
FEDERAL RESERVE BANK 
OF NEW YORK

[ Circular No. 10342 ~| 
April 9 , 1990

AMENDMENT TO REGULATION T 
Marginability of Foreign Securities

To A ll Banks, Brokers and Dealers, and Others Extending 
Securities Credit in the Second Federal Reserve D istrict:

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

The Federal Reserve Board has approved amendments to Regulation T (Credit by Brokers and Deal
ers) to accommodate the settlement and clearance of transactions in foreign securities and to permit 
marginability of foreign securities at broker-dealers. The amendments are effective April 30, 1990.

The amendments will:

• permit foreign equity and debt securities that meet prescribed criteria to be eligible for margin 
at broker-dealers on the same basis as margin securities;

• permit recognition and isolation of debt denominated in foreign currencies and allow foreign se
curities denominated in that currency to be used as margin for the debt without conversion into 
dollars;

• ease restrictions on payment and settlement for foreign securities to accommodate the practices 
of the market where the trade occurs; and

• allow a broker-dealer subject to Regulation T to arrange with foreign persons to extend credit on 
foreign securities.

Foreign equity securities will be eligible for margin treatment if they meet the following criteria:

• trading for at least six months on an exchange or in a recognized foreign securities market outside 
the United States;

• continuous availability to U.S. broker-dealers of quotations of both bid and asked or last sale prices 
for the security through an electronic quotation system;

• an aggregate market value for the security of at least $1 billion;

• an average weekly trading volume of either at least 200,000 shares or the equivalent of $1 million; 
and

• the existence of the issuer or a predecessor in interest for at least five years.

The Board will publish quarterly a list of foreign equity securities that are marginable together with 
its regularly scheduled List of Marginable OTC Stocks.

Foreign corporate debt securities will be marginable if the original issue had outstanding a principal 
amount of at least $100 million, the issue is not in default on interest or principal payments, and the 
issue is rated in one of the two highest rating categories by a nationally recognized statistical rating ser
vice.
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Enclosed —  for depository institutions, brokers and dealers and others who extend securities 
credit in this District, and those who maintain sets of the Board’s regulations —  is the complete 
text of the amendment to Regulation T, effective April 30, 1990, which has been reprinted from 
the Federal Register of March 27; copies will be furnished to others upon request directed to the 
Circulars Division of this Bank (Tel. No. 212-720-5215 or 5216).

Questions regarding Regulation T may be directed to our Compliance Examinations Depart
ment (Tel. No. 212-720-8136).

E. G e r a l d  C o r r ig a n ,

President.
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* Corrected copy

Board of Governors of the Federal Reserve System

CREDIT BY BROKERS AND DEALERS
AMENDMENT TO REGULATION T

(Effective April 30, 1990)

Foreign Securities

FEDERAL RESERVE SYSTEM

12 CFR Part 220

(Regulation T; Docket No. R-0675]

RIN 7100-AA72

Credit by Brokers and Dealers; 
Accommodation of Settlement and 
Clearance of Foreign Securities

a g e n c y : Board of Governors of the 
Federal Reserve System. 
a c t io n : Final rule.

Sum m a r y : The Board is adopting 
amendments to Regulation T to permit 
marginability of certain foreign 
securities and to accommodate 
settlement and clearance of transactions 
in foreign securities.
EFFECTIVE DATE: April 30. 1990.
FOR FURTHER INFORMATION CONTACT: 
Laura Homer, Securities Credit Officer, 
or Scott Holz, Attorney, Division of 
Banking Supervision and Regulation, 
(202) 452-2781. For the hearing impaired only. Telecommunications Service for 
the Deaf, Eamestine Hill or Dorothea 
Thompson, (202) 452-3544. 
SUPPLEMENTARY INFORMATION: The 
proposal to amend Regulation T to 
accommodate foreign securities 
transactions was published for public 
comment in the Federal Register on

October 10.1989 (54 FR 41454). Sixteen 
comments were received. All supported 
the Board’s proposal, although there 
were requests for clarification or 
modification of specific aspects of the 
proposed amendments. In light of the 
comments received, the Board has 
decided to adopt the amendments as 
proposed with some modifications.Foreign debt securities. The proposal 
to make marginable foreign debt 
securities that have an original issue 
amount of $100,000,000 if the issue is 
rated in one of the two highest rating 
categories and is not in default at the 
time of the extension of credit was well* 
received by the commenters. A 
definition of “foreign security” has been 
added in response to comments to make 
clear that Eurobonds issued by United 
States corporations are eligible on the 
same basis as debt securities issued by 
foreign corporations. A request to add 
another category of marginable bonds 
for securities issued by companies 
reporting under the Securities Exchange 
Act is not being adopted at this time in 
order that experience with the original 
proposal may be gained. The Board has 
also declined to adopt a lower principal 
amount than that originally proposed, as 
well as restrictions on marginability 
relating to the market in which the 
bonds trade or their salability to U.S. 
persons.

Foreign equity securities. The Board 
proposed that foreign equity securities 
that met certain criteria would be 
marginable after certification by a U.S. 
self-regulatory organization, such as the 
New York Stock Exchange, which has 
adopted procedures for determining 
eligibility under criteria adopted by the 
Board. The NYSE commented that it 
does not believe that it is appropriate 
for the Exchange itself to certify the 
eligibility of stocks for the list of foreign 
margin stocks. The NYSE has agreed, 
however, to submit a list of proposed 
foreign margin stocks to the Board 
based on certification of the securities 
eligibility by at least two of its members 
who meet certain described standards. 
The Board agrees with the procedures 
suggested by the NYSE and the 
amendment is being revised accordingly. 
These new marginable foreign equity 
securities, which will be designated 
“foreign margin stock" (rather than 
“world-class securities." as previously 
proposed) will become marginable when 
their names appear on a list of 
marginable foreign equity securities that 
will be published in conjunction with 
the Board's regular quarterly List of 
Marginable OTC Stocks.

Other comments concerning the 
proposal to make certain foreign equity 
securities marginable were extremely 
wide-ranging and showed little
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consensus. The Board is adopting the 
criteria originally proposed with one 
exception. The requirement that foreign 
margin equity securities have a 
tradeable float of one million shares is 
being deleted in light of comments 
asserting that it is often impossible to 
determine the amount of shares not held 
by “insiders." At the suggestion of five 
commenters, the phrase “foreign margin 
stock” is being substituted for “world- 
class securities."Use of foreign currency. The Board’s 
proposal to allow foreign-currency 
accounting as an alternative to the 
dollars-only policy that has been in 
place since 1934 was supported by the 
commenters. The use of dollars-only 
accounting is still available for 
customers who do not choose to 
segregate foreign-curTency-denominated 
securities against foreign currency 
positions. However, an account 
denominated in dollars cannot hold 
foreign currency. One commenter sought 
clarification that a customer and broker 
could agree to use a single foreign 
currency in the same way as the current 
method. There is no reason why this 
could not be done. The Board also 
agrees with a commenter that any 

currency may be deposited in the cash 
or margin account to effect payment for 
the purchase of a security denominated 
in another currency if foreign currency 
conversion is effected in the account at 
the same time.

Several commenters requested the use 
of a special memorandum account for 
each foreign-currency-denominated 
subaccount or record. Contrary advice 
with respect to the advisability of such 
action was received from a self- 
regulatory organization. Until 
experience is gained with the operation 
of the proposed accounts and records, 
action is deferred on these requests. A 
customer is free, however, to instruct his 
broker to transfer any margin excess 
denominated in one currency and 
convert it for use in another subaccount 
or record.

Time for payment. The proposal to tie 
the time period for customer payment 
for foreign securities purchased in the 
cash account to the securities settlement 
date was supported by all commenters, 
except to the extent that this rule would 
sometimes require payment in less than 
the current period in the United States. 
This possible shortening was criticized 
by almost all commenters because of 
operational and administrative 
problems. In response, the regulatory 
language has been amended to clarify 
that a broker need not cancel or 
liquidate any transaction if the customer 
makes full cash payment within seven
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business days.
Arranging. The proposal to amend the 

arranging provision of Regulation T to 
allow a creditor to arrange for credit to 
be extended by a foreign lender on non- 
United States securities was supported 
by the commenters. The phrase “non- 
United States securities” is being 
changed to "foreign securities" at the 
request of four commenters. This is 
consistent with requests for a definition 
of the term “foreign security." The Board 
is not amending the regulatory language 
to address the ability of creditors to 
arrange for the “credit" implicit in short 
sales and loans of securities because 
further study of these requests is 
necessary.

Regulatory Flexibility A d

The Board believes there will be no 
significant economic impact on a 
substantial number of small entities. No 
comments were received on this
statement.

Paperwork Reduction Ad

No additional reporting requirements 
or modification to existing reporting 
requirements are proposed.

List of Subjects in 12 CFR Part 220
Banks, Banking, Brokers, Credit, 

Federal Reserve System, Investments, 
Margin, Margin requirements. Reporting 
and recordkeeping requirements.
Securities.

For the reasons set out in this notice, 
and pursuant to the Board's authority 
under sections 3, 7. 8.17, and 23 of the 
Securities Exchange Act of 1934, as 
amended, (15 U.S.C. 78c, 78g. 78h, 78q, 
and 78w) 12 CFR part 220 is amended as 
follows:

PART 220—CREDIT BY BROKERS 
AND DEALERS

1. The authority citation for Part 220 
continues to read as follows:

Authority: 15 U.S.C 78c, 78g. 78h, 78q, and 
78w.

2. In 8 220.2, paragraphs (i) through (y) 
are redesignated as paragraphs (k) 
through (aa); “or" is removed at the end 
of newly redesignated paragraph (q)(4); 
the period is removed at the end of 
newly redesignated paragraphs (q)(5), 
(t)(3), and (t)(4)(iii) and “; or" is added; 
and new paragraphs (i). (j). (q)(6), and 
(t)(5) are added as to read as follows:

8 220.2 Definitions.
* * * * #

(i) Foreign margin stock means
(1) A foreign security that is an equity 

security and that appears on the Board’s 
periodically published List of Foreign
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Margin Stocks based on information 
submitted by a self-regulatory 
organization under procedures approved 
by the Board; or

(2) A foreign security that is a debt 
security convertible into a margin 
security.

(j) Foreign security means a security 
issued in a jurisdiction other than the 
United States.
* * * * *

(q) Margin security * * *
(6) Any foreign margin stock. 

* * * * *
(t) OTC margin bond * * *
(5) A foreign security that is a 

nonconvertible debt security that meets 
all of the following requirements:

(i) At the time of original issue, a 
principal amount of at least $100,000,000 
was outstanding;

(ii) At the time of die exteniion of 
credit, the creditor has a reasonable 
basis for believing that the issuer is not 
in default on interest or principal 
payments; and

(iii) At the time of the extension of 
credit, the issue is rated in one of the 
two highest rating categories by a 
nationally recognized statistical rating 
organization, except that an issue that 
has not been rated as of the effective 
date of this provision shall be 
considered an “OTC margin bond" if a 
subsequent unsecured issue of at least 
$100,000,000 of the same issuer is rated 
in one of the two highest rating 
categories by a nationally recognized 
statistical rating organization. 
* * * * *

3. In 8 220.4, a new sentence is added 
to the end of paragraph (c)(1) to read as 
follows:

8 220.4 Margin account 
* * * * *

(c) When additional margin is 
required—

(1) Computing deficiency. * * * To the 
extent that debits in a margin account 
are denominated in foreign currency 
secured by specifically identified foreign 
margin securities as provided in 
8 220.5(g), each foreign currency debit 
position shall be considered separately 
for purposes of computing a deficiency 
and no credit shall be given to such 
specifically identifie d foreign margin 
securities for purposes of computing 
equity in the margin account either in 
United States dollars or in any other 
specific foreign currency. 
* * * * *

4. In 8 220.5, a new paragraph (g) is 
added to read as follows:

8 220.5 Margin account exceptions and 
special provisions.
• « • • •
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(g) Credit denominated in foreign currency. A creditor may extend credit 
denominated in a foreign currency 
secured by foreign margin securities 
denominated or traded in the same 
foreign currency and specifically 
identified on the creditor’s books and 
records as securing the foreign currency 
debit.

5. In 8 220.8, paragraph (b)(1) 
introductory text is revised: paragraphs
(b)(l)(i) through (iv) are redesignated as 
shown below:

Old Paragraph New Paragraph
Designation Designation

fi) (A)
(ii) (B)
(iii) fC)
(iv) CD)
(A) (i)
(B) [2)
(C) (5)

and new paragraphs (b)(lj(ij and
(b)(l)(ii) are added to read as follows:

i 220.8 Cacti account
* * * * *

(b) Time periods for payment; cancellation or liquidation—
(1) Full cash payment, A creditor shall 

obtain full cash payment for customer 
purchases—

(i) Within seven business days of the 
date:
• * * * *

(ii) In the case of the purchase of a 
foreign security, within seven business 
days of the trade date or the date on 
which settlement is required to occur by 
the rules of the foreign securities market, 
provided this period does not exceed the 
maximum time permitted by this part for 
delivery against payment transactions.
• * a * *

6. In § 220.13. “or" is removed at the 
end of paragraphs (a) and (b); the period 
is removed at the end of paragraph (c) 
and or" is added: and new paragraph
(d) is added to read as follows:
§220.13 Arranging for loans by others.
• * * * *

(d) Credit extended by a foreign 
person to purchase foreign securities.

7. In § 220.17, the section heading and 
the headings to paragraphs (a) and (b) 
are revised: the reference to paragraph
(d) in paragraphs (a) and (b) is changed 
to road paragraph (f): paragraphs (c). (d). 
and (e) are redesignated as paragraphs
(e) . (f). and (g) and revised; and new 
paragraphs (c) and (d) are added to read 
as follows:

§220.17 Requirements for tha Hat of 
marginsbie OTC stocks and the Hat of 
foreign margin stocks.

(a) Requirements for inclusion on the 
list of margin able OTC stocks.
• * * * e

(b) Requirements for continued 
inclusion on the list of marginable OTC 
stocks.
* * * * *

(c) Requirements for inclusion on the 
list of foreign margin stocks. Except as 
provided in paragraph (f) of this section, 
a foreign margin stock shall meet the 
following requirements:

(1) The security is listed for trading on 
or through the facilities of a foreign 
securities exchange or a recognized 
foreign securities market and has been 
trading on such exchange or market for 
at least six months:

(2) Daily quotations for both bid and 
asked or last sale prices for the security 
provided by the foreign securities 
exchange or foreign securities market on 
which the security is traded are 
continuously available to creditors in 
the United States pursuant to an 
electronic quotation system;

(3) The aggregate market value of 
shares, the ownership of which is 
unrestricted, is not less than $1 billion;

(4) The average weekly trading 
volume of such security during the 
preceding six months is either at least
200.000 shares or $1 million; and

(5) The issuer or a predecessor in 
interest has been in existence for at 
least five years.

(d) Requirements for continued 
inclusion on the list of foreign margin 
stocks. Except as provided in paragraph
(f) of this section, a foreign margin stock 
shall meet the following requirements:

(1) The security continues to meet the 
requirements specified in paragraphs (c)
(1) and (2) of this section;
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(2) The aggregate market value of 
shares, the ownership of which is 
unrestricted, is not less than $500 
million; and

(3) The average weekly trading 
volume of such security during the 
preceding six months is either at least
100,000 shares or $500,000.

(e) Removal from the lists. The Board 
shall periodically remove from the lists 
any stock that:

(1) Ceases to exist or of which the 
issuer ceases to exist, or

(2) No longer substantially meets the 
provisions of paragraphs (b) or (d) of this 
section or § 220.2(u).

(f) Discretionary authority of Board.
Without regard to other paragraphs of 
this section, the Board may add to, or 
omit or remove from the list of 
marginable OTC stocks and the list of 
foreign margin stocks and equity 
security, if in the judgment of the Board, 
such action is necessary or appropriate 
in the public interest.

(g) Unlawful representations. It shall 
be unlawful for any creditor to make, or 
cause to be made, any representation to 
the effect that the inclusion of a security 
on the list of marginable OTC stocks or 
the list of foreign margin stocks is 
evidence that the Board or the SEC has 
in any way passed upon the merits of. or 
given approval to, such security or any 
transactions therein. Any statement in 
an advertisement or other similar 
communication containing a reference to 
the Board in connection with the lists or 
stocks on those lists shall be an 
unlawful representation.

8. In § 220.18, the phrase “or the 
percentage set by the regulatory 
authority where the trade occurs, 
whichever is greater" is added before 
the period at the end of paragraphs (a) 
and (b).

By order of the Board of Governors of the 
Federal Reserve System, March 21,1990. 
William W . Wiles,
Secretary of the Board.
[FR Doc 90-6847 Filed 3-26-90; 8:45 am] 
MLUNQ COOK *210-01-*
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