
f e d e r a l  r e s e r v e  B a n k  o f  D a l l a s

DALLAS. TEXAS 75222

C ircu lar No. 78-170 
December 6, 1978

SUPPLEMENT TO REGULATION D— RESERVES OF MEMBER BANKS

TO ALL MEMBER BANKS IN THE
ELEVENTH FEDERAL RESERVE DISTRICT:

Reference is made to C ircu lar No. 78-157, dated November 3,
1978, regarding the establishment of a supplementary reserve requirem ent— 
in addition to present member bank reserve requirem ents—equal to 2 p e r
cent of time deposits in denominations of $100,000 or more and certain other 
member bank liab ilities . The supplementary reserve requirem ent is effec
tive  on November 2, 1978, and is applicable to all outstanding affected de
posits on that date. Related reserves are  to be maintained beginning  
November 16, 1978.

For computation purposes, it should be noted that the 2 percent 
supplementary reserve requirem ent is added to the usual graduated re 
serve computation before determ ining whether the 3 percent minimum for 
total savings and time deposits has been satisfied.

The revised supplement to Regulation D, effective November 2, 
1978, reflecting the supplementary reserve requirement is enclosed. In ad
dition, there is enclosed a copy of the Regulation D pamphlet as amended 
effective July 6, 1978. These should be inserted in your Regulations Binder 
and the corresponding supplement dated October 5, 1978, and pamphlet 
dated November 9, 1972, should be removed from your b inder and destroyed.

Additional copies of the supplement and Regulation D pamphlet 
w ill be furnished upon request to the Secretary's Office of this Bank,
Ext. 6267.

Sincerely yours,
Robert H . Boykin

First V ice President

Enclosures

Banks and others are encouraged to use the following incoming W ATS numbers in contacting this Bank:
1-800-492-4403 (intrastate) and 1-800-527-4970 (interstate). For calls placed locally, please use 651 plus
the extension referred to above.

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)



BOARD OF GOVERNORS CF THE FEDERAL RESERVE SYSTEM 

RESERVES OF MEMBER BANKS

SUPPLEMENT TO REGULATION D 

As amended effective November 2,1978 

SECTION 204.5— RESERVE REQUIREMENTS

(a) Reserve percentages. Pursuant to the pro
visions of Section 19 of the Federal Reserve Act 
and § 204.2(a) and subject to paragraph (c) of this 
section, the Board of Governors of the Federal 
Reserve System hereby prescribes the following 
reserve balances that each member bank of the 
Federal Reserve System is required to maintain 
on deposits with the Federal Reserve Bank of its 
district.

(1) If not in a reserve city —

(i) 3 percent of (a) its savings deposits and (6) 
its time deposits, open account, that constitute de
posits of individuals, such as Christmas club ac
counts and vacation club accounts, that are made 
under written contracts providing that no with
drawal shall be made until a certain number of 
periodic deposits have been made during a period 
of not less than 3 months; and

(ii) 1 percent of its time deposits outstanding 
on or issued after October 16, 1975, that have an 
initial maturity of 4 years or more; 2Vi percent of 
its time deposits outstanding on or issued after 
December 25, 1975, that have an initial maturity 
of 180 days or more but less than 4 years; 3 per
cent of its time deposits up to $5 million, outstand
ing on or issued after October 16, 1975, that have 
an initial maturity of less than 180 days, plus 6 
percent of such deposits in excess of $5 million. 
Provided, however, that in no event shall the 
reserves required on its aggregate amount of time 
and savings deposits be less than 3 percent. In 
addition, a member bank shall maintain a reserve 
balance equal to 2 percent of its time deposits of 
the following types:

(a) Time deposits of $100,000 or more; and

(b) Time deposits of $100,000 or more repre
sented by promissory notes, acknowledge
ments of advance, due bills, or similar ob
ligations as provided in § 204.1(f); and

(c) Time deposits represented by ineligible 
bankers’ acceptances or obligations issued 
by a member bank’s affiliate, as provided 
in § 204.1(f).

However, the supplementary 2 percent reserve re
quirement shall not apply to a savings deposit, or 
a time deposit, open account that constitutes de
posits of individuals, such as Christmas club ac
counts and vacation club accounts, that are made 
under written contracts providing that no with
drawal shall be made until a certain number of 
periodic deposits have been made during a period 
of not less than 3 months.

(iii) (a) 7 percent of its net demand deposits if 
its aggregate net demand deposits are $2 million 
or less, (b ) $140,000 plus 9 Vi percent of its net 
demand deposits in excess of $2 million if its 
aggregate net demand deposits are in excess of 
$2 million but not more than $10 million, (c) 
$900,000 plus 11% percent of its net demand de
posits in excess of $10 million if its aggregate net 
demand deposits are in excess of $10 million but 
not more han $100 million, or (d) $11,475,000 
plus 12% percent of its net demand deposits in 
excess of $100 million.

(2) If in a reserve city (except as to any bank 
located in such a city that is permitted by the 
Board of Governors of the Federal Reserve Sys
tem, pursuant to § 2 04 .2 (a)(2 ), to maintain the 
reserve specified in paragraph (a ) (1 )  of this 
section —

(i) 3 percent of (a) its savings deposits and
(6) its time deposits, open account, that constitute 
deposits of individuals, such as Christmas club 
accounts and vacation club accounts, that are 
made under written contracts providing that no 
withdrawal shall be made until a certain number 
of periodic deposits have been made during a 
period of not less than 3 months; and

(ii) 1 percent of its time deposits outstanding 
on or issued after October 16, 1975, that have an 
initial maturity of 4 years or more; 2Vi percent of 
its time deposits outstanding on or issued after 
December 25, 1975, that have an initial maturity 
of 180 days or more but less than 4 years; 3 per
cent of its time deposits up to $5 million, outstand
ing on or issued after October 16, 1975, that have 
an initial maturity of less than 180 days, plus 6 
percent of such deposits in excess of $5 million.



Provided, however, that in no event shall the 
reserves required on its aggregate amount of time 
and savings deposits be less than 3 percent. In 
addition, a member bank shall maintain a reserve 
balance equal to 2 percent of its time deposits of 
the following types:

(a) Time deposits of $100,000 or more; and

(b) Time deposits of $100,000 or more repre
sented by promissory notes, acknowledge
ments of advance, due bills, or similar 
obligations as provided in § 204.1(f); and

(c) Time deposits represented by ineligible 
bankers’ acceptances or obligations issued 
by a member bank’s affiliate, as provvided 
in § 204.1(f).

However, the supplementary 2 percent reserve re
quirement shall not apply to a savings deposit, or 
a time deposit, open account that constitutes de
posits of individuals, such as Christmas club ac
counts and vacation club accounts, that are made 
under written contracts providing that no with
drawals shall be made until a certain number of 
periodic deposits have been made during a period 
of not less than 3 months.

(iii) $49,725,000 plus 1614 percent of its net 
demand deposits in excess of $400 million.

(b) Currency and coin. The amount of a mem
ber bank’s currency and coin shall be counted as 
reserves in determining compliance with the re
serve requirements of paragraph (a) of this 
section.

(c) Reserve percentages against certain deposits 
by foreign banking offices. Deposits represented 
by promisory notes, acknowledgements of ad
vance, due bills, or similar obligations described 
in § 204.1(f) to foreign offices of other banks,7 
or to institutions the time deposits of which are 
exempt from the rate limitations of Regulation Q 
pursuant to § 217.3(g) thereof, shall not be 
subject to paragraph (a) of this section or to 
§ 204 .3(a)(1) and (2 ); but during each week 
of the four-week period beginning May 22, 1975, 
and during each successive four-week (“mainte
nance” ) period, a member bank shall maintain 
with the Reserve Bank of its district a daily aver
age balance equal to zero percent of the daily av
erage amount of such deposits during the four- 
week computation period ending on the Wednes
day 15 days before the beginning of the mainte
nance period. An excess or deficiency in reserves 
in any week of a maintenance period under this 
paragraph shall be subject to § 2 04 .3 (a)(3 ), as 
if computed under § 204 .3 (a)(2 ), and deficien
cies under this paragraph shall be subject to 
§ 204.3(b).8

7 Any banking office located outside the States of the United States and the District of Columbia of a bank 
organized under domestic or foreign law.

8 The term “computation period” in § 204.3(a) (3) and (b) shall, for this purpose, be deemed to refer to 
each week of a maintenance period under this paragraph.
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REGULATION D

(12 CFR 204)

As amended effective July 6, 1978

RESERVES OF MEMBER BANKS*

SECTION 204.1— DEFINITIONS

(a) Demand deposits. The term “demand de
posits” includes all deposits except “time deposits” 
as defined below.

(b) Time deposits. The term “time deposits” 
means “time certificates of deposit”, “time depos
its, open account”, and “savings deposits”, as de
fined below; except that for the purposes of 
§ 204.5(c) “time deposits” shall have the meaning 
set forth therein.

(c) Time certificates of deposit. The term “time 
certificates of deposit” means a deposit evidenced 
by a negotiable or nonnegotiable instrument which 
provides on its face that the amount of such de
posit is payable to bearer or to any specified per
son or to his order:

(1) On a certain date, specified in the instru
ment, not less than 30 days after the date of de
posit, or

(2) At the expiration of a certain specified time 
not less than 30 days after the date of the instru
ment, or

(3) Upon notice in writing which is actually re
quired to be given not less than 30 days before 
the date of repayment,1 and

(4) In all cases only upon presentation and sur
render of the instrument.

(d) Time deposits, open account The term 
“time deposit, open account” means a deposit,

* The text corresponds to the Code of Federal Regula
tions, Title 12, Chapter II, Part 204; cited as 12 CFR 204. 
The words “this Part” , as used herein, mean Regulation D.

‘ A deposit with respect to which the bank merely re
serves the right to require notice of not less than 30 days 
before any withdrawal is made is not a “time certificate 
of deposit” .

other than a “time certificate of deposit”, with re
spect to which there is in force a written contract 
with the depositor that neither the whole nor any 
part of such deposit may be withdrawn, by check 
or otherwise, prior to the date of maturity, which 
shall be not less than 30 days after the date of the 
deposit,2 or prior to the expiration of the period 
of notice which must be given by the depositor in 
writing not less than 30 days in advance of with
drawal.3

(e) Savings deposits. The term “savings deposit” 
means a deposit— (1) that consists of funds de
posited to the credit of or in which the entire 
beneficial interest is held by one or more individ
uals, or a corporation, association, or other organ
ization operated primarily for religious, philan
thropic, charitable, educational, fraternal, or other 
similar purposes and not operated for profit;4 or 
that consists of funds deposited to the credit of 
or in which the entire beneficial interest is held 
by the United States, any State of the United 
States, or any county, municipality, or political 
subdivision thereof, the District of Columbia, the 
Commonwealth of Puerto Rico, the Virgin Islands,

“ Deposits, such as Christmas club accounts and vaca
tion club accounts, which are made under written con
tracts providing that no withdrawal shall be made until a 
certain number of periodic deposits have been made dur
ing a period of not less than 3 months constitute “time 
deposits, open account” even though some of the deposits 
are made within 30 days from the end of the period.

3 A deposit with respect to which the bank merely re
serves the right to require notice of not less than 30 days 
before any withdrawal is made is not a “time deposit, 
open account”, within the meaning of the above definition.

4 Deposits in joint accounts of two or more individuals
may be classified as savings deposits if they meet the other
requirements of the above definition. Deposits of a part
nership operated for profit may also be classified as sav
ings to the extent such deposits do not exceed $150,000 
per partnership at a member bank.
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American Samoa, Guam, or political subdivision 
thereof; or that consists of funds deposited to the 
credit of or in which any beneficial interest is held 
by a corporation, association, or other organiza
tion not qualifying above to the extent such funds 
do not exceed $150,000 per such depositor at a 
member bank; 4a and

(2) with respect to which the depositor is not 
required by the deposit contract but may at any 
time be required by the bank to give notice in 
writing of an intended withdrawal not less than 30 
days before such withdrawal is made 5 and which 
is not payable on a specified date or at the expira
tion of a specified time after the date of deposit.

(f) Deposits as including certain promissory 
notes and other obligations. For the purposes of 
this Part, the term “deposits” also includes a 
member bank’s liability on any promissory note, 
acknowledgment of advance, due bill, banker’s 
acceptance, or similar obligation (written or oral) 
that is issued or undertaken by a member bank as 
a means of obtaining funds to be used in its bank
ing business, except any such obligation that:

(1) is issued to (or undertaken with respect to) 
and held for the account of (i) a domestic banking 
office® of another bank, or (ii) the United States 
or an agency thereof, or the Government Devel
opment Bank for Puerto Rico;

(2) evidences an indebtedness arising from a 
transfer of direct obligations of, or obligations 
that are fully guaranteed as to principal and inter
est by, the United States or any agency thereof 
that the bank is obligated to repurchase;

(3)(i) bears on its face, in bold-face type, the 
following: “This obligation is not a deposit and is 
not insured by the Federal Deposit Insurance 
Corporation”;

is subordinated to the claims of depositors, is un
secured, and is ineligible as collateral for a loan

4” Where a deposit is to the credit of the bank’s own 
trust department and the funds involved are utilized to 
cover checks, such deposit may not be classified as a sav
ings deposit.

5 The exercise by the bank of its right to require such 
notice shall not cause the deposit to cease to be a savings 
deposit.

6 Any banking office (i) in any State of the United 
States or the District of Columbia of a bank organized 
under domestic or foreign law or (ii) of a member bank 
whose head office is located outside the States of the 
United States or the District of Columbia provided, re
serves are required to be maintained by such member bank 
under this Part against the deposit liabilities of such 
office.

by the issuing bank and also expressly states said 
provisions on its face; has an original maturity 
of at least seven years, or, in the case of an obli
gation or issue that provides for any type of 
scheduled repayments of principal, has an average 
m aturity7 of at least seven years 8 and provides 
that once any such repayment of principal begins, 
all scheduled repayments shall be made at least 
annually and the amount repaid in each year is 
no less than in the prior year; is issued subject 
to a requirement that no repayment (other than a 
regularly scheduled repayment already approved by 
the appropriate Federal bank regulatory agency), 
including, but not limited to, a payment pursuant 
to acceleration of maturity, may be made without 
the prior written approval of the appropriate Fed
eral bank regulatory agency; 9 is in an amount of 
at least $500, Except, That the appropriate Federal 
bank regulatory agency may approve the issuance 
of an obligation that is less than $500 if such 
lesser amount is necessary (a) to satisfy the pre
emptive rights of shareholders in the case of a 
convertible debt obligation, (b) to maintain a 
ratable unit offering to holders of preemptive 
rights in the case of an obligation issued exclu
sively as part of a unit including shares of stock 
which are subject to such preemptive rights, or
(c) to satisfy shareholders’ ratable claims in the 
case of an obligation issued wholly or partially 
in exchange for shares of voting stock or assets 
pursuant to a plan of merger, consolidation, re
organization, or other transaction where the issuer 
will acquire either a majority of such shares of 
voting stock or all or substantially all of the assets 
of the entity whose assets are being acquired; and 
has been approved by the appropriate Federal 
bank regulatory agency as an addition to the cap
ital structure of the issuing bank; or (ii) meets 
all of the requirements in the preceding clause 
except the maturity requirements or the require
ment that scheduled repayments shall be in 
amounts at least equal to those made in a previous 
year, and with respect to which the appropriate 
Federal bank regulatory agency has determined 
that exigent circumstances require the issuance of

7 The “average maturity” of an obligation or issue re
payable in scheduled periodic payments shall be the 
weighted average of the maturities of all such scheduled 
repayments.

8 In a serial issue, the member bank may offer no note 
with a maturity of less than five years.

9 For the purposes of this Part, the “appropriate Federal 
bank regulatory agency” is the Comptroller of the Cur
rency in the case of a national bank and the Board of 
Governors in the case of a State member bank.
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such obligations without regard to the provisions 
of this Part; or (iii) was issued or publicly offered 
before June 30, 1970, with an original maturity of 
more than two years;

(4) arises from a borrowing by a member bank 
from a dealer in securities, for one business day, 
of proceeds of a transfer of deposit credit in a 
Federal Reserve Bank (or other immediately avail
able funds), commonly referred to as “Federal 
funds”, received by such dealer on the date of the 
loan in connection with clearance of securities 
transactions; or

(5) arises from the creation of a bank accept
ance of the type described in Section 13 of the 
Federal Reserve Act and eligible for discount by 
the Federal Reserve Banks.

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, un
less 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 consisting 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.

This paragraph shall not, however, affect (i) any 
instrument issued before June 27, 1966 (ii) any 
instrument that evidences an indebtedness arising 
from a transfer of assets under repurchase agree
ment issued before July 25, 1969, or (iii) any in
strument issued to a foreign office of another bank 
before June 27, 1969.

For the purposes of this Part, “deposits” of a 
member bank also include the liability of a mem
ber bank’s affiliate, as defined in section 2 of the 
Banking Act of 1933 (12 U.S.C. 221a(b)), on 
any promissory note, acknowledgment of advance, 
due bill, or similar obligation (written or oral), 
with a maturity of 7 years or less, to the extent 
that the proceeds are used for the purpose of 
supplying funds to the bank for use in its bank
ing business, or to maintain the availability of 
such funds, except any such obligation that, if it

had been issued directly by the member bank, 
would not constitute a deposit in view of excep
tions (1) and (2), above.

(g) Gross demand deposits. The term “gross 
demand deposits” means the sum of all demand 
deposits, including demand deposits to the credit 
of other banks, the United States, States, counties, 
school districts, and other governmental subdivi
sions and municipalities, and all outstanding cer
tified and officers’ checks (including checks issued 
by the bank in payment of dividends and checks 
or drafts drawn by or on behalf of a foreign 
branch of a member bank on an account main
tained by such a branch with a domestic office of 
the parent bank), and letters of credit and travel
ers’ checks sold for cash.

“Gross demand deposits” also includes any 
obligation to pay a check (or other instrument, 
device, or arrangement for the transfer of funds) 
drawn on the bank, where the account of the 
bank’s customer has already been debited.

(h) Cash items in process of collection. The
term “cash items in process of collection” means:

(1) Checks in process of collection, drawn on 
a bank, private bank, or any other banking institu
tion, which are payable immediately upon presen
tation in the United States, including checks with 
a Federal Reserve Bank in process of collection 
and checks on hand which will be presented for 
payment or forwarded for collection on the fol
lowing business day;

(2) Government checks and warrants drawn on 
the Treasurer of the United States which are in 
process of collection;

(3) Such other items in process of collection, 
payable immediately upon presentation in the 
United States, as are customarily cleared or col
lected by banks as cash items.

Items handled as noncash collections may not 
be treated as “cash items in process of collection” 
within the meaning of this Part.

(i) Net demand deposits. The term “net demand 
deposits” means gross demand deposits as defined 
in paragraph (g) of this section less the deductions 
allowed under the provisions of § 204.2(b).

(j) Currency and coin. The term “currency and 
coin” means United States currency and coin 
owned and held by a member bank, including cur
rency and coin in transit to or from a Federal 
Reserve Bank.
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SECTION 204.2—COMPUTATION OF 
RESERVES

(a) Amounts of reserves to be maintained. (1)
Every member bank shall maintain on deposit 
with the Federal Reserve Bank of its district an 
actual net balance equal to 3 per cent of its time 
deposits, plus 7 per cent of its net demand depos
its if it is not located in a reserve city or 10 per 
cent of its net demand deposits if it is located in 
a reserve city, or such different percentages of its 
time deposits and net demand deposits as the 
Board of Governors of the Federal Reserve Sys
tem, pursuant to and within the limitations con
tained in section 19 of the Federal Reserve Act, 
may prescribe from time to time in § 204.5 (the 
Supplement to this P a r t) : Provided, That a mem
ber bank’s currency and coin shall be counted as 
reserves in determining compliance with such re
quirements to such extent as the Board of Gov
ernors of the Federal Reserve System, pursuant to 
section 19 of the Federal Reserve Act, may per
mit from time to time in § 204.5.

(2) A member bank in a reserve city is deemed 
to have a character of business similar to banks 
outside of reserve cities whenever it has average 
net demand deposit balances of $400 million or 
less for the second computation period preceding 
the current reserve maintenance period. The Board 
grants permission to any such bank or banks to 
maintain for the current period the reserve bal
ances that are in effect for member banks not lo
cated in reserve cities. Such permission and any 
other permission granted by the Board to main
tain reduced reserves is automatically suspended 
for the current reserve maintenance period with 
respect to any member bank in a reserve city that 
has average net demand deposit balances of more 
than $400 million for the second computation pe
riod preceding the current reserve maintenance 
period. Any such bank shall maintain for the cur
rent period the reserve balances in effect for banks 
located in reserve cities.

(3) For the purposes of this Part, each city 
having a Federal Reserve office is a reserve city. 
In addition, any city, town, village or other com
munity, whether or not incorporated, is a reserve 
city for a reserve computation period if it con
tains a head office of any member bank that had 
average daily net demand deposit balances of 
more than $400 million for the second computa
tion period preceding the current reserve mainte
nance period.

(b) Deductions allowed in computing reserves.
In determining the reserve balances required un
der the terms of this Part, member banks may 
deduct from the amount of their gross demand 
deposits the amounts of balances subject to im
mediate withdrawal due from other banks and 
cash items in process of collection as defined in 
§ 204.1(h). Balances “due from other banks” do 
not include balances due from Federal Reserve 
Banks, balances (payable in dollars or otherwise) 
due from foreign banks or branches thereof 
wherever located, or balances due from foreign 
branches of domestic banks.10

(c) Availability of cash items as reserve. Cash 
items forwarded to a Federal Reserve Bank for 
collection and credit cannot be counted as part of 
the minimum reserve balance to be carried by a 
member bank with its Federal Reserve Bank until 
the expiration of such time as may be specified in 
the appropriate time schedule referred to in Part 
210 of this chapter. If a member bank draws 
against items before such time, the draft will be 
charged against its reserve balance if such balance 
be sufficient in amount to pay it; but any resulting 
impairment of reserve balances will be subject to 
the penalties provided by law and by this Part: 
Provided, however, That the Federal Reserve Bank 
may, in its discretion, refuse at any time to  permit 
the withdrawal or other use of credit given in its 
reserve account for any item for which the Fed
eral Reserve Bank has not received payment in 
actually and finally collected funds.

(d) Reserves against trust funds. A member 
bank exercising trust powers need not maintain 
reserves against trust funds which it keeps prop
erly segregated as trust funds and apart from its 
general assets or which it deposits in another insti
tution to the credit of itself as trustee or other 
fiduciary. If, however, such funds are mingled 
with the general assets of the bank, a deposit lia
bility thereby arises against which reserves must 
be maintained.

10 A member bank exercising fiduciary powers may not 
include in balances “due from other banks” amounts of 
trust funds deposited with other banks and due to it as 
trustee or other fiduciary. If trust funds are deposited by 
the trust department of a member bank in its commercial 
or savings department and are then redeposited in another 
bank subject to immediate withdrawal they may be in
cluded by the member bank in balances “due from other 
banks”, subject to the provisions of § 204.2(b).



REGULATION D § 204.3

(e) Continuance of “time deposit” status. A de
posit which at the time of deposit was a “deposit 
evidenced by a time certificate of deposit”, “time 
deposit, open account”, or “savings deposit” con
tinues to be a “time deposit” until maturity or the 
expiration of the period of notice of withdrawal, 
although it has become payable within 30 days. 
After the date of maturity of any time deposit, 
such deposit is a demand deposit. After the expi
ration of the period of notice given with respect 
to the repayment of any savings deposit or other 
time deposit, such deposit is a demand deposit, 
except that, if the owner of such deposit advises 
the bank in writing that the deposit will not be 
withdrawn pursuant to such notice or that the 
deposit will thereafter again be subject to the con
tract or requirements applicable to such deposit, 
the deposit will again constitute a savings deposit 
or other time deposit, as the case may be, after 
the date upon which such advice is received by 
the bank.

SECTION 204.3—DEFICIENCIES IN 

RESERVES

(a) Computation of deficiencies. (1) Reserve re
quirements of all member banks shall be deter
mined on the basis of average daily net deposit 
balances and average daily currency and coin cov
ering 7-day computation periods which shall end 
at the close of business on Wednesday of each 
week.

(2) In determining whether a member bank has 
maintained a reserve balance that is in excess of 
or less than its required reserve balance for any 
computation period:

(i) The required reserve balance of such bank 
shall be based upon the average daily net deposit 
balances held by the member bank at the close of 
business each day during the second computation 
period prior to the computation period for which 
the computation is made.

(ii) The reserve balance of such bank shall con
sist of the average daily balance with the Federal 
Reserve Bank of its District held by the member 
bank at the close of business of each day during 
the computation period for which the computa
tion is made and the average daily currency and 
coin held by the member bank at the close of 
business each day during the second computation

period prior to the computation period for which 
the computation is made.

(3) Any excess or deficiency in a member 
bank’s required reserve balance for any computa
tion period, determined as provided in subpara
graph (2) above, will be carried forward to the 
next following computation period to the extent 
that such excess or deficiency does not exceed
2 per cent of such required reserves, except that 
any portion of such excess or deficiency not offset 
in the next period may not be carried forward to 
additional computation periods.

(b) Penalties. (1) Deficiencies in reserve bal
ances remaining after the application of subpara
graph (3) of paragraph (a) above will be subject to 
penalties, assessed monthly on the basis of aver
age daily deficiencies during each of the compu
tation periods ending in the preceding calendar 
month.

(2) Any such penalty will be assessed at a rate 
of 2 per cent per annum above the lowest rate 
applicable to borrowings by each member bank 
from its Federal Reserve Bank on the first day 
of the calendar month in which the deficiencies 
occurred.

(c) Notice to directeors of banks deficient in re
serves. Whenever it shall appear that a member 
bank is not paying due regard to the maintenance 
of its reserves, the Federal Reserve Bank shall 
address a letter to each director of such bank call
ing attention to the situation and advising him of 
the requirements of the law and of this Part re
garding the maintenance of reserves.

(d) Continued deficiencies. If, after the notice 
provided for in paragraph (c) of this section has 
been given, it shall appear that the member bank 
is continuing its failure to pay due regard to the 
maintenance of its reserves, the Federal Reserve 
Bank shall report such fact to the Board of Gov
ernors of the Federal Reserve System with a rec
ommendation as to whether or not the Board 
should:

(1) In the case of a national bank, direct the 
Comptroller of the Currency to bring suit to for
feit the charter of such national bank pursuant to 
section 2 of the Federal Reserve Act (38 Stat. 
252; 12 U.S.C. 501a); or

(2) In the case of a State member bank, insti
tute proceedings to require such bank to surren
der its stock in the Federal Reserve Bank and to
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forfeit all rights and privileges of membership 
pursuant to section 9 of the Federal Reserve Act 
(46 Stat. 251; 12 U.S.C. 327); or

(3) In either case, take such other action as the 
Federal Reserve Bank may recommend or the

Board of Governors of the Federal Reserve Sys
tem may consider advisable.

(SECTION 204.5—SUPPLEMENT, containing 
reserve percentages and use of vault cash in meet
ing reserve requirements, is printed separately.)
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STATUTORY APPENDIX

Section 19 of the Federal Reserve Act provides 
in part as follows:

(a) The Board is authorized for the purposes of 
this section to define the terms used in this sec
tion, to determine what shall be deemed a pay
ment of interest, to determine what types of obli
gations, whether issued directly by a member bank 
or indirectly by an affiliate of a member bank or 
by other means, shall be deemed a deposit, and 
to prescribe such regulations as it may deem neces
sary to effectuate the purposes of this section and 
to prevent evasions thereof.

(b) Every member bank shall maintain reserves 
against its deposits in such ratios as shall be deter
mined by the affirmative vote of not less than 
four members of the Board within the following 
limitations:

(1) In the case of any member bank in a re
serve city, the minimum reserve ratio for any de
mand deposit shall be not less than 10 per centum 
and not more than 22 per centum, except that the 
Board, either in individual cases or by regulation, 
on such basis as it may deem reasonable and 
appropriate in view of the character of business 
transacted by such bank, may make applicable the 
reserve ratios prescribed for banks not in reserve 
cities.

(2) In the case of any member bank not in a 
reserve city, the minimum reserve ratio for any 
demand deposit shall be not less than 7 per cen
tum and not more than 14 per centum.

(3) In the case of any deposit other than a de
mand deposit, the minimum reserve ratio shall be 
not less than 3 per centum and not more than 
10 per centum.

The Board may, however, prescribe any reserve 
ratio, not more than 22 per centum, with respect 
to any indebtedness of a member bank that arises 
out of a transaction in the ordinary course of its 
banking business with respect to either funds re
ceived [from] or credit extended by such bank to 
a bank organized under the law of a foreign coun
try or a dependency or insular possession of the 
United States.

(c) Reserves held by any member bank to meet 
the requirements imposed pursuant to subsection
(b) of this section shall be in the form of—

(1) balances maintained for such purposes by 
such bank in the Federal Reserve bank of which 
it is a member, and

(2) the currency and coin held by such bank, 
or such part thereof as the Board may by regula
tion prescribe.

[U.S.C., tide 12, sec. 461.]

* # *

(f) The required balance carried by a member 
bank with a Federal Reserve bank may, under the 
regulations and subject to such penalties as may 
be prescribed by the Board of Governors of the 
Federal Reserve System, be checked against and 
withdrawn by such member bank for the purpose 
of meeting existing liabilities.

[U.S.C., title 12, sec. 464.]

(g) In estimating the reserve balances required 
by this Act, member banks may deduct from 
the amount of their gross demand deposits the 
amounts of balances due from other banks (except 
Federal Reserve banks and foreign banks) and 
cash items in process of collection payable imme
diately upon presentation in the United States, 
within the meaning of these terms as defined by 
the Board of Governors of the Federal Reserve 
System.

[U.S.C., title 12, sec. 465.]

Section 11 of the Federal Reserve Act provides 
in part as follows:

The Board of Governors of the Federal Re
serve System shall be authorized and empowered: 

* * *

(c) To suspend for a period not exceeding 
thirty days, and from time to time to renew such 
suspensions for periods not exceeding fifteen days, 
any reserve requirements specified in this Act.

[U.S.C., title 12, sec. 248(c).]

* * *

fe) To add to the number of cities classified as 
reserve cities under existing law in which national 
banking associations are subject to the reserve re
quirements set forth in section [nineteen] of this 
Act; or to reclassify existing reserve cities or to 
terminate their designation as such.

[U.S.C., title 12, sec. 248(e).]

* * *




