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Federal Reserve Board, 
Washington, D. C. 

Gentleman: 

Brief of American Bankers Association Committee, 
on Collection of Non-Cash Items "by Federal Re-
serve Banks. 

Complying v,ith request made by the Federal Reserve Board at the 
time of the recent hearing before you on the question of the handling of 
Non-Cash Items for collection by Federal Reserve Banks, I hereby submit on 
behalf of the American Bonkers Association Committee a summary of therf^m-
mittee's observations raid analysis on this subject, with its recomaaiduSftions. 

1. ORIGIN AND ACTIVITIES OF COMMITTEE 

(a) Prior to the spring meeting of the Council of the American 
Bankers Association at Rye, New York, in April, 1923, bankers in certain sec-
tions of the United States had indicated their disapproval of the Federal Re-
serve Banks being in the collection business, and the Clearing House Associa-
tion of Minneapolis, Minn., had adopted a resolution (copy of which was for-
warded to the Federal Rsserve Board) urging that the Federal Reserve Banks 
discontinue the service. 

(b) Acting upon this question which arose in the manner af<3re*aid, 
the American Bankers Association Council in session at Rye, New York, appoint-
ed a Comrdttee, designated as a Committee on Non-Cash Items, to make an in-
vestigation of this activity on the part of Federal Reserve Banks and report 
at a later meeting with recommendations. 

(c) At the meeting of the Council in Atlantic City in September, 
1923> the Committee reported that they had not completed their analysis; that 
the Federal Reserve Board had appointed a Committee of Governors on the same 
matter, who had not at that time completed their investigation. Therefore, 
the Committee requested that it be continued as an Investigating Committee, 
which was granted. 

(d) The Committee next reported at the Spring meeting of the Coun-
cil at Augusta, Georgia, in April, 1924, (Copy of which report is hereto at-
tached, marked Exhibit "A11). After some discussion of the Committee's report 
from the floor and the exchange of several questions and answers on the sub-
ject, the report was unanimously approved, and a special committee of three 
appointed to confer with the Federal Reserve Board, with authority to urge 
that the collection of Non-Cash Items by Federal. Reserve Ban,ks be discontinued. 

(e) At the Qetieral Convention Of the American Bankers Association 
held in Chicage, September last, the action of the Council at its Spring meet-
ing in Augusta,. Georgia, in the appointment of the Special Committee with au-
thority to urge that the collection of Non-Cash Items by Federal Reserve Banks 
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be discontinued, was report 3d to the Convention in so&sion, and approved 
without any objection. 

(f) Prior to the hearing before the Board accorded our Committee 
on December 5 , 1924, we endeavored to get a recent cross section of opinion 
from bankers on this question, and accordingly sent out a questionaire (copy 
of which is hereto attached, marked Exhibit "£")• This letter was sent to 
eighty-five bankers in all parts of the United States, who were selected with-
out regard to whether their bank was located in a city in which there was a 
Federal Reserve Bank or Branch. Fifty-four replies were received up to the 
date of the hearing, of which forty-four expressed their opinion that the 
collection of Non-Cash Items by Federal Reserve Banks should be discontinued. 
Ten replies indicated that they were in favor of continuing the present ser-
vice (These letters are attached hereto for your perusal snd consideration). 

c- COMMITTEE'S OBSERVATION .AND FINDINGS 

(a) Our ComrJLttee would like it clearly understood that our activ-
ities have been confined strictly to the handling by Federal Reserve Banks of 
Non-Cash Items, and has no relation to the present service by Federal Reserve 
Banks in the par clearance of checks and drafts ara.wn on member or non-member 
banks. Oar contention is that any sight or time draft ith or without docu-
ments attached drawn against an individual firm or corporation which comes 
in the possession of the Federal Reserve Bank without the Federal Reserve Bank 
having rediscounted the same for a member bank is a Non-Cash Item; therefore, 
a collection in their possession. Likewise any maturing note which the Feder-
al Reserve Bank may be requested to handle for collection without the Federal 
Reserve Bank having first rediscounted the same is also a Non-Cash Item. Far-
ther, that all dunning drafts, etc, in which, of course, neither the member 
bank or the Federal Reserve Bank ift particular can have any invested funds are 
Non-Cash Items. In brief, any item coming into the pessession of P. Federal 
Reserve Bank not dravrn on or payable by a bank or trust company and for which 
Reserve Bank ha.s not given credit in reserve account to its endorser is a 
Non-Cash Item. 

(b) That the present service of handling Non-Cash Items as herein-
before described is materially unbalanced in its benefits f. the member banks 
of the system. 

(c) That the Federal Reserve Banking System cannot afford the over-
head expense incident to the performance of this service. 

(d) That it is inconsistent for any business organization to carry 
on an activity which incurs liability without remuneration, m d the Federal 
Reserve Banks cannot be in the collection business without incurring liabili-
ties. Loss of items or securities or documents attached, failure to protest 
or other accompanying instructions may result in loss to Federal Reserve Banks 
handling same. 

(e) That there is nc saving of time in the handling of collection 
items by Federal Reserve Banks. In fact, there may be a. loss of time in rout-
ing collection items through Federal Reserve Banks instead of member banks 
routing them direct. 
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(f) That member banks could absorb the service now performed 
by Federal Reserve Banks in the collection of Non-Cash Items without m y 
appreciable increase in their cost of operation, in that every collection 
item that is now handled by Federal Reserve Batiks originates in a memoer^ 
bank, and that only in the thirty-five cities in which there is established 
a Federal Reserve Bank or Branch is thj same item presented to the party 
upon whom it is dram without it having to be sent to a bank by the Federal 
Reserve Bank in the city in which it is payable for presentation. Thus, 
all the collections handled by Federal Reserve Bauks, excepting those pay-
able in cities aforesaid, are handled at a duplication of service costs. v 

(g) That member banks maintain a. collection department for the 
handling of outgoing nnd incoming collections, and a large percentage of 
member banks incur costs of advertising of thii fact in an effort to put 
their collection departments on a. maintenance or profitable basis. 

(h) That the presentation of collection items by Federal Re-
serve Banks is generally unpopular with the public, because of the incon-
venience to the payer of items presented by Federal Reserve Banks in that 
in the exercise of action the Federal Reserve Bank's general practice 
is to require that the payer mast pay in cash or by a draft of a. member 
bank drawn against its Federal Reserve balance. Therefore, when a runner 
for a Federal Reserve Bank takes a collection across town some fifteen or 
twenty blocks and presents it for payment, the payer is confronted with 
this condition of payment by the runner, and accordingly has to pay in 
cash, which he seldom has on hand, or go to his bank and arrange for a 
draft in favor of the Federal Reserve Bank in payment of the item. This 
is an inconvenience and annoyance to him and does not create for the Fed-
eral Reserve Bank a friendly feeling on the part of the public, which 
they are at all times hopeful of acquiring. 

(i) We a.re convinced from our analysis of this service that 
Governors of certain Federal Reserve Banks contending for the continuance 
of this service are influenced by their immediate environments because of 
the benefits that accrue to certain institutions in large industrial and 
commercial centers in which certain Federal Reserve Banks are located and 
do not represent the attitude on this subject of their constituency as a 
whole. 

(j) We are firmly of the opinion that it was not intended that 
a Federal Reserve Bank should function in any capacity that would bring 
it into direct competition with any of its member banks, or to deal in any 
way directly with the public, as is necessary in handling of the collec-
tion business. 

(k) That the service of handling collection items by Federal 
Reserve Banks is not needed as a measure of saving expense or time to mem-
ber banks, and the benefits that accrue by virtue of this service are be-
ing capitalized by certain member banks for profit to them for charges 
which they can make to their customers for handling collection items that 
the Federal Reserve Bank handles for them without charge or it accrues di-
rectly to the individual firm or corporation who furnished no part of the 
capital upon which the Federal Reserve Bank is operated, and, therefore, 
entitled to no part of its benefits directly. 
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(l) That it is unfair to impose a discretionary duty upon Ra-
serve Bank management by it having to daily choose which member shall have 
the collection items cn a point viaera there are more thf n one member bank, 
a situation which alone leads tc dissension and dissatisfaction, resulting 
in the basis for a charge of favoritism. 

(m) That many member banks receiving collection items from Fed-
eral Reserve Banks now remit without charge tecause they are under the im-
pression that any item handled for a Federal Reserve Bank csnnot be charged 
upon. Thus through this feeling of service to and cooperation with the Fed-
eral Reserve Banks they are omitting charging for a service for which they 
are justly entitled to remuneration. 

(n) Quoting from letters recently received from bankers, wnich 
are hereto attached, as aforesaid, I desire to call your attention to a 
letter from the First National Bank of Detroit, Michigan, as follows: 

"As a commercial bank interested in giving direct and prompt 
service, we a-re opposed to the Federal reserve Banks handling 
Non-Cash Items for the following reasons: 

1st. Loss of time in routing items directly. 
2nd. Slow and incomplete advices of payment. 
3rd. Additional time and trouble taken to recall or reduce items. 
4th. Difficulty in obtaining adjustment caused by their errois. 
5th. More opportunity for special instructions to be overlooked 

or improperly passed on.» 

The Fort Worth National Bank, Fort Worth, Texas, write in part 

as follows: 

"The institution with which I am connected in one month handled 
more than $400,000 of cotton drafts through the collection 
department of Federal Reserve Banks, and based on an average 
collection charge of one-tenth of one per cent there resulted 
a saving for this bank of more than $400.00. While this is a 
profit for this particular bank, it was made at the expense of 
several banks located in Federal Reserve Cities, and a profit 
to which they were justly entitled, and which should have been 
paid by the drawer of the drafts or the depositor." 

(0) That the future stability and popularity of the Federal Re-
serve System mast be guarded against any tendency to increase its cost ot 

SSSiS 
has to be met by open market activities detrimental to" its future. 

(x,) We believe that it is universally recognized that there is a 

HilSSiiEE 
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the approval of the majority of its members and Certainly-could be donj 
without any serious enibarrassmcnt to any mc-dbsr. 

. BSC OlVt /IEE'TDAT I OF. 

Therefore, in compliance with the foregoing facts and the au-
thority inv-jsted in this Coravltteo by the American Bankers Association, 
we most earnestly urgs that the Federal Reserve Boardfs- regulations be 
so amended as to prohibit the handling of Non-Cash Collection Items by 
Federal Reserve Banks. 

Respectfully submitted, 

(Signed) John W. Barton, 

Chairman, Committee on Non-Cash Items, 
American Bankers Association 

Memb ars of Committee 
attending hearing 
December 1924: 

J. W. Barton, Minneapolis, Minnesota, 
C. L. Brokavv, Kansas City, Kansas, 
William C. White, Peoria, Illinois. 
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Exhibit "A" 

REPORT OF COM.'ITTEE 02T HON-CASH ITEMS TO 
EXECUTIVE COUNCIL, A.5.A. 

AUGUSTA, GEORGIA, 
APRIL 50,1924. 

President Head.: The next order of "business will "be the report of 
the Committee on Hon-Cash Items. Mr. Barton. 

Mr. Barton: Mr. Chaiman and Gentlemen of the Council: Many of 
you no doubt will recall that at the Spring Meeting of the Council in 
Hew York some discussion o<n this subject was had, which resulted in the 
appointment of a special committee to make investigation and report with 
recommendations. 

Your Committee on Collection of Hon-Cash Items by the Federal Reserve 
Banks reports as follows: * 

We are convinced that th|y service of handling collection items by 
Federal Reserve Banks is exceedingly unbalanced in its benefits to member 
banks. We believe the Federal Reserve Act did not intend to put the Fed-
eral Reserve banks in competition with commercial banks or that they should 
do business directly with the public. 

We find based on information received from a Federal Reserve bank that 
only one out of twelve member banks use this service at the present time, 
and that this 8$ of their membership is comprised almost entirely of the 
large city banks, thus taking away from 92$ of their member banks a banking 
function which they feel they have a right to perform. For the Federal Re-
serve banks to continue to collect non-cash items would therefore tend to 
aggravate further many member banks in the country and keep others out of 
the Federal Reserve System, and continue;to add to the already widespread 
feeling that there is a tendency within the System to increase rather than 
diminish their commercial activities. 

We find that it costs Federal reserve banks thirty times as much to 
collect non-cash items as it does to collect cash items, for example: 

During the quarter ending June 30, 1923, the Federal reserve banks 
handled 176,096,223 cash items at a total cost of $1,152,438, or a cost 
per item of .0064. During the same period 1, 253,2|fl̂  non-cash items (ex-
clusive of Government coupons) were handled at a cost of $245,291, or a 
cost per item of .1957. 
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total 
Further that, the/cost of collecting non-cash items is rapidly in-

creasing. In 1923 the cost to Federal Reserve hanks was in excess of 
$1,000,000 and if not discontinued will soon "be many times that amount. 

We feel that the expenditure of more than a million dollars "by Federal 
Reserve banks to collect non-cash items for less than 10fo of the members is 
unjust to the other 90^,besides taking away from a large number of member 
banks the collection privilege to which they feel they are justly entitled. 

He tnajftthe Federal Reserve banks in performing this service are 
thus made dunning agencies for the collection of large and small accounts 
of varied character,and descriptions at heavy cost to them and to the det-
riment of the System as a whole in the minds of the public. For illustra-
tion: In one Federal Reserve bank there was outstanding March 31, 1924, 
items for collection as follows: 

Size Umber Amount 

tinder $1.00 30 $ 16.31 
$1.00 to " 1.S5 48 66.65 
2.00 to 2.99 27 64.98 
3.00 to 3.99 25 99.77 
4.00'to 4.99 24 104.76 
5.00 to '5.99 26 139.24 
6.00 to 2.93 59 445.92 

10.00 to 19.99 158 1,936.01 
20.00 to 29.99 11C 2,710.48 
30.00 to 39.99 78 2,677.04 
40.00 to 49.99 47 2,066.85 
50.00 to 99.99 218 15,280.66 
100.00 to 499.99 421 89,695.31 
500.00 to 999.99 125 89,015.72 
1000.00 to 2499.99 149 230,715.11 
2500.00 to 4999.99 31 101,451.14 
5000.00 and over 14 89,230.33 

1574 $625,357.78 

of which 834 items or over half of the number of items aggregated slightly 
over $25,000. 

Tour Committee caused inquiry to be made of the Clearing House 
Associations in cities that have a Federal Reserve bank or a branch to de-
termine their attitude on the question, and desires to report that out of 
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the 24 reporting, 17 were in favor of "requesting that Federal Reserve tanks 
discontinue the collection of non-cash items, and 7 for continuing the 
service, that of the 17 for discontinuing 11 adopted resolutions which were 
forwarded to the Federal Reserve Board. 

Therefore, in vier of the foregoing facts and after careful consid-
eration of the subject matter and with a sincere regard for the full 
worth of the Federal Reserve System and fully appreciating the great im-
portance of maintaining the Federal Reserve banks as banks of reserve, 
rediscount and issue, for which they were originally intended, we most 
earnestly recommend that the collection of non-cash items by Federal Reserve 
banks be discontinued, and further recommend that a Committee of three bank-
ers be appointed to confer with the Federal Reserve Board with authority 
to urge that the Federal Reserve banks discontinue the collection of non-
cash items. 

J. W. Barton, Chairman 
C. L, Brokaw 
D. M, Finnegan 
Robert F. Liaddox 
James Ringold 
William C. White. 
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Exhibit "3" 

Minneapolis, Minn. November 19,1924. 

In 1923 a committee was appointed with, instructions to make an 
investigation of the practice in vogue by Federal Heeorvs Banks in the 
handling of non-cash items for collection. 

At the last spring meeting of the Council of the .American Bankers 
Association this committee on non-cash items reported with recommendations 
that the Federal Reserve Board "be urged to make a ruling requiring Federal 
Reserve Banks to discontinue handling collection items, such as till of lad-
ing drafts, etc.,with the result that the committee's recommendations were 
approved and a sub*-commi11ee was selected and instructed to confer with the 
Federal Reserve Board in an effort to have the committee recommendations 
carried into effect. 

Ihis matter has boon discussed from time to time with certain mem-
bers of the Federal Reserve Board who have shown a keen interest in the sub-
ject. The sub-committee on non—cash items will have a hearing before the 
Federal Reserve Board on Friday, December 5th, at which time this service 
being conducted at a considerable expense to the Federal Reserve System, 
which unquestionably is unbalanced in its benefits to the members of the 
System, will be discussed. 

On behalf of the committee I am writing for an expression of 
your opinion on this subject. We would like to have you state as to wheth-
er you are for or against the Federal Reserve Banks continuing in the col-
lection business and we will appreciate your reasons for the position you 
take on this question. Similar letters are being sent to certain other 
bankers and it is anticipated that the replies will be helpful to the Com-
mittee in the discussion of this matter before the Federal Reserve Board. 

Yours very truly, 

Chairman, 
Committee on Non-Cash Items. 

Members of Sub-Committee: 
Mr. Robt.F.Maddox, Atlanta, Ga. 
Mr. C. L. Brokaw, Kansas City, Kansas. 
Mr. Tftn. C. White, Peoria, 111. 
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