FEDERAL RESERVE BANK
OF NEW YORK

Circular No. 9393 \
[ November 5, 1982 J

FEDERAL RESERVE FLOAT
Reduction and Pricing Proposals

To All Depository Institutions in the Second
Federal Reserve District, and Others Concerned:

Following is the text of a statement issued by the Board of Governors of the Federal Reserve System:

. The Federal Reserve Board.has requested comment on propased changes in procedures that would eliminate, or
subject to pricing, nearly $1% billion dollars of Federal Reserve float.

The Board asked for comment by December 15, 1982.

~The Board acted under the directives of the Monetar?/ Control Act of 1980 which require the Federal Reserve to charge
for its services and to price float. Most Federal Reserve float is the value of checks for which the Federal Reserve has given
cr?dlt to,thedlnstltutloP that gave the checks to the Federal Reserve for collection, but for which the Federal Reserve hds not
yet received payment.

Federal Reserve float averages about $1.8 billion daily. The measures on which the Board requests comment are
$xpgctedt to result in the elimination or pricing of about 80 percent of this amount. Priced float will be valued at the Federal
unds rate.

The Board’s proposals follow adoption of a number of measures over the Bast several years that have substanhally
recuced float, chiefl t%ymea_ns of improved internal operating procedures. In 1979, Federal Reserve float averaged $6.
billion daily. In 1980, following initial moves by the Federal Reserve, daily average Federal Reserve float was reduced to
$4.2 billion and at current levels is running 73 percent below the 1979 average: _ N
The Board made its. proposals after extensive review of suggestions for additional float reduction and prlcmg
developed under the direction of the Federal Reserve’s Pricing Policy Committee. Following this review, the Board settle
on several proposals on which it desires to receive comment. These proposals rePresen a combjnation of changes in
Federal Reserve operating procedures that could further reduce float and subject the remaining float to pricing.
The proposals — spelled out in the accompanying notice of the Board action — are: _
.1 Allow the Federal Reserve Banks to offer depository institutions whose checks they clear two or more options for
recelvm% credit for checks given to the Federal Reserve for collection. (See Pages 2 and 3 of the attached notice.) In
eneral, the options would Rermlt Federal Reserve Banks to eliminate this type of float by not[qlvm credit for checks until
ey are collected, or to charge banks to which credit is glven while chécks are being collected.
It is expected that the proposed revised crediting procedures could reduce daily average Federal Reserve float by some
$900 million, or appro_xmatelK half of the current amount. S T
2. Eliminate or price another important component of Federal Reserve float associated with the return of interterritory
checks which are not accepted for payment by the depository institution on which they are drawn. These “retum items”™
generate float because the Federal Reserve gives credit for'them to the returning indtitution before it collects from the
institution that originally deposited the checks with the Federal Reserve.
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The ,ProRosal I$ 0 debit the account at the Federal Reserve Bank of the institution which originally deposited the
checks with the Federal Reserve. The debit would be for Iar%e ($50,000 or more) interterritory returf items and would be

made on the same day. the items are received from the réturning institution Dy the Federal Reserve. The dep05|t|n8
Institution would be advised by wire, not later than 3p.m., ofthe rettims. It is expected that this would eliminate some $15
million of the daily average of $200 million in float caused by returned checks. _ _

3 Explicitly price two other types of Federal Reserve float — holdover float, and “other mtrate_rrltor}/ float."1
Holdover float results when a Federal Reserve office is unable to process checks it receives on a timely basis. Qther
%ntrtaterrltory float results from delays in collection of checks due o severe weather, equipment failure or operational
actors,

The first proposed procedure, if adopted, would be implemented after the Board has made decisions on two
outstanding proposals for speeding up check collection, involving noon presentment of checks and modification of the
deadline for the deposit of checks for collection. _ _

rtThe second proposal would be implemented, if adopted, during the second quarter of 1983; the third at the end of that
quarter. T L

R_emamm% Federal Reserve float — currently about $250 million daily average — arises dprlmar_lly from noncheck
operatigns such as securities transfers, wire transfers, and from the oPeratlons of automated clearing houses. These
categories of float are bem%_studled further by the System. It is expected that the results of these studies and recom-
mendations for pricing of this type of float will be considered by the Board in 1983,

Printed on the following pages is the text of the Board’s proposals. Comments thereon should be submitted by
December 15, 1982, and may be sent to James O. Aston, Vice President, Check Processing Function.

Anthony M. Solomon,

President.
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1980, roat requction efforts have been |ntensrf|ed In 1979 daily
average Federal Reserve float was $6.7 billion, 80, arf[v average
Federal Reserve roa% decreased to a_level of $4.2 billion. urrn?
the second quarter of 1982, Federal Reserve float averaged $1.8 biflion
daily—73 percent below 1979 levels.

After revrew of progosals to |mlo|e(r§tent aditrtronal float reduction

efforts and p rrcrnﬁ; Boar f determined to solicit ?mment on

three prop osals which co lectively, c%uld result in the eliminatign

of prr |ng f about 80 percent of the $1.8 billion daily average float.
proposals represent a combrnatron of operational changes 0 reduce

ederal Reserve float and explicit pricing of such float remarnrn% after

operatronal iImprovements are ‘implemented.” It I expected that th

prohosals if adopted, would be implemented during the second quarter

f 1983, 'The value of Federal Reserve float would be calculated o

the basis. of the Federal funds rate published in the Board's H15 (519)

release titled "Selected Interest Rates."

The Board believes these progosals are; 1) consjstent with
the MCA and previous Board decisions reasonable In thejr impact
?(eposrtor Insti utrons and 3 0 er tionally feasible for the Res?rve
Moreover, t ese prpp osas ? er with steps taken previously,
should contribute to the efficiency of the payments mechanrsm

The Iarge?t component of Federal Reserve fdloa IS assocr
with the shipment™of checks (cash items) between Fe era Reserve o |ces
This Interterritory float Is created when a Reserve Bank credits, on

the basis of a fixed availability schedule the mstrtutron that deposits
the checks, but the checks cure ot received b v paying institution's
Federal Reserve office on a trmely basis and thys the charge to the
payrng institution 1s delayed. Interterritory float arise$ from checks
including checks contaied in "Other Fed" cash letters, shipped on Federal
Reserve a[)ran ed transportation, as weII as_those shipped on transportation
arranged srtory Institutions. The Board is re?uestrn comment,

on a pro osa 0 eliminate or prrce this caterTrory loat Permrttrng
Reserve anks to modrf)é3 thelir cred |t|ng ractices for interterritory
check sh |pments oard exi)ects thes credrtrn rocedures |f adopted,
to. reduce d a| Y. fzaverz1 e Fe eral Reserye Loat %P rogrmateg 900

million. ecifl , Reserve Bank woul ository Institutions
(r)rg) |Ir§hsd|5t ict a chorce etween two or more 0 he following crediting

1, Credit would_be given on the day the checks are received
o2 ytm ly basis by the collecting Fedefal Reserve Bank (“actual availa-

ty")?

2. Credit would be given on the basis of a fixed availability
schedule (unrque to_ each institution) so that part of an institution’s
credit for a deposit is deferred an addrtronal day, and, on average,
float is zero (“fractional avatlability"); a

Credit would be given on the hasis of a fixed availabilit
schedule, Wrth compensation fo ? 9 f?oat being made througn either y

"as of" adjustments to correct for float after |t 0Ccurs
(trxed availability with 'as of' adjustments”), o
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. earnings credits on a clearing balance maintained by the
dep%srtory rnftrtutron with the Value of float deter rned
at the Federal funds rate, which Is the same rate use
compute the earnings credits.

Actual avarlabrlrt% would be rmplemented through an interterritory
cash letter monitoring . syste W herehy a Reserve Bank and the depositing
bank would know earIy in t e day Whrch cash Ietters arrived timely at
b REOE RS it el BESrabe are e 0. poyor inciruciane no Hloa
r it wh ingtity ,

wouqr?h %rea ed. With Pragtrona? avail abw 8 epo stng institution
would receive ?artral avallability for its rnterterrrtory check shrpments
on the basis of a fixed sched ule.”  This avar abrlrtly would bg based
on the Reserve Bank's actual experience during a B lor period In coIIectrng
items for that institution. On average, Fedéral eserv f oat under
this procedure. should be abouf 2810 durrn? the course of a ear Under
the fixed availability with "as of" adjusments credrtrng rr)roce ure,
the Federal Reserve office .in whose territory the dep osrtr 0 rnstrtutron

s located would grve provisional credit, based on frxe avar abi rty
schedules for _chéck deposits (h?th drrect and_consolj % shipments
sent. to other Federal Reserve offices. Float incurred epositin
rn?trtutron during a reserve marntenahce period (Week ong Woud be
calculated by a Federal Reserve office during the following reserve
maintenance period (Week two). .~ An "as of" adjustment woyld then be
made to the depositing institution's account to be effective during
the next reserve maintenance period f(week three) More detailed descriptions
of the four options may be obtained from the ReServe Banks.

As an alternative to changrng credrtrn? procedures, it has
been SUP ested that Reserve Bapks cou pIrcrt)f price interterritory
che K H(? ar%\ng 8? ?[ rnstrtutrons directly fo f "actual" roat
ing~the v oat Into, check rrces argrn%nﬁ)x
rnsttutrons directly for float entails complex technical rstratrve
accounting, and legal issues.  With respect to folding the valug
float into check prices, the Federal Reserve does not believe that a
consensus exists Within_the “banking _industry with respect to the best
approach to be taken. The Federal Reserve believes further that to
exglrcrtly charge for this float cateqory in éfh equitable manper would
necessitate keeping track of the floa create 8 each Individual check.
This would be 0peratrona|ly burdensome and would” increase costs to
depository institutions using Federal Reserve check services.

Another srgnrfrcant component of float is associated with
return items. Return item float generally occurs with interterritory
shipments when a Reserve Bank office recerves from a, [ﬁ)a or rnstrtutron
within its terrrtoru a returned check deposited origi ny an institution
outside 1ts territory ("de Rosrtrng rnstrtutron g urrert. System procedures
specity that payor (returning) institutions receive immeaiate credit
for return items. Float ayiSes since current interterritory accountin
procedures do not provide for immediate debiting of the deposrtrnq institu-
trons account for return items prior to receipt of the items by the
depositing institution's local Federal Reserve offrce The Board s
re uestrnq comment .op a proposal. to eliminate or rrce this float by

9 q gosrtrn Institutions" account or %Ve Interterritgr
retu tems (350,000 or more) based on receipt of a wire notificatjo
from the returnrng Federal Reserve office. The depositing institution
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whose account was being charged would receive from its Reserve Bank
the wire notifications™ as the}/ become available, but in no event later

than 3:00 Em As an alternative to havrn? Its account debrted rmmedrately,
a de OSI}.. y Institution could compensate Tor return item float th rou(g;h|
an "as of" adjystment to Jts account. The accounting notification would

reduce return”item float h ermitting Reserve Ban|<s {0 make same-ga

debits and creofrts It |sycgntemplat%d that the notification wouldy

contarn information concerning the returned item; for example the notification
state the name of the Hrawee bank, dolar value of ene ch 1ec ar?/ee

re son for return, etc.  The dollar cut-off for the Wrre notificatio

W}ould ttre revrewed perrhodrcally t detelrdmrne thetfeasr ility t0 Io$vi/5er|ng

e cut-o roposal would eliminate approximate
millio tthe %20 mru Pn return |tem n?Ioat anpp f( cfl t%d, would
be Im emented during the second quarter o . Remarnrn return

item float would be Valued at the ‘average Federal funds rate and be
added to the overhead costs for the cheCk collection service.

Public comment is also reuuested on a proposal to explicitly
price two_additional categories of float: holdover roat and other
|ntraterr|tory float.  During the first two quarters of 1982, these

0 cate orres averaged %?90 million r]iarl Hold over roai resultin %
when a Federa] Reserve office rs ynable t Broce? or co lection chetk
deposits received on a timely basis, wou evaue the average

Federal fund% rate and added” to Ithe overh e d. costs or e check coIIecbtrPn
servrce Other Intraterritory float, resu trn rrmarr rom the [nabilit

of a Fede al Reserve office to make resentment o check ? f Payor rnstrtutr ons
as a resu t 8 severe weather, tra 8 ortation equipment H el or

operational delays, would be priced in the same méthod as holdover float.

- Comment is also requested on operational difficulties that
deposrtoru institutions may encounter as a result of the anticipated

Implementation of these proposals, 1f they are ado ted, during the second
qugrter ofa Prop y d J

Further study will be done on the prrcrng of two other categorres

of float: float assoclated with non- check activities such as wire, transfers,

securrtres tr%nsferf automated flearrn house |terns and other mrscellaneous

items ("non-check float"), and float inturre the S){stem Incl ent

to the marntenance of an"efficient and reIrabIe ayments system urrn%

trmes of a natura drsagter and other extraordrn ry crr%umstances sidual
that the results of these further Btudres and

oat" R ecte
reco N atons igg pricing these categories of float will be presented
to the Boar .

By order of the Board of Governors, November 1, 1982,
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FEDERAL RESERVE SYSTEM
[Docket No. R-0433]
Reduction and Pricing of Federal Reserve Float

AGENCY: Board of Governors of the Federal Reserve System.
ACTION:  Request for comment.

SUMMARY:  The Board of Governors is re%uestmg ublic comment on several
orooosals tg reduce and grrce Eedera eserve float. . Public comment
equeste o os to change Reserve Bank cred |t|nc11t P ced ures
for mterterrrto y deposits, adopt a pew Eroce ure Tor handling
large dollar return |tems and explicitfy price Several float categories.

DATE:  Comments must be received by December 15, 1982,

ADDRESS Comments, which should refer to Docket No. R-0433, ma¥ be

mar eralt(ReI\sAer \6/\I|SII|arg Wz\gltr'] eg éseetcretar%onBsotard oof Goveerrngrs 0T the
v Ut venu ,

\/\fashrngnon b y%srgl or de |rvere to _Room 5 %ﬁe tween 84gNam and
omments may ' be mspecte at Room B-1122 between 8:45 a.m. and

5:1 . except as provided 1n % 6&) of the Board's Rules Regardrng
the Avarlabrlrty of Information, 12 C.F.R."§ 261.6(a).

FOR FURTHER INFORMATION CONTACT Elliott C. McEntee, Assistant Director
202/452- 2312 %an Hallmon, Program Manager Payments Mechanism
lanning (202/ Drvrsron of Federal Reserve Ban Ogeratrons

or Gilbert T. Sc wartz Associate General Counsel ?0 /4 52f 25) or
Daniel L Rhoads orney 202/452 -3711), or Robert G. Ballen,” Attorney
§202/452 3265), egal iVision, Board of ‘Governors of the Federal Reserve
ystem, Washington D. C. 20551

SUPPLEMENTARY INFORMATION The Monetary Control Act of 1980 (P. L. 96-
212/ ("MCA") %urres ee]s e established for Federal Reserye Bank
seriices and that the oard S be%m putting Into effect a sched

of fees not ater thgn Sg ptember 1 he” MCA sets forth soecr IC
SEIVICeS Rrrce requires the Board to esta sh Br cpes
on which the schedules of fees for priced services are to be base

On December 31, 1980, the Board adopted a set of pricing principles
and fee gchedulea for certain Federal Reserye servrces Subsequéntly,
the Board adopted fee schedules for virtually all Reserve Bank Services
In accordance with the MCA  In its December 31, 1980 actjon, the Board
determrned |n response to comments recerved to the Board's gosas
to reduce an |c% float %t? R 5868 9() rocged WIth m[) rnal roeratronal
Improvements IP en |tcost ratios to reduce float before | |t|at|ng
changes in avarla ifity schedules and explicit pricing of floaf. The
Board directed the staff to continue studyjng methods of changing availa-
bility schedules as an alternative to explicit pricing of float and

repoft back to the Board.

For several years, the Federal Reserve System has been taking
action to reduce float: Since passage of the Monétary Control Act of
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