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EXTENSIONS OF CREDIT BY FEDERAL RESERVE BANKS
Revision of Regulation A, Effective September 1, 1980

To All Depository Institutions
in the Second Fede¥al Reserve District:

The Board of Governors of the Federal Reserve System has adopted a major revision of its
Regulation A, effective September 1, 1980. The new regulation governs the use of the discount
window for extensions of credit by the Federal Reserve to depository institutions (member and
nonmember commercial banks, U.S. branches and agencies of foreign banks, Edge and Agreement
corporations, savings banks, savings and loan associations, and credit unions) under the Monetary
Control Act of 1980. The Board acted after consideration of comments received on its June pro-
posal to revise the regulation.

The following is quoted from the text of the Board’s announcement:

The Monetary Control Act provides that any depository institution that offers transaction accounts or
nonpersonal time deposits which are subject to reserve requirements shall have access to the Federal Reserve’s
discount and borrowing facilities on the same basis as member banks.

Under Regulation A as revised to implement the Act, Federal Reserve credit will be offered under two
major programs—adjustment credit and extended credit. Adjustment credit accounts for most Federal Reserve
lending. It is made on a very short term basis to help depository institutions adjust to sudden changes in their
need for funds. Extended credit is designed to help institutions cope with such needs over somewhat longer
periods. It includes seasonal credit to accommodate the needs of smaller institutions, and other extended credit
for institutions facing particular problems. Problems of this latter type may arise from the particular circum-
stances of a given institution, or from general difficulties affecting a broader range of institutions.

In adopting revised Regulation A, the Board modified its June proposal slightly with respect to non-
member institutions that have access to special industry lenders such as the Federal Home Loan Banks, credit
union centrals, and the Central Liquidity Facility of the National Credit Union Administration.

The amendment as adopted provides for temporary adjustment credit to such institutions where they are
unable to gain timely access to their special lender and for consultation and coordination with the special in-
dustry lender, as follows:

Nonmember depository institutions . . . like member banks generally are expected to rely on other reason-
ably available sources of funds before turning to the discount window for assistance ... In instances
where depository institutions require funds on short notice to cover immediate cash or reserve needs and
are unable to gain timely access to their special industry lenders, the Federal Reserve is prepared to
advance funds through its discount window. On these occasions the Federal Reserve will consult and co-
ordinate with the special industry lender as soon as possible. Any such advances . . . will be expected to
be repaid when access to the usual sources of funds Is secured, usually the next business day.

The Board also set forth the conditions under which the Federal Reserve will assist nonmember institu-
tions needing help over longer periods—including periods of deposit disintermediation. In these instances the
Federal Reserve will consult with the institution’s supervisor to determine, among other things, why funds
are not available from sources other than the Federal Reserve.
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The Board, as it had proposed, made the possible use of a discount rate surcharge a permanent addition
to the System’s discount lending rules applicable, according to circumstances, to both adjustment and ex-
tended credit.

Enclosed is a copy of the regulation. In addition, printed on the following pages is the text of
the Board’s Federal Register notice regarding the new rules.

Further information on the administration of the discount window will be sent shortly to the
chief executive officers of depository institutions in this District. Questions on this matter may
be directed to Eugene P. Emond, Manager, Credit and Discount Department (Tel. No. 212-791-
6146) or Arnold Slansky, Chief, Discount Division (Tel. No. 212-791-5395).

Anthony M. Solomon,
President.
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12 CFR PART 201

(DOCKET NO. R-0307)

EXTENSIONS OF CREDIT BY FEDERAL RESERVE BANKS

AGENCY: Board of Governors of the Federal Re-
serve System.

ACTION: Final Rule.

SUMMARY: The Monetary Control Act of 1980
(Title I of Pub. L. 96-221) provides that a depository
institution that maintains transaction accounts or non-
personal time deposits is entitled to the same discount
and borrowing privileges as banks that are members of
the Federal Reserve System. In order to implement
this provision, the Board has revised its rules relating
to the provision of Federal Reserve credit presently
contained in Regulation A—Extensions of Credit by
Federal Reserve Banks (12 CFR Part 201).

DATE: September 1, 1980.

FOR FURTHER INFORMATION CONTACT:
Gilbert T. Schwartz, Assistant General Counsel (202/
452-3625), Paul S. Pilecki, Attorney (202/452-3281),
or John Spitzer, Senior Economist (202/452-2587),
Board of Governors of the Federal Reserve System,
Washington, D.C.

SUPPLEMENTARY INFORMATION: The Mon-
etary Control Act of 1980 (Title I of Pub. L. 96-221)
provides that any depository institution that holds
transaction accounts or nonpersonal time deposits sub-
ject to Federal reserve requirements shall be entitled
to the same discount and borrowing privileges as mem-
ber banks. On June 10, 1980, the Board solicited pub-
lic comment on a proposed revision of its rules regard-
ing access to Federal Reserve credit currently provided
for in Regulation A—Extensions of Credit by Federal
Reserve Banks (12 CFR Part 201) (45 FR 40130).
After consideration of the comments received, the Board
has determined to adopt the regulation substantially in
the form proposed on June 10, 1980. Certain technical
amendments have been made to clarify the regulation
further.

The regulation provides that Federal Reserve credit
may be offered under two basic programs—adjustment
and extended. Nonmember depository institutions that
are now eligible to borrow from the Federal Reserve,
like member banks, generally, are expected to rely on
other reasonable available sources of funds before turn-
ing to the discount window for assistance. Consequent-
ly, institutions that have access to credit programs pro-
vided by Federal Home Loan Banks, credit union cen-
trals, the Central Liquidity Facility of the National
Credit Union Administration or other specialized in-
dustry lenders are expected to seek assistance from these
sources prior to requesting credit from the Federal Re-
serve. A number of comments were received concerning
this requirement. While some supported the concept,
others indicated that they did not believe it appropriate
to require a depository institution to seek funds from
other available sources prior to turning to the Federal

Reserve for assistance. The Board believes that continu-
ation of this requirement, which applies to member
banks, is appropriate. The credit facilities of the Federal
Reserve are not intended to supplant other reasonable
available sources of funds, and use of Federal Reserve
credit facilities is regarded as appropriate only when
these other alternatives have been fully used. In in-
stances where depository institutions require funds on
short notice to cover immediate cash or reserve needs
and are unable to gain timely access to their special in-
dustry lenders, the Federal Reserve is prepared to ad-
vance funds through its discount window. On these occa-
sions the Federal Reserve will consult and coordinate
with the special industfy lender as soon as possible. Any
such advances made will be viewed as strictly tem-
porary and will be expected to be repaid when access
to usual sources of funds is secured, usually the next
business day.

The primary form of Federal Reserve lending will
continue to be short-term adjustment credit. Such credit
is available on a short-term basis to assist borrowers
in meeting temporary requirements for funds, or to
cushion more persistent fund outflows pending an or-
derly adjustment of the borrower’s assets and liabilities.
Borrowing is not permitted to take advantage of a
favorable spread between the discount rate and other
market rates, to add to investment portfolios, or to
finance a program of loan expansion.

Interest on Federal Reserve adjustment credit will
generally be at the basic discount rate. However, the
Federal Reserve retains the option to impose a sur-
charge in addition to the basic rate. While the discount
rate surcharge introduced for a brief period earlier this
year applied only to large institutions, any surcharge
that may be imposed may apply to all institutions that
are eligible to borrow depending upon the length and
frequency of the borrowing.

In addition to the short-term adjustment credit pro-
gram, under the regulation adopted by the Board
extended credit will be available under certain limited
conditions. Regular arrangements for providing sea-
sonal credit to smaller institutions that lack ready access
to national money markets or to special industry lenders
such as the Federal Home Loan Banks, credit union
centrals, or the Central Liquidity Facility will remain
in effect. In determining a depository institution’s eligi-
bility for seasonal credit, Federal Reserve Bank dis-
count officers will give weight not only to its historical
record of seasonally adjusted loan and deposit per-
formance, but will also take into account evidence with
regard to changing patterns of recent and prospective
needs for funds and liquidity conditions at the institu-
tion. The special program for seasonal credit adopted
as a temporary measure on April 17, 1980, will be
terminated on September 1, 1980, when th6 new reg-
ulation becomes effective.
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Extended credit will also be available to meet the
needs of a depository institution experiencing difficulties
arising from exceptional circumstances or practices in-
volving only that institution, where the provision of
such temporary assistance is in the public interest and
the needed funds are not available from other sources.
In addition, when conditions warrant, extended credit
will be available to accommodate the needs of institu-
tions, including those with longer term asset portfolios,
that may be experiencing difficulties adjusting to chang-
ing money market conditions. These advances may be
extended over a longer period than contemplated in the
use of adjustment credit, particularly at times of de-
posit disintermediation. In cases where there may be
serious liquidity strains affecting a broad range of de-
pository institutions, Federal Reserve Banks will be
prepared to address the problems of particular institu-
tions being affected by the general situation. Before
extending credit, however, the Reserve Bank will be
expected to consult with other official agencies respon-
sible for supervising the institution affected to deter-
mine, among other things, why funds are not available
from other sources. Loan agreements will be drawn to
establish the conditions under which credit is being
advanced and to assure that the borrower adopts an

appropriate plan to restore adequate liquidity and to
repay the loan in a reasonable period of time.

Advances made under the seasonal credit program
will be at the basic discount rate, but, as with adjust-
ment credit, the Federal Reserve reserves the option
to impose a surcharge in addition to the basic rate. De-
pending on market conditions, a special rate above the
basic discount rate may be applied to other extended
credit.

Section 201.5(d) of Regulation A currently provides
that obligations of customers tendered for discount or
as collateral for an advance generally may not exceed
the limitations of section 5200 of the Revised Statutes
(12 U.S.C. 84) applicable to the lending limitations for
one obligor. While this restriction is required by law
(12 U.S.C. 345) to apply to discounted paper, there is
no statutory requirement that it apply to collateral for
advances, which is the principal way in which Federal
Reserve credit is extended. Accordingly, the Board will
no longer require that collateral tendered as security
for advances comply with the lending limitations of 12
U.S.C. 84. However, Reserve Banks may, for pru-
dential purposes, impose limitations on the maximum
amount of obligations of one customer that may be
tendered as collateral for advances.
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REGULATION A

(12 CFR 201)

As adopted effective September 1, 1980

EXTENSIONS OF CREDIT BY
FEDERAL RESERVE BANKS

SECTION 201.1— AUTHORITY, SCOPE AND
PURPOSE.

(a) Authority and Scope. This Part is issued
under the authority of sections 10(a), 10(b), 13,
13a, and 19 of the Federal Reserve Act (12 U.S.C.
88 347a, 347b, 343 et seq., 347c, 348 el seq., 374,
374a and 461), other provisions of the Federal Re-
serve Act, and section 7(b) of the International
Banking Act of 1978 (12 U.S.C. § 347d) and re-
lates to extensions of credit by Reserve Banks to de-
pository institutions and others. Except as may be
otherwise provided, this Part shall be applicable to
United States branches and agencies of foreign
banks subject to reserve requirements under Regula-
tion D (12 CFR Part 204) in the same manner and to
the same extent as member banks.

(b) Purpose. This Part establishes rules under
which Federal Reserve Banks may extend credit to
depository institutions and others. Extending credit
to depository institutions to accommodate com-
merce, industry, and agriculture is a principal func-
tion of Reserve Banks. While open market opera-
tions are the primary means of affecting the overall
supply of reserves, the lending function of the Re-
serve Banks is an effective method of supplying re-
serves to meet the particular credit needs of indi-
vidual depository institutions.

The lending functions of the Federal Reserve
System are conducted with due regard to the basic
objectives of monetary policy and the maintenance
of a sound and orderly financial system. These ba-
sic objectives are promoted by influencing the over-
all volume and cost of credit through actions that
affect the volume and cost of reserves to depository
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institutions. Borrowing by individual depository in-
stitutions, at a rate of interest that is adjusted from
time to time in accordance with prevailing eco-
nomic and money market conditions, has a direct
impact on the reserve positions of the borrowing in-
stitutions and thus on their ability to meet the credit
needs of their customers. However, the effects of
such borrowing do not remain localized but have an
important bearing on overall monetary and credit
conditions.

SECTION 201.2— DEFINITIONS

For purpose of this Part, the following defini-
tions shall apply:

(@ (1) Depository institution means an institu-
tion that maintains reservable transaction accounts
or nonpersonal time deposits and is:

(A) an insured bank as defined in section 3
of the Federal Deposit Insurance Act (12 U.S.C.
§ 1813(h)) or a bank that is eligible to apply to be-
come an insured bank under section 5 of such Act
(12 U.s.C. § 1815);

(B) a savings bank or mutual savings bank
as defined in section 3 of the Federal Deposit In-
surance Act (12 U.S.C. § 1813(0, (g))i

(C) an insured credit union as defined in
section 101 of the Federal Credit Union Act (12
U.S.C. § 1752(7)) or a credit union that is eligible
to apply to become an insured credit union under
section 201 of such Act (12 U.S.C. § 1781);

(D) a member as defined in section 2 of the
Federal Home Loan Bank Act (12 U.S.C.
§ 1422(4)); or

(E) an insured institution as defined in sec-
tion 401 of the National Housing Act (12 U.S.C.
§ 1724(a)) or an institution that is eligible to apply
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to become an insured institution under section 403
of such Act (12 U.S.C. § 1726).

(2) A financial institution that is not required
to maintain reserves under Part 204 of this Title
(Regulation D) because it is organized solely to do
business with other financial institutions, is owned
primarily by the financial institutions with which it
does business, and does not do business with the
general public is not a depository institution.

(b) Transaction account and nonpersonal time
deposits have the meanings specified in Part 204 of
this Title (Regulation D).

SECTION 201.3— AVAILABILITY AND
TERMS

(a) Short-term adjustment credit. Federal Re-
serve credit is available on a short-term basis to a
depository institution under such rules as may be
prescribed to assist the institution, to the extent ap-
propriate, in meeting temporary requirements for
funds, or to cushion more persistent outflows of
funds pending an orderly adjustment of the
institution’s assets and liabilities. Such credit gener-
ally is available only after reasonable alternative
sources of funds, including credit from special in-
dustry lenders, such as Federal Home Loan Banks,
the National Credit Union Administration’s Central
Liquidity Facility, and corporate central credit un-
ions have been fully used. Under certain circum-
stances, a surcharge may be imposed above the ba-
sic rate of interest normally charged by Reserve
Banks.

(b) Extended credit. (1) Seasonal credit. Fed-
eral Reserve credit is available for periods longer
than those permitted under adjustment credit to as-
sist smaller depository institutions in meeting regu-
lar needs for funds arising from a combination of
expected patterns of movement in their deposits and
loans. Seasonal credit is available only if similar
assistance is not available from other special indus-
try lenders. Seasonal credit will ordinarily be lim-
ited to the amount by which the depository
institution’s seasonal needs exceed certain percent-
ages, established by the Board of Governors, of the
institution’s average total deposits in the preceding
calendar year. Such credit will be available if the
Reserve Bank is satisfied that the institution’s qual-
ifying need for funds is seasonal and will persist
for at least four weeks. Need for credit at deposi-
tory institutions will also be given consideration

REGULATION A

when institutions are experiencing unusual seasonal
demands for credit in a period of liquidity strain.
To the extent practicable, a depository institution
should arrange in advance for seasonal credit for
the full period during which such credit is expected
to be required. Under certain circumstances, a sur-
charge may be imposed above the basic rate of in-
terest normally charged by Reserve Banks.

(2) Other extended credit. Federal Reserve
credit is available to depository institutions under
extended credit arrangements where similar assist-
ance is not reasonably available from other sources,
including special industry lenders. Such credit may
be provided where there are exceptional circum-
stances or practices involving only a particular de-
pository institution. Exceptional circumstances
would include situations where an individual depos-
itory institution is experiencing financial strains
arising from particular circumstances or practices
affecting that institution—including sustained de-
posit drains, impaired access to money market
funds, or sudden deterioration in loan repayment
performance. Extended credit may also be provided
to accommodate the needs of depository institu-
tions, including those with longer term asset portfo-
lios, that may be experiencing difficulties adjusting
to changing money market conditions over a longer
period, particularly at times of deposit disinterme-
diation. A special rate or rates above the basic dis-
count rate established by the Reserve Banks, sub-
ject to review and determination by the Board of
Governors, may be applied to other extended
credit.

(c) Emergency credit for others. In unusual
and exigent circumstances, a Reserve Bank may,
after consultation with the Board, advance credit to
individuals, partnerships, and corporations that are
not depository institutions if, in the judgment of the
Reserve Bank, credit is not available from other
sources and failure to obtain such credit would ad-
versely affect the economy. The rate applicable to
such credit will be above the highest rate for ad-
vances in effect for depository institutions. Where
the collateral used to secure such credit consists of
assets other than obligations of, or fully guaranteed
as to principal and interest by, the United States or
an agency thereof, an affirmative vote of five or
more Board members is required before credit may
be extended.
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REGULATION A

SECTION 201.4— ADVANCES AND
DISCOUNTS

(a) Reserve Banks may lend to depository insti-
tutions either through advances secured by accept-
able collateral or through the discount of certain
types of paper. Credit extended by the Federal Re-
serve generally takes the form of an advance.

(b) Reserve Banks may make advances to any
depository institution if secured to the, satisfaction
of the Reserve Bank. Satisfactory collateral gener-
ally includes United States government and Federal
agency securities, and, if of acceptable quality,
mortgage notes covering 1-4 family residences,
State and local government securities, and business,
consumer and other customer notes.

(c) If a Reserve Bank concludes that a deposi-
tory institution will be better accommodated by the
discount of paper than by an advance, it may dis-
count any paper endorsed by the depository institu-
tion that meets the requirements specified in the
Federal Reserve Act.

SECTION 201.5— GENERAL
REQUIREMENTS

(a) Credit for capital purposes. Federal Reserve
credit is not a substitute for capital.

(b) Compliance with law and regulation. All
credit extended under this Part shall comply with
applicable requirements of law and of this Part.
Each Reserve Bank (1) shall keep itself informed of
the general character and amount of the loans and
investments of depository institutions with a view
to ascertaining whether undue use is being made of
credit for the speculative carrying of or trading in
securities, real estate, or commodities, or for any
other purpose inconsistent with the maintenance of
sound credit conditions, and (2) shall consider such
information in determining whether to extend
credit.

(c) Information. A Reserve Bank shall require
such information as it believes appropriate or desir-
able to insure that paper tendered as collateral for
advances or for discount is acceptable and that the
credit provided is used in a manner consistent with
this Part.

(d) Indirect credit for others. Except with the
permission of the Board of Governors, no deposi-
tory institution shall act as the medium or agent of
another depository institution in receiving Federal
Reserve credit.

88 201.4—201.6

SECTION 201.6— FEDERAL INTERMEDIATE
CREDIT BANKS

A Reserve Bank may discount for any Federal
Intermediate Credit Bank (1) agricultural paper, or
(2) notes payable to and bearing the endorsement of
the Federal Intermediate Credit Bank that cover
loans or advances made under subsections (a) and
(b) of § 2.3 of the Farm Credit Act of 1971 (12
U.S.C. 8 2074) and that are secured by paper eli-
gible for discount by Reserve Banks. Any paper so
discounted shall have a period remaining to matu-
rity at the time of discount of not more than nine
months.

STATUTORY APPENDIX

SECTION 10 (b) OF THE FEDERAL
RESERVE ACT1

1. Advances to individual member banks

Sec. 10 (b). Any Federal Reserve Bank, under
rules and regulations prescribed by the Board of
Governors of the Federal Reserve System, may
make advances to any member bank on its time or
demand notes having maturities of not more than
four months and which are secured to the satisfac-
tion of such Federal Reserve Bank.

Notwithstanding the foregoing, any Federal Re-
serve Bank, under rules and regulations prescribed
by the Board of Governors of the Federal Reserve
System, may make advances to any member bank
on its time notes having such maturities as the
Board may prescribe and which are secured by
mortgage loans covering a one-to-four family resi-
dence. Such advances shall bear interest at a rate
equal to the lowest discount rate in effect at such
Federal Reserve Bank on the date of such note.

1U.S.C.. title 12. sec. 347b.]

SECTION 19 OF THE FEDERAL RESERVE
ACT

Section 19 (b) of the Federal Reserve Act provides
in part as follows (as amended by the Monetary
Control Act of 1980:

1Paragraph numbers and captiops have been added to facilitate ref-
erence.
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Reserve requirements
(b) * * *

STATUTORY APPENDIX

strictions, and regulations as the Board of Gover-
nors of the Federal Reserve System may prescribe.

@) Discount and Borrowing. Any depository [U.s.C. title 12, sec. 343]

institution in which transaction accounts or nonper-
sonal time deposits are held shall be entitled to the
same discount and borrowing privileges as member
banks. In the administration of discount and bor-
rowing privileges, the Board and the Federal Re-
serve Banks shall take into consideration the special
needs of savings and other depository institutions
for access to discount and borrowing facilities con-
sistent with their long-term asset portfolios and the
sensitivity of such institutions to trends in the na-
tional money markets.

[u.s.C., title 12, sec. 601.]

SECTION 13 OF THE FEDERAL RESERVE
ACT

Section 13 of the Federal Reserve Act provides in
part as follows:

* kK ok  *

3. Discounts for individuals, partnerships,
and corporations

In unusual and exigent circumstances, the Board
of Governors of the Federal Reserve System, by
the affirmative vote of not less than five members,
may authorize any Federal Reserve Bank, during
such periods as the said Board may determine, at
rates established in accordance with the provisions
of section 14, subdivision (d), of this Act, to dis-
count for any individual, partnership, or corpora-
tion, notes, drafts, and bills of exchange of the
kinds and maturities made eligible for discount for
member banks under other provisions of this Act
when such notes, drafts, and bills of exchange are
indorsed or otherwise secured to the satisfaction of
the Federal Reserve Bank: Provided, That before
discounting any such note, draft, or bill of ex-
change for an individual or a partnership or corpo-
ration the Federal Reserve Bank shall obtain evi-
dence that such individual, partnership, or
corporation is unable to secure adequate credit ac-
commodations from other banking institutions. All
such discounts for individuals, partnerships, or cor-
porations shall be subject to such limitations, re-
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13. Advances to individuals, partnerships,
and corporations on obligations of United
States

Subject to such limitations, restrictions and regu-
lations as the Board of Governors of the Federal
Reserve System may prescribe, any Federal Reserve
Bank may make advances to any individual, part-
nership or corporation on the promissory notes of
such individual, partnership or corporation secured
by direct obligations of the United States or by any
obligation which is a direct obligation of, or fully
guaranteed as to principal and interest by, any
agency of the United States. Such advances shall
be made for periods not exceeding 90 days and
shall bear interest at rates fixed from time to time
by the Federal Reserve Bank, subject to the review
and determination of the Board of Governors of the
Federal Reserve System.

[u.S.C., title 12, sec. 347c]

14. Receipt of deposits from, discount paper
endorsed by, and advances to foreign
banks

Subject to such restrictions, limitations, and reg-
ulations as may be imposed by the Board of Gover-
nors of the Federal Reserve System, each Federal
Reserve Bank may receive deposits from, discount
paper endorsed by, and make advances to any
branch or agency of a foreign bank in the same
manner and to the same extent that it may exercise
such powers with respect to a member bank if such
branch or agency is maintaining reserves with such
Reserve Bank pursuant to section 7 of the Interna-
tional Banking Act of 1978. In exercising any such
powers with respect to any such branch or agency,
each Federal Reserve Bank shall give due regard to
account balances being maintained by such branch
or agency with such Reserve Bank and the propor-
tion of the assets of such branch or agency being
held as reserves under section 7 of the International
Banking Act of 1978.

[U.S.C., title 12, sec. 347 ]





