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§1.4

(e) Type IV securities—(1) General. A
national bank may purchase and sell
Type 1V securities for its own account.
Except as described in paragraph (e)(2)
of this section, the amount of the Type
1V securities that a bank may purchase
and sell is not limited to a specified
percentage of the bank’s capital and
surplus.

(2) Limitation on small business-related
securities rated in the third and fourth
highest rating categories by an NRSRO. A
national bank may hold small busi-
ness-related securities, as defined in
section 3(a)(53)(A) of the Securities Ex-
change Act of 1934, 15 U.S.C.
78c(a)(53)(A), of any one issuer with an
aggregate par value not exceeding 25
percent of the bank’s capital and sur-
plus if those securities are rated in-
vestment grade in the third or fourth
highest investment grade rating cat-
egories. In applying this limitation, a
national bank shall take account of se-
curities that the bank is legally com-
mitted to purchase or to sell in addi-
tion to the bank’s existing holdings. No
percentage of capital and surplus limit
applies to small business related secu-
rities rated investment grade in the
highest two investment grade rating
categories.

(f) Type V securities. A national bank
may purchase and sell Type V securi-
ties for its own account provided that
the aggregate par value of Type V secu-
rities issued by any one issuer held by
the bank does not exceed 25 percent of
the bank’s capital and surplus. In ap-
plying this limitation, a national bank
shall take account of Type V securities
that the bank is legally committed to
purchase or to sell in addition to the
bank’s existing holdings.

(g) Securitization. A national bank
may securitize and sell assets that it
holds, as a part of its banking business.
The amount of securitized loans and
obligations that a bank may sell is not
limited to a specified percentage of the
bank’s capital and surplus.

(h) Pooled investments—(1) General. A
national bank may purchase and sell
for its own account investment com-
pany shares provided that:

(i) The portfolio of the investment
company consists exclusively of assets
that the national bank may purchase
and sell for its own account; and
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(ii) The bank’s holdings of invest-
ment company shares do not exceed
the limitations in §1.4(e).

(2) Other issuers. The OCC may deter-
mine that a national bank may invest
in an entity that is exempt from reg-
istration as an investment company
under section 3(c)(1) of the Investment
Company Act of 1940, provided that the
portfolio of the entity consists exclu-
sively of assets that a national bank
may purchase and sell for its own ac-
count.

(3) Investments made under this
paragraph (h) must comply with §1.5 of
this part, conform with applicable pub-
lished OCC precedent, and must be:

(i) Marketable and rated investment
grade or the credit equivalent of a se-
curity rated investment grade, or

(if) Satisfy the requirements of
§1.3().

(i) Securities held based on estimates of
obligor’s performance. (1) Notwith-
standing 8§1.2(d) and (e), a national
bank may treat a debt security as an
investment security for purposes of
this part if the security is marketable
and the bank concludes, on the basis of
estimates that the bank reasonably be-
lieves are reliable, that the obligor will
be able to satisfy its obligations under
that security.

(2) The aggregate par value of securi-
ties treated as investment securities
under paragraph (i)(1) of this section
may not exceed 5 percent of the bank’s
capital and surplus.

[61 FR 63982, Dec. 2, 1996, as amended at 64
FR 60098, Nov. 4, 1999; 73 FR 22235, Apr. 24,
2008]

§1.4 Calculation of limits.

(a) Calculation date. For purposes of
determining compliance with 12 U.S.C.
24 (Seventh) and this part, a bank shall
determine its investment limitations
as of the most recent of the following
dates:

(1) The last day of the preceding cal-
endar quarter; or

(2) The date on which there is a
change in the bank’s capital category
for purposes of 12 U.S.C. 18310 and 12
CFR 6.3.

(b) Effective date. (1) A bank’s invest-
ment limit calculated in accordance
with paragraph (a)(1) of this section
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will be effective on the earlier of the
following dates:

(i) The date on which the bank’s Con-
solidated Report of Condition and In-
come (Call Report) is submitted; or

(ii) The date on which the bank’s
Consolidated Report of Condition and
Income is required to be submitted.

(2) A bank’s investment limit cal-
culated in accordance with paragraph
(a)(2) of this section will be effective on
the date that the limit is to be cal-
culated.

(c) Authority of OCC to require more
frequent calculations. If the OCC deter-
mines for safety and soundness reasons
that a bank should calculate its invest-
ment limits more frequently than re-
quired by paragraph (a) of this section,
the OCC may provide written notice to
the bank directing the bank to cal-
culate its investment limitations at a
more frequent interval. The bank shall
thereafter calculate its investment
limits at that interval until further no-
tice.

(d) Calculation of Type Ill and Type V
securities holdings—(1) General. In calcu-
lating the amount of its investment in
Type Il or Type V securities issued by
any one obligor, a bank shall aggre-
gate:

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

(if) 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 11l 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.

§1.6

(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.
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