
FEDERAL RESERVE BANK 
OF NEW YORK

October 8, 1980

RESERVE REQUIREMENTS 

Questions and Answers— Second Series

To the Chief Executive Officers of All Depository Institutions 
in the Second Federal Reserve District:

Printed on the following pages is the second series of questions and answers 
regarding Regulation D, “ Reserve Requirements of Depository Institutions.” (The 
first series was sent to you on September 29, 1980.) These questions and answers 
were prepared by the legal staff of the Federal Reserve Bank of New York in consul
tation with the legal staff of the Board of Governors of the Federal Reserve System.

Please note that, in the section on “ Transaction Accounts,” the answer to Ques
tion 10 also answers Question 8 (on page 6 of the previous circular).

Additional questions regarding this material or other matters relating to Regu
lation D, reserve maintenance, or reporting requirements should be directed to the
following:

Reporting Requirements

Additional copies of this circular may be obtained from the Circulars Division 
of this Bank.

Richard J. Gelson, Assistant Vice President
Patricia H. Kuwayama, Manager, Statistics Department

(212) 791-7904 
(212) 791-6625

Reserve Maintenance and Pass-Through Procedures
Thomas J. Campbell, Accounting Officer
Jane L. Katz, Chief, Accounting Control Division
Patricia Lupack, Assistant Chief, Accounting Control Division
Robert J. McDonnell, Operations Officer (Buffalo Branch)

(212) 791-7769 
(212) 791-5250 
(212) 791-5241 
(716) 849-5022

Interpretation of Regulation D
Bradley K. Sabel, Assistant Counsel 
Raleigh M. Tozer, Senior Attorney 
Joyce E. Motylewski, Attorney

(212) 791-5033 
(212) 791-5009 
(212) 791-5037

A n t h o n y  M . S o l o m o n ,
President.
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REGULATION D
Questions and Answers - Second Series 

Transferability
13. Q: Do NOW account statements need a nontransferability 

legend?
A: No. NOW accounts are transaction accounts which are 

reservable even if held by a natural person. Transaction 
accounts need not have the nontransferable legend on any 
document.

14. Q: In the case of personal escrow accounts for which someone 
other than the institution is the escrow agent, do the 
monthly account statements to the agent require the non
transferability legend?

A: Yes. If the escrow account is structured as a time or 
savings account and beneficial interest in the funds is 
held by a natural person, all account statements to the 
escrow agent require the nontransferability legend if the 
account is to be treated as a personal time account.

15. Q: Six-month money market certificates are required by Regu
lation Q to be nonnegotiable. May the nonnegotiability 
requirement be omitted from such certificates if they 
state that they are nontransferable?

A: Yes.

Transaction Accounts
9. Q: Is the savings account portion of a two-account arrange

ment, whereby transfers are made from the checking account 
to a savings account automatically to maintain a specified 
balance in the savings account, a transaction account?

A: No. Only the checking account portion of the two-account 
arrangement is a transaction account, provided that no 
other transfers from the savings account are permitted. 
Automatic transfers into an account do not make that 
account a transaction account.

10. Q: What is the difference between hypothecated deposits and 
other accounts of a similar nature?

A: A hypothecated deposit is one in which the funds do not 
reduce the unpaid balance on a loan and the funds are

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



irrevocably assigned to the institution and cannot be 
reached by the depositor or by his creditors. This may be applicable to cash collateral accounts if the funds 
are irrevocably assigned to the institution. In the 
case of funds deposited by a customer of the bank as 
partial payment on an outstanding acceptance that is 
not written down on the books, the funds may be treated 
as a hypothecated deposit, and therefore not be reserv- 
able, so long as the other requirements for hypothecated 
deposits are met.

11. Q: The instruction manual states that checks of an institu
tion drawn on another depository institution are not to 
be treated as reservable officers' checks. Does this 
rule also apply to checks drawn on an institution's 
account at a banker's bank, such as Savings Banks Trust 
Company?

A: Yes. Checks drawn on banker's banks need not be included
as reservable officers' checks. Technically banker's 
banks qualify for treatment as depository institutions 
under the Monetary Control Act, though the Glossary to 
the instructions does not include them.

Personal and Nonpersonal Accounts
15. Q: Many institutions establish a mortgage escrow account

without a written account agreement on their books. This 
account contains funds for payment of taxes and other 
bills on property mortgaged to the institution. The 
institutions carry these funds in a bookkeeping entry 
that is simply labelled "mortgage escrow account."
Because the institution is the escrow agent, there is no need for a contract covering the account. How can 
the institution determine whether the account is a trans
action account, a savings account or a time account?

A: The terms under which borrowers pay funds into the account
and the institution's practice with relation to the 
account must be looked at. The account may be treated as 
either a time or savings account. In order to be treated 
as a time account, the institution must treat the funds 
as maturing at certain dates in the future, as for any other time deposit. Even if the institution draws its 
own check or other instrument and charges the account in 
order to pay taxes or other bills, the account need not 
be treated as a transaction account because technically 
the check is not "drawn on" the account.
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16. Q: A savings or time deposit in the name of a trustee may be
treated as personal only if all of the beneficiaries are 
natural persons. Does this rule apply in the case of 
Totten trusts?

A: No. Totten trusts are not true trusts covered by this
rule. A Totten trust is one in which the owner of the 
funds states that the account is in the name of himself 
in trust for another, and the intent of the depositor is 
simply to make it possible for the other to obtain the 
funds from the institution upon the depositor's death.
The intent of the depositor is not to give any beneficial 
interest to the other during the depositor's lifetime; 
the depositor has the right to revoke the Totten trust at 
any time, and the other has no beneficial interest in the 
funds during that time. Accordingly, a Totten trust in 
the name of a natural person in trust for an entity that 
is not a natural person (for example, "Mary Jones in trust 
for St. Luke's Church") is personal, and exempt from 
reserves, so long as the depositor has the right to revoke 
the designation. An institution is responsible for deter
mining that accounts in such names are in fact Totten 
trusts rather than true trusts. The institution should 
follow its usual practice in differentiating Totten trusts 
from real trusts. If the institution is satisfied that 
there is no real trust involved in operating such an 
account, it may treat the account as a Totten trust.

17. Q: The account of a decedent's estate is personal only if all
of the beneficiaries are natural persons. In many cases, 
this is impossible to determine. For example, many wills 
have contingent interests, in which any remainder will go 
to a charity. Also, many wills give the executor a power 
of appointment, and it may not be known who the executor 
will appoint. Also, many institutions do not accept wills 
on advice of counsel in order to avoid being held liable 
for not acting in accordance with the will. The same is 
true in many cases for trusts. How are these cases to be 
treated?

A: The regulation requires that beneficiaries be natural per
sons in order to treat the account as personal. Remainder 
interests may be ignored. In addition, powers of appoint
ment may be ignored. In addition, an institution may rea
sonably rely on the representation of the executor or 
trustee that all beneficiaries, with the exception of con
tingent interests and powers of appointment, are natural 
persons, so long as the institution does not know and has 
no reason to know that the contrary is true.
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18. Q

19. Q 

A

20. Q 

A

Time 
1. Q

A

: For time and savings accounts opened before October 1, therule is that such accounts of natural persons be treated 
as personal. How must a bank handle trust and estate 
accounts issued before October 1? In most cases the insti
tution will not be able to know the status of the benefi
ciaries from existing documentation.

: Institutions will need to obtain a representation, which
they may rely on so long as they do not know and have no 
reason to know that the contrary is true, from the trustee 
or executor that all beneficiaries are natural persons, 
unless the institution is able to ascertain that fact from 
existing documents. In the absence of such a representa
tion or documents, the account must be treated as nonper
sonal .

: Many decedents' estates are in the hands of the public
administrator because the person died intestate (i.e., 
without a will). In such cases, how is the beneficial interest to be determined?

: In the case of decedents' estates in the hands of the
administrator, the funds usually end up in the hands of 
natural persons or are escheated to the State. For pur
poses of convenience, these accounts may all be treated 
as personal.

: A financial administrator holds funds in accounts on
behalf of a court pending the outcome of litigation. In 
the case of funds awaiting disposition due to litigation, 
how may a determination of ownership be determined?

: In the case of funds awaiting disposition due to litiga
tion, the institution will need to determine from whom 
the funds were obtained. Presumably those funds would 
be returned to that person if the lawsuit were dismissed. 
Thus, it is reasonable to treat that person as having the 
beneficial interest until final disposition is determined. 
If that person is a natural person, then the account may be treated as personal.

Deposits
: Does the sale of an eligible acceptance under repurchase

agreement create a reservable liability?
: Yes. Only Government and agency securities may be sold

under repurchase agreement to entities other than depository institutions free of reserves.
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2. Q: Are time deposits with a current balance of $100,000 or
more reported on Line 16 of FR 2900, or does it include 
only time deposits with an initial deposit of at least 
$100,000?

A: All time deposits with balances of $100,000 or more at the 
time of reporting must be reported on Line 16 of FR 2900.

Balances Due to/Due from Banks
1. Q: Why is an amount due from a foreign office of an institu

tion not a deduction from transaction accounts?
A: Amounts due from United States offices of depository insti

tutions are deducted to prevent double-reserving against 
the same funds. Because foreign offices of depository 
institutions do not maintain reserves, the rationale would 
not apply there.

2. Q: An overdraft in an Edge Corporation's demand deposit
account at its parent bank is raised to zero for comput
ing reserves and the amount is considered a loan from the 
parent to the Edge. Is the amount of the loan exempt from 
reserves?

A: The loan is not reservaole to the parent bank. The Edge
Corporation is permitted to treat the loan as a borrowing 
from another depository institution (at page 21 of the 
instructions), and therefore it is not reservable.

3. Q: Are excess reserves maintained with a pass-through corre
spondent in a deposit subject to immediate withdrawal a 
reservable liability of the correspondent?

A: If the entire amount on deposit with the correspondent is
passed through to a Federal Reserve office, then none of 
it is to be treated as a balance due to banks. Any amount 
not actually passed through to a Federal Reserve office 
must be treated as a balance due to banks, and accordingly 
is reservable.

4. Q: Is a balance due from another depository institution sub
ject to immediate availability which the State banking 
authorities count in satisfaction of an institution's 
State reserve requirements deductible as a balance due 
from other banks?
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A: Yes. All balances at other depository institutions sub
ject to immediate availability are deductible from gross 
transaction accounts in arriving at required reserves.

5. Q: Are balances due to bankers' banks reported in Item 1 or
Item 3 of the Report of Transaction Accounts?

A: Item 1. Balances due from bankers' banks are included in
Item 8 of the Report of Transaction Accounts.

6. Q: Are demand balances held by a depository institution with
the Federal Home Loan Banks or with the NCUA Central 
Liquidity Facility to be reported in Item 8, Demand Bal
ances Due from Depository Institutions, on the FR 2900?

A: No. Such balances are not eligible for the "due from"
deduction since neither the Federal Home Loan Banks nor 
the NCUA Central Liquidity Facility will hold required 
reserves on such balances.

Vault Cash
3. Q: Are redeemed savings bonds counted as vault cash?

A: No. Vault cash consists of United States currency and
coin (except for gold and silver coin) owned and held by 
the depository institution. However, redeemed savings 
bonds give rise to a "cash item in the process of col
lection" deduction while in the collection process if 
shipped for collection at least every other day.

Pass-Throughs
3. Q: Regulation D states that an institution may have only one

pass-through correspondent. Does this rule apply to a 
foreign bank with offices in more than one State?

A : No. If a foreign bank has United States offices that are
required to keep reserves at more than one Reserve Bank, 
each office is treated as a separate reporter and may have 
a different pass-through correspondent at each Reserve Bank 
office.

Eurocurrency: Loans to U.S. Residents
2. Q: If a foreign office of a United States institution pur

chases a loan or participation in a loan to a United
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States resident from a foreign office of another institu
tion, either domestic or foreign, must the amount of the 
loan or participation be treated as a Eurocurrency lia
bility as a loan to a United States resident on the books 
of the purchasing office?

A: Yes. To exempt such loans or participations from reserve
requirements would constitute a significant loophole in 
the Eurocurrency reserve requirement.

Eurocurrency: Sales of Assets
2. Q: If a domestic office of an institution sells an asset to

a foreign office of an institution that is related to it, 
either as a parent company, an affiliate, or a subsidiary, 
is that sale subject to the Eurocurrency reserve require
ment on sales of assets?

A: If the sale is by a domestic bank, it need not include
sales to foreign offices of any parent, affiliate, or 
subsidiary except for sales to foreign offices of its 
affiliated Edge or Agreement Corporations. In the case 
of a foreign bank, sales to foreign offices by domestic 
offices of the bank or its affiliated Edge or Agreement 
Corporations to foreign offices of its parent are covered; 
sales to foreign offices of affiliates or subsidiaries 
are not covered.

Miscellaneous

1. Q: How are the obligations of an operations subsidiary
located in Puerto Rico treated?

A: The obligations of an operations subsidiary located in the
United States are to be consolidated with the institution 
for reserve purposes. This rule does not apply to a sub
sidiary in Puerto Rico or in any other United States 
territory, and therefore its obligations need not be 
treated as those of its parent bank (unless the parent has 
guaranteed payment of those obligations).
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