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Banks rarely let you draw on a large check the same day you deposit it.
But some banks make you wait much longer than others.

n fyou’ve ever deposited a large check
K in your account, then waited day after
U day for the monty to bee -~ic availa-
ble for you to draw on, you know how
frustrating the check-clearing process
can be for banking customers.

It’s not as if bounced checks were a
major threat to the banking system. Al-
most 40 billion checks are written in the
U.S. each year. All of them must
“clear”—the checks, and the funds they
represent, must shuttle between the
banks where they are deposited and the
banks on which they are drawn. In most
cases, the checks clear without problems.
About 1 percent of those checks are
returned, usually for insufficient funds.

I this hold necessary?

W ith the risk of bouncea checks rela-
tively small, why don’t banks credit your
account with the value of deposited
checks right away? Banks justify their
often-lengthy hold policies by asserting
that the returned checks could result in a
large monetary loss to the bank if they
are not collected. Yet, in New York, the
one state that currently limi's how long
banks can make customers wait for their
funds, banks don’t seem to have been
hurt. According to New York Banking
Superintendent Vincent Tese, 90 percent
of the state’s banks experienced no losses
from bounced checks at all in the three
months ending in June 1984. For banks
that did have losses, the average loss
from all bounced checks combined was
$2400. It’s also worth noting that banks
can and do insure themselves against loss
from bad checks.

When banks do put a hold on a check,
it is usually a check for $100 or more,
drawn on a bank outside the locale where
the check is deposited. Smaller checks
(which constitute about 80 percent of
checks written) are routinely available
for withdrawal immediately or within a
day or two of deposit.

Banks allow you access to your funds
in a designated number of business days.
With most banks, that number is fixed,
regardless of how soon the bank itself
gets the use of the funds—which is typi-
cally within a day or two of deposit.
When banks count up the number of
business days for check-clearing pur-
poses, they exclude the day the deposit is
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made. So, if you deposit a check on Mon-
day and the check has a one-day hold on
it, the money would be available for your
use at the start of the banking day on
Wednesday. Saturdays and Sundays don’t
count, even if the bank is open for busi-
ness. So, an eight-day hold on a Monday
deposit ordinarily means funds don’t be-
come available until the opening of busi-
ness on Friday of the following week.

If you put a deposit into an automated
teller machine during a bank's banking
hours, the business days usually mn just
as if you’d given your deposit to a teller
within the bank. But ifyou make a depos-
it after banking hours, the bank will usu-
ally treat your deposit as if it had been
made on the following banking day.

The turtle express

A major reason for the delays consum-
ers experience is an antiquated system of
clearing checks. When you deposit a
check, your bank can speed the check by
various means (including private courier
services) to the originating bank in a few
days at most. '

If the account does not have the
required amount available, the check is
marked "insufficient funds” and must be
returned to your bank. At this point, the
bottleneck develops. The return trip is
much slower than the first trip—checks
sometimes travel by regular mail, for
example. Bankers say that speeding up
the return trip would in many cases cost
the banks a good deal of money, because
expensive new equipment would have to
be installed.

Perhaps so. But maybe the banks just
don’t have a strong reason to change the
present system. Congressman Fernand St.
Germain (D., R.lJ, chairman of the
House Banking, Finance and Urban Af-
fairs Committee, summed it up this way:
“While the depository institutions hold
the deposit uncreditcd, the customer
writes checks—many of which arc
marked ‘insufficient funds’ and socked
with a $10, $15, $20 fee. All the while the
financial institution refuses to post the
deposit, which is often hundreds of dol-
lars in excess of the insufficient funds
items. The institution has use of the
‘float’—a profitable item—and at the
same time collects a little extra in the
form of rctumcd-chcck fees from the cus-

Background Materials

tomer.” In short, said St. Germain, it’s
“an all-win solution for the institutions, a
sure loser for the customer."

Pulling the stopwatch

Last spring, New York became the first
state to pull a stopwatch on the banks.
(See consumer reports, \]Uly 1984) Un-
der its regulations, these time limits
apply to commercial banks, for checks
up to $2500:

« If the check is drawn on a bank in the
local metropolitan area, the funds must
be available within two business days.

¢ If the check is drawn on any bank in
New York State, the maximum holding
period is three business days.

* For out-of-state checks, the maxi-
mum is six business days.

Savings-and-loan institutions and cred-
it unions are allowed slightly longer than
commercial banks to make deposited
funds available.

California banking officials have ap-
proved similar regulations, which may go
into effect as soon as this fall.

Both the New York and California
rules establish a one-day holding period
on checks written by the Federal Govern-
ment or the home-state government.

In both states, the usual time limits
don’t apply in certain special situations.
The most common of those is a hold on
checks deposited into a newly opened
checking account.

Both the New York and California reg-
ulations require that banks disclose to
consumers (on request) information
about holding periods.

Where's Uncle Sam?

In March, the major Federal banking
agencies—the Federal Reserve Board, the
Federal Deposit Insurance Corporation,
the Federal Home Loan Board, and the
Comptroller of the Currency—asked
banks to limit check-clearing delays, and
to disclose voluntarily the amount of
time it takes them to credit a depositor’s
account. Knowing that information, con-
sumers are likely to prefer banks with
shorter waits. Competition should bring
down the average waiting time.

There is also Federal legislation pend-
ing. Two bills before the Congress arc
similar to the New York and California
rules. The House bill, II.R. 5301, is spon-
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sored by Representative St Cermain,
with 131 co-sponsors. The Senate bill,
which was folded into the pending Omni-
bus Banking Bill, was authored by Sena-
tor Christopher Dodd (D., Conn.). It
passed the Senate in September and
awaited action by the House, as this issue
went to press.

Recommendations

CU favors a Federal law establishing
maximijn check-holding periods, and re-
quiring disclosure of banks' check-hold-
ing policies. Pending federal action, we

This table shows the maximum number of days It would
customarily take each of 30 major banks to make funds dep-

hope more states will follow the lead of
New York and California. With or with-
out a law, there are things you can do.

Be aware that banks in the same city
may have widely varying policies on
when the funds you’ve deposited become
yours to use. The table below shows the
recent funds-availability policies of the
five largest commercial banks in each of
Six major cities.

If you deposit a lot of out-of-town
checks, you may want to shop around for
the bank in your area that has the short-
est holding periods. You can often get a

ately. * >eans fu

Jso on. Thus, “

copy of the bank’ policy from a bank
officer or teller. We suggest getting the
information In writing. CU callers have
gotten conflicting information on succes-
sive calls to the same bank.

Banks do sometimes make exceptions
from their general rules. If you need
access to funds quickly, talk with the
bank manager about getting faster credit
on a deposited check. Also, some banks
will routinely give you immediate access
to funds you deposit if you pledge anoth-
er account (such as a savings account) at
that bank as collateral. ]

nds are available the day after the
2" corresponds to a one-day

available on a deposited check. The banks surveyed
were the five largest commercial banks In each of six

holo on d check (see story). In all cases, a "day”maans a
business day.Dataare from late August 1984, and are
based on statements by officials of the listed banks.

major cities. “0" means the funds are available ImmedI-
Hasimumupogr AL o
vl DSy Bl
Boston
Boston Safe Deposit 0 3 3
Bank of New England | 3 3
Shawmut Bank 2 4 7
State St. Bank & Trust 1 0 0

First of Boston

Chicago

Refused tOdivnge m“;y hd

First National 0 2 3
Harris Bank 0 3 3
American National 0 3 3
Continental lllinois 0 63 80
Northern Trust 1 6 9
Dallas
Interfirst Bank 0 2 3
Mercantile Bank 0 2 3
BancTexas 1 3 3
First City 1 1 4
Republic National 7 80 110

13 200 miles away.
o 1500 miles away.

CONSUMER REPORTS

PA >ﬁ|mum nu rofda *
0 1Ar Cheek™ drawn on:

B
Los Angeles
Mitsui Bank 0 5 7
Union Bank 2 6 8
Lloyds Bank 1 5 11
First Interstate 5 11 11
Security Pacific 5 7 13
New York
Chase Manhattan 2 4 7
Manufacturers Hanover 9 4 7
irving Trust 2 4 7
Citibank 2 5 9
Chemical Bank 1 3 11
San Francisco
Bank of California 1 3 3
Bank of America 0 2 4
California First 2 5 10
Wells Fargo 3 7 11
Crocker National 0 11 13
0 Customergiven credit when bank gels funds.
o Six days Instate of lllinois; eight days outside state.
o Eight days In Dallas/Ft. Wortf aroa’ 11 days elsewhere.
649



CU's director
eIe dﬁ ead of
rlowide

consumergroup

onsumcrs Union does

not stand alone. We

have 127 allied
organizations in countries
around the world.

A nexus for these far-flung
consumer groups is.the
International Organization of
Consumers Unions (I0OCU),
founded in 1960 to protect
consumers’ interests
worldwide through research,
information, and education.

Consumers’ needs vary
around the globe. Shopping
for specials at the
supermarket is important for
many people in the
industrialized West. But for
many in the Third World,
finding adequate food at any
price is the issue.

Responding to the

disparate needs of consumers
around the world is a
challenge for IOCU and its
leaders. In December, CU’s

Executive Director, Rhoda H.

Karpatkin, was elected
president of IOCU (she had
previously been vice
president), and look on an
increased measure of that
challenge.

New priorities for the next
three years, Karpatkin said,
include: combatiug the
promotion of smoking
worldwide; strengthening
consumer-education
programs for young people;
accelerating consumer-
organizing efforts in Africa;
and encouraging the
development of consumer
organizations in Latin
America. IOCU will continue
to work actively with three
global citizens’ networks—
the Pesticide Action
Network, Health Action
International, and the
International Baby Food
Action Network—as well as
with Consumer Interpol.

New help for Medicare patients

f: s many older people know only too well, Medicare
/'j  doesn’t take care of medical expenses in full.
[ For example, a surgeon might charge a woman
$1800 to perform cataract surgery. Medicare wili pay 80
percent of the "approved fee,” but the approved fee may be
only $1300. So Medicare would pay only $965 (80 percent of
$1300, minus a $75 deductible). The woman must pay the
remaining $835 herself, unless she has other health insurance.
Only about 20 percent of the nation’s doctors have agreed
to "accept assignment”—that is, to take the Medicare-
approved fee as payment ir full for
their services. Yet these doctors
perform more than half of all
medical procedures done on
patients eligible for Medicare.
Clearly, older people on tight
budgets are seeking them out.
To help America’s 26 million
senior citizens locate these
doctors, the Health Care Finance Administration, the agency
that administers Medicare, recently published the "Medicare
Participating Physician/Supplier Directory,” a regional listing
of doctors who accept assignment. Reference copies are
available at senior-citizen centers and Social Security offices.
All doctors listed in the directory have agreed to accept
assignment. But doctors who aren’t listed still have the option
of accepting assignment on a case-by-case basis. So even if
your doctor isn’t listed in the directory, it may pay to ask if he
or she will accept assignment in your case.

Op

The *hold' on checks. Several hanks have
protested our November report ("When
Is It Your Money?") on the delays
consumers face in getting access to
funds they have deposited.

RepublicBank Dallas, formerly
Republic National, says that the
numbers originally furnished to us for
our table were incorrect. It says funds
are normally available immediately on
checks drawn on its own affih.” ‘es, within
three days for other local banks, and
within seven days for out-of-area banks.

Wells Fargo Bank in San Francisco
says that its maximum hold periods, at
the time CU did its survey, were one
day shorter than those we gave.

Republic and Wells Fargo are also
among several banks that say they
almost never make consumers wait for
their money, making funds available on
the next business day in more than 99.6
percent of cases.

Neither the Federal Reserve Board
nor the American Bankers Association
could provide us with nationwide-
average figures on the percentage of
checks subject to holds. But Senate
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testimony indicates that from 13 to 25
percent of consumers have had a
prob’em with the hold on checks.

On October 1, California joined New
York in imposing limits on the time
banks can take to make customers’
checking-account funds available. The
rules require banks to disclose their
funds-availa®ility schedules by notifying
customers in writing.

Charge cards. In our January report on
charge cards, CU listed five banks that
said they issued low-rate credit cards to
residents of any state. The information
was obtained in a telephone survey of
133 bank credit-card centers in which a
CU reporter called anonymously as a
potential applicant. Before going to
press, CU updated and double-checked
the information for the top-rated banks,
again anonymously.

Some of our banks’ sources were
apparently in error, however.

Several readers have told us that
three of the five banks listed—Rainier
National, Comerica Midwest, and
Central National Bank—would not issue

cards outside their main service areas.
So we checked back again, this time in
"on the record” interviews. Here is
what we found:

Rainier National, which boasts a 15.5
percent rate will issue a card to
residents of any state—provided there is
already some sort of relationship
between bank and applicant, such as a
certificate of deposit. Otherwise, only
residents of 10 western states— Alaska,
California, Hawaii, Idaho, Montana,
Nevada, Oregon, Utah, Washington, and
Wyoming—can get a Visa card from
Rainier. Some of our readers who
applied for a card from Rainier National
had their applications forwarded to The
Chase Manhattan Bank in New York,
which charges 19.8 percent interest on
Visa cards. Thanks, but no thanks.

Comerica Midwest (16.9 percent) will
issue cards only to residents of Illinois,
Indiana, Michigan, Minnesota, Ohio, and
Wisconsin. Central National Bank will
issue cards only in Ohio.

The central point of our report—that
you can save money by shopping for
your charge card—remains valid.
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MEMORANDUM State of Alaska

DEPARTMENT OF COMMERCE

EX*I0FT

TO: T OFFICE OF ATTORNEY GENERAL
G. Kent Edwards
Deputy Attorney General

A DATE 5 April 26, 1968
FROM:  w . Fritz SUBJECT, HOUSE BILL 365
Director of Insurance "Negotiable Bank Check Payable On Demand*®

We are recruesting your opinion on House Bill 365 that passed
both the House and the £- nate and has been signed by the
Governor. A copy of the Bill is attached hereto for your in-

formation.

We are specifically recruesting your interpretation of the
term "negotiable _hank check payable on demand.'™ The use of
the word ™"bank'™ in the Bill needs clarification. The original
Bill as submitted called for payment by Cashier*s Check or
Certiftied Check.

It 1s specifically requested that a determination be made as

to whether the words '"negotiable bank check payable on demand™
means a check issued by a bank in the form of either a Cashierls
Check or some other instrument made by the bank.

Please rush your opinion as I must notify all of the iInsurance
companies 1mmediately.

Enclosures - 2
WWF:hc



MEMORANDUM

TO:

FROM: SUBJECT:

gIMtISFIT

1B
8/67 o

z | ~ S

State of Alaska( 36a

Department of Commerce

Attn: Mr. W. W. Fritz

Division of Insurance PATE June 24, 1968

House Bill No. 365
"Negotiable Bank Check

G. Kent Edwards
Payable on Demand
Attorney General Our File No. COM-129

By: Vernon L. Snow
Assistant Attorney General

Reference i1s made to your memorandum dated April 26,
1968, requesting our opinion as to the meaning of the term
"negotiable bank check payable on demand" used in House Bill

No. 365.

You state that the original bill read 'Cashier’s check
or certified check”. The Legislature amended the wording of
the bill to read "negotiable bank check payable on demand".

Enclosed herewith i1s a xerox copy of Black’s Law
Dictionary covering the definition of "bank check™ and 'checks'.
You will note that the dictionary states under "bank check™ 'See

"check™'. The definition of "check™ iIn that dictionary does not
lend much help in determining the meaning of the term "negotiable
bank check™. However, i1t is noted that the following statement

,IS a 1de regarding 'check™ and "draft':

"The term “check®", within the ordinary meaning
of that term includes “draft®, the only distinction
being that 1n a draft the drawer is a bank, while
in the ordinary check the drawer i1s an individual.
Leach v. Mechanics®™ Sav. Bank, 202 lowa 899s 211 NW
506, 508, 50 A.L.R. 388."

Bank check is defined in 11 An. Jur. 2d., Bills and
Notes, 817, p. 47, as fTollows:

"The term “bank check® means nothing more than
"check®. It merely designates a check which is drawn
on a bank and thus 1is generally tautological, although
It may be used to distinguish checks for money from
such .things as baggage checks, or from some travelers”
checks which are not always drawn on a bank.'
(Emphasis added)

In 10 C.J.S., Bills and Notes, 85, p. 409> the following
-reference i1s made to a "bank check':



Mr. W. W. Fritz June Zi, 1968

"The phrase ’bankers check®™ has no place iIn legal
or financial terminology, it has been suggested; but
the popular significance of the term is a check drawn
by a banker, as distinguished from a bank check which
may be drawn on the bank by anybody. 7 ! T4 (Emphasis
added.)

The above language was approved iIn the case of Banker of
M W of A v. Harrison, 62 S.W. 2d 486, (Mo. App- 1933)* Though
C.J.S. does not specifically def.U.3 "bank check"™ theilr treatment
of 1t definitely implies a defip uion akin to that given by Amn.
Jur. 2d, iIn that a "bank check™ means nothing more than an
ordinary check.

,5 Words and Phrases, p. 175» cites two cases under the
word bank check, neither of which are very helpful. K >definition
IS givenin the case of German Nat. Bankv. Beatrice, 03 Neb. 246,
88 N.W.480 (1901). Only a statement 1iscontained stating that
"bank checks iIn this Country, are regarded as inland bills of ex-
change, for the purpose of presentment and demand and notice of
dishonor'. However the facts of the case iIndicate that an ordinary
check was at 1issue.

In the case of Byrd Printing Co. v. Whitaker Paper Co.,
135 Ga. 865, 70 s.E. 798 '(1911) again a definition of bank check
iIs absent but the case involved an ordinary check and the court
stated as follows:

"A bank check iIs a contract in writing by the
execution and delivery of which the drawer contracts
with the payee that the bank will, on presentation,
pay to him or his order the amount designated, and is
not a mere request upon a third person to pay, ..."

A bank check i1s iIn no sense of the word either a
""cashiers check™ or a '"certified check''. Both of these terms are
defined separately by Am. Jur., and an inspection of their defini-
tions clearly demonstrates that they are entirely different
animals with different legal consequences than the ordinary bank
check. 10 Am. Jur. 2d, Banks, 810, p. 518 defines a cashier"s
check as follows:

"A cashier®s check is a bill of exchange, drawn
by the bank upon itself, and is accepted by the act of
issuance. While the only apparent basic or factual
difference between a cashier"s check and the ordinary
check i1s that the ordinary check is drawn on one other
than the drawer, while In a cashier"s check both the
drawer and the drawee are the same, there are certain



Mr. W. W. Fritz June 234, 1968

differences, some radical, iIn the incidents and con-
sequences of the two types of checks. A cashier®s
check is a primary obligation of the bank, rather than
the depositor, as In the case of an ordinary check, and
a promise to pay which ordinarily cannot be counter-
manded. It is issued by the authorized officer of a
bank, directed to another person, evidencing the fact
that the payee i1s authorized to demand and receive from
the bank, upon presentation, the amount of money
represented by the check. Cashiers®™ checks, from their
peculiar character and general use iIn the commercial
world, are regarded substantially as the money which
they represent, a rule that is not extended to ordinary
checks of the depositor drawn on his bank."

11 An. Jur. 2d, Bills and Notes, 817, p. 47, defines a certified
check as "a check upon which the drawee bank has assumed an obli-
gation by assuring that the drawer has funds and that such funds
have been set apart for the satisfaction of the check™. 10 Am.
Jur. 2d, Banks 8588, p. 556, clearly pointed out that a bank
check and certified check are not one and the same, when the
commentator stated as follows:

"In a certain broad sense the certification of a
check is equivalent to a certificate of deposit, In-
asmuch as the deposits of the drawer to the amount of
the check are set aside or appropriated for the holder
thereof. The certification of a bank check is not,
however, in all respects like the making of a certifi-
cate of deposit; it 1s a think sul generis, and its
effect depends upon the person who, iIn his own behalf,
or for his own benefit, induces the bank to certify

the check.™

In conclusion, the definition and use of the term bank
check is i1dentical with the term check, and does not imply that
a check Is to be treated as either a cashier®s, or certified
check. This is also In keeping with the 1intent of the legis-
lature, to halt the use of the iInsurance sight draft (since an
ordinary check is iIn no sense of the word a sight draft - said
draft requiring an additional acceptance by the drawer - See
page 246 of House Journal for February 17, 1968), without re-
quiring the rather restrictive casher®s or certified check.

We trust the foregoing answers your question, If not,
please advise.

GKE:-VLS:zagm

Enclosures as i1ndicated



« such an

to make Joans, and to Issue its promissory notes/ ~—Battle elieolc. See Cheeky/

(designed to circulate as money, and commonly
called "bank-notes” or "bank-bills,”) or to perform
any one or more of these functions. State v.
Wagner, 202 lowit, 730, 210 NAV. 901, 902; People
v. Bartow, G Cow.N.Y. 290; Dearborn v. North-
western Savings Bank, <2 Ohio St. G17; In re
Prudence Co., D.C.N.Y., 10 F.Supp. 33, 3G

An Institution, usually Incorporated with power to Issue
Us promissory notes Intended to circulate ns money (ltnown
ns hanlc notes): or lo receive the money ot others on gen-
crnl deposit, to form n Joint fund that shall lie used by the
Institution, for Its own benefit, for one or more of the pur-
poses of making temporary loans nnd discounts; ot dent-
ine In notes, foreign nnd domestic bills of exchange. coin,
bullion, credits, nnd the remission of money: or with both
these powers, nnd with the privileges. In addition to these
basic powers, of receiving spcclnl deposits nnd mnklinn col-
lections for tho holders of negotiable paper. If the Institu-
tion sees fit lo engage In 6uch business.
ex rcl. Boynton v. Hayes, C.C.A.Knn., 62 F.2d 507, COO.

« The term “bank” Is usually restricted In Its application
to nn Incorporated body; while a private Individual mak-
ing It his business to conduct banking operations Is gcn-
crnlly denominated a “banker.” Hobbs v. Bank. C.C.A.
N.Y. 101 F. 75. 41 C.C.A. 205; Wells, Fargo & Co. V.
Northern Pac. R. Co., C.C.Or., 23 F. <IG9.

The house or place where the business of bank-
ing is carried on.

m Banks In the commercial sense nre of three kinds,
(1) of deposit: (2) of discount: (31 of circulation.
ly speaking, the term “bank” Implies a place for the de-
posit of money, as that Is the most obvious purpose of
Institution. Originally the business of banking
consisted only In receiving deposits, such as bullion, plate,
and the |like, for safe-keeping until the depositor should
see flt to draw It out for use, but the business,
progress of events, was extended, nnd bankers assumed to
discount bills and notes, and to loan money upon mort-
gage, pawn, or other security, nnd, at a still later period,
lo Issue notes of their own. Intended ns n circulating cur-
rency and a medium of exchange, Instead ot gold ond sil-

viz.:

ver. Modern bankers frequently exercise any two or even
all three of those functions, but It Is still true that nn In-
stitution prohibited from exercising any more than one

of those functions Is a bank,

sense. Ouwulton v. Cerman Sav. & L. Soc.. 17 Wall. 118. 21
.L.Ed. 613; M Illlknn v. Security Trust Co.. 118 N.E. 568,
. .569. 187 Ind. 307; Uev.SLU.S. } 3-107 (12 USCA 5 5SO0I).

—Bank-account, A sum of money placed with a
bank or banker, on deposit, by a customer, and
subject to be drawn out on the latter’s check. The
statement or computation of the several sums

edeposited and those drawn out by the customer on.

checks, entered on the books of the bank and the-

depositor’s passbook. Gale v. Drake, 51 N.li. 81.
—Bank bill. Same as bank note. Eastman v.
Com., 4 Gray (Mass.) 41G. See Bank note, infra.

— Bank book.- A book kept by a customer of a'
bank, showing the state of his account with it-
See Pass-book.

—Bank cashier. A chief executive ofllcer and
general agent through whom financial operations
"of bank are conducted. Hamilton Nat. Bank of
Chattanooga, Tenn., v. Lcrman, 229 Ala. 3G3, 157

So. 75. . j

‘—Bank cltargcfl. Tills term In an action on a hill
of excltango is equlvulont to cxponiiod of noting.
.and may be especially endorsed as a Iqu|dated
tdemand; [1893] 1 Q.B. 318..e

State of Kansas .

Strict-

In the m

In the strictest commercial'

—Bank credit—A"3redit with a bank by which,
on proper security given to the banlc, a person re-
ceivcs liberty to draw to a certain extent agreed
upon. In Scotland also called a cash account.
Cent. Diet.

—Bank depositor. One who delivers to or leaves
with a banlc a sum cf money subject to his order.
Wharton v. Poughkeepsie Sav. Bank, 31 N.Y.S.24
311, 313, 2G2 App.Div. 59S.

—Bank draft. A check, draft, or other ora.r for
payment of money, drawn by an authorized ofllcer
of a bank upon either his own bank or some other
bank in which funds of his banlc are deposited.
Polotsky v. Artisans Sav. Bank, Del., ISO A. 791,
792, 7 W.W Jiarr. 142. .

—Bank note. A promissory note issued by a bank
or banker authorized to do so, payable to bearer
on demand, and intended to circulate as money.
Townsend v. People, 4 111 323; Low v. People, 2
Park.Cr.R. (N.Y.) 37. Sec, also, Banker’s note.
In tho early history of bnnlcs. their notes wore generally

denominated bills tcredlt Briscoe v. Bank o( the Com-
monwealth ot Kentucky, 11 Pet. 257, 9 L.Ed. 709. .. .

—Bank stock. Shares in the capital of a bank;
shares in the property of a bank. In England the
term is applied chiefly to the stock of the Bank
of England. -

—-Bank teller. See Teller.

—Bank in failing condition. Under some statutes,
an insolvent bank. Hanson v. State, 160 Ark. 329,
254 SAV. 691, 694.

—Bank Of circulation. One which issues bank
notes payable to bearer. Dunn v. State, 13 Ga
App. 314, 79 S.E. 170, 171. See Bank Of issue,
infra.

—Bank of deposit.
banlc which receives money on deposit.
State, 13 Ga.App. 314,79 S.E. 170,171.

— Bank of discount. One which lends money on
collateral or by means of discounts of commercial
paper. Dunn v. State, 13 Ga.App. 314, 79 S.E. 11,
171, . . >

—Bank of issue.- One which, pursuant to author-
ity conferred by its -charter, Issues its own note's
intended to circulate as money. Millilcan v. Se-
curity Trust Co., ,187 .Ind. 307, 118 N.E. 568, 5.

A savings bank or any other
Dunn v,

—Joint-stock banks. In English law. Joint-stock
Jompanics for the purpose of banking. They are
regulated, according to the date of their incorpo-
ration, by charter, or by 7 Geo. IV, c. 46; 7 &8
Viet. cc. 32, 113; 9 & 10 Viet. c. 45, (in Scotland
eand lIreland;) 20 & 21 Viet. c. 49; and 27 & 28
Viet. ¢. 32; or by the "Joint-Stock Companies
Act, 1SGE” (25 & 26 Viet.- ¢. 89.) Wharton -

Savings bupk. An.i tlutonlntonnturoo
ik ety i o 1 Bigag



«’ 1«S SAV. S15, S1G; State v. llc.Yrn, 115
"\"hi'M 54 N.E. 211, 245. Particularly used
to tlic control or supervision of

*V.irlnscnt, bureau, oflicc, or person over

i i, initiative statute, to compnre r.amcs ot signer

n HL-iliisl onirlal registration [list Hnlgren v.

em-'l| Utah. "™ A P«"4 550, 551. s *
rni-j4 n Acommercial device intended for use
nnrary expedient for actual money, and
v;iv tli'sinncd for immediate payment, and
e * -rircitinlion. Kennedy v. Jones, 140 Ga. 302,
rwy 1070, Ann.Cas,1014D, 355; Merchants’

e jijretn V. Banlc, 10 Wall. G47, 19 L.Ed. 1003.

mei tar payment ot money. W right v. Lorlng, 351

i tb« N.K. m3. SCO. An order for payment of money.
‘on niiriicslcr Trust & Safe Deposit Co., 209 N.Y.
.?l.Y 517. 510. 52 L.R.A..N.S., 302, Ann.Cas.l915A,

my, |t V. Kenwlcelt, 111 J.Eq. 385, 1C2 A. COO. Oil;
a v. National Bank 0 Tacoma. 146 W ash. 520, 261

- ev A request lo pay money, Standard Factors Cor-
av. Mnnutacturcrs Trust Co., 182 Misc. 701, 50 N.Y.

it i
em,!t nr order upon a bank or bnnklng-housc, pur-
in be drown ution a deposit of funds, for the pny-
all events ot n certain sum of money to a certain
,m tterrln named, or to lilrn or his order, or to 'nearer,
. W eeildc Instantly on demand. 2 Daniel, Ncg.fnst. 3
‘i-mk v. Wlicaton, 4 R.l. 33; Economy Fuse M fg.
, , standard Electric Mfg. Co., 350 Ill. 501, 104 N.E.

VSt

i*-| nfevchnngc drawn on a bank payable on demand,
f.vtnl A Savings Bank Co. of Bcllarontnine, Olilo, v.
Nat. Hank of Franklin, 63 Ind.App. 417. 120 N.E.
,* :*p |le]l\VnvIinnd Co. v. Bank of Sugdcn, 05 Old. 67,
. 7ft): Thomas v. Berger, 118 Pa.Supcr. 422, 1SO
« M A check differs from an ordinary bill of exchange
.,-M It Is drown on bank or bankers, and Is payable
.. mi-ely nn presentment, without days of grace; It 13
. r riImmediately on presentment, nnd no acceptance as
* from payment Is rcq ‘lrcd; Il. Is supposed to be
e,-n;nn o previous deposit of funds, and Is nn absolute
.rtttlnn of so much money In the hands of the hank-
«1'I"thr holder of the check. M erchants' Nat. Bank v.
: it Hank, 10 wWall. 617. 10 L.Ed. 1008; People v.

:.M. 123 Col. 403, 56 P. 44.

hria "check.” within the ordinary meaning of that

Suites "draft,” the only distinction being Innt In
', i.i.'l the drawer Is a bank, while In the ordinary check
= biter Is on Individual. Leach v. Mechanics' Sav.
ot < lotvo, 600, 211 N.W . 506. 508, 50 A.L.R. 388.

t Isacor.act. Deal v. Atlantic Coast Llre R.
s . Ala. 533, 144 So. 81. 82, 80 A.L.R. 455; Rolf v.
- 411, cal.App., 153 P.2d 661, 662.

Cashier's Check

ee'sutfd by on authorized olhccr of n bank directed to

«»? person, evidencing that the payee Is authorized

i «'m--snl nnd receive upon presentation from the bank the
e oot f money represented by the cheek. State v. Tyler

. jg.lic Bonk, Tex.Cum.App., 277 S.IV. 623, 627, 42 A.

* “17. A form of a rhcck by which the bank lends Its
*"'l to the purchaser of the check, the purpose being to

m :t available for Immediate use In banking circles.
Je» i. Johnson. 127 W ash. 601, 221 P. 321, 322. A bill of

; + -fr drawn by a bank upon llsclf, nnd accepted by tho
;¢ fissuance. Anderson v. Bank of Tupelo, 135 Miss. 351,
1 "> 170: In Its legal effect, It Is the same as a certlfl-
i rt dijxislt, ccrtt.'lcd check or draft. Montann-W yo-
« "l Asa of Credit Men v. Commercial Nat Bank of
yn o uty. 60 Mont. 174, 250 P. 1060, 1051. An ncknowl-

f “t o( a debt drawn by bank upon Itself. In re
-m“ otlon of suite Bank of Binghamton, 152 Misc. 579,

>XY.S. 4L
Crossed Check

fi'vkcrossed with two lines, between which ore cither
o'mcot a bank m» the words "nnd company,” In full
i " '“tfilalcd. In the former case, thebanker on whom

* L K
« ~>:ua rr.uit tint pay Use money lor Uio check to any

other than the hanker named; |In the latter case, he must
not pay It to any oilier than a banker. 2 Stcph.Comm.
113. nolo ¢. And r.ec 7 Exch. 35S0; [190.7] A.C. 2li); Form -

ers' Bank v. Johnson, King & Co., 134 Ca. 486, 63 S.E. 63,

30 VR.A..N.S., 007. Forged Check

A check on which the maker's name lo forged—not ono
which has forged Indorsements. Klclnnian v. Chase Nat.
Bank of City of New York. 124 Misc. 173, 207 N.Y.S. 191,
133. See, also, International Union Hank v. National Sure-
ty Co.. 245 N.Y. 36S, 157 N.E. 269, 270. A cheek which lo
created ns a result of.n criminal act of forgery. Samples
v. Milton County Bank, 34 Ga.App. 218, 129 S.E 170.

Memorandum Cheek

A check given by a borrower lo n lender, for the amount
of a short loon, with the understanding that It ts not to bo
presented nt the bank, but will lie redeemed by the maker

himself when the loan falls dye. ~TRis understanding 13
evidenced by writing the word on the check. This
Is not unusual among merchants. See U. S. v. Isham, 17

W all. 502,
Pick., Mass., 533;

21 L.Ed. 728; Franklin Bank v.
Story, Pr.Notcs { 499.

Traveler's Check

rrccman, 16

.See that title.

CHECK-BOOK. A book containing blank chocks
on a particular bank or banker.

CHECK-OFF SYSTEM. Deduction by'employer
from pay of employees of sums and payment of
such sums to union. Pacific Mills v. Textile Work-
ers' Union of America, Local No. z54, 197 S.C.
330, 13 S.E.2d 134, 13G, 135 A.L.R. 497: Local Q©
of Industrial Union of Marine and Shipbuilding
Workers of America v. Weiin Davit and Boat
Corporation, 133 N.J.Eq. 551, 33 A.2d 70S, 709;.
Borderland Coal Corporation v. International Or-
ganization of United Mine Workers of America, D.
C.Ind., 275 F. S7I, S73.

CHECK-HOLI,. In English law. A list or book,
containing the names of such as are attendants
on, or in the pay of, tho queen or other great
personages, as their household servants.

CHECKER.

CHECKERBOARD SYSTEM. This term, with
reference to entries on lands, means one entry
built on another, and a third on the second. Se-
quatchie & South Pittsburg Coal & Iron Co. v.
Tennessee Coal, Iron & R. Co., 131 Tenn. 221, 174
S.W. 1122.

The old Scotch form of exchequer.

CIIEFE. In Anglo-Norman law. Were or were-'
gild; the price of the head or person, (capitis
prctium.)

CHEMERAGE. In old French law. The privi-’

lege jr prerogative of the eldest. A provincial
term derived from cliemior, (q. v.J Guyot, Inst.

CIIEMIER.
A term used in Poitou and other places.
Inst.

In old French law. The oldest born.
Guyot,

CIIEMIN. Fr. The road wherein every man

goes; the king’s highway. Called in law Latin
via regia. Termcs dc la Ley; Cowell; Spelman,
Gloss.' B
CHEMIS. In old Scotch law. A chief dwelling

or mansion house.
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HOUSE JOURNAL February 17, 1968

This bill seek3 to prevent the delay, Inconvenience,
financial loss and frustration experienced by insurance
claimants when payment by the insurance company is made in
the form of an instrument not readily exchangeable for cash.
The intent is to prohibit the use of what is commonly called
a "sight draft”, still used by some insurance companies,
which requires an additional "acceptance"™ by the company
before actual payment is made.

/s/ Tom Fink
Tom Fink, Chairman®

The Judiciary Committee has had HOUSE BILL NO. 365 (pay-
ments of Judgments and settlements) under consideration and
a majority of the members of the committee recommends it bo
replaced with COMMITTEE SUBSTITUTE ~OR HOUSE BILL NO. 365
and that COMMITTEE SUBSTITUTE FOP. HOUSE BILL NO. 365 do
pass. The report was signed by Mr. Pir.k, Chairman, and con-
curred in by Messrs. Fink, Fritz, Metcalf, Moran, TIllion,
Hensley and Brady.

HOUSE BILL NO. 365 was referred to the Commerce Committee.

CONSIDERATION OF THE CALENDAR
SECOND REAPING OF HOUSE RESOLUTIONS

HOUSE JOINT RESOLUTION NO. 55 (former Naval Base at Dutch
Harbor) was read the second time with the State Affairs Com-
mittee report (page 213 of the journal).

Mr. Holm moved and asked unanimous consent that HOUSE JOINT
RESOLUTION MO. 55 be considered engrossed, advanced to
third reading and placed on final passage. There being no
objection, it was so ordered.

HOUSE JOINT RESOLUTION NO. 55 was read the third M:ime.

The question being: "Shall HOUSE JOINT RESOLUTION NO. 55*
pass the House?" The roll was called with the following
result:

32 - Anderson, Balone, Banfleld, Belrne,
Boardman, Bradner, Brady, Cessnun,
Fink, Fritz, Getman, Guess, Haugen,
Hensley, Hohman, Holm, Metcalf,
Miller, Moore, Moran, Moses, Orbeck,
Powell, Ray, Sassara, See, Smith,
Strandberg, Tilllon, Wiggins,
Wright, Young.

Yeas:

Nays:

Excused: Borer, Sackett, Simpson, Stevens,

Westdahl .

Absent: 3 - Harris, Kerttula, McGill.

And so, HOUSE JOINT RESOLUTION NO. 55 passed the House and
was referred to the Chief Clerk for engrossment.

SECOND READING OF HOUSE BILLS

HOUSE BILL NO. 468 (reports of injuries sustained by fisher-
men) had been held in second reading until this time.

went*#**1l m

February

amendment

Pa’e

Mr. Ray
be adopt

The quec
voice wvc
quested

And so,

Mr. Ray
468 as
readlnj
it was

HOUSE -«
The qu<
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8 BANK CHECKS

official text and Comments as last revised in 1968. Some states have
not enacted all the revised Codo provisions.18

The Code was originally presented for enactment in a version
drafted in 1952 and was enacted in that version in Pennsylvania.
Several modified versions were presented by the Code sponsors
from time to time, the last having been in 1966. Most states includ-
ing Pennsylvania, have enacted the Code as it appears in the 1962
Official Text. The 1966 text makes few changes from the 1962 text.

By the beginning of 1969, the Code was enacted in 49 of the
50 states, as well as in the District of Columbia and the Virgin
Islands. As of that time, Louisiana is the only state that has not
enacted the Code.

8 1.5. Definition and characteristics of checks. Four basic
types of negotiable instruments are recognized in the Code. They
arc (a) a draft or bill of exchange if the instrument is an order to
pay money, (b) a check if the instrument is a draft drawn on a bank
and payable on demand, (c) a certificate of deposit if the instrument
is an acknowledgment of the receipt of money with an engagement
to repay it, and (d) a note if the instrument is a promise other than
a certificate of deposit.19

While notes and certificates of deposit are important to banks,
they will not be dealt with in this volume except incidentally. On
the other hand, a number of cases referred to in this text involved
notes; the law enunciated in such cases may carry over into the law
of checks. With respect to drafts or bills of exchange, many of tho
legal principles relevant lo such instalments apply equally to
checks, since they are drafts of a special kind.

It should be recognized that a check is a draft or bill of ex-
change under both the Code and the Negotiable Instruments Law.
Under other statutes, a check has also been recognized as a bill of
exchange. Thus a statute of limitations applicable to the time of
commencement of an action on “bills of exchange" has been held
applicable to checks,20 a statute providing that a married woman

18. A so-called 1952 version of tho
Cotlo was enacted in Pennsylvania,
but later revised. Tho Code drafts-
men developed revised versions of
the Code in 1957 and 1958, and
there was some revision also in 1902,
Most states have the Code as revised
through 1902. Tho 1900 revisions,
relatively minor, are set forth in Re-

port No. 3 of tho Permanent Editorial
Board for tho Uniform Commercial
Code.

19. U.C.C. § 3-10.1(2). A bill of
exchange is defined in N.I.L. § 120,
a note in N.I.LL. § 184 and a check
in N.I.L. § 1S5. Such definitions arc
comparable to thoso of U.C.C. § 3-
10-1(2), although in dilL'rcnt lan-
guage.
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may be sued jointly with her husband on a bill of exchange has
been held applicable to a suit on a check,2l and a criminal enact-
ment proscribing the forging of nn acccptanco of a bill of exchange
was applied in a case involving a forged certification of a check.22
And it has been held that an instrument labelled a "draft” given by
an insurance company to a liability claimant against an insured,
payable through a named bank to the orcle* of such liability
claimant and his attorneys, is a check.Z3 However, in some in-
stances under other law.', a check may not necessarily be a bill of
exchange.24

While it is undoubtedly correct to say that a check is a draft
or a bill of exchange, checks differ from the other instruments in
certain important particulars. A check is a demand instrument
drawn on a bank. A draft drawn on a business house is not a
check.25 In many states, a note or accepted draft stated to be pay-
able at a bank is equivalent to an order on the bank to pay the
amount thereof for the account of the principal debtor,20but it docs
not follow that such a note or draft has all the attributes of a
check27 There is also an important distinction between checks md
other drafts with respect to requirements of presentment and notice
of dishonor, as well as with respect to the right of die holder to
have the instrument accepted.

It should be noted that, under the Code, a check must contain
an unconditional order to pay a sum certain in money.28 However,
that requirement has been held not to mean that payment by means

20. Rogers v. Durant (1891) 140
U.S. 298, 11 S.Ct. 754, 35 L.Ed. 481.

21. Wilderman v. Rogers (1888)
88 Md. 127, 6 A. 588.

22. People v Somsky (1920) 46
Cal. App. 377, 189 P. 458, 37 B.LJ.
561.

23. Raucum v. Great American Ins.
Co. (Tex. Civ. App., 1963) 384
SAV.2d 713, SO D.L.J. 847. See also
Grohusky v. Atlas Assurance Co,
(Kan. 1905) 408 P.2d 097, 83 B.L.J.
3G0. Under the Code, such nn in-
strumcent is clearly not a check where
it is drawn on a nonbank drawee but
payable "through” a bank. See U.C.C.

3-104(2)(n) and (b), 3-120.

24. See Townsend v. Stato (1S93)
92 Ca. 732, 19 S.E. 55.

25. Amsinck v. Rogers (1907) 189
N.Y. 252, 82 N.E. 134.

2G. U.C.C. § 3-121, Alternative A

so provides. U.C.C. § 3-121, Altcma-
tive D, provides that a note or accep-
tance payable at a bank is not of
itsr.If nn order or authorisation to the
bank to pay it.

27. An instrument payable at a cer-
tain bank is not a check within tho
scope of N.I.LL. § "86 requiring pre-
sentincnt within "r. reasonable time."”
Binghamton Pharmacy v. First Nat.
Bank (1915) 131 Tenn. 711, 170
SAV. 1038, 2 A.L.R. 1377.

But see Mt. Vcmon Nat. Bank v.

Cnnby State Bank (1929) 129 Or.
30, 270 P. 202, 63 A.L.R. 1133
48 B.L.J. 560, where it is stated that
a draft on the drawer payable at a
named bank is a cheek.

28. U.C.C. § 3-104(21(1,) states
that a check is a dralt dr.av.i on a
bank and payable on demand. An
"order” is a direction to p.;y and



BANK CPIECKo

of a check is absolutely unconditional. As between the original
parties, payment is conditional-0 and a defense of f; ilure of con-
sideration may he asserted by the drawer of the check. The rc-
quiremcnt that the check be unconditional applies only lo the
matter of the form of _ negotiable instrument.30

§ 1.6. Particular kinds of checks. A cashier’s check is simply
a bill of exchange or draft drawn by a bank upon itself and is
accepted by the act of issuance.3l A bank which issues a cashier's
check impliedly authorizes the purchaser thereof to deliver or
withhold delivery to the payee of the check. The payee of a
cashier’s check cannot be a holder ;n due course thereof where
he takes it from an intermediary u.;der circumstances amounting
to notice to the payee of bad faith on die part of die intermediary,
and such payee is deemed acting in bad faith. Prior to valid
delivery, the purchaser of a cashier’s check may cause it to be
cancelled.33

A bank draft is a bill of exchange drawn by an audiorizcd
officer of a bank on either his own bank or a correspondent bank,
issued at die solicitation of a person purchasing it.33 A banker’s
check is one in which die drawer is a banker, or the duly autho-
rized agent of a bank, drawn on funds cidicr in die bank of which
he is an officer or agent or on funds in a correspondent bank in
which his own bank has credit.3L

Odier forms of checks in use to at least some extent include
so-called non-negoliablc counter-checks for use by a depositor
who withdraws funds from his ova account in die bank.33 Also
used on occasion is a so-called ’postcard” check or check on a
postcard wliich may be filled in and mailed.2

§ 1.7. Bank money orders and personal money orders. In
recent years use has been made by banks and odiers of so-called
"bank money orders” and "personal money orders” which have

must be intro thau nn authorization 32. Burke v. Mission Bay t'aclit

or request. U.C.C. §3-102(1)(b). Sales (1903) 211 Cal. App. 2d 723,
29. U.C.C. § 3-802(1)(b). See 29 Cal. Itptr. 0S5, SO B.L.J. 818.

§ 1.18, infra. 33. Kohler v. First Nat. Bank

30. Mansion Carpets, Inc. v. Mnrin-  (1930) 157 Wash. -117, 2S0 P. 47.
off (19G5) 2'J App. Div. 2d 017, 208 34. Holland v. Mutual Fertilizer

N.Y.S.2d 298.

31. State v. Tyler Co. Bank (Tex.,
1925) 277 S.\v.2d 025, -13 B.L.J.
200; Boss v. Peck Iron & Metal Co.
(C.A., Vu., 1959) 201 F.2d 202, 70
B.L.J. 774.

Co. (1011) 8 Ca. App. 711, 70 S.E.
151.

35. Bailey, Modern Uniform Com-
mercial Code Forms, No. 30.7.

3G. Bailey, Modern Uniform Com-
mercial Code Forms, No. 30.9.
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proxy nor any olhcjflnnglc measure can be perfectly i*Teativc of
monetary trends”U therefore a guide to monetanflpolicy. Uut
the bank credit®Rixy is held in high regard by tlufoard's chief
of the Bank*; Section of the Division of*Rescarch and
Statistics: "JUc availability of a sensitive camnt measure of
bank credi*rcnds, which the proxy reprcset*r; lias contributed
significant; to improving the factual foundation for the discus-
sion, fojfsulation, and implementation ofj*netury policy."

BIDjfOGRAPHY

fird of Governors of Federal*foservc System, Annual
fTor/, 1966.
Eckert, J. H., “The Federal I"fervc 'Bank Credit Proxy™,
banking. May 1%7.
Morgan Guaranty Survey, j~ie Bank Credit Proxy", Marchi
1967. '

BANK DEBITS Thn5ivision of Research and Statistlw m
the Board of Governor of the Federal Reserve Syst*taiWw”
nounccd in July 1972”vision of the monthly data proofed ft
bank debits and foi**posits for the 233 Standard MdKpolitn
Statistical Areas OPiSA's) reporting in the bank dejflrs, depoi
its, and deposit*ffnovcr scries. This revision, tjj*nrst majt
change since I1"jPch 1967, incorporated the folky”ig statistic,
improvementi

I. Scnstfi adjustments. Trading-day adi*Tments were >
calculateififind applied to the debits data, vm fseasonal atljus
mcnts ha”r been recalculated and applied”~rne debits data, an
scnsonpRdjustmcnls have been recalculaJKI and applied lo bot
dehi'*Kd deposits ilata for all SM SA j*i the Board's nationf
\e \ET

SMSA coverage. The series M b were revised to rellcJ

Kor changes that had been tnadc”~thc boundaries of SMSA]
ifncc the previous revision.

Data arc shown for all 233 SM”V's and for 232 excluding No]
York City; for leading SMSAW — foi New York City, and fil
six others crmLirtd — and fjp!26 excluding the leading ones. J|
addition to the figures (hfrthcy collect for the centers
appear in tne national s”fcs published in the Federal RcfTrve
Bulletin m n.Il.ly, afteiyiblic release, by the Board of {gover-
nors, some of the db#lct Federal Reserve Banks collect and
publish in their rcgj*m]l releases data for SMSA's arycentcrs
that arc not in the mvlonal scries.

The national liuJres for debits (at annual rates) an#l'or end-of-
month deposit®re aggregates of seasonally adjusted SMSA
totals prepato/uy the Federal Reserve Banks.JMtc annual rate
of turnoverJPcalculated monthly from the aggregate of these
debits ancbJfic average of two deposits figjpM — one for (he
current am one for the preceding monlh-cng

The~fount coverage of the debits seriflP, which measures the
cxtecnMw which depositors are using dJpir checking accounts,
contmics to include debits to dcmwJ deposit accounts of
imwmuals, partnerships, and corpiwtions (IPC deposits), and

states and political subdivisions”excludes, however, debits

*U.S. Government, interbank, r M time deposit accounts.

Summary. — As indicated. #ink debits make possible thei
estimates of turnover of dcmajfn deposits, and hence of velocity
of demand deposits, which”rc the largest single componc|
quantitatively, of the "N#ncy Supply". Multiplied by»
velocity factor, howcvcythe aggregates of demand dcA its
provide what might beArmcd Elfectivc Money Supply,jfirlei.t-
ing both the aggrcga”and the intensity of usage ofjKmnnd
deposits. In the cxe*tse of Monetary Policy througwlITccting
the Money SnpphlJr Velocity is the most dilficuWlactor to
control: an incre#e in the Money Supply mighEfI® olfsct by
decrease in VdJtily, while a decrease in thejjfoney Supply
might similarl*te olfset by increase in Velocity”

BIBUOG1IMPHY

Boarder Governors of the Federal Re”vc System, Debits
and Chming Statistics and Their Use, 195
Gawy.G. and Ui.vn, M. R., The VemFhy of Money, 1969.

PJITNK DEPOSIT
'See DANK ACCOUNT, DEMANIfIFIIEPOSITS, DEPOSITS, TIME

TIEPOSITS.
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BANK DEPO jfrr INSURANCE ACT Thjfliunc given
to the Act of Jij"TI6. 1934, which extended to Juo”~l1O. 1935 the
temporary pla«or insurance of bank deposits t4ginally set up
by the danuk act or 1933. Public Resolutioj*f June 28, 1935
further cxUHcd the temporary plan for ins”fince of commer-
cial banMaeposits to August 31, 1935.jJK:rmanent deposit
insuram”Kvas provided by the ranking of 1935, approved
Augusm .i, 1935. On September 21, 195jFthe “ Federal Deposit
Instance Act" as such (64 Slat. 873;"U.C.S. 1811-1831) was
nvjm a separate independent law, v/m numerous amendments.
rdWcscnting its withdrawal from”Pction 12B of the Federal

Escrve Act as amended, which pjwiously had carried the bank
deposit insurance act and amenijjftrnts.

BANK DIRECTORS
See DIRECTORS.

BANK DISCOUNT

BANK DRAFT A sight or demand draft, drawn by one
bank as drawer upon another hank as drawee. Such an instru-
ment is to be distinguished from acashier'scheck.

Domestically, bank drafts purchasable at small fee by a bank's
customers provide a highly acceptable instrument of domestic
exchange. For example, “New York Funds" would be readily
provided by the bank draft of an interior bank, drawn on its New
York City correspondent bank, purchased by the interior bank's
customer faced with the necessity of payment in New York City,
as compared to local check.

IN foreign exchange, bankers' sight or demand drafts,
drawn on balances maintained with foreign bank correspond-
ents, provide a demand form of payment in the foreign currency
concerned which may be available at "spot” rates if the distance
involved permits quick air-mail arrival of the instruments.

Seedank acceptance,draft.

Seehank occl'pai\a ,PEKSONNEt. DEPAR I MEN I .

BANK EQUIIMPENT As the result of AujOTiation of
bank operationsuse of electronic equipment.~flpipment in
the moderni/eikKink may be classified in twoj*egories, the
conventional ,fIXI the electronic.

Convgntic*KI bank equipment includes si*Tmanual, semi-
automaiicmd automatic items as the foUwing: adding ma-
chine, anffng typewriter, addressing m”iinc. annunciator,
aulomuflnypewriter, bookkeeping and bipng machine, calculat-
ing nj*hine, cash register, check canj«ation machine, check
ciuUflfing machine, check protecting tp r writing machine, check
sigffr, check sorters (vertical, flat, tjm rotating), coin counters.

Tors, trays and wrappers, counflr cutter, dictaphone, dicta-

5It machine, duplicator, dry coyr. endorsing machine, enve-
lope sealing machine, tiles (elevjBfir, power, rotarv. and visible),
folding machine, letter ooeMK, mailing machine, mierofilti
processor, mimeograph, mtdflfTraph, numbering machine, p;q
destroyer, perforating mJmmc, photostat, posting mat
posting tray cabinets, pn*rmachine. receipt machine, |
equipment, stamp nllixiMrmachine, tabulating equipment.”lau-
tograph, time dating sflffnp, time lock, time recording nj
transit machine, typj*fiicrs (manual, electric).

F.lectronic baniy~uipment includes electronic buflkkeepmg
machines; MICI*ajMagnetic Ink Character KccogtJRon) check
equipment, inufflning electronic reader-sorter \vM computer;
electronic dt"pfirocessing equipment, includinjflpunched card
tabulating e«pment. sorting machine, tabula*ig and printing
machine, jj*computer; TV bank protection”its. including TV
camera’sUjfv bank signature verifier; vide<yTipc recorder; tape
listerstjylcciive tape printers; on-line~sk files; electronic
accoijamg computer; data communica(it*equipment.

"equipment", comprehensivi®f, includes all movable
ftUMnurc and fixtures of the bank, I1"ontrast, bank "premises”

Kudos vaults, fixed machineryjM .I equipment, parking lots

Rmed adjoining or not adjoining tje bank premises that are used
Hiy customers or cmplovees, amJpotential building sites. Fquip-i
mcnt expenses inclmtc nonflll and recurring deprcciaiiou



Effective November 24,
vas amenileil to permit number banks to count nil of they
‘currency and coin as par*Bf their required reserves; al
elTcctive the same date, t"Tsupplemcnt was further amenj”
to increase the reserve rt"Trentenl against net demand dav its
of banks not classified”rccntral reserve or reserve cilyyinks
from 11% to 12%. EfAMivc December 1, 1960, the siuwfincnt
was also amended t**ducc the reserve rcquircment®Pccntral
reserve city banksvainst net demand deposits fro* 17V !% to
16Va%. AuthoritdKf the Board of Governors otvle Federal
Reserve Systeiwro classify or to reclassify civs as central
reserve cities jVuinatcd effective July 28, 1963jpcc below).
Counting”~rnlt cash toward required rcsflfes by member
banks alsojVnovcd an inequity in comparisjflKvilh non-member
banks sojKrmittcd. Of the 47 States whjMhavc legal reserve
rcquircrwnts for commercial banks, the Jflronomic Policy Com-
missig#bf the American Bankers Assvation pointed out, 10
hilly require that part of the resale be kept in cash form;
:other States have no spccifioflriult cash requirement but
full reserve credit for vaultvish. Allowance of reserve
tfor vault cash, itis felt, woj*n encourage more rural banks
ijoin the Federal Reserve SysO

P.L. 86-114 (supra), which tvs provided allowance of reserve”

credit for vault cash, nlso auVidcd the Federal Reserve Act 5
as to change the minimumvd maximum legal reserve rcqulL
ments of member bankfvl reserve cities and central rcsmrc
cities; and to providcvor termination of the classifijwnon
"central reserve citicPon July 28, 1962. For details oMnajor
revision in 1972 of IjfRI requirements against demandi®)osits.
See RESERVES.

UIULIOGRAPIi

American ljvkcrs Association, Economic
sion, McmbCjgPiunk Reserve Requirements, 19574

fy Commis-

CASH JfIItADE A transaction in sq frities, grain, real
estate, u#., in which cash in full is paid f* Immediate delivery,
possesion, and title.

5j Torcash.

fSIIIER A term commonb”™JTpplied to a person who

Fceivcs and disburses money fovi business, In banking, an
Nillicer who is responsible for thAvustody of the bank’s assets
and whose signature is rcquiredwn all official documents. Whiles
other higher ojliccrs of a baajWiiay delegate their authority,
act as "dummies,"” a cashiuVievcr does so, even in the larpa
banks. Ilis duties vary aeewning to the size of the bank. Usuffly
he is the chief adm inistrate officer and has direct charge JjrPne
bank's operations, and”prresponds to the general manawfin a
mercantile or indusinwestablishmcnt. Among large bvks the
duties of the cashier™e so numerous that Assistant Cjflhicrs arc
appointed to adm *ttcr separate assigned functioosTmd have
authority to sign vrrumenis in the same manner cashier.

CASHIER™"VCCOUNT

CASHIER’S CHECK Abank’sown check; acheck drawn
upon a bank and signed by its cashier, or assistant cashier, being
a direct obligation of the bank. Cashier’s checks are issued to
borrowers when loans are made in lieu of a deposit ere lit or
actual cash, sold to customers for remittance purposes, and
issued in payment of the bank's own obligations, money
Uansfcrs, etc. When a cashier's check is issued it becomes a
credit, and upon its return through the clearing house or
ilhcrwisc, n debit to the cashier's account. Cancelled cashier's
.shecks are preserved as vouchers in the bank’s files.

nsurancc other than im: or lire and marine insurance and
nehiding such lines mJrutomobile liability, workmcn’sfinmpen-
alion and accident health, the three largest lines fV'olumc,
ad misccllancou”pies such as automobile propmV damage,
.ability other ilmt automobile, automobile coll*pn, fidelity,
urcty, plate gly*"Tsteam boiler, etc.

iVt INSURAJ

'the supplement to Regulation®

C*Hto rr

5

CATS AND mijvprcssion used to denote highly
speculative securities. It isjffticularly applied to non-incony
bearing stocks of unccrtninvrno value; stocks acknowledged*!)
be a gamble because thprundcrlying properties are m itet
developed, and which nwworthlcss ns bank collateral.

CATTLE LOANAOMPANY Acompany org®ucd for
the purpose of lend» its credit to cattlemen for thuJpurchnse,
raising, and markvfig of catdc or other live stock"Kd referred
to in the Fcdcrnjfflscrve Act as livestock loan companies. They
arc somctimcveparate companies, but in mowlnstaneos are
affiliated wiiB Kr owned or controlled by Statc”national banks,
located atjw tcnr the large stockyards, or imflfoducing centers.
In many jwminccs these institutions arc oviccted with banks
special*®; in the livestock business, ani*”e the same building
and oUBCrs. As affiliates, these companivirc excepted from the
rcstrJClons contained in Scctic * 23-Aanf the Federal Reserve
Acjmio loans and investments to alfiJntcs or collateral loans on
obligations, the ordinary rcsl*tions on loans and invcst-
nts being applicable.
The function of a cattle 10~AT company is to relieve the
Acommercial banks from the den of carrying cattle paper.,
which under normal circui, nnccs amounts to millions ojf
dollars. Very often these ¢ panics act ns middlemen bctw”
cattlcmcn-borrowers nnd ultimate investors, i.e., the haAs
in the large centers. Son classes of cattle paper arc also cU
for rediscount and forj frkct purchases by the Federal m
banks.
Sff CATTLE LOAF

CATTLE LOjftiS Lonns made for the ptirpo~PIf financing
the cattle indu”~\, which includes the pnrchas”or breeding,
feeding, grnzUJp, fattening, and marketing of envm. They may be
divided int*phrcc classes: feeder, stoekcr~ful dairy loans.
Feeder lo”"™are made on beef steers ready** the last stage of
feedingjwor to their sale ns finished beM 'These loans range
from months’ maturity. Stocker Ujms are made on cows
forbailing purposes, nnd on young eaUjrs. They usually have a
merits' maturity, subject to 3 or 4 ryfltvvals, nnd require about
5(Wmnrgin. Dairy loans arc made UJmxc. purchase of high grade
vs and pure bred sires for the n"wose of improving the dairy
usiness. Their usual maturity ygp months, subject to 4 or 5

“renewals.

The procedure in ma”5 cattle loans is as follows;
application of the borrows (2) sworn statement of the
condition of the borrow?; (3) inspection of borrower~"Tllle
with reference to locavm, brands, number, approximauyeight
per head, etc.; (4) swrch of records to ascertain wlayer any
liens against the M ow er's real or personal propct*Jcxist; (5)
execution of chwfl mortgage in which the madlf value is
usually at lcasIWU% above the amount of thc”""m; and (6)
execution of tjSTiGtc.

Under Scwr5200, par. (7) of the Revised”talntcs, which
contains luwations on loans by National baufir (also applicable
o State j*m bcr banks) to any one pcrsooflChligations of any
>ersonifiJhe form of negotiable instrumenflRccured by shipping
locunjgms or instruments of title covcMrlivcstock or giving a
:en iflnivestock, which are secured 11jflrby such collateral, are

nUOtd to another 15% of capital an~Jurplus in addition to the
asic 10% of capital and surplus liin/fiTion. P.L. 86-251, enacted
Icptemher 9, 1959, added a nev”entencc to this paragraph,
imilarly permitting National Iwfks (and thus State member
anks) to make loans up to 2i y of capital and surplus (rather”
lhan up to 100% prcviousl®”plicable general limitation) tg
ealcrs in dairy cattle whenjme obligations carry a full rccoiiu
ndorscmcent or unconditijpRI guaranty of the seller and risi”

f the sale of dairy t

See CATTLE LOAN C M aNV.

CEDULE |InEiyic, where the warehouse rccei™”
in duplicate, the ‘Uflfcipt", nlso called the "cedule'*Ptipy
in transfers or luA®nmcnts, as compared with the~~arrant" or
"bulletin® cou” used ns collateral for loaus"""tbe United
Stales, the vo»viousc receipt is not so issued inJHfidicate.

i'eeW ARtiiBUSE RECEIPT.
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certifies that there ljj been deposited in (his bank
sum of Dollars S .,
Payable to the order o f,
on the day of e Al9

with interest thrrconAThc rate of per cent pcAnnum,
upon prcscntntu n surrender of this Ccrtificawal this

Bank.

Authorizu»ignuture

CERTIFICATE OF INCORPORATION The charter
or fratTni.se which the original incoroAitors °f a company
rcceiwlrom the Secretary of State of tJg~tatc of incorporation,
legempowering ittonetasncorpyTion.

CAPITAL STOCK,

certificate of incorporation fAeach type of bank or trust
Imipnny must be applied for fnArthe proper authority. Appli-
rcation for a National bank ch”Rr is made to the Comptroller®
of the Currency. OrganizinfAnue banks and trust company
apply to the proper State aujflority known under different titL
e.g., Superintendent of bAks (New York), CommissionAKf
Banking (Massachiisctts"Kuuitor (lllinois). A typical cerAratc
of incorporation for all*Ries of banking institutions caniJm* (he
following informniioafn) name of bank, (2) location™*) capi-
tal and number ofARrcs, (4) name, address, finaniA” worth,
and number of sh~ K of each stockholder, and (5)Ant the cer-
tificate is nuidc”Pordcr to take advantage of oflner the Na-
tional or Stati*“anking laws. The certificatefE executed in
duplicate; onAfopy for the Comptroller of & Currency (or
State bankinflrcparimcnt), an(l fhc other for t"Kank.

artjTes of association, organizaAun certificate.

CERTIFICATE OF INDEBTEU”MHJSS A short term
aoLvanrporate or issued by a govcrnwrntal body, reprcseniine
lojmg indebtedness (current debi) K corporate certificate <jfll
ilwmtcdncss is merely an unseeuri®promissory note, the hold{]]

Ting a general creditor’s recq y e against the unpledged

Encral assets. U.S. Treasury AFlificatcs of Indebtedness a
Fohligations with maturity of ndfSvcT one year, which have he<
issued in the past with a”Fwithout coupons. Since 192
Certificates of IndebtcdneAwerc being replaced by Trcasj
Bills as the U.S. TicasuqTinstruments of short-term fma
and since 19fi(> none haiAbeen outstanding. When outstaAin
Certificates of InJebti“ess have been acceptable collaAral
secure deposits of GAcrnment moneys. However, IAy ha'
not been acccptah”Ro pay taxes, and income thcAtom h
been subject to affpFedernl income taxes. Ccrtificat*F>f Indct
cdncss have heiAissucd in bearer form, in dcnATinations
S1.0(10. S5.000Am.000. S100,000, S1,000.000. Sjmm .000. at
S500,000.(KKDWie latter two denominations iAnlablc only
certain issuAnn the past. When available, TiAiury Cecrlificni
of IndebtiAess have been suitable for the Arcondary rescrvi
portion investment accounts of commcAFil banks, as well
for inxAlmcm of tax reserves and otffc liquidity needs
corpoAions and other business units.

SIMLS. covernmMENT sEcURITIES.

ERTIFICATE OF INSPECTION This certificate,
Combined certificate of wcightAnd inspection, is a documcl
which an importer may rcquirArnc foreign seller to accompnil
the bill of exchange drawnj»in.s( the shipment in accordamf
with the terms of the applhwTc letter of credit, it is prepare”®’
a trade association orcon A n authorized to make inspcctio
tests, and gi\cs a d 'scriATm of the goods shipped by pacjflTge
boxes, barrels. wcighlAcomcnts, markings, etc., but*pniho
prices. This instrumuAis frequently required in the shipment m
heavy and bulky "Rterials and differs from a ctwncalc
analysis in that tI*fatter usually applies to goods lynigh vail
and small bulk.

.SEEILETTEKS4Y credit.

CERTIFICATE OF OBfIKIN A certificate sometime®
required by an importer t*K urc that merchandise has oria
nnted in a country in whic*Rwas intended to be purchased, Md
is not being relayed tlArigh another country. An imiwter
sometimes desires to piAcct himself against purchasing g<Als of
a belligerent countr>~Riich may masquerade as eom£|P from
another. A ccriificjAof origin contains practically Ac same
information as asr”T's invoice, gross and net wcighj*ated, but
prices omitted.

In peace timi*Ric ch'yf purpose of this ccrlificq”is 10 protect
the most favour nation clause in the customs th&

Se€rettf) A fcredit.

CERTTJ DATE OF PROTEST

Seell IARIAL PROTEST CERTIFICATE.

TFICATE OF STOCK

'STOCK CERTIFICATE.

ERTIFICATE OF WEIGH

SEECERTIFICATE OF INSPECTIfl

CERTIFICATED STCAKCS Those amounts of a con
modity which arc slorcd inAirehouscs approved by a comm4
ily exchange, and whiclj*e certified ns being dclivcrnbypjn
future contracts.

Seefutures.

CERTIFICATION DEPARTMENT Thenartment
of a bank which oAiifics checks. Among small hanAchccks arc
certified at the nJnng teller's window, but larger (A ks maintain
a separate wijAoiv or windows, usually adjacaA o the paying
teller's winth A whenever the volume of certifiAlon business is
sulficicmIMArge to watimt a separationjtm functio.is. The
ccrlificatiAiff checks is a part of the payiAncllcr's functions.
bccausArrtifyinga check isequivalent li]*"ing it.
SecMmTIFIED CHECKS.

CERTIFICATIONS

CERTIFIED CHECK A check which certifies that the
signature of the drawer is genuine and that the depositor has
sufficient funds on deposit for its payment. The amount certified
is then set aside for the express purpose of paying the check and
payment cannot be refused because of insufficient funds. When a

. bunk certifies a check, certification is acceptance, i.e., the check

becomes an obligation of the bank, instead of being an order on
the bank. It is incorrect, however, to say that the bank
"guarantees” payment of the check.

The new Uniform Commercial Code (sec. 3-411 (2)) now
makes specific the point that unless otherwise agreed, a bank has
no obligation to certify a check. When a check is presented at the
window for certification, the drawer's account in the ledger is
first inspected to sec that sufficient funds are on deposit to cover
the amount which is immediately deducted from the drawer's
deposit balance before the check is certified. Certification
consists of stamping or writing across the face of the check the
word, "Certified" or "Accepted"”, together with ihe dale, ihe
bank's title, and signature of the officer authorized to make
certification.

Since a certified check becomes an obligation of the bank,
when a check is certified the drawer’s account is reduced
(charged) and “ Certified Checks" account (in the general ledger)
is increased (credited). When certified checks are relumed
through the clearing house or other channels, the account
"Certified Checks" is reduced (charged). Thus the balance of
this account represents the total certified checks outstanding.

Although a bank is not obliged by law to certify checks for ils
customers, among lhe banks in the larger cities, especially in
New York, certification business forms a very important setvice,
especially for customers who deal in securities. Certified checks
arc also extensively used in those types of business where it is
important to receive the equivalent of cash, without at the same
lime using cash, such as in brokerage and security transactions,
payments of loans, and real estate transfers.

ENCYCLOPEDIA OE BANKING AND FINANCF



CIHRT,vIliD PUBLIC ACCOUNTAN'i

A check may be certified at the instance Q. thcr the holder or
drawer. Where a bolder obtains the certified!lon, the drawer and
all prior indorsers are discharged (sec.&“All (1), Uniform
Commercial Code). On the other hand, ccrtii Nation obtained by
drawer of the check still leaves him liabf Vin the event the
certifying bank should fail, before the cliei fcis presented for
payment. A bank may certify acheck before: elurning it for lack
of proper indorsement, hut if it docs so, theii awer is discharged
(sec. 3-411 (3), Uniform Commercial CodejS

tant to whom a State has given a certAatc to the ctfect that he
hAmcl its requirements as lo ago®Ajcadbji. experience, and
finical qualifications, as shown”m he fact-wint he has passed
prescribed examination. TluAnldcr of: such n certificate is
Apermitted to use the dcsignatiorPLV 'tificd Public Accountant,”
or the letters “C.P.A.", as aj*Kbrcviationtfwithin the State ofj
issue. .
State requirements focAle C.P.A. certification genera
require that a candidatoAl) be a citizen and of high Aral
character, etc.; (2) havcAncquatc educntionftijprerequisitcAoinc
States require aeolloi®cgrce, with majorinttcccuntinfuAncrs,
at the very least, a UM\ school diploma). KcV'requireuWit is to
pass a comprcheiAre examination in accounting, bAi theory
and practice; auAing; business law; and>in sorau”itatcs, in
Economics. T~AKexamination is prcpared“by At American
Institute of AFriiPed Public Accoiintanti7.I1*AdlJiiion, the
candidate iAcquired to have one to 5-ycarxL”™"eriencc in the
offices (if#C.P.A. or the equivalent. In/jKsted parties arc
rcferreilAFThe State Education Departmenlj*othcr appropriate
agenciArf the State in which they intemlAfWcomc candidates,
in or"A” i<i obtain the specific rcquireu”ilstfin the State con-
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The Accotm'J* Profession:

illOGUAPHY

Jakey, J. L..
rlleaded! 1% 2.

RoV.R. H., and Mm.N eu.lj
1%7.

CESTUI QUI2 TRUtjA The beneficitl/ of a trust, oiAic
person in whose ieceorWtrust operates. The cestui quiATust
holds the equitable til*To an estate, while the trustee h ~ s the
legal title.

SeeTRUSTS.

Where Is It

IE, Horizons fora Profession,

CHAIN BANKING As defined by the.BoardAGovcrnors
of the I-'edcriAtoscrvc System, “chain baiikicA indicates a
type of muliAe office bankmi in which the opcjATons or policies
of at least A ce independently incorporated b v s are controlled
by one oAiorc individuals. This control mjdf be accomplished
througwiock ownership, common dircAFFs, or in any other
mannApcrmiltcd bylaw. Generally spcAnigj chain systems are
buil*ound a key bank that is conside”ply larger than the oilier
biAcs in the chain.
Tee BRANCH HANKING, GROUP HAVING.

fCIIAIN STORES PevclATnent of chain stores in the

U.S.A. was a sequential ratluAman a direcEaccompanimenl of,

mass production methods. IK furnishing many retail outlets,
served by central warehouses, all under one gcnernl contra*
chain store organization”Pa form of inassjmcrchandising Afrs
the inevitable answer toAuss production. Although the Ave-
mcnt began in the 'W”rihc F. W. WoolWorth chain bdpg the
oldest of the importer systems, a rapid expansion beiArin the
decade 1921-1930;~” rapid, in fact, that by 1929 cAPpctition
among the variouAhains effected a retardation of A cs growth
and prolit mar\\» . A fresh surge of expansion haApccuned in
the post-WorldAar Il period, caused by suclifay”re ns increase
in populalioaKi.se in the general standard of IAng, the shift of
populationAoin the cities to suburbia and "eaA iu", the rise of
shoppinp””~ntcrs, and the popularization of Arnomc freezer and
giant-siAT refrigerator. These factors h~"K cd particularly to
dcvelAjnicnt of the "supermarket” in I"T.food field, with its
emrAKis on larger space and larger salcJpciiCUStomcr.
principle, chain stores offer an i*RI plan of distribution of
IFdardizcd non-perishable m erch A ~c<fhe {Icmand for which
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mconstantly recurriAFand in which the style factor is *Tmpor-
Int. Chains arc j*mculurly adapted to the folloiAlg lines;
liriety (“five anAcns", although even they havoirong since
handoncd suclAnce limits), groceries, apparel, cAtly, gasoline
ations, luncABncttes, restaurants, sporting gAos. radio and

music A 9 ps (including records), housclAd appliances,
bacco, "Ane" stores (actually variety stori**vilh pharmaceu-
lal baiATop), and automobile acccssonA, By eliminating

IddlccAn, credit customers, deliveries (M1 always), elevator

mrvi*Kind expensive overhead charguA the aim is to place
andisc in the hands of the conAmer at a minimum of
maAup per unit, on a low-cost, sclAorvicc basis. The super-

s et in particuiar bus been ablAro achieve large sales per

Jstomcr and per store becausejAsclf-servicc, large wheeled
rFiiarkct baskets, readily acccssAo and attractively displayed
'‘goods, centralized high-speed Accking stations, and loading ofj
customer's car in the convcniAt parking space provided.

In the grocery trade, cAecially, the rise of supcrmarkc
mostly under chain contnAand the mergers of small chaiiAby
larger chains have led toAcontinuous rise in the proporiATof
grocery business dongKy organizations with or mqg”~rctail
outlets.

Thus, based on revised scries, 1971 sales of /W Urocery
Stores rose 4% to A w high record of $82,793 milligAcomparcd
with $79,756 miUAn in 1970; compared to rise of 51Aor 1971 for
grocery storeAof organizations operating 11 Ar more retail
stores, fromjiB,183 million to $45,235 millionAus accounting
for ncwhigjJof 55% of all grocery store sales CK1971, compared
to 54% i7970. and compared to 44% (oi”crics data) in the
early ‘GQ/

All A o, annual sales of organizationAperating Il or more
rctaiAorcs showed nn increase of IVrMT 1971 over 1970 for all
kiuAuf businesses combined. M ultiA it organizations particu-
VeMaccounted in 1971 for sales in tjA r chains of as high as 76%

‘total sales, in the general mcrcAidisc groups and as high as
SI% in the department stoics cAip. both even higher "chain
rstore” proportions than in the AFcery field.

Vertical Integration. — TIliAlrge grocery chains and many q|
the smaller chains in this fiAffhave integrated "backwards”
the processing stage, onAiting their own dairies, hakej
cheese manufacturing nAis, coffee roasting plants, meat A sk -
ing plants, canneries, A , leading to heavy volume of IhAown
sponsored brands foAFisiribution in their stores in cooAetition
with established rAonal brands. Similarly, the rAnl order
houses, opcratiniAnains of retail outlets, have a laruAoUunc in
their own sponsAsd brands of various types of gAPs. Besides
profitable con”™F uvcr pricing and quality chauKcristics, an-
other advantAe of such integration is the bargaKng position of
such chainArdistribution of competing brandAnd goods.

Public Dwcy. — The rise of the giant, inicAmtc and integrated
chains hA posed problems for them in rcArd to the anti-trust
laws, Asgod price discrimination practiAx, and discriminatory
SIntAnxat'.on. Chains, however. haveAnjusted successfully to
\bem reactions against their bignc.-uKallliough these factors
cAunue to be problems. In parliculKthc growti: of chains has
Tagonizcd independent retail mAmants. The late Edward A.
Filenc, head of one of the larAlt department stores in the

Fcountry, years ago went so faAs to predict that chain stores
would drive the individual niAchant out of .business. Although
the independent cannot honAro compete with the chain in i
buying and mass distribiiujifi, there is a definite place for®
independent merchant inAoviding differences in goods i
service, hours of opc|*”n, and "place utility” of locA”ubl
convenience, oven inAoch a line as groceries which
amenable to chain sA e organization nnd operation.

Chain Store Mi*Kcment. — In no line of merchandising is
efficient manngeuAit more important than in chainAorc opera-
tion. Upon thcJffgmcnt and experience of the ccA al executive
staff depc.i A c success of every store. StaiArdized opera-
tions makejA jssiblc to centralize chain storeAntrol. A trained
staff, tIm I*f number would formerly haveAPcn needed for a
single lacAstorc, can successfully control*R operation of fifty
or moAchain units. Detailed accounA” systems keep the
cxecuAes informed as to the progresjAr lack of progress of
induAual stores. Perpetual invcntorieAccpthem inclose touch
wj~hanges in public demand nnd”Rre turnover. Elements of

Td management include: (1) purAnses have to be so ha



CHATrEL MORTGI

CHATTEL MORTGAGE A mortgage wij#chutlc
instead of real pjlrerty given ns security. Mos”™le gooi
(personal propetjBjsucli as railroad equipmeiiymuichincry
furniture, autnrj»)iles or trucks, livestock, croo”ctc., may |
the chattels plated in a chattel mortgage. In M m. the chalt
mortgage is liJc the real estate mortgage, confuting a defens
hie conveyj~ce of the pledged property as s™urity for the loai
as well iiuHc promissory note evidencing,M!: personal promis
to pay tI*rdebt. One important similaritvfinf both real proper!
mortgiUK and chattel mortgages is th;d«rdinarily there can b
no sidflmtution of collateral, the mortoKe in each case applyin
to ij#specilic items described lhercij#lhus in chattel mortgage
sliould be taken to assure reudjirdentilication of the specif:
s covered, because their mobility makes them liable t

Nauthorized substitution. "Afjtff-acquircd-propcrty clauses’
owever, although upheld iturcal property mortgages as t
additions and betterments t(#hc mortgaged property, arc m
upheld in itchattel mortgage# in fact they arc sought to app]
additional items of pcrsonyproperty

Chattel mortgages nesJrthelcss are preferred by most hfltlcr
in financing personal *pSperty transactions, to the cotaftion
bill of sale. In variou”tatcs, statutes control strictly”: tern
and procedure in d#lil of conditional bill of sale uifisactioi
and repossession®™hereas the :hattcl mortgage inuld not
rigidly control M lender's recourse pursuant”®) mortgaj
provisions. M M

With expanJun in Consumer Creditand olh~"K rms of lendii
on personaUmopcrly in modern times, chatjpr mortgages ha'
long since”ased to be regarded as a sign o*eakness ina crci

risk.

CHIMTp MONEY An expressiifused to denote mom

CHECK As defined by the Uniform Commercial Code (sec.
3-10-1) and by the British Bills of Exchange Act, a check is: "a
bill of exchange drawn on a bank, payable on demand."
Commentators usually treat checks under the general classifica-
tion of bills of exchange, but checks differ from bills of exchange
also in that they purport to be drawn against a deposit, and are
always payable on demand.

As defined by the Board of Governors of the Federal Reserve
System (footnote to Regulation J. pertaining to Check Clearing
and Collection), "a check is generally defined as a draft or order
upon a bank or banking house, purporting to be drawn upon a
deposit of funds, for the payment at all events of a certain sum of
money to the older of a certain person therein nnmed, or to him
or his order, or to bearer, and payable on demand."”

Under the Uniform Commercial Code, checks (along with
drafts, certificates of deposit, and notes) are "commercial
paper", covered specifically by Art. 3 of the Code, which
represents a complete revision and modernization of the Uni-
form Negotiable Instruments l.aw. All such "commercial pa-
per" under Art. 3 must have the attributes of negotiability
(signed by the maker or drawer: containing an unconditional
promise or order to pay a sum certain in money and no other
promise; order, obligation or power given by the maker or
drawer except as authorized by this Article; payable on demand
or at a definite time; and payable to order or lo bearer); and if it is
adraft drawn on a bank and payable on demand, itisa "check".

Other definitions of a check tire: (1) a written order drawn by a
depositor upon his bank to pay a sum of money to a designated
party; (2) an order on a bank (drawee) by a depositor (drawer,
maker or payer) to pay a certain sum of money to a third party
(payee); (9) tin order upon a bank or banker for the payment of
money to a stated party out of funds credited to the account of
the drawer. While a check from a legal point of view is tin order
calling for the payment of money, in actual practice it is rather an
order for transferring bank credit used as a substitute for money
from one account to another.

The essential elements of a check arc: (l) the words of
negotiability — "order™ or "bearer" — express or implied. The
phrase "Fay to the order of" imparts negotiability to the check
and makes itan unconditional promise to pay upon demand. The
single word "Fay” if used makes such a check not negotiable,
i.e., payable only to the person named as the payee; (2) name of
payee — person in whose favor the check is drawn. Checks are
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sometimes made out payable to Self, Currency, Bearer or Cash,
which makes them payable to bearer; (3) amount payable in
figures; (4) amount payable in written words; (5) name and
location of drawee bank; ()signature of drawer or maker. In the
case of some corporations the signature and counter signatures
of designated ollicers are necessary. The signature is the final
touch without which the check is valueless; (7) indorsement. The
check should be indorsed as drawn, cither in blank or by a
special or other indorsement.

The non-essential but convenient elements of a check are: (11
location (name of city in v/hich maker or drawer is located); (2t
date of drawing the check; (3) number of the check; (4) transit
number, indicating the name nnd location of the drawee bank
according to the universal numerical transit system.

In cashing checks, the paying-tcller observes the following
points to insure against irregularities, informalities, or discrepan-
cies which, if unnoticed, might involve the drawee bank in a loss;
identification of presenting party; date, filling; alterations; signa-
ture (authority to sign nnd forgery); slop payment; financial
responsibility; whether a home debit or drawn on another bank:
indorsement.

Checks should not be dated ahead (post dated), otherwise they
arc. in effect, time bills of exchange. Checks should be presented
promptly. "In the ease of an uncertified check which is drawn
and payable within the United States and which is not a draft
drnwn by a bank the following are presumed to be reasonable
periods within which to present for payment or to initiate bank
collection: (a) with respect to the liability of the drawer, thirty
days afterdate or issue whichever is later; and (h) with respect to
the liability of an indorser, seven days after his indorsement”
(sec. 3-503(2), Uniform Commercial Code). Banks usually refuse
to honor checks more than six months old. These are known as
stale checks, Since when checks arc not presented within a
reasonable lime after they arc drawn there arises a presumption
of irregularity. The date is not an essential element of a check,
and an undated check is valid.

The amount written in words should agree with the amount
written in figures and when there is a discrepancy between the
two the amount denoted by the words is the sum payable.

A bank is usually responsible to its customer for paying raised
or altered checks. A number of mechanical devices have been
invented to prevent the fraudulent alteration of checks.

SeeCIIECK PROTECTING DEVICES.

A bank is not required to make a partial payment on a check
whenever the drawer has insufficient funds to his credit to
make payment in full. Checks made payable to Cash, Currency,
or Self, legally require no indorsement when presented by the
drawer, but as a matter of practice, paying tellers request
indorsement as a type of receipt. In case the drawer himself
does not present the check so drawn, the indorsement of the
presenter, the drawer’s representative, should be requested by
the paying teller.

Checks may be classified according to method of collection
into live groups: (1) checks drawn on lhe bank in which they
are deposited for credit or cashed over the paying teller’s
window, known as "own checks," "self checks." or "home
debits"; (2) checks drawn on banks in the same city and which
will be paid through the clearinghouse, known as “clearing house
checks"; (3) checks drawn on banks, corporations, anil individu-
als in the same city which are not members of the clearing
house and which must be presented for payment either through
the city collection department of the clearing house, or directly
by messengers; (4) checks drawn on banks located at various
out-of-town points which must be collected through the Federal
Reserve Clearing System, or through correspondents or other
collecting agents, known as out-of-town checks, transit checks,
or foreign checks, and (5) checks drawn on, or issued by a bank
located in a foreign country.

SEEAi.TEHATjon,<asii|i k's check,certified m i ck,chi ck
HOOK, CHECKING ACCOUNT, COMMERCIAL COME, CREDIT IN-
STRUMENTS, CROSSED CHECKS, DATE, I'll .INO, EOROI'D IN-

STRUMENTS, NEGOTIAIILLE INSTRUMENTS I|I.AW, SIGNATURE,
TRAVELERS CHEQUES, VOUCHER CHECK.

BIBLIOGRAPHY

Cheek Clearings, "The Rapid Growth of Check Volume",
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DOW THEORY

St. Louis 4.25s Los Angeles #4.25s
Houston 4.65s  California M 4.00s
Kansas City 4.00s  New Orleans M 4.50s
Missouri J00s Detroit Ar 4.50s
Chicago .00s cleveland Mr 4.00s
BIBUOGtMI'IIY
Dow & Co., Inc., Basis of Cc'.ctjiMton of Dow Jones
Averayj
The Dow Jones Investor's HamIMtk, Annual.
DOW JONES STOCJI Aserages
Yearly !
jo Y4 IS
Industrialj Tramport Cos. Utilities
High Low AWHigh Low High
1929 381.17 m m 189.11 128.07 144.61 T72
1930 294.07 152# 157.94 91.65 108.62 55.14
1931 19436 #79 111.58 31.42 73.41] ’30.55
1932 88.78 M 1.22 41.30 13.23 36.1 16.53
1933 108.67i#50.16 56.53 23.43 37i 19.33
1934 110.2#r 85.51 52.97 33.19 03 16.83
1935 148# 96.71 41.84 27.31 78 14.46
1936 is#o 143.11 59.89 40.66 36.08 28.63
1937 M ao 113.64 64.46 28.9b 37.54 19.65
1938 ear8.4l 98.95 33.98 19# 25.19 15.14
1939J f 155.92 121.44 35.90 -r. 27.10 20.71
iv-jr 15280 111.84 32.67 #14 26.45 18.03
VM 133.59 106.34 30.88 #1.25 20.65 1351
fpp 11971 9292  29.28 j#23.31 1494 1058
043 145.82 119.26 38.3')" 27.59 22.30 14.69
0944 152,53 134.22 48 # 33.45 26.37 21.74
1945 195.82 151.35 6M ) 47.03 39.15 26.15
1946 21250 163.12 #31 44.69 43.74 33.20,
1947 186.85 16321 #3.42 41.16 37.55 32.7i|
1948 193.16 165.39Af 64.95 48.13 36.04 J/
1949 20052 161.6# 54.29 41.03 41.31 W 6
1950 235.47 196 # 77.89 51.24 44.26 ‘10
1951 276.37 2 #9 90.08 72.39 47.22 TI.47
1952 292.00 #3565 112.53 82.03 52.6-y ’47.53
1953 293.79 #5 .49 112.21 90.56 53.!1 47.87
1954 404.3<>ir 279.87  146.23 94.84 62 52.22
1955 «188.4# 388.20 167.83 137.84 68 61.39
1956 52#5 462.35 181.23 150.44 r.i7 63.03
1957 5JT77 419.79  157.67 95.67 74.61 62.10
1958 #3.65 436.89 157.91 99.84 91.00 68.94
1959 i#>79.36 574.46 173.56 1464# 94.70 85.05
1960/7685.47 566.05 16043 12 # 100.07 85.01
19 73491 61025 15292 \MXxt 13590 99.71
\WL 726.01 535.76 14983 #1.86 130.85 103.1
#63 767.21 646.79  179.464#42.03 14437  129.11
5964 891.71 766.08 224.94%r 178.81 155.71 137.31
1965 969.26 8-1059 24 9# 187.29 163.32 14981
1966 995.15 74432 27#2 184.34 15239 118.91
1967 943.08 786.41 #49 205.16  140.43 120.91
1968 985.21 825.13 #9.48 21458 14130 119.71
1969 968.85 769.93A*79.88 169.03 139.95 106i
1970 842.00 63i.i# 183.31 116.69 121.84
1971 950.82 797# 248.33 169.70  128.39
1972 1036.27 w *5 275.71 212.24 12414
* Called the R#tnd Average through D Fii9.

Source — DowiB(Tics & Co., Inc.

DOW TH I#ftY A theory of stock price jflfvement, basl
upon intc#btation of action of the DoMJones Avcrai
(Industrij#and Transportation Compnni®#for indication [
dirccti<#Bf the "primary trend" (major*pwnrd or downwii
movej#it). "Secondary movcmecentsM#itllics in n print;!
dow#cnd or reactions in a primarj#>trcnd) are tempor;(
rcsAFals of the primary trend. T # daily fluctuations
sidercd to be of no value indivi#illy, but collectively ma|
Tthe first two movements. C Insj# for the Industrials and tf
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Transportation Co#anics (formerly the Kailroni® vcragc)
only are used as \Mtc data. The primary trend is I[#ned to the
tide; the secondary movements, to the wavcs: #! the daily
fluctuations, \Jm\e ripples. The forecasting aim#applying the
Dow Theor#rto determine lhe direction of jBt primary trend
(tide). Th#nmary movement, once cstabli#cd, continues in
the samc#rcction, although interrupted”#scconditry move-
ments,AKil there is u "confirmation" t#Phango in direction.
The h#strials must be confirmed by thc#vansportation Compa-
nies vice versa, in the indication of Mtncje. in primary trend,
jnfirmalion” in Dow Theory #rraturc may occur (I) on
Fkouts by both Averages in e.MTsr direction, up or down,
5m it narrow band of fiuctatuio~p'linc"); (2) by new highs or
|I&ws made on secondary movj#ents by both Averages. The?
latter interpretation is prt:fcr#rby Dow Theorists of modern
times. In a "bull market," secondary rise is followed b\”
secondary reaction, the risj#ust exceed the previous seconik
peak und the low on the stfondary reaction must not fall jinw
tho low of the prcvious#eondary reaction. If this hannc#r the
direction on the prim;#~trend continues upward. If, J#Tevcr,
both Averages fail iopneir secondary movements to ~flrain the
primary trend, (e.g”tecondary movement high fails *penetrate
previous sccondn”#high; and secondary movem”Plow pene-
trates below th~ffcvious secondary low), a chat””~tn direction
of the primar#cnd is confirmed from uptrcnd”Riull market")
to downtrciw ("bear market"). The new r*pary trend will
continue ijwihiil direction, again intcrrunj# by secondary
movcmoMg until a new confirmation iv~A~cn of change in
ppmars®”*nd. Each average must confitjalhhe other, even if it
tnvolv#a time lag so that the signal i#rhangc in direction of
prirg”y trend is late.
‘Dow Theory" evolved from#?editorials of Charles H.
5, founder of the Dow JonesJm ., Inc., in the Wall Street
[irnal at the turn of the centii[|#rhc "Dow Theory" is first
found labeled as such inS. A. N#bn’s The A B C of Speculation
r(1902). William Peter Hnmilloty”ho succeeded Dow as editor ofi
the Wall Street Journal. j#icularly popularized the Dmj
Theory by editorials theiisgr particularly his famous cditotj
“A Turn in the Tide", otflrctobcr 25. 1929. Although the JB6I
Street Journal no longe#!omotcs the Dow Theory by cdit#Kls.
etc., the Theory stil*Ks many practitioners and pr<ic#cnts,
notwithstanding mis*wFosults with its signals over the # fts.

BIBLIOGRAP]j

Bishop Jr., Charles H. Dow Wow Theory,
1960.

Edwalit R. D. and Magee, J. Jr., Te*Mica! Analysis of
Stock TrA ,5th Ed., 1968.

Rue, The Dow Theory, 1932.

RUS! L.. “Dow Theory Rcvi: Barron's, Dec. 1,
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DRAFT A written order drawn by one party (the drawer)

ordering a second party (the drawee) to pay a sum of money to a
third party (tne payee). Oftentimes the drawer and payee arc the
same party, the draft being made payable;to "Ourselves". In
reality, a draft is a bill of exchange, except that in this country
the term draft is customarily used in domestic transactions,
whereas, both terms, draft and bill of exchange, are used in
foreign transactions. A draft may be made non-negotiable, but a
bill of exchange cannot. Drafts have all the chief characteristics
of bills of exchange.

Drafts arc of three kinds: (1) sight, demand or presentation
drafts,fayable immediately, at sight, or on demand or presenta-
tion: (£) arrival drafts — a modification of a sight draft —
payable upon the arrival of goods at the destination of the
drawee and for which the draft has been drawn in payment; (3)
time drafts — payable ata fixed dale, ora certain number of days
after date (the latter sometimes being called "days after date"
drafts).

A time draft payable 30 days after sight must be presented for
acceptance, and at maturity for payment. A 30-day sight draft is
payable 30 days after acceptance by the drawee, when it comes
tin acceptance or obligation. Upon acceptance the drawee



becomes the acceptor and principal debtor, and is bound to pay
the draft at maturity. The bank at which a draft is payable should
be indicated on the face of the instrument by the acceptor.

Drafts usually urise out of commercial transactions in which
the buyer and seller arc located at dilfcrent points. A draft differs
from a cheek in that it thnuy be a time instrument druwn on an
individual, firm, corporation or bank, nnd the initiative for
payment of the goods is taken by the seller and not the buyer.
Usually previous arrangements have been made between the
buyer and the seller which permit the seller to draw drafts
against the buyer in settlement of all transactions between them.
Generally a shipper (seller) sends the draft drawn against the
drawee (buyer) to its bank to make a presentation and collection
with shipping documents attached. The shipper's bank then
forwards the draft with documents to its correspondents in the
city to which the goods arc destined. Instructions arc given to the
collecting bank to surrender the bill of lading either upon
acceptance or payment of the draft, the documents being
referred to as "documents against acceptorre,” or “documents
against payment,"” respectively.

Some drafts do not arise out of commercial transactions, but
to secure payment for securities sent from one place to another,
the draft being sent to a bank for collection with instructions to
release the securities only upon payment. Other drafts, without
documents attached, merely operate as "duns” or demands for
payment of bills past due.

See ARRIVAL DRAFT, HILL OF EXCHANGE, FOREIGN BILLS OF
EXCHANGE, TRADE ACCEPTANCE.

lion or bank, again  vhich a check or draft is drawt] from
which payment is " fleeted.

Sf, corporation
(raft, or bill of
r. In the case of
:payer, while in
ris the creditor,

D RAW ER S# party, whether an individi
or bank, draws, i.e., makes, a chc
exchange,/Bre drawer is also known us the i
acheck”j#lrawcr is a debtor, and therefoa
the caySpV!ldraft and bill of exchange th~f
and e jffvery often the payee.

IAWN BONDS Bonds have been called for
Fllcmplion by lot.

See CALLED BONDS.

DRIVE An expressionflC indicate a sudden attack uni
security or commodity \# cs by sellers in nn effort to ijm e
prices down. Section SL#the Securities and Exchange .* # of
1934 prohibits manipulate practices in such activity.

See MANIPULATI

DROP pression to indicate a fall iqafrcuritv or
commodity

Seedec
DUE I’'E  The date upon which a nuapuraft. acceptance,
bond "evidence of debt bccomc#hyablc; the maturity
date

IETO RUN

JE FROM BANKS AnlJ jfit account appearing in the

ral ledger and financial sliiMBncnt of a bank to indicate the

aggregate amount of balanct®yutstunding with and due from
other banks.

COLLECTIONS Acontinent
the general ledger and (initial
Tndicalc the aggregate amount ofi«t-of-
town cheeks in pr of collection, but not yet av#blo as
cash,through the * of collection agents or cor*yiondcnt
banks. When ilufiffl'ins are collected, the amount isitWed to the
account entitle#‘Due from Banks,” and subtray#! from this
account

DUE FROM BAN
asset account appe
statements of a h:

IWN & UKADSTREIIT

JE FROM FEDERAL DESERVE BANK (OR
IEDERAL RESERVE BAJ§K ACCOUNT) An asset
Icount appearing in the gcncr#cdgcr and financial statement j
j amember or clearing mcmlwnank to indicate 1he balance dug
Dm a Federal Reserve Bnujp Phis amount represents approj
lately the cash reserve jpfuired by law to be kept willi®
Irdcral Reserve Bank.

JUE FROM JfIEDERAL RESERVE J#NK,
IOLLECTION i# A contingent asset account to#aring in
|e gcnernl Icdgc#id financial statement of a banjgK indicate
Ic aggrc tc o”Rccks in the process of collccticfrbiil not yet
mailablc am i reserve through the agency#the Federal
:serve ban#W hen these items are collccjflf, the account
mtitled, ‘T#e from Federal Reserve Banker increased, antl
camomreubtractcd from this account.

UHBFROM FOREIGN EXCHANGE DEPART-
t1# T Anassetaccountappearim#)on the general ledger or
cial statement of a bank to umcatc the aggregate funds
ilrustcd with the foreign dcparti#t for use or investment in
reign exchange operations. T I'#pcrations of a foreign dcpurt-
ent arc usually considered a”~Kiinct from those of the rest of
¢ bank, and its bookkcepinJ#erations arc kept separate. Thi
m represents the accoutij#!liiy of the foreign department
¢ bank.

UE TO BANKS# A liability account nppcaring”Tthe

ncral ledger or figycial statement of a bank to ind#Tc the
Aggregate amounUHcpositcd by banks as distingni*Pd from
individuals, firm#nd corporations (other than hankj#corporU"
tions).

DULL /depression used on a stock or cor#odity exchange
to indicauflfinc.ive trading, and that little in~f<i is displayed in
the moy#Tent of prices

Dy#M Y  Aterm used in connectioJK'ith directors, officers,

sholdcrs, etc., to indicate a perso#'ho acts for another, but

0 has no real responsibility or lia#ty. lie is merely placed in

cc to complete the number reared by law or for publicity
purposes.

DUMP To offer suddcrd#or sale large blocks of security
on the market for the pnrnye of disposing of them regardle”yf
the prices offered; to~fnoud large blocks of a securyyor
securities.

In a commercial s# e this term is used in connect# with
international trade#Vhen one nation floods the #rkct of
another with larec#antitics of a certain cotnniodity#£0::miod-
itics at prices loyr than they can be purchased ome, or in
other foreign #rntrics, the foreign nation is saiij*p be dumping
its goods in tj#ther country's market.

DUN $#RADSTREET TheoldestM s largest mercantile
ngcenc'Aff the United States and of the”~yrld. supplying credit
infocariion and credit ratings on and#r all types of business
cootfrns. The present company, & Hradslrcct, Inc.,
rg#scnts an amalgamation, as of MflPch 1, 1933, of two nation-
¢ credit information agencies™#. Ci. Dun & Co. and The
rndstrcel Company.

Lewis Titppan, pioneer crcd#xeeutive and originator of the,

idea of centralized credit rcn#ing, was first proprietor o f'
Mercantile Agency, which”yfounded in 1841. Succcs.sionj
proprietorship of The M cj#itilc Agency was as follows:
Tappan & Co., 1841-182" Tappan & Douglass, 1849-1
Douglass & Co., 18547"9; and R. O. Dun & Co.,
The J. M. BradstreevySon's Improved Mercantile / jary was
founded in 1849, anA”vas incorporated in IS7(>as The #dsirec(
Company, contin”K as such until the merger withJm i. Dun &
Co. in 1933. JoIKBrM. Bradstreet wasadry good:hant and
lawyer who hiyicciuircd a substantial file of cr#r i ormation
ill the procegyt liquidating a large estate.



Regulation T lo cover all buflcrs and dealers and thus brin”?
under the new Margin rc(u#mecnts all brokers and dcnlcy
handling Ovcr-lhc-Countct#eounls exclusively.

Amendments to Rcgulaajrris G. Tand U. effective May (t-MiO
lowered Margin rcquiwajnents from 80% to 65% for~Rdit
extended by brokcrspncalcrs, banks, and other lei#rs to
finance purchase o(#ocks; and front 60% to 50Vo fm credit
extended by sucb#rsons to finance purchase of #fivcrtible
bonds. No chana®”was made in the 70% rctcntion®*juiTcment
applicable to utuWinargincd accounts.

Se€margin# quihf.ments.

Rcgulatiotj# — Credit by Hanks for the Ptu#Tsc of Purchas-
ing or Cai"Hig Margin Stocks (formerly, r#T lo amendment
clfcciiveJmy 0. 1969, entitled Credit by Bjjys for the Purpose
of Purifying or Carrying Registered StqM ). Sec supra und r

G ttnd RegUlatiOn T; and”fre margin require-

MEI
lutioii V — Loan GuarantcuflTar Defense Production.
:s that rates of interest, gua”yec fees, commitment fees,
lother charges which may he n # e with respect to guaranteed
aans und guarantees cxccutc”Rnrough the agency of any

rFederal Reserve Bank underRegulation will from time toy

time be prescribed, either sfl#fically or by maximum limits <j
otherwise, by the Board ofJ#'cruors tifter consultation with J
guaranteeing agencies dc#nutcd in the Defense Production#:!
of 1950, as amended, am”~~rtincnt Executive Orders.

Regulation Y — B#THolding Companies. EfTcctivg#arcli
15, 1968, Rcgulatio#T was revised, primarily to t#sc lhe
Reguhition confor#To the provisions of the Ban#H»ldinc
Company Actam#Tnients of 1966.

Regulation 7M rrhis new Regulation, Truth in#Tiiding, was
adopted efieeME July I, 1969 to implement TAK i (Truth in
Lending AcujSnd Title V (General ProvisionsI*"Fthc Consumer
Credit Protgpnon Act.

The dis#iiiiuied regulations. Regulation I#ind Regulation X,
were t#nnated in 1952. Regulation WyConsuntcr Credit,
goverjtff down payments and length of u#uritics on instalment
crcdjfln amounts of $5,(810 or less in e”nieciion with consumer
dtiuwe goods, pursuant to the last sjantory authority therefor,
tlyDcfensc Production Act of \Wa. amendments to which
proved June 30, 1952 rcpculLWshc Board's authority for

JFT-gulaiion of consumer credit. EJOcl.ee May 7, 1952, the Board
Oiad suspended the regulation.

Regulation X, Real Estate”edit, regulated credit cxtendejj
for real estate consiriictionJ”sidcniial and non-rcsidential.
specifying maximum loanJriilucs, minimum down puymcvf
maturities, and amortizaji# required. Pursuant to tho proviysns
of sec. 607 of the DefeME Production Act as amended, suyscc.
503 of Executive OrdyNo. 10161, as amended, the B w i t h
the concurrence oiJffc Housing Home Finance Adm Astrator,
announced the bcuMting on September 16, 1952 of j#period of
rcsidentitd crcdii#nirol relaxation” and the susi®”ion of the
Hoard's Kcgulufon X, ctreetivc September 16.

la additiojyo the published Regulations j#ihe Board I
Governors <#|ie Federal Reserve System, thfnoard of Go4
nors also”nke available their Published loW prctations ofj
Hoard oC#overnors, explaining points ofASteral interest in
Reguln#ts. which also appear in the FMral Reserve Halit
EachflPedcrnl Reserve Bank nlso puJKhes arabic-nuntf
cir*Hrs for "operating letters" for J*yguidance of its mej
I# ts on forms and procedures.

I1IBI.IOGRAPHY

Hoard of Governors of tin;
linns.

edernl Reserve System, Kt'H/u-

' Iinns, as of Dee. 31. 1969.
fal Bank'-Commcreial Banking 1
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FEDERAL#5SERVE BOARD SETTpfcMENI
Settlement okBralanccs arising among Fcderal~fcscrve Bajjs,
arising as ilyfiptsult of inter-district collections

SIVINT jflmsi KICTSETTLEMENT FUND.

S. F

FEDERAL RESERVE#RANCH BANKS Lanksi
operating as branches of a4”ocral Reserve hank. The Fetlei
Reserve Act authorizesfederal Reserve banks to cstal
branches without limit a#> number under regulations uppc#ed
by the Federal Rcscrv#lonrd of Governors, but each Jynelt
must be within the bwldnrics of the Federal Reserve diprict of
the Reserve bankyytich establishes it. At the dniyof this
publication twen”your branches hud been estnbli*rd. As of
mid-1970, howg”"F. the Federal Reserve Bank <vj#tlanla re-
ceived the arapvnl of the Board of Govcrn(«rto plan the
establishincqjpT an additional branch for that Djyict. at Miami,
Florida.

For th#Cundnrics of the Federal Kcscu#districts and the
areas sa#d by the branch banks, scc#ap under Federal
Rescr™Pistricts.

)ERAL R.

Locution of Branch Federal I||Jerve Hanks

District Branches
Rt District, Boston tone
A2nd District, New York rnufialo
3rd District, Philadelphia None

Cincinnati, Pittsburgh

Baltimore. Charlotte

Birmingham, Nashville,
Jacksonville, New O"Hns

4th District, Cleveland
5Ih District, Richmond
6th District, Atlanta

7th District. Chicago, Detroit

8th District, St. Lotjj]| Louisville. Mcmphi;
Little Rock

9th District. Minj#Tpolis Helena

10th District, KMsns City Denver. Oklali<#i City.
Omaha

1til Distric M #allus Houston, EJ#so, San
Antonio,

Seattle,jfIFtland, Salt Lake
Cily"Ks Angeles

12th D isj#t, San Francisco

FIiPDERAL RESERVE BULFjTriN 1 he official organ
he Bonrd of Governors of (he Macrnl Reserve System. It is
r sued monthly under the dirccti(x#f the statf Editorial Commit-
tce, which is responsible for#)>nions expressed, except in
official statements and signcyarticlcs. Copy of the Fcder;
Reserve Bulletin is sent tojSch member bank without ch
Member banks desiring adytonal copies may secure the
special annual rate (as 0lA/rO) of $2. Regular subscriptiot
is $6 per nr.num or WjMcr copy, in the United Slates i its
possessions; Bolivia®yanada, Chile, Colombia,
Cuba, Dominican R~fiblic, Ecutidor, Guatemala, Hal
lie of Honduras, Jyxico, Nicaragua, Panama, Paru&iy, Peril,
El Salvador, Urt#ay, and Venezuela. Elsewhere. # subscrip
lion rale is $7

copy per month, or $5 for 12 months.

FEDERAL RESERVE GHECK COLLECTION
SYSTEM The Federal Reserve Act authorizes the Board of
Governors of the Federal Reserve System to require each
Federal Reserve Bank to “"exercise the functions of a clearing
house for its member banks." Although the Federal Reserve
System began operations in 1914, the check collection system
was not established until July 1916.

The purpose of the Federal Reserve check collection system
was to correct the defects of the methods previously employed,
and particularly the following abuses: (I) circuitous routing of
checks which grew out of the efforts of banks to avoid exchange
charges, and which resulted in great delay in the presentation of
items; (2) inequitable distribution of exchange charges between
Hastcrn metropolitan banks nnd "country" hanks; and (3)
excessive exchange charges.

At the present time, the Federal Reserve cheek collection
system is efficiently organized, and through its instrumentality,
out-of-town items arc passed directly, economically, and at par
among member banks and clearing non-member banks, i.e., non-
member banks on the pan 1ist. Consequently, the only banks
which do not participate in this eolleetio.i system are such non-
member banks as are not on the par list.
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FEDERAL RESERVE CIRCULATION

When n rnemher bank transmits out-of-town checks to a
Federal Reserve Hank to be collected from another member or
clearing non-member hank, the sending bank is immediately
credited in the collection or "float" account of the Federal
Reserve Bank. That is to say. the amount of the checks so sent
does not become available as reserve credit until the checks are
credited as collected pursuit, t to the automatic timing provided
by the "Schedule Showing \\ ‘ten the Proceeds of Items Become
Available" (Deferred Avail; lility Schedule), of each Federal
Reserve Bank. In this Sehccjlc, the United States is divided
geographically as to items payable at specified Federal Reserve
Bank or Branch cities, and those payable at banks on the Par List
in localities outside of such Bank or Branch cities. The < erred
credit, after one day or after two days (depending on the cities
where the items are payable) after receipt, "ripens" automati-
cally to credit to lhe reserve account of the member bank at its
Federal Reserve Bank. The same procedure applies as to items
received on out-of-town points forwarded by non-member
clearing banks, their account at the Federal Reserve Bank being
a "clearing account” rather than reserve account.

Federal Reserve check routing symbol system: Expeditious
collection of out-of-town checks, prepared in packages with
accompanying listing of amounts of individual checks ("cash
letters"), is aided by the check routing symbol system, a
numerical code indicating basic information needed in collec-
tions. which was developed by the Bank Management Commis-
sion of the American Bankers Association and the Committee on
Collections of Ihe Federal Reserve System. The routing symbol
for Federal Reserve Bank purposes is the denominator of a
fraction, the numerator being the aha transit NUMNNR assigned
to the drawee bank. The combined symbol is printed on the
upper right hand corner of checks in uniform type. The routing
symbol (denominator of the fraction) is composed of not less
than 3 nor more than 4 consecutive digits printed close together.
The code value for handling of collections may be summarized
as follows:

l. In the case of a .l-digit routing symbol, the first digit

indicates at a glance the particular Federal Reserve district, and
the digits run from 1tod. as follows:

Boston Atlanta 6
New York Chicago 7
Philadelphia 1 St. Louis 8
Cleveland 4 Minneapolis 9
Richmond 5

I'lic second digit in Ji 3-digit routing symbol indicates the head
office of the Federal Reserve Bank, or of the branch serving the
territory in which Ihe drawee bmk is located. Head office is
indicated by the digit "1". Brandies, if any, arranged alphabeti-
cally arc indicated by the figures "2" to "5". Figures "6" to "9"
are reserved to indicate special collection arrangements.

The third digit in a 3-digit r- uting symbol indicates whether the
item is receivable for immediate credit or for deferred credit
without regard to the standatJ days of deferred availability, and
the State in which the drawee bank is located. The ligure "O™"
indicates items receivable for immediate credit, if received in
time to he cleared the current day All other ligures, "1" to "9",
indicate items receivable for deferred credit and also designate
the State (arranged alphabetically) in which the drawee bank is
located, parts of States, or certain cities.

2. In the case of a 4-digit routing symbol, the digits have tac
same meaning as those in a 3-digit routing symbol, except that
the first two digits indicate the 10th, 11th, or 12th Federal
Reserve Districts, as follows:

Kansas City 10
Dallas 1

For Federal Reserve adaptation to the new era of automation
in cheek handling, including me f magnetic ink-encoded
cheeks. See automation.

Federal Reserve charges for collections: Originally, in July
1916, when The Federal Reserve Banks initialed their plan for
clearing and collection of checks, a charge of not exceeding 2%
per item was made, pursuant to authorization (still existing) in
sec. 16 of the Federal Reserve Act. Charge was gradually
reduced, so that by the close of I'>17, the maximum charge was
I'/atf per item. As of July 1, 1918, the charge was entirely
eliminated hy action of the Federal Reserve Board, and it has
never been reimposed.

San Francisco 12
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Par and Non-Par Banks: Member banks and non-member
banks clearing through the Federal Reserve Banks must agree to
remit collection items at par. Each Federal Reserve Bank stands
ready to collect free of charge checks as well as certain other
types of non-cash transit items, but banks still prefer to utilize
the services of correspondent banks for collection of non-cash
transit items requiring special handling. Such items may be
forwarded to correspondents, irrespective of their membership
in the Federal Reserve System, but it is stipulated by the rules of
the New York and other Clearing Houses that if the correspond-
ents are in the System, items forwarded to them cannot be
collected under any other terms than those prescribed by the
rules governing Federal Reserve collections as regards exchange
and lime outstanding. It should be noted that nothing in the
Federal Reserve Act or Clearing House rules prohibits banks
from charging customers placing items for collection, and such
collection charges are customary in pioperly costed accounts.

As of June .10, 1072, there were on the par list of the Federal
Reserve System a total of 13,523 banks (5.715 member banks and
7,808 non-member banks), compared with 247 banks not on the
par list. The par banks had total branches and offices of 23.840
locations, compared with 142 branches and offices for the non-
par banks. By comparison, as of December 31. 1050 there had
been 11,005 banks on the par list, and 1,090 non-par banks: and
twenty years previous to that date, the total number of par banks
was 11.757 banks, compared with total of 2,719 non-par banks.

See AUA TRANSIT NUMBER, AUTOMATION. CLEARING HOUSE,
FEDERAL RESERVE INTER-DISTRICT COLLECTION SYSTEM. INTER-
DISTRICT SETTLEMENT FUND. SCHEDULE SHOWING WHEN PRO-
CEEDS OE ITEMS WILL IIECOME AVAILAIILE.

| See FEDERAL RESERVE NOTES

2DERAL RESERVIATIES The cities in which th
lelvc Federal Reserve s are located. Each Federal
Irvc bank has a number®  responding to the district inw hj
lerates. The twelve feral reserve cities, together wjf

ktricts in which the\ located, arc:
Si 1. Bostonjfy 7. Chicago
* 2. New K li. St l.ouis”n
H 3. PhiLdjJriphia 9. MinncmOTts
li 4. CuUrcland 10. Knns~cCilv
5. Uwimoiul I, DalUjr
u 6. ywlanta 12.  Siuflrrnncisco
| See vm (fikAL RESERVE IIHANCH HANK* Federal reserve
Ist kim
5RAL RESERVE CREjyT Total volume of

fal Reserve credit nutstnndinc”rthc "supply” which the
tdernl Reserve Banks have cuKibutcd to member bank
(serves, and consists principaj” of earning assets of the
Tdcral Reserve Banks: (1) buvdiscotmtcd; (2) bills bought,
fiber outright or on repurd”e agreement; (3) advances WK
Bomber banks; (4) discounumr member banks; (5) holdingsj
1.S. Government securitiofi®ither outright or under rcpurclj
hrccmenls; and (6) all « v r Reserve Bank credit. Inehtd*Fin
|le miscellaneous forijyof Federal Reserve Banks' is
float", or dilferenciKyiwcen items at Federal RcscriyTanks
j process of collceuaf and total of deferred nvnilnhilufcredits.
Rich difference presenting credits to accounts jW clearing
lember and nor«Pcmbecr banks before charge to ijR"vee banks
lion actual coUflInion.
J Also inchu”lIrin the miscellaneous forms of JSClcrnl Reserve
Jedit is ihMcntch-nll classification. "O lheirfdem | Reserve
|ssels",~pTeh in recent years includes anjlliportam interna-
lonal ituttf holdings of foreign currcncieiwrclicciiiig "swap"
lireigurchangc arrangements with foraswn central hanks ar
IthcL Slperations in foreign cxchangei®ncrnntioiinl Monctar*
|[UB®Told deposited; as well as FedcA"Keserve Banks' invcsl-
rin bank premises and other nssu

fiich "Other Federal Rcscrvc/ylsots™ arc now reported
jross, instead of net as formmAr after deduction of capital
Iccounts (capital paid in, surnMsf nnd other capital accounts),
Ither liabilities, nnd accrued jflfluends. The total of these latte
lems is now shown gross hflnsclf as “Other Federal Reser



BOUNDARIES OF FEDERAL RESERVE DISTRICTS AND THEIR BRANCH TERRITORIES
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Persons:
Disposable pufRnal
income £Q ..
Personal cAKumption
CXPCNAW resS .,
PcrMuiafRct saving
lInsincs'
retained earnings
Gritprivate domestic
VeStMENt. .o
loess of investment..........
{*motional:
let transfers to
foreigners by
persons and government fif.. 3.1
Net exports of goods
and services
Excess of exports
Government (P'ederal,
State anil local):
Tax and nontax re~fits
oraccruals .. .Jf. i 300.5
Less: Transfer®
interestt
dies (net) itjiK..ooooovvrerviinn, 94.2
liquids: nuKccipls e 206.3
Total Geutfrnment
CXPCHtTUreS. .o &
Lessiyfirinsfers,
est and subsi- _

$669.9

fids: Purchases of
Pgoods and services ... M
Surplus or deficit on

income and product

aCCOUNt v
Statistical discrepancy M ... -4.5
Gross national product ..f..... 974.1

Note: Totals may varjRBccausc of rounding,
p — Preliminary.

Ni>15.8

135.3

313.6

94.2

219.4

974.1

Source — Councilj*Econoinie Advisers, Annual |

NEGOTIABLE When an instrument is negotiable, legal title
thereto may he transferred from one person to another in such a
manner as to constitute the transferee the holder. Negotiation
may he accomplished by mere delivery, if the instrument is a
hearer instrument: or by indorsement and delivery, if the
instrument is an order instrument. The holder of a negotiable

instrument may sue thereon in his own name, and payment to
him in due course discharges the instrument.

The most important attribute of negotiable instruments is the
superior position of the holder who isa hotder in due course,
who holds the instrument free from any defect of title of prior
parties, and free from all defenses except the "real defenses"
available to prior parties among themselves, and who may
enforce payment of the instrument for the full amount against all
liable parties. For the requirements of negotiability, see: sec. 3-
104, Uniform Commercial Code, which has been enacted in the
various States.

See NEGOTIAULE INSTRUMENTS, NEGOTIABLE INSTRUMENTS
LAW.

:Wlc all forms of negotiable i
which is negotiable by merely
'rafts or notes, bearer bonds



and indorsement, e.g., order cbyms, drafts or notes, order hills
rof hiding. Technically, ancgoti#e instrumentis one which calls®
for lhe payment of moncwUills of lading and warchou”?
receipts call for delivery of#rchamlisc, and while they cany
he considered negotiable#irumcnts in the technical scnsc#ill
they muy be ncgotiatedjjrmade order documents. SimilajJf, in
the ease of securities™ doctrine of “bona tide purchj#r" is
analogous to that of [#uer indue course applicable to negotiable
instruments, in tha#ich a purchaser for value in goojMnith and
without notice o#ny adverse claim who takes d#very of a
security in bcaruMorm or of one in registered form#>ticd to him
or indorsed liwini in blunk, acquires the scctii# free of any
adverse claii#ii addition to acquiring the righurof a purchaser
(secs. 8-301«) and 8-302, Uniform Commcrcijd*Code).

Negoti#e documents, therefore, is aJerm employed to
dcsignaJTall pnpcr which may be ncgotiat*whcthcr negotiable
inslruikKnis or not.

NEGOTIABLE INSTRUMENTS  Wwritten orders or
promises to pay money which may he transferred from <tie
person to another by delivery, or by indorsement and delivery,
the full legal title thereby becoming vested in the transferee; a id
the negotiation of which toaholder in due course, gives sue.’
holder the same rights ns the original payee (promisee) free from
defenses (except the “real” defenses) which might defeat them.
Thus, a holder in due course who has purchased a negotiable
instrument and secured title by negotiation is the absolute
owner. He does not merely purchase as good a title as the
previous owner, as docs a mere assignee.

Negotiation is achieved (l) by delivery, I1.€., by merely handing
it from one person to another, when the negotiable instrument is
payable to bearer; or (2) by indorsement, and delivery, when
the negotiable instrument is payable to order.

Any writing to be a "negotiable instrument" within the
meaning of sec. 3-104 of Ihe Uniform Commercial Code must:
(a) be signed by the maker or drawer; nnd (b) contain an
unconditional promise or order to pay a sum certain in money,
and no other promise, order, obligation or power given by the
maker or drawer except as authorized by the Code (see. 3-112
authorizes an instrument to include limited obligation or power
besides the promise or order tc <tiya sum certain in money); and
(c) be payable on demand or at a definite time; and (d)hc payable
toorder or to bearer.

The principle negotiable instruments in the United States are
cheeks, bills of exchange, promissory notes, and acceptances.

6YfNEGOTIABLE SECURITY >,

ing to negotiable invAimcnts, which has undergone tjyt major
attempts to achicy”Hreatcr uniformity among the var#fs States:
(1) the original Inform Negotiable Instruments 1Jf. (UN1L),
wi.ich boginnin”T 1897, was legislated by all thermions States
with. howeveMwariations and departures from#c "uniform"
model for snfl”*lie Slates; and (2) the Uniform Gffnmcrcinl Code
(UCC), wfwTi constitutes a more comnrcl#Kivo attempt to
achieve uniter uniformity in the fields oCwalcs, Commercial
Paper. iSmk Deposits and Collections, 1#Pbrs of Credit. Bulk
Transit, Warehouse Receipts, Bills <#Lading, other Docu-
Title, Investment Sccuritie#mnd Secured Transnc-
tii~ "including sales of accounts, dfintcl paper, and contract
s. The UCC, first olTered to (h#natcs for adoption in 1952
I first enacted by Pcnnsylvnni;uvl953, was by 1971 adopted
rTnevery State except l.ouisiana”R1 also adopted in the District
rof Columbia and |he Virgin Isl;

The term "Commercial liffir" of the UCC comprchcmj
"negotiable instruments”, tjvsubjccl of the UNIL.

Prior to the codificnlioL«rinl enactment of the UNIL, d/ks
growing out of litigation eMcerning hills, notes, and chcck#Tvrc
governed by cr.se law,jff.so-called "law merchant"—aJSmy of
tides, customs. aruNBniiciples which had been prn<#ed for
centuries in Knglaivi*nd recognized legally by (be Jmv courts
iK'ginning in the 1”reenlury, particularly by the farJFis English
juiist. Lord M anacld, sitting on the Court of Kim#llcnch. The
case law. base~ffli the law merchant, and involwg litigation in
modern tim e#* well, is resorted to still in tho#rare cases not
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rcovered "on all fours™ or o#T!oot points nrising under
Codes. The first statement o f~ : principles of lhe law mcrcha
was the British Bills of I-jaflange Act, enacted in 1882.
American UNIL was to njfgc extent inllucnced by the

law

The UCC iscompos#Pf ten Articles, as follows:

Article I, General Ufvisions.— Part I, Short Title, QPhstruc
tion, Application arjM”ulijcct Matter of the Act; ParlJrGencral
Definitions and Py «plcs of Interpretation.

Article 2, Snb~y—Part |, Short Title, GcnerayRmstruction
anti Subject N I~~r; Part 2. Form, Formation undKlcadjustmcnt
of Contract#nrt 3, General Obligation nml#onstructiou of
Contract; 1#T 4, Title, Creditors and Goorl#lith Purchasers;
Part 5, PAHrmancc; Part b, Breach, Rcpujintion and Excuse;
Part 7, Rfpl'dics.

Artiu#i, Commercial Paper. Rcprodii#! below.

AtWc 4, Bank Deposits and Coll<#ons. Also reproduced
bclu#tn view of the provision thnt*fliclc 3 is subject to the
pr#Tsions of Article 4.

\rticlc 5, Letters of Credit,

rArlicle 6, Bulk Transfers.

Article 7, Warehouse Receij#. Bills of Lading, and Other
k)ncnincn(s of Title. — ParlM, General; Part 2, Warehouse
mReceipts: Special Provision#Part 3, Bills of Lading: Sped)"
provisions; Part 4, W are#isc Receipts and Bills of Ludp
jeneral Obligations; P;u#, Warehouse Receipts and \\W \
raiding: Negotiation an#rransfcr; Part ft. Warehouse 1"Cc ;
Jind Dills of Lading: MJrcellancous Provisions.

Article 0, Investnmi Securities. — Part I, Sho #itlc and
Kjcnernl Matters; ly t 2, Issue — Issuer; Pan 3. Pure, Kc; Part 4,
(Registration.

Article 9, Sc#Fcd Transactions; Sales ol ccjJPhts, Contract
flights and ChJnel Paper. Also reproduced h \in view of the
provision th#Articlc 3 issubject to the provisos also of Article
I

Articlo#, Directive Date and Repealer.

Bee#™ of persisting although p*tl#:d variation in the
ovisions of enacted State #:rsions of the UCC,
should be made to (he p;i“Kular State law in each

Siction, along with the interpret# ease law of the jurisdie-

L which sometimes has constrii#particular statutory provi-

sions with variation as compared Mtb other jurisdictions.

Text of Articles 3, 4 and 9 ctM\c UCC is appended herewith

lor general information and a#Tiasis for noting the variations
|lcparturcs therefrom by the#rlicular State’s statutes.

iCommercial Code
Article 3
Commercial Paper

Part 1
Si'Mi Title, Form ami Intcrjiretatioj®
Section 3-10”p Short title.
This Articl*Kliull be known and may be
Commercinl#idc — Commercial Paper.
Section5yi02. Definitions and Index <
(1) InvTis Article unless the contexto VWisc requires
(@) j#sue" means the first delivery® n an instrument to a
holdcwr a remitter.
(I1#\An "order" is a di
aii#tthnrizntion or rcqtie
m reasonable certainty

U as Uniform

#untl must he'more than
nentify the persim to pay
addressed to one or more
fch persons jointly or in i e but not in succession.

(e) A “promise” is an :to pay and must lie more
than an acknowledgment i on.

(d) "Secondary party’ over or endorser.

(c) "Instrument"” inea ile instrument.

2) Other definitions” is Article and the set;
in which they appear:

“Acceptance’ JFn 3-410.
"Accommod: (nrty". Section 3-115.
"Alteration™. on 3—107.
"Certificate o isit". Section 3-104.
"Ccrtilicntioi ction 3-411.
"Check".# 1-104.

"Definite#!! ction 3-109.
“Dishog#’, in 3-507.
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SB 156 "An Act relating to payment of insurance
settlements.”

The department is essentially neutral on this bill because we do not
feel it corrects the problem it was designed to fix. Many years ago,
all insurers in Alaska and elsewhere paid claims with claim drafts.
Banks refused to accept drafts for credit until they had been
presented and honored at the bank of the insurer. mAlaskans were at
the mercy of the banks.

Legislation was introduced and passed which required insurance claim
payments by bank check. This was to provide prompt cashing
privi“leges. Instead, insurers pulled back draft issuing authority
from adjusters and issued checks from the home office instead of the
field. Banks held the checks for several weeks for clearing before
crediting the claimant®™s account. Some may have held them much
longer.

Now comes another attempt to shoiten the time a claimant must wait to
receive credit. |Insurers will have an additional step because they
must go to a bank for a certified check which will delay payments.
Banks may continue to hold certified checks for payment. We
understand that certified checks are not common any more. Cashiers
checks are a possible substitute except that insurers normally print
release on the claim check.

We understand that even though banks may receive credit under the
federal reserve bank within a few days there may be situations in

which funds are held for much longer periods of time before crediting
the claimant®s account. .-

/' Loren H. Lounsbury, Commissioner

Date: /<f-J 1
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Senator Fred Zharoff
Alaska State Legislature
Pouch V

Juneau, Alaska 9Q811

Re: Senate Bill 156

Dear Senator Zharoff:

Insurance Company and Allstate
Insurance Company and am writing to you on their behalf In
opposition to Senate Rill 156. Senate Bill 156 would require
that payment for a judgment or settlement of a claim In excess of
$25,000 be by certified bank check. We understand the purpose of
this requirement is to eliminate delay after the check has been
presented to a bank, however we do not believe such a requirement
will do so and 1iIn fact, such a requirement may well cause more
delay then it eliminates. Both Allstate and State Farm currently
have the capability of obtaining settlement checks almost 1Imme-
diately. Settlement checks can be written by Alaska personnel,
SO once a case iIs settled, or In the alternative a judgment 1is
entered, a check iIn payment of that claim can be obtained within
hours, or even sooner, iIf necessary. To 1Impose a requirement
that the payment be made by certified bank check will require the
check to be 1issued by an out of state bank, and then sent to
Alaska. For example, the State Farm checks for Alaska are drawn
on a bank in their vregional headquarters, Salem, Oregon.
Allstate checks are drawn on a Seattle bank, I frankly don"t
know of any iInsurance company which issues settlement checks from
banks located in Alaska.

I represent State Farm

impair our ability to
manner .

The passage of this legislation will
issue settlement checks in excess of $25,000 in a timely
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Most of the complaints that we are aware of regarding the timing
of settlement checks concerns a delay j.n obtaining that check,
not a delay once the check 1is received. In short, iIf there 1is
any benefit to this legislation, we feel i1t would be outweighed
by the delay the [legislation itself will cause in obtaining the

certified checks.

We also wish to add that a certified check does not
guarantee that a bank will give 1t credit any sooner than our
standard checks. We are aware of no requirement that a certified
check be paid upon presentation, and would suspect that the banks
will simply wait for the check to be honored before they iIn turn
will get the credit.

IT there is a problem with the payment of claims, we suspect
it deals with a very small number of 1insurance companies, and
that the problem could more appropriately be dealt with on a
case-by-case basis through the Division of Insurance.

Sincerely,

HUGHES THORSNESS GANTZ
POWELL & BRUNDIN

By mi»4-
Michael L. Lessmeier

MLL/mh

cc: Senator Richard Eliason
Senator John Sackett
Senator Don Bennett
Senator Bill Ray



Bill NO.  senate Bill no. 106 Date March 1, 1985

Title "An Act relating to Alaska bidder Contact, Lancjau
preference." 465-2700

The Department of Labor supports the passage of Senate Bill 106. This
legislation would amend the Alaska bidder®"s preference law, AS 37.05.230(5),
to require that each member of a joint venture must separately qualify as an
Alaska bidder in order for the joint venture itself to qualify"for the bidder
preference.

The Department believes that this legislature is necessary to protect against
out-of-state Ffirms joining with a nominal Alaska partner in order to gain
preferential bidder status on public contracts. In 1,by-Northface vs.
Commonwealth Electric Co., 664 p. 2d 557 (Alaska 1983), the Alaska™ Supreme
court interpreted existing law to permit a joint venture to qualify for the
bidder®s preference even though the primary partner in the venture was a large
out-of-state construction firm. Because of the higher cost of doing business
for Alaska firms, as well as the high rate of unemployment among Alaskans, an
amendment to the law is necessary to ensure that the benefits of a bidder-s
preference flow only to those persons or businesses that have established a
bona fide presence iIn Alaska.

APPROVED:

AJiin Robison, Commissioner
Department of Labor



STATE OF ALASKA 7985 LEGISLATIVE SESSION
FISCAL NOTE

Revision Date:

REQUEST FISCAL DETAIL

Hi 11/Resolution No.: SB 106 Agency Affected: Labor _

Title: "relating to Alaska bidder Program Category Affected: SociaT~Services
preference" -

Sponsor: Eiiason & Fahrenkamp BRU, Program or Subprograml!s) Affected:

Requestor: Senate Labor V Commerce Admimsrative Services

Date of Request: 03701785 ..... - -- --

FY 55 FY¥ bo T T & FY 88 FY 89 FY 90
OPERATING
I0O0TENiISUJTVL SLRVI1QAI3
200 TRAVEL
100 CONTRACTUAL
*00 SUPPLIES
500 EQUIPMENT
md0 LAND A STRUCTURES
700 GRANTS, CLAIMS

300 MISCELLANEOUS
TOTAL OPERATING 0 0 0 0 or- 0

-
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CERtHsrmir

-EDERAL FUNDS
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8-UIL-I IHE
|>ART-TIME -
TEMPORARY

ANALYSIS: Attach a separate page if necessary

*k <n
/ | *Ir'Vs 11
/1 ) LY U

Prepared By: Judy'™Knight,Pirector Phone: 465-2770
Division: Administrallve Services Yy Date: =1, /</ <"

© c-p *7Yu
Approved by Commissioner:__J Date: 3/,YI>S~
Agency: _Labor / - ~ -

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) 7/1/84
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Revision Date:

REQUEST _ FISCAL DETAIL
Biil/Kesclution No.: SB 156 Agency mtrecced: Commerce & Econ. Dev.
Title: Relating to payment of Program Category Affected:

insurance settlements PublicProtection
Sponsor: Rode.y BRU, Program or Subprogram!s) Affected:

Requestor: Rodey Divisionoflnsurance
Date of Request: 2/26/85

EXPENDITURES/REVENUES:  (Thousands of Dollars®)
FY bo I-Y 50 Fy 8/ Fy 88 Fy 89 Fy 9u

OPERATING
ilk> PcROUNAL Sr.nVICES
200 TRAVEL
300 CONTRACTUAL
WO SUPPLIES
500 EQUIPMENT
500 LAND A STRUCTURES
700 CRANTS, CLAIMS
300 MISCELLANEOUS
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FEDERAL FUNDS 1 1 |

OTHER 1 1
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TEMPORARY -U-- I-U - -0- 1-u- -0- -mu(l- [

ANALYSIS: Attach a separate page if necessary

»

Prepared By:_  Donald A. Koch Phone: 465-2577
Division: insurance i T \ Date: z-z"g-r
Approved by Commissi one Loren u. Lounsbury""- Date: VvC/ /fi-s
Agency: Commerc”and Economic ueveiopment-—-———-—————— A— ——-

Distribution (by Agency preparing fiscal note):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agfncg(ies)

17641226852

Fiscal Note
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THE ALASKA CHAPTER

ASSOCIATED GENERAL CONTRACTORS
OF AMERICA, INC.

SKILL BOX 4-2500 . ANCHORAGE, ALASKA 99509 3201 SPENARD ROAD
RESPONSIBILITY TELEPHONE (907)561-5354 ANCHORAGE
INTEGRITY TELEX 25-394 William E. Schneider
MANAGER

October 3, 1985

Fred F. Zharoff
Box 405
Kodiak, AK 99615

Dear Senator Zharoff:

The U.S. Department of Housing and Urban Development recently compared the
delivery of municipal services by both the private sector and the public sector. |1
have enclosed a summary of the study®s major findings. | think you will find these
findings are interesting particularly with regard to cost savings.

According to the report, which covers asphalt paving and other work sometimes
performed by local governments, private Firms perform more efficiently - 96 percent
more so in the case of asphalt paving - and deliver a product or service that is of
a higher quality.

Almost all services provided by municipalities were significantly more costly
than those provided by private contractors. Private contractors were found to be
more efficient because they tend to: 1) require more work from their employees; 2)
use less labor intensive means in their projects; and 3) give line managers more
responsibility, including making decisions on hiring and firing employees.

You are concerned with costs and productivity. This government study points
toward private contracting as a means of assuring quality construction with
substantial cost savings. This study could well apply to state projects as well as
municipal projects.

IT you are interested in receiving a full copy of the HUD study, please contact
our office. | am interested iIn your views.

With best personal regards,

ALASKA CHAPTER
ASSOCIATED GENERAL CONTRACTORS

President

GWE:WES/dIc

Enclosure

cc: AGC Executive Committee

ForceAcc:Ic

*"An Award Winning chapter"”
CHAPTER OF THE YEAR - 1981
CHAPTER PRESIDENT OF THE YEAR - 1981
CASHMAN MEMBERSHIP TROPHY - 1982
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THE ASSOCIATED GENERAL CONTRACTORS OF AMERICA

1957 E Street. N.W. « Washington, D.C. 20006 « (202) 393-2040 « TWX: 710-822-9406 AGO WSH

VERNIE G. LINDSTROM, JR., President RICHARD E. HALL, Senior Vice President DANA HUESTIS, Vice President

WALTER K. PR1IESTER, Treasurer HUBERT BEATTY, Executive Vice President

Construction by Contract Bulletin #385-1
August 9, 1985

TO: Construction by Contract Committee
AASHTQ-AGC-ARTBA Joint Committee
Asphalt Pavement Committee
, Chapter Managers

SUBJECT: Federal Government Report Confirms Long-Held AGC View That
Contracting Out Is More Cost Effective Than Performing Work

With Government Employees

A recent Department of Housing and Urban Development (HUD) report,
"Delivering Municipal Services Efficiently,”™ confirms AGC"s view that
work that is contracted out to private firms is performed more efficiently,
resulting 1In a better work product and substantial savings for the tax-
paying public. According to the report, which covers asphalt paving and
other work sometimes performed by local governments, private firms perform
more efficiently - 96 percent more so in the case of asphalt paving - and
deliver a product or service that is of a higher quality. The following
are some highlights of the study.

e Almost all services provided by municipalities were
significantly more costly than those provided by
private contractors.

e Private contractors were found to be more efficient
becetuse they tend to: 1) require more work from their
employees, 2) use less labor intensive means in their
projects, and 3) give line managers more responsibi-
lity, including making decisions on hiring and firing
employees.

The savings that can be obtained through the use of private firms
is well illustrated by the findings on asphalt paving. According to the
report, asphalt paving performed by local governments is 96 percent more
costly them similar work done by private contractors. Additionally,
private asphalt; pavement contractors turned out a work product that js
superior to that of local governments. (Attached are the main findings of
asphalt pavement portion of the report.)

THE FULL SERVICE CONSTRUCTION ASSOCIATION FOR FULL SERVICE MEMBERS
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Productivity was found to be a key far the overwhelming efficiency
of asphalt pavement contractors. Workers employed by asphalt pavement
contractors were four times more productive than local government
employees. (Contractor employees, it was found, averaged 4,508 tons of
asphalt laid per year compared to 1,180 tons for municipal employees.)

The use of private contractors provides the tax-paying public benefits
that extend beyond efficiency. For example, by using the contract method of
construction:

« The general contractor provides centralized responsibility
for the project.

e The price is firm and guaranteed by the contract, and the
public has no risk of cost increases. All of the variables
the market-place, such as iIncreases iIn material prices,
wages and shortages are borne by the private contractor.

e Timely completion 1is assured by a liquidated damage provision.
e Faithful performance is backed by performance and payment bonds.

e Risk of damage during construction is borne by the contractor,
not the public.

9 The contractor must "defend and hold harmless™ the public
against claims and must provide the public with iInsurance
coverage.

« Quality iInspection iIs at "arm"s length” by independent inspectors.

e The final work i1s warranted and defects must be corrected at
no expense to the public.

Copies of the 42 page report summary can be obtained by contacting
the hGCc National Office.

The HUD report will be discussed at the Construction by Contract
Committee Meeting which will be held on September 29 during the Detroit
Midyear Meeting.

Sincerely,

Valentin J. Riva
Secretary
Construction by Contract Committee



Asphalt Paving

Main Finding!

. There 1is a significant cost difference between service delivered
by a contractor compared to that provided by a municipal agency.
On averager asphalt overlay construction services provided by a
municipal agency arc 96% more costly than when performed by a
private firm under contract to the municipality.

. There is no significant difference in the quality of service
provided by contractors and that provided by municipal agencies.
Using a rating sysem modified after one developed by the Asphalt
Institute, asphalt overlays put down by contractors had an average
rating of 97.2 (out af a perfect score of 100), while those put
down by municipal agencies had an average rating of 94.9.

. Host of the difference in the cost of contract as compared to
municipal asphalt overlay construction services appears to be
explained by five factors: (1) higher productivity - contractor
crews put down more tons of asphalt per man-day than municipal
operations; (2) technology — contractors use pavers with larger
paving widths and heavier rollers than their municipal counter—
parts; (3) management - contractors assign larger crews to an

overlay project than do municipal agencies; (4) supervision of
workers —* contractor foremen are more likely than municipal
foremen to remain on-site directing operations continuously
throughout a shift and are also more likely to have the authority
to fire workers; and (5) responsibility for equipment maintenance
contractors are more likely to be responsible for equipment
maintenance than are the municipal departments delivering asphalt
overlay services. Contractor crewmen are also paid significantly
more than comparable municipal employees.
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THE ALASKA CHAPTER

ASSOCIATED GENERAL CONTRACTORS

OF AMERICA, INC.

BOX 4-2500 . ANCHORAGE, ALASKA 99809
TELEPHONE (907) B01-S354
TELEX 25-394

November 20, 1985

Senator Fred F. Zharoff
P.0. Box 405
Kodiak, Alaska 99615

Dear Senator Zharoff:

3201 SPENARD ROAD
ANCHORAGE

William E. Schneider
MANAGER

Per your request, please find enclosed HUD"s full report on contracting out

Government Services.

We appreciate your interest and if we can answer any questions please let us

know .

Sincerely,

ALASKA CHAPTER
ASSOCIATED GENERAL CONTRACTORS

George Easley

Immediate

WESrdlc

// JxL M '

Past President

Enclosure:!

HUDStudy .1

C

' -An Award Winning Chapter"”
CHAPTER OF THE YEAR - 1981
CHAPTER PRESIDENT OF THE YEAR =+ 1981
CASHMAN MEMBERSHIP TROPHY - 1982
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DELIVERING MUNICIPAL SERVICES EFFICIENTLY:
A COMPARISON OF MUNICIPAL AND PRIVATE SERVICE DELIVERY

SUMMARY

Barbara J. Stevens, Editor

Prepared by:

Ecodata, Inc.
New York, New York 10005

For:
U.S. Department of Housing and Urban Development

Office of Policy Development and Research
Community Development and Fair Housing Analys.” Division

June 1984



ACKNOWLEDGEMENTS

Ecodata wishes to thank the many city officials and private contractors

who participated in this project.

Tneir cooperation and the time they took

from their busy schedules to share data and insignts made this study possible.

Tnanks also go to the organizations who assisted us in the early project
stages, to our knowledgeable and active Advisory Panel, and to, of course, the

project research staff.

Advisory Panel Members

James C. Gilley
City Manager
Lancaster, California

David Harrison
Research and Information Director
League of California Cities

Jack 0"Neal

Executive Director

Los Angej.es County Division
League of California Cities

Brice Stephenson
(former) City Administrator
Laundale, California

David Thompson
City Manager
Manhattan Beach, California

George Voight
Executive Director
California Contract City Assoc.

CPgPeratiQE Aaa.gfiiaUPHS

Asphalt Institute (James A Burton)

Building Service Contractors

International City Management
Association (Lydia Manchester
and Carl Valenti)

International Arborist Assoc.

Los Angeles Bureau of Street Main-—
tenance (Edward D. Longiey)

New York City Bureau of Signals
and Traffio Operations

New York City Department of Partes
and Recreation (Dennis Ryan and
Richard DeCesare)

mgfg.Icst Research StaTf

Dr. Barbara J. Stevens, Project
Director

Dr. Eileen Berenyl

Clare Boerschlein

David Cerrato

Harry A. Coates

Dr. Martin R. Frankel

Daniel Freeman

Robert Gould

Gerard Heiber

Sandra Murphy

Ruth H. Somers

Myra Strausfeld



Foreword .....oceooeeooaoaa...

Acknowledgements ... .......

TABLE CF CONTENTS

Table of Contents ...............

List of Exhibits ......

Introduction ...............

Principal Findings .......

Service Delivery - Basic

(D= o

Organizational Arrangementand the Cost of Service Delivery .........

Why Are There Differences

Inthe Efficiency of Service Delivery

How the Research Was Done ....oceemeemunnnn..

Specific Service Findings

111

Pase

11

111

1lv

10

15

20

23



LIST GF EXHIBITS

Exhibit

1 Definitions of Services Studied ... ... .. .. .. .. .. ....
2 Variables Defining Scale and Level of Service,

DY ServICe .o aiaaaaa
3 Cost, Level of Service, and Scale of Output of

Eight Services . .ooiiiioiiii i
4 How Quality of Service Delivery Was Measured ..........
5 Cost Distribution of Contractors and Cities ............
6 Labor and Fringe Benefit Costs and Rates by

Service and by Organizational Arrangement ...........
7 Results of Cost Comparisons Holding Other

Factors Constant ... ... .. . ioioiioioao...
8 Predicted Average Cost, by Contract and Municipal

Service DellVerer ...
9 Pooled Analysis Across Services - Differences 1In

Individual Variables . ... e



This report summarizes the findings from a study of the cost-
effectiveness of the delivery of eight local government services-
street sweeping, janitorial, refuse collection, payroll, traffic
signal maintenance, asphalt overlay, street tree maintenance, and
turf maintenance. The study focused on the relative efficiency
of private contractors and municipal employees In delivering these
services. In addition, the study ldentified those management
factors associated with effective service delivery, regardless of
organizational arrangement. For a more comprehensive dlsscusslon
of the study®"s findings and methodology, see Delivering Municipal
Services Efficiently: A Comparison of Municipal and Private
Service Delivery- Technical Report, prepared by tcodata, inc. for
the U.S. Department of Housing and Urban Development, June 1984.



A. PRINCIPAL FINDINGS

Eight local government services were studied- Data on the cost, level
of service, scale of output, quality of service, management practices and
technology utilization were obtained from ten cities contracting for each
service and from ten cities providing each service with municipal employees.
All cities were located in the T.os Angeles Standard Consolidated Statistical
Area. In all cases, the cost of contractor provided service included not
only payments to the contractor but also municipal contract monitoring
costs.

The eight services studied are: street cleaning, janitorial services
(building cleaning), residential refuse collection, payroll preparation,
traffic signal maintenance, asphalt overlay construction, turf maintenance,
and street tree maintenance.

Exhibit 1 provides a definition of each of the eight services studied.
Also indicated on this chart is the average percentage of municipal non—
capital expenditures which the cities in the sample devoted to this service.
Of theeight services studied here, refuse collection represents, at 4.2%,
the greatest component of the average citybudget, while payroll prepara—
tion, at 0.4%, represents the smallest component of the average city budget.

The basic goal of the analysis was to proceed in three steps, answer—
ing the following questions, one per step:

. QUESTION //1:  Is there a significant difference in the cost of
service delivery between contract and municipal cities, when the
influence of the scale of operations and the level of service
provided is removed?

ANSWER:  For all services except payroll preparation, municipal
service delivery is, on average, significantly more costly than
private contractor service delivery. Municipal provision of
service ranged from 37% (street tree maintenance) to 96% (asphalt
overlay construction) more costly than contractor service delivery.

. QUESTION /72: Do differences in the cost of service delivery by
contractors as compared to municipal employees arise because of
differences in the quality of service provided?

ANSWER: No statistically significant differences in the quality
of service provided by contractors as compared to municipal
agencies was found for any service studied.

. QUESTION #3: What management or technology factors account for
differences in the cost of service delivery (and, particularly,
what factors could be implemented by a locality which did not
wish to contract out)?

ANSWER: In comparison to municipalities contractors tend to: 1)
require more work from their employees, offering equivalent salaries
but less liberal vacation and leave; 2) use the least qualified



EXHIBIT 1:

Service.

Street
Cleaning

Janitorial
Services -
Building
Cleaning

Residential
Refuse
Collection

Payroll

Traffic
Signal
Maintenance

Asphalt
Overlay
Construction

Turf
Maintenance

Street Tree
Maintenance

Definitions of Services Studied

Definition

Removal of litter, dirt, and other un—
wanted materials from street surfaces,

excluding the transport, transfer, and
haul associated with disposal.

Regular cleaning of public buildings in
cities. Included are buildings such as
City Hall, City Courthouse, Prisons,
and Public Works Buildings.

The pick up and removal of refuse from
households (and small conuiercial estab—
lishments served on residential routes).

Production of paychecks and employee
pay records; issue of 1099°"s and w-2"s;
completion of payroll journal entries;
maintenance of employee master list.

The routine repair and preventive main—
tenance of existing signal devices, and
emergency repair in response to accident,
storm, or other unplanned event.

The application of a new asphalt wearing
surface to a street, Including the asso—
ciated functions to maintain the struc—
tural integrity of the roadway, such as
preparation, raising of street hardware,
laying of interliners.

The maintenance of grassy areas 1in parks,
within median strips, along public road—
ways, and surrounding public buildings.
Includes all maintenance, such as mowing,
watering, weeding, fertilizing, reseeding,
and aerating.

Maintenance of street trees, including
pruning, planting, watering, spraying,
and other maintenance activities.
maintenance of trees located in public
parks.

Excludes

% of City
Budget

0.9%

0.5%

4.2%

0.4%

0.8%

0.7%

2.0%

1.3%



personnel able to perform each task; 3) use part tine (not re—
ceiving full fringe benefits) labor wherever appropriate; 4)
require thit Managers be recponsible for equipment availability
as well as labor availability; 5) allow first line supervisors
hiring and firing authority; and 6) use a less labor intensive
means of providing each service. These findings hold true across
the services taken as a group. Additional findings pertaining to
the individual services studied are outlined in Section F.

The preceding questions and answers provide but a glicipse of the
findings of this project. Of obvious interest to local officials inter—
ested in evaluating how their city Measures up are the basic data their-
aelves. These data are presented in the following section.

d. SERVICE DELIVERY — BASIC DATA

In this section, basic data are presented for each of the eight services
studied. All cost data are for fiscal 1982. City officials May be inter—
ested in coMparing the achieved efficiency (Measured in non-Monetary terms)
in their city to that of the cities studied here. Additionally, comparisons
of the level of service provided can often provide the starting point for
an overall evaluation of service delivery.

Section #1 highlights data on unit costs, level of service, and
quality of service. Section #2 shows how contract and Municipal costs break
down into such components as labor, depreciation, and fringe benefits; also
presented here are comparisons of contractor and Municipal wage and fringe
benefit payments.

1. Cost, Level, and Quality of Service

For this project, it was sometimes necessary to define new measures of
the level of service provided or the scale of output. For janitorial
services, for example, the level of service was defined as the sum of the
standard time (obtained from industry associations) which would be required
to perform all cleaning services required/performed by the city, taking
into account the frequency of each cleaning activity, divided by the number
of square feet of floor space in buildings cleaned. This swasure allows one
to compare a city where janitorial services include floor cleaning,
furniture dusting, window washing and kitchen cleaning to one where
janitorial services consist of floor cleaning only. The sample average
level of service for janitorial services is 34.04 minutes per thousand
square feet. Street sweeping is a more straightforward example. Here, the
level of service is the number of times per year streets are cleaned. The
output variable is the curb miles swept, which equals curb miles swept
times frequency of sweeping. Exhibit 2 defines the preferred scale and
level of service measures for each service.

It is possible to define various measures of the efficiency of service
delivery. mAn obvious measure is the cost per unit of output. Another
attractive efficiency measure is the full time equivalent labor hours
required per unit of output. These measures, while attractive, do not
control for level of service.



EXHIBIT 2:

SERVICE

Street Sweeping

Janitorial

Refuse Collection
Payroll

Traffic Signal
Maintenance

Asphalt Overlay

Street Tree
Maintenance

Turf Maintenance

aTh»se are the primary measures.

Variables Defining Scale

SCALE

Curb miles swept

Thousands of

square feet

cleaned per year
(frequency by type
of cleaning x
square feet served)

Tons collected
# of paychecks
issued

# of intersections

maintained

Tons laid

Adjusted tree
trimming visits

# of acres mowed
per year (frequency
X acres maintained)

measures are considered and analyzed.

and Level

In the

of Service, by Service®

LEVEL OF SERVICE

Sweepings/year

(Specified cleaning function x
standard time to perform, summed
over all cleaning tasks)/1000
feet square

Frequency/pick up location, once

a week curbside

% of checks to salaried employees

# of preventive maintenance visits
per intersection per year

Preparation - % with interlayer

reinforcement

Type and extent of pruning; # of
different tree siaintenance
activities

# of different turf maintenance
activities performed; frequency
of arawings

chapters on each service, alternate

NStandard times were obtained from the publications of the Building
Service Contractors Association of America.

CTo adjust for variance
for example,

compared to,

watering),

in the portion of visits for tree trimmings (as
the actual number of tree trimming vis—

its was divided by the percentage of time tree maintenance crews devoted to

tree trimming to obtain adjusted tree trimming visits.
city with 1000 tree trimming visits,
the adjusted tree trimming visits

this activity,

-5 -

For exampL <in a

where crews spend 80% of their time on

is 1000/..8 & 1250.



Exhibit 3 presents basic information about the per unit cost of
delivering each of the eight services. The sample mean, minimum, and
maximum is presented for two efficiency measures for each of the eight
services. For each service, the range in the cost per unit of output is
very large - over 500% in payroll, where the cost per paycheck issued
ranges from $2.35 to $10.27; over 700% in janitorial services, where the
cost per thousand square feet cleaned* ranges from $1.52 to $10.91; alsiost
600% in street cleaning, where the cost per curb mile cleaned ranges from
$6.25 to $36.92; 350% in refuse collection, where the coat per ton of
refuse collected ranges from $12.48 to $43.62; over 400% in asphalt overlay,
where the cost per ton laid ranges from $30.96 to $136.77; over 300% for
traffic signal maintenance, where the cost per signaled intersection main—
tained ranges from $8.43 to $28.01; almost 500% for turf maintenance, where
the cost per acre mowed ranges from $39.02 to $193.46; and over 600% in
street tree maintenance, where the cost per tree trimming visit ranges from
$20.25 to $130.99. Some of these cost differences are attributable to
differences in the level of service provided, but the major portion of cost
differences 1is dependent upon the technology and management of service
delivery. In short, without affecting the level of service, many cities
will find that appropriate changes in management practices can result in
savings of up to or even greater than 50%.

As local officials commonly wonder if contractors provide service of
equivalent quality to that provided by municipal workers, accurate measure—
ment of service quality was important here. Quality of service was usually
measured by direct observation. Exhibit 4 describes the specific procedures
and definitions which were devised to measure quality. [In general, there
was less variation in quality of service provided by cities or contractors
than there was in cost of service. However, cities were observed where
quality of service was exceptionally high and exceptionally low. Without
exception, though, differences in service quality were not found to explain
differences 1in service cost. This is an important finding given local
government officials concern for maintaining service quality.

2. Cost Components

As a rule, the services studied are quite labor intensive. As Exhibit
5 shows, across all eight services, the cities with municipal service
delivery expended 60.1% of total costs on direct labor and fringes for
direct labor. The least labor intensive service was asphalt overlay con—
struction, with an average of 44% of total costs composed of salaries and
fringes for direct labor. The most labor intensive service was janitorial
service%, with an average of 76.3% of total costs going to labor.

Exhibit 5 also shows the cost components of contract cities. Here,
detailed information is available about the components of the municipal

monitoring and contract letting costs. Perhaps the arast interesting
conclusion to be drawn from this is that municipal monitoring represents,
on average, a large percent of total costs - 25.2%. The service in which

*Square feet actually cleaned, not space in buildings to be cleaned. Thus,
100 square feet mopped 260 times a year equals 26 thousand square feet
cleaned.
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EXHIBIT 4: How Quality of Service Delivery Was Measured
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EXHIBIT 5: Cost Distribution of Contractors and Cities

Cities Cost Component Contractors
44 .42 Municipal Salaries 11.4X
15.72 Municipal Fringes 3.3Z

Municl * Other
24 .12 Operating Expense 6.1X
5.42 Municipal Depreciation *X
10.12 Municipal Overhead 3.7X
0,02 Payments to Contractor 74.81
100.01 TOTAL 100.0X

Contractor Cost Distribution

C(|1t3{ Sgl)aries Cifh%%
Ci(tglggr)lges

C * b C%r%% )Other
b

Contract Fringe
(7.6X)

Municipal Cost Distribution

Fringes

. (15.7X)
W

Overhead
(10.12)

Def)srleﬂggion - S&Iarlig)s( |



municipal expenditures are the greatest percent of total costs is payroll
preparation, where municipal expenditures (in large part consisting of
municipal employees serving as timekeepers) account for 68.7% of total
costs; the service with the smallest municipal expenditure is asphalt
overlay construction, where municipal expenditures account for 5% of total
costs. When payroll preparation is excluded from services analyzed, the
average municipal expenditure in a city with contract service decreases to
19% of total cost.

Exhibit 6 presents by organizational arrangement the percentage of
total costs attributable to labor and fringe benefits. (Contract city
statistics include both municipal and contractor wage and fringe costs.)
For all services except turf maintenance, the contract cities are less
labor 1intensive than the municipal cities. Street tree maintenance and
turf maintenance are the two services with the greatest overall labor
intensity - 70% of the costs go to labor in these services. As might be
expected, asphalt overlay construction is the least labor intensive service,
with an average of 37% of costs going to labor. Exhibit 6 also presents
data on wage and fringe benefit rates for the eight services. As shown,
the fringe benefit rate paid municipal workers is higher than that paid to
contractor staff for seven of eight services. Likewise, municipal workers
are paid a higher monthly wage than their contract counterparts for seven
of the eight services, although the disparity in wage rates is not as great
as that for fringe benefits.

The service with the Jlowest monthly wage 1is janitorial services;
building cleaners are paid an average of $881 per month by private firms
and $1,234 by municipalities. Private firms pay asphalt overlay workers
most highly — $2,421 per month. This 1is the only service where the private
sector pays more than the public sector. Payroll preparation is so differ—
ent from the other services that it is not considered in making these
comparative statements. Traffic signal maintenance workers receive the
highest wage from municipal agencies - $1,721 per month. The effect of
these remuneration rates on service costs is examined later.

C. ORGANIZATIONAL ARRANGEMENT AND THE COST OF SERVICE DELIVERY

Section A presented the major findings of this project. The preceding
section discussed some of the values for key factors used in the analyses.
These data are helpful for a city official interested in comparing his city
to the cities studied here. This section goes beyond the simple summary of
overall results and key data and explains how these results were obtained.

The answer to the questions - Do contractors provide services at a
lower cost than municipalities do? Does the quality of service differ
between contractors and municipal agencies? - is a basic goal of this
research. These questions were addressed using several analytical tech—
niques .



EXHIBIT 6: Labor and Fringe Benefit Coats and Rates by Service und by
Organizational Arrangement

Labor & Fringe
Benefit Costs as % Fringe Benefits as Average Monthly
of Total Costs % of Labor Costs Wage of Laborers

Service Contract* Municipal Contract*5 Municipal Contract*5 Municipal

Payroll 49% 63% 27.6% 25.7% $2,083< $2,375°
éfgrf;; 30% 44% 36.3% 34.0% $2,421 $1.532
Refuse . .

Collection % 50% 20. 1% 38.54 $1,237 $1,418
iﬁ;ii?ng 44 46% 13. 9% 37.7% $1,576 $1,612
Janitorial  56% 76% 15.0% 39. 4% $ 881 $1,234
;;g:::c 54% 624 21.5% 30.6% $1,500 $1,721
?fgiet 70% 69% 27.54 35 7% $1,390 $1,475
Turf . . 0 0

Management 1% 69% 19.3% 40.5% $ 956 $1,237

a Includes labor and fringe benefit costs for both municipal and contrac—
tor personnel.

b Contractor personnel only.
¢ Average aionthly salaries for supervisory/managerial level personnel.

Contractors do not employ operations staff (laborers) equivalent in
responsibilities (and wage rates) to those in municipal cities.



Analyses were conducted across the matched pairs for each service, as
well as between the ten municipal and the ten contract cities as pooled
groups for each service* Additionally, analyses were conducted between the
group of ten cities with below-median unit cost (the "low-cost" cities)
and the ten cities with above-median unit costs (the "high-cost"™ cities).
Case study analysis, single variable analysis, and multivariate analyses are
all discussed and presented in the individual service chapters of the ain
report to this study,

Of greatest interest here is the multiple regression analysis which
was used to estimate the separate impacts on total service delivery costs
of three different types of factors. First, are the factors known to affect
the costs of service delivery (namely, the scale of output and the level of
service provided and the physical - i.e., geographic and topographic -
conditions under which service 1is provided) which are usually outside
the control of the service deliverer** Second, 1is the organizational arrange—
ment for service delivery (contract or municipal, which at this stage
embodies all of the factors which are under the control of management).
Third, is the quality of service delivered.

The multiple regressiondnalyses, relating total costs to the three
sets of factors described above, are highly successful in explaining the cost
of service delivery. The percentage of the variation in the cost of service
delivery explained ranges from a low of 83% (in payroll and turf mainten—
ance) to a high of 94% (in refuse collection). For all services, as expected,
total costs increase with increases in the scale of operations and the
level of service provided.

Exhibit 7 [lists the variables held constant in analyzing each
service, the percentage of total cost explained by these factors, and the
impact of organizational arrangement on cost. For all services except payroll
preparation, the organizational arrangement for service delivery - contract
or municipal - is statistically significant in predicting the total
cost of service delivery. Excluding payroll preporation, where no differ—
ence 1in cost is found between contract and municipal service delivery,
service provided by municipal agencies is from 37% (street tree maintenance)
to 96% (asphalt overlay) more expensive than when service is provided by a
private contractor. In deriving these differences in cost, the quality of
service provided by the individual cities was also held constant.

Exhibit 8 translates the results of the regression analyses into more
familiar terms. For each service, this exhibit shows the cost per unit
output which is predicted by the regression equation for cities with a speci—
fied scale and level of service with contract compared to municipal service
delivery.

*A matched pair consists of two cities delivering the same service with
similar service levels and scale of output; the cities differ in the organi—
zational arrangement for service delivery -- one city uses a municipal
agency while the other contracts for service.

**Such factors are usually determined by the size of the municipality,
the vote of the citizens or the city council, or otherwise by someone not
directly responsible for service delivery.
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EXHIBIT 7: Results of Cost Comparisons Holding Other Factors Constant
Percent Percent
Difference Variable Cautrolled For of total
MU-CO Level of cost ex—

Service co Scale Service Quality Condition plained
Street 43% Curb Times Rating - Retail 86%
Cleaning miles cleaned block sales/curb

cleaned/ per year faces mile

year*
Janitorial 73% Square Standard Quality NA 92%

feet in time per rating --

buildings square foot cleanliness

to clean*
Refuse 28-42% Cubic **Refuse/ Quality Population/ 98%
Collection yards of household rating curb mile*
(residential) refuse (lids re—

collected placed, etc.)
Payroll None # of % % with NA 83%

checks salaried errors

issued*
Traffic 56% # of # preven— // of items NA 93%
Signal inter— tive main— in need of

sections tenance repair

maintained* visits/

intersection/
year*
Asphalt 96% Tons of % with Rating NA 93%
Overlay asphalt rein— (cracks,
Construc— laid* forcing etc.)
tion material™*
Turf 40% Acreu // of Rating - % of area 83%
Maintenance mowed™ activities* visual with no
problems*

Street 37% # of Weighted Rating -** // of acti— 89%
Tree tree level of by arbor- vities per—
Maintenance trimming pruning* ist formed

visits*
“Variable is significantly related to total cost.

*"*A11 cities studied had once a week curb or alley refuse collection.



EXHIBIT 8: Predicted Average Cost, by Contract and Municipal Service
Deliverer, Holding Constant the Scale, Level of Service, and
Quality of Service Delivered

Predicted

Efficiency Measure -- for Unit Ccat Percent
Service Specified Service* CON MUN Difference* »
Street Dollars per curb mile swept; $ 9.93 $14.17 43%
Cleaning service = cleaning 327 curb

miles 3.62 times per month
Janitorial Dollars per thousand square $3.74 $6.49 73%
5617/1063 feet cleaned; service = cleaning

buildings with 56,776 square

feet of floor space
Refuse Dollars per ton collected; ser— $21.16 . $29.97 42%
Collection vice = once a week curbside

pickup of 27,390 tons of refuse

annually from 20,520 households
Payroll Dollars per paycheck 1issued; $ 6.13 $ 5.93 N.S.
Preparation service = issue of 11,951

paychecks per year, checks

issued biweekly to employees,

54% of whom are salaried
Traffic Dollars per signaled inter- $1303.38 $2039.44 56%
Signal maintained (without
Maintenance electricity); service =

maintaining 52 intersections

with 45% of staff time spent

on preventive maintenance
Asphalt Dollars per ton laid; service $42_85 $83.99 95%
Overlay = placing 6962 tons of asphalt
Construction with 17% of jobs requiring

installation of reinforcing

fabric
Turf Dollars per acre mowed; $57.92 $81.09 40%
Management service = mowing 1451 acres

annually
Street Tree Dollars per adjusted tree $37.08 $50.80 37%

Maintenance trimming visit; service =
trimming 2448 trees per
year, providing a medium
to high level of pruning

* These are the average values for scale and level of service. Quality is
also held constant; see the chapters on the individual services for
discussions of the quality variable.

**A11 percentage differences are statistically significant at the 90% level
or higher, unless otherwise noted. (MUN-CON)/CON 1is the percent difference.
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In mum, the regression analysis explains a highly aignificant portion
of the total cost of service delivery, for each of the eight services
studied. In seven of the eight services studied, siunicipal service delivery
is significantly siore costly than contract service delivery, holding constant
the scale, level of service, and quality of service delivered. The percent—
age by which municipal agency costs tends to exceed private contractor
costs ranges from 37% to 96% for the seven services in which significant
cost differences are found. Only payroll preparation shows no impact of
organizational arrangement on the cost of service delivery. The next
section explains why these differences in costs occur.

D. WHY ARE THERE DIFFERENCES IN THE EFFICIENCY OF SERVICE DELIVERY?

This section presents some overall findings about why cost differences
exist. Section F, below, presents explanations for cost differences on a
service-by-a«srvice basis.

1. Introduction

A wide array of sianagement and technology factors were examined to
determine their separate effects on service delivery costs. In addition,
different management practices and technology utilization between municipal
agencies and contractors were identified. Clearly, the list of appropriate
management and technology factors to consider varies from service to service;
for a complete discussion of the results for each service, one should
consult the body of the report from which this summary 1is drawn, in the
chapter devoted to each individual service. However, it is appropriate here
to summarize those management and technology variables which significantly
affect the cost of service delivery for more than one service, and to indi—
cate how contractors and municipal agencies differ in their average prac—
tices, on a variable by variable basis.

2. What Does Not Explain the Cost Differences

Perhaps it is well to begin this discussion by emphasizing the factors
which do not explain the cost differences between contract and municipal
cities. Contract cities in this study did not provide service of any
different quality, on average, than municipal cities. This is true for all
eight services studied. Nor, on average, 1is the cost discrepancy due to
differences in wages paid by contractors as compared to municipal agencies.
The preceding statement is true on average only, and not individually for
each of the eight services studied. Over the eight services, contractors
paid workers a monthly salary averaging $1,521 while municipal agencies
paid their workers an average monthly salary of $1,442 - this difference
is not statistically significant. Additionally, the average difference in
fringe benefits paid does not account for cost differences between contrac—
tors and municipal agencies - contractors paid workers an average of $551
per month in benefits while “municipal agencies paid workers an average of
$524 per month in benefits.

There are some significant differences between contract and the muni—

cipal cities in scale of operations and demographic factors. These factors,
of course, were explicitly held constant when analyzing the impact of-
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organizational arrangement on the cost of service delivery. Thus, these
differences serve not bo much to explain differences in cost as to provide
background information about the type of city likely to contract out ser—
vices and the manner in which such contracting is likely to occur. Contract
cities tend to be smaller and to have wealthier populations than municipal
cities (population 48,920 versus 57,941 and median 1980 household income of
$21,750 versus $16,998); contract cities are also likely to have smaller
retail sales than are the municipal cities in thi« sample.

As contract cities are smaller than municipal cities, it should come
as no surprise that the scale of operations (measured by such a list of
items as square feet of building space to clean, curb miles in the city,
etc.) 1is greater in municipal cities than in contract cities. Eowever,
perhaps because of their larger median household income, contract cities
require a higher level of cleaning, or more frequent waxing of the floors

in city hall. These two forces balance each other out, so that there is
not a significant difference in the number of activities performed per
year — i.e., the number of square feet cleaned, the number of curb miles

swept, etc.
3. What Does Explain the Cost Difference

The preceding section indicates that some of the more obvious candi—
dates for explaining the differences in cost according to organizational
arrangement for service delivery do not, in fact, explain the differences.
This is not to say that there are not reasons for the cost differences
between contractors and municipal service deliverers. Across many of the
services, contractors are distinguished by providing a fringe benefit
package of equal out-of-pocket value to that provided by municipal agencies
(e.g-, 1in social security, retirement packages, health care insurance,
etc.) but requiring a greater amount of work on the part of the worker.
Municipalities, on average, offer workers almost three weeks of vacation,
while contractors offer but two. As absenteeism is defined in this study
as the percentage of workers not present for work on any of the 260 work
days per year, for whatever reason (including holiday and vacation leave),
it is clear that there would be a significant difference between the con—
tractors and the municipal agencies 1in absenteeism, based only on the
difference in vacation poJd.icy. This is the case. Thus, the first reason
why contractors achieve lower costs than municipal agencies is that workers
employed by contractors work more days per year than do employees of munici—
pal agencies. The average number of days per year worked by employees of
contractors 1is 237, while that for employees of municipal agencies is 226.
IT all else were equal, this factor alone would account for approximately a
5% cost difference between municipal agencies and contractors.

A second manner in which contractors differ from municipal agencies is
in the use of labor. Contractors tend to use part time labor wherever
possible. Part time labor does not accrue the more expensive fringe benefits
(e.g., retirement benefits) which are available to full time employees.
Also, contractors are very likely to use the least qualified personnel
capable of doing the job. Thus, for example, in the service in which wages
are a significant cause of organizational cost differences (janitorial
services), the contractor uses workers only able to clean, while the munici—
pal agency also expects the cleaners to be able to handle simple building
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maintenance chores, such as unclogging toilets and changing fuses. While

the use of "overqualified””workers for some tasks no doubt provides great

flexibility in being able to respond to requirements for building mainten—
ance, the municipalities using this management technique are paying dearly
for this flexibility. And, it should be noted, there is no evident** that

the cleanliness provided by the relatively overqualified municipal cleaners
is greater than that provided by the minimally qualified, largely part time
workers employed by private contractors.

Another area in which contractors tend to differ from municipal agen—
cies is their expectations of managers. Contractors are far more likely
than municipal agencies to require that the manager of service delivery be
responsible for equipment maintenance as well as worker activities. Con—
tractors are also more likely than municipal agencies to vest authority for
hiring and firing of workers in their first line supervisors. Contractors
also appear to have more worker turnover (whether through firings or volun—
tary departure), than municipal agencies, to the extent that this is indi—
cated by a younger, less tenured work force.

The average values of managerial factors, for all contract and muni—
cipal cities studied, are presented in Exhibit 10. These data show that
the contract cities have, 1in comparison with municipal cities, signif—
icantly less labor intensity of production, shorter vacations, more frequent
use of incentive systems, greater likelihood that supervisors have the
right to fire workers, a younger work force, a leaner organization, respon—
sibility for equipment maintenance, a work force with less seniority, lower
absenteeism, and larger crews. Only the likelihood that a foreman is
responsible for crews at more than one location shows a different aignifi**
cance between the matched pair and the pooled analysis. In one form of the
analysis, the matched pair analysis (see the next section for more informa—
tion), it was found that contractors are significantly less likely than
municipal service deliverers to have foremen responsible for crews at more
than one physical location; this variable is not significantly different in
other analyses.

Additional sunagement practices are examined in Exhibit 10. As might
be expected from government bureaucracy, municipal agencies are more likely
than private contractors to have formalized communications - including
unions, staff meetings, and the use of written (as opposed to informal
oral) reprimands for unsatisfactory behavior. There is no significant
difference between contractors and municipal agencies in number of pieces
of capital equipment owned, use of radios for communication, and number of
crew ahifts dispatched per day.

4. e"High-Cost””Versus "Low-Cost" Citiea

While all the differences 1in management practices of contractors as
compared to onmicipal agencies are of interest, perhaps of greater interest
are differences in the management procedures of high-cost versus low-cost
cities, irrespective of organizational arrangement for service delivery.
When the sample is disaggregated in this manner, far fewer variables are
significant than were significant between the contractor and municipal
groups. High-cost cities are significantly more likely than low-cost
cities to have high absenteeism and to allow long vacations. Low-cost
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EXHIBIT 10: Pooled Analysis Across Services -

Variables****

Percent of cost to
direct labor

Vacation days per
worker

Percent of workers with
specialized assignments

Percent of cities with
incentive systems

Crew size

Crew supervision (0=don"t check
on crews; 4=check all the time

Percent of cities where
foreman can fire workers

Average age of workers

Number of swnageaent
levels between worker and
department head

Percent of cities in which
service provider maintains
equipment

Average tenure
of workers

Percent absent for
all reasons

Mean Value
Contract Municipal

49.

10.

55.

26.

0%

1

3%

9%

.30

.99

53.

32.

92.

7%

.51

5%

.83

.84%

60.

14.

46.

12.

16.

36.

48.

Differences in

2%A

0A

0%

3%B

.67

.21

0%A

1A

.91B

1%A

-12A

.85%A

Mean

Low Cost

53.6%

11.2

"9.9%

22.5%

39.0%

32.9

76.8%

6.54%

9.80%

Individual

Value
High

55

13.

51

16.

30

35

63.

Cost

.T%

2B

-3%

5%

.45

.20

-4%

.4B

.80

3%C

.50%

- 94%A

(continued on next page)



EXHIBIT 10: Pooled Analysis Across Services - Differences in Individual
Variables (continued)

Mean Value Mean Value N

Contract Municipal Low Cost High Cost
Workers per foreman 13.0 13.9 13.8 13.1
Percent of cities where 46.2% 58.0% 46.3% 58.2%
foreman supervises workers
Percent of cities with 53.8% 81 .5%A 64.2% 71.8%
staff meetings
Percent of cities 20.0% 48 . 1%A 28.0% 40.5%C
unionized
Percent of cities using 33.8% 72 _.5%A 41.2% 66.2%A
written reprimands to workers
Number of pieces of 5.42 4.54 4.88 5.09
capital equipment*
Percent of cities 55.2% 70.0% 65.5% 60.0%
communicating via radio**
Crew shifts/day*** 3.93 4.75 4.12 4._57
Organizational arrangement NA 1.68 1.31A

I=municipal; 2=contract

A = Significantat the 99% confidence level.
B = Significantat the 95% confidence level.
C = Significantat the 90 confidence level.

* 161 observations

*x 59 observations

*** 140 observations

****This pooled analysis 1is based on a maximum sample survey of 161 observa—
tions; values reported for a variable may, in some cases, differ from
those reported for the same variable in the earlier discussed matched
pair analyses which are based on a total of 80 matched pairs, or 160
observations.



cities, 1in comparison to high-cost cities, are more likely to have the
service deliverer responsible for equipment maintenance, to use informal
communication instead of written reprimands, to have a younger, non-union—
ized work force, and to be a private contractor rather than a municipal
agency.

Thus, the significant differences between high- and the low-cost
cities do not rest on such obvious factors as wage rates, degree of capital
intensity, ratio of foremen to workers, or extent of direct supervision and
authority of first line supervisors. Rather, of greatest importance is the
extent to which workers and supervisors are responsible for service delivery
as evidenced by worker-foreman interaction and the responsibility for
maintenance of equipment as well as mustering of requisite labor. The
latter factor is of some significance for municipal agencies. There, it is
common that capital «quipment is maintained in a central garage, located in
a department quite different from the one responsible for providing service.
When the responsibility for equipment is severed from those responsible for
service delivery, the possibility of "passing the buck™ for service ineffi—
ciencies 1inevitably arises. The lack of clear lines of responsibility
leading to credit for success or failure must be balanced against the
possible economies of scale to be gained by centralized equipment mainten—
ance. On balance, it does not appear that the latter factor justifies
sacrifices of the former clarifications of responsibility.

The preceding observations are generally true irrespective of the
service under consideration. The last section of this summary discusses
those factors that lead to more efficiency on e service-by-aervice basis.

E. HOW THE RESEARCH WAS DONE
1. Area and Services Studied

In order to maximize the number of services which could be studied,
it was decided to limit the organizational arrangements to be studied to
two: municipal agency service delivery and delivery of service by private
for-profit firms under contract to municipalities. As existing data and
resources did not allow a nationwide random sample to be selected, all data
observations were confined to a single geographic area - the five county Los
Angeles Standard Consolidated Statistical Area. The advantages OF confining
the study to a single geographic airea are not just administrative and
budgetary. With all cities located in the same geographic area, it is not
necessary to control for the impact of varying climates, local labor
markets, or various utate regulations on the efficiency cad effectiveness
of service delivery. Thus, confining the sample to one geographic area
means that research requires fewer observations per service (as many
factora arc held constant by virtue of the entire sample®s unified location)
and that more services can be studied.

The Los Angeles Standard Consolidated Statistical Area was selected
for Mtudy as it la the most populous area in the Western part of the United
States. Contracting is more common in the Western region of the United
States than in the North or kintern regions; it was necessary to select an
area where contracting is common if sufficient observations were to be
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found to allow atudy of several services. Clearly, the more cities in the
area selected for study, the greater the probability of finding sufficient
observations to allow the study of a wide variety of local government
services.

As noted earlier, eight services were selected for study. The ser—
vices Vere selected after the organizational arrangement was determined
across 38 candidate services for all 121 citicB in the Los Angeles Standard
Consolidated Statistical Area. The eight services selected for study were
those of the 38 for which at least ten municipal cities and ten cities with
contracts to for-profit firms were identified.

The individual cities to be studied for each service were selected so
as to allow the formation of "matched pairs.” A matched pair consists of
two cities delivering the same service with similar service levels and
scale of output; the cities differ in the organizational arrangement for
service delivery — one city uses a municipal agency while the other con—
tracts Tor service. The cities were selected using a stratified systematic
random stapling technique. This technique allows one to match the randomly
selected contracv cities with the randomly selected municipal cities by
proxies® for scale of service (population was used) and level of wervice
provided (median household income was used). Ex post, final pairings of
contract and municipal cities were made, using actual variables for the
scale of operation and level of service provided* Ten contract and ten
municipal cities were selected for each of the eight services fo be studied.

2. Data Collection

Data collection took place in March and April of 1983, following a
visit and pretest of data gathering 1instruments and procedures in December
of 1982. Field personnel remainedon site throughout the data collection
period. Prior to the start of data collection, all field personnel received
extensive training in the various methodologies of service delivery, as well
as in the procedures for data collection. Practice sessions were conducted
for gathering the data required for each service.

Great attention was devoted to obtaining accurate cost data. In general,
reliance was placed on actual city records, such as payroll statements, fringe
benefits pnid per identified worker, actual expenditures on parts and labor
for each piece of capital equipment — by name or number -- used in deliver—
ing a particular service, other operating expenses, depreciation computed

*The reason the initial sampling used proxies for scale of operation
and level of service provided is that data were not available on these
factors for all of the cities eligible for study - those in the sampling
frame. Obtaining data on scale of operation and level of service for all
cities would have been too costly; thus, proxies were used for sampling
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based on actual purchase price, etc. Total costs of service delivery were
defined as the sum of:

1. direct municipal salaries for service provision, apportioned as
necessary (For example, if a parks employee spent 50% of his time
on street tree maintenance and 50% of his time on parks tree
maintenance, only 50% of his wages would be apportioned to the
costs of street tree maintenance in that city.);

2. the actual fringe benefits paid out to those persons identified
in the direct labor section (if direct labor was apportioned,
fringe benefits would be apportioned in the same ratio);

3. operating expenses, including operation of capital equipment,
office expenses, payments to a contractor in the case of a con—
tract city, insurance premiums, and, as appropriate, other direct
expenses such as electricity, water, etc.;

4. overhead - an allocation of general government expenditures for
departments such as City Manager, City Attorney, which are not
allocated into any one service directly. Twodifferent methods
were used tocompute overhead. These details are presented in
the individual service chapters of the report from which this
summary is drawn; and,

5. depreciation of capital equipment, computed on a straight line
basis of purchase price.

Thus, for contact cities, the total cost definition includes all the muni—
cipal expenditures for contract monitoring, contract letting, and payments
to the contractor for service delivery. Also, where the municipality
provides components ofservices directly(as, for example, 1in janitorial
services, where 1itisnot uncommon for a contract city to provide the
cleaning supplies to the contractor) these munic”al costs are also included
in the cost of service delivery in the contract city.

For each service studied, data were obtained not only about the cost
of service delivery, but also concerning the technology used for service
provision, the management practices followed by the service deliverer, the
scale of operation, the level of service provided, and the quality of
service actually delivered. Clearly, different variables were appropriate
for each service, particularly regarding the measures of scale of operation,
level of service, and quality of service delivered. Exhibits 2 and 4
present the definitions of the variables used to define scale of operation,
level of service, and quality of service for each of the eight services
studied. Data on the management of service delivery were obtained in as
consistent a manner as possible across all services, to facilitate eventual
analysis of pooled services.

The cost, technology, scale (or output), level of service, and manage—
ment information was obtained by senior field personnel. This information
was obtained through direct visit to each city and inspection of that city"s
records. In the case of a contract city, the contractor was also contacted
and information was obtained from him. On average, at least one full person
day of effort was required to obtain those data in each city for each service.
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Additional field efforts were devoted to obtaining the quality of
service data. Clearly, each of the eight services requires a different
approach for Measuring quality. In general, direct observation was the
approach taken to Measure quality of service.

3. Analysis of Data

Before any analysis of data began, all field data collection forms
were subjected to rigorous accuracy and consistency checks. All field
personnel participated in a debriefing session in which it was verified
that all variables had been defined in the same Banner by all field person—
nel. Also, all arithmetic was checked and rechecked. Particular attention
was devoted to the accuracy of the information obtained concerning scale of
operation. With contractors, it was necessary in some cases to reconfirm
that data pertained only to the city under study rather than to the con-
tracer®s entire operation.

Analysis of data commenced with a simple comparison of mean values for
contract and municipal cities. Case studies were also written. As was
discussed above, multiple regression analysis was the analysis technique in
which conclusions regarding cost differences between municipal and contract
cities are based.

Once analyses of cost differences between municipal and contract
cities had been completed, attention was turned to determining the reasons
for these cost differences. Management practices and technology for service
delivery were the areas examined, as no differences had been found in the
quality of service delivery. Then analyses considered not only contract
cities 1in comparison to municipal cities but also the "low-cost"” cities
(those with unit costs below the median) in comparison to the "high-cost"
cities. The latter analyses explain the factors, irrespective of organiza—
tional arrangement, which are associated with particularly efficient service
delivery.

An additional form of analysis was conducted across the ten matched
pairs of cities for each of the eight services. This analysis consisted of
writing a mini case study on each contract-municipal matched pair. The
mini case studies include impressions of service delivery, us expressed by
local officials; interesting background data inbout the decision making
process which led to the organizational arrangement in existence during
data collection wits often found. In each mini case study, the efficiency,
effectiveness, and management practicea of the two cities are compared.
Explanations are offered for any differences in the cost or quality of
service delivery.

F. SERVICE SPECIFIC FINDINGS

This section presents the major findings from the analysis of each
service. While there 1is some duplication here with information presented
above, particularly in the definition of each service and the presentation
of basic data, this duplication is intentional, so that these service-by-
servce summaries may be read as self-contained units. Further service-
specific information, of course, 1is contained in the individual service
chapters of the report on which this summary is based.
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1. Street Cleaning

Summary: Street cleaning is defined as the removal of litter, dirt
and other unwanted materials from street surfaces and the hauling of that
material to a disposal site. The dispoual of collected material 1la not
included in this definition. Other services often related to street clean—
ing -- such as catch basin cleaning, empty lot cleaning and sidewalk
cleaning - are also excluded from study here.

For the 20 sample cities the mean total cost of service delivery is
$137,580. On average, each city v/as responsible for the cleaning of 327
curb miles. At an average sweeping frequency of 3.62 times per month, cities
swept an average of 11,416 curb miles annually.

Overall, street cleanliness was quite good. Based on observations of
25 randomly selected blocks in each city, with each block rated for cleanli—
ness on a scale of 1 to 4 (l=excellent ... 4=poor), the average cleanliness
rating was 1.64. The range in averr.ge cleanliness ratings for the 20
cities was from 1.07 to 2.57.

The annual cost per curb mile cleaned, one measure of efficiency, was
$12.75. The cost per curb mile cleaned ranged from $7.08 to $38.65. Cost
per cubic yard of debris collected is another efficiency measure. This
cost ranged from a low of $20.17 to a high of $84.62; the mean cost per
cubic yard of street debris collected was $35.33. Efficiency can also be
measured by the number of curb miles swept pe.* shift hour. This variable
takes a mean value of 3.09 curb miles.

There were no statistically significant differences between contract
and municipal cities in variables indicating scale of operations, level of
service, conditions affecting street sweeping, or quality of service
delivered. Efficiency of service delivery, however, was found to be signifi—
cantly different at the 90% level of confidence.. The cost per curb mile
cleaned 1in contract cities ($10.25) 1is significantly lower than the
municipal city"s cost of $15.26.

The ten municipal cities and the ten contract cities were formed into
ten matched pairs. Each matched pair consisted of one municipal city and
one contract city, matched by curb miles cleaned and frequency of cleaning.
In seven of the ten matched pairs, the municipal city"s costs per curb mile
cleaned exceeded those of the paired contract city. The cause of the cost
difference between municipal agencies and private contractors cannot be
identified with certainty. However,, significant differences in the management
practices and technology used by municipal cities as compared to contractors
were found.

The absentee rate in municipal cities (16.2.%) is higher than that of
contractors (10.1%). Contractor crews work longer shifts (8.96 hours
versus 7.60 hours) and clean more curb miles per hour (3.46 compared to
2.71) than their municipal counterparts. The latter is achieved in spite of
the fact that contractor crews expend more time unproductively traveling
to/from disposal locations. The net result is that contractor sweepers sweep
faster and more often, municipal sweepers sweep at a slower rate and less
often. The level of cleanliness achieved is almost identical (1.62 for
contract cities and 1.66 for municipal cities).
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Contractors also employ a more standardized fleet than municipal
operations. On average, contractors used 1.2 different types of cleaning
vehicles (e.g., mechanical sweepers, vacuum sweepers, flushers, etc.);
municipal cities employed 1.8 different types. The fewer different types of
equipment, the more familiar vehicle operators and mechanics can be with the
equipment on hand. Also, the number of different spare parts that mus®™ be
kept on inventory is minimized. Both these factors contribute to lower
operating costs.

In terms of managerial practices, the workers to supervisor ratio was
significantly different. Contractor supervisors had a span of control of
13.6 crewmen, significantly higher than the 6.66 workers each municipal
supervisor directs on average. Contractor operations also bad fewer mana—
gerial levels between the crewmen and firm ot departausnt head than did
municipal operations: 1.3 veraus 1.9. This promotes greater communications
and worker morale.

Other managerial differences involve the level of authority delegated
tj supervisors. Contractor supervisors more often have the authority to
fire workers and more often are responsible for the maintenance of their
equipment. The more an individual is held responsible for performance, the
more likely he will perform effectively.

Main Findings: The main finding* of this analysis. are summaried below:

0 There 1is a significant cost difference between service delivered
by a contractor as compared to that provided by a municipal
agency. On average, holding constant the curb miles awept, the
frequency of cleaning, the conditions under which cleaning occurs,
and the quality of service provided, street clesning by a municipal
agency 1is 43% more costly than street clesning performed by a
private firm under contract to the municipality.

. The quality of service provided by contractors and municipal
agencies is almost identical. On a four point rating scale, with
I=cleanest and 4=dirt;ie*t, observers, on average, rated contract
cities ss 1.62 and municipal cities as 1.66.

. Most of the difference in the cost of contract as compared to
municipal street clesning appears to be explained by four factors:
1) speed snd duration of sweeping — contract crews sweep more
riles per shift hour and work longer shifts than do municipal
crews; 2) management and fringe: benefits — contractors achieve a
much lower absentee rate (which here defines vacation absences as
an absence) than do municipalities; 3) supervision of workers -
contractors have a much wider (ipan of control for workers than do
municipalities; and 4) responsibility for equipment maintenance -~
contractors are more likely to be responsible for equipment main—
tenance than sre the municipal departments delivering street
clesning services.

. 0f the ten low-cost cities, three were municipal cities. Manage—
ment factors that distinguished lor# cost (efficient) cities from
high-cost (inefficient) cities include: 1) duration of street
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sweeping — crews 1in efficient cities tend to work longer shifts
than do crews in inefficient cities; and 2) supervision of workers
— supervisors in low-cost cities have a wider spaa of control
for workers than do inefficient cities.

Main Conclusions; Based on this study®s analysis several suggestions
for ways to improve the efficiency of street cleaning emerge. These are
summarized below.

The efficient provision of street cleaning services does not
require a high level of supervision. One direct supervisor for
every 12 workers (operators) was the average for the low-cost
cities studied, compared to one direct supervisor for every 8
workers in high-cost cities. Productivity does not seem to be
adversely affected by reduced supervision.

. Longer shifts are associated with higher productivity and efficieny.
Shifts averaged 8.8 hours in the low-cost cities studied versus
7.8 hours in the high-cost cities. Cities on a typical 5-day,
8-hour day schedule should consider a 4-day, 10-hour day format.

. Lower costs are associated with faster, more frequent cleaning.
Although slow sweeping speeds maximize cleaning power, and although
cities sweep slower and less often than contractors, the quality
of service provided by municipal and contract cities was rated as
equal. Municipalities might do well to sweep faster and more
frequently, as contractors do.

The cleaning methods employed should be minimized. This lends
itself to fleet/equipment standardization which, in turn, promotes
cost efficiencies. These efficiencies are achieved via greater
familiarity with equipment by their operators and mechanics
(obviously the more types of equipment on hand, the less familiar
staff can be with any one type) and via reductions in the volume
of spc-e parts that must be kept in inventory.

a Equipment maintenance and other operating costs lire a significant
component of the cost of this service, accounting for 36% of the
total cost of service delivery in the municipal cities studied.
Equipment breakdowns are characteristic of the service; as such,
back-up vehicles are required if service delivery 1is to be
maintained. The capital cost of back-up vehicles can have disas—
trous effects on the cost of service delivery in cities the scale
of whose operations are not sufficiently large to efficiently
support such capital purchases. Small cities should consider
joint purchases with neighboring small cities or leaBe/rent
back-up equipment on an as-needed basis.

2. Janitorial Service

Summary: The total costs of service delivery include, 1in the case of
contract cities, not only the payment to the contractor but also any costs
the municipality incurs for contract monitoring. Total costs ranged from
$8,753 to $418,713, with a 1982 average of $88,856. The average city.cleaned
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56,776 square feet of building space; however, as each square foot is

cleaned many times per year, the total number of square feet cleaned per
year averaged 17,409 thousand. The average cost per square foot to be
cleaned was $1.46.

Municipal service providers with high janitorial costs slight consider
using part-time workers/cleaners. As the mini esse studies point out,
"municipal™ cities upgrade their janitorial staff to higher job titles (and
higher pay) so that they may be used for functions (e.g., plumbing work)
other than those strictly janitorial in nature. However, 1in so doing,
these people become "over qualified” for janitorial work. The city, as a
result, has significantly higher than necessary coats. Cities should
seriously consider assigning these other functions to non-janitorial
personnel.

Main Findings: The principal findings in this analysis of janitorial
services are:

a Costs 1in cities with municipsl service provision average 73%
higher than costs in cities which contract for janitorial ser—
vices. This is so when holding constant the effect on costs of
square feet to be cleaned, the cleaning tasks specified, and the
cleanliness achieved.

» There 1is no difference in the quality of janitorial services
provided by contractors as compared to municipal agencies. On a
scale of I=cleanest to 3=dirtiest, contractors rated an average
of 1.65 while municipal agencies rated an average 1.66.

a Contractors, as compared to municipal agencies, tend: (1) to pay
lower wages and fringes; (2) to use part-time workers; (3) to
schedule cleaning during non-business hours; (4) to employ more
equipment; and (5) to achieve a lower absentee rate.” The factors
most closely associated with low cleaning costs are wage rates
and cleaning schedules.

o Disaggregating the sample by their level of efficiency, eight of
the ten low-cost cities (i.e., cities whose coat per thousand
square feet cleaned is below the sample median coat") are contract
cities, and the other two are municipal cities. The remaining
two contract and eight municipal cities are high-cost cities (i.e.
cities whose cost per thousand square feet is cleaned above the

sample median cost). Low-cost cities, compared to high-cost
cities, tend: (1) to pay lower wages; and (2) to use younger
workers.

Conclusions: The following suggestions for improving the provision of
jcnitorial services are offered:

0 Make every effort to schedule cleaning when rooms will not I> in
use;
0 Use workers who perform cleaning functions only, and pay at the

appropriate wage scale for such services;
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. When the amount of cleaning to be done and the schedule does not
provide a full day"s work, do not hesitate to use part-time workers

. WLen more than one building is to be cleaned, it is advisable to
have basic equipment, such as supplies and mops, stored at each
site, to eliminate the need for transporting equipment.

3. Residential Refuse Collection

Summary: Residential refuse collection is defined as the pickup and
removal of refuse from households and small commercial establishments which
are served on the same routes and with tv.e same equipment as is used to
serve households. The sei>*ce is defined to include collection only; costs
incurred after collection vehicles are emptied (whether into a transfer
trailer, a landfill, or the pit of a resource recovery plant) are not
included in the costs of refuse collection.

Findings are obtained from data collected on site from 20 California
cities. In these cities, the total cost of sendee delivery (1982) averaged
$696,959. For contract cities, the average percentage of total cost which
was attributed to payments to the contractor was 95.6%; thus, for this
service, municipal monitoring costs mount to under 5% of total costs. The
snnual per household tons generated is 1.61, which translates into resi—
dential refuse generation of 3.07 pounds per capita per day. All cities
studied provided once a week curb (or alley) refuse collections.

The annual cost per ton of refune collected, a commonly used efficiency
measure, averaged $28.10. The cost per ton ranged from $12.48 to $43.62.
The cost per cubic yard of refuse collected averaged $8.20 with a range of
$4.35 to $13.71. The average number of households served per crew Bhift
was 445 with a range of 250 to 719.

Municipal workers received significantly higher wages and fringe
benefits than did the refuse collectors employed by private firms. The
average monthly wage of a municipal refuse collector was $1,418, compared
to the $1,237 average monthly wage of an employee of a private firm. As
refuse collection is a fairly labor-intensive service, with 49.1% of the
costs of service delivery attributable to labor, this factor explains some
of the difference in cost. It should be noted, however, that an all cities
are in the same market area, the fact that municipalities pay higher wages
is a choice; contractors in the same labor market are able to employ workers
at lower wages who deliver the same quality service.

The statistical analysis of the cost of refuse collection predicted
over 95% of the cost of this service. The most significant factors in
explaining the cost of service are the total tons of refuse to be collected,
the frequency and location of pickup, and the organizational arrangement
for service delivery.

Residential refuse collection practices in 1982, as studied here, were

also contrasted to practices observed in a 1974 study of this same service.
In that study, municipal refuse collection wai found to be more costly for

28



cities with populations over 50,000* That 1974 atudy had a larger sample
size, which allowed the disaggregation of the sample by size of city. No
such disaggregation was possible here, given the small sample size; never—
theless, the results of this study of 20 California cities are in agreement
wtih the results of the 1974 study of 315 United States cities (including
24 California cities). Interesting”, the capital intensity of refuse
collection has increased over the past decade. The costs of refuse collec—
tion have increased 33%, less than half as much as the consumer price inde.x,
despite an increase of over 90% in the salaries paid to refuse collectors.

Main Findings: The ssain findings of thin analysis of residential
r&f'yse collection services are:

t

. On average, refuse collection by a municipal agency is 28-42%
more costly than refuse collection by a private contractor. This
finding is the result of statistical analysis where the effect of
quantity of refuse collected, refuse generation per stop, fre—
quency and location of pickup, route density, and the quality of
service provided are held constant.

. Quality of refuse collection service varied from 11.05 (best) to
92.7 (worst), with an average value of 34.3 for the municipal
cities and 38.2 for the contract cities. Thus, the average quality
of service provided by contractors and municipal agencies 1is
almost identical.

t In comparison to municipal agencies, contractors are eble to
achieve lower absentee rates (7.9% versus 13.4%) and vehicle
downtime ratios (6.2% of the contractor vehicles versus 16.2%
of municipal agency vehicles are in the garage for repair, on
average, at any time); are more likely to operate one-brand fleet;
and contractor workers are more likely to make two loads per
truck shift than, are municipal workers.

. 0f the ten low-cost cities, eight are contract cities. Management
foe rs that distinguished low-cost (efficient) cities from high-
Cco; (inefficient) cities include: 1) number of loads - crews in
low-cost cities are more likely to make two loads per truck shift
than are high-cost cities; 2) absentee rates -- low-cost cities
e:tperience lower absentee rates than high-cost cities f ""enteeisnm
includes sick days, personal days, holidays and vacs lays); 3)
vehicle downtime - a smaller percentage of low-cost :ity vehicles
are non-functional and in the garage for repair at any one time
tJian in high-cost cities; 4) incentive systems - low-cost cities
are more likely than high-coat cities to have their workers on a
"ejjo-home-when-route-is-finished" incentive system.

*E.S. Savis, et al., The Organization and Efficiency of Solid Waste
Collection (Lexington, Massachusetts; D.C. Heath & Company, Lexington Books,
19771.
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Main Conclusions: Based on this study"s analysis several policy
guidelines emerge which are summarized below.

. Longer shifts and incentive systems are associated with higher
productivity and efficiency. Cities on a 5-day, 8-hour day
schedule, for example, should consider a 4-day, 10-hour day
format. A program allowing crews to go home when their route 1is
completed should also be considered for implementation.

. Low costs are associated with keeping collection vehicles in good
operating condition. Cities chould structure and implement com—
prehensive preventive maintenance programs. Further, responsibili—
ty for equipment maintenance should be located within the depart—
ment responsible for service delivery. Should the scale of the
residential refuse collection operation not be sufficiently large
to justify a full-scale, in-house maintenance facility for all
repairs, service agencies should consider: retaining in-house
mechanics for minor maintenance and preventive maintenance;
and/or, assigning central garage mechanics to work solely under
the direction of the manager of the refuse collection agency.

. Standardization of the refuse collection fleet promotes cost
efficiencies. Standardization allows vehitxe operators and
mechanics to become familiar with the equipment on hand (obvi—
ously, the more types of vehicles on hand, tbe less familiar
staff can be with any one type). Standardization also means a
lesser volume of spare parts much be kept in inventory which, in
turn, lends itself to cost efficiencies.

. Lower refuse collection costs are associated with in"teases in
the quantity of refuse at each stop. Cities should encourage
neighboring residents to place their cans or bags of refuse
together at the adjoining lot line rather than in the center of
each lot.

4. Payroll Preparation

Summary: Payroll preparation costs are computed as the sum of labor,
fringe benefits, other operating, overhead, and capital depreciation of
equipment. Municipal payroll employees include those involved in timekeep—
ing, preparation of payroll transmittal forms, supervision of contractors,
printing and distribution of paychecks and other functions associated with
payroll preparation. These rauncipal costs are included in the cost of
payroll preparation for both municipal and contract cities. In contract
cities, the payments to the contractor are also included in the total cost.
Cost, output, and technology/ management information was obtained through
on-site data collection efforts from ten contract cities and eleven munici-

pal cities.

The cost of payroll preparation is positively related to the number of
checks issued, and negatively related to the percentage of employees paid
on a salary basis and the time required to prepare paychecks; organizational
arrangement does not have a significant relationship to cost. These vari—
ables explain 83% of the variance in the total cost of payroll preparation.
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On average, the per employee cost of payroll preparation vss $152;
thia figure includes the costa associated with timekeeping. The coat per
paycheck issued was $5.97, with a range of $2.35 to $10.27. The errors in
paychecks averaged .7% in aiunicipal cities and .55% in contract cities;
thia difference is not statistically significant.

A 1% Increase in the percent of employees who are salaried (rather than
paid by the hour) 1is associated with a statistically significant 1.0%
decrease in the costs of payroll preparation. A decrease in the speed with
which paychecks are prepared is also associated with a decrease in the
costs of payroll preparation; every extra day between the end of the pay
period and the delivery of paychecks reduces the cost per paycheck, on
average, by afcaut $1.17.

Thia is a clear case where defining the costs of service delivery to
include siunicipal functions of preparing data and supervising the contractor
affects the outcome of the analysis. Contractor payments average but 31.3%
of the costs of payroll preparation in contract cities. |If one compared
the total costs of municipal payroll preparation to the payments to the
contractor, one would find the costs in the latter case to be significsntly
lower than in the former. However, for this service, such a pr ,"edure
would be fallacious. The contractors sampled have, in general, simply run
the computer program to generate the paychecks. They do not, on average,
gather the data to prepare the payroll transmittal form, keypunch the data,
sign the paychecks, or distribute the paychecks. These very essential
payroll tasks are performed by municipal employees even in the case of
"contract"™ cities.

It would appear, then, that cities with adequate data processing
capability would probably do as well preparing the payroll themselves as in
contracting out. Of course, individual cities must make individual analyses
before on a particular organizational arrangement. In the ten
contrac e~"tfiVipal pairs of cities which were studied, in four cases the
contrac; cxb; was less costly than the municipal city while in the remaining
Six cases the reverre was true.

Main Findings: The major findings of this study of payroll preparation
are:

. Costs in cities which contract for payroll preparation ere no
different from those of cities where payroll is hsndled entirely

by municipal workers.

. There is no difference in the quality of payroll service provided
by contractors as compared to municipal agencies.

a Cities with the Lowest costs of payroll preparation tend: 1) to
achieve lower absenteeism; 2) to have a younger workforce; 3) not
to reward workeri with bonuses for suggestions; 4) to have the
contractor sign the check if the service is contracted out; 5) not
to have the data processing division in the same department as
payroll; 6) to pay a smaller percentage of all municipal workers
on an hourly -- as compared to salaried - basis; 7) to have
lower error rates in paychecks; and 8) to have slightly less
speedy payroll preparation.
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Main Conclusions: The following suggestions for improving the effi—
ciency of payroll preparation are offered:

. Any city which does decide to contract out for payroll preparation
should carefully consider specifying that the contractor, in
addition to running a computer program, input data and run the

check signing machine.

. Cities should pay as many workers as possible on a salary, rather
than on an hourly basis (assuming that conversion to salary pay
does not initiate benefit programs whose additional cost exce ds

the saving in paycheck preparation).

. As each paycheck costs about $6.00 to prepare, cities can save
money by paying workers less often - e.g., twice a sronth instead
of biweekly.

. Managers should encourage high quality (store .accurate) payroll
preparation, though not through incentive pay systems.

. Cities might consider smoothing the payroll preparation schedule,
perhaps by increasing the interval from the receipt of the payroll
transmittal form to the production of checks.

5. Traffic Signal Maintenance

Summary: Traffic signal maintenance costs are computed as the sum of
labor, fringe benefits, other operating expenses, overhead, and capital
depreciation involved in the repair and preventive uintanence of traffic
signal devices. All of these municipal items are included in the cost of
traffic signal maintenance for both municipal cities and contract cities.
In the case of contract cities, the municipal costs are mainly far contract
monitoring, and total costs are the sum of payment to the contractor plus
municipal monitoring costs. Output, quality, technology, management and
cost data were obtained through on-site data collection efforts in ten

contract and ten municipal cities.

On average, the cost per signaled intersection maintained in 1982 was
$1,672. The range in values for intersection maintenance was $842 to
$2,101. Of the fen matched pairs, in 7 cases the contract city"s cost per
signaled intersection wss lover than that of the municipal city. The average
coat per visit (excluding electricity) was $110 for the entire sample; the

range in costs was $40-$217.

The twenty cities studied each suintained an average of 52 inter—
sections. Scale ranged from a minimum of 12 to a sample high of 156
Intersections. All cities with the exception of one municipal city, hrd
a preventive maintenance (PM) program. Contractors, however, made signifi—
cantly more PM checks/actions per intersection per year (56.5) than
municipal service providers (31.2).

An average of 56 intersections were maintained for each full time
equivalent worker — with a range of 19 to i03. In terms of the quality of
service delivered, there was no significant difference between the contract
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and the municipal cities when quality of service was measured as the speed
of repair of intersections, or as the number of items awaiting repair on a
given day. The sample average for the former measure of quality was 58.9
minutes and 2.25 items for the latter.

All contract cities and seven of ten municipal cities use a one man
crew. The remaining three municipal cities use a two man crew. This may
help explain why labor costs account for an average of 62% of total costs
in municipal cities and 54% of total costa in contract cities. On average,
13.3% of the costa of signal maintenance in contract cities goes for muni—
cipal monitoring expenses.

Main Findings: The principal findings in this analysis of traffic
signjl maintenance are noted below.

. Holding constant the number of intersections maintained, the
number of preventive maintenance visita per intersection per
year, and the quality of service delivered, on average, munici—
pally delivered traffic signal maintenance la 56% more costly
then is the same service provided by a private contractor.

. In comparison to contract cities, municipal cities tend to: (1)
take longer to complete repairs. They have no backup crew
members and, if unable to complete a repair due to lack of parts
or equipment, they must go and get it and return to complete the
repair; (2) spend more time in a response mode rather than in a
preventive one. They are ao busy "putting out fires" (responding
to requests) that they are unable to get "ahead" of future problems;
(3) allocate less time to preventive maintenance and perform
significantly fewer preventive suintsnence checks or activities;
(4) have older and generally less sophisticated systems and
therefore repairs are more serious and take longer to make; and
(5) have less productive workers - each contractor repairman
maintains 70 intersections compared to 43 intersections per
aninicipal repairman.

. Regarding the quality of service, municipal cities get to repairs
faster (37 versus 43 minutes) but take longer to do the repair
(77 versus 37 minutes) than contract cities. The net result is
that there is no significant difference between municipal and
contract cities in the total time elapsed between receipt of a
repair request and completion of the repair.

. Six contract cities were among the ten cities with below-median
unit coots. These ten low cost cities were, in comparison wih
the high cost cities, likely to: (1) handle absences by reassign—
ing workers rather than by requiring overtime; (2) assign special—
ized tasks to workers; (3) have an older work force; (4) require
that supervisors inspect some but not all work done by signal
maintenance crews; and (5) have fewer master controllers.

Main Conclusions: The following suggestions for providing traffic
signal suintenance tervice are derived from the analysis of the twenty
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cities. Host could be effected by a city vit>,-NJ*" a change in organizational
arrangement for signal maintenance.

. Cities should have a preventive maintenance program. Each signal
should be inspected periodically; frequency of once a month is
recommended. Preventive maintenance should include: the inspec—

tion and cleaning of controllers; timing checks; and the replace—
ment of signal lamps at specified intervals.

. Lover costs are associated with more sophisticated signal tech—
nology. Cities should design and implement a capital replacement
program, installing solid state signal technology. Postponement
of capital expenditure may not save money, as older systems are
more expensive to maintain th/*n newer systems.

. Cities should properly train repair staff. Staffshould be
largely responsible for repair completion. Traffic signal
supervisors/foremen should serve more as working managers and
leadmen than asd4inspectors. They ohould assist repairmen on
difficult repair assignments. Otherwise, foremen should not
inspect each and every repair done by a repairman; they should
have their own repair assignments.

. Cities should consider merging traffic signal operations with
other related municipal service operations - e.g., street
lighting -- 1in order to share overhead and other expenses.
Street lighting staff, for example, possess similar skills to
traffic signal crews and must travel to the same work locations
(street lights are often located on traffic signal support
poles). This merger would allow cities to avoid redundancies in
work efforts. Additionally, the larger staff would allow more
flexibility in reassigning workers to handle absences.

6. Asphalt Overlay Construction

Summary: This study defines asphalt overlay construction as the applica—
tion of a new asphalt surface to an existing street® Asphalt overlay
construction costs are computed as the sum of labor, fringe benefits, other
operating costs, overhead costs and capital expenditures. Other operating
costs include payments to contractors in contract cities. Municipal costs
are included in the cost of asphalt overlay construction in both municipal
and contract cities; in the latter case, these municipal costs are largely
those costs of contract letting and supervision.

The cost of asphalt overlay construction is closely related to tons of
asphalt, labor intensity and the maximum width of pavers. Organizational
arrangement is also highly significant. Contract city costs averaged
$41.19 per ton, significantly less than the municipal city mean cost of
$76.00. The sample mean was $58.59. Contract city costs fell within a
limited range ($30.63 to $52.74 per ton) whereas municipal costs showed
large variations ($45.15 to $136.77). Eight of the sample's ten low-cost
cities used contractors to provide this service. The mean cost of munici—
pal service is 84% higher than the mean cost of contract service. This Iis
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very close to the more accurate estimate of the difference in cost between
the organizational arrangements — 96% — obtained via regression analyis.

This cost advantage 1is achieved via the superior productivity of con—
tractor employees versus municipal workers. Contract cities averaged A,508
tons per full-time equivalent (FTE) employee compared to 1,180 tons per
municipal FTE employee. This productivity edge enables contractors to
"overcome the higher salaries they pay and higher asphalt costs they incur.
Contractor crewmen earn $29,049 per year compared to $18,384 nnually for
the same category of municipal employees. Contractors pay on average
$27.58 per ton for asphalt versus the $23.38 per ton that municipalities

pay.

Contractors also provide a higher quality of service than their muni—
cipal counterparts. Out of a perfect score of 100, asphalt overlays put
down by contractors were, on average, rated 97.2 while those put down by
smnicipal agencies were, on average, rated 94.9. The skill of the equip—
ment operator 1is the key factor in laying a uniformly even and smooth
overlay. Contractors on average employ equipment operators with store
experience who, in turn, command the higher salaries. Contractor paver
operators average 12.11 years of experience cosg>ared to 7.78 years for
their municipal counterparts.

The production of this service requires that significant capital and
human resources be available at the time an overlay is placed. This in—
cludes such high cost items as pavers and compactors. This self-propelled
paver has the capacity to lay large quantities of asphalt; production,
however, is tied to the rate asphalt is delivered and the number and capa-—
city of rollers on site to compact the asphalt which must be rolled while
hot.

Contractors generally possessed better technological capabilities than
municipal cities. They more often employ self-propelled pavers with
greater paving widths. They also use larger rollers in addition to a
greater number of rollers. The maximum width of pavers used by contractors
averaged 14 feet compared to 10.25 feet in municipal cities. Contractors
generally had 2.0 rollers on site averaging 11.0 tons each; corresponding
statistics for municipal cities are 1.5 rollers, averaging 7.89 tons.

The delivery of this service, in addition, normally requires a large
crew on site. Contractors, on average, employed larger crews (11.00 men
versus 8.30 men). A city intent on providing this service with municipal
employees must have an operation of sufficient scale to support expendi—
tures for the necessary manpower and equips>ent. If not, unit costs are
expected to be greater than when the optimum labor/equipment mix is operated

at capacity.

Management practices also have a direct impact on achieving greater
efficiency. Contractor supervisors generally have the authority to fire
workers and are responsible for the care and maintenance of equipment. In
contrast, these functions are more often centralized in municipal depart—
ments other than those actually laying the asphalt where the service is
municipally-provided. In 8 out of 10 cases, contractor direct supervisors
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have the authority to fire workers; thia aame authority was granted to
Municipal supervisors in only 3 of 10 instances. |In all cases, contractor
supe”™isor? were responsible for the care and maintenance of their equip—
ment."~ Thiivaame Responsibility was placed on Municipal Managers in only 2
cases. ,Another significant mansgement difference between contractors and
Municipal agencies 1is that the former is more likely to have a supervisor
on site continuously directing overlay operations.

Main Findings':P The major findings of this research are suMmarized
below.

. There is a significant cost difference between service delivered
by a contractor compared to that provided by a Municipal agency.
On average, asphalt overlay construction services provided by a
Municipal agency are 96% More costly than when performed by a
private firm under contract to the municipality.

. There 1is no significant difference in the quality of service
provided by contractors and that provided by municipal agencies.
Using a rating sysem modified after one developed by the Asphalt
Institute, asphalt overlays put down by contractors had an average
rating of 97.2 (out cf a perfect score of 100), whil* those put
down by Municipal agencies had an average rating of 94.9.

. Most of the difference in the cost of contract as compared to
municipal asphalt overlay construction services appears to be
explained by five factors: (1) higher productivity — contractor
crews put down more tons of asphalt per man-day than Municipal
operations; (2) technology - contractors use pavers with larger
paving widths and heavier rollers than their municipal counter—
parts; (3) management -- contractors assign larger crews to an
overlay project than do municipal agencies; (4) supervision of
workers - contractor foremen are more likely than municipal
foremen to remain on-site directing operations continuously
throughout a shift and are also sure likely to have the authority
to fire workers; and (5) responsibility for equipment maintenance
contractors are more likely to be responsible for equipment
maintenance than are the municipal departments delivering asphalt
overlay services. Contractor crewmen are also paid significantly
more than comparable municipal employees.

e. Comparison of the high-cost cities versus the low-cost cities
X confirms that the,differences between contractors and amnicipal
\ agencies affect the cos™t of \aervice delivery. High cost cities
\ are "Rhoae ten citids whose cost per ton of~sphalt laid is above
Vthe median. Eight municipal cities and twolcontract citie"k were
~ldentified as "high \:ost";\the\remaining two\municipal and eight
cbntradt cities are *\low cost” V- i.e., below the sample median
cost peryton. Contracted tk the high-cost cities, low-c”at
cities use \eavier rollers, are more likely toNiiave the service
provider responsible for\equiprafent\maintenance,\and pay highe”
wagesy Thes"eNtame differences axe \ignificantly\different be-\
tween ~contract \nd municipal cities.\ Two additional factors
distinguish lo”*-ctst cities xRrom hfgh-cost cities (1) labor
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