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12 CFR Ch. II (1–1–03 Edition)§ 250.244 

2 12 U.S.C. 371c–1(a)(2)(D).

of section 23B, which applies to ‘‘any 
transaction in which an affiliate acts 
as an agent or broker or receives a fee 
for its services to the bank or any 
other person.’’ 2

[66 FR 24229, May 11, 2001]

EFFECTIVE DATE NOTE: At 67 FR 76622, Dec. 
12, 2002, § 250.243 was removed, effective Apr. 
1, 2003.

§ 250.244 Exemption from section 23A 
of the Federal Reserve Act for cer-
tain loans and extensions of credit 
by an insured depository institution 
to a nonaffiliate to enable the non-
affiliate to purchase securities 
through a registered broker-dealer 
affiliate of the institution that is 
acting exclusively as riskless prin-
cipal in the securities transaction.

(a) A loan or extension of credit by 
an insured depository institution (‘‘de-
pository institution’’) to any person 
other than an affiliate of such deposi-
tory institution is exempted from sec-
tion 23A of the Federal Reserve Act (12 
U.S.C. 371c) if— 

(1) The loan or extension of credit is 
on terms that are consistent with safe 
and sound banking practices; and 

(2) The proceeds of the loan or exten-
sion of credit are used to purchase a se-
curity through an affiliate of the de-
pository institution that is a broker-
dealer registered with the Securities 
and Exchange Commission, where 

(i) The affiliate is acting exclusively 
as a riskless principal in the securities 
transaction; and 

(ii) The security is not issued or un-
derwritten by, or sold out of the inven-
tory of, any affiliate of the depository 
institution. 

(b) This grant of exemption is appli-
cable to a loan or extension of credit 
covered by paragraph (a) of this section 
even if a portion of the proceeds of the 
loan or extension of credit is used by 
the borrower to pay a riskless principal 
mark-up to the affiliate, provided that 
the mark-up is substantially the same 
as, or lower than, those prevailing at 
the same time for comparable trans-
actions with or involving other non-
affiliated companies, in accordance 

with section 23B of the Federal Reserve 
Act (12 U.S.C. 371c–1). 

[66 FR 24229, May 11, 2001]

EFFECTIVE DATE NOTE: At 67 FR 76622, Dec. 
12, 2002, § 250.244 was removed, effective Apr. 
1, 2003.

§ 250.245 Exemption from section 23A 
of the Federal Reserve Act for cer-
tain loans and extensions of credit 
by an insured depository institution 
to a nonaffiliate made pursuant to a 
preexisting line of credit.

Section 23A of the Federal Reserve 
Act (12 U.S.C. 371c) shall not apply to 
an extension of credit by an insured de-
pository institution (‘‘depository insti-
tution’’) to any person other than an 
affiliate of such depository institution 
if— 

(a) The proceeds of the loan or exten-
sion of credit are used to purchase a se-
curity from or through an affiliate of 
the depository institution that is a 
broker-dealer registered with the Secu-
rities and Exchange Commission; and 

(b) The loan or extension of credit is 
made pursuant to, and consistent with 
any conditions imposed in, a pre-
existing line of credit that was not es-
tablished in contemplation of the pur-
chase of securities from or through an 
affiliate of the depository institution. 

[66 FR 24229, May 11, 2001]

EFFECTIVE DATE NOTE: At 67 FR 76622, Dec. 
12, 2002, § 250.245 was removed, effective Apr. 
1, 2003.

§ 250.246 Applicability of section 23A 
of the Federal Reserve Act to the 
purchase of a security by an in-
sured depository institution from 
an affiliate.

(a) The purchase of a security by an 
insured depository institution from an 
affiliate that is a broker-dealer reg-
istered with the Securities and Ex-
change Commission is exempt from 
section 23A of the Federal Reserve Act 
(12 U.S.C. 371c) under paragraph (d)(6) 
of that statute if: 

(1) The security has a ‘‘ready mar-
ket,’’ as defined in 17 CFR 240.15c3–
1(c)(11)(i); 

(2) The security is eligible for a State 
member bank to purchase directly, 
subject to the same terms and condi-
tions that govern the investment ac-
tivities of a State member bank, and
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the institution records the transaction 
as a purchase of securities for purposes 
of the bank Call report, consistent with 
the requirements for a State member 
bank; 

(3) The security is not a low-quality 
asset; 

(4) The security is not purchased dur-
ing an underwriting, or within 30 days 
of an underwriting, if an affiliate is an 
underwriter of the security, unless the 
security is purchased as part of an 
issue of obligations of, or obligations 
fully guaranteed as to principal and in-
terest by, the United States or its 
agencies; 

(5) The security’s price is quoted rou-
tinely on an unaffiliated electronic 
service that provides indicative data 
from real-time financial networks, pro-
vided that: 

(i) The price paid by the insured de-
pository institution is at or below the 
current market quotation for the secu-
rity; and 

(ii) The size of the transaction exe-
cuted by the insured depository insti-
tution does not cast material doubt on 
the appropriateness of relying on the 
current market quotation for the secu-
rity; and 

(6) The security is not issued by an 
affiliate, unless the security is an obli-
gation fully guaranteed by the United 
States or its agencies as to principal 
and interest. 

(b) The purchase of the security must 
comply with paragraph (a)(4) of section 
23A, which requires that any covered 
transactions between an insured depos-
itory institution and an affiliate be on 
terms and conditions that are con-
sistent with safe and sound banking 
practices. 

[66 FR 24225, May 11, 2001]

EFFECTIVE DATE NOTE: At 67 FR 76622, Dec. 
12, 2002, § 250.246 was removed, effective Apr. 
1, 2003.

§ 250.247 Application of sections 23A 
and 23B of the Federal Reserve Act 
to derivative transactions between 
insured depository institutions and 
their affiliates.

(a) Derivative transactions between 
an insured depository institution and 
its affiliates are subject to the market 
terms requirement of section 23B(a)(1) 

of the Federal Reserve Act (12 U.S.C. 
371c–1(a)(1)). 

(b) An insured depository institution 
must establish and maintain policies 
and procedures reasonably designed to 
manage the credit exposure arising 
from its derivative transactions with 
affiliates in a safe and sound manner. 
The policies and procedures must at a 
minimum provide for: 

(1) Monitoring and controlling the 
credit exposure arising from the insti-
tution’s derivative transactions with 
each affiliate and all affiliates in the 
aggregate; and 

(2) Ensuring that the institution’s de-
rivative transactions with affiliates 
comply with section 23B. 

(c) For purposes of this regulation, 
derivative transactions include any de-
rivative contract listed in paragraphs 
A. III. E. 1. a. through d. of appendix A 
to 12 CFR part 225 and any similar de-
rivative contract, including credit de-
rivative contracts. 

[66 FR 24233, May 11, 2001]

EFFECTIVE DATE NOTE: At 67 FR 76622, Dec. 
12, 2002, § 250.247 was removed, effective Apr. 
1, 2003.

§ 250.248 Application of sections 23A 
and 23B of the Federal Reserve Act 
to intraday extensions of credit by 
insured depository institutions to 
their affiliates.

(a) Intraday extensions of credit by 
an insured depository institution to its 
affiliates are subject to the market 
terms requirement of section 23B(a)(1) 
of the Federal Reserve Act (12 U.S.C. 
371c–1(a)(1)). 

(b) An insured depository institution 
must establish and maintain policies 
and procedures reasonably designed to 
manage the credit exposure arising 
from its intraday extensions of credit 
to affiliates in a safe and sound man-
ner. The policies and procedures must 
at a minimum provide for: 

(1) Monitoring and controlling the 
credit exposure arising from the insti-
tution’s intraday extensions of credit 
to each affiliate and all affiliates in the 
aggregate; and 

(2) Ensuring that the institution’s 
intraday extensions of credit to affili-
ates comply with section 23B. 

[66 FR 24233, May 11, 2001]
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