FEDERAL RESERVE BOARD

WASHINGTON

X-3785 ,
July 20, 1923.

SUBJECT: Check Collection - Procedure under Regulation J,
Series of 1923.

Dear Sir:

As you have been advised previously the Federal Reserve
Board has amended Regulation J, effective August 15, 1923, by adding
the following new conditions:

"N¢ Federal Reserve Bank shall receive on deposit or
for collection any check drawn on any nonmemcer bank which
refuses to remit at par in acceptable funds.

"Whenever a Federal Reserve Bank receives on deposit
or for collection a check drawn by, indorsed by, or emanating
from, any nonmember ‘ank which refuses to remit at par in
acceptable funds, it shall make a charge for the service of
collecting such check of one-tenth of 1 per cent, the minimum
charge to be 10 cents for each item."

At the request of the Board, the Federal Reserve Banks'
Standing Committee on Collections was called, by the Acting Chairman of
the Governors' Conference, to meet in Chicago on July 9, 1923, for the
purpese of considering the methods and procedure in Federal Reserve
Banks necessary to put into practical effect and operation on August 15,
1923, the provisions of the recent amendments to the Boardts Regulation
J. The Committee met, duly considered the subject and sutmitied a
report, which was in part approved Ly the Federal Reserve Board, and
this circular is designed to give force and effect to such portions of
the report as the Board desires formally to adopt.

. There is attached hereto draft of a uniform circular, based
upon the amendments to Regulation J, which each Federal Reserve Bank
should immediately issue as a supplement to its present check collecticn
circular and which should be incorporated in its complete check col-
lection circular whenever it becomes necessary to reissue it. Thers is
attached also a photostat copy of a uniform advice of service charge-

: The successful administration of these two new conditions of
Regulation J depends very largely upon the observance and application
of certain principles and practices uniformly by all Federal Reserve
Banks. These essentials are as follows:

(1) The full and complete cooperation of each Federal Resi;ve
ank
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in carefully and consistently apolying the charge against member and
nonmember clearing banks on all checks received from them which are drawn
. by, indorsed by, or which emanaté from any nonmember bank in the United
States, which will not remit at par in acceptable funds; and in furnishing
other Federal Reserve Banks (through the medium of the Federal Reserve

Board) with the names of all such nonmember banks in its respective
district .

(2) Inasmuch as a charge on such checks will be made by a

Federal Reserve Bank against member and nonmember clearing banks from
which such checks are received, it is reasonable to expect that member
and nonmember clearing banks will not route to the Federal Reserve Banks
any of such checks which can be disposed of through other collection
channels. It may therefore be anticipated that circuitous routing will
be practiced and that banks coming into possession of such checks will
route them, whenever possible, to other correspondents, in which event
such of these checks as are finally sent to a Federal Reserve Bank are
likely to bear the indorsements of several banks (par as well as non-par)
in other districts. The charge on such checks should be made only and
retained by the Federal Reserve Bank which first receives such checks
into the Federal Reserve collection system, regardless of where such

' checks originated or the location of prior indorsers. Therefore, it
will not be necessary for one Federal Reserve Bank to exsmine checks
payable in its district when received from another Federal Reserve_Bank.

© it being understood that the Federal Reserve Bank which first receives 4
the items applies the charge to those checks which are drawn by, 1ndorse‘
by, or which emanate from any ncnmember bank, wherever located, which will
not remit at par in acceptable funds.

(3) It will be essential for a Federsl Reserve Bank to examine
all checks received from member and nonmember clearing banks to deter-
mine whether any of them were drawn by, indorsed by, or emanated from .

" nonmember non-par banks in other Federal Eeserve districts as well as in
its own district, and therefore each Federsl Reserve Bank must be in
possession of a complete list of all nonmember banks in the United States
which will not remit at par in acceptable funds for checks drawn on them.
Upon receipt of this letter each Federal Reserve Bank will submit to the
Board a list of those nonmember banks in its district by states which re-
fuse to remit at par in acceptable funds for checks drawn on them. Up?n
receipt of this informstion from the Federal Reserve Banks the Board will
make up a composite list covering all districts and send copies to each
Federal Reserve Bank for use only in the trensit departments of the Federal
Reserve Banks. It is not thought advisable to publish a list of the names
of those nonmember banks which refuse to remit at par nor for the Federal
Reserve Banks to furnish this information to their member banks. Member
Banks and clearing nonmember banks will be able to determine whether or not
items drawn on other banks sre collectible at par by consulting the Board's
so-called "par list" as it will be issued in the future. If it ie‘: not
clearly indicated by the par list that a particular bank will remit at par,
the member bank consulting the list will thereby be on notice that the
bank with whose item it is concerned refuses to remit at per:.in acceptable
exchangs and that the item is subject to a collection charge if routed
through a Federal Reserve Bank.
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In addition to sending to the Board a list of all banks in its
district which refuse to remit at par, the Federal Reserve Board requests
each Federal Reserve Bank to prepare and send to it a list of all banks
in its gistrict by states which &re willing %o remit at par. It is de-
sired that both lists mentioned nesrein oe prepared and transmitted to the
Board promptly on receipt of this letter, and not later than July 31 the
Federal Reserve Banks may wire to the Board any corrections they may have
to make in either of the lists. The Board will continue to issue monthly
supplements to the par list, based on information which the banks will
wire to it once a month as in the past, stating additions and withdrawals.

(4) Each member and nonmember clearing bank may be required in
the discretion of its Federal Reserve Bank to list in a separate or special
cash letter all such items sent by it to its Federal Reserve Bank, as are
drawn by, indorsed by, or emanate from any nonmember bank which will not
remit at par in acceptable funds; and may be required to indicate on the
letter (by rubber stamp or otherwise) that such checks are subject to a
charge. This arrangement would make it possible for the Federal Reserve
Banks to apply the charge to specific cash letters without delay and with
the possibility of differences reduced to a minimum, The Federal Reserve
Banks, nevertheless, are required to examine all checks received in other
cash letters to see that no checks drawn by, indorsed by, or emanating
from such nonmember non-par banks are included therein.

(5) Each Federal Reserve Bank will be required to advise its
member and nonmember clearing banks daily the total amount of the charge
.on each cash letter containing such items together with the date and the
total of the letter. This rule shall also apply to letters received by
Federal Reserve Banks direct from member and nonmember clearing banks in
other Federal Reserve districts. All Federal Reserve Banks will be re-
quired to use the appended forms in advising member and nonmember clearing
banks of other Federal Reserve districts of the amount of service charges
on each cash letter containing such items received direct from them. One
of these forms may also be used by Federal Reserve Banks in advising their
own member and nonmember clearing banks of such service charges. Inasmuch
as such charges are for the service of handling such items, no such charge
should be returned or rebated in case any such item is not paid.

(6) If a Federal Reserve Bank should receive a check drawn.on a
nonmember bank which will not remit at par in acceptable funds, it will
use the following wording in stating the reason for returning such check:

"Not collectible through a Federal Reserve Bank under the
Regulations of the Federal Reserve Board."

The Board requires that the above wording shall be used uniformly by all
Federal Reserve Banks.

(7) Official checks and drafts of the Federal Reserve Banks are
in payment of their own obligations or the obligations of the United
States Government in Fiscal Agency operations; checks and warrants drawn
on the Treasurer of the United States are likewise in discharge of obli-
gations of the United States Government; the reserves of member banks
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must be deposited with the Federal Reserve Banks and msy be checked
against under the Act, and since they are at liberty to issue such checks
to whom they choose, the charge should, of course, not apply to such
items. This matter is covered in the uniform circular attached.

The Board will in due course transmit to the Governor of each
Federal Reserve Bank not represented upon the Standing Committee on

Collections, for his information, a copy of the full report msde by
the Committee.

By direction of the Federal Reserve Board. . )

Very truly yours,

w. W. Hoxton,
Secretary.

(Enclosures)

TO GOVERNORS OF ALL F. R. BANKS
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UNIFORM CIRCULAR BASED UPON AMENDIMENTS TO REGULATION J

COLLECTION OF CHECXS DRATN BY, ENDOESED BY
OR EMANATING FROM NCN-MEMBER DANKS WiliCH
WILL NOT REMIT AT PAR IN ACCEPTALLT FUNDS.

(1) The Federal Reserve Board!'s Regulation J, Series of 1923,
Section III, provides that:

'#No Federal Resarve Bauk shall receive on deposit or for
collection any check drawn on a non-menbder bank which refuses
to remit at par in acceptable funds.

"'henever a Federal Reserve Bank receive® on deposit or
for collection a check drawn by, endorsed by or emanating from
any non-member bank which refuses to remit at par in acceptable
funds, it shall make a chorge, for the service of collecting
such check, of one-tenth of cne per coent, the minimum charge
to be ten cents for each item.'!

(NOTE - The .following are optioral paragraphs (2), that is; one or the
other must be used by sach Federal Reserve bank according to whether or
not such Federal Reserve Bank will require its menbsr and non-member

- clearing banks to 1ist such 1tems in separate cash letters, Pr°V1ded in
"Fourth" paragraph of the report

- (1f saparato cash letters are not required by a certain Federal Reserve
Bank, that bank should use the following paragraph: )

(2) Pursuant to the foregoing rsgulation, the Federal Reserve

Bank of will make a charge of'one—tenth of one per cent

for the service of collecting each of such checks, the minimum charge to

be ten cents for each item, and in order tlat this charge may be aPPlled
with the least possible confusion and delay and without occasion for
differences, it is suggested that member and non-member clearing ba@ks

send such checks to tne Federal Reserve Bank listed in separate cash letters
and indicate on each such letter that such items included thersin are
t4gubject to charge.t' In other respects such cash letters should be prepared

in the same manner as cash letters containing checks which are
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not subject to the charge. Such service charges will be made against
the reserve acccunts of member barks or against the clearing accounts
of non-member clearing banks, and appropriate advice or advices of such
charges will be sent to member and non-member clearing banks daily,
showing the total amount of the charge on each cash letter containing
such items togesther with the date and total of the letter. Inasmuch as
such charges are for the service of handling such items, no such charge

will be returned or rebated in case any such item is not paid.

(If separate cash letters are required by a certain Federal Reserve Bank,
that bank should use the following paragraph:)

(2) Pursuant to the foregoing regulation, the Fedsral Reserve

Bank of will make a charge of one-tenth of one per cent

for the service of collecting each of such checks, the minimum charge to
.be ten cents for each item, and in order that this charge may be applied
with the least possible confusion and delay and without occasion for
differences, member and non-mamber clearing banks are requirea to send
-such checks to the Federal Resefvé Bank listed in separate cash letters
and to indicate on each suchlletter that such items included therein are
'tsubject to charge.!'' In other respects suéh'caSh letters shouvld be pre-
pared in the same mannef'as cash letters containing checks which are ﬁot
subject to the charge. Ouch service charges will be made agaipst the reserve
accounts of member banks or against the clearing accounts of non-gember
clearing banks, and appropriate advice or advices of sﬁch'charges will be
sent to member and non-member clearing bvanks daily, showing the total
amount of the charge on each cash letter containing such items‘together
with the date and total of the lettsr. Inasmuch as such clarges are for

the service of handling such items, no such charge will be returned or
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(3) Official checkks and drafts of the Federal Reserve Banks,

. checks and warrants drawn upon the Treasurer of the United States, and
checks and drafts drawn by member banks on their respective Federal Re-
serve Bonks are not subject to such charge, even when such items are
endorsed by or emapate from a non-member bank which will not remit at
par in acceptable funds, aud consequently such checks and drafts under
all circumstances may be included in cash letters aloné with items not
subject to the service charge.

(4) Member banks snd non-member clearing banks. may readily
determine whether or not a particular item is»subject to chérge, if
routed t-hrough a Federal ﬁeserve Bark, by consulting the Federal Reserve
Board!s par list. Waen items drawm bn all banks in any given town'or~
city are collectible at par, opposite the haﬁe of such town in the par
list will appear the werds "All Banks®". Waen there are severa; banks

"in any given town, one or more of wnich will not remit st par, opposite
the name of the town in question will appear the words "2ll National.
Banks', if any, and tﬁereunder the name of each state institution, anbef
or non-member, which will remit at par in acceptabls funds. Distridbution
of the Federal Reserve par list Will be made as in the past.

(NOTE - The following paragraph should be used by Federal Fe-
serve banks which will require member and non-member clearing
banks to list such items in separate cush letters. It should
not be used by these Fecderal heserve Banks wiricn will rot re-
quire that such items be listed in separate cash letters)

(%) Member bénks and non-member clesring banks rust very care-
‘fully ass®rt their items before sending them to the Federal Reserve Bank

of exercising care not to include any item, drawn by,
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endorsed by or emanating from any non-member bank which will not remit
at par in acceptable fb.nds, in any letter containing checks which are not
subject ;co'the servi.ce cha:rge of one-tenth of one per cent, since it
would bé difficult and confusing for the Federal Keserve Bank upon ex-
amination of all checks to apply the service charge against any such
checks which are included with checks not subject to the service charge.

The Federal Reserve Bank of will examine all cash

letters received from member and non-member clearing barnks, and if any
items subject tc the service charge are included in regular cash letters
with items not su‘b,ject to the service charge, the Federal Eeserve Bank
reserves the right to defer credit for suca letter one business day
longer, in order that it may have time to mske thorough exasminstion of

all endorsements on all items inciuded in such letter and separate and
properly apply the service ciarge to those items contained in such letter
which are drawn by, endorsed by, or which emsnate from any such non-member

nonvpar bank.
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