
January 5, 2004 

Ms. JenniferJohnson 
Secretaryof the Board 
Board of Govemorsof the FederalReserveSystem 
20thStreetand ConstitutionAvenue, NW 
Washington,DC 20551 

Re: DocketNo. OP-1164 

DearMs. Johnson 

Navy Federal Credit Union providesthe following commentsin responseto the Federal 
Reserve'sproposedchangesto its cashrecirculationpolicy. Navy Federalis the nation's largest 
naturalpersoncredit union with over $20 billion in assetsand 2.4 million members. 

This proposaladdressesa shift by certain depositoryinstitutions toward greaterreliance on 
ReserveBank cashprocessingservices,which are currentlyprovided at no charge. Navy Federal 
acknowledgesthe FederalReserve'sdesireto reduceanyoveruseof its cashprocessingservices,and 
to provide incentivesfor institutions to recirculatecurrencyamongtheir customers. 

As a credit union, Navy Federaltypically doesnot receivelarge cashdeposits,and only 
occasionallydispensescashin large amounts. Becauseof this transactionalactivity, cross-shipping 
is not a concernfor us. We believe, however,that preservationof the ReserveBanks' processing 
servicesis vital, and offer our commentsasa participant in the currencycirculation system. 

As a deterrentto cross-shipping,the FederalReserveis proposingto chargea fee to 
depositoryinstitutions that deposit fit currencyto, and order currencyfrom, ReserveBanks within 
the sameweek. This fee would initially only applyto $5, $10, and $20 denominations. Navy 
Federalsupportsthis fee in conceptas anadequatedeterrentto cross-shipping. We alsobelieve, 
however,that imposinga flat per-bundlefee on all institutions engagedin suchcross-shippingmay 
not detersomeof the largestinstitutions from possiblyengagingin this practice. Instead,we believe 
analternatetiered approachmay be more effective. Recirculationfeescould be tiered basedon how 
manybundlesof currency an institution cross-ships.For example,the fee could be $0 perbundle for 
0-1000bundles,$5 per bundle for 1001-2000bundles,$8 perbundle for 2001-3000bundles,etc. 
This tiered approachmay encourageeventhe largestinstitutions to keeptheir cross-shippingvolume 
to a minimum. 

The FederalReservealsoproposesto exemptde minimis levels of cross-shippedcurrency 
from the recirculation fee. Depositoryinstitutions would not paythis fee for the first 1000bundlesof 
currencycross-shippedeachquarter. Navy Federalstronglysupportsthe proposedde minimis 
exemption. This type of exemptionwill allow for isolatedcashordermistakesand unexpected 
volatility in customers'cash-relatedtransactions. In addition, the exemptionwill likely exclude most 
small institutions from the fee, which is importantbecausethey arethe institutions that would be 
leastlikely to be ableto afford sucha fee. 
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Although we supportmanyaspectsof the proposedrecirculationfee in concept,we 
encouragethe FederalReserveto limit implementationof sucha fee until the effects of the proposed 
custodial inventory program(discussedbelow) aredetermined. If the proposedcustodial inventory 
programprovides anadequatealternativeto cross-shipping,Navy Federalwould not supportthe 
imposition of a recirculation fee. 

Navy Federalnotesthatthe FederalReservehasexcluded$1 notes from its discussionof the 
proposedrecirculation fee, mainly becausethe costsof sorting fit and unfit notesare higher for this 
denomination. An approachthat could be usedto improvethe efficiency of handling $1 notes,other 
thanapplying the proposedcross-shippingfee, could be to replace$1 noteswith coins. This would 
largelyeliminate the needto considerfitnessasa factor. 

In addition to the recirculation fee, the FederalReserveis alsoproposingto implementa 
custodial inventoryprogram. One reasonthat depositoryinstitutions cross-shipis to avoid incurring 
opportunitycostsof holding currency, which earnsno interest. To mitigate thesecosts,the Federal 
Reserveproposesto allow eligible depositoryinstitutions to transferinto custodial inventories$5, 
$10, and $20 notesthat they might otherwisecross-ship. A custodial inventory would be currency 
owned by a ReserveBank but locatedwithin a depositoryinstitution's securedfacility and separated 
from the institution's othercurrency. Navy Federalsupportsthe implementationof sucha custodial 
inventoryprogram, and supportsthe proposedcaponthe amountof currencythat institutions may 
depositinto suchaninventory. 

We understandthat the proposedrule would requirea custodial inventoryto be separatefrom 
aninstitution's othercurrency, but would not necessarilyrequire an institution to purchaseanother 
safe,or build anothervault, to maintain suchaninventory. Instead,it is our understandingthatthe 
rule would simply require the institution to keepits custodial inventory in a separateareaof its 
existing safeor vault. We encouragethe FederalReserveto clarify this aspectof the rule 
accordingly. 

As a componentof the custodial inventoryprogram,the FederalReserveproposesto also 
establisha "bundles per week" minimum of recirculatedcurrencythat a depositoryinstitution would 
haveto meetto establisha custodial inventory. Navy Federalencouragesthe FederalReserveto 
considereliminating this proposedminimum, and insteadallow eachdepositoryinstitution to 
determinewhetherit would be cost-effectiveto establisha custodial inventory programof its own. 

Navy Federalappreciatesthe opportunityto commentonthe FederalReserve'sproposed 
changesto its cashrecirculationpolicy. 
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