
F E D E R A L  R ESER VE B A N K
O F  N E W  Y O R K

Circular No. 8 8 0 0 1  L April 16, 1980 J

CREDIT RESTRAINT PROGRAM 

Additional Questions and Answers— Sixth Series

T o  A l l  M e m b e r  B a n k s , a n d  O th e r s  C o n ce rn ed ,  
iti th e  S e c o n d  F e d e r a l  R e s e r v e  D i s t r i c t :

Printed below is the sixth series of questions and answers, representing the 
view of the legal staffs of the Federal Reserve Bank of New York and of the Board 
of Governors of the Federal Reserve System, regarding the Credit Restraint Pro­
gram. This series of questions and answers relates to the credit restraint program for 
short-term financial intermediaries (Subpart B of the Board’s regulation on Credit 
Restraint).

Any questions concerning the Credit Restraint Program may be directed to the 
persons listed in Circular No. 8794, which was sent to you on April 9.

A n t h o n y  M. S o l o m o n ,

President.

Subpart B

Short Term Financial Intermediaries

G e n e r a l

B-l. Q: What does "primarily" mean?
A: F o r  a m a n a g e d  c r e d i t o r ,  " p r i m a r i l y "  m e a n s  50 p e r c e n t .

H o w e v e r ,  i f  a f u n d s  i n v e s t m e n t  o b j e c t i v e  is to  i n v e s t  
i n  e q u i t i e s  o r  in l o n g -  or m e d i u m - t e r m  d e b t  s e c u r i t i e s ,  
i t  w i l l  n o t  b e c o m e  a c o v e r e d  c r e d i t o r  u n l e s s  it m e e t s  
t h e  50 p e r c e n t  t e s t  o n  a n  a v e r a g e  b a s i s  f o r  a p e r i o d  
o f  13 r e p o r t i n g  w e e k s  a f t e r  M a r c h  14, 1 9 8 0 .  T h u s ,  if 
f o r  a n y  1 3 - w e e k  p e r i o d  t h e  a v e r a g e  of i t s  d a i l y  p e r ­
c e n t a g e  o f  a s s e t s  w i t h  m a t u r i t i e s  o f  13 m o n t h s  or  l e s s  
is 50 p e r c e n t  or g r e a t e r ,  t h e  i n v e s t m e n t  c o m p a n y  or 
c o l l e c t i v e  i n v e s t m e n t  f u n d  b e c o m e s  a m a n a g e d  c r e d i t o r .  
O n c e  a n  i n v e s t m e n t  c o m p a n y  or  c o l l e c t i v e  i n v e s t m e n t  
f u n d  b e c o m e s  a m a n a g e d  c r e d i t o r ,  i t  r e m a i n s  a m a n a g e d
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c r e d i t o r  a n d  m u s t  f i l e  w e e k l y  r e p o r t s  u n l e s s  it 
r e c e i v e s  t h e  B o a r d ' s  p e r m i s s i o n  to w i t h d r a w  f r o m  m a n ­
a g e d  c r e d i t o r  s t a t u s .

F o r  a u n i t  i n v e s t m e n t  t r u s t ,  " p r i m a r i l y "  m e a n s  1 0 0  p e r ­
c e n t ,  a n d  is d e t e r m i n e d  as o f  i t s  s e t t l e m e n t  d a t e .  A  
t r u s t  w h o s e  i n v e s t m e n t s  h a v e  i n i t i a l  m a t u r i t i e s  o f  14 
m o n t h s  m a y  b e  1 0 0  p e r c e n t  i n v e s t e d  in a s s e t s  w i t h  
m a t u r i t i e s  l e s s  t h a n  13 m o n t h s  fo r  m o s t  o f  i t s  d u r a ­
t i o n .  T h e r e f o r e , i n  o r d e r  t o  a v o i d  t h e  s p e c i a l  d e p o s i t  
r e q u i r e m e n t  a u n i t  i n v e s t m e n t  t r u s t  m u s t  b e  f u l l y  
i n v e s t e d  in l o n g e r  t e r m  a s s e t s  o n  i t s  s e t t l e m e n t  d a t e .

B - 2 .  Q: W h a t  is i n c l u d e d  in e x t e n s i o n s  o f  c r e d i t ?

A: I n  g e n e r a l ,  a l l  a s s e t s  e x c e p t  c o i n  a n d  c u r r e n c y ,  p h y s ­
i c a l  a s s e t s  s u c h  a s  f u r n i t u r e ,  e q u i t y  s e c u r i t i e s  a n d  
t h e  c r e d i t o r ' s  s p e c i a l  d e p o s i t  w i t h  t h e  F e d e r a l  R e s e r v e  
B a n k  a r e  e x t e n s i o n s  of c r e d i t .  E x t e n s i o n s  o f  c r e d i t  
i n c l u d e  c h e c k i n g  a c c o u n t s ,  r e c e i v a b l e s ,  a n d  p r e p a i d  
e x p e n s e s .

B - 3 .  Q: A r e  r e g i s t e r e d
V i r g i n  I s l a n d s  
c r e d i t o r s ?

i n v e s t m e n t  c o m p a n i e s  in P u e r t o  R i c o ,  t h e  
a n d  o t h e r  U . S .  t e r r i t o r i e s  c o v e r e d

Yes.

Unit Investment Trusts

B - 4 .  Q S e c  ti 
a u n i  
s h a l l  
o t h e r  
h e l d  
a b a s  
c a n  a 
i n v e s  
t r u s t

o n  2 2 9 . 1 2 ( b ) ( 4 )  o f  
t i n v e s t m e n t  t r u s t  
h a v e  a b a s e  e q u a l  
t h i n g s ,  t h e  u n i t s

p r o v i d e s  
M a r c h  14,

t h a t
1 9 8 0

revised Subpart B 
established after 
to its covered credit if, among 
are held entirely by persons who 

units in an expiring trust of the same sponsor with 
e equal to the amount of its covered credit. How 
sponsor be certain, for purposes of disclosure to 

tors, that all persons purchasing units in a new 
held units in an eligible expiring trust?

A: T h e  s p o n s o r  o f  a n y  u n i t  i n v e s t m e n t  t r u s t  m a y  t r e a t  t h e
h o l d e r s  o f  r e c o r d  o n  t h e  b o o k s  o f  t h e  t r u s t e e  as th e 
u n i t  h o l d e r s  for p u r p o s e s  o f  s a t i s f y i n g  t h e  e x i s t i n g  
u n i t  h o l d e r  r e q u i r e m e n t .  T h e  B o a r d  e x p e c t s  t h a t  b r o k e r -  
d e a l e r s  a n d  o t h e r  h o l d e r s  o f  r e c o r d  w i l l  m a k e  r e a s o n -
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n e wa b l e  e f f o r t s  to o f f e r  u n i t s  o f  
h o l d e r s  o f  e x p i r i n g  t r u s t s .

t r u s t s  to b e n e f i c i a l

B - 5 .  Q: If  a u n i t  i n v e s t m e n t  t r u s t  h a s  a b a s e  e q u a l  to 
o f  it s  c o v e r e d  c r e d i t  a n d  t h e  p r o p o r t i o n  o f  its 
h e l d  b y  t r u s t e e s  an d  o t h e r  f i d u c i a r i e s  c h a n g e s  
s e c o n d a r y  m a r k e t  t r a n s a c t i o n s ,  d o e s  i t s  a m o u n t  
c r e d i t  c h a n g e ?

t h e  a m o u n t  
u n i t s  

t h r o u g h  
o f  c o v e r e d

A: N o .  If it h a s  a b a s e  e q u a l  to 
t i m e  it is e s t a b l i s h e d ,  i t s  u n i  
w i l l  b e  e l i g i b l e  to p u r c h a s e  un 
b a s e  e q u a l  to t h e  c o v e r e d  c r e d i  
if t h e  p r o p o r t i o n  h a s  c h a n g e d ,  
t h a t  t h e  c o v e r e d  c r e d i t  of t h e  
t h a t  o f  t h e  e x p i r i n g  t r u s t .

i t s  c o v e r e d  
t h o l d e r s  at 
i t s  in a n e w  
t in t h e  n e w  
T h e r e  is no 

n e w  t r u s t  be

c r e d i t  at th e  
e x p i r a t i o n  
t r u s t  w i t h  a 
t r u s t  e v e n  
r e q u i r e m e n t  
i d e n t i c a l  to

B - 6 .  Q: O n  w h a t  d a t e  is t h e  a m o u n t  o f  a u n i t  i n v e s t m e n t  t r u s t ’s
c o v e r e d  c r e d i t  d e t e r m i n e d ?

A: T h e  v a l u e  o f  a u n i t  i n v e s t m e n t  t r u s t ' s  a s s e t s  s h o u l d  be
d e t e r m i n e d  on t h e  d a t e  o f  d e p o s i t ,  even though the special 
d e p o s i t  w i l l  n o t  be  m a d e  u n t i l  t h e  s e t t l e m e n t  d a t e .
T h e  p r o p o r t i o n  o f  t r u s t e e s  or o t h e r  f i d u c i a r i e s  h o l d ­
i n g  u n i t s  s h o u l d  b e  d e t e r m i n e d  as o f  t h e  r e p o r t i n g  
d a t e ,  t w o  d a y s  p r i o r  to s e t t l e m e n t .

B a n k  T r u s t  A c t i v i t i e s

B - 7 A r e  c o l l e c t i v e  i n v e s t m e n t  f u n d s  c o v e r e d  c r e d i t o r s ?

A: A l l  c o l l e c t i v e  i n v e s t m e n t  f u n d s  p r i m a r i l y  i n v e s t i n g  in
s h o r t - t e r m  a s s e t s ,  i n c l u d i n g  s h o r t - t e r m  i n v e s t m e n t  f u n d s ,  
a r e  c o v e r e d  c r e d i t o r s .  H o w e v e r ,  if a c o v e r e d  c r e d i t o r  
d o e s  n o t  h o l d  a n y  c o v e r e d  c r e d i t ,  f o r  i n s t a n c e  b e c a u s e  
a l l  i t s  l i a b i l i t i e s  a r e  to e x e m p t  f i d u c i a r y  a c c o u n t s ,  it 
n e e d  n o t  f i l e  r e p o r t s .

B - 8 . Q: A r e  m a s t e r  n o t e s  a n d  s i m i l a r  a r r a n g e m e n t s  c o v e r e d  
c r e d i t o r s ?

A: Y e s .  A n y  c o l l e c t i v e  i n v e s t m e n t  v e h i c l e  of 
i n g  m a s t e r  n o t e s  a n d  o p e n - e n d  r e p u r c h a s e  ag 
c o v e r e d  c r e d i t o r s .  T h e  e x t e n s i o n s  o f  c r e d i  
m a s t e r  n o t e  a r e  e q u a l  to t h e  a m o u n t  f u n d e d  
t i m e ,  n o t  t h e  l i m i t  o f  t h e  n o t e .

a b a n k  i n c l u d -  
r e e m e n t s  a r e  
t u n d e r  a 
a t  a n y  o n e
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