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December 4, 1937,

Dear Mr.

In accordance with the telegram sent
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six mimeographed copies of revised Regu-
lation T, "Extension and Maintenance of
Credit by Brokers, Dealers, and Members of
National Securities Exchanges".
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BReots, Mo

Chester Morrill,
Secretary.
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(Note for inside front cover)

INQUIRIES REGARDING THIS REGULATION

Any inquiry relating to this regulation sihould
be addressed to a national securities exchange of
which the person msking the inquiry is a member or
the facilities of which are used for his transac-
tions, or, if this be not practicable, the inquiry
should be addressed to the Federal Reserve bank of
the district in which the inquiry arises, In the
event that an official.of an exchange desires in-
formation as to an& such question, he should malke
inquiry of the Federal Reserve bank of the dis-

trict in which the exchange is located,

Digitized for FRASER-
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



300

CONTENTS

Page

Sec. 1. Scope of Regulation seseeesseesseescnecsssscnccsancons
Sec. 2. Definitlons cieeievecreerensenectieceatocsreancnesnass
Sec. 3. Genercl Accounts
(a) Contents of general QCCOUNT weeeeeeeneececasaaas
(D) GENETAL TULE seveerereesnaonnanessaascnnconansne
(¢) Maximum loan value and current msrket velue ....
(d) Adjusted debit DUlanCe seeeeesscecscasssessasnns
(e) Liguidation in lieu of depoSit ceeececevcasceass
(f) Extensions of BiME seeeseareessneannsseesonannns
(g) Trunsactions on given day eeveveceeecseosecenees
. () Unissued SeCUTitieS weeeeeescsasoseesosessnnanans
Sec. 4. OSpecial Accounts
(8) GENETal TULE seeeeersescanoesnsenssesscsasaanaas B
(b) Special omnibus £CCOUNT teeeeeesecscasasacsasaes B
(c) Special cash CCCOUNT weeeveserececsccsancanceaes 9
(d) Special arbitrage ACCOUNT euiveveveseessenssessse 10
. (e) Special commodity 8CCOUNY wevevesevscaassnseaass 10
(f) Special miscellancous account ceeeeesesessessses 10
Sec. 5. Borrowings by Mcmbors, Brokers, and Dealers
() GENeTAl TULE sevevreeeneesonnonsonssosnascasanes 11
(b) Agreements of nonmember Banks eeeeeesessoseesees 11
(c) Borrowing from other creditors .iieeeveceesessse 11
Sec. 6. Certain Technical Deteils
(¢) Accounts of PEPtNETS tuiveveeeeeecesenenocannness 12
(b) Contribution to joint &dventure ..eeeceececesees 12
(c) Guarantced fCCOUNTS ceveeveeensanesecessenasceas 12
(d) Transfer of GCCOUNDS veeeeesesscsssesaseeenenaes 13
e) Reorgunizations .eeeeceeecenssccnsessssncesesees 13
Time of receipt of funds or securities sveceeee. 13
Intorest, service charges, etC. tivieencececeee. 14
Borrowing and lending securities ...eseeccesase. 14
i) Credit for clearcnce of securities ivieeseeiecess 14
(j) Foreign CUITENCY vvveeeenceesrocecsaneancannaees 14
(k) Innocent miStiKeS eeeeeeveseeeecenenensneosnnees 14
Sec. 7. Miscellaneous Provisions
() Arranging for louns by others seeeeeceeceseccess 15
(b) Maintenence of c¢redit sevivveseesssvesneeesseess 15
(c) Declaration as to purpose of 108N eeiessceessees 15
(Q) ROPOTES eeveeveererasensocssacssassossssssssnaee 15
(e) Additional requirements by exchunges and
Creditors ciseeerreecsesessansasasossaasnssane 15

fab I

OOy Oy U >R AN

f
g
h

NN N N N
N’ N’ e e e’

APPENDIX

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



301

REGULATION T

Revised Effective January 1, 1938,

EXTENSION AND MAINTENANCE OF CREDIT BY BROKERS, DEALERS,
AND MEMBERS OF NATIONAL SECURITIES EXCHANGES

- ‘ SECTION 1. SCOPE OF REGULATION

This regulation is issued by the Board of Governors
. of the Federal Reserve System (hereinafter called the

"Board") pursuaznt to the Securities Fxchange Act of 1934
(hereinafter called the "Act"), particularly sections 7
and 8(a) thereof, and applies to every member of a national
securities exchange and to every broker or dealer who trans—
acts a business in securities through the medium of any
such member,
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SECTION 2, DEFINITIONS

For the purposes of this regulation, unless the context otherwise
requires:;

(2) The terms "person", "member", "broker', "dealer", "buy",
¥purchase®, "salet, "gell", "security", and "bank' have the meanings
given them in section 3(a) of the Act, pertinent parts of which are
printed in the appendix to this regulation.

(b) The term "creditor" means any member of a national securities ex=
change or any broker or dealer who transacts a business in securities
through the medium of any such member,

(¢) The term "customer" includes any person, or any group of persons
acting jointly, (1) to or for whom a creditor is extending or meintaining
any credit, or (2) who, in accordance with the ordinary usage of the trade,
would be considered a ocustomer of the creditor,

It includes, in case the creditor is a firm, any partner in the
firm who would be considered a customer ¢f the firm if he were not a partner,
and includes any Jjoint adventure in which a creditor participates and which
would be considered a customer of the creditor if the creditor were not a
participant,

(d) The term "registered security' means any security which (1) is
registered on a national securities exchange; or (2) in consequence of its
having unlisted trading privileges on a national securities exchange is
deemed, under the provisions of section 12(f) of the Act, to be registered
on a national securities exchange; or (3) is exempted by the Securities and
Exchange Commission from the operation of section 7(c)(2) of the Act only
to the extent necessary to render lawful any direct or indirect extension
or maintenance of credit on such security or any direct or indirect arrange-
ment therefor which would not have been unlawful if such security had been
a security (other than an exempted security) registered on a national se-
curities exchange,

(e) The term Yexempted security" has the meaning given it in section
3(a) of the Act except that the term does not include a security which is
exempted by the Securities and Exchange Commission from the operation of
section 7(c)(2) of the Act only to the extent described in subdivision (3)
of section 2(d) of this regulation,
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SECTION 3, GENERAL ACCOUNTS

(a) Contents of general account. ~ All financial relations
between a creditor and a customer, whether recorded in one
record or in more than one record, shall be included in and be
deemed to be parts of the customer!s general account with the
creditor, except that the relations which section 4 permits to
be included in any special account provided for by that section
may be included in the appropriate special account, and all
transactions in commodities for or with any customer shall be
included in the special commodity account provided for by sec~
tions 4(a) and 4(e),

(b) General rule, ~ A creditor shall not effect for or
with any customer in a general account any transaction which,
in combination with the other transactions effected in the ace
count on the same day, creates an excess of the adjusted debit
balance of the account over the maxirmum lean value of the see
curities in the account, or increases any such excess, unless
in connection therewith the creditor obtains, as promptly as
possible and in any event before the expiration of three full
business days following the date of such transaction, the deposit
into the account of cash or securities in such amount that the
cash deposited plus the maximum loan value of the securities de-
posited equals or exceeds the excess so created or the increase
so caused,

A transaction consisting of a withdrawal of cash or
registered or exempted securities from a general account shall
be permissible only on condition that no cash or securities need
be deposited in the account in connection with a transaction on
a previous day and that, in addition, the transactions (includ-
ing such withdrawal) on the day of such withdrawal would not
create an excess of the adjusted debit balance of the account
over the maximum loan value of the secuyrities in the account or
increase any such excess,

Rules for computing the maxirmum loan value of the see
curities in a general account and the adjusted dedbit balance of
such an account are provided in sections 3(c) and 3(d), and cer-
tain modifications of and exceptions to the general rule stated
above are provided in the subsequent subsections of this section
and in sectjon 6,

.org/
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(¢) Maximum loan value and current market value. - The
maximum loan value of the securities in a general account is
the sum of the maximum loan values of the individual securi-
ties in the account, including securities (other than un-
issued securities) bought for the account but not yet debited
thereto, but excluding securities sold for the account whether
or not payment has been credited thereto.

/ ' Except as otherwise provided in this section 3(c),
the maximum loan value of a registered security (other than
an exempted security) in a general account shall be such
maximum loan value as the Board shall prescribe for general
accounts from time to time in the supplement to this regula-
tion, and the maximum loan value of an exempted security shall
be as determined by the creditor in good faith., No collateral
other than registered securities or exempted securities shall
have any loan value in a general account.

A warrant or certificate which evidences only a right
to subscribe to or otherwise acquire any security and which ex-
pires within ninety days of issuance shall have no loan value
in a general account; but, if the account contains, in addi-
tion to such warrant or certificate, the security to the holder s
of which such warrant or certificate has been issued, the cur-
rent market value of such security (if the security be a regis-
tered security) shall, for the purpose of calculating its maxi-
mum loan value, be increased by the current market value of
such warrant or certificate,

For the current market value of a security throughout
the day of its purchase or sale, the creditor shall use its
total cost or the net proceeds of its sale, as the case may be,
and at any other time shall use the closing sale price of the
security on the preceding business day as shown by any regu-~
larly published reporting or quotation service, In the absence
of any such closing sale price, the creditor may use any reason-
able estimate of the market value of such security as of the
close of business on such preceding business day.
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(d) Adjusted debit balance. - For the purposes of this regula-
tion, the adjusted debit bazlence of & general account shall be cal-
culated by teking the sum of the following items:

(1) the net debit balance, if any, of the account;

(2) the totezl cost of any securities (other then un-
issued securities) bought for the account but not yet debited
thereto;

(3) the current market value of any securities (other
than unissued securities) sold short in the zccount plus,
for each such security (other than an exempted security), such
amount as the Board shall prescribe from time to time in the
< supplement to this regulation as the margin required for
such short ssles, except that such amount so prescribed
in the supplement need not be included when there are held
in the eccount securities exchangesble or convertible within
2 reasonable time, without restriction other than the pay-
ment, of money, into such securities sold short;

(4) the amount of margin specified by section 3(h) for
every net commitment in the account in unissued securities,
plus all unrealized losses on each commitment in unissued
securities and minus all unrealized gains (not exceeding
the required margin) on each commitment in unissued securi-
ties; and

(5) the amount of eny margin customarily required by the
creditor in connection with his endorsement or guarantee of
any put, call or other option;

and deducting therefrom the sum of the following items:
(6) the net credit balance, if any, of the account; and

(7) the net proceeds of sale of any securities (other than
unissued securities) sold for the account but for which payment
has not yet been credited thereto,

In case the general account is the account of a partner
of the creditor, the account of a joint adventure in which the credi-
tor participates, a guarantced account, or the account of a customer
who has gusranteed the cccount of another customer, the adjusted debit
balance shall be computed according to the foregoing rule and the sup-
plementary rules prescribed in sections 6(a), 6(b), and 6(c).
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(e) Liquidation in lieu of deposit.* - In any case in
which the deposit required by section 3(b), or any portion
thereof, is not obtained by the creditor within the three-
day period specified in that section, securities shall be
sold or covering or other liquidating transactions shall
be effected in the account, prior to the expiration of
such three-day period, in such amount that the resulting
decrease in the adjusted debit balance of the account ex-~
ceeds, by an amount at least as great as such required
deposit or the undeposited portion thereof, any result-
ing decrease in the maximum loan value of the securities
in the account,

(f) Extensions of time. - In exceptional cases, the
three-day period specified in section 3(b) may, on ap-
plication of the creditor, be extended for one or more
limited periods commensurate with the circumstances by
any regularly constituted committee of a national se-
curities exchange having jurisdiction over the business
conduct of its members, of which exchange the creditor
is a member or through which his transactions are ef-
fected, provided such committee is satisfied that the
creditor is acting in good faith in making the appli-
cation and that the circumstances are in fact exceptional
and warrant such action,

(g) Tramsactions on given day. - For the purposes
of section 3(b), the question of whether or not an ex-
cess of the adjusted debit balance of a general account
over the maximum loan value of the securities in the ac-
count is created or increased on a given day shall be de-
termined on the basis of all the transactions in the ac-
count on that day exclusive of any deposit of cash, de-
posit of securities, covering transaction or other liqui-
dation that has been effacted on the given day, pursuant
to the requirements of seetion 3(b) or 3(e), in connec-
tion with a transaction on a previous day.

¥ This requirement relates to thc action to be taken when
a customer fails to make the deposit required by section
3(b), and it is not intended to countenance on the part
of customers the practice commonly known as "free-riding"
or "three~day riding", to prevent which the principal
national securities exchanges have adopted certain rules.

See the rules of such exchanges and section 7(e) of this
regulation,

LY
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(h) Unissued securities. - The amount to be in~
cluded in the adjusted debit balance of a general ac-
count as the margin required for a net long commit-~
ment in unissued securities shall be the current mar-
ket value of the net amount of unissued securities
léng minus the maximum loan value which such net
amount of securities would have if they were issued
registered securities held in the account; and the
amount to be so included as the margin required for
a net short commitment in unissued securities shall
be the amount which would be required as margin for
the net amount of unissued securities short if such
securities were issued #curities and were sold short
in the account; Provided, That no amount need be in-
cluded as margin for a net short commitment in un-
issved securities when there are held in the account
securities in respect of which the unissued securities
are to be issued,mor for any net position in unissued
securitied that are exempted securities,

Whenever a creditor, pursuant to a purchase
of an unissued security for a customer, receives an
issued security which is not a registered or exempted
security, the creditor shall treat any payment by him
for such issued security as a transaction (other than
a withdrawal) which increases the adjusted debit balance
of the account by the amount of the payment minus the
amount required to be included in the adjusted debit
balance of the account, at the time of and in connec-
tion with the purchase of the unissued security, as the
margin required for such purchase, '
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SECTTON 4. SPECIAL ACCOUNTS 308

(a) Genersl rule, - Pursuant to this section 4, & creditor may
establish for any customer orne or more special accounts.

b

Each such special account shall be recorded separaotely and
shall be confined to the transactions and relations specifically
authorized for such account by the appropriate subsection of this sec-
tion and to transactions and relations incidental to those specifically
suthorized. £&n adecuate record shall be maintained showing for each
such account the full detcils of all transactions in the account.

A special account established pursuant to this section shall
not be used in any way for the purpose of evading or circumventing any
of the provisions of this regulation. If a customer has with & credi-
tor both a general account and one or more such speciel accounts, the
creditor shall treat each such special account as if the customer had
with the creditor no general account.,

The only other conditions to which transactions in such
special accounts shall be subject under the provisions of this regu-
lation shall be such conditions as are specified in the appropriate
subsection of this section and in sections 2, 8 and 7.

(b) Special omnibus account. - In a special omnibus account, a
member of & national securities exchange may effect for a customer
transactions which arc effected in reliance upon a signed statement
which the member has accepted from the customer in good fazith, and a
duplicate original of which has been filed by the member with the secre-
tary of a national securities exchange of which he is a member, that the
customer is a broker or decler who is subject to the provisions of this
regulation or has places of business only in foreign countries; and such
a special cmnibus account shall be subject to 211 the conditions te which
it would be subject if it were a general account except that -—--

(1) In such & special omnibus account, no securities shall
have loan value and no short sales of securities shall be car-
ried, except securities and short sales as to which the member
shall have accepted in good faith a signed statement of the cus-
tomer that he is in turn carrying such securities and such short
sales for the account of his customers other than his partners;

(2) The maximua loan value of a rcgistered security (other
than an exempted security) having loan value in such & special
omnibus account shsll be such special neximum losn value, and the
amount to be included in the adjusted debit balance of such &n
account as the margin required for short sales shall be such spe-
cial smount, 2s the Board shall prescribe from time to time for
special omnibus accounts in the supplement to this regulation; and

(3) If the maximun loan velue of the securities in the account
shall have equalled or exceeded the adjusted debit balance of the
account after all the transactions in the account on any day within
the period specified in section 3(b), the liquideting or covering
transactions required by section 3(e) need not be effected.
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(c) Specisl cash account. - In a special cash zccount, & creditor may
effect for or with any customer bona fide cash transactions in securities
in which the creditor may —-

(1) purchase any security for, or sell any security to,
any customer, provided funds sufficient for the purpose are
already held in the account or the onurchase or szle is in re-
liance upon an agreement accepted by the creditor in good faith
that the customer will promptly meke full cesh payment for such
security; or

(2) sell zny security for, or purchase any security from,
any customer, provided the security is held in the account or
the purchase or sale is in reliance upon an agreement accepted
by the creditor in good faith that the security is to be nromptly
deposited in the account,

Except as otherwise provided in this section 4(c), in case a cus-
tomer does noi make full cash payment for a security nurchased by him in the
account, or does not deposit in the zccount a security sold by him in the
account, within seven days after the dste on which the security was purchased
or sold, the creditor shall promptly cuncel, cover, or otherwise liquidate,
the transsction or the unsettled portion thereof.,

If the security was purchascd for the customer subject to a cus-
tomary "seller's option" as to the time of delivery, or if the security was
purchased for, or sold to, the customer and the crcditor "failed to receive"
the security &t the usual time of delivery, the period referred to in the nre-
ceding paragraph shall be five days from the day on which the creditor acting
in good faith was able to obtain the security. If the security wes sold for
the customer subjecct to & customary "seller's option" &as to the time of de-
livery, such period shall end with the day on which the option expires, If
the security when purchased or sold was an unissued sccurity, such period
shall be seven duys from the dey on which the security was made availeble by
the issuer for delivery to purchasers of the security.

If any regularly constituted committee of & national securities ex-
change having jurisdiction over the business conduct of its members, of which
exchange the creditor is a member or through which his transactions are ef-
fected, is satisfied that the creditor is acting in good faith in making
the application, that the applicetion relates to & bona fide cash transacticn,
and that exceptional circumstences warrant such action, such committee, on
application of the creditor, may (A) extend any period specified in the two
preceding paragraphs for one or more limited veriods commensurate with the
circumstances, or (B) in the case of the purchase of a registered or exempted
security which has been effected by the customer in the account, suthorize
the transfer of the transccticn to a genersl sccount or special cmnibug ac-
count and the completion of the trensaction pursuznt to the provisions of
this regulation relating to such accounts.

The days specified in this section 4(c) are calender days, but if
- the last day of any neriod specified herein is a Saturday, Sundey, or holi-
day, such perind shall be considered to end on the next full business day.
For the nurposes of this section 4(c), & creditor may, at his option, dis-
regard any sum duec by the customer not exceeding £50.
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(d) Special arbitrage account. - In a speciel arbitrage account, &
member of a national securities exchange may effect and finance for any
customer bona fide arbitrage transactions in securities. For the purposes
of this subsection, the term "arbitrage" mesns (1) a purchase or cale of &
security in one market together with an offsetting sale or purchase of the
seme security in a different market at as nearly the seme time as precti-
cable, for the purpose of taking advantage of a difference in prices in
the two markets, or (2) a purchase of a security which is, without restric-
tion other than the payment of money, exchenpgeuble or convertible within a
rezsonable time into a& second security together with an offsetting sale at
or cbout the same time of such second security, for the purpose of tuking
advantuge of & disparity in the prices of the two securities.

(e) Special commodity account. - In & specisl commodity account, a
creditor ney effect and carry for any customer tronsactions in commodities.

(f) Specicl miscellaneous account. - In a special miscellaneous ac-
count, a creditor nay —-

(1) With the approval of any regularly constituted committee
of a national securities exchange having jurisdiction over the
business conduct of its members, make and maintain loans to meet
the emergency needs of any creditor;

(2) Effect and finance, for any joint adventure in which the
sole participants ere the creditor and one or more members of a
national securities exchange who are registered on such exchange
as odd-lot deulers and acting as such, any transactions in securi--
ties with respect to which all participants, or all particinants
other than the creditor, are so registered and so act; '

(3) Effect transaciions for and finance any joint adventure
or group in which the creditor narticipetes and in which «ll par-
ticipants are denlers (whether such participants be acting jointly
or severally), or any member thereof or narticipant therein, for
the purpose of faucilitating the wnderwriting or distributing of
all or part of &an issue of securitics (A) not through the medium
of a nationzl securities exchange, or (B) the distribution of
which has been approved by the appropricte committee of a national
scecurities exchange;

(4) Effect for any customer the collection or exchenge (other
than by sale or purchase) of securities deposited by the customer
specificelly for such purposes, and (subject to any other applieo-
ble provisions of law) receive from or for any customer, and pay
out or deliver to or for any customer, any money or securities;

(5) Effect and carry for any customer transactions in far-
eign exchange; end

(6) Extend and maintain credit to or for any customer with-
out colleteral or on any collateral whatever for any purpose other
than nurchasing or carrying or trading in securities.
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SECTION 5., BORROWINGS BY MEMBERS, BROKZRS, AND DEALERS

(a) General rule. — It is unlawful for any creditor, directly
or indirectly, to borrow in the ordinary course of business as a
broker or dealer on any registered security (other than an exempted
security) except

(1) from or through a member benk of the Federal
Reserve System; or

(2) from any nonmember bank which shall have filed
with the Board an agreement which is still in force and
which is in the form prescribed by this regulation; or

(3) to the extent to which, under the provisions
of this regulation, loans are permitted between members
of & national securities exchange and/or brokers snd/or
detlers, or loans &re permitted to meet emergency needs.

(b) Agreements of nonmember banks. - An agreement, filed pur-
suant to section 8(a) of the Act by & bank not & member of the
Federal Reserve System shull be substantizally in the form contained
in Form F.R. T-2 if the bank has its principal placc of business
in a territory or iunsular possession of the United States, er if
it has an office or sgency in the United States and its principal
place of business outside the United Statcs. The agreement filed
by any other nonmember bank shall be in substantially the form
contained in Form F.R. T-1. 4Any nonmember bank which has ex-
ecuted any such sgreement may terminate the agreemont if it
obtains the written consent of the Board. Blank forms of such
agreenents, information regarding their filing or termination,
and information regarding the names of nonmember banks for
which such agreements are in force, may be obtained from
any Federal Reserve bank.

(c) Borrowing from other creditors. - A creditor may borrow
from another creditor in the ordinary course of business as a
broker or dealer on any registercd security to the extent and
subject to the terms upon which the latter may extend credit
te him in accordance with the provisions of this reguliation, and
subject to any other applicable provisions of law.
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SECTION A, CFRTAIN TECHNICAL DETAILS

(a) Accounts of partners. - In cuse £ general sccount is the we-
couny of & partner of the creditor, the creditor, in calculating the
adjusted debit balance of such account and the meximum losn velue of

the securities therein, shall disreguerd the partner's finencial releations

with the firm as reflected in his capital szna orcinary drawing sccounts,

(b) Contribution to joint adventure. - In case a general account
is the &ccount of a joint adventure in which the creditor participates,
the adjusted debit balance of the aceount shall include, in sdiiti-n
to the items specificd in section 3(d), any emount by which the credi-
tor's contribution to the joint adventure exceeds the contribution
which he would have made if he had contributec merely in nroportion
to his right to share in the profitpof the joint adventure.

(c) Guaranteed uccrunts. - In case a general sccount meinteined by

a creditor for one custumer is guaranteed in writing by enother customer

for whom the creditor mocinteins a general eccount, the adjusted debit
bzlance of the guaranteed account may, at the uption of the creditor,
bc computed by deducting from the sum of the items specified in section
3(d) an amount not grecter than the excess of the maximum loen value
of the securities in the¢ guarentor's general eccount over the adjusted
debit balance of such guarantor's account calculated without the ad-
dition theretce prescribed by the following paragraph, provided (1) the
guarsntor is not & creditor, (2) a duplicate original of the guarantece
hes been filed with the secretary of a national securities cxchange of
which the creditor is a member or through which his transactions cre
effected, and (3) the guarantee pernits the creditor to use funds snd
securities in the guarantor's account to cerry the guaranteed account
without restriction, excent that the guarantee mey be limited to a
specificd amount and in that event the deducticn shuall not exceed

such emount,

In case a guarantee has served tc nermit in the guersnteed
account any transaction which could not otherwise heve been effacted
in accordance with this regulation: (A) the adjusted debit balance of
the guarantor's sccount shell be computed by sdding to the sum of the
items specified in section 3(d) an amount equal to the deduction nede
pursuent to the preceding peragraph; (B) the creditor shall not subse-~
quently decrcase the amount of such deduction, or the smount of the
consequent addition to the adjusted debit balence of the gusrsntor's
account, unless the adjusted debit balance of the guarsnteed cecount,
after such decrease and after all trinsactions in such gusrenteed
account on the datc of such decrease, does not exceed the meximum loan
vulue »f the securities in such guaranteed account; and (C) if the
guarantee is terminated or the amount therenf reduced, the creditor
shall require thet, after all the transsctions (including such termi-
nation or reduction) on the dstc of such termination or reduction, the
adjusted debit balance of the guaranteed cccount shall not exceed the
meximun loan velue »f the securities in the &ccount,
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(d) Trensfer of accounts. - In the event of the transfer of &
general account from one creditor to another, such czccount may be
treeted for the purposes of this regulation as if it had been main-
tained by the trensferee from the date of its origin: Provided, That
the trunsferee uccepts in good faith the signed statement of the
transferor that no cash or securities need be deposited in the ac-
count in connection with any trensaction thet hes been effected in
the account or, in case he finds that it is not precticeble to ob-
tein such a statement from the trensferor, sccepts in good faith such’
e signed statement from the customer,

~ In the event of the transfer of a genersl account from
one customer to another, such account may be treated by the creditor
for the purposes of this regulation as if it had been maintained for
the transferee from the date of its origin.

(e) Reorganizations. - A creditor may, without regerd %o the
other provisions of this regulation, effect for a customer the ex-
chunge of any registered or exempted security in o generzl account
for the purpose of participating in a reorganization or recapitali-
zation in which the security is involved: Provided, That if &n un-
registered non-exempted security is scquired in exchange, the credi-
tor shall not, for a period of sixty days following such accuisition,
vermit the withdrawel of such security or the prroceeds of its sale
from the customer's sccount cxcept to the extent that such security
or proceeds could be withdrewn if the security were a registered
security.

(f) Time of reccipt of funds or securities. - For the nurnoses
of this regulation, a creditor may, at his option (1) treat the receipt
in good faith of any check or draft drawn on a bank which in the or-
dinary course of business is payuble on presentation, or any order
on a savings bank with passbook attached which is so nayablc, as
receipt of payment of the amount of such check, dreft or order;

(2) treat the shipment of sccurities in good fuith with sight dreft
attoched s receipt of payment of the amount of such sight draft;

end (3) in the case of the receipt in good feith of written or tele-
gravhic notice in connection with :. special ommibus account of a
customer not located in the same city that a specificd security or a
check or draft has been dispatched to th ereditor, treat the re-
ceipt of such notice as roceipt of such security, check or draft:
Provided, however, That ii the creditor receives notice that such
check, draft, order, or sight Jdraft deseribed in clsuse (1), (2)

or (3) is not paid on the dery of present:tion, or if such security,
check or draft described in clause (3) is not received by the credi-
tor within a revsoncble tine, the creditur shall nromntly take such
cction as he would have been required to teke by the apnropricte pro-
visions of this regulation if the provisions of this subsection had
not been utilized.
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(g) Interest, service charges, etc. - Interest on credit main-
tained in a general account, communication charges with respect to
transactions in,the account, shipping charges, premiums on securities
borrowed in connection with short sales or to effect delivery, divi-
dends or other distributions due on borrowed securities, and any ser-
vice charges (other than commissions) which the creditor may impose,
may be debited to the account in accordance with the usual practice
and without regard to the other provisions of this regulation, but
such items so debited shall be taken into consideration in calcu-
lating the net credit or net debit balance of the account.

A creditor may, without regard to the other provisions of
this regulation, pay to or for a customer from a general account in-
terest or cash dividends collected by the creditor for such account,
if such payment is made within 35 days after the day on which, in
accordance with the creditor's usual practice, such interest or divi-
dends are credited to the account, and if the crediting thereof has
not served in the meantime to permit in the account any purchasec of
securities or other transactions which could not otherwise have been
effected in accordance with this regulation,

(h) Borrowing and lending securities, - Without regard to the
other provisions of this regulation, a creditor (1) may meke a bona
fide deposit of cash in order to borrow securitics (whcther regis—
tered or unregistered) for the purpose of making delivery, of such se-
curities in the case of short sales, failure to receive securities
he is required to deliver, or other similar cases, and (2) may lend
securities for such purpose against such a deposit.

(i) Credit for clearance of securities, - The extension or main-
tenance of any credit which is maintained for only a fraction of a day
(that is, for only part of the time between the beginning of business
and midnight on the same day). shall be disregarded for the purpose
of this regulation, if it is incidental to the clearance of traansac-
tions in securities directly between members or through an agency or-
ganized or employed by the members of a national securities exchange
for the purpose of effecting such clearance,

(J) Foreign currency. - If foreign currency is capable of being
converted without restriction into United States currency, a creditor
acting in good faith may treat any such foreign currency in an account
as a credit to the account in an amount determined in accordance with
customary practice,

(k) Innocent mistakes, - If any failure to comply with this regu-
lation results from a mistake made in good faith in executing a trans-
action, recording, determining, or calculating any loan, balance, mar-
ket price or loan value, or other similar matter, the creditor shall
not be deemed guilty of a violation of this regulation if promptly
after the discovery of the mistake he takes whatever action may be
practicable in the circumstances to remedy the nistake,
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SECTION 7, M SCELLANEOUS PROVISIONS

(a) Arranging for loans by others. - A creditor may arrange for the
extension or maintenance of credit to or for any customer of such credi-
tor by any person upon the same terms and conditions as those upon which
the creditor, under the provisions of this regulation, may himself extend
or maintain such credit to such customer, but only upon such terms and
conditions, except that this limitation shall not apply with respect to
the arranging by a creditor for a bank subject to Regulation U to extend
or maintain credit on registered securities or exempted securities.,

(b) Maintenance of credit. - Except as otherwise specifically forbid-
den by this regulation, any credit initially cxtended without violation
of this regulation may be maintained regardless of (1) reductions in the
customer!s equity resulting from changes in market prices, (2) the fact
that any security in an account ceases to be registered or exempted, and
(3) any change in the maximum loan values or margin requirements pre-
scribed by the Board under this regulation. In maintaining any such
credit, the creditor may accept or retain for his own protection addi-
tional collateral of any description, including unregistered securities.

(c) Declaration as to purpose of loan. - Every extension of credit on
a registered security (other than an exempted security) shall be deemed
to be for the purpose of purchasing or carrying or trading in securities,
unless the customer shall file with the creditor a written declaration
signed by the customer which shall state the use to be made of such
credit and which shall state specifically that such credit is neither
for the purpose of purchasing or carrying or trading in securities nor
for the purpose of evading or circumventing the provisions of this regu-
lation. In connection with any extension of credit, a creditor may rely
upon such a written declaration unless he knows the statement to be false
or has information which would put a prudent man upon inquiry and if in-
vestigated witihh reasonable diligence would lead to the discovery of the
falsity of the statement,

(d) Reports. - Every creditor shall make such reports as the Board
may require to enable the Board to perform the functions conferred upon
it by the Act.

(e) Additional requirements by exchanges and creditors. -~ Nothing in
this regulation shall (1) prevent any exchange from adopting and enforc-
ing any rule or regulation further restricting the time or manner in
which its members must obtain initial or additional margin in customers'
accounts because of transactions effected in such accounts, or requir-
ing such members to secure or maintain higher margins, or further re-
stricting the amount of credit which may be extended or maintained by
then, or (2) modify or restrict the right of any creditor to require ad-
ditional security for the maintenance of any credit, to refuse to extend
credit, or to sell any securities or property held as collateral for any
loan or credit extended by him,
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SUPPLEMENT TO REGULATION T

ISSUED BY THE BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

' Effective Jenuary 1, 1938.

Maximum loan value for generzl accounts. - The maximum loan

value of a registered security (other than an exempted security)
in a general account, subject to section 3 of Regulation T, shall
be 60 percent of its current market value.

Maximum loan value for special omnibus accounts. - The maximum

loan value of a registered security (other than an exempted security)
in a special omnibus account, subject to section 4 of Regulation T,
shall be 75 percent of its current market value.

Margin required for short sales. - The smount to be included in

the adjusted debit balance 6f a general account pursuant to sectign
3(a)(3) of Regulation T, as margin required for short sales of securi-
ties (other than exempted securitiés) chall be 50 percent of the cur-
rent market value of each such security, and in the case of a specisal
ommibus account with ¢nother nember, broker or dealer, such amount

shell be 35 percent of such current market velue,
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Amendment No. 11 of Regulation T -~ Effective December 6, 1937

BE IT RESOLVED, That, effective December 6, 1937, Regulation T, as
amended, is further amended by adding at the end thereof after section 12

a new section reading as follows:

SECTION 13, SPECIAL COMMODITY ACCOUNT

Notwithstanding any other provision of this regulation:

(a) In a special commodity account recorded separately, a creditor may
effect and carry for any customer transactions in commodities, and such a
special account when so recorded shall be excluded from all calculations
involving any combined account or any other special account; and

(b) On or before December 31, 1937, the crediﬁor shall transfer to the
special commodity account of a customer from the combined account and from
any other special account of such customer (1) all open trades or contracts
in commodities carried in such combined account or such other special ac-
count, together with (2) funds in an amount equal to the amount of margin
customarily required by the creditor on all such opén trades or contracts
éo transferred plus any net loss on such open trades or contracts OR minus
any net profit (not exceeding such margin) on such open trades or con-
tracts,

A special commodity account established pursuant to this section shall
not be used in any way for the purpose of evading or circumventing any of
the provisions of this regulation. If a customer has with a creditor both
a combined account and such a special commodity account, the creditor shall
treat the special commodity account as if the customer had with the creditor

no combined account.
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