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Proposed Change in Regulation U
To All BanTcs, Members of National Securities Exchanges,

and Others Interested, in the Second Federal Reserve District:

Printed below is an excerpt from the Federal Register of February 8, containing the text of a 
proposed change in Regulation U, as amended effective March 11, 1968, of the Board of Governors 
of the Federal Reserve System. The amended regulation, which governs the use of credit by banks 
for the purpose of purchasing or carrying stocks registered on a national securities exchange, was 
sent to you with our Circular No. 6115, dated February 9, 1968.

The proposed change would exempt from margin requirements loans made by banks to dealers 
to finance their market-making activities in convertible securities. If adopted, the exemption would 
become available not later than March 11. Dealers who wish to be eligible for the exemption should 
begin now to file registration statements on Federal Reserve Form U-3, copies of which are available 
from our Bank Examinations Department.

Comments on the proposed 
Board of Governors through our 
will be furnished upon request.

FEDERAL RESERVE SYSTEM
[1 2  CFR Part 221 ]

[Reg. U]

LOANS BY BANKS FOR THE PUR
POSE OF PURCHASING OR CAR 
RY IN G  REGISTERED STOCKS

Creditor W ho M akes a Market in 
Convertible Securities

The Board of Governors is consider
ing amending § 221.2 by adding a new 
paragraph (Z) as follows:
§ 221.2 Exceptions to general rule.

Notwithstanding the provisions of 
§ 221.1, a bank may extend and may 
maintain any credit for the purpose 
specified in § 221.1, without regard to the 
limitations prescribed therein, if the 
credit comes within any of the following 
descriptions:

* * * * *
(Z) (1) Any credit extended, against 

collateral described below, to a creditor1 
subject to Part 220 of this chapter (Reg
ulation T) who holds himself out to the 
public as making a continuous market in 
any security convertible with or without 
consideration into a stock registered on 
a national securities exchange, or carry
ing any warrant or right to subscribe to 
or purchase such stock, or any such war
rant or right (such security is referred 
to herein as a “convertible security” ). 
To be eligible for this exception the 
creditor must register with the Board of 
Governors by filing a registration state
ment on Federal Reserve Form U-3 with 
the Federal Reserve Bank of the district 
in which his principal office is located, 
specifying the securities in which he is 
prepared to make a market, which regis-

i As defined in § 220.2(b) of Part 220 (Reg
ulation T ) .

change should be submitted by 
Bank Examinations Department.

tration shall not be effective until ap
proved by the Board of Governors. The 
collateral as to which credit may be so 
extended shall consist only of convert
ible securities in respect to which the 
creditor is so registered. A creditor who 
ceases to make a market in any or all of 
the securities for which he is registered, 
or intends to make a market in convert
ible securities other than those in which 
he is currently so registered, shall amend 
his registration by promptly notifying 
the Federal Reserve Bank of the district 
in which his principal office is located. 
Any such amendment will be effective 
immediately on receipt.

(2) Every creditor shall file such 
weekly and other reports with respect 
to his market making activities as the 
Board of Governors may prescribe. If a 
creditor fails to file any such periodic 
report, the Board of Governors may 
summarily suspend his registration 
pending final determination of termina
tion proceedings, which shall be insti
tuted concurrently.

(3) Any registration of a creditor may 
be terminated or restricted by action of 
the Board of Governors, after notice and 
opportunity for a hearing, when, in the 
judgment of the Board, the creditor is 
not making a market in all or part of the 
securities as to which he is so registered. 
In making such determination, the 
Board of Governors may consider such 
criteria as the capital adequacy of the 
creditor, the relative frequency of trans
actions (both purchases and sales) in 
issues in which the creditor has repre
sented to the Board that he makes mar
kets, the relative prices at which trans
actions were executed on average and 
the volume of such transactions in re
lation to trading positions and allocated 
capital. Upon termination of his regis
tration by the Board, as provided herein, 
a creditor may not file a new registration

•larch 6 and may be sent to the 
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statement for a period of six months 
from the date of such action.

The proposed exception to the general 
rule is designed to avoid possible adverse 
effects on the stability of the market 
for convertible securities by reason of the 
imposition of margin requirements on 
loans collateralized by such securities. 
Broker-dealers who hold themselves out 
to the public as making a continuous 
market in such securities and hence 
might be eligible, in the event that the 
Board should deem it appropriate to 
adopt such an exception, should im
mediately undertake to supply the re
ports and information required by the 
proposed subsection, in order to facilitate 
prompt approval of their registration be
fore March 11, 1968, the date by which 
additional deposits of margin would have 
to be made in respect to credit subject 
to loans affected by the new requirements 
of § 221.3 (t). Forms for this purpose are 
available at any Federal Reserve Bank.

To aid in the consideration of this 
matter by the Board, interested persons 
are invited to submit, in writing, relevant 
data, views, or arguments. Such material 
should be sent to the Secretary, Board of 
Governors of the Federal Reserve Sys
tem, Washington, D.C. 20551, to be re
ceived not later than March 6, 1968. 
Under the Board’s rules regarding avail
ability of information (12 CFR 261), such 
materials will be made available for in
spection and copying to any person upon 
request unless the person submitting the 
material requests that it be considered 
confidential.

Dated at Washington, D.C., this 1st 
day of February 1968.

By order of the Board of Governors.
[s e a l]  R o b e r t  P. F orrestal,

Assistant Secretary.
[F.R. Doc. 68-1552; Filed, Feb. 7, 19C3- 

8:45 a.m.]
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