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Federal Deposit Insurance Corporation § 337.3

participant in the same manner as in the
case of a participated loan.

3 For the purposes of § 337.3, an insured non-
member bank’s capital and unimpaired sur-
plus shall have the same meaning as found in
§ 215.2(f) of Federal Reserve Board Regulation
O (12 CFR 215.2(f)).

(c) Exceptions. All standby letters of
credit shall be subject to the provisions
of paragraph (b) of this section except
where:

(1) Prior to or at the time of
issuance, the issuing bank is paid an
amount equal to the bank’s maximum
liability under the standby letter of
credit; or,

(2) Prior to or at the time of
issuance, the issuing bank has set aside
sufficient funds in a segregated deposit
account, clearly earmarked for that
purpose, to cover the bank’s maximum
liability under the standby letter of
credit.

(d) Disclosure. Each insured State
nonmember bank must maintain ade-
quate control and subsidiary records of
its standby letters of credit comparable
to the records maintained in connec-
tion with the bank’s direct loans so
that at all times the bank’s potential
liability thereunder and the bank’s
compliance with this section may be
readily determined. In addition, all
such standby letters of credit must be
adequately reflected on the bank’s pub-
lished financial statements.

§ 337.3 Limits on extensions of credit
to executive officers, directors, and
principal shareholders of insured
nonmember banks.

(a) With the exception of 12 CFR
215.5(b), 215.5(c)(3), 215.5(c)(4), and
215.11, insured nonmember banks are
subject to the restrictions contained in
subpart A of Federal Reserve Board
Regulation O (12 CFR Part 215, subpart
A) to the same extent and to the same
manner as though they were member
banks.

(b) For the purposes of compliance
with § 215.4(b) of Federal Reserve Board
Regulation O, no insured nonmember
bank may extend credit or grant a line
of credit to any of its executive offi-
cers, directors, or principal sharehold-
ers or to any related interest of any
such person in an amount that, when
aggregated with the amount of all
other extensions of credit and lines of
credit by the bank to that person and
to all related interests of that person,
exceeds the greater of $25,000 or five

percent of the bank’s capital and
unimpaired surplus,3 or $500,000 unless
(1) the extension of credit or line of
credit has been approved in advance by
a majority of the entire board of direc-
tors of that bank and (2) the interested
party has abstained from participating
directly or indirectly in the voting.

(c)(1) No insured nonmember bank
may extend credit in an aggregate
amount greater than the amount per-
mitted in paragraph (c)(2) of this sec-
tion to a partnership in which one or
more of the bank’s executive officers
are partners and, either individually or
together, hold a majority interest. For
the purposes of paragraph (c)(2) of this
section, the total amount of credit ex-
tended by an insured nonmember bank
to such partnership is considered to be
extended to each executive officer of
the insured nonmember bank who is a
member of the partnership.

(2) An insured nonmember bank is
authorized to extend credit to any ex-
ecutive officer of the bank for any
other purpose not specified in
§ 215.5(c)(1) and (2) of Federal Reserve
Board Regulation O (12 CFR 215.5(c)(1)
and (2)) if the aggregate amount of
such other extensions of credit does
not exceed at any one time the higher
of 2.5 percent of the bank’s capital and
unimpaired surplus or $25,000 but in no
event more than $100,000, provided,
however, that no such extension of
credit shall be subject to this limit if
the extension of credit is secured by:

(i) A perfected security interest in
bonds, notes, certificates of indebted-
ness, or Treasury bills of the United
States or in other such obligations
fully guaranteed as to principal and in-
terest by the United States;

(ii) Unconditional takeout commit-
ments or guarantees of any depart-
ment, agency, bureau, board, commis-
sion or establishment of the United
States or any corporation wholly
owned directly or indirectly by the
United States; or

(iii) A perfected security interest in a
segregated deposit account in the lend-
ing bank.

VerDate 11<MAY>2000 13:20 Mar 01, 2001 Jkt 194036 PO 00000 Frm 00285 Fmt 8010 Sfmt 8010 Y:\SGML\194036T.XXX pfrm13 PsN: 194036T



286

12 CFR Ch. III (1–1–01 Edition)§ 337.4

4 If the subsidiary conducts business in the
same location in which the bank conducts
business, the subsidiary must utilize phys-
ically separate offices or office space from
that used by the bank. Such offices or office
space must be clearly and prominently iden-
tified so as to distinguish the subsidiary
from the bank. The physically separate of-
fice or office space requirement only applies
in areas to which the public has access.

5 This requirement shall not be construed
to prohibit the use by the subsidiary of bank
employees to perform functions which do not
directly involve customer contact such as
accounting, data processing and record-
keeping, so long as the bank and the sub-
sidiary contract for such services on terms
and conditions comparable to those agreed
to by independent entities.

(3) Any extension of credit that was
outstanding on May 28, 1992 and that
would if made on or after that date vio-
late paragraph (c)(1) or paragraph (c)(2)
of this § 337.3 shall be reduced in
amount by May 28, 1993 so that the ex-
tension of credit is in compliance with
the lending limit set forth in para-
graphs (c)(1) and (c)(2) of this section.
Any renewal or extension of such an
extension of credit on or after May 28,
1992 shall be made only on terms that
will bring the extension of credit into
compliance with the lending limit of
paragraphs (c)(1) and (c)(2) of this sec-
tion by May 28, 1993, however, any ex-
tension of credit made before May 28,
1992 that bears a specific maturity date
of May 28, 1993 or later shall be repaid
in accordance with its repayment
schedule in existence on or before May
28, 1992.

(4) If an insured nonmember bank is
unable to bring all extensions of credit
outstanding as of May 28, 1992 into
compliance as required by paragraph
(c)(3) of this § 337.3, the bank may at
the discretion of the appropriate FDIC
regional director (Division of Super-
vision) obtain, for good cause shown,
not more than two additional one-year
periods to come into compliance.

(5) For the purposes of paragraph (c)
of this section, the definitions of the
terms used in Federal Reserve Board
Regulation O shall apply including the
exclusion of executive officers of a
bank’s parent bank holding company
and executive officers of any other sub-
sidiary of that bank holding company
from the definition of executive officer
for the purposes of complying with the
loan restrictions contained in section
22(g) of the Federal Reserve Act. For
the purposes of complying with
§ 215.5(d) of Federal Reserve Board Reg-
ulation O, the reference to ‘‘the
amount specified for a category of
credit in paragraph (c) of this section’’
shall be understood to refer to the
amount specified in paragraph (c)(2) of
this § 337.3.

(Approved by the Office of Management and
Budget under control number 3064–0108)

[47 FR 47003, Oct. 22, 1982, as amended at 48
FR 42971, Sept. 21, 1983; 57 FR 7649, Mar. 4,
1992; 57 FR 17850, Apr. 28, 1992; 57 FR 28457,
June 25, 1992; 59 FR 66668, Dec. 28, 1994]

§ 337.4 Securities activities of subsidi-
aries of insured nonmember banks:
Bank transactions with affiliated
securities companies.

(a) Definitions: for the purposes of
this section,

(1) Affiliate shall mean any company
that directly or indirectly, through one
or more intermediaries, controls or is
under common control with an insured
nonmember bank.

(2) Bona fide subsidiary means a sub-
sidiary of an insured nonmember bank
that at a minimum: (i) is adequately
capitalized; (ii) is physically separate
and distinct in its operations from the
operation of the bank;4 (iii) maintains
separate accounting and other cor-
porate records; (iv) observes separate
formalities such as separate board of
directors’ meetings; (v) maintains sep-
arate employees who are compensated
by the subsidiary;5 (vi) shares no com-
mon officers with the bank; (vii) a ma-
jority of its board of directors is com-
posed of persons who are neither direc-
tors nor officers of the bank; and (viii)
conducts business pursuant to inde-
pendent policies and procedures de-
signed to inform customers and pro-
spective customers of the subsidiary
that the subsidiary is a separate orga-
nization from the bank and that in-
vestments recommended, offered or
sold by the subsidiary are not bank de-
posits, are not insured by the FDIC,
and are not guaranteed by the bank nor
are otherwise obligations of the bank.

(3) Company shall mean any corpora-
tion (other than a bank), any partner-
ship, business trust, association, joint
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