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12 CFR Ch. II (1–1–10 Edition) § 204.123 

§ 204.123 Sale of Federal funds by in-
vestment companies or trusts in 
which the entire beneficial interest 
is held exclusively by depository in-
stitutions. 

(a) The Federal Reserve Act, as 
amended by the Monetary Control Act 
of 1980 (Title I of Pub. L. 96–221) im-
poses Federal Reserve requirements on 
transaction accounts and nonpersonnel 
time deposits held by depository insti-
tutions. The Board is empowered under 
the Act to determine what types of ob-
ligations shall be deemed a deposit. 
Regulation D—Reserve Requirements 
of Depository Institutions exempts 
from the definition of deposit those ob-
ligations of a depository institution 
that are issued or undertaken and held 
for the account of a domestic office of 
another depository institution (12 CFR 
204.2(a)(1)(vii)(A)(1)). These exemptions 
from the definition of deposit are 
known collectively as the Federal funds 
or interbank exemption. 

(b) Title IV of the Depository Institu-
tions Deregulation and Monetary Con-
trol Act of 1980 authorizes Federal sav-
ings and loan associations to invest in 
open-ended management investment 
companies provided the funds’ invest-
ment portfolios are limited to the 
types of investments that a Federal 
savings and loan association could hold 
without limit as to percentage of as-
sets (12 U.S.C. 1464(c)(1)(Q)). Such in-
vestments include mortgages, U.S. 
Government and agency securities, se-
curities of states and political subdivi-
sions, sales of Federal funds and depos-
its held at banks insured by the Fed-
eral Deposit Insurance Corporation. 
The Federal Credit Union Act author-
izes Federal credit unions to aggregate 
their funds in trusts provided the trust 
is limited to such investments that 
Federal credit unions could otherwise 
make. Such investments include loans 
to credit union members, obligations of 
the U.S. government or secured by the 
U.S. government, loans to other credit 
unions, shares or accounts held at sav-
ings and loan associations or mutual 
savings banks insured by FSLIC or 
FDIC, sales of Federal funds and shares 
of any central credit union whose in-
vestments are specifically authorized 
by the board of directors of the Federal 

credit union making the investment (12 
U.S.C. 1757(7)). 

(c) The Board has considered whether 
an investment company or trust whose 
entire beneficial interest is held by de-
pository institutions, as defined in 
Regulation D, would be eligible for the 
Federal funds exemption from Reserve 
requirements and interest rate limita-
tions. The Board has determined that 
such investment companies or trusts 
are eligible to participate in the Fed-
eral funds market because, in effect, 
they act as mere conduits for the hold-
ers of their beneficial interest. To be 
regarded by the Board as acting as a 
conduit and, thus, be eligible for par-
ticipation in the Federal funds market, 
an investment company or trust must 
meet each of the following conditions: 

(1) The entire beneficial interest in 
the investment company or trust must 
be held by depository institutions, as 
defined in Regulation D. These institu-
tions presently may participate di-
rectly in the Federal funds market. If 
the entire beneficial interest in the in-
vestment company or trust is held only 
by depository institutions, the Board 
will regard the investment company or 
trust as a mere conduit for the holders 
of its beneficial interest. 

(2) The assets of the investment com-
pany or trust must be limited to in-
vestments that all of the holders of the 
beneficial interest could make directly 
without limit. 

(3) Holders of the beneficial interest 
in the investment company or trust 
must not be allowed to make third 
party payments from their accounts 
with the investment company or trust. 
The Board does not regard an invest-
ment company or trust that offers 
third party payment capabilities or 
other similar services which actively 
transform the nature of the funds pass-
ing between the holders of the bene-
ficial interest and the Federal funds 
market as mere conduits. 
The Board expects that the above con-
ditions will be included in materials 
filed by an investment company or 
trust with the appropriate regulatory 
agencies. 

(d) The Board believes that permit-
ting sales of Federal funds by invest-
ment companies or trusts whose bene-
ficial interests are held exclusively by 
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Federal Reserve System § 204.124 

1 The term United States government or any 
agency thereof as used herein shall have the 
same meaning as in § 204.2(a)(1)(vii)(B) of 
Regulation D, 12 CFR 204.2(a)(1)(vii)(B). 

depository institutions, that invest 
solely in assets that the holders of 
their beneficial interests can otherwise 
invest in without limit, and do not pro-
vide third party payment capabilities 
offer the potential for an increased 
yield for thrifts. This is consistent 
with Congressional intent to provide 
thrifts with convenient liquidity vehi-
cles. 

[47 FR 8987, Mar. 3, 1982, as amended at 52 FR 
47695, Dec. 16, 1987] 

§ 204.124 Repurchase agreement in-
volving shares of a money market 
mutual fund whose portfolio con-
sists wholly of United States Treas-
ury and Federal agency securities. 

(a) The Federal Reserve Act, as 
amended by the Monetary Control Act 
of 1980 (title I of Pub. L. 96–221) imposes 
Federal reserve requirements on trans-
action accounts and nonpersonal time 
deposits held by depository institu-
tions. The Board is empowered under 
the Act to determine what types of ob-
ligations shall be deemed a deposit (12 
U.S.C. 461). Regulation D—Reserve Re-
quirements of Depository Institutions 
exempts from the definition of deposit 
those obligations of a depository insti-
tution that arise from a transfer of di-
rect obligations of, or obligations that 
are fully guaranteed as to principal and 
interest by, the United States govern-
ment or any agency thereof that the 
depository institution is obligated to 
repurchase (12 CFR 204.2(a)(1)(vii)(B)). 

(b) The National Bank Act provides 
that a national bank may purchase for 
its own account investment securities 
under limitations and restrictions as 
the Comptroller may prescribe (12 
U.S.C. 24, ¶ 7). The statute defines in-
vestment securities to mean market-
able obligations evidencing indebted-
ness of any person in the form of bonds, 
notes, and debentures. The Act further 
limits a national bank’s holdings of 
any one security to no more than an 
amount equal to 10 percent of the 
bank’s capital stock and surplus. How-
ever, these limitations do not apply to 
obligations issued by the United 
States, general obligations of any state 
and certain obligations of Federal 
agencies. In addition, generally a na-
tional bank is not permitted to pur-
chase for its own account stock of any 

corporation. These restrictions also 
apply to state member banks (12 U.S.C. 
335). 

(c) The Comptroller of the Currency 
has permitted national banks to pur-
chase for their own accounts shares of 
open-end investment companies that 
are purchased and sold at par (i.e., 
money market mutual funds) provided 
the portfolios of such companies con-
sist solely of securities that a national 
bank may purchase directly (Banking 
Bulletin B–83–58). The Board of Gov-
ernors has permitted state member 
banks to purchase, to the extent per-
mitted under applicable state law, 
shares of money market mutual funds 
(MMMF) whose portfolios consist sole-
ly of securities that the state member 
bank may purchase directly (12 CFR 
208.123). 

(d) The Board has determined that an 
obligation arising from a repurchase 
agreement involving shares of a 
MMMF whose portfolio consists wholly 
of securities of the United States gov-
ernment or any agency thereof 1 would 
not be a deposit for purposes of Regula-
tions D and Q. The Board believes that 
a repurchase agreement involving 
shares of such a MMMF is the func-
tional equivalent of a repurchase 
agreement directly involving United 
States government or agency obliga-
tions. A purchaser of shares of a 
MMMF obtains an interest in a pro rata 
portion of the assets that comprise the 
MMMF’s portfolio. Accordingly, re-
gardless of whether the repurchase 
agreement involves United States gov-
ernment or agency obligations directly 
or shares in a MMMF whose portfolio 
consists entirely of United States gov-
ernment or agency obligations, an eq-
uitable and undivided interest in 
United States and agency government 
obligations is being transferred. More-
over, the Board believes that this in-
terpretation will further the purpose of 
the exemption in Regulations D and Q 
for repurchase agreements involving 
United States government or Federal 

VerDate Nov<24>2008 10:48 Jan 26, 2010 Jkt 220036 PO 00000 Frm 00127 Fmt 8010 Sfmt 8010 Y:\SGML\220036.XXX 220036er
ow

e 
on

 D
S

K
5C

LS
3C

1P
R

O
D

 w
ith

 C
F

R


		Superintendent of Documents
	2014-09-02T15:50:22-0400
	US GPO, Washington, DC 20401
	Superintendent of Documents
	GPO attests that this document has not been altered since it was disseminated by GPO




