FEDERAL RESERVE SYSTEM
Docket No. R-0989
Policy Satement on Payments System Risk
Modification to the Time Credits are Posted to Federal Reserve Accounts for Checks Drawn on
Local Federal Reserve Banks for Purposes of Measuring Daylight Overdrafts

AGENCY: Board of Governors of the Federal Resemystedn.
ACTION: Policy Statement.
SUMMARY: The Board has modified theylight overdraft measurement rules to accommodate an earlier
afternoomresentment deadline for checks drawn on local Federal Reserve Banks.
EFFECTIVE DATE: Immediate
FOR FURTHER INFORMATION CONTACT: Myriam Pane, Senior Financial Services Aystl (202/452-
3219), or StagPangay, Financial Services Angdt (202/452-2934), Division of Reserve Bangetations and
Payment §stems; for the heagrimpaired_ony: Telecommunications Device for the Deaf, Diane Jenkins
(202/452-3544).
SUPPLEMENTARY INFORMATION:
Background

When the Board modified the yraents $stem Risk Reductiopolicies in 1992 (57 FR 47093, October 14,
1992), it adpted a set ofgostirg rules” which comrise a schedule for the intrad@ming of debits and credits to
institutions’ Federal Resenaecounts for differentypes ofpayments. With the iplementation of these rules
alorg with the inposition of fees for ddi ght overdrafts, the Board was interested in indgbiehavioral chages
to control risk and increase efficigna thepayments gstem. Under the ghght overdraft measurement rules
that became effective on October 18993, deositoty institutions that daosit in s@aratel sorted cash letters
Checks Drawn on Local Federal Reserve Banks (i.e., Federal Funds checks), U.S; Treasks; Postal Moge
Orders, and U.S. Sags Bonds Dposited under the EZ-Clear Ryram ty 4:00p.m. ET receive credit for these
items at 5:0Qp.m. ET.
Analysis of Federal Funds Checks Presentment Deadline

The Board believes that establighaconsisterpresentment deadline for Federal Funds checks in all Federal
Reserve districts will hplreduce the routine use of Federal Funds chie@lederal Funds checks are an
ingppropriate means gfroviding regular access to an itigition’s Federal Resenatcount and their routine use is
contray to the Federal Reserve’s stigtef promotirg efficient and effective methods péyment. In almost all
cases where Federal Funds checks are used paythent instrument, the transaction could have been made
through a more secure and efficient method, such as a funds transfer network. To gisttwuuse of Federal
Funds checks and encogeadgositoty institutions’ use of more efficient meanspagment, a 3:0@.m. local
time presentment deadline for Federal Funds checks will peeimented.
Policy Statement on Payments System Risk

The Federal Reserve Board haspted the followiry chamges to the “Federal Reservgsgm Polig
Statement on Banents $stem Risk,” under the headifl. Federal Reserve Polit
Modified Procedures for Measuring Daylight Overdrafts

Post at 5:0@.m. Eastern Time:

+ Treasuy checkspostal mong orders, and EZ-Clear SagsmBond redemtions in sparatel sorted
deposits
These items must bemissited ly 4:00p.m. Eastern Time.

+ Local Federal Reserve Bank checks
These items must lpeesented before 3:Qm. Eastern Time

'Federal Funds checks are drafts drawn by a depository institution against its account at a Federal Reserve Bank. These funds
represent immediately available funds when presented for payment, and thus, when used, the checks are most often gsatkto settle
day securities transactions, interbank transfers, international transactions, real estate transactions, payments txatat@/andrents,
Federal Reserve Bank transactions and for other situations where a bank check is required for legal reasons.



+ Processed manual letters of credit

+/- Same-day ACH transactions
These transactions include ACH return items, check truncation items, and flexible
settlement items

Post after the close of Fedwire funds transfer system:

+/- All other non-Fedwire transactions
These transactions include the following: local Federal Reserve Bank checks presented
after 3:00 p.m. Eastern Time but before 3:00 p.m. local time; noncash collection; credits
for U.S. Treasury and government agency definitive security interest and redemption
payments if the coupons or securities ameived on or after the maturity date; Treasury
Tax and Loan (TT&L) calls; subscriptions for SLGS; currency and coin shipments; small-
dollar credit adjustments; all debit adjustments; and small-dollar check collections.
Discount window loans and repayments are normally posted after the close of Fedwire as
well; however, in unusual circumstances a discount window loan may be posted earlier in
the day with repayment 24 hours later, or a loan may be repaid before it would otherwise
become due.

By order of the Board of Governors of the Federal Reserve System, November 7, 1997.

Jennifer J. Johnson,
Deputy Secretary of the Board.
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