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INTERPRETATION OF BANKING ACT OF 1933 

(Copies to be sent to all Federal reserve banks) 

March 27, 1934. 

Mr» Isaac B. Newton, 
Federal Reserve Agent, 
Federal Reserve Bank of San Francisco, 
San Francisco, California. 

Dear Mr* Newton: 

This refers to Mr. Sargent's letter of January 26, 1934, regard-

ing the payment of time certificates of deposit before their maturity 

in violation of Section IV(b) of the Federal Reserve Board's Regula-

tion Q. Mr. Sargent states that it has come to your attention that 

•when the owners of time certificates of deposit issued by a certain 

member bank present them for payment before maturity, arrangements 

are made by this member bank with another member bank to purchase or 

discount these certificates and hold them until their maturity; and 

it is understood that you wish to be advised whether such procedure 

constitutes an evasion of the prohibition against the payment of time 

certificates of deposit before maturity and also whether a violation 

of the law would result where the purchasing bank, in good faith,' 

deals directly with the drawee of the certificate without the knowl-

edge and solicitation of the issuing bank. 

It is the opinion of the Board that the mere sale by a depositor 

before maturity of a time certificate of deposit held by him to a 

bank other than the bank issuing such certificate would not neces-

sarily come within the prohibition against the payment of time 
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deposits before maturity, but, if the member bank issuing such cer-

tificate should solicit the other bank to purchase the certificate 

with the intent to evade such prohibition and to make available to 

the depositor in substance the funds evidenced by the certificate, 

or if the purchase should be made pursuant to an arrangement or 

understanding between the bank purchasing the certificate and the 

bank issuing the same, it is the opinion of the Board that such a 

transaction would constitute an evasion of the spirit and intent of 

Section 19 of the Federal Reserve Act and of the Board's Regulation 

Q, and that it should be regarded as a violation of the prohibition 

of the provision of law forbidding the payment of time- deposits be-

fore maturity* 

In the final analysis, the question whether a sale by the 

holder before maturity of a time certificate of deposit to a bank 

other than the member bank issuing the same comes within the prohibi-

tion of the law against the payment of time deposits before maturity 

depends upon whether the sale is made in good faith or for the pur-

pose of evading the prohibition in question. It is not believed that 

any general rule can be prescribed to govern all cases, and each case 

should be determined on the basis of its own particular facts. It 

would not be practicable for the Board to undertake to determine such 

questions as they may arise in individual cases, and the Federal Re-

serve Board feels that the question whether any such transaction 

should be regarded as a payment of a time deposit before maturity 
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is a matter to be considered by the member bank at the time such 

transaction is proposed and to be determined by such bank in the 

exercise of its best judgment and in the light of the provisions of 

the law and of the Board's regulations. However, if the circumstances 

with respect to any such transaction are such as to raise a question 

as to whether it constitutes a violation of the prohibition against 

the payment of time deposits before maturity, the bank must be pre-

pared to show clearly that such transaction was not in contravention 

of the provision of law aforesaid. 

Very truly yours, 

(Signed) Chester Morrill 

Chester Morrill, 
Secretary. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis




