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INTERPRETATION Of LAW OR REGULATION 

(Copies to be sent to all Federal reserve banks) 

November 5, 1938. 

Mr. , Vice President, 
Federal Reserve Bank of -----

Dear Mr. 

Reference is made to your letter of October 27, 1958 r~
garding the proper maximum loan value under Regulation U for col
la t1}ral other than stocks. 

The Board agrees with your views on the question and also 
agrees that it would be advisable to publish a ruling on the point. 
Accordingly, the ruling sot forth below will be published in tho 
Federal Rc:serve Bulletin. 

Maximum Loan Value of Bonds under Regulation U 

Section l of Regulation U provides in part that for 
the purposes of that regulation the maximum loan value 
of stocks shall be as specified in the supplement to the 
regulation and the maximum loan value of arzy collateral 
other than stocks shall be "as determined by the bank in 
good faith". 

This means, in effect, that for such purposes the 
maximum loan value of collateral oth:;r than stocks should 
be the amount which the bank would customarily lend on 
such collateral if that were the only collateral for the 
loan. Consequently, a bank may not determine that such 
other collateral, as for example a bond, has a maxim-u.m 
loan value equal to its current market value unless the 
bank would customarily lend such amotm t on the collateral 
without any additional collateral. 

It is believed that the regulation is clear on this 
point, but since it has developed that there may have 
been some confusion regurding the matter, it has seemed 
desirable to publish the foregoing to remove any mis
understanding that may have existed in thin connection. 

Very truly yours, 

(Signed) L. P. Bethea 

L. P. Bethea, 
Assistunt Secret.';lr'J. 
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