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any one obligor, a bank shall aggre-
gate: 

(i) Obligations issued by obligors that 
are related directly or indirectly 
through common control; and 

(ii) Securities that are credit en-
hanced by the same entity. 

(2) Aggregation by type. The aggrega-
tion requirement in paragraph (d)(1) of 
this section applies separately to the 
Type III and Type V securities held by 
a bank. 

(e) Limit on investment company hold-
ings—(1) General. In calculating the 
amount of its investment in invest-
ment company shares under this part, 
a bank shall use reasonable efforts to 
calculate and combine its pro rata 
share of a particular security in the 
portfolio of each investment company 
with the bank’s direct holdings of that 
security. The bank’s direct holdings of 
the particular security and the bank’s 
pro rata interest in the same security 
in the investment company’s portfolio 
may not, in the aggregate, exceed the 
investment limitation that would 
apply to that security. 

(2) Alternate limit for diversified invest-
ment companies. A national bank may 
elect not to combine its pro rata inter-
est in a particular security in an in-
vestment company with the bank’s di-
rect holdings of that security if: 

(i) The investment company’s hold-
ings of the securities of any one issuer 
do not exceed 5 percent of its total 
portfolio; and 

(ii) The bank’s total holdings of the 
investment company’s shares do not 
exceed the most stringent investment 
limitation that would apply to any of 
the securities in the company’s port-
folio if those securities were purchased 
directly by the bank.

§ 1.5 Safe and sound banking prac-
tices; credit information required. 

(a) A national bank shall adhere to 
safe and sound banking practices and 
the specific requirements of this part 
in conducting the activities described 
in § 1.3. The bank shall consider, as ap-
propriate, the interest rate, credit, li-
quidity, price, foreign exchange, trans-
action, compliance, strategic, and rep-
utation risks presented by a proposed 
activity, and the particular activities 

undertaken by the bank must be appro-
priate for that bank. 

(b) In conducting these activities, the 
bank shall determine that there is ade-
quate evidence that an obligor pos-
sesses resources sufficient to provide 
for all required payments on its obliga-
tions, or, in the case of securities 
deemed to be investment securities on 
the basis of reliable estimates of an ob-
ligor’s performance, that the bank rea-
sonably believes that the obligor will 
be able to satisfy the obligation. 

(c) Each bank shall maintain records 
available for examination purposes 
adequate to demonstrate that it meets 
the requirements of this part. The 
bank may store the information in any 
manner that can be readily retrieved 
and reproduced in a readable form.

§ 1.6 Convertible securities. 
A national bank may not purchase 

securities convertible into stock at the 
option of the issuer.

§ 1.7 Securities held in satisfaction of 
debts previously contracted; hold-
ing period; disposal; accounting 
treatment; non-speculative purpose. 

(a) Securities held in satisfaction of 
debts previously contracted. The restric-
tions and limitations of this part, 
other than those set forth in para-
graphs (b),(c), and (d) of this section, do 
not apply to securities acquired: 

(1) Through foreclosure on collateral; 
(2) In good faith by way of com-

promise of a doubtful claim; or 
(3) To avoid loss in connection with a 

debt previously contracted. 
(b) Holding period. A national bank 

holding securities pursuant to para-
graph (a) of this section may do so for 
a period not to exceed five years from 
the date that ownership of the securi-
ties was originally transferred to the 
bank. The OCC may extend the holding 
period for up to an additional five 
years if a bank provides a clearly con-
vincing demonstration as to why an ad-
ditional holding period is needed. 

(c) Accounting treatment. A bank shall 
account for securities held pursuant to 
paragraph (a) of this section in accord-
ance with Generally Accepted Account-
ing Principles. 

(d) Non-speculative purpose. A bank 
may not hold securities pursuant to 
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paragraph (a) of this section for specu-
lative purposes.

§ 1.8 Nonconforming investments. 
(a) A national bank’s investment in 

securities that no longer conform to 
this part but conformed when made 
will not be deemed in violation but in-
stead will be treated as nonconforming 
if the reason why the investment no 
longer conforms to this part is because: 

(1) The bank’s capital declines; 
(2) Issuers, obligors, or credit-

enhancers merge; 
(3) Issuers become related directly or 

indirectly through common control; 
(4) The investment securities rules 

change; 
(5) The security no longer qualifies as 

an investment security; or 
(6) Other events identified by the 

OCC occur. 
(b) A bank shall exercise reasonable 

efforts to bring an investment that is 
nonconforming as a result of events de-
scribed in paragraph (a) of this section 
into conformity with this part unless 
to do so would be inconsistent with 
safe and sound banking practices.

INTERPRETATIONS

§ 1.100 Indirect general obligations. 
(a) Obligation issued by an obligor not 

possessing general powers of taxation. 
Pursuant to § 1.2(b), an obligation 
issued by an obligor not possessing 
general powers of taxation qualifies as 
a general obligation of a State or polit-
ical subdivision for the purposes of 12 
U.S.C. 24 (Seventh), if a party pos-
sessing general powers of taxation un-
conditionally promises to make suffi-
cient funds available for all required 
payments in connection with the obli-
gation. 

(b) Indirect commitment of full faith 
and credit. The indirect commitment of 
the full faith and credit of a State or 
political subdivision (that possesses 
general powers of taxation) in support 
of an obligation may be demonstrated 
by any of the following methods, alone 
or in combination, when the State or 
political subdivision pledges its full 
faith and credit in support of the obli-
gation. 

(1) Lease/rental agreement. The lease 
agreement must be valid and binding 

on the State or the political subdivi-
sion, and the State or political subdivi-
sion must unconditionally promise to 
pay rentals that, together with any 
other available funds, are sufficient for 
the timely payment of interest on, and 
principal of, the obligation. These 
lease/rental agreement may, for in-
stance, provide support for obligations 
financing the acquisition or operation 
of public projects in the areas of edu-
cation, medical care, transportation, 
recreation, public buildings, and facili-
ties. 

(2) Service/purchase agreement. The 
agreement must be valid and binding 
on the State or the political subdivi-
sion, and the State or political subdivi-
sion must unconditionally promise in 
the agreement to make payments for 
services or resources provided through 
or by the issuer of the obligation. 
These payments, together with any 
other available funds, must be suffi-
cient for the timely payment of inter-
est on, and principal of, the obligation. 
An agreement to purchase municipal 
sewer, water, waste disposal, or elec-
tric services may, for instance, provide 
support for obligations financing the 
construction or acquisition of facilities 
supplying those services. 

(3) Refillable debt service reserve fund. 
The reserve fund must at least equal 
the amount necessary to meet the an-
nual payment of interest on, and prin-
cipal of, the obligation as required by 
applicable law. The maintenance of a 
refillable reserve fund may be provided, 
for instance, by statutory direction for 
an appropriation, or by statutory auto-
matic apportionment and payment 
from the State funds of amounts nec-
essary to restore the fund to the re-
quired level. 

(4) Other grants or support. A statu-
tory provision or agreement must un-
conditionally commit the State or the 
political subdivision to provide funds 
which, together with other available 
funds, are sufficient for the timely pay-
ment of interest on, and principal of, 
the obligation. Those funds may, for 
instance, be supplied in the form of an-
nual grants or may be advanced when-
ever the other available revenues are 
not sufficient for the payment of prin-
cipal and interest.
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