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ACTIVITIES OF EDGE CORPORATIONS

Revlsloe off Regulation K

To All Member Banks, Edge and Agreement Corporations, and Bank Holding Companies

in the Second Federal Reserve District, and Others Concerned:

m~ollowing is the text of a statement issued by the Board of Governors of the Federal Reserve System:

The Federal Reserve Board has published revisions to its Regulation K — International Banking Operations — that
will permit Edge corporations to enlarge the scope of their activities.

The revisions become effective October 24, 1985 with one exception. The provisions that pertain to investment pro-
cedures are effective immediately.

The International Banking Act requires the Board to review and to revise Regulation K every five years to ensure that
the purposes of the Edge Act are being served in light of prevailing economic conditions and banking practices. Edge
corporations are corporations chartered to engage in international or foreign banking or other international or foreign oper-
ations.

The major revisions to the regulation pertain to: activities of Edge corporations in the United States; changes in con-
trol of Edge corporations; and investment procedures. Certain other technical and clarifying revisions have been made to
Regulation K as well. The Board has deferred making any changes in the capital requirements for banking Edge corpora-
tions.

The revised regulation will allow Edge corporations to provide full banking services to a limited class of companies,
such as foreign airlines and shipping companies, that are restricted by their charters or licenses to international business.
The Board may consider whether procedures can be developed to identify other companies engaged in international busi-
ness that could qualify for full banking services from Edge corporations.

The Board adopted changes to the regulation that would require any party purchasing 25 percent or more of the voting
shares of an Edge corporation to give the Board 60 days notice prior to acquisition.

The Board revised the investment procedures applicable to Edge corporations. The regulation has permitted Edge
corporations to invest the lesser of $2 million or five percent of their capital and surplus without prior notice or approval by
the Federal Reserve. The Board increased the dollar investment amount to $15 million.

The Board also granted a certain amount of leeway in the permissible activities of subsidiaries. In order to provide
some flexibility to U.S. banking organizations in acquiring controlling interests in existing companies engaged in imper-
missible activities, the Board has liberalized its standards to allow such companies to derive up to five percent of assets
and revenues from impermissible activities.

In addition, the Board took action on some technical provisions of the regulation regarding U.S . nonbanking activi-
ties of foreign banks.

Enclosed is a copy of the text of the amendments to Regulation K, “International Banking Operations,” and sup-
plementary information, reprinted from the Federal Register of October 1,1985. Questions regarding the regulation
may be directed to our Foreign Banking Applications Department (Tel. No. 212-791-5878).
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

INTERNATIONAL BANKING OPERATIONS

AMENDMENTS TO REGULATION K

FEDERAL RESERVE SYSTEM

12 CFR Part 211

[Docket Mo. P3-0520]

Regulation Ki International Banking

A<8Bfs Board of Governors of the
Federal Reserve System.
action: Final rale.

summARy: The Board has reviewed and
revised its regulations governing the
operations of Edge corporations. The
revisions concern certain U.S. activities
of Edge corporations, lending limits and
investment and change in control
procedures apgllcable to Ed?e )
corporations. Some proposals dealing
with foreign banking organizations
operating In the United States have also
been adopted.
EFFECTIVE ©ate: October 24,1985,
exoept inthe use of tte provisias N
ssction 211.5©), which are effective
immediately.
F@!'3 FURTHER INFORMATION CONTACT:
FrederidkR. Dehll, Associiate Director
(Q/2-276); Jares S. Keller,
Maneger, Interratiaal Banking
égroil( icatios (202/452&2323) Dlivi_sion of
1Ng SUypervision ataon;
Ridd Rl mer Ticert, Ag%js(mt
Gereral Counsel Q/452-348);
KathleenM. O Day, Senior Counsel
(Q/132-3736),, Legal Divisian; or Joy W.
O Tarell, Telecomunication Device
for the Deaf (TDD), (A/4B52-3244),
Board of Covernors of the Federal
Resernve Systam.

(effective October 24, 1985)

SUPPLEMENTARY INFORMATION: InJune
propiet sl R ISt The
p revisias toRegulation K.
proposals were made pursuant totre
directive intre Interratiaal Banking
Act of 1978 ("IBA”) tret the Board
reviewand EdrS/else isreglatias e
govemning Qorporatios every
years inorder toensure tret the
purposes of the Edge Act are being
senad in ligtofpravailling econamic
o T—
major revisias

inﬁlrarees:pc)ﬁdiviﬁgs ofEdge
corporatias inthe United States; @
prtalization requirements and lerding
BrOCETS P Boart ravic oF

res topermit reviewofa
p change inantrol of Edge
coporatias, and @) limitson
investments inother argenizatians. In
abirtion, various changes were
proposed tootherparts of the
regulation.

The Board received 56 publlic
comments on tte - The firdl
revisias to the regulation and the
reasos for the Board S ection are
oudined belov. Some of the proposed
revisias did not receive sUsstantial
comment and were adopted as

. Inaddiion o tte revisias
described below, a number of tedmical
and dlarifyirg changes were alsomade.

Activities of Edge Corporations in the
United States

Edge corporations are international
banking and financial vehicles through
which U.S. bankingbor anizations can
offer international banking services and

through which they may compete with
similar foreign-owned institutions in the
United States and abroad. An Edge
corporation is limited by statute to
engaging only in activities in the United
States that are “incidental” to
international or foreign business. The
Board, however, has broad discretionary
authority to determine what U.S.
activities are incidental to international
or foreign business of an Edge
corporation. The Board has Interpreted
this provision to require that all deposits
accepted by Edge corporations from
domestic residents must be related to or
for the purpose of carrying out
internatioal transactions, and that all
credit and other transactions with
domestic residents must be related to
identifiable international transactions.
This approach, designed to assure the
international character of Edge
corporations and prevent their use to
circumvent limitations on interstate
banking, imposes fairly stringent
constraints on the operations of Edge
corporations in the United States.

In 151934 proposal for coment, te
Board Seral ible
nodiﬁ%l%s%ﬁstramacﬂm iorHoy-
trarsaction gpproach. The Board
requested commeanni(:j ontte @gw%
these proposals and whether wou
maintain the necessary linkege with
intermatical or foreign business
recuired by statute. The proposals were
as follos:

1 Allow Edge corporations to provide
full banking services (deposits, loans
and other services) to a limited class of
companies that are restricted charters or

PRINTED IN NEW YORK, FROM FEDERAL REGISTER, VOL. 50, NO. 190

For this regulation to be complete, retain:
1) Pamphlet effective July 8, 1983.
2) Amendments December 20, 1983, February 13, 1984, March 29, 1984, and June 30,
1984 (included in slip sheet dated April 1984).
3) This slip sheet.
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licdess toan eclusively intematiael

aszir:ﬁ' Edge corporati engace
ow as O
indomestic leding activities to the
extent they were funded with oversees
its from nonbank sources (tre

“fimited branch™ conoept).-

3. Al low Edge corporatiaos to lend far
domestiic purposes toU.S. residat
customers so lagas at lesst 75
of tre aedits extended to tret custorer
were for intermatianal purposes and met
ﬁeﬁ’aj% }:la&ctla'stestga

4. Allow Edge corporatiaons to lend for
domestic purposes 1o cartain gualifyirg
custarers (U.S. resicats
prrcipally in intermatianal business) so
log as 75 percent of a corporation’s
business meets the trasectios st @
modified trarsectiaal leenay

The cgnnents on tte proposals were
mixed. Twenty comenters
any expansion atai_ll_rg'e powers of
Qorporatdas comenters,
Eliéicr]%nlysmllerand regiaal berklng
orgenizatias and associatias
represanting such orgenizatians, stated
thet any intrusion of ios
into damestic business B tote
intent of the Edge Act, would aostitute
inpermissible nterstate barking, and
would berefit only large institutios o
the detriment of sral ler argenizatias.
On the otrerhand, four comenters
supported dll the proposals toexpand
Edge poners. The remainder of tre
coments some expansion of
powers of Edge corporatias but there
was axsidersble dnersity intte
recommended gpproades.
Restricted Charter
ot ldpro. %I'Eaglebark
ancou i
res (it e, Tertirg
other sarvices) toany entity that
anly in interretiael business
by virtte of isdarter or licase or by
govermment regulation. These
establisments would incluce such
atitiesas interatical aidiresar
shipping linss and export trading
carpanies that engage eclusively in
intematical activities. This proposal B
viewed as essier to adninister then tre
qalified business ettty (QBE™)
conoept thetwas proposed but not
adopted In19M, which recuired tret the
QBE meet a qentitative testbased on
1 transectios
e<|10'rormetBoardrrporthas determined toadopt
this testas proposed. There isaclear
intemaetical comection intte
geeratias of these entities and any
transection by an Edge inwith
one of these entitieswould be incidental
1o interratiaal or fareighbusiness.

Some commerters sugpested expanding
the Istofeligible otanizations ©
incluce enessies, aoaulates, agarcies
offaelmgwen’nents interratiael
comodities brokerage fims,
intematical orgenizatios Sichaste
Wor 1d Bark, and Foreignh Salles

Ca'snrati(rs (FSCs’”). The Board hes
included FSCs on tre Itintte
regulation because they meet the testof
keing eclusively engaged in
intermatioal trarsectias. The other

the cooments dll
mﬁ?@nﬁtmbﬂm‘s‘s
and thereforewould not quallify under

the et ltshould be roted, honever,
thatEdge corporatians are arrmﬂy
permitted tomaintain offical

and corsullar acoounts, although they
may not offer acoounts o

persarel. The Board saotinuing to
aorsider standards and procedures far
determiningwhether other entitiesor
businesses may be considered truly
interratiaal and therefore eligible fTar
full banking services fram Edge
corporatias.

“limited Branch” Concept

Under this goproach, the intermaticel
lirk thett is recuiired between an Edge
ionsdomestic and interraetiael
business woulld have been supllied by
the funding sources of the Edge. The
prq:xml_\f\oulo: erIjhc";(veﬁ:rpermitted an Edge
coporation o rpose in
the Unirted States up to%%z%ount of
the dgoosits itderived from foreign
nonbank sources. This drew
themost support of any of the proposals
fronmoney center banks, some regiaal
companies active in intermaeticel
lerding, and track associatias of tre
later irstitutias. These comenters
stated that thiis proposal owld be tre
sirglemost inportat ra_f
measure tatwould ereble Edges to
compete more ithU.S.
branches and agancies of foreigh berks.
They also stated that the Board hes
broad discreticnary power under the
Edge Act to determine what B
“Incidntal” and that the tiebetween
nonoalifying loans and forelign dgoosit-
takingmay provide a aufficiet
intermatiaal news. They went on ©
state thet the effectiveess of e
gpproachwould be seriasly
compromised by not includirg dl
foreign source dgosits, including those
fron foreignh barks.

The opponernts of this approach stated
that a fuding lirk s ilufflicient o
make dorestic loas " incidntal”
intematicnal busiress. They asserted
that the Board would be assistirg inthe
caregtion of a logghole tretwould permit
evasion of the restrictias on interstate
berking, including by nonbank barks.

Opponents also contended that
remain an attractive \ehicle depite
limitatias on poners, as evidenced by
treir proliferation since 1979 (fran about
70 offices to about 30 offics).

After axrsideration of the comments
received, the Board was not convinced

that adoption of this would be
arsistettwith the requirenents of tre
Edge Act thet an Edge ions

business in the United States nust be
ircidantal to foreighbusiness. ltwas
allso not cllear that the proposal would
further the purpose of tre Act to firence
intematiocnal trace since the thrust of
the proposal would be toward
trarsactions of a purely damestic
reture. For these reasons the Board
determined not to adoptt the proposal in
the firal revisin.

Trasactioal Leeway Proposals
The two other proposals put forth for

an Edge
corporationwould be permlttedto led

toacustarer forany up S
peroentoflhaEdgeS leding o
that austarer. Thus, 75 percent of the
business ofan Edge inwith

that customer woulld have tomeet the
transaction-bhy~transaction testhut the
Edge would also be able tosarvice the
needs of the custamer better by lending
a limited amount farpurposes that coulld
not meet this strict transaction et
There would be no expansion of
deposit-taking activities.

Some commenters were opposed 1
ﬂlsapproagfhasan W\anfangag

ion s in
expmsmlc am.E%ge&eprgsAgld not sygport it
because the proposal would be o
difficidtto inplement. These
recordkeeping wou rdensome
and that compliance could fluctLate
aooording towhen a custarer repaid
loas.

Ina similar\ein, itwas also proposed
that an Edge corporation be permitted t©
lend ©© "'galrfied customers” far
domestiic purposes up 1© 25 peraant of
the Edge 5 total ladirg. No expansion
of deposit=tekingwou ld be permintted.
The Board reguested gecific comment
on the Tessibility of the approach and on
the measures that should be emplloyed
indetermining qualified astoers. The
Board actual data that coulld
be used inestablishirg the test

As with the previous goproach, few
comenters supported this pragoosal .
Most dojectiasfocused on the
difficiities inestablishing a ratiaal test
formeasuring intermatiaal business
and on the ing burden thet
would be required. Others dojected on
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the grounds thet the berefits received
would be faroutweighed by tre
burdensome requirerents of tre

- Many other comenters,
mainly smaller and regianal banking
orgenizatians, aojected because, intteir
view, itwould exceed the socope of tte
Edge Act and would permit Edge
participatian in damestic barking.

Inproposing ﬂfweﬂcomrenr?: te

Board had intended to reduce tte
burden ofmaintaining records on a
trarsactiaHy~transactian besis. Many
of the comments indicate trat these
proposalswould be more burdensome
then the current requirenents.
Moreover, littleussful data tretWould
help esteblish a g alified custorer et
in the modified transactiaral leenay

1 was supplied by the comments.
In lightofthisand the adnittedly
difficitadninistrative problems
associated with the proposalls, the Board
has determined not to adopt these

S.

One commenter did submit data on
the number of companies that engage in
eqort sales and recommended adoption
ofa testthet esteblises avery low
threshold of intermatioal sales--10
percent-in order to qalify. Insuyport
ofthisvery low tet, the comment states
thet Itisthose companies with low

sales trat coulld best use tre
Frvias of ias. The
Board isoftre view that this does ot
meet tre intent of the proposal, whicch
was esteblish a testofwhether a
customer sprimarily engaged in
interratiaal business such ttat all ofan
Edge dealings wirth that customer
ocould reasoneblly be deemed tobe
intermatiaral by rellated. This particular
proposal woulld permit Edges toactas
Tl sarvice lenders to companies that
have regligible comectios t©
intermatiaal business transactics ad,
for this reeson, the Board diid nott adopt
[ o

Insum, the Board hes revisd
RegullationK mpemitE_dgeﬂB
corporatios tbengage ina rage
of trarsactionwinth idntificble
intermatiaral businesses. The Board has
not adopted isions tretwould allov
a abstantial expansion of an Edge

ions darestiic powers because
of tre difficulty in devising standards
thatwould meet the ircidattal et
would be essily adninistered, and
would not involhe potentiial evasion of
baklsmmym' 105 agpinst interstate

ng.

Allthough the Board has adopted anly
one of the proposalls liceralizirg Edge
leding porers, the Board alsobelieves
thet the purposes of tre revision of
Regulation K, whiich are tomake Edge
corporatias more anpetitive and to

provide U.S. businesses wirth a source of
intermatical asditand other senvices,
et gty traBartl Trie
regulation .
include a signrficant Increese inthe
leding limitof Edge iosand
the liberalization of investment limits.
Wirth respect to activities inthe Uniited
States, the revised regulation darifies
that an Edge corporationmay offer
merger and acouisition advice to foreign
persons and ©OU.S. with
toforeigh assats. Thiswould Incluce
providing advice toa U.S. company on ®
prfé?d rrergerwi%_a’atryi_sitl@by
aforeigh company . This
been_pan_b;a%ydetemilqed 1
permissible Qorporatians
Sbject o the coditions thet a foreign
company towhich itprovides advice B
a company more then half of the assets
and revenues ofwhich, on a
cosolidated besis at the ultinate
parent ledl, are located and derived
autsice the Unirted States. Advice on
tra_rigg:ioslin mefclrheited States is g
aailsble only toforeigh persons and a
U.S. subsidiary of a foreign company
woulld not be considered “foreigi” for
this purpose.
Smilarily, tre provision dealingwith
an Edge corporation acting as a agent
for the purchese of ssarities at the
has beaennd% pthg;% The "
as .
provisionwas darified to require tet,
with respect o U.S. saurities, te
custarer farwhom the Edge corporation
sactirgmust be a foreigh param. In
thisraad, an ionwould
be permitted 1o purchase and =, far
the account of any asstarer, saaxities
that are rgisterad inthe United States
for the sole purpose of sarvilg as a
astitute for foreign seaunties issued
g'%jm'léme kinds of searties, so-
rican depository recel
(ADRS”),ﬂr%/e sk?tame cnl_ywﬂii
respect to the underlying forel
suritiesand ﬂ*erelgewould%]e
consiidered foreigh ssaurities far
pu ofRegulationK.

e revised regulation alsowould
p@an;itEdge o ions toengage ina
wider ign exchange
then israrge [ZBIT%:‘UH‘J As nzeacvz\,]wiy
atracts inforeigh ex are
developed, an Edge corporationwould
be permitted o enter these aoracts
without receiiving priiar Board gooroval -
Several comenters stated that futures,
gotias and gotias oh futures cotracts
on foreligh exchange are ussful hedging
tools that enhance the aillity of an Edge
corporation tominimize riskassociated
with transectios rellated to foreign
aurraties. An Edge corporation 5
eected to conduct these geratias in
a pruderit manner and inacoordance

wirth the policies governiing the fareign
exchange activities of itsparent U.S.
banking %mum For andEgge S
corporation isnotowne aus.
banking orgenization, the Edge
corporation should conduct s foreign
@(dnrgjeetnw%e; in acm_robnoe;/gﬁw
Board policies. This authoritywould not
permit an Edge corporation tobecome a
member ofan exchange or toact
orerally as a broker or futures
comission merchant wirth respect to
aotracts on fareighexdange. Such
activitywould require an gplication to
the Board forprior approval

Prudential imitations on Edge
corporations

The Board proposed a number of
changes t § 211 6 ofRegulation K,
cealigwirth limits on acoeptances,
leding limits, and cgprtal requirenants.
The tedmical changes on bankers’
acoeptances— one clarifyirg thata
separate leding Imitgplies o

of the kind described in
sctaon 13 of the Federal Resene Act
and the other dlarifying the treatment of
participation agreements with respect 1
acoeptances- drew littlecomment and
are adopted as proposed.

The Board has also proposed raisirg
tre custorer leding Imit forEdge
corporatian from 10 perocat © 15
percent of the Edge Corporations
cpital and suplus. Some camenters
stated thatt an Edge corporation does not
need a sgparate lending limitand thet
an Edge’s leding should merely be
aggregated into the parentbanks
custorer leding limit. The Board,
horever, cotinues tokelieve tret Edge

corporatias, as sgarate corporate.
banking \ehicles, should be ogperated in
accordance with starhrds,
whichwould include diversification.
Therefore, the separate leding It for
Edge ion Bmaintained. The
Board the proposed increese in
the per-custoner lending limitof 15
percent of the Edge corporations cepital
and supls.

With respect to lendirg limits
grrerally, RegulationK allso requires
aggregation of tre loans made toa
custorer by an Edge corporationwith
tre loans 1o tre same custorer by the
parent bark. The total anount may not
exceed the parent banks lending limit
The provisian has been the source of
some corfusion because RegulationK
includes wirthin the lerding limit certain
kinds of doligatians thetmay not be
included inthe parent bank lerding
Imit. For example, RegulationK
includes within tre lending limit
inestments inueffiliated
orgenizatians. The Nationall Bank Act,
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It M0 porotit O il and
inestup 10 peroat of its

surplus indebt searities of other
agenizatias. These investmantt
srities are not included inthe
National Bank Act’s lerding it

The purpose of the aggregatte in
requirenent stopreent ;
bank from using the Edge corporation to
evade tte parmtofogaprlfn’s leding Il'mis_'
For ini 1ance
W|m%erWm rsglgn]:)?:
RegulationK 5 lending Iinit, a parent
bank may exclude from the Edge

1N loans and extersiaons of
aeditany dligatias, such as
investment saurities, tretare not
included inthe parent banks lerding
limit. Where such diligatias, honvever,
are slbject to sgarate limitatias inthe
law or regulatias govemning the parent
berk, theEdge ionsholdings of
such doligatiasmay not be used O
evade these separate limitatias on the
parent bark.

With respect to cprtallization
requirenents, under the aurant
requlation the ceprtal recuirerent for
banking Edge corporations ssetat7
peroentof“risk asEtswith rikassets
being defined as total as=ts less e,
amounts due from damestic barking
otpnizatias, U.S. govermment
p (o) o)
accord wirth the standards gplied to
il bty GicElcn. The Board

guicklires
did not adopt thisproposal -
The principal dojection to tre
1 incomments sumitted o tte
was simillarto tretvoiced with

respect o lading limits, renely, thatno
irenent Idbe
lied toEdge 10s because
aremerallym‘tsof

bankiing orgenizatians towhich a cpital
requirement isgplied on a consolidated
EdgetBSlS However, asalreaymtajly an

oorporatJm sasarate
dhartered company engaged inthe
conduct of a bankiing business and
should therefore maintain an irdividal
cprtal position to support: itsown
geeratias. Moreover, not all banking
Edge corporatians are part of larger
banking orgenizatians towhich ULS.
cprtal requiremants gply. Inaddiion
toEdge corporations owned by foregin
berks, saveral Edge iashave
reantly been acquiired by nonbanking
orgpnizatias.

A number of comments dbjected to
abandoning tre “risk asset” cpi
recuirarent, asserting tret ibwould
have a negative impact on some Edge
corporatians because of clearirg
actmities and the large amounts of fuds
in tte category of “‘due fram berks .’ At

the time the change was proposed,
asilable data indicated tet, while a

faNba’klng Edge corporatianswould

amount of fiat, and thus the amount of
interbenk claims booked inEdge
coporatias. Thus, the arigiral
Tor epital requirements appeared
irgpliceble. More recent cata still seem
toocotfim thet aaclusian. The data
show that: 12 aut ofF 94 banking Edge
iaswould have toddtain
additiaal cpital or reduce as=ts ifte
cpital standardwere changed. Of those
12 Edge corporatias, many are eftter
placing large amounts of surplus funds
wirth thelr parent banks or are very
active in interberkmoney market
trasctias. For example, inseveral of
these Gases, clains on otterbanks
amount toamgjority of total asets.
Most of the affectd iashave
cpital ratics that range fron three o
Tiveperoant of total asets and are dill
cpitalized vell above the 7 peroant of
niskassets stadhrds. The remaining 8
banking Edge corporatias, inaddition
tomesting the ridesset ratio
recuiremat, also have cpital ratics
vell Inexcess ofteminimum
standards under tre cpital guicelires.
In Ilgtofﬂfega'erallysatlsfactcry
cpital positians on Edge coporat
the Board has deciided tocbléra:l]mon
this proposal pending father experience
with the eepital guidelines farbanks
and bank holding companies. Those
quicklires are being reevaluated inthe
ligtof recent developmentss inbanking
markets and for treir adequacy I
relation to aunrantbanking
The Board believed trat a change inte
method of calaulating the cpital
requirements of Edge Corporations
should avait that reevallation. As
alreedy roted, the great bulk of existing
banking Edge corporations now meet
the commercial bank cpital starchrcs.
Because the Board ha3 deferred action
on the proposal toadopt the
adequacy standards gyplicable tobanks
forEdge ias, RegulationK hes
not been revisad to corform the
cefinition of epital and surplus o the
cmponerrts ofprimary cpital inthe
Board's capitall adequacy guicelires.
Copital and surplus trerefore vill
continue e defired In §211.2(b) o
include paid-in and uninpaired cpital
and suplus, whichwould incluce
resenes far loen losss, and udivided

profits, but not cepital notes or
debentures.

Change Inantrol ofEdge corporatias

The Board in 1984 proposed for
comment a procedure tretwould require
a person togive the Board priornotice
of aoquisition of antrol of an Edge
corporatian. In itsproposal, the Board
noted the sUstantaal growth inthe
number and the asset size of Edge
corporations sinee 190, and treir
increased participation inthe economy
and tre interbark market. The prior
review procedure was intended toallov
the Board to assess the firercial
stragth of the aocouiror and whether
adverse effectsmight result from the
appisiaon.

Under the proposed procedure any
personwould be required togive 00
days’rotice before aoquiiring 25 peroant
ormore of the voting shares of an Edge
Qorporatian. The Board could
disgprove an investment or impose
oodrtians necessary to prevent adverse
effects such as arflics of intarest,
undue concentration of resources or
unsound banking practicss. The
proposal was gererally supported inthe
comments received. Honever, three
comenters dojected on thegrounds
that the Board lacked gocific statutory
authority for the requiremant.

The Board has exclusive jurisdician
oer dartering, sypervisingand
examining Edge corporatias. The
goveming slalueand theBoards
regulatios esteblish a comprehensive
scheme requiring the priior gpproval of
the Board for the formation and
establishment ofEdge corporatias,
extensions of trelir corporate existae,
change to tteir artidles of association,
treir inestmants inother orgenizatios
and any new activities inwhich they
may seek to egege. Moreover,
paragraph 4 of the Edge Act provides
that an Edge corporationmay prescribe
“y-lans not inoosistentwirth law or
wirth the regulatios of theBoard . . .
regulating the manner inwhich itsstodk
dull be trasferred . - . 2’ This
Tramework comits regasibility o tre
Board tomaintain the sound gperation
of Edge corporations and clearly
authorizes the Board toadopt a
procedure for review of tre trarsfer of
oanership ofan Edge mmmm
Therefore, the Board
proposal The Iarg.ﬁgeofﬁeprqaosal
was revised to reflect some tednical
darificatios and tomake clear that the
prior notice requirerents gplies o
foreign banks aouiring between 25 and
50 percent of the shares ofan Edge
coporatian.
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Investment procedures

Under RegullationK, U.S. banking
orgenizatias may Inest in
interratical susidiaries tret axtfire
their activilties 1o those Secified by the
Board as pamissible, and may acouire
201050 parcent interests inforeign joint
vantures ttet are inantly
engaged inpramissible activities. They
may alsomake interratiaal prtfolio

investment by acouiring up © 20 percent
less of

investments must be made in
accordance wirth procedures st farth in
the regulation.

Three changes were proposed inthose
proosdures

1 Under the Gereral Consait, toraise
the amount for initial investments thet
may be made without priorotice or
goproval fron&2 milllion o$15 million.

2 Under tre Gereral Consent, toalter
from historical aost tobook value tre
besis onwhich additical investments
ina sirgle orgenizationmay be made
wirthout priiar notice or ggoroval .

3. Inthe acouistion of going concerrs,
topermit some leenay intte
requirement thet subsidiaries aatfire
treir activities eclusively 1o those
listed intre regulation.

The Gereral Consert now parmits
initil investments of lessar of £ milion
orfive of tre Inestor’s cpital
and surplus tobe made without priar
rotice or corsat, provided, of course,
that the investmant raises no question
regarding the pemissiblity of the
actmities. The comment supported a
liberalization of the Gereral Consertt,
wirth some commerters proposing a
higher dollar anount then thet

, and others
elimiration of the dollar anount with
reliae eclusively on the five percent
of cpital Iimitatin. After aosideration
of dll coments, the Board adopted the
proposal to raise tre it investment
amount covered by general consent o
S5 million. Inreeching this
determination, the Board noted tret
elimiration of a collar amount limit
would allow tre largest banks tomake
sustantaal individal investments
without any priar reviiew, insome cases
of up S0 million. Because this
amountt can be leveragedmany times in
the case of alsidiaries, thus Incressing
exposure beyond the investment
amount, the Board decided tomaintain a
dllar Imit sstata leel tretwould
allov rouire it investments tobe
made without regullatory sorutiny whille
at tre same time permitting regulatory
review of those investirents traetare

lilkely tobe more sigwfica.

As 1o the second proposed change In
investiment procedures, additiosal
inestments te il

investment (or seriies of investments up
S5 millia) inan ogenizaticnmay
ggrv\vsg:t made Lnderﬂ’eGgrferal 0
inany one year ofup
gar(B’ltofﬁehlstorlcal cost of e
these rigtsmay be

mecﬁorvmdand accunulated forup
tofeyearsiie, up oD paat). It
was p that the besis far this
calaulatian be changed from historical
oost tobook valle. ltwas believed trat
tte book value would be essier to
acoount forover time and therefore thet
the change would represent a
sinplicatian. Honever, a number of
strag dojections were received o the
proposed dange, and these dojectias
were registered mainly by orgenizatios
active Inmaking additicral investnants.

The main were tret
mairtaining records ofhistorical ast B
not burdensome, thaetbook values
fluctuete, and thatmore often thennot
additicral investments are likely tobe
needed where the book value has fallen
below historical ast. Some camenters
sugpested that ifa change were tobe
made itshould permit the greater of
historical aost or book value o be used
as the besis. Honever, thisoould leed O
difficit problems of regulatory
adninistration and conpliance. In ligt
ofdl the coments, the Board decided
o retain the historical oost ariterion for
calaulating additical investments under
the General Consent

The lhlrdproposed change in
investmant procedures was toallova
artainamount of leenay intre
pemissible activities of sUsidiaries
when they are aoquiired as going
QOoaTs. Underﬂfep'esatregjlatory

require|ats, a susidi
corform itsactivities a?/Lsn,elyto
lationor

those listed intte
otherwise parmirtted by the Board. By
antrast, up 10 10 percent of the essets
or revenues of a_jointventure may be
attributzble © inpermissible activities.
When ausidiaries have been
amlredasgnlrgwnerrs tharehave
often been parts of the argenization
engaged In inparmissible activities.
These ssctars, either departments of the
company or separate sUsidiaries, have
oftenbeen siall inrelatin o tre
oerall orgenization and sometines
have been historically associated with
the fimaoquired. Inthe ciranstances,
ithes frag ently been awkward to effect
their discontinuance eitrer prior
auisition or even post-acuisitian. The
proposed change sought to avoid this
kind of difficultyby settirgade minimis
standard tratwould allovup t© 2
peroant of assets and revenues Insuch

companies tobe derived fran
inpemissible activities.,

While supoorting the i mpirt:'ple,
many oonmenters suggasted a |g'er
limit[eg., I) ﬁ
Iiritsalecledtoal susidiaries (g)lrg
proposal b q?rtne%oe)d dgl*e

was 1 toprovi
Tfledhility to banking orgenizatias, the
Board adopted a limrt of 5 percent of
asets and revenues tratmay be
derived from inpermissible activities In
a subsidiary acquired as agoing
oconcem. The provision s intended
primari ly to permit acquisitians under
the Gereral Consent and should provide
the intended fledbiity intret aea.
Where, honever, an Inestor proposes
tauirea large orgenizatian,
whiich does not q.alify for the Gereral
Consarit, such et 5 of es=ts
and revenues woulld be larte inabsolute
collar tams, the Board willl ke into
acoount the siz of tre investent, te
magnitude of impermissible adivities,
and the structure of tre acouired
orgenization indeteminingwhether te
proposed investmentt should be
approved orwhether tre inpermissible
activities coulld be retained. The Board
also determined thetde novo
Sbsidiaries should contiinue to corform
strictly to the activilies standards setby
the Board because the has
antrol over the subsidiarys activities
from tre atsst

In addirtion to these reisia s, the
Board adopted as proposed the revisian
1 8211 5(dx®) thetwould permit foreign
susidiaries o uderwrite al forms of
aadit lifg, and aedit accident and
health insurance, elimireting the
requirement thet such insurance be
ucerwrirtten onlly for aedit extended by
the Investor and itsaffiliates. Sectdon
21 5d@) was revised to diarify treta
U.S. banking orgenizationmay  Inest in
foreign trift institutio s, such as
savings banks and building and lcen
asciatias.

The Board allso adopted as proposed
the revision trat elimirates fron tre It
of activities in § 211.5() those activities
that the Board has found tobe clossly
related tobanking by order under
section 4(OX®) of the Bank Holding
Company Act. Investments made or
ativities commenced in reliance on this

provisionmay aotinue obe held or
conoucted.

Securities Activities Abroad

The Board proposed no change to the
provision permitting foreign subsidiaries
to engage in certain securities activities.
Comments were received on two
aspects of securities activities abroad:
limits on the underwriting of equities
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and Imlsaﬂ'a:ﬂrgoballl%tUadlrg in
%/el an('g:dy nde
underway in
ﬁlsmlsdﬁ'g%were adoptedy in
the rulesgoveming
saarties adtivitties abroad pending
further study and
U.S. nonbanking actlvmes offoreign
banks. One p change intre
regulation dealtwirth exempt US.
nonbanking ectivities of foreign barks.
Section 2(h) of e BHG Act parmiits
foreighbanks to own foreligh companies
tat innonbankiing activiies in
the United States ifthe US. activities
are intre same gereral lireofbusiness
as the company s foreign ectivities. The
exenption i intended toprevent

ocaur ifitsnonbank affilideswere
copletely barred fromU.S. markets.
Honever, the exenptionwas intended
obe arilable © comercial and
irdLstrial companies withwhich foreign
banks were affiliated and not to

companies trat infirecial or
ﬁrerr:lally—relam orare
primari ly investment vehicles.

To darify thispoint, an anendment to
§ 2.3 Q) was proposed whichwould

ire these fareign companiies
%jllaedwnh fore|g1 banks 1o conduct

ng business oversess In
tolgg:j\nrmtageor‘tre

ion. Thiswould preclude a
foreigh company thet anly in
aocuiring nonoontrol ling interests in
other campaniies fram using the section
2(h) exemption toengage inthe United
States inactivities of the kind conducted
by such ies. An e Ievvould
be a foreighbank thet di
irdirectly acouiires ail and gas pmw*ues
abroad as investments and seeks o rely

on the sectian 2(h) exerption o engage
inthe all and gas business inthe United
Slr;ttesortoengageSuch cererally i |r11ha
inesting in prgoer tissin
thtedrSlgates.

Two commenters opposed adoption of
this change. They argued that the Board
should not seek to prevent foreign:
banking organizations from investing for
their own account in real estate and oil,
gas and other mineral properties in the
United States because these are
commercial properties entitled to the
exemption. The Board is of the view that
the exemption was intended to apply
only to directly related U.S. activities of
foreign affiliates engaged in commercial
activities and was not intended to allow
unrelated investments in commercial
and industrial businesses in the U.S.
simply because investments are held in
the same kinds of businesses abroad.

Both commenters that the
provision not be construed toexclude

foreign shell holding companies that are
set up for legitimate corporate tax
purposes. The Board did not intend that
the proposal interfere with or inhibit the
legitimate structuring of foreign holdings
by foreign banking organizations. The
Board adopted the proposal with the
clarification that the U.S. company may
be held through a shell holding company
so long as the foreign banking
organization controls a foreign company
actually en?aged in the same kind of
commercial business as the U.S.
company.
The Board had also proposed a
change to 811_23(b) of Regullation K
concemiing galfication of foreign
banking organizatios to take
ofthe exenptiions for foreignbanks in
the Bank Holding Company Act. The
required thet a foreign bank
incluck in its calaulation of the amount
of isas=ts, revenues and ret incame
attributeble toU.S. barking, any asets,
revenues or income derived from
banking gperatias INU.S. taritories
and possessias and Puerto Rico. The
Irstitute of Foreign Bankers dbjected to
tis because such locatias
have gereral ly been treated as fareign.
However, the Board aontiinues tobe of
ﬁewevvtmtaforelgﬁberk should not
be pemitted O itifinD
qg.elification for exemptions fram
nonbankiing prohibitaas by including
banking assets tretare sbject o ULS.
Jurigdiction. Therefore, the Board
adopted this revision as proposed.

Other Issues

The Board also adopted two
liberalizing provisions that were not
contained In the proposal for comment

Additional investment authority for
foreign branches. Section25 of the
Federal Resenve Act provides trata
member bank may hold the shares of a
fareignbank as a limited exagption
the restrictias on member bank
oanership of stodk garerally. The Board
has not permirtted member banks tohold
directly the dhares of any foreign
orgenization other than a foareligh bank.
The Board has received requests to
permitmember banks tohold directly
the shares of companiies trat engage
anly inactivitties permirtted to the foreign
branch or foreignbank subsidiary of tre
member bank where the conduct of tte

activity Ina separate
requra:la’netnssaryuxﬁana}al lawor
lation.

e Board has the under
sscion 25 togrant addirtioal povers to
foreigh branches ofmember banks
where such povers are usual in
comectionwith the banking business in
the country inwhiich the bank s located.
The Board has used thisautioritywhere

an additicral power appeared
inorder to al low foreign branches of
member banks 1o campete with laczal
banking orgenizatias.

The Board has amended tte
regulatios o permit amember bark,
wirth the priar gpproval of tte Board, ©
hold shares of subsidiaries that engage
Plely in activities permirtied to a foreign
branchwhere this structure srecuired
by local law or regulation. Because the
subsidiarywoulld engage onlly in
aotivities permirtted to thebranch, the
shareholdingwould be pennlssmle and
arsistentwith the Boards lagstanding
position thata member bank may not
diractly hold the dhares of a foreign
company except as the Board may
permit in acoordance with ssctian 25 of
te Federal Resene Act.

De minimis investments in shares.
RegulationK requires divestiture of any
investment ifthe orgenization invested
inengages directly or irdirectly in
business inthe United States trat isinot
permirtted to an Edge Corporation. This
requirerent gplies no matter how
gsmall the omnership interestmay ke,
and can have an adverse impact upon
U.S. banking orgenizatios thetmake
srall investments inforeigh companies
that thereafter engage directly or
indirectly inactivitses in the Unirted
States.

Several comrenters requested limited
relief from this divestiture requiirarent.
The Board believes that this requi
BsuTecsssarily strimgaitand has
amend the regulation o permirt U.S.
banking orgenizatians o inest inup to
e peraant of tre shares of a foreign
company thatengages inbusiness inthe
Unirted States without being requiired to
divest those dares. Thlsﬁ\eperoent
exenptionwould
ex ion farbank holding ocmoanles
under the Bank Holding Company Act
for investments inup 1o five percent of
the shares ofFany company without
regard 1o the activities of the company
and may fairlybe regarded as incidental
1o the Toreign business of the Investor
because itisade minimis holdirg.

In ligtofthe Board s adoption of this
literalization, other dlarifyairgand
conforming changes were made ©
§211.50).- i

Pursuant 1o section 86(b) of the
Regulatory fledbility Act (Rlb. L 90-
I, 5U.S.C. Al et seq.)t the Board
artifies that the regulatdianwilll not have
a sighificant economic inpacton a
sustantial number-of stall etities.

ListofSbjectsm 12CFR Partill

Banks, banking; Federal Reserve
System; Foreign banking, Investments,
Reporting and recordkeeping
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mgg?'tnedlrg carpenies,
rikreene, oty
and disclosure of intermetiarel =S,
zﬁgntirg forfees on intermaticel

12 CFR Part 211 isamended as
follons:

1  The auttority atation forPart 211
aortinues o read as Tolloss:

Authority: Federal Reserve Act (12 U.S.C.
211 et seg.y, Bank Holding Company Act of
1956, as amended (12 U.S.C 1841 et seq.); the
International Banking Act of 1978 (Pub. L. 95-
369; 92 Stat. 607; 12 U.S.C. 3101 et seq.)\ the
Bank Export Services Act (Title I, Pub. L. 97-
290, 96 Stat. 1235); and the International
Lending Supervision Act (Title IX, Pub. L. 98-
181, 97 Stat. 1153).

Supart A of 2CFR Part 211 s
revised o read as follons:

P m i 211— INTERNATIONAL
BANKING OPERATIONS

Subpart A-=-8nternatsonaS Operations of
United States Banking Organizations

Sec.

211.1 Authority, purposes, and scope.

211.2 Definitions.

211.3 Foreign branches of U.S. banking
organizations.

211.4 Edge and Agreement corporations.

2115 Investments and activities abroad.

211.6 Lending limits and capital
requirements.

211.7 Supervision and reporting.

* * * *

*

SUBPART A—INTERNATIONAL
OPERATIONS OF UNITED STATES
BANKING ORGANIZATIONS

§211.1 Authority, purpose, and seop®.

@Authority. This sugpart sissud
by the Board of Govermors of tre
Federal Resenve System (Board’)under
te ity of tte Federal Resene Act
(FRA™) (LRUSLC. 221 etseq.)] theBank
Hollding Company Act of 1956 (BHG
Act)(12U.S.C. 1841 et seq.)\ and tte
Intermatiarall Banking Act of 1978
C¢IBA) @3t 6)7; 12U.S.C. 3101 et
seq.). Requirements far the collection of
information cotained in this regulation
have been approved by the Office of
Management and Budget under the
provision of 44 U.S.C. 311, etsy. ad
have been assigned OMB Nos. 7100~
Q107; 7100-0109; 7100-0110; 7100-0030;
7100-0086, and 7100-0073.

®Purpose. This subpart setsaut
rules goverming the interratical and
Toreigh activities of U_S. banking
orgenizatians, including proocedures far
esteblishing foreign branches and Edge
ocorporations o engage interratiasl
banking and far investmants inforeign

izzbas.

©sScope. This supart gplies o

corporatians organiized under ssctiin

@ ofﬂeFRAogls,ZUSC 611-63D),
“Edge corporati L] as
having an agreement ormg(u
wi'th the Board Lnderssctlm250ﬁre
FRA (RU.S.C. a01-6X), “Agreement
coporatias'; tomember banks with
reqpect to treir foreighbrandhes and
investments inforelign banks under
sctin 5 oftte FRA (RU.S.C. 601-
8042);1and 1o bank holding companies
wirth respect to the exenption from tre
nonbanking prchibitias of the BHC Act
affforded by sectaan 4013 of e BHC
Act (RU.S.C. 18BOI3)-

§2112 Definitions.
Unless otherwise specified, for the
purposes of this subpart:

@ An “affiliaig’ of an organization
means (D) any entity ofwhich the
orgeniization isa direct or irdirect
susidiary; or @ any director irdirect
subsidiary of the organiization or such

O ’(};pllal and surplus’means paid-
inand unimpaired cpital and suplus,
and includes undivided profits but does
not inclucke the proceeds of eepital notes
or cebentures

(c) “Directly or indirectly” when used
in reference to activities or investments
of an organization means activities or
investments of the organization or of
any subsidiary of the organlzatlon

d) An Edge corporation is “engaged
in banking” |f it is ordinarily engaged in
the business of accepting deposits in the
United States from nonaffiliated
persons

() “Engaged in business” or “engaged
in activities” in the United States means
maintaining and operating an office
(other than a representative office) or
sub5|d|ary in the United States.

g Foreig” or “foreigh country’”

to one ormore foreighratias,
and inclukes the oversess Tt
ies, and irsular possessias

‘those rations and of the Unirted
States, and the Coomonweal th of
Puerto Rico,

()] “Forelgn bank” means an
organization that: is organized under the
laws of a foreign country; engages in the
business of banking; is recognized as a
bank by the bank supervisory or
monetary authority of the country of its
organization or principal banking
operations; receives deposits to a
substantial extent in the regular course
of its business; and has the power to
accept demand deposits.

(h) “Foreign branch”” means an office
of an organization (other than a

1Section 25 of the FRA, which refers to national
banking associations, also applies to state member
banks of the Federal Reserve System by virtue of
section 9 of the FRA (12 U.S.C. 321).

offi®) tret s located
autsice te under the laws of
which the orgenization isesteblided, at
which abanking or firercing business s
aoducted

@® “Investment’” means the oamnership
or axtrol of shares (inrcluding
partrership interests and other interests
evidencing oxnership), binding
commitments to acouire SErEs,
antributios to the pitall and surplus
ofan orgenizatian, and the hollding of an
organizations subordinated debtwhen
shares of the orgenization are also held
by the investor or the inestorsaffiliate.

@ “Investor’’ means an Edge
Qorporatian, Agreement i,
bank holding company, ormember berk.

® “Jointventure’means an
ortpnization thethas 20 peroart ormore
of iswvoting shares held directly or
irdirectly by the investor orby an
affiliaie of tre inestor, butwhich ot
a susidiary of e Inestor.

(OB ization’means a
corporatian, govermment, partrership,
asociatin, or any other entity.

@) “Person””means an |rde.al or
an orgenization.

) “Fartfolio investment” means an
investment inan organization other then
a susidiary or joinbventure.

© ‘Representative office’ means an
office that engages lely In
represantatioal and edninistrative
functios such as olicitatianofnew
business faror lialsnbetween te
orgenizationshead office and
custorers inthe Unirted States, and does
not have authority tomake business
decisios for the acoount of e
organlzanm represated.

© “Quosidiary”’means an
orgenization more then S0 percent of the
\oting shares ofwhich sheld directly ar
indirectly by tre inestor, orwhich B
otherwise aottrolled or capeblle ofbeing
antrolled by the investor or an affilisie
of tre inestor.

§211.3 Foreign Ibranehes off U.S. banking
organisations.

@ Establishment offoreign
branches.— (DRight to establish
branches. Foreignbranches may be
estzblished by any member bank having
cpitall and surplus of $1,000,00 o
more, an Edge corporatian, an
Agreement in, or a Susidiary
held pursuant to this Suipart. Unlless
otherwise provided inthis ssction, the
establismant of a foreign -branch
recuires the goecific priar goproval of
the Board.

@ Branching within aforeign
country. Unless the organization has
been notified otherwise, no prior Board
approval is required for an organization
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toeslablmaﬂrtlmalbraﬂm inany
oantryv\here itoeratesone ar
more

@Branchmg into additionalforeign
countries. After givirg the Board 45
days’priorwritten rotice, an
orgenization thet goerates branches in
‘two ar more foreigh counties may
estzeblish abranch inan additical
foreigh cuntry, wnless rotified
otherwise by the Board.2

@Expiration of branching authority.
Authority to establish branches through
prior approval or prior notice shall
expire one year from the earliest date on
which the authority could have been
exercised, unless the Board extends the
period.

@Reportlng Any orgpnization thet

dlosss, or relocates a branch

Qall rﬁtsuchdange inamanner

Furtherpowers offoreign
branches of member banks. In addition
to its general bankm%powers, and to the
extent consistent with its charter, a
foreign branch of a member bank ma
engage in the following activities so far
as usual in connection with the business
of banking in the country where it
transacts business:

(D Guarantees. Guarantee ddots, ar
othermise agree tomake payments on
the oocurrence of redily ascertaireble
eats, 3iftte or agreement
sm:lﬁesamaxmum moneftary leality;
but except 1o the extent that themember
bank isfully seoured, itmay nothave
Ihilities autstanding 1'crany personon
acoount of such
g.erreemts whichwhen agg ?atajwn:h

unsecured doligatias
person exceed the limitcontained in
parag A of ssctian 5200 of tre

Statutes (12US.C. &) for loas
and extensians of aaedlit;

@ Investments. Inest it @The
searities of tre catral bark, clearirg
housss, govermmental etities, and
goverment-sponsored development
banks of tre couttry inwhich tre
foreigh branch s located; () other debt
semiﬁeseli@olemmeet loal resene
or similar requirenents; and @il shares
ofprofessioal sceties, sdols, and
tre like necessary 1o the busiiness of the
branch; honever, tre total investments
of tte bank sbranches intret country
under this paragraph (eclusive of

2For the purpose of this paragraph, a subsidiary
other than a bank or an Edge or Agreement
corporation is considered to be operating a branch
in a foreign country if it has an affiliate that
operates an office (other than a representative
office) in that country.

3“Readily ascertainable events™ include, but are
not limited to, events such as nonpayment of taxes,

suritiesheld as required by the law of
tet or as authorized under
ction 5136 of the Revised Statutes (12
U.S.C. 24, Seveth)) may not exceed one
ofte deposits of the
banksbrandhes intrat coutry on tre
preceding year-end cAll rqport date (@r
on the date of acuisition of the branch
in tte case of a branch trethas not so

(©)] Government obligations.

Underwrite, , buy, and i
doligatias of: @ The rataaal
mment of the counttry inwhiich the

branch s located; (@) an agency or
irstrurental ity of tre retiaral
govermmeant; and @i (")an’mncncxalltya'
otter local or regical goverrmental
entity of the country; honever, no
member bank may hold, orbe Lnder
commitment with respect 1o, such
ddligatios for iisown acocount inan
amount exceeding 10 peroant
of is epital and surplLs;

@ Credit extensions to bank’
officers. Extend aredit to an officar of
the bank residing inthe couttry in
which the foreighbranch s located t
firence the acopisttion or castruction
of Imrg quarters tobe used as tre
officrS residence ebroed, provided the
aadit extersion s reported promptly o
the branchshome offiee and any
extension of aedit exceeding $100,000
(@ tre equivallent in local aurey) B
reported also 1o the bank sboard of
dirdors;

OGReal estate loans. Take liesor
other encurbrances on foreign real
estate incomectionwirth isextensians
of aadiit, whether or not of firstprianity
g whether ornot tre real estate hes

i

@Insurance. Act as Insurance agant
or brder; )

(@Employee benefits program. Pay to
an employee of the branch, as part ofan
enployee barefits program, a greater
rate of interest then that paid to other
depositors of the branch;

@ Repurchase agreements. Engage in
repurdiese egreements inolvirg
sritiesand comodities tretare tte
fuctioal equivalents of extensions of

®Investment in subsidiaries. With
the Board 5 priar ggoroval, establishar

invest inawhol ly-owned subsidiary to
engage Dlely inactivities inwhich te
member bank ispemitted tbengage In
or activities tret are iircidantal o e
activities of tre foreign branch, where
recuired by local law or regulatian; and
(0) Other activities. With theBoards

prior ggoroval, engage inother activities
that the Board cbtennlresarelﬂﬁl in

themember banksbranches trarsact
business.

© Reserves offoreign branches of
member banks. Reserves sall be
maintained against foreigh branch
dpositswhen requiired by Part 204 of
this dgpter (RegulationD).

§211.4 Edg© and AOre@rent

@ Organization—@)Permit. A
proposed Edge corporation Sl become
abody corporate when %Board isSEes
apermlt approving isp name,
artidles of associataian, and orgenization
athice.

_@Name. The name gl m:lusb
or some simi Ia’word tutmay not
resenble tre name of another
orgenization to an extant et might
mislead or deceive the pblic.

@ Federal Ragistarnotice. The Board
will publish inthe Federal Register
rotice of any proposal 1 orgenize an
Edge corporation and will gne
interested persons an ggportunity t

treirviens on tre

@Factors considered by the Board.
The factors consiidered by the Board in
actirgon a prgposal toorganize an Edge
Corporation include:

@ The firacial codirtion and history
of tre gplicat:

@) The gereral daracter of its

(@) The conveniience and needs of tre
comunity tobe senedwith regpect o
intermatiaal banking and firencing
FIcs; and

(iv) The effects of the proposal on
competition.

G Authority to commence business.
After the Board isses a pamit, the
Edge corporationmaly elect officars and
otherwise corplete fsorgenizatian,
invest in doligatians of the Uniited States
Govermment, and maintain dgposits
with depository irstitutia s, but itmay
not eercise any other poners wtl at
lesst 25 peraant of the authorized cpital
stock geecifid intte artickes of
asociation has been paid incash, and
each sharegholder has paid incash at
lesst 25 peraant of thet sharehollder’s
stock Sbecriptian. Unexercised
wtytocqrmgrgle business as an

an ireone
after issuance of tte pe;r.?t, mlessy%ag
Board extends the periad.

(6) Amendments to articles of
association. No amendment to the
articles of association shall become
effective until approved by the Board.

® Nature and ownership of shares.—
(@ Shares. Shares of stodk inan Edge

comectionwith the transection of the
business ofbanking inthe places where

corporationmay not incluce no-par f

value shares and dall be issued and V. >

rentals, customs duties, or costs of transport and
loss or nonconformance of shipping documents.
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UErsferredl anlyon iBbOOkSZ(a)aonlgfg
carpliance with sseciin
FRA and ﬁigfskmrt_ The srare el
aartificates of an Edge ocorporation :
@OName and describe each cllass of
shares indicating itsdaracter and any
uusual attrilutes such as
stansorlakof\,om};
@ Q]’lSpl(l.(llS ysetftrthlhe

() lerlatla’s upon the rigts of
omership and trarsfer of shares
<:‘ndmoosed by section @ of the FRA;

® Rules that the Edge corporatian
prescribes in isby-lans toensure
caorpliance with this paragrgph. Any
change instatLs of a shardholder et
causes a violation of section (@) of tre
FRA gl be reported to tte Board as
soon as possible, and the Edge
corporation el take such actilnas tre
Board may direct.
(2) Ownership of Edge corporations
byforeign institutions.— @Prior Board
approval. One ormore fareighor
foreigr-antrolled darestic irstitutias
referred 1o inparagraph 13 of secian
@) oftre FRA (12U.S.C. 619) may
apply for the Board s priar approval o

aoouire directly or indirectly amgjority

oflhe shares oﬁj’e cpital stodk ofan

E ; Condltlons and requirements.
an rstitutian gHll:

(A) Provide the Board information
related o its firecial codrtion and
activities and such other information s
may be required by the Board;

Ensure that any trarsactionby an

cnrm’atlmwmmn afliasison
sustantial ly tre same terns, including
interest rates and ollataal,, as those
praailing at the same tine far
corparable trasactias by the Edge

ionwirth roaffiliated persaos,
does not involve more than tte

normal riskof or presernt
other unfavoreble "
0 BEnaure that the Edge corporation

willl not provide fuding on a antinal
or stantial besis toany affiliateor
office of tre Toreig Institution through
trarsactios thetwould be inosistant
with tre intermatiaal and forelgn
business erszesfmnhlm Edge

EB) Inte forelg1 Irstitutin

mtsbjectmsecum4oﬂfeBHC Act:
@® Comply with any coditios tret the
Board may impose that are necessary to
prevert undue concentration of
resources, decreased or unfair

aopetition, anflics of intarest, ar

4For purposes of this paragraph, “affiliate” means
any organization that would be an "affiliate” under
section 23A of the FRA (12 U.S.C. 371c) if the Edge
corporation were a member bank.

unsound banking practicss in the Uniited
States; and @gne the Board 45 days”
priorwritten robice, ina form tobe
prescribed by the Board, before

ing inany nonbanking activity in

aganlzatlm tatwould ire prior
Board goproval a‘rohoerkg}lan o

orgenization sLbject o section4 of the
BHC Act; incomectionwith such
rotice, the Board may inmpose coditias
necessary o prevent adverse effects
thatmay resubtfrom such activity or
inestrent; and

® iInestin
than 10 peroant of the irstituians

iital and surpls. .
Change in control.—[DPrior
notice. Any person gall give the Board
60 days”priorwritten rotice, ina form o
be prescriibed by the Board, before
auining, directdy or irdirectly, 5
eher ks oty ok of o Ciop

Se aoquiri an
Qoporatian m#e Bro%rd may extend the
G()—cbtyperlod foran additical D days
iy the aoquirirng

@ Board review. Intm/lemrg a
rotice filedunder this , te
Board el corsider the factors st forth

inparagraph @@ of this section and
may disgpoprove a notice or Impose any

Suchcoditions trat ithinds necessary ©

assure the safe and sound gpeyation of
the Edge imn, hasure tre
intermatiaal darecter of itsgeration,
and toprevent adverse effets such as
decreased or unfaiir competition,
anflicts of interest, or undue
© D motf branches. An Edge
C omestic branches. An
ishbrandhes in
days after the Edge
corporation has givennotice o its
Reserve Bank, unless the Edge
ion sroaficd o tte
within tret tine. The rotice totre
Raser\/gf B&agk Spz || |;cplﬁ_a oftte
rotice Ptqnsa i na
ciraulation intte
wmnltleﬁtobeservedbyﬁebralm
and may no eerlier then O
calendar prior to submission of
notice of the proposal to theResene
Bark. The r rotice must
provice an gyortunity for the public to
gnewTtten comment on the proposal o
the gooropriate Federal Resenve Bank
forat leest 30 days after the date of
pblication. The fectors considered in
actirgupon a proposal toestablisha
X OF Tt Adtioraty tbopen
s, ityto a
branch under priarnotice sell epire
one year from the earlliest date on whiich
tet ity could have been
eercisd, unless the Board extends the

periad.

@ Reserve requirements and interest
rate limitations. The deposits of an Edge
or Agreement ion are S.hject O
Parts 204 and 217 of this depter
(RulatiosD and Q) inthe same
manner and to the same extent as iftte
Edge or Agreement corporationwere a
member bark.

©Permissible activities in the
United States. An Edge corporation may
engage directly or irdirectly in activities
inthe Unirted States thet are permirtted
by the sixth paragraph of section 5@)
oftre FRA and are ircidatal
intermatiaal or foreign business, and In

Edge corporation no moresich other activities as the Board

determines are ircidatal
intermatiaal or foreigh business. The
folloving ectivitieswall ardirerily be
considered incidantal toan Edge
corporation’s intermraetiael or foreign
business:

Deposit activities.— @Deposits
from foreign governments andforeign
persons. An Edge corporation may
receive In tte United States transaction
aooounts, savirgs, and tine dgaosilts
(' rnlwllrg issuirg negotiicble artificates

) fram fdelgwgwerments
and trelr agencies and irstrurentallities
officss orestabligments located, and
individLals residirg, autsice the United
States.

@) Deposits from other persons. An
Edge corporationmay receive franany
other person inthe Unirted States
transaction acoounts, savirgs, and tine
deposits (including issuing negotiieble
artifictes of dguosit) ifsuch dgosits:

® Are 1o be tramsnitted aoroed;

® Cosist of fuds tobe used far

payment of doligatias to the Edge
oormtmma’cnllataal seauring such

g(,) Qorsist of tre of

ollectias abroad are tobe usedto

@fcreqaorte(;ﬂfa’ inported goods ar
other asts inporting

ortretare tobe penaju};?Iy

tote itor’s acoount at another

O Gosist of tre proceeds of
extersions of aedit by the Edge
Qorporatian;

(® Represent compensation tothe
Edge corporation for extersios of aadit
or VIS to the austner;

® Are received from Edge or
Agreement ias, faeighbanks
and aother depository Irstitutia s (@
described inPart 24 of this dgpter
(Regulation B));

(G Are received fran an orgpnization
thatby itsdarter, licese or eebling
law s limited tobusiness tret is0fan
intermatical derecter, including
Foreign Sales Corporations (BU.S.C.
P0); trangportation organizatias
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engaged eclwsiely intre interratiaal
ian of orintte
movement of , Wares, comodities
ormerchandise in intermatiaal or
fareigh comerce; and export trading
companies tretare eclusinely engaged
#aiem related o interaticsal
@Liquidfunds. Funds ofan Edge or
Agreement corporation not aurently
employed in its interratiaal or foreign
business, ifreld or invested inthe
United States, dall be inthe formof
Gaeh, deposits wirth dgpository
ﬂisms' & cbslzcrlbe%)lng?‘rdtMOf
dgpter (Repulation otter
Edge and Agreement corporatians, and
money market instrurerts (including
repurchase agreements with respect to
such lmcbl) such asofbarieﬂrs
aooeptances, or
guarartteed by fag

goverments and treir wshureialrties,
faHal funds =old, and comrercial

@Borrowmgs An Edge corporation

@BorromfrmofﬁcesofoﬁerEdge
and Agreement corporadas, foreign
berks, and itory Institutio s (s
desoribed inPart 204 of this dgpter,
RegulationD) or isse doliggtics o tre
lhltedSIalBa"awofllsagamesa’
irstrurentalities,

) Inour indebtechess from a trarsfer
of direct doligatias o, or doligatias
thatare fully as opircipl
and interest by, the United States or any

or instrumentality treyeof that
the mrpcxatjm sdligated o

() Issel term subordinated debt
tretdoes notqalrfyasa ‘Teposit”
under Part 204 of this depter

lationD).
Credit activities. An Edge

EE; Flname”%follwwrg Q)

perfonm%’uallydomed B te
inportation into or eqoortation from the
Unirted States of goods, whether direct
or through brokers or other
intermediaries; (©) the dorestic
shipment or temporary storage ofgoods
being inported or exported (@
accumulated fareqort); and ©) the
rtelt)j/ x bee@c;*rt%dOf
inpo orto
@) Finance the aosts of productiion of
goods and services farwhich eqort
orders have been received orwhiich are
identaficble as beirng directly for eqort;
@i)Assume or aoguire participatios
inextensions of aedit, or aouire
o corporaticn 2oul v et
corporatian cou ;
() Cuarantee ddots, or otherwise
agree tomake payments on the

oocurnrence of reedily ascertaireble
eants,5ifthe guarantee or agreement
gocifies the maximum

lhality thereunder and isrelated toa
type of trarsection descriibed In
paregraphs @©@® and @) of this
sotian; and

&) Provide aeditand ather banking
srvices fardomestiic and forelign
purposes to organizatias of the type
describad in 8 211 AEXDaNE ) of this
mrt.

GPayments and collections. An Edge
corporationmay reeive deds, hills,
ocoupos, and other instrurents far
ollection eoroed, and collect such
instrurents intre United States fara
customer abrced; and may trasmitand
receive wire trasfars of fuds and

©Foreign exchange. An Edge
corporationmay engage inforeign

exchange adtivities.

()Fiduciary and investment advisory
activities. An Edge corporationmay’:

®Hold seaurities in safekecping o,
or buy and sl ssarities upon the order
and for the acoountt and riskdf, a

, provided such services far ULS.
persons gall be with respect to foreign
santiessaly;

@) Act as paying agent for ssarities
issued by foreign govermments or ather
antities organized under foreign law;

@)Act as trstee, registiar,
oconversion agait, or paying agentwith
respect to any class of saarities issued
o firence foreigh acivities and
distributad solely autsice the United
States;

®)Make private placements of
participatias in its investrents and
extersias of aedit; honever, exaept o
the extent permissible formember
banks under section 5136 of the Revised
Statutes (12U.S.C. 24, Severth), no Edge
corporationmay otherwise engage intte
business of uterwriting, distributirg, or
buying or slling saaunties inthe Unirted
StEtEs;

O Act as investment or firercial

adviser by prwldlrg portfolio
investment advice and portfolio
management with respect to ssarities,
otter firacial instrurents, real
property intarests and other investment
asets,6and by providing advice on

6 "Readily ascertainable events” include, but are
not limited to, events such as nonpayment of taxes,
rentals, customs duties, or cost of transport and loss
or nonconformance of shipping documents.

6For purposes of this section, management of an
investment portfolio does not include operational
management of real property, or industrial or
commercial assets.

10

mergers and acouisitias, provided such
Frvices farU.S. persons gall be with
respect o forelign ass=ts anly; and

M)  Provide gereral econamic
infomation and advice, gereral
economic statistical forecasting senviaess
and indstry studies, provided such
rvices far U.S. persons el be with
respect to foreign econamies and
indLstries anly.

@®Banking services for employees.
Provide banking serviass, including
dposit servicss, 1o the officars and
enployees of the Edge corporation and
itsafhliates; hovever, extersios of
aedit 1o such persons dall be subject to
the restrictias of Part 215 of this
depter (Regulation O) as ifthe Edge
coporationwere amember bark.

O oOther activities. With theBoards
prior ggoroval, engage inother activities
in the Unirted States that: the Board
determines are ircidental o tte
intermaticnal or foreign business of Edge
oporatas.

@® Agreement corporations. With the
prior goproval of the Board, amember
bank or bank hollding company may
inest ina fecbrally- or state-dartered
corporation thet has entered intban
agreement or udertaking with the
Board trat itwill not exercise any
power thet ks inpermissible foran Edge
corporation under this suart.

§211.5 [Investments arad astivitses abroad.
@ Generalpolicy. Activities abroed,
whether conducted directly or mire:ﬂy
sl be corfined to those of a banking

or firercial neture and those ttet are
necessary 1o carry on such adtiMities. In
doing =, inestors Sall atdl times act
inacoordance with high standards of
banking or firencial prudence, having
due regard far diversification of ridss,
aiitsble I , and of
cpital. Sbjecttoﬂfeseoum

and tre other isios of this ssctian,
itistre Spolicy to allov activities
abroad to be organized and qerated as
best meets corporate pollicies.

©® Investment requirements.— (@D
Eligible investments, AN inestor
may directly or irdirectly:

@ Inest ina subsidiary tret engages
Plely inactivities listed inparagraph
@ ofthis section or insuch other
aotivities s the Board has determined
inthe ciraumstancss ofa particular case
are pamissible exogpt tal, iInthe case
of an acouisittion of a goiing concem,
edsting adtivities thett are not otherwise
pemissible fora subsidiary may
acocount farnot more then five peroent
of eitter the consolidated assets or
reverues of the acouired orgeniizatian;

® Inwest ina jointventure provided
tret, unlless otherwise permitted by the

ios
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Board, not more then 10 percent of the
Jointvertture’s consollidated assets or
revenues sl be attributeble o
actavities ot listed inparagraph @) of
this sectian; and

© Make portfolio investments
(including ssuties helld intradirg or
dealing acoounts) inan orgenization if
the total directand irdirect portfolio
investments inorgenizatias engaged in
activities thet are not permissible far
Jointverttures does not atany tine
exceed 100 percent of the investor’s
cprtal and aupls. 8

@ A member banksdiraect
investments under secin25 of tte FRA
gl be limited to foreign banks and 1O
foreign argenizations formed for the sole
purpase of ertrer holding shares of a
Toreign bank or performing naminee,

, or other banking services
ircidnial o te activities of a Tareign
branch or faoreign bank affiliate of the
member bark.

@Investment limit. Incomputing the
amount thatmay be invested inany
orgpnization under this ssctian, there
gl be included any unpaid amount for
which tre inestor s licbleand any
investments by affilistes.

@ Divestiture. An investor gell
digpose of an investment pronptly
glénlessﬂ”eBoard authorizes retentaan)

@® The argenizatian Invested In-

(@ Engages inthe gereral business of
buying or sllirggoods, wares,
merchandise, or comodities intte
United States;

® Engages directly or irdirectly in
other business in the United States tret
isnot permitted toan Edge cnrpuatlm
intte United States
investormay hold up toﬁ\eperoentof
the shares of a foreign company tret
engeges diractly or irdirectly in
busiress in the United States that snot
permitied to an Edge corporatian; ar

(© Bgages in inpermissible
actavities 1o an extant not pamirtted
under paragraph (X0 of this ssctian; or

@) After rotiae and goportuninty far
hearirg, the inestor isadvised by the
Board tret its inestment s
ingrgoriate under the FRA, tte BHC
Act, or thisaupart.

© Investmentprocedures.6Dived
irdirect investments gall be made in

7For this purpose, a direct subsidiary of a
member bank is deemed to be an investor.

8When necessary, the general consent and prior
notice provisions of this section constitute the
Board’s approval under the eighth paragraph of
section 25(a) of the FRA for investments in excess
of the limitations therein based on capital and
surplus.

accordance with the s,
prior rotice, or gecific consant
procedures contained in this paragraph.
The Board may at any tie, upon rotice,
suspend the general consert and priar
rotice procedures with respect toany
inestor orwith regpect totre
aouisition of shares of orgenizations
engaged Inparticular kinds of sctivities.
An inestor gall goply forand reeinve
the prior specific consent of the Board
for its niteEl investment in isfirst
Sussidiary or jointvertture unless an
affiliaiehas made such an investrent.
Authority tomake investments under
prior rotice or geecific consent Sall
exire one year from the earliest cate on
which tre auttority could have been
e@rcisyd, wnless the Board extends the
periad.

(D Generalconsent. Sbject tothe
other limitatia s of this sscion, tre
Board grants itsgereral consent for e
followrg:

@®Any inestmant ina joint\enture
or sbsidiary, and any portfolio
inestrent, iftte ol amount invested
(none trassecon or Ina series of
Uarsa:ﬂa’sd_ 10'5) does not exceed the lessr

@ $5millian; or

® 5 percent of the investor's cpital
and surplus Iinthe case ofamember
bark, bank holding campany, or Edge
corporation engaged inbarking, or 5
peraent of the Investor’s aepital and
suplus inthe case of an Edge
corporation not engaged inbarking;

@@Any additical investment inan
orgenization inany callendar year so
logas

(A The total amount invested inthret
calerrhrﬁgm not exceed 1gnd
peroat inestor’s cpital
auplus; and

®) The total amount Invested under
§211.5 (ircludirg investmants made

rsuant to geecrfic consent or prior
%ce) inthat calendar year dogsﬂI ot
exceed cash dividends reinvested under
paragraph (c%ib of this section plus
10 peroat of the inestorsdissctand
inirect historical aostOintre

9 The “historical cost” of an investment consists

of the actual amounts paid for shares or otherwise

ontributed to the capital accounts, as measured in

ollars at the exchange rate in effect at the time
each investment was made. It does not include
subordinated debt or unpaid commitments to invest
even though these may be considered investments
for other purposes of this part. For investments
acquired indirectly as a result of acquiring a
subsidiary, the historical cost to the investor is
measured as of the date of acquisition of the
subsidiary at the net asset value of the equity
interest in the case of subsidiaries and joint
ventures, and in the case of portfolio investments, at
the book carrying value.

orgeniizatian, which investment

ity, 10 the exterit ueercisd,
may be carried forward and
accumulated forup to five conseautinve

YIS,

@) Any additional investment in;réh
organization inan amount equal ©©
dividends received fran et
orgeniization during the preceding 12
calendar months; or

@)Any investment thet isacquired
from an affiliteat ret assetvalle.

@Prior notice. An Investment tret
does not el ify under the gereral
consent procedure may be made after
the inestor has given 45 days”prior
writtenrotice to the Board iftre total
D perGat O 1 ivest SCophe e
10 peroait inestors i
auplus. The Board may waive the 46-
day periad ifitfirds imediate acin s
required by the ciroumstanoes

- The notdice period el
commence at te tive tterotice B
aoogpted. The Board may suspend te
periad or act on the investment under
the Board's qecific consent procedures.

@ sSpecific consent. Any investment
trat does not g elify farertter tre
gereral consent or the prior nodce
procedure gall not be consummated
without the geecificoonsent of the

@ Permissible activities. The Board
has determined trat the folloving
ativities are usLal incomectionwirth
the transaction ofbankiing or other
firacial goerations broed;

@ Commercial and other banking

@ Firacirg, includingcomercial
firecing, consumer firacing, mortgage

berking, and factorirg;

@ Lessing real or persoral property,
or acting as agant, brder, oradllsorln
Iee&rgrealorpersmal ifte

leese sernves as the fm:tlcnal a:]JI\BIG’Tt
%fean extersion of aadit to tre lesse of
¢ Actlrg as fidciary;

© Underwriting addit i insurance
and aedit accident and health
insurance;

© Performing seyvices far other direct
or indirect gperations of a Unhited States
banking argenizatian, including

e furtias, saleof log-
term ddot, name savirg, holding assets
aouired toprevertt lcsson adeot
previasly cotracted ingood faith, and
other activilties that are permiissible
dorestically far a bank holding
company under ssctics 4@ and
40O of tte BHC Act;

() Holding tre premises ofa branch
of an Edge corporation ormember bank
or the premises of a director irdirect
Susidiary, or holding or lessig tre
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residence of an officer or employee of a
branch or subsidiary;

(8) Providing investment, financial, -or
economic advisory services;

(9) General insurance agency and
brokerage;

(10) Data processing;

(11) Managing a mutual fund if the
fund’s shares are not sold or distributed
in the United States or to United States
residents and the fund does not exercise
managerial control over the firms in
which it invests;

(12) Performing management
consulting services provided that such
services when rendered with respect to
the United Sates market shall be
restricted to the initial entry;

(13) Underwriting, distributing, and
dealing in debt and equity securities
outside the United States, provided that
no underwriting commitment by a
subsidiary of an investor for shares of
an issuer may exceed $2 million or
represent 20 percent of the capital and
surplus or voting shares of an issuer
unless the underwriter is covered by
binding commitments from
subunderwriters or other purchasers;

(14) Operating a travel agency
provided that the travel agency is
operated in connection with financial
services-offered abroad by the investor
or others;

(15) Engaging in activities that the
Board has determined by regulation in
12 CFR 225.25(b) are closely related to
banking under section 4(c)(8) of the BHC
Act; and

(16) With the Board’s specific
approval, engaging in other activities
that the Board determines are usual in
connection with the transaction of the
business of banking or other financial
operations abroad and are consistent
with the FRA or the BHC Act.

(e)  Debtspreviously contracted.
Shares or other ownership interests
acquired to prevent a loss upon a debt
previously contracted in good faith shall
not be subject to the limitations or
procedures of this section; however,
they shall be disposed of promptly but
in no event later, than two years after
their acquisition, unless the Board
authorizes retention for a longer period.

§2111® Lending limits and egoataS
I@jlarn@int,

(@  Acceptances of Edge
corporations.—(1) Limitations. An Edge
corporation shall be and remain fully
secured for (i) all acceptance
outstanding in excess of 200 percent of
its capital and surplus; and (ii) all
acceptances outstanding for any one
person in excess of 10 percent of its
capital and surplus. These limitations
apply only to acceptances of the types

described in paragraph 7 of section 13 of
the FRA (12 U.S.G. 372).

(@  Exceptions. These limitations do
not apply if the excess represents the
international shipment of goods and the
Edge corporations (i) is fully covered by
primary obligations to reimburse it that
are guaranteed by banks or bankers, or
(i) is covered by participation
agreements from other banks, as such
agreements are described in § 250.165 of
this chapter.

()  Loans and extensions of credit to
one person.—(1) Limitations. Except as
the Board may otherwise specify:

(0 The total loans and extensions of
credit outstanding to any person by an
Edge corporation engaged in banking
and its direct or indirect subsidiaries
may not exceed 15 percent of the Edge
corporation’s capital and surplus;!0and

(i)  The total loans and extensions of
credit to any person by a foreign bank or
Edge corporation subsidiary of a
member bank, and by majority-owned
subsidiaries of a foreign bank or Edge
corporation, when combined with the
total loans and extensions of credit to
the same person by the member bank
and its majority-owned subsidiaries,
may not exceed the member bank’s
limitation on loans and extensions of
credit to one person.

(2) “Loans and extensions of credit"’
means all direct or indirect advances of
funds to a person Ilmade on the basis of
any obligation of that person to repay
the funds. These shall include
acceptances outstanding not of the types
described in paragraph 7 of section 13 of
the FRA (12 U.S.G. 372); any liability of
the lender to advance funds to or on
behalf of a person pursuant to a
guaranteed, standby letter of credit, or
similar agreements; investments in the
securities of another organization except
where the organization is a subsidiary,
and any underwriting commitments to
an issuer of securities where no binding
commitments have been secured from
subunderwriters or other purchasers.

(3) Exceptions. The limitations of
paragraph (b)(1) of this section do not
apply to:

(i)  Deposits with banks and federal
funds sold;@

1 For purposes of this subsection, "subsidiary”
includes subsidiaries controlled by the Edge
corporation but does not include companies
otherwise controlled by affiliates of the Edge
corporation.

"In the case of a foreign government, these
include loans and extensions of credit to the foreign
government’s departments or agencies deriving their
current funds principally from general tax revenues.
In the case of a partnership or firm, these include
loans and extensions of credit to its members and,
in the case of a corporation, these include loans and
extensions of credit to the corporation’s affiliates
where the affiliate incurs the liability for the benefit
of the corporation.

(ii) Bills or drafts drawn in good faith
against actual goods and on which two
or more unrelated parties are liable;

(iii) Any bankers’ acceptance of the
kind described in paragraph 7 of section
13 of the FRA that is issued and
outstanding;

(iv) Obligations to the extent secured
by cash collateral or by bonds, notes,
certificates of indebtedness, or Treasury
bills of the United States;

(v) Loans and extensions of credit that
are covered by bona Fide participation
agreements; or

(vi) Obligations to the extent
supported by the full faith and credit of
the following:

(A) The United States or any of its
departments, agencies, establishments,
or wholly-owned corporations (including
obligations to the extent insured against
foreign political and credit risks by the
Export-Import Bank of the United States
or the Foreign Credit Insurance
Association), the International Bank, for
Reconstruction and Development, the
International Finance Corporation, the m
International Development Association,
the Inter-American Development Bank,
the African Development Bank, or the
Asian Development Bank;

(B) Any organization if at least 25
percent of such an obligation or of the
total credit is also supported by the full
faith and credit of, or participated in by,
any institution designated in paragraph
(b)(3)(V)(A) of this section in such
manner that default to the lender will
necessarily include default to that
entity. The total loans and extensions of
credit under this subparagraph to any
person shall at not time exceed 100
percent of the capital and surplus of the
Edge corporation.

(c) Capitalization. An Edge
corporation shall at all times be
capitalized in an amount that is
adequate in relation to the scope and
character of its activities. In the case of
an Edge corporation engaged in banking,
its capital and surplus shall be not less
than 7 percent of risk assets. For this
purpose, subordinated capital notes'or
debentures, in an amount not to exceed
56 percent of non-debt capital, may be
included for determining capital
adequacy in the same manner as for a
member bank; risk assets shall be
deemed to be all assets on a
consolidated basis other than cash,
amounts due from banking institutions
in the United States, United States
Government securities, and Federal
funds sold.

82117 Supervision and reporting.

(@  Supervision.—[1] Foreign branches

and subsidiaries. Organizations
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oot ey oS byart Sall
Qoeratias r
pervise and adninister treir foreign
branches and aubsidiaries insuch a
manner as to ensure that trelr
geeratians conform tohigh standards of
banking and firercial prudence.
Effective of recorts, antrols,
and rgports sl berramtamedlokeqo
management informed of thelir activities
and aodition. Such systems shauld

ice, inparticullar, information on
niskassets, liquidity management, and
geeratians of antrols and corfformance
L] ement policies. Reports on risk
assets shauld be sufficient topermirt an
gopraisal of aedit gality and
assessrent of re to loss, and for
this purpose provide Tl information on
the codirtion of meterial borroners.
Reports on the ios of aarols
should inclucke intermal and exterrel
adits of the branch or subsidiary.

@Joint ventures. Inestors gl
maintain ufficient informationwith
respect to Jointventures tokeep
informed of trelr sctivities and
ardition. Such information Sell
incluce adits and other reports on
firacial performence, riskequosure,
management policies, and ias of
antrols. Camplete information sall be
maintained on dll trarsectias with tre
Jointventure by the inestorand its
afileies.

®Availability ofreports to
examiners. The rgortsand information
goecifidd inparag @ Dand @ofF
ﬁlssacl]cnshall be made awilable to
examiners of the gooropriate bank
SUpervisory agacies.

O Examinations. Examiners
appointed by the Board dell examine
Eop corpovation el nave Sattole

an make aailsble
m@eiﬁrpgr?]mﬂiaetmfunmeto
asess itsaodition and geeratios and
the codition and ectivilties of any
orgpnizationwhose shares itholds.
©Reports — (DReports of condition.
Each Edge ion dall make
of aodirtion 1o the Board atsuch
times and insuch form as the Board may
precrite. The Board may require thet
statements of codition or other
be published armade aailable far
public ingoection.

@~Foreign operations. Edge and
Agreement ias, member baks,
and bank holding companies gull fike
such rgorts on thelr foreligh goeratios
as tre Board may require.

®Acquisition or disposition of
shares. A member bark, Edge or
Agreement corporation or a bank
holding company gall rport ina
manner prescriibed by the Board any
auisiaan or digosition of dares.

(@) Flllng and processmg procedures.
(D Wnless otherwise directed by tre
Board, gplicatias, roaficatios, and

recuired by thispart dualibe
fi W|mﬁeFa:b|al Reser\,eBankof
the district inwhich tre bank ar
bank holding company s located ar,, if
none, the Federal Resenve Bank of tte
oisuuan\hldwﬁeaanylrga’
rgoorting irstitutaon s located.
Instructaas and forms farsuch
gplicatias, otficatios and reports
are aailable from the Federal Resene

©@ TheBoardduall actonan

goplication or rotrfication under this
Subpartwithin 60 calendar days after
the Resernve Bank has acoepted the

goplication or rotaficatian unlless e
Board rotifies the inestor that the 6)-
day periad sbeing extended and states
3 SugpartB of 2CFR Part211 B
amendedbyra/lsng§mz3(n)and®
;ir;ﬂTdEUy and @O toread as
ons:

Subpalft e=Fara@ig)sTi Bankim®
©rgarsf

* *

] 2]_1.23 Nonbanking Activities €f Foreign
Banking Organizations.
* * * * *

® Qualifying foreign banking
organizations. Unless lymade
eligible for the exemptions by the Board,

a foreign banking orgeniz8tion Sl
q.alify for the exenptiions afforded by
this section only i, disregarding ils
United States txarklrg more then halfof
itsworldwide business sbarking: and
more then halfof itsbanking business B
autsice the United States. 1In order 1
g:?iliﬁ/, a foreign banking orgenization

(1)  Meet at least two of the following
requirements:

?I Banking assets held outside the
Unlted States exceed total worldwide
nonbanking assets:

@) Revenues derived from business of
barking autsicde the United States
exceed total revenues derived from its
wor ldwide nonbankiing business; or

@) Net income dernved from the
business of bankiing autsiice the Unirted
States exceeds total ret income derived
fram itswor ldwide nonbanking
businesses; and

1None of the assets, revenues, or net income,
whether held or derived directly or indirectly, of a
subsidiary bank, branch, agency, commercial
lending company, or other company engaged in the
business of banking in the United States (including
any territory of the United States, Puerto Rico,
Guam, American Samoa, or the Virgin Islands) shall
be considered held or derived from the business of
banking “outside the United States."

13

@ Meet at lesst two of tre follovirg
requirenants:

(®Banking as=ts helld autsice tre
Unirted States exceed barnking assets
held in the United States;

@) Revenues derived fron tre
business of banking autsice the Uniited
States exceed revenues derived fran tre
business of banking inthe Uniited States;
ar

@) Net income cerived fran the
business ofbanking autsice the Unirted
States exceeds net Income derived fram
the business ofbanking inthe United
States.

* * * * *

@ Permissible activities and
investments. A foreignbanking
orgenization that o alifies under
paragraph () of thes sectionmay:

® Own orartrol voting shares ofa
foreign company that isengaged directly
or indirectly inbusiness intre Unirted
States other then tretwhich B
incidental o its interratiaal o foreign
business, subject totre follovirg
limitatias:

@®More than 50 percent of tre foreign
company s cosolidcated assets gl be
locatsd, and cosoliceted revenues
derived fran, autsice the United States;

(@) The foreigh company dall not
directly ucerwrite, s, or distrioe,
nor own ar axtrol more then 5 peroat
of tre woting shares of a company trat
uckrwrites, sis, or distributes
saurities intre United States
the extent permintted bank holding

o)

ies;
@) IFtre foreign company Ba
susidiary of tre foreignbanking

gerating company
and fisdirect or irdirect adtivities in the

Unirted States el be sihject to tte
Tollowing limitatias:
* * * *

Board of Governors of the Federal Reserve
System, September 25,1985.

William W. Wiles,
Secretary ofthe Board.
[FR Doc. 85-23339 Filed 9-30-85; 8:45 am]
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