FEDERAL RESERVE BANK
OF NEW YORK

r Circular No. 53761
L August 23, 1963 J

FOREIGN BANKING AND FINANCING CORPORATIONS

Revision of Regulation K, Effective September 1, 1963

To the Member Banks of the
Second Federal Reserve District:

Following is the text of a statement issued today by the Board of Governors of the Federal
Reserve System:

The Board of Govermors hes adopted a revisian, effedine Septenber 1, 1963, of its Regulation K
affecting ““comporatias engaged  In forelign berkiing and firacing under tte Federal Resenve Act.” The
revisian Tollos a comprehensive review of tre eastirg rules, In effect sine January 15, 1%/, ttat ae
gplicble 1 so-GElled Edge Act and agreement comporatias geerating under sectias 5 and 25(@) of tte
Federal Resernve Act. Presently there are 30 Edge Act corporatias (including four whilch have not opened
for busiress) and five agreament cporatias.

The primary dojective of tte revision was to eeble Edge Act and agreement corporatias 1o qeerate
more effedtinely In firarcing intermatacal and foreigh comerce.  Another  Important dojective was
sorten and sinplify the regulataan by deletirg provisias which merely refterated statutory recuiregits.

The revisian elimirates tre formal distincaan between ““banking” and “financing” coporatias. The
sustance of this distinctian hes alo been aosiderably nadiffied. For earple, inse. 211.2(d) it sstaa],
in efie, thet a corporation .ot engaged In ““banking” wnlless iits total demand dgoosiits and acoegptance
lehlitiss exosad its Gpital and suplus.  HFa corporatian s engeged  In barking under this cefiniian, it
would be precluded by sc. 211.5@) from egeging, even daoed, in the busiress of uderwriting, sy,
ar distributing ssrties exgot 1 tre exdtant pamissible for member barks under ssctian 5136 of tte
Revised Statutes for foreign brandes of retaaal banks under tte new Regulation M; and tre gpllicble
Iimitataan in . 211.9() on s ol holdings of tre Tealities of any ae borroner would be 10 per aait
of isital and suplus (ratter then 50 per aat thereof i itwere not ““engaged in banking™).

Since Edge Act corporatias were regarded under the former regulation as ertrer ““ banking corpora-
tas’ o “finacing corporatians,”” sare may wish 10 conbine these adtiMities, as permintited by tte reasian,
by arending tteir artacles of asscciatian in acoordance with the usual procedure. it is possible thaet some
member banks having both types of corporatias may want t merge them Into a sirlle corporataan Inview
of tre danges made iIn the revised regulation.

With resect o usstantive natters tre revisin alo diffas from tte former Regulation K in tre
follovirg major regedts:

1 For tte fast tine tte regulataon woulld aontaiin a statament of retiaal purpose insc. 211.1(b).

twall also be noted thet a staterent of gareral policy conceming goeratias in tre Unirted States hes
been added In s 211.7()-

2. Prior Board gooroval s required in s 2114 with regoect to the issuance by any corporation
of ddentures, baos, ar similar doligatios.  This provision Tar priar gooroval replaces cetailed provi-
sias of tre former regulation.
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3 The procedure for esteblishing brandhes or agaciies aorced hes been sinplitfied in s, 211.6(b)
0 that a corporation which hes esteblided a branch or agency In a partiaular foreigh country with
Board gooroval may, unless othermise advised by tre Board, esteblish additaaal brandnes ar egacies
in thet country after ) days” rotace 1o tte Board.

4. The revisiin reresants a sustantial nodification and sinplirficataon of the procedure by whiich
aoratias ae alloxed 1 Inest In tre stok of other coporatias. For eaple, itwould ke
uTecsssary under s 211.8(a) far a corporatian o goply for gearfic Board cosat (D) to aouire
dares imcdatal o an exdtasion of aadlit, () t purdese ks then 5 per aatt of tre voting dares
of aforeigh bark, or ) 1 inest up ©© $X0,000 In the dares of a foreigh corporatian iFsuch inest-
ment would ke liely to further the developrent of United States foreign comerce.

5 The restrictios of tre former regulation would ke relaad in s 211.7(6) (D) 1o allov corpo-
ratias 1o aoogpt time dgoosits from forelign dgoositors for the purpose of safekegping ar Investment.

& The provisias of tte former regullation would also ke relaed in s 211.7(d) (@ o pamit a

coporation 1o take over or acouiire participatias in aadits ar dolligatias relating o trarsectias whilch
it culd have firenced at inogpbion.

7. The restrictio’s in <. 211.7(b) regarding a corporation investment in the Uhirted States of
funds ot aurantdly enployed in its intermatiaal business would e taghtened <0 as 0 preciuce tte
purdnese of gpen market camercial paper and dorestic “* investmeant saarties,” other then Unirted
States Covermment ar State doligahios.

8 The guarattee poner of coporatias hes been pattermed after that of foreign brandes of
retical barks under tte recently adopted revision of Regulation M (@&s. 211.7(d) ), 211.90b) ad
© of tre revision of Regulation K).

The revisian hes been prepared in light of caoments  receivad by the Board subssguent 1o plblicataan
of a proposed revisian of the regulation In the Federal Register oF March 16, 1963.

Copies of the revised regulation will be mailed to you as soon as they become available.

Alfred H ayes,
President.
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