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

OF DALLAS

DALLAS, TE X A S  7 5 2 2 2

February  27,  1985

C i r c u l a r  85-28

TO: The Chie f  Execu t ive  O f f i c e r  o f  a l l
member banks and o t h e r s  concerned  in 
t h e  E leven th  Federal  Reserve D i s t r i c t

SUBJECT 

R egulation T — Credit by Brokers and D ea lers ,
request  fo r  p u blic  comment

DETAILS

The Board o f  Governors o f  t h e  Federal  Reserve System has i s s u e d  f o r  
p u b l i c  comment a p roposa l  t h a t  would change the  i n i t i a l  margin r eq u i rem en ts  
f o r  the  w r i t i n g  o f  o p t i o n s  on e q u i t y  s e c u r i t i e s .  The proposed amendment would 
r e q u i r e  an i n i t i a l  margin t h a t  i s  i d e n t i c a l  to  the  maintenance margin r e q u i r e d  
by th e  n a t i o n a l  s e c u r i t i e s  exchanges o r  a s s o c i a t i o n s  under  r u l e s  t h a t  have 
been approved by th e  S e c u r i t i e s  and Exchange Commission. Complete d e t a i l s  a re  
p r ov ided  wi th  t h i s  c i r c u l a r .

Comments should be ad d res sed  to  Mr. Wil l iam W. Wi les ,  S e c r e t a r y ,
Board o f  Governors o f  the  Federal  Reserve System,  Washington,  D. C . ,  20551.
All cor re sp onden ce  shou ld  r e f e r  to  Docket No. R-0538,  and must be r e c e i v e d  by 
March 15, 1985.

ATTACHMENTS

The Bo ard ' s  p r e s s  r e l e a s e  and th e  n o t i c e  as pu b l i sh e d  in th e  Federal  
R e g i s t e r  a r e  a t t a c h e d .

MORE INFORMATION

For f u r t h e r  i n f o r m a t i o n ,  p l e a s e  c o n t a c t  t h i s  Bank' s  Legal Department 
a t  (214) 651-6228.

S i n c e r e l y  y o u r s ,

WILLIAM H. WALLACE
FIRST VICE P R E S ID E N T

For additional copies of any circular please contact the Public Affairs Department at (214) 651-6289. Banks and others are 
encouraged to use the following incoming WATS numbers in contacting this Bank (800) 442-7140 (intrastate) and (800) 
527-9200 (Interstate).
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For Immediate R e l ea s e  February  6 ,  1985

The Federal  Reserve  Board toda y  proposed f o r  comment an amend­

ment t o  R e g u l a t i o n  T ( C r e d i t  by Brokers  and D e a le r s )  t h a t  would change 

t h e  i n i t i a l  margin r eq u i re m en ts  f o r  t h e  w r i t i n g  of  o p t i o n s  on e q u i t y  

s e c u r i t i e s .

Comment i s  r e q u e s te d  by March 15,  1985.

The Board p r e s e n t l y  s p e c i f i e s  t h e  margin requ i rem ent  f o r  t h e  

w r i t i n g  of  o p t i o n s  on e q u i t y  s e c u r i t i e s  a t  30 p e r c e n t  o f  t h e  va lue of  t h e  

u n d e r l y i n g  s e c u r i t i e s  p lus  any u n r e a l i z e d  l o s s  o r  minus any u n r e a l i z e d  g a i n .  

The proposed  amendment would r e q u i r e  an i n i t i a l  margin t h a t  i s  i d e n t i c a l  t o  

t h e  main tenance  margin r e q u i r e d  by t h e  n a t i o n a l  s e c u r i t i e s  exchanges or  

a s s o c i a t i o n s  under  r u l e s  t h a t  have been approved by t h e  S e c u r i t i e s  and 

Exchange Commission.  The proposal  i s  c o n s i s t e n t  wi th  t h e  B oa rd ' s  e x i s t i n g  

p o l i c y  o f  r e q u i r i n g  i n i t i a l  margin d e p o s i t s  f o r  t h e  w r i t i n g  of  o t h e r  types  

of  op t io n  c o n t r a c t s  - -  such as o p t i o n s  on government s e c u r i t i e s ,  c e r t i f i ­

c a t e s  of  d e p o s i t s ,  and s tock  indexes  - -  which a r e  t h e  same as t h e  exchanges '  

maintenance  margin r e q u i re m e n t s .

The B oa rd ' s  p roposal  responds t o  a r e q u e s t  by f i v e  s e l f - r e g u l a t o r y  

o r g a n i z a t i o n s  (American Stock Exchange,  Chicago Board Opt ions  Exchange,  New 

York Stock Exchange,  P h i l a d e l p h i a  Stock Exchange,  and t h e  P a c i f i c  Stock 

Exchange) t h a t  t h e  Board r e s t r u c t u r e  i n i t i a l  margins  t o  a l low f o r  th e  

ad op t io n  of  a premium-based uni fo rm system of  margin r eq u i re m en ts  f o r  a l l  

ty p e s  of  o p t i o n s  c o n t r a c t s .  Proposed r u l e  changes by t h e s e  exchanges t o  

implement a premium-based margin system have been f i l e d  wi th  t h e  S e c u r i t i e s  

and Exchange Commission.

The B oa rd ' s  n o t i c e  i s  a t t a c h e d .

Attachment
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Federa l  Reserve System 

Regu la t i on  T 

(12 CFR 220)

[Docket No. R-0538] 

C r e d i t  By Brokers  and Deale r s

AGENCY: Board o f  Governors of  t h e  Federa l  Reserve System.

ACTION: Proposed Rule .

SUMMARY: The Board i s  p ropos ing  t o  amend Regul a t ion  T (12 CFR 220,  C r e d i t  By

Brokers  and D e a l e r s )  in o r d e r  t o  co n t in u e  th e  B oar d ' s  p r e s e n t  p o l i c y  of  

r e q u i r i n g  an i n i t i a l  margin f o r  th e  w r i t i n g  of  o p t i o n s  t h a t  i s  i d e n t i c a l  t o  

t h e  maintenance margin r e q u i r e d  by exchange or  a s s o c i a t i o n  r u l e s  t h a t  have 

been approved by t h e  S e c u r i t i e s  and Exchange Commission ("SEC").  The amend­

ment would s t a t e  t h a t  t h e  i n i t i a l  margin s h a l l  be th e  amount s p e c i f i e d  by the  

r u l e s  o f  th e  n a t i o n a l  s e c u r i t i e s  exchanges  o r  a s s o c i a t i o n  a u t h o r i z e d  t o  t r a d e  

t h e  op t i on  i f  th e  SEC has approved th e  r u l e s .

DATE: Comments shou ld  be r e c e iv e d  on o r  be fo re  March 15,  1985.

ADDRESS: Comments, shou ld  r e f e r  t o  Docket No. R-0538,  and may be mai led  t o

Mr. Wil l iam W. Wi les ,  S e c r e t a r y ,  Board o f  Governors o f  t h e  Federal  Reserve 

System,  20th S t r e e t  and C o n s t i t u t i o n  Avenue, N.W., Washington,  D.C. 20551 or  

d e l i v e r e d  t o  t h e  C S t r e e t  En t rance between 8:45 a.m.  and 5:15  p.m.

FOR FURTHER INFORMATION CONTACT: Laura Homer, S e c u r i t i e s  C r e d i t  O f f i c e r ,

D iv i s io n  o f  Banking S up er v i s io n  and R e g u l a t i o n ,  (202) 452-2781,  o r ,  f o r  t h e

economic a n a l y s i s ,  Carolyn Davis ,  Economist ,  D iv i s io n  o f  Research and S t a t i s t i c s

(202)452-3633.
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SUPPLEMENTARY INFORMATION:

Approval o f  r u l e  changes by t h e  SEC f o r  a new marg in ing  system f o r  

a l l  o p t i o n s  i s  being sought  by t h e  New York Stock Exchange,  American Stock 

Exchange,  Chicago Board Options  Exchange,  P a c i f i c  Stock Exchange and P h i l a d e l ­

phia  Stock Exchange.  The proposed system would use a formula a p p l i c a b l e  t o  

a l l  c u r r e n t  and f u t u r e  o p t i o n s  and w i l l  be composed of  th e  premium p lu s  a 

pe r ce n ta ge  of  t h e  c u r r e n t  market  value of t h e  un de r l y in g  i n s t r u m e n t  minus th e  

amount th e  op t io n  i s  o u t - o f - t h e - m o n e y .  A minimum amount w i l l  be e s t a b l i s h e d  

under th e  proposed system f o r  each o p t i o n .  Both th e  p e r ce n ta ge  of  t h e  un der ­

ly i n g  in s t r u m e n t  and t h e  minimum amount have been e s t a b l i s h e d  f o r  t h o s e  

o p t i o n s  now in e x i s t e n c e .  They a r e  based upon a n n u a l i z e d  v o l a t i l i t y  s t u d i e s  

and r e f l e c t  t h e  r i s k s  invo lved  f o r  the  b roke r  of adv ers e  p r i c e  movements over  

a pe r io d  of  t i m e .  The B oar d ' s  p r e s e n t  margin re qu i re me nt  f o r  t h e  w r i t i n g  of  

an uncovered op t io n  on a s i n g l e  s to ck  i s  30 p e r c e n t  o f  t h e  c u r r e n t  market  

value o f  th e  un d e r l y in g  s e c u r i t y  p lus  any u n r e a l i z e d  l o s s  o r  minus any un­

r e a l i z e d  g a i n .  Margin re qu i re m en ts  f o r  o t h e r  ty p e s  of  o p t i o n s  p r e s e n t l y  

fo l low t h e  main tenance r eq u i re m en ts  of  th e  exchange t r a d i n g  the  o p t i o n .  I f  

t h i s  proposed change i s  adopted by the  Board,  and th e  SEC approves  the  s e l f -  

r e g u l a t o r y  o r g a n i z a t i o n s '  r u l e  changes ,  a l l  i n i t i a l  margin r eq u i re m en t s  fo r  

the  w r i t i n g  of  o p t i o n s  w i l l  be a t  th e  same le ve l  as  t h e  main tenance  s t a n d a rd s  

e s t a b l i s h e d  by th e  exchanges  and approved by th e  SEC.

INITIAL REGULATORY FLEXIBILITY ANALYSIS:

The change proposed by t h i s  a c t i o n  would reduce some a d m i n i s t r a t i v e  

and r e g u l a t o r y  burdens faced  by th e  b rokerage community.  The Board c e r t i f i e s  

f o r  purposes  of 5 U.S.C.  § 6 0 5 ( b ) ,  t h e r e f o r e ,  t h a t  th e  proposed amendment t o  

Re gula t ion  T i s  no t  exp ec ted  t o  have any adverse  impact  on a s u b s t a n t i a l  

number of small  b u s i n e s s e s .
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L i s t  o f  S u b j e c t s  in 12 CFR P a r t  220

Banks,  Banking,  Bor rowers ,  B ro k e r s ,  C r e d i t ,  Federa l  Reserve System, 

Margin,  Margin Requi rements ,  I n v e s tm e n ts ,  S e c u r i t i e s .

A cc ord in g l y ,  p u r s u a n t  t o  s e c t i o n s  7 and 23 o f  th e  S e c u r i t i e s  Exchange 

Act of  1934,  as amended (15 U.S.C.  §§ 78g and 78w) t h e  Board proposes  t o  

amend Regu la t i on  T (12 CFR 220) as  f o l l o w s :

1.  Sec t ion  220.5 would be amended by r e v i s i n g  paragraph  (c)  t o  read 

as f o l l o w s :

SECTION 220.5 - -  Margin Account Except ions  and Spec ial  P r o v i s i o n s  

★  ★  ★  ★  ★

( c)  * * *

(2) Margin f o r  o p t i o n s  on e q u i t y  s e c u r i t i e s . The r e q u i r e d  margin 

f o r  each t r a n s a c t i o n  i n v o l v in g  any s h o r t  put  or  s h o r t  c a l l  on an e q u i t y  

s e c u r i t y  s h a l l  be t h e  amount s e t  f o r t h  in s e c t i o n  220.18 ( th e  Supplement) .

2 .  S ec t ion  220.18 would be amended by r e v i s i n g  paragraph  (c)  as

f o l 1ows:

SECTION 220.18 - -  Supplement:  Margin Requirements

(c)  Shor t  put  or  s h o r t  c a l l  on an e q u i t y  s e c u r i t y . The amount 

s p e c i f i e d  by th e  r u l e s  of the  n a t i o n a l  s e c u r i t i e s  exchange o r  a s s o c i a t i o n  

a u t h o r i z e d  t o  t r a d e  th e  o p t i o n ,  p rov ided t h a t  a l l  such r u l e s  have been approved 

or  amended by th e  SEC.



By o r d e r  o f  th e  Board o f  Governors of  the  Federal  Reserve System,

February 6 ,  1985
(signed) William W. Wiles

Will iam W. Wiles 
S e c r e t a r y  of th e  Board




