
FEDERAL RESERVE BANK
OF NEW  YO RK
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October 30, 1981

DEPOSITORY INSTITUTIONS DEREGULATION COMMITTEE 
Recent Rulings Regarding Interest Rate Ceilings

To All Commercial Banks, Mutual Savings Banks, 
and Savings and Loan Associations in the Second 
Federal Reserve District, and Others Concerned:

Following is the text of a statement issued October 26 by the Depository Institutions Deregulation 
Committee:

Passbook Savings Increase Postponed. The Depository Institutions Deregulation Committee (DIDC) voted on 
Monday, October 19, 1981 to postpone indefinitely the one-half of one percentage point increase in the nontransac­
tion savings rate ceiling that was scheduled to become effective on November 1, 1981. Accordingly, the maximum 
rates payable on passbook and statement savings accounts will remain at 5.50 percent for thrift institutions and at 
5.25 percent for commercial banks. Although the Committee will consider this issue again at its December meeting, 
no decision has been made on whether further action will be taken at that time.

IRAlKeogh. A final rule creating a new IRA/Keogh account category also was issued today by the DIDC. The 
new account has a minimum maturity of 1 Vi years and no regulated interest rate ceiling. This means that depository 
institutions may provide instruments with fixed or floating interest rates. Additional deposits during the term of the 
account will not require extending its maturity. In addition, any depository institution may waive its mandatory early 
withdrawal penalties for transfers within the same institution- from existing IRA/Keogh deposits to the new 
IRA/Keogh account category.

The new IRA/Keogh account category becomes effective on December 1, 1981, but it does not change the 
current eligibility requirements or contribution limits for IRAs or Keoghs contained in the Internal Revenue Code. 
The extended eligibility changes enacted by the Economic Recovery Tax Act of 1981 do not become effective until 
January 1, 1982. Any questions concerning the income tax treatment of an IRA/Keogh account or the fiduciary 
responsibilities connected with these accounts should be directed to the Internal Revenue Service (202-566-4576).

MMC/SSC Ceiling Rates. The DIDC issued final rules concerning the maximum interest rates payable on 
26-week money market certificates (MMCs) and the 2% to 4 year small savers certificates (SSCs). These final rules 
reaffirm the DIDC rules that were adopted on May 28, 1980 and subsequently were amended to remove the interest 
rate caps and to change the dates that the MMC and SSC rates become effective. Pursuant to a Federal District Court 
order, these amended rules were published for public comment. Having remained in force during the comment 
period, the current rules were adopted in final form at the September 22, 1981 DIDC meeting without change.

MMC Ceiling -  Optional Four Auction Average. In a separate action, the DIDC also adopted rules at its 
September 22 meeting that would permit the use of a four-week average of 26-week U.S. Treasury bills in 
calculating the maximum interest rates payable on MMCs issued by thrift institutions and commercial banks. 
Current rules limit the MMC maximum rate to the Treasury bill discount rate plus one-quarter of one percentage 
point. The new rules would set the current ceiling rate at the higher of (a) the most recent auction discount rate plus 
25 basis points, or (b) an average of the discount rates for the four auctions immediately prior to the date of the 
deposit, plus 25 basis points. The Committee believes that the alternative methods of calculating the maximum rate 
will enable banks and thrift institutions to be more competitive with money market mutual funds throughout an
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interest rate cycle, and especially during a declining rate environment when money market funds traditionally have 
been able to pay more than the money market certificates. This new rule becomes effective on Sunday, November 1, 
1981.

For further information about MMC or SSC rates please call 202-566-3734. Questions about the DIDC rules 
should be directed to the appropriate depository institution regulatory agency.

Enclosed —  for member banks in this District —  are official notices from the DIDC containing its final 
rules. They will be published in thq Federal Register, and copies will be furnished upon request directed to our 
Circulars Division.

Questions on these matters may be directed to our Consumer Affairs and Bank Regulations Department 
(Tel. No. 212-791-5914). In addition, interest rate ceilings for MMCs and SSCs are available on a telephone 
tape recorded message (Tel. No. 212-791-6800).

A n t h o n y  M. S o l o m o n ,
President.
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DIDC RULINGS

1. Postponement o f passbook ceiling rate increase
2. Establishment o f new IRA/Keogh time deposit category
3. Adoption of MMC and SSC ceiling rates
4. Permission for optional method for calculating MMC maximum rate

[Enc. Cir. No. 9177]
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DEPOSITORY INSTITUTIONS DEREGULATION COMMITTEE 
12 CFR P a r t  1204 

[D ocket No. D-0021]
A d ju s tm en t o f  I n t e r e s t  R a te s  on S av in g s  A ccoun ts

AGENCY: D e p o s ito ry  I n s t i t u t i o n s  D e re g u la t io n  C om m ittee.
ACTION: P ostponem en t o f  E f f e c t iv e  D ate  o f  F in a l  R u le .
SUMMARY: The D e p o s ito ry  I n s t i t u t i o n s  D e re g u la t io n  Com m ittee (" th e  Com m ittee)
h a s  p o s tp o n e d  i n d e f i n i t e l y  th e  e f f e c t i v e  d a te  o f  a f i n a l  r u l e  t h a t  would have 
in c r e a s e d  by 50 b a s i s  p o in t s  th e  c e i l i n g  r a t e  o f  i n t e r e s t  p a y a b le  on 
n o n t r a n s a c t io n  s a v in g s  d e p o s i t s  on November 1 ,  1981. A c c o rd in g ly , d e p o s i to r y  
i n s t i t u t i o n s  w i l l  c o n tin u e  to  be s u b je c t  to  e x i s t i n g  r u l e s :  com m ercial banks 
a r e  p e r m i t te d  to  pay i n t e r e s t  on s a v in g s  d e p o s i t s  a t  a r a t e  o f  5 -1 /4  p e r c e n t ,  
and s a v in g s  and lo a n  a s s o c i a t io n s  and m u tu a l s a v in g s  banks a r e  p e rm it te d  to  pay 
5 -1 /2  p e r c e n t  on such  a c c o u n ts .  None o f  th e  o th e r  r u l e s  o f  th e  Com m ittee a re  
a f f e c t e d  by t h i s  a c t io n .
EFFECTIVE DATE: O cto b er 19 , 1981.
FOR FURTHER INFORMATION CONTACT: A lla n  S c n o t t ,  A t to rn e y -A d v is o r ,  o r  E la in e
B o u t i l i e r ,  A tto rn e y -A d v is o r ,  D epartm en t o f  th e  T re a s u ry  (202) 566-6798 o r 
566-8737 ; D a n ie l L. R hoads, A t to rn e y ,  Board o f  G o v ern o rs o f  th e  F e d e ra l  
R ese rv e  System  (2C2) 452-3711; R ebecca H. L a i r d ,  S e n io r  A s s o c ia te  G en era l 
C o u n se l, F e d e ra l  Home Loan Bank Board (202) 377-6446; David A n s e l l ,  A tto rn e y , 
O f f ic e  o f  th e  C o m p tro lle r  o f  th e  C u rren cy  (202) 447-1880; R a n d a ll J .  M i l l e r ,  
A c tin g  D i r e c to r ,  O f f ic e  o f  P o l ic y  A n a ly s is ,  N a tio n a l  C r e d i t  Union A d m in is tr a t io n  
(202) 357-1090; and F. D ouglas B i r d z e l l ,  C o u n se l, o r K athy A. Jo h n so n , A tto rn e y , 
F e d e ra l  D e p o s it  In s u ra n c e  C o rp o ra tio n  (202) 389-4324 o r 389-4384 .
SUPPLEMENTARY INFORMATION: At i t s  m ee tin g  on Septem ber 22, 1981, th e  Committee
adopted a f i n a l  r u l e  to  in c r e a s e  by 50 b a s i s  p o in t s  th e  maximum i n t e r e s t  r a t e s  
p a y a b le  on n o n tr a n s a c t io n  s a v in g s  d e p o s i t s  1 /  to  be e f f e c t i v e  November 1 , 1981

1 /  The f i n a l  r u l e  d e f in e d  t r a n s a c t i o n  s a v in g s  a c c o u n ts  a s  th o s e  s a v in g s  
a c c o u n ts  s u b je c t  to  t r a n s a c t i o n  a c c o u n t r e s e r v e  re q u ire m e n ts  under th e  
F e d e ra l  R e s e r v e 's  R e g u la t io n  D (12 CFR 2 0 4 .2 ( e ) ) .  Such a c c o u n ts  in c lu d e :  
a l l  n e g o t ia b le  o rd e r  o f  w ith d ra w a l a c c o u n ts  (NCWs); a l l  c r e d i t  u n io n  s n a re  
d r a f t  a c c o u n ts  (CUSDs); a l l  s a v in g s  a c c o u n ts  s u b je c t  to  a u to m a tic  t r a n s f e r s  
(ATS); s a v in g s  a c c o u n ts  t h a t  p e rm it  more th a n  tn r e e  t r a n s f e r s  p e r  month 
tn ro u g h  te le p h o n e  t r a n s f e r s  (ITS) o r  p r e - a u tn o r iz e d  n o n n e g o tia o le  t r a n s f e r s  
(PNTS); and a l l  s a v in g s  a c c o u n ts  t n a t  p e rm it  paym ent to  t h i r d  p a r t i e s  ov 

means o f  an au to m ated  t e l l e r  m achine (ATM), remove s e r v ic e  u n i t  (RSU), or 
o th e r  e l e c t r o n i c  d e v ic e .  N o n tra n s a e t io n  s a v in g s  a c c o u n ts  would th e n  oe 
d e f in e d  a s  a l l  s a v in g s  a c c o u n ts  w ith  tn e  e x c e p tio n  o f  th o s e  m en tio n ed  
ao o v e . I t  sh o u ld  oe n o te d  t h a t  th e  N a tio n a l  C r e d i t  Union A d m in is tr a t io n  
B oard n as  s o le  a u t h o r i t y  to  s e t  i n t e r e s t  r a t e  c e i l i n g s  on d e p o s i t s  a t  
F e d e r a l ly  c h a r te r e d  c r e d i t  u n io n s .
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DEPOSITORY INSTITUTIONS DEREGULATION COMMITTEE 
12 CFR P a r t  1204 

[D ocket No. D-0024]
New IRA/Keogh Time D e p o s its

AGENCY: D e p o s ito ry  I n s t i t u t i o n s  D e re g u la tio n  C om m ittee.
ACTION: F in a l  r u l e .
SUMMARY: The D e p o s ito ry  I n s t i t u t i o n s  D e re g u la tio n  Com m ittee ( th e  "C om m ittee") has
ad o p te d  a f i n a l  r u le  w hich e s t a b l i s h e s  a new IRA/Keogh time d e p o s i t  c a te g o ry .  The 
new d e p o s i t  c a te g o ry  has a minimum m a tu r i ty  of 1 -1 /2  y e a rs  and no r e g u la te d  i n t e r e s t  
r a t e  c e i l i n g .  A ccounts e s t a b l i s h e d  u n d er th e  new c a te g o ry  may be s t r u c tu r e d  to  
p e rm it a d d i t io n s  a t  any tim e w ith o u t e x te n d in g  th e  m a tu r i ty  of the  fu n d s in th e  
a c c o u n t .  In  a d d i t i o n ,  th e  Committee has d e te rm in e d  th a t  d e p o s i to r y  i n s t i t u t i o n s ,  a t  
t h e i r  d i s c r e t i o n ,  may w aive th e  m andato ry  e a r ly  w ith d ra w a l p e n a l ty  g o v e rn in g  tim e 
d e p o s i t  a c c o u n ts  fo r  t r a n s f e r s  w i th in  th e  same i n s t i t u t i o n  from any IRA/Keogh time 
d e p o s i t  in  e x is te n c e  on o r p r i o r  to  December 1, 1981 to  th e  new IRA/Keogh d e p o s i t  
ca tego  r y .
EFFECTIVE DATE: December 1, 1981
FOR FURTHER INFORMATION CONTACT: F. D ouglas B i r d z e l l ,  C o u n se l, F e d e ra l D ep o sit
In s u ra n c e  C o rp o ra tio n  (2 0 2 /3 8 9 -4 3 2 4 ) , Pau l S. P i l e c k i ,  S en io r A tto rn e y , Board of 
G overnors o f th e  F e d e ra l  R eserve  System  (2 0 2 /4 5 2 -3 2 3 1 ) , A lla n  S c h o t t ,  A tto rn e y -  
A d v iso r , T re a s u ry  D epartm ent (2 0 2 /5 6 6 -6 7 9 8 ) , Rebecca L a ird ,  S e n io r  A sso c ia te  G enera l 
C o u n se l, F e d e ra l  Home Loan Bank Board (2 0 2 /3 7 7 -6 4 6 6 ) , Mark Leemon, A tto rn e y , O ffic e  
of th e  C o m p tro lle r  o f th e  C urrency  (2 0 2 /4 4 7 -1 8 8 0 ) o r  R a n d a ll J .  M i l l e r ,  A cting  
D i r e c to r ,  O ff ic e  o f P o lic y  A n a ly s is ,  N a tio n a l C re d i t  Union A d m in is tra tio n  (2 0 2 /3 5 7 - 
1 090). For IRA/Keogh tax  in fo rm a t io n :  I n t e r n a l  Revenue S e rv ic e  (2 0 2 /5 6 6 -4 5 7 6 ).
SUPPLEMENTARY INFORMATION: At i t s  December 12, 1980 m ee tin g  th e  Committee re q u e s te d
comments on f iv e  p ro p o s a ls  c o n c e rn in g  IRA/Keogh a c c o u n ts .  The f i r s t  p ro p o s a l was to  
re d u ce  th e  m a tu r i ty  on th e  s p e c i a l  IRA/Keogh tim e d e p o s i t  from th re e  y e a rs  to  one.
The second  and t h i r d  p ro p o s a ls  were to  e s t a b l i s h  o n e -y e a r  IRA/Keogh n o tic e  a c c o u n ts .  
The f o u r th  p ro p o s a l p re s e n te d  s e v e r a l  o p t io n s  f o r  in c r e a s in g ,  r e v i s i n g ,  o r 
e l im in a t in g  IRA/Keogh i n t e r e s t  r a t e  c e i l i n g s .  The f i f t h  p ro p o s a l was to  e s t a b l i s h  an 
IRA/Keogh tim e d e p o s i t  w ith  a minimum re q u ir e d  m a tu r i ty  o r n o t ic e  p e r io d  o f 14 davs 
and no r e g u la te d  c e i l i n g  r a t e .

In s e e k in g  comments on th e s e  p r o p o s a ls ,  th e  Committee c i t e d  th re e  b a s ic  
o b j e c t i v e s .  The f i r s t  o b je c t iv e  was to  reduce  th e  c o m p le x it ie s  a s s o c ia te d  w ith  th e  
a d m in i s t r a t i o n  o f IRA/Keogh a c c o u n ts  u n d e r c u r r e n t  agency r e g u la t io n s ,  e s p e c i a l ly  
w ith  re g a rd  to  a d d i t i o n a l  d e p o s i t s  to  th e  a c c o u n ts .  The second was to  h e lp  f u l f i l l  
th e  C o n g re s s io n a l i n t e n t  o f th e  Employee R e tire m e n t Income S e c u r i ty  Act of 1974 
(ERISA) to  en co u rag e  q u a l i f i e d  in d iv id u a l s  to  save fo r  t h e i r  r e t i r e m e n t .  The th i r d  
o b je c t iv e  was to  p ro ceed  w ith  th e  C o m m ittee 's  m andate to  p ro v id e  fo r  th e  o rd e r lv
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(se e  46 F e d e ra l  R e g is te r  50782 (O ctober 1 5 , 1 9 8 1 ) ) .  T h is  a c t io n  was ta k e n  a f t e r  
p u b l ic  n o t i c e  and c o n s id e r a t io n  o f  p u b l ic  comments s u b m itte d  in  re s p o n s e  to  th e  
n o t i c e .  The Com m ittee D e lie v e d  t h a t  t h i s  a c t io n  would h e lp  stem  th e  o u tf lo w  o f  
fu n d s from such  a c c o u n ts  and f u r th e r  th e  i n t e n t  o f  th e  D e p o s ito ry  I n s t i t u t i o n s  
D e re g u la t io n  A ct o f  1980 (12 U .S .C . S 3501 e t .  s e q . ) to  p ro v id e  in c r e a s e d  r a t e s  
o f  r e tu r n  to  s a v e r s .

On th e  D a s is  o f  p r e l im in a r y  in fo rm a tio n  s in c e  i t s  l a s t  m e e tin g , th e  
Com m ittee h as  d e te rm in e d  t h a t  th e  l i k e l y  b e n e f i t s  to  d e p o s i to r s  now a p p ea r to  be 
o u tw eig h ed  Dy th e  p ro b a b le  a d v e rs e  e f f e c t s  ( in  te rm s o f  in c r e a s e d  c o s t s )  to  tn e  
d e p o s i to r y  i n s t i t u t i o n s .  A c c o rd in g ly , on O cto b er 1 9 , 1981 , th e  C om m ittee v o te d  
to  p o s tp o n e  i n d e f i n i t e l y  th e  e f f e c t i v e  d a te  o f  i t s  f i n a l  r u l e  t h a t  would nave 
in c re a s e d  th e  c e i l i n g  r a t e s  on n o n t r a n s a e t io n  s a v in g s  a c c o u n ts .  A lth o u g n  tn e  
Com m ittee w i l l  d i s c u s s  t h i s  i s s u e  a g a in  a t  i t s  Decemoer m e e tin g , no d e c i s io n  n a s  
oeen  made on w netner f u r t h e r  a c t io n  w i l l  be ta k e n  a t  t h a t  t im e .

The e x i s t i n g  i n t e r e s t  r a t e  c e i l i n g s  on d e p o s i t s  w i l l  c o n t in u e  to  a p p ly  to  
F e d e r a l ly  in s u re d  d e p o s i to r y  i n s t i t u t i o n s .  Under th e s e  r u l e s ,  com m ercial banks 
may pay  up to  5 -1 /4  p e r c e n t  on a l l  s a v in g s  a c c o u n ts  (Doth t r a n s a c t i o n  and 
n o n tr a n s a c t io n  a c c o u n ts )  and t h r i f t s  may pay  up to  5 -1 /2  p e r c e n t  on a l l  suen  
a c c o u n ts .  The i n t e r e s t  r a t e  c e i l i n g  fo r  NOW a c c o u n ts  a t  a l l  i n s t i t u t i o n s  a l s o  
w i l l  rem ain  a t  5 -1 /4  p e r c e n t .  No o th e r  a c t io n s  ta k e n  by th e  Com m ittee a t  tn e  
Septem ber 22 m ee tin g  a re  a f f e c t e d  by th e  p o stp o n em en t o f  th e  s a v in g s  c e i l i n g  
r a t e  r u l e .

L n te d ia te  p o stp o n em en t o f  th e  e f f e c t i v e  d a te  o f  th e  n o n t r a n s a c t io n  s a v in g s  
a c c o u n t c e i l i n g  r a t e  r u l e  i s  n e c e s s a ry  to  a s s u r e  t h a t  d e p o s i to r y  i n s t i t u t i o n s  
w i l l  nave t h i s  in fo rm a tio n  in  a  t im e ly  m anner. The C om m ittee f in d s  fo r  good 
c au se  t h a t  th e  n o t i c e  and p u b l ic  p ro c e d u re  p r o v is io n s  o f  5 U .S .C . S553 w ith  
re g a rd  to  t h i s  a c t io n  a re  im p r a c t ic a b le  and c o n t r a r y  to  th e  p u b l ic  i n t e r e s t  and 
t n a t  tn e  d e f e r r e d  e f f e c t i v e  d a te  p r o v is io n  o f  5 U .S .C . S553 would be 
i n c o n s i s t e n t  w itn  t h i s  a c t i o n .  In  view  o f  th e  C o m m itte e 's  f i n d in g s ,  s e c t io n s  
603 and 604 o f  th e  R e g u la to ry  F l e x i b i l i t y  A ct (5 U .S .C . SS 603 and 604) a r e  n o t 
a p p l i c a b le .  F u r th e rm o re , b ec a u se  o f  th e  n a tu r e  o f  t h i s  a c t i o n ,  th e  Com m ittee 
f in d s  t h a t  good c a u se  e x i s t s  under s e c t io n  1 2 0 1 .6 (e )  o f  th e  C o m m itte e 's  
r e g u la t io n s  fo r  making t h i s  a c t io n  e f f e c t i v e  l e s s  th a n  30 d ay s  from tn e  d a te  o f  
p u o l i c a t io n  in  th e  F e d e ra l  R e g i s t e r .

P u rs u a n t to  i t s  a u th o r i t y  under s e c t io n  203(a) o f  th e  D e p o s ito ry  
I n s t i t u t i o n s  D e re g u la t io n  A ct o f  1980 ( T i t l e  I I  o f  P .L . 9 6 -221 ; 12 U .S .C . 
5 3 5 0 2 (a ) ) ,  th e  Com m ittee h e reo y  p o s tp o n e s  tn e  e f f e c t i v e  d a te  o f  s e c t io n  117 o f  
i t  r u l e s ,  12 C .F .R . S 12 0 4 .1 1 7 , u n t i l  f u r th e r  n o t i c e .

3y o rd e r  o f  tn e  C om m ittee, O cto b er 23 , 1981.

S tev en  L. Skancke 
E x e c u tiv e  S e c r e ta r y
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p h a se o u t and u l t im a te  e l im in a t io n  o f  d e p o s i t  c e i l i n g s .  In  t h i s  r e g a r d ,  the  Committee 
view ed IRA/Keogh a c c o u n ts  as a p p r o p r ia te  v e h ic le s  f o r  d e r e g u la t io n  b ecau se  of t h e i r  
s t a b i l i t y  and b e cau se  th e y  ac c o u n te d  f o r  a sm a ll p ro p o r t io n  ( l e s s  than  3%) of t o t a l  
tim e and s a v in g s  d e p o s i t s .
Summary o_f Public  Comments

A t o t a l  o f  366 comments were re c e iv e d  r e p r e s e n t in g  153 com m ercial b a n k s , 138 
s a v in g s  and lo an  a s s o c i a t i o n s ,  26 m utual s a v in g s  b a n k s , 15 c r e d i t  u n io n s , 15 tra d e  
a s s o c i a t i o n s ,  2 governm ent r e g u l a t o r s ,  7 F e d e ra l  R eserve  B anks, and 10 o th e r  groups 
o r i n d i v i d u a l s .

The r e s p o n d e n ts ' views, on th e  C o m m ittee 's  p ro p o s a ls  to  red u ce  th e  m a tu r i ty  on 
th e  s p e c i a l  IRA/Keogh a cco u n t from  th r e e  y e a rs  to  one were e v e n ly  d iv id e d  w ith in  a l l  
c l a s s e s  of i n s t i t u t i o n s  e x c e p t f o r  m u tu a l s a v in g s  banks which were g e n e r a l ly  
o p p o sed . The 124 re s p o n d e n ts  f a v o r in g  t h i s  o p tio n  g e n e r a l ly  c i t e d  i t s  g r e a te r  
f l e x i b i l i t y  and i t s  c o m p a t ib i l i ty  w ith  th e  ERISA p ro v is io n  fo r  a r o l l o v e r  of 
IRA/Keogh a c c o u n ts  once p e r  y e a r  w ith  no ta x  p e n a l ty .  The 135 re sp o n d e n ts  opposed to  
t h i s  o p t io n  in d ic a te d  th a t  i t  would ten d  to  in c r e a s e  d e p o s i t  v o l a t i l i t y  and in c re a s e  
a d m in i s t r a t i v e  c o m p le x i t ie s .

Most respondents addressed the two notice account proposals together. All ty p es 
of depository institutions expressed similar views on these options. Considering the 
comments on the two options together, a majority of connenters opposed one-year 
notice accounts. However, many commenters, whether supporting or opposing notice 
accounts, expressed the view that it would be desirable to permit additions to 
IRA/Keogh accounts without extending the maturity of the account.

W ith r e s p e c t  to  th e  p ro p o s a ls  to  in c r e a s e ,  r e v i s e ,  o r  e l im in a te  the  c e i l i n g  
r a t e s  g o v e rn in g  IRA/Keogh a c c o u n ts ,  ab o u t t h r e e - f i f t h s  of th e  333 re sp o n d e n ts  
e x p re s s e d  a p r e fe re n c e  f o r  f l o a t i n g  r a t e  c e i l i n g s  indexed  to  U .S. T re a su ry  s e c u r i tv  
y i e l d s .  However, th e re  was a d i v e r s i t y  o f o p in io n  as to  which T re a su ry  s e c u r i ty  
v ie ld  would be an a p p r o p r ia te  in d e x , and a t  what fre q u e n c y  (w eek ly , m o n th ly , 
q u a r t e r l y ,  e t c . )  t h i s  c e i l i n g  r a t e  sh o u ld  ch an g e . T here was a ls o  s u p p o r t ,  
p a r t i c u l a r l y  among com m ercial banks and c r e d i t  u n io n s , fo r  e l im in a t io n  o f a l l  
i n t e r e s t  r a t e  c e i l i n g s  on r e t i r e m e n t  a c c o u n ts .  On th e  o th e r  han d , l e s s  th an  o ne- 
te n th  of th o se  re sp o n d in g  p r e f e r r e d  a h ig h e r  f ix e d  c e i l i n g  r a t e .

A m a jo r i ty  of th e  re sp o n d e n ts  opposed a c e i l i n g - f r e e ,  minimum 14-dav IRA/Keogh 
a c c o u n t .  Those fa v o r in g  th e  o p tio n  s t r e s s e d  i t s  f l e x i b i l i t y  and th e  a b i l i t y  i t  would 
p ro v id e  d e p o s i to r y  i n s t i t u t i o n s  to  com pete e f f e c t i v e l y  a g a in s t  n o n d e p o s ito ry  
i n s t i t u t i o n s .  O th e rs  n o ted  th a t  i t  would p ro v id e  v a lu a b le  e x p e r ie n c e  in  o p e ra t in g  in  
a d e r e g u la te d  e n v iro n m e n t. The re sp o n d e n ts  th a t  were opposed c i t e d  in c re a s e d  d e p o s i t  
v o l a t i l i t y  and h ig h e r  d e p o s i t  c o s ts  as t h e i r  p rim ary  c o n c e rn s . Many a ls o  q u e s tio n e d  
th e  lo g ic  of a u th o r iz in g  an a c c o u n t w ith  a 14-day minimum m a tu r i ty  to  accu m u la te  
t r a d i t i o n a l l y  lo n g - te rm  fu n d s .
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Su b s e q u e n t DIDC A c tio n
At i t s  Ju n e  25 , 1981 m e e tin g , th e  Com m ittee c o n s id e re d  th e  f iv e  p ro p o s a ls  and 

s e v e r a l  a n c i l l a r y  i s s u e s  w hich had been  is s u e d  f o r  comment. H ow ever, th e  Com m ittee 
e l e c t e d  to  d e f e r  a c t io n  on th e s e  i s s u e s  p en d in g  a n t i c i p a t e d  C o n g re s s io n a l  r e v i s io n s  
to  th e  law  g o v e rn in g  IRA/Keogh a c c o u n ts .

On A ugust 13, 1981, th e  P r e s id e n t  s ig n e d  th e  Econom ic R ecovery  Tax Act o f 1981 
w hich  amended th e  law s g o v e rn in g  IRA/Keogh a c c o u n ts .  In  g e n e r a l ,  th e s e  amendments 
expand th e  e l i g i b i l i t y  o f  IRA a c c o u n ts  to  i n d iv id u a l s  a l r e a d y  c o v e re d  by some 
form  o f em p lo y er sp o n so re d  r e t i r e m e n t  p la n  and in c r e a s e  th e  a l lo w a b le  a n n u a l 
c o n t r i b u t i o n  l i m i t s  f o r  b o th  IRA and Keogh a c c o u n ts .  I t  i s  e s t im a te d  t h a t  
th e s e  r e v i s i o n s  w i l l  i n c r e a s e  th e  number o f  ta x p a y e r s  e l i g i b l e  f o r  IRAs and 
Keogh p la n s  by a b o u t 48 m i l l i o n .

At i t s  June  m e e tin g , th e  C om m ittee a l s o  rev iew ed  th e  p u b l ic  comments and 
c o n c lu d e d  t h a t  th e  a r e a s  o f  c o n c e rn  c o u ld  be narrow ed  to  tw o: (1 )  p ro v id in g  
i n s t i t u t i o n s  w ith  th e  a b i l i t y  to  a c c e p t  a d d i t io n s  w i th o u t  e x te n d in g  th e  m a tu r i ty  o f 
IRA/Keogh a c c o u n ts  and (2 )  a l lo w in g  f o r  v a r i a b l e  r a t e s  on su ch  a c c o u n ts  in  o r d e r  to  
p ro v id e  d e p o s i to r s  w ith  a m ark e t r e tu r n  on fu n d s  in v e s te d .

In  l i g h t  o f th e  p u b l ic  comments on i t s  p r o p o s a l s ,  th e  C om m ittee , on S ep tem ber 
22 , 1981, ap p ro v ed  a f i n a l  r u le  e s t a b l i s h i n g  a new tim e d e p o s i t  c a te g o ry  a v a i l a b l e  
o n ly  to  IRA/Keogh acc o u n t h o ld e r s .  T h is  new r u le  i s  e f f e c t i v e  on December 1, 1981. 
The new IRA/Keogh c a te g o ry  p ro v id e s  f o r  a minimum m a tu r i ty  o f  1 -1 /2  y e a r s  and no 
r e g u la te d  i n t e r e s t  r a t e  c e i l i n g .  The new a c c o u n t may a c c e p t  a d d i t i o n a l  d e p o s i t s  a t  
any  tim e w ith o u t  e x te n d in g  th e  m a tu r i ty  o f any o r  a l l  o f  th e  fu n d s  in  th e  a c c o u n t .  
The C om m ittee a l s o  ru le d  th a t  m an d a to ry  e a r ly  w ith d ra w a l p e n a l t i e s  may be w aived fo r  
t r a n s f e r s  w i th in  th e  same i n s t i t u t i o n  from  any IRA/Keogh a c c o u n t in  e x i s t e n c e  on o r 
p r i o r  to  December 1, 1981 to  th e  new IRA/Keogh a c c o u n t c a te g o r y .  D e p o s ito ry  
i n s t i t u t i o n s  a re  g iv e n  th e  d i s c r e t i o n  to  p e rm it  such  p e n a l t y - f r e e  t r a n s f e r s .  D uring  
i t s  d e l i b e r a t i o n s ,  th e  Com m ittee s t a t e d  th a t  th e  e x i s t i n g  e a r l y  w ith d ra w a l p e n a l ty  
p r o v i s io n s  g o v e rn in g  c e r t i f i c a t e s  w ith  m a t u r i t i e s  g r e a t e r  th a n  one y e a r  would a p p ly  
to  th e  new IRA/Keogh d e p o s i t  c a te g o r y .  In  a d d i t i o n ,  th e  e x i s t i n g ,  p e rm is s iv e  DIDC 
exceptions to  th e  e a r ly  w ith d ra w a l p e n a l ty  f o r  IRA/Keogh d e p o s i to r s  who a r e  5 9 -1 /2  
o r  o l d e r ,  o r  d i s a b le d ,  a p p ly  to  th e  new d e p o s i t  c a te g o r y .

The minimum e a r ly  w ith d ra w a l p e n a l ty  fo r  a f l o a t i n g  r a t e  tim e d e p o s i t  ( th e  
i n t e r e s t  r a t e  f o r  w hich v a r i e s  d u r in g  th e  term  o f th e  d e p o s i t )  w ith  a m a tu r i ty  of
more th a n  one y e a r  i s  an  amount e q u a l to  s ix  m o n th s ' s im p le  i n t e r e s t .  I f  a 
d e p o s i to r y  i n s t i t u t i o n  t i e s  th e  i n t e r e s t  r a t e  on i t s  new IRA/Keogh a c c o u n t 
to  an in d ex  t h a t  i s  beyond i t s  c o n t r o l  ( e . g . , T re a s u ry  s e c u r i t y  r a t e ,  com­
m e rc ia l  p a p e r  r a t e ,  F e d e ra l  fu n d s r a t e ,  F e d e ra l  R e se rv e  d is c o u n t  r a t e ,  e t c . )  
f o r  th e  e n t i r e  te rm  o f th e  d e p o s i t ,  th e  i n s t i t u t i o n  may b a se  th e  s im p le  i n t e r e s t  
r a t e ,  f n r  p u rp o se s  o f  c a l c u l a t i n g  th e  minimum e a r lv  w ith d ra w a l p e n a l ty ,  on th e  r a t e  in  e f f e c t  on th e  d a te  th e  a c c o u n t i s  opened  o r  on xne d a te  o r  w i th d ra w a l ,  o r
on an  a v e ra g e  o f  th e  r a t e s  in  e f f e c t  d u r in g  th e  term  o f  th e  d e p o s i t ,  a s  d e s c r ib e d  
b e lo w . At th e  tim e  th e  a c c o u n t i s  o p e n e d , ho w ev er, th e  i n s t i t u t i o n  m ust s p e c i f y  
w h e th e r i t  w i l l  u se  th e  i n i t i a l  i n t e r e s t  r a t e ,  th e  r a t e  on th e  d a te  o f  w ith d ra w a l 
o r  th e  a v e ra g e  r a t e .  For ex am p le , i f  th e  r a t e  on th e  a c c o u n t i s  s e t  a t  th e  
tw e n ty - s ix  week T re a s u ry  b i l l  d i s c o u n t  r a t e  p lu s  100 b a s i s  p o in t s  and i t  ch an g es 
w eek ly  w ith  th e  m ost r e c e n t  a u c t io n  r e s u l t s ,  th e  e a r ly  w ith d ra w a l p e n a l ty  r a t e  
c o u ld  be th e  d is c o u n t  r a t e  (p lu s  100 b a s i s  p o in t s )  in  e f f e c t  on th e  d a te  th e  
a c c o u n t was opened o r  th e  d a te  o f  th e  w ith d ra w a l ,  o r  an a v e ra g e  o f  a l l  th e  r a t e s  i n  
e f f e c t  d u r in g  th e  te rm  of th e  d e p o s i t ,  b u t w h ic h e v e r i s  u sed  m ust be s p e c i f i e d  in  
th e  deposit a g re e m e n t.
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I f  th e  d e p o s i to r y  i n s t i t u t i o n  ch o o ses  n o t to  t i e  th e  i n t e r e s t  r a t e  on i t s  
new IRA/Keogh a c c o u n t to  an in d e x , b u t in s te a d  ch o o ses  to  s e t  th e  p r e c i s e  way in  
w hich th e  r a t e  v a r i e s  o v e r th e  term  o f th e  d e p o s i t ,  o r  i f  i t  chan g es th e  r e ­
l a t i o n s h i p  o f  th e  IRA/Keogh r a t e  to  th e  in d ex  ( e . g , , th e  com m ercial p ap e r r a t e  
minus 50 b a s i s  p o in t s  fo r  th e  f i r s t  s i x  m onths o f  th e  in s tru m e n t  and th e  com m ercial 
paper r a t e  a t  m inus 100 b a s i s  p o in ts  t h e r e a f t e r ) ,  th e n  th e  e a r ly  w ith d ra w a l p e n a l ty  
m ust be computed u s in g  an a v e ra g e  o f th e  s im p le  i n t e r e s t  r a t e s  on th e  d e p o s i t  d u r in g  
th e  tim e  p e r io d  th a t  th e  d e p o s i t  was o u ts ta n d in g .  I f  th e  i n t e r e s t  r a c e  i s  
e s t a b l i s h e d  a t  r e g u la r  i n t e r v a l s  and rem ain s in  e f f e c t  f ^ r  r e g u la r  p e r io d s  ( e . g . ,  
th e  r a t e  i s  e s t a b l i s h e d  once a month and rem ain s in  e f f e c t  fo r  one m o n th ), th e  
a v e ra g e  s im p le  i n t e r e s t  r a t e  would be th e  sum o f th e  r a t e s  e s t a b l i s h e d  a t  each 
i n t e r v a l  w h ile  th e  funds w ere on d e p o s i t ,  d iv id e d  by th e  number o f p e r io d s  
th e  funds w ere on d e p o s i t .  Each p a r t i a l  p e r io d  w i l l  be c o n s id e re d  a f u l l  
p e r io d  f o r  th e  p u rp o se  o f  t h i s  c a l c u l a t i o n .  For exam ple , i f  a 1 -1 /2  y e a r  tim e 
d e p o s i t  w ith  an  i n t e r e s t  r a t e  t h a t  v a r i e s  m onth ly  was e s t a b l i s h e d  on December 15, 
1981, and w ithd raw n  on F eb ru a ry  7 , 1982, th e  a v e ra g e  s im p le  i n t e r e s t  r a t e  would 
be th e  sum o f th e  D ecem ber, J a n u a ry , and F e b ru a ry  r a t e s ,  d iv id e d  by t h r e e .

I f  th e  le n g th  o f  th e  p e r io d s  fo r  w hich r a t e s  a re  e f f e c t i v e  v a r i e s ,  th e  a v e ra g e  
sim p le  i n t e r e s t  r a t e  would be a r r iv e d  a t  by d iv id in g  th e  amount o f tim e a d e p o s i t  was 
o u ts ta n d in g  in to  e q u a l p e r io d s  and th e n  a d d in g  th e  r a t e s  th a t  were in  e f f e c t  d u r in g  
th o se  p e r io d s  and d iv id in g  by th e  number of p e r io d s .  The p e r io d  used  sh o u ld  be th e  
s h o r t e s t  p e r io d  fo r w hich a r a t e  was in  e f f e c t .  F o r ex am p le , a tim e d e p o s i t  m igh t 
have th e  fo llo w in g  r a t e s  in  e f f e c t  f o r  th e  fo l lo w in g  p e r io d s  a t  th e  tim e a d e p o s i to r  
w ished to  w ithd raw  h i s / h e r  fu n d s .

s ix  m o n th s............................ 15%
1 -1 /2  y e a r s ..........................16%
2 y e a r s ................................... 14%

The t o t a l  amount o f tim e th e  d e p o s i t  was o u ts ta n d in g  was 3 y e a rs  (6  m onths + 1 -1 /2  
y e a rs  + 1 y e a r ) .  T h is  3 y e a r  p e r io d  would th en  be d iv id e d  in to  6 p e r io d s  o f 6 m onths 
e a c h . Then th e  r a t e s  in  e f f e c t  f o r  each  p e r io d  would b e :

1 s t  s ix  month p e r io d .................................. 15%
2nd s ix  month p e r io d .................................. 16%
3rd s ix  month p e r io d ..................................16%
4 th  s ix  month p e r io d ........... ......................16%
5 th  s ix  month p e r io d .................................. 14%
6 th  s ix  month p e r io d .................   14%

To a r r i v e  a t  th e  a v e ra g e  s im p le  i n t e r e s t  r a t e ,  th e  r a t e  in  e f f e c t  d u r in g  each p e r io d  
would be added to g e th e r  — 1 5 + 1 6 + 1 6 + 1 6 + 1 4 + 1 4 - 9 1 .  The r e s u l t i n g  sum would 
th e n  be d iv id e d  by th e  number o f  p e r io d s  — 91 ^ 6 —  to  y ie ld  an a v e ra g e  s im o le  i n t e r e s t  r a t e  o f 15.17% .

In  th e  ca se  of lump-sum paym ents o f  cash  t h a t  would be re g a rd e d  
a s  i n t e r e s t  u n d er 12 C .F .R . 1 204 .108 , such paym ents m ust be ta k e n  in to  acc o u n t in  
com puting th e  p e n a l ty  r a t e .  Any lump-sum payment m ust be p r o r a te d  o v e r  th e  l i f e  o f 
th e  d e p o s i t .  The p o r t io n  t h a t  i s  a t t r i b u t e d  to  th e  tim e p e r io d  d u r in g  w hich th e  
d e p o s i t  was o u ts ta n d in g  m ust be re g a rd e d  as  i n t e r e s t  f o r  p u rp o se s  o f com puting  th e  
p e n a l ty  r a t e .  The p o r t io n  a t t r i b u t a b l e  to  th e  re m a in in g  l i f e  o f th e  d e p o s i t  i s  
re g a rd e d  as u n earned  i n t e r e s t  and m ust be d e d u c te d  from  th e  p r i n c i p a l  amount of th e  
d e p o s i t  and r e tu r n e d  to  th e  member b an k . (N o te : I n d iv id u a l s  and i n s t i t u t i o n s  sh o u ld  
c o n s u l t  th e  I n t e r n a l  Revenue S e rv ic e  c o n c e rn in g  p e rm is s a b le  t r a n s a c t i o n s  in v o lv in g
IRA/Keogh accounts.)
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t o r  ex am ple , assume th a t  cash  o f  $100 t h a t  w ould be re g a rd e d  
as i n t e r e s t  were g iv e n  to  a d e p o s i to r  a t  th e  open ing  o f  a $ 1 ,0 0 0 , 4 -y e a r  v a r ia b le  
r a t e  tim e  d e p o s i t ,  t h a t  th e  e n t i r e  amount i s  w ithdraw n a f t e r  one y e a r ,  and th a t  th e  
a v e ra g e  o f th e  r a t e s  p a id  on th e  d e p o s i t  d u r in g  th e  tim e i t  was o u ts ta n d in g  was 12 
p e r c e n t .  The lump-sum o f $100 would be re g a rd e d  by th e  DIDC a s  a payment o f i n t e r e s t  
and m ust be ta k e n  in to  a c c o u n t in  com puting  th e  p e n a l ty  r a t e .  S in ce  th e  d e p o s i t  was 
o u ts ta n d in g  f o r  o n e - f o u r th  o f i t s  e x p e c te d  l i f e ,  a c o rre s p o n d in g  amount o f th e  lump-sum 
m ust be ta k e n  in to  a c c o u n t in  com puting  th e  p e n a l ty  r a t e .  T hus, 2 .5  p e rc e n t (25 divided 
by 1 ,0 0 0 ) m ust be added to  th e  a v e ra g e  o f  th e  r a t e s  p a id  d u r in g  th e  tim e  th e  d e p o s i t  
was o u ts ta n d in g  (12 p e rc e n t)  to  a c h ie v e  a p e n a l ty  r a t e  o f  1 4 .5  p e r c e n t .  The rem ain in g  
t h r e e - f o u r t h s  o f  th e  lump-sum paym ent ($75) would be re g a rd e d  as  u n earned  
i n t e r e s t  and would be r e tu r n e d  to  th e  member bank . Thus th e  amount th a t  th e  
cu s to m er would r e t u r n  would be $ 1 4 7 .5 0 .

The new r u le  p ro v id e s  g r e a t e r  f l e x i b i l i t y  in  d e s ig n in g  IRA/Keogh a c c o u n ts .  Under 
th e  new r u l e ,  d e p o s i to r y  i n s t i t u t i o n s  w i l l  be p e rm it te d  to  a c c e p t  a d d i t io n s  to  a
1 -1 /2  y e a r  or more IRA/Keogh acco u n t g overned  by w h a te v e r i n t e r e s t  r a t e  s t r u c t u r e  __
f ix e d  o r  f l o a t i n g  — th e y  would c h o o se , p ro v id e d  t h a t  th e  method o f  v a ry in g  th e  
i n t e r e s t  r a t e  i s  a d e q u a te ly  d i s c lo s e d  in  th e  c o n t r a c t .  The Com m ittee b e l ie v e s  
t h i s  c o u ld  le a d  to  more a t t r a c t i v e  o v e r a l l  r a t e s  and o th e r  te rm s on r e t i r e m e n t  
a c c o u n ts  and th u s  en co u rag e  t h e i r  u s e .

The new r u le  does n o t a l t e r  th e  income ta x  t r e a tm e n t  o f IRA/Keogh a c c o u n ts  or 
th e  f i d u c i a r y  r e s p o n s i b i l i t i e s  o f IRA/Keogh f i d u c i a r i e s  u n d er T i t l e  I  o f ERISA.

The Com m ittee c o n s id e re d  th e  im p ac t of i t s  f i n a l  r u l in g  on s m a ll e n t i t i e s ,  as 
r e q u ir e d  by the  R e g u la to ry  F l e x i b i l i t y  Act (5  U .S .C . 601 e t  s e q . ) .  In  t h i s  r e g a rd ,  
th e  C o m m ittee 's  a c t io n  does n o t impose any new r e g u la to r y  b u rd en , o r  impose any new 
r e p o r t in g  o r re c o rd k e e p in g  r e q u ir e m e n ts .  R a th e r ,  t h i s  a c t io n  e l im in a te s  r e g u la to r y  
r e s t r i c t i o n s  on th e  maximum i n t e r e s t  r a t e  p a y a b le  on IRA/Keogh a c c o u n ts .  Sm all 
e n t i t i e s  th a t  a re  d e p o s i to r y  i n s t i t u t i o n s  c o u ld  have in c re a s e d  o p e r a t in g  ex p en ses  as 
a r e s u l t  o f t h i s  a c t io n ,  b ecau se  i t  i s  l i k e l y  th ey  w i l l  be p ay in g  h ig h e r  i n t e r e s t  
r a t e s  on IRA/Keogh d e n o s i t s ;  how ever, t h e i r  c o m p e tit iv e  p o s i t io n  v i s - a - v i s  
n o n d e p o s i to ry  i n s t i t u t i o n  c o m p e ti to rs  sh o u ld  be enhanced by t h e i r  a b i l i t y  to  o f f e r  
h ig h e r  r a t e s  on IRA/Keogh d e p o s i t s .  F u r th e rm o re , t h i s  a c t io n  red u ces  an 
a d m in i s t r a t i v e  burden  which has been a s s o c ia te d  w ith  IRA/Keogh d e p o s i t s  by p e rm it t in g  
p e r io d ic  a d d i t io n s  to  th e  a c c o u n ts  w ith o u t  a m a tu r i ty  e x te n s io n .

For th e  re a so n s  s e t  o u t in  th e  p re a m b le , P a r t  1204, C h a p te r  X II of T i t l e  12 Code 
o f F e d e ra l  R e g u la t io n s , i s  amended a s  s e t  f o r th  below .

1. The a u t h o r i t y  c i t a t i o n  f o r  P a r t  1204 re a d s  as fo l lo w s :  AUTHORITY: S ecs .
203, 204, and 205, T i t l e  I I ,  Pub. L. 96 -2 2 1 , 94 S t a t .  142 and 143 (12 U .S .C .
3502, 3503, and 3 5 0 4 ).

2 . In  P a r t  1204, a new s e c t io n  1204.118 i s  added to  read  as  fo l lo w s :
S e c t io n  1204.118 I n d iv id u a l  R e tire m e n t A ccounts and Keogh (H. R. 10) P lan  
D e p o s its  o f l e s s  th an  $1 0 0 ,0 0 0 .

(a) A com m ercial bank, m u tual s a v in g s  bank o r  s a v in g s  and lo a n  
a s s o c i a t i o n  may pay i n t e r e s t  a t  any r a t e  a s  a g reed  to  by th e  d e p o s i to r  on 
any tim e d e p o s i t  w ith  a m a tu r i ty  o f one and o n e - h a l f  y e a r s  o r  m ore, th a t  
c o n s i s t s  o f funds d e p o s i te d  to  th e  c r e d i t  o f ,  o r  in  w hich th e  e n t i r e  bene­
f i c i a l  i n t e r e s t  i s  h e ld  by , an in d iv id u a l  p u rs u a n t to  an In d iv id u a l  
R e tire m e n t A ccount ag reem ent o r  Keogh (H .R. 10) P lan  e s t a b l i s h e d  p u rsu a n t to  
26 U .S .C . ( I .R .C .  1954) §§ 219, 401 , 404 , 408 and r e l a t e d  p r o v i s io n s .  An 
i n s t i t u t i o n  may p e rm it a d d i t i o n a l  d e p o s i t s  to  be made to  such a tim e d e p o s i t  
a t  anv tim e  p r i o r  to  i t s  m a tu r i ty  w ith o u t e x te n d in g  th e  m a tu r i ty  of all o r a 
p o r t io n  o f  th e  e n t i r e  b a la n c e  in  th e  a c c o u n t .
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(b )  The e a r ly  w ith d raw a l p e n a l ty  r e q u ir e d  to  be imposed f o r  th e  
p rem atu re  w ith d raw a l o f  tim e d e p o s i t s  may be w aived a t  th e  d i s c r e t i o n  of the  
i n s t i t u t i o n  when funds a r e  t r a n s f e r r e d  w i th in  th e  same i n s t i t u t i o n  from an 
In d iv id u a l  R e tire m e n t A ccount o r  Keogh P la n  A ccount whici» e n te re d  in to
p r io r  to  December 1, 1981 to  a tim e d e p o s i t  d e s c r ib e d  in  P a ra g ra p h  ( a ) .

By o rd e r  o f th e  C om m ittee, O c to b er 23 t 1981.

E x e c u tiv e  S e c re ta ry
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DEPOSITORY INSTITUTIONS DEREGULATION COMMITTEE 
12 C .F .R . P a r t  1204 
[D ocket No. D-0008]

I n t e r e s t  R a te  C e i l in g s  on Money M arket C e r t i f i c a t e s  (MMCs) 
and S m all S a v e rs  C e r t i f i c a t e s  (SSCs)

AGENCY: D e p o s ito ry  I n s t i t u t i o n s  D e re g u la t io n  C om m ittee.
ACTION: R e te n t io n  of c e r t a i n  r u le s  ad o p ted  on May 28, 1980.
SUMMARY: P u rs u a n t to  a r e c e n t ly  i s s u e d  F e d e ra l  D i s t r i c t  C o u rt o r d e r ,—̂
th e  D e p o s ito ry  I n s t i t u t i o n s  D e re g u la t io n  C om m ittee ("C om m ittee") has 
r e c o n s id e re d  c e r t a i n  f i n a l  r u le s  i t  ad o p ted  on May 28, 1980. These 
r u l e s  co n ce rn  th e  c e i l i n g  r a t e s  of i n t e r e s t  p a y a b le  on th e  26-week money 
m ark e t c e r t i f i c a t e  (MMC) and on th e  2 -1 /2  y e a r  to  4 y e a r  sm a ll s a v e rs  
c e r t i f i c a t e  (SSC). Upon r e c o n s id e r a t io n ,  th e  C om m ittee has d ec id ed  
t o  r e t a i n  th e  c e i l i n g  r a t e s  e s t a b l i s h e d  in  i t s  May 28, 1980 r u l e s ,  a s  
s u b s e q u e n tly  am ended. Under th e  r u le s  a d o p te d , th e  c e i l i n g  r a t e  of 
i n t e r e s t  p a y a b le  on th e  MMC by a l l  f e d e r a l ly  in s u re d  com m ercial b an k s, 
m u tu a l sa v in g s  b an k s , and sa v in g s  and lo a n  a s s o c ia t io n s  was a t  l e a s t  
one q u a r te r  of one per c e n t above th e  r a t e  e s t a b l i s h e d  fo r  26-week U nited  
S ta t e s  T re a s u ry  b i l l s  and in  no e v e n t would th e  c e i l i n g  r a t e  drop  below 
7 -3 /4  p e r  c e n t .  The c e i l i n g  r a t e  o f  i n t e r e s t  p a y a b le  by a l l  i n s t i t u t i o n s  
on th e  SSC was in c re a s e d  by o n e - h a l f  o f one per c e n t and in  no ev en t 
would th e  c e i l i n g  r a t e  d ro p  below 9 .2 5  p e r  c e n t fo r  com m ercial banks 
and 9 .50  p e r  o e n t fo r  m utual s a v in g s  banks and sa v in g s  and lo a n  a s s o c i a t io n s .  
Upon r e c o n s id e r a t io n ,  th e  Com m ittee has d e c id e d  to  r e t a i n  th e  c e i l i n g  
r a t e s  e s t a b l i s h e d  in  i t s  May 28, 1980 r u l e s .
EFFECTIVE DATE: Septem ber 22, 1981.
FOR FURTHER INFORMATION CONTACT: For re c o rd e d  in fo rm a tio n  re g a rd in g
c u r r e n t  i n t e r e s t  r a t e  c e i l i n g s  on MMCs, SSCs, and A ll  S av e rs  C e r t i f i c a t e s  
(A SCs), p le a s e  c a l l  2 0 2 /5 6 6 -3 7 3 4 . For o th e r  in f o rm a t io n ,  p le a s e  c o n ta c t :  
A lla n  S c h o t t ,  A tto rn e y -A d v is o r ,  D epartm en t o f the  T re a s u ry  (2 0 2 /5 6 6 - 
6 7 9 8 ); A nthony S. W iner, A tto rn e y , Board o f G overnors of the F e d e ra l  
R ese rv e  System  (2 0 2 /4 5 2 -2 4 1 8 ); Rebecca H. L a ird , S en io r A s s o c ia te  G e n e ra l 
C o u n se l, F e d e ra l  Heme Loan Bank Board (2 0 2 /3 7 7 -6 4 4 6 ); H o lly  M allo y ,
A t to r n e y ,  O f f ic e  o f  the C o m p tro lle r  o f th e  C u rren cy  (2 0 2 /4 4 7 -1 8 8 0 ); 
or F. D ouglas B i r d z e l l ,  C o u n se l, F e d e ra l  D e p o s it  In su ra n c e  C o rp o ra tio n  
(2 0 2 /3 8 9 -4 3 2 4 ) .

1 /  U .S . League o f Sa v . A s s 'n s  v . DIDC, C iv . A ctio n  No. 80-1486 
(D .D.C. June  30, 1 9 81).
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SUPPLEMEMTARY INFORMATION: On Ju n e  30, 1981, th e  U n ite d  S t a t e s  D i s t r i c t
C o u rt fo r  th e  D i s t r i c t  o f C olum bia o rd e re d  th e  C om m ittee to  r e c o n s id e r  
c e r t a i n  r u le s  i t  ad o p ted  on May 28, 1980, and to  p ro v id e  n o t ic e  and 
o p p o r tu n i ty  f o r  p u b l ic  comment c o n c e rn in g  th e  r u l e s .  The C om m ittee 
had n o t p u b lis h e d  th e  r u l e s  fo r  p u b l ic  comment p r io r  t o  t h e i r  a d o p tio n ,  
and th e  C o u rt d e te rm in e d  t h a t  th e  Com m ittee was r e q u ir e d  t o  p ro v id e  
n o t ic e  and o p p o r tu n i ty  fo r  p u b l ic  comment in  t h i s  p a r t i c u l a r  c a s e .  
A c c o rd in g ly , th e  C om m ittee s o l i c i t e d  p u b l ic  comment on th e s e  r u l e i  on 
A ugust 13, 1981 (46 F e d e ra l R e g is te r  4 0 8 9 2 ). Upon c o n s id e r in g  a l l  
comments re c e iv e d  and th e  econom ic b a s i s  fo r  th e  May 28, 1980 r u l e s ,  
th e  Com m ittee has d e c id e d  t h a t  th e  c e i l i n g  r a t e s  o f i n t e r e s t  is s u e d  
on th a t  d a te  fo r  MMCs and SSCs sh o u ld  be r e t a in e d .

One o f  the  r u l e s  ad o p ted  by th e  C om m ittee e s t a b l i s h e d  a new 
MMC c e i l i n g  r a t e  fo r  a l l  i n s t i t u t i o n s  th a t  was a t  l e a s t  25 b a s i s  p o in t s  
above th e  r a t e  e s t a b l i s h e d  (a u c t io n  av e ra g e  on a d is c o u n t  b a s is )  fo r  
26-week T re a su ry  b i l l s  is s u e d  on or im m ed ia te ly  p r io r  t o  th e  d a te  o f  
d e p o s i t .  The r u l e  a l s o  e s t a b l i s h e d  a minimum c e i l i n g  r a t e  o f  7 -3 /4  
p e r  c e n t which a l l  i n s t i t u t i o n s  were a u th o r iz e d  to  pay r e g a r d le s s  of 
th e  T re a s u ry  b i l l  r a t e .  The r u l e  p ro v id e d  t h a t  when th e  T re a s u ry  b i l l  
r a t e  i s  8 -3 /4  p e r  c e n t or h ig h e r ,  b o th  com m ercial banks and t h r i f t  
i n s t i t u t i o n s  c o u ld  pay i n t e r e s t  a t  a c e i l i n g  r a t e  o f  25 b a s i s  p o in ts  
above th e  b i l l  r a t e .  A d i f f e r e n t i a l  o f up to  25 b a s i s  p o in t s  on th e  
c e i l i n g  r a t e  p a y a b le  by com m ercial banks and t h r i f t  i n s t i t u t i o n s  was 
r e ta in e d  o n ly  w here th e  T re a s u ry  b i l l  r a t e  was more th a n  7 -1 /4  p e r  c e n t ,  
b u t l e s s  than  8 -3 /4  p e r  o e n t .

The o th e r  r u le  ad o p ted  by th e  C om m ittee e s t a b l i s h e d  new SSC 
c e i l i n g  r a t e s  fo r  a l l  i n s t i t u t i o n s  th a t  g e n e r a l ly  w ere 50 b a s i s  p o in ts  
h ig h e r  th a n  th e  p re v io u s  c e i l i n g  r a t e s .  The r u le s  a l s o  e s t a b l i s h e d  
minimum c e i l i n g  r a t e s  of 9 -1 /4  p e r  c e n t fo r  com m ercial banks and 9 -1 /2  
p e r  c e n t fo r  t h r i f t  i n s t i t u t i o n s ,  r e g a r d l e s s  of the  av e rag e  2 -1 /2  y e a r  
T re a s u ry  r a t e .

The C om m ittee has d e te rm in e d  th a t  many o f  the  c o n s id e r a t io n s  
r e g a rd in g  th e  c o m p e ti t iv e  p o s i t i o n  o f d e p o s i to r y  i n s t i t u t i o n s  t h a t  were 
in s t r u m e n ta l  in  i t s  d e c is io n  to  is s u e  th e  May 1980 r u l e s  a re  a l s o  of 
s i g n i f i c a n t  co n ce rn  in  th e  c u r r e n t  c o m p e ti t iv e  en v iro n m e n t. The C o m m itte e 's  
May 1980 a c t io n  to  in c r e a s e  th e  c e i l i n g  r a t e s  on MMCs and SSCs was tak en  
to  im prove th e  c o m p e tit iv e  p o s i t i o n  o f d e p o s i to r y  i n s t i t u t i o n s  r e l a t i v e  
t o  m arket in s t r u m e n ts ,  p r im a r i ly  money m ark e t m utual funds (MMMFs).
I f  th e  C om m ittee w ere to  r e v e r t  to  th e  low er l e v e l  o f c e i l i n g  r a t e s  
in  e f f e c t  p r io r  to  May 1980, th e  a t t r a c t i v e n e s s  of sm all tim e d e p o s i t s  
a t  com m ercial banks and t h r i f t s  c o u ld  be red u ced  s i g n i f i c a n t l y .
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The T re a s u ry  b i l l  r a t e  ran g e  over which t h r i f t s  have a d i f ­
f e r e n t i a l  on KMCs was narrow ed in  May 1980, fo r  th e  p u rp o se  o f  p re v e n tin g  
d e p o s i t  a t t r i t i o n  a t  sm a ll com m ercial b an k s . G iven th e  d e c l in in g  r a t e  
e n v iro n m en t th a t  e x i s t e d  a t  th e  t im e , th e  C om m ittee fa c e d  th e  p ro s p e c t  
t h a t  a d i f f e r e n t i a l  would reem erge fo r  a s u b s t a n t i a l  p e r io d .  I f  t h i s  
w ere t o  o c c u r ,  s m a ll com m ercial b an k s , w hich had become in c r e a s in g ly  
d e p e n d e n t upon MMCs as a so u rc e  o f  fu n d s , c o u ld  have fa c e d  s u b s t a n t i a l  
d e p o s i t  a t t r i t i o n  and su b se q u e n t p r e s s u r e  on t h e i r  a b i l i t y  to  ex ten d  
c r e d i t .  T hus, th e  u l t im a te  im pact of a s u s ta in e d  d i f f e r e n t i a l  c o u ld  
have been h ig h e r  lo a n  r a t e s  and red u ced  c r e d i t  a v a i l a b i l i t y  to  m ortgage 
b o r ro w e rs ,  a g r i c u l t u r e ,  and sm a ll b u s in e s s e s ,  th e  cu sto m ers  h ig h ly  
d e p e n d en t on sm a ll com m ercial b an k s . The Com m ittee b e l ie v e s  th a t  the  
reem erg en ce  o f a d i f f e r e n t i a l  fo r  a s u s ta in e d  p e r io d  c o u ld  r e s u l t  in  
d e p o s i t  a t t r i t i o n  and red u c e d  c r e d i t  a v a i l a b i l i t y  t o  th e  cu sto m ers  of 
sm a ll com m ercial b a n k s , and t h a t  th e  sm a ll c o rre s p o n d in g  b e n e f i t  to  
t h r i f t  i n s t i t u t i o n s  may n o t  be s u f f i c i e n t  to  ou tw eigh  th e  d e tr im e n t 
to  sm a ll com m ercial b an k s .

The C om m ittee r e c e iv e d  14 re s p o n s e s  to  i t s  r e q u e s t  fo r  p u b l ic  
comment on t h i s  i s s u e :  10 from  com m ercial banks and two each from
s a v in g s  and lo a n  a s s o c i a t io n s  and t r a d e  a s s o c i a t i o n s .  T hree re sp o n d e n ts  
( a l l  com m ercial banks) f u l l y  s u p p o r te d  th e  C o m m itte e 's  a c t io n  w h ile  
th e  o th e r  11 re s p o n d e n ts  fa v o re d  some ty p e  o f  a d ju s tm e n t in  th e  c e i l i n g  
r a t e  s c h e d u le s .  Among th e  com m ercial banks fa v o r in g  a r a t e  a d ju s tm e n t, 
s i x  r e q u e s te d  t h a t  th e  t h r i f t  d i f f e r e n t i a l  be e l im in a te d  and one re q u e s te d  
t h a t  th e  minimum c e i l i n g s  on MMCs and SSCs be e l im in a te d .  The two 
sa v in g s  and lo a n  a s s o c i a t io n s  and th e  two t r a d e  a s s o c ia t io n s  commenting 
on th e  c e i l i n g  r a t e  s c h e d u le s  re q u e s te d  th a t  th e  C om m ittee r e s t o r e  th e  
t h r i f t  d i f f e r e n t i a l  on MMCs a t  a l l  i n t e r e s t  r a t e  l e v e l s  and remove th e  
minimum c e i l i n g s  on b o th  MMCs and SSCs. In  a d d i t io n ,  one t r a d e  a s s o c ia t io n  
r e q u e s te d  t h a t  th e  12 p e r  c e n t cap on SSCs a t  t h r i f t s  and th e  1 1 -3 /4  
p e r  c e n t cap a t  com m ercial banks be r e i n s t a t e d .

In  l i g h t  o f the  c o n tin u e d  im p o rtan ce  o f  the  c o m p e tit iv e  con­
s i d e r a t i o n s  on which th e  May 28, 1980 r u l e s  were g ro u n d ed , th e  Com m ittee 
has d e c id e d  to  r e t a i n  th e  MMC and SSC i n t e r e s t  r a t e  c e i l i n g s  is s u e d  
on th a t  d a te .  S in ce  th e  C o m m itte e 's  a c t io n  does n o t i n s t i t u t e  a change 
i n  th e  c u r r e n t  e f f e c t  of the  r u l e s  in v o lv e d , d e f e r r a l  o f the  e f f e c t i v e  
d a te  p u rs u a n t  to  5 U .S .C . § 553(d) i s  n o t n e c e s s a ry .  F u rth e rm o re , 
b ecau se  o f  th e  p u b l ic  n a tu r e  o f  the m ee tin g  w here th e  r u l e  was ad o p te d , 
th e  p r e s s  r e l e a s e  is s u e d  fo l lo w in g  t h a t  m e e tin g , and p u b l i c a t io n  in  
th e  m edia o f the  C o m m itte e 's  a c t io n ,  a d e q u a te  n o t ic e  o f  the  a c t io n  has 
been g iv en  to  th e  p u b l i c .  A c c o rd in g ly , th e  C om m ittee f in d s  th a t  good 
c a u se  e x i s t s  under S e c t io n  1201 .6  o f  the  DIDC's r e g u la t io n s  fo r  making 
th e  e f f e c t i v e  d a te  l e s s  than  30 days from  d a te  o f p u b l i c a t io n  in  th e  
F e d e ra l  R e g i s t e r .
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P u rsu a n t to  i t s  a u th o r i t y  under T i t l e  I I  o f P u b l ic  Law 96- 
221, 94 S t a t .  142 (12 U .S .C . § 3501 e t . s e q . ) , t o  p r e s c r ib e  r u l e s  g o v ern in g  
th e  payment of i n t e r e s t  and d iv id e n d s  on d e p o s i t s  o f f e d e r a l l y  in s u re d  
com m ercial b an k s , s a v in g s  and lo a n  a s s o c i a t i o n s ,  and m u tu a l s a v in g s  
b a n k s , e f f e c t i v e  Septem ber 22, 1981, th e  C om m ittee c o n firm s  th e  con­
t in u e d  a p p l i c a t io n  o f  s e c t io n s  104 and 106 o f  P a r t  1204— I n t e r e s t  on 
D e p o s its  (12 C .F .R . S§ 120 4 .1 0 4 , 1204.106) so  as to  r e f l e c t  th e  SSC 
and MMC c e i l i n g  r a t e s  is s u e d  on May 28, 1980, and as s u b s e q u e n tly  .amended.

By o rd e r  of th e  C om m ittee,

E x e c u tiv e  S e c r e ta r y
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DEPOSITORY INSTITUTIONS DEREGULATION COMMITTEE

12 CFR P a r t  1204 
[D ocket No. D-0021]

C e i l in g  R a te s  fo r 26-Week Money M arket C e r t i f i c a t e s

AGENCY: D e p o s ito ry  I n s t i t u t i o n s  D e re g u la t io n  C om m ittee.
ACTION: Amendment of F in a l  R u le .
SUMMARY: The D e p o s ito ry  I n s t i t u t i o n s  D e re g u la t io n  Com m ittee ("C om m ittee") 
h a s  amended i t s  r u le  r e l a t i n g  to  th e  e s ta b l is h m e n t  o f  i n t e r e s t  r a t e  
c e i l i n g s  fo r $10 ,000  minimum d en o m in a tio n  26-week money m ark e t c e r t i ­
f i c a t e s  ( "MMCs") (12 CFR 1 2 0 4 .1 0 4 ) . Under th e  amended r u l e ,  th e  i n t e r e s t  
r a t e  c e i l i n g s  on MMCs w i l l  be indexed  to  th e  h ig h e r  o f  (a) th e  r a t e  
fo r  26-week U.S. T re a su ry  b i l l s  e s t a b l i s h e d  im m ed ia te ly  p r io r  to  th e  
d a te  o f  d e p o s i t  or (b) th e  a v e rag e  o f  th e  r a t e s  fo r  26-week T re a su ry  
b i l l s  fo r th e  fo u r weeks im m ed ia te ly  p r io r  to  th e  d a te  o f  d e p o s i t .
EFFECTIVE DATE: November 1 , 1981.
FOR FURTHER INFORMATION CONTACT: For re c o rd e d  in fo rm a tio n  re g a rd in g
c u r r e n t  i n t e r e s t  r a t e  c e i l i n g s  on MMCs, Sm all Saver C e r t i f i c a t e s  ("S S C s"), 
and A ll Saver C e r t i f i c a t e s  ("A SC s"), p le a s e  c a l l  (2 0 2 /5 6 6 -3 7 3 4 ). For 
o th e r  in fo rm a tio n , p le a s e  c a l l :  A llan  S c h o t t ,  A tto rn e y -A d v is o r , T re a su ry
D epartm ent (2 0 2 /5 6 6 -6 7 9 8 ); John H arry  J o rg e n so n , S e n io r  A tto rn e y , Board 
o f  G overnors o f  th e  F e d e ra l  R eserve  System  (2 0 2 /4 5 2 -3 7 7 8 ); F. D ouglas 
B i r d z e l l ,  C o u n se l, F e d e ra l  D e p o s it In su ra n c e  C o rp o ra tio n  (2 0 2 /3 8 9 -4 3 2 4 ); 
R ebecca L a ird , S en io r A s s o c ia te  G en e ra l C o u n se l, F e d e ra l  Home Loan Bank 
B oard (2 0 2 /3 7 7 -6 4 4 6 ); o r David A n s e l l ,  A tto rn e y , O ff ic e  o f  th e  Comp­
t r o l l e r  o f  th e  C urrency  (2 0 2 /4 4 7 -1 8 8 0 ).
SUPPLEMENTARY INFORMATION: Under th e  r e g u la t io n s  o f  th e  Com m ittee in
e f f e c t  p r io r  to  t h i s  amendment, th e  maximum i n t e r e s t  r a t e  t h a t  co u ld  
be p a id  on MMCs by F e d e r a l ly  in s u re d  d e p o s i to r y  i n s t i t u t i o n s  was indexed  
to  th e  r a t e  ( a u c t io n  av e rag e  on a d is c o u n t  b a s i s )  fo r  26-week U .S .
T re a s u ry  b i l l s  e s t a b l i s h e d  im m ed ia te ly  p r io r  to  th e  d a te  o f  th e  d e p o s i t  
( " B i l l  r a t e " ) .  Such b i l l s  n o rm a lly  a re  a u c tio n e d  on Monday, and th e  
i n t e r e s t  r a t e  c e i l i n g  based  on th e  B i l l  r a t e  was e f f e c t i v e  th e  fo llo w in g  
day (12 CFR 1 2 0 4 .1 0 4 ). T h is  c e i l i n g  r a t e  i s  e f f e c t i v e  th ro u g h  th e  end 
o f  th e  day on which 26-week U .S . T re a s u ry  b i l l s  a re  n e x t a u c t io n e d .

Under th e  C o m m ittee 's  amended r u l e ,  d e p o s i to r y  i n s t i t u t i o n s  
have th e  o p tio n  o f  o f f e r in g  MMCs w ith  a f ix e d  i n t e r e s t  r a t e  c e i l i n g  
indexed  to  th e  h ig h e r  o f  e i t h e r  (1) th e  r a t e  fo r  26-week U .S . T re a su ry  
b i l l s  e s t a b l i s h e d  and announced under th e  e x i s t i n g  p ro c e d u re  ( " s in g le  
b i l l  r a t e " )  o r (2) a moving a v e rag e  o f  th e  r a t e  e s t a b l i s h e d  fo r  26-week
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U .S . T re a su ry  b i l l s  a t  th e  a u c t io n s  h e ld  d u r in g  th e  fo u r  weeks im m ed ia te ly  
p r i o r  to  th e  d a te  o f  d e p o s i t  (av e ra g e  B i l l  r a t e ) . The a v e ra g e  B i l l  
r a t e  fo r th e  fo u r week p e r io d  w i l l  be d e te rm in e d  w eekly by a v e ra g in g  
th e  B i l l  r a t e s  fo r th e  p a s t  fo u r weeks ( in c lu d in g  th e  c u r r e n t  s in g le  
B i l l  r a t e ) . D e p o s ito ry  i n s t i t u t i o n s  w i l l  n o t have to  c a l c u l a t e  th e  
a v e ra g e  B i l l  r a t e  s in c e  i t  w i l l  be announced s im u lta n e o u s ly  w ith  th e  
c u r r e n t  B i l l  r a t e  fo r  26-week U .S . T re a s u ry  b i l l s .  The c e i l i n g  on MMCs 
w i l l  be th e  h ig h e r  o f  th e s e  two r a t e s .

On J u ly  9 , 1981, th e  Com m ittee is s u e d  fo r  p u b l ic  comment 
p ro p o sed  r u le s  t h a t  would p e rm it d e p o s i to r y  i n s t i t u t i o n s  to  o f f e r  MMCs 
w ith  a f ix e d  i n t e r e s t  r a t e  c e i l i n g  indexed  to  th e  h ig h e r  o f  (1) th e  
r a t e  fo r 26-week U .S . T re a su ry  b i l l s  e s t a b l i s h e d  and announced under 
th e  e x i s t i n g  p ro c e d u re  or (2) a moving av e ra g e  o f  th e  r a t e  e s t a b l i s h e d  
fo r  26-week U .S . T re a s u ry  b i l l s  a t  th e  a u c t io n s  h e ld  d u r in g  th e  e ig h t  
weeks im m ed ia te ly  p r io r  to  th e  d a te  o f  d e p o s i t .  The Com m ittee s p e c i ­
f i c a l l y  r e q u e s te d  oomment on th e  p e r io d  o f  tim e on which to  base  th e  
a v e ra g e  (46 FR 36712 (1 9 8 1 )) . The Com m ittee re c e iv e d  553 comments from 
d e p o s i to r y  i n s t i t u t i o n s ,  i n d iv id u a l s ,  t r a d e  a s s o c i a t i o n s ,  and n o n d e p o s i­
to r y  p a r t i e s  on t h i s  p r o p o s a l .  Comments in  o p p o s i t io n  g e n e r a l ly  c r i t i ­
c iz e d  th e  e ig h t-w e e k  p e r io d  as b e in g  to o  lo n g , and com m entato rs s t a t i n g  
a p re fe re n c e  g e n e r a l ly  su g g e s te d  a fo u r week a v e ra g e . C om m entators 
o p p o sin g  the  p ro p o s a l  in  any form g e n e r a l ly  b e l ie v e d  t h a t  th e  p r o p o s a l ,  
i f  a d o p te d , would in c r e a s e  c o s t s  w h ile  p ro v id in g  o n ly  m a rg in a l b e n e f i t s  
and would c o n fu se  consum ers by e s t a b l i s h i n g  an a d d i t i o n a l  r a t e  c e i l i n g  
to  be m o n ito re d . Many com m entators s t a t e d  t h a t  th e  p r o p o s a l ,  i f  a d o p te d , 
would a s s i s t  d e p o s i to r y  i n s t i t u t i o n s  in  r e t a in in g  MMC d e p o s i t s  in  p e r io d s  
o f  d e c l in in g  r a t e s .

A f te r  c o n s id e r in g  a l l  th e  com m ents, th e  Com m ittee d e c id e d  
a t  i t s  m eeting  on Septem ber 22, 1981, to  ad o p t th e  p ro p o s a l  b u t to  use 
a fou r-w eek  av erag e  r a th e r  th an  an e ig h t-w e e k  a v e ra g e . The Com m ittee 
b e l ie v e s  th a t  th e  a l t e r n a t i v e  m ethods o f  c a l c u l a t i n g  MMC i n t e r e s t  c e i l i n g s  
w i l l  e n a b le  banks and t h r i f t  i n s t i t u t i o n s  to  be more c o m p e ti t iv e  w ith  
money m arket m utual funds ("MMMFs") th ro u g h o u t an i n t e r e s t  r a t e  c y c le .
The most r a p id  p e r io d s  o f  fWMF grow th  g e n e r a l ly  have o c c u rre d  in  d e c l in in g  
r a t e  en v iro n m en ts  when th e  e x i s t i n g  a s s e t s  in  MMMF p o r t f o l i o s  a llo w  
them to  o f f e r  y i e l d s  t h a t  a re  f r e q u e n t ly  more a t t r a c t i v e  th a n  contem ­
p o ra ry  MC c e i l i n g  r a t e s .  W ith th e  a l t e r n a t i v e  m ethods o f  c a l c u l a t i n g  
th e  MMC r a t e  c e i l i n g ,  how ever, d e p o s i to r y  i n s t i t u t i o n s  w i l l  have th e  
o p t io n  o f  b a s in g  t h e i r  MMC r a t e  on an a v e ra g e  o f  p a s t  T re a s u ry  b i l l  
r a t e s ,  and th u s  o f f e r  y i e l d s  more c o m p e ti t iv e  w ith  MMMFs d u rin g  p e r io d s  
o f  d e c l in in g  r a t e s .  In  an en v iro n m en t o f  r i s i n g  r a t e s ,  d e p o s i to r y  
i n s t i t u t i o n s  g e n e r a l ly  have an ad v an tag e  s in c e  th e y  a re  o f f e r in g  c u r r e n t  
m ark e t r a t e s  w h ile  e x i s t i n g  MMMF a s s e t s  lo ck  them in to  low er y i e l d s  
fo r  a s h o r t  p e r io d  o f  tim e . S in ce  com m ercial banks and t h r i f t  i n s t i ­
t u t i o n s  w i l l  have th e  o p t io n  o f  in d ex in g  MMC r a t e  c e i l i n g s  to  th e  c u r r e n t  
T re a su ry  b i l l  r a t e ,  th ey  would r e t a i n  t h i s  y ie ld  ad v a n ta g e  d u r in g  p e r io d s  
o f  r i s i n g  r a t e s .  S in ce  t h i s  amendment i s  sim p ly  a m o d if ic a t io n  o f  an 
e x i s t i n g  in s t ru m e n t ,  th e  Com m ittee e x p e c ts  th e  s h i f t i n g  o f  d e p o s i t s  
to  be m in im al.
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P u rs u a n t to  i t s  a u t h o r i t y  under th e  D e p o s ito ry  I n s t i t u t i o n s  
D e re g u la t io n  A ct (12 U .S .C . S 3501, e t  s e g . ) ,  th e  Com m ittee amends 
s e c t io n  1204.104 (26 Week Money M arket Time D e p o s its  o f  l e s s  th a n  $ 1 0 0 ,0 0 0 ) 
o f  P a r t  1204— I n t e r e s t  on D e p o s its  (12 CFR § 1204 .104) to  read  a s  fo l lo w s :

Com m ercial b an k s , m u tu a l s a v in g s  b a n k s , and sa v in g s  and lo an  
a s s o c i a t i o n s  may pay i n t e r e s t  on any n o n n e g o tia b le  tim e d e p o s i t  o f  
$1 0 ,0 0 0  o r m ore, w ith  a m a tu r i ty  o f  26 weeks a t  a r a t e  n o t to  exceed  
th e  h ig h e r  o f  e i t h e r  (1) th e  r a t e s  s e t  f o r th  below or (2) th e  av e ra g e  
o f  th e  r a t e s  below  fo r th e  fo u r weeks im m ed ia te ly  p r io r  to  th e  d a te  
o f  d e p o s i t .
R ate  e s t a b l i s h e d  and announced (a u c t io n  Maximum p e r c e n t
a v e ra g e on a d is c o u n t  b a s is )  fo r  U .S .
T re a s u ry  b i l l s  w ith  m a t u r i t i e s  o f  
26 weeks a t  th e  a u c t io n  h e ld  im m ed ia te ly  
p r i o r  to  th e  d a te  o f  d e p o s i t  ( " B i l l  R a te")

Com m ercial Banks
7 .5 0  p e r  c e n t  or below 7 .7 5
Above 7 .50  p e r  c e n t  B i l l  R ate p lu s  o n e -

q u a r te r  o f  one per c e n t
M utual S av in g s Banks and S av ings 

and Loan A s s o c ia t io n s
7 .2 5  p e r  c e n t  or below 7 .7 5
Above 7 .2 5  p e r c e n t ,  b u t below
8 .5 0  p er c e n t

B i l l  R ate p lu s  o n e- 
h a l f  o f  one per c e n t

8 .5 0  p e r c e n t ,  b u t below  8 .7 5  
p er c e n t
8 .7 5  p e r c e n t  or above

9

B i l l  R ate p lu s  o n e - 
q u a r te r  o f  one p er c e n t

By o rd e r  o f  th e  C om m ittee,

aL. Skancke 
E x e c u tiv e  S e c r e ta r y

S tev en i*> n
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