
FEDERAL RESERVE BANK
OF NEW  YORK

r Circular No. 7 1 4 8 ~1 
L May 21, 1973 J

Changes in Regulations D, M, and Q; 
Proposed Amendment to Regulation D and 
Interpretation Regarding “Finance Bills”

To A ll M em ber Banks, and Others Concerned, 
in the Second Federal Reserve D istrict:

In connection with the actions of the Board of Governors of the Federal Reserve System 
announced in our Circular No. 7144, dated May 17, 1973, enclosed are copies of the following 
documents:

(a) Supplement, effective June 21, 1973, to Regulation D (reflecting the establishment of the new marginal 
reserve requirement on single-maturity time deposits of $100,000 or more and the changes in the reserve 
requirement on foreign borrowings of U.S. banks) ;

(b ) Amendment, effective June 21, 1973, to Regulation M (reflecting the changes in the reserve require
ment on foreign borrowings, with respect to foreign branches of member banks) ; and

(c ) Supplement, effective May 16, 1973, to Regulation O (reflecting the suspension of interest rate ceilings 
on all single-maturity time deposits of $100,000 or more).

In the Federal Register notice on the regulatory changes regarding foreign borrowings, the 
Board of Governors made the following statement:

Under the amendments, the reduced rate of reserve requirements will apply in the case of reserves that 
must be maintained during the maintenance period beginning on June 21, 1973, based on the computation period 
extending from May 10, 1973, to June 6, 1973, and the reserve-free bases relating to member banks’ foreign 
branch loans to U.S. residents will be eliminated from calculations of this period and thereafter. The reserve- 
free bases relating to member banks’ Eurodollar borrowings will be phased out by reducing the bases existing 
in the computation period ending on May 9, 1973, in graduated steps, each in the amount of 10 per cent of a 
bank’s base for such computation period ending on May 9, 1973, commencing with the computation period 
extending from July 5, 1973 to August 1, 1973, and continuing for the next nine computation periods. Thus, 
unless eliminated through disuse under the automatic downward adjustment provisions of the regulations being 
amended, which provisions will continue in effect, the reserve-free bases relating to member banks’ Eurodollar 
borrowings will be eliminated entirely in the computation period ending on April 10, 1974.

In addition, printed on the following pages are the texts o f (a ) a proposed amendment to Reg
ulation D that would apply reserve requirements against funds obtained by member banks through 
the sale o f “ finance bills”  (bankers’ acceptances not eligible for discount at a Federal Reserve Bank), 
and (b )  a Board interpretation on the inapplicability o f amount limitations, under section 13 of the 
Federal Reserve Act, to such acceptances. Comments on the proposed amendment should be submit
ted by June 4, and may be sent to our Regulations and Bank Analysis Department; the interpreta
tion is effective immediately.

Additional copies o f this circular and its enclosures will be furnished upon request.

A lf r e d  H a y e s ,
President.
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PROPOSED AMENDMENT TO REGULATION D 
Deposit Status of Acceptance Proceeds

The Board of Governors proposes to apply reserve 
requirements against the proceeds of the sale by a mem
ber bank of its own bank acceptance. At the same time, 
the Board proposes not to apply reserve requirements 
against the proceeds of the sale by a member bank of 
bank acceptances that are eligible for discount by a 
Federal Reserve Bank under the provisions of the 
Board’s Regulation A (12 CFR Part 201), commonly 
referred to as “eligible” acceptances.

For example, under the proposal, if a member bank
(a) makes an acceptance that is not eligible for discount 
at a Federal Reserve Bank, (b) purchases that accept
ance, and (c) in turn sells the acceptance, the overall 
transaction would be regarded as a means of obtaining 
funds for use in the member bank’s banking business, 
and the funds received upon the sale would be treated as 
a “ deposit” against which reserves must be maintained.

Funds received from the sale of an “ eligible” accept
ance would be exempt from reserve requirements for 
two reasons. First, a member bank, in creating such 
acceptances, is subject to amount limitations set forth 
in section 13 of the Federal Reserve Act, which is not 
true in the case of other types of acceptances. Second, 
“ eligible” acceptances of the type described in the 
seventh paragraph of section 13 of the Federal Reserve 
Act (12 U.S.C. § 372) are limited to specific trans
actions in goods, while other acceptances are not so 
limited. Both these reasons are directly related to the 
purposes of reserve requirements, which include the 
prevention of the unlimited expansion of bank credit.

To aid in the consideration of this matter by the 
Board, interested persons are invited to submit relevant 
data, views or arguments. Any such material should be 
submitted in writing to the Secretary, Board of Gover
nors of the Federal Reserve System, Washington, D. C. 
20551, to be received not later than June 4, 1973. Such 
material will be made available for inspection and copy
ing upon request, except as provided in § 261.6(a) of the 
Board’s Rules Regarding Availability of Information.

To implement its proposal, the Board proposes to 
amend section 204.1(f) of its Regulation D (12 CFR 
Part 204) as follows:

SECTION 204.1— DEFINITIONS
* *  *

(f) Deposits as including certain promissory notes 
and other obligations. For the purpose of this Part, 
the term “ deposits” also includes a member bank’s lia
bility on any promissory note, acknowledgment of 
advance, due bill, bank acceptance or similar obligation 
(whether written or oral) that is issued or undertaken 
by a member bank as a means of obtaining funds to 
be used in its banking business, except any such obliga
tion that:

* * *
(4) * * *; or
(5) arises from the creation of a bank acceptance 

of the type described in section 13 of the Federal 
Reserve Act and eligible for discount by the Federal 
Reserve Banks.

*  *  *

INTERPRETATION
§250.163 —  Inapplicability of amount limitations to 
“ ineligible acceptances.”

(a) Since 1923, the Board has been of the view that 
“ the acceptance power of State member banks is not 
necessarily confined to the provisions of section 13 
[of the Federal Reserve Act], inasmuch as the laws 
of many States confer broader acceptance powers upon 
their State banks, and certain State member banks 
may, therefore, legally make acceptances of kinds which 
are not eligible for rediscount, but which may be eligible 
for purchase by Federal reserve banks under section
14.” 1923 F. R. Bulletin 316, 317.

(b) In 1963, the Comptroller of the Currency ruled 
that “ [n]ational banks are not limited in the character 
of acceptances which they may make in financing credit 
transactions, and bankers’ acceptances may be used for 
such purpose, since the making of acceptances is an 
essential part of banking authorized by 12 U.S.C. 24.” 
Comptroller’s Manual 7.7420. Therefore, national banks 
are authorized by the Comptroller to make acceptances 
under 12 U.S.C. § 24, although the acceptances are not 
of the type described in section 13 of the Federal 
Reserve Act.

(c ) A review of the legislative history surrounding 
the enactment of the acceptance provisions of section

13 reveals that Congress believed in 1913 that it was 
granting to national banks a power which they would 
not otherwise possess and had not previously possessed. 
See remarks of Congressmen Phelan, Helvering, 
Saunders and Glass, 51 Cong. Rec. 4676, 4798, 4885, 
and 5064 (September 10, 12, 13 and 17 of 1913). 
Nevertheless, the Courts have long recognized the 
evolutionary nature of banking and of the scope of the 
“ incidental powers” clause of 12 U.S.C. § 24. See 
Merchants Bank v. State Bank, 77 U.S. 604 (1870) 
(upholding the power of a national bank to certify a 
check under the “ incidental powers” clause of 12 
U.S.C. §24).

(d ) It now appears that, based on the Board’s 1923 
ruling and the Comptroller’s 1963 ruling, both State 
member banks and national banks may make accept
ances which are not of the type described in section 13 
of the Federal Reserve Act. Yet, this appears to be a 
development that Congress did not contemplate when 
it drafted the acceptance provisions of section 13.

(e) The question is presented whether the amount 
limitations of section 13 should apply to acceptances 
made by a member bank that are not of the type 
described in section 13. (The amount limitations are 
of two kinds: (a) a limitation on the amount that may
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be accepted for any one customer, and (b) a limitation 
on the aggregate amount of acceptances that a member 
bank may make.) In interpreting any Federal statutory 
provision, the primary guide is the intent of Congress; 
yet, as noted earlier, Congress did not contemplate in 
1913 the development of so-called “ ineligible accept
ances.” (Although there is some indication that Con
gress did contemplate State member banks’ making 
acceptances of a type not described in section 13 
[remarks of Congressman Glass, 51 Cong. Rec. 5064], 
the primary focus of Congressional attention was on the 
acceptance powers of national banks.) In the absence 
of an indication of Congressional intent, we are left to 
reach an interpretation that is in harmony with the 
language of the statutory provisions and with the pur
poses of the Federal Reserve Act.

(f)  Section 13 authorizes acceptances of two types. 
The seventh paragraph of section 13 (12 U.S.C. § 372) 
authorizes certain acceptances that arise out of specific 
transactions in goods. (These acceptances are some
times referred to as “ commercial acceptances.” ) The 
twelfth paragraph of section 13 authorizes member 
banks to make acceptances “ for the purpose of furnish
ing dollar exchange as required by the usages of trade” 
in foreign transactions. (Such acceptances are referred 
to as “ dollar exchange acceptances.” ) In the twelfth 
paragraph, there is a 10 per cent limit on the amount 
of dollar exchange acceptances that may be accepted 
for any one customer (unless adequately secured) and

a limitation on the aggregate amount of dollar exchange 
acceptances that a member bank may make. (The 
twelfth paragraph, in imposing these limitations, refers 
to the acceptance of “ such drafts or bills of exchange 
referred to [in] this paragraph.” ) Similarly, the seventh 
paragraph imposes on commercial acceptances a parallel 
10 per cent per-customer limitation, and limitations on 
the aggregate amount of commercial acceptances. (In 
the case of the aggregate limitations, the seventh para
graph states that “ no bank shall accept such bills to an 
amount” in excess of the aggregate limit; the reference 
to “ such bills” makes clear that the limitation is only in 
respect of drafts or bills of exchange of the specific 
type described in the seventh paragraph.)

(g ) Based on the language and parallel structure of 
the seventh and twelfth paragraphs of section 13, and 
in the absence of a statement of Congressional intent 
in the legislative history, the Board concludes that the 
per-customer and aggregate limitations of the twelfth 
paragraph apply only to acceptances of the type de
scribed in that paragraph (dollar exchange accept
ances), and the per-customer and aggregate limitations 
of the seventh paragraph (12 U.S.C. § 372) apply only 
to acceptances of the type described in that paragraph.

(Interprets and applies 12 U.S.C. §372 and the twelfth 
paragraph of section 13 of the Federal Reserve Act, which 
paragraph is omitted from the U.S. Code.)

By order of the Board of Governors, May 16, 1973.
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B O A R D  O F  G O V E R N O R S  O F  T H E  F E D E R A L  R E S E R V E  S Y S T E M

SUPPLEMENT TO REGULATION D

Effective June 21, 1973

SECTION 204.5— RESERVE REQUIREMENTS

(a) Reserve percentages. Pursuant to the provi
sions of section 19 of the Federal Reserve Act and 
§ 204.2(a) and subject to paragraph (c) of this 
section, the Board of Governors of the Federal 
Reserve System hereby prescribes the following 
reserve balances that each member bank of the 
Federal Reserve System is required to maintain 
on deposit with the Federal Reserve Bank of its 
district:

(1) If not in a reserve city—

(i) 3 per cent of (A) its savings deposits and (B) 
its time deposits, open account, that constitute 
deposits of individuals, such as Christmas club 
accounts and vacation club accounts, that are 
made under written contracts providing that no 
withdrawal shall be made until a certain number 
of periodic deposits have been made during a 
period of not less than 3 months; and

(ii) 3 per cent of its other time deposits up 
to $5 million, plus 5 per cent of such deposits 
in excess of $5 million:

Provided, however, That a member bank shall 
maintain a reserve balance equal to 8 per cent of 
the amount by which the daily average amount 
of time deposits of the types hereinafter specified 
exceeds either the daily average amount of such 
time deposits outstanding during the computation 
period ending May 16, 1973, or $10 million, 
whichever is greater, and such 8 per cent reserve 
percentage shall apply with respect to time de
posits of the following types:

(a) single maturity time deposits of $100,000 
or more; and

(b) any other time deposits exempt from the 
rate limitations of Regulation Q, other than a 
deposit due to (i) a foreign banking office of a 
bank, or (ii) an institution the time deposits 
of which are described in § 217.3(g) thereof;

and
(iii)(a) 8 per cent of its net demand deposits if 

its aggregate net demand deposits are $2 million 
or less, (b) $160,000 plus 10 per cent of its net 
demand deposits in excess of $2 million if its 
aggregate net demand deposits are in excess of

$2 million but less than $10 million, (c) $960,000 
plus 12 per cent of its net demand deposits in 
excess of $10 million if its aggregate net demand 
deposits are in excess of $10 million but less than 
$100 million, or (d) $11,760,000 plus 13 per 
cent of its net demand deposits in excess of $100 
million.

(2) If in a reserve city (except as to any bank 
located in such a city that is permitted by the 
Board of Governors of the Federal Reserve Sys
tem, pursuant to § 204.2(a)(2), to maintain the 
reserves specified in subparagraph (1) of this 
paragraph)—

(i) 3 per cent of (A) its savings deposits and (B) 
its time deposits, open account, that constitute 
deposits of individuals, such as Christmas club 
accounts and vacation club accounts, that are 
made under written contracts providing that no 
withdrawal shall be made until a certain number 
of periodic deposits have been made during a 
period of not less than 3 months; and

(ii) 3 per cent of its other time deposits up to 
$5 million, plus 5 per cent of such deposits in 
excess of $5 million:

Provided, however, That a member bank shall 
maintain a reserve balance equal to 8 per cent 
of the amount by which the daily average amount 
of time deposits of the types hereinafter specified 
exceeds either the daily average amount of such 
time deposits outstanding during the computation 
period ending May 16, 1973, or $10 million, 
whichever is greater, and such 8 per cent reserve 
percentage shall apply with respect to time de
posits of the following types:

(a) single maturity time deposits of $100,000 
or more; and

(b) any other time deposits exempt from the 
rate limitations of Regulation Q, other than a 
deposit due to (/) a foreign banking office of a 
bank, or (ii) an institution the time deposits of 
which are described in § 217.3(g) thereof;

and
(iii) $50,760,000 plus 17Vz per cent of its net 

demand deposits in excess of $400 million.
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(b) Currency and coin. The amount of a mem
ber bank’s currency and coin shall be counted as 
reserves in determining compliance with the re
serve requirements of paragraph (a) of this section.

(c) Reserve percentages against certain deposits 
by foreign banking offices. Deposits represented 
by promissory notes, acknowledgments of ad
vance, due bills, or similar obligations described 
in § 204.1(f) to foreign offices of other banks, 8 or 
to institutions the time deposits of which are 
exempt from the rate limitations of Regulation Q 
pursuant to § 217.3(g) thereof, shall not be subject 
to paragraph (a) of this section or to § 204.3(a)(1) 
and (2); but during each week of the four-week 
period beginning June 21, 1973, and during each 
successive four-week (“maintenance”) period, a 
member bank shall maintain with the Reserve 
Bank of its district a daily average balance equal 
to 8 per cent of the daily average amount of 
such deposits during the four-week computation 
period ending on the Wednesday fifteen days 
before the beginning of the maintenance period. 
An excess or deficiency in reserves in any week 
of a maintenance period under this paragraph

8 Any banking office located outside the States of 
the United States and the District of Columbia of a 
bank organized under domestic or foreign law.

shall be subject to § 204.3(a)(3), as if computed 
under § 204.3(a)(2), and deficiencies under this 
paragraph shall be subject to § 204.3(b): 9

Provided, That any bank that, under the terms 
of § 204.5(c) of Regulation D as in effect prior 
to June 21, 1973, 10 was deducting for the com
putation period ending on May 9, 1973, an earlier 
period’s corresponding daily average total of such 
deposits (hereinafter called “reserve-free base”) 
in calculating its reserve requirements shall con
tinue to be entitled to do so in accordance with 
the terms of such former section, but such reserve- 
free base shall not exceed progressively lower 
ceilings established hereunder by reducing the 
amount of its reserve-free base for the computa
tion period ending on May 9, 1973, in ten 
increments, each equal to 10 per cent of its base 
in such computation period ending on May 9, 
1973, applied consecutively in each succeeding 
computation period beginning with the period 
ending on August 1, 1973, until such reserve-free 
base is exhausted.

9 The term “ computation period” in § 204.3(a) (3 ) 
and (b )  shall, for this purpose, be deemed to refer to 
each week of a maintenance period under this para
graph.

10 35 Federal Register 18658.
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B O A R D  O F  G O V E R N O R S  O F  T H E  F E D E R A L  R E S E R V E  S Y S T E M

F O R E I G N  A C T IV IT IES  O F  N A T I O N A L  B A N K S

A M E N D M E N T  TO REGULATION M

Effective June 21, 1973, section 213.7 is 
amended to read as follows:

SECTION 213.7— RESERVES AG AIN ST  
FOREIGN BRANCH DEPOSITS

(a) Transactions with parent bank. During each 
week of the four-week period beginning June 21, 
1973, and during each week of each successive 
four-week (“maintenance”) period, a member 
bank having one or more foreign branches shall 
maintain with the Reserve Bank of its district, as 
a reserve against its foreign branch deposits, a 
daily average balance equal to 8 per cent of the 
daily average total of

(1) net balances due from its domestic offices 
to such branches, and

(2) assets (including participations) held by such 
branches which were acquired from its domestic 
offices (other than assets representing credit ex
tended to persons not residents of the United 
States), during the four-week computation period 
ending on the Wednesday fifteen days before the 
beginning of the maintenance period:

Provided, That any bank that, under the terms 
of § 213.7(a) of Regulation M  as in effect prior 
to June 21, 1 9 7 3 ,7 was deducting for the compu
tation period ending on May 9, 1973, an earlier 
period’s corresponding daily average total of such 
“ nei balances due” or “assets held” (hereinafter 
called “reserve-free base”) in calculating its re
serve requirements hereunder shall continue to 
be entitled to do so in accordance with the terms 
of such former section, but such reserve-free 
base shall not exceed progressively lower ceilings 
established hereunder by reducing the amount of 
its reserve-free base for the computation period 
ending on May 9, 1973, in ten increments, each

7 36 Federal Register 1040 ; 6826.

equal to 10 per cent of its base in such computa
tion period ending on May 9, 1973, applied con
secutively in each succeeding computation period 
beginning with the period ending on August 1, 
1973, until such reserve-free base is exhausted.

(b) Credit extended to United States residents.
During each week of the four-week period begin
ning June 21, 1973, and during each week of 
each successive four-week maintenance period, a 
member bank having one or more foreign 
branches shall maintain with the Reserve Bank 
of its district, as a reserve against its foreign 
branch deposits, a daily average balance equal to 
8 per cent of the daily average credit outstanding 
from such branches to United States residents 8 
(other than assets acquired and net balances due 
from its domestic offices) during the four-week 
computation period ending on the Wednesday 
fifteen days before the beginning of the main
tenance period:

Provided, That this paragraph does not apply to 
credit extended (1) to enable the borrower to 
comply with the requirements of the Office of 
Foreign Direct Investments, Department of Com
merce, 9 or (2) under binding commitments entered 
into before May 17, 1973.

8 (a ) Any individual residing (at the time the credit 
is extended) in any State of the United States or the 
District of Colum bia; (b )  any corporation, partner
ship, association or other entity organized therein 
( “ domestic corporation” ) ; and ( c )  any branch or 
office located therein of any other entity wherever 
organized. Credit extended to a foreign branch, office, 
subsidiary, affiliate or other foreign establishment 
( “ foreign affiliate” ) controlled by one or more such 
domestic corporations will not be deemed to be credit 
extended to a United States resident if the proceeds 
will be used in its foreign business or that o f other 
foreign affiliates of the controlling domestic corpora
tion (s ) .

9 The branch may in good faith rely on the bor
rower’s certification that the funds will be so used.
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B O A R D  O F  G O V E R N O R S  O F  T H E  F E D E R A L  R E S E R V E  S Y S T E M

SUPPLEMENT TO REGULATION Q

Effective M ay 16, 1973

SE C TIO N  217.7— M A X IM U M  R ATE S O F IN TE R E ST P A Y A B L E  

B Y  M E M B E R  B A N K S O N  T IM E  A N D  S A V IN G S  DEPOSITS

Pursuant to the provisions of section 19 of the 
Federal Reserve Act and § 217.3, the Board of 
Governors of the Federal Reserve System hereby 
prescribes the following maximum rates 1 of inter
est per annum payable by member banks of the 
Federal Reserve System on time and savings 
deposits:

(a) Single maturity time deposits.

(1) Deposits of $100 ,000 or more. There is 
no maximum rate of interest presently prescribed 
on any single maturity time deposit of $100,000 
or more.

(2) Deposits of less than $100,000 . No member 
bank shall pay interest on any single maturity 
time deposit of less than $100,000 at a rate in

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

excess of the applicable rate under the following 
schedule:

Maturity Maximum per cent
30 days or more but less

than 1 year 5
1 year or more but less

than 2 years SVi
2 years or more 53A

(b) Multiple maturity time deposits. No mem
ber bank shall pay interest on a multiple maturity 
time deposit at a rate in excess of the applicable 
rate under the following schedule:

Maturity intervals Maximum per cent
30 days or more but

less than 90 days AVi
90 days or more but less

than 1 year 5
1 year or more but less

than 2 years 5Vz
2 years or more 5%

(c) Savings deposits. No member bank shall pay 
interest at a rate in excess of 4 Vi per cent on any 
savings deposit.
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