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INTERPRETATION OF LAW OR REGULATION 

(Copies to be sent to all Federal Reserve banks) 

August 11, 1939 

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

Dear Mr. : 

Reference is made to your letter of July 29, 1939, request-
ing a ruling with respect to section 6(c) of the Board's Regulation 
T, which section relates to guaranteed accounts. 

Section 3(b) of Regulation T provides that when all of the 
transactions on any day in a customer's general account, combined, 
have the effect of creating or increasing an excess of the adjusted 
debit balance of the account over the maximum loan value of the se-
curities in the account, the creditor must obtain the deposit of a 
certain amount of cash or securities. Section 6(c) permits certain 
deductions in the calculation of the adjusted debit balance of a 
general account that is guaranteed by another customer, so that 
transactions may be effected therein without creating or increasing 
such an excess. 

The pertinent provisions of section 6(c) are as follows; 

"In case a general account maintained by a creditor 
for one customer is guaranteed in writing by another cus-
tomer for whom the creditor maintains a general account, 
the adjusted debit balance of the guaranteed account may, 
at the option of the creditor, be computed by deducting 
from the sum of the items specified in section 3(d) an 
amount not greater than the excess of the maximum loan 
value of the securities in the guarantor's general ac-
count over the adjusted debit balance of such guaran-
tor's account calculated without the addition thereto 
prescribed by the following paragraph, provided (l) the 
guarantor is not a creditor, (2) a duplicate original 
of the guarantee has been filed with the secretary of a 
national securities exchange of which the creditor is a 
member or through which his transactions are effected, 
and (3) the guarantee permits the creditor to use funds 
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and securities in the guarantor's account to carry the 
guaranteed account without restriction, except that the 
guarantee may be limited to a specified amount and in 
that event the deduction shall not exceed such amount. 

"In case a guarantee has served to permit in the 
guaranteed account any transaction which could not other-
wise have been effected in accordance with this regula-
tion: (A) the adjusted debit balance of the guarantor's 
account shall be computed try adding to the sum of the 
items specified in section 5(d) an amount equal to the 
deduction made pursuant to the preceding paragraph; 
* * * „ ii 

The question which you have presented relates to the fol-
lowing set of circumstances: Customer A, not a creditor, has exe-
cuted a guarantee of the general account of Customer B and a duplicate 
original of the guarantee is properly on file with the secretary of 
a national securities exchange. Customer B, also not a creditor, has 
executed a guarantee of the general account of Customer C and a du-
plicate original of the guarantee is likewise filed with the secretary 
of a national securities exchange. Neither of the guarantees is re-
stricted as to amount. 

The maximum loan value of the securities in the general 
account of Customer A exceeds the adjusted debit balance of the ac-
count by an amount greater than #400. The maximum loan value of 
the securities in the general account of Customer B just equals the 
adjusted debit balance of the account. The maximum loan value of 
the securities in the general account of C is less than the adjusted 
debit balance of the accoufit. 

The question is whether the creditor may utilize the ex-
cess loan value in the general account of Customer A in effecting 
for the general account of Customer C a purchase of registered non-
exempted securities at a total cost of $1,000. 

While the use of such indirect guarantees is rather un-
usual, the Board is of the opinion that the answer to the question 
is in the affirmative provided the terms of the guarantee executed 
by Customer A are such that, as a matter of general law and without 
regard to Regulation T, the guarantee clearly covers Customer C's 
account and provided, of course, that all other requirements of 
section 6(c) are met. The question whether Customer A's guarantee 
extends, as a matter of general law, to Customer C's account would, 
of course, depend upon the terms of the particular guarantee. 
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If the necessary requirements are met, the creditor may-
first deduct $400 from the sum of the other items used in comput-
ing the adjusted debit balance of Customer B's general account and 
then make the same deduction in Customer C's general account. 
Under the present provisions of the supplement to Regulation T 
the $1,000 of securities purchased would have a maximum loan value 
of $>600, and there would be no increase in the excess of the ad-
justed debit balance of Customer C's general account over the 
maximum loan value of the securities in the account. After these 
transactions, the adjusted debit balances in the general accounts 
of both Customer A and Customer B would be computed by adding 
$400 to the sum of the other items included, although in the case 
of Customer B's account the #400 addition would be offset by the 
equal deduction resulting, as indicated above, from Customer A's 
guarantee. 

Veiy truly yours, 

(Signed) L. P. Bethea 

L. P. Bethea, 
Assistant Secretary. 
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