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§220.1 Authority, purpose, and scope.

(a) Authority and purpose. Regulation
T (this part) is issued by the Board of
Governors of the Federal Reserve Sys-
tem (the Board) pursuant to the Secu-
rities Exchange Act of 1934 (the Act) (15
U.S.C.78a et seq.). Its principal purpose
is to regulate extensions of credit by
brokers and dealers; it also covers re-
lated transactions within the Board’s
authority under the Act. It imposes,
among other obligations, initial mar-
gin requirements and payment rules on
certain securities transactions.

(b) Scope. (1) This part provides a
margin account and four special pur-
pose accounts in which to record all fi-
nancial relations between a customer
and a creditor. Any transaction not
specifically permitted in a special pur-
pose account shall be recorded in a
margin account.

(2) This part does not preclude any
exchange, national securities associa-
tion, or creditor from imposing addi-
tional requirements or taking action
for its own protection.

(3) This part does not apply to:

(i) Financial relations between a cus-
tomer and a creditor to the extent that
they comply with a portfolio mar-
gining system under rules approved or
amended by the SEC;
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(ii) Credit extended by a creditor
based on a good faith determination
that the borrower is an exempted bor-
rower;

(iii) Financial relations between a
customer and a broker or dealer reg-
istered only under section 15C of the
Act; and

(iv) Financial relations between a
foreign branch of a creditor and a for-
eign person involving foreign securi-
ties.

[Reg. T, 63 FR 2820, Jan. 16, 1998]

§220.2 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 as
follows:

Affiliated corporation means a cor-
poration of which all the common
stock is owned directly or indirectly by
the firm or general partners and em-
ployees of the firm, or by the corpora-
tion or holders of the controlling stock
and employees of the corporation, and
the affiliation has been approved by
the creditor’s examining authority.

Cash equivalent means securities
issued or guaranteed by the United
States or its agencies, negotiable bank
certificates of deposit, bankers accept-
ances issued by banking institutions in
the United States and payable in the
United States, or money market mu-
tual funds.

Covered option transaction means any
transaction involving options or war-
rants in which the customer’s risk is
limited and all elements of the trans-
action are subject to contemporaneous
exercise if:

(1) The amount at risk is held in the
account in cash, cash equivalents, or
via an escrow receipt; and

(2) The transaction is eligible for the
cash account by the rules of the reg-
istered national securities exchange
authorized to trade the option or war-
rant or by the rules of the creditor’s
examining authority in the case of an
unregistered option, provided that all
such rules have been approved or
amended by the SEC.

Credit balance means the cash amount
due the customer in a margin account
after debiting amounts transferred to
the special memorandum account.
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Creditor means any broker or dealer
(as defined in sections 3(a)(4) and 3(a)(5)
of the Act), any member of a national
securities exchange, or any person as-
sociated with a broker or dealer (as de-
fined in section 3(a)(18) of the Act), ex-
cept for business entities controlling or
under common control with the cred-
itor.

Current market value of:

(1) A security means:

(i) Throughout the day of the pur-
chase or sale of a security, the secu-
rity’s total cost of purchase or the net
proceeds of its sale including any com-
missions charged; or

(ii) At any other time, the closing
sale price of the security on the pre-
ceding business day, as shown by any
regularly published reporting or
quotation service. If there is no closing
sale price, the creditor may use any
reasonable estimate of the market
value of the security as of the close of
business on the preceding business day.

(2) Any other collateral means a
value determined by any reasonable
method.

Customer excludes an exempted bor-
rower and includes:

(1) Any person or persons acting
jointly:

(i) To or for whom a creditor extends,
arranges, or maintains any credit; or

(ii) Who would be considered a cus-
tomer of the creditor according to the
ordinary usage of the trade;

(2) Any partner in a firm who would
be considered a customer of the firm
absent the partnership relationship;
and

(3) Any joint venture in which a cred-
itor participates and which would be
considered a customer of the creditor if
the creditor were not a participant.

Debit balance means the cash amount
owed to the creditor in a margin ac-
count after debiting amounts trans-
ferred to the special memorandum ac-
count.

Delivery against payment, Payment
against delivery, or a C.O.D. transaction
refers to an arrangement under which a
creditor and a customer agree that the
creditor will deliver to, or accept from,
the customer, or the customer’s agent,
a security against full payment of the
purchase price.



