
FEDERAL RESERVE BANK
OF NEW YORK

[Circular No. 10391 "1 
October 18, 1990 .

FEDWIRE

Telephone Notification to Receiving Off-Line Banks 
(Effective January 1, 1991)

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

Follow ing  is th e  tex t o f  a s ta tem en t issu ed  by  th e  B oard  o f  G o v ern o rs  o f  the  F ed era l R eserve  

S ystem :

The Federal Reserve Board has adopted a requirement that Reserve Banks notify by telephone all 
“off-line banks” of the receipt of incoming Fedwire third-party funds transfers and related non-value 
messages.

An “off-line bank” is an institution that does not have electronic access to Fedwire.

The majority of transfers to off-line banks are currently not subject to telephone notice. Without 
telephone notice, the off-line receiving bank is unable to credit its customer’s account on the day of the 
transfer.

About 45 percent of the institutions using Fedwire receive off-line transfers but these transfers 
account for less than 1 percent of total Fedwire volume.

The required notice would also be provided for settlement transfers and related non-value messages, 
if the off-line receiving bank has notified its Reserve Bank that it acts on behalf of a respondent insti
tution. Telephone notice of incoming settlement transfers would not have to be provided to an off-line 
bank that does not maintain an account for another depository institution, but the off-line bank could 
request such notice as an optional service.

A per transfer surcharge (currently $4) will be assessed to the off-line receiving bank for each trans
fer for which the Reserve Bank attempted to provide telephone notice.

The new service will become effective January 1, 1991.

P rin te d  on the  fo llow ing  pages is an  excerp t from  the  Federal Register o f  O c to b e r 4 , co n ta in in g  
the  tex t o f  th e  B o a rd ’s o ffic ia l n o tice  in  th is  m atter. A d d itio n a l, s ing le  co p ie s  o f  th is  c irc u la r  can  
be  o b ta in ed  at th is  B ank  (33 L ib e rty  S treet) in th e  Issu es D iv ision  a rea  on  th e  firs t floor. Q u estio n s  
m ay  be d irec ted  to  A n d rew  H eikaus, M a n ag e r o f  o u r F unds T ransfer D e p a rtm e n t (Tel. No. 

2 1 2 -720 -5561).

E . Gerald Corrigan,
President.
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FEDERAL RESERVE SYSTEM

[Docket No. R-0690]

Federal Reserve Bank Services
AGENCY: Board of Governors of the 
Federal Reserve System. 
a c t io n : Final action.

s u m m a r y : The Board is adopting a 
requirement that Reserve Banks notify 
by telephone all depository institutions 
that do not have electronic access to 
Fedwire ("off-line banks”) of the receipt 
of incoming Fedwire third-party funds 
transfers, including non-value messages 
that are related to a transfer of funds. 
Notice will also be provided for 
settlement transfers and related non
value messages, if the off-line receiving 
bank has notified its Reserve Bank that 
it acts on behalf of a respondent 
institution. In addition to the basic 
transfer fee (currently $.50), a surcharge 
per transfer (currently $4.00) will be 
assessed to the off-line receiving bank 
for each transfer for which the Reserve 
Bank attempted to provide telephone 
notice. Same-day telephone notice of 
incoming funds transfers to off-line 
banks will promote efficiency in the 
payments mechanism by providing 
timely information, which permits prompt crediting of funds to the 
accounts of beneficiaries.
e f f e c tiv e  DATE: January 1,1991.
FOR FURTHER INFORMATION CONTACT:
Louise L. Roseman, Assistant Director 
(202/452-3874), Julius Oreska. Manager 
(202/452-3378); Christine G. Slater, ~ 
Senior Financial Services Analyst (202/ 
452-2539), or Sandra Scales, Financial 
Services Analyst (202/452-2728), 
Division of Federal Reserve Bank 
Operations; for the hearing impaired 
only: Telecommunications Device for 
the Deaf, Eamestine Hill or Dorothea 
Thompson (202/452-3544).
SUPPLEMENTARY INFORMATION: Parties
to Fedwire funds transfers expect the 
completion of payments on the same 
day that the transfers are initiated. 
Fedwire participants with electronic 
access to the Reserve Banks receive 
timely electronic notice of all incoming 
funds transfers. Off-line banks, 
however, do not have an electronic 
connection with the Federal Reserve 
and are not necessarily notified on the 
day of the transfer. Without same-day 
notification, the off-line receiving bank 
would be unable to credit the account of 
its customer on the transfer date. 
Approximately forty-five percent of 
institutions using Fedwire currently

receive funds transfers off-line, although 
off-line transfers account fpr less than 
one percent of total Fedwire volume.

The Federal Reserve currently offers 
two optional services by which Reserve 
Banks provide same-day telephone 
notice to off-line receivers of incoming 
funds transfers. Under the “stand rig 
order” service, the off-line receiving 
bank requests the telephone notice and 
pays a surcharge in addition to the basic 
transfer fee for telephone notice of each 
incoming funds transfer. The 
“immediate advice” (type code 12) 
service enables the sender of the funds 
transfer to request that the Reserve 
Bank notify by telephone the off-line 
receiving bank of a particular funds 
transfer upon receipt. The sending bank 
selects specific transfers that should 
receive telephone notice and pays the 
surcharge for each transfer selected.

These optional services, by providing 
the off-line banks prompt notice of 
incoming funds transfers, enable the 
banks to make funds available to their 
customers on a timely basis and better 
manage their own reserve positions. All 
off-line banks receive paper advices of 
credit of Fedwire transfers, which are 
delivered by courier or mail with the 
daily account statements. Courier 
delivery occurs on the next business 
day; mail delivery usually occurs one or 
more days after the transfer. The paper 
advice cf credit i9 the only means of 
notifying off-line banks of incoming 
Fedwire transfers for which telephone 
notice is not provided.
On May 4,1990, the Board requested 

public comment on a proposal to notify 
by telephone all off-line banks of the 
receipt of incoming third-party funds 
transfers (55 FR 13758; May 4. 1920).1 
Notice would also be provided for 
settlement transfers, if the off-line 
receiving bank has notified its Reserve 
Bank that it acts in a correspondent 
capacity' for another bank with respect 
to transfers received through Fedwire.* * 
The Reserve Bank would assess a 
surcharge to the off-line bank on each 
transfer for which telephone notice was 
attempted. (The fee for telephone notice 
is currently $4.00 per transfer in addition

1 “Third-party1' ftnrd* transfers refer to ail regular 
funds transfers (type coda 10) regardless of whether 
these transfers include third-party information.

* Revised subpart B of Regulation [ provides that 
an off-tee- bank that does not expressly notify- ft* 
Reseree Bhnii in writing tha* R Baintem* m  
accouptfbr another benh wawanta tatEalRaaenia 
Bank that the off-tea bank does notact asan  
intermediary bant or a beneficiary’* bant with 
respect tn payment orttera received through FhdWire 
foe a tmnefieiaiy that l» •  bank, pew § aiaaBfb^ 1

to the basic transfer fee.)
Same-day telephone notice of 

incoming hinds transfers to off-line 
banks wculd promote efficiency in the 
payments mechanis/ j  fey providing 
timely information, which permits 
prompt crediting of funds to the 
accounts of beneficiaries. Both the 
recently developed Article 4A of the 
Uniform Commercial Code and the 
Expedited Funds Availability Act (11 
U.S.C. 4001-4010) encourage prompt 
funds availability and timely 
notification to receiving institutions and 
ultimate beneficiaries.

Under Section 4A-3Q2 of Article 4A, a 
Reserve Bank would be required to 
execute funds transfers by mean* 
reasonably necessary to allow payment 
to the beneficiary on the payment date 
or as soon thereafter as is feasible. If a 
Reserve Bank executes a transfer in a 
manner that results m a delay in the 
payment to the beneficiary, the Reserve 
Bank would be liable for interest to 
either the originator or the beneficiary 
under Section 4A-305{a) of Article 4A. 
The official comments to Section 4A-3Q5 
indicate that a bank that delays the 
execution of a transfer would generally 
back-value the credit to the 
beneficiary's bank to compensate for the 
delay. This is consistent with current 
Reserve Bank practice, because the 
Reserve Bank credits the receiving bank 
on the day of the transfer, even i£ an off
line bank does not receive notice of the 
transfer until one or more days later.
The off-line receiving bank that credits 
its beneficiary on a day following the 
transfer day should similarly by 
compensating its customer by paying 
interest on the transfer amount for the 
period of the delay. Notification to 
receiving banks on the transfer day 
would permit them to credit their 
customer’s account on that day, and not 
have to pay compensation to their 
customers; this would be consistent with 
Article 4A’s objective to ensure timely 
payment to the beneficiary.

Regulation CC (12 CFR part 229) 
requires that depository institutions 
make the proceeds of fonds transfers 
available to their customers at the start 
of the business day following the day 
the depository institution receives the 
transfer. Section 229.10(b): of Regulation 
CC defines receipt of an. electronic 
payment as occurring when toe bank 
receives both the payment in finally 
collected funds and toe payment 
instructions. Therefore, same-day 
notification of funds transfers would be 
consistent with the purpose of the 
Expedited Funds Availability Act to
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ensure prompt availability of funds.
The Board received 34 comments in. 

response to its proposal to require 
telephone notice to off-line banks of 
incoming Fedwire funds transfers. The 
following table reflects comments by 
category of respondent:
Com mercial banka an d  bank  holding

com panies.......................................................25
Savings and loan associations........................... 1
Credit unions.....................................................  1
Trade associations..........- .................. ...........— 4Federal R eserve Banks........................ ................3
Eight cammenters are off-line Fedwire 
participants; 18 depository institution 
commenters have on-line access to 
Fedwirer and one depository institution 
commentef is not a direct Fedwire 
participant, but occasionally uses a 
correspondent bank for funds transfers.

All but one of the eommenters 
supported the proposal. Supporting 
commenters noted diet adoption of the 
proposal would improve the efficiency 
of the payments mechanism, ensure 
compliance with die provisions of 
Article 4A and Regulation CC and 
equitably allocate the costs to the party 
that benefits from the sendee. The 
dissenting cemmeafer argued that off
line banks should not here to pey for 
telephone notice of incoming fends 
transfers.

Twenty-one c e m sentors stated diet 
the proposed Fedwire telephone notice  
service would enhance fee efficiency of 
the payments m scheme rat ensuring mere 
timely notification a t  receipt of  feeds 
transfers and cmdMfag o f  fends to the 
beneficiaries* acceunfek Saves 
commenters indicated that the new 
service would improve off-line banks’ 
settlement and reserve account 
monitoring capability. Eleven 
commenters noted that the service 
would facilitate compliance with the 
funds availability requirements of 
Article 4A and Regulation CC.
Commenters generally concurred with 

the pricing aspects of the proposal. 
Thirteen commenters stated that 
charging the off-line receiving bank 
rather than the sending bank for the 
telephone notice was an equitable 
allocation of the cost of providing the 
service.3 These commenters noted that 
the off-line receiving bank would 
receive more timely information to use

* The tatep&ene notice s e r r a e  w ould  repfece the 
current im m ediat* advise- se n d ee  t a p s  code 12Jt its 
which the »—
telephone no tice  o f  a  Fedw ire transfer to an  off-line 
receiving b a n k  T tsn s f t ia  subm itted1 a r  type code 12 
w o u ld  tftacefsiw b o  handled tai the* soon* m anzwt as 
type code-M > trusiax»T bcB banian ti* ipa*e* tfea*
the type code 12 m essage form at w ould nakaeganbe 
supported as of July 1,1991.

in managing its reserve position, and die 
bank’s customers would benefit from 
more- timely crediting of fends to their 
accounts. Moreover, several 
commenters noted that the receiving 
bank should pay far the telephone 
notice as a consequence- of its decision 
to participate in Fedwire as an off-line 
bank* which directly affects its ability to 
receive prompt notification.

Several commenters suggested that 
the current fee may not fully recover the 
cost of providing telephone notices. The 
American Bankers Association, 
Washington. DC* and the United States 
League of Savings Institutions, Chicago, 
Illinois, stated that the service pricing 
should be baaed o s  cost, including the 
private sector adjustment factor, mad 
should be justified in accordance with 
the Monetary Control Act of 198ft The 
Independent Bunkers Association of 
America, Washington, DC, and the 
United States League of Savings' 
Institutions expressed concern about 
using service pricing as an impetus for 
off-line banks to establish electronic 
connections to Fedwire. Other 
commenters stated that off-line banks 
obtaining electronic access to Fedwire 
would improve the efficiency of the 
payments mechanism, and several 
commenters suggested that the Federal 
Reserve should use pricing incentives to 
achieve this objective.

The funds transfer service fees, 
including the fee for telephone notice, 
are set to recover the cost at the fends 
transfer service in accordance with the 
provisions of the Monetary Control Act 
and die Board’s pricing principles, and 
are not set to provide inducements to 
off-line banks to acquire electronic 
connections to their Reserve Banks. 
Nevertheless, in response to the 
telephone notice service, some off-line 
banks may reassess whether off-line 
Fedwire service continues to best 
address their own and their customers’ 
needs and may find it mere cost- 
effective to establish electronic 
connections with their Reserv e Bank 
rather than pay for telephone notices.

The Chase Manhattan Corporation, 
New York, New York, the American 
Bankers Association, and the 
Independent Bankers Association of 
America were concerned that an off-line 
bank would be charged for an attempted 
telephone notice, even if the Reserve 
Bank was not successful in contacting 
the receiving bank. Under the telephone 
notice service, the Reserve Bank would 
make several attempts to notify an off
line bank. If an off-line bank cannot be 
reached on the date of the transfer, then

the Reserve Bank staff would attempt to 
notify the off-line bank soon after the 
bank opens for business on the next 
business day. Reserve Banks will charge 
off-line banks for each transfer requiring 
telephone notice, even if the notification 
attempts were unsuccessful, because the 
Reserve Banks would incur the costs of 
repeatedly trying to reach the off-line 
banks.

The United States League of Savings 
Institutions suggested that the Reserve 
Banks should accumulate transfers and 
notify the off-line banks only two or 
three times per day and charge on the 
basis of each notification calL The 
Board believes that notifying off-line 
banks at predetermined intervals would 
result in less timely notice and would 
diminish the benefits of telephone 
notice. Also, the cost a Reserve Bank 
incurs to provide telephone notice of 
incoming transfers varies in proportion 
to the amount of information provided, 
that is, with the number of transfers 
received. Therefore, off-line banks will 
be notified promptly after receipt of 
each Fedwire message and charged on 
the basis of each message.

Several commenters suggested other 
modifications to the proposed service. 
Bankers Trust Company, New York,
New York, requested that telephone 
notice be provided for all Fedwire 
messages, including non-value 
messages.4 The Board believes that 
providing prompt notice for non-vaiue 
Fedwire messages, which are often time- 
critical, would promote efficiency in the 
payments mechanism. Therefore, 
telephone notice will be provided for 
these messages.

Twelve commenters stated that the 
Board should require Fedwire 
participants to be electronically linked 
to a Reserve Bank for funds transfer 
service. These commenters stated that 
the Board should set a sunset date by 
which all participants would be required 
to have electronic access to Fedwire.
The Reserve Banks have developed and 
currently offer banks an intelligent 
terminal software product, known as 
FLASH-Light, which enables the 
Reserve Banks to transmit ACH output 
data electronically in a print-display 
format to low-volume receiving banks.
To facilitate inexpensive, electronic 
access for Fedwire notices, the Board

4 Non-value Fedwire m essages refer to Fedw ire 
m essages designated  a s  subtype 01 (request for 
reversal], 07 (request for reversal of prior day  
transfer), 31 (request for credit transfer), 33 (refusal 
of request for funds), or 90 (service m essage).
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anticipates that the Reserve Banks will 
enhance the FLASH-Light product to 
provide Fedwire notices and will begin 
offering this capability to off-line banks 
during the third quarter of 1991. The 
Federal Reserve will continue to seek 
enhancements that would facilitate 
electronic access.

Wells Fargo Bank, San Francisco, 
California, noted that telephone notice 
of incoming Fedwire transfers presents 
security and operational risks. The 
Reserve Banks will reiterate to off-line 
banks the importance of calling the 
Reserve Bank to confirm the validity 
and accuracy of all Fedwire telephone 
notices received. The Reserve Banka 
will continue to evaluate possible off
line security enhancements, which may 
be implemented in the future.

First Chicago Corporation, Chicago, 
Illinois, recommended that the Reserve 
Banks provide an account status inquiry 
capability for off-line banks. Several 
Reserve Banks have implemented an 
account balance inquiry capability for 
their Fedwire participants, including off
line banks, and the remaining Reserve 
Banks are considering offering this 
capability.

Based on an analysis of the comments 
received, the Board has adopted a 
requirement that Reserve Banks notify 
by telephone all depository institutions 
that do not have electronic access to 
Fedwire of the receipt of incoming

Fedwire third-party funds transfers and 
related non-vadue messages. Notice will 
also be provided for settlement transfers 
and related non-value messages, if the 
off-line receiving bank has notified its 
Reserve Bank that it may receive 
Fedwire transfers for credit to a 
respondent institution. An off-line bank 
that does not maintain an account for another depository institution will not 
be required to receive telephone notice 
of incoming settlement transfers, but 
could request such notice as an optional 
sendee. Transfers to off-line receiving 
banks from foreign central banks and 
international agencies (type code 15) 
will also be subject to the telephone 
notice service. A per transfer surcharge 
will be assessed to the off-line receiving 
bank for each transfer for which the 
Reserve Bank attempted to provide 
telephone notice.
The telephone notice service will be 

implemented on January 1,1991. This 
fall, the Board will adopt the 1991 funds 
transfer fees, including the telephone 
notice surcharge, as part of the 1991 fee 
schedules for Federal Reserve priced 
services.

Competitive Impact Analysis. The 
Board believes that this action will have 
no adverse effect on the ability of other 
service providers to compete effectively 
with the Federal Reserve in providing 
similar services. Several commenters 
concurred with the Board’s belief that

implementing the telephone notice 
service would have no effect on the 
operations of the Clearing House 
Interbank Payments System (CHIPS}, 
because this system does not serve off
line banks.

Correspondent institutions provide 
access to Fedwire to a number of small 
institutions, and this action generally 
will not affect the correspondents’ 
relationship with their respondent 
institutions. The American Bankers 
Association and the Chase Manhattan 
Corporation noted that a sending bank, 
knowing that an off-line bank would 
receive telephone notice from its 
Reserve Bank, may bypass the off-line 
bank’s correspondent bank and remit 
the funds transfer directly to the off-line 
bank. The Board believes that relatively 
few off-line banks would typically 
receive third-party funds transfers both 
directly from their Reserve Bank as well 
as through a designated correspondent 
account, and that any adverse effect on 
correspondent services stemming from 
the proposed telephone notice service 
would be minimal

By order of the Board of Governors of die 
Federal Reserve System, September 28,1990. 
William W. Wiles,
Secretary of the Board.

[FR Doc. 90-28489 Ffled 10-9-00; 8*5 am]
BILLING CODE S210-01-H
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