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Check Clearing and Collection Plan X-3791
Submitted to the Federsl Reserve Board

by Charles DeB. Claiborne, represent-

ing the Committee of Five on Exchange

of the American Bankers Association.

CHECK CLEARING AND COLLECTION
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Section I. Statutory Provisions.

Section 16 of the Federal Reserve Act suthorizes the Federal Reserve
Board to require each Federal Reserve Bank to exercise the functions of a
clesring house for its member banks, and section 13 of the Federal Re-
serve Act, as amended by the act spproved June z1, 1917, authorizes each
Federal Reserve Bank to receive from any non-member bank or trust company,
solely for the purposes of exchange or of collection, deposits of current
funds in lawful money, national-bank notes, Federsl Reserve notes, checks
and drafts payable upon presentation, or maturing notes and bills, pro-
vided such non-menber bank or trust company maintains with its Federal
Reserve Bank a balance sufficient to offset the items in transit held for
its account ‘dy the Federal Reserve B;ank.

Section II. General Requirements.

In pursuance of the authority vesi;ed‘vin it under these provisions of
law, the Federal Reserve Board, desiring to afford both to the public and
to the various banks of the country a direct, expeditious, and economical
system of check collection and settlement of balances, has arranged to
have 2ach Federal Reserve Bank excercise the functions of a clearing house
for such of its member banks as desire to avail themselves of its
privileges 2nd for such non-member State banks and trust companies as may
maintain with theFederal Reserve Bank balances sufficient to qualify them
under the provisions of section 13 to send items to Federal Reserve Banks

for purposes of exchange or of collection. Such non-member State banks and
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truzt comparies will hereinafter be referred to as non-member clearing banks.
anh Federal Leserve Bank shall exercise the functions of a clearing

house under the general terms and conditions Lercinofter set forth.

Section III. Eligibility of Checks to be Handled by Federal
Reserve Bauks. -

(2) Each Federal Reserve Bank will receive from its member banks and
frorﬁ non-member clearing barks in its district on deposit at par for im-
mediate credit and aveilebility checks payable wi thin its district drawn
on all member and non-member clearing banks and on 21l other ovanks within
its district that agree to remit at per in acceptable funds to the Rderal
Reserve Bank.
(v) For 211 such checks so deposited, the depositing bank shall be
given immediate credit and availapility by the Federal Reserve Bank.
(c) No Federal Heserve Bark shall receive on deposit .for immediate
- credit and availability any check drawn on any bank not within its district,
nor/(ajgy bank within or without its district that refuses to remit at par
in acceptable funds: Provided, however, that all Federal Reserve Banks
will receive from their members and clearing menbers within their re-
spective districts as forwarding agents onl: and for deferred credit only
checks on member banks of other Federal Reserve Banks, and checks on non-
member bonks within or without their distficts to be forwarded direct to
the banks on which drawn if within their district, or through the Federal
Reserve Bank of the ¢istrict in which the drawee bank 1»: located, for ce-
mittance by said Ydrawee bank, aﬁd any such'drawee bank mzy deduct from
" the face value of the checks so forwarded to it for remittance an exchange
charge ageinst the bank for which said checks sre being handled of not

exceeding ten cents (10£) per One Hundvred Dollars ($100.00) of the face
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amount of such check or checks, and in no case less than ten cents for any
:one remittence, and the net proceeds of such check or checks shall be
covered by exchange drafts available at par, drawn to the order of the
Federal Eeserve Bank from which such checks were received by the drawee bank.
When the net proceeds of any such check or checks are available to any
Federal Heserve Bank, sither direct or through the gold settlement fund, dr
under its established aversge time schedule, the same shall be credited by
it to the reseive or deposit account of the bank from which such checks
were originally received.

(a) Every Federal Reserve Bank will receive from other Federal Reserve
Banks checks drawn upon all banks of its district as forwarding agent
only, and as such agent receive the proceeds of all such checks direct
from the drawee vank, less such charges against the bank for which said
checks are being handled for paywent and remittonce as may de made by*
the drawee bank, but in no case to exceed ten cents (10¢) per One Hundred
I.’ollaré ($100.00) of the foce amount of such check or chacks, and a minimum
charge of ten cents (10¢).

(e) No such charge for payment and remittance shall be made by any
member or clearing member benk against the Federal leserve Bank upon any
check drawn payable to such Federal Reserve Benk without prior endorsement.

(f) No exchange charge shall be made by any bank upon any check which
is the property of the United States.

Section IV. Manner of Collection.

The Federal Reserve Board heraby authorizes, and each memder and non-
member clearing bank will be required to authorize the Federal lLieserve Banks

to handle checks received on deposit, or as forwarding agent, as follows:
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! (1) A Pederal Reserve Bank will act as agent only, and will assume no
liability except for its own negligence and its gusranty of prior endorsemsnts.
(2) A Faderal Resorve Bank is avthorizad to serd checks for payment in
exchange draft direct to the bark on which they are drawn, or to which they
are payable.
(3) Checks reczivaed on deposit for immediate credit and availability,
as provided in paragraph (s) of Section III of these reguwlations, by a
Federal keserve Bank on its member or non-member clearing tanks will be
forwarded direet to such banks; ard such banks will be re@uired to remit
therefor at par in funds accep%able to the Fsderul Heserve Bank, or to
authorize the said Reserve Bank to charge their respective account or
clearing accounts.
(4) Checks received bv a Federsl Reserve Bank as forwarding agent
payable in other districts wiil be forwarded to the Federal Reserve Bank
of the district in which such items are parable, in accordanze with para-
graph (c) of Section III of these regulations.
(5) A Federal Reserve Bank will cnerge back the amcunt of any check
for which payment has not actually been received, rcegardloss of whether
or not the check itself can be returned.

Section V. Penalties for Deficiencies in Leserves.

(a) Statutory provisions:-- Section 19 of the Federal Reserve ict
provides that --

The required balance carried by a2 membar bank with a Federal
Reserve Bank may, under the regulations and subjsct to such
penalties as may be prescrited by the Federal Reserve Board,
be checked against and withdrawn by such member banic for the
purpose of meeting existing lisbilities: Previded, hcwever,
That no bank shall ai any time meke new loars cor shall pay
any dividends unless end until tne total balance required by
law is fully restored.
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) (b) Basic Penalty:-- Inasmuch as it is essential that the law in
respect to the maintenance by wember banks of the required minimum reserve
balance shall be strictly complied with, the Federal Eeserve Board, under
authority vested in it by section 19 of the Féderél Reserve Act, hereby
prescribes a basic penaliy for deficiencies in reserves according to the
following rules:

1. Déficiencies in reserve balances of member bsnks in central re-
"serve and reserve cities will be computed on the basis of average daily
net deposit balances covering a weekly period of sevey days. Deficiencies
in reserve valances of other member banks will be computed on the basis
of average daily net deposit balances covering a semi-monthly period.

2. Penalties for deficiencies in reserves will be assessed monthly
on the basis of average'daily deficiencies during each of the reserve
computation periods ending in the preceding month.

3. A basic rate of 2 per cent per annum above the Federal Heserve
Bank discount rate on 90-day commerciasl paper will be assessed as a penalty
on deficiencies in reserves of member banks.

(c) Progressive Penalty:-- The Federal keserve Board will also pre-
scribe for any Federal Reserve District, upon the applicstica of the

Federal Reserve Bank of that district, an additional progressive pgnalty

for continued deficiencies in reserves, in accordance with the following

rules:

' " 143 s had
1. When a mamber bank in a central reserve or reserve city has

-— "z 11 ko 3 S a
an average deficiency in reserves for sixz consscutive weef.y periods,

i >3- s 1 cent
progressive penalty, increasing at the rate of one-fourth of 1 per

for each week thereafter during which the average reserve balarce is de-

ficient, will be assessed on weeokly deficiencies until the required reserva
]
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has been restored and maintained for four consecutive weskly periods, pro-
vided that the maximuun penal ty charged wilil not exceed 10 per cent.

2. Waen a member bank outside o.f & central reserve or reserve city
has had an average deficiency in reserves for three consecutive semi-
monthly periods, a progressive penalty, increassing at the rate of one-half
of 1 per cent for each half rcbnth thereafter during which the averags
reserve balance 1s daficient, will be assessad on semi-monthly de-
ficiencies until the required reserve has been restored and maintained
for two consecutive semi-monthiy periods, provided that the meximum

penalty charged will not exceed 10 per cent.

Section VI. Other Rules and Kegulations.

Any further requirements tha.t the Boarq mey deem necsssary will be
set forth by the Federal Reserve Banks in their letters of instruction
to their menber and non-member clearing banks. Fach Federal Leserve Bank
will also promulgate rules and regulations governing the details of its
operations a’s a clearing house not inconsistent herewith, such rules and
regtilé.tions to be binding upon all member and non-member banks which are

clearing through the Federal Reserve Bank.
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