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AMENDMENTS TO REGULATION Q

— Penalty for Early Withdrawal of Time Deposits
— Payment of Time Deposits Before Maturity

Ta AH embe Eanks, d Others.Concerned,
In the econJ ederalalgeserve istrict:
The following statement was issued by the Board of Governors of the Federal Reserve Sys-
tem in connection with two amendments to its Regulation Q, “Interest on Deposits” :

The Board of Governors of the Federal Reserve System today modified its rules to provide consumers
with more flexibility in handling their time deposit accounts. A change in the rules concerning early with-
drawal of time deposits will:

1. Permit member banks, at the request or upon permission of their depositors, to extend the maturity
of a time deposit without penalty when there is no increase in the rate of interest.

2. Permit member banks to pay a time deposit before maturity without penalty upon the death of any
owner of the deposit, whether or not that owner’s name appears on the deposit. This will ease the administra-
tive burden in the settlement of estates.

Current rules under Regulation Q— Interest on Time and Savings Deposits— require that an extension of
maturity be treated as a payment of a time deposit before maturity subject to the penalty for early withdrawal.
Also, a member bank may pay a time deposit before maturity without penalty following the death of a per-
son whose name appears on the deposit.

The new rules will become effective December 1, 1977. The Board’s rules in this respect will then be the
same as those of the Federal Deposit Insurance Corporation and of the Federal Home Loan Bank Board.

Reductions in the maturity as well as increases in the rate of interest paid on the deposit will continue to
be treated as an early withdrawal subject to penalty.

The penalty for withdrawal of a time deposit before maturity is (a) a reduction of the interest rate paid
on the portion of the time deposit withdrawn to the maximum permissible passbook savings rate, and (b) a
loss of three months interest on the portion withdrawn.

Customers entering into a time deposit contract must be supplied with a written statement specifying that
the customer has contracted to keep the funds on deposit for a fixed time, and describing the penalty for early
withdrawal.

In submitting the amendments for publication in the Federal Register, the Board of Governors
issued the following explanatory notice:
Penalty for Early Withdrawals

AGENCY: Board of Governors of the Federal Reserve
System.

ACTION: Final rule.

EFFECTIVE DATE: December 1, 1977.

FOR FURTHER INFORMATION CONTACT:
Allen L. Raiken, Assistant General Counsel, Legal Di-
vision, Board of Governors of the Federal Reserve
System, Washington, D. C. 20551 (202-452-3625).
SUPPLEMENTARY INFORMATION: The fourth
sentence of section 217.4(d) of Regulation Q treats an

SUMMARY: The Board of Governors of the Federal
Reserve System has approved an amendment to the
fourth sentence of section 217.4(d) of Regulation Q

(12 C.F.R. 217). That sentence currently provides that
any amendment of a time deposit contract that results
in either an increase in the rate of interest paid or a
change in the maturity of the deposit constitutes a
payment of the time deposit before maturity subject
to the early withdrawal penalty rule contained in sec-
tion 217.4(d). As amended, that sentence provides that
an amendment of a time deposit contract that results
in an increase in the rate of interest paid on the deposit
or a reduction in the maturity of the deposit constitutes
a payment of the time deposit before maturity. The
amendment enables member banks, at the request or
upon permission of their depositors, to extend the
maturity of an outstanding time deposit without treating
such extension of maturity as a withdrawal before
maturity so long as the rate of interest paid on the
time deposit is not increased.

amendment of a time deposit contract that results in
either an increase in the rate of interest paid or a change
in the maturity of the deposit as a payment before ma-
turity subject to the early withdrawal penalty. This pro-
vision was adopted in the summer of 1973 in response
to volatile money market conditions. On July 5, 1973,
the Board, in conjunction with the Federal Deposit
Insurance Corporation (“FDIC”) and the Federal
Home Loan Bank Board, announced an increase in the
prescribed maximum rates of interest payable on de-
posits by financial institutions subject to Federal regu-
lation. As a result of this action, many banks moved
to convert outstanding time deposits to deposits earning
interest at the new higher prescribed maximum rates.
The massive conversion of outstanding deposits, ac-
complished in many instances by extensions of maturity,
created severe upward pressure on the cost of funds
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and threatened substantial disintermediation among
depository institutions. As a result of this general credit
situation, the Board acted to eliminate the conversion
privilege by adopting the current provision contained
in section 217.4(d) of Regulation Q.

The Board believes that the pressures on the general
credit situation that necessitated the adoption of the
conversion penalty rule in 1973 have now been sub-
stantially moderated. Accordingly, the Board believes
that it is appropriate to restore to member banks the
option of extending the maturity of outstanding time
deposits without imposition of the early withdrawal
penalty. The amendment adopted today permits mem-
ber banks, at the request or upon permission of the
depositor, to extend the maturity of an outstanding
time deposit without the usually required penalty as
long as the rate of interest paid on the time deposit
is not increased. Under the provision, any amendment
of a time deposit contract that results in a reduction in
the maturity of the deposit will continue to be treated
as a payment of the time deposit before maturity. The
Board notes that this action conforms the Board’s regu-
lation with the provision contained in section 329.4 (e)
of the FDIC's regulations and will, in certain circum-
stances, enable member banks to consolidate multiple
outstanding certificates of deposit held by one customer.
In addition, pursuant to longstanding Board policy, in
the situation in which a member bank agrees to extend
the maturity of an outstanding time deposit subsequent
to a reduction in the maximum prescribed rate of in-
terest payable on such time deposit, the rate of interest
that may be paid on the time deposit from the date of
conversion must not exceed the maximum rate per-
mitted under the new rate schedule.

In view of the substantial public benefits that will
immediately result from the adoption of this amend-
ment, which relieves an existing regulatory restriction
and permits member banks to extend the maturity of
an outstanding time deposit, the Board has determined
that notice and public participation with respect to this
amendment are unnecessary and contrary to the public
interest.

Payment of Time Deposits Before Maturity

AGENCY: Board of Governors of the Federal Reserve
System.

ACTION:

SUMMARY: This rule amends the provision con-
tained in section 217.4(d) of Regulation Q (12 C.F R.
§217) concerning the payment of time deposits before
maturity in the event of the death of persons named on
the deposit instrument. Under the Board’s current reg-
ulation, a member bank, upon the death of any person
whose name appears on the time deposit passbook or
certificate, is permitted to pay such time deposit before
maturity without imposition of the usual early with-
drawal interest forfeiture penalty. Under the regulation
as amended, member banks will be permitted to pay a
time deposit without imposition of the early withdrawal
interest forfeiture penalty upon the death of any owner
of the time deposit funds regardless of whether such
person is named on the deposit instrument.

EFFECTIVE D4TE: December 1, 1977.

Final rule.

FOR FURTHER INFORMATION, CONTACT:
Allen L. Raiken, Assistant General Counsel, Legal Di-
vision, Board of Governors of the Federal Reserve
System, Washington, D.C. 20551 (202-452-3625).

SUPPLEMENTARY INFORMATION: Effective
June 5, 1975, the Board amended § 217.4(d) of Regu-
lation Q to permit member banks to pay a time deposit
prior to maturity without imposition of the normal
early withdrawal penalty upon the death of any person
whose name appears on the deposit instrument.1 The
amendment was adopted to facilitate the administration
and settlement of estates. In adopting the amendment,
the Board determined that for matters of administrative
convenience the amendment should be limited to those
instances involving the death of persons named on the
deposit instrument. The Board believed that such a
limited exception would minimize potential problems
associated with determining true ownership of deposits.
However, since adoption of this exception, the Board
has received a number of requests that it amend its
current death exception to include any owner whether
or not named on the deposit instrument. Those request-
ing this change note that similar exceptions adopted by
the Federal Deposit Insurance Corporation (“FDIC")
and the Federal Home Loan Bank Board (“FHLBB")
are applicable upon the death of any owner of a time
deposit and urge the Board to amend its rule in order
to permit uniform application of the death exception
rule. Moreover, the Board has considered the experi-
ence of both the FDIC and the FHLBB under their
broader exceptions, and has determined that the poten-
tial confusion and added administrative burden antici-
pated if the death exception were not limited to indi-
viduals named on the deposit instrument have not posed
a substantial problem. Accordingly, the Board believes
that it is appropriate to amend its death exception rule
to permit member banks to pay a time deposit prior to
maturity without imposition of the early withdrawal
penalty upon the death of any owner of the time de-
posit, whether or not named on the deposit instrument.
The Board believes that this amendment, which will
liberalize the Board’'s death exception, will more fully
effectuate the intent of the original rule to facilitate the
administration of estates and will not increase the ad-
ministrative burden on member banks in determining
the owner of a time deposit instrument.

In view of the substantial public benefits that will im-
mediately result from adoption of the amendment, which
relieves an existing regulatory restriction and broadens
the present Board rule regarding penalty-free payment
of a time deposit prior to maturity in the event of a
depositor’'s death, and in view of the extensive com-
ments received at the time the present rule was adopted
in June 1975, the Board has determined that notice and
public participation with respect to this amendment are
unnecessary and contrary to the public interest.
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Enclosed is a copy of the amendments. Questions may be directed to our Consumer Affairs

Division (Tel. No. 212-791-5919).

Paul A. Volcker,
President.

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



Board of Governors of the Federal Reserve System
INTEREST ON DEPOSITS

AMENDMENTS TO REGULATION Q

Effective December 1, 1977, the fourth sen-
tence of Section 217.4(d), and subsection (1)
of Section 217.4(d) are amended as follows:

SECTION 2174—PAYMENT OF TIME
DEPOSITS BEFORE MATURITY

* * *

(d) Penalty for early withdrawals.***
Any amendment of a time deposit contract that
results in an increase in the rate of interest
paid or in a reduction in the maturity of the
deposit constitutes a payment of the time de-
posit before maturity.***

(1) where a member bank pays all or a por-
tion of a time deposit upon the death of any
owner of the time deposit funds;113

* * *
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