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AM ENDM ENT TO REGULATION K 

Capital Requirem ents of Edge Corporations

To All Member Banks, Edge and Agreement Corporations, and Bank Holding 
Companies in the Second Federal Reserve District, and Others Concerned:

The Board of Governors of the Federal Reserve System has amended its 

Regulation K, “International Banking Operations,” in order to permit the inclusion of 

certain subordinated notes and debentures in the determination of capital adequacy of 

Edge Corporations.

Enclosed is a copy of the amendment. Questions regarding this m atter may be 

directed to our Foreign Banking Applications Department (Tel. No. 212-791-5878 or 

5881).

A nthony M. Solomon,
President.
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Board of Governors of the Federal Reserve System  

INTERN ATIO NA L BANKING OPERATIONS

AMENDMENT TO REGULATION K
(effective Ju ly 29, 1981)

Capital Requirements of Edge Corporations

A G E N C Y :  B o a r d  o f  G o v e r n o r s  o f  t h e  F e d e r a l  R e s e r v e  S y s t e m .

A C T I O N :  F i n a l  r u l e .

S U M M A R Y :  T h e  B o a r d  h a s  a m e n d e d  s e c t i o n  2 1 1 . 6 ( d )  o f  R e g u l a t i o n  K  (12
C . F . R .  § 2 1 1 . 6 ( d ) )  t o  i n c l u d e  c e r t a i n  s u b o r d i n a t e d  n o t e s  a n d  d e b e n t u r e s  
w i t h i n  t h e  d e f i n i t i o n  o f  " c a p i t a l  a n d  s u r p l u s "  s o l e l y  f o r  t h e  p u r p o s e  
o f  d e t e r m i n i n g  c a p i t a l  a d e q u a c y  o f  E d g e  C o r p o r a t i o n s .  F o r  p u r p o s e s  
o f  s e c t i o n  2 1 1 . 6 ( d ) ,  s u c h  n o t e s  a n d  d e b e n t u r e s  c o u l d  a m o u n t  to n o  m o r e  
t h a n  50 p e r  c e n t  o f  t h e  t o t a l  c a p i t a l  a n d  s u r p l u s  as d e f i n e d  i n  s e c t i o n  
2 1 1 . 2 ( b )  o f  R e g u l a t i o n  K  (12 C . F . R .  § 2 1 1 . 2 ( b ) ) .

E F F E C T I V E  D A T E :  J u l y  29, 1 9 8 1 .

F O R  F U R T H E R  I N F O R M A T I O N  C O N T A C T :  F r e d e r i c k  R. D a h l ,  A s s o c i a t e  D i r e c t o r ,
D i v i s i o n  o f  B a n k i n g  S u p e r v i s i o n  a n d  R e g u l a t i o n  ( 2 0 2 / 4 5 2 - 2 7 2 6 ) ;  or M i c h a e l  L. 
R a d i s h ,  A t t o r n e y ,  L e g a l  D i v i s i o n  ( 2 0 2 / 4 5 2 - 3 4 2 8 ) ,  B o a r d  o f  G o v e r n o r s  
o f  t h e  F e d e r a l  R e s e r v e  S y s t e m ,  W a s h i n g t o n ,  D. C. 2 0 5 5 1 .

S U P P L E M E N T A R Y  I N F O R M A T I O N :  S e c t i o n  2 1 1 . 6 ( d )  o f  R e g u l a t i o n  K i m p o s e s
c a p i t a l  r e q u i r e m e n t s  o n  E d g e  C o r p o r a t i o n s .  U n d e r  t h a t  s e c t i o n ,  a n  E d g e  
C o r p o r a t i o n  m u s t  b e  c a p i t a l i z e d  i n  a n  a m o u n t  t h a t  is a d e q u a t e  in  r e l a t i o n  
t o  the s c o p e  a n d  c h a r a c t e r  o f  i t s  a c t i v i t i e s .  I n  a d d i t i o n ,  a n  E d g e  
C o r p o r a t i o n  t h a t  a c c e p t s  d e p o s i t s  in  t h e  U n i t e d  S t a t e s  f r o m  n o n a f f i l i a t e d  
p e r s o n s  m u s t  m a i n t a i n  c a p i t a l  in a n  a m o u n t  n o t  l e s s  t h a n  7 p e r  c e n t  
o f  i t s  r i s k  a s s e t s .  S e c t i o n  2 1 1 . 2 ( b )  o f  R e g u l a t i o n  K p r o v i d e s  t h a t ,
" C a p i t a l  a n d  s u r p l u s  m e a n s  p a i d - i n  a n d  u n i m p a i r e d  c a p i t a l  a n d  s u r p l u s ,  
a n d  i n c l u d e s  u n d i v i d e d  p r o f i t s  b u t  d o e s  n o t  i n c l u d e  t he p r o c e e d s  o f  
c a p i t a l  n o t e s  or d e b e n t u r e s . "

T h e  B o a r d ,  h o w e v e r ,  p e r m i t s  m e m b e r  b a n k s  to i n c l u d e  c e r t a i n  
l o n g - t e r m  s u b o r d i n a t e d  l i a b i l i t i e s  as c a p i t a l  a n d  s u r p l u s  for c a p i t a l  
a d e q u a c y  p u r p o s e s .  S u c h  l i a b i l i t i e s  m u s t  n o t  b e  " d e p o s i t s "  u n d e r  s e c t i o n  
2 0 4 . 2 ( a ) ( 1 )  o f  t h e  B o a r d ' s  R e g u l a t i o n  D  (12 C . F . R .  § 2 0 4 . 2 ( a ) ( 1 ) ) ,  o r 
s e c t i o n  2 1 7 . 1 ( f )  o f  t h e  B o a r d ' s  R e g u l a t i o n  Q  (12 C . F . R .  § 2 1 7 . 1 ( f ) ) .
I n  o r d e r  to p r o v i d e  E d g e  C o r p o r a t i o n s  w i t h  m o r e  f l e x i b i l i t y  to m e e t  
c a p i t a l  r e q u i r e m e n t s ,  t h e  B o a r d  h a s  d e t e r m i n e d  t h a t  E d g e  C o r p o r a t i o n s  
m a y  a l s o  i n c l u d e  s u c h  l i a b i l i t i e s  as c a p i t a l  a n d  s u r p l u s  for c a p i t a l
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a d e q u a c y  p u r p o s e s .  T h e  B o a r d ,  h o w e v e r ,  w i l l  c o n t i n u e  to s t r e s s  t h e  
i m p o r t a n c e  o f  an a d e q u a t e  l e v e l  o f  n o n - d e b t  c a p i t a l  for E d g e  C o r p o r a 
t i o n s ;  t h e r e f o r e ,  s u c h  s u b o r d i n a t e d  d e b t  l i a b i l i t i e s  w i l l  n o t  b e  c o n 
s i d e r e d  a s  c a p i t a l  to t h e  e x t e n t  t h e y  e x c e e d  50 p e r  c e n t  o f  t h e  a m o u n t  
o f  n o n - d e b t  c a p i t a l  a n d  s u r p l u s .  F u r t h e r m o r e ,  p u r s u a n t  to  s e c t i o n  
2 0 4 . 2 ( a ) ( 1 ) ( v i i ) ( C )  o f  R e g u l a t i o n  D, n o  s u b o r d i n a t e d  d e b t  l i a b i l i t y  
o f  a n  E d g e  C o r p o r a t i o n  w i l l  q u a l i f y  as c a p i t a l  w i t h o u t  t h e  a p p r o v a l  
o f  t h e  B o a r d ,  l i k e  t h e  t r e a t m e n t  o f  m e m b e r  b a n k  c a p i t a l .

I n a s m u c h  as t h i s  a c t i o n  r e m o v e s  a r e s t r i c t i o n  o n  E d g e  C o r p o r a 
t i o n s  a n d  s h o u l d  p e r m i t  m o r e  e f f i c i e n t  o p e r a t i o n s ,  t h e  B o a r d  h a s  d e t e r 
m i n e d  t h a t  t h e  n o t i c e  a n d  p u b l i c  p a r t i c i p a t i o n  p r o v i s i o n s  o f  5 U . S . C .
§ 5 5 3  w i t h  r e s p e c t  to t h i s  a c t i o n  a r e  u n n e c e s s a r y  a n d  t h a t ,  i n  t h e  
p u b l i c  i n t e r e s t ,  t h e  r u l e  s h o u l d  b e  e f f e c t i v e  i m m e d i a t e l y .  T h e  B o a r d  
n o t e s ,  h o w e v e r ,  t h a t  a n  J u n e  1 7, 1 9 8 1 ,  t h e  F e d e r a l  F i n a n c i a l  I n s t i t u t i o n s  
E x a m i n a t i o n  C o u n c i l  p r o p o s e d  far c o m m e n t  a b r o a d e n e d  d e f i n i t i o n  o f  b a n k  
c a p i t a l  for t h e  u s e  o f  F e d e r a l  b a n k  r e g u l a t o r y  a g e n c i e s ,  i n c l u d i n g  t h e  
B o a r d ,  i n  d e t e r m i n i n g  t h e  a d e q u a c y  o f  c a p i t a l  i n  t h e  b a n k s  t h e y  s u p e r v i s e .  
C o m m e n t s  on  t h a t  p r o p o s a l  a r e  d u e  b y  A u g u s t  3 1, 1 9 8 1 .  A n y  c h a n g e  i n  
t h e  d e f i n i t i o n  o f  b a n k  c a p i t a l  a d o p t e d  b y  t h e  B o a r d  for d e t e r m i n i n g  
t h e  a d e q u a c y  o f  m e m b e r  b a n k s '  c a p i t a l  w o u l d  a l s o  a f f e c t  t h e  d e f i n i t i o n  
u s e d  w i t h  r e s p e c t  to E d g e  C o r p o r a t i o n s .

T h i s  a c t i o n  is t a k e n  p u r s u a n t  t o  t h e  B o a r d ' s  a u t h o r i t y  u n d e r  
s e c t i o n  2 5 ( a )  o f  t h e  F e d e r a l  R e s e r v e  A c t  (12 U . S . C .  § §  6 1 1 - 6 3 1 ) .

E f f e c t i v e  J u l y  2 9 ,  1 9 8 1 ,  P a r t  2 1 1  o f  1 2  C . F . R .  C h a p t e r  II 
is a m e n d e d  as f o l l o w s :

§ 2 1 1 . 6 — L E N D I N G  L I M I T S  A N D  C A P I T A L  R E Q U I R E M E N T S  

* * * * *

(d) C a p i t a l i z a t i o n . A n  E d g e  C o r p o r a t i o n  s h a l l  a t  a l l  t i m e s  
b e  c a p i t a l i z e d  i n  a n  a m o u n t  t h a t  is a d e q u a t e  i n  r e l a t i o n  to t h e  s c o p e  
a n d  c h a r a c t e r  o f  i t s  a c t i v i t i e s .  I n  t h e  c a s e  o f  an E d g e  C o r p o r a t i o n  
e n g a g e d  i n  b a n k i n g ,  i t s  c a p i t a l  a n d  s u r p l u s  s h a l l  b e  n o t  l e s s  t h a n  7 
p e r  c e n t  o f  r i s k  a s s e t s .  F o r  t h i s  p u r p o s e ,  s u b o r d i n a t e d  c a p i t a l  n o t e s  
or d e b e n t u r e s ,  i n  a n  a m o u n t  n o t  t o  e x c e e d  50 p e r  c e n t  o f  n o n - d e b t  c a p i t a l ,  
m a y  b e  i n c l u d e d  for d e t e r m i n i n g  c a p i t a l  a d e q u a c y  i n  t h e  s a m e  m a n n e r  
as  for a m e m b e r  b a n k ;  r i s k  a s s e t s  s h a l l  b e  d e e m e d  t o  b e  a l l  a s s e t s  o n  
a  c o n s o l i d a t e d  b a s i s  o t h e r  t h a n  c a s h ,  a m o u n t s  d u e  f r o m  b a n k i n g  i n s t i t u t i o n s  
in the U n i t e d  S t a t e s ,  U n i t e d  S t a t e s  G o v e r n m e n t  s e c u r i t i e s ,  a n d  F e d e r a l  
f u n d s  s o l d .

B y  o r d e r  o f  t h e  B o a r d  o f  G o v e r n o r s  o f  t h e  F e d e r a l  R e s e r v e  
S y s t e m ,  e f f e c t i v e  J u l y  29, 1 9 8 1 .

William W. Wiles 
Secretary of the Board
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