Federal Deposit Insurance—Uninsured and Insured Branch
Effective date July 1997 Section 7010.1

The International Banking Act (IBA) of 1978 deposits that the appropriate state licensin
amended the Federal Deposit Insurance Act aralithority has determined, by regulation or order
allowed the U.S. branches of foreign banks t@o not constitute engaging in domestic retai
apply for deposit insurance. Part 346 of thaleposit activities requiring deposit insurance
FDIC’s Rules and Regulations and Section 28.8rotection. State licensing authorities may hav
of the Comptroller’'s Regulations implement thesimilar requirements and exceptions as Pal
statute. Deposit insurance remained voluntar$46.4 of the FDIC's Rules and Regulations.
for branches engaged solely in wholesale bankdowever, examiners must determine that :
ing, but a branch with a domestic retail bankingoranch engaging in some retail deposit activity
activity had to obtain deposit insurance. Domeseonforms to the exemptions allowed under loca
tic retail banking was defined as the acceptancsgtate law.
of initial deposits under $100,000. Exemptions Part 346.4 of the FDIC’s Rules and Regula-
were permitted to allow branches conductindions states that a foreign bank may not operate
incidental retail banking to avoid having toU.S. branch if the branch is uninsured and i
obtain deposit insurance. In addition, a foreigrengaged in domestic retail deposit activity
bank could insure one or more of its U.S.(accepting an initial deposit of less than
branches, but elect not to insure others. Edg&100,000), and is located in a state that require
Act and Agreement Corporations and U.S. agerbanks to have deposit insurance. Two excer
cies of foreign banks could not obtain coveragetions are permitted : (1) Part 346.5 permits

The Federal Deposit Insurance Corporatioranches established under Section 5 of th
Improvement Act of 1991 (FDICIA) amended International Banking Act to accept only those
the IBA to disallow a de novo U.S. branch of adeposits as permitted to an Edge Act Corpora
foreign bank from obtaining deposit insurance ition under Section 25(a) of the Federal Reserv
it is engaged in retail banking activity. AlreadyAct, and (2) Part 346.6 permits branches tc
existing insured branches were permitted t@ngage in certain retail deposit activities that d
retain their FDIC insurance. A foreign banknot trigger a requirement for deposit insurance
seeking to engage in retail banking activities inJninsured branches may accept initial deposit
the United States is now expected to establish af less than $100,000 from the following type of
insured subsidiary bank. depositors or resultant activity:

This chapter has two goals:

« Any for-profit business entity;

» To aid examiners at uninsured branches im Any domestic or foreign government entity or

determining that a branch is operating solely agency;

as a wholesale bank or, if some retail deposits Any international organization of two or more

are being accepted, that the office is operating nations;

within permissible exceptions. * Any funds received for transmission else-
« To aid examiners at insured branches in Where; and,

determining that the branch is meeting records Any nonresident alien at the time of the initial

keeping, pledge, and asset maintenancedeposit.

requirements.
In addition, the branch is permitted to accep

Because the requirements for uninsure@ther deposits underde minimisrule. The total
branches differ from those for insured branche®f such deposits shall not exceed 5 percent ¢
the overview, examination objectives, andhe average of the branch’s deposits from unre
examination procedures will be describedated third parties for the last 30 days of the mos
separately. recent calendar quarter. Moreover, the branc

may not solicit or advertise for deposits from the
general public. For state-licensed branches, tf
state licensing authority may have differede
UNINSURED BRANCHES minimis rules and additional disclosure
requirements.
In the case of state-licensed branches, the branchA foreign bank may apply to the FDIC to
is subject to restrictions on the acceptance afperate a branch that engages in domestic ret:
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7010.1 Federal Deposit Insurance—Uninsured and Insured Branches

deposit activity not otherwise included abovethe FDIC must pay the branch’s insured deposi-
An uninsured branch operating under Part 346.@rs. The size of the pledge is normally five
exemptions must notify depositors that it is arpercent of the branch’s average liabilities for the
uninsured office. Conversely, an uninsuredast 30 days of the second and fourth calendar
branch that is not operating under Part 346.Guarters. The pledged assets must be placed at a
exceptions need not notify depositors that theidepository approved by the FDIC.
deposits are uninsured. Where required, notifi- Part 346.19(d) describes the eight types of
cation must include signs at teller windows andassets that may be pledged. At the end of the
other locations where deposits are accepteskcond and fourth quarters, both the depository
stating that deposits are not insured by thand the insured branch must file reports with the
FDIC. Also, each signature card, passbook, anggional FDIC office listing and describing in
instrument evidencing a deposit must include @etail the assets pledged. In addition, the insured
bold face statement as follows: “This deposit isoranch must report the average of the branch’s
not insured by the FDIC.” These acknowledg-liabilities for the last thirty days of the respec-
ments must be retained by the branch as long a@ige quarter; the average is used to determine the
the depositor maintains any deposit at the branchize of the pledge requirement. The branch may
Since 1989, the requirements for acknowledgsubstitute one pledged asset for another between
ments and their retention have included negaeporting dates. Such substitutions normally do
tiable certificates of deposit. not have to be reported to the FDIC, but must be
of the type allowed by Part 346.19(d).

INSURED BRANCHES

Asset Maintenance
Insured branches have specific FDIC asset main-
tenance and asset pledge requirements that 8f8set maintenance is the method used by the
apart from any other asset maintenance, pledgep|C to ensure that foreign bank resources are
or capital requirements of the federal or stat@etained in the branch. Part 346.20 of the FDIC'’s
licensing authorities. In addition, the FDICRyles and Regulations sets forth the required
requires the insured branch or group of insuregmount of asset maintenance and the assets

branches in a state to keep records and sets &fgible for inclusion in the asset maintenance
accounts in the English language that accurateyomputation.

reflect the business transactions of the branch on oy insured branch normally must have eli-
a daily basis. These records must be kept afple assets in an amount not less than 106% of
though the br_ant_:h_wereaseparate entity with it§,q preceding quarter's average liabilities.
assets and liabilities separate from the operganches are permitted flexibility in that they
tions of the head office and other branchesyay compute the ratio either on a daily basis or
agencies, subsidiaries, or affiliates of the foreigg,g Wednesday of each week. In some instances
bank. The FDIC’s requirements are intended t¢he pranch may be required to maintain the
protect the insurance fund from losses in the g ratio on a daily basis. In other instances,
event the branch must be liquidated and, age percentage requirement may be higher.
such, it is important that examination staff, rpe effectiveness of the asset maintenance
_regardless of a’gency, pay clos_e attention to.tn‘aequirement depends on limiting eligible assets
insured branch’s compliance with these requirey, y,oe that meet minimum quality standards
xents.MFc_)r additional |n_form?tlﬁ_n, refer tcl) theanq are free from impediments to collectibility in
sset Maintenance section of this manual. o ayent the FDIC needs to take possession of

the assets. Part 346.20(b) lists six classes of

assets that are excluded from use as eligible
Pledge of Assets assets:

Part 346.19 of the FDIC’s Rules and Regula® Any asset due from the bank’s other offices or
tions implements the pledged assets require- affiliates;

ments for insured branches. The intent of the Any asset classified Value Impaired, to the
pledge requirement is to have highly marketable extent of the required Allocated Transfer Risk
assets available to protect the fund in the event Reserves or equivalent write down, or Loss in

September 1997 Branch and Agency Examination Manual
Page 2



Federal Deposit Insurance—Uninsured and Insured Branches 701

the most recent state or federal examinatiom Any asset not in the branch’s actual posses
report; sion unless the branch holds title to such ass:
» Any deposit of the branch with a bank, unless and the branch maintains records sufficient t
the bank has signed a waiver of offset enable independent verification of the branch’:
agreement; ownership of the asset as determined at th
Any asset not supported by sufficient credit most recent state or federal examination; anc
information to allow a review of the asset’'se Any intangible asset.
credit quality as determined at the most recent
state or federal examination;
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Federal Deposit Insurance—Uninsured and Insured Branch

Examination Objectives
Effective date July 1997

Section 7010.2

UNINSURED BRANCHES

1.

INSURED BRANCHES

To determine if policies, practices, proce- 6. To determine if policies, practices, proce-

dures, and internal controls regarding noti-
fication procedures for uninsured branches
are adequate.

. To determine if branch employees are7.

operating in conformance with the estab-
lished guidelines.

. To determine the scope and adequacy of thes.

audit function.

. To determine compliance with Part 346 and 9.

any applicable state laws.

. To recommend corrective action when poli-10.

cies, practices, procedures, or internal con-
trols are deficient or when violations of

applicable laws or regulations have been
noted.

dures, and internal controls regarding asse
pledge requirements and asset maintenan
requirements are adequate.

To determine if branch employees are
operating in conformance with establishec
guidelines.

To determine the scope and adequacy of th
audit function.

To determine compliance with applicable
laws and regulations.

To recommend corrective action when poli-
cies, practices, procedures, or internal con
trols are deficient or when violations of
applicable laws or regulations have beer
noted.
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Federal Deposit Insurance—Uninsured and Insured Branch

Examination Procedures
Effective date July 1997

Section 7010.3

UNINSURED BRANCHES

1.

applicable regulations. Obtain a list of any
deficiencies noted in the latest review per-

Determine the adequacy of the internal audit formed by the internal auditors and deter-
procedures used to check compliance with mine if corrections have been accomplished
Parts 346.4, 346.5, 346.6, and 346.7, and. Ascertain the adequacy of the branch’s pro
with any applicable state laws.

. Review audit procedures used to check com-

pliance with Part 346 and with any applicable
state laws. Obtain a list of any deficiencies
noted in the latest review performed by the
internal auditors, and determine if correc-
tions have been made.

. For a branch operating without Part 346.6

exemptions, determine the adequacy of the
branch’s procedures that ensure that it has no
domestic retail deposit activity. Review
deposit ledgers to ascertain that the branch
has not been engaging in domestic retail
deposit activity.

. Determine the adequacy of the branch’s pro-

cedures that ensure that a branch engaging in
some retail deposit activity is conforming to
the exemptions allowed in Part 346.6 and in
state law. In this case, verify that:

a.

b.

The branch is confining its retail deposit
activity to the six permitted exemptions.
The branch is displaying conspicuously
signs at windows or places where deposits
are accepted that deposits are not insured
by the FDIC.

. The branch’s signature cards, passbooks,

and other instruments evidencing a deposit
have in bold face the following statement:
“This deposit is not insured by the FDIC.”

. The branch requires each depositor to

execute a statement that acknowledges
that the initial and all future deposits are
not insured by the FDIC (if the branch is
not using notification statements on its

cedures that ensure that:
a. The semiannual reports of pledged asse

made to the FDIC's regional directors are
prepared correctly, including the amount
representing average liabilities for the 30
calendar days of the second and fourtt
quarters per Part 346.19 of the FDIC's
Rules and Regulations.

. The branch is maintaining on a daily basis

eligible assets in an amount not less thal
106% of the preceding quarter’'s average
book value of the branch’s liabilities per
Part 346.20.

. The branch is pledging additional asset

complying with higher asset maintenance
requirements or more frequent calcula-
tions of the asset maintenance ratio wher
directed by the FDIC.

. The computations of eligible assets exclud

those assets listed in Part 346.20(b). All
banks holding deposits of the branch have
signed waiver of offset agreements.

. The calculation of average book value of

the branch’s liabilities does not exclude
liabilities to less than wholly owned sub-
sidiaries of the foreign bank which are not
wholly owned.

. The branch’s workpapers adequately sup

port the calculations of eligible assets anc
average book value of the branch’s
liabilities.

Insured branches are also subject to th

signature cards, passbooks, and otheequirements of Section 38 of the Federa

instruments evidencing deposits).

Deposit Insurance Act and Part 325 of the FDIC
. Where required notification statements ar&ules and Regulations, which require the branc

not made in signature cards, passbooks, arid undertake prompt corrective action where i
other instruments evidencing deposits, ascehas failed to maintain required pledged asse
tain that depositor acknowledgments arend eligible assets pursuant to Part 346.

obtained showing that deposits are uninsured.

INSURED BRANCHES

6. Determine the adequacy of the internal audit
procedures used to check compliance with
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Subsequent Events, Litigation, and Other Legal Matters
Effective date July 1997 ection 7020.1

SUBSEQUENT EVENTS direct knowledge and often control of branch
management. Accordingly, management is th
As a practical matter, the examination is conprimary source of information about such mat:
ducted and the report of examination is prepareigrs. Examiners ordinarily do not possess lege
as of a stated date. However, events or transasgkills and, therefore, should not make lega
tions sometimes occur subsequent to the date jpidgments on such information. The examine
examination (or the on-site date as of whictshould ask the branch’s management for infor
various examination procedures were performedhation concerning litigation, claims, and assess
but before the date the report of examination ignents. If necessary, management may send
mailed that may have a significant effect on théetter of inquiry to its general counsel and to
evaluation of a branch. Such events and trangther counsel engaged to address more limite
actions are referred to as subsequent events am@tters.
may be of two types. Information provided by management shoulc

One type includes those events or transactiongclude information about litigation, impending
that provide additional evidence about condititigation, claims, and contingent liabilities. For
tions that existed at the examination datethe purpose of these requests, the terms, impen
Examples of this type are the bankruptcy of ang litigation, and contingent liabilities have the
significant borrower or the resolution of out-following meanings:
standing litigation.

The second type includes those events thaimpending litigation—Hitigation threatened
provide evidence about conditions that did noagainst the branch by a third party but not
exist at the date of examination. Examples oformally commenced.
that type of event would be new litigation
arising subsequent to the examination date b@ontingent liabilities—matters other than litiga-
before mailing the examination report or ation or claims for which available information
merger agreement signed subsequent to thedicates a reasonable possibility of impairing
examination date. assets or increasing liabilities. Contingent liabili-
All information that could materially affect the ties should include unasserted claims or asses
evaluation of the branch and becomes availabl@ents.
before mailing of the report of examination
should be considered by the examiner in his or Information provided by management shoulc
her evaluation of the branch. Accordingly, allbe as of the examination date and, if applicable
events or transactions that either significantlas of the date of counsel's response. An
affect or have the potential to significantly affectresponses provided by counsel should be &
the evaluation of the branch should be reflectedlose to the completion of the examination a:
in the report of examination, regardless ofracticable to allow sufficient time for a thor-
whether they occurred before or subsequent tgugh response and any follow-up, if necessar
the examination date.

LITIGATION AND OTHER LEGAL
MATTERS

Events or conditions arising from litigation,
claims, and assessments are matters within the
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Subsequent Events, Litigation, and Other Legal Matters

Examination Objectives
Effective date July 1997

Section 7020.2

1. To determine whether any events or transa@.
tions have occurred subsequent to the exami-
nation date that have had or may have a
significant impact on the present or future
soundness of the branch or the conclusions
expressed in the report of examination.

To determine the effect of legal counsel’s
evaluation of litigation, impending litigation,

claims, and contingent liabilities on the
examiner’s overall conclusion regarding the
soundness of the branch.
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Subsequent Events, Litigation, and Other Legal Matters

Examination Procedures .
Effective date July 1997 Section 7020.3

1. Obtain from the branch officer responsible c. Changes in senior officers.
for legal matters a listing of impending or  d. Any event or combination of events that

threatened litigation, including follow-up have had or could have a material advers
information on litigation pending at the pre- effect on the branch, such as the default o
vious examination. For each item, the follow- a bond issue in which the branch has
ing information should be included: substantial holdings or the filing of bank-
a. Nature of the litigation. ruptcy by a major borrower.
b. Progress of case to date. e. New or discontinued services not requir-
¢. How management is responding or intends ing prior approval.

to respond to the litigation. f. Execution of significant contracts, such as
d. An evaluation of the likelihood of an for employment, leases, pensions, or othe

unfavorable outcome and an estimate, if fringe benefit programs.
one can be made, of the amount or range
of potential loss, and whether any reserves
have been established for any potential
loss exposure.
2. Obtain from the branch officer responsible
for legal matters a listing of unasserted claims
\?vrillagfgts):msnt)se tgits erptgga%igewhigﬁhﬁ\;es ments made after the date of the financia

asserted, would have at least a reasonable R st:temer:ts rer'el\lAIEd a;t the efx amlnatlc_mt.
possibility of an unfavorable outcome. For®: ~€ad minutes of all meelngs ot appropriat

each item, the following information should ~committees (investment, loans, etc.) and

g. Significant new contingent liabilities or
commitments other than those referred tc
above.

h. Significant changes in assets such as
shift in the amount of loans or investments
in special categories or unusual adjust

be included: a. Verify with branch management whether

a. Nature of the matter. minutes of all such meetings subsequen

b. How management intends to respond if to t_he examination date are available fol

the claim is asserted. review. _ . .

c. Possible exposure if the claim is asserted. D. For any meetings for which minutes have
3. Obtain from management, a listing of attor- not yet been prepared, contact appropriat

neys and legal firms to whom litigation and branch personnel about what transpired &

related matters have been referred. In addi-  the meetings.

tion, review a listing of any litigation noted 7. If specific violations of law or areas of

in the most recent internal and external weakness have been reported to manageme

audits, if applicable. earlier in the examination, determine the
4. Evaluate management’s listing of litigation, ~extent to which management has proceede

unasserted claims and assessments, and coun-toward corrective action.

sel’s replies, if applicable, for the potential8. If, after completing the foregoing proce-

effect on the branch. dures, information is obtained that is deemex
5. Discuss with appropriate branch manage- to have a significant impact on the evaluatior
ment, the following: of the branch, discuss with the examiner-in-

a. Changes in credit lines or transactions charge to determine appropriate follow-up
with officers, related offices, and affiliates. procedures, including the preparation of com

b. Changes in significant accounting and ments for the examination report and work-
management reporting policies. paper documentation.

Branch and Agency Examination Manual September 1997
Page 1



Survey of Foreign Regulation in Selected States.
Effective date July 1997 Section 7030.1

The following table prepared by the Conferencend agencies in those states. It is intended f
of State Bank Supervisors provides statutorgerve as a preliminary reference only; specifi
and regulatory citations for selected states on guestions should be directed to the appropriat
number of issues that may arise in connectiostate banking authority or qualified legal counsel
with examinations of state-licensed branches
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/66T Jaquialdas

renuepy uoneuiwexy Aouaby pue youelg

CA CT FL GA IL NY X WA
Other Real FCS! 750(c  No specific Subsection Section 7-1- 205 ILCS N/A. TBA4 Section RCW7?
Estate Owned statue or 658.67(9) 263 OCGA 5/5(9), Rule 9.002, 5.002  30.42.160(3)
regulation. (Title 38/ and 5.203; 7
Chapter Il/Part TAC® 12.91;
354) PM6 1008
Debts FCS 750(b) No specific See above. 7-1-650(9) Rule (Title N/A. TBA Section RCW
Previously and 1234 statue or regu- OCGA 38/Chapter 9.002 30.42.155(G)
Contracted lation. Il/Part 554)
Real Estate No state C.G.S. Section Section 655.60 No specific No state regu- N/A. TBA Section RCW 30.42.105
Appraisals regulations. 36a-261 FS & Rule 3C- state law; lations. 9.002; 7 TAC
100.600 FDIC Pt 323 is 12.91
used by the
state.
Internal and No state No specific Subsection 7-1-487 OCGA N/A. N/A. Part 5 N/A. Not required by
External Audits | regulations. statue or regu- 663.09(2) FS; pending. statute or
lation. Rule 3C- regulation.
15.012 FAC
Bank Secrecy |Penal Code C.G.S. Part Section 655.50 7-1-911; 7-1- No state No State N/A. Federal regula-
& Money Sections XXIIlI of Chap- FS; Rule 3C- 912; 7-1-914; regulations. regulations. tions apply for
Laundering 114160 ter 952 15.012 FAC;  7-1-915; 7-1- branch/agency.
114167 Rule 3C-1.022 916 OCGA
FAC
Branch/Agency | FCS 1700- C.G.S. Section Sections 7-1-713; 7-1- 205 ILCS SP? FB 101; TBA Section RCW
Licensing 1711, 1725, 36a-428a 663.04 FS; 914; 7-1-915; 645/3- 205 BL3 Section  9.003, 9.004, 30.42.060;
Procedures 1726, 1750- 663.05 FS; 7-1-916 OCGA ILCS 645/9 201 9.005 and 30.42.090 and
1753; CCRS 663.55 FS; 9.007; 7 TAC WAC1050-32
10.11700— Chapter 3C-9 3.41
10.14188 FAC

Notes appear at the end of these tables.
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fenuepy uoneuiwexy Aousby pue youelg

/66T Jaquialdas

CA CT FL GA IL NY X WA
Branch/Agency | FCS 1729, C.G.S. Section Sections 7-1-720 OCGA 205 ILCS BL Sections  TBA Section RCW 30.42.300
Closing or 1763, 1775— 36a-428j, 36a- 663.11 FS; 645/19 40; 206; 605  9.009, 9.010
Termination 1785 428k, 36a- 663.06 FS; (11); 606 (4) and 9.001
Procedures 145(f) and Part 658.80—658.84
VIII of Chapter FS; 658.90 FS;
664c 658.94-658.96
FS; Rule 3C-
15.016 FAC
International No state No specific Section 7-1-721 and 7- 35 ILCS GRBB1! N/A. Permitted under
Banking regulations. statue or 655.071 FS; 1-732 OCGA 5/30(2) Part 19 FRB regula-
Facilities regulation. Rule 3C- tions.
15.011 FAC;
Chapter 3C-17
FAC
Deposit Taking | FCS 1700(e), C.G.S. Section Section 7-1-716(e) 205 ILCS BL Section TBA 9.012 RCW 30.42.115
1700(n), 36a-428b 663.011 FS; OCGA 645/3 202-a; SR2 (branch only).
1700(s), Rule 3C Part 323
1700(u), 1728, 15.003 FAC
1755, 1758,
CCRS
10.14750-
10.15627
Legal Lending |FCS 12211 C.G.S. SectionSections 7-1-718(b) and No limits13 BL Sections  TBA Section RCW
Limits 36a-262 663.083 FS;  7-1-285 OCGA 103; 202-f 9.002 and 30.42.105,
658.48, 658.67, 5.203 30.04.111
658.49,
658.491,
658.51 FS,
Rule 3C-
15.003 FAC

Notes appear at the end of these tables.
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renuepy uoneuiwexy Aouaby pue youelg

CA CT FL GA IL NY X WA
Permissible FCS 1220- C.G.S. Section Sections 7-1-718 OCGA 205 ILCS BL Sections  TBA Section RCW 30.42.105
Lending 1239 36a-260, 36a- 663.06; 645/3 9615 103; 9.012 (Branch); RCW
Activities 261, 36a-265 663.061, 202-f 30.42.180
and 36-266 663.64 FS; (Agency)
Rule 3C-
15.003 FAC
Ineligible Assetg See next item. PromulgationSubsections  No state 205 ILCS SR Part 322 N/A. RCW
of regulations 663.07(5) regulation. 645/13 30.42.120(2)
in progress. & (6)
Asset FCS 1761 & C.G.S. Section Section 663.07 No state 205 ILCS BL Section N/A. RCW 30.42.120
Maintenance |1762; CCRS 36a-428c and FS; Rule 3C- regulation. 645/13 202-b; GRBB
10.16000— promulgation  15.006 FAC Part 52; SR
10.16226 of regulations Part 322
in progress.
Capital See previous See previous Section 663.07 7-1-718(b) See previous BL Section N/A. RCW 30.42.070
Equivalency item. item. FS; Rules 3C- OCGA item. 202-b; GRBB
Deposits 15.006, 3C- Part 51; SR
140.007 FAC Part 322
Credit Files FCS 1706; C.G.S. Section N/A. Required to be 205 ILCS GRBB 7 TAC 3.42 WAC 50-32-
CCRS 36a-428h available and  645/13 Part 524 070 (Branch);
10.14725- in English. WAC 50-32-
10.14730 080 (Agency);
RCW 30.42.200
Other Items 7-1-719 OCGA1. Representa-1. Representa-1. Representa-

tive Office/
Licensing Pro-
cedures: 205
ILCS 650/4.
2. Authoriza-
tion for Fidu-
ciary Powers:
205 ILCS
645/3.

Reports; 7-1-
710, 7-1-711

tive Office/ tive Office/
Licensing Pro- Licensing Pro-
cedures: SP FBcedures: TBA

102. Section 9.006;
2. Authoriza- 7 TAC 3.44
tion for Fidu-

ciary Powers
for branches/
agencies: BL
Section 201-b,
SP FB 103.

Footnotes appear at the end of the table.
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/66T Jaquialdas

G abed

CA CT FL GA IL NY X WA
Other Items 3. Registered 3. Permission
Continued Agent: 205 to change

ILCS 645/9. name of the
banking institu-
tion: SB FB
104; BL Sec-
tion 203.

4. Permission
to change
branch/
agency’s gen-
eral manager
or representa-

sa)eIS pPalos|as ul uonenbay ublaiod Jo AeAINS

tive: SP FB

105.
1. Financial Code Section(s). 11. General Regulation of the Banking Board.
2. Applicable only in a Depository Agency or Branch Office. 12. Superintendent’'s Regulations.
3. Banking Law. 13. No legal lending limits for foreign banking offices under lllinois law.
4. The Texas Banking Act. Section 14 of the Foreign Banking Office Act (205 ILCS 645/14)
5. Title 7, Texas Administrative Code. states, however, that the portion of loans to any one obligor in excess
6. Policy Memorandum. of 10 percent of eligible assets is considered ineligible and not includeg
7. Revised Code of Washington (state law). in the numerator of the asset maintenance ratio.
8. California Code of Regulations Section(s). 14. Maintenance of the evidence of indebtedness.
9. Supervisory Policies. 15. Section 96 is applicable to branches and agencies only, pursuant [to
10. Washington Administrative Code (state rulings and regulations). banking department policy.
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7030.1 Survey of Foreign Regulation in Selected States

CONNECTICUT branch or agency are subject to the same restric-
tions and limitations applicable to a state char-

Other Real Estate OwnedNe specific statute or tered bank. Therefore, the legal lending limits of

regulation. Section 36a-262 apply to foreign banks. Under
Section 36a-428d, limitations based on the capi-

Debts Previously ContractedNe specific statute tal stock or surplus of a state chartered bank are

or regulation. deemed to refer to the dollar equivalent of the
capital and surplus of the foreign bank.

Real Estate AppraisalsSection 36a-261 sets

forth the real estate appraisal requirements appliPermissible Lending ActivitiesSection 36a-

cable to state chartered banks which also appl28b gives state branches and state agencies the

to state branches and agencies of foreign banksame lending authority as state chartered banks.

or regulation.

Asset MaintenanceSection 36a-428c requires
foreign bank with a state branch or state
gency to hold assets in the state in an amount
rescribed by regulation. The promulgation of
Sgulations addressing this is currently in
progress.

Bank Secrecy and Anti-Money Launderinge-
special statute or regulation concerning ban
secrecy. Part XXIII of Chapter 952 of the
Connecticut General Statutes makes money lau
dry an offense under the penal code.

Branch/Agency Licensing ProcedureSeetion . . . .
gency g . I Capital Equivalency DepositsSection 36a-

-42 forth th i f I
36a-428a sets forth the requirements for appli 28c requires a foreign bank with a state branch

cation for a license and the factors that thé o )
; Or state agency to keep assets on deposit in this

state in accordance with regulations. The pro-
mulgation of regulations addressing this is cur-

Branch/Agency Closing or Termination €Nty in progress.

Procedures-Section 36a-428j addresses revo-

cation, suspension or failure to renew a licenseredit Files—Section 36a-428h requires a for-
as well as revocation of a license due to volungign bank to maintain or make available at its
tary surrender, or dissolution of the foreign banistate branch, state agency or representative office
or other termination or cancellation of its exist-appropriate books, accounts and records relating
ence or authority. Section 36a-428k delineate® or reflecting transactions effected by such
the procedure for voluntary liquidation of thebranch, agency or office.

business and property of the state branches and

state agencies. Section 36a-145(f) sets forth the

notice requirements applicable to branch clos-

ings. Part VIII of Chapter 664c concerns failure, LORIDA

receiverships, conservatorships and other emer-

gency actions.

issuing a license.

Other Real Estate OwnedSubsection 658.67(9),
FS, allows banks to acquire property to protect a
loan or investment previously made in good
faith. Certain limitations/restrictions apply.

International Banking Facilities-No special
statute or regulation.

Deposit Taking-Section 36a-428b provides that .

the operations of a foreign bank at a state brandRebts Previously ContractedSee above.

or state agency shall be conducted with the same

rights and privileges as a state chartered bank Real Estate AppraisalsSection 655.60, FS,

the same location and thus authorizes depogitants the Department the power to require that

taking. appraisals be made on loans made by financial
institutions under certain conditions. Rule 3C-

Legal Lending Limits-dnder Section 36a- 100.600 contains appraisal standards and poli-

428b, the operations of a foreign bank at a stateies for state financial institutions.
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Internal and External Audits-Subsection fication to the Department before an IBF can b
663.09(2), FS, requires that audits be performeestablished. Rule 3C-15.011, FAC, provides
of all agencies. Rule 3C-15.012, FAC, containsdministrative rules for IBFs in more detail.
the Minimum Audit Procedures for agencies.
Deposit Taking—Section 663.011, FS, limits the
Bank Secrecy and Anti-Money Laundering—éeposits that agencies may receive from custon
Section 655.50, FS, requires that financial instiers. Rule 3C-15.003, FAC, discusses permissibl
tutions maintain records of large currency transactivities for agencies, including deposit taking.
actions and submit currency transaction forms
on those transactions. Rule 3C-15-012, FACL.egal Lending Limits-Section 663.083, FS,
discussed areas that must be checked during discusses lending limits of agencies and branche
audit to ensure that an agency is complying witland states that Sections 658.48 (Loans) ar
anti-money laundering policies and procedure$58.67 (Investments), FS, may be applicable t
Rule 3C-1.022, FAC, contains requirements fobranches and agencies in certain circumstance
filing currency transaction reports. Other possible areas of regulation in the statute
are Sections 658.49 (Loans not exceedin
Branch/Agency Licensing ProcedureSeetion $50,000), 658.491 (Commercial loans by finan
663.04, FS, discusses the requirements for carial institutions), and 658.51 (Commodity loans),
rying on a banking business by an internationafS. Rule 3C-15.003, FAC, discusses permissibl
banking corporation. Section 663.05, FS, disactivities of international offices, including loans.
cusses the procedures for applying for an inter-
national office. Section 663.55, FS, discusseBermissible Lending ActivitiesSection 663.06,
capital requirements to establish internationafS, discusses the inability to perform permis:
offices. Chapter 3C-9, FAC, discusses timeaible activities when a license is surrendered
frames for processing applications. revoked, or terminated. Section 663.061, FS
allows international agencies to engage in an
Branch/Agency Closing or Terminationloan or investment that could be made by
Procedures-Section 663.11, FS, discusses the&lomestic banks. Section 663.64, FS, discusst
dissolution of an international banking corporapermissible activities of international branches
tion and the effect such action would have on th&ule 3C-15.003, FAC, discusses permissibl
state-licensed office. Section 663.06, FS, disactivities of international offices, including loans.
cusses the surrender or termination of a license
to operate an international office in relation taneligible Assets-Subsections 663.07(5) and
performing permissible activities. Section 658.80(6) discuss ineligible assets.
FS, discusses the appointment of a receiver or
liquidator. Section 658.81, FS, discusses noticAsset MaintenanceSection 663.07, FS, dis-
requirements and court confirmation of appointeusses asset maintenance. Rule 3C-15.006, FA
ment of the receiver/liquidator. Section 658.82discusses the reporting of asset maintenanc
FS, discusses the powers and duties of a receivelata to the Department.
Section 658.83, FS, discusses the powers and
duties of a liquidator. Section 658.84, FS, disCapital Equivalency DepositsSection 663.07,
cusses transfers and other acts in contemplatiéi, discusses capital equivalency requirement
of insolvency. Section 658.90, FS, discusseRule 3C-15.006, FAC, discusses the reporting c
receivers and liquidators under supervision otapital equivalency data to the Department
the Department. Section 658.94, FS, discussé&ule 3C-140.007, FAC, provides further clarifi-
what constitutes prima facie evidence of insolcation of asset maintenance and capital equiv:
vency. Section 658.95, FS, discusses how a baténcy requirements.
would start procedures to voluntarily liquidate
itself. Section 658.96, FS, discusses the proc&redit Files—N/A.
dures in voluntary liquidation. Rule 3C-15.016,
FAC, discusses the surrender of an agency’s
license. ILLINOIS

International Banking Facilities-Section Other Real Estate OwnedA—foreign banking
655.071, FS, defines an IBF and requires notisffice may own other real estate in the collectior
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of its debts but may not hold title for more thanand had amended its tax law in 1981 to provide
five years unless a request for extension ifor state tax exemption of income generated
submitted in writing and approved by the Com{rom IBF accounts. (35 ILCS 5/30(2)).
missioner. The maximum time period is ten
years. 205 ILCS 5/5(9), Rule (Title 38/ChapteDeposit Taking—Fhe Certificate of Authority
Il/Part 354). issued to a foreign bank pursuant to lllinois
statute provides full banking powers (205 ILCS
Debts Previously ContractedA-foreign bank- 645/3). The deposit powers are not utilized by
ing office may maintain assets it acquires irthe bank if an agreement between the bank and
collection of debt. A rule has been adopted fothe Federal Reserve is signed pursuant to the
the administration of these assets. Rule (TitléBA 78, which limits the deposit taking to that
38/Chapter ll/Part 354). defined in section 25(a) of the FRA.

Real Estate AppraisalsNe statutes or rules Legal Lending Limits—Fhere are no legal lend-
govern real estate appraisals. ing limits for foreign banking offices under
lllinois law. However, Section 14 of the Foreign
Internal and External AuditsAdthough no stat- Banking Office Act (205 ILCS 645/101) states
utes or rules are in place governing internal anthat the portion of loans to any one obligor in
external audits, examiners will recommend thaexcess of 10 percent of eligible assets is consid-
an internal program be maintained by the banlered ineligible and should not be included in the
This could include personnel located at thenumerator of the asset maintenance ratio.
branch or at a regional office. A particular
situation could be present that warrants reconPermissible Lending Activities205 ILCS 645/3
mendation for an outside audit. state that a foreign banking office may conduct a
general banking business with the same, but no
Bank Secrecy and Anti-Money Launderinye- greater rights and privileges, as a state bank.
statutes or rules govern bank secrecy and anti-
money laundering. Ineligible Assetsneligible assets are those
assets not included in the numerator of the asset
Branch Licensing Procedures=ereign banks maintenance ratio. This ratio, as described in
are required to receive a Certificate of AuthoritySection 13 of the Foreign Banking Office Act
to operate a foreign banking office (branch) in(205 ILCS 645/31), is required to be maintained
the State of Illinois. A foreign bank may estab-at all times. The following is a list of ineligible
lish and maintain banking offices in the Stateassets, although it is not all inclusive: (Refer to
The application requires information that isMonthly Report of Statutory Requirements
specifically stated in the statutes. (205 ILCSnstruction book for details.)
645/3 through 205 ILCS 645/19) Additionally,
the bank must indicate whether lllinois will bes Amounts due from head office, branches,
the “home state” pursuant to the IBA 78; if not, agencies, and wholly-owned subsidiaries.
an agreement must be signed with the FederalFixed assets.
Reserve restricting the types of deposits to be That portion of loans to one borrower in
received at the lllinois office. Applications may excess of 10 percent of eligible assets.
be obtained by contacting the State of lllinoiss Loans classified Loss and the designated loss
Office of Banks and Real Estate. portion of Doubtful accrual accounts.
* Loans not supported by proper credit
Branch Closing or Termination Procedure—  documentation.
branch closing or termination is identified in thee Difference between book value and the lower
statutes. (205 ILCS 645/19) A voluntary surren- of par or market value of securities (amount
der of the Certificate of Authority should be could be added or subtracted from assets
accompanied by an affidavit stating there are no depending on book value relationship to lower
liabilities of any kind remaining at the lllinois  of par or market).
office.
Asset MaintenanceSection 13 of the Foreign
International Banking Facilities-Hinois recog- Banking Office Act (205 ILCS 645/13) describes
nizes the International Banking Facilities (IBF)a relationship of certain assets to certain
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liabilities that may be maintained by a foreignBank Secrecy and Anti-Money Laundering—
banking office. This figure is the asset maintefederal regulations apply for branch/agency.
nance ratio: ineligible assets divided by liabili-
ties requiring cover; it is to be set by theBranch/Agency Licensing Procedures—
Commissioner. Currently, the ratios are imposeépplication must be approved by the Superviso
when Supervisory concerns exist at localpf Banking after investigating the proposal for
national or global levels. The ratio, whencompliance with conditions delineated in statute
required, needs to be maintained at all times anahd applicant has met all conditions precedent t
is monitored via the Monthly Report of Statu-establishing an office in the state.
tory Requirements and the on-site examinations.

Branch/Agency Closing or Termination
Capital Equivalency DepositsPiedged asset Procedures—Fhe Supervisor may suspend or
requirements may be imposed when Supervirevoke the Certificate of Authority of an alien
sory concerns exist. bank for issues relating to violations of laws anc

regulations, conducting business in an unauthc
Credit Files—Credit files are to be maintained atrized manner, and unresponsiveness to th
the branch for all loans booked. Loans noSupervisor’'s orders or directives as well as if the
supported by proper documentation may béank is in an unsafe or unsound condition, the
deemed ineligible by the examiner in determinbank cannot with safety continue business, ©
ing the asset maintenance ratio. Refer to (20fhe alien bank’s country is unjustifiably refusing
ILCS 645/13), which states, in part, the Com-state banks to operate in the alien bank’s cour
missioner shall have the right to determine théry. The Supervisor may take possession of a
value of assets..for purposes of computing the alien office as provided by statute.
ratio.

International Banking Facilities-Permitted

under federal regulations (FRB); applicant mus

notify the local Federal Reserve Bank. State
WASHINGTON revenue laws allow IBFs.

Other Real Estate OwnedAn alien bank may Deposit Taking Branch OnlyAny branch of an
hold and convey real estate acquired at salgien bank that filed its application before July
under judgements, decrees, liens, or mortgadgdr, 1978, and has designated Washington as |
foreclosures against securities held by it. Therbome state pursuant to the International Bankin
is a five-year holding limit as a bank asset unlesAct (IBA) of 1978 shall have the power to solicit
an extension of time is granted by the Supervisoand accept deposits the same as a state-charte
commercial bank, except that acceptance c
Debts Previously Contractedw-order to pre- initial deposits of less than $100,000 shall be
vent loss on debts previously contracted, #imited to deposits delineated by statute. (The
branch may acquire shares in a corporationame as provided by the IBA.) Deposits must b
provided that such shares are disposed of withieither insured by the FDIC or arrangement:
two years from acquisition date. made for capital maintenance in accordanc
with provisions of RCW 30.42.120.
Real Estate AppraisalsA-branch has the power
to make loans the same as a state-charteréggal Lending Limits—Fhe base for computing
commercial bank; therefore, a branch must conthe applicable loan limitation is the entire capital
ply with applicable state and federal regulationsand surplus of the alien bank. The loan limit is
An agency can be involved in making loans onlythe same as a state-chartered commercial bar
for the financing of the international movementor 20 percent of the capital surplus of the bank
of goods and services, for operational needs, avdth certain exceptions.
for the purchase of fixed assets. If secured by
real estate, the implication is that they musPermissible Lending ActivitiesAn approved
comply with state and federal regulations. branch of an alien bank shall have the sam
power to make loans and guarantee obligation
Internal and External Audits-Not required by as a state-chartered commercial bank. A
statute or regulation. approved agency may engage in the business
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making loans and guaranteeing obligations fo€apital Equivalency DepositsGapital allo-
the financing of the international movement ofcated shall be maintained within the state at all
goods and services and for all operational needsines in cash or in Supervisor-approved (1)inter-
including working capital and short-term oper-est bearing bonds, notes, debentures, or other
ating needs for the acquisition of fixed assets.obligations of the United States, agency, or
instrumentality thereof, or guaranteed by the
Ineligible Assets-Assets ineligible for asset United States or the state of Washington, or
maintenance calculations include amounts du@) other such assets as the Supervisor may
from head office and any other branch, agencgpprove. Such capital must be deposited with a
or other office or wholly-owned subsidiary of bank whose principal place of business is lo-
the bank, except those amounts due from sudtated in this state. The capital equivalency
offices or subsidiaries located within the Uniteddeposits are held under tripartite agreement and
States and payable in U.S. dollars. are held for the sole benefit of U.S.-domiciled
creditors of such alien bank’s Washington state
Asset Maintenance Branch Only80 percent office and is subject to the Supervisor’'s order
of aggregate liabilities of such alien bank mustvithout offset for the payment of such creditors.
be held and payable at or through its office in
this state. The funds so held are to be currencgredit Files—A branch must maintain loan
bonds, notes, debentures, bills of exchange, oecords and controls that include the organizing
other evidences of indebtedness or other obligand maintenance of credit files incorporating
tions payable in the United States or in U.Sloan comments, credit analysis, financials, etc.
funds, or, with the approval of the Supervisor, inThe same is applicable to an agency. RCW
funds freely convertible in U.S. funds or such30.42.200 requires the books and accounts of an
other assets as are approved by the Supervisoifice to be in the English language.
Interoffice due from accounts are excluded from
the calculation, except amounts due from offices
or subsidiaries located within the United States
and payable in U.S. dollars.
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