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risk of equity derivative contracts, as long
as it does so for all such contracts. Where
the equity derivative contracts are subject
to a qualified master netting agreement, a
bank using the SRWA must either include
all or exclude all of the contracts from any
measure used to determine counterparty
credit risk exposure.

PART VII. RISK-WEIGHTED ASSETS FOR
OPERATIONAL RISK

Section 61. Qualification Requirements for
Incorporation of Operational Risk Mitigants

(a) Qualification to wuse operational risk
mitigants. A bank may adjust its estimate of
operational risk exposure to reflect quali-
fying operational risk mitigants if:

(1) The bank’s operational risk quantifica-
tion system is able to generate an estimate
of the bank’s operational risk exposure
(which does not incorporate qualifying oper-
ational risk mitigants) and an estimate of
the bank’s operational risk exposure ad-
justed to incorporate qualifying operational
risk mitigants; and

(2) The bank’s methodology for incor-
porating the effects of insurance, if the bank
uses insurance as an operational risk
mitigant, captures through appropriate dis-
counts to the amount of risk mitigation:

(i) The residual term of the policy, where
less than one year;

(ii) The cancellation terms of the policy,
where less than one year;

(iii) The policy’s timeliness of payment;

(iv) The uncertainty of payment by the
provider of the policy; and

(v) Mismatches in coverage between the
policy and the hedged operational loss event.

(b) Qualifying operational risk mitigants.
Qualifying operational risk mitigants are:

(1) Insurance that:

(i) Is provided by an unaffiliated company
that has a claims payment ability that is
rated in one of the three highest rating cat-
egories by a NRSRO;

(ii) Has an initial term of at least one year
and a residual term of more than 90 days;

(iii) Has a minimum notice period for can-
cellation by the provider of 90 days;

(iv) Has no exclusions or limitations based
upon regulatory action or for the receiver or
liquidator of a failed depository institution;
and

(v) Is explicitly mapped to a potential
operational loss event; and

(2) Operational risk mitigants other than
insurance for which the Federal Reserve has
given prior written approval. In evaluating
an operational risk mitigant other than in-
surance, the Federal Reserve will consider
whether the operational risk mitigant covers
potential operational losses in a manner
equivalent to holding regulatory capital.
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Section 62. Mechanics of Risk-Weighted Asset
Calculation

(a) If a bank does not qualify to use or does
not have qualifying operational risk
mitigants, the bank’s dollar risk-based cap-
ital requirement for operational risk is its
operational risk exposure minus eligible
operational risk offsets (if any).

(b) If a bank qualifies to use operational
risk mitigants and has qualifying oper-
ational risk mitigants, the bank’s dollar
risk-based capital requirement for oper-
ational risk is the greater of:

(1) The bank’s operational risk exposure
adjusted for qualifying operational risk
mitigants minus eligible operational risk
offsets (if any); or

(2) 0.8 multiplied by the difference be-
tween:

(i) The bank’s operational risk exposure;
and

(ii) Eligible operational risk offsets (if
any).

(c) The bank’s risk-weighted asset amount
for operational risk equals the bank’s dollar
risk-based capital requirement for oper-
ational risk determined under paragraph (a)
or (b) of this section multiplied by 12.5.

PART VIII. DISCLOSURE

Section 71. Disclosure Requirements

(a) Bach bank must publicly disclose each
quarter its total and tier 1 risk-based capital
ratios and their components (that is, tier 1
capital, tier 2 capital, total qualifying cap-
ital, and total risk-weighted assets).*

(b) A bank must comply with paragraph (b)
of section 71 of appendix G to the Federal Re-
serve Board’s Regulation (12 CFR part 225,
appendix G) unless it is a consolidated sub-
sidiary of a bank holding company or deposi-
tory institution that is subject to these re-
quirements.

[Reg. H, 72 FR 69396, 69430, Dec. 7, 2007]

EFFECTIVE DATE NOTE: By Reg. H, 72 FR
69396 and 69430, Dec. 7, 2007, part 208 was
amended by adding appendix F, effective
Apr. 1, 2008.

PART 209—ISSUE AND CANCELLA-
TION OF FEDERAL RESERVE BANK
CAPITAL STOCK (REGULATION I)

Sec.

209.1 Authority, purpose, and scope.

209.2 Banks desiring to become member
banks.

209.3 Cancellation of Reserve Bank stock.

40ther public disclosure requirements con-

tinue to apply—for example, Federal securi-
ties law and regulatory reporting require-
ments.
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§209.1 Authority, purpose, and scope.

(a) Authority. This part is issued pur-
suant to 12 U.S.C. 222, 248, 282, 286288,
321, 323, 327-328, and 466.

(b) Purpose. The purpose of this part
is to implement the provisions of the
Federal Reserve Act relating to the
issuance and cancellation of Federal
Reserve Bank stock upon becoming or
ceasing to be a member bank, or upon
changes in the capital and surplus of a
member bank, of the Federal Reserve
System.

(c) Scope. This part applies to mem-
ber banks of the Federal Reserve Sys-
tem, to national banks in process of or-
ganization, and to state banks applying
for membership. National banks and lo-
cally-incorporated banks located in
United States dependencies and posses-
sions are eligible (with the consent of
the Board) but not required to apply
for membership under section 19(h) of
the Federal Reserve Act, 12 U.S.C. 466.1

§209.2 Banks desiring to become mem-
ber banks.

(a) Application for stock or deposit.
Each national bank in process of orga-
nization,?2 each nonmember state bank
converting into a national bank, and
each nonmember state bank applying
for membership in the Federal Reserve
System under Regulation H, 12 CFR
part 208, shall file with the Federal Re-
serve Bank (Reserve Bank) in whose
district it is located an application for

1If such a bank desires to become a mem-
ber bank under the provisions of §19(h) of the
Federal Reserve Act, it should communicate
with the Federal Reserve Bank with which it
desires to do business.

2A new national bank organized by the
Federal Deposit Insurance Corporation under
§11(n) of the Federal Deposit Insurance Act
(12 U.S.C. 1821(n)) should not apply until in
the process of issuing stock pursuant to
§11(n)(15) of that act. Reserve Bank approval
of such an application shall not be effective
until the issuance of a certificate by the
Comptroller of the Currency pursuant to
§11(n)(16) of that act.

§209.2

stock (or deposit in the case of mutual
savings banks not authorized to pur-
chase Reserve Bank stock3) in the Re-
serve Bank. The bank shall pay for the
stock (or deposit) in accordance with
§209.4 of this regulation.

(b) Issuance of stock,; acceptance of de-
posit. Upon authorization to commence
business by the Comptroller of the Cur-
rency in the case of a national bank in
organization or upon approval of con-
version by the Comptroller of the Cur-
rency in the case of a state nonmember
bank converting to a national bank, or
when all applicable requirements have
been complied with in the case of a
state bank approved for membership,
the Reserve Bank shall issue the appro-
priate number of shares by crediting
the bank with the appropriate number
of shares on its books. In the case of a
national or state member bank in orga-
nization, such issuance shall be as of
the date the bank opens for business.
In the case of a mutual savings bank
not authorized to purchase Reserve
Bank shares, the Reserve Bank shall
accept the deposit in place of issuing
shares. The bank’s membership shall
become effective on the date of such
issuance or acceptance.

(¢c) Location of bank—(1) General rule.
For purposes of this part, a national
bank or a state bank is located in the
Federal Reserve District that contains
the location specified in the bank’s
charter or organizing certificate, or, if
no such location is specified, the loca-
tion of its head office, unless otherwise
determined by the Board under para-
graph (¢)(2) of this section.

(2) Board determination. If the loca-
tion of a bank as specified in paragraph
(c)(1) of this section, in the judgment of
the Board of Governors of the Federal
Reserve System (Board), is ambiguous,
would impede the ability of the Board
or the Reserve Banks to perform their

3 A mutual savings bank not authorized to
purchase Federal Reserve Bank stock may
apply for membership evidenced initially by
a deposit. (See §208.3(a) of Regulation H, 12
CFR part 208.) The membership of the sav-
ings bank shall be terminated if the laws
under which it is organized are not amended
to authorize such purchase at the first ses-
sion of the legislature after its admission, or
if it fails to purchase such stock within six
months after such an amendment.
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§209.3

functions under the Federal Reserve
Act, or would impede the ability of the
bank to operate efficiently, the Board
will determine the Federal Reserve
District in which the bank is located,
after consultation with the bank and
the relevant Reserve Banks. The rel-
evant Reserve Banks are the Reserve
Bank whose District contains the loca-
tion specified in paragraph (c)(1) of this
section and the Reserve Bank in whose
District the bank is proposed to be lo-
cated. In making this determination,
the Board will consider any applicable
laws, the business needs of the bank,
the location of the bank’s head office,
the locations where the bank performs
its business, and the locations that
would allow the bank, the Board, and
the Reserve Banks to perform their
functions efficiently and effectively.

§209.3 Cancellation of Reserve Bank
stock.

(a) Application for cancellation. Any
bank that desires to withdraw from
membership in the Federal Reserve
System, voluntarily liquidates or
ceases business, is merged or consoli-
dated into a nonmember bank, or is in-
voluntarily liquidated by a receiver or
conservator or otherwise, shall prompt-
ly file with its Reserve Bank an appli-
cation for cancellation of all its Re-
serve Bank stock (or withdrawal of its
deposit, as the case may be) and pay-
ment therefor in accordance with
§209.4.

(b) Involuntary termination of member-
ship. If an application is not filed
promptly after a cessation of business
by a state member bank, a vote to
place a member bank in voluntary liq-
uidation, or the appointment of a re-
ceiver for (or a determination to lig-
uidate the bank by a conservator of) a
member bank, the Board may, after no-
tice and an opportunity for hearing
where required under Section 9(9) of
the Federal Reserve Act (12 U.S.C. 327),
order the membership of the bank ter-
minated and all of its Reserve Bank
stock canceled.

(c) Effective date of cancellation. Can-
cellation in whole of a bank’s Reserve
Bank capital stock shall be effective,
in the case of:
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(1) Voluntary withdrawal from mem-
bership by a state bank, as of the date
of such withdrawal;

(2) Merger into, consolidation with,
or (for a national bank) conversion
into, a State nonmember bank, as of
the effective date of the merger, con-
solidation, or conversion; and

(3) Involuntary termination of mem-
bership, as of the date the Board issues
the order of termination.

(d) Exchange of stock on merger or
change in location—(1) Merger of member
banks in the same Federal Reserve Dis-
trict. Upon a merger or consolidation of
member banks located in the same
Federal Reserve District, the Reserve
Bank shall cancel the shares of the
nonsurviving bank (or in the case of a
mutual savings bank not authorized to
purchase Reserve Bank stock, shall
credit the deposit to the account of the
surviving bank) and shall credit the ap-
propriate number of shares on its
books to (or in the case of a mutual
savings bank not authorized to pur-
chase Reserve Bank stock, shall accept
an appropriate increase in the deposit
of) the surviving bank, subject to para-
graph (e)(2) of §209.4.

(2) Change of location or merger of
member banks in different Federal Reserve
Districts. Upon a determination under
paragraph (c)(2) of §209.2 that a mem-
ber bank is located in a Federal Re-
serve District other than the District
of the Reserve Bank of which it is a
member, or upon a merger or consoli-
dation of member banks located in dif-
ferent Federal Reserve Districts,—

(i) The Reserve Bank of the member
bank’s former District, or of the non-
surviving member bank, shall cancel
the bank’s shares and transfer the
amount paid in for those shares, plus
accrued dividends (at the rate specified
in paragraph (d) of §209.4) and subject
to paragraph (e)(2) of §209.4 (or, in the
case of a mutual savings bank member
not authorized to purchase Federal Re-
serve Bank stock, the amount of its de-
posit, adjusted in a like manner), to
the Reserve Bank of the bank’s new
District or of the surviving bank; and

(ii) The Reserve Bank of the member
bank’s new District or of the surviving
bank shall issue the appropriate num-
ber of shares by crediting the bank
with the appropriate number of shares
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on its books (or, in the case of a mu-
tual savings bank, by accepting the de-
posit or an appropriate increase in the
deposit).

(e) Voluntary withdrawal. Any bank
withdrawing voluntarily from member-
ship shall give 6 months written notice,
and shall not cause the withdrawal of
more than 25 percent of any Reserve
Bank’s capital stock in any calendar
year, unless the Board waives these re-
quirements.

§209.4 Amounts and payments.

(a) Amount of subscription. The total
subscription of a member bank (other
than a mutual savings bank) shall
equal six percent of its capital and sur-
plus. Whenever any member bank
(other than a mutual savings bank) ex-
periences a cumulative increase or de-
crease in capital and surplus requiring
a change in excess of the lesser of 15
percent or 100 shares of its Reserve
Bank capital stock, it shall file with
the appropriate Reserve Bank an appli-
cation for issue or cancellation of Re-
serve Bank capital stock in order to
adjust its Reserve Bank capital stock
subscription to equal six percent of the
member bank’s capital and surplus.
Such application shall be filed prompt-
ly after the first report of condition
that reflects the increase or decrease
occasioning the adjustment. In addi-
tion, every member bank shall file an
application for issue or cancellation of
Reserve Bank capital stock if needed in
order to adjust its Reserve Bank cap-
ital stock subscription to equal six per-
cent of the member bank’s capital and
surplus as shown on its report of condi-
tion as of December 31 of each year
promptly after filing such report.

(b) Capital Stock and Surplus defined.
Capital stock and surplus of a member
bank means the paid-in capital stock*
and paid-in surplus of the bank, less
any deficit in the aggregate of its re-
tained earnings, gains (losses) on avail-
able for sale securities, and foreign cur-
rency translation accounts, all as
shown on the bank’s most recent report
of condition. Paid-in capital stock and
paid-in surplus of a bank in organiza-

4Capital stock includes common stock and
preferred stock (including sinking fund pre-
ferred stock).

§209.4

tion means the amount which is to be
paid in at the time the bank com-
mences business.

(¢) Mutual savings banks. The total
subscription of a member bank that is
a mutual savings bank shall equal six-
tenths of 1 percent of its total deposit
liabilities as shown on its most recent
report of condition. Whenever any
member bank that is a mutual savings
bank experiences a cumulative in-
crease or decrease in total deposit 1li-
abilities as shown on its most recent
report of condition requiring a change
in its holding of Reserve Bank stock in
excess of the lesser of 15 percent or 100
shares, it shall file with the appro-
priate Reserve Bank an application for
issue or cancellation of Reserve Bank
capital stock in order to adjust its Re-
serve Bank capital stock subscription
to equal six-tenths of 1 percent of the
member bank’s total deposit liabilities.
Such application shall be filed prompt-
ly after the first report of condition
that reflects the increase or decrease
occasioning the adjustment. In addi-
tion, every member bank that is a mu-
tual savings bank shall file an applica-
tion for issue or cancellation of Re-
serve Bank capital stock if needed in
order to adjust its Reserve Bank cap-
ital stock subscription to equal six-
tenths of 1 percent of its total deposit
liabilities as shown on its report of
condition as of December 31 of each
yvear promptly after filing such report.
A mutual savings bank that is applying
for or has a deposit with the appro-
priate Reserve Bank in lieu of Reserve
Bank capital stock shall file for ac-
ceptance or adjustment of its deposit
in a like manner.

(d) Payment for subscriptions. Upon ap-
proval by the Reserve Bank of an appli-
cation for capital stock (or for a de-
posit in lieu thereof), the applying
bank shall pay the Reserve Bank one-
half of the subscription amount plus
accrued dividends. For purposes of this
part, dividends shall accrue at the rate
of one half of one percent per month
calculated on the basis of a 360-day
year of twelve 30-day months. Upon
payment (and in the case of a national
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§209.5

banks in organization or state non-
member bank converting into a na-
tional bank, upon authorization or ap-
proval by the Comptroller of the Cur-
rency), the Reserve Bank shall issue
the appropriate number of shares by
crediting the bank with the appro-
priate number of shares on its books.
In the case of a mutual savings bank
not authorized to purchase Reserve
Bank stock, the Reserve Bank will ac-
cept the deposit or addition to the de-
posit in place of issuing shares. The re-
maining half of the subscription or ad-
ditional subscription (including sub-
scriptions for deposits or additions to
deposits) shall be subject to call by the
Board.

(e) Payment for cancellations. (1) Upon
approval of an application for cancella-
tion of Reserve Bank capital stock, or
(in the case of involuntary termination
of membership) upon the effective date
of cancellation specified in §209.3(c)(3),
the Reserve Bank shall reduce the
bank’s shareholding on the Reserve
Bank’s books by the number of shares
required to be canceled and shall pay
therefor a sum equal to the cash sub-
scription paid on the canceled stock
plus accrued dividends (at the rate
specified in paragraph (d) of this sec-
tion), such sum not to exceed the book
value of the stock.5

(2) In the case of any cancellation of
Reserve Bank stock under this Part,
the Reserve Bank may first apply such
sum to any liability of the bank to the
Reserve Bank and pay over the remain-
der to the bank (or receiver or conser-
vator, as appropriate).

§209.5 The share register.

(a) Electronic or written record. A
member bank’s holding of Reserve
Bank capital stock shall be represented
by one (or at the option of the Reserve
Bank, more than one) notation on the
Reserve Bank’s books. Such books may
be electronic or in writing. Upon any
issue or cancellation of Reserve Bank

5Under sections 6 and 9(10) of the Act, a
Reserve Bank is under no obligation to pay
unearned accrued dividends on redemption of
its capital stock from an insolvent member
bank for which a receiver has been appointed
or from state member banks on voluntary
withdrawal from or involuntary termination
of membership.
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capital stock, the Reserve Bank shall
record the member bank’s new share
position in its books (or eliminate the
bank’s share position from its books,
as the case may be).

(b) Certification. A Reserve Bank may
certify on request as to the number of
shares held by a member bank and pur-
chased before March 28, 1942, or as to
the purchase and cancellation dates
and prices of shares cancelled, as the
case may be.

PART 210—COLLECTION OF
CHECKS AND OTHER ITEMS BY
FEDERAL RESERVE BANKS AND
FUNDS TRANSFERS THROUGH
FEDWIRE (REGULATION J)

Subpart A—Collection of Checks and
Other Items By Federal Reserve Banks

Sec.
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210.3 General provisions.
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210.5 Sender’s agreement; recovery by Re-
serve Bank.

210.6 Status, warranties, and liability of Re-
serve Bank.

210.7 Presenting items for payment.

210.8 Presenting noncash items for accept-
ance.

210.9 Settlement and payment.

210.10 Time schedule and availability of
credits for cash items and returned
checks.

210.11 Availability of proceeds of noncash
items; time schedule

210.12 Return of cash items and handling of
returned checks.

210.13 Unpaid items.

210.14 Extension of time limits.

210.15 Direct presentment of certain war-
rants.

Subpart B—Funds Transfers Through
Fedwire
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210.26
210.27
210.28
210.29

Authority, purpose, and scope.

Definitions.
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Agreement of sender.

Agreement of receiving bank.

210.30 Payment orders.

210.31 Payment by a Federal Reserve Bank
to a receiving bank or beneficiary.
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ment of interest.

APPENDIX A TO SUBPART B—COMMENTARY

APPENDIX B TO SUBPART B—ARTICLE 4A,
FUNDS TRANSFERS
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