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PROPOSED AMENDMENTS TO REGULATIONS G, T, AND U 
Same-Day Substitutions

To A ll Persons Extending Securities Credit 
in the Second Federal Reserve District:

Following is the text of a statement issued April 28 by the Board of Governors of the Federal Reserve System:

The Board of Governors of the Federal Reserve System today proposed a technical change in its margin reg
ulations that would improve the quality of stock market credit. The proposed change would strengthen the 
equity position of low-margin accounts whenever offsetting sales and purchases of stock collateral are made on 
the same day. Comment on the proposal should be submitted to the Board by June 2.

The proposal, which would affect about 7 per cent of all margin customers, would end use of the so-called 
“same-day substitution” rule in accounts with an equity status of less than 40 per cent. The present same-day 
substitution rule would continue to apply in accounts with an equity status of 40 per cent or more.

Under the “same-day substitution” rule, customers with accounts below the initial margin requirement are 
presently permitted to substitute one security for another in their accounts through offsetting purchases and sales 
made on the same day. Presently no margin customer is required to put up any additional margin unless he buys 
more securities than he sells on that day. This practice makes it possible for customers with undermargined ac
counts to continue trading for extended periods of time without putting up additional equity.

Federal Reserve margin requirements establish the minimum down payment that must be made to pur
chase margin securities. Under the present 55 per cent requirement, a purchaser must pay 55 per cent of the 
price of a security and may obtain credit for the remaining 45 per cent.

Today’s proposal would amend the Board’s regulations governing extensions of credit by brokers and dealers 
(Regulation T) and loans by banks and other lenders (Regulations U and G, respectively) for the purpose of pur
chasing or carrying stocks registered on a national exchange or named in the Board’s over-the-counter margin 
list.

The technical change proposed today will improve the quality of stock market credit and is in accord with 
the Board’s legal responsibility to prevent the excessive use of credit to purchase or carry securities.

Printed on the following pages is an excerpt from the Federal Register of May 6, containing the text of the pro
posed amendments. Comments thereon should be submitted by June 2 and may be sent to our Regulations and Bank 
Analysis Department.

ALFRED HAYES,
President.
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FEDERAL RESERVE SYSTEM
E 12 CFR Parts 207 , 220, 221 1

[Regs. Q, T, and U]

SECURITIES CREDIT TRANSACTIONS 

Same-Day Substitutions
The Board of Governors proposes to 

amend Parts 207, 220, and 221 in order 
to require the deposit of additional mar
gin in connection with purchases and 
sales of securities executed on the same 
day, in margin accounts whose net equity 
status is less than a percentage to be 
determined by the Board and published 
in the Supplements to the regulations.

la. Section 207.1 (j) C2) of Part 207, 
Securities Credit by Persons other than 
Banks, Brokers, or Dealers, would be 
amended as set forth below:
§ 2 0 7 .1  G enera l ru le .

* * * * *
(j) W ithdraw als and substitu tions of 

collateral. * * *
(2) Sam e-day substitu tion  of co lla t

eral. Except as prohibited by [ 207.4(a) 
(2) in the case of a credit in which the 
equity ratio is equal to or exceeds the 
minimum equity ratio as prescribed in 
§ 207.5 (the supplement to the regula
tion) a lender may permit a substitution’ 
of margin securities effected by a pur
chase and sale on orders executed within 
the same day: Provided, That (i) if the 
proceeds of the sale exceed the total cost 
of the purchase, the credit is reduced by 
at least an amount equal to the retention 
requirement in respect to the sale less 
the retention requirement in respect to 
the purchase, or (ii) if the total cost of 
the purchase exceeds the proceeds of the 
sale, the credit may be increased by an 
amount no greater than the maximum 
loan value of the securities purchased 
less the maximum loan value of the secu
rities sold. If the maximum loan value of 
the collateral securing the credit has be
come less than the amount of the credit, 
the amount of the credit may nonetheless 
be increased if there is provided addi
tional collateral having maximum loan 
value at least equal to the amount of in
crease, or the credit is extended pursuant 
to 5 207.4(a).

b. Paragraph (k) of § 207.2 would be 
added as set forth below:
§ 2 0 7 .2  D efin itio n s.

»  *  *  *  *

(k) The term equity ratio means the 
fraction stated as a percentage in which 
the denominator is the current market 
value of the collateral having loan value 
in respect of the credit and the numera
tor is  such current market value minus 
the amount of the credit currently owing.

c. Paragraph (f) of § 207.5 would be 
added as set forth below:
§ 2 0 7 .5  S u p p lem en t.

• • • • •
(f) Minimum equity ratio. The mini

mum equity ratio of a credit subject to 
S 207.1 is 40 percent.

2a. Paragraph (i) of § 220.2 of Part 
220, Credit by Brokers and Dealers, would 
be added as set forth below:
§ 220.2 D efin itio n s.

* * * » •
(i) The term “equity ratio” means the 

fraction (stated as a percentage) in 
which the denominator is the current 
market value of the collateral having 
loan value in the customer’s general ac
count or special convertible security ac
count and the numerator is the total of
(1) such current market value, minus
(2) the adjusted debit balance of such 
account, plus (3) the credit balance in 
any special miscellaneous account of the 
customer pursuant to section 220.4(f) (6) 
into which account are entered dividends 
and amounts withdrawn from the gen
eral account pursuant to section 
220.3(b) (2).

* * * * *
b. Section 220.3 (b), (d)(1), and (g) 

would be amended as set forth below:
§ 220.3 G enera l accoun t.

* * * * *
(b) General rule. (1) (i) If the equity 

ratio in a general account, or special con
vertible security account, is less than 
the minimum equity ratio prescribed in 
§ 220.8 (the supplement to Regulation 
T ) , a creditor shall not effect in such ac
count any transaction which creates an 
excess of the adjusted debit balance of 
such account over the maximum loan 
value of the securities in such account, or 
increases any such excess, unless in con
nection therewith the creditor obtains, 
as promptly as possible and in any event 
before the expiration of 5 full business 
days following the date of such transac
tion, the deposit into such account of 
cash or securities in such amount that 
the cash deposited plus the loan value of 
the securities deposited equals or ex
ceeds the excess so created or the in
crease so caused, but in no event need the 
deposit exceed the amount required to 
make the equity ratio in such account 
equal to the minimum equity ratio so pre
scribed. The required deposit may be re
duced by the amount of cash or securi
ties which otherwise could be withdrawn 
pursuant to the provisions of subpara
graph (2) of this paragraph in connec
tion with any other transactions in the 
account on the same day.

(ii) If the equity ratio in a general 
account or special convertible security 
account is equal to or more than the 
minimum equity ratio prescribed in 
§ 220.8 (the supplement to Regulation 
T ), or if the account is a special bond 
account subject to § 220.4(i), a creditor 
shall not effect for or with any customer 
in such account any transaction which, 
in combination with the other transac
tions effected in such account on the 
same day, creates an excess of the ad
justed debit balance of such account over 
the maximum loan value of the securities 
in such account, or increases any such 
excess, unless in connection therewith 
the creditor obtains, as promptly as pos
sible and in any event before the ex

piration of 5 full business days following 
the date of such transaction, the deposit 
into such account of cash or securities 
in such amount that the cash deposited 
plus the loan value of the securities de
posited equals or exceeds the excess so 
created or the increased so caused.

* * * * *
(d) A djusted deb it balance. For the 

purpose of this part, the adjusted debit 
balance of a general account, special 
bond account subject to § 220.4(i), or 
special convertible security account shall 
be calculated by taking the sum of the 
following items:

(1) the net debit balance, if any, of 
such account (after the charging of all 
withdrawals, including withdrawals to 
the special miscellaneous account pur
suant to § 220.4(f)(6));

* * * * *
(g) Transactions on given day. (1) 

The required deposit, under paragraph 
(b)(1) (i) of this section, in a gen
eral account or special convertible debt 
security account, in connection with 
transactions on a given day, shall be 
equal to the amount by which the maxi
mum loan value of any securities pur
chased in such account is less than the 
retention requirement of any securities 
sold for such account on such day. Such 
computation may be made at the close 
of trading on such day and shall be 
made exclusive of any deposit of cash, 
deposit of securities, covering transac
tions or other liquidation that has been 
effected on such day, pursuant to the 
requirements of paragraph (b) or (e) of 
this section, in connection with a trans
action on a previous day.

(2) For the purposes of paragraphs
(b) (1) (ii) and (2) of this section, the 
question of whether or not an excess of 
the adjusted debit balance of a general 
account, special bond account, or spe
cial convertible security account over the 
maximum loan value of the securities in 
such account is created or increased on 
a given day shall be determined on the 
basis of all the transactions in the ac
count on such day exclusive of any de
posit of cash, deposit of securities, cov
ering transactions, or other liquidation 
that has been effected on such day, pur
suant to the requirements of paragraph
(b) or (e) of this section, in connection 
with a transaction on a previous day.

(3) In any case in which an excess 
so created, or increase so caused, by 
transactions on a given day does not ex
ceed $100, the creditor need not obtain 
the deposit specified therefor in para
graph (b) (1) of this section.

(4) Any transaction which serves to 
meet the requirements of paragraph (e) 
of this section or otherwise serves to per
mit any offsetting transaction in an ac
count shall, to that extent, be unavail
able to permit any other transaction in 
such account.

(5) For the purposes of this part 
(Regulation T ), if a security has maxi
mum loan value under paragraph (c) (1) 
of this section in a general account, a 
sale of the same security (even though 
not the same certificate) in such account
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shall be deemed to be a long sale and 
shall not be deemed to be or treated as 
a short sale.

* * * * *
c. A new subparagraph (6) of § 220.4 

(f) would be added as follows, and the 
present subparagraphs (6), (7), and (8) 
renumbered (7), (8), and (9) respec
tively:
§ 2 2 0 .4  Specia l accoun ts .

* * * * *
(f) Special miscellaneous account. In a 

special miscellaneous account, a creditor 
may:

* * * * *
(6) Receive from or for any customer 

or pay out or deliver to any customer 
(subject to any other applicable provi
sions of law) any dividends withdrawn 
from a general account or special con
vertible debt security account pursuant 
to § 220.6(g)(2),  any other withdrawals 
permitted to be made from such account 
pursuant to § 220.3(b) (2), and the 
amount of any deposit required pursuant 
to any rule of a national securities ex
change or national securities association 
to which the creditor is subject, or cus
tomarily required by the creditor in con
nection with the maintenance of such 
general account or special convertible 
security account.

* * * * *
d. Paragraph (i) of § 220.8 (the sup

plement to Regulation T) would be added 
as follows:
§ 2 2 0 .8  S u p p lem en t.

* * * * *
(i) M inim um  equity ratio. The mini

mum equity ratio of a general account or 
special convertible security account sub
ject to § 220.4(j) is 40 percent.

3a. Section 221.1(c) of Part 221, Credit 
by Banks for the Purpose of Purchasing 
or Carrying Margin Stock, would be 
amended as set forth below:
§ 221 .1  G enera l ru le .

# * * * *
(c) Sam e-day transactions. (1) Except 

as provided in § 221.3(r) (1), a bank may 
in the case of a credit in which the equity 
ratio is equal to or exceeds the minimum 
equity ratio as prescribed in § 221.4 (the 
supplement to the regulation) permit a 
substitution of stock whether margin or 
nonmargin, effected by a purchase and 
sale on orders executed within the same 
day: Provided, That (i) if the proceeds 
of the sale exceed the total cost of the 
purchase, the credit is reduced by at 
least an amount equal to the “retention 
requirement” with respect to the sale less 
the “retention requirement” with respect 
to the purchase, or (ii) if the total cost 
of the purchase exceeds the proceeds of 
the sale, the credit may be increased by

an amount no greater than the maximum 
loan value of the stock purchased less 
the maximum loan value of the stock 
sold. If the maximum loan value of the 
collateral securing the credit has become 
less than the amount of the credit, the 
amount of the credit may nonetheless 
be increased if there is provided addi
tional collateral having maximum loan 
value at least equal to the amount of the 
increase.

(2) For the purpose of this paragraph, 
the term equity ratio means the fraction 
(stated as a percentage) in which the 
denominator is the current market value 
of the collateral having loan value in 
respect of the credit and the numerator 
is such current market value minus the 
amount of the credit currently owing. 

* * * * *
b. Paragraph (f) of § 221.4 would be 

added as set forth below:
§ 2 2 1 .4  S u p p lem en t.

* * * * *
(f) M inim um  equity ratio. The mini

mum equity ratio of a credit subject to
§ 221.1 is 40 percent.

The purpose of the proposed change 
in Regulation T  is to limit the “same- 
day” substitution privilege to margin 
accounts whose equity status is equal 
to or greater than that which the Board 
specifies from time to time in the light 
of its statutory responsibility to prevent 
the excessive use of credit to purchase 
or carry securities. Initially this figure 
would be set at 40 percent.

Under the “same-day” substitution 
rule, brokers or dealers subject to Regu
lation T  (Part 220) are permitted to 
offset purchases and sales executed on 
a given day to determine the deposit 
which shall be required, or withdrawal 
which shall be permitted, of cash or 
securities in connection with such trans
actions. The practice of permitting same- 
day substitutions on this basis frequently 
results in low margin credit existing for 
substantial periods of time, in certain 
accounts.

Under the proposed rule, margin re
quirements will apply separately to each 
purchase, and the retention requirement 
to the proceeds of each sale, in an ac
count whose equity status is below the 
ratio specified by the Board. The broker 
or dealer will be required to compute the 
account once only, however, at the close 
of the day’s trading, as he does at 
present.

The computation will be made by 
applying the current margin requirement 
to the total cost of purchases for the day, 
and the retention requirement to the 
total proceeds of sales for such day. For 
example, under present margin require
ments of 55 percent and retention re
quirement of 30 percent, if total pur

chases are $10,000, and total sales are 
also $10,000 in an account below the 
specified minimum equity ratio a margin 
deposit of $5,500 would be required with 
respect to the purchases, and $3,000 of 
the sales proceeds (100 percent minus 
70 percent) could be credited against 
that deposit, leaving a balance due from 
the customer of $2,500 in cash (or se
curities with a current market value of 
$5,555). The additional deposit would 
never have to be more than enough to 
bring the net equity status of the account 
up to the minimum ratio specified by the 
Board, however.

In computing the equity ratio of an 
account to determine whether it meets 
the minimum equity ratio test, the 
amount which has been withdrawn and 
credited to a special miscellaneous ac
count under § 220.4(f) (6) would be 
treated as if it had not been withdrawn 
from the general account or special con
vertible debt security account.

Clarifying changes would be made in 
§§ 220.3(d) and 220.4(f) to make it clear 
that amounts permitted to be withdrawn 
from a general account or special con
vertible debt security account must be 
withdrawn from such account before the 
net debit balance of the account is deter
mined for the purpose of computing the 
adjusted debit balance of such account, 
and that only amounts permitted to be 
so withdrawn from such account, or 
which are required to be deposited pur
suant to a rule of a national securities 
exchange or national securities associa
tion, or customary maintenance require
ment of the creditor, may be credited to 
the special miscellaneous account for 
purposes of the preceding paragraph.

The companion changes proposed in 
Parts 207 and 221 (Regulations G and 
U) are to conform those regulations in 
order to eliminate the same day sub
stitution rule as above described in re
gard to credits whose net equity ratio is 
less than the figure deemed appropriate 
by the Board.

To aid in the consideration of this 
matter by the Board, interested persons 
are invited to submit relevant data, 
views, or arguments. Any such material 
should be submitted in writing to the 
Secretary, Board of Governors of the 
Federal Reserve System, Washington, 
D.C. 20551, to be received not later than 
June 2, 1972. Such material will be made 
available for inspection and copying upon 
request, except as provided in § 261.6(a) 
of the Board’s rules regarding availa
bility of information.

By order of the Board of Governors, 
April 28, 1972.

[ s e a l ] M i c h a e l  A. G r e e n s p a n , 
A ssistan t Secretary  

o f th e  Board.
IFR Doc.72-6965 Filed 5-5-72;8:50 am]
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