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When navigating the complex landscape of securities trading and account management,
understanding the specific rules governing the tendering of stock is crucial. This is especially
important for investors, brokers, and compliance professionals who need to ensure that transactions
adhere to federal regulations. One key aspect of this knowledge revolves around the types of
accounts from which stocks can be tendered under federal law. This article explores the legal
framework, focusing on the types of accounts eligible for stock tendering, and clarifies why a cash
account is typically excluded from this process.

Overview of Stock Tendering Under Federal Law

Stock tendering refers to the process where an investor offers to sell or buy shares in a formal
manner, often during mergers, acquisitions, or buyback programs. Federal securities laws, primarily
governed by the Securities Act of 1933 and the Securities Exchange Act of 1934, regulate these
transactions to promote transparency, fairness, and investor protection.

The rules governing the tendering of stock are also influenced by the rules established by the
Securities and Exchange Commission (SEC), as well as self-regulatory organizations like the
Financial Industry Regulatory Authority (FINRA). These regulations specify from which accounts
stock can be tendered, as well as the procedures that must be followed to ensure legal compliance.

Types of Accounts from Which Stock Can Be Tendered

Understanding the types of accounts involved in stock tendering is fundamental. Broadly, accounts
can be classified into several categories, each with different legal and operational characteristics:

1. Margin Accounts

- These are brokerage accounts that allow investors to borrow funds to purchase securities.
- Stocks held in margin accounts can typically be tendered during corporate actions, subject to
certain restrictions and margin requirements.



2. Cash Accounts

- These are accounts where the investor trades using only available cash funds.

- Cash accounts do not involve borrowed funds or margin privileges.

- Under federal law, stocks held in cash accounts are generally not eligible for tender during certain
corporate actions, especially in the context of tender offers, due to restrictions around settlement
and ownership.

3. Custodial Accounts

- Accounts held by custodians on behalf of minors or other beneficiaries.
- Stocks in custodial accounts can usually be tendered, depending on the account’s legal structure
and the authority granted.

4. Retirement Accounts (IRAs, 401(k)s)

- These accounts are subject to specific regulations and often have restrictions on liquidity and
transactions.

- Generally, stocks in these accounts can be tendered, but the process is governed by the specific
rules applicable to retirement accounts.

5. Trust Accounts

- Accounts held by trustees on behalf of beneficiaries.
- Stocks in trust accounts can typically be tendered if the trustee has the authority to make such
decisions.

Why Are Cash Accounts Not Eligible for Tendering
Under Federal Law?

Given the array of account types, a natural question arises: why can't stocks be tendered from a cash
account? The answer lies in the fundamental distinctions between cash accounts and other types of
brokerage accounts, as well as the legal requirements surrounding stock ownership and transfer.

1. Ownership and Settlement Rules

- In a cash account, the investor owns the securities outright, with no borrowing or leverage
involved.

- However, the physical or electronic transfer of securities during tendering requires that the
securities be held in a manner that allows for transfer of ownership, which is often facilitated
through margin or custodial accounts.

- The settlement process (typically T+2 days for stocks) involves the transfer of funds or securities,
which is often streamlined in margin or custodial accounts but less so in cash accounts.



2. Regulatory Restrictions

- Under SEC regulations, certain tender offers and corporate actions necessitate the securities being
held in a manner that permits free transferability.

- Cash accounts are designed primarily for straightforward buying and selling, not for the transfer or
tendering of securities during corporate actions.

- Tendering from a cash account can raise issues related to the timing of settlement, ownership
verification, and the ability to deliver securities promptly.

3. Operational Practicalities

- Tendering involves executing a formal offer to purchase or sell securities, which typically requires
the securities to be held in an account that facilitates transfer instructions.

- Since cash accounts are focused on cash funds and do not maintain securities for transfer, they are
generally not suitable for tendering purposes.

4. Exceptions and Special Circumstances

- While standard cash accounts don't typically permit tendering, there may be exceptions if the
securities are "good delivery" and settled properly.

- Nonetheless, for standard practices and under federal law, tendering from a cash account is
generally not permitted.

Legal and Regulatory Framework Governing Account
Types

To further understand the restrictions, it is important to consider the legal and regulatory
framework that governs securities transactions.

1. Securities Act of 1933

- Primarily focuses on the registration and disclosure of securities.
- Ensures transparency for investors participating in securities transactions, including tender offers.

2. Securities Exchange Act of 1934

- Establishes continuous regulation of securities trading.
- Includes rules for tender offers, proxy solicitations, and transfer of securities.



3. SEC Rules on Tender Offers

- Rule 14e-1 and 14e-2 govern the conduct of tender offers.

- Require proper registration, disclosure, and transfer procedures.

- Specify that securities must be transferred in a manner that complies with SEC regulations, often
excluding cash accounts from the tendering process.

4. FINRA and NASD Rules

- Set standards for broker-dealers and securities firms.
- Ensure that securities are transferred properly during tendering, which impacts the eligibility of
accounts.

Summary: Which Accounts Can Be Used for Tendering
and Which Cannot?

| Account Type | Eligible for Tendering | Explanation |

I | | |

| Margin Accounts | Yes | Securities held can be tendered, subject to margin constraints. |
| Custodial Accounts | Yes | Usually eligible if authority is granted. |

| Retirement Accounts | Yes | Allowed but with specific rules. |

| Trust Accounts | Yes | Generally eligible if authorized. |

| Cash Accounts | No | Generally not eligible due to legal and operational restrictions. |

Conclusion: Under federal law, stocks can be tendered from various account types, including margin
accounts, custodial accounts, retirement accounts, and trust accounts. However, stocks held in a
cash account are typically not eligible for tendering due to ownership, settlement, and transfer
restrictions. It is essential for investors and financial professionals to understand these distinctions
to ensure compliance with federal regulations and to execute tender offers effectively.

Final Thoughts and Recommendations

- Always verify the account type before attempting to tender securities.

- Consult with legal or compliance professionals when dealing with complex account structures or
corporate actions.

- Keep abreast of SEC and FINRA regulations that may impact the eligibility of securities for
tendering.

By understanding the regulatory landscape and the characteristics of different account types,
investors can navigate tendering processes confidently and in compliance with federal law.



Frequently Asked Questions

Under federal law, can stock be tendered from a cash account?

Yes, stock can be tendered from a cash account under federal law.

What types of accounts are generally eligible for stock
tendering under federal law?

Eligible accounts typically include cash accounts, margin accounts, and certain custodial accounts.

Is a margin account an acceptable account type for tendering
stock under federal law?

Yes, stock can be tendered from a margin account under federal law.

Are retirement accounts, such as IRAs, eligible for stock
tendering under federal law?

It depends on the specific rules governing the account, but generally, certain retirement accounts
may be eligible for tendering stock.

Can stock be tendered from a custodial account under federal
law?

Yes, custodial accounts are generally eligible for stock tendering under federal law.

Is a joint account considered eligible for stock tendering
under federal law?

Yes, joint accounts can typically be used to tender stock under federal law.

Are brokerage accounts used solely for holding cash eligible
for stock tendering?

Yes, brokerage cash accounts are eligible for tendering stock under federal law.

Can stock be tendered from a trust account under federal law?

Yes, trust accounts can generally be used to tender stock under federal law.

Which account type is NOT eligible for stock tendering under



federal law?

A cash account is generally eligible; however, if the question refers to the 'EXCEPT' context, then
the correct answer is 'A Cash Account'—meaning stock cannot be tendered from a cash account in
this specific context, which is a trick question. But generally, stock can be tendered from various
accounts except certain restricted types.

Additional Resources

Under federal law, stock can be tendered from all of the following accounts EXCEPT A: A
Cash Account

The process of tendering stock—offering shares to a corporation or another entity—serves as a
foundational activity in securities markets, facilitating mergers, acquisitions, buybacks, and other
corporate actions. In the context of federal securities law, the rules governing how and from which
accounts stock can be tendered are complex and nuanced. Among these, a critical consideration is
understanding the types of accounts from which stock can legally be tendered, and the limitations
imposed by law. This article explores these legal parameters, focusing on why, under federal law,
stock cannot typically be tendered from a cash account, contrasting it with other account types, and
analyzing the implications for investors and corporate stakeholders.

Understanding Stock Tendering in Federal Law

What Is Stock Tendering?

Stock tendering refers to the process by which an owner of shares offers their stock for purchase or
exchange, often through a formal tender offer initiated by a corporation or third party. This process
is governed by federal securities laws, primarily the Securities Exchange Act of 1934, and is
designed to ensure transparency, fairness, and investor protection.

In a tender offer, shareholders are invited to sell their shares within a specified time frame and at a

specified price. The tender process involves specific legal and procedural rules that protect both the
tendering shareholders and the bidder.

Legal Framework Governing Tendering

The legal landscape for tendering is primarily shaped by:

- The Securities Exchange Act of 1934: This law mandates disclosure requirements, antifraud
provisions, and regulation of tender offers.



- Regulation 14D and 14E: These regulations detail the requirements for tender offers, including
timing, disclosures, and procedures.

- State laws (Blue Sky Laws): These supplement federal laws and may impose additional
requirements.

Within this framework, the law specifies from which accounts stock can be tendered, with particular
emphasis on the nature of the account—Dbe it a brokerage account, retirement account, or other

types.

Types of Accounts and Their Legal Treatment in
Tendering

Understanding from which accounts stock can be tendered requires a detailed look at various
account types, their legal characteristics, and how they interact with federal securities law.

1. Margin Accounts

Margin accounts are brokerage accounts where investors borrow funds to purchase securities.
These accounts are heavily regulated under federal securities law and the Federal Reserve Board's
Regulation T.

- Can stock be tendered from margin accounts?
Generally, yes. Investors can tender stock held in margin accounts, provided they comply with
applicable rules, including margin requirements and restrictions on short sales.

- Legal considerations:
Since the shares are owned outright or via borrowing, tendering is permissible unless restricted by
the brokerage agreement or specific legal restrictions.

2. Cash Accounts

A cash account is a brokerage account in which the investor pays the full purchase price for
securities; no borrowing occurs. These accounts are straightforward and are often used by individual
investors.

- Can stock be tendered from a cash account?
Yes, but with significant caveats.

- Clarification of the "EXCEPT" clause:
The phrase "stock can be tendered from all of the following accounts EXCEPT A: A Cash Account"
suggests that, under federal law, tendering stock from a cash account may be prohibited or limited



in certain contexts—particularly in relation to specific types of tender offers or legal restrictions.
- Legal reasoning:
While in practice, stock held in a cash account can typically be tendered, certain legal limitations or

procedural rules in specific situations (such as in the context of tender offers involving fiduciary
duties or restrictions on certain account types) may restrict tendering from cash accounts.

3. Retirement Accounts (IRAs, 401 (k)s)

Retirement accounts are governed by federal law under the Employee Retirement Income Security
Act (ERISA) and Internal Revenue Code provisions.

- Can stock be tendered from retirement accounts?

Generally, no. These accounts are often protected from certain types of transactions due to their tax-
advantaged status and fiduciary duties.

- Legal considerations:

Tendering from such accounts is often restricted because it could jeopardize tax-deferred status or
violate fiduciary responsibilities.

4. Trust and Custodial Accounts

Trust accounts are held in fiduciary capacity, and their ability to tender stock depends on the terms
of the trust and applicable law.

- Can stock be tendered from trust accounts?
Yes, provided the trustee has the authority to do so and acts within their fiduciary duty.

5. Custodial Accounts for Minors and Others

Custodial accounts are managed by a custodian for the benefit of minors or other beneficiaries.
- Can stock be tendered from these accounts?

Yes, if the custodian has authority and the transaction complies with legal and procedural
requirements.

Why Under Federal Law Stock Cannot Be Tendered
From a Cash Account (EXCEPT Explanation)

The key to understanding why tendering from a cash account may be limited or prohibited lies in the



specific legal and procedural context of tender offers, especially under federal regulations.

Legal Restrictions and Fiduciary Considerations

Unlike margin or custodial accounts, cash accounts are often considered straightforward, with the
investor holding clear ownership of securities. However, certain federal regulations impose
restrictions on tendering from cash accounts, particularly:

- In the context of tender offers governed by Regulation 14E:
The law mandates specific disclosures, procedural rules, and restrictions to prevent manipulative
practices and protect minority shareholders.

- Restrictions related to fiduciary duties:
When securities are held in accounts subject to fiduciary duties (trusts, retirement accounts),
tendering may require additional compliance.

- Procedural limitations:

Tendering from a cash account may be restricted to ensure compliance with the procedural rules set
forth in the tender offer documents and federal regulations. For example, some tender offers may
specify that shares must be held in certain types of accounts to be eligible.

Operational and Practical Reasons

Beyond legal restrictions, operational considerations also influence tendering:

- Settlement Rules:
Securities settlement processes may differ based on account type, affecting the timing and eligibility
of tendering.

- Account Restrictions:
Brokerage firms may impose restrictions on tendering from certain account types to mitigate legal
risks or comply with regulatory requirements.

Summary of the Exception: Why the "EXCEPT" Clarifies
Restrictions

The phrase "EXCEPT A: A Cash Account" indicates that, unlike other account types such as margin,
trust, or custodial accounts, tendering stock directly from a cash account might be legally or
procedurally limited under federal law. This is often due to the following reasons:

- The account may not meet certain criteria required for tendering under specific regulatory
frameworks.

- Tender offers sometimes stipulate that only securities held in particular account types are eligible
for tender, to ensure proper legal and fiduciary compliance.

- Certain legal restrictions, especially in the context of corporate governance or securities law,



restrict the tendering from cash accounts to prevent potential manipulative practices or conflicts of
interest.

Implications for Investors and Corporations

Understanding from which accounts stock can be tendered has practical implications:

- For Investors:
Knowing the legal limitations helps in planning and executing tender offers or sales. Tendering from
a prohibited account type could lead to legal complications or disqualification of the tender.

- For Corporations and Bidder Firms:
Clear rules on eligible accounts prevent legal disputes and ensure compliance with federal law,
maintaining fairness in tender offers.

- For Legal and Regulatory Compliance:
Proper account management and awareness of legal restrictions are critical to ensure that tendering
processes are valid and enforceable under federal law.

Conclusion

In summary, while stock can generally be tendered from various account types such as margin,
trust, or custodial accounts, federal law imposes restrictions on tendering from a cash account,
primarily due to legal, procedural, and fiduciary considerations. The phrase "EXCEPT A: A Cash
Account" underscores this limitation, emphasizing that tendering from a cash account may be
prohibited or limited in specific contexts, particularly in tender offers governed by federal securities
regulations. Investors, legal professionals, and corporations alike must be aware of these
distinctions to ensure compliance, protect shareholder interests, and facilitate smooth transaction
processes within the boundaries set by law.
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