INVESTUENT SECURITIES REGULATION
Issued by the Comptroller of the Curremey

By virtue of the suthority vested in the Compireller of the
Currency by persgraph Seventh of Section 5136 of the Revised Stetutes,
the following regulstion is promulgated:

SECTION I
(1) in obligation of indebtedness which mey be purchesed for
ite own ascount by & national benk or State member bank of the Federal
Reserve System, in order to come within the elassification of "investment
securities” within the mesning of peregreph Seventh of sald Section 5136,
must be s marketable obligetiom, i.e., it must be salsble under ordinery
circumstances with ressonable promptness at & falr value; snd with respect
to the particulsr security, there must be present one or more of the
following charscteristics:
(s) 2 public distribution of the securities must heve
been provided for or meade in a mammer to protect or insure
the marketablility of the issue; or,
(b) Other existing securities of the obligor must have
such & public distribution ss to proteet or inpure the

marketablility of the issue under consideratien; or,
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public distribution as set forth in (s) or (b) above cen

not be so provided, or so made, snd which are issued by

established commercial or industrial businesses or enterprises

thet can demonstrate the ability to service such securities,

the dedt evidenced thereby must mature not later than ten years

after the date of issusnce of the security and must be of such

sound value or so secured as ressonably to assure its payment;
and such securities must, by their terms, provide for the smorti-
sation of the debt evidenced thereby so that &t lesst 753 of the
principal will be extinguished by the mesturity date by substential
periodic payments: Prdvided, Thet no smortisstion need be required
for the period of the first year after the date of issusnce of such
securities.

(2) Where the security is issued under a trust agreement, the
agreement must prévide for & trustes infependent of the obliger, snd
such trustee must be & bank or trust eompeny.

(3) 411 purcheses of investment securities by nationel and State
nember banks for their own eccount must be of securities "in the form
of bonds, notes, snd/or debentures, commonly known se investment securi-
tiea®; and every transection which ie in feot such a2 purchase must, re-
gardless of its form, comply with this regulatien.

SECTION 11
(1) Although the bank is permitted to purchase "investzent securi-
ties® for ite omn account for purposes of investment under the provisions
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of Rs 8. 5136 snd this regulation, the benk is net permitted otherwise
to participate a2 a prineipal in the merketing of securities.

(2) The statutory limitation on the smount of the "investment se-
curities” of any one obligor or msker which may be held by the benk, is
to be determined on the basis of the per or fece value of the securities,
and not on their market value.

(3) The purchase of "investment securitise” in which the invest-
ment charaecteristics are distinctly or predominantly speculative, or
the purchase of securities which are in defenbt, mither as to prineipal
or intersst, iz prohibited.

(4) Purchase of an inveptment security st s price execesding par is
prohibited, unless the bank ghall:s

(s) Provide for the regular smortisation of the premium
paid so that the premifim shall be entirely extinguished at or
before the maturity of the security and the security (imeluding
premium) shall at no intervening date be carried at sn smount

in excess of that at which the obligor may legally redeem such

security: or

(k) Set up & reserve sccount to smortisze the premium, said
scoount to be credited periodically with s&n amount not less than
the amount required for smortiszstion under (a) sbove,

(5) Parchsse of securities convertible into stock st the optiom of
the {issuer is prohibited.

(6) Purchase of securities comvertible inte stock et the option of
the holder or with stock purchese werrants attached iz prohidited if the
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price paid for such security ie in excess of the investument value of
the security itself, considered independently of the stock purchase
warrants or conversion feature. If it is spperent thet the price
paid for en otherwise eligible security feirly reflects the investment
valus of the security itself snd does not include any speculative
value baged upon the presence of & stock purchase warrent or converaion
option the purchese of such & security is not prohibited.

(7) 4s to purchase of pecurities under repurchase agreement,
subject to the limilstions and restrictions set forth in the law and
this regulation:

() It is permissible for the bamk to purchase "investment
securitiec” from snother under an sgreement whereby the benk
has an option or & right to require the sellser of the securi-
tmunmﬁurmmmnam«nudwu
& price subject to determinstion under the terms of the sgree-
sent, but in no cape less than the value at the time of repur-
chase.

(b} It is permispible for the benk to purchese "investment
securities® from snother under an agreement whereby the seller
or & third party gusrsntees the bank sgainst loss on resale of
the securitises.

{e) It is not permiseible for the bank to purchese "invest-
ment securiiies” from snother under an agreement whereby the
seller reserves the right or the option to repurchase sald se-
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curities iteelf or through its nominee at & price stated or

&t & price subject to determination under the termg of the
agreeaent, notwithstanding the fact that the benk may slso, under
.Mnmt,mmuﬁtwwuumpdﬁnuuuu
repurchagse the securities at e price stated or at & price subject
to determination under the terms of the agreement.

(8) 4is to repurchase sgreements sccompanying sales of securities,

(2) It is permiseible for the bemk selling securities to another
to agree thet the bank ghall heve an option or right to repurchase
the securities from the buyer st o price stated or st = pries sub-
jeet to determinstion under the terms of the agresment, but in ne
case in excess of the market value at the time of repurchase.

(b) It is not permissible for the benk selling securities to
another to agree that the purchaser shall have the right or the
option to require the bank to repurchsse sald securities at &
price stated or at & price subject to determinstion under the
terns of the agreement, notwithstanding the fact that the bsank
mey salso, under such agresment, have the right or eoption to repur-
chase the securities from the buyer et & price gtated or at a
price subject to determination under the terns of the agresment.

In view of the fact that some benke may have bought or sold securities
under a form of agreement which is prohibited by this regulation, the bank
should elther terminste or modify same go as to confors %o this regulatien,
where such sction may lawfully be taken., Existing agreemente of the pro-
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hibdited type must not be renewed.

EXCEPTION
The restrictions and limitations of this regulation do not apply

to securities soquired through foreclogpure on collstersl, or scquired
in good faith by way of compromise of & doubtful claim or to avert sn
spprehended lose in connection with & debt previously contracted, or to
real estate securities scquired pursuent to Section 24 of the Faderal
Reserve Act, as amended.

This regulation supersedes prior regulations governing the purchese
of *inveptnent securities” and is effective from and after July 1, 1938.

Signed and promulgeted this 28th dey of June, 1938

icting Comptroller of the Curremey
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