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Interpretations of Regulation Q

Use of Brokered Funds

To All Member Banks in the 
Second Federal Reserve District:

Printed below is the text of two interpretations of Regulation Q, adopted by the Board of 
Governors of the Federal Reserve System. One relates to the giving of premiums to depositors and 
the other to the need for informing depositors as to the method used in computing and paying inter
est. The interpretations will be published in the Federal Register and Federal Reserve Bulletin 
but are being sent to you now so that you might have prompt notice of their content.

For State member banks, copies of this circular are being sent to their chief executive officers, 
and enclosed therewith are copies of a letter addressed to them by Arthur F. Burns, Chairman of 
the Board of Governors, on the use of brokered funds. A similar letter is being sent by the FDIC, 
the Comptroller of the Currency, and the Federal Home Loan Bank Board to the institutions 
supervised by them.

Additional copies of this circular will be furnished upon request.

A l f r e d  H a y e s ,

President.

[Reg. Q] 

P a r t  217— INTEREST ON DEPOSITS 
Premiums; Method of Computing Interest

§ 217.147 Premiums not considered paym ent of 
interest.

Section 217.2(b) of the B oard’s Regulation Q, re
lating to the paym ent of interest on deposits, provides 
that, for purposes of the Regulation, “ any payment 
to or for the account of any depositor as compensation 
for the use of funds constituting a deposit shall be 
considered in terest.”  In  applying this provision on 
and afte r March 1, 1970, the Board of Governors will 
regard premiums (whether in the form of merchan
dise, credit, or cash) given by member banks to their 
depositors as an  advertising or promotional expense 
ra ther than a paym ent of interest if (a) the premium 
is given to a depositor only at the time of the opening 
of a new account or an addition to an existing account; 
(b) the premium is not given to any depositor on a 
recurring basis; and (c) the value of the premium or, 
in the case of articles of merchandise, the wholesale 
cost (excluding shipping and packaging costs) does 
not exceed $5.00, except th a t the value or wholesale 
cost may be not more than $10.00 if the amount of the 
deposit is $5,000 or more.

§ 217.148 Inform ation regarding computation of 
interest on deposits.

Section 217.6(f) of the B o ard ’s Regulation Q, re
lating to payment of interest on deposits, provides:

“ (f) Accuracy of advertising. No member bank 
shall make any advertisement, announcement, or 
solicitation relating to the in terest paid on deposits 
th a t is inaccurate or misleading or th a t m isrepre
sents its deposit contracts. ’ ’

W ithin the sp irit of this provision and in order to 
avoid m isunderstandings on the p art of its customers, 
every member bank should inform  the holder of a time 
or savings account a t the time of the opening of such 
account as to the method th a t will be used in comput
ing and paying interest on the account, including any 
provision for nonpaym ent of interest on deposits made 
after the beginning of an interest-paym ent period or 
w ithdraw n before the end of such period. In  addition, 
if the bank subsequently makes a  change in  such 
method th a t will be less favorable to a depositor than 
the previous method, notice of such change should be 
mailed to each depositor a t his last known address.

(12 U.S.C. 248(i). In terp rets and applies 12 U.S.C. 
371a, 371b, and 461.)
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O F F I C E  O F  T H E  C H A IR M A N

February 13, 1970

TO THE CHIEF EXECUTIVE OFFICER OF EACH STATE MEMBER BANK:

The use of brokered funds has been responsible for abuses 
in banking and has contributed to some recent bank closings, with 
consequent losses to depositors, other creditors, and shareholders. 
Bankers are again urged to be on the alert to schemes that would 
expose depositors' and shareholders1 funds to the risks involved 
in loans based on brokered "deposits". They should be especially 
wary of related out-of-territory loans which may appear attractive 
because of the amount of brokered money that will be placed with 
the bank if the loan is made.

The advertisement of excessive yields on deposits solicited 
for federally supervised banks (whether the premium is provided by 
the bank or by others), moreover, is prohibited by substantially 
identical regulations issued by the Board of Governors and the FDIC. 
To the extent that a bank takes any part in these transactions it is 
considered to be evading the purposes of the interest-rate regula
tions. Where the bank pays a fee to a broker and knows or has 
reason to know that the fee is being shared with a depositor, the 
bank is also in violation of the interest-rate regulations to the 
extent the yield to the depositor exceeds the maximum permissible 
rate.

The Board is concerned that such activities can result 
in "unsafe and unsound" situations and could adversely affect the 
overall condition of the bank. Examiners, therefore, have been 
instructed to continue to report all cases where banks are obtain
ing deposits at premium rates, whatever the source of the premium, 
and also to scrutinize any tie-in loans. Appropriate corrective 
action will be required of all banks where such deposits and loans 
are found.

We understand that a similar letter is being addressed by 
the FDIC, the Comptroller of the Currency, and the Federal Home 
Loan Bank Board to institutions supervised by those agencies.

Sincerely yours,

3 ,

Arthur F. Burns
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