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‘‘investment banking service’’ and the
credit does not violate Regulations G
and U. Investment banking services are
defined to include, but not be limited
to, ‘‘underwritings, private placements,
and advice and other services in con-
nection with exchange offers, mergers,
or acquisitions, except for
underwritings that involve the public
distribution of an equity security with
installment or other deferred-payment
provisions.’’ To comply with Regula-
tions G and U where the proceeds of
debt securities sold under Rule 144A
may be used to purchase or carry mar-
gin stock and the debt securities are
secured in whole or in part, directly or
indirectly by margin stock (see 12 CFR
207.2(f), 207.112, and 221.2(g)), the mar-
gin requirements of the regulations
must be met.

(e) The SEC’s objective in adopting
Rule 144A is to achieve ‘‘a more liquid
and efficient institutional resale mar-
ket for unregistered securities.’’ To
further this objective, the Board be-
lieves it is appropriate for Regulation
T purposes to characterize the partici-
pation of broker-dealers in this unique
and limited market as an ‘‘investment
banking service.’’ The Board is there-
fore of the view that the purchase by a
creditor of debt securities for resale
pursuant to SEC Rule 144A may be con-
sidered an investment banking service
under the arranging section of Regula-
tion T. The market-making activities
of broker-dealers who hold themselves
out to other institutions as willing to
buy and sell Rule 144A securities on a
regular and continuous basis may also
be considered an arranging of credit
permissible under § 220.13(a) of Regula-
tion T.
[Reg. T, 55 FR 29566, July 20, 1990]

§ 220.132 Credit to brokers and deal-
ers.

For text of this interpretation, see
§ 207.114 of this subchapter.
[Reg. T, 61 FR 60167, Nov. 26, 1996]

PART 221—CREDIT BY BANKS FOR
THE PURPOSE OF PURCHASING
OR CARRYING MARGIN STOCK
(REGULATION U)
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AUTHORITY: 15 U.S.C. 78c, 78g, 78q, and 78w.

SOURCE: Reg. U, §§ 221.1 through 221.8 ap-
pear at 48 FR 35076, Aug. 3, 1983, unless other-
wise noted.

EDITORIAL NOTES: (1) A copy of each form
referred to in this part is filed as a part of
the original document. Copies are available
upon request to the Board of Governors of
the Federal Reserve System or any Federal
Reserve Bank.

(2) See the List of CFR Sections Affected
in the Finding Aids section of this volume
for FR citations to Part 221 OTC Margin
Stocks changes.

§ 221.1 Authority, purpose, and scope.
(a) Authority. Regulation U (‘‘this

part’’) is issued by the Board of Gov-
ernors of the Federal Reserve System
(‘‘the Board’’) pursuant to the Securi-
ties Exchange Act of 1934 (the ‘‘Act’’)
(15 U.S.C. 78a et seq.).

(b) Purpose and scope. This part im-
poses credit restrictions upon ‘‘banks’’
(as defined in § 221.2(b) of this part)
that extend credit for the purpose of
buying or carrying margin stock if the
credit is secured directly or indirectly
by margin stock. Banks may not ex-
tend more than the maximum loan
value of the collateral securing such
credit, as set by the Board in § 221.8
(the Supplement).

[Reg. U, 48 FR 35076, Aug. 3, 1983; 48 FR 37361,
Aug. 18, 1983]

§ 221.2 Definitions.
The terms used in this part have the

meanings given them in section 3(a) of
the Act or as defined in this section.

(a) Affiliate means: (1) Any bank hold-
ing company of which a bank is a sub-
sidiary within the meaning of the Bank
Holding Company Act of 1956, as
amended (12 U.S.C. 1841(d));

(2) Any other subsidiary of such bank
holding company; and

(3) Any other corporation, business
trust, association, or other similar or-
ganization that is an affiliate as de-
fined in section 2(b) of the Banking Act
of 1933 (12 U.S.C. 221a(c)).

(b)(1) Bank has the meaning given to
it in section 3(a)(6) of the Act (15 U.S.C.
78c(a)(6)) and includes: (i) Any subsidi-
ary of a bank;

(ii) Any corporation organized under
section 25(a) of the Federal Reserve Act
(12 U.S.C. 611); and

(iii) Any agency or branch of a for-
eign bank located within the United
States.

(2) Bank does not include: (i) Any
savings and loan association,

(ii) Any credit union,
(iii) Any lending institution that is

an instrumentality or agency of the
United States, or

(iv) Any member of a national securi-
ties exchange.

(c) Carrying credit is credit that en-
ables a customer to maintain, reduce,
or retire indebtedness originally in-
curred to purchase a security that is
currently a margin stock.

(d) Current market value of (1) a secu-
rity means: (i) If quotations are avail-
able, the closing sale price of the secu-
rity on the preceding business day, as
appearing on any regularly published
reporting or quotation service; or

(ii) If there is no closing sale price,
the bank may use any reasonable esti-
mate of the market value of the secu-
rity as of the close of business on the
preceding business day; or

(iii) If the credit is used to finance
the purchase of the security, the total
cost of purchase, which may include
any commissions charged.

(2) Any other collateral means a
value determined by any reasonable
method in accordance with sound
banking practices.

(e) Customer includes any person or
persons acting jointly, to or for whom
a bank extends or maintains credit.

(f) Good faith with respect to: (1) The
loan value of collateral, means that
amount (not exceeding 100 per cent of
the current market value of the collat-
eral) which a bank, exercising sound
banking judgment, would lend, without
regard to the customer’s other assets
held as collateral in connection with
unrelated transactions.

(2) Accepting notice or certification
from or on behalf of a customer means
that the bank or its duly authorized
representative is alert to the cir-
cumstances surrounding the credit, and
if in possession of information that
would cause a prudent person not to
accept the notice or certification with-
out inquiry, investigates and is satis-
fied that it is truthful;
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(g) Indirectly secured (1) Includes any
arrangement with the customer under
which:

(i) The customer’s right or ability to
sell, pledge, or otherwise dispose of
margin stock owned by the customer is
in any way restricted while the credit
remains outstanding; or

(ii) The exercise of such right is or
may be caused for accelerating the ma-
turity of the credit.

(2) Does not include such an arrange-
ment if:

(i) After applying the proceeds of the
credit, not more than 25 percent of the
value (as determined by any reasonable
method) of the assets subject to the ar-
rangement is represented by margin
stock;

(ii) It is a lending arrangement that
permits accelerating the maturity of
the credit as a result of a default or re-
negotiation of another credit to the
customer by another lender that is not
an affiliate of the bank;

(iii) The bank holds the margin stock
only in the capacity of custodian, de-
positary, or trustee, or under similar
circumstances, and, in good faith, has
not relied upon the margin stock as
collateral; or

(iv) The bank, in good faith, has not
relied upon the margin stock as collat-
eral in extending or maintaining the
particular credit.

(h) Margin stock means: (1) Any eq-
uity security registered or having un-
listed trading privileges on a national
securities exchange;

(2) Any OTC margin stock;
(3) Any OTC security designated as

qualified for trading in the National
Market System under a designation
plan approved by the Securities and
Exchange Commission (NMS security);

(4) Any debt security convertible into
a margin stock or carrying a warrant
or right to subscribe to or purchase a
margin stock;

(5) Any warrant or right to subscribe
to or purchase a margin stock; or

(6) Any security issued by an invest-
ment company registered under section
8 of the Investment Company Act of
1940 (15 U.S.C. 80a–8), other than:

(i) A company licensed under the
Small Business Investment Company
Act of 1958, as amended (15 U.S.C. 661);
or

(ii) A company which has at least 95
percent of its assets continuously in-
vested in exempted securities (as de-
fined in 15 U.S.C. 78c(a)(12)); or

(iii) A company which issues face-
amount certificates as defined in 15
U.S.C. 80a–2(a)(15), but only with re-
spect of such securities.

(i) Maximum loan value is the percent-
age of current market value assigned
by the Board under § 221.8 of this part
to specified types of collateral. The
maximum loan value of margin stock
is stated as a percentage of its current
market value. Puts, calls and combina-
tions thereof have no loan value except
for purposes of § 221.5(c)(10) of this part.
All other collateral has good faith loan
value.

(j) OTC margin stock is any equity se-
curity not traded on a national securi-
ties exchange that the Board has deter-
mined has the degree of national inves-
tor interest, the depth and breadth of
market, the availability of information
respecting the security and its issuer,
and the character and permanence of
the issuer to warrant being treated like
an equity security traded on a national
securities exchange. An OTC stock is
not considered to be an OTC margin
stock unless it appears on the Board’s
periodically published list of OTC mar-
gin stocks.

(k) Purpose credit is any credit for the
purpose, whether immediate, inciden-
tal, or ultimate, of buying or carrying
margin stock.

[Reg. U, 48 FR 35076, Aug. 3, 1983, as amended
at 50 FR 10934, Mar. 19, 1985]

§ 221.3 General requirements.

(a) Extending, maintaining, and ar-
ranging credit—(1) Extending credit. No
bank shall extend any purpose credit,
secured directly or indirectly by mar-
gin stock, in an amount that exceeds
the maximum loan value of the collat-
eral securing the credit. The maximum
loan value of margin stock (set forth in
§ 221.8 of this part) is assigned by the
Board in terms of a percentage of the
current market value of the margin
stock. All other collateral has good
faith loan value, as defined in § 221.2(f)
of this part.
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(2) Maintaining credit. A bank may
continue to maintain any credit ini-
tially extended in compliance with this
part, regardless of:

(i) Reduction in the customer’s eq-
uity resulting from change in market
prices;

(ii) Change in the maximum loan
value prescribed by this part; or

(iii) Change in the status of the secu-
rity (from nonmargin to margin) secur-
ing an existing purpose credit.

(3) Arranging credit. No bank may ar-
range for the extension or maintenance
of any purpose credit, except upon the
same terms and conditions under which
the bank itself may extend or maintain
purpose credit under this part.

(b) Purpose statement. Except for cred-
it extended under paragraph (c) of this
section, whenever a bank extends cred-
it secured directly or indirectly by any
margin stock, in an amount exceeding
$100,000, the bank shall require its cus-
tomer to execute Form FR U–1 (OMB
No. 7100–0115), which shall be signed
and accepted by a duly authorized offi-
cer of the bank acting in good faith.

(c) Purpose statement for revolving-
credit or multiple-draw agreements. (1) If
a bank extends credit, secured directly
or indirectly by any margin stock, in
an amount exceeding $100,000, under a
revolving-credit or other multiple-draw
agreement, Form FR U–1 can either be
executed each time a disbursement is
made under the agreement, or at the
time the credit arrangement is origi-
nally established.

(2) If a purpose statement executed at
the time the credit arrangement is ini-
tially made indicates that the purpose
is to purchase or carry margin stock,
the credit will be deemed in compli-
ance with this part if the maximum
loan value of the collateral at least
equals the aggregate amount of funds
actually disbursed. For any purpose
credit disbursed under the agreement,
the bank shall obtain and attach to the
executed Form FR U–1 a current list of
collateral which adequately supports
all credit extended under the agree-
ment.

(d) Single credit rule. (1) All purpose
credit extended to a customer shall be
treated as a single credit, and all the
collateral securing such credit shall be

considered in determining whether or
not the credit complies with this part.

(2) A bank that has extended purpose
credit secured by margin stock may
not subsequently extend unsecured
purpose credit to the same customer
unless the combined credit does not ex-
ceed the maximum loan value of the
collateral securing the prior credit.

(3) If a bank extended unsecured pur-
pose credit to a customer prior to the
extension of purpose credit secured by
margin stock, the credits shall be com-
bined and treated as a single credit
solely for the purposes of the with-
drawal and substitution provision of
paragraph (f) of this section.

(4) If a bank extends purpose credit
secured by any margin stock and non-
purpose credit to the same customer,
the bank shall treat the credits as two
separate loans and may not rely upon
the required collateral securing the
purpose credit for the nonpurpose cred-
it.

(e) Mixed collateral loans. A purpose
credit secured in part by margin stock,
and in part by other collateral shall be
treated as two separate loans, one se-
cured by margin stock and one by all
other collateral. A bank may use a sin-
gle credit agreement, if it maintains
records identifying each portion of the
credit and its collateral.

(f) Withdrawals and substitutions. (1) A
bank may permit any withdrawal or
substitution of cash or collateral by
the customer if the withdrawal or sub-
stitution would not:

(i) Cause the credit to exceed the
maximum loan value of the collateral;
or

(ii) Increase the amount by which the
credit exceeds the maximum loan value
of the collateral.

(2) For purposes of this section, the
maximum loan value of the collateral
on the day of the withdrawal or substi-
tution shall be used.

(g) Exchange offers. To enable a cus-
tomer to participate in a reorganiza-
tion, recapitalization or exchange offer
that is made to holders of an issue of
margin stock, a bank may permit sub-
stitution of the securities received. A
nonmargin, nonexempted security ac-
quired in exchange for a margin stock
shall be treated as if it is margin stock
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for a period of 60 days following the ex-
change.

(h) Renewals and extensions of matu-
rity. A renewal or extension of matu-
rity of a credit need not be considered
a new extension of credit if the amount
of the credit is increased only by the
addition of interest, service charges, or
taxes with respect to the credit.

(i) Transfers of credit. (1) A transfer of
a credit between customers or banks or
between a bank and a lender subject to
part 207 of this chapter shall not be
considered a new extension of credit if:

(i) The original credit was extended
by a bank in compliance with this part
or by a lender subject to part 207 of
this chapter in a manner that would
have complied with this part;

(ii) The transfer is not made to evade
this part or part 207 of this chapter;

(iii) The amount of credit is not in-
creased; and

(iv) The collateral for the credit is
not changed.

(2) Any transfer between customers
at the same bank shall be accompanied
by a statement by the transferor cus-
tomer describing the circumstances
giving rise to the transfer and shall be
accepted and signed by an officer of the
bank acting in good faith. The bank
shall keep such statement with its
records of the transferee account.

(3) When a transfer is made between
banks or between a bank and a lender
subject to part 207 of this chapter, the
transferee shall obtain a copy of the
Form FR U–1 or Form FR G–3 origi-
nally filed with the transferor and re-
tain the copy with its records of the
transferee account. If no form was
originally filed with the transferor, the
transferee may accept in good faith a
statement from the transferor describ-
ing the purpose of the loan and the col-
lateral securing it.

(j) Action for bank’s protection. Noth-
ing in this part shall require a bank to
waive or forego any lien or prevent a
bank from taking any action it deems
necessary in good faith for its protec-
tion.

(k) Mistakes in good faith. A mistake
in good faith in connection with the ex-
tension of maintenance of credit shall
not be a violation of this part.

(l) Lack of notice of NMS security des-
ignation. Failure to treat an NMS secu-

rity as a margin stock in connection
with an extension of credit shall not be
deemed a violation of this part if the
designation is made between quarterly
publications of the Board’s List of OTC
Margin Stocks and the bank does not
have actual notice of the designation.

[Reg. U, 48 FR 35076, Aug. 3, 1983, as amended
at 49 FR 35758, Sept. 12, 1984; 52 FR 35683,
Sept. 23, 1987; 56 FR 46111, Sept. 10, 1991; 56
FR 66120, Dec. 20, 1991]

§ 221.4 Agreements of nonmember
banks.

(a) Banks that are not members of
the Federal Reserve System shall file
an agreement that conforms to the re-
quirements of section 8(a) of the Act
(See Form T–1 for domestic nonmem-
ber banks and Form T–2 for all other
nonmember banks) prior to extending
any credit secured by any nonexempt
security registered on a national secu-
rities exchange to persons subject to
Part 220 of this chapter, who are bor-
rowing in the ordinary course of busi-
ness.

(b) Any nonmember bank may termi-
nate its agreement upon written notifi-
cation to the Board.

§ 221.5 Special purpose loans to bro-
kers and dealers.

(a) Special purpose loans. A member
bank and a nonmember bank that is in
compliance with § 221.4 of this part,
may extend and maintain purpose cred-
it to brokers and dealers without re-
gard to the limitations set forth in
§§ 221.3 and 221.8 of this part, if the
credit is for any of the specific pur-
poses and meets the conditions set
forth in paragraph (c) of this section.

(b) Written notice. Prior to extending
credit for more than a day under this
section, the bank shall obtain and ac-
cept in good faith a written notice or
certification from the borrower as to
the purposes of the loan. The written
notice or certification shall be evi-
dence of continued eligibility for the
special credit provisions until the bor-
rower notifies the bank that it is no
longer eligible or the bank has infor-
mation that would cause a reasonable
person to question whether the credit
is being used for the purpose specified.

(c) Types of special purpose credit. The
types of credit that may be extended
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and maintained on a good faith basis
are as follows:

(1) Hypothecation loans. Credit se-
cured by hypothecated customer secu-
rities that, according to written notice
received from the broker or dealer,
may be hypothecated by the broker or
dealer under Securities and Exchange
Commission (‘‘SEC’’) rules.

(2) Temporary advances in payment-
against-delivery transactions. Credit to
finance the purchase or sale of securi-
ties for prompt delivery, if the credit is
to be repaid upon completion of the
transaction.

(3) Loans for securities in transit or
transfer. Credit to finance securities in
transit or surrendered for transfer, if
the credit is to be repaid upon comple-
tion of the transaction.

(4) Intra-day loans. Credit to enable a
broker or dealer to pay for securities, if
the credit is to be repaid on the same
day it is extended.

(5) Arbitrage loans. Credit to finance
proprietary or customer bona fide arbi-
trage transactions. For the purpose of
this section bona fide arbitrage means:

(i) Purchase or sale of a security in
one market, together with an offset-
ting sale or purchase of the same secu-
rity in a different market at nearly the
same time as practicable, for the pur-
pose of taking advantage of a dif-
ference in prices in the two markets; or

(ii) Purchase of a security that is,
without restriction other than the pay-
ment of money, exchangeable or con-
vertible within 90 calendar days of the
purchase into a second security, to-
gether with an offsetting sale of the
second security at or about the same
time, for the purpose of taking advan-
tage of a concurrent disparity in the
price of the two securities.

(6) Distribution loans. Credit to fi-
nance the distribution of securities to
customers.

(7) Odd-lot loans. Credit to finance the
odd lot transactions of a person reg-
istered as an odd lot dealer on a na-
tional securities exchange.

(8) Emergency loans. Credit that is es-
sential to meet emergency needs of the
broker-dealer business arising from ex-
ceptional circumstances.

(9) Capital contribution loans. (i) Cred-
it that Board has exempted by order
upon a finding that the exemption is

necessary or appropriate in the public
interest or for the protection of inves-
tors, provided the Securities Investor
Protection Corporation certifies to the
Board that the exemption is appro-
priate; or

(ii) Credit to a customer for the pur-
pose of making a subordinated loan or
capital contribution to a broker or
dealer in conformity with the SEC’s
net capital rules and the rules of the
broker’s or dealer’s examining author-
ity, provided:

(A) The customer reduces the credit
by the amount of any reduction in the
loan or contribution to the broker or
dealer; and

(B) The credit is not used to purchase
securities issued by the broker or deal-
er in a public distribution.

(10) Loans to specialists. Credit ex-
tended to finance the specialty secu-
rity and permitted offset positions of
members of a national securities ex-
change who are registered and acting
as specialists on the exchange, pro-
vided the credit is extended on a good
faith loan value basis.

(11) OTC market maker credit. Credit
to a dealer who has given written no-
tice to the bank that it is a ‘‘qualified
OTC market maker’’ in an OTC margin
security as defined in SEC Rule 3b–8 (17
CFR 240.3b–8) and that the credit will
be used solely for the purpose of financ-
ing the market making activity, pro-
vided the credit is extended on a good
faith loan value basis.

(12) Third market maker loans. Credit
to a dealer who has given written no-
tice to the bank that it is a ‘‘qualified
third market maker,’’ as defined in
SEC Rule 3b–8 (17 CFR 240.3b–8), and
that the credit will be used solely for
the purpose of financing positions in
securities assumed as a ‘‘qualified third
market maker,’’ provided the credit is
extended on a good faith loan value
basis.

(13) Block positioner credit. Credit to a
dealer who has given written notice to
the bank that it is a ‘‘qualified block
positioner’’ for a block of securities, as
defined in SEC Rule 3b–8 (17 CFR
240.3b–8), and that the credit will be
used to finance a position in that
block, provided the credit is extended
on a good faith loan value basis.
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[Reg. U, 48 FR 35076, Aug. 3, 1983, as amended
at 48 FR 37361, Aug. 18, 1983]

§ 221.6 Exempted transactions.
A bank may extend and maintain

purpose credit without regard to the
provisions of this part if such credit is
extended:

(a) To any bank;
(b) To any foreign banking

insititution;
(c) Outside the United States;
(d) To an employee stock ownership

plan (ESOP) qualified under section 401
of the Internal Revenue Code (26 U.S.C.
401);

(e) To any ‘‘plan lender’’ as defined in
part 207 of this chapter to finance such
a plan, provided the bank has no re-
course to any securities purchased pur-
suant to the plan;

(f) To any customer, other than a
broker or dealer, to temporarily fi-
nance the purchase or sale of securities
for prompt deliver, if the credit is to be
repaid in the ordinary course of busi-
ness upon completion of the trans-
action;

(g) Against securities in transit, if
the credit is not extended to enable the
customer to pay for securities pur-
chased in an account subject to Part
220 of this chapter; or

(h) To enable a customer to meet
emergency expenses not reasonably
foreseeable, and if the extension of
credit is supported by a statement exe-
cuted by the customer and accepted
and signed by an officer of the bank
acting in good faith. For this purpose,
emergency expenses include expenses
arising from circumstances such as the
death or disability of the customer, or
some other change in circumstances in-
volving extreme hardship, not reason-
ably foreseeable at the time the credit
was extended. The opportunity to real-
ize monetary gain or to avoid loss is
not a ‘‘change in circumstances’’ for
this purpose.

§ 221.7 Requirements for the list of
OTC margin stocks.

(a) Requirements for inclusion on the
list. Except as provided in paragraph (d)
of this section, an OTC margin stock
shall meet the following requirements:

(1) Four or more dealers stand willing
to, and do in fact, make a market in

such stock and regularly submit bona
fide bids and offers to an automated
quotations system for their own ac-
counts;

(2) The minimum average bid price of
such stock, as determined by the
Board, is at least $5 per share;

(3) The stock is registered under sec-
tion 12 of the Act, is issued by an insur-
ance company subject to section
(12)(g)(2)(G) of the Act, is issued by a
closed end investment management
company subject to registration pursu-
ant to section 8 of the Investment
Company Act of 1940 (15 U.S.C. 80a–8),
is an American Depository Receipt
(ADR) of a foreign issuer whose securi-
ties are registered under section 12 of
the Act, or is a stock of an issuer re-
quired to file reports under section
15(d) of the Act;

(4) Daily quotations for both bid and
asked prices for the stock are continu-
ously available to the general public;

(5) The stock has been publicly trad-
ed for at least six months;

(6) The issuer had at least $4 million
of capital, surplus, and undivided prof-
its;

(7) There are 400,000 or more shares of
such stock outstanding in addition to
shares held beneficially by officers, di-
rectors or beneficial owners of more
than 10 percent of the stock;

(8) There are 1,200 or more holders of
record, as defined in SEC Rule 12g5–1
(17 CFR 240.12g5–1), of the stock who
are not officers, directors or beneficial
owners of ten percent or more of the
stock, or the average daily trading vol-
ume of such a stock as determined by
the Board, is at least 500 shares; and

(9) The issuer or a predecessor in in-
terest has been in existence for at least
three years.

(b) Requirements for continued inclu-
sion on the list. Except as provided in
paragraph (d) of this section, an OTC
margin stock shall meet the following
requirements:

(1) Three or more dealers stand will-
ing to, and do in fact make a market in
such stock and regularly submit bona
fide bids and offers to an automated
quotations system for their own ac-
counts;

(2) The minimum average bid price of
such stocks, as determined by the
Board, is at least $2 per share;
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(3) The stock is registered as speci-
fied in paragraph (a)(3) of this section;

(4) Daily quotations for both bid and
asked prices for the stock are continu-
ously available to the general public;

(5) The issuer has at least $1 million
of capital, surplus, and undivided prof-
its;

(6) There are 300,000 or more shares of
such stock outstanding in addition to
shares held beneficially by officers, di-
rectors, or beneficial owners of more
than 10 percent of the stock; and

(7) There continue to be 800 or more
holders of record, as defined in SEC
Rule 12g5–1 (17 CFR 240.12g5–1), of the
stock who are not officers, directors, or
beneficial owners of ten percent or
more of the stock, or the average daily
trading volume of such stock, as deter-
mined by the Board, is at least 300
shares.

(c) Removal from the list. The Board
shall periodically remove from the list
any stock that:

(1) Ceases to exist or of which the
issuer ceases to exist, or

(2) No longer substantially meets the
provisions of paragraph (b) of this sec-
tion or § 221.2(j).

(d) Discretionary authority of Board.
Without regard to the other paragraphs
of this section, the Board may add to,
or omit or remove from, the OTC mar-
gin stock list, any equity security, if in
the judgment of the Board, such action
is necessary or appropriate in the pub-
lic interest.

(e) Unlawful representations. It shall
be unlawful for any bank to make, or
cause to be made, any representation
to the effect that the inclusion of a se-
curity on the list of OTC margin stocks
is evidence that the Board or the SEC
has in any way passed upon the merits
of, or given approval to, such security
or any transactions therein. Any state-
ment in an advertisement or other
similar communication containing a
reference to the Board in connection
with the list or stocks on that list shall
be an unlawful representation.

§ 221.8 Supplement, maximum loan
value of margin stock and other col-
lateral.

(a) Maximum loan value of margin
stock. The maximum loan value of any

margin stock expect options is fifty per
cent of its current market value.

(b) Maximum loan value of nonmargin
stock and all other collateral. The maxi-
mum loan value of nonmargin stock
and all other collateral except puts,
calls, or combinations thereof is their
good faith loan value.

(c) Maximum loan value of options. Ex-
cept for purposes of §221.5(c)(10) of this
part, puts, calls, and combinations
thereof have no loan value.

INTERPRETATIONS

§ 221.101 Determination and effect of
purpose of loan.

(a) Under this part the original pur-
pose of a loan is controlling. In other
words, if a loan originally is not for the
purpose of purchasing or carrying reg-
istered stocks, changes in the collat-
eral for the loan do not change its ex-
empted character.

(b) However, a so-called increase in
the loan is necessarily on an entirely
different basis. So far as the purpose of
the credit is concerned, it is a new
loan, and the question of whether or
not it is subject to this part must be
determined accordingly.

(c) Certain facts should also be men-
tioned regarding the determination of
the purpose of a loan. Section 221.3(a)
provides in that connection that ‘‘a
bank may rely upon a statement with
respect thereto, accepted by the bank
in good faith, signed by an officer of
the bank or by the borrower.’’ The re-
quirement of ‘‘good faith’’ is of vital
importance here. Its application will
necessarily vary with the facts of the
particular case, but it is clear that the
bank must be alert to the cir-
cumstances surrounding the loan. For
example, if the loan is to be made to a
customer who is not a broker or dealer
in securities, but such a broker or deal-
er is to deliver registered stocks to se-
cure the loan or is to receive the pro-
ceeds of the loan, the bank would be
put on notice that the loan would prob-
ably be subject to this part. It could
not accept in good faith a statement to
the contrary without obtaining a reli-
able and satisfactory explanation of
the situation.
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(d) Furthermore, the purpose of a
loan means just that. It cannot be al-
tered by some temporary application of
the proceeds. For example, if a bor-
rower is to purchase Government secu-
rities with the proceeds of a loan, but
is soon thereafter to sell such securi-
ties and replace them with registered
stocks, the loan is clearly for the pur-
pose of purchasing or carrying reg-
istered stocks.

[12 FR 40, Jan. 3, 1947]

§ 221.102 Designation of New York
Stock Exchange for purposes of spe-
cialists transactions.

(a) As amended effective July 20, 1949,
§ 221.3(o) removes the maximum loan
level requirements applicable to credit
for financing the functions of ‘‘special-
ists’’ on an exchange designated by the
Board of Governors of the Federal Re-
serve System.

(b) Effective July 20, 1949, the Board
of Governors of the Federal Reserve
System has designated the New York
Stock Exchange pursuant to § 221.3(o),
as amended, this designation to be ef-
fective until further notice.

[14 FR 4665, July 27, 1949]

§ 221.103 Loans to brokers or dealers.
Questions have arisen as to the ade-

quacy of statements received by lend-
ing banks under § 221.3(a) in the case of
loans to brokers or dealers secured by
stock where the proceeds of the loans
are to be used to finance customer
transactions involving the purchasing
or carrying of registered stocks.

While some such loans may qualify
for exemption under § 221.2, unless they
do qualify for such an exemption they
are subject to this part. For example, if
a loan so secured is made to a broker
to furnish cash working capital for the
conduct of his brokerage business (i.e.,
for purchasing and carrying securities
for the account of customers), the max-
imum loan value prescribed in § 221.4
would be applicable unless the loan
should be of a kind exempted by § 221.2.
This result would not be affected by
the fact that the stock given as secu-
rity for the loan was or included stock
owned by the brokerage firm.

In view of the foregoing, the state-
ment referred to in § 221.3(a) which the

lending bank may accept and rely upon
in good faith in determining the pur-
pose of the loan would be inadequate if
the form of statement accepted or used
by the bank failed to call for answers
which would indicate whether or not
the loan was of the kind discussed
above.

[17 FR 191, Jan. 8, 1952]

§ 221.104 Federal credit unions.

For text of this interpretation, see
§ 220.110 of this subchapter.

[18 FR 4592, Aug. 5, 1953]

§ 221.105 Arranging for extensions of
credit to be made by a bank.

For text of this interpretation, see
§ 220.111 of this subchapter.

[18 FR 5505, Sept. 15, 1953]

§ 221.106 Reliance in ‘‘good faith’’ on
statement of purpose of loan.

(a) Certain situations have arisen
from time to time under this part
wherein it appeared doubtful that, in
the circumstances, the lending banks
may have been entitled to rely upon
the statements accepted by them in de-
termining whether the purposes of cer-
tain loans were such as to cause the
loans to be not subject to the part.

(b) The use by a lending bank of a
statement in determining the purpose
of a particular loan is, of course, pro-
vided for by § 221.3(a). However, under
that paragraph a lending bank may
‘‘rely’’ upon any such statement only if
it is ‘‘accepted by the bank in good
faith.’’ As the Board stated in the in-
terpretation contained in § 221.101, the
‘‘requirement of ‘good faith’ is of vital
importance’’; and, to fulfill such re-
quirement, ‘‘it is clear that the bank
must be alert to the circumstances sur-
rounding the loan’’.

(c) Obviously, such a statement
would not be accepted by the bank in
‘‘good faith’’ if at the time the loan
was made the bank had knowledge,
from any source, of facts or cir-
cumstances which were contrary to the
natural purport of the statement, or
which were sufficient reasonably to put
the bank on notice of the questionable
reliability or completeness of the
statement.
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(d) Furthermore, the same require-
ment of ‘‘good faith’’ is to be applied
whether the statement accepted by the
bank is signed by the borrower or by an
officer of the bank. In either case,
‘‘good faith’’ requires the exercise of
special diligence in any instance in
which the borrower is not personally
known to the bank or to the officer
who processes the loan.

(e) The interpretation set forth in
§ 221.101 contains an example of the ap-
plication of the ‘‘good faith’’ test.
There it was stated that ‘‘if the loan is
to be made to a customer who is not a
broker or dealer in securities, but such
a broker or dealer is to deliver reg-
istered stocks to secure the loan or is
to receive the proceeds of the loan, the
bank would be put on notice that the
loan would probably be subject to this
part. It could not accept in good faith
a statement to the contrary without
obtaining a reliable and satisfactory
explanation of the situation’’.

(f) Moreover, and as also stated by
the aforementioned interpretation con-
tained in § 221.101, the purpose of a loan,
of course, ‘‘cannot be altered by some
temporary application of the proceeds.
For example, if a borrower is to pur-
chase Government securities with the
proceeds of a loan, but is soon there-
after to sell such securities and replace
them with registered stocks, the loan
is clearly for the purpose of purchasing
or carrying registered stocks’’. The
purpose of a loan therefore, should not
be determined upon a narrow analysis
of the immediate use to which the pro-
ceeds of the loan are put. Accordingly,
a bank acting in ‘‘good faith’’ should
carefully scrutinize cases in which
there is any indication that the bor-
rower is concealing the true purpose of
the loan, and there would be reason for
special vigilance if registered stocks
are substituted for bonds or unregis-
tered stocks soon after the loan is
made, or on more than one occasion.

(g) Similarly, the fact that a loan
made on the borrower’s signature only,
for example, becomes secured by reg-
istered stock shortly after the dis-
bursement of the loan usually would
afford reasonable grounds for question-
ing the bank’s apparent reliance upon
merely a statement that the purpose of

the loan was not to purchase or carry
registered stock.

(h) These examples are, of course, by
no means exhaustive. They simply il-
lustrate the fundamental fact that no
statement accepted by a bank is of any
value for the purposes of the regulation
unless ‘‘accepted by the bank in good
faith’’, and that ‘‘good faith’’ requires,
among other things, reasonable dili-
gence to learn the truth.

[18 FR 5505, Sept. 15, 1953]

§ 221.107 Arranging loan to purchase
open-end investment company
shares.

For text of this interpretation, see
§ 220.112 of this subchapter.

[20 FR 1643, Mar. 18, 1955]

§ 221.108 Effect of registration of stock
subsequent to making of loan.

(a) The Board recently was asked
whether a loan by a bank to enable the
borrower to purchase a newly issued
stock during the initial over-the-
counter trading period prior to the
stock becoming registered (listed) on a
national securities exchange would be
subject to this part. The Board replied
that, until such stock is so registered,
this would not be applicable to such a
loan.

(b) The Board has now been asked
what the position of the lending bank
would be under this part if, after the
date on which the stock should become
registered, such bank continued to hold
a loan of the kind just described. It is
assumed that the loan was in an
amount greater than the maximum
loan value for the collateral specified
in this part.

(c) If the stock should become reg-
istered, the loan would then be for the
purpose of purchasing or carrying a
registered stock, and, if secured di-
rectly or indirectly by any stock,
would be subject to this part as from
the date the stock was registered.
Under this part, this does not mean
that the bank would have to obtain re-
duction of the loan in order to reduce
it to an amount no more than the spec-
ified maximum loan value. It does
mean, however, that so long as the
loan balance exceeded the specified
maximum loan value, the bank could
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not permit any withdrawals or substi-
tutions of collateral that would in-
crease such excess; nor could the bank
increase the amount of the loan bal-
ance unless there was provided addi-
tional collateral having a maximum
loan value at least equal to the amount
of the increase. In other words, as from
the date the stock should become reg-
istered, the loan would be subject to
this part in exactly the same way, for
example, as a loan subject to this part
that became under-margined because
of a decline in the current market
value of the loan collateral or because
of a decrease by the Board in the maxi-
mum loan value of the loan collateral.

[21 FR 1094, Feb. 17, 1956]

§ 221.109 Loan to open-end investment
company.

In response to a question regarding a
possible loan by a bank to an open-end
investment company that customarily
purchases stocks registered on a na-
tional securities exchange, the Board
stated that in view of the general na-
ture and operations of such a company,
any loan by a bank to such a company
should be presumed to be subject to
this part as a loan for the purpose of
purchasing or carrying registered
stocks. This would not be altered by
the fact that the open-end company
had used, or proposed to use, its own
funds or proceeds of the loan to redeem
some of its own shares, since mere ap-
plication of the proceeds of a loan to
some other use cannot prevent the ulti-
mate purpose of a loan from being to
purchase or carry registered stocks.

[23 FR 8945, Nov. 18, 1958]

§ 221.110 Questions arising under Reg-
ulation U.

(a) Regulation U governs ‘‘any loan’’
made by a bank ‘‘secured directly or
indirectly by any stock for the purpose
of purchasing or carrying any stock
registered on a national securities ex-
change’’, with certain exceptions, and
provides that the maximum loan value
of such stock shall be a fixed percent-
age ‘‘of its current market value, as de-
termined by any reasonable method.’’

(b) The Board of Governors has re-
cently had occasion to consider the ap-

plication of this language to the three
following questions:

(1) Loan secured by stock. First, is a
loan to purchase or carry registered
stock subject to Regulation U where
made in unsecured form, if stock is
subsequently deposited as security
with the lending bank, and surrounding
circumstances indicate that the parties
originally contemplated that the loan
should be so secured? The Board an-
swered that in a case of this kind, the
loan would be subject to the Regula-
tion, for the following reasons.

(i) The Board has long held, in the
closely related purpose area, that the
original purpose of a loan should not be
determined upon a narrow analysis of
the technical circumstances under
which a loan is made. Instead, the fun-
damental purpose of the loan is consid-
ered to be controlling. Indeed, ‘‘the
fact that a loan made on the borrower’s
signature only, for example, becomes
secured by registered stock shortly
after the disbursement of the loan’’ af-
fords reasonable grounds for question-
ing whether the bank was entitled to
rely upon the borrower’s statement as
to the purpose of the loan. 1953 Bull.
951.

(ii) Where security is involved, stand-
ards of interpretation should be equal-
ly searching. If, for example, the origi-
nal agreement between borrower and
bank contemplated that the loan
should be secured by registered stock,
and such stock is in fact delivered to
the bank when available, the trans-
action must be regarded as fundamen-
tally a secured loan. This view is
strengthened by the fact that the regu-
lation applies to a loan ‘‘secured di-
rectly or indirectly by any stock.’’

(2) Loan to acquire controlling shares.
(i) The second question is whether the
Regulation governs a stock-secured
loan made for the business purpose of
purchasing a controlling interest in a
corporation, or whether such a loan
would be exempt on the ground that
the Regulation is directed solely to-
ward purchases of stock for speculative
or investment purposes. The Board an-
swered that a stock-secured loan for
the purpose of purchasing or carrying
registered stock is subject to the Regu-
lation, regardless of the reason for
which the purchase is made.
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(ii) The answer is required, in the
Board’s view, since the language of the
Regulation is explicitly inclusive, cov-
ering ‘‘any loan * * * secured directly
or indirectly by any stock for the pur-
pose of purchasing or carrying any
stock registered on a national securi-
ties exchange.’’ Moreover, the with-
drawal in 1945 of the original section
2(e) of the Regulation, which exempted
‘‘any loan for the purpose of purchas-
ing a stock from or through a person
who is not a member of a national se-
curities exchange * * *’’ plainly im-
plies that transactions of the sort de-
scribed are now subject to the general
prohibition of section 1.

(3) Determination of ‘‘current market
value.’’ (i) The third question is how to
determine the ‘‘current market value’’
of a block of registered stock which
represents a controlling interest in a
corporation where the block is pur-
chased at a price in excess of the aver-
age of bid and asked prices on the Ex-
change for the day of the purchase, and
also in excess of the average price on
the Exchange over recent months,
while the parties to the loan, on the
other hand, believe the purchase to be
a bargain and report opportunities to
resell at a price which is higher still. In
a case of this kind, the Board believes
that the current market value of the
block is the price at which the actual
purchase was made.

(ii) The Supplement to Regulation U
states that current market value shall
be determined by ‘‘any reasonable
method’’. Regulation T, which, while
not controlling, may throw some light
on the problem, provides that the cur-
rent market value of a security
‘‘throughout the day of its purchase or
sale’’ shall be ‘‘total cost or the net
proceeds of its sale.’’ The Board is of
the opinion that actual sale price in an
arm’s length transaction provides the
best evidence of value. Particularly in
circumstances such as those indicated
above, it must be assumed that this
price reflects intangible factors includ-
ing control.

[24 FR 1858, Mar. 14, 1959]

§ 221.111 Purchase-and-sale substi-
tution on same day.

(a) Amendments to part 221, effective
June 15, 1959 (24 FR 3867), deal, among

other things, with changes in collateral
for a ‘‘restricted loan’’, i.e., a bank
loan that exceeds the maximum loan
value of the collateral therefor. In con-
nection with those amendments an in-
quiry has been received as to whether
the bank may permit a substitution of
collateral for such a loan under the
amended part in a case in which the ex-
cess of the loan over the maximum
loan value is not thereby increased and
the substitution occurs in the form of a
purchase and sale of collateral, both
the purchase and sale orders being exe-
cuted on the same day.

(b) The bank may permit such a pur-
chase-and-sale substitution under the
amended part without additional col-
lateral or reduction in the loan if it
reasonably ascertains, and has evi-
dence thereof in its records, that the
purchase and sale orders were executed
on the same day. The controlling
events which must occur on the same
day are the executions of the purchase
order and sale order, and not the
bank’s receipt or release of stock cer-
tificates. It may be noted that the re-
sult is substantially similar to that
under the June 15, 1959, amendments to
Part 220 of this subchapter. Substi-
tutions that do not involve a same-day
purchase and sale are subject to the
withdrawal limitations under both
parts.

[24 FR 4698, June 10, 1959]

§ 221.112 Loans by bank in capacity as
trustee.

(a) The Board’s advice has been re-
quested whether a bank’s activities in
connection with the administration of
an employees’ savings plan are subject
to this Part 221.

(b) Under the plan, any regular, full-
time employee may participate by au-
thorizing the sponsoring company to
deduct a percentage of his salary and
wages and transmit the same to the
bank as trustee. Voluntary contribu-
tions by the company are allocated
among the participants. A participant
may direct that funds held for him be
invested by the trustee in insurance,
annuity contracts, Series E Bonds, or
in one or more of three specified secu-
rities which are listed on a stock ex-
change. Loans to purchase the stocks
may be made to participants from
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funds of the trust, subject to approval
of the administrative committee,
which is composed of five participants,
and of the trustee. The bank’s right to
approve is said to be restricted to the
mechanics of making the loan, the pur-
pose being to avoid cumbersome proce-
dures.

(c) Loans are secured by the credit
balance of the borrowing participants
in the savings fund, including stock,
but excluding (in practice) insurance
and annuity contracts and government
securities. Additional stocks may be,
but, in practice, have not been pledged
as collateral for loans. Loans are not
made, under the plan, from bank funds,
and participants do not borrow from
the bank upon assignment of the par-
ticipants’ accounts in the trust.

(d) It is urged that loans under the
plan are not subject to this Part 221 be-
cause a loan should not be considered
as having been made by a bank where
the bank acts solely in its capacity of
trustee, without exercise of any discre-
tion.

(e) The Board reviewed this question
upon at least one other occasion in re-
cent years, and full consideration has
again been given to the matter. After
considering the arguments on both
sides, the Board has reaffirmed its ear-
lier view that, in conformity with an
interpretation not published in CFR
which was published at page 874 of the
1946 Federal Reserve Bulletin, this Part
221 applies to the activities of a bank
when it is acting in its capacity as
trustee. Although the bank in that
case had at best a limited discretion
with respect to loans made by it in its
capacity as trustee, the Board con-
cluded that this fact did not affect the
application of the regulation to such
loans.

[25 FR 5923, June 28, 1960]

§ 221.113 Loan which is secured indi-
rectly by stock.

(a) A question has been presented to
the Board as to whether a loan by a
bank to a mutual investment fund is
‘‘secured * * * indirectly by any stock’’
within the meaning of § 221.1, so that
the loan should be treated as subject to
the regulation.

(b) Briefly, the facts are as follows.
Fund X, an open-end investment com-

pany, entered into a loan agreement
with Bank Y, which was (and still is)
custodian of the securities which com-
prise the portfolio of Fund X. The
agreement includes the following
terms, which are material to the ques-
tion before the Board;

(1) Fund X agrees to have an ‘‘asset
coverage’’ (as defined in the agree-
ments) of 400 percent of all its borrow-
ings, including the proposed borrowing,
at the time when it takes down any
part of the loan.

(2) Fund X agrees to maintain an
‘‘asset coverage’’ of at least 300 percent
of its borrowings at all times.

(3) Fund X agrees not to amend its
custody agreement with Bank Y, or to
substitute another custodian without
Bank Y’s consent.

(4) Fund X agrees not to mortgage,
pledge, or otherwise encumber any of
its assets elsewhere than with Bank Y.

(c) In § 221.109 the Board stated that
because of ‘‘the general nature and op-
erations of such a company’’, any
‘‘loan by a bank to an open-end invest-
ment company that customarily pur-
chases stocks registered on a national
securities exchange * * * should be pre-
sumed to be subject to this part as a
loan for the purpose of purchasing or
carrying registered stocks’’ (‘‘purpose
loans’’). The Board’s interpretation
went on to say that—

This would not be altered by the fact that
the open-end company had used, or proposed
to use, its own funds or proceeds of the loan
to redeem some of its own shares * * *.

(d) Accordingly, the loan by Bank Y
to Fund X was and is a ‘‘purpose loan’’.
However, a loan by a bank is not sub-
ject to this part unless (1) it is a pur-
pose loan and (2) it is ‘‘secured directly
or indirectly by any stock’’. In the
present case, the loan is not ‘‘secured
directly’’ by stock in the ordinary
sense, since the portfolio of Fund X is
not pledged to secure the credit from
Bank Y. But the word ‘‘indirectly’’
must signify some form of security ar-
rangement other than the ‘‘direct’’ se-
curity which arises from the ordinary
‘‘transaction that gives recourse
against a particular chattel or land or
against a third party on an obligation’’
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described in the American Law Insti-
tute’s Restatement of the Law of Secu-
rity, page 1. Otherwise the word ‘‘indi-
rectly’’ would be superflous, and a reg-
ulation, like a statute, must be con-
strued if possible to give meaning to
every word.

(e) The Board has indicated its view
that any arrangement under which
stock is more readily available as secu-
rity to the lending bank than to other
creditors of the borrower may amount
to indirect security within the mean-
ing of this part. In an interpretation
published at § 221.110 it stated.

The Board has long held, in the * * * pur-
pose area, that the original purpose of a loan
should not be determined upon a narrow
analysis of the technical circumstances
under which a loan is made * * * Where secu-
rity is involved, standards of interpretation
should be equally searching.

In its pamphlet issued for the benefit
and guidance of banks and bank exam-
iners, entitled ‘‘Questions and Answers
Illustrating Application of Regulation
U’’, the Board said

In determining whether a loan is ‘‘indi-
rectly’’ secured, it should be borne in mind
that the reason the Board has thus far re-
frained * * * from regulating loans not se-
cured by stock has been to simplify oper-
ations under the regulation. This objective
of simplifying operations does not apply to
loans in which arrangements are made to re-
tain the substance of stock collateral while
sacrificing only the form.

(f) A wide variety of arrangements as
to collateral can be made between
bank and borrower which will serve, to
some extent, to protect the interest of
the bank in seeing that the loan is re-
paid, without giving the bank a con-
ventional direct ‘‘security’’ interest in
the collateral. Among such arrange-
ments which have come to the Board’s
attention are the following:

(1) The borrower may deposit stock
in the custody of the bank.
An arrangement of this kind may not,
it is true, place the bank in the posi-
tion of a secured creditor in case of
bankruptcy, or even of conflcting
claims, but it is likely effectively to
strengthen the bank’s position. Section
221.3(f), which provides that

A loan need not be treated as collateralled
by securities which are held by the bank
only in the capacity of custodian, depositary

or trustee, or under similar circumstances, if
the bank in good faith has not relied upon
such securities as collateral in the making
or maintenance of the particular loan.

does not exempt a deposit of this kind
from the impact of the regulation un-
less it is clear that the bank ‘‘has not
relied’’ upon the securities deposited
with it.

(2) A borrower may not deposit his
stock with the bank, but agree not to
pledge or encumber his assets else-
where while the loan is outstanding.

Such an agreement may be difficult to
police, yet it serves to some extent to
protect the interest of the bank if only
because the future credit standing and
business reputation of the borrower
will depend upon his keeping his word.
If the assets covered by such an agree-
ment include stock, then, as under
paragraphs (f)(1) and (3) of this section,
the stock is ‘‘indirect security’’ for the
loan within the meaning of this part.

(3) The borrower may deposit stock
with a third party who agrees to hold
the stock until the loan has been paid
off. Here, even though the parties may
purport to provide that the stock is not
‘‘security’’ for the loan (for example,
by agreeing that the stock may not be
sold and the proceeds applied to the
debt if the borrower fails to pay), the
mere fact that the stock is out of the
borrower’s control for the duration of
the loan serves to some extent to pro-
tect the bank.

(g) The three instances described
above are merely illustrative. Other
methods, or combinations of methods,
may serve a similar purpose. The con-
clusion that any given arrangement
constitutes ‘‘indirect security’’ may,
but need not, be reinforced by facts
such as that the stock in question was
purchased with proceeds of the loan,
that the lending bank suggests or in-
sists upon the arrangement, or that the
loan would probably be subject to criti-
cism by supervisory authorities were it
not for the protective arrangement.

(h) Accordingly, the Board concludes
that the loan by Bank Y to Fund X is
indirectly secured by the portfolio of
the fund and must be treated by the
bank as a regulated loan.

[26 FR 4884, June 2, 1961]
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§ 221.114 Bank loans to purchase stock
of American Telephone and Tele-
graph Company under Employees’
Stock Plan.

(a) The Board of Governors recently
interpreted Part 221 (Regulation U) in
connection with proposed loans by a
bank to persons who are purchasing
shares of stock of American Telephone
and Telegraph Company pursuant to
its Employees’ Stock Plan.

(b) According to the current offering
under the Plan, an employee of the
AT&T system may purchase shares
through regular deductions from his
pay over a period of 24 months. At the
end of that period, a certificate for the
appropriate number of shares will be
issued to the participating employee by
AT&T. Each employee is entitled to
purchase, as a maximum, shares that
will cost him approximately three-
fourths of his annual base pay. Since
the program extends over two years, it
follows that the payroll deductions for
this purpose may be in the neighbor-
hood of 38 percent of base pay and a
larger percentage of ‘‘take-home pay.’’
Deductions of this magnitude are in ex-
cess of the saving rate of many employ-
ees.

(c) Certain AT&T employees, who
wish to take advantage of the current
offering under the Plan, are the owners
of shares of AT&T stock that they pur-
chased under previous offerings. A
bank proposed to receive such stock as
collateral for a ‘‘living expenses’’ loan
that will be advanced to the employee
in monthly installments over the 24-
month period, each installment being
in the amount of the employee’s
monthly payroll deduction under the
Plan. The aggregate amount of the ad-
vances over the 24-month period would
be substantially greater than the maxi-
mum loan value of the collateral as
prescribed in § 221.4, the Supplement to
Regulation U (30 percent, at the
present time).

(d) In the opinion of the Board of
Governors, a loan of the kind described
would violate this part 221 if it exceed-
ed the maximum loan value of the col-
lateral. The regulation applies to any
stock-secured loan for the purpose of
purchasing or carrying stock registered
on a national securities exchange
(§ 221.1(a)). Although the proposed loan

would purport to be for living expenses,
it seems quite clear, in view of the re-
lationship of the loan to the Employ-
ees’ Stock Plan, that its actual purpose
would be to enable the borrower to pur-
chase AT&T stock, which is registered
on a national securities exchange. At
the end of the 24-month period the bor-
rower would acquire a certain number
of shares of that stock and would be in-
debted to the lending bank in an
amount approximately equal to the
amount he would pay for such shares.
In these circumstances, the loan by the
bank must be regarded as a loan ‘‘for
the purpose of purchasing’’ the stock,
and therefore it is subject to the limi-
tations prescribed by this part 221. This
conclusion follows from the provisions
of the part, and it may also be observed
that a contrary conclusion could large-
ly defeat the basic purpose of the mar-
gin regulations.

(e) Accordingly, the Board concluded
that a loan of the kind described may
not be made in an amount exceeding
the maximum loan value of the collat-
eral, as prescribed by the current Sup-
plement to Regulation U (§ 221.4).

[27 FR 5538, June 12, 1962]

§ 221.115 Accepting a purpose state-
ment through the mail without ben-
efit of face-to-face interview.

For text of an interpretation on this
subject, see § 207.110 of this subchapter
(15 U.S.C. 78g).

[43 FR 30039, July 13, 1978]

§ 221.116 Bank loans to replenish
working capital used to purchase
mutual fund shares.

(a) In a situation recently considered
by the Board of Governors, a business
concern (‘‘X’’) proposed to purchase
mutual fund shares, from time to time,
with proceeds from its accounts receiv-
able, then pledge the shares with a
bank in order to secure working cap-
ital. The bank was prepared to lend
amounts equal to 70 percent of the cur-
rent value of the shares as they were
purchased by X. If the loans were sub-
ject to this part (Regulation U), only 30
percent of the current market value of
the shares could be lent.

(b) The immediate purpose of the
loans would be to replenish X’s work-
ing capital. However, as time went on,
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X would be acquiring mutual fund
shares at a cost that would exceed the
net earnings it would normally have
accumulated, and would become in-
debted to the lending bank in an
amount approximately 70 percent of
the prices of said shares.

(c) The Board held that the loans
were for the purpose of purchasing the
shares, and therefore subject to the
limitations prescribed by this part. As
pointed out in § 221.114 with respect to
a similar program for putting a high
proportion of cash income into stock,
then borrowing against the stock to
meet needs for which the cash would
otherwise have been required, a con-
trary conclusion could largely defeat
the basic purpose of the margin regula-
tions.

(d) Also considered was an alter-
native proposal under which X would
deposit proceeds from accounts receiv-
able in a time account for 1 year, be-
fore using those funds to purchase mu-
tual fund shares. The Board held that
this procedure would not change the
situation in any significant way. Once
the arrangement was established, the
proceeds would be flowing into the
time account at the same time that
similar amounts were released to pur-
chase the shares, and over any ex-
tended period of time the result would
be the same. Accordingly, the Board
concluded that bank loans made under
the alternative proposal would simi-
larly be subject to this part.

[32 FR 8357, June 10, 1967]

§ 221.117 When bank in ‘‘good faith’’
has not relied on stock as collateral.

(a) The Board has received questions
regarding the circumstances in which
an extension or maintenance of credit
will not be deemed to be ‘‘indirectly se-
cured’’ by stock as indicated by the
phrase, ‘‘if the bank in good faith has
not relied upon such stock as collat-
eral,’’ contained in clause (2) of a re-
cent amendment to § 221.3(c) of Regula-
tion U. A similar phrase is contained in
§ 207.2(g) of Regulation G of this chap-
ter and the following applies to that
paragraph, insofar as appropriate and
consistent.

(b) In response, the Board noted that
in amending this portion of the regula-
tion it was indicated that one of the

purposes of the change was to make
clear that § 221.3(c) does not apply to
certain routine negative covenants in
loan agreements. Also, while the ques-
tion of whether or not a bank has re-
lied upon particular stock as collateral
is necessarily a question of fact to be
determined in each case in the light of
all relevant circumstances, some indi-
cation that the bank had not relied
upon stock as collateral would seem to
be afforded by such circumstances as
the fact that (1) the bank had obtained
a reasonably current financial state-
ment of the borrower and this state-
ment could reasonably support the
loan, and (2) the loan was not payable
on demand or because of fluctuations
in market value of the stock, but in-
stead was payable on one or more fixed
maturities which were typical of matu-
rities applied by the bank to loans oth-
erwise similar except for not involving
any possible question of stock collat-
eral.

[33 FR 7485, May 21, 1968]

§ 221.118 Bank arranging for extension
of credit by corporation.

For text of this interpretation, see
§ 207.103 of this subchapter.

[34 FR 7005, Apr. 29, 1969]

§ 221.119 Status after July 8, 1969, of
credit extended prior to that date
to purchase or carry mutual fund
shares.

(a) Prior to July 8, 1969, the margin
and other requirements of Regulations
G and U applied to credit extended to
purchase or carry shares of a mutual
fund (secured by certain described col-
lateral), if (1) the portfolio of the fund
did ‘‘customarily include’’ securities
that would themselves have been sub-
ject to the regulations and (2) the fund
was included in a list of such funds
that the Board published for this pur-
pose.

(b) It was found that virtually all
mutual funds met the ‘‘customarily in-
clude’’ test. Accordingly, for adminis-
trative reasons, the Board discontinued
publication of the list and restated the
rule to cover all mutual funds except
those at least 95 percent of whose as-
sets are continuously invested in ex-
empted securities.
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(c) The Board made these changes, ef-
fective July 8, 1969, in Regulation G
(Code of Federal Regulations, title 12,
part 207) by adding a new § 207.2(d)
(while eliminating former § 207.2(c)(3)
and § 207.4(b)), and in Regulation U
(Code of Federal Regulations, title 12,
part 221) by adding a new § 221.3(v)
(while eliminating former § 221.3(b)(3)
and § 221.3(d)).

(d) The Board has received several
questions respecting the effect of the
amendments on certain stock-secured
credits that were extended prior to
July 8, 1969, to purchase or carry mu-
tual fund shares and were treated as
not subject to Regulations G or U at
the time of extension on the ground
that the funds were not on the Board’s
published list.

(e) The Board has held that whether
a loan is for the purpose of purchasing
or carrying a stock not registered on a
national securities exchange depends
on the present status of the stock.
Thus, a credit is treated as one for such
a purpose if used to purchase or carry
a stock that became registered after
the loan was made (1937 Federal Re-
serve Bulletin 955; Published Interpre-
tations Par. 6435). The converse is also
true (1938 Federal Reserve Bulletin 90;
Published Interpretations Par. 6445).

(f) The same principle applies to the
closely parallel question in the present
case. Credits extended before July 8,
1969, to purchase or carry shares in the
mutual funds in question were for the
purpose of purchasing or carrying
‘‘margin stocks’’ (Regulation U) or
‘‘margin securities’’ (Regulation G)
even though at the time of extension,
the funds were not on the Board’s pub-
lished list. Accordingly, if
collateralized as specified in the regu-
lations, the credits were subject to the
pertinent regulation from the effective
date of the amendments, July 8, 1969.

(g) In applying the above interpreta-
tion, it should be borne in mind that
the Board’s margin regulations are
based on (1) the requirement of an ini-
tial deposit in connection with the
original extension of a credit, and (2)
limitations on substitutions or with-
drawals of the collateral securing a
credit.

(h) In the latter category, the
Board’s margin regulations apply a re-

tention requirement to proceeds of a
sale of collateral in an undermargined
loan (except for a same-day sale-and-
purchase substitution) in order to
strengthen the margin status of the
loan (§ 207.1(j) of Regulation G and
§ 221.1(b) of Regulation U). While this
requirement became applicable on July
8, 1969, to credit previously extended to
purchase shares in mutual funds that
had not been on the Board’s list prior
to that date, the Board, in view of all
the circumstances, will not insist upon
reconstitution of loans to take account
of withdrawals and substitutions of
collateral before April 27, 1970, the date
of issuance of this interpretation, even
though henceforth all withdrawals and
substitutions must comply with the re-
quirement.

(i) Application of § 221.3(q): Section
221.3(q) of Regulation U provides that
credit extended by banks to a customer
who is engaged ‘‘principally, or as one
of the customer’s important activi-
ties,’’ in the business of extending cred-
it to purchase or carry margin securi-
ties is considered to be extended for
that purpose. Banks extending credit
to such customers must treat the cred-
it as subject to that regulation, and
the credit must comply with all the re-
quirements thereof ‘‘unless the credit
and its purposes are effectively and un-
mistakably separated and disasso-
ciated from any financing or refinanc-
ing, for the customer or others, of any
purchasing or carrying of [margin]
stocks.’’

(j) Since credit to purchase or carry
mutual fund shares (no matter when
extended) is credit to purchase or carry
margin stocks, any person or organiza-
tion that engages, as an important ac-
tivity, in extending credit to purchase
or carry such shares (with the excep-
tion mentioned) is a lender subject to
§ 221.3(q) even though the funds were
not on the Board’s list prior to July 8,
1969. However, as stated above, as an
administrative matter the retention
requirements of the regulations need
apply only to all substitutions and
withdrawals, occurring on or after
April 27, 1970, of collateral securing
such credit.

(k) In view of the likelihood that
§ 221.3(q) applies to any loan to any fi-
nancial institution which has pledged
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or offers to pledge mutual fund shares,
particularly shares which were not on
the Board’s list prior to July 8, 1969, a
bank should treat any such loan as
being subject to the requirements of
the regulation unless the borrower sup-
plies clear proof, to be preserved in the
files of the bank, that § 221.3(q) does not
apply or that the loan is ‘‘separated
and disassociated’’ as specified in the
section. In this connection, a general
statement, such as that the credit is
for ‘‘working capital’’ or ‘‘general cor-
porate purposes’’, is insufficient evi-
dence that the requirements of the reg-
ulation are not applicable.

[35 FR 6959, May 1, 1970]

§ 221.120 Allocation of stock collateral
to purpose and nonpurpose credits
to same customer.

(a) A bank proposes to extend two
credits (Credits ‘‘A’’ and ‘‘B’’) to its
customer. Although the two credits are
proposed to be extended at the same
time, each would be evidenced by a sep-
arate agreement. Credit A would be ex-
tended for the purpose of providing the
customer with working capital (non-
purpose credit), collateralized by
stock. Credit B would be extended for
the purpose of purchasing or carrying
margin stock (purpose credit), without
collateral or on collateral other than
stock.

(b) Regulation U allows a bank to ex-
tend purpose and nonpurpose credits si-
multaneously or successively to the
same customer. This rule is expressed
in § 221.3(n)(3) which provides in sub-
stance that for any nonpurpose credit
to the same customer, the bank shall
in good faith require as much collat-
eral not already identified to the cus-
tomer’s purpose credit as the bank
would require if it held neither the pur-
pose loan nor the identified collateral.
This rule also takes into account that
the bank would not necessarily be re-
quired to hold collateral for the non-
purpose credit if, consistent with good
faith banking practices, it would nor-
mally make this kind of nonpurpose
loan without collateral.

(c) The Board views § 221.3(n)(3) of
Regulation U, when read in conjunc-
tion with § 221.3(n)(1), as requiring that
whenever a bank extends two credits to
the same customer, one a purpose cred-

it and the other nonpurpose, any stock
collateral must first be identified with
and attributed to the purpose loan by
taking into account the maximum loan
value of such collateral as prescribed
in § 221.4 (the Supplement) of Regula-
tion U.

(d) The Board is further of the opin-
ion that under the foregoing cir-
cumstances Credit B would be indi-
rectly secured by stock, despite the
fact that there would be separate loan
agreements for both credits. This con-
clusion flows from the circumstance
that the bank would hold in its posses-
sion stock collateral to which it would
have access with respect to Credit B,
despite any ostensible allocation of
such collateral to Credit A.

[36 FR 25150, Dec. 29, 1971]

§ 221.121 Computation of time periods
for acquiring and holding blocks of
stock by block positioners.

(a) The Board recently considered
two questions in connection with § 221.3
(z) (2) and (3) of Regulation U providing
for bank credit to block positioners
which is exempt from the normal mar-
gin requirements as prescribed from
time to time in that regulation.

(b) The first question pertained to
the period of time in which a block po-
sitioner, in order to qualify for the ex-
emption, must position a block of
stock when such positioning results
from several transactions at approxi-
mately the same time from a single
source, as set forth in § 221.3(z)(2)(ii).

(c) The Board is of the view that the
aggregate of several transactions from
a single source would ordinarily be car-
ried out within a timespan of one-half
hour in order for such aggregate to be
considered one block of stock eligible
for exempt credit. In extraordinary cir-
cumstances, however, the block posi-
tioner could consult the Reserve Bank
in whose district its office is situated
as to whether stock positioned over a
slightly longer period constitutes a sin-
gle block. In such a case the block posi-
tioner should, of course, disclose all
relevant circumstances to the Reserve
Bank.

(d) The second question related to
the computation of the period of 20
business days, specified in § 221.3(z)(3),
in which exempt credit may remain
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outstanding for positioning a block of
stock.

(e) The Board is of the view that the
computation of such 20–day period
shall commence on the business day
following the date of trade.

[37 FR 24105, Nov. 14, 1972; 37 FR 26315, Dec.
9, 1972]

§ 221.122 Applicability of margin re-
quirements to credit in connection
with Insurance Premium Funding
Programs.

For text of this interpretation, see
§ 207.108 of this subchapter.

(Interprets and applies 12 CFR 207.4(f) and 12
CFR 221.3(x))

[39 FR 9425, Mar. 11, 1974]

§ 221.123 Bona fide arbitrage trans-
actions.

For the text of this interpretation,
see § 220.126 of this subchapter.

(Interprets and applies 12 CFR 220.4(c),
220.4(d))

[38 FR 5237, Feb. 27, 1973; 40 FR 59322, Dec. 23,
1975]

§ 221.124 Application of the single-
credit rule to loan participations.

For text of this interpretation, see
§ 207.113 of this chapter.

[Reg. U, 56 FR 46228, Sept. 11, 1991]

§ 221.125 Credit to brokers and deal-
ers.

For text of this interpretation, see
§ 207.114 of this subchapter.

[Reg. U, 61 FR 60167, Nov. 26, 1996]

PART 224—BORROWERS OF SECU-
RITIES CREDIT (REGULATION X)

Sec.
224.1 Authority, purpose, and scope.
224.2 Definitions.
224.3 Margin regulations to be applied by

nonexempted borrowers.

AUTHORITY: Sec. 7(f), as amended (15 U.S.C.
78a–jj).

SOURCE: Reg. X, 48 FR 56572, Dec. 22, 1983,
unless otherwise noted.

EDITORIAL NOTE: See the List of CFR Sec-
tions Affected in the Finding Aids section of
this volume for FR citations to Part 224 OTC
Margin Stocks changes.

§ 224.1 Authority, purpose, and scope.
(a) Authority and purpose. Regulation

X (this part) is issued by the Board of
Governors of the Federal Reserve Sys-
tem (the Board) under the Securities
Exchange Act of 1934, as amended (the
Act) (15 U.S.C. 78a et seq.). This part
implements section 7(f) of the Act (15
U.S.C. 78g(f)), the purpose of which is
to require that credit obtained within
or outside the United States complies
with the limitations of the Board’s
Margin Regulations G, T, and U (12
CFR parts 207, 220, and 221, respec-
tively).

(b) Scope and exemptions. The Act and
this part apply the Board’s margin reg-
ulations to United States persons and
foreign persons controlled by or acting
on behalf of or in conjunction with
United States persons (hereinafter bor-
rowers), who obtain credit outside the
United States to purchase or carry
United States securities, or within the
United States to purchase or carry any
securities (both types of credit are
hereinafter referred to as purpose cred-
it). The following borrowers are exempt
from the Act and this part:

(1) Any borrower who obtains purpose
credit within the United States, unless
the borrower willfully causes the credit
to be extended in contravention of Reg-
ulations G, T, or U.

(2) Any borrower whose permanent
residence is outside the United States
and who does not obtain or have out-
standing, during any calendar year, a
total of more than $100,000 in purpose
credit obtained outside the United
States; and

(3) Any borrower who is exempt by
Order upon terms and conditions set by
the Board.

§ 224.2 Definitions.
The terms used in this part have the

meanings given to them in sections 3(a)
and 7(f) of the Act, and in Regulations
G, T, and U. Section 7(f) of the Act con-
tains the following definitions:

(a) United States person includes a per-
son which is organized or exists under
the laws of any State or, in the case of
a natural person, a citizen or resident
of the United States; a domestic estate;
or a trust in which one or more of the
foregoing persons has a cumulative di-
rect or indirect beneficial interest in
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