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AMENDED INTERPRETATION OF REGULATION Q 
Federal Funds Transactions

To the Member Banks of the Second Federal Reserve District:

Printed below is an amended interpretation of Regulation Q, “ Interest on Deposits,”  of the 
Board of Governors of the Federal Reserve System. The interpretation was last revised in February 
1970 in conjunction with an amendment to Regulation Q relating to Federal funds transactions 
as deposits. Paragraph (a) of that interpretation has now been changed to include Minbanc Capital 
Corp. in the definition of “ bank”  as such term is used in the exemption from Regulation Q for obliga
tions in nondeposit form to another bank.

Additional copies of this circular will be furnished upon request.

A lfred H ayes,
President.

(Reg. Q) 
P a r t  217-INTEREST ON DEPOSITS 

Federal Funds Transactions

SECTION 217.137-M EM BER BAN K P A R T IC I
PATION IN “ FEDERAL FUNDS”  MARKET
(a) Effective February 12, 1970, the Board of Gov

ernors has amended § 217.1(f) to narrow the category 
of ‘ 4 Federal funds ’ ’ transactions entered into by mem
ber banks that may be classified as nondeposit borrow
ings rather than as deposits. One question that arose 
in connection with such amendment is the meaning 
of ‘ ‘ bank ’ ’ as such term is used in the exemption from 
Regulation Q for obligations in nondeposit form to 
another bank. Sueli an exemption has been included 
in § 217.1(f) since its adoption in 1966. As used in 
such exemption, “ bank”  includes a member bank, a 
nonmember commercial bank, a savings bank (mutual 
or stock), a building or savings and loan association 
or cooperative bank, the Export-Import Bank of the 
United States, Minbanc Capital Corp., or a foreign 
bank. It also includes bank subsidiaries that engage in 
business in which their parents are authorized to en
gage and subsidiaries the stock of which is by statute 
explicitly eligible for purchase by national banks.

(b) To assure that the exemption for liabilities to 
banks is not used as a means by which nonbanks may 
arrange through a bank to “ sell”  Federal funds to

a member bank that are not subject to Regulations D 
and Q, obligations within the exemption must be issued 
to another bank for its own account. In view of this 
requirement, a member bank that “ purchases”  Fed
eral funds should take such action as may be necessary 
to ascertain the character (not necessarily the iden
tity) of the actual “ seller”  in order to justify classi
fication of its liability on the transaction as “ Federal 
funds purchased ’ ’ rather than as a deposit. Any bank 
that has given general assurance to a 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, should disclose the 
nature of the actual lender with respect to each such 
transaction. If it fails to do so, the selling bank would 
be deemed by the Board as indirectly violating sec
tion 19 of the Federal Reserve Act and Regulation Q.

(c) Also to assure the effectiveness of the limita
tions on persons who sell Federal funds to member 
banks, the amended § 217.1(f) applies to nondocu
mentary obligations undertaken by a member bank to 
obtain funds for use in its banking business, as well 
as to documentary obligations. In recent months a 
number of banks have made the Federal funds market 
available to business corporations. In some cases this
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has been oil the basis of book entries, in which no in
strument is involved. Under the amendment, a bank’s 
liability under informal arrangements as well as those 
formally embodied in a document are within the cov
erage of § 217.1(f).

(d ) The expansion of § 217.1 ( f ) to nondocumentary 
obligations does not mean that every bank liability on 
a transaction that results in the bank obtaining funds 
is a deposit. An indorser’s or conditional liability such 
as arises when a bank sells a loan with recourse need 
not be classified as a deposit liability. Also, a bank’s 
liability on an acceptance that it sells in the market is 
not a deposit liability under the amendment.

( e) It should also be noted that when a member 
bank issues an obligation principally for a purpose

other than as a means of obtaining funds to be used 
in its banking business—such as usually would be the 
case with respect to a due bill issued to evidence the 
bank’s liability to deliver securities or foreign ex
change sold—it need not classify its liability thereon 
as a deposit. However, the circumstances surrounding 
an obligation issued ostensibly for a purpose other 
than obtaining funds for use in the ordinary course 
of business may cause an obligation to become subject 
to Regulation Q—for example, if the bank’s liability
011 a due bill extended beyond a period exceeding that 
necessary to complete the securities sale, or if the bank 
paid interest to the customer in excess of the amount 
that accrued on the securities sold during the delay 
in delivery. (12 U.S.C. 248 (i). Interprets and applies
12 U.S.C. 371b and 461.)
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