
F e d e r a l  R e s e r v e  B a n k  o f  D a l l a s

DALLAS, TEXAS 75222

Circular No. 81-172 
August 26, 1981

REGULATION K -  INTERNATIONAL BANKING OPERATIONS

Notice of Final Rulemaking Relating to 
Capital Requirements of Edge Corporations

TO ALL MEMBER BANKS,
EDGE AND AGREEMENT CORPORATIONS,

BANK HOLDING COMPANIES,
AND OTHERS CONCERNED IN THE

ELEVENTH FEDERAL RESERVE DISTRICT:

The Board of Governors of the Federal Reserve System has
amended its Regulation K (Section 211.6(d)) to include certain  subordinated 
notes and debentures (subject to certain  limitations) within the definition of 
"capital and surplus" solely for the purpose of determining capital adequacy of 
Edge Corporations. The Board notes tha t even though this amendment has 
been adopted in final form, the Federal Financial Institutions Examination 
Council has proposed for comment a broadened definition of "bank capital" for 
the use of Federal bank regulatory agencies. Comments on th a t proposal are 
due by August 31, 1981. Any change in the definition of bank capital as it 
re la tes to the adequacy of member banks' capital would also a ffec t the 
definition of capital with respect to Edge Corporations.

Printed on the reverse of this circular is a copy of the Board's
notice as published in the Federal Register. The amendments will be furnished 
in slip-sheet form as soon as they are available. It is suggested that you 
retain this circular until the amendments are received.

Any questions concerning this m atter should be directed to the
Attorney's Section of our Holding Company Supervision Department, Ext. 
6489. Additional copies of this circular will be furnished upon request to the 
Department of Communications, Financial and Community Affairs of this 
Bank, Ext. 6289.

Banks and others are en cou raged  to use the  fo llow ing incom ing W A T S  numbers in co ntactin g  th is Bank:  

1-800-442-7140 ( in trastate) and 1-800-527-9200 (interstate). For ca lls  p laced locally, p lease use 651 plus the  

extension  referred to above.

Sincerely yours,

William H. Wallace 
First Vice President

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)
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FEDERAL RESERVE SYSTEM

12 CFR Part 211 

[D ocket No. R-0364]

International Banking Operations; 
Amendment Regarding Capital 
Requirements of Edge Corporations

a g en cy : Board of Governors of the 
Federal Reserve System.
ACTION: Final rule.

SUMMARY: The Board has amended 
section 211.6(d) of Regulation K (12 CFR 
211.6(d)) to include certain subordinated 
notes and debentures within the 
definition of “capital and surplus” solely 
for the purpose of determining capital 
adequacy of Edge Corporations. For 
purposes of section 211.6(d), such notes 
and debentures could amount to no 
more than 50 per cent of the total capital 
and surplus as defined in § 211.2(b) of 
Regulation K (12 CFR 211.2(b)).
EFFECTIVE DATE: July 29,1981.
FOR FURTHER INFORMATION CONTACT:
Frederick R. Dahl, Associate Director, 
Division of Banking Supervision and 
Regulation (202/452-2726); or Michael L. 
Kadish, Attorney, Legal Division (202/ 
452-3426), Board of Governors of the 
Federal Reserve System, Washington, 
D.C. 20551.
SUPPLEMENTARY INFORMATION: Section 
211.6(d) of Regulation K imposes capital 
requirements on Edge Corporations. 
Under that section, an Edge Corporation 
must be capitalized in an amount that is 
adequate in relation to the scope and 
character of its activities. In addition, an 
Edge Corporation that accepts deposits 
in the United States from nonaffiliated 
persons must maintain capital in an 
amount not less than 7 per cent of its 
risk assets. Section 211.2(b) of 
Regulation K provides that, “Capital and 
surplus means paid-in and unimpaired 
capital and surplus, and includes 
undivided profits but does not include 
the proceeds of capital notes or 
debentures."

The Board, however, permits member 
banks to include certain long-term 
subordinated liabilities as capital and

surplus for capital adequacy purposes. 
Such liabilities must not be "deposits” 
under § 204.2(a)(1) of the Board's 
Regulation D (12 CFR 204.2(a)(1)), or 
section 217.1(f) of the Board’s Regulation 
Q (12 CFR 217.1(f)). In order to provide 
Edge Corporations with more flexibility 
to meet capital requirements, the Board 
has determined that Edge Corporations 
may also include such liabilities as 
capital and surplus for capital adequacy 
purposes. The Board, however, will 
continue to stress the importance of an 
adequate level of non-debt capital for 
Edge Corporations; therefore, such 
subordinated debt liabilities will not be 
considered as capital to the extent they 
exceed 50 per cent of the amount of non
debt capital and surplus. Furthermore, 
pursuant to § 204.2(a)(l)(vii)(C) of 
Regulation D, no subordinated debt 
liability of an Edge Corporation will 
qualify as capital without the approval 
of the Board, like the treatment of 
member bank capital.

Inasmuch as this action removes a 
restriction on Edge Corporations and 
should permit more efficient operations, 
the Board has determined that the notice 
and public participation provisions of 5 
U.S.C. 553 with respect to this action are 
unnecessary and that, in the public 
interest, the rule should be effective 
immediately. The Board notes, however, 
that on June 17,1961, the Federal 
Financial Institutions Examination 
Council proposed for comment a 
broadened definition of bank capital for 
the use of Federal bank regulatory 
agencies, including the Board, in 
determining the adequacy of capital in 
the banks they supervise. Comments on 
that proposal are due by August 31,
1961. Any change in the definition of 
bank capital adopted by the Board for 
determining the adequacy of member 
banks’ capital would also affect the 
definition used with respect to Edge 
Corporations.

PART 211—INTERNATIONAL 
BANKING OPERATIONS

This action is taken pursuant to the 
Board’s authority under section 25(a) of 
the Federal Reserve Act (12 U.S.C. 611
631).

Effective July 29,1981, Part 211 of 12 
CFR Chapter II is amended by revising 
§ 211.6(d) to read as follows;

§211.6 Lending limits and capital 
requirem ents.
*  *  4  4  4

(d) Capitalization. An Edge 
Corporation shall at all times be 
capitalized in an amount that is 
adequate in relation to the scope and 
character of its activities. In the case of

an Edge Corporation engaged in 
banking, its capital and surplus shall be 
not less than 7 per cent of risk assets. 
For this purpose, subordinated capital 
notes or debentures, in an amount not to 
exceed 50 per cent of non-debt capital, 
may be included for determining capital 
adequacy in the same manner as for a 
member bank; risk assets shall be 
deemed to be all assets on a 
consolidated basis other than cash, 
amounts due from banking institutions 
in the United States, United States 
Government securities, and Federal 
funds sold.

By order of the Board of Governors of the 
Federal Reserve System, effective July 29, 
1961.
William W. Wiles,
Secretary of the Board.
[FR Doc. 81-22843 Filed 8-4-81; 8:46 am |
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