
665 

BOARD OF GOVERNORS X-9608 

OF THE 

FEDERAL RESERVE SYSTEM 

» 
WASHINGTON 

June 5, 1956 
a d d r e s s o f f i c i a l c o r r e s p o n d e n c e 

t o t h e b o a r d 

SUBJECT: Purchase of Convertible Bonds under 
Regulations of Comptroller Regarding 
Investment Securities. 

Dear Sirj 

There is inclosed herewith a copy of a telegram 

received from the Assistant Federal Reserve Agent at Chicago 

presenting the question whether the statements of the Comp-

troller of the Currency in his address before the California 

Bankers Association at Sacramento, California, on May 22, 

1936, affected the Comptroller's previous ruling, stated 

in X-9539-d, that the provisions of section 11(5) of the 

regulations were not intended to prohibit member banks from 

purchasing bonds convertible into stock only at the option 

of the holder. This question was submitted to the Comptrol-

ler of the Currency and a copy of his reply is inclosed 

herewith. 

Very truly yours, 

L. P. Bethea, 
Assistant Secretary 

Inclosures 

TO ALL FEDERAL RESERVE AGENTS. 
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COPY X-9608-a 
FEDERAL RESERVE SYSTEM 
(Leased Wire Service) 

Received at Washington, D. C. 

Chicago May 27-28 916am 

Board 

Washn 

Reference is made to Comptroller's letter to Board dated March 18 

1956 governing purchase of investment securities by member banks 

wherein comptroller states "With regard to the provision 'purchase 

of securities convertible into stock at the option of the issuer 

is prohibited', it was not intended that such provision should 

operate to prohibit the purchase of securities convertible only at 

the option of the holder". The larger state banks of this district 

have raised the question whether in view of comptroller's speech 

before California Bankers Association it is now intended that such 

provision referred to above should operate to prohibit the purchase 

of securities of any convertible bonds. One large bank in particu-

lar desires to buy a large block of bonds today convertible into 

stock at the option of the holder. After carefully reading the 

Comptroller's speech it is ny opinion that the Comptroller intended 

to prohibit the purchase of all bonds convertible into stock. 

Shall appreciate your advice today if possible. 

Young 

930am 
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COPY X-9608-b 
TREASURY DEPARTMENT 

COMPTROLLER OF THE CURRENCY 
Washington 

May 29, 1956 

Board of Governors, 
Federal Reserve System, 
Washington, D. C. 

Dear Sirs: 

This acknowledges yours of May 28, forwarding copy of a tele-
gram you have received from the Assistant Federal Reserve Agent at 
the Federal Reserve Bank of Chicago, with regard to the purchase by 
member banks of bonds convertible into stock at the option of the 
holder. 

The telegram raises the question whether or not in view of 
the speech of the Comptroller of the Currency before the California 
Bankers Association it is now intended that the banks should be con-
sidered as prohibited from the purchase of any convertible securi-
ties even though convertible only at the option of the holder. 

The provisions of Paragraph (5) of Section II of the invest-
ment security regulations of February 15, 1936, stating that "pur-
chase of securities convertible into stock at the option of the 
issuer is prohibited" by implication permit the purchase of con-
vertible securities which are convertible only at the option of the 
holder. However, what was said by the Comptroller of the Currency 
in his speech, with respect to investment in securities carrying 
stock purchase rights, and the purchase price of such securities, 
frequently reflecting in part the conjectural value of the stock 
right, may also apply to securities carrying conversion rights, 
with the result that the question will arise in each case as to 
whether or not a particular security complies with Paragraph (3) 
of Section II of the regulations, prohibiting the purchase of in-
vestment securities in which the investment characteristics are 
distinctly or predominantly speculative. 

It is consequently our position that while there is no pro-
hibition on the purchase of securities convertible into stock at the 
option of the holder, the purchaser thereof must be prepared to 
satisfy the Examiners that the purchase is not in conflict with'the 
provisions of Paragraph (5) of Section II of the regulations. 

Very truly yours, 

/s/ Gibbs Lyons, 

GIBBS LYONS, 
Deputy Comptroller. 
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