
FEDERAL RESERVE BANK
OF NEW YORK

CHECK SERVICES
[Circular No. 10643 1 

June 29, 1993

New and Enhanced Services to Facilitate 
Same-Day Settlement of Checks

To A l l  D e p o s i to r y  In s titu tio n s , a n d  O th e rs
C o n ce rn ed , in  th e S e c o n d  F e d e ra l R e se rve  D is tr ic t:

As you know, amendments to Regulation CC of the Board of Governors of the Federal Reserve 
System that provide for same-day settlement of checks presented by private-sector banks will become 
effective January 3, 1994. In this connection, the Board of Governors has approved the provision of 
new and enhanced Federal Reserve Bank services to facilitate the implementation of the same-day 
settlement rule; the services were originally submitted for public comment in March 1991.

Following is the text of a statement issued by the Board announcing the new services:

The Federal Reserve Board has announced adoption of new and enhanced Federal Reserve Bank 
services to facilitate implementation of same-day settlement of checks.

These services include:
• primary and alternate presentment point services for payor banks;
• supplementary payor bank information services for checks not collected through the Reserve 

Banks; and
• a new Fedwire product code to facilitate settlement for checks presented to payor banks directly 

by private-sector banks.
The services are designed to facilitate a paying bank’s responsibility to settle for checks presented 

by private-sector presenting banks and to enable paying banks to continue to provide timely cash 
management information to their corporate customers.

The fee structures for the presentment point and information services include daily minima and 
variable fees.

Printed on the following pages is an excerpt from the F ed era l R e g is te r  of June 3, containing 
the text of the Board’s official notice. In addition, enclosed, for depository institutions, is a detailed 
description of the services, prepared by the Federal Reserve System’s Check Product Management 
Office. N o te  th a t th e  s e r v ic e s  a re  n o t y e t  a v a ila b le  in th is  D is tr ic t;  w e  w il l  n o tify  yo u  w e ll  in a d v a n c e  

a s  to  w h en  th ey  w ill  b e c o m e  effec tive .

Questions on this matter may be directed to one of the following Check officers: F or th e  N e w  

York H e a d  O ffice , call Matthew J. Puglisi, Manager, Check Services Department (201) 531-3410; 
a t  th e  B u ffa lo  B ra n c h , Robert J. McDonnell, Operations Officer (716) 849-5022; a t  th e  E a s t  

R u th e rfo rd  O p e ra tio n s  C en ter, Fred A. Denesevich, Regional Check Manager (201) 531-3430; a t  

th e  J er ich o  O ffice , Anthony N. Sagliano, Regional Check Manager (516) 997-4569; a t  th e  U tic a  

O ffice , Angus J. Kennedy, Regional Check Manager (315) 768-2220.

E. Gerald Corrigan,
P re s id e n t.
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FEDERAL RESERVE SYSTEM

Federal Reserve Bank Services 

[Docket No. R-0727]

AGENCY: Board o f Governors o f the 
Federal Reserve System .
ACTION: Notice.
SUMMARY: The Board has approved new  
Federal Reserve Bank services related to 
checks not collected  through the Federal 
Reserve Banks and enhancem ents to the  
Federal Reserve Banks’ funds transfer 
service. T he services are designed  to 
facilitate a paying bank’s responsib ility  
to settle for checks presented  by private- 
sector presenting banks and to enable 
paying banks to continue to provide  
tim ely  cash m anagem ent inform ation to  
their corporate custom ers. Specifically , 
the Board has approved presentm ent 
point services that cou ld  increase the 
efficiency  o f m aking private-sector 
presentm ents, payor bank services for 
checks not collected  through the 
Reserve Banks, and a new  Fed wire 
product code to facilitate settlem ent for 
checks presented by private-sector 
banks. The Board has not approved  
developm ent o f a Federal Reserve Bank 
bilateral settlem ent service because  
other settlem ent m echanism s  
adequately m eet the n eed s of paying  
banks and presenting banks.
DATES: The inform ation in this notice is  
effective as o f May 2 6 ,1 9 9 3 .
FOR FURTHER INFORMATION CONTACT: 
Florence M. Young, A ssistant Director 
(202 /452-2745) or Thom as C. Luck, 
Senior Financial Services Analyst (202/ 
4 5 2 -3935 ), D ivision  o f Reserve Bank 
Operations and Payment System s. For 
the Hearing im paired only: 
T elecom m unication  D evice for the Deaf, 
Dorothea T hom pson (202 /452-3544).
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SUPPLEMENTARY INFORMATION: 

Background
The Federal Reserve Banks currently 

provide a variety o f services to banks,1 
including check co llection  and net 
settlem ent services. The Federal Reserve 
Banks assess fees to banks using their 
services. In March 1991, the Board 
proposed new  and enhanced services 
that the Federal Reserve Banks cou ld  
offer in  light o f the sam e-day settlem ent 
rule that the Board had proposed in  
January 1991 (56 FR 10429, March 12, 
1991).

On September 3 0 ,1 9 9 2 , the Board 
approved am endm ents to Regulation CC 
that provide for sam e-day settlem ent by  
paying banks for checks presented by 
private-sector banks (57 FR 46956, 
October 14 ,1992 ). U nder the sam e-day  
settlem ent rule, a paying bank is  
required to settle for checks presented  
by private-sector banks on the day o f  
presentm ent, if  specified  cond itions are 
met. The am endm ents provide an 8 a.m. 
(local tim e at the place o f presentm ent) 
presentm ent deadline for sam e-day  
settlem ent. A  check w ould  qualify for 
sam e-day settlem ent if  it were presented  
at a location designated by the paying  
bank that is consistent w ith  the check  
processing region associated w ith  the 
routing number encoded  on the check. 
Under the am endm ents, if  a bank 
presents a check in  accordance w ith  the 
tim e and location requirem ents for 
sam e-day settlem ent, the paying bank  
either m ust settle for the check on the 
business day it receives the check  
w ithout charging a presentm ent fee or 
m ust return the check prior to the tim e 
for settlem ent. The settlem ent m ust be 
in  the form o f a credit to the presenting  
bank’s account (or the account o f a 
correspondent settlem ent agent) at a 
Federal Reserve Bank. Regulation CC 
permits banks to vary provisions o f the 
regulation by agreement. Thus, a paying  
bank cou ld  agree w ith  a presenting bank 
to accept checks for sam e-day 
settlem ent at a presentm ent dead line  
other than 8 a.m., or a presenting bank 
may accept settlem ent in  another form 
agreeable to it.

Summary
The Board proposed that the Reserve 

Banks offer several new or enhanced 
services to facilitate the implementation 
of the same-day settlement rule. The

1 Regulation CC (12 CFR part 229) defines bank 
to include all depository institutions—commercial 
banks, savings institutions, and credit unions. A 
paying bank is a bank, by, at, or through which a 
check is payable and to which it is sent for payment 
or collection. The Uniform Commercial Code 
defines presenting bank as a bank, other than the 
paying bank, that presents a check.

proposal included  offering (1) a 
presentm ent point service under w hich  
a paying bank cou ld  designate its local 
Federal Reserve office as a presentm ent 
point for checks presented to it by a 
private-sector bank, and (2) information  
services to payor banks that w ould  
provide data on checks that are not 
collected  through the Federal Reserve. 
The Board also proposed that the 
Reserve Banks make certain 
enhancem ents to the Fedw ire format to 
enable banks to identify, on an 
autom ated basis, those funds transfers 
related to settlem ent for check  
presentm ents and associated adjustment 
activity. Further, the Board requested  
com m ent on w hether the Federal 
Reserve Banks should  offer a new  
bilateral settlem ent service.

The Board received 58 com m ents in  
response to the proposed services to be 
offered by the Federal Reserve Banks in  
a sam e-day settlem ent environm ent.2 
The breakdown of com m enters is:

Commenter Count

Commercial Banks/BHCs.................... 36
Savings B anks........................................ 7
Credit Unions.......................................... 5
Trade Associations................................ 4
Clearing Houses.................................... 3
Miscellaneous......................................... 3

Total ................................................. 58

The majority of the commenters 
supported the Federal Reserve’s 
proposed presentment point service and 
information services for payor banks. 
Most commenters also favored the 
proposed enhancement of the Fedwire 
format. On the other hand, most 
commenters indicated that a bilateral 
settlement service would not be utilized 
because it was perceived to be 
cumbersome and costly. Commenters 
stated that other existing settlement 
options, including the enhanced 
Fedwire service, would be adequate to 
enable paying banks to settle timely for 
checks presented by private-sector 
banks.

The Board approved the Federal 
Reserve Banks’ offering presentment 
point services and certain electronic 
information services related to checks 
not collected through the Federal 
Reserve. These new services are 
intended to provide an alternate 
location at which a paying bank may 
receive check presentments and to 
facilitate a paying bank’s continued 
ability to provide timely cash 
management information to its 
corporate customers. The Board also

2 Two Reserve Banks submitted comments on the 
Board’s proposal. Those comments were not 
included in the analysis of public comments.

approved a n ew  Fedw ire product code 
to facilitate paym ents and requests for 
paym ent for checks presented by 
private-sector banks under the sam e-day 
settlem ent rule. Because o f the high cost 
and lack o f interest from banks, the 
Board has decided  not to im plem ent a 
Federal Reserve bilateral settlem ent 
service for checks presented by private- 
sector presenting banks.

Follow ing is  a summ ary of the 
com m ents received on the proposed  
services, other issues raised by  
respondents, and a description of the 
services that the Board approved.

New Federal Reserve Services
P resen tm en t P oin t Service. The Board 

proposed that the Federal Reserve Banks 
offer a new  service under w hich  a 
paying bank cou ld  designate its local 
Federal Reserve office as a presentm ent 
point for sam e-day settlem ent checks 
presented to the paying bank by a 
private-sector bank. The proposed new  
service w ou ld  a llow  a private-sector 
presenting bank to deliver checks to the 
paying bank’s local Federal Reserve 
office for subsequent pick-up by the 
paying bank. U nder the proposal, 
presentm ent of checks w ould  occur at 
the tim e the Federal Reserve office 
received  the checks. The paying bank 
w ould  be responsible for settling w ith  
the presenting bank for the checks. The 
presentm ent point service, as originally 
proposed, w ou ld  have required paying 
banks to negotiate agreements w ith  
presenting banks to designate the paying 
bank’s local Federal Reserve office as an 
alternate presentm ent location.

The Board received 53 com m ents on 
the proposed presentm ent point service. 
W hile som e com m enters stated that they 
w ould  not need  such  a service, the 
majority o f com m enters supported the 
Federal Reserve’s offering a presentm ent 
point service.

M any com m enters indicated that a 
paying bank should  have the right to 
designate the place o f presentm ent for 
its checks. Som e com m enters indicated  
that dem and for the proposed service 
w ould  be greater if  a paying bank could  
unilaterally designate the Federal 
Reserve office as its p lace o f  
presentm ent. T h is position  w as 
supported by several com m enters w ho  
b elieved  that sm aller paying banks may 
find the service beneficial. On the other 
hand, one com m enter stated that the 
presentm ent point service w ou ld  not be 
beneficial to com m unity banks. In 
addition, several com m enters stated that 
the service w ould  not appeal to banks 
that were members o f clearinghouse  
arrangements.

The Board believes that some banks 
would consider designating a Federal
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Reserve office as the exclusive location 
for same-day settlement presentments 
(i.e., the “primary" presentment point). 
In adopting the same-day settlement 
rule, the Board approved provisions that 
allow a paying bank to designate a 
location, including its local Federal 
Reserve office, as a presentment point 
Thus, if a paying bank designates its 
Federal Reserve office as a presentment 
point for same-day settlement checks, 
any presenting bank must present such 
checks at that location to qualify for 
same-day settlement and may also 
present other checks (i.e., not for same- 
day settlement) drawn on the paying 
bank at that location as well.

Under the Uniform Commercial Code 
(UCC), presentments to a designated 
presentment point may be made by a 
private-sector presenting bank until the 
paying bank’s cut-off hour, which is 
normally 2 p.m. local time. Thus, 
checks presented after 8 a.m. local time 
but before the UCC cut-off hour would 
be subject to the settlement and return 
provisions of the UCC.3 Of particular 
concern to a paying bank would be the 
provisions regarding the time-frame 
within which checks presented after 8 
a.m. must be returned. Because some 
paying banks may prefer to receive 
checks that are presented after the same- 
day settlement deadline at their own 
facilities, or may wish to vary the same- 
day settlement rule with certain 
presenting banks, the Reserve Banks 
nave developed an alternate 
presentment point service, which would 
be offered in addition to the primary 
presentment point service. Under this 
service, a paying bank would agree with 
a presenting bank that checks delivered 
to a particular Federal Reserve office— 
either the paying bank’s local Reserve 
office or another Reserve office—would 
constitute presentment. In such an 
arrangement, the agreement between the 
paying bank and the presenting bank 
would establish, among other things, the 
time and terms of presentment, 
settlement arrangements, and the 
handling of returned checks.4

3 The pre-1990 version of the UCC, in effect in 
most states, permits settlement for checks by cash, 
or, if accepted by the presenting bank, by credit to 
a Federal Reserve or correspondent account or by 
a remittance draft. The 1990 version permits 
settlement by cash or credit to a Federal Reserve 
account as well as other means accepted by the 
presenting bank. The Hm« of settlement undo* the 
UCC is midnight on the day of presentment, rather 
than the close of Fed wire as provided for same-day 
settlement checks.

4 A paying bank that uses the Federal Reserve’s 
alternate presentment point service could also 
designate another location as its “primary” 
presentment point for same-day settlement for those 
presenting banks with whom the paying bank does 
not have an agreement. If the paying bank does not 
designate a '‘primary’' presentment point, those

To facilitate use of the two 
presentment point services by paying 
banks, the Reserve Banks developed an 
optional, enhanced service that would 
provide information on checks that are 
delivered to Federal Reserve offices. The 
information provided to the paying bank 
would include the identification of the 
collecting bank, the amount of the 
checks, and the time the checks were 
received at the Federal Reserve office.

The Board approved the Federal 
Reserve Banks’ offering tw o n ew  
services, a primary presentm ent point 
service and an alternate presentm ent 
point service, under w hich  a paying  
bank couk l designate its local Federal 
Reserve office—or, in the case o f  the 
alternate presentm ent point service, 
agree w ith  presenting banks on any 
Federal Reserve office— as a place o f  
presentm ent for checks presented by a 
private-sector presenting bank. The 
Board also approved an optional service  
that cou ld  be used in  conjunction w ith  
the presentm ent point services that 
w ould  provide information on checks  
that are presented at a Federal Reserve 
office.

Som e com m enters believed  that 
standards should  be established for 
banks using the Federal R eserve’s 
presentm ent point service. The Board 
considered the need for standards for 
checks presented by private-sector 
presenting banks in  adopting the same- 
day settlem ent rule. The Board 
concluded  that presenting banks and  
paying banks cou ld  address these issues  
more effectively w ith in  the context o f  
the good faith standard.

To use the primary presentm ent point 
service, a paying bank m ust enter into  
an agreement w ith  its local Federal 
Reserve office. The Reserve office w ill 
accept cash letters from presenting  
banks, tim e-stam p the incom ing  
deliveries, provide verification of 
receipt to the delivering agent, 
physically  control the cash letters, and  
provide verification o f the tim e o f  
receipt to the paying bank or its 
designated agent. The Federal Reserve 
office w ill incur no liability  or 
accountability for the checks other than 
that associated w ith  its duty to exercise  
ordinary care w h ile  the checks are in  
the possession  o f the Federal Reserve 
office.

Presenting banks m ust package and  
label separately all sam e-day settlem ent 
cash letters presented at Federal Reserve 
offices to distinguish  them  from other 
checks being deposited  for collection

presenting banks with whom it does not have an 
agreement could present checks for same-day 
settlement at any location identified in $ 229.36(b) 
of Regulation CC (12 CFR 229.36(b)).

through the Federal Reserve. If a Federal 
Reserve office receives checks for a 
paying bank that does not subscribe to 
the presentm ent point service, it w ould  
treat those checks as if  they w ere a fine- 
sort deposit at the Federal Reserve for 
the next available fine-sort dead line.
The Federal Reserve w ill not be 
responsible for m onitoring any  
presentm ent deadline agreed to by the 
paying bank and the presenting bank. A 
paying bank w ill be required to provide 
the Federal Reserve office advance 
notice before com m encem ent or 
term ination o f  the agreement.

To u se the alternate presentm ent 
point service, a paying bank m ust enter 
into an agreem ent w ith  a Federal 
Reserve office, local or in another 
territory, and agreem ents w ith  each  
presenting bank. A greem ents between a 
paying bank and a presenting bank 
m ight specify  (1) the tim e(s) o f delivery  
of c h ec te  to the Federal Reserve office, 
(2) any restrictions on the types of 
presentm ents, and (3) settlem ent 
arrangements.

The Reserve office w ou ld  time-stam p  
and control incom ing deliveries. If a 
Reserve office receives checks for a 
paying bank that does not have an 
agreement w ith  a bank attem pting to 
present checks to it, the Reserve office  
w ould  treat the checks as a fine-sort 
deposit for co llection  by the Federal 
Reserve at the next available deadline.

U nder the enhanced presentm ent 
point service, a paying bank may elect 
to receive, via vo ice m ail, fax, or 
telephone, the fo llow ing information for 
each presentm ent m ade at a Federal 
Reserve office: (1) The collecting bank 
identification, (2) the tim e o f delivery, 
and (3) the dollar am ount o f the checks.

The Board also requested com m ent on 
a proposed fee structure for presentm ent 
point services. S pecifica lly , the Board 
proposed that a fixed fee, w h ich  was 
estim ated to be in the range o f $15 to 
$25 per day, be charged to the paying  
bank for the presentm ent point service. 
The Board questioned w hether a portion  
of the costs o f providing the 
presentm ent point service should  be 
recovered through a fee assessed  to the 
presenting bank.

Several com m enters stated that the 
proposed fixed daily fee w as an 
appropriate approach. Three 
com m enters d iscussed  alternatives to 
the proposed fee structure. T w o  
com m enters indicated  that the fee 
should  be based on the num ber of 
packages handled  by the Federal 
Reserve office. One com m enter stated 
that, for an intercept processor, the daily  
fixed fee should  be applied per location, 
rather than per paying bank.
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Thirty-one com m enters responded to 
the Board’s question concerning  
assessing the presenting bank a portion  
of the fee. Seventeen com m enters 
indicated that only the paying bank 
should be charged, eight com m enters 
preferred charging the presenting bank, 
and six  com m enters stated that the fee 
should be shared by the presenting bank 
and the paying bank. T w o com m enters, 
w ho favored the Federal Reserve’s 
charging the paying bank, indicated  that 
the paying bank and the presenting bank 
w ould  negotiate w hich  party w ould  
ultim ately bear the cost of the 
settlement.

The Board believes it is  appropriate 
that only the paying bank be assessed  
the fee because under the sam e-day  
settlem ent rule a presenting bank may 
pot have an option as to w here it m ust 
make presentm ent. The Reserve Banks 
have further analyzed the costs of 
providing presentm ent point services  
and have concluded  that there are fixed  
overhead costs associated w ith  receiving  
presentm ents for each paying bank, and  
there are also variable costs associated  
w ith handling presentm ents received  
from each presenting bank. A s a result, 
the Board adopted a fee structure that 
includes a daily m inim um  fee and a 
variable fee for each bank presenting  
checks to a paying bank.

The fees for the alternate presentm ent 
point service w ould  be higher than the 
fees for the primary presentm ent point 
service, in  order to recover the costs o f  
m onitoring the source o f receipt o f  
presentm ents. Fees for the enhanced  
presentm ent point services w ou ld  be 
higher than for the basic presentm ent 
point services (primary and alternate) to 
reflect the cost o f providing additional 
information to payor banks. The 
follow ing table illustrates the fee 
structure and expected range of prices 
For the presentm ent point services. The 
actual fees w ill be announced by each  
Reserve Bank follow ing the Board’s 
approval o f the Reserve Banks’ 1994 fees 
•or the check service in October 1993.

F e e  S c h e d u l e  f o r  P r e s e n t m e n t  
P o in t  S e r v i c e s

Service Minimum
fee

Variable
fee6

lasic Primary .. $5.00-$8.00 $0.50-$1.00
lasic Alternate $6.00-

$10.00.
inhanced Pri- $10.00- $1.00-$2.00
mary. $16.00.

nhanced Alter- $12.00-
nate. $18.00.

6 Fee assessed for each bank presenting 
leeks to the paying bank.

S u pp lem en ta l P ayor Bank Services. 
The Federal Reserve Banks currently 
offer services to payor banks w ith  
respect to checks collected  through the 
Reserve Banks. These services, w hich  
include account totals, MICR capture, 
special sort, and electronic  
presentment,® are offered to (1) 
accelerate availability, in  the case o f  
truncation and extended-MICR services, 
(2) assist paying banks in  assem bling  
paym ent data to facilitate the provision  
of corporate cash m anagement services, 
and (3) reduce the paying bank’s 
operating costs.

The Board proposed that the Federal 
Reserve Banks offer supplem ental payor 
bank services for checks presented by  
private-sector banks either at a Federal 
Reserve office designated by the paying  
bank as a presentm ent point, or 
presented to another designated  
presentm ent point and subsequently  
delivered to the Federal Reserve office. 
Two types o f services were proposed—  
regular and premium. Under the regular 
service, the presenting bank or the 
paying bank w ould  deliver the checks to 
the Federal Reserve, generally by the 
latest dead lines established by the  
Federal Reserve office for the deposit o f  
checks drawn on the paying bank. The 
Federal Reserve office w ould  
interm ingle checks received under the 
regular service w ith checks being  
collected  through the Federal Reserve 
that are designated for payor bank 
services. Under the prem ium  service, 
the Federal Reserve w ould  accept 
checks from presenting or paying banks 
at a later presentm ent deadline and 
w ould  provide information to the 
paying bank based on agreements w ith  
that bank.

The Board requested com m ent on 
w hether presenting banks w ould  
present checks at the paying bank’s 
Federal Reserve office, even if they had 
to agree w ith  the paying bank to present 
the checks earlier than 8 a.m. Under the 
proposed prem ium  service, at the option  
of the paying bank, Federal Reserve *

* The account totals service provides paying 
banks with the dollar total and the number of 
checks being presented for specific individual 
accounts, or for a grouping of accounts. The MICR 
capture service provides paying banks, via tape or 
transmission, the MICR-line data from checks being 
presented to the paying banks. The special sort 
service provides paying banks with a specified 
subset of its checks, outsorted and presented 
separately from the remainder of its checks. The 
electronic presentment services, such as extended 
MICR capture and truncation, provide paying banks 
with MICR-line data from checks presented to the 
paying banks through the Federal Reserve. 
Presentment occurs when the data are delivered 
electronically to the paying bank. The physical 
checks may be retained at the Federal Reserve office 
for several days in order to provide return services 
before they are delivered to the paying bank or they 
may be safekept by the Reserve office.

offices w ou ld  accept checks from  
presenting banks or paying banks at a 
presentm ent dead line later than that 
established for the regular service. 
B ecause o f th is later receipt, checks 
w ould  not be interm ingled w ith  those  
being co llected  through the Federal 
Reserve.

T he Board received 47 com m ents on 
the proposed supplem ental payor bank 
services. M ost com m enters supported  
the Federal R eserve’s offering the 
proposed services. M any com m enters 
pointed  out that these services w ould  be 
m ost beneficial to banks offering 
corporate cash m anagem ent services. 
There w as no consensus am ong the 
com m enters as to w hether early 
presentm ent at a Federal Reserve office 
w ould  be acceptable, although the 
responses seem ed to focus on the cost 
effectiveness o f such  a practice from the 
presenting bank perspective. For 
exam ple, one com m enter said it w ould  
be w illin g  to present earlier in  order to 
take advantage o f low er courier costs in 
presenting to a single location. Another 
com m enter argued that the 8 a.m. 
deadline should  be uniform  and, 
therefore, it w ou ld  be u nw illing  to 
deliver prior to that tim e.

Based on the positive response from 
com m enters and the efficiencies  
associated w ith  the use o f payor bank 
services, the Board approved the 
Federal Reserve Banks’ offering 
supplem ental payor bank services to a 
paying bank for checks presented to its 
local, or an alternate, Federal Reserve 
office as a presentm ent point or for 
checks delivered  to the Federal Reserve 
office by the payor bank. The 
supplem ental payor bank services that 
w ill be offered w ill in clu d e account 
totals, MICR capture, and special sort 
services as w ell as “delayed delivery” 
and “safekeeping” services. These latter 
services w ill mirror the current 
extended  MICR capture and truncation  
services, respectively, in  all aspects 
except that delivery o f the electronic  
data from checks that have been  
previously presented to the paying bank 
(either d irectly or via the Federal 
R eserve’s presentm ent point service) 
does not constitute presentm ent to the 
paying bank by the Federal Reserve 
Bank.

The information from checks that are 
delivered  to a Federal Reserve office up  
to tw o hours after the appropriate fine 
sort dead line for city , RCPC, or country  
item s, respectively, or by 6 a.m., 
w hichever is earlier, w ill be included  in  
the first transm ission. For checks 
received  after this cut-off tim e, but by 8 
a.m. local tim e, the payor bank service 
inform ation w ill be transmitted no 
earlier than 9:30 a.m. Eastern Time.
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Payor bank service inform ation on 
checks received  after 8 a.m. local tim e 
w ill be transmitted later in  the day by 
special agreement.

Because the paying bank is  
responsible for settlem ent w ith  the 
presenting bank under the sam e-day  
settlem ent rule, the Federal Reserve w ill 
perform neither settlem ent nor 
subsequent adjustm ent functions  
involving the checks for w h ich  it 
provides supplem ental payor bank 
services. A paying bank w ill receive all 
the relevant settlem ent data on the day 
checks are presented. D ue to the tim ing  
of processing, the data provided for a 
given day’s checks m ay not in clude all 
adjustm ent inform ation, w h ich  may be 
provided w ith  reconcilem ent 
information on the next busin ess day.

It is important to note that the Federal 
Reserve w ould  not act as a collecting  
bank w ith  respect to checks for w hich  
it provides supplem ental payor bank 
services. The paying bank, however, 
m ust agree to indem nify the Federal 
Reserve from any losses in  connection  
w ith  the provision o f this service  
because the Federal Reserve m ay be 
characterized as a co llecting  bank, 
notw ithstanding its d isclaim er of that 
status. The tim ing o f im plem entation o f  
supplem ental payor bank services at 
individual Federal Reserve offices w ill 
vary based on dem and for the product 
by local paying banks and resources 
available in each office.

The Board’s proposal estim ated that 
the total fees for regular supplem ental 
payor bank services w ou ld  be 
approxim ately the sam e as the sum of  
the fees for providing payor bank  
services on fine-sort checks collected  
through the Federal Reserve, p lus the 
fine-sort co llection  fee. Fees for the 
proposed prem ium  service were 
estim ated to be higher than the fees for 
the regular service because the checks 
w ould  have been run during peak  
processing tim es. The Board requested  
com m ent cn  w hether a portion o f the 
foe for the supplem ental payor bank 
service should  be charged to the 
presenting bank, or w hether the entire 
fee sh ou ld  be assessed  to the paying  
bank. T w enty-seven com m enters 
responded to the Board’s question. 
Tw enty favored charging the paying  
bank, and four indicated  that the fee 
should  be shared by the presenting and 
paying banks. Three banks b elieved  that 
the fee should  be apportioned based on 
the benefits received.

The Board b elieves that the paying  
bank should  be assessed  the entire fee 
for the supplem ental payor bank  
services because it is  the bank receiving  
the benefit o f the services. The fees 
assessed  by the Reserve Banks for

supplem ental payor bank services w ill  
be com parable to the fees currently 
charged for payor bank services.
Because the supplem ental payor bank  
services are sim ilar to fine-sort deposits, 
a per item  fee w ill be assessed  to cover 
the cost o f opening and processing the  
checks. In addition, the paying bank 
w ould  pay the current payor bank 
service fees associated w ith  the sp ecific  
payor bank products used . Further, if  a 
paying bank designates the Federal 
Reserve as a presentm ent point, it 
w ould  be assessed  a daily m inim um  fee 
equal to the daily m inim um  fee(s) for 
the payor bank product(s) used  p lus  
$1.00 to $10.00, depending upon the 
type o f presentm ent point service used. 
A s w ith  regular payor bank services, 
Reserve offices may establish peak and 
off-peak variable fees for supplem ental 

or bank services.
om e Reserve Banks have received  

requests to provide certain payor bank 
services for checks not collected  
through the Federal Reserve before the 
sam e-day settlem ent rule becom es  
effective. It is anticipated that 
individual Reserve Bank proposals may 
be subm itted to the Director o f the 
D ivision  o f Reserve Bank Operations 
and Paym ent System s for approval 
under delegated authority. The Reserve 
Banks w ill provide a 30-day notice  
before offering new  services. In the 
majority o f cases, Reserve Bank fees for 
these services w ill be announced by 
each Reserve Bank follow ing the Board’s 
approval o f the Reserve Banks’ 1964 fees 
for the check service in  October 1993.

E nhancem ents to the F edwire F orm at 
to F acilita te Settlem ent. The Board 
proposed that the Reserve Banks 
enhance the Fedw ire format so that 
banks cou ld  identify, on an autom ated  
basis, those funds transfers related to 
settlem ent for check presentm ents and  
associated adjustm ent activity. 
Specifically , the Board envisioned  that 
designating certain Fedw ire funds 
transfers as check settlem ent or 
adjustm ent transfers could  be 
accom plished by establishing a n ew  
product code 7 for differentiation of 
those transfers from other funds 
transfers. By using the existing Fedw ire 
"bank-to-bank inform ation” (BBI) field, 
a paying bank cou ld  explain  any 
difference betw een the transfer am ount 
and the cash letter total, identify  
adjustm ent activity, or detail individual 
cash letter totals, if  the transfer am ount 1

1A product code is a code which enables the 
receiver of the message to determine the purpose of 
the transfer. Currently, the valid product codes are: 
BTR/Bank Transfer, beneficiary is a bank; CTR/ 
Customer Transfer, beneficiary is a non-bank; DEP/ 
Deposit to Sender’s account; DRW/Drawdown; FFR/ 
Fed Funds Returned; and FFS/Fed Funds Sold.

represented settlem ent for m ultip le cash  
letters. In addition , the Board requested  
the p u b lic’s v iew s on w h ich  particular 
structured third-party field  should  be 
used  to con vey  detailed  inform ation  
related to the transfer am ount.

Sim ilarly, the Board en v isioned  that 
u se o f the "request for credit transfer” 
(subtype code 31), w h ich  is a non-value  
m essage that requests the receiver to 
originate a value transfer to the 
designated  party, cou ld  facilitate 
notification  by a presenting bank to a 
paying bank o f the am ount o f  
presentm ents. For exam ple, if  the 
checks are presented to a service bureau 
for processing, the presenting bank may 
w ish  to use a request for credit transfer 
m essage to notify the paying bank o f the 
am ount o f the cash letter.

F inally, com m ents w ere requested on 
other changes to the Fedw ire funds 
transfer service that w ou ld  be desirable 
to facilitate the settlem ent o f checks.

The Board received 46 com m ents that 
responded directly to its proposal to 
enhance the Fedw ire funds transfer 
format to differentiate check  sam e-day  
settlem ent transfers from other funds 
transfers. N one o f the com m enters 
opposed  the u se o f the funds transfer 
service to settle check  presentm ents on  
a sam e-day basis. Com m enters generally  
indicated  that the existing format, w ith  
enhancem ents, w ou ld  facilitate the 
settlem ent process and a llow  efficient 
autom ated processing o f check  
settlem ent transactions. Moreover, 
several com m enters noted that they  
currently settle cash letters by Fedw ire 
and that they believe it is an effective  
m echanism . These com m enters noted, 
how ever, that the proposed  
enhancem ents to differentiate check- 
related transfers w ou ld  be very valuable. 
A few  com m enters indicated  that the 
current funds transfer format cou ld  
adequately accom m odate check  
settlem ent transactions w ithout further 
enhancem ent, but d id  not specifically  
object to any o f the proposed  
enhancem ents. T hese com m enters also  
noted that significant increases in  the 
volum e o f check  sam e-day settlem ent 
transfers w ou ld  increase the need  for 
the proposed enhancem ents.

Commenters overwhelmingly 
endorsed the Board’s proposal to 
identify a new product code for check 
same-day settlement transfers. Several 
commenters noted that it is easy to 
modify the product code field and to 
edit it without extensive automated 
system changes. Conversely, one 
commenter was concerned that the 
existing Fedwire format could not be 
changed enough to identify check 
settlement transactions uniquely, 
particularly if an obsolete code was
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reactivated for sam e-day settlem ent 
purposes. That com m enter suggested a 
new  Fed wire format be developed. 
Several com m enters noted that adding a 
new  product code w ould  require som e 
system  changes and requested that 
banks be notified  w ell in  advance o f  the 
im plem entation date.

All commenters supported the use of 
the "bank-to-bank information” field to 
convey detailed information related to 
check settlement transactions. Several 
commenters noted that field size 
limitations could be overcome by 
supplemental messages, facsimiles or 
telephone communication. A  few 
commenters suggested that the field be 
structured to facilitate editing.

Based on the com m ents received, the 
Board b elieves that the existing Fedw ire  
format can be used  to settle sam e-day  
settlem ent transactions. The Board 
approved the Reserve Banks’ p lans to 
enhance the Fedw ire funds transfer 
format to provide a n ew  product code, 
CKS/Check Settlem ent, so that banks 
can identify, on an autom ated basis, 
those funds transfers related to the 
settlem ent o f check presentm ents and  
associated adjustm ent activity. The 
Board also endorses the use o f the 
existing BBI field to convey the details 
of the check settlem ent transaction. 
Structuring o f the BBI field  w ill not be 
mandatory, but may be used  on a 
voluntary basis. The Federal Reserve 
Banks w ill not reject m essages that do 
not com ply w ith  the voluntary  
structuring o f the BBI field. Existing  
transaction cod es a lso w ill be used: 
Check sam e-day settlem ent transactions 
should be marked “settlem ent transfer" 
(type code 16) w ith  “norm al transfer” 
(subtype code 00) to remit settlem ent 
proceeds, or “request for credit transfer” 
(subtype code 31) to in itiate settlem ent 
requests and the “funds transfer 
honoring a request for credit transfer” 
(subtype code 32) to respond. The 
regular funds transfer foe (currently 
$0.53) w ill be assessed  to both the 
originating bank and the receiving bank 
for a chock sam e-day settlem ent transfer 
through the Fedw ire funds transfer 
service. The n ew  product code w ill be 
available w hen  the sam e-day settlem ent 
rule is effective, January 3,1994.®

E valuation o f  P roposed  Changes. The 
Board’s March 1990 po licy  statement, 
T h e  Federal Reserve in  the Paym ents 
System,” indicates that all new  services 
3r major service enhancem ents 
aroposed by the Federal Reserve must

8 Fedline users will be able to input the new 
>roduct code by data entry in January 1994; the 
■edline multiple-choice menu will be updated 
luring early 1994. Details concerning use of the 
tew product code will be incorporated in the 
teserve Banks' operating circulars.

m eet certain criteria and m ust be subject 
to a com petitive im pact analysis based  
on the procedures set forth in that 
p olicy  statement.

First, n ew  or enhanced services must 
m eet the follow ing tests: (1) Projected 
revenues m ust fully  recover the costs o f  
providing the service, (2) the service 
m ust provide a clear public benefit, and
(3) the service m ust be one that other 
providers alone cannot be expected  to 
provide. In its request for com m ent, the  
Board questioned w hether the proposed  
presentm ent point and supplem ental 
payor bank services m eet the criterion  
that private-sector providers alone  
cannot be expected to provide such  
services w ith  reasonable effectiveness, 
scope and equity.

M ost o f the 10 com m enters addressing  
the question agreed that the proposed  
services m et the Board’s criterion. A  
majority o f the com m enters believed  
that sim ilar services w ould  be offered by 
private-sector service providers if  there 
were a dem and for the services. Som e 
com m enters noted that developm ent of 
a capability to offer payor bank services 
w ould  be expensive and that it w ould  
be more econom ical for the Federal 
Reserve Banks to offer such services.
One com m enter stated that the proposed  
supplem ental services again w ould  
place the private sector and the public  
sector in  direct com petition on a service 
where the public sector determ ines the 
rules.

The range o f fees proposed by the 
Reserve Banks for the presentm ent point 
services reflects their estim ates o f the 
costs o f providing the services. 
A dditional cost and usage information  
should  be available w hen the Reserve 
Banks set 1994 check fees. This 
information w ill be used  to establish  
specific 1994 fees, w ith  the objective of 
recovering the costs o f providing the 
presentm ent point services. A s 
experience is gained w ith these services, 
fees w ill be adjusted to reflect actual 
experience. The proposed fees for the 
supplem ental payor bank services are 
consistent w ith  the Reserve Banks’ 
current payor bank service fees, w h ich  
are recovering the costs o f providing the 
services.

Offering the presentm ent point 
services should  y ie ld  public benefits 
because the service w ill permit m ultip le  
paying banks to use one presentm ent 
location. U nlike the locations o f other 
service providers, Reserve Bank 
locations currently are served on regular 
transportation routes and are convenient 
for many presenting banks because they  
may also deposit checks at Federal 
Reserve offices. A s a result, offering the 
services should  reduce the 
transportation resources that w ould

otherw ise be necessary for presenting  
banks to transport checks to paying  
banks. In addition , it  is  likely that other 
service providers w ou ld  offer 
presentm ent point services, but w ould  
m ost likely  offer them  on ly  in  
conjunction w ith  other services. The 
Board b elieves, therefore, that it is  
unlikely  that the needs o f all banks 
interested in  designating a presentm ent 
point w ill be m et by private-sector 
service providers.

Supplem ental payor bank services 
provide public benefits by supporting  
effective account m anagem ent by 
corporate cash managers. Facilitating  
cash m anagem ent through payor bank 
services on checks presented by private- 
sector presenting banks a llow s for more 
efficient u se o f corporate funds. In 
addition , the supplem ental payor bank 
services w ou ld  enable paying banks to 
receive payor bank service  
transm issions from one source, w hich  
m ay facilitate their internal corporate 
cash m anagem ent operations.

S im ilar services are not w id ely  
offered by the private sector today  
because som e paying banks currently 
im pose barriers to presentm ent by 
private-sector presenting banks, if  such  
presentm ents w ou ld  im pede their 
ability to provide cash management 
services or w ou ld  otherw ise adversely  
affect their operations. The Board 
b elieves that private-sector service  
providers m ay be reluctant to offer 
sim ilar services im m ediately sin ce  
significant capital investm ent m ay be 
necessary. W ithout im m ediate and 
w idespread response from the private 
sector, a level o f service that w ou ld  
allow  the product to be available w ith  
reasonable effectiveness, scope and  
equity m ay not be available w ithout 
Federal Reserve Bank participation. The 
Board b elieves that, in itia lly , the supply  
of the services that the private-sector 
firms w ou ld  offer w ou ld  not be 
sufficient to satisfy the dem ands of 
payor banks. The Board, therefore, 
b elieves that the Reserve Banks should  
offer payor bank inform ation services.

In assessing the com petitive im pact o f  
the presentm ent point and  
supplem ental payor bank services, 
consideration  w as g iven  to w hether the 
services w ou ld  have a direct and  
material adverse effect on the ability of 
other service providers to com pete  
effectively  w ith  the Federal Reserve in 
providing sim ilar services and, if  they  
did, w hether the effects are due to legal 
differences or to a dom inant market 
position  deriving from such  legal 
differences. The com m ents received  on 
the Board’s proposal d id  not raise any 
issu es that indicated  that private-sector 
service providers w ou ld  be unable to
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com pete effectively w ith  the Federal 
Reserve.

The Board b elieves that the Federal 
R eserve’s offering presentm ent point 
services w ou ld  not affect adversely  
private-sector en tities that cou ld  be 
designated as presentm ent points by 
paying banks. The Federal Reserve's 
services do not rely on  the existence o f  
legal d ifferences betw een  the Federal 
Reserve Banks and other service  
providers. T ypically , a paying bank 
w ould  designate as a presentm ent point 
the location o f  a data processing firm or 
a correspondent bank that performs 
dem and deposit accounting for the 
checks drawn on the paying bank. The 
Federal Reserve Banks do not provide 
dem and deposit accounting services and  
do not have any inherent advantages in  
providing presentm ent point services, 
w ith  the possib le excep tion  o f the 
conven ience o f  a location  w here checks 
are already delivered  and p icked up by  
collecting banks and paying banks.

A lthough the Federal Reserve is  
currently a dom inant provider o f payor 
bank services, the im plem entation o f the  
sam e-day settlem ent rule, w h ich  
provides private-sector banks the right 
to obtain sam e-day settlem ent for checks 
directly presented to paying banks, 
should  enable private-sector banks to 
com pete effectively  w ith  the Federal 
Reserve. There are, how ever, no legal 
differences that w ou ld  prevent private- 
sector banks from providing services to 
paying banks that are sim ilar to the 
services provided by the Reserve Banks. 
Generally, a presenting bank, because it 
has possession  o f the checks, w ould  
have an advantage in  offering tim ely  
and cost-effective payor bank services to 
the paying bank.

Tne Feaeral Reserve service w ould  
allow  the paying bank to incorporate 
checks collected  through private-sector 
channels w ith  the checks that are 
eligib le for the Federal Reserve's current 
payor bank services. B ecause o f the 
requirement for tim elin ess o f  the data by 
the paying bank, and in  light o f the 
current base o f payor bank services 
being performed by the Federal Reserve 
Banks, paying banks may ch oose the 
Federal Reserve as the supplier of payor 
bank services for all o f  the checks on  
w hich  a paying bank desires to receive 
payor bank services.

Services Not A pproved by the Board
B ilateral S ettlem en t Sen'ice. The 

Board requested com m ent on w hether 
the Federal Reserve Banks should  offer 
a new  bilateral settlem ent service for the 
settlem ent o f checks not collected  
through the Federal Reserve. Under a 
bilateral settlem ent service, the paying  
bank and the presenting bank could

authorize the Federal Reserve to settle  
for checks presented by the presenting  
bank and for subsequent adjustm ents 
through accounts m aintained at the  
Federal Reserve. The presenting bank 
w ould  in itiate the settlem ent entry by 
transmitting paym ent inform ation to the 
Federal Reserve. U nder the proposal, 
the Federal Reserve w ou ld  function  
settlem ent entries to specified  reserve 
accounts during tw o cycles each day, 
w ith  provision for reversal o f erroneous 
entries.

The Board received 40 com m ents on  
the bilateral settlem ent service. The 
proposed service w as v iew ed  by nearly  
all o f the com m enters as costly , 
com plicated, and more risky than other 
available forms o f settlem ent. Tw enty- 
six  o f the 31 com m enters that addressed  
the dem and for a Federal Reserve 
bilateral settlem ent service b elieved  that 
such a service w ould  not be useful to 
banks and that existing alternative 
settlem ent m echanism s were adequate 
to m eet sam e-day settlem ent 
requirements. For exam ple, several 
com m enters stated that the proposed  
service offered few  additional benefits  
and that current options are adequate to 
m eet the needs o f banks. One 
com m enter concluded  that the proposed  
service w as too cum bersom e, costly , and  
entailed  unacceptable risks.

Three check clearinghouses indicated  
that the bilateral settlem ent service w as 
unnecessary and unlikely to be u tilized  
extensively. These com m enters 
recom m ended that the Federal Reserve 
propose a m ultilateral settlem ent service 
under w hich  a presenting bank w ould  
provide a settlem ent agent, such as a 
clearinghouse, w ith  settlem ent data for 
each paying bank to w hich  a presenting  
bank had presented checks. The 
settlem ent agent w ould  prepare a file 
containing a net debit or net credit for 
each participating bank and notify the 
Federal Reserve o f the settlem ent 
am ounts. The Federal Reserve w ould  
function the settlem ent entries, m uch as 
it does for local settlem ent 
arrangements. The com m enters 
envisioned  that the multilateral 
settlem ent arrangements could be local, 
regional or nationw ide.

Four com m enters supported further 
developm ent o f a bilateral settlem ent 
service. One com m enter believed  that a 
bilateral settlem ent service could  be 
superior to Fedw ire funds transfer 
settlem ent, and that an effective, 
reasonably priced settlem ent system  is 
required to achieve more balanced  
com petition betw een private collecting  
banks and the Federal Reserve Banks.

Based on the com m ents received, it 
appears that the dem and for a bilateral 
settlem ent service w ould  be lim ited.

B ecause the potential cost o f  developing  
the service are h igh, it is  u n likely  that 
the Reserve Banks w ou ld  be able to 
recover the costs o f  provid ing such  a 
service. The Board, therefore, b elieves  
the bilateral settlem ent service should  
not be pursued further at th is tim e. The 
Board notes that the Federal Reserve 
Banks currently provide m ultilateral net 
settlem ent services to over 100 check  
clearing arrangements. C onceptually, a 
settlem ent agent, such  as a 
clearinghouse, cou ld  obtain any 
necessary agreem ents from the  
participants in the settlem ent 
arrangement and arrange w ith  the 
Federal Reserve Bank to function net 
entries to the accounts o f the  
participants at the Federal Reserve. The 
Reserve Banks w ou ld  consider requests 
for n ew  check settlem ent arrangements 
proposed by groups o f banks interested  
in im proving the efficiency  o f settling  
for checks cleared in the private sector.

O ther P o ten tia l F ederal R eserve  
Services. In its request for com m ent, the 
Board d iscussed  several n ew  or 
enhanced services that the Reserve 
Banks might offer in  a sam e-day  
settlem ent environm ent but that the 
Board rejected, at th is tim e, for a 
num ber o f reasons. F ollow in g  is a 
summ ary o f the com m ents received by 
the Board on those services.

Transportation  Services. The Board 
considered  w hether three types of 
transportation services m ight be offered  
by the Reserve Banks in  conjunction  
w ith  im plem enting the sam e-day  
settlem ent rule: (1) Requiring Reserve 
Banks to perm it conjunctive business on 
intradistrict transportation networks, (2) 
perm itting conjunctive business on the  
Federal Reserve Banks’ Interdistrict 
Transportation System  (ITS), and (3) 
arranging transportation for the delivery  
of sam e-day settlem ent checks to paying  
banks. In each case, the Board 
determ ined that no significant public 
benefit w ould  be realized from offering 
these services. In the first case, couriers 
are perm itted to seek conjunctive  
business w hen  it is  operationally  
feasible and does not jeopardize the 
exped itious delivery o f checks by the 
Federal Reserve Banks. In the second  
case, the Board believed  that the tim e- 
critical nature o f the interdistrict check  
collection  system  required the Federal 
Reserve Banks to m aintain control of 
ITS.

Five com m enters d iscu ssed  
transportation services. Four 
com m enters indicated  that the Federal 
Reserve Banks should  offer local 
transportation services for checks 
processed  by private-sector banks.
These com m enters reasoned that the 
Federal Reserve Banks w ou ld  continue
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to transport checks they co llec t and, 
♦hus, were in  a good position  to offer the 
,ervice to private-sector banks. O ne 

com m enter stated that the Federal 
Reserve Banks' experience w ith  the 
issue o f transportation services w as 
outdated and the concerns raised by the 
Federal Reserve Banks no longer exist. 
Another com m enter suggested that the  
Federal Reserve request com m ent on an 
interdistrict delivery service because the 
decade-old experience m ay not be 
relevant now . This com m enter also  
suggested that the Federal Reserve 
authorize a p ilot project to test such  a 
new  transportation service. During the  
late 1970s, the Federal Reserve Banks 
experim ented w ith  conjunctive business  
on the ITS network and the delays 
experienced in  delivering checks caused  
float to rise to high levels. Because o f  
the d ivided  loyalties o f couriers and the  
inherent decentralized decision-m aking, 
the Federal Reserve Banks w ere unable 
to obtain reliable delivery o f  their 
chocks at schedu led  tim es. The Board 
believes that the Reserve Banks’ 
experience w ith  conjunctive business  
on the ITS network during the 1970s is  
likely to be indicative o f the control 
problems that w ould  becom e evident in 
the current environm ent.

The Board continues to b elieve that 
no clear public benefit w ould  be 
realized by offering conjunctive 
business on the Federal Reserve’s ITS 
network nor in  offering other 
transportation services at th is time. 
Moreover, these services are readily  
available and do not require Federal 
Reserve involvem ent to ensure banks 
are able to obtain services.

A dju stm en t Service. The Board 
evaluated w hether the Federal Reserve 
Banks should  offer a new  priced  
adjustment service to handle  
adjustments for checks not collected  
through the Federal Reserve. Currently, 
the Reserve Banks handle adjustm ents 
snly for checks collected  or returned 
through the Federal Reserve. Because 
there appear to be no significant public 
senefits associated w ith the Federal 
Reserve Banks' offering a new  
adjustments service and because other 
Droviders can serve as interm ediaries in 
axchanges of adjustm ent docum entation  
ar as arbiters for check adjustm ents, the 
3oard determ ined that the Federal 
Reserve Banks should not offer such a 
;ervice.

Several com m enters stated that the 
federal Reserve should  offer an 
idjustment service. They saw  the 
axistence o f a structured, autom ated, 
"ed-administered system  as critical to 
he success o f sam e-day settlem ent. One 
:ommenter stated that a priced  
idjustment service m erits further review

and another com m enter suggested that a 
priced adjustm ent service is  necessary  
because the good faith standard is  not 
sufficient for resolving all adjustment 
issues. Another com m enter suggested  
that the Federal Reserve should  offer an 
adjustment service, at least during the 
in itial im plem entation o f sam e-day  
settlem ent. One com m enter, however, 
stated that there is  no need  for a Federal 
Reserve Bank adjustm ent service i f  the 
settlem ent service is  adequate to handle  
adjustments.

The Board attempted to incorporate 
procedures for handling adjustm ents 
betw een private-sector banks in  the 
design o f the bilateral settlem ent 
service. The com m enters on that service 
found the procedures to be com plicated  
and cum bersom e, and believed  that 
alternative settlem ent arrangements 
were adequate. A s a result, the Board 
did  not approve im plem enting an 
adjustment service at th is time.

By order of the Board of Governors of the 
Federal Reserve System, May 27,1993. 
William W. Wiles,
Secretary of the Board.
[FR Doc. 93-13027 Filed 6-2-93; 8:45 ami 
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FEDERAL RESERVE SERVICES TO FACILITATE SAME DAY SETTLEMENT

Presentment Point Services

All Federal Reserve offices will offer two presentment point services:

I.) Primary Presentment Point Services

A paying bank may designate its local Federal Reserve office as a place of 

presentment* for all collecting banks, which may deposit forward and/or return checks. The 

paying bank must have a contractual agreement with its Federal Reserve office for this 

service.

The Reserve office accepting same day settlement (SDS) checks from collecting banks 

will receive the checks, time stamp their receipt, and store them in an appropriate facility 

allocated to the paying bank. The paying bank will have the responsibility for the 

arrangements for transportation of these items from the Reserve office.

Paying banks will settle for these same day settlement items directly with the collecting 

banks, and make any necessary adjustments.

If a Reserve office receives checks designated as SDS items directed to a payor bank 

with which it does not have an agreement, it will treat such items as a fine sort deposit for 

collection by the Federal Reserve at the next available deadline. It also will treat SDS checks 

that the collector has not labelled according to Federal Reserve specifications as a fine sort 

deposit.

•  Pricing

Reserve offices will charge the paying bank a variable fee per depositor, subject to 

a daily minimum. (As an example, a paying bank receiving 9 SDS packages at $0.50 

per depositor would receive a charge of $5.00, the daily minimum, which is higher 

than $4.50 (9 x $0.50).

as defined by Regulation CC.

[Enc. Cir. No. 10643]
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2.) Alternate Presentment Point Service

A paying bank may designate a Federal Reserve office, local o r  in a n o th er territory, 

as an alternate presentment point for collecting banks with which it has established a mutual 

agreement. For example, a paying bank might designate its location as the primary 

presentment point, but designate a Fed office as an alternate point for certain collecting 

banks. It would have a contractual agreement with the collecting bank on the time(s) of 

delivery of SDS items at the Fed office and on any other conditions pertaining to this 

presentment. For example, a paying bank could restrict presentments to forward items only. 

The paying bank also would have a contractual agreement with its Reserve office in order to 

designate it as an alternate presentment point.

The Reserve office would have to know which collecting banks could deliver checks 

to it in its capacity as an alternate presentment point. The Reserve office would monitor 

such presentments. If a Reserve office were to receive SDS items from a collecting bank 

destined to a payor that does not have an agreement with that collecting bank, it would treat 

these items as a fine sort deposit for collection by the Federal Reserve at the next available 

deadline. Also, it would treat incorrectly labelled (SDS) checks as a fine sort deposit.

The Reserve office will receive SDS items from collectors who have agreements with 

paying banks, time stamp their receipt, and store them in an appropriate facility allocated to 

the paying bank. The paying bank will have the responsibility for the arrangements for 

transportation of these items from the Fed office. Paying banks will settle for the SDS checks 

directly with the collecting banks, and make any necessary adjustments.

•  Pricing

For the alternate presentment point service, Reserve office will charge the 

same fee per depositor that it charges for the primary presentment point service, but

2
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subject it to a higher minimum fee to reflect the monitoring required. A s an example, 

the R eserve office might charge $0.50 per depositor subject to a daily minimum o f  

$5.00 for the primary presentment point service and $0.50 per depositor subject to a 

$7.00 daily minimum for the alternate service.

3.) Enhanced Presentm ent Point Services

T o facilitate use o f  these presentment point services, R eserve offices will offer an 

information enhancem ent. A t the option o f  the paying bank, the R eserve office will provide 

the paying bank the following information for each SDS deposit: 1.) the collecting  b a n k  ID ; 

2). the tim e  o f  delivery; 3 .)  a n d  the d o lla r  a m o u n t o f  SD S checks. It will charge a variable fee, 

applying it to each depositor that is higher than that for the basic presentm ent point services 

(primary and alternate) and subject it to higher minimum fees. R eserve offices will deliver 

this information via vo ice mail, fax, or telephone. Reserve offices would not expect paying 

banks to perform settlem ent on  the basis o f  this information.

T he following table illustrates the pricing structure and proposed ranges:

Pricing Schedule for Presentm ent Point Services

Basic Service

•  Primary
•  Alternate

Enhanced

•  Primary
•  Alternate

Minimum F ee

$5.00 - $8.00 
$6.00 - $10.00

$10.00 - $16.00 
$12.00 - $18.00

Variable F ee

(•-50 - $1.00

{$i.00 - $2.00

4.) Same Day Settlem ent - Payor Bank Services (SDS-PBS)

R eserve offices currently offer a range o f  Payor Bank Services (PBS) such as M ICR  

detail, Account Totals, Extended MICR, Truncation, etc., on checks collected through the

3
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Federal Reserve. Federal R eserve offices also will offer essentially the sam e services, with 

the exception o f  settlem ent and adjustments, for Same Day Settlem ent checks. SD S checks 

may include those presented to the Fed as a presentment point or delivered to the Fed after 

presentment directly to the paying bank. Currently, Reserve offices will handle only forward 

collection items for SDS-PBS.

A t the request o f  the paying bank, Reserve offices will open  SDS packages and 

process them to capture M ICR information to provide PBS services to paying banks. Since 

the paying bank is responsible for settlem ent with the collecting bank under the Sam e Day  

Settlem ent rule, and for subsequent adjustments, the Federal R eserve will not perform any 

settlem ent or adjustment services involving the crediting/debiting o f  collectors/payors engaged  

in SD S presentments. H owever, R eserve offices will provide all the relevant reconcilem ent 

data to the paying bank necessary for its settlem ent with the collecting bank. This data may 

not include all adjustment information for a given day’s SDS deposits. R eserve offices may 

provide adjustment information on  a lagged basis with subsequent SDS reconcilem ent 

information.

•  Pricing

Pricing for SD S payor bank services will follow the same structure o f  variable 

fees for the basic service subject to a daily minimum as exists for regular payor bank 

services. If a payor uses payor bank services, but not presentment point services, Fed  

offices will charge the regular PBS variable fees subject to the appropriate daily 

minimum p lu s  a fee for opening and processing SDS packages equal to, or above, the 

appropriate peak or off-peak fine sort inclusion fee.

T he following fee  structure will apply if a paying bank uses payor bank services in 

conjunction with a presentm ent point service (primary or alternate):

4
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1. ) A  R eserve office may charge a combined daily minimum for these services

used jointly.The com bined daily minimum will range from a lo w  equal to the 

regular PBS daily minimum (for MICR, E-M ICR, Truncation, or Account 

Totals, etc.) plus $1.00 to a h ig h  equal to the sum o f  the presentment point 

service daily minimum plus the regular PBS daily minimum.

E x a m p le :  If a R eserve office’s regular Truncation service daily minimum is 

$10.00 and its primary presentment point service minimum is $5.00, the range 

o f  its combined daily minimum equals $11.00 (low) to $15.00 (high).

2. ) A  R eserve office will subject the regular PBS M ICR/Account Total variable

fees plus the presentment point service per depositor variable fees to the 

com bined minimum to determine the total fees paid for the combined 

services.

3. ) R eserve offices also will charge a fee for opening and processing SDS

packages equal to, or above, the appropriate peak or off-peak fine sort 

inclusion fee.

•  Timing of SDS-PBS transmissions

If a R eserve office receives SDS items by a tim e 2 hours after the universal 

fine sort deadline for city, RCPC, or country items, respectively, or by 6:00 a.m., 

whichever is earlier, it will include payor service information for these items in the 

first transmission.

For items received after this cut-off time, but before 8:00 a.m., it will include 

payor information no earlier than the 9:30 a.m. (ET) transmission. T he Reserve 

office will transmit information on SDS items received after 8:00 a.m. later in the day.

5
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4.) Fedwire Format Changes to Support Same-Day Settlement (SDS)

T he Federal R eserve will facilitate the settlem ent for SDS presentments by providing 

a new Fedwire code. U se  o f  the new product code is at the option o f  the paying bank. 

Fedwire transfers for check settlem ents will incur the standard funds transfer fees (ie., $0.53 

to sender and receiver). Settlem ent specifications are as follows:

•  A  new product code, CKS, to identify check settlem ent messages.

•  Type code 16 recommended for all CKS transfers; type code 10 is also applicable, but 

Reserve offices will accept only type 16 wires after the close o f  the third-party window  

(normally 6:00 p.m. ET) until Fedwire closing time (normally 6:30 p.m. ET). O ff-line 

hours may vary from on-line hours, as defined by R eserve Bank operating circulars.

•  Information pertaining to settlem ent for SDS cash letters may appear in the BBI field. 

The provisions for this information will include:

code CL- for current cash letter settlements, including adjustments to current 

cash letters.

code A D - to indicate adjustments to previous cash letters. Adjustments may 

be negative or positive.

these codes should follow the B B I=  field tag to indicate to the receiver the  

use o f  this structure.

a series o f  subfields containing cash letter information within the BBI field. 

A  paying bank should indicate omitted subfields by consecutive slashes, except 

for that (those) at the end o f  a cash letter (ie., adjustment am ount(s)) which 

does (do) not need to have their space held by a slash, 

subfields are: Cash Letter ID; Cash Letter Date; Presenting Bank Account 

Number; Current Cash Letter Amount; Adjustment Amount. (An example
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o f  the use o f  the BBI field and the above subfields is:

BBI =  CL - Cash Letter ID/Cash Letter D ate/A ccount Number/Current CL 

Amount/Adjustment Amount/CL - Cash Letter ID/.../AD-Cash Letter ID/Cash  

Letter D ate/A ccount Number/Original CL Am ount/Adjustment Amount, 

use o f  the O R G  =  field tag for the paying bank and the B N F  =  field tag for 

the presenting bank in the cases where they do not represent the receiver or 

the sender o f  the cash letter, respectively.

the O BI =  (originator to beneficiary) field tag and the RFB =  (reference for 

beneficiary) will accommodate other information the paying bank may want 

to include.

•  Presenting banks may send wires with subtype code 31 to request payment for cash 

letter presentments. Subtype 31 wires will use the CKS product code and any other 

field tags that are appropriate. Paying banks need to be careful not to pay both on  

a request for payment wire, via a responding subtype 32 wire, and also on the 

physical cash letter or receipt o f  reconcilem ent/settlem ent information from the 

Federal Reserve.

•  The Federal Reserve encourages the use o f  the new product code and related 

structure for SD S payments. However, it will not edit or reject messages based on  

adherence with the recommended structure for information in the BBI field.
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