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[ Circular No. 10181 1  
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FINAL TREASURY REGULATIONS UNDER THE 
GOVERNMENT SECURITIES ACT

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

The Treasury Department has issued final regulations under the Government Securities Act of 1986, effective 
July 25, 1987.

The Act requires that all financial institutions that act as Government securities brokers or dealers notify their 
Federal regulators of their broker-dealer activities. Copies of the notification forms (Forms G-FIN and G-FINW) 
were sent to you with our Circular No. 10174, dated June 2 , 1987.

Certain depository institutions that may be exempt from registration requirements as a Government securities 
broker-dealer may still be subject to Treasury rules regarding custody of customer securities and hold-in-custody 
repurchase agreements. Interim disclosure requirements for hold-in-custody repurchase transactions will become 
effective August 31; requirements for written repurchase agreements with required disclosures will be effective for 
all new customers by October 31, 1987 and for existing customers by January 31, 1988; and, the requirement to 
confirm specific securities in a hold-in-custody repurchase transaction, including their market value, becomes ef
fective January 31, 1988.

The Treasury regulations also implement Title II of the Government Securities Act by including provisions to 
safeguard customers’ Government securities held by a depository institution other than in a fiduciary capacity or 
subject to fiduciary standards. Depository institutions must comply with those provisions of the final regulations by 
October 31, 1987.

Printed on the following pages is the text of the Treasury’s press statement, which includes a summary of the 
regulations. The complete text of the Treasury’s regulations and other related forms may be obtained from the Treas
ury Department, at the following address:

Government Securities Regulation Project 
Room 4417, Main Treasury Building 
Washington, D.C. 20220

Questions to this Bank regarding the Treasury’s regulations may be directed to Don N. Ringsmuth, Associate 
General Counsel (Tel. No. 212-720-5007); Barbara L . Walter, Assistant Vice President (Tel. No. 212-720-5481); or 
Gerald P. Minehan, Assistant Chief Examiner (Tel. No. 212-720-5881).

E . Gera ld  C o rrig an , 

President.
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Treasury Issues Final Regulations 
Under the Government Securities Act

The Treasury Department today released final regulations under 
the Government Securities Act of 1986 , These regulations are the 
culmination of over two years of effort by the Congress? the 
Administration? independent agencies and affected parties to 
assure the continued fairness and liquidity of the market for 
government securities. By July 25? 1987? all government 
securities brokers and dealers (with the exception of certain 
Commodity Futures Trading Commission registrants) must be 
registered with the SEC or have given notice of their status to 
their federal regulator.
The final regulations for the most part adopt the temporary 
regulations issued May 26? but respond to many of the comments 
and suggestions made by the affected community in response to the 
temporary regulations. The changes made are largely technical 
and clarifying. As the Department announced on July 9? the 
effective dates for several requirements have been delayed past 
July 25s (i) interim disclosure notices for hold-in-custody
repurchase transactions are required starting August 31?
(ii) many recordkeeping requirements for newly registered 
government securities brokers and dealers are effective October 
31?e and (iii) the requirement to confirm specific securities in a 
hold-in-custody repurchase transaction becomes effective 
January 31? 1988, In addition? in recognition of the many 
safeguards provided by the new regulations for hold-in-custody 
repurchase transactions--particularly the detailed disclosure 
provisions and the requirement for specific confirmation of 
securities— the final regulations do not require same-day oral 
consent to substitutions of securities for repurchase agreements 
under $1?0QQ?000, However? customer permission to substitute? if 
any? must be provided in writing in the master repurchase 
agreement? accompanied by specific disclosure of the risks of the 
practice.
Reprints of the regulations and related forms may be obtained 
from the Government Securities Regulation Project? Room 4417?
Main Treasury Building? Washington? D.C, 20220 or call (202) 
566-2278,

B-1069



SEC-registered broker-dealers and financial institution 
government securities brokers and dealers are required only to 
follow the capital standards to which they are already subject. 
Registered government securities brokers or dealers who are also 
futures commission merchants registered with the CFTC will be 
required to meet the higher of CFTC or SEC capital rules.
Possession or Control of Customer Securities
Generally, the final regulations follow the SEC requirements for 
custody and safekeeping of customer funds and securities. The 
regulations also contain rules dealing specifically with 
securities that are the subject of hold-in-custody repurchase 
transactions.
Under the final regulations, all repurchase agreements for 
hold-in-=cus tody repurchase transactions with customers will have 
to be in writing and contain specified disclosure statements.
The specific securities that are the subject of such transactions 
must be confirmed at initiation of a transaction and upon 
substitution, if any. In addition, a dealer must maintain 
possession or control of securities subject to hold-in-custody 
repurchase agreements overnight and, unless the customer has 
consented in the master repurchase agreement to substitution of 
securities, during the trading day.
Recordkeeping and Reporting
Newly registered government securities brokers and dealers will 
be required to follow SEC recordkeeping and audit rules. The 
reporting forms are modeled on the SEC^s FOCUS reports with 
modifications to reflect the different capital requirements 
described above.
For the most part, financial institution brokers and dealers will 
not be required to keep records other than those now required by 
the financial institution supervisory agencies. However, 
modified position records will be required, as is now the ease 
for bank municipal securities dealers.
Custody of Government Securities by Depository Institutions
Subchapter E of the regulations implements Title II of the GSh by 
adopting regulations to safeguard customer securities held by a 
depository institution other than in a fiduciary capacity or 
subject to fiduciary standards.
Generally, the regulations would require that such securities be 
kept separate from the depository institutions proprietary 
securities, free from lien, that records be kept identifying 
customers with their respective securities, that specific 
confirmations or safekeeping receipts be issued, and that the 
securities be periodically counted and the counts reconciled to 
bank records.



securities in a hold-in-custody repurchase transaction, including 
their market value, becomes effective January 31, 1988 .
In recognition of the present uncertain status of many futures 
commission merchants registered with the Commodity Futures 
Trading Commission ("CFTC"), the Treasury has delayed until 
October 31 the effective date for registration of those futures 
commission merchants who will be required to register as 
government securities brokers or dealers., The SEC adopted 
regulations clarifying this registration requirement on July 21.
Exemptions
Many entities, particularly financial institutions, that do not 
hold themselves out as government securities brokers or dealers, 
engage in government securities transactions that would make them 
brokers or dealers under traditional definitions,, In recognition 
of the fact that these institutions are already subject to 
governmental supervision, the regulations contain exemptions from 
registration and from the regulatory requirements for financial 
institutions whose only government securities activities ares
(i) issuing or redeeming Savings Bonds or forwarding Savings Bond 
transactions,0 (ii) submitting tenders for the account of 
customers at Treasury auctions; (iii) transactions in a fiduciary 
capacity; (iv) doing repurchase and reverse repurchase 
transactions; and (v) doing a limited number of actively 
solicited brokerage transactions or doing all such transactions 
through a broker or dealer on a fully disclosed network basis. 
Compliance with the rules concerning custody of customer 
securities and Hold-in-custody repurchase agreements is a 
condition for taking advantage of certain financial institution 
exemptions.
Other Savings Bond issuing and paying agents and forwarders are 
exempt if they have no other government securities business. 
Corporate credit unions doing repurchase transactions with other 
credit unions are also exempt.
Financial Responsibility
Currently unregulated government securities brokers and dealers 
who register under Section X5C of the Securities Exchange b e t  
will be required t© have liquid capital in excess of 120% ©f 
measured risk by the last business day in October, 1987. (In the 
interim, they are required to have $50,000 in liquid capital.)
The system for measuring market risk involves a series of risk 
assessment factors (called "haircuts”) based on current market 
conditions. This standard is similar to the voluntary capital 
adequacy guidelines published by the Federal Reserve Bank of Hew 
York. It builds upon but is different from the SECps Rule 15c3-l 
in both the ratio requirement and the risk assessment factors and 
methodology.



Summary of Treasury Final Regulations 
UndiT the Government Securities Act of 1986

Coverage
The final regulations cover all brokers and dealers in government 
securities, including SEC-registered broker-dealers and financial 
institution brokers and dealers.1/ However, exemptions and 
special provisions throughout the regulations are designed to 
lessen the burden on these already regulated entities by avoiding 
duplicative regulation,, The government securities involved 
extend beyond Treasury securities to, among other things, 
securities issued or guaranteed by agencies and government 
sponsored corporations, and off-exchange options on those 
securities.
Dates
The final 
on July 24 
effective 
responsibi 
will be th 
requi remen 
financial 
requi remen 
government 
on October

regulations will be published in the Federal Register 
and become effective on July 25. However, the — "

dates for the "haircut" portion of the financial
lity rules and the general posseiision ©r control rules
e 1ast business day in October. The custody
ts and most of the recordkeeping requirements for
institutions, as we11 as most of the recordkeeping
ts and the securiti es count rule for newly registered
secur iL-ties brokers and dealers, will become effective
31 .

Although the general possession or control requirements will 
become effective at the end of October, interim disclosure 
requirements for hold~in~custody repurchase transactions will 
become effective starting August 31. By October 31, 1987 for new 
customers and January 31, 1988 for existing customers, all 
hold-in-custody repurchase transactions will be required t© be 
pursuant to written agreements that must prominently display the 
required disclosures. The requirement to confirm specific

1 /  The SEC is responsible for interpreting the terms "government 
securities broker" and "government securities dealer," and for 
registering currently unregulated government securities brokers 
or dealers. Broker-dealers already registered with the SEC and 
financial institution government securities brokers and dealers 
are required to notify their regulators of their status as 
government securities brokers or dealers on or before 
July 25, 1987. The SEC adopted regulations and forms concerning 
registration and notice on April 21, 1987 (52 FR 16833,
May 6, 1987). The Federal Reserve published notice of the final 
adoption of the form of notice for financial institutions on 
May 26, 1987 (52 FR 19714).
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DEPARTMENT OF THE TREASURY

O ffice o f the Assistant Secretary 
(Dom estic Finance)

17 CFR Ch. IV

Im plem enting Regulations fo r the  
Government Securities A ct ©f 1986

A@EN©v: Office of the Assistant 
Secretary (Domestic Finance), Treasury.
ACTION: Final rule.

SUMMARY: The Department of the 
Treasury is issuing final regulations as 
required by the Government Securities 
Act of 1986 (the “Government Securities 
Act" or “GSA”). These regulations 
reflect proposed regulations issued by 
the Treasury on February 25,1987 (52 FR 
5660), a temporary rule issued on May 
26,1987 (52 FR 19641) and the Treasury’s 
response to comments received thereon. 
The Final rule adopts the temporary rule, 
with amendments.

The GSA requires the Secretary of the 
Treasury (the “Secretary”) to adopt 
rules and regulations concerning the 
financial responsibility, protection of 
investor securities and funds, 
recordkeeping, reporting and audit of 
brokers and dealers in government 
securities. The GSA also requires the 
Secretary to adopt regulations relating 
to the custody of government securities 
held by depository institutions. The 
regulations are designed to enhance the 
protection of investors in government 
securities while maintaining a fair, 
honest and liquid market in such 
securities. Subchapter A of the 
regulations covers government securities 
brokers and dealers. Subchapter B of the 
regulations deals with custody of 
government securities by depository 
institutions, including those that are 
government securities brokers or 
dealers.

The GSA requires that all government 
securities brokers and dealers either be 
registered with the Securities and 
Exchange Commission ("Commission" 
or “SEC") by July 25,1987, or have 
provided notice of their status as a 
government securities broker or dealer 
to either the SEC (in the case of 
registered brokers or dealers) or the 
appropriate federal financial institution 
supervisory agency (in the case of 
commercial banks and thrift institutions) 
by July 25,1987. This requirement has 
been delayed by these regulations to 
October 31,1987 for certain futures 
commission merchants.
EFFECTIVE DATE: July 25,1987. See also 
17 CFR 402.1(f), 403.7, 404.2(c), 404.4(c), 
404.5(b), 405.1(c) and 450.5.

FOR FURTHER INFORMATION CONTACT:
Anne Meister (Federal Reserve Liaison 
Officer), Room 553, Bureau of Public 
Debt, Department of the Treasury, 999 E 
Street, NW., Washington, DC 20239,
(202) 376-4304, or Ellen Seidman 
(Special Assistant to the Under 
Secretary), Room 4414, Main Treasury 
Building, 1500 Pennsylvania Ave., NW., 
Washington, DC 20220, (202) 566-2278.

For information concerning financial 
responsibility (capital) and Form G-405, 
contact: Norman Carleton (Assistant 
Director, Office of Government Finance 
& Market Analysis), Room 3044, Main 
Treasury Building, 1500 Pennsylvania 
Ave., NW., Washington, DC 20220, (202) 
566-2330.

For information concerning 
possession or control of customer 
securities and Part 450, contact Cindy 
Reese (Senior Attorney and Special 
Assistant), Room 503, Bureau of Public 
Debt, Department of the Treasury, 999 E 
Street, NW., Washington, DC 2G239,
(202) 376-4320, or Virginia Rutledge 
(Attorney-Advisor), Room 2025, Main 
Treasury Building, 1500 Pennsylvania 
Ave., NW., Washington, DC 20220, (202) 
535-4890.
SUPPLEMENTARY INFORMATION:

I. Background
The GSA establishes, for the first 

time, a federal system for regulation of 
brokers and dealers wrho transact 
business exclusively in government 
securities, or a government securities 
business combined with business in 
non-security financial instruments, 
exempted securities and/or futures and 
other commodity interests regulated by 
the Commodity Futures Trading 
Commission (“CFTC”). The Secretary is 
to adopt rules and regulations 
concerning the financial responsibility, 
protection of investor securities and 
balances, recordkeeping, reporting and 
audit of government securities brokers 
and dealers.1 Previously unregulated 
government securities brokers and 
dealers must also register with the SEC 
and join a self-regulatory organization.* *

1 Section 15C(b) of the Securities Exchange Act of 
1934 [15 U.S.C. 78o-5[b}]. All citations to the 
Securities Exchange Act (hereinafter the "Act”) will 
refer to the section of the Act followed by the 
parallel citation to the United States Code in 
brackets. Title 1 of the GSA, which provides for 
regulation of government securities brokers and 
dealers, amends the Act, in part by adding Section 
15C.

* Section 15C(a)(l)(A). (e) [15 U.S.C. 78o- 
5(a)(1)(A), (e)j. Currently unregulated persons 
(including subsidiaries and affiliates of financial 
institutions) and registered brokers or dealers 
uncertain of their status as government securities 
brokers or dealers are urged to contact the Office of 
the Chief Counsel, Division of Market Regulation, 
Mail Stop 5-1, Securities and Exchange

Enforcement of the Secretary’s 
regulations with respect to newly 
registered government securities brokers 
and dealers will be carried out by the 
SEC and the appropriate self-regulatory 
organizations.3

The GSA also provides for regulation 
of all other brokers and dealers in 
government securities, all of whom 
must by July 25,1987, notify their 
principal regulatory agency of their 
status as government securities brokers 
or dealers.4 Enforcement of the 
regulations for such entities will be 
carried out by the appropriate regulatory 
agencies.6

The purpose of such registration and 
regulation is to enhance die protection 
of investors in government securities by 
establishing and enforcing appropriate 
financial responsibility and custodial 
standards for government securities 
brokers and dealers. At the same time, 
the standards must respect and protect 
the integrity, liquidity and efficiency of 
the world’s largest securities market, 
which is vital to the effective 
implementation of fiscal and monetary 
policy in the United States.6 In adopting 
regulations concerning those entities 
that are already regulated, such as 
brokers and dealers registered under 
sections 15 or 15B of the Securities 
Exchange Act of 1934 (the “Act”) and 
financial institutions, the Secretary of 
the Treasury is to take into 
consideration already existing

Commission, 450 Fifth Street, NW.. Washington, DC 
2054S. as soon as possible. Financial institutions 
uncertain of their status should contact their 
appropriate regulatory agency or the SEC.

* Section 15C(c)(l). 19(g)(1) [15 U.S.C. 78o-5(c)(l). 
78s]. The Act also contains criminal penalties 
enforced by the Department of justice. Section 32 
115 U.S.C. 78ff).

« Section 15C(a)(l)(B). (b) [15 U.S.C. 78o- 
5(a)(1)(B). (b)].

* Generally, the appropriate regulatory agency for 
a financial institution is that institution’s federal 
supervisory agency. It is the SEC for all others, 
including brokers and dealers registered with the 
SEC under sections 15 or 15B of the Act and 
financial institutions that do not have a federal 
supervisory agency. Section 3(a)(34)(G) [15 U.S.C. 
78c(a)(34)(G)].

Brokers and dealers in Small Business 
Administration ["SBA") individual loan certificates 
end pool certificates under the authority of sections 
5(f)-5(h) of the Small Business Act (15 U.S.C. 634(f)- 
(h)) are government securities brokers or dealers. 
The SBA has informed the Department that, in 
addition to requirements under the Act, pool 
assemblers must be qualified with the SBA pursuant 
to 13 CFR 120.703. The SBA intends to take the 
position that, notwithstanding Chapter III, Part 2, of 
the Secondary Market Program Guide, pool 
assemblers may register under section 15C of the 
Act (if otherwise eligible) and thereby be subject to 
the Treasury financial responsibility rules, 17 CFR 
402.2.

* Government Securities Act of 1986. Pub. L. 99- 
571. section 1.100 StaL 3208 (1986) (hereinafter cited 
SB GSA).
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regulation with a view toward 
preventing overly burdensome or 
duplicative regulation.’

The final regulations constitute the 
Secretary’s third response to these 
mandates. As required by the GSA, they 
become effective on July 25 ,1987.8 All 
government securities brokers and 
dealers must register or give notice by 
July 25,1987, and must be in compliance 
with the final regulations on that date.®

Consultation and Comments
As discussed in the preambles to the 

proposed and temporary regulations, in 
developing the regulations the 
Department has consulted extensively 
with other federal regulators, affected 
parties, and trade and professional 
associations. During the period since 
publication of the temporary regulations, 
that process has continued. In addition, 
representatives of the Department have 
continued to participate in conferences 
and seminars to discuss the proposed 
regulations. The Department received 
over 20 written comments in response to 
the temporary regulations. Among the 
commenters were 12 of the 40 primary 
dealers, two banks that are not primary

7 Section 15C(b)(3)(C) [15 U.S.C. 78o-5fb)(3)(CTJ]: 
132 Cong. Rec. H9251 (Oct. 6,1988).

• The requirement that the final regulations 
become effective immediately results from the 
confluence of the statutory requirements of section 
402 of the GSA, mandating the date on which the 
rules are to take effect and of the Administrative 
Procedure Act to receive and take into account 
comments on the proposed regulations published 
February 25,1987 and the temporary regulations 
published May 26,1987. See 5 U.S.C. 553 (b), (c). The 
Department notes, however, that since the final 
regulations largely adopt the temporary regulations 
and since section 401 of the GSA provides that the 
statutory requirements of the GSA do not become 
effective until July 25,1987, as a practical matter the 
final rules have been published in the form of 
temporary rules with a 60-day delay of effective 
date. Moreover, the effective date of a number of 
the most difficult requirements in the rules is 
delayed beyond July 25. The Department therefore 
finds that there is good cause to provide for 
immediate effectiveness of the final rule. 5 U.S.C. 
553(d)(3).

• GSA. supra note 6, section 402. See, however, 
the limited registration delays provided in {§401.7 
and 401.8 of the regulations. In addition, because of 
the difficulties of achieving compliance with several 
of the regulations before July 25,1987 several of the 
regulations, in particular the market risk (“haircut”) 
calculations of Part 402 relating to financial 
responsibility, and related possession or control, 
recordkeeping and audit rules, will not become fully 
effective until the end of October 1987. The 
regulations in Part 403 relating to hold-in-custody 
repurchase agreements take effect in stages and 
become fully effective on January 31,1988. The rules 
relating to custodial holdings of government 
securities by depository institutions (Part 450) also 
do not become effective until October 31,1987.

Previously unregulated government securities 
brokers and dealers are reminded that, in addition 
to the regulations to be promulgated under the GSA, 
they are subject to the provisions of sections 10(b), 
15(c)(1). 17(f)(1) and 17(f)(2) of the Act and the 
regulations promulgated by the SEC thereunder.

dealers, three brokers, one self- 
regulatory organization, and three trade 
associations—the Public Securities 
Association (“PSA”), the Government 
Securities Brokers Association and the 
Institute of Foreign Bankers.

The comments generally supported 
the approach taken in the temporary 
regulations. Comments op the temporary 
regulations concentrated mainly on 
operational problems that could arise 
from the requirements of Part 403 
relating to hold-in-custody repurchase 
agreements, confirmations and buying in 
of securities, and related sections of Part 
450. In addition, a number of comments 
were received requesting delayed 
effective dates, transition rules and 
clarifications. These comments and the 
Department’s response thereto are 
discussed in the following section-by
section analysis. The Department 
appreciates the commenters’ general 
adherence to the Department’s request 
that comments on the temporary 
regulations recognize the need of 
affected parties to rely on regulations 
known to the maximum extent possible 
before the July 25 effective date and 
therefore to limit comments to 
provisions likely to result in serious and 
widespread operational difficulties. The 
Department has responded by making 
changes in the temporary regulations 
only to respond to such problems and 
for clarification. As noted in the 
preamble to the temporary regulations, 
the rulemaking process under the GSA 
is a continuing one, and the Department 
therefore welcomes suggestions for 
changes or modifications to the final 
rule.
II. Section-by-Section Analysis of 
Regulations

A. Part 400—Rules of General
Application

1. Section 400.1. No comments were 
received on this section of the 
temporary regulations and it is adopted 
without amendment.

2. Section 400.2. Four comments 
reflected continuing concern with the 
status of Treasury Department 
interpretations of SEC rules, and 
particularly with the potential for 
inconsistent interpretations. This 
potential is an inevitable consequence 
of the decision of the Treasury— 
supported by virtually all commenters— 
largely to adopt SEC rules.

Problems potentially can arise in 
several ways. First, Treasury may '  
interpret rules uniquely its own, such as 
§ 402.2a(a) (relating to haircuts on 
Treasury market risk instruments) in a 
manner at variance with analogous SEC 
regulations. Second, Treasury may

interpret its modifications of SEC 
rules • 10 11 in a manner that appears to 
conflict with the underlying rules. Third, 
Treasury and the SEC may differ on the 
appropriate interpretation of an SEC 
rule adopted by Treasury.

The Department and the SEC 
recognize these problems, and propose 
to deal with them as follows. First,
§ 400.2(c)(4) has been amended to 
provide that in responding to a request 
for an interpretation, the Department 
will, where appropriate, consult with the 
appropriate regulatory agencies. 
Particularly in the case of a request by a 
financial institution, this consultation 
will frequently include not only the 
requester’s appropriate regulatory 
agency but also, in order to assure 
consistency, the other financial 
institution supervisory agencies and in 
certain cases the Commission.

Second, § 400.2(c)(4) has also been 
amended to provide for the possibility of 
formal concurrence by the staff of the 
appropriate regulatory agency in a 
Treasury interpretation. As a matter of 
practice, the Department believes this 
will be appropriate only when the 
Department is interpreting a Treasury- 
adopted SEC or financial institution 
supervisory agency regulation with 
respect to a registered government 
securities broker or dealer or with 
respect to the government securities 
transactions of a registered broker- 
dealer or financial institution. Treasury 
believes its interpretations will be 
followed by the appropriate regulatory 
agencies with respect to the entity that 
is the subject of the request without a 
formal concurrence, and the process of 
obtaining formal concurrence may 
substantially delay issuance of an 
interpretation.11 However, where it is 
possible to obtain such concurrence 
within a reasonable period of time, the 
interpretation will thereby obtain the 
full force and effect of an interpretation 
issued by the staff of the appropriate 
regulatory agency.

10 This category will be quite small after final 
Treasury and SEC rules concerning repurchase 
agreements have been adopted. This is the major 
area in which modifications of SEC rules were made 
in the temporary rules, and as SEC and Treasury 
rules are brought into conformity with each other, 
Treasury modifications will be eliminated.

11 Having adopted SEC regulations, the Treasury 
has adopted all existing relevant interpretations— 
this is the only manner in which any consistency 
can be obtained in the short run. To the extent that 
newly registered government securities brokers or 
dealers find any of these troublesome, they should 
so inform the Treasury, SEC and relevant self- 
regulatory agency, in general the National 
Association of Securities Dealers ("NASD”). To 
date, Treasury has found it possible to respond to 
these problems once they have been brought to its 
attention.
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Finally, Treasury and the SEC have 
agreed that the staffs of the two 
agencies will meet quarterly to discuss 
issues that have arisen and questions 
that need to be resolved. These meetings 
may also include the other regulatory 
agencies and the self-regulatory 
organizations. It is the firm expectation 
of the Department, however, that the 
excellent day-to-day coordination and 
cooperation among all die agencies 
which has occurred to date will 
continue, rendering the quarterly 
meetings useful largely to review actions 
and to raise to higher policy levels 
issues that the staffs have been unable 
to resolve.

The Department recognizes that these 
procedures do not produce iron-clad 
assurances of perfect consistency. That 
would be obtainable only if Treasury 
ceased its rulemaking function or 
adopted regulations entirely distinct 
from SEC regulations—neither of which 
is contemplated by the GSA. However, 
the Department believes that these 
provisions for coordination, which in 
formality go beyond those provided in 
analogous situations,12 will reduce to a 
minimum the incidence of inconsistency.

Other changes have been made in 
§ 400.2 to direct inquiries to the Office of 
the Commissioner, Bureau of the Public 
Debt. As discussed in the preamble to 
the temporary regulations, the 
Department has determined that 
implementation of the regulations 
should be the continuing responsibility 
of that office. The Departmental 
Offices—particularly the Offices of the 
Assistant Secretary (Domestic Finance) 
and the General Counsel—intend to stay 
involved with the regulations, 
particularly with respect to major 
modification6 or amendments. Section 
400.2(b)(2) has been amended to clarify 
the Department’s authority to interpret 
the statutory language of section 15C(b) 
of the Act and related sections. Except 
as described, § 400.2 of the temporary 
regulations is adopted as final.

One commenter asked that Treasury 
clarify what must be included in a 
request for an interpretation pursuant to 
§ 400.2(c)(3)(iii). The requirement that 
the requester provide the “writer's 
opinion on the matter, and the basis of 
such opinion” is not meant to require 
that the writer prepare a proposed 
response letter, but merely to require 
that the writer include a reasoned basis 
for die requested response. The same 
commenter requested that Treasury * 7

l£ For example, there are no formal coordination 
procedures concerning SEC enforcement of 
Regulation T adopted by the Board of Governors of 
the Federal Reserve System ("Board") under section
7 of the Act.

clarify that a superseding interpretation 
that would nullify prospectively a prior 
interpretation is one made to the 
requester. This is the case, but the 
Department cautions that in such a 
situation others should not rely on the 
superseded interpretation. In addition, 
persons relying on identical 
interpretations previously issued to 
them in writing should be aware that the 
Department may issue a superseding 
interpretation without a request for one.

3. Section 400*3. This section of the 
temporary regulations is adopted with 
three amendments. Paragraph (j), the 
definition of “financial institution,” has 
been amended to clarify that a 
subsidiary or affiliate of a financial 
institution may also be a financial 
institution, but only if the subsidiary or 
affiliate is independently (a) a bank, (b) 
a foreign bank, or (c) an institution 
insured by the Federal Savings and Loan 
Insurance Corporation. The SEC has 
informed the Department that it takes 
the position that for purposes of the 
GSA, any bank, including a savings 
bank, that is insured by the Federal 
Deposit Insurance Corporation is a 
"bank.” Paragraph (n) has been 
amended to clarify that a bank 
municipal securities dealer is treated in 
these rules as a financial institution 
rather than as a registered broker or 
dealer.

The Department received a comment 
concerning the derivation of the 
definition of "associated person,"
§ 400.3(c). This definition is derived 
from Rule G-3 of the Municipal 
Securities Rulemaking Board. The 
Department notes that the definition is 
"for the purpose of these regulations,” 
and unless adopted by a self-regulatory 
organization it is in practice relevant 
only to financial institution government 
securities brokers and dealers. The 
Department also received several 
questions that indicated that the use in 
paragraph (c)(3)(i) of the term “fiduciary 
capacity,” defined in paragraph (1) to 
refer to the financial institution, was 
confusing. Therefore paragraph (c) has 
been amended to refer to persons whose 
functions consist of carrying out a 
financial institution’s activities in a 
fiduciary capacity, examined as such. 
This also conforms more completely to 
the exemption for fiduciary activities in 
| 450.3.

4. Section 400.4. Paragraph (d)(1) of 
this section has been amended at the 
request of the staff of the Board to 
require that the appropriate regulatory 
agency be provided with a list of all 
persons with respect to whom a 
financial institution is relying on a  Form 
MSD-4 or U-4 in lieu of filing a Form G-

FIN-4. This will provide the financial 
institution regulatory agencies with a 
complete list of all persons associated 
with a financial institution’s government 
securities activities. The remainder of 
the section is adopted without 
amendment

5. Section 40Q.5. This section of the 
temporary regulations is adopted as 
final

0. Section 400.6. Subsection (a) of this 
section has been amended to clarify that 
the requirement to file a withdrawal 
notice arises whether or not a firm has 
originally registered or given notice, if 
such registration or notice was in fact 
required. The amendment is not in any 
way meant to exonerate the firm for 
failing to register or give notice. The 
remainder of the section is adopted 
without amendment.

B. Part 401—Exemptions
% Section 401.1. No comments were 

received on this section of the 
temporary regulations, which provides 
an exemption from the provisions of 
section 15C of the Act and the 
regulations thereunder for those 
organizations whose government 
securities transactions are limited to 
savings bond transactions and any other 
activity exempt as provided in Part 401. 
Therefore, the temporary rule will 
become the final rule without change.

The Department notes that the 
recordkeeping requirements of Part 404 
do not apply to any savings bond 
transactions of any government 
securities broker or dealer.13 
Furthermore, the Department doe9 not 
consider that any other parts of these 
regulations are applicable to savings 
bond transactions.

2. Section 401.2. Section 401.2 of the 
temporary rules provides an exemption 
for depository institutions whose 
government securities transactions are 
limited to submitting tenders for 
customers cm a fully disclosed basis for 
the purchase on original issue of United 
States Treasury securities and other 
exempt activities. Institutions relying on 
this exemption must comply with Part 
450 of die regulations concerning 
custodial holdings of government 
securities. The Department received no 
comments on the temporary rule. 
Therefore, the temporary rule will 
become the final rule.

The Department has been asked 
whether financial institutions that, as an 
accommodation to customers, accept 
United States Treasury securities for 
redemption will be required to register.

See 17 CFR 240.17a-3{c),4Q 4.2(a)(6). 494.4(a)(1), 
and 12 CFR 12L2(e), 20a.8(k)(l)(v). 344.2(e).
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The Department does not consider this 
activity to be a government securities 
activity requiring registration under the 
Act.

3. Section 401.3. The Department 
received two comments on this section 
of the temporary regulations. One 
commenter objected to the Department’s 
clarifications in the temporary 
regulations that: (i) The 500 transaction 
de minimis provision may not be added 
to networking transactions and (ii) the 
term "fully disclosed basis" with respect 
to networking means that the 
transacting government securities 
broker or dealer must receive and 
maintain customer information.

With respect to the first point, the 
position was adopted because the 500 
transaction limitation is essentially a 
final screen to excuse from regulatory 
requirements an entity that by definition 
holds itself out or solicits business as a 
government securities broker. To allow 
such an institution to transact 500 
brokerage transactions in addition to an 
unlimited number of networking 
transactions would be inconsistent with 
Congress’s determination not to exclude 
financial institutions from the definition 
of government securities broker. The 
definition of “fully disclosed basis” in 
| 401.3(a)(2)(ii)(D) is not meant to 
require the financial institution to 
monitor the recordkeeping activities of 
the transacting government securities 
broker or dealer. Rather, it requires that 
the parties agree that such records will 
be kept by the transacting broker or 
dealer and that the financial institution 
provide the transacting broker or dealer 
with the information required for that 
purpose.

The second comment received 
concerned the applicability of § § 401.3 
and 401.4 to branches and agencies of 
foreign banks. As stated in the preamble 
to the temporary regulations, the 
Department was concerned that such 
entities might be able to use the 
exemptions in those sections to engage 
in government securities transactions 
(such as brokerage transactions and 
repurchase transactions) with United 
States customers without a sufficient 
capital base in the United States. The 
temporary regulations therefore 
precluded branches and agencies of 
foreign banks from using either of those 
exemptions.

The Institute of Foreign Bankers 
(“Institute") expressed serious concern 
that, in order for the Department to 
achieve its objective of requiring 
branches and agencies to have U.S. 
based capital for all U.S. customer 
government securities transactions 
through the reserve formula of § 403.5(e), 
the Department had excluded such

entities from the definitions of “financial 
institution" in those sections. The 
Department notes that the exclusion 
was required to accomplish the desired 
result only because such entities are 
“financial institutions” for all other 
purposes of the Act and regulations. 
However, in recognition of the potential 
precedential issues cited by the Institute 
as well as the purpose of the exclusion, 
paragraphs (c) of §§ 401.3 and 401.4 of 
the final regulations have been amended 
to delete the exclusion and new 
paragraphs (b)(2) have been added to 
each section to condition use of the 
exemption on compliance with the 
reserve formula of $ 403.5(e).
Particularly since branches and agencies 
relying cm the exemption will not have 
notified tire Board or the Comptroller of 
the Currency of their government 
securities activities, the Department 
expects them to assist examining 
agencies in enforcement of this 
requirement The Department will 
consider modification of the exemption 
if it becomes apparent that the condition 
is unenforceable.

The remainder of § 401.3 of the 
temporary regulations is & ~ :>ted 
without amendment.

4. Section 401.4. Other lac:; the 
comment of the Institute of Foreign 
Bankers discussed above, the 
Department received no comments on 
this section. Except for the modifications 
to paragraphs (b) and (c) discussed in 
connection with § 401.3, the temporary 
rule is adopted as final.

Three points should be made with 
respect to this exemption. First, it 
supplements but does not displace the 
exceptions in the statutory definition of 
“government securities dealer," section 
3(a)(44) of the A ct in particular the 
exception for banks engaging in 
fiduciary activities. Second, all financial 
institutions engaging in repurchase 
transactions with customers should 
carefully examine § 403.5(d) of the 
regulations to determine whether that 
section is applicable to their activities 
and if so whether their activities are 
conducted in the manner described in 
that section. Finally, purchases and 
sales of government securities from or to 
customers without an agreement to 
resell or repurchase (other than 
brokerage transactions or transactions 
described in § § 401.1 or 401.2), including 
"due bill” sales, will render a financial 
institution ineligible for the exemption.

5. Sections 401.5, 401.6, 401.7, 401.8. No 
comments were received on these 
sections of the temporary regulations. 
With the exception of correction of a 
typographical error in § 401.5(b)(2), the 
temporary regulations are adopted as 
final.

C. Part 402—Financial Responsibility
1. Section 402.1. This section provides 

that certain government securities 
brokers and dealers are not subject to 
this part, provides a special capital rule 
that certain government securities 
brokers may elect and a capital rule for 
futures commission merchants that are 
registered government securities brokers 
or dealen, and states the effective date 
of the part Changes from the temporary 
regulations to this section (other than 
minor wording changes) are confined to 
paragraph (e), which relates to 
government securities interdealer 
brokers.

The Government Securities Brokers 
Association and two interdealer brokers 
submitted comments voicing concern 
that two aspects of the § 402.1(e)(2) 
definition of government securities 
interdealer broker could be interpreted 
as indicating that Treasury had 
determined that the government 
securities interdealer brokers function 
as principal rather than agent: (i) The 
use of the word “broker” rather than 
“agent"; and (ii) the use of the term 
"partially disclosed basis." In addition, 
they were concerned that the inclusion 
of the words “have the right to obtain 
[the name of a counterparty]” as an 
alternative basis for determining that a 
trade was made on a “partially 
disclosed basis” might raise concerns 
about whether trading was conducted 
on a truly blind basis.

The Department wishes to emphasize 
that it has not taken and is not taking 
any position on the legal status or 
liability of a government securities 
interdealer broker as principal or agent, 
and that nothing in this preamble or the 
regulations should be interpreted 
otherwise. Indeed, the decision to use 
the term “broker" rather than “agent” in 
the definition stems in part from this 
concern.

With respect to the term “partially 
disclosed basis,” the commenters are 
correct in noting that this is a term of art 
usually implying a transaction as 
principal. To avoid this implication, the 
definition has been amended to use the 
term “identified group basis.” This is 
also more descriptive of the manner in - 
which blind brokering operates—that 
counterparties know a list of entities 
from which the counterparty will be 
chosen, but do not, at the time of the 
transaction, know or have the right to 
know the counterparty to a specific 
transaction.14

14 Although settlement of mortgage-backed 
securities frequently is made on a name gave-up 
basis, counterparties are not permitted to rescind 
the trade once the counterparty is known.
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The same commenters objected to the 
haircut for net exposure to 
counterparties. The Department has 
decided to retain this haircut, which will 
encourage monitoring of exposure by the 
government securities interdealer 
brokers and assure that there is some 
capital cushion as the chance of 
problems occurring increases. By 
encouraging monitoring, this haircut 
helps to reduce the risks inherent in 
blind brokering. The idea of pooling 
exposure information from all the 
interdealer brokers to an independent 
party, as was suggested by several 
commenters, goes beyond the regulatory 
framework set up by the Government 
Securities Act and implies establishing a 
system of trading and monitoring that 
comes close to a formal exchange.

The counterparty exposure haircut 
also retains some parity of capital 
treatment between government 
securities interdealer brokers and other 
government securities brokers subject to 
§ 402.2. The Department wishes to 
reiterate that it intends to re-examine 
the capital requirements for government 
security brokers after some experience 
is gained under the current rule in order 
to determine whether a capital to 
volume ratio test might be more 
appropriate, and, if so, what classes of 
brokers should be subject to a broker 
rule rather than the requirements of 
§ 402.2.

Changes have been made to clarify 
that certain loans to commercial banks 
of immediately available funds 
(commonly referred to as “fed funds 
sales”) held in connection with the 
clearance of securities need not be 
deducted from the net worth of a 
government securities interdealer broker 
nor are they included in net exposure. 
These changes, which were also made in 
1 402.2, are discussed in the context of 
I 402.2 below.

The grace period for net pair-off 
receivables and money differences has 
been lengthened. This is also discussed 
in more detail in connection with the 
same change made in § 402.2.

The Department wishes to clarify that 
election to meet the requirements of 
paragraph (e) need not be made 
effective until the last business day of 
October, and consequently until that 
date the capital requirement for 
interdealer brokers is liquid capital, as 
defined in § 402.2(d), of not less than 
$50,000.

2. Sections 402.2 and 402.2a. Section 
402.2 is the capital rule for government 
securities brokers and dealers and 
§ 402.2a (Appendix A) is the detailed 
description of the calculation of the 
market risk haircut.

Repurchase and Reverse Repurchase 
Agreement Deficits

The temporary regulations have been 
modified in these final regulations to 
incorporate deductions for repurchase 
agreement deficits that were adopted by 
the SEC on June 4,1987, effective 
September 9,1987.16 New subparagraph 
402.2(d)(3) modifies the deduction for 
repurchase agreement deficits adopted 
by the SEC and refers to paragraph 
numbers in SEC Rule 15c3-l after the 
June 4 rule amendments become 
effective.

A repurchase agreement deficit occurs 
when the market value of the securities 
underlying the agreement exceeds the 
contract price. The basic deduction 
under the SEC rule is for the amount by 
which the value of the underlying 
securities exceeds 105 percent of the 
contract price in the case of Treasury 
securities, 110 percent of the contract 
price in the case of other government 
securities, including mortgage-backed 
securities, and 120 percent in the case of 
other securities.

The Department has adopted the 
basic SEC rule with respect to 
repurchase agreement deficits but has 
not adopted the additional 
concentration charge nor the aggregate 
repurchase agreement deficit test 
contained in the new SEC rule. The 
Department believes that these two 
additional aspects of the SEC 
repurchase agreement deficit rule are 
unnecessary in the context of § 402.2 
because the problems they are meant to 
address—concentration and total 
exposure— are dealt with by the haircuts 
for net credit exposure in the Treasury 
rule. In addition, the deduction for 
aggregate repurchase agreement deficits, 
were it incorporated in § 402.2, would 
require an additional counterparty 
allocation rule in order to make possible 
the determination of net counterparty 
exposure.

As indicated in the preamble to the 
temporary regulations, these final 
regulations incorporate the deductions 
for reverse repurchase agreement 
deficits adopted by the SEC on June 4.16 
A reverse repurchase agreement deficit 
occurs when the contract price of the 
reverse repurchase agreement exceeds 
the market value of the underlying 
securities. The Department has not 
modified the SEC rule.

The Department has decided to adopt 
without modification the same grace 
periods for margin calls with respect to 
these deductions and the same threshold 11

11 Securities Act Release No. 34-24553,52 FR 
22295 (June 11,1987).

»• Ibid.

levels for determining required 
deductions for repurchase agreement 
deficits as provided in the SEC rule in 
order that all broker and dealer 
participants in these markets be subject' 
to similar rules with respect to 
repurchase and reverse repurchase 
agreements, in particular with respect to 
the more constraining deductions.

“Excess” Margin on Reverse Repurchase . 
Agreements t

The Department has decided not to 
incorporate at this time a rule similar to * 
the SEC rule, adopted June 4,1987, 
which increases the minimum required 
net capital when “excess” margin on a 
reverse repurchase agreement is 
received. The SEC rule is tailored to the 
SEC net capital rule and would require 
modification in order to be incorporated 
in § 402.2, which imposes a rati©' test. 
Excess margin on reverse repurchase 
agreements is not in itself risk to the 
dealer but risk to counterparties, which 
is not generally addressed by rales 
concerning required capital, but if it 
develops that there are abuses 
concerning excess margin on reverse 
repurchase agreements by government 
securities dealers and brokers subject to 
§ 402.2, the Department will have to 
revisit this issue.

Deductions for “Fed Funds Sales”

The Department has decided to clarify 
that government securities brokers and 
dealers subject to § 402.2 (or, as 
mentioned above, to § 402.1(e)) need not 
deduct as unsecured receivaMes certain 
overnight loans to commercial banks 
(commonly referred to as “fed funds 
sales”) of funds held in connection with 
the clearance of securities. Also, as two 
commenters suggested, these loans have 
been removed from net credit exposure.

From the point of view of a 
government securities broker or dealer, 
these loans are similar to bank deposits, 
including time deposits, for which there 
is no deduction. The Department is 
aware, though, of concern that these 
overnight loans can become for certain 
dealers quite large in relation to their 
capital. While the Department feels it 
important to clarify the treatment of ;•* 
these loans under these final 
regulations, it is the Department’s 
intention to study this matter further 
along with the SEC and the Federal 
Reserve. A 100 percent deduction for 
these loans appears inappropriate, but 
some partial credit or concentration 
charge may be indicated. The 
Department wishes to emphasize that 
the treatment of these loans for the 
purposes of the Treasury capital rule 
may well be changed at a later date.
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Grace Period for Net Pair-Off 
Receivables and Money Differences

Six commenters suggested a longer 
grace period than one business day for 
net pair-off receivables and money 
differences. The final regulations in new 
subparagraph § 402.2(d)(5) grant a 
longer grace period and clarify when the 
grace period terminates. The grace 
period terminates immediately before 
the close of the third business day 
following the day the funds are due. Hie 
Department decided to extend the grace 
period in order not to discourage pair
offs and in order to grant a reasonable 
amount of time to collect funds before 
there is a capital charge. Of course, 
during the grace period the amounts 
owed to the dealer are included in net 
credit exposure for the purposes of the 
counterparty exposure and 
concentration of credit haircuts.

For example, trades in the same 
security with the same counterparty are 
made on Monday for settlement 
Tuesday. The trades are paired off, and 
funds arising from the pair off are not 
received by the dealer on Tuesday. If 
the dealer does not receive the funds on 
Friday, then at the close of die business 
day on Friday a deduction is taken for 
the net pair-off receivable. A capital 
computation reflecting the situation as 
of the close on Friday would include this 
deduction for the purposes of this rule.

As mentioned above, the same change 
was made to the government securities 
interdealer broker rule (§ 402.1(e)).

Net Credit Exposure and Counterparty 
Exposure Haircut

Several commenters criticized the 
counterparty exposure haircut of 5 
percent as too high. However, the 
Department has decided to leave this 
factor at 5 percent This is the same 
factor that the Federal Reserve Bank of 
New York used in its voluntary capital 
adequacy guidelines. There are also 
some significant amissions from net 
credit exposure (see § 402,2(g)(l)(i)). As 
mentioned above, the rule has been 
changed to clarify that certain overnight 
loans to commercial banks are not 
included in net credit exposure. Demand 
deposits, marketable certificates of 
deposit commercial paper, and other 
marketable instruments are also not 
included.

This is a new haircut and the 
Department intends to monitor how it is 
working. As experience is gained by 
market participants, examiners, and 
regulators with this new type of haircut 
for securities firms, certain adjustments 
may need to be made. Also, as 
discussed above, some type of capital 
charge may be appropriate for the

overnight loans made by dealers to 
depository institutions. In the context of 
reviewing how the credit charges are 
operating in practice, the Department 
will reconsider at a later date the 
appropriate level of the haircut

With respect to the interaction of the 
determination of net credit exposure and 
the charges for repurchase agreement 
and reverse repurchase agreement 
deficits, net credit exposure to a 
counterparty may be reduced by the 
amount of the net charge taken for such 
deficits to the same counterparty. The 
Department notes that the SEC rules 
incorporated in § 402.2 allow the deficit 
charge to be reduced by, among other 
items, margin calls outstanding for one 
business day. If the deficit charge is 
reduced, then the resulting reduction in 
net credit exposure is lowered by the 
same amount. There is, of course, no 
grace period for items included in net 
credit exposure.

The Department has decided not to 
impose a haircut on exposure to a 
Federal Reserve bank.

Definition of Treasury Market Risk 
Instruments and Unlisted Options

The Department specifically asked in 
the preamble to the temporary 
regulations for comments concerning the 
treatment of unlisted options. Three 
commenters supported the treatment of 
unlisted options in the temporary 
regulations. However, SEC and NASD 
staff have expressed concern about the 
valuation of unlisted options which are 
defined to be Treasury market risk 
instruments.

In light of these comments, the 
Department has decided to include only 
unlisted options on Treasury securities 
in the definition of Treasury market risk 
instrument. These unlisted options are 
to be included in the determination of 
net worth at their approximate market 
value (i.e., intrinsic value plus time 
value] and are included in the 
determination of the Treasury market 
risk haircut. Other unlisted options are 
included in the determination of net 
worth at intrinsic value and the haircut 
to be included in the other securities 
haircut is the deduction required by 
Appendix A to SEC Rule 15c3-l.17

In arriving at this decision, the 
Department took seriously the concerns 
expressed about the practical difficulties 
of valuing unlisted options. This task, 
while still new to examiners, is easier 
with respect to Treasury securities 
because of the availability of reliable 
price data and the certainty of the 
payment stream. This cannot be said

lT 17 CFR 240.15c3-la.

with respect to mortgage-backed 
securities.

The Treasury expects that examiners 
will be able to determine whether the 
valuation given by government 
securities brokers and dealers to 
unlisted options on Treasury securities 
is reasonable. A number of accepted 
option pricing models are available and 
assumptions concerning Treasury 
securities, such as volatility, should be 
easier to arrive at than for unlisted 
options on other types of securities.

The Department notes that to the 
extent that positions in Treasury market 
risk instruments form part of a hedge 
with unlisted options now defined not to 
be Treasury market risk instruments, 
these positions can be used to lower the 
haircuts required by the SEC rules and 
removed from the Treasury market risk 
haircut calculation.

The Department realizes that the 
treatment of options is perhaps not 
optimal and hopes that if there is 
dissatisfaction with the rule, either 
because of problems that develop in the 
examination process or because of the 
risk ascribed to option positions as a 
result of the workings of the rule, that a 
better treatment can be developed in 
cooperation with the SEC, the NASD, 
and market participants.

The definition of Treasury market risk 
instrument has also been clarified to 
make explicit that only marketable 
certificates of deposit are included.

Credit Volatility Haircut 
(§ 402.2(g)(1) (iv)}

Options have been removed from the 
credit volatility haircut The temporary 
regulations were ambiguous on how to 
include them, and because of this 
difficulty, it was judged best to exclude 
them.

Hie maturity of money market 
instruments subject to the credit 
volatility haircut has been changed to 
greater than 44 days so that all money 
market instruments that fall in Category 
B are included.

Haircut Factors (§ 402.2(f)(2))

The net position haircut factor for 
Category H has been lowered from 5 . 
percent to 4.5 percent. The offset haircut 
factor for this category has consequently 
been lowered to OS percent (20 percent 
of 4.5 percent). There has been a 
reduction in price volatility of longer 
maturity securities since the Department 
last looked at volatility at the beginning 
of the year.

As indicated earlier, the Treasury 
plans to review the haircut factors 
periodically and make adjustments
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when there has been a significant 
change in market developments.

Haircuts for Primary Dealers

Four commenters suggested that the 
Treasury lower the haircuts for primary 
dealers. However, because of the 
generally greater recognition of risk 
reduction through hedging under the 
Treasury rule than under the SEC rule 
and because other dealers appear to 
have good access to the market, the 
Department has decided that all dealers 
subject to | 402.2 should use the same 
haircut factors in determining their 
liquid capital to haircut ratio.

Definition of “Gross Short Immediate 
Position" (§ 402.2a(a}(l)(ii)(A)}

Two commenters suggested that the 
words “term financings” replace "bank 
loans" in the definition of gross short 
immediate position. This change has 
been made. - .

Other Securities Haircut (§ 402.2a(b))

The language of § 402.2a(b)(l) has 
been modified to state that a Treasury 
market risk instrument may be excluded 
from the Treasury market risk haircut 
calculation and included in the other 
securities haircut calculation if it forms 
part of a hedge with a position subject 
to the other securities haircut. In other 
words its inclusion in the other 
securities haircut must serve to reduce 
this haircut.

New | 402.2a[b)(3) has been added to 
clarify that the haircut resulting from 
undue concentration 18 * * is determined by 
reference to 10 percent of liquid capital.

One commenter suggested that use of 
haircut factors which are used for the 
SEC’s alternative net capital 
requirement18 be allowed to 
government securities dealers and 
brokers subject to § 402.2 in determining 
the other securities haircut. The 
Department has not adopted this 
suggestion. The alternative net capital 
requirement is tied to a greater reserve 
requirement under SEC Rule 15c3-3. 
There is no such direct link between the 
Treasury capital rule and the Reserve 
formula; consequently, it was decided 
that the haircut factors of the alternative 
net capital requirement should not be 
incorporated in § 402.2.

Charges for Fails to Deliver and for 
Nondelivery to a Customer

One broker asked for lower haircuts 
on aged fails to deliver. This will be 
decided on a case by case basis but

18 SEC Rule 15c3-l(cK2)(vi){M). 17 CFR 240.15C3-
l(c)(2Hvi)(M).

,s SEC Rule I5c5-1(0. i? CFR 240.15cS-l(f).

such reductions will not be included in 
the general rule.

The Department also realizes that 
under current SEC interpretations these 
rules result in no charge for nondelivery 
of a security to a customer for 35 days 
and then only if there is a deficit (i.e., 
the market value of the security has 
declined below the contract price). This 
contrasts with a charge after five days 
for an aged fail to deliver (which by 
definition can only be with respect to 
another dealer or broker). The 
Department decided that to change this 
situation in the final regulations without 
opportunity for comment is 
inappropriate but plans to consider 
alternatives in consultation with the 
SEC.
TBA (‘T o  Be Announced’") Transactions 
in Mortgage-Backed Securities

The Department wishes to clarify that 
long TBA positions in mortgage-backed 
securities that are Treasury market risk 
instruments may not be offset against 
short positions in such mortgage-backed 
securities in determining the gross long 
or gross short immediate position in 
mortgage-backed securities because of 
the uncertainty of what will be 
delivered. However, a short TBA 
position may be offset against a long 
position if the long position could be 
used to make delivery on the TBA. 
Consequently, long TBA positions and 
short TBA positions can be offset if 
whatever is delivered on the long TBA 
can be used for delivery on the short 
TBA. In general, net immediate positions 
in mortgage-backed securities are 
determined by netting long and short 
positions in such securities with the 
same pool number.
Forward Positions

The Department wishes to clarify that 
in determining gross long and gross 
short forward positions, if a long and 
short forward contract mature on the 
same day and are on the same security, 
they may be netted. Of course, if these 
contracts are with different 
counterparties, they will enter 
separately into the determination of net 
credit exposure for the separate 
counterparties.

3. Section 402.2c (Appendix C). The 
language of Appendix C has been 
modified to clarify that the 
consolidation rules are similar to the 
SEC s rule.80

The rules require a parent government 
securities broker or dealer to recognize 
all guaranteed obligations or liabilities 
of subsidiaries or affiliates in the 
parent's liquid capital calculation.

80 See 17 CFR 15cS-lc.

Unless the parent has obtained m  
opinion of counsel that the subsidiary's 
or affiliate’s assets would be available 
to the parent if needed, the pares! must 
also add the haircuts of any guaranteed 
subsidiary or affiliate to the psm it’s 
own haircuts. Flow-through of capital 
benefits and consolidated calcination of 
haircuts of the parent and guaranteed 
subsidiaries and affiliates are permitted 
only if the opinion of counsel .described 
above has been obtained. Apaisnt firm 
may obtain flow-through capita! benefits 
from its non-guaranteed majority/owned 
and controlled subsidiaries anil 
affiliates only if it has obtained the 
required counsel opinion.

The subsidiaries, if subject to the 
capital requirements of Part 402-must 
meet the capital requirement ess a stand
alone basis. Two commenters suggested 
that only the consolidated ent% be 
required to meet the capital requirement 
if the subsidiary were fully guaranteed 
by the parent firm. This proposal was 
not accepted in order to maintain 
consistency with the SEC rule.

4. Section 402.2d (Appendix B f 
Appendix D concerns satisfactsry 
subordination agreements. No 
comments were received, and so 
modifications have been made to this 
section.

D. Part 403—Protection of CusMmer 
Securities and Balances

Seventeen comment letters addressed 
various provisions in Part 403. Most of 
these comments related to the 
provisions governing the treatment of 
securities that are the subject of hold-in
custody repurchase transactions and 
provisions requiring buy-ins d!securities 
under certain circumstances.

1. Section 403.2. The temporary 
regulations required register®! 
government securities brokers and 
dealers to comply with SECRsie 8 c - l ,21 
concerning the hypothecation s f  
customer securities, with c e rte m  minor 
modifications. Two comment® were 
received on this provision.

One commenter requested treasury to 
exempt from this rule any gossamment 
securities dealer that may qmilfy for the 
exemption in paragraph (k)(2§|) of SEC 
Rule 15c3-3. This commenter argued - 
that if a dealer does not hold any 
customer securities or funds and: thus 
qualifies for the (k)(2)(i) exemption, then 
it should not be considered fehave 
"securities carried for the account of 
any customer" for purposes M SEC Rule 
8o-l. The specific concern 
prompted this comment was t&e 
situation where a dealer recdkes only

9117 CFR 24U8C-1.
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part of the aggregate amount of 
securities needed to make a delivery to 
a customer. If the customer will not 
accept a partial delivery, then the dealer 
may retain the securities received 
overnight but may need to use them in a 
repurchase transaction or to 
collateralize a bank loan to finance the 
position.

The SEC has indicated that the phrase 
“securities carried for the account of 
any customer" is not interpreted to 
include securities that are to be paid for 
by the customer only upon delivery.22 
As a result the rule is inapplicable in 
the situation described above and the 
Department does not believe an explicit 
exemption is necessary.

Another comment was made to the 
effect that the Treasury modification of 
the clearing lien exemption in this 
provision had the result of narrowing 
the clearing lien to loans made to 
acquire specific securities. This 
commenter pointed out that a lien on a 
particular security that resulted from the 
extension of credit may be released 
when that security is delivered out and 
other securities become subject to the 
Sen. It was suggested that any loan 
Incidental to the clearing of transactions 
Si securities through a clearing bank 
should qualify for the exemption.

The Department agrees that the 
exemption should apply to a "floating" 
clearing lien without regard to the 
particular security that gave rise to the 
hen. The suggested language is broader 
than necessary, however, since the 
Department is of the opinion that a lien 
that qualifies for this exemption should 
arise from the actual extension of credit 
for securities transactions. Therefore, a 
change has been made in this provision 
fo substitute the word "any" for the 
word “the” in the phrase “for a loan 
made to acquire the securities subject to 
said lien.”

2. Section 403.4. Section 403.4 contains 
die rules concerning protection of 
customer funds and securities that are 
applicable to registered government 
securities brokers and dealers. With the 
exception of § 403.4(e), which governs 
iold-in-custody repurchase transactions, 
die rule requires compliance generally 
with SEC Rule 15c3-3.2s For ease of 
reference, discussion of issues relating 
to hold-in-custody repurchase 
transactions has been organized under 
appropriate subparagraph headings. 
Since $ 403.4(e) and $ 403.5(d) contain 
parallel provisions dealing with hold-in- 
£U9tody repurchase transactions that are 
applicable respectively to registered **

** Securities Exchange ActRdease No. 34-2822, 
fl FR10983 (March 17,1941).
- *8 17 CFS 240.15C3-3.

government securities brokers and 
dealers and financial institutions that 
are government securities brokers and 
dealers, issues common to both 
subsections are discussed jointly here.
Sections 403.4(e) and 403.5(d)
Restrictions on Hold-in-Custody 
Transactions of Less Than $1,000,000

The temporary regulations provided 
that for hold-in-custody repurchase 
transactions with a contract price of less 
than $1,000,000, substitution of securities 
that are the subject of the transaction is 
permitted only if the broker or dealer is 
granted the right to substitute in the 
repurchase agreement and if the broker 
or dealer additionally has obtained the 
prior consent of the counterparty to 
substitution on the trading day on which 
the substitution is to occur.

Four commenters objected to the 
provision because they felt that it would 
significantly impact smaller investors by 
excluding them from the repurchase 
market altogether. The commenters felt 
that most brokers and dealers would 
discontinue offering hold-in-custody 
repurchase transactions to smaller 
investors, rather than incur the cost and 
burden of obtaining those investors’ 
additional consent or forgo intra-day use 
of the investors’ securities. The 
commenters also indicated such 
investors would find it too costly to use 
tri-party or deliver-out repurchase 
arrangements and therefore may be 
forced into less safe investments.
Finally, the commenters noted that the 
disclosure requirements and other 
provisions of the Treasury regulations 
should provide counterparties with 
sufficient protection. One commenter 
also proposed an exception to the rule in 
which, if a customer is engaged in any 
hold-in-custody repurchase transaction 
of $1,000,000 or more with a broker or 
dealer, the customer would not be 
required to consent to specific 
substitutions for any simultaneous ~ 
transactions of less than $1,000,000 with 
the same broker or dealer.

The Department has carefully 
reviewed the comments received on this 
provision and discussed such comments 
at length with the SEC, which recently 
published for comment a virtually 
identical rule.24 The concerns of 
commenters on both the proposed and 
temporary regulations that such a 
provision could eliminate the 
availability of hold-in-custody 
repurchase transactions for smaller 
investors have been given additional 
consideration. As a result, the

14 Securities Exchange Act Release No. 34-24554, 
52 FR 22493 (June 12,1987).

Department has eliminated the 
restriction in the final rule. Accordingly, 
references to a requirement for specific 
prior consent to substitution (other than 
a general consent in the repurchase 
agreement) have been eliminated from 
§§ 403.4(e) and 403.5(d) in the final rule. 
The Department understands that the 
SEC staff concurs with this approach 
and will recommend to the Commission 
that it adopt a conforming change to its 
recently proposed rule.

In its reconsideration, the Department 
has taken into account the significant 
increases in customer protection that 
will be afforded in repurchase 
transactions by virtue of other measures 
contained in the rule, such as the 
requirements for registration and 
examination of all government securities 
brokers and dealers, the financial 
responsibility and recordkeeping rules 
being imposed, the requirement that 
repurchase agreements be in writing, the 
requirement for confirmation of specific 
securities that are the subject of hold-in- 
custody repurchase transactions, and 
the new disclosure requirements 
advising counterparties of the risks that 
they incur with hold-in-custody 
repurchase transactions, particularly if 
they grant the right of substitution.

Pool Repurchase Transactions; 
Confirmation of Specific Securities

In the preamble to the temporary 
regulations, the Department discussed a 
practice referred to as pool or bulk 
repurchase transactions, in which a 
dealer does not identify specific 
securities as belonging to specific 
counterparties. Instead, the dealer will 
set aside or otherwise designate a pool 
of securities to collateralize its 
outstanding repurchase transactions. In 
the proposed regulations, the 
Department had included a requirement 
that a dealer confirm specific securities 
to its counterparty in a hold-in-custody 
repurchase transaction. Four 
commenters had opposed this 
requirement since it effectively 
eliminated the ability to engage in pool 
repurchase transactions.

In the temporary regulations, the 
Department concluded that pool repos 
should not be permitted and continued 
its requirement to confirm specific 
securities to counterparties in hold-in
custody repurchase transactions. That 
decision was based primarily on a 
concern that it was unclear whether 
such transactions would be effective to 
convey any sort of enforceable property 
interest to the counterparties to the 
transaction.

In response to the temporary 
regulations, five commenters objected to
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this decision and asked that the 
Department reconsider. One of these 
commenters suggested that the added 
costs resulting from allocating and 
confirming specific securities for each 
hold-in-custody repurchase transaction 
would dry up the market for such 
transactions altogether. Another 
suggested that increased costs would 
eliminate such transactions for die 
smaller investor. A sixth commenter did 
not express a view as to the need for the 
ability to engage in pool repurchase 
transactions, but expressed concern 
over the Department’s discussion of its 
uncertainty as to the interest conveyed 
in such transactions. This commenter 
suggested that the expression of our 
concerns might work to the 
disadvantage of innocent investors in 
the event of litigation involving such a 
transaction or in a similar type of 
transaction involving an undivided 
interest in a pool of securities. Some of 
the five that objected to the elimination 
of pool repurchase transactions 
expressed similar concern over the 
potential effect of the discussion in the 
temporary regulations.

Since the publication of the temporary 
regulations, the Department has made a 
number of inquiries to understand better 
how pool repurchase transactions are 
handled operationally and to examine 
more closely its concerns as to the 
interest conveyed. Based on these 
inquiries and on consideration of the 
issues raised by the practice, the 
Department has concluded that its 
original decision was appropriate and 
has determined to continue to require 
the confirmation of specific securities in 
connection with all hold-in-custody 
repurchase transactions.

However, the Department believes the 
concerns expressed by the commenters 
about a possible negative impact of 
statements made in the temporary 
regulations is not unreasonable and 
wishes to emphasise that those 
statements should not be viewed in any 
way as authoritative or conclusive. The 
Department is viewing these 
transactions as a general concept in m  
environment in which there can be 
many variations in both operational 
practices and in applicable law. To 
express concern as to the interest 
conveyed is not to say that, in a given 
case, a valid and enforceable interest 
has not been conveyed. However, even 
with respect to repurchase transactions 
involving specific securities, several 
issues arise from the fact that the 
transactions can be characterized either 
as sales and repurchases or as secured 
transactions and that they can involve 
different types of securities that are

subject to different lews of transfer. 
Because of these complexities, which 
relate to legal issues beyond the scope 
of these rules, it is not possible to assure 
in every case that an enforceable 
interest is conveyed to the counterparty. 
The Department believes that the 
practice of pool repurchase transactions 
adds to the complexities to an extent 
that is unacceptable in the context of 
customer protection rules.

Pool repurchase transactions also 
present certain concerns of a more 
practical nature that are nevertheless 
important to the decision to require 
confirmation of specific securities. It is 
crucial to the compliance and 
examination process that a broker or 
dealer have an internal records system 
that assures the capability to monitor 
both customer securities positions and 
its own inventory. One means of 
imposing a discipline that will help 
assure the integrity of the internal 
records systems is to require allocation 
and confirmation of specific securities to 
specific counterparties. In addition to 
the operational concern, the Treasury is 
concerned that a confirmation referring 
to "various securities” is not entirely 
accurate in that it may suggest to a 
counterparty it has been allocated 
specific securities while the interest it 
should be receiving is more properly 
characterized as an undivided interest 
in a pool of securities.

For all of the foregoing reasons, the 
. Treasury has decided to retain the 
requirement that a broker or dealer 
confirm specific securities to the 
counterparty in a hold-in-custody 
repurchase transaction. Because both 
the PSA and individual dealers have 
indicated that compliance with this 
requirement will require systems 
changes that cannot be completed by 
July 25,1987, the Treasury has decided 
to delay the effective date of the 
requirement to confirm specific 
securities until January SI, 1988.
Information Required on Confirmations

Under the temporary rule, all 
government securities brokers or dealers 
that engage in hold-in-custody 
repurchase transactions are required to 
send confirmations of the securities that 
initially are the subject of a repurchase 
transaction, as well as any substitute 
securities. The confirmation was 
required to include the issuer, maturity 
date, coupon rate, and market value of 
the securities, as well as, in some cases, 
the CUSEP number, or the pool mssaber 
for mortgage-backed securities.

Ten commenters, including the Public 
Securities Association, raised concerns 
or requested clarification relating to 
various aspects of the confirmation

requirements. Comments relating to the 
use of confirmations not identifying 
specific securities have been addressed 
in the preceding discussion.

Eight commenters objected to fee 
requirement that the confirmalk® 
include the market value of the specific 
securities, stating that the requirement 
would be difficult operationally to 
implement, particularly within a very 
short time frame; that the requirement 
raises questions on methods that would 
be appropriate to determine mariket 
value; and that the broker-dealer3® 
valuation of the securities would he of 
no real benefit to the counterparty and, 
in fact, may be confusing. A few 
commenters proposed that, in lie® of 
noting the market value specifically, 
brokers and dealers be required to 
include a statement that the m afet 
value of the securities equals or exceeds 
the contract price of the repurchase 
transaction. Several commenter© also 
requested that, if the Department retains 
the rule to confirm market value 
specifically, it clarify that the bicker- 
dealer may use, as a means of 
determining market value for purposes 
of the confirmation, the bid price of the 
securities, plus accrued interest 
obtained by any reasonable and 
consistent methodology.

The Department believes that 
requiring market value on confirmations 
serves an important customer protection 
function in focusing the attention of both 
the counterparty and the broker-dealer 
on ensuring that securities of sulicient 
value have been allocated to tte  
transaction. This is particularly the case 
since it appears that in some sectors of 
the government securities market, 
dealers allocate securities to repurchase 
transactions based on the par amount or 
face value of the securities, a n i 
counterparties are unaware that the 
market value can differ substantially. 
Another concern addressed byfW  
requirement to confirm market value is 
to ensure that any securities sulgsiituted 
for the securities initially allocated to 
the transaction are of adequate market 
value. For these reasons, the 
Department has decided to coxi&hue to 
require confirmations to includtethe 
market value of the securities mnfirmed: 
However, in recognition of the 
operational modifications that may be 
required by many brokers and thalers to . 
implement the market value 
requirement, the effective date f e  this 
requirement has been delayed until 
January 31,1888, as noted in afe . 
discussion of § 403.7.

The Department understands that 
there is no single source for determining 
market value and that various asurces
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that may be appropriate will not reflect 
precisely the same valuation of the same 
security on a given day. It is also noted, 
however, that appropriate market 
valuation is necessary for other 
purposes and, for this reason, the 
Department does not believe that the 
concerns about the appropriate 
methodology for confirmations are 
significant enough to warrant 
elimination of the requirement. For 
purposes of the confirmation 
requirement, the Department agrees 
with and has incorporated into the rule 
the suggestion that market value be 
determined by reference to the bid price 
of the securities plus accrued interest, 
obtained by any reasonable and 
consistent methodology.

One commenter also requested 
clarification of the language that 
confirmations be made "at the end of 
the trading day." The commenter 
pointed out that confirmations 
ordinarily are printed as part of the end- 
of-the-day processing. The Department 
recognizes that a certain amount of time 
is required, after trading is completed, 
for finishing the normal processing of 
the day’s transactions and generally 
would consider that the issuance of 
confirmations as part of this process 
would satisfy the requirement to confirm 
at the end of the trading day. However 
the Department also believes that, in 
order to maximize protection of 
counterparties, the confirmations should 
be issued as quickly as possible and that 
no unnecessary delay should occur.

With respect to the provision 
describing the specific data to be 
included in confirmations, clarification 
was requested on whether the clause 
"unless other records of the broker or 
dealer issuing such confirmation identify 
the specific security in which the 
counterparty has an interest" refers to 
all of the confirmation data or just 
CUSIP and pool number. Clarification 
was also requested on whether a written 
or computer notation of CUSIP or pool 
number maintained on a separate list or 
computer file would constitute adequate 
identification on other records of the 
broker or dealer.

In the provision of the temporary rule 
describing the specific data to be 
included in the confirmations, the 
Department intended: (i) That the issuer, 
maturity date, coupon rate, par amount 
and market value of the relevant 
securities be shown in all cases, and (ii) 
that the CUSIP number of each security 
or, in the case of mortgage-backed 
securities carrying a pool number, the 
pool number, also be shown, unless the 
internal records of the broker or dealer 
that allocate specific securities to

specific counterparties also reflect the 
CUSIP numbers of the securities or, 
where applicable, the pool number. The 
Department has modified the wording of 
the rule to clarify its intent that only the 
CUSIP number or pool number may be 
excluded from the confirmation on the 
basis of other records of the broker or 
dealer. In addition, the rule has been 
clarified to provide that the par value of 
the securities must also appear on all 
confirmations.

Finally, the Department believes that 
whether a written or computer notation 
of the CUSIP or pool number as 
described above would constitute 
adequate identification on the records of 
the broker or dealer for purposes of the 
confirmation provision would depend on 
how that information is integrated into 
the other records. However, the 
Department agrees that, as a general 
matter, such information may be 
included in a secondary record or 
subledger of a broker or dealer’s 
security position ledger provided that, 
together, the two records are sufficient 
to designate specific securities of 
specific counterparties.

One commenter also suggested that 
foreigners be permitted to waive the 
right to receive confirmations. The final 
rule has been amended to provide that 
the requirement to send confirmations 
may be waived by non-resident non-U.S. 
persons, if such persons elect in writing, 
not to receive confirmations. It should 
be noted that the confirmation 
requirement may not be waived by any 
other persons.
Overnight Hold-in-Custody Repurchase 
Transactions

In the preamble to the temporary rule, 
the Department indicated that it was 
unwilling to exempt overnight hold-in
custody repurchase transactions from 
the general requirements of § § 403.4 or 
403.5 because of a concern that such an 
exemption would encourage the 
conversion of term transactions to 
rolling overnight transactions as a 
means of avoiding the consent and 
disclosure requirements. Several 
commenters again suggested that either 
all overnight transactions or that 
overnight transactions with a contract 
price of $1,000,000 or more be exempt 
from ell of the provisions relating to 
hold-in-custody transactions. A primary 
reason for the requested exemption was 
that the provisions of § § 403.4(e) and 
403.5(d) focus on the risks associated 
with substitution of securities, which 
ordinarily does not occur with overnight 
transaction.

The Department believes that a 
counterparty’s risk in a rolling overnight 
repurchase transaction may be the same

as the risks associated with a term 
repurchase transaction. If the funds are 
not returned to a counterparty each day, 
a rolling overnight repurchase 
transaction has the same practical effect 
as a term repurchase transaction in 
which daily substitutions occur. 
Therefore, unless the funds are credited 
to an account of the counterparty each 
day, the consent and disclosure 
provision would be applicable. 
Furthermore, it should be clarified that 
the Department’s objectives in 
formulating rules relating to hold-in
custody transactions were not focused 
solely on the widespread practice of 
intraday substitution of securities. The 
Department believes that the provisions 
of the rule requiring a written 
agreement, confirmations, possession or 
control of securities, and applicable 
insurance disclosures are relevant and 
appropriate protection measures for 
counterparties in all hold-in-custody 
repurchase transactions, regardless of 
the size or duration of the transaction.

Two commenters also suggested that 
non-financial institution brokers and 
dealers that do not retain the right of 
substitution should be exempt from the 
hold-in-custody provisions of § 403.4, 
since the temporary regulations 
provided such an exemption to financial 
institutions in f 403.5. Although it was 
not stated explicitly in the temporary 
rule, the Department indicated in the 
preamble that the exemption for 
financial institutions from the hold-in
custody provisions would also be 
dependent on the delivery of the 
securities to safekeeping.

The rationale was that if the securities 
were moved away from the dealer 
function of the financial institution and 
into an independent function that had 
responsibility solely for safekeeping 
customer securities and that would itself 
be subject to the requirements of Part 
450, the transaction would be more 
similar to a tri-party or deliver-out 
repurchase transaction. Therefore, any 
difference in treatment of transactions 
under § § 403.4(e) and 403.5(d) was 
unintended. To clarify this and to avoid 
confusion, the introductory language in 
5 403.5(d) has been modified clearly to 
indicate that delivery to safekeeping 
without retention of a right to 
substitution is required in order to avoid 
applicability of § 403.5(d).

For purposes of this provision, a new 
definition of safekeeping has been 
added as new paragraph (f)(3). Under 
that definition, securities are deemed to 
be in safekeeping if the employees 
responsible for the custody of the 
securities: {i) Are not directly involved 
in securities transactions, (ii) are not
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subject to the control of any employees 
that have responsibility for securities 
transactions, and (iii) have the 
affirmative responsibility to maintain 
books and records relating to the 
securities maintained in safekeeping for 
the account of customers. Safekeeping 
employees would be considered subject 
to the control of an employee with 
responsibility for securities transactions 
if, for example, they were in the same 
managerial reporting chain as such 
employee, the safekeeping employees 
were subject to evaluation by such 
employee, or the safekeeping employees’ 
compensation was linked to profits or 
fees arising from securities transactions.
Control Locations

The temporary regulations omitted as 
an acceptable control location for hold- 
in-custody repurchase transactions 
subject to § 403.4 those securities that 
have been transmitted for transfer by a 
broker or dealer to the issuer or its 
transfer agent (Rule 15c3-3(c}(3)). As 
explained in the preamble to die 
temporary regulations, the Department 
concluded that it would be unlikely that 
this control location would be relevant 
to a hold-in-custody repurchase 
transaction and that it would be 
inapplicable in the case of book-entry 
securities, in any event.

Two comm enters said this control 
location should be permitted because 
some government securities, particularly 
GNMA securities, are still in certificated 
form, and that it is possible for a dealer 
to be the owner of securities that are 
"bona fide items of transfer" and to do a 
repurchase transaction with such 
securities. They also said that 
disallowing this control location could 
inadvertently discourage the re
registration of certificated securities, in 
response to these comments, the final 
regulations include “bona fide items of 
transfer” as an acceptable control 
location for hold-in-custody repurchase 
transactions.
Disclosures

One commenter noted, with respect to 
the disclosure to be provided concerning 
the coverage of the Securities Investor 
Protection Act ("SIPA”), that the rules 
do not specifically permit the disclosure 
to be set forth in the master repurchase 
agreement. This commenter also raised 
a question about whether Treasury will 
publish new regulations in the event of 
changes in the SIPC position. The 
Department contemplates that the SIPA 
disclosure will be provided in the 
repurchase agreement and this 
requirement has been clarified in the 
rule. It need not be included on each 
confirmation. However, until a written

repurchase agreement is in place, the 
appropriate insurance disclosure under 
either § 403.4(e) or § 403.5(d) must be 
provided as part of the interim •> 
disclosure statement described in 
§ 403.7. If, as a result of judicial or 
legislative developments, the Securities 
Investor Protection Corporation changes 
its position with respect to the coverage 
of repurchase transactions under the 
SIPA, the Department will make 
appropriate changes to the regulations.

Another commenter proposed that 
once the requirement to obtain a written 
repurchase agreement is fully effective, 
a broker or dealer should be permitted 
to read the disclosures to a new 
customer over the telephone, provided 
that a written repurchase agreement 
with the required disclosure statements 
is executed within ten days. The 
Department has concluded that a 
disclosure statement should be in 
writing to achieve its purpose in the 
most effective manner. Thus, once the 
written agreement requirement is 
effective, a broker or dealer may not 
enter into a hold-in-custody repurchase 
transaction with a customer until the 
written agreement with the required 
disclosure provisions has been 
executed.

Another question was raised about 
the meaning of the requirement in 
§ § 403.4(e) and 403.5(d) that the required 
disclosure statement concerning 
commingling of securities must be 
“prominently displayed” in the written 
repurchase agreements. The Department 
contemplates that the requirement 
would be satisfied if the disclosure is 
emphasized in any fashion that would 
visually distinguish it from other terms 
of the agreement. For example, the 
disclosure could be in larger print than 
the text of the agreement, or in boldface 
type.

In accordance with the elimination of 
special consent to substitution rules for 
transactions of under $1,000,000, the 
disclosure statement regarding the risks 
of substitution has been modified in the 
final rule. As mentioned above, an 
interim disclosure statement is also 
provided in § 403.7 of the final rule and 
is discussed further in the portion of the 
preamble relating to that section.

Exemption Under Rule 15c3-3(k)(2)(i)
The preamble to the temporary 

regulations made dear that government 
securities brokers and dealers can 
qualify for the exemption in Rule 15c3- 
3(k)(2)(i) from possession or control 
rules, but that they must still comply 
with the hold-in-custody repurchase 
agreement rules. Three commenters 
mentioned this exemption, which 
applies to brokers and dealers that carry

no margin accounts, promptly transmit 
all customer funds and deliver all 
securities, and do not otherwise hold 
customer funds or securities. Two of the 1 
commenters inquired about a proposed 
SEC interpretation of this exemption 
which the Department and the SEC had 
discussed.

The question that had arisen through 
telephone inquiries was whether the 
receipt or retention of funds 
representing principal and interest on 
government securities or money 
differences on government securities 
transactions attributable to customers 
would disqualify a broker or dealer from 
claiming the (k)(2)(i) exemption. It is the 
Department’s understanding that in 
many cases a dealer conducting its 
business solely on a delivery-versus- 
payment basis may have difficulty 
tracing these amounts to the appropriate 
customer, since the dealer does not hold 
the securities in an account for a 
customer after settlement. Since fee 
receipt of these funds will occur for 
reasons beyond a dealer's control, it 
was concluded that it would not be 
equitable to make the retention of the 
funds a basis for disqualification so long 
as the funds are set aside in a special 
account for the exclusive benefit of 
customers. The SEC has issued a no 
action letter to the NASD to this effect.

Section 403.4(f). This section 
describes the Segregated Account at a 
clearing bank that can qualify as an 
acceptable control location for purposes 
of Part 403. To qualify, the account must 
be subject to certain conditions 
“pursuant to a written clearing 
agreement” between a broker or dealer 
and its clearing bank. Two commenters 
requested clarification on whether this 
requirement would require an entirely 
new clearing agreement to be executed 
between the clearing banks and their 
dealer customers or whether the 
requirement could be satisfied by 
amendments to existing clearing 
agreements. The Department believes 
that amendments to existing 
agreements, including amendments by 
side letters that are styled as 
amendments to an existing clearing 
agreement, would be satisfactory for 
compliance with the requirements of this 
section.

3. Sections 403.4 and403.5(c)— Buy- 
ins-—Fails to Receive. In the case of 
registered government securities brokers 
or dealers, the temporary regulations 
adopted the provision in SEC Rule 15c3- 
3(d)(2) that a broker or dealer is 
required to take prompt steps t© buy in 
customer fully paid and excess margin 
securities shown as failed to receive 
more than 30 days. For financial
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institutions, a similar rule was adopted, 
but with a modification to provide that 
no action would be required in the case 
of mortgage-backed securities until the 
fail had been outstanding for 45 days. 
This modification was provided because 
under SEC Rule 15c3-3, the appropriate 
national securities exchange or 
association may grant extensions in 
exceptional circumstances, while the 
financial institution regulatory agencies 
did not have such authority. The eight 
commenters who addressed this issue 
objected to the buy-in requirement 
especially in connection with securities 
of the Government National Mortgage 
Association (“GNMA”), in particular, or 
with respect to mortgage-backed 
securities more generally. They pointed 
out the frequent difficulties of buying in 
such securities, particularly where the 
customer has specified delivery of a 
particular pool with unique 
characteristics. The Department also 
understands that general problems with 
clearance and settlement of mortgage- 
backed securities, particularly those in 
physical form, contribute to the number 
of deliveries not accomplished on the 
scheduled settlement date. Although the 
general problems are expected to be 
substantially diminished by the 
development of a centralized clearance 
and settlement mechanism for mortgage- 
backed securities, the scarcity of the 
specific pools will continue to be 
problematic.

In addition to the difficulties in buying 
in mortgage-backed securities, a few 
commenters maintained that the buy-in 
requirements would also cause 
difficulties for STRIPS and "off the run” 
Treasury issues. One commenter also 
suggested that onerous buy-in 
requirements could have an impact on 
the willingness of market participants to 
trade in certain issues throughout the 
government securities market Another 
commenter predicted that a buy-in 
requirement could be competitively 
disadvantageous for primary dealers, 
which are required to make markets in 
government securities. The commenter 
stated that forcing a buy-in of a security, 
regardless of its scarcity, could result in 
substantial costs to dealers. This 
commenter pointed out that this would 
be a problem even with straight 
Treasury issues which normally trade in 
a deep market. Such issues are 
occasionally in short supply, leading to 
the inability to obtain the security 
without substantial cost Finally, 
commenters noted that before a buy-in 
requirement is imposed for mortgage- 
backed securities it would be necessary 
to establish buy-in procedures that

would be workable forth® type of
security.

The commenters made a variety of 
proposals to exempt mortgage-backed 
securities from the buy-in rules and/or 
to exempt or extend the buy-in period 
for other government securities. These 
suggestions were made by several 
commenters without distinguishing 
between the buy-in requirement of 
paragraph (d)(2), which is discussed 
here, and the buy-in requirement of 
paragraph (m), which is discussed 
below. Some commenters, however, 
object©! only to the applicability of 
paragraph (m). in  its comment letter, the 
PSA suggested the establishment of an 
industry task force to develop buy-in 
procedures. One commenter suggested, 
in lieu of a buy-in requirement, a 
requirement to substitute collateral of 
equivalent market value during the time 
the fail continues. Finally, several 
commenters objected to the differential 
treatment of financial institutions in the 
rule and argued that the time frames for 
both groups should be the same and that 
the appropriate regulatory agencies 
should be given the authority to grant 
extensions.

The Department believes that a 
number of the concerns raised by die 
commenters are legitimate. However, 
the Department also notes that, since 
the buy-in requirement of paragraph
(d)(2) relates only to customers’ fully 
paid or excess margin securities, it does 
not apply to a delivery-versus-payment 
transaction. As a result, this buy-in 
requirement generally will have an 
impact only with respect to retail 
customers that have actually paid for 
securities as of the settlement date. In 
this area, the Department believes that a 
buy-in requirement is appropriate as 
part of the overaQ design of SEC Rule 
15c3-3 to ensure that customer securities 
positions are covered. The Department 
understands that die SEC has suspended 
enforcement of this buy-in requirement 
as it applies to mortgage-backed 
securities and notes that the PSA has 
suggested that an industry task force 
will be formed to develop buy-in 
procedures that would be appropriate 
for these securities. It is anticipated that 
enforcement will continue to be 
suspended by the SEC pending 
development of buy-in procedures that 
address, among other things, the 
permissible range or type of securities 
with certain investment characteristics 
that may be bought in. In recognition of 
the difficulties of implementing this buy- 
in requirement with respect to mortgage- 
backed securities, in the final 
regulations the Department has 
expressly suspended the buy-in

provision for fails to receive of 
mortgage-backed securities.

The final regulations also conform the 
rule for financial institutions to the rule 
for registered government securities 
brokers and dealers, and the financial 
institution regulatory agencies have 
been given the authority to grant 
extensions in appropriate cases. The 
Department concurs with the 
commenters that it would be 
undesirable to have differing rules 
applicable to various parties within a 
aeries of transactions related to the 
same security.

The Department did not suspend the 
rule on buy-ins for Treasury securities 
because it is of the opinion that 
problems with the unavailability of 
particular issues occur infrequently, and 
requests for extensions may be made in 
such cases.

Buy-Ins—Customer Sell Orders

The temporary regulations adopted, 
with certain modifications, paragraph 
(m) of Rule 15c3-3, a rule that had been 
suspended by the SEC for all exempted 
securities (including government 
securities). Paragraph (m) states that if a 
broker or dealer executes a sell order of 
a customer (other than a short sale) and 
the broker or dealer has not obtained 
the securities from the customer within 
ten days after the settlement date, the 
broker or dealer shall close the 
transaction with the customer by 
purchasing securities of like kind and 
quantity. The modifications in the 
temporary regulations extended the ten- 
day period to 30 days for mortgage- 
backed securities and defined a short 
sale to mean that the customer has told 
the broker or dealer that the sale is a 
short sale.

Several commenters opposed the 
application of this provision to 
government securities, questioning the 
rationale for the rule and its necessity. 
One commenter specifically requested a 
60-day time frame for mortgage-backed 
securities.

The Department understands that the 
general goals of paragraph (m) are to 
assure the close-out of transactions after 
a given period of time and to prevent a 
customer from “playing the market" 
against a dealer and refusing to deliver 
a security when the price goes up after 
the customer’s sell order has been 
executed, hi addition, the rule is viewed 
as a customer protection rule on the 
assumption that a customer’s not 
delivering a security to the executing 
broker or dealer will result in that 
broker or dealer's failure to deliver to its 
purchaser. That will likely result in a
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non-delivery of the security to another 
customer.

Although the Department believes 
these are reasonable goals, the 
Department believes that the actual 
impact of paragraph (m) in protecting 
customers against fails is uncertain in 
the government securities market The 
Department also notes that the capital 
rules of Part 402 and SEC Rule 15c3-l 
contain incentives for clearing up fails 
on transactions. Given these 
considerations and the potential for 
disruption, the final regulations exclude 
the provision making paragraph (m) 
applicable to government securities.

On June 4, the SEC proposed 
amendments to Rule 15c3-3 that would 
conform paragraph (m) to the Treasury 
temporary regulations.25 It is the 
Department’s understanding that the 
SEC will withdraw that proposal in view 
of the change to the final regulations 
discussed here. The effect of such action 
would be to leave undisturbed the order 
suspending the applicability of the 
provision to exempt securities. Because 
the suspension of a provision in the 
Code of Federal Regulations means that 
the regulation is not currently in force 
with respect to the matters suspended, 
the exclusion of any mention of 
paragraph (m) in these final regulations 
has die effect of suspending the 
applicability of that paragraph to 
government securities. Both the 
Department and the SEC will continue 
to study the matter to determine if 
eventual application of paragraph (m) in 
the government securities market is 
desirable.

4. Section 403.5. The temporary 
regulations provided that if a financial 
institution has accepted funds from a 
customer for the purchase of a security 
and does not initiate the purchase of die 
specified securities by the close of the 
next business day after receipt of a 
customer’s funds, the financial 
institution must deposit or redeposit the 
funds to the customer’s account and 
notify the customer of the redeposit As 
discussed in the temporary rule, this 
provision was intended to minimize the 
practice of issuing “due bills,” the 
obligations that result when a bank sells 
a security to a customer and receives 
payment but does not deliver the 
security sold.

Three commenters objected to the 
provision because "due bills provide an 
important source of liquidity insofar as a 
financial institution can offer a security 
to a customer even when the security is 
unavailable in the market”. Although the 
Department recognizes that the general * 52

*6 Securities Exchange Act Release No. 34-24554,
52 FR 22493 (June 12,1987).

ability to sell securities that ofre does 
not currendy have in hand is an 
important factor in the overall liquidity 
of the government securities market the 
interests of customer protection also 
demand that prompt action be taken to 
obtain the security sold. Therefore, the 
Department's intent in formulating the 
rule was to remove the incentive for a 
financial institution to delay action on 
initiating the purchase of a security for a 
customer; it is entirely reasonable for 
the customer to expect prompt 
placement of its purchase order, 
particularly when the customer has 
already paid for the security. It should 
be noted, however, that if a purchase is 
initiated timely but the security is not 
received, then the customer purchase 
would not fall within the terms of the 
provision requiring the deposit of funds 
to the customer’s account. Instead, 
customer protection generally will be 
achieved under the rule governing buy- 
in of securities with respect to a fail to 
receive.

The commenters also suggested that 
Regulation D of the Board of Governors 
of the Federal Reserve System 26 and 
Office of the Comptroller of the 
Currency Banking Circular No. 182, a 
policy statement requiring certain 
disclosures with respect to due bills, 
would provide sufficient protection for 
customers, if the provisions of Circular 
No. 182 were extended to all financial 
institutions. The Department’s concern 
with the practice of issuing due bills is 
that an entity may take advantage of the 
practice in a way that might leave a 
customer without access to either the 
security or the funds being used to 
purchase the security. Even though 
Regulation D permits collateralization of 
due bills in lieu of reserving against the 
funds paid for the securities, the 
Department continues to be concerned 
that such collateral would not be treated 
as a security belonging to the customer 
to whom the due bill was issued. In this 
context, the Department is not willing to 
rely solely on the disclosures required 
by Circular No. 182 as a means of 
customer protection.

Paragraph (e) of this section provided 
that a branch or agency of a foreign 
bank would be required to set aside the 
amount that would be required to be 
reserved pursuant to SEC Rule 15c3-3 
with respect to customer balances. One 
commenter objected to the application 
of the rule to traditional deposit 
accounts. The commenter pointed out 
that while the SEC rule is premised on 
the idea that a broker or dealer should 
not use customer funds to expand its

*• 12 CFR 204.2(a)(l)(iv).

business, banks are expected to do just 
that. The Treasury recognizes this 
distinction, which has been the basis for 
other decisions regarding the way in t 
which financial institutions are 
regulated under these rules.
Accordingly, $ 403.5(e) has been 
amended to exclude traditional deposits 
from the reserve calculation. In addition, 
certain other amendments have been 
added to clarify its applicability.

5. Section 403.6. In the tempstary 
regulations, this section was added to 
make clear that a registered futures 
commission merchant ("FCM”) that is 
also a registered government securities 
broker or dealer must comply with Part 
403 with respect to customer fends or 
securities that are not incidental to the 
FCM’s futures business.

One commenter criticized this rule as 
duplicative of the requirement® imposed 
by the CFTC on investment of customer 
funds in repurchase transactions that 
are described in the CFTC’s Financial 
and Segregation Interpretation Mo. 2— 
Use of Customer’s Funds for the 
Purchase of Obligations under 
Repurchase Agreements.27 
("Interpretation No. 2”).

Although not explicitly stated in the 
preamble to the temporary regulations, 
the line drawn by this rule is intended to 
parallel the line drawn by proposed SEC 
Rule 3a43-l, which provides ast 
exemption from the definition of 
government securities broker for an 
FCM that engages only in certain 
specifically described activities. Section 
403.6 is intended to require compliance 
with Part 403 only with respect to the 
activities involving transactions in 
government securities that weald 
require the FCM to register as a 
government securities broker or dealer.
It is the Treasury’s understan&g that 
funds and securities involved in. such 
activities generally may not fee: placed in 
the customer segregation account that is 
subject to CFTC regulation a i i  that they 
therefore would not be subject to the 
restrictions of Interpretation f fe  2. As a 
result, it is necessary to make such 
activities subject to the requirements of 
Part 403. Since the rule is designed to 
apply only to activities not sdbjject to * 
CFTC regulation, the Treasury does not 
believe that § 403.6 constitute 
duplicative regulation.

6. Section 403.7. The temptsmry 
regulations provided for a delayed; o 
effective date until the last business day 
of October, 1987, of all the possession or 
control rules in Part 403 except; for the t 
requirements relating to conifemations,

*T 1 CCH Commodities Futures Law Reports 
<2 7112 (1986).
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disclosures, and written agreements.
The regulations specified that the 
confirmation requirements would be 
effective July 25,1987. Written 
agreements would be required in the 
case of new customers by October 31, 
1987, and in the case of existing 
customers by January 31,1988, with 
disclosures to be provided to all 
customers beginning July 25.

Most commenters supported the 
delayed effective date for Part 403, 
although one commenter requested an 
extension to March 1988. Two 
commenters requested that the effective 
date for providing confirmations of 
substitution of securities subject to hold- 
iffi-custody repurchase transactions be 
moved to the end of October due to the 
systems changes that would be required 
if a specific description of the securities 
subject to a repurchase transaction and 
the market value of those securities 
must be included on the confirmations. 
One commenter urged that the date for 
obtaining written agreements for new 
customers be moved to January 1988.

One question raised by several 
commenters was how to define an 
“existing customer” for purposes of 
determining the effective date for the 
written agreement requirement. 
Suggestions for defining existing 
customers ranged from including every 
customer with whom a dealer has done 
any business to including only 
customers with whom a dealer has 
engaged in a repurchase transaction 
within the last 18 months.

Questions were also raised by the 
commenters in connection with the 
disclosures to be provided before 
written agreements are required to be 
revised or in place. Principally, these 
commenters pointed out that the 
required disclosure statement contains 
language about consent to substitution 
and inquired about the effect of such 
language before the consent 
requirements themselves are effective. 
Several commenters urged that the 
consent requirements not become 
effective before a written agreement 
with the required provisions is required 
to be in effect Other questions that 
were raised about the interim 
disclosures included whether the 
disclosure relating to Securities Investor 
ftotection Act or deposit insurance 
coverage was required also to be 
furnished, and whether the interim 
disclosures could be provided only once 
to each customer or whether they would 
be required with each confirmation.

Two commenters addressed the 
teeatment of term repurchase 
transactions outstanding on the effective 
date of the final regulations. These 
commenters urged that consent to

substitution not be required for 
outstanding term repurchase 
transactions. They argued that consent 
to substitution was not explicitly a term 
of these agreements and that imposition 
of a consent requirement would give 
customers the pretext for terminating a 
transaction that is no longer 
economically advantageous because of 
changes in market conditions.

The final regulations retain the last 
day of October effective date for the 
basic possession or control rules. 
However, in recognition of the systems 
changes that may be necessary for 
dealers to comply with the requirements 
to confirm specific securities and 
indicate the market value of those 
securities, dm effective date for the 
requirement to provide specific 
confirmation of the securities subject to 
a hold-in-custody repurchase 
transaction and any substitutions of 
those securities has been changed in the 
final regulations to January 31,1988. 
Although the Department views these 
requirements to be essential to the goal 
of customer protection, the Department 
recognizes that it is also important to 
provide sufficient time so that the 
systems developed to allocate and 
confirm specific securities for hold-in- 
custody repurchase transactions be 
properly designed to ensure accurate 
internal records.

With respect to the deadlines for 
obtaining written repurchase 
agreements, the final regulations define 
an “existing customer” as a 
counterparty with whom the government 
securities dealer has entered into a 
repurchase transaction during the period 
beginning January 1,1986, and ending 
July 24,1987. if a dealer has a written 
repurchase agreement with a customer 
on file, but the customer has not entered 
into a repurchase transaction since 
January 1,1986, the customer wrill be 
treated as a new customer for the 
purposes of this rule.

The final regulations also clarify what 
disclosures must be made until the 
written agreement requirement is fully 
effective. The interim disclosure must be 
a separate document and must contain, 
both (1) The statement concerning die 
Securities Investor Protection Act or the 
statement regarding deposit insurance 
coverage, as specified in f  | 403.4 and 
403.5 and (2) the modified disclosure 
statement regarding substitution of 
securities set forth in § 403.7. These 
disclosures need only be provided once 
to each counterparty during the interim 
period, rather than with each repurchase 
transaction with a counterparty.

For counterparties who are engaged in 
transactions initiated before August 31 
and ending thereafter, toe disclosures

must be provided by August 31; for other 
counterparties initiating a transaction 
on or after August 31, the disclosures 
must be mailed to the counterparties no 
later than the day on which the 
transaction is initiated. For 
counterparties required to receive the 
interim disclosure by August 31, the 
disclosure document may be mailed 
separately or furnished with a 
confirmation, but may not be printed on 
the confirmation itself.

The final regulations also provide that 
existing term repurchase transactions 
outstanding cm August 31,1987, shall not 
be subject to any of the requirements of 
§ 403.4(e) or § 403.5(d) other than the 
requirement to confirm substitute 
securities which becomes effective 
January 31,1988. This provision applies 
to specific transactions with a specified 
maturity date. It does not apply to 
master repurchase agreements, standing 
alone, that may be in effect on August 
31. If a repurchase transaction has a 
specific maturity but is renewable, the 
renewed transaction would be viewed 
under this provision as a separate 
repurchase transaction to which the 
requirements would apply.

7. Sections 403.1 and 403.3. No 
comments were received on §§ 403.1 
and 403.3 of the temporary regulations; 
accordingly they are adopted without 
change into the final regulations.
E. Part 404—Recordkeeping and Record 
Preservation

Part 404 of the temporary regulations 
imposes requirements to make, keep 
current, and preserve records relating to 
the operations of government securities 
brokers and dealers. The Department 
received six comments on this part Two 
comments addressed the securities 
ledger requirements of § 404.2, two 
comments sought delayed effective 
dates for all or part of the requirements, 
one comment sought modification of the 
verification requirement of § 404.5 for 
securities subject to repurchase and 
reverse repurchase agreements and one 
comment requested that CFTC regulated 
entities be exempt from the 
requirements of Part 404.

1. Section 404.2. Two commenters 
asked for modification of the the various 
securities ledger requirements of § 404.2. 
One commenter asked that government 
securities dealers who qualify for the 
exemption in paragraph (k)(2)(i) of SEC 
Rule I5c3-3 be exempt from the 
securities position ledger requirement of 
§ 404.2. The commenter stated that 
maintenance of this ledger serves no 
useful purpose when applied to dealers 
satisfying the requirements of (k)(2)(i) by 
engaging only in delivery-versus-
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payment transactions. The second 
comment asked that delivery-versus- 
payment transactions be exempt from 
the ledger requirement or that the rule 
be modified to provide that a delivery- 
versus-payment transaction does not 
constitute a transaction involving a 
“cash account.” The commenter stated 
that there is no benefit of maintaining a 
ledger account by customer of such 
transactions.

The Department has considered these 
comments but is of the opinion that 
dealers who qualify for the (k)(2)(i) 
exemption should not be exempt from 
the securities position ledger 
requirement. The securities position 
record is the main record of the location 
and movement of securities within the 
broker or dealer. It is a record relied 
upon in the examination process to 
follow the business of the broker or 
dealer. It is not limited to customer 
positions but also includes the dealer’s 
own positions. The Department would 
note that dealers that qualify for the
(k)(2)(i) exemption may do hold-in- 
custody repurchase transactions. 
Securities that are the subject of 
repurchase and reverse repurchase 
agreements must also be included on the 
securities position ledger. In addition, 
because of the importance of securities 
ledgers to the examination process, the 
Department has determined not to 
exempt delivery-versus-payment 
transactions from the ledger 
requirements.

2. Section 404.4. No comments were 
received on this section of the 
temporary regulations. However, a new 
paragraph (a)(2) has been added to 
clarify that a financial institution 
government securities broker or dealer 
must comply with the recordkeeping 
requirements of § 450.4(c), as well as 
with the new § 450.4(f), which specifies 
the retention period for records required 
by | 450.4(c).

3. Section 404.5. One commenter 
stated that the verification requirements 
of § 404.5 for repurchase and reverse 
repurchase transactions are unfair and 
unduly burdensome. The comment 
stated that the verification procedures 
available for other securities are not 
available for repurchase and reverse 
repurchase transactions. The commenter 
requested therefore that verification be 
required after forty-five business days 
instead of thirty days. The Department 
notes that verification of securities 
subject to repurchase and reverse 
repurchase agreements will be a 
requirement for registered broker 
dealers under amended SEC Rule 17a-

13.28 That amendment was available in 
proposed form for almost a year, and 
received no adverse comments.29 In 
addition, verification of securities 
subject to repurchase and reverse 
repurchase agreements is a requirement 
of Part 450, which applies to depository 
institutions and to financial institution 
government securities brokers and 
dealers by virtue of § 403.5. The 
Department is not persuaded by the 
commenter’s arguments that this 
requirement should be modified.

4. Effective dates. Two commenters 
asked that the effective date for 
identified portions of Part 404 be 
delayed, citing problems with 
developing appropriate software and 
systems to fully comply with these 
recordkeeping requirements. One 
commenter stated that it did not become 
fully aware of the operational 
implications of the requirements until its 
pre-membership examination by the 
NASD. The effective dates requested by 
the commenters were January 31,1988 
and March 31,1988. in the absence of a 
delayed effective date, one commenter 
asked for a flexible exception policy.

The Department has carefully 
considered this matter and is persuaded 
that some delay in the effective date of 
the recordkeeping requirements 
applicable to registered government 
securities brokers and dealers is 
necessary. For example, it is clear from 
the comments that the requirement of a 
securities position ledger represents a 
departure from current practice and will 
require additional time to develop. 
Furthermore, discussions with the NASD 
have convinced the Department that 
while newly registering government 
securities brokers and dealers are 
making an effort to meet the 
recordkeeping requirements of the 
temporary regulations, problems exist 
that may not be fully resolved prior to 
July 25. A delay will allow new 
registrants to resolve in an orderly and 
long-lasting fashion problems they may 
be having in establishing an integrated 
recordkeeping system.

Therefore, with the exception of the 
records pertaining to personnel and to 
lost or stolen securities, the Department 
will delay the effective date of 
§ 404.2(a), which modifies SEC Rule 
17a-3, until October 31,1987. In 
addition, because the securities count 
requirement of § 404.5 is so closely 
related to the securities ledger 
requirement of § 404.2, the effective date 
of that provision will also be delayed

*• See Securities Exchange Act Release No. 34- 
24553.52 PR 22295 (June 11.1987).

*• See Securities Exchange Act Release No. 34- 
23602,51 FR 32856 (September 15,1986),

until October 31,1987. Section 404.3, 
pertaining to record preservation and 
certain other records, continues to be 
effective on July 25,1987. Of cossse, to 
the extent that records are not ssquired 
to be kept until October 31, the 
preservation of those records is not 
required until that date.

At this time, the Department is not 
prepared to delay the effective dates cx 
§§ 404.2 and 404.5 beyond October 31, 
1987. A number of the other 
requirements under these regulations 
become effective on October 31,1987. 
The maintenance of adequate seeords 
provides the basis for examine?® to 
determine whether those requirements 
are being complied with.

Brokers and dealers that are ssble to 
comply with the recordkeeping 
requirements before October 33* 1,987 
are encouraged to do so. By granting this 
delay in effective dates, the Department 
hopes that brokers and dealers will 
develop integrated recordkeeping 
systems that will provide for lo®g-term 
compliance with these requirements.

5. CFTC regulated entities. Use 
Chicago Mercantile Exchange 
commented that CFTC rules 1.27 and 
1.31s0 contain extensive recordkeeping 
and preservation requirements and 
therefore, there is no need for Part 404 to 
apply to CFTC regulated entities that 
are government securities brokers or 
dealers. The Department notes that it 
was unclear in the temporary 
regulations that the Part was meant to 
apply only to those futures commission 
merchants that are required to register 
under section 15C of the Act, asd this 
has been clarified in the final 
regulations. After discussion with the 
CFTC, the Department has confirmed 
that the types of government securities 
activities that would result in a 
requirement to register as government 
securities brokers or dealers are not 
fully subject to the CFTC regulations 
cited. Therefore, the Department is not 
persuaded that the CFTC rules obviate 
the need for Part 404 compliance by 
those CFTC regulated entities who will 
be required to register as government 
securities brokers or dealers.

6. Other Modifications. When the 
Department proposed Part 4G4e* x it 
noted that many of the proposed 
modifications to SEC rules 17&-3 and 
17a-13 pertaining to repurchase and 
reverse repurchase agreements had 
been proposed by the SEC in September 
1988 82 but had not yet been adopted. * **

0017 CFR 1.27.1.31.
01 52 PR 5680 (February 25,1987).
** Securities Exchange Act Release Mo. 34-23802, 

51 FR 32858 (September 15,1966). .
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On June 4,1987, the SEC adopted the 
proposed amendments to Rules 17a-3 
and 17a-13, effective July 25 ,1987.33 
Therefore, §§ 404.1, 404.2, and 404.5 of 
the temporary rules have been modified 
to reflect the amendments to the SEC 
rules.

F. Part 405—Reports and Audit
Only one written comment, from the 

Chicago Mercantile Exchange, was 
received on this part. That comment . 
requested an exemption from Part 405 
for government securities brokers and 
dealers who are futures commission 
merchants, on the assertion that the 
reporting and audit requirements of the 
CFTC and the related self-regulatory 
agencies were adequate. As discussed 
in connection with Part 403, the 
comment may be based on a 
misunderstanding arising from an 
ambiguity in the temporary regulations. 
In the final regulations, the Department 
has clarified its intention that only 
futures commission merchants required 
to register under section 15C of the Act 
are subject to the requirements of Part 
405. With this limitation, only futures 
commission merchants who transact 
business not fully subject to CFTC 
regulation and not fully examined for 
under that regulatory system will be 
subject to the requirements of these 
regulations. Therefore, the Department 
has retained the applicability of Part 405 
to registered government securities 
brokers or dealers who are also futures 
commission merchants.

Several questions have arisen 
concerning the delayed effective date 
for reports provided in 5 405.1(c). That 
paragraph has been amended to specify 
that the reports required by 17 CFR 
240.17a-5(a) by virtue of § 405.2—the 
Form G-405 Report on Finances and 
Operations of Government Securities 
Brokers and Dealers—are required 
starting with the first month and quarter 
in which a government securities broker 
or dealer must calculate haircuts under 
either f  402.1(e) (for government 
securities interdealer brokers) or S 402.2
(a), (b) and (c) (for all other government 
securities brokers and dealers). Except 
as provided by individual exemption, 
this means that Part I of the Form G-405 
will be due, where applicable, starting 
with October 1987 and Part II or IIA, as 
appropriate, will be due starting with 
the quarter ending December 1987.84 •

»» Securities Exchange Act Release No. 34-24553,
52 FR 22295 (June 11.1987).

•4 Self-regulatory organizations-may require the 
reports earlier as part of their procedures to 
determine whether government securities brokers 
and dealers will qualify tor membership on July 25, - 
1987 -and whether they will have any difficulty

Unaudited quarterly financial reports 
are required for the quarter ending 
September 1987.

Other than these changes, the 
correction of several typographical 
errors, and changes to §§ 405.2(a)(7) and 
405.2(b)(1) to conform to changes made 
previously in the temporary regulations, 
Part 405 of the temporary regulations is 
adopted as final.
G. Part 449—Forms

To accommodate clarifications 
relating to consolidation of entities for 
financial responsibility purposes under 
§ 402.2c, and to the revised grace period 
for net pair-off and give-up receivables 
and money differences, pages 5 and 6 of 
Part II and page 4 of Part IIA of Form G - 
405 (§ 449.5) and the related instructions 
on pages 13-16A (for Part II) and pages 
10-13A (for Part IIA) have been revised. 
The revised pages are available from the 
Treasury, the SEC and the NASD.
H. Part 450—Custodial Holdings of 
Government Securities by Depository 
Institutions

Part 450 contains the rules relating to 
the possession or control of customer 
securities held by depository 
institutions. The Treasury received only 
a  few requests for clarification or 
suggested technical changes for any of 
the rules contained in this Part. The 
following changes have been made 
based on those comments.

Section 450.4(a) requires, among other 
things, that a depository institution 
maintain customer securities held in an 
account at a Federal Reserve Bank free 
of any lien, charge or claim of the 
Federal Reserve Bank. Since publication 
of the temporary regulations, the 
Department has received a number of 
inquiries from depository institutions 
about how to comply with this 
paragraph and has had further 
discussions with the Federal Reserve 
Board staff.

Based on those discussions, a new 
paragraph (a)(3)(ii) has been added in 
the final regulations to clarify that a 
depository institution is not in violation 
of § 450.4(a) if, in certain limited 
circumstances, a Federal Reserve Bank 
retains a lien on securities received 
during the day that may subsequently be 
determined to be customer securities. 
This provision has been added to deal 
with the extraordinary situation, such as 
massive computer failure or potential 
failure of the depository institution, in 
which an extension of credit by a 
Federal Reserve Bank is necessary to 
assure the safety and soundness or

remaining qualified when the haircut requirements 
become effective at the end of October.

liquidity of the depository institution 
and the portion of incoming securities 
that are pledgeable by the depository 
institution cannot be promptly 
ascertained.

This provision will permit the Federal 
Reserve Bank, in these circumstances, to 
lend on a secured basis without 
automatically causing the depository 
institution to be in violation of the 
requirements of § 450.4. The provision is 
conditioned on the depository 
institution’s inability to fully 
collateralize the extension of credit with 
securities that are clearly pledgeable, 
the depository institution’s immediate 
and ongoing efforts to replace any 
securities subsequently identified as 
customer securities with pledgeable 
collateral, and the Reserve Bank’s 
agreement that any customer securities 
will be the first securities released from 
the lien in the event of initial 
overcollateralization or subsequent 
paydown of the credit extended. This 
exception is not meant to allow a 
depository institution to enter into a 
standing agreement with a Federal 
Reserve Bank that collateralizes 
daylight overdrafts or extensions of 
discount window credit with securities 
that are customer securities. Because 
this provision is being published for the 
first time in the final regulations, the 
Department would welcome comments 
on it.

In § 450.4(a)(4)(ii), the phrase “as of 
the close of business" has been moved 
to clarify that it is the refusal to 
segregate as of the close of business that 
triggers the requirement to notify the 
dealer’s appropriate regulatory agency 
of the refusal.

In connection with the issues 
described above in the discussion of 
Part 403 relating to the possible 
exclusion from applicability of § 403.5 of 
certain repurchase transactions, the 
Treasury recognizes that § 450.4(b) was 
ambiguous in that it requires a 
depository institution to keep a copy of 
a confirmation or safekeeping receipt 
issued in connection with customer 
securities, but it does not affirmatively 
state the requirement to issue either.
The discussion of these provisions in the 
temporary regulations made clear that 
the Treasury intended to affirmatively 
impose that requirement. The rule has 
been amended to impose the 
requirement with respect to securities 
other than securities that are the subject 
of repurchase transactions to which the 
confirmation requirements of § 403.5 
applies. The rule requires the 
confirmation to include issuer, maturity 
date, and coupon rate of the securities 
being confirmed. The confirmation may
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be supplied to the customer in any 
manner that complies with applicable 
federal banking regulations. In addition, 
in conformity with the amendment 
discussed above to §§ 403.4(e) and 
403.5(d), the rule permits a foreign 
customer to waive the right to receive a 
confirmation. Confirmations involving 
securities that are the subject of hoki-in- 
custody repurchase transactions will 
continue to be subject to the 
confirmation requirements of § 403.5 
including the requirement to confirm 
market value.

m . Executive Order 12291; Regulatory 
Flexibility Act; Burden on Competition

In the preambles to the proposed and 
temporary regulations, the Department 
concluded that the regulations did not 
constitute a major regulation for 
purposes of Executive Order 12291 and 
certified that they would not have a 
significant economic impact on a 
substantial number of small entities. 
Accordingly, the Department concluded 
that neither a regulatory impact analysis 
nor a regulatory flexibility analysis is 
required.

Four comments were received taking 
issue with the Department’s conclusions, 
from three large dealers and the Public 
Securities Association. The comments 
asserted that the regulations relating to 
hold-in-custody repurchase agreements, 
particularly the special requirements for 
agreements of under $1 million, were 
sufficiently onerous that the conaae&ters 
would cease to offer some or all hold-in- 
.custody repurchase agreements, thereby 
causing undesirable effects and 
impacting the ability of small entities to 
invest funds. None of the commenters 
provided any evidence to support their 
assertions that the commenters’ 
potential business decisions m response 
to the regulations would have a 
significant economic impact beyond that 
required by the statute. However, the 
Department has concluded, for the 
reasons stated in the discussion of Part 
403 above, that the special requirements 
for small repurchase agreements are 
unnecessary and has therefore 
eliminated them.

When the proposed regulations were 
issued, the Department received 
comments from a number of small 
entities and representatives thereof 
concerning their potential negative 
impact. As discussed in the preamble to 
the temporary regulations, modifications 
were made between the proposed and 
temporary regulations to respond to 
those concerns, particularly in the area 
of hold-in-custody repurchase

agreements.36 None of these , 
commenters on the proposed regulations 
commented on the temporary 
regulations, and no other comments 
were received from any small entities or 
their representatives.

On this record, the Department does 
not believe there is any reason to alter 
its conclusion that die regulations do not 
constitute a major regulation and its 
certification that the regulations will not 
have a significant economic impact on a 
substantial number of small entities. As 
discussed above in connection with 
Parts 403 and 404, the Department has 
modified the regulations to remove some 
of the features cited by the commenters 
as having the most undesirable 
economic effects and further has 
mitigated the operational impact of the 
temporary regulations by delaying the 
effective dates of some of the 
operationally more difficult 
requirements to January 31,1988. The 
discussions about Parts 403 and 404 also 
indicate why the Department chose to 
retain the general protections of the 
temporary regulations for hold-in
custody repurchase investors.

The collection of information 
requirements contained in the temporary 
rule were submitted to the Office of 
Management and Budget pursuant to 
section 3504(h) of the Paperwork 
Reduction Act.36 These requirements of 
the temporary rule have been adopted 
with only minor amendments in the final 
rule. The collection of information 
requirements of the temporary rule, as 
amended in the final rule, have been 
approved by OMB.
List of Subjects
17 CFR Part 400

Administrative practice and 
procedure, Banks, banking, Brokers, 
Government securities, Reporting and 
recordkeeping requirements.
17 CFR Part 401

Banks, banking, Brokers, Government 
securities.

17 CFR Part 402
Brokers, Government securities.

17 CFR Part 403

Banks, banking, Brokers, Government
securities.

17 CFR Part 404
Banks, banking, Brokers, Government 

securities, Reporting and recordkeeping 
requirements. * 44

86 52 FR 19668-69 (May 26,1987).
44 U.S.C. 3504(h).

17 CFR Part 405
Brokers, Government securiiss, 

Reporting and recordkeeping y,
requirements.

17 CFR Part 499
Banks, banking, Brokers, Government 

securities, Reporting and recordkeeping 
requirements.

17 CFR Part 450
Banks, banking, Government 

securities, Reporting and recesdkeeping 
requirements.

For die reasons set out m the 
preamble, Chapter IV of Title I f , Code 
of Federal Regulations, is revised to 
read as follows:
CHAPTER IV—DEPARTMENT OFTHE 
TREASURY

SUBCHAPTER A—REGULATIONS UNDER 
SECTION 15C OF THE SECURITIES 
EXCHANGE ACT OF 1934

Part
400 Rules of General Application
401 Exemptions
402 Financial Responsibility
403 Protection of Customer Securities and 

Balances
404 Recordkeeping and Preservation of 

Records
405 Reports and Audit
449 Forms, Section 15C of the Securities 

Exchange Act of 1934
SUBCHAPTER B—REGULATIONS UNDER 
TITLE 11 OF THE GOVERNMENT 
SECURITIES ACT OF 1986
450 Custodial Holdings of Government 

Securities by Depository Institutions

SUBCHAPTER A—REGULATIONS UNDER 
SECTION 15C OF THE SECURITIES 
EXCHANGE ACT OF 1934

PART 400— RULES OF GENERAL 
APPLICATION

u C v <

400.1 Scope of regulations.
400.2 Office responsible for regulations; 

filing of requests for exemptions, for 
interpretations, and of other materials.

400.3 Definitions.
400.4 Information concerning associated 

persons of financial institutions that are 
government securities brokers or dealers.

400.5 Amendments to application for 
registration and to notice of status as a 
government securities broker or dealer.

400.6 Notice of withdrawal from business as 
a government securities broker or dealer 
by a financial institution.

Authority: Sec. 101, Pub. L  99-571,100 Stat. 
3209 (15 U.S.C. 78o-5).

§400.1 Scope of regulations.

(a) Title I of the Government 
Securities Act of 1986 (Pub. L  89-571, 
100 Stat. 3208) amends the Securities 
Exchange Act of 1934 (48 Stat. 881-905;
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15 U.S.C. chapter 2B) (“Act") by adding 
section 15C, authorizing the Secretary of 
the Treasury to promulgate regulations 
concerning the financial responsibility, 
protection of customer securities and 
balances, recordkeeping and reporting 
of brokers and dealers in government 
securities. Those regulations constitute 
subchapter A of this chapter. Unless 
otherwise explicitly provided, all 
regulations in this subchapter apply to 
all government securities brokers or 
dealers, including registered brokers or 
dealers and financial institutions.

(b) Section 15C(a)(l){A) of the Act (15 
U.S.C. 78o-5(a)(l)(A)} requires all 
government securities brokers and 
government securities dealers, except 
those who are brokers or dealers 
registered pursuant to section 15 or 
section 15B of the Act or financial 
institutions, to register with the 
Securities and Exchange Commission 
(“Commission”). Regulations concerning 
registration are at § 240.15Ca2-l et seq. 
of this title. The Commission is 
responsible for the interpretation of the 
definitions of government securities 
broker and government securities dealer 
and of the regulations at § 240.15Ca2-l 
et seq.

(c) Section 15C(a)(l)(B)(i) of the Act 
(15 U.S.C. 78o-5(a)(l)(B)(i)) requires all 
government securities brokers or dealers 
that are also registered brokers or 
dealers to notify the Commission of their 
status as government securities brokers 
or dealers. Regulations concerning 
notice are at 5 240.15Cal-l of this title.

(d) Section 15C(a)(l)(B)(i) of the Act 
also requires all government securities 
brokers or dealers that are financial 
institutions to notify the appropriate 
regulatory agency, as defined in section 
3{a)(34){G) of the Act (15 U.S.C. 
78c(a)(34)(G)), of their status as 
government securities brokers or 
dealers. The form of notice, Form G-FIN, 
is at 5 449.1 of this chapter. Forms are 
available from the appropriate 
regulatory agency.

§ 400.2 O ffice resp on sib le  for regulations; 
filing o f req u ests  fo r exem ptions, fo r 
interpretations and of o th er m aterials.

(a) Office responsible. The regulations 
in this chapter are promulgated by the 
Assistant Secretary (Domestic Finance) 
pursuant to a delegation of authority 
from the Secretary of the Treasury. The 
office responsible for implementation of 
the regulations, including interpretations 
and action on requests for exemption, 
classification or modification, is the 
Office of the Commissioner, Bureau of 
the Public Debt.

(b) (1) Exemptions and classifications. 
Section 150(a)(4) of the Act (15 U.S.C. 
78o-5(a)(4)) authorizes the Secretary to

exempt any government securities 
broker or dealer or class thereof, 
conditionally or unconditionally, from 
the requirements of registration or 
regulations promulgated under section 
15C. In addition, section 15C(b)(3) of the 
Act (15 U.S.C. 78o-5(b)(3)) provides for 
classification, by the Secretary, of 
government securities brokers or dealers 
and authorizes the whole or partial 
exemption of classes from rules under 
section 15C or the application of 
different standards to different classes.

(2) Interpretations. Although the 
appropriate regulatory agencies, as 
defined in § 400.3, and the self- 
regulatory organizations, as defined in 
section 3(a)(26) of the Act (15 U.S.C. 
78c(a)(26)), have enforcement 
responsibility under section 15C of the 
Act, Treasury is responsible for 
interpretation of section 15C(b) of the 
Act (15 U.S.C. 78o-5(b)) and related 
sections and for interpretation and 
amendment of the regulations under this 
chapter (with the exception of Forms G - 
FIN and G-FINW, §§ 449.1 and 449.2 of 
this chapter, which are the 
responsibility of the Board of Governors 
of the Federal Reserve System 
[“Board"]).

(c) Requests for interpretations, 
exemptions, classifications. (1) 
Interpretations under section 15C(b) of 
the Act (15 U.S.C 78o-5(b)) and related 
sections and Treasury regulations 
thereunder may be provided, at the 
discretion of the Department, to firms or 
individuals actually or potentially 
affected by the Act or regulations, or to 
their representatives.

(2) Exemptions and classifications 
under sections 15C (a), (b) and (d) of the 
Act (15 U.S.C. 78o-5 (a), (b), and (d)) and 
related sections and Treasury 
regulations thereunder may be provided 
at the discretion of the Department and 
after consultation with the SEC and the 
Board, to firms or individuals actually or 
potentially affected by the Act or 
regulations, or to their representatives.

' (3) All requests for exemptions and 
classifications, and all requests for 
binding interpretations, shall be in 
writing, and shall conform to the 
following procedures.

(i) The names of the company or 
companies and all other persons 
involved shall be stated. Letters 
pertaining to unnamed companies or 
persons or hypothetical situations will 
not be answered.

(ii) The letter must contain a concise 
but complete statement of all material 
facts, a complete and accurate 
description of the entire transaction if 
the request is transactional (even though 
a request may apply to only a portion of 
a transaction), and a concise and

unambiguous statement of the request, 
including precise statutory and 
regulatory citations.

(iii) The letter shall indicate why the 
writer believes a problem exists or 
interpretation is needed, the writer’s 
opinion on the matter, and the basis for 
such opinion.

(iv) If the writer requests confidential 
treatment of all or a portion of the 
request or response, this request and the 
basis therefor shall be included in a 
separate letter submitted at the same 
time as the request letter. If confidential 
treatment of a portion of a letter is 
requested, a copy of the letter with the 
portions for which such treatment is 
requested blocked out shall also be 
submitted.

(v) An original and two copies of each 
request letter shall be submitted to the 
Office of the Commissioner, Bureau of 
the Public Debt, Room 553, 999 E Street 
NW., Washington, DC 20239. The 
envelope shall be marked “Government 
Securities Act Request.” The letter shall 
indicate in the upper right hand corner 
of the first page die particular sections 
of the Act and of the regulations at 
issue.

(4) A written response by the 
Department to a request filed as stated 
in paragraph (c)(3) of this section shall 
be binding, with respect to the requester, 
on the Department, but shall cease to be 
binding if the facts are not as stated in 
the request or. prospectively, if the 
Department issues a superseding 
interpretation. In responding to such a 
request, the Department will, where 
appropriate, consult with and may 
obtain the formal concurrence of the 
appropriate regulatory agencies or their 
staffs. The Department understands that 
even if formal concurrence is not 
received the appropriate regulatory 
agencies and self-regulatory 
organizations will give appropriate 
deference to binding interpretations of 
the Department The Department also 
expects the SEC staff to reflect such 
interpretations in responding, pursuant 
to the established procedures of the 
Commission, to no-action requests 
concerning rules the SEC enforces.

(5) The Department may decline to - 
issue an interpretation for any reason 
and, in particular, may require that a 
requester make inquiry of its 
appropriate regulatory agency, the 
Commission or designated examining 
authority before the Department 
responds to a request.

(6) The Department will also provide 
informal oral and written advice, but 
such advice is not binding on the 
Department or on any other agency or 
organization.
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(7)(i) Except as provided in paragraph
(c)(7)(h) of this section, every letter or 
other written communication requesting 
the Department to provide interpretive 
legal advice under the Act or to grant, 
deny or modify an exemption, 
classification or modification of 
regulations, together with any written 
response thereto, shall be made 
available upon request for inspection 
and copying by any person 30 days after 
the response has been sent or given to 
the person requesting it.

(ii) Any person submitting a letter or 
communication may also submit 
therewith a request that it be accorded 
confidential treatment for a specified 
period of time, not exceeding 90 days 
after the expiration of such 30 days, 
together with a statement setting forth 
the considerations upon which the 
request for such treatment is made. If 
the Department determines that the 
request for confidential treatment 
should be denied, the requester will be 
given 30 days to withdraw the request

(d) Effect of Commission 
interpretations. Interpretations of the 
Commission and its staff (including no
action positions) and of the designated 
examining authorities, of any 
Commission regulation expressly 
adopted by reference in these 
regulations shall be of the same effect as 
if the regulation being interpreted were 
solely the Commission’s regulation. 
However, in the event the Treasury has 
issued a formal interpretation on the 
subject, the Treasury understands that 
the Commission will give that 
interpretation appropriate deference, 
particularly with respect to both 
subsequent no-action positions and the 
continued validity of prior no-action 
positions.

§ 400.3 Definitions.
Unless otherwise explicitly provided, 

in this subchapter and for the purposes 
of these regulations:

(a) “Act" means the Securities 
Exchange Act of 1934 (48 Stat. 881,15 
U.S.C. chapter 2B, as amended);

(b) “Appropriate regulatory agency" 
has the meaning set out in section 
3(a)(34)(G) of the Act (15 U.S.C. 
78c(a)(34)(G)), except that the 
appropriate regulatory agency for an 
entity insured by the Federal Savings 
and Loan Insurance Corporation is in all 
cases the Federal Home Loan Bank 
Board, and, with respect to a financial 
institution for which an appropriate 
regulatory agency is not explicitly 
designated, the appropriate regulatory 
agency is the SEC;

(c) “Associated person" means-® 
person other than a person whose

functions are solely clerical or
ministerial:

(1) Directly engaged in any of die 
following activities in either a 
supervisory or non-supervisory capacity:

(1) Underwriting, trading or sales of 
government securities;

(ii) Financial advisory or consultant 
services for issuers in connection with 
the issuance of government securities;

(iii) Research or investment advice, 
other than general economic information 
or advice, with respect to government 
securities in connection with the 
activities described in paragraphs
(c)(l)(i) and (c)(l)(ii) of this section;

(iv) Activities other than those 
specifically mentioned which involve 
communication, directly or indirectly, 
with public investors in government 
securities in connection with the 
activities described in paragraphs
(c)(l)(i) and (c)[l)(ii) of this section; or

(2) Directly engaged in the following 
activities in a supervisory capacity:

(i) Processing and clearance activities 
with respect to government securities;

(ii) Maintenance of records involving 
any of the activities described in 
paragraph (c)(1) of this section;

Provided, however,
(3) That in the case of a financial 

institution,
(i) Persons whose government 

securities functions: (A) Consist solely 
of carrying out the financial institution’s 
activities in a fiduciary capacity and (B) 
are subject to examination by the 
appropriate regulatory agency for 
compliance with requirements 
applicable to activities by the financial 
institution in a fiduciary capacity, shall 
not be considered "associated persons”;

(ii) Persons whose sole government 
securities activities are, without 
exercising any investment discretion 
and solely at the direction of customers, 
to receive and/or transmit customer 
orders to purchase or sell government 
securities, but who do not give 
investment advice or receive 
transaction-based compensation shall 
not be considered “associated persons”; 
and

(iii) Directors and senior officers of 
the financial institution who may from 
time to time set broad policy guidelines 
affecting the financial institution as a 
whole that are not directly related to the 
conduct of the financial institution’s 
government securities business are not 
considered to be “directly engaged" in 
the activities described in this 
paragraph (c);

(d) “Board" means the Board of 
Governors of the Federal Reserve
System;

fe) “Branch or agency of a foreign 
bank" means a Federal branch or 
Federal agency of a foreign bank or a 
State branch or State agency of a foreign 
bank as such terms are used in the 
International Banking Act of 1978, Pub.
L. 95-369,92 Stat. 607;

(f) “CFTC” means the Commodity 
Futures Trading Commission;

(g) “Commission" or “SEC” means the 
Securities and Exchange Commission;

(h) “Designated examining authority" 
and “Examining Authority” mean (1) in 
the case of a registered government 
securities broker or dealer that belongs 
to only one self-regulatory organization, 
such self-regulatory organization, and 
(2) in the case of a registered 
government securities broker or dealer 
that belongs to more than one self- 
regulatory organization, the self- 
regulatory organization designated by 
the Commission pursuant to section 
17(d) of the Act (15 U.S.C. 78q(d}) as the 
entity with responsibility for examining 
such registered government securities 
broker or dealer;

(i) "Fiduciary capacity" includes 
trustee, executor, administrator, 
registrar, transfer agent, guardian, 
assignee, receiver, managing agent, and 
any other similar capacity involving the 
sole or shared exercise of discretion by 
a financial institution having fiduciary 
powers that is supervised by a federal 
or state financial institution regulatory 
agency;

(j) "Financial institution” has the 
meaning set out in section 3(a)(46) of the 
Act (15 U.S.C. 78c(a)(46)), and such term 
explicitly does not include a subsidiary 
or affiliate of an institution described in 
such section unless such subsidiary or 
affiliate is itself described in such 
section;

(k) “Government securities broker" 
has the meaning set out in section 
3(a)(43) of the Act (15 U.S.C. 78c(a)(43)), 
and explicitly includes not only 
registered government securities 
brokers, but also registered brokers and 
financial institutions;

(l) “Government securities dealer” has 
the meaning set out in section 3(a)(44) of 
the Act (15 U.S.C. 78c(a)(44)), and 
explicitly includes not only registered 
government securities dealers, but also 
registered dealers and financial 
institutions;

(m) “Government securities” has the 
meaning set out in section 3(a)(42) of the 
Act (15 U.S.C. 78c(a}(42));

(n) “Registered broker or dealer” 
means a broker or dealer registered 
pursuant to section 15 or section 15B of 
the Act (15 U.S.C. 78o, 78o-4)) but does 
not include a municipal securities dealer 
that is a bank or a separately
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identifiable department or division of a 
bank;

(0) "Registered government securities 
broker or dealer" means a government 
securities broker or dealer registered 
pursuant to section 15C(a)(l)(A) of the 
Act (15 U.S.C. 78o-5(a)(l)fA)};

(p) "Secretary” means the Secretary 
of the Treasury; and

(q] "Treasury” or "Department" 
means the Department of the Treasury, 
including in particular the Bureau of the 
Public Debt.

§ 4 0 0 .4  inform ation concerning 
a sso cia ted  p erson s o f financial institutions 
that are  governm ent secu rities  brok ers or 
d ealers.

(a) Every associated person of a 
financial institution that is a government 
securities broker or dealer that is not 
exempt pursuant to Part 401 of this 
chapter shall file with such financial 
institution a completed Form G-FIN-4 
(§ 449.4 of this chapter} unless such 
person has on file with such financial 
institution a completed and current 
Form U-4 (promulgated by a self- 
regulatory organization) or Form MSD-4 
(as required for associated persons of 
bank municipal securities dealers).

(b) To the extent any information 
furnished by an associated person 
pursuant to paragraph (a) of this section 
(including information cm a Form U-4 or 
Form MSD-4) is or becomes materially 
inaccurate or incomplete, such 
associated person shall promptly furnish 
in writing to such financial institution, in 
a form acceptable to the appropriate 
regulatory agency for such financia) 
institution, a statement correcting such 
information.

(c) For the purpose of verifying the 
information furnished by an associated 
person pursuant to paragraph (a) of this 
rule, every government securities broker 
or dealer that is a financial institution 
shall make inquiry of all other 
employers of such associated person 
during the immediately preceding three 
years concerning the accuracy and 
completeness of such information.

(d) Every government securities 
broker or dealer that is a financial 
institution not exempt from this section 
pursuant to Part 401 of this chapter 
shall:

(1) Promptly obtain and, within 10 
days thereafter, file with the appropriate 
regulatory agency, m a form acceptable 
to such appropriate regulatory agency, 
the information required by paragraph
(a) of this section (which shall consist of 
all Forms G-FIN-4 filed and a Hst of all 
associated persons who have filed 
Forms MSD-4 or U-4 with the financial 
institution since the last such filing, 
designating whether the associated

person is serving in a supervisory or 
non-supervisory capacity) and by 
paragraph (b) of this section; and

(2) File with the appropriate 
regulatory agency within 30 days after 
the termination of the status of an 
individual as an associated person a 
Form G-FIN-5 (§ 449.4 of this chapter), 
unless—

(1) The financial institution is required 
to and has filed a Form U-5 or Form 
MSD-5 with respect to such person; or

(ii) The financial institution notifies 
the appropriate regulatory agency that 
the individual will remain in the 
financial institution’s employment and 
the financial institution will continue to 
update the information about such 
individual as provided in paragraph (b) 
of this section and will file a Form G - 
FIN-5 within 30 days after the 
termination of such individual’s 
employment with the financial 
institution.

(e) Every notice and form filed 
pursuant to this section shall constitute 
a "report" within the meaning of 
sections 15 ,15C and 32(a) of the Act (15 
U.S.C. 78o, 780-5 ,78ff(a}).
(Approved by the Office of Management and 
Budget under control number 1505-6100)

§ 400.5 Am endm ents to  application tor 
registration and to  notice o f s ta tu s a s  a 
governm ent secu rities broker or dealer.

(a) (1) If the information contained in 
any application for registration as a 
government securities broker or dealer 
(other than the statements required by 
§ 240.15Ca2-2 of this title) or in any 
amendment thereto, becomes inaccurate 
for any reason, the registered 
government securities broker or dealer 
shall file within 30 days thereafter an 
amendment on Form BD (§ 249.501 of 
this title) correcting such information, in 
accordance with the instructions 
provided therein.

(2) If the information contained in any 
notice of status as a government 
securities broker or dealer filed by a 
registered broker or dealer, or in any 
amendment thereto, becomes inaccurate 
for any reason, the registered broker or 
dealer shall file within 30 days an 
amendment on Form BD (§ 249.501 of 
this title) correcting such information, in 
accordance with the instructions 
provided therein.

(b) If the information contained in any 
notice of status as a government 
securities broker or dealer filed by a 
financial institution, or any amendment 
thereto, becomes inaccurate for any 
reason, the financial institution shall file 
within 30 days an amendment on Form 
G-FIN (§ 449.1 of this chapter) 
correcting such information, in

accordance with the instructions 
provided therein.

(c) Every amendment filed pursuant to 
this section shall constitute a “report” 
within the meaning of sections 15 ,15C 
and 32(a) of the Act (15 U.S.C. 78o, 78o- 
5, 78ff(a)}.
(Approved by the Office of Management and 
Budget under control number 1505-0100)

§ 400.6  N otice o f withdrawal from  
bu sin ess a s  a governm ent secu rities broker 
o r  d ealer by a financial institution.

(a) Whenever a financial institution 
that is a government securities broker or 
dealer that is not exempt from the notice 
requirements of section 15C(a}(l)(B)(i) of 
the Act (15 U.S.C. 78o-5(a)(l)(B)(i)) and 
of § 400.5 pursuant to Part 401 of this 
chapter, ceases to act as a government 
securities broker or dealer, it shall file 
with the appropriate regulatory agency 
notice of such cessation on Form G- 
FINW (§ 449.2 of this chapter) in 
accordance with the instructions 
contained therein.

(b) Except as provided in paragraph
(c) of this section, a notice that a 
financial institution has ceased to act as 
a government securities broker or dealer 
shall become effective for all purposes 
on the 60th day after the filing thereof 
with the appropriate regulatory agency 
or within such shorter period of time as 
the appropriate regulatory agency 
determines.

(c) If the notice described in 
paragraph (a) of this section is filed with 
the appropriate regulatory agency any 
time after die date of the issuance of a 
notice or order by the appropriate 
regulatory agency instituting 
proceedings pursuant to section 
15C(cK2)(A) of the Act (15 U.S.C. 78o- 
5(c)(2)(A)) to censure, suspend, limit or 
bar from acting as a government 
securities broker or government 
securities dealer the entity filing such 
notice, or if the appropriate regulatory 
agency has instituted any action against 
the entity filing such notice pursuant to 
section 15C(2}(B} of the Act (15 U.S.C.
§ 78o-5(cX2HB)}, the notice shall 
become effective pursuant to paragraph
(b) of this section at such time and upon 
such terms and conditions as the 
appropriate regulatory agency deems 
necessary or appropriate in the public 
interest for the protection of investors.

(d) Every notice filed pursuant to this 
section shall constitute a "report" within 
the meaning of sections 15 ,15C and 
32(a) of the Act (15 U.S.C. 78o, 78o-5, 
78ff(a)).
(Approved by the Office of Management and 
Budget under control number 1505-0160)
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PART 401—EXEMPTIONS

Sec.
401.1 Exemption for organizations handling 

transactions in United States Savings 
Bonds.

401.2 Exemption for depository institutions 
that submit tenders for the account of 
customers for purchase on original issue 
of United States Treasury securities.

401.3 Exemption for financial institutions 
that are engaged in limited government 
securities brokerage activities.

401.4 Exemption for financial institutions 
engaged in limited government securities 
dealer activities.

401.5 Exemption for corporate credit unions 
transacting limited government securities 
business with other credit unions.

401.6 Exemption for branches and agencies 
of foreign banks that deal solely with 
non-United States citizens resident 
offshore.

401.7 Temporary exemption for certain 
government securities brokers and 
dealers terminating business on or before 
October 31,1987.

401.8 Temporary exemption for government 
securities brokers and dealers that are 
futures commission merchants registered 
with the CFTC.

Authority: Sec. 101, Pub. L  99-571,100 Stat. 
3209 (15 U.S.C. 78o-5(a)(4}).

§ 401.1 Exem ption fo r organizations 
handling tran sactio n s in United S ta te s  
Sawings Bonds.

An organization that handles United 
States Savings Bond transactions, 
including a qualified issuing or paying 
agent or an organization that 
accommodates customers or employees 
by forwarding requested transactions to 
qualified issuing or paying agents or the 
Treasury and whose transactions in 
government securities are limited to 
these transactions and such other 
activities that are exempted by the 
regulations under this subchapter, shall 
be exempt from the provisions of section 
15C (a), (b) and (d) of the Act (15 U.S.C. 
78o-5 (a), (b), (dj) and the regulations of 
this subchapter. For the purposes of this 
section, the term “United States Savings 
Bond" means any savings-type security 
offered by the Treasury, including all 
series of United States Savings Bonds, 
United States Savings Notes and United 
States Savings Stamps.

§ 4 0 1 .2  E xem p tion for depository 
institutions that subm it ten d ers for d ie 
a cco u n t o f cu stom ers for purchase on 
original issu e  o f United S ta te s  Treasury 
oecurities.

(a) Subject to the requirements of 
paragraph (b) of this section, a 
depository institution that submits 
tenders or subscriptions for purchase on 
original issue of United States Treasury 
securities for the account of customers 
on a fully disclosed basis, whose

transactions in government securities 
are limited to such transactions and 
such other activities as have been 
exempted by regulation under this 
subchapter shall be exempt from the 
provisions of section 15C (a), (b) and (d) 
of the Act (15 U.S.C. 78o-5 (a), (b), (d)) 
and the regulations of this subchapter.

(b) A depository institution that relies 
on the exemption contained in 
paragraph (a) of this section is required 
to comply with the regulations of Part 
450 of this chapter concerning custodial 
holdings of government securities.

(c) For the purposes of this section, 
“depository institution" has the meaning 
stated in clauses (i) through (vi) of 
section 19(b)(1)(A) of the Federal 
Reserve Act (12 U.S.C. 461(b)(l)(A)(i}-
(vi)) and also includes a foreign bank, an 
agency or branch of a foreign bank and 
a commercial lending company owned 
or controlled by a foreign bank (as such 
terms are used in the International 
Banking Act of 1978, Pub. L  95-389, 92 
Stat. 607).

§ 401.3 Exem ption for financial institutions 
that are  engaged  in limited governm ent 
secu rities brokerage activities.

(a)(1) Subject to the requirements of 
paragraph (b) of this section, a financial 
institution shall be exempt from the 
provisions of sections 15C (a), (b), and
(d) of the Act (15 U.S.C. 78o-5 (a), (b),
(dj) and the regulations of this 
subchapter, unless it acts as a 
government securities broker by:

(1) Holding itself out as a government 
securities broker or interdealer broker; 
or

(ii) Actively soliciting purchases or 
sales of government securities on an 
agency basis;

(2) Notwithstanding the provisions of 
paragraph (a)(1) of this section, a 
financial institution shall not be 
regarded as acting as a government 
securities broker within the meaning of 
this section if it:

(i) Effects fewer than 500 government 
securities brokerage transactions (other 
than transactions described in §§ 401.1 
or 401.2) per year; or

(ii) Effects all such transactions (other 
than transactions described in §§401.1 
or 401.2) pursuant to a contractual or 
other arrangement with one or more 
government securities brokers or dealers 
each of which has registered or filed 
notice pursuant to section 15C(a)(l) of 
the Act (15 U.S.C. 78o-5(a)(l)) (each 
referred to as the “transacting 
government securities broker or dealer”) 
under which the transacting government 
securities broker or dealer will offer 
securities services on or off the premises 
of the financial institution, provided 
that:

(A) The transacting government 
securities broker or dealer is clearly 
identified to customers as the person 
performing the securities services;

(B) Financial institution employees 
perform only clerical and ministerial of 
order-taking functions in connection 
with government securities transactions 
unless such employees are associated 
persons (as defined in § 400.3(c) of this 
chapter) or registered representatives of 
the transacting government securities 
broker or dealer

(C) Financial institution employees do 
not receive compensation for 
government securities activities other 
than clerical or ministerial functions 
unless such employees are associated 
persons (as defined in § 400.3(c) of this 
chapter) or registered representatives of 
the transacting government securities 
broker or dealer; and

(D) Such sendees are provided on a 
fully disclosed basis by the transacting 
government securities broker or dealer,
i.e„ the transacting government 
securities broker or dealer receives and 
maintains all required information 
concerning each customer, its trading 
and account.

(b) (1) A financial institution that relies 
on the exemption contained in 
paragraph (a) of this section is required 
to comply with the regulations of part 
450 of this chapter concerning custodial 
holdings of government securities for 
customers.

(2) A branch or agency of a foreign 
bank that relies on the exemption 
contained in paragraph (a) of this 
section is in addition required to comply 
with § 403.5(e) of this chapter.

(c) For the purposes of this section 
“financial institution" includes an 
insured credit union, as defined in 12 
U.S.C. 1752(7).

§ 4 0 1 .4  Exem ption fo r  financial institutions 
en gag ed  in limited governm ent secu rities 
d eaier activities.

(a) Subject to the requirements of 
paragraph (b) of this section, s  financial 
institution shall be exempt fro® the 
provisions of Sections 15C (a), (b), and
(d) of the Act (15 U.S.C. 78o-5 (a), (b), 
(dj) and the regulations of this 
subchapter If its government securities 
dealer activities are limited to one or . 
more of the following activities:

(1) Sales or purchases in a fiduciary 
capacity;

(2) The sale and subsequent 
repurchase and the purchase and 
subsequent resale of government 
securities pursuant to a repurchase or 
reverse repurchase agreement; and
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(3) Such other activities as have been 
exempted by regulation under this 
subchapter.

(b) (1) A financial institution that relies 
on the exemption contained in 
paragraph (a) of this section is required 
to comply with:

(1) The regulations of part 450 of this 
chapter concerning custodial holdings of 
government securities for customers: 
and

(ii) Section 403.5(d) of this chapter 
concerning certain repurchase 
transactions with customers.

(2) A branch or agency of a foreign 
bank that relies on the exemption 
contained in paragraph (a) of this 
section is in addition required to comply 
with § 403.5(e) of this chapter.

(c) For the purposes of this section 
“financial institution’' includes an 
insured credit union, as defined in 12 
U.S.C. 1752(7).

§ 401.5 Exem ption for corp orate credit 
unions transacting  limited governm ent 
secu rities bu sin ess with o th er credit 
unions.

(a) (1) Subject to the requirements of 
paragraph (b) of this section, a corporate 
credit union shall be exempt from the 
provisions of section 15C (a), (b) and (d) 
of the Act (15 U.S.C. 78o-5 (a), (b), (d)) 
and the regulations thereunder if its 
government securities dealer activities 
are limited to the sale and subsequent 
repurchase and the purchase and 
subsequent resale, each pursuant to a 
repurchase or reverse repurchase 
agreement, of government securities to 
other credit unions and such other 
activities as have been exempted by 
regulation under this part.

(2) For the purposes of this section, 
“corporate credit union” means a credit 
union whose membership consists 
primarily of other credit unions and that 
is (i) a federal credit union as defined in 
12 U.S.C. 1752(1), (ii) an insured credit 
union as defined in 12 U.S.C. 1752(7), or
(iii) a member of the National Credit 
Union Administration Central Liquidity 
Facility.

(b) A credit union that relies on the 
exemption contained in paragraph (a) of 
this section is required to comply with:

(1) The regulations of part 450 of this 
chapter concerning custodial holdings of 
government securities; and

(2) Section 403.5(d) concerning certain 
repurchase transactions with customers.

§ 401.6 Exem ption tor branch es and 
ag e n c ie s  o f foreign banks that deal solely 
with non-United S ta te s  citizens resident 
offshore.

(a) Subject to the requirements of 
paragraph (b) of this section, a branch or 
agency of a foreign bank shall be

exempt from the provisions of section 
15C (a), (b), and (d) of the Act (15 U.S.C. 
78o-5 (a), (b), (d)} and the regulations of 
this subchapter, if all the customers with 
or on behalf of whom it engages in 
government securities transactions are 
limited to foreign governments, agencies 
of foreign governments and other 
persons and entities who are not 
citizens of the United States and who 
reside or, in the case of a corporation, 
partnership or other entity, have their 
principal place of business, outside of 
the United States.

(b) A branch or agency that reHes on 
the exemption contained in paragraph
(a) of this section is required to comply 
with the regulations of part 450 of this 
chapter concerning custodial holdings of 
government securities.

§ 401.7  Tem porary exem ption for certain  
governm ent secu rities brokers and d ealers 
term inating b u sin ess on  or be fo re  O ctob er
31,1987.

During the period ending October 31, 
1987, a government securities broker or 
dealer shall be exempt from the 
provisions of section 15C (a), (b), and (d) 
of the Act (15 U.S.C. 78o-5(a), (b), (d)) 
and the regulations of this subchapter if:

(a) Its government securities broker or 
dealer activities are limited to the 
performance of contractual obligations 
entered into prior to July 25,1987;

(b) It is the subsidiary or affiliate of a 
government securities broker or dealer 
that has registered or given notice 
pursuant to section 15C(a)(l) of the Act 
(15 U.S.C. 78o-5(a)(l)}; and

(c) It ceases all government securities 
broker or dealer activities on or before 
October 31,1987.

§ 401.8 Tem porary exem ption for 
governm ent secu rities brokers and d ealers 
that are  futures com m ission m erchants 
reg istered  with the CFTC.

During the period ending October 31, 
1987, a government securities broker or 
dealer that is a futures commission 
merchant shall be exempt from the 
provisions of section 15C (a), (b), and (d) 
of the Act (15 U.S.C. 78o-5 (a), fb), (d)) 
and the regulations of this subchapter if:

(a) It is registered with the Commodity 
Futures Trading Commission under 
section 4f of the Commodity Exchange 
Act (7 U.S.C. 6f) and the regulations 
thereunder; and

(b) It is not currently the subject of 
any disciplinary action by any federal or 
state entity regulating persons dealing in 
securities or commodities.

PART 402—FINANCIAL 
RESPONSIBILITY
Sec.
402.1 Application of part to registered 

brokers and dealers and financial 
institutions; special rules for futures 
commission merchants and government 
securities interdealer brokers; effective 
date.

402.2 Capital requirements for registered 
government securities brokers and
dealers.

402.2a Appendix A—Calculation of market 
risk haircut for purposes of § 4022(g)(2). 

402.2b [Reserved]
402.2c Appendix C—Consolidated

calculation of liquid capital and total 
haircuts for certain subsidiaries and 
affiliates.

4C2.2d Appendix D—Modification of 
§ 240.15c3-ld of this title, relating to 
satisfactory subordination agreements, 
for purposes of § 402.2.

Authority: Sec. 101. Pub. L. 99-571,100 Stat. 
3209 (15 U.S.C. 78o- 5M1)(A), (b)(2)).

§ 4 0 2 .1  Application of part to  registered  
brokers and d ealers and financial 
institutions; sp ecia l rules for futures 
com m ission  m erchants  and governm ent 
secu rities interdeater b rokers; effective 
d ate.

(a) Application of port. This part 
applies to al) government securities 
brokers and dealers, except as 
otherwise provided herein.

(b) Registered brokers or dealers. This 
part does not apply to a registered 
broker or dealer that is subject to
§ 240.15c3-l of this title (SEC Rule 15c3-
1 ).

(c) Financial institutions. This part 
does not apply to a  government 
securities broker or dealer that is a 
financial institution and that is:

(1) Subject to the rules and regulations 
of its appropriate regulatory agency 
concerning capital requirements, or

(2) A branch or agency of a foreign 
bank subject to regulation, supervision, 
and examination by state or federal 
authorities having regulatory or 
supervisory authority over commercial 
bank and trust companies.

(d) Futures commission merchants. A 
futures commission merchant subject to 
§ 1.17 of this title that is a government 
securities broker or dealer but is not-a 
registered broker or dealer shall not be 
subject to the limitations of § 402.2 but 
rather to the capital requirement of
§ 1.17 or § 240.15c3-l of this title, 
whichever is greater.

(e) Government securities interdealer 
broker. (1) A government securities 
interdealer broker, as defined in 
paragraph (e)(2) of this section, may, 
with the prior written consent of the 
Secretary, elect not to be subject to the 
limitations of § 402^ but rather to be



2 7 9 3 2  f e d e r a l  R e g is te r  /  V ol. 52 , N o. 1 4 2  /  F rid a y , July 24 , 1 9 8 7  /  R u le s  a n d  R e g u latio n s

su b ject to the req u irem en ts of  
§ 2 4 0 .1 5 c 3 -l  of this title (S EC  Rule 1 5 c 3 -  
1) e x c e p t p aragrap h  (c )(2 )(ix ) thereof, 
an d  p aragrap h s (e) (3), (4); (5 ), (6), (7) 
and (8) of this sectio n  by filing such  
electio n  in w riting w ith its designated  
exam in in g au thority . A  govern m en t  
secu rities  in terd ealer b rok er m ay  not 
rev ok e such e lectio n  w ithout the w ritten  
co n sen t of its d esig nated  exam in in g  
au thority .

(2 ) (i) “G overn m en t secu rities  
in terd ealer brok er” m ean s an  entity  
engaged exclu siv ely  in business a s  a  
b rok er th at effects, on an  initially  fully 
d isclosed  or identified group b asis, 
tran sactio n s  in govern m en t secu rities  
for cou n terp arties  th at a re  governm ent 
secu rities  brok ers or d ealers  w ho have  
reg istered  or given n otice pursu ant to 
section  1 5 C (a )(l)  of the A c t (15 U .S.C . 
7 8 o -5 (a ) ( l } ) ,  an d  that prom ptly transm its  
all funds and delivers all secu rities  
rece iv ed  in con n ection  w ith its activ ities  
a s  a govern m en t secu rities in terd ealer  
b rok er an d  d oes not oth erw ise  hold  
funds or secu rities  for or ow e m oney or  
secu rities  to its cou n terp arties  and, 
e x c e p t a s  provided  in paragraph
(e)(2)(ii) o f this section , d oes not have or 
m aintain  an y govern m en t secu rities in 
its p rop rietary  or oth er a cco u n ts . F o r the 
purpose of this p arag rap h  (e)(2)(i), 
“identified group b a sis ” m ean s that a 
co u n terp arty  h as co n sen ted  to the 
identity  of the sp ecific  group of entities  
from  w hich  the o th er co u n terp arty  is 
ch o sen .

(ii) A  go vern m en t secu rities  
in terd ealer b ro k er m ay h av e  or m aintain  
govern m en t secu rities  in its p rop rietary  
or o th er a cco u n ts  only a s  a resu lt of:

(A ) Engaging in overnight rev erse  
rep u rch ase  or secu rities  b orrow ed  
tra n s a ctio n s  solely  for the purpose of 
facilitating the p ro ce ss  of clearing  
go vern m en t secu rities  tran sactio n s ;

(B) Engaging in overnight rep u rch ase  
or secu rities  lo an ed  tra n sa ctio n s  solely  
for the purpose of reducing its financing  
e x p e n se  in co n n ectio n  w ith the  
c le a ra n c e  of govern m en t secu rities  
tra n sa ctio n s ;

(C ) S u b ord in ated  loan s sub ject to 
sa tis fa c to ry  su b ord in ation  agreem en ts  
p ursu ant to § 2 4 0 .l5 c 3 -l(d )  of this title;

(D) C o lla te ra l o r d ep o sito ry  
req u irem en ts o f a  c learin g  corp oration  
o r a s so cia tio n  w ith  w hich  it p articip ates  
in the c le a ra n c e  of govern m en t 
secu rities  tra n sa ctio n s ; or

(E) T h e in vestm en t of its e x c e s s  cash . 
T h e m atu rities  of an y governm ent 
secu rities  held  or m ain tained  under 
p arag rap h s (e)(2)(ii) (C ). (D), o r (E) of 
this sectio n  m ay  not e x c e e d  one year.

(3) In o rd er to qualify to o p erate  under 
this p arag rap h  (e), a  governm ent

secu rities  in terd ealer brok er shall a t  all 
tim es h av e  an d  m ain tain  n et cap ital, a s  
defined in § 2 4 0 .1 5 c 3 -l(c )(2 )  of this title  
w ith  the m o difications of this p aragrap h
(e), of n ot le ss  than $1,000 ,000 .

(4 ) F o r  p urposes of this p aragrap h  (e), 
a  govern m en t secu rities  in terd ealer  
b rok er n eed  not d edu ct loan s to 
co m m ercia l b anks for one business d a y  
of im m ediately  av ailab le  funds 
(com m on ly referred  to a s  “sa le s  of  
fed eral fu n d s") held b y the govern m en t 
secu rities  in terd ealer brok er in  
co n n ectio n  w ith  the c le a ra n ce  of 
secu rities  on the d ay  the loan  is m ad e.

(5) F o r  p urposes of this p aragrap h  (e), 
a  govern m en t secu rities  in terd ealer  
b rok er n eed  n ot d edu ct n et p air-off  
re ce iv a b le s  an d  m oney d ifferences until 
the clo se  of business of the third  
business d ay  follow ing the d ay  the  
funds are  due and  give-up rece iv ab les  
outstand ing no m o re  than  30 d ay s  from  
th e billing d ate , w h ich  shall be no la ter  
th an  the la s t d ay  of the m onth in w hich  
th ey arise , a s  o th erw ise  w ould be  
required  under § 2 4 0 .1 5 c3 -l(c )(2 )(iv )(B )  
o f this title.

(6) F o r  purposes of this p aragrap h  (e), 
a  govern m en t secu rities  in terd ealer  
b rok er shall d edu ct from  n et w orth  Vi of 
1 p ercen t o f the c o n tra c t valu e  of each  
govern m en t secu rities failed -to-d eliver  
c o n tra c t w hich  is outstand ing 5 business  
d ay s  or longer. Such  d edu ction  shall be  
in cre a se d  by an y  e x c e s s  o f the co n tra c t  
p rice  of the fa iled -to -d eliver c o n tra c t  
ov er the m ark et valu e  of the underlying  
secu rity .

(7) F o r purposes of this p arag rap h  (e), 
a  govern m en t secu rities  in terd ealer  
b rok er m ay exclu d e  from  its aggregate  
in d eb ted n ess com p u tation  in d eb ted n ess  
ad eq u ate ly  co lla tera lized  by  
govern m en t secu rities  outstand ing for 
n ot m ore than  one b usiness d ay  and  
offset by govern m en t secu rities  failed  to 
d eliver of the sam e issue an d  quantity. 
In no even t m ay  a  govern m en t secu rities  
in terd ealer b rok er exclu d e  any  
overn igh t bank  loan  attrib u tab le  to  th e  
sam e govern m en t secu rities  failed -to-  
d eliver co n tra c t for m ore than  one  
b usiness day. A  govern m en t secu rities  
in terd ealer b rok er n eed  not d ed u ct from  
n et w orth  the am ount by w h ich  the  
m ark et valu e of secu rities  failed  to  
T eceive outstand ing longer th an  th irty  
(30) ca le n d a r d ay s  e x c e e d s  th e c o n tra c t  
valu e of th ose failed  to rece iv e  as  
req u ired  b y § 2 4 0 .1 5 c 3 -l(c )(2 )(iv )(E )  of 
this title.

(8 )  (i) F o r p urposes of this p aragrap h
(e). a governm ent secu rities  in terd ealer  
b rok er shall d edu ct from  n et w orth  5 
p ercen t of its n et exp o su re  to e a c h

’ cou n terp arty .
(ii) Net exposure. F o r  p urposes of this 

p aragrap h  (e), n e t exp o su re  shall equal:

(A ) T h e sum  of the dollar a ra m n t of  
funds, debt instrum ents, o th ersesu rities , 
an d  oth er inven tory  at risk, in f te f i r s t  
in stan ce , to the governm ent secsrities  
in terd ealer brok er in the ev en t # t h e  
co u n te rp a rty ’s  default,

(B) R ed uced , but not to less f e n  zero, 
b y the sum  of:

(2) T he d ollar am ount of fu n is , debt 
instrum ents, o th er secu rities, an ® other  
in ven tory  a t  risk, in the first insfence, to 
th e co u n terp arty  in the even t o f t i e  
govern m en t secu rities  in terd eak r  
b rok er’s  default;

[2) T he d edu ctions taken fron m et 
w orth  for u n secu red  re ce iv a b le s  
rep u rch ase  an d  rev erse  repurchase  
d eficits , ag ed  fails to deliver, an ti aged  
fails to re ce iv e  arising from tran saction s  
w ith  the cou n terp arty ;

(5) D em and deposits in the cme 
w h ere  the cou n terp arty  is a com m ercial 
bank;

[4) L oan s for one business d a j 'o f  
im m ediately  availab le  funds (aan m on ly  
referred  to a s  “sales  of fed eral fends”) 
held  by the governm ent securities  
in te rd e a le r brok er in co n n ection  w ith  
the c le a ra n ce  of secu rities on tie  d ay  
the loan  is m ad e in the c a s e  w te re  the  
co u n terp arty  is a  com m ercial bask;

(5) C u stod ial holdings of securities in 
the c a s e  w h ere the cou nterparty  is a  
clearin g  bank  or clearing broker o f the  
govern m en t secu rities interdeafer 
b rok er; an d

(5) E xp o su re  to a cou nterparty due to 
holding m ark etab le  instrum ents subject 
to m ark et risk  h aircu ts  under Appendix 
A  to this section  (§ 4 0 2 .2a ) for sjhich the  
co u n terp arty  is the obligor.

(9) On the ap p lication  of the  
go vern m en t secu rities  in te rd e a e r  
broker, the d esig n ated  exam ining  
au th o rity  m ay e x te n d  the periods of tim e  
in this p aragraph  (e) if it determ ines th at 
the ex ten sio n  is w a rra n te d  b em u se of 
e x ce p tio n a l c ircu m sta n ce s  an d  th at the  
go vern m en t secu rities  interde&ikr b roker  
is actin g  in good  faith.

(f) Effective date. T his p a rt shall be  
effectiv e  July 2 5 ,1 9 8 7 , provides 
however, th a t until the la s t birifmess day  
in O cto b e r 1987, reg istered  gcxsemment 
secu rities  b rok ers an d  d e a le rsn e e d  n ot' 
com p ly w ith § 402 .2  (a ), (b), «nd (c) as  
long as:

(1) A  reg istered  govern m en t securities  
b ro k er or d e a le r th at a c ts  so ld y  a s  an  
in troducing b rok er w ithin  th e m eaning  
of § 2 4 0 .1 5 c 3 -l(a )(2 )  o f  this tiffehas and  
m ain tain s liquid ca p ita l, a s  defined in
§ 402.2(d ), in an  am oun t o f nriiless than  
$5 ,000 ; and

(2) A n y o th er reg istered  governm ent 
secu rities  b rok er o r d e a le r  h as and  
m ain tain s liquid ca p ita l, a s  sfefimed in
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§ 402 .2(d ), in an  am oun t of not less  than  
$50,000.

§ 402.2  Capital requirem ents for 
reg istered  governm ent secu rities brokers 
and d ealers.

(a) General rule. No government 
securities broker or dealer shall permit 
its liquid capital to be below an amount 
equal to 120 percent of total haircuts as 
defined in paragraph (g) of this section.

(b) Minimum liquid capital. 
N otw ith stan d ing the provisions of 
p aragrap h  (a ) of this section , a 
govern m en t secu rities  b rok er or d ealer  
shall h av e  an d  m ain tain  liquid cap ita l in 
an  am ount n ot less  th an  $25 ,000 , a fte r  
deducting to ta l h aircu ts  a s  defined in 
p aragrap h  (g) of this section .

(c ) Minimum liquid capital far 
introducing brokers. N otw ithstanding  
the provisions of p arag rap h s (a) and (b) 
of this section , a  govern m en t secu rities  
b rok er or d ealer th at a c ts  solely  as  an  
introducing b rok er w ithin the m eaning  
of § 2 4 0 .1 5 c 3 -l(a )(2 )  of this title, shall 
m ain tain  liquid cap ital in an  am ount not 
less than  $5,000, a fte r deducting total 
h aircu ts  a s  defined in p arag rap h  (g) of 
this section .

(d) Liquid capital. "Liquid capital" 
means net capital as defined in
§ 2 4 0 .1 5 c 3 -l(c )(2 )  of this title w ith the 
follow ing m odifications:

(1) T he p ercen tag es  u sed  to ca lcu la te  
the dedu ctions for failed  to d eliver 
c o n tra c ts  required  by § 2 4 0 .1 5 c 3 -  
l (c )(2 )(ix )  of this title w hen  the 
underlying instrum ent is a T re a su ry  
m ark et risk  instrum ent a s  defined in 
p arag rap h  (e) of this sectio n  a re  the  
ap p rop riate  net position  h aircu t facto rs  
specified  in p aragrap h  (f)(2) of this 
section ;

(2 )  The p ercen tag es  u sed  to ca lcu la te  
dedu ctions required  by § 2 4 0 .1 5 c 3 -  
l(c )(2 )(iv )(B ) of this tid e  for secu rities  
th at a re  T reasu ry  m ark et risk

in strum ents a re  the ap p rop riate  n et 
p osition  h aircu t fa cto rs  specified  in 
p arag rap h  (f)(2) of this section ;

(3) T he d edu ction  required  by
§ 2 4 0 .1 5 c3 -l(c )(2 )(iv )(F )(3 )(/)  of this title  
relatin g to rep u rch ase  agreem en t deficits  
shall be d eterm ined  w ithout referen ce  to  
§ 24 0 .1 5 c 3 - l  (c )(2 ) (iv) (F) (3) (/) (Z?) or 
§ 2 4 0 .1 5 c3 -l(c )(2 )(iv )(F )(3 )(/)(C );

(4) T h e dedu ctions from  n et w orth  
req u ired  by S§ 2 4 0 .1 5 c 3 -l  Jc)(2 )(v i) and
(c)(2)(v iii) o f this title an d  the  
ad justm en ts to n et w orth  se t forth in
| 2 4 0 .1 5 c 3 -la  an d  § 2 4 0 .1 5 c 3 -lb  o f this 
title (A pp en dices A  an d  B to S E C  Rule  
1 5 c 3 - l )  a re  om itted;

(5) N et p air-off re ce iv a b le s  and  m oney  
d ifferen ces n eed  n o t be d ed u cted  a s  
oth erw ise  w ould  be required  und er
| 2 4 0 .1 5 c3 -l(c )(2 )(iv )(B ) of this title until 
the c lo se  of b usiness of the third  
b usiness d ay  follow ing the d ay the 
funds are  due;

(6) G ive-up re ce iv a b le s  ou tstanding no  
m ore th an  30 d ays from  the billing d ate , 
w h ich  shall be no la te r  than  the last d a y  
of the m onth in w hich  th ey arise , n eed  
n ot be d ed u cted  a s  oth erw ise w ould be  
required  und er § 2 4 0 .1 5 c3 -l(c )(2 )(iv )(B )  
of this title;

(7) L oan s to com m ercial bank s for one  
business d ay  of im m ediately  a v ailab le  
funds (com m on ly referred  to as  “sa le s  of  
fed eral funds”) held by the govern m en t 
secu rities b rok er or d e a le r in con n ection  
w ith the c le a ra n ce  of secu rities  on the  
d ay  the loan  is m ad e n eed  n ot be  
dedu cted ; and

(8) In determ ining n et w orth, all long 
an d  short p ositions in unlisted  options  
th at a re  T re a su ry  m ark et risk  
instrum ents shall b e ev alu ated  in the  
m an n er se t forth in § 2 4 0 .1 5 c 3 -  
l(c )(2 )(i ) (B )(J )  an d  not in the m an n er set 
forth  in § 2 4 0 .1 5 c3 -l(c )(2 )(i)(B )(2 )  of this 
title.

(e) Treasury market risk instruments.
(1) F o r  p urposes of this p art, the term

‘T re a s u ry  m arket risk  in stru m en t” 
m ean s the follow ing d ollar-denom inated  
secu rities , d ebt instrum ents, and  
d erivativ e  instrum ents:

(1) G overnm ent secu rities , e x ce p t  
equity secu rities and th ose m ortgage- 
b a ck e d  secu rities d escrib ed  in 
p arag rap h  (e)(2) of this section ;

(ii) Z ero-coup on  receip ts  or  
c e rtifica te s  b ased  on m ark etab le  
T reasu ry  n otes  or bonds;

(iii) M ark etab le certifica tes  of deposit 
o f  n o m ore than  one y e a r  to  m aturity ;

(iv) B an kers a cce p ta n ce s ;
(v) C om m ercial p ap er o f n o  m ore than  

o n e y e a r  to m aturity  ra te d  in one of the 
th ree  highest categ o ries  b y a t le a s t two 
n ation ally  recognized  s ta tis tica l rating  
organ ization s;

(vi) Futures, fo rw ard s, an d  listed  
options on T reasu ry  m ark et risk  
instrum ents d escrib ed  in p aragrap h s
(e )(l)(i)—(v) of this sectio n  or on time 
d eposits w h ose  ch an ges in yield  are  
clo sely  co rre la ted  w ith  the T reasu ry  
m ark et risk instrum ents d escrib ed  in 
p aragrap h  (e )(l)(iii) of this section , 
settled  on a c a sh  or d elivery  b asis;

(vii) O ptions on th ose futures  
c o n tra c ts  d escrib ed  in p aragrap h
(e )(l)(v i) o f this section , settled  on a 
c a sh  or delivery  b asis; an d

(viii) U nlisted  options on m arketable  
T re a su ry  bills, n otes or bonds.

(2) ‘T re a s u ry  m ark et risk  instrum ent” 
d oes not include m o rtgag e-b ack ed  
secu rities th at do not p a ss  through to 
e a ch  secu rity  holder on a pro ra ta  basis  
a  distribution b ased  on the m onthly  
p aym en ts and  p rep aym en ts o f principal 
an d  in terest on the underlying pool of 
m ortgage co lla tera l less fees  and  
e x p e n se s .

(f)(1) Haircut categories. F o r  purposes  
o f this p art, the ap plicable ca teg o ries  
w ithin  w hich  non -zero-cou p on  and zero- 
cou pon  T re a su ry  m arket risk  
instrum ents are  classified  are :

A.
B. 
C
D.

E.

Category Term or type for non-zero-coupon instruments Term for zero-coupon instruments

Less than 45 days....... ................................... ......... ........ ..
At least 45 days but less than 135 days.............................
At least 135 days but less than 9 months........... ...............
At least 9 months but less than 1 year, 6 months..............

At least 1 year, 6 months but less than 3 years, 6 months

Less than 45 days.
At least 45 days but less than 135 days. 
At least 135 days but less than 9 months. 
At least 9 months but less than 1 year, 6 

months.
At least 1 year, 6 months but less than 3

years.
F . ...

G. ...

H. ...
I ....
J....
MB.
AR.

At least 3 years, 6 months but less than 7 years, 6 months

At least 7 years, 6 months but less than 15 years...............

15 years and over...................................................................

At least 3 years but less than 5 years, 6 
months.

At least 5 years, 6 months but less than 9 
years.

At least 8 years but less than 12 years. 
At least 12 years but less than 21 years 
21 years and over.

All fixed rate mortgage-backed securities that are Treasury market risk instruments.... 
All adjustable rate mortgage-backed securities that are Treasury market risk instru

ments.
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(2) Haircut factors. For purposes of 
this part, the applicable net position and 
offset haircut factors to be used in the 
calculation of the Treasury market risk 
haircut are as follows:

Category

Haircut teeters

Net
position
haircuts

(percent)

Offsets
(percent)

A ............................. None None
B ............................... 0.12 0.02
C .............................. 0.20 0.03
D ....................... ...... 0.45 0.07
E .............. ................ 1.10 0.22
F .............................. 220 0.44
G ------------------------ 3.30 0.50

Haircut factors

Category Net
position
haircuts
(percent)

Offsets
(percent)

H ...................... 4.50 0.90
I ..................... _........ 7.75 1.55
J............................... 11.25 3.38
MB........................... 3.30 0.66
AR........................... 1.10 0.22

(3) Category pair hedging 
disallowance haircut factors. F o r  
p urposes of this part, the ap plicable  
c a te g o ry  p air hedging d isa llo w an ce  
h aircu t fa cto rs  to  be used in the 
calcu latio n  o f  the T reasu ry  m arket risk  
haircut a re  a s  follow s:

Category
Percent disallowed

C 0 E j F G H I J ! MBI

B ............................ 30 40 I
!
S .

C ........................... 20 30 |............. |
D ............................ 20 | 30 40 ............. L .........
E............................. ............. | 20 30

.........
40

20 30 40 .............I 30
G ........................... | 20 30 .............  30

j 20 40 ] 40
I j 40 ...........I______ I_______ •Jj _______L _

(g) Total haircuts. ‘Total haircuts" 
equals the sum of the credit risk haircut 
and the market risk haircut.

(1} Credit risk haircut. The "credit risk 
haircut" equals the sum of the total 
counterparty exposure haircut, the total 
concentration of credit haircut and the 
credit volatility haircut.

(i) Net credit exposure. For purposes 
of this part, net credit exposure shall 
equal:

(A) The sum of the dollar amount of 
funds, debt instruments, other securities, 
and other inventory at risk to the 
government securities broker or dealer 
in the event of the counterparty's default 
and the market value of purchased 
unlisted options written by the 
counterparty that are Treasury market 
risk instruments,

(B) Reduced, but not to less than zero, 
by the sum of:

[1] The dollar amount of funds, debt 
instruments, other securities, and other 
inventory at risk to the counterparty in

the even t of the governm ent secu rities  
b rok er's  or d e a le r’s default and the 
m arket value of unlisted options w ritten  
by the governm ent secu rities  b roker or 
d ealer and held by the cou n terp arty  that 
a re  T re a su ry  m arket risk instrum ents;

[2} The deductions tak en  from net 
w orth  for u nsecured  re ce iv a b le s, 
rep u rch ase  and rev erse  rep u rch ase  
agreem en t deficits, aged  fails to deliver, 
and aged  fails to rece iv e  arising from  
tra n sa ctio n s  w ith  the cou n terp arty ;

(3) D em and deposits  in  the ca se  
w h ere the cou n terp arty  is a com m ercial  
bank;

(4) Loan s for one b usiness d a y  of 
im m ediately av ailab le  funds {com m only  
referred  to as " s a le s  of fed eral funds” ) 
held by the govern m en t secu rities  
brok er or d ealer in co n n ectio n  w ith  the  
c le a ra n ce  of secu rities  on the d ay  the 
loan  is m ad e in the c a s e  w h ere the 
co u n terp arty  is a com m ercial bank;

(5) C ustodial holdings of secu rities  in 
the ca se  w h ere the cou n terp arty  is a

clearing bank  or cle a rin g b ro k e r of the  
governm ent securities b rok er o r d e a le r  
and

(6) E xp o su re  to a  cou nterparty  due to 
holding m ark etab le instrum ents subject 
to m arket risk  h aircu ts under A ppendix  
A  to this se ctio n  {§ 402 .2a) fo r  w hich  the 
cou n terp arty  is the obligor.

fii) Total counterparty expmure 
haircut. The “total counterparty 
exposure haircut" equals the sum of the 
counterparty exposure haircuts taken 
for all counterparties except a Federal 
Reserve Bank, of the government 
securities broker or dealer. Use 
“counterparty exposure haircut" equals 
the product of a counterparty exposure 
haircut factor of 5 percent and the net 
credit exposure to a single counterparty 
not in excess of 15 percent of the 
government securities brokers or 
dealer’s liquid capital.

(iii) Total concentration of credit 
haircut. The “total concentration of 
credit haircut" equals the sum of the 
concentration of credit haircuts taken 
for all counterparties of the government 
securities broker or dealer. The 
"concentration of credit haircut" equals 
the product of a concentration of credit 
haircut factor of 25 percent and the 
amount by which the net credit 
exposure to a single counterparty is in 
excess of 15 percent of the government 
securities broker’s or dealer’s liquid 
capital.

(iv) Credit volatility haircut The  
"cre d it vo latility  h a ircu t"  equals the 
p rod u ct of a  cred it volatility  haircut 
fa c to r of 6 .15  p ercen t an d  the dollar 
am oun t o f the larg er o f  th e  gross long 
position  or gross  sh o rt position in those  
T reasu ry  m arket risk instrum ents  
d escrib ed  in p aragrap h s (e)(1 ) (iii), (iv) 
an d  (v) of this se ctio n  th at have a  term  
to m aturity  g re a te r  th an  44 days, 
including futures and  forw ard s thereon , 
settled  on a ca sh  or d elivery b asis.

(2) Market risk haircut. The “m arket 
risk  h a ircu t” eq uals the sum of the  
T reasu ry  m ark et risk  h aircut and  the 
oth er se cu ritie s  h aircut, calcu lated  in 
a c c o rd a n c e  w ith the provisions of 
A pp en dix A  of this section , § 402 .2a .

(h) Debt-equity requirements. No * 
govern m en t secu rities b rok er or d ealer  
shall perm it the total of outstanding  
principal am ounts o f its sa tisfacto ry  
subordination  agreem en ts  a s  defined in 
|  240 .15 c 3 - ld  of this title (A pp en dix D 
to SEC  Rule 1 5 c 3 - l )  m odified as
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provided  in A pp en dix D to this section ,
§ 402 .2d , to e x c e e d  the allo w ab le  levels  
se t forth in § 2 4 0 .1 5 c 3 -l(d )  of this title.

(i) Limitation on withdrawal of equity 
capital. No equity cap ita l of the 
govern m en t secu rities  brok er or d ealer  
or a sub sid iary  or affiliate con so lid ated  
pursuant to A pp en dix C to this section ,
§ 4 0 2 .2c , m ay  be w ith d raw n  by actio n  of 
a stock h old er or p artn er, o r by  
redem ption  or p u rch ase  of sh ares  of 
stock  by an y of the con so lid ated  entities  
or through the paym en t o f d ividends or 
any sim ilar distribution, n or m ay  any  
u nsecu red  a d v a n ce  or loan  be m ad e to a  
stockholder, p artn er, sole  p rop rietor or  
em ployee if, a fte r giving effect th ereto  
and to any o th er such w ith d raw als , 
a d v a n ce s  or loan s and an y  P aym en ts of 
P aym en t O bligations (as  defined in 
§ 2 4 0 .1 5 c 3 -ld  of this title, A ppendix D to 
SEC Rule 1 5 c 3 - l ,  m odified as  provided  
in A pp en dix D to this section , § 402.2d) 
under sa tis fa c to ry  subordination  
agreem en ts w hich  are  sch edu led  to 
o ccu r w ithin s ix  m onths follow ing such  
w ith d raw al, a d v a n ce  or loan, either:

(1) The ra tio  of liquid cap ital to total 
h aircu ts, d eterm ined  as provided  in
§ 402.2, w ould  b e less than  150  percent; 
or

(2) Liquid ca p ita l m inus total haircuts  
w ould be less than  120  p ercen t of the 
m inimum cap ita l required  by § 402.2(b ) 
or § 40 2 .2 (c ) a s  applicable; o r

(3) In the c a s e  of any governm ent 
secu rities b ro k er or d e a le r included in . 
such co n so lid ation , the total outstanding  
principal am o u n ts of sa tis fa c to ry  
sub ordin ation  agreem en ts  of the  
govern m en t secu rities  b rok er or d ealer  
(o th er than  such agreem en ts  w hich  
qualify a s  equity und er § 2 4 0 .1 5 c 3 -l(d )  
of this title) w ould  e x c e e d  70% of the 
d ebt-equity to ta l as  defined in such
§ 2 4 0 .1 5 c 3 -l(d ) .
The term  equity cap ita l includes cap ital 
con trib ution s by p artn ers , p a r or sta ted  
valu e of cap ita l stock , paid-in  cap ita l in 
e x c e s s  of p ar, re ta in ed  earn in gs or oth er  
cap ita l a cco u n ts . T h e term  equity cap ita l  
d oes n ot include secu rities  acco u n ts  of 
p artn ers  and b ala n ce s  in lim ited  
p a rtn e rs ’ ca p ita l a cco u n ts  in e x c e s s  of 
their s ta te d  ca p ita l con trib ution s. T his  
p rovision  shall n ot p reclud e a  
govern m en t secu rities  b rok er or d ealer  
from  m aking required  ta x  p aym en ts or 
p reclud e the p ay m en t to p artn ers  of 
re a so n a b le  com p en satio n .

(j) Modification of appendices to
§ 240.15c3-l of this Title. F o r  p urposes  
o f this section , A p p en d ix  C to this  
sectio n  (§ 4 0 2 .2c) is sub stitu ted  for 
A p p en d ix  C to Rule 1 5 c 3 - l  (§ 2 4 0 .1 5 c 3 -  
1 c  o f this title), and  A p p en d ix  D to Rule  
1 5 c 3 - l  (§ 2 4 0 .1 5 c 3 -ld  of this title), 
relatin g  to S a tisfa c to ry  S ub ordination

A greem en ts , is m odified a s  provided  in 
A pp en dix D to this section  (§ 402.2d).

§ 402.2a Appendix A—Calculation of 
m arket risk haircut for pu rposes of
§ 402.2(g)(2).

The market risk haircut is the sum of 
the Treasury market risk haircut and the 
other securities haircut, calculated as 
follows.

(a) Treasury market risk haircut. The 
“Treasury market risk haircut” equals 
the sum of the total governments offset 
portion haircut, the total futures and 
options offset haircut, the total hedging 
disallowance haircut, and the residual 
net position haircut, calculated with 
respect to financings and positions in 
Treasury market risk instruments, 
except to the extent that a permissible 
election is made pursuant to paragraph 
(b)(1) of this section to include qualified 
positions in the calculation of the other 
securities haircut.

(1) Total governments offset portion 
haircut. T he “to tal govern m en ts offset 
portion h a ircu t” equals the sum of the  
govern m en ts offset portion  h aircu ts  
ca lcu la ted  for e a ch  ca te g o ry  in 
§ 402 .2(f)(1 ). T h e “govern m en ts offset  
portion  h a ircu ts” equal, for e a ch  
ca te g o ry  in § 402.2(f)(1), the p roduct of  
the offset h aircu t fa c to r  for th at ca teg o ry  
se t out in § 402 .2(f)(2 ) and the sm aller of  
the absolute  v alu es of the gross long  
im m ediate position  or gross short 
im m ediate p osition  for th at ca teg o ry . 
S ch edu les B and C in p aragrap h  (c) of 
this sectio n  can  b e used  to m ake this 
calcu latio n .

(i)(A ) T he “gross long im m ediate  
p o sitio n " for p urposes of this p art 
equals, for e a ch  ca te g o ry  e x c e p t  
ca te g o rie s  M B an d  A R  in § 402 .2(f)(1 ), 
the sum of the m ark et v alu es of e ach  
long im m ediate position  in T re a su ry  
m ark et risk instrum ents w ith  a term  to  
m atu rity  (or, in the c a s e  of a  floating  
ra te  note , the tim e to the n e x t sch edu led  
in terest ra te  ad ju stm en t o r the term  to  
m atu rity , w h ich ev er is less) 
corresp on d ing to such  ca teg o ry , the  
c o n tra c t v a lu es of e a ch  rev erse  
re p u rch a se  agreem en t w ith a  term  to  
m atu rity  o r tim e to the n e x t sch edu led  
in terest ra te  adjustm ent, w h ich ev er is 
less, corresp on d ing to th at ca teg o ry , an d  
the valu es o f the c a sh  co lla te ra l of e a c h  
secu rity  b orrow ing w ith  a term  to  
m atu rity  or tim e to n e x t sch edu led  
in terest ra te  ad justm en t, w h ich ev er is 
less, corresp on d ing to such ca teg o ry .

(B) In the case of category MB, the 
“gross long immediate position” equals 
the sum of the market values of all long 
immediate positions in fixed rate 
mortgage-backed securities which are 
Treasury market risk instruments.

(C ) In the c a s e  of ca te g o ry  A R , the  
“g ro ss long im m ediate p osition ” equals  
the sum  of the m arket valu es o f all long 
im m ediate  positions in ad ju stab le  rate  
m o rtgag e-b ack ed  secu rities  w hich  are  
T reasu ry  m arket risk  instrum ents.

(ii) (A ) The “gross sh o rt im m ediate  
p ositio n ” for purposes of this section  
eq uals, fo r e a ch  ca teg o ry  e x c e p t  
ca te g o rie s  M B and A R  in § 402.2(f)(1), 
th e sum  of the m arket v alu es of each  
sh o rt im m ediate position  in T reasu ry  
m ark et risk instrum ents w ith  a term  to 
m atu rity  (or, in the c a s e  of a  floating  
ra te  n ote , the tim e to the n e x t scheduled  
in terest ra te  adjustm ent o r the term  to 
m atu rity , w h ich ever is le ss)  
corresp on d ing to such ca te g o ry , and the 
v alu es of funds rece iv ed  from  each  
financing tran sactio n  (including  
rep u rch ase  agreem en ts, secu rities  
lending secu red  by c a sh  co llateral, and  
term  financings, but exclud ing  
sub ordin ated  d ebt w hich  m eets  the 
requirem ents of § 2 4 0 .1 5 c 3 -ld  of this 
title m odified a s  provided  in § 402.2d) 
w ith  a term  to m atu rity  or tim e to the 
n e x t sch edu led  in terest ra te  adjustm ent, 
w h ich ev er is less, corresponding to that 
ca teg o ry .

(B) In the c a s e  of ca teg o ry  MB, the 
“gross short-im m ediate position” equals  
the sum  of the m ark et valu es of all short 
im m ediate positions in fixed  rate  
m o rtgag e-b ack ed  secu rities w hich  are  
T re a su ry  m ark et risk instrum ents.

(C ) In the c a s e  of ca teg o ry  A R , the  
“gross sh o rt im m ediate p osition ” equals  
the sum  of the m arket valu es o f all short 
im m ediate  positions in ad ju stab le  ra te  
m o rtgag e-b ack ed  secu rities w h ich  are  
T re a su ry  m ark et risk instrum ents.

(iii) T h e term  “long im m ediate  
p osition ” in a  T reasu ry  m arket risk  
in stru m en t m ean s, for p urposes of this 
p art:

(A ) T h e n et long position in a 
T re a su ry  m ark et risk  instrum ent a s  of 
the trad e d ate , e x c e p t w hen the 
settlem en t d ate , in the ca se  of a  
T re a su ry  m ark et risk  instrum ent e x c e p t  
a  m o rtg ag e-b ack ed  secu rity , is 
sch ed u led  m ore than five business d ays  
in the future, and, in the ca se  of a 
m o rtg ag e-b ack ed  secu rity , m ore than  
th irty  ca le n d a r d ays in the future;

(B) T h e n et long w h en-issued  position  
in a  m ark etab le  U .S. T reasu ry  secu rity  
b etw een  an noun cem en t an d  issu e d ate ; 
and

(C) The net long w h en-issu ed  position  
in a governm ent ag en cy  or a govern m en t 
sponsored  agen cy debt secu rity  b etw een  
re le a se  d ate  and  issu e d ate .

(iv) The term  “short im m ediate  
p osition” on a  T re a su ry  m ark et risk  
instrum ent m ean s, for p urposes of this  
p art:
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(A) The net short position in a 
Treasury market risk instrument as of 
the trade date, except when the 
settlement date, in the case of a 
Treasury market risk instrument except 
a mortgage-backed security, is 
scheduled more than five business days 
in the future, and, in the case of a 
mortgage-backed security, more than 
thirty calendar days in the future;

(B) The net short when-issued position 
in a marketable U.S. Treasury security 
between announcement and issue date; 
and

(C ) The net short when-issued 
position in a government agency or a 
government sponsored agency debt 
security between release date and issue 
date.

(2) Net immediate position interim 
haircut. T he “n et im m ediate position  
interim  h aircu t” eq uals, for e a c h  
ca te g o ry  in § 402 .2(f)(1 ), the prod u ct of 
the net position  h aircu t fa c to r  fo r that 
ca te g o ry  and  the sum  o f  the gross  long 
im m ediate  position  and  the gross sh o rt 
im m ediate  position  for th at ca te g o ry . F o r  
purposes of this p art, a gross long  
im m ediate position  shall be a  p ositive  
num ber an d  a gross short im m ediate  
position  shall be a  n egative  num ber. 
S ch ed u les B an d  C  in p aragrap h  (c) of  
this sectio n  c a n  be used  to m ak e this 
ca lcu la tio n .

(3) Total futures and options offset 
haircut. The “total futures and options 
offset haircut" equals the sum of the 
futures and options offset haircuts 
calculated for each category in
§ 4 0 2 .2 (f j(l) . T he “futures an d  options  
offset h a ircu t” eq uals, for e a c h  ca teg o ry  
in § 402.2(f)(1). the p rod u ct o f a  futures  
an d  options offset fa c to r  o f  2 0  p ercen t  
and the sm aller of the ab so lu te  valu es of  
the positive an d  n egative  agg regate  
interim  h aircu ts  for th at ca teg o ry . 
S ch edu le D in p aragrap h  (c) o f this 
sectio n  ca n  be used  to m ak e this  
ca lcu la tio n .

(i) Positive aggregate interim haircut. 
T h e “positive agg reg ate  in terim  h a ircu t” 
eq uals, for e a ch  c a te g o ry  in § 402 .2(f)(1 ), 
the sum  of the p ositiv e n et im m ediate  
position  in terim  h aircu t (se e  p aragrap h  
(a )(2 ) of this sectio n ), the g ro ss  long 
futures an d  fo rw ard  interim  haircut, and  
the positive g ro ss  options interim  
h aircu t for th at ca teg o ry . S ch ed u le  D in 
p aragrap h  (c ) of this section  c a n  b e  used  
to  m ak e this calcu latio n .

(A) Gross long futures and forward 
interim haircut. T h e “g ro ss long futures  
and fo rw ard  interim  h a ircu t"  eq uals, for 
e a c h  c a te g o ry  in § 402.2(f)(1), the sum  of 
the interim  h aircu ts  on e a ch  long futures  
position  an d  long fo rw ard  position  
p laced , in the c a s e  o f  a futures or 
fo rw ard  c o n tra c t on  T re a su ry  m ark et 
risk in stru m en ts e x c e p t m ortgage-

b a ck e d  secu rities, in the ca teg o ry  
corresp on d in g  to the sum  of the term  to  
m atu rity  of the c o n tra c t an d  the term  to  
m atu rity  o f the underlying instrum ent a t  
the tim e of the m atu rity  of the c o n tra c t  
or, in the c a s e  o f  a  futures o r fo rw ard  
c o n tra c t on T re a su ry  m ark et risk  
m o rtg ag e-b ack ed  secu rities, the ca te g o ry  
corresp on d ing to the type of T re a su ry  
m ark et risk  m o rtgag e-b ack ed  secu rity .

(1 ) F o r  purposes o f this p art, the  
“interim  h aircu t on e a c h  long futures  
position  and e a ch  long fo rw ard  
position ” is the p rod u ct of th e  net 
p osition  h a ircu t fa c to r  for the ca teg o ry  
corresp on d in g  to , in th e c a s e  o f  a futures  
or fo rw ard  c o n tra c t on T re a su ry  m arket 
risk  instrum ents ex ce p t m ortgage- 
b a ck e d  secu rities, the m atu rity  of the 
underlying instrum ent at the tim e of the  
m atu rity  of the co n tra c t or, in the c a s e  of 
a  futures or fo rw ard  c o n tra c t on  
T re a su ry  m ark et risk m ortgag e-b ack ed  
secu rities , the type of T reasu ry  m arket 
risk  m o rtgag e-b ack ed  secu rity  an d  the 
valu e o f the long futures p osition  or long  
fo rw ard  position  e v alu ated  at the  
cu rren t m ark et p rice for such  co n tra c t.

(2) For purposes of this part, the gross 
long futures and forward interim haircut 
shall be a positive number.

(B) Positive gross options interim 
haircut. T h e “p ositiv e  gross options  
interim  h aircu t” equals, for e a ch  
c a te g o ry  in § 402 .2(f)(1 ), the sum  o f the  
in terim  h aircu ts  on e a ch  p u rch ased  call 
an d  sold  put p la ce d  in the ca teg o ry  in 
w h ich  the underlying instrum ent w ould  
be p laced .

(1) F o r  p urposes of this p art, the  
“interim  h aircu t on  e a c h  p u rch ased  call  
and sold  p u t” eq uals the le s se r  of the 
m ark et valu e of the option or, {/)  in the  
c a s e  o f an  option on a  ca sh  instrum ent, 
the p rod u ct of the n et p osition  h aircut 
fa c to r  for the ca te g o ry  to w h ich  the 
underlying cash  instrum ent corresp on d s  
and  the m ark et valu e  o f the underlying  
c a sh  instrum ent or, [ii] in the c a s e  o f an  
option on  a  futures c o n tra c t, the interim  
h aircu t on the underlying futures  
c o n tra c t.

(2) F o r  p urposes of this p art, the  
p ositiv e  gross  options interim  h aircu t is 
a p ositiv e num ber.

(ii) Negative aggregate interim 
haircut T he “n egative  aggregate  interim  
h a ircu t” equals, for e a c h  ca te g o ry  in 
§ 402 .2(f)(1 ), the sum  of the n egative  n et 
im m ediate  position  interim  h aircu t (see  
p arag rap h  (a)(2 ) of this section ), the 
g ro ss  sh o rt futures and fo rw ard  interim  
h aircu t, and  the n egative  gross options  
interim  h aircu t for th at category . 
Sch edu le D in p arag rap h  (c) of this 
sectio n  ca n  be used  to m ake this 
calcu latio n .

(A) Gross short futures and forward 
interim haircut. The “gross short futures

an d  fo rw ard  interim  h aircu t” eq uals, foi 
e a c h  c a te g o ry  in § 402.2(f)(1), the sum of 
the interim  h aircu ts  on e a c h  short 
futures position  and short forw ard  
p osition  p laced , in the c a s e  o f  & futures  
o r  fo rw ard  co n tra c t on T re a su ry  m ark et 
risk  instrum ents e x c e p t m ortgage- 
b ack ed  secu rities, in the categ o ry  
corresp on d ing to the sum  of the term  to  
m atu rity  of the co n tra c t an d  the term  to 
m atu rity  of the underlying instrum ent at 
the tim e of the m atu rity  of the c o n tra c t  
or, in the c a s e  o f a  futures o r fo rw ard  
co n tra c t on T re a su ry  m arket risk  
m ortgag e-b ack ed  secu rities, in the 
ca teg o ry  corresponding to the type of 
T re a su ry  m ark et risk  m ortgage-back ed  
secu rity .

(1) F o r  purposes of this p art, the 
“interim  h aircu t on each  short futures  
position  and e a ch  short fo rw ard  
p osition ” is the product of the n e t  
p osition  h aircu t fa c to r  for the ca te g o ry  
corresp on d ing to, in the c a se  of a  futures  
o r fo rw ard  c o n tra c t on T reasu ry  m ark et 
risk  instrum ents e x c e p t m ortgage- 
b a ck e d  secu rities, the m aturity  of the  
underlying instrum ent at the tim e o f the  
m atu rity  of the c o n tra c t or, in the c a s e  of  
a  futures or fo rw ard  co n tra c t on 
T re a su ry  m ark et risk m o rtgage-back ed  
secu rities , the type o f T reasu ry  m arket 
risk  m o rtgag e-b ack ed  secu rity  and the 
valu e of the short futures position or 
short fo rw ard  position  ev alu ated  a t  the 
cu rren t m arket price for such  co n tract.

(2) F o r  purposes of this p art, the gross  
sh o rt futures and  fo rw ard  interim  
h aircu t is a  n egative num ber.

(B) Negative gross options interim 
haircut. T he “n egative  gross  options 
interim  h a ircu t” equals, for each  
ca te g o ry  in § 402 .2(f)(1 ), the sum of the 
interim  h aircu ts  on e ach  sold call and  
p u rch ased  put p laced  in the ca teg o ry  in 
w h ich  the underlying instrum ent w ould  
b e p laced .

(1) F o r  p u rp o ses of this part, the 
“interim  h aircu t on e a c h  sold call and  
p u rch ased  put” eq uals the le sse r of the  
m ark et valu e  of the option or, (i) in the  
c a s e  o f  an  option on a cash  instrum ent, 
the p rod u ct of the n et position h aircu t  
fa c to r  for the ca te g o ry  to w hich the  
underlying ca sh  instrum ent corresp on d s  
an d  the m ark et valu e  of the underlying  
c a sh  instrum ent or, (//) in th e c a s e  of an  
option on a futures co n tract, the interim  
h aircu t on the underlying futures  
co n tra c t.

(2) F o r  purposes of this p art, the  
n egative  gross options interim  h aircu t is 
a n egative  num ber.

(4) Total hedging disallowance 
haircut. T h e “total hedging d isallo w an ce  
h a ircu t"  eq uals the sum  of the hedging  
d isallo w an ce  h aircu ts  c a lcu la te d  
p ursuant to each  n ettin g o f qualified
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netting interim  h aircu ts . T he "hedging  
d isallow an ce  h aircu t"  equals the  
ab so lute value of the prod u ct of the  
ap plicable ca teg o ry  p air hedging  
d isallo w an ce  h aircu t fa c to r specified  in 
§ 402.2(f)(3) an d  the sm aller in ab solute  
valu e of an y  tw o qualified netting  
interim  h aircu ts, n etted  in a c co rd a n c e  
w ith the provisions o f  this p aragrap h . 
Schedule E  in p arag rap h  (c ) o f this 
section  ca n  be used  to m ak e this  
calcu lation .

(1) Qualified netting interim haircut. 
T he term  “qualified netting interim  
h aircu t"  m ean s a resid ual position  
interim  haircut or a  n et resid ual position  
interim  h aircut.

(A ) Residual position interim haircut. 
T h e “resid ual position  interim  h aircu t"  
equals, for e a ch  ca teg o ry  in § 402.2(f)(1), 
the sum  of the positive agg regate  interim  
h aircu t an d  the n egative aggregate  
in terim  h aircu t corresp on d ing to the  
ca teg o ry , ca lcu la ted  in a c co rd a n c e  w ith  
the provisions of p aragrap h  (a )(3 ) of this 
section .

(B ) ( J )  Net residual position interim 
haircut. T h e "n e t resid ual position  
interim  h aircu t"  eq uals, fo r an y  tw o  
ca teg o ries  b etw een  w hich  netting is 
perm itted , the sum  of (i) the residual 
position  interim  h aircu ts  ca lcu la ted  for 
th ose ca teg o ries , in th e c a s e  of the  
ca teg o ry  of the larg er in ab so lute  value  
of the tw o resid ual position  interim  
h aircu ts  being n etted , an d  (//) zero , in  
the c a s e  of the ca te g o ry  of the sm aller in 
ab so lute valu e  of the tw o residual 
p osition  interim  h aircu ts  being netted .

[2] F o r  the p urposes of this paragraph
(a)(4), netting is perm itted  only b etw een  
ca te g o rie s  for w hich  a  ca te g o ry  p air  
hedging d isa llo w a n ce  haircut fa c to r  has  
b een  specified  in p arag rap h  § 4 0 2 ^ (fX 3 ).

(ii) N et resid ual position  interim  
h aircu ts  shall b e sub stitu ted  for the  
resid ual position  interim  h aircu ts  in the 
resp ectiv e  ca te g o rie s  in w hich  they h ave  
b een  p laced  an d  shall b e  con sid ered  as  
if they w ere  resid u al p osition  interim  
h aircu ts . N ew  n et resid u al position  
interim  h aircu ts  m ay  con tinu e to be

ca lcu la ted  until for e a ch  ca teg o ry  p air  
for w hich  netting is perm itted  a t  le a st  
one of the tw o qualified netting interim  
h aircu ts  is zero  or both  qualified netting  
interim  h aircu ts  a re  of the sam e sign.

(5) Residual net position haircut The  
“resid ual net position  h aircu t"  eq uals  
the sum  o f the ab so lute  valu es of all 
qualified  netting interim  h aircu ts  
rem aining in e a ch  ca te g o ry  a fte r the  
com pletion  of the ca lcu la tio n  of  
p erm issible nettings d escrib ed  in 
p aragrap h  (a)(4) of this section .
S ch edu le E  in p aragrap h  (c) of this 
sectio n  can  be used to m ak e this 
ca lcu la tio n .

(b) Other securities haircut T he  
"o th e r secu rities  h aircu t” equals the sum  
of all dedu ctions specified  in § 2 4 0 .1 5 c 3 -  
1 (c)(2 )(v i) and  (c)(2)(v iii) of this title an d  
§ §  2 4 0 .1 5 c 3 -la  and 2 4 0 .l5 c 3 -lb  of this 
title for long an d  short p ositions in 
secu rities , futures c o n tra c ts , fo rw ard  
co n tra c ts , options, and o th er inven tory  
w hich  a re  not T re a su ry  m ark et risk  
instrum ents a s  defined in § 402 .2(e).

(1) A  reg istered  govern m en t secu rities  
brok er or d e a le r m ay  e le ct to exclu d e  
from  its ca lcu la tio n  of the T reasu ry  
m ark et risk h aircu t an d  include in its 
ca lcu la tio n  of the o th er secu rities  
h aircu t long and  sh o rt p ositions in 
T re a su ry  m ark et risk  in strum ents if such  
positions form  p art of a  hedge again st  
long and short p ositions in secu rities , 
futures co n tra c ts , fo rw ard  co n tra c ts , o r  
options w hich  are  not T re a su ry  m ark et 
risk  in strum ents. O nly the portion  of the 
to ta l position  in a T re a su ry  m arket risk  
instrum ent th at form s p art of such hedge  
m ay  be exclu d ed  from  the ca lcu la tio n  of  
the T re a su ry  m ark et risk  h aircu t and  
included in the ca lcu la tio n  o f  the o th er  
secu rities  h aircut.

(2) F o r  purposes of this p aragrap h  (b), 
a  gross  long o r  sh o rt position  in 
T re a su ry  m ark et risk instrum ents shall 
be con sid ered  p art of a hedge if the 
inclusion of such position  in the  
ca lcu la tio n  of the o th er secu rities  
h aircu t w ould  serve  to red u ce  said  
h aircu t.

(3) F o r purposes of this p aragrap h  (b) 
a s  it re la te s  to § 2 4 0 .1 5 c 3- l ( c ) ( 2 )(vi)(M ) 
( “undue co n cen tra tio n ”), referen ces  to 
" 1 0  p ercen t of the “n et c a p ita l '"  shall be 
u nd erstood  to refer to 10  p ercen t of the 
liquid cap ita l and  referen ces  to 
“A p p en d ix (D) (17 C FR  2 4 0 .1 5 c 3 -ld }"  
shall be understood  to  refer to such  
section  as  m odified by $ 402 .2d .

(c ) Schedules. T his p aragraph  sets  
forth  sch edu les w hich  m ay  be used by  
govern m en t secu rities brok ers or d ealers  
in the ca lcu lation  of total h aircu ts  as  
required  by this P a rt 402 . T h e  
ap p rop riate  regulatory  ag en cy  or 
d esig nated  exam in in g au thority  m ay  
specify  o th er su b stan tially  sim ilar form s 
required  to be used  by governm ent 
secu rities brok ers or d e a le rs  in the 
ca lcu lation  of such  h aircu ts .

Schedule A.—Liquid Capital 
Requirement, Summary Computation

[In thousand* of dollars]

1. Liquid capital ................ ...........
2. Haircuts on security and financ

ing positions including contractual 
commitments:

a. Total governments offset por
tion haircut (Schedule C)------- ----------

b. Total futures and options
offset haircut (Schedule D)----- ----------

c. Total hedging disallowance
haircut (Schedule E)......- .......................

d. Residual net position haircut
(Schedule E )................... ............ .............

e. Other securities haircut (use
SEC factors).................... —....... .............

3. Haircuts on credit exposure:
a. Total counterparty exposure

b. Total concentration of credit
haircut.................. ................—.. . . ............

c. Credit volatility haircut--------- ----------
4. Total haircuts (sum of lines 2 a

through e, 3 a. b, and c)—..............................
5. Capital-to-risk ratio (line 1 divid

ed by line 4 ) ...... .................................  ...........

1 identical to the amount reported on Hne 35+0 of the 
Report on Finances and Operations of Government Securi
ties Brokers and Dealers, Form G-405.

BILLING CODE 4810-2S-M



S c h e d u le  B

M atu rity  
C ategory  J /

C a lc u la tio n  o f Net Immediate P o s itio n s  in  
_________ S e c u r i t ie s  and F in an cin gs_________

Net '
F in an cin gs S e c u r i t ie s  P o s itio n s  T o ta l  S e c u r i t ie s  and O ffse t Im nediate

Long 2 /  Short 2 /  Long S h o rt Financing P o s itio n s  P o rtio n s  P o s itio n s
f+) “FT 1+) T T  (+) F)—  F)—  FT1) "

h 0 -4 5  days A
B 4 5 -1 3 5  days B
C 135 d a y s- C

9 months
D 9 -1 8  months D
E 1 . 5 - 3 . 5  y e a rs  

( 1 .5 - 3  y e a rs )
E

F 3 .5 - 7 * 5  y e a rs  
( 3 - 5 . 5  y e a rs )

F

G 7 .5 * 1 5  y e a rs  
( 5 .5 - 9  y e a rs )

G

H 1 5 -3 0  y e a r s  , 
(9 -1 2  y e a rs )

H

I (1 2 -2 1  y e a r s ) I
J (21 y e a rs  and J

o v er)
MB m ortgage-backed MB
AR a d ju s ta b le  r a t e AR

m ortgage-backed

Column Number 1 2 3 4 5 6 7# 8#
_ _ _ _ _ _ _ _  C1+3) (2 + 4 ) (Note 1) (5 + 6 )

# C arry  forw ard t o  Schedule C.
Note 1 : The o f f s e t  p o r tio n  (Column 7 )  i s  th e  sm aller o f  Columns 5 and 6 .

V  The c a t e g o r i e s  a r e  design ated  in  S ec. 4 0 2 . 2 ( f ) ( 1 ) .  A ca te g o ry  co n ta in s  a l l  s e c u r i t i e s  w ith m a tu r it ie s  g r e a te r  
than  o r  eq u al t o  th e  low er o f  th e  d esign ated  m a tu r it ie s ,  but l e s s  than  th e  h ig h e r. M aturity  d e sig n a tio n s in  p ar
e n th e se s  r e f e r  t o  m a tu r it ie s  o f  zero-coupon instrum ents t o  be p laced  in  t h a t  c a te g o ry . In c a te g o r ie s  A, B, C, 
and D, zero-coupon instrum ents a r e  t o  be t r e a te d  in  th e  same manner a s  a l l  o th e r  instru m en ts. A h a lf  y e a r  ( .5 )  i s  
alw ays co n sid ered  t o  be 6  months.

2 /  Long fin a n c in g s  a r e  fin an cin g s which provide s e c u r i t i e s  t o  a  broker o r  d e a le r ; s h o rt  fin an cin g s a r e  th o se  which 
p ro vid e funds0

*6
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Schedule C

Governments O ffse t P o rtio n  and Net Immediate 
P o s itio n  In terim  H aircu ts  C a lc u la tio n

Governments O ffse t P o rtio n
Net Intnediate P o s itio n

In terim  
i  rcu tsC ateqory 1 /  $ Amounts F a c to r s H aircu ts $ Amounts F a c to r s

(+ ) (+ ) < + / - )

A 0 -4 5  days None None

B 4 5 -1 3 5  days 0 .0 0 0 2 0 .0 0 1 2

C 135 d ay s-  
9 months

0 .0 0 0 3 0 .0 0 2 0

D 9 -1 8  months 0 .0 0 0 7 0 .0 0 4 5

E 1 .5 - 3 . 5  y e a rs  
( 1 .5 - 3  y e a rs )

0 .0 0 2 2 0 .0 1 1 0

F 3 .5 - 7 .5  y e a rs  
( 3 - 5 .5  y e a rs )

0 .0 0 4 4 0 .0 2 2 0

G 7 .5 - 1 5  y e a rs  
( 5 .5 - 9  y e a rs )

0 .0 0 5 0 0 .0 3 3 0

H 15-30  y e a rs  
(9 -1 2  y e a rs )

0 .0 0 9 0 0 .0 4 5 0

I (1 2 -2 1  y e a rs ) 0 .0 1 5 5 0 .0 7 7 5

J (21 y e a rs  and 
o v er)

0 .0 3 3 8 0 .1 1 2 5

MB m ortgage-backed 0 .0 0 6 6 0 .0 3 3 0

AR a d ju s ta b le  r a te  
m ortgage-backed

0 .0 0 2 2 0 . 0 1 1 0

T o ta l Governments O ffse t P o rtio n  H aircu t $

Column Number 7
(Note 1)

9 10#
(7x9)

8
(Note 1)

11

# C arry  t o  Schedule A, l in e  2a

12##
(8*11)

## C arry  forw ard to  Schedule D (o r  Schedule E , i f  no forw ards, 
fu tu r e s , o r  o p tio n s ) .

Note Is From Schedule B.
J /  The c a te g o r ie s  a r e  d esign ated  in  S e c . 4 0 2 . 2 ( f ) ( 1 ) .  A ca te g o ry  co n ta in s  

a l l  s e c u r i t i e s  w ith  m a tu r it ie s  g r e a te r  than o r  equal t o  th e  low er o f  th e  
d esig n ated  m a tu r it ie s ,  but l e s s  than  th e  h ig h e r. M atu rity  d e sig n a tio n s  in  
p aren th eses r e f e r  t o  m a tu r it ie s  o f  zero-coupon in stru m en ts t o  be p laced  
in  th e  c a te g o ry . In  c a te g o r ie s  A, B, CB and D, zero-coupon instrum ents a re  
t o  be t r e a te d  in  th e  same manner a s  a l l  o th e r  in stru m en ts . A h a lf  y e a r ( . 5 )  
i s  always con sid ered  t o  be 6 months.



C on solid ation  of Net Immediate P o s itio n  In terim  H aircu ts
w ith G ross Fu tu res and O ptions In terim  H aircu ts______

(In  thousands o f d o l la r s )

Schedule D

M atu rity  
C ategory  \J

N et Immediate 
P o s it io n  In terim  

H aircu ts
( + 7 1 )

G ross In terim  H aircu ts  
Fu tures &

Forward Options
(+) ( - )  (+ ) ( - )

A ggregate In terim  
H aircu ts  

(+ ) ( - )

Fu tu res & O ptions R esidual P o s it io n  
O ffse t P o rtio n s  2 /  In terim  H a ircu ts

(+) HT1)
B 4 5 - 1 3 5  days B
C 135 d a y s-  

9 months , •
C

D 9- 18  months D
E 1 . 5 - 3 . 5  y e a rs  

( 1 . 5 - 3  y e a rs )
E

F 3 . 5 - 7 . 5  y e a rs  
( 3 - 5 . 5  y e a rs )

F

G 7 . 5 - 1 5  y e a rs  
( 5 . 5 - 9  y e a rs )

G

H 15-30  y e a rs  
( 9 - 1 2  y e a rs )

H

I (12-21  y e a rs ) I
J (21 y e a rs  and 

o v er)
J

MB mo rtgag e-b ack ed MB
AR a d ju s ta b le  r a t e  

mo rtgag e-b ack ed
AR

T o ta l F u tu res and O ptions O ffse t P o rtio n : $____________
F acto  r : x20%

T o ta l F u tu res and Options O ffse t H a irc u t: $____________  #

Column Number 12 13 14 15 16 17 18 19 20##
(N ote 1) (Note 2) (17+18)

# C arry  t o  Schedule A, l in e  2b.
## C arry  forw ard t o  Schedule E.

Note 1: From Schedule C.
Note 2 :  Column 19 i s  th e  sm aller of columns 17 and 18.

J /  The c a te g o r ie s  a r e  design ated  in  S ec. 4 0 2 . 2 ( f ) ( 1 ) .  A ca te g o ry  co n ta in s  a l l  s e c u r i t i e s  w ith m a tu rit ie s  g r e a te r  
th an  o r  equal t o  th e  low er o f  th e  d esign ated  m a tu r it ie s , but le s s  than th e  h ig h e r. M aturity  d esig n atio n s in  
p a re n th e se s  r e f e r  t o  m a tu ritie s  o f zero-coupon instrum ents to  be p laced  in th e  c a te g o ry . In c a te g o r ie s  A, B* 
C, and D, zero-coupon instrum ents a re  to  be t r e a te d  in  th e  same manner as a l l  o th e r  instruments. A h a lf  y ear  
i s  alw ays co n sid ered  to  be 6 months.

2 /  The t o t a l  fu tu re s  and option s h a ir c u t  i s  c a lc u la te d  f r c n  th e  t o t a l  o f column 19 .
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Schedule E

C a lc u la tio n  o f Hedging D isallow ance H aircu ts  
when N ettin g H aircu ts  A cross C a te g o rie s  Jl/ 

(In  thousands o f d o l la r s )

M atu rity  
C ategory  2 /

20% D isallow ance 30% D isallow ance 40% D isallow ance

Residual Hedging
Net

R esidual Hedging
Net

R esidual Hedging
Net

R esidual Hedging Q ualified
P o sitio n D isallow - P o sitio n D isallow - P o s itio n D isallow - P o s itio n D isallow - N etting
Interim ance In terim ance Interim ance In terim ance In terim
H aircu ts H aircu ts Hai rc u ts H aircu ts H aircu ts H aircu ts H aircu ts H aircu ts H aircu ts

( + / - ) (+) ( + / - ) ( + ) ( + / - ) (+) ( + / - ) (+) r n —

B 4 5 - 1 3 5  days B
C 135 d a y s-  

9 months
C

D 9-18  months D
E 1 . 5 - 3 . 5  y e a rs  

( 1 . 5 - 3  y e a rs )
E

F 3 . 5 - 7 . 5  y e a rs  
( 3 - 5 . 5  y e a rs )

F

G 7 . 5 - 1 5  y e a rs  
( 5 . 5 - 9  y e a rs )

G

H 15-30 y e a rs  
( 9 - 1 2  y e a rs )

H

I (12-21  y e a r s ) 1
J (21 y e a rs  and J

over)
MB m ortgage- backed MB
AR a d ju s ta b le  r a te  

mo rtgag e-b ack ed
AR

T o ta l Hedging D isallow ance H a irc u t :^

R esidual Net P o s itio n  H a irc u t :$

Column Number 20 21 22 23 24 25 26 27# 28##
______|_______________ (Note 1) (Note 2 ) (Note 2) (Note 2 ) (Note 3)

1 Column 27 c a r r i e s  forward to  Schedule A, l in e  2 c .
## Column 28 t o t a l  c a r r i e s  forward to  Schedule A, l in e  2d.

Note 1 : From Schedule D (o r  Schedule C, i f  no forw ards, f u tu r e s , o r  o p tio n s ) .
Note 2 : Net o f two o f f s e t t in g  h a irc u ts  o f p aired  m atu rity  c a te g o r ie s .
Note 3 : F or ev ery  e n try  in  column 20 th e re  should be an e n try  in  e i th e r  column 27 o r  28 (b u t never b o th ).

\J See Sec 4 0 2 . 2 ( f ) ( 3 )  f o r  ca te g o ry  p a ir  hedging d isallo w an ce h a ir c u t  f a c t o r s .
2 /  The c a te g o r ie s  a re  d esignated  in  S ec. 4 0 2 . 2 ( f ) ( 1 ) .  A ca te g o ry  co n ta in s  a l l  s e c u r i t i e s  w ith m a tu rit ie s  g r e a te r  

th an  o r  equal to  th e  lower o f th e  d esign ated  m a tu r it ie s , but l e s s  than th e  h ig h e r. M aturity  d esig n atio n s in  
p aren th eses r e f e r  to  m a tu ritie s  o f zero-coupon instrum ents to  be p laced  in  th e  c a te g o ry . In c a te g o r ie s  A,
B, C, and D, zero-coupon instrum ents a r e  to  be tre a te d  in  th e  same manner a s  a l l  o th er in stru m en ts. A h a lf  
v e a r ( . 5 )  i s  always considered  t o  be 6 months.
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2 7 9 4 2 F e d e ra l  R e g is te r  /  V o l. 52. N o. 1 4 2  /  F rid a y , July 24, 1 9 6 7  /  R u les an d  R e g u latio n s

Instructions to Schedules A  through E

Schedules A through E may be used 
by government securities brokers or 
dealers subject to 17 C FR  402  to 
determine the firm’s capital-to-risk ratio. 
Section 402 .2  provides that a 
government securities broker or dealer 
must meet the applicable minimum 
dollar liquid capital requirement and 
that the firm’s ratio of liquid capital to 
risk (total haircuts) must be at least
1.2:1; liquid capital must exceed risk by 
at least 20 percent. Total haircuts is the 
risk measure used in the ratio; it is made 
up of measures of market risk and 
measures of credit risk. The market risk 
of a government securities broker’s or 
dealer’s positions is accounted for 
through the Treasury market risk haircut 
and the-other securities haircut. Credit 
risk is accounted for in the counterparty 
exposure, concentration of credit, and 
credit volatility haircuts and in the 
computation of liquid capital through the 
various deductions and charges.

Only positions in Treasury market 
risk instruments and Financings may be 
used in the calculation of the Treasury 
market risk haircut. Treasury market 
risk instruments and financings are 
described in 1 7  CFR 402 .2  and in the 
instructions to the schedule where they 
are to be first entered. All other types of 
financial instruments are to be included 
in the calculation of the other securities 
haircut. Calculation of the other 
securities haircut is based on the SEC’s 
Rule 1 5 c 3 - l  (17 CFR 2 4 0 .1 5 c 3 -l ) .

Treasury market risk instruments may 
be excluded from the calculation of the 
Treasury' market risk.haircut if they are 
included in the calculation of the other 
securities haircut as part of a hedge 
against long and short positions in 
securities, futures contracts, forward 
contracts, or options that are not 
Treasury market risk instruments. Only 
the portion of the total position in a 
Treasury market risk instrument that 
forms part of such a hedge may be 
excluded, and the result of this transfer 
of the Treasury market risk instruments 
must be a reduction in the other 
securities haircut.

The ca teg o ries  for classifyin g  
T re a su ry  m ark et risk  in strum ents are  
d esig n ated  in 17 C FR  402.2(f)(1). The  
ca te g o rie s , w hich  are  d esig n ated  by a 
m atu rity  ran ge, con tain  all secu rities  
w ith  rem aining term s to m atu rity  g re a te r  
than  or equal to the lowrer end of the 
ran ge but less than the higher. A  half 
y e a r  is a lw a y s  con sid ered  to be 6 
m onths. In ca te g o rie s  A  through D. zero- 
coupon instrum ents are  to be trea ted  in 
the sam e m an n er as  all o th er  
instrum ents. In ca te g o rie s  E  through J, 
the m atu rity  designation s in p aren th eses

give the m atu rities of the zero-coup on  
instrum ents to be p laced  in that 
ca teg o ry . All m ortgage-back ed  secu rities  
th at are  T reasu ry  m arket risk  
instrum ents are  to be p laced  in ca teg o ry  
M B or ca te g o ry  A R, depending on 
w h eth er they are  b ack ed  by  
con ven tion al or ad ju stab le-rate  
m ortgages.

A ll h aircu ts m ay be ca lcu la ted  to the 
n e a re st hundred d ollars, unless such  
rounding w ould m aterially  affect the 
liquid cap ita l calcu lation .

A pp en dix A  to the P ream ble  
published w ith the tem p orary  
regulations for 17 C FR  P art 402 (52 FR  
19659, M ay 2 6 ,1 9 8 7 )  co n tain s an  
exa m p le  of the cap ita l calcu lation . It 
m ay  also  be used  as an aid in 
com p leting th ese schedules.

Schedule A—Liquid Capital 
Requirement Summary Computation

Schedule A  is used to d eterm in e the 
ca p ita l-to -risk  ratio  by com paring liquid 
cap ita l to total h aircu ts . Schedule A  will 
b e the last sch edu le com p leted  a s  m any  
o f  the h aircu ts en tered  on Schedule A  
a re  ca lcu la ted  on Sch edu les B through E.

Line 1— E n ter liquid cap ital, w hich  is 
id en tical to the am ount rep orted  on line 
3 6 4 0  of the R eport on F in a n ce s  and  
O p eration s of G overnm ent Secu rities  
B rok ers and  D ealers, Form  G -4 0 5 .

Line 2— H aircu ts  on “S ecu rity  and  
Finan cin g P ositio n s” including  
co n tra c tu a l com m itm ents:

a . E n ter the T otal G overn m en ts O ffset 
P ortio n  H aircu t from  colum n 10 of 
S ch edu le C.

b. E n ter the T o ta l F utu res and O ptions  
O ffset H aircu t from colum n 19 of 
Sch edu le D.

c. E n ter the T o ta l H edging  
D isallo w an ce  H aircu t as ca lcu la te d  in 
S ch edu le E, colum n 27.

d. E n ter the R esidual N et P osition  
H aircu t as  given in colum n 2 8  of 
S ch edu le E.

e. E n ter the o th er secu rities  h aircu t as  
determ in ed  by applying the SEC  h aircut 
fa c to rs  to secu rities, futures co n tra c ts , 
fo rw ard  co n tra c ts , options an d  oth er  
in ventory that a re  not T re a su ry  m arket 
risk  instrum ents a s  defined in 17 CFR  
402 .2 (e ). The oth er secu rities h aircu t is 
the sum  o f all ap plicable d edu ctions a s  
specified  in 17  C FR  2 4 0 .1 5 c 3 -l  (c)(2)(v i)  
and (c)(2)(v iii) an d  in 17 C FR  2 4 0 .1 5 c 3 -  
l a  an d  2 4 0 .1 5 c 3 -lb . A ny p osition (s) in 
T re a su ry  m arket risk instrum ents that 
h av e been  exclu d ed  from  the calcu lation  
of the T reasu ry  m ark et risk h aircu t 
b e ca u se  they a re  p art o f a hedge w ith  
th ese  o th er instrum ents are  to be 
included in the ca lcu la tio n  o f  this 
haircut.

Line 3— H aircu ts  on credit exp osu re ;

a. E n ter the total co u n terp arty  
exp osu re  haircut w hich  is the sum o f  the 
cou n terp arty  exp o su re  h aircut with e ach  
cou nterparty , e x c e p t a F ed eral R eserve  
B ank. A  cou n terp arty  exp osu re  haircut 
is equal to 5 p ercent of the net credit 
exp o su re  to a single cou nterparty  w hich  
is not in e x c e s s  of 15 p ercent of the 
governm ent secu rities broker’s  or 
d e a le r’s liquid cap ital. If the net credit 
exp o su re  to a co u n terp arty  d oes-exceed  
15 p ercen t of liquid cap ital, the e x c e s s  
will be used in calcu latin g  the total 
con cen tration  of cred it haircut on line 
3b.

Net credit exp osu re  equals the 
difference b etw een  the governm ent 
secu rities b rok er’s o r d ealer's  credit 
exp osu re  to a single counterparty' and  
that co u n terp arty ’s cred it exp osure to 
the governm ent secu rities broker or 
dealer. T he govern m en t securities  
b rok er’s or d e a le r’s cred it exp osure to a 
cou n terp arty  is equal to the sum  of the 
d ollar am ount of funds, debt 
instrum ents, o th er secu rities, and other 
in ventory a t risk to the governm ent 
secu rities  brok er o r  d e a le r in the even t  
of the co u n terp arty ’s default and the 
m arket valu e of p u rch ased  unlisted  
options th at are  T re a su ry  m arket risk 
instrum ents an d  w ere w ritten  by the  
cou n terp arty . It d oes n ot include, 
h ow ever, (1) the d ed u ctio n  taken from  
net w orth  for u nsecu red  receivab les, 
rep u rch ase  and re v e rse  rep u rchase  
agreem en t deficits, ag ed  fails to deliver, 
and aged fails to re ce iv e  arising from  
tra n sa ctio n s  w ith the cou n terp arty ; (2) 
dem and d eposits in th e c a s e  w here the 
cou n terp arty  is a co m m ercia l bank; (3) 
loan s of im m ediately a v a ila b le  funds 
(com m only referred  to a s  “s a le s  of 
fed eral funds") held by the governm ent 
secu rities  b roker or d e a le r in con nection  
w ith the c le a ra n ce  of secu rities  on the 
d a y  the loan  is m ade in the c a s e  wrhere  
th e cou n terp arty  is a  com m ercial bank;
(4) cu stod ial holdings of secu rities  in the 
c a s e  w'here the cou n terp arty  is a 
clearin g  bank or clearing brok er of the 
govern m en t secu rities b rok er or dealer; 
o r (5) cred it exp osu re  to the  
co u n terp arty  due to holding m ark etab le  
instrum ents for w hich the cou n terp arty  
is the obligor.

The counterparty’s credit exposure to 
the government securities broker or 
dealer equals the dollar amount of 
funds, debt instruments, other securities, 
and other inventory at risk to the 
counterparty in the event of the 
government security broker’s or dealer’s 
default and any unlisted options written 
by the government securities broker or 
dealer and held by the counterparty.

b. E n ter the to tal co n ce n tra tio n  of  
cred it h aircut w hich is the sum  of all
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co n cen tra tio n  of cred it h aircu ts  applied  
in c a s e s  w h ere the n et cred it exp osu re  
(as  defined ab o v e) to a single  
co u n terp arty  is in e x c e s s  of 15 p ercen t  
of the govern m en t secu rities  b ro k er’s or 
d e a le r’s liquid cap ital. The  
co n cen tra tio n  of cred it h aircu t is 25  
p ercen t of the am ount of n et cred it 
exp osu re  in e x c e s s  of 15  p ercen t of the 
govern m en t secu rities  b ro k er’s or  
d e a le r’s liquid cap ital.

c. E n ter the cred it vo latility  h aircu t 
w hich  equals a fa c to r of 0 .15  p ercen t  
applied to the larger of the gross  long or 
gross short position  in m oney m ark et 
instrum ents qualifying a s  T reasu ry  
m arket risk instrum ents w hich  m ature in 
45 d ays or m ore, and  in futures and  
fo rw ard s on th ese instrum ents that are  
settled  on a c a sh  or delivery b asis. 
M oney m ark et instrum ents qualifying as  
T reasu ry  m ark et risk instrum ents are  (1) 
certifica tes  of deposit w ith no m ore than  
one y e a r  to m atu rity , (2) b ank ers  
a c ce p ta n c e s , and (3) com m ercial p aper  
w hich h as no m ore than one y ear to 
m atu rity  and  is ra ted  in one of the three  
highest ca te g o rie s  by at le a s t tw o  
n ation ally  recog n ized  sta tis tica l rating  
organ ization s.

Line 4— E n te r  total h aircu ts  w hich  is 
the sum  o f  lines 2 a through e, and 3 a, b, 
and c.

Line 5— Enter the capital-to-risk ratio 
which is found by dividing line 1,
“Liquid ca p ita l ,” by line 4, “T o ta l  
h a ircu ts .” T h e cap ita l-to -risk  ratio  must 
be at le a s t eq ual to 1.2:1.

Schedule B—Calculation of Net 
Immediate Position in Securities and 
Financings

Schedule B is used to calculate the net 
immediate position in and offset portion 
of securities and financings. The results 
are then carried over to Schedule C for 
initial haircut calculations. Futures, 
forwards, and options w’hich are 
Treasury market risk instruments are to 
be entered on Schedule D.

Positions in and financings on debt 
instruments other than mortgage-backed 
or adjustable rate mortgage-backed 
securities should be placed in the 
category corresponding to their 
remaining term to maturity. In the case 
of a floating rate note, however, the note 
should be placed in the category 
corresponding to the time to the next 
scheduled interest rate adjustment or 
remaining term to maturity, whichever is 
less.

Column 1—Under “Financings-Long” 
report in the appropriate category the 
contract value of reverse repurchase 
agreements and the value(s) of cash 
collateral on security borrowings. 
Financings so reported should be placed 
in the category corresponding to the

rem aining term  to m atu rity  or tim e to the  
n e x t scheduled  in terest ra te  adjustm ent, 
w h ich ev er is less.

Colum n 2— U nder "F in an cin g s-S h o rt” 
rep ort in the ap prop riate  ca teg o ry  a s  a 
n egative  num ber the valu es of funds 
rece iv ed  from  financing tran sactio n s . 
Include rep u rch ase  agreem en ts, 
secu rities  lending secu red  by ca sh  
co lla te ra l, an d  term  financings, but 
exclu d e  sub ordin ated  d ebt w hich m eets  
the req u irem en ts of 17  C FR  2 4 0 .1 5 c 3 -ld  
a s  m odified by 17 C FR  402.2d.
F inan cin gs so  rep orted  should be p laced  
in the ca te g o ry  corresponding to the 
rem aining term  to m aturity  or tim e to the  
n e x t scheduled  in terest ra te  adjustm ent, 
w h ich ev er is less.

Colum ns 3 and 4— R eport in the 
ap p rop riate  colum n by m atu rity  or type  
of m o rtgag e-b ack ed  secu rity  under 
“Secu rities P ositio n s” the sum  of the 
m ark et valu es of im m ediate positions in 
T reasu ry  m ark et risk instrum ents. The  
net position  in e a ch  individual T reasu ry  
m arket risk instrum ent is to be 
ap p rop riately  rep orted  as a long ( +  ) or  
short ( —) position  in sum m ation w ith all 
oth er p ositions of the sam e ca teg o ry  
(lo n g /sh o rt). Short positions are  
assign ed  a n egative value. T reasu ry  
m ark et risk instrum ents are  defined in 
17 C FR  402 .2(e). T h ose to be rep orted  in 
Schedule B are :

(1) G overnm ent secu rities  as defined  
in 17 C FR  400.3(m ) e x c e p t equity  
secu rities and  m ortgag e-b ack ed  
secu rities w hich do not p ass  through to  
the secu rity  holder on a  pro ra ta  b asis  a  
distribution b ased  on the m onthly  
p aym en ts and p rep aym en ts of principal 
and in terest on the underlying pool of 
m ortgage co lla tera l less fees and  
exp en ses;

(2) Z ero-coup on  receip ts  or  
certifica tes  b ased  on m ark etab le  
T re a su ry  n otes or bonds;

(3) M ark etab le  ce rtifica te s  of deposit 
o f n o m ore than  one y e a r  to m aturity ;

(4) B an k ers a cce p ta n c e s ; an d
(5) C o m m ercial p ap er of no m ore than  

on e y e a r  to m atu rity  ra te d  in one of the  
th ree  highest ca teg o ries  by a t le a s t tw o  
n ation ally  recog nized  s ta tis tica l ratin g  
organ ization s.

R ep ort all positions a s  of the trad e  
d a te . If the settlem ent d ate  is sch edu led  
for m ore th at five b usiness d ay s  in the  
future (or, in the c a s e  of a  m ortgage- 
b ack ed  secu rity , m ore than  thirty  
ca le n d a r d ay s  in the future), then rep ort  
the position  as  a  fo rw ard  co n tra c t on  
S ch edu le D. A lso , under “S ecu rities  
P o sitio n s” in the ap p rop riate  colum n  
and  ca teg o ry , rep ort an y w h en-issued  
position  in a m ark etab le  T reasu ry  
secu rity  b etw een  announ cem en t an d  
issu e  d ate  an d  an y  w h en-issu ed  p osition  
in a govern m en t ag en cy  or a  govern m en t

sponsored  agen cy  debt secu rity  betw een  
re le a se  d ate  and issue d ate .

E xclu d e  positions in T reasu ry  m arket 
risk  instrum ents w hich form  p art of a 
hedge again st long and short positions  
in secu rities, futures co n tra c ts , forw ard  
co n tra c ts , o r options th at a re  not 
T reasu ry  m arket risk instrum ents and  
a re  to  be included in the calcu lation  of 
the oth er secu rities h aircut. O nly that 
portion of the total position  in a 
T re a su ry  m arket risk instrum ent that 
form s p art of such a  hedge m ay  be 
exclu d ed , and the inclusion of the  
T reasu ry  m arket risk instrum ents must 
red u ce  the other secu rities h aircut.

Colum n 5— U nder "T o ta l S ecu rities  
and Financing P ositions ( + ) ” report in 
the approp riate  categ o ry  the sum  of the 
long financings (colum n 1) an d  long 
secu rities  positions (colum n 3).

Colum n 6— U nder "T o ta l Securities  
and Financing P ositions ( — )” report in 
the approp riate  ca teg o ry  the sum  of the 
short financings (colum n 2) and short 
secu rities positions (colum n 4).

Colum n 7— U nd er “O ffset P ortions” 
rep ort in the ap prop riate  ca teg o ry  the 
lesser of the ab solute  valu es  of the 
positive (colum n 5) or n egative (colum n  
6) total secu rities an d  financing  
positions.

Colum n 8— U n d er “N et Im m ediate  
P ositio n s” rep ort in the ap prop riate  
ca te g o ry  the sum, or net value, of the  
positive (colum n 5) and negative  
(colum n 6) to tal secu rities  and financing  
positions.

Colum ns 7, "O ffset P ortions,” and 8, 
“N et Im m ediate P ositio ns,” are  to be 
ca rrie d  to Schedule C.

Schedule C—Governments Offset 
Portion and Net Immediate Position 
Interim Haircuts Calculation

S ch edu le C  is used  to ca lcu la te  the  
to tal govern m en ts offset portion  haircut  
an d  n et im m ediate position  interim  
h aircu ts  by applying offset an d  net 
position  h aircu t facto rs  to the offset 
p ortio n s an d  n et im m ediate positions in 
T re a su ry  m ark et risk instrum ents and  
financings. T h e to ta l governm ents offset 
p ortion  h aircu t is then carried  to 
S ch edu le A , an d  the net im m ediate  
position  interim  haircuts a re  ca rrie d  to 
Schedule D or E.

Colum n 7— T ran sfer to colum n 7, 
“G overn m en ts O ffset Portion— $  
A m ou n ts,” colum n seven  from  Schedule  
B, “O ffset P ortio n s.”

Colum n 9— T h ese are  th e govern m en ts  
offset portion  h aircut fa c to rs  given  at 17 
C F R  402 .2(f)(2 ). T hey m ay  be u pdated  
from  tim e to tim e.

Column 10—Under “Governments 
Offset Portion—Haircuts” report in the 
appropriate category the product of the
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corresponding values in column 7, “$ 
Amounts," and in column 9, "Factors."

To determine the total governments 
offset portion haircut, sum the values 
under “Governments Offset Portion— 
Haircuts” in column 10, and enter this 
number in the appropriate space. Carry 
this value to Schedule A, line 2a, 
converting, if necessary, to thousands of 
dollars.

Column 8—Transfer to column 8, "Net 
Immediate Positions—$ Amounts," 
column eight from Schedule B, "Net 
Immediate Positions."

Column 11—These are the net 
immediate position haircut factors given 
at 17 CFR 402.2(f)(2). They may be 
updated from time to time.

Column 12—Under "Net Immediate 
Positions—Interim Haircuts” place in 
the appropriate category the product of 
the corresponding values in column 8, “$ 
Amounts," and in column 11, “Factors." 
A haircut on a short position remains 
negative.

Carry column 12 to Schedule D, or, if 
there are no futures, forwards, or 
options positions, to Schedule E.
Schedule D—Consolidation of Net 
Immediate Position Interim Haircuts 
with Gross Futures and Options Interim 
Haircuts

Schedule D is used to enter haircuts 
on futures, forwards and options 
positions and to calculate the total 
futures and options offset haircut and 
the residual position interim haircuts as 
needed for Schedules A and E 
respectively. If there are no futures and 
options positions, it is not necessary to 
fill out Schedule D.

Report on Schedule D futures, 
forwards, and options which are 
Treasury market risk instruments as 
defined in 17 CFR 402.2(e). These 
futures, forwards, and listed option 
contracts may be based on any of the 
Treasury market risk instruments 
described in the instructions to columns 
3 and 4 on Schedule B or on time 
deposits whose changes in yield are 
closely correlated with certificates of 
deposit which are Treasury market risk 
instruments. Options on Treasury 
market risk futures contracts and 
unlisted options on marketable Treasury 
bills, notes, and bonds are also to be 
included. Futures contracts may settle 
on a cash or delivery basis. Any of these 
contracts which are being included as 
part of a hedge in the calculation of the 
other securities haircut must be 
excluded from Schedule D.

Report as a forward contract any 
position for which the time between 
trade date and settlement date is more 
than five business days (30 calendar 
days for a mortgage-backed security).

Any when-issued position in a 
marketable Treasury security 
established between announcement and 
issue date and any when-issued position 
in a government agency or a government 
sponsored agency debt security 
established between release date and 
issue date is reported in the appropriate 
category on Schedule B under 
"Securities Positions.”

Column 12—Transfer to column 12. 
“Net Immediate Position Interim 
Haircuts," column 12 from Schedule C, 
"Net Immediate Positions—Interim 
Haircuts,” converting, if necessary, to 
thousands of dollars.

Columns 13 and 14—Under “Gross 
Interim Haircuts—Futures and Forward” 
enter in the appropriate category the 
sum of the interim haircuts on the 
futures or forward positions belonging to 
that category. The interim haircut on a 
futures or forward position equals the 
product of the value of the position 
evaluated at the current market price for 
such contract and the net position 
haircut factor that corresponds to either 
the term to maturity of the underlying 
instrument or, for mortgage-backed 
securities, the type of security. The term 
to maturity of the underlying instrument 
is the term to maturity of the deliverable 
security at the time of the maturity of 
the futures or forward contract. The 
haircut on a futures or forward position 
on a non-mortgaged-backed instrument 
is to be entered in the category 
corresponding to the sum of the 
remaining time to maturity of the futures 
or forward contract and the maturity of 
the underlying instrument. Haircuts on 
futures and fonvards on mortgage- 
backed securities are to be entered in 
the appropriate mortgage-backed 
securities category. The interim haircuts 
on long futures and forwards are 
positive (column 13). and on short 
futures and forwards, negative (column 
14).

Columns 15 and 16—Under “Gross 
Interim Haircuts—Options” enter, in the 
category in which the instrument 
directly underlying the contract would 
be entered, the lesser of (1) the market 
value of the option or (2) the net 
immediate position interim haircut on 
the underlying cash instrument or gross 
futures interim haircut on the underlying 
futures contract. Note that in the case of 
an option on a futures contract the 
category in which the option contract is 
to be entered is the sum of the remaining 
time to maturity of the futures or 
forward contract and the maturity of the 
instrument underlying the futures or 
forward contract The haircut factor 
used to determine the gross futures 
interim haircut is that factor 
corresponding to the term to maturity of

the deliverable security at the time of 
the maturity of the futures or forward 
contract. Gross option haircuts on 
purchased calls and sold puts are 
positive, those mi sold nails and 
purchased puts are negative.

Column 17—Under “Aggregate Interim 
Haircuts { +  )" enter in the appropriate 
•category, the sum of any positive net 
immediate position interim haircut 
(column 12) and the positive gross 
option (column 15) and gross futures and 
forward (column 13) interim haircuts for 
that category.

Column 18—Under "Aggregate Interim 
Haircuts (—)" enter in the appropriate 
category, the sum of any negative net 
immediate position interim haircut 
(column 12) and the negative gross 
option (column 16) and gross futures and 
forward (column 14) interim haircuts for 
that category'.

Column 19—Under “Futures and 
Options Offset Portions" enter, in the 
appropriate category, the lesser of the 
absolute values of the positive and 
negative aggregate interim haircuts 
(columns 17 and 18) for that category.

The total futures and options offset 
portion is the sum of the values in 
column 19 under “Futures and Options 
Offset Portions.”

The total futures and options offset 
haircut is the total futures and options 
offset portion multiplied by a factor of 
20 percent and is carried to line 2b, 
Schedule A.

Column 20—Enter in the appropriate 
category under “Residual Position 
Interim Haircuts" the sum, or net value, 
of the positive and negative aggregate 
interim haircuts. Carry this to column 20 
on Schedule E.
Schedule E—Calculation of Hedging 
Disallowance Haircuts When Netting 
Haircuts Across Categories

Schedule E is used to calculate the 
hedging disallowance and residual net 
position haircuts which are then carried 
to Schedule A. The purpose of Schedule 
E is to hedge positions in different 
categories in order to reduce total 
haircuts. Netting the residual position 
interim haircuts reflects the risk 
reduction inherent in hedges between 
positions in different categories where 
the price volatility is reasonably well 
correlated.

Section 402.2(f)(3) of the rule specifies 
the hedging disallowance haircut factors 
for the category pairs. Netting of 
residual position interim haircuts is 
permitted only between any: two 
categories for which a hedging 
disallowance haircut factor is specified. 
Hedging disallowance haircuts are 
similar to offset haircuts in that they are
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applied to the smaller of the two 
residual position interim haircuts and 
represent the portion of the hedge being 
“disallowed.” A hedging disallowance 
haircut is determined each time two 
residual position interim haircuts are 
netted.

There are three levels of permissible 
netting corresponding to the three 
hedging disallowance haircut factors: 
The 20 percent, 30 percent, and 40 
percent levels. It is not necessary to net 
all possible pairs at any one level. A 
greater reduction in total haircuts can 
sometimes be obtained by choosing not 
to net a pair at one level (e.g., the 20 
percent level) so that one element of the 
pair can be netted against a third 
category at another level (eg., the 30 
percent level).

Column 20—Transfer column 20. 
“Residual Position Interim Haircuts.” 
from Schedule D. If there are no futures 
or options positions, transfer instead 
column 12, “Net Immediate Positions— 
Interim Haircuts,” from Schedule C.

Column 21—Use the matrix at 17 CFR 
402.2(f)(3) to determine the categories 
from which the residual position interim 
haircuts may be paired at the 20 percent 
level. For each pair multiply the smaller 
of the absolute values of the two 
residual position interim haircuts by the 
hedging disallowance haircut factor of 
20 percent and, in the category of the 
smaller, enter the resulting hedging 
disallowance haircut.

Column 22—For each pair being 
netted at this level, enter under “Net 
Residual Position Interim Haircuts" (1) 
the sum, or net value, of the two residual 
position interim haircuts (and/or net 
residual position interim haircuts) in the 
category of the larger (in absolute value) 
of the two interim haircuts that were 
netted, and (2) a zero in the category of 
the smaller.

These net residual position interim 
haircuts replace the residual position 
interim haircuts (or net residual position 
interim haircuts) from which they were 
derived. Net residual position interim 
haircuts can in turn be used in any other 
allowable netting exactly as residual 
position interim haircuts would be. If 
further netting of that category at the 
same level is permissible and possible, 
it will be necessary to replace the net 
residual position interim haircut 
involved with a new (and smaller) net 
residual position interim haircut in 
column 22.

Since the net residual position interim 
haircut in any category containing a 
hedging disallowance haircut is zero, 
further netting with any such category is 
impossible.

After all netting has been completed 
for category pairs with a 20 percent

hedging disallowance haircut factor, 
move on to column 23.

Column 23—Use the matrix at 17 CFR 
402.2(f)(3) to determine the categories 
from which the residual position interim 
haircuts and/or net residual position 
interim haircuts may be paired at the 30 
percent level. In each category, the 
newest (and smallest) net residual 
position interim haircut determined by 
netting at the 20 percent level replaces 
the old value and must be used in 
hedging in that category at higher levels. 
For each pair being netted, multiply the 
smaller of the absolute values of the two 
(net) residual position interim haircuts 
by the hedging disallowance haircut 
factor of 30 percent, and in the category 
of the smaller, enter the resulting 
hedging disallowance haircut.

Column 24—For each pair being 
netted at this level, enter under “Net 
Residual Position Interim Haircuts” (1) 
the sum, or net value, of the two residual 
position interim haircuts and/or net 
residual position interim haircuts in the 
category of the larger (in absolute value) 
of the two interim haircuts that were 
netted, and (2) a zero in the category of 
the smaller.

These net residual position interim 
haircuts replace the residual position 
interim haircuts (or net residual position 
interim haircuts) from which they were 
derived. Net residual position interim 
haircuts can in turn be used in any other 
allowable netting exactly as residual 
position interim haircuts would be. If 
further netting of that category at the 
same level is permissible and possible, 
it will be necessary to replace the net 
residual position interim haircut 
involved with a new (and smaller) net 
residual position interim haircut.

After all netting has been completed 
for category pairs with a 30 percent 
hedging disallowance haircut factor, 
continue to column 25.

Column 25—Use the matrix at 17 CFR 
402.2(f)(3) to determine the categories 
from which the residual position interim 
haircuts and/or net residual position 
interim haircuts may be paired at the 40 
percent level. In each category, any new 
net residual position interim haircut 
determined by netting at the 20 or 30 
percent level replaces the old value and 
must be used in hedging with that 
category at the 40 percent level. For 
each pair being netted, multiply the 
smaller of the absolute values of the two 
(net) residual position interim haircuts 
by the hedging disallowance haircut 
factor of 40 percent and, in the category 
of the smaller, enter the resulting 
hedging disallowance haircut

Column 26—For each pair being 
netted at this level, enter under “Net 
Residual Position Interim Haircuts" (1)

the sum, or net value, of the two (net) 
residual position interim haircuts in the 
category of the larger (in absolute value) 
of the two interim haircuts that were 
netted, and (2) a zero in the category of 
the smaller. If further netting of that 
category at the same level is permissible 
and possible, it will be necessary to 
replace the net residual position interim 
haircut involved with a new (and 
smaller) net residual position interim 
haircut.

Column 27—When all possible (net) 
residual position interim haircuts have 
been netted, enter under "Hedging 
Disallowance Haircuts” all hedging 
disallowance haircuts calculated in the 
netting procedures, each in its 
appropriate category.

Enter under ‘Total Hedging 
Disallowance Haircut” the sum of all the 
hedging disallowance haircuts entered 
in column 27. Carry to Schedule A, line 
2c.

Column 28—Under “Qualified Netting 
Interim Haircuts” enter in the 
appropriate category the absolute value 
of the haircut given under “Net Residual 
Position Interim Haircut” at the highest 
hedging disallowance factor used for 
that category (columns 26, 24, or 22).
This value will also be the smallest of 
the net residual position interim haircuts 
in that category. If the position in a 
given category was not used in hedging 
then enter the absolute value of the 
residual position interim haircut from 
column 20.

Sum the qualified netting interim 
haircuts, enter this value under 
“Residual Net Position Haircut,” and 
carry to Schedule A, line 2d.

§ 402.2b [Reserved]

§ 402.2c Appendix C—Consolidated 
computations of liquid capital and total 
haircuts for certain subsidiaries and 
affiliates.

(a) Consolidation. (1) A government 
securities broker or dealer (the “parent 
broker or dealer”), in computing its 
liquid capital and total haircuts pursuant 
to | 402.2:

(i) Shall consolidate in a single 
computation of liquid capital the assets 
and liabilities of any subsidiary or 
affiliate for which the parent broker or 
dealer guarantees, endorses, or assumes 
directly or indirectly the obligations or 
liabilities if the parent broker or dealer 
has obtained the opinion of counsel 
described in paragraph (b) of this 
section with respect to such subsidiary 
or affiliate:

(ii) May not consolidate in a single 
computation of liquid capital the assets 
and liabilities of any subsidiary or 
affiliate for which the parent broker or
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dealer guarantees, endorses, or assumes 
directly or indirectly the obligations or 
liabilities if the parent broker or dealer 
has not obtained the opinion of counsel 
described in paragraph (b) of this 
section with respect to such subsidiary 
or affiliate, but in that event, the parent 
broker or dealer shall compute its total 
haircuts by adding the total haircuts of 
each such subsidiary or affiliate 
computed in accordance with the 
provisions of § 402.2 to the haircuts of 
the parent broker or dealer computed 
separately in accordance with the 
provisions of f  402.2; and

(iii) May consolidate in its 
computation of liquid capital the assets 
and liabilities of any majority owned 
and controlled subsidiary or affiliate for 
which the parent broker or dealer does 
not guarantee, endorse or assume 
directly or indirectly the obligations or 
liabilities if the parent broker or dealer 
has obtained the opinion of counsel 
described in paragraph (b) of this 
section with respect to such subsidiary 
or affiliate.

(2) With respect to any subsidiary or 
affiliate whose assets and liabilities are 
consolidated in the parent broker’s or 
dealer’s computation of liquid capital 
according to the provisions of paragraph
(a)(l)(i) or (a)(l)(iii) of this section, the 
parent broker or dealer shall compute its 
haircuts in accordance with the 
provisions of § 402.2 as if the 
consolidated entity were one firm, or, in 
the alternative, shall add the total 
haircuts of each consolidated subsidiary 
or affiliate computed in accordance with 
the provisions of § 402.2 to the haircuts 
of the parent broker or dealer computed 
separately in accordance with the 
provisions of § 402.2.

(b) Required counsel opinion. The 
opinion of counsel referred to in 
paragraph (a) of this section shall 
demonstrate to the satisfaction of the 
Commission, through the Designated 
Examining Authority, that net asset 
values, or the portion thereof related to 
the parent broker’s or dealer’s 
ownership interest in a majority owned 
and controlled subsidiary or affiliate, 
may be caused by the parent broker or 
dealer or an appointed trustee to be 
distributed to the parent broker or 
dealer within 30 calendar days. Such 
opinion shall also set forth the actions 
necessary to cause such a distribution to 
be made, identify the parties having the 
authority to take such actions, identify 
and describe the rights of other parties 
or classes of parties, including but not 
limited to customers, general creditors, 
subordinated lenders, minority 
shareholder employees, litigants and 
governmental or regulatory authorities,

who may delay or prevent such a 
distribution and such other assurances 
as the Commission or the Designated 
Examining Authority by rule or 
interpretation may require. Such opinion 
shall be current and periodically 
renewed in connection with the parent 
broker’s or dealer’s annual audit 
pursuant to § 240.17a-5 of this title, as 
made applicable to government 
securities brokers or dealers by § 405.2 
of this chapter, or upon any material 
change in circumstances.

(c) Principles of consolidation. The 
following minimum and non-exclusive 
requirements shall govern the 
consolidation of a subsidiary or affiliate 
in the computation of total liquid capital 
and total haircuts of a government 
securities broker or dealer pursuant to 
this section:

(1) The total liquid capital of the 
government securities broker or dealer 
shall be reduced by the estimated 
amount of any taxes reasonably 
anticipated to be incurred upon 
distribution of the assets of the 
subsidiary or affiliate.

(2) Liabilities of a consolidated 
subsidiary or affiliate that are 
subordinated to the claims of present 
and future creditors pursuant to a 
satisfactory subordination agreement 
shall not be added to consolidated net 
worth unless such subordination 
extends also to the claims of present or 
future creditors of the parent broker or 
dealer and all consolidated subsidiaries.

(3) Subordinated liabilities of a 
consolidated subsidiary or affiliate that 
are consolidated in accordance with 
paragraph (c)(2) of this section may not 
be prepaid, repaid or accelerated if any 
of the entities included in such 
consolidation would otherwise be 
unable to comply with the provision of 
| 240.15c3-ld of this title, as modified 
by § 402.2d.

(4) Each government securities broker 
or dealer included within the 
consolidation shall at all times be in 
compliance with the liquid capital or net 
capital requirement to which it is 
subject.

(d) Certain Precluded Acts. Even if 
consolidation is not required or allowed 
under paragraph (a) of this section, no 
parent broker or dealer shall guarantee, 
endorse or assume directly or indirectly 
any obligation or liability of a 
subsidiary or affiliate unless the 
obligation or liability is reflected in the 
parent broker's or dealer’s computation 
of liquid capital.

§402.2d Appendix D—Modification of 
§ 240.15c3-1d of this title, relating ta  
satisfactory subordination agreements, fo r  
purposes of § 402.2.

Section 240.15c3-ld of this trtite shall 
apply to government securities teokers 
and dealers subject to the requirements 
of § 402.2 with the following 
modifications.

(a) References to “broker or deafer” 
include government securities te k e rs  
and dealers.

(b) References to “17 CFR 24M5.C3-1” 
mean § 402.2.

(c) Section 240.15c3-ld(a)(2)(iE) is 
modified to read as follows:

*‘(iii) The term “Collateral Vatee” of 
any securities pledged to secure a* 
secured demand note shall mean the 
market value of such securities after 
giving effect to the haircuts speraired in 

* § 402.2a of this title.”.
(d) References to "17 CFR 24® J5c3- 

ld ” mean that section as modified by 
this section.

(e) Section 240.15c3-ld(b)(6)(ii|is 
modified to read as follows:

"(iii) The secured demand note 
agreement may also provide that, in lieu 
of the procedures specified in the 
provisions required by paragraph
(b)(6)(ii) of this section, the lender, with 
the prior written consent of the 
government securities broker or dealer 
and the Examining Authority for such 
broker or dealer, may reduce the unpaid 
principal amount of the secured demand 
note. After giving effect to such 
reduction, the liquid capital, as defined 
in § 402.2(d) of this title, of the 
government securities broker or dealer 
may not be less than 150% of the 
government securities broker’s m 
dealer’s total haircuts, as defin-edi in 
§ 402.2(g) of this title. No single secured 
demand note shall be permitted tlo be 
reduced by more than 15% of its original 
principal amount and after such 
reduction no excess collateral may be 
withdrawn. No Examining Authority 
shall consent to a reduction of the 
principal amount of a secured demand 
note if, after giving effect to sudi 
reduction, liquid capital after deducting 
total haircuts would be less than 120% of- 
the minimum dollar amount required by 
§ 402.2(b) or § 402.2(c) of this tMe as 
applicable.”.

(f) Section 240.15c3-ld(b)(7j as 
modified to read as follows:

"(7) A government securities feoker or 
dealer at its option but not at the option 
of the lender may, if the subordination 
agreement so provides, make a Payment 
of all or any portion of the Payment 
Obligation thereunder prior to the
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scheduled maturity date of such 
Payment Obligation {hereinafter 
referred to as a '“Prepayment”), but in no 
event may any Prepayment be made 
before the expiration of one year from 
the date such subordination agreement 
became effective. This restriction shall 
not apply to temporary subordination 
agreements which comply with the 
provisions of paragraph (c)(5) of this 
section. No Prepayment shall be made if. 
after giving effect thereto (and to all 
Payments of Payment Obligations under 
any other subordinated agreements then 
outstanding the maturities or 
accelerated maturities of which are 
scheduled to fall due within six months 
after the date such Prepayment is to 
occur pursuant to this provision or on or 
prior to the date on which the Payment 
Obligation in respect of such 
Prepayment is scheduled to mature 
disregarding this provision, whichever 
date is earlier) without reference to any 
projected profit or loss of the 
government securities broker or dealer, 
the liquid capital, as defined in 
§ 402.2(d) of this title, of the government 
securities broker or dealer would be less 
than 150% of the government securities 
broker's or dealer's total haircuts, as 
defined in § 402.2(g) of this title. 
Notwithstanding the above, no 
Prepayment shall occur without the 
prior written approval of the Examining 
Authority for such government securities 
broker or dealer.”.

(g) Section 24G.15c3-ld(bp) is 
modified to read as follows:

“(i) The Payment Obligation of the 
government securities broker or dealer 
in respect of any subordination 
agreement shall be suspended and shall 
not mature if, after giving effect to 
Payment of such Payment Obligation 
(and to all Payments of Payment 
Obligations of such broker or dealer 
under any other subordination 
agreements) then outstanding which are 
scheduled to mature on or before such 
Payment Obligation), either the liquid 
capital, as defined in § 402.2(d) of this 
title, of the government securities broker 
or dealer would be less than 150% of the 
government securities broker’s or 
dealer’s total haircuts, as defined in 
§ 40222(g) of this title, or the government 
securities broker’s or dealer’s liquid 
capital after deducting total haircuts 
would be less than 120% of the minimum 
dollar amount required by § 402.2(b) or 
§ 402.2(c) of this title, as applicable. The 
subordination agreement may provide 
that if the Payment Obligation of the 
government securities broker or dealer 
thereunder does not mature and is 
suspended as a result of the requirement 
of this paragraph (b)(8) for a period of

not less than six months, the 
government securities broker or dealer 
shall thereupon commence the rapid and 
orderly liquidation of its business but 
the right of the lender to receive 
Payment, together with accrued interest 
or compensation, shall remain 
subordinate as required by the 
provisions of 17 CFR 240.15c3-l and 
240.15c3-ld".

(h) Section 240.15c3-ld(b){10)(ii)(B) is 
modified to read as follows:

’’(B) The liquid capital, as defined in 
§ 402.2(d) of this title, of the government 
securities broker or dealer being less 
than 120% of total haircuts, as defined in 
§ 40222(g) of this title, throughout a 
period of 15 consecutive business days, 
commencing on the day the broker or 
dealer first determines and notifies the 
Examining Authority for the government 
securities broker or dealer, or the 
Examining Authority or the Commission 
first determines and notifies the 
government securities broker or dealer 
of such fact;”.

(i) Section 240.15c3-ld[c)(2) is 
modified to read as follows:

“(2) Notice of Maturity or Accelerated 
Maturity. Every government securities 
broker or dealer shall immediately 
notify the Examining Authority for such 
broker or dealer if. after giving effect to 
all Payments of Payment Obligations 
subordination agreements then 
outstanding which are then due or 
mature within the following six months 
without reference to any projected profit 
or loss of the broker or dealer, the liquid 
capital, as defined in § 402.2(d) of thiB 
title, of such government securities 
broker or dealer, would be less than 
150% of total haircuts, as defined in 
§ 402.2(g) of this title.’’.

(j) Section 240.15c3-ld(c)(5)(i) is 
modified to read as follow's:

“(i) For the purpose of enabling a 
government securities broker or dealer 
to participate as an underwriter of 
securities or other extraordinary 
activities in compliance with the capital 
requirements of § 402.2 of this title, a 
government securities broker or dealer 
shall be permitted, on no more than 
three occasions in any 12 month period, 
to enter into a subordination agreement 
on a temporary basis which has a stated 
term of no more than 45 days from the 
date such subordination agreement 
became effective. This temporary relief 
shall not apply to a government 
securities broker or dealer if, at such 
time, it is subject to any of the reporting 
provisions of § 405.3 of this title, 
irrespective of its compliance with such 
provisions or if immediately prior to

entering into such subordination  
agreem en t, the liquid cap ita l, a s  defined  
in § 402.2(d ) of this title, o f such  broker 
o r  d ealer w ould be le ss  than  150% of 
to tal h aircu ts , as defined in § 402.2(g) of 
this title, o r the am ount of its then  
outstand ing subordination  agreem ents  
e x c e e d s  the limits specified  in 
| 2 4 0 .1 5 c 3 -l(d ). Such tem p orary  
sub ordin ation  agreem en t shall be 
su b ject to all other provisions of this 
A ppendix D ” .

(k) Section  2 4 0 .1 5 c3 -ld (c )(5 )(ii)(A ) is 
m odified to read  a s  fo llow sr

“(A ) A fter giving effect th ere to  (and to 
all P aym en ts of P aym en t O bligations  
under an y o th er subordin ated  
ag reem en ts then ou tstanding the 
m aturity  or a c ce le ra te d  m atu rities of 
wdiich are  scheduled  to fail due within 
six  m onths after the d ate  such  
p rep aym en t is to o c c u r  pursuant to this 
provision or on o r  p rior to the d a te  on 
w hich the P aym en t O bligation  in resp ect 
of such p rep aym en t is  s ch e d u le d  to 
m atu re d isregarding this provision, 
w h ich ev er d ate  is  earlier) w ithout 
referen ce  to an y  p rojected  profit or loss  
o f the govern m en t secu rities  b roker or  
d ealer, the liquid cap ita l, a s  defined in 
§ 402 .2(d ) o f  this title, of such  broker or  
d ealer, w ould b e  less  than  180% of total 
h aircu ts , a s  defined in § 402.2(g) of this 
title .” .

PART 403—PROTECTION OF 
CUSTOMER SECURITIES AND 
BALANCES
Sec.
403.1 Application of part to registered 

brokers and dealers.
403.2 Hypothecation of customer securities.
403.3 Use of customers' free credit balances.
403.4 Customer protection—reserves and 

custody of securities.
403.5 Custody of securities held by financial 

institutions that are government 
securities brokers or dealers.

403.6 Compliance with part by futures 
commission merchants.

403.7 Effective dates.
Authority: Sec. 101, Pub. L. 99-571.100 Stat. 

3209 (15 U.S.C. 78o-5(b)(l)(A), (b)(2)).

§ 403.1 Application of part to registered 
brokers and dealers.

W ith  resp ect to th eir a c tiv itie s  in 
govern m en t secu rities, com p lian ce by  
reg istered  b rokers or d ealers  w ith  
§ 240.8C-1 of this title (SEC R ule 8 c - l ) ,  
a s  m odified by § 403.2  (a), (b) and  (c), 
w ith | 240.15C2-1 of this title .(SEC Rule 
1 5 c 2 - l ) ,  with § 2 4 0 .1 5 c3 -2  of this title  
(SEC R ule 15c3-2) a s  m odified by 
§ 403.3, and with § 2 4 0 .1 5 c 3 -3  of this 
title (SEC Rule 1 5 c 3 -3 )  as  m odified by 
§ 4 0 3 .4 (a )—(i) con stitu tes  com p lian ce  
with this p art.



2 7 9 4 8 F e d e ra l  R e g is te r  /  V o l. 52, N o. 14 2  /  F rid a y , July 2 4 , 198 7  /  R u les a n d  R eg u latio n s

§403.2 Hypothecation of customer . 
securities.

Every registered government 
securities broker or dealer shall comply 
with the requirements of § 240.8c-l of 
this title concerning hypothecation of 
customer securities with the following 
modifications:

(a) In § 240.8c-l(a), the words “no 
government securities broker or dealer” 
shall be substituted for the words "no 
member of a national securities 
exchange, and no broker or dealer who 
transacts a business in securities 
through the medium of such member.”

(b) Section 240.8c-l(d) is modified to 
read as follows:

“(d) Exemption for clearing liens. The 
provisions of paragraphs (a)(2), (a)(3) 
and (f) of this section shall not apply to 
any lien or claim of a clearing bank, or 
the clearing corporation (or similar 
department or association) of a national 
securities exchange or a registered 
national securities association, for a 
loan made to acquire any securities 
subject to said lien and to be repaid on 
the same calendar day, which loan is 
incidental to the clearing of transactions 
in securities or loans through such bank, 
corporation, department or association; 
provided, however, that for the purpose 
of paragraph (a)(3) of this section, 
‘aggregate indebtedness of all customers 
in respect of securities carried for their 
accounts’ shall not include indebtedness 
in respect of any securities subject to 
any lien or claim exempted by this 
paragraph.”

(c) References to "member, broker or 
dealer” mean "government securities 
broker or dealer.”

§ 403.3 Use of customers’ free credit 
balances.

Every registered government 
securities broker or dealer shall comply 
with the requirement of § 240.15c3-2 of 
this title concerning the use of customer 
free credit balances. For purposes of this 
section, all references to “broker or 
dealer” in § 240.15c3-2 shall include 
government securities brokers and 
dealers.

§ 403.4 Customer protection—reservos 
and custody of securities.

Every registered government 
securities broker or dealer shall comply 
with the requirements of §§ 240.15c3-3 
and 240.15c3-3a of this title (SEC Rule 
15c3-3 and Exhibit A thereto), with the 
following modifications:

(a) References to "broker or dealer” 
include government securities brokers 
and dealers.

(b) "Fully paid securities,” as defined 
in § 240.15c3-3(a)(3) of this title,

includes all securities held by a 
government securities broker or a 
government securities dealer for the 
account of a customer who has made 
full payment for such securities.

(c) "Margin securities,” as defined in 
§ 240.15c3-3(a)(4) of this title, includes 
any securities for which a customer has 
not made full payment and for which the 
customer has received an extension of 
credit by a government securities broker 
or government securities dealer for a 
portion of the purchase price.

(d) "Excess margin securities,” as 
defined in § 240.15c3-3(a)(5) of this title, 
includes margin securities carried for 
the account of a customer having a 
market value in excess of 140 percent of 
the total of the debit balances in the 
customer’s account or accounts with the 
broker or dealer.

(e) For purposes of this section,
§ 240.15c3-3(b) of this title shall include 
a new paragraph (4) as follows:

“(4)(i) Notwithstanding paragraph
(k)(2)(i) of this section, a broker or 
dealer that retains custody of securities 
that are the subject of a repurchase 
agreement between the broker or dealer 
and a counterparty shall:

“(A) Obtain the repurchase agreement 
in writing;

“(B) Confirm in writing the specific 
securities that are the subject of a 
repurchase transaction pursuant to such 
agreement at the end of the trading day 
on which the transaction is initiated and 
at the end of any other day during which 
other securities are substituted if the 
substitution results in a change to issuer, 
maturity date, par amount or coupon 
rate as specified in the previous 
confirmation;

“(C)(7) For registered brokers and 
dealers, advise the counterparty in the 
repurchase agreement that the Securities 
Investor Protection Corporation has 
taken the position that the provisions of 
the Securities Investor Protection Act of 
1970 do not protect the counterparty 
with respect to the repurchase 
agreement;

“(2) For registered government 
securities brokers and dealers, advise 
the counterparty in the repurchase 
agreement that the Securities Investor 
Protection Act of 1970 will not provide 
protection to the counterparty with 
respect to the repurchase agreement.

“(D) Maintain possession or control of 
securities that are the subject of the 
agreement.

“(ii) For purposes of this paragraph
(4), securities are in the broker’s or 
dealer’s control only if they are in the 
control of the broker or dealer within 
the meaning of §§ 240.15c3-3 (c)(1),

(c)(3), (c)(5), (c)(6), or § 403.4(f) df this 
title. . , .

“(iii) A broker or dealer shall not be in 
violation of the requirement to maintain 
possession or control pursuant to 
paragraph (b)(4)(i)(D) during the trading 
day if: ' -

“(A) In the written repurchase 
agreement, the counterparty grants the 
broker or dealer the right to substitute 
other securities for those subject to the 
agreement; and

“(B) The provision in the written 
-repurchase agreement governing the 
right, if any, to substitute is immediately 
preceded by the following disclosure 
statement, which must be prominently 
displayed:
‘Required Disclosure

The [seller] is not permitted to substitute 
other securities for those subject to this 
agreement and therefore must keep tike 
[buyer’s] securities segregated at all tones, 
unless in this agreement the [buyer] grants 
the [seller] the right to substitute other 
securities. If the [buyer] grants the right to 
substitute, this means that the [buyer s] 
securities will likely be commingled with the 
[seller's] own securities during the teding 
day. The [buyer] is advised that, durasg any 
trading day that the [buyer’s] securities are 
commingled with the [seller’s] securifes, they 
will be subject to liens granted by the [seller] 
to its clearing bank and may be used by the 
[seller] for deliveries on other securities 
transactions. Whenever the securitises, are 
commingled, the [seller’s] ability to 
resegregate substitute securities for the 
[buyer] will be subject to the [seller’s! ability 
to satisfy the clearing lien or to obtain; 
substitute securities.’.

“(iv)(A) A confirmation issued in 
accordance with paragraph (b)(4|p)(B) 
of this section shall specify the issuer, 
maturity date, coupon rate, paramount 
and market value of the security and 
shall further identify a CUSIP or 
mortgage-backed security pool number, 
as appropriate, except that a CUSfP or a 
pool number is not required on She 
confirmation if it is identified in internal 
records of the broker or dealer t%at 
designate the specific security of the 
counterparty. For purposes of this 
paragraph (b)(4)(iv), the market value of 
any security that is the subject of the 
repurchase transaction shall be the most 
recently available bid price plus accrued 
interest, obtained by any reasonable 
and consistent methodology.

“(B) A person that is a non-OS. 
citizen residing outside of the Orated 
States or a foreign corporation, 
partnership, or trust may waive, but 
only in writing, the right to receive the 
confirmation required by paragraph *; 
(b)(4)(i)(B) of this section.

“(v) This paragraph (b)(4) sh a l not 
apply to a repurchase agreement
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between the broker or dealer and 
another broker or dealer (including a 
government securities broker or dealer}, 
a registered municipal securities dealer, 
or a general partner or director or 
principal officer of the broker or dealer 
or any person to the extent that his 
claim is explicitly subordinated to the 
claims of creditors of the broker or 
dealer.”.

(f)(1) Securities under the control of a 
broker or dealer, as described in 
§ 240.15c3-3(c) of this title, shall include 
securities maintained by a broker or 
dealer in an account at a depository 
institution, as defined in section 
19(b)(A)(i)-{vi) of the Federal Reserve 
Act (12 U.S.C. 461(b)(l)(A)(i)-(vi)), 
which depository institution has a book- 
entry securities account at a Federal 
Reserve Bank through which it provides 
clearing services ("clearing bank”), 
provided the securities are maintained 
in a Segregated Account of the 
government securities broker or dealer. 
For purposes of this paragraph (f)(1) and 
paragraph (h) of this section, a 
Segregated Account is an account (other 
than a clearing account) of the 
government securities broker or dealer 
maintained on the books of a clearing 
bank pursuant to a written clearing 
agreement with such clearing bank 

which provides that:
(1) Such account is established for the 

purpose of segregating securities of 
counterparties or customers of such 
broker or dealer from proprietary 
securities of the broker or dealer;

(ii) The broker or dealer is entitled to 
direct the disposition of the securities; 
and

(iii) The clearing bank does not have, 
and will not assert, any claim or lien 
against such securities nor will the 
clearing bank grant any third party, 
including any Federal Reserve Bank, 
any interest in such securities so long as 
they are maintained in the segregated 
account.

(2) For purposes of this section,
§ 240.15c3-3(c)(2) of this title is 
redesignated as paragraph (c)(2)(i) and 
new paragraph (c)(2)(ii) is added to read 
as follows:

“(ii) Are carried for the account of any 
customer by a government securities 
broker or dealer in an account 
designated exclusively for customers of 
the government securities broker or 
dealer with a registered broker or dealer 
or another registered government 
securities broker or dealer (the “carrying 
broker or dealer") in compliance with 
instructions of the registered 
government securities broker or dealer 
to the carrying broker or dealer that the 
securities are to be maintained free of

any charge, lien or claim of any kind in 
favor of the carrying broker or dealer or 
any persons claiming through such 
carrying broker or dealer; or".

(g) ror purposes of this section, the 
operation of § 240.15c3-3(d)(2) is 
suspended until further notice with 
respect to mortgage-backed securities.

(h) In addition to the notification 
required by § 240.15c3-3(i) of this title, 
whenever any government securities 
broker or dealer instructs its clearing 
bank to place securities in a Segregated 
Account (as defined in paragraph (f)(1) 
of this section), and the clearing bank 
refuses to do so as of the close of 
business on that day, the broker or 
dealer shall, in accordance with
i  240.17a-ll(f) of this title, give 
telegraphic notice of the notification by 
the clearing bank within 24 hours and 
within 48 hours of the telegraphic notice, 
file a report stating what steps are being 
taken to correct the situation.

(i) For purposes of this section,
i  240.15c3-3(l) of this title is modified to 
read as follows:

“(1) Delivery or disposition of 
securities. Nothing stated in this section 
shall be construed as affecting the 
absolute right of a customer of a 
government securities broker or dealer, 
unless otherwise agreed in writing, in 
the normal course of business 
operations following demand made on 
the broker or dealer, to receive the 
physical delivery of certificates if the 
securities are issued in certificated form, 
or to direct a transfer of or otherwise to 
exercise control over any securities if 
they are:

“(1) Fully-paid securities to which the 
customer is entitled;

“(2) Margin securities upon full 
payment by such customer to the broker 
or dealer of the customer’s indebtedness 
to the broker or dealer; or

"(3) Excess margin securities not 
reasonably required to collateralize such 
customer’s indebtedness to the broker or 
dealer.”.

(j) Except with respect to a 
government securities interdealer broker 
subject to the financial responsibility 
requirements of § 402.1(e) and a 
registered government securities broker 
or dealer that is a futures commission 
merchant registered with the CFTC,
§ 240.15c3-3(e)(3) is modified for 
purposes of this section to read as 
follows:

"(3) Computations necessary to 
determine the amount required to be 
deposited as specified in paragraph
(e)(1) of this section shall be made 
weekly, as of the close of the last 
business day of the week, and the

deposit so computed shall be made no 
later than 1 hour after the opening of 
banking business on the second 
following business day; provided, 
however, a government securities broker 
or dealer registered pursuant to section 
15C(a)(l)(A) of the Act (15 U.S.C. 78o-5
(a)(1)(A)) which has a ratio of liquid 
capital to total haircuts (calculated in 
accordance with Part 402 of this 
chapter) of 1.8 or greater and w'hich 
carries aggregate customer funds (as 
defined in paragraph (a)(10) of this 
section), as computed at the last 
required computation pursuant to this 
section, not exceeding $1 million, may in 
the alternative make the computation 
monthly, as of the close of the last 
business day of the month, and, in such 
event, shall deposit not less than 105 
percent of the amount so computed no 
later than 1 hour after the opening of 
banking business on the second 
following business day. If a registered 
government securities broker or dealer, 
computing on a monthly basis, has, at 
the time of any required computation, a 
ratio of liquid capital to total haircuts of 
less than 1.8, such broker or dealer shall 
thereafter compute weekly as aforesaid 
until four successive weekly 
computations are made, none of w'hich 
were made at a time when its ratio of 
liquid capital to total haircuts was less 
than 1.8. Computations in addition to the 
computation required in this paragraph
(3), may be made as of the close of any 
other business day, and the deposits so 
computed shall be made no later than 1 
hour after the opening of banking 
business on the second following 
business day. The registered 
government securities broker or dealer 
shall make and maintain a record of 
each such computation made pursuant 
to this paragraph (3) or otherwise and 
preserve such record in accordance with 
§ 240.17a-4.".

(k) Except with respect to a 
government securities interdealer brokei 
subject to the financial responsibility 
requirements of § 402.1(e) and a 
registered government securities broker 
or dealer that is a futures commission 
merchant registered with the CFTC*
Note E(5) of | 240.15c3-3a of this title is 
modified for purposes of this section to 
read as follows:

"(5) Debit balances in margin 
accounts (other than omnibus accounts) 
shall be reduced by the amount by 
which any single customer’s debit 
balance exceeds 25% (to the extent such 
amount is greater than $50,000} of the 
government securities broker's or 
dealer's liquid capital unless such 
broker or dealer can demonstrate that
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the debit balance is directly related to 
credit items in the Reserve Formula. 
Related accounts [e.g., the separate 
accounts of an individual, accounts 
under common control or subject to 
cross guarantees) shall be deemed to be 
a single customer’s accounts for 
purposes of this provision.”.

§ 4@3.§ ©MOfi@<sly oostysrifes fasCd fey 
financial institutions that a re  governm ent 
secu rities  brok ers ®r heaters.

(a) A government securities broker or 
dealer that is a financial institution 
shall:

(1) Comply with Part 450 with respect 
to all government securities held for the 
account of customers of the financial 
institution in its capacity as a fiduciary 
or custodian (unless otherwise exempt 
pursuant to § 450.3); and

(2) Comply with Part 450 and with 
paragraphs (b), (c) and (d) of this section 
with respect do all fully paid and excess 
margin government securities held for 
customers of the financial institution in 
its capacity as government securities 
broker or dealer, and government 
securities that are the subject of a' 
repurchase agreement between the 
financial institution and certain 
counterparties as described in 
paragraph (d) of this section.

(b) A financial institution shall not be 
in violation of the possession or control 
requirements of paragraphs (c) and (d) 
of this section if, solely as the result of 
normal business operations, temporary 
lags occur between the time when a 
security is first required to be in the 
financial institution’s possession or 
control and the time when it is actually 
placed in possession or control, 
provided that the financial institution 
takes timely steps in good faith to 
establish prompt possession or control. 
In the event that a financial institution 
has accepted funds from a customer for 
the purchase of securities and the 
financial institution does not initiate the 
purchase of the specified securities by 
the close of the next business day after 
receipt of such customer’s funds, the 
financial institution shall immediately 
deposit or redeposit the funds in an 
account belonging to such customer and 
send the customer notice of such deposit 
or redeposit.

(c) (1) On each business day a 
financial institution shall determine the 
quantity and issue of such securities, if 
any, that are required to be but are not 
in the financial institution’s possession 
or control. As appropriate to bring such 
securities into possession or control, the 
financial institution shall:

(i) Promptly obtain the release of any 
Sien, charge, or other encumbrance 
against such securities;

(ii) Promptly obtain the return of any 
securities loaned;

(iii) Take prompt steps to obtain 
possession or control of securities failed 
to receive for more than 30 days, except 
in the case of mortgage-backed 
securities; or

(iv) Take prompt steps to buy in 
securities as necessary to the extent any 
shortage of securities in possession or 
control cannot be resolved as required 
by any of the above procedures.

(2) The financial institution shall 
prepare and maintain a current and 
detailed description of the procedures 
and interna! controls that it utilizes to 
comply with the possession or control 
requirements of this paragraph (c), 
which shall be made available upon 
request to its appropriate regulatory 
agency.

(3) Nothing stated in this section shall 
be construed as affecting the absolute 
right of a customer of a government 
securities broker or dealer, unless 
otherwise agreed in writing, in the 
normal course of business operations 
following demand made on the broker or 
dealer, to receive the physical delivery 
of certificates if the securities are issued 
in certificated form, or to direct a 
transfer of or otherwise to exercise 
control over any securities if they are:

(i) Fully-paid securities to which the 
customer is entitled;

(ii) Margin securities upon full 
payment by such customer to the broker 
or dealer of the customer’s indebtedness 
to the broker or dealer, or

(iii) Excess margin securities not 
reasonably required to collateralize such 
customer’s indebtedness to the broker or 
dealer.

(d)(1) If a financial institution retains 
custody of securities, other than in 
safekeeping as defined in paragraph
(f)(3) of this section, that are the Subject 
of a repurchase transaction, or if a 
financial institution retains custody of 
such securities, whether or not in 
safekeeping, and retains the right to 
substitute other securities for such 
securities, the financial institution shall:

(i) Obtain the repurchase agreement in 
writing;

(ii) Confirm in writing the specific 
securities that are the subject of a 
repurchase transaction pursuant to such 
agreement at the end of the day of 
initiation of the transaction and at the 
end of any other day during which other 
securities are substituted if the 
substitution results in a change to issuer, 
maturity date, par amount or coupon 
rate specified in the previous 
confirmation;

(iii) Advise the counterparty in the 
repurchase agreement that the funds 
held by the financial institution pursuant

to a repurchase transaction are not a 
deposit and therefore are not insured by 
the Federal Deposit Insurance ’
Corporation, the Federal Savings and 
Loan Insurance Corporation or the 
National Credit Union Share Insurance 
Fund, as applicable;

(iv) If the counterparty agrees to grant 
the financial institution the right to 
substitute securities, include in the 
written repurchase agreement the 
provision by which the financial 
institution retains the right to substitute 
securities;

(v) If the counterparty agrees to grant 
the financial institution the right to 
substitute securities, include in the 
written repurchase agreement the 
following disclosure statement, which 
must be prominently displayed in the 
written repurchase agreement 
immediately preceding the provision 
governing the right to substitution:
"Required Disclosure

The (seller] is not permitted to substitute 
other securities for those subject to .this 
agreement and therefore must keep the 
(buyer’s) securities segregated at all times, 
unless in this agreement the [buyer] grants 
the (seller] the right to substitute other 
securities. If the (buyer) grants the right to 
substitute, this means that the [buyer’s] 
securities will likely be commingled with the 
[seller’s] own securities during the trading 
day. The [buyer] is advised that, during any 
trading day that the (buyer's] securities are 
commingled with the [seller's] securities, they 
m ay be subject to liens granted by the [seller] 
to third parties and may be used by fee 
[seller] for deliveries on other securities 
transactions. Whenever the securities are 
commingled, the [seller’s] ability to 
resegregate substitute securities for the 
[buyer] will be subject to the [selleris] ability 
to satisfy any lien or to obtain substitute 
securities."; and

(vi) Maintain possession or ©ostrol of 
securities that are the subject of the 
agreement in accordance with f  450.4(a) 
of this chapter, except when exercising 
its right of substitution in accordance 
with the provisions of the agreement 
and paragraph (d)(l)(iv) of this section.

(2){i) A confirmation issued in 
accordance with paragraph (d)ftjfii) of 
this section shall specify' the issuer, 
maturity date, coupon rate, par amount - 
and market value of the security and 
shall further identify a CUSIP or 
mortgage-backed security pool sember, 
as appropriate, except that a CUSIP or a 
pool number is not required on fee 
confirmation if it is identified m internal 
records of the broker or dealeTfhat 
designate the specific security ©f the 
counterparty. For purposes of t f e  , 
paragraph (d)(2), the market vahse of 
any security that is the subject ©f the 
repurchase transaction shall be the most
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recently available bid price plus accrued 
interest, obtained by any reasonable 
and consistent methodology.

(ii) A person that is a non-U.S. citizen 
residing outside of the United States or a 
foreign corporation, partnership, or trust 
may waive, but only in writing, the right 
to receive the confirmation required by 
paragraph (d)(l)(ii) of this section.

(3) This paragraph (d) shall not apply 
to a repurchase agreement between the 
financial institution and a broker or 
dealer (including a government 
securities broker or dealer), a registered 
municipal securities dealer, o ra  director 
or principal officer of the financial 
institution or any person to the extent 
that his claim is explicitly subordinated 
to the claims of creditors of the financial 
institution.

(e)(1) A government securities broker 
or dealer that is a branch or agency of a 
foreign bank shall keep on deposit with 
an insured bank (as that term is defined 
in 12 U.S.C. 1813(h)) an amount equal to 
the amount that would be required to be 
set aside pursuant to § 240.15c3-3(e)(l) 
of this title with respect to government 
securities of customers of such branch 
or agency that are citizens or residents 
of the United States. The amount 
required to be deposited pursuant to this 
§ 403.5(e)(1) may be reduced by the 
amount of assets pledged or deposited 
by the branch or agency pursuant to 
regulations promulgated by a Federal or 
State banking regulatory agency that are 
attributable to liabilities to customers 
which are included both in the 
calculation of the required pledge or 
deposit of assets and in the calculation 
of the amount to be set aside pursuant to 
§ 240.15c3-3(e)(l) of this title.

(2) The amount deposited in 
accordance with this section shall be 
pledged to the appropriate regulatory 
agency of the branch or agency making 
the deposit for the exclusive benefit of 
the customers to whom the credit 
balances are owed.

(3) For purposes of making the 
calculation pursuant to § 240.15c3- 
3(e)(1) of this title, the terms “free credit 
balances," "other credit balances" and 
"credit balances" shall not include any 
funds placed in deposits or accounts 
enumerated at 12 CFR 204.2.

(4) For purposes of making the 
calculation pursuant to | 240.15c3- 
3(e)(1) of this title, the formula set forth 
at § 240.15c3-3a of this title shall be 
modified as follows:

(i) For purposes of this section, 
references to “securities account,” "cash 
account," "margin account", or other 
customer accounts for purposes of this 
section shall not include any deposits or 
accounts enumerated at 12 CFR 204.2:

(ii) References to “security or 
“securities shall mean U.S. government 
securities:

(iii) References to net capital shall be 
inapplicable;

(iv) Item 2 is modified to read as 
follows:

“2. Monies borrowed by the branch or 
agency collateralized by securities 
carried for the account of customers.
(See Note B.)”;

(v) Item 4 is modified to read as 
follows:

“4. Customers’ securities failed to 
receive only with respect to transactions 
for which payment has been received by 
and is under the control of the branch or 
agency. (See Note D.)”;

(vi) Note B is modified to read as
follows:

‘‘Note B. Item 2 shall include the principal 
amount of Restricted Letters of Credit 
obtained by members of Options Clearing 
Corporation which are collateralized by 
customers’ securities. Item 2 shall not include 
bank loans to customers in the ordinary 
course collateralized by the customers’ U.S. 
government securities.’’; and

(vii) Note C is modified to read as 
follows:

“Note C. Item 3 shall include in addition to 
monies payable against customers’ securities 
loaned the amount by which the market value 
of securities loaned exceeds the collateral 
value received from the lending of such 
securities. Item 3 shall exclude cash 
collateral received pursuant to a written 
securities lending agreement that complies 
fully with the supervisory guidelines of its 
appropriate regulatory agency that expressly 
govern securities lending practices.’’.

(f)(1) For purposes of this section, the 
terms “fully paid securities," “margin 
securities," and “excess margin 
securities" shall have the meanings 
described in § 403.4 (b), (c) and (d).

(2) For purposes of this section, the 
term "customer” shall include any 
person from whom or on whose behalf a 
financial institution that is a government 
securities broker or dealer has received 
or acquired or holds securities for the 
account of that person or funds resulting 
from transactions in securities for or 
with such person or that represent 
principal, interest, or other proceeds of 
such securities. The term shall not 
include a broker or dealer that is 
registered pursuant to section 15,15B or 
15C (a)(1)(A) of the Act (15 U.S.C. 78o, 
78o-4,78o-5(a)(l)(A)) or that has filed 
notice of its status as a government 
securities broker or dealer pursuant to 
section 15C(a)(l)(B) of the Act (15 U.S.C. 
78o—5(a)(1)(B)) except with respect to 
securities maintained by such broker or 
dealer in a Segregated Account as 
defined in § 403.4(f)(1) and with respect

to securities otherwise identified by 
such broker or dealer as customer 
securities for purposes of maintaining 
possession or control of such securities 
as required by this part. The term 
“customer" shall not include a director 
or principal officer of the financial 
institution or any other person to the 
extent that that person has a claim for 
property or funds, which by contract, 
agreement or understanding, or by 
operation of law, is part of the capital of 
the financial institution or is 
subordinated to the claims of creditors 
of the financial institution.

(3) For purposes of paragraph (d)(1) of 
this section, securities will be deemed to 
be in safekeeping if the employees 
responsible for the safekeeping of the 
securities:

(i) Have no direct involvement in the 
purchase and sale of securities, 
including the transfer of interests in 
securities pursuant to repurchase 
transactions:

(ii) Are not subject to the control of 
any employees that have responsibility 
for the purchase and sale of securities, 
including the transfer of interests in 
securities pursuant to repurchase ^  
transactions; and

(iii) Have the affirmative 
responsibility for maintaining the books 
and records of customer securities 
transferred into their possession or 
control, including government securities 
held in book-entry form, that provide the 
basis for the securities count required by 
§ 450.4(d) of this chapter.

(g) The appropriate regulatory agency 
of a financial institution that is a 
government securities broker or dealer 
may extend the period specified in 
paragraph (o)(l)(iii) of this section on 
application of the financial institution 
for one or more limited periods 
commensurate with the circumstances, 
provided the appropriate regulatory 
agency is satisfied that the financial 
institution is acting in good faith in 
making the application and that 
exceptional circumstances warrant such 
action. Each appropriate regulatory 
agency shall make and preserve for a 
period of not less than three years a 
record of each extension granted 
pursuant to this paragraph, which shall 
contain a summary of the justification 
for the granting of the extension.

§ 403,6 Com pliance with part by futures 
com m ission m erchants.

A registered government securities 
broker or dealer that is also a futures 
commission merchant registered with 
the CFTC shall comply with the 
provisions of this Part with respect to all 
customer funds and securities except
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those that are incidental to the broker’s 
or dealer's futures-related business, as 
defined in § 240^a43-l(b) of this title.
For purposes of the preceding sentence, 
the term "customer” shall have the 
meaning set forth in § 240.15c3-3(a)(l) of 
this title.

§ 403.7 Effective dates.
(a) General. Except as provided in 

paragraphs (b) through (e) of this 
section, this Part shall be effective on 
the last business day in October 1987.

(b) Confirmations. The requirement of 
§§ 403.4(e) and 403.5(d) to describe the 
specific securities that are the subject of 
a repurchase transaction, including the 
market value of such securities, on a 
confirmation at the initiation of a 
repurchase transaction or on 
substitution of other securities shall be 
effective January 31,1988.

(c) Written repurchase agreements. 
The requirement to obtain a repurchase 
agreement in writing with the provisions 
described in § § 403.4(c) and 403.5(d) 
shall be effective October 31,1987 in the 
case of new customers of a government 
securities broker or dealer and shall be 
effective January 31,1988 in the case of 
existing customers of a government 
securities broker or dealer. For purposes 
of this paragraph, an "existing 
customer" of a government securities 
broker or dealer is any counterparty 
with whom the government securities 
broker or dealer has entered into a 
repurchase transaction on or after 
January 1,1986, but before July 25,1987. 
For purposes of this paragraph, a “new 
customer" of a government securities 
broker or dealer is any counterparty 
other than an existing customer.

(d) Disclosures. (1) Before a written 
repurchase agreement has been entered 
into in accordance with paragraph (c) of 
this section, a government securities 
broker or dealer that is subject to
§ 403.4(e) shall furnish the counterparty 
with a separate interim disclosure 
document containing: (i) The disclosure 
referred to in § 403.4(e) concerning the 
Securities Investor Protection Act of 
1970, and (ii) if applicable, the following 
disclosure:
"Required Disclosure

Unless the (buyer) and the (seller] have 
agreed to the contrary, the (buyer’s) securities 
are likely to be commingled with the (seller’s] 
own securities during the trading day. The 
(buyer) is advised that, during any trading 
day that the (buyer’s] securities are 
commingled with the (seller’s] securities, they 
will be subject to liens granted by the (seller]

to its clearing bank and may be used by the 
(seller) for deliveries on other securities 
transactions. Whenever the securities are 
commingled, the (seller’s] ability to 
resegregate substrtute securities for the 
|buyer| will be subject to the (seller's) ability 
to satisfy the clearing lien or to obtain 
substitute securities.".

(2) Before a written repurchase 
agreement has been entered into in 
accordance with paragraph (c) of this 
section, a financial institution that is 
subject to § 403.5(d) shall furnish the 
counterparty with a separate interim 
disclosure document containing: (i) The 
disclosure referred to in § 403.5(d) 
concerning the inapplicability of deposit 
insurance, and (ii) if applicable, the 
following disclosure:
"Required Disclosure

Unless the (buyer] and the (seller] have 
agreed to the contrary, the (buyer's) securities 
are likely to be commingled with the (seller’s] 
own securities during the trading day. The 
[buyer] is advised that, during any trading 
day that the {buyer’s] securities are 
commingled with the [seller’s] securities, they 
will be subject to liens granted by the [seller] 
to third parties and may be used by the 
(seller] for deliveries on other securities 
transactions. Whenever the securities are 
commingled, the (seller’s] ability to 
resegregate substitute securities for the 
[buyer] will be subject to the (seller’s] ability 
to satisfy any lien or to obtain substitute 
securities.’’.

(3) In the case of hold-in-custody 
repurchase transactions initiated before 
August 31,1987 and terminating on or 
after August 31,1987, the disclosure 
document described in this paragraph
(d) must be mailed to the counterparties 
involved on or before August 31,1987. In 
the case of a hold-in-custody repurchase 
transaction initiated on or after August 
31, the disclosure document described in 
this paragraph (d) must be provided to 
the counterparty involved no later than 
the day on which the first hold-in
custody repurchase transaction is 
initiated on or afterAugust 31,1987, 
unless the disclosure has already been 
provided to the counterparty in 
accordance with the preceding sentence.

(e) Existing term repurchase 
transactions. Notwithstanding 
paragraphs (b), (c) and (d) of this 
section, the requirements of § § 403.4(e) 
and 403.5(d), with the exception of the 
requirements to confirm the substitution 
of securities subject to a repurchase 
transaction, shall not be applicable to 
any repurchase transaction initiated on 
or before August 31,1987 that, by its 
terms, matures on a specific date after 
August 31.1987.

PART 404—RECORDKEEPING AND 
PRESERVATION OF RECORDS
Sec.
404.1 Application of part to registered 

brokers and dealers.
404.2 Records to be made and kept cur^nt 

by registered government securities 
brokers and dealers; records of non
resident registered government securities 
brokers and dealers.

404.3 Records to be preserved by registered 
government securities brokers and 
dealers.

404.4 Records to be made and preserved by 
government securities brokers and 
dealers that are financial institutions.

404.5 Securities counts by registered 
government securities brokers and 
dealers.

Authority: Sec. 101, Pub. L  99-571.100 Sta. 
3209 (15 U.S.C. 78o-5 (b)(1)(B), (b)(1)(C).
(b)(2)),
§ 404.1 Application o f part to  registered  
b rokers and dealers.

Compliance by a registered broker or 
dealer with § 240.17a-3 of this title 
.(pertaining to records to be made),
§ 240.17a-4 of this title (pertaining to 
preservation of records), § 240.17a-13 of 
this title (pertaining to quarterly 
securities counts) and § 240.17a-7 of this 
title (pertaining to records of non
resident brokers or dealers) shall 
constitute compliance with this part.

§ 40& 2 R ecord s to  b e  m ade and kept 
current by reg istered  governm ent 
secu rities brokers and d ealers; record s of 
non-resident reg istered  governm ent 
secu rities  brokers and d ealers.

(a) Every registered government 
securities broker or dealer shall comply 
with the requirements of § 240.17a-3 of 
this title (SEC Rule 17a-3), with the 
following modifications:

(1) References to "broker or dealer” 
and "broker or dealer registered 
pursuant to Section 15 of the Act" 
include registered government securities 
brokers or dealers.

(2) References to § § 240.17a-3, 
240.17a-4, 240.17a-5. and 240.17a-13 
mean such sections as modified by this 
Part and Part 405 of this chapter.

(3) (i) Except in the case of a
government securities interdealer broker 
who is subject to the financial 
responsibility rules of § 402.1(e) of this 
chapter and a registered government 
securities broker or dealer that is a 
futures commission merchant registered 
with the CFTC, paragraph 240.17a- /
3(a)(ll) is modified to read as follows:

"(11) A record of the proof of money 
balances of all ledger accounts in the 
form of trial balances, and a record of 
the computation of liquid capita! and 
total haircuts, as of the trial date,
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determined as provided in §402.2 of this 
title; provided however, that such 
computation need not be made by any 
registered government securities broker 
or dealer unconditionally exempt from 
Part 402 of this title. Such trial balances 
and computations shall be prepared 
currently at least once a month.”.

{iij For a government securities 
interdealer broker who is subject to the 
financial responsibility rules of 
§ 402.1(e) of this chapter, references to 
§ 240.15c3-l include modifications 
contained in f  402.1(e) of this chapter.

(4) Paragraph 24Q.17a-3(b)(l) is 
modified to read as follows:

“(1) This section shall not be deemed 
to require a government securities 
broker or dealer registered pursuant to 
Section 15C(a){l}(A) of the Act (15 
U.S.C. 7Bo-5(a}(l)(A)) to make or keep 
such records of transactions cleared for 
such government securities broker or 
dealer as are customarily made and kept 
fey a clearing broker or dealer pursuant 
to the requirements of §§ 240.17a-3 and 
24G.17a-4: Provided, that the clearing 
broker or dealer has and maintains net 
capital of not less than $25,TOO (or, in the 
case of a clearing broker or dealer that 
is a registered government securities 
broker or dealer, liquid capital less total 
haircuts, determined as provided in 
§ 402.2 of this title, of not less than 
$50,TOO) and is otherwise in compliance 
with 1 240.15c3-l, § 402.2 of this title, or 
the capital rales erf the exchange of 
which such clearing broker or dealer is a 
member if the members of such 
exchange are exempt from § 240.15c3-l 
by paragraph (b)(2) thereof.”.

(5) The undertaking in f  240.17a- 
3(b)(2) is modified to read as follows:

'T he undersigned hereby undertakes 
to maintain and preserve on behalf of 
[registered government securities broker 
or dealer] the books and records 
required to be maintained by (registered 
government securities broker or dealer] 
pursuant to 17 CFR 404.2 and 404.3 and 
Rules 17a-3 and 17a-4 under the 
Securities Exchange Act of 1934 and to 
permit examination of such books and 
records at any lime or from time to time 
during business hours by examiners or 
other representatives of the Securities 
and Exchange Commission, and to 
furnish to said Commission at its 
principal office in Washington, D.C., or 
at any regional office of said 
Commission specified in a demand 
made by or on behalf of said 
Commission for copies of books and 
records, true, correct, complete, and 
current copies of any or all, or any part, 
of such books and records. This 
undertaking shall be binding upon the

undersigned, and Hie successors and 
assigns of the undersigned.”.

(6) Section240.17a-3fc) is modified to 
read as follows:

“(c) This section shall not be deemed 
to require a government securities 
broker or dealer to make or keep such 
records as are required by paragraph (a) 
reflecting the sale and redemption of 
United States Savings Bonds, United 
States Savings Notes and United States 
Savings Stamps.”.

(b) (1) Every non-resident government 
securities broker or dealer registered or 
applying for registration pursuant to 
section 15C of the Act shall comply with 
§ 240.17a-7 of this title, provided that In 
such section references to ‘“broker or 
dealer” shall include government 
securities brokers or dealers.

(2) The term “non-Tesident 
government securities broker or dealer” 
means: (i) In the case of an individual 
one who resides in or has his principal 
place of business in any place not 
subject to the jurisdiction of the United 
States: (ii) in the case of a corporation, 
one incorporated in or having its 
principal place of business in any place 
not subject to the jurisdiction of the 
United States: and (iii) in the case of a 
partnership or other unincorporated 
organization or association, one having 
its principal place of business in any 
place not subject to the jurisdiction of 
the United States.

(c) Effective date. Paragraph (a) of 
this section shall be effective on 
October 31,1987, except that registered 
government securities brokers and 
dealers are required to maintain the 
records specified in § 240.17a-3(a) (12). 
(13), (14) and (15) beginning July 25,1987.
(Approved by the Office of Management and 
Budget under control -number 1505-0100)

§ 404.3 Records to be preserved by 
registered government securities brokers 
and dealers.

(a) Every registered government 
securities broker or dealer, except a 
government securities interdealer broker 
subject to the financial responsibility 
rules of § 402.1(e) and a registered 
government securities broker or dealer 
that is also a futures commission 
merchant registered with the CFTC, 
shall comply with the requirements of 
§ 240.17a-4 of this title (SEC Rule 17a~4), 
with the following modifications:

(1) References to "broker or dealer” 
and "broker and dealer registered 
pursuant to Section 15 of the Act" 
include registered government securities 
brokers or dealers.

(2) References to || 240.17a-^3, ,17a-4, 
and .17a-5 mean such sections as

m odified b y  this p art and P a rt  405 of this 
ch ap ter.

(3 )  R eferen ces to § 24G .T 5c3-l, relating  
to net ca p ita l, and “C om p utation  for Net 
C ap ita l” th ereu nd er m e a n  $ 402.2  of this 
c h a p te r an d  the com putation  of the ratio  
o f  liquid cap ital to to tal h aircu ts  
required  thereunder.

(4) R eferen ces  to § 2 4 0 .1 5 c3 -3 , relating  
to  p ossessio n  or control o f  custom er  
secu rities  a n d  b alan ces, m ean  § 403.4  of 
this ch ap ter.

(5) R eferen ces to F o rm  X - 1 7 A - 5  m ean  
F o rm  G -4 0 5 1 §  449.5 of this c h a p te r).

(6 ) T he com putation d escrib ed  in 
g 2 4 0 .1 7 a -4 (b )(8 )(x )  is n o t required.

(b) A  governm ent secu rities  
in terd ealer broker su b je ct to  the  
fin an cial responsibility  ra le s  o f
§ 402 .1(e) and a registered  governm ent 
secu rities  broker or d ealer that is also a 
futures com m ission  m erch an t registered  
w ith the C FTC , sh all com p ly  w ith the 
req uirem ents of 1 2 4 0 .1 7 a -4  of this title 
(SEC  Rule 1 7 a -4 ). w ith th e follow ing  
m odifications;

(1 )  R eferen ces to  “b ro k er or d e a le r"  
and "b ro k er an d  d e a le r” include  
reg istered  govern m en t secu rities  brokers  
or d ealers.

(2) R eferen ces to  g §  24Q .17a-3, 
2 4 0 .1 7 a -4 , a n d  24Q .17a-5 m ean  such  
sectio n s a s  m odified by this p art and  
P art 40 5  D f  this chap ter.

(3) W ith  re sp e ct to a  governm ent 
secu rities  in terd ealer broker su b ject to  
the fin an cial responsibility  rules of
§ 402 .1(e) o f  this ch ap ter, re fe re n ce s  to  
§ 2 4 0 .1 5 c 3 -l ,  re latin g  to  net ca p ita l, and  
“C om p utation  for N et C ap ita l"  
th ereu nd er include the m odifications  
co n tain ed  in § 402.1(e) o f  this chap ter.

(4) R eferen ces to § 2 4 0 .1 5 c3 -3 , relating  
to p o ssessio n  o r  co n tro l of cu sto m er  
secu rities  and b a la n ce s, m ean  §  403.4 of 
this ch ap ter.

(c )  T h is  section  shall be effective on 
July 2 5 ,1 9 8 7 .

(Approved by the Office of Management and 
Budget under control number 1505-0300)

§ 404.4 Records to  be made and 
preserved by government securities 
brokers and dealers tha t are financial 
institutions.

(a ) Records to be mode and kept. 
E v e ry  fin an cial institu tion  that is a 
governm ent se cu ritie s  b roker or d ealer  
an d  that is not exem p t from this p art 
p ursuant to P art 401  of this ch ap ter shall 
com p ly w’ith the requirem ents of 
§§  4 04 .2  and 404.3  u n less  such financial 
institution:

(1) Is sub ject to  12 C F R  P art 12  
(relating to  n atio n al b an k s), 12 C FR  P art  
208 (relating to s ta te  m em b er banks of 
the F ed eral R e se rv e  S ystem ) or 1 2  C FR  
P art 344 (relating to s ta te  b an k s that are
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not members of the Federal Reserve 
System), or is a United States branch or 
agency of a foreign bank and complies 
with 12 CFR Part 12 (for federally 
licensed branches and agencies of 
foreign banks) or 12 CFR Part 208 (for 
uninsured state-licensed branches and 
agencies of foreign banks) or 12 CFR 
Part 344 (for insured state licensed 
branches and agencies of foreign banks), 
provided however, that the records 
required to be made and kept by those 
regulations shall be made or kept 
without regard to the exemptions for 
transactions in U.S. government or 
federal agency obligations provided in 
12 CFR 12.7(a), 12 CFR 208.8(k)(6)(i), and 
12 CFR 344.7(a);

(2) Complies with the recordkeeping 
requirements of f  450.4(c), (d)(3) and (f) 
of this chapter; and

(3) Makes and keeps current:
(i) (A) A securities record or ledger 

reflecting separately for each 
government security as of the settlement 
dates all "long” or "short” positions 
(including government securities that 
are the subjects of repurchase or reverse 
repurchase agreements) carried by such 
financial institution for its own account 
or for the account of its customers or 
others (except securities held in a 
fiduciary capacity) and showing the 
location of all government securities 
long and the offsetting position to all 
government securities short, including 
long security count differences and short 
security count differences classified by 
the date of the physical count and 
verification in which they were 
discovered, and in all cases the name or 
designation of the account in which 
each position is carried;

(B) A complete and current Form G- 
FIN-4 (§ 449.3 of this chapter) or Form 
U—4 (promulgated by a self-regulatory 
organization) or Form MSB-4 (as 
required for associated persons of bank 
municipal securities dealers) for each 
associated person as defined in
§ 400.3(c) of this chapter;

(C) A Form G-FIN-5 (§ 449.4 of this 
chapter) or Form U-5 (promulgated by a 
self-regulatory organization) or Form 
MSD-5 (as required for associated 
persons of bank municipal securities 
dealers) for each associated person 
whose association has been terminated 
as provided in § 400.4(d)(2) of this 
chapter; and

(D) A complete and current Form G- 
FIN (§ 449.1 of this chapter) and, if 
applicable, a Form G-F1NW (§ 449.2 of 
this chapter).

(ii) For purposes of paragraph
(a)(3)(i)(A) of this section, "safekeeping” 
may be shown as a location of any 
securities long as long as the financial 
institution complies with the

requirements of Part 450 of this chapter 
with respect to such securities.

(b) Preservation of records. (1) The 
records required by paragraph
(a)(3)(i)(A) of this section shall be 
preserved for not less than six years, the 
first two years in an easily accessible 
place.

(2) The records required by 
paragraphs (a)(3)(i) (B) and (C) of this 
section shall be preserved for at least 
three years after the person who is the 
subject of the record has terminated his 
employment and any other association 
with the government securities broker or 
dealer function of the financial 
institution.

(3) The records required by paragraph
(a)(3)(i)(D) of this section shall be 
preserved for at least three years after 
the financial institution has notified the 
appropriate regulatory agency that it has 
ceased to function as a government 
securities broker or dealer.

(c) Effective date. This section shall 
be effective on July 25,1987, except that 
until October 31,1987, a financial 
institution government securities broker 
or dealer is not required to make and 
keep current the securities position 
record required by paragraph (a)(3)(i)(A) 
of this section.
(Approved by the Office of Management and 
Budget under control number 1505-0100)

§ 404.5 Securities counts by registered 
government securities brokers and dealers.

(a) Securities counts. Every registered 
government securities broker or dealer 
shall comply with the requirements of
§ 240.17a-13 of this title (Commission 
Rule 17a-13), with the modification that 
references to “broker or dealer” and 
“broker and dealer registered pursuant 
to Section 15 of the Act” include 
registered government securities brokers 
or dealers.

(b) Effective date. This section shall 
be effective on October 31,1987.
(Approved by the Office of Management and 
Budget under control number 1505-0100)

PART 405— REPORTS AND AUDIT

Sec.
405.1 Application of part to registered 

brokers and dealers and to financial 
institutions; transition rule.

405.2 Reports to be made by registered 
government securities brokers and 
dealers.

405.3 Supplemental current financial and 
operational reports to be made by certain 
registered government securities brokers 
and dealers.

405.4 Financial recordkeeping and reporting 
of currency and foreign transactions by 
registered government securities brokers 
and dealers.

Authority: Sec. 101, Pub. L. 99-571,100 Stat. 
3209 (15 U.S.C. 78o—5(b)(1)(B), (b)(l){Q .
(b)(2)).

§ 405.1 Application of part to  registered 
brokers and dealers and to financial 
institutions; transition rule.

(a) Compliance by registered brokers 
or dealers with §§ 240.17a-5, 240.17a-8, 
and 240.17a-ll of this title (Commission 
Rules 17a-5,17a-8 and 17a-ll) 
constitutes compliance with this part.

(b) A government securities broker or 
dealer that is a financial institution and 
is subject to financial reporting rules of 
its appropriate regulatory agency is 
exempt from the provisions of i  § 405.2 
and 405.3.

(c) This part shall be effective July 25, 
1987, provided however,

(1) That registered government 
securities brokers or dealers shall first 
be required to file the reports required 
by § 240.17a-5(a), by virtue of § 405.2, 
for the month and the quarter during 
which they were first required to comply 
with Part 402 of this chapter other than 
the interim liquid capital requirements 
of § 402.1(f); but that

(2) For any quarter ending prior to the 
quarter during which they were first 
required to comply with Part 402 of this 
chapter other than the interim liquid 
capital requirements of § 402.1(f), 
registered government securities brokers 
or dealers shall file with the designated 
examining authority for such registered 
broker or dealer, within 17 business 
days after the close of the quarter, an 
unaudited balance sheet (with 
appropriate notes) for such quarter, 
prepared in accordance with generally 
accepted accounting principles.

§ 405.2 Reports to be made by registered 
government securities brokers and dealers.

(a) Every registered government 
securities broker or dealer, except a 
government securities interdealer broker 
subject to the financial responsibility 
requirements of § 402.1(e) of this chapter 
and a government securities broker or 
dealer that is also a futures commission 
merchant registered with the CFTC, 
shall comply with the requirements of 
§ 240.17a-5 of this title (SEC Rule 17a-5), 
with the following modifications:

(1) References to “broker or dealer” 
include registered government securities 
brokers and dealers.

(2) References to "rules of the 
Commission” or words of similar import 
include, where appropriate, the 
regulations contained in this subchapter.

(3) References to Form X-17A-5 mean 
Form G-405 (§ 449.5 of this chapter).

(4) For the purposes of § 240.17a- 
5(a)(4) of this title, the Commission may, 
on the terms and conditions stated in
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that subparagraph, declare effective a 
plan with respect to Form G-405, in 
which case, that plan shah be treated 
the same as a plan approved with 
respect to Form X-T7A-S.

(5) References to '“net capita!” mean 
“liquid capital” as defined in § 402.2(d) 
of this chapter.

{6} References to § 24Q.15c3-l, relating 
to net capital, mean § 4C2.2 of this 
chapter.

(7) Paragraph 24Q.17a-5(c)( 2)(ii) is 
modified to read as follows:

“pi) A footnote containing a statement 
of the registered government securities 
broker's or dealer’s liquid capita!, total 
haircuts, and ratio of liquid capital to 
total haircuts, determined in accordance 
with § 402.2 of this title. Such statement 
shall include summary financial 
statements of subsidiaries consolidated 
pursuant to § 402.2c of this title, where 
material, and the effect thereof on the 
liquid capital, total haircuts and ratio of 
liquid capital to total haircuts of the 
registered government securities broker 
or dealer.”.

(8) References to § 24Q.15c3-^3 and toe 
exhibits thereto, relating to possession 
or control of customer securities and 
reserve requirements, mean 5 403.4 of 
this chapter.

(9) The reference to | 240.15bl-2 of 
this title, relating to financial statements 
to fee Filed upon registration, means
§ 240.15Ca2-2.

(10) The supplemental report 
described in § 240.17a-5(e)(4) of this 
title, concerning the Securities Investor 
Protection Act, is not required.

(11) The statement described in
| 240.17a-5(f)(2) of this title shall be 
headed “Notice Pursuant to Section 
405.2,” and shall be filed within 30 days 
following toe effective date of 
registration as a government securities 
broker or dealer.

(12) References in ? 240.17a-5(h)(2) of 
this title to £ 240.17a-ll mean g 405.3(a) 
of this chapter.

(b) A government securities 
interdealer broker subject to the 
financial responsibility requirements of 
§ 402.1(e) of this chapter shall comply 
with the requirements of g 240.17a-5 of 
this title (SEC Rule 17a-5), with the 
following modifications:

(1) References to “broker or dealer” 
include government securities 
intradealer brokers;

(2) References to “rules of the 
Commission” or words of similar import 
include, where appropriate, the 
regulations contained in this subchapter.

(3) References to “net capital" mean 
net capital calculated as provided in
§ 402.1(e) of this chapter.

(4) References to 5 240.15c3-l, relating 
to net capital, include the modifications 
contained m f  402.1(e) of this chapter.

(5) References to § 240.15c3-3 and the 
exhibits thereto, relating to possession 
or control of customer securities and 
reserve requirements, mean § 403.4 of 
this chapter,

(6) The reference to § 240.l5bl-2 of 
this title, relating to financial statements 
to be filed upon registration, means
§ 240.15Ca2-2.

(7) The supplemental report described 
in § 240.T7a-5(e)(4j of this title, 
concerning toe Securities Investor 
Protection Act, is not required.

(8) The statement described in
g 240.17a-5(f)(2) o f this title shall fee 
headed “Notice Pursuant to Section 
405.2” and shall be filed within 30 days 
following the effective date of 
registration as a government securities 
broker.

(9) References in § 24G.17a-5fhJ{2) of 
this title to § 240.17a-ll mean § 405.3(b) 
of this chapter.

(c) A registered government securities 
broker or dealer that is  also a futures 
commission merchant registered with 
the CFTC shall comply with the 
requirements of f  240.17a-5 o f this title 
(SEC Rule 17a-5), with the following 
modifications:

(1) References to “broker-or dealer” 
include registered government securities 
brokers and dealers.

(2) References to “rules of the 
Commission” or words of similar import 
include, where appropriate, the 
regulations contained in this subchapter.

(3) References to § 240.15c3-3 and the 
exhibits thereto, relating to possession 
or control of customer securities and 
reserve requirements, mean f  403.4 of 
this chapter.

(4) The reference to § 24G.15bl-2 of 
this title, relating to financial statements 
to be filed upon registration, means
§ 240.15Ca2-2.

(5) The supplemental report described 
in § 240.17a-5(e)(4) of this title, 
concerning the Securities Investor 
Protection Act, is not required.

(6) The statement described in
§ 240.17a-5(f)[2) of this title shall be 
headed “Notice Pursuant to § 405.2,” 
and shall be filed within 30 days 
following toe effective date of 
registration as a government securities 
broker or dealer.

(7) References in § 240.17a-5(h){2) of 
this title to § 24G.17a-ll mean § 405.3(c) 
of this chapter.
(Approved by toe Office of Management and 
Budget under control number 1505-0100)

$405.3 Supplemental current financial and 
operational reports to  fee made by certain 
registered government eecurities brokers 
and dealers.

(a) Every registered government 
securities broker or dealer, other than a 
government securities Interdealer broker 
that is subject to the Financial 
responsibility requirements of § 402.1(e) 
and a government securities broker or 
dealer that is also a futures commission 
merchant registered with the CFTC, 
shall comply with the requirements of
§ 240.17a-ll of this title (SEC Rule 17a- 
11), with the following modifications:

(1) References to “broker or dealer” 
include registered government securities 
brokers and dealers.

(2) References to $ 24G.15C3-1, relating 
to net capital, mean § 402.2 of this 
chapter.

(3) References to “net capital” mean 
"liquid capital” as defined in § 402.2 of 
this chapter.

(4) References to § 240.15c3-l& 
relating to subordination agreements, 
mean that section as modified by
§ 402.2d of this chapter.

(5) References to Form X-17A-5 mean 
Form G-405 (§ 449.5 of this chapter).

(6) References to § 24Q.17a-5, relating 
to reports and audit mean $ 405.2(a) of 
this chapter.

(7) Section 240.17a-ll(b)(l), for the 
purposes of this section, is modified to 
read as follows:

"(1) If a computation made by a 
registered government securities broker 
or dealer pursuant to the requirements 
of § 402.2 of this title shows, at any 
point during the month, that his liquid 
capital is less than 150 percent of total 
haircuts, determined m accordance with 
§ 402.2 of this title, such person shall file 
a report on Part II or Part HA of Form G- 
405 (f 449.5 of this title) as determined 
in accordance with the standards set 
forth in $ 240.17a-5(a)(2)(ii) and (iii). 
within 15 calendar days after the end of 
each month thereafter until 3 successive 
months shall have elapsed during which 
liquid capital does not fall below 150 
percent of total haircuts.” .

(8) References to § 240.47a-3, relating 
to records, mean $ 404.2 of this chapter.

(b) A government securities 
interdealer broker that is subject to the 
financial responsibility requirements of 
§ 402.1(e) o f this chapter shall comply 
with the requirements of i  240.17 a -ll of 
this title (SEC Rule 17a-ll), with the 
following modifications:

(1) References to "broker or dealer" 
include government securities 
interdealer brokers:
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(2) References to § 240.15c3-l, relating 
to net capital, include the modifications 
contained in § 402.1(e) of this chapter.

(3) References to "net capital" mean 
net capital calculated as provided in
§ 402.1(e) of this chapter.

(4) References to § 240.17a-5, relating 
to reports and audit, mean § 405.2(b) of 
this chapter.

(5) References to § 240.17a-3, relating 
to records, mean § 404.2 of this chapter.

(c) A registered government securities 
broker or dealer that is also a futures 
commission merchant registered with 
the CFTC shall comply with the 
requirements of § 240.17a-ll of this title 
(SEC Rule 17a-ll), with the following 
modifications:

(1) References to “broker or dealer” 
include government securities brokers 
and dealers.

(2) References to § 240.15c3-l, relating 
to net capital, mean either § 240.15c3-l 
or § 1.17 of this title, depending on 
which computation results in the higher 
net capital requirement.

(3) References to “net capital” mean 
the higher of net capital calculated 
under § 240.15c3-l or § 1.17 of this title.

(4) References to § 240.17a-5, relating 
to reports and audit, mean § 405.2(c) of 
this chapter.

(5) A new paragraph § 240.17a-5(b)(5) 
is added, to read as follows:

“(5) If a computation made by a 
government securities broker or dealer 
that is not a registered broker or dealer 
but that is also a futures commission 
merchant registered with the 
Commodity Futures Trading 
Commission shows that:

“(i) The adjusted net capital of such 
entity is less than the greater of:

“(A) 150 percent of the appropriate 
minimum dollar amount required by 
§ 1.17(a)(l)(i);

"(B) 6 percent of the following 
amount: The customer funds required to 
be segregated pursuant to section 4d(2) 
of the Commodity Exchange Act and 
§ 1.17 of this title, less the market value 
of commodity options purchased by 
option customers on or subject to the 
rules of a contract market, provided, 
however, the deduction for each option 
customer shall be limited to the amount 
of customer funds in such option 
customer’s account; or 

i "(ii) At any point during the month, 
aggregate indebtedness is in excess of 
1200 percent of net capital or total net 
capital is less than 120 percent of the 
minimum net capital required, then such 
person shall file a report on Part II or 
Part IIA of Form X-17A-5 (§ 249.617 of 
this chapter) as determined in 
accordance with the standards set forth 
in | 240.17a-5(a)(2) (ii) and (iii), within

15 calendar days after the end of each 
month thereafter until three successive 
months have elapsed during which none 
of the conditions described in this 
paragraph (b)(5) shall have occurred.”.
(Approved by the Office of Management and 
Budget under control number 1505-0100)

§ 405.4 Financial recordkeeping and 
reporting of currency and foreign 
transactions by registered government 
securities brokers and dealers.

Every registered government 
securities broker or dealer who is 
subject to the requirements of the 
Currency and Foreign Transactions 
Reporting Act of 1970 shall comply with 
the reporting, recordkeeping and record 
retention requirements of 31 CFR Part 
103. Where 31 CFR Part 103 and § 404.3 
of this chapter require the same records 
to be preserved for different periods of 
time, such records or reports shall be 
preserved for the longer period of time.

PART 449—FORMS, SECTION 15C OF 
THE SECURITIES EXCHANGE ACT OF 
1934

Sec.
449.1 Form G-FIN, notification by financial 

institutions of status as government 
securities broker or dealer pursuant to 
section 15C(a)(l)(B)(i) of the Securities 
Exchange Act of 1934.

449.2 Form G-FINW, notification by 
financial institutions of cessation of 
status as government securities broker or 
dealer pursuant to section 15C(a)(l)(B)(i) 
of the Securities Exchange Act of 1934 
and | 400.6 of this chapter.

449.3 Form G-FIN-4, notification by persons 
associated with financial institutions that 
are government securities brokers and 
dealers pursuant to section 
15C(a)(l)(B)(i) of the Securities Exchange 
Act of 1934 and § 400.4 of this chapter.

449.4 Form G-FIN-5, notification of 
termination of association with a 
financial institution that is a government 
securities broker or dealer pursuant to 
section 15C(a)(l)(B)(i) of the Securities 
Exchange Act of 1934 and § 400.4 of this 
chapter.

449.5 Form G-405, information required of 
registered government securities brokers 
and dealers pursuant to section 15C of 
the Securities Exchange Act of 1934 and 
§ § 405.2 and 405.3 of this chapter.

Authority: Sec. 101, Pub. L  99-571,100 Stat. 
3208 (15 U.S.C. 78o-5(a), (b)(1)(B), (b)(2)).

§ 449.1 Form G-FIN, notification by 
financial institutions of status as 
government securities broker or dealer 
pursuant to  section 15C(a)(1MB)(i) o f the 
Securities Exchange Act of 1934.

This form is to be used by financial 
institutions that are government 
securities brokers or dealers not exempt 
under Part 401 of this chapter to notify 
their appropriate regulatory agency of 
their status. The form is promulgated by

the Board of Governors of the Federal 
Reserve System and is available from 
the Board of Governors of the Federal 
Reserve System, the Comptroller of the 
Currency, the Federal Deposit Insurance 
Corporation, the Federal Home Loan 
Bank Board and the SEC.

§ 449.2 Form G-FINW, notification by 
financial institutions of cessation o f status 
as government securities broker or dealer 
pursuant to section 15C(a)(1XBX0 of the 
Securities Exchange Act of 1934 and 
§ 400.6 o f this chapter.

This form is to be used by financial 
institutions that are government 
securities brokers or dealers to notify 
their appropriate regulatory agency that 
they have ceased to function as a 
government securities broker or dealer. 
The form is promulgated by the Board of 
Governors of the Federal Reserve 
System and is available from the Board 
of Governors of the Federal Reserve 
System, the Comptroller of the Currency, 
the Federal Deposit Insurance 
Corporation, the Federal Home Loan 
Bank Board and the SEC.

§ 449.3 Form G-FIN-4, notification by 
persons associated with financial 
institutions that are government securities 
brokers and dealers pursuant to section 
15C(a)(1XB)(i) of the Securities Exchange 
Act o f 1934 and § 400.4 of this chapter.

This form is to be used by associated 
persons of financial institutions that are 
government securities brokers or dealers 
to provide certain information to the 
financial institution and the appropriate 
regulatory agency concerning 
employment, residence, and statutory 
disqualification. The form is 
promulgated by the Department of the 
Treasury and is available from the 
Board of Governors of the Federal 
Reserve System, the Comptroller of the 
Currency, the Federal Deposit Insurance 
Corporation, the Federal Home Loan 
Bank Board and the SEC.

§ 449.4 Form G-FIN-5, notification of 
termination of association with a financial 
institution that is a government securities 
broker or dealer pursuant to section 
15C(a)(1)(BXi) o f the Securities Exchange 
Act o f 1934 and § 400.4 of this chapter.

This form is to be used by financial 
institutions that are government 
securities brokers or dealers to notify 
the appropriate regulatory agency of the 
fact that an associated person is no 
longer associated with the government 
securities broker or dealer function of 
the financial institution. The form is 
promulgated by the Department of the > 
Treasury and is available from the 
Board of Governors of the Federal 
Reserve System, the Comptroller of the 
Currency, the Federal Deposit Insurance
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Corporation, the Federal Home Loan 
Bank Board and the SEC.

§ 449.5 Form G-405, information required 
of registered government securities 
brokers and dealers pursuant to section 
15C o f the Securities Exchange Act o f 1934 
and §§ 405.2 and 405.3 of this chapter.

This form is to be used by registered 
government securities brokers and 
dealers to make the monthly, quarterly 
and annual financial reports required by 
Part 405 of this chapter. The form is 
promulgated by the Department of the 
Treasury and is available from the SEC 
and the designated examining 
authorities.
Subchapter 6—Regulations Under Title II of 
the Government Securities Act of 1986

PART 450—CUSTODIAL HOLDINGS OF 
GOVERNMENT SECURITIES BY 
DEPOSITORY INSTITUTIONS

Sec.
450.1 Scope of regulations; office 

responsible.
450.2 Definitions.
450.3 Exemption for holdings subject to 

fiduciary standards.
450.4 Custodial holdings of government 

securities.
450.5 Effective date.

Authority: Sec. 101. Pub. L  99-571,100 Stat. 
3208 (15 U.S.C. 78o-5(b)(l)(A), (b)(2),
(b)(3)(B)); Sec. 201, Pub. L  99-571,100 Stat. 
3222-23 (31 U.S.C. 3121, 9110).

§ 450.1 Scope of regulations; office 
responsible.

(a) This part applies to depository 
institutions that hold government 
securities as fiduciary, custodian, or 
otherwise for the account of a customer, 
and that are not government securities 
brokers or dealers, as defined in 
sections 3(a)(43) and 3(a)(44) of the 
Securities Exchange Act of 1934 (15 
U.S.C. 78c(a)(43)-{44)). Depository 
institutions exempt under Part 401 of 
this chapter from the requirements of 
Subchapter A of this chapter must 
comply with this part. Certain 
depository institutions that are 
government securities brokers or dealers 
must also comply with this part, as well 
as with additional requirements set forth 
in | 403.5.

(b) The regulations in this subchapter 
are promulgated by the Assistant 
Secretary (Domestic Finance) pursuant 
to a delegation of authority from the 
Secretary of the Treasury. The office 
responsible for the regulations is the 
Office of the Commissioner, Bureau of 
the Public Debt.

§ 450.2 Definitions.
For purposes of this subchapter:
(a) “Appropriate regulatory agency" 

has the meaning set out in section

3(a)(34)(G) of the Securities Exchange 
Act of 1934 (15 U.S.C. 78c(a)(34)(G)), 
except that the appropriate regulatory 
agency for—

(1) An institution insured by the 
Federal Savings and Loan Insurance 
Corporation is the Federal Home Loan 
Bank Board;

(2) A federal credit union as defined 
in 12 U.S.C. 1752(1) and an insured 
credit union as defined in 12 U.S.C. 
1752(7) is the National Credit Union 
Administration; and

(3) Any depository institution for 
whom an appropriate regulatory agency 
is not explicitly specified by either 
section 3(a)(34)(G) or this paragraph, is 
the SEC;

(b) “Customer” includes, but is not 
limited to, the counterparty to a 
transaction pursuant to a repurchase 
agreement for whom the depository 
institution retains possession of the 
security sold subject to repurchase, but 
does not include a broker or dealer that 
is registered pursuant to section 15 ,15B 
or 15C(a)(l)(A) of the Act (15 U.S.C. 78o, 
78o-4, 78o—5(a)(1)(A)) or that has filed 
notice of its status as a government 
securities broker or dealer pursuant to 
section 15C(a)(l)(B) of the Act (15 U.S.C. 
78o-5(a)(l)(B)) except as provided in
§ 450.4.

(c) “Depository institution" has the 
meaning stated in clauses (i) through (vi) 
of section 19(b)(1)(A) of the Federal 
Reserve Act (12 U.S.C. 461(b)(1)(A) (i)— 
(vi)) and also includes a foreign bank, an 
agency or branch of a foreign bank and
a commercial lending company owned 
or controlled by a foreign bank (as such 
terms are defined in the International 
Banking Act of 1978, Pub. L. 95-369, 92 
Stat. 607);

(d) “Fiduciary capacity” includes 
trustee, executor, administrator, 
registrar, transfer agent, guardian, 
assignee, receiver, managing agent, and 
any other similar capacity involving the 
sole or shared exercise of discretion by 
a depository institution having fiduciary 
powers that is supervised by a federal 
or state financial institution regulatory 
agency; and

(e) “Government securities” means 
those obligations described in 
subparagraphs (A), (B), or (C) of section 
3(a)(42) of the Securities Exchange Act 
of 1934 (15 U.S.C. 78c(a)(42)(A)-(C)).

§ 450.3 Exemption fo r holdings subject to  
fiduciary standards.

(a) The Secretary has determined that 
the rules and standards of the 
Comptroller of the Currency, the Board 
of Governors of the Federal Reserve 
System and the Federal Deposit 
Insurance Corporation governing the 
holding of government securities in a
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fiduciary capacity by depository 
institutions subject thereto are 
adequate. Accordingly, such depository 
institutions are exempt from this part 
with respect to their holdings of 
government securities in a fiduciary 
capacity and their holdings of 
government securities in a custodial 
capacity provided that (1) such 
institution has adopted policies and 
procedures that would apply to such 
custodial holdings all the requirements 
imposed by its appropriate regulatory 
agency that are applicable to 
government securities held in a fiduciary 
capacity, and (2) such custodial holdings 
are subject to examination by the 
appropriate regulatory agency for 
compliance with such fiduciary 
requirements.

(b) The Secretary expects that each 
appropriate regulatory agency will 
notify the Department if it materially 
revises its rules and standards 
governing the holding of government 
securities in a fiduciary capacity.

§ 450.4 Custodial holdings of government 
securities.

Depository institutions that are 
subject to this Part shall observe the 
following requirements with respect to 
their holdings of government securities 
for customer accounts:

(a)(1) Except as otherwise provided in 
this section, a depository institution 
shall maintain possession or control of 
all government securities held for the 
account of customers by segregating 
such securities from the assets of the 
depository institution and keeping them 
free of any lien, charge or claim of any 
third party granted or created by such 
depository institution.

(2){i) Where customer securities are 
maintained by a depository institution 
at another depository institution, 
including but not limited to a 
correspondent bank or a trust company 
(“custodian institution"), the depository 
institution shall be in compliance with 
paragraph (a)(1) of this section if:

(A) The depository institution notifies 
the custodian institution that such 
securities are customer securities;

(B) The custodian institution 
maintains such securities in an account 
that is designated for customers of the 
depository institution and that does not 
contain proprietary securities of the 
depository institution; and

(C) The depository institution 
instructs the custodian institution to 
maintain such securities free of any lien, 
charge, or claim of any kind in favor of 
such custodian institution or any 
persons claiming through it.
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(ii) To the extent that a custodian 
institution holds securities that have 
been identified as customer securities 
by a depository institution in 
accordance with paragraph (a)(2)(i) of 
this section, the custodian institution 
shall treat such securities as customer 
securities separate from any other 
securities held for the account of the 
depository institution.

(3) (i) Where securities that a 
depository institution is required, 
pursuant to this Part 450, to keep free of 
all liens, charges, or other claims 
(“customer securities’*) are maintained 
by a depository institution at a Federal 
Reserve Bank, the depository institution 
shall be in compliance with paragraph
(a)(1) of this section if any lien, charge 
or other claim of such Federal Reserve 
Bank or any person claiming through it 
against securities of the depository 
institution expressly excludes customer 
securities.

(ii) Notwithstanding paragraph
(a)(3)(i) of this section, a depository 
institution described in that paragraph 
shall be in compliance with paragraph
(a)(1) of this section if a Federal Reserve 
Bank retains a lien on securities 
received during the day that are 
subsequently determined to be customer 
securities, provided that,

(A) On that day, the depository 
institution:

(1) Because of extraordinary 
circumstances, at the end of that day 
either requests a discount window 
advance or is unable to eliminate an 
overdraft with its Federal Reserve Bank 
and the Federal Reserve Bank extends 
credit to the depository institution in 
order to assure the safety and 
soundness or liquidity of the depository 
institution; and

(2) After reasonable efforts, is unable 
to provide the Federal Reserve Bank 
with an adequate security interest in 
other collateral that is clearly 
identifiable as pledgeable by the 
depository institution sufficient to fully 
collateralize such extension of credit; 
and

(B) The depositor}' institution 
diligently pursues with the Federal 
Reserve Bank the substitution of other 
collateral for securities determined to be 
customer securities; and

(C) The Federal Reserve Bank agrees 
that to the extent the lien extends to 
collateral of a value greater than the 
outstanding balance on the loan, 
customer securities will be the first 
collateral released from the lien.

(4) (i) To the extent that a depository 
institution holds securities that have 
been identified to such depository 
institution as customer securities by a 
government securities broker or dealer,

or that the government securities broker 
or dealer has instructed the depository 
institution to place in a segregated 
account, in accordance with Part 403 of 
subchapter A erf this chapter, the 
depository institution shall treat such 
securities as customer securities 
separate from any other securities held 
for the account of the government 
securities broker or dealer and shall 
comply with all of the provisions of this 
section with respect to such customer 
securities, except as provided in 
paragraph (a)(4)(h) of this section.

(ii) A clearing bank that provides 
clearing services for a government 
securities broker or dealer and that 
maintains a segregated account as 
described in § 403.4 of this chapter shall 
not be required to transfer securities to 
such account upon the instruction of the 
broker or dealer for whom such account 
is maintained if the clearing bank 
determines that such securities continue 
to be required as collateral for an 
extension of clearing credit to such 
dealer. Whenever a clearing bank does 
not segregate securities as of the close 
of business upon the instruction of such 
broker or dealer, it shall send a 
notification to the appropriate 
regulatory agency of the broker or 
dealer for whom such account is 
maintained. Such securities shall 
thereafter be segregated pursuant to the 
instruction of the broker or dealer as 
soon as they are no longer required by 
the clearing bank as collateral for the 
extension of clearing credit

(5) A depository institution that is 
subject to Part 403 is not required to 
maintain possession or control of margin 
securities as that term is defined in
§ 403.5(f)(1).

(6) Notwithstanding the requirement 
of paragraph (a)(1) to maintain 
possession or control of customer 
securities, a depository institution may 
lend such securities to a third party 
pursuant to the written agreement of the 
customer, if such loan of securities is 
carried out in full compliance with 
supervisory guidelines of its appropriate 
regulatory agency that expressly govern 
securities lending practices.

(b)(1) Except as otherwise provided in 
paragraph (b)(2) of this section, a 
depository institution shall issue a 
confirmation or a safekeeping receipt for 
each security held for a customer in 
accordance with this section with the 
exception of securities that are the 
subject of repurchase transactions 
which are subject to the requirements of 
§ 403.5(d) of this chapter. The 
confirmation or safekeeping receipt 
shall identify the issuer, maturity date, 
par amount and coupon rate of the 
security being confirmed. The

confirmation may be supplied to the 
customer in any manner that complies 
with applicable federal banking 
regulations.

(2) A depository institution shall not 
be required to send the confirmation or 
safekeeping receipt required by 
paragraph (b)(1) of this section to a 
customer that is a non-U.S. citizen 
residing outside the United States or a 
foreign corporation, partnership, or trus„ 
if such customer expressly waives in 
writing the right to receive such 
confirmation or safekeeping receipt.

(c) Records of government securities 
held for customers shall be maintained 
and shall be kept separate and distinct 
from other records of the depository 
institution. Such records shall:

(1) Provide a system for identifying 
each customer, and each government 
security (or the amount of each issue of 
a government security issued in book- 
entry form) held for the customer;

(2) Describe the customer’s interest in 
the government security;

(3) Indicate all receipts and deliveries 
of government securities and all receipts 
and disbursements of cash by the 
depository institution in connection with 
such securities;

(4) Include a copy of the safekeeping 
receipt or a confirmation issued for each 
government security held; and

(5) Provide an adequate basis for 
audit of such information.

(d) Counts of government securities 
held for customers in both definitive and 
book-entry form shall be conducted at 
least annually and such counts shall be 
reconciled with customer account 
records.

(1) Counts of book-entry securities 
and of definitive securities held outside 
the possession of the depository 
institution shall be made by 
reconciliation of the records of the 
depository institution with those of any 
depository, depository institution, or 
Federal Reserve Bank on whose books 
the depository institution has securities 
accounts.

(2) The depository institution 
conducting the count shall also verify 
any such securities in transfer, in transit, 
pledged, loaned, borrowed, deposited,, 
failed to receive, failed to deliver, 
subject to repurchase or reverse 
repurchase agreements or otherwise 
subject to the depository institution’s 
control or direction that are not in its 
physical possession, where the 
securities have been in such status for 
longer than thirty days.

(3) The dates and results of such 
counts and reconciliations shall be 
documented with differences noted in a 
security count difference account not
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later than seven business days after the 
date of each required count and 
verification as provided in this 
paragraph (d).

(e) For purposes of this section, a 
depository institution shall treat a 
government securities broker or dealer 
as a customer with respect to securities 
maintained by such government 
securities broker or dealer in a 
Segregated Account as defined in 
| 403.4(f)(1) of this chapter and with 
respect to securities otherwise identified 
to the depository institution as customer 
securities for purposes of maintaining

possession or control of such securities 
as required by Part 403 of this chapter. 
The recordkeeping requirements of 
paragraph (c) of this section require the 
depository institution to treat such 
securities as customer securities 
separate from any other securities held 
for the account of the government 
securities broker or dealer, but do not 
require the depository institution to keep 
records identifying individual customers 
of the government securities broker or 
dealer.

(f) The records required by 
paragraphs (c) and (d)(3) of this section

shall be preserved for not less than six 
years, the first two years in an easily 
accessible place.
(Approved by the Office of Management and 
Budget under control number 1505-0100.)

§ 450.5 Effective date.
This part shall be effective October 

31.1987.
Charles O. Sethness,
Assistant Secretaryr for Domestic F inance. 
(FR Doc. 87-16779 Filed 7-23-87; 8:45 am]
©ILUWG CODE 4810-2S-BS
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Notice By Financial Institutions of 
Government Securities Broker or Government 

Securities Dealer Activities
(This booklet includes instructions and blank forms)

Board of Governors of the Federal Reserve System

F®d®ral Deposit Insurance Corporation

Offie® of the Comptroller of the Currency

Federal Home Loan Bank Board

Securities and Exchange Commission

NOTICE REQUIREMENTS

This notice must be filed by all financial institutions that 
are government securities brokers or government securi
ties dealers that are not exempt from the notice require
ment under regulations of the Department of Treasury. 
Generally, a financial institution will not be required to file 
as a government securities broker or dealer if its only 
government securities activities are to: (1) Buy or sell 
government securities solely for investment for its own ac
count; (2) Buy or sell government securities for fiduciary

accounts; (3) Handle savings bond transactions; (4) Sub
mit tenders for the account of customers for purch. _,e on 
original issue of U.S. Treasury securities; (5) Enter into 
repurchase or reverse repurchase agreements; (6) Effect 
fewer than 500 government securities brokerage transac
tions per year; (7) Effect brokerage transactions only 
through another government securities broker or dealer 
on a fully disclosed basis; or (8) Effect brokerage transac
tions that do not involve active solicitations.

For further information on the requirements to file this notice, please refer to the instructions.
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Instructions for Completing Notice of Government 
Securities Broker or Government Securities Dealer 

Activities by Financial Institutions

GENERAL INFORMATION AND INSTRUCTIONS

A. Terms and Abbreviations

1. “Act” refers to the Securities Exchange Act of 1934, as 
amended by the Government Securities Act of 1986.

2. “ARA” refers to the financial institution’s appropriate 
regulatory agency, as defined in section 3(a)(34)(G) of the 
Act. See general instruction (E) below for a listing of appro
priate regulatory agencies.

3. “Government securities” are defined in section 3(a)(42) of 
the Act. In general, this term refers to direct obligations 
of or obligations guaranteed as to principal or interest by 
the United States; securities issued or guaranteed as to 
principal or interest by corporations designated by stat
ute or by the Secretary of the Treasury to constitute ex
empt securities; and puts, calls, straddles or options on 
such securities. Although not all inclusive, the following 
are the more common types of government securities 
covered by the term: U.S. Treasury bills, bonds, notes; 
discount notes, bonds, certain collateralized mortgage 
obligations, pass throughs, master notes, and other obli
gations, of the Government National Mortgage Associa
tion (GNMA), Federal National Mortgage Association 
(FNMA), Federal Home Loan Mortgage Corporation 
(FHLMC), Student Loan Marketing Association (SLMA), 
Federal Home Loan Banks and Farm Credit Banks; securi
tized Small Business Association (SBA) loans; and FNMA 
stock.

4. “Government securities broker” is defined in section 
3(a)(43) of the Act. In general, this term refers to a finan
cial institution that is regularly engaged in the business 
of effecting transactions in government securities for the 
account of others.

5. “Government securities dealer” is defined in section 
3(a)(44) of the Act. In general, this term refers to a finan
cial institution engaged in the business of buying and sell
ing government securities for its own account but does 
not include a financial institution insofar as it buys or sells 
securities for its own account but not as a part of its regu
lar business, or in a fiduciary capacity.

6. “Financial institution” is defined in Section 3(a)(46) of the 
Act. in general, the term refers to any national or State 
chartered bank or trust company which is supervised and 
examined by a State or Federal bank supervisory agency, 
a foreign bank, and any other institution whose deposits 
are insured by the Federal Savings and Loan Insurance 
Corporation.

7. “Associated person” is defined by Treasury regulation (17
C.F.R. 400.3(c)) to mean a person directly engaged in any 
of the following activities in either a supervisory or non- 
supervisory capacity: underwriting, trading or sales of 
government securities; financial advisory or consultant 
services for issuers in connection with the issuance of 
government securities; other communications with pub
lic investors, or research or investment advice, other than 
general economic information or advice, with respect to 
government securities in connection with the activities 
described above. The term is further defined in Section 
400.3(c) to cover persons engaged in the following activi
ties in a supervisory capacity: processing and clearance 
activities with respect to government securities; and main
tenance of records involving any of the activities described 
in this paragraph.

This definition does not include directors and senior 
officers of the financial institution who may from time to 
time set broad policy guidelines affecting the financial in
stitution as a whole, but are not directly involved in the 
conduct of the financial institution’s government securi
ties business on a day-to-day basis. It also does not cover 
persons whose functions are solely clerical or ministerial, 
persons.who are acting in a fiduciary capacity, or persons 
who act solely as order takers without giving investment 
advice or receiving transaction-based compensation.

B. Who Must File?

Under Section 15C (a)(1)(B) of the Act, any financial institu
tion that is a government securities broker or government 
securities dealer within the foregoing definitions must file 
with its ARA a written notice, on the form prescribed herein, 
except as described below.

A financial institution that buys and sells securities solely 
for investment for its own account or for accounts for which 
it acts as a fiduciary will not generally be classified as a 
dealer, even though such purchases and sales are made with 
some frequency. Virtually every financial institution pur
chases government securities for investment; and purchases 
and sales may occur to accommodate changes in the finan
cial institution’s financial position or to reflect investment 
decisions. The legislative history of the Act indicates that 
Congress did not intend to require financial institutions en
gaged in such investment-type activity to register as dealers.

The Department of the Treasury has exempted financial 
institutions that engage solely in the following activities:

(1) Acting as issuing agent, payment agent or forward
ing agent for U.S. Savings Bonds (17 C.F.R. 401.1);
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(2) submission ©f tenders for the account of custom
ers for purchase on original issue of U.S. Treasury 
securities (17 C.F.R. 401.2);

(3) the sale and subsequent repurchase and the pur
chase and subsequent resale of government securi
ties pursuant to a repurchase or reverse repurchase 
agreement (17 C.F.R. 401.4); or

(4) sales or purchases in a fiduciary capacity (17 C.F.R. 
401.4).

In genera!, government securities activities that may bring 
a financial institution within the definition of government 
securities dealer include the following: (1) underwriting or 
participating in a selling group for the sale of government 
securities; (2) advertising or otherwise holding itself out to 
other dealers or Investors as a dealer in government secu
rities; or (3) quoting a market for government securities, and 
in connection with such quotations, standing ready to pur
chase or sell government securities.

The Department of the Treasury also has exempted (17
C.F.R. 401.3) any financia! institution from the definition of 
government securities broker unless it (1) holds itself out 
as a government securities broker or interdealer broker; or
(2) actively solicits individual purchases or sales of govern
ment securities on an agency basis. In addition, a finan
cial institution will be exempt if it (a) effects less than 500 
brokerage transactions per year or (b) except for U.S. Sav
ings Bonds and submissions of tenders for U.S. Treasury 
securities (as described above), effects all brokerage trans
actions through a government securities broker or dealer 
who is dearly identified as the entity providing the broker
age services, and who meets the other conditions of the 
exemption.

A branch or agency of a foreign bank that engages in 
government securities transactions solely with non-U.S. 
citizens that are resident outside the United States is also 
exempt (17 C.F.R. 401.6).

a  When to  trill©

A financial institution that is acting as a government secu
rities broker or government securities dealer on July 25, 
1987, must file a notice with its ARA on or before that date 
and any financial institution that proposes to act as a 
government securities broker or government securities 
dealer after that date shall file the notice before it com
mences operations.

0 .  AmiifldlimitlnitS

In the event any of the information previously submitted 
on this notice becomes incomplete, inaccurate or no longer 
applicable, the notice must be amended. This amendment 
must be filed within 30 calendar days of the notice becom
ing inaccurate (17 C.F.R. 400.5(b)).

Stems 1, 2, 3 and 7 of the notice shall be completed for 
each amendment. Otherwise, only those items which are 
being amended need to be completed.

E. and where to fite  Number ©f ©©pi©s

Each financial institution must file two copies of the notice 
and each amendment with its ARA, one of which will be sent 
by the ARA to the SEC. Retain one exact copy for your 
records. A financial institution may determine the name and 
address of its ARA from the following:

1. A national bank, a bank operating in the District of Colum
bia that is examined by the Comptroller of the Currency, 
or a Federal branch or Federal agency of a foreign bank, 
files with the:

Office of the Comptroller of the Currency 
Administrator of National Banks 
Division of Investment Securities 
Washington, D.C. 20219

2. A State member bank of the Federal Reserve System, a 
foreign bank, a State branch or a State agency of a for
eign bank, or a commercial lending company owned or 
controlled by a foreign bank, files with the:

Board of Governors of the 
Federal Reserve System 

Division of Banking Supervision & Regulation 
Securities Regulation Section 
Washington, D.C. 20551

3. A bank insured by the Federal Deposit Insurance Corpo
ration (other than a bank which is a member of the Fed
eral Reserve System or a Federal savings bank) files with 
the:

Federal Deposit Insurance Corporation 
Division of Bank Supervision 
Securities Analysis Unit 
Washington, D.C. 20429

4. A Federal savings and loan association, Federal savings 
bank, or an institution insured by the Federal Savings and 
Loan Insurance Corporation, files with the:

Federal Home Loan Bank Board 
Office of the General Counsel 
Corporate and Securities Division 
1700 G Street, N.W.
Washington, D.C. 20552

5. A State chartered bank or a State chartered trust company 
that is not a member of the Federal Reserve System and 
whose deposits are not insured by the Federal Deposit In
surance Corporation, or any other financial institution not 
described in the preceding paragraphs, files with the:

Securities and Exchange Commission 
450 Fifth Street, N.W.
Washington, D.C. 20549
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Collection of the Information to be supplied on this form is 
authorized by section 15C(a)(1)(B) of the Securities Exchange 
Act of 1934,15 U.S.C. 78o-5(a)(1)(B). Disclosure is mandatory 
for all financial institutions that act as government securi
ties brokers or government securities dealers that are not 
exempted from filing under Treasury Department regulations 
(see 17 C.F.R. Part 401). The principal purpose of this notice 
is to identify to the appropriate regulatory agencies those 
financial institutions that act as government securities 
brokers or government securities dealers and are subject

to regulation under the Act. Information supplied on this form 
will be included routinely in the public files of the appropri
ate regulatory agencies and will be available for inspection 
by any interested person. In addition, the Securities and Ex
change Commission will maintain copies of all G-FIN notices 
in the public files, and will make them available for public 
inspection by any interested person. Financial institutions 
that do not provide the information solicited on this form may 
not lawfully act as government securities brokers or gov
ernment securities dealers unless exempt from the notice 
requirement by Treasury Department regulation (17 C.F.R. 
Part 401).
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®f Governm ent S@©yrits@s Br©k©r @r Governm ent S aeufities  D ealer A ctivities  
T® Be Filed] by a F inancial institu tion  Under Section 150(a)(1)(B)

©f the Securities Exchange Act ®f 1934

1. Appropriate regulatory agency (check one):

A. □  Comptroller of the Currency
B. □  Board of Governors of the Federal Reserve System
C. □  Federal Deposit Insurance Corporation

D. □  Federal Home Loan Bank Board
E. □  Securities and Exchange Commission

2. Filing status of notice (check as applicable):

A. □  Government Securities Broker
B. □  Government Securities Dealer
C. □  Government Securities Broker and Dealer

3. A. Full name of the Financial Institution:

D. □  Notice
E. □  Amendment

B. Address of principal office of Financial Institution:

C. Address of principal office where government securities broker or government securities dealer activities will be con
ducted (if different than item (B)):

D. Mailing address if different from (B) or (C):

E. Name, title and telephone number of contact person with respect to this notice:

Name Title Telephone

4. Does Financial Institution conduct, or will it conduct, government securities broker or government securities dealer activi
ties at any location other than given in Question 3 above? A. □  Yes B. □  No

(If yes, provide addresses and describe activities.)
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5. Furnish the name and title of each person who is directly engaged in the management, direction or supervision of any 
of the financial institution’s government securities broker or government securities dealer activities:

Full Name

Last First Middle Title

Last First Middle Title

Last First Middle Title

Last First Middle Title

Last First Middle Title

Nloff©." Attach a separate Form Q-F5W-4 (or, if previously filed, a copy off Form SiSD-4 or Form U-4) for ©aeh person named 
in response to this Stem 5.

6. Has any “associated person” (see definition in paragraph A.7. of the Instructions) responded “yes” to any question in Item 
17 of Form G-FIN-4, or "yes” to one or more questions in Items 23 through 26 of Form MSD-4 or Item 22 on Form U-4?

A. □  Yes B. □  No

(If yes, attach a copy of Form G-FSN-4, Form MSD-4, or Form U-4 for all such persons with this Notice.)
fftote: Th® financial Institution and the person executing this form are responsible for making an inquiry off ail other employ- 
©rs off any associated person during the immediately preceding three years for th© purpose off verifying th© accuracy off 
the information furnished on Form C2-F8W-4. (See 17 C.F.R. 400.4(c)). Similar requirements are applicable to Form WJSD-4 
and Form U-4.

7. The-financial institution submitting this notice and the person executing it represent that a!! off the information contained 
herein is true, current and complete.

Please print name and title of person executing this notice:

First Middle Last Title

Manual Signature Date
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N@ti©s @f G overnm ent Securities Iro k e r  m  Governm ent Securito©® D><ssil@r Actiwlties 
T® i®  Filed by © F inancial Institu tion  Under Section 15C(a)(1XB)

®f the Securities Exchange A ct ®f 1§34

1. Appropriate regulatory agency (check one):

A. □  Comptroller of the Currency
B. □  Board of Governors of the Federal Reserve System
C. □  Federal Deposit Insurance Corporation

2. Filing status of notice (check as applicable):

A. □  Government Securities Broker
B. □  Government Securities Dealer
G. □  Government Securities Broker and Dealer

3. A. Full name of the Financial Institution:

D. □  Federal Home Loan Bank Board
E. □  Securities and Exchange Commission

D. □  Notice
E. □  Amendment

B. Address of principal office of Financial Institution:

C. Address of principal office where government securities broker or government securities dealer activities will be con
ducted (if different than item (B)):

D. Mailing address if different from (B) or (C):

E. Name, title and telephone number of contact person with respect to this notice:

Name Title Telephone

4. Does Financial Institution conduct, or will it conduct, government securities broker or government securities dealer activi
ties at any location other than given in Question 3 above? A. □  Yes B. □  No

(if yes, provide addresses and describe activities.)
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5. Furnish the name and title of each person who is directly engaged in the management, direction or supervision of any 
of the financial institution’s government securities broker or government securities dealer activities:

Full Name

Last First Middle Title

Last First Middle Title

Last First Middle Title

Last First Middle Title

Last First Middle Title

Not©: Attach a separate Form G-FlM-4 (or, if previously filed, a copy of Form MSD-4 or Form U°4) for each person named 
in response to this Item 5.

8. Has any “associated person” (see definition in paragraph A.7. of the Instructions) responded “yes” to any question in Item 
17 of Form G-FIN-4, or “yes” to one or more questions in Items 23 through 26 of Form MSD-4 or Item 22 on Form U-4?

A. □  Yes B. □  No

(If yes, attach a copy of Form G-FIN-4, Form MSD-4, or Form U-4 for all such persons with this Notice.)
Note: The financial institution and the person executing this form are responsible for making an inquiry of aii other employ
ers of any associated person during the immediately preceding three years for the purpose off verifying the accuracy of 
the information furnished on Form G-FSN-4. (See 17 C.F.IR. 400.4(c)). Similar requirements are applicable to Form SVJSD-4 
and Form U-4.

7. The financial institution submitting this notice and the person executing it represent that ail of the information contained 
herein is true, current and complete.

Please print name and title of person executing this notice:

First Middle Last Title

Manual Signature Date
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Form O-FINW

General Instructions for Form G-FiNW 
Termination of Activities as a Government Securities 

Broker or Government Securities Dealer
1. W hm  ft© fill©

A financial institution that has filed a Notice of Government 
Securities Broker or Government Securities Dealer Activities 
pursuant to section 150(a)(1)(B) of the Securities Exchange 
Act of 1934 must file this notice with its appropriate regula
tory agency (ARA) when the financial institution ceases to 
act as a government securities broker or government securi
ties dealer.

A notice to terminate activities as a Government Securi
ties Broker or Government Securities Dealer shall become 
effective for all matters on the 60th day after filing this notice 
unless the financial institution is otherwise notified by its 
ARA.

2,. fni®w and where ft® fife  dumber ©f ©@pl©t

Each financial institution must file two copies of the notice 
with its ARA, one of which will be sent by the ARA to the SEC. 
Both copies of this Notice filed with the ARA shall be ex
ecuted with a manual signature in Item 5. The Notice shall 
be signed in the name of the financial institution by a prin
cipal officer who was directly engaged in the management, 
direction, or supervision of the financial institution’s govern
ment securities broker or dealer activities.
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W@t®©@ by F inancia l Inistitut®©§is ®fi T@rmisDat®©(fl) ©f A©tiw®t®s© as a Go^srrim sof 
S@©yriti©s Br@k®r ©r Governm ent S©©yriti©s DtaSdtr

D. □  Federal Home Loan Bank Board
E. □  Securities and Exchange Commission

2. (a) Full name of the Financial Institution:

(b) Address of principal office of Financial institution:

(c) Mailing address if different from (b):

1. Appropriate regulatory agency (check one):

A. □  Comptroller of the Currency
B. □  Board of Governors of the Federal Reserve System
G. □  Federal Deposit insurance Corporation

3. Furnish the name and address of the person who has or will have custody or possession of the financial institution’s books 
and records with respect to the financial institution’s activities as a government securities broker or government securi
ties dealer:

Full Name

Last First Middle

Address

4. Furnish the address of the place where such books and records will be located:

§. The financial Institution submitting this notice of termination ©f activities and the person executing it represent that all 
of the information contained herein is true, current and complete.

Please print name and title of person executing this notice:

First Middle Last Title

Manual Signature Date


