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INTERPRETATION Of LAW OR REGULATION 

(Copies to be sent to all Federal reserve banks) 

January 28, 1957. 

Mr. . 
« 

« * 

Dear Sirs 

The Securities and Exchange Commission has referred to the 

Board your letter of January 5, 1957, regarding margin requirements 

on bona fide arbitrage transactions. For your convenience there is 

enclosed a copy of Regulation T which the Board has issued on the 

subject of margin requirements. Section 3(d) of this regulation 

deals with arbitrage accounts. 

You ask whether the simultaneous or nearly simultaneous pur-

chase and sale of convertible or equivalent securities would consti-

tute bona fide arbitrage. You are advised that such a purchase and 

sale would constitute a bona fide arbitrage transaction within the 

meaning of section 3(d) if the security purchased is exchangeable or 

convertible within a reasonable time, without restriction other than 

the payment of money, into the security sold. For example, the se-

curity purchased might be a convertible bond or a convertible pre-

ferred stock or a right or warrant. However, the purchase of deben-

tures or bonds and the sale of other debentures or bonds of another 

series equally secured under the same indenture, or the purchase of 

one stock and the sale of stock of another issue sharing equally in 
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assets or income, would not constitute such a bona fide arbitrage 

transaction unless the securities purchased were so exchangeable or 

convertible into the securities sold. 

You also ask whether the margin requirements specified for 

arbitrage accounts in the regulation would be complied with if there 

was a net credit balance in the account sufficient to cover complete 

liquidation of the account at any time. It should be understood, of 

course, that a broker may impose additional margin requirements upon 

an account because of a rule of an exchange of which he is a member, 

or for some other reason entirely independent of Regulation T} and 

the regulation would not prevent the imposition of any such addi-

tional requirement. However, the margin requirement of section 3(d) 

of Regulation T would be complied with if there was such a net 

credit balance in the arbitrage account sufficient to cover complete 

liquidation of the account. 

Very truly yours, 

(Signed) Chester Morrill 

Chester Morrill, 
Secretary. 
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