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To A ll Banks and Bank H olding C om panies 
in the Second Federal Reserve District:

T h e  sa le  o f  b an k  h o ld in g  c o m p a n y  (or  n o n b a n k  su b sid ia ry ) c o m m e r c ia l p ap er b y  an  a ff il ia te d  
b an k  to  d e p o s ito r s  or o th er  in v esto rs  crea tes th e  p o ss ib ility  th a t in d iv id u a ls  m ay  p u rch ase  such  
p ap er w ith  th e  m isu n d ersta n d in g  th at it is an  in su red  d e p o s it  or o b lig a tio n  o f  the se llin g  b a n k . T h e  
B oard  o f  G o v e r n o r s  o f  th e  F ed eral R eserve S y stem  b e liev es that the m an n er  in w h ich  c o m m erc ia l  
p ap er is so ld  sh o u ld  not lead  b ank  c u sto m ers  or in v esto rs to  c o n stru e  su ch  c o m m erc ia l p ap er as an  
in su red  b an k  o b lig a t io n  or an  in stru m en t th at m ay  b e h igh er in y ie ld  but eq u a l in risk to  in su red  
b an k  d e p o s its . A ll p u rch asers o f  c o m m erc ia l p ap er  sh o u ld  c lear ly  u n d ersta n d  that su ch  p ap er is an  
o b lig a t io n  o f  th e  p aren t c o m p a n y  or n o n b a n k  su b sid ia ry  an d  that th e  q u a lity  o f  th e  in v estm en t  
d e p en d s u p o n  th e  risks an d  o p e r a tin g  ch a ra cter istics  a sso c ia te d  w ith  th e  h o ld in g  c o m p a n y  an d  its a c ­
tiv itie s .

In ligh t o f  th ese  c o n s id e r a tio n s , th e  B oard  o f  G o v ern o rs  has ruled th at c o m m erc ia l paper  
o b lig a t io n s  issu ed  by h o ld in g  co m p a n ie s  sh o u ld  p ro m in en tly  in d ica te  in b o ld  typ e  o n  their fa ce  
(1) th at th ey  are n o t o b lig a t io n s  o f  a b an k ; an d  (2) that th ey  are n o t in su red  b y  th e  F ed eral D e p o s it  
In su ran ce  C o r p o r a tio n . In a d d itio n  —  (a) in cases  w h ere p u rch asers d o  n ot tak e  p h y sica l p o sse ss io n  
o f  th e  o b lig a t io n , th ey  sh o u ld  b e p ro v id ed  w ith  a p rin ted  a d v ice  th at a lso  sta tes  that the h o ld in g  
c o m p a n y  p ap er  is n o t an  o b lig a tio n  o f  a b an k  an d  is n ot in su red  by th e F D IC ; (b ) th o se  e m p lo y e e s  
en g a g ed  in th e sa le  o f  th e  p ap er  sh o u ld  c o n v e y  th is in fo r m a tio n  ora lly  to  each  p u rch aser at th e  tim e  
o f  th e  sale; an d  (c) a n y  c o m m erc ia l b a n k in g  su b sid ia ry  in v o lv ed  in th e  m ark etin g  o f  h o ld in g  c o m ­
p a n y  c o m m e r c ia l p ap er  sh o u ld  sep a ra te  th e  sa le  o f  su ch  p ap er fro m  th e  retail d e p o s it-ta k in g  fu n c ­
t io n . T h u s , fo r  e x a m p le , c o m m e r c ia l paper sh o u ld  n o t b e so ld  at teller w in d o w s or at areas  
d e sig n a ted  fo r  o p e n in g  retail d ep o sit  a c c o u n ts . S im ilar  p ro ced u res sh o u ld  a lso  be fo llo w e d  fo r  the  
issu a n ce  or sa le  o f  c o m m erc ia l p ap er o f  n o n b a n k  su b sid ia r ies  o f  b an k  h o ld in g  c o m p a n ie s  w h ere  th e  
n o n b a n k  su b sid ia ry  h as a n a m e sim ilar  to  that o f  an y  o f  its a ff il ia te  b a n k s or th ere is a p o ss ib ility  
th a t in v esto rs  m ay  c o n fu se  the o b lig a t io n s  o f  th e n o n b a n k  su b sid ia ry  w ith  th o se  o f  th e  h o ld in g  c o m ­
p a n y  or a n y  o f  its su b sid iary  b a n k s.

C o m m erc ia l p ap er  is gen era lly  d e fin e d  as n o te s , w ith  o r ig in a l m atu rities  n o t ex c e e d in g  n in e  
m o n th s , th at are u su a lly  o ffe r e d  an d  so ld  to  in stitu tio n a l in v e sto r s , rather th an  to  th e gen era l 
p u b lic , in m in im u m  d e n o m in a tio n s  o f  $ 2 5 ,0 0 0  (a lth o u g h  so m e  d irect p lacers sell co m m ercia l paper in 
d e n o m in a tio n s  as lo w  as $ 1 0 ,0 0 0 ). In order to  q u a lify  for  the “ co m m ercia l p ap er”  e x em p tio n  from  
th e reg istration  req u irem en ts o f  the Secu rities A ct o f  1933, the p roceed s m ay be used  o n ly  for  current 
tran saction s. O b lig a tio n s  that are p ayab le  on  d em an d  or h ave  p ro v is io n s  for  a u to m a tic  ro ll-over  d o  
n o t sa tisfy  the n in e-m o n th  m aturity  stan d ard . T h e B oard  c a u tio n s  b ank  h o ld in g  c o m p a n ies  and  n o n ­
b ank  su b sid iaries issu in g  co m m ercia l paper that th ey  sh o u ld  issu e such  paper an d  use the p ro ceed s  
o n ly  in acco rd a n ce  w ith  the p ro v isio n s o f  the S ecu rities A ct o f  1933.

(O ver)
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B an k  h o ld in g  c o m p a n ie s  sh o u ld  a lso  n o te  th a t o n  M arch  14, 1980 th e  B o a rd  e s ta b lish e d  in terest 
rate lim ita tio n s  o n  d eb t in stru m en ts  th at are issu ed  b y  a b an k  h o ld in g  c o m p a n y  in  d e n o m in a tio n s  o f  
$ 1 0 0 ,0 0 0  or less an d  w ith  o r ig in a l m a tu r ities  o f  fo u r  years or less. S im ilar  a c t io n  w as ta k en  b y  th e  
F D IC . T h e se  lim ita tio n s  a p p ly  o n ly  to  o b lig a t io n s  req u ired  to  b e reg istered  w ith  th e  S ecu r ities  an d  
E x c h a n g e  C o m m iss io n  u n d er th e  S ecu r ities  A c t  o f  1933 a n d , c o n se q u e n tly , th ey  d o  n o t a p p ly  to  
co m m e r c ia l p ap er  issu ed  by a p aren t b an k  h o ld in g  c o m p a n y . In th e  B o a r d ’s v iew , d eb t o b lig a t io n s  
issu ed  b y  a b an k  h o ld in g  c o m p a n y  in  d e n o m in a tio n s  o f  less th an  $ 1 0 ,0 0 0  ord in a r ily  w ill n o t q u a lify  
fo r  th e  c o m m e r c ia l p ap er e x e m p tio n  fr o m  reg istra tio n  u n d er  th e  S ecu r itie s  A c t  o f  1933. A c c o r d in g ­
ly , in th e  a b se n c e  o f  a n y  o th er  e x e m p tio n  p r o v is io n , su ch  d eb t o b lig a t io n s  w ill b e su b jec t to  th e  in ­
terest rate lim ita tio n s  set fo r th  in  S e c t io n  2 1 7 .7  o f  R eg u la tio n  Q  an d  S e c tio n  3 2 9 .6  o f  th e  r eg u la tio n s  
o f  th e  F D IC .

Q u e st io n s  o n  th is  m a tter  m a y  b e d irected  to  ou r  R e g u la tio n s  D iv is io n  (T e l. N o . 2 1 2 -7 9 1 -5 9 1 4 ).

Anthony M . Solomon, 
President.
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