
FEDERAL RESERVE BANK
OF NEW YORK

C ircu lar N o. 6407
I Septem ber 19, 1969

REVISED PROPOSED AMENDMENTS TO REGULATIONS D AND Q 
Certain Federal Funds Transactions as Deposits

To the Member Banks of the Second Federal Reserve District:

Following is the text of a statement issued today by the Board of Governors of the 
Federal Reserve System:

The Board of Governors of the Federal Reserve System today issued for comment a 
revised proposal to narrow the category of "Federal funds" transactions that are exempt 
from Regulation D (Reserves of Member Banins) and Q (Interest on Deposits).

As revised, the proposal would exempt from the reserve requirements and interest 
rate limitations of these regulations a member bank's liabilities on "Federal funds" 
transactions only with another bank and its subsidiaries, various governmental institutions 
or a securities dealer. Such transactions with mutual savings banks as well as com
mercial banks would be exempt.

An earlier version issued on June 27 was modified after consideration of comments 
received by the Board, and in view of the complexity of the issues involved and sub
sequent related actions by the Board involving Euro-Dollars. Comments on the revised 
proposal should be received by the Board no later than October 20.

A "Federal funds" transaction is one involving the purchase or sale of member 
bank deposits at Federal Reserve Banks (or other immediately available funds) for one 
business day at a specified rate of interest.

Printed below is the text of the revised proposed amendments. Comments on the proposed 
amendments should be submitted by October 20 and should be sent to our Bank Examinations 
Department. Additional copies of this circular will be furnished upon request.

Alfred Hayes,
President.

[Regs. D, Qj

R E S ERV ES OF MEMBER BANKS; IN T E R E S T  ON DEPOSITS
Certain Borrowings Classified as Deposits

On June 27, 1969, the Board of Gover
nors published for comment proposed amend
ments to Part 204 (Regulation D) and Part 
217 (Regulation Q) designed mainly to narrow 
the category of so-called "Federal funds" 
transactions that are exempt from such reg
ulations (Federal Register of July 9, 1969, 
34 F.R. 11384). In view of comments re
ceived, the complexity of the issues involved 
and related actions taken by the Board sub
sequent to the June 27 proposal, the Board 
considers that it would be in the public inter
est to publish the present revised proposal 
for further comment.

In the Board’ s view, four classes of Fed
eral funds "purchases" and other short-term  
borrowings by member banks should be ex

cluded from the provisions of Regulations D 
and Q. Borrowings from other banks are one 
such class, because these are necessary for 
effective functioning of the Federal funds 
market, which is useful in the implementa
tion of monetary policy. Two other classes 
are (a) "repurchase" (RP) transactions in 
Government and Federal agency securities 
eligible for Federal Reserve purchase and 
(b) Federal funds borrowings from securities 
dealers arising from the clearance of securi
ties, both of which facilitate the effective 
functioning of United States financial markets. 
Finally, the Board considers that it is ap
propriate to permit short-term borrowings by 
member banks from various governmental 
institutions outside the basic provisions of 
Regulations D and Q.

The June 27 proposal was a reoffering 
of the Board's September 25, 1968 notice of 
proposed rule making (Federal Register of
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October 1, 1968, 33 F. R. 14648) so far as 
the earlier proposal related to bringing a 
bank's liabilities on nondocumentary "non- 
deposits" obligations within the coverage of 
Regulations D and Q. Adoption of the proposal 
offered for comment at this time would com
plete the Board’ s action on the September 25, 
1968 proposal as well as the June 27, 1969 
proposal.

With this view in mind, the Board is 
considering amending section 204.1(f) of 
Regulation D to read as follows:

(f) Deposits as including certain promissory notes  

and other o b l ig a t io n s .—  For the purposes of 
this part, the term "deposits" also includes 
a member bank's liability on any promissory 
note, acknowledgement of advance, due bill, 
or similar obligation (written or oral) that is 
issued or undertaken by a member bank 
principally as a means of obtaining funds to 
be used in its banking business, except any 
such obligation that:

(1) Is issued to, and held for the account 
of, (i) a domestic banking office 5a Gf a bank,
(ii) an "E dge" or "Agreement" corporation 
operating under section 25(a) or section25of 
the Federal Reserve Act, or (iii) an agency 
of the United States;

(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 obliga
ted to repurchase;

(3) Has an original maturity of more 
than 2 years, is unsecured, and states ex
pressly that it is subordinated to the claims 
of depositors; or

(4) Arises from a borrowing by a mem
ber 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), com
monly referred to as "Federal funds", re
ceived by such dealer on the date of the loan 
in connection with clearance of securities 
transactions.
This paragraph shall not, however, affect (i) 
any instrument issued before June 27, 1966, 
or (ii) any instrument that evidences an in
debtedness arising from a transfer of assets 
under repurchase agreement issued before 
July 25, 1969.

5a Any banking o f f i c e  in any state  o f  the United 
States or the D istrict o f  C olum bia  o f  a bank organized  
under dom estic  or foreign  law.

* * *

Section 217.1(f) of Regulation Q would be 
amended to read as follows:

(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, acknowledgement of advance, due bill, 
or similar obligation (written or oral) that is 
issued or undertaken by a member bank 
principally as a means of obtaining funds to 
be used in its banking business, except any 
such obligation that:

(1) Is issued to, and held for the account 
of, (i) a bank, foreign government, monetary 
or financial authority of a foreign govern
ment when acting as such, or international 
financial institution of which the United States 
is a member, (ii) an "Edge" or "Agreement" 
corporation operating under section 25(a) or 
section 25 of the Federal Reserve Act, or
(iii) an agency of the United States;

(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 ob
ligated to repurchase;

(3) Has an original maturity or more 
than 2 years, is unsecured, and states ex
pressly that it is subordinated to the claims 
of depositors; or

(4) Arises from a borrowing by a mem
ber 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), com
monly referred to as "Federal funds", re
ceived by such dealer on the date of the loan 
in connection with clearance of securities 
transactions.
This paragraph shall not, however, affect (i) 
any instrument issued before June 27, 1966, 
or (ii) any instrument that evidences an 
indebtedness arising from a transfer of 
assets under repurchase agreement issued 
before July 25, 1969.

* *  *

Upon adoption of these proposed amend
ments, the interpretation published as section 
217.137 (Published Interpretations of the 
Board, para. 3261) ("Transfer from deposit 
account to 'borrowed money1 account and 
payment of interest thereon") would be 
revoked.

The principal effect of the proposal is to 
bring within the coverage of Regulations D
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and Q a member bank’ s liability on a so - 
called ’’ Federal funds” transaction with any 
person other than a bank and its subsidiaries, 
various governmental institutions, or a secu
rities dealer.*

Under the proposal, a member bank that 
’’purchases” Federal funds would be under a 
duty to take such action as may be necessary 
to ascertain the nature of the ” seller” in 
order to justify classification of its liability 
on the transaction as ’’ Federal funds pur
chased” rather than as a deposit. Any mem
ber bank that has given general assurance 
to another member bank that sales by it of 
Federal funds ordinarily will be for its own 
account, and thereafter executes such trans
actions for the account of others, would be 
expected to indicate the nature of the actual 
lender with respect to each such transaction. 
If it failed to do so, the selling bank would 
be responsible for any resulting violation of 
Regulation Q and would be deemed by the 
Board as violating section 19 and Regulation 
Q, since it would have caused the purchasing 
bank's inadvertent nonconformance.

Although the proposal relates mainly to 
the permissible scope of Federal funds trans
actions outside Regulations D and Q, the 
proposal is also designed to maintain the 
effectiveness of the Board's 1966 action under 
which promissory notes issued by a member 
bank principally as a means of obtaining 
funds to be used in its banking business are 
classified as deposits.!

To the same extent as at present, lia
bilities on borrowings from a bank (including 
a member bank, a nonmember commercial 
bank, a mutual savings bank, a cooperative 
bank, the Export-Import Bank of the United 
States, the Government Development Bank in

Puerto Rico, and a foreign bank) would re
main exempt from the reserve requirements 
and interest rate limitations of Regulations D 
and Q, in particular liabilities on borrowings 
from foreign offices of banks, while remain
ing exempt from Regulation Q, would remain 
subject to the special reserve requirements 
of section 204.5(c) of Regulation D, which 
became effective September 4, 1969 (Federal 
Register of August 20, 1969, 34 F.R. 13409).

New provisions would be added under 
which (1) a member bank's liability on a 
borrowing from a Federal agency would be 
exempt from Regulations D and Q, and (2) a 
member bank's liability on a borrowing from  
a foreign government, a monetary or finan
cial authority of a foreign government when 
acting as such, or an international financial 
institution of which the United States is a 
member would be exempt from Regulation Q. 
If the latter provision is adopted, section 
204.5(c) of Regulation D will be amended so 
that the special reserve requirement thereof 
would apply to borrowings from the specified 
classes of institutions, just as are borrowings 
from foreign banking offices.

The proposal applies to nondocumentary 
obligations as well as documentary obliga
tions undertaken by a member bank to obtain 
funds for use in its banking business. Also, 
under the proposal, in order for any bank 
liability to another bank, Edge or Agreement 
corporation, or certain official institutions to 
be classified as a nondeposit, the liability 
must be for the account of such an organiza
tion. Except for Federal funds transactions, 
the procedures with respect to which have 
already been described, the Board expects 
that any such liability would be issued on a 
nontransferable basis.

♦The on ly  lia b ility  on a F edera l funds transaction  
with a se cu r it ie s  d ea ler  that would be exem pt from the 
reserve requirem ents and in terest rate lim ita tion s o f  
Regulations D and Q is  one that a r ise s  from a borrow
in g  for one b u s in ess  day o f  F ederal funds re ce iv e d  by 
the d ea ler  from the c lea ra n ce  o f  se cu r it ie s  tran saction s 
on the date o f  the borrow ing. The Board co n s id e rs  that 
the option  o f  se ttlin g  se cu r it ie s  tran saction s in  F ed 
eral funds fa c ilita te s  the e ff ic ie n t  fu nction ing  o f  cer
tain key  United States se cu r it ie s  m arkets. U se o f  th is 
option  might tend to be in h ib ited  i f  dea ler s a le s  o f 
su ch  F ederal funds to banks w ere su b je ct  to the 
regu lation s.

fW here a member bank is s u e s  an ob liga tion  prin
c ip a lly  for another pu rpose—such as u su a lly  w ould be 
the c a s e  with re sp e ct to a due b ill is su e d  to e v id e n ce  
the bank’ s lia b ility  to d e liv e r  se cu r it ie s  or foreign  
exch an ge so ld —it need not c la s s i fy  its  l ia b ility  thereon 
as a d ep os it . H ow ever, the c ircu m stan ce  surrounding 
an ob liga tion  issu ed  prin cip a lly  for a purpose other 
than obta in in g  funds for u se  in the ordinary co u rse  o f  
bu sin ess  may ca u se  an ob liga tion  to becom e su b je c t  
to R egu lation  Q --for  exam ple, i f  the bank ’ s  lia b ility  
on a due b ill extended bey.ond a period  e x ce e d in g  that 
n ecessa ry  to com plete  the se cu r it ie s  s a le s , o r  i f  the 
bank paid in terest to the cu stom er in e x c e s s  o f  the 
amount that accrued  on the se cu r it ie s  so ld  during the 
delay  in de livery .
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