held pursuant to

W currently these limts are normally applied on a gross basis.

12l The Board al so proposes that a basket of stocks, specifically
segregat ed by the banking organization as an offset to a position
in a stock index derivative product, as conputed by the bank's
internal nodel, may be netted as a whol e agai nst the stock index.
B currently, the use of internal nodels in conputing net
positions in stocks is subject to prior Board review and the
[imtation that any position in a security shall not be deened to
have been reduced through netting by nore than 75 percent.

" The Board al so seeks coment on allow ng netting of
underwriting exposures.
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Subpart A, would be 25 percent of the holding conpany's capital
for its subsidiaries and, for subsidiaries of Edges and any
foreign bank held directly by a nenber bank, the | esser of 5
percent of the bank's tier 1 capital or 25 percent of the Edge's
tier 1 capital. These |imts would be half of those applicable
to organi zations that are well-capitalized and well-nmanaged as
proposed above.

These proposed percentage |imts may appear |ower than
the existing limts (which are 25 percent of tier 1 for
subsi di ari es of bank hol di ng conpani es and 100 percent of tier 1
for any other investor). 1In this regard, however, the Board al so
proposes that an organi zati ons' aggregate position in stocks al so
could be cal cul ated on the net basis described above in
determ ning conpliance with these |imts, rather than on the
gross basis presently required by Regulation K This netting
authority in nost cases would all ow organi zations to continue to
conduct their current |levels of activities, even under the
proposed new limts. 1In these circunstances, the Board considers
that the aggregate limts should be reduced. |In particular, the
Board is concerned that permtting an organization that is not
wel | capitalized or well managed to mai ntain what woul d be
essentially an open exposure to the stock markets in excess of 25
percent of the tier 1 capital of the holding conpany or the Edge
or five percent of the tier 1 capital of the bank sinply would
not be consistent with safety and soundness consi derati ons.

The Board seeks comrent generally on the proposed
limts and netting authority. Commenters' views in particular
are solicited on whether:

-- the revised limts, when taken together with the
netting authority, would enable U S. banking organi zations to
conpete with foreign banks in these activities abroad,

-- appropriate distinctions have been drawn, in terns
of dealing authority, between organizations that are well -
capitalized and those that are not;

-- the proposed netting authority should be avail able
to organi zations that are not well-capitalized or well-managed;

-- even with the proposed netting authority, the
reduction in percentage limts for organi zations that are not
wel | -capitalized or well-mnaged would give rise to a need for
grandfathering of, e.g., existing portfolio investnents;

-- it would be appropriate to include underwiting

commtnments in the aggregate limts for dealing activities and
portfolio investnents; and
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-- provision should be nade for higher dealing limts
for banki ng organi zati ons on a case-by-case basis.

For organi zations that are not well capitalized and
wel | managed, the Board proposes to retain the existing dollar
limts applicable to underwiting and dealing positions (that is,
$60 mllion on and $30 mllion, respectively), without regard to
l[imts on percentage of capital. As noted, it is generally the
dollar Iimts that currently constrain organizations in their
ability to conduct these activities. This is because, at
present, only the | argest banki ng organi zati ons are engaged in
these activities. The Board notes, however, that in the future a
relatively small organization may seek to enter these |ines of
busi ness and, for it, exposures of $30 or $60 million may be
|arge relative to its capital. The Board seeks comments on
whet her, in addition to dollar limts, limts based on percentage
of capital also should be adopted for organi zations that are not
wel | capitalized and well nmanaged in order to address the
relative exposure of such organi zations to these activities.

Addi tional Option

The Board al so seeks comment on whet her, instead of
inposing the limts discussed above in relation to equity
underwiting and dealing activities by subsidiaries of well-
capitalized and wel | -managed bank hol ding conpanies, it would be
appropriate to lift all limts on these activities for such
entities except for the limts on individual stocks held in the
tradi ng account di scussed above (i.e., 10 percent of the hol ding
conpany's tier 1 capital). The Board considers that, at a
mnimum this limt should be inposed on holding conpanies in
order to assure diversification in individual stock hol dings.
Under this alternative, banking organizations al so would be
required to inplenent internal systens and controls adequate to
ensure proper risk managenent and that underwiting positions do
not result in violations of limts on investnents in any one

conpany.
Authority to Engage in Equity Securities Activity

Board approval currently is required to engage in
underwriting and dealing in equity securities pursuant to
Regul ation K. Because of the increased supervisory focus on risk
managenent procedures, the Board seeks comrent on whet her banking
organi zations that are well capitalized and well| managed shoul d
be all owed to engage in the expanded equity securities activities
w t hout seeking prior Board approval provided that they already
have experience in equity securities activities under either
Regul at1 on K or Regul ation Y.
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As di scussed above, the Board proposes that other
banki ng organi zati ons woul d be authorized to take positions in
i ndi vidual stocks only to the extent currently permssible (i.e.,
subject to the existing dollar Iimtations on equity underwiting
and dealing). In viewof these lower Iimts, the Board proposes
t hat these banking organi zati ons would not be required to obtain
prior Board approval to engage in equity securities activities to
this limted extent, provided that these organizations satisfy
m ni mum capi tal and managerial criteria.

Venture Capital Activities through Portfolio Investnents

Current Restrictions

Regul ation K currently allows U. S. banking
organi zations to make portfolio investnents, that is, |limted,
noncontrolling investnments in foreign conercial and industri al
conpanies. This authority is intended to enhance the
conpetitiveness of U S. banking organizations by increasing the
range of financial services they may provi de abroad. Many
foreign financial institutions, including foreign banks, engage
in venture capital activities, at tines in connection with the
provi sion of other financial services to the conpany.

At present, in order for a portfolio investnment to be a
perm ssi bl e investnent, an investor nust hold | ess than 20
percent of the voting stock of the conpany, and no nore than 40
percent of the conpany's total equity. Additionally, bank
hol di ng conpani es are subject to an aggregate limt on such
investnments in non-financial firnms of 25 percent of tier 1
capital, and Edge corporations are subject to an aggregate limt
of 100 percent of tier 1 capital.®™ These lints are designed to
ensure that U.S. banking organi zations do not control conmmerci al
and industrial conpanies and that their overall risk exposure to
nonfi nancial investnents is limted.

As a practical matter, however, venture capital, or
portfolio, investnments presently are nmade al nost exclusively
under general consent procedures and consequently al so have been
subject to a dollar limt of $25 million in a single conpany (the
same [imt currently applied to nost other investnments for
pur poses of general consent). Such investnents are generally
made in conpani es engaged in activities unrelated to banking or

" I'n deternmining conpliance with both the individual and

aggregate limts, shares in such conpanies held in the dealing or
tradi ng account by the investor and any of its affiliates nust be
i ncl uded.
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finance. The $25 million limt has had the effect of focusing
banki ng organi zations primarily on the small conpany end of the
venture capital business.

Proposed Investnent Limts

The Board believes that renoving the practical
constraint of the dollar limt on such investnents by keying the
limts solely to a percentage of the investor's tier 1 capital
may be appropriate for well-capitalized and wel | - managed bank
hol di ng conpani es. The Board proposes to |limt any
liberalization in this area to subsidiaries of hol ding conpani es
because it is concerned that, in view of the risk of |oss
inherent in venture capital investnents and their low liquidity,
these activities nay be nore appropriately conducted outside the
bank ownership chain. In proposing this approach, the Board is
aware that, even in the existing regulatory environnent, nuch of
the current venture capital activity abroad is conducted through
subsidi aries of the holding conpany. Thus, there appear to be no
maj or operational or conpetitive considerations that woul d wei gh
in favor of expanding the authority of Edge subsidiaries to
engage in this activity. However, if appropriate diversification
and aggregate limts were established, the Board considers that
sonme expansion of the ability of holding conpany subsidiaries to
engage in this activity, using sharehol der funds, would not
present undue risks to the affiliated U S. bank and woul d enhance
the ability of U S. banking organizations to conpete in the
provi sion of banking and financial services abroad.

For these reasons, the Board proposes to establish
limts for portfolio investnents nmade by subsidiaries of well-
capitalized and wel |l -managed bank hol di ng conpani es of 2 percent
of the holding conpany's tier 1 capital for an individual
investnment (in order to assure diversification of these

potentially volatile and illiquid investnents), and an aggregate
limt of 25 percent of the holding conpany's tier 1 capital for
all such investnents. In determning conpliance with the
individual imt, shares in such conpanies held in the trading

account by the investor and any of its affiliates would be
i ncl uded.

For all other investors (i.e., Edge corporation and
forei gn bank subsidiari es of nmenber banks, and subsidiaries of
bank hol di ng conpani es that are adequately capitalized but fai
to neet the well-capitalized and wel | - managed standards), the
Board proposes limts on investnents in any one organi zati on of
$25 mllion; larger investrments would continue to be eligible for
approval on a case-by-case basis. An aggregate limt on such
i nvestnents, when taken together with other positions in equity
securities held in the dealing account, also would be inposed
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consistent wwth the aggregate dealing limts discussed above,
namely, 25 percent of tier 1 capital for subsidiaries of holding
conpani es and, for Edge or foreign bank subsidiaries, the | esser
of 5 percent of the parent bank's tier 1 capital or 25 percent of
the Edge's tier 1 capital.

The Board seeks comment on these proposals, including
regarding the relative risk of portfolio investnents and whet her
there is a need for conpetitive reasons for foreign subsidiaries
of banks al so to have expanded authority in relation to such
i nvestnents.

Limts on Voting Shares in Target Conpany

At present, portfolio investnents are limted to |ess
than 20 percent of a conpany's voting shares. At the tine this
limt was adopted by the Board, the equity nethod of accounting
was used for investnments of 20 percent or nore of a conpany's
voting shares and the cost nethod of accounting was used for
i nvestnments under this level. Venture capital investnents,
however, now may be reported at fair value irrespective of the
percent age of ownership, with changes in fair value recognized in
income and correspondingly in tier 1 capital. |In light of these
devel opnments, the Board considers that the current Iimt of |ess
than 20 percent of voting shares has lost its original purpose.

In these circunstances, the Board proposes permtting
investors to make noncontrolling venture capital investnents in
up to 24.9 percent of a conpany's voting shares in recognition of
this fact. The proposed Iimt on voting shares would be set at
| ess than 25 percent in order to provide further assurance of the
noncontrol ling nature of the investnment. The Board is concerned
that at |evels above 25 percent of voting shares, both other
investors and foreign authorities may view the bank hol di ng
conpany as a controlling investor, with inplicit responsibilities
to support the conpany or with liability for industrial
accidents. As at present, these investnents al so woul d be
perm ssible only if the investor in fact does not control the
conpany in which the investnent is made. Thus, the investor may
not control a majority of the board of directors or have a
di sproportionate representation on the board; it may not have a
managenent contract with the conpany or exercise veto power over
its actions; nor may the investor use other neans to control the
operations of the conpany.

"Incidental" Activities in the United States
As aresult of limtations in the Federal Reserve Act

and the BHC Act, U.S. banking organi zations are prohibited from
investing in nore than 5 percent of the voting shares of foreign
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conpani es that engage in inpermssible activities in the United
States other than those activities that are an incident to their
international or foreign business.® The Board previously has
taken the view that such perm ssible incidental activities in the
United States are |imted to those activities that the Board has
determ ned are perm ssible for Edge corporations to conduct in
the United States.”

However, as noted above, conpanies in which portfolio
i nvestnments are nmade generally are engaged in industrial or
commercial activities, which are not perm ssible activities for
Edge corporations. Consequently, under Regul ation K at present,
if a portfolio investnent conpany decides to engage in activities
inthe United States, the U S. banking organization is forced to
sell the portfolio investnent even if market considerations would
not warrant selling the shares at that tinme. This is despite the
fact that the U S. banking organi zation, by reason of the
mandat ory noncontrolling nature of portfolio investnents, is
unlikely to be in a position to influence any deci sion regarding
entry into the U S. market. The Board is aware that, with the
i ncreasing globalization of econom es around the world, this
situation nmay becone nore common in the future.

The Board considers that these changes in circunstance
may warrant a limted change in the interpretation of what
constitutes activities in the United States that are "incidental"
to international or foreign activities in order to provide sone
relief for U S. banking organi zations nmaking portfolio
i nvestnments abroad. Gven the mnority nature of the portfolio
i nvestnments and the significant changes in international markets,
the Board considers that, consistent with the Federal Reserve Act
and the BHC Act, portfolio investnment conpani es that derive no
nore than 10 percent of their total revenue in the United States
may be considered to be engaged only in business that is an
incident to their international or foreign business and therefore
may be held for an appropriate investnent period consistent with
the nature of venture capital activities. In reaching this
view, the Board has taken into account the particular nature of
portfolio investnents. Most portfolio investnents are venture

' |'n particular, the FRA prohibits investments in conpanies

engaging in "the general business of buying or selling goods,
war es, merchandi se or commodities in the United States." 12

U S. C section 615. Section 4(c)(13) investnents under the BHC
Act are limted only by a requirenent that the conpany do "no
business in the United States except as incident to its

i nternational or foreign business."”

' See 12 CFR 211.4(e).
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capital investnents that are intended to be sold after a period
of tinme. They are not intended to be permanent hol di ngs of the
banki ng organi zation. In addition, the preponderance of the
val ue of the portfolio investnent is derived fromits foreign
busi ness.

The Board seeks comment on this proposed change. The
Board al so seeks comment regardi ng what an appropriate period for
divestiture would be for investnents that exceed the proposed
US revenue |limts, as well as whether a tine limt should be
pl aced on the period for holding these types of portfolio
investnments in view of their supposedly nedi umterm nature.

| nsurance Activities

Regul ation K currently permts bank hol di ng conpani es
to own foreign conpanies that underwite and reinsure life and
related types of insurance outside the United States. The Board
requests conment on whether the reinsuring by a foreign
subsidiary of a bank hol di ng conpany of annuities or life
i nsurance policies sold to U S. persons is an activity that
shoul d be considered to fall within this authority. Thi s
i ssue has been raised recently by several bank hol di ng conpani es.

Under one proposal, an offshore insurance subsidiary, which has
no U S. office, would reinsure certain annuities sold in the
United States to U.S. residents. These annuities would be
underwitten by a U S. insurance conpany unaffiliated with the
bank hol di ng conpany, and sold by various insurance agencies,

i ncluding those affiliated with the bank hol di ng conpany. The
U.S. insurance conpany would cede a portion of the portfolio of
annuities sold to the bank hol di ng conpany's custoners to the

i nsurance conpany's foreign affiliate and the of fshore insurance
subsidiary of the bank hol ding conpany would enter into a
retrocession agreenent with that foreign conpany to reinsure no
nore than 50 percent of the portfolio of annuities sold to the
bank hol di ng conpany's custoners. The offshore insurance
subsi di ary of the bank hol di ng conpany woul d not have any cont act
with the annuity purchasers and woul d assune no liability to
them Moreover, the offshore insurance subsidiary would have no
reinsurance liability to the U S. insurance conpany, but only to
the foreign affiliate of the U. S. insurance conpany.

The Board does not consider that an of fshore insurance
subsidiary of a bank hol di ng conpany under Regul ation K may sel
policies directly into the United States. It appears, however,
that the relevant statutes could permt a bank hol di ng conpany,
through its Regulation K subsidiary, to reinsure all or a portion
of the risk of policies or annuities sold in the United States by
U S affiliates of the bank hol ding conpany or unrel ated parties.

A question is presented, however, regardi ng whether the fact
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that the reinsurance takes place offshore is sufficient evidence
that the activity is conducted outside the United States. On
this view, any U S. aspects of the activity would be considered
merely an incident to the perm ssible offshore reinsurance
activity. Alternatively, the fact that the risk to be reinsured
isinthe United States could cause the activity to be considered
| ocated in the United States, particularly given the significant

i nvol venent of the bank hol ding conpany's U S. affiliates. In

vi ew of what appears to be increasing interest in this activity,
the Board requests coment on these matters.

Debt/ Equity Swaps

Regul ation K currently permts banking organi zations to
swap certain devel oping country debt for equity interests in
conpani es of any type. The debt/equity swap authority was
established in 1987. Under this authority, the Board granted its
general consent for investors to invest up to one percent of
their tier 1 capital in up to 40 percent of the shares, including
voting shares, of private sector conpanies in eligible countries.

These foreign investnment provisions are nore |liberal than

provi ded el sewhere in Regulation K. Eligible countries were
defined as countries that have reschedul ed their debt since 1980,
or any country the Board deermed to be eligible.®

The debt/equity swap authority was viewed by the Board
at that tinme as adding to the nenu of options available to
banki ng organi zati ons for managi ng | arge anounts of soverelgn
devel opi ng country debt that was nonperforming and illiquid. *

I n considering ways in which banking organi zati ons coul d deal
with these debt problens, the Board adopted an approach anal ogous
to foreclosure on debts previously contracted ("DPC') by private
parti es and extended the DPC concept to permt an exchange of
soverei gn debt for any equity assets, private or public, in the
country. Such an investnent had to be held through the bank
hol di ng conpany, unless the Board specifically permtted it to be
hel d through the bank or a bank subsidiary.

There is now a well devel oped secondary market in
devel oping country debt. The vast bul k of devel oping country
pr obl em debt has been repackaged in the formof |ong-term Brady
bonds, nostly denom nated in U S. dollars and fully

8 Fifty-one countries reached debt relief agreenents with

commerci al banks during the period January 1980- Decenber 1995.
%" The only significant alternatives at that time were
establishing provisions for the bad debts or witing the debts
of f and accepting the | osses.
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collateralized as to principal by U S governnent bonds. Many
banki ng organi zati ons actively trade these instrunents in the
secondary narket .

Due to the devel opnent of the secondary markets for
energi ng market debt, U S. banks now have the sanme options with
regard to many of these assets as they have with other bank
assets -- nanely, they can hold the asset with a view toward
collecting at maturity or sell the asset for cash to invest in
ot her bank eligible assets. Indeed, the sovereign debt of nost
of the historically "eligible countries" is no longer illiquid,
and those eligible countries that account for the vast share of
reschedul ed debt have largely regularized their relations with
commer ci al banks.

Accordingly, the Board proposes that the term"eligible
country" be redefined so that only countries with currently
i npai red sovereign debt (i.e., debt for which an allocated
transfer risk reserve woul d be required under the International
Lendi ng Supervision Act and for which there is no liquid market)
woul d be eligible for investnents through debt/equity swaps under
Regul ation K. This proposal would redirect this special
authority to the asset quality problemit was originally intended
to help resolve. 1In connection with this change, the Board al so
proposes that existing holdings of such investnments woul d be
gr andf at hered, subject to the existing tinme period for
di vestiture of such investnents (i.e., generally 10 years from
the date of acquisition).

Comrent is requested regardi ng these proposed changes.
The Board al so seeks comment on whether, alternatively, this
exception to the limtations on investnents by banking
organi zations in non-financial fitness is no | onger needed and
shoul d be deleted inits entirety.

Stream i ni ng Application Procedures

General Consent Limts
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Wi |l e existing Regul ati on K procedures have proved
effective in maintaining the safety and soundness of U. S. banks?
i nternational operations, they have becone increasingly conpl ex
over the years. For exanple, under prior notice procedures, the
Board has reviewed all foreign investnments made by banki ng
organi zati ons above a de minims level as a principal nmechani sm
for overseeing the safety and soundness of the investing

organi zation. In view of relatively recent shift in enphasis to
supervi sion based upon ri sk nmanagenent capabilities, the Board
believes that prior review of relatively small investnents is no

| onger useful as a fundanmental supervisory tool, especially where
the investor is well capitalized and well managed. Accordingly,

t he Board proposes that only significant investnents, as

determ ned solely on the basis of the investor's capital, would
be subject to prior review by the Board, provided that the
investors are well capitalized?® and well nanaged.?’ The
proposed changes to the general consent procedures attenpt to

bal ance safety and soundness considerations with the objective of
enhancing the ability of U S. banking organi zations to conpete

wi th foreign banks overseas.

200 A bank hol di ng conpany is considered well capitalized if, on

a consolidated basis, it maintains total and tier 1 risk-based
capital ratios of at |east 10 percent and 6 percent,
respectively. Further, the bank hol di ng conpany may not be
subject to any witten agreenent, order, capital directive, or
pronpt corrective action directive. 1In the case of an insured
depository institution, well capitalized neans that the
institution maintains at |east the capital levels required to be
wel | capitalized under the capital adequacy regul ations or

gui delines applicable to the institution that have been adopted
under section 38 of the Federal Deposit Insurance Act (12 U S. C
18310). The Board proposes that an Edge or agreenent corporation
woul d be considered well capitalized if it maintains total and
tier 1 capital ratios of 10 and 6 percent, respectively.

21 A bank hol di ng conmpany or insured depository institution is
considered well managed if, at it nbst recent inspection or

exam nation or subsequent review, the holding conpany or
institution received at |east a satisfactory conposite rating and
at least a satisfactory rating for managenent and for conpliance,
if such a rating is given. Under the standards adopted by the
Board in connection with the Decenber 1995 expansi on of general
consent authority in Regulation K an Edge or agreenent
corporation will be considered to be well managed for these
purposes if it has received a conposite rating of 1 or 2 at its
nmost recent exami nation or review and it is not subject to any
supervi sory enforcenent action.
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Limts on Investnents in One Conpany

Hi storically, all general consent investnents under
Regul ation K were subject to absolute dollar Iimts. Currently,
t he general consent limt for nost investnents is $25 mllion.
However, as a result of anmendnents to Regulation K inplenented in
Decenber 1995, certain investnents by strongly capitalized and
wel | - managed banks are subject to Board review only to the extent
t hey exceed a percentage of the investor's capital.

The Board proposes expandi ng upon this approach by
elimnating the absolute dollar limts on foreign investnents
perm ssi bl e under general consent authority for well-capitalized
and wel | -managed investors (with the exception of those on
venture capital investnents nmade by the bank). Under the
proposal, general consent limts for all investors (bank hol ding
conpani es, banks, and Edge corporations) woul d be based solely on

a percentage of their tier 1 capital.?®

The limts on individual investnents made under general
consent authority would vary according to the investor (bank
hol di ng conpany, bank, or Edge corporation) and the type of
entity in which the investnent is nade. For well-capitalized and
wel | - managed i nvestors, the Board proposes the foll ow ng
percentage limts.

Ceneral consent limts on investnent in a subsidiary

Bank hol di ng 10 percent of tier 1 capital of
conpany subsi di ari es: t he bank hol di ng conpany.
Bank subsi di ari es: the | esser of 2 percent of tier 1

capital of the bank or 10 percent
of tier 1 capital of the bank
subsi di ary.

General consent limts on investnent in a joint venture

Bank hol di ng 5 percent of tier 1 capital of

2l 1f the Edge corporation were naking the investnent, then the

Edge corporation, the nenber bank, and the bank hol di ng conpany
woul d be required to nmeet the well-capitalized and wel | - managed
tests. |If the nenber bank were making the investnent, then the
bank and the bank hol di ng conpany woul d be required to neet the
t ests.
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conpany subsi di ari es: t he bank hol di ng conpany.

Bank subsi di ari es: the Il esser of 1 percent of tier 1
capital of the Bank or 5 percent
of tier 1 capital of the Bank
subsi di ary.

The proposed limts are intended to reflect the risk
involved in the type of investnent. A higher percentage of
capital would be permtted in the case of an investnent in a
subsidiary as opposed to an investnent in a joint venture because
the latter is considered to carry a greater risk of loss. Thus,
with joint ventures, investors acquire less than full control,
and the record on such investnments has shown that they experience
a higher rate of loss. As a result, nost U S. banks do not now
make sizeable joint venture investnents. In light of these
consi derations, the Board believes that | ower general consent
limts may be appropriate for joint venture investnents.

For investors that fail to neet the well-capitalized or

wel | - managed st andards, the Board proposes the followng limts.

| ndi vi dual i1nvestnents under general consent authority would be
l[imted to the |l esser of $25 mllion or 5 percent of tier 1
capital in the case of an investor that is a bank hol ding
conpany, or 1 percent of tier 1 capital if the investor is a
menber bank. Limts on individual investnments for an Edge
corporation would be $25 mllion or the | esser of 1 percent of
the parent bank's tier 1 capital or 5 percent of the Edge's tier
1 capital. The Board proposes, however, that authority would be
del egated to the Director of Banking Supervision and Regul ation
to approve higher investnment limts on a case-by-case basis or as
part of an investnent program as descri bed above.

The Board seeks comrent on these proposed limts, as
wel | as whet her general consent Iimts should be established for
investnments in joint ventures that are lower than the limts on
investnments in subsidiaries. The Board notes that these limts
reflect only the investnents that nay be made under general
consent authority; larger investnents may continue to be nade
wi th 30 days' prior notice.

Aggregate Limts

The above |imts are intended to address the fact that
i ndi vidual foreign investnents above a certain size may be a
source of potential concern, and therefore prior review of such
i nvestnments should be required. 1In addition, the Board is al so
concerned with any rapid increase in an organi zation's foreign
i nvestnents overall, made wthout prior review Accordingly, it
is proposed that when the cunul ative investnents nade under
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general consent reach a certain anount over a given period, new
or additional investnments would becone subject to prior review

I nvestnents by all affiliates of a bank hol di ng conpany woul d be
taken into account in determ ning conpliance of the hol ding
conpany with the aggregate limts; investnents of subsidiaries of
a bank or of an Edge, respectively, would be aggregated in
determ ning conpliance with their limts. Under the proposed

i beralized general consent procedures, the new aggregate limt
for all investments during any 12-nonth period for investors
meeting the well-capitalized and well-mnaged tests woul d be:

Bank hol di ng conpani es: 20 percent of tier 1 capital.
Bank subsi di ari es: the | esser of 10 percent of
tier 1

capital of the bank or 50 percent
of the bank subsidiary's tier 1
capital

The Board considers that, because the bank woul d have
t he exposure on a consolidated basis for investnments by either
t he bank or the Edge, these investnents should have a conbi ned
aggregate limt. However, the Board proposes that this limt
could be waived, in whole or in part by the Director of the
Di vi si on of Banking Supervision and Regul ati on, under del egated
aut hority, based upon a review of the financial strength of the
investor and its investnent strategy and busi ness pl ans.

For bank hol di ng conpani es, banks or Edge corporations
that are adequately capitalized but do not neet the well -
capitalized and well -managed standards, the Board proposes that
the aggregate limts on all investnents made under authority of
general consent in any 12-nonth period would be half that
applicable to well-capitalized and wel | - managed organi zati ons
(i.e., 10 percent of tier 1 capital for bank hol ding conpanies, 5
percent of tier 1 capital for banks, and, for Edge corporations,
the | esser of 5 percent of the parent bank's tier 1 capital or 10
percent of the Edge's tier 1 capital).

Application of Limts to the Edge Corporation

The Board notes that an argunent can be made that, in
cases where the investnent is made by the Edge corporation, the
wel | -capitalized and wel |l -managed tests shoul d be based on a
review of the parent bank, not the Edge corporation. In
considering these proposals, the Board believes that the well -
capitalized and well-managed tests for the Edge corporation
itself should be retained as one of the bases for determ ning
limts applicable to general consent investnents. This approach
woul d help to ensure the safety and soundness of the Edge
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corporation in its owmn right and is consistent with the statutory
(and supervisory) rational e underlying Edge corporations. As

di scussed above, Congress limted the anmpbunt of capital that
banks coul d invest in Edge corporations, which in turn could
invest in activities otherw se prohibited to banks that were
perceived to be higher risk. Congress al so subjected Edge
corporations to regul ati on and exam nation by the Federal
Reserve. For these reasons, the Board considers that Edge
corporations should thensel ves be operating satisfactorily and
not be a source of potential weakness to the U S. parent bank.
The Board therefore is proposing limts that are tied to the
condition of the Edge. The Board seeks coment on this approach
general ly.

Precl earance of |nvestnent Program

The Board proposes to establish a procedure that would
permt U S. banking organizations to obtain preclearance of an
i nvest ment program even though one or nore of the investnents
woul d be in excess of the individual or aggregate general consent
investnment limts and woul d be nade over a period of tine |onger
t han one year. The Board believes such a procedure would be
useful to banking organizations that may w sh to engage in a
specific investnment programw th respect to an individual
conpany, a market segnment, a region, or worldwi de. Providing a
precl earance mechani smwoul d serve to ensure that the regul atory
process woul d not inpede the organization's ability to pursue its
busi ness pl ans.

For exanple, an organization that is well nmnanaged and
wel | capitalized m ght contenplate bidding on a | arge
privatization that would require the organization to conmt in
advance to meking an investnent in excess of the general consent
l[imt if selected. Obtaining preclearance would enable the
organi zation to nmake such a coonmtnent. The Board proposes that
the precl earance authority would be del egated to the Director of
the Division of Banking Supervision and Regul ati on.

Comment i s requested on whether such a precl earance

program woul d be useful to U S. banking organi zati ons and whet her
it should be available to all banking organi zati ons.
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Aut hori zation to I nvest More than Ten Percent of a Bank's Capital
in its Edge and Agreenent Corporation Subsidiaries

Prior to Septenber 30, 1996, section 25A of the Federal
Reserve Act prohibited nenber banks frominvesting nore than 10
percent of capital and surplus in the stock of Edge and agreenent
corporation subsidiaries. Wth the enactnent of the Econom c
G owm h and Regul atory Paperwork Reduction Act of 1996 on
Sept enber 30, 1996, nenber banks may now invest, with the Board's
prior approval, up to 20 percent of capital and surplus in the
stock of such subsidiaries.

The Board may not approve the investnment of nore than
10 percent of capital and surplus in the stock of Edge and
agreenent corporation subsidiaries unless the Board determ nes
that the investnment of an additional anount by the bank woul d not
be unsafe or unsound. As discussed above, due to the
accunul ati on of retained earnings in Edge corporations, sone U S
banki ng organi zati ons now have over 20 percent of the nenber
bank's consolidated capital resident in Edge corporation
subsi di ari es.

Accordingly, the Board proposes to inplenent the new
statutory provision by adding to Regulation K an application
requi renent to obtain the Board's approval of an increase in
invested capital in the stock of Edge and agreenent corporations
above 10 percent of the parent bank's capital, as well as a
general description of the types of considerations that woul d be
taken into account in reaching a decision on such an application.

Criteria that the Board considers would be appropriate to take
into account woul d include: the conposition of the assets of the
bank's Edge and agreenent corporations; the total capital
invested by the bank in its Edge and agreenent corporations when
conbined with retained earnings of the Edge and agreenent
corporations, as a percentage of the bank's capital; whether the
bank, bank hol di ng conpany, and Edge and agreenent corporations
are well capitalized and well managed; and whether the bank is
adequately capitalized after deconsolidating and deducting the
aggregate investnent in and assets of all Edge or agreenent
corporations and all foreign bank subsidiaries.

The Board seeks comment on whet her the above criteria
are appropriate in determ ning whether investnents of up to 20
percent of the parent bank's capital and surplus in Edge and
agreenent corporation subsidiaries wuld not be unsafe or
unsound. Additionally, the Board seeks conment on whether only
the well-capitalized and wel |l -managed criteria should apply where
the total Edge and agreenent corporation capital (including
retai ned earnings) on a pro forma basis would not exceed 20

29



percent of the bank's capital.
O her Revisions to Subpart A

Har noni zati on of Regulation Kwth O her Regul at ory Changes

As a result of the substantial liberalizations nmade in
the recent revisions to other Board regul ations, particularly
Regul ation Y, certain activities on the laundry |ist of
perm ssible activities in Regulation K are now nore restrictive
t han those authorized donestically. As noted above, Regulation K
traditionally has permitted U S. banking organizations to conduct
a wder range of financial activities abroad than may be
permtted donmestically in order to conpete nore effectively
abroad. Accordingly, in addition to the expanded activities
di scussed above, the Board proposes renoving certain restrictions
on the laundry list of perm ssible activities to reflect recent
i beralizations in other regul ations.

Leasing Activities

Regul ation K currently requires that |easing activities
conducted under authority of Regulation K serve as the functi onal
equi val ent of an extension of credit to the |lessee. The
Regul ation Y revisions renoved that limtation wth respect to
hi gh residual value |easing. Accordingly, Regulation K would be
interpreted consistent with this authority.

Swaps Activities

The Regul ati on K proposal woul d al so renove the
requi renent that commodity-rel ated swaps nust provide an option
for cash settlenent that nust be exercised upon settlenent.
Regul ation Y now aut hori zes investnent as principal in commodity
derivatives where the contract either: (i) requires cash
settlenment, or (ii) allows for assignnent, term nation or offset
prior to expiration and reasonable efforts are nmade to avoid
delivery. The Regulation K restriction would be relaxed to the
sane extent.

Dat a Processi ng

No changes are proposed to the provision authorizing
data processing. The Board notes, however, that this authority
extends only to the processing of information and does not
aut hori ze general manufacture of hardware for such services.

Loans to Oficers at Forei gn Branches

Regul ation K currently places certain restrictions on
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nmortgage loans to officers of foreign branches. However, the
Board has liberalized its Regulation O which governs loans to
executive officers, such that the provisions in Regul ation K now
are nore restrictive. The nore restrictive provision in
Regul ati on K woul d be el i m nat ed.

Changes with Respect to Edge and Agreenent Corporations

The Board proposes addi ng provisions to Regul ation K
that woul d outline procedures under which Edge and agreenent
corporations could be |iquidated on a voluntary basis.

Li qui dati on Procedures

The Board is proposing to provide procedures for the
i quidation of Edge corporations and to clarify certain matters
regardi ng the appoi ntnent of receivers for Edge corporations.
Under paragraph 17 of the Edge Act (12 U.S.C. 623), an Edge
corporation may go into voluntary |liquidation by a vote of its
sharehol ders owning two-thirds of its stock. Staff proposes to
add a new ?211.13 to Regulation K that would provide for 45 day's
prior notice to the Board of an Edge corporation's intent to
di ssolve. This notice would create greater certainty as to the
date that the Edge corporation would cease busi ness and permt
the Board to take any necessary supervisory actions. Under
par agraph 18 of the Edge Act (12 U.S.C. 624), the Board is
authorized to appoint a receiver for an Edge corporation if it
determ nes that the corporation is insolvent. The proposal would
specify the grounds for determ ning that an Edge corporation is
insolvent and clarify the powers of the receiver.

Addi ti onal Areas of Liberalization

The Board believes there are other areas that should be
liberalized in order to reduce regul atory burden and enable U. S.
banki ng organi zations to conpete nore effectively with foreign
banks.

Aut hori zi ng Forei gn Branches of QOperating Subsidiaries of Menber
Banks

The Board proposes clarifying that a nenber bank may
establish foreign branches through its operating subsidiaries
with the Board's approval, provided that the foreign branches of
t he operating subsidiary woul d engage only in activities that are
perm ssible directly for the menber bank parent.?¥

Z The establishment of foreign branches of operating

subsi diari es woul d be subject to the prior notice and general
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The Board has previously approved the establishnent of
forei gn branches by an operating subsidiary of a nenber bank.
The Board determ ned that the ability of an operating subsidiary
to establish foreign branches is incidental to the nenber bank's
authority to establish such branches, subject to the condition
stated above. Accordingly, this proposed addition would codify
the Board' s determ nation and all ow ot her nmenber banks to
establish foreign branches of operating subsidiaries on the sane
basi s as outlined above.

FCM Activities

Regul ation K currently states that investors nust seek
prior Board approval for futures comm ssion nmerchant (FCM
activities conducted on any exchange or clearing house that
requi res nmenbers to guarantee or otherw se contract to cover
| osses suffered by other nenbers (a nutual exchange). This
requi renent has been elimnated for subsidiaries of bank hol di ng
conpani es, due to the revision of Regulation Y. The Board al so
seeks coment on whether to elimnate the requirenment for prior
notice where: (i) the activity is conducted through a separately
i ncorporated subsidiary of the bank;?” and (ii) the parent bank
does not provide a guarantee or otherw se becone |iable to the
exchange or clearing house for an anobunt in excess of the
appl i cabl e general consent limts.?® The Board believes that in
t hese circunstances the potential exposure of the parent bank to
a nutual exchange or clearing house would be sufficiently
limted, such that prior approval would no | onger be necessary.
Elimnating the requirenent for prior review of these activities
woul d reduce the prior notice and application requirenents
associated wwth FCM activities.

Addi tional Del egation of Authority

The Board proposes del egating additional authority to
the Director of the Division of Banking Supervision and
Regul ation in order to decrease processing periods in appropriate

consent provisions of Regulation K
24 |'f the investrment is made through an Edge corporation, the
investnment in the subsidiary would be limted to no nore than 2
percent of the parent bank's tier 1 capital.

I This proposal is generally consistent with the FCM

requi renents under Regul ation Y, except that it would place a
l[imt on the anobunt of exposure to the exchange or clearing
house, tied to the bank's tier 1 capital.
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circunstances. Under the proposal, authority would be del egat ed
in the areas of: (1) indicating no objection to the establishnent
of foreign branches by prior notice; (2) authorizing a banking
organi zation to exceed its aggregate general consent investnent
limts based upon the financial and managerial strength of the
organi zati on and the soundness of its investnent strategy and
future plans; and (3) allow ng organi zations that are not well -
capitalized and wel | -managed to invest under a reduced general
consent limt in appropriate circunstances.

Subpart B: Foreign Banki ng Organi zations

Subpart B of Regul ation K governs the U S. activities
of foreign banking organizations. It inplenents the |IBA and
provi sions of the BHC Act that affect foreign banks.

Thi s proposed revision of Subpart B seeks to elimnate
unnecessary regul atory burden, increase transparency, and
streanm ine the application/notice process for foreign banks
operating in the United States based on the Board's recent
experience with foreign bank applications. 1In addition, the
proposal inplenments certain application related provisions of the
Econom ¢ G owt h and Regul at ory Paperwork Reduction Act of 1996
(the 1996 Act).

| f adopted, the proposal would liberalize the standards
under which certain foreign banking organizations qualify for
exenptions fromthe nonbanki ng prohibitions of section 4 of the
BHC Act. Comment is al so being requested on a change in the
scope of an existing exenption that would better conformthe
exenption to the policy of national treatnent.

The proposal al so inplenents several provisions of the
Ri egl e-Neal Interstate Banking and Branching Efficiency Act of
1994 (the Interstate Act) that affect foreign banks. Finally,
several technical changes to various other provisions in
Subpart B are bei ng proposed.

Stream i ning the Regul atory Process

The Board is required to approve the establishnment by
forei gn banks of branches, agencies, comrercial |ending
conpani es, and representative offices in the United States. This
authority is contained in the Forei gn Bank Supervi sion
Enhancenent Act of 1991 (FBSEA), which anended the | BA, and was
intended to cl ose perceived gaps in the supervision and
regul ation of foreign banks. Prior to FBSEA, there was no
federal approval required for the establishnent of nost types of
direct U S offices of foreign banks nor were uniform standards
applicable to these offices.
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In the six years since the enactnent of FBSEA, the
Board has gai ned substantial experience with the issues presented
by applications by foreign banks to establish direct offices.
The proposed revisions would stream ine the applications process
based on experience gai ned over this period. |In addition, the
proposal inplenments new discretionary authority and tinme limts
contained in the 1996 Act.

Adoption of Single Supervision Standard for Approval of
Representative Ofices

Under FBSEA, in order to approve an application by a
foreign bank to establish a branch, agency, or commercial |ending
conpany, the Board generally is required to determ ne, anong
ot her things, that the applicant bank, and any parent bank, are
subj ect to conprehensive supervision or regulation on a
consol i dated basis by their hone country authorities (the
consol i dat ed conprehensi ve supervi sion or CCS determ nation
A | esser supervision standard, however, applies under FBSEA to
representative office applications. Wile the Board is required
to "take into account” home country supervision in evaluating an
application by a foreign bank to establish a representative
office, a CCS determnation is not required to approve such an
application. The law sinply requires the Board to consider the
extent to which applicant bank is subject to CCS. A |esser
standard applies because representative offices do not conduct a
banki ng busi ness, such as taking deposits or meking | oans, and
therefore present less risk to U.S. custoners and markets than do
branches or agenci es.

26/

Regul ation K currently restates the statutory "take
into account" standard but does not define a m ni mum supervi sion
standard that a foreign bank nmust neet in order to establish a
representative office. Instead, the Board has devel oped
standards in the context of specific cases. To date, the Board
has used two di fferent supervision standards in approving
applications by foreign banks to establish representative
offices.?” Under the first standard, the Board has permitted a

26/ As discussed later in the summary, the 1996 Act amended FBSEA
to all ow the Board, under certain conditions, to approve an
application if the bank is not subject to CCS

ZIl \Wherever the record submitted by an applicant in a
representative office case is sufficient to support a CCS
finding, the Board generally has do so. See, e.g., Caisse
Nationale de Credit Agricole, 81 Fed. Res. Bull. 1055 (1995).
The two representative office standards have been applied in

t hose cases where the record is not sufficient to support a CCS
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foreign bank to establish a representative office able to
exercise all powers avail abl e under applicable | aw and regulation
on the basis of a finding that the home country superV|sors
exercise a significant degree of supervision over the bank. 28

The second standard is nore flexible. In cases in which a
foreign bank has conmtted to |limt the scope of activities of
its proposed representative office to those posing only the nost
mnimal risk to U S. custonmers and markets (such as by agreeing
not to solicit deposits fromretail custonmers or possibly any
custoners), the Board has approved the establishnment of the
office on the basis of a finding that the foreign bank is subject
to a supervisory framework that is consistent with approval of
the application, taking into account the limted activities of

t he proposed office and the operating record of the bank.?2

Based on experience in dealing with representative
of fice applications, the Board believes that the existence of two
standards can be confusing and is unnecessary, particularly in
[ight of the generally mnimal risk presented to U S. custoners
or markets by representative offices. Consequently, the Board is
proposi ng that ?7211.24(d)(2) of Regulation K be anmended to
establish only one flexible standard. Under the proposal,
assumng all other factors were consistent with approval, the
Board coul d approve an application to establish a representative
office if it were able to nmake a finding that the applicant bank
was subject to a supervisory framework that is consistent with
the activities of the proposed office, taking into account the
nature of such activities and the operating record of the
appl i cant.

The record necessary to support the required finding
woul d depend on the nature of the activities the applicant
proposed to conduct in the representative office. Approval of a
representative office that could conduct all perm ssible
activities would require a record denonstrating that the
appl i cabl e supervisory framework was consistent with | evel of

risk presented by such activities. |If the proposal is adopted,
the Board expects that nost applicants would be able to conduct
all permssible activities. |In those instances in which the

Board had particul ar concerns regarding the consistency of the
applicant's hone country supervision with the proposed activities

findi ng.
28/ gee, e.g., Citizens National Bank, 79 Fed. Res. Bull. 805

See, e.g., Pronstroybank of Russia, 82 Fed. Res. Bull. 599
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of the office, however, the applicant could commt to restrict
the activities. A |less conprehensive record woul d be required
where the applicant has commtted to limt the activities of the
office to those posing mnimal risk to U S. custoners.

The Board intends that the publishing of a single
flexible standard will, in nost cases, sinplify the application
process. The Board requests conmment on the elimnation of the
significant degree of supervision standard and adoption of the
proposed singl e standard.

Reduced Filing Requirenents for the Establishnment of U S. Ofices

A major thrust of the proposed revisions is reduction
of burden in the application process by streamining existing
application procedures for the establishnent of new U. S. offices
of foreign banks. Under the current Subpart B, the establishnment
by a foreign bank of a U S. branch, agency, commercial |ending
conpany subsidiary, or representative office generally requires
the Board' s specific approval. Once the Board has approved the
establishment of a foreign bank's first office under the
standards set out in FBSEA, additional offices with the sane or
| esser powers may be approved by the Reserve Banks under
del egated authority.® Prior notice and general consent
procedures are currently available for the establishnent of
certain kinds of representative offices. The Board is now
proposing that additional types of applications be processed
under prior notice and general consent procedures.

Prior Notice Available After First CCS Determ nation

The proposal would amend ?211.24(a) to provide that any
forei gn bank which the Board has determ ned to be subject to CCS
in a prior application under FBSEA may establish additional
branches, agencies, commercial |ending conpany subsidiaries, and
representative offices pursuant to a 45 day prior notice
procedure. This tinme frame would allow for review of whether any
mat eri al changes had occurred with respect to honme country
supervi sion, a determ nation of whether the bank continues to
nmeet capital requirenents, and a review of any other rel evant
factors. |If this proposal is adopted, the current delegation to
t he Reserve Banks for such applications would be del eted as no
| onger necessary. This procedure would al so be avail able even if
the CCS determ nation had been made in connection with an
application for an office with | esser powers than the office the
forei gn bank seeks to establish.

80/ See 12 CFR 265.11(d)(11).
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Prior Notice Available for Representative Ofices Established by
For el gn Banks Subject to the BHC Act or Previously Approved to
Establish a Representative Ofice Under FBSEA

Many foreign banks have a U S. banking presence and
therefore are subject to the provisions of the BHC Act, but have
not received a CCS determ nati on under FBSEA. The proposal al so
seeks to reduce the burden on such banks applying to establish
representative offices. |If a foreign bank is subject to the
provi sions of the BHC Act through ownership of a bank or
commerci al | ending conpany or operation of a branch or agency, it
is al ready subject to supervision and oversi ght through the
Board' s Forei gn Banking Organi zation (FBO program Through the
FBO program the Board gai ns know edge of the bank, its policies
and procedures, and a general view on honme country supervision.
In these instances, the Board believes that an expedited
procedure may be adopted for the establishnment of representative
of fices by these banks, even where the foreign bank had not
previ ously been revi ewed under the standards of FBSEA.

In addition, the proposal would permt the
establi shnment by prior notice of additional representative
of fices by any foreign bank not subject to the BHC Act but
previ ously approved by the Board to establish a representative
of fice, regardless of the type of supervision finding nade by the
Board in the prior case. Such applications are currently
del egated to the Reserve Banks. The Board sees no reason to
continue require full application fromsuch banks. The Board is
proposi ng that ?7211.24(a) be anended to permt banks in these two
categories to use the 45-day prior notice procedure for opening a
representative office, rather than requiring themto use the
appl i cation procedure.

New General Consent Authority

The proposal would permt the establishment by general
consent of a representative office by a foreign bank that is both
subject to the BHC Act and has been previously determ ned by the
Board to be subject to CCS. Establishnment of a representative
office by such a foreign bank is currently subject to the prior
noti ce procedure. The proposal is based on an assessnent that a
foreign bank that is subject to supervision under the FBO program
and has been judged subject to CCS should generally qualify to
establish a representative office.

Finally, the Board is proposing that a foreign bank
that is subject to the BHC Act could establish a regional
adm ni strative office by general consent, whether or not the
Board had determ ned the bank to be subject to CCS. Regional
adm nistrative offices currently can be established using the
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prior notice procedure.

Suspensi on of Prior Notice and General Consent Procedur es

The proposal al so provides that the Board, upon notice,
may nodi fy or suspend the prior notice and general consent
procedures descri bed above for any foreign bank. For exanpl e,
nmodi fication or suspension of these procedures m ght be
appropriate if the conposite rating of the foreign bank's
conbined U.S. operations was | ess than satisfactory® or if the
foreign bank were subject to supervisory action. In general, the
Board envi sions that these procedures would be avail able for the
establishment of offices by foreign banks only where the
est abl i shnment does not present material issues.

These proposals shoul d reduce the burden and del ay
associated wth the establishnment of new U S. offices by certain
categories of foreign banks w thout conprom sing the Board's
ability to make the determ nations necessary in connection with
t he establishnment of such offices.

After-the-Fact Approvals

In inplenenting FBSEA in 1993, the Board recognized
that it would be inpractical to require prior approval for the
establ i shnment of foreign bank offices acquired in certain types
of overseas transactions, such as a nerger of two foreign banks,
and provided for an after-the-fact approval in such cases. The
regul ation currently requires the forei gn banks involved to
commit to file an application to retain the acquired U.S. office
as soon as possible after the occurrence of such transactions.

Since the enactnent of FBSEA, a nunber of applicants
using the after-the-fact procedure have chosen to w nd down and
cl ose acquired offices or consolidate themw th existing offices,
in each case within a reasonable time frame. In nost instances,
no regul atory purpose was served by requiring the filing of an
application. The regulation currently does not address this
possibility. The proposal would anend the rules to contenpl ate
both after-the-fact applications to retain, as well as decisions
to wi nd-down and close, U S. offices acquired in a transaction
eligible for the after-the fact approval process. Were the
forei gn bank chooses to close the acquired U.S. office, the Board
coul d i npose appropriate conditions on the U S. operations until
t he wi ndi ng-down i s conpl et ed.

31" See 12 CFR 225.2(s) (definition of "well-managed" foreign
banki ng organi zati on).
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| mpl enment ati on of the 1996 Act

As not ed above, FBSEA generally requires the Board to
determ ne that a foreign bank applicant is subject to CCS in
order to approve the establishnent of a branch, agency, or
commerci al | ending conpany. The 1996 Act gave the Board
di scretion to approve the establishnment of such offices by a
foreign bank where the application record is insufficient to
support a finding that the bank is subject to CCS, provided the
Board finds that the honme country supervisor is actively working
to establish arrangenents for the consolidated supervision of the
bank, and all other factors are consistent with approval. This
di scretion gives the Board flexibility to approve applications on
an exceptional basis where the honme country authorities are
maki ng progress in upgrading the bank supervisory reginme but the
record may not yet be sufficient to support a full CCS finding.
The Board has stated that this authority should be viewed as a
limted exception to the general requirement relating to CCS.3¥
The statutory standards are included in the proposed revision.

The proposal al so would incorporate into Regulation K
the statutory time limts in the 1996 Act for Board action on
applications for branches, agencies, and commercial |ending
conpani es. The 1996 Act provided that the Board must act on such
an application within 180 days of its receipt. The tine period
may be extended once for an additional 180 days, provided notice
of the extension and the reasons for it are provided to the
applicant and the licensing authority; the applicant may al so
wai ve the time periods. Although the regulation will reflect
these statutory tinme periods, the Board proposes to maintain
existing internal time schedules that would require faster
processi ng where possi bl e.

New Di scretionary Factor

In light of the increasing attention being paid to the
probl em of noney | aundering, the Board currently requests that
forei gn banks applying to establish U S. offices provide
informati on on the neasures taken to prevent the bank from bei ng
used to | aunder noney, the legal reginme to prevent noney
| aundering in the honme country, and the extent of the hone
country's participation in nultilateral efforts to conbat noney
| aundering. The Board considers this information in reaching its
deci sion on applications. In light of this practice, the

32/ The Board first exercised its discretion under the 1996 Act

when it approved an application by a Korean bank to establish a
state-licensed branch in New York City. See Housing & Comrercia
Bank, 83 Fed. Res. Bull. 935 (1997).
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proposed revision includes as a new di scretionary standard for
the establishnment of U S offices by foreign banks that the Board
may consi der the adequacy of neasures for the prevention of noney
| aunderi ng.

Qualifications of Foreign Banks for Nonbank Exenptions
Changes to the QFBO Test

Regul ation K inplenents statutory exenptions fromthe
BHC Act for certain activities of foreign banks. These
exenptions are available to qualifying foreign banking
organi zations (QFBGs) and are found in sections 2(h) and 4(c)(9)
of the BHC Act. Section 2(h) allows a foreign conpany
princi pally engaged in banking business outside the United States
to owmn foreign affiliates that engage in inpermssible
nonfi nancial activities in the United States, subject to certain
requi renents. These include that the foreign affiliate nust
derive nost of its business fromoutside the United States and it
may engage in the United States only in the sane |ines of
business it conducts outside the United States. Section 4(c)(9)
allows the Board to grant foreign conpanies an exenption fromthe
nonbank activity restrictions of the BHC Act where the exenption
woul d not be substantially at variance with the BHC Act and woul d
be in the public interest. Under this exenption, the Board has
exenpt ed, anong other things, all foreign activities of QFBGCs
from the nonbanki ng prohibitions of the BHC Act.

In order to qualify as a QFBO, a foreign banking

organi zati on nust denonstrate that nore than half of its business
i s banking and nore than half of its banking business is outside
the United States. Banking business is defined to include the
activities permssible for a U S. banking organi zation to
conduct, directly or indirectly, outside of the United States.3

Under the current regul ations, however, such activities can be
counted as banki ng busi ness for the purposes of the QFBO test
only if they are conducted in the foreign bank ownership chai n;

3/ These activities include, in addition to traditional banking

activities, underwiting various types of insurance (credit life,
life, annuity, pension fund-related, and other types of insurance
where the associated risks are actuarially predictable);
underwiting, distributing, and dealing in debt and equity
securities outside the United States; providing data processing,

i nvest ment advi sory, and managenent consulting services; and

or gani zi ng, sponsoring, and managi ng a nutual fund.
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that is, by the foreign bank or a subsidiary of the foreign bank.
Activities conducted by a parent hol ding conpany or sister
affiliate do not count toward qualification

Renoval of the Banki ng Chai n Requirenent from One Prong of
the QFBO Test

In connection with the 1991 revisions to Regul ation K
a nunber of comrenters suggested that the Board elimnate the
requi renent that banking activities be conducted in the bank
ownership chain. The Board did not adopt this suggestion in 1991
because it was concerned that to do so could have allowed a
foreign financial conglonmerate wth no substantial comerci al
bank to conduct full-scope banking operations in the United
States. The Board determned that the intent of the BHC Act was
to grant exenptions only to those foreign organizations that were
substantially engaged in conmerci al banki ng.

The Board has reconsidered the QFBO test in |ight of

t his background and believes that the test can be l|iberalized
wi t hout extending the BHC Act exenptions to foreign firns that
are not engaged substantially in comrercial banking. As noted
above, the QFBO test has two prongs: first, nore than half of
the organization's activities nust be banking, and second, nore
than half its banki ng business nust be outside the United States.

Under the proposed revision, the requirenent that all activities
must be conducted under the bank ownership chain to count as
"banki ng" would be elimnated fromthe first prong. By
elimnating the banking chain requirenent for this prong of the
test, a foreign banking organization that has substantial life
i nsurance activities outside of the banking chain would be able
to count such activities toward neeting this prong of the QFBO
test. The Board understands that, in at |east sonme recent
i nstances where foreign banking organi zations failed the current
QFBO test, these organi zations would have been able to pass the
test under the proposed re-fornul ation.

The banki ng chain requirement has not been elim nated,
however, for purposes of determ ning whether a foreign banking
organi zation's banki ng operations outside of the United States
are larger than those in the United States. Elimnating the
banki ng chain requirenent for this part of the test would enable
a foreign organi zation engaged primarily in certain financial
activities, such as |life insurance, outside of the United States
to meet the QFBO test even if its U S. commercial banking
operations were |arger than the comercial banking operations of
its foreign bank or banks. The exenptions under sections 2(h)
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and 4(c)(9) of the BHC Act, which this section of Regulation K

i npl enments, are intended to limt the extraterritorial effect of
the BHC Act on foreign banks and to prevent foreign financial
conpani es that own U. S. banks from obtaining conpetitive

advant ages. Accordingly, the proposal retains the banking chain
requirenment for this prong of the QFBO test. The Board believes
that this approach would give appropriate flexibility to foreign
banki ng organi zati ons that operate under different econom c and
regul atory environnments while still addressing the intent of the
BHC Act to give exenptions only to true foreign banks that
conduct nore banking business outside the United States than in
the United States.

Request for Comments with Respect to the Expansi on of the
Activities That May be Counted as Banki ng

The QFBO test in Regulation K permts foreign banking
organi zations to count only those assets, revenues, or net incone
related to activities which are permssible for a U S. banking
organi zation to conduct outside of the United States. Under the
current test, a predom nantly financial organization that engages
to a significant extent in activities not permssible for a U S.
bank abroad -- for exanple, property and casualty insurance --
could fail to neet the QFBO test.

In fornmulating the QFBO test, the Board has sought to
bal ance the potentially conpeting goals of avoiding the
extraterritorial application of U S. |law on the one hand and
ensuring conpetitive equality with U S. banki ng organi zati ons on
the other. 1In this regard, the Board does not intend the QFBO
exenptions to permt foreign commercial and industrial firns to
conduct a commerci al banking business in the United States. This
view, however, is not necessarily inconsistent wwth granting the
QFBO exenptions to a foreign banking organi zation that is engaged
to a significant extent in financial activities not permssible
for a U S. bank abroad. For this reason, the Board is requesting
comment with respect to whether and how to expand the |ist of
activities that would be consi dered banking for purposes of the
QFBO test.

Comrent is requested on both of these proposals and on
any other issues arising under the QFBO rul es.

Applications for Special Determ nation of Eligibility for QFBO
Treat nent

Regul ation K permts a foreign banking organization
that ceases to qualify as a QFBO to request a specia
determ nation of eligibility. The proposal would permt a
forei gn banking organi zation that has applied for a specific
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determ nation of eligibility to continue to conduct its business
as if it were a QFBO except with respect to making investnents
in U S. conpanies under section 2(h) of the BHC Act for which
Board consent would be required. The proposal reflects the
approach taken in a prior case considered by the Board.

Comment Requested on Limting the Ability of Foreign Banks to
Conduct Unregul ated Activities Abroad through U S. Conpanies in
the Interests of National Treatnent

Regul ation K currently exenpts fromthe BHC Act any
activity conducted by a QFBO outside the United States. There
appears to be a growing trend by foreign banks under this
exenption toward using U S. conpani es operating under
section 4(c)(8) of the BHC Act to hold foreign subsidiaries that
such foreign banks regard as unrestricted in their activities.

Under the BHC Act, a U.S. bank hol di ng conpany nmay own
foreign subsidiaries only under the authority of Regulation K
which sets limts on the activities that can be conducted in such
subsidiaries. |In the past, in response to inquiries, Board staff
has provided advice that the activities of foreign subsidiaries
of section 4(c)(8) conpanies owned by foreign banking
organi zati ons shoul d be operated subject to these sane
[imtations. Nonetheless, it appears that sone foreign banking
organi zati ons have interpreted the general exenption in
Regul ation K for all non-U S. activities of foreign banking
organi zations as al so extending to the foreign subsidiaries of
section 4(c)(8) conpanies. The question is raised of whether
this provides an unfair conpetitive advantage to foreign banks in
usi ng and marketing the nanme and operations of the regulated U. S.

conpany.

G ven the fact that the foreign activities of a QFBO
are exenpt under Regul ation K, the Board recognizes the ability
to owmn a foreign subsidiary through a section 4(c)(8) conpany nmay
not be viewed as a material conpetitive advantage for foreign
banks. Even if the ownership of inpermssible foreign
subsi di ari es through section 4(c)(8) conpanies were to be
prohi bited, a foreign bank could conmply sinply by noving the
ownership fromthe U S. conpany to a true foreign subsidiary.

The purpose of the exenption in Regulation K, however,
was to permt foreign banking organizations to conduct their
non-U.S. activities outside the scope of U S. regul ati on because
there was no U S. interest served by regulating such activities.

The Board, however, does have a regulatory interest in

section 4(c)(8) conpanies. The exenption was not intended to
allow U. S. conpani es regul ated under section 4(c)(8) of the BHC
Act and owned by foreign banking organizations to engage in
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unrestricted foreign activities. Accordingly, the Board is
requesting comment on limting the availability of the exenption
in Regulation Kto activities conducted by true foreign
subsidiaries of foreign banks, and preventing the use of such
exenption by foreign-owed but U S.-regul ated conpani es such as
t hose operating under section 4(c)(8).

| mpl ement ati on of New Interstate Rul es

In addition to application procedures and rules on
nonbanki ng activities, Regulation K inplenents the restrictions
on interstate operations of foreign banks provided in the |IBA and
the BHC Act. The Interstate Act anended the |IBA and the BHC Act
to renove geographic restrictions on interstate acquisitions of
banks by foreign banks, permtted foreign banks to branch
interstate by nerger and de novo on the sane basis as donestic
banks with the sanme hone state as the foreign bank, and nodified
the definition of a foreign bank's honme state for purposes of
interstate branching. The Interstate Act becanme fully effective
in June 1997

In May 1996, the Board published a final rule to
i npl enent certain of the changes nmade by the Interstate Act. The
rule required certain foreign banks to select a hone state for
the first time, or have a hone state designated by the Board,
renmoved obsol ete provisions of Regulation K that restricted the
ability of a foreign bank to effect major bank nergers through
U. S. subsidiary banks | ocated outside the foreign bank's hone
state, and deleted certain other obsolete rules governing hone
state sel ection.

This proposal would inplement and interpret certain
ot her changes nmade by the Interstate Act. The proposal would
permt foreign banks to make additional changes in hone state
under certain circunstances and clarify the extent to which a
foreign bank changing its honme state is required to conformits
exi sting network of bank subsidiaries and banking offices.

In addition, the proposal sets forth the additi onal
standards for approval of applications by foreign banks to
establish interstate branches. It also would clarify that the
"upgrade" of agencies and limted branches to full branches
requi res Board approval and that the Board will approve such
upgrades (absent a nerger transaction) only if the host state has
enacted laws permtting de novo interstate branching. Finally,
t he proposal deletes the Board' s hone state attribution rule,
whi ch provides that a foreign bank (or other conpany) and al
ot her foreign banks which it controls nust have the sane hone
state.

Changes of Hone State
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In 1980, the Board all owed foreign banks a single
change of hone state as a conprom se between the need for
conparabl e treatnment with donmestic banks and Congress' intent, in
adopting the I BA, that foreign banks be all owed sone flexibility
to change honme state. The basic framework for interstate
banki ng, however, has changed substantially since 1980, when
donesti c banks generally could not branch interstate and rarely,
if ever, could change honme states. Donestic and foreign banks
may now branch into other states either de novo or by nmerger in
certain circunstances; interstate branching by nerger between
banks is now possible in all states other than Montana and Texas,
and de novo interstate branching is permtted in 13 states. As a
result, many donestic banks with interstate branches now have
significant opportunities to change hone state, although these
opportunities are not available to all banks under al
ci rcunst ances.

In Iight of these changes, the proposal gives foreign
banks additional opportunities to change hone state in a way that
af fords conparable treatnent to foreign and donestic banks. The
proposal would retain the ability of foreign banks under current
rules to change their home state once by filing a notice with the
Board. Changes made by foreign banks prior to the entry into
effect of the proposed anmendnents would count toward this one-
time limt. The proposal would al so establish a new procedure
for foreign banks to change hone state an unlimted nunber of
tinmes, by applying for the prior approval of the Board for each
such change. A foreign bank applying to change its hone state
under the new procedure would be required to show that a donestic
bank with the sane hone state would be able to nake the sane
change.

The new procedure advances the policy of national
treatment underlying the IBA by allow ng foreign banks to take
advant age of changes in |laws concerning interstate branching in
order to change hone state, when and to the extent those | aws
make it possible for donestic banks to change hone state as well.

The new procedure al so seeks to prevent foreign banks from
gaining an unfair conpetitive advantage over donestic banks by
changi ng hone state in circunstances where a donestic bank woul d
be unable to do so. Although the Interstate Act nade it possible
for donmestic banks to change hone state in sonme cases, there are
ot her cases where such changes in hone state may be difficult or
i npossi ble. Accordingly, the new procedure would all ow foreign
banks to change hone state only in cases where a donestic bank
coul d effect the sane change.

The Board woul d have discretion to grant the request of
a foreign bank to change hone state under the new proposed
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procedure. In evaluating these applications, the Board would
consi der whet her the proposed change of honme state woul d be
consistent wwth conpetitive equity between foreign and donestic
banks. Relevant factors in this regard include the degree to
whi ch a national or state bank would be able to nake the sane
change of hone state while retaining its existing operations
out si de the new hone state.

Changes in home state woul d generally have no inpact on
whi ch Reserve Bank wi || supervise the operations of a foreign
bank nor on which Reserve Bank will receive a foreign bank's
reports and applications.

Conformng U S. Operations Upon Change in Hone State

Regul ation K currently requires a foreign bank that
changes its hone state to conformits banking operations outside
the new hone state to what woul d have been perm ssible at the
time of the bank's original hone state selection. The
requi renent, adopted in 1980, inplenented section 5 of the |BA
whi ch sought to prevent foreign banks fromusing a hone state
change to acquire and nai ntain subsidiary banks or branches in
nore than one state in circunstances where a donestic bank or
bank hol di ng conpany woul d be unable to do so.

The Interstate Act liberalized the rules on interstate
branches and elim nated the geographic restrictions on the
pur chases of banks by domestic bank hol di ng conpani es and foreign
banks under the BHC Act and the I BA. Consequently, the Board is
proposi ng that the provisions on conform ng operations upon a
forei gn bank's change of honme state be revised to reflect changes
made by the Interstate Act. For exanple, with respect to
subsi di ary banks, a foreign bank would no | onger be required to
di vest a subsidiary bank outside its new hone state; the
Interstate Act authorizes interstate acquisitions of bank
subsi di ari es.

Wth respect to conform ng branches outside the foreign
bank's new hone state, the proposed anendnment would reflect the
liberalized interstate branching rules applicable to foreign and
donmestic banks as a result of the Interstate Act. A foreign bank
changing its honme state would be permtted to retain all branches
whi ch the foreign bank could establish (under current law) if it
already had its new honme state. This relaxation is appropriate
given that donestic, as well as foreign banks, now have
significant opportunities to establish and retain interstate
br anches.

The proposal would not change the current rule which
allows a foreign bank to retain branches grandfathered under the
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| BA, and limted branches (that is, branches that "limt" their
deposit-taking to only those deposits that an Edge corporation
may accept).

Addi tional Standards for Interstate Ofices

The proposal also contains the additional standards
required by the Interstate Act for approval by the Board of the
establishment by a foreign bank of branches | ocated outside of
the bank's honme state. These standards are designed to insure
that foreign banks seeking to establish interstate branches neet
requi renents conparable to those i nposed on donestic banks
seeking to operate interstate.

Upgr adi ng of Agencies and Limted Branches to Full Branches

Section 5 of the IBA, as anended by the Interstate Act,
allows a foreign bank to establish full branches outside its hone
state only if a domestic bank with the sane hone state could
establish branches in the sanme host state under the Interstate
Act. The Interstate Act allows interstate branching by nerger
with an existing bank or branch (the nmerger provisions) or
t hrough de novo branching (the de novo provisions). The nerger
provi sions further distinguish between interstate nergers of
entire banks and interstate acquisition of individual branches.

Sone foreign bank trade groups have argued that a
foreign bank with interstate offices, including agencies and
limted branches, should be permtted to convert such agencies
and limted branches outside the honme state into full-service
branches. The argunent is based on the fact that donestic
banki ng organi zati ons can consolidate their existing interstate
subsi di ary banks and establish interstate branches through the
mer ger provisions. Accordingly, the argunent goes, in order to
provi de national treatnment, foreign banks should be able to
"consolidate" their own existing interstate operations into
full -service branches.

The Board has several concerns with this argunment. 1In
an interstate nerger of bank subsidiaries, different |egal
entities are nerged into one; operations are retained as branches
of the surviving bank. 1In the case of a foreign bank's
interstate network of offices, each office is already part of one
| egal entity; there is no nmerger. Moreover, in an interstate
merger transaction, all existing subsidiary banks woul d generally
have full deposit-taking authority; the nerger does not increase
the ability of the nerged entities to take deposits. In the case
of foreign banks, however, many of the interstate offices do not
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have full deposit powers® and granting the request would all ow

forei gn banks substantially to increase their deposit powers.
Finally, unlike foreign banks, donestic banks did not have the
opportunity to establish agencies and limted branches outside
their hone states prior to enactnent of the Interstate Act. One
possi bl e issue is whether the existing networks of such
interstate offices of foreign banks, established at a tinme when
such interstate offices were unavail able to donestic banks, would
gi ve foreign banks an unfair advantage over donestic banks if the
Board deci des that such offices can be upgraded to full branches
under the merger provisions. %

On bal ance, the Board believes it should approve
upgrades of agencies and |limted branches to full branches only
if the host state permts de novo interstate branching. Comment
i s being requested on whether foreign banks w shing to upgrade
their out-of-hone-state offices should be permtted to do so only
if a donestic bank with the sanme honme state as the foreign bank
coul d open a de novo branch, or whether there are other
circunstances in which a foreign bank should be permtted to
upgrade its offices.

In connection with this issue, the Board is proposing a
change in the current definition of "change in status" in
Regul ation K Regulation K requires the prior approval of the
Board under the FBSEA for any "change in the status" of a U S.
office. The current definition of change in status in
Regul ati on K does not expressly include upgrades fromlimted to
full branches because foreign banks generally were unable to
ef fect such upgrades w thout changing honme state until the
Interstate Act gave foreign banks the ability to establish ful
branches on an interstate basis.

As di scussed above, upgrading a limted branch of a
foreign bank to a full branch inplicates policy concerns simlar
to those raised by changes in the status of an office requiring
prior Board approval under FBSEA. Thus, the Board proposes to
expand the definition of "change in status"” to include

34/ Limited branches may take only Edge-type deposits; agencies

may accept only foreign-source deposits.
%/ 1t could be argued that the ability of foreign banks to

mai ntai n agency, limted branch, and representative office

net wor ks outside their hone states since 1978 gave forei gn banks
a slight conpetitive advantage, and that foreign banks wishing to
upgrade their out-of-honme-state offices should be allowed to do
so only if a donestic bank could open a de novo branch under the
I nterstate Act.
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upgrades froma limted branch to a full branch, such that prior
approval of the Board under FBSEA woul d be necessary for such
upgrades. \Where a foreign bank proposes to upgrade a limted
branch to a full branch outside its hone state, the prior
approval of the Board under the interstate branching provisions
of section 5 of the IBA also would be required as a result of
this rul e change.

Hone State Attribution Rule Del eted

Regul ation K currently provides that a foreign banking
organi zation and all its affiliates are entitled to only one hone
state. This would be true even if the foreign banking
organi zati on owned several different foreign banks with
operations in the United States.

At the tine the rule was adopted, donestic banks
generally could not branch into states other than the ones in
whi ch they were | ocated, nor could bank hol di ng conpani es
general |y acquire banks outside their hone state. In that
context, the Regulation K provision was structured to prevent
affiliated groups of foreign banks from gai ning an unfair
advant age over donestic banks by having each of the affiliated
forei gn banks select a different honme state. Having done so, the
forei gn banks woul d be able to open and operate branches in nore
than one state. The rule sought to prevent this by stating that
a foreign banking organi zati on and any foreign bank that it
controls would be entitled to only one hone state.

The Interstate Act has substantially changed the rules
on interstate expansion since this provision was originally
adopted. Under current |law, a bank hol di ng conpany may own nany
banks in different states; each of these banks is entitled to its
own hone state regardl ess of the hone states of its affiliates.
Consequently, the Board proposes that Regul ation K be anended to
elimnate the requirenent that a foreign bank and all its
affiliates are entitled to only one hone state. The proposal
woul d preserve national treatnment for foreign banks and woul d not
put U.S. banking organizations at any conpetitive di sadvantage. 3

%/ section 5 of the IBA provides that a foreign bank may not

establish a branch "directly or indirectly" outside its hone
state. Staff does not believe that this provision affects the
ability of several foreign bank affiliates to nmaintain different
home states. Rather, in light of Congress's intent to provide
foreign banks with national treatnment in interstate expansion
staff believes this prohibition on "indirect" establishnent of
branches refers to preventing one foreign bank fromacting as the
branch of another foreign bank, w thout the latter having net the
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The Board requests comrent on the specific proposals
with respect to the Interstate Act as well as any other comments
on appropriate or desirabl e changes.

Addi ti onal Matters

Tenporary Additional O fice Location

Fromtinme to tine over the past six years, the Board
has recei ved requests fromforeign banks that desire to have an
additional tenporary location, usually as an interimnmeasure
before noving into new office space that can accommodate the
entire staff of the branch or agency. These requests typically
occur when the office is expanding into new areas or otherw se
adding staff. The Board is proposing that prior approval under
FBSEA woul d not be required where a foreign bank tenporarily, for
a period not to exceed 12 nonths, relocates part of the staff of
a branch or agency pendi ng novenent of the entire office to a new
| ocation as long as there is not direct public access with
respect to any branch or agency function. Any foreign bank
t aki ng advantage of this authority would be required to advise
the Board prior to the relocation, make certain conmtnents, and
provi de periodic information, as requested.

Changes to Definition Section

The revision makes certain technical changes in the
definition section of Subpart B, including in the definitions of
"appropriate Federal Reserve Bank," "foreign banking
organi zation," and "regional admnistrative office."

Conform ng Changes to Term nati on Provisions

The Board proposes to anend the provisions of Subpart B
dealing with termnation of a U S. office of a foreign bank to
add as a grounds for termnation a finding that the hone country
supervi sor of a foreign bank is not maki ng denonstrabl e progress
in establishing arrangenents for the conprehensive supervision or
regul ati on of such foreign bank on a consolidated basis.

requi renents of the IBA, including section 5.
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Perm ssible U S. Securities Activities for Foreign Banking
Organi zat 1 on

Subpart B currently provides that a foreign banking
organi zati on may not own or control shares of a foreign conpany
that directly underwites, sells or distributes, or that owns or
controls nore than five percent of the shares of a conpany that
underwites, sells or distributes, securities in the United
States, except to the extent permtted bank hol di ng conpani es.
The current five percent Iimtation is intended to limt any
conpetitive advantage the foreign banking organi zati on m ght have
by virtue of owning a larger interest in an inpermssible U S
securities conpany then is permtted to a U S. bank hol di ng
conpany. Based on recent experience, the Board is proposing
that the five percent limt be raised to ten percent. In the
Board's view, a less than ten percent ownership interest would
not generally permt the foreign banking organization to exert a
significant influence over a securities conpany in order to gain
a conpetitive advantage over U.S. bank hol di ng conpani es.

New Del egati ons

Staff is proposing addi ng several new del egations
related to Subpart B of Regulation Kto the Board' s del egation
rules. The follow ng authority would be del egated to the
Director of the Division of Banking Supervision and Regul ati on:

? Together wth the appropriate Federal Reserve Bank,
authority to waive or suspend the prior notice period
in connection with the establishnment of any particul ar
new foreign bank office in the United States or to
require that an application be filed in lieu of a prior
noti ce;

? Authority to suspend a particular foreign banking
organi zation's ability to establish additional offices
by general consent or prior notice wuuld al so be
del egated to the Director of the Division of Banking
Supervi sion and Regul ati on.

? Authority to determne that the tenporary operation by
a foreign bank of a second |ocation of an existing
of fice does not constitute the establishnent of a new
of fice.

The follow ng authority woul d be del egated to the Ceneral
Counsel

? Aut hority not to require an application in the event of
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a nerger or acquisition transaction involving two
foreign banks that would otherwi se qualify for after-
t he-fact approval where the foreign bank in question
commts pronptly to wind down the acquired U S
operations; and

? Authority to approve routine requests for exenptive
authority under section 4(c)(9) of the BHC Act.

Reducti on of Reporting Requirenents

For ei gn banki ng organi zations currently are required to
report certain acquisitions of shares in conpani es engaged in
activities in the United States on a quarterly basis. The Board
i's proposing that such reports be required only on an annual
basi s.

Subpart C. Export Tradi ng Conpani es

Subpart C of the Regulation K sets out the rules
governing investnents and participation in export trading
conpani es (ETCs) by bank hol ding conpani es and other eligible
i nvestors.

ETCs are conpani es in which bank hol di ng conpani es and
certain other eligible investors may invest for the purpose of
pronoting U S. exports. Currently, an eligible investor nust
give the Board 60 days prior witten notice of an investnent of
any anount in an ETC. To ease regulatory burden, the Board is
proposi ng a general consent procedure whereby an eligible
investor that is well capitalized and well nmanaged may invest in
an ETC wi thout submtting prior notice. An eligible investor
t hat makes such an investnment would have to provide certain
information to the Board in a post-investnment notice. The terns
well capitalized and well managed woul d have the sane neani ngs as
in the Board' s Regul ation Y.

The Board is al so proposing that eligible investors be
abl e, under general -consent authority, to reinvest an anount
equal to dividends received fromthe ETCin the prior year and to
acquire an ETC froman affiliate at net asset value. Both
provi sions are based on the general -consent provisions of
subpart A

The proposed revision of subpart C would al so nove al
defined terns into a new definitions section; renove an obsol ete
provision relating to the calculation of an ETC s revenues; and
make certain mnor, technical anendnents.
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Request for Comment

The Board seeks coment on all of these proposals,
i ncl udi ng any changes not noted above but that are set forth in
the draft regul ations.

Initial Regulatory Flexibility Analysis

The Regul atory Flexibility Act (5 U S.C. 601 et seq.)
requires an initial regulatory flexibility analysis with any
noti ce of proposed rul emaking. A description of the reasons why
the action by the agency is being considered and a statenent of
the objectives of, and the legal basis for, the proposed rule are
contained in the supplenentary informati on above. The overal
effect of the proposed rule would be to reduce regul atory burden.

The rul e should not have a significant econom c inpact on a
substantial nunber of small business entities consistent wth the
spirit and purpose of the Regulatory Flexibility Act.

Paperwor k Reduction Act

I n accordance with the Paperwork Reduction Act of 1995
(44 U . S.C. 3501 et seq.) and its inplenenting regulation (5 CFR
1320, app. A 1), the Board reviewed the proposed rule under the
authority delegated to the Board by the Ofice of Managenent and
Budget (OVB). The Federal Reserve may not conduct or sponsor
and an organi zation is not required to respond to, an information
col l ection unless the Board displays a currently valid OvVB
control nunber. The Board's OVB control nunbers for the
collections revised by this proposal are 7100-0107 (the
I nternational Applications and Prior Notifications under Subparts
A and C of Regulation K; FR K-1), 7100-0110 (the Notification
Requi red Pursuant to Section 211.23(h) of Regulation K on
Acqui sitions by Foreign Banking Organi zations; FR 4002), and
7100- 0284 (the International Applications and Prior Notifications
under Subpart B of Regulation K, FR K-2).

The collections of information that are proposed to be
revised by this rul emaking are authorized by sections 25 and 25A
of the Federal Reserve Act (12 U. S.C. 601-604a, 611-631),
sections 4(c)(13), 4(c)(14), and 5(c) of the BHC Act (12 U S.C
1843(c)(13), 1843(c)(14), 1844(c)), and sections 7, 8(a), and 10
of the IBA (12 U. S.C. 3105, 3106(a), 3107). These information
collections are required to evidence conpliance with the
requi renents of Regulation K= The respondents are for-profit
financial institutions, including small businesses.

The current estimated annual burden for the 7100-0107
is 440 hours. The proposed rule would result in an estimted 25
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percent reduction in the nunber of applications filed. The
proposal would permit well-capitalized and wel |l -nmanaged U. S.
banki ng organi zati ons maki ng i nvestnments pursuant to general
consent authority to file an abbrevi ated post-investnent notice
with the Board. This notice would take the place of the
requirenents relating to prior notice or application to the Board
t hat woul d be required under existing Regulation K procedures
before any such investnent could be made. The current estimated
annual burden for the 7100-0110 is 80 hours. It is estimted
that the proposed rule woul d reduce the burden by 50 percent due
to a decrease in the frequency of reports to be filed for certain
forei gn banking organi zations. The current estimted annual
burden for the 7100-0284 is 1,000 hours. It is estimted that

t he proposed rule would reduce the burden by 10 percent due to a
decrease in the average nunber of hours required to conplete an
application. The Board estimtes there woul d be no cost burden
in addition to the annual hour burden.

For the 7100-0107 and the 7100-0284, the applying
organi zati on has the opportunity to request confidentiality for
information that it believes will qualify for an exenption under
the Freedom of Information Act (5 U . S.C. 552(b)). For the 7100-
0110, the information nmay be deened confidential if the
respondent requests confidential treatnment and is able to
denonstrate the need for confidentiality under one or nore of the
exenptions provided by FOA (5 U S.C. 552(b)).

Comrents are invited on: a. whether the proposed
revised collections of information are necessary for the proper
performance of the Federal Reserve's functions, including whether
the information has practical utility; b. the accuracy of the
Federal Reserve's estimte of the burden of the proposed revised
information collections, including the cost of conpliance; c.
ways to enhance the quality, utility, and clarity of the
information to be collected; and d. ways to mnim ze the burden
of information collection on respondents, including through the
use of automated collection techniques or other forns of
information technol ogy. Comments on the coll ections of
i nformati on should be sent to Mary M MLaughlin, Chief,

Fi nanci al Reports Section, Division of Research and Statistics,
Mai |l Stop 97, Board of CGovernors of the Federal Reserve System
Washi ngton, DC 20551, with copies of such coments to be sent to
the Ofice of Managenent and Budget, Paperwork Reduction Project
(7100-00107, 7100-0110, or 7100-0284), Washington, DC 205083.

Li st of Subjects
12 CFR Part 211

Exports, Federal Reserve System Foreign banking, Hol ding
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conpani es, lnvestnents, Reporting and recordkeepi ng requirenents.

12 CFR Part 265

Aut hority del egations (CGovernnment agencies), Banks, banking,
Federal Reserve System

For the reasons set out in the preanble, the Board of
Governors proposes to anend 12 CFR parts 211 and 265 as set forth
bel ow

PART 211 - | NTERNATI ONAL BANKI NG OPERATI ONS ( REGULATI ON K)

1. The authority citation for part 211 continues to read as
fol |l ows:

Authority: 12 U S.C 221 et seq., 1818, 1835a, 1841 et
seq., 3101 et seq., 3109 et seq.
2. Subparts A, B, and C (?? 211.1 through 211.34) are revised to
read as foll ows:

PART 211 - | NTERNATI ONAL BANKI NG OPERATI ONS ( REGULATI ON K)

Subpart A - International Operations of U S. Banking
Organi zat i ons

Sec.

211.1 Authority, purpose, and scope.

211.2 Definitions.

211.3 Foreign branches of U S. banking organi zati ons.

211.4 Perm ssible investnents and activities of foreign branches
of menber banks.

211.5 Edge and agreenent corporations.

211.6 Perm ssible activities of Edge and agreenent corporations
in the United States.

211.7 Investnents and activities abroad.

211.8 Investnent procedures.

211.9 Perm ssible activities abroad.

211.10 Lending Iimts and capital requirenents.

211.11 Supervision and reporting.

211.12 Reports of crimes and suspected crines.

211.13 Liquidation of Edge and agreenent corporations.

Subpart B - Forei gn Banki ng Organi zations
211.20 Authority, purpose, and scope.

211.21 Definitions.
211.22 Interstate banking operations of foreign banking
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or gani zat i ons.

211.23 Nonbanking activities of foreign banking organi zations.
211.24 Approval of offices of foreign banks; procedures for
applications; standards for approval; representative office
activities and standards for approval; preservation of existing
authority.

211.25 Termnation of offices of foreign banks.

211.26 Exam nation of offices and affiliates of foreign banks.
211.27 Disclosure of supervisory information to foreign
supervi sors.

211.28 Provisions applicable to branches and agenci es:
[imtation on | oans to one borrower.

211.29 Applications by state branches and state agencies to
conduct activities not perm ssible for federal branches.

211.30 Criteria for evaluating U S. operations of foreign banks
not subject to consolidated supervision.

Subpart C - Export Tradi ng Conpani es

211.31 Authority, purpose, and scope.

211.32 Definitions.

211. 33 Investnents and extensions of credit.

211. 34 Procedures for filing and processing notices.

SUBPART A - | NTERNATI ONAL OPERATI ONS OF U. S. BANKI NG
ORGANI ZATI ONS

? 211.1 Authority, purpose, and scope.

(a) Authority. This subpart is issued by the Board of
Governors of the Federal Reserve System (Board) under the
authority of the Federal Reserve Act (FRA) (12 U. S . C. 221 et
seqd.); the Bank Hol di ng Conpany Act of 1956 (BHC Act) (12 U.S.C
1841 et seq.); and the International Banking Act of 1978 (IBA)
(12 U.S.C. 3101 et seq.).

(b) Purpose. This subpart sets out rules governing the
international and foreign activities of U S. banking
organi zati ons, including procedures for establishing foreign
branches and Edge and agreenent corporations to engage in
i nternational banking, and for investnents in foreign
or gani zat i ons.

(c) Scope. This subpart applies to:

(1) Corporations organized under section 25A of the FRA (12
U S C 611-631) (Edge corporations);

(2) Corporations having an agreenent or undertaking with
t he Board under section 25 of the FRA (12 U S. C. 601-604a),
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(agreenent corporations);

(3) Menber banks with respect to their foreign branches and
investnments in foreign banks under section 25 of the FRA (12
U. S.C. 601-604a);%" and

(4) Bank hol ding conpanies with respect to the exenption
from the nonbanki ng prohibitions of the BHC Act afforded by
section 4(c)(13) of that act (12 U.S.C. 1843(c)(13)).

? 211.2 Definitions.

Unl ess ot herw se specified, for the purposes of this
subpart:

(a) An affiliate of an organi zation neans:

(1) Any entity of which the organization is a direct or
i ndi rect subsidiary; or

(2) Any direct or indirect subsidiary of the organization
or such entity.

(b) Capital Adequacy Cuidelines neans the "Capital Adequacy
Quidelines for State Menber Banks: Risk-Based Measure" (12 CFR
208, app. A and the "Capital Adequacy Cuidelines for Bank
Hol di ng Conpani es: Ri sk-Based Measure" (12 CFR 225, app. A).

(c) Capital and surplus neans, unless otherw se provided in
this part:

(1) Tier 1 and tier 2 capital included in an organi zation's
ri sk-based capital (under the Capital Adequacy Cuidelines); and

(2) The bal ance of allowance for |oan and | ease | osses not
included in an organi zation?s tier 2 capital for cal cul ation of
ri sk-based capital, based on the organi zation's nost recent
consol i dated Report of Condition and | ncone.

(d) Directly or indirectly, when used in reference to
activities or investnments of an organi zation, nmeans activities or
i nvestnments of the organization or of any subsidiary of the

%7 Section 25 of the FRA (12 U.S.C. 601-604a), which refers to
nati onal banki ng associ ations, also applies to state nmenber banks
of the Federal Reserve System by virtue of section 9 of the FRA
(12 U.S. C. 321).
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or gani zati on.

(e) Eligible country nmeans any country:

(1) For which an allocated transfer risk reserve is
requi red pursuant to ? 211.43 and that has restructured its
soverei gn debt held by foreign creditors; and

(2) Any other country that the Board deens to be eligible.
(f) An Edge corporation is engaged in banking if it is

ordinarily engaged in the business of accepting deposits in the
United States fromnonaffiliated persons.

(g) Engaged in business or engaged in activities in the
United States neans mai ntaining and operating an office (other
than a representative office) or subsidiary in the United States.

(h) Equity neans an ownership interest in an organi zation,
whet her t hrough:

(1) Voting or nonvoting shares;
(2) GCeneral or limted partnership interests;

(3) Any other formof interest conferring ownership rights,
i ncluding warrants, debt, or any other interests that are
convertible into shares or other ownership rights in the
organi zati on; or

(4) Loans that provide rights to participate in the profits
of an organi zation, unless the investor receives a determ nation
t hat such | oans should not be considered equity in the
ci rcunst ances of the particul ar investnent.

(1) Foreign or foreign country refers to one or nore
foreign nations, and includes the overseas territories,
dependenci es, and insul ar possessions of those nations and of the
United States, and the Commonweal th of Puerto Rico.

(j) Foreign bank neans an organi zation that:

(1) |Is organized under the laws of a foreign country;
(2) Engages in the business of banking;
(3) Is recognized as a bank by the bank supervisory or

nmonetary authority of the country of its organization or
princi pal banki ng operati ons;
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(4) Receives deposits to a substantial extent in the
regul ar course of its business; and

(5 Has the power to accept denmand deposits.

(k) Foreign branch neans an office of an organization
(other than a representative office) that is |ocated outside the
country where the organi zation is legally established, at which a
banki ng or financing business is conducted.

(1) Foreign person neans an office or establishnent
| ocated outside the United States, or an individual residing
outside the United States.

(m Investnent neans:
(1) The ownership or control of equity;
(2) Binding commtnents to acquire equity;

(3) Contributions to the capital and surplus of an
organi zati on; or

(4) The holding of an organi zation's subordi nated debt when
the investor and the investor's affiliates hold nore than 5
percent of the equity of the organization.

(n) Investor nmeans an Edge corporation, agreenent
corporation, bank hol di ng conpany, or nenber bank.

(o) Joint venture nmeans an organi zation that has 25 percent
or nore of its voting shares held directly or indirectly
by the investor or by an affiliate of the investor, but which is
not a subsidiary of the investor.

(p) Loans and extensions of credit nmeans all direct and
i ndi rect advances of funds to a person nmade on the basis of any
obligation of that person to repay the funds.

(g0 Organi zati on neans a corporation, governnent,
partnership, association, or any other entity.

(r) Person neans an individual or an organization.

(s) Portfolio investnment nmeans an investnent in an
organi zation other than a subsidiary or joint venture.

(t) Representative office neans an office that:

(1) Engages solely in representational and adm nistrative
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functions (such as soliciting new business or acting as |iaison
bet ween the organi zation's head office and custoners in the
United States); and

(2) Does not have authority to make any business deci sion
(other than decisions relating to its prem ses or personnel) for
t he account of the organization it represents, including
contracting for any deposit or deposit-like liability on behalf
of the organi zati on.

(u) Subsidiary neans an organi zation that has nore than 50
percent of its voting shares held directly or indirectly, or that
is otherwise controlled or capable of being controlled, by the
investor or an affiliate of the investor under any authority.
Anmong ot her circunstances, an investor is considered to control
an organi zation if:

(1) The investor or an affiliate is a general partner of
t he organi zation; or

(2) If the investor and its affiliates directly or
indirectly owmn or control nore than 50 percent of the equity of
t he organi zati on.

(v) Tier 1 capital has the same neani ng as provi ded under
the Capital Adequacy Cuidelines.

(w Well capitalized neans:

(1) In relation to a parent nenber or insured bank, that
t he standards set out in ? 208.33(b)(1) of Regulation H (12 CFR
208.33(b) (1)) are satisfied;

(2) In relation to a bank hol di ng conpany, that the
standards set out in ? 225.2(r)(1) of Regulation Y (12 CFR
225.2(r)(1)) are satisfied; and

(3) Inrelation to an Edge or agreenent corporation, that
it has tier 1 and total risk-based capital ratios of 6.0 and 10.0
percent, respectively, or greater.

(x) Well managed neans that the Edge or agreenent
corporation, any parent insured bank, and the bank hol di ng
conpany have received a conposite rating of 1 or 2 at their
nmost recent exam nation or review and are not subject to any
supervi sory enforcenent action.

? 211.3 Foreign branches of U S. banking organi zati ons.

(a) Ceneral. (1) Definition of banking organi zation. For
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pur poses of this section, a banking organization is defined as a
menber bank and its affiliates.

(2) A banking organization is considered to be operating a
branch in a foreign country if it has an affiliate that is a
menber bank, Edge or agreenent corporation, or foreign bank that
operates an office (other than a representative office) in that
country.

(3) For purposes of this subpart, a foreign office of an
operating subsidiary of a nenber bank shall be treated as a
foreign branch of the nmenber bank and nmay engage only in
activities permssible for a branch of a nenber bank.

(4) At any tinme upon notice, the Board may nodify or
suspend branching authority conferred by this section with
respect to any banki ng organi zation.

(b)(1) Establishnment of foreign branches. (i) Foreign
branches may be established by any nenber bank having capital and
sur plus of $1, 000,000 or nore, an Edge corporation, an agreenent
corporation, any subsidiary the shares of which are held directly
by the nenber bank, or any other subsidiary held pursuant to this
subpart.

(1i) The Board grants its general consent under section 25
of the FRA (12 U. S.C. 601-604a) for a nenber bank to establish a
branch in the Commonweal th of Puerto R co and the overseas
territories, dependencies, and insular possessions of the United
St at es.

(2) Prior notice. Unless otherw se provided in this
section, the establishnent of a foreign branch requires 30 days'
prior witten notice to the Board.

(3) Branching into additional foreign countries. After
giving the Board 12 days' prior witten notice, a banking
organi zati on that operates branches in two or nore foreign
countries may establish a branch in an additional foreign
country.

(4) Additional branches within a foreign country. No prior
notice is required to establish additional branches in any
foreign country where the banking organi zati on operates one or
nor e branches.

(5) Branching by nonbanki ng organi zations. No prior notice
is required for an organi zation that is not an Edge or agreenent
corporation, nmenber bank, or foreign bank to establish branches
within a foreign country or in additional foreign countries.
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(6) Expiration of branching authority. Authority to
establish branches, when granted followng prior witten notice
to the Board, shall expire one year fromthe earliest date on
whi ch the authority could have been exercised, unless extended by
t he Board.

(7) Reporting. Any banking organization that opens,
cl oses, or relocates a branch shall report such change in a
manner prescribed by the Board.

(8) Reserves of foreign branches of nenber banks. Menber
banks shall maintain reserves against foreign branch deposits
when required by Regulation D (12 CFR part 204).

? 211.4 Permssible investnents and activities of foreign
branches of nenber banks.

In addition to its general banking powers, and to the extent
consistent with its charter, a foreign branch of a nenber bank
may engage in the followi ng activities, so far as usual in
connection wth the business of banking in the country where it
transacts busi ness:

(a) CGuarantees. (Quarantee debts, or otherw se agree to
make pagnents on the occurrence of readily ascertainable
events,®® if the guarantee or agreenent specifies a maxi num
monetary liability; but, except to the extent that the nmenber
bank is fully secured, it may not have liabilities outstanding
for any person on account of such guarantees or agreenents which,
when aggregated with other unsecured obligations of the sane
person, exceed the limt contained in section 5200(a)(1) of the
Revi sed Statutes (12 U . S.C. 84) for | oans and extensions of
credit;

(b) CGovernnent obligations. (1) Underwite, distribute,
buy, sell, and hold obligations of:

(1) The national government of any country rated as
i nvestment grade by at |east two established international rating
agenci es;

(1i) An agency or instrunentality of such national

%  Readily ascertainable events include, but are not limted to,

nonpaynment of taxes, rentals, custons duties, or costs of
transport and | oss or nonconformance of shipping docunents.
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gover nment where supported by the taxing authority, guarantee, or
full faith and credit of that government; and

(ti1) The national government and the political
subdi vi sions of the country in which the branch is | ocated,;

(2) No nenber bank, under authority of this paragraph (b),
may hold or be under commtnent with respect to, such obligations
for its own account in relation to any one country in an anount
exceedi ng the greater of:

(1) 10 percent of its tier 1 capital; or

(ii) 10 percent of the total deposits of the bank?s
branches in that country on the preceding year-end call report
date (or the date of acquisition of the branch, in the case of a
branch that has not been so reported).

(c) Oher investnents. (1) Invest in:

(1) The securities of the central bank, clearinghouses,
governnmental entities other than those authorized under paragraph
(a)(2)(i) of this section, and governnent-sponsored devel opnent
banks of the country in which the foreign branch is |ocated,;

(i) Oher debt securities eligible to neet |ocal reserve
or simlar requirenents; and

(ti1) Shares of automated el ectronic-paynents networks,
prof essi onal societies, schools, and the |ike necessary to the
busi ness of the branch.

(2) The total investnents of a bank's branches in a country
under this paragraph (c) (exclusive of securities held as
required by the | aw of that country or as authorized under
section 5136 of the Revised Statutes (12 U S.C. 24, Seventh) may
not exceed 1 percent of the total deposits of the bank's branches
in that country on the preceding year-end call report date (or on
the date of acquisition of the branch, in the case of a branch
t hat has not so reported);

(d) Real estate loans. Take |liens or other encunbrances on
foreign real estate in connection with its extensions of credit,
whet her or not of first priority and whether or not the real
estate has been i nproved,

(e) Insurance. Act as insurance agent or broker;

(f) Enployee benefits program Pay to an enpl oyee of the
branch, as part of an enpl oyee benefits program a greater rate
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of interest than that paid to other depositors of the branch;

(g) Repurchase agreenents. Engage in repurchase agreenents
i nvolving securities and commodities that are the functional
equi val ents of extensions of credit;

(h) Investnent in subsidiaries. Wth the Board's prior
approval, acquire all of the shares of a conpany (except where
| ocal law requires other investors to hold directors' qualifying
shares or simlar types of instrunments) that engages solely in
activities:

(1) In which the nenber bank is permtted to engage; or

(2) That are incidental to the activities of the foreign
branch; and

(i) Oher activities. Wth the Board's prior approval,
engage in other activities that the Board determ nes are usual in
connection wth the transaction of the business of banking in the
pl aces where the nenber bank's branches transact business.

? 211.5 Edge and agreenent corporations.

(a) Oganization. (1) Board authority. The Board shal
have the authority to approve:

(1) The establishnent of Edge corporations; and
(1i) Investnents in Edge and agreenment corporations.

(2) Permt. A proposed Edge corporation shall becone a
body corporate when the Board issues a permt approving its
proposed nane, articles of association, and organi zation
certificate.

(3) Nane. The nane shall include international,
foreign, overseas, or a simlar word, but may not resenble
the nane of another organization to an extent that m ght m sl ead
or deceive the public.

(4) Federal Register notice. The Board shall publish in
t he Federal Register notice of any proposal to organi ze an Edge
corporation and shall give interested persons an opportunity to
express their views on the proposal.

(5) Factors considered by Board. The factors
considered by the Board in acting on a proposal to organi ze an
Edge corporation include:
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(1) The financial condition and history of the applicant;
(1i) The general character of its managenent;

(ti1) The conveni ence and needs of the community to be
served with respect to international banking and financing
services; and

(iv) The effects of the proposal on conpetition.

(6) Authority to comrence business. After the Board issues
a permt, the Edge corporation nay elect officers and ot herw se
conplete its organization, invest in obligations of the U S
government, and maintain deposits with depository institutions,
but it may not exercise any other powers until at |east 25
percent of the authorized capital stock specified in the articles
of associ ation has been paid in cash, and each sharehol der has
paid in cash at |east 25 percent of that sharehol der's stock
subscri ption.

(7) Expiration of unexercised authority. Unexercised
authority to commence business as an Edge corporation shal
expire one year after issuance of the permt, unless the Board
extends the period.

(8 Amendnents to articles of association. No anendnent to
the articles of association shall becone effective until approved
by the Board.

(9) Sharehol ders' neeting. An Edge corporation shal
provide in its bylaws that:

(i) A shareholders' neeting shall be convened at the
request of the Board within five days after the Board gives
notice of the request to the Edge corporation;

(1i1) Any sharehol der or group of sharehol ders that owns or
controls 25 percent or nore of the shares of the Edge corporation
shal |l attend such a neeting in person or by proxy; and

(ti1) Failure by a sharehol der or authorized representative
to attend such neeting in person or by proxy may result in
removal or barring of such sharehol der or representative from
further participation in the managenent or affairs of the Edge
cor porati on.

(b) Nature and ownership of shares. (1) Shares. Shares
of stock in an Edge corporation may not include no-par-val ue
shares and shall be issued and transferred only on its books and
in conpliance with section 25A of the FRA (12 U.S.C. 611 et seq.)
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and this subpart.

(2) Contents of share certificates. The share certificates
of an Edge corporation shall:

(1) Nane and descri be each class of shares, indicating its
character and any unusual attributes, such as preferred status or
| ack of voting rights; and

(i1) Conspicuously set forth the substance of:

(A) Any limtations upon the rights of ownership and
transfer of shares inposed by section 25A of the FRA (12 U S. C
611 et seq.); and

(B) Any rules that the Edge corporation prescribes inits
byl aws to ensure conpliance wth this paragraph (b).

(3) Change in status of shareholder. Any change in status
of a sharehol der that causes a violation of section 25A of the
FRA (12 U.S.C. 611 et seq.) shall be reported to the Board as
soon as possible, and the Edge corporation shall take such action
as the Board nmay direct.

(c) Omership of Edge corporations by foreign institutions.
(1) Prior Board approval. One or nore foreign or foreign-
controlled donmestic institutions referred to in section 25A(11)
of the FRA (12 U . S.C. 619) may apply for the Board' s prior
approval to acquire directly or indirectly a majority of the
shares of the capital stock of an Edge corporation.

(2) Conditions and requirenents. Such an institution
shal | :

(i) Provide the Board information related to its financi al
condition and activities and such other information as the Board
may require;

(1i) Ensure that any transaction by an Edge corporation
with an affiliate®® is on substantially the same terms, including
interest rates and collateral, as those prevailing at the sane
time for conparable transactions by the Edge corporation with
nonaffiliated persons, and does not involve nore than the norma
ri sk of repayment or present other unfavorable features;

%" For purposes of this paragraph (c)(2)(ii), affiliate neans

any organi zation that would be an affiliate under section 23A of
the FRA (12 U.S.C. 371c) if the Edge corporation were a nenber
bank.
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(ti1) Ensure that the Edge corporation will not provide
funding on a continual or substantial basis to any affiliate or
office of the foreign institution through transactions that would
be inconsistent with the international and foreign business
pur poses for which Edge corporations are organi zed; and

(tv) Invest no nore than 10 percent of the institution's
capital and surplus in the aggregate anount of stock held in al
Edge and agreenent corporations (or, with the Board?s prior
approval, up to 20 percent of the investor?s capital and
sur pl us).

(3) Foreign institutions not subject to the BHC Act. In
the case of a foreign institution not subject to section 4 of the
BHC Act (12 U.S.C. 1843), that institution shall:

(1) Conply with any conditions that the Board may i npose
that are necessary to prevent undue concentration of resources,
decreased or unfair conpetition, conflicts of interest, or
unsound banki ng practices in the United States; and

(1i) Gve the Board 30 days' prior witten notice before
engagi ng i n any nonbanking activity in the United States, or
maki ng any initial or additional investnents in another
organi zation, that would require prior Board approval or notice
by an organi zati on subject to section 4 of the BHC Act (12 U S.C
1843); in connection with such notice, the Board may i npose
condi tions necessary to prevent adverse effects that may result
fromsuch activity or investnent.

(d) Change in control. (1) Prior notice. (i) Any person
shall give the Board 60 days' prior witten notice before
acquiring, directly or indirectly, 25 percent or nore of the
voting shares, or otherwi se acquiring control, of an Edge
cor porati on.

(1i) The Board may extend the 60-day period for an
addi tional 30 days by notifying the acquiring party.

(iii1) A notice under this paragraph (d) need not be filed
where a change in control is effected through a transaction
requiring the Board' s approval under section 3 of the BHC Act (12
U S.C 1842).

(2) Board review. In reviewmng a notice filed under this
paragraph (d), the Board shall consider the factors set forth in
paragraph (a)(5) of this section, and may di sapprove a notice or
i npose any conditions that it finds necessary to assure the safe
and sound operation of the Edge corporation, to assure the
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international character of its operation, and to prevent adverse
effects, such as decreased or unfair conpetition, conflicts of
i nterest, or undue concentration of resources.

(e) Donestic branches. (1) Prior notice. (i) An Edge
corporation may establish branches in the United States 30 days
after the Edge corporation has given notice to its Reserve Bank,
unl ess the Edge corporation is notified to the contrary within
that tine.

(1i) The notice to the Reserve Bank shall include a copy of
the notice of the proposal published in a newspaper of general
circulation in the communities to be served by the branch.

(ii1) The newspaper notice nay appear no earlier than 90
cal endar days prior to subm ssion of notice of the proposal to
t he Reserve Bank. The newspaper notice shall provide an
opportunity for the public to give witten comment on the
proposal to the appropriate Federal Reserve Bank for at |east 30
days after the date of publication.

(2) Factors considered by Board. The factors considered in
acting upon a proposal to establish a branch are enunerated in
par agraph (a)(5) of this section.

(3) Expiration of authority. Authority to establish a
branch under prior notice shall expire one year fromthe earliest
date on which that authority coul d have been exercised, unless
t he Board extends the period.

(f) Agreenent corporations. (1) General. Wth the prior
approval of the Board, a nenber bank or bank hol di ng conpany nay
invest in a federally or state-chartered corporation that has
entered into an agreenent or undertaking with the Board that it
wi |l not exercise any power that is inperm ssible for an Edge
corporation under this subpart.

(2) Factors considered by Board. The factors considered in
acting upon a proposal to establish an agreenent corporation are
enunerated in paragraph (a)(5) of this section.

(g) Reserve requirenents and interest rate limtations.
The deposits of an Edge or agreenent corporation are subject to
Regul ations D and Q (12 CFR parts 204, 217) in the
same manner and to the sane extent as if the Edge or agreenent
corporation were a nenber bank

(h) Liquid funds. Funds of an Edge or agreenent
corporation that are not currently enployed in its international
or foreign business, if held or invested in the United States,
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shall be in the form of:
(i) Cash;

(i1) Deposits with depository institutions, as described in
Regul ation D (12 CFR part 204), and other Edge and agreenent
cor porations;

(ti1) Mney-market instruments (including repurchase
agreenents with respect to such instrunents), such as banker's
accept ances, federal funds sold, and comrerci al paper; and

(tv) Short- or long-termobligations of, or fully
guaranteed by, federal, state, and | ocal governnents and their
instrunentalities.

? 211.6 Permssible activities of Edge and agreenent
corporations in the United States.

(a) Activities incidental to international or foreign
busi ness. An Edge corporation may engage, directly or
indirectly, in activities in the United States that are permtted
by section 25A(6) of the FRA (12 U.S.C. 615) and are incidental
to international or foreign business, and in such other
activities as the Board determ nes are incidental to
international or foreign business. The followng activities wll
ordinarily be considered incidental to an Edge corporation's
i nternational or foreign business:

(1) Deposits fromforeign governnents and forei gn persons.
An Edge corporation may receive in the United States transaction
accounts, savings, and tine deposits (including issuing
negoti able certificates of deposits) fromforeign governnents and
their agencies and instrunmentalities, and from foreign persons.

(2) Deposits fromother persons. An Edge corporation may
receive fromany other person in the United States transaction
accounts, savings, and tinme deposits (including issuing
negoti able certificates of deposit) if such deposits:

(1) Are to be transmtted abroad;

(i1) Consist of funds to be used for paynent of obligations
to the Edge corporation or collateral securing such obligations;

(1i1) Consist of the proceeds of collections abroad that
are to be used to pay for exported or inported goods or for other
costs of exporting or inporting or that are to be periodically
transferred to the depositor’'s account at another financial
institution;
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(1v) Consist of the proceeds of extensions of credit by the
Edge corporation;

(v) Represent conpensation to the Edge corporation for
extensions of credit or services to the custoner;

(vi) Are received from Edge or agreenent corporations,
forei gn banks, and other depository institutions (as described in
Regul ation D (12 CFR part 204)); or

(vii) Are received froman organi zation that by its
charter, license, or enabling lawis limted to business that is
of an international character, including foreign sales
corporations, as defined in 26 U S.C. 922; transportation
organi zati ons engaged exclusively in the international
transportation of passengers or in the novenent of goods, wares,
commodities, or nmerchandise in international or foreign conmerce,;
and export trading conpani es established under subpart C of this
part.

(3) Borrowings. An Edge corporation may:

(1) Borrow fromoffices of other Edge and agreenent
corporations, foreign banks, and depository institutions (as
described in Regulation D (12 CFR part 204));

(1i) Issue obligations to the United States or any of its
agencies or instrunmentalities;

(ti1) Incur indebtedness froma transfer of direct
obligations of, or obligations that are fully guaranteed as to
principal and interest by, the United States or any agency or
instrunmentality thereof that the Edge corporation is obligated to
repur chase; and

(itv) Issue long-term subordi nated debt that does not
qualify as a deposit under Regulation D (12 CFR part 204).

(4) Credit activities. An Edge corporation may:

(1) Finance the follow ng:

(A) Contracts, projects, or activities perfornmed
substanti al |l y abr oad;

(B) The inportation into or exportation fromthe United

States of goods, whether direct or through brokers or other
i nternedi ari es;
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(© The donestic shipnent or tenporary storage of goods
being inported or exported (or accunul ated for export); and

(D) The assenbly or repackagi ng of goods inported or to be
export ed;

(11) Finance the costs of production of goods and services
for which export orders have been received or which are
identifiable as being directly for export;

(ti1) Assunme or acquire participations in extensions of
credit, or acquire obligations arising fromtransactions the Edge
corporation could have financed including acquisition of
obl i gations of foreign governnents;

(iv) GQuarantee debts, or otherw se agree to nmake paynments
on the occurrence of readily ascertainable events (including, but
not limted to, events such as nonpaynent of taxes, rentals,
custons duties, or cost of transport and | oss or nonconfornance
of shi pping docunents), so |long as the guarantee or agreenent
specifies the maxi mum nonetary liability thereunder and is
related to a type of transaction described in paragraphs
(a)(4)(i) and (ii) of this section; and

(v) Provide credit and other banking services for donestic
and foreign purposes to foreign governnents and their agencies
and instrunentalities; foreign persons; and organizations of the
type described in paragraph (a)(2)(vii) of this section.

(5) Paynments and collections. An Edge corporation may
recei ve checks, bills, drafts, acceptances, notes, bonds,
coupons, and other instrunents for collection abroad, and coll ect
such instrunents in the United States for a custoner abroad; and
may transmt and receive wire transfers of funds and securities
for depositors.

(6) Foreign exchange. An Edge corporation nmay engage in
forei gn exchange activities.

(7) Fiduciary and investnent advisory activities. An Edge
corporation may:

(i) Hold securities in safekeeping for, or buy and sel
securities upon the order and for the account and risk of, a
person, provided such services for U S. persons are with
respect to foreign securities only;

(i1) Act as paying agent for securities issued by foreign
governments or other entities organized under foreign | aw,
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(ti1) Act as trustee, registrar, conversion agent, or
payi ng agent with respect to any class of securities issued to
finance foreign activities and distributed solely outside the
Uni ted States;

(1v) Make private placenments of participations inits
i nvestments and extensions of credit; however, except to the
extent perm ssible for nenber banks under section 5136 of the
Revi sed Statutes (12 U S. C. 24(Seventh)), no Edge corporati on may
ot herwi se engage in the business of underwiting, distributing,
or buying or selling securities in the United States;

(v) Act as investnent or financial adviser by providing
portfolio investnent advice and portfolio nmanagenment with respect
to securities, other financial instrunents, real-property
interests and other investnent assets,?” and by providing advice
on nergers and acqui sitions, provided such services for U S
persons are with respect to foreign assets only; and

(vi) Provide general econom c information and advi ce,
general economc statistical forecasting services, and industry
studi es, provided such services for U S. persons shall be with
respect to foreign economes and industries only.

(8) Banking services for enployees. Provide banking
servi ces, including deposit services, to the officers and
enpl oyees of the Edge corporation and its affiliates; however,
extensions of credit to such persons shall be subject to the
restrictions of Regulation O (12 CFR part 215) as if the Edge
corporation were a nenber bank

(9) OQher activities. Wth the Board' s prior approval,
engage in other activities in the United States that the Board
determ nes are incidental to the international or foreign
busi ness of Edge corporations.

? 211.7 Investnents and activities abroad.

(a) Ceneral policy. Activities abroad, whether conducted
directly or indirectly, shall be confined to activities of a
banki ng or financial nature and those that are necessary to carry
on such activities. 1In doing so, investors? shall at all tinmes

2 For purposes of this section, managenent of an investnent

portfolio does not include operational nanagenent of real
property, or industrial or comrercial assets.

41 For purposes of this section and '' 211.8 and 211.9, a direct

subsidiary of a nenber bank is deened to be an investor
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act in accordance with high standards of banking or financi al
prudence, having due regard for diversification of risks,
suitable liquidity, and adequacy of capital. Subject to these
considerations and the other provisions of this section, it is
the Board's policy to allow activities abroad to be organi zed and
operated as best neets corporate policies.

(b) Direct investnents by nenber banks. A nenber bank's
direct investnents under section 25 of the FRA (12 U. S. C. 601 et
seq.) shall be limted to:

(1) Foreign banks;

(2) Donestic or foreign organizations fornmed for the sole
pur pose of hol ding shares of a foreign bank;

(3) Foreign organizations forned for the sol e purpose of
perform ng nom nee, fiduciary, or other banking services
incidental to the activities of a foreign branch or foreign bank
affiliate of the nenber bank; and

(4) Subsidiaries established pursuant to ? 211.4(h).
(c) Eligible investnments. Subject to the |[imtations set

out in paragraphs (b) and (d) of this section, an investor may
directly or indirectly:

(1) Investnent in subsidiary. Invest in a subsidiary that
engages solely in activities listed in ? 211.9, or in such other
activities as the Board has determned in the circunstances of a
particul ar case are perm ssible; provided that, in the case of an
acqui sition of a going concern, existing activities that are not
ot herwi se perm ssible for a subsidiary may account for not nore
than 5 percent of either the consolidated assets or revenues of
t he acqui red organi zation;

(2) Investnent in joint venture. Invest in a joint
venture, provided that, unless otherwi se permtted by the Board,
not nore than 10 percent of the joint venture's consolidated
assets or revenues are attributable to activities not listed in
? 211.9; and

(3) Portfolio investnments. Mke portfolio investnents in
an organi zation, provided that:

(1) Individual limts. The total direct and indirect
portfolio investnents by the investor and its affiliates in an
organi zati on engaged in activities that are not perm ssible for
joint ventures do not exceed:
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(A) 40 percent of the total equity of the organization,
when conbined wth shares in the organization held in trading or
deal i ng accounts pursuant to ? 211.9(a)(15), and shares in the
organi zati on held under any other authority; and

(B) Were the investor is a well capitalized and well
managed bank hol di ng conpany, 2 percent of the investor's tier 1
capital in any one organi zation; or

(© For any other investor, anmounts perm ssi bl e under
? 211.8(c)(2);

(i) Aggregate limts. The total direct and indirect
portfolio investnents by the investor and its affiliates in al
organi zati ons engaged in activities that are not perm ssible for
joint ventures (when conbined with shares hel d under any
authority other than ? 211.9(a)(15)%¥) shall not exceed:

(A) 25 percent of the investor's tier 1 capital, where the
investor is a bank hol ding conpany; or

(B) For any other investor, the |esser of 5 percent of the
menber bank?s tier 1 capital or 25 percent of the Investor?s

capital

(ti1) Loans and extensions of credit. Any |oans and
extensions of credit nmade by an investor or its affiliates to the
organi zation are on substantially the same terns, including
interest rates and collateral, as those prevailing at the sane
time for conparable transacti ons between the investor or its
affiliates and nonaffiliated persons; and

(tv) Protecting shareholder rights. Nothing in this
paragraph (c)(3) shall prohibit an investor from otherw se
exercising rights it may have as sharehol der to protect the val ue
of its investnent.

(d) Investnment limt. 1In calculating the anmobunt that may
be invested in any organi zation under this section and ?? 211.8
and 211.9, there shall be included any unpaid anount for which
the investor is liable and any investnents in the sane
organi zation held by affiliates under any authority.

(e) Divestiture. An investor shall dispose of an

42l For investors that are not well capitalized and well managed,

shares held in trading or dealing accounts pursuant to
211.9(a)(15) shall be included in calculating these limts.
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i nvestnent pronptly (unless the Board authorizes retention) if:
(1) The organization invested in:

(1) Engages in inpermssible activities to an extent not
permtted under paragraph (c) of this section; or

(i1) Engages directly or indirectly in other business in
the United States that is not permtted to an Edge corporation in
the United States, provided that an investor may:

(A) Retain portfolio investnents in conpanies that derive
no nore than 10 percent of their total revenue fromactivities in
the United States; and

(B) Hold up to 5 percent of the shares of a foreign conpany
that engages directly or indirectly in business in the United
States that is not permtted to an Edge corporation; or

(2) After notice and opportunity for hearing, the investor
is advised by the Board that such investnent is inappropriate
under the FRA, the BHC Act, or this subpart.

(f) Debts previously contracted. Shares or other ownership
interests acquired to prevent a loss upon a debt previously
contracted in good faith are not subject to the limtations or
procedures of this section, provided that such interests shall be
di sposed of pronptly but in no event later than two years after
their acquisition, unless the Board authorizes retention for a
| onger period.

(g) Investnents nmade through debt-for-equity conversions.
(1) Permssible investnments. A bank hol di ng conpany may nake
i nvestments through the conversion of sovereign- or private-debt
obligations of an eligible country, either through direct
exchange of the debt obligations for the investnent, or by a
paynment for the debt in |ocal currency, the proceeds of which,
i ncludi ng an addi tional cash investnment not exceeding in the
aggregate nore than 10 percent of the fair value of the debt
obl i gati ons being converted as part of such investnent, are used
to purchase the follow ng investnents:

(1) Public-sector conpanies. A bank hol di ng conpany may
acquire up to and including 100 percent of the shares of (or
ot her ownership interests in) any foreign conpany |ocated in an
eligible country, if the shares are acquired fromthe governnent
of the eligible country or fromits agencies or
instrunmentalities.

(i) Private-sector conpanies. A bank hol di ng conpany may
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acquire up to and including 40 percent of the shares, including
voting shares, of (or other ownership interests in) any other
foreign conpany located in an eligible country subject to the
foll ow ng conditions:

(A) A bank hol di ng conpany nmay acquire nore than 25 percent
of the voting shares of the foreign conpany only if another
shar ehol der or group of sharehol ders unaffiliated with the bank
hol di ng conpany hol ds a | arger block of voting shares of the

conpany;

(B) The bank hol ding conpany and its affiliates may not
I end or otherwi se extend credit to the foreign conpany in anmounts
greater than 50 percent of the total |oans and extensions of
credit to the foreign conpany; and

(© The bank hol di ng conpany's representation on the board
of directors or on managenent conmttees of the foreign conpany
may be no nore than proportional to its shareholding in the
forei gn conpany.

(2) Investnments by bank subsidiary of bank hol di ng conpany.

Upon application, the Board may permt an indirect investnent to
be made pursuant to this paragraph (g) through an insured bank
subsidiary of the bank hol di ng conpany, where the bank hol di ng
conpany denonstrates that such ownership is consistent with the
purposes of the FRA. In granting its consent, the Board may
i npose such conditions as it deenms necessary or appropriate to
prevent adverse effects, including prohibiting |loans fromthe
bank to the conpany in which the investnent is nade.

(3) Tinme limts for divestiture. (i) A bank hol ding
conpany shall divest the shares of, or other ownership interests
in, any conpany acquired pursuant to this paragraph (g) within
t he | onger of:

(A) Ten years fromthe date of acquisition of the
i nvestment, except that the Board may extend such period if, in
the Board' s judgnent, such an extension would not be detrinental
to the public interest; or

(B) Two years fromthe date on which the bank hol di ng
conpany is permtted to repatriate in full the investnment in the
forei gn conpany.

(1i) Notw thstanding the provisions of paragraph (g)(3)(i)
of this section:

(A) Divestiture shall occur within 15 years of the date of
acqui sition of the shares of, or other ownership interests in,
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any conpany acquired pursuant to this paragraph (g); and

(B) A bank hol di ng conpany may retain such shares or
ownership interests if such retention is otherw se perm ssible at
the tinme required for divestiture.

(1i) Report to Board. The bank hol di ng conpany shal
report to the Board on its plans for divesting an investnent nade
under this paragraph (g) two years prior to the final date for
divestiture, in a manner to be prescribed by the Board.

(tit) Oher conditions requiring divestiture. Al
i nvestments made pursuant to this paragraph (g) are subject to
paragraph (e) of this section requiring pronpt divestiture
(unl ess the Board upon application authorizes retention), if the
conpany invested in engages in inpermssible business in the
United States that exceeds in the aggregate 10 percent of the
conpany's consol i dated assets or revenues cal cul ated on an annual
basis; provided that such conpany may not engage in activities in
the United States that consist of banking or financial operations
(as defined in ? 211.23(f)(5)(iii)(B)), or types of activities
permtted by regulation or order under section 4(c)(8) of the BHC
Act (12 U. S.C. 1843(c)(8)), except under regul ations of the Board
or with the prior approval of the Board.

(4) Investnent procedures. (i) Ceneral consent. Subject
to the other Timtations of this paragraph (g), the Board grants
its general consent for investnents made under this paragraph (g)
if the total anount invested does not exceed the greater of $25
mllion or 1 percent of the tier 1 capital of the investor.

(i) Al other investnents shall be made in accordance with
the procedures of ? 211.8(f) and (g), requiring prior notice or
speci fic consent.

(5 Conditions. (i) Nane. Any conpany acquired pursuant
to this paragraph (g) shall not bear a nane sinilar to the nane
of the acquiring bank hol ding conpany or any of its affiliates.

(1i) Confidentiality. Neither the bank hol ding conpany nor
its affiliates shall provide to any conpany acquired pursuant to
this paragraph (g) any confidential business information or other
i nformati on concerning custoners that are engaged in the sanme or
related |lines of business as the conpany.

? 211.8 Investnent procedures.

/

(a) General provisions.®® Direct and indirect investments

23 \When necessary, the provisions of this section relating to
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shall be nade in accordance with the general -consent, linmted
general -consent, prior-notice, or specific-consent procedures
contained in this section.

(1) M™Mnimum capital adequacy standards. Except as the
Board nay otherw se determne, in order for an investor to make
i nvestnments pursuant to the procedures set out in this section,
the investor, the bank hol di ng conpany, and the nenber bank shal
be in conpliance with applicable m ninum standards for capital
adequacy set out in the Capital Adequacy Cuidelines; provided
that, if the investor is an Edge or agreenent corporation, the
m ni mum capital required is total and tier 1 capital ratios of 8
percent and 4 percent, respectively.

(2) Conposite rating. Except as the Board may ot herw se
determne, 1n order for an investor to nmake investnents under the
general -consent or |imted general -consent procedures of
paragraphs (b) and (c) of this section, the investor and any
parent insured bank nust have received a conposite rating of at
| east 2 at the npbst recent exam nation.

(3) Board's authority to nodify or suspend procedures. The
Board, at any tinme upon notice, may nodify or suspend the
procedures contained in this section with respect to any investor
or with respect to the acquisition of shares of organizations
engaged in particular kinds of activities.

(4) Long-range investnent plan. Any investor may submt to
the Board for its specific consent a | ong-range investnent plan.
Any plan so approved shall be subject to the other procedures of
this section only to the extent determ ned necessary by the Board
to assure safety and soundness of the operations of the investor
and its affiliates.

(5) Prior specific consent for initial investnent. An
i nvestor shall apply for and receive the prior specific consent
of the Board for its initial investnent under this subpart inits
first subsidiary or joint venture, unless an affiliate previously
has recei ved approval to make such an investnent.

(6) Expiration of investnent authority. Authority to nake
i nvestnments granted under prior-notice or specific-consent
procedures shall expire one year fromthe earliest date on which
the authority coul d have been exercised, unless the Board

general consent and prior notice constitute the Board's approval
under section 25A(8) of the FRA (12 U S.C. 616) for investnents
in excess of the limtations therein based on capital and
sur pl us.
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determ nes a |longer period shall apply.

(7) Conditional approval. The Board may inpose such
conditions on authority granted by it under this section as it
deens necessary, and may require term nation of any activities
conducted under authority of this subpart if an investor is
unable to provide information on its activities or those of its
affiliates that the Board deens necessary to determ ne and
enforce conpliance with U S. banking | aws.

(b) General consent. The Board grants its general consent
for a well capitalized and well| managed investor to nake
i nvestnents, subject to the follow ng:

(1) Wwell capitalized and well nmanaged investor. |n order
to qualify for maki ng i nvestnents under authority of this
par agraph (b), both before and i mmedi ately after the proposed
i nvestnent, the investor, any parent insured bank, and any parent
bank hol di ng conpany shall be well capitalized and well managed.

(2) Investnent in subsidiaries. |In the case of an
investnment in a subsidiary, the total anmount invested in such
subsidiary (in one transaction or a series of transactions) does
not exceed:

(1) 10 percent of the investor's tier 1 capital, where the
investor is a bank hol ding conpany; or

(1i) 2 percent of the investor's tier 1 capital, where the
investor is a nenber bank; or

(ti1) For any other investor, the | esser of 2 percent of
the tier 1 capital of any parent insured bank or 10 percent of
the investor's tier 1 capital.

(3) Investnent in joint ventures. 1In the case of an
investnment in a joint venture, the total anmpbunt invested in such
joint venture (in one transaction or a series of transactions)
does not exceed:

(1) 5 percent of the investor's tier 1 capital, where the
investor is a bank hol ding conpany; or

(i) 1 percent of the investor's tier 1 capital, where the
investor is a nenber bank; or

(ti1) The lesser of 1 percent of the tier 1 capital of any

parent insured bank or 5 percent of the investor's tier 1
capital, for any other investor.
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(4) Portfolio investnments. A bank hol di ng conpany nay make
portfolio investnents conformng to the limts set out in
? 211.7(c) (3).

(5) Aggregate investnent limts. (i) Investnent limts.
Al investnments made, directly or indirectly, during the previous
12-nont h period under authority of this section, when aggregated
with the proposed investnent, shall not exceed:

(A) In the case of a bank hol di ng conpany, 20 percent of
the investor's tier 1 capital;

(B) In the case of a menber bank, 10 percent of the
investor's tier 1 capital; or

(© In the case of any other investor, the |lesser of 10
percent of the tier 1 capital of any parent insured bank or 50
percent of the tier 1 capital of the investor.

(1i) Downstreaminvestnents. In determ ning conpliance
with the aggregate Iimts set out in this paragraph (b), an
i nvestnment by an investor in a subsidiary shall be counted only
once, notw thstanding that such subsidiary may, within 12 nonths
of the date of making the investnent, downstreamall or any part
of such investnent to another subsidiary.

(6) Aggregating shares held in dealing accounts. In
determ ning conpliance with the Iimts set out in this paragraph
(b), an investor shall conbine the value of all shares of an
organi zation held in trading or dealing accounts under
? 211.9(a)(15) with investnents in the same organi zation

(c) Limted general consent. The Board grants its general
consent for an investor that is not well capitalized and well
managed to nake:

(1) Individual limt for investnment in subsidiary or joint
venture. Any investnent in a subsidiary or joint venture, if the
total amount invested (in one transaction or in a series of
transacti ons) does not exceed the |esser of $25 million or:

(1) 5 percent of the investor's tier 1 capital, where the
i nvestor is a bank hol di ng conpany;

(ii) 1 percent of the investor?s tier 1 capital, where the
i nvestor is a nenber bank; or

(iii) The lesser of 1 percent of any parent insured bank?s

tier 1 capital or 5 percent of the investor?s tier 1 capital, for
any ot her investor.
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(2) Individual limt for portfolio investnent. The Board
grants its general consent for any investor not eligible to nake
portfolio investnents under ? 211.7(c)(3)(i)(B) to make such
i nvestnments subject to the [imts set out in paragraph (c)(1) of
this section.

(3) Aggregate limt. The anount of general -consent
i nvestments made by any investor subject to this section during
the previous 12-nonth period, when aggregated with the proposed
i nvestnment, shall not exceed:

(1) 10 percent of the investor's tier 1 capital, where the
investor is a bank hol di ng conpany;

(1i) 5 percent of the investor's tier 1 capital, where the
investor is a nenber bank; and

(iii1) The lesser of 5 percent of any parent insured bank's
capital or 25 percent of the investor's capital, for any other
i nvestor.

(d) Oher eligible investnments under general consent. In
addition to the authority granted under paragraphs (b) and (c) of
this section, the Board grants its general consent for any
investor to make the follow ng investnents:

(1) Investnent in organization equal to cash divi dends.
Any investnment in an organi zation in an anount equal to cash
di vi dends received fromthat organi zation during the preceding 12
cal endar nont hs; and

(2) Investnent acquired fromaffiliate. Any investnent
that is acquired froman affiliate at net asset value or through
a contribution of shares.

(e) Investnents ineligible for general consent. The
followi ng i nvestnents may not be made under authority of
paragraphs (b) and (c) this section:

(1) Investnment in a general partnership or unlimted
liability conmpany; and

(2) Investnent in a foreign bank if:

(1) After the investnent, the foreign bank woul d be an
affiliate of a nmenber bank; and

(1i) The foreign bank is located in a country in which the
menber bank and its affiliates have no existing banking presence.
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(f) Notices relating to general -consent investnents.
Notice of investnents nade pursuant to general-consent authority
under this section shall be provided to the Board by the end of
the nonth followi ng the nonth in which any such investnent is
made. The investor shall provide the Board with the follow ng
information relating to the investnent:

(1) If the investnent is in a joint venture, the respective
responsibilities of the parties to the joint venture; and

(2) Were the investnent is nmade in an organi zation that
incurred a loss in the |last year, a description of the reasons
for the loss and the steps taken to address the problem

(g) Prior notice. An investnent that does not qualify
for general consent under paragraphs (b), (c), or (d) of this
section may be nmade after the investor has given the Board 30
days' prior witten notice, such notice period to conmence at the
time the notice is received, provided that:

(1) The Board nmay waive the 30-day period if it finds the
full period is not required for consideration of the proposed
investnment, or that imediate action is required by the
ci rcunst ances presented; and

(2) The Board may suspend the 30-day period or act on the
i nvest ment under the Board's specific-consent procedures.

(h) Specific consent. Any investnent that does not qualify
for either the general-consent or the prior-notice procedure may
not be consunmmat ed without the specific consent of the Board.

? 211.9 Permssible activities abroad.

(a) Activities usual in connection with banking. The Board
has determned that the followng activities are usual in
connection with the transaction of banking or other financial
oper ati ons abr oad:

(1) Conmmercial and other banking activities;

(2) Financing, including commercial financing, consuner
financi ng, nortgage banking, and factoring;

(3) Leasing real or personal property, or acting as agent,
broker, or advisor in leasing real or personal property, if the
| ease serves as the functional equival ent of an extension of
credit to the | essee of the property;
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(4) Acting as fiduciary;

(5 Underwriting credit life insurance and credit accident
and heal th insurance;

(6) Performng services for other direct or indirect
operations of a U S. banking organization, including
representative functions, sale of |ong-termdebt, name-saving,
hol di ng assets acquired to prevent |oss on a debt previously
contracted in good faith, and other activities that are
perm ssi bl e donestically for a bank hol di ng conpany under
sections 4(a)(2)(A and 4(c)(1)(C of the BHC Act (12 U S.C
1843(a) (2) (A, (¢)(1)(Q);

(7) Holding the prem ses of a branch of an Edge corporation
or nmenber bank or the prem ses of a direct or indirect
subsidiary, or holding or |easing the residence of an officer or
enpl oyee of a branch or subsidiary;

(8) Providing investnent, financial, or econom c advisory
servi ces;

(9) Ceneral insurance agency and brokerage;
(10) Data processing;

(11) Organizing, sponsoring, and managi ng a nutual fund, if
the fund's shares are not sold or distributed in the United
States or to U.S. residents and the fund does not exercise
manageri al control over the firnms in which it invests;

(12) Perform ng managenent consulting services, if such
services, when rendered with respect to the U S. market, shall be
restricted to the initial entry;

(13) Underwriting, distributing, and dealing in debt
securities outside the United States;

(14) Underwriting and distributing equity securities
outside the United States as foll ows:

(1) An investor that is well capitalized and well nmanaged
may underwite equity securities, provided that commtnments by an
investor and its affiliates for the shares of a single
organi zation do not, in the aggregate, exceed:

(A) 15 percent of the bank holding conpany's tier 1

capital, where the investor is a subsidiary of a bank hol di ng
conpany (but not a subsidiary of an insured bank); or
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(B) The lesser of 3 percent of any parent insured bank's
tier 1 capital or 15 percent of the investor?s tier 1 capital,
for any other investor; and

(i) An investor that is not well capitalized and well
managed may underwite equity securities, provided that
commtnents by the investor and its affiliates for the shares of
an organi zation do not, in the aggregate, exceed $60 mllion; and

(ti1) For purposes of determ ning conpliance with the
l[imtations of this paragraph (a)(14), the investor may subtract
portions of an underwiting that are covered by binding
comm tnents obtained by the investor or its affiliates from sub-
underwriters or other purchasers.

(15) Dealing in equity securities outside the United States
as follows:

(1) WwWell capitalized and well nanaged investor. An
investor that 1s well capitalized and well managed may deal in
the shares of an organization, subject to the foll ow ng:

(A) Limt on shares of a single issuer. Shares of an
organi zation held in all trading or dealing accounts by the
investor and its affiliates, when conbined with all other equity
interests in the organi zati on held under any authority and shares
hel d pursuant to ? 211.7(c)(3), do not, in the aggregate, exceed:

(1) 10 percent of the bank holding conpany's tier 1
capital, where the investor is a subsidiary of a bank hol di ng
conpany (but not a subsidiary of an insured bank); or

(2) The lesser of 2 percent of any parent insured bank's
tier 1 capital or 10 percent of the tier 1 capital of the
i nvestor, for any other investor; and

(B) Aggregate dealing limt. Shares of all organizations
held in all dealing or trading accounts under this subpart by an
investor and its affiliates, when conbined with all other equity
interests in such organi zations held under any other authority
and shares held pursuant to ? 211.7(c)(3), may not exceed:

(1) 50 percent of the bank holding conpany's tier 1
capital, where the investor is a subsidiary of a bank hol di ng
conpany (but not a subsidiary of an insured bank); or

(2) The lesser of 10 percent of any parent insured bank's

tier 1 capital or 50 percent of the tier 1 capital of the
i nvestor, for any other investor.
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(i) Oher investors. An investor that is not well
capitalized and well managed may deal in the shares of an
organi zation, subject to the foll ow ng:

(A) Limt on shares of a single issuer. Shares of an
organi zation held in all trading or dealing accounts by the
investor and its affiliates, when conbined with all other equity
interests in the organi zati on held under any authority and shares
held pursuant to ? 211.7(c)(3), do not, in the aggregate, exceed
$30 mllion for any investor; and:

(B) Aggregate dealing limt. Shares of all organizations
held in all dealing or trading accounts under this subpart by an
investor and its affiliates, when conbined with all other equity
interests in such organi zations held under any other authority
and shares held pursuant to ? 211.7(c)(3), may not exceed:

(1) 25 percent of the bank holding conpany's tier 1
capital, where the investor is a subsidiary of a bank hol di ng
conpany (but not a subsidiary of an insured bank); or

(2) The lesser of 5 percent of any parent insured bank's
tier 1 capital or 25 percent of the tier 1 capital of the
i nvestor, for any other investor.

(ti1) Determning conpliance with limts. (A Netting.
(1) For purposes of determning conpliance with the limtations
of this paragraph (a)(15), the investor may use an internal
hedgi ng nodel that nets I ong and short positions in the sane
security, and offsets positions in a security by futures,
forwards, options, and simlar instrunments referenced to the sane
security; and

(2) For purposes of determ ning conpliance with the
aggregate dealing limts of paragraphs (a)(15)(i)(B) and
(a)(15)(ii)(B) of this section, the investor nmay use an internal
hedgi ng nodel that offsets its long positions in equity
securities by futures, forwards, options, and simlar
instrunments, on a portfolio basis;

(B) Underwiting conmtnments. Any shares acquired pursuant
to an underwiting commtnent for up to 90 days after the paynent
date for such underwiting shall not be subject to the percentage
[imtations of paragraphs (a)(15)(i) and (ii) of this section or
the investment provisions of ?? 211.7 and 211. 8.

(tv) Authority to deal in shares of U. S. organi zation. The
authority to deal in shares under paragraphs (a)(15)(i) and (ii)
of this section includes the authority to deal in the shares of a
U.S. organi zation:
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(A) Wth respect to foreign persons only; and

(B) Subject to the [imtations on owning or controlling
shares of a conpany in section 4 of the BHC Act (12 U S.C 1843)
and Regulation Y (12 CFR part 225).

(v) Report to senior managenent. Any shares held in
trading or dealing accounts for lTonger than 90 days shall be
reported to the seni or managenent of the investor.

(16) OQperating a travel agency, but only in connection with
financial services offered abroad by the investor or others;

(17) Underwriting life, annuity, pension fund-rel ated, and
ot her types of insurance, where the associated risks have been
previously determ ned by the Board to be actuarially predictable,
provi ded t hat:

(i) Investnments in, and | oans and extensions of credit
(other than | oans and extensions of credit fully secured in
accordance wth the requirenents of section 23A of the FRA (12
U S C 371c), or with such other standards as the Board may
require) to, the conpany by the investor or its affiliates are
deducted fromthe capital of the investor;

i 50 percent of such capital deduction shall be from

(i)
tier 1 capital; and

(ii1) Activities conducted directly or indirectly by a
subsidiary of a U S. insured bank are excluded fromthe authority
of this paragraph (a)(17), unless authorized by the Board.

(18) Providing futures conmm ssion nerchant services
(including clearing wthout executing and executing w t hout
clearing) for nonaffiliated persons with respect to futures and
options on futures contracts for financial and nonfinanci al
comodities, provided that prior notice under ? 211.8(g) shall be
provided to the Board before any subsidiaries of a nenber bank
operating pursuant to this subpart may join a nmutual exchange or
cl eari nghouse, unless the potential liability of the investor to
t he exchange, clearinghouse, or other nmenbers of the exchange, as
the case may be, is legally limted by the rules of the exchange
or clearinghouse to an anount that does not exceed applicable
general -consent limts under ? 211.8.

(19) Acting as principal or agent in conmodity-swap
transactions in relation to:
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(i) Swaps on a cash-settled basis for any commodity,
provided that the investor's portfolio of swaps contracts is
hedged in a manner consistent wth safe and sound banki ng
practices; and

(1i) Contracts that require physical delivery of a
comodity, provided that such contracts are entered into solely
for the purpose of hedging the investor's position in the
underlying commodity or derivative contracts based on the
comodi ty.

(b) Regulation Y activities. An investor may engage in
activities that the Board has determ ned in ? 225.25(b) of
Regul ation Y (12 CFR 225.25(b)) are closely related to banking
under section 4(c)(8) of the BHC Act (12 U.S.C. 1843(c)(8)); and

(c) Specific approval. Wth the Board's specific approval,
an investor may engage in other activities that the Board
determ nes are usual in connection wth the transaction of the
busi ness of banking or other financial operations abroad and are
consistent with the FRA or the BHC Act.

? 211.10 Lending limts and capital requirenents.

(a) Acceptances of Edge corporations. (1) Limtations.
An Edge corporation shall be and remain fully secured for
acceptances of the types described in section 13(7) of the FRA
(12 U.S.C. 372), as follows:

(1) Al acceptances outstanding in excess of 200 percent of
its tier 1 capital; and

(i) Al acceptances outstanding for any one person in
excess of 10 percent of its tier 1 capital.

(2) Exceptions. These I[imtations do not apply if the
excess represents the international shipnent of goods, and the
Edge corporation is:

(1) Fully covered by primary obligations to reinburse it
t hat are guaranteed by banks or bankers; or

(1i) Covered by participation agreenents from ot her banks,
as described in 12 CFR 250. 165.

(b) Loans and extensions of credit to one person. (1)
Loans and extensions of credit defined. Loans and extensions of
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credit has the neaning set forth in ? 211.2(p)*

pur poses of this paragraph (b), also include:

(i) Acceptances outstanding that are not of the types
described in section 13(7) of the FRA (12 U.S.C. 372);

and, for

(i) Any liability of the | ender to advance funds to or on
behal f of a person pursuant to a guarantee, standby |etter of
credit, or simlar agreenents;

(iii) Investnents in the securities of another

organi zati on, except where the organi zation is a subsidiary; and

(tv) Any underwiting commtnents to an issuer of
securities, where no binding conmtnents have been secured from
subunderwriters or other purchasers.

(2) Limtations. Except as the Board may ot herw se
specify:

(1) The total | oans and extensions of credit outstanding to
any person by an Edge corporation engaged in banking, and its
direct or indirect subsidiaries, may not exceed 15 percent of the
Edge corporation's tier 1 capital;* and

(1i) The total |oans and extensions of credit to any person
by a foreign bank or Edge corporation subsidiary of a nmenber
bank, and by majority-owned subsidiaries of a foreign bank or
Edge corporation, when conbined wwth the total |oans and
extensions of credit to the sane person by the nenber bank and
its majority-owned subsidiaries, may not exceed the nenber bank's
limtation on | oans and extensions of credit to one person.

(3) Exceptions. The Iimtations of paragraph (b)(2) of
this section do not apply to:

44/

In the case of a foreign governnent, these include

| oans and extensions of credit to the foreign governnent's
departnments or agencies deriving their current funds principally
fromgeneral tax revenues. In the case of a partnership or firm
t hese include | oans and extensions of credit to its nenbers and,
in the case of a corporation, these include | oans and extensions
of credit to the corporation's affiliates, where the affiliate
incurs the litability for the benefit of the corporation.

8/ For purposes of this paragraph (b), subsidiary includes
subsi diaries controlled by the Edge corporation, but does not
i ncl ude conpani es otherwi se controlled by affiliates of the
Edge corporation.
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(1) Deposits with banks and federal funds sol d;

(ti) Bills or drafts drawn in good faith against actual
goods and on which two or nore unrel ated parties are |iable;

(ii1) Any banker's acceptance, of the kind described in
section 13(7) of the FRA (12 U S. C. 372), that is issued and
out st andi ng;

(iv) Qobligations to the extent secured by cash coll ateral
or by bonds, notes, certificates of indebtedness, or Treasury
bills of the United States;

(v) Loans and extensions of credit that are covered by bona
fide participation agreenents; and

(vi) Qoligations to the extent supported by the full faith
and credit of the foll ow ng:

(A) The United States or any of its departnents, agencies,
establishments, or wholly owned corporations (including
obligations, to the extent insured against foreign political and
credit risks by the Export-Inport Bank of the United States or
the Foreign Credit Insurance Association), the International Bank
for Reconstruction and Devel opnent, the International Finance
Corporation, the International Devel opnent Association, the
I nt er- Ameri can Devel opnent Bank, the African Devel opnent Bank,

t he Asi an Devel opnent Bank; or the European Bank for
Reconstructi on and Devel opnent;

(B) Any organization, if at |east 25 percent of such an
obligation or of the total credit is also supported by the ful
faith and credit of, or participated in by, any institution
designated in paragraph (b)(3)(vi)(A) of this section in such
manner that default to the | ender would necessarily include
default to that entity. The total |oans and extensions of credit
under this paragraph (b)(3)(vi)(B) to any person shall at no tine
exceed 100 percent of the tier 1 capital of the Edge corporation.

(c) Capitalization. (1) An Edge corporation shall at al
times be capitalized in an anobunt that is adequate in relation to
the scope and character of its activities.

(2) In the case of an Edge corporation engaged in banking,
the mninmumratio of qualifying total capital to risk-weighted
assets, as determ ned under the Capital Adequacy Quideli nes,
shall not be less than 10 percent, of which at |east 50 percent
shal |l consist of tier 1 capital; provided that for purposes of
this paragraph (c), no limtation shall apply on the inclusion of
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subordi nated debt that qualifies as tier 2 capital under the
Capi tal Adequacy Cui del i nes.

? 211.11 Supervision and reporting.

(a) Supervision. (1) Foreign branches and subsidiaries.
U. S. banki ng organi zati ons conducting i nternational operations
under this subpart shall supervise and adm nister their foreign
branches and subsidiaries in such a manner as to ensure that
their operations conformto high standards of banking and
financi al prudence.

(1) Effective systens of records, controls, and reports
shall be maintained to keep managenent informed of their
activities and condition.

(i1) Such systens shall provide, in particular, information
on risk assets, exposure to market risk, liquidity managenent,
operations, internal controls, |egal and operational risk, and
conformance to managenent policies.

(ii1) Reports on risk assets shall be sufficient to permt
an appraisal of credit quality and assessnment of exposure to
| oss, and, for this purpose, provide full information on the
condition of material borrowers.

(i1v) Reports on operations and controls shall include
internal and external audits of the branch or subsidiary.

(2) Joint ventures. Investors shall maintain sufficient
information with respect to joint ventures to keep infornmed of
their activities and condition. Such information shall include
audits and other reports on financial performance, risk exposure,
managenent policies, operations, and controls. Conplete
information shall be maintained on all transactions with the
joint venture by the investor and its affiliates.

(3) Availability of reports and informati on to exam ners.
The reports specified in paragraphs (a)(1) and (2) of this
section and any other information deened necessary to determ ne
conpliance with U S. banking | aw shall be nmade available to
exam ners of the appropriate bank supervisory agenci es.

(b) Exam nations. Exam ners appointed by the Board shal
exam ne each Edge corporation once a year. An Edge corporation
shal | make available to exam ners information sufficient to
assess its condition and operations and the condition and
activities of any organi zati on whose shares it hol ds.

(c) Reports. (1) Reports of condition. Each Edge
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corporation shall make reports of condition to the Board at such
tinmes and in such formas the Board may prescribe. The Board may
require that statenents of condition or other reports be
publ i shed or made avail able for public inspection.

(2) Foreign operations. Edge and agreenent corporations,
menber banks, and bank hol di ng conpani es shall file such reports
on their foreign operations as the Board may require.

(3) Acquisition or disposition of shares. Menber banks,
Edge and agreenent corporations, and bank hol di ng conpani es shall
report, in a manner prescribed by the Board, any acquisition or
di sposition of shares.

(d) Filing and processing procedures. (1) Unless
ot herwi se directed by the Board, applications, notices, and
reports required by this part shall be filed with the Federal
Reserve Bank of the District in which the parent bank or bank
hol di ng conpany is |located or, if none, the Reserve Bank of the
District in which the applying or reporting institution is
| ocated. Instructions and fornms for applications, notices, and
reports are avail able fromthe Reserve Banks.

(2) The Board shall act on an application under this
subpart within 60 cal endar days after the Reserve Bank has
recei ved the application, unless the Board notifies the investor
that the 60-day period is being extended and states the reasons
for the extension.

? 211.12 Reports of crimes and suspected crines.

An Edge or agreenent corporation, or any branch or
subsidiary thereof, shall file a suspicious-activity report in
accordance with the provisions of ? 208.62 of Regulation H (12
CFR 208. 62).

? 211.13 Liquidation of Edge and agreenment cor porations.

(a) Voluntary dissolution. (1) Prior notice. An Edge or
agreenent corporation desiring voluntarily to discontinue nornmal
busi ness and di ssol ve, shall provide the Board with 45 days'
prior witten notice of its intent to do so.

(2) Waiver of notice period. The Board may wai ve the 45-
day period if it finds that immediate action is required by the
ci rcunst ances present ed.

(b) Involuntary dissolution. (1) Gounds for determning
i nsol vency. The Board may appoi nt a receiver for an Edge
corporation if the Board determ nes that:

91



(1) The corporation's assets are |less than the
corporation's obligations;

(1i) The corporation has been unable, or is likely to be
unabl e, to pay the corporation's obligations as they fall due in
the normal course of business;

(ti1) The corporation has incurred, or is likely to incur,
| osses that will deplete all or substantially all of the
corporation's capital, and there is no reasonabl e prospect for
recapitalization; or

(tv) The corporation is otherw se insolvent.

(2) Powers of receiver. A receiver appointed by the Board
for an Edge corporation shall have the sane rights, privileges,
powers, and authority with respect to the corporation and the
corporation's assets as a receiver of a national bank may
exercise with respect to a national bank and its assets, provided
that the assets of the corporation subject to the |laws of a
foreign country shall be dealt with in accordance with the terns
of such | aws.

Subpart B - Foreign Banki ng Organi zations
? 211.20 Authority, purpose, and scope.

(a) Authority. This subpart is issued by the Board of
Governors of the Federal Reserve System (Board) under the
authority of the Bank Hol di ng Conpany Act of 1956 (BHC Act) (12
U S C 1841 et seq.) and the International Banking Act of 1978
(IBA) (12 U.S.C. 3101 et seq.).

(b) Purpose and scope. This subpart is in furtherance of
t he purposes of the BHC Act and the IBA. It applies to foreign
banks and forei gn banking organi zations with respect to:

(1) The Iimtations on interstate banking under section 5
of the IBA (12 U S.C. 3103);

(2) The exenptions fromthe nonbanking prohibitions of the
BHC Act and the |IBA afforded by sections 2(h) and 4(c)(9) of the
BHC Act (12 U.S.C 1841(h), 1843(c)(9));

(3) Board approval of the establishnment of an office of a
foreign bank in the United States under sections 7(d) and 10(a)
of the IBA (12 U S.C. 3105(d), 3107(a));

(4) The termnation by the Board of a foreign bank's
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representative office, state branch, state agency, or comrerci al
| endi ng conpany subsidiary under sections 7(e) and 10(b) of the
I BA (12 U. S.C. 3105(e), 3107(b)), and the transm ssion of a
recomendation to the Conptroller to termnate a federal branch
or federal agency under section 7(e)(5) of the IBA (12 U. S.C.
3105(e) (5));

(5) The examnation of an office or affiliate of a foreign
bank in the United States as provided in sections 7(c) and 10(c)
of the IBA (12 U . S.C. 3105(c), 3107(c));

(6) The disclosure of supervisory information to a foreign
supervi sor under section 15 of the IBA (12 U S. C. 3109);

(7) The Ilimtations on | oans to one borrower by state
branches and state agencies of a foreign bank under section
7(h)(2) of the IBA (12 U S.C. 3105(h)(2));

(8 The limtation of a state branch and a state agency to
conducting only activities that are permssible for a federal
branch under section (7)(h)(1) of the IBA (12 U.S.C. 3105(h)(1));
and

(9) The deposit insurance requirenent for retail deposit
taking by a foreign bank under section 6 of the IBA (12 U S. C
3104).

(c) Additional requirenents. Conpliance by a foreign bank
with the requirenents of this subpart and the | aws adm ni stered
and enforced by the Board does not relieve the foreign bank of
responsibility to conply with the | aws and regul ati ons
adm nistered by the licensing authority.

? 211.21 Definitions.

The definitions contained in ?? 211.1 and 211.2 of subpart A
apply to this subpart, except as a termis otherwi se defined in
this section:

(a) Affiliate of a foreign bank or of a parent of a
forei gn bank neans any conpany that controls, is controlled by,
or is under common control with, the foreign bank or the parent
of the foreign bank.

(b) Agency neans any place of business of a foreign bank,
| ocated in any state, at which credit bal ances are nai ntai ned,
checks are paid, noney is lent, or, to the extent not prohibited
by state or federal |aw, deposits are accepted froma person or
entity that is not a citizen or resident of the United States.
ol i gations shall not be considered credit bal ances unl ess they
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ar e:

(1) Incidental to, or arise out of the exercise of, other
| awf ul banki ng powers;

(2) To serve a specific purpose;
(3) Not solicited fromthe general public;

(4) Not used to pay routine operating expenses in the
United States such as salaries, rent, or taxes;

(5 Wthdrawn within a reasonable period of tinme after the
speci fic purpose for which they were placed has been
acconpl i shed; and

(6) Drawn upon in a manner reasonable in relation to the
size and nature of the account.

(c)(1) Appropriate Federal Reserve Bank neans, unless the
Board designates a different Federal Reserve Bank:

(1) For a foreign banking organization, the Reserve Bank
assigned to the foreign banking organization in ? 225.3(b)(2) of
Regulation Y (12 CFR 225.3(b)(2));

(1i) For a foreign bank that is not a foreign banking
organi zati on and proposes to establish an office, an Edge
corporation, or an agreenent corporation, the Reserve Bank of the
Federal Reserve District in which the foreign bank proposes to
establish such office or corporation; and

(tit) In all other cases, the Reserve Bank designated by
t he Board.

(2) The appropriate Federal Reserve Bank need not be the
Reserve Bank of the Federal Reserve District in which the foreign
bank's hone state is |ocated.

(d) Banking subsidiary, with respect to a specified foreign
bank, nmeans a bank that is a subsidiary as the terns bank and
subsidiary are defined in section 2 of the BHC Act (12 U. S.C.

18471) .

(e) Branch neans any place of business of a foreign bank,
| ocated in any state, at which deposits are received, and that is
not an agency, as that termis defined in paragraph (b) of this
section.

(f) Change the status of an office neans to convert a
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representative office into a branch or agency, or an agency or
limted branch into a branch, but does not include renewal of the
license of an existing office.

(g) Commercial |ending conpany neans any organi zation,
ot her than a bank or an organi zati on operati ng under section 25
of the Federal Reserve Act (FRA) (12 U. S.C. 601-604a), organized
under the laws of any state, that maintains credit bal ances
perm ssi ble for an agency, and engages in the business of naking
commercial loans. Commercial |ending conpany includes any
conpany chartered under article XII of the banking | aw of the
State of New York.

(h) Conptroller nmeans the O fice of the Conptroller of the
Currency.

(i) Control has the sanme neaning as in section 2(a) of the
BHC Act (12 U.S. C. 1841(a)), and the ternms controlled and
controlling shall be construed consistently with the term
contr ol

(j) Donestic branch nmeans any place of business of a
foreign bank, Tocated in any state, that nay accept donestic
deposits and deposits that are incidental to or for the purpose
of carrying out transactions in foreign countries.

(k) A foreign bank engages directly in the business of
banki ng outside the United States if the foreign bank engages
directly in banking activities usual in connection with the
busi ness of banking in the countries where it is organized or
oper ati ng.

(1) To establish neans:

(1) To open and conduct business through an office;

(2) To acquire directly, through nerger, consolidation, or
simlar transaction with another foreign bank, the operations of
an office that is open and conducti ng busi ness;

(3) To acquire an office through the acquisition of a
foreign bank subsidiary that will cease to operate in the sane
corporate formfollow ng the acquisition;

(4) To change the status of an office; or

(5 To relocate an office fromone state to anot her.

(m Federal agency, federal branch, state agency, and state
branch have the sane neanings as in section 1 of the IBA (12
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U S.C. 3101).

(n) Foreign bank nmeans an organi zation that is organi zed
under the Taws of a foreign country and that engages directly in
t he busi ness of banking outside the United States. The term
forei gn bank does not include a central bank of a foreign country
that does not engage or seek to engage in a commercial banking
business in the United States through an office.

(o) Foreign banking organi zati on neans a foreign bank, as
defined in section 1(b)(7) of the IBA (12 U.S.C. 3101(7)), that:

(1) Operates a branch, agency, or commercial |ending
conpany subsidiary in the United States;

(2) Controls a bank in the United States;

(3) Controls an Edge corporation acquired after March 5,
1987; or

(4) Controls any conpany of which the foreign bank or its
affiliate is a subsidiary.

(p) Hone country, with respect to a foreign bank, neans the
country in which the foreign bank is chartered or incorporated.

(gq) Hone country supervisor, with respect to a foreign
bank, nmeans the governnental entity or entities in the foreign
bank's hone country with responsibility for the supervision and
regul ati on of the foreign bank.

(r) VLicensing authority neans:

(1) The relevant state supervisor, with respect to an
application to establish a state branch, state agency, commerci al
| endi ng conpany, or representative office of a foreign bank; or

(2) The Conptroller, with respect to an application to
establish a federal branch or federal agency.

(s) Limted branch nmeans a branch of a foreign bank that
enters into an agreenment with the Board to limt its liabilities
to those that woul d be perm ssible for an Edge corporation.

(t) Ofice or office of a foreign bank neans any branch,
agency, representative office, or commercial |ending conpany
subsidiary of a foreign bank in the United States.

(u) A parent of a foreign bank nmeans a conpany of which the
foreign bank 1s a subsidiary. An imedi ate parent of a foreign
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bank is a conpany of which the foreign bank is a direct
subsidiary. An ultimate parent of a foreign bank is a parent of
the foreign bank that is not the subsidiary of any other conpany.

(v) Regional admnistrative office neans a representative
of fice that:

(1) |Is established by a foreign bank that operates two or
nmor e branches, agencies, comercial |ending conpanies, or banks
in the United States;

(2) Is located in the sane city as one or nore of the
forei gn bank's branches, agencies, commercial |ending conpanies,
or banks in the United States;

(3) Manages, supervises, or coordinates the operations of
the foreign bank or its affiliates, if any, in a particular
geographic area that includes the United States or a region
t hereof, including by exercising credit approval authority in
that area pursuant to witten standards, credit policies, and
procedures established by the foreign bank; and

(4) Does not solicit business fromactual or potential
custoners of the foreign bank or its affiliates.

(w) Relevant state supervisor neans the state entity that
is authorized to supervise and regulate a state branch, state
agency, commercial |ending conpany, or representative office.

(x) Representative office neans any place of business of a
foreign bank, Tocated in any state, that is not a branch, agency,
or subsidiary of the foreign bank

(y) State neans any state of the United States or the
District of Col unbia.

(z) Subsidiary neans any organi zation that:

(1) Has 25 percent or nore of its voting shares directly or
indirectly owed, controlled, or held with the power to vote by a
conpany, including a foreign bank or foreign banking
or gani zation; and

(2) |Is otherwise controlled, or capable of being
controlled, by a foreign bank or foreign banking organi zati on.

? 211.22 Interstate banking operations of foreign banking
or gani zati ons.

(a) Determnation of home state. (1) A foreign bank that,
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as of Decenber 10, 1997, had declared a home state or had a hone
state determ ned pursuant to the | aw and regul ations in effect
prior to that date shall have that state as its hone state.

(2) A foreign bank that has any branches, agencies,
commerci al | endi ng conpany subsidiaries, or subsidiary banks in
one state, and has no such offices or subsidiaries in any other
states, shall have as its hone state the state in which such
of fices or subsidiaries are |ocated.

(b) Change of hone state. (1) Prior notice. A foreign
bank may change its hone state once, if it files 30 days? prior
notice of the proposed change wth the Board.

(2)(i) Application to change hone state. A foreign bank,
in addition to changing its hone state by filing prior notice
under paragraph (b)(1) of this section, nay apply to the Board to
change its hone state, upon show ng that a national bank or
state-chartered bank with the sane hone state as the foreign bank
woul d be permitted to change its hone state to the new hone state
proposed by the foreign bank.

(i) A foreign bank may apply to the Board for such
perm ssion one or nore tines.

(tit) In determning whether to grant the request of a
foreign bank to change its honme state, the Board shall consider
whet her the proposed change is consistent with conpetitive equity
bet ween foreign and donestic banks.

(3) Effect of change in hone state. The hone state of a
forei gn bank and any change in its hone state by a foreign bank
shal |l not affect which Federal Reserve Bank or Reserve Banks
supervi se the operations of the foreign bank, and shall not
affect the obligation of the foreign bank to file required
reports and applications with the appropriate Federal Reserve
Bank.

(4) Conform ng branches to new hone state. Upon any change
in hone state by a foreign bank under paragraph (b)(1) or (b)(2)
of this section, the donestic branches of the foreign bank
established in reliance on any previous honme state of the foreign
bank shall be confornmed to those which a foreign bank with the
new home state could perm ssibly establish as of the date of such
change.

(c) Prohibition against interstate deposit production
offices. A covered interstate branch of a foreign bank may not
be used as a deposit production office in accordance with the
provisions in ? 208.28 of Regulation H (12 CFR 208. 28).
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? 211.23 Nonbanking activities of foreign banking organizations.
(a) [Reserved]

(b) Qualifying foreign banking organi zati ons. Unl ess
specifically nade eligible for the exenptions by the Board, a
forei gn banki ng organi zation shall qualify for the exenptions
afforded by this section only if, disregarding its United States
banki ng, nore than half of its worldw de business is banking; and
nore than half of its banking business is outside the United
States.® In order to qualify, a foreign banking organization
shal | :

(1) Meet at least two of the follow ng requirenents:

(1) Banking assets held outside the United States exceed
total worl dw de nonbanki ng assets;

(11) Revenues derived fromthe business of banking outside
the United States exceed total revenues derived fromits
wor | dwi de nonbanki ng busi ness; or

(ti1) Net income derived fromthe business of banking
outside the United States exceeds total net incone derived from
its worl dw de nonbanki ng busi ness; and

(2) Meet at least two of the follow ng requirenents:

(1) Banking assets held outside the United States exceed
banki ng assets held in the United States;

(11) Revenues derived fromthe business of banking outside
the United States exceed revenues derived fromthe business of
banking in the United States; or

(ii1) Net inconme derived fromthe business of banking
outside the United States exceeds net incone derived fromthe
busi ness of banking in the United States.

4/ None of the assets, revenues, or net incone,

whet her held or derived directly or indirectly, of a subsidiary
bank, branch, agency, commercial |ending conpany, or other
conpany engaged in the business of banking in the United States
(itncluding any territory of the United States, Puerto R co, Guam
American Sanpa, or the Virgin Islands) shall be considered held
or derived fromthe business of banking "outside the United

St ates”.
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(c) Determning assets, revenues, and net incone. (1)(i)
For purposes of paragraph (b) of this section, the total assets,
revenues, and net inconme of an organi zation may be determ ned on
a consolidated or conbi ned basis.

(1i) The foreign banking organi zation shall include assets,
revenues, and net incone of conpanies in which it owns 50 percent
or nore of the voting shares when determ ning total assets,
revenues, and net incone.

(ti1) The foreign banking organization may include assets,
revenues, and net inconme of conpanies in which it owns 25 percent
or nore of the voting shares, if all such conpanies within the
organi zati on are included.

(2) Assets devoted to, or revenues or net inconme derived
from activities listed in ? 211.9(a) shall be considered banking
assets, or revenues or net incone derived fromthe banking
busi ness, when conducted within the foreign banki ng organi zation
for purposes of paragraph (b)(1) of this section, and when
conducted within the foreign banking organi zation by a foreign
bank or its subsidiaries for purposes of paragraph (b)(2) of this
section.

(d) Loss of eligibility for exenptions. (1) Failure to
neet qualifying test. A foreign banking organization that
qualified under paragraph (b) of this section shall cease to be
eligible for the exenptions of this section if it fails to neet
the requirenments of paragraph (b) of this section for two
consecutive years, as reflected in its annual reports (FR Y-7)
filed with the Board.

(2)(i) Continuing activities and investnents. A foreign
banki ng organi zation that ceases to be eligible for the
exenptions of this section may continue to engage in activities
or retain investnents commenced or acquired prior to the end of
the first fiscal year for which its annual report reflects
nonconf ormance with paragraph (b) of this section.

(i) Termnation or divestiture. Activities commenced or
investnments made after that date shall be term nated or divested
within three nonths of the filing of the second annual report, or
at such tine as the Board may determ ne upon request by the
forei gn banking organi zation to extend the period, unless the
Board grants consent to continue the activity or retain the
i nvest ment under paragraph (e) of this section.

(3)(i) Request for specific determnation of eligibility.
A foreign banking organization that ceases to qualify under
paragraph (b) of this section, or an affiliate of such foreign

100



banki ng organi zati on, that requests a specific determ nation of
eligibility under paragraph (e) of this section may, prior to the
Board's determination on eligibility, continue to engage in
activities and nmake investnents under the provisions of
paragraphs (f)(1), (2), (3), and (4) of this section.

(1i) The Board may grant consent for the foreign banking
organi zation or its affiliate to make investnents under paragraph
(f)(5) of this section.

(e) Specific determnation of eligibility for nonqualifying
forei gn banking organi zations. (1) Application. (i) A foreign
banki ng organi zati on that does not qualify under paragraph (b) of
this section for the exenptions afforded by this section, or that
has lost its eligibility for the exenptions under paragraph (d)
of this section, may apply to the Board for a specific
determ nation of eligibility for the exenptions.

(1i) A foreign banking organization nmay apply for a
specific determnation prior to the tine it ceases to be eligible
for the exenptions afforded by this section.

(2) Factors considered by Board. |In determ ning whether
eligibility for the exenptions would be consistent with the
pur poses of the BHC Act and in the public interest, the Board
shal | consi der

(1) The history and the financial and nmanagerial resources
of the foreign banking organization;

(1i) The amount of its business in the United States;

(ti1) The amount, type, and |location of its nonbanking
activities, including whether such activities nmay be conducted by
U. S. banks or bank hol di ng conpani es;

(tv) \Wether eligibility of the foreign banking
organi zation would result in undue concentration of resources,
decreased or unfair conpetition, conflicts of interests, or
unsound banki ng practices; and

(v) The extent to which the foreign banking organization is
subj ect to conprehensive supervision or regulation on a
consol i dat ed basi s.

(3) Conditions and limtations. The Board may inpose any
conditions and Iimtations on a determnation of eligibility,
including requirenments to cease activities or dispose of
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i nvest nent s.

(4) Eigibility not granted. Determ nations of eligibility
generally woul d not be granted where:

(i) A mjority of the business of the foreign banking
organi zati on derives fromcomercial or industrial activities; or

(1i) The U. S. banking business of the organization is
| arger than the non-U. S. banking business conducted directly by
the foreign bank or banks of the organization.

(f) Permssible activities and investnents. A foreign
banki ng organi zation that qualifies under paragraph (b) of this
section may:

(1) Engage in activities of any kind outside the United
St at es;

(2) Engage directly in activities in the United States that
are incidental to its activities outside the United States;

(3) Om or control voting shares of any conpany that is not
engaged, directly or indirectly, in any activities in the United
States, other than those that are incidental to the internationa
or foreign business of such conpany;

(4) Om or control voting shares of any conpany in a
fiduciary capacity under circunstances that would entitle such
sharehol ding to an exenption under section 4(c)(4) of the BHC Act
(12 U.S.C. 1843(c)(4)) if the shares were held or acquired by a
bank;

(5) Om or control voting shares of a foreign conpany that
is engaged directly or indirectly in business in the United
States other than that which is incidental to its internationa
or foreign business, subject to the following [imtations:

(1) Mre than 50 percent of the foreign conpany's
consol i dated assets shall be | ocated, and consolidated revenues
derived from outside the United States; provided that, if the
foreign conpany fails to neet the requirenents of this paragraph
(f)(5) (i) for two consecutive years (as reflected in annual
reports (FR Y-7) filed with the Board by the foreign banking
organi zation), the foreign conpany shall be divested or its
activities termnated wthin one year of the filing of the second
consecutive annual report that reflects nonconfornance with the
requi renents of this paragraph (f)(5)(i), unless the Board grants
consent to retain the investnent under paragraph (g) of this
section.
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(1i) The foreign conpany shall not directly underwite,
sell, or distribute, nor own or control nore than 10 percent of
the voting shares of a conpany that underwites, sells, or
distributes securities in the United States, except to the extent
perm tted bank hol di ng conpani es;

(tit) If the foreign conmpany is a subsidiary of the foreign
banki ng organi zati on, the foreign conpany nust be, or mnust
control, an operating conpany, and its direct or indirect
activities in the United States shall be subject to the foll ow ng
[imtations:

(A) The foreign conpany's activities in the United States
shall be the sanme kind of activities, or related to the
activities, engaged in directly or indirectly by the foreign
conpany abroad, as neasured by the "establishnment" categories of
the Standard Industrial Cassification (SIC). An activity in the
United States shall be considered related to an activity outside
the United States if it consists of supply, distribution, or
sales in furtherance of the activity;

(B) The foreign conpany may engage in activities in the
United States that consist of banking securities, insurance, or
ot her financial operations, or types of activities permtted by
regul ati on or order under section 4(c)(8) of the BHC Act (12
U S C 1843(c)(8)), only under regulations of the Board or with
the prior approval of the Board.

(1) Activities within D vision H (Finance, Insurance, and
Real Estate) of the SIC shall be considered banking or financial
operations for this purpose, with the exception of acting as
operators of nonresidential buildings (SIC 6512), operators of
apartnment buildings (SIC 6513), operators of dwellings other than
apartnent buildings (SIC 6514), and operators of residential
nmobi |l e hone sites (SIC 6515); and operating title abstract
offices (SIC 6541); and

(2) The following activities shall be considered financi al
activities and may be engaged in only with the approval of the
Board under paragraph (g) of this section: «credit reporting
services (SIC 7323); conputer and data processing services (SIC
7371, 7372, 7373, 7374, 7375, 7376, 7377, 7378, and 7379);
arnored car services (SIC 7381); managenent consulting (SIC 8732,
8741, 8742, and 8748); certain rental and leasing activities (SIC
4741, 7352, 7353, 7359, 7513, 7514, 7515, and 7519); accounti ng,
audi ting, and bookkeepi ng services (SIC 8721); courier services
(SIC 4215 and 4513); and arrangenent of passenger transportation
(SIC 4724, 4725, and 4729).
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(g) Exenptions under section 4(c)(9) of the BHC Act. A
forei gn banking organi zation that is of the opinion that other
activities or investnments may, in particular circunmstances, neet
the conditions for an exenption under section 4(c)(9) of the BHC
Act (12 U . S.C. 1843(c)(9)) may apply to the Board for such a
determ nation by submtting to the appropri ate Federal Reserve
Bank a letter setting forth the basis for that opinion.

(h) Reports. (1) The foreign banking organization shal
informthe Board through the organi zation's appropriate Federal
Reserve Bank, within 30 days after the close of each cal endar
year, of all shares of conpanies engaged, directly or indirectly,
in activities in the United States that were acquired during the
cal endar year under the authority of this section.

(2) The foreign banking organization also shall report any
direct activities in the United States comenced during each
cal endar quarter by a foreign subsidiary of the foreign banking
organi zation. This information shall (unless previously
furnished) include a brief description of the nature and scope of
each conpany's business in the United States, including the
4-digit SIC nunbers of the activities in which the conpany
engages. Such information shall also include the 4-digit SIC
nunbers of the imedi ate parent of any U.S. conpany acquired,
together wwth a statenent of total assets and revenues of the
i mredi at e parent.

(1) Availability of information. |f any information
requi red under this section is unknown and not reasonably
avai l able to the foreign banking organi zation (either because
obtaining it would invol ve unreasonable effort or expense, or
because it rests exclusively within the knowl edge of a conpany
that is not controlled by the organization) the organization
shal | :

(A) Gve such information on the subject as it possesses or
can reasonably acquire, together with the sources thereof; and

(B) Include a statenent showi ng that unreasonable effort or
expense woul d be involved, or indicating that the conpany whose
shares were acquired is not controlled by the organi zation, and
stating the result of a request for information.

? 211.24 Approval of offices of foreign banks; procedures for
applications; standards for approval; representative office
activities and standards for approval; preservation of existing
authority.

(a) Board approval of offices of foreign banks. (1) Prior
Board approval of branches, agencies, comrercial [ending

104



conpani es, or representative offices of foreign banks. (i)
Except as otherw se provided in paragraphs (a)(2) and (a)(3) of
this section, a foreign bank shall obtain the approval of the

Board before it:

(A) Establishes a branch, agency, commercial |ending
conpany subsidiary, or representative office in the United
States; or

(B) Acquires ownership or control of a commercial |ending
conpany subsi diary.

(2) Prior notice for certain offices. (i) After providing
45 days? prior witten notice to the Board, a foreign bank may
est abl i sh:

(A) An additional office (other than a donestic branch)
outside the hone state of the foreign bank, provided that the
Board has previously determ ned the foreign bank to be subject to
conpr ehensi ve supervision or regulation on a consolidated basis
by its home country supervisor (conprehensive consoli dated
supervi sion or CCS); or

(B) A representative office, if:

(1) The Board has not yet determ ned the foreign bank to be
subject to CCS, but the foreign bank is subject to the BHC Act,
either directly or through section 8(a) of the IBA (12 U. S.C.
3106(a));

(2) The Board previously has approved, by order, an
application by the foreign bank to establish a representative
of fice.

(1i) The Board may waive the 45-day notice period if it
finds that i mrediate action is required by the circunstances
presented. The notice period shall comrence at the tine the
notice is received by the appropriate Federal Reserve Bank. The
Board may suspend the period or require Board approval prior to
the establishnment of such office if the notification raises
significant policy or supervisory concerns.

(3) Ceneral consent for certain representative offices.
(1) The Board grants its general consent for a foreign bank that
is subject to the BHC Act, either directly or through section
8(a) of the IBA (12 U.S.C. 3106(a)), to establish:

(A) Arepresentative office, but only if the Board has
previously determ ned that the foreign bank proposing to
establish a representative office is subject to CCS
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(B) A regional admnistrative office; or

(© An office that solely engages in limted adm nistrative
functions (such as separately maintaining back-office support
systens) that:

(1) Are clearly defined;

(2) Are perforned in connection with the U S. banking
activities of the foreign bank; and

(3) Do not involve contact or liaison with custoners or
potential custoners, beyond incidental contact with existing
custoners relating to admnistrative matters (such as
verification or correction of account information).

(i) A foreign bank nmust notify the Board in witing within
30 days of establishing an office under the general-consent
provisions in this paragraph (a)(3).

(4) Suspension of general -consent or prior-notice
procedures. The Board may, at any tine, upon notice, nodify or
suspend the prior-notice and general -consent procedures in
paragraphs (a)(2) and (3) of this section for any foreign bank
wWth respect to the establishnment by such foreign bank of any
U S. office of such foreign bank

(5) Tenporary offices. The Board may, in its discretion
determ ne that a foreign bank that is well managed as defined in
? 225.2(s) of Regulation Y (12 CFR 225.2(s)) has not established
an office if the foreign bank tenporarily operates, for a period
not to exceed 12 nonths, a second location in the sane city of an
exi sting branch or agency due to an expansion of the perm ssible
activities of such existing office or an increase in personnel of
such office that cannot be accommobdated in the physical space of
the existing office. The foreign bank nust provide reasonable
advance notice of its intent tenporarily to utilize a second
| ocation and commt, in witing, to operate only a single
| ocation for the office at the end of the 12-nonth peri od.

(6) After-the-fact Board approval. Were a foreign bank
proposes to establish an office in the United States through the
acquisition of, or nerger or consolidation with, another foreign
bank with an office in the United States, the Board nay, inits
di scretion, allow the acquisition, nmerger, or consolidation to
proceed before an application to establish the office has been
filed or acted upon under this section if:

(1) The foreign bank or banks resulting fromthe
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acquisition, nerger, or consolidation, will not directly or
indirectly owmn or control nore than 5 percent of any class of the
voting securities of, or control, a U S. bank;

(1i) The Board is given reasonabl e advance notice of the
proposed acqui sition, nerger, or consolidation; and

(tit) Prior to consummati on of the acquisition, nerger, or
consol i dation, each foreign bank, as appropriate, commts in
witing either:

(A) To conply with the procedures for an application under
this section within a reasonable period of tinme; to engage in no
new busi ness, or otherwise to expand its U S. activities until
t he disposition of the application; and to abide by the Board's
deci sion on the application, including, if necessary, a decision
to termnate the activities of any such U S. office, as the Board
or the Conptroller may require; or

(B) Pronptly to wi nd-down and close the office, the
establ i shment of which would have required an application under
this section; and to engage in no new business or otherw se to
expand its U S. activities prior to the closure of such office.

(7) Notice of change in ownership or control or conversion
of existing office or establishnment of representative office
under general -consent authority. A foreign bank wth a U S
office shall notify the Board in witing within 10 days of the
occurrence of any of the follow ng events:

(i) A change in the foreign bank's ownership or control
where the foreign bank is acquired or controlled by another
foreign bank or conpany and the acquired foreign bank with a U S
of fice continues to operate in the sanme corporate formas prior
to the change in ownership or control

(1i) The conversion of a branch to an agency or
representative office; an agency to a representative office; or a
branch or agency froma federal to a state license, or a state to
a federal license; or

(1i1) The establishnent of a representative office under
general -consent authority.

(8) Transactions subject to approval under Regul ation Y.
Subpart B of Regulation Y (12 CFR 225. 11-225.17) governs the
acquisition by a foreign banking organi zati on of direct or
i ndirect ownership or control of any voting securities of a bank
or bank hol ding conpany in the United States if the acquisition
results in the foreign banking organi zation's ownership or
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control of nore than 5 percent of any class of voting securities
of a U S. bank or bank hol di ng conpany, including through
acquisition of a foreign bank or foreign banking organization
that owns or controls nore than 5 percent of any class of the
voting securities of a U S. bank or bank hol di ng conpany.

(b) Procedures for application. (1) Filing application.
An application for the Board' s approval pursuant to this section
shall be filed in the manner prescribed by the Board.

(2) Publication requirenment. (i) Newspaper notice.
Except with respect to a proposed transaction where nore
extensive notice is required by statute or as ot herw se provi ded
in paragraphs (b)(2)(ii) and (iii) of this section, an applicant
or notificant under this section shall publish a notice in a
newspaper of general circulation in the community in which the
applicant or notificant proposes to engage in business.

(i1i) Contents of notice. The newspaper notice shall:

(A) State that an application or notice is being filed as
of the date of the newspaper notice; and

(B) Provide the nanme of the applicant or notificant, the
subject matter of the application or notice, the place where
coments should be sent, and the date by which comments are due,
pursuant to paragraph (b)(3) of this section.

(C© Copy of notice with application. The applicant or
notificant shall furnish with its application or notice to the
Board a copy of the newspaper notice, the date of its
publication, and the nane and address of the newspaper in which
it was published.

(ti1) Exception. The Board may nodify the publication
requi rement of paragraphs (b)(2)(i) and (ii) of this section in
appropriate circunstances.

(1v) Federal branch or federal agency. |In the case of an
application or notice to establish a federal branch or federal
agency, conpliance with the publication procedures of the
Comptrol ler shall satisfy the publication requirenent of this
section. Comments regarding the application or notice should be
sent to the Board and the Conptroller.

(3) Witten cooments. (i) Wthin 30 days after
publication, as required in paragraph (b)(2) of this section, any
person may submt to the Board witten comrents and data on an
application or notice.
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(ii) The Board may extend the 30-day conmment period if the
Board determ nes that additional relevant information is |ikely
to be provided by interested persons, or if other extenuating
ci rcunst ances exi st.

(4) Board action on application. (i)
The Board shall act on an application from
establish a branch, agency, or commercial |
subsidiary wthin 180 cal endar days after t
appl i cation.

Time limts. (A
a foreign bank to
endi ng conpany

he recei pt of the

(B) The Board nmay extend for an additional 180 cal endar
days the period within which to take final action, after
provi di ng notice of and reasons for the extension to the
applicant and the licensing authority.

(C The time periods set forth in this paragraph (b)(4)(i)
may be waived by the applicant.

(i1) Additional information. The Board may request any
information 1n addition to that supplied in the application when
the Board believes that the information is necessary for its
deci sion, and may deny an application if it does not receive the
information requested fromthe applicant or its home country
supervisor in sufficient tinme to permt adequate eval uation of
the information within the tine periods set forth in paragraph
(b)(4) (i) of this section

(5) Coordination with other regulators. Upon receipt of an
application by a foreign bank under this section, the Board shal
pronmptly notify, consult with, and consider the views of the
licensing authority.

(c) Standards for approval of U S. offices of foreign
banks. (1) Mandatory standards. (i) General. As specified in
section 7(d) of the ITBA (12 U S.C. 3105(d)), the Board may not
approve an application to establish a branch or an agency, or to
establish or acquire ownership or control of a commercial |ending
conpany, unless it determ nes that:

(A) Each of the foreign bank and any parent foreign bank
engages directly in the business of banking outside the United
States and, except as provided in paragraph (c)(1)(iii) of this
section, is subject to conprehensive supervision or regulation on
a consolidated basis by its home country supervisor; and

(B) The foreign bank has furnished to the Board the

information that the Board requires in order to assess the
application adequately.
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(1i) Basis for determ ning conprehensive consolidated
supervision. In determning whether a foreign bank and any
parent foreign bank is subject to CCS, the Board shall determ ne
whet her the foreign bank is supervised or regulated in such a
manner that its hone country supervisor receives sufficient
information on the worl dw de operations of the foreign bank
(itncluding the relationships of the bank to any affiliate) to
assess the foreign bank's overall financial condition and
conpliance with | aw and regulation. |In making such a
determ nation, the Board shall assess, anong other factors, the
extent to which the home country supervisor:

(A) Ensures that the foreign bank has adequat e procedures
for nonitoring and controlling its activities worldw de;

(B) Obtains information on the condition of the foreign
bank and its subsidiaries and offices outside the honme country
t hrough regul ar reports of exam nation, audit reports, or
ot herw se;

(C Obtains information on the dealings and rel ationship
bet ween the foreign bank and its affiliates, both foreign and
donesti c;

(D) Receives fromthe foreign bank financial reports that
are consolidated on a worl dw de basis, or conparable information
that permts analysis of the foreign bank's financial condition
on a worl dw de, consolidated basis;

(E) Evaluates prudential standards, such as capital
adequacy and ri sk asset exposure, on a worl dw de basis.

(ti1) Determnation of conprehensive consolidated
supervision not required in certain circunstances. (A) |If the
Board is unable to find, under paragraph (c)(1)(i) of this
section, that a foreign bank is subject to conprehensive
consol i dat ed supervi sion, the Board may, neverthel ess, approve an
application by the foreign bank if:

(1) The home country supervisor is actively working to
establish arrangenents for the consolidated supervision of such
bank; and

(2) Al other factors are consistent with approval.

(B) In deciding whether to use its discretion under this
paragraph (c)(1)(iii), the Board also shall consider whether the
forei gn bank has adopted and i npl enented procedures to conbat
money | aundering. The Board also may take into account whether
the home country supervisor is developing a |legal reginme to
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address noney | aundering or is participating in nmultilateral
efforts to conbat noney | aundering. |n approving an application
under this paragraph (c)(1)(iii), the Board, after requesting and
taking into consideration the views of the |licensing authority,
may i npose any conditions or restrictions relating to the
activities or business operations of the proposed branch, agency,
or commercial |ending conpany subsidiary, including restrictions
on sources of funding. The Board shall coordinate with the
licensing authority in the inplenmentation of such conditions or
restrictions.

(2) Additional nmandatory standards for certain interstate
applications. As specified in section 5(a)(3) of the IBA (12
U S C 3103(a)(3)), the Board nay not approve an application by a
foreign bank to establish a branch, other than a limted branch,
outside the hone state of the foreign bank under section 5(a)(1)
or (2) of the IBA (12 U.S.C. 3103(a)(1), (2)) unless the Board:

(1) Determnes that the foreign bank's financial resources,
including the capital |evel of the bank, are equivalent to those
required for a donmestic bank to be approved for branchi ng under
section 5155 of the Revised Statutes (12 U S.C. 36) and section
44 of the Federal Deposit Insurance Act (FDIA) (12 U S. C. 1831u);

(1i) Consults with the Departnent of the Treasury regarding
capi tal equival ency;

(t1i1) Applies the standards specified in section 7(d) of
the I1BA (12 U S. C. 3105(d)) and this paragraph (c);

(tv) Applies the sane requirenents and conditions to which
an application by a donmestic bank for an interstate nerger is
subj ect under section 44(b)(1), (3), and (4) of the FDI A (12
U S.C 1831lu(b) (1), (3), (4)); and

(v) In the case of an application to establish a branch
t hrough a change in status of an agency or limted branch, the
establ i shment and operation of the branch would be permtted:

(A) In the case of a federal branch, under section 5155 of
the Revised Statutes (12 U S.C. 36(g)) (relating to de novo
branching), if the foreign bank were a national bank whose hone
state (as defined in section 5155 of the Revised Statutes (12
US C 36(g))) is the sane state as the hone state of the foreign
bank; or

(B) In the case of a state branch, under section 18(d)(4)
of the FDIA (12 U. S.C. 1828(d)(4)) (relating to de novo
branching), if the foreign bank were a state-chartered bank whose
home state (as defined in section 18(d)(4) of the FDIA (12 U.S. C.
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1828(d)(4))) is the sane state as the honme state of the foreign
ank.

(3) Discretionary standards. 1In acting on any application
under this subpart, the Board may take into account:

(1) Consent of hone country supervisor. \Wether the
home country supervisor of the foreign bank has consented to the
proposed establishnment of the branch, agency, or commerci al
| endi ng conpany subsi di ary;

(1i) Financial resources. The financial resources of the
foreign bank (including the foreign bank's capital position,
projected capital position, profitability, |evel of indebtedness,
and future prospects) and the condition of any U S. office of the
forei gn bank

(ti1) Managerial resources. The managerial resources of
t he foreign bank, including the conpetence, experience, and
integrity of the officers and directors; the integrity of its
princi pal sharehol ders; managenent's experience and capacity to
engage in international banking; and the record of the foreign
bank and its managenent of conplying with [aws and regul ati ons,
and of fulfilling any commtnents to, and any conditions inposed
by, the Board in connection with any prior application;

(tv) Sharing information with supervisors. Whether the
forei gn bank’™s hone country supervisor and the honme country
supervi sor of any parent of the foreign bank share materi al
information regardi ng the operations of the foreign bank with
ot her supervisory authorities;

(v) Assurances to Board. (A) \Wether the foreign bank has
provi ded the Board wth adequate assurances that information wll
be made available to the Board on the operations or activities of
the foreign bank and any of its affiliates that the Board deens
necessary to determine and enforce conpliance with the |IBA, the
BHC Act, and ot her applicable federal banking statutes.

(B) These assurances shall include a statenent fromthe
foreign bank describing the aws that would restrict the foreign
bank or any of its parents fromproviding information to the
Boar d;

(vi) Measures for prevention of noney |aundering. Wether
the foreign bank has adopted and i1 nplenented procedures to conbat
nmoney | aundering, whether there is a legal regine in place in the
home country to address noney | aundering, and whet her the hone
country is participating in nultilateral efforts to conbat noney
| aunderi ng; and
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(vii) Conpliance with U S. law. Wether the foreign bank
and its U S. affiliates are in conpliance with applicable U. S
| aw, and whet her the applicant has established adequate controls
and procedures in each of its offices to ensure continuing
conpliance wwth U S. law, including controls directed to
detection of noney | aundering and ot her unsafe or unsound banki ng
practices.

(4) Additional discretionary factors. The Board may
consi der the needs of the community and the history of operation
of the foreign bank and its relative size in its home country,
provi ded that the size of the foreign bank is not the sole factor
in determ ning whether an office of a foreign bank should be
approved.

(5) Board conditions on approval. The Board nmay inpose any
conditions on its approval as it deens necessary, including a
condition which may permt future termnation by the Board of any
activities or, in the case of a federal branch or a federal
agency, by the Conptroller, based on the inability of the foreign
bank to provide information on its activities or those of its
affiliates that the Board deens necessary to determ ne and
enforce conpliance with U S. banking | aws.

(d) Representative offices. (1) Permssible activities.
A representative office may engage in:

(1) Representational and adm ni strative functions.
Representati onal and adm nistrative functions in connection with
t he banking activities of the foreign bank, which may include
soliciting new business for the foreign bank; conducting
research; acting as |iaison between the foreign bank's head
of fice and custoners in the United States; perform ng any of the
activities described in 12 CFR 250.141; or perform ng back-office
functions; but shall not include contracting for any deposit or
deposit-like liability, |ending noney, or engaging in any other
banki ng activity for the foreign bank; and

(1i) Oher functions. Oher functions for or on behal f of
the foreign bank or its affiliates, such as operating as a
regional admnistrative office of the foreign bank, but only to
the extent that these other functions are not banking activities
and are not prohibited by applicable federal or state |law, or by
ruling or order of the Board.

(2) Standards for approval of representative offices. As
specified in section 10(a)(2) of the IBA (12 U S.C. 3107(a)(2)),
in acting on the application of a foreign bank to establish a
representative office, the Board shall take into account, to the
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extent it deens appropriate, the standards for approval set out
in paragraph (c) of this section. The standard regarding

supervi sion by the foreign bank's hone country supervisor (as set
out in paragraph (c)(1)(i)(A) of this section) will be nmet, in
the case of a representative office application, if the Board
makes a finding that the applicant bank is subject to a
supervisory framework that is consistent with the activities of

t he proposed representative office, taking into account the
nature of such activities and the operating record of the
appl i cant.

(3) Special -purpose forei gn gover nnent - owmned banks. A
f orei gn gover nnent - owned organi zati1 on engaged 1 n banki ng
activities inits home country that are not commercial in nature
may apply to the Board for a determ nation that the organization
is not a foreign bank for purposes of this section. A witten
request setting forth the basis for such a determ nation may be
submtted to the Reserve Bank of the District in which the
foreign organization's representative office is located in the
United States, or to the Board, in the case of a proposed
establi shnment of a representative office. The Board shall review
and act upon each request on a case-by-case basis.

(4) Additional requirenents. The Board may inpose any
additional requirements that it determnes to be necessary to
carry out the purposes of the |BA

(e) Preservation of existing authority. Nothing in this
subpart shall be construed to relieve any foreign bank or foreign
banki ng organi zati on from any ot herw se applicabl e requirenent of
federal or state |law, including any applicable Iicensing
requi renent.

(f) Reports of crines and suspected crines. Except for a
federal branch or a federal agency or a state branch that is
i nsured by the Federal Deposit Insurance Corporation (FDIC), a
branch, agency, or representative office of a foreign bank
operating in the United States shall file a suspicious activity
report in accordance with the provisions of ? 208.20 of
Regul ation H (12 CFR 208. 20).

? 211.25 Termnation of offices of foreign banks.

(a) Gounds for termnation. (1) GCeneral. Under sections
7(e) and 10(b) of the IBA (12 U S.C. 3105(d), 3107(b)), the Board
may order a foreign bank to termnate the activities of its
representative office, state branch, state agency, or comrerci al
| endi ng conpany subsidiary if the Board finds that:

(1) The foreign bank is not subject to conprehensive
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consol i dat ed supervision in accordance with ? 211.24(c)(1), and
the home country supervisor is not naking denonstrabl e progress
in establishing arrangenents for the consolidated supervision of
t he foreign bank; or

(i) Both of the following criteria are net:

(A) There is reasonable cause to believe that the foreign
bank, or any of its affiliates, has commtted a violation of |aw
or engaged in an unsafe or unsound banking practice in the United
States; and

(B) As a result of such violation or practice, the
continued operation of the foreign bank's representative office,
state branch, state agency, or comercial |ending conpany
subsidiary would not be consistent with the public interest, or
with the purposes of the IBA the BHC Act, or the FDI A

(2) Additional ground. The Board al so may enforce any
condition inposed in connection with an order issued under
? 211. 24.

(b) Factor. In making its findings under this section, the
Board may take into account the needs of the comunity, the
hi story of operation of the foreign bank, and its relative
size in its hone country, provided that the size of the foreign
bank shall not be the sole determning factor in a decision to
term nate an office.

(c) Consultation with rel evant state supervisor. Except in
the case of term nation pursuant to the expedited procedure in
paragraph (d)(3) of this section, the Board shall request and
consider the views of the relevant state supervisor before
issuing an order termnating the activities of a state branch,
state agency, representative office, or comrercial |ending
conpany subsidiary under this section.

(d) Termnation procedures. (1) Notice and hearing.
Except as otherw se provided in paragraph (d)(3) of this section,
an order issued under paragraph (a)(1l) of this section shall be
issued only after notice to the relevant state supervisor and the
foreign bank and after an opportunity for a hearing.

(2) Procedures for hearing. Hearings under this section
shal | be conducted pursuant to the Board's Rules of Practice for
Hearings (12 CFR part 263).

(3) Expedited procedure. The Board nay act w thout
provi ding an opportunity for a hearing, if it determ nes that
expeditious action is necessary in order to protect the public

115



interest. When the Board finds that it is necessary to act
wi t hout providing an opportunity for a hearing, the Board, solely
inits discretion, may:

(1) Provide the foreign bank that is the subject of the
term nation order with notice of the intended term nati on order;

(i) Gant the foreign bank an opportunity to present a
witten subm ssion opposing i ssuance of the order; or

(1i1) Take any other action designed to provide the foreign
bank with notice and an opportunity to present its views
concerning the order.

(e) Termnation of federal branch or federal agency. The
Board nmay transmt to the Conptroller a recommendation that the
license of a federal branch or federal agency be termnated if
t he Board has reasonabl e cause to believe that the foreign bank
or any affiliate of the foreign bank has engaged in conduct for
which the activities of a state branch or state agency may be
term nated pursuant to this section

(f) Voluntary termination. A foreign bank shall notify the
Board at |east 30 days prior to termnating the activities of any
office. Notice pursuant to this paragraph (f) is in addition to,
and does not satisfy, any other federal or state requirenents
relating to the termnation of an office or the requirenent for
prior notice of the closing of a branch, pursuant to section 39
of the FDIA (12 U. S.C. 1831p).

? 211.26 Examnation of offices and affiliates of foreign banks.

(a) Conduct of exam nations. (1) Exam nation of branches,
agenci es, commerci al Tending conpanies, and affiliates. The
Board nay exam ne

(i) Any branch or agency of a foreign bank;

(i1) Any commercial |ending conpany or bank controlled by
one or nore foreign banks, or one or nore foreign conpanies that
control a foreign bank; and

(ti1) Any other office or affiliate of a foreign bank
conducting business in any state.

(2) Examnation of representative offices. The Board may
exam ne any representative office in the manner and with the
frequency it deens appropriate.

(b) Coordination of exam nations. To the extent possible,
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the Board shall coordinate its exam nations of the U S. offices
and U.S. affiliates of a foreign bank with the |icensing
authority and, in the case of an insured branch, the FDI C

i ncl udi ng through sinultaneous exam nations of the U S. offices
and U.S. affiliates of a foreign bank.

(c) Annual on-site exam nations. Unless otherw se
speci fied, each branch, agency, or commercial |ending conpany
subsidiary of a foreign bank shall be exam ned on-site at | east
once during each 12-nmonth period (beginning on the date the nost
recent exam nation of the office ended) by:

(1) The Board,;

(2) The FDIC, if the branch of the foreign bank accepts or
mai nt ai ns i nsured deposits;

(3) The Conptroller, in the case of a federal branch or
f ederal agency; or

(4) The relevant state supervisor, in the case of a state
branch or state agency.

? 211.27 Disclosure of supervisory information to foreign
supervi sors.

(a) Disclosure by Board. The Board nay discl ose
informati on obtained in the course of exercising its supervisory
or exam nation authority to a foreign bank regul atory or
supervisory authority, 1f the Board determ nes that disclosure is
appropriate for bank supervisory or regulatory purposes and w ||
not prejudice the interests of the United States.

(b) Confidentiality. Before making any disclosure of
i nformati on pursuant to paragraph (a) of this section, the Board
shall obtain, to the extent necessary, the agreenent of the
forei gn bank regul atory or supervisory authority to maintain the
confidentiality of such information to the extent possible under
applicable | aw.
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? 211.28 Provisions applicable to branches and agenci es:
[imtation on | oans to one borrower.

(a) Limtation on |oans to one borrower. Except as
provi ded in paragraph (b) of this section, the total |oans and
extensions of credit by all the state branches and state agencies
of a foreign bank outstanding to a single borrower at one tine
shal | be aggregated with the total |oans and extensions of credit
by all federal branches and federal agencies of the sanme foreign
bank outstanding to such borrower at the tinme; and shall be
subject to the limtations and other provisions of section 5200
of the Revised Statutes (12 U S.C. 84), and the regul ations
promul gated t hereunder, in the sanme manner that extensions of
credit by a federal branch or federal agency are subject to
section 4(b) of the IBA (12 U S.C. 3102(b)) as if such state
branches and state agencies were federal branches and federal
agenci es.

(b) Preexisting |loans and extensions of credit. Any |oans
or extensions of credit to a single borrower that were originated
prior to Decenmber 19, 1991, by a state branch or state agency of
the sane foreign bank and that, when aggregated with | oans and
extensions of credit by all other branches and agencies of the
forei gn bank, exceed the limts set forth in paragraph (a) of
this section, nmay be brought into conpliance with such
[imtations through routine repaynent, provided that any new
| oans or extensions of credit (including renewals of existing
unfunded credit lines, or extensions of the maturities of
existing loans) to the sane borrower shall conply with the limts
set forth in paragraph (a) of this section.

? 211.29 Applications by state branches and state agencies to
conduct activities not perm ssible for federal branches.

(a) Scope. A state branch or state agency shall file with
the Board a prior witten application for perm ssion to engage in
or continue to engage in any type of activity that:

(1) |Is not permssible for a federal branch, pursuant to
statute, reqgulation, official bulletin or circular, or order or
interpretation issued in witing by the Conptroller; or

(2) Is rendered inperm ssible due to a subsequent change in
statute, regulation, official bulletin or circular, witten order
or interpretation, or decision of a court of conpetent
jurisdiction.

(b) Exceptions. No application shall be required by a
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state branch or state agency to conduct any activity that is
ot herwi se perm ssi ble under applicable state and federal |aw or
regul ation and that:

(1) Has been determned by the FDIC, pursuant to 12 CFR
362.4(c)(i)-(ii1)(A), not to present a significant risk to the
af fected deposit insurance fund;

(2) |Is permssible for a federal branch, but the
Comptrol l er inmposes a quantitative limtation on the conduct of
such activity by the federal branch;

(3) |Is conducted as agent rather than as principal,
provided that the activity is one that could be conducted by a
state-chartered bank headquartered in the sane state in which the
branch or agency is licensed; or

(4) Any other activity that the Board has determ ned may be
conducted by any state branch or state agency of a foreign bank
wi thout further application to the Board.

(c) Contents of application. An application submtted
pursuant to paragraph (a) of this section shall be in letter form
and shall contain the follow ng information:

(1) A brief description of the activity, including the
manner in which it wll be conducted, and an estimate of the
expected doll ar volume associated with the activity;

(2) An analysis of the inpact of the proposed activity on
the condition of the U S. operations of the foreign bank in
general, and of the branch or agency in particular, including a
copy, if available, of any feasibility study, managenent pl an,
financi al projections, business plan, or simlar docunent
concerning the conduct of the activity;

(3) Aresolution by the applicant's board of directors or,
if aresolution is not required pursuant to the applicant's
organi zati onal docunents, evidence of approval by senior
managenent, authorizing the conduct of such activity and the
filing of this application;

(4) If the activity is to be conducted by a state branch
insured by the FDIC, statenents by the applicant:

(1) O whether or not it is in conpliance with 12 CFR
346. 19 (Pl edge of Assets) and 346. 20 (Asset Mi ntenance);

(i) That it has conplied with all requirenents of the FDIC
concerning an application to conduct the activity and the status
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of the application, including a copy of the FDIC s di sposition of
such application, if available; and

(11 Expl ai ning why the activity will pose no significant
risk to

i)
t he deposit insurance fund; and

(5) Any other information that the Reserve Bank deens
appropri ate.

(d) Factors considered in determnation. (1) The Board
shall consider the followng factors in determ ning whether a
proposed activity is consistent with sound banking practice:

(1) The types of risks, if any, the activity poses to the
U S. operations of the foreign banking organi zation in general,
and the branch or agency in particular;

(i) If the activity poses any such risks, the magnitude of
risk; and

(tit) If ariskis not de mnims, the actual or proposed
procedures to control and mnimze the risk.

(2) Each of the factors set forth in paragraph (d)(1) of
this section shall be evaluated in light of the financial
condition of the foreign bank in general and the branch or agency
in particular and the volunme of the activity.

(e) Application procedures. Applications pursuant to this
section shall be filed wth the appropriate Federal Reserve Bank.
An application shall not be deened conplete until it contains
all the information requested by the Reserve Bank and has been
accepted. Approval of such an application nmay be conditioned on
the applicant's agreenent to conduct the activity subject to
specific conditions or limtations.

(f) Divestiture or cessation. (1) |If an application for
perm ssion to continue to conduct an activity is not approved by
the Board or, if applicable, the FDIC, the applicant shall submt
a detailed witten plan of divestiture or cessation of the
activity to the appropri ate Federal Reserve Bank within 60 days
of the disapproval.

(i) The divestiture or cessation plan shall describe in
detail the manner in which the applicant will divest itself of or
cease the activity, and shall include a projected tinetable
descri bing how |l ong the divestiture or cessation is expected to
t ake.

(1i) Divestiture or cessation shall be conplete within one
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year fromthe date of the disapproval, or within such shorter
period of tinme as the Board shall direct.

(2) If a foreign bank operating a state branch or state
agency chooses not to apply to the Board for perm ssion to
continue to conduct an activity that is not permssible for a
federal branch, or which is rendered i nperm ssible due to a
subsequent change in statute, regulation, official bulletin or
circular, witten order or interpretation, or decision of a court
of conpetent jurisdiction, the foreign bank shall submt a
witten plan of divestiture or cessation, in conformance with
paragraph (f)(1) of this section within 60 days of the effective
date of this part or of such change or deci sion.

? 211.30 Criteria for evaluating U S. operations of foreign
banks not subject to consolidated supervision.

(a) Devel opnent and publication of criteria. Pursuant to
t he Forei gn Bank Supervision Enhancenent Act, Pub. L. 102-242,
105 Stat. 2286 (1991), the Board shall devel op and publish
criteria to be used in evaluating the operations of any foreign
bank in the United States that the Board has determ ned is not
subj ect to conprehensive consolidated supervision.

(b) Criteria considered by Board. Follow ng a
determ nation by the Board that, having taken into account the
standards set forth in ? 211.24(c)(1), a foreign bank is not
subject to CCS, the Board shall consider the following criteria
in determ ning whether the foreign bank's U S. operations should
be permtted to continue and, if so, whether any supervisory
constraints should be placed upon the bank in connection with
t hose operati ons:

(1) The proportion of the foreign bank's total assets and
total liabilities that are | ocated or booked in its hone country,
as well as the distribution and | ocation of its assets and
liabilities that are | ocated or booked el sewhere;

(2) The extent to which the operations and assets of the
foreign bank and any affiliates are subject to supervision by its
home country supervi sor

(3) Whether the hone country supervisor of such foreign
bank is actively working to establish arrangenents for
conpr ehensi ve consol i dated supervi sion of the bank, and whet her
denonstrabl e progress is being nade;

(4) \Wether the foreign bank has effective and reliable

systens of internal controls and nmanagenent information and
reporting, which enable its nmanagenent properly to oversee its
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wor | dwi de oper ati ons;

(5) Wiether the foreign bank?s hone country supervisor has
any objection to the bank continuing to operate in the United
St at es;

(6) \Whether the foreign bank's hone country supervisor and
t he honme country supervisor of any parent of the foreign bank
share material information regarding the operations of the
foreign bank with other supervisory authorities;

(7) The relationship of the U S. operations to the other
operations of the foreign bank, including whether the foreign
bank maintains funds inits U S. offices that are in excess of
anounts due to its U S. offices fromthe forei gn bank's non-U. S.
of fices;

(8) The soundness of the foreign bank's overall financial
condi ti on;

(9) The managerial resources of the foreign bank, including
t he conpetence, experience, and integrity of the officers and
directors, and the integrity of its principal sharehol ders;

(10) The scope and frequency of external audits of the
forei gn bank

(11) The operating record of the foreign bank generally and
its role in the banking systemin its hone country;

(12) The foreign bank's record of conpliance with rel evant
|l aws, as well as the adequacy of its anti-noney-|aundering
controls and procedures, in respect of its worldw de operations;

(13) The operating record of the U S. offices of the
forei gn bank

(14) The views and recommendations of the Conptroller or
the relevant state supervisors in those states in which the
forei gn bank has operations, as appropriate;

(15) \Whether the foreign bank, if requested, has provided
the Board with adequate assurances that such information will be
made avail able on the operations or activities of the foreign
bank and any of its affiliates as the Board deens necessary to
determ ne and enforce conpliance with the I BA, the BHC Act, and
other U. S. banking statutes; and

(16) Any other information relevant to the safety and
soundness of the U. S. operations of the foreign bank.

122



(c) Restrictions on U S. operations. (1) Terns of
agreenent. Any foreign bank that the Board determnes is not
subject to CCS may be required to enter into an agreenent to
conduct its U S. operations subject to such restrictions as the
Board, having considered the criteria set forth in paragraph (b)
of this section, determnes to be appropriate in order to ensure
the safety and soundness of its U S. operations.

(2) Failure to enter into or conply with agreenent. A
foreign bank that 1s required by the Board to enter into an
agreenent pursuant to paragraph (c)(1) of this section and either
fails to do so, or fails to conply with the terns of such
agreenent, may be subject to:

(1) Enforcenent action, in order to ensure safe and sound
banki ng operations, under 12 U S. C. 1818; or

(i) Termnation or a recommendation for termnation of its
U S. operations, under ? 211.25(a) and (e) and section (7)(e) of
the IBA (12 U.S.C. 3105(e)).

Subpart C - Export Tradi ng Conpani es
? 211.31 Authority, purpose, and scope.

(a) Authority. This subpart is issued by the Board of
Governors of the Federal Reserve System (Board) under the
authority of the Bank Hol di ng Conpany Act of 1956 (BHC Act) (12
U S. C. 1841 et seq.), the Bank Export Services Act (title Il
Pub. L. 97-290, 96 Stat. 1235 (1982)) (BESA), and the Export
Tradi ng Conpany Act Anmendnents of 1988 (title II1l1, Pub. L
100-418, 102 Stat. 1384 (1988)) (ETC Act Anendnents).

(b) Purpose and scope. This subpart is in furtherance of
t he purposes of the BHC Act, the BESA, and the ETC Act
Amendnents, the latter two statutes being designed to increase
U. S. exports by encouraging investnments and participation in
export tradi ng conpani es by bank hol di ng conpani es and the
specified investors. The provisions of this subpart apply to
eligible investors as defined in this subpart.

? 211.32 Definitions.

The definitions in ?? 211.1 and 211.2 of subpart A apply to
this subpart, subject to the foll ow ng:

(a) Appropriate Federal Reserve Bank has the sanme neani ng
as in ? 211.21(c).
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(b) Bank has the sanme neaning as in section 2(c) of the BHC
Act (12 U.S.C. 1841(c)).

(c) Conpany has the sanme neaning as in section 2(b) of the
BHC Act (12 U.S.C. 1841(b)).

(d) Eligible investors neans:

(1) Bank hol ding conpani es, as defined in section 2(a) of
the BHC Act (12 U.S.C. 1841(a));

(2) Edge and agreenent corporations that are subsidiaries
of bank hol di ng conpani es but are not subsidiaries of banks;

(3) Banker's banks, as described in section
4(c)(14)(F)(iii) of the BHC Act (12 U.S.C. 1843(c)(14) (P (iii));
and

(4) Foreign banking organi zations, as defined in
? 211.21(o0).

(e) Export trading conpany neans a conpany that is
exclusively engaged 1n activities related to international trade
and, by engaging in one or nore export trade services, derives:

(1) At least one-third of its revenues in each consecutive
four-year period fromthe export of, or fromfacilitating the
export of, goods and services produced in the United States by
persons ot her than the export trading conpany or its
subsi di ari es; and

(2) More revenues in each four-year period from export
activities as described in paragraph (e)(1) of this section than
it derives fromthe inport, or facilitating the inport, into the
United States of goods or services produced outside the United
States. The four-year period within which to cal cul ate revenues
derived fromits activities under this section shall be deened to
have commenced with the first fiscal year after the respective
export tradi ng conpany has been in operation for two years.

(f) Revenues shall include net sal es revenues from
exporting, inporting, or third-party trade in goods by the export
tradi ng conpany for its own account and gross revenues derived
fromall other activities of the export tradi ng conpany.

(g) Subsidiary has the sanme neaning as in section 2(d) of

the BHC Act (12 U.S.C. 1841(d)).

(h) Well capitalized has the sane neaning as in ? 225.2(r)
of Regulation Y (12 CFR 225.2(r)).
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(i) Well managed has the sane neaning as in ? 225.2(s) of
Regul ation Y (12 CFR 225. 2(s)).

? 211.33 Investnents and extensions of credit.

(a) Amount of investnents. |In accordance with the
procedures of 7 211.34, an eligible investor may invest no nore
than 5 percent of its consolidated capital and surplus in one or
nmore export tradi ng conpani es, except that an Edge or agreenent
corporation not engaged in banking may invest as nmuch as 25
percent of its consolidated capital and surplus but no nore than
5 percent of the consolidated capital and surplus of its parent
bank hol di ng conpany.

(b) Extensions of credit. (1) Amunt. An eligible
investor in an export trading conpany or conpani es may extend
credit directly or indirectly to the export tradi ng conpany or
conpanies in a total anmount that at no tine exceeds 10 percent of
the investor's consolidated capital and surplus.

(2) Terms. (i) An eligible investor in an export trading
conpany may not extend credit directly or indirectly to the
export tradi ng conpany or any of its customers or to any other
i nvestor holding 10 percent or nore of the shares of the export
tradi ng conpany on ternms nore favorable than those afforded
simlar borrowers in simlar circunstances, and such extensions
of credit shall not involve nore than the normal risk of
repaynent or present other unfavorable features.

(i1) For the purposes of this section, an investor in an
export trading conpany includes any affiliate of the investor.
(3) Collateral requirenents. Covered transactions between
a bank and an affiliated export trading conmpany in which a bank
hol di ng conpany has invested pursuant to this subpart are subject
to the collateral requirements of section 23A of the Federal
Reserve Act (12 U S.C 371c), except where a bank issues a letter
of credit or advances funds to an affiliated export trading
conpany solely to finance the purchase of goods for which

(1) The export trading conmpany has a bona fide contract for
t he subsequent sal e of the goods; and

(1i) The bank has a security interest in the goods or in
the proceeds fromtheir sale at |east equal in value to the
letter of credit or the advance.

? 211.34 Procedures for filing and processing notices.

125



(a) Ceneral policy. Direct and indirect investnents by
eligible investors in export tradi ng conpani es shall be nmade in
accordance wth the general consent or prior notice procedures
contained in this section. The Board nmay at any tinme, upon
notice, nodify or suspend the general -consent procedures with
respect to any eligible investor.

(b) General consent. (1) Eligibility for general consent.
Subject to the other ITimtations of this subpart, the Board
grants its general consent for any investnent an export trading

conpany:

(1) If the eligible investor is well capitalized and well
managed;

(1i) In an amount equal to cash dividends received from
t hat export tradi ng conpany during the preceding 12 cal endar
nont hs; or

(ti1) That i1s acquired froman affiliate at net asset val ue
or through a contribution of shares.

(2) Post-investnent notice. By the end of the nonth
followng the nmonth in which the investnent is made, the investor
shall provide the Board with the follow ng information

(1) The amount of the investnent and the source of the
funds with which the investnent was made; and

(i) In the case of an initial investnent, a description of
the activities in which the export trading conpany proposes to
engage and projections for the export trading conpany for the
first year follow ng the investnent.

(c) Filing notice. (1) Prior notice. An eligible
i nvestor shall give the Board 60 days? prior witten notice of
any investnent in an export trading conpany that does not qualify
under the general consent procedure.

(2) Notice of change of activities. (i) An eligible
i nvestor shall give the Board 60 days? prior witten notice of
changes in the activities of an export trading conpany that is a
subsidiary of the investor if the export tradi ng conpany expands
its activities beyond those described in the initial notice to
i ncl ude:

(A) Taking title to goods where the export tradi ng conpany
does not have a firmorder for the sale of those goods;

(B) Product research and design;
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(© Product nodification; or

(D) Activities not specifically covered by the list of
activities contained in section 4(c)(14)(F)(ii) of the BHC Act
(12 U.S.C. 1843(c)(14)(F)(ii)).

(1i) Such an expansion of activities shall be regarded as a
proposed i nvestnent under this subpart.

(d) Tine period for Board action. (1) A proposed
i nvestment that has not been di sapproved by the Board may be nade
60 days after the appropriate Federal Reserve Bank accepts the
notice for processing. A proposed investnment nay be made before
the expiration of the 60-day period if the Board notifies the
investor in witing of its intention not to di sapprove the
i nvest nent .

(2) The Board may extend the 60-day period for an
additional 30 days if the Board determ nes that the investor has
not furnished all necessary information or that any materi al
information furnished is substantially inaccurate. The Board may
di sapprove an investnment if the necessary information is provided
within atinm insufficient to allow the Board reasonably to
consider the information received.

(3) Wthin three days of a decision to di sapprove an
i nvestnment, the Board shall notify the investor in witing and
state the reasons for the disapproval.

(e) Tine period for investnment. An investnent in an export
tradi ng conpany that has not been di sapproved shall be made
within one year fromthe date of the notice not to di sapprove,
unless the tine period is extended by the Board or by the
appropri ate Federal Reserve Bank.

*x * * % %

PART 265 - RULES REGARDI NG DELEGATI ON OF AUTHORI TY

1. The authority citation for part 265 would continue to read as
fol |l ows:

Authority: 12 U.S. C. 248(i) and (k).
2. Paragraph (f) of ? 265.6 would be revised as foll ows:

? 265.6 Functions del egated to General Counsel.
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*x * * % %

(f) International banking. (1) After-the-fact
applications. Wth the concurrence of the Board?s Director of
the D vision of Banking Supervision and Regulation, to grant a
request by a foreign bank to establish a branch, agency,
commerci al | ending conpany, or representative office through
certain acquisitions, nergers, consolidations, or simlar
transactions, in conjunction wth which:

(1) The foreign bank would be required to file an after-
t he-fact application for the Board?s approval under
? 211.24(a)(6) of Regulation K (12 CFR 211.24(a)(6)); or

(1i) The Ceneral Counsel nmay waive the requirenent for an
after-the-fact application if:

(A) The surviving foreign bank commts to wind down the
U S. operations of the acquired foreign bank; and

(B) The nerger or consolidation raises no significant
policy or supervisory issues.

(2) To nodify the requirenment that a foreign bank that has
submtted an application or notice to establish a branch, agency,
commerci al | ending conpany, or representative office pursuant to
? 211.24(a)(6) of Regulation K (12 CFR 211.24(a)(6)) shal
publish notice of the application or notice in a newspaper of
general circulation in the community in which the applicant or
notificant proposes to engage in business, as provided in
? 211.24(b)(2) of Regulation K (12 CFR 211.24(b)(2)).

(3) Wth the concurrence of the Board?s Director of the
Di vi sion of Banking Supervision and Regul ation, to grant a
request for an exenption under section 4(c)(9) of the Bank
Hol di ng Conpany Act (12 U.S. C. 1843(c)(9)), provided that the
request raises no significant policy or supervisory issues that
the Board has not already consi dered.

3. Section 265.7 would be amended as fol |l ows:
a. Paragraph (d)(4) would be revised; and

b. New paragraphs (d)(9), (d)(10), and (d)(11) would be
added.

The revision and additions would read as fol |l ows:
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? 265.7 Functions delegated to Director of D vision of Banking
Supervi sion and Regul ati on.

*x * * % %

(d)(4) Authority under general -consent and prior-notice
procedures. (1) Wth regard to a prior notice to establish a
branch in a foreign country under ? 211.3 of Regulation K (12 CFR
211. 3):

(A) To waive the notice period;
(B) To suspend the notice period;
(C) To determne not to object to the notice; or

(D To require the notificant to file an application for
t he Board?s specific consent.

(1i) Wth regard to a prior notice to nmake an invest nent
under ? 211.8(g) of Regulation K (12 CFR 211.8(Q9)):

(A) To waive the notice period;
(B) To suspend the notice period; or

(© Torequire the notificant to file an application for
t he Board?s specific consent.

gn bank to

(iiti) Wth regard to a prior notice of a foreign
(2)(i) of

establish certain U S. offices under ? 211.24(a)(2
Regul ation K (12 CFR 211.24(a)(2)(i)):

(A) To waive the notice period;
(B) To suspend the notice period; or

(© Torequire the notificant to file an application for
t he Board?s specific consent.

(tv) To suspend the ability:

(A) O a foreign banking organization to establish an
of fice under the prior-notice procedures in ? 211.24(a)(2)(i) of
Regul ation K (12 CFR 211.24(a)(2)(i)) or the general-consent
procedures in ? 211.24(a)(3) of Regulation K (12 CFR
211.24(a)(3));

(B) O a U 'S. banking organization to establish a foreign
branch under the prior-notice or general -consent procedures in
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? 211.3(b) of Regulation K (12 CFR 211.3(b));

(© O an investor to make investnents under the general-
consent or prior-notice procedures in ? 211.8 of Regulation K (12
CFR 211.8); and

(D) O an eligible investor to make an investnent in an
export tradi ng conpany under the general-consent procedures in
? 211.34(b) of Regulation K (12 CFR 211.34(b)).

*x * * % %

(d)(9) Allow ng use of general -consent procedures. To
allow an investor that 1s not well capitalized and well nmanaged
to make investnments under the general -consent procedures in
? 211.8 or 211.34(b) of Regulation K (12 CFR 211.8, 211.34(b)),
provi ded that:

(1) The investor has inplenented neasures to becone well
capitalized and wel | managed;

(1i) Ganting such authority raises no significant policy
or supervisory concerns; and

(ti1) Authority granted by the Director under this
paragraph (d)(9) expires after one year, but nmay be renewed.

(d)(10) Exceeding general -consent investnment limts. To
allow an investor to exceed the general-consent investnent limts
under ? 211.8 of Regulation K (12 CFR 211.8), provided that:

(1) The investor denonstrates adequate financial and
manageri al strength;

(ii) The investor?s investnent strategy is not unsafe or
unsound;

(ti1) Ganting such authority raises no significant policy
or supervisory concerns; and

(tv) Authority granted by the Director under this paragraph
(d)(10) expires after one year, but nmay be renewed.

(d)(11) Approval of tenporary U S. offices. To allow a
foreign bank to operate a tenporary office in the United States,
pursuant to ? 211.24 of Regulation K (12 CFR 211.24), provided
t hat :

(i) There is no direct public access to such office, with
respect to any branch or agency function; and
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(1i) The proposal raises no significant policy or
supervi sory issues.

4. Section 265.11 woul d be anended as foll ows:
a. Paragraph (d)(8) would be revised; and
b. Paragraph (d)(11) woul d be renoved.
The revision would read as foll ows:
? 265.11 Functions del egated to Federal Reserve Banks.

*x * * % %

(d)(8) Authority under prior-notice procedures. (i) Wth
regard to a prior notice to nake an investnent under ? 211.8(Q)
of Regulation K (12 CFR 211.8(Q)):

(A) To suspend the notice period; or

(B) To require the notificant to file an application for
t he Board?s specific consent.

(1i) Wth regard to a prior notice of a foreign bank to
establish certain U S. offices under ? 211.24(a)(2)(i) of
Regul ation K (12 CFR 211.24(a)(2)(i)):

(A) To suspend the notice period; or

(B) To require that the foreign bank file an application
for the Board' s specific consent.

*x * * % %

By order of the Board of CGovernors of the Federal Reserve
System Decenber 17, 1997.

(signed) WIlliamW WIes

WilliamW WIes,
Secretary of the Board.
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