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INTERPRETATION OF LAW OR REGULATION 

(Copies to be sent to all Federal reserve banks) 

February 25, 1957. 

Mr • « » 
Federal Reserve Bank of 

> • 

Dear Mr. : 

This refers to Mr. letter of January 20, 1957, addressed 

to Mr. Parry, Chief of the Division of Security Loans, regarding Regu-

lation U. The inquiry refers to a case in which a bank makes an 

agreement with an out of town customer to lend a certain sum of money 

on a registered stock, the amount being 45 per cent of its then mar-

ket value. The borrower delivers the stock and the note as promptly 

as possible on the next day, but the market value of the stock becomes 

lower in the interval so that the amount the bank has agreed to lend 

is in excess of 45 per cent. The question presented is whether Reg-

ulation U permits the bank to carry out its commitment. 

In a case such as that presented in which the bank enters into 

an enforceable commitment, the details of the loan are perfected in-

sofar as practicable on the first day, and the negotiations for and 

completion of the loan take place as nearly contemporaneously as the 

circumstances of the case permit, it is the view of the Board that 

the market value of the stock for the purpose of completing the loan 

may properly be determined as of the time when the bank and customer 
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agree upon the amount and terms of the loan. The Board feels, how-

ever, that any clearly foreseeable change in the stock during the in-

terval such as a split-up of the shares or the stock selling "ex" a 

dividend of any kind, should be taken into account in such a determina-

tion. 

Very truly yours, 

(Signed) Chester Morrill 

Chester Morrill, 
Secretary. 
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