
FEDERAL RESERVE BANK
OF NEW YORK

PROPOSED AMENDMENTS TO REGULATION Q 
Computation of Interest on Time D e p o s i t s

To A l l  M em ber B a n k s , an d  O th e rs  C o n c e rn e d , 
in  th e  S e c o n d  F e d e ra l R e s e r v e  D is tr ic t :

Printed below is an excerpt from the Federal Register of October 17, containing the text 
of proposed amendments to Regulation Q designed to perm it m ember banks to compute simple 
daily in terest and in terest compounded daily or continuously by using 360 or 365 as the de
nominator of a fraction in which the num erator generally is the actual number of days the 
deposit earns in terest. Comments on the proposed amendments should be submitted by No
vem ber 16 and may be sent to the Board of Governors through our Bank Reports and Analysis 
Department. 

Additional copies of this c ircu lar will be furnished upon request. 
Alfred Hayes, 
President.
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FEDERAL RESERVE SYSTEM
[ 12 CFR Part 217  1

[Reg. Q]

INTEREST ON  DEPOSITS  

M ethods of Com put ing  Interest

T he B oard  of G overnors proposes to 
am end  R egu la tion  Q, In th e  follow ing
respects:

(1) B y  chang ing  § 217.3(e) to re ad :
§ 2 1 7 .3  Interest on lim e and savings 

deposits.
* * * * *

(e) C o m p u ta t io n  o f  in te r e s t  o n  t im e  
d e p o s i ts .  In  th e  co m p u ta tio n  of sim ple 
daily  in te rest, th e  tim e fac to r should  be 
expressed  as a  frac tio n  in  w hich  th e  
ac tu a l n u m b er of days th e  fu n d s a re  on 
deposit is th e  n u m era to r , an d  th e  d e 
n o m in a to r is e ith e r 360 o r 365. W hen  a 
tim e deposit m a tu re s  in  1 m o n th  (or 
m ultip les th e re o f) , th e  b an k  m ay  use 30 
days in  th e  n u m e ra to r  (or co rresponding  
m ultip les th e re o f) .
§ 2 1 7 .6  [A m ended]

(2) By deleting  th e  la s t sen ten ce  of 
§ 217.6(b).

T h e  effect of th e  p roposed am endm en ts  
c a n  best be viewed in  th e  lig h t of th e  
m ethods of com puting  in te re s t p resen tly  
p e rm itted .

a. T h e  m ax im um  ra te  of sim ple in 
te re s t th a t  a  m em ber bank  m ay  pay  on 
a deposit is estab lished  by § 217.7. In  
J a n u a ry  1970, th e  B oard  estab lished  
c e r ta in  ra te s  on deposits w ith  a m a tu rity  
of “ 1 y ea r o r m ore” . T o qualify  fo r a  
ra te  th a t  m ay  be p a id  on such  a  deposit, 
th e  deposit m u st n o t m a tu re  before  1 
fu ll y ea r— 365 or 366 days as th e  case 
m ay be—from  th e  d a te  of deposit.

b. T h e  fo rm u la  fo r con tinuous com 
pound ing  is A = P e RN, w here A is th e  
fina l am oun t, P  is th e  a m o u n t on  w hich 
in te re s t is com pounded, e is th e  base fo r

N ap erian  or n a tu r a l  logarithm s, R  is th e  
no m in a l ra te , an d  N is th e  nu m b er of 
years. A t th e  p resen t, in  view of th e  in 
te n t of § 217 .3 (e), in  expressing  th e  n u m 
ber of years, th e  n u m e ra to r is th e  ac tu a l 
nu m b er of days th e  fu n d s a re  on de
posit— except if th e  grace periods of 
§ 217.3(e) apply— an d  th e  d en o m in a to r 
m u s t be 365. I f  th e  proposed am en d m en t 
is adopted , th e  den o m in a to r could be 
e ith e r  360 or 365. T his w ould be co n sis t
e n t w ith  § 217.3(a), w hich provides th a t  
th e  effects of com pounding  m ay be d is
regarded  in  d e te rm in ing  w h e th e r a m em 
ber b an k  is pay ing  in te re s t in  excess of 
th e  ra te s  estab lished  in  § 217.7. F or 
exam ple, on a  deposit m ade on F e b ru 
ary  1 fo r 1 m o n th  th e  tim e e lem ent could 
be expressed as 30/360 or 30/365 ra th e r  
th a n  28/360 or 28/365.

c. T he fo rm u la  fo r o th e r th a n  con-
a = p  ( l  +  R) N,

tinuous com pounding is
M

w here A is th e  final am oun t, P  is th e  
a m o u n t on  w hich  in te res ted  is com 
pounded, R  is th e  nom ina l ra te , M is 
th e  n u m b er of com pounding periods in  a 
year, an d  N is th e  a c tu a l n u m b er of 
periods fo r w hich in te re s t is com pounded. 
A t p resen t, w hen  com pounding  in te re s t 
daily , th e  n u m b er of com pounding  pe
riods in  a  y ear m u s t be 365. A gain, if  th e  
p roposed am en d m en t is adopted , th e  
d en o m in a to r could be e ith e r  360 o r 365. 
F o r exam ple, a  b an k  could com pound 5 
p e rcen t in te re s t daily  on a  $10,000 de
posit fo r 91 days in  accordance  w ith  
e ith e r of th e  follow ing:

A=$10,000 (1 +  0.05) <«») or $10,127.20;
360

or
A=$10,000(l+0.05)<»» or $10,125.40.

365*
d. T he fo rm u la  for co m pu ta tion  of 

sim ple in te re s t is A = P R T , w here A is 
th e  final am oun t, P  is th e  am o u n t on 
w hich  in te re s t is com puted , R  is the  
nom ina l ra te , an d  T  is th e  tim e period. 
In  s ta tin g  th e  tim e period § 217.3(e) 
p resen tly  au thorizes (1) th e  use of 360

in  th e  den o m in a to r only w ith  respect to 
deposits of 30 days or m ultip les thereof, 
an d  (2) th e  use of 30 (an d  m ultiples 
thereo f) in  th e  n u m e ra to r  on  a deposit 
fo r 1 m o n th  (or m ultip les th e re o f) . 
T he proposed am en d m en t would (1) a u 
tho rize th e  use of 360 as the  denom ina
to r fo r an y  deposit, an d  (2) con tinue  the  
p resen t p rac tice  of au tho riz ing  a  bank  
to consider 1 m o n th  as 30 days. F o r ex
am ple, a  b an k  would be p e rm itted  to 
consider th e  tim e fac to r fo r sim ple daily 
in te re s t on a 365-day deposit as 365/360 
or 365/365. O n a  360-day deposit, th e  
fa c to r  could be 360/360 o r 360/365; i t  
could n o t be 365/360. T h e  p resen t p ro 
visions fo r techn ica l g race periods a re  
derived from  th e  c u rre n t req u irem en t fo r 
365 in  th e  d enom ina to r fo r deposits w ith  
m a tu ritie s  of o th e r  th a n  30 days, or 
m ultip les thereof. S ince th e  proposed 
am en d m en t would au th o rize  th e  use of 
360 in  th e  den o m in a to r on a ll deposits, 
th e  references to  such  g race periods in  
th e  cap tion  of § 217.3(e), an d  In th e  
th ird  sen tence  of § 217.6(b) w ould be 
deleted.

To a id  in  th e  considera tion  of th is  
m a tte r  by th e  B oard , in te re s ted  persons 
a re  inv ited  to subm it re lev an t d a ta , 
views, or a rgum en ts . Any such  m a te ria l 
shou ld  be su bm itted  in  w riting  to th e  
S ecre ta ry , B oard  of G overnors of th e  
F ed e ra l R eserve System , W ash ing ton , 
D.C. 20551, to  be received n o t la te r  th a n  
N ovem ber 16, 1970. S uch  m a te ria l will 
be m ade availab le  fo r in spection  an d  
copying upon  request, except as provided 
in  § 261.6(a) of th e  B o ard ’s ru les re g a rd 
ing availab ility  of in fo rm ation .

By o rder of th e  B oard  of G overnors, 
O ctober 12, 1970.

[seal] K e n n e t h  A. K e n y o n ,
D e p u ty  S e c r e ta r y .

[F.R. Doc. 70-14012; Piled, Oct. 16, 1970;
8:46 a.m.]

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




