§201.3

institution as defined in section 3 of
the act (12 U.S.C. 1813(c)(2)) or is eligi-
ble to apply to become an insured de-
pository institution under section 5 of
the act (12 U.S.C. 15(a)).

(2) The term depository institution
does not include a financial institution
that is not required to maintain re-
serves under §204.1(c)(4) of Regulation
D (12 CFR 204.1(c)(4)) because it is orga-
nized solely to do business with other
financial institutions, is owned pri-
marily by the financial institutions
with which it does business, and does
not do business with the general pub-
lic.

(d) Transaction account and nonper-
sonal time deposit have the meanings
specified in Regulation D (12 CFR part
204).

(e) Undercapitaliced insured depository
institution means any insured deposi-
tory institution as defined in section 3
of the FDI Act (12 U.S.C. 1813(c)(2))
that:

(1) Is not a critically undercapital-
ized insured depository institution; and

(2)(i) Is deemed to be undercapital-
ized under section 38 of the FDI Act (12
U.S.C. 1831lo(b)(1)(C)) and its imple-
menting regulations; or

(ii) Has received from its appropriate
federal banking agency a composite
CAMELS rating of 5 under the Uniform
Financial Institutions Rating System
(or an equivalent rating by its appro-
priate federal banking agency under a
comparable rating system) as of the
most recent examination of such insti-
tution.

(f) Viable, with respect to a deposi-
tory institution, means that the Board
of Governors or the appropriate federal
banking agency has determined, giving
due regard to the economic conditions
and circumstances in the market in
which the institution operates, that
the institution is not critically under-
capitalized, is not expected to become
critically undercapitalized, and is not
expected to be placed in conservator-
ship or receivership. Although there
are a number of criteria that may be
used to determine viability, the Board
of Governors believes that ordinarily
an undercapitalized insured depository
institution is viable if the appropriate
federal banking agency has accepted a
capital restoration plan for the deposi-
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tory institution under 12 TU.S.C.
18310(e)(2) and the depository institu-
tion is complying with that plan.

[Reg. A, 67 FR 67785, Nov. 7, 2002]

§201.3 Extensions of credit generally.

(a) Advances to and discounts for a de-
pository institution. (1) A Federal Re-
serve Bank may lend to a depository
institution either by making an ad-
vance secured by acceptable collateral
under §201.4 of this part or by dis-
counting certain types of paper. A Fed-
eral Reserve Bank generally extends
credit by making an advance.

(2) An advance to a depository insti-
tution must be secured to the satisfac-
tion of the Federal Reserve Bank that
makes the advance. Satisfactory col-
lateral generally includes TUnited
States government and federal-agency
securities, and, if of acceptable quality,
mortgage notes covering one-to four-
family residences, state and local gov-
ernment securities, and business, con-
sumer, and other customer notes.

(3) If a Federal Reserve Bank con-
cludes that a discount would meet the
needs of a depository institution or an
institution described in section 13A of
the Federal Reserve Act (12 U.S.C. 349)
more effectively, the Reserve Bank
may discount any paper indorsed by
the institution, provided the paper
meets the requirements specified in the
Federal Reserve Act.

(b) No obligation to make advances or
discounts. A Federal Reserve Bank shall
have no obligation to make, increase,
renew, or extend any advance or dis-
count to any depository institution.

(c) Information requirements. (1) Before
extending credit to a depository insti-
tution, a Federal Reserve Bank should
determine if the institution is an
undercapitalized insured depository in-
stitution or a critically undercapital-
ized insured depository institution and,
if so, follow the lending procedures
specified in §201.5.

(2) Each Federal Reserve Bank shall
require any information it believes ap-
propriate or desirable to ensure that
assets tendered as collateral for ad-
vances or for discount are acceptable
and that the borrower uses the credit
provided in a manner consistent with
this part.

(3) Each Federal Reserve Bank shall:
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(i) Keep itself informed of the general
character and amount of the loans and
investments of a depository institution
as provided in section 4(8) of the Fed-
eral Reserve Act (12 U.S.C. 301); and

(ii) Consider such information in de-
termining whether to extend credit.

(d) Indirect credit for others. Except for
depository institutions that receive
primary credit as described in §201.4(a),
no depository institution shall act as
the medium or agent of another deposi-
tory institution in receiving Federal
Reserve credit except with the permis-
sion of the Federal Reserve Bank ex-
tending credit.

[Reg. A, 67 FR 67786, Nov. 7, 2002]

§201.4 Availability and terms of credit.

(a) Primary credit. A Federal Reserve
Bank may extend primary credit on a
very short-term basis, usually over-
night, as a backup source of funding to
a depository institution that is in gen-
erally sound financial condition in the
judgment of the Reserve Bank. Such
primary credit ordinarily is extended
with minimal administrative burden on
the borrower. A Federal Reserve Bank
also may extend primary credit with
maturities up to a few weeks as a
backup source of funding to a deposi-
tory institution if, in the judgment of
the Reserve Bank, the depository insti-
tution is in generally sound financial
condition and cannot obtain such cred-
it in the market on reasonable terms.
Credit extended under the primary
credit program is granted at the pri-
mary credit rate.

(b) Secondary credit. A Federal Re-
serve Bank may extend secondary cred-
it on a very short-term basis, usually
overnight, as a backup source of fund-
ing to a depository institution that is
not eligible for primary credit if, in the
judgment of the Reserve Bank, such a
credit extension would be consistent
with a timely return to a reliance on
market funding sources. A Federal Re-
serve Bank also may extend longer-
term secondary credit if the Reserve
Bank determines that such credit
would facilitate the orderly resolution
of serious financial difficulties of a de-
pository institution. Credit extended
under the secondary credit program is
granted at a rate above the primary
credit rate.

§201.4

(c) Seasonal credit. A Federal Reserve
Bank may extend seasonal credit for
periods longer than those permitted
under primary credit to assist a small-
er depository institution in meeting
regular needs for funds arising from ex-
pected patterns of movement in its de-
posits and loans. An interest rate that
varies with the level of short-term
market interest rates is applied to sea-
sonal credit.

(1) A Federal Reserve Bank may ex-
tend seasonal credit only if:

(i) The depository institution’s sea-
sonal needs exceed a threshold that the
institution is expected to meet from
other sources of liquidity (this thresh-
old is calculated as a certain percent-
age, established by the Board of Gov-
ernors, of the institution’s average
total deposits in the preceding calendar
year); and

(ii) The Federal Reserve Bank is sat-
isfied that the institution’s qualifying
need for funds is seasonal and will per-
sist for at least four weeks.

(2) The Board may establish special
terms for seasonal credit when deposi-
tory institutions are experiencing un-
usual seasonal demands for credit in a
period of liquidity strain.

(d) Emergency credit for others. In un-
usual and exigent circumstances and
after consultation with the Board of
Governors, a Federal Reserve Bank
may extend credit to an individual,
partnership, or corporation that is not
a depository institution if, in the judg-
ment of the Federal Reserve Bank,
credit is not available from other
sources and failure to obtain such cred-
it would adversely affect the economy.
If the collateral used to secure emer-
gency credit consists of assets other
than obligations of, or fully guaranteed
as to principal and interest by, the
United States or an agency thereof,
credit must be in the form of a dis-
count and five or more members of the
Board of Governors must affirmatively
vote to authorize the discount prior to
the extension of credit. Emergency
credit will be extended at a rate above
the highest rate in effect for advances
to depository institutions.

[Reg. A, 67 FR 67786, Nov. 7, 2002]



