
FEDERAL RESERVE BANK
OF NEW YORK

[Circular No. 10686 ~| 
January 24, 1994

CAPITAL ADEQUACY GUIDELINES 
Amendments to Regulations H and Y

To All Depository Institutions, and Others Concerned, 
in the Second Federal Reserve District:

The following statement has been issued by the Board of Governors of the Federal Reserve 
System:

The Federal Reserve Board announced adoption of amendments to its risk-based capital guidelines 
affecting the treatment of certain multifamily housing loans.

This rule is effective December 31, 1993.
The revised guidelines for state member banks and bank holding companies lower the risk weight 

from 100 percent to 50 percent for multifamily housing loans meeting criteria that are specified in the 
proposal. This change was directed by a provision of section 618(b) of the Resolution Trust Corporation 
Refinancing, Restructuring, and Improvement Act of 1991 (RTCRRIA).

The Board’s notice is attached.
In a separate action on December 16, 1993, the Board approved a recommendation from the Federal 

Financial Institution Examination Council to seek public comment on a Notice of Proposed Rulemaking 
and an Advanced Notice of Proposed Rulemaking concerning the regulatory treatment of recourse 
arrangements and direct credit substitutes which, to the extent they apply to multifamily housing loans, 
would, if adopted, also satisfy the requirements of certain provisions of section 618(b) of RTCRRIA.

This notice will be issued at a later date.

Enclosed —  for depository institutions in the Second Federal Reserve District and others who 
maintain sets of regulations of the Board of Governors —  is the text of the amendments to 
Regulations H and Y, which have been reprinted in the Federal Register of December 29, 1993; 
additional, single copies may be obtained at this Bank (33 Liberty Street) from the Issues Division 
on the first floor, or by contacting the Circulars Division (Tel. No. 212-720-5215 or 5216). Questions 
regarding the regulations may be directed to Stephanie M artin, Financial Specialist, Bank Analysis 
Function (Tel. No. 212-720-1418).

W illiam J. M cDonough, 
President.
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Board of Governors of the Federal Reserve System

CAPITAL ADEQUACY GUIDELINES

Amendments to Regulations H and Y

Effective December 31, 1993

12CFR Parts 208 and 225

[Regulations H and Y; Docket No. R-0756]

Capital; Capital Adequacy Guidelines

AGENCY: Board of Governors of the 
Federal Reserve System.
ACTION: Final rule.

SUMMARY: The Board of Governors of the 
Federal Reserve System is amending its 
risk-based capital guidelines for state 
member banks and bank holding 
companies. This final rule implements 
section 618(b) of the Resolution Trust 
Corporation Refinancing, Restructuring, 
and Improvement Act of 1991 and 
section 305(b)(1)(B) of the Federal 
Deposit Insurance Corporation 
Improvement Act of 1991. The effect of 
the final rule will be to permit state 
member banks and bank holding 
companies to lower from 100 percent to 
50 percent the risk weight assigned to 
certain multifamily housing loans.

EFFECTIVE DATE: This final rule is 
effective as of December 31, 1993.

FOR FURTHER INFORMATION CONTACT:
Rhoger H. Pugh, Assistant Director (202/ 
728-5883), Norah M. Barger, Manager 
(202/452-2402), Robert E. Motyka, 
Supervisory Financial Analyst (202/ 
452-3621), or Barbara J. Bouchard, 
Senior Financial Analyst (202/452- 
3072), Division of Banking Supervision 
and Regulation, Board of Governors of 
the Federal Reserve System, 20th Street 
and Constitution Avenue NW„ 
Washington, DC 20551. For the hearing 
impaired only. Telecommunication 
Device for the Deaf (TDD), Dorothea 
Thompson (202/452-3544), Board of 
Governors of the Federal Reserve, 20th 
& C Street NW., Washington, DC 20551.

SUPPLEMENTARY INFORMATION: 

Background
On April 10, 1992, the Federal 

Reserve Board (Board) issued for public 
comment a proposal to amend its xisk- 
based capital guidelines that would 
lower the risk weight from 100 percent 
to 50 percent for certain multifamily 
housing loans meeting specified criteria. 
This proposal was made to satisfy the 
requirements of section 618(b) of the 
Resolution Trust Corporation 
Refinancing, Restructuring, and 
Improvement Act of 1991 (RTCRRIA). In 
addition, this proposal would 
implement section 305(b)(1)(B) of the 
Federal Deposit Insurance Corporation 
Improvement Act of 1991 (FDICLA) 
which requires the Federal banking 
agencies 1 to revise their risk-based 
capital guidelines to reflect the actual 
performance and expected risk of loss of 
multifamily housing loans.

Section 618(b) of RTCRRIA mandates 
that a 50 percent risk weight be 
accorded to loans for multifamily 
housing meeting certain criteria. These 
statutory criteria were incorporated into 
the Board’s proposal and include the 
following:

(1) The loan is secured by a first lien;
(2) The ratio of the principal 

obligation to the appraised value of the 
property, that is, the loan-to-valua (LTV) 
ratio does not exceed 80 percent (75 
percent if the loan is based on a floating 
interest rate);

' The three other Federal banking agencies have 
also issued for public comment similar proposals to 
lower the risk weight for multifamily housing loans 
m eeting the specified criteria. The Office of Thrift 
Supervision (OTS) currently permits certain 
m ultifam ily loans to be included in the 50 percent 
risk weight category. The proposal issued by the 
OTS would modify its existing criteria for such 
loans to qualify for a 50 percent risk weight.

(3) The annual net operating income 
generated by the property (before debt 
service) is not less than 120 percent of 
the annual debt service on the loan (115 
percent if the loan is based on a floating 
interest rate);

(4) Amortization of principal and 
interest is over a period of not more 
than 30 years and the minimum 
maturity for repayment of principal is 
not less than 7 years; and

(5) All principal and interest 
payments have been made on the loan 
on time for a period of not less than one 
year prior to placement in the 50 
percent risk category.

Section 618(b) also provides that the 
appropriate Federal banking agencies 
may establish additional criteria that a 
multifamily housing loan must meet 
before being accorded a 50 percent risk 
weight. In this regard, and in agreement 
with the other Federal banking agencies, 
the Board's proposed amendment set 
forth the following four additional 
criteria to ensure that only those 
multifamily housing loans that expose 
an institution to minimal levels of credit 
risk would receive a 50 percent risk 
weight:

(1) The loan-to-value ratio used for 
the purpose of the statutory criterion 
cited above is based upon the most 
current appraised value of the property 
(which normally would be the 
appraised value at the time the loan was 
originated, unless a more recent 
evaluation or appraisal has been 
performed);

(2) The loan is performing in 
accordance with its original terms and 
is not more than 90 days past due or 
carried in nonaccrual status;

(3) The average annual occupancy for 
the property securing the loan has been
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at least 80 p e rcen t for th e  p rec ed in g  
year; a n d

(4) T h e  loan  h a s  been  m ad e  in  
a c co rd an ce  w ith  p ru d e n t u n d e rw ri tin g  
s ta n d a rd s .

T he ex is tin g  rfsk -based  cap ita l 
g u id e lin e s  p ro v id e  th a t lo an s  se cu red  by 
m ortgages on I -  to  4 -fam iiy  re s id e n tia l 
p ro p e rtie s  m u s t m eet th e  firs t, se c o n d , 
an d  fou rth  a d d itio n a l crite ria  in  o rd e r  to 
be assig n ed  a 50 p e rc e n t risk  w e ig h t. 
T h e  th ird  p ro p o sed  c rite rio n  is  a  
req u irem en t u n d e r  th e  O TS g u id e lin e s  
for lo an s  for m u ltifam ify  h o u s in g  
a w a rd e d  a 50 p e rc en t r isk  w eigh t.

U n d er th e  p ro p o sed  rev is io n  to  th e  
r isk -based  c a p ita l g u id e lin e s , p riva te ly - 
issu ed  se cu ritie s  back ed  b y  m u ltifam ify  
h o u s in g  loans th a t m eet th e  above c ited  
c r ite r ia  at the tim e  th e  se cu ritie s  a re  
o rig in a ted  w o u ld  a lso  qualify  fo r 
in c lu s io n  in  th e  50  p e rcen t risk  category  
p ro v id ed  th a t th e  s tru c tu re  of th e  
secu rity  m eets c e rta in  te ch n ica l c rite ria  
set forth  in  th e  g u id e lin e s . T h is  
trea tm en t w o u ld  p ara lle l th e  tre a tm e n t 
for p r iv a te ly -issu ed  se c u r itie s  b ac k ed  by 
loans fo r 1- to  4 -fam iiy  re s id e n tia l 
p ro p ertie s  u n d e r  th e  r isk -b ased  cap ita !  
g u id e lin es . A p p lic a tio n  of th is  trea tm en t 
to  a se cu rity  b ack ed  by m u ftifam ily  
h o u s in g  lo an s  m e an s  th a t th e  se cu rity  
w o u ld  n o t q u a lify  fo r in c lu s io n  in  th e  
50 p e rcen t risk  ca tego ry  u n le ss  a!! th e  
u n d e r ly in g  m ortgages h av e  b ee n  
o u ts ta n d in g  a n d  p erfo rm ing  fo r a t least 
o n e  y ea r  p r io r  to  o rig in a tio n  o f th e  
security .

S ection  613fbH2) o f  RTCRRIA 
re q u ire s  th e  ag en c ies  to  am en d  th e ir  
cap ita l reg u la tio n s  a n d  g u id e lin e s  to  
p ro v id e  th a t an y  lo an  fu lly  se cu red  by  
a first lien  on  a  m u ltifam ily  h o u s in g  
p ro p e rty  th a t is  so ld  sub jec t to  a p ro  rata 
lo ss sh a rin g  a rran g em en t sh o u ld  b e  
tre a te d  as so ld  to  th e  ex ten t th a t lo ss  is 
in c u rred  by  th e  p u rc h a se r  of th e  loan. 
S ection  618(b)(3) of RTCRRIA d irec ts  
th e  agencies to  ta k e  in to  a c co u n t o th e r 
lo ss  sh a rin g  a rran g em en ts , in  
co n n e c tio n  w ith  th e  sa fe  o f  a n y  loan  
th a t is fully  secu red  by a first Kerr on 
m u ltifam ily  h o u s in g  p ro p erty , to  
d e te rm in e  th e  ex ten t to  w h ich  such  
loans sh o u ld  be tre a ted  a s  so id .

T he B o a rd 's  ex is tin g  g u id e lin e s  se t 
forth  g u id an ce  on th e  trea tm en t o f  assets 
so ld  w ith  racourse , in c lu d in g  th o se  sold  
sub ject to lo ss  sh a rin g  a rrangem en ts.

T he risk -b ased  ca p ita l g u id e lin e s  for 
s ta te  m em b er b an k s  s ta te  th a t th e  risk - 
b ased  c a p ita l defin ition , of th e  sa le  o f  
a s se ts  w ith  reco u rse , in c lu d in g  asse ts 
so ld  sub jec t to loss sha ring  
arran g em en ts , is th e  sam e as  the 
d e fin itio n  co n ta in e d  m  th e  in s tru c tio n s  
to  th e  co m m erc ia l b an k  C o n so lid a ted  
R eports o f C o n d itio n  an d  In co m e  (Call 
Report)' g lo ssary  e n try  for "sa le s  of

a s se ts .” T h o se  in s tru c tio n s  se t o u t 
c o n d itio n s  th a t m u s t be m et in  o rd e r  for 
a b ank  to  trea t a sa le  a i  a sse ts  a s  a  tru e  
sa le  an d , th u s , to rem ove from  its  
b a lan c e  sh ee t a s se ts  it  h a s  so ld . A sse ts  
th a t h av e  b een  so ld  a n d  rem o v ed  from  
a b an k 's  b a lan ce  sh e e t in  a c co rd an ce  
w ith  th e  Call R eport in s tru c tio n s  a ra  
ex c lu d e d  from  th e  ca lc u la tio n  o f risk- 
w e ig h ted  asse ts .

S pecifica lly  w ith  rega rd  to  th e  sa le  of 
a sse ts , th e  C all R epo rt in s tru c tio n s  
p ro v id e :
if th e  r isk  re ta in ed  hy th e  se lle r  is  
lim ited  to  som e fixed  p e rcen tag e  o f any  
lo sses  th a t m ig h t be in c u rre d  a n d  th e re  
are n o  o th e r  p ro v is io n s  re su lt in g  in  
re te n tio n  o f r isk , e i th e r  d irec tly  o r  
in d ire c tly , by  th e  se lle r , th e  m ax im u m  
a m o u n t of possib le  lo ss  for w h ic h  th e  
se llin g  b a n k  is  a t r isk  ( th e  s ta te d  
p e rcen tag e  tim es  th e  sa le  p ro ceed s) 
sh a ll b e  rep o r te d  es a  b o rro w in g  a n d  the 
rem a in in g  a m o u n t of th e  a s se ts  
tran sfe rred  rep o rted  a s  a sa le .
T h is  tre a tm e n t, w h ich  a p p h e s  to  sa le s  o f 
m u ltifam ily  h o u s in g  lo a n s  su b jec t to  p ro  
rata loss sh a rin g  arrangem en ts , is  
c o n s is te n t w ith  th e  lan g u ag e  of se c tio n  
618(b)(2) of RTCRRIA.

T h e  C all R eport in s tru c tio n s  a lso  
p ro v id e  th a t  o th e r  tran sfe rs  o f a sse ts , 
in c lu d in g  th e  sa le  o f  assets, su b jec t to  
o th e r loss sh a rin g  a rran g em en ts , 
g ene ra lly  are re p o r te d  a s  sa le s  o n ly  if 
th e  se llin g  in s titu tio n :

(1) R e ta in s  n o  r isk  o f  lo ss  from  asse ts  
tran sfe rred  re su ltin g  from  any  ca u se , 
an d

(Zl H as n o  ob liga tion  to  any  p arty  for 
the  p ay m en t o f  p r in c ip a l o r in te re s t on  
th e  asse ts tran sfe rred  re su lt in g  from  any  
cause . T h is  tre a tm e n t, w h ich  a p p lie s  to  
sa le s  of m uLtifamify h o u s in g  lo a n s  
sub ject to o th e r  loss sharing  
a rran g em en ts , is  co n s is te n t w ith  the  
language of sec tion  618(b)(3) of 
RTCRRIA.

B ank h o ld in g  co m p an ie s  g en era lly  file 
th e ir  regu la to ry  rep o rts  in  a c co rd an ce  
w ith  g enera lly  accep ted  acco u n tin g  
p r in c ip le s  (GAAP). U n d er GAAP, bank  
b o ld in g  co m p an ie s  a re  p e rm itted  to 
trea t som e asset sa le s  w ith  recourse , 
in c lu d in g  those  so ld  sub jec t to  lo ss 
sh a rin g  arrangem en ts , a s  " t ru e ” sa les  
and , thus, m ay rem ove  th e  asse ts from  
the b a lan c e  sheet. T h e  risk -based  cap ita l 
g u id e lin e s  for bank  h o ld in g  co m p an ie s  
s ta te  th a t w h e re  such  tran sa c tio n s  h av e  
been  rem oved  from  th e  ba lan ce  sh ee t 
b u t m eet th e  d e fin itio n  o f  asse ts  so ld  
w ith  reco u rse  c o n ta in e d  in  th e  
in s tru c tio n s  to  th e  Call R eport, th e  
asse ts  so ld  m u s t be in c lu d e d  in  th e  
ca lcu la tio n  o f  risk -w e ig h ted  assets. F o r 
th is  p u rp o se  the  assets th a t a re  so id  a re  
tre a ted  a s  an  off-balance sh e e t ex p o su re
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an d  axe co n v e rtad  a t 10Q p e rc en t to  a  
c re d it  eq u iv a le n t a m o u n t a n d  a ss ig n ed  
to  th e  ap p ro p r ia te  r isk  w eigh t. T h is  
ex is tin g  tre a tm e n t, w h ich  a p p lie s  to  
sa les o f  m u ltifam ily  h o u s in g  loans 
su b je c t to p ro  rata an d  o th e r loss sh a rin g  
arran g em en ts , is  co n s is te n t w ith  th e  
req u ire m e n ts  of RTCRRIA sec tio n s  
618(b) (2) an d  (3).

C om m en ts  R eceived
P u b lic  co m m en ts  w e re  rec e iv e d  from  

tw en ty -th ree  re sp o n d en ts : ten  b an k in g  
o rg an iza tio n s , th ree  sav ings in s titu tio n s , 
n in e  tra d e  asso c ia tio n s , a n d  o n e  Taw 
firm . O f  th e  tw en ty -th ree  com m en ters , 
e ig h teen  favo red  lo w erin g  th e  r isk  
w e ig h t for qualify in g  m u ltifam ify  
m ortgages from  100 p e rc en t to  50  
p e rc en t; an® o p p o se d  th e  low er risk  
w eigh t; an d  four gave  n o  o v era ll o p in io n  
on  th e  p ro p o sa l. C o m m en ters  
re sp o n d in g  favorab ly  to  th e  p ro p o sa l 
g en e ra lly  ag reed  th a t, a lth o u g h  lo a n s  far 
m u ltifam ily  re s id e n tia l p ro p e rtie s  cou ld  
be r isk ie r th a n  loans fo r 1- to  4 -fem iiy  
p ro p ertie s , th e  co m b in a tio n  o f th e  
c rite ria  req u fre d  b y  sec tio n  615fb) o f  
RTCRRIA an d  th e  a d d itio n a l c r ite r ia  
p ro p o sed  b y  th e  H oard  s h o u ld  a ssu re  
th a t on ly  h igh  q u a lity  m u ltifam ify  
h o u s in g  lo an s w o u ld  b e  in c lu d e d  in  the 
50 p e rcen t risk  w eig h t category . T h e  one 
co m m en te r th a t d id  n o t su p p o r t th e  
p ro p o sa l ex p re ssed  th e  v iew  th a t ce rta in  
m u ltifam ily  lo a n s  sh o u ld  stay  in  th e  100 
p e rc e n t risk  ca tegory  b ecause  o f th e  
h is to r ic a lly  h ig h e r  charge-o ff ra te s  
a s so c ia ted  w ith  th e se  asse ts .

S evera l co m m en te rs  req u e s ted  
c la rif ica tio n  a s  to  w h e th e r  th e  qualify ing  
c r ite r ia  w o u ld  b e  a p p lie d  o n ly  o n c e  at 
th e  tim e  o f lo an  o rig in a tio n  or o n  a  
co n tin u o u s  b as is . T h ree  re sp o n d e n ts  
a d d re sse d  th e  a p p lic a tio n  o f  th e  an n u a l 
ne t o p era tin g  inco m e-to -d eb t serv ice 
ra tio  a s  a p p lie d  to  lo an s  to  finance  
m u ltifam ify  b u ild in g s  o w n e d  b y  
co o p e ra tiv e  h o u s in g  co rp o ra tio n s. T hey 
n o te d  th a t s in c e  th is  ty p e  of p ro p erty  is 
g en e ra lly  o p e ra ted  a s  a  n o t-fo r-p ro fit 
en te rp rise , it w o u ld  n o t m ee t th e  
p ro p o sed  a n n u a l n e t  o p e ra tin g  incom e- 
to -deb t se rv ice  coverage s ta n d a rd  a n d  
th u s , loans to f in an c e  acq u is itio n  o f 
su c h  p ro p e r tie s  co u ld  n o t q u a lify  fo r th e  
50 p e rcen t risk  w e ig h t category . T w o 
co m m en te rs  d isc u sse d  th e  trea tm e n t of 
secu ritie s  b ack ed  b y  m u ltifam ify  
h o u sin g  loans. O ne of th e se  com m en ters 
ex p re ssed  th e  v iew  th a t th e  req u irem en t 
th a t a m u ltifam ify  h o u sin g  loan  m ust 
perfo rm  in  acco rd an ce  w ith  its te rm s  for 
a t le as t o n e  y ea r  before: it  co u ld  qualify  
for a 50 p e rc en t risk  w eigh t w o u ld  
p rev e n t secu ritiz a tio n  of m u ltifam ify  
loans at o rig in a tio n . T h is  co m m en te r  
a lso  n o te d  th a t it w o u ld  be d ifficu lt to  
m o n ito r  each  u n d e r ly in g  lo an  in  a
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security  for c o n tin u o u s  co m p lian ce  w ith  
the  qualify ing  criteria .

F inal R ule

A fter rev iew  o f the  p u b lic  com m en ts, 
and  in ag reem en t w ith  th e  o th e r  F edera l 
bank ing  agencies, th e  B oard  is ad op ting  
a final ru le  am en d in g  th e  risk -based  
cap ita l g u id e lin e s  to low er the  risk  
w eigh t from  100 p e rcen t to 50 p e rcen t 
for loans secu red  by m ortgages on 
m u ltifam ily  re s id e n tia l p ro p ertie s  
m eeting  ce rta in  c o n d itio n s  as w ell as for 
secu ritie s  backed  by su ch  qualify ing  
m ortgages. T h is final ru le  im p lem en ts  
sec tion  618(b) of RTCRRIA an d  sec tion  
305(b)(1)(B) of FDICIA. T he crite ria  a 
m u ltifam ily  h o u sin g  loan  m u s t m eet to 
be in c lu d ed  in  th e  50 p e rcen t r isk  
category  are th e  sam e as those  p ro p o sed , 
excep t th a t th e  80 p e rcen t average 
an n u a l o ccu p an cy  req u irem en t has  been  
e lim in a ted  an d  c la rif ica tio n  has been  
m ade w ith  regard  to o th e r crite ria .

F o llow ing  c o n su lta tio n s  w ith  th e  
o th e r agencies, th e  B oard has d ec id e d  to 
e lim in a te  th e  req u irem en t th a t th e  
p ro p erty  f in an ced  m u st have 
m a in ta in ed  an  average an n u a l 
o ccu p an cy  ra te  of at least 80 p e rcen t for 
the p rev io u s  year. C om m ents rece iv ed  
by the o th e r agencies  in d ic a ted  th a t the 
ad d itio n a l sa feguards th is  o ccu p an cy  
crite rio n  m igh t p ro v id e  w o u ld  be 
m in im a l in  co m p ariso n  to th e  in c reased  
reco rd -keep ing  b u rd en  it w o u ld  create . 
T he B oard b elieves th a t th e  rem a in in g  
c rite ria  sh o u ld  be su ffic ien t to satisfy  
concerns re la ted  to safe ty  an d  
so u n d n e ss  of loans se cu red  by 
m u ltifam ily  re s id e n tia l p ro p erty  th a t are 
assigned  a 50 p e rc en t risk  w eight.

Several co m m en ters  n o te d  th a t ce rta in  
coopera tive  p ro p ertie s  an d  o th e r  not-for- 
p ro fit m u ltifam ily  re s id e n tia l p ro p e rtie s  
inav no t be ab le  to g enera te  su ffic ien t 
cash  flow  to sa tisfy  th e  a n n u a l n e t 
o p era ting  m co m e-to -d eb t se rv ice ra tio  
req u ired  in th e  q u alify ing  c rite ria . In 
light of th ese  com m en ts , th e  f ina l ru le  
specifies th a t co o p era tiv e  an d  o th e r not- 
for-profit m u ltifam ily  res id e n tia l 
p ro p e rtie s  m ay be d eem ed  to  satisfy  th e  
an n u a l ne t opera tin g  in ccm e-to -d eb t 
serv ice ra tio  req u irem en t if  they  
generate  su ffic ien t cash  flow  to  p ro v id e  
com p arab le  p ro tec tio n  to  th e  in s titu tio n . 
S uffic ien t cash  flow  to p ro v id e  
co m p arab le  p ro tec tio n  m ay be genera ted  
n a v arie ty  of w ays, for exam ple , 

t h r o u g h  a d d itio n s  to spec ia l o p era ting  
reserve ac co u n ts  or spec ia l su b sid ies  
p ro v id ed  by F edera l, state, local, or 
p riva te  sources. T h is co m p arab le  
o ro tec tion  acco m m o d a tio n  co u ld  a llow  
aw - and  m o d e ra te -in co m e  no t-fo r-p ro fit 

m u ltifam ily  h o u sin g  p ro jec ts  to qualify  
for the 50 p e rcen t risk  category ,

p ro v id ed  th a t they  m eet th e  o ther 
c rite ria .

T h e  B oard no tes th a t th e  an n u a l deb t 
se rv ice  ra tio  req u irem en ts  m u st be 
sa tisfied  on  an  on-going basis for a 
m u ltifam ily  hou sin g  loan  to co n tin u e  to 
receive  a 50 p e rc en t risk  w eight.

In ad d itio n , th e  final ru le  sta tes tha t 
for p u rp o se s  o f satisfy ing  th e  one yea r 's  
tim ely  p erfo rm ance c rite rio n  in  the case 
w h ere  th e  ex isting  ow n er o f a 
m u ltifam ily  res id e n tia l p ro p erty  is 
refin an c in g  a loan on th a t p roperty , all 
p r in c ip a l an d  in te res t p ay m en ts  on  the 
loan being  re fin an ced  m u st have  been  
m ade on a tim ely  basis in  acco rdance  
w ith  th e  term s of th e  loan  for at least th e  
p reced in g  year.

T he ex isting  risk -based  cap ita l 
g u id e lin e s  specify  th a t p ru d en t 
u n d e rw ritin g  s ta n d ard s  in c lu d e  a 
conserva tive  loan-to -value ratio , an d  the 
p ro p o sed  ru le  s ta ted  tha t, in  th e  case of 
a loan  secu red  by  m u ltifam ily  
re s id e n tia l p ro p erty , th e  loan-to -value 
ra tio  w o u ld  no t be deem ed  co nservative  
if it exceeded  80 p e rc en t (75 p ercen t if 
th e  loan  is based  on  a floating  in te re s t 
rate). T he fina l ru le  no tes  th a t p ru d e n t 
u n d e rw ritin g  s tan d ard s  d ic ta te  th a t a 
loan -to -va lue  ratio  u sed  in  th e  case of a 
loan to acqu ire  a p ro p erty  w o u ld  no t be  
d eem ed  conserv a tiv e  u n le ss  the  va lu e  is 
based  on the low er of th e  p u rch ase  p rice  
of th e  p ro p erty  or th e  value  as 
d e te rm in ed  by  th e  m ost cu rren t 
ap p ra isa l or, if ap p ro p ria te , th e  m ost 
c u rren t eva lua tion . O therw ise , th e  loan- 
to -value  ratio  genera lly  w o u ld  be based  
u p o n  the value of th e  p ro p erty  as 
d e te rm in ed  by th e  m ost c u rren t 
ap p ra isa l or, if  ap p ro p ria te , th e  m ost 
cu rren t eva lua tion . S u b seq u en t 
ap p ra isa ls  (or eva lua tions) of a 
m u ltifam ily  p ro p erty  w ill n o t be 
req u ired  for the p u rp o se  o f co n tin u in g  
to in c lu d e  the loan secu red  by such  
p ro p erty  in the 50 p e rc en t risk  category. 
H ow ever, if  a su b seq u en t ap p ra isa l (or 
eva lu a tio n ) is o b ta in ed  an d  it in d ica te s  
th a t th e  loan-to -value ra tio  exceeds th e  
s ta tu to ry  req u irem en ts , th e  loan w o u ld  
have  to be reassigned  to th e  100 p e rc en t 
risk  category.

In co n n ec tio n  w ith  th e  loan-to -value 
ra tio  crite rio n , the  B oard also  no tes  th a t 
u n d e r  th e  ag en c ies’ 1992 real estate 
len d in g  s ta n d ard s  reg u la tio n s  and  
g u id e lin e s , as a general m atter, 
in s titu tio n s  m ay ex ten d  loans to 
im p ro v ed  p roperty , w h ic h  in c lu d es  
ex is ting  m u ltifam ily  re s id e n tia l 
p roperty , w ith  loan -to -va lue  ratio s of up  
to 85 p ercen t. T hese g u id e lin e s , w h ich  
im p lem en t sec tion  304 o f FDICIA, 
becam e effective on M arch  1 9 ,1 9 9 3 . 
W hile  these  g u id e lin e s  perm it 
in s titu tio n s  to m ake lo an s secu red  by 
ex isting  m u ltifam ily  p ro p erty  w ith  loan-

to -value  ra tio s th a t exceed  80 percen t, 
su ch  loans w o u ld  n o t qualify  for the 50 
p e rcen t risk  category . R ather, they  
sh o u ld  be assigned  to th e  100 percen t 
risk  category.

T he final ru le  p ro v id es  th a t secu ritie s  
backed  by m ortgages on m u ltifam ily  
re s id e n tia l p ro p e rtie s  m ay be accorded  
a 50 p e rc en t risk  w eig h t if  each 
u n d erly in g  m ortgage sa tisfies all the  
c rite ria  for e lig ib ility  for the  50 percen t 
risk  w eigh t at th e  tim e  th e  poo l is 
o rig in a ted  an d  th e  s tru c tu re  of the 
secu rity  m eets ce rta in  te ch n ica l criteria  
set fo rth  in  th e  gu id e lin es. T h is 
trea tm e n t p a ra lle ls  th a t acco rded  to 
se cu ritie s  back ed  by m ortgages on 1- to 
4 -fam ily  re s id e n tia l p ro p ertie s  th a t 
q ua lify  for a 50 p e rcen t risk  w eight. In 
ligh t of issu es  ra ised  by com m enters, the 
B oard is c larify ing  th a t th e  final ru le  
does no t req u ire  m on ito ring  of each  loan 
th a t h as  b een  p o o led  in to  a secu rity  for 
co n tin u o u s  co m p lian ce  w ith  all the  
qualify ing  crite ria . As a safeguard  
aga in st d e te rio ra tio n  in  th e  und erly in g  
assets , how ever, th e  final ru le  s tip u la te s  
th a t a secu rity  backed  by  m u ltifam ily  
m ortgage loans m ay  be  acco rded  a 50 
p e rcen t risk  w eig h t on ly  as long as 
p r in c ip a l an d  in te res t p ay m en ts  on the  
se cu rity  are n o t m ore th a n  30 days past 
due.

F in a lly , in  o rd er to conform  the  
B o a rd ’s regu la to ry  language to th a t of 
th e  o th e r  agencies, th e  fina l ru le  am ends 
th e  r isk -based  ca p ita l g u id e lin e s  for 
sta te  m em b er b an k s  by  clarify ing  in  a 
foo tno te  th a t a m u ltifam ily  h o u sin g  loan 
th a t is so ld  sub jec t to  a p ro  rata  loss 
sh a rin g  arran g em en t is to be trea ted  by 
the  se lling  b an k  as so ld  (and exc lu d ed  
from  th e  b a lan ce  sheet assets), to the 
ex ten t th a t th e  sa les ag reem en t p rov ides 
for th e  p u rch a se r  of th e  loan to share  in 
any loss in c u rre d  on the loan  on a pro 
ra ta  basis w ith  th e  se lling  bank . T h is 
m ean s th a t, in  su ch  a tran sac tio n , the 
p o rtio n  of th e  loan  th a t is trea ted  as so ld  
by th e  se llin g  b an k  is ex c lu d ed  from the 
ca lc u la tio n  of th e  risk -based  cap ita l 
ratio .

W ith  regard  to b an k  ho ld in g  
co m p an ie s , a foo tno te  in  th e  final ru le  
c larifies  th a t m u ltifam ily  ho u sin g  loans 
so ld  sub jec t to  su ch  pro  rata  loss sharing  
a rran g em en ts , m ay be trea ted  as so ld , 
for risk -b ased  cap ita l pu rp o ses, to the 
sam e ex ten t as for banks. T he po rtion  
th a t is so ld  w o u ld  n o t be sub ject to the 
100 p e rc en t co n v ersio n  factor no rm ally  
ap p lie d  to asse ts  so ld  w ith  recou rse  but 
ra th e r  w o u ld  be ex c lu d ed  from  the 
ca lc u la tio n  of th e  risk-based  cap ita l 
ratio .

T he c larify ing  foo tno tes also p rov ide  
g u id an ce  on th e  risk -based  cap ita l 
trea tm e n t of sa les of m u ltifam ily  
h o u sin g  loans in  w h ich  the p u rch ase r of
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a loan  sh a res  in  any  loss in c u rre d  on the 
loan w ith  th e  se lling  in s titu tio n  on o ther 
th a n  a p ro  rata  basis. T hese  o th e r  loss 
sh a rin g  a rran g em en ts  are taken  in to  
accoun t, for p u rp o se s  of d e te rm in in g  the 
ex ten t to w h ich  su ch  loans are trea ted  
by th e  se llin g  b an k in g  o rgan iza tion  as 
so ld  for risk -based  cap ita l p u rp o ses , and  
ex c lu d e d  from  a b a n k ’s b a lan ce  sheet 
asse ts  or th e  c red it eq u iv a le n t am o u n t of 
a bank  h o ld in g  c o m p a n y ’s off-balance 
sheet item s, in  th e  sam e m an n er as 
p resc rib ed  in th e  in s tru c tio n s  to th e  Call 
R eport. As n o ted  earlie r, th ese  foo tno tes 
reflect th e  ex is tin g  Call R eport an d  risk- 
based  cap ita l trea tm e n t w ith  respec t to 
su ch  asse ts  so ld  sub ject to loss sharing  
arrangem en ts.

In a d d itio n , th e  B oard  n o te s  th a t the 
B oard an d  the  o th e r  bank ing  agencies, 
u n d e r  th e  a u sp ice s  of the  F edera l 
F in an c ia l In s titu tio n s  E xam ination  
C ounsel (FFIEC), have  b een  w ork ing  
toge ther to dev e lo p  rev is io n s  to the  
ag en c ies’ r isk -based  c a p ita l s ta n d a rd s  
th a t w ill b e tte r  d is t in g u ish  b e tw een  the 
degrees of risk  in  loss sh a rin g  
a rrangem en ts  in v o lv in g  asse t sales in 
general. In th is  regard , on  D ecem ber 16. 
1993, the B oard  ap p ro v ed  a 
reco m m en d a tio n  from  th e  F edera l 
F in an c ia l In s titu tio n  E xam ina tion  
C ouncil to seek p u b lic  co m m en t on a 
N otice of P ro p o sed  R u lem ak ing  an d  an 
A dvanced  N otice o f P ro p o sed  
R ulem aking  co n c e rn in g  th e  regu la to ry  
trea tm en t of asse ts  so ld  sub jec t to loss 
sharing  arrangem en ts . To the  ex ten t 
these  p ro p o sa ls  ap p ly  to m u ltifam ily  
hou sin g  loans, they  w o u ld , if ad o p ted , 
also sa tisfy  th e  req u irem en ts  of section  
618(b)(3) of RTCRRIA.

F inally , th e  B oard finds, for good 
cause , tlia t an  im m ed ia te  effective date 
is necessary  in  o rd er to se rve th e  p u b lic  
in te rest, avo id  co n fu s io n , an d  ex p ed ite  
the rep o rtin g  o f a cap ita l charge th a t is 
co m m en su ra te  w ith  th e  risk s  associa ted  
w ith  m u ltifam ily  h o u s in g  loans th a t 
m eet the  sp ec ified  crite ria . A D ecem ber 
31. 1993 effec tive da te  w ill enab le  
bank ing  o rg an iza tio n s  to use the 
red u ced  risk  w eigh t for m u ltifam ily  
h o u sin g  loans in  th e ir  end-of-year 
regu la tory  repo rts . In ad d itio n , th e  
B oard believ es th is  effec tive date  is 
ap p ro p ria te  becau se  th e  rev is io n  w ou ld  
reduce , ra th e r  th a n  ex p an d , regu la to ry  
b u rden .

Regulatory Flexibility Act Analysis
T he F edera l R eservo B oard does no t 

believe a d o p tio n  o f th is  final ru le  w o u ld  
have a s ig n ifican t eco n o m ic  im p ac t on 
a su b s tan tia l n u m b e r of sm all b u s in e ss  
en titie s  (in th is  case, sm a ll bank ing  
o rgan iza tions), in  acco rd  w ith  the  sp irit 
an d  p u rp o ses  of th e  R egu la to ry  
F lex ib ility  A ct (5 U.S.C. 601 et seq ). In

th is  regard, the final ru le  w o u ld  red u ce  
ce rta in  regu la to ry  b u rd en s  on  bank  
h o ld in g  co m p an ie s  as it w o u ld  red u ce  
th e  cap ita l charge on ce rta in  
tran sac tio n s. In ad d itio n , because  th e  
risk-based  cap ita l g u id e lin e s  genera lly  
do no t ap p ly  to bank  h o ld in g  co m p an ies  
w ith  co n so lid a ted  assets of less th an  
$150 m illion , th is  p ro p o sa l w ill no t 
affect such  com pan ies.

List of Subjects
12 CFR Part 208

A ccoun ting , A gricu ltu re , B anks, 
banking , C on fiden tia l b u s in e ss  
in fo rm ation , C urrency , R eporting  an d  
reco rd k eep in g  req u irem en ts , S ecurities.

12 CFR Part 225
A d m in is tra tiv e  p rac tice  and  

p ro ced u re , B anks, bank ing , H o ld ing  
com p an ies , R eporting  and  
reco rd k eep in g  req u irem en ts , S ecurities.

For th e  reasons set forth  in  the 
p ream b le  th e  B oard is am en d in g  12 CFR 
p arts  208 and  225 to read  as follow s:

PART 208— MEMBERSHIP OF STATE 
BANKING INSTITUTIONS IN THE 
FEDERAL RESERVE SYSTEM 
(REGULATION H)

1. T he au th o rity  c ita tio n  for p a rt 208 
c o n tin u es  to read  as follow s:

Authority: 12 U.S.C. 36, 248(a) and (c). 
321-338, 461,431-486, 601, 611, 1814, 
1823(i), 18310, 1831p-l. 3906-3909, 3310, 
3331-3351; 15 U.S.C. 78b, 78o-4(c)(5), 78q, 
78q-l, 78w, 781(b), 781(i), and 1781(g).

2. A p p en d ix  A to part 208 is am en d e d  
by rev ising  the first parag rap h  of sec tion  
III.C.3., an d  Category 3 Item  1. of 
A ttach m en t III to read  as follow s:

Appendix A to Part 208— Capital 
Adequacy Guidelines for State Member 
Banks: Risk-Based Measure 
* * * * *

III. Procedures for Computing Weighted Risk 
Assets and Off-Balance Sheet Items 
* * * * *

C. Risk Weights 
* * * * *

3. C a te g o r y  3. 5 0  p e r c e n t. This category 
includes loans fully secured by first liens34 
on 1- to 4-familv residential properties, either 
owner-occupied or rented, or on multifamily 
residential properties,3s that meet certain

34 !f a bank holds the first and junior liens(s) on 
a residential property and no other party holds an 
intervening lien, the transaction is treated as a 
single loan secured by a first lien for the purpose 
of determining the loan-to-value ratio.

35 Loans that qualify as loans secured by 1- to 4- 
family residential properties or multifamily 
residential properties are listed in the instructions 
to the commercial bank Call Report. In addition, for 
risk-based capital purposes, loans secured by 1- to 
4-family residential properties include loans to

criteria.36 Loans included in this category , 
must have been made in accordance with 
prudent underwriting standards:37 bo 
performing in accordance with their original 
terms; and not be 90 days or more past due 
or carried in nonaccrual status. The following 
additional criteria must also be applied to a 
loan secured by a multifamily residential 
property that is included in this category: all 
principal and interest payments on the loan 
must have been made on time for at least the 
year preceding placement in this category, or 
in the case where the existing property owns 
is refinancing a loan on that property, all 
principal and interest payments on the loan 
being refinanced must have been made on 
time for at least the year preceding placemen 
in this category; amortization of the principal 
and interest must occur over a period of not 
more than 30 years and the minimum 
original maturity for repayment of principal 
must not be less than 7 years; and the annua 
net operating income (before debt service) 
generated by the property during its most 
recent fiscal year must not be less than 120 
percent of the loan’s current annual debt 
service (115 percent if the loan is based on 
a floating interest rate) or, in the case of a

builders with substantial project equity for the 
construction of 1- to 4-family residences that have 
been presold under firm contracts to purchasers 
who have obtained firm commitments for 
permanent qualifying mortgage loans and have 
made substantia] earnest m oney deposits.

The instructions to the Call Report also discuss 
the treatment of loans, including multifamily 
housing loans, tliat are sold subject to a pro rata lo 
sharing arrangement. Such an arrangement should 
be treated by the selling bank as sold (and exclude 
from balance sheet assets) to the extent that the 
sales agreement provides for the purchaser of the. 
loan to share in any loss incurred on the loan on 
a pro rata basis with the selling bank. In such a 
transaction, from the standpoint of the selling ban 
the portion of the loan that is treated as sold is r.ci 
subject to the risk-based capital standards. In 
connection w ith sales of m ultifam ilv housing loar 
in w hich the purchaser of a loan shares m any los 
incurred on the loan with the selling instituuon o 
other than a pro rata basis, these other loss sharini 
arrangements are taken into account for purposes 
determining the extent to w hich such loans are 
treated by the selling bank as sold [and excluded 
from balance sheet assets) under the risk-based 
capital framework in the same manner as present 
for reporting purposes in the instructions to the C 
Report

36 Residential property loans that do not meet a 
the specified criteria or that are made for the 
purpose of speculative property development are 
placed in the 100 percent risk category.

37 Prudent underwriting standards include a 
conservative ratio of the current loan balance to !' 
value of the property. In the case of a loan secure 
by multifam ily residential property, the loan-to- 
value ratio is not conservative if it exceeds 80 
percent (75 percent if the loan is based on a fioati 
interest ratej. Prudent underwriting standards ais 
dictate that a loan-to-value ratio used in the case 
originating a loan to acquire a property would no 
be deemed conservative unless the value is based 
on the lower of the acquisition cost of the proper 
or appraised (or if appropriate, evaluated) value. 
Otherwise, the loan-to-value ratio generally woul 
be based upon the value of the property as 
determined by the most current appraisal, or if 
appropriate, the most current evaluation. All 
appraisals must be made in a manner consistent 
with the Federal banking agencies real estate 
appraisal regulations and guidelines and with th 
bank's own appraisal guidelines
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cooperative or other not-for-profit housing 
project, the property must generate sufficient 
cash flow to provide comparable protection 
to the institution. Also included in this 
category are privately-issued mortgage- 
backed securities provided that

(1) The structure of the security meets the 
criteria described in section 111(B)(3) above;

(2) If the security is backed by a pool of 
conventional mortgages, on 1- to 4-family 
residential or multifamily residential 
properties each underlying mortgage meets 
the criteria described above in this section for 
eligibility for the 50 percent risk category at 
the time the pool is originated;

(3) If the security is backed by privately- 
issued mortgage-backed securities, each 
underlying security qualifies for the 50 
percent risk category; and

(4) If the security is backed by a pool of 
multifamily residential mortgages, principal 
and interest payments on the security are not 
30 days or more past due.

Privately-issued mortgage-backed 
securities that do not meet these criteria or 
that do not qualify for a lower risk weight are 
generally assigned to the 100 percent risk 
category.
* * * * *

Attachment III—Summary of Risk Weights 
and Risk Categories for State Member Banks 
* * * * *

C a te g o r y  3: 50 Percent
1. Loans fully secured by first liens on 1- 

to 4-family residential properties or on 
multifamily residential properties that have 
been made in accordance with prudent 
underwriting standards, that are performing 
in accordance with their original terms, that 
are not past due or in nonaccrual status, and 
that meet other qualifying criteria, and 
certain privately-issued mortgage-backed 
securities representing indirect ownership of 
such loans. (Loans made for speculative 
purposes are excluded.) 
* * * * *

PART 225— BANK HOLDING 
COMPANIES AND CHANGE IN BANK 
CONTROL (REGULATION Y)

1. T he a u th o rity  c ita tio n  for p a rt 225 
;o n tin u e s  to  read  as follow s:

Authority: 12 U.S.C. 1817(j)(13), 1818,
18311. 1831p—1, 1843(c)(8), 1844(b), 1972(1), 
1106, 3108, 3907, 3909, 3310, and 3331-
1351

2. A p p en d ix  A to part 225 is am en d e d  
iy rev is ing  th e  first p arag raph  of sec tion
II.C .3., foo tno te  48 in section  III.D .l., 
n d  Category 3 Item  1. of A ttach m en t III 
o read  as follow s:

Appendix A to Part 225—Capital 
adequacy Guidelines for Bank Holding 
iompanies: Risk-Based Measure 

* * * *

[I. Procedures for Computing Weighted Risk 
.ssets and Off-Balance Sheet Items 

* * * *

CL Risk Weights 
* * * * *

3. Category 3:50 percent. This category 
includes loans fully secured by first liens *7 
on 1- to 4-family residential properties, either 
owner-occupied or rented, or on multifamily 
residential properties,38 that meet certain 
criteria.* 3 * 1* Loans included in this category 
must have been made in accordance with 
prudent underwriting standards;48 be 
performing in accordance with their original 
terms; and not be 90 days or more past due 
or carried in nonaccrual status. The following 
additional criteria must also be applied to a 
loan secured by a multifamily residential 
property that is included in this category: all 
principal and interest payments on the loan 
must have been made on time for at least the 
year preceding placement in this category, or 
in the case where the existing property owner 
is refinancing a loan on that property, all 
principal and interest payments on the loan 
being refinanced must have been made on 
time for at least the year preceding placement 
in this category, amortization of the principal 
and interest must occur over a period of not 
more than 30 years and the minimum 
original maturity for repayment of principal 
must not be less than 7 years; and the annual 
net operating income (before debt service) 
generated by the property during its most 
recent fiscal year must not be less than 120 
percent of the loan's current annual debt 
service (115 percent if the loan is based on 
a floating interest rate) or, in the case of a 
cooperative or other not-for-profit housing 
project, the property must generate sufficient 
cash flow to provide comparable protection

37 If a banking organization holds the Erst and 
junior lian(s) on a residential property and no other 
party holds an intervening lien, the transaction is 
treated as a single loan secured by a first lien for 
the purpose of determining the loan-to-value ratio.

Loans that qualify as loans secured by 1- to 4 - 
family residential properties or muLtifamily 
residential properties are Listed in the instructions 
to the FR Y-9C Report In addition, for risk-based 
capital purposes, loans secured by 1- to 4-family 
residential properties include loans to builders with 
su b s ta n tia l  p ro je c t eq u ity  for the c o n s tru c tio n  of 1- 
to 4-family residences that have been presold under 
firm contracts to purchasers who have obtained 
firm commitments for permanent qualifying 
mortgage loans and have made substantial earnest 
money deposits.

3» Residential property loans that do not meet all 
the specified criteria or that are made for the 
purpose of speculative property development are 
placed in the 100 percent risk category.

*o Prudent underwriting standards include a 
conservative ratio of the current loan balance to the 
value of the property. In the case of a loan secured 
by multifamily residential property, the ioan-to- 
value ratio is not conservative if it exceeds 80 
percent (75 percent if the loan is based on a floating 
interest rate). Prudent underwriting standards also 
dictate that a loan-to-value ratio used in the case of 
originating a loan to acquire a property would not 
be deemed conservative unless the value is based 
on the lower of the acquisition cost of the property 
or appraised (or if appropriate, evaluated) value. 
Otherwise, the ioan-to-vaiue ratio generally would 
be based upon the value of the property as 
determined by the most current appraisal, or if 
appropriate, the most current evaluation. All 
appraisals must be made in a manner consistent 
with the Federal banking agencies' real estate 
appraisal regulations and guidelines and with the 
banking organization's own appraisal guidelines.

to the institution. Also included in this 
category are privately-issued mortgage- 
backed securities provided that:

(1) The structure of the security meets the 
criteria described in section. 111(B)(3) above;

(2) if the security is backed by a pool of 
conventional mortgages, on 1- to 4-family 
residential or multifamily residential 
properties, each underlying mortgage meets 
the criteria described above in  this section for 
eligibility for the 50 percent risk category at 
the time the pool is originated;

(3) If the security is backed by privately- 
issued mortgage-backed securities, each 
underlying security qualifies for the 50 
percent risk category; and

(4) If the security is backed by a pool of 
multifamily residential mortgages, principal 
and interest payments on the security are not 
30 days or more past due. Privately-issued 
mortgage-backed securities that do not meet 
these criteria or that do not qualify for a 
lower risk weight are generally assigned to 
the 100 percent risk category. 
* * * * *

D. Off-Balance Sheet Items 
* * * * *

1. * * * 48
* * * * *

Attachment in —Summary of Risk Weights 
and Risk Categories for Bank Holding 
Companies
*  *  *  *  *

Category 3: 50 Percent
1. Loans fully secured by first liens on 1- 

to 4-family residential properties or on 
multifamily residential properties that have 
been made in accordance with prudent 
underwriting standards, that are performing 
in accordance w ith their original terms, that 
are not past due or in nonaccrual status, and 
that meet other qualifying criteria, and 
certain privately-issued mortgage-backed 
securities representing indirect ownership of

48 In regulatory reports and under GAAP, bank 
holding companies are permitted to treat some asset 
sales with recourse as "true” sales. For risk-based 
capital purposes, however, such assets sold with 
recourse and reported as "true" sales by bank 
holding companies are converted at 100 percent 
and assigned to the risk category appropriate to the 
underlying obligor or, if relevant the guarantor or 
nature of the collateral, provided that the 
transactions meet the definition of assets sold with 
recourse (including assets sold subject to pro rata 
and other loss sharing arrangements), that is 
contained in the instructions to the commercial 
bank Consolidated Reports of Condition and 
Income (Call Report). This treatment applies to any 
assets, including the sale of 1- to 4-family and 
multifamily residential mortgages, sold with 
recourse. Accordingly, the entire amount of any 
assets transferred with recourse that are not already 
included on the balance sheet, including pools of
1- to 4-family residential mortgages, are to be 
converted at 100 percent and assigned to the risk 
category appropriate to the obligor, or if relevant, 
the nature of any collateral or guarantees. The only 
exception involves transfers of pools of residential 
mortgages that have been made with insignificant 
recourse for which a liability or specific non-capital 
reserve has been established and is maintained for 
the maximum amount of possible loss under the 
recourse provision.
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such loans. (Loans made for speculative 
purposes are excluded.)
* * * i f *
Board of Governors of the Federal Reserve 
System, December 17, 1993.
William W. Wiles,
S e c r e ta r y  o f  th e  B oard .

(FR Doc. 93-31338 Filed 12-28-93; 8:45 am]
BILUNQ CODE 6210-01-U
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Additional copies of this list may be obtained at a price of $1.00per issue, plus 
postage if you want it mailed to you; printed below is a schedule showing the current 
charges.

Requests for additional copies should be directed to the Circulars Division, Federal 
Reserve Bank o f New York, 33 Liberty Street, New York, N.Y. 10045.

PRICE SCHEDULE FOR OBTAINING ADDITIONAL COPIES 
____________________________  Price if Price if

No. of Copies Mailed picked up

One co p y ..............................................................................................$2.20 $ 1.00
Two copies ...........................................................................................$3.90 $2.00
Three copies ........................................................................................$5.60 $ 3.00
4 - 9 copies .............................................................................................* $ 4.00- $ 9.00
10 - 12 copies .......................................................................................** $10.00- $12.00

* Add $2.90postage to the cost of the copies.
** Add $4.10postage to the cost of the copies.

NOTE: To ascertain the postage charge for more than 12 copies, please contact the 
Circulars Division (Tel. No. 212-720-5215or 5216).

Circulars Division
FEDERAL RESERVE BANK OF NEW YORK
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