BANKERSBANK

Glastonbury, CT 06033
Telephone: (860) 657-2265 Fax: (860) 633-5877

January 16, 2004

Jennifer J. Johnson, Secretary
Federal Reserve Board

20th and C Street, N.W.
Washington, DC 20551

RE: Comments Regarding Docket No. OP-1164
Dear Ms. Johnson:

Thank you for providing the Bankers’ Bank Northeast the opportunity to comment on the
proposed changes to its cash services policy. We are pleased to see that the Federal
Reserve is in the process of addressing the currency and coin issue we have discussed at
great length here at the Bankers” Bank Northeast.

OVERVIEW:

Bankers’ Bank Northeast has been providing currency and coin services to community
banks in Connecticut and Massachusetts since 1996. We have worked closely with the
Federal Reserve Bank of Boston and a large private sector bank (Mellon Trust of New
England, National Association) to provide this service to over 675 endpoints of
community banks and credit unions. Over the course of time, our staff has developed
significant knowledge regarding currency and coin service and our current market share
is approximately 25% of the financial institutions in Massachusetts and Connecticut.

Our society is, in part, driven based on immediate needs of communicating — cell phones,
pagers, wireless internet access via cell phones and laptops — the list goes on with
something new every day. The financial service industry must stay in touch with the
demands of our society. Over the past ten years the banking industry has made
significant changes to the method of operation and delivery of basic banking services.
Order today for delivery tomorrow currency and coin program is one method our clients,
community banks, utilize to help them stay competitive and meet consumer’s demand for
more immediate services. Our industry has had to find alternative methods to earn
revenue since interest rates are at an all time low and profit margins much thinner.



We appreciate the Federal Reserve addressing the currency and coin issue and are
pleased to participate.

COMMENTS:

Custodial Inventory:

The custodial inventory program is a step in the right direction but appears to help only
the larger banks. This program will be effective in reducing but not eliminating cross-
shipping. The current method to order from the Federal Reserve, in the First District,
(bank orders Monday, the Federal Reserve Bank releases the funds to an armored carrier
Wednesday, which is delivered to the bank Thursday) creates some difficulty
“forecasting” cash needs. Granted, there are order patterns but it may be difficult to
predict what a bank may experience in four days. For example, 9/11 —a community bank
in Southern Connecticut was affected when their currency and coin provider, a medium
sized financial institution, was not available to provide an emergency cash order.
Fortunately, the bank contacted Bankers’ Bank Northeast to help facilitate the order
through our various resources. Flexible and assessable delivery of cash, especially next
day method, has become critical to in the banking industry.

Furthermore, custodial inventory program is designed to reduce cross-shipping but not
expedite the delivery of cash to smaller financial institutions. The Bankers’ Bank
Northeast would like the opportunity to participate in the proof-of-concept program,
however, we currently do not directly participate in currency orders from the Federal
Reserve Bank. We would like to see the Federal Reserve allow banks that service only
other banks, such as bankers’ bank, provide delivery of cash that would fall into the next
day delivery method. Currently, Bankers’ Bank Northeast is not required to maintain
reserves at the Federal Reserve. In order for the Bankers’ Bank Northeast to provide a
direct (independent of Mellon Trust of New England) currency and coin service to
community banks the inventory can not be a non-earning asset. The only way to satisfy
that requirement would be to utilize cash from the Federal Reserve Bank.

Recirculation:

Many financial institutions, like the Bankers’ Bank Northeast program, provide a next
day delivery. There are many benefits for this service, but the service is not “free.” Our
service partner, Mellon Trust of New England, makes a diligent effort, to reuse cash
deposits for orders placed the next day. The cash vault function is currently outsourced to
Dunbar Armored, Inc. in Connecticut and Loomis Fargo & Co. (formally AMSA) in
Massachusetts. However, due to staffing issues related to the armored car, reuse of the
currency does not always occur. Furthermore, it may be more economical for a financial
institution to ship directly to the Federal Reserve Bank in order to expedite the
availability of cash — or reduce a non-earning asset. With the low interest rate
environment, profit margins have become extremely thin.

The recirculation fee may deter the small to medium financial institutions from cross-
shipping. Typically a small financial institution is more flexible and can change their



ordering procedures to avoid the recirculation fee. Larger financial institutions are
typically not as flexible and may continue cross-shipping and incur the recirculation fee.
Due to the fact these large banks service community banks, merchants and consumers,
they may simply pass these costs along. Our experience with community banks indicate
that their philosophy is not to pass their “operating” costs to their customers. Therefore,
they would be paying more to provide a basic and fundamental cash service to their
customers. Additionally, the large financial institutions that currently provide currency
and coin service may no longer provide the service due to increased operating issues such
as the recirculation fee or custodial inventory program. Unfortunately, the community
bank would be affected.

De minimis:

There are two holiday periods that create a spike in currency movement, the second week
of November through the second week of January and the week surrounding July 4™
Financial institutions are required to order and deposit more frequently to accommodate
the increased activity by consumers. Will there be a “grace period” for these two periods
— something above and beyond the de minimis exemption? Or does the de minimis
exemption “protect” these financial institutions during a holiday period? 1,000 bundles
may be sufficient for smaller community banks, but again, may depend on a financial
institution’s volume. The imposed limit may also require banks to “hold” excess cash in
their branches to avoid the fee. Holding currency creates security as well as financial
issues. Furthermore, the de minimis exemption may create an accounting nightmare
tracking the financial institutions for the quarter and charging appropriately.

SUMMARY:

The Federal Reserve is looking to reduce costs associated with delivering the nations
currency and coin needs. Banks and credit union are the front-line and the primary
supplier to consumers. Bankers’ Bank Northeast would like the ability to participate in
the delivery channel by acting as the “cash vault” for the Federal Reserve. Given our
background and mission to service community banks we are capable and well suited for
the task.

Again, thank you for providing us the opportunity to participate in the public comment
process.

Sincerely,

Susan W. Salecky
Vice President
Director of Client Services



