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The Federal Reserve Board issues herewith its rules and re-
gulations, of which this circular is 2 part, governing the érgan-
iration and operation of Corporations under the provisions of
Section 25 (a) of the Fedsral Reserve Act.

Section 25 of the Federal Reserve Act, as arended by the Act
of Sentexber 7, 1916, authorized national banks having a capital
and surplus of $1,000,000 or more t¢ invest, under certain cir=- .
curstances, in the stock of bevks or coroorations chartered or
incorporated under the laws of the United States or of any State
therecof, and principally enzzged in internaiional or foreign banking.
At that time, however, Congress had noy wnrovidad any neans for the
Federal incorporation of foreign barking cormorations in whose stock
it expressly authorized naticnal badkss to invest. In the enactinent
of Section 25 (a) of the Federal Reserve Act, apnroved Decerber 2l
1919, Congress has now vrovided a means for the incorporation of
institutions for the nurvose of engaging in intarnational or foreign
hanking or other internaiional or forcign financial operations in
Whose stock national benl's, as well as individuals, firms and other
cornorations, may invest. :

Wrile the public discussions of ths vurpose of *this law have
emphasized the fact that it is to permit American investors
by means of Federal corporations to agsitt in the recenstruction of
Europe at a tims when sach assistance is most vitally ne=ded, never-
theless, the real purpose is a broader one, that is, to provide for
the establishment of g Fedaral system of international banking ur
financial corvorations operating under Federal supervision with powers
sufficiently broad to enzble them effectively to compeie with similar
foreign institutions and to afford to the American eyportsr and importer
at all times a possidle means of financing his forcign business.
Although it is true that the imrediate effect of the operation of
Corporations under the terms of this section may be greatly to aid in the
extension of much ne>ded long term credits to Europe, that effect is in
reality onlv one incident to the permanent development of the American
export market.

Congress being mindful of the unusual powers conferred by this
section has placed upon the Federal Reserve Board the responsibility
of making such regulations and restrictions as may be necessary to
. insure the conservative and prudent managenent of Cornorations chartered
under its provisions and to safzzuaré as far as mogsible the interests
of the public with whom they may do business. The Federal Reserve
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Board therefors, while realizing the importance of making its
regilations sufficiently liberal to encble Corporations ovnerating
under them effectively to compete with foreign institutions or
State institutions doing a foreign businsss, has baen impelled
by the ordinary principles of banking prudence to immose re-
strictions which it believes will ultimately do much to comnand
the prestige and public confidence wpon which must dspend the
success of every Corporation of this character.

It is realized by the Federal Reserve Board that the
organization and operation of these Cornorations involve new
principles and new fields of effort and that experience may
demonstrate that the regulations promulgated herewith are in some
respects too restrictive and in other respects too liberal. The
Federal Reserve Board, therefore, in order to permit of the de-
velopment of opsrations under the terms of this section in the
manner contewplated by Congress, reserves the right from time to
time to amend its regulations in such marmer as experience and changing
conditions mway dictate.

W.P.G. HARDING,

Gov zrnor,

W.T. CHAPMAN,
Secretary.
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REGULATION
SERIES OF 1920.

BANAING CORPORATIONSAUTHORIZED TO DO FOREIGN
B/NKING BUSIHESS UNDER THE TERMS OF SECTION 25 (a)
OF THE FEDERAL RESERVE ACT.

i. Organization.

Any mumbar of natural persons, not less in any case than
five, may form a Cormoration * under the nrovisions of Section
25 (a) for the purpose of engaging in international or foreign
banlring or other international or foreign financial operations
or in ban~ing or other financial operations in a dependency or
insular nossession of the United States either directly or
through the agency, ownership or control of local institutions

in foreign countries or in such dependencies or ingular mossessions.

II. _Articleg of Association.

Iny persons desiring to organize a corporation for any of
the purvoses defined in Section 2§ (a) shall enter into articles
of association (see Federal Reserve Board Form 151 which is
suggested as a satisfactory form of articlesg of association)
which shall specify in general terms the objects for which the
Corporation is formed, and may contain any other vprovisions not
inconsistent with law which the Corporation may se> fit to adopt
for the regulation of its business and the conduct of its affairs.
The articles of association shall be signed by each person in-
tending to particivate in the organization of the cormoration
and when signed shall be forwarded to the Federal Reserve Board
in whose office they shall be filed. '

I11. Organization Certificate .

M1 of the perscns signing the articles of association
chall under their hands make an organization certificate (Federal
Reserve Board Form 152) which shall state specifically:

First: The name assumed by the Corporation.

Second: The place or places where its operations are to

he carried on.

*"henever these regulations refer to a Corvoration spelled with a

-
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canital C, they relate to a cornoration organized under Sectiqn 25(a)

http://fraser.stlouisfed.org/ 0f the Federal Reserve Act.
Federal Reserve Bank of St. Louis

3



-a- o X-1868 . 934

Third: The place in the United States where its home office
is to be located.

Fourth: The amcunt of i%s cacvital stosk and the number of
shares into which it shall be divided.

busincess or residencesof

Fifth: The nares @nd places of
certificate and the number of

persons eyecu“‘ng the organization
:'

"‘ o

' Sixth: The fact that the zertificate is made 4o enable the
persons subscribing the same and all other persons, firms, companies
and corporations who or which may thereafter subscribe to or
vurchase shares of the canital succlr of such Cormoration to avail
themselves of the advantages of ihis section.

The persons signing the orgarization certificate shall ac-
mowledge the execution thereof befora a judge of some court of
reécord or notary wiblic wic ghe ‘1 certify thereto under the seal
of such court or notary. Thereaftar the certificate shail be
forwarded to the Fsderal Reserve Board to he filed in its cfiics.

IV, Title

Inasmuch as the name of the Corporation is subject to the
avoroval of the Federal Reserve Board a prelimiuvary application,
for that approval should be filed with the Feleral Reserve Board
on Federal Reserve Board Torm 150. This emrlication should state
merely that the organization of a corporahicn ander the proposed
name is contemplated and may recuest the apvonroval of that name and
its reservation feor a period cf thivty days. No Cormoration which
issues its own bonds, debentures or other guch obligatioas will
be permitted to have the word "Lar=" as a part of its title. No
Corvoration which has “he wosd "Federal " in its title will te
permitted also to have the word "bank" as a part of its title. So
far as possible the title cf the Corporation should indicate the
nature or reason of the business contemplated and should in no case
reserble the name of any other cerpuraltion to tiue extent that it
might result in misleading or deweiving the public as to its identity,
purvose, commections or affiliations.

-

V. Authoritv to Comrence Business

After the articles of association and orgenization certificate
have been made and filed with the Federal PReserve Board, end after
they have bean approved by the Fadexel Rsserve Board and a pre—
liminary permit tc begin business hog been issued by the Fedzval
Reserve Board, the asscciaticn shall beccme and be a body cosperate
but none of its powers except such as are incidental and prelimi-
nary to its organization shall be exercised until it has been
formally authorized by the Federal Reserve Board by a final permit
generally to commence business.
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Before the Federal Reserve Board will issue its final permit
to commence business, the president or cashier, together with at
least three of the directors must certify (a) that each director
elected is a citizen of the United States; (b) that a majority
of the shares of stock is owned by citizens of the United States,
by corporations the controlling interest in which is owned by
citizens of the United States, chartered under the laws of the
United States, or by firms or commanies the controlling interest
in which is owned by citizens of the United States, and (c) that
of the authorized capital stoclr specified in the articles of
association at least 25 per centum has be=n paid in/dash and that
each shareholder has individually vaid in in cash at least 2% per
centum of his stocl: subscrintion. Thereafter the cashier shall
certify to the mayment of the remaining installments as and when
each is paid in, in accordance with law.

VI. Capital Stock.

No C.orvoration may be organized under the terms of Section
25 (a) with a capital stock of less than $2,000,000. The par
value of each share of stock shall be specified in the articles
of association and no Corvoration will be permitted to issue stock
of no par value. If there is gyore than one class of stock the
name and amount of each class and the obligations, rights and
privileges attaching thereto shall be set forth fully in the’
articles of association Each
class of stock shall be so named as to indicate to the investor
as nearly as possible what is its character and to put him on notice
ef "any ' unusual attributes.

VII. Transfers of Stock

Section 25 (a) provides in part that:

"A majority of the sharss of the capital stock of any
such corvoration shall at all times be held and owvnzd by
the citizens of the United States, by corporations the
controlling interesst in which is owned by citizens of
the United States, chartered under the laws of the Unitad
States or of a State of the United States, or by firms @
companies, the controlling intsrest in which is owmed by
citizens of the Unit=d Statss."

In order to insure compliance at all times with the require-
mants of this wrovision after the organization of the Cormoration,
shares of stock shall be issuable and transferable only on the
bodks of the Corporation unon avproval of its board of directors.
Every avnlication for the issue or transfer of stock shall be
accompaniad by an affidavit of the person to whom it is desired to
issue or transfer stock stating:-
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In_the case of an_individual:

(a) "hether he is or is not a citizer of the United States znd
if a citizen of the United States, wnotner he is a natural barn
citizen or a citizen by naturalization, and if naturalized,
whether he remains for any purvpese in the allegiance of any
foreign sovereign or state; (b) "hether there is or is not any
arrangement under which he is to hold the shares or any of the
shares which he desires to have issued or transferred to him, in
trust for or in any way under the control of any foreign state -
or any foreigner, foreign corporation or any cornoration under
foreign control, and if so, the nature thereof.

In the case of a cormporation:

(2) "hether such corvoration is or is not chartered under the

laws of the United States or of a state of the United States.

If it is not, no further declaration is necessary, bdbut if it is,
it nmust also be stated; (b) Whether the controlling interest in
such corvoration is or is not owned by citizens of the United
States, and whether there is or is not any arrangement under which
such corporation will hold the shares or any of the shares if
issued or transferred to such cormoration, in trust for or in eny
way under the control of any foreign state or zny foreigner or
foreign corporation or any cornmoration under foreign control, and
if any such arrangement exists, the nature thereof, and (c) "hether
such corvoration is subject to0 the control of any foreign state

or foreigner or foreign corvoration or cormorations under foreign
control and if so, in what manner and to what extent.

In the case of a firm or company:

(2) Whether the controlling interest in such firm or company is or is
not owned by citizens of the United States and whether there is or is
not any arrangement under which such firm or company will hold the
shares or any of the shares if issued or transferred to such firm or
corpany in trust for or in any way under the control of any foreign
state or any foreigner or foreign corporation or any torporation

under foreign control and if such arrangement exists, the nature
thereof, and (b) "hether such firm or corpany is or is not subject

to the control of any foreign state or foreigner or foreign cormoration
or corporation under foreign control, and if so, in what manner and te
what extent.

The Board of directors may in any case before making any
issue or transfer of stock, require such further evidence as in
their discretion they way think necessary in order to determine
whether or not the issue or transfer of the stock would result in
& violation of the law. The Board of directors of the Corporation
shall refuse to issue or transfer any stock the issue or transfer
of which would cause fifty per cent or more of the total amount of
stock issued or outstanding to be held contrary to the provisions
of the law or these regulations. The decision of the board of
directors in each case shall be final and conclusive and not

.org/
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subject to any question by any person, firm or corvoration on
any ground whatsoever.

If at any time by reason of the fact that the holder of any
shares of the cormoration ceases to he a citizen of the United
States, or, in the oninion of the board of directors, becomes
suhject to the control of any foreign state or foreigner or
foreign corporation or cormoration under foreign control, fifty ver
cent or more of the total amount of capital stock issued or out-
standing is held contrary to the nrovisions of the law or these
regulations, the board of directors may, when aporised of that
fact, forthwith serve on the holder of the shares in question
a notice in writing requiring such holder within two months to
transfer such shares to a citizen of the United States, or to
a firm, commany or cornoration apwroved by the board of directors
as en eligible stockholder. “hen such notice has been aiven
by the board of directors the skares of stocl” so held shall
cease to confer any vote until they have been transferred as
required above and if on the expiration of two months after
such notice the shares shell not have bean so transferred, the
shares shall be forfeited to the Cormoration.

The board of directors shall “rescribz in the by-laws of
the Cornoration anwronriate regulations for the registration
of the shares of stoclk in accordance with the terms of the law
and the regulations. The by-laws must also mrovide that the
certificates of stock issued by the corworation shall contain
nrovigions sufficiznt to nut the holder on notice of the tarms
of the law and the regulations of the Faderal Rescrve Board-
definine the limitations unon the rights of transfer.

VIII. Overations in the United States

No Cornoration shall carry on any part of its business in
the United States except such as shall be incidental to its
international or foreign business. Agencies may be established
in the United States with the apvroval of the Federal Reserve
Board for specific purposes, but not generally to carry on the
business of the Corwmoration.

237

IX, '‘Investments in the stocl: of other cormorations.

It 1s contemmlated by the law that a Cornoration shall
conduct its business abroad either directly or indirectly through the
ovnershin or control of cormorations and it is accordingly wnro-
vided that a Corvoration may invest in the stocls, or other cer-
tificates of ownershivn, of any other corworation organized -~
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(a) Under the provisions of Section 25 (a) of the
Federal Reserve Act;
(b) Under the laws of any foreign country or a
colony or dewendency thereof;
(¢) Under the laws of any State, dependency, or
insnlar possession of the United States.
provided, first, that such other corporation is not engaged in the
general business of buying or selling goods, wares, merchandise,
or comnodities in the United States; and second, that it is not
transacting any business in the United States except such as 1is
incidental to its international or foreign business.

Except with the amproval of the Federal Reserve Board, no
Corporation shall invest more than 15 ver cent of its capital and
surrlus in the stoc™ of any cormoration engaged in the business of
banl-ing, or more than 10 per ceat of its canital and survlus in the
stock of any other "ind of cormeration.

238

No Corporation shall murchase any stock in any other corporation

organized under the terms of Section 25 (a) or under the laws of
any State, which is in substantial competition therewith, or which
holds stock or certificates of ovmership in cornorations which are
in substantial commetition with the parchasing Corworation. This

restriction however, does not annly to cornorations organized under

foreign laws.
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X. 3Brauches

No Cormoration shall establish any branches except with the
avnroval of the Federal Reserve Board and in no casz shall any
branch be established in the United States.

XI. Issue of Dehenturas, Bonds and Promigsory Notes,

Annroval of the Federal Reserve Board: No Corporation shall makre
any wublic or private issue of its debentures, bends, notes or other
such obligations without the amproval of the Fedsral Reserve Board, but
this restriction shall not apply to notes issued by the Cormoration in
horrowing from banks or banrers for temmorary purnoses not to exce xd

. one year. The approval of the Federal Reserve Board will be based

solely uoon the right of the Cormoration to make the issue under the
terms of this regulation and shall not be understood in any way to imoly
that the Federal Reserve Board has approved or passed upcn the merits gf
such obligations as an investment. The Federal Reserve Board will gonsxder
the egcneral character and scope of the business of the corporation In
determininz the amount® of dshenturss, bonds, notes or other such
obligations of the Corvoration which may be issued by it.

Application: FEvery application for the amoroval of any such issue
bv a Corporation shall be accorpanied by (1) a statement of the conditlon
of the Cormoration in such form and as of such date as the Federal '
Reserve Board may require; (2) a dstailed list of the securities by
which it is provosed to secure such issue, stating their maturitiecs,

! endorsements, cuaranties or collateral, if any, and in general terus ‘
the nature of the trapnsaction or transactions upon which they were based,
and (3) such other data as the Federal Reservs Board wmey from time to
tine require.

Advertigsements: No circular, letter, or other docwrent adver-
tising the issue of the obligations of a Cornmoration shall state or
contain any reference to the fact that the Federal Reserve Board has
granted its avproval of the issue to which the advertisement relates-
This requirement will be enforced strictly in order that there may be
no possibility of the wublic's misconstruing such a reference to
be an anvroval by the Federal Reserve Board of the merits or desirability
of the cbligations as an investment.
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XII, Sale of Foreisn Securitiss

Ax al © e Federal Reserva Board. No Cormoration shall
offer for sale any for:ign securitiss with its endorssuent or guaranty,
except with the approval of the Federal Reserve Board, but such approval
will be based solely uoon th: richt of the Cormoration to make such a
salc under the terms of this reculation and shall not be understood in
any way to imply that the Federal Reserve Board has avproved or vassed
upon the merits of such s=cur1t1¢s as an investrnent.

Apolication. Every anplication for the ammroval of such sale
shall be accoiupanied by a staterent of the character and amount of the
securities proposed to he sold, their endorsements, guaranties or
collateral, if any, and such other data as the Federal Reserve Board
itay from tire to time require.

Advertisements: No circular, letter or other document advertising
the sale of foreign securitiess bv a Cormoration with its endorsecaent
Oor guaranty shall state or contain any refercnce to the fact that the
Federal Reserve Board has granted its awmroval of the sale of the securities
to which the advertiserent relates.

YIII. Accentances.

Einds: Any Cormoration may accevt drafts and hills of exchange

t drawn unon it which grow out of transactions of the lrinds which form the
basis of cligible baners accentances under the terms of Section 13 of
the Federal Reserve Act, vrovided, however, that except with the awnroval
of the Federal Reserve Board and subgect to such limitations as it xay
preseribe no Corvoration shall exercise its vowsr to accept drafts or
bills of exchange if at ths tize such drafts or »ills are rpresen%ed for
acceptance it has outstanding any debenMurss, bonds, notes, or other

' such obligations issued by it.

Maturity: No Corvoration shall accept any draft or bill of exchange
with a naturity in excess of six wonths except with the amworoval of the
Federal Reserve Board.
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Limitations: (1) Individusl drawers:- No acceptances snall
be mace for the account of any one druwer in an amount aggrezat-
ing 2t any time in excess of 10% of the subscribed capital ana
. surplus of the Corporation, unless the transaction be fully se-
cured or represents an exportation or importation of commodities
and is guarantecd by a bank or banker of undwubted solvency.

(2) Asgregates: Whenever the aggregate of acceptances out-
standing at any time (a) cxceeas the amount of the subscribeu
capital and surplus, 50% of all the acceptances in excess of the
amount shall be fully secured, or (b) exce.is twice the zmount
of the subscribed capital and surplus, all the acceptances out-
standing in excess of such amount shall be fully secured. (The
Corporation snall elect whichever requirement {z) or (b) calls for
the smaller smount of secured acceptances).

Reserves: Ag~inst all acceptances outstanding which ma-
ture in thirty days or less a reserve of at least 15% per centum
shall be maintained, and against all acceptances outstanding
which mature in more than thirty days a reserve of at least 3
per centum shall be maintained. Reserves against acceptances
mist be in liquid assets of any or all of the following kinds:

(1) cosh; (2) balances with other banks; (3) bznkers acceptances,
and (Y4) such securities us the Board may from time to time permit.

XIV. Deposits.

In _the Uniteu States: No Corporation shall receive in the
Unitea States any .eposits except such as are inciuental to or
for the purpose of carrying out transactions in foreign countries
Oor dependencies of the Unitea States where the Corporsztion has
establisheu agencies, brenches, or where it operates throuch the
ovnership or control of subsidiary corporations. Deposits of
this character nny be made by inuividucls, firms, banks or other
corporations, whether foreizn or domestic, amd rcy be time uepos-
its or on demand.

Outside the United Stutes: Outside the United Stutes a
Corporation may receive deposits of any kind from inaividuals,
firms, bunks or other corporations unless such Corporation hus
any of its bonds, debentures, or other such obligations outstond-
ing. In that event it may receive abroad only such deposits as
are permitted in the United States. (See above)

Reserves: Agoihst all ueposits received in the United
States a reserve of not less than 13% must be maintained. This
reserve may consist of cash in vault, a balance with the Federal
reserve bank of tine uistrict in which the head office of the Cor-
poration is located, or a balonce with any member bank. Against .
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all deposits received abroad the Corporation shall maintain
such reserves as may be required by local laws and by the dictates
of sound business Judgment and banking principles.

XV. Gzperal Limitations snd Restrictions

Liapilities of one Borrower: The total liabilities to a
Corporation of eny person, canpany, firm or corporation for money
bgry?wed, including in the liabilities of a company or firm the
liabilities of . the several members thereof, shall at no time
exce=>d 10 per centum of the amount of its paid-in capital and
surp;us, except with the approval of the Federal Reserve Board,
provided, however, that the discount of bills of exchange drawn
in good faith against actually existing valuss and the discount
of comrercial or business paper actually owned bv the person
negotiating the same shall not be considered as monay borrowed
within the meaning of this paragraph. The liability of a customer
on account of en acceptance made by the Corvoration for his account
1s not a liability for money borrowed within the meaning of this para-
graph unless and until he fails to place the Corporation in funds
to cover the payment of the acceptance at maturity or unless the
Corporation itself holds the acceptance.

Ageregate Liabilities of the Corporation: The ageregate of
the Corporation's liabilities cutstanding on eccount of accentances,
average devosits domestic and foreign, debentures, honds, notes,
guaranties, endorsements and other such obligations shall not exceed.
at any one time ten times the amount of the Corporation’s subscribed
capital and surplus except with the approval of the Federal Reserve
BO&rq- In determining the amount of the liabilities within the
Teaning of this paragraph, endorsements of bills of exchange having
not more than six months to run, drawn and accepted by others than
tne Corporation, shall not be included.
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Operations Abroad: Except as otherwise provided in the law and
these resulations, a Corporation nay exercise abroad not only the
powers specifically set forth in the law but also such incidental
powers as 1ay be usual in the determination of *he Federal Reserve
Board in connection with the transac%ion of the business of barl-ing
or other financial omeratiions in the countries in which it shall
transact business. In the exercise oI any of these powers abroad a
Corporation rust be cuided by the laws of the country in which it is
opsrating and by sound business judement and barnking principles.

XVI. Managerent

The directors, officers or enploys=s of a Ccrmoration shall exercise
treir rights and perforic their duties as directers, officers, or em-
ploye=s with dme regard to both the letter and the swirit of the law
and these rezulatiors. For the porpose of thase regulations the
Cornoration shall, of course, be respmsible for all acts of omission

’ or conrission of any of its directors, officers, emmloyees or repre-
sentatives in the conduct of their official duiies. The character
of the manacement of a Cormoration and its eeneral attitude towards
the purnose and svirit of the law and taese resulations will be
considered by the Federal Reserve Board in acting uwoon any apmlication
made under the terms of these resulations.

XVII. Reroris and Exaninations

Revorts. Fach Cornoration shall rake at least two remorts aniuslly
to the Federal Reserve Boerd at such times and in such form as it may
require.

Examinations. FEach Corvworation shall be exzamined at least once a
vear by examiners appointed bv the Fsderal Reserve Board. The cost of

i exarinations shall be paid by the Corvoration examined.

¥VIII. Arendments to Reculations

These regulations are subject to amendment by tre Federal Reserve
Board from time to time, provided, however , that no such amendrent shall
prejudice obligations undertslzan in good faith under reculations in
effect at the time they were assumed.
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