
FEDERAL RESERVE BANK
OF NEW YORK

[Circular No. 10689 ~| 
February 8, 1994

PAYMENTS SYSTEM RISK REDUCTION PROGRAM 
Modifications to Policy Statement

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

Last year the Board of Governors of the Federal Reserve System requested 
public comment on proposed modifications to its Policy Statement on Payments 
System Risk that would (a) modify the procedures that depository institutions must 
use if they choose to complete a self-assessment to establish a daylight overdraft 
net debit cap, and (b) eliminate the requirement that U.S. branches and agencies 
of foreign banks provide information on U.S. funding capability and discount- 
window eligible collateral for use in determining their daylight overdraft net debit 
cap. The proposal was sent to you in our Circular No. 10654, dated September 1,
1993.

The Board of Governors has adopted these modifications. First, effective for 
self-assessments performed on or after January 1, 1995, depository institutions 
must evaluate their operating controls and contingency procedures in addition to 
the three existing components of the self-assessment. Second, effective April 14,
1994, depository institutions will use a “Creditworthiness M atrix” to determine 
their overall creditworthiness rating, except in certain limited circumstances. Also 
effective April 14, the Board is eliminating the requirement that branches and 
agencies of foreign banks provide the information indicated above.

Printed on the following pages is the text of the Board’s official notice on these 
modifications, as printed in the Federal Register of January 20. Questions on these 
matters may be directed to Don Anderson, Manager, Accounting Departm ent (Tel. 
No. 212-720-5250), or to Anthony Fressola, Chief, Accounting Control Division 
(Tel. No. 212-720-5803).

W illiam J. M cDonough, 
President.
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Modifications to the Payments System 
Risk Reduction Program; Setf- 
Assessment Procedures, Caps for U.S. 
Branches and Agencies of Foreign 
Banks

AGENCY: B oard o f G overnors of th e  
F edera l R eserve System .
ACTION: P olicy  sta tem en t.

SUMMARY: A s part of its  pay m en ts  
system  risk  red u c tio n  program , th e  
B oard is ado p tin g  m o d ifica tions to  its  
Policy  S tatem en t on  P aym en ts  System  
Risk. S pecifically , th e  B oard is 
m od ify ing  in  tw o w ays th e  p ro ced u re s  
th a t d eposito ry  in s titu tio n s  m u st u se  if  
they  choose  to  com plete  a self- 
assessm en t to  es tab lish  a day ligh t 
overdraft n e t deb it cap . F irs t, effective 
for self-assessm en ts perfo rm ed  on or 
after January  1 ,1 9 9 5 , deposito ry  
in s titu tio n s  m ust ev a lua te  th e ir  
opera ting  con tro ls  and  con tingency  
p ro ced u res in  ad d itio n  to  th e  th ree  
ex isting  co m p o n en ts  o f th e  self- 
assessm en t (c red itw orth iness , in trad ay  
fu n d s  m anagem en t an d  con tro l, an d  
cu s to m er c red it p o lic ies  an d  contro ls). 
Second , dep o sito ry  in s titu tio n s  w ill u se 
a ' ‘C red itw o rth in ess  M atrix” to  
de te rm in e  th e ir  overa ll c red itw o rth in ess  
rating , excep t in  ce rta in  lim ited  
c ircum stances. In ad d itio n  to  th ese  tw o  
changes to  th e  se lf-assessm ent 
p rocedu res , th e  B oard is e lim in a tin g  th e  
req u irem en t th a t b ran ch es an d  agencies 
of foreign banks p rov ide  in fo rm ation  on 
U.S. fu n d in g  capab ility  an d  d isco u n t 
w in d o w  elig ib le co lla tera l for u se  in  
d e te rm in in g  th e ir  day ligh t overd raft ne t 
deb it caps.
DATES: Effective A p ril 1 4 ,1 9 9 4 .
FOR FURTHER INFORMATION CONTACT:
Jeffrey C. M arquard t, A ssistan t D irector 
(202 /452-2360), P au l Bettge, M anager 
(202 /452-3174), D iv ision  o f R eserve 
Bank O pera tions an d  P aym ent System s; 
for th e  hea rin g  im p a ired  only: 
T e leco m m u n ica tio n s D evice for th e  
Deaf, D oro thea T hom pson  (2 0 2 /452 - 
3544).

SUPPLEMENTARY INFORMATION: 

Background
T he B oard ’s P aym ents System  Risk 

p o licy  req u ires  th a t in s titu tio n s  
in cu rrin g  day lig h t overdrafts in  th e ir  
F edera l R eserve accoun ts  es tab lish  a
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m axim um  lim it, o r ne t d eb it cap , on  
overd rafts  in c u rred  in  th o se  accoun ts. In 
A ugust 1993, th e  B oard  requested  
com m en t on  th ree  p roposals  to  m odify  
th e  p ro ced u re s  for es tab lish ing  n et deb it 
caps. T h e  B oard received  16  p u b lic  
com m en ts  on  th e  p roposals.

Self-Assessment Procedures

U nder th e  B oard ’s po licy , an 
in s titu tio n ’s n e t deb it cap  (for a sing le  
day  and  on  average over a  tw o-w eek  
reserve m a in ten an ce  period ) is  based  on 
its  cap  category. T he cap  categories th a t 
p erm it re la tive ly  h ig h e r u se  o f in tra d ay  
cred it a re  th e  A verage, A bove A verage, 
and  H igh cap  categories. A n in s titu tio n  
th a t w ish es  to  es tab lish  a cap  in  one  of 
th ese  categories m u st com p lete  an  
assessm en t of its  c red itw o rth in ess , 
in trad ay  fu n d s  m anagem ent and  contro l, 
and  cu s to m er c red it po lic ie s  and  
contro ls.

O pera ting  C on tro ls an d  C ontingency  
P rocedu res

T he B oard  requested  com m en t on th e  
ad d itio n  o f a fou rth  co m p o n en t to  th e  
se lf-assessm en t p ro ced u res to  cover 
o p era ting  con tro ls  and  con tingency  
p ro ced u res , w ith  a p roposed  effective 
date  o f January  1 ,1 9 9 5 . N ine 
co m m en ters  v iew ed  favorably the  
B oard ’s p ro p o sa l to  requ ire  th e  
assessm en t of opera ting  con tro ls  an d  
con tin g en cy  p rocedu res. T h ese  
co m m en ters  d id  no t in d ica te  th a t the 
p roposa l w o u ld  substan tia lly  increase  
regula tory  b u rd en . T w o o f th ese  
co m m en ters  suggested  a la ter 
im p lem en ta tio n  da te  for th e  ad d itio n a l 
assessm en t co m p o n en t, how ever. O ne 
o th e r co m m en ter opposed  th e  
ad d itio n a l com p o n en t as being  
d u p lic a tiv e  o f o th e r bank  regu la to ry  
requ irem en ts , w h ile  tw o  com m en ters  
felt th a t th e  ad d itio n a l co m p o n en t 
w o u ld  be  b u rd en so m e  for sm a lle r 
in s titu tio n s .

In th e  B oard ’s v iew , it is im p o rtan t 
tha t any  in s titu tio n  th a t w ish es  to  u se  a 
re la tive ly  h ig h e r am oun t o f F ederal 
R eserve in trad ay  c red it perform  an  
assessm en t o f its  opera ting  con tro ls  and  
con tingency  p ro ced u re s  re la ting  to  its  
p aym en ts  ac tiv ity . F u rtherm ore , th e  
assessm en t itse lf  consists  of eight 
stra igh tfo rw ard  ques tio n s abou t th e  
in s titu tio n ’s opera tio n s an d  sh o u ld  pose 
a b u rd en  to  com plete . In stitu tio n s 
w hose opera tin g  con tro ls  an d  
con tingency  p ro ced u re s  are no t 
cu rren tly  ad eq u a te  to  m eet th e  crite ria  
in  th e  self-assessm en t p ro ced u res 
sh o u ld  no t in c u r  overdrafts g rea ter th a n  
th o se  p e rm itted  by a de  m in im is  cap , 
w h ich  p e rm its  a low er am o u n t of 
overd rafts  w ith o u t the  req u irem en t of a

se lf-assessm en t, u n ti l  th ey  u p g rad e  th e ir  
p ro ced u re s  to  m eet su ch  criteria .

T h e  B oard  is  there fo re  ad o p tin g  th e  
fou rth  co m p o n en t to  th e  se lf-assessm ent 
p ro ced u re s  as p ro p o sed  to  cover 
opera ting  co n tro ls  an d  con tingency  
p ro ced u re s  for assessm en ts  perfo rm ed  
on  or after January  1 ,1 9 9 5 . D eposito ry  
in s titu tio n s  m ay  e lec t to  in c lu d e  th e  
ad d itio n a l co m p o n en t in  assessm en ts  
perfo rm ed  p rio r  to  th a t date , how ever.

C red itw o rth in ess  M atrix

In  an  a ttem p t to  red u ce  th e  b u rd e n  on 
in s titu tio n s  e lec tin g  to  u n d ertak e  an 
assessm en t, th e  B oard p ro p o sed  a 
sim p lified  ap p ro ach  to  assessing  
c red itw o rth in ess . U n d er th e  new  
m ethodo logy , an  in s t itu tio n ’s p ro m p t 
co rrec tive ac tion  cap ita l category  an d  its  
su pe rv iso ry  ra tin g  are  com b ined  in to  a 
sing le  ra ting  for th e  c red itw o rth in ess  
co m p o n en t o f th e  se lf-assessm en t u s in g  
a C red itw o rth in ess  M atrix , w h ich  is 
sh o w n  below .

T he B oard believ es th a t it is 
ap p ro p ria te , in  n ea rly  all c ircu m stan ces, 
for dep o sito ry  in s titu tio n s  to  u se  th e  
M atrix  to  d e te rm in e  th e ir  
c re d itw o rth in ess  rating. In certa in  
lim ited  c ircu m stan ces , how ever, 
in s titu tio n s  w ill b e  perm itted  to  perform  
a fu ll assessm en t o f c red itw orth iness . 
(P rocedures for com p le ting  th e  full 
assessm en t of c red itw o rth in ess  are 
in c lu d ed  in  th e  G u ide  to  th e  F ederal 
R eserve’s P ay m en ts  System  Risk P olicy , 
w h ich  is av a ilab le  from  any Reserve 
B ank.) For exam p le , an  in s titu tio n  
w h o se  co n d itio n  h as  changed  
sign ifican tly  s in ce  its  last exam ina tion , 
or th a t possesses ad d itio n a l substan tive  
in fo rm ation  regard ing  its  f inanc ia l 
co n d itio n , m ay b e  p erm itted  to  justify  a 
d ifferen t ra tin g  b ased  on  a full 
c re d itw o rth in ess  assessm en t. In all 
cases, th e  R eserve B anks re ta in  th e  
resp o n sib ility  for rev iew ing  caps and 
d e te rm in in g  ap p ro p ria te  cap  levels.

C r e d it w o r t h in e s s  Ma tr ix

Capital
level

Supervisory composite rating

Strong Satis­
factory Fair

Well Cap­
italized.

Excellent Very
Good.

Ade­
quate;

Adequately
Capital­
ized.

Very Good Very
Good.

Ade­
quate

Undercapi­
talized.

(*") C l Below
Stan­
dard.

*** Institutions that fail into this category 
should perform a full assessm ent of credit- 
worthiness.
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Note: Institutions that fall into categories not 
shown in the Matrix would receive a Below 
Standard rating.

U.S. b ran ch es  an d  agencies o f foreign 
banks located  in  co u n trie s  th a t ad h e re  to  
the Basle C ap ita l A ccord  are  trea ted  in  
th e  sam e m a n n e r  as U .S .-based banks, 
w ith  su perv iso ry  ra tings o f th e  U.S. 
b ranches o r agencies u sed  in  
con ju n c tio n  w ith  th e  cap ita l category  o f 
the p aren t bank . T h e  resu ltin g  
c red itw o rth in ess  ra ting  for th e  U.S. 
b ranch  o r agency is co n d itio n ed  o n  th e  
overall c red itw o rth in ess  o f th e  en tire  
foreign bank in g  o rgan ization , how ever.
In ad d itio n , foreign banks from 
coun tries  th a t have  n o t subsc ribed  to  th e  
Basle C apita l A ccord  m u st perfo rm  a 
full assessm en t o f c red itw o rth in ess  in  
o rder to  d e te rm in e  th e ir  n e t deb it cap .

In A ugust 1993, th e  B oard req u ested  
pub lic  com m en t on th e  use o f th e  
C red itw orth iness  M atrix . E leven 
com m enters specifica lly  ad d re ssed  th e  
changes in  th e  m ethodo logy  for th e  
assessm en t o f c red itw o rth in ess . N ine  
com m enters ex p re ssed  su p p o rt for th e  
B oard’s p ro p o sa l to  s tream line  th e  self- 
assessm en t p rocess  th ro u g h  th e  u se  o f 
the new  C red itw o rth in ess  M atrix  an d  
in d ica ted  th a t th e  n ew  p rocedu res 
w o u ld  red u ce  regu la to ry  b u rden . O f 
these, how ever, five com m en ters  felt 
th a t dep o s ito ry  in s titu tio n s  sh o u ld  be 
p erm itted  th e  o p tio n  o f co m p leting  th e  
full assessm en t o f c red itw o rth in ess .

T w o com m en ters  d id  n o t su p p o r t th e  
C red itw orth iness  M atrix  m e th o d , b u t 
suggested th a t its  u se  be  op tiona l. T he 
In stitu te  o f In te rn a tio n a l B ankers, an  
associa tion  rep rese n tin g  foreign banks, 
opposed  any  m an d a to ry  u se  o f th e  
M atrix  as it w o u ld  re su lt in  low er caps 
for m any  b ran ch es  an d  agencies of 
foreign banks.

In th e  B oard ’s v iew , th e  b enefits  o f th e  
C red itw orth iness  M atrix  app ro ach , 
nam ely  a s tream lin ed  se lf-assessm ent 
p rocess an d  in c reased  ob jectiv ity  o f th e  
c red itw o rth in ess  ra tings across 
in s titu tio n s , m itiga tes ob jections to  
s tan d ard ized  usage o f th e  M atrix . A s 
in s titu tio n s  ad o p tin g  caps in  th e  
Average, A bove A verage, an d  High 
categories m ay be p e rm itted  to  in c u r  
overdrafts g rea ter th a n  th e ir  cap ita l, i t  is  
particu la rly  im p o rta n t th a t these  cap s  be  
ap p ro p ria te  g iven  in s titu tio n s ’ f in an c ia l 
streng th  as m easu red  by  objective 
regu latory  crite ria . W hile  som e 
in s titu tio n s , in c lu d in g  a n u m b er o f 
foreign banks, w ill like ly  ado p t low er 
caps as a re su lt o f  u s in g  th e  
C red itw orth iness  M atrix , ana lysis o f 
these  in s titu tio n s ' recen t day ligh t 
overdraft ac tiv ity  in d ica te s  th a t these  
caps sh o u ld  n o t be u n d u ly  co nstra in ing .

T h e  B oard is, th e re fo re , ad o p tin g  th e  
m od ifica tio n s as  p ro p o sed  to  th e  
c red itw o rth in ess  co m p o n en t of th e  self- 
assessm en t p ro ced u re s , effective A pril
1 4 .1 9 9 4 . F or se lf-assessm en ts 
perfo rm ed  on  o r afte r th a t date , 
in c lu d in g  th o se  p erfo rm ed  as  p a rt of th e  
an n u a l cap  ren ew a l p rocess, depo sito ry  
in s titu tio n s  w ill be  req u ired  to  u se  th e  
C red itw orth iness  M atrix  in  a ll b u t 
ce rta in  lim ited  c ircu m stan ces. If 
app ro p ria te , d ep o s ito ry  in s titu tio n s  
m ay , a t th e ir  o p tio n , u se  th e  
C red itw o rth in ess  M atrix  in  co m p leting  
self-assessm en ts p r io r  to  th a t date.

Net Debit Caps for Branches and 
Agencies of Foreign Banks

T h e d e te rm in a tio n  o f n e t d eb it caps 
for foreign b anks is  b ased  on  essen tia lly  
th e  sam e p ro ced u re s  as th o se  for U.S. 
in s titu tio n s . H ow ever, for foreign banks, 
th e  F edera l R eserve h a s  a lso  req u ired  
ev idence  o f an  in s t i tu tio n ’s U.S. fun d in g  
capab ility  an d  d isc o u n t w in d o w  elig ib le 
co lla teral. T h e  d o lla r  am o u n t o f an  
in s titu tio n ’s n e t d eb it cap  cou ld  be 
red u ced  (below  its  cap  m u ltip le  tim es 
its  cap ita l) based  on  th e se  am oun ts.

E xperience w ith  U .S. fund ing  
capab ility  an d  co lla te ra l da ta  h as  show n 
th a t, in  o rd er to  co llec t these  d a ta  w ith  
su ffic ien t p rec is io n  an d  frequency , a 
sign ifican t regu la to ry  b u rd en  is 
im posed . In  ad d itio n , it  is  u n lik e ly  th a t 
th ese  data  accu ra te ly  m easu re  a foreign 
b a n k ’s ab ility  to  ra ise  fu n d s  a t tim es 
w h en  rap id  access to  m oney  m arkets 
m ay be necessary . A s a resu lt, th e  B oard 
p ro p o sed  to  d isc o n tin u e  repo rtin g  o f 
in fo rm ation  on  U .S. fu n d in g  capab ility  
an d  d isco u n t w in d o w  elig ib le  co lla teral 
by  b ran ch es a n d  agencies o f foreign 
b anks for u se  in  d e te rm in in g  day ligh t 
overdraft n e t d eb it caps.

O n ly  tw o  co m m en te rs  m en tio n ed  th e  
p ro p o sa l to d isc o n tin u e  rep o rtin g  o f th is  
in fo rm ation  by  foreign banks. T he 
In s titu te  o f In te rn a tio n a l B ankers 
su p p o rted  th e  p roposa l. O ne U.S. 
com m ercia l b an k  o p p o sed  th e  p roposal, 
based  on  th e  ra tio n a le  th a t superv iso ry  
ra tings u sed  in  d e te rm in in g  n e t deb it 
cap s  for foreign b an k s  are no t 
com parab le  to  th o se  for U.S. 
in s titu tio n s . In  th e  B o ard ’s v iew , th e  
p ro p o sed  req u irem en t th a t 
c red itw o rth in ess  ra tings o f b ran ch es  an d  
agencies of foreign b an k s  be co n d itio n ed  
on  th e  overall c red itw o rth in e ss  o f th e  
en tire  foreign b an k in g  o rgan ization  
sh o u ld  h e lp  a llev ia te  su ch  concerns.
T he B oard is the re fo re  ad o p tin g  th e  
p ro p o sed  m o d ifica tio n  to  the  m e th o d  for 
es tab lish ing  cap s  for b ran ch es  an d  
agencies o f foreign banks , effective A pril
14 .1 9 9 4 .

Guide to the Federal Reserve’s 
Payments System Risk Policy

In o rd er to  fac ilita te  p u b lic  com m ent 
on  th e  A ugust 1993 p roposa ls , th e  B oard 
p ro v id ed  d ep o s ito ry  in s titu tio n s  w ith  a 
d raft v ersion  o f th e  G u ide to th e  F edera l 
R eserve’s P ay m en ts  S ystem  Risk Policy. 
T h is  d o cu m en t is in te n d e d  to  p ro v id e  a 
tho ro u g h  d e sc rip tio n  o f th e  p ro ced u res 
to  be u sed  in  co n d u c tin g  a self- 
assessm en t. O nce issu ed  in  final form , 
th e  G u ide to  th e  F edera l R eserve’s 
P aym en ts S ystem  R isk P olicy  w ill 
su p e rsed e  p rev io u sly  issu ed  versions of 
th e  U sers’ G u ide  to  th e  P aym ents 
System  R isk P olicy . T h e  F edera l Reserve 
has a lso  is su ed  a n ew  sum m ary  
do cu m en t, e n title d  O verv iew  o f th e  
F edera l R eserve’s P aym en ts  System  Risk 
P olicy , w h ich  describ es the  
req u irem en ts  o f th e  p o licy  for 
in s titu tio n s  th a t in c u r  m in im al day ligh t 
overdrafts. T h e  B oard  is also m odify ing  
th e  tex t o f th e  P o licy  S ta tem en t on  
P aym en t S ystem  Risk to  in c lu d e  
ap p ro p ria te  re fe rences to  these  tw o  new  
docum en ts .

Federal Reserve System Policy 
Statement on Payments System Risk

T he B oard  is  am en d in g  its  “F edera l 
R eserve S ystem  P o licy  S ta tem en t on 
P aym en ts  S ystem  R isk” u n d e r  the  
head in g  “ I. F ed era l R eserve P o licy” by 
rep lac in g  th e  last th ree  sen tences o f th e  
In tro d u c tio n , p a rt (C)(2) u n d e r  th e  
head in g s “ C. C a p ita l” an d  “ 2. U.S. 
A gencies a n d  B ranches o f Foreign 
B anks,” a n d  th e  first parag raph  o f part
(D)(1) u n d e r  th e  h ead in g s  “D. N et D ebit 
C aps” an d  “ 1. Cap Set T h rough  Self- 
A ssessm en t” as  set fo rth  below :

Introduction
* * * * *

To assist d ep o s ito ry  in s titu tio n s  in  
im p lem en tin g  th e  B o ard ’s po lic ies, th e  
F edera l R eserve h as  p rep a red  tw o 
do cu m en ts , th e  O verv iew  o f th e  F edera l 
R eserve’s P aym en ts  S ystem  Risk P olicy  
an d  th e  G u ide  to  th e  F edera l R eserve’s 
P aym en ts System  R isk P olicy , w h ich  are 
ava ilab le  from  any  R eserve Bank. T he 
O verv iew  o f th e  F edera l R eserve’s 
P aym en ts  S ystem  Risk Po licy  p ro v id es a 
sum m ary  o f th e  B o a rd ’s p o licy  on  
p ay m en ts  system  risk , in c lu d in g  
d ay ligh t overd raft n e t deb it caps an d  
fees. T he O verv iew  is  in te n d ed  for use 
by  in s titu tio n s  th a t in c u r  on ly  sm all an d  
in freq u en t d ay lig h t overdrafts. T he 
G uide to th e  F edera l R eserve’s P aym en ts 
System  R isk P o licy  ex p la in s  in  de ta il 
h o w  th e  p o lic ie s  ap p ly  to  various types 
o f in s titu tio n s  an d  in c lu d es  p rocedu res 
for com p le tin g  a se lf-assessm en t an d  
filing  a cap  re so lu tio n , as w ell as
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in fo rm ation  on  o th e r aspec ts  o f the  
p ay m en ts  system  risk  policy . 
* * * * *

LG. Capital
2. U.S. Agencies and Branches of 
Foreign Banks

F or U.S. agencies an d  b ran ch es  o f 
foreign banks, ne t deb it cap s  on  day ligh t 
overd rafts  in  F edera l R eserve accoun ts  
are ca lcu la ted  by ap p ly in g  th e  cap 
m u ltip le s  for each  cap  category  to 
co n so lid a ted  “ U.S. cap ita l 
eq u iv a len cy .” 4

F or a foreign b an k  w hose  hom e- 
co u n try  su p erv iso r ad h e res  to  th e  Basle 
C apita l A ccord , U .S. cap ita l equ ivalency  
is equa l to  th e  g rea ter of 10 percen t o f 
w o rld w id e  cap ita l o r 5 p e rcen t of th e  
to ta l liab ilitie s  o f each  agency o r b ranch , 
in c lu d in g  accep tances , b u t ex c lu d in g  
accru ed  ex p en ses an d  am o u n ts  d u e  an d  
o th e r liab ilitie s  to  offices, b ranches, an d  
su b sid ia rie s  o f th e  foreign bank . In th e  
absence of con tra ry  in fo rm ation , th e  
R eserve B anks p resu m e  th a t a ll banks 
cha rte red  in  G—10 co u n trie s  m eet th e  
accep tab le  p ru d en tia l cap ita l an d  
superv iso ry  s tan d ard s  an d  w ill co n s id er 
any  b ank  cha rte red  in  any  o th e r n a tion  
th a t ad o p ts  th e  Basle C ap ita l A ccord  (or 
req u ires  cap ita l a t least as great and  in  
th e  sam e form  as ca lled  for by  th e  
A ccord) e lig ib le  for th e  R eserve B anks’ 
rev iew  for m eeting  accep tab le  
p ru d en tia l cap ita l an d  su perv iso ry  
s tandards.

For a ll o th e r foreign b anks , U.S. 
cap ita l equ ivalency  is  m easu red  as th e  
g rea ter of (1) th e  sum  o f th e  am o u n t of 
cap ita l (but no t su rp lu s) th a t w o u ld  be 
req u ired  of a n a tio n a l b an k  being  
organ ized  at each  agency o r b ran ch  
location , or (2) th e  sum  of 5 p ercen t o f 
the  to ta l liab ilitie s  of each  agency or 
b ranch , in c lu d in g  accep tances , b u t 
ex c lu d in g  accrued  ex p en ses  an d  
am o u n ts  d u e  an d  o th e r  liab ilitie s  to  
offices, b ranches, an d  su b sid ia rie s  o f the  
foreign bank .

In ad d itio n , any  foreign b an k  m ay 
in c u r  day ligh t overd rafts  above its  ne t 
deb it cap  u p  to  a m ax im um  am oun t 
equal to  its  cap  m u ltip le  tim es  10 
p ercen t o f its  w o rld w id e  cap ita l, 
p ro v id ed  th a t any  overd rafts  above its 
ne t deb it cap  are co lla te ra lized . T h is  
po licy  offers a ll foreign b anks , u n d e r  
te rm s th a t reasonab ly  lim it R eserve 
Bank risk , a level o f overd rafts  based  on  
th e  sam e p ro p o rtio n  o f w o rld w id e  
cap ita l. C onsequen tly , b an k s  ch a rte red

■•The term "U.S. capital equivalency” is used in
this context to refer to the particular capital 
measure used to calculate daylight overdraft net 
debit caps, and does not necessarily represent an 
appropriate capital measure for supervisory or other 
purposes.

in  co u n trie s  th a t fo llow  th e  Basle 
A ccord  an d  w h o se  n e t d eb it cap  is 
based  on  10 p e rc en t o f w o rld w id e  
cap ita l a re  n o t p e rm itted  to  in c u r  
overd rafts  above th e ir  ne t d eb it cap . A ll 
o th e r foreign b an k s  m ay in c u r  overd rafts  
to  th e  sam e ex ten t as  b anks from  Basie 
A ccord  co u n trie s , th a t is, u p  to  th e ir  cap  
m u ltip le  tim es  10 p ercen t o f th e ir  
w o rld w id e  cap ita l, p ro v id ed  th a t 
su ffic ien t co lla tera l is  p o s ted  for any  
overd rafts  in  excess o f th e ir  n e t deb it 
cap . In ad d itio n , foreign b an k s  m ay elec t 
to  co lla te ra lize  a ll o r  a p o rtio n  o f th e ir  
overd rafts  re la ted  to  book-en try  
secu ritie s  ac tiv ity . 
* * * * *

1. D. Net Debit Caps
2. Cap Set Through Self-Assessment

In o rd e r  to  es tab lish  a n e t d eb it cap  
category  o f A verage, A bove A verage, o r 
H igh, an  in s titu tio n  m u s t perfo rm  a self- 
assessm en t o f its  ow n  c red itw o rth in ess , 
in trad ay  funds m anagem en t an d  con tro l, 
cu s to m er c red it po lic ie s  an d  con tro ls , 
an d , effective January  1 ,1 9 9 5 , o pera ting  
co n tro ls  an d  con tingency  p ro ced u re s .5 
T he assessm en t o f c red itw o rth in ess  
sh o u ld  be  based  on  th e  in s t itu tio n ’s 
su p erv iso ry  ra ting  an d  P rom pt 
C orrective A ction  cap ita l category . A n 
in s titu tio n  m ay be p e rm itted  to  perform  
a fu ll assessm en t o f its  c re d itw o rth in ess  
in  ce rta in  lim ited  c ircu m stan ces, for 
exam ple , if  its  co n d itio n  h as  changed  
sign ifican tly  s in ce  its  last ex am in a tio n , 
o r if  it po ssesses ad d itio n a l su b stan tiv e  
in fo rm ation  regard ing  its  f inanc ia l 
co n d itio n . A dd itio n a lly , U .S. b ran ch es  
an d  agencies o f foreign b anks b ased  in  
co u n trie s  th a t do  n o t ad h e re  to  th e  B asle 
C apita l A ccord  are  req u ired  to  perform  
a fu ll assessm en t o f c red itw o rth in e ss  to  
d e te rm in e  th e ir  ra tings for th e  
c re d itw o rth in ess  co m p o n en t. A n  
in s titu tio n  perfo rm ing  a se lf-assessm en t 
m u st a lso  ev a lu a te  its  in trad ay  funds 
m anagem ent p ro ced u re s  an d  its  
p ro ced u res  for eva lu a tin g  th e  financ ia l 
co n d itio n  o f an d  es tab lish in g  in trad ay  
c red it lim its  for its  cu stom ers. F inally , 
th e  in s titu tio n  m u st ev a lu a te  its  
opera ting  co n tro ls  an d  con tingency  
p ro ced u re s  to  d e te rm in e  if  th ey  are 
su ffic ien t to  p rev en t losses d u e  to  fraud 
o r system  failu res. T he G u ide  to  th e

»This assessment should be done on an 
individual institution basis, treating as separate 
entities each commercial bank, each Edge 
corporation (and its branches), each thrift 
institution, eta An exception, is made in the case 
of U.S. agencies and branches of foreign banks. 
Because these entities have no existence separate 
from the foreign bank, all the U.S. offices of foreign 
banks (excluding U.S. chartered bank subsidiaries 
and U.S. chartered Edge subsidiaries) should be 
treated as a consolidated family relying on the 
foreign bank’s capital.

F edera l R eserve’s P aym en ts  S ystem  Risk 
P olicy , ava ilab le  from  an y  R eserve B ank, 
in c lu d es  a d e ta iled  ex p lan a tio n  o f th e  
s tep s  th a t sh o u ld  be  tak en  by a 
d ep o s ito ry  in s titu tio n  in  perfo rm in g  a 
self-assessm en t to  es tab lish  a  n e t deb it 
cap .
* * * * *

By order of the Board of Governors of the 
Federal Reserve System, January 13,1994. 
William W. Wiles,
Secretary o f  the Board.
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