CREDIT BY BANK OR PERSONS OTHER THAN BROKERS
OR DEALERS FOR THE PURPOSE OF PURCHASING OR
CARRYING MARGIN STOCKS

(REGULATION U)
OVERVIEW

Overview

Regulation U applies to credit unions that make loans secured by margin stock. Margin
stock includes any equity security registered on a national securities exchange, such as
the New York Stock Exchange or the American Stock Exchange; any over-the-counter
(OTC) security trading in the NASDAQ Stock Market’s National Market; any debt
security convertible into a margin stock; and most mutual funds.

Regulation U requires that when a credit union makes a loan for the purpose of buying or
carrying margin stock and is secured by that stock or other margin stock, the maximum
amount of the loan may not exceed the “maximum loan value” of the collateral. For the
margin stock portion of the collateral, the maximum loan value is 50 percent of the value
of the margin stock collateral. Puts, calls, and combinations of puts and calls that do not
qualify as margin stock have no loan value. The maximum loan value of all other
collateral is its “good faith loan value.” “Good faith loan value” means the amount, not to
exceed 100%, that a lender exercising good judgment would lend against that collateral in
connection with unrelated transactions. §221.2 and §221.7.

A credit union becomes subject to Regulation U and must register with the Federal
Reserve Bank in whose District it is located, using Federal Reserve Forms FR G-1 and G-
4, when it meets one of two threshold tests for the amount of margin-stock-secured credit
extended or outstanding:

e |f $200,000 or more in such credit was extended in the most recent calendar
quarter; or,

e [f atany time in the most recent calendar quarter the amount of margin-stock-
secured credit outstanding was $500,000 or more.

A credit union must also ensure that any member who borrows money from the credit
union secured directly or indirectly by any margin stock completes Federal Reserve Form
FR G-3. §221.3(c)(1)(ii).

Exempt Transactions:

A credit union may extend and maintain purpose credit without regard to the provisions
of Regulation U, except for 221.3(b)(1) and (3), if such credit is extended to an



employee stock ownership plan (ESOP) qualified under section 401 of the Internal
Revenue Code (26 U.S.C. 401). [221.4(c)].

Associated Risks

Compliance risk can occur when the credit union fails to implement the necessary
controls to comply with Regulation U.

Additional Information

For additional information visit the Federal Reserve online at
http://www.federalreserve.qov/ .



http://www.federalreserve.gov/
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OPERATIONAL REQUIREMENTS

Disclosures / Notices
Borrower’s Statement [Section 221.3(c)(1)(ii)]

Federal Reserve Form G-3 must be completed when a credit union registered under
Regulation U extends credit secured by any margin stock. This form must be completed
and signed by both the borrower and the credit union.

Written Programs / Documentation

Maximum Loan Value [Section 221.7]

e The maximum loan value of any margin stock is fifty percent of its current market
value.

e The maximum loan value of non-margin stock and all other collateral except puts,
calls, or combinations thereof is their good faith loan value.

e Maximum loan value of options. Except for options that qualify as margin stock, puts,
calls, and combinations thereof have no loan value.

Recordkeeping

Record Retention

No specific time frame is provided in the regulation for record retention. However,
institutions should maintain documentation (typically a copy of the report filed) for
examiner review. Examiners should also be able to determine timeliness of the reports
based on credit union records.

Reports
Reqistration [Section 221.3(b)]

A credit union becomes subject to Regulation U and must register with the Federal
Reserve Bank in whose District it is located when it meets one of two threshold tests for
the amount of margin-stock-secured credit extended or outstanding:

e [f $200,000 or more in such credit was extended in the most recent calendar
quarter; or,



e |f atany time in the most recent calendar quarter the amount of margin-stock-
secured credit outstanding was $500,000 or more.

To register, a credit union must complete Federal Reserve Form G-1 within 30 days of
the end of the calendar quarter in which one of the two threshold tests is met.

Deregistration Statement [Section 221.3(b)(2)]

A credit union is eligible to deregister if, during the preceding six calendar months, no
more than $200,000 of credit secured by margin stock is outstanding. Federal Reserve
Form G-2 is the Deregistration Statement.

Annual Report [Section 221.3(b)(3)]

A credit union must file an annual report, Federal Reserve Form G-4, within thirty days
of June 30. This form will be supplied by the Reserve Bank before June 30.

Enforcement / Liability

Administrative Enforcement Authority

The Federal Reserve Board is responsible for enforcing Regulation U.
Penalties and Liabilities

Regulation U does not list any penalties or liabilities.
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