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as permitted offsets under the rules of
the national securities exchange with
which the specialist is registered, and
further provided all such rules have
been approved or amended by the SEC.
Until June 1, 1997, permitted offsets are
determined by reference to section
220.12(b)(6).

Purpose credit means credit for the
purpose of:

(1) Buying, carrying, or trading in se-
curities; or

(2) Buying or carrying any part of an
investment contract security which
shall be deemed credit for the purpose
of buying or carrying the entire secu-
rity.

Registered security means any security
that:

(1) Is registered on a national securi-
ties exchange; or

(2) Has unlisted trading privileges on
a national securities exchange.

Short call or short put means a call op-
tion or a put option that is issued, en-
dorsed, or guaranteed in or for an ac-
count.

(1) A short call that is not cash-set-
tled obligates the customer to sell the
underlying asset at the exercise price
upon receipt of a valid exercise notice
or as otherwise required by the option
contract.

(2) A short put that is not cash-set-
tled obligates the customer to purchase
the underlying asset at the exercise
price upon receipt of a valid exercise
notice or as otherwise required by the
option contract.

(3) A short call or a short put that is
cash-settled obligates the customer to
pay the holder of an in the money long
put or long call who has, or has been
deemed to have, exercised the option
the cash difference between the exer-
cise price and the current assigned
value of the option as established by
the option contract.

Specialist joint account means an ac-
count which, by written agreement,
provides for the commingling of the se-
curity positions of the participants and
a sharing of profits and losses from the
account on some predetermined ratio.

Underlying asset means:

(1) the security or other asset that
will be delivered upon exercise of an
option; or
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(2) In the case of a cash-settled op-
tion, the securities or other assets
which comprise the index or other
measure from which the option’s value
is derived.

[Reg. T, 61 FR 20390, May 6, 1996]

§220.3 General provisions.

(a) Records. The creditor shall main-
tain a record for each account showing
the full details of all transactions.

(b) Separation of accounts. Except as
provided for in the margin account and
the special memorandum account, the
requirements of an account may not be
met by considering items in any other
account. If withdrawals of cash or secu-
rities are permitted under the regula-
tion, written entries shall be made
when cash or securities are used for
purposes of meeting requirements in
another account.

(c) Maintenance of credit. Except as
prohibited by this part, any credit ini-
tially extended in compliance with this
part may be maintained regardless of:

(1) Reductions in the customer’s eg-
uity resulting from changes in market
prices;

(2) Any security in an account ceas-
ing to be margin or exempted; or

(3) Any change in the margin require-
ments prescribed under this part.

(d) Guarantee of accounts. No guaran-
tee of a customer’s account shall be
given any effect for purposes of this
part.

(e) Receipt of funds or securities. (1) A
creditor, acting in good faith, may ac-
cept as immediate payment:

(i) Cash or any check, draft, or order
payable on presentation; or

(if) Any security with sight draft at-
tached.

(2) A creditor may treat a security,
check or draft as received upon written
notification from another creditor that
the specified security, check, or draft
has been sent.

(3) Upon notification that a check,
draft, or order has been dishonored or
when securities have not been received
within a reasonable time, the creditor
shall take the action required by this
part when payment or securities are
not received on time.

(4) To temporarily finance a cus-
tomer’s receipt of securities pursuant
to an employee benefit plan registered
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on SEC Form S-8 or the withholding
taxes for an employee stock award
plan, a creditor may accept, in lieu of
the securities, a properly executed ex-
ercise notice, where applicable, and in-
structions to the issuer to deliver the
stock to the creditor. Prior to accept-
ance, the creditor must verify that the
issuer will deliver the securities
promptly and the customer must des-
ignate the account into which the secu-
rities are to be deposited.

(f) Exchange of securities. (1) To enable
a customer to participate in an offer to
exchange securities which is made to
all holders of an issue of securities, a
creditor may submit for exchange any
securities held in a margin account,
without regard to the other provisions
of this part, provided the consideration
received is deposited into the account.

(2) If a nonmargin, nonexempted se-
curity is acquired in exchange for a
margin security, its retention, with-
drawal, or sale within 60 days following
its acquisition shall be treated as if the
security is a margin security.

(g) Valuing securities. The current
market value of a security shall be de-
termined as follows:

(1) Throughout the day of the pur-
chase or sale of a security, the creditor
shall use the security’s total cost of
purchase or the net proceeds of its sale
including any commissions charged.

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

(h) Innocent mistakes. If any failure to
comply with this part results from a
mistake made in good faith in execut-
ing a transaction or calculating the
amount of margin, the creditor shall
not be deemed in violation of this part
if, promptly after the discovery of the
mistake, the creditor takes appropriate
corrective action.

(i) Foreign currency. Freely convert-
ible foreign currency may be treated at
its U.S. dollar equivalent, provided the
currency is marked-to-market daily.

[Reg. T, 61 FR 20392, May 6, 1996]
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§220.4 Margin account.

(a) Margin transactions. (1) All trans-
actions not specifically authorized for
inclusion in another account shall be
recorded in the margin account.

(2) A creditor may establish separate
margin accounts for the same person
to:

(i) Clear transactions for other credi-
tors where the transactions are intro-
duced to the clearing creditor by sepa-
rate creditors; or

(i) Clear transactions through other
creditors if the transactions are
cleared by separate creditors; or

(iii) Provide one or more accounts
over which the creditor or a third
party investment adviser has invest-
ment discretion.

(b) Required margin—(1) Applicability.
The required margin for each long or
short position in securities is set forth
in §220.18 (the Supplement) and is sub-
ject to the following exceptions and
special provisions.

(2) Short sale against the box. A short
sale ‘“‘against the box’ shall be treated
as a long sale for the purpose of com-
puting the equity and the required
margin.

(3) When-issued securities. The re-
quired margin on a net long or net
short commitment in a when-issued se-
curity is the margin that would be re-
quired if the security were an issued
margin security, plus any unrealized
loss on the commitment or less any un-
realized gain.

(4) Stock used as cover. (i) When a
short position held in the account
serves in lieu of the required margin
for a short put, the amount prescribed
by paragraph (b)(1) of this section as
the amount to be added to the required
margin in respect of short sales shall
be increased by any unrealized loss on
the position.

(i) When a security held in the ac-
count serves in lieu of the required
margin for a short call, the security
shall be valued at no greater than the
exercise price of the short call.

(5) Accounts of partners. If a partner of
the creditor has a margin account with
the creditor, the creditor shall dis-
regard the partner’s financial relations



