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Circular No. 7^-262
September 26, 197^

RESERVES OF MEMBER BANKS

To All Member Banks in the
Eleventh Federal Reserve District:

There are attached an amendment to and interpretation of Regulation_D. 
effective October 14, 197^* A revised proposal by the Board of Governors for an 
amendment to Regulation D, "Reserves of Member Banks," was forwarded with Circular 
No. 7^-179 on July 2, 197^v The proposal was to classify as deposits funds secured 
by member banks through the issuance of uncollateralized "due bills."

The attached amendment is in substantially the same form as the proposed 
amendment forwarded with Circular No. 7^-179. The attached interpretation of Regu
lation D describes the types of collateralization and other conditions required to 
remove "due bill" transactions from the reserve requirements of that regulation.

The Board of Governors made the following statement in submitting the 
amendment and interpretation for publication in the "Federal Register":

"By notice published in the Federal Register of July 1,
197*+ j (39 Federal Register 2U2^3) the Board of Governors 
proposed to amend Regulation D to classify as 'deposits,' 
and thereby subject to reserve requirements, funds 
received by member banks from the issuance of due bills 
in connection with sales of securities where the securities 
sold are not delivered to or for the account of the pur
chaser within three business days from the time of the 
purchase and where, for any period thereafter, such due 
bills are not fully collateralized by securities similar 
to those that the due bill represents. The July 1, 197^ 
proposal reflected the Board's consideration of comments 
received on its proposal of December 26, 1973 (38 Federal 
Register 35236) to amend both Regulations D and Q to 
classify uncollateralized due bills as deposits. After 
review and consideration of all comments received, pur
suant to its authority under Section 19 of the Federal 
Reserve Act to define the term used in that section and 
for the reasons stated in the Board's previous notices 
on this subject, the Board has approved an amendment to 
Regulation D in substantially the same form as published 
for comment on July 1, 197^.
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Since 1966 due bills that are issued by a member bank 
principally as a means of obtaining funds to be used in 
its banking business have been defined as deposits sub
ject to reserve requirements and interest rate limita
tions under both Regulations D and Q. The Board regards 
the good faith effort to make timely delivery of the 
underlying security and full disclosure to customers 
that a due bill may be issued in lieu of the security 
sought to be purchased as basic elements of bona fide 
due bill transactions. This amendment does not alter 
the regulatory stance adopted in 1966, but adds a pro
vision under Regulation D to define as deposits funds 
received from the issuance of due bills in connection 
with sales of securities where the securities sold are 
not delivered to or for an account of the purchaser 
within three business days from the time of purchase and 
where, for any period thereafter, such due bills are not 
fully collateralized by securities similar to those that 
the due bill represents.

Under the amendment, due bill transactions entered into 
on or after the effective date of this amendment, which 
remain uncollateralized for more than three business 
days are treated as demand deposits under Regulation D. 
Deposit treatment applies to such due bill transactions 
whether funds are received from another bank or other 
customers and regardless of the method by which such 
transactions are evidenced or recorded— whether by 
issuance of an instrument, oral undertaking or under
standing, record notation or other manner.

At the same time, the Board approved an interpretation 
(12 CFR 20̂ .110) intended to describe the types of 
collateralization and other conditions required to 
remove due bill transactions from the reserve require
ments of Regulation D. The interpretation approved by 
the Board indicates that due bills in Treasury issues 
may be secured by appropriate amounts of any other 
marketable Treasury issues regardless of maturities 
and that due bills in Federal agency securities can be 
secured by either Treasury or agency issues, again 
regardless of maturities. The Board stated also that 
the collateralization requirement may be satisfied by 
the pooling of appropriate collateral as well as by 
piece-by-piece collateralization using specific Treasury 
and Federal agency securities."

The attached amendment to and interpretation of Regulation D should be 
included in your binder of bulletins and regulations issued by this Bank.

Yours very truly,

P.E. Coldwell

Attachments President



BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

RESERVES OF MEMBER BANKS

AMENDMENT TO REGULATION D

Effective October 14, 1974, section 204.1(f) of 
Regulation D (12 CFR Part 204) is amended by 
adding a new sentence at the end thereof to read 
as follows:

SECTION 204.1— DEFINITIONS 

* * * * *

(f) Deposits as including certain promissory 
notes and other obligations.

In addition to and notwithstanding the fore
going, the term “deposit” includes any liability or

undertaking on the part of a member bank to sell 
or deliver securities to, or purchase securities for 
the account of, any customer (including other 
banks), involving the receipt of funds by the 
member bank or a debit to an account of such 
customer before the securities are delivered, unless 
such securities are delivered to or for the account 
of the purchaser within three business days from 
the date of purchase or, thereafter, such liability 
or undertaking is fully secured by collateral con
sisting of one or more securities “similar to” and 
with an aggregate market value at least equal to 
that of the securities which are the subject of the 
member bank’s liability or undertaking.



TITLE 12— BANKS AND BANKING  

CHAPTER II— FEDERAL RESERVE SYSTEM 

SUBCHAPTER A— BOARD OF GOVERNORS 

OF THE FEDERAL RESERVE SYSTEM 

[REG. D]

PART 204—RESERVES OF MEMBER 
BANKS

DUE BILLS AS DEPOSITS

Effective O ctober 14, 1974, § 204.10 is 
added to read as follows:

SECTION 204.110 COLLATERALIZATION OF
DUE BILLS OUTSTANDING FOR MORE
THAN THREE BUSINESS DAYS.

On September 13, 1974, the Board of Governors 
approved an amendment to § 204.1(f) of Regula
tion D to define as deposits for reserve require
ment purposes due bills issued on or after the 
effective date by member banks that are uncol
lateralized which remain outstanding for more 
than three business days. Since 1966, due bills 
issued or undertaken by a member bank prin
cipally as a means of obtaining funds to be used in 
its banking business have been defined as deposits 
under both Regulation D (204.1(f)) and Regula
tion Q (217 .1 (f)).

This amendment retains the existing deposit 
treatment under both Regulations D and Q for due 
bills issued principally as a means of obtaining 
funds and provides an additional provision under 
Regulation D to define as deposits due bills that 
remain uncollateralized after three business days. 
Such due bills would be subject to demand deposit 
reserve requirements. These amendments define 
as deposits for reserve purposes due bills outstand
ing for more than three business days and which 
are not fully secured by securities “similar to” 
those that are the subject of the underlying due bill 
transaction. For purposes of the collateralization 
requirement, due bills in Treasury securities may

be secured by appropriate amounts of any other 
marketable Treasury issues (including Federal 
Financing Bank issues) regardless of maturity. 
Due bills in securities of agencies of the Federal 
government may be secured by either Treasury or 
agency issues, also regardless of maturity.

The securities used to collateralize due bill 
transactions may be individually identified and 
issued against a particular due bill transaction. In 
addition, securities qualified to serve as collateral 
may be placed in a pool of similarly qualified 
securities and all or part of such pool may be used 
to collateralize a member bank’s due bill trans
actions.

In addition to the foregoing requirements, the 
good faith effort to make (1) timely delivery of 
the underlying security represented by the due bill 
transaction and (2) full disclosure to customers 
that a due bill may be issued in lieu of the security 
sought to be purchased, are regarded as basic 
elements of bona fide due bill transactions. Where 
it is the practice of a member bank not to attempt 
to obtain and deliver the underlying security with
in a reasonable time from the issuance of the due 
bill or where customers are not informed of a 
bank’s inability to obtain the security sought to be 
purchased, such practices indicate that a member 
bank is utilizing due bill transactions as a means of 
obtaining funds principally for its banking busi
ness and therefore, regardless of outstanding col
lateralization, such transactions are regarded as a 
“deposit” under both § 204.1(f) of Regulation D 
and § 217.1(f) of Regulation Q. For example, 
where a bank issues due bills with short maturities 
and where due bills are regularly issued under 
agreement or understanding to repurchase and re
issue for an additional period, such transactions 
may be regarded as “deposits” under both Regula
tion D and Regulation Q.

References to due bills issued by member banks 
contained in paragraph (e) of the Board’s inter
pretation issued in 1970 (§ 217.137, 1970 BUL
LETIN 38) regarding Federal funds transactions 
are superceded by this interpretation.




