
FEDERAL RESERVE BANK
OF NEW YORK

PROPOSED AMENDMENTS TO REGULATION K 
Acquiring Interests in Foreign Organizations

f  Circular No. 8820 "l
L May 7, 1980 J

To A ll Member Banks and Bank Holding Companies, Edge and 
Agreement Corporations, and Others Concerned, in the Second Federal Reserve District:

The Board of Governors of the Federal Reserve System is requesting comment on a proposal 
to amend its Regulation K, “International Banking Operations,” concerning the types of inter
national investments that may be made by member banks, Edge and Agreement Corporations, and 
bank holding companies.

The following is quoted from the text of the Board’s statement announcing the proposal:
The proposed rules, on which the Board requested comment through June 16, 1980, would revise provi

sions of the Board’s Regulation K (International Banking Operations) governing procedures by which 
member banks, Edge and Agreement Corporations, and bank holding companies acquire interests in foreign 
organizations.

In one of these provisions the Board has granted its general consent for these investors to make certain 
additional investments in organizations in which the investor already has an interest. Under existing general 
consent procedures, an investor may make an additional investment in an organization if the amount invested in 
any calendar year does not exceed 10 percent of the investor’s historical cost, plus dividends for that year. 
Amounts that may be invested in one year, if not exercised, may be accumulated for up to five years.

The Board established this general consent provision to give United States investors flexibility in making 
their foreign investments, and to minimize their regulatory burden.

The Board’s proposed amendments would:
1. Clarify that the general consent to reinvest dividends applies only to the year in which the dividends 

are received.
2. Apply the accumulation provisions retrospectively as well as prospectively.
3. Limit the size of additional investments that can be made under the accumulation provision to 10 

percent of the investor’s capital and surplus.
4. Provide a definition of historical cost.

Enclosed—for member banks, bank holding companies, and Edge and Agreement Corporations 
in this District—is the text of the proposed amendments to Regulation K. It will be published in the 
Federal Register and will be furnished to others upon request directed to the Circulars Division of 
this Bank.

Written comments on the proposals must be submitted by June 16, 1980, and may be sent to 
our Foreign Banking Applications Department. Questions regarding this matter may also be di
rected to that Department. (Tel. No. 212-791-5881 or 5878).

A n t h o n y  M. S o lo m o n ,
President.
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TITLE 12 —  BANKS AND BANKING 

CHAPTER II —  FEDERAL RESERVE SYSTEM 

SUBCHAPTER A —  BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

[Regulation K]

[Docket No. R-0290]

PART 211 —  INTERNATIONAL BANKING OPERATIONS 

Additional Investments under 

General Consent Procedures

AGENCY: Board of Governors of the Federal Reserve System.

ACTION: Proposed rule.

SUMMARY: The Board of Governors of the Federal Reserve System proposes
to amend provisions of Regulation K governing investments by member 
banks, Edge and Agreement Corporations, and bank holding companies 
("investors"). Under current regulations, the Board has granted its 
general consent for an investor to make certain additional investments 
in an organization in which it already has an investment. The amount 
that may be invested under the general consent is limited to a percentage 
of the investor's historical cost in the organization. In response 
to many inquiries from banking organizations, the proposed rule would 
clarify certain rights of accumulation under the provision. It would 
also limit the amount that may be invested in one organization to 10 
per cent of the investor's capital and surplus.

DATE: Comments must be received by June 16, 1980.
ADDRESS: Comments, which should refer to Docket No. R-0290, may be
mailed to Theodore E. Allison, Secretary, Board of Governors of the 
Federal Reserve System, 20th Street and Constitution Avenue, N.W., 
Washington, D.C. 20551, or delivered to Room B-2223 between 8:45 a.m. 
and 5:15 p.ra. Comments received may also be inspected at Room B-1122 
between 8:45 a.m. and 5:15 p.ra., except as provided in section 261.6(a) 
of the Board's Rules Regarding Availability of Information (12 C.F.R.
§ 261.6 (a)).
FOR FURTHER INFORMATION CONTACT: Michael L. Radish, Attorney, Legal
Division (202-452-3428), or Henry N. Schiffman, Division of Banking 
Supervision and Regulation (202-452-2523), Board of Governors of the 
Federal Reserve System.

[Enc. Cir. No. 8820]
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SUPPLEMENTARY INFORMATION: On June 14, 1979, the Board revised its
regulations governing the international operations of member banks,
Edge and Agreement Corporations, and bank holding companies and consoli
dated them into one regulation, Regulation K. Section 211.5 of Regulation K 
sets forth the kinds of investments that are permissible for U.S. banking 
organizations and establishes procedures by which such investments may 
be made. To afford U.S. banking organizations a degree of flexibility 
in managing their foreign investments, the Board granted its general 
consent (i.e., no prior notification to or approval of the Board required) 
for the making of limited additional investments in organizations in 
which the investing banking organization already has an interest. In 
paragraph (c)(1)(ii) of that section, the Board grants its general consent 
for the following:

any additional investment in an organization if:
. . .  (B) the additional amount invested does not
in any calendar year exceed 10 per cent of the 
investor*s historical cost plus dividends for that 
year. The amount that may be invested under this 
provision of the general consent may, if not 
exercised, be carried forward and accumulated for 
up to five consecutive years . . . .

The Board proposes to clarify this provision by first defining 
historical cost. The proposed amendment would also clarify the existing 
rule by providing that both the direct and indirect historical cost 
of an investor in an organization must be considered in calculating 
the amount that may be invested under this section; i.e., an investor's 
historical cost in an organization consists of the cost of any direct 
investment in the organization plus the cost of any investment in the 
organization by a subsidiary of the investor. The proposed rule also 
would amend this section to clarify that an investor may reinvest cash 
dividends only in the year in which they are received. The right to 
reinvest dividends received would continue to be noncumulative under 
the proposed amendment.

The proposed rule would generally permit an investor to make 
additional investments in an amount not exceeding the sum of 50 per 
cent of historical cost plus cash dividends received during the year 
less any amounts that it has invested in the organization (including 
dividends reinvested) during the previous four calendar years. In 
calculating the additional amount that an investor may invest in an 
organization in any year, all amounts invested by the investor in the 
organization during a year must be considered, regardless of whether 
invested pursuant to general consent, prior notification, or specific 
consent procedures. Finally, the Board proposes to amend section 
211.5(c)(1)(ii) by establishing a limit on the amount that may be invested 
under this provision of the general consent procedures. An additional 
investment could not be made under general consent if the amount of
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the additional investment were to exceed 10 per cent of the investor's 
capital and surplus. Such an investment would have to be made under 
specific consent procedures.

Pursuant to its authority under sections 25 and 25(a) of the 
Federal Reserve Act (12 U.S.C. §§ 601, 615) and section 4(c)(13) of 
the Bank Holding Company Act (12 U.S.C. § 1843(c)(13)), the Board proposes 
to amend 12 C.F.R. § 211.5 (c)(1)(ii) to read as follows:

SECTION 211.5 —  INVESTMENTS IN

OTHER ORGANIZATIONS 
* * ★ ★

(c) Investment Procedures.
* * * *

(1) General consent. The Board grants its general consent for the 
following:

* * * *

(ii) any additional investment in an organization in any 
calendar year so long as (A) the investment does not cause 
the organization to be a direct or indirect subsidiary or 
joint venture of the investor ; (B) the total amount invested 
in that calendar year does not exceed 10 per cent of the 
investor's capital and surplus; and, (C) the total amount 
invested in that calendar year does not exceed cash dividends 
received in that year plus the greater of (]L) 10 per cent 
of the investor's direct and indirect historical cost— in

6/ The "historical cost" of an investment consists of the actual amounts 
paid for shares or otherwise contributed to the capital accounts, as 
measured in dollars at the exchange rate in effect at the time each 
investment was made. It does not include subordinated debt or unpaid 
commitments to invest even though these may be considered investments 
for other purposes of this Part. For investments acquired indirectly 
as a result of the acquisition of a subsidiary, the historical cost 
to the investor is measured as of the date of acquisition; at the net 
asset value of the equity interest in the case of subsidiaries and joint 
ventures, and by the book carrying value in the case of portfolio invest
ments .
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such organization, or (2) 50 per cent of the investor's 
direct and indirect historical cost in that organization 
less any amounts invested in that organization during 
the previous four calendar years; or

★ * * *

By order of the Board of Governors, April 30, 1980.

(Signed) Theodore E. Allison
Theodore E. Allison 

Secretary of the Board

(Seal)
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