
FEDERAL RESERVE BANK
OF NEW YORK

[Circular No. 10164 1 
April 23, 1987

PROPOSED AMENDMENT TO REGULATION T 
Comment Invited by May 26 on M ortgage-Related Securities

To A ll Banks and D ea lers, and P erson s Extending  
Securities C redit, in the Second F edera l R eserve D istric t:

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

The Federal Reserve Board has issued for public comment a proposal to amend its Regulation T — 
Margin Credit Extended by Brokers and Dealers — that will revise the definition of “OTC margin 
bond.” Comment is requested by May 26.

The proposed revision to the definition of OTC margin bond will permit brokers and dealers to 
extend credit, on a good faith basis, on any mortgage-related security. The Secondary Mortgage Market 
Enhancement Act of 1984 basically requires that a mortgage-related security must be rated in one of the 
two highest rating categories by at least one nationally recognized statistical rating organization. The 
securities must also be secured either directly or indirectly by residential or mixed 
residential/commercial mortgages.

The proposed amendment to the regulation should facilitate private sector participation in the sec
ondary market for mortgages. It should also provide harmony with the recently adopted measure of the 
Securities and Exchange Commission regarding the New York Stock Exchange’s maintenance margin 
rule. The revised definition will encompass the mortgage-related securities that have been privately 
placed and therefore did not meet the requirements in the existing definition.

Enclosed is a copy of the Board’s proposal. Comments thereon should be submitted by May 
26, 1987, and sent to the Board, as indicated in the notice, or to our Compliance Examinations 
Department.

E. G e r a l d  C o r r ig a n ,
President.
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CDocket Mq s R=»06001 

C re d it  By Brokers and D ealers  

Mortgage R elated  S e c u r it ie s

AGENCY§ Board o f Governors o f the Federa l Reserve System,,

ACTIONs Proposed Rule.

SUMMARY§ The Board is  proposing fo r  p u b lic  comment an amendment 

to  R egu la tion  T th a t w i l l  re v is e  the d e f in it io n  o f ^OTC margin 

bondo0* The amended d e f in it io n  w i l l  in c lu d e  any "'mortgage re la te d  

s e c u r i t y a  term defin ed  in  the Secondary Mortgage Market 

Enhancement Act o f 1984 (SMMEA) and now found at S ectio n  3 ( a ) (41) 

o f  the S e c u r it ie s  Exchange A ct o f 1934*

DATEs Comments should be rece ived  on or before May 26* 1987«

AOOKESSs Comments * which should r e f e r  to  Docket No„ R-0600* may 

be m ailed to  M r0 W illia m  W, W ile s * S e c re ta ry * Board o f Governors 

o f the Federa l Reserve System* 20th S tre e t  & C o n s t itu t io n  Avenue* 

N„W0* Washington* D„ C„ 20551* or d e liv e re d  at the C S tre e t  

Entrance between 8s45 a 0m6 and 5sl5 p.m. weekdays to  Room B-2223o 

Comments may be inspected  in  Room B°1122 between 8s45 a 0m0 and 

5sl5 p 0m0 weekdays.

[Enc. Cir. No. 10164]
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FOR FURTHER INFORMATION CONTACTg Laura Homer, Securities Credit 
Officer, Division of Banking Supervision and Regulation, (202) 
452=2781? or Carolyn Davis, Economist, Division of Research and 
Statistics, (202) 452-3633. For the hearing impaired only, 
Telecommunications Service for the Deaf, Earnestine Hill or 
Dorothea Thompson, (202) 452-3544.

SUPPLEMENTARY INFORMATION? In October of 1984 the SMMEA amended 
the securities acts and the acts governing depository 
institutions to provide preferential treatment for securities 
meeting a new legal definition, "mortgage-related securities."
The amendments were designed to facilitate a liquid market in 
mortgage securities issued by non-governmental entities that 
would be competitive with the existing market in securities 
issued by United States government agencies such as GNMA and 
FNMA. The ultimate goal was to facilitate private sector 
participation in the secondary market for mortgages.

A vast number of "mortgage related securities" are 
presently eligible for "good faith" loan value in a margin 
account because they come within the existing definition of an 
"OTC margin bond." However, an increasing number are privately 
placed and, therefore, do not meet the requirements in the 
existing definition that (1) OTC margin bonds be registered with 
the SEC, and (2) their issuers file current reports with the SEC. 
The SMMEA grants preferential treatment in a broad range of areas 
to any "mortgage related security" whether it is publicly offered 
or privately placed. This proposed amendment will permit similar 
margin treatment for securities sold either way.
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Bequlatory Flexibility Act
The Board believes there will be no significant 

economic impact on a substantial number of small entities if this 
proposal is adopted„ Comments are invited on this statement„ 
Paperwork Reduction Act

No additional reporting requirements or modification to 
existing reporting requirements are proposed„
List of Subjects in 12 C 0F 01R0 Part 220

Banks„ Banking? Brokers^ Credit, Federal Reserve 
System^ Margin^ Margin RequirementsB Investments, Reporting and 
recordkeeping requirementst Securitiesc

For the reasons set out in this notice8 and pursuant to 
the Board0s authority under sections 7 and 23 of the Securities 
Exchange Act of 1934,* as amended, (15 U.SoCo sections 78g and w) „ 
the Board proposes to amend 12 C0F0Ro Part 220 by adding new 
subsection 220.2(r)(3) as follows? le The authority citation for 
Part 220 continues to read as follows?

Authority? 15 UoSoCo 78g and 78w0 
2° The Board proposes to amend section 220o2(r) to read as 
follows ?

SECTION 220o2 —  Definitions
* * * * *

(r) raOTC margin bond00 means? * * *
©r

(3) a ^mortgage related security00 as defined in Section 3(a) (41| 
of the acto
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By order of the Board of Governors of the Federal 
Reserve System, April 15, 19870

(signed) William Wo Wiles

William W c Wiles 
Secretary of the Board


