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Printed below is the third series of questions and answers regarding the amendments to Regulations D and Q that 
permit establishment of International Banking Facilities ( “ IBFs” ). These questions and answers were prepared by 
the staff of the Federal Reserve Bank of New York, in consultation with the staff of the Board of Governors of the 
Federal Reserve System.

Additional questions regarding this material or other matters relating to IBFs should be directed to the following:

Interpretation of Regulations D and Q:
Bradley K. Sabel, Assistant Counsel (Tel. No. 212-791-5222)
Joyce E. Motylewski, Attorney, Legal Department (Tel. No. 212-791-5038)

Reporting Requirements:
Richard J. Gelson, Assistant Vice President (Tel. No. 212-791-8225)
Nancy Bercovici, Manager, Statistics Department (Tel. No. 212-791-8227)
George R. Juncker, Manager, Consumer Affairs and Bank Regulations Department 

(Tel. No. 212-791-5910)
Susan F. Moore, Chief, Deposit Reports Division (Tel. No. 212-791-8590)

Registration Statements:
Gerald P. Minehan, Chief, Foreign Banking Applications Division (Tel. No. 212-791-5878)

Additional copies of this circular may be obtained from the Circulars Division of this Bank (Tel. No. 
212-791-5216).

A n t h o n y  M. S o l o m o n , 

President.

Questions and Answers

63. With respect to IBF deposits, what restrictions does the 
“ support of foreign operations” test impose on the 
IBF’s establishing institution, IBF depositors, and 
payees of funds from a matured IBF deposit?
Answer: The support test for IBF deposits is intended
to insure that an IBF depositor places in IBFs only those 
funds that are used in connection with the depositor’s (or 
its affiliates’) foreign operations.

The Board is relying to a certain extent on banks’ 
knowing their customers. As part of its general respon
sibilities to ensure that an IBF is in compliance with the 
Board’s regulations, a bank is expected to take action if
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it comes to its attention in the normal course of business 
that a customer’s use of its IBF account is inconsistent 
with the use-of-funds test. If it is unable to assure itself 
that the depositor is meeting the use-of-funds require
ment, then the bank should consider moving the cus
tomer’s account from its IBF to its domestic books or 
offshore.

The test does not impose restrictions on disbursal of 
the proceeds of a matured IBF deposit. It should be noted 
that the identity of the payee of the funds upon maturity 
is not conclusive on whether the depositor in fact is using 
those funds to support foreign operations. For example,

( O VE R )

m *

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



the payee of a matured IBF deposit might be another 
United States depository institution or nonbank. That 
fact alone does not make the deposit ineligible at an IBF; 
it may be that the payment to the domestic party involved 
the depositor’s foreign business. Also, the fact that the 
payee is a foreign entity does not by itself mean that the 
IBF deposit was permissible; it may be that the funds 
were used to support domestic operations even though 
they are paid to a foreign resident.

64. If a bank discovers in the normal course of business that 
an account has not been used in accordance with the 
foreign operations test or any other provisions of the IBF 
regulations, must the bank reserve against the funds in 
the account?
Answer: Yes. If an account has not been used in
accordance with the regulations, then the account must 
be treated as a domestic account, which means it is 
subject to domestic reserve requirements and to Regula
tion Q. Institutions must either bring the account into 
compliance or move it to the domestic or offshore books.

65. May an IBF depositor use an IBF deposit as security for a 
loan, the proceeds of which will be used for a domestic 
purpose?
Answer: No. Use of an IBF deposit in that manner
would not constitute use of the funds solely to support 
foreign operations. However, IBF deposits against 
which a general right of set-off exists, either by law or 
contract, are not regarded as collateral or as assets 
securing a loan.

66. A United States company has a foreign subsidiary with 
no office overseas. The affairs of the foreign subsidiary 
are handled by a United States office of the parent. Is the 
foreign subsidiary an eligible IBF customer?
Answer: No. All foreigners, including foreign sub
sidiaries of United States corporations, must have an 
overseas office or branch (which may be a “name
plate ’ ’ branch) in order to qualify as IBF customers. This 
is one of the important mechanisms whereby the Federal 
Reserve can ensure that as to nonbank customers only 
foreigners are using IBFs.

67. If a foreign company that is not affiliated with a United 
States company has an agent in the United States solely 
for the purpose of obtaining financing and processing the 
paperwork attendant thereto, may an IBF extend credit 
to the foreign company through such agent?
Answer: Because all of the operations of the company
are overseas and the agent is here only to simplify the 
financing process, the use of a United States address 
does not prevent an otherwise eligible customer from 
using an IBF since the loan is actually made to a foreign 
resident who has no other connection with the United 
States.

68. The answer to Question 38 in the Second Series of 
Questions and Answers indicates that funds in the 
amount of less than $100,000, which can come about

only if a withdrawal of $100,000 or more leaves less 
than $100,000 in the account, may be left on deposit at 
an IBF and rolled over. Are there any interest rate 
ceilings on such deposits, inasmuch as they amount to 
less than $100,000?
Answer: All IBF deposits, regardless of the amount at
any given time, are exempt from interest rate ceilings. 
Section 217.7(a) of Regulation Q, as changed by the IBF 
amendments, makes this clear. Thus, amounts of less 
than $100,000 in IBF deposit accounts may carry any 
rate of interest agreed to by the bank and the customer.

69. May trusts be IBF customers?
Answer: Yes. In the case of a trust, the trust need not
be organized under foreign law, but all of the be
neficiaries must be foreign residents. The notice state
ment may be sent to the trustee.

70. The Board’s letter of January 12, 1982, states that IBFs 
may purchase securities in the secondary market so long 
as those securities are IBF-eligible. Is it permissible for 
an IBF to rely on a written statement from the obligor 
obtained by a prior IBF purchaser to the effect that that 
security was eligible?
Answer: Yes. An IBF may rely on such a statement
from another IBF. However, the purchasing IBF must 
obtain a written copy of the obligor’s statement at or very 
near to the time that it makes the purchase. This is 
necessary to provide assurance that IBFs are making 
correct eligibility determinations.

71. May a loan extended without recourse to the foreign 
borrower but collateralized by a United States asset 
constitute an IBF-eligible loan?
Answer: In the normal course, these would not be
eligible because they can be regarded as financing 
United States assets, but it is possible that some might be 
bona f id e . An IBF interested in such a transaction should 
contact its local Federal Reserve Bank for further discus
sion if some legal reason compels it to structure a loan 
transaction in that way.

72. May IBFs maintain loan settlement accounts on the 
domestic books of United States offices of an affiliated 
bank or Edge corporation?
Answer: Yes. In a letter dated March 5, 1982, the
Board staff rendered an opinion that IBFs could have 
demand accounts on the domestic books of a bank or 
Edge corporation affiliated with the IBF’s establishing 
entity, but only if (1) the account is to be used solely for 
loan settlement purposes and (2) the account is cleared 
on a daily basis so that there is a zero balance in the 
account at the end of each day. This exception to the 
general rule prohibiting the holding of demand accounts 
at United States offices of other banks comes about 
because an IBF would not have an ‘ ‘extension of credit ’ ’ 
outstanding to a United States resident at the close of 
business each day. This exception is intended to make it 
operationally easier for IBFs to engage in transactions 
related to international loan syndications.
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