FEDERAL RESERVE BANK
OF NEW YORK

Circular No. 9177 "
QOctober 30, 191

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:

Passhook Savings Increase Postponed. The DePosnory Intitutions Dere(%ulatlon 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 consicler this issue again at its December meeting,
no decision has been made on whether further action will be taken at that time.

IRAIKeogh. Afinal rule creating a new IRA/Keagh account cate?ory also was issued today by the DIDC. The
new account has a minimum maturity of 1Vi 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 maturlty. Inaddition, any depository institution may waive its mandatory early
withdrawal penalties for transfers within the same institution- from éxisting IRA/Keogh deposits to the new
IRA/Keogh account cateﬁorg. _ ,

e new |RA/Keogh account categborty 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 conngcted with these accounts should be directed to the Internal Revenue Service (202-566-4576).

MMC/SSC Cellmg Rates. The DIDC issued final rules concerning the maximum interest rates payable on
26-week money market certificates ((iM MCs) 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 arid SSC rates become etfective. Pursuant to a Federal District Court
order, these amended rules were published for public comment. Having remained in force durlln% 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
calculatlnq the, maxinium interest rates payable on MMCs issued by thrift institutions and commercial banks.
Current rles limit the MMC maximum rate to the Treasury hill discount rate plus one-quarter of one percentage
gomt. The new rules would set the current ceiling rate at the higher of (a) the most recent auction discount rate Tplus

5 hasis points, or (b) an average of the discount rates for the four auctions immediately prior to the date of the
de_i)osn, plus 25 basts points. The Committee believes that the alternative methods of calcdlating 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 mone¥ market funds traditionally have
been able to pay more than the money miarket certificates. This new rule becomes effective on Sunday, November 1,

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 requlatory agency.

Enclosed — for member banks in this District — are official notices from the DIDC containing its final
(r:ules.lThey will be published in thqFederal Register, and copies will be furnished upon request directed to our
irculars 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).

Anthony M. Solomon,
President.
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DIDC RULINGS

1. Postponement of passhook ceiling rate increase

2. Establishment of 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 Part 1204
[Docket No. D-0021]

Adjustment of Interest Rates on Savings Accounts

AGENCY:  Depository Institutions Deregulation Committee.
ACTION: ~ Postponement of Effective Date of Final Rule.

SUMMARY:  The Depository Institutions Deregulation Committee ("the Committee)
has postponed indefinitely the effective date of a final rule that would have
increased by 50 basis points the ceiling rate of interest payable on _
nontransaction savings.deposits on Novémber 1, 1981. Accordingly, depository
institutions will continue to be subject to existing rules: commercial banks
are permitted to pay interest on savings dePosns at a rate of 5-1/4,Percent,
and savings and loan associations and mutual savings banks are permitted to pay
5-1/2 pertent on such accounts. None of the other”rules of the Committee are
affected by this action.

EFFECTIVE DATE: October 19, 1981.

FOR FURTHER INFORMATION CONTACT: Allan Scnott, Attorney-Advisor, or Elaine
Boutilier, Attorney-Advisor, Department of the Treasury” (202) 566-6798 or
566-8737: Daniel L. Rhoads, Attorney, Board of Governors of the Federal

C

Reserve S¥stem (2C2) 452-3711; Rebecca H. Laird, Senior Associate General
Counsel, Federal Home Loan Bank Board (202) 377-6446: David Ansell, Attorney,
Office of the Comptroller of the Currency '(202) 447-1880: Randall J. Miller]
Acting Director, Office of Policy Analysis, National Credit Union Administration
Ig202) 357-1090; and F. Douglas Birdzell, Counsel or Kathy A. Johnson, Attorney,
ederal Deposit Insurance Corporation (202) 389-4324 or 389-4384,

SUPPLEMENTARY INFORMATION: At its meeting .on September 22, 1981, the committee
adopted a final rule to increase by 50 haSis points the maximum interest rates
payable on nontransaction savings deposits 1/ to be effective November 1, 1981

1/ The final rule defined transaction savings accounts as those savings
accounts subject to transaction account Teserve requirements under the
Federal Reserve's Regulation D (12 CFR 204.2 e&N Such accounts include:
all negotiable order 'of withdrawal accounts /s); all credit union snare
draft accounts (CUSDs); all savings accounts subIJect to agtomatlc transfers
(ATS); savings accounts that Permlt more than tnree transfers per month
through telephone transfers (ITS) or pre-autnorized nonnegotiaole transfers
(PNTS); and ‘all savings accounts tnat permit payment to third parties ov
means of an automated teller machine (ATM), remove service unijt (RSU), or
other electronic device. Nontransaetion savings. accounts would then oe
defined as all savings accounts with tne exception of those mentioned.
aoove. |t should oe"noted that the National Credit Union Administration
Board nas sole authority to set interest rate ceilings on deposits at
Federally chartered credit unions.

St. Louis



DEPOSITORY INSTITUTIONS DEREGULATION COMMITTEE
12 CFR Part 1204
tDocket No. D-0024]

New [RA/Keogh Time Deposits

AGENCY: Depository Institutions Deregulation Committee.
ACTION:  Final rule.

SUMMARY:  The Deposnory Institutions Deregulation Committee (the "Committee") has
adopted a final rule which establishes a néw |RA/Keo gh time deposit cate?ory The
new deposn category has a minimum maturity of 1-1/2 years and no regulaed interest
rate ceil |n% Accounts established under ‘the new categor ma¥ be structured to
permit ad |ons af any time without extending the ma urlt the funds, in the
account In addition, the Committee has determined that d e pository institutions, at
their .discretion, may waive the mandatory early withdrawal ?enalty governing time
deposn accounts’ for transfers within the same institution from any" [RA/Keogh time
dePosn In existence on or prior to December 1, 1981 to the new IRA/Keogh deposit
category.

EFFECTIVE DATE: December 1, 1981

FOR FURTHER INFORMATION CONTACT F, Dou&;las Birdzell, Counsel, Federal Deposit
Insurance Corporation (202/389 324), Paul S. Pileckr, Senior Attorney, Board of
Governors_of the Federal Reserve Sg/stem 5202/452 -3231), Allan Schott, Attorne)é
Advisor, Treasury Department ( 202/ 66-67 8) Rebecca Laird, Senior Associate General
Counsel. Federal Home Loan Bank Board 5 023 -6466), Mark Leemon Attorney, Office
f the Comptroller of the Currency (2 [447-1 80 of Randall J. Miller, Actin

0
Director, Office of Policy Ana|y5|s ational Cr ed|t Union Admlnlstratlon (720 [357-
1090) For IRA/Keogh tax ‘information: Internal Revenue Service (202/566-4576).

SUPPLEMENTARY INFORMATION At its December 12, 1980 meeting the Committee requested
comments on five Proposas concernln IRA/KeocIth accounts. The first proposal was to
reduce the maturl on the special IRA/Keogh Time deposit from three years to one.
The second and th |r pro osals were to establish ope-year IRA/Keogh notice accounts.
The fourth proposal ﬁres nted severa 'otlons for ncreasing, revising, or
eliminating. IRA/Keogh interest rate ceilings. The fifth proposal was to establish an
IRA/Keogh time depasit with a minimum required maturity or notice period of 14 davs
and no tegulated ceiling rate.

In seeking comments on these proPosaIs the Committee cited three basic
objectives.. The first objective was to reduce the complexities associated W|th the
administration of IRA/Keogh accounts under current agency regulations, esoema %/
with regard to additional dePosns to the accounts, The second was to h i
he Conoressmnal intent of the Employee Retirement Income Security Act of
ERISA) 0 encourage qualified individuals to save for their retirement. The th|rd
objective was to proceed with the Committee's mandate to provide for the orderlv

O~
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(see 46 Federal Register 50782 (October 15, 1981{2. This action was taken after
public notice and consideration of public comments submitted in response to the
notice. The Committee Delieved that this action would help stem the outflow of
funds from such accounts and further the intent of the Depository Institutions

Deregulation Act of 1980 (12 U.S.C. s 3501 et. seq.) to provide ‘increased rates
of return to savers.

On the Dasis of_prellmlnarx information since its last meeting, the
Commijttee has determined that the likely benefits to depositors now appear to be
outwel,(_ihed Dy the probable adverse effects (in terms of increased cost_s? to tne
depository institutions. Accordingly, on October 19, 1981, the Commitiee voted
to postpone indefinitely the effecfive date of its final rule that would nave
Increased the ceiling rates on nontransaetion savings accounts. Althougn. tne
Committee will discuss this issue again at its Decemoer meeting, no decision nas
oeen made on wnetner further action will be taken at that time.

The existing interest rate ceilings on deposits will continue to appl% to
Federally insured depository institutions. Under these rules, commercial banks
may pay up fo 5-1/4 percent on all savings accounts (Doth transaction and
nontransaction accounts) and thrifts may pay up to 5-1/2 percent on all suen
accounts.  The interest rate ceiling for NOWaccounts at all institutions also
will remain at 5-1/4 percent. No other actions taken b¥ the Committee at tne
SePtembler 22 meeting are affected by the postponement of the savings ceiling
rate rule.

Lntediate postponement of the effective date of the nontransaction savings
account ceiling .rate rule is necessary to assure_that depository institutions
will nave this™ information in a timely manner. The Committee finds for good
cause that the notice and public procedure provisions of 5 U.S.C, S553 with
regard to this action are impracticable and contrary to the public interest and
tnat tne deferred effective date provision of 5 U.S.C. 5553 would be _
Inconsistent witn this action. In view of the Committee's flndlngs, sections
603 and 604 of the Regulatory Flexibility Act (5 U.S.C. ss 603 and 604) are not
applicable. Furthermore, because of the nature of this action, the Committee
finds that good cause exists under section 1201.6(e% of the Committee's
requlatigns™for making this action effective less than 30 days from tne date of
puolication in the Federal Register.

Pursuant to its authority under section 203(a) of the L}/
Institutions Deregulation Act of 1980 (Title I of P.L. 96-221; 12 US.C
53502(a)), the Committee hereoy postpones tne effective date
t rules, 12 C.F.R. S1204.117," until further notice.

|
3y order of tne Committee, October 23, 1981,

Steven L. Skancke
Executive Secretary
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phaseout _and ultimate elimination of deposit ceilings. In this regard, the Committee
viewed . IRA/Keo%h accounts as appropriate vehicles for deregulation because of their
stability and Decause they accounted for a small proportion (less than 3%) of total
time and savings deposits.

Summary of PubliC Comments

. Atotal of 366 comments were received representing 153 commercial banks, 138
savings and loan associations, 26 mutual savmgi banks, 15 credit unigns, 15 trade
assoclations, 2 government requlators, 7 Federal Reserve Banks, and 10 other groups

or individuals.

The respondents' views, on the Committee's proposals to reduce the maturity on
the special ' IRA/Keogh account from three years to one were evenly divided within all
classes of institutions except for mutual’ savings banks which were generally
OP osed.. The 124 responden_ts_tavorlnﬁ this oi)tlon gene_rally cited fts greater
flexibility and its compatibility with the ERISA provision for a rollovér of
IRA/Keogh “accounts once per year with no tax penalty. The 135 resP,ondents opposed to
this option indicated that if would tend to increasé deposit volatility and increase
adm inistrative complexities.

Most respondents addressed the two notice account proposals together. All types
of depository institutions expressed similar views on these options. Considering the
comments on the two options together, d 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.

With respect _to the proposals to increase, revise, or eliminate the ceiling
rates governing IRA/Keo?h accounts, about three-fifths of the 333 respondents
expressed a preference Tor floating rate ceilings indexed to U.S. Treasury securitv
yields. However, there was a diversity of opinion as to which Treasury security
vield would be an appropriate index, and at what frequency (weekly, monthly,
quarterly, etc.) this ceiling rate should change. There was also” support,
particularly amonP_ commercidl banks and credit unions, for elimination of all
Interest rate ceilings_on retirement accounts, On the other hand, less than one-
tenth of those responding preferred a higher fixed ceiling rate.

Amau[)rlty of the resRonden_ts opPosed a ceiling-free, minimum 14-dav_IRA/Keogh
account. ‘"Those favoring the option stressed its flexibility and the ability it would
provide _dep05|tor¥ Institutions to compete effectively a?alnst nondepository
Institutions, Others noted that it would provide valuable experience in operating in
a dere_(IJ,uIated environment. The respondents that were opposed cited increased deposit
volatility and higher deposit costs as their primary concerns. _ManY also questioned
the logic™ of authorizing an account with a 14-day minimum maturity to accumulate
traditionally long-term™ funds.
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Subsequent DIDC Action

At its June 25, 1981 meeting, the Committee considered the five proposals and
several ancillary issues which had been issued for comment. However, the Committee
elected to defer action on these issues pending anticipated Congressional revisions
to the law governing IRA/Keogh accounts.

~ On August 13, 1981, the President signed the Economic Recovery Tax Act of 1981
which amended the laws governing IRA/Keogh accounts. In general, these amendments
and the eligibility of IRA accounts 10 indjviduals alr%aed%”cover«id by some

ex
foPm qof employer.spofsored retirement plap and Increase t owab nual
contrl%utlor_[i) I¥m|t_ or Both iA and KBogH accounts. ﬁt IS estlmateg ?hat

these revisions will increase the number of taxpayers eligible for IRAs and
Keogh plans by about 48 million. _ _

At its June meeting, the Committee also reviewed the public comments and
concjuded that the areas of concern could be narrowed to two: (1) providing
institutions with the ability to accept additions without extending the maturity of
IRA/Keogh accounts and (2) allowing for variable rates on such accounts in order to
provide “depositors with ‘a"market return on funds invested.

In light of the P_ublic comments on its proposals, the Committee, on September
22, 1981, approved a final rule establishing a new, time deposit category available
only to IRA/ eogh account holders. This new rule is effective on December 1, 1981.
The new |RA/Keogh category,P_rowdes for a minimum maturity of 1-1/2 years and no
requlated interést rate ceiling. The new account maY accept additional deposits at
any time without extendlnq the"maturity of any or all of the funds in the account.
The Committee also ruled that mandatory early withdrawal penalties may he waived for
transfers within the same institution” from any IRA/Keogh account in éxistence on or
prior to December 1, 1981 to the new IRA/Keogh account Category. Depository _
Institutions are given the discretion to permit such P_enalty-free transfers. During
its deliberations, the Committee stated that the existing early withdrawal penalty
Provmons ?overnln certificates with maturities greater than” one year would apply
0 the new TRA/Keogh deposit category. In addition the eX|st|n%, permissive DIDC
exceptions to the early withdrawadl penalty for IRA/Keogh depositors who are 59-1/2

or older, or disabled,” apply to the new deposit category.

. The minimum early withdrawal penalty for a floating rate time deposit (the
interest rate for which varies durlnq the term of the deposit) with a maturity of
more than one year .is an_amount equal to six months' simple interest. If a
depository institution ties the interest rate on its new IRA/Keogh account
to an index that is beyond its control (e.g., Treasury security tate, com-
mercial paPer rate, Federal funds, rate, Federal Reserve discount rate, efc.)
for the entire term of the deposit, the institution may base the S|mPIe interest
rate, .fnr Pur[[mses of galculﬁtln the minimum earlv withdrawal penal}/ on thf
rate’ in effect on the date the atcount I1s opened or on xne date’ or withdrawal, or
%nlan avteb‘ragﬁ of the rqates in effect durldnghthe term r?f the deposit, as descrl_bfed
ow. At the time the account js opened, howeyer, the institution must speci
wehether It wﬁl use the nitial interest rate, the rate on the date of wﬂfﬂfraw)él
or the average rate. For example, if the rate on the account is set at the
twenty-six week Treasury bill discount rate plus 100 basis points and it changes
weekly with the most recent auction results, the early withdrawal penalty raté
could” be the discount rate (plus 100 basis points) in effect on the date” the _
account was opened or the date of the withdrawal, or an average of all the rates in
effect during the term of the deposit, but whichever is used must be specified in
the deposit agreement.
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If the depository institution chooses not to tie the interest rate on its
new IRA/Keogh account to an index, but instead chooses to set the precise way in
which the rate varies over the term of the deposit, or if it changes the re-
lationship of the [IRA/Keogh rate to the index (e.g,, the commercial paper rate
minus 50 basis points for the first six months of ‘the instrument and the commercial
paper rate at minus 100 basis points thereafter), then the early withdrawal _Penalty
must be comPuted usm% an avera_qe of the simple interest rates on the deposit during
the time period that the deposit was outstanding. If the interest race IS
established at re?_ular Intervals and remains in"effect fAr regular periods (e.q.,
the rate js established once a month and remains in effect for one month), the
average simple interest rate would be the sum of the rates established at each
interval while the funds were on deposit, divided 'bY the number of periods
the funds were on deposif. Each partial period will be considered a full |
period, for the purpose of this calculation. For example, if a 1-1/2 year time
deposit with an interest rate that varies monthly was established on December 15,
1931, and withdrawn on February 7, 1982, the average simple interest rate would
be the sum of the December, January, and February Tates, divided by three.

_ If the length of the periods for which rates are effective varies, the average
simple interest rate would be arrived at by dividing the amount of time a deposit was
outstanding into egua_l periods and then adding the rates that were in effect during
those periods and dividing by the number of periods. The period. used should be the
shortest period for which 3 rate was in effect. For example, a time deposit might
have the following rates in effect for the following periods at the time a depositor
wished to withdraw his/her funds.

SIX MONENS.cmrrrrrsrirrrrnn 15%
1-1/2 YRAIS mvvssrrssnnn 16%
AT L T 14%

The total amount of time the deposit was outstanding was 3 years (6 months + 1-1/2
zears +T%e?1/etth3' This .3 g??erCPepod would theg be uc”vl)ded Into 6 periods of 6 months

ach. rates in or each period would be:

1st SIX  MONtAPETTIOT mmermvmsrvrmsrrrssrsssnnn 1%

2nd SiX  mOnthperiod. s 16%

3rd Six  MONtNPEITOd vvrvrsrvrssrssrrnn 16%

Ath SIX MONEAPETIOT v corsrvrsrrrnrnn 16%

5th SIX  MONtNPEriod . vmvmerrmsrvmsrsssnnn 14%

6t six  monthperiod ... 14% _ _ .

To arrive at the average simple interest rate, the rate in effect durln?_ each period
would be added together — 15+16+16+16+14+14-91, The resulting. sum would
then be divided bx t{\7e number of periods — 91 * 6 — to yield an average Simole
Interest rate of 15.17%.

~In the case of IumE-sum payments of cash that would be regarded _
as interest under 12 C.F.R. 1204.108, such payments must be taken into account in
computing the penalty rate. Any lump-sum payment must be prorated over the life of
the 'depadsit. The portion that 1s attributed’ to the time period during which the
deposit was outstanding must be re?arded as interest for P_urposes of Computing the
penalty rate. The postion attributable to the remaining life of the deposit s
regarded as unearned interest and must be deducted from™the principal amount of the
deposit and returned to the member bank. (Note: Individuals and institutions should
consult the Internal Revenue Service concerning permissable transactions involving
IRA/Keogh accounts.)
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. tor example, assume that cash of $100 that would be reﬁarded _
as interest were given to a depositor at the opening of a $1,000, 4-year variable
rate time deposit, that the entire amount is withdrawn after one year, and that the
average of the rates paid on the deposit during the time it was outstanding was 12
percent. The lump-sum of $100 would be regarded by the DIDC as a payment of interest
and must. be taken into account in computing the penalty rate. Since the deposit was
outstandlng for one-fourth of its expected™ life, a corresponding amount of the lump-sum
must be taken into account in computing the penalty rate. Thus, 2.5 percent (525 divided
y 1,000) must be added to the average of the rates Pald during the time the deposit
was outstanding (12 percent) to achieve a penalty rate of 145 percent. The remaining
three-fourths of ‘the lump-sum payment ($75) would be_regarded as unearned
interest and would be returned %o the member bank. Thus the amount that the

customer would return would be $147.50

The new rule provides greater flexibjlity in designing IRA/Keogh accounts. Under
the new rule, depository institutions will be Bermltted to accept additions to a
1-1/2 year or more IRA/Keogh account governed by whatever interest rate structure
fixed or floating — they would choosé, provided that the method of varying the
interest rate is adequateI)( disclosed In the contract. The Committee heliéves
this could lead to more attractive overall rates and other terms on retirement

accounts and thus encourage their use.

The new rule does not alter the income tax treatment of IRA/Keogh accounts or
the fiduciary responsibilities of IRA/Keogh fiduciaries under Title [Tof ERISA.

The Committee considered the impact of its final ruling on small entities, as
required by the Regulatory Flexibility Act (5 U.S.C. 601 et”seq.). In this regard,
the Committee's action does not impose any new regulatory burden, or impose any new
reporting or recordkeeping requirements, “Rather, “this_gction eliminates requlatory
restrictions on the maximim interest rate payable on IRA/Keogh accounts. Small
entities that are depository institutions could have increased operating exFenses as
a result of this action, because it is |ikely they will be paying higher interest
rates on IRA/Keogh denosits; however, their ‘competitive position” vis-a-vis
nondepository inStitution competitors should be enhanced by their ability to offer
higher rates” on IRA/Keogh deposits. Furthermore, this_action reduces. an o
adm inistrative burden which has been associated with IRA/Keogh deposits by permitting
periodic additions to the accounts without a maturity extension.

For the reasons set out in the ?reamble, Part 1204, Chapter XII of Title 12 Code
of Federal Regulations, is amended as set forth helow.

1. The authority citation for Part 1204 reads as follows: AUTHORITY: Secs.
203, 204, and 205 Eltle [, Pub. L. 96-221, 94 Stat. 142 and 143 (12 U.S.C.

3502, 3503, and 3504)
2. In Part 1204, a new section 1204.118 is added to read as follows:

Section 1204.118 Individual Retirement Accounts and Keogh (H.R. 10) Plan
Deposits of less than $100,000.

@. A commercial bank, mutual savings bank or savings and loan
association may pay interest at any rate as agreed to by the depositor on
any time deposit with a maturity of one and one-half years or more, that
consists of funds deposited to the credit of, or in which the entire bene-
ficial interest is held by, an individual pursuant to an Individual
Retirement Account agreement or Keogh 6H.R. 10) Plan established  pursuant to
26 U.S.C. (I.R.C. 1954) §§ 219, 4017 404, 408 and related provisions. An
Institution may permit additional deposits to be made to such a time deposit
at anv time prior to its maturity without extending the maturity of amn or a
portion of the entire balance in" the account.

5
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&b) The early withdrawal penalty required to be imposed for the
premature withdrawal of time deposits may be waived at the discretion of the
Institution when funds are transferred within the same institution from an
Individual Retirement Account or, Keogh Plan Account whici» entered into
prior to December 1, 1981 to a time Weposit described in Paragraph (a).

By order of the Committee, October 23t 1981,

Executive Secretary
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DEPOSITORY INSTITUTIONS DEREGULATION COMMITTEE
12 C.F.R. Part 1204
[Docket No. D-0008]

Interest Rate Ceilings on Money Market Certificates (MMCs)
and Small” Savers Cértificates (SSCs)

AGENCY: Depository Institutions Deregulation Committee.
ACTION: Retention of certain rules adopted on May 28, 1980.

SUMMARY:  Pursuant to a recently |s?ued Federal District Court order, -2
the Depository Institutions Defegulation Committee ("Committee”) has
reconsidered Tertain final rules “it adopted on MaY 8, 1980. These

rules concern. the ceiling rates of interest payable on the 26-week money
market certificate (MO and on the 2-1/2 )(ear to 4 year small savers
certificate (SSC).. ‘Upon reconsideration, the Committee has decided

to retain the ceiling rates established in its May 28, 1980 rules, as
subsequently amended. Under the rules adopted, the ceiling rate of

Interest payable on the MVC by all federally insured commercial banks,
mutual savings banks, and savings and loan ‘associations was at least

one quarter of one Per cent above the rate established for 26-week United
States Treasury bills and in no event would the ceiling rate drop. below
7-3/4 per cent. The cejling rate of interest payable by all institutions

on the SSC was increased by one-half of one per Cent and in no event

would the ceiling rate drop below 9.25 per cent for commercial banks &
and 9.50 per oent for mutual savings banks and savings and loan associations.
Upon reconsideration, .the Committeé has decided to retain the ceiling

rates established in its May 28, 1980 rules.

EFFECTIVE DATE: September 22, 1981.

FOR FURTHER INFORMATION CONTACT. For recorded information regarding
current interest rate ce|I|n%s on MMCs, SSCs, and All Savers Certificates
ASCs), please call 202/566-3734. For other information, please contact:
llan ‘Schott, Attorney-Advisor, Department of the Treasury (202/566-
6798); Anthony S. Winer, AttorneRy Board of Governors of ‘the Federal
Resefve System (202/452-2418): Rebecca H. Laird, Sepior Associate General
Counsel, Federal Heme Loan Bank Board (202/377-6446); Holly Malloy,
Attorney, Office of the Comptroller of ‘the Currency (202/447-1880{;,
or F. Douglas Birdzell, Counsel, Federal Deposit Insurance Corporation
(202/389-4324).

1/ U.S. League of Sav. Ass'ns v. DIDC, Civ. Action No. 80-1486
(D.D.C. June 30, 1981).
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SUPPLEMEMTARY  INFORMATION: _ On June 30, 1981, the Unjted States District
Court_for the District of Columbia ordered the Committee to reconsider
certain rules it adopted on May 28, 1980, and to provide notice and
opé)ortunlty for public comment”congerning the rules. The Committee
had not published the rules for public comment prior to their adoption,
and the Court determined that the Committee was required to provide
notice and opportunity for public comment in this particular case,
Accordlngly the Committee solicjted public comment on these rulﬁl on
August 13,°1981 (46 Federal Register 40892).  Upon considering all
comments received and_ the economic basis for the May 28, 1980 rules,
the Committee has decided that the ceiling rates of interest issued

on that date for MMCs and SSCs should be Tretained.

.. One of the rules adopted by the Committee established a new
M ceiling rate for all institution$ that was at least 25 bagis [r)omts
above the rate established (auction average on a djscount hasis) for
Sﬁ-week Treﬁsurﬁ b||\s |ssueg _or]] OJ Immediately prior to the date of
eposit.  Tne rule also established a mmimum cetling rate of 7-3/4
per cent which all institutions were authorized to pa¥ regardless of
the Treasury bill rate. The rule Browded that when the Treasury bill
rate is 8-3/4 per cent or higher, noth commercial banks and thrift
institutions, could pay interést at a cellln% rate of 25 hasis points
above the bill rate. ~Adifferential of up to 25 hasis points on the
ceiling rate payable by commercial banks and thrift institutions was
retained only where the Treasury bill rate was more than 7-1/4 per cent,
but less than 8-3/4 per oent.

. The other rule adopted by the Committee established new SSC
ceiling rates for all institutions”that generally were 50 basis points
higher” than the previous ceiling rates. “The rules also established
minimum ceiling rates of 9-1/4 per cent for commercial banks and 9-1/2
er cent for thrift institutions, regardless of the average 2-1/2 year
reasury rate.

. The Committee has determined that many of the considerations
_regardlng the_comgetltlv_e_posmo,n of depository institutions that were
nStrumental in 1ts decision to issue the May 1980 rules are also of
significant concern_in the current competitive environment, The Committee's
May 1980 actjon to increase the ceiling rates on MMCs and SSCs was taken
to”improve ;the competitive position of depository institutions relative
to market instruments, primarily money market mutual funds (MMMFs).

[f the Committee were to revert to the lower level of Cfl|l_ng rates
In effect prior to May 1980, the attractiveness of small time deposits
at commercial banks and thrifts could be reduced significantly.
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~The Treasury bill rate range over which thrifts have a dif-
ferential on KMCs was narrowed in MaY 1980, for the Purpose of_rPreventlng
deposit attrition at small commercial banks. Given the declining rate
environment that existed at the time, the Committee faced the E)rosH_ect
that a differential would reemerge for a substantial perjod. [If this
were to occur, small commercial banks, which had become increasingly
dependent upon MMCs as a source of funds, could have faced substanfjal
deposit attrition and subsequent pressure on thejr ability to extend
credit. Thus, the ultimate impact of a sustained differegntial could
have been higher loan rates and reduced credit availability to mortgage
borrowers, agriculture, and small husinesses, the customers hl%h
dependent on small commercial banks. The Committee believes that" the
reemer_gience of a differential for a sustained period could result in
deposit attrition and reduced credit avajlability to the customers of
small commercial banks, and that the small correqundln% benefit to
thrift institutions may not be sufficient to outweigh the detriment
to small commercial banks.

The Committee received 14 responses to its request for public
comment on this issue: . 10 from commercial banks and two each from
savings and loan associations and trade associations. Three resR_ondents
all tommercial banks) fully supported the Committee's action while
the other 11 respondents favored some type of adjustment in the ceiling
rate schedules. ~ Among the commercial banks favoring a rate adjustment,
six requested that the thrift differential pe eliminated and one requested
that the minimum ceilings on MMCs and SSCs be eliminated. The two |
savings and, loan associations and the two trade associations commenting
on the ceiling rate schedules requested that the Committee restore the
thrift differential on MMCs at all interest rate levels and remove the
minimum ceilings on both MMCs and SSCs. In addition, one trade association
requested that the 12 per cent cap on $SCs at thrifts and the 11-3/4
per cent cap at commercial banks be reinstated.

_ . In light of the continued importance of the competitive con-
siderations on which the May 28, 1980 rules were ?rounde_d, the Committee
has decided to retain the and SSC interest rafe c,ellln,(I;s 1ssued

on that date. Since the Committee's action does not institute a change
In the current effect of the rules involved, deferral of the effectiveé
date pursyant to 5 U.S.C, § 553(d?] IS not necessarY. Furthermore,
because of the public nature of the meeting where the rule was adopted,
the press release issued following that méeting, and publication in
the media of the Committee's action, adequate notice of the action has
been given to the public. Accordlnfgl¥, the Committee finds that good
cause exists under Section 1201.6 of the DIDC's regulations for making
the effective date less than 30 days from date of publication in the
Federal Register.

D D
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Pursuant to |ts auth orq under Title Il of Public Law 96-
221, % Stat 142 (12 US.C. § 3501 et. seq.), to prescribe rules governing
the payment of interest and dividends on deposits of federally insured
commercial banks, savings and loan associations, and muytual savings
banks effectlve ‘Septem er 22, 1981, the Commlftee confirms the con-
tinued. application of sections 104 and 106 of Part 1204—Interest on
Depaosits F12 C.F.R, S§ 1204104, 1204 10) so as to reflect the SSC
and MVC ceiling rafes issued on May 28, 1980, and as subsequently .amended.

By order of the Committee,

Executive Secretary
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DEPOSITORY INSTITUTIONS DEREGULATION COMMITTEE

12 CFR Part 1204
[Docket No. D-0021]
Ceiling Rates for 26-Week Money Market Certificates

AGENCY: Depository Institutions Deregulation Committee.
ACTION:  Amendment of Final Rule.

sumvary: The Depository Institutions Dereq_ulation Committee ("Committee")
has amended its rule relating to the establishment of interest rate
cetlings for $10,000 minimum" denomination 26-week money market certi-
ficateS  ("MMCs’) (12 CFR 1204.104). Under the amended” rule, the interest
rate ceilings on MVGs will he indéxed to the higher of (a) the rate

for 26-week” u.s. Treasury bills estahlished immediately prior to the
gaﬁ 0f deP03|% or (bg the average of the rates for 2-w$ek Treasury

1ls for the tour weeks immedidtely prior to the date of deposit.

EFFECTIVE DATE: November 1, 1981.

FOR FURTHER INFORMATION CONTACT. For recorded mformatlo,n_re?ardln%
current interest rate ceilings on MMCs, Small Saver Certificates ("SSCs"),
and All Saver Certificates (g'ASCs" please call (202/566-3734). _For
other information, please call: Allan_Schott, Atorney-Advisor, Treasury
Department (202/566-6798); John Harry Jorgensan, Senior Attorn%y, Board
of "Governors of the Federal Reserve System (202/452-3778); F. Douglas
Birdzell, Counsel, Federal Deposit InSurance Corporation " (202/389-4324);
Rebecca Lajrd, Senior Associate General Counsel, Federal Home Loan Bank
Board (202/377-6446); or David Ansell, Attorney, Office of the Comp-
troller of the Curréncy (202/447-1880).

SUPPLEMENTARY INFORMATION: ~ Under the regulations of the Committee in
effect prior to this amendment, the maximum interest rate that could

be Pald on MMCs by Federally insured depository institutions was indexed
to the rate (auction average on a discount hasis) for 26-week U.S.
Treasury bills established™ immediately prior to ‘the date of the deposit
("Bill rate"). Such bills normally are auctioned on Monday, and the
interest rate ceiling based on the’ Bill rate was effectiye the following
day (12 CFR 1204,10 3 This cetling rate s effective through the end
of the day on which 26-week U.S. Treasury bills are next auctioned.

Under the Committee's amended rule deposnory institutions
have the option of offering MVGs with a fixed interest Tate ceiling
indexed to the higher of either (1) the rate for 26-week U.S. Treasury
bills established and announced under the existing procedure ("single
bill rate") or (2) a moving average of the rate established for 26-week
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U.S. Treasury bills at the auctions held ?urlng the _four weeks immediately
prior to the” date of deposit (average Bill rate). The average Bill

rate for the four week period will be determined weekly by averaging

the Bill rates for the past four weeks (including the current single

Bill rate). Depository institutions will not have to calculate the
average Bill rate since it will be announced simultaneously with the
current Bill rate for 26-week U.S. Treasury bills. The ceiling on MMGs
will be the higher of these two rates.

On July 9, 1981, the Committee issued for public comment
pr_oRosed_ruIes_ that would permit depogsitory institutions to offer MVCs
with a fixed interest rate ceiling Indexed” to the higher of (1) the
rate for 26-week U.S. Treasury bills established and”announced under
the existing procedure or (2)° a moving average of the rate established
for 26-week” U.S. Treasury bills at the auctions held during the eight
weeks |mmed|atelg prior to the date of deposit. The Comnittee speci-
fically regueste oomment on the period of time op which to base the
average (46 FR 36712 (198,1)3._ _The Committee received 553 comments from
depository institutions, individuals, trade associations, and nondeposi-
tory parties on this proposal. Comments in opposition generally criti-
cized the eight-week period as beln% too long, and commentators” stating
a preference enerally_sugﬁ;ested a Tour week ayerage. Commentators
QPBosmg the 8 sal y form generally helievéa that the proposal,
it adopted, would increase costs while providing only marginal benefits
and would confuse consumers by establishing an additional rate ceiling
to be monitored. Many commentators stated” that the proposal, if adopted,
would assist depository institutions in retaining deposits in periods
of declining rates.

roposal’ in

_ After considering all the comments, the Committee decided

at its meeting on September 22, 1981, to adopt the proposal but to use
a four-week average rather than an eight-week average. The Committee .
believes that the“alternative methods of calculating M interest ceilings
will enable banks and thrift institutions to be moye com[[)etltlve with
money market mutual funds ("MMMFs") throughout an interest rate cycle, .
The most_raﬁld periods of fWME 9,rowth generall have oc?u red in declining
rate environments when the existing assets In partrolios allow
them to offer ,r_lelds that are frequently more attractive than contem-
Porar MC ceiling rates. With the altérnative methods of calculating

he . rate ceiling, however, depository institutions_will have the
option of basing their MVC rate on an average of past Treasury bill.
rates, and thus offer yields more competitive, with MVIVIS durln% periods
of declining rates. In an environment of rising rates, depository
Institutions generally have an advantage since ‘they are offering Current
market rates while existing MWF assetS lock them ‘into lower Ylelds,
for. a short period of time. Since commercial banks and thrift insti-
tutions will have the option of md_exm%_MvC,rate ceilings to the current
Trea_su_rny bill rate, they would retain this yield advanta?_e during periods
of risifg rates. Since” this amendment 1s simply a modification of an
$X|%t|ng, |,nst|rument, the Committee expects the shifting of deposits

0 be minimal.
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rsuant to |ts a thorlty under the Deposno Institutions
Der eu t Act 12 U.S tser% ttee amends
sec t| n 120 104 26 Week Mone Market Time De 05|ts o ess than $100,000)
of Part 1204—Interest on Deposns (12 CRR § 1204.104) to read as follows:

. Commercial banks, mutual savings banks
as soc tlons may pay Interest on any nonnegotiable time deposit of
$10,000 or more, with a maturity of 26 weeks at a rate not to exceed
the higher of either (1) the rates set forth below or (2) the average
0][ dhe rattes below for ‘the four weeks immediately prior to the date
of deposi

Rate established and announced (auction Maximum per cent
average on a discount basis) for U.S

Treastry bills with matyrities of

26 weeks at the auction held immediat Iy

prior to the date of deposit ("Bill Rate")

Commercial Banks
7.50 per cent or below 71.75

Above 7.50 per cent Bill Rate plus one-
quarter of one per cent

and savings and loan

Mutual Savings Banks_and Savings
and Loan Associations

7.25 per cent or below 1.75

Above 7.25 per cent, but below Bill Rate plus one-

8.50 per cent half of one per cent
8.50 per cent, but below 8.75 9

per cent

8.75 per cent or ahove Bill Rate plus one-

quarter of one per cent

Steven @ancke *1 :

Executive Secretary

By order of the Committee,
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