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INTERPRETATION OF REGULATION K

To All Member Banks, and Others Concerned, 
in the Second Federal Reserve District:

Printed below is the text o f an interpretation o f Regulation K, issued January 26 by the Board o f 
Governors of the Federal Reserve System, relating to the formation o f special purpose leasing corporations 
by Edge corporations.

Additional copies o f this circular will be furnished upon request.

Alfred Hayes,
President.
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§ 2 1 1 . 1 0 8  Special purpose leasing corporations.

(a) A question has been raised with the Board as to 
whether a corporation organized under section 25(a) of 
the Federal Reserve Act (an “ Edge corporation” ) that is 
directly or indirectly engaged in the general business of 
leasing personal property and equipment is required 
under paragraph 8 of section 25(a) and section 211.8(b) of 
this part (Regulation K) to obtain the Board’s prior ap
proval for investments in special purpose leasing corpora
tions that are formed as vehicles for specific leasing trans
actions (or the functional equivalent thereof) with a single 
customer, rather than to engage in the general business of 
leasing. In the Board's opinion, such special purpose 
corporations represent credit facilities provided by the 
parent financial institution, either alone or in participa
tion with others, and should be regarded as activities of 
the parent financial institution and not as investments 
requiring Board approval.

(b) It is common practice for certain types of lease fi
nancings to be structured in such a way that legal title to 
the personal property or equipment rests in a separately 
incorporated entity, as. for example, in the leasing of 
commercial aircraft or vessels. Such a corporation, herein 
referred to as a “ special purpose corporation,” may be 
used to reduce the potential exposure of the parent financ
ial institution to tort liability arising in connection with 
the operation of an aircraft or vessel, to comply with the 
laws of the various countries relating to registration of air
craft or vessels or perfecting liens on equipment, or to 
minimize taxes upon rental payments received under the 
lease.

(c) The distinguishing feature of special purpose corpo
rations is that they are formed for the purpose of engaging 
in a particular transaction involving the financing of one 
or more items of personal property or equipment and a 
single customer, rather than a general business. In the 
Board’s judgment, no regulatory purpose associated with 
paragraph 8 of section 25(a) and section 211.8(b) of Regu
lation K would be served by having the Board screen in 
advance each transaction entered into in this manner.

(d) The Board understands that, in most cases, these 
special purpose corporations are established under an ar
rangement whereby the creditors who have made loans to 
such corporations do not have recourse to the parent Edge 
corporation, or its subsidiary engaged in the general 
business ofleasing or financing, forthe repayment of such 
loans. In those instances where the financing arrangement 
contemplates that creditors of the special purpose corpo
ration shall have recourse to the parent Edge corporation 
or its leasing or financing subsidiary, borrowings by the 
special purpose leasing corporation of the type described 
in section 211.4 of Regulation K shall be regarded as if the 
borrowings were those of the guarantor and shall not 
cause the borrowings of the latter to exceed the amount 
previously approved by the Board. All assets and liabilities 
of special purpose corporations shall be fully reflected in 
consolidated financial statements of their parent institu- 
tion(s) filed with federal bank regulatory authorities.

(e) The parent Edge corporation shall furnish the Board 
with such information regarding the activities of each 
special purpose corporation as it may require from time to 
time and maintain full information on such subsidiaries at 
its head office. By reference this interpretation also ap
plies to investments made directly or indirectly by bank 
holding companies in special purpose corporations of the 
type described above which do no business in the United 
States except as may be incidental to their international or 
foreign business.

[Interprets and applies 12 U.S.C. 615.]
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