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(INTEEPEETATIOM OF BANKING ACT OF 1933) 

Copies to be sent to all Federal reserve "banks. 

Mr. , Secretary, 
_ _ _ _ _ _ Bankers Association, 

Dear Sir: 

The Comptroller of the Currency has referred to the 

Federal Reserve Board for reply your letter of July 18, 1933, in which 

you submit an inquiry as to whether a member bank of the Federal Re-

serve System may lawfully "allow a credit for a balance in a checking 

account merely for the purpose of arriving at the cost to charge the de-

positors". From the information in your letter, the Board understands 

that if the interest computed on any such balance is in excess of the 

amount of charges against such account, the bank pays no interest to the 

depositor, but presumably, it does pay or absorb the charges against the 

account. In the event that the interest computed on any such account 

is less than the charges against the account, the depositor is required 

to pay the bank the actual cost of carrying the account in accordance 

with a schedule of the bank. It does not appear whether the sum the de-

positor is required to pay is fixed with reference to the amount of in-

terest credited on his balance, or otherwise bears any relationship to 

the amount of such interest. 

The prohibition against the payment by a member bank of 

interest on any deposit payable on demand which is contained in Section 
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19 of the Federal Beserve Act, as amended by Section 11(b) of the Bank-

ing Act of 1933, applies not only to the direct payment of interest, 

but also to the indirect payment of interest in any manner or by any 

method, practice or device whatsoever. The payment or absorption of charges 

or other expenses by a member bank, in an amount which varies with or 

bears a substantially direct relation to the amount of a deposit payable 

on demand, constitutes an indirect payment of interest on such deposit 

within the meaning of this section and is within the prohibition thereof. 

The information contained in your letter is not sufficiently 

complete to enable the Board to advise you definitely whether the instant 

situation would come within the prohibition of said Section 19, as amend-

ed. However, it seems that in certain cases charges and expenses are 

absorbed in lieu of the payment of interest; that the question of the 

absorption of such charges is determined with reference to the amount of 

the deposit balance; and, therefore, that the absorption of such charges 

is directly related to the amount of such deposit balance. In such cir-

cumstances, it would appear that the absorption of such charges would 

constitute an indirect payment of interest and would be unlawful. 

You are further advised that in any case in which a member bank 

pays or absorbs charges or other expenses in connection with any deposit 

payable on demand, it must be prepared to show that such payment or ab-

sorption of charges or expenses is not a device to evade the statutory 

prohibition. 
Very truly yours, 

(Signed) Chester Morrill 

Chester Morrill, 
Secretary. 
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