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(3) Demonstrates a pattern or prac-
tice of defalcation regarding obliga-
tions to insured depository institu-
tion(s); or

(4) Causes a substantial loss to fed-
eral deposit insurance funds.

(b) Any noncompliance with the
standards listed in paragraphs (a) (1)
through (4) of this section is a basis for
removal from employment with the
FDIC.

§336.6 Verfication of compliance.

The FDIC’s Division of Administra-
tion shall order appropriate investiga-
tions as authorized by 12 U.S.C. 1819
and 1822 on newly appointed employees,
either prior to or following appoint-
ment, to verify compliance with the
minimum  standards listed under
§336.4(a) (1) through (4).

§336.7 Employee responsibility, coun-
seling and distribution of regula-
tion.

(a) Each employee is responsible for
being familiar with and complying
with the provisions of this part.

(b) The Ethics Counselor shall pro-
vide a copy of this part to each new
employee within 30 days of initial ap-
pointment.

(c) An employee who believes that he
or she may not be in compliance with
the minimum standards provided under
§336.5(a)(1) through (4), or who receives
a demand letter from the FDIC for any
reason, shall make a written report of
all relevant facts to the Ethics Coun-
selor within ten (10) business days after
the employee discovers the possible
noncompliance, or after the receipt of
a demand letter from the FDIC.

(d) The Ethics Counselor shall pro-
vide guidance to employees regarding
the appropriate statutes, regulations
and corporate policies affecting em-
ployee’s ethical responsibilities and
conduct under this part.

(e) The Ethics Counselor shall pro-
vide the Personnel Services Branch
with notice of an employee’s non-
compliance.

§336.8 Sanctions and remedial actions.

(a) Any employee found not in com-
pliance with the minimum standards
except as provided in paragraph (b) of
this section below shall be terminated
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and prohibited from providing further
service for or on behalf of the FDIC in
any capacity. No other remedial action
is authorized for sanctions for non-
compliance.

(b) Any employee found not in com-
pliance with the minimum standards
under §336.5(a)(3) based on financial ir-
responsibility as defined in §336.3(i)(1)
shall be terminated consistent with ap-
plicable procedures and prohibited
from providing future services for or on
behalf of the FDIC in any capacity, un-
less the employee brings him or herself
into compliance with the minimum
standards as provided in paragraphs (b)
(1) and (2) of this section.

(1) Upon written notification by the
Corporation of financial irrespon-
sibility, the employee will be allowed a
reasonable period of time to establish
an agreement that satisfies the cred-
itor and the FDIC as to resolution of
outstanding indebtedness or otherwise
resolves the matter to the satisfaction
of the FDIC prior to the initiation of a
termination action.

(2) As part of the agreement de-
scribed in paragraph (b)(1) of this sec-
tion, the employee shall provide au-
thority to the creditor to report any
violation by the employee of the terms
of the agreement directly to the FDIC
Ethics Counselor.

§336.9 Finality of determination.

Any determination made by the
FDIC pursuant to this part shall be at
the FDIC’s sole discretion and shall not
be subject to further review.
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§337.1

AUTHORITY: 12 U.S.C. 375a(4), 375b, 1816,
1818(a), 1818(b), 1819, 1820(d)(10), 1821if,
1828(j)(2), 1831, 1831f-I.

SOURCE: 39 FR 29179, Aug. 14, 1974, unless
otherwise noted.

§337.1 Scope.

The provisions of this part apply to
certain banking practices which are
likely to have adverse effects on the
safety and soundness of insured State
nonmember banks or which are likely
to result in violations of law, rule, or
regulation.

§337.2 Standby letters of credit.

(a) Definition. As used in this section,
the term standby letter of credit means
any letter of credit, or similar arrange-
ment however named or described,
which represents an obligation to the
beneficiary on the part of the issuer: (1)
To repay money borrowed by or ad-
vanced to or for the account of the ac-
count party, or (2) to make payment on
account of any indebtedness under-
taken by the account party, or (3) to
make payment on account of any de-
fault (including any statement of de-
fault) by the account party in the per-
formance of an obligation.! The term
similar arrangement includes the cre-
ation of an acceptance or similar un-
dertaking.

(b) Restriction. A standby letter of
credit issued by an insured State non-
member bank shall be combined with
all other standby letters of credit and
all loans for purposes of applying any
legal limitation on loans of the bank
(including limitations on loans to any
one borrower, on loans to affiliates of
the bank, or on aggregate loans); Pro-
vided, however, That if such standby
letter of credit is subject to separate
limitation under applicable State or
federal law, then the separate limita-

1As defined in this paragraph (a), the term
standby letter of credit would not include com-
mercial letters of credit and similar instru-
ments where the issuing bank expects the
beneficiary to draw upon the issuer, which
do not ‘“‘guaranty’’ payment of a money obli-
gation of the account party and which do not
provide that payment is occasioned by de-
fault on the part of the account party.
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tion shall apply in lieu of the loan lim-
itation.2

(c) Exceptions. All standby letters of
credit shall be subject to the provisions
of paragraph (b) of this section except
where:

(1) Prior to or at the time of
issuance, the issuing bank is paid an
amount equal to the bank’s maximum
liability under the standby letter of
credit; or,

(2) Prior to or at the time of
issuance, the issuing bank has set aside
sufficient funds in a segregated deposit
account, clearly earmarked for that
purpose, to cover the bank’s maximum
liability under the standby letter of
credit.

(d) Disclosure. Each insured State
nonmember bank must maintain ade-
quate control and subsidiary records of
its standby letters of credit comparable
to the records maintained in connec-
tion with the bank’s direct loans so
that at all times the bank’s potential
liability thereunder and the bank’s
compliance with this section may be
readily determined. In addition, all
such standby letters of credit must be
adequately reflected on the bank’s pub-
lished financial statements.

§337.3 Limits on extensions of credit
to executive officers, directors, and
principal shareholders of insured
nonmember banks.

(a) With the exception of 12 CFR
215.5(b), 215.5(c)(3), 215.5(c)(4), and
215.11, insured nonmember banks are
subject to the restrictions contained in
subpart A of Federal Reserve Board
Regulation O (12 CFR Part 215, subpart
A) to the same extent and to the same
manner as though they were member
banks.

(b) For the purposes of compliance
with §215.4(b) of Federal Reserve Board
Regulation O, no insured nonmember
bank may extend credit or grant a line
of credit to any of its executive offi-
cers, directors, or principal sharehold-
ers or to any related interest of any
such person in an amount that, when

2Where the standby letter of credit is sub-
ject to a non-recourse participation agree-
ment with another bank or other banks, this
section shall apply to the issuer and each
participant in the same manner as in the
case of a participated loan.
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