
 

CREDIT BY BANKS OR PERSONS OTHER THAN 

BROKERS OR DEALS FOR THE PURPOSE OF 

PURCHASING OR CARRYING MARGIN STOCKS 

(REGULATION U) 

DEFINITIONS 

Definitions (Section 221.2) 

 
Affiliate 
Any person who, directly or indirectly, through one or more intermediaries, controls, or is 
controlled by, or is under common control with the lender. The regulation contains an 
additional, different definition for affiliates of bank lenders. 
 
Carrying credit  
Credit that enables a customer to maintain, reduce, or retire indebtedness originally 
incurred to purchase a security that is currently a margin stock. 
 
Current market value of a security 
(a) If quotations are available, the closing sale price of the security on the preceding 

business day, as appearing on any regularly published reporting or quotation service; 
or, 

(b) If there is no closing sale price, the lender may use any reasonable estimate of the 
market value of the security as of the close of business on the preceding business day; 
or, 

(c) If the credit is used to finance the purchase of the security, the total cost of purchase, 
which may include any commissions charged. 

 
Current market value of any collateral (other than a security) 
A value determined by any reasonable method. 
 
Customer 
Excludes an exempted borrower and includes any person or persons acting jointly, to or 
for whom a lender extends or maintains credit. 
 
Examining authority  
(a) The national securities exchange or national securities association of which a broker 

or dealer is a member; or, 
(b) If a member of more than one self-regulatory organization, the organization 

designated by the Securities and Exchange Commission as the examining authority 
for the broker or dealer. 



 
Exempted borrower  
A member of a national securities exchange or a registered broker or dealer, a substantial 
portion of whose business consists of transactions with persons other than brokers or 
dealers, and includes a borrower who: 
(a) Maintains at least 1000 active accounts on an annual basis for persons other than 

brokers, dealers, and persons associated with a broker or dealer; 
(b) Earns at least $10 million in gross revenues on an annual basis from transactions with 

persons other than brokers, dealers, and persons associated with a broker or dealer; or, 
(c) Earns at least 10 percent of its gross revenues on an annual basis from transactions 

with persons other than brokers, dealers, and persons associated with a broker-dealer. 
 
Good faith  
With respect to: 
(a) The loan value of collateral means that amount (not exceeding 100 per cent of the 

current market value of the collateral) which a lender, exercising sound credit 
judgment, would lend, without regard to the customer's other assets held as collateral 
in connection with unrelated transactions. 

(b) Making a determination or accepting a statement concerning a borrower means that 
the lender or its duly authorized representative is alert to the circumstances 
surrounding the credit, and if in possession of information that would cause a prudent 
person not to make the determination or accept the notice or certification without 
inquiry, investigates and is satisfied that it is correct. 

 
In the ordinary course of business  
Occurring or reasonably expected to occur in carrying out or furthering any business 
purpose, or in the case of an individual, in the course of any activity for profit or the 
management or preservation of property. 
 
Indirectly secured 
(a) Includes any arrangement with the customer under which: 
    (i) The customer's right or ability to sell, pledge, or otherwise dispose of margin stock 

owned by the customer is in any way restricted while the credit remains 
outstanding; or, 

    (ii) The exercise of such right is or may be cause for accelerating the maturity of the 
credit. 

(b) Does not include such an arrangement if: 
    (i) After applying the proceeds of the credit, not more than 25 percent of the value (as 

determined by any reasonable method) of the assets subject to the arrangement is 
represented by margin stock; 

    (ii) It is a lending arrangement that permits accelerating the maturity of the credit as a 
result of a default or renegotiation of another credit to the customer by another 
lender that is not an affiliate of the lender; 

    (iii) The lender holds the margin stock only in the capacity of custodian, depositary, or 
trustee, or under similar circumstances, and, in good faith, has not relied upon the 
margin stock as collateral; or, 



    (iv) The lender, in good faith, has not relied upon the margin stock as collateral in 
extending or maintaining the particular credit. 

 
Lender   
(a) Any bank; or 
(b) Any person subject to the registration requirements of Regulation U. (Credit unions 
would be a “non-bank” lender (person) subject to Reg. U if they met the registration 
requirements – had more $500,000 in loans secured by margin stock, or granted more that 
$200,000 in loans secured by margin stock in the most recent quarter.) 
 
Margin stock  
(a) Any equity security registered or having unlisted trading privileges on a national 

securities exchange; 
(b) Any OTC security designated as qualified for trading in the National Market System 

under a designation plan approved by the Securities and Exchange Commission 
(NMS security); 

(c) Any debt security convertible into a margin stock or carrying a warrant or right to 
subscribe to or purchase a margin stock; 

(d) Any warrant or right to subscribe to or purchase a margin stock; or, 
(e) Any security issued by an investment company registered under section 8 of the 

Investment Company Act of 1940 (15 U.S.C. 80a-8), other than: 
    (i) A company licensed under the Small Business Investment Company act of 1958, as 

amended (15 U.S.C. 661); or, 
    (ii) A company which has at least 95 percent of its assets continuously invested in 

exempted securities (as defined in 15 U.S.C. 78c(a)(12)); or, 
    (iii) A company which issues face-amount certificates as defined in 15 U.S.C. 80a-

2(a)(15), but only with respect of such securities; or, 
    (iv) A company which is considered a money market fund under SEC Rule 2a-7 (17 

CFR 270.2a-7). 
 
Maximum loan value  
The percentage of current market value assigned by the Federal Reserve Board under 
Sec. 221.7 (the Supplement) to specified types of collateral. The maximum loan value of 
margin stock is stated as a percentage of its current market value. Puts, calls and 
combinations thereof that do not qualify as margin stock have no loan value. All other 
collateral has good faith loan value. 
 
Non-bank lender  
Any person subject to the registration requirements of Regulation U. 
 
Purpose credit  
Any credit for the purpose, whether immediate, incidental, or ultimate, of buying or 
carrying margin stock. 
 


	Compliance Self Assessment Guide
	Credit for the Purpose of Purchasing Margin Stocks (Regulation U) Definitions
	Definitions (Section 221.2)
	Affiliate
	Carrying credit
	Current market value of a security
	Current market value of any collateral (other than a security)
	Customer
	Examining authority
	Exempted borrower
	Good faith
	In the ordinary course of business
	Indirectly secured
	Lender
	Margin stock
	Maximum loan value
	Non-bank lender
	Purpose credit




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /FRA <>
    /ENU (Use these settings to create PDF documents with higher image resolution for improved printing quality. The PDF documents can be opened with Acrobat and Reader 5.0 and later.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308000200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e30593002537052376642306e753b8cea3092670059279650306b4fdd306430533068304c3067304d307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e30593002>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


