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To the Addressee:

Enclosed is a pamphlet, dated February 1976, entitled Questions 
and Answers Illustrating Application of Regulation U , published by the 
Board of Governors of the Federal Reserve System. The pamphlet has been 
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Board of Governors' Regulation U, "Credit By Banks for the Purpose of 
Purchasing or Carrying Margin Stocks", and for prospective borrowers 

who may be subject to the regulation by reason of liabilities created 

under Regulation X, "Rules Governing Borrowers Who Obtain Securities 
Credit."

At this Bank margin regulation matters are administered by the 

Securities Regulations Division of the Bank Regulations Department. 
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QUESTIONS AND ANSW ERS IL LU ST R A T IN G  

A P P L IC A T IO N  O F R EG U LA TIO N  U

P r e f a c e

T h e  fo llo w in g  Q u e s tio n s  and A n sw e rs  h av e  b e e n  p r e p a r e d  
p r im a r i ly  fo r  th e  b e n e f it  and g u id a n ce  o f b a n k s  s u b je c t  to  th e  
re g u la t io n . T h e y  sh o u ld , h o w e v e r , a lso  be  u s e fu l to  p ro s p e c t iv e  
b o r r o w e r s  who m a y  b e  s u b je c t  to  th e  re g u la t io n  by r e a s o n  of l i a b i l ­
i t i e s  c r e a te d  u n d e r  R e g u la tio n  X , " R u le s  G o v e rn in g  B o r r o w e r s  W ho 
O b ta in  S e c u r i t ie s  C r e d i t .  " Of c o u r s e ,  th e  Q u e s tio n s  and A n sw e rs  
c an n o t be  e x p ec te d  to  c o v e r  in  d e ta i l  a l l  a s p e c ts  of th e  r e g u la t io n . 
R e f e r e n c e s  to  s p e c if ic  s e c t io n s  of th e  r e g u la t io n s  a r e  p ro v id e d  on 
a s e le c t iv e  b a s i s .  In any  g iv en  c a s e  th e  a n s w e r  to  a  p a r t i c u la r  
q u e s tio n  m u s t  n e c e s s a r i ly  d ep en d  on th e  s p e c if ic  f a c ts  and c i r c u m ­
s ta n c e s  in v o lv ed . T h e r e f o r e ,  th e  fo llo w in g  Q u e s tio n s  and  A n sw e rs  
sh o u ld  b e  r e g a r d e d  a s  g e n e r a l  a id s  to  a b e t t e r  u n d e rs ta n d in g  of 
th e  p r in c ip a l  f e a tu r e s  of th e  re g u la t io n , r a t h e r  th a n  an  e x h a u s tiv e , 
d e ta i le d  e x p la n a tio n  of th e  a p p lic a tio n  of i t s  v a r io u s  p r o v is io n s .  
F u r th e r  q u e s tio n s  c o n c e rn in g  th e  re g u la t io n  sh o u ld  b e  r a i s e d  w ith  
s ta f f  of th e  n e a r e s t  F e d e r a l  R e s e r v e  B ank .

G e n e ra l  F e a tu r e s  of R e g u la tio n  U

P e r s o n s  R eg u la te d

1. Q u e s tio n . - -W ho is  g o v e rn e d  by  R e g u la tio n  U ?

A n s w e r . - -A ll b a n k s , in c lu d in g  m u tu a l s a v in g s  b an k s  
and b a n k s  th a t a r e  n o t m e m b e r s  of th e  F e d e r a l  R e s e r v e  S y s te m  
(e x c e p t b a n k s  w h ich  a r e  m e m b e r s  of a n a tio n a l s e c u r i t i e s  ex ch an g e  
and th e r e f o r e  s u b je c t  to  R e g u la tio n  T ).

T h re s h o ld  C o n s id e r a t io n s - - F o r m  U - l

2. Q u e s tio n . - -U n d e r  R e g u la tio n  U, w hat i s  th e  f i r s t  s te p  
a bank  m u s t  ta k e  b e fo re  ex ten d in g  c r e d i t  s e c u r e d  d i r e c t ly  o r  
in d i r e c t ly  by any  s to c k ?  (See a n sw e r  to  q u e s tio n  10 f o r  d e fin itio n  
of " s to c k . ")

A n s w e r . -  -T h e  bank  m u s t  o b ta in  a  p r o p e r ly  c o m p le te d  
s ta te m e n t  on F o r m  U - l  ( s o m e tim e s  r e f e r r e d  to  a s  a  " p u rp o s e  
s ta te m e n t" )  s e t t in g  fo r th  th e  b o r r o w e r 's  p u rp o s e  in  o b ta in in g  th e  
c r e d i t .
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3. Q u e s tio n . - -M u s t a  F o r m  U - l  s ta te m e n t  b e  o b ta in e d  if 
a  lo a n  is  n o t s e c u r e d ,  d i r e c t ly  o r  in d ir e c t ly ,  by  s to c k ?  (F o rm  U - l  
i s  d is c u s s e d  f u r th e r  in  a n s w e rs  to  q u e s tio n s  35, 36 and 37 u n d e r  
" P r o c e d u r a l  R e q u ire m e n ts .  ")

A n s w e r . - -N o .

" P u r p o s e "  C r e d i t

4. Q u e s t io n . -  -W hy is  th e  b o r r o w e r 's  p u rp o s e  im p o r ta n t?

A n s w e r . - - I f  th e  b o r r o w e r 's  p u rp o s e  is  to  p u rc h a s e  o r  
c a r r y  any  " m a rg in  s to c k , " th e  lo a n  i s  a  " p u rp o s e  c r e d i t .  " If p u r ­
p o se  c r e d i t  i s  s to c k - s e c u r e d ,  i t  b e c o m e s  s u b je c t to  th e  c r e d i t  
l im i ta t io n s  and o th e r  r e s t r i c t i o n s  of R e g u la tio n  U. (D e ta ils  of 
th e s e  l im i ta t io n s  and r e s t r i c t i o n s  a r e  d is c u s s e d  b e lo w  u n d e r  th e  
c a p tio n  " N a tu re  of C r e d i t  R e s t r i c t io n s  and O th e r  L im ita t io n s  of 
R e g u la tio n  U. " T h e  t e r m  " m a rg in  s to c k "  is  d e fin ed  in  th e  a n sw e r  
to  q u e s tio n  1 1 .)

5. Q u e s t io n . - -D o any  of th e  R e g u la tio n  U r e s t r i c t i o n s  and 
l im i ta t io n s  a p p ly  to  s to c k - s e c u r e d  c r e d i t  if  th e  b o r r o w e r 's  p u rp o s e  
i s  n o t th e  p u rc h a s in g  o r  c a r r y in g  of m a rg in  s to c k ?

A n s w e r . -  -N o . In th a t c a s e ,  th e  on ly  r e q u i r e m e n t  i s  
to  o b ta in  th e  b o r r o w e r 's  F o r m  U - l  s ta te m e n t .  H o w ev e r, i t  is  
im p o r ta n t  to  n o te  th a t  th e  b o r r o w e r 's  s ta te m e n t  to  th a t  e f fe c t 
c a n n o t b e  a c c e p te d  a t fa c e  v a lu e  if th e r e  a r e  any  in d ic a tio n s  to  th e  
c o n t r a r y ,  s in c e  th e  b a n k 's  a c c e p ta n c e  of a  p u rp o s e  s ta te m e n t  
m u s t  b e  in  "good  fa i th . " F o r  e x a m p le , f u r th e r  in q u iry  sh o u ld  be  
m a d e  if th e  b o r r o w e r  in s t r u c t s  th e  bank  to  m a k e  p a y m e n t to  a 
n a m e d  b r o k e r - d e a l e r  upon  d e l iv e r y  of m a rg in  s to c k .

S e c u re d  " in d ir e c t ly "

6. Q u e s t io n . - - M u s t  a  F o rm U -1  s ta te m e n t  b e  o b ta in e d  f ro m  
a b o r r o w e r  if  th e  b a n k 's  c r e d i t  to  th e  b o r r o w e r  is  " in d ir e c t ly "  
s e c u r e d  b y  s to c k ?

A n s w e r . - - Y e s .

7. Q u e s t io n . - -U n d e r  w hat c i r c u m s ta n c e s  is  c r e d i t  in d i­
r e c t l y  s e c u r e d  b y  s to c k ?

A n sw e r . - -R e so lu t io n  of th is  q u e s tio n  m u s t  n e c e s s a r i ly  
d ep en d  on th e  f a c ts  and  c i r c u m s ta n c e s  of e ach  c a s e .  In g e n e r a l ,
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c r e d i t  is  in d ir e c t ly  s e c u re d  b y  s to c k  if  th e r e  i s  an  u n d e rs ta n d in g  
b e tw e e n  th e  b o r r o w e r  and  th e  b an k  (1) w h ich  i s  d e s ig n e d  to  m a k e  
th e  s to c k  m o re  a v a ila b le  to  th e  b an k  in  c a s e  of d e fa u lt  th a n  to  th e  
b o r r o w e r 's  o th e r  c r e d i to r s ,  o r  (2) w h ich  l im i t s  th e  b o r r o w e r  f ro m  
e x e r c is in g  fu ll d o m in io n  o v e r  th e  s to c k  to  s e l l ,  p le d g e , o r  d o n a te  
i t ,  o r  d e te rm in in g  w h e re  i t  s h a l l  b e  p la c e d  p h y s ic a l ly . H o w ev e r, 
in  th e  a b se n c e  of any  su ch  r e s t r i c t i o n s  o r  a r r a n g e m e n ts  w ith  th e  
b o r r o w e r ,  th e  m e r e  fa c t  th a t  th e  bank  h o ld s  th e  s to c k  a s  c u s to d ia n  
o r  t r u s t e e  d o es  no t in  and  o f i t s e l f  r e n d e r  th e  c r e d i t  in d i r e c t ly  s e ­
c u re d .  If th e r e  is  any  q u e s tio n  a s  to  w h e th e r  a  p a r t i c u la r  c r e d i t  
is  to  b e  " in d ir e c t ly "  s e c u r e d ,  f u r th e r  a d v ic e  sh o u ld  b e  s o l ic i te d .

Som e e x a m p le s  of " in d ir e c t ly "  s e c u re d  lo a n s  fo llow :

A . A t a t im e  w hen th e  b an k  is  th e  c u s to d ia n  of th e  s e c u ­
r i t i e s  p o r tfo lio  of an  in v e s tm e n t co m p an y , th e  bank  
m a k e s  an  o s te n s ib ly  u n s e c u re d  lo a n  to  th e  co m p an y  
upon  th e  c o n d itio n  th a t ,  u n ti l  th e  lo a n  i s  fu lly  p a id , 
th e  bank  w ill r e t a in  i t s  c u s to d ia n s h ip  and  no  p a r t  of 
th e  s to c k  w ill b e  p led g ed  o r  o th e rw is e  e n c u m b e re d  
e x c e p t w ith  th e  b an k . T h e  a d d itio n a l a r r a n g e m e n t  
w ould  r e n d e r  th e  c r e d i t  in d ir e c t ly  s e c u r e d  b y  th e  
s to c k  in  th e  s e c u r i t i e s  p o r tfo l io .

B . A bank  lo a n s  m o n ey  a lle g e d ly  on an  u n s e c u re d  b a s i s .  
H o w ev e r, th e  b o r r o w e r  s ig n s  a p le d g e  no t to  s e l l  
o r  e n c u m b e r  h is  a s s e t s ,  w h ich  c o n s is t  p r im a r i ly  of 
s to c k s ,  d u r in g  th e  l i f e  of th e  lo a n . T h is  a r r a n g e m e n t  
co m m o n ly  know n a s  a "n e g a tiv e  p le d g e "  w ould 
r e n d e r  th e  c r e d i t  in d i r e c t ly  s e c u r e d .

8. Q u e s t io n . -  -I f  an e x te n s io n  of c r e d i t  is  in d i r e c t ly  s e ­
c u re d  b y  s to c k , how  is  th is  to  b e  r e f le c te d  in  th e  F o r m  U - l  p u rp o s e  
s ta te m e n t  ?

A n s w e r . - -W h e re  an  e x te n s io n  of c r e d i t  i s  in d ir e c t ly  
s e c u r e d  b y  s to c k , th e  c o l la te r a l  sh o u ld  b e  l i s te d  on P a r t  II w ith  a  
b r ie f  d e s c r ip t io n ,  by fo o tn o te  o r  o th e rw is e ,  of th e  a g re e m e n t  o r  
a r r a n g e m e n t  p u rs u a n t  to  w hich  th e  s e c u r i t i e s  a r e  h e ld .

" R e g u la te d "  C r e d i t

9. Q u e s t io n . - -W h at i s  " re g u la te d "  c r e d i t ?

A n s w e r . - - " R e g u la te d "  c r e d i t  is  th e  t e r m  u s e d  in  th is  
p a m p h le t (but n o t in  th e  re g u la t io n )  w ith  r e s p e c t  to  p u rp o s e  c r e d i t  
w hich  is  s u b je c t  to  th e  R e g u la tio n  U c r e d i t  r e s t r i c t i o n s  and o th e r  
l im i ta t io n s .  It in c lu d e s :
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A . C r e d i t  o b ta in e d  by  a b o r r o w e r  f ro m  a bank  fo r  th e  
p u rp o s e  of p u rc h a s in g  o r  c a r r y in g  m a rg in  s to c k  if  
th e  c r e d i t  i s  d i r e c t ly  o r  in d ir e c t ly  s e c u r e d  by  any 
s to c k , w h e th e r  o r  n o t by m a rg in  s to c k . (See a n ­
s w e r  to  q u e s tio n  12 on d e fin tio n  of " c a r r y in g "  
m a rg in  s to c k . )

B . C r e d i t  ex ten d ed  b y  a bank  to  a b o r r o w e r  no t s u b ­
je c t  to  R e g u la tio n  T (the  re g u la t io n  w hich  a p p lie s  
on ly  to  b r o k e r s  and  d e a le r s )  o r  to  R e g u la tio n  U, 
if th e  b o r r o w e r 's  b u s in e s s  in  im p o r ta n t  p a r t  in ­
c lu d e s  th e  ex ten d in g  of c r e d i t  to  o th e r  p e r s o n s  fo r  
th e  p u rp o s e  of p u rc h a s in g  o r  c a r r y in g  m a rg in  
s to c k s .  A b o r r o w e r  r e c e iv in g  su ch  c r e d i t  is  
s o m e t im e s  r e f e r r e d  to  a s  a " c o l la te r a l  le n d e r "  
and  m a y  b e  s u b je c t  to  th e  B o a r d 's  R e g u la tio n  G, 
" S e c u r i t ie s  C r e d i t  b y  P e r s o n s  O th e r  T h an  B an k s , 
B r o k e r s ,  o r  D e a le r s .  " T h e  c r e d i t s  a r e  d e e m e d  to  
be  fo r  th e  p u rp o s e  of p u rc h a s in g  o r  c a r r y in g  
m a rg in  s to c k s  and m a y  n o t be  e x ten d e d  w ith o u t 
c o l la te r a l ,  u n le s s  th e  c r e d i t  and i t s  p u rp o s e  a r e  
u n m is ta k a b ly  s e p a r a te d  and d is a s s o c ia te d  f ro m  
any  p u rp o s e  c r e d i t .  C r e d i t s  s e c u r e d  b y  o th e r  th a n  
s to c k  m u s t b e  s e c u r e d  to  th e  s a m e  e x te n t a s  w ould 
b e  r e q u i r e d  if th e y  w e re  s e c u r e d  by  s to c k  and , 
th e r e f o r e ,  m a y  n o t e x ce e d  th e  m a x im u m  lo an  v a lu e  
of su ch  n o n -s to c k  c o l la te r a l  a s  d e te rm in e d  by  
th e  ban k  in  "good fa ith . " Such c r e d i t s  a r e  s u b je c t  
to a ll  of th e  o th e r  p ro v is io n s  of th e  re g u la t io n  
in c lu d in g  th o s e  r e la t in g  to  w ith d ra w a l and  s u b ­
s t i tu t io n  of c o l l a t e r a l .  (See a ls o  a n s w e r  to  
q u e s tio n  15. )

C . S to c k -s e c u r e d  c r e d i t  in i t ia l ly  ex ten d ed  to  p u rc h a s e  
n o n m a rg in  s e c u r i t i e s  w ould  su b se q u e n tly  b e c o m e  
re g u la te d  c r e d i t  if th o s e  s e c u r i t i e s  (by b eco m in g  
r e g i s t e r e d  on a n a tio n a l s e c u r i t i e s  ex ch an g e  o r  by  
b e in g  in c lu d e d  in  th e  OTC m a rg in  s to c k  l i s t )  b e ­
co m e  m a rg in  s to c k . In su ch  a c a s e ,  th e  b an k  n eed  
do n o th in g  e x c e p t to  r e q u i r e  th e  b o r r o w e r  to  a d h e re  
to  a p p lic a b le  r e te n t io n  r e q u i r e m e n ts  in  th e  ev en t 
of s u b s t i tu t io n  o r  w ith d ra w a l of c o l la te r a l .  (See 
R e te n tio n  R e q u i r e m e n ts - -S u b s t i tu t io n s  and W ith ­
d ra w a ls  b e lo w . ) C o n v e r s e ly , if  th e  c r e d i t  w as 
g iven  to  p u rc h a s e  m a rg in  s to c k , th e  c r e d i t  w ould 
no lo n g e r  be  r e g u la te d  if su ch  s to c k  w e re  no lo n g e r  
m a rg in  s to c k , a s  w h e re , fo r  e x a m p le , i t  is  r e ­
m o v ed  f ro m  th e  OTC l i s t .  (See th e  a n s w e r  to  
q u e s tio n  11 d e fin in g  " m a rg in  s to c k . ")
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D efin itio n  of "S tock"

10. Q u e s tio n . - -W h a t i s  " s to c k " ?

A n s w e r . - - T h e  t e r m  " s to c k "  g e n e r a l ly  m e a n s  any  s e ­
c u r i ty  c o m m o n ly  know n a s  s to c k . O th e r  in s t r u m e n ts  e n c o m p a s se d  
by  th e  t e r m  " s to c k "  in c lu d e  (1) any  v o tin g  t r u s t  c e r t i f i c a t e  o r  o th e r  
in s t ru m e n t  r e p r e s e n t in g  s to c k , (2) any  s e c u r i ty  c o n v e r t ib le  a t any 
t im e  and on any  t e r m s  in to  su c h  a s e c u r i ty ,  c e r t i f i c a t e  o r  i n s t r u ­
m e n t, (3) any  s e c u r i ty  c a r r y in g  a w a r r a n t  o r  r ig h t  to  s u b s c r ib e  to  
o r  p u rc h a s e  su ch  s e c u r i ty ,  (4) any  su ch  w a r r a n t  o r  r ig h t  and (5) 
any  p u t, c a l l  o r  s im i la r  o p tio n  g iv in g  th e  h o ld e r  th e  r ig h t  to  p u r ­
c h a s e  o r  s e l l  s to c k . In  a d d itio n , th e  t e r m  " s to c k "  co u ld  in c lu d e  
an  in s t r u m e n t  w hich  e n t i t le s  th e  h o ld e r  to  s h a r e  o r  p a r t ic ip a te  in  
any  p ro f i ts  of th e  is s u in g  co m p an y , su ch  a s  a l im ite d  p a r tn e r s h ip  
in te r e s t .  C o u n s e l 's  o p in io n  sh o u ld  be  o b ta in e d  w hen th e r e  is  a 
q u e s tio n  a s  to  w hen an in s tru m e n t  is  an " in v e s tm e n t c o n tr a c t"  and , 
th e r e f o r e ,  " s to c k . "

" M a rg in "  S tock

11. Q u e s tio n . - -W h at i s  " m a rg in "  s to c k ?  (See a n s w e r  to
q u e s tio n  10 fo r  d e f in itio n  of " s to c k . ")

A n s w e r . - - " M a r g in "  s to c k  in c lu d e s :

A . S tock  r e g i s t e r e d  ( l is te d )  on any  n a tio n a l s e c u r i t i e s  
e x ch an g e .

B. O TC m a rg in  s to c k - - th a t  i s - - s t o c k  n o t t r a d e d  on a 
n a tio n a l s e c u r i t i e s  ex ch an g e  b u t w h ich  th e  B o a rd  
h a s  d e te rm in e d  to  h av e  c h a r a c t e r i s t i c s  g e n e r a l ­
ly  s im i la r  to  a  l i s t e d  s to c k . T h e  B o a rd  p u b lish e s  
a l i s t  of O TC m a rg in  s to c k s  w h ich  is  g e n e r a l ly  
a v a ila b le  to  a l l  in te r e s te d  p e r s o n s .  T h is  l i s t  is  
r e v is e d  p e r io d ic a l ly  and is  a v a ila b le  f ro m  th e  
B o a rd  o r  any  R e s e r v e  B ank .

C . S e c u r i t ie s  c o n v e r t ib le  in to  a  m a rg in  s to c k , o r  
c a r r y in g  any  w a r r a n t  o r  r ig h t  to  s u b s c r ib e  to  o r  
p u rc h a s e  a  m a rg in  s to c k , o r  any  su c h  w a r r a n t  o r  
r ig h t .

D. M a rg in  s to c k  a lso  in c lu d e s  any  s e c u r i ty  is s u e d  by  
an in v e s tm e n t co m p an y  r e g i s t e r e d  w ith  th e  S e c u ­
r i t i e s  and  E x ch an g e  C o m m is s io n  u n le s s  th e  in v e s t ­
m e n t co m p an y  i s  l ic e n s e d  u n d e r  th e  S m a ll B u s in e s s  
In v e s tm e n t C o m p an y  A c t, in  w hich  c a s e ,  i t s  s e c u ­
r i t i e s  a r e  n o t m a rg in  s to c k . (One o th e r  e x ce p tio n  
c o v e r s  s e c u r i t i e s  is s u e d  by  an in v e s tm e n t co m p an y ,
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95 p e rc e n t  o r  m o re  of w hose  p o r tfo l io  c o n s is ts  of 
e x e m p te d  s e c u r i t i e s ,  su c h  a s  U . S. G o v e rn m e n t, 
a g en c y , S ta te  and m u n ic ip a l o b lig a tio n s . )

" C a r r y in g "  M arg in  S tock

12. Q u e s t io n . - -W h at is  m e a n t by  th e  t e r m  " c a r r y in g "  
m a rg in  s to c k ?

A n s w e r . -  -T h e  on ly  e x a m p le  o f " c a r r y in g "  s p e c if ie d  in  
th e  r e g u la t io n  is  th a t of c r e d i t  to  e n ab le  a  b o r r o w e r  to  re d u c e  o r  
r e t i r e  in d e b te d n e s s  o r ig in a l ly  in c u r r e d  to  p u rc h a s e  m a rg in  s to c k .

N a tu r e  of C r e d i tR e s t r i c t io n s  and O th e r  L im i ta t ions of R e g u la tio n U

C r e d i t  R e s t r ic t io n s

E x te n s io n  o f C re d i t

13. Q u e s t io n . - -W h at a r e  th e  l im ita t io n s  o f R e g u la tio n  U 
on e x ten d in g  r e g u la te d  c r e d i t ?  (See a n s w e r  to  q u e s tio n  9 fo r  
d e f in it io n  of " re g u la te d "  c r e d i t .  )

A n s w e r . - - A t  th e  t im e  w hen re g u la te d  c r e d i t  is  e x ­
te n d e d , th e  a m o u n t of su ch  c r e d i t  m a y  n o t e x ce e d  th e  "m a x im u m  
lo a n  v a lu e "  of th e  c o l la te r a l  s e c u r in g  th e  c r e d i t .  If th e  m a x im u m  
lo a n  v a lu e  of s to c k  c o l la te r a l iz in g  p u rp o s e  c r e d i t  sh o u ld  l a t e r  e x ­
c e e d  th e  am o u n t of th e  c r e d i t  (fo r w h a te v e r  r e a s o n )  a t th e  t im e  
w hen m o r e  c r e d i t  i s  so u g h t, th e  bank  m a y  in c r e a s e  th e  c r e d i t  to  
e q u a l th e  m a x im u m  lo an  v a lu e  of th e  c o l la te r a l .

M ax im u m  L o an  V a lu es

M ax im u m  L oan  V a lu e  of S tock

14. Q u e s t io n . - -W h a t i s  th e  "m a x im u m  lo a n  v a lu e "  of 
" s to c k "  (a s  d e fin e d  in  s e c t io n  221. 3(1) and g e n e r a l ly  d e s c r ib e d  in  
th e  a n s w e r  to  q u e s tio n  10) u s e d  to  c o l la te r a l i z e  r e g u la te d  c r e d i t ?

A n s w e r . - -T h e  m a x im u m  lo a n  v a lu e  of s to c k  is  a 
p e rc e n ta g e  of c u r r e n t  m a r k e t  v a lu e , w hich  th e  c r e d i t  m a y  not 
e x c e e d  a t th e  t im e  th e  c r e d i t  is  ex ten d e d . P e r c e n ta g e s  a r e  fix ed  
by  th e  B o a rd  f ro m  t im e  to  t im e  and a r e  s e t  fo r th  in  a  S u p p le ­
m e n t to  R e g u la tio n  U. C u r r e n t ly  (as of F e b r u a r y  1, 1976) th e  
m a x im u m  lo a n  v a lu e s  of th e  v a r io u s  c a te g o r ie s  of s to c k  a r e  a s  
fo llo w s:

A . F o r  s to c k  in  g e n e r a l  th e  m a x im u m  lo a n  v a lu e  is  
50 p e rc e n t  of t h e i r  c u r r e n t  m a r k e t  v a lu e .
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B . T h e  m a x im u m  lo an  v a lu e  of d eb t s e c u r i t i e s  c o n ­
v e r t ib le  in to  s to c k  i s  50 p e rc e n t  of th e  c u r r e n t  
m a rk e t  v a lu e  of su ch  s e c u r i t i e s .  S p e c ia l p r o ­
v is io n s  th a t ap p ly  to  lo a n s  on c o n v e r t ib le  d eb t 
s e c u r i t i e s  a r e  s e t  fo r th  in  s e c t io n  221. 3(t) of th e  
re g u la t io n .

C . P u ts ,  c a l l s  o r  c o m b in a tio n s  th e re o f  h a v e  no lo an  
v a lu e , ev en  though  th e y  m a y  b e  r e g i s t e r e d  on a 
n a tio n a l s e c u r i t i e s  ex ch an g e  and  a r e  th e r e f o r e  
m a rg in  s to c k .

D . If th e  c r e d i t  i s  to  e n ab le  th e  b o r r o w e r  to  e x e r c is e  
a  s to c k  s u b s c r ip t io n  r ig h t ,  e x p ir in g  w ith in  90 d ay s  
of is s u a n c e ,  a  m a x im u m  lo a n  v a lu e  of 75 p e rc e n t  
of th e  c u r r e n t  m a r k e t  v a lu e  of th e  s to c k  to  be  
a c q u ir e d  is  p e r m is s ib le ,  p ro v id e d  th e  a d d itio n a l 
c o n d itio n s  s e t  fo r th  in  s e c t io n  221. 3(p) a r e  m e t.

E . In s u ra n c e  p re m iu m  fund ing  c r e d i t s  (as  d e s c r ib e d  
in  s e c t io n  221. 3(x)) can n o t e x c e e d  th e  am o u n t 
n e c e s s a r y  to  p ay  th e  in s u ra n c e  p re m iu m  p lu s  any 
a p p lic a b le  i n t e r e s t ,  and in  any  e v en t, c an n o t e x ­
c e e d  40 p e r c e n t  of th e  c u r r e n t  m a r k e t  v a lu e  of th e  
s e c u r i t i e s  p led g ed  a s  c o l la te r a l ,  a s  s e t  fo r th  in  
s e c t io n  221. 3(x). F u r th e r  in fo rm a tio n  on  th is  
ty p e  of c r e d i t  i s  c o n ta in ed  in  a  s e p a r a te  s e t  of 
q u e s tio n s  and  a n s w e rs  a v a ila b le  th ro u g h  th e  
R e s e r v e  B an k s .

F .  A lthough  a ll  s to c k  of a  g iv en  c la s s  is  e lig ib le  fo r  
th e  m a x im u m  lo an  v a lu e  p e rm it te d  by th e  r e g u la t io n , 
a  b an k  sh o u ld  b e  a l e r t  to  d e te r m in e  w h e th e r  s to c k  
re c e iv e d  a s  c o l la te r a l  i s  " r e s t r i c t e d  s to c k . " If su ch  
is  th e  c a s e  th e  ban k  m a y  h a v e  d if f ic u lty  in  r e a l iz in g  
on i t  sh o u ld  s a le  b e  r e q u i r e d  and , in  fa c t ,  m a y  be  
u n a b le  to  do so  w ith o u t v io la tio n  of th e  F e d e r a l  s e ­
c u r i t i e s  la w s . F u r th e r  a d v ic e  sh o u ld  b e  s o l ic i te d  
w hen th e r e  i s  s u s p ic io n  th a t  th e  s to c k  to  be  p led g ed  
m a y  be " r e s t r i c t e d .  " In g e n e r a l ,  " r e s t r i c t e d  s to c k "  
can  b e  c la s s i f ie d  a s  (1) s to c k  ow ned by  any  p e rs o n  
who d i r e c t ly  o r  in d i r e c t ly  c o n tro ls  th e  i s s u e r  o r  
(2) s to c k  r e c e iv e d  f ro m  an i s s u e r ,  o r  c o n tro ll in g  
p e r s o n  of th e  i s s u e r ,  in  a  n o n p u b lic  t r a n s a c t io n  
and w hich  m a y  o r  m a y  no t b e a r  a  le g en d  a d v is in g  
th a t i t  h a s  n o t b e en  r e g i s t e r e d  p u rs u a n t  to  th e  
S e c u r i t ie s  A c t of 193 3.
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M ax im u m  L oan  V alu e  of O th e r  C o l la te r a l

15. Q u e s tio n . - - I f  a  bank  e x ten d s  c r e d i t  to  a b o r r o w e r  fo r  
th e  p u rp o s e  of p u rc h a s in g  o r  c a r r y in g  m a rg in  s to c k s  on c o l la te r a l  
w h ich  d o e s  no t in c lu d e  any  s e c u r i ty  id e n tif ie d  in  th e  a n sw e r  to  
q u e s tio n  14, w hat i s  th e  m a x im u m  lo an  v a lu e  of su ch  c o l l a t e r a l?

A n s w e r . - - T h e  m a x im u m  lo a n  v a lu e  of su ch  c o l la te r a l  
is  d e te rm in e d  b y  th e  bank  in  "good fa ith . " T h is  p ro c e d u re  a p p lie s  
a s  w e ll to  " c o l la te r a l  le n d e r "  c r e d i t  ( s e e  a n s w e r  B to  q u e s tio n  9).

M a rk e t V a lu e  of S e c u r i t ie s

16. Q u e s t io n . - -H ow  is  th e  c u r r e n t  m a r k e t  v a lu e  of s e c u ­
r i t i e s  a s c e r ta in e d ?

A n s w e r . -  -T h e  c u r r e n t  m a rk e t  v a lu e  of s e c u r i t i e s  m ay  
b e  a s c e r ta in e d  by  any  r e a s o n a b le  m e th o d . F o r  ex am p le :

A . In th e  c a s e  of a  s e c u r i ty  r e g i s t e r e d  on a n a tio n a l 
s e c u r i t i e s  ex ch a n g e , th e  c u r r e n t  m a rk e t  v a lu e  w ould 
b e  (1) th e  a c tu a l c u r r e n t  p u rc h a s e  o r  s a le  p r ic e  of 
su ch  s e c u r i ty  o r  (2) in  th e  a b se n c e  of su ch  c u r r e n t  
p u rc h a s e  o r  s a le ,  th e  l a s t  c lo s in g  s a le  p r ic e .

B . If th e  s e c u r i ty  is  not r e g i s t e r e d  on su ch  an e x ch a n g e , 
th e  c u r r e n t  m a r k e t  v a lu e  w ould  b e  (1) th e  a c tu a l 
c u r r e n t  p u rc h a s e  o r  s a le  p r ic e  of su ch  s e c u r i ty  a s  
a s c e r ta in e d  by  any r e a s o n a b le  m e th o d  o r  (2) in  th e  
a b s e n c e  of in fo rm a tio n  on su ch  c u r r e n t  p u rc h a s e  o r  
s a le ,  th e  c u r r e n t  p re v a i l in g  b id  q u o ta tio n s  a s  r e ­
f le c te d  in  th e  NASDAQ s y s te m  o r ,  in  th e  a b se n c e  of 
a NASDAQ q u o ta tio n , in  any  o th e r  re c o g n iz e d  i n t e r ­
d e a le r  q u o ta tio n  s e r v ic e .

" S in g le  C r e d i t"  R u le

17. Q u e s tio n . - - I s  th e  m a x im u m  lo an  v a lu e  of s to c k , e x ce p t 
c o n v e r t ib le  d e b t s e c u r i t i e s ,  d e p o s ite d  w ith  th e  ban k  to  c o l la te r a l i z e  
a re g u la te d  lo an  a f fe c te d  by  th e  fa c t th a t  th e  b o r r o w e r  h a s  an 
e x is t in g  o u ts ta n d in g  u n s e c u re d  p u rp o s e  lo a n ?

A n s w e r . - -N o . H o w ev e r, s e v e r a l  a d d itio n a l r u le s  ap p ly . 
T h e  re g u la t io n  p ro v id e s  th a t a ll  " p u rp o s e "  c r e d i t  to  th e  s a m e  b o r r o w ­
e r  s h a l l  b e d e e m e d a  " s in g le  c r e d i t . "  A c c o rd in g ly , a ll  s to c k , e x ce p t 
c o n v e r t ib le  d e b t s e c u r i t i e s ,  u se d  to  c o l la te r a l i z e  th e  s u b se q u e n t 
p u rp o s e  c r e d i t  is  d e e m e d  to  c o l la te r a l i z e  b o th  th a t  c r e d i t  a s  w e ll a s  
th e  p re v io u s ly  u n s e c u re d  p u rp o s e  c r e d i t .  (T he re g u la t io n  p ro v id e s
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a s e p a r a te  s in g le  c r e d i t  r u le  fo r  " p u rp o s e "  c r e d i t  to  th e  s a m e  b o r ­
r o w e r  th a t is  s e c u r e d  b y  c o n v e r t ib le  d eb t s e c u r i t i e s .  ) T h e s e  
p r in c ip le s  m a y  be i l lu s t r a te d  b y  th e  fo llo w in g  ex am p le :

A ss u m e  a bank  h a s  e x ten d e d  a $5, 000 p u rp o s e  c r e d i t  on 
an  u n s e c u re d  b a s is  to  a b o r r o w e r  in  good fa ith . S u b se q u en tly , th e  
b an k  e x ten d s  a  $5, 000 s to c k - s e c u r e d  p u rp o s e  c r e d i t  to  th e  s a m e  
b o r r o w e r .

A . If th e  s to c k  c o l l a t e r a l  h a s  a  c u r r e n t  m a r k e t  v a lu e  of 
$10, 000 s u f f ic ie n t  to  c a r r y  th e  se c o n d  c r e d i t  of 
$5, 000, th is  c o l la te r a l  w ould  b e  s u f f ic ie n t fo r  th e  
e x te n s io n  of th e  se c o n d  c r e d i t .

B . H o w ev e r, th e  b o r r o w e r 's  a cc o u n t w ould  th e n  b e  
u n d e r m a r g in e d - - th a t  i s ,  u n d e r  th e  " s in g le  c r e d i t"  
r u le  th e  $10, 000 of s to c k  is  d e e m e d  n o t on ly  to  
c o l la te r a l i z e  th e  $5, 000 sec o n d  c r e d i t  b u t th e  p r e ­
v io u s ly  u n s e c u re d  p u rp o s e  c r e d i t  o f $5, 000 a s  w e ll.

C . B e c a u se  bo th  c r e d i t s  w e re  p r o p e r ly  ex ten d ed  on th e i r  
r e s p e c t iv e  o c c a s io n s ,  th e  r e g u la t io n  d o es  not r e q u i r e  
th e  b an k  to  d e m an d  m o re  th a n  th e  $10, 000 s to c k  
c o l la te r a l  fo r  th e  s e c o n d  $5, 000 c r e d i t .  H o w ev e r, 
s in c e  th e  a c c o u n t i s  u n d e rm a rg in e d , i t  i s  g o v e rn e d  
by  th e  l im i ta t io n s  of th e  " re te n t io n  r e q u i r e m e n ts "  
in  th e  e v en t th e  b o r r o w e r  s e e k s  to  s u b s t i tu te  o r  
w ith d ra w  any  c o l la te r a l .  (See R e te n tio n  R e q u i r e ­
m e n ts - -S u b s t i tu t io n s  and  W ith d ra w a ls  b e lo w . )

18. Q u e s t io n . - - I f  a ban k  h a s  ex ten d e d  a re g u la te d  lo a n  to  a 
b o r r o w e r ,  m a y  it  th e n  e x ten d  an u n s e c u re d  p u rp o s e  lo a n  to  th e  s a m e  
b o r r o w e r  ?

A n s w e r . -  -N o. U n d e r th e  s in g le  c r e d i t  r u le ,  s to c k  c o l ­
l a t e r a l  fo r  any  p u rp o s e  c r e d i t  is  c o l la te r a l  fo r  a l l  p u rp o s e  c r e d i t  
ex ten d ed  to  th e  s a m e  c u s to m e r .  T h e  e ffe c t of th e  s in g le  c r e d i t  
r u le  is  to  m a k e  th e  sec o n d  lo a n  s e c u r e d .  A d d itio n a l c o l la te r a l  
w ould  be  r e q u i r e d  in  an  am o u n t s u f f ic ie n t to  m e e t  th e  m a rg in  r e ­
q u ire m e n t on th e  new  c r e d i t .

S e g re g a tio n  of C o l la te r a l

19. Q u e s tio n . - - I f  a b o r r o w e r  h a s  a  p u rp o s e  lo a n  s e c u re d  
by  s to c k , how  m u ch  o th e r  c o l la te r a l  (w h e th e r s to c k  o r  n o n -s to c k )  
m u s t  b e  d e p o s ite d  by  th e  b o r r o w e r  to  s e c u r e  a  n o n re g u la te d  lo a n ?

A n s w e r . - -T h e  re g u la t io n  r e q u i r e s  a  bank  w hich  h a s  
o th e r  c o l la te r a l  f ro m  th e  s a m e  b o r r o w e r  s e c u r in g  a n o n p u rp o se  lo a n  
to  m a in ta in  c o l la te r a l  fo r  th e  n o n p u rp o se  lo a n  a t a  le v e l  w hich  i t  
w ould  in  good fa ith  r e q u i r e  fo r  th a t  lo a n  in  th e  a b se n c e  of th e  p u rp o s e  
c r e d i t .
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20. Q u e s tio n . - -M ay  a bank  e x ten d  to  th e  s a m e  c u s to m e r  
a  n o n p u rp o s e  lo a n  s e c u r e d  by  s to c k  and a p u rp o s e  lo a n  e i th e r  
u n s e c u re d  o r  s e c u r e d  b y  c o l la te r a l  c o n s is t in g  of o th e r  th a n  s to c k ?

A n s w e r . -  - F o r  R e g u la tio n  U p u rp o s e s ,  w h e n e v e r  a  bank  
e x te n d s  tw o lo a n s  to  th e  s a m e  c u s to m e r ,  one a p u rp o s e  lo an  and 
th e  o th e r  n o n p u rp o se , any  s to c k  c o l la te r a l  w ould  f i r s t  b e  id e n tif ie d  
w ith  th e  p u rp o s e  lo a n . A ny e x c e s s  c o l l a t e r a l ,  w h e th e r  s to c k  o r  
n o n -s to c k , n o t so  id e n tif ie d  w ith  th e  p u rp o s e  lo an  cou ld  b e  u t i l iz e d  
f o r  th e  c o l la te r a l  r e q u i r e m e n t  a s  to  th e  n o n p u rp o se  lo a n , if  d e e m e d  
n e c e s s a r y  by  th e  b an k .

M ixed  C o l la te r a l

21. Q u e s t io n . -  - I s  i t  p o s s ib le  fo r  a  ban k  to  m a k e  a  p u rp o s e  
lo a n  s e c u r e d  in  p a r t  by s to c k  c o l la te r a l  and in  p a r t  by  n o n -s to c k  
c o l la te r a l  ?

A n s w e r . - - A  bank  m a y  m a k e  a lo a n  on m ix e d  c o l la te r a l  
p ro v id in g  th e  t r a n s a c t io n  i s  t r e a te d  fo r  R e g u la tio n  U p u rp o s e s  a s  if 
i t  w e re  tw o s e p a r a te  and  d is t in c t  lo a n s , ev en  if  a s in g le  lo an  i n ­
s t r u m e n t  is  u s e d . T h e  s to c k  c o l la te r a l  p o r tio n  can  b e  g iv en  no 
g r e a t e r  lo a n  v a lu e  th a n  th e  c u r r e n t  m a rg in  r e q u i r e m e n ts  p e r m i t .  
T h e  n o n -s to c k  p o r tio n  of th e  c o l la te r a l  m a y  be  a s s ig n e d  no m o re  
th a n  good fa ith  lo a n  v a lu e . T h e  r e c o r d s  of th e  bank  m u s t  b e  m a in ­
ta in e d  so  th a t  e ac h  p o r tio n  of th e  c r e d i t  and  th e  c o l la te r a l  u n d e r ly in g  
i t  a r e  i r r e v o c a b ly  id e n tif ie d  fo r  th e  p u rp o s e  of c o m p lia n c e  w ith  th e  
s u b s t i tu t io n  and  w ith d ra w a l p ro v is io n s  of th e  r e g u la t io n .

S h r in k a g e  o f L oan  V a lu e  of S to ck s

22. Q u e s tio n . - - I f  th e  s to c k  s e c u r in g  a p u rp o s e  c r e d i t  had  
a p p r o p r ia te  m a x im u m  lo a n  v a lu e  w hen th e  c r e d i t  w as ex ten d e d , d o e s  
th e  r e g u la t io n  r e q u i r e  th e  ban k  to  ta k e  any  s te p s  if th e  m a r k e t  v a lu e  
of th e  s to c k  h a s  d e c lin e d  to  a p o in t w h e re  th e  p r e s c r ib e d  m a x im u m  
lo a n  v a lu e  b e c o m e s  l e s s  th a n  th e  o u ts ta n d in g  a m o u n t of th e  c r e d i t  o r  
if  th e  B o a rd  h a s  ta k e n  a c tio n  s u b se q u e n tly  to  r e d u c e  th e  m a x im u m  
lo a n  v a lu e  w h ile  th e  c r e d i t  is  o u ts ta n d in g ?

A n s w e r . -  - F o r  R e g u la tio n  U p u rp o s e s ,  th e  bank  i s  no t 
r e q u i r e d  to  ta k e  an y  a c tio n  in  th e s e  c i r c u m s ta n c e s .  H o w ev e r, th e  
c r e d i t  i s  s u b je c t  to  r e te n t io n  r e q u i r e m e n ts  if  th e  b o r r o w e r  w is h e s  
to  s u b s t i tu te  o r  w ith d ra w  c o l la te r a l .

R e n e w a ls  and  E x te n s io n s

23. Q u e s t io n . --H o w  d o es  th e  r e g u la t io n  ap p ly  if th e  b o r r o w ­
e r  w is h e s  a  re n e w a l o r  e x te n s io n  of m a tu r i ty  in  c o n n e c tio n  w ith  a 
r e g u la te d  c r e d i t?
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A n s w e r . - - T h e  re g u la t io n  d o e s  n o t r e q u i r e  th e  bank  to  
t r e a t  th e  re n e w a l o r  e x te n s io n  of m a tu r i ty  of a c r e d i t  a s  a  new  
e x te n s io n  of c r e d i t  if  th e  am o u n t i s  no t in c r e a s e d  e x c e p t by  th e  
a d d itio n  of r e la te d  i n t e r e s t  o r  s e r v ic e  c h a r g e s  and  t r a n s a c t io n a l  
ta x e s .  T h e  re n e w a l o r  e x te n s io n  of m a tu r i ty  m a y  b e  m a d e  ev en  
though  th e  m a r k e t  v a lu e  of th e  s to c k  c o l la te r a l  m a y  h a v e  d e c lin e d  to  
a  p o in t w h e re  th e  p r e s c r ib e d  m a x im u m  lo a n  v a lu e  b e c o m e s  l e s s  th an  
th e  o u ts ta n d in g  am o u n t of th e  c r e d i t  o r  th e  B o a rd  h a s  ta k e n  a c tio n  to  
r e d u c e  th e  m a x im u m  lo an  v a lu e  w h ile  th e  c r e d i t  i s  o u ts ta n d in g .

R e te n tio n  R e q u i r e m e n ts - -S u b s t i tu t io n s  and W ith d ra w a ls

24. Q u e s tio n . - -W h a t a r e  r e te n t io n  r e q u i r e m e n ts  and how  do 
th e y  ap p ly  to  a  lo a n  in  an  " u n d e rm a rg in e d "  s ta tu s  w h e re  th e  c u r r e n t  
m a x im u m  lo an  v a lu e  of th e  c o l l a t e r a l  rs  l e s s  th an  th e  b a la n c e  o f th e  
lo a n ?

A n s w e r . -  -R e te n tio n  r e q u i r e m e n ts  r e f e r  to  th e  am o u n t 
by w hich  a lo a n  b a la n c e  m u s t  b e  re d u c e d  w hen th e r e  i s  a  s u b s t i tu t io n  
o r  w ith d ra w a l of c o l la te r a l  f ro m  an  a c c o u n t. T h e  r e te n t io n  r e q u i r e ­
m e n t i s  co m p u te d  on th e  b a s i s  of a  p e rc e n ta g e  of th e  c u r r e n t  m a r k e t  
v a lu e  of th e  c o l la te r a l  a s  s e t  b y  th e  B o a rd  and show n  in  th e  s u p p le ­
m e n t to  th e  r e g u la t io n . T h e  fo llo w in g  e x a m p le s  show  how  th is  
p ro v is io n  a p p lie s  to  a  lo an  in  an  " u n d e rm a rg in e d "  s ta tu s  u n d e r  th e  
c u r r e n t  70 p e rc e n t  r e te n t io n  r e q u ir e m e n t :

A . T h e  b a la n c e  of th e  lo a n  is  $15, 000, and  th e  c o l l a t ­
e r a l  c o n s is ts  of s to c k  w ith  a  c u r r e n t  m a r k e t  v a lu e  
of $25, 000, a t a  t im e  w hen th e  m a x im u m  lo an  v a lu e  
of s e c u r i t i e s  i s  50 p e rc e n t  of th e  m a r k e t  p r ic e .  
In su ch  a c a s e  th e  m a x im u m  lo a n  v a lu e  of th e  c o l ­
l a t e r a l  is  on ly  $12, 500, and th e  c r e d i t  of $15, 000 
i s  th e r e f o r e  u n d e rm a rg in e d  by  $2, 500. In th a t 
p o s tu r e ,  if  th e  b o r r o w e r  w ish e s  to  w ith d ra w  $5, 000 
of s e c u r i t i e s  h e  m u s t  re d u c e  th e  c r e d i t  by  th e  
r e te n t io n  r e q u ir e m e n t  (w hich c u r r e n t ly  i s  70 p e r ­
c e n t of th e  c u r r e n t  m a r k e t  v a lu e  of th e  w ith d ra w n  
s e c u r i ty ) ,  n a m e ly  b y  $3, 500 ($5, 000 x 70% =
$3, 500), le a v in g  a  lo a n  b a la n c e  of $11, 500.

B . A s  in  th e  p re v io u s  e x a m p le , th e  lo a n  b a la n c e  is  
$15, 000 and  th e  c u r r e n t  m a r k e t  v a lu e  o f th e  s to c k  
is  $25, 000, w ith  th e  c r e d i t  b e in g  u n d e rm a rg in e d  by  
$2, 500. T h e  b o r r o w e r  d e s i r e s  to  w ith d ra w  
$7, 000 of s e c u r i t i e s  and d e p o s it  o th e r  s e c u r i t i e s  
i n  th e  am o u n t of $5, 000. T h e  r e te n t io n  r e q u i r e m e n t  
(of 70 p e rc e n t)  a s  to  th e  $7, 000 w ith d ra w n  s e c u r i t i e s  
is  $4, 900, and th e  s e c u r i t i e s  d e p o s ite d  h a v e  a 
m a x im u m  lo a n  v a lu e  of o n ly  $2, 500. In  th is  c a s e .
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th e  m a x im u m  lo an  v a lu e  of th e  s u b s t i tu te d  s e c u r i ­
t ie s  is  $2, 400 l e s s  th a n  th e  r e te n t io n  r e q u ir e m e n t  
of th e  w ith d ra w n  s e c u r i t i e s .  A c c o rd in g ly , th e  
c r e d i t  m u s t  b e  re d u c e d  by  $2, 400, w ith  a  r e s u l t ­
a n t lo a n  b a la n c e  of $12, 600.

C . A g a in , th e  lo a n  b a la n c e  i s  $15, 000 and th e  c u r r e n t  
m a r k e t  v a lu e  of th e  c o l la te r a l  i s  $25, 000, w ith  th e  
c r e d i t  b e in g  u n d e rm a rg in e d  by  $2, 500. T h e  b o r ­
r o w e r  d e s i r e s  to  w ith d ra w  $5, 000 of s e c u r i t i e s  and 
d e p o s it  o th e r s  in  th e  am o u n t of $6, 000. T h e  
r e te n t io n  r e q u i r e m e n t  (of 70 p e rc e n t)  a s  to  th e  
$5, 000 w ith d ra w n  is  $3, 500, and th e  s e c u r i t i e s  
d e p o s ite d  h av e  a m a x im u m  lo an  v a lu e  o f $3, 000. 
T h e  m a x im u m  lo a n  v a lu e  of th e  s u b s t i tu te d  s e c u ­
r i t i e s  i s  $500 l e s s  th a n  th e  r e te n t io n  r e q u i r e m e n t  
of th e  w ith d ra w n  s e c u r i t i e s .  A c c o rd in g ly , th e  
lo a n  m u s t  b e  r e d u c e d  by  $500, w ith  a  r e s u l ta n t  
b a la n c e  of $14, 500.

25. Q u e s t io n . - -T o  w hat e x te n t , if  any , w ould r e te n t io n  
r e q u i r e m e n t  p ro v is io n s  ap p ly  in  th e  c a s e  of a  s u b s t i tu t io n  o r  w ith ­
d ra w a l in  an a cc o u n t th a t  i s  n o t in  an  " u n d e rm a rg in e d "  s ta tu s ;  th a t  
i s ,  th e  c u r r e n t  m a x im u m  lo an  v a lu e  of th e  c o l la te r a l  in  th e  a cc o u n t 
e q u a ls  o r  e x c e e d s  th e  b a la n c e  of th e  lo a n ?

A n s w e r . - - T h e  r e te n t io n  r e q u i r e m e n t  w ould ap p ly  o n ly  
if th e  s u b s t i tu t io n  o r  w ith d ra w a l w ould r e s u l t  in  re d u c in g  th e  c u r r e n t  
m a x im u m  lo a n  v a lu e  of th e  r e s id u a l  c o l la te r a l  be lo w  th e  b a la n c e  of 
th e  lo a n . Som e e x a m p le s  fo llow :

A . C u r r e n t  m a r k e t  v a lu e  of c o l la te r a l  i s  $10, 000, 
th e  c u r r e n t  m a x im u m  lo a n  v a lu e  is  $5 , 000 and 
th e  b a la n c e  o f th e  lo an  i s  $5, 000. T h e  b o r r o w e r  
w is h e s  to  w ith d ra w  $2, 000 of c o l l a t e r a l .  T h e  
s ta tu s  of th e  lo a n  a cc o u n t is  c u r r e n t ly  r ig h t  on 
m a rg in .  T h e r e f o r e ,  th e  b a la n c e  of th e  lo a n  m u s t 
b e  r e d u c e d  by  an  am o u n t eq u a l to  th e  c u r r e n t  
m a x im u m  lo a n  v a lu e  ( c u r r e n t ly  50 p e rc e n t)  o r  
$1, 000. T h e  c u r r e n t  m a r k e t  v a lu e  of c o l la te r a l  
w ould  th e n  b e  $8, 000 , th e  c u r r e n t  m a x im u m  lo a n  
v a lu e  w ould  be  $4, 000 and  th e  b a la n c e  of th e  lo an  
w ould  b e  $4, 000.

B . C u r r e n t  m a r k e t  v a lu e  of c o l la te r a l  i s  $11, 000, th e  
c u r r e n t  m a x im u m  lo a n  v a lu e  is  $5, 500 and th e  lo an  
b a la n c e i s $ 5 ,  000. T h e  b o r r o w e r  w ith d ra w s  $ 2 ,0 0 0  
of c o l la te r a l .  T h e  lo a n  b a la n c e  m u s t  b e  re d u c e d  
b y  $500 so  th a t  i t  w ill no t e x c e e d  th e  c u r r e n t
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m a x im u m  lo an  v a lu e  of th e  c o l la te r a l  a f te r  th e  w ith ­
d ra w a l .  T h e  c u r r e n t  m a r k e t  v a lu e  of th e  c o l la te r a l  
w ould th en  b e  $9, 000, th e  c u r r e n t  m a x im u m  lo an  
v a lu e  w ould b e  $4 , 500 and th e  b a la n c e  of th e  lo an  
w ould  be $4, 500.

C . C u r r e n t  m a rk e t  v a lu e  of th e  c o l la te r a l  i s  $12, 000, 
th e  c u r r e n t  m a x im u m  lo a n  v a lu e  i s  $6, 000 and th e  
lo a n  b a la n c e  i s  $5, 000. T h e  b o r r o w e r  w ith d ra w s  
$2, 000 of c o l l a t e r a l .  T h e  lo a n  b a la n c e  n e ed  no t b e  
re d u c e d  b e c a u s e  i t  w ill no t e x c e e d  th e  c u r r e n t  m a x ­
im u m  lo an  v a lu e  of th e  c o l la te r a l  a f te r  th e  w ith ­
d ra w a l .  T h e  c u r r e n t  m a r k e t  v a lu e  of th e  c o l la te r a l  
w ould th e n  be  $10, 000, th e  c u r r e n t  m a x im u m  lo an  
v a lu e  w ould be $5, 000 and th e  lo an  b a la n c e  w ould 
be  $5, 000.

S a m e -D a y  T r a n s a c t io n s - - E q u i ty  R a tio

26. Q u e s tio n . - -W h a t a r e  th e  l im i t s  on s u b s t i tu t io n s  and 
w ith d ra w a ls  of c o l la te r a l  w hen th e y  r e s u l t  f ro m  p u r c h a s e s  and  s a le s  
on th e  s a m e  b u s in e s s  d a y ?

A n s w e r . - -In  c e r ta in  s i tu a t io n s  a s  ex p la in ed  b e lo w , if  
s p e c if ic  c o n d itio n s  a r e  m e t,  a b o r r o w e r  m a y  w ith o u t l im i t  e f fe c t 
w ith d ra w a ls  and s u b s t i tu t io n s  of c o l la te r a l  b y  r e a s o n  of p u r c h a s e s  
and s a le s  if a l l  of th e m  a r e  e x e c u te d  w ith in  th e  s a m e  d ay , and if  
th e r e  i s  no n e t d im in u tio n  o f th e  lo a n  v a lu e  of th e  c o l la te r a l .  H ow ­
e v e r ,  b e fo re  th is  m a y  b e  p e r m it te d ,  th e  " e q u ity  r a t io "  of th e  c r e d i t  
m u s t  b e  a s c e r ta in e d ,  s in c e  th e  b o r r o w e r  can n o t a v a il  h im s e lf  of 
th e  s a m e - d a y  s u b s t i tu t io n  p r iv i le g e  u n le s s  th e  e q u ity  r a t io  i s  eq u a l 
to  o r  g r e a t e r  th a n  th e  " m in im u m  eq u ity  r a t io "  w hich  th e  B o a rd  f ix e s  
f ro m  t im e  to  t im e . C u r r e n t ly  (as of F e b r u a r y  1, 1976), a s  s e t  fo r th  
in  a S u p p lem en t to  R e g u la tio n  U , th e  m in im u m  eq u ity  r a t io  of a 
c r e d i t  i s  30 p e r c e n t .  T h e  e x a m p le s  fu rn is h e d  b e lo w  c o v e r  not on ly  
s i tu a t io n s  w h e re  th e  p u rc h a s e  and s a le  am o u n ts  b a la n c e  o u t, bu t 
a ls o  th o se  w h e re  th e  am o u n t of th e  one  e x c e e d s  th a t  of th e  o th e r :

A . T h e  m in im u m  eq u ity  r a t io  of th e  c r e d i t  is  30 p e r ­
c e n t a t th e  t im e . T h e  c r e d i t  i s  $17, 500, th e  
c u r r e n t  m a r k e t  v a lu e  of th e  c o l la te r a l  i s  $25, 000, 
and  th e  d if f e r e n c e  (o r  eq u ity ) i s  th e r e f o r e  $7, 500. 
T h is  e q u a ls  th e  m in im u m  eq u ity  r a t io  of 30 p e rc e n t  
of th e  c o l la te r a l  v a lu e  of $25, 000. In th e s e  c i r c u m ­
s ta n c e s ,  th e  b o r r o w e r  is  f r e e  to  en g ag e  in  any  
n u m b e r  of " s a m e -d a y "  t r a n s a c t io n s  in  eq u a l o ff­
s e t t in g  a m o u n ts .

B . A ssu m in g  th e  s a m e  f a c ts  a s  th e  fo re g o in g , if  th e  
p ro c e e d s  of s a le s  of w ith d ra w n  s e c u r i t i e s  e x ce e d
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th e  to ta l  c o s t  of th e  p u r c h a s e s  of s u b s t i tu te d  s e ­
c u r i t i e s ,  th e  c r e d i t  m u s t  be  re d u c e d  in  a c c o rd a n c e  
w ith  a fo rm u la  w h ich  w o rk s  ou t th is  w ay . If th e  r e ­
te n tio n  r e q u i r e m e n t  ( c u r r e n t ly  70 p e r c e n t  of m a r k e t  
v a lu e ) of $7, 000 of s e c u r i t i e s  w ith d ra w n  is  $4, 900, 
and  th e  r e te n t io n  r e q u ir m e n t  fo r  th e  $5, 000 of s e ­
c u r i t i e s  s u b s t i tu te d  is  $3, 500, th e  $17, 500 c r e d i t  
m u s t  be  r e d u c e d  by  th e  d if f e r e n c e ,  n a m e ly  $1, 400, 
le a v in g  a n e t b a la n c e  in  th e  c r e d i t  of $16 , 100.

C . If th e  to ta l  c o s t  of p u rc h a s e s  i s  $7, 000 and  th e  to ta l  
p ro c e e d s  of s a le s  a r e  $5, 000, th e  am o u n t of th e  
c r e d i t  m a y  be  in c r e a s e d  upon th e  fo llow ing  c o m p u ­
ta t io n . T h e  m a x im u m  lo an  v a lu e  (a t 50 p e rc e n t)  of 
th e  s e c u r i t i e s  p u rc h a s e d  ( s u b s t i tu te d )  is  $3, 500, 
and th e  m a x im u m  lo an  v a lu e  of th e  s e c u r i t i e s  so ld  
(w ith d raw n ) is  $2, 500. T h e  d if fe re n c e  of $1, 000 
m a y  b e  ad d ed  to  th e  $17, 500 c r e d i t ,  w ith  th e  r e ­
m a in in g  $1, 000 b e in g  su p p lie d  by th e  b o r r o w e r .  
T h e  r e s u l t  is  th a t  th e  c r e d i t  h a s  b e en  in c r e a s e d  
on ly  to  th e  e x te n t th a t  th e  m a x im u m  lo an  v a lu e  of th e  
c o l la te r a l  h a s  b e e n  in c r e a s e d .  T h is  is  p e r m is s ib le .

R e o rg a n iz a t io n s  and R e c a p i ta l iz a t io n s

27. Q u e s t io n . - - A r e  th e r e  any  e x c e p tio n s  to  th e  s u b s t i tu t io n  
and w ith d ra w a l r e s t r i c t i o n s  w h ich  ap p ly  to  an u n d e rm a rg in e d  a c ­
co u n t ?

A n sw e r . - -In  th e  c a s e  of th e  r e o rg a n iz a t io n  o r  r e c a p ­
i ta l iz a t io n  of a c o m p an y  w hich  w as th e  i s s u e r  of s e c u r i t i e s  d e p o s ite d  
by  th e  b o r r o w e r  a s  c o l la te r a l  f o r  th e  c r e d i t ,  th e  b o r r o w e r  m a y  w ith ­
d ra w  su ch  s e c u r i t i e s  a s  he  m u s t  s u r r e n d e r  in  o r d e r  to  r e c e iv e  new  
s e c u r i t i e s  in  lie u  th e re o f  a s  p a r t  of th e  r e o rg a n iz a t io n  o r  r e c a p i t a l ­
iz a t io n .  In su ch  an e v en t, th e  b o r r o w e r  m u s t d e p o s it  th e  new  
s e c u r i t i e s  in  p la c e  of th e  s e c u r i t i e s  w ith d ra w n .

T r a n s f e r s  of C re d i t

F r o m  B ank to  B ank

28. Q u e s t io n . - - U n d e r  w hat c i r c u m s ta n c e s  m a y  a b an k , a t 
th e  in s ta n c e  of a  b o r r o w e r ,  ta k e  o v e r  th e  b o r r o w e r 's  u n d e rm a rg in e d  
re g u la te d  c r e d i t  f ro m  a n o th e r  b an k ?

A n sw e r . - - I f  s a t i s f i e d  th a t  th e  b o r r o w e r 's  r e q u e s t  fo r  
th e  t r a n s f e r  i s  not a m e a n s  fo r  ev ad in g  R e g u la tio n  U r e q u ir e m e n ts  
and th a t  th e  o th e r  b a n k 's  e x te n s io n  of c r e d i t  w as in  c o m p lia n c e  w ith
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th e  r e g u la t io n , th e  t r a n s f e r e e  bank  m a y  ta k e  o v e r  th e  o th e r  b a n k 's  
c r e d i t  by  p ay in g  th e  o th e r  bank  th e  e x is t in g  b a la n c e  of th e  c r e d i t  
and re c e iv in g  th e  c o l la te r a l  s e c u r in g  th a t c r e d i t .  D e sp ite  th e  fa c t 
th a t  th e  c r e d i t  is  u n d e rm a rg in e d , th e  t r a n s f e r e e  ban k  is  u n d e r  no 
o b lig a tio n  to  ta k e  any  a f f i r m a tiv e  s te p s  w ith  r e s p e c t  to  th e  c r e d i t  o r  
c o l la te r a l  w h ich  th e  o th e r  ban k  d id  n o t h av e  to  ta k e . H o w ev e r, 
b e in g  u n d e rm a rg in e d , th e  c r e d i t  w ould co n tin u e  to  be  s u b je c t  to  th e  
r e te n t io n  r e q u ir e m e n t  p ro v is io n s  g o v e rn in g  s u b s t i tu t io n s  and  w ith ­
d ra w a ls .

I t  sh o u ld  b e  e m p h a s iz e d  th a t ,  in  ex ten d in g  th e  c r e d i t  to  
th e  b o r r o w e r  in  co n n ec tio n  w ith  th e  t r a n s f e r ,  th e  t r a n s f e r e e  bank  
m u s t  m a k e  p a y m e n t of th e  c r e d i t  d i r e c t ly  to  th e  o th e r  b a n k . T h e  
p r iv i le g e  to  th e  b o r r o w e r  of t r a n s f e r r in g  h is  o b lig a tio n  to  th e  t r a n s ­
f e r e e  ban k  d o es  n o t ap p ly  if th e  p a y m en t to  r e d u c e  o r  r e t i r e  h is  
in d e b te d n e s s  to  th e  o th e r  bank  is  m a d e  d i r e c t ly  to  th e  b o r r o w e r .  In 
su ch  a c a s e ,  th e  t r a n s a c t io n  is  a new  e x te n s io n  of c r e d i t  w h ich  w ould  
b e  l im ite d  to  th e  m a x im u m  lo a n  v a lu e  of th e  c o l la te r a l .

A m ong th e  o th e r  c o n d itio n s  to  be  c o m p lie d  w ith  is  th a t  
th e  t r a n s f e r e e  b an k  m u s t  s a t i s f y  i t s e l f  th a t ,  w hen  o r ig in a l ly  e x te n d ­
ed b y  th e  o th e r  b an k , th e  c r e d i t  w as in  c o m p lia n c e  w ith  th e  r e g u la ­
tio n , and i t  m u s t  e x a m in e  th e  b o r r o w e r 's  p u rp o s e  s ta te m e n t  to  
a s c e r t a in  w h e th e r  an o f f ic e r  of th e  bank  s ig n ed  th a t  s ta te m e n t  a s  
h av in g  b een  a c c e p te d  in  good f a i th . In a d d itio n , th e  t r a n s f e r e e  bank  
m a y  no t in c r e a s e  th e  c r e d i t  and m u s t  ta k e  th e  s a m e  c o l la te r a l  
w h ich  th e  o th e r  bank  h a d . If o n ly  p a r t  of th e  c r e d i t  is  t r a n s f e r r e d ,  
th en  a p ro  r a t a  p o r tio n  of th e  c o l la te r a l  m u s t  b e  ta k e n . (N ote th a t 
th is  p ro v is io n  is  l im ite d  to  in te rb a n k  t r a n s f e r s .  )

F r o m  B o r ro w e r  to  B o r ro w e r

29. Q u e s tio n . - -M a y  a b an k  t r a n s f e r  u n d e rm a rg in e d  r e g ­
u la te d  c r e d i t  f ro m  one of i t s  b o r r o w e r s  to  o th e r s  ?

A n s w e r . - -Y e s , p ro v id e d  th e  t r a n s a c t io n  is  n o t d e s ig n e d  
to  e n ab le  th e  t r a n s f e r e e  b o r r o w e r  to  avo id  d e p o s it in g  th e  am o u n t of 
c o l la te r a l  w h ich  w ould b e  r e q u i r e d  fo r  an  in i t ia l  e x te n s io n  o f c r e d i t  
to  h im . T h e  bank  m u s t r e c e iv e  a  s ta te m e n t  by  th e  t r a n s f e r o r  d e ­
s c r ib in g  th e  c i r c u m s ta n c e s  g iv in g  r i s e  to  th e  t r a n s f e r  and  n e g a tin g  
any  in te n tio n  of av o id in g  th e  m a x im u m  lo a n  v a lu e  r e q u i r e m e n t  of 
th e  re g u la t io n . T h a t s ta te m e n t  m u s t  b e  s ig n ed  by  an o f f ic e r  of th e  
bank  in  good fa ith  and k e p t w ith  e ac h  t r a n s f e r e e  a cc o u n t.

E x e m p t C re d i t

30. Q u e s tio n . - -W h at k in d  of s e c u r i t i e s  and t r a n s a c t io n s  a r e  
e x e m p t f ro m  R e g u la tio n  U m a rg in  r e q u i r e m e n ts  ?
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A n sw e r . - - S to c k - s e c u r e d  c r e d i t  i s  e x em p t f ro m  th e  
m a rg in  r e q u i r e m e n ts  if  e x ten d e d  to  p u rc h a s e  o r  c a r r y  e x em p ted  
s e c u r i t i e s  o r  n o n m a rg in  s to c k s ;  h o w e v e r , i t  sh o u ld  be  n o ted  th a t 
a  F o r m  U - l  p u rp o s e  s ta te m e n t  m u s t  b e  o b ta in e d . O th e r  e x a m p le s  
of e x e m p t c r e d i t  a r e  (1) c e r ta in  t r a n s a c t io n s  w ith  b r o k e r - d e a l e r s  
(se e  a n s w e r  to  q u e s tio n  42 on "E x e m p t T r a n s a c t io n s  w ith  and  fo r  
B r o k e r - D e a le r s " )  and (2) so m e  o th e r  s p e c if ie d  k in d s  o f m i s ­
c e lla n e o u s  t r a n s a c t io n s  (s e e  a n sw e r  to  q u e s tio n  32 on "E x c e p tio n s  
to  th e  G e n e ra l  R u le " ) .

E x e m p te d  S e c u r i t ie s

31. Q u e s t io n . - -W h a t i s  an  ex em p ted  s e c u r i ty ?

A n s w e r . - -T h e  g e n e r a l  c a te g o r ie s  of e x em p ted  s e c u ­
r i t i e s  a r e  a s  fo llo w s:

A . D ir e c t  o b lig a tio n s  o f, o r  o b lig a tio n s  g u a ra n te e d  a s  
to  p r in c ip a l  and  in t e r e s t  by , (1) th e  U n ited  S ta te s ,  
(2) any  S ta te , (3) any  a g en c y  o r  in s t r u m e n ta l i ty  of a 
S ta te , (4) any  p o l i t ic a l  s u b d iv is io n  of a S ta te  o r  of a 
S ta te  a g en c y  o r  in s t r u m e n ta l i ty  o r  (5) any  m u n ic ip a l 
c o r p o r a te  in s t r u m e n ta l i ty  of one o r  m o re  S ta te s .

B . S e c u r i t ie s  is s u e d  o r  g u a ra n te e d  by  c o rp o ra t io n s  in  
w h ich  th e  U n ited  S ta te s  h a s  a d i r e c t  o r  in d i r e c t  i n ­
t e r e s t  and  w hich  th e  S e c r e ta r y  of th e  T r e a s u r y  h a s  
d e s ig n a te d  a s  e x em p ted  s e c u r i t i e s .

C . S e c u r i t ie s  d e s ig n a te d  by  r u le  o r  r e g u la t io n  of th e  
S e c u r i t ie s  a n d E x c h a n g e C o m m is s io n to  b e  " e x e m p t­
ed s e c u r i t i e s "  fo r  th e  p u rp o s e  of th e  p ro v is io n s  of 
S e c tio n  7(d) of th e  S e c u r i t ie s  E x ch an g e  A c t of 1934.

D. (1) L im ite d  k in d s  of in d u s t r ia l  d e v e lo p m e n t bo n d s 
m e e tin g  s p e c if ie d  r e q u ir e m e n ts  of th e  In te rn a l  
R ev e n u e  C o d e , (2) in t e r e s t s  in  co m m o n  t r u s t  funds 
a d m in is te r e d  by  b an k s  in  c e r ta in  f id u c ia ry  c a p a c i ­
t ie s  and (3) i n t e r e s t s  in  s p e c if ie d  l im ite d  " s e p a r a te  
a c c o u n ts , " m a in ta in e d  b y  in s u ra n c e  c o m p a n ie s  
w h ich  a r e  is s u e d  in  c o n n e c tio n  w ith  d e s ig n a te d  k in d s  
of s to c k  b o n u s , p e n s io n , p ro f i t  s h a r in g  o r  a n n u ity  
p la n s  m e e tin g  s p e c if ie d  r e q u i r e m e n ts  of th e  In te rn a l  
R ev en u e  C o d e .

E x c e p tio n s  to  th e  G e n e ra l  R u le

32. Q u e s t io n . - -W h a t t r a n s a c t io n s  a r e  e x e m p t f ro m  R e g ­
u la tio n  U o th e r  th a n  c e r ta in  t r a n s a c t io n s  w ith  b r o k e r - d e a l e r s ?  
(F o r  t r a n s a c t io n s  w ith  b r o k e r - d e a l e r s ,  s e e  a n sw e r  to  q u e s tio n  42. )
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A n sw e r . - - T h e  fo llo w in g  e x a m p le s  r e p r e s e n t  so m e  of 
th e s e  m is c e l la n e o u s  e x e m p t t r a n s a c t io n s :

A . C r e d i t  ex ten d ed  o u ts id e  th e  S ta te s  of th e  U n ited  
S ta te s  and  th e  D is t r i c t  of C o lu m b ia  is  e x em p t 
c r e d i t .  T h e  b o r r o w e r ,  if  a  U. S. c i t iz e n ,  m u s t ,  h o w ­
e v e r ,  c o n fo rm  to  th e  p ro v is io n s  of th e  B o a r d 's  R e g ­
u la tio n  X " R u le s  G o v e rn in g  B o r r o w e r s  W ho O b ta in  
S e c u r i t ie s  C r e d i t .  "

B . C re d i t  is  e x em p t c r e d i t  if  e x ten d e d  to  a  bank  o r  
a fo re ig n  b an k in g  in s t i tu t io n . A s p e c ia l  p ro v is io n  of 
R e g u la tio n  U p ro v id e s  th a t th e  t e r m  "b an k "  d o e s  n o t 
in c lu d e  one w hich  is  a  m e m b e r  of a n a tio n a l s e c u r i t i e s  
e x ch an g e .

C . E x e m p t c r e d i t  m a y  b e  e x ten d e d  b y  a bank  to  a " p la n -  
le n d e r "  to  f in a n c e  s to c k  o p tio n  and e m p lo y e e  s to c k  
p u rc h a s e  p la n s  to  o f f ic e r s  and e m p lo y e e s  of a c o r p o ­
r a t io n ,  i t s  s u b s id ia r i e s  o r  a f f i l i a te s ,  u n d e r  p la n s  
w hich  c o m p ly  w ith  s e c t io n  207. 4(a) of R e g u la tio n  G; 
w ith  th e  p ro v is o  th a t  th e  ban k  s h a l l  h a v e  no r e c o u r s e  
to  any  s to c k  p u rc h a s e d  u n d e r  su ch  a p la n .

P ro h ib i t io n  A g a in s t A rra n g in g  fo r  M o re  F a v o ra b le  T e r m s

33. Q u e s tio n . - -C an  a bank  a r r a n g e  w ith  o th e r s  (e. g . , u n ­
re g u la te d  in d iv id u a ls , fo re ig n  b an k in g  o r  o th e r  u n re g u la te d  c o m p a ­
n ie s  and in s t i tu t io n s  o r  le n d e r s  s u b je c t to  R e g u la tio n  G) to  ex ten d  
c r e d i t  to  any  p e r s o n s  to  p u rc h a s e  o r  c a r r y  m a rg in  s to c k s  on te r m s  
m o re  g e n e ro u s  th an  R e g u la tio n  U p e r m i t s ?

A n s w e r . - -N o . T h e  r u le  c o n ta in s  an  a b so lu te  p ro h ib it io n  
a g a in s t  su ch  a c t iv i ty . In a d d itio n , R e g u la tio n  X g e n e r a l ly  p ro h ib i ts  
a  d o m e s t ic  b o r r o w e r  f ro m  re c e iv in g  c r e d i t  on t e r m s  m o re  le n ie n t  
th a n  th o s e  a llo w ed  by  th e  B o a r d 's  m a rg in  r e g u la t io n s .  F u r th e r ,  a 
bank  w hich  a r r a n g e d  su ch  c r e d i t  m ig h t be l ia b le  fo r  a id in g  and 
a b e tt in g  a v io la tio n  of R e g u la tio n  X .

34. Q u e s tio n . - -W hat k in d s  of a c t iv i ty  a r e  e n c o m p a s se d  by  
th e  t e r m  " a r r a n g in g "  ?

A n s w e r . - - F o r  th e  p u rp o s e  of th e  r u le ,  p ro h ib i te d  
" a r r a n g in g "  e m b ra c e s  a c t iv i ty  w hich  m a y  f a l l  s h o r t  of a c tu a l  
n e g o tia tio n s  to  p r o c u r e  c r e d i t  f o r  th e  b o r r o w e r  f ro m  th e  o th e r  
p e r s o n . F o r  e x a m p le , a r r a n g in g  w ould in c lu d e  any  a c t on th e  p a r t  
of a  ban k , su ch  a s  an  in tro d u c tio n , le a d in g  to an e x te n s io n  of c r e d i t
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f r o m  a  th i r d  p e r s o n . F u r th e r ,  a bank  c an n o t r e f e r  a  b o r r o w e r  o r  
p o te n tia l  b o r r o w e r  to  a n o th e r  le n d e r  n o t s u b je c t  to  R e g u la tio n  U , 
su ch  a s  th e  b a n k 's  p a re n t  h o ld in g  co m p an y  o r  an  a f f i l ia te d  f in a n c e  
co m p an y , fo r  a  p u rp o s e  lo a n  s e c u re d  by  n o n m a rg in  s to c k  in  an  
am o u n t g r e a t e r  d ia n  i s  p e rm it te d  by  R e g u la tio n  U. H o w ev e r, th e  
p ro h ib i t io n  a g a in s t  a r r a n g in g  w ould  n o t p r e c lu d e  a ban k  f ro m  
fu rn is h in g  c r e d i t  in fo rm a tio n  c o n c e rn in g  a c u s to m e r  in  a c c o rd a n c e  
w ith  i t s  g e n e r a l  b u s in e s s  p r a c t ic e .

P r o c e d u r a l  R e q u ire m e n ts

35. Q u e s t io n . - - M u s t  a  ban k  o b ta in  a  s ta te m e n t  on F o r m  
U - l  f r o m  e v e ry  b o r r o w e r  to  w hom  i t  e x ten d s  s to c k - s e c u r e d  c r e d i t ?

A n s w e r . - - Y e s .  H o w ev e r, an  e x c e p tio n  to  th is  r e ­
q u ire m e n t r e l a t e s  to  good fa ith  c r e d i t  ex ten d ed  to  b r o k e r - d e a l e r s  
w ith o u t r e f e r e n c e  to  m a rg in  r e q u i r e m e n ts .  (See a n s w e r  to  q u e s tio n  
42. )

36. Q u e s t io n . -  -W h at o th e r  e x te n s io n s  of p u rp o s e  c r e d i t  do 
n o t r e q u i r e  a  F o r m  U-l ?

A n s w e r . - - A  F o r m  U - l  w ould  n o t b e  r e q u i r e d  in  c o n ­
n e c tio n  w ith  c r e d i t  e x ten d e d  p u rs u a n t  to  s e c t io n  2 2 1 .2 , e x ce p t 
f o r  c r e d i t  e x ten d e d  to  a  p e r s o n  who is  n o t a  b r o k e r  o r  d e a le r  in  
c o n n e c tio n  w ith  "D ay  L o a n s , " " P ro m p t  D e liv e ry  C le a r a n c e "  o r  
" S e c u r i t ie s  in  T r a n s i t  o r  T r a n s f e r "  a s  d e s c r ib e d  in  s e c t io n  
221. 2(f), (g) and  (h).

37. Q u e s t io n . - - U n d e r  w hat c i r c u m s ta n c e s  w ould a b o r r o w e r  
who w is h e s  to  s u b s t i tu te  s to c k  c o l la te r a l  on an  e x is t in g  lo a n  be  
r e q u i r e d  to  e x e c u te  a  new  F o r m  U - l  p u rp o s e  s ta te m e n t?

A n s w e r . - - A  new  p u rp o s e  s ta te m e n t  w ould  b e  r e q u i r e d  
on ly  if th e  am o u n t o f th e  lo a n  w e re  in c r e a s e d  b e c a u s e  a d d itio n a l 
fu n d s  w e re  a d v an c e d  to  th e  b o r r o w e r .  W hen a new  p u rp o s e  s t a t e ­
m e n t i s  n o t r e q u i r e d ,  th e  bank  m a y  w ish  to  r e c o r d  th e  ch an g e  in  
c o l la te r a l  in  i t s  f i l e s  by  a tta c h in g  an  a p p r o p r ia te  r e c o r d  to  th e  
e x is t in g  F o r m  U - l .

M is c e lla n e o u s  P r o v is io n s

M is ta k e s  in  Good F a i th

38. Q u e s t io n . - -C a n  a  ban k  b e  h e ld  a c c o u n ta b le  fo r  n o n c o m ­
p lia n c e  w ith  R e g u la tio n  U r e q u i r e m e n ts  if th e  n o n c o m p lia n c e  w as th e  
r e s u l t  of a m is ta k e ?

A n sw e r . - -N o t if th e  m is ta k e  w as in  good fa ith . Good 
fa ith  r e q u i r e s  th a t th e  bank  sh o u ld  be  a l e r t  to  th e  c i r c u m s ta n c e s
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s u r ro u n d in g  th e  lo a n . If a t th e  t im e  a  lo a n  i s  m a d e  th e  b an k  h a s  
k n o w led g e , f ro m  any s o u r c e ,  r e a s o n a b ly  s u f f ic ie n t to  pu t th e  bank  
on n o tic e  th a t  a  c o n te m p la te d  t r a n s a c t io n  w ould  r e s u l t  in  a  v io la ­
tio n  of th e  re g u la t io n , i t  w ill b e  d e e m e d  no t to  h a v e  a c te d  in  good 
fa ith .

A c tio n  T a k e n  fo r  B ank P ro te c t io n

39. Q u e s tio n . - -U n d e r  w h a t c i r c u m s ta n c e s  o th e r  th a n  a 
m is ta k e  in  good fa ith  m a y  n o n c o m p lia n c e  w ith  R e g u la tio n  U r e q u i r e ­
m e n ts  b e  e x c u s a b le ?

A n s w e r . -  -In  c i r c u m s ta n c e s  u n d e r  w hich  th e  b an k , 
a c tin g  in  good fa i th , d e e m s  su ch  a c tio n  n e c e s s a r y  fo r  i t s  own p r o ­
te c t io n .

L ia b i l i t ie s  fo r  V io la tio n s

40. Q u e s tio n . - -W h a t a r e  th e  p o te n tia l  l i a b i l i t i e s  of a  bank  
o r  a  b o r r o w e r  fo r  v io la tio n  of R e g u la tio n  U ?

A n s w e r . -  -A s  to  th e  b an k , S ec tio n  29(b) of th e  S e c u ­
r i t i e s  E x ch an g e  A c t of 1934 d e c la r e s  c o n t r a c ts  m a d e  in  v io la tio n  of 
r e g u la t io n s  is s u e d  th e r e u n d e r  void  a s  to  th e  r ig h ts  of th e  v io la to r .  
T h e  p a r ty  n o t r e s p o n s ib le  fo r  th e  v io la tio n  m a y  r e s c in d  th e  c o n tr a c t  
an d , in  a p r o p e r  c a s e ,  s u e  fo r  d a m a g e s . F u r th e r ,  th e  b an k  m a y  b e  
c r im in a l ly  l ia b le  u n d e r  v a r io u s  s ta tu te s ,  in c lu d in g  th o s e  c i te d  in  th e  
F o r m  U - l  p u rp o s e  s ta te m e n t ,  and a s  an  a id e r  and  a b e t t e r  of 
v io la tio n s  of R e g u la tio n  X .

A b o r r o w e r  m a y  h a v e  c r im in a l  l ia b i l i ty  u n d e r  v a r io u s  
s ta tu te s ,  in c lu d in g  th o se  c ite d  in  th e  F o r m  U - l  p u rp o s e  s ta te m e n t ,  
and u n d e r  R e g u la tio n  X .

T r a n s a c t io n s  by  B ank as  T r u s te e

41. Q u e s t io n . - - I f  a* ban k  e x ten d s  s to c k - s e c u r e d  p u rp o s e  
c r e d i t  in  i t s  c a p a c ity  a s  t r u s t e e ,  is  th e  t r a n s a c t io n  s u b je c t  to  R e g ­
u la tio n  U r e q u i r e m e n ts  ?

A n s w e r . - -Y e s . T h is  p r in c ip le  can  h a v e  a p p lic a tio n  
w h e re , fo r  e x a m p le , th e  bank  i s  th e  t r u s t e e  of an  e m p lo y e e s ' s a v ­
in g s  p la n  w hich  in c lu d e s  s to c k s  and  w hich  p ro v id e s  th a t  any  p a r ­
t ic ip a n t  m a y  b o rro w  f ro m  th e  p la n  w ith in  c e r ta in  l im i t s  and  th a t h is  
s to c k s  in  th e  p lan  a r e  to  s e r v e  a s  s e c u r i ty .

E x e m p t T r a n s a c t io n s  w ith  and fo r  B r o k e r - D e a le r s

42. Q u e s tio n . - -W h a t a r e  th e  k in d s  of s to c k - s e c u r e d  p u rp o s e  
t r a n s a c t io n s  w ith  and  fo r  b r o k e r - d e a l e r s  th a t  a r e  e x em p t f ro m  th e  
m a rg in  r e s t r i c t i o n s  of R e g u la tio n  U?
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A n sw e r . - - T h e s e  in c lu d e  th e  fo llow ing :

A . P r o m p t  D e liv e ry  C le a ra n c e  L o a n s . C re d i t  is  e x -  
e m p t if ex ten d ed  to  f in a n c e  th e  p u rc h a s e  o r  s a le  
of s e c u r i t i e s  fo r  p ro m p t d e l iv e ry  and if th e  c r e d i t  
is  to b e  r e p a id  in  th e  o rd in a ry  c o u r s e  of b u s in e s s  
upon  c o m p le tio n  of th e  t r a n s a c t io n .  T h is  k ind  of 
c r e d i t  i s  ex ten d e d  a s  a  te m p o r a r y  a d v an c e  u n d e r  
th e  b r o k e r - d e a l e r 's  in s t r u c t io n s  to  th e  bank  to  
m a k e  p a y m e n t to  a s e l l e r  a g a in s t  d e l iv e ry  of s e c u ­
r i t i e s ,  w h ich  a r e  d e s tin e d  fo r  a  c u s to m e r  of th e  
b r o k e r - d e a l e r  upon a r r a n g e m e n t  w ith  th e  c u s to m e r  
to  m a k e  p a y m e n t p ro m p tly  on d e l iv e ry  (COD o r  
PO D ). T h e  u n d e rs ta n d in g  w ith  th e  ban k  is  th a t 
th e  b r o k e r - d e a l e r  w ill r e p a y  p ro m p tly  a s  so o n  a s  
th e  c u s to m e r  on a COD o r  PO D  b a s is  ta k e s  d e l iv e ry  
and  p a y s  fo r  th e  s e c u r i t i e s .  C a u tio n : T h is  e x e m p ­
tio n  is  fo r  c le a r a n c e  p u rp o s e s  o n ly  and  i t  m a y  n o t 
b e  u s e d  by  a b r o k e r - d e a l e r  if h e  h a s  an  in v e n to ry  
of s e c u r i t i e s  of l ik e  k ind  w hich  cou ld  b e  d e l iv e re d  
to  h is  c u s to m e r  o r  if th e  b r o k e r - d e a l e r 's  a r r a n g e ­
m e n t w ith  h is  c u s to m e r  is  no t on a s t r i c t  COD o r  
PO D  b a s is  w ith in  s e c t io n  4 (c)(5) of R e g u la tio n  T 
(1 2 C F R  2 2 0 .4 (c )(5 )) . If a  b r o k e r - d e a le r  m a k e s  
p u r c h a s e s  of s e c u r i t i e s  fo r  an i s s u e r  in te n d in g  to  
r e t i r e  th e m , th e  b r o k e r - d e a l e r  can  r e c e iv e  th is  
e x em p t c le a r a n c e  c r e d i t ,  p ro v id e d  th e  i s s u e r  h a s  
a c tu a lly  m a d e  a c a l l  fo r  r e t i r e m e n t ,  and  th e  b r o k e r -  
d e a le r  d e l iv e r s  th e  s e c u r i t i e s  p ro m p tly  to  th e  i s ­
s u e r  a g a in s t  p a y m en t fo r  su ch  p u rp o s e , upon th e  
u n d e rs ta n d in g  th a t th e  b an k  is  to  be  r e p a id  in  
th e  o r d in a r y  c o u r s e  f ro m  th e  p ro c e e d s  e m a n a tin g  
f ro m  su ch  d e l iv e ry ,  upon c o m p le tio n  of th e  t r a n s ­
a c tio n .

B . S e c u r i t ie s  in  T r a n s i t  o r  T r a n s f e r . T h is  r e f e r s  in  
th e  m a in  to  c r e d i t  ex ten d ed  b y  a bank  w hich  h a s  
r e c e iv e d ,  p r in c ip a l ly  f ro m  a s e l l in g  b r o k e r - d e a l e r ,  
s e c u r i t i e s  w ith  s ig h t d r a f t  a t ta c h e d  w ith  in s t r u c t io n s  
to  d e l iv e r  th e m  to  th e  p u rc h a s in g  b r o k e r - d e a l e r 's  
bank  (u su a lly  out of tow n) a g a in s t  p a y m e n t. T h e  
c r e d i t  is  ex ten d ed  to  th e  s e l l in g  b r o k e r - d e a l e r  fo r  
th e  am o u n t of th e  s ig h t d r a f t ,  p en d in g  h is  b a n k 's  
r e c e ip t  of p a y m e n t f ro m  th e  p u r c h a s e r 's  b an k ; and 
th e  c r e d i t  is  to  b e  re p a id  w ith  th e  p ro c e e d s  of su ch  
p a y m e n t.

C . D ay L o a n s . C re d i t  w hich  is  to  be  and is  re p a id  
on th e  s a m e  d ay  i s  e x e m p t c r e d i t  u n d e r  c e r ta in
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c i r c u m s ta n c e s .  T h e s e  a r e  te rm e d  "d ay  lo a n s "  and 
a r e  m a d e  p r in c ip a l ly  to  e n ab le  a b r o k e r - d e a l e r  to  
pay  fo r  s e c u r i t i e s  bough t fo r  c u s to m e r s  on th e  
a n tic ip a tio n  by th e  b r o k e r - d e a l e r  of fu n d s to  be  
o b ta in e d  in  th e  o rd in a r y  c o u r s e  of b u s in e s s  d u r in g  
th e  d a y . R e p a y m e n t of th e  lo a n  m u s t  b e  m a d e  
on th e  s a m e  d ay . T h is  w ould p re c lu d e  re p a y m e n t 
w ith  th e  p ro c e e d s  of a se c o n d  ( re g u la te d )  lo a n  f ro m  
th e  b an k  l a t e r  th e  s a m e  d ay .

D. T e m p o ra ry  F in a n c in g  of D is t r ib u t io n s . C r e d i t  is  
ex em p t if  ex ten d ed  to  one o r  m o re  b r o k e r - d e a l e r s  
en g ag ed  in  th e  d is t r ib u t io n  of s e c u r i t i e s  n o t th ro u g h  
th e  m e d iu m  of a  n a tio n a l s e c u r i t i e s  e x ch a n g e . 
C r e d i t  i s  no t e x em p t u n d e r  th is  i te m  if  th e  p r o ­
c e e d s  a r e  u s e d  to  f a c i l i ta te  open  m a r k e t  p u rc h a s e s  
(w h e th e r off o r  on an  ex ch an g e ) fo r  l a t e r  d is p o s it io n  
th ro u g h  s a le s m e n  o v e r - th e - c o u n te r ;  and  ex em p t 
c r e d i t  is  n o t a v a ila b le  u n d e r  th is  i te m  f o r  o rd in a ry  
a c t iv i t ie s  of an  o v e r - th e - c o u n te r  b r o k e r - d e a l e r .

E . A r b i t r a g e  T r a n s a c t io n s . E x e m p t c r e d i t  c a n  b e  
e x ten d e d  to  a  m e m b e r  of a n a tio n a l s e c u r i t i e s  
ex ch an g e  to  f in a n c e  h is  o r  h is  c u s to m e r s ' bona 
fid e  a r b i t r a g e  t r a n s a c t io n s .  A b o n a  f id e  a r b i t r a g e  
t r a n s a c t io n  c o n s is ts  of e i th e r  ( l l  th e  p u rc h a s e  o r  
s a le  of a s e c u r i ty  in  one m a r k e t ,  to g e th e r  w ith  an 
o ffs e tt in g  s a le  o r  p u rc h a s e  of th e  s a m e  s e c u r i ty  in  a 
d if f e r e n t  m a r k e t  a t o r  ab o u t th e  s a m e  t im e , in  o r d e r  
to  p ro f i t  f ro m  a  d if f e r e n c e  in  p r ic e  b e tw ee n  th e  
tw o m a r k e ts  o r  (2) th e  p u rc h a s e  of a  s e c u r i ty  w hich  
is  (w ithout r e s t r i c t i o n  o th e r  th an  th e  p a y m e n t of 
m o n ey ) e x c h a n g e a b le  o r  c o n v e r t ib le  w ith in  90 c a le n ­
d a r  d ay s  of th e  d a te  of p u rc h a s e  in to  a se c o n d  s e c u ­
r i t y ,  to g e th e r  w ith  an  o ffs e tt in g  s a le  of th e  sec o n d  
s e c u r i ty  a t o r  abou t th e  s a m e  t im e , in  o r d e r  to  p r o f ­
i t  f ro m  th e  d is p a r i ty  in  p r ic e s  of th e  tw o s e c u r i t i e s .  
T h e  t im e  of e x c h a n g e a b ili ty  o r  c o n v e r t ib i l i ty  m a y  
be  180 c a le n d a r  d a y s  if th e  s e c u r i ty  p u rc h a s e d  is  
s o le ly  a  due b i l l  o r  o th e r  e v id en c e  of th e  r ig h t  to  
r e c e iv e  on ly  th e  s e c u r i ty  th a t is  s o ld , and if th e  
s e c u r i ty  th a t  is  so ld  is  t r a d in g  a s  a  w h e n - is s u e d  
s e c u r i ty .

F .  C re d i t  E x ten d e d  P u r s u a n t  to  H y p o th e c a tio n . A bank  
m a y  ex ten d  c r e d i t  to  a  m e m b e r  of a  n a tio n a l s e ­
c u r i t i e s  ex ch an g e  o r  a b r o k e r - d e a l e r  c o l la te r a l iz e d
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by  c u s to m e r s ' s e c u r i t i e s .  T o  ex ten d  th e  c r e d i t ,  
th e  b an k  m u s t  r e c e iv e  f ro m  su ch  m e m b e r  o r  b r o k e r -  
d e a le r  a s ta te m e n t  c o n fo rm in g  to  a  r u le  of th e  
S e c u r i t ie s  and  E x ch an g e  C o m m is s io n  c o n c e rn in g  
th e  h y p o th e c a tio n  of c u s to m e r s ' s e c u r i t i e s .  T h e  
am o u n t of c r e d i t  so  ex ten d ed  is  l im ite d  to  th e  
a m o u n t of d e b t ow ed by  th e  c u s to m e r  of su ch  m e m ­
b e r  o r  b r o k e r - d e a l e r .

G . E m e rg e n c y  C r e d i t . Good fa ith  e x em p t c r e d i t  m ay
be ex ten d ed  to  a  b r o k e r - d e a l e r  in e x c e p tio n a l c i r ­
c u m s ta n c e s  to  m e e t  h is  e m e rg e n c y  n e e d s . In o r d e r  
to s u b s ta n t ia te  th e  b a s is  fo r  su ch  c r e d i t ,  th e  b a n k 's  
r e c o r d s  sh o u ld  d o c u m en t th e  c i r c u m s ta n c e s  u n d e r  
w hich  th is  k ind  of lo a n  w as m a d e .

H . S p e c ia l i s t s . A bank  m a y  in  good fa ith  w ith o u t r e f ­
e r e n c e  to  m a rg in  r e q u ir e m e n ts  ex ten d  c r e d i t  on any  
s to c k  to  a  r e g i s t e r e d  s p e c ia l i s t  of a  n a tio n a l s e c u r i ­
t i e s  ex ch an g e  e x c lu s iv e ly  to f in a n c e  su ch  b r o k e r -  
d e a l e r 's  a c t iv i t ie s  a s  a s p e c ia l i s t ,  so  long  a s  th e  
ex ch an g e  s u p p lie s  a p p ro p r ia te  r e p o r t s  to  th e  B o a rd . 
S tock  id e n tif ie d  by  a s p e c ia l i s t  a s  h e ld  fo r  in v e s t ­
m e n t u n d e r  an In te rn a l  R ev en u e  ru le  is  no t e lig ib le  
fo r  e x e m p t c r e d i t .

I. O d d -L o t D e a le r s . C r e d i t  ex ten d ed  to  a r e g i s t e r e d  
o d d - lo t  d e a le r  of a  n a tio n a l s e c u r i t i e s  ex ch an g e  to  
f in a n c e  h is  t r a n s a c t io n s  a s  su ch  o d d - lo t  d e a le r  is  
e x e m p t c r e d i t .

J .  P T C  M a rk e t M a k e r s . F o r  th e  p u rp o s e  of th is  
s p e c ia l  c r e d i t  p ro v is io n , an  OTC m a r k e t  m a k e r  is  a 
b r o k e r - d e a l e r  who is  a m a r k e t  m a k e r  fo r  one o r  
m o re  OTC m a rg in  s to c k s  w hich  a p p e a r  on a l i s t  
p u b lish e d  f ro m  t im e  to  t im e  by th e  B o a rd . An OTC 
m a r k e t  m a k e r  m a y  be  ex ten d ed  c r e d i t  by  a bank  on a 
good fa ith  lo a n  v a lu e  b a s is  on any  OTC m a rg in  s to c k  
w ith o u t r e f e r e n c e  to m a rg in  r e q u ir e m e n ts  if h e  f u r ­
n is h e s  th e  b an k  w ith  in fo rm a tio n  on F o r m U - 2 ,  du ly  
e x ec u te d  by  th e  b r o k e r - d e a l e r  and  a c c e p te d  by  th e  
ban k  in  good fa i th , to  th e  e ffe c t th a t  h e  is  a  m a rk e t  
m a k e r  of th e  O TC m a rg in  s to c k s  id e n tif ie d  on th a t 
fo rm  and on S e c u r i t ie s  and E x ch an g e  C o m m is s io n  
F o r m  X -1 7 A -1 2 (1 ) f ile d  w ith  th a t  a g e n c y . T h e  bank  
m u s t r e ta in  th e  F o r m  U -2  s ta te m e n t  am o n g  i t s  
r e c o r d s  fo r  a t l e a s t  th r e e  y e a r s  a f te r  su ch  ex em p t
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c r e d i t  is  te r m in a te d .  L is te d  s to c k s  and O TC n o n ­
m a rg in  s to c k s  do n o t q u a lify  fo r  good fa ith  lo a n  v a lu e  
u n d e r  th is  p ro v is io n . An O TC m a r k e t  m a k e r  in  a  
n o n m a rg in  s to c k  m a y , h o w e v e r , o b ta in  good fa ith  
c r e d i t  on any  s to c k  b e c a u s e  th e  lo a n  to  f in a n c e  su ch  
m a rk e t  m a k in g  a c t iv i ty  w ould  be  fo r  a p u rp o s e  
o th e r  th a n  to  p u rc h a s e  o r  c a r r y  m a rg in  s e c u r i t i e s .

K . T h ird  M a rk e t M a k e r s . A th i r d  m a r k e t  m a k e r  i s  
a  b r o k e r - d e a l e r  who m a k e s  an  o v e r - th e - c o u n te r  
m a r k e t  in  s e c u r i t i e s  r e g i s t e r e d  on a n a tio n a l s e c u ­
r i t i e s  e x ch an g e . C r e d i tm a y  be  ex ten d ed  to  a  th i r d  
m a rk e t  m a k e r  in  good fa ith  on any  s to c k  w ith o u t 
r e f e r e n c e  to  m a rg in  r e q u ir e m e n ts  if  r e q u i r e d  in f o r ­
m a tio n  is  fu rn is h e d  to  th e  bank  on F o r m  U -3 . T h e  
co n d itio n s  of th e  th ir d  m a r k e t  m a k e r  e x em p tio n  a r e  
h ig h ly  te c h n ic a l  and  f u r th e r  a d v ic e  sh o u ld  b e  
s o l ic i te d  b e fo re  c r e d i t  is  e x ten d e d .

T h e  F o r m  U -3  f il in g s  m u s t be  r e ta in e d  by  th e  
bank  fo r  th r e e  y e a r s  a f te r  th e  e x em p t c r e d i t  h a s  
b e en  te r m in a te d .

L . B lo c k - P o s i t io n e r s . T o  q u a lify  fo r  a  b lo c k -p o s i t io n ­
e r ' s  ex em p tio n  fo r  c r e d i t  on any  m a rg in  s to c k  
a c q u ir e d  in  th e  o r d in a r y  c o u r s e  of th e  a c t iv i ty  of 
b lo c k -p o s it io n in g , a  b r o k e r - d e a l e r  m u s t  f i r s t  (1) 
f i le  an  e x e c u te d  F o r m  U -5 , a c c e p te d  in  good fa ith  
by  a du ly  a u th o r iz e d  o f f ic e r  of th e  b an k  and  (2) h a v e  
filed  w ith  th e  S e c u r i t ie s  and  E x ch an g e  C o m m is s io n  
a n o tic e  th a t h e  w ill en g ag e  in  th a t a c t iv i ty  (w hich is  
l im ite d  by h ig h ly  te c h n ic a l  c r i t e r i a ) .  F u r th e r  a d ­
v ic e  sh o u ld  be  s o l ic i te d  b e fo re  c r e d i t  i s  ex ten d ed  
in  r e l ia n c e  on th is  e x e m p tio n . E x e m p t c r e d i t  on a 
g iv en  b lo ck  m u s t  b e  e x tin g u ish e d  and  r e p a id  o r  
c o n fo rm e d  to  n o rm a l  m a rg in  r e q u i r e m e n ts  if  any  
p o r tio n  th e re o f  is  o u ts ta n d in g  c o n tin u o u s ly  fo r  20 
b u s in e s s  d a y s . T h is  2 0 -d a y  p e r io d  m a y  b e  ex ten d ed  
fo r  one o r  m o re  5 -d a y  p e r io d s  in  e x c e p tio n a l c a s e s  
by  a r e g u la r ly  c o n s t i tu te d  c o m m itte e  of an  ex ch an g e  
of w hich  th e  b r o k e r - d e a l e r  is  a m e m b e r  o r  th ro u g h  
w hich  th e  b lo ck  t r a n s a c t io n  w as e f fe c te d , o r ,  if  
e ffe c te d  o v e r - th e - c o u n te r ,  by  a  c o m m itte e  of th e  
NASD, upon b e in g  s a t i s f ie d  th a t  th e  b lo c k -p o s i t io n e r  
i s  a c tin g  in  good fa ith  and th a t th e  c i r c u m s ta n c e s  
w a r r a n t  su ch  an e x te n s io n . A ll su ch  e x te n s io n s  
m u s t b e  s u p p o r te d  by  a f il in g  by  th e  b lo c k -p o s i t io n ­
e r  and th e  a p p r o p r ia te  c o m m itte e  w ith  th e  bank  on
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F o r m  U -6  s e t t in g  fo r th  th e  r e a s o n s  fo r  th e  e x te n ­
s io n . T h e  bank  m u s t  a c t in  good fa ith  and  h a v e  no 
in fo rm a tio n  w h ich  m ig h t c o n tra d ic t  th o s e  r e p r e s e n ­
ta t io n s .

T h e  F o r m  U -5  and  U -6  f il in g s  m u s t  b e  r e ta in e d  
b y  th e  b an k  f o r  a t  l e a s t  th r e e  y e a r s  a f te r  th e  c r e d i t  
to w hich  i t  r e l a t e s  h a s  b e e n  e x tin g u ish e d .

M . L o an s  fo r  C a p i ta l  C o n tr ib u t io n s . C r e d i t  is  e x ­
em p t f ro m  th e  r e g u la t io n  if ex ten d ed  to  o r  m a in ­
ta in e d  fo r  a p e r s o n  to  u s e  th e  p ro c e e d s  (1) fo r  
m a k in g  a lo a n  o r  c a p ita l  c o n tr ib u tio n  to  a b r o k e r -  
d e a le r  w h ich  (u n d e r th e  c a p ita l  r e q u i r e m e n t  r u le s  
of th e  S e c u r i t ie s  and E x ch an g e  C o m m is s io n )  i s  
s u b je c t  to  a " s a t i s f a c to r y  s u b o rd in a tio n  a g re e m e n t"  
o r  an  a g re e m e n t  of a p a r tn e r  of a  b r o k e r - d e a l e r  to  
in c lu d e  th e  e q u ity  in  h is  p a r tn e r s h ip  a cc o u n t a s  p a r t  
of th e  b r o k e r - d e a l e r 's  c a p ita l  o r  (2) fo r  p u rc h a s in g  
s to c k  d i r e c t ly  f ro m  a c o rp o ra te  b r o k e r - d e a l e r ,  b u t 
n o t a s  p a r t  of a p u b lic  d is t r ib u t io n .  T h is  e x e m p ­
tio n  is  s u b je c t to  c e r ta in  c o n d itio n s  s p e c if ie d  in  
s e c tio n  221. 2 (m ).

E x e m p t c r e d i t  m a y  a lso  be  ex ten d ed  to  a b r o ­
k e r - d e a l e r  if  (1) th e  S e c u r i t ie s  In v e s to r  P r o te c t io n  
C o rp o ra t io n  c e r t i f i e s  to  th e  B o a rd  th a t  su c h  c r e d i t  
is  a p p r o p r ia te  in  th e  c i r c u m s ta n c e s  and  (2) th e  
B o a rd  by  o r d e r  e x e m p ts  th e  lo a n  f ro m  re g u la t io n .

G e n e ra l  P ro h ib it io n s  A g a in s t C r e d i t  to  B r o k e r - D e a le r s  by 
N o n m e m b e r B a n k s - - R e l ie f  f ro m  P ro h ib it io n s

43. Q u e s t io n . - -M a y  a bank  w hich is  no t a m e m b e r  of th e  
F e d e r a l  R e s e r v e  S y s te m  ex ten d  c r e d i t  to  a  b r o k e r - d e a l e r  fo r  b o r ­
ro w in g s  in  h is  o r d in a r y  c o u r s e  of b u s in e s s ?

A n s w e r . - -N o , u n le s s  th e  bank  f i le s  w ith  th e  B o a rd  an 
u n d e r ta k in g  to  co m p ly  w ith  th e  S e c u r i t ie s  E x ch an g e  A c t of 1934, 
th e  F e d e r a l  R e s e rv e  A ct a s  a m en d e d , and th e  B ank ing  A c t of 1933, 
a s  th e y  ap p ly  to  m e m b e r  b a n k s  and w hich  r e l a t e  to  th e  u s e  of c r e d i t  
to  f in a n c e  t r a n s a c t io n s  in  s e c u r i t i e s ,  a s  w e ll a s  w ith  a ll  a p p lic a b le  
r u le s  and re g u la t io n s  u n d e r  th o s e  la w s . F o r m s  T - l  and T -2  of th e  
B o a rd  a r e  th e  fo rm s  to  be  f i le d  by a n o n m e m b e r  bank  to  r e f le c t  
su ch  u n d e r ta k in g .
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