
FEDERAL RESERVE BANK
OF NEW YORK

Adoption of New Regulation K

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

Enclosed is a copy of a press release issued yesterday by

the Board of Governors of the Federal Reserve System. It announces

the adoption of a revised Regulation K, entitled "International Banking

Operations," effective June lU, 1979*
The full text of the new regulation will be sent to you shortly.

PAUL A. VOLCKER, 
President.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



B31 9

For immediate release June 14, 1979

The Federal Reserve Board has revised its Regulation K -- governing 
corporations engaged in international banking and financial operations, known 
as Edge Corporations -- to conform with the International Banking Act of 1978.

At the same time, the Board revised and consolidated into the new 

Regulation K provisions of other regulations dealing with foreign operations of 
U.S. banks (Regulation M) and foreign investments by bank holding companies 
(Regulation Y). New Regulation K also incorporates a number of Board policy 
positions in the field of international banking that have previously been 
developed on a less formal basis.

As now constituted Regulation K, titled International Banking Operations,
includes rules for (1) the ownership of Edge Corporations and their operation in
the United States (2) overseas activities and- investments of Edge Corporations,
member banks and bank holding companies (3) lending limits and capital requirements
for Edge Corporations and other regulatory restrictions on international operations

and (4) authorization for the establishment and operation of foreign branches 
of member banks.

The new Regulation -- which is effective June 14, 1979 -- thus 
brings together in one place the Board's rules regarding the international 

activities of United States banks, bank holding companies and Edge Corporations.

In making these changes, the Board noted:
In amending the Edge Act (Section 25(a) of the Federal
Reserve Act) Congress declared that Edge Corporations
are to have powers sufficiently broad to enable them CD E C E I V
to compete with foreign banks in the United States as ̂
well as abroad and to provide all segments of the
United States economy a means of financing interna- ;;jĵj * ; ]Q/Q
tional trade, and, in particular, exports. In addition,^J' 'J 
Edge Corporations are to serve as a means of fostering p ^  y 
the participation of regional and smaller banks in 
international banking and financing and, in general,
stimulate competition in making those services ATTENDED TO.........
available throughout the United States...
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The Regulation has been issued in furtherance of these and other objectives 
set forth in the International Banking Act (IBA) after consideration of comment 

received following publication by the Board of proposals for the new Regulation 

in February. In addition, the Board has sought to eliminate obsolete regulations, 
clarify existing rules, and simplify relevant regulatory and supervisory standards 
and procedures.

The rules adopted in new Regulation K differ In a number of respects 
from proposals published in February. The principal provisions of Regulation K 
are:
1. Operation of Edge Corporations in the United States:

Regulation K as revised enlarges the capabilities of Edge Corporations to 

operate in the United States by permitting them to establish branches In the U.S. 

with the prior approval of the Board. Until now, a U.S. banking company could 
establish separately incorporated Edge Corporations at various places, but Edge 
Corporations were not permitted to branch. The new authority makes it more efficient 
and less costly for Edge Corporations to enter and operate at new locations. Edge 
Corporations are not subject to Federal law that limits the power of banks to 
branch across State lines.

The Board set forth the following standards that it will consider in 

acting upon applications to form new Edge Corporations or to establish domestic branches
--The financial condition and history of the applicant;

--The general character of the applicant's management;
--The convenience and needs of the community to be served 
with respect to international banking and financing 
services;

--The effects of the proposed Corporation or branch on 
competition.

The Board will publish in the Federal Register notice of proposals to 
form new Edge Corporations or establish domestic branches in order to give 
opportunity for interested persons to express their views.
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The Board d e f e r r e d  a c t i o n  on a n o t h e r  p r o p o s a l  t o  e n l a r g e  t h e  c a p a b i l i t i e s  

o f  Edge C o r p o r a t io n s  t h a t  would have  g iv e n  them a u t h o r i t y  t o  p r o v id e  f u l l  b an k in g  

s e r v i c e s  t o  c u s to m e rs  p r i n c i p a l l y  engaged i n  i n t e r n a t i o n a l  o r  f o r e i g n  commerce.

The Board w i l l  g iv e  f u r t h e r  s tu d y  t o  t h i s  m a t t e r  and w i l l  p u b l i s h  a r e v i s e d  v e r s i o n  

f o r  f u r t h e r  comment.

Edge C o r p o r a t io n s  may use  funds h e ld  i n  t h e  U n i te d  S t a t e s  b u t  n o t  

employed i n  i n t e r n a t i o n a l  o r  f o r e i g n  b u s i n e s s  i n  t h e  form o f  c a s h ,  d e p o s i t s  w i th  

b a n k s ,  money m ark e t  i n s t r u m e n t s  such  as  b a n k e r s '  a c c e p t a n c e s ,  o b l i g a t i o n s  o f  

F e d e r a l ,  S t a t e  o r  l o c a l  governm ents  o r  o b l i g a t i o n s  f u l l y  g u a r a n te e d  by them  (and 

t h e i r  i n s t r u m e n t a l i t i e s ) ,  r e p u r c h a s e  a g re e m e n ts ,  F e d e r a l  funds  s o l d  and com m ercia l  

p a p e r .

The Board in c lu d e d  i n  R e g u la t io n  K a  s t a t e m e n t  o f  a c t i v i t i e s  t h a t  Edge 

C o r p o r a t io n s  may co nduc t  i n  t h e  U n i te d  S t a t e s  i n c i d e n t a l  t o  i n t e r n a t i o n a l  

t r a n s a c t i o n s .

The r e v i s e d  R e g u la t io n  a l lo w s  Edge C o r p o r a t io n s  t o  f i n a n c e  t h e  p r o d u c t i o n  

o f  goods and s e r v i c e s  f o r  e x p o r t .  T h is  may be done when th e  cu s to m er  has  o b t a i n e d  

e x p o r t  o r d e r s ,  o r  when t h e  i tem s  t o  be  f in a n c e d  a r e  i d e n t i f i a b l e  as  b e in g  d i r e c t l y  

f o r  e x p o r t .

2. F o r e ig n  In v e s tm e n ts  by Edge C o r p o r a t i o n s ,  Banks and Bank H old ing  Companies:

The new R e g u la t io n  c o n t a i n s  a l i s t  o f  a c t i v i t i e s  t h a t  may g e n e r a l l y  

be  engaged  i n  by f o r e i g n  com panies i n  w h ich  U .S . b a n k in g  o r g a n i z a t i o n s  h o ld  a 

s u b s t a n t i a l  o w n e rsh ip  i n t e r e s t  ( ( S e c t i o n  2 1 1 . 5 ( d ) ) .  The a c t i v i t i e s  s p e c i f i e d  i n  

t h e  R e g u la t io n  a r e  t h o s e  t h e  Board h a s  g e n e r a l l y  a l lo w e d  f o r e i g n  s u b s i d i a r i e s  o f  

U n i te d  S t a t e s  banks b e c a u se  th e y  a r e  o f  a f i n a n c i a l  c h a r a c t e r  o r  a r e  r e l a t e d  t o  

i n t e r n a t i o n a l  b an k in g  and f i n a n c i a l  o p e r a t i o n s .  F o r  ex am p le ,  U .S . b a n k in g  

o r g a n i z a t i o n s  may engage i n  n o n bank ing  a c t i v i t i e s  a b ro a d  t h a t  th e  Board  h a s  

a u t h o r i z e d  u n d e r  S e c t i o n  4 ( c ) ( 8 )  o f  t h e  Bank H old ing  Company A c t .
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R e g u la t io n  K e s t a b l i s h e s  u n ifo rm  and s i m p l i f i e d  p ro c e d u re s  f o r  f o r e i g n  

o r  i n t e r n a t i o n a l  in v e s tm e n ts  by Edge C o r p o r a t io n s  and member banks and bank h o ld in g  

co m p an ie s .  The R e g u l a t i o n  e s t a b l i s h e s  e x p e d i t e d  p r o c e d u r e s ,  u n d e r  g e n e r a l  co n se n t  

p r o v i s i o n s ,  f o r  in v e s tm e n ts  up t o  $2 m i l l i o n  f o r  s u b s i d i a r i e s  o r  j o i n t  v e n t u r e s  

engaged  i n  a c t i v i t i e s  p e r m i s s i b l e  u n d e r  t h e  R e g u la t io n .  Such in v e s tm e n ts  i n  f o r e i g n  

com panies  may be made w i t h o u t  s p e c i f i c  c o n s e n t  by t h e  B oard .

O th e r  i n v e s tm e n t s  i n  s u b s i d i a r i e s  and j o i n t  v e n t u r e s  t h a t  do n o t  q u a l i f y  

u n d e r  t h e  g e n e r a l  c o n s e n t  p ro c e d u re s  b u t  t h a t  do n o t  exceed  10 p e r  c e n t  o f  c a p i t a l  

and s u r p l u s  o f  t h e  i n v e s t o r  may be  made a f t e r  60 d a y s '  n o t i f i c a t i o n  t o  t h e  B oard .

A l l  o t h e r  in v e s tm e n ts  must o b t a i n  t h e  B o a r d 's  p r i o r  a p p r o v a l .

3. F o re ig n  B ran ch es  o f  Edge C o rp o ra t io n s :

An Edge C o r p o r a t io n  may e s t a b l i s h  b r a n c h e s  a b r o a d ,  u n d e r  r e v i s e d  

R e g u la t io n  K, a c c o r d in g  t o  t h e  p r o v i s i o n s  o f  t h e  R e g u l a t i o n  ( S e c t i o n  2 1 1 .3 )  by 

w h ich  member banks may e s t a b l i s h  f o r e i g n  b r a n c h e s .

4 .  F o re ig n  In v e s tm e n t  i n  Edge C o r p o r a t io n s :

The I n t e r n a t i o n a l  Banking A ct ( ( S e c t io n  3 ( f ) )  s p e c i f i e s  t h a t  c e r t a i n  

f o r e i g n  o r  d o m e s t ic  f i n a n c i a l  i n s t i t u t i o n s  may a p p ly  t o  t h e  Board f o r  p r i o r  

a p p r o v a l  t o  a c q u i r e  50 p e r  c e n t  o r  more o f  th e  c a p i t a l  s t o c k  o f  an  Edge C o rp o ra t io n .

I n  a c t i n g  upon a p p l i c a t i o n s  t o  a c q u i r e  s t o c k  o f  Edge C o rp o ra t io n s  made by i n s t i t u t i o n s  

t h a t  a r e  n o t  s u b j e c t  t o  t h e  IBA o r  t h e  Bank H o ld in g  Company A ct t h e  Board w i l l  

impose c o n d i t i o n s  i t  r e g a r d s  as  n e c e s s a r y  t o  p r e v e n t  undue c o n c e n t r a t i o n  o f  

r e s o u r c e s ,  d e c r e a s e d  o r  u n f a i r  c o m p e t i t i o n ,  c o n f l i c t s  o f  i n t e r e s t  o r  unsound 

b a n k in g  p r a c t i c e s  i n  t h e  U n i te d  S t a t e s .  A f o r e i g n  f i n a n c i a l  i n s t i t u t i o n  may no t  

i n v e s t  more t h a n  10 p e r  c e n t  o f  t h e  i n s t i t u t i o n ' s  c a p i t a l  and s u r p l u s  i n  an

Edge C o r p o r a t i o n .
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4 . L en d in g  L im i t s  and Capi t a l  R eq u irem en ts  f o r  Edge C o rp o ra t io n s :

The Board e s t a b l i s h e d  p r u d e n t i a l  r u l e s  f o r  Edge C o r p o r a t io n s  t h a t  a c c e p t  

d e p o s i t s  i n  t h e  U n i te d  S t a t e s ,  i n c l u d i n g  t h e  f o l lo w in g :

(1 )  R isk  a s s e t s  o f  an Edge C o r p o r a t io n  engaged  i n  b a n k in g  may n o t  ex ceed  7 p e r  

c e n t  o f  c a p i t a l  and s u r p l u s .  I n  g e n e r a l ,  a  Edge C o r p o r a t i o n ' s  c a p i t a l  sh o u ld  

be  a d e q u a te  i n  r e l a t i o n  t o  t h e  s c o p e  and c h a r a c t e r  o f  i t s  a c t i v i t i e s .

(2 )  E x te n s io n s  o f  c r e d i t  t o  one p e r s o n  by Edge C o r p o r a t io n s  engaged  i n  b a n k in g  

may n o t  exceed  10 p e r  c e n t  o f  t h e  C o r p o r a t i o n ' s  c a p i t a l  and s u r p l u s .

(3 )  E x te n s io n s  o f  c r e d i t  t o  one p e r s o n  by a member bank  and by i t s  Edge C o r p o r a t io n  

and f o r e i g n  d i r e c t  and i n d i r e c t  s u b s i d i a r i e s  may n o t  ex ceed  t h e  member b a n k ' s  

l e n d i n g  l i m i t .

(4 )  U n d e rw r i t in g  commitments s h a l l  be deemded e x t e n s i o n s  o f  c r e d i t  f o r  p u rp o s e s  o f  

a p p l y i n g  t h e  l e n d in g  l i m i t s .  U n d e rw r i t in g s  o f  e q u i t i e s  by s u b s i d i a r i e s  may 

n o t  r e p r e s e n t  more t h a n  20 p e r  c e n t  o f  an  i s s u e r ' s  e q u i t y  o r  amount t o  more 

t h a n  $ 2 ,0 0 0 ,0 0 0 .

5 .  Deposi t s  i n  Edge C o r p o r a t io n s :

The d e p o s i t s  o f  an  Edge C o r p o r a t i o n  i n  t h e  U n i te d  S t a t e s  and a b ro a d  a r e  

s u b j e c t  t o  r e s e r v e  r e q u i r e m e n ts  and i n t e r e s t  r a t e  c e i l i n g s  a s  th o u g h  th e y  w ere  

member b a n k s .

Edge C o rp o ra t io n s  may r e c e i v e  i n  t h e  U n i te d  S t a t e s  demand, t im e  and 

s a v in g s  d e p o s i t s  from f o r e i g n  go v ern m en ts  and t h e i r  a g e n t s  o r  i n s t r u m e n t a l i t i e s ,  

and from p e r s o n s  c o n d u c t in g  b u s i n e s s  p r i n c i p a l l y  a t  t h e i r  o f f i c e s  a b ro a d  and from  

i n d i v i d u a l s  r e s i d i n g  a b ro a d .

D e p o s i t s  o f  t h e  same t y p e s  may be  r e c e i v e d  i n  t h e  U n i te d  S t a t e s  from 

o t h e r  s o u r c e s  i f  t h e  d e p o s i t s  a r e  t o  be  u sed  f o r  p u rp o s e s  s p e c i f i e d  i n  t h e  

R e g u l a t i o n  ( ( S e c t i o n  2 1 1 . 4 ( e ) ( 2 ) ) .
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6 .  S u p e r v i s i o n  o f  Edge C o rp o ra t io n s :

Edge C o r p o r a t io n s  w i l l  be examined once y e a r l y  by  F e d e r a l  R ese rv e  ex a m in e rs .  

O r g a n i z a t i o n s  s u b j e c t  t o  t h e  R e g u la t io n  a r e  r e q u i r e d  t o  s u p e r v i s e  and a d m i n i s t e r  

t h e i r  f o r e i g n  b r a n c h e s  and s u b s i d i a r i e s  so  a s  t o  e n s u r e  t h a t  t h e i r  a c t i v i t i e s  

conform  t o  h ig h  s t a n d a r d s  o f  b a n k in g  and f i n a n c i a l  p ru d e n c e .  When i n v e s t i n g  in  

j o i n t  v e n t u r e s  i n v e s t o r s  m ust keep  th e m s e lv e s  in fo rm ed  o f  t h e  a c t i v i t i e s  and 

c o n d i t i o n  o f  t h e  j o i n t  v e n t u r e ,  and m ust m a i n t a i n  f i l e s  o f  c o m p le te  i n f o r m a t io n  

on a l l  t r a n s a c t i o n s  a v a i l a b l e  t o  e x a m in e rs .  An Edge C o r p o r a t io n  must make a t  l e a s t  

two r e p o r t s  o f  i t s  f i n a n c i a l  c o n d i t i o n  t o  t h e  Board y e a r l y ,  a t  t im e s  and i n  th e  

form p r e s c r i b e d  by t h e  B oard .  The Board  may r e q u i r e  t h a t  r e p o r t s  o f  c o n d i t i o n  o r  

o t h e r  r e p o r t s  be  p u b l i s h e d  o r  made a v a i l a b l e  f o r  p u b l i c  i n s p e c t i o n .

7. F o re ig n  B ran ch es  o f  Member Banks:

New R e g u l a t i o n  K s i m p l i f i e s  t h e  r e g u l a t o r y  a p p r o v a l  p r o c e s s  f o r  t h e  

e s t a b l i s h m e n t  o f  f o r e i g n  b r a n c h e s  by member b a n k s .  A member bank  t h a t  has  

e s t a b l i s h e d  b ra n c h e s  i n  two o r  more f o r e i g n  c o u n t r i e s  may e s t a b l i s h  b ra n c h e s  i n  

a d d i t i o n a l  c o u n t r i e s  a f t e r  60 d a y s '  n o t i c e  t o  t h e  B o ard .  A d d i t i o n a l  b ra n c h e s  

i n  t h e  same c o u n t r y  may be  e s t a b l i s h e d  w i t h o u t  p r i o r  n o t i f i c a t i o n  t o  t h e  B oard .

The Board t r a n s f e r r e d  t o  R e g u la t io n  K p r o v i s i o n s  o f  R e g u la t io n  M c o n c e rn in g  th e  

a c t i v i t i e s  o f  f o r e i g n  b r a n c h e s  o f  member b a n k s ,  w i t h  m in o r  c h a n g e s .

8 . T r a n s i t i o n  R u le s :

T r a n s a c t i o n s  t h a t  have  b e e n  consummated o r  a c t i v i t i e s  engaged i n  

p u r s u a n t  t o  t h e  B o a r d ' s  g e n e r a l  o r  s p e c i f i c  c o n s e n t  p r i o r  t o  J u n e  8 ,  1979 may 

b e  r e t a i n e d  o r  c o n t i n u e d .  E x te n s io n s  o f  c r e d i t  t h a t  ex ceed  l i m i t a t i o n s  s e t  f o r t h  

i n  t h e  R e g u la t io n  may re m a in  o u t s t a n d i n g  u n t i l  th e y  m a tu re .  I n v e s t o r s  t h a t  do 

n o t  m eet t h e  r e q u i r e m e n t s  o f  t h e  R e g u la t io n  on Ju n e  14, 1979 ( S e c t i o n  2 1 1 .6 ( c )  

and  2 1 1 . 5 ( b ) ( i i i )  r e s p e c t i v e l y )  m ust conform  t h e i r  a c c o u n t s  and in v e s tm e n ts  by 

J u n e  14, 1981.
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The Board has considered the question of Federal Reserve membership 

for Edge Corporations and is sending to the Congress the Board's views on this 

matter. The Board deferred action on the question of the appropriateness of 

foreign subsidiaries of U.S. banking organizations lending to U.S. residents for 

domestic purposes, and will consider this matter separately.

# # # # # # # # # # # #
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