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REGULATION H

—  Amendment Authorizing Certain Investments by 
State Member Banks in Bank Premises

—  Proposed Amendment Authorizing Certain Investments 
by State Member Banks to Promote the Public Welfare

To All State Member Banks, and Others Concerned, 
in the Second Federal Reserve District:

T h e  B o a rd  o f  G o v e rn o rs  o f  th e  F e d e ra l  R e s e rv e  S y s te m  h a s  a m e n d e d  its  R e g u la tio n  H , 

“ M e m b e rs h ip  o f  S ta te  B a n k in g  In s t i tu t io n s  in  th e  F e d e ra l  R e s e rv e  S y s te m ,” in  o rd e r  to  p e rm it  a  S ta te  

m e m b e r  b a n k  th a t  m e e ts  c e r ta in  c o n d itio n s  to  in v e s t in  its  o w n  p re m is e s  in  a n  a m o u n t  n o t e x c e e d in g  

5 0  p e rc e n t  o f  its  T ie r  1 c a p i ta l  w ith o u t  o b ta in in g  sp e c if ic  B o a rd  a p p ro v a l. E n c lo s e d  —  fo r  m e m b e r  

b a n k s  in  th is  D is t r ic t  a n d  o th e r s  w h o  m a in ta in  se ts  o f  th e  B o a rd ’s r e g u la t io n s  —  is  th e  te x t o f  th e  

a m e n d m e n t,  w h ic h  h a s  b e e n  r e p r in te d  f ro m  th e  Federal Register o f  J u n e  3 .

In  a d d it io n , th e  B o a rd  o f  G o v e rn o rs  h a s  a lso  re q u e s te d  c o m m e n t o n  a  p ro p o s a l  to  a m e n d  

R e g u la tio n  H  in  o rd e r  to  p e rm it  S ta te  m e m b e r  b a n k s  to  m a k e  c e r ta in  in v e s tm e n ts  d e s ig n e d  p r im a r i ly  

to  p ro m o te  th e  p u b lic  w e lfa re  w ith o u t  h a v in g  to  o b ta in  sp e c if ic  B o a rd  a p p ro v a l. T h e  p ro p o s a l  w o u ld  

a lso  p e r m it  c e r ta in  o th e r  p u b lic  w e lfa re  in v e s tm e n ts  w ith  B o a rd  a p p ro v a l,  a n d  a d d re s s e s  th e  

p ro c e d u ra l  a s p e c ts  o f  e i th e r  o f  th o s e  ty p e s  o f  in v e s tm e n ts .

P r in te d  o n  th e  fo llo w in g  p a g e s  is  th e  te x t o f  th e  p ro p o s a l ,  w h ic h  h a s  b e e n  r e p r in te d  f ro m  th e  

Federal Register o f  M a y  2 6 ; c o m m e n ts  th e re o n  s h o u ld  b e  s u b m it te d  b y  Ju ly  2 2 , a n d  m a y  b e  se n t 

to  th e  B o a rd  o f  G o v e rn o rs ,  a s  s p e c if ie d  in  th e  n o tic e , o r  to  o u r  B a n k in g  A p p lic a t io n s  D e p a r tm e n t .  

Q u e s t io n s  r e g a rd in g  e i th e r  o f  th e s e  n o tic e s  m ay  a lso  b e  d ire c te d  to  th a t  D e p a r tm e n t  (T el. N o. 

2 1 2 -7 2 0 -5 8 6 1 ) .

W illiam J . M cDonough, 
President.
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FEDERAL RESERVE SYSTEM

12 CFR Part 208

[Regulation H; Docket No. R-0838]

Membership of State Banking 
Institutions in the Federal Reserve 
System

AGENCY: B o ard  o f  G overnors o f  th e  
F ed e ra l R eserve  System .
ACTION: P ro p o se d  ru le .

SUMMARY: T h e  B oard  is  p ro p o s in g  to  
am e n d  R eg u la tio n  H to  im p le m e n t 
se c tio n  6(b) o f  th e  D eposito ry  
In s titu tio n s  D isaste r  R e lie f A ct o f 1992, 
w h ic h  a u th o riz e s  s ta te  m em b er b an k s  to  
m ak e  in v e s tm e n ts  d es ig n ed  p rim a rily  to  
p ro m o te  th e  p u b lic  w elfa re  to  th e  ex ten t 
p e rm iss ib le  u n d e r  s ta te  law  a n d  sub jec t 
to  reg u la tio n  b y  th e  B oard . T h e  
p ro p o se d  am e n d m e n t w o u ld  p e rm it 
s ta te  m e m b er b an k s  to  m ak e  ce rta in  
p u b lic  w e lfa re  in v e s tm e n ts  w ith o u t 
sp ec ific  B oard  ap p ro v a l a n d  o th e r  
p u b lic  w e lfa re  in v e s tm e n ts  w ith  specific  
a p p ro v a l. T h e  p ro p o sed  ru le  a lso  
ad d re sse s  th e  p ro ce d u ra l a sp ec ts  o f 
th e se  in v e s tm e n ts .
DATES: C o m m en ts  m u st be su b m itte d  on 
o r b efo re  Ju ly  2 2 ,1 9 9 4 .
ADDRESSES: C om m ents, w h ic h  sh o u ld  
refer to  D ocke t N o. R-0838, m ay  be 
m a ile d  to  th e  B oard  o f G overnors o f th e  
F ed era l R eserve S ystem , 2 0 th  a n d  C 
S tree ts , N W ., W ash ing ton , DC 20551, 
A tten tio n : M r. W illiam  W. W iles, 
S ecre tary ; o r  m ay  b e  d e liv e red  to  Room  
B-2223 b e tw e e n  8:45 a.m . a n d  5:15 p .m . 
A ll co m m e n ts  rece iv ed  a t th e  above 
a d d re ss  w ill  be  m ad e  ava ilab le  to  th e  
p u b lic , a n d  m ay  b e  in sp e c te d  a t th e  
F reed o m  of In fo rm atio n  O ffice, R oom  B- 
1122 b e tw e e n  8:45 a.m . a n d  5:00 p .m . 
FOR FURTHER INFORMATION CONTACT: 
M an ley  W illiam s, A tto rn ey  (202/736- 
5565), Legal D iv ision ; S an d ra  
B rau n s te in , P rogram  M anager for 
C o m m u n ity  A ffairs, (202/452-3378), 
D iv is io n  o f C o n su m er a n d  C o m m un ity  
A ffairs; L arry  C u n n in g h am , S en io r 
F in an c ia l A n a ly s t (202/452-2701), 
D iv ision  o f B anking  S u p erv is io n  an d

R egu la tion , B oard  o f  G overnors o f  th e  
F ed era l R eserve S ystem . F o r th e  h ea rin g  
im p a ire d  o n ly .  T e leco m m u n ic a tio n s  
D evice fo r th e  D eaf (TDD), D oro thea  
T h o m p so n  (202/452-3544), B oard  o f 
G overnors o f th e  F ed era l R eserve 
S ystem , W ash in g to n , DC 20551. 
SUPPLEMENTARY INFORMATION: S ec tio n  
6(b) o f th e  D eposito ry  In s titu tio n s  
D isaste r R e lie f A ct o f  1992 ad d e d  
p a rag rap h  23 to  sec tio n  9 o f  th e  F ed era l 
R eserve A ct, 12 U .S.C. 338a. S ec tio n  
6(b) rem o v es  th e  re s tr ic tio n  o n  th e  
ab ility  o f  s ta te  m em b er b an k s  to  
p u rc h a se , se ll, u n d e rw rite , a n d  h o ld  
in v e s tm e n t se cu ritie s  p ro v id e d  th a t  th e  
in v e s tm e n t is  d es ig n ed  p r im a rily  to  
p ro m o te  th e  p u b lic  w elfa re  a n d  th a t  th e  
in v e s tm e n t m ee ts  c e r ta in  o th e r  c rite ria . 
S pec ifica lly , th e  in v e s tm e n t m u s t n o t 
v io la te  s ta te  law  o r  ex p o se  th e  b a n k  to  
u n lim ite d  liab ility . T h e  aggregate o f  th e  
b a n k ’s p u b lic  w elfa re  in v e s tm e n ts  m u s t 
n o t ex ceed  th e  su m  of five p e rc en t o f  th e  
b a n k ’s c a p ita l sto ck  ac tu a lly  p a id  in  an d  
u n im p a ire d  a n d  five p e rc en t o f its  
u n im p a ire d  su rp lu s  fu n d . T h e  B oard  
m ay  w a iv e  th is  lim it by  o rd er, o n  a case- 
by -case  b as is , h o w ev e r, a n d  p e rm it a  
b an k  to  m ak e  in v e s tm e n ts  in  an  am o u n t 
n o t ex ceed in g  th e  su m  o f  te n  p e rc e n t o f 
th e  c a p ita l sto ck  a c tu a lly  p a id  in  a n d  
u n im p a ire d  a n d  te n  p e rc en t o f th e  
u n im p a ire d  su rp lu s  fu n d  o f th e  bank . 
F in a lly , th e  B oard  m u s t lim it a b a n k ’s 
in v e s tm e n ts  in  an y  o n e  p ro jec t.

In  th e  p as t, req u e s ts  by  s ta te  m em b er 
b an k s  to  m ak e  p u b lic  w elfa re  
in v e s tm e n ts  h av e  b ee n  d e a lt w ith  on  a 
case-by-case basis. T o re flec t sec tio n  
6(b)’s am e n d m e n t o f th e  F ed era l R eserve 
A ct a n d  to  fa c ilita te  p u b lic  w elfa re  
in v e s tm e n ts  u n d e r  th a t sec tio n , th e  
B oard  is  p u b lish in g  for c o m m en t an  
am e n d m e n t to  R egu la tion  H to  be 
in c o rp o ra te d  in  a n ew  sec tio n  en title d  
C o m m u n ity  D ev e lo p m en t an d  P u b lic  
W elfare In v es tm en ts . T h is  a m en d m e n t 
w o u ld  p e rm it, in  m an y  cases, p u b lic  
w elfa re  in v e s tm e n ts  w ith o u t B oard  
app ro v a l.

Core Public Welfare Investments
T h e p ro p o sed  ru le  id e n tif ie s  c lasses  o f 

p u b lic  w elfa re  in v e s tm e n ts  th a t d o  n o t 
req u ire  B oard  ap p ro v a l, leav ing  less 
co m m o n  in v e s tm e n ts  a n d  in v e s tm e n ts  
o f m ore  th a n  five p e rc e n t o f a b a n k ’s 
ca p ita l sub jec t to  case-by-case rev iew . 
T he p ro p o sed  r u le ’s c la ss ifica tio n  seeks 
to  d is t in g u ish  p u b lic  w elfa re  
in v e s tm e n ts  from  en tre p re n e u r ia l

in v e s tm e n ts - s e c tio n  6(b) m ere ly  sta tes 
th a t p u b lic  w elfa re  in v es tm en ts  in c lu d e  
in v e s tm e n ts  d es ig n ed  p rim arily  to  
p ro m o te  th e  w elfa re  o f low - an d  
m o d e ra te - in c o m e  co m m u n itie s  o r 
fam ilies . U n d e r  th e  p ro p o sed  ru le , a  
s ta te  m e m b e r  b an k  m ay  invest, w ith o u t 
B oard  ap p ro v a l, o n ly  in  a  co rp o ra tio n , 
lim ite d  p a r tn e rs h ip , or o th e r  en tity  
e s ta b lish e d  so le ly  to  engage in  th e  
fo llo w in g  ac tiv itie s : low - an d  m odera te - 
in c o m e  h o u s in g ; n o n re s id e n tia l rea l- 
e s ta te  d e v e lo p m e n t in  a low - or 
m o d e ra te - in c o m e  area  if  th a t rea l-esta te  
is  u se d  p r im a rily  b y  low - an d  m odera te- 
in c o m e  p e rso n s ; job tra in in g  or 
p la c e m e n t fo r low - an d  m odera te- 
in c o m e  p e rso n s ; sm a ll b u s in e ss  
d e v e lo p m e n t in  a low - o r m odera te- 
in c o m e  area ; te ch n ic a l assis tan ce  an d  
c re d it c o u n se lin g  to  b en efit co m m u n ity  
d ev e lo p m e n t; a n d  job c rea tio n  in  a  low - 
o r m o d e ra te - in c o m e  area  for low - an d  
m o d e ra te - in c o m e  perso n s. T he B oard  is  
p a r tic u la r ly  in te re s te d  in  co m m en ts  on  
w h e th e r  th e  te s t for low - a n d  m odera te- 
in co m e  h o u s in g  sh o u ld  b e  based  on  
w h e th e r  a  m a jo rity  o f th e  u n its  a re  
o cc u p ie d  b y  low - a n d  m o d era te -in co m e 
p e rso n s  o r  o n  o th e r  F ed era l p rogram s 
su c h  as th e  lo w  in co m e h o u sin g  c re d it 
in  se c tio n  42 o f th e  In te rn a l R evenue 
C qde.

In  d e f in in g  low - an d  m o d era te-incom e 
p e rso n s  a n d  low - o r m o d era te-incom e 
area , th e  p ro p o se d  ru le  u se s  d e fin itio n s  
th a t w ill  p e rm it a s ta te  m em ber b a n k  to  
look  to  re a d ily  ob ta in ab le  data. 
S p ec ifica lly , th e  p ro p o sed  ru le  u se s  th e  
D ep a rtm en t o f H ousing  an d  U rban  
D ev e lo p m e n t’s C h ap te r 69 C om m unity  
D ev e lo p m e n t d e fin itio n  o f low - an d  
m o d e ra te - in c o m e  persons. S im ilarly , 
low - o r  m o d e ra te - in co m e  area is d efin ed  
as an  a re a  in  w h ic h  th e  m e d ian  fam ily  
in c o m e  is  le ss  th a n  e igh ty  p e rcen t o f th e  
m e d ia n  fam ily  in co m e o f th e  
M e tro p o lita n  S ta tis tica l A rea, or, for 
n o n -m e tro p o lita n  areas, th e  state. 
F in a lly , th e  p ro p o sed  ru le  u se s  th e  
S m all B u s in e ss  A d m in is tra tio n ’s 
d e f in itio n  o f  sm a ll b u sin ess .

Substantive Requirements
T h e p ro p o se d  ru le  co n ta in s  a n u m b e r 

o f su b s ta n tiv e  req u irem en ts  based  on  
se c tio n  6(b). S pecifica lly , th e  
in v e s tm e n t m u s t n o t v io la te  sta te  law  o r 
ex p o se  th e  b an k  to  u n lim ite d  liab ility .
In a d d itio n , w ith o u t B oard  app ro v a l, a 
s ta te  m e m b e r  b a n k ’s aggregate p u b lic  
w elfa re  in v e s tm e n ts  m u st n o t exceed
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th e  su m  o f  5 p e rc en t o f th e  b a n k ’s 
c a p ita l stock  ac tu a lly  p a id  in  an d  
u n im p a ire d  an d  5 p e rc e n t o f th e  b an k 's  
u n im p a ire d  su rp lu s  fu n d . TJie B oard 
has p rev io u s ly  d e te rm in e d  th a t 
u n d iv id e d  p ro fits  m ay  be c o n s id e red  
part o f th e  ca p ita l stock  a n d  s u rp lu s  o f 
a sta te  m em b er b an k  (12 CFR 250.152). 
A cco rd ing ly , th e  p ro p o sed  ru le  lim its  
aggregate p u b lic  w elfa re  in v e s tm e n ts  
w ith o u t B oard  ap p ro v a l to  u p  to  five 
p e rc en t o f  th e  cap ita l stock  an d  su rp lu s  
o f th e  s ta te  m em b er bank .

S ection  6(b) a lso  req u ires  th a t th e  
B oard  lim it in v e s tm e n ts  by  a s ta te  
m em b er b a n k  in  an y  o n e  p u b lic  w elfa re  
in v es tm en t. In v es tm en t o f u p  to  tw o 
p e rcen t o f th e  b a n k ’s c a p ita l a n d  su rp lu s  
w o u ld  n o t th re a te n  th e  safe ty  or 
so u n d n e ss  o f  a w e ll-ru n  adeq u a te ly - 
c a p ita liz ed  bank . In ad d itio n , p rev io u s  
c o m m u n ity  d e v e lo p m e n t in v e s tm e n ts  
by  sta te  m em b er b an k s  h av e  n o t 
ap p ro a ch ed  th is  ce iling . A cco rd ing ly , 
th e  p ro p o sed  ru le  lim its  a s ta te  m em b er 
b an k  to  in v es tin g  n o t m ore  th a n  tw o 
p e rc en t o f its  cap ita l an d  s u rp lu s  in  a 
s ing le  in v e s tm e n t w ith o u t B oard 
app ro v a l.

T h e  p ro p o sed  ru le  a lso  e s tab lish es  
ce r ta in  n o n -s ta tu to ry  su b stan tiv e  
req u irem en ts  for sta te  m em b er b anks 
seek ing  to  m ake p u b lic  w elfa re  
in v e s tm e n ts  w ith o u t B oard  app ro v a l. 
S pecifica lly , th e  b an k  m u st be  at least 
ad eq u a te ly  ca p ita liz ed  an d  ra ted  a 
co m p o site  CAM EL “ 1 ” o r “ 2 ” , an d  th e  
b an k  m u s t n o t be sub jec t to  any  w ritten  
ag reem en t, cease a n d  d es is t o rd er, 
c a p ita l d irec tiv e , o r p ro m p t co rrec tiv e  
ac tio n  d irec tiv e  is su ed  by th e  B oard  or 
a F ed era l R eserve B ank ac ting  u n d e r  
de leg a ted  au th o rity . T h ese  req u irem en ts  
h e lp  to  en su re  th a t th e  in v e s tm e n t is 
co n s is te n t w ith  th e  safe an d  so u n d  
o p era tio n  o f th e  bank .

Procedural Requirements
T he p ro p o sed  ru le  se ts  fo rth  four 

p ro ce d u ra l req u irem en ts . F irs t, to  keep  
F edera l R eserve B anks ap p r ise d  o f 
p u b lic  w elfa re  in v e s tm e n ts , w ith in  30 
days after m ak ing  a p u b lic  w elfa re  
in v es tm en t, a  sta te  m em b er b an k  m u st 
ad v ise  its  R eserve B ank  o f th e  am o u n t 
o f th e  in v e s tm e n t an d  th e  id e n tity  o f th e  
co rp o ra tio n , lim ite d  p a r tn e rsh ip , or 
o th e r  e n tity  in  w h ic h  th e  in v e s tm e n t is 
m ade. S econd , a b an k  seek ing  to  m ake 
an  in v e s tm e n t th a t fa lls o u ts id e  o f th e  
in v e s tm e n ts  sp ec ified  in  the  p ro p o sed  
ru le  m u s t rece ive  B oard  ap p ro v a l. In no  
ev en t m ay  aggregate in v e s tm e n ts  exceed  
ten  p e rc en t o f th e  b a n k ’s cap ita l stock  
a n d  su rp lu s . T h ird , if  a p u b lic  w elfa re  
in v es tm en t en te red  in to  u n d e r  th e  
p ro p o sed  ru le  ceases  to  m eet the 
statu tory ' req u irem en ts  o r any  
req u irem en ts  e s tab lish ed  by th e  B oard

in  g ran ting  ap p ro v a l, th e  b a n k  m u st 
d ivest its e lf  o f  th e  in v e s tm e n t to  th e  
ex ten t th a t th e  in v e s tm e n t ceases  to  
m eet th o se  re q u ire m e n ts .1 F in a lly , if  a 
p reex is tin g  p u b lic  w elfa re  in v e s tm e n t 
m eets th e  re q u irem en ts  for in v e s tm e n ts  
w h ich  d o  n o t n ee d  B oard  ap p ro v a l, or 
if  the  B oard  a p p ro v e d  th e  in v e s tm e n t, 
the b ank  n e e d  o n ly  n o tify  its  R eserve 
B ank o f th e  in v e s tm e n t w ith in  six ty  
days a fte r th e  effec tive d a te  o f th e  final 
ru le. For o th e r  p ree x is tin g  p u b lic  
w elfare  in v e s tm e n ts , th e  b a n k  sh o u ld  
ap p ly  to  th e  B oard  for ap p ro v a l o f  th e  
in v es tm en t w ith in  o n e  y ea r  afte r  th e  
final r u le ’s effec tive date .

B an k  H o ld in g  C o m p an y  In v es tm en ts

In th e  ev en t th a t th e  B oard  a d o p ts  a 
final ru le  p erm ittin g  s ta te  m em b er banks 
to m ake th e  p ro p o sed  p u b lic  w elfa re  
in v es tm en ts  d isc u sse d  above, th e  B oard 
w ill c o n s id e r  rev is in g  its  in te rp re ta tio n  
o f R egu la tion  Y to  p e rm it th e  sam e class 
o f in v e s tm e n ts  to  be  m ad e  by  b an k  
h o ld ing  co m p an ie s . If re v ise d  
acco rd ing ly , a b an k  h o ld in g  co m p an y  
co u ld  ap p ly  to  m ake th o se  in v e s tm e n ts  
u n d e r  th e  ex is tin g  e x p e d ite d  n o tic e  
p rocedu res.

To d ea l w ith  p ro p o sed  p u b lic  w elfare 
in v es tm en ts  by  sta te  m e m b er b an k s  
d u rin g  th e  p e n d e n c y  o f th e  p ro p o sed  
ru le , th e  B oard  h a s  d e leg a ted  to  th e  
D irector of th e  D iv is ion  o f B ank 
S u p erv is io n  a n d  R egu la tion , in  
co n su lta tio n  w ith  th e  G en era l C ounsel 
and  th e  D irec to r o f th e  D iv is io n  o f 
C onsum er a n d  C o m m u n ity  A ffairs, the  
au th o rity  to  ap p ro v e  in v e s tm e n ts  th a t 
m eet th e  req u irem en ts  o f th e  p ro p o sed  
ru le.

R egu la to ry  F lex ib ility  A ct A n a ly s is

P u rsu an t to  sec tio n  605(b) o f  th e  
R egulatory  F lex ib ility  A ct (Pub. L. 96- 
354. 5 U.S.C. 601 et seq.), th e  B oard  
certifies th a t th e  p ro p o sed  a m en d m e n t 
w ill no t h av e  a s ig n ific an t eco n o m ic  
im pact on  a su b s tan tia l n u m b e r  o f sm all 
en titie s , a n d  th a t an y  im p a c t o n  th o se  
en titie s  sh o u ld  be p o sitiv e . T he 
p ro p o sed  a m en d m e n ts  w ill  re d u c e  the  
regu la tory  b u rd e n  for m an y  s ta te  
m em ber b an k s  by p e rm ittin g  th e m  to 
m ake c e rta in  in v e s tm e n ts  th a t h ad  
p rev io u sly  req u ired  B oard  ap p ro v a l, an d  
w ill h av e  no  effect in  o th e r  cases.

1 This divestiture is governed by the same 
requirements as divestitures o f interests acquired by 
a lending subsidiary o f a bank hold ing company or 
a bank holding company itself in satisfaction of a 
debt previously contracted.

Divestiture is not required if the investment 
ceases to meet the non-statutory requirements 
concerning capital, CAMEL ratings, and 
enforcement actions.

1994 / Proposed Rules

List of Subjects in 12 CFR Part 208
A ccounting, Agriculture, Banks, 

banking, C onfidential b usin ess  
inform ation. Currency, Federal Reserve 
System , Reporting and recordkeeping  
requirem ents, Securities.

For th e  rea so n s  set fo rth  in  the 
p ream b le , th e  B oard  is  p ro p o sin g  to 
am en d  12 CFR p a rt 208 as follow s:

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

1. The authority citation  for part 208 
is revised  to read as follow s:

Authority: 12 U.S.C. 36, 248(a), 248(c). 
321-338a. 371d , 461. 481-486 . 601. 611. 1814. 
1823(j), 1828(o), 18310. 1 8 3 1 p -l, 3105, 3310. 
3331-3351 . and 3906-3909; 15 U.S.C. 1(b).
1(g), l(i). 78b. 78o-4(c)(5), 78q, 7 8 q -l. and  
78w; 31 U .S.C . 5318.

2. S ec tio n  208.21 is a d d e d  to  su b p a rt 
A to rea d  as  fo llow s:

§ 208.21 Community development and 
public welfare investments.

(a) Definitions—  (1) Low- or moderate- 
incom e area m eans:

(1) O n e  o r m ore  c e n su s  trac ts  in  a 
M e tro p o litan  S ta tis tic a l A rea w h ere  th e  
m ed ian  fam ily  in co m e  a d ju s te d  for 
fam ily  s ize  in  e ach  ce n su s  trac t is less 
th an  e ig h ty  p e rc en t o f th e  m ed ian  
fam ily  in c o m e  ad ju s te d  for fam ily  size 
of th e  M e tro p o lita n  S ta tis tic a l A rea; or

(ii) If n o t in  a M e tro p o litan  S ta tistica l 
A rea, o n e  o r  m ore  c e n su s  trac ts  o r 
b lo c k -n u m b ered  a reas w h e re  th e  m ed ian  
fam ily  in c o m e  ad ju s te d  for fam ily  size  
in  each  c e n su s  trac t or b lo ck -n u m b ered  
area is le ss  th a n  e ig h ty  p e rc en t o f the  
m ed ian  fam ily  in co m e ad ju s ted  for 
fam ily s iz e  o f  th e  State.

(2) Low- and m oderate-incom e 
persons h as  th e  sam e m ean in g  as low- 
an d  m o d e ra te -in co m e  p e rso n s  as 
d efin e d  in  42 U.S.C. 5302a(20)(A ).

(3) Sm all business m ean s a b u sin e ss  
th a t m ee ts  th e  size  e lig ib ility  s ta n d a rd s  
of 13 CFR 121.802(a)(2).

(b) Investm ents that do not require 
prior Board approval. N o tw ith s tan d in g  
th e  p ro v is io n s  o f R.S. 5136, 12 U.S.C. 24 
(Seven th ) m ad e  ap p lic a b le  to S tate 
m em b er b an k s  by  p a rag rap h  20 of 
sec tio n  9 o f  th e  F ed era l R eserve A ct (12 
U.S.C. 335), a S tate  m em b er b ank  m ay 
m ake an  in v e s tm e n t, w ith o u t p rio r 
B oard a p p ro v a l, if  th e  fo llow ing  
c o n d itio n s  a re  m et:

(1) T he investm ent is in a corporation, 
lim ited  partnership, or other entity:

(i) W h ere  th e  B oard  h as  d e te rm in ed  
tha t an  in v e s tm e n t in  th a t en tity  is a 
p u b lic  w e lfa re  in v e s tm e n t u n d e r  
p arag rap h  23 o f sec tio n  9 o f th e  F edera l 
R eserve A ct (12 U.S.C. 338a), o r a
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com m unity d evelopm ent investm ent 
under R egulation Y (12 CFR 
225.25(b)(6)); or

(ii) W here that entity engages so le ly  in  
wiie or m ore o f the fo llow in g  com m unity  
developm ent activities:

(A) Investing in , developing, 
rehabilitating, m anaging, selling, or 
renting residentia l property if  a m ajority 
of the units w ill  be occup ied  by low - 
and m oderate-incom e persons;

(B) Investing in , develop ing, 
rehabilitating, m anaging, se lling , or 
renting nonresidentia l real property or 
other assets located  in  a low - or 
m oderate-incom e area and to be used  
prim arily by low - and m oderate-incom e  
persons;

(C) Investing in  one or m ore sm all 
b usin esses located  in  a low - or 
m oderate-incom e area to stim ulate  
econom ic developm ent;

(D) Investing in , developing, or 
otherw ise assisting job training or 
placem ent facilities or programs that 
w ill be used  prim arily by low - and  
m oderate-incom e persons;

(E) Investing in  an entity located  in  a 
low - or m oderate-incom e area if  that 
entity creates long-term  em ploym ent 
opportunities, a m ajority of w h ich  
(based on fu ll tim e equivalent positions)  
w ill be held  by low - and moderate- 
incom e persons; and

(F) Providing techn ica l assistance, 
credit counseling , research, and  
program d evelopm ent assistance to low - 
and m oderate-incom e persons, sm all 
businesses, or nonprofit corporations to 
help ach ieve com m unity  developm ent;

(2) The investm ent is  perm itted by  
State law:

(3) The investm ent w ill  not exp ose
i ho bank to liab ility  beyond  the am ount 
of the investm ent;

(4) The investm ent does not exceed  
the sum of tw o percent o f the bank’s 
capital stock and surp lus as defined  
under 12 CFR 250.162;

(5) The aggregate o f a ll such  
investm ents o f  the bank d oes not exceed  
the sum of five percent o f its capital 
stock and surp lus as defined  under 12 
CFR 250.162;

(6) T he bank is  w e ll cap italized  or 
adequately cap ita lized  under § 
208.33(b)(1) and (2);

(7) T he bank received  a com posite  
CAMEL rating o f  “ 1” or "2” under the  
Uniform  F inancial Institutions Rating 
System  as o f  its m ost recent 
exam ination, and

(8) The bank is  not subject to any 
written agreem ent, cease and desist 
order, capital d irective, or prom pt 
corrective action  d irective issued  by the  
Board or a Federal R eserve Bank.

(c) Notice. N ot m ore than 30 days after 
making an investm ent under paragraph

(b) o f th is section , the bank shall advise  
its Federal R eserve Bank o f the 
investm ent, in clu d in g  the am ount o f the  
investm ent and the id en tity  of the entity  
in  w h ich  the in vestm en t is  m ade.

(d) Investments requiring Board 
approval. W ith prior Board approval, a 
State m em ber bank m ay m ake public  
w elfare investm ents under paragraph 23 
of section  9 of the Federal Reserve A ct 
(12 U.S.C. 338a), other than those  
sp ec ified  in  paragraph (b) of this  
section .

(e) Divestiture of investments. A bank  
sh all d ivest itse lf  o f an investm ent m ade  
under paragraph (b), (d) or (f) o f th is  
section  to the extent that the investm ent 
exceeds the scope of, or ceases to m eet, 
the requirem ents o f paragraphs (b)(1) 
through (5), or paragraph (d) o f this 
section . The d ivestiture shall be m ade in  
the m anner sp ec ified  in  R egulation Y 
(12 CFR 225.140) for interests acquired  
by a lend ing subsidiary o f a bank 
hold ing  com pany or the bank hold ing  
com pany itse lf in  satisfaction  o f a debt 
previously  contracted.

(f) Preexisting investments. (1) For 
ongoing investm ents m ade prior to [the 
final ru le’s effective date) that are 
covered  by paragraph (b) o f th is section , 
a State m em ber bank sh a ll notify its 
Federal Reserve Bank o f the investm ent 
not m ore than six ty  days after [the final 
ru le’s effective date).

(2) For other ongoing investm ents  
m ade prior to [the final ru le’s effective  
date], a State m em ber bank sh all request 
Board approval not m ore than one year 
after [the final ru le’s effective date].

By order of the Board of Governors of the 
Federal Reserve System, May 1 9 ,1 9 9 4 . 
William W. Wiles,
Secretary of the Board.
[FR Doc. 94-12718 F iled  5-25-94; 8;45 am] 
BILUNG CODE 6210-01-F
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AMENDMENT TO REGULATION H 
Investing in Bank Premises

FEDERAL RESERVE SYSTEM

12CFR Part 208

[Regulation H; Docket No. R-0773]

Membership of State Banking 
Institutions in the Federal Reserve 
System

A GENCY: Board of Governors of the 
Federal Reserve System.
A CTIO N : Final rule.

SUM M ARY: The Board is am ending  
Regulation H to a llow  a state m em ber 
bank that m eets certain con d itions to 
invest in  its prem ises in  an am ount up 
to 50 percent o f its Tier 1 capital 
w ithou t obtaining sp ec ific  approval.
The Board b elieves that a general 
approval for a state m em ber bank to 
in vest an am ount not exceed ing  50 
percent of its Tier 1 capital is 
appropriate for a bank that m eets those  
cond itions. T his action  w ill 
sign ificantly reduce the num ber of 
applications to in vest in  bank prem ises 
that are filed  w ith  the Board and w ill 
thereby reduce regulatory burden. 
EFFECTIVE DATE: July 5, 1994.
FOR FURTHER INFO RM ATION CO NTACT: 
M anley W illiam s, A ttorney (2 0 2 /7 3 6 -  
5565), Legal D ivision; Richard Fabrizio, 
Senior F inancial A nalyst (2 0 2 /4 5 2 -  
3423); Beverly Evans, Supervisory  
Financial A nalyst (202 /452 -2573 ); John 
R ussell, Manager (202 /4 5 2 -2 4 6 6 ), 
D iv ision  o f Banking Supervision  and  
Regulation, Board o f Governors o f the 
Federal Reserve System . For the hearing  
im paired only, T elecom m unications  
D evice for the D eaf (TDD), Dorothea 
T hom pson (2 0 2 /4 5 2 -3 5 4 4 ), Board of 
Governors o f the Federal R eserve 
System , 20th and C Street NW ., 
W ashington, DC 20551.
SUPPLEM ENTARY INFO RM ATIO N: Section  
24A  of the Federal R eserve A ct, 12 
U.S.C. 371d, requires a state m em ber 
bank to obtain the approval o f the Board 
to invest in  the bank’s prem ises if  the  
aggregate level o f direct and indirect 
investm ent in  its prem ises w ill exceed  
the bank’s capital stock  account. Section  
24A applies

(1) To investm ents in  bank prem ises  
and to investm ents in  the stock, bonds, 
debentures, or other such  obligations o f  
any corporation h o ld ing  the prem ises of 
such  bank,

(2) To the making of loans to or upon 
the security of the stock of any such

(Effective July 5, 1994) 
corporation; and

(3) To the indebted ness incurred by  
any corporation that is  an affiliate o f the  
bank.

The Board is  am ending R egulation H 
to a llow  a state m em ber board that 
m eets certain con d ition s to invest in  
bank prem ises in  an am ount that 
exceeds its capital stock  account but not 
exceeding 50 percent o f its Tier 1 capital 
w ithout obtaining sp ec ific  approval for 
the investm ent. Prior to this  
am endm ent, a state m em ber bank w as 
required to obtain Board approval for 
each investm ent in  bank prem ises if  the  
aggregate investm ent exceeded , or 
w ou ld  exceed , the cap ital stock account 
of the state m em ber bank.

The Board b elieves that investm ents  
by a state m em ber bank in  bank 
prem ises in  an am ount in  excess o f its 
stock account but not exceed ing  50 
percent o f the bank’s Tier 1 capital 
generally do not present any significant 
risks to the bank if  the bank is w ell 
capitalized , is  rated CAMEL "1” or “2 ”, 
and is not subject to any w ritten  
agreem ent, cease and desist order, 
capital directive. The Board b elieves  
that a general approval for a state 
m em ber bank to in vest an am ount not 
exceed  50 percent o f its  Tier 1 capital 
its appropriate for a bank that m eets 
those conditions. T h is action w ill  
sign ificantly reduce the num ber o f  
applications to in vest in  bank prem ises 
that are filed  w ith  the Board and w ill 
thereby reduce regulatory burden. The 
am endm ent does not affect state 
m em ber banks’ ability  to invest in  bank  
prem ises, w ithout con d itions, up to the 
am ount o f their capital stock account.

Notice and Public Participation
The provisions o f 5 U.S.C. 553(b) 

relating to notice and public  
participation have not been  fo llow ed  in  
connection  w ith  the adoption  o f this  
am endm ent because the changes relate 
to rules o f agency organization, 
procedure, or practice.

Regulatory Flexibility Act Analysis
Pursuant to section  605(b) o f the 

Regulatory F lexibility  Act (5 U.S.C. 601 
et seq.), the Board certifies that the 
proposed  am endm ent w ill not have a 
significant econom ic im pact on a 
substantial num ber o f sm all entities.
The proposed amendment will reduce 
the regulatory burden for many small 
depository institutions by relieving 
them of the requirement to file an

application  in certain cases, and w ill 
have no effect in  other cases.

List of Subjects in 12 CFR Part 208
A ccounting, Agriculture, Banks, 

Banking, C onfidential b usin ess  
inform ation, Currency, Federal Reserve 
System , Reporting and recordkeeping  
requirem ents, Securities.

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

1. The authority citation for part 208  
con tinu es to read as follow s:

Authority: 12 U.S.C. 36, 248(a), 248(c), 
3 2 1 -3 3 8 a , 3 7 l d , 461, 4 8 1 -4 8 6 , 601, 611, 
1814, 1823(j), 1828(o), 1831o, 1 8 3 1 p - l ,  3105, 
3310 , 3 3 3 1 -3 3 5 1 , and 3 906-3909; 15 U.S.C. 
1(b), 1(g), 1 (i), 78b, 7 8 o-4 (c)(5 ), 78q, 7 8 q - l ,  
and 78w ; 31 U.S.C. 5318.

2. Section  208.22 is added to subpart 
A read as follow s:
§ 208.22 Investment in bank premises.

(a) U nder Section  24A  of the Federal 
R eserve A ct, state m em ber bank 
investm ents in  bank prem ises or in  the 
stock, bonds, debentures, or other such  
obligations of any corporation hold ing  
the prem ises o f the bank, and loans on  
the security o f the stock o f such  
corporation, do not require the approval 
of the Board if  the aggregate o f all such  
investm ents and loans, together w ith  the 
indebtedness incurred by any such  
corporation that is  an affiliate o f the 
bank (as defined  in  section  2 o f the 
Banking A ct o f 1933, as am ended, 12 
U.S.C. 221a):

(1) D oes not exceed  the capital stock  
account o f the bank; or

(2) D oes not exceed  50 percent of the 
bank’s Tier 1 capital and the bank:

(i) Is w e ll cap italized  as defined  in  
§ 208.33(b)(1) o f this part;

(ii) R eceived  a com posite CAMEL 
rating o f “1 ” or “2 ” as of its m ost recent 
exam ination  by the relevant Federal 
Reserve Bank or state regulatory 
authority; and

(iii) Is not subject to any written 
agreement, cease and desist order, 
capital directive, or prompt corrective 
action directive issued by the Board or 
a Federal Reserve Bank.

By order of the Board of Governors of the 
Federal Reserve System, May 25,1994. 
W il l ia m  W . W ile s ,

Secretary of the Board.
(FR Doc. 94-13253 Filed 6-2-94; 8:45 am] 
BILUNG  CODE 6210-01-M
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