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REDUCING RISKS ON LARGE-BOLLAR WIRE TRANSFER SYSTEMS 

Revised Policy Statement ©m Daylight Overdrafts

To the Chief Executive Officers o f All Depository Institutions 
in the Second Federal Reserve District:

Following is the text of a statement on daylight overdrafts issued by the Board of Governors of the Federal 
Reserve System, which supersedes the policy statement adopted by the Board in May 1985:

The Federal Reserve Board has adopted an interim statement of its policy on reducing risks on large dollar transfer 
systems. This interim policy supersedes the policy statement adopted by the Board on May 17, 1985, and will remain in 
effect pending reevaluation of the Board’s risk reduction program.

Large dollar funds transfer networks are an integral part of the payments and clearing mechanism. A daylight over­
draft occurs when a depository institution sends funds over Fedwire in excess of the balance in its reserve or clearing 
account, or sends more funds over a private network than it has received.

The Board’s May 1985 policy statement required privately owned large dollar payment networks using Federal Re­
serve net settlement services to (1) require each of its participants to establish a limit on the maximum net transfer amount 
that it is willing to receive from each other participant (“bilateral net credit limit”) and (2) establish for each of its partici­
pants a maximum amount of net transfers (“sender net debit cap”) that the participants can transfer over that network. The 
policy also strongly encouraged each depository institution incurring daylight overdrafts on Fedwire or participating on a 
private network to adopt a cross-system sender net debit cap designed to limit the amount of risk an institution presents 
across all systems combined.

The interim policy statement modifies the May 1985 policy as follows:
© Reduces in two stages the current sender net debit cap by 25 percent —  15 percent on January 14, 1988, and the 

balance on May 19, 1988, unless subsequent events suggest that the second step would disrupt the payments sys­
tem and/or financial markets.

o  Exempts depository institutions from self-evaluation guidelines if their boards of directors approve a de m inim is 
net debit cap of the smaller of 20 percent of adjusted primary capital or $500,000. Implementation of this provision 
would be no later than December 3, 1987, or earlier at the discretion of Reserve Banks.

© Imposes a $50 million limit on book-entry securities transfers over Fedwire.
® Subjects the clearing procedures of primary dealers to review by the Federal Reserve Bank of New York.
© Permits inter-affiliate Fedwire transfers resulting in daylight overdrafts, provided certain safeguards are observed. 
© Permits depository institution holding companies to centralize their wire transfer operations at one or more of their 

subsidiaries, provided certain safeguards are observed.

Enclosed —  for depository institutions in this District —  is the text of the new policy statement, as published in 
the Federal Register of August 6, 1987. Copies will be furnished to others upon request directed to the Circulars 
Division of this Bank (Tel. No. 212-720-5215 or 5216.)

Questions regarding this matter, and requests for copies of the staff papers presented to the Board of Governors 
concerning the modifications, may be directed to Ralph A. Cann, III, Vice President, who is the daylight overdraft 
liaison officer at this Bank (Tel. No. 212-720-7766.)

E . G e r a ld  C o r r ig a n ,

President.
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FEDERAL RESERVE SYSTEM 
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Interim Policy Statement Regarding 
Risks m  Larg@=D®ISar Wlr© Transfer 
Systems

Board of Governors of the 
Federal Reserve System.
&ers@fcE Interim policy statement.

s u m m a r y : The Board has adopted a 
statement of an interim policy regarding 
risks on large-dollar wire transfer 
systems pending reevaluation of the 
Board’s risk reduction program. This 
interim policy statement supersedes the

policy statement adapted by the Board 
on May 17,1985. 50 FR 21120 (May 22,
1985). In addition to matters covered in 
the earlier statement, the interim policy 
statement:

0 Reduces in two stages the current 
sender net debit cap by 25 per cent.

0 Exempts depository institutions 
from self-evaluation guidelines if their 
boards of directors approve a de 
minimis net debit cap o f the lesser of 20 
per cent of adjusted primary capital .or 
$500,000.

° Imposes a $50 million limit on book- 
entry securities transfers over Fedwire.

® Provides for review by the Federal 
Reserve Bank of New York of the

clearing procedures of primary dealers.
0 Permits inter-affiliate Fedwire 

transfers resulting in daylight 
overdrafts, provided certain safeguards 
are observed, and permits depository 
institution holding companies to 
centralize their wire transfer operations 
at one or more of their subsidiaries, 
again, provided certain safeguards are 
observed.
EFFECTIVE DATE: The component parts of 
the interim policy will take effect as 
follows:

Cap Reduction: 15 per cent reduction 
on January 14,1988: the remainder of the 
25 per cent cap reduction on May 19, 
1988.
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De Minimis Cap: Implementation no 
later than December 3,1987; earlier at 
the discretion of Reserve Banks. Board 
of director certification required by 
March 31,1988.

$50 million Book-Entry Transfer Limit: 
January 14,1988.

Inter-affiliate Transfers: No later than 
June 30,1988.
FOft FUKYHie INFORMATION CONTACT:
Edward C. Ettin, Deputy Director (202- 
452-3368), Division of Research and 
Statistics; Elliott C. McEntee, Associate 
Director (202-452-2231), Division of 
Federal Reserve Bank Operations;
Joseph R. Alexander, Senior Attorney 
(202-452-2489), Legal Division; for the 
hearing impaired only, 
Telecommunications Device for the Deaf 
(202-452-3544), Earnestine Hill or 
Dorothea Thompson. 
s u p p l e m e n t a r y  in f o r m a t io n : The 
Board of Governors of The Federal 
Reserve System has issued the following 
interim policy statement concerning 
risks on large-dollar electronic funds 
transfer systems:

Interim Policy Statement Regarding 
Risks on Large-Dollar Payment 
Systems 1

The Board has been concerned for 
some time about the risks associated 
with large-dollar payment systems.1 2 The 
Federal Reserve Banks face direct risks 
of loss should depository institutions 3 
be unable to settle their intra-day 
overdrafts on Fedwire before the end of 
the day. Moreover, the inability or 
unwillingness of a participant to settle 
its net debit position on a private large- 
dollar network—one that permits its 
participants to transmit payment 
messages throughout the day with 
settlement of net positions at the end of 
the day—would expos® the banking 
system to systemic risk. The Federal 
Reserve would bear an indirect risk if it

1 This policy statement supercedes an earlier one 
issued by the Board on May 17,1985. 5fl FR 21120 
(May 22,1985).

2 In a changing technological and regulatory 
environment, it is not possible or desirable lo adopt 
an all inclusive and permanent definition of a 
"large-dollar payment system” for the purposes of 
Federal Reserve risk control policy. In determining 
whether any particular system is a "large-dollar” 
system, the Board will consider any of the following 
four factors: (1) The employment of multilateral 
netting arrangements. (2) the use of same-day 
settlement. (3) the routine processing of a significant 
number of individual payments larger than $50,000, 
and (4) the possibility that any one participant could 
be exposed to a net debit position at the time of 
settlement in excess of its capital.

3 In this policy statement, the terms "depository
institution” or “institution" will be used to refer not
only to institutions defined as "depository 
institutions” by 12 U.S.C. 461(b)(1)(A), but also to
U.S. branches and agencies of foreign banks and 
Edge and agreement corporations, unless the
context indicates a different reading.

sought to avoid or limit this systemic 
risk. Systemic risk occurs when 
institutions unable to settle on private 
large-dollar payments networks cause 
their creditors on those networks, in 
turn, to be unable to settle their own 
commitments. Serious repercussions 
could, as a result, spread to other 
participants in the network, to other 
depository institutions not even 
participating in the private network, and 
to the nonfinancial economy generally. 
Finally, on either private wire systems 
or Fedwire, depository institutions 
create risk by permitting their 
customers, including other depository 
institutions, to transfer uncollected 
balances over wire systems in 
anticipation of their coverage before the 
end of the day.

The Board first began to address these 
risks in 1982 by permitting same-day net 
settlement at the Federal Reserve Bank 
of New York by participants in the 
CHIPS 4 network. In 1885, it adopted the 
next step in its effort to reduce risk on 
large-dollar networks by:

(1) Requiring participants in private 
networks using the Federal Reserve’s 
net settlement service to establish 
maximum net credit limits they would 
establish for each other network 
participant (bilateral net credit limits).

(2) Requiring such network® to 
establish maximum limits on the net 
credit positions that all participants 
could have with any one participant 
(network net debit caps).

(3) Establishing guidelines by which 
institutions could evaluate their own 
ability to settle intra-day payments over 
Fedwire and private large-dollar wire 
systems combined; using these 
guidelines, institutions adopt voluntary- 
limits on their maximum intra-day net 
debit funds positions across all large- 
dollar payments systems (cross-system 
sender net debit caps), approved 
annually by each institution’s board of 
directors and subject to the primary 
supervisor’s review as part of tha 
examination process.
These and related steps wem effective 
March 27,1988.

In its 1985 policy statement, the Board 
indicated its intention to review its 
policy in late 1988, and to adopt 
modifications as required. In December, 
1986, it published for pubhc comment 
proposed modifications.5 * * After

4 CHIPS {Clearing House fater-bank Payments 
System) is a large-dollar network erased m d  
operated by the New Y-ork Clearing Hescr?.

5 On December 10,1986, the Board isaiiad the 
following six proposals for public commentrbook- 
entry securities transfers (Docket No. R-058?, 51 FR 
45046): cap level reductions (Docket No. R-0588, 51 
FR 45050), "de minimis" caps (Docket No. 0589. 51 
FR 45053): limits on inter-affiliate Fedwire transfers

2

reviewing the public comments and the 
progress of its risk reduction program lo 
date, the Board has determined to adopt 
several modifications to its policy on an 
interim basis while the Board 
reconsiders the whole of its risk 
reduction program (see below). The 
interim policy changes the previous risk 
reduction policy in the following ways:

° The sender net debit cap multiples 
will be reduced by 25 per cent in two 
steps; a 15 per cent reduction will be 
effective on January 14,1988, and the 
balance to 25 per cent below the original 
cap multiples will take place on May 19, 
1988, unless subsequent events suggest 
the second step would be too disruptive 
to the payments mechanism or financial 
markets.

° A Fedwire transfer limit of $50 
million on secondary market book-entry 
securities transfer (effective January 14, 
1988) has been adopted. It will be 
unacceptable to send multiple transfers 
of $50 million or less with the express 
purpose of avoiding the limits or 
intentionally substitute book-entry for 
funds transfers in order to avoid 
quantitative limits on overdrafts.

° The Federal Reserve Bank of New 
York will continue to monitor clearing 
patterns and policies of primary dealers 
and will encourage these dealers to 
adopt practices designed to minimize 
book-entry overdrafts.

° With board of director approval, 
depository institutions may exempt 
themselves from self-evaluation to 
determine their sender net debit cap if 
they limit their cross-system funds 
overdrafts to the lesser of 20 per cent of 
adjusted primary capital or $§09,000* 
Institutions that chronically exceed this 
de minimis cap, or incur overdrafts 
without filing a cap, will not be 
permitted to incur any Fedwire 
overdrafts. The de minimis cap is 
intended for use by depository 
institutions incurring only occasional 
overdrafts. Institutions that incur 
overdrafts under the de minimis policy 
on a regular basis will be counseled to 
reduce their frequency of overdrafts or 
to file a regular cap. Institutions that 
have not filed any cap by March 31,
1988, will be assigned a cap of zero.

° Depository institutions may transfer 
funds over Fedwire to affiliates, even 
when the sending institution incurs an 
overdraft, so long as the sender’s total 
overdrafts stay within its cap, and 
provided that the sending institution’s

(Docket No. R-0590, 51 FR 45054); automated 
clearing house transactions (Dockat No. 0531. 51 FR 
45043); and pricing of daylight overdrafts [Docket 
No. R-0592, 51 FR 45052). All these proposals were 
published in the December 10,1988, edition of the 
Federal Register.
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board of directors approves and the 
primary supervisor finds the 
arrangement acceptable. (FSLIC-insured 
institutions are not permitted by the 
Federal Home Loan Bank Board to 
adopt such practices.)

e Depository institutions may arrange 
to send and receive Fedwire transfers 
for affiliated depository institutions with 
board of director approval, provided 
certain safeguards are met.

The Board is well aware that large- 
dollar networks are an integral part of 
the payments and clearing mechanism 
and that it is of vital importance to keep 
the payments mechanism operating 
without significant disruption. Indeed, it 
is precisely because of the importance of 
avoiding such disruptions that the Board 
continues to seek to reduce the risks of 
settlement failures that could cause 
these disruptions. The Board is also 
aware, however, that some intra-day 
credit may be necessary to keep the 
payments mechanism running smoothly 
and efficiently. While it is essential to 
reduce and control intra-day credit 
risks, this must be done in a manner that 
will minimize disruptions to the 
payments mechanism. The Board 
anticipates that in relying largely on the 
efforts of individual institutions to 
identify, control, and reduce their own 
exposures, and by establishing 
guidelines for use by institutions, the 
goal of reducing and controlling risks 
will not unduly disrupt the smooth 
operation of the payments mechanism— 
even with the additional steps the Board 
has taken.

The Board reemphasizes that it is not 
condoning daylight overdrafts. While, as 
noted, some intra-day credit may be 
necessary, the Board anticipates that, as 
a result of its policy, there will continue 
to be a reduction in the number of 
institutions consistently relying on 
daylight overdrafts or other intra-day 
credit to conduct their business. The 
Board also expects to continue 
observing, over time, a reduction in the 
volume of intra-day credit at those 
institutions with a pattern of substantial 
reliance on such credit. The Board will 
continue to monitor the effect of its 
policy on the payments system and 
financial markets and anticipates that 
its Large-Dollar Payments System 
Advisory Group will advise it if 
significant disruptions occur from its 
daylight overdraft policy.

The Board believes that its policy to 
date has been successful in alerting 
senior management of depository 
institutions to the risks involved in 
extending daylight credit to their 
customers and in the exposure 
presented by other depository 
institutions on private networks. The

evidence suggests that most depository 
institutions have improved operational 
and credit controls and have been 
successful in reducing their daylight 
overdrafts relative to their transactions 
volume. The Board has taken the 
additional modest steps described 
above in order to induce a further 
reduction. The Board believes that these 
steps will not result in any disruptions 
to the payments mechanism.

The additional steps taken by the 
Board are considerably less stringent 
than those published for public comment 
in December, 1986.6 In view of public 
comments, the Board has determined 
that, before it considers further steps to 
reduce payment system risk it will first 
review:

0 Its long-run goals for this policy:
0 The applicability to, and relationship 

between, caps and collateral for book- 
entry overdrafts:

0 The role of collateral for funds and 
book-entry overdrafts:

° The applicability of caps to book- 
entry overdrafts:

° The benefits and costs of future cap 
reductions:

° The benefits and costs of Reserve 
Bank pricing of Fedwire funds and book- 
entry overdrafts, in lieu of, or in addition 
to, cap reduction;

0 The benefits and costs of requiring 
larger clearing balances for active 
participants in the payment system in 
lieu of, or in addition to, cap reduction 
and/or pricing of Fedwire overdrafts: 
and

0 Other related issues.
The Board will be requesting its 

Large-Dollar Payment System Advisory 
Group to review these issues in 
consultation with other interested 
private-sector parties and to present its 
views to the Federal Reserve Payment 
System Policy Committee 7 by the first 
quarter of 1988. At the same time, it has 
asked the Payment System Policy 
Committee to create a joint Reserve 
Bank-Board staff task force to review 
these issues as well and to present its 
analysis by early 1988. Subsequent to 
the reports of the private sector 
Advisory Group and the staff task force, 
the Payment System Policy Committee 
will review the analyses and present its 
views to the Board. The Board intends 
that the Committee report will highlight 
the Board’s options and the implications

6 The Board anticipates that it will consider in the 
fall of 1987 proposals to reduce risks on automated 
clearing houses (ACHs), but does not expect that it 
will, at that time, modify the treatment of ACH 
payments in its ex post monitoring system.

1 The Payment System Policy Committee is 
chaired by Vice Chairman Johnson. Other members 
are Governor Angeii and Presidents Corrigan and 
Meizer and First Vice President Monhoilon.

3

of each of them for both risk reduction 
and possible market disruption.

In the interim, the Board’s revised risk 
reduction policy is set out below:
I. Bilateral Net Credit Limits

In earlier statements of its risk- 
reduction policy,* 1 8 the Board stated that 
any large-dollar network obtaining net 
settlement services from a Federal 
Reserve Bank would have to require 
each of its participants to establish 
bilateral net credit limits vis-a-vis each 
other participant on that network. In 
setting bilateral net credit limits, each 
participant on a network determines for 
itself the maximum dollar amount of net 
transfers (i.e., the value of receives in 
excess of the value of sends) that it is 
willing to accept from each other 
participant on that network. The Board 
believes that bilateral net credit limits 
reduce risk by enabling an institution to 
identify and control the exposure it 
could face in the event of a settlement 
failure. Accordingly, the Board has 
decided to continue this requirement.

Under the Board’s policy, no private 
large-dollar payment network is eligible 
for Reserve Bank net settlement services 
unless it (1) requires each participant to 
establish bilateral net credit limits vis-a- 
vis each other participant on that 
network, and (2) establishes a system to 
reject or hold any payment that would 
exceed such a limit.9 * * *

The federal bank examiners will 
continue, during regular examinations, 
to review and comment on the 
procedures used by each institution in 
establishing, monitoring, reviewing, and 
modifying bilateral net credit limits, and 
ensure that institutions understand their 
potential exposures with each other 
participant over more than one network 
and in more than one market.
II. Sender Net Debit Caps

Bilateral net credit limits are not 
sufficient by themselves to reduce 
aggregate risk on large-dollar payment 
networks. The volume of daylight 
exposure that each institution is willing 
to accept from each other institution is 
likely to be quite large when aggregated 
across all receivers. Moreover, each 
institution is unaware of the credit made 
available to a given sender by other 
potential receivers. For this reason, the 
Board believes that bilateral net credit 
limits must be supplemented by a limit

8 49 FR 13191: a) FR 21121.
9 Bilateral net credit limits do not apply to

Fedwire because the Federal Reserve provides Final 
credit to the receiver when advice of credit is given
for the transfer. 12 CFR 210.36. Reserve Banks,
however, may take action to reduce their credit 
exposure.
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on the aggregate amount of risk that an 
institution can present to the payments 
system. Accordingly, the Board strongly 
urges that each institution either 
participating on a large-dollar network 
or incurring daylight overdrafts on 
Fedwire adopt a sender net debit cap (a 
ceiling or “cap” on the aggregate net 
debit position—the value of all sends in 
excess of the value of all receives—that 
it can incur during a given interval).

Sender net debit caps—expressed as 
multiples of capital—should be applied 
across ail large-dollar systems, i.e., to 
the aggregate position of an institution 
at a moment in time on all large-dollar 
transfer systems combined. With this 
"cross-system” sender net debit cap, net 
debit positions on one system can be 
offset by credit positions on other 
systems.10 In addition to the cross- 
system sender net debit cap, the Board 
requires, as a condition for access to the 
Federal Reserve net settlement service, 
that each private network develop and 
impose on its participants a network 
sender net debit cap designed to reduce 
individual institution risk exposure on 
that network to reasonable levels. 
Further, each network is required to 
implement a mechanism for rejecting or 
holding those transfers that would cause 
an institution to exceed its cap.

The Board’s policy calls for a 
voluntary cross-system sender net debit 
cap based on a specific set of guidelines 
and some degree of examiner 
oversight.11 The Board’s policy has no 
regulatory dimension except (1) 
potential responses to an actual level of 
aggregate daylight credit exposure at an 
individual institution deemed by the 
institution’s examiner to be unsafe or 
unsound, (2) elimination of access to 
daylight overdrafts on Fedwire by 
institutions not engaging in the self- 
evaluation process or filing a board of 
directors approved de minimis cap, and
(3) control of Fedwire overdrafts of 
individual institutions determined by a 
Reserve Bank to expose it to excessive 
risk. Events since March, 1986, have 
demonstrated that senior management 
and the boards of directors of

10 As noted below, however. Reserve Banks will 
not permit daylight overdrafts on Fedwire to exceed 
the cross-system cap established by an institution; 
i.e., net credits on private wire systems will not be 
able to be used to increase the Fedwire cap. A 
similar arrangement will exist for private network 
participants where net credits on Fedwire and other 
private networks cannot be used to increase a 
participant’s cap on a given private network.

11 The Board acknowledges with appreciation 
that its policy draws heavily on the Final Report of 
the Risk Control Task Force, Payments System 
Committee, Association of Reserve City Bankers, 
prepared with the assistance of the Bank 
Administration Institute and Robert Morris 
Associates (October, 1984).

depository institutions generally have 
followed the proposed guidelines and 
procedures closely. If further events 
demonstrate the contrary, the Board will 
reconsider its options, including the 
adoption of regulations designed to 
impose explicit limits on daylight credit 
exposure.

A. Determining Cap Category
The first step for an institution in 

establishing its cross-system sender net 
debit cap is to determine its own cap 
category by evaluating its 
creditworthiness, credit policies, and 
operational controls and procedures.12 
The guidelines to be used by each 
institution in establishing its cap 
category are detailed in an Appendix to 
the Board’s this policy statement.

Determination of cap category should 
be made by an institution’s board of 
directors. A cap determination may be 
reviewed and approved by the board of 
directors of a holding company parent of 
a depository institution, or the parent of 
an Edge or agreement corporation, 
provided that (1) the self-evaluation is 
performed by each entity incurring 
daylight overdrafts or participating on a 
private large-dollar network, (2) the 
entity's cap is based on the entity’s own 
capital (adjusted as noted below to 
avoid double counting), and (3) each 
entity maintains for its primary 
supervisor’s review its own file with 
supporting documents for its self- 
evaluation and a record of the parent’s 
board of directors’ review, as noted 
below.13

12 This evaluation should be done on an 
individual institution basis—treating as separate 
en titie s  each commercial bank, each Edge (an d  its 
branches), each thrift institution, etc. While the 
Board realizes that depository institution holding 
companies may act as integrated entities and that 
performing the self-evaluation on an individual 
institution basis may result in some increased costs, 
permitting holding company organizations to 
consolidate their funds transfer activities for 
daylight overdraft monitoring purposes would 
increase Federal Reserve Bank credit risk or 
systemic risk to depository institutions.

An exception is made in the case of U.S. agencies 
and branches of foreign banks. Since these entities 
have no existence separate from the foreign bank, 
all the U.S. offices of foreign banks (excluding U.S. 
chartered bank subsidiaries and U.S. chartered 
Edge subsidiaries) should be treated as a 
consolidated family relying on the foreign bank's 
capital.

13 The Board believes that in determining a 
sender net debit cap for its U.S. branches and 
agencies, a foreign bank should undergo the same 
self-evaluation process as domestic banks. Many 
foreign banks, however, do not have the same 
management structure as U.S. depository 
institutions, and adjustments should be made as 
appropriate. Where a foreign bank's board of 
directors has a more limited role to play in the 
bank's management than a U.S. board, the self- 
evaluation and cap level should be reviewed by 
senior management at the foreign bank’s head office 
that exercises authority over the foreign bank that is

4

In applying these guidelines, each 
institution is expected to maintain a 
confidential file for examiner review 
that includes (1) worksheets and 
supporting analysis developed in its 
self-evaluation of its own risk category,
(2) copies of senior management reports 
to the board of directors of the 
institution or its parent (as appropriate) 
regarding that self-evaluation, and (3) 
copies of the minutes of the discussion 
of the appropriate board of director's 
concerning the institution’s adoption of 
a cap category.14 The process of self- 
evaluation, with board of director 
review, should be conducted at least 
once in each 12-month period.

As part of its normal examination, the 
depository institution’s examiners will 
review the contents of the self- 
evaluation file.15 The objective of this 
review will be to assure that the 
institution has seriously and diligently 
applied the guidelines, that the 
underlying analysis and methodology 
were reasonable, and that the resultant 
self-evaluation was generally consistent 
with the examination report. Examiner 
comments, if any, would be expected to 
be forwarded to the board of directors 
of the institution. Consistent with the 
voluntary nature of the Board’s policy 
with regard to sender net debit caps, 
however, it should be emphasized that 
the examiner cannot require a 
modification of the self-evaluation cap 
category unless the level of daylight 
credit used by the institution constitutes 
an unsafe or unsound banking practice.
B. Establishing Sender Net Debit Cap

The cap category resulting from the 
self-evaluation process should be used 
by each institution to establish its cross­
system net debit cap. The cap levels, set 
as multiples of adjusted primary 
capital.16 would be as follows:

equivalent to that exercised by a board of directors 
over a U.S. depository institution . In those cases 
where the board of directors does exercise authority 
equivalent to that of a U.S. board, cap . 
determination should be done by the board.

14 In most cases it may not be possible for the 
U.S. examiners to review the minutes of the meeting 
a foreign bank's board of directors or other 
appropriate management group at whieh tbe self- 
evaluation was discussed Ln lieu of this, the file on 
the self-evaluation that is made available for 
examiner review by tbe U.S. offices of a foreign 
bank should contain the report on the self- 
evaluation made to the foreign bank’s senior 
management by the management of U.S. operations. 
In addition, the file should also contain a record of 
the appropriate senior management's response. As 
in the case of U.S. institutions, this review and 
confirmation should be completed every year.

15 In the interim between examinations, 
examiners may contact an institution about its cap 
if statistical or supervisory reports or ad hoc 
information suggest that there may have been a 
change in the institution’s position.

16 See Section II C on capital, infra.
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1. M a r c h  2 7 , 1 9 8 6  T h r o u g h  J a n u a r y  1 3 ,  

1 9 8 8

Net debit cap
Cep class 2-week 

avg. plus
Single

day

High............................................................. 2.0 3.0
1.5 2.5
1.0 1.5
0.5 0.5
0.0 0.0

"  The "Limited Cap" is described in Section II C, infra. It 
will remain in effect only until January t, 1989.

2 .  J a n u a r y  1 4 , 1 9 8 8  T h r o u g h  M a y  1 8 ,  1 9 8 8

Net debit cap
Cap class 2-week Single

avg. plus day

1.70 2.55
Above average......................................... 1.275 2.125
Average..................................................... 0.85 1.275

0.425 0.425
0.0 0.0

3. May 19,1988 and After

Net debit cap
Cap class 2-week 

avg. plus
Single

day

1.50 2.25
1.125 1.875
0.75 1.125
0.375 0.375
0.0 0.0

An institution is expected to avoid 
incurring cross-system net debits that, 
on average over a two-week period, 
exceed the two-week average cap, and, 
on any day, exceed the single-day cap. 
The two-week average cap provides 
some flexibility for institutions and 
recognizes that fluctuations in payments 
can occur from day-to-day. The purpose 
of the higher single-day cap is to limit 
excessive daylight overdrafts on any 
day, and to assure that institutions 
develop internal controls that focus on 
the exposures each day, as well as over 
time.

The two-week average overdraft 
volume to be measured against the cap 
is the average over a two-week reserve 
maintenance period of an institution's 
daily maximum net debit position across 
all networks. In calculating the two- 
week average, individual days on which 
an institution is in an aggregate net 
credit position across all systems 
throughout the day are treated as if the 
institution was in a net position of zero. 
The number of days to be used in 
calculating the average is the number of 
business days the institution’s Reserve 
Bank is open during the reserve 
maintenance period.

C. Capital
Sender net debit caps are multiples 

applied to “adjusted primary capital.”

P rim ary cap ita l includes com m on  stock , 
p erp etual-p referred  stock , surplus, 
undivided profits, con tin g en cy  an d  oth er  
cap ita l re se rv e s, qualifying m an d ato ry  
con vertib le  in strum ents, a llo w a n ce s  for 
possible loan  an d  le a se  lo sses  
(exclu siv e  of an y  a llo ca te d  tran sfer risk  
re s e rv e s ) ,18 an d  m inority in terests  in 
equity a cco u n ts  of co n so lid ated  
sub sid iaries, but ex c lu d e s  lim ited-life  
p referred  stock . “A d ju sted  prim ary  
c a p ita l"  is defined a s  the sum  of th ese  
prim ary cap ita l com p on en ts less all 
intangible a s se ts  an d  d eferred  n et lo sses  
on loan s an d  o th er a s s e ts  sold. A dju sted  
prim ary cap ita l for thrift institutions  
w ould include an y  c a p ita l a s s is ta n c e  
provided by the F e d e ra l D eposit 
In surance C o rp oratio n  o r the F e d e ra l  
S avings and  L oan  In su ran ce  
C o rp oratio n  in the form  of n et w orth  
certifica te s  p ursuant to 12  U .S .C . 1729(f) 
or 1823(i).

A n y institution w ith  n egative  ad ju sted  
p rim ary cap ita l m ay in cu r daylight 
o v erd rafts  on F ed w ire  only w ith  the  
perm ission  of its R e se rv e  B ank; all such  
o v erd rafts  a re  to be co lla tera lized  and  
be su b jected  to “lim ited” se n d e r net 
debit ca p  levels. A n  institu tion  th at h as  
im proved its position  from  n egative  to  
p ositive ad ju sted  prim ary cap ita l, but 
w h ose in tangible a s s e ts  and  d eferred  
loan  and  o th er a s s e t  lo sse s  still equal 
on e-h alf or m ore of its ad ju sted  prim ary  
cap ital, m ay  con tinu e to  in cu r daylight 
o v erd rafts  on  F ed w ire  up to  the lim ited  
cap  fo r tw o  y e a rs  a fte r  it h a s  a ch iev ed  a  
p ositive ad justed  p rim ary  cap ita l  
position, but only w ith  the perm ission  o f  
its R eserv e  Bank. A ll such o v erd rafts  
m ust be co lla tera lized . R e se rv e  B an ks  
d ecid e w h eth er to a llow  institu tions  
w ith n eg ativ e  c a p ita l an d  im proving  
in stitu tions to in cu r daylight, o v erd rafts  
on a  c a s e -b y -c a s e  b asis  an d  in no c a s e  
perm it an  institution to in cu r daylight 
o v erd rafts  on F ed w ire  u nless the  
institution h as undergone the self- 
asse ssm e n t p ro ce ss  outlined in the self- 
asse ssm e n t guidelines an d  ra te d  itself  
as having sa tis fa c to ry  cred it p olicies  
and p roced u res an d  ad eq u ate  
cred itw o rth in ess. T his lim ited cap  p olicy  
will rem ain  in effect until Jan u ary  1,
1989, a fter w h ich  tim e all institu tions  
m ust ad op t an oth er ap p rop riate  sen d er  
net debit cap .

In som e in stan ces , fu rth er ad justm en ts  
to cap ita l will be required. F o r  exam p le , 
virtually  all Edge and agreem en t 
co rp o ratio n s a re  su b sid iaries  of

18 Allocated transfer risk reserves (“ATRR") are 
reserves against certain assets whose value has 
been found by the federal bank regulatory agencies 
to have been significantly impaired by protracted 
transfer risk problems. Such reserves are not 
considered capital by the agencies.

d ep o sito ry  institu tions that m ay  
th em selv es use in tra -d ay  cred it. The  
sam e cap ita l w ould be d ou ble-cou nted  if 
both  the p aren t an d  the Edge or 
agreem en t co rp o ratio n  sub sid iary  used  
su ch  cred it b a se d  on their ow n cap ita l  
b a se s . A ccord in gly , if a p aren t e le c ts  to 
perm it its Edge or agreem en t 
co rp o ratio n  su b sid iary  to use daylight 
cred it, an y  ad ju sted  p rim ary cap ita l  
attrib u tab le  to its Edge or agreem en t  
co rp o ratio n  su b sid iary  th at is reflected  
on the p aren t's  b a la n ce  sheet m ust be  
su b tra cte d  from  the p a re n t’s cap ita l. The  
p aren t could  ch o ose , h ow ever, not to 
perm it its Edge or agreem en t 
co rp o ratio n  su b sid iary  to use in tra-d ay  
cred it, and use all of its (the p aren t's]  
ca p ita l for its ow n cap .

In determ ining cro ss -sy s te m  sen d er  
n et debit cap  levels, U .S . b ra n ch e s  and  
a g en cies  o f a foreign bank should  use  
the w orld -w id e co n so lid ated  cap ita l of  
th at foreign b a n k 19 * * n ot th at b ank 's  
p aren t. F u rtherm ore, the ad justed  
prim ary ca p ita l of an y  U .S. bank  
su b sid iary  of the foreign b ank should be  
su b tracted  from  the foreign b an k ’s 
ad ju sted  p rim ary cap ita l to avo id  double  
counting.

D. “B e  M inim is" C ap s

M an y d ep o sito ry  institutions incur 
insignificant am o u n ts ,o f o v erd rafts  and  
thus im pose little risk  to the p aym en ts  
sy stem . In ord er to e a s e  for th ese sm all 
o v e rd ra fte rs  the burden  o f engaging in 
the se lf-evalu ation  p ro ce ss , an d  to e a se  
the burden  on  the F e d e ra l R e se rv e  of 
ad m in isterin g ca p s  and  m onitoring th ese  
institu tions, the B o ard  h as ad op ted  its 
p rop osal to a llo w  th ose in stitu tions that 
m e e t re a so n a b le  sa fe ty  s tan d ard s  to  
in cu r "de minimis” am oun ts o f daylight 
o v erd rafts . T he de minimis ca p  policy  
will tak e  effect on D ecem b er 3 ,1 9 8 7 , or  
ea rlie r a t the option of e a ch  R eserv e  
B ank.

U n d er this policy, an y institution, 
including an  Edge or agreem en t  
co rp o ratio n  or a  “fam ily" of U .S. offices  
of a  foreign bank, m ay  incur daylight 
o v erd rafts  up to the le sse r of 20 p er cen t  
of its ad ju sted  prim ary cap ita l (o r U .S. 
“c a p ita l eq u iv alen cy ” for foreign b an k s’ 
o v erd rafts  on F ed w ire) or $500 ,000 .

This de minimis cap will.be available 
to any institution, even though the 
institution has not conducted the self- 
evaluation normally required under 
Board guidelines. Nevertheless, an 
institution choosing to use a de minimis 
cap must submit to its Reserve Bank at 
least once each year a copy of the

19 As reported an Poms FR 2225, the daylight
overdraft capital report for U.S. branches and
agencies of foreign banks.
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resolution  of its b oard  of d irecto rs  (or its 
holding co m p an y ’s b oard ) approving the 
d ep o sito ry  institution’s use of daylight 
cred it up to the de minimis level. O f 
cou rse , if an  institution’s prim ary  
su p erv iso r or R eserv e  Bank b elieves  
th at the institution is not cred itw o rth y , it 
will not be perm itted  to  incur daylight 
o v erd rafts  on Fedw ire.

D epository institutions using a de 
minimis ca p  will not be perm itted  to  
h av e  daylight ov erd rafts  on a regular 
b asis. E a ch  R eserv e  Bank will cou nsel 
institutions that h av e a de minimis ca p  
but continue to use daylight o v erd rafts  
habitually ; th ose institutions th at 
continue to incur ov erd rafts  on a regular 
b asis  w ithin the de minimis cap  will be 
asked  to file a regular ca p  or red u ce  
their frequency of o v erd rafts .
Institutions th at e x c e e d  their de minimis 
ca p s  on a ch ron ic b asis  will be  
cou n seled  vigorously to File a  regular  
ca p  or to  elim inate o v erd rafts . 
Institutions th at fail to resp on d  to  
counseling will be prohibited  from  
incurring o v erd rafts  on F ed w ire  by  
being assign ed  a  zero  ca p  an d  by either  
having their tran sfers  m onitored  on a 
real-tim e b asis  or h andled  m anually.

E. A dd ition al C o n sid eration s

T h e co n ten ts  o f the self-evalu ation  
ca p  ca te g o ry  file will be con sid ered  
con fid ential by the institu tion ’s 
exam in er. Sim ilarly , the a ctu al ca p  level 
se le cte d  b y the institution will b e  held  
con fid ential by the F e d e ra l R eserv e  and  
the institu tion ’s exam in er. Finally , the  
B o ard  n o te s  th at e xcep tio n al  
c ircu m sta n ce s  m ay  require an  institution  
to incur o v e rd ra fts  in e x c e s s  of its cap . 
Such a p attern  of o v erd rafts  should be  
d iscu ssed  w ith its the R eserv e  Bank, 
w ith  specific  p lans d evelop ed  to  red u ce  
the in tra -d ay  cred it p ositions a s  so o n  as  
possib le  to a  level w ithin the  
in stitu tion ’s cap .

III. Other Components of the Board's 
Policy

A . D aylight O v erd rafts  on Fed w ire

The F ed w ire  ca p  for d ep o sito ry  
institutions is equal to the volun tary  
cro ss -sy s te m  ca p  ad op ted  by the  
institution, red u ced  by the institu tion ’s 
a ctu al net debits on o th er n etw ork s m  
determ in ed  in a n  after-th e-fact  
m easu rem en t p ro ce ss . T his ca p  is thus 
to be m onitored  on an  e x  p ost b a s is .30

80 Reserve Banks, however, monitor an 
institution’s Fedwire positions on a real-time basis 
when they believe that the institution is exposing 
the Federal Reserve to excessive risk. Real-time 
monitors permit a Reserve Bank to take action when 
a transaction exposes the Reserve Bank to 
excessive risk.

The Fed w ire  cap  is not in creased  by the  
institution’s n et cred its  on oth er 
netw ork s. E a ch  R eserv e  Bank, of cou rse, 
retain s the right to p ro tect its risk  
exp o su re  from  individual institutions by  
reducing unilaterally  F ed w ire cap s , 
im posing co lla tera liza tio n  or clearing  
b a la n ce  req uirem ents, holding or 
rejecting F ed w ire  tran sfers  during the  
d ay  until the institution h as co llected  
b a la n ce s  in its F ed eral R ese rv e  a cco u n t, 
or— in e x tre m e  c a s e s — taking the  
problem  institution off-line or 
prohibiting it from  using Fed w ire .

Institu tions that incur F ed w ire  
o v erd rafts  for the first tim e w ill be  
sub jected  to the de minimis cap  of the  
lesser of 20  p er cen t of ad justed  p rim ary  
cap ita l o r $500 ,000 . A fter 9 0  d ay s , this 
provisional ca p  will be red u ced  to zero  
unless the institution e ith er subm its the  
ap p rop riate  b o ard  o f d ire cto rs  ap p roval 
of the de minimis ca p  o r files a  self- 
a sse ssm e n t ratin g an d  reg u lar c a p .2 1

B. Inter— A ffiliate T ran sfers

T he B o a rd ’s  p rior p olicy s ta tem en t  
provided  for sen d er n et d ebit ca p s  to be  
estab lish ed  for e a c h  individual 
d ep o sito ry  institu tion  re g a rd le ss  of 
w h eth er an  institu tion  w a s  p a rt  of a  
holding com p an y. R ecogn izin g th at 
d ep o sito ry  institu tion  su b sid iaries  o f  
holding co m p an ies often  seek  to o p erate  
th eir funds tra n sfe rs  a s  if th ey  w e re  a  
single co n so lid ated  en tity , the B o ard  
req u ested  the p riv ate  s e c to r  L arg e-  
D ollar P ay m en ts S y stem  A d v iso ry  
G roup to  stud y w h eth er in stitu tions  
affiliated  through com m on  holding  
com p an y ow nership  should b e  a llow ed  
to co n so lid a te  th eir w ire  tran sfer  
activ ity  an d  ca p ita l for the purpose of  
m onitoring com p lian ce  w ith  the B o a rd ’s 
p ay m en ts sy stem  risk  p olicy . T he m a tte r  
w a s  a lso  studied b y a  F e d e ra l R e se rv e  
task  force.

A fte r con sid erin g the recom m en d atio n  
of the A d v iso ry  G roup and  the F e d e ra l  
R ese rv e  task  fo rce , the B o ard  
determ in ed  to  con tinu e its p rior policy  
an d  n ot perm it the co n so lid ation  of  
affiliates' ca p ita l a n d  funds tran sfer  
activ ity  for daylight ov erd raft  
m onitoring purposes. T h e B o ard  did. 
h ow ever, in D ecem ber, 1986, req u est the 
public’s com m en ts on w h eth er to perm it 
or forbid holding com p an ies to sim u late  
con so lid ation  through in ter-affiliate  
tran sfers . A fter con sid erin g the public  
com m en ts and  the s ta f fs

81 Under the self-policing policy adopted by the 
Board, an institution that does not adopt a cap for 
itself would be able to use without limit all credit 
available to it over any private network, unless use 
of such credit is found to constitute an unsafe or 
unsound banking practice by the institution's 
examiner. Such behavior, however, would not be 
consistent with the spirit of the Board’s policy.
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recom m en d atio n s, the B o ard  h as  
d eterm ined  to perm it tran sfers  of funds 
ov er F ed w ire  am ong affiliated  
d epository  institutions th at a re  intended  
to sim ulate con so lid ation  an d  w hich  
c re a te  a p attern  of daylight o v erd rafts  
up to the sending institu tion 's sen d er net 
debit cap , provided  the follow ing  
con ditions are  m et:

1. E a ch  of the individual sending  
d ep o sito ry  institu tion s’ b oard s of 
d irecto rs  ap prove, a t le a st on ce e a ch  
year, the in tra -d ay  ex ten sio n  of cred it to  
the specified  a ffilia te (s),22 and  sen d s a 
cop y  of the d ire c to rs ’ resolu tion  to its 
R eserv e  Bank.

2. During the regular exam in atio n , the  
individual’s p rim ary fed eral su p erv iso r  
rev iew s the tim eliness of b oard  of  
d irecto rs  resolu tion s, the estab lish m en t 
by the institution of lim its on cred it 
e x te n sio n s  to e a c h  affiliate, the  
estab lish m en t by the institution of 
con tro ls  to a ssu re  th at cred it ex ten sio n s  
s ta y  w ithin such lim its, an d  notes  
w h eth er cred it exten sio n s h av e in fact  
sta y e d  w ithin th ose limits.

T he F ed eral H om e Loan  Bank B o ard  
h a s  ad v ised  th at fed eral law  prohibits  
an y exten sio n  of cred it b etw een  
affiliated  institu tions insured by the 
F e d e ra l S avin gs a n d  L oan  In surance  
C o rp oratio n . A ccord in gly , PSLIC - 
insured  in stitu tio n s m ay  not en te r into  
such  “co n so lid atio n " arran g em en ts. T he  
fed eral b ank  reg u lato ry  ag en cies  h ave  
in d ica ted  th at th ey will scrutin ize in ter­
affiliate  tran sfers  carefu lly , w ith  
p a rticu la r em p h asis on an y  in d ication s  
o f co n ce n tra tio n s  of cred it b eyon d  the  
sending b an k ’s usual lim its.

T h e B o a rd  n otes  th at th e ad op tion  of  
this p olicy  regarding tra n sfe rs  am ong  
d ep o sito ry  institution affiliates d oes not 
in a n y  w a y  chan ge the trea tm en t of  
d ep o sito ry  institutions an d  th eir Edge  
an d  agreem en t corp oration  subsidiaries. 
T he ability  of a p aren t institu tion  to  
fund its Edge or ageem en t su b sid iaries  
on an  in tra -d ay  b asis  rem ain s  
u nchanged , so  long a s  the p aren t 
rem ain s w ithin its ow n cap .

T h e B o ard  h as a lso  ad op ted  a  
p rop osal to a llow  arran g em en ts  
w h ereb y  a  d ep o sito ry  institu tion  or  
oth er en tity  ("th e  serv ice  p rov id er”) 
could  in itiate  F ed w ire  tran sfers  from  the  
F e d e ra l R ese rv e  acco u n t of an o th er  
d ep o sito ry  institution. Such  
arran g em en ts will be p erm itted  
provided :

1. T he institution w h ose  a cco u n t is 
being ch arged  (the “institu tion”) retain s 28

28 The provision of this policy statement that 
allows a holding company to establish caps for its 
depository institution subsidiaries does not apply to 
this requirement.
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con trol of the cred it granting p ro ce ss  by  
individually approving e a c h  tran sfer or  
establishin g cred it lim its w ithin w hich  
the serv ice  p rov id er ca n  a c t.

2. T h e se rv ice  p rovider m ust be an  
affiliate of the institution, or, if the 
institution ap p roves e a ch  individual 
tra n sa ctio n , an  unaffiliated  com p an y.
All serv ice  providers m ust be su b ject to 
exam in ation .

3. T he serv ice  p rov id er m ust not 
perm it or in itiate tran sfers  th at w ould  
e x c e e d  individual cu sto m er c red it lim its 
w ithout first obtaining the institu tion ’s 
perm ission.

4. T he serv ice  provider m ust h av e  the  
o p eratio n al ability  to en su re th at the  
aggregate  funds tran sfer a c tiv ity  of the  
institution d oes not resu lt in daylight 
ov erd rafts  in e x c e s s  of th e in stitu tion ’s 
cap .

5. All funds tran sfer a c tiv ity  m ust b e  
posted  to the institu tion ’s a cco u n t, an d  
the institution will rem ain  resp on sib le  
for its acco u n t.

6. T he institu tion ’s b o ard  of d irecto rs  
m ust ap p rove the sp ecifics  o f  the 
arran g em en t, including: (a) T he  
o p eratio n al tran sfer of its funds tran sfer  
activ ity  to the serv ice  provider; (b) the  
net debit ca p  for the a c tiv ity  to be  
p ro cessed  by the serv ice  provider; (c) 
the cred it lim its for an y  in ter-affiliate  
funds tran sfers.

7. T he institution and the se rv ice  
p rov id er m u st e x e c u te  an  agreem en t 
with the re lev an t R ese rv e  B an ks  
delineating the term s of the agreem en t.

8. T he institution m ust h av e  ad eq u ate  
backup p ro ced u res and  facilities to  
co v e r equipm ent failure or o th er  
d evelop m en ts affectin g the ad e q u a cy  of  
the serv ice  being provided . T h is back-up  
m ust p rovide the R eserv e  B an k  w ith the  
ab ility  to term in ate  a  se rv ice  p rov id er  
arran g em en t.

9. T h e institu tion  m u st h a v e  th e ability  
to m onitor tran sfers  being m ad e on its  
behalf.

10. The institution m ust provide an  
opinion of cou n sel th at the arran g em en t  
is co n sisten t w ith  co rp o ra te  
se p a ra te n e ss  an d  d oes not v io late  
b ranching restrictio n s.

11. T he p rim ary sup ervisor m ust not 
o b ject to the arran g em en t.

12. No individual w ith d ecisio n ­
m aking resp on sib ilities relatin g to the  
funds tran sfer a re a  m ay  hold su ch  a  
position  in m ore th an  one affiliated  
institution p articip atin g  in a n  ap p ro v ed  
arran g em en t.

13. T he institution m ust h av e  in p la ce  
an  ad eq u ate  audit p rogram  to rev iew  the  
arran g em en ts a t le a s t an nu ally  to  
confirm  th at th ese req u irem en ts are  
being m et.

A n y existin g  th ird -p arty  a c c e s s  
arran g em en ts th at do not con form  to

th ese req u irem en ts should  b e  p h ased  
out a s  soon  a s  p ossib le , but in no ev en t  
la ter th an  June 3 0 ,1 3 9 0 . In o rd er to  
assu re  co n sis te n cy  w ith  the B o a rd ’s  
policy, e a ch  n ew  arran g em en t should  be  
rev iew ed  b y the D irecto r o f the D ivision  
of F e d e ra l R ese rv e  Bank O p eration s  
prior to ap p roval b y  the R ese rv e  Bank.

C. Book-entry Securities Transfers
In form ulating its  daylight ov erd raft 

policies, the B o ard  h a s  b een  co n ce rn e d  
about the effect th at o v erd raft  
restriction s could  h av e  on the U .S. 
govern m en t secu rities  m ark et an d  on the  
F e d e ra l R e se rv e ’s ab ility  to co n d u ct  
m o n etary  policy  through open  m ark et 
op eratio n s. A ccord in gly , th e B oard , 
pending ad op tion  o f p ro ced u res for 
reducing the R ese rv e  B an k s’ risk  
exp osu re , h ad  p rov isio n ally  exem p ted  
from  q u an titative  o v erd raft con tro ls  
th ose F ed w ire  dayligh t o v erd rafts  
resulting from  the tra n sfe r of b ook -en try  
secu rities  again st p a y m e n t.23

In M ay, 1985, an d  again  in D ecem ber, 
1988, the B o ard  req u ested  public  
com m ent on op tion s th at w ould  
co lla te ra liz e  p a rt o r  all o f b ook -en try  
secu rities  o v erd rafts  an d  su b ject the  
u n collateralized  portion  to  the sen d er  
net debit ca p . T h e B o ard  h a s  determ in ed  
that, in light of th e a d v e rs e  public  
com m ents an d  the ch an g es  an d  
p oten tial ch an g es  in T re a su ry  
regulations govern in g th e  govern m en t 
secu rities  m ark et an d  th e  tra n sfe r an d  
pledge of T re a su ry  se cu ritie s ,24 the  
co lla tera liza tio n  of b ook -en try  
o v erd rafts  and the in clu sion  o f som e o r  
all of th ese  o v e rd ra fts  under the sen d er  
n et debit ca p  w a rra n ts  fu rth er rev iew . 
The B o ard  h as thus determ in ed  to  
continue to exem p t b ook -en try  
o v erd rafts  from  ex p lic it q u an titative  
lim itations a n d  d e la y  its  co n sid eratio n  
of the co lla tera liza tio n  of such  
o v erd rafts  in  n orm al c ircu m sta n ce s  
pending the ou tco m e of this rev iew  
p ro cess , w h ich  will b e  p a rt of the  
gen eral rev iew  of longer-run go als, 
co lla tera l, ca p s , pricing, e tc ., d iscu ssed  
ab ove. O f cou rse, a s  is  n ow  the c a s e ,

23 Such overdrafts occur when the institution 
receiving book-entry securities has received book- 
entry securities against paynssst @! a pofeat in time 
of a greater value than the securities it has sent 
Because receipt of a book-entry security and 
Fedwire payment to the sender of the security are 
simultaneous, the sender of the security receives 
Fedwire payment regardless of the securities 
overdraft position of the receiver. The definition 
used for a book-entry securities overdraft means 
that such an overdraft could occur even while the 
receiver's funds account was in credit balance.

24 Sag. Treasury regulations implementing the 
Government Securities Act of 198&, 17 CFR Ch. IV, 
52 FR 19,642 (May 20.1BS7). and proposed 
regulations governing the Treasury-Reserve 
Automated Debt Entry System, 31 CFR Part 357. 51 
FR 43027 {Nov. 23.1330).
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R ese rv e  B an ks will continue to take  
step s to  p ro tect th em selv es again st the 
risk s p osed  by w eak  o rgan ization s or 
oth er sp ecia l c a s e s . F o r th ese  high-risk  
situ ation s, a  R ese rv e  B an k  will take  
w h a te v e r step s it d eem s n e ce ssa ry , 
including requiring ad ditional or specific  
co lla te ra l to be p osted  for funds and 
b o ok -en try  o v erd rafts , or, in ex trem e  
c a s e s , even  denying d irect a c c e s s  to the 
funds an d  b o ok -en try  F ed w ire system .

N ev erth eless, the B o ard  h a s  ad op ted  
the follow ing m easu res:

1. T h e op eratin g c ircu la rs  o f the  
R ese rv e  B an ks w ill be rev ised  to  
im pose, effective Jan u ary  1 4 ,1 9 8 8 , a  $50  
million p a r valu e  tran sfer size lim it on  
s e co n d a ry  m ark et b ook -en try  F ed w ire  
tra n sfe rs . T his limit is intended to 
induce m ultiple d eliveries to red u ce  
p osition  building by d ealers , a m ajor  
c a u s e  of b ook -en try  o v erd rafts ; 
p articip an ts  m ay  ch o o se  to limit their 
trad e size  a s  w ell. N ew  issue allo catio n s  
to  d e a le rs  an d  tran sfers  of T reasu ry  
ST R IP S w ould b e exem p t from  the  
tra n sfe r limit. T h e F e d e ra l R eserv e  will 
w ork  w ith the P ublic Secu rities  
A sso cia tio n  an d  oth ers to estab lish  
m ark et p ra c tice s  an d  p olicies con sisten t  
w ith  the in tent of this policy  
m odification , an d  the B o ard  will m onitor 
the effects  o f  this policy  on ov erd raft 
levels.

2. It w ill not be a c ce p ta b le  for 
institu tion s to u se F ed w ire  to avo id  the  
B o a rd ’s risk  red u ctio n  p olicy . A m ong  
o th er things, institutions should not:

(a ) Send m ultiple deliveries o f $50  
m illion or less in su cce ssio n  for the  
a cco u n t of the sam e cu sto m er for the  
p u rp o se  of avoiding th e $ 5 0  m illion  
tra n sfe r  limit;

(b ) In ten tion ally  sub stitu te  b ook -en try  
tra n sfe rs  for funds tra n sfe rs  in ord er to 
av o id  q u an titative  lim its; o r

(c ) E stab lish  m u ltilateral netting  
arran g em en ts  w h ich  se ttle  n et  
d ifferen ces a t the en d  of th e d ay  on  
F e d w ire  in o rd er to  red u ce  m easu red  
d aylight o v erd rafts  w ithout reducing the 
gross ob ligations am ong p articip an ts. 
(T his p olicy  applies both  to funds an d  
b ook -en try  F ed w ire  tran sfers .)

3. S taff in the su rveillan ce  an d  open  
m a rk e t units of the F e d e ra l R eserv e  
B an k  o f N ew  Y o rk  will continue to 
m o n ito r prim ary d e a le rs ’ clearing  
p a tte rn s  an d  policies and  rev iew  their 
findings w ith senior officials of those  
d ealers . T he R eserv e  Bank will seek  to 
p ersu ad e  d ealers  to ad op t p ra c tice s  
d esigned  to m inim ize b ook -en try  
o v erd rafts .

4 . A fter rev iew  by the F ed eral  
R e se rv e ’s P aym en ts S ystem  P olicy  
C om m ittee of the w ork  of a  S ystem  task  
force, R ese rv e  B an k s a re  to  d evelop  and
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im plem ent b ook -en try real-tim e  
m onitoring cap ab ilities  a s  soon  as  
possible, but not la ter than  the first 
q u arter of 1989.

5. R eserv e  B anks will rev iew  the 
b ook -en try  clearin g  an d  settlem ent 
activ ities  of institutions incurring sizable  
book -en try  daylight o v erd rafts  or 
conducting larg e-sca le  book -en try  
secu rities  operations to assu re  
th em selv es that such institu tions h ave  
develop ed  a cce p ta b le  p roced u res to 
con tro l the a sso cia te d  risk. In the even t 
that an  institution’s con tro ls a re  found  
to be in adeq uate, the R eserv e  B an k  will 
tak e W hatever steps it d eem s n e ce ssa ry  
to co v e r its risk exp osu re.

D. A u to m ated  C learing H ou ses  
T ra n sa ctio n s

In the past, au tom ated  clearin g  houses  
(A C H s) h av e  gen erally  been reg ard ed  a s  
sm all-dollar system s. R ecently , 
h ow ever, the A C H s h av e b een  evolving  
in such a w a y  th at th ey-ap p ear to be  
taking on m an y of the ch a ra c te ris tics  of 
larg e-d o llar tran sfer system s, and they  
th erefore p resen t m any of the sam e  
risks.

A ccordin gly , the B o ard  d irected  its  
staff to und ertak e a  study of A C H  risk  
an d  sought com m en t on A C H  risk  
issu e s .28 B ased  upon the com m ents  
rece iv ed  and further study of the issues, 
the B o ard  p rop osed  certa in  ch an g es in 
the F e d e ra l R e s e rv e ’s treatm en t of A C H  
tra n s a ctio n s .* 26

T he B o ard  h as now  d eterm in ed  to  
p ostpone an y ch an ges to the treatm en t 
of A C H  tra n sa ctio n s  pending the review  
of the F ed eral R e se rv e ’s p aym en ts  
sy stem  risk policy. Pending com pletion  
of this rev iew , the p resen t trea tm en t of 
A C H  tra n sa ctio n s  on the e x  p ost 
m onitoring system  will rem ain  in p lace. 
Specifically , for p urposes of e x  p ost 
m onitoring, net d eb its  and cred its  
resulting from  A C H  tra n sa ctio n s  will 
continue to be posted  at the R eserv e  
B an k ’s opening of business on the  
settlem ent d a te .27 * * * Sn addition, pending  
com pletion  of the p aym en t system  risk  
study, the B o ard  h as suspended, 
con sid eration  of providing sam e-d ay  
A C H  settlem en t serv ice  by R eserv e  
B anks.

23 50 FR 21130 (May 22.1985).
26 51 FR 45043 (Dec. 16,1980).
21 This posting procedure is for ex post

monitoring purposes and will in no way change
when actual settlement entries are made or when
ACH transactions become final.

E. Edge and  A greem en t C orp orations, 
U.S. B ra n ch e s  and A gen cies  of Foreign  
B an ks, and N ew  Y ork  A rtic le  XII 
In vestm en t C om p anies 28

S p ecial risks a re  p resen ted  b y the  
p articip ation  on larg e-d o llar tran sfer  
system s of th ese institutions. Som e of 
them  a re  m ajo r p articip an ts  in those  
n etw ork s, often m aking an d  receivin g a  
large volum e of p aym en ts on b eh alf of 
affiliates and  their p aren t organ ization s. 
T he size of their p aym en t a ctiv itie s  is 
g en erally  quite large re la tiv e  to their 
U .S. cap ita l (or for b ran ch es  an d  
ag en cies  of foreign b ank s, m easu res  
d erived  from  their U .S. fin an cial 
sta tem en ts), an d  thus sen d er n et debit 
ca p s  w ould tend  to co n stra in  sev ere ly  
the ability  of m an y of th ese institutions  
to p articip ate  d irectly  in the U .S. d ollar  
p aym en ts m ech anism , forcing them  to  
d eal eith er through their U .S. p aren t (in 
the c a s e  of E d ges) or through U .S. 
co rresp o n d en ts  or affiliates (in the c a s e  
of U .S, a g en cies  an d  b ran ch es  an d  Edge  
sub sid iaries of foreign banks* an d  som e  
N ew  Y ork  in vestm ent com p an ies).

In developing its policy  for th ese  
institutions, the B o ard  h a s  sought to  
b a la n ce  the go al of reducing and  
m anaging risk  in the p aym en ts system , 
including risk  to the F e d e ra l R eserv e , 
w ith th at of m inim izing the a d v e rse  
effects  on the p aym en ts o p eratio n s  of  
th ese  institu tions. In ad dition , the  
principle of fair an d  equitab le trea tm en t  
em bodied  in the U .S. policy  of n ation al 
treatm en t for foreign b an k s w a s  given  
exp licit con sid eration .

1. Edge and Agreement Corporations. 
U nd er cu rren t B o ard  policy , all F ed w ire  
o v erd rafts  of Edge and  ag reem en t  
co rp o ratio n s  m ust be fully 
colla tera lized . T his policy  reflects  the  
lack  of a c c e s s  of th ese in stitu tion s to the  
d iscou nt w in dow  an d  the p ossib ility  
th at the p aren t of an  Edge o r agreem en t 
co rp o ratio n  m ay  be u nable o r unw illing  
to co v e r its su b sid iary ’s o v erd raft on a 
tim ely b asis .

T he B o ard  b elieves th at Edge an d  
agreem en t corp oration  su b sid iaries of 
U .S. b ank s can , tog eth er w ith  their 
p aren ts, a rran g e  their affairs in a  w a y  
th at w ould  allow  them  to con tinu e to  
serv ice  th eir cu sto m ers a t the sam e tim e  
th at risk exp o su res  are  red u ced . 
Specifically , the B o ard  n otes  th at the  
p aren t of an  Edge or a g reem en t  
corp oration  could  fund its sub sid iary  
during the d ay o v er F ed w ire  a n d /o r  the

28 This section excludes discussion of foreign- 
owned U.S. depository institutions, including U.S. 
depository institutions that are either subsidiaries of
foreign banks or of foreign bank holding companies. 
These entities have U.S, depository institution
charters and capital in the U.S.. and are treated the 
same as any other U.S. depository institution.
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p aren t could  substitu te itself for its 
sub sid iary  on p rivate  n etw ork s. Indeed, 
d a ta  suggest that, in virtually  all c a s e s ,  
the con so lid ated  Edge an d  p aren t 
ov erd raft positron w ould be w ithin the  
ca p  lim its of the p aren t if it w ere  
ev alu ated  a s  an  ab o v e  a v erag e  cap  
institution, even  though the E d ge’s 
o v erd rafts  a re  very  large in relatio n  to 
the E d g e’s ow n cap ita l. T his suggests  
th at such  an  ap p ro ach  by the p aren t 
cou ld  both red u ce  sy stem ic  risk  
exp o su re  and perm it the Edge  
corp oration  to con tinu e to serv ice  its 
cu sto m e rs.29

W ith  re sp e ct to Edge and  agreem en t 
su b sid iaries of foreign b ank s, the B o ard  
b elieves th at b e ca u se  they lack  a c c e s s  
to th e d iscount w in dow  and read y  
a c c e s s  to a U .S. affiliate th at can  
p rovide support, th ese  institutions  
should b e  trea ted  in the sam e m an n er as  
th eir d o m estically  ow n ed  co u n terp arts.

A ccord in gly , the B oard  h as  
d eterm ined  th at all Edge and agreem en t 
co rp o ratio n s  will continue to be 
required  to co lla tera lize  Fedw ire  
daylight ov erd rafts , an d  strongly urges 
th at e a ch  such corp oration  restrain  its 
use of in tra -d ay  cred it by establishing  
sen d er net debit ca p s  b ased  on its ow n  
ca p ita l in the sam e m an n er a s  any oth er  
d o m estic  depo°sitory institution. In 
ad dition , the B o ard  urges p aren ts  of 
Edge and  agreem en t co rp o ratio n s  to 
sub stitu te  th em selves for th eir Edge or 
agreem en t sub sid iaries on p riv ate  large- 
d ollar netw ork s.

F o r p urposes of sen d er n et debit cap s , 
the B o ard  suggests th at all b ran ch es of 
th ese sam e Edge or agreem en t 
co rp o ratio n s  be con so lid ated . T he  
co n so lid a te d  en tity ’s ov erd raft position  
will b e  m onitored  by the R eserv e  Bank  
of the Ed ge or agreem en t co rp o ra tio n ’s 
h ead  office .30 T he m onitoring R ese rv e  
Bank, in con su ltation  w ith th ose R ese rv e  
B an ks in w hich  the Ed ge or agreem en t 
b ra n ch e s  op erate  and  the m an agem en t 
of the co n so lid ated  entity , ca n  eith er (1) 
d eterm ine th at Edge o r agreem en t 
b ran ch es  outside its D istrict will not be 
p erm itted  to run F ed w ire  o v erd rafts , or
(2) a llo c a te  p art o r  all o f the Edge or 
agreem en t co rp o ra tio n ’s F ed w ire  cap  
(and  the resp on sib ility  of adm inistering  
p art or all o f the co lla tera l requirem ent) 
to a R ese rv e  Bank in w hich  one or m ore  
o f the b ra n ch e s  op erate .

29 The Board's action to place certain restrictions 
on inter-affiliate transactions has not changed the 
existing policy with respect to the treatment of 
depository institutions and their Edge or agreement 
subsidiaries.

30 With the consent of the parties, a Reserve Bank 
other than that of an Edge head office can assume 
the management of these responsibilities.
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2. U.S Branches and Agencies of 
Foreign Banks. A s noted  previously, the 
B oard  b elieves th at U .S . b ra n ch e s  and  
agen cies  of foreign bank s should  
undergo the sam e self-evalu ation  
p rocess  a s  d om estic  d epository  
institutions, but that it be done on the 
basis of all U .S. b ran ch  an d  ag en cy  
op erations, ra th e r than  on an  office-b y­
office b asis . In setting a  cro ss -sy s te m  
send er net debit cap . the B o ard  b elieves  
that it is ap p ro p ria te  th e ca p  be b a se d  
on the w orld-w id e co n so lid ated  cap ita l  
of the foreign bank (less  an y  ad justed  
prim ary cap ita l a ttrib u tab le  to  
su b sid iary  U .S . banks an d  Edge or  
agreem en t co rp o ratio n s reflected  in the  
foreign b an k ’s w orld-w id e cap ita l). T he  
B oard  h as re a ch e d  this con clu sion  
b ecau se  public com m ents and oth er  
d ata  in d ica te  that p rivate  m arket 
p articip an ts  v iew  the in tra -d ay  cred it  
risk a s so cia te d  w ith U .S. offices of  
foreign b ank s in term s of the w orld-w id e  
cred itw o rth in ess of the en tire  foreign  
bank.

In assessin g  the F e d e ra l R e se rv e ’s 
ow n risk , h ow ever, the B o ard  is still 
co n cern ed  ab ou t the lack  of tim ely  
inform ation  filed w ith R e se rv e  Banks, 
and the F e d e ra l R e se rv e ’s inability to  
m onitor d evelop m en ts con cern in g  e ach  
foreign b an k ’s non-U .S. op eratio n s. 
A ccordin gly , the B o ard  h a s  determ in ed  
th at, only for p u rp o ses of determ ining  
the volum e o f  a  foreign b ank fam ily’s 
u n coilateralized  F ed w ire  o v erd rafts , the  
m ultiples d evelop ed  from  the self- 
evalu ation  p ro ce ss  (S ectio n  II-B , a b o v e )  
will be m ultiplied by the co n so lid ated  
"U .S . C ap ital eq u iv alen cy " of its  U .S. 
ag en cies  and b ra n ch e s .3 1 (T he term  
"U .S . cap ita l eq u iv alen cy ” h a s  been  
ch o sen  m erely  a s  th e m ost con ven ien t 
term  of art. W h ile  "U .S . ca p ita l  
eq u iv alen cy ” is to con tinu e to  be used  in 
co n n ectio n  w ith “sen d er n et debit ca p  
m ultiples,” d evelop ed  from  the foreign  
b an k ’s self-evalu ation , to d eterm in e  
foreign b ank s' m axim um  
u n coilateralized  daylight o v erd rafts  on  
Fedw ire, the B o ard ’s use of the term  is 
not m ean t to  suggest th at the B o ard  
p resently  in tends th at this m easu re  
n ecessarily  should be used to m easu re  a 
foreign b an k ’s  cap ita l position  in the 
U nited S ta te s  for prudential or oth er  
p urposes.) A n y F ed w ire  o v erd rafts  in 
e x c e s s  of that am ount will h av e  to be 
co llateralized . A ny use of in tra-d ay

31 "Capital equivalency" is defined as: the greater 
of (1) the sum of the amount of capital (but not 
surplus) which would be required of a national bank 
being organized at each branch or agency location, 
or (2) the sum of 5 per cent of the total liabilities of 
each branch or agency, including acceptances, but 
excluding (A) accrued expenses and (B) amounts 
due and other liabilities to offices, branches, and 
subsidiaries of the foreign bank.

credit on private large-dollar networks 
will be treated as any other use of intra­
day credit, and. as noted above, the 
total cross-system cap of a foreign 
bank’s U.S. agencies and branches will 
be based on the world-wide capital of 
the foreign bank (less the noted 
adjustments).

The cross-system sender net debit cap 
for families of branches and agencies of 
the same foreign bank will be monitored 
by the Reserve Bank which exercises 
the Federal Reserve’s oversight 
responsibilities under the International 
Banking A ct The administering Reserve 
Bank can, in consultation with Reserve 
Banks in which other U.S. agencies and/ 
or branches of the same foreign bank 
are located and the management of the 
foreign bank’s U.S. operations, 
determine that branches and agencies 
outside its District either will not be 
permitted to incur Fedwire overdrafts or 
will allocate part or all of the foreign 
family's Fedwire cap (and the 
responsibility for administering part or 
all of the collateral requirement) to a 
Reserve Bank in which one or more of 
the foreign offices operate.3®

The Board believes that this approach 
will limit the Federal Reserve’s risk 
while giving foreign banks with U.S. 
branches and agencies open access to 
the U.S. payments mechanism in 
keeping with the policy of national 
treatment.

3. New York Investment Companies. 
Investment companies chartered under 
Article XII of the New York Banking 
Law are not subject to reserve 
requirements and do not have access to 
the discount window. Because they do 
not maintain accounts with the Federal 
Reserve, they cannot use Fedwire. Some 
are, however, active participants on 
private networks, and therefore 
introduce risk in the payments system 
much like other participants. 
Accordingly, the Board urges that 
investment companies that participate 
on private large-dollar networks 
establish for themselves a cross-system 
sender net debit cap using the 
procedures and guidelines the Board has 
established for depository institutions.

32 As in the case of Edge and agreement 
corporations and their branches, with the approval 
of the designated administering Reserve Bank, a 
second Reserve Bank may assume the responsibility 
of managing and monitoring the cross-system 
sender net debit cap of particular foreign branch 
and agency families. This would often be the case 
when the payments activity and national 
administrative office of the foreign branch and 
agency family is located in one District, while the 
oversight responsibility under the International 
Banking Act is in another District. If a second 
Reserve Bank assumes management responsibility, 
monitoring data will be forwarded to the designated 
administrator for use in the supervisory process.
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F. B a n k e rs ’ B anks

B a n k e rs ’ bank s a re  exem p t from  
re s e rv e  req u irem en ts an d  d o  n o t h av e  
reg u lar a c c e s s  to th e  d iscou nt w indow . 
T h ey  do, h ow ever, h av e  a c c e s s  to  
F e d e ra l R eserv e  p aym en t se rv ice s . T o  
p ro tect R e se rv e  B an ks from  p oten tial 
loss resulting from  daylight o v erd rafts  
in cu rred  b y b an k ers ’ b ank s, the B oard  
ad op ted , in 1982, a  p olicy  th at b an k ers ’ 
b an k s should  refrain  from  incurring  
o v e rd ra fts  an d  p ost co lla te ra l to co v e r  
a n y  o v erd rafts  th ey do incur. B a n k e rs ’ 
b an k s m ay  vo lu n tarily  give op  their 
exem p tio n  from  re s e rv e  req uirem ents, 
th us gaining a c c e s s  to the d iscou nt 
w indow  an d  avo id  havin g to  post 
c o lla te ra l

The Board has determined to continue 
the present policy.

G. Monitoring

T he B o ard  b elieves th at e x -p o st  
m onitoring is  co n sisten t w ith the  
volun tary ; flexib le  ap p ro ach  it h as  
ad op ted . U n d er e x -p o s t m onitoring, an  
institution w ith a c ro ss -sy s te m  net debit 
position  m  e x c e s s  of its  ca p  will be  
co n ta c te d  b y its  R e se rv e  B an k .33 The  
R ese rv e  Bank will cou nsel the 
institution, d iscussin g w a y s  to red u ce  its 
e x c e s s iv e  u se o f in tra -d ay  cred it. No 
reg u lato ry  a ctio n  w ill b e  taken, but the  
R ese rv e  Bank m ay

© A d v ise  the ap p rop riate  exam in er, 
w ho m ay  recom m en d  su p erv iso ry  a ctio n  
if the volum e o f c ro ss -sy s te m  o v erd rafts  
a re  d eem ed  u n safe o r  unsound, a n d /o r

© T ak e  ap p rop riate  actio n  to limit its 
ow n  risk exp o su re  on  F ed w ire.

A  F e d e ra l R ese rv e  Bank w ill apply  
rea l-tim e m onitoring to an  individual 
in stitu tion ’s F ed w ire  p osition  w h en  the  
R ese rv e  Bank b elieves th at it fa c e s  
e x c e s s iv e  risk exp o su re , e.g., for 
p rob lem  bank s or from  institutions w ith  
ch ro n ic  o v erd rafts  in e x c e s s  of w h at the 
R ese rv e  B an k  thinks is prudent. In such  
a  c a se , the R e se rv e  Bank will con tro l its 
risk  exp o su res  by m onitoring the  
institu tion ’s position  on a  real-tim e  
b asis , an d  taking o th er prudential 
actio n s.

In ord er th at R eserv e  B anks m ay  
prop erly  m onitor the use of in tra-d ay  
cred it, no future or existin g  larg e-d o llar  
netw ork  will be p erm itted  to  se ttle  on  
the b ook s of a R eserv e  Bank unless its 
m em bers authorize the netw ork  to  
provide position  d a ta  to the R eserv e  
B an k  on request.

33 Even if the institution is not a state member 
bank, the Reserve Bank can make this contact 
because an overdraft is occurring on Fedwire or 
because the institution is in a net debit position on a 
wire system settling on the books of the Federal 
Reserve.
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H. A v o id a n ce  of Risk R eduction  
M easu res

In its M arch  2 9 ,1 9 8 4 , policy  
statem en t, the B oard  s ta ted  th at "u se  of 
F ed w ire  for the a v o id an ce  of F ed eral  
R eserve  or p rivate  se c to r  risk reduction  
m easu res is not ap p ro p ria te ."  The B oard  
ad op ted  this policy to preven t 
institutions from p articip atin g in 
b ilateral netting arran g em en ts w hereby  
they w ould exch an g e  gross  p aym en t  
m essages during that d ay and  settle  at 
the end of the d ay by using F ed w ire to 
adjust n et positions b ila tera lly . Such  
arran g em en ts w ould be difficult for 
R eserve  B anks to d etect an d  w ould be 
outside of F ed eral R eserv e  and p rivate- 
se c to r  risk control m easu res. T h ey still, 
h ow ever, p resent the sam e risks to the 
p aym en ts m ech anism  th at oth er net 
settlem ent arran g em en ts p resen t 
b ecau se  settlem ent failures are  still 
possible, and  such failures w ould have  
the sam e d eleteriou s co n seq u en ces  as  
an y  o th er settlem ent failures.

The B oard , th erefore, reaffirm s its 
policy th at institutions m ay  not use  
F ed w ire  or oth er p aym en ts n etw ork s as  
a m ethod  of avoiding risk  red u ction  
m easu res.

T he B o ard  realizes , h ow ever, th at  
certa in  netting arran g em en ts a re  not 
intended  to avo id  risk red u ction  
m easu res. Indeed, they ca n  th em selves  
red u ce  risk. F o r exam p le , institutions  
m ay by m ean s of novation , n et 
tran sactio n s  prior to settlem ent, w ith  
e ach  p articip an t legally ob ligated  only  
for the resu ltan t n et position . This  
arran g em en t red u ces risk b e ca u se  it 
re p laces  gross tra n sa ctio n s  w ith the 
sm aller n et obligation, and  failu res to 
settle  w ould  alm o st a lw a y s  involve  
sm aller exp o su res  (an d  less  system ic  
risk) than w ith b ilateral n et settlem ent. 
The B o ard ’s policy on limiting 
a v o id an ce  techniques is n ot intended to  
re stric t this kind o f netting arrangem en t.

I. Large-D ollar P aym en t S ystem s  
A d v iso ry  Group

In July, 1985, the B o ard  ap pointed  a 
Large-D ollar P aym en t S y stem s'A d v iso ry  
G roup com p osed  of know ledgeable  
re p resen ta tiv es  of institutions a ctiv e  in 
the larg e-d o llar p aym en ts m arket. 
A lthough the B o ard  h a s  not ad op ted  all  
of the recom m en d atio n s that the 
A d v iso ry  G roup h as m ad e, it h as found  
the Group an  in valu able sou rce  of 
inform ation  on industry p ra c tice s  and  
industry v iew s. Indeed  it h as ask ed  the 
A d v iso ry  G roup to aid  in the B o a rd ’s 
continued  evalu ation  of its daylight 
ov erd raft policy. The A d v iso ry  Group  
will rep ort d irectly  to the B o ard  through  
the P aym en t S ystem  P olicy  C om m ittee  
an d  will be free to study any and all

m atters  a sso cia te d  with the B o a rd ’s 
policy of reducing risks on larg e-d o llar  
p aym ent system s.

By order of the Board of Governors of the 
Federal Reserve System, July 30,1987.
James McAfee,
Associate Secretary of the Board.
A p p en d ix— G uidelines for Establishing  
R isk C ateg ories

This ap pen d ix p resen ts  the B o a rd ’s 
guidelines to be used by institutions in 
determ ining their ow n classifica tio n s  for 
purposes of setting their ow n sen d er net 
debit cap s . T he B o ard  policy recognizes  
that individual institutions m ay p erce iv e  
th at sp ecial or unusual c ircu m stan ces  
not ad eq u ately  cap tu red  in th ese  
guidelines m ay, in the view  of the  
institu tion 's m an agem en t an d  b o ard  of 
d irecto rs , be co n sisten t w ith a higher 
grad e c lassifica tio n  and higher sen d er  
net debit cap . Such a position  should be 
fully supported  by an aly sis  and  
evid en ce  included in the file for 
e x am in er rev iew . E xa m in e rs  will be  
critica l if-such sp ecial fa cto rs  a re  not 
fully docum ented , and  will be esp ecia lly  
sen sitive  to evid en ce  th at sp ecia l  
positive fa cto rs  a re  being em p h asized  
an d  a d v erse  fa cto rs  ignored or  
dow n played .

T he guidelines ad d ress  
cred itw o rth in ess; o p eratio n al con tro ls , 
p olicies, and  p roced u res; an d  cred it 
p olicies and p roced u res. T h e la s t sectio n  
suggests how  the self-evalu ation  in e a ch  
of th ese th ree a re a s  is to be com bined  
into an ov erall a sse ssm e n t, w hich  is 
then to be the b a sis  for determ ining a  
sen d er n et debit cap .

/. Creditworthiness
S elf-assessm en t of cred itw o rth in ess  

should begin by referen ce  to an  
in stitu tion ’s m ost recen t e xam in atio n  
rep ort and, w h ere ap plicable, to p eer  
group sta tis tics  co n tain ed  in the m ost 
recen t U niform  Bank P erfo rm an ce  
R eport (U BPR) an d  to the m o st recen t  
Bank H olding C om pany P erfo rm an ce  
R eport (BH CPR). A dditional d a ta  from  
oth er rep orts  an d  a n a ly se s  should, of 
cou rse, be used.

M ajor em phasis should be p laced  on  
a s se t quality, cap ital, an d  earnings  
w h ere a n  institu tion ’s re la tiv e  standing  
ca n  be d eterm ined  b a se d  upon  
quantifiable m easu res. Liquidity and  
holding com p an y strength  should be  
ad d ed  in as  m odifying fa c to rs  w hich , if 
strongly positive or n egative, could  
influence the o v erall a sse ssm e n t of 
cred itiw o rth in ess. F o r e ach  of the  
ch a ra c te ris tics  th at b eco m e the prim ary  
d eterm in an ts  of the initial b enchm ark  
asse ssm e n t of cred itw o rth in ess, e a ch  
institution should rank itself using a  four
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p art s ca le  from "E x ce lle n t” to "B elo w  
S ta n d a rd .’’ 1 The institution 's files 
m ain tained  for exa m in e r review  of cap  
d eterm in ation  should provide supporting  
an aly sis  for the self-ranking assign ed  for 
e ach  of the c h a ra cte ris tics .

a. Asset quality. A sse t quality should  
be graded  "E x c e lle n t” through "B elo w  
S ta n d a rd ” in relation  to

(a) The level, d istribution, and  
sev erity  of c lassified  a s se ts ; (b) the level 
and com position  of n o n -accru al and  
red u ced  ra te  a sse ts ; (c) the a d eq u acy  of 
valu ation  re se rv e s; an d  (d) 
d em on strated  ability  to ad m in ister and  
c o rre ct problem  cred its . The self- 
an aly sis  should take p eer group  
s ta tis tics  into co n sid e ra tio n .2 O bviously, 
ad eq u ate  v alu ation  re se rv e s  and a 
proven  ca p a c ity  to p olice and co llect  
problem  cred its  m itigate to som e degree  
the w e a k n e sse s  inherent in a given level 
of classified  a s se ts . In evalu ating a sse t  
quality, co n sid eratio n  should also  be 
given  to an y  undue d egree of 
co n cen tra tio n  of cred its  or in vestm ents, 
the n atu re  an d  volum e of cred its  
sp ecia lly  m entioned  or classified , 
lending policies, and the a d eq u acy  of 
cred it ad m in istration  p roced u res. 
E valu atio n s of a s se t quality significantly  
different from  the last exam in ation  
rep ort should be highlighted and  
supported-in the cap  determ in ation  file.

b. Capital. In the self-evalu ation  of  
ca p ita l, institutions should, a s  a  starting  
point, note  th at the fed eral guidelines  
call for a  minimum prim ary cap ita l-to -  
a s se t ratio  of 5.5 per cen t for com m ercial  
b ank s. In assigning a sp ecific  rating for 
its cap ita l position , ad justm en ts should  
be m ad e for the volum e of risk asse ts ;  
the level of off-b alan ce  sheet risk; the 
volum e of classified  a sse ts ; and b an k  
grow th  exp erien ce , plans, p ro sp ects , and  
p eer group cap ita l levels. A ss e t quality  
should re ce iv e  p articu lar w eig h trA n y  
institution that ran k s its ca p ita l m ore  
than one grad e ab o v e  its a s se t quality  
h as a  significant burden of p roo f to 
justify such a grad e, an d  its ca p  file 
should co n tain  sp ecific  docum entation .

c. Earnings. E arn in g s should also  be  
grad ed  "E x c e lle n t” to “B elow  S ta n d a rd ” 
w ith re sp e ct to (a) the ability to co v e r  
lo sses  an d  provide for ad eq u ate  cap ital,
(b) earnings tren d s, (c) p eer group  
com p arison s, and (d) quality and  
com p osition  o f earn in gs. C o n sid eration  
m ust also  be given to the in ter­
relatio n sh ip s th at e x is t  b etw een  the  
dividend p ayou t ratio , the ra te  of grow th * *

1 The full scale is as follows: "Excellent” "Very 
Good," "Adequate,” and “Below Standard.”

* In the case of classified assets, reference should 
be made to nonperforming assets of peer group 
institutions.
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of retain ed  earnings, an d  the ad eq u acy  
of bank cap ita l. A  dividend payou t ra te  
that is e x c e ss iv e  in this co n te x t, w ould  
w a rra n t a low er grad e d espite a level of 
earnings th at might oth erw ise  result in a 
m ore fav o rab le  ap p raisal. Q u ality  is 
a lso  an im portant fa c to r in evalu ating  
this dim ension of an  institu tion ’s 
p erform ance. C o n sid eration  should be 
given to the ad eq u acy  of tran sfers  to the  
valu ation  reserv e  and the e x te n t to 
w hich extra o rd in a ry  or nonrecurring  
item s, secu rities  tran sactio n s , and ta x  
effects  con trib ute to net incom e.

The self-grading for a s se t quality, 
cap ital, and earnings should be 
com bined  into a single prelim inary  
grad e of cred itw o rth in ess b ased  on an  
av erag e  of the three com p on en ts. T his  
prelim inary grade w ould be affected  by  
tw o final con sid eration s, w hich  are  
graded  positive ( + ) ,  n eutral (o), or 
n egative ( —).

d. Liquidity. In m ost in stan ces , an  
an aly sis  of liquidity will in d icate  a  
stab le  funding b ase  w ith a reaso n ab le  
cushion  of a s se ts  or untapped  funding 
so u rces av ailab le  to m eet con tingencies. 
In such in stan ces , liquidity should be  
regard ed  a s  a neutral (o) fa cto r in 
assessin g  cred itw o rth in ess. E v id en ce  of 
frequent, unplanned borrow ing from the 
F ed eral R e s e rv e ’s d iscou nt w indow  or 
d eterioration  in the norm al funding b ase  
w ould be reg ard ed  a s  n egative  ( —), and, 
depending upon the sev erity  of the 
situation , the prelim inary grad e  might be  
d ow n grad ed . E xtrem ely  liquid findings
( +  ) could  ca u se  an  upgrading of the 
prelim inary rating, but such findings 
w ould usually n eed  to d em on strate  
a s se t liquidity a s  w ell a s  sound liability  
m an agem ent p ra c tice s .

e. Holding company and affiliates.
T he relativ e  strength  of oth er d epository  
institutions within the holding com p an y, 
the p aren t com p an y itself, and  
non dep ository  institution sub sid iaries  
within the com p an y ca n  also  m arginally  
affect the prelim inary grade. In gen eral, 
if the regulators h ave c h a ra cte riz e d  the 
co n so lid ated  holding com p an y a s  in 
sa tis fa c to ry  con dition  in its m ost recen t  
inspection, the influence should be 
regard ed  a s  n eutral (o). If it w as  
reg ard ed  a s  less than  sa tis fa c to ry , the  
influence should be regard ed  as  
negative ( — ). D ow ngrading of the 
prelim inary grad e w ould be e x p e cte d  if 
significant losses w ere  being incurred  or 
an ticip ated  a t the p aren t or  
non dep ository  institution sub sid iary  
level, if con so lid ated  cap ita l w as  
m aterially  less than that of the 
su b sid iary  institution(s), or if holding  
com p an y debt serv ice  n e ce ssita te d  
e x c e ss iv e  d ividends from  the d epository  
institution sub sid iaries. If the p aren t had

a demonstrated record of capital 
contributions and other support for the 
depository institution subsidiary, its 
influence would be regarded as positive 
( +  ) and could raise the preliminary 
grade upward.

These five factors become the initial 
and minimum benchmark for the self- 
assessment. Other considerations, such 
as major changes in management or 
pending litigation that is material, may 
be significant when evaluating an 
institution. Further, in using any ratio in 
the analysis of the first three factors, the 
limitations of using a single ratio or even 
a few ratios must be recognized. To the 
extent that other factors or mitigating 
circumstances are factored into the final 
grade on creditworthiness, the reasoning 
for special consideration should be 
clearly laid out for the examiner’s 
review. Also, in a voluntary self- 
assessment program, management 
should recognize its own natural 
predisposition to identify and emphasize 
positive factors while downplaying 
adverse ones. To the extent that files do 
not document balanced analyses, 
examiners should be critical.

U.S. Branches and Agencies of Foreign 
Banks

U.S. branches and agencies of foreign 
banks pose special problems for 
assessing creditworthiness because they 
do not have a corporate identity in the 
United States separate from that of the 
world-wide institution. Conceptually, 
however, the same analytical approach 
is appropriate, although special 
considerations are necessary to address 
data limitations.

In many cases, branches and/or 
agencies belonging to a single family 
will be found in several different 
geographic regions and subject to 
different supervisory authorities. 
Because the strength of the foreign bank, 
including all of its parts, will largely 
determine the strength of each branch or 
agency in the United States, a single 
overall assessment is necessary. Thus, 
branches and agencies of foreign banks 
should assess creditworthiness on the 
basis of the entire family—excluding 
any subsidiary U.S. chartered banks or 
Edge corporations of the foreign bank— 
rather than on an individual branch or 
agency basis.

For capital and earnings, the same 
approach and standards used for 
domestic depository institutions are 
appropriate. In general, the analysis 
should be done using available data on 
the foreign parent. Branches and 
agencies may restate their data to 
identify undisclosed reserves that are 
functionally equivalent to capital and to 
adjust earnings to reflect additions to
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such reserves. To the extent that the 
self-assessment relies on these factors, 
the file available to the examiner should 
provide supporting documentation.

For assessment of asset quality, 
additional difficulties are encountered. 
While information on the overall 
organization is clearly the data that 
should be used, asset quality 
information on the foreign bank or on 
the consolidated organization is 
generally not available to either the 
manager of U.S. operations or U.S. 
supervisory authorities. Instead, only 
U.S. asset quality information is 
available. Even then, organizations with 
multiple branches or agencies will 
typically have examinations of 
individual entities conducted on 
different dates and by different 
supervisors. Combining these results 
into a single meaningful composite of 
U.S. operations is therefore not easily 
accomplished. Recognizing these 
imperfections, the only practical 
approach available in most cases is to 
extrapolate for the overall family from 
whatever information is available in the 
U.S. operations.

Recognition should be given to the 
distortions that can arise when a single 
international credit becomes problemtic 
and is booked entirely in or outside the 
U.S. for control purposes. In instances 
where it is booked in the U.S., the credit 
may unduly overstate the severity of 
asset problems in the U.S. by attributing 
it entirely to the U.S. when it should 
more properly be attributed to the 
overall family. Judgment is therefore 
clearly appropriate in assessing asset 
quality.

As in the case for domestic depository 
institutions, asset quality, capital, and 
earnings provide a benchmark for the 
assessment of creditworthiness of the 
branch or agency. Other factors, like 
liquidity or the effect of affiliates, should 
be factored in as appropriate. 
Nevertheless, because the assessment 
has already included the strength of the 
foreign bank in measuring capital and 
earnings, extra care should be taken to 
avoid double counting the foreign bank 
in the assessment of its U.S. branches 
and agencies.

II. Operational Controls, Policies and 
Procedures

Two distinct components require 
analysis in the operational area if an 
institution is to be able to monitor its 
payments system risk effectively. These 
components are:

® Monitoring of the position of the 
institution on each payments system on 
which it operates and across all systems 
as an overall net position; and
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° M onitoring of individual cu stom ers  
and  the e x te n t to w hich  the institution  
ex te n d s cred it by m aking funds 
av ailab le  before they are  co llected , both  
w hen the institution is a sen d er and  a 
re ce iv e r of funds.

Both com p on en ts a re  im portant to any  
institution in its efforts to m an ag e  its 
p aym en ts system  risk. T he sign ifican ce  
of m onitoring the debit an d  cred it flow® 
to determ in e o n e’s ov erall position  and  
the position  of individual cu stom ers  
d oes not d e cre a se  for sm aller  
institutions. F o r both com p on en ts, the 
business activ ity  is first defined, a re a s  
of significant risk identified, an d  the 
ad e q u a cy  of con tro ls  rev iew ed.

F a cto rs  such a s  au tom atio n  o r the size  
of the institution a re  not re le v a n t ex ce p t  
as they affect the ability  to m onitor  
risks. R eferen ces  to “real-tim e,” 
therefore, a d d ress  the tim eliness of  
inform ation, and n ot the d egree of  
au tom ation . Indeed, a m anual system  in 
a sm all institution th at re co rd s  ev ery  
tra n sa ctio n  m ay  be far m ore effective a s  
a real-tim e m onitor than a fully 
au to m ated  and  in tegrated  system  in a  
m ajo r op eratio n  that h as y e t to bring  
one a re a  w ith  su b stan tial risk exp osu re  
in the institution into the m onitored  
en vironm ent.

B ased  upon the an aly sis  of the  
b usiness activ ities  an d  the identification  
of existin g m onitoring cap ab ilities, each  
com p on en t is graded  "stro n g ,” 
“s a tis fa c to ry ,” or u n sa tisfa cto ry ,"  using 
sp ecific  stan d ard s. T h ese  tw o se p a ra te  
ratin gs of ov erall activ ity  an d  individual 
cu stom ers should then be com bined  into 
an overall rating of o p eratio n al con trols, 
p olicies, and proced ures.

o. Monitoring Institution Positions 
Relative to Net Debit Caps

B efore evalu ating its w ire tran sfer  
op eration , e a ch  institution n eeds to 
define the m agnitude an d  relativ e  
im p ortan ce  of e a c h  paym en t sy stem  in 
w hich  it p articip ates .

T he tab le below  seek s to define the 
institu tion ’s funds tran sfer  
en viro n m en t.3

Average Daily Volume

System Dollars Percent DoSsre Percent
sent of total received of total

1. CHIPS...............

too 100

F o r e ach  system  in w hich  the  
institution p articip ates , an a cce p ta b le

3 To Ihe extent that an institution uses other 
payments systems with same-day settlement, the 
list should be expanded to include them.

level of risk exp o su re  n eed s to be  
identified again st w hich  its position  will 
be m onitored. T he m onitoring of e ach  
system  should then b e  identified a s  
being: (1) O n a real-tim e b asis ; (2} on a 
period ic b a sis  an d  at w h at p eriod icity ; 
or (3) not cu rren tly  m onitored  or  
m onitored  only at the end of the d ay. 
C om pleting the follow ing tab le  
sum m arizes the type o f m onitoring  
activ ity  for e ach  system :

Individual System fytowiroRWG Capability

System Real
time Periodic (Fre­

quency)

Na
mterim-

montloring

1. CHIPS..... ...... I I
-

( ) - ........

F o r system s th at a re  m onitored , the  
e x te n t of c ro ss -sy s te m  m onitoring ca n  
then be d eterm ined . F o r exam p le , a  re a l­
tim e, c ro ss -sy s te m  m onitor on F ed  w ire  
m ight be com b in ed  w ith a p eriod ic  
m onitor on C H IPS (or o th er network®  
th at might d evelop  in the future) to give  
a  period ic c ro ss -sy s te m  on all sy stem s. 
By identifying w hich  sy stem s used  by  
the institution are  m onitored  on a  cro ss -  
sy stem  b asis  to determ in e a net 
exp o su re , an  ov erall risk  ex p o su re  ca n  
be ob tain ed . A s w ith  the individual 
system , a su m m ary  tab le o f c ro ss -  
sy stem  m onitoring cap ab ility  c a n  be  
com p leted  like the on e below .'4

Cross-System î oairroRiwG Capability

Systems
monitored
together

Reel
time Periodic (Fre­

quency)

No
Interim

momJor-
m

( ) 
( ) 
( )

B a se d  on the c ro ss -sy s te m  m onitoring  
cap ab ility  and  the volum e o f b usiness  
h andled  by e a ch  system , a ratin g fo r the  
institu tion 's con tro ls  for its c ro ss -sy s te m  
exp o su re  c a n  be ob tain ed  a s  fo llow s:

R ating for M onitoring Institution  
P ositions

Strong

a. 95% of to tal d ollars  sen t an d  
rece iv ed  a re  m onitored  on a  real-tim e  
b a sis  or a t 15 m inute in terv als  or less  
and

b. a  c ro ss -sy s te m  calcu la tio n  of the  
institu tion ’s n et d e b it/cre d it p ositions is 
com p u ted  an d  co m p ared  to estab lish ed

4 Systems may often be listed on more than ossa 
Hne. For example, a real-time cross-system monitor 
on Fedwire and CHIPS might be combined with a 
periodic monitor on other systems to give a periodic 
cross-system monitor on all four systems.

12

limits on a real-tim e b asis  or a t 15  
m inute in tervals or less.

Satisfactory

a. 80% of the total a v e ra g e  daily  d ollar  
volum e sen t is m onitored  on a real-tim e  
b asis  o r  a t 30  m inute interval® o r less; 
and

b. a c ro ss-sy ste m  calcu la tio n  of the  
institu tion ’s n et d e b it/cre d it position , 
utilizing th ese d a ta , is com p u ted  and  
com p ared  to estab lish ed  limits on a re a l­
tim e b asis  or a t 30  m inute in terv als  or  
less.

Unsatisfactory— A n y  oth er condition. 

b. Montoring Customer Positions
E a ch  institution should h a v e  the  

cap ab ility  of m onitoring the effect of all 
significant tra n sa ctio n s  on the funds 
positions of cu sto m ers a s  the  
tra n sa ctio n s  o c c u r during the business  
d ay. A t a minimum, the institution  
should be a w a re  of the p ositions of 
cu sto m ers th at h av e  a high-dollar  
volum e of funds tran sfer activ ity  in 
relatio n  to e a ch  cu sto m er’s funds 
position  or to the in stitu tion 's capital. 
C u sto m er position  should reflect the 
co llected  sta tu s  of funds sent and  
rece iv ed  o v e r p aym en ts system s, a s  w ell 
a s  the effect of o th er activ ities, such  as  
loan  a d v a n ce s , loan  p aym en ts, and book  
tran sfers  (tran sfers  b etw een  cu stom ers  
on the in stitu tion ’s ow n books) w hich  
m ay resu lt from  in stru ction s d evelop ed  
in tern ally  or rece iv ed  o v er m essag e  
system s, such a s  S .W .I.F .T . Som e  
cu sto m ers require frequent m onitoring  
b e ca u se  the volum e of their daily  
tra n sa ctio n s  is large. O th ers n eed  to  be  
m onitored  only a s  a result of  
p articu larly  large and unusual 
tra n sa ctio n s .

F o r cu stom ers th at a re  significant 
users of the p aym en ts system , three  
q uestions a re  im portant:

Yes Wo

1. Has the institution isolated Its customers 
which psrticipst® to a sxjrcJica-Bt dsgjes 
in funds transfer systems as either send-

2. Can the matitutsori monitor ffta positions 
of these customers tahing into account

3. Does the monitoring system tnduda the

In m onitoring cu sto m ers for 
co m p lian ce  w ith in tra -d ay  o v erd raft  
position  lim its estab lish ed  by cred it  
p olicy a n d /o r  in approving over-lim it 
p aym en ts, tra n sa ctio n s  o th er than those  
being tran sm itted  and rece iv ed  ov er  
p aym en ts sy stem s n eed  to be  
con sid ered  a s  they d irectly  affect the 
in tra -d a y  position . A m ong the  
tra n sa ctio n  so u rces  th at should be
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considered are message systems such as
S.W.I.F.T. and Telex; internal book 
transfers; and the institution’s own 
lending, investment, and check 
processing operations. While it may not 
be feasible or reasonable to monitor all 
transactions from all areas, material 
thresholds should be established by the 
institution as criteria for monitoring 
individual transactions or aggregate 
transactions for a single customer that 
could put the institution at risk. The files 
should clearly document the reasons for 
including or excluding other areas and 
justify threshold limits sets.

Once customers have been identified 
and individual transaction limits set, the 
institution’s ability to monitor and 
control the funds positions of its 
customers can be determined. The 
following checklist identifies the 
adequacy of controls:

Yes No

1. Does (he system for monitoring positions 
of customers coven

a. All significant sources generating

b. Total dollar volume of transactions

2. Does trie system halt any transaction in 
excess of established limits from further 
processing until appropriate action is

3. If documentation of action taken with 
regard to over-limit transactions reflects 
consistent exceptions attributed to a cus­
tomer. is analysis of those accounts in-

4. Are reviews of the funds transactions 
environment conducted by internal or ex­
ternal auditors at least annually? (These 
reviews should conform to the standards 
established by the Bank Administration 
Institute and the Federal Financial Institu-

Institutions must be able to respond 
positively to all questions in this section 
on monitoring customer positions if they 
are to evaluate their control as 
satisfactory or strong. These ratings 
should be obtained as follows:
Rating for Customer Monitoring System 
and Controls

1. Strong—Responses to all of the 
above are positive and comprehensive 
customer monitoring is in force for both 
debits and credits on a real-time basis 
or at intervals of 15 minutes of or less.5

2. Satisfactory—Responses to all of 
the above are positive and 
comprehensive customer monitoring is 
in force for all debit transactions greater 
than or equal to the monitoring

5 If  an institution monitors on a worst case basis, 
that is. debits only, a strong rating m ay still be 
justified if  the lim its established are no higher than 
those appropratie for monitoring a net position.

threshold on a real-time basis or at 
intervals of 30 minutes or less.

3. Unsatisfactory—Any other 
condition.

Overall Rating for Operational Controls, 
Policies, and Procedures

The two separate ratings for 
monitoring capability are combined into 
a single rating by taking the lower of the 
two ratings as follows:

Monitoring
institution
positions

Monitoring 
customer and 

controls
Overall rating

—Either Rated Unsatisfactory— Unsatisfactory.

III. Credit Policies and Procedures

A simple two-way classification 
system for credit policies and 
procedures should be used. All 
institutions should have explicit, written 
credit policies and the necessary 
internal procedures in place to 
implement these policies. Failure to 
have such policies and procedures puts 
all participants in the payments system 
at risk, and should preclude a 
satisfactory overall rating and its 
associated debit cap limit regardless of 
the ratings for creditworthiness or 
monitoring capabilities.

The following checklist identifies the 
adequacy of credit policies and 
procedures:

Yes No

1. Does the institution have a written credit 
policy detailing normal and exception ap­
proval and reporting procedures for all 
loans and credit commitments, including 
daylight overdraft and bilateral limits and

2. Are all facilities and exposures approved 
as part of acknowledged aggregate expo­
sure to individual bank and commercial

3. Does the institution use monitoring sys­
tems which identify usage in excess of 
approved facilities and provide adequate 
information for review and evaluation of

4. Does the institution have exception iden­
tification and approval systems which are 
tailored to the speed, volume, and size of 
credit approvals required by its payment

5. Are the institution's review systems 
geared to single out and take action on

6. Does senior management periodically 
review and take action on aggregate ex-

7. Are all controls and procedures reviewed 
and tested by the institution's internal

8. Is adequate training available and re­
quired for operations, credit, and account 
officer staff responsible for monitoring the 
intra-day overdraft exposure system of

In completing the checklist, negative 
responses should not be explained away 
in order to obtain a satisfactory self- 
assessment except under extremely 
unusual circumstances. Institutions that 
attempt to explain shortcomings will be 
scrutinized very closely by the 
examiners.
IV. Overall Assessment

The three component evaluations can 
be combined into a single overall 
assessment using the following table:

Credit policies and procedures Operational controls policies and 
procedures Credit worthiness Overall assessment

High cap
Above average cap 
Average cap 
No cap
Above average cap 
Average cap 
No cap

No cap 
No cap

good.

In completing the assignment for U.S. 
branches and agencies of foreign banks 
that are part of a single family operating 
in more than one state, a single 
assessment for the family should be 
conducted. If more than one branch or 
agency has access to a large-dollar 
system, the adequacy of operational 
controls for each access point should be 
assessed separately and combined into 
a single assessment. A single cap should 
then be determined and divided among 
the entities having access. The file

documenting the assessment and its 
division among the separate entities 
should be available to examiners in a 
designated office in the District of the 
Administrative Federal Reserve Bank.
[FR Doc. 87-17694 Filed 8-5-87; 8:45 amj
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