FEDERAL RESERVE SYSTEM
12 CFR Part 204
[Regulation D; Docket No. R-0945]
Reserve Requirements of Depositorinstitutions

AGENCY: Board of Governors of the Federal Reserve System.

ACTION: Final rule.

SUMMARY: The Board is amending Regulation D, Reserve Requirements of Depository Institutions, to decrease
the amount of transaction accounts subject to a reserve requirement ratio of three percent, as required by
section 19(b)(2)(C) of the Federal Reserve Act, f&#8.3 nillion to $47.8 nillion of net transactiomccounts.

This adjustment is known as the low reserve tranche adjustment. The Board is increasing from $4.4 million to
$4.7 million the amount of reservable liabilitieseaich depository itisution that is subject to a reserve

requirement of zero percent. This action is required by section 19(b)(11)(B) of the Federal Reserve Act, and the
adjustment is known as the reservable liabilities exemption adjustment. The Board is also increasing the deposit
cutoff levels that are used in conjunction with the reservable liabilities exemption to determine the frequency of
deposit reporting from $75.0ilon to $78.9 nillion for nonexempt depository institutions and fr@48.2 nillion

to $50.7 nillion for exempt institutions. (Nonexempt institutions are those with total reservable liabilities
exceeding the amount exempted from reserve requirements (Béb7)mvhile exempt institutions are those with

total reservable liabilities not eseding the amount exempted from reserve requirements.) Thus, beginning in
September 1998, nonexempttitgions with total deposits &78.9 nillion or more will be required to report

weekly while nonexempt institutions with total deposits less $7&@19 nillion may report quarterly, in both cases

on form FR 2900. Similarly, exempt titations with total deposits &50.7 nillion or more will be required to

report quarterly on form FR 2910q while exemptitnsions with total deposits less thh0.7 nillion may report
annually on form FR 2910a.

DATES:

Effective date:December 161997.

Compliance datesFor depository institutions that report weekly, the low reserve tranche adjustment and the
reservable liabilities exemption adjustment will apply to the reserve computation period that begins Tuesday,
December 301997, and the corresponding reserve maintenance period that begins Thursday, January 1, 1998.
For institutions that report quarterly, the low reserve tranche adjustment and the reservable liabilities exemption
adjustment will apply to the reserve computation period that begins Tuesdaynber 161997, and the
corresponding reserve maintenance period that begins Thursday, January 15, 1998. For all depistionsins
the deposit cutoff levels will be used to screen institutions in the second qua®&8aio determine the reporting
frequency for the twelve month period that begins in September 1998.

FOR FURTHER INFORMATION CONTACT: Rick Heyke, Attorney (202/452-3688), Legal Division, or June
O'Brien, Economist (202/452-3790), Division of Monetary Affairs; for the hearing impaired only, contact Diane
Jenkins, Telecommunications Device for the Deaf (TDD)(202/452-3544); Board of Governors of the Federal
Reserve System, 2@and C Streets, N.W., Washington, DC 20551.

SUPPLEMENTARY INFORMATION: Section 19(b)(2) of the Federal Reserve Act (12 U.S.C. 461(b)(2))
requires each depositoryiitgtion to maintain reserves against its transadmounts and nonpersonal time

deposits, as prescribed by Board regulations. The initial reserve requirements imposed under section 19(b)(2)
were set at three percent for net transaction accounts of iR mor less and at 12 percent on net transaction
accounts above $25ilfron for each depository itisution. Effective April 2,1992, the Board lowered the

required reserve ratio applicable to transaction account balances exceeding the low reserve tranche from 12
percent to 10 percent. Section 19(b)(2) also provides that, before December 31 of each year, the Board shall issue
a regulation adjusting the low reserve tranche for the next calendar year. The adjustment in the tranche is to be 80
percent of the percentage increase or decrease in net transaction accounts at all depository institutions over the
one-year period that ends on the June 30 prior to the adjustment.

Currently, the low reserve tranche on net transaction accounts is $4l@8. nlNet transactiomccounts of all
depository institutions decreased by 3.7 percent (8340.1 filion to $712.8 filion) from June 301996, to
June 30, 1997. laccordance with section 19(b)(2), the Board is amending Regulation D (12 CER P&
decrease the low reserve tranche for transaction accounts for 1998 byldrmaton$47.8 nillion.




-2-

Section 19(b)(11)(A) of the Federal Reserve Act (12 U.S.C. 461 () brovides that $2 million of
reservable liabilitie5 of each dpositoly institution shall be sijbct to a zergercent reserve gairement. Each
depositoly institution mg, in accordance with the rules andukations of the Board, degiate the reservable
liabilities to which this reserve gairement exemtion is to gply. However, if net transaction accounts are
despnated, onf those that would otherwise be gett to a threpercent reserve gairement (i.e., net transaction
accounts within the low reserveguerement tranche) nydbe so degnated.

Section 19(b)(11)(B) of the Federal Reservepghovides that, before December 31 of egedr, the Board
shall issue a guilation aglusting for the next calendgear the dollar amount of reservable liabilities egiefrom
reserve rquirements. Unlike the @astment for the low reserve tranche on net transaction accounts, which
adustment can result in a decrease as well as an increase, teiohthe exeqption amount is to be made gnl
if the total reservable liabilities held at allpdsitory institutions increase from owear to the next. The
percentge increase in the exguion is to be 8(percent of the increase in total reservable liabilities of all
depositoty institutions as of thgear endig June 30. Total reservable liabilities of alpdsitoly institutions
increased 7.7 percent (from $595.1 lillion to $1,824.8 fillion) from June 301996, to June 30, 1997.
Conseguently, the reservable liabilities exgtion amount for 1998 under section 19(b){(B) will be increased
by $0.3 million to $4.7 milliorf.

The effect of thegplication of section 19(b) of the Federal Reserve Act to thegeharthe total net
transaction accounts and the aj@im the total reservable liabilities from June B896, to June 30, 1997, is to
decrease the low reserve tranche to $47l8om to goply a zeropercent reserve gairement on the first $4.7
million of transactioraccounts, and taoaly a thregpercent reserve gairement on the remainder of the low
reserve tranche.

The tranche gdstment and the reservable liabilities egéon agustment for weeldreporting institutions
will be effective for the reserve cquotationperiod bginning Tuesdg, December 301997, and for the
correpondirg reserve maintenangeriod bginning Thursdg, Januay 1, 1998. For in#utions that rport
guarterl, the tranche gadstment and the reservable liabilities epgon agustment will be effective for the
conputationperiod bejinning Tuesdg, December 161997, and for the reserve maintenapegod bginning
Thursdg, Januay 15, 1998. In adton, all institutions curremydsubmittirg form FR 2900 must continue to
submit reports to the Federal Reserve under currgminteng procedures.

In order to reduce theperting burden for small institutions, the Board has establisheoksiteargoorting cutoff
levels to determine gesit reporting frequeng. Institutions are screened dugithe seconduarter of eaclyear to
determine rporting frequeng baginning the following September. In Jyl of 1988 the Board set a gla cutoff
level for all dgositoly institutions 0f$40 million plus an amountaeial to 80percent of the annual rate of increase
of total dgosits¥ In August of 1994, the Boardpkaced the sigle deposit cutoff level that hadoglied to both
nonexemt and exerpt institutions with sparate cutoff levels, increagjthe cutoff level for nonexeph
institutions, and in Sgember 1997 further increased the cutoff level for nonekemstitutions. The cutoff level
for nonexerpt institutions, which determines whethentieport (on FR 2900juartery or weekl, was therep
raised to $75.0 ition. The deosit cutoff level for exemt institutions, which determines whethentineport
annualy (on FR 2910a) oguartery (on FR 2916), remained at the indexed level of $48.@ion.

From June 30, 1996, to June 30, 1997, totabsi¢s increased 6 fGrcent, from $4,168.2lbon to $4442.2
billion. Accordirgly, the nonexeipt deposit cutoff level will increaseys$3.9 million t0$78.9 nillion and the
exenpt deposit cutoff level will increaseyd$2.5 million to$50.7 nillion. Based on the indexation of the
reservable liabilities exaption, the cutoff level for total ¢msits above which ports of dgosits must be filed
will rise from $4.4 million to $4.7 million. Institutions with totalmesits below $4.7 million will be excused from
reporting if their degposits can be estimated from other data sources. The $1Bo® cutoff level for weeky
versusquartery FR 2900 rporting for nonexermt institutions, thes50.7 nillion cutoff level forquarterly

Y Reservable lidlities include transaction accounts, nonpersonal time deposits, and Eurocurrelit@sliabdefined in
section 19(b)(5) of the Federal Reserve Act. The reserve ratio on nonpersonal time deposits and Eurocilittencyaim percent.

Z Consistent with Board practice, the tranche and exemption amounts have been rounded to the neaifiest.$0.1 m

¥ "Total deposits” as used in determining the cutoff level includes not only gross transaction deposits, savings acdonats, and
deposits, but also reservabldigdtions of affiates, indigible acceptance lidliies, and net Eurocurrency lidibes.
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FR 29109 versus annual FR 2910a reporting for exentfiuiiiens, and the $4.7 million level threshold for
reporting will be used in the second qualt®®8 deposits report screening process, and the adjustniébes w
made when the new deposit reporting panels are implemented in September 1998.

All U.S. branches and agencies of foreign banks and all Edge and agreement corporations, regardless of size,
are required to file weekly the Report of Transaction Accounts, Other Deposits and Vault Cash (FR 2900). After
the indexations become effective in 1998, all othditirigons that have reservable liabilities in excess of the
exemption level of $4.7 million prescribed by section 19(b)(11) of the Federal Reserve Act (known as "nonexempt
institutions") and total deposits at least equal to the nonexempt deposit cutof 1.8l ifillion) will be
required to file weekly the Report of Transaction Accounts, Other Deposits and Vault Cash (FR 2900) for the
twelve month period starting September 1998. However, nonexeifttioas with total deposits less than the
nonexempt deposit cutoff level ($78.9lian), will be able to file the FR900 quarterly. Ingutions that obtain
funds from non-U.S. sources or that have foreign branches or international banking facilities are required to file the
Report of Certain Eurocurrency Transactions (FR 2950/2951) at the same frequency as they file the FR 2900.

Institutions with reservable liabilities at or below the exemption level ($4.7 million) (known as exempt
institutions) will be required to file the Quarterly Report of Selected Deposits, Vault Cash, and Reservable
Liabilities (FR2910q) if their total deposits equal oicerd the exempt deposit cutoff [ev&50.7 nillion).

Exempt institutions with total deposits less than the exempt deposit cutoffi&er (nillion) but at least equal

to the exemption amount ($4.7 million) will be able to file the Annual Report of Total Deposits and Reservable
Liabilities (FR2910a). Instutions that have total deposits less than the exemption amount ($4.7 million) are not
required to file deposit reports if their deposits can be estimated from other data sources.

Finally, the Board may require a depository institution to report on a weekly basis, regardless of the cutoff
level, if the institution manipulates its total deposits and other reservable liabilities in order to qualify for quarterly
reporting. Similarly, any depository institution that reports quarterly may be required to report weekly and to
maintain appropriate reserve balances with its Reserve Bank if, during its computation period, it understates its
usual reservable liabilities or overstates the deductions allowed in computing required reserve balances.

Notice and public participationThe provisions of 5 U.S.C. 553(b) relating to notice and public participation
have not been followed in connection with the adoption of these amendments because the amendments involve
expected, ministerial adjustments prescribed by statute and by an interpretative statement reaffirming the Board's
policy concerning reporting practices. Moreover, the low reserve tranche adjustment and the reservable liabilities
exemption adjustment are required to be effective for the next calendar year even though the data which they are
required to reflect are only available late in the prior year. In addition, the reservable liabilities exemption
adjustment and the increases for reporting purposes in the deposit cutoff levels reduce regulatory burdens on
depository institutions, and the low reserve tranche adjustment will havaiaides effect on depository
institutions with net transacticatcounts exceedir®7.8 nillion. Accordingly, the Board finds good cause for
determining, and so determines, that notice and public participation is unnecessary, impracticable, or contrary to
the public interest.

The provisions of 5 U.S.C. 553(d) relating to notice of the effective date of a rule have not been followed in
connection with the adoption of these amendments because the low reserve tranche adjustment and the reservable
liabilities adjustment are expected, ministerial amendments prescribed by statute. Moreover, they are required to
be effective for the next calendar year even though the data which they are required to reflect are only available
late in the prior year. In addition, the reservable liabilities adjustment and the increase in deposit cutoff levels for
reporting purposes relieve a restriction on depository institutions, and the low reserve tranche will have a de
minimis effect on depository institutions with net transactooounts exceedirgf 7.8 nillion. Accordingly, there
is good cause to determine, and the Board so determines, that such notice is impracticable or unnecessary.
Regulatory Flexibility Analysis

The Board certifies that these amendments will not have a substantial economic impact on small depository
institutions. _Seé&Notice and Public Participation" above.
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List of Subjects in 12 CFR Part 204

Banks, bankig, Reporting and recordkeg@ng requirements.
For the reasons set forth in freamble, the Board is amengibh2 CFR Part 204 as follows:

PART 204 -- RESERVE REQUIREMENTS OF DEPOSITORY INSTITUTIONS (REGULATION D)
1. The authonitcitation for Part 204 continues to read as follows:
Authority: 12 U.S.C. 248(a), 248(c), 371a, 461, 601, 611, and 3105.
2. Section 204.9 is revised to read as follows:
§ 204.9 Reserve requirement ratios.
(a) Reserveercentges The followirg reserve ratios argrescribed for all dapsitoly institutions, Ede and
Agreement cquorations, and United States branches geddaes of forain banks:

Catagory Reserve rquirement

Net transaction accounts:

$0 to $47.8 riflion 3 percent of amount.

over $47.8 riflion $1,434,000plus 10
percent of amount over $47.8lhkon.

Nonpersonal time daosits Opercent.

Eurocurreng liabilities O percent.

(b)_Exemtion from reserve gpirements Each dpositoly institution, Edje or greement cquoration, and
U.S. branch orgeng of a foregn bank is suject to a zergercent reserve gairement on an amount of its
transaction accounts gebt to the low reserve trancheparagraph (a) of this section not in excess of $4.7 million
determined in accordance witt284.3(a)(3).

By order of the Board of Governors of the Federal Resgister, November 13, 1997.

William W. Wiles
Secretay of the Board

BILLING CODE 6210-01-P

¥ Before deducting the adjustment to be made by the paragraph (b) of this section.



