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REGULATIONS T AND U 

Proposed Amendments

TO ALL MEMBER BANKS,
OTHER CREDITORS,

AND OTHERS CONCERNED IN THE
ELEVENTH FEDERAL RESERVE DISTRICT:

The Board of Governors of the Federal Reserve System has published 
for comment amendments to Regulation T (Credit by Brokers and Dealers) and 
Regulation U (Credit by Banks for the Purpose of Purchasing or Carrying Margin 
Stocks).

Enclosed are copies of the Board's press release dated June 18, 1981, 
and the material submitted for publication in the Federal Register. Interested 
persons are invited to submit comments to the Secretary, Board of Governors of 
the Federal Reserve System, Washington, D.C. 20551, to be received no later 
than September 15, 1981. When submitting comments, please refer to Docket 
No. R-0362.

Any questions concerning the proposed amendments should be directed 
to this Bank’s Legal Department, Ext. 6662.

Sincerely yours,

William H. Wallace
First Vice President

Enclosure

Banks and others are en cou raged  to use the fo llow ing incom ing W A T S  num bers in co nta c tin g  this Bank: 

1-800-442-7140 (in trastate) and 1-800-527-9200 (interstate). For ca lls  p laced locally, p lease  use 651 plus the  

extension referred to above.
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For immediate release June 18, 1981

The Federal Reserve Board today proposed for comment amendments to 

two of its regulations concerning margin requirements.

The Board requested comment by September 15, 1981.

The proposed amendments to Regulation T (Credit by Brokers and 

Dealers) and Regulation U (Credit by Banks for the Purpose of Purchasing 

or Carrying Margin Stocks) are the first steps in a review by the Board of 

its margin regulations. The review is intended to simplify and modernize 

all Federal Reserve margin regulations. This review is part of the Board's 

Regulatory Improvement Project established in 1978 in which the Board is 

examining all of its regulations to simplify them and reduce the burden of 

regulatory compliance wherever possible.

In its first group of proposed amendments to its margin regulations, 

the 3oard proposed, for Regulation T, to

1. Eliminate "equity building" devices; consolidate bond 
accounts with the General Account, and require in certain 
circumstances, an off-setting adjustment to any highly 
leveraged General Account by transfers from the customer's 

Special Miscellaneous Account.

2. Relax the restriction on the arranging of credit by customers 
by investment bankers to permit investment banking services 
that may be otherwise prohibited.

For Regulation U, the Board proposed to change the collateral test

so as to exempt from quantitative limitation all bank credit not secured by

margin equity securities. At the present time a purpose loan that is

collateralized by any stock is subject to the margin regulation.

The Board's notice of its proposals is attached.

Attachment



T i t l e  12 - Banks and Banking 

CHAPTER II - FEDERAL RESERVE SYSTEM 

SUBCHAPTER A — BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

[Docket No. R - 0362]

Part 220 — Credit  By Brokers and Dealers 

Part  221 — Credit  By Banks For the  Purpose of 

Purchasing or  Carrying Margin Stocks

AGENCY: Board of  Governors of  the  Federal Reserve System.

ACTION: Proposed Amendments.

SUMMARY: After  a comprehensive review of the margin r e g u la t io n s ,  th e  Board
has decided to  proceed with a major s im p l i f i c a t io n  through a s e r i e s  of 
amendments to  the  r egu la t ions .  In the  f i r s t  group of amendments the follow 
ing changes a re  proposed fo r  Regulat ion T:

1. Eliminate the  "equity bu i ld ing"  devices ;  
conso l ida te  the  bond accounts with the  
General Account; and require  an o f f s e t t i n g  
adjustment to  any highly leveraged General 
Account from the  Special Miscel laneous 
Account

2. Relax the  r e s t r i c t i o n  on the arranging of c r e d i t  
by investment bankers.

In Regulat ion U the Board proposes to  change the  c o l l a t e r a l  t e s t  
so as to  exempt from q u a n t i t a t i v e  l im i ta t io n  a l l  bank c r e d i t  not secured 
by margin equity s e c u r i t i e s .

DATE: Comments should be received on or before September 15, 1981.

ADDRESS: Comments, which should r e f e r  to  Docket No. R-0362, may be mailed
to  the  Secre ta ry ,  Board of Governors of the  Federal Reserve System, 20th 
S t re e t  and Cons t i tu t ion  Avenue, N.W., Washington, D.C. 20551 or  del ivered  
to Room B-2223 between 8:45 a.m and 5:15 p.m. Comments received may also  
be inspected  a t  Room B-1122 between 8:45 a.m. and 5:15 p.m, except as 
provided in sec t ion  261.6(a)  of the  Board's Rule Regarding A v a i l a b i l i ty  
of Information (12 CFR § 261 .6(a) ) .

FOR FURTHER INFORMATION CONTACT: Laura Homer, S e c u r i t i e s  Cred it  O f f ice r ,
Division of  Banking Supervision and Regulat ion,  Board of Governors of the 
Federal Reserve System, Washington, D.C. 20551 (202) 452-2786) or  Mindy R. 
Silverman or  James N. McNeil, Federal Reserve Bank of New York 
(212) 791-5000.
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SUPPLEMENTARY INFORMATION:

The Board proposes to  amend c e r t a in  pa r t s  of Regulat ions T and U 
(12 CFR 220 and 221) in the  f i r s t  phase of the regula tory  s im p l i f i c a t io n  of 
the margin ru le s .  The changes in Regulation T wi l l  e l im ina te  the so -ca l led  
"equity building"  devices by (a) d e le t ing  the  r e ten t ion  requirement and 
permit t ing withdrawals from t r a n sa c t io n s  equal to  the  cur ren t  maximum loan 
value of s e c u r i t i e s  in the  account and (b) e l im ina t ing  the suspension of 
the  same-day su b s t i t u t i o n  p r iv i l e g e  in " s u p e r - r e s t r i c t e d "  accounts .  I t  
i s  the  Board's in ten t io n  to  e f f e c t  the same r e s u l t s  in Regulations U and G 
i f  these  "equity bui ld ing"  devices are el iminated from Regulat ion T. The 
conso l ida t ion  of Accounts wil l  s impli fy  Regulation T and permit customers 
g r e a te r  f l e x i b i l i t y  in changing th e  makeup of t h e i r  p o r t f o l i o s .

The Board has long been concerned with the  ex is tence  of large 
c r e d i t  balances in Special Miscel laneous Accounts of customers with highly-  
leveraged General Accounts. The proposed changes to  e l imina te  "equity 
building"  devices and the  conso l ida t ion  of the  Special Bond Account 
and the  Special Convert ible Debt Secur i ty  Account in to  the General Account 
could r e su l t  in an even g re a te r  increase  in c r e d i t  balances in the  Special 
Miscel laneous Account. Accordingly,  a provision i s  a l so  being added to 
requ ire  t r a n s f e r s  from th e  Special Miscel laneous Account whenever the 
customer 's  equity in the  General Account f a l l s  below 25 percen t .  This 
proposed change would not require  th a t  the  customer be ca l led  to  deposi t  
addi t ional  cash or s e c u r i t i e s  with the  broker;  i t  would require  only the 
draining of Special Miscel laneous Account balances in to  the  General Account 
when the  General Account equity f e l l  below 25 percent .

In publishing the  SMA adjustment proposal f o r  comment, the  Board 
expressed concern t h a t  i t  might have l i t t l e  or  no e f f e c t  s ince th e re  may be 
a l t e r n a t e  ways to  preserve buying power fo r  customers'  accounts without  the 
use of the Special Miscellaneous Account. In p a r t i c u l a r ,  i t  has been sug­
gested t h a t  the  goal of the  Board's proposal could be circumvented by da i ly  
payment to  the  customer or the customer 's  cash account of an amount rep re ­
senting the  excess loan value in the customer 's  General Account. Commenters 
are s p e c i f i c a l l y  inv i ted  to  comment as t o  whether t h i s  i s  l i k e ly  to  occur and, 
i f  so, what the e f f e c t s  would be. Commenters are al so  asked to  address the 
quest ion as t o  whether th e r e  are a l t e r n a t i v e  ways of address ing the Board's 
concern with respect  to large c r e d i t  balances in Special Miscel laneous 
Accounts of highly leveraged customers. I f  so,  could these  a l t e r n a t i v e  
methods be e f fec ted  with l e s s  cos t  than the  method proposed by the Board? 
Estimated cos t  p ro jec t ions  associa ted  with implementing the SMA adjustment 
fea tu re  of the  Board's proposal are also  requested.

Section 220.7(a)  which r e s t r i c t s  a broker or dea le r  in a r rang ­
ing c r e d i t  wi l l  be relaxed to  permit investment banking se rv ices  which 
involve arranging c r e d i t .  Arranging c r e d i t  which the  broker or  dea ler  
cannot i t s e l f  extend would continue to be prohib i ted  in other  circumstances.

The c o l l a t e r a l  t e s t  in Regulat ion U wil l  be changed so th a t  only 
purpose loans secured by any margin stock will  be subject  to  the  margin 
r e s t r i c t i o n s  and only loans secured by margin stock wil l  requ ire  the 
execution of a Form U-l.
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Accordingly,  pursuant to §§ 7 and 23 of the S e c u r i t i e s  Exchange
Act of 1934, as amended (15 U.S.C. §§ 78g, 78w), the  Board proposes to
amend Regulat ions T and U (Parts  220 and 221, re sp ec t iv e ly )  as follows:

A. Section 220,3 of Regulation T is  revised in the following manner:

1. Exis t ing paragraphs (a) and (b) are deleted  and replaced
with the  fol lowing paragraphs (a) through (e) :

(a) Contents of  general account

All f inanc ia l  r e l a t i o n s  between a customer and a c r e d i t o r ,  whether 
recorded in one record or  more than one record sha l l  be included in and be 
deemed pa r t  of the cus tomer 's  general account with the  c r e d i to r  except t h a t :

(1) r e l a t i o n s  which sec t ion  220.4 permits to  be
included in any special  account provided fo r
by the  sec t ion  may be included in the  appro­
p r i a t e  special  account; and

(2) a l l  t r an sa c t io n s  in commodities sha l l  be 
included in the  special account provided 
by sec t ion  220.4(e) .

(b) I n i t i a l  margin

Whenever a c r e d i t o r  e f f e c t s  in a general account any t r a n sa c t io n  
which, combined with o ther  t r a n sac t io n s  e f fec ted  in the  account on the  same 
day, c rea tes  or  increases an excess of the  adjusted debi t  balance of the
account over the maximum loan value of the  s e c u r i t i e s  in the account ,  the
c r e d i t o r  sha l l  ob ta in ,  as promptly as poss ib le ,  but no l a t e r  than the end
of seven fu l l  business days fol lowing the  date of such t r a n s a c t i o n ,  the
deposi t  in to  the  account of cash or s e c u r i t i e s  in such amount th a t  the 
cash deposi ted plus the loan value of the  s e c u r i t i e s  deposi ted a t  l e a s t  
equals the excess so created or the  increase  so caused.

(c) Withdrawals

A c r e d i t o r  may permit the  withdrawal of cash or s e c u r i t i e s  from a 
general account unless :

(1) cash or s e c u r i t i e s  are required to  be deposited
in connection with a t r a n sa c t io n  on the current
or a previous day, or

(2) such withdrawal would, combined with o ther  t r a n s ­
ac t io n s ,  deposi t s  and withdrawals on the same day, 
c rea te  or increase  an excess of the  adjusted deb i t  
balance over the  maximum loan value of the account .

(d) Minimum Level Adjustment

Whenever the  adjusted debi t  balance of the  account exceeds 150% 
of the maximum loan value of the account ,  a f t e r  t r e a t i n g  a l l  c a l l s  for
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margin issued under sec t ion  220.3(b)  as i f  they had been s a t i s f i e d ,  the 
c r e d i t o r  sha l l  t r a n s f e r  from the  Special Miscel laneous Account to  the 
General Account c r e d i t  balances s u f f i c i e n t  to  decrease the  adjus ted  deb i t  
balance of the  account to  150% of the  maximum loan value of the account or 
exhaust the c r e d i t  balance of the  Special Miscel laneous Account, whichever 
occurs f i r s t .

(e) Modificat ions and exceptions

Modificat ions of and exceptions to the provis ions s ta te d  in t h i s  
sec t ion  are provided in the  subsequent paragraphs of  t h i s  sec t ion  and in 
sec t ion  220.6.

2. Exist ing paragraphs (c) through ( i ) are redesignated as new 
paragraphs (f)  through (1) .

3. References throughout sec t ion  220.3 to  the  special  conver t ib le  
se c u r i ty  account and the  special  bond account are de le ted .

4. Subparagraph (2) of ex i s t in g  paragraph (c) i s  revised to 
read as fol lows:

( f  ) * * * * *

(2) The maximum loan value of a s e c u r i ty  in a general account 
sha l l  be such maximum loan value as the  Board sha l l  p re sc r ib e  from time to 
time in sec t ion  220.8 ( the supplement to  Regulation T). No c o l l a t e r a l  
o the r  than an exempted s e cu r i ty  or  a margin s e cu r i ty  sha l l  have any loan 
value in a general account.

5. Exis t ing paragraph (e) i s  revised to  read as fol lows:

(h) Liquidat ion in l i e u  of d e p o s i t . 3 /  In any case in which the 
deposi t  required by t h i s  se c t io n ,  or any port ion th e r e o f ,  i s  not obtained 
by the c r e d i t o r  within the  seven-day period spe c i f i ed  t h e r e i n ,  the c r e d i t o r  
sha l l  promptly s e l l  s e c u r i t i e s  or  e f f e c t  o ther  l iq u id a t in g  t r a n sa c t io n s  in 
the account in such amount t h a t  the  r e s u l t i n g  decrease in the  adjus ted 
deb i t  balance of such account equals or exceeds the  required depos i t  or the 
undeposi ted port ion the reo f :  Provided, t h a t  a c r e d i t o r  i s  not required to
se l l  s e c u r i t i e s  or to  e f f e c t  other  l iq u id a t in g  t r a n sa c t io n s  spec i f i ed  by 
t h i s  paragraph in an amount g rea te r  than necessary to  e l imina te  the excess 
of the adjusted deb i t  balance of such account over the  maximum loan value 
of the  s e c u r i t i e s  remaining in such account a f t e r  such l iq u id a t io n .

6. Exist ing paragraph (g) i s  revised to  read as fol lows:

3 /  This requirement r e l a t e s  to  the  ac t ion to  be taken when a customer f a i l s  
to  make the  deposi t  required by sec t ion  220.3(b) ,  and i t  i s  not intended 
to  countenance on the  par t  of customers the  p r a c t i c e  commonly known as 
" f r e e - r i d i n g , "  to  prevent  which the p r inc ipa l  na t ional  s e c u r i t i e s  exchanges 
have adopted c e r t a in  ru les .  See the ru les of such exchanges and sect ion  
220.7(e) .
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(g) Transact ions on given day (1) For the  purpose of t h i s  
s e c t io n ,  the  ques t ion of whether or  not an excess of the adjusted debit  
balance of  a general account over the  maximum loan value of the s e c u r i t i e s  
in the account is  created or  increased on a given day sha l l  be determined 
on the bas is  of a l l  the t r a n sa c t io n s  in the account on such day exc lusive  
of any depos i t  of cash,  deposi t  of s e c u r i t i e s ,  covering t r a n s a c t i o n s ,  or 
other  l iq u id a t io n  t h a t  has been e f fec te d  on such day in connection with a 
t r a n sa c t io n  on a previous day.

(2) In any case in which an excess so c rea ted ,  or  increase  so 
caused, by t r a n sa c t io n s  on a given day does not exceed $500, the c r e d i t o r  
need not obtain the  depos i t  spec i f i ed  th e r e fo r  in t h i s  se c t ion .

(3) Any t r a n sa c t io n  which serves to  meet the requirements of 
t h i s  sect ion  or  otherwise serves to  permit any o f f s e t t i n g  t r a n sa c t io n  in
an account s h a l l ,  to  t h a t  e x te n t ,  be unavai lable to  permit any other  t r a n s a c ­
t ion  in such account .

(4) For the  purposes of t h i s  par t  (Regulat ion T), i f  a secu r i ty  
has maximum loan value under of t h i s  sec t ion  in a general account a sa le
of the  same se cu r i ty  (even though not the  same c e r t i f i c a t e )  in such account 
sha l l  be deemed to  be a long s a l e  and sha l l  not be deemed to  be or  t r e a t e d  
as a shor t  s a le .

7. References to ex i s t in g  s p e c i f i c  paragraph numbers throughout 
t h i s  Part  wil l  be changed to  conform to  these  rev i s io n s .

B. Section 220.7(a)  of Regulat ion T i s  revised to  read as fo l low s:

(a) - Arranging for  loans by o t h e r s . A c r e d i t o r  may not arrange 
fo r  the  extension or maintenance of c r e d i t  to or  fo r  any customer by any 
person upon terms and condit ions o ther  than those  upon which the  c r e d i to r  
may himself extend or maintain under the  provisions of t h i s  P a r t ,  except 
t h a t  t h i s  l im i ta t io n  sha l l  not apply to  c r e d i t  arranged for  a customer 
which does not v io l a t e  Par ts  207 and 221 of t h i s  Chapter and r e s u l t s  so le ly  
from:

(1) such investment banking s e rv i c e s ,  provided by the 
c r e d i t o r  to  the  customer, as underwrit ings,  p r iva te  
placements,  and advice and o ther  se rv ices  in connec­
t ion  with exchange o f f e r s ,  mergers and a c q u i s i t io n s ,  
except fo r  underwrit ings t h a t  involve the  public  d i s ­
t r i b u t i o n  of an equity s e cu r i ty  with ins ta l lm en t  or 
o ther  deferred payment p rovis ions ;  or

(2) the  sa le  of non-margin s e c u r i t i e s  with i n s t a l l ­
ment or o ther  deferred payment provisions i f  the 
sa le  is  exempted from the  r e g i s t r a t i o n  r eq u i re ­
ments of the  S ecu r i t i e s  Act of 1933 under sec t ion  
4(2) or  sect ion  4(6) of the  Act (15 U.S.C. §§ 77(d)(2) 
and (6)) .
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C. Par t  221, Credit  by Banks fo r  the  Purpose of Purchasing or  Carrying 
Margin Stocks,  would be amended as fo l low s :

1. All references to  "stock" throughout Regulation U (when the  
term r e fe r s  to  c o l l a t e r a l  and i s  not pa r t  of a d e f i n i t i o n )  wi l l  be changed 
to "margin s tock ."

INITIAL REGULATORY FLEXIBILITY ANALYSIS: The Board of  Governors of the
Federal Reserve System i s  request ing comment on changes to  i t s  margin regu­
l a t i o n s .  These changes are the f i r s t  par t  of a planned s e r i e s  of amendments 
intended to  s impl ify margin r eg u la t io n s ,  genera l ly ,  and to  reduce s p e c i f i c  
adm in is t ra t ive  and recordkeeping requirements imposed upon lenders by 
Regulation T (broker l end ing) ,  Regulation U (bank lend ing ) ,  and Regulat ion G 
(lending by o th e r  than brokers or  banks).

In add i t ion  to the  widespread bene f i t s  assoc ia ted  with the  s im pl i ­
f i c a t i o n ,  the  proposed changes would relax  regula to ry  treatment of individual  
and business borrowers in a number of ins tances .  For example, most of the 
changes to  Regulat ion T wil l  reduce r e s t r i c t i o n s  applied to  p o r t f o l i o  r e a l i g n ­
ment fo r  a l l  margin customers — benef i t ing  customers with small as well as 
la rge margin account holdings to  the  same degree.  Also,  the  modificat ion 
of the c r e d i t  arranging provision in Regulat ion T wi l l  permit brokers to  
provide addi t ional  investment banking se rv ices  - -  includ ing the  arranging of 
unsecured loans - -  f o r  business customers.  Competition between brokers 
wil l  be dependent upon investment banking ex p e r t i s e  and not upon f inanc ia l  
lending capaci ty - -  thereby ,  providing an oppor tunity for  small brokers to  
compete e f f e c t i v e l y  with la rge  brokers fo r  t h i s  business .  Furthermore, 
when seeking c a p i t a l ,  business firms of a l l  s i z e s  should derive  some benef i t  
from the  e f f e c t s  of augmented competi tion t h a t  wil l  r e s u l t  from increased 
d i r e c t  broker p a r t i c i p a t i o n  in investment banking a c t i v i t i e s .  F in a l ly ,  the  
amendment to  the  c o l l a t e r a l  t e s t  in Regulat ion U wil l  al low nonmargin stock 
( t y p ic a l l y ,  stock issued by small or  p r iv a te ly -h e ld  corpora t ions)  to  be 
used as c o l l a t e r a l  fo r  bank loans without ,  any longer ,  a regula tory  r e q u i re ­
ment t h a t  the  borrower s t a t e  the  purpose fo r  which the  loan proceeds are 
to  be used. The e f f e c t  thereby,  would be to  exempt nonmargin equity se cu r i ty  
loans from th e  margin l im i ta t io n s  and to  reduce the overal l  report ing  burden 
imposed by the  cur ren t  regula tory  provis ions .

By order  of the  Board of Governors of the  Federal Reserve System, 
June 17, 1981.

(signed) James McAfee_________
— James McAfee 
A ss i s tan t  Secretary of  the Board

[SEAL]




