TREASURY DEPARTMENT
Comptroller of the Currency
WASHINGTON
INVESTMENT SECURITIES REGULATION

Issuwed by the Comptroller of the Currency

By virtue of the authority vested in the Comptroller of the

Currency by paragraph Sevénth of Section 5136 of the Revised Statutes,
the following regulastion is promulgated:
SECTION T
(1) An obligation of indebtedness which may be purchased for

its owh accounit by a national bank or State member bank of the Federal
"Reserve System, in order to come within the classification of "invest-
ment securities" within the meaning of paragraph Seventh of said Sec-
tion 5136, must be a marketable obligetion, i.e. it must be salable
under ofdinary circumstances with reasonable promptness at a fair value;
and with respect to the particular sscurity, there must be present one
or more of the following characteristics:

(a) A public distribution of the securities must have been
provided for or made in a manner to protect or insure the market-
ability of the issue; or,

(b) Other existing securities of the obligor must have such a
public distribution as to protect or insure the marketability of
the issue under consideration; or,

(¢) In the case of investment securities for which a public
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distribution as set forth in (a) or (b) above can not bz so pro-
vided, or so made, a2nd which are issued by esteblished commercial
or industrial businesses or cnterprises,that con demonstrate the
ability to service such securities, the debt evidenced thereby
must mature not later than ten yesars after the date of issuunce
of ths security asnd must be of such sound valus or so sscured as
reasonably to assure its payment; and such securities must, by
their terms, provide for the amortization of the debt evidenczd
thereby so that at lenst 75% of the principal will be extinguished
by the maturity date by substantial periodic payments: Provided,
That no amortization need be required for the period of the first
year after the date of issuanes of such securities.

(2) Wherec the security is issued under a trust agreemsnt, the
sgreement must provids for a trustee independent of the obligor,
end such trustee must be & bank or trust company.

(3) All purchases of investment securities by naticnal and State
member banks for their own account must be of securities "in the
form of bonds, notes, and/or debentures, commonly known ns invest-
ment securities™; snd every transaction which is in fact such a

purchase must, regardless of its form, comply with this regulation.

SECTION II
(1) Although the bank is permitted to purchase "investment

securities™ for its own account for purposes of investment under
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the provisions of R. S. 5136 and this regulation, the bank is not
pesrmitted otherwise to participate as a principal in ths markating of
securities.

(2) The statutory limitation on the smount of ths "investment
sscuritiss" of any cne obligor or maker which may be held by the bank,
is to be determined on the basis of the par cr facs velue of the se-
curities, and nct on their merket value.

(3) The purchase »>f "investment sccurities™ in which the invest-
ment charactasristics are distinetly or predominantly speculative, or
the purchase of securities which are in defsault, either as to principal
or interest, is prohibited.

(4) Purchase of an investmsnt security at a price excesding par
is prohibited, unless the bank shall:

(a) Provide for the regular amortization of the premium
paid so thaet the premium shall be entirely extinguished at or
befere the maturity of the security and ths sscurity (including
premium) shall at no intervening date be carried at an amount
in excess of that at which ths sbligor may lsgolly redeem such
security; or

(b) Set up a reserve account to amortizs the premium, said
account to be credited periodically with an amcunt not less than
the amount required for amortization under (a) above.

(5) Purchase of securities convertible into stock at the option
of the issusr is prohibited.
(6) Purchase of securities convertible into stock at the option

of the holder or with stock purchase warrants attached is prohibited
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if the price peid for such sscurity is in excess of the investment value
of the security itself, ccnsidered independently of the stock purchase
warrants or conversion feature. If it is apparent that the price paid
for an otherwise eligible security fairly rsflscts ths investment value
of the security itself and does not include any speculative value based
upon the presence of a stock purchase warrant or conversicn option the
purchase of such a security is not prohibited.

(7) As to purchass of securities under repurchase agreemsnt,
subject to the limitations and restrictions set forth in the law and
this regulation:

(a) It is permissible for the bank to purchase "investment
securities" from another under an agrsement whereby ths bank

has an option cr a right to require the seller »f the securities

to repurchase them from the bank at a price stated or at a price
subjsct to determination under the tsrms of the agrsemant, but
in no case less than the valuz et the time of repurchase.

(b) It is permissible for thz bsnk to purchase "investment
securities"™ from another under an agresment whereby the seller

or a third party guarentees the bank against loss on resale of

the securities.
(¢} It is not permissible for the barmk to purchase "invest-
ment sscurities™ from ancther under an agresment whereby the

seller reserves the right or the option to repurchase said se-
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curities itself or through its nominees at a price stated or

at a price subject to determination under ths terms of the

agreement , notwiﬁhstanding the fact that the bank may =zlso,

under such asgreement, have the right or option to compel the

seller to repurchase the securities at a price stated or at

& price subject to determinstion under the terms of the

agreement.

(8) As to repurchass cgreemsnts accompanying sclss of securities,
(a) It is permissibls for the benk selling securities to

another to agree that the bank shall have zn optizn or right to

repurchase the securities from the buyer at a price stated or at

~ a price subject to determination under the terms of the agresment,

-

but in no case in excess of the markst valus at the time of
repurchase.
(b) It is not permissibles for the bank selling securities
tc anothsr to agree thet the purchossr shall have ths right or the
cption to require the bank to repurchase said securities at a
price stated or at a price subject to determinntion under the terms
of the agreement, notwithstanding the fact that the bank may also,
undzr such sgresment, have the right or optisn to repurchase the
securities from the buyer at & price stated or &t o vrice subject
tc determination under the terms of ths agreement.
In view of the fact that some barnks may have bought or s2ld securities
under & form of agreement which is prohibited by this regulation, ths bank
R should either terminate or modify same so as to conform to this regulation,
where such action may lawfully be taken. Existing agreements of the pro-
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hibited type must not be rencwed.
EXCEPTION
The restrictions and limitations of this regulation do not apply

to securities acquired through foreclosure on collateral, or acquired
in good faith by way >f compromise of a doubtful claim or to avsrt an
epprehended loss in connection with a debt previously contrncted, or to
resl estate securities scquire? pursuant to Ssction 24 of the Federnl
Reserve Act, os amended.

N This regulation supersedes prior regulations governing the purchase

of "investment securitiss" and is effective from and after July 1, 1938.

Signed and promulgated this 27th day of June, 1938.

MARSHALL R. DIGGS
Acting Comptroller of the Currency
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