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OIVISION OF
MARKET REGULATION November 9, 1987

The Honorable John Paul Hammerschmidt.

Congress of the United States PUBLIC AVATLABILITY DATE: 12-09-87
Bouse of Representatives

: ACT SECTION RULE
washington, D.C. 20515 1931 15 () 1503- 1

Dear Congressman Hammerschmidt:

You have fowarded us a letter from your constituent, Ms.
Esther C. Sutton, concerning borrowing money from a broker-
dealer to establish an IRA. Specifically, Mrs. Sutton asks
whether it is possible for an individual to go to a broker-
dealer, open a margin account, borrow money from the margin
account, and then place the borrowed money in a self-directed
IRA account. ' '

- We believe that the only applicable federal securities '
rales are those promulgated by the Board of Governors of the
Pederal Reserve Board as Regulation T. Regulation T ("Reg
") (12 C.P.R. §220), governs the extension and maintenance
of credit by brokers and dealers for the purchase and carrying
of securities. Under Reg T, an individual ("customer®) may ’
open a margin account with a broker-dealer, deposit "margin
securities” (as defined by Reg T) into the margin account,
and then borrow up to a specified amount depending on the

" type of security (17 C.F.R. §220.18). 1In the case of an
equity security which wmeets the definition of a "wmargin
security®" (12 C.P.R. §220.2(c)), the customer may borrow up
to fifty percent of the current market value of the security.

This borrowed money may be withdrawn from the margin
account and deposited into a cash account which night be an
IRA account. For example, Customer opens a margin account
with Broker-dealer and places 100 shares of ABC stock, a
margin equity security, into the account. ABC has a current
market value of fifty dollars per share. Pursuant to Reg T,
Broker—~dealer may extend credit of up tc fifty percent of the
current market value of each security position held in the
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margin-account. *Therefq:é, Customer may borrow from Broker-
Dealer through the margin account up to two thousand five
hundred dollars. )

- If I can be of any further assistance, please do not
hesitate to contact me.

Sincerely,

Vil G ferlian A ]

Michael A. Macchiaroli
Assistant Director
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Eomyress of the @lniteb Siales
fwouse af Represrmatives

WWashington, B.C.

hd ’

‘Mr. Peter S. Kiernan

Legislatrive Counsel

" Securities and Exchange Commission

" THANK YOU

Washington, D.C. 20549
Sir: ; -
'i'he ;@fé.che:d jco@unication

is sent folr your t;onsideration.
7P1ea.se investigate the statements
“'contained therein and forward we
' the aecessary ;mi‘oma.tlon for rc-
ply, returning the enclosed corre-

. spondence vith your answer.

Yours truly )

.__)Jr

[ Ve my

JOHN PAUL HAMMERSCHMIDT .~ C'

- Third - ArkansasBEcENED
'Y/ T
aes - LAUG 18}!
Leglslanf A/ ieirs
T - Office of the Chairma
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July 30, 1587 . . -

Tne Bonorable John Taul hamearsab=isd .
Vv O Inuse of Jeuresentallies i
tleshingtar, IC 052 ¢

Tegr Conpressman Hemerschaidt;

My neme 1s Esther C., Sutten. I rcside in Rogers, Arkunass sand
- was ‘very rleased tn ree yov ir verson at the cfficial fedicatinn
of the US Highway 71 >eiscetinn preject,

d ax enclosinxz 3 copy of o letter which I.meiled to both S=C
" &nd FEASD for-clarificaticn.on a motter toncerninz Yorrouins <y :
© Toney Irox u brekey irn & mayisin account enmd- transfering the i
S0t L borrowed Toney irmediet:zlr te notr an.IRA account ané heve - -
received no Barnswer. T it Lf°. zvestinn that I was askes’ gvite

aften by clients end I ™Mz uiruvs understeod that one CCTLD NOT

aew lea

torrow from e broker <o aatetlich an 13A.

NN

Thank you for all*fha\kiﬂn hzlt yov emd your ﬁtaff have given
- & in the rast, S

Sincerely,

.-._7ENther €. .Sutton CFP | L

~FINANCIAL MANAGEMENT. INC., 314 NORTH MTH STREET  SUNDANCE NAZK ~ S OGERK-ARKANSAR 72256, - el G328 eerrmmamcs
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April ‘13, 1987

NASD
1735 K Street, N.W.
¥ashington, D. C. 20006

Dear Sirs:

Imeed tlarification-on the following issue.

<A client wishing to open a self directed IRA aceomnt must

‘ have cash or borrow the cash from a bank before opening the
account. Or is it possible to g0 to the broker open a margin
account to buy securities:’ put the borrowed cash in a self
-directed . IBA and then buy securities? ’

W1l appreciate your clarification on t_his-m:atte’r’,_ o

8incerely,

Bsther C.-Sutton TFP
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ADHN PAUL NAMMERSCHMIDT
THmD OtmcT, ABANSAS

. 000064
NOME ADDRESS:

o~ ""“""‘-‘:lm " Ewm tbl Enited ﬁtm
SEASHATON ADDRESS: - .+ .. Faonse of Representatives '

3207 Ravouen Sunowms
Wasuncton, OC 20618
Pasnt: 2284301 . .

COMMITTEES.

PUBLIC WOKKS AND
TRANSPORTATION

| Manewrrage
o SRRATIOEAnemueg MELEEN

SURTER MSOUACES -

_ SURFAST TRANSPORTATION

VETRANS AZFARG—
Sanxeg weuain

TN,

CGEOSMTALS AND +EALTH CASE-~
AANONG MLMBIA

- . - .. Ulasbington, B 20515

*  GEEPONSATION. ABXOL AKD
AT .

- SRR MR MLON. APVARS

+  GELECT COMANTTEE ON AGING

ST
GIBUIYIG AND COKSUMER
SITORCETERANK NG MIMIEA

- ‘August ‘14, 1987

Ms. Esther C., Sutton CF?P

Financial Management, Inc.

114 North 34th’'Street Sundance Plaza
Rogers, Arkansas 72756

Dear Ms. Sutton:

. Thanks for. lgtting me know of the question you have about
the legality of ‘borrouwdng from A broker to establish an IRA.

- thﬂnthgxhyhtdngmmhhmiﬁund !
.~ Exchange Commission officials to regoest any written information .
* - * they might be in a position to offer on this marter snd that I
will be back with you Just as soon as possible.

- Let w= 32y in cloring, ¥s. Sutton, that it was a great
i  pleasure for me to have baen at the Highway.71 dedication.

With all best wishes,

Sincerely yours,

(SIGRED) sy
. ’ Pﬂ‘” ""”I
L r’l St

. JPH/egs
Transcribed from dictation
be: . Securities and Exchange Commission.” .
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