FEDERAL RESERVE SYSTEM

12 CFR Part 204

[ Regul ati on D; Docket No. R-1026]

Reserve Requirenents of Depository Institutions

ACGENCY: Board of Governors of the Federal Reserve System
ACTION:  Final rule.

SUMVARY: The Board is anmendi ng Regul ation D, Reserve

Requi rements of Depository Institutions, to decrease the anount
of transaction accounts subject to a reserve requirenent ratio of
three percent, as required by section 19(b)(2)(C of the Federal
Reserve Act, from$47.8 mllion to $46.5 mllion of net
transaction accounts. This adjustnent is known as the | ow
reserve tranche adjustnment. The Board is increasing from$4.7
mllion to $4.9 mllion the anmount of reservable liabilities of
each depository institution that is subject to a reserve

requi renent of zero percent. This action is required by

section 19(b)(11)(B) of the Federal Reserve Act, and the
adjustnment is known as the reservable liabilities exenption
adjustnment. The Board is also increasing the deposit cutoff

| evel s that are used in conjunction with the reservable
liabilities exenption to determ ne the frequency of deposit
reporting from$78.9 mllion to $81.9 million for nonexenpt
depository institutions and from$50.7 mllion to $52.6 mllion
for exenpt institutions. (Nonexenpt institutions are those with
total reservable liabilities exceeding the anbunt exenpted from
reserve requirenments ($4.9 mllion) while exenpt institutions are
those with total reservable liabilities not exceedi ng the anpunt
exenpted fromreserve requirenents.) Thus, beginning in

Sept enber 1999, nonexenpt institutions with total deposits of
$81.9 mllion or nore will be required to report weekly while
nonexenpt institutions with total deposits less than $81.9
mllion may report quarterly, in both cases on form FR 2900.
Simlarly, exenpt institutions with total deposits of $52.6
mllion or nore will be required to report quarterly on formFR
2910g whil e exenpt institutions with total deposits |less than
$52.6 mllion may report annually on form FR 2910a.

DATES: Effecti ve date: Decenmber 1, 1998.

Conpl i ance dates: For depository institutions that
report weekly, the | ow reserve tranche adjustnent and the
reservable liabilities exenption adjustnment will apply to the
reserve conputation period that begins Tuesday, Decenber 1, 1998,
and the correspondi ng reserve mai ntenance period that begins
Thur sday, Decenber 31, 1998. For institutions that report




quarterly, the |l ow reserve tranche adjustnent and the reservable
l[Tabilities exenption adjustnment will apply to the reserve

conput ation period that begins Tuesday, Decenber 15, 1998, and

t he correspondi ng reserve mai ntenance period that begins

Thur sday, January 14, 1999. For all depository institutions, the
deposit cutoff levels will be used to screen institutions in the
second quarter of 1999 to determ ne the reporting frequency for
the twelve nonth period that begins in Septenber 1999.

FOR FURTHER | NFORMATI ON CONTACT: Rick Heyke, Attorney
(202/ 452- 3688), Legal Division, or June O Brien, Econom st

(202/ 452-3790), Division of Mumetary Affairs; for the hearing
inpaired only, contact Di ane Jenkins, Tel ecommuni cations Device
for the Deaf (TDD)(202/452-3544); Board of Governors of the
Federal Reserve System 20'" and C Streets, N. W, Washington, DC
20551.

SUPPLEMENTARY | NFORMATI ON:  Section 19(b)(2) of the Federal
Reserve Act (12 U S.C. 461(b)(2)) requires each depository
institution to maintain reserves against its transaction accounts
and nonpersonal tinme deposits, as prescribed by Board
regulations. The initial reserve requirenents inposed under
section 19(b)(2) were set at three percent for net transaction
accounts of $25 mllion or less and at 12 percent on net
transacti on accounts above $25 mllion for each depository
institution. Effective April 2, 1992, the Board | owered the
required reserve ratio applicable to transaction account bal ances
exceeding the |ow reserve tranche from 12 percent to 10 percent.
Section 19(b)(2) also provides that, before Decenber 31 of each
year, the Board shall issue a regulation adjusting the |ow
reserve tranche for the next calendar year. The adjustnent 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 adjustnent.

Currently, the | ow reserve tranche on net transaction
accounts is $47.8 million. Net transaction accounts of al
depository institutions decreased by 3.5 percent (from $713.6
billion to $688.6 billion) from June 30, 1997, to June 30, 1998.
I n accordance with section 19(b)(2), the Board is anmendi ng
Regul ation D (12 CFR Part 204) to decrease the | ow reserve
tranche for transaction accounts for 1998 by $1.3 mllion to
$46.5 million.

Section 19(b)(11)(A) of the Federal Reserve Act (12
US. C 461 (b)(11)(B)) provides that $2 mIlion of reservable



liabilitiesY of each depository institution shall be subject to
a zero percent reserve requirenent. Each depository institution
may, in accordance with the rules and regul ati ons of the Board,
designate the reservable liabilities to which this reserve

requi renent exenption is to apply. However, if net transaction
accounts are designated, only those that woul d ot herw se be
subject to a three percent reserve requirenent (i.e., net
transaction accounts within the | ow reserve requirenment tranche)
may be so desi gnat ed.

Section 19(b)(11)(B) of the Federal Reserve Act
provi des that, before Decenber 31 of each year, the Board shal
i ssue a regulation adjusting for the next cal endar year the
dol | ar amobunt of reservable liabilities exenpt fromreserve
requirenents. Unlike the adjustnment for the | ow reserve tranche
on net transaction accounts, which adjustnment can result in a
decrease as well as an increase, the change in the exenption
anount is to be made only if the total reservable liabilities
held at all depository institutions increase fromone year to the
next. The percentage increase in the exenption is to be 80
percent of the increase in total reservable liabilities of al
depository institutions as of the year ending June 30. Total
reservable liabilities of all depository institutions increased
by 4.6 percent (from$1,821.2 billion to $1,904.6 billion) from
June 30, 1997, to June 30, 1998. Consequently, the reservable
l[iabilities exenption anmount for 1999 under section 19(b)(11)(B)
will be increased by $0.2 million to $4.9 nmillion.#?

The effect of the application of section 19(b) of the
Federal Reserve Act to the change in the total net transaction
accounts and the change in the total reservable liabilities from
June 30, 1997, to June 30, 1998, is to decrease the | ow reserve
tranche to $46.5 mllion, to apply a zero percent reserve
requirenent on the first $4.9 mllion of transaction accounts,
and to apply a three percent reserve requirenent on the renai nder
of the | ow reserve tranche.

The tranche adjustnent and the reservable liabilities
exenption adjustnment for weekly reporting institutions wll be
effective for the reserve conputation period begi nni ng Tuesday,

Y Reservable liabilities include transaction accounts,
nonper sonal tinme deposits, and Eurocurrency liabilities as
defined in section 19(b)(5) of the Federal Reserve Act. The
reserve rati o on nonpersonal tine deposits and Eurocurrency
liabilities is zero percent.

2 Consistent with Board practice, the tranche and
exenption anounts have been rounded to the nearest $0.1 mllion.
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Decenber 1, 1998, and for the correspondi ng reserve mai ntenance
peri od begi nni ng Thursday, Decenber 31, 1998. For institutions
that report quarterly, the tranche adjustnent and the reservable
l[Tabilities exenption adjustnment will be effective for the
conput ation period begi nning Tuesday, Decenber 15, 1998, and for
t he reserve mai ntenance period begi nning Thursday, January 14,
1999. In addition, all institutions currently submtting form
FR 2900 must continue to submt reports to the Federal Reserve
under current reporting procedures.

In order to reduce the reporting burden for smal
institutions, the Board has established deposit reporting cutoff
| evel s to determ ne deposit reporting frequency. Institutions
are screened during the second quarter of each year to determ ne
reporting frequency beginning the follow ng Septenber. In July
of 1988 the Board set a single cutoff level for all depository
institutions of $40 million plus an amobunt equal to 80 percent of
the annual rate of increase of total deposits.? In August of
1994, the Board replaced the single deposit cutoff |evel that had
applied to both nonexenpt and exenpt institutions with separate
cutoff levels, increasing the cutoff |evel for nonexenpt
institutions, and in Septenber 1997 further increased the cutoff
| evel for nonexenpt institutions to $75.0 mllion. |n Septenber
1998, the cutoff |evel for nonexenpt institutions, which
determ nes whet her they report (on FR 2900) quarterly or weekly,
was raised to $78.9 million, and the deposit cutoff |evel for
exenpt institutions, which determ nes whether they report
annual ly (on FR 2910a) or quarterly (on FR 2910q), was raised to
$50.7 million.

From June 30, 1997, to June 30, 1998, total deposits
increased 4.8 percent, from$4,441.3 billion to $4,653.2 billion.

Accordi ngly, the nonexenpt deposit cutoff level will increase by
$3.0 million to $81.9 mllion and the exenpt deposit cutoff |evel
will increase by $1.9 million to $52.6 nmillion. Based on the

i ndexation of the reservable liabilities exenption, the cutoff

| evel for total deposits above which reports of deposits nust be
filed will rise from$4.7 mllionto $4.9 mllion. |Institutions
with total deposits below $4.9 million will be excused from
reporting if their deposits can be estinmated from ot her data
sources. The $81.9 mllion cutoff level for weekly versus
quarterly FR 2900 reporting for nonexenpt institutions, the $52.6
mllion cutoff level for quarterly FR 2910q versus annual

3 "Total deposits" as used in determning the cutoff |evel
i ncludes not only gross transaction deposits, savings accounts,
and tinme deposits, but also reservable obligations of affiliates,
i neligible acceptance liabilities, and net Eurocurrency
lTabilities.
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FR 2910a reporting for exenpt institutions, and the $4.9 nmillion
| evel threshold for reporting will be used in the second quarter
1999 deposits report screening process, and the adjustnents wl|
be made when the new deposit reporting panels are inplenmented in
Sept enber 1999.

All U S. branches and agenci es of foreign banks and all
Edge and agreenent corporations, regardl ess of size, are required
to file weekly the Report of Transaction Accounts, Oher Deposits
and Vault Cash (FR 2900). After the indexations becone effective
in 1999, all other institutions that have reservable liabilities
in excess of the exenption level of $4.9 million prescribed by
section 19(b)(11) of the Federal Reserve Act (known as "nonexenpt
institutions") and total deposits at |east equal to the nonexenpt
deposit cutoff level ($81.9 million) will be required to file
weekly the Report of Transaction Accounts, Oher Deposits and
Vault Cash (FR 2900) for the twelve nonth period starting
Septenber 1999. However, nonexenpt institutions with total
deposits I ess than the nonexenpt deposit cutoff |evel ($81.9
mllion), will be able to file the FR 2900 quarterly.
Institutions that obtain funds fromnon-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 sanme frequency as they file the FR 2900.

Institutions with reservable liabilities at or bel ow
the exenption level ($4.9 mllion) (known as exenpt
institutions) will be required to file the Quarterly Report of
Sel ected Deposits, Vault Cash, and Reservable Liabilities
(FR 2910q) if their total deposits equal or exceed the exenpt
deposit cutoff level ($52.6 million). Exenpt institutions with
total deposits |less than the exenpt deposit cutoff |evel ($52.6
mllion) but at |east equal to the exenption amount ($4.9
mllion) will be able to file the Annual Report of Total Deposits
and Reservable Liabilities (FR 2910a). Institutions that have
total deposits less than the exenption amount ($4.9 million) are
not required to file deposit reports if their deposits can be
estimated from ot her data sources.

Finally, the Board may require a depository institution
to report on a weekly basis, regardless of the cutoff level, if
the institution mani pulates its total deposits and ot her
reservable liabilities in order to qualify for quarterly
reporting. Simlarly, 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
conputation period, it understates its usual reservable
liabilities or overstates the deductions allowed in conputing
requi red reserve bal ances.



Notice and public participation. The 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
amendnent s because the anmendnents involve expected, mnisteria
adj ustnments prescribed by statute and by an interpretative
statenent reaffirmng the Board's policy concerning reporting
practices. Mreover, the | ow reserve tranche adjustnent and the
reservable liabilities exenption adjustnent are required to be
effective for the next cal endar year even though the data which
they are required to reflect are only available late in the prior
year. |In addition, the reservable liabilities exenption
adj ustment and the increases for reporting purposes in the
deposit cutoff levels reduce regulatory burdens on depository
institutions, and the | ow reserve tranche adjustnment will have a
de mnims effect on depository institutions with net transaction
accounts exceeding $46.5 mllion. Accordingly, the Board finds
good cause for determ ning, and so determ nes, that notice and
public participation is unnecessary, inpracticable, 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 anendnments because the | ow reserve
tranche adjustment and the reservable liabilities adjustnment are
expected, mnisterial anmendnents prescribed by statute.

Moreover, they are required to be effective for the next cal endar
year even though the data which they are required to reflect are
only available late in the prior year. 1In addition, the
reservable liabilities adjustnent 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 mnims effect on depository institutions with net transaction
accounts exceeding $46.5 mllion. Accordingly, there is good
cause to determ ne, and the Board so determ nes, that such notice
is inpracticable or unnecessary.

Requl atory Flexibility Analysis

The Board certifies that these anendnments will not have
a substantial econom c inpact on small depository institutions.
See "Notice and Public Participation"” above.

Li st of Subjects in 12 CFR Part 204

Banks, banking, Reporting and recordkeeping
requirenents



For the reasons set forth in the preanble, the Board is
anending 12 CFR Part 204 as foll ows:

PART 204 -- RESERVE REQUI REMENTS OF DEPGSI TORY | NSTI TUTI ONS
( REGULATI ON D)
1. The authority citation for Part 204 continues to
read as foll ows:

Authority: 12 U. S. C. 248(a), 248(c), 371a, 461, 601,
611, and 3105.

2. Section 204.9 is revised to read as foll ows:



8 204.9 Reserve requirenent ratios.

(a) Reserve percentages. The follow ng reserve ratios
are prescribed for all depository institutions, Edge and
Agreenment corporations, and United States branches and agencies
of foreign banks:

Cat egory Reserve requirenment?

Net transaction accounts:

$0 to $46.5 nillion 3 percent of anount.

over $46.5 mllion $1, 395, 000 plus 10
percent of anount over $46.5
mllion.

Nonper sonal time deposits 0 percent.

Eurocurrency liabilities 0 percent.

(b) Exenption fromreserve requirenents. Each
depository institution, Edge or agreenent corporation, and U S.
branch or agency of a foreign bank is subject to a zero percent
reserve requirenment on an anount of its transaction accounts
subject to the |low reserve tranche in paragraph (a) of this
section not in excess of $4.9 mllion determ ned in accordance
with 8 204.3(a)(3).

By order of the Board of CGovernors of the Federal
Reserve System Novenber 23, 1998.
(Signed) Jennifer J. Johnson

Jennifer J. Johnson
Secretary of the Board

Y Before deducting the adjustnent to be made by the
paragraph (b) of this section.
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