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the account other than an exempted se-
curity unless funds sufficient for the 
purpose are held in the account. In 
other words, the privilege of delayed 
payment in such an account is with-
drawn during the 90-day period. 

(b) The Board recently considered a 
question as to whether the following 
situation makes an account subject to 
the 90-day disqualification: A customer 
purchases registered security ABC in a 
special cash account. The broker exe-
cutes the order in good faith as a bona 
fide cash transaction, expecting to ob-
tain full cash payment promptly. The 
next day, the customer sells registered 
security XYZ in the account, prom-
ising to deposit it promptly in the ac-
count. The proceeds of the sale are 
equal to or greater than the cost of se-
curity ABC. After both sale and pur-
chase have been made, the customer re-
quests the broker to deliver security 
ABC to a different broker, to receive 
security XYZ from that broker at 
about the same time, and to settle with 
the other broker—such settlement to 
be made either by paying the cost of 
security XYZ to the other broker and 
receiving from him the cost of security 
ABC, or by merely settling any dif-
ference between these amounts. 

(c) The Board expressed the view that 
the account becomes subject to the 90-
day disqualification in § 220.4(c)(8). In 
the instant case, unlike that described 
at 1940 Federal Reserve Bulletin 772, 
the security sold is not held in the ac-
count and is not to be deposited in it 
unconditionally. It is to be obtained 
only against the delivery to the other 
broker of the security which had been 
purchased. Hence payment can not be 
said to have been made prior to such 
delivery; the purchased security has 
been delivered out to a broker without 
previously having been paid for in full, 
and the account becomes subject to the 
90-day disqualification. 

[13 FR 2368, May 1, 1948]

§§ 220.106–220.107 [Reserved]

§ 220.108 International Bank Securi-
ties. 

(a) Section 2 of the Act of June 29, 
1949 (Pub. L. 142—81st Congress), 
amended the Bretton Woods Agree-

ments Act by adding a new section 
numbered 15 providing, in part, that—

Any securities issued by International 
Bank for Reconstruction and Development 
(including any guaranty by the bank, wheth-
er or not limited in scope), and any securi-
ties guaranteed by the bank as to both prin-
cipal and interest, shall be deemed to be ex-
empted securities within the meaning of 
* * * paragraph (a)(12) of section 3 of the [Se-
curities Exchange] Act of June 6, 1934, as 
amended (15 U.S.C. 78c). * * *.

(b) In response to inquiries with re-
spect to the applicability of the margin 
requirements of this part to securities 
issued or guaranteed by the Inter-
national Bank for Reconstruction and 
Development, the Board has replied 
that, as a result of this enactment, se-
curities issued by the Bank are now 
classified as exempted securities under 
§ 220.2(e). Such securities are now in the 
same category under this part as are 
United States Government, State and 
municipal bonds. Accordingly, the spe-
cific percentage limitations prescribed 
by this part with respect to maximum 
loan value and margin requirements 
are no longer applicable thereto. 

[14 FR 5505, Sept. 7, 1949]

§ 220.109 [Reserved]

§ 220.110 Assistance by Federal credit 
union to its members. 

(a) An inquiry was presented recently 
concerning the application of this part 
or part 221 of this subchapter, to a plan 
proposed by a Federal credit union to 
aid its members in purchasing stock of 
a corporation whose subsidiary appar-
ently was the employer of all the credit 
union’s members. 

(b) From the information submitted, 
the plan appeared to contemplate that 
the Federal credit union would accept 
orders from its members for registered 
common stock of the parent corpora-
tion in multiples of 5 shares; that 
whenever orders had been so received 
for a total of 100 shares, the credit 
union, as agent for such members, 
would execute the orders through a 
brokerage firm with membership on a 
national securities exchange; that the 
brokerage firm would deliver certifi-
cates for the stock, registered in the 
names of the individual purchasers, to 
the credit union against payment by

VerDate Dec<13>2002 10:49 Mar 04, 2003 Jkt 200035 PO 00000 Frm 00019 Fmt 8010 Sfmt 8010 Y:\SGML\200035T.XXX 200035T



20

12 CFR Ch. II (1–1–03 Edition)§ 220.111

the credit union; that the credit union 
would prorate the total amount so 
paid, including the brokerage fee, 
among the individual purchasers ac-
cording to the number of shares pur-
chased by them; and that a savings in 
brokerage fee resulting from the 100-lot 
purchases would be passed on by the 
credit union to the individual pur-
chasers of the stock. However, amounts 
of the stock less than 100 shares would 
be purchased by the credit union 
through the brokerage firm for any 
members willing to forego such sav-
ings. 

(c) It appeared further that the Fed-
eral credit union members for whom 
stock was so purchased would reim-
burse the credit union (1) by cash pay-
ment, (2) by the proceeds of withdrawn 
shares of the credit union, (3) by the 
proceeds of an installment loan from 
the credit union collateraled by the 
stock purchased, or by (4) by a com-
bination of two or more of the above 
methods. To assist the collection of 
any such loan, the employer of the 
credit union members would provide 
payroll deductions. Apparently, sales 
by the credit union of any of the stock 
purchased by one of its members would 
occur only in satisfaction of a delin-
quent loan balance. In no case did it 
appear that the credit union would 
make a charge for arranging the execu-
tion of transactions in the stock for its 
members. 

(d) The Board was of the view that, 
from the facts as presented, it did not 
appear that the Federal credit union 
should be regarded as the type of insti-
tution to which part 221 of this sub-
chapter, in its present form, applied. 

(e) With respect to this part, the 
question was whether the activities of 
the Federal credit union under the pro-
posal, or otherwise, might be such as to 
bring it within the meaning of the 
terms ‘‘broker’’ or ‘‘dealer’’ as used in 
the part and the Securities Exchange 
Act of 1934. The Board observed that 
this, of course, was a question of fact 
that necessarily depended upon the cir-
cumstances of the particular case, in-
cluding the manner in which the ar-
rangement in question might be car-
ried out in practice. 

(f) On the basis of the information 
submitted, however, it did not appear 

to the Board that the Federal credit 
union should be regarded as being sub-
ject to this part as a ‘‘broker or dealer 
who transacts a business in securities 
through the medium of’’ a member 
firm solely because of its activities as 
contemplated by the proposal in ques-
tion. The Board stated that the part 
rather clearly would not apply if there 
appeared to be nothing other than 
loans by the credit union to its mem-
bers to finance purchases made directly 
by them of stock of the parent corpora-
tion of the employer of the member-
borrowers. The additional fact that the 
credit union, as agent, would purchase 
such stock for its members (even 
though all such purchases might not be 
financed by credit union loans) was not 
viewed by the Board as sufficient to 
make the regulation applicable where, 
as from the facts presented, it did not 
appear that the credit union in any 
case was to make any charge or receive 
any compensation for assisting in such 
purchases or that the credit union oth-
erwise was engaged in securities activi-
ties. However, the Board stated that 
matters of this kind must be examined 
closely for any variations that might 
suggest the inapplicability of the fore-
going. 

[18 FR 4592, Aug. 5, 1953]

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

(a) The Board has recently had occa-
sion to express opinions regarding the 
requirements which apply when a per-
son subject to this part (for conven-
ience, called here simply a broker) ar-
ranges for a bank to extend credit. 

(b) The matter is treated generally in 
§ 220.7(a) and is also subject to the gen-
eral rule of law that any person who 
aids or abets a violation of law by an-
other is himself guilty of a violation. It 
may be stated as a general principle 
that any person who arranges for cred-
it to be extended by someone else has a 
responsibility so to conduct his activi-
ties as not to be a participant in a vio-
lation of this part, which applies to 
brokers, or part 221 of this subchapter, 
which applies to banks. 

(c) More specifically, in arranging an 
extension of credit that may be subject 
to part 221 of this subchapter, a broker 
must act in good faith and, therefore,
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