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INTERPRETATION OF REGULATIONS D AND Q 

Prepayment of Interest on D ep os i t s

To A ll Member Banks, and Others Concerned, 
in the Second Federal Reserve District:

Printed below is an excerpt from  the Federal Register of March 26, containing the text of 
an interpretation of Regulations D and Q, adopted by the Board of Governors of the Federal 
Reserve System. The interpretation determ ines the status under the regulations of certificates 
of deposit offered by a member bank with in terest paid at the time of issuance. 

Additional copies of this c ircu lar will be furnished upon request. 

Alfred Hayes, 
President.

Title 12— BANKS AND BANKING
Chapter II— Federal Reserve System

SUBCHAPTER A — BO ARD  O F G O V ER N O R S OF 
THE FEDERAL RESERVE SYSTEM

[Regs. Q; D]

PART 204— RESERVES OF MEMBER 
BANKS

PART 217— INTEREST ON DEPOSITS
Prepayment of Interest

§ 2 1 7 .1 4 9  Prepaym ent of interest 011 de
posits.

(a) The Board of Governors has con
sidered the sta tus under Regulations Q 
and D of certificates of deposit offered by 
a member bank w ith in terest paid a t the 
tim e of issuance.

(b) Under the plan considered by the 
Board, the bank offers to prepay in terest 
a t the  ra te  of 5 percent per annum  on 
a certificate of deposit in an  am ount less 
than  $100,000 with a single m aturity  
from  2 years to 4 years and 11 months. 
In  the event the deposit is paid before 
m aturity  in accordance with § 217.4(d), 
relating  to paym ent in emergencies, the 
deposit con tract authorizes the bank to 
recoup from  the principal an am ount 
sufficient to reduce the depositor’s yield 
on his investm ent to no more than  5% 
percent on the funds w ithdrawn for the 
tim e such funds are on deposit (the cu r
ren t maxim um  ra te  on deposits of less 
th an  $100,000 with a m aturity  of a t  least
2 years).

(c) If in terest were prepaid a t the 
ra te  of 5% percent per annum , the bank 
would violate Regulation Q. In  such a 
circumstance, the prepaid in terest could 
be reinvested w ith the member bank and 
earn  in terest a t  the ra te  of 5% percent. 
In  such event, the aggregate am ount of 
the  prepaid in terest plus in terest thereon 
would exceed the  maximum am ount the 
bank could have paid a t m atu rity  of 
the  certificate with in terest computed 
a t the cu rren t maximum permissible ra te  
on the  type of deposit involved (5% 
p erc en t) .

(d) Under the plan offered by the 
bank, the depositor receives a yield on 
his investm ent in  excess of the am ount 
of in terest th a t a member bank may pay 
under Regulation Q for 1 year on the 
type of deposit involved. However, this 
consideration is no t determ inative in  
view of the  m atu rity  of the deposit. The 
significant consideration is w hether the 
am ount of prepaid in terest plus in terest 
thereon a t the maximum ra te  th a t may 
be paid on the type of deposit involved 
exceeds the aggregate am ount of in terest 
th a t could have been paid on the deposit 
a t m atu rity  com puted a t the applicable 
maximum rate. S tated  in  ano ther m an
ner, the am ount the  depositor receives a t 
m aturity  of the certificate m ay no t ex
ceed the am ount he actually places w ith 
the bank a t the tim e of issuance of the 
certificate (the face am ount less the  
am ount of prepaid in terest) plus 5% 
percent per annum  on such am ount for 
the life of the deposit.

(e) Based upon these considerations,

the Board concluded th a t the  plan of
fered by the  member bank is consistent 
w ith the  provisions of Regulation Q. In  
view of § 217.6(f), relating  to accuracy of 
advertising, the  bank should avoid, as 
w ith respect to any other tim e deposit, 
any sta tem ent th a t m ight mislead poten
tial depositors into believing th a t they 
m ay w ithdraw  the ir deposit a t  any tim e 
before m atu rity  w ith an  appropriate 
deduction to ad just the effective yield on 
the deposit.

(f) In  view of the form  of the con
tract, reserves should be m aintained 
against the face am ount of the certificate 
in accordance w ith P a r t 204 (Regulation 
D ), w ithout deduction for prepaid in te r
est. If the form  of the contract were on 
a discount basis so th a t the am ount of 
the bank’s obligation to the depositor 
increases over the life of the deposit, re 
serve requirem ents would initially apply 
only to the am ount of funds received for 
the certificate, ju st as in  the case of a 
certificate sold a t the  face am ount w ith 
in te rest paid a t  m aturity .
(Interprets and applies 12 U.S.C. 371b)
§ 2 0 4 .1 1 3  Prepaym ent o f  Interest on  

D eposits.
For the  text of in terpretation , see 

§ 217.149 of this subchapter.
(Interprets and applies 12 U.S.C. 461, 465)

By order of the Board of Governors, 
M arch 13, 1970.

f s e a l ]  K e n n e t h  A. K en yo n ,
Deputy Secretary.

( PR.  Doc. 70-3608; F iled M a r. 25, 19 70;
8;47 a.m.]

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis




