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March 3, 1983

MARGIN REGULATIONS 

Proposed Revisions of Regulations G and U

To All Banks, Brokers and Dealers, and Persons Extending 
Securities Credit in the Second Federal Reserve District:

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

The Federal Reserve Board has published for comment proposals to revise in their entirety Regulation U — margin 
credit extended by banks — and Regulation G— margin credit extended by persons other than banks, brokers, and dealers. 
The Board asked for comment on its proposals by April 22, 1983.

The proposed revision of Regulations U and G, two of the Board’s four regulations concerning margin requirements, 
is part of the Board’s Regulatory Improvement Project in which the Board is reviewing and revising all its regulations to 
update them, simplify their language, eliminate obsolete or unneeded language or provisions and lighten the burden of 
compliance.

The proposed revisions to Regulation U encompass amendments adopted in January 1982, and in addition, would:
— permit banks to lend on margin stock to Employee Stock Ownership Plans (ESOPs) on a “good faith” basis;
— eliminate a restriction on unsecured loans to lenders other than banks and broker-dealers, including collateral 

lenders, as Regulation G directly applies to these lenders; and
— delete requirements for reports presently required of OTC market-makers, third market-makers and block 

positioners.
The proposed revisions to Regulation G also incorporate amendments made to the regulation in January 1982. In 

addition, the proposals would:
— raise the registration threshold for G-lenders from $100,000 to $200,000 and eliminate the registration require­

ments for those who arrange but do not extend credit secured by margin securities;
— allow G-lenders to extend unsecured credit to a broker or dealer; and
— permit companies and their affiliates to finance employee purchases of company stock without a specific 

scheduled paydown of the loan or a three-year lockup of the stock, as is presently required.
The Board is also seeking specific public comment on whether Regulations U and G should be combined to form a 

new comprehensive regulation with various subchapters or whether the two regulations should be maintained separately in 
their simplified forms.

Printed on the following pages is the summary text of the proposed re visions. The complete text will be 
published in the Federal Register, and will also be furnished upon request directed to our Circulars Division (Tel. 
No. 212-791-5216).

Comments on the proposed revisions should be submitted by April 22, 1983 and may be sent to our Regulations 
Division.

A nthony M. Solomon,
President.
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FEDERAL RESERVE SYSTEM

R e g u l a t i o n  G 

(12  CFR 207)

[ D o c k e t  NOo R -  0457 ]

S E C U R IT I E S  CRED IT  BY PERSONS OTHER THAN B AN KS9 BROKERS OR DEALERS

Comple te  R e v i s i o n  and S i m p l i f i c a t i o n  o f  R e g u l a t i o n  G

AGENCY: B oa rd  o f  G o v e r n o r s  o f  the  F e d e ra l  R e s e r v e  System,,

ACTION: P r o p o se d  R u le -

SUMMARY: The B oa rd  p r o p o s e s  to r e v i s e  R e g u l a t i o n  G in  i t s  e n t i r e t y , ,  The
p ro p o se d  R e g u l a t i o n  G i s  w r i t t e n  i n  s i m p l i f i e d  l a n g u a g e  and o r g a n i z e d  in  a 
more l o g i c a l  f a s h i o n s  O b s o l e t e  p r o v i s i o n s  have been removedc T h i s  p r o p o se d  
r e v i s i o n  i n c o r p o r a t e s  amendments made t o  R e g u l a t i o n  G i n  J a n u a r y  1982  w h ich
(1)  removed e x i s t i n g  p r o v i s i o n s  t h a t  p r o h i b i t e d  l e n d e r s  s u b j e c t  to  the  r u l e  
from e x t e n d i n g  bo th  r e g u l a t e d  and n o n - r e g u l a t e d  c r e d i t  t o  t h e  same b o r r ow e r  
and p r o h i b i t e d  m ixed  c o l l a t e r a l  l o a n s  and (2 )  c l a r i f i e d  the  d e f i n i t i o n  o f  
the  term " i n d i r e c t l y  s e c u r e d "  (47  Fed* R e g n 2981 ,  J a n u a r y  2 1 9 1 9 8 2 ) ,

The p r o p o se d  r e v i s i o n  r a i s e s  the r e g i s t r a t i o n  t h r e s h o l d  f o r  C a l e n d e r s  
t o  $ 2 0 0 9000  and e l i m i n a t e s  the  r e g i s t r a t i o n .  r e q u i r e m e n t s  f o r  t h o s e  who a r r a n g e  
b u t  do n o t  e x te n d  c r e d i t  s e c u r e d  by m a rg in  s e c u r i t i e s *

In  a d d i t i o n ,  the  e x i s t i n g  p r o v i s i o n  p r o h i b i t i n g  u n se c u r e d  l o a n s  to  
a b r o k e r  o r  d e a l e r  by a G - l e n d e r  i s  removed,, The p r o h i b i t i o n  i n  s e c t i o n  8 
o f  the  S e c u r i t i e s  Exchange  A c t  o f  1934 ( " 1 9 3 4  A c t " )  wh ich  p r e v e n t s  anyone 
e x ce p t  a bank  f rom  l e n d i n g  to a b r o k e r  or  d e a l e r  on the  c o l l a t e r a l  o f  r e g ­
i s t e r e d  s e c u r i t i e s  i s  r e t a i n e d  in  the  r e g u la t i o n , ,

A f u r t h e r  r e d u c t i o n  i n  r e g u l a t o r y  burden  w i l l  be a c h i e v e d  by the  
the  l i b e r a l i z a t i o n  o f  the  " P l a n - l e n d e r "  p r o v i s i o n 9 w h ich  c o v e r s  e x t e n s i o n s  
o f  c r e d i t  u n de r  employee  o p t i o n  and s t o c k  p u r c h a se  plans,,  The p r o p o se d  
r e v i s i o n  w i l l  p e r m i t  com pan ie s  and t h e i r  a f f i l i a t e s  to  f i n a n c e  employee 
p u r c h a s e s  o f  company s t o c k  w i t h o u t  a s p e c i f i c  s c h e d u le d  paydown o f  the  l o a n  
o r  a t h r e e - y e a r  l o c k u p  o f  t h e  s t o c k  a s  i s  t h e  p r e s e n t  r u l e *  The p r o p o s a l  
w i l l  c o n t i n u e  to  p e rm i t  a company t o  e x t e n d  c r e d i t  in e x c e s s  o f  the  c u r r e n t  
maximum lo a n  v a l u e  o f  the  s e c u r i t i e s , ,

The B oa rd  i s  s e e k i n g  s p e c i f i c  p u b l i c  comment on the  q u e s t i o n  whethe r  
R e g u l a t i o n  G and U s h o u l d  be combined  t o  form a new c o m p re h e n s i v e  r e g u l a t i o n  
w i th  v a r i o u s  s u b c h a p t e r s  o r  whe the r  the  two r e g u l a t i o n s  s h o u l d  be m a i n t a i n e d  
s e p a r a t e l y  i n  t h e i r  s i m p l i f i e d  f o r m s .
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DATE: Comments s h o u l d  be r e c e i v e d  on o r  b e f o r e  A p r i l  2 2 ,  1983.

ADDRESS:  Comments , wh ich  s h o u l d  r e f e r  t o  D ocke t  No. R - 0 4 5 7 ,  may be m a i l e d  to
the  S e c r e t a r y ,  B oa rd  o f  G o v e rn o r s  o f  the  F e d e ra l  R e s e r v e  S y s t e m , . 2 0 t h  S t r e e t  
and C o n s t i t u t i o n  Avenue , N.W., W a sh i n g t o n ,  D.C . 20551 o r  d e l i v e r e d  to  Room 
B=2223  between 8 : 4 5  a.m. and 5 : 1 5  p.m. Comments r e c e i v e d  may a l s o  be i n s p e c t e d  
a t  Room 8=1122  between 8 :45  a.m. and 5 : 1 5  p.m.

FOR FURTHER INFORMATION: A t  the  B oa rd  o f  G o v e r n o r s  o f  th e  F e d e r a l  R e s e r v e
Sy s te m ,  W a sh i n g t o n ,  D.C. 2 0551 ,  c o n t a c t :  L a u ra  Homer, S e c u r i t i e s  C r e d i t
O f f i c e r ,  o r  R o b e r t  L o rd ,  A t t o r n e y ,  D i v i s i o n  o f  B a n k i n g  S u p e r v i s i o n  and 
R e g u l a t i o n  ( 2 0 2 )  4 52=2781 .  A t  the F e d e r a l  R e s e r v e  Bank o f  New Y o r k ,  con= 
t a c t :  M indy  S i l v e r m a n ,  A s s i s t a n t  C o u n s e l ,  ( 212 )  791=5032 .
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FEDERAL RESERVE SYSTEM

R e g u l a t i o n  U 

(12  CFR 221)

[ D o c k e t  No. R -  0458 ]

CREDIT  BY BANKS

Comple te  R e v i s i o n  and S i m p l i f i c a t i o n  o f  R e g u l a t i o n  U

AGENCY: B oa rd  o f  G o v e rn o r s  o f  the  F e d e r a l  R e s e r v e  System.,

ACTION: P r o p o se d  R u le .

SUMMARY: The B oa rd  p r o p o s e s  to  r e v i s e  R e g u l a t i o n  U i n  i t s  e n t i r e t y 0 The
p ro p o se d  R e g u l a t i o n  U i s  w r i t t e n  i n  s i m p l i f i e d  l a n g u a g e  and o r g a n i z e d  in  a 
more l o g i c a l  f a s h i o n *  O b s o l e t e  p r o v i s i o n s  have  been  removed., T h i s  p r o p o se d  
r e v i s i o n  i n c o r p o r a t e s  amendments made t o  R e g u l a t i o n  U i n  J a n u a r y  1982  wh ich  
exempted bank c r e d i t  n o t  s e c u r e d  by m a rg in  s e c u r i t i e s  f rom  the r e g u l a t i o n  
and c l a r i f i e d  the  d e f i n i t i o n  o f  the  term " i n d i r e c t l y  s e c u r e d "  (47  F e d 0 Reg*  
2 9 8 1 ) ( J a n u a r y  21,  1 9 8 2 ) .

C e r t a i n  f i l i n g  r e q u i r e m e n t s  have been  removed from the  p r o -  
po sed  r e g u l a t i o n . .  The r e l a t e d  f o rm s ,  F „ R 0 U -2 ,  U -3 ,  U-5  and U -6 ,  w i l l 9 
t h e r e f o r e ,  be e l im ina ted , ,  A l s o 9 in c o o p e r a t i o n  w i t h  the S e c u r i t i e s  and 
Exchange  Com m is s ion  ( " S E C " ) ,  r e f e r e n c e s  t o  SEC fo rm s  X ~ 1 7 A ~ 1 2 (1 )  and ( 2 ) 9 
X=17A“ 1 6 ( 1 )  and ( 2 ) 9 and X - l 7 A - 1 7 are b e i n g  d e l e t e d  so  t h a t  the SEC may 
p roceed  w i t h  i t s  p r o p o s a l  to e l i m i n a t e  t h e s e  f o r m s „

A new s e c t i o n  i s  p r o p o se d  to  be added to  R e g u l a t i o n  U t o  n o t i f y  
nonmember bank s  who p ro p o se  t o  l e n d  to  b r o k e r s  and d e a l e r s  on r e g i s t e r e d  
s e c u r i t i e s  t h a t  they  a re  r e q u i r e d  by s t a t u t e  (15  UoSoCo § 78h)  t o  comply 
w i t h  s e c u r i t i e s  c r e d i t  l a w s  and r e g u l a t i o n s  a p p l i c a b l e  t o  member b a n k s * 
C u r r e n t l y ,  n o t i c e  o f  t h i s  r e q u i r e m e n t  i s  c o n t a i n e d  in  R e g u l a t i o n  T (12 
CFR P a r t  2 2 0 ) ,  b u t  no t  i n  R e g u l a t i o n  U* The Boa rd  b e l i e v e s  t h a t  n o t i c e  o f  
t h i s  r e q u i r e m e n t  s h o u l d  a l s o  be c o n t a i n e d  in  R e g u l a t i o n  U s i n c e  the  s t a t u t e  
p l a c e s  an a f f i r m a t i v e  du ty  o f  c o m p l i a n c e  upon b a n k s  a s  w e l l  as  b r o k e r s  and 
d e a l e r s *  T h i s  a d d i t i o n  t o  R e g u l a t i o n  U w i l l  n o t  p l a c e  any new co m p l ia nc e  
r e s p o n s i b i l i t i e s  on bank s *

Under t h i s  p r o p o se d  r e v i s i o n  o f  R e g u l a t i o n  U9 the  B oa rd  w ou ld  remove, 
in  i t s  e n t i r e t y ,  c u r r e n t  s e c t i o n  2 2 1 * 3 ( q ) ,  w h ich  r e g u l a t e s  l o a n s  to  c e r t a i n  
l e n d e r s *  T h i s  s e c t i o n  was added to R e g u l a t i o n  U in  1959  to  l i m i t  the amount 
o f  c r e d i t  a v a i l a b l e  to  " c o l l a t e r a l  l e n d e r s , "  who were n e i t h e r  ba nk s  nor 
b r o k e r - d e a l e r s  and, t h e r e f o r e ,  n o t  s u b j e c t  to the  B o a r d ' s  then  e x i s t i n g  mar­
g i n  r e g u l a t i o n s *  A c o m p re h e n s i v e  r e g u l a t i o n  ( R e g u l a t i o n  G, 12 CFR § 207*1
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et  s eq» )  was adopted  by the  B oa rd  i n  1968 to  c o v e r  a l l  l e n d e r s  o t h e r  than  
banks  and b r o k e r - d e a l e r s ,  i n c l u d i n g  c o l l a t e r a l  l e n d e r s .  Becau se  o f  the  
a d o p t i o n  o f  R e g u l a t i o n  Gs the  r e t e n t i o n  o f  s e c t i o n  2 2 1 « 3 ( q ) i s  no l o n g e r  
c o n s i d e r e d  n e c e s s a r y .

DATE: Comments s h o u l d  be r e c e i v e d  on o r  b e f o re  A p r i l  22 ,  1983.

ADDRESS:  Comments, w h ich  s h o u l d  r e f e r  to  D o c k e t  No. R - 0 4 5 8 ,  may be m a i l e d  to
the  S e c r e t a r y 9 B o a rd  o f  G o v e rn o r s  o f  the  F e d e r a l  R e s e r v e  S y s te m ,  20 th  S t r e e t  
and C o n s t i t u t i o n  Avenue ,  N.Wo, W a sh i n g to n ,  D . C e 20551 o r  d e l i v e r e d  t o  Room 
B -2223  between 8 : 4 5  a«mo and 5 : 1 5  p 0m0 Comments r e c e i v e d  may a l s o  be i n s p e c t e d  
a t  Room B -1 1 2 2  between 8 : 4 5  a.m. and 5 :1 5  p.m.

FOR FURTHER IMPORTATION: A t  the B oa rd  o f  G o v e r n o r s  o f  the  F e d e r a l  R e s e r v e
Sy s tem ,  W a sh i n g t o n ,  B X o  20551 , c o n t a c t :  L a u r a  Homer, S e c u r i t i e s  C r e d i t
O f f i c e r ,  o r  R o b e r t  L o r d ,  A t t o r n e y ,  D i v i s i o n  o f  B a n k i n g  S u p e r v i s i o n  and 
R e g u l a t i o n  ( 2 0 2 )  4 5 2 - 2 7 8 1 .  A t  the  F e d e r a l  R e se r ve  Bank o f  New Y o r k ,  c o n ­
t a c t :  T i n d y  S i l v e r m a n ,  A s s i s t a n t  C o u n s e l , ( 212 )  7 9 1 - 5 0 3 2 .
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FEDERAL RESERVE SYSTEM

R e g u la t io n  G 

(12 CFR 207)

[Docket  No. R -  0457]

SECURIT IES  CREDIT BY PERSONS OTHER THAN-BANKS, BROKERS OR DEALERS 

Complete R e v i s i o n  and S i m p l i f i c a t i o n  o f  R e g u la t io n  G

AGENCY: Board o f  Governors  o f  the Federa l  Reserve  System.

ACTION: P roposed  Ru le .

SUMMARY: The Board  p roposes  to r e v i s e  R e g u la t i o n  G in i t s  e n t i r e t y .  The
proposed R e g u la t i o n  G i s  w r i t t e n  in  s i m p l i f i e d  language  and o r g a n i z e d  in a 
more l o g i c a l  f a s h i o n .  Obso le te  p r o v i s i o n s  have been removed. T h i s  proposed  
r e v i s i o n  i n c o r p o r a t e s  amendments made to R e g u la t i o n  G in January  1982 which 
( ! )  removed e x i s t i n g  p r o v i s i o n s  that  p r o h i b i t e d  le n d e r s  su b je c t  to the r u l e  
from ex tend ing  both r e g u l a t e d  and non - re gu la te d  c r e d i t  to the same borrower 
and p r o h i b i t e d  mixed c o l l a t e r a l  l oan s  and (2)  c l a r i f i e d  the d e f i n i t i o n  o f  
the term “i n d i r e c t l y  secu red "  (47 Fed. Reg. 2981, January  2 1 8 1982).

The p roposed  r e v i s i o n  r a i s e s  the r e g i s t r a t i o n  t h r e s h o l d  f o r  6 - l e n d e r s  
to  $200 s000 and e l im i n a t e s  the r e g i s t r a t i o n  requ irements  f o r  those  who a r range  
but do not  extend c r e d i t  secured  by margin s e c u r i t i e s .

In  a d d i t i o n ,  the e x i s t i n g  p r o v i s i o n  p r o h i b i t i n g  unsecured lo a n s  to 
a b roke r  or d e a le r  by a G - lender  i s  removed. The p r o h i b i t i o n  in  s e c t i o n  8 
o f  the S e c u r i t i e s  Exchange Ac t  o f  1934 ( "1 9 34  A c t " )  which p reven t s  anyone 
except a bank from le n d i n g  to a b roke r  or d e a le r  on the c o l l a t e r a l  o f  r e g ­
i s t e r e d  s e c u r i t i e s  i s  r e t a in e d  in  the r e g u l a t i o n .

A f u r t h e r  reduc t ion  in  r e g u la t o r y  burden w i l l  be ach ieved  by the 
the l i b e r a l i z a t i o n  o f  the " P l a n - l e n d e r "  p r o v i s i o n ,  which c o ve r s  e x t e n s i o n s  
o f  c r e d i t  under employee op t ion  and stock  purchase  p la n s .  The proposed 
r e v i s i o n  w i l l  pe rm it  companies and t h e i r  a f f i l i a t e s  to  f in ance  employee 
purchases  o f  company s to ck  w i thou t  a s p e c i f i c  schedu led  paydown o f  the loan  
o r  a t h r e e - y e a r  lockup  o f  the stock  as i s  the  p re se n t  r u l e .  The p roposa l  
w i l l  c on t inue  to permit  a company to extend c r e d i t  in e xcess  o f  the c u r r e n t  
maximum loan v a lu e  o f  the s e c u r i t i e s .

The Board  i s  seek in g  s p e c i f i c  p u b l i c  conment on the ques t ion  whether 
R eg u la t io n  G and U shou ld  be combined to form a new comprehensive r e g u l a t i o n  
with va r iou s  subchap te r s  o r  whether the two r e g u l a t i o n s  shou ld  be main ta ined  
s e pa ra te ly  in  t h e i r  s i m p l i f i e d  forms.
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DATE: Comments should  be rece ived  on o r  before  A p r i l  22,  1983.

ADDRESS: Coranents, which shou ld  r e f e r  to  Docket No. R-0457 , may be mai led  to
the S e c r e t a r y ,  Board  o f  Governors  o f  the Federa l  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 o r  d e l i v e r e d  to Room 
B“2223 between 8 :45  a.m. and 5:15 p.m. Comments re c e i v e d  may a l s o  be in spected  
at  Room B-1122  between 8:45 a.m. and 5 :15  p.m.

FOR FURTHER INFORMATION: At the Board o f  Governors  o f  the Federal  Reserve
System, Washing ton, D.C. 20551, con tac t :  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 ,  o r  Rober t  Lord ,  A t t o rney ,  D i v i s i o n  o f  Bank ing  S u p e r v i s i o n  and 
R eg u la t io n  (202)  452 -2781.  At the Federa l  Reserve  Bank o f  New York ,  con ­
tac t :  Mindy S i l v e rm a n ,  A s s i s t a n t  Coun se l ,  (212)  791-5032.

SUPPLEMENTAL INFORMATION:

The Board p ropose s  to r e v i s e  R eg u la t i o n  G by (1)  s i m p l i f y i n g  the 
language  in a l l  p r o v i s i o n s ,  (2)  removing  ob so le t e  p r o v i s i o n s ,  and (3 )  r e o r ­
d e r i ng  p r o v i s i o n s  in  a more l o g i c a l  manner.

E xp la na t io n  o f  Changes

- 2 -

The proposed  R eg u la t io n  G i s  d i v i d e d  i n t o  seven s e c t i o n s  wh ich,  
in  the  f o l l o w i n g  o rd e r ,  (1)  s t a te  the le ga l  b a s i s  and scope o f  the r e g u l a ­
t i o n ,  (2)  de f ine  the terms used  th roughout  the r e g u l a t i o n ,  (3) s t a t e  the 
genera l  r u l e ,  (4)  s e p a r a t e l y  t r e a t  l o a n s  made to b roke r s  o r  d e a le r s  f o r  s p e c i ­
f i e d  pu rpose s ,  (5)  p ro v id e  s p e c i a l  treatment f o r  l o a n s  to employee s to ck  
op t ion  and s tock  pu rchase  p lan s  meeting c e r t a i n  q u a l i f i c a t i o n s ,  (6)  s e t  f o r t h  
the c r i t e r i a  f o r  i n c l u s i o n  on the L i s t  o f  0TC Marg in  S e c u r i t i e s ,  and (7)  
e s t a b l i s h  the maximum loan  va lu e  o f  d i f f e r e n t  types  o f  c o l l a t e r a l .

U n le s s  o the rw i se  noted, no s u b s t a n t i v e  changes have been made to 
the  r e g u l a t i o n .  The r e g u l a t i o n  has been reo r g a n i z e d  in a more l o g i c a l  
f a s h io n  and the language  has been s i m p l i f i e d  f o r  e a s i e r  unde r s tand in g .  In  
a d d i t i o n ,  ob so le te  terms and p r o v i s i o n s  have been removed, and p a r t s  o f  the 
r e g u l a t i o n  in c o rp o r a t e  Board and s t a f f  i n t e r p r e t a t i o n s  i s s u e d  du r ing  the 
cou r se  o f  a d m i n i s t r a t i o n  o f  the r u l e .

The r e v i s e d  d e f i n i t i o n  o f  " i n d i r e c t l y  se cu red "  adopted by the 
Board in January  1982 d i d  not c on ta in  a s p e c i f i c  e xcept ion  ( con ta ined  in  
an e a r l i e r  d e f i n i t i o n )  t h a t  a loan  w i l l  n o t  be c o n s ide red  " i n d i r e c t l y  
secured "  i f  a l e nd e r  in  good f a i t h  has not r e l i e d  upon marg in  s e c u r i t i e s  
as c o l l a t e r a l .  I t  was n o t  the i n t e n t  o f  the Board,  however, to remove t h i s  
e xcept ion ,  and i n t e r p r e t a t i o n s  have been i s s u e d  making t h i s  p o i n t  c l e a r .  To 
a vo id  m i su nd e r s t a n d in g ,  language  has been added to the d e f i n i t i o n  in  the p r o ­
posed  r e v i s i o n  to  c l a r i f y  t h i s  po in t .

A s e c t i o n  by s e c t i o n  a n a l y s i s  o f  the proposed R egu la t ion  G f o l l o w s .

1. A u t h o r i t y ,  Purpose  and Scope

T h i s  s e c t i o n  s t a t e s  the B o a r d ' s  l e ga l  a u t h o r i t y  to  promulgate Regu­
l a t i o n  G, the purpose  o f  the r u l e ,  and the  f a c t  t ha t  i t s  coverage i s  l im i t e d  
to l e nd e r s  o th e r  than banks ,  b r o k e r s ,  or d e a l e r s .
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2. Def i  ni t i o n s

T h i s  s e c t i o n  c o n t a i n s  e le v e n  d e f i n i t i o n s  o f  terms used th ro u gh o u t  
the r e g u l a t i o n .  A l l  terms o f  a r t  not d e f i n e d  i n  the 1934 Act i t s e l f  a re  de f ined  
in  t h i s  section,,  Other terms which h ave s over  the p a s t  f i v e  decade s ,  ach ie ved  
"common usage "  s t a t u s  i n  m arg in  r e g u l a t i o n  p a r l a n c e  have been i n c o r p o r a t e d  
i n t o  the r e g u l a t i o n  and a r e ,  t h e r e f o r e ,  d e f i n e d  i n  t h i s  s e c t i o n .  Some d e f i n i ­
t i o n s  a re  s c a t t e r e d  th ro u gh o u t  the c u r r e n t  r e g u l a t i o n .  A l l  such d e f i n i t i o n s  
have been b ro ug h t  w i t h i n  a s i n g l e  de f i  ni t i o n a l  • sec t i o n .

3. Ge n e ra l  Requi rements

Th i s  s e c t i o n  c o n t a i n s  the genera l  r u l e s  wh ich  l e n d e r s  o t h e r  than  
bank s ,  b r o k e r s  and d e a l e r s  ( " G - l e n d e r s " ) must f o l l o w  when e x t e n d i n g ,  m a in ­
t a i n i n g  o r  a r r a n g i n g  c r e d i t  on the c o l l a t e r a l  o f  m arg in  s e c u r i t i e s .  I t  p l a c e s  
l i m i t s  on the amount o f  c r e d i t  G - lender s  can  extend  when the purpose  i s  to 
purchase  or c a r r y  s e c u r i t i e s  and the l o a n  i s  s e cu red  by marg in  s e c u r i t i e s .

The r e g i s t r a t i o n  t h r e s h o ld  has been r a i s e d  from $100 ,000  to  $200 ,000  
and the r e g i s t r a t i o n  requ irement f o r  G - l e n d e r s  who mere ly  a r range  c r e d i t  has 
been e l im in a t e d .  R e g i s t e r e d  G - le n d e r s  w i l l  c o n t i n u e  to be s u b je c t  to r e s t r i c ­
t i o n s  on s e c u r i t i e s  c r e d i t  tha t  they a r ran g e .

The " g e n e r a l  r eq u i re m en t s "  s e c t i o n  a l s o  c o n t a i n s  the " s i n g l e  
c r e d i t "  r u l e ,  wh ich  d i r e c t s  G - le n d e r s  to a g g re g a te  the amount o f  purpose  
c r e d i t  extended to  a s i n g l e  cus tomer  i n  o r d e r  to p reven t  e v a s i o n  o f  the  r u l e .  
T h i s  s e c t i o n  a l s o  s p e c i f i c a l l y  perm it s  the use o f  o t h e r  c o l l a t e r a l  w i t h  mar­
g i n  s e c u r i t i e s  to  su p p o r t  a purpose  c r e d i t .  Under the  p r e s e n t  r u l e ,  as 
w r i t t e n ,  there i s  some a m b i g u i t y  as to whether  su ch  "mixed c o l l a t e r a l "  l o a n s  
a re  p e r m i s s i b l e .

T h i s  s e c t i o n  a l s o  r e q u i r e s  G - l e n d e r s  who extend  c r e d i t  on marg in  
s e c u r i t i e s  to o b t a i n  a Form G-3,  which r e q u i r e s  the borrower  to  s t a t e  
the purpose  and amount o f  the l o a n  and l i s t  the marg in  s e c u r i t i e s  used  as 
c o l l a t e r a l  f o r  the l oan .  I n  the ca se  o f  r e v o l v i n g  c r e d i t  agreements ,  t h i s  
s e c t i o n  perm it s  the f i l i n g  o f  a G-3 form at the time o f  the i n i t i a l  e x t e n ­
s i o n  o f  c r e d i t  and does not r e q u i r e  a new form G-3 to be executed  each time 
a ' d i s b u r s e m e n t  i s  made.

W ithd rawa ls  and s u b s t i t u t i o n s  o f  c o l l a t e r a l  f o r  an e x i s t i n g  l o an  
a re  perm it ted  by t h i s  s e c t i o n  (1)  as long  as such  a c t i o n  would not r e s u l t  i n  
an i n c r e a s e  i n  the amount by which  the c r e d i t  exceeds the maximum l o a n  va lu e  
o f  the c o l l a t e r a l ,  o r  (2 )  a t  any time th a t  the c o l l a t e r a l  has loan  va lu e  
i n  e x c e s s  o f  t h a t  r e q u i r e d  by the r e g u l a t i o n .  I n  a d d i t i o n ,  w i t h d ra w a l s  o f  
c o l l a t e r a l  a re  pe rm it ted  to  enable a cu s tom er  to  p a r t i c i p a t e  in  an exchange  
o f f e r ,  p r o v ided  the s e c u r i t i e s  re c e iv e d  in  exchange are s u b s t i t u t e d  f o r  the 
s e c u r i t i e s  withdrawn and t r e a te d  as m a rg in  s e c u r i t i e s  f o r  a p e r i o d  o f  s i x t y  
days  f o l l o w i n g  the exchange.

P r o v i s i o n s  r e g a r d i n g  e x t e n s i o n s  and m a t u r i t i e s  o f  c r e d i t ,  t r a n s ­
f e r s  o f  c r e d i t ,  m i s t a k e s  made in  good f a i t h ,  and a c t i o n  which  a G° lender may 
take  f o r  i t s  own p r o t e c t i o n  have been co n so l  i dated i n  t h i s  s e c t i o n .  These 
p r o v i s i o n s  a re  s c a t t e r e d  th roughou t  the c u r r e n t  r e g u l a t i o n .
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F i n a l l y ,  t h i s  s e c t i o n  r e q u i r e s  a G - lende r  to  f i l e  an annual  r e p o r t  
form (Form F.R.  G-4)  w i th  i t s  l o c a l  Federa l  Reserve  Banko

4 0 C r e d i t  to B ro k e r s  and D ea le r s

In  c o n f o r m i t y  w i th  s e c t i o n  8 o f  the 1 934 A c t ,  t h i s  s e c t i o n  p r o h i b i t s  
G - l e n d e r s  from l e n d i n g  on a secured  b a s i s  to b r o k e r s  and d e a l e r s  e xcept  i n  
emergenc ie s  or  when the p u b l i c  i n t e r e s t  so  demands* The c u r r e n t  p r o h i b i t i o n  
a g a i n s t  unsecured  lo a n s  by G - le n d e r s  to b r o k e r s  and d e a l e r s  has been removed*

5. C r e d i t  to F inance  Employee S tock  P lan s

T h i s  s e c t i o n  would l i b e r a l i z e  c u r r e n t  r u l e s  w i th  r e s p e c t  to c r e d i t  
ex tended by a c o r p o r a t i o n  to  i t s  own employees and o f f i c e r s  f o r  the p u r -  
pose o f  p u r c h a s in g  the company ’ s s t o c k .  The proposed  r e v i s i o n  w i l l  permit  
compan ies  and t h e i r  a f f i l i a t e s  to f i n a n ce  employee pu rcha se s  o f  company s t o c k  
w i t h o u t  a s p e c i f i c  l oan  r e d u c t i o n  s chedu le  or  a r e s t r i c t i o n  on the d i s p o s i ­
t i o n  o f  the s t o c k ,  as  r e q u i r e d  under the p r e s e n t  r u l e .  P lan  l e n d e r s  tha t  
o the rw i se  meet the r e g i s t r a t i o n  requ irements  o f  the r e g u l a t i o n  w i l l  c o n t i n u e  
to be requ i red  to r e g i s t e r  and to f i l e  annual  r e p o r t s  (Form F.R.  G-4)  r eq u i r e d  
by the r e g u l a t i o n .  The r e g i s t r a t i o n  and r e p o r t i n g  requ irements  w i l l  p r o v id e  
a mechanism by wh ich  the Board can m o n i t o r  f u t u r e  developments  w i th  r e s p e c t  
to p l a n - l e n d e r  c r e d i t .

6. L i s t  o f  PTC M a rg in  S e c u r i t i e s

T h i s  s e c t i o n  c o n t a i n s  the c r i t e r i a  f o r  i n i t i a l  and c o n t in u e d  i n c l u ­
s i o n  on the B o a r d ' s  L i s t  o f  OTC M a rg in  S e c u r i t i e s .  These c r i t e r i a  were 
r e c e n t l y  amended to confo rm  more c l o s e l y  w i th  the l i s t i n g  requ irements  o f  
majo r s e c u r i t i e s  exchanges  (47 Fed. Reg. 21 ,756 )(May  20, 1 982).

7. Supplement

T h i s  f i n a l  s e c t i o n  a s s i g n s  va lue  to  v a r i o u s  types o f  c o l l a t e r a l  f o r  
pu rpo se s  o f  the r e g u l a t i o n .  Three s p e c i f i c  t ype s  o f  c o l l a t e r a l  are g i v e n  loan  
v a lu e :  (1) marg in  s e c u r i t i e s  have a maximum lo a n  va lue  of  f i f t y  pe r ce n t  o f
t h e i r  c u r r e n t  market  v a l u e ;  (2 )  a l l  o the r  c o l l a t e r a l ,  o th e r  than  pu t s  o r  
c a l l s  or  c o m b in a t io n s  t h e r e o f ,  are a s s i g n e d  a "good f a i t h "  loan  v a lu e ;  and
(3 )  p u t s ,  c a l l s  and c o m b in a t i o n s  are g i v en  no loan  va lue .

8. S p e c i f i c  Comment Requested

The Board  i s  s e ek in g  s p e c i f i c  p u b l i c  comment on the q u e s t i o n  whether 
R e g u l a t i o n s  G and U shou ld  be combined to form a new comprehens ive  r e g u l a t i o n  
w i th  v a r i o u s  su b ch a p te r s  o r  whether the two r e g u l a t i o n s  s hou ld  be m a in ta ined  
s e p a r a t e l y  i n  t h e i r  s i m p l i f i e d  forms.

I N I T I A L  REGULATORY F L E X I B I L I T Y  ANALYSIS:

The Board o f  Governors  o f  the Federa l  Reserve  System i s  r e q u e s t i n g  
comment on a p ro p o sa l  to co m p le te l y  r e v i s e  i t s  m a rg in  r e g u l a t i o n  go ve rn in g  
l e n d e r s  o the r  than  banks and b r o k e r s  o r  d e a l e r s .
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These changes  are p a r t  o f  a program to  s i m p l i f y  a l l  o f  the B o a r d ' s  
margin r e g u l a t i o n s  and to reduce s p e c i f i c  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  
bu rdens imposed upon l e n d e r s . The s i m p l i f i c a t i o n  o f  R e g u la t i o n  G t h a t  i s  
be ing  proposed  at t h i s  time w i l l  p rov ide  b e n e f i t s  in  the form o f  o v e r a l l  
c l a r i t y  and c o n s i s t e n c y  o f  t reatment  o f  banks and o th e r  lenderso  The B o a r d s 
t h e r e f o r e ,  c e r t i f i e s  f o r  the purposes  o f  5 U„$,C«, I  605(b )  t ha t  the changes 
proposed  are not expected to  have an adverse  impact on a s u b s t a n t i a l  number 
o f  smal l b u s i n e s s e s *

A c c o r d i n g l y ,  pu r suan t  to s e c t i o n s  3, 7, 8 and 23 o f  the S e c u r i t i e s  
Exchange A c t  o f  1934, as amended (15 U.S.C.  § §  78c,  78g,  78h and 78w) the Board 
p ropose s  to comple te ly  r e v i s e  R e g u la t io n  G ( P a r t  207) to read as f o l l o w s :
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REGULATION G 
(12 CFR P a r t  207)

PART 207 -• CREDIT EXTENDED BY PERSONS OTHER THAN BANKS, BROKERS, OR DEALERS

SeCo

207 ol ooc .. oocc .. o . o. ooo. . . .  o. o. o . o . . o0c A u t h o r i t y ,  Purpose  and Scope 

2 0 7 c2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  D e f i n i t i o n s

207=3 ooooooooocoooocooooooooooooooooo.o General  Requirements

2 0704 oooooooooooooooooooooooooooooooo. o C r e d i t  to B ro k e r -D e a l e r s

2 0 7 05 ooooooooooooooooooooooooooooo. oooo Employee S tock  Option  and
S tock  Purchase  P la n s

2 0 7 06 oooooocoooooooooooooooooooocoeoooo Requ irements f o r  the  L i s t
o f  OTC Marg in  S e c u r i t i e s

207 07 ooooooooooooooooocoooooooooooooooc Supplement

A u th o r i t y : §§  3, 7, 8 and 23 o f  the S e c u r i t i e s  Exchange A c t  o f  1934, as

amended (15 U.SoCo § §  78c,  78g,  78h and 78w)»
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S e c t i o n  207.1 - -  AUTHORITY, PURPOSE AND SCOPE

(a) A u t h o r i t y  and P u rp o se . R egu la t io n  G ( t h i s  p a r t )  i s  i s s u e d  
by the Board o f  Governors  o f  the fede ra l  Reserve  System (the "B o a rd " )  p u r ­
suant  to the S e c u r i t i e s  Exchange Ac t  o f  1934 (the " A c t " )  (15 U.S.C.  § 78a et.  
s e q . ) .  I t s  p r i n c i p a l  purpose i s  to regu la te  e x t e n s i o n s  o f  c r e d i t  by p e r s o n s ,  
o th e r  than banks,  b roke r s  and d e a l e r s ,  who extend or  m a in ta in  c r e d i t  f o r  the 
purpose  o f  p u r ch a s in g  or  c a r r y i n g  margin s e c u r i t i e s .

(b) Scope. T h i s  p a r t  r e q u i r e s  r e g i s t r a t i o n  by pe r son s  who extend 
c r e d i t  tha t  i s  secured  d i r e c t l y  or i n d i r e c t l y  by margin s e c u r i t i e s .  C r e d i t  
extended by such pe r son s  i s  r e g u la te d  by l i m i t i n g  the loan  va lu e  o f  the  c o l ­
l a t e r a l  s e c u r i n g  the c r e d i t  i f  the purpose o f  the c r e d i t  i s  to purchase  or 
c a r r y  marg in  s e c u r i t i e s .

S e c t i o n  207.2  —  DEF IN IT IONS

The terms used in t h i s  p a r t  have the meanings g i ven  them in s e c t i o n  
3 (a )  o f  the  A c t  (15. UoS.C. § 7 8 c ( a ) )  o r  as de f ined  in  t h i s  s e c t i o n .

(a) A f f i l i a t e . A person t h a t  d i r e c t l y ,  or  i n d i r e c t l y  th rough  one 
o r  more i n t e r m e d i a r i e s ,  c o n t r o l s ,  o r  i s  c o n t r o l l e d  by, o r  i s  under common con ­
t ro l  w ith  the le nd e r .

(b) C a r r y i n g  c r e d i t . C re d i t  that  enab le s  a customer to m a in ta in  
a p o s i t i o n  in a marg in  s e c u r i t y  or  reduce or  r e t i r e  indebtedness  o r i g i n a l l y  
i n c u r r e d  to purchase  a s e c u r i t y  t ha t  i s  c u r r e n t l y  a margin s e c u r i t y .

(c)  C u r re n t  market va lue .  (1) For  a s e c u r i t y ,  the c l o s i n g  s a le  
p r i c e  o f  the s e c u r i t y  on the p reced in g  b u s i n e s s  day, as shown by any re g u ­
l a r l y  p u b l i s h e d  r e p o r t i n g  o r  q uo ta t ion  s e r v i c e  o r ,  i f  the  c r e d i t  i s  used 
to f i n ance  the purcha se  o f  the s e c u r i t y ,  the s e c u r i t y ' s  to t a l  c o s t  o f  p u r ­
chase.  I f  there  i s  no c l o s i n g  s a l e  p r i c e ,  any reasonab le  e s t im ate  o f  the 
market va lue  o f  the s e c u r i t y  as o f  the c l o s e  o f  b u s i n e s s  on the p reced in g  
b u s i n e s s  day. Computat ion o f  to t a l  c o s t  may inc lude  any commiss ions  charged.

(2)  Any o ther c o l l a t e r a l  s h a l l  be va lued by any rea sonab le  method 
in accordance  w i th  g e n e r a l l y  accepted account ing  p r i n c i p l e s .

(d) Customer. I n c l u d e s  any person  or group  o f  pe r son s  a c t i n g  
j o i n t l y ,  to o r  f o r  whom a person  sub jec t  to t h i s  p a r t  i s  e x tend ing  o r  main­
t a i n i n g  c r e d i t .
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(e )  Good fa i  t h . (1)  With r e s p e c t  to the acceptance  o f  or n o t i c e  
from o r  o n . b e h a l f  o f  a c u s tom er  tha t  the le n d e r  o r  i t s  d u ly  a u t h o r i z e d  r e p r e ­
s e n t a t i v e  i s  a l e r t  to the c i r c u m s t a n c e s  s u r r o u n d in g  the c r e d i t ,  and i f  i n  
p o s s e s s i o n  o f  i n f o r m a t i o n  t h a t  would cau se  a p ruden t  p e r s o n  not to accept  the 
sta tement o r  n o t i c e  w i thou t  i n q u i r y ,  i n v e s t i g a t e s  and i s  s a t i s f i e d  that the 
sta tement o r  no t i ce  i s  t r u t h f u l  ;

(2)  With r e s p e c t  to the l o a n  va lue  of  c o l l a t e r a l  means tha t  amount 
which  a l e n d e r ,  e x e r c i s i n g  sound c r e d i t  judgment,  would lend  on p a r t i c u l a r  
c o l l a t e r a l ,  w i t h o u t  rega rd  to o th e r  a s s e t s  o f  the cu s tom er  or o the r  c o l l a t e r a l  
held i n  c o n n e c t i o n  w i th  se pa ra te  t r a n s a c t i o n s .  Good f a i t h  loan  va lue  may 
not exceed 100 pe rcen t  o f  the c u r r e n t  market va lue  o f  the c o l l a t e r a l .

( f )  I n d i r e c t l y  s e c u r e d . I n c l u d e s  any a r rangement w i th  the c u s ­
tomer under which  the c u s t o m e r ' s  r i g h t  o r  a b i l i t y  to s e l l ,  p le dg e ,  or o t h e r ­
wi se  d i s p o s e  o f  m arg in  s e c u r i t i e s  owned by the cu s tom er  i s  i n  any way r e s t r i c t e d  
as long  as  the c r e d i t  remains o u t s t a n d i n g  or  under wh ich  the e x e r c i s e  o f  such  
r i g h t  i s  o r  may be cau se  f o r  a c c e l e r a t i o n  o f  the m a t u r i t y  o f  the  c r e d i t .

The f o r e g o i n g  s h a l l  not app ly :

(1 )  i f ,  f o l l o w i n g  a p p l i c a t i o n  of  the p roceeds  o f  the c r e d i t ,  not 
more than  twenty  f i v e  pe rce n t  o f  the v a lu e  o f  the a s s e t s  s u b je c t  to the a r r a n g e ­
ment, as determined by any r e a so n a b le  method, are marg in  s e c u r i t i e s ;

(2 )  to  a l e n d i n g  a r rangement t h a t  p e rm i t s  a c c e l e r a t i o n  o f  the 
m a t u r i t y  of  the c r e d i t  as a r e s u l t  o f  a d e f a u l t  under,  or  the r e n e g o t i a t i o n  
o f  the terms o f ,  anothe r  c r e d i t  t o  the same cu s tom er  by ano the r  c r e d i t o r  t h a t  
i s  not  an a f f i l i a t e  of  the l e n d e r ;

( 3 )  ’ i f  the marg in  s e c u r i t y  i s  held by the le n d e r  o n l y  i n  the 
c a p a c i t y  o f  c u s t o d i a n ,  d e p o s i t a r y ,  o r  t r u s t e e ,  o r  under  s i m i l a r  c i r c u m s ta n c e s  
and the l e n d e r  has not r e l i e d  upon the marg in  s e c u r i t y  as c o l l a t e r a l  i n  e x te n d in g  
o r  m a in t a i n i n g  the p a r t i c u l a r  c r e d i t ;  o r

(4 )  i f  the le n d e r  i n  good f a i t h  has not  r e l i e d  upon the marg in  
s e c u r i t y  as c o l l a t e r a l  i n  the e x t e n s i o n  o r  maintenance  o f  the p a r t i c u l a r  c r e d i t .

(g)  In  the o r d i n a r y  c o u r s e  o f  b u s i n e s s . O c c u r r i n g  o r  r e a so n a b ly  
expected  to x c u r  from time to  time i n  the  c o u r s e  o f  any a c t i v i t y  o f  a pe r son  
f o r  p r o f i t  o r  the management o r  p r e s e r v a t i o n  of  p r o p e r t y ,  or i n  the c a se  of
a pe r so n  o t h e r  than an i n d i v i d u a l ,  c a r r y i n g  out o r  i n  f u r t h e r a n c e  o f  any 
busi  nes s  pu rpo se .

(h) Le n d e r . Any pe r so n  s u b j e c t  to the r e g i s t r a t i o n  requ irements  
o f  t h i s  pa r t .

( i )  Margi  n se c u r i  t y . (1)  Any e q u i t y  s e c u r i t y  r e g i s t e r e d  on a 
n a t io n a l  s e c u r i t i e s  exchange o r  hav ing  u n l i s t e d  t r a d i n g  p r i v i l e g e s ;

(2)  an OTC marg in  s e c u r i t y ;
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(3)  a debt s e c u r i t y  wh ich  i s  c o n v e r t i b l e  i n t o  a marg in  s e c u r i t y
o r  c a r r y i n g  any wa r ran t  o r  r i g h t  to  s u b s c r i b e  to o r  pu rchase  a m a rg in  s e c u r i t y ;

(4)  any warran t  o r  r i g h t  to s u b s c r i b e  to or purchase  a marg in
s e c u r i t y ;

(5)  any s e c u r i t y  i s s u e d  by an inve s tm ent  company, o th e r  than  a 
company l i c e n s e d  under the Small  B u s i n e s s  Investment Company A c t  o f  1958, 
as amended (15 U.S.C .  § 6 61 ) ,  r e g i s t e r e d  under s e c t i o n  8 o f  the In ves tment  
Company Act o f  1 940 (15 U.S .C .  § 80a=8) .

( j )  Maximum loan  va l  ue . The percentage  o f  c u r r e n t  market va lue  
a s s i g n e d  by the Board under s e c t i o n  207,7  o f  t h i s  p a r t  to s p e c i f i e d  types  
of  co l  1a t e r a l .

(k )  PTC marg in  s e c u r i t y . Any e q u i t y  s e c u r i t y  not t raded  on a 
n a t iona l  s e c u r i t i e s  exchange t h a t  the Board ‘has determined has the degree  of  
n a t iona l  i n v e s t o r  i n t e r e s t ,  the depth and b readth  o f  market,  the a v a i l a b i l i t y  
o f  i n f o rm a t io n  r e s p e c t i n g  the s e c u r i t y  and i t s  i s s u e r ,  and the c h a r a c t e r
and permanence o f  the i s s u e r  to w a r ran t  be ing  t re a ted  l i k e  an e q u i t y  s e c u r i t y  
t raded  on a n a t i o n a l  s e c u r i t i e s  exchange. The Board w i l l  from time to  time 
p u b l i s h  a l i s t  o f  the OTC marg in  s e c u r i t i e s  that  the Board has determined  
meet the c r i t e r i a  s e t  f o r t h  i n  s e c t i o n  2070 7 o f  t h i s  p a r t ,

( l )  Pu rpose  c r e d i t . C r e d i t  f o r  the pu rpo se ,  whether immediate,  
i n c i d e n t a l ,  o r  u l t im a t e ,  o f  p u r c h a s i n g  o r  c a r r y i n g  a margi  n sec ur i  ty .

S e c t i o n  207 ,3  —  GENERAL REQUIREMENTS

(a )  R e g i s t r a t i o n ;  t e rm in a t i o n  o f  r e g i s t r a t i o n . (1)  Every  per son  
who, i n  the o r d i n a r y  c o u r s e  o f  b u s i n e s s ,  ex tends  or  m a in t a i n s  c r e d i t  s e cu re d ,  
d i r e c t l y  or i n d i r e c t l y ,  by any m arg in  s e c u r i t y  s h a l l  r e g i s t e r  on Federal  Reserve  
Form F .R .  G-l (0MB No, 055*= R0267) w i t h i n  30 days  a f t e r  the end o f  any c a l e n d a r  
q u a r t e r  d u r i n g  wh ich  ( i )  the amount o f  c r e d i t  extended e qu a l s  $200,000  or  
more, o r  ( i i )  the amount o f  c r e d i t  o u t s t a n d in g  at  any time d u r in g  t h a t  c a l e n d a r  
q u a r t e r  e qu a l s  $500 ,000  or  more;

(2 )  A r e g i s t e r e d  l ende r  may app ly  to te rm inate  i t s  r e g i s t r a t i o n , by 
f i l i n g  Federal  Reserve  Form F.R,  G-2 (0MB No. 0 5 5 - R 0 2 6 7 ) , i f  the l e nd e r  has not,  
du r in g  the p re ce d in g  s i x  c a l e n d a r  months,  extended c r e d i t  s e cu re d ,  d i r e c t l y  
o r  i n d i r e c t l y ,  by any m arg in  s e c u r i t y  and has not had more than $200,000  o f  
such  c r e d i t  o u t s t a n d i n g  d u r i n g  tha t  p e r i o d .  R e g i s t r a t i o n  s h a l l  be deemed 
te rm inated  when the a p p l i c a t i o n  i s  approved  by the Board.

(b) General  R u le . No l e n d e r ,  except a p i a n = l e n d e r , as de f ined  in
§ 2 0 7 . 5 (a )  [ 1 ) ,  s h a l l  extend any pu rpose  c r e d i t ,  secured  d i r e c t l y  o r  i n d i r e c t l y  
by marg in  s e c u r i t i e s  i n  an amount tha t  exceeds the maximum lo a n  va lue  o f  the 
c o l l a t e r a l  s e c u r i n g  the c r e d i t ,  as s e t  f o r t h  in  § 207 .7  o f  t h i s  pa r t .

(c)  Mai ntai  ni ng c r e d i  t . A l e n d e r  may m a in t a in  any c r e d i t  tha t  i t  
i n i t i a l l y  ex tended w i thout  v i o l a t i n g  t h i s  p a r t ,  r e g a r d l e s s  o f :

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



V r

- 4 -

(1)  r educ t ion  in  the c u s t o m e r ' s  e q u i t y  r e s u l t i n g  from change in 
market p r i c e s ;

(2)  change in the maximum loan  va lu e  p r e s c r i b e d  by t h i s  p a r t ;  
or

(3)  change in the s t a t u s  o f  the s e c u r i t y  ( f rom non-margin to 
marg in )  s e c u r i n g  an e x i s t i n g  pu rpo se  c r e d i t *

(d) A r r a n g in g  c r e d i t . No le nde r  may a r range  f o r  the e x te n s i o n  
o r  maintenance o f  any c r e d i t  f o r  the  pu rpose  o f  p u r c h a s i n g  o r  c a r r y i n g  any 
margin s e c u r i t y ,  except upon the same terms and c o n d i t i o n s  under which the 
le nde r  i t s e l f  may extend o r  m a in ta in  such c r e d i t  under the  p r o v i s i o n s  o f  
t h i s  p a r t .

(e) Purpose  s ta tem ent . (1)  Whenever a l e nd e r  extends  c r e d i t  
secured d i r e c t l y  o r  i n d i r e c t l y  by a m arg in  s e c u r i t y ,  the  le n d e r  s h a l l  r e q u i r e  
i t s  customer to  execute Federa l  Reserve  Form F .R .  G-3 (0MB No. 0 55 -R0274 ) ,  
which sh a l l  be s i g n e d  and accepted by a du ly  a u th o r i z e d  r e p r e s e n t a t i v e  o f  
the le nd e r  a c t i n g  in good f a i t h ;

(2)  I f  a le nde r  extends  such c r e d i t  under a r e v o l v i n g  c r e d i t  
agreement, Form F .R .  G-3 need not be executed  each time a d isbu rsem ent  i s  
made under the agreement i f :

( i )  Form F.R.  G-3 i s  executed  at the time the  c r e d i t  arrangement 
i s  o r i g i n a l l y  e s t a b l i s h e d ;

( i i )  the customer a t  t ha t  time s t a t e s  tha t  the purpose  o f  any 
e x te n s i o n  under the agreement i s  to  pu rchase  o r  c a r r y  a marg in  s e c u r i t y ;  
and

( i i i )  e i t h e r  the c o l l a t e r a l  i s  s u f f i c i e n t  f o r  a pu rpose  c r e d i t  
f o r  the t o t a l  amount covered by the agreement,  o r  i s  s u f f i c i e n t  f o r  the 
amount o f  c r e d i t  a c t u a l l y  d i s b u r se d -a n d  a c u r r e n t  l i s t  o f  c o l l a t e r a l  i s  
appended to  the executed Form F .R .  G-3 each time c r e d i t  i s  d i s b u r s e d  under 
the agreement.

( f )  S i n g l e  c r e d i t  r u l e . (1)  A l e nde r  t h a t  has ex tended purpose 
c r e d i t  secured by a margin s e c u r i t y  may not subsequent ly  extend unsecu red  p u r ­
pose c r e d i t  to the same customer u n l e s s  the combined c r e d i t  does no t  exceed 
the maximum loan va lue  o f  the s e c u r i t y  s e c u r i n g  the p r i o r  c r e d i t ;

(2)  I f  a le nde r  extended unsecured  purpose c r e d i t  to a customer 
p r i o r  to  the e x te n s i o n  of  purpose  c r e d i t  secured by a marg in  s e c u r i t y ,  the 
c r e d i t s  s h a l l  be combined and t r e a te d  as a s i n g l e  c r e d i t  s o l e l y  f o r  the 
purpose  o f  the withdrawal  and s u b s t i t u t i o n  p r o v i s i o n  o f  parag raph  (h) o f  
t h i s  s e c t io n .

(g)  Mixed c o l l a t e r a l  l o a n s . A purpose c r e d i t  secured  in p a r t  by a 
marg in  s e c u r i t y ,  and in p a r t  by o the r  c o l l a t e r a l  s h a l l  be t r e a te d  as two sepa ­
ra te  l o a n s ,  one secured  by the margin s e c u r i t y  and one by a l l  o th e r  c o l l a t e r a l .

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



p

- 5 -

A lender may use a single credit  agreement, but i t  shall maintain i t s  records 
so that each portion of the credit  and i ts  col latera l  are identified for the 
purpose of evidencing compliance with this part.

(h) W i thd rawa l s  and S u b s t i t u t i o n s . (1) A l e n d e r  may permit  any 
w i thdrawal  o r  s u b s t i t u t i o n  of c a s h  o r  c o l l a t e r a l  by the cu s tom er  i f ,  a f t e r  
the t r a n s a c t i o n ,  the withdrawal  o r  s u b s t i t u t i o n  would not:

( i )  c au se  the c r e d i t  to exceed the maximum loan  v a lu e  o f  the 
co l  1 a t e r a l  ; o r

( i i )  i n c r e a s e  the amount by which  the c r e d i t  exceeds the maximum 
loan  va lu e  o f  the c o l l a t e r a l .

(2) For  pu rpose s  o f  t h i s  s e c t i o n ,  the maximum loan  va lue  o f  the 
c o l l a t e r a l  on the day o f  the w i thdrawal  o r  s u b s t i t u t i o n  s h a l l  be used.

( i )  Exchange o f f e r s . To ena b le  a cu s tom er  to  p a r t i c i p a t e  in  an 
exchange o f f e r  t h a t  i s  made to a l l  h o ld e r s  o f  an i s s u e  o f  m a rg in  s e c u r i t i e s ,  
a l e nd e r  may pe rm it  s u b s t i t u t i o n  o f  the s e c u r i t i e s  r e c e i v e d  f o r  the s e c u r i  = 
t i e s  exchanged.  A nonmargin nonexempted s e c u r i t y  a c q u i r e d  in  exchange f o r
a marg in  s e c u r i t y  s h a l l  be t r e a te d  as  i f  i t  i s  a marg in  s e c u r i t y  f o r  a pe r i od  
o f  60 days f o l l o w i n g  the exchange.

( j )  Renewals  and e x t e n s i o n s  o f  m a t u r i t y . A renewal o r  e x t e n s i o n  
o f  m a tu r i t y  o f  a c r e d i t  need not be c o n s i d e r e d  a new e x t e n s i o n  o f  c r e d i t  i f  
the amount o f  the c r e d i t  i s  i n c r e a s e d  o n l y  by the a d d i t i o n  o f  i n t e r e s t ,  
s e r v i c e  c h a r g e s  o r  taxe s  w i t h  r e s p e c t  to  the  c r e d i t o

(k )  T r a n s f e r s  o f  c r e d i t . (1 )  A t r a n s f e r  o f  a c r e d i t  between 
cu s tom ers  o r  1 enders  s ta l  1 not be : o n s i d e r e d  a new e x t e n s i o n  o f  c r e d i t  i f :

(1)  the o r i g i n a l  c r e d i t  was i n  c o n f o rm i t y  w i th  t h i s  p a r t ;

(i i ) the t r a n s f e r  i s  not made to evade t h i s  p a r t ;

( i i i )  the amount o f  c r e d i t  i s  not i n c r e a s e d ;  and

( i v )  the c o l l a t e r a l  f o r  the  c r e d i t  i s  not changed.

(2)  Any t r a n s f e r  between cu s tom er s  a t  the same le n d e r  s h a l l  be 
accompanied by a s ta tement by the t r a n s f e r o r  cu s tomer  d e s c r i b i n g  the c i r c u m ­
s t a n ce s  g i v i n g  r i s e  to the t r a n s f e r  and accepted in  good f a i t h  and s igned  by 
an o f f i c e r  o f  the le nde r  as hav ing  been so  accepted . The l e n d e r  s h a l l  keep 
such  s ta tem ent  w i th  i t s  r e c o rd s  o f  the t r a n s f e r e e  account.

j(3) When a t r a n s f e r  i s  made between l e n d e r s ,  the t r a n s f e r e e  lende r  
s h a l l  o b t a i n  a c o p y  o f  the Form F .R .  G»3 o r i g i n a l l y  f i l e d  w i th  the t r a n s f e ro r ,  
le nde r  and r e t a i n  the copy  w i th  i t s  re co rd s  o f  the t r a n s f e r e e  account.

( l )  A c t i o n  f o r  l e n d e r ' s  own p r o t e c t i o n . Noth ing  in  t h i s  p a r t  s t a l l  
r e q u i r e  a l e n d e r  to waive o r  f o re go  any l i e n  o r  p reven t  a l e n d e r  from tak in g  
any a c t i o n  t h a t  i t  deems n e c e s s a r y  i n  good f a i t h  f o r  i t s  own p r o t e c t i o n .
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(m) M i s t a k e s  in  good f a i t h . A m is take  in good f a i t h  in connect ion  
with the e x te n s i o n  or  maintenance o f  c r e d i t  s h a l l  not be a v i o l a t i o n  o f  t h i s  
pa r t .

(n) Annual R e p o r t ., Every  r e g i s t e r e d  lender  s h a l l  s w i t h i n  30 days 
f o l l o w i n g  June 30 o f  every y e a r ,  f i l e  Form F.R.  6 -4  (0MB No. 0 5 5 -R 0 26 7 ) 0

(o) Where to r e g i s t e r  and f i l e  a p p l i c a t i o n s  and r e p o r t s . R e g i s t r a ­
t i o n  s ta tements,  a p p l i c a t i o n s  to te rm inate  r e g i s t r a t i o n ,  and annual r e p o r t s  
s h a l l  be f i l e d  w i th  the Federa l  Reserve  Bank o f  the d i s t r i c t  in which  the 
p r i n c i p a l  o f f i c e  o f  the lender  i s  lo ca ted .

Se c t i o n  207.4  —  CREDIT TO BROKER-DEALERS

No l e n d e r  s h a l l  extend o r  m a in ta in  c r e d i t  secured ,  d i r e c t l y  o r  
i n d i r e c t l y ,  by any margin s e c u r i t y  to  a customer who i s  s u b je c t  to P a r t  220, 
except in the f o l l o w i n g  c i r cum stances :

(a) Emergency Loans.  C r e d i t  extended in good f a i t h  r e l i a n c e  upon 
a c e r t i f i c a t i o n  from the customer t h a t  the  c r e d i t  i s  e s s e n t i a l  to meet emer­
gency needs a r i s i n g  from except iona l  c i r cum stances .  Any c o l l a t e r a l  f o r  such 
c r e d i t  s h a l l  have good f a i t h  loan  va lue .

(b) C a p i t a l  C o n t r i b u t i o n  Loans.  C re d i t  t h a t  the Board  has exempted 
by o rd e r  upon a f i n d i n g  th a t  the exemption i s  n eces sa ry  o r  a p p ro p r i a te  in
the p u b l i c  i n t e r e s t  o r  f o r  the p r o t e c t i o n  o f  i n v e s t o r s ,  p r o v id ed  the S e c u r i t i e s  
I n v e s t o r  P r o t e c t i o n  C o rp o ra t io n  c e r t i f i e s  to the Board t h a t  the exemption i s  
ap p ro p r ia te .

Se c t i o n  207.5  —  EMPLOYEE STOCK OPTION AND STOCK PURCHASE PLANS

(a) P lan  lender ;  E l i g i b l e  P l a n . (1)  P lan  Lender .  A c o r p o r a t i o n ,  
a l e nde r  who l ly  owned by tha t  c o r p o r a t i o n ,  or a l e n d e r  which i s  a membership 
t h r i f t  o r g a n i z a t i o n  whose membership i s  l im i t e d  to employees and former employees 
o f  tha t  c o r p o r a t i o n ,  i t s  s u b s i d i a r i e s  and a f f i l i a t e s ,  that  extends  o r  m a in ta in s  
c r e d i t  to f i n a n ce  the a c q u i s i t i o n  o f  s e c u r i t i e s  pu r suan t  to an e l i g i b l e  p lan ;

(2)  E l i g i b l e  Plan.  An employee s tock  op t ion  or purchase  plan 
adopted by a c o r p o r a t i o n  and approved by i t s  s t o c k h o ld e r s  t h a t  p r o v id e s  f o r  
the e x ten s ion  o f  c r e d i t  to o f f i c e r s  o r  employees to f i n ance  t h e i r  pu rchase  o f  
marg in  s e c u r i t i e s  o f  the c o r p o r a t i o n ,  i t s  s u b s i d i a r i e s  o r  a f f i l i a t e s .

( b } C r e d i t  to e x e r c i s e  r i g h t s  under e l i g i b l e  p l a n s . (1)  I f  a 
p l a n - l e n d e r  extends  or  m a in ta in s  c r e d i t  to i t s  o f f i c e r s  and employees,  or  
those  o f  i t s  s u b s i d i a r i e s  o r  a f f i l i a t e s ,  to f in ance  the e x e r c i s e  o f  r i g h t s  
g ranted  under an e l i g i b l e  plan o f  the  c o r p o r a t i o n ,  a marg in  s e c u r i t y  t h a t  
d i r e c t l y  or  i n d i r e c t l y  s e cu re s  tha t  c r e d i t  s h a l l  have good f a i t h  loan  va lue .

(2)  C r e d i t  extended under t h i s  s e c t i o n  sh a l l  be t r e a te d  s e p a r a te l y  
from c r e d i t  extended under any o the r  s e c t i o n  in  t h i s  pa r t .
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207.6  —  REQUIREMENTS FOR THE L I ST  OF PTC MARGIN SECUR IT IES

(a )  Requ irements f o r  i n c l u s i o n  on the l i s t  o f  OTC marg in  s e c u r i t i e s .  
Except  as p ro v id ed  in  s u b se c t io n  Id )  o f  t h i s  s e c t i o n ,  OTC marg in  s e c u r i t y  sha l l  
meet tiie requ irements  that:

(1 )  The s e c u r i t y  i s  r e g i s t e r e d  under s e c t i o n  12 o f  the A c t  
(15 U.S.C.  § 7 81 ) ,  i s  i s s ued  by an i n s u r a n c e  company sub je c t  to  s e c t i o n  
1 2 ( g ) ( 2 ) ( G )  (15 U.S .C .  § 7 8 1 ( g ) ( 2 ) ( G ) ) ,  i s  i s s u e d  by a c l o s e d  end investment 
management company sub je c t  to r e g i s t r a t i o n  pu r suan t  to  s e c t i o n  8 o f  the 
Investment Company Act o f  1940 (15 U.S.C .  § 8 0 a - 8 ) ,  i s  an American D ep o s i to r y  
R ece ip t  ( "A D R " )  o f  a f o r e i g n  i s s u e r  whose s e c u r i t i e s  are r e g i s t e r e d  under 
s e c t io n  12 o f  the Act ,  or i s  a s e c u r i t y  o f  an i s s u e r  requ i red  to f i l e  repo r t s  
under s e c t i o n  15(d )  o f  the Act  (15 U.S .C .  § 7 8 o ( d ) ) ;

(2) Four  or more d e a l e r s  make a market in the s e c u r i t y  and regu ­
l a r l y  submit  bona f i d e  b id s  and o f f e r s  to an automated q u o ta t io n s  system f o r  
t h e i r  own accoun t s ;

p (3 )  There are 1 ,200  or  more h o l d e r s  o f  r e co rd ,  as de f ined  in SEC 
Rule 12g5- l  (17 CFR § 240 .12 g 5 - 1 ) ,  o f  the s e c u r i t y  who are not o f f i c e r s ,  d i r e c ­
t o r s  o r  b e n e f i c i a l  owners  o f  10 percent  o r  more o f  the s e c u r i t y ,  or the average 
d a i l y  t r a d i n g  volume o f  such s e c u r i t y  as determined by the Board,  i s  a t  l e a s t  
500 s ha re s ;

(4)  The i s s u e r  or a p red e ce s so r  i n  i n t e r e s t  has been in  ex i s tence  
f o r  a t  l e a s t  th ree  y e a r s ;

(5 )  The s e c u r i t y  has been p u b l i c l y  t raded  f o r  a t  l e a s t  s i x  months;

(6)  D a i l y  quo ta t ion s  f o r  both b i d  and asked p r i c e s  f o r  the s e c u r i t y  
are c o n t i n u o u s l y  a v a i l a b l e  to the genera l  p u b l i c ;

(7)  There are 400,000  o r  more sha re s  o f  such s e c u r i t y  o u t s t a n d in g  
in  a d d i t i o n  to  sh a re s  held  b e n e f i c a l l y  by o f f i c e r s ,  d i r e c t o r s  o r  b e n e f i c i a l  
owners o f  more than 10 percent  o f  the  s e c u r i t y ;

(8)  The minimum average b i d  p r i c e  o f  the s e c u r i t y ,  as determined by 
the Board,  i s  a t  l e a s t  $5 per  share ;  and

(9) The i s s u e r  had a t  l e a s t  $4 m i l l i o n  o f  c a p i t a l ,  s u r p l u s ,  and 
und iv ided  p r o f i t s .

(b )  Requirements f o r  con t inued  i n c l u s i o n  on the l i s t  o f  OTC mar­
g in  s e c u r i t i e s .

Except as p rov ided  in s u b se c t i o n  (d) o f  t h i s  s e c t i o n ,  an OTC margin 
s e c u r i t y  s h a l l  meet the f o l l o w i n g  requ irements :

(1)  The s e c u r i t y  i s  r e g i s t e r e d  o r  i s s u e d  under the c o n d i t i o n s  s p e c i ­
f i e d  in  pa rag raph  ( a ) ( 1 )  o f  t h i s  s e c t i o n ;
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(2) Three or more d e a l e r s  make a market in  the s e c u r i t y  and r e g u ­
l a r l y  submit  bona f i d e  b i d s  and o f f e r s  to an automated q u o t a t i o n s  system f o r  
t h e i r  own a c c o u n t s ;

(3)  There c o n t i n u e  to be 800 or  more h o ld e r s  o f  r e c o rd ,  as d e f ined  
i n  SEC Rule 1 2g5-1 (17 CFR § 240.1 2 g 5 - 1 ) ,  o f  the s e c u r i t y  who are not o f f i c e r s ,  
d i r e c t o r s ,  or  b e n e f i c i a l  owners  o f  10 pe rcen t  o r  more o f  the s e c u r i t y ,  or the 
average  d a i l y  t r a d i n g  vo lune  o f  such s e c u r i t y ,  as determined by the Board ,  i s  
a t  l e a s t  300 s h a r e s ;

(4)  D a i l y  q u o ta t i o n s  f o r  both b id  and asked p r i c e s  f o r  the s e c u r i t y  
a re  c o n t i n u o u s l y  a v a i l a b l e  to  the genera l  p u b l i c ;

(5)  There are  300,000  or  more s h a re s  o f  such  s e c u r i t y  o u t s t a n d in g  
in  a d d i t i o n  to s h a r e s  held b e n e f i c i a l l y  by o f f i c e r s ,  d i r e c t o r s ,  o r  b e n e f i c i a l  
owners  o f  more than  10 percent  o f  the s e c u r i t y ;

(6)  The minimun average  b id  p r i c e  o f  the s e c u r i t y ,  as determined 
by the Boa rd ,  i s  a t  l e a s t  $2 per s h a r e ;  and

(7)  The i s s u e r  has a t  l e a s t  $2 m i l l i o n  of  c a p i t a l ,  s u r p l u s ,  and 
und i v id ed  p r o f i t s .

(c)  Removal from the l i s t  o f  PTC m arg in  s e c u r i t i e s . The Board s h a l l  
f rom time to  t ime remove from the 0TC m a rg in  s e c u r i t y  l i s t  s e c u r i t i e s  t h a t  
cea se  to :

(1 )  e x i s t  o r  o f  wh ich  the i s s u e r  c e a se s  to e x i s t ,  or

(2)  meet s u b s t a n t i a l  l y  the  p r o v i s i o n s  o f  p a rag rap h  (b)  o f  t h i s
s e c t i o n .

(d) D i s c r e t i o n a r y  a u t h o r i t y  o f  B oa rd . The f o r e g o i n g  n o tw i t h s t a n d -  
i n g ,  the Board may om it  o r  remove any s e c u r i t y  tha t  i s  not t raded  on a na t iona l  
s e c u r i t i e s  exchange  from or add any s u ch  s e c u r i t y  to such  l i s t  o f  0TC marg in  
s e c u r i t i e s ,  i f  i n  the judgment o f  the Board ,  such  a c t i o n  i s  n e c e s s a r y  o r  a p p ro ­
p r i a t e  i n  the p u b l i c  i n t e r e s t .

(e) Un lawfu l  R e p r e s e n t a t i o n s . I t  s h a l l  be unlawfu l  f o r  any c r e d i ­
t o r  to make, o r  c au se  to be made, any r e p r e s e n t a t i o n  to the e f f e c t  t h a t  the 
i n c l u s i o n  of  a s e c u r i t y  on the l i s t  o f  0TC marg in  s e c u r i t i e s  i s  e v idence  tha t  
the Board o r  the SEC has i n  any way passed  upon the m e r i t s  o f ,  o r  g i v e n  
approva l  t o ,  such  s e c u r i t y  or any t r a n s a c t i o n s  th e re in .  Any s ta tem ent  in  an 
a d ve r t i s em e n t  o r  o t h e r  s i m i l a r  commun ica t ion  c o n t a i  n ing a r e f e re n c e  to the 
Board in  c o n n e c t i o n  w i th  the l i s t  o r  s e c u r i t i e s  on tha t  l i s t  s h a l l  be an un law­
fu l  r e p r e s e n t a t i o n .

S e c t i o n  207.7  °° Supplement

(a )  Maximisn l o an  va lu e  o f  a m a rg in  s e c u r i t y . The maximum loan  
va lu e  o f  a m a rg in  s e c u r i t y  s h a l l  be f i f t y  per  c e n t  o f  i t s  c u r r e n t  market va lue .
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( b ) Maximum loan  va lue  o f  nonmargin  s e c u r i t i e s  and a l l  o th e r  c o l l a °  
t e r a l « The maximum loan  va lue  o f  a nonmargin s e c u r i t y  and a l l  o th e r  c o l l a t e r a l  
except  p u t s ,  c a l l s ,  or c o m b ina t ion s  t h e re o f  s h a l l  be t h e i r  good f a i t h  loan  
value«

( c ) Maximun loan  v a lu e  o f  o p t i o n s . P u t s ,  c a l l s  and c o m b in a t i o n s  
t h e r e o f  s h a l l  have no loan value,,

By o rde r  o f  the Board o f  Governor s  o f  the Federa l  Reserve  System, 
Feb rua ry  23,  1983.

( s i g n e d )  W i l l i a m  W. W i le s  
S e c r e t a r y  o f  the Board

[SEAL]
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FEDERAL RESERVE SYSTEM

R e g u l a t i o n  U 

(12  CFR 221)

[Docket  No. R - 0458]  -

CREDIT BY BANKS

Complete R e v i s i o n  and S i m p l i f i c a t i o n  o f  R e g u l a t i o n  U

AGENCY: Board o f  Governors  o f  the Federa l  Reserve  System.

ACTION: Proposed  Rule.

SUMMARY: The Board  p ropo se s  to r e v i s e  R e g u l a t i o n  U i n  i t s  e n t i r e t y .  The
proposed  R e g u l a t i o n  U i s  w r i t t e n  i n  s i m p l i f i e d  language  and o r g a n i z e d  in  a 
more l o g i c a l  f a s h i o n .  Obso le te  p r o v i s i o n s  have been removed. T h i s  proposed  
r e v i s i o n  i n c o r p o r a t e s  amendments made to  R e g u l a t i o n  U i n  Janua ry  1 982 which  
exempted bank c r e d i t  not secu red  by m arg in  s e c u r i t i e s  from the r e g u l a t i o n  
and c l a r i f i e d  the d e f i n i t i o n  o f  the term “i n d i r e c t l y  se cu re d "  (47 Fed. Reg.
2 9 8 1 ) ( Janua ry  21,  1982 ) .

C e r t a i n  f i l i n g  requ irements  have been removed from the p r o ­
posed r e g u l a t i o n .  The r e l a t e d  fo rm s ,  F .R.  U-2,  U-3, U-5 and U - 6 , w i l l ,  
t h e r e f o r e ,  be e l im in a t e d .  A l s o ,  in  c o o p e r a t i o n  w i th  the S e c u r i t i e s  and 
Exchange Commiss ion  ( " S E C " ) ,  r e f e re n ce s  to  SEC forms X - l 7 A - 1 2 (1 )  and ( 2 ) ,
X - l 7 A - 1 6 (1 )  and ( 2 ) ,  and X -17A-17  are b e i n g  d e l e te d  so t h a t  the SEC may 
proceed with i t s  proposal to eliminate these forms.

A new s e c t i o n  i s  p roposed  to be added to R e g u la t i o n  U to n o t i f y  
nonmember banks  who p ropose  to lend  to b ro k e r s  and d e a l e r s  on r e g i s t e r e d  
s e c u r i t i e s  tha t  they  are req u i re d  by s t a t u t e  (15  U.S.C.  § 73h ) to com p ly -  
w i th  s e c u r i t i e s  c r e d i t  laws and r e g u l a t i o n s  a p p l i c a b l e  to member banks.  
C u r r e n t l y ,  no t i ce  o f  t h i s  requ irement i s  c o n t a in e d  in  R e g u la t i o n  T (1 2 
CFR Pa r t  2 20 ) ,  bu t  not i n  R e g u la t i o n  U. The Board b e l i e v e s  t h a t  n o t i c e  of  
t h i s  requ irement  sh o u ld  a l s o  be c o n t a in e d  in  R e g u l a t i o n  U s i n c e  the s t a t u t e  
p l a c e s  an a f f i r m a t i v e  duty  o f  com p l iance  upon banks as we l l  as b r o k e r s  and 
d e a l e r s .  T h i s  a d d i t i o n  to  R e g u la t io n  U w i l l  not p la ce  any new c o m p l i a x e  
r e s p o n s i b i l i t i e s  on banks.

Under t h i s  p roposed  r e v i s i o n  o f  R e g u l a t i o n  U, the Board would remove, 
i n  i t s  e n t i r e t y ,  c u r r e n t  s e c t i o n  221 • 3 ( q ) ,  wh ich  r e g u l a t e s  l o an s  to c e r t a i n  
l e nd e r s .  T h i s  s e c t i o n  was added to R e g u l a t i o n  U i n  1 959 to l i m i t  the amount 
o f  c r e d i t  a v a i l a b l e  to " c o l l a t e r a l  l e n d e r s , "  who were n e i t h e r  banks nor 
b r o k e r - d e a l e r s  and ,  t h e r e f o r e ,  not s u b j e c t  to the B o a r d ' s  then e x i s t i n g  mar­
g i n  r e g u l a t i o n s .  A comprehens ive  r e g u l a t i o n  ( R e g u l a t i o n  G, 12 CFR §  207.1
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et seq . )  was adopted by the Board in  1968 to cove r  a l l  l e n d e r s  o the r  than 
banks and b r o k e r - d e a l e r s ,  i n c l u d i n g ' c o l  1 a te ra l  l e n d e r s .  Because o f  the 
adopt ion  o f  R eg u la t i o n  G, the r e t e n t i o n  o f  s e c t i o n  2 2 1 . 3 ( q ) i s  no l o n g e r  
con s ide red  n e c e s s a r y .

DATE: Comments s hou ld  be rece ived  on or before  A p r i l  22,  1983.

ADDRESS: Comments, which shou ld  r e f e r  to Docket No. R -0458 , may be ma i led  to
the S e c r e t a r y ,  Board o f  Governors  o f  the Federa l  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 o r  d e l i v e r e d  to Room 
B-2223 between 8:45  a.m. and 5:15 p.m. Comments r e c e i v e d  may a l s o  be in spec ted  
a t  Room B-1122  between 8 :45  a.m. and 5 :15  p.m.

FOR FURTHER INFORMATION: At the Board o f  Governors  o f  the Federa l  Reserve
System, Wash ington, D.C. 20551, con tac t :  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 ,  or Rober t  Lord ,  A t t o rney ,  D i v i s i o n  o f  Bank ing  S u p e r v i s i o n  and 
R egu la t ion  (202)  452-2781.  At the Federal  Reserve  Bank o f  New York ,  con ­
tac t :  Mindy S i l ve rm an ,  A s s i s t a n t  C o u n s e l , (212)  791 -5032.

SUPPLEMENTAL INFORMATION:

The Board  proposes  to r e v i s e  R eg u la t i o n  U by (1) s i m p l i f y i n g  the 
language  in a l l  p r o v i s i o n s ,  (2) removing  o b so le t e  p r o v i s i o n s ,  and (3)  r e o r d e r i n g  
p r o v i s i o n s  in  a more l o g i c a l  manner.

E x p la na t io n  o f  Changes

The proposed R eg u la t io n  U i s  d i v i d e d  i n t o  e i g h t  s e c t i o n s  which,  
i n  the  f o l l o w i n g  o rde r ,  (1 )  s t a te  the le ga l  b a s i s  and scope  o f  the r e g u l a t i o n ,
(2)  de f ine  the terms used th roughout  the r e g u l a t i o n ,  (3)  s t a te  the genera l  
r u l e ,  (4)  r e q u i r e  non-member banks to  f i l e  agreements w i th  the Board be fo re  
they engage in s e c u r i t i e s  c r e d i t  t r a n s a c t i o n s  wi th  b ro k e r s  o r  d e a l e r s ,  (5) 
s e p a ra te l y  t r e a t  l oan s  made to b roke r s  o r  d e a le r s  f o r  market f a c i l i t a t i n g  
pu rpose s ,  (6)  s p e c i f y  t r a n s a c t i o n s  which are exempt from the requ irements  o f  
the r e g u l a t i o n ,  (7 )  se t  f o r t h  the c r i t e r i a  f o r  i n c l u s i o n  on the  L i s t  o f  0TC 
Margin  S e c u r i t i e s ,  and (8) e s t a b l i s h  the maximum loan  va lue  o f  d i f f e r e n t  
types  o f  c o l l a t e r a l .

U n le s s  o the rw ise  noted, no s u b s t a n t i v e  changes have been made to 
the r e g u l a t i o n .  The r e g u l a t i o n  has been reorgani-zed in a more l o g i c a l  
f a sh io n  and the language  has been s i m p l i f i e d  fo r  e a s i e r  unde r s tand in g .  In  
a d d i t i o n ,  ob so le te  terms and p r o v i s i o n s  have been removed, and p a r t s  o f  the 
r e g u l a t i o n  i n c o rp o r a t e  Board and s t a f f  i n t e r p r e t a t i o n s  i s s u e d  du r in g  the 
co u r se  o f  a d m i n i s t r a t i o n  o f  the r u l e .

The. r e v i s e d  d e f i n i t i o n  o f  " i n d i r e c t l y  se cu red "  adopted by the 
Board  in Jan u a ry ,  1982 d id  not  c on ta in  a s p e c i f i c  e xcep t ion  ( con ta ined  in  
an e a r l i e r  d e f i n i t i o n )  tha t  a loan  w i l l  n o t  be c o n s id e re d  " i n d i r e c t l y  
secured "  i f  a l e nd e r  in  good f a i t h  has not r e l i e d  upon marg in  s e c u r i t i e s  
as c o l l a t e r a l .  I t  was n o t  the i n t e n t  o f  the Board ,  however, to remove t h i s  
except ion ,  and i n t e r p r e t a t i o n s  have been i s s u e d  making t h i s  p o i n t  c l e a r .  To 
avo id  m isu nd e r s ta n d in g ,  language  has been added to the d e f i n i t i o n  in  the p r o ­
posed r e v i s i o n  to c l a r i f y  t h i s  p o in t .
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A s e c t i o n  by s e c t i o n  a n a l y s i s  o f  the proposed  R e g u l a t i o n  U f o l l o w s .

1. A u t h o r i t y ,  Purpose and Scope

T h i s  s e c t i o n  s t a t e s  the B o a r d ' s  l e g a l  a u t h o r i t y  to promulgate  
R e g u l a t i o n  U, the purpose  o f  the r u l e ,  and the f a c t  tha t  i t s  co ve rage  i s  
l im i t e d  to banks.

2. D e f i n i t i o n s

T h i s  s e c t i o n  c o n t a i n s  e le v e n  d e f i n i t i o n s  o f  terms used th roughou t  
the r e g u l a t i o n .  A l l  terms o f  a r t  not d e f in ed  i n  the S e c u r i t i e s  Exchange Ac t  of  
1934 ( "1 934 A c t " } ( 1 5  U.S.C.  § 78a et s e q . )  i t s e l f  a re  d e f i n e d  in  t h i s  s e c t i o n .  
The term " b a n k " ,  a l t h o u g h  d e f in ed  i n  the 1 934 A c t ,  i s  d e f i n e d  more p r e c i s e l y  
in  the  p roposed  r e g u l a t i o n .  Other  terms which  have, over  the p a s t  f i v e  
decades ,  a ch ie ved  "common u sage "  s t a t u s  in  m arg in  r e g u l a t i o n  p a r l a n c e  have 
been i n c o r p o r a t e d  i n t o  the r e g u l a t i o n  and a r e ,  t h e r e f o r e ,  d e f i n e d  in  t h i s  
s e c t i o n .  Some d e f i n i t i o n s  are s c a t t e r e d  th roughou t  the c u r r e n t  r e g u l a t i o n .
A l l  such  d e f i n i t i o n s  have been b ro u g h t  w i t h i n  a s i n g l e  d e f i n i t i o n a l  s e c t i o n .

3. General  Requ irements

T h i s  s e c t i o n  c o n t a i n s  the genera l  r u l e s  which  banks must f o l l o w  
when e x te n d i n g ,  m a i n t a i n i n g  o r  a r r a n g i n g  c r e d i t  on the c o l l a t e r a l  o f  m a rg in  
s e c u r i t i e s .  I t  p l a c e s  l i m i t s  on the amount o f  c r e d i t  banks can  extend  
when the purpose  i s  to pu rcha se  o r  c a r r y  s e c u r i t i e s  and the loan  i s  s e cu re d  
by marg in  s e c u r i t i e s .

The " g e n e ra l  r eq u i r e m e n t s "  s e c t i o n  a l s o  c o n t a i n s  the " s i n g l e  c r e d i t "  
r u l e ,  which d i r e c t s  banks to  agg rega te  the amount o f  purpose  c r e d i t  extended 
to a s i n g l e  cus tomer  i n  o rde r  to p reven t  e v a s i o n  o f  the ru le .  T h i s  s e c t i o n  
a l s o  s p e c i f i c a l l y  p e rm it s  the use o f  o th e r  c o l l a t e r a l  w i th  m a rg in  s e c u r i t i e s  
to s u p po r t  a purpose  c r e d i t .  Under the p re se n t  r u l e ,  as w r i t t e n ,  there  i s  
some a m b igu i t y  as to whether such "mixed c o l l a t e r a l "  l o a n s  a re  p e r m i s s i b l e .

T h i s  s e c t i o n  a l s o  r e q u i r e s  banks who extend  c r e d i t  on marg in  s e c u ­
r i t i e s  to o b t a i n  a Form F„R. U ° l , ,w h ic h  r e q u i r e s  a borrower to s t a t e  the p u r ­
pose and amount o f  a l o a n ,  and l i s t  the marg in  s e c u r i t i e s  used as  c o l l a t e r a l .

W ithd raw a l s  and s u b s t i t u t i o n s  o f  c o l l a t e r a l  f o r  an e x i s t i n g  l o an  « 
are perm it ted  by t h i s  s e c t i o n  (1)  as  l ong  as such  a c t i o n  would not r e s u l t  in  
an in c r e a s e  i n  the amount by wh ich  the c r e d i t  exceeds the maximum loan  va lue  
of the c o l l a t e r a l  , or (2)  a t  any time tha t  the c o l l a t e r a l  has l oan  va lu e  i n  
e xce ss  o f  t h a t  req u i re d  by the r e g u l a t i o n .  In  a d d i t i o n ,  w i t h d ra w a l s  o f  c o l ­
l a t e r a l  w i l l  be perm it ted  to enab le  a cu s tom er  to  p a r t i c i p a t e  i n  an exchange  
o f f e r ,  p ro v id ed  the s e c u r i t i e s  r e ce ived  in  exchange a re  s u b s t i t u t e d  f o r  the 
s e c u r i t i e s  w ithdrawn and t re a te d  as marg in  s e c u r i t i e s  f o r  a p e r i od  o f  s i x t y  
days f o l l o w i n g  the exchange.

P r o v i s i o n s  r e g a r d i n g  e x t e n s i o n s  and m a t u r i t i e s  o f  c r e d i t ,  t r a n s f e r s  
o f  c r e d i t ,  m i s t a k e s  made i n  good f a i t h ,  and a c t i o n  wh ich  a bank may take  f o r  
i t s  own p r o t e c t i o n  have been c o n s o l i d a t e d  i n  t h i s  s e c t i o n .  These p r o v i s i o n s  
a re  s c a t t e r e d  th roughou t  the c u r r e n t  r e g u l a t i o n .
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4. Agreements o f  Non-Member Banks

T h i s  i s  a new s e c t i o n  of  R e g u la t i o n  U. S e c t i o n  8 o f  the 1 934 A c t  
(15 U.S.C.  §  78h) p r o h i b i t s  b r o k e r s  and d e a l e r s  from bo r row ing  on r e g i s t e r e d  
s e c u r i t i e s  u n l e s s  they borrow from e i t h e r  a member bank or a nonmember bank 
t h a t  has f i l e d  an agreement w i th  the Board a g r e e i n g  to comply  w i th  a l l  laws 
a p p l i c a b l e  to  member banks i n  c o n n e c t i o n  wi th  s e c u r i t i e s  c r e d i t  tra nsac t i o n s 0 
T h i s  s t a t u t o r y  requ irement  i s  c u r r e n t l y  embodied i n  R e g u l a t i o n  T (12 C .F .R .
§ 220.1 et  s e q . ) ,  which  i s  a p p l i c a b l e  to b ro k e r s  and d e a l e r s .  However, i t  
i s  the nonmember bank which has the a f f i r m a t i v e  du ty  to  f i l e  such  agreements  
( F .R .  T=1 and F .R .  T-2 )  w i th  the Board.  In  the i n t e r e s t  o f  p r o v i d i n g  nonmember 
banks  w i th  more adequate n o t i c e  o f  t h i s  s t a t u t o r y  requ i rem ent ,  t h i s  s u b s e c t i o n  
i s  be ing  added to R e g u la t i o n  Uo

5o S p e c ia l  Pu rpose  Loans to B roke r s  and D ea le r s

S i n ce  the  i n c e p t i o n  o f  R e g u la t i o n  Us the Board r e c o g n i z e d  tha t  
banks made c e r t a i n  s p e c i a l i z e d  lo a n s  to b ro k e r s  and d e a l e r s  wh ich  were e i t h e r  
s h o r t - t e rm  l o a n s  to f a c i l i t a t e  s e t t le m en t  and c l e a r a n c e  or l o a n s  r e g u l a t e d  
a t  a no the r  l e v e l 0 These l o an s  have a lways  been t r e a te d  d i f f e r e n t l y  from 
r e g u l a r  marg in  l o a n s .  P r o v i s i o n  i s  made i n  a se p a ra te  s e c t i o n ,  t h e r e f o r e ,  
by which  banks may g i v e  a "good f a i t h "  v a l u a t i o n  to  any c o l l a t e r a l  f u r n i s h e d  
by b ro k e r s  and d e a l e r s  who borrow f o r  any one or  more o f  the t h i r t e e n  
s p e c i a l i z e d  pu rpo se s  l i s t e d  in  the regu la t ion , ,  S p e c i a l  t rea tm ent  o f  such  
lo a n s  i s  c o n d i t i o n e d  upon r e c e ip t  o f  c e r t i f i e d  s ta tements  from the b r o k e r  or  
d e a l e r  as to  the  pu rpose  o f  the loan. Comparable e x c e p t i o n s  to  the genera l  
c r e d i t  l i m i t a t i o n s  a re  i n  the c u r r e n t  R e g u l a t i o n  U, but  the p roposed  r u l e  
c o n s o l i d a t e s  a l l  o f  these e x c e p t i o n s  i n t o  one s e c t i o n  and removes any l i m i t a ­
t i o n s  on the type  o f  c o l l a t e r a l  s e c u r i n g  the loans,,

The p r o v i s i o n s  r e g a r d i n g  c r e d i t  extended  to  b l o c k  p o s i t i o n e r s ,  OTC 
market makers ,  and t h i r d  market makers  w i l l  no l o n g e r  r e f e r  to  SEC Forms 
X - 1 7 A - 1 2 (1 )»  X - 1 7 A - 1 6 ( 1 ) ,  and X -17A-17 .  T h i s  w i l l  o b v i a t e  the need f o r  
f i l i n g  these  forms w i th  the SEC as  a p r e r e q u i s i t e  to e l i g i b i l i t y  f o r  s p e c i a l  
c r e d i t .  I t  i s  the B o a r d ' s  u nde r s tand in g  t h a t  the  SEC i s  p r e p a r i n g  to r e s c i n d  
i t s  r u l e s  p u r su a n t  to which these forms are re q u i r e d .

6. Exempted T r a n s a c t i o n s

Th i s  s e c t i o n  g r a n t s  o u t r i g h t  exemptions  to nine  s p e c i f i c  k ind s  o f  
n o n - b r o k e r - d e a l e r  bank loan s .  A l l  but  one o f  these exempt ions  a re  c o n t a in e d  
in  v a r i o u s  s e c t i o n s  o f  the c u r r e n t  r e g u l a t i o n .  The p roposed  r u l e  c o n s o l i d a t e s  
the e x i s t i n g  exemptions  i n to  one s e c t i o n .  A new exemption  i s  p ro v ided  f o r  
l o a n s  to employee s t o c k  ownership  p la n s  (ESOPs)  q u a l i f i e d  under s e c t i o n  401 
o f  the  I n t e r n a l  Revenue Code. The purpose  o f  t h i s  new exemption  i s  to p r o v i d e  
banks w i th  an o p p o r t u n i t y  to g i v e  the same kind o f  t reatment  f o r  employee 
l o a n s  as  i s  now p rov ided  f o r  s i m i l a r  c o r p o r a t e  l e n d e r s  r e f e r r e d  to as " p l a n  
l e n d e r s "  under R e g u l a t i o n  G.

7. L i s t  of  OTC M a rg in  S e c u r i t i e s

T h i s  s e c t i o n  c o n t a i n s  the c r i t e r i a  f o r  i n i t i a l  and c o n t in u e d  i n c l u ­
s i o n  on the B o a r d ' s  L i s t  o f  OTC M a rg in  S e c u r i t i e s .  These c r i t e r i a  were r e c e n t l y
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amended to conform more c l o s e l y  w i th  the l i s t i n g  requ i rem ents  o f  major exchanges  
(47 Fed. Reg. 2 l , 7 5 6 ) ( M a y  20,  1 982).

8. Supplement

T h i s  f i n a l  s e c t i o n  a s s i g n s  va lue  to  v a r i o u s  types  o f  c o l l a t e r a l  f o r  
purposes,  o f  the r e g u l a t i o n .  Three s p e c i f i c  types  o f  c o l l a t e r a l  are g i v e n  loan  
va lu e :  (1) m arg in  s e c u r i t i e s  have a maximum loan  va lue  o f  f i f t y  per c e n t
o f  t h e i r  c u r r e n t  market v a l u e ;  (2 )  a l l  o the r  c o l l a t e r a l ,  o th e r  than  puts ',  
c a l l s  o r  c o m b in a t io n s  t h e r e o f ,  are a s s i g n e d  a "good f a i t h "  l o a n  v a lu e ;  and
(3)  p u t s ,  c a l l s  and c o m b in a t i o n s  are g i v en  no loan  va lue .

9. S p e c i f i c  Comment Requested

The Board  i s  s e e k in g  s p e c i f i c  p u b l i c  comment on the q u e s t i o n  whether 
R e g u l a t i o n s  G and U shou ld  be combined to form a new comprehens ive  r e g u l a t i o n  
w i th  v a r i o u s  sub cha p te r s  or whether the two r e g u l a t i o n s  s h o u ld  be m a in ta ined  
s e p a r a t e l y  i n  t h e i r  s i m p l i f i e d  forms.

I N I T I A L  REGULATORY F L E X I B I L I T Y  ANALYSIS :

The Board o f  Governors  o f  the Federa l  Reserve  System i s  r e q u e s t i n g  
comment on a p ropo sa l  to  c o m p le t e l y  r e v i s e  i t s  m a rg in  r e g u l a t i o n  g o v e rn in g  
banks.  These change s  a re  p a r t  o f  a program to s i m p l i f y  a l l  o f  the B o a r d ' s  
m arg in  r e g u l a t i o n s ,  g e n e r a l l y ,  and to reduce s p e c i f i c  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  imposed upon l e n d e r s .  The s i m p l i f i c a t i o n  o f  R e g u l a t i o n  U 
t h a t  i s  being  p roposed  at  t h i s  time w i l l  p r o v id e  b e n e f i t s  i n  the  form o f  
o v e r a l l  c l a r i t y  and c o n s i s t e n c y  o f  t reatm ent among marg in  l e n d e r s .  The 
Board ,  t h e r e f o r e ,  c e r t i f i e s  f o r  the  pu rpose s  o f  5 U.S .C .  § 605 (b )  tha t  the 
changes  p roposed  are not expected  to have any adve r se  impact on a s u b s t a n t i a l  
nunber o f  smal l  b u s i n e s s e s .

A c c o r d i n g l y ,  p u r su a n t  to s e c t i o n s  3, 7, 8 and 23 o f  the S e c u r i t i e s  
Exchange Act o f  1934, as amended (15 U.S.C.  § §  78c ,  78g,  78h and 78w) the 
Board p ropose s  to co m p le te ly  r e v i s e  R e g u la t i o n  U to read as f o l l o w s :
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REGULATION U 
(12 CFR F a r t  221)

CREDIT EXTENDED BY BANKS FOR THE PURPOSE OF PURCHASING OR CARRYING MARGIN SECUR IT IES

S e c .

221.1 .. ooo.. ooooo. co. oo. o. A u t h o r i t y ,  Purpose  and Scope

221.2  . o.. o. coo. . . o .. oo. oo. D e f i n i t i o n s

221 .3  ooooooooooooococooooo GeHera1 Requirenients

221 .4  o. o. . . o. c. o. o..  ooooo. Agreements o f  Nonmember Banks

221.5  0. 000. 00. 00 0 . 0 0 0 0 0. 0. Sp ec ia l  purpose  l o a n s  to b r o k e r s
and d e a le r s

221 .6  oooo.o.oooo.ooooooooo Exempted T r a n s a c t i o n s

221.7  ooooooo.o. o. oo. oooooc Requirements f o r  the L i s t  o f
OTC Ma rg in  S e c u r i t i e s

221.8  0. 00000. 00. 0000000000 Supplement

A u t h o r i t y : §§  3 S 7 S 8 and 23 o f  the S e c u r i t i e s  Exchange A c t  o f  1934 s as

amended (15 U.S .C .  §§  7 8 c s 7 8 g 3 78h and 78w).
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Section 221.1 ~  Authority, Purpose and Scope

(a) Authority and Furposeo Regulation U ( "th is  part"), is  issued 
by the Board of Governors of the Federal Reserve System ("the Board") pursuant 
to the Securities Exchange Act of 1934 ("the Act") (15 U.S.C. § 78a, et sep.) 
It s  principal purpose is  to regulate banks that extend or maintain credit
for the purpose of purchasing or carrying securities.

(b) Scope. This part imposes credit re str ic t ion s  upon "banks", 
as that term is  defined in section 221.2(b) of th is  part, that extend credit 
for the purpose of purchasing or carrying margin securit ies  i f  the credit is 
secured d irectly  or ind irectly  by margin securities. Banks extending such 
credit may not extend more than the maximum loan value of the collateral 
securing the credit. The maximum loan value of a margin security, set by the 
Board, can be found in the Supplement to Regulation U (12 CFR I  221.8) and
is  stated in terms of a percentage of the current market value of the 
co llate ra l.  A ll other collateral has "good fa ith " loan value, which is 
defined in section 221.2(f) of th is  part.

Section 221.2 —  Defin itions

The terms used in th is -part  have the meanings given them in sec­
tion 3(a) of the Act (15 U.S.C. I  78c(a ) ) or as defined in th is section.

(a) “A f f i l ia te "  (1) a bank holding company of which a bank i s  
a subsidiary within the meaning of the Bank Holding Company Act of 1956,
as amended, (12 U.S.C. § 1841(d)); (2) any other subsidiary of such bank hoi din 
company; or (3) any other corporation, business trust, association, or other 
sim ilar organization that is an a f f i l ia te  as defined in section 2(b) of 
the Banking Act of 1933 (12 U.S.C. I  221a).

(b) "Bank" has the meaning given to i t  in section 3(a)(6)
of the Act (15 U.S.C. § 78c(a)(6)) and includes a subsidiary of a bank, 
a corporation organized under § 25(a) of the Federal Reserve Act 
(12 U.S.C. I  611) and an agency or branch of a foreign bank located within 
the United States. "Bank" does not include a savings and loan association, 
a credit union, any lending in st itu t ion  that i s  an instrumentality or agency 
of the United States, or any member of a national securities exchange.

' (c) "Carrying cred it" is  credit that enables a customer to main- 
tain a position in a margin security or reduce or retire  indebtedness o r i g i ­
nally incurred to purchase a security that is  currently a margin security.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



=  2 =

.(d) " Current market value" means: (1) For a secur ity ,  the c lo s ing  
sale price of the security on the preceding business day, as shown by any 
regularly published reporting or quotation service* I f  the cred it  is used 
to finance the purchase of the security, the bank may use the se cu r ity 's  
total cost of purchase* Computation of total cost may include any commissions 
charged* I f  there is  no c lo s ing  sale price, the bank may use any reasonable 
estimate of the market value of the security  as of the c lose  of business on 
the preceding business day*

(2) Any other co lla te ra l shall be valued by any reasonable method 
in accordance with generally accepted accounting p r inc ip le s  and sound bank­
ing practices*

(e) " Customer" includes any person or group of persons acting 
jo in t ly ,  to or for whom a bank is  extending or maintaining credit*

(f) " Good fa ith " (1) with respect to the acceptance of or notice 
or c e r t i f ic a t io n  from or on behalf of a customer that the bank or i t s  duly 
authorized representative is  a le rt  to the circumstances surrounding the 
cred it,  and i f  in  possession of information that would cause a prudent person 
not to accept the statement or notice without inqu iry, investigates and is  
sa t is f ie d  that the statement or notice is  truthfu l;

(2) with respect to the loan value of co lla te ra l means that 
amount which a bank, exercising sound banking judgment, would lend on par- 
t icu la r  c o l la te ra l,  without regard to other assets of the customer or other 
co lla te ra l held in  connection with separate transactions* Good fa ith  
loan value may not exceed 100 per cent of the current market value of the 
col lateral *

(g) " Ind irectly  secured" includes any arrangement with the customer 
under which the customer's r ight or a b i l i t y  to . se l l ,  pledge, or otherwise 
dispose of margin security owned by the customer i s  in any way restricted as 
long as the c red it  remains outstanding or under which the exercise of such 
r igh t is  or may be cause for acceleration of the maturity of the cred it*

The foregoing shall not apply:

(1) i f ,  following application of the proceeds of the cred it,  not 
more than twenty-five per cent of the value of the assets subject to the 
arrangement, as determined by any reasonable method, cons ists  of margin 
securi t i e s ;

(2) to a lending arrangement that permits acceleration of the 
maturity of the cred it as a resu lt  of a default under, or the renegotiation 
of the terms of, another credit to the same customer by another lender that 
i s  not an a f f i l i a t e  of the bank;

(3) i f  the margin security  is  held by the bank only in the capac­
i t y  of custodian, depositary, or trustee, or under s im ila r  circwnstances; or

(4) i f  the bank in good fa ith  has not re lied upon the margin secu­
r ity  as co lla te ra l in the extension or maintenance of the part icu lar cred it*

S '

v
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(h) " M a rg in  s e c u r i t y " (1)  any e q u i t y  s e c u r i t y  r e g i s t e r e d  on a 
n a t io n a l  s e c u r i t i e s  exchange o r  hav in g  u n l i s t e d  t r a d i n g  p r i v i l e g e s  (2 )  any 
OTC marg in  s e c u r i t y ;  (3)  any debt s e c u r i t y  wh ich  i s  c o n v e r t i b l e  i n t o  a marg in  
s e c u r i t y ,  o r  c a r r y i n g  a w a r ran t  o r  r i g h t  to  s u b s c r i b e  to o r  purchase  a m arg in  
s e c u r i t y ;  (4)  any warran t  o r  r i g h t  to s u b s c r i b e  to or pu rchase  a marg-in sec u- 
r i t y ;  (5 )  any s e c u r i t y  i s s u e d  by an in ve s tm ent  company, o t h e r  than a company 
l i c e n s e d  under the Small B u s i n e s s  In ves tment  Company Act ,  as amended 
(15 U.S.C.  § 6 6 1 ) ,  r e g i s t e r e d  under, s e c t i o n  8 o f  the In ve s tment  Company 
Act o f  1940 (1 5 U.S.C,  §  8 0a - 8 ) .

(i ) " Maximum 1 oan va l  ue" i s  the percentage  o f  c u r r e n t  market 
va lue  a s s i g n e d  by the Board under s e c t i o n  221 .8  o f  t h i s  p a r t  to s p e c i f i e d  
type s  o f  co l  1a t e r a l .

( j )  " PTC marg in  s e c u r i t y " i s  any e q u i t y  s e c u r i t y  not traded  on a 
na t iona l  s e c u r i t i e s  exchange t h a t  the Board has determined has the degree 
of  n a t io n a l  i n v e s t o r  i n t e r e s t ,  the depth  and b readth  o f  market,  the a v a i l  - 
a b i l i t y  o f  i n f o r m a t i o n  r e s p e c t i n g  the  s e c u r i t y  and i t s  i s s u e r ,  and the c h a r°  
a c t e r  and permanence o f  the i s s u e r  to  wa rran t  be ing  t r e a te d  l i k e  an e q u i t y  
s e c u r i t y  t raded  on a na t iona l  s e c u r i t i e s  exchange. The Board w i l l  f rom 
time to time p u b l i s h  a l i s t  o f  the OTC marg in  s e c u r i t i e s  tha t  i t  has 
determ ined  meet the c r i t e r i a  s e t  f o r t h  i n  s e c t i o n  221 .7  o f  t h i s  pa r t .

(k )  " Purpose c r e d i t " i s  any  c r e d i t  tha t  i s  f o r  the  purpose ,  
whether immediate,  i n c i d e n t a l ,  o r  u l t im a t e ,  o f  p u r c h a s i n g  o r  c a r r y i n g  
marg in  s e c u r i t i e s . ,

S e c t i o n  2 2 1 . 3 - -G ene ra l  Requi rements

(a )  E x te n d in g ,  m a i n t a i n i n g ,  and a r r a n g i n g  c r e d i t . (1)  E x tend ing  
c red i  t . No bank s h a l l  extend  any purpose  c r e d i t ,  secu red  d i r e c t l y  or  
i n d i r e c t l y  by m arg in  s e c u r i t i e s ,  in  an amount tha t  exceeds  the maximum loan  
va lu e  o f  the c o l l a t e r a l  s e c u r i n g  the  c r e d i t .  The maximum loan  va lue  o f  a 
marg in  s e c u r i t y  ( s e t  f o r t h  in  s e c t i o n  221.8  o f  t h i s  p a r t )  i s  a s s i g n e d  by the 
Board i n  terms o f  a percentage  o f  the  c u r r e n t  market v a lu e  o f  the marg in  
s e c u r i t y .  A l l  o t h e r  c o l l a t e r a l  has "good f a i t h "  l o a n  v a l u e ,  as de f ined  in  
s e c t i o n  2 2 1 . 2 ( f )  o f  t h i s  p a r t .

(2)  Mai nta i  ni ng c r e d i  t . A bank may m a in t a in  any c r e d i t  that i t  
i n i t i a l l y  extended w i thout  v i o l a t i n g  t h i s  p a r t ,  r e g a r d l e s s  o f :  ( i )  r e d x t i o n
i n  the  c u s t o m e r ' s  e q u i t y  r e s u l t i n g  from change i n  market p r i c e s ;  ( i i )  change  
i n  the m arg in  requ irements  p r e s c r i b e d  by t h i s  p a r t ;  o r  ( i i i )  change i n  the 
s t a t u s  o f  the s e c u r i t y  ( from nonmargin to m arg in )  s e c u r i n g  an e x i s t i n g  pu rpose  
c r e d i  t.

(3)  A r r a n g in g  c r e d i t .  No bank may a r range  f o r  the e x te n s i o n  or 
maintenance  o f  any c r e d i t  f o r  the pu rpose  of  p u r c h a s i n g  o r  c a r r y i n g  any 
m arg in  s e c u r i t y ,  except upon the  same terms and c o n d i t i o n s  under wh ich  the bank 
i t s e l f  may extend  or  m a in t a i n  such  c r e d i t  under the  p r o v i s i o n s  o f  t h i s  p a r t .

(b) Purpose s ta te m e n t . (1 )  Wherever a bank extends  c r e d i t  
secu red  d i r e c t l y  o r  i n d i r e c t l y  by m a rg in  s e c u r i t y ,  the  bank s h a l l  r e q u i r e  i t s
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cus tom er  to execute  Form F.R.  U-l (0MB No .7100-011 5) s wh ich  s h a l l  be s igned  
and accepted  by a d u ly  a u th o r i z e d  o f f i c e r  of the bank a c t i n g  in  good f a i t h .

(2 )  I f  a bank extends  such c r e d i t  under a r e v o l v i n g  c r e d i t  
agreement.  Form F .R .  U-l need not be executed each time a d i s b u r se m en t  i s  
made under the agreement i f :

( i )  Form F.R.  U-l i s  executed  at  the time the c r e d i t  ar rangement 
i s  o r i g i n a l l y  e s t a b l i s h e d ;

( i i )  the cu stomer a t  tha t  time s t a t e s  that the purpose  o f  any 
e x t e n s i o n  under the agreement i s  to  pu rchase  o r  c a r r y  m a rg in  s e c u r i t i e s ;  
and

( i i i )  e i t h e r  the c o l l a t e r a l  i s  s u f f i c i e n t  f o r  a purpose  c r e d i t  
f o r  the t o t a l  amount covered  by the agreement,  o r  i s  s u f f i c i e n t  f o r  the 
amount o f  c r e d i t  a c t u a l l y  d i s b u r s e d  and a c u r r e n t  l i s t  o f  c o l l a t e r a l  i s  
appended to  the executed  Form F.R.  U- l  each time c r e d i t  i s  d i s b u r s e d  under 
the agreement.

( c ) Si  ngle  c r e d i t  r u l e . (1 )  A bank t h a t  has ex tended  purpose  
c r e d i t  s e cu red  by m arg in  s e c u r i t i e s  may not s u b se q u e n t l y  ex tend  unsecured 
purpose  c r e d i t  to the same cu s tom er  u n l e s s  the combined c r e d i t  does not 
exceed the maximum loan  v a lu e  o f  the  s e c u r i t y  s e c u r i n g  the  p r i o r  c r e d i t .

(2)  I f  a bank extended unsecured purpose  c r e d i t  to a cu s tom er  
p r i o r  to  the e x t e n s i o n  o f  pu rpo se  c r e d i t  secured  by m a rg in  s e c u r i t y ,  the 
c r e d i t s  s h a l l  be combined and t r e a te d  as a s i n g l e  c r e d i t  s o l e l y  f o r  the 
pu rpo se s  o f  the w ithdrawal  and s u o s t i t u t i o n  p r o v i s i o n  o f  p a ra g ra p h  (e)  of  
t h i s  s e c t i o n .

(d)  Mixed co l  l a t e r a l  l o a n s . A purpose  c r e d i t  s e cu re d  in  p a r t  by 
m a rg in  s e c u r i t y ,  and in  p a r t  by o th e r  c o l l a t e r a l  s h a l l  be t r e a te d  as two 
sepa ra te  l o a n s ,  one secured  by m arg in  s e c u r i t y  and one by a l l  o th e r  c o l l a t e r a l  
A bank may use a s i n g l e  c r e d i t  agreement,  but i t  s h a l l  m a in t a i n  i t s  r e co rd s
so t h a t  each p o r t i o n  of the c r e d i t  and i t s  c o l l a t e r a l  are i d e n t i f i e d  fo r  
the  pu rpose  o f  e v id e n c in g  com p l iance  w i th  t h i s  p a r t .

(e)  W ithd rawa ls  and S u b s t i t u t i o n s  (1) A bank may perm it  any
withdrawal  o r  s u b s t i t u t i o n  of  c a s h  o r  c o l l a t e r a l  by the cu s tom er  i f ,  a f t e r  
the t r a n s a c t i o n ,  the withdrawal  o r  s u b s t i t u t i o n  would not:  ( i )  cau se  the
c r e d i t  to exceed the maximum loan  v a lu e  o f  the c o l l a t e r a l ;  o r  ( i i )  i n c r e a s e  
the amount by wh ich  the c r e d i t  exceeds the maximum l o a n  v a lu e  o f  the c o l l a t e r a

(2 )  For  purposes  o f  t h i s  s e c t i o n ,  the maximum loan  va lu e  o f  the 
c o l l a t e r a l  on the day of  the w ithdrawal  o r  s u b s t i t u t i o n  s h a l l  be used.

( f )  Exchange o f f e r s . To enable a cu s tom er  to  p a r t i c i p a t e  in  an 
exchange o f f e r  t h a t  i s  made to a l l  h o ld e r s  o f  an i s s u e  o f  marg in  s e c u r i t i e s ,  
a bank may perm it  s u b s t i t u t i o n  o f  the  s e c u r i t i e s  r e c e i v e d .  A nonmargin,  
nonexempted s e c u r i t y  a cqu i red  in  exchange f o r  a marg in  s e c u r i t y  s h a l l  be
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treated as i f  I t  i s  a margin se cu r ity  for a period of 60 days fo llow ing the 
exchange*

(g) Renewals and extensions of m aturityo A renewal or extension 
of maturity o f a c re d it  need not be considered a new extension of c red it  i f  
the amount of the c red it  is  increased only by the addition of in te re st  or 
se rv ice  charges with respect to the c red it*

( h) Transfers of c r e d i t * (1) A t ran sfe r  of a c re d it  between 
customers or banks shall not be considered a new extension of c re d it  i f :
( i )  the o r ig in a l  c red it  was in  conformity with th is  part; ( i i )  the t ran sfe r  
i s  not made to evade th is  part;  ( i i i )  the amount of c re d it  i s  not increased; 
and ( iv )  the c o l la te ra l  for the c re d it  i s  not changed*

(2) Any transfe r  between customers at the same bank shall be 
accompanied by a statement by the transferor customer de scr ib ing  the
circumstances g iv in g  r ise  to the transfe r  and accepted in good f a i t h  and 
signed by an o f f ic e r  of the bank as having been so accepted* The bank 
sha ll keep such statement with i t s  records of the transferee account*

(3) When a tran sfe r  i s  made between banks, the transferee  bank 
sha ll obtain a copy of the Form F*Re U-l o r i g in a l l y  f i le d  with the t ran sfe ro r  
bank and re ta in  the copy with i t s  records of the transferee account*

( i )  Mistakes in  good f a i t h . A mistake in good fa i t h  in  connection 
with the extension or maintenance of c red it  sha ll  not be a v io la t io n  of
th is  part*

( j )  Action fo r  bank’s own p rotection * Nothing in  t h i s  part 
sha ll  require a bank to waive or forego any l ie n  or prevent a bank from 
taking any act ion  that i t  deems necessary in good fa ith  for i t s  own 
protection.

221*4 —  Agreements of Normember Banks

(a) Banks not members of the Federal Reserve System sha l l  execute
s Form F*R* T-] or F*R* T-2, p r io r  to extending any c red it  secured by any non­
exempt se cu r ity  registered on a rational se cu r it ie s  exchange to persons sub­
ject to Regulation T (12 CFR Part 220), as follows:

(1) Form F.R. T-l sha ll be f i le d  by any nonmember bank that has 
i t s  p r inc ipa l place of business in  the United States*

(2) Form F.R. T-2 sha ll  be f i le d  by a l l  other nonmember banks*

(b) Any nonmember bank may terminate i t s  agreement i f  i t  obtains 
the written consent of the Board*

Section 221*5 —  Special Purpose Loans to Brokers and sea lers

(a) A member bank, and a nonmember ^ank that i s  in  compliance 
with section  221*4 of th is  part may extend and maintain purpose c re d it  on a
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good f a i t h  l oan  v a lu e  b a s i s  to b ro ke r s  and d e a l e r s  w i t h o u t  r ega rd  to the 
l i m i t a t i o n s  s e t  f o r t h  in  s e c t i o n  221=3 o f  t h i s  p a r t  i f  the c r e d i t  i s  f o r  
any o f  the s p e c i f i c  pu rpose s  s e t  f o r t h  i n  pa rag raph  ( c ) o f  t h i s  s e c t i o n  
and meets the c o n d i t i o n s  se t  f o r t h  t h e r e in .

(b) P r i o r  to e x t e n d in g  any c r e d i t  to a b roke r  o r  d e a l e r  p u r ­
suant  to t h i s  s e c t i o n ,  the bank s h a l l  i n  good f a i t h  o b t a i n  and accept  a 
w r i t t e n  n o t i c e  o r  c e r t i f i c a t i o n  from the borrower as to the  p u rpo se s  o f  
the loan .  The w r i t t e n  no t i ce  or  c e r t i f i c a t i o n  s h a l l  be ev idence  o f  c o n ­
t inued  e l i g i b i l i t y  f o r  the s p e c i a l  c r e d i t  p r o v i s i o n s  u n t i l  the b ro ke r  or  
d ea le r  n o t i f i e s  the bank tha t  i t  i s  no l o n g e r  e l i g i b l e  or the bank has 
i n f o r m a t i o n  t h a t  would cause  a re a so n a b le  pe r son  to q u e s t i o n  whether  the 
proceeds  o f  the c r e d i t  are b e in g  used fo r  the purpose  s p e c i f i e d .

( c ) The types  o f  c r e d i t  t h a t  may be extended and m a in ta in ed  on 
a good f a i t h  l o a n  va lue  b a s i s  are as f o l l o w s :

(1)  H yp o theca t ion  l o a n s . C r e d i t  secured  by hypothecated  c u s t o ­
mer s e c u r i t i e s  t h a t ,  a c co rd in g  to w r i t t e n  not ice  rece ived  by the bank 
from the b ro ke r  o r  d e a l e r ,  a re  s e c u r i t i e s  c a r r i e d  f o r  the a ccoun t s  o f  c u s ­
tomers tha t  the b r o k e r  or d e a l e r  i s  pe rm it ted  to hypothecate under S e c u r i t i e s  
and Exchange Commiss ion  ( " S E C " )  r u l e s .

(2)  Temporary advances i n  p a y m e n t - a g a i n s t - d e l i v e r y  t r a n s a c t i o n s . 
C r e d i t  extended to  f i n a n c e  the pu rcha se  o r  s a l e  o f  s e c u r i t i e s  f o r  prompt 
d e l i v e r y ,  i f  the c r e d i t  i s  to be r epa id  in  f u l l  upon co m p le t io n  o f  the 
t r an sac  t i on .

(3)  Loans f o r  s e c u r i t i e s  i n  t r a n s i t  o r  t r a n s f e r . C r e d i t  extended 
to  f i n a n c e  s e c u r i t i e s  i n  t r a n s i t  o r  su r rendered  f o r  t r a n s f e r ,  i f  the  c r e d i t  
i s  to be rep a id  upon com p le t ion  of  the t r a n s a c t i o n .

(4)  I n t r a - d a y  l o a n s . C r e d i t  t h a t  i s  to be repa id  on the  same 
day i t  i s  extended  f o r  the purpose  of  e n a b l i n g  a b ro ke r  or d e a l e r
to pay f o r  s e c u r i t i e s  purchased  f o r  cu s tom ers .

(5)  A r b i t r a g e  l o a n s . C r e d i t  to f i n ance  p r o p r i e t a r y  or cus tomer
bona f i d e  a r b i t r a g e  t r a n s a c t i o n s .  Fo r  the pu rpose  o f  t h i s  s e c t i o n  bona 
f i d e  a r b i t r a g e  means: ~ ’

( i )  pu rchase  or s a l e  o f  a s e c u r i t y  i n  one market ,  t o ge the r  
w i th  an o f f s e t t i n g  s a l e  o r  pu rcha se  o f  the  same s e c u r i t y  in  a d i f f e r e n t  
market,  at as n e a r l y  the same time as p r a c t i c a b l e ,  fo r  the purpose  o f  t a k ­
ing advantage  o f  a d i f f e r e n c e  i n  p r i c e s  i n  the two m arke ts ;  or

( i i )  pu rchase  o f  a s e c u r i t y  tha t  i s ,  w i th o u t  r e s t r i c t i o n  o the r  
than  the payment o f  money, exchangeab le  o r  c o n v e r t i b l e  w i t h i n  90 c a le n d a r  
days o f  the pu rcha se  i n t o  a second s e c u r i t y ,  to ge the r  w i th  an o f f - s e t t i n g  
s a l e  o f  the  second  s e c u r i t y ,  a t  o r  about the  same t ime, f o r  the  purpose  o f  
t a k in g  advantage  of  a c o n c u r re n t  d i s p a r i t y  in  the p r i c e  o f  the two s e c u r i t i e s .

(6)  D i s t r i b u t i o n  l o a n s . C r e d i t  to f i n a n ce  the d i s t r i b u t i o n  o f  
s e c u r i t i e s  to cu s tom ers .
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(7) QdcUlot l o a n s . C r e d i t  to f i n a n c e  the o d d - l o t  t r a n s a c t i o n  
o f  a pe r son  r e g i s t e r e d  as an o d d - l o t  d e a le r  on a n a t i o n a l  s e c u r i t i e s
exc hange,

(8)  Emergency l o a n s . C r e d i t  extended in  good f a i t h  r e l i a n c e  
upon a c e r t i f i c a t i o n  from the b roke r  o r  d e a l e r  t ha t  i t  i s  e s s e n t i a l  to 
meet emergency needs a r i s i n g  from e xce p t i o n a l  c i r c u m s t a n c e s .

(9)  C ap i t a l  c o n t r i b u t i o n  l o a n s , ( i )  C r e d i t  th a t  the Board 
has exempted by order upon a f i n d i n g  that the exempt ion  i s  n e c e s s a r y  or 
a p p r o p r i a t e  i n  the p u b l i c  i n t e r e s t  o r  f o r  the p r o t e c t i o n  o f  i n v e s t o r s  
p r o v id e d ,  the S e c u r i t i e s  I n v e s t o r  P r o t e c t i o n  C o rp o r a t i o n  c e r t i f i e s
to the Board t h a t  the exempt ion i s  a p p r o p r i a t e ;  o r

( i i )  c r e d i t  to a cu s tom er  f o r  the purpose  o f  making a s u b o r ­
d ina ted  l o a n  o r  c a p i t a l  c o n t r i b u t i o n  to a b roke r  o r  d e a l e r  i n  c o n f o r m i t y  
w i th  the S E C ' s  net c a p i t a l  r u l e s  and the r u l e s  o f  the b r o k e r ' s  or  d e a l e r ' s  
Examin ing A u t h o r i t y ,  p ro v ided :

(A) tha t  the cu s tomer  s h a l l  reduce  the c r e d i t  by the amount o f  
any r e d u c t i o n  i n  the l o an  o r  c o n t r i b u t i o n  to the  b ro ke r  o r  d e a l e r ;  and

(B)  the c r e d i t  i s  not used to purchase  s e c u r i t i e s  i s s u e d  by 
the b ro ke r  o r  d e a l e r  i n  a p u b l i c  d i s t r i b u t i o n ,

(10 )  Loans to s p e c i a l i s t s . C r e d i t  extended  to a members o f  a 
na t iona l  s e c u r i t i e s  exchange who are r e g i s t e r e d  and a c t i n g  as s p e c i a l i s t s  
on the exchange f o r  the pu rpose  o f  f i n a n c i n g  the s p e c i a l i s t  t r a n s a c t i o n s ,  
p ro v id ed  the  s p e c i a l i s t s '  exchange r e q u i r e s ,  and subm it s  to  the Boa rd ,  
r e p o r t s  s u i t a b l e  f o r  s u p p l y i n g  c u r r e n t  i n fo r m a t i o n  r e g a r d i n g  the s p e c i a l i s t ' s  
use o f  c r e d i  t .

(11)  PTC market maker c r e d i t . C re d i t  to a d e a l e r  who has g i v e n  
w r i t t e n  n o t i c e  to the bank tha t  i t  i s  a " q u a l i f i e d  OTC market maker" i n  an 
OTC marg in  s e c u r i t y  as d e f ined  in  SEC Rule  3b-8 (17 CFR § 240 .3b -8 )  and 
tha t  the c r e d i t  w i l l  be used s o l e l y  f o r  the  pu rpose  o f  f i n a n c i n g  the market 
making a c t i v i t y ,

(12)  Th i rd  market maker l o a n s . C re d i t  to a d e a l e r  who has g i v e n  
w r i t t e n  n o t i c e  to  the bank th a t  i t  i s  a " q u a l i f i e d  t h i r d  market  m aker , "  as 
d e f in ed  i n  SEC Rule  3b-8 (17 CFR §  240 .3b -8 )  and tha t  the c r e d i t  w i l l  be used 
s o l e l y  f o r  the  pu rpose  of  f i n a n c i n g  p o s i t i o n s  i n  s e c u r i t i e s  assirned as  a 
" q u a l i f i e d  t h i r d  market maker, "

(13 )  B lock  p o s i t i o n e r  c r e d i t . C r e d i t  to a d e a l e r  who has g i v e n  
w r i t t e n  n o t i c e  to the bank tha t  i t  i s  a " q u a l i f i e d  b lo c k  p o s i t i o n e r "  f o r  a 
b lo ck  of s e c u r i t i e s ,  as de f ined  in  SEC Rule  3b-8 (17  CFR §  2 40 .3P -8 )  and that the 
c r e d i t  w i l l  be used to f i n a n c e  a p o s i t i o n  i n  t h a t  b lo ck .

S e c t i o n  221,6  °° Exempted T r a n s a c t i o n s

A bank may extend and m a in t a i n  purpose  c r e d i t  w i th o u t  re g a rd  to 
the  p r o v i s i o n s  o f  t h i s  p a r t  i f  such c r e d i t  i s  extended:
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(a) to any bank;

(b) to any foreign banking institution;

(c) outside the United States; or

(d) to an employee security ownership plan ("ESOP") qualified under 
section 401 of the Internal Revenue Code (26 U.S.C. § 401)

(e) to any "plan lender" as defined in Regulation G (12 CFR Part 
207) to finance such a plan, provided the bank has no recourse to any 
securities purchased pursuant to the plan;

(f) to any customer, other than a broker or dealer, to temporarily 
finance the purchase or sale of securities for prompt delivery, i f  the credit 
is to be repaid in the ordinary course of business upon completion of the 
transaction;

(g) against securities in trans it ,  i f  the credit is not extended 
to enable the customer to pay for securities purchased in an account subject 
to Regulation T (12 CFR Part 220); or

(h) to enable a customer to meet emergency expenses not reasonably 
foreseeable The extension of credit shall be supported by a statement 
executed by the customer and accepted in good faith and signed by an officer  
of the bank as having been so accepted. For this purpose, such emergency 
expenses shall include expenses arising from circumstances such as the 
death or d isabi l ity  of the customer, or some other change in circumstances 
involving extreme hardship, not reasonably foreseeable at the time the 
credit was extended. The opportunity to realize monetary gain or to avoid 
loss i s  not a "change in circumstances" for this purpose.

221.7 ~  REQUIREMENTS FOR THE LIST OF PTC MARGIN SECURITIES

(a) Requirements for inclusion on the l i s t  of PTC margin securit ies . 
Except as provided in subsection (d) of this section, an OTC margin security 
shall meet the requirements that:

(1) The security is registered under section 12 of the Act 
(15 U.S.C. § 781) s is  issued by an insurance company subject to section 
12(g)(2)(G) (15 U.S.C. § 781(g)(2)(G)), is issued by a closed end investment 
management company subject to registration pursuant to section 8 of the 
Investment Company Act of 1940 (15 U.S.C. § 80a-8), is an American Depository 
Receipt ("ADR") of a foreign issuer whose securities are registered under 
section 12 of the Act, or i s  a security of an issuer required to f i l e  
reports under section 15(d) of the Act (15 U.S.C. § 78o(d));

. (2) Four or more dealers make a market in such a security and 
regularly submit bona fide bids and offers to an automated quotations system 
for their own accounts;
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(3) There are 1,200 or more holders of record, as defined in SEC 
Rule 12g5-l (17 CFR § 240.12g5-l), of the security who are not off icers ,  direc­
tors or beneficial owners of ten percent or more of the security,  or the average 
daily trading volume of such a security as determined by the Board, i s  a least 
500 shares;

(4) The issuer or a predecessor in interest has been in existence 
for at least three years;

(5) The security has been publicly traded for at least six months;

(6) Daily quotations for both bid and asked prices for the security  
are continuously available to the general public;

(7) There are 400,000 or more shares of such security outstanding 
in addition to shares held benefically by officers,  directors or beneficial 
owners of more than ten percent of the security;

(8) The minimum average bid price of such security, as determined by 
the Board, i s  at least five dollars per share; and

(9) The issuer had at least four million dollars of capita l ,  surplus, 
and undivided prof its,

(b) Requirements for continued inclusion on the l i s t  of PTC mar° 
gin securit ies .

Except as provided in subsection (d) of this section, an 0TC margin 
security shall meet the following requirements:

(1) The security is  registered or issued under the conditions specified 
in paragraph (a)(1) of this section;

(2) Three or more dealers make a market in such security and regularly 
submit bona fide bids and offers to an automated quotations system for
their own accounts;

(3) There continue to be 800 or more holders of record, as defined 
in SEC Rule 12g5-l (17 CFR § 240.12g5-l), of the security who are not officers ,  
directors, or beneficial owners of ten percent or more of the security, or the 
average daily trading volume of such security, as determined by the Board, is 
at least 300 shares;

(4) Daily quotations for both bid and asked prices for the security 
are continuously available to the general public;

(5) There are 300,000 or more shares of such security outstanding in 
addition to shares held beneficially by off icers ,  directors, or beneficial 
owners of more than ten percent of the security;

(6) The minimum average bid price of such security, as determined 
by the Board, is at least two dollars per share; and

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



>

-  1 0  -

(7) The issuer has at least two million dollars of ca p i ta l ,  sur­
plus, and undivided profits*

(c) Removal from the l i s t  of PTC margin secur i t ies* The Board 
shall from time -to time remove from the OTC margin security l i s t  securit ies  
that cease to:

(1) exist  or of which the issuer ceases to e x is t ,  or

(2) meet substantially the provisions of paragraph (b) of this
sec ti on*

(d) Piscretionary authority of Board. The foregoing notwithstand-
i ng, the Board may omit or remove any security that is not traded on a national 
securities exchange from or add any such security to such l i s t  of OTC margin 
securit ies ,  i f  in the judgment of the Board, sue h action is necessary or appro­
priate in the public interest*

(e) Unlawful Representations* I t  shall  be unlawful for any bank 
to make, or cause to be made, any representation to the effect that the 
inclusion of a security on the l i s t  of OTC margin securit ies is evidence that 
the Board or the SEC has in any way passed upon the merits of ,  or given 
approval to, such security or any transactions therein* Any statement in an 
advertisement or other similar communica ti on contai ni ng a reference to the 
Board in connection with the l i s t  or securit ies on that l i s t  shall  be an unlaw­
ful representation*

Section 221*8 Supplement

(a) Maximun loan value of margin secur i t ie s . The maximum loan 
value of any margin security is f i f t y  per cent of i t s  current market value*

(b) Maximum loan value of nonmargin securit ies and all  other c o l l a t e r a l * 
The maximum loan value of nonmargin securit ies  and a i l  other co l latera l  except 
puts, c a l l s ,  or combinations thereof is their good faith loan value.

(c) Maximum loan value of options-. Puts, c a l l s ,  and combinations 
thereof have no loan value*

By order of the Board of .Governors of the Federal Reserve System, 
February 23, 1 983*

[SEAL]

(signed) William W* Wiles 
Secretary of the Board
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