FEDERAL RESERVE BANK
OF NEW YORK

Circular No. 9358 "1
[ September 3, 1982 J

INTERPRETATION OF REGULATION Q

Participation in the Establishment of a Secondary Market
for a Member Bank’s Own Negotiable Time Deposits

To All Member Banks in the Second
Federal Reserve District, and Others Concerned:

Following is the text of a statement issued by the Board of Governors of the Federal Reserve System:

The Federal Reserve Board has issued an interpretation of its Regulation Q (Interest on Deposits)
concerning arrangements a member bank may enter into in helping to provide a secondary market for
negotiable time deposits issued by the bank.

Under the interpretation a member bank:

—May act on behalf of a depositor to find a purchaser of the depositor’s time deposit;

—May enter into arrangements with an unaffiliated third party who stands ready to purchase negotiable
time deposits issued by the bank (however, in such arrangements payment of a fee or provision of
interim financing at other than market terms by a member bank are prohibited);

—May not enter into a reciprocal arrangement with other depository institutions under which each
institution stands ready to purchase time deposits issued by the others.

The Board believes the types of transactions approved are not devices to avoid the interest penalty
required for payment of a time deposit prior to maturity, while the third type of transaction would constitute
such a device.

Enclosed is a copy of the text of the interpretation, which has been reprinted from the Federal
Register. Questions thereon may be directed to our Consumer Affairs and Bank Regulations Department
(Tel. No. 212-791-5914).

Anthony M. Solomon,

President.
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BOARD OF GOVERNORS OF THE FEDERAL RESERVE SYSTEM

FEDERAL RESERVE SYSTEM

12CFR Part 217

[Docket No. R-0419]

Regulation Q; Interest on Deposits;
Member Bank Participation in the
Secondary Market for Its Own Time
Deposits

AGENCY: Board of Governors of the
Federal Reserve System.
ACTION: Final interpretation.

SUMMARY: The Board of Governors has
issued an interpretation of Regulation
Q— Interest on Deposits (12 CFR Part
217) concerning arrangements entered
into by a member bank to facilitate the
secondary market for negotiable time
deposits that it has issued as an
alternative to its depositors incurring an
early withdrawal penalty. Under the
interpretation, a member bank may act
on behalf of a depositor to find a
purchaser of the depositor’s negotiable
time deposit issued by the member
bank. In addition, a member bank may
enter into an arrangement whereby an
unaffiliated third party stands ready to
purchase from depositors negotiable
time deposits issued by the bank.
However, a member bank may not
repurchase its own time deposit or
arrange for the sale to its affiliate of a
time deposit that the bank has issued.
Further, a member bank may not enter

[Enc. Cir. No. 9358]

INTEREST ON DEPOSITS

(August 24, 1982)

into reciprocal arrangements with
another depository institution to
purchase each other’s negotiable time
deposits. In addition, a member bank
may not pay a fee to a third party for the
purchase of its time deposits or provide
Interim financing to such a party at
other than market terms. The Board
believes that such transactions
constitute devices to avoid the interest
penalty required for payment of a time
deposit prior to maturity.

EFFECTIVE DATE: August 24,1982,

FOR FURTHER INFORMATION CONTACT:
Gilbert T. Schwartz, Associate General
Counsel (202/452-3625), or Paul S.
Pilecki, Senior Attorney (202/452-3281),
Legal Division, Board of Governors of
the Federal Reserve System,

W ashington, D.C. 20551,

List of Subjects in 12 CFR Part 217

Advertising; Banks, banking; Federal
Reserve System; Foreign banking.

SUPPLEMENTARY INFORMATION: E ffective
August 24,1982, pursuant to its authority
under section 19(a), 19(i), and 19(j) of the
Federal Reserve Act (12 U.S.C. 461(a),
371a, 371b), the Board amends
Regulation Q (12 CFR Part 217) by
adding a new §217.159 as follows:

PART 217—INTEREST ON DEPOSITS

§217.159 Member bank participation in
the secondary market for its own time
deposits.

(@) Effective May 1,1982, the

INTERPRETATION OF REGULATION Q

Depository Institutions Deregulation
Committee (“DIDC™) authorized
depository institutions, including
member banks, to issue 3~ year or more
time deposits not subject to an interest
rate ceiling and 91-day, $7,500 time
deposits with an interest rate ceiling
tied to the most recent 91-day Treasury
bill rate. Such deposits may be issued in
negotiable form, thereby facilitating the
ability of depositors to liquidate the
deposit through sales on the secondary
market. Member banks have asked the
extent to which they may participate in,
or facilitate, the secondary market for
such time deposits that they have
issued.

(b)  The Board of Governors helieves
that a fundamental principle behind the
penalty for payment of a time deposit
prior to maturity is to distinguish time
deposits from demand deposits. Under
section 19(i) of the Federal Reserve Act
(12U.5.C. 371a), member banks are
prohibited from paying interest on
demand deposits. In addition, the early
withdrawal penalty is intended to
discourage depositors from withdrawing
time deposit funds prior to maturity,
thereby enabling member banks to
better plan their asset and liability
structures. The question of participation
by a member bank in secondary market
transactions involving its own time
deposits raises the issue of whether
such activity would circumvent the
purposes intended to be served by the
early withdrawal penalty.

(OVER)
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