FEDERAL RESERVE BANK
OF NEW YORK

Circular No. 9375 -+
[ October 7, 1982

DEPOSITORY INSTITUTIONS DEREGULATION COMMITTEE

~— Payment of Finders’ Fees to Bona Fide Brokers
— Denial of State Petitions for Exemptions From Interest Rate Ceilings

To All Depository Institutions, and Others Concerned,
in the Second Federal Reserve District:

The following statement has been issued by the Depository Institutions Deregulation Commit-
tee (DIDC) summarizing the actions taken at its September 17, 1982 meeting:

At its September 17, 1982 meetln?, the Depository Institutions Deregulation Committee (DIDC)
determined that its finders’ fee re?ula lon, which requires a finders’ fee to be considered as part of
Interest paid to a depositor, does not apply to fees paid to bonafide brokers, A findersfee is defined as a
fee paidby a deP_osnory Institution to athird party who introduces a depositor to the institution. In 1980,
when the fegulation was issued, the Committee vias concerned about depository institutions circumvent-
ing interest rate ceilings bY' paying finders’ fees, which were then given hack to depositors. The
Committee’s interpretive ruling means that a honafide broker can receive a fee for placing any t}/pe of
deposit (time or demand) with & depository institution and not reduce the interest paid to the depasitor, as
long as certain conditions are met. These conditions assure that no portion of the fee paid to the broker is
Passed on to the depositor, The Committee defined abonafide broker as a person principally engaged in
he business of acting as a broker or dealer in regard to deposits, securities or money market instruments.

The Committee also denied petitions by four states "New Jersey, South Dakota, Texas, and
Washmgton],re_questl_n? certain exemptions for depository institutions in their states from DIDC
requlations limiting interest rate ceilings. The states requested the exem%tlons In order to permit
institutions in their'states to compete with money market mutual funds. The Committee concluded that
granting such exemPtlons could agg[avate thrift earnlr%)s Eroblems, and would put_institutions in
Neighboring states at a competitive disadvantage, The DIDC noted that Congress is in_the midst of
considering legislation that; dLl) could expand thrift asset powers, thus allowing them to increase their
profitability, and (2) could direct the DIDC to authorize an instrument to be issued by all depository
Institutions nationwide which would be competitive with money market mutual funds. Therefore, the
Committee denied the petitions and declined to take any furtheraction on this issue until Congress has
completed its consideration of the financial reform legislation.

The next DIDC meeting will be held on Wednesday, December 1, 1982, at 3:00 p.m.

Printed on the reverse side is the text of the DIDC'’s ruling in the finders’ fee matter, which has
been reprinted from the Federal Register. Questions may be directed to our Consumer Affairs and
Bank Regulations Department (Tel. No. 212-791-5914).

Anthony M. Solomon,

President.
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DEPOSITORY INSTITUTIONS
DEREGULATION COMMITTEE

12CFR Part 1204
[Docket No. D-0028]

Payment of Finders' Fees to Bona Fide
Brokers; Interpretative Ruling

AGENCY: Depository Institutions
Deregulation Committee.

ACTION: Interpretive ruling.

suMMARY: E ffective December 31,1980,
the Depository Institutions Deregulation
Committee (“Committee”) adopted the
finders’ fee regulation (12 CFR 1204.110)
which defined as interest a fee paid by a
depository institution to a third party
who introduced a depositor to the
institution. That regulation was adopted
in response to concern with widespread
use of finders’ fees to circumvent
interest rate ceilings by passing finders’
fees through to the depositors. The
Committee has received questions as to
whether the requlation applies to the
payment of a fee to a bona fide broker
for the placement of deposits with a
depository institution. At its September
17,1982 meeting, the Committee
determined that fees may be paid to
bona fide brokers and not be included
as interest under conditions that ensure
that no part of the finders’ fee is paid to
depositors.

EFFECTIVE DATE: September 17,1982,

FOR FURTHER INFORMATION CONTACT*.
Elaine Boutilier, Attorney-Advisor,

Department of the Treasury (202) 566-
8737; Rebecca Laird, Senior Associate

General Counsel, Federal Home Loan
Bank Board (202) 377-6446; Alan Priest,
Attorney, Office of the Comptroller of
the Currency (202) 447-1880; F. Douglas
Birdzell, Counsel, or Joseph A. DiNuzzo,
Attorney, Federal Deposit Insurance
Corporation (202) 389-4147; or Paul S.
Pilecki, Senior Attorney, Board of
Governors of the Federal Reserve
System (202) 452-3281.

SUPPLEMENTARY INFORMATION:
List of Subjects in 12 CFR Part 1204

Banks, banking.
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2) the relationship between the broker
and depository institution is
memorialized in a written agreement, a
copy of which is retained by the
depository institution and made
available to examiners; and (3) an
officer of the broker certifies that no
portion of the fee paid to the broker is
directly or indirectly passed on to the
depositor, and a copy of the certification
is given to the depository institution to
he retained on file with the agreement.
By order of the Committee, September 24,
1982.
Gordon Eastbum,
Policy Director.
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