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Federal Reserve System § 221.112 

implies that transactions of the sort 
described are now subject to the gen-
eral prohibition of § 221.3(a). 

§ 221.111 Contribution to joint venture 
as extension of credit when the con-
tribution is disproportionate to the 
contributor’s share in the venture’s 
profits or losses. 

(a) The Board considered the ques-
tion whether a joint venture, struc-
tured so that the amount of capital 
contribution to the venture would be 
disproportionate to the right of partici-
pation in profits or losses, constitutes 
an ‘‘extension of credit’’ for the pur-
pose of this part. 

(b) An individual and a corporation 
plan to establish a joint venture to en-
gage in the business of buying and sell-
ing securities, including margin stock. 
The individual would contribute 20 per-
cent of the capital and receive 80 per-
cent of the profits or losses; the cor-
porate share would be the reverse. In 
computing profits or losses, each par-
ticipant would first receive interest at 
the rate of 8 percent on his respective 
capital contribution. Although pur-
chases and sales would be mutually 
agreed upon, the corporation could liq-
uidate the joint portfolio if the individ-
ual’s share of the losses equaled or ex-
ceeded his 20 percent contribution to 
the venture. The corporation would 
hold the securities, and upon termi-
nation of the venture, the assets would 
first be applied to repayment of capital 
contributions. 

(c) In general, the relationship of 
joint venture is created when two or 
more persons combine their money, 
property, or time in the conduct of 
some particular line of trade or some 
particular business and agree to share 
jointly, or in proportion to capital con-
tributed, the profits and losses of the 
undertaking. 

(d) The incidents of the joint venture 
described in paragraph (b) of this sec-
tion, however, closely parallel those of 
an extension of margin credit, with the 
corporation as lender and the indi-
vidual as borrower. The corporation 
supplies 80 percent of the purchase 
price of securities in exchange for a net 
return of 8 percent of the amount ad-
vanced plus 20 percent of any gain. 
Like a lender of securities credit, the 
corporation is insulated against loss by 

retaining the right to liquidate the col-
lateral before the securities decline in 
price below the amount of its contribu-
tion. Conversely, the individual—like a 
customer who borrows to purchase se-
curities—puts up only 20 percent of 
their cost, is entitled to the principal 
portion of any appreciation in their 
value, bears the principal risk of loss 
should that value decline, and does not 
stand to gain or lose except through a 
change in value of the securities pur-
chased. 

(e) The Board is of the opinion that 
where the right of an individual to 
share in profits and losses of such a 
joint venture is disproportionate to his 
contribution to the venture: 

(1) The joint venture involves an ex-
tension of credit by the corporation to 
the individual; 

(2) The extension of credit is to pur-
chase or carry margin stock, and is 
collateralized by such margin stock; 
and 

(3) If the corporation is not a broker 
or dealer subject to Regulation T (12 
CFR part 220), the credit is of the kind 
described by § 221.3(a). 

§ 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. 

(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 
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 
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