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value equals $300 the amount of the in-
surance premium which is also the
amount of the credit extended).

(b) These guidelines also (1) clarify
an earlier 1969 Board interpretation to
show that the public offering price of
mutual fund shares (which includes the
front load, or sales commission) may
be used as a measure of their current
market value when the shares serve as
collateral on a purpose credit through-
out the day of the purchase of the fund
shares, and (2) relax a 1965 Board posi-
tion in connection with accepting pur-
pose statements by mail. It is the
Board’s view that when it is clearly es-
tablished that a purpose statement
supports a purpose credit then such
statement executed by the borrower
may be accepted by mail, provided it is
received and also executed by the lend-
er before the credit is extended.

[39 FR 9425, Mar. 11, 1974]

§ 207.109 Extension of credit in certain
stock option and stock purchase
plans.

Questions have been raised as to
whether certain stock option and stock
purchase plans involve extensions of
credit subject to Regulation G when
the participant is free to cancel his
participation at any time prior to full
payment, but in the event of cancella-
tion the participant remains liable for
damages. It thus appears that the par-
ticipant has the opportunity to gain
and bears the risk of loss from the time
the transaction is executed and pay-
ment is deferred. In some cases brought
to the Board’s attention damages are
related to the market price of the
stock, but in others, there may be no
such relationship. In either of these
circumstances, it is the Board’s view
that such plans involve extensions of
credit. Accordingly, where the security
being purchased is a margin security
and the credit is secured, directly or
indirectly, by any margin security, the
creditor must register and the credit
must conform with either the regular
margin requirements of § 207.1(c) or the
special ‘‘plan-lender’’ provisions set
forth in § 207.4(a) of the regulation,
whichever is applicable. This assumes,
of course, that the amount of credit ex-
tended is such that the creditor is sub-

ject to the registration requirements of
§ 207.1(a) of the regulation.

[39 FR 43815, Dec. 19, 1974]

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

(a) The Board has been asked wheth-
er the acceptance of a purpose state-
ment submitted through the mail by a
lender subject to the provisions of Reg-
ulation G will meet the good faith re-
quirement of § 207.1(e). Section 207.1(e)
states that in connection with any
credit secured by collateral which in-
cludes any margin security, a lender
must obtain a purpose statement exe-
cuted by the borrower and accepted by
the lender in good faith. Such accept-
ance requires that the lender be alert
to the circumstances surrounding the
credit and if further information sug-
gests inquiry, he must investigate and
be satisfied that the statement is
truthful.

(b) The lender is a subsidiary of a
holding company which also has an-
other subsidiary which serves as under-
writer and investment advisor to var-
ious mutual funds. The sole business of
the lender will be to make ‘‘non-pur-
pose’’ consumer loans to shareholders
of the mutual funds, such loans to be
collateralized by the fund shares. Mu-
tual funds shares are margin securities
for purposes of Regulation G. Solicita-
tion and acceptance of these consumer
loans will be done principally through
the mail and the lender wishes to ob-
tain the required purpose statement by
mail rather than by a face-to-face
interview. Personal interviews are not
practicable for the lender because
shareholders of the funds are scattered
throughout the country. In order to
provide the same safeguards inherent
in face-to-face interviews, the lender
has developed certain procedures de-
signed to satisfy the good faith accept-
ance requirement of the regulation.

(c) The purpose statement will be
supplemented with several additional
questions relevant to the prospective
borrower’s investment activities such
as purchases of any security within the
last 6 months, dollar amount, and obli-
gations to purchase or pay for previous
purchases; present plans to purchase
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