
F e d e r a l  R e s e r v e  B a n k  o f  D a l l a s

DALLAS, TEXAS 7 5 2 2 2

Circular No. 7^-111
April 2 6, 197^

REGULATION G 
(Securities Credit by Persons Other 
Than Banks, Brokers, or Dealers)

To All Nonbank Lenders and Others Concerned 
in the Eleventh Federal Reserve District:

This is our annual circularization of our entire mailing 
list of certain lenders in the Eleventh Federal Reserve District, 
with a reminder of the registration requirements of Regulation G.
A discussion of these requirements is included with this circular 
for your information.

As noted in our Circular No. 73-87 of April 26, 1973? we 
regularly circularize changes in the Federal Reserve Regulation G 
only to those persons or firms that are registered under the regu
lation, except when the materials affect registration requirements 
themselves.

Inquiries concerning Regulation G by any lender, whether 
registered or not, can be directed to the Regulations Department, 
Margin - International Group, Federal Reserve Bank of Dallas. The 
telephone number is 2lU-651-6319*

Yours very truly,

P. E. Coldwell,

President

Enclosure
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REGISTRATION AND OTHER REQUIREMENTS UNDER REGULATION G 

Securities Credit by Persons other than Banks, Brokers or Dealers

Questions & Answers

These q u es t io n s  and an sw e rs  concern  the  regis t ra tion  requirements  of Regulation G a n d ,  

to some ex ten t ,  com pl iance  with the  regula tion af te r  reg is t ra tion .  They are  intended for the  general 

gu idance  of lenders in the  Eleventh Federal Reserve D is t r ic t .  Because they summarize some of the 

requirements  of the  regula tion ,  the regula tion i t se l f  should be consu l ted  when s p e c i f ic  ques t ions  a r ise .

The regula tion may be found in Title 12 of the Code of Federal Regula tions,  Part 207, as  

well a s  in several com mercia l ly -publ ished loose- lea f  s e rv ic e s  dea l ing  with se c u r i t i e s  regula tions.

Copies  of the regula tion,  forms, and other information may be ob ta ined  from:

Regulations Department, Margin- International Group 

Federal Reserve Bank of Dallas  

Station K

Dallas, Texas 75222 

Telephone: 214-651-6319  

Question: What is Regulation G?

Answer: One of the  c red i t  regu la t ions  i s s u ed  by the Board of Governors of the Federal Reserve System 

under the S ecur i t ie s  Exchange Act of 1934 and intended to prevent e x c e s s iv e  u se  of c redit  for the purchase  

or carrying of s e c u r i t i e s .  These  regula t ions  are  sometimes  ca l le d  the  margin regulations.

Question: Who is covered  by Regulation G?

Answer: Any person , firm, or other  o rganizat ion,  other  than a bank (covered by Regulation U) and a broker 

or d ea le r  in s e c u r i t i e s  (covered by Regulation T), tha t  ex tends  or a r ranges  for cred i t  in the ordinary course  

of b u s in e s s  in e x c e s s  of spec i f ied  am ounts ,  when such cred it  is secured  by co l la te ra l  tha t includes 

margin s e c u r i t i e s .

Question: Name the  most common types  of o rgan iza t ions  tha t  may be su b je c t  to  Regulation G.

Answer: Insu rance  com pan ie s .  Cred i t  unions.  F inance com panies .  Pension  and re ti rement t ru s t s .  

Mortgage companies .  Individuals who regularly  make loans including co l la te ra l  lenders  and fac to rs .  

Production c red i t  a s s o c i a t i o n s .  Insurance premium funding companies .  Corporations tha t  ex tend credit  

in connect ion  with exe cu t ive  and employee s to c k  pu rchase  p lans .

Question: What does  Regulation G require of a person,  firm or other  organizat ion  (referred to hereaf te r  

a s  a " c r e d i to r " ) ?

Answer: Nothing until the  cred itor  comes  within  the reg is t ra tion  requirem ents  of the regula tion.

Question: When is that?

Answer: When, in any ca lendar  quar te r,  the  cred itor  e i the r  ex ten d s ,  a r ranges  for,  or has  outs tanding,  

the req u is i te  amount of c red i t  s ecured  d i rec t ly  or indirect ly ,  in whole or in part ,  by margin s e cu r i t ie s .  

Question: What is the requ is i te  amount?

Answer: For c red i t  ex tended  or ar ranged for during the quar te r,  $50,000. For c re d i t  ou ts tanding  a t  any 

time during the  quar te r,  $100,000.

Question: What are  margin s e c u r i t i e s ?

Answer: In general,  they are:

(a) Equity se c u r i t i e s  tha t  are r eg is te red  ( " l i s t e d " )  on a nat ional 

se c u r i t i e s  exchange .

(b) OTC margin s toc ks .



(c) S ecu r i t ie s  of any type which are conver t ib le  into e i ther  of 

th e  above (for example , warran ts  or conver t ib le  s tocks  and 

deben tu res ) .

(d) Shares  of most mutual funds.

Question: What is OTC margin stock?

Answer: Stock traded over the  counter  (not " l i s t e d "  on a nat ional s e c u r i t i e s  exchange)  which appears  

on the l ist  of OTC margin s to c k s  publi shed  per iodica lly  by the  Board of Governors of the  Federal Reserve 

System. Copies of the l is t  or information a s  to the current s t a tu s  of par ti cu la r  s toc ks  can be obta ined  

from the  Regula tions Department  of the Federal Reserve Bank of D a l las .

Question: When is a c red i t  secured  di rec t ly  or indirectly by margin se cu r i t ie s?

Answer: A cred i t  is se cu red  d ir ec tly  when margin s e c u r i t i e s  are  pledged to se cu re  it. E x is tence  of 

d irec t secur ity  is not a lw a ys  obvious .  For example ,  in many c a s e s  margin s e c u r i t i e s  which are  pledged 

to s ecu re  one c red i t  will ac tua l ly  secure  la ter  c red i t s  by the  sam e lender under a so -ca l led  " a l l  d e b t s "  

c l a u s e  in the  origina l pledge agreement ,  even though the  la ter  c r e d i t s  may not be thought  of a s  secured .

Indirect secu r i ty  is a more d if f icu lt  concept ;  under se c t ion  207.2(i) of the regula tion, 

it inc ludes  any ar rangement under which the cu s to m e r ' s  right to s e l l ,  p ledge,  or o therw ise  d i s p o s e  of 

margin se c u r i t i e s  is res t r ic ted  in any way for the  term of the cred i t ,  or under which the  e x e r c i s e  of such 

rights may c a u s e  acce le ra t ion  of the  maturity of the  c red it .  One example of indirect secur ity  is a 

nega tive  pledge covenan t  which is made s p e c i f ic a l l y  app l ica b le  to margin s e c u r i t i e s  and under which the 

borrower ag re es  not to pledge e l sew h e re  any margin s e c u r i t i e s  he  may own during the term of the  credit .  

Question: What is required when a creditor  f i rs t  comes under the  reg is t ra tion  requirements  of Regulation 

G?

Answer: In genera l ,  he must:

(1) Obtain an F. R. Form G-3 purpose  s ta te m en t  with each  c red i t  ex tended or arranged 

which is secured  d ir ec tly  or indirect ly  by margin s e cu r i t ie s .  (This requirement  

app l ie s  to  the  t r ansac t ion  which br ings the  cred i tor  under the reg is t ra tion  require 

ments  and all  subse quen t  e x t e n s io n s  of c r e d i t  for which margin se c u r i t i e s

are d i rec t  or indirect  co l la te ra l . )

(2) In connect ion with purpose c red i t ,  obtain su f f ic ien t  co l la te ra l  to comply with 

the margin requirements  of Regulation G, and comply with the  subs t i tu t ion  and 

withdrawal  requirem ents  when app l icab le .  (These requirements  apply to the 

t ransac t ion  which brings the  cred itor  under the  reg is t ra tion  requirements ,  if it 

is purpose c red it ,  and all s u b se q u e n t  e x t e n s io n s  of purpose  credit  which are  

d i rec t ly  or indi rect ly  secured  by margin se c u r i t i e s . )

(3) Within 30 days  following the  end of the quar te r ,  reg is te r  by fi l ing F. R. Form 

G-1 with the  Regula tions Department of the  Federal Reserve Bank of D a l l a s .

(4) Within 30 days  af te r  the c l o s e  of each Succeeding quar ter,  f i le  a quar te rly  report 

on F. R. Form G-4 with the  Regulations Department of the  Federal Reserve Bank 

of D a l l a s  (forms are  suppli ed  to all r eg is t ran ts  in advance  of the t ime for 

fi l ing).

(5) Except for home purchase ,  cons t ruc t ion ,  main tenance ,  or improvement c red i ts ,  

and c red i t s  secured  by sha re  a c co u n t s ,  refrain from extending more than $5,000 

of non-purpose c red i t  to any cus tom er  if se cu red  by the  sam e  margin s e c u r i t i e s  

which se cu re  an ex tens ion  of purpose  cred i t .

Question: What is purpose  credi t?

Answer: Credit  ex tended ,  ar ranged,  or main ta ined in the  ordinary co u r se  of b u s in e s s  for the purpose  

of purchasing or carry ing margin s e c u r i t i e s  by a lender s u b je c t  to  the  reg is t ra t ion  requirements .

Question: What about c red i t  ex tended  prior to coming under the  reg is t ra tion  requirements?



Answer: Purpose c red i t  ex tended  af te r  February 1, 1968 and prior to the  time a lender comes under the 

reg is t ra tion  requirements  becomes s u b je c t  to  Regulation G, but the  lender is not required to bring the 

loan up to a ful ly margined s t a tu s .  Thus , no addi tiona l co l la te ra l  is required a t  the t ime of reg is t ra tion .  

However ,  such  c re d i t s  become s u b je c t  to  the withdrawal and subs t i tu t ion  requirements  of Regulation G; 

before a borrower can withdraw or s u b s t i tu te  co l la t e ra l ,  if h is  c re d i t  is undermargined (that is,  d o es  not 

have suf f ic ien t co l la t e ra l  to meet  the  margin requirements  a t  the time he s e e k s  to withdraw or subs t i tu te ) ,  

he generally  will  be required  to  supply  addi t iona l  co l la te ra l  or reduce his c red i t  ba lance .  If any of 

t h e se  pre-ex is ting  purpose  cred i t s  is inc reased  af te r  the  lender comes under the regis t ra tion  requirements ,  

the  inc re ase  is s u b je c t  to the  requirement of a purpose  s ta te m en t  and proper margin is required.

However,  a renewal or ex ten s io n  of a p re -ex is t ing  c red i t ,  with no inc rease  in pr incipal ,  requires  no 

purpose  s ta te m en t  or in c re a se  in co l la t e ra l .

Question: Are the re  any other  ru les  regarding com pliance  with the  regulation of which a reg is t ran t  

should  be aware?

Answer: Yes, the re  a re  a number of addi tional ru le s  and e x c ep t io n s  not de ta i l ed  in th i s  r e le ase .  For 

example , there  is a requirement tha t  purpose  c red i t  secu red  by margin s e c u r i t i e s  which are  conver t ib le  

deb t  s e c u r i t i e s  (as  opposed  to  s to c k s )  must  be t rea ted  s e p a ra te ly  from s toc k -sec u re d  purpose  credit  

for pu rposes  of the  margin, w ithdrawal,  and subs t i tu t ion  requirements .  Also ,  there  is a s ing le  cred i t  

rule,  the  e f fec t  of which,  in genera l ,  p reven ts  a borrower who has  cred i t  sub je c t  to the  margin 

requirem ents  from the rea f te r  ob ta in ing unsecured  purpose cred i t  from the same lender.  F inal ly ,  there 

are  severa l  exc ep t ions  and s p e c ia l  ru les for par t icu la r  lenders and ty pes  of credit .

Question: What are  the  p e n a l t i e s  for v io la t ing  Regulation G?

Answer: For a willful v io la tion ,  upon convic t ion ,  a fine of not more than $10,000,  or imprisonment of 

not more than f ive y ea r s ,  or both. Federal  Reserve Regulation X im poses  on the  cus tomer  a duty to s e e  

tha t c redit  ex tended  to  him com plies  with Regulation G and im poses  the  sa me p en a l t i e s  on the  cus tomer  

for willful v io la t ions .  Sect ion 29 of the  S ecur i t ie s  Exchange Act p rovides ,  among other  th ings ,  tha t 

con t ra c t s  made in v io la tion of Regulation G, with ce r ta in  ex c ep t io n s ,  are  void.

Question: Can a r eg is t ran t  eve r  de- reg is te r?

Answer: Yes. If a reg is t ran t  during a period of s ix  c a le n d a r  months has  ne i ther  ex tended,  arranged 

for, or had ou ts tand ing  any c red i t  secu red  d i rec t ly  or indi rectly ,  in whole or in part ,  by margin 

s e c u r i t i e s ,  appl ica t ion  for de - reg is t ra t ion  may be made on F. R. Form G-2 through the Regulations  

Department of the  Federal Reserve Bank of D a l l a s .




