
FEDERAL RESERVE BANK
OF NEW YORK

[ Circular No. 10654 ~| 
September 1, 1993 J

PAYMENTS SYSTEM RISK REDUCTION
Comments Invited on Proposed Daylight Overdraft Penalty Fee and 

Proposed Modifications to the Policy Statement on Payments System Risk

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

The Board of Governors of the Federal Reserve System is seeking comment on the rate at which Federal Reserve 
Banks will assess a penalty fee on the average daylight overdrafts of bankers’ banks, Edge and agreement 
corporations, and limited-purpose trust companies. C o m m en ts  on the p r o p o s e d  p e n a l ty  f e e  sh o u ld  b e  s u b m it te d  b y  
S e p te m b e r  2 4 , 1 9 9 3 .

The Board of Governors has also requested comment on proposed modifications to its Policy Statement on 
Payments System Risk. The changes would (a) modify the procedures that depository institutions must use if they 
choose to complete a self-assessment to establish a daylight overdraft net debit cap, and (b) eliminate the requirement 
that U.S. branches and agencies of foreign banks provide information on U.S. funding capability and discount- 
window eligible collateral for use in determining their daylight overdraft net debit cap. C o m m en ts  on th e  p r o p o s e d  

m o d if ic a tio n s  to  th e  P o lic y  S ta te m e n t sh o u ld  b e  s u b m itte d  b y  O c to b e r  8 , 1 9 9 3 .

In this connection, the Board has prepared a draft revision of its G u id e  to  th e  F e d e ra l R e s e r v e s  P a y m e n ts  S y s te m  
R isk  P o licy , which includes a full description of the proposed new self-assessment procedures. Our Accounting 
Department will send a copy of the draft G u id e  to its daylight overdraft contacts at all depository institutions in 
this District that currently have self-assessed net debit caps. Others may obtain a copy from Paula Ferrara of that 
Department (Tel. No. 212-720-7767).

Printed below and on the following pages are the texts of the Board’s official notices on these proposals, as 
printed in the F e d e ra l R e g is te r  of August 24, 1993. Questions on these matters may be directed to Don Anderson, 
Manager, Accounting Department (Tel. No. 212-720-5250), or to Anthony Fressola, Chief, Accounting Control 
Division (Tel. No. 212-720-5803).

FEDERAL RESERVE SYSTEM

[Docket No. R-0693]

Proposed Modification of the 
Payments System Risk Policy; 
Bankers’ Banks, Edge Corporations, 
and Limited-Purpose Trust Companies

AGENCY: Board of Governors of the 
Federal Reserve System.
ACTION: Request for com m ent.

SUMMARY: The Board is seeking 
com m ent on the rate at w hich Federal 
Reserve Banks w ill assess a p en a lty  fee 
on the average daily daylight overdrafts

W i l l ia m  J. M c D o n o u g h

of bankers’ banks that do not m aintain 
reserves, Edge and agreem ent 
corporations, and  lim ited-purpose trust 
com panies. The Board proposes to 
assess the  daylight overdraft penalty  fee 
at a rate equal to the federal funds rate 
plus the overnight overdraft penalty 
rate, quoted on a 24-hour basis, for a 
360-day year, and adjusted for the 
length of the  Fedw ire operating day.
The penalty fee should  create an 
incentive for in stitu tions that do not 
have regular d iscount w in d ow  access to 
avoid incurring daylight overdrafts in 
Federal Reserve accounts.
DATES: Com m ents m ust be subm itted on 
or before Septem ber 24,1993.

P re s id e n t.

ADDRESSES: Com m ents, w hich should  
refer to Docket No. R-0693, m ay be 
m ailed to Mr. W illiam  W. W iles, 
Secretary, Board of G overnors of the 
Federal Reserve System , 20th Street and 
C onstitution A venue, NW., W ashington, 
DG 20551. Com m ents addressed to Mr. 
W iles also m ay be delivered  to  the 
Board’s m ail room  betw een 8:45 a.m. 
and  5:15 p.m . and  to  the  security  control 
room ou tside of those hours. Both the 
m ail room  and  th e  security  control room 
are accessible from th e  courtyard 
entrance on 20th Street betw een 
C onstitution A venue and  C Street, NW. 
Com m ents m ay be inspected  in  room  B - 
1122 betw een 9 a.m. and  5 p.m.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Federal Register / Vol. 58, No. 162 / Tuesday, August 24, 1993 / Notices 44673

FOR FURTHER INFORMATION CONTACT;
O liver I. Ireland, Associate General 
Counsel (202/452-3625) or Stephanie 
M artin, Senior Attorney (202/452- 
3198), Legal Division; Paul Bettge, 
M anager (202/452-3174), Division of 
Reserve Bank Operations and Payment 
Systems; for the hearing im paired only: 
Telecom m unications Device for the 
Deaf, Dorothea Thom pson (202/452- 
3544).
SUPPLEMENTARY INFORMATION: In May
1990, the Board requested com ment on 
m odifications to its paym ents system 
risk policy that w ould assess penalty 
fees for daylight overdrafts in  Federal 
Reserve accounts incurred by 
institu tions that do not have regular 
d iscount w indow  access. These 
institutions include Edge and agreement 
corporations.1 and bankers’ ban k s* 2 * that 
do not m aintain reserves, such as 
corporate credit unions. The purposes of 
the proposed m odifications were 
twofold: First, the proposal w ould 
provide an incentive for institutions 
w ithout discount w indow  access to 
refrain from incurring daylight 
overdrafts. This w ould help Federal 
Reserve Banks to avoid situations where 
they may face the possibility of 
extending overnight credit w hen such 
an institu tion  is unable to cover a 
daylight overdraft by the end of the 
business day. Second, for bankers’ 
banks that do not m aintain reserves, the 
proposal w ould reflect the quid pro quo 
for discount w indow  access established 
in the M onetary Control Act of 1980.

Background
U nder the Board’s current daylight 

overdraft policy, most depository 
institutions may incur daylight 
overdrafts’in their accounts at Reserve 
Banks up to a maxim um , or cap, that is 
a m ultip le of their risk-based capital. If 
a depository institution incurs frequent 
and m aterial daylight overdrafts in 
excess of its cap due to book-entry 
securities transactions over Fedwire, the 
institu tion  m ust collateralize its entire 
book-0ntry-related overdraft on an 
ongoing basis. Effective April 14,1994,

• Edge corporations are organized under section 
25A of the Federal Reserve Act (12 U.S.C. 611-631). 
Agreement corporations have an agreement or 
undertaking with the Board under section 25 of the 
Federal Reserve Act (12 U.S.C. 601-604a). For the 
purposes of this docket, the term "Edge 
corporation" includes both Edge and agreement 
corporations.

2 A bankers’ bank is a financial institution that is
not required to maintain reserves under the Board’s
Regulation D (12 CFR part 204) because it is 
organized solely to d o  business w ith other financial 
institutions, is owned primarily by the financial
institutions with which it does business, and does
not do business with the general public. A bankers' 
bank is npt a depository institution as defined in 
the Board’s Regulation A (12 CFR 201.2(a)).

the Reserve Banks w ill assess a fee on 
average daily daylight overdrafts.

If an institu tion  tails to cover a 
daylight overdraft by the close of the 
business day, it may either obtain a 
d iscount w indow  loan (if it has access 
to the d iscount w indow) or carry the 
overdraft overnight. If an institution 
incurs an  overnight overdraft, the 
Reserve Bank charges a penalty fee (the 
higher of 10 percent or the federal funds 
rate plus 2 percent (annual rate)),3 and 
the institu tion  m ust make up for any 
reserve or clearing account deficiency 
by subsequently holding additional 
overnight balances equal to the 
overdraft.

The Federal Reserve Act exempts 
bankers’ banks from reserve 
requirem ents,4 and Regulation A 
explicitly  excludes bankers’ banks from 
regular d iscount w indow  access.5 
N evertheless, the Board has perm itted 
bankers’ banks to have access to the 
d iscount w indow  if they choose to 
m aintain reserves voluntarily. Bankers’ 
banks that choose to m aintain reserves 
voluntarily  may establish a nap and 
incur daylight overdrafts under the 
paym ents system risk policy to the same 
extent as depository institutions. 
Generally, bankers’ banks for 
com m ercial banks have chosen to 
becom e m em ber banks and to m aintain 
reserves. They have m ade this choice 
because section 19(e) of the Federal 
Reserve Act provides that a member 
bank may deposit only 10 percent of 
paid-up capital and surp lus in an 
institu tion  other than a depository 
institu tion  eligible for discount w indow  
advances. Most corporate credit unions 
have chosen not to m aintain reserves 
and thus do not have the option of 
covering an overdraft w ith a discount 
w indow  loan.

The Federal Reserve has long been 
concerned that bankers’ banks that do 
not m aintain reserves and are unable to 
borrow  at the discount w indow  may 
nevertheless incur overnight overdrafts. 
To address the risks arising from such 
overdrafts and to avoid the extension of 
overnight credit to institu tions w ith no 
d iscount w indow  access, current policy 
provides that these bankers’ banks 
should  refrain from incurring daylight 
overdrafts. If such institu tions do incur 
daylight overdrafts, however, they are 
required  to collateralize the overdrafts.

3The overnight overdraft penalty fee is assessed 
on the negative overnight balance as a penalty for 
poor reserve management and is not related to the 
length of time the overdraft exists. The “regular” 
daylight overdraft fee, effective in April 1994, 
incorporates a factor to account for the length of the 
Fedwire operating day.

* 12 U.S.C. 461(b)(9).
* 12 C.F.R. 201.2(a)(2).

Edge corporations are subject to 
reserve requirem ents, but do not have 
access to the discount w indow  on the 
same basis as depository institu tions. 
Instead, Edge corporations generally are 
funded by their parent depository 
institutions, w hich have discount 
w indow  access. Current policy perm its 
Edge corporations to establish a cap and  
to incur overdrafts w ith in  that cap, 
provided that they post collateral for the 
overdrafts. Edge corporations also may 
incur book-entry securities overdrafts 
above their cap, provided the  overdrafts 
are collateralized.

Board’s 1990 Proposal

U nder the 1990 proposal, bankers’ 
banks that d id  not m aintain reserves 
and Edge corporations w ould  have been 
expected to pre-fund the ir funds and 
book-entry securities activity. The 
proposal w ould have treated the use of 
intraday credit in  the form of daylight 
overdrafts m uch like the use of 
overnight credit in the form of overnight 
overdrafts. U nder the proposal, Reserve 
Banks, absent unusual circum stances, 
w ould have charged bankers’ banks that 
do not m aintain reserves and Edge 
corporations an am ount equal to the 
overnight overdraft penalty fee, levied 
against the maxim um  daylight overdraft 
for the day. If the daylight overdraft 
were not fully repaid by the end  of the 
day, the institu tion  w ould have 
continued to be subject to the overnight 
penalty  fee and the requirem ent to hold 
excess reserve or clearing account 
balances on a subsequent night.

Policy A dopted by Board

The Board has adopted a m odified 
version of the proposed policy, but has 
determ ined to seek further com m ent on 
the rate at w hich the daylight overdraft 
penalty  fee w ill be assessed. The policy 
adopted by the Board provides that the 
daylight overdraft penalty  fee w ill be 
levied on the daily average, rather than 
m axim um , daylight overdraft of 
institu tions that do not have regular 
d iscount w indow  access. The daylight 
overdraft penalty fee w ill apply to 
lim ited-purpose trust com panies as w ell 
as bankers’ banks that do not m aintain 
reserves and Edge corporations. The 
Board w ill continue to require that, in 
the event a bankers’ bank or Edge 
corporation incurs a daylight overdraft, 
the overdraft should be collateralized.6

6 As these institutions may not normally maintain 
collateral pledged to the Federal Reserve on an 
ongoing basis, if a bankers’ bank or Edge 
corporation incurs a daylight overdraft the Reserve 
Bank generally requests a pledge of collateral (that 
would be eligible collateral for a discount window 
loan) for an appropriate period.
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As proposed in  1990, the overnight 
penalty  rate and excess balance 
requirem ents w ill continue to  apply  to 
overnight overdrafts incurred  by these 
institutions. Reserve Banks w ill have 
the ability to waive the daylight and 
overnight charges, as well as the  holding 
of excess balances if, for exam ple, the 
overdraft resulted from a Reserve Bank 
error.

A verage D aily Overdraft
Some com m enters to the 1990 

proposal noted that the fee should  apply 
to the average rather than the peak daily 
overdraft to provide an incentive for 
institutions to cover the overdraft as 
quickly as possible. Also, use of an 
average overdraft is consistent w ith the 
‘‘regular” pricing schem e for depository 
institu tions’ daylight overdrafts, 
effective in A pril 1994. The Board 
believes it w ould be appropriate to 
apply the penalty fee to  the average 
daily daylight overdraft rather than the 
peak daily overdraft. A lthough the peak 
overdraft represents the m axim um  
exposure to  the Federal Reserve during 
the day, an institu tion  w ould have little 
incentive to reduce its overdraft 
significantly during the day once it 
reaches its peak, thereby potentially 
exposing the Federal Reserve to a 
greater degree of risk due to  prolonged 
large overdrafts. T he Reserve Banks w ill 
calculate the average daily  daylight 
overdraft used to com pute penalty fees 
in the same m anner as the average 
overdraft used to  com pute "regular” 
daylight overdraft fees (except that the 
penalty fee w ill not incorporate a 
deductible, as does the "regular” fee}. 
The average daylight overdraft w ill 
equal the sum of the negative Federal 
Reserve balances at the end of each 
m inute of the scheduled Fedw ire 
operating day (with credit balances set 
to zero) divided by the total num ber of 
m inutes in the scheduled Fedw ire 
operating day.

Limited-Purpose Trust Companies and 
Other Zero-Cap Institutions

The Board requested com m ent in 
1990 on w hether the proposed policy 
should apply to  depository institu tions 
that have been assigned an overdraft cap 
of zero by the Federal Reserve, 
including certain trust com panies. The 
Board received no com m ents on the 
proposal as it w ould apply to  these 
institutions. Institutions w ith  zero caps 
im posed by the Federal Reserve 
generally fall in to  tw o categories: 
lim ited-purpose trust com panies and 
“problem ” institutions. The Federal 
Reserve Act perm its the Board to grant 
Federal Reserve m em bership to lim ited- 
purpose trust com panies subject to

conditions the  Board may prescribe 
pursuant to  the Act. As a  general m atter, 
m em ber lim ited-purpose trust 
com panies do  not accept reservable 
deposits and do not have regular 
discount w indow  access. The Board 
believes that lim ited-purpose trust 
com panies w ith daylight overdraft caps 
of zero should be subject to the same 
daylight overdraft penalty fees as 
bankers’ banks that do  not m aintain 
reserves and Edge corporations. Such a 
policy w ould ensure consistent 
treatm ent for daylight overdrafts 
incurred by institu tions that do not have 
regular d iscount w indow  access.

T he Federal Reserve occasionally 
im poses a daylight overdraft cap of zero 
on “problem ” institutions. For example, 
a depository institu tion  may have a zero 
cap im posed by a Reserve Bank because 
the Reserve Bank believes the 
institution presents excessive risk or 
because the institution has not com plied 
w ith the paym ents system risk policy. 
U nder the Board’s policy, depository 
institu tions w ith im posed zero caps that 
have access to  the  d iscount w indow  are 
able to  incur book-entry securities- 
related overdrafts if collateral is posted, 
but they generally may not incur 
overdrafts caused by other activity. 
These institu tions w ill not be subject to  
the penalty fee that w ould be applicable 
to institu tions w ith no  d iscount w indow  
access. T he Board believes these 
"problem ” institu tions are best handled  
on an individual basis through 
collateralization and real-time 
m onitoring w hen the Reserve Bank 
deem s necessary.

Bequest for Comment—Penalty Bate 
Calculation

The Board requests com m ent on a 
revised rate for the daylight overdraft 
penalty fee. The revised rate proposed 
by the  Board w ould make the treatm ent 
of daylight overdrafts incurred by 
institu tions w ithout regular d iscount 
w indow  access more com parable to  the  
treatm ent of overnight overdrafts. As 
noted above, for overnight overdrafts, all 
institutions are charged a penalty fee 
and are required to make up their 
overnight reserve or clearing account 
deficiencies on a subsequent night.
Thus, the full penalty assessed for 
overnight overdrafts is the overnight 
penalty fee plus the lost interest on the 
excess funds that m ust be held the 
following night. If an institu tion  w ithout 
discount w indow  access incurs a 
daylight overdraft, the Board's policy 
does not require the institution to  hold  
"excess” daylight balances on the 
following day. Therefore, to  equalize the 
treatm ent of overnight and  daylight 
overdrafts by these institutions, the

Board proposes that the ir daylight 
overdrafts be subject to  a penalty fee at 
a rate equdi to  the overnight penalty rate 
plus the federal funds rate (e.g., given a 
10 percent overnight penalty rate and  a 
3 percent federal funds rate, the daylight 
penalty rate w ould he 13 percent}.7

The Board also proposes to adjust the 
m anner in w hich the  penalty fee is 
calculated to make it sim ilar to the 
calculation of the "regular” daylight 
overdraft fee. T he "regular” daylight 
overdraft fee is quoted on a 24-hour 
basis, for a 360-day year, and adjusted 
for the length of the Fedw ire operating 
day. This adjustm ent m aintains a 
constant per-m inute charge in the event 
that Fedwire hours change. The 
proposed daylight penalty rate w ould be 
quoted on a sim ilar basis. To calculate 
the daylight penalty rate, the "fu ll” 
overnight rate (overnight rate plus 
federal funds rate) w ould be converted 
to a 24-hour rate, then adjusted to take 
account of the Fedw ire operating day. 
This conversion w ould be accom plished 
by (1) dividing the  “ full” overnight rate 
by 14, the num ber of hours in a 
hypothetical “n igh t,” and m ultiplying 
by 24 to  obtain the  24-hour rate, then (2) 
m ultiplying the  24-hour rate by the 
fraction of the  day Fedw ire is scheduled 
to operate (10/24 given the current 10- 
hour Fedw ire day). Assuming an 
overnight overdraft rate of 10 percent, a 
federal funds rate of 3 percent, and thus 
an "fu ll” overnight penalty  rate of 13 
percent (penalty plus lost interest), the 
annual 24-hour daylight penalty rate 
w ould be 22.3 percent (13 percent x (24/ 
14)). The corresponding annual daylight 
penalty rate for a 10-hour Fedw ire 
operating day w ould be 9.3 percent 
(22.3 percent x (10/24)), and the daily 
rate w ould be 2.6 basis points (9.3 
percent / 360 days).

The Board anticipates that the cost to 
affected institu tions, particularly those 
that incur occasional large book-entry 
securities-related overdrafts, w ould be 
significantly low er under the proposed 
revised rate as opposed to the cost 
under the Board’s  1990 proposal. 
However, the Board seeks a penalty rate 
at a level high enough to provide a 
substantial incentive for institu tions 
w ith no regular d iscount w indow  access 
to avoid daylight overdrafts.

7 As an intraday funds market has not yet » 
developed, the Board believes that the federal funds 
rate, rather than the “regular” annua) daylight, 
overdraft price of 60 basis points, more accurately 
reflects the cost of the funds that an institution- 
would have to hold during the day to make up for 
the previous day’s daylight overdrafts.
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Sum m ary o f  C om m ents on 1990  
P roposal

The Board received 29 com m ents on
its 1990 proposal, categorized as 
follows:
Corporate credit unions ......................  11
Bankers’ banks (commercial banks)8 . 7
Trade associations ............................... 4
Commercial banks .......................... ........  3
Credit unions ........................................ 2
Bank holding companies ....................  2

Total ............................................... 29
8 This category refers to bankers’ banks 

that maintain reserves and thus have access 
to the discount window.

Scope
Twenty-three respondents 

com m ented on the scope o f  the 
proposal’s coverage. O ne trade 
association and seven  bankers’ banks 
asked the Board to clarify that the 
penalty fee does not apply  to bankers’ 
banks that are m embers o f the Federal 
Reserve System , m aintain reserve 
accounts at their respective Reserve 
Banks, have access to the d iscount 
w indow , and have established caps 
under the paym ents system  risk policy. 
A s stated above, the penalty fee does not 
apply to bankers’ banks that m aintain  
reserves. These bankers’ banks are 
treated in  the sam e manner as 
com m ercial banks under the paym ents 
system  risk policy.

Corporate C redit Union C om m ents
Thirteen com m enters, includ ing  n ine  

corporate credit u n ion s and one trade 
association (collectively , “the CCU 
com m enters”) strongly objected to the 
proposal, w hich  they cla im ed  w ould  
unnecessarily underm ine the corporate 
credit u n ion s’ ability to provide  
paym ents services to credit un ions  
nationw ide. Their primary objections 
were:

1. D iscount W indow  A ccess for 
Corporate Credit U nions

T he CCU com m enters argued that the 
Board should  not base its  po licy  on the  
fact that corporate credit un ions d o  not 
have regular d iscount w in d ow  access 
because the Federal Reserve Act 
specifica lly  grants access to  ind ividuals, 
partnerships, and corporations on  the  
collateral o f governm ent securities.
T hey stated that the health  o f the  
corporate credit union  network has 
obviated the need  for the corporate 
credit unions to seek credit from the 
Federal Reserve and that the corporate 
credit u n ion s have access  to the . 
N ational Credit U nion  A dm inistration’s  

, central liqu id ity  facility ip  dip event , 
they  need  em ergency funding.

th e  Monetary Control Act (“MCA”) 
subjected all depository institutions to

reserve requirements and provided that 
nonm em ber depository institu tions  
shall have the same d iscount w in dow  
borrowing privileges as m em bers,9 but 
the Act specifically  exem pted bankers’ 
banks from these requirem ents and 
p riv ileges.10 N evertheless, the Board has 
perm itted bankers’ banks to have access 
to the discount w in dow  if  they choose  
to m aintain reserves. The Board’s p olicy  
is  consistent w ith  C ongress’ purpose in  
the MCA to a llow  all depository  
institutions access to the d iscount 
w in dow  and other System  services as a 
q u id  pro  quo  for m aintaining reserves.

The Board, in  its Regulation A, 
exp lic itly  excluded bankers’ banks and 
m em ber banks that do not have 
reservable deposits, such  as certain trust 
com panies, from the defined  group of 
depository institutions that have regular 
discount w indow  access.11 This 
exclu sion  w as based on the prem ise that 
the d iscount w in dow  is  m eant to be a 
benefit for those institu tions that bear 
the burden o f m aintaining reserves and 
an aid to the im plem entation of 
m onetary policy.

T he Federal Reserve A ct provides that 
the Reserve Banks m ay make em ergency  
discount w in dow  loans to individuals, 
partnerships, and corporations in  
certain circum stances or m ay make 
advances secured by U.S. governm ent 
obligations to these en tities subject to 
any lim itations the Board m ay prescribe. 
The Board’s Regulation A authorizes the  
Reserve Banks to make em ergency  
discount w in dow  loans to individuals, 
partnerships, and corporations on ly  in  
unusual and exigent circum stances if, in  
the judgment o f the R eserve Bank, credit 
is  not available from other sources and 
failure to provide credit w ou ld  
adversely affect the econom y. These  
em ergency loans require consultation  
w ith  the Board, and if  the loan is  to be 
secured by collateral other than  
securities backed by the U nited  States or 
its agencies, an affirm ative vote o f five 
Board members. Thus, although it may 
be possib le for bankers’ banks to obtain  
discount w in dow  access under the 
em ergency provisions o f Regulation A, 
such loans are seldom  m ade and, by 
r e f la t io n  and in  som e cases by statute, 
require Board attention.

2. Pyram iding o f Reserves
The CCU com m enters argued that 

reserve m aintenance by corporate credit 
unions w ould  result in  reserve 
“pyram iding” because their m em ber 
credit unions are already subject to  
reserve requirem ents under the Board's

» n  U.S.C 461 (b)(2) and (b)(7). 
•o i2U .S C . 461(b)(9).
• •S«e 12 CFR 201.2(a)(2).

Regulation D. H owever, there w ou ld  be 
no “pyram iding” or double-counting of 
reserves if  corporate credit u n ions  
m aintained reserves. Credit un ions, 
w hen  calculating their reservable 
liab ilities, can take a “due from ” 
deduction  for deposits subject to 
im m ediate w ithdraw al held  at corporate 
credit unions. For exam ple, if  a credit 
u nion  deposits $1 m illion  in a dem and  
account at a corporate credit un ion , the 
corporate credit union  w ould  m aintain  
reserves on that am ount and the credit 
union  w ould  deduct $1 m illion  from the 
am ount on w h ich  it m ust m aintain  
reserves.

3. Equal A ccess to Services
The CCU com m enters asserted that 

the Board’s proposal to treat corporate 
credit un ions differently from other 
institu tions v iolates the MCA princip le  
that the Federal Reserve should  provide 
depository institu tions equal access to 
Federal Reserve services. There is  no  
indication  in  the MCA, how ever, that 
Congress intended the allow ance o f  
overdrafts to be a Federal Reserve 
service. On the contrary, the MCA 
specifica lly  provides that “nonm em bers 
shall be subject to any * * * * terms, 
in clu d ing  a requirement o f balances 
suffic ient for clearing purposes, that the 
Board m ay determ ine are applicable to 
m em ber banks.” T he purpose o f such  
balances w ould  be to avoid overdrafts. 
(The m aintenance o f clearing balances 
d oes not give rise to d iscount w in d ow  
access under Regulation A.)

4. C om petitive Inequities
T w enty respondents com m ented  on  

the negative effects that an absolute 
prohibition o f daylight overdrafts w ould  
have on  bankers’ banks and Edge 
corporations. T w elve com m enters, 
m ain ly  corporate credit u n ions, stated  
that a prohibition o f overdrafts w ould  
place them  at a com petitive  
disadvantage v is-a-vis other market 
participants. The corporate credit 
u n ion s w ere particularly concerned that 
the proposal w ould  force credit u n ion s  
to  d o  b usin ess w ith  com m ercial banks, 
their direct com petitors, if  they w ish ed  
to con tinue to offer book-entry securities  
services to their custom ers.

T he com m enters m ay be correct in  
their assessm ent that penalty fees on  
daylight overdrafts w ill affect their 
com petitive position  vis-a-vis  
depository institutions. For exam ple, 
daylight overdraft data for U .S. Central 
Credit U n ion  show  frequent daylight 
overdrafts in  the early m orning hours. 
T he possib ility  o f  early-m orning  
overdrafts m ight be increased by the  
n ew  posting procedures that go  into  
effect in  October 1993. U .S. Central
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funds itse lf largely through ACH debit 
transactions. Under the n ew  procedures, 
the funds from the ACH debit 
transactions w ill be posted  at 11 a.m ., as 
opposed to the current posting o f net- 
positive ACH debit transactions at the  
opening of business. U nder the Board’s  
policy , U.S. Central w ill pay a penalty  
fee on its daylight overdrafts.

However, corporate credit unions  
currently have a significant advantage 
over com peting depository institutions 
because they d o  not have to  m aintain  
reserves. T he Board b e liev es that the  
disadvantages o f the proposal to  
corporate credit u n ion s w ould  be offset 
by the advantages they currently enjoy.

Eight com m enters asserted that, given  
the infrequency and sm all size  o f  
bankers’ bank overdrafts, the relatively  
low  degree o f risk d oes not justify th e  
burden o f a fist overdraft prohibition for 
these institutions. O ne com m enter 
claim ed that risk to  the Federal Reserve 
w ould  be increased if  corporate credit 
unions w ere obligated to  open  Federal 
Reserve accounts in  order to incur  
overdrafts. T w o com m enters noted that 
credit union  custom ers w ou ld  
experience a decreased service level and  
w orse funds availability under the 
proposal.

A s noted above, the new  po licy  d oes  
m ore than address risk. T he penalty fee  
help s ensure that in stitu tions that do  
not have regular d iscount w in dow  
access w ill not receive ex tension s o f  
Federal Reserve credit in  the form of 
daylight or overnight overdrafts.

Edge C orporations
Given the sender-controlled nature of 

the book-entry secu rities system , five  
Edge corporation affiliates and a trade 
association favored a continuation  o f the  
present p o licy  o f a llow in g  Edge 
corporations to  establish  a cap  and incur 
collateralized book-entry securities 
overdrafts. T he com m enters argued that 
Edge corporation intraday overdrafts 
that are lim ited  by a cap  and backed by 
sound collateral are relatively risk-free. 
Another com m enter requested that Edge 
corporations be a llow ed  to  p ledge the  
securities in transit a s collateral for a 
book-entry securities overdraft. O ne 
corporate credit u n ion  suggested that 
the present Edge corporation po licy  be 
extended to  bankers’ hanks. O ne Edge 
affiliate com m ented  sp ecifica lly  on the  
proposal as it applied  to  “problem ” 
institu tions w ith  im posed  zero caps.
Hie commenter stated that the proposal 
may be appropriate fo r these zero-cap 
institutions, but drew a distinction 
between these entities and an Edge 
corporation with a financially sound 
parent that incurs daylight overdrafts for 
a short period of time.

H ie  Board agrees that m any im posed- 
zero-cap institu tions, especia lly  those  
that have been assigned a zero cap due  
to their financial problem s, pose m ore of 
a risk than Edge corporations w ith  
financially sound  parents. Such Edge 
Corporations, how ever, cou ld  arrange to 
obtain funding intraday from their 
parents or channel a ll their  paym ents 
activity through their parents, thus 
avoiding daylight overdrafts them selves. 
Should an Edge corporation incur a 
daylight overdraft, there is  a possib ility  
that its  parent cou ld  b e unable or 
unw illing to cover the Edge 
corporation’s  overdraft at the end o f the 
day.

In addition, collateral and pricing  
serve tw o related but separate purposes. 
A lthough collateral lim its Reserve Bank 
risk, its purpose is  to  make d iscount 
w indow  loans to  book-entry securities  
overdrafters feasib le during periods o f  
operational d ifficu lty . T he daylight 
overdraft penalty fee is  designed  to  
create econom ic in cen tives to elim inate  
the use o f daylight credit by institu tions  
w ithout regular d iscount w in dow  
access. The Board b elieves that their 
lack o f access to  the d iscount w in d ow  
suggests that Edge corporations should  
be subject to  the sam e policy  as bankers' 
banks that d o  not m aintain reserves.

Overdraft M easurem ent Procedures
Seven com m enters argued that the  

proposal w as particularly unfair in  light 
o f the overdraft m easurem ent 
procedures originally  proposed by the  
Board under w h ich  ACH and other non
wire paym ents w ou ld  be posted at the  
end of the busin ess day (54 FR 26094, 
June 2 1 ,1 9 8 9 ). The com m enters stated  
that the late posting com bined w ith  the  
daylight overdraft penalty fee w ould  
elim inate m any overnight investm ent 
opportunities for corporate credit 
unions, w h ile  banks cou ld  continue to  
make investm ents by incurring daylight 
overdrafts. O ne corporate credit union  
supported the Board’s proposal as long  
as non-w ire transaction posting is  not 
m oved to the end  o f  the day.

The Board adopted posting  
procedures for m easuring daylight 
overdrafts (see 57 FR 47093, October 14, 
1992) that provide for posting ACH 
credit transactions at the opening of 
business, ACH debit transactions at 11 
a.m. Eastern T im e, and check  
transactions throughout the day. H ie  
Board b elieves that th is  intraday posting  
alleviates m any o f th e  concerns 
regarding investm ent opportunities 
raised by the com m enters.

Penalty Fee
Eight com m enters specifically  

opposed the proposed  penalty fee. The
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com m enters generally believed  the  
proposed fee to be excessive and 
onerous, particularly given the 
uncontrollable nature o f book-entry 
securities overdrafts. The com m enters 
questioned w hether the penalty fee  
w ould  deter daylight overdrafts. Three 
com m enters suggested that the fee be  
brought in lin e  w ith  the 60 basis point 
annual fee proposed by the Board for 
daylight overdrafts by other institutions. 
Tw o com m enters suggested that the 
penalty fee be ap p lied  to the average 
overdraft rather than the m axim um  
overdraft to provide an in cen tive for 
institutions to coyer the overdraft as 
soon as possib le. T w o com m enters 
suggested the fee be tailored to  overdraft 
size  and frequency. O ne Edge 
corporation affiliate suggested that the 
am ount subject to the penalty fee be 
subject to a d eductib le o f 10 percent of 
the capital o f the Edge corporation’s  . 
parent bank to  offset overdrafts that 
occurred due to  circum stances beyond  
the in stitu tion ’s  control. Another 
com m enter suggested that Reserve 
Banks a llow  a o n e  hour grace period  
before assessing a penalty fee to allow  
a reasonable tim e for th e  institution  to  
cover an inadvertent overdraft.
„ A s d iscu ssed  above, the Board is  
requesting com m ent on  a m odified  
proposal to assess a fee at the overnight 
overdraft penalty rate p lu s the federal 
funds rate, adjusted for the length o f the 
Fedw ire operating day, against the 
average d a ily  daylight overdraft. Under 
the po licy  adopted by the Board and the 
proposed rate revision , the cost to 
overdrawing in stitu tions w ill be 
substantially low er than under the 1990  
proposal.

A lternatives
The Board received  several com m ents 

offering alternative m ethods of 
addressing daylight overdrafts by 
bankers' banks and Edge corporations. 
Seven CCU com m enters believed  that 
the Board’s requirem ent that an 
institution hold reserve or clearing  
balances at a R eserve Bank in  order to  
have d iscount w in d o w  access should  
not apply to corporate credit unions, as 
long as they m aintain an “overdraft 
protection accoun ts” at U.S. Central 
Credit U nion or at Reserve Banks that 
could  be accessed  by the Reserve Banks 
in the event o f  an overdraft. H ie  CCU 
com m enters proposed that each  
corporate credit u n io n ’s account be 
funded in the am ount o f 10 percent o f  
the corporate credit u n ion ’s  risk-based 
capital. The com m enters argued that 
their suggested overdraft 
collateralization m ethod is  consistent 
w ith other aspects o f  the Board’s  
paym ents system  risk policy.
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A s d iscu ssed  above, the exclusion  of 
bankers' banks that do not maintain  
reserves from discount w in dow  access  
w as based  on  the prem ise that discount 
w in d ow  access is  a q u id  p ro  quo  for the 
burden o f m aintaining reserves and is 
an aid to  th e  Federal Reserve in  the 
im plem entation o f monetary policy. A  
deposit o f collateral by bankers’ banks at 
the Federal Reserve or at U .S. Central, 
as suggested by the CCU com m enters, 
w ould  not m eet the MCA or Regulation  
A requirem ents for regular, d iscount 
w in d ow  access and w ould  be contrary 
to the Board's policy  that bankers' banks 
m ust m aintain reserves in order to have 
discount w in d ow  access.

S ix  com m enters suggested that, , 
instead o f  charging a penalty fee, a more 
effective w ay to reduce risk w ould  be to 
place bankers’ banks and Edge 
corporations on the real-time m onitor 
and to refuse unfunded transfers. Two  
com m enters suggested that the book- 
entry system  be redesigned so that 
d eliveries cou ld  be rejected if  they cause 
an overdraft. One com m enter also  
suggested that a standard posting tim e 
be estab lished  for all book-entry security  
debits and credits.

At an in stitu tion ’s request, a Reserve 
Bank w ill m onitor its account in real 
tim e and reject outgoing funds transfers 
that w ou ld  cause an overdraft. However, 
autom atic rejection or queuing of 
securities transfers and a standard 
securities posting tim e w ould  require 
significant changes in  the operations of 
the Federal Reserve’s book-entry 
security system . T he Federal Reserve is  
currently studying various long-term  
im provem ents to  its book-entry system .

C om petitive  Im pact A na lysis

The Board assesses the com petitive  
im pact o f changes that have a 
substantial effect on paym ents system  
participants.12 Under this analysis, the 
Board determ ines w hether the change 
w ould  have a direct and material 
adverse effect on the ability o f other 
service providers to com pete effectively  
w ith  the Federal Reserve in  providing  
sim ilar services.

The CCU com m enters stated that the 
new  p o licy  w ou ld  put them  at a 
com p etitive disadvantage vis-a-vis other 
paym ents system  participants, 
particularly in  book-entry security  
settlem ent and safekeeping services.
T he CCU com m enters asserted that 
daylight overdraft penalty fees w ould  
drive corporate credit unions out o f the  
securities services and w ould  force

•2 These assessment procedures are described in 
the Board’s policy statement entitled “The Federal 
Reserve in the Payments System" (55 FR 11648, 
March 29.1990).

credit un ions to do business w ith other 
service providers. Such other service  
providers could  be private institutions, 
such as com m ercial banks, or credit 
unions could  ch oose to establish  
accounts directly w ith a Federal Reserve 
Bank.

The Board does not believe that its 
policy  adversely affects the ability o f  
corporate credit unions to com pete w ith  
the Reserve Banks in  providing  
paym ents services. The policy  places 
controls on the use of the Federal 
Reserve Banks’ funds and book-entry 
transfer se n  ices, w hich  are consistent 
w ith  controls used in private clearing  
and settlem ent system s. Corporate credit 
unions have the ability to establish caps 
and collateralize book-entry securities 
overdrafts if  they voluntarily m aintain  
reserves, as com m ercial banks are 
required to do. By voluntarily  
m aintaining reserves, the corporate 
credit un ions w ould  avoid the penalty  
fees that, according to their com m ents, 
w ould  cause their custom er credit 
unions to go the Reserve Banks or 
elsew here for paym ents services.

By order of the Board of Governors of the 
Federal Reserve System. August 18,1993. 
William W. Wiles,
Secretary of the Board.
[FR Doc. 93-20406 Filed 8-23-93; 8:45 ami 
BILUNG CODE S2Y0-01-P

[Docket No. R-0806]

Proposals To Modify the Payments 
System Risk Reduction Program; Self- 
Assessment Procedures, Caps for U.S. 
Branches and Agencies of Foreign 
Banks

AGENCY: Board of Governors o f the 
Federal Reserve System .
ACTION: Request for com m ent.

SUMMARY: The Board is  requesting  
com m ent on proposed m odifications to 
its P olicy Statem ent on Paym ents 
System  Risk. The Board is proposing to 
m odify in  tw o w ays the procedures that 
depository institu tions m ust use if  they  
choose to com plete a self-assessm ent to 
establish  a daylight overdraft net debit 
cap. First, effective for self-assessm ents 
performed on or after January 1 ,1 9 9 5 , 
the Board is proposing that depository  
institutions evaluate their operating 
controls and contingency procedures in 
addition to the three existing  
com ponents o f the self-assessm ent 
(creditw orthiness, intraday funds 
m anagem ent and control, and custom er 
credit p o lic ies and controls). Second, 
the Board is  proposing that depository  
institu tions use a sim plified  
“C reditworthiness M atrix” to determ ine

their creditw orthiness rating, except in 
certain lim ited circum stances, effective 
January 1 ,1 9 9 4 . In addition to these tw o  
changes to the self-assessm ent 
procedures, the Board is proposing to 
elim inate the requirement that U.S. 
branches and agencies of foreign banks 
provide information on U.S. funding  
capability and discount w in dow  eligib le  
collateral for use in determ ining their 
daylight overdraft net debit caps, 
effective January 1 ,1 9 9 4 . Overall, the 
proposals w ou ld  decrease the burden of 
com plying w ith  the Board’s  policy , 
im prove the consistency of net debit 
caps across institutions, and reduce 
risks by encouraging depository  
institu tions to focus attention on  
operational risks in the provision  of 
paym ent services.
DATES: Com m ents m ust be subm itted on 
or before October 8 ,1 9 9 3 .
ADDRESSES: Comm ents, w h ich  should  
refer to Docket No. R -0806 , m ay be 
m ailed  to Mr. W illiam  W. W iles, 
Secretary, Board o f Governors o f the 
Federal Reserve System , 20th Street and 
C onstitution A venue NW., W ashington, 
DC 20551. Comm ents addressed to Mr. 
W iles also may be delivered to the  
Board’s m ail room betw een 8:45 a.m. 
and 5:15 p.m . and to the security control 
room outside o f those hours. Both the 
m ail room and the security control room  
are accessib le from the courtyard 
entrance on  20th Street betw een  
C onstitution A venue and C Street, NW. 
C om m ents may be inspected  in room B -  
1122 betw een  9 a.m. and 5 p.m.
FOR FURTHER INFORMATION CONTACT: 
Jeffrey C. Marquardt, A ssistant Director 
(202/452—2360), Paul Bettge, Manager 
(202 /452 -3174 ), D ivision  o f Reserve 
Bank Operations and Payment Systems; 
for the hearing im paired only: 
T elecom m unications D evice for the 
Deaf, Dorothea Thom pson (2 0 2 /4 5 2 -  
3544).

SUPPLEMENTARY INFORMATION: 

Background
The Federal Reserve first issued  a 

p o licy  statem ent on risks in  large-dollar 
w ire transfer system s in 1985. This 
p olicy  required that depository  
institu tions incurring daylight 
overdrafts in  their Federal Reserve 
accounts as a result o f Fed w ire funds 
transfers establish a m axim um  lim it, or 
net debit cap, on overdrafts incurred in 
those accounts. To im plem ent the 
original po licy , a docum ent entitled  
U sers’ G uide to the Policy Statem ent, 
w as prepared and distributed to 
depository institutions in  1985.

T he original policy  has been  
expanded and enhanced sin ce  1985.
The U sers’ G uide w as updated
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accordingly and reissued in 1988. In 
1992, the Board issued a comprehensive 
statement of its previously adopted 
policies regarding payments system risk. 
The Federal Reserve is currently in the 
process of updating the Users’ Guide to 
incorporate changes in the policy since 
1988, including the modifications 
approved by the Board in late 1992 
regarding intraday posting of 
transactions and fees for daylight 
overdrafts. The updated Users’ Guide 
would also include the amendments to 
the 1992 comprehensive policy 
statement that are proposed in this 
notice, if ultimately adopted by the 
Board. The Board expects to issue the 
Guide to the Federal Reserve’s Payments 
System Risk Policy once public 
comments on this notice’s proposals 
have been received and considered.
(The Board is also proposing to update 
the introductory section to its policy 
statement to reflect the availability of 
the Overview, discussed below, as well 
as the Guide’s new title.) Once issued, 
the Guide to the Federal Reserve’s 
Payments System Risk Policy w ill 
supersede previously issued versions of 
the Users’ Guide. A draft copy of the 
Guide to the Federal Reserve’s Payments 
System Risk Policy is available from any 
Reserve Bank for review. The Federal 
Reserve has also prepared a new

summary document, entitled Overview 
o f the Federal Reserve’s Payments 
System Risk Policy, which is intended 
to describe the requirements of the 
policy for institutions that incur 
minimal daylight overdrafts.
Self-Assessment Procedures

Under the Board’s policy, an 
institution’s net debit cap (for a single 
day and on average over a two-week 
period) is based on its cap category. The 
three cap categories that permit the 
highest use of intraday credit are the 
Average, Above Average, and High cap 
categories. An institution that w ishes to 
establish a cap in one of these categories 
must complete a self-assessment of its 
creditworthiness, intraday funds 
management and control, and customer 
credit policies and controls.

The Board is proposing to add a 
fourth component, operating controls 
and contingency procedures, to the self- 
assessment procedures. This component 
is critical to a thorough self-assessment 
because institutions could incur 
significant financial losses as a result of 
fraud and because operational failures at 
payment system participants could 
disrupt financial markets.

As a result of the potential added 
burden placed on depository 
institutions, the Board anticipates that 
implementation of this requirement, if

approved, w ill be delayed until January
1,1995 in order to provide institutions 
sufficient time to adopt procedures for 
evaluating this component. The Board 
would welcom e comments on whether 
it is appropriate to incorporate a 
component on operational controls and 
contingency procedures into the self- 
assessment procedures as well as any 
potential administrative burden of 
including this additional requirement.

The Board is also proposing a change 
in the procedures for completing the 
creditworthiness component of the self- 
assessment. These new procedures are 
described fully in the draft Guide to the 
Federal Reserve’s Payments System Risk 
Policy, which is available from any 
Reserve Bank. Since the inception of the 
self-assessment process for establishing 
net debit caps, concerns have been 
raised regarding the administrative 
burden raised by the self-assessment 
procedures. In an attempt to reduce 
burden on institutions electing to 
complete a self-assessment, the Board 
has developed a matrix that combines 
an institution’s supervisory rating and 
Prompt Corrective Action capital 
category into a creditworthiness rating.1 
This “Creditworthiness Matrix” is 
shown below.

Creditworthiness Matrix

Capital level
Supervisory composite rating

Strong Satisfactory Fair

Well Capitalized .................................................................................................
Adequately Capitalized ....................................................................................
Undercapitalized.................................................................................................

Excellent ......................
Very Good ..................
Full Assessment ........

Very Good ...................
Very Good ....... ...........
Full Assessment.........

Adequate 
Adequate 
Below Standard.

Note: Institutions with a capital level or supervisory rating not shown in the matrix would receive a creditworthiness rating of "below standard.”

While institutions electing to 
complete a self-assessment would still 
be required to perform a full self- 
assessment in other areas, use of the 
Creditworthiness Matrix should result 
in a substantial reduction in the 
regulatory compliance burden for these 
institutions. In addition, the use of the 
Matrix achieves greater objectivity in 
rating creditworthiness, and the 
resulting creditworthiness ratings and 
overall net debit cap categories are 
likely to be more consistent across 
institutions than under current 
procedures.

The Board is proposing that, in nearly 
all circumstances, depository 
institutions completing a self

1 For U.S. branches and agencies of foreign banks 
that are based in countries that adhere to the Basle 
Capital Accord, risk-based capital ratios calculated 
according to home-country rules would be

assessment use the Creditworthiness 
Matrix to determine their 
creditworthiness rating. In certain 
limited circumstances, however, an 
institution may be permitted to perform 
a full assessment of its creditworthiness. 
For example, an institution whose 
condition has changed significantly 
since its last examination, or that 
possesses additional material 
information regarding its financial 
condition, may reasonably be permitted 
to use these factors to support a higher 
creditworthiness rating that would be 
derived using the Creditworthiness 
Matrix alone. Additionally, U.S. 
branches and agencies of foreign banks 
from countries that do not adhere to the

compared to the Prompt Corrective Action capital 
categories, and the resulting capital level would be 
used in the Creditworthiness Matrix.

Basle Capital Accord would be required 
to perform a full assessment to 
determine their rating on the 
creditworthiness component.
Procedures for conducting a full 
assessment of creditworthiness are 
provided in Appendix C of the draft 
Guide to the Federal Reserve’s Payments 
System Risk Policy. If adopted, the 
Creditworthiness Matrix approach 
would be effective on January 1,1994, 
although earlier implementation by 
institutions may be permitted.

The Board has determined that use of 
the Creditworthiness Matrix would, for 
certain institutions, result in a lower net 
debit cap. The Board, therefore, requests 
comment on whether mandatory usage
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of the matrix approach would adversely 
affect the smooth functioning of the 
payments system.

Net Dehit Caps for U.S. Branches and 
Agencies o f  Foreign Banks

The determination of net debit caps 
for foreign banks is based on essentially 
the same procedures as those for U.S.- 
based institutions. However, for foreign 
banks, the Federal Reserve also requires 
evidence of U.S. funding capability and 
discount window eligible collateral. 
Based on the evidence submitted, the 
Federal Reserve may adjust the dollar 
amount of an institution’s net debit cap 
to a level below its cap m ultiple times 
its risk-based capital.

Experience with U.S. funding 
capability arid potential collateral data 
has shown that a significant 
administrative burden is created to 
collect these data with sufficient 
precision and frequency. In addition, if 
the proposed Creditworthiness Matrix 
approach, also discussed in this notice, 
is adopted by the Board, net debit caps 
adopted by foreign banks w ill be based 
on more objective supervisory ratings 
and the additional data w ill be less 
relevant to determining appropriate net 
debit caps.

The Board requests comment on the 
current limitation on net debit caps for 
U.S. branches and agencies of foreign 
banks and the data collection effort it 
entails. The Board is proposing that, 
effective January 1 ,1994, for purposes 
of determining net debit caps for U.S. 
branches and agencies of foreign banks, 
data on U.S. funding capability and 
discount window eligible collateral no 
longer be required, provided that the 
Creditworthiness Matrix proposal is also 
approved.

None of the proposed amendments 
w'ould affect a Reserve Bank’s ability to 
prohibit an institution from using 
intraday Federal Reserve credit, if  the 
institution’s use of such credit is 
deemed unsafe or unsound by its 
supervisor or if the institution poses an 
excessive risk to a Reserve Bank.

Federal Reserve System Policy 
Statement on Payments System Risk

The Board proposes to amend its 
“Federal Reserve System Policy 
Statement on Payments System Risk” 
under the heading “I. Federal Reserve 
Policy” by replacing the last three 
sentences of the Introduction, part (C)(2) 
under the headings “C. Capital” and “2. 
U.S. Agencies and Branches of Foreign 
Banks,” and the first paragraph of part
(D)(1) under the headings “D. Net Debit 
Caps" and “1. Cap Set Through Self- 
Assessment” as set forth below:

Introduction 
* * * * *

To assist depository institutions in 
implementing the Board’s policies, the 
Federal Reserve has prepared two 
documents, which are available from 
any Reserve Bank: the Overview of the 
Federal Reserve’s Payments System Risk 
Policy and the Guide to the Federal 
Reserve’s Payments System Risk Policy. 
The Overview provides a summary of 
the Board’s policy on payments system  
risk, including daylight overdraft net 
debit caps and fees. The Overview is 
intended for use by institutions that 
incur only small and infrequent daylight 
overdrafts. The Guide explains in detail 
how the policies apply to various types 
of institutions and includes procedures 
for completing a self-assessment and 
filing a cap resolution, as w ell as 
information on other aspects of the 
payments system risk policy. 
* * * * *

1. C. Capita!

2. U.S. Agencies and Branches of 
Foreign Banks

For U.S. agencies and branches of 
foreign banks, net debit caps on daylight 
overdrafts in Federal Reserve accounts 
are calculated by applying the cap 
m ultiples for each cap category to 
consolidated “U.S. capital 
equivalency.” 4 * *

For a foreign bank whose home- 
country supervisor adheres to the Basle 
Capital Accord, U.S. capital equivalency 
is equal to the greater of 10 percent of 
worldwide capital or 5 percent of the 
total liabilities of each agency or branch, 
including acceptances, but excluding 
accrued expenses and amounts due and 
other liabilities to offices, branches, and 
subsidiaries of the foreign bank. In the 
absence of contrary information, the 
Reserve Banks presume that all banks 
chartered in G-10 countries meet the 
acceptable prudential capital and 
supervisory standards and w ill consider 
any bank chartered in any other nation 
that adopts the Basle Capital Accord (or 
requires capital at least as great and in 
the same form as called for by the 
A.ccord) eligible for the Reserve Banks’ 
review7 for meeting acceptable 
prudential capital and supervisory 
standards.

For all other foreign banks, U.S. 
capital equivalency is measured as the 
greater of: (1) The sum of the amount of 
capital (but not surplus) that would be

4The term “U.S. capital equivalency” is used in 
this context to refer to the particular capital
measure used to calculate daylight overdraft net
debit caps, and does not necessarily represent an 
appropriate capita! measure for supervisory or other
purposes.

required of a national bank being 
organized at each agency or branch 
location, or (2) the sum of 5 percent of 
the total liabilities o f each agency or 
branch, including acceptances, but 
excluding accrued expenses and 
amounts due and other liabilities to 
offices, branches, and subsidiaries of the 
foreign frank.

In addition, any foreign bank may 
incur daylight overdrafts above its net 
debit cap up to a maximum amount 
equal to its cap multiple times 10 
percent of its worldwide capital, 
provided that any overdrafts above its 
net debit cap are collateralized. This 
policy offers all foreign banks, under 
terms that reasonably limit Reserve 
Bank risk, a level of overdrafts based on 
the same proportion of worldwide 
capital. Consequently, banks chartered 
in countries that follow the Basle 
Accord and whose net debit cap is 
based on 10 percent of worldwide 
capital are not permitted to incur 
overdrafts above their net debit cap. All 
other foreign banks may incur overdrafts 
to the same extent as banks from Basle 
Accord countries, that is, up to their cap 
m ultiple times 10 percent of their 
wrorldwide capital, provided that 
sufficient collateral is posted for any 
overdrafts in excess of their net debit 
cap. In addition, foreign banks may elect 
to collateralize all or a portion of their 
overdrafts related to book-entry 
securities activity.
* * * * *

I.D. N et Debit Caps

1. Cap Set Through Self-Assessment
In order to establish a net debit cap 

category of Average, Above Average, or 
High, an institution must perform a self- 
assessment of its own creditworthiness, 
intraday funds management and control, 
customer credit policies and controls, 
and, effective January 1 .1995, operating 
controls and contingency procedures. 
The assessment of creditworthiness 
should be based on the institution’s 
supervisory rating and Prompt 
Corrective Action capital category. An 
institution may be permitted to perform 
a full assessment of its creditworthiness, 
in certain limited circumstances, for 
example, if  its condition has changed 
significantly since its last examination, 
or if it possesses additional material 
information regarding its financial 
condition. Additionally, U.S. branches 
and agencies of foreign banks from 
countries that do not adhere to the Basle 
Capital Accord would be required to 
perform a full assessment to determine 
their rating on the creditworthiness 
component. The institution should also 
assess its intraday funds management
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procedures and its procedures for 
evaluating the financial condition of 
and establishing intraday credit limits 
for its customers. Finally, the institution  
should ensure that its operating controls 
and contingency procedures are 
sufficient to prevent losses due to fraud 
or operational failures. The Guide to the 
Federal Reserve’s Payments System Risk 
Policy, available from any Reserve Bank, 
includes a detailed explanation of the 
steps that should be taken by a 
depository institution in performing a 
self-assessment to establish a net debit 
cap.
* * * * *

By order of the Board of Governors of the 
Federal Reserve System, August 18,1993. 
William W. Wiles,
Secretary of the Board.
[FR Doc. 93-20407 Filed 8-23-93; 8:45 am] 
d'LUNG CODE 6210-01-P
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