United States 'General Accounting Office ‘ ’:'AO%’__S

GAD

Fact Sheet fo:r the Chairman,
Subcornrnittee on International Finance,
Trade, and Mornetary Policy, Committee
on Banking, Housing and Urban Affairs,
House of Representatives

September 1986
i

{
|
!
|

|
i
!
i
!

INTERNATIONAL
BANKING

The Framework
Underlying Country
Risk in International
Lending

I

i

130883

GAO/NSIAD-86-183FS

02812






GAO

United States
General Accounting Office
Washington, D.C. 20548

National Security and
International Affairs Division

B-207990
September 4, 1986

The Honorable Stephen L. Neal

Chairman, Subcommittee on International
Finance, Trade and Monetary Policy
Committee on Banking, Finance

and Urban Affairs

House of Representatives

Dear Mr. Chairman:

Your March 7, 1986, letter requested a study of the system used by U.S.
bank supervisory agencies to regulate country risk in international
bank lending. That study is in process. Reflecting the interests
ralsed in your letter and in discussions with your staff, we are
providing, as a first product, this fact sheet describing the
statutory, regulatory, and administrative framework governing country
risk in i1nternational bank lending. Our overall assessment of the
supervision of country risk by the U.S. bank supervisory agencies is
continuing, and we will report on that work at a later date.

Before 1979, federal agencies did not uniformly evaluate country risk
1n international lending. Country risk arises from the possibility
that adverse economic, political, or social circumstances will prevent
a country’'s borrowers from making timely, or in the extreme case, any
repayment of principal or interest. As noted in our 1977 testimony
before the Subcommittee on Financial Institutions Supervision,
Regulation and Insurance, House Committee on Banking, Finance and Urban
Affairs, this lack of uniform evaluation resulted in dissimilar
treatment in examination reports of bank exposures to the same country.

In 1979, the federal bank regulatory agencies--the

Comptroller of the Currency, Federal Reserve, and Federal Deposit
Ingurance Corporation--established the Interagency Country Exposure
Review Committee to implement a uniform system for addressing country
risk in international bank lending. Members from each of these
agencles meet periodically i1n this Committee to discuss and assess the
current economic, political, social and debt repayment prospects of
individual countries that have borrowed from U.S. banks. The
Committee’s current process for making such assessments 1s described in
appendix II. Examination procedures for country risk in international
lending are described in appendix III.



In late 1982, several Latin American countries experienced severe
difficulties in repaying their debts. Congressional attention
particularly was drawn to the gupervision of international lending
during considerations of increasing the U.S. subscription to the
International Monetary Fund.

The result was passage of the International Lending Supervision Act
(Public Law 98-181) in November 1983, the first legislative attempt to
deal with country risk in international bank lending. The Act 1imposes
several requirements on banks and bank supervisory agencies to
encourage more prudent international lending practices. The Act’s
provisions dealing with country risk in international bank lending and

agency implementing regulations are summarized in appendix I.

As agreed with your office, we are also distributing this fact sheet to
other interested parties. If you have any questions, please contact me
on (202) 275-4812.

Sincerely yours,

CUIRR \\'\m&ﬁ%

Allan I. Mendelowitz
Senior Associate Director
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APPENDIX [ APPENDIX I

PROVISIONS OF THE INTERNATIONAL LENDING SUPERVISION ACT
OF 1983 AND IMPLEMENTING REGULATIONS

The provisions of the International Lending Supervision Act
of 1983 dealing with country risk (see app. IV) and agency
implementing regulations (see app. V--the principal regulations)
are summarized below.

The federal bank supervisory agencies (Comptroller of the
Currency, Federal Reserve, and Federal Deposit Insurance

Corporation) shall require banks to establish special reserves,
called allocated transfer risk reserves, when in the judgement of
the agencies the quality of the banks’ international assets has
been 1mpaired, as evidenced by such factors as the borrowers in a
country not servicing their debt, a country failing to comply
with a restructuring agreement or International Monetary Fund
(IMF) adjustment program, or no definite prospects exist for the
orderly restoration of debt service.

Special reserves are required for exposures (1.e.,
international loans and other claims) to individual countries;
hence, they are separate from the general loan loss reserve that
banks establish to cover risks in their overall loan portfolios.
Speclal reserves must be charged against the income of the bank
and are not considered part of bank capital and surplus or
allowance for general loan losses.

Implementing regulations for special reserve requirements
were l1ssued by the bank regulatory agencies in February 1984,
The agencies must jointly determine the need for and size of
speclal reserves at least annually, according to these
regulations, and do so through the Interagency Country Exposure
Review Committee. Following a determination that international
assets have been impaired, the initial reserve requirement is
generally get at 10 percent of those assets considered to be
impalired, with additions of 15 percent in subsequent years, if
necessary. The agencles have the flexibility to establish higher
or lower percentages. Certain international assets are not
subygect to these special reserve requirements, 1ncluding certain
collateralized assets and commitments.

A bank can write down the value of a loan in lieu of
establishing a special reserve. To the extent that this write-
down 1s made against the general loan loss reserve, however, the
bank must replenish this general reserve to reflect the losses
estimated to remain in the balance of the loan portfolio.
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According to present banking agency policy, the special
reserve requirements do not apply to new lending made in the
context of an IMF or other economic adjustment program,

STRENGTHENED EXAMINATION PROCEDURES

Previously, the bank supervisory agencies set the framework

for examination of country risk in international bank lending;
i o~ 1TQQ"2 s e A oy

now the International Lending Supervision Act of 1983 reqguires
bank supervisory agencies to examine banks for country risk. In
addition, these agencies must now establish procedures for
engsuring that country risk in international bank lending is taken
into account when the agencies evaluate the capital adequacy of
banks .

ACCOUNTING FOR_FEES

Any fees earned by banks 1n connection with rescheduled
international loans 1n excess of administrative costs must be
amortized over the life of the loans. This changes the previous
practice of some banks which had included the entire fee 1n
current income in the year of the debt rescheduling.

The banking agencies must also assure that the "appropriate
portion" of fees charged by banks on other international loans is
accrued to income over the life of the loans. These provisions
are designed to reduce the incentive for banks to make imprudent
foreign loans as well as to avoid excessive debt service burdens
on debtor countries.

The banking agencies issued implementing regulations on
accounting for international loan fees 1n March 1984, Under
these regulations, fees received by a bank for syndicating an
international loan may be taken into income 1n the year the loan
18 made only to the extent the bank can identify and document the
gservices for which the fee was received. Commitment fees can be
jamortized over the term of the commitment period, rather than
over the longer loan period, to the extent they can be separated
from other components of the fee. But as a general rule, the
regulations require that fees received on international loans 1in
excess of administrative costs must be amortized over the life of
the loan as an interest yield adjgustment.

DISCLOSURE OF INTERNATIONAL LOANS

The bank regulatory agencies must require banks to furnish
data on international bank lending quarterly instead of
semiannually as was previously done. In addition, banks must
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publicly disclose 1nformation on international lending that is
considered "material., "

The agencies’ instructions require banks that have (1)
foreign branches, foreign subsidiaries, Edge or Agreement
subsidiaries, branches in Puerto Rico or a U.S. territory or
posgession, or International Banking Facilities and (2) at least
$30 million 1n claims on residents of foreign countries to file
country exposure reports with their respective regulatory
ngencles., !

In addition, the agencies may require any other bank with a
significant percentage of foreign exposures to file these

reports., The filing time for these reports also has been
shortened from 60 to 45 days from the end of each quarter. These
reports list loans or other claims on each country by type of
borrower. Commitments, such as letters of credit and undisbursed

portions of loans, are also included.

For public disclosure purposes the agencies’ instructions
require banks to submit derivative reports, known as country
exposure information reports, on "material” foreign loans. The
derivative reports list exposures to individual countries that
exceed | percent of total assets or 20 percent of primary
capttal.? For smaller country exposures (exceeding either 0.75
percent of total assets or 15 percent of primary capital), the
banks are required to list only the names of Lhe counlries and
the aggregate exposures to these countries; individual exposures
to each of these countries do not have to be shown. The
derivative reports are made available to the public upon request.

lEdge or Agreement Corporations are domestic corporations
chartered solely for foreign banking or financial activities. An
International Banking Facility 1s essentially a segregated
account. on the books of a bank in the United States through which
a depositt and loan business with foreign residents may be
conducted without being subject to reserve requirements,
insurance coverage and assessments, and interest rate ceilings.

Primary capital consists of common stock, perpetual
preferred stock, surplus, undivided profits, contingency and
other capital reserves (excluding accrued dividends), net worth
certificates, minority interests in consolidated subsidiaries and
the allowance for loan and lease losses minus tangible assets
{except purchased mortgage service rights) plus mandatory
convertible debt equal to no more than 20 percent of primary
capital before mandatory convertible debt is included.

6
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CAPITAL ADEQUACY

The federal bank regulatory agencies shall require banks to
achieve and maintain minimum capital levels. Furthermore, the
Chairman of the Board of Governors of the Federal Reserve System
and the Secretary of the Treasury are directed to encourage
simi1lar agencies 1n other countries to work toward maintaining
and strengthening capital levels of all banks involved in
international lending.
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INTERAGENCY COUNTRY EXPOSURE REVIEW COMMITTEE

The federal bank regulatory agencies have given the
Interagency Country Exposure Review Committee (ICERC) much of the
responsibllity for ensuring that country risk is adequately taken
into account in bank supervision. The ICERC was created in 1979
to bring a uniform approach to the agencies’ assessments of the
risk involved in lending to individual countries.

The ICERC meets approximately three times a year to review
the political, economic, and social conditions of countries in
which U.S. banks have significant exposures. It focuses on the
actual or potential debt servicing problems of the countraies,
including their participation i1in any rescheduling of existing
debt and their compliance with IMF or other adjustment programs.
Conditions i1n about 15 countries are reviewed at each meeting.

The ICERC consists of three representatives from each of the
three regulatory agencilies--a headquarters representative in a
middle management or staff position and two senior examiners from
the field offices who have had experience in supervising the
tnternational activities of banks.

In 1ts deliberations, the ICERC reviews the following data.

1. "Screens" of economic indicators. The relative rankings
of countries on five indicators of debt service capability are
used as screens to place each country into one of three broad
categories of economic strength. The screens are prepared by the
Federal Reserve Bank of New York.

2. Country studies. These studies assess the recent
economice, political, and social developments in a country.
They usually contain sections discussing the country’s domestic
cconomic performance and policy, balance-of-payments performance,
external debt, and political and social risk. Each of these
fagtors is rated in the studies, and an overall risk assessment
19 given. These studies are also generally prepared by the
Federal Reserve Bank of New York.

3. kxaminer discussions with bankers. Shortly before each
ICERC meeting, examiners of each regulatory agency meet with
a number of banks engaged i1n international lending, especially

those with large foreign exposures. At these meetings, banks are
asked thelr current views of the economic and political prospects
ol countries that will be discussed at the next ICERC meeting.

Iagues rarsed during these meetings include
~--the current lending strategy for these countries,

8



APPENDIX 11 APPENDIX 11

including any recent revisions to the bank's
internal lending limits for the countries;

--the existence and amount of any arrearages on loans
to these countries;

--recent. or contemplated extensions of credit to
borrowers 1n these countries; and

~-the nature of any internal classification of
exposures or addition Lo loan loss reserve made in
light of exposures to these countries.

4., Briefings by Treasury and Federal Reserve Bank of New
York economists. Treasury economists who monitor country
developments brief the agencires’ representatives at the 1CERC
meelings on current country conditions, thereby supplementing the
written country studies of the Federal Reserve. These briefings
focus on a country’'s current and prospective ability to service
1ts debt., Federal Reserve Bank of New York economists also
provide summary briefings on issues they consider significant.

Based on these four factors, the nine ICERC representatives
di1scuss each country on the meeting’s agenda, then vote to place
bank exposures Lo these countries 1n one of seven categories,
with differences of opinion decided by majority vote. The seven
categories are as follows.

1. "Strong" - countrlies experiencing no perceivable
cconomre, social, or political problems or none which are not
mitigated by other factlors.

2. "Moderately strong" - countries experiencing a limited
number of identifiable economic, social, or political problems
which are not presently of major concern.

I

3. "Weak" -~ countries experiencing a number of economic,
social, and political problems, or a significant problem deemed
correctable if remedial managerial actions are being taken or can
he taken 1n the near term.

4, "Other transfer risk problems" (OTRP) - countries not
complying with their external debt-service obligations, as
evidenced by arrearages, forced restructurings or rollovers, but
which are taking posaitive actions to restore debt service through
cconomic adjustment measures, such as an IMF program; countries
meeting their debt obligations but whose non-compliance
appears i1mminent; or countries previously classified (see
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definition below) which now demonstrate the ability to resume
debt service.

5. "Substandard" - countries not complying with their
external debt service obligations and (a) not in the process of
adopting or adequately adhering to an IMF or other economic
adjustment program or (b) not negotiating a viable
rescheduling of their debts or likely to do so in the
future.

6. "Value impaired" - countries having prolonged debt-
servicing arrearages as evidenced by more than one of the
following: (a) have not fully paid their interest for 6
months, (b) have not complied with IMF programs and
there is no immediate prospect for compliance, (c¢) have not met
rescheduling terms for over one year, and (d) show no definite
prospects for orderly restoration of debt service i1n the near
future.

7. "Loss" - countries whose loans are considered
uncollectible. An example would be a country which has
repudiated its obligations to banks, the IMF, or other lenders.

Exposures in categories 5, 6, and 7 are referred to as
"classified" by the agencies and, as such, must be used in
evaluating a bank’s asset quality and adequacy of capital and
reserves., Category 4 (other transfer risk problems), which was
added 1n December 1983, allows the agencies to avoid classifying
exposures to countries with debt arrearages if positive actions
Lo restore debt service are evident. Exposures in this category
may be used to evaluate a bank’s asset quality and the adequacy
of capital and reserves, at the discretion of the bank examiner.

The I1CERC may decide that one category applies to all bank
exposures to a country or it may apply different categories to
different exposures in a particular country (e.g., trade credits
may be categorized differently than other types of credit).

Except for categories 6 and 7 (value-impaired and loss),
the ICERC’s decisions do not require specific action by banks.
Value-1mpalred exposures trigger the special reserves required by
the Act (see pp. 4 and 5), except 1f banks have already set aside
on their own amounts at least equal to the required reserves.
Exposures classified as "loss"” must be completely written off by
banks.

The ICERC also prepares country-development descriptions for
countries it has reviewed with bank exposures determined to be
classified, OTRP, weak, or moderately strong. Shortly after the

10
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ICERC’s meetings, the categorizations and write-ups for countries
desi1gnated as "other transfer risk problems", "substandard”,
"valuc-1mpaired", and "loss" are disseminated to banks with
exposures to these countries by the bank supervisory agencies.
The results of ICERC deliberations are not distributed to all
banks nationwide.

11
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ANK EXAMINATION PROCEDURES FOR COUNTRY RISK ASSESSMENT

Federal bank supervisory agencies are to use the I[CERC’s
decigions during bank examinations to assess the country risk
assoclated with a bank’s international loan portfolio. The
agencles’ examination procedures require examiners to comment on
all the bank’s exposures to countries in the "loss", "value-
impaired", and "substandard” categories (the clasgsified
categories), as well as the "other transfer risk problems"
category. In addition, exposures in the weak and moderately
strong category are also commented on when they exceed 10 and 15
percent, respectively, of the bank’s total capital. However, the
Offi1ce of the Comptroller of the Currency’s current policy does
not require comments on country risk exposures in bank
examination reports.

Each comment indicates the amount of the bank’s exposure to
the country in question, frequently breaking it down by
maturities, types of borrowers, or c¢redits. Additional analyses
of the exposure may also be 1ncluded, such as comparisons with
the bank’s prior exposure, i1ts existing internal limits, or the
exposures of other banks. These comments specili¢c to the
exposure are then followed by the 1CERC’s current write-up for
the country.

The agenciles’ procedures require that Lhe exposures
classi1fied for country risk reasons be combined with other loans
classified for credit risk purposes and that the total be used
1n assessing the adequacy of a bank's capital and assets.
Examiner judgement determines the extent to which "other transfer
risk problems” exposures are included in these assessments .

Examination procedures for country risk also require an
analysis of the bank's i1nternal system for monitoring and
controlling 1ts 1nternational lending activities. A
determination of the adequacy of the bank's system 1ncludes a
neview of the bank’s (1) assessments of economic, political, and
suclal developments in countries, (2) policies establishing
Limits on exposures to individual countries, and (3) 1nternal
reporting system for monttoring and controling country exposure.

12
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PUBLIC LAW 48-181—NOV 30, 1983

TITLE IX—INTERNATIONAL LENDING SUPERVISION

SHORT TITLE

Sec 901 This title may be cited as the *‘ International Lending
Supervimon Act of 1983

DECLARATION OF POLICY

opc 902 taxl) [t s the policy of the Congress to assure that the
economie health und stability of the United States and the other
nations of the worid shall not be adversely affected or threatened in
the f{uture by imprudent lending practices or inacequate
supervision

12} This shall be achieved by strengthening the bank regulatory
framework to encournge prudent private decisionmaking and by
enhancing international coordination among bank regulatory
authorities

(b) The Federal banking agencies shall consult wath the banking
supervisory authorities of other countries to reach understandings
armed at achieving the adoption of effective and consistent supervi-
sory policies and practices with respect to international lending

DEFINTTIONS

Ser 903 For purposes of this title—

(1) the term appropriate Federal banking agenci:" has the
same meaning given such term 1n section 3q) of the Federal
Depoait Insurance Act, except that for purposes of this title such
term means the Board of Governors of the Federal Reserve
System for—

{A) bank holding companies and any nonbank subsidiary
thereof,

141 kdge Act corporations orgamized under section 2ba) of
the Federal Reserve Act, and

(") Agreement Corporations operating under section 25 of
the Federal Reserve Act, and

(2) the term  banking institution ' means—

TAXI) an msureg hank as defined in section 3(h) of the
Federal Deposit Insurance Act or any submdiary of an
insured hnnr.‘

f11) an Edge Act corporation organized under section 2%a)
of the Federnl Reserve Act and

t111) an Agreement Corporation operating under section
25 of the Federal Reserve Act, and

B! to the extent determined by the appropriate Federal
banking agency, anr agency or branch of a foreign bank,
and any commercial lending company owned or controiled
by one or more foreign banks or companies that control a
foreign bank as those terms are defined in the Interna-

13
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tional Banking Act of 1978 The term “banking institution”
shall not include a foreign bank

STRENGTHENED SUPERVISION OF INTERNATIONAL LENDING

Sec 904 (a) Each appropriate Federal banking agency shall evalu-
ate banking institution foreign country exposure and transfer risk
for use in banking institution examination and supervision

(b} Each such agency shall establish examination and supervisory
procedures to assure that factors such aa foreign country exposure
and transfer risk are taken into account in evaluating the adequacy
of the capital of banking institutiona

RESERVIS

Sec 905 (aX1) Each appropriate Federal banking agency shall
require a banking institution to establish and maintain a special
reserve whenever, in the judgment of such appropnate Federal
banking agency—

(A) the quality of such banking institution’s asseta has been
impaired by a protracted inability of public or private borrowers
in a foreign country to make payments on their external indebt-
edness as indicated by such factors, among others, as—

1) a failure by such public or private borrowers to make
full interest payments on external indebtedness,

1) a fatlure to comply with the terms of any restructured
indebtedness, or

1) a faalure by the foreign country to comply with any
International Monetary Fund or other suitable adjustment
program, or

(B) no definite prospects exist for the orderly restoration of
debt service

(2) Such reserves shall be :harged against current income and
shall not be ¢onsidered aa part of capita. and surplussor allowances
for possible Toan losses for regulatory, supervisory, or disclosure
purposes

(o) The appropriate Federal banking agencies shall analyze the
results of foreign loan rescheduling negotiations, assess the loan loss
risk reflected in rescheduiing agreements, and, using the powers set
forth 1n section 908 (regarding capital adequacy), ensure that the
capital and reserve positions of United States banks are adequate to
accommodate potential [osses on their foreygn loans

(c) The appropriate Federal banking agencies shall promulgate
regulations or orders necessary to implement this section within one
hulndred and twenty days after the date of the enactment of thus
title

ACCOUNTING FOR FEES ON INTERNATIONAL LOANS

See 906 (aXl) In order to avoid excessive debt service burdens on
debtor countries, no banking institution shalil charge, in connection
with the restructuring of an international loan, any fee exceeding
the administrative cost of the restructuring unless it amortizes such
fee over the effective hife of each such loan

12XA) Each appropnats Federal banking agency shall promuligsce
such reguiations as are necessary to further carry out the provisions
of this subsection

97 STAT 127

12 L5 31

note

21 5C 3903

12 LSC 3904

Post p 1280

Reguiatr s

12U SC 903
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Reguiations

12 USC 3906

Reguiations

12 USC 3907

Failuse to main
tain mimmum
fevel

12U LRIE
Directive

(B) The requirement of paragraph (1) shall take effect on the date
of the enactment of this section

{(bX1) Subject to subsection (a), the appropriate Federal banking
agencies shall promulgate regulations for accounting for agency,
commitment, management and other fees charged by a banking
inatitution wn connection with an international loan

(2) Such regulations shall establish the accounting treatment of
such fees for regulatory, supervisory, and disclosure purposes to
assure that the appropriate portion of such fees 18 accrued 1n income
over the effective life of each such loan

(3) The appropriate Federal banking agencies shall promulgats
regulations or orders y o | t this subsection within
one hundred and twenty days after the date of the enactment of this
title

COLLECTION AND DISCLOSURE OF CERTAIN INTERNATIONAL LENDING
DATA

Ssc 907 (a) Each approoriate Federal banking agency shall
require, by regulation, each king institution with foreign coun-
try exposure to submit, no fewer than four tumes each calendar year,
wnformation regarding such exposurs in a format prescribed by such

tions
) Each appropriate Federal banking agency shall require, by

regulation, wnstitutions to disclose to the public information
regarding mate foreign country exposure in relation to assets
and to capital

(c) The appropriate Federal banking ag shall promul,

regulat or orders y to umpl t this section withun one
hundred and twenty days after the date of the enactment of this
title

CAPITAL ADEQUACY

Sec 908 (aX1) Each appropnate Federal banking agency shall
cause banking institutions to achieve and maintain adequate capital
by establishing minimum levels of capital for such banking institu-
tions and by using such other methods as the appropnate Federal
banking agency deems ngpropnnh

(2) Each appropriate Federal banking agency shall have the au.
thority to establish such minimum level of capital for a banking
institution as the appropriate Federal banking agency, 1n 1ts discre-
tion, deems to be necessary or appropriate 1n ight of the particular
circumstances of the banking institution

(bk1) Failure of a banking institution to maintain capital at or
above its minumum level as established pursuant to subsection (a)
may be deemed by the appropriate Federal banking agency, in its
discretion, to constitute an unsafe and unsound practice withun the
meaning of section 8 of the Federal Deposit Insurance Act

(2XA) In addition to, or in lieu of, any other action authorized by
law, including paragraph (1), the appropriate Federal banking
agency may ssue a directive to a baniung institution that fais to
maintain captial at or above 1ts required level as established pursu-
ant to subsection (a)

(BX1) Such directive may require the banking institution to submit
and adhere to a plan acceptable to the appropriate Federal banking

14
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agency descnbing the means and timing by which the banlung
institution shall achieve its required capital level

(1) Any such directive 18sued pursuant to this paragraph, inciud-
ing plans submitted pursuant thereto, shall be enforceable under
the provisions of section 8(1) of the Federal Deposit Insurance Act to
the same extent as an effective and outstanding order wssued pursu~
ant to section B(b) of the Federal Depoeit Insurance Act which has
become final

(3XA) Each appropriate Federal banking agency may consider
such banking institution’s progress in adhering to any plan required
under this subsection whenever such banking institution, or an
affiliate thereof, or the holding company which controls such bank-
ing institution, seeks the requismits approval of such appropriate
Federal banking agency for any proposal which would divert earn-
ings, diminish capital, or otherwise impede such banking institu-
tion’s grogreu n achie 1ts mimmum capital level

(B) Such appropriate Federal banking agency may deny such
approval where 1t determines that such proposal would adversel

oct the ability of the banking institution to comply with suc

pian

(C) The Chairman of the Board of Governors of the Federal
Reserve System and the Secretary of the Treasury shail encourage
governments, central banks, anc regulatory authorties of other
major banking countnes to work toward maintaining and, where
appropriate, strengthening the capital bases of banking institutions
involved in international iending

FOREIGN LOAN EVALUATIONS

Szc 909 (aXl) In any case in which one or more banking institu-
tions extend credit, whether by loan, lease, guarantee, or otherwise,
which indinidually or in the aggregats exceeds $20,000,000, to
finance any project which has as a major objective the construction
or operation of any mining operation, any metal or mineral primary
processing operation, any fabricating facility or operation, or any
metal-making operations (semi and finished) located outside the
United States or 1ts terntores and possessions, a written economic
feasibility evaluation of such foreign project shall be prepared and
lpprove! in writing by a senior official of the banking institution,
or, if more than one banking institution 18 invoived, the lead bank-
ing institution, prior to the extension of such credit

(2) Such evaluation shall—

(A) take into account the profit poter il of the project, the
impact of the project on world markets, (1e inherent compet:-
tive advantages and disadvantages of the project over the entire
life of the project, and the hkely effect oFthe project upon the
overall long-term economic development of the country in
which the project 13 located, and

(B) consider whether the extension of credit can reasonably be
expected to be repaid from revenues generated by such foreign
project without regard to any subsidy, as defined in inter-
national agreements, provided by the government involved or
any instrumentality of eny country

() Such economic feambility evaluations shall be reviewed by
representatives of the appropriate Federal banking agencies when-
've; an examination by such appropriate Federal banking agency 18
condu

12 USC 1818

12 USC 1908

Review
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12 U KR

Regulationa or
orders
12 USC 190

U M
12 U9 g

Supplemental
powers or
authorities

12 UK 1810

Violations

PR ST ]

12 USC 1910

Ante p LUTH

Audit inclusions

(ci1) The authorities of the Federal banking agencies contained in
section 8 of the Federal Depomit Insurance Act and in section 910 of
this Act, except those contained in section 910(d), shall be applicabie
to this section

(2) No private nght of action or claim for relief may be predicated
upon this section

GENENAL AUTHOMTIES

Sec 910 (aX1) The approprniate Federal banking agencies are
euthorized to interpret and define the terms used i1n this title, and
each appropriats Federal banking agency shall prescribe rules or
regulations or weue orders as necessary to effectuate the purposes of
this Litle and to prevent svasions thereof

(2) The appropriate Federal banking agency s authorized to apply
the provisions of this title to any affiliate of an insured bank, but
only to affiliates for which 1t 18 the appropriate Federal baniun
agency, in order to promote uniform spplication of this title or to
provent evasions thereof

(3) For purposes of this section, the term “affiliate " shall have the
same meaning as in section 23A of the Federal Reserve Act, except
that the term 'member bank™ in such section shall be deemed to
refer to an 1nsured bank”, as such term 18 used in section 3(h) of the
Federal Depusit Insurance Act

b} The appropriate Federal banking agencies ahall establish un;.
form systems to umplement the authorities provided under this title

(cXl) Tha powers and authonties granted in this title shall be
supplemental to and shall not be deemed in any manner to derogate
from or restrict the suthonty of each appropriate Federal banking
agency under section 8 of the Federal Deposit Insurance Act or any
other law including the authonty to require additional capital or
reserves

) Any such authority may be used by any appropriate Federa}
banking agency to snsure compliance by a banlung institution with
the provisions of this title and all rules, regulations, or orders issued
pursuant thereto

1dX1) Any banking institution which viclates, or any officer, direc.
tor, employee agent, or other person participating in the conduct of
the affairs of such banking institution, who violates any provision of
this title, or any rule, regulation, or order, ssued under this title,
ahall forfeit and pay a civil penalty of not more than $1,000 per day
for each day during which such violation continues

12) Such violations shall be deemed to be a violation of a final
order under section BuxX2) of the Federal Depoeit Insurance Act and
the penalty shall be assessed and collected by the appropnriate
Federal banking agency under the procedures established by, and
subject to the nghts afforded to parties in, such section
]

GAO AUDIT AUTHORITY

Sec 911 (ax1) Under refulunom of the Comptroller General, the
Comptroller General shail audit the appropriate Federal banking
agencies (as defined tn section 303 of this title), but may carry out an
onsite examination of an open insured bank or k holding
company only if the appropriate Federal banking agency has con-
sented \n writing

12) An audit under this subsection may include a review or
evaluation of the international regulation, supervision, and exami-

15

APPENDIX IV

pation activities of the approprate Federal banking agency, includ-
ing the coordination of such activities with similar activities of
regulatory authonties of a foreign government or international

n
(3) Audits of the Federal Reserve Board and Federal Reserver
banks roay not include—

(A) transactions for, or mith, a foreign central bank, govern
ment of a foreign country, or nonprivate international financing
organuzation,

(B) dehberations, decisions, or actions on monetary policy
matters, including discount window operations, reserves of
member banks, securitics credit, interest on deposits, or open
market operations;

(C) transactions made under the direction of the Federal Open
Market Commuttee, or

(D) a part of a discussion or communication among or between
members of the Board of Governors of the Federal Reserve
System and officers and employees of the Federal Reserve
System related to subparagraphs (A) through (C) of this

panxné:h
(X1XA) Except as provided in this subsection, an officer or
employes of the General Accounting Office may not disclose infor-
mation wlenti an open bank, an open bank goldmg company, or
a customer of an open or closed bank or bank holding company

(B) The Comptroller General may disclose information related to
the affairs of a closed bank or cloneni bank hol, company identify-
ing a customer of the closed bank or closed ban holm company
only if the Comptroller General believes the customer had a controi-
hing influence in the management of the closed bank or closed bank
holding company or was related to or affiliated with a person or
group having a controlling influence

(2) An officer or employee of the General Accounting Office may
discuss a customer, bank, or bank holding company with an official
of an appropniate Federal banking agency and may report an appar-
ent cruminal viclation to an appropnate law enforcement authonty
of the United States Government or a State

(3) Thus subsection does not authonze an officer or empioyee of an
appropnate Federal banking agency to waithhold information from a
committee of the Congress authorized to have the information.

(cX1XA) To carry out this section, all records and property of or

by an appropnate Federal banking agency, including samples

of reports of examinations of a bank or bank holding company the
Comptroller General consmders statistically meaningful and work-
pep and correspond related to the reports shall be made
avalable to the Comptroller General, including such records and
property pertaining to the coordination of international regulation,
supervisor and examination activities of an appropriate Federal

b‘"-h{'[‘g agency
(B) Comptroller General shall give each appropriate Federal
banking agency a current hst of officers and employees to whom,
with proper 1dentification, records and property ma, be made avail-
lb:. anc who may make notes or copies necessary to carry out an
audit.

(C) Each appropriate Federal banking agency shall give the Comp-
troller General suitable and lockable offices and furniture, tele
phones, and access to copying facilities

Frderal Reserve
Board and

bafk audita
exclusions

[nformation
disciosure

Reporting
criminal
violations.

[nformation
withhoiding
from Congress
Records and
property
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12) Except for the temporary removal of workpapers of the Comp-
troller General that do not 1dentify a customer of an open or ciosed
bank or bank holding companv an open bank or an open bank
holding companv, all workpapers ot the Comptroner General and
records and property of or used bv an appropriate Federal banking
agency that the Comptroiler Ueneral possesses during an audit
shall remain in such agency The Comptrolier General shail prevent
unauthorized access to records or property

LQUAL REPRESENTATION FOR THE FEDERAL DEPOSIT INSURANCE
CORPORATION

Sec 912 As one of the three Federal bank regulatory and superwi-
sory agencies, and as the insurer of the United States banks
invoived In internationai lending, the Federal Deposit Insurance
Corporation shall be given equal representation with the Board of
Governors of the Fecerai Reserve System and the Office of the
Comptroller of the Currency on the Committee on Banking Regula-
tions and Supervisory Practices of the Group of Ten Countries and
Switzeriand

REPORTS

Sec 913 Not later than six months after the date of the enact-
ment of this title, the Secretary of the Treasury or the appropriate
Federal banking agencies as specified below, shall transmit a report
to the Congress regarding changes to :mprove the international
lending operations of banking institutions Such report shall—

(1) review the laws, regulations, and exam:nation and
supervisory procedures and practices, governing international
banking 1n each of the Group of Ten Nations and Switzerland
with particular attention to such matters bearing on capital
requirements, lending limits, reserves, disclosure, examiner
access, and lender of last resort resources, such report to be
arepared by the Chairman of the Board of Governors of the
“ederal Reserve System, ~

(2) outline progress made in reaching the goal specified in
section 908(c), such report to be prepared by the Secretary of the
Treasury and the Chairman of the Boarcfv of Governors of the
Federal Reserve System, and

(3) indicate sctions taken to implement thus title by the
appropriate Federal banking agencies, including a description
of the actions taken n carrying out the objectives of the title
and any actions taken by any appropnate Federal banking
agency that are inconsutent with the uniform implementation
by the approprate Federal banking agencies of their respective
authonties under this title, and any recommendations for
amendments to this or other legislation, such report to be
prepared by the appropriate Federal banking agencies
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APPENDIX V

REGULATIONS OF

THE INTERNATIONAL LENDING SUPERVISION

APPENDIX V

ACT OF 19833

Subpart 0 —international Lending

Supervision
SouURCE 19 FR 3802 Frb 13 1984 uniess
ntherwise noted

421141 Authonty purpose and scope

‘&) Authortty This ubpart {5 1sued
ny the Board of (rovernors of the Fed
eral Reserve System ¢ Board') under
the authority of the International
Lending Supervision Act of 1983 (Pub
l. 98-(81 Title X 97 Stat 1133)
t International Lending Supervision
A’y the Pederal Reserve Act (12
USC 221 et seg) ¢ FRA ) and the
HBank Holding Company Act of 1958
an amended 12 USC 1841 ef yeq)
¢ BHC Acr b

‘bi Purpose und scope This subpart
15 1s5ued 1n furtherance of the pur
poses of the Internattional Lending Su
pervision Act [t appiies to State banks
that are members of the Federal Re
serve System ( Stale member banks ),
(prporations organized under section
25(a) of "he FRA 12 US(C 411-831)
¢ Edge Corporations ), rorporations
operating subject Lo an agreement
with the Board under jection 25 of the
FRA (12 USC 501 4048) ¢ Agree
ment Corporations ¢ and bank hold-
ing companies (ag defined in section 2
of the BHC Act 112 U 8 C 1841¢a)) but
ool Inciuding a bank holding company
*hat 18 a foretgn hanking organization
s defined in § 211 23(ax2) of this reg
ulntion

421142 Defimtions,

Par the purposes of this subpart

‘a)  Banking nstitution’ means a
State member hank bank hoiding
company kLdge Corporation and
Agreement Corporation engaged in
banking Banking nsttution’ does
not inciude a  foreign banking organi
satlon  as defined in y 211 23rax )

(by  Federal banking sgencies’
means the Board of Governors of the
Federal Reserve Sywrem rhe Comp
troiler nf the Currency and the Feder
al Depostt [nsurance Corporation

10y International assets  means
those assets required to be included wn
banking nstitutions Country Expo
sure Report  forms ( FPIEC No 009)

4y Internalional loan  means a
forn a8 «defined m the nstructions Lo

mptroller of

Corporatian.

12 CFR Ch. Il (1-1-86 Edition)

the Report of Condition and Income”
for the respective banking institution
(FFIEC Nos 031, 032, 033 and 034)
and made to a foreign government or
to an indlvidual, a corporation or
other entity not a citizen of resident
in or organized or incorporated,in the
United States

(e) International syndicated loan
means a loan characterized by the for-
matton of 3 group of ‘managing”
banking institutions and, ln the usual
case assumption by them of under-
writing commitments and participa-
tion in the loan by other banking insti-
tutions

() Loan agreement means the
documents signed by all of the parties
to a loan contatming the amount,
terms and conditions of the loan and
the interest and fees to be paid by the
borrower

(g) Restructed [nternational loan”
means a loan that meets the following
criteria

(1) The borrower is unable to service
the existing loan according to its
terms and [s a resident of a foreign
country tn which there is a generalized
tnabllity of publlc and private sector
obligors to meet thewr external debt
obligations on a timely basis because
of a lack of or restraints on the avail
ability of needed foreign exchange in
the country, and

(2) the rerms of the existing loan are
amended to reduce stated interest or
extend the schedule of payments or

(3) a new loan is made to, or for the
benefit or, the borrower enabling the
borrower to service or refinance the
existing debt

(h) Transfer risk’” means the poasi.
bility that an asset cannot be serviced
in the currency of payment because of
a lack of or restraints on the availabii.
ity of needed foreign exchange in the
country of the obligor

{49 FR 5502 Feb 13 1984 as amended at 49
FR 12197 Mar 29 1984)

§211 43 Allocated transfer risk reserve

(a) Establishment of dllocated
Transfer Risk Reserve A banking in
stitution shall establish an allocated
transfer risk reserve (ATRR) for speci-
fled international assets when re-
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quired by the Board In accordance
with this section,

(b) Procedures and Standards-—(1)
Joint agency determination. At least
annually the Federsl banking agen.
cles shall determine jointly, based on
the standards set forth in paragraph
(bX2) of this section, the following"

(1) Which international assets sub-
ject to transfer risx warrant establish-
ment of an ATRR,

(if) The amount of the ATRR for
the specified assets, and

(1) Whether an ATRR established
for specified assets may be reduced

(2) Standards for requiring ATRR—
(1) Evaluation of assets The Federal
banking agencies shail apply the fol-
lowing criteria in determining whether
an ATRR Is required for particular
international assets

(A) Whether the quality of a bank-
fng institution’'s assets has been im-
paired by a protracted inability of
public or private obligors in a foreign
country to make payments on their
external indebtedness as indicated by
such factors. among others as wheth-
er

(1) Such obligors have [failed to
make full interest payments on exter
nal indebtedness

(2) Such obligors have failed to
comply with the terms of any restruc-
tured indebtedness or

() A foreign country has failed to
comply with any [nternational Mone-
tary Fund or other suitable adjust-
ment program or

(B) Whether no definite prospects
exist for the orderly restoration of
aebt service

(1) Determination of amount of
ATRR. (A) In determining the amount
of the ATRR, the Federal banking
agencies shall consider

(1) The length of time the quallty of
the agset has been impaired

(2} Recent actions taken to restore
debt service capability

(3) Prospects for restored asset qual-
tty and

4} Such other factors as the Federal
banking agencies may constder rele-
vant to the quality of the asset

(B) The initial year's provision for
the ATRR shall be ten percent of the
principal amount of each specified
{nramerianal asset, or such greater or

‘.

lesser percentage determined by the
Federnl banking agencles Additions)
provision f any for the ATRR in gyh.
sequent years shall be fifteen percen,
of the principal amount of each spect
fied international asset or such great
er or lesser percentage determined by
the Federal banking agenctes

(3) Board notification. Based on the
joint agency determunations under
paragraph (b)(1) of this section the
Board shall notify each banking {nsty
tution holding assets subject to an
ATRR

(1) Of the amount of the ATRR to
be established by the institution for
spectfied international assets ang

() That an ATRR estabiished for
specified assets may be reduced

(¢) Accounting treatment of ATRR—
(1) Charge to current income A bank
ing_institution shall establish ap
ATRR by a charge to current income
and the amounts so charged shall not
be included :n the banking institu
tion s capital or surptus

(2) Separate accounting A banking
{nstitutton shall account for an ATRR
separately from the Allowance for
Possible Loan Losses and shall deduct

the ATRR from gross ioans and
leases” to arrive at ‘net loans and
leases The ATRR must be astab-

lished for each asset subject to the
r};ﬂ:}! in the pereentage amount spec

e

(3) Consolrdation A banking instity
tion shall establish an ATRR as re
quired on a consolidated basis For
banks consolidation should be in ac
cordance with the procedures and
tests of significance set forth in the in
structions for preparation of Consoli
dated Reports of Condition and
Income (FFIEC Nos 031 032 033 and
034) For bank holding companies the
consolldation shall be tn accordance
with the principles set forth in the
‘Instructions to the Bank Holding
Company Financial Supplement to
Report FR Y-6 (Form FR Y-9)
Edge and Agreement corporations en
gaged in banking shall report in ac
cordance with nstructions for prepa
tation of the Report of Condition for
Edge and Agreement Corporalions
(Form F R 2886b)

(4)  Alternative accounting treat
ment. A banking nstitution need not

3 9i1milar regulations apply to banks supervised by the
the Currency and Federal Deposit Insurance
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establish an ATRR If it writes down 1n
the period (n which the ATRR 13 re-
Qquired or has written down in prior
periods the value of Lhe specified
lnternational assets in the requisite
amount for each such asset For pur-
poses of this paragraph international
assets may be written down by a
charge to the Allowance for Possible
Loan losses or a reduction {n the prin-
cipal amount of the asset by applica-
tion of interest payments or other col-
lectionas on the ssset However, the Al-
lowance for Possibie Loan Losses muat
be replenished (n such amount neces-
3ary to restore i1t 10 & level which ade-
quately provides (or the estimated
losses inherent in the banking institu-
tions's loan portfolio

t5) Reduction of ATRR A banking
inatitution may reduce an ATRR when
notified by the Board or at any lime
by writing down such amount of the
international asset for which the
ATRR was eatablished

4211 44 Reporting and disclosure of intar-
national assets

(a) Requiremenis /1) Pursuant to
section 907(a) of the International
Lending Supervision Act of 1983 (Title
IX, Pub L. 98-181, 97 Stat 1133
(ILSA), 2 banking institution snall
submit to the Board at least quarter
ly information regarding the amounts
and composition of its holdings of
international assets

(2) Pursuant to section 307(b) of
ILSA a obanking institution shall
submit to Lhe Board information re-
garding concentrations in its holdings
of internstional assets that are mater:-
al in relation to total assets and to
capital of the institution, such infor
mation to be made publicly available
by the Board on request

(b) Procedures The format content
and reporting and (iling dates of the
reports required under paragraph (a)
of this section shall be determined
joiuntly by the Federal banking agen
cies The requirements to be pre-
scribed by the agencies may include
changes (o existing reporting f{orms
(such as the Country exposure Report
form FFTIEC No 009) or such other re
qulrements as the agencies deem ap-
propriate The agencies also may de-
termine to exempt from the require-

(453415)

ments of paragraph (a) of this section
banking institutions that n the agen-
cles' Judg have de mi hold-
ings of international assels

(¢) Reservation of Authority Noth-
{ng contained wn this rule shall pre-
clude the Board from requirir.g from 3
banking institution such additional or
more frequent information on the in
stitutions holding of nternational
aasets as the Board may consider nec
essary

(49 FR 3387 Feb 13 1984}

§21145 Accounting for fees on interna-
tional loans.

(a) Restrmctions on fees for resiruc-
tured international loans No banking
institution shall charge any fee in con-
nection with a restructured interna
tional loan uniess all fees exceeding
the banking institution’s administra-
tive costs, as described in paragraph
(c)X2) of this section, are deferred and
recognized over the term of the loan
48 an interest yield adjustment

(b) Amortizing fees Except as other
wise provided by this section, fees re-
ceived on International loans shall be
deferred and amortized over the term
of the loan The interest method
should be used during the loan penod
to recognize the deferred fee revenue
in relation to the outstanding loan bal-
ance If it Is not practicable to apply
the interest method during the lcan
period the straight-liine method shall
be used

(¢) Accounting treatment of interna-
tional loan or syndication adminisira-
tive costs and corresponding fees (1)
Admunistrative costs of originating, re-
structuring or syndicating an interna-
tional loan shall be expensed as in
curred A portion of the fee ncome
equal to the banking institution’s ad-
muntstrative costs may be recognized
as (ncome (n the same period such
costs are expensed

(2) The administrative costs of origl-
nating, restructuring, or syndicating
an international loan include those
costs which are specifically identified
with negotiating, processing and con
summating the loan These costs in
clude but are not necessarily limited
to legal fees, costs of preparing and
processing loan documents and an al-
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locable portion of salanes and related
benefits of employees engaged 1n the
international lending function and,
where appiicable the syndication
function Ne portion of supervisory
and admunistrative expenses or other
indirect expenses such as occupancy
and other similar overhead costs shail
be inciuded

(d) Fees received by managing dank-
ing institutiony in an nternational
syndicated loan. Fees received on
international syndicated loans repre-
senting an adjustment of the yield on
the loan shall be recognized over the
loan period using the interest method
If the interest yield portion of a fee re-
ceived on an tnternational syndicated
loan by a managing banking institu-
tion 1s unstated or differs materiaily
from the pro rata portion of fees paid
other participants in the syndication
an amount necessary [or an interest
yield adjustment shall be recognized
This amount shaill at least be equiva-
lent (on a pro rata basis) to the largest
fee recetved by a loan participant n
the syndication that is not a managing
banking institution The remamning
portion of the syndication fee may be
recognized as income at the toan clos-
ing date to the extent that 1t is identi-
tied and documented as compensation
for services :n arranging the loan
Such documentation shall inciude the
loan agreement Otherwise the fee
shall be deemed an adjustment of
yeid

(@) Loan commilment fees (1) Fees
whieh are based upon the unfunded
portion of a credit for the period until
it 13 drawn and represent compensa-
tion for a binding commitment to pro-
vide funds or for rendering a service in
1ssuing the commitment shall be rec
ognized as income over the term of the
commitment period using the straight
line method of amortization Such fees
for revolving credit arrangements
where the fees are received periodical
ly in arrears and are based on the
amount of the unused loan commit
ment may be recognized as income
when received provided the mcome
result would not be materally differ
ent

(2) If 1t is not practicable to separate
the commitment portion from other
components of the fee the entire fee

APPENDIX V

shall be amortized over the term of
the combined commitment and expect
ed loan pertod The straight line
method of amortization should be
used during the commitment period to
recognize the fee revenue The inter
est method should be used during the
loan period to recognuze the remaining
fee revenue In relation to the out
standing loan balance If the loan s
funded before the end of the commit,
ment pertod, any unamortized commit
ment fees shall be recognized as reve
nue at that time

(1) Agency fees Fees paid to an agent
banking institution for adminstrative
services 1 an international syndicated
loan shall be recognized at the time of
the loan closing or as the service i3
performed, !f later

(49 FR 12197 Mar 29 1984]
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