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Regulation Q 
Interest on Deposits
12 CFR 217; as amended effective December 16, 1981

SECTION 217.0—Scope of Part

(a) This part* is issued under authority of 
provisions of section 19 of the Federal Re­
serve Act which, together with related provi­
sions of law, are cited in the appendix, f

(b) This part relates to the payment of de­
posits and interest thereon by member banks 
of the Federal Reserve System and not to the 
computation and maintenance of the reserves 
which member banks are required to maintain 
against deposits. The rules concerning re­
serves of member banks are contained in part 
204 of this chapter.

(c) Under authority of the provisions of sec­
tion 7 of the International Banking Act of 
1978 (12 USC 3105), the provisions of this 
part apply to a federal branch or agency of a 
foreign bank and to a state uninsured branch 
or agency of a foreign bank in the same man­
ner and to the same extent as if the branch or 
agency were a member bank, except as may be 
otherwise provided by the Board, if (i) its 
parent foreign bank has total worldwide con­
solidated bank assets in excess of $1 billion; 
(ii) its parent foreign bank is controlled by a 
foreign company which owns or controls for­
eign banks that in the aggregate have total 
worldwide consolidated bank assets in excess 
of $1 billion; or (iii) its parent foreign bank is 
controlled by a group of foreign companies 
that own or control foreign banks that in the 
aggregate have total worldwide consolidated 
bank assets in excess of SI billion.

(d) The provisions of this part do not apply 
to any deposit that is payable only at an office 
located outside of the states of the United 
States and the District of Columbia of a mem­
ber bank or of a foreign bank.

SECTION 217.1—Definitions

(a) Demand deposits. The term “any deposit 
which is payable on demand”, hereinafter re­

* The words “this part,” as used herein, mean Regula­
tion Q (Code of Federal Regulations, title 12, chapter II, 
part 217).

t  These statutory provisions begin on page 17.

ferred to as a “demand deposit”, includes ev­
ery deposit which is not a “time deposit,” “in­
ternational banking facility time deposit,” or 
“savings deposit,” as defined in this section.

(b) Time deposits. The term “time deposits” 
means “time certificates of deposit,” “time de­
posits, open account,” and “international 
banking facility time deposits,” as defined in 
this section.

(c) Time certificates o f deposit. The term 
“time certificate of deposit” means a deposit 
evidenced by a negotiable or nonnegotiable in­
strument which provides on its face that the 
amount of such deposit is payable to bearer or 
to any specified person or to his order:

(1) On a certain date, specified in the in­
strument, not less than 14 days after date of 
the deposit, or
(2) At the expiration of a certain specified 
time not less than 14 days after the date of 
the instrument, or
(3) Upon notice in writing which is actual­
ly required to be given not less than 14 days 
before the date of repayment,1 and
(4) In all cases only upon presentation and 
surrender of the instrument.

(d) Time deposits, open account. The term 
“time deposit, open account” means a deposit, 
other than a “time certificate of deposit,” with 
respect 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 14 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 writ-

1 A deposit with respect to which the bank merely re­
serves the right to require notice of not less than 14 days, 
before any withdrawal is made is not a ‘‘time certificate of 
deposit” within the meaning of the above definition.

2 Deposits, such as Christmas club accounts and vaca­
tion club accounts, which are made under written contracts 
providing that no withdrawal shall be made until a certain 
number of periodic deposits have been made during a peri­
od of not less than three months constitute “time deposits, 
opai account”, even though some of the deposits are made 
within 14 days from the end of the period.

1
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ing not less than 14 days in advance of 
withdrawal.3

(e) Savings deposits. The term “savings de­
posit” means a deposit—

(1) That consists of funds deposited to the 
credit of or in which the entire beneficial 
interest is held by one or more individuals, 
or of a corporation, association, or other or­
ganization operated primarily for religious, 
philanthropic, charitable, educational, fra­
ternal, 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 po­
litical subdivision thereof, the District of 
Columbia, the Commonwealth of Puerto 
Rico, the Virgin Islands, 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 orga­
nization not qualifying above to the extent 
such funds do not exceed $150,000 per such 
depositor at a member bank; 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 with­
drawal not less than 14 days before such 
withdrawal is made 5 and which is not pay­
able on a specified date or at the expiration 
of a specified time after the date of deposit.
(3) In those states where banks are permit­
ted to offer deposits subject to negotiable 
orders of withdrawal, such deposits may be 
maintained if such deposits consist of funds 
deposited to the credit of or in which the 
entire beneficial interest is held by one or 
more individuals, or a corporation, associa­

3 A deposit with respect to which the bank merely re­
serves the right to require notice of not less than 14 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 partner­
ship operated for profit may also be classified as savings to 
the extent such deposits do not exceed 1130,000 per part­
nership at a member bank.

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

tion, or other organization operated pri­
marily for religious, philanthropic, charita­
ble, educational, fraternal, or other similar 
purposes and not operated for profit. De­
posits in which any beneficial interest is 
held by a corporation, partnership, associa­
tion or other organization operated for 
profit or not operated primarily for reli­
gious, philanthropic, charitable, education­
al, fraternal, or other similar purposes may 
not be classified as deposits subject to nego­
tiable orders of withdrawal.

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

(1) Is issued to (or undertaken with re­
spect to) and held for the account of (i) a 
bank or an institution the time deposits of 
which are exempt from section 217.7 pursu­
ant to section 217.3(g), or (ii) the United 
States or an agency thereof, or the Govern­
ment Development 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 interest by, the United States 
or any agency thereof that the bank is obli­
gated to repurchase, and

(a) is issued in denominations of 
$100,000 or more; or
(b) is issued in denominations of less 
than $100,000, matures in less than 90 
days and is not automatically renewable 
or extended;5*

(3) (i) Bears on its face, in boldface type 
the following:

“This obligation is not a deposit and is not 
insured by the Federal Deposit Insurance 
Corporation”;

5* A member bank with such obligations issued in de­
nominations of less than 1100,000 with maturities of 90 
days or more may continue to issue such obligations until 
August 1, 1982, without regard to this subparagraph. How­
ever, the aggregate amount of such obligations outstanding 
on a member bank’s books may not exceed the total of such 
obligations outstanding on its books on August 1, 1979.

2
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is subordinated to the claims of depositors, 
is unsecured, and is ineligible as collateral 
for a loan by the issuing bank and also ex­
pressly states said provisions on its face; has 
an original maturity of at least seven years, 
or, in the case of an obligation or issue 
that provides for any type of scheduled re­
payments of principal, has an average ma­
tu rity6 of at least seven years7 and pro­
vides that once any such repayment of prin­
cipal 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 require­
ment that no repayment (other than a regu­
larly scheduled repayment already ap­
proved by the appropriate federal bank 
regulatory agency), including but not limit­
ed to a payment pursuant to acceleration of 
maturity, may be made without the prior 
written approval of the appropriate federal 
bank regulatory agency; 8 is in an amount 
of at least $500, Except, That the appropri­
ate federal bank regulatory agency may ap­
prove the issuance of an obligation that is 
less than $500 if such lesser amount is nec­
essary (a) to satisfy the preemptive 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 exclusive­
ly 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, reorganization, or 
other transaction where the issuer will ac­
quire 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 ap­
propriate federal bank regulatory agency as

6 The “average maturity” of an obligation or issue repay­
able in scheduled periodic payments shall be the weighted 
average of the maturities of all such scheduled repayments.

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

8 For the purposes of this part, the “appropriate federal 
bank regulatory agency” is the Comptroller of the Curren­
cy in the case of a national bank and the Board of Gover­
nors in the case of a state member bank.

an addition to the capital structure of the 
issuing bank; or (ii) meets all of the re­
quirements in the preceding clause except 
the maturity requirement 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 circum­
stances require the issuance of such obliga­
tions without regard to the provisions of 
this part; or (iii) was issued or publicly of­
fered before June 30, 1970, with an original 
maturity of more than two years; or
(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 available funds), 
commonly referred to as “federal funds,” 
received by such dealer on the date of the 
loan in connection with clearance of securi­
ties transactions.

This paragraph shall not, however, affect (i) 
any instrument issued before June 27,1966, or
(ii) any instrument that evidences an indebt­
edness arising from a transfer of assets under 
repurchase agreement issued before July 25, 
1969.

(g) Multiple-maturity time deposit. The term 
“multiple-maturity time deposit” means any 
time deposit ( 1) that is payable at the deposi­
tor’s option on more than one date, whether 
on a specified date or at the expiration of a 
specified time after the date of deposit (e.g., a 
deposit payable at the option of the depositor 
either three months or six months after the 
date of deposit), (2) that is payable after writ­
ten notice of withdrawal, or (3) with respect 
to which the underlying instrument or con­
tract or any informal understanding or agree­
ment provides for automatic renewal at 
maturity.

(h) Obligations issued by the parent bank 
holding company o f a member bank. For the 
purposes of this part, the “deposits” of a 
member bank also includes an obligation that 
is ( 1) issued in a denomination of less than 
$100,000; (2) required to be registered with 
the Securities and Exchange Commission un-

3
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der the Securities Act of 1933; (3) issued or 
guaranteed in whole or in part as to principal 
or interest by the member bank’s parent 
which is a bank holding company under the 
Bank Holding Company Act of 19S6, as 
amended (12 USC 1841-1850), regardless of 
the use of the proceeds; and (4) issued with 
an original maturity of four years or less, or 
which is redeemable at intervals of four years 
or less at the option of the holder. The term 
“deposits” does not include those obligations 
of a bank holding company that are subject to 
interest rate limitations imposed pursuant to 
Public Law 89-597.

(i) Credit balances. For purposes of this part, 
the term “deposits” also includes the credit 
balances of a United States branch or agency 
of a foreign bank.

(j) Foreign bank. “Foreign bank” means 
any bank organized under the laws of any 
country other than the United States (includ­
ing its states and the District of Columbia), or 
organized under the laws of Puerto Rico, 
Guam, American Samoa, the Virgin Islands, 
or a territory of the United States.

(k) “Any deposit that is payable only at an 
office located outside o f the states o f the United 
States and the District o f Columbia"  means
(1) a deposit of a U.S. resident *■ (as defined 
in 12 CFR 204.2(s)) that is in a denomina­
tion of $100,000 or more, and as to which the 
depositor is entitled under the agreement with 
the institution, to demand payment only out­
side the states of the United States or the Dis­
trict of Columbia or (2) a deposit of a person 
who is not a United States resident *■ as to 
which the depositor is entitled under the 
agreement with the institution to demand pay­
ment only outside the states of the United 
States or the District of Columbia.

(0  “International banking facility time de­
posit" or “IBF time deposit” means a deposit, 
placement, borrowing or similar obligation

83 A deposit of a  foreign branch, office, subsidiary, affili­
ate or other foreign establishment (“foreign affiliate” ) con­
trolled by one or more domestic corporations is not regard­
ed as a deposit of a United States resident if the funds serve 
a purpose in connection with its foreign or international 
business or that of other foreign affiliates of the controlling 
domestic corporation (s).

represented by a promissory note, acknowl­
edgment of advance, or similar instrument 
that is not issued in negotiable or bearer form 
and

( 1) (i) that must remain on deposit at the 
IBF at least overnight; and

(ii) that is issued to—

(A) any office located outside the 
United States of another depository in­
stitution organized under the laws of 
the United States or of an Edge or 
agreement corporation;

(B) any office located outside the 
United States of a foreign bank;

(C) a United States office of a non­
United States office of the entity estab­
lishing the IBF;

(D ) another IBF; or

(E) an institution whose time deposits 
are exempt from interest rate limita­
tions under section 217.3(g) of this 
part;

(2) (i) that is payable—

(A) on a specified date not less than 
two business days after the date of 
deposit;

(B) upon expiration of a specified pe­
riod of time not less than two business 
days after the date of deposit; or

(C) upon written notice that actually 
is required to be given by the depositor 
not less than two business days prior to 
the date of withdrawal;

(ii) that represents funds deposited to 
the credit of a non-United States resident 
or a foreign branch, office subsidiary, af­
filiate, or other foreign establishment 
(“foreign affiliate” ) controlled by one or 
more domestic corporations provided 
that such funds are used only to support 
the operations outside the United States 
or the depositor or of its affiliates located 
outside the United States; and

(iii) that is maintained under an agree­
ment or arrangement under which no de­
posit or withdrawal of less than $100,000 
is permitted, except that a withdrawal of 
less than $100,000 is permitted if such 
withdrawal closes an account.

4
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SECTION 217.2—Demand Deposits

(a) Interest prohibited. Except as provided by 
section 19 of the Federal Reserve Act, no 
member bank of the Federal Reserve System 
shall, directly or indirectly, by any device 
whatsoever, pay any interest on any demand 
deposit. The maximum rate of interest that 
may be paid by a member bank on an addi­
tional deposit to any existing time deposit 
shall not exceed the maximum rate that may 
be paid in accordance with section 217.7 on 
the date the additional deposit is made.

(b) Meaning o f interest. Within this part, any 
payment to or for the account of any deposi­
tor as compensation for the use of funds con­
stituting a deposit shall be considered interest.

SECTION 217.3—Interest on Time and 
Savings Deposits

(a) Maximum rate. Except as provided in 
this section, no member bank shall, directly or 
indirectly, by any device whatsoever, pay in­
terest on any time or savings deposit at a rate 
in excess of such applicable maximum rate as 
the Board of Governors of the Federal Re­
serve System shall prescribe from time to time 
in section 217.7. Except as provided in section 
217.7(i), in ascertaining the rate of interest 
paid, the effects of compounding of interest 
may be disregarded. The maximum rate of in­
terest that may be paid by a member bank on 
an additional deposit to any existing time de­
posit shall not exceed the maximum rate that 
may be paid in accordance with section 217.7 
on the date the additional deposit is made.

(b) Modification o f contracts to conform to 
regulation. No certificate of deposit or other 
contract shall be renewed or extended unless 
it be modified to conform to the provisions of 
this part, and every member bank shall take 
such action as may be necessary, as soon as 
possible consistently with its contractual obli­
gations, to bring all of its outstanding certifi­
cates of deposit or other contracts into con­
formity with the provisions of this part.

(c) Member banks limited to maximum rate 
for state banks. The rate of interest paid by a 
member bank upon a time deposit or savings

deposit shall not in any case exceed ( 1) the 
applicable maximum rate prescribed pursuant 
to the provisions of paragraph (a) of this sec­
tion, or (2) the applicable maximum rate au­
thorized by law to be paid upon such deposits 
by state banks or trust companies organized 
under the laws of the state in which such 
member bank is located, whichever may be 
less.

(d) Grace periods in computing interest on 
savings deposits. A member bank may pay in­
terest on a savings deposit received during the 
first 10 calendar days of any calendar month 
at the applicable maximum rate prescribed 
pursuant to paragraph (a) of this section cal­
culated from the first day of such calendar 
month until such deposit is withdrawn or 
ceases to constitute a savings deposit under 
the provisions of this part, whichever shall 
first occur; and a member bank may pay inter­
est on a savings deposit withdrawn during its 
last 3 business days of any calendar month 
ending a regular quarterly or semiannual in­
terest period at the applicable maximum rate 
prescribed pursuant to paragraph (a) of this 
section calculated to the end of such calendar 
month.

(e) Computation o f interest In the computa­
tion of simple daily interest, the time factor 
should be expressed as a fraction in which the 
actual number of days the funds earn interest 
is the numerator, and the denominator is ei­
ther 360, 365, or, in a leap year, 366. Howev­
er, when a deposit matures in one month (or 
multiples thereof), the bank may use 30 days 
in the numerator (or corresponding multiples 
thereof.)

(f) No interest after maturity or expiration o f 
notice. After the date of maturity of any time 
deposit, such deposit is a demand deposit, and 
no interest may be paid on such deposit for 
any period subsequent to such date. After the 
expiration of the period of notice given with 
respect to the repayment of any time deposit 
or savings deposit, such deposit is a demand 
deposit and no interest may be paid on such 
deposit for any period subsequent to the expi­
ration of such notice, except that, if the owner 
of such deposit advises the bank in writing that 
the deposit will not be withdrawn pursuant to

5
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such notice or that the deposit will thereafter 
again be subject to the contract or require­
ments applicable to such deposit, the deposit 
will again constitute a time deposit or savings 
deposit, as the case may be, after the date 
upon which such advice is received by the 
bank. On each certificate, passbook, or other 
document representing a time deposit, the 
bank shall have printed or stamped a conspic­
uous statement indicating that no interest will 
be paid on the deposit after the maturity date 
or, in the case of a time deposit that is auto­
matically renewable, a conspicuous statement 
indicating that the contract will be renewed 
automatically upon maturity, and indicating 
the terms of such renewal, Provided, however, 
that a member bank may provide in any time 
deposit contract that if the deposit, or any 
portion thereof, is withdrawn not more than 
seven days after a maturity date, interest will 
be paid thereon at the originally specified con­
tract rate. A member bank may specify in the 
time deposit contract that interest will be paid 
at any other lower rate. However, in no event 
may the rate specified be less than the current 
rate paid on savings deposits by the member 
bank.

(g) Time deposits o f foreign governmental en­
tities and international organizations. Section 
217.7 does not apply to the rate of interest 
that may be paid by a member bank on a time 
deposit having a maturity of two years or less 
and representing funds deposited and owned 
by ( 1) a foreign national government, or an 
agency or instrumentality thereof9 engaged 
principally in activities which are ordinarily 
performed in the United States by governmen­
tal entities, (2) an international entity of 
which the United States is a member, or (3) 
any other foreign, international, or suprana­
tional entity specifically designated by the 
Board as exempt from section 217.7. All cer­
tificates of deposit issued by member banks to 
such entities on which the contract rate of in­
terest exceeds the maximum prescribed under 
section 217.7 shall provide that (1) in the 
event of transfer, the date of transfer, attested 
to in writing by the transferor, shall appear on

9 Other than states, provinces, municipalities or other re­
gional or local governmental units, or agencies or instru­
mentalities thereof.

the certificate, and (2) the maximum rate lim­
itations of section 217.7 in effect at the date of 
issuance of the certificate shall apply to the 
certificate for any period during which it is 
held by a person other than an entity exempt 
therefrom under the foregoing sentence.10 
Upon the presentment of such a certificate for 
payment, the bank may pay the holder the 
contract rate of interest on the deposit for the 
time that the certificate was actually owned by 
an entity so exempt.

SECTION 217.4— Payment of Time 
Deposits Before Maturity

(a) Time deposits payable on a specified date. 
No member bank shall pay any time deposit, 
which is payable on a specified date, before 
such specified date, except as provided in par­
agraph (d) of this section.

(b) Time deposits payable after a specified pe­
riod. No member bank shall pay any time de­
posit, which is payable at the expiration of a 
certain specified period, before such specified 
period has expired, except as provided in par­
agraph (d) of this section.

(c) Time deposits payable after a specified no­
tice. No member bank shall pay any time de­
posit, with respect to which notice is required 
to be given a certain specified period before 
any withdrawal is made, until such required 
notice has been given and the specified period 
thereafter has expired, except as provided in 
paragraph (d) of this section.

(d) Penalty fo r early withdrawals.
(1) (i) For time deposit contracts entered 

into before July 1, 1979, that have not 
been renewed or extended on or after 
July 1, 1979, the following minimum ear­
ly withdrawal penalty shall apply:

Where a time deposit, or any portion 
thereof, is paid before maturity, a mem­
ber bank may pay interest on the amount 
withdrawn at a rate not to exceed that

10 A new certificate not maturing prior to the maturity 
date of the original certificate may be issued by the member 
bank to the transferee, in which event the original must be 
retained by the bank. The new certificate may not provide 
for interest after the date of transfer at a rate in excess of 
the applicable maximum rate authorized by section 217.7 
as of the date of issuance of the original certificate.

6
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prescribed in section 217.7 for a savings 
deposit and, in addition, the depositor 
shall forfeit three months of interest pay­
able at such rate. If, however, the amount 
withdrawn has remained on deposit for 
three months or less, all interest shall be 
forfeited.
(ii) For time deposit contracts entered 
into, renewed, or extended on or after 
July 1, 1979, but prior to June 2, 1980, 
that have not been renewed or extended 
on or after June 2, 1980, the following 
minimum early withdrawal penalty shall 
apply:

(A) Where a time deposit with an 
original maturity or required notice 
period of one year or less, or any por­
tion thereof, is paid before maturity or 
before the expiration of the required 
notice period, a depositor shall forfeit 
at least three months of interest on the 
amount withdrawn at the rate being 
paid on the deposit. If the amount 
withdrawn has remained on deposit for 
less than three months, all interest on 
the amount withdrawn shall be 
forfeited.
(B) Where a time deposit with an 
original maturity or required notice 
period of more than one year, or any 
portion thereof, is paid before maturity 
or before the expiration of the required 
notice period, a depositor shall forfeit 
at least six months of interest on the 
amount withdrawn at the rate being 
paid on the deposit. If the amount has 
remained on deposit for less than six 
months, all interest on the amount 
withdrawn shall be forfeited. (The 
provisions of this subparagraph (ii) 
may be applied, with the consent of the 
depositor, to time deposits specified in 
subparagraph (i) above.)

(iii) For time deposit contracts entered 
into, renewed, or extended on or after 
June 2, 1980, the following minimum 
early withdrawal penalty shall apply:

(A) Where a time deposit with an 
original maturity or required notice 
period of less than three months, or 
any portion thereof, is paid before ma­
turity, a depositor shall forfeit an

amount at least equal to the amount of 
interest that could have been earned on 
the amount withdrawn at the nominal 
(simple interest) rate being paid on 
the deposit had the funds remained on 
deposit until maturity.
(B) Where a time deposit with an 
original maturity or required notice 
period of three months or more to one 
year, or any portion thereof, is paid be­
fore maturity, a depositor shall forfeit 
an amount at least equal to three 
months of interest earned, or that 
could have been earned, on the amount 
withdrawn at the nominal (simple in­
terest) rate being paid on the deposit, 
regardless of the length of time the 
funds withdrawn have remained on 
deposit.
(C) Where a time deposit with an 
original maturity or required notice 
period of more than one year, or any 
portion thereof, is paid before maturi­
ty, a depositor shall forfeit an amount 
at least equal to six months of interest 
earned, or that could have been 
earned, on the amount withdrawn at 
the nominal (simple interest) rate be­
ing paid on the deposit, regardless of 
the length of time the funds withdrawn 
have remained on deposit.

(2) Notwithstanding the provisions of sub­
paragraph ( 1), where a time deposit, or any 
portion thereof, maintained in an individual 
retirement account established in accord­
ance with 26 USC 408 is paid before matu­
rity within seven days after the establish­
ment of the individual retirement account 
pursuant to the provisions of 26 CFR 
1.408—(1) (d )(4 ), or where a time deposit, 
or any portion thereof, maintained in a 
Keogh (H.R. 10) plan account established 
in accordance with 26 USC 401 is paid be­
fore maturity within seven days after the 
establishment of the Keogh (H.R. 10) plan, 
a depositor shall forfeit an amount at least 
equal to the interest earned on the amount 
withdrawn at the nominal (simple interest) 
rate being paid on the deposit.
(3) A member bank, with the depositor’s 
consent, may compute the minimum penal­
ty required to be imposed on withdrawals

7
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from time deposits opened prior to June 2, 
1980, on the basis of the nominal (simple 
interest) rate.
(4) Where necessary to comply with the 
requirements of this paragraph, any interest 
already paid to or for the account of the 
depositor shall be deducted from the 
amount requested to be withdrawn.
(5) Any amendment of a time deposit con­
tract that results in an increase in the rate 
of interest paid or in a reduction in the ma­
turity of the deposit constitutes a payment 
of the time deposit before maturity.
(6) For purposes of computing the penalty 
required to be imposed under this para­
graph, under a time deposit agreement that 
provides that subsequent deposits reset the 
maturity of the entire account, each deposit 
maintained in the account for at least a pe­
riod equal to the original maturity of the 
deposit may be regarded as having matured 
individually and been redeposited at inter­
vals equal to such period. When a time de­
posit is payable only after notice, for funds 
on deposit for at least the notice period, the 
penalty for early withdrawal shall be im­
posed for at least the notice period.
(7) A member bank may permit a deposi­
tor to withdraw interest credited to a time 
deposit during any term at any time during 
such term without penalty. If the deposit or 
account is automatically renewed on the 
same terms (including at the same rate of 
interest), interest credited during the pre­
ceding term or terms as well as the renewal 
term may be paid at any time during the 
renewal term without penalty, unless the 
deposit agreement specifically provides oth­
erwise. If the rate of interest paid during the 
renewal term or the maturity period of the 
renewal term is different, interest in the ac­
count at the commencement of the renewal 
term shall be treated as principal, and only 
interest for the renewal term may be paid at 
any time without penalty during such term.
(8) A time deposit, or a portion thereof, 
may be paid before maturity without a for­
feiture of interest as prescribed by this para­
graph in the following circumstances:

(i) Where a member bank pays all or a 
portion of a time deposit representing 
funds contributed to an individual retire­

ment account or a Keogh (H. R. 10) 
plan established pursuant to 26 USC 
(IRC 1954) 408, 401 when the individu­
al for whose benefit the account is main­
tained attains age 59£ or is disabled (as 
defined in 26 USC (IRC 1954) 72(m)
(7)) or thereafter; or
(ii) Where a member bank pays that 
portion of a time deposit on which feder­
al deposit insurance has been lost as the 
result of the merger of two or more feder­
ally insured banks in which the depositor 
previously maintained separate time de­
posits, for a period of one year from the 
date of the merger.

(9) A time deposit, or the portion thereof 
requested, must be paid before maturity 
without a forfeiture of interest as prescribed 
by this paragraph in the following 
circumstances:

(i) Where requested, upon the death of 
any owner 11 of the time deposit funds; or
(ii) Where requested, when the owner 11 
of the time deposit is determined to be 
legally incompetent by a court or oth­
er administrative body of competent 
jurisdiction.

(e) Disclosure o f early withdrawal penalty. At 
the time a depositor enters into a time deposit 
contract with a member bank, the bank shall 
provide a written statement of the effect of the 
penalty prescribed in paragraph (d) of this 
section, which shall ( 1) state clearly that the 
customer has contracted to keep his funds on 
deposit for the stated maturity, and (2) de­
scribe fully and clearly how such penalty pro­
visions apply to time deposits in such bank, in 
the event the bank, notwithstanding the con­
tract provisions, permits payment before ma­
turity. Such statements shall be expressly 
called to the attention of the customer.

(0  Loans upon security o f time deposits. A 
member bank may make a loan to the deposi­

11 For the purposes of this provision, an “owner” of 
time deposit funds is any individual who died or was deter­
mined to be incompetent on or after August 1, 1979, and 
who at the time of his or her death or determination of 
incompetence had full legal and beneficial title to all or a 
portion of such funds or, at the time of his or her death or 
determination of incompetence, had beneficial title to all or 
a portion of such funds and full power of disposition and 
alienation with respect thereto.
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tor upon the security of his time deposit pro­
vided that the rate of interest on such loan 
shall be not less than 1 percent per annum in 
excess of the rate of interest on the time 
deposit.

SECTION 217.5—Withdrawal of 
Savings Deposits

(a) Requirements regarding notice o f with­
drawal Whether or not interest is paid, no 
member bank shall require or waive notice of 
withdrawal as to any amount or percentage of 
the savings deposit of any depositor unless it 
shall similarly require or waive such notice as 
to the same amount or percentage of the sav­
ings deposits of every other depositor which 
are subject to the same contractual provisions 
with respect to notice of withdrawal. If a 
member bank, without requiring notice of 
withdrawal, pays interest that has accrued on 
a savings deposit during the preceding interest 
period, it shall, upon request and without re­
quiring such notice, pay interest that has ac­
crued during said period on the savings depos­
its of every other depositor. No member bank 
shall change its practice with respect to the 
requiring or waiving of notice of withdrawal 
of savings deposits for the purpose of discrimi­
nating in favor of or against any depositor or 
depositors, and no such change of practice 
shall be made except pursuant to duly record­
ed action of the bank’s board of directors or a 
properly authorized committee thereof.

(b) Loans on security o f savings deposits. If it 
is not the practice of a member bank to re­
quire notice of withdrawal of savings deposits, 
no restrictions are imposed by this part upon 
loans by such bank to its depositors upon the 
security of such deposits. If it is the practice of 
a member bank to require notice of withdraw­
al of a savings deposit, such bank may make 
loans to a depositor upon the security of such 
deposit, but the rate of interest on such loans 
shall be not less than 1 percent per annum in 
excess of the rate of interest paid on such 
deposit.

(c) Manner o f payment o f savings deposits.
(1) Subject to the provisions of subpara­
graphs (2) and (3) of this paragraph, a 
member bank may permit withdrawals to 
be made from a savings deposit only

through payment12 to the depositor himself 
(but not to any other person whether or not 
acting for the depositor), except

(i) where the deposit is represented by a 
passbook, to any person presenting the 
passbook; 12
(ii) to any executor, administrator, 
trustee, or other fiduciary holding the 
savings deposit as part of a fiduciary es­
tate, or to a person, other than the bank, 
holding a general power of attorney 
granted by the depositor;
(iii) to any person, including the bank, 
that has extended credit to the depositor 
on the security of the savings deposit, 
where such payment is made in order to 
enable the creditor to realize upon such 
security;
(iv) pursuant to the order of a court of 
competent jurisdiction;
(v) upon the death of the depositor, to 
any person authorized by law to receive 
the deposit;
(vi) interest paid to a third person pur­
suant to written instruction or assign­
ment by the depositor accepted by the 
bank, and placed on file therein; or
(vii) pursuant to nontransferable with­
drawal orders or authorizations received 
from a depositor by a member bank for 
the payment of amounts from such de­
posits to third parties, including the bank 
(except as prohibited by subparagraph 
2), periodically or otherwise. Any such 
withdrawal order or authorization that 
may be honored as a withdrawal request 
for payment to a third party may, if so 
authorized by the third party, be honored 
as a transfer to an account of such third 
party. Any form for such withdrawal or­
der or authorization shall contain lan­
guage in boldface type of reasonable size 
to the effect that it is not negotiable or 
transferable.

(2) Notwithstanding the provisions of sub­
paragraph ( 1) of this paragraph, withdraw­
als may be permitted by a member bank to 
be made automatically or as a normal prac­

12 Payment from a savings deposit or presentation of a 
passbook may be made over the counter, through the mails, 
or otherwise.
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tice from a savings deposit that consists 
only of funds in which the entire beneficial 
interest is held by one or more individuals 
through payment to the bank itself or 
through transfer of credit to a demand de­
posit or other account pursuant to written 
authorization from the depositor to make 
such payments or transfers in order to cov­
er checks or drafts drawn upon the bank or 
to maintain a specified balance in or to 
make periodic transfers to such accounts. 
In accordance with section 217.1(e)(2) of 
this part, a member bank must reserve the 
right to require the depositor to give notice 
in writing of an intended withdrawal not 
less than 14 days before such withdrawal is 
made. Such notice shall be prominently dis­
closed and specifically brought to the de­
positor’s attention at the time the automatic 
transfer serviced is authorized. A member 
bank may not require a depositor to autho­
rize such automatic transfer to be made 
from savings deposits.
(3) A member bank may permit depositors 
to maintain deposits subject to negotiable 
orders of withdrawal where authorized by 
federal law.
(4) Where a savings deposit is evidenced 
by a passbook, every withdrawal made 
upon presentation of the passbook shall be 
entered in the passbook at the time of with­
drawal, and every other withdrawal for 
such a deposit shall be entered in the pass­
book as soon as practicable after withdraw­
al is made.

SECTION 217.6—Advertising of 
Interest on Deposits

Every advertisement, announcement, or solic­
itation relating to the interest paid on deposits 
in member banks shall be governed by the fol­
lowing rules:

(a) Annual rate o f simple interest. Interest 
rates shall be stated in terms of the annual 
rate of simple interest. In no case shall a rate 
be advertised that is in excess of the applicable 
maximum rate for the particular deposit.

(b) Percentage yields based on one year. 
Where a percentage yield achieved by com­
pounding interest during one year is adver- 
10

tised, the annual rate of simple interest shall 
be stated with equal prominence, together 
with a reference to the basis of compounding. 
No member bank shall advertise a percentage 
yield based on the effect of grace periods per­
mitted in section 217.3(d).

(c) Percentage yields based on periods in ex­
cess o f one year. No advertisement shall in­
clude any indication of a total percentage 
yield, compounded or simple, based on a peri­
od in excess of a year, or an average annual 
percentage yield achieved by compounding 
during a period in excess of a year.

(d) Time or amount requirements. If an ad­
vertised rate is payable only on deposits that 
meet time or amount requirements, such re­
quirements shall be clearly and conspicuously 
stated. Where the time requirement for an ad­
vertised rate is in excess of a year, the required 
number of years for the rate to apply shall be 
stated with equal prominence, together with 
an indication of any lower rate or rates that 
will apply if the deposit is withdrawn at an 
earlier maturity.

(e) Penalty fo r early withdrawals. Any adver­
tisement, announcement, or solicitation relat­
ing to interest paid by a member bank on time 
deposits shall include clear and conspicuous 
notice that the bank is prohibited from allow­
ing payment of a time deposit before maturity 
unless substantial interest is forfeited. Such 
notice may state that,

“Substantial interest penalty is required for early 
withdrawal.”

With respect to any advertisement, announce­
ment, or solicitation made by television or ra­
dio, the required notice of penalty may be 
stated in a form such as “Substantial interest 
penalty is required for early withdrawal.” 
Any advertisement, announcement or solicita­
tion relating to interest paid by a member 
bank on negotiable investment certificates is­
sued pursuant to subpart 3 of section 
217.7(b) shall include clear and conspicuous 
notice that federal law and regulation prohibit 
the payment of such certificate prior to 
maturity.

(f) Profit. The term “profit” shall not be used 
in referring to interest paid on deposits.
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(g) Accuracy o f advertising. No member bank 
shall make any advertisement, announcement, 
or solicitation relating to the interest paid on 
deposits that is inaccurate or misleading or 
that misrepresents its deposit contracts.

(h) Solicitation o f deposits for banks. Any 
person or organization that solicits deposits 
for a member bank shall be bound by the rules 
contained in this section with respect to any 
advertisement, announcement, or solicitation 
relating to such deposits. No such person or 
organization shall advertise a percentage yield 
on any deposit it solicits for a member bank 
that is not authorized to be paid and adver­
tised by such bank.

(i) Any advertisement, announcement, or so­
licitation relating to interest paid by a member 
bank on a time deposit of $10,000 or more 
with a maturity of 26 weeks at a rate not in 
excess of the rate established (auction average 
on a discount basis) for United States Trea­
sury bills with maturities of six months shall 
include a clear and conspicuous notice that 
federal regulations prohibit the compounding 
of interest during the term of the deposit.

SECTION 217.7—Supplement: 
Maximum Rates of Interest Payable by 
Member Banks on Time and Savings 
Deposits

Pursuant to the provisions of section 19 of the 
Federal Reserve Act and section 217.3 of this 
part, the Board of Governors of the Federal 
Reserve System hereby prescribes the follow­
ing maximum rates 1 of interest per annum 
payable by member banks of the Federal Re­
serve System on time and savings deposits:

(a) Time deposits o f $100,000 or more and 
IB F  time deposits. There is no maximum rate 
of interest presently prescribed on any time 
deposit of $100,000 or more or on IBF time 
deposits issued under section 217.1 (/).

1 The limitation on rates of interest payable by member 
banks of the Federal Reserve System on time and savings 
deposits, as prescribed herein, are not applicable to any 
deposit which is payable only at an office of a member bank 
located outside the states of the United States and the Dis­
trict of Columbia.

(b) Fixed-ceiling time deposits o f less than 
$100,000. Except as provided in paragraphs 
(a), (d), (e), (f), (g), and (i), no member 
bank shall pay interest on any time deposit at 
a rate in excess of the applicable rate under 
the following schedule:

Maturity
Maximum
percent

14 days or more but less 
than 90 days 5*
90 days or more but less 
than 1 year n
1 year or more but less 
than 2 | years 6
2J years or more but 
less than 4 years 6i
4 years or more but 
less than 6 years 7*
6 years or more but less 
than 8 years n
8 years or more n

(c) Savings deposits. No member bank shall 
pay interest at a rate in excess of 5 | percent 
on any savings deposit. No member bank shall 
pay interest at a rate in excess of 5£ percent 
on any savings deposit that is subject to nego­
tiable orders of withdrawal, the issuance of 
which is authorized by federal law.

(d) Governmental unit time deposits o f less 
than $100,000. Except as provided in para­
graphs (a), (f). and (g), no member bank 
shall pay interest on any time deposit which 
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 Vir­
gin Islands, American Samoa, Guam, or polit­
ical subdivision thereof, at a rate in excess of 8 
percent. 2

(e) Individual retirement account and Keogh 
(H.R. 10) plan deposits o f less than $100,000.

(1) Except as provided in paragraphs (a),
(e )(2), and (g), a member bank may pay

2 The ceiling rate on this category is the highest fixed 
ceiling rate that may be paid on time deposits under 
$100,000 by any federally insured commercial bank, mutu­
al savings bank, or savings and loan association.

11
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interest on any time deposit with a maturity 
of three years or more that consists of funds 
deposited to the credit of, or in which the 
entire beneficial interest is held by, an indi­
vidual pursuant to an individual retirement 
account agreement or Keogh (H.R. 10) 
plan established pursuant to 26 USC (IRC 
1954) 219, 401, 404, 408 and related provi­
sions, at a rate not in excess of 8 percent. 2

(2) A member bank may pay interest at 
any rate as agreed to by the depositor on 
any time deposit with a maturity of one and 
one-half years or more, that consists of 
funds deposited to the credit of, or in which 
the entire beneficial interest is held by, an 
individual pursuant to an individual retire­
ment account agreement or Keogh (H.R. 
10) plan established pursuant to 26 USC 
(IRC 1954) 219, 401, 404, 408 and related 
provisions. An institution may permit addi­
tional deposits to be made to such a time 
deposit at any time prior to its maturity 
without extending the maturity of all or a 
portion of the entire balance in the account.

(f) 26-week money market time deposits o f 
less than $100,000. Except as provided in par­
agraphs (a), (b) and (d), a member bank 
may pay interest on any nonnegotiable time 
deposit of $10,000 or more, with a maturity of
26 weeks, at a rate not to exceed the ceiling 
rates set forth below. The ceiling rate shall be 
based on the higher of either ( 1) the rate es­
tablished and announced (auction average on 
a discount basis) for U.S. Treasury bills with 
maturities of 26 weeks at the auction held im­
mediately prior to the date of deposit ( “Bill 
Rate”), or (2) the average of the four rates 
established and announced (auction average 
on a discount basis) for U.S. Treasury bills 
with maturities of 26 weeks at the four auc­
tions held immediately prior to the date of de­
posit (“Four-Week Average Bill Rate” ). 
Rounding any rate to the next higher rate is 
not permitted and interest may not be com­
pounded during the term of this deposit.

2 The ceiling rate on this category is the highest fixed 
ceiling rate that may be paid on time deposits under 
$100,000 by any federally insured commercial bank, mutu­
al savings bank, or savings and loan association.

Bill rote or Interest rate ceiling
four-week
average bill
rate

7.50 percent or 7.75 percent
below

Above 7.50 One-quarter of one percentage
percent point plus the higher of the

Bill Rate or Four-Week
Average Bill Rate

A member bank may offer this category of 
time deposit to all depositors. However, a 
member bank may pay interest on any nonne­
gotiable time deposit of $10,000 or more with 
a maturity of 26 weeks which consists of 
funds deposited to the credit of, or in which 
the entire beneficial interest is held by:

(1) 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, American Samoa, 
Guam, or political subdivision thereof; or
(2) an individual pursuant to an individual 
retirement account agreement or Keogh 
(H.R. 10) plan establish pursuant to 26 
USC (IRC 1954) 219, 401, 404, 408 and 
related provisions, at a rate not to exceed 
the ceiling rate payable on the same catego­
ry of deposit by any federally insured 
savings and loan association or mutual sav­
ings bank. 3

(g) Time deposits o f less than $100,000 with 
maturities o f 2 \ years to less than 4 years. Ex­
cept as provided in paragraphs (a), (b), (d), 
and (e), a member bank may pay interest on 
any nonnegotiable time deposit with an origi­
nal maturity of 2 \ years to less than 4 years at 
a rate not to exceed the higher of one-quarter 
of 1 percent below the average 2^-year yield 
for U.S. Treasury securities as determined and

3 The ceiling rate of interest payable for this category of 
deposit by federally insured savings and loan associations 
and mutual savings banks is 7.75 percent when the Bill 
Rate or Four-Week Average Bill Rate is 7.25 percent or 
lower, one-half of 1 percent above the Bill Rate or Four- 
Week Average Bill R^te when the Bill Rate or Four-Week 
Average Bill Rate is above 7.25 percent but below 8.50 
percent, 9.00 percent when the Bill Rate or Four-Week 
Average Bill Rate is 8.50 percent or above but below 8.75 
percent, and one-quarter of 1 percent above the Bill Rate or 
Four-Week Average Bill Rate when the Bill Rate or Four- 
Week Average Bill Rate is 8.75 percent or above.

12
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announced by the U.S. Department of the 
Treasury immediately prior to the date of de­
posit, or 9.2S percent. Such announcement is 
made by the U.S. Department of the Treasury 
every two weeks. The average 2^-year yield 
will be rounded by the U.S. Department of the 
Treasury to the nearest S basis points. The 
rate paid on any such deposit cannot exceed 
the ceiling rate in effect on the date of deposit. 
A member bank may offer this category of 
time deposit to all depositors. However, a 
member bank may pay interest on any nonne­
gotiable time deposit with a maturity of 
years to less than 4 years which consists of 
funds deposited to the credit of, or in which 
the entire beneficial interest is held by:

(1) 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, American Samoa, 
Guam, or political subdivision thereof; or

(2) an individual pursuant to an individual 
retirement account agreement or Keogh 
(H.R. 10) plan established pursuant to 26 
USC (IRC 1954) 219, 401, 404, 408 and 
related provisions, at a rate not to exceed 
the ceiling rate payable on the same catego­
ry of deposit by any federally insured sav­
ings and loan association or mutual savings 
bank. 4

(h) Obligations o f the parent bank holding 
company o f a member bank. Notwithstanding 
the above, interest may be paid on a deposit as 
defined in section 217.1(h) of this part at a 
rate not to exceed the following schedule:

Original 
maturity or 
redemption
period Maximum percent

to 4 For an obligation that is not redeem-
years able prior to maturity, interest may

be paid at the rate established for 2\-

Original 
maturity or 
redemption 
period Maximum percent

4 The ceiling rate of interest payable for this category of 
deposit by federally insured savings and loan associations 
and mutual savings banks is one-quarter of 1 percent above 
the rate that may be paid by member banks.

year variable-ceiling time deposits 
pursuant to the provisions of section 
217.7(g) in effect at the time and ob­
ligation is issued. For an obligation 
that is redeemable prior to maturity, 
the maximum rate of interest that 
may be paid from the date of issuance 
until the first date on which the obli­
gation may be redeemed shall not ex­
ceed the rate established for 2J-year 
variable-ceiling time deposits pursu­
ant to the provisions of section 
217.7(g) in effect at the time the obli­
gation is issued. For a successive peri­
od thereafter, interest may be paid 
during such period until the next date 
on which the obligation may be re­
deemed at a rate not to exceed the 
rate that would be in effect on the 
first day of such period for 2^-year 
variable-ceiling time deposits estab­
lished pursuant to the provisions of 
section 217.7(g) in effect at the time 
the obligation was issued.

26 weeks For an obligation that is not redeem-
or more able prior to maturity, interest may
but less be paid at the rate established for 26-
than2£ week money market time deposits
years pursuant to the provisions of section
($10,000 217.7(0 •“ effect at the time the obli-
minimum gation is issued. For an obligation
denomina- that is redeemable prior to maturity,
tion the maximum rate of interest that
required) may be paid from the date of issuance

until the first date on which the obli­
gation may be redeemed shall not ex­
ceed the rate established for 26-week 
money market time deposits pursuant 
to the provisions of section 217.7(f) 
in effect at the time the obligation is 
issued. For a successive period there­
after interest may be paid during 
such period until the next date on 
which the obligation may be re­
deemed at a rate not to exceed the 
rate that would be in effect on the 
first day of such period for 26-week 
money market time deposits estab­
lished pursuant to the provisions of 
section 217.7(f) in effect at the time 
the obligation was issued.

13
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Original 
maturity or 
redemption 
period Maximum percent

30 days or Interest may be paid at the ceilings
more but established pursuant to the provi­
less than sions of section 217.7(b) in effect at
2\ years the time the obligation is issued.
(No
minimum
denomina­
tion
required)

Less than No interest may be paid.
30 days

(i) Tax-exempt savings certificate. (1) A 
member bank may pay interest on a non­
negotiable tax-exempt savings certificate 
(ASC) provided that the time deposit 
has an original maturity of exactly one 
year, is available in denominations of 
$500 and any other denomination, at the 
discretion of the member bank, and has 
an annual investment yield to maturity 
equal to 70 percent of the average invest­
ment yield for the most recent auction of 
52-week U.S. Treasury bills prior to the 
calendar week in which the ASC is 
issued.5

b When institutions credit interest more frequently than 
annually, the computation of interest must be adjusted to 
reflect the effects of compounding so that the annual invest­
ment yield to the depositor remains at the rate stipulated by 
law. Specifically, the formula used to derive the nominal 
interest rate at which interst can be credited is as follows:

I =  [(1 =  c/100)d/365)] -  1

r =  100 X (365/d) X I

where: c =  the annual investment yield required to be
paid on the ASCs (in percent per annum)

D =  the average number of days in a compound­
ing period (365-day year)

I =  the amount of interest earned during a (363- 
day year) compounding period per dollar in 
the account at the beginning of the period

r — the corresponding nominal rate of interest 
(365-day basis, in percent per annum)

For institutions using continuous compounding, the nomi­
nal interest rate would be defined as: r =  100 [In (1 + 
(c/100))], where “In” signifies the natural logarithm of 
the expression that follows it.

(2) A member bank must provide each de­
positor the following notice, in a form that 
the depositor may retain at the time of 
opening a deposit under this paragraph:

The Economic Recovery Tax Act of 1981 au­
thorizes a lifetime exclusion from gross income 
for federal income tax purposes of up to $1,000 
($2,000 in the case of a joint return) for interest 
earned on tax-exempt savings certificates. Re­
gardless of how much interest is earned on this or 
any other tax-exempt savings certificate, includ­
ing interest earned on such certificates from other 
institutions, and regardless of during which tax­
able years that interest is earned, no more than a 
total of $1,000 ($2,000 in the case of a joint re­
turn) can be excluded from federal gross income 
for all taxable years. Furthermore, interest 
earned on a specific certificate cannot be exclud­
ed from federal gross income if (A) that certifi­
cate is used as collateral for any loan, or (B) any 
part of the principal of that certificate is re­
deemed or disposed of prior to maturity.

(3) (i) A member bank may not issue 
ASCs after March 31, 1982, under this 
paragraph unless an executive officer of 
the member bank certifies, in a form de­
termined by the member bank, that the 
member bank has complied with the 
“qualified residential financing” require­
ment set out in 26 USC 128. The certifi­
cation must be maintained by the mem­
ber bank in its files and must be available 
to the member bank’s primary superviso­
ry agency upon request. The certification 
shall include appropriate supporting doc­
umentation, as determined by the mem­
ber bank.

(ii) A member bank issuing ASCs dur­
ing any calendar quarter must use at least 
75 percent of the lesser of:

(A) the proceeds from ASCs issued
during a calendar quarter, or
(B) “qualified net savings,”

to provide “qualified residential financ­
ing” by the end of the subsequent calen­
dar quarter and may not issue additional 
ASCs until the 75 percent requirement is 
satisfied.

(iii) For purposes of determining com­
pliance with the “qualified residential fi­
nancing” requirement, the following 
applies:

(A) the term “qualified net savings”
14
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includes interest or dividends credited 
to deposit accounts;
(B) the amount of “qualified residen­
tial financing” is to be determined net 
of repayment of principal and pay­
downs, but sales of such assets may not 
be netted;
(C) the term “any loan for agricultur­
al purposes” is defined to have the 
same meaning as items described in the 
instructions to the Report of Condition 
of all Insured Commercial Banks, 
schedule A, item 4 “Loans to Finance 
Agricultural Production and Other 
Loans to Farmers,” and schedule A, 
item 1 (b) “Real Estate Loans Secured 
by Farmland,” and

(D ) “qualified residential financing” 
includes a firm commitment to pur­
chase any assets eligible for such 
investment.

(iv) If a member bank provides for auto­
matic renewal of an ASC, depositors 
must be notified in writing at least IS 
days in advance of the maturity of an 
ASC in the event the member bank can­
not renew the ASC because of its failure 
to satisfy the residential financing re­
quirement. Failure to give such notice 
shall not result in automatic renewal of 
the ASC.

(v) This paragraph (i) expires January 
1, 1983.



Federal Reserve Act
Dispersed throughout 12 USC; 38 Stat. 251; Pub. L. 64-270 (December 23, 1913)

SECTION 19—Bank Reserves

(a) The Board is authorized for the purposes 
of this section to define the terms used in this 
section, to determine what shall be deemed a 
payment of interest, to determine what types 
of obligations, whether issued directly by a 
member bank or indirectly by an affiliate of a 
member bank or by other means, and, regard­
less of the use of the proceeds, shall be 
deemed a deposit, and to prescribe such regu­
lations as it may deem necessary to effectuate 
the purposes of this section and to prevent 
evasions thereof.

[12 USC 461.]

* * * * *

(i) No member bank shall, directly or indi­
rectly, by any device whatsoever, pay any in­
terest on any deposit which is payable on de­
mand: Provided, That nothing herein con­
tained shall be construed as prohibiting the 
payment of interest in accordance with the 
terms of any certificate of deposit or other 
contract entered into in good faith which is in 
force on the date on which the bank becomes 
subject to the provisions of this paragraph; 
but no such certificate of deposit or other con­
tract shall be renewed or extended unless it 
shall be modified to conform to this para­
graph, and every member bank shall take such 
action as may be necessary to conform to this 
paragraph as soon as possible consistently 
with its contractual obligations: Provided fu r­
ther, That this paragraph shall not apply to 
any deposit of such bank which is payable 
only at an office thereof located outside of the 
States of the United States and the District of 
Columbia: Provided further, That until the ex­
piration of two years after the date of enact­
ment of the Banking Act of 1935 this para­
graph shall not apply ( 1) to any deposit made 
by a savings bank as defined in section 12B of 
this Act, as amended, or by a mutual savings 
bank, or (2) to any deposit of public funds 
made by or on behalf of any State, county, 
school district, or other subdivision or munici­
pality, or to any deposit of trust funds if the

payment of interest with respect to such de­
posit of public funds or of trust funds is re­
quired by State law. So much of existing law 
as requires the payment of interest with re­
spect to any funds deposited by the United 
States, by any Territory, District, or posses­
sion thereof (including the Philippine Is­
lands), or by any public instrumentality, 
agency, or officer of the foregoing, as is incon­
sistent with the provisions of this section as 
amended, is hereby repealed.

[12 USC 371a.]

(j) The Board may from time to time, after 
consulting with the Board of Directors of the 
Federal Deposit Insurance Corporation and 
the Federal Home Loan Bank Board, pre­
scribe rules governing the payment and adver­
tisement of interest on deposits, including lim­
itations on the rates of interest which may be 
paid by member banks on time and savings 
deposits. The Board may prescribe different 
rate limitations for different classes of depos­
its, for deposits of different amounts or with 
different maturities or subject to different con­
ditions regarding withdrawal or repayment, 
according to the nature or location of member 
banks or their depositors, or according to 
such other reasonable bases as the Board may 
deem desirable in the public interest. No 
member bank shall pay any time deposit be­
fore its maturity except upon such conditions 
and in accordance with such rules and regula­
tions as may be prescribed by the said Board, 
or waive any requirement of notice before 
payment of any savings deposits except as to 
all savings deposits having the same require­
ments: Provided, That the provisions of this 
paragraph shall not apply to any deposit 
which is payable only at an office of a member 
bank located outside of the States of the Unit­
ed States and the District of Columbia. Dur­
ing the period commencing on October 15, 
1962, and ending on October 15, 1968, the 
provisions of this paragraph shall not apply to 
the rate of interest which may be paid by 
member banks on time deposits of foreign 
governments, monetary and financial authori-
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ties of foreign governments when acting as 
such, or international financial institutions of 
which the United States is a member.

[12 USC 371b. Effective six years after March 31, 1980, 
this subsection will be amended as follows. The first sen­
tence will be amended by striking out “payment and ” and 
by striking out including limitations on the rates of inter­
est which may be paid”. The second sentence will be re­
pealed. The third sentence will be amended by striking out 
“No member bank” and all that follows through “Provid­
ed, That, the” and inserting in lieu thereof “The” .]




