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41 Credit equivalent amounts of acquisitions of
risk participations are assigned to the risk category
appropriate to the account party obligor, or, if
relevant, the nature of the collateral or guarantees.

42 That is, a participation in which the originating
bank remains liable to the beneficiary for the full
amount of the direct credit substitute if the party
that has acquired the participation fails to pay when
the instrument is drawn.

43 Risk participations with a remaining maturity
of over one year that are conveyed to non-OECD
banks are to be assigned to the 100 percent risk
category, unless a lower risk category is appropriate
to the obligor, guarantor, or collateral.

44 A risk participation in bankers acceptances
conveyed to other institutions is also assigned to
the risk category appropriate to the institution
acquiring the participation or, if relevant, the
guarantor or nature of the collateral.

recourse liability account for a
succession of asset transfers, it could
accumulate large amounts of credit risk
that would not be reflected, or would be
only partially reflected, on the balance
sheet.

The Board is issuing this final rule
now in order to implement section 350
of the Riegle Act in accordance with the
statutory deadline. Consequently, the
rule deals with only those portions of
the NPR concerned with low level
recourse transactions. The Board will
continue to consider, on an interagency
basis, the other aspects of the NPR, as
well as all aspects of the ANPR that was
issued in conjunction with the NPR.

Regulatory Flexibility Act

The purpose of this final rule is to
reduce the risk-based capital
requirement on transfers of assets with
low levels of recourse. Therefore,
pursuant to section 605(b) of the
Regulatory Flexibility Act, the Board
hereby certifies that this rule will have
a beneficial economic impact on small
business entities (in this case, small
banking organizations) that sell assets
with low levels of recourse. The risk-
based capital guidelines generally do
not apply to bank holding companies
with consolidated assets of less than
$150 million; thus, this rule will not
affect such companies.

Paperwork Reduction Act and
Regulatory Burden

The Board has determined that this
final rule will not increase the
regulatory paperwork burden of banking
organizations pursuant to the provisions
of the Paperwork Reduction Act (44
U.S.C. 3501 et seq.).

Section 302 requires that new
regulations take effect on the first day of
the calendar quarter following
publication of the rule, unless, inter
alia, the regulation, pursuant to any
other Act of Congress, is required to take
effect on a date other than the date
determined under section 302. Section
350 of the Riegle Act requires that
before the end of the 180-day period
beginning on the date of enactment of
the Act, or in this case no later than
March 22, 1995, the amount of risk-
based capital required to be maintained,
under regulations prescribed by the
appropriate Federal banking agency, by
any insured depository institution
transferring assets with recourse be
limited to the maximum amount of
recourse for which such institution is
contractually liable under the recourse
agreement. Accordingly, the Board has
determined that an effective date of
March 22, 1995 is appropriate.

List of Subjects

12 CFR Part 208
Accounting, Agriculture, Banks,

banking, Confidential business
information, Crime, Currency, Federal
Reserve System, Mortgages, Reporting
and recordkeeping requirements,
Securities.

12 CFR Part 225
Administrative practice and

procedure, Banks, Banking, Federal
Reserve System, Holding companies,
Reporting and recordkeeping
requirements, Securities.

For the reasons set forth in the
preamble, the Board amends 12 CFR
parts 208 and 225 as set forth below:

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

1. The authority citation for part 208
continues to read as follows:

Authority: 12 U.S.C. 36, 248(a), 248(c),
321–338a, 371d, 461, 481–486, 601, 611,
1814, 1823(j), 1828(o), 1831o, 1831p–1, 3105,
3310, 3331–3351 and 3906–3909; 15 U.S.C.
78b, 78l(b), 78l(g), 78l(i), 78o–4(c)(5), 78q,
78q–1 and 78w; 31 U.S.C. 5318.

2. In Part 208, Appendix A, section
III.D.1. is revised to read as follows:

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

* * * * *
III. * * *
D. * * *
1. Items with a 100 percent conversion

factor.
a. A 100 percent conversion factor applies

to direct credit substitutes, which include
guarantees, or equivalent instruments,
backing financial claims, such as outstanding
securities, loans, and other financial
liabilities, or that back off-balance sheet
items that require capital under the risk-
based capital framework. Direct credit
substitutes include, for example, financial
standby letters of credit, or other equivalent
irrevocable undertakings or surety
arrangements, that guarantee repayment of
financial obligations such as: commercial
paper, tax-exempt securities, commercial or
individual loans or debt obligations, or
standby or commercial letters of credit.
Direct credit substitutes also include the
acquisition of risk participations in bankers
acceptances and standby letters of credit,
since both of these transactions, in effect,
constitute a guarantee by the acquiring bank
that the underlying account party (obligor)
will repay its obligation to the originating, or
issuing, institution.41 (Standby letters of

credit that are performance-related are
discussed below and have a credit
conversion factor of 50 percent.)

b. The full amount of a direct credit
substitute is converted at 100 percent and the
resulting credit equivalent amount is
assigned to the risk category appropriate to
the obligor or, if relevant, the guarantor or the
nature of the collateral. In the case of a direct
credit substitute in which a risk
participation 42 has been conveyed, the full
amount is still converted at 100 percent.
However, the credit equivalent amount that
has been conveyed is assigned to whichever
risk category is lower: the risk category
appropriate to the obligor, after giving effect
to any relevant guarantees or collateral, or the
risk category appropriate to the institution
acquiring the participation. Any remainder is
assigned to the risk category appropriate to
the obligor, guarantor, or collateral. For
example, the portion of a direct credit
substitute conveyed as a risk participation to
a U.S. domestic depository institution or
foreign bank is assigned to the risk category
appropriate to claims guaranteed by those
institutions, that is, the 20 percent risk
category.43 This approach recognizes that
such conveyances replace the originating
bank’s exposure to the obligor with an
exposure to the institutions acquiring the risk
participations.44

c. In the case of direct credit substitutes
that take the form of a syndication as defined
in the instructions to the commercial bank
Call Report, that is, where each bank is
obligated only for its pro rata share of the
risk and there is no recourse to the
originating bank, each bank will only include
its pro rata share of the direct credit
substitute in its risk-based capital
calculation.

d. Financial standby letters of credit are
distinguished from loan commitments
(discussed below) in that standbys are
irrevocable obligations of the bank to pay a
third-party beneficiary when a customer
(account party) fails to repay an outstanding
loan or debt instrument (direct credit
substitute). Performance standby letters of
credit (performance bonds) are irrevocable
obligations of the bank to pay a third-party
beneficiary when a customer (account party)
fails to perform some other contractual non-
financial obligation.

e. The distinguishing characteristic of a
standby letter of credit for risk-based capital
purposes is the combination of irrevocability
with the fact that funding is triggered by
some failure to repay or perform an
obligation. Thus, any commitment (by


