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To All Depository Institutions, and Others Concerned, 
in the Second Federal Reserve District:

On March 14, 1986, the United States Department of the Treasury published for comment proposed regulations 
governing the transfer of interests in Treasury securities issued in book-entry form. The proposed regulations appear 
at 51 Fed. Reg. 8846 and are subject to a 60-day comment period, which expires on May 13, 1986. The proposed 
rules rename the system through which Treasury securities are transferred “Treasury/Reserve Automated Debt Entry 
System” (“TRADES”). TRADES will be the companion to the TREASURY DIRECT system for individual investor 
accounts. TREASURY DIRECT (formerly called T-DAB) will be operated under a separate set of regulations that 
were published for comment on December 2, 1985 at 50 Fed. Reg. 49,412. The TRADES and TREASURY DI
RECT regulations will constitute a new Part 357 of Title 31 of the Code of Federal Regulations (“C .F .R .”). They are 
intended to replace the existing Treasury book-entry regulations contained in Subpart O of Part 306 and Part 350 of 
Title 31 C .F.R . Unless other securities issuers that use the Federal Reserve book-entry system adopt conforming 
regulations, transactions in non-Treasury book-entry securities will be unaffected by promulgation of the TRADES 
and TREASURY DIRECT rules in final form. Transactions in definitive Treasury securities will also be unaffected 
by the proposed rules. In its press release announcing TRADES on March 13, 1985, Treasury emphasized that:

Once they are finally adopted, the regulations will apply to both existing and new [Treasury book-entry] securities, al
though they will not limit contractual obligations of the United States with respect to any [Treasury book-entry] security 
issued and outstanding prior to the effective date described in the regulations. Also, the rights of private parties in [Treas
ury book-entry] securities transactions that occur before the effective date will not be altered by the new regulations.

The proposed rules effect a number of significant changes in the methods for acquiring interests in Treasury 
book-entry securities. The Treasury press release urges “all sectors of the government securities market to give the 
proposed rules careful consideration.” The proposed rules are accompanied by a lengthy commentary that discusses 
Treasury’s intent in drafting the proposal and expressly seeks comment on certain issues. Commenters should there
fore consult the introductory materials before responding to the proposed rules.

The most significant feature embodied in the proposed rules is a change in the relationship of the book-entry 
regulations to State and local law. The existing regulations create a minimum Federal framework through which 
investors and lenders can acquire rights under State and local law. The existing framework is based on a legal fiction 
that declares Treasury book-entry securities to be in bearer definitive form. The proposed rules eliminate that fiction, 
in favor of rules premised on the fact that Treasury book-entry securities are in uncertificated form. In order to avoid 
choice of law problems in States that do not yet recognize uncertificated securities, the proposed rules expand the 
Federal framework to include uniform Federal rules for transfer of rights and perfection of security interests in Treas
ury book-entry securities.

In a number of instances, Treasury faced several options in proposing uniform Federal rules. Most of those 
options are identified in the introductory commentary and are accompanied by specific questions on which Treasury 
seeks comment. These questions include:
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1. Effect o f uniform Federal rules on transactions subject to foreign laws

Section 357.2 on governing law does not explicitly deal with the impact of the proposed rules on transactions in 
book-entry securities that occur outside the United States. Treasury states that it intends the proposed rules to serve as 
the exclusive means for acquisition of interests in Treasury book-entry securities; however, it also recognizes that the 
rules governing conflicts or choice of laws in other countries may dictate that the country’s own commercial law 
govern such transactions, especially if the parties to the transaction do not contractually select United States law as 
the governing law. The proposal specifically invites comments on the potential for conflict of the proposed rules and 
foreign law. To the extent that such comments recommend that Section 357.2 explicitly address the issue Treasury 
asks that commenters suggest specific language.

2. Resolution o f  competing claims to Treasury book-entry system

Treasury elected not to include a specific rule for resolution of competing claims. The proposal instead leaves to 
State law settlement of such claims, including the ability of investors and lenders to qualify as bona fide purchasers. 
Treasury specifically invites comments regarding all of the issues raised by its decision and the various alternative 
approaches to competing claims that are discussed in detail in the analysis of Section 357.11. Treasury also wel
comes drafting suggestions for a specific rule for settlement of competing claims that could be adopted in the pro
posed regulations in place of applicable State law. Treasury asks that any such suggestions include, if possible, both 
implementing language and detailed consideration of the effect of the suggested approach on all aspects of the Treas
ury securities market.

3. Perfection o f  security interests

The proposed rules raise three specific questions on the security interest provision of Sections 357.13 and 
357.14.

a. Section 357.13(c) permits lenders to perfect security interests through a “notice” method that parallels Section
8-313(i)(h)(i) of the 1977 version of Article 8 of the Uniform Commercial Code (“U .C .C .”). The commentary to Section 
357.13(c) notes that transfer of security interests by notice raises many questions that appear unresolved by either the 
U.C.C. or interpretive case law. The proposal therefore seeks specific comments “on the utility and the advisability of 
including a method of transferring security interests like the one in proposed Section 357 .13(c).”

b. Section 357.14(b) provides a form of temporary perfection that is similar to a method available under Section 
8-313(l)(i) of the 1977 version of Article 8 of the U.C.C. However, the 21-day period provided in the U .C.C. has been 
shortened to seven calendar days because of Treasury’s sense that a shorter period of time is sufficient for the rapid transac
tions that occur in book-entry Government securities. The proposal requests specific comment on the appropriateness of 
the seven-calendar-day time period.

c. Section 357.14 imposes a requirement for long-term perfection of security interests that is not found in the U .C.C. 
The proposed rules require that the secured party and debtor enter into a written security agreement. This requirement 
applies even in those cases where the debtor has transferred the security under Section 3 5 7 .12(b) so that the secured party 
appears to be the absolute owner of the security. Treasury specifically seeks comment on the appropriateness of requiring 
written security agreements as part of the process of long-term perfection, particularly with regard to transactions in which 
the security that constitutes the collateral is transferred to the secured party under Section 357.12(b).

Enclosed, for institutions on our mailing lists, is the text of Treasury’s proposed regulations, as printed in the 
Federal Register. The proposal requests that comments be sent, by May 13, 1986, to the Office of the Chief Counsel, 
Bureau of the Public Debt, E Street Building, Washington, D.C. 20239-0001. This Bank would appreciate receiving 
copies of your comments, addressed to Don N. Ringsmuth, Associate General Counsel, 33 Liberty Street, Federal 
Reserve Bank of New York, New York 10045. The proposal also identifies Virginia Rutledge, Attorney-Advisor 
(202) 535-4890, or Cynthia Reese, Attorney-Advisor (202) 376-4320, as the contacts for further information. In 
New York, questions may be addressed to MarySue Sullivan, Assistant Counsel, Federal Reserve Bank of New 
York, at (212) 791-5025.

E. Gerald Corrigan, 
President.



Proposed Treasury TRADES Regulations
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Reguiattorss Governing @©©̂ =Er8try 
Treasury Bonds, Motes, and Wills
ASE^ev: Bureau of the Public Debt,
Fiscal Service, Treasury.
AeYS© :̂ Notice of proposed rulemaking.

SUftiM&RV: The Bureau of the Public Debt 
.plans to issue Treasury bonds and 
Treasury notes only in book-entry form, 
beginning on or after July 1,1986. This 
action will complete the Department's 
plan, initiated in 1976 with Treasury 
bills, to offer marketable Treasury 
securities only in the form of book 
entries.

The proposed rule, a portion of which 
is being published below, will, upon 
final adoption, govern dual book-entry 
systems covering generally all 
marketable Treasury securities. 
Nonmarketable Treasury securities, 
such as savings bonds, are governed by 
other regulations found in Subtitle B. 
Chapter II, Subchapter B of Title 31 of 
the Code of Federal Regulations.

The part of the rule set out here for 
comment applies only to securities to be 
held in the commercial book-entry 
system, referred to herein as the 
Treasury/Reserve Automated Debt 
Entry System (“TRADES”). A separate 
book-entry system, to be known as the 
TREASURY DIRECT Book-Entry 
Securities System (“TREASURY 
DIRECT”), will be implemented in mid- 
1986. The proposed rulemaking for 
TREASURY DIRECT (formerly referred 
to as T-DAB) was published separately 
for public comment on December 2,
1985, at 50 FR 49412.
©ate: Comments must be received on or 
before May 13,1986.
ADDRESS: Send comments to the Office 
of the Chief Counsel, Bureau of the 
Public Debt, E Street Building. 
Washington, DC 20239-0001.
F©R FURTHER INFORMATION e©MTA£T: 
Virginia Rutledge, Attorney-Advisor, 
(202-535-4890) or Cynthia Reese, 
Attorney-Advisor, (202-376-4320).

iUIPPLlRflEMYAIHlV IMFOfSftflATON:
Interested persons are invited to 
participate in this rulemaking by 
submitting written comments and 
suggestions. Those received before the 
expiration of the comment period will be 
considered in the preparation of the 
final rule. No pubic hearing is 
contemplated, but if written requests for 
a hearing are received, and if it is 
determined that the rulemaking process 
will be clearly enhanced by oral 
presentation, a hearing will be 
scheduled.

Discussion of Proposed Rules 
Background

Under the authority of Chapter 31 of 
Title 31 of the United States Code, the 
Department of the Treasury (the 
“Department”) issues marketable debt 
obligations of the United States in the 
form of bills, notes, and bonds 
(“Treasury securities” or “securities").
In 1967, the Department initiated a 
system for issuing and maintaining 
Treasury securities solely by means of 
entries on the records of a Federal 
Reserve Bank. The Department also 
provided that such book-entry securities 
could be converted into definitive form.1 
Initially, the book-entry system was 
limited to securities owned by 
institutions that maintained securities 
accounts directly on the books of a 
Federal Reserve Bank. In the early 
1970s. the book-entry system was 
expanded to permit institutions dealing 
directly with the Federal Reserve to 
establish aggregate accounts for their 
customers’ securities as well. In this 
expanded system, ownership of, or 
security interests in, Treasury book- 
entry securities could be reflected on the 
books of entities other than the Federal 
Reserve Banks: however, issuance and 
maintenance of the securities at the 
aggregate level still was handled 
through the Federal Reserve Banks in 
their capacity as fiscal agents of the 
United States.

As a result of the expansion of the 
book-entry system, Treasury book-entry 
securities now are held by investors of 
all types through a vast network of

* If a security is converted to definitive form, the 
holder receives an engraved or printed certificate 
evidencing the debt obligation of the United States.

entities that maintain book-entry 
records of such securities (hereinafter 
referred to as “book-entry custodians”). 
Between each ultimate owner of a book- 
entry security and the Federal Reserve 
Bank that initially issued such security 
or currently maintains a record of such 
security, there may be several 
intervening book-entry custodians, 
beginning with a depository institution 
for whose account the securities are 
recorded on the books of the Federal 
Reserve Bank and ending with the book- 
entry custodian on whose books the 
interest of the beneficial owner is 
recorded.

An example will illustrate the tiered 
nature of the Treasury book-entry 
system. Assume that an individual 
(“Individual Investor”) has invested in a 
Treasury 5-year note through a local 
government securities dealer (“Local 
Dealer"). Local Dealer will be 
maintaining one or more Treasury 5- 
year notes of the same issue through 
another book-entry custodian such as a 
larger government securities dealer 
(“National Dealer”). National Dealer 
would, most likely, be maintaining the 5- 
year notes through a bank (“Clearing 
Bank”). Clearing Bank would be 
maintaining the 5-year notes directly in 
an account at a Federal Reserve Bank, 
assuming that Clearing Bank is an entity 
that is otherwise authorized to maintain 
a securities account on the books of the 
Federal Reserve Bank. Each of the book- 
entry custodians will record on its books 
securities maintained for the account of 
the book-entry custodian below it in the 
chain, and local dealer will record on its 
books the interest of Individual Investor.

B e c a u s e  of th e  speed and efficiency 
with which transaction involving 
Treasury book-entry securities can be 
accomplished, the book-entry system 
has proven immensely successful. As of 
December 31,1985, 97% of all 
outstanding marketable Treasury 
securities were held in book-entry form. 
Since 1978 Treasury bills have been 
issued in book-entry form only.
Beginning in mid-1986, the Department 
will issue all marketable Treasury 
securities in book-entry form only. 
However, bonds and notes issued prior 
to that date will continue to be 
convertible to definitive form.

[Enc. Cir. No. 10,017]



The book-entry system currently is 
used for a wide variety of transactions 
in book-entry securities, from holding 
Treasury securities solely as a fixed- 
income investment to the intensive daily 
trading of Treasury securities in the 
interdealer market. The Department 
recognizes that some investors, such as 
those who purchase Treasury securities 
for the income stream and who do not 
intend to trade in the interdealer market, 
may desire to have a direct relationship 
with the Department as issuer of the 
security. As a result, in conjunction with 
the planned shift to a pure book-entry 
system, the Department has designed 
the new book-entry system known as 
TREASURY DIRECT that will permit 
investors to hold their securities directly 
on records of the Bureau of the Public 
Debt. The existing commercial book- 
entry system, which can accommodate 
the intensive daily trading in Treasury 
book-entry securites of the secondary 
market, will be retained essentially in its 
present form.

In anticipation of the change to a pure 
book-entry system, Treasury has 
reviewed its existing regulations for 
book-entry securities (Subpart O of 31 
CFR Part 306), which were initially 
adopted in 1967, and were last amended 
on June 17,1974. See 32 FR 15672 (1967); 
39 FR 20965 (1974). Particular attention 
has been given to the rules describing 
the methods for effectively transferring, 
and perfecting security interests in, 
Treasury book-entry securities. Over the 
past several years, a number of 
interpretative questions concerning the 
existing rules have been identified. 
Treasury believes that it is important 
that these questions be resolved to help 
ensure the continued efficiency of the 
market for government securities and to 
provide the commercial certainty 
required by market participants.

Although the current regulations 
provide a legally sufficient mechanism 
for transferring and pledging Treasury 
securities, they are based on a concept, 
as explanied below, that does not 
conform to the fact that most 
transactions involving Treasury 
securities take place solely by means of 
computerized book entries. The 
Department believes that revising its 
rule to reflect more nearly how 
transactions take place in the market 
will simplify transactions in Treasury 
securities. In addition, these proposed 
rules should give investors clearer 
guidelines on how to structure their 
transactions for maximum safety.

At the time of the adoption of the 
initial book-entry regulations, virtually 
every state’s commercial law dealing 
with investment securities anticipated

that securities would exist only in 
definitive form. That law was based 
upon Articles 8 and 9 of the Uniform 
Commercial Code. When the 
Department expanded the book-entry 
system to permit maintaining book-entry 
securities on the books of entities other 
thah the Federal Reserve Banks, it 
concluded that state law should 
continue to govern, with only slight 
variations, transactions recorded at 
levels below the books of the Federal 
Reserve Banks. As a means of applying 
those rules, the book-entry regulations 
currently provide that Treasury book- 
entry securities be deemed to be 
maintained in bearer definitive form.

After careful consideration, the 
Department has concluded that 
continued use of the bearer definitive 
fiction in the book-entry regulations is 
not advisable. The methods of 
accomplishing transactions involving 
book-entry and definitive securities are 
operationally different. Rules for 
transferring ownership of definitive 
securities or for perfecting security 
interests therein are built around the 
concepts of possession and delivery. 
Possession is significant in that it is 
exclusive: only one entity or individual 
may be in actual possession of a 
definitive security at any given moment. 
As a general matter, delivery constitutes 
the transfer of possession, fa contrast, 
ownership of a book-entry security, or a 
security interest in such a security, 
generally depends upon the records of at 
least one entity other than the beneficial 
owner. In the example described above, 
the Individual Investor’s record of 
ownership depends upon entries on the 
books of the Federal Reserve Bank, the 
Clearing Bank, the National Dealer, and 
the Local Dealer.

Given all of the foregoing, the 
Department believes that the bearer 
definitive fiction may in some cases 
cloud the intended relationships 
between parties to a transaction 
involving book-entry securities, 
especially in a secured transaction 
where book-entry securities are the 
collateral. Under general legal 
principles, rights and duties of the 
secured party and the grantor of the 
security interest may depend to some 
extent on who is in possessionof the 
collateral. Because the concept of 
possession is not applicable to book- 
entry securities in quite the same sense 
as it is with definitive securities, what 
rights and duties are relevant may be 
unclear. In part because of these 
ambiguities, the Department proposes to 
eliminate use of the bearer definitive 
fiction. However, to do away with the 
fiction and leave book-entry securities
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subject to state law would result in a 
lack of uniformity in the rules that 
would govern transactions is such 
securities.

Since the initial adoption of the 
Treasury book-entry regulations, Article 
8 of the Uniform Commercial Code has 
been amended to include rules for both 
certificated and uncertificated, i.e., 
book-entry, securities. As of January 21, 
1986, nineteen states had adopted some 
variation of the revised Article 8. Given 
this current state of flux in state 
commercial law governing uncertificated 
investment securities, reliance on state 
law would create a lack of uniformity 
that would be undesirable'given the 
national scope of the government 
securities market. Recognizing the need 
for uniform rules at all levels of the 
book-entry system, the Department 
concluded that its own regultions should 
include all of the basic mechanical rules 
needed for effectively transferring 
Treasury book-entry securities and for 
perfecting security interests therein. In 
drafting the proposed rule set forth 
below, a major goal was to generate 
rules that provide needed clarity and 
uniformity, but that, to the extent 
possible, conform to current practice in 
recording transactions involving book- 
entry securities, so that the rales would 
not unnecessarily require operational 
changes for participants in the 
government securities market.

Section-by-Section Analysis

Section 357.0. This section establishes 
that, beginning with the earliest 
effective date to be specified in 
| 357.1(b), the Department will maintain 
two separate book-entry systems for 
holding securities. TRADES is in 
essence the same system that exists 
today (also referred to as the 
commercial book-entry system). That 
system is made up of a network of 
entities, including the Federal Reserve 
Banks, a variety of financial institutions, 
and dealers and brokers in government 
securities, through which investors may 
maintain or carry out transactions in 
securities. If a security is maintained in 
TRADES, as described in § 357.0(a), 
then there may be on® or more tiers of 
book-entry custodians between a given 
Federal Reserve Bank and the ultimate 
owner, in addition to the depository 
institution in whose account the security 
is reflected on that Federal Reserve 
Bank’s records. TREASURY DIRECT is 
a new system that will permit investors 
to hold securities directly on records of 
the Bureau of the Public Debt. Proposed 
rales governing TREASURY DIRECT 
(formerly referred to as T-DAB) were



published for public comment on 
December 2,1985, at 50 FR 49412.

S ection  357.1. Section 357.1(a) 
describes the applicability of the 
proposed rale both to new issues of 
securities and to securities already 
issued and outstanding. With two 
qualifications, the proposed rales will 
apply to all transactions in bonds, notes, 
and bills occurring on or after a 
specified date. Transactions occurring 
prior to the specified date mull be 
governed by the existing regulations.
The first qualification to the general rule 
of applicability is that securities will not 
be eligible to be transferred lo or 
maintained in the new TREASURY 
DIRECT system unless the offering 
circular toe such security specifies that it 
is eligible for TREASURY DIRECT or 
until such time as the Department 
subsequently may announce its 
eligibility. The Department plans to 
phase in applicability of the TREASURY 
DIRECT system to outstanding issues of 
bonds and notes at some time after the 
system has been implemented. Bills 
issued prior to the specified date for 
bills will not become eligible for 
TREASURY DIRECT, but may continue 
to be maintained either through 
TRADES or through the existing book- 
entry system maintained by the 
Department exclusively for bills. The 
Department intends to phase out the 
latter system as bills mature and the 
new bills that are offered are made 
eligible for TREASURY DIRECT.

The second qualification to the 
general applicability rule is 'that the new 
rules of Part 357 may not'limit or restrict 
obligations of the United States with 
respect to any security issued and 
outstanding prior to the date such 
security becomes eligible for 
TREASURY DIRECT. In addition, rights 
in securities that were acquired under 
applicable law as in effect before the 
date specified herein [which is 60 days 
after the date of publication of this Part 
in final form] shall not be affected.
Under this provision, for example, 
holders of outstanding securities that 
contained an option to convert to 
definitive form will continue to have this 
option. However, consistent with the 
Department’s goal of shifting to a pure 
book-entry system, securities offered 
and issued after dates to be announced 
by the Secretary will not include such 
an option.

S ection  3572. This section describes 
the Saw which governs the rights and 
obligations arising out of interests in 
securities. The rights and obligations of 
the United States, the Department, and 
the Federal Reserve Banks in their 
capacity as fiscal agents of the United

States, are governed solely by Federal 
law. Therefore, obligations of issuers of 
securities under state.law, such as those 
set forth in Article ® of the Uniform 
Commercial Code, will not apply.

The rights and obligations of others 
with respect to interests in securities 
shall also be governed by Federal law 
and any state or local law not 
inconsistent with such Federal law. For 
example, state law, such as laws on 
succession or inheritance, may still be 
applied, where relevent, in determining 
rights to specific securities so long as 
such law is not inconsistent with these 
regulations and other applicable Federal 
law. The operation of state law in a case 
of intestate succession would not be 
inconsistent with these regulations so 
long as the application of such law was 
based initially upon a recognition of 
ownership by the deceased as reflected 
on TREASURY DIRECT. Other 
examples of potentially applicable state 
law are given in the text of § 357.2.

The section on governing law does not 
explieity deal with the impact of the 
rules contained in this Part on 
transactions m book-entry securities 
that occur outside the United States. The 
Department intends these rales to be the 
exclusive means for voluntary transfers 
of interests in securities, but recognizes 
that the rales governing conflicts or 
choice of laws in other countries may 
dictate that such other country’s own 
commercial law govern such 
transactions, especially if the parties to 
the transaction do not contractually 
select UJ5. Federal law as the governing 
law. The Department specificity  invites 
comments on the potential for conflict of 
the proposed rules and foreign law. To 
the extent that such comments 
recommend dealing with the issue 
explieity in § 357.2, the Department 
invites suggestions as to how sireh a 
provisions should be formulated.

S ection  357.3. This section contains 
certain defined terms that are relevant 
to Subpart B. Additional defined terms 
were published in § 357.4 in connection 
with proposed rules relating to 
TREASURY' DIRECT. In the final rule,
1 357.4 as originally proposed will be 
renumbered as | 357.3 and will contain 
all of the definitions relevant to both 
Subpart B and Subpart C.

Note that the proposed definitions of 
"security”, “security interest” and 
"pledge" contained in this proposed 
rulemaking supplement the proposed 
definitions initially published in § 357.4 
as described above. All other proposed 
definitions are published for the first 
time in this proposed rulemaking or 
simply restate definitions previously 
proposed.

The only definition that requires some 
explanation is the definition of "book- 
entry custodian”. As defined, the term 
includes ony persons that maintain 
securities accounts for others as part of 
their ordinary course of business. The 
rational is to permit only persons with a 
regularized system of records showing 
interests of customers in securities to 
act as book-entry custodians for 
purposes of these rules. It should be 
noted that a transaction involving 
securities will not be effective unless the 
transaction Is reflected in accordance 
with these rules on the books of a book- 
entry custodian, as defined in § 357.3, or 
on the books of a Federal Reserve Bank, 
whichever is appropriate.

S ection  357.10. This section specifies 
how payments of interest and principal 
on securities in TRADES will be made. 
The rule specifies that the payment 
obligation of the United States is 
discharged at the time a payment is 
credited to an account at a Federal 
Reserve Bank in accordance with the 
instructions of the holder of the 
securities. The rale further requires that 
book-entry custodians make payments 
received with respect to securities 
available for use by their customers by 
the dose of business on the day on 
which the book-entry custodian receives 
such payment. Similar provisions exist 
with respect to securities held in 
TREASURY DIRECT. See 31 CFR 357.26.

S ectio n s 357.11. The proposed rules on 
rights acquired by a transferee follow 
similar rules in Article 8 of the Uniform 
Commercial Code. In connection with 
this rale, the department has given 
careful consideration to whether it is 
feasible or appropriate to include a rule 
for setting competing claims to the same 
security where both claimants acquired 
their interest in the security in good faith 
and without knowledge of the 
conflicting claim. As is described in 
detail below, the indusion of such a rule 
raises a number of issues all of which 
are significant and some of which are 
particularly important to the continued 
high level of efficiency of the 
government securities market.

Because of the complexity created by 
the various issues raised, the 
Department has chosen not to include a 
specific rule'for competing claims this 
time but to leave settlement of such 
claims to state law. The Department 
specifically invites comments as to all of 
the issues raised and the various 
alternative approaches to competing 
claims that are discussed below. 
Furthermore, the Department welcomes 
suggestions of a specific rule for 
settlement of competing claims that 
might be adopted in these regulations in
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place of applicable state law. Any such 
suggestions should, if possible, include 
both implementing language and 
detailed consideration of the effect of 
the suggested approach on all aspects of 
the government securities market.

The Department has considered three 
different approaches to the question of 
competing claims. Before discussing 
these approaches, it may be helpful to 
illustrate how conflicting claims to 
securities may arise in a tiered book- 
entry system. Essentially, competing 
claims may be categorized as either 
vertical or horizontal.

Vertical conflicting interests in 
securities are claims between two or 
more of the entities in a chain of 
accounts.2 3 For example, a conflict could 
arise between a dealer’s clearing bank 
and the dealer’s customer when the 
clearing bank has extended credit to the 
dealer to finance the dealer’s positions 
in securities and has taken a security 
interest in securities in the dealer’s 
clearing account as collateral for the 
loan. Conflicts also can arise between 
entities further separated in the chain of 
accounts.

Under current practice, customer 
securities frequently are segregated 8 
from dealer securities that may become 
subject to the clearing bank lein. If such 
segregation has not occurred, then the 
clearing bank’s lien may conflict with 
the claims of the dealer’s fully-paid 
customers.

A different set of competing claims 
are those that may be viewed as 
horizontal competing claims. These 
claims arise not from the 
interrelationships of entities in a chain 
of accounts but from some undisclosed 
defect in the right of a transferor to 
transfer a security. For example, a

2 The term "chain of accounts" includes the 
Federal Reserve Bank on whose books a security is 
maintained, the ultimate owner of the security, and 
the intermediate book-entry custodian or custodians 
between that Federal Reserve Bank and the 
ultimate owner. For instance, in the example used to 
illustrate the tiered nature of the book-entry system 
near the beginning of the background discussion 
above, the chain of accounts includes the 
appropriate Federal Reserve Bank, Clearing Bank, 
National Dealer, Local Dealer, and Individual 
Investor. A chain of accounts may include fewer 
tiers than the example or, in some cases, a greater 
number of tiers. In addition, a chain of accounts will 
not necessarily include clearing banks or dealers. It 
may be made up of financial institutions with other 
types of interrelationships, such as banks and their 
correspondent banks.

3 Segregation, as used in this document, refers to
the process of separating on the clearing bank's 
bonks securities that have been fully paid for by 
customers of the dealer from all other securities 
held by the dealer through the clearing bank. The
segregation occurs when, upon instructions from the 
dealer, securities are moved by the clearing bank
from the dealer's general clearing account to a
separate account as to which the clearing bank
disclaims any liens.

transferor ostensibly transferring full 
ownership of a security might have 
granted a security interest to a third 
party. Claims pgainst the security 
between the secured party and the 
transferee would, in a sense, be linked 
horizontally through the transferor that 
transferred the security in violation of 
the security interest.

Although there are numerous 
hypothetical examples that might give 
rise to competing claims, the 
circumstances in which competing 
claims will require resolution probably 
are limited. Conflicts between vertical 
claims for the most part will arise only 
in the event of the insolvency of a book- 
entry custodian and even then only to 
the extent that customer securities have 
not been segregated from securities as 
to which another entity in the chain has 
a lien.

Conflicts between horizontal claims 
also appear to be limited. The 
probability of horizontal claims of the 
type described in the example above 
should be diminished once a security 
interest is perfected by a transfer of the 
security interest, as described in 
| 357.14(b).

In spite of the foregoing, it is clear that 
some cases will arise that require 
resolution of competing claims. The 
Department has considered three 
different approaches to the problem.

1. The first approach would be to 
provide a specific rule in these 
regulations that incorporates the theory 
of the traditional bona fide purchaser 
(“BFP”) rule into the book-entry system. 
Under the traditional rule, as between 
two good faith purchasers of property 
that are without notice of the other’s 
claim, the last in time to purchase wins 
by cutting off any prior adverse claim.

There are several problems with 
incorporating a traditional BFP rule. 
First, the theory of the BFP rule 
developed at a time when all securities 
were issued in physical form and 
purchasers took delivery of the 
certificates, As a result, the concept 
does not translate easily into a system 
where transfers of securities occur by 
book-entry. This is the case whether the 
system is a pure book-entry system, 
such as TRADES, or a system based on 
securities issued in physical form that 
are immobilized at some level in 
aggregate accounts so that transfers of 
smaller denominations occur by book- 
entry. As noted below, the drafters of 
revised Article 8 declined to adopt a 
broad BFP rule, and the Department is 
reluctant to proceed with such a 
significant deviation from Article 8 
without the benefit of comments from 
market participants.
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Second, a BFP rule may give investors 
at all levels an unwarranted sense of 
security. The utility of the BFP rule in a 
book-entry system may be limited by 
the fact that vertical competing claims 
of upper-tier book-entry custodians 
theoretically may attach after the 
interest of an entity further down the 
chain of ownership. Since BFP status 
protects only against prior adverse 
claims, this raises the question of what, 
if any, practical value follows from 
adoption from a BFP provision.

Third adoption of a BFP provision 
could advesely affect the liquidity of the 
government securities market. Clearing 
banks provide daily credit to dealers to 
assist them in financing then- 
transactions. Such credit Extensions are 
possible only if the regulators of the 
banks supplying credit are satisfied that 
such loans are consistent with safety 
and soundness concerns which in 
general requires that they be fully 
collateralized.

It is possible that alterations to the 
traditional BFP rule could addres some 
of these concerns. For example, a BFP 
rule could be fashioned to confer BFP 
status only with respect to horizontal 
claimants or vertical claimants.4 * * *

Although the Department has 
considered such alternatives, designing 
rules that conform to the current 
operational structure of the government 
securities market would appear to 
creat® unworkable levels of complexity. 
Commentors who favor either a BFP or 
modified BFP rule are requested to 
provide specific suggestions on how 
such a rale would operate.

2. A  second alternative would be to 
establish a rale that favored a particular 
class of participants in the government 
securities market without regard for the 
order in time of the claims in question. 
Such a rale could be fashioned always 
to favor lower-tier claims over upper-tier 
claims or vice versa. Although such a 
rale would greatly simplify the 
resolution of competing claims, it 
appears to be unjustifiably arbitrary. 
Furthermore, a rale favoring the lower- 
tier claims could present safety and 
soundness problems for clearing banks 
and other upper-tier entities, and thus 
liquidity problems for dealers, to an 
even greater extent than was suggested

4 Such a rule could further provide that a 
purchaser of a government security obtain BFP 
status after a specified period of time (e .g . 24 hoes). 
Such an approach would be pred'cated on the 
assumption that after that period if time the 
securities could be segregated in a customer 
account as described in footnote 3. While the 
Department has considered such as alternative, it 
does not appear to deal satisfactorily with problems 
associated with the failure to segregate customer 
securities at all levels in the chain of accounts.



above because the lower tier claims 
would defeat all claims, not just claims 
that arose prior in time.

3. The third approach, and the one 
chosen by the Department, is to permit 
competing claims to be resolved under 
state law. The Department recognizes 
that, like the two alternatives already 
discussed, this approach has some 
disadvantages. As already mentioned in 
the background discussion, current state 
law on uncertificated securities is in a 
state of flux. Nineteen states ha\re 
adopted the 1978 revisions to Article 8 
of the Uniform Commercial Code. 
Because of the limited applicability of 
the Article 8 BFP rule to uncertificated 
securities generally, it appears that, 
where the law of any of these nineteen 
states is applicable, any vertical or 
horizontal claim to a security, as 
described above, always will be subject 
to prior adverse elaims. The only thing 
that might cut off prior claims would be 
the purely practical problem, referred to 
above, that a prior claimant may not be 
able to trace the security against which 
it has a claim to a subsequent purchaser. 
In those states that have not adopted the 
revised Article 8, it is possible that the 
traditional BFP rule might be applied to 
resolve competing claims. As a result, 
the third approach initially may not 
achieve an optimum degree of either 
certainty or uniformity as to the 
outcome of cases involving competing 
claims.

Nevertheless, the Department believes 
that this third approach is the most 
feasible at this time. Several factors 
contributed to this decision. Some of the 
difficulties with attempts to fashion a 
bona fide purchaser rule that could be 
applied to a tiered book-entry system 
have already been described. 
Furthermore, the Department notes that 
the drafters or revised Article 8 
themselves severely limited 
applicability of the Article 8 BFP rule to 
uncertificated securities, no doublt in 
recognition of theoretical and practical 
difficulties such as those noted here.

From the foregoing discussion 
concerning competing claims to book- 
entry securities, it should be apparent 
that the interests of investors who have 
fully paid for their securities would be 
best protected by an enforceable 
segregation requirement that will assure 
that such securities will be free of any 
liens— at least after the close of 
business on the purchase date. Such a 
rule would be beyond the scope of the 
Department’s current statutory authority 
for promulgating regulations governing 
book-entry securities. The Department 
has submitted a bill to Congress 
providing for the regulation of

government securities dealers and 
containing specific rulemaking authority 
for promulgating a segregation 
requirement and enforcement it through 
inspection of books and records. The 
Department'believes that this bill is a 
necessary step to providing optimal 
security for the government securities 
market. Absent adoption of this bill or 
similar legislation, it appears that no 
regulatory action can resolve, to the 
maximum extent possible, the complex 
questions that arise from either vertical 
or horizontal competing claims.

Section 357.12. This proposed rule 
contains two parallel rules for effecting 
transfers of book-entry securities. 
Section 357.12(a) provides the rule for 
effecting transfers on the books of the 
Federal Reserve Banks. The proposed 
rule is intended to apply only to 
transactions among Federal Reserve 
Banks and entities that otherwise are 
permitted to maintain a book-entry 
securities account at a Federal Reserve 
Bank. The rule applies to all 
transactions of the books of a Federal 
Reserve Bank involving one or more 
such entities including the initial 
issuance of securities, whether the entity 
acquired the securities for its own 
account or for the account of a 
customer. If the entity acquired the 
securities for the account of a customer, 
then | 357.12(b) would apply to entries 
made on the books of the entity to show 
the customer's interest. Because 
subsections (a) and (b) each apply to 
transfers at different levels in the book- 
entry system, they are not alternative 
transfer roles to be applicable 
depending upon the choice of the parties 
to a given transaction.

Under §357.12, a transfer of a security 
is accomplished at the time an entry is 
made on the books of either a Federal 
Reserve Bank m  a book-entry custodian 
crediting the security to the securities 
account maintained for the transferee at 
such Federal Reserve Bank or book- 
entry custodian. Making an entry on an 
entity’s books crediting securities to a 
transferee’s account is intended to 
describe the same action more 
commonly referred to as “marking the 
books." The rule is intended to describe 
an act that is a part of a standardized 
system of bookkeeping through which a 
book-entry custodian keeps a record of 
securities held for specific customers. In 
keeping with the foregoing, the term 
“books" as used throughout the 
proposed role and the section-by-section 
analysis, was chosen because it 
connotes such a system of records. 
However, it should be d ear that the 
term "books’* does not require the 
presence of tangible objects such as
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journals and ledgers in order to have an 
effective transfer since the entire book- 
entry system is predicated upon the use 
of computer entries as the means of 
effecting transactions and storing 
information. Although the Department 
does not believe it is feasible to define 
the relevant act more precisely because 
of operational differences that may exist 
in the bookkeeping methods of various 
book-entry custodians, the Department 
specifically invites comments on this 
point and suggestions as to any 
potential refinements of the relevant 
phrase.

This type of tranfer can be used for 
both transfers of ownership and 
transfers of security interests 
comparable to pledges of definitive 
securities. Both types of transactions 
would be recorded simply as transfers 
on the relevant entity’s books and the 
entity will view the transferee as the 
owner. For those transactions in which 
the transferee is merely a secured party, 
the nature of the interest being 
transferred and the relationship 
between the transferor and the 
transferee will be set forth in the 
security agreement that is required 
under §357.14 below for attachment and 
perfection of the security interest.

Unlike the similar rule of section 8 -  
313(l)(d) of Article &, the sending of a 
confirmation to the transferee under 
§ 357.12 is not a prerequisite to an 
effective transfer. However, sending 
ccffifirmation is required as an 
independent duty of a book-entry 
custodian under § 357.15(a) below.

There were several considerations 
that led the Department to structure the 
rule in this way. It seemed inadvisable 
to require both book-marking and the 
sending of confirmation, as in Article 8, 
because such an approach made the 
effectiveness of a transfer to a 
transferee depend upon two separate 
actions that must be taken by a book- 
entry custodian, and might therefore 
increase the risk that an effective 
transfer would not be accomplished. For 
example, even if a book-entry 
custodian’s books had been marked to 
show the transferee’s interest, if 
insolvency of the book-entry’ custodian 
intervened so that confirmations were 
never sent, then there would have been 
no effective transfer to the transferee. 
Failure to effect the transfer might have 
a detrimental effect on the transferee's 
rights in a liquidation of the book-entry 
custodian. To allow a transferee’s rights 
to be affected by a fortuity such as 
whether or not the ministerial act of 
sending confirmation had been 
accomplished seems and unreasonable 
result.



Because book-entry custodians 
fEeqnently mark their books prier to 
sending out a confirmation, it seemed 
appropriate to have a transfer 
completed at the earliest parcticable 
time in order to protect the rights of the 
investor. For these reasons, book
marking was selected as the single event 
necessary to accomplish an effective 
transfer. To diminish the risk that a 
book-entry custodian would not mark its 
books as required, § 357.15(f) provides 
that the confirmation constitutes a 
warranty that the book-entry custodian 
has in fact marked its books.

An alternative solution would have 
been to require both book-marking and 
confirmation but to have the time of 
effectiveness relate to the time of book- 
marking, If book marking were the 
earlier of die two events, then once the 
confirmation had been sent the transfer 
would be deemed effective as of the 
earlier date. Such a rule would 
temporarily suspend a transferee’s rights 
but would not ultimately delay the time 
of effectiveness if a  confirmation 
ultimately was ser L Such a rule, 
however, like the first alternative, 
makes the transferee’s fights depend 
upon two actions of the book-entry 
custodian rather than one, and hereby  
increases the nsk that an effective 
transfer would not be accomplished. For 
that reason, this alternative was 
rejected.

A third alternative would have been 
to have only the confirmation be the 
prerequisite to an effective transfer. This 
alternative was rejected both because it 
might delay the effectiveness of a 
transfer, as described above, and 
because it might discourage appropriate 
record-keeping. In the event of 
insolvency of a book-entry custodian, 
the most fundamental evidence of 
customers' interests in book-entry 
securities will be that book-entry 
custodian’s own books. As a result, it is 
the marking of the book-entry 
custodian’s own books. As a result, it is 
the marking of the book-entry 
custodian’s books that should be the 
minimum requirement for effecting a 
transfer.

Based upon ail of the foregoing, it was 
concluded that the best approach would 
be to make an effective transfer depend 
solely upon the act of marking the 
books. At the same time, the 
Department agrees with the conclusion 
of the drafters of Article § that it is 
advisable for transferees to receive 
confirmation s so that there is some 
evidence outside the book-entry 
custodian’s books of the transferee’s 
interest in the security. As a result, 
issuance of confirmations is set out as

an independent requirement for book- 
entry custodians. Because the use of 
confirmations appears to be already 
widely used, the requirment should not 
add a new burden to commercial 
practice. In any case, the Department 
believes that regardless of any legal 
requirements to issue them, 
confirmations will be demanded by 
transferees as a matter of prudent 
business practice.

As a final matter, consideration has 
been given to the 9 e o p e  of the transfer 
rules just discussed. The Department 
has concluded that the rules should 
represent the exclusive means for 
transferring ownership of Treasury 
book-entry securities. The proposed rule 
is not, however, intended to supplant 
creation of equitable interests m 
securities under established principles, 
nor would it preclude the creation of 
interests in book-entry securities by 
private agreement. However, to have 
title that is good against third parties, it 
would be necessary to have an effective 
transfer under the proposed rules.

S ection  357.13. Section 3 5 0 3  provides, 
specific methods for transferring a 
security interest in addition to the 
pledge-type transfer described above 
under § 357.12. Note that effecting a 
transfer under any of the provisions of 
this section may be only one o f the 
requirements for perfection of the 
security interest. See § 357.14 below.

It is anticipated that under §§357.13 
(a) and (b), the books of the Federal 
Reserve Bank or the book-entry 
custodian will continue to reflect the 
ownership of the security by the 
transferor of the security interest but an 
added notation would also reflect the 
identity and interest of the secured 
party. For example, the securities could 
be placed in a .collateral account that 
reflects the identity of both the owner 
and the secured party.

Note th at as specified in § 357d7(a) 
below, die class of entities that may 
acquire security interests under 
§ 357.13(a) is limited to Federal Reserve 
Banks, the United States, entities 
entitled to recordation of a security 
interest on the books of a Federal 
Reserve Bank solely by virtue of an 
express requirement of Federal law or 
the order of a Federal court and entities 
that have a special agreement with a 
Federal Reserve Bank for recording 
security interests. The inclusion of 
entities that have special arrangements 
with a Federal Reserve Bank for 
recording security interests does not 
create a  new method for perfecting 
security interests in securities nor does 
it expand the class of entities for which 
recordation of security interests on the
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books of a Federal Reserve Bank is 
available. The proposed rule merely 
describes current practice under which, 
in very Kmited circumstances, individual 
Federal Reserve Banks will agree to 
record security interests on such terms 
and conditions as they deem 
appropriate, for certain entities, 
primarily governmental units, that are 
not otherwise eligible to maintain any 
accounts with the Federal Reserve Bank.

Sections 357.13 (b) and (c) provide 
two methods for transferring security 
interests at levels of the book-entry 
system below the Federal Reserve 
Banks. Note that under § § 357.15 (b) and
(c) below a book-entry custodian is 
required to send and acknowledgment 
of the transfer to the transferor of the 
security interest and, under § 357.16(b), 
to the secured party. Note also that 
neither § 357.13(b) nor 357.13(cJ is 
applicable if the transferor’s book-entry 
custodian is also the secured party. A 
special rule is provided in § 357.13(d), as 
discussed below, for transfers of 
security interests to a book-entry 
custodian from its own customer.

The transfer method provided m 
§ 357.13(b) essentially is parallel to- the 
method described in § 357.X3(a)j, the 
primary difference is die entity on 
whose books the security interest is 
recorded. Section 357.13(c) provides an 
additional method for transferring a 
security interest that is essentially 
parallel to the method described in 
Section"8-313(1 ){h)(i} of Article 8 of the 
Uniform Commercial Code. Unlike the 
§ 357.13(b) method, under § 357.13(c) the 
parties to a secured transaction can 
transfer a security interest without 
depending upon the actions of the book- 
entry custodian who may be a third 
party with no direct interest m the 
transaction. The Department recognizes 
that permitting the transfer of a security 
interest solely by means of sending 
notice to the book-entry custodian on 
whose books the transferor appears 
raises several questions. For example, 
should it be necessary to establish in 
court that a security interest had been 
transferred in accordance with 
§ 357.13(c), it would be necessary for the 
secured party to establish that 
appropriate notice was actually 
received by the book-entry custodian. 
Without eooperation by the book-entry 
custodian this could prove difficult 
unless the notification had been hand 
delivered or delivered by registered 
mail. Such a proof problem would 
appear to limit severely the usefulness 
of such a rale.

A s, added difficulty is presented by 
the fact that there is some case law 
suggesting that a book-entry custodian



has the right to refuse notice under 
Section 8-813(l)(h)(i). If applied to the 
similar provision in the Department’s 
regulations, such case law would .also 
appear to limit the utility of the security 
Interest transfer method of § 357.13(c).

Still another set of difficulties arises 
when the rule is considered from the 
point of view of a book-entry custodian 
that might receive notification of a 
security interest under § 357.13(c). For 
example, one might ask whether notice 
to a single branch of a large bank is 
notice received by a book-entry 
custodian for purposes of the rule. If so, 
then the rule would create operational 
problems for a book-entry custodian 
since it would be possible to receive 
notice of a security interest at one office 
and subsequently receive fraudulent 
instructions to sell the security at 
another office. If the book-entry 
custodian sells the security based on the 
owner's instructions, should it then be 
viewed as having violated a duty owed 
to the secured party? May such a duty 
be imposed when the book-entry 
custodian has taken no affirmative 
actions recognizing either the security 
interest or the secured party?

Clearly, the § 357.13(c) method of 
transferring a security interest has many 
questions that were left open by the 
drafters of Article 8 and have not been 
resolved by case law. The Department 
nevertheless has chosen to include the 
method because it may provide a 
desirable alternative in some cases that 
permits transfer, and therefore 
perfection, of a security interest without 
the direct involvement of a book-entry 
custodian. Although such a method of 
perfection leaves open the risk that a 
book-entry custodian might transfer 
inadvertently a security in which a 
| 357.13(c) security interest has been 
granted, the Department notes that the 
same risk is already present under the 
prolusions of § 357.14, which permits 
automatic perfection of security 
interests in certain circumstances for a 
limited period of time without requiring 
a transfer on the book-entry custodian 
in accordance with either | 357.12 or 
357.13.

Based on the foregoing discussion, 
comments are specifically requested on 
the utility and the advisability of 
including a method of transferring 
security interests like the one In 
proposed § 357.13(c).

Section 357.13(d) provides the only 
method by which a security interest may 
be transferred to a book-entry custodian 
from that book-entry custodian’s own 
customer. The Department concluded 
that a separate rale was appropriate to 
emphasize that, except for the limited 
class of transactions covered by

| 357.13(d), an effective transfer of a 
security interest requires the 
involvement of a third party having no 
interest in the transaction giving rise to 
the security interest. In other words, the 
book-entry custodian marking its books 
to reflect a security interest under 
§ 357.13(b), or receiving notice of a 
security interest under § 357.13(c), 
should be acting solely in its capacity as 
a custodian and not for its own account.

An added reason for a separate rule is 
that the transfer methods described in 
| 357.13(b) and (c) do not necessarily 
describe any step that operationally 
would be taken by a book-entry 
custodian in taking a security interest 
from its own customer. Since it is clear, 
however, that a book-entry custodian 
must be able to take such a security 
interest, the Department concluded that 
a separate rale such as § 357.13(d) 
would avoid any temptation to interpret 
§ 357.13(b) loosely in order to cover a 
book-entry custodian’s ’security interest. 
Such a broad interpretation of the 
concept of book-marking could dilute 
the idea, emphasized in the discussion 
of both § 375.3 and 357.12, that book- 
marking constitutes an act that is part of 
a standardized system of bookkeeping.

For the foregoing reasons, the 
Department drafted § 357.13(d) to 
provide that, for a book-entry custodian 
taking a security interest in customer 
securities, the transfer of the security 
interest occurs at the later of: (1) The 
time that the security itself is transferred 
to the customer under 1 357.12(b) or (2) 
the time that a written security 
agreement is executed by the customer 
granting the security interest to its book- 
entry custodian. Note that, as with all 
secured transactions under these rules, 
a transfer is only one of the steps 
relevant to achieving an enforceable 
long-term security interest.

S ection  357.14. Article 8 contains 
provisions on the creation and 
perfection of security- interests that were 
formerly included in Article 9. Under 
Article 3, the concept of attachment of a 
security interest has been eliminated. 
l e . ,  it is not possible to create an 
unperfected security interest in a 
security. The proposed rales, however, 
maintain the distinction between 
attachment, which is enforceable as 
between the parties to a security 
agreement, and perfection, which is 
good against third parties. This was 
considered desirable because in certain 
situations, in order to obtain a perfected 
security interest, the secured party might 
be forced to rely on the actions of a 
book-entry custodian that has an 
interest in the security adverse to that of 
the secured party. If a security interest 
has attached but is unperfected, the
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secured party will have some avenue of 
recovery that would not be available if 
attachment were eliminated as a distinct 
event. If a security interest is perfected, 
it shall be perfected for purposes of any 
relevant state law on priority of security 
interests, including those rules found in 
Article 9 of the Uniform Commercial 
Code.

Article 8 has been criticized for not 
providing a method of perfection that 
gives adequate notice of security 
interests to third parties. However, for a 
book-entry system, the only method of 
perfection that would provide adequate 
notice to the public would appear to be 
centralized public filing. That method 
was considered to be unacceptably 
burdensome in light of the current 
volume of government securities 
transactions. Therefore, the proposed 
rale adopts a rule similar to Article 8 
which provides a rule that generally a 
transfer is a necessary incident to a 
perfected security interest. However,
§ 357.14(b) provides for “automatic” 
perfection for a limited period of time 
without requiring a transfer.

The automatic perfection described in 
§ 357.14(b) parallels a provision for 
certificated securities contained in 
Article 9. It is available to all secured 
parties and is intended to provide a 
grace period until the usual steps for 
perfection take place. However, the 21- 
day period provided in the Uniform 
Commercial Code has been shortened to 
seven days because a shorter period of 
time;should be sufficient, given the 
rapidity of transactions in government 
securities. Comments specifically are 
solicited on the appropriateness of this 
time period.

It should be noted that the relevant 
time period is measured in calendar 
days rather than business days. This 
approach was chosen because a 
workable definition of business days did 
not appear feasible. The seven-day 
period was chosen with the recognition 
that it would normally include two 
nonbusiness days and that for some 
transactions the seven-day period would 
end on a nonbusiness day so that the 
transfer required for continued 
perfection would have to be 
accomplished before the end of the 
period.

Long-term perfection can only be 
achieved by meeting two additional 
requirements. First, either a transfer of 
the security to the secured party in 
accordance with § 357.12(b) -must have 
occurred or a transfer of the security 
interest in accordance with § 357.13 
must have been accomplished. Second, 
the security agreement must be written. 
To meet this requirement, either the



security agreement may have been in 
writing at the time of attachment or the 
security agreement may be reduced to 
writing after attachment. The 
Department intends that the collateral 
described in the security agreement may 
be either a specified security or it may 
be the securities account itself so that 
the security interest attaches to any 
securities in the specified account at the 
time of attachment. Comments are 
requested as to the appropriateness of 
requiring written security agreements as 
part of the process of perfection, 
particularly with regard to transactions 
in which the security that constitutes the 
collateral is transferred to the secured 
party under § 357.12(b).

Section 357.15. The proposed rule sets 
forth several duties of book-entry 
custodians. Section 357.15(a) provides 
that a book-entry custodian shall 
provide a transferee with confirmation 
of a transfer pursuant to § 357.12(b). The 
reasons for requiring confirmation have 
already been discussed in the analysis 
of § 357.12(b) itself.

The rule further provides in | 357.15(f) 
that by sending the confirmation, the 
book-entry custodian: (1) Warrants that 
either an entry has been made in the 
book-entry custodian’s records, or that 
such an entry will be made before the 
book-entry custodian next opens for 
business, crediting such security to a 
securities account maintained for the 
transferee and (2) warrants its own good 
faith and authority with respect to the 
transfer. As specified in § 357.15(f), the 
warranty of good faith and authority 
includes, but is not limited to, certain 
warranties that the security described in 
the confirmation is free of claims of 
third parties. The warranty concerning 
claims of or created by the book-entry 
custodian is expressed in absolute terms 
since it is intended to cover security 
interests that the warranting book-entry 
custodian itself may have granted. The 
warranty concerning claims of other 
customers of the book-entry custodian 
covers claims not created by the book- 
entry custodian and therefore is limited 
to claims of which the book-entry 
custodian has knowledge. For example, 
security interests that have been 
transferred pursuant to § 357.13(b) or (c) 
would be covered by the warranty. The 
warranty, as expressed in the proposed 
rule, is based on recognition that w'here 
a book-entry custodian transfers a 
security from Customer A to Customer 
B, the book-entry custodian is acting 
only as agent for the two customers and, 
therefore, appropriately can only 
warrant as to adverse claims of which it 
has knowledge.

The imposition of such warranties on 
book-entry custodians cannot guarantee 
that the facts so warranted will prove to 
be the case, nor will they likely improve 
a transferee’s position vis-a-vis the 
book-fentry custodian ‘or its receiver or 
other legal representative in the event of 
its insolvency. However, expressly 
stating the warranties in these 
regulations should have two beneficial 
effects. First, it will encourage investors 
to demand confirmations, even though 
they are not required for effective 
transfers. Second, it may instill a greater 
sense of caution in book entry 
custodians that might otherwise fail to 
keep accurate records of customers’ 
positions as well as their own positions, 
whether through negligence or wilful 
action.

Section 357.15(b) requires a book- 
entry custodian to send 
acknowledgement of the transfer of a 
security interest under § 357.13(b) to 
both the transferor of the security 
interest and the secured party. Requiring 
acknowledgment to both parties to the 
secured transaction is based upon the 
assumption that if a book-entry 
custodian formally records a security 
interest on its records, the secured 
party, as well as the transferor of the 
security interest, will have established a 
customer relationship with the book- 
entry custodian, whether solely as a 
result of the secured transaction or as a 
result of other transactions with or 
through the book-entry custodian.

Section 357.13(c) requires a book- 
entry custodian to send 
acknowledgment of the receipt of notice 
of the transfer of a security interest in 
accordance with | 357.13(c). In this case, 
sending acknowledgment to the secured 
party is not required since it may be a 
third party with whom the book-entry 
custodian has no formal customer 
relationship and receipt of notice of a 
security interest under 1 357.13(c), 
standing alone, is not a sufficient basis 
for imposing that relationship.

Section 357.15(d) requires a book- 
entry custodian to provide to a 
customer, or a third person designated 
by the customer, upon written request, 
information as to all interests of any 
customers of the book-entry custodian 
in a security in which the requesting 
customer has an interest as shown on 
the books of that book-entry custodian. 
For purposes of this section, a customer 
may be either the owner of a security or 
a person having a security interest in 
such security that is reflected in the 
book-entry custodian’s books in 
accordance with § 357.13(b). The book- 
entry custodian must also identify 
security interests for which it has

received notice in accordance with 
Section 357.13(c), and any security 
interest in favor of or granted by the 
book-entry custodian. Furthermore,
| 357.15(g) provides that by providing 
information described in § 357.14(d), a 
book-entry custodian warrants the 
accuracy of all the information provided. 
This provision and the accompanying 
warranty provide a mechanism for 
investors or third parties designated by 
an investor to verify the investor’s 
interest in a security and the existence 
of any other interests in a security of 
which the book-entry custodian has 
knowledge.

Section 357.15(e) provides that any 
confirmation or acknowledgment issued 
pursuant to § 357.15 must be in writing 
or in a form reducible to writing at the 
option of the recipient. Such a 
formulation is intended to permit 
electronic confirmation messages which 
may be printed in hard copy if the 
recipient so chooses. The rule is not 
intended to cover voice transmissions 
that are recorded.

Section 357.16. The proposed rule 
would provide that certain security 
interests in book-entry securities 
granted to the Department or to the 
United States shall have priority over 
any other security interest in such 
securities regardless of when such other 
security interest was created or 
perfected. The proposed rule restates, in 
a somewhat more limited fashion, the 
priority rule that currently is stated in 
| 306.118(a) of the existing regulations. 
Many security interests granted to the 
United States protect the public because 
they secure deposits that represent tax 
and other monies owed to the United 
States. Super-priority for such security 
interests is considered appropriate 
because the security interests run to the 
benefit of the general public rather than 
to a private entity or even to a single 
governmental entity. For similar 
reasons, the proposed rale also provides 
that securities transferred to the United 
States or the Department, acting in a 
governmental capacity, shall be free of 
all adverse claims.

Section 357.17. Section 357.17(a) 
makes clear, as described above in the 
analysis of § 357.13, that the recordation 
of security interests on the books of the 
Federal Reserve Banks is available only 
in limited circumstances. The rale is 
intended to cover the current practice of 
placing securities in an account 
designated as a collateral account in 
which the interests of both the owner of 
the security and the secured party are 
noted and the security may be moved 
out of the account only upon receipt of 
instructions from both parties.



Section 357.17(b) replaces a more 
broadly worded provision in the existing 
regulations that states, in effect, that 
transfers or pledges of book-entry 
securities on the books of the Federal 
Reserve Banks have priority over any 
transfer or pledge effected or perfected 
on the book of a book-entry custodian 
other than a Federal Reserve Bank. 
Although the intended effect of both the 
existing regulation and the proposed 
rule are similar, the existing rule is over
broad and confusing.

The first sentence of § 375.17(b) is 
similar to the rule found In Section 8 -  
207(1) of Article 8 that provides that the 
issuer is entitled to treat the person 
shown on its books as. the person 
exclusively entitled to exercise the 
rights and powers of ownership. Under 
the proposed rule, the Department and 
the Federal Reserve Banks are entitled 
to rely exclusively on the books of the 
Federal Reserve Banks and treat the 
entity appearing as the holder of a given 
security on a Federal Reserve Bank's 
books as the person entitled to transfer 
the securities or security interests 
therein or to receive payments of 
principal and interest. The rule is only 
intended to address the rights of the 
United States, the Department, and the 
Federal Reserve Banks and not to 
express any determination of the rights 
of an entity to book-entry securities as  
against any other third party.

Sections 357.40-375.45. Except as 
described below, these sections are 
restatements of proposed rules already 
published in connection with the 
proposed rules relating to TREASURY 
DIRECT. Section 357.42, as originally 
published, has been deleted because the 
preservation of existing rights is now 
dealt with in § 357.1(a), as proposed 
herein. Section 357.43 as originally 
published has been renumbered as 
| 357.42 and is supplemented by a 
separation into paragraphs (a) and (b) 
and by the addition of the second 
sentence in paragraph (b). Sections 
357.44 as originally published has been 
renumbered as § 357.43.

Section 357.44 as set forth below is 
new. It simply provides that notices 
arising from Judicial proceedings 
concerning disposition of securities 
should be directed to the Federal 
Reserve Bank or the book-entry 
custodian on whose books appears the 
interest in such security of the person 
that the judicial proceedings are 
directed against. The Department 
believes that the proposed rule 
describes what would be the 
appropriate step in any case since the 
specified entity is the only entity on

w h o se  b o o k s  a  t r a n s fe r  o f th e  se c u r ity  
m a y  occur.

P r o c e d u r a l  R eqm rem eim te 
T h e  p ro p o s e d  ru le  is  n o t  c o n s id e re d  

a. “ m a jo r  r u l e ”  fo r  p u rp o s e s  o f 
E x e c u tiv e  O rd e r  12291 . A  re g u la to ry  
im p a c t a n a ly s is , th e re fo re , is  n o t 
re q u ire d .

A lth o u g h  th is  ru le  is  b e in g  is su e d  in  
p ro p o s e d  fo rm  to  se c u re  th e  b e n e fit o f 
p u b lic  co m m en t, th e  n o tic e  a n d  p u b lic  
p ro c e d u re s  o f  th e  A d m in is tra tiv e  
P ro c e d u re  A c t a re  in a p p lic a b le , 
p u rs u a n t  to  5 U .S .C . 553(a)(2). A s no  
n o tic e  o f p ro p o s e d  ru lem ak in g  is 
re q u ire d , th e  p ro v is io n s  o f th e  
R e g u la to ry  F lex ib ility  A c t (5 U .S .C . 601, 
et seq.) d o  n o t ap p ly .

L ist o f  S u b je c ts  m  31 C FR  P a r t  357

Electronic funds transfer, Federal 
Reserve System, Government securities.

D ated: M arch 7 ,1986 .
Gerald Murphy,
Fiscal Assistant Secretary.

A  n e w  P a r t  357 is  p ro p o s e d  to  b e  
a d d e d  to  su b c h a p te r  B o f  T itle  31, C o d e  
o f  F e d e ra l R eg u la tio n s , C h a p te r  II, a n d  
is s u e d  a§ D e p a r tm e n t o f th e  T re a su ry  
C ircu la r, P u b lic  D e b t S e rie s  N o. 2-86, to  
r e a d  a s  fo llo w s:

IPAFiT 3 5 7 — R E G U L A T IO N S  
QO VERN SM G gO OCC-EM TRY  
T O E A S U f^Y  i© M B >S s M O T E S  AMD 
B IL L S  (D E P A R T M E N T  O F  THE 
T R E A S U R Y  C IR C U L A R , P U B L IC  D E B T  
S E R I E S  MO. 2 - 8 6 )

Sulbpart A=G®in@ral Inform ation  
Sec.
357.0 Dual book-entry system s.
357.1 Applicability.
357.2 Governing law .
357.3 Definitions.

Su b p art B=Tr©asury/lFl®s©nj'© A u tom ated  
D ebt fEsrtry S y stem  (TIRADES)
357.10 Paym ent of interest: paym ent at 

m aturity or upon call.
357.11 Rights acquired upon transfer, 

attachm ent and perfection.
357.12 T ransfers of securities.
357.13 T ransfers of security interests.
357.14 Enforceability, attachm ent, 

perfection and termination of a security  
interest.

357.15 Duties and w arranties of book-entry  
custodians.

357.18 Priority of interests of the United  
States.

357.17 Rights of the United States and 
Fed eral R eserve Banks with resp ect to 
transfers on Federal Reserve Bank 
records.

Sufepart Additional Provision©
357.40 Additional requirements.
357.41 W aiv er o f regulations.
357.42 Liability of Departm ent and Federal 

R eserve Banks.
357.43 Liability of transfers to and from  

TREA SU RY DIRECT.

9
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Swbpart A—Ggneral Information

§ 357.0 Dual book-entry systems.
Securities to which this Part applies, 

as set forth in § 357.1, shall be 
maintained in either of the following 
two book-entry systems, and may be 
transferred from one system to the other 
in accordance with this Part:

(a) Treasury/Reserve Automated 
Debt Entry System (TRADES). A 
security is maintained in TRADES if it is 
credited to a securities account 
maintained at a Federal Reserve Bank. 
See Subpart B for rules pertaining to 
TRADES.

(b) TREASURY DIRECT Book-entry 
Securities System (TREASUR Y 
DIRECT). A  security is maintained in 
TREASURY DIRECT if it credited to a 
TREASURY DIRECT account as 
described in § 357.20.s (See Subpart C 
for rules pertaining to TREASURY 
DIRECT.)

§ 357.1 Applicability.
(a) This Part applies to all 

transactions in securities in book-entry 
form that occur on or after [the date 
which is 60 calendar days after the date 
of publication of this Part in final form], 
esytopt that:

(1) A security may not be transferred 
to or maintained in TREASURY DIRECT 
unless the offering circular applicable to 
such security specifies that it is eligible 
to be maintained in TREASURY 
DIRECT or.until such time as the 
Secretary announces that such security 
has become eligible to be maintained in 
TREASURY DIRECT; and

(2) Nothing contained in the rules set 
forth in this Part shall limit or restrict 
existing obligations of the United States 
with respect to any security issued and 
outstanding prior to the date such 
security becomes eligible to the 
maintained in TREASURY DIRECT. In 
addition, these rules shall not affect the 
rights the parties have acquired in a 
transaction in such outstanding 
securities that occurred prior to [the 
date which is 60 calendar days after the 
date of publication of this part in final 
form] and that was rightful and effective 1

1 TREASURY DIRECT accounts will be 
maintained through a system administered by the 
Federal Reserve Bank of Philadelphia, acting as 
fiscal agent of the United States, Such accounts may 
be accessed by investors in accordance with 
Subpart C through any Federal Reserve Bank or the 
Bureau of Public Debt.



under the regulations and law then 
applicable to such outstanding security.

(b) A transaction involving a transfer 
of a security or a security interest will 
be deemed to have occurred for 
purposes of this section on the date on 
which occurs the act that constitutes a 
transfer of a security or of a security 
interest as described in this Part.

(c) This part supplements, amends, 
and modifies the regulations contained 
in Department Circular No. 30, current 
revision (31 CFR Part 306) and 
Department Circular, Public Debt Series 
No. 26-76 (31 CFR Part 350), and to the 
extent that the rules contained in this 
Part are inconsistent with the 
regulations contained in Circular Nos. 
300 and 26-76, the rules of this Part shall 
control, subject only to the limitation set 
forth in paragraph (a)(2) of this section.

§ 357.2 Governing law.
The rights and obligations of the 

United States and the Department with 
respect to securities to which this Part 
applies are governed solely by 
applicable Treasury regulations, 
including the regulations of this Part, the 
offering circular, the announcement 
and/or notice of the offering, and other 
applicable Federal law (hereinafter 
collectively referred to as “applicable 
Federal law”). The rights and 
obligations arising out of interests in 
securities, other than rights and 
obligations of the United States, are 
governed by applicable Federal law, 
and, to the extent not inconsistent with 
such applicable Federal law, by state 
and local law. For example, 
determinations as to what constitutes a 
valid security agreement or what rights 
a secured party shall have upon default 
should be determined in accordance 
with state or local law.

§ 357.3 Definitions.
In this Part, unless the context 

indicates otherwise:
‘'Bill” means an obligation of the 

United States, with a term of not more 
than one year, issued at a discount, 
under Chapter 31 of Title 31 of the 
United States Code, in book-entry form.

“Bond” means an obligation of the 
United States, with a term of more than 
ten years, issued under Chapter 31 of 
Title 31 of the United States Code, in 
book-entry form.

“Book-entry custodian” is a person 
other than the Department or a Federal 
Reserve Bank, that in the ordinary 
course of its business maintains book- 
entry securities accounts for other 
persons. A book-entry custodian may 
have a security interest ih securities 
held for another person and also may 
hold securities for its own account.

“D e p a rtm e n t” m e a n s  th e  U n ite d  
S ta te s  D e p a rtm e n t o f th e  T re a su ry  an d , 
w h e re  a p p ro p r ia te , th e  F e d e ra l R e se rv e  
B an k s ac tin g  a s  f isc a l a g e n ts  o f th e  
U n ite d  S ta te s .

“E n tity ” m e a n s  a n y  p e rs o n  e x c e p t a n  
in d iv id u a l.

“F e d e ra l R e se rv e  B an k ” o r "R e se rv e  
B an k ” m e a n s  a  F e d e ra l R e se rv e  B an k  o r 
B ran ch .

"Note” means an obligation of the 
United States, with a term of at least 
one year, but of not more than ten years, 
issued under Chapter 31 of Title 31 of 
the United States Code, in book-entry 
form.

“P e rso n ” m e a n s  a n d  in c lu d e s  an  
in d iv id u a l, c o rp o ra tio n , co m p an y , 
a s s o c ia tio n , firm , p a r tn e rsh ip , tru s t, 
e s ta te , a n d  a n y  o th e r  s im ila r  
o rg a n iz a tio n .

“ S e c u re d  p a r ty ” is  a  p e rs o n  in  w h o se  
fa v o r  th e re  is  se c u r ity  in te re s t .

“Security” means a bond, note, or bill, 
each as defined above in this section, 
and any other obligation issued by the 
Department that, by the terms of the 
applicable offering circular, are made 
subject to this Part. Solely for purposes 
of this Part, it also means the interest 
and principal components of a security 
eligible for Separate Trading of 
Registered Interest and Principal of 
Securities (“STRIPS”), if such security 
has been divided into such components 
by the express terms of the offering 
circular under which the security was 
issued and the components are 
maintained separately on the books of a 
Federal Reserve Bank.

“S ecu rity  a g re e m e n t” m e a n s  a n  
a g re e m e n t th a t  c re a te s  o r p ro v id e s  fo r  a  
se c u r ity  in te re s t .

"Security interest” and “pledge” mean 
an interest in a security, which interest 
is acquired by a‘ secured party to secure 
payment or performance of an 
obligation and is created by a security 
agreement between the person having 
such obligation and the secured party.

Subpart B—Tr@asury/Resente 
Automated Debt Entry System 
(TRADES)
§ 357.10 Payment of Interest; payment st 
maturity @r upon ©all.

(a) Interest on securities maintained in 
TRADES shall be credited through a 
Federal Reserve Bank to such reserve or 
other account at a Federal Reserve Bank 
as is designated by the entity to whose 
securities account such securities have 
been credited. See § 357.26 for the rules 
governing payments with respect to 
securities held in TREASURY DIRECT.

(b) S ecu ritie s  m a in ta in e d  in  T R A D ES 
sh a ll b e  re d e e m e d  a t m a tu rity  o r  u p o n  
ca ll b y  ch arg in g  th e  se c u r itie s  a c c o u n t in
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which they are maintained and by 
crediting the amount of the redemption 
proceeds, including both principal and 
interest, where applicable, through a 
Federal Reserve Bank to such reserve or 
other account at a Federal Reserve Bank 
as is designated by the entity to whose 
securities account such securities have 
been credited. See § 357.26 for the rules 
governing payments with respect to 
securities held in TREASURY DIRECT.

(c-) The obligation of the Department 
and the United States to make payments 
of interest and principal on securities 
held in TRADES shall be discharged at 
the time payment in the appropriate 
amount is credited to an account at a 
Federal Reserve Bank as described in 
paragraph (a) and (b) of this section in 
accordance with the instructions of the 
entity to whose securities account such 
securities have been credited. See also 
| 357.28(b)(l)(iii).

(d) A book-entry custodian that is 
maintaining securities on behalf of 
another person shall, upon receipt of 
any payment in accordance with 
1 357.10 (a) or (b) relating to such 
securities, make such payment available 
for withdrawal or use by such other 
person at the earliest possible time on 
such date of receipt and in any event not 
later than the close of business on such 
date of receipt.

§ 357.11 Rights acquired upon transfer, 
attachment and perfection.

(a) Upon transfer of a security in 
accordance with § 357.12, the transferee 
acquires the rights in the security that 
the transferor had or had actual 
authority to convey.

(b) Upon the attachment or perfection 
of a security interest in accordance with 
| 357.14, the secured party acquires 
rights only to the extent of the interest 
transferred and to the extent described 
in § 357.14. The creation or termination 
of a security interest constitutes a 
transfer of a security interest.

§ 35?. 12 Transf©rs ©f securities.
Transfer of a security to a transferee 

occurs only:
(a) A t th e  tim e a n  e n try  is  m a d e  on  

F e d e ra l R e se rv e  B ank  b o o k s  th a t  c re d its  
su c h  se c u r ity  to  a s e c u r itie s  a c c o u n t 
m a in ta in e d  fo r th e  tra n s fe re e ; o r

(b) A t th e  tim e a n  e n try  is  m a d e  o n  
th e  b o o k s  o f a  b o o k -e n try  c u s to d ia n  th a t  
c re d its  su c h  se c u r ity  to  a  se c u r it ie s  
a c c o u n t m a in ta in e d  fo r th e  tra n s fe re e .

§ 357.13 Transfers ©f security Interests.
Transfer of a security interest to a 

secured party occurs only:
(a) A t th e  tim e a n  e n try  is m a d e  on  th e  

b o o k s  o f  th e  F e d e ra l R e se rv e  B an k  o n



whose books the interest of the 
transferor appears identifying such 
security interest in favor of the secured 
party; or

(b) At the time an entry is made on 
the books of the book-entry custodian 
on whose books the interest of the 
transferor appears identifying such 
security interest in favor of the secured 
party, which cannot be the book-entry 
custodian making the entry; or

(c) At the time written notification of 
the security interest is received by the 
book-entry custodian on whose books 
the interest of the transferor appears, 
which book-entry custodian cannot be 
the secured party. Such notification 
must be signed by the transferor of the 
security interest, which in the case of a 
termination of a security interest in 
accordance with § 357.14(d), or in the 
case of an assignment of a security 
interest, is the secured party; or

(d) If the secured party is to be the 
book-entry custodian on whose books 
the interest of the transferor of the 
security interest appears, at the later of 
(1) the time the security is transferred to 
the transferor of the security interest in 
accordance with § 357.12(b), or (2) the 
time the transferor has executed a 
written security agreement with the 
book-entry custodian granting the book- 
entry custodian such security interest.

§ 357. 14 Enforceability, attachment, 
perfoetton arra) tesrolnafen a security 
interest.

(a) A  security interest attaches to a 
security, and is enforceable between the 
grantor of the security interest and the 
secured party, only if—

(1) The security interest has been 
granted pursuant to a security 
agreement between the grantor of the 
security interest and the secured party,

(2) The grantor of the security interest 
has rights in the security, and

(3) The secured party has given value. 
The time at which a security interest 
attaches shall be the time at which the 
last of the above conditions for 
attachment has occurred.

(b) A  security interest becomes 
perfected and enforceable against third 
parties for a period of seven (7) calendar 
days from the date on which it has 
attached under paragraph (a) of this 
section. Thereafter, a security interest 
will continue to be perfected only if, no 
later than the seventh day of the period 
described above, (1) the security interest 
has been transferred to the secured 
party pursuant to § 357.13 or the security 
has been transferred to the secured 
party pursuant to § 357.12 and (2) the 
security agreement referred to in 
paragraph (a)(1) of this section has been 
reduced to written form signed by the

grantor of the security interest and 
containing a description of the 
collateral. In the event that the 
requirements described in paragraphs 
(b) (1) and (2) of this section have not 
been met within the seven-day period, 
the security interest will become 
unperfected and unenforceable against 
third parties until the time at which both 
requirements have been complied with, 
and the security interest will be deemed 
to be perfected only as of such time.

(c) A security interest that is perfected 
in accordance with this section shall be 
perfected for all purposes, including but 
not limited to the applicability of any 
state or local law concerning priority of 
perfected security interests.

(d) A security interest in a security is 
terminated by (1) transfer of the security 
to the grantor of the security interest a 
designee of the grantor, or any successor 
in interest of the grantor, or (2) written 
release of the security interest signed by 
the secured party.

§ 3 5 7 .1 1  d u tie s  a n d  w arran ties  of book-
entry ©astodten©.

(a) A book-entry custodian shall send 
confirmation of a transfer of a security 
under § 357.12(b) to the transferee no 
later than the close of business on its 
next business day after the day on 
which the entry is made on the books of 
the book-entry custodian that credits 
such security to a securities account 
maintained for the transferee.

(b) A book-entry custodian shall send 
an acknowledgement of the transfer of a 
security interest in accordance with
§ 357.13(b) above both to the transferor 
and to the secured party by the close of 
business on its next business day after 
the day on which an entry is made on 
the books of the book-entry custodian 
identifying such security interest in 
favor of such secured party.

(c) A book-entry custodian shall send 
an acknowledgement of receipt of notice 
of the transfer of a security interest in 
accordance with § 357.13(c) to the 
transferor of the security interest by the 
close of business on its next business 
day after the day on which the book- 
entry custodian receives such notice.

fd) A book-entry custodian, upon the 
written request of a customer (as 
defined below), shall confirm to such 
customer or a designee of such customer 
(1) the interest in such security of such 
customer and any other customer in 
such security as such interests appear 
on the books of the book-entry 
custodian; (2) any security interest for 
which the book-entry custodian has 
received a notice in accordance writh 
§ 357.13(c); and (3) any security interest 
in favor of the book-entry custodian, or 
granted by the book-entry custodian to a 

11

third party. For purposes of this 
paragraph, a customer of a book/entry 
custodian is any person whose interest 
in a security, including a security 
interest, is recorded on the books of the 
book-entry custodian.

(e) Any confirmation or 
acknowledgement issued pursuant to 
this section must be delivered in writing 
or in other form reducible to writing at 
the option of the recipient of such 
confirmation or acknowledgment.

(f) By sending a confirmation in 
accordance with paragraph (a) of this 
section, a book-entry custodian (1) 
warrants to its transferee and any 
subsequent transferee that the book- 
entry custodian has made an entry in its 
books crediting the security described in 
the confirmation to a securities account 
maintained for its transferee, or that 
such an entry will be made before the 
book-entry custodian next opens for 
business; and (2) warrants the book- 
entry custodian’s good faith and 
authority; such warranty of good faith 
and authority shall include in particular, 
but shall not be limited to, (i) a warranty 
that the security described in the 
confirmation is free of any and all 
claims of, or claims created by. the 
book-entry custodian except as 
specifically noted on the confirmation; 
and (ii) a warranty that, to the 
knowledge of the book-entry custodian, 
the';security described in the 
confirmation is free of claims, except as 
specifically noted on the confirmation;

(g) By sending a confirmation in 
accordance with paragraph (d) of this 
section, a book-entry custodian 
warrants to its customer that the 
information provided therein is 
accurate.

§ 357.16 Priority of interests of the United 
States.

A security interest in securities 
transferred to the United States or the 
Department to secure deposits of public 
money, deposits to Treasury tax and 
loan accounts, or any other security 
interest in favor of the United States 
that is required by Federal statute or 
regulation and is transferred to the 
United Sates or the Department, shall be 
superior to any other interest created in 
such securities, whenever created. A 
security transferred to the United States 
or the Department shall be free of any 
adverse claims, whenever created, 
unless the security was acquired in a 
transaction in which the United States 
or the Department was acting in a 
proprietary rather than governmental 
capacity.



§357.17 Sights ©? th© United States and 
Federal Reserve Banks with respect to 
transfers on Federal Reserve Bank records.

(a) A transfer of a security interest on 
the books of a Federal Reserve Bank 
under § 357.13(a) may be made to a 
person or entity other than a Federal 
Reserve Bank or the United States only 
pursuant to an order of a Federal court 
or a specific requirement of Federal law 
or by special agreement with the 
Federal Reserve Bank on whose books 
the transfer is to be recorded. In the 
event that a security interest is 
transferred on the books of a Federal 
Reserve Bank pursuant to § 357.13(a), 
that Federal Reserve Bank shall 
recognize the interest of the secured 
party only to extent expressly set forth 
in the applicable Federal statute or 
regulations, that Federal Reserve Bank’s 
operating circulars and letters or by 
specific agreement with the secured 
party. -

(b) Except as otherwise provided in 
paragraph (a) of this section, and 
notwithstanding any information or 
notice to the contrary, the United States 
and the Federal Reserve Banks shall be 
entitled to treat the entity in whose 
account a security is credited as the 
entity exclusively entitled to effect 
transfers of such security, to receive 
interest and other payments with 
respect to such security and otherwise 
to exercise control over the security. 
Subject only to any requirements to 
recognize the interest of a secured party 
as described in paragraph (a) of this 
section, a Federal Reserve Bank that has 
transferred a security or a security 
interest according to the instruction of 
the entity in whose account the security 
is maintained, shall not be liable for 
conversion or participation in breach of 
fiduciary duty even though the 
instructing entity had no right to issue 
the instruction. The Federal Reserve 
Bank shall be fully discharged by 
completing the order of the entity in 
whose account the security is 
maintained.

Subparf D— Additional Provisions

§ 357.40 A dd itiona l requirem ents.
In any case or any class of cases 

arising under these regulations, the 
Secretary of the Treasury ("Secretary") 
may require such additional evidence 
and a bond of indemnity, with or 
without surely, as may in the judgment 
of the Secretary be necessary for the 
protection of the interests of the United 
States.

§ 357.41 W aiver o f regulations.
The Secretary reserves the rights, in- 

the Secretary's discretion, to waive any 
provision(s) of these regulations in any 
case or class of cases for the 
convenience of the United States or in 
order to relieve any person(s) of 
unnecessary' hardship, if such action is 
not inconsistent with law, does not 
impair any existing rights, and the 
Secretary is satisfied that such action 
will not subject the United States to any 
substantial expense or liability.

§ 357.42 Liability of Department and 
Federal Reserve Banks.

(a] The Department and the Federal 
Reserve Banks may rely on the 
information provided in a tender or 
transaction request form and are not 
required to verify the information. The 
Department and the Federal Reserve 
Banks shall not be liable for any action 
taken in accordance with the 
information set out in a tender or 
transaction request form or evidence 
submitted in support thereof.

(b) In the event that the United States 
or the Department is unable to make a 
payment when due, the liability of the 
United States and the Department is 
limited to the amount of the payment. In 
the event that the United States or the 
Department is unable to take any other 
action with respect to securities to 
which this Part applies, neither the 
United States nor the Department shall 
be liable for failure to take such action if 
such failure to take action is due to an

event which is beyond the reasonable 
control of the United States or the 
Department. An event which is beyond 
reasonable control includes but is not 
limited to natural disasters, acts of God, 
war or other civil comotion, accident, 
computer or other equipment failure, or 
the failure or interruption of electrical 
power or of communications lines.

§ 357.43 Usability tor transfers t@ and from 
TREASURY DIRECT.

A depository or sending institution 
that transfers to, or receives, a security 
from TREASURY DIRECT is deemed to 
be acting &g agent for its customer and 
agrees thereby to indemnify the United 
States and the Federal Reserve Banks 
from any claim, liability, or loss 
resulting from the transaction.

§ 357.44 Notices of attachment for 
securities in TRADES.

In the event of judicial proceedings in 
which a pers.on seeks to attach a 
security maintained by a Federal 
Reserve Bank for an entity’s account or 
to obtain an order concerning 
disposition of such securities, any notice 
of attachment or other notice arising 
from such judicial proceeding shall be 
directed to the Federal Reserve Bank on 
whose books such security is 
maintained. In all other cases in which a 
person seeks to attach a security 
maintained in TRADES or to obtain an 
order concerning disposition of such 
security, any notice of attachment or 
other notice arising from such judicial 
proceeding shall be directed to the book- 
entry custodian on whose books 
appears the interest of the person 
against whom the attachment or other 
disposition is sought.

§ 357.45 Supplements, amendments ®r 
revisions.

The Secretary may, at any time, 
prescribe additional supplemental, 
amendatory or revised regulation with 
respect to securities. 
fFR Doc. 86-5513 Filed 3-13-86; 8:45 am]




