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Introduction 

The Federal Reserve System consists of 
the Board of Governors in Washington, 
D.C., the twelve Federal Reserve Banks 
with their twenty-five Branches distrib
uted throughout the nation, the Federal 
Open Market Committee (FOMC), and 
three advisory groups—the Federal 
Advisory Council, the Consumer Advi
sory Council, and the Thrift Institutions 
Advisory Council. The System was cre
ated in 1913 by Congress to establish 
a safe and flexible monetary and 
banking system. Over the years, Congress 
has given the Federal Reserve more 
authority and responsibility for achieving 
broad national economic and financial 
objectives. 

As the nation’s central bank, the Fed
eral Reserve has many, varied responsi
bilities. It acts to ensure that the nation’s 
economy grows at a pace consistent with 
price stability; it serves as the nation’s 
lender of last resort, with responsibility 
for forestalling national liquidity crises; 
and it is involved in bank supervision and 
regulation, with responsibilities for bank 
holding companies, financial holding 
companies (created under the Gramm-
Leach-Bliley Act, enacted in November 
1999), state-chartered banks that are 
members of the Federal Reserve System, 
the foreign activities of U.S. banks, and 
the U.S. activities of foreign banks. The 
Federal Reserve also administers the 
nation’s financial consumer protection 
laws. 

The Federal Reserve System plays a 
major role in the nation’s payment mecha
nism. The Reserve Banks distribute cur
rency and coin; process Fedwire, auto-
mated clearinghouse, and securities 
transfers; and process checks. In addition, 
the Federal Reserve Banks serve as the 

fiscal agents of the United States and pro-
vide a variety of financial services for the 
Treasury, other government agencies, and 
other fiscal principals. For a fuller dis
cussion of the Federal Reserve’s respon
sibilities, see the Board publication The 
Federal Reserve System: Purposes and 
Functions. 

Summary of 2004 Income and 
Expenditures 

In carrying out its responsibilities in 2004, 
the Federal Reserve System incurred an 
estimated $1.6 billion in net operating 
expenses. Total spending of an estimated 
$2.9 billion was offset by an estimated 
$1.3 billion in revenue from priced ser
vices, claims for reimbursements, and 
other income. 

The major source of Federal Reserve 
income is earnings from the portfolio of 
U.S. government securities in the System 
Open Market Account, estimated at $22.3 
billion in 2004. Earnings in excess of 
expenses, dividends, and surplus are 
transferred to the U.S. Treasury—in 2004 
an estimated $18.1 billion. (These earn
ings are treated as receipts in the U.S. 
budget accounting system and as antici
pated earnings projected by the Office 
of Management and Budget in the U.S. 
budget.) 

Beginning with the 1998–99 budget, 
the Board of Governors has operated on 
a two-year budget cycle and a four-year 
planning cycle. Given their current busi
ness needs, the Federal Reserve Banks 
maintain an annual budget cycle. For 
more information on the budget pro
cesses, see appendix A. 
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Operational Areas 

In 2004 the Federal Reserve System 
accounted for costs using the following 
categories—monetary and economic 
policy, supervision and regulation of 
financial institutions, services to financial 
institutions and the public, services to the 
U.S. Treasury and other government 
agencies, and System policy direction and 
oversight. 

Monetary and Economic Policy 

The monetary and economic policy 
operational area encompasses Federal 
Reserve actions to influence the availabil
ity and cost of money and credit in the 
nation’s economy. In 2004, the FOMC 
held eight regularly scheduled meetings 
and adjusted the federal funds rate five 
times. 

A vast amount of banking and finan
cial data flows through the Reserve Banks 
to the Board, where it is compiled and 
made available to the public. The research 
staffs at the Board and the Reserve Banks 
use these data, along with information 
collected by other public and private 
institutions, to assess the state of the 
economy and the relationships between 
the financial markets and economic 
activity. Staff members provide back-
ground information for the Board of Gov
ernors and for each meeting of the 
FOMC by preparing detailed economic 
and financial analyses and projections 
for the domestic economy and interna
tional markets. The Board and the 
FOMC use these analyses and projections 
in setting reserve requirements, setting 
the discount rate (which affects the cost 
of borrowing), and conducting open mar
ket operations. Staff members also con-
duct longer-run economic studies on 
regional, national, and international 
issues. 

Supervision and Regulation 

The Federal Reserve System plays a 
major role in the supervision and regula
tion of banks and bank holding compa
nies. The Board of Governors adopts 
regulations to carry out statutory direc
tives and establishes System supervisory 
and regulatory policies; the Reserve 
Banks conduct on-site examinations and 
inspections of state member banks and 
bank holding companies, review applica
tions for mergers, acquisitions, and 
changes in control from banks and bank 
holding companies, and take formal 
supervisory actions. In 2004, the Federal 
Reserve conducted 581 examinations 
of state member banks (some of 
them jointly with state agencies) and 
491 inspections and 3,340 risk assess
ments of bank holding companies; it acted 
on 2,548 international and domestic 
applications. 

The Board also enforces state member 
banks’ and certain foreign banking orga
nizations’ compliance with the federal 
laws protecting consumers in their use 
of credit and deposit products. Between 
July 1, 2003, and June 30, 2004, the Sys
tem conducted 329 consumer compliance 
examinations, including 305 covering 
state member banks and 24 covering for
eign banking organizations. Additionally, 
during the 2004 reporting period, the Sys
tem performed 242 Community Reinvest
ment Act examinations. 

The Board’s supervisory responsibili
ties also extend to the foreign operations 
of U.S. banks and, under the International 
Banking Act, to the U.S. operations of 
foreign banks. Beyond these activities, the 
Federal Reserve maintains continuous 
oversight of the banking industry to 
ensure the overall safety and soundness 
of the financial system. This broader 
responsibility is reflected in the System’s 
presence in financial markets, through 
open market operations, and in the Fed-
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eral Reserve’s role as lender of last 
resort. 

Services to Financial Institutions 
and the Public 

The Federal Reserve System plays a cen
tral role in the nation’s payment systems 
by ensuring that enough currency and 
coin are in circulation to meet the public’s 
demand. The Bureau of Engraving and 
Printing prints currency and the U.S. Mint 
mints coin that the Reserve Banks dis
tribute to the public through depository 
institutions. Reserve Banks also receive 
deposits of currency and coin from 
depository institutions, identify suspect 
currency that they forward to the U.S. 
Secret Service, and destroy currency that 
is unfit for circulation. In 2004, the 
Reserve Banks received approximately 
$656.2 billion in currency and $5.4 bil
lion in coin from depository institutions, 
distributed approximately $686.4 billion 
in currency and $6.4 billion in coin, and 
destroyed $90.9 billion in unfit currency. 

The Reserve Banks also play a central 
role in the nation’s payment systems by 
processing paper checks and providing a 
variety of electronic services for deposi
tory institutions. In 2004, the Reserve 
Banks collected approximately 13.8 bil
lion commercial checks, with a total value 
of about $15.1 trillion. The Reserve 
Banks’ automated clearinghouse (ACH) 
service allows depository institutions to 
send or receive credit and debit payment 
transactions. ACH payments are typically 
used for check payments, such as pay-
roll, dividend, mortgage, and bill pay
ments. In 2004, the Reserve Banks pro
cessed approximately 7.4 billion ACH 
transactions, valued at about $15.5 tril
lion. Approximately 12.5 percent of the 
transactions were for the federal govern
ment; the rest were for commercial 
establishments. 

The Reserve Banks’ Fedwire Funds 

Service allows depository institutions to 
draw on their reserve or clearing balances 
at the Reserve Banks and to transfer funds 
to other institutions that maintain 
accounts at the Reserve Banks. In 2004, 
the Reserve Banks processed approxi
mately 125 million Fedwire funds trans
fers, valued at about $470 trillion. 

The Reserve Banks’ National Settle
ment Service allows participants in pri
vate clearing arrangements to settle trans-
actions through reserve or clearing 
account balances. Approximately 60 
local and national private arrangements, 
primarily check clearinghouse associa
tions but also other types of arrangements, 
use the National Settlement Service. In 
2004, the Reserve Banks processed over 
434,000 settlement entries for these 
arrangements. 

The Reserve Banks’ Fedwire Securi
ties Service provides securities services 
for the handling of book-entry (computer-
based) securities and the collection of 
physical interest coupons and miscella
neous items. The service allows partici
pants to electronically transfer to other 
participants securities issued by the Trea
sury, federal government agencies, and 
other approved entities. In 2004, partici
pants originated approximately 21 mil-
lion transfers valued at about $322 tril
lion. The noncash collection service, 
through which maturing or called munici
pal coupons and bonds are presented 
for collection, processed about 211,000 
transactions in 2004. In February 2005, 
the Board approved a plan to withdraw 
from the noncash service by the end of 
2005. The Reserve Banks will stop 
accepting deposits September 30, 2005, 
and withdrawal from this service will be 
complete on December 30, 2005. 

Services to the U.S. Treasury 
and Other Government Agencies 

The Reserve Banks provide fiscal agency 
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and depository services to the U.S. gov
ernment. Through deposit accounts at 
Reserve Banks, the government issues 
checks, makes payments, and collects 
receipts. The Reserve Banks also process 
Fedwire funds transfers and automated 
clearinghouse payments and provide the 
Treasury with daily statements of account 
activity. In 2004, Reserve Banks provided 
claims for reimbursement of approxi
mately $368 million to the Treasury, other 
government agencies, and other fiscal 
principals that are billed to these agen
cies for the full cost of providing these 
services; reimbursement was received 
or is expected for all of the expenses 
incurred. 

Reserve Banks provide the Department 
of the Treasury with services related to 
the federal debt. For example, Reserve 
Banks issue, service, and redeem market-
able Treasury securities and savings 
bonds; they also process secondary-
market Fedwire securities transfers initi
ated by depository institutions. In 2004, 
the Reserve Banks processed nearly 
48,000 competitive and noncompetitive 
bids for Treasury securities and printed 
and mailed more than 36 million savings 
bonds. The Reserve Banks operate two 
book-entry (computer-based) securities 
systems for the custody of Treasury 
securities—the Fedwire book-entry secu
rities system and TreasuryDirect. Almost 
all book-entry Treasury securities are 
maintained on Fedwire, which is also the 
nation’s principal securities transfer 
mechanism; the remainder are maintained 
on TreasuryDirect, which is used prima
rily by individuals. 

Reserve Banks collect and disburse 
funds on behalf of the federal govern
ment. The Reserve Banks maintain the 
Treasury’s funds account, accept depos
its, pay checks drawn on the Treasury’s 
account, and make Fedwire and auto-
mated clearinghouse payments on behalf 
of the Treasury. In 2004, the Reserve 

Banks continued to assist Treasury in its 
efforts to increase the use of electronic 
payment vehicles. For example, the 
Reserve Banks operate the Pay.gov 
Internet portal, which permits the public 
to pay Treasury and agencies through the 
Internet. 

The Reserve Banks also invest excess 
Treasury balances with more than 1,100 
depository institutions, which pay inter
est to Treasury for the use of the funds. 
In 2004, the Reserve Banks invested 
$1.4 trillion of Treasury balances through 
the program. Some of these funds are 
callable on demand and pay interest equal 
to the federal funds rate less 25 basis 
points. The Reserve Banks also place 
Treasury funds with depository institu
tions for a set term, with the interest rate 
set at auction. 

The Reserve Banks also provide fiscal 
agency and depository services to other 
domestic and international entities. 
Depending on the authority under which 
the services are provided, the Reserve 
Banks may maintain book-entry accounts 
of securities, provide custody for the 
stock of unissued, definitive (physical) 
securities, maintain and update balances 
of outstanding book-entry and definitive 
securities for issuers, and maintain related 
funds accounts. 

System Policy Direction 
and Oversight 

This operational area encompasses activi
ties by the Board of Governors in super-
vising Board and Reserve Bank pro-
grams. At the System level, the expenses 
for these activities are considered over-
head and are therefore allocated across 
the other operational areas. At the Board 
level, these expenses are not treated as 
overhead nor allocated to other opera
tional areas. � 
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Introduction 1 

Introduction 

The Federal Reserve System consists of 
the Board of Governors in Washington, 
D.C., the twelve Federal Reserve Banks 
with their twenty-five Branches distrib
uted throughout the nation, the Federal 
Open Market Committee (FOMC), and 
three advisory groups—the Federal 
Advisory Council, the Consumer Advi
sory Council, and the Thrift Institutions 
Advisory Council. The System was cre
ated in 1913 by Congress to establish a 
safe and flexible monetary and banking 
system. Over the years, Congress has 
given the Federal Reserve more author
ity and responsibility for achieving 
broad national economic and financial 
objectives. 

-

-

-

-

As the nation’s central bank, the Fed
eral Reserve has many, varied responsi
bilities. It acts to ensure that the nation’s 
economy grows at a pace consistent with 
price stability; it serves as the nation’s 
lender of last resort, with responsibility 
for forestalling national liquidity crises; 
and it is involved in bank supervision and 
regulation, with responsibilities for bank 
holding companies, financial holding 
companies (created under the Gramm-
Leach-Bliley Act, enacted in November 
1999), state-chartered banks that are 
members of the Federal Reserve System, 
the foreign activities of U.S. banks, and 
the U.S. activities of foreign banks. The 
Federal Reserve also administers the 
nation’s financial consumer protection 
laws. 

-
-

The Federal Reserve System plays a 
major role in the nation’s payment mecha
nism. The Reserve Banks distribute cur
rency and coin; process Fedwire, auto
mated clearinghouse, and securities 
transfers; and collect checks. In addition, 
the Federal Reserve Banks serve as the 

fiscal agents of the United States and pro
vide a variety of financial services for the 
Treasury, other government agencies, and 
other fiscal principals. For a fuller dis
cussion of the Federal Reserve’s respon
sibilities, see the Board publication 

-
-
-

-

-
-

The 
Federal Reserve System: Purposes and 
Functions. 

Summary of 2005 Income and 
Expenditures 
In carrying out its responsibilities in 
2005, the Federal Reserve System 
incurred an estimated $1.6 billion in net 
operating expenses. Total spending of an 
estimated $2.9 billion was offset by an 
estimated $1.4 billion in revenue from 
priced services, claims for reimburse
ments, and other income. 

-

The major source of Federal Reserve 
income is earnings from the portfolio of 
U.S. government securities in the System 
Open Market Account, estimated at $29.0 
billion in 2005. Earnings in excess of 
expenses, dividends, and surplus are 
transferred to the U.S. Treasury—in 2005 
an estimated $21.5 billion. (These earn
ings are treated as receipts in the U.S. 
budget accounting system and as antici
pated earnings projected by the Office 
of Management and Budget in the U.S. 
budget.) 

-

-

Beginning with the 1998–99 budget, 
the Board of Governors has operated on 
a two-year budget cycle and a four-year 
planning cycle. Given their current busi
ness needs, the Federal Reserve Banks 
maintain an annual budget cycle. For 
more information on the budget pro
cesses, see appendix A. 

-

-
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Operational Areas 

In 2005 the Federal Reserve System 
accounted for costs using the following 
categories: monetary and economic 
policy, supervision and regulation of 
financial institutions, services to financial 
institutions and the public, services to the 
U.S. Treasury and other government 
agencies, and System policy direction and 
oversight. 

Monetary and Economic Policy 

The monetary and economic policy 
operational area encompasses Federal 
Reserve actions to influence the availabil
ity and cost of money and credit in the 
nation’s economy. In 2005, the FOMC 
held eight regularly scheduled meetings 
and adjusted the federal funds rate eight 
times. 

A vast amount of banking and finan
cial data flows through the Reserve Banks 
to the Board, where the data are compiled 
and made available to the public. The 
research staffs at the Board and the 
Reserve Banks use these data, along with 
information collected by other public and 
private institutions, to assess the state 
of the economy and the relationships 
between the financial markets and eco
nomic activity. Staff members provide 
background information for the Board of 
Governors and for each meeting of the 
FOMC by preparing detailed economic 
and financial analyses and projections 
for the domestic economy and interna
tional markets. The Board and the 
FOMC use these analyses and projections 
in setting reserve requirements, setting 
the discount rate (which affects the cost 
of borrowing), and conducting open mar
ket operations. Staff members also con
duct longer-run economic studies on 
regional, national, and international 
issues. 

Supervision and Regulation 

The Federal Reserve System plays a 
major role in the supervision and regula
tion of banks and bank holding compa
nies. The Board of Governors adopts 
regulations to carry out statutory direc
tives and establishes System supervisory 
and regulatory policies. The Reserve 
Banks conduct on-site examinations and 
inspections of state member banks and 
bank holding companies; review applica
tions for mergers, acquisitions, and 
changes in control from banks and bank 
holding companies; and take formal 
supervisory actions. In 2005, the Federal 
Reserve conducted 563 examinations of 
state member banks (some of them jointly 
with state agencies) and 496 inspections 
and 3,233 risk assessments of bank hold
ing companies; it acted on 3,442 interna
tional and domestic applications. 

The Board also enforces state member 
banks’ and certain foreign banking orga
nizations’ compliance with the federal 
laws protecting consumers in their use of 
credit and deposit products. Between July 
1, 2004, and June 30, 2005, the System 
conducted 239 consumer compliance 
examinations, including 220*

* Corrected since April 2006 release of report. 

 covering 
state member banks and 19 covering for
eign banking organizations. Additionally, 
during the 2004 reporting period, the Sys
tem performed 163 Community Reinvest
ment Act examinations. 

The Board’s supervisory responsibili
ties also extend to the foreign operations 
of U.S. banks and, under the International 
Banking Act, to the U.S. operations of 
foreign banks. Beyond these activities, the 
Federal Reserve System maintains con
tinuous oversight of the banking industry 
to ensure the overall safety and sound
ness of the financial system. This broader 
responsibility is reflected in the System’s 
presence in financial markets, through 
open market operations, and in its role as 
lender of last resort. 
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3 Introduction 

Services to Financial Institutions 
and the Public 
The Federal Reserve System plays a cen
tral role in the nation’s payment systems 
by ensuring that enough currency and 
coin are in circulation to meet the public’s 
demand. The Bureau of Engraving and 
Printing prints currency and the U.S. Mint 
mints coin, which the Reserve Banks dis
tribute to the public through depository 
institutions. Reserve Banks also receive 
deposits of currency and coin from 
depository institutions, identify suspect 
currency that they forward to the U.S. 
Secret Service, and destroy currency that 
is unfit for circulation. In 2005, the 
Reserve Banks received approximately 
$659.2 billion in currency and $5.4 bil
lion in coin from depository institutions, 
distributed approximately $698.4 billion 
in currency and $6.7 billion in coin, and 
destroyed $83.2 billion in unfit currency. 

-

-

-

The Reserve Banks also play a central 
role in the nation’s payment systems by 
collecting checks and providing a vari
ety of electronic services for depository 
institutions. In 2005, the Reserve Banks 
collected approximately 12.2 billion 
commercial checks, with a total value of 
about $14.4 trillion. The Reserve Banks’ 
automated clearinghouse (ACH) service 
allows depository institutions to send or 
receive credit and debit payment trans
actions. ACH payments are typically used 
for check payments, such as payroll, divi
dend, mortgage, and bill payments. In 
2005, the Reserve Banks processed 
approximately 8.3 billion ACH transac
tions, valued at about $16.0 trillion. 
Approximately 11.6 percent of the trans
actions were for the federal govern
ment; the rest were for commercial 
establishments. 

-

-

-

-

-
-

The Reserve Banks’ Fedwire Funds 
Service allows depository institutions 
to draw on their reserve or clearing bal
ances at the Reserve Banks and to trans

fer funds to other institutions that main
tain accounts at the Reserve Banks. In 
2005, the Reserve Banks processed more 
than 132 million Fedwire funds transfers, 
valued at more than $518 trillion. 

-
-

-

The Reserve Banks’ National Settle
ment Service allows participants in 
private clearing arrangements to settle 
transactions through their Federal 
Reserve accounts. Approximately 55 
local and national private arrangements, 
primarily check clearinghouse associa
tions but also other types of arrangements, 
use the National Settlement Service. In 
2005, the Reserve Banks processed over 
440,000 settlement entries for these 
arrangements. 

-

-

The Reserve Banks’ Fedwire Securi
ties Service provides securities services 
for the handling of book-entry (computer-
based) securities and the collection of 
physical interest coupons and miscella
neous items. The service allows partici
pants to electronically transfer to other 
participants securities issued by the Trea
sury, federal government agencies, and 
other approved entities. In 2005, partici
pants originated approximately 24 mil
lion transfers valued at about $378 tril
lion. The noncash collection service, 
through which maturing or called munici
pal coupons and bonds are presented for 
collection, processed about 117,000 
transactions in 2005. In February 2005, 
the Board approved a plan to withdraw 
from the noncash service by the end of 
2005. The Reserve Banks stopped accept
ing deposits on September 30, 2005, and 
withdrew from this service on December 
30, 2005. 

-

-
-

-

-
-
-

-

-

Services to the U.S. Treasury and 
Other Government Agencies 
Pursuant to the Federal Reserve Act, the 
Reserve Banks provide fiscal agency and 
depository services to the U.S. govern-
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ment and other fiscal principals. These 
services relate to securities custody and 
transfer, payments, deposits, and cus
tomer support. The federal government 
and other fiscal principals reimburse 
the Reserve Banks for the cost to pro
vide these services. In 2005, Reserve 
Banks sought reimbursement of approx
imately $400 million. Reimbursement 
was received or is expected for all of the 
expenses incurred. 

-

-

-

Reserve Banks issue, service, and re
deem marketable Treasury securities and 
savings bonds and process secondary-
market Fedwire securities transfers. In 
2005, the Reserve Banks processed nearly 
68,000 competitive and noncompetitive 
bids for Treasury securities and printed 
and mailed more than 32 million savings 
bonds. The Reserve Banks operate two 
book-entry (computer-based) securities 
systems for the custody of Treasury 
securities—the Fedwire securities service 
and a separate computer application 
designed for retail investors who plan to 
hold these securities until maturity. 
Almost all book-entry Treasury securities 
are maintained on Fedwire, which is also 
the nation’s principal securities transfer 
mechanism. 

-

Reserve Banks collect and disburse 
funds on behalf of the federal govern
ment. The Reserve Banks maintain the 
Treasury’s bank account, accept depos
its, pay checks drawn on the Treasury’s 
account, and make Fedwire and auto
mated clearinghouse payments for the 
Treasury. In 2005, the Reserve Banks 
continued to assist Treasury in its efforts 
to receive and make payments electroni
cally. For example, the Reserve Banks 
operate the Pay.gov Internet portal, which 

permits the public to pay Treasury and 
agencies over the Internet. 

-

-

-

-

The Reserve Banks invest excess Trea
sury balances with more than 1,100 
depository institutions, which pay inter
est to the Treasury for the use of the funds. 
In 2005, the Reserve Banks invested 
approximately $1.7 trillion of Treasury 
balances through the program. Some of 
these funds are callable on demand and 
pay interest equal to the federal funds rate 
less 25 basis points. The Reserve Banks 
also place Treasury funds with depository 
institutions for a set term, with the inter
est rate set at auction. 

-

-

-

The Reserve Banks also provide fiscal 
agency and depository services to other 
domestic and international entities. 
Depending on the authority under which 
the services are provided, the Reserve 
Banks may maintain book-entry accounts 
of securities, provide custody for the 
stock of unissued, definitive (physical) 
securities, maintain and update balances 
of outstanding book-entry and definitive 
securities for issuers, and maintain related 
funds accounts. 

System Policy Direction and 
Oversight 
This operational area encompasses activi
ties by the Board of Governors in super
vising Board and Reserve Bank pro
grams. At the System level, the expenses 
for these activities are considered over
head and are therefore allocated across 
the other operational areas. At the Board 
level, these expenses are not treated as 
overhead nor allocated to other opera
tional areas. �

-
-
-

-

-
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Introduction  1 

Introduction 

The Federal Reserve System—the nation’s 
central bank—consists of the Board 
of Governors in Washington, D.C., the 
twelve Federal Reserve Banks with their 
twenty-five Branches distributed through
out the nation, the Federal Open Market 
Committee (FOMC), and three advisory 
groups—the Federal Advisory Council, 
the Consumer Advisory Council, and the 
Thrift Institutions Advisory Council. The 
System was created in 1913 by Congress 
to establish a safe and flexible monetary 
and banking system. Over the years, Con
gress has given the Federal Reserve more 
authority and responsibility for achieving 
broad national economic and financial 
objectives. 

 

 

The duties of the Federal Reserve fall 
into four general areas: (1) conducting 
the nation’s monetary policy by infl uenc
ing the monetary and credit conditions 
in the economy in pursuit of maximum 
employment, stable prices, and moderate 
long-term interest rates; (2) supervising 
and regulating banking institutions to 
ensure the safety and soundness of the 
nation’s banking and financial system and 
to protect the credit rights of consumers; 
(3) maintaining the stability of the finan
cial system and containing systemic risk 
that may arise in financial markets; and 
(4) providing financial services to deposi
tory institutions, the U.S. government, and 
foreign official institutions. 

 

 







The Federal Reserve System plays 
a major role in the nation’s payment 
mechanism. The Reserve Banks distrib
ute currency and coin; process Fedwire, 
automated clearinghouse, and securities 
transfers; and collect checks. In addi
tion, the Federal Reserve Banks serve as 
the fiscal agents of the United States and 
provide a variety of financial services for 
the Treasury, other government agen

cies, and other fiscal principals. For a 
fuller discussion of the Federal Reserve’s 
responsibilities, see the Board publication 













The Federal Reserve System: Purposes 
and Functions. 

Summary of 2006 Income 
and Expenditures 

In carrying out its responsibilities in 2006, 
the Federal Reserve System incurred an 
estimated $1.6 billion in net operating 
expenses. Total spending of an estimated 
$3.1 billion was offset by an estimated 
$1.5 billion in revenue from priced ser
vices, claims for reimbursements, and 
other income. 

The major source of Federal Reserve 
Bank income is earnings from the port
folio of U.S. government securities in the 
System Open Market Account, estimated 
at $36.5 billion in 2006. Earnings in 
excess of expenses, dividends, and surplus 
are transferred to the U.S. Treasury—in 
2006 an estimated $28.5 billion. (These 
earnings are treated as receipts in the 
U.S. budget accounting system and as 
anticipated earnings projected by the 
Office of Management and Budget in the 
U.S. budget.) 

The information for 2006 is based on 
expense estimates developed as part of 
the budget process. Total 2006 expenses 
were $3,058.3 million, a decrease of 
$24.1 million, or 0.8 percent, from the 
2006 estimate of $3,082.4 million.1 

1. Beginning with the 1998–99 budget, the Board 
of Governors has operated on a two-year budget 
cycle and a four-year planning cycle. Given their 
current business needs, the Federal Reserve Banks 
maintain an annual budget cycle. For more informa
tion on the budget processes, see appendix A. 
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Operational Areas 

In 2006 the Federal Reserve System 
accounted for costs using the follow
ing categories: monetary and economic 
policy, supervision and regulation of 
financial institutions, services to financial 
institutions and the public, services to 
the U.S. Treasury and other government 
agencies, and System policy direction 
and oversight. 

Monetary and Economic Policy 

The monetary and economic policy opera
tional area encompasses Federal Reserve 
actions to influence the availability and 
cost of money and credit in the nation’s 
economy. In 2006, the FOMC held 
eight regularly scheduled meetings and 
adjusted the federal funds rate four 
times. 

A vast amount of banking and financial 
data flows through the Reserve Banks 
to the Board, where the data are com
piled and made available to the public. 
The research staffs at the Board and the 
Reserve Banks use these data, along with 
information collected by other public 
and private institutions, to assess the 
state of the economy and the relation
ships between the financial markets and 
economic activity. Staff members provide 
background information for the Board of 
Governors and for each meeting of the 
FOMC by preparing detailed economic 
and financial analyses and projections 
for the domestic economy and interna
tional markets. The Board and the FOMC 
use these analyses and projections in 
setting reserve requirements, setting 
the discount rate (which affects the cost 
of borrowing), and conducting open 
market operations. Staff members also 
conduct longer-run economic studies 
on regional, national, and international 
issues. 

Supervision and Regulation 

The Federal Reserve System plays a major 
role in the supervision and regulation of 
banks and bank holding companies. The 
Board of Governors adopts regulations to 
carry out statutory directives and estab
lishes System supervisory and regulatory 
policies. The Reserve Banks conduct 
on-site examinations and inspections of 
state member banks and bank holding 
companies; review applications for merg
ers, acquisitions, and changes in control 
from banks and bank holding companies; 
and take formal supervisory actions. In 
2006, the Federal Reserve conducted 
500 examinations of state member banks 
(some of them jointly with state agen
cies) and 557 inspections and 3,257 risk 
assessments of bank holding companies; 
it acted on 1,378 proposals, representing 
3,171 individual applications involving 
bank holding company formations and 
acquisitions, bank mergers, and other 
transactions. 

The Board also enforces state member 
banks’ and certain foreign banking orga
nizations’ compliance with the federal 
laws protecting consumers in their use of 
credit and deposit products. Between July 
1, 2005, and June 30, 2006, the System 
conducted 321 consumer compliance 
examinations: 303 covering state member 
banks and 18 covering foreign banking 
organizations. Additionally, during the 
2005 reporting period, the System per
formed 276 Community Reinvestment 
Act examinations. 

The Board’s supervisory responsibili
ties also extend to the foreign operations 
of U.S. banks and, under the International 
Banking Act, to the U.S. operations of 
foreign banks. Beyond these activities, 
the Federal Reserve System maintains 
continuous oversight of the banking 
industry to ensure the overall safety and 
soundness of the fi nancial system. This 
broader responsibility is reflected in the 
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System’s presence in fi nancial markets, 
through open market operations, and in 
its role as lender of last resort. 

Services to Financial Institutions 
and the Public 

The Federal Reserve System plays a 
central role in the nation’s payment sys
tems by ensuring that enough currency 
and coin are in circulation to meet the 
public’s demand. The Bureau of Engrav
ing and Printing prints currency and the 
U.S. Mint mints coin, which the Reserve 
Banks distribute to the public through 
depository institutions. Reserve Banks 
also receive deposits of currency and 
coin from depository institutions, identify 
suspect currency that they forward to 
the U.S. Secret Service, and destroy 
currency that is unfit for circulation. 
In 2006, the Reserve Banks received 
approximately $689.1 billion in currency 
and $5.8 billion in coin from depository 
institutions, distributed approximately 
$711.2 billion in currency and $6.9 bil
lion in coin, and destroyed $84.7 billion 
in unfit currency.  

The Reserve Banks also play a central 
role in the nation’s payment systems 
by collecting checks and providing a 
variety of electronic services for deposi
tory institutions. In 2006, the Reserve 
Banks collected approximately 11.0 
billion commercial checks, with a total 
value of about $13.6 trillion. The Reserve 
Banks’ automated clearinghouse (ACH) 
service allows depository institutions 
to send or receive credit and debit pay
ment transactions. ACH payments are 
typically used for check payments, such 
as payroll, dividend, mortgage, and bill 
payments. In 2006, the Reserve Banks 
processed approximately 9.2 billion 
ACH transactions, valued at about $16.6 
trillion. Approximately 11 percent of the 
transactions were for the federal gov

ernment; the rest were for commercial 
establishments. 

The Reserve Banks’ Fedwire Funds 
Service allows depository institutions 
to draw on their reserve or clearing bal
ances at the Reserve Banks and to transfer 
funds to other institutions that maintain 
accounts at the Reserve Banks. In 2006, 
the Reserve Banks processed more than 
134 million Fedwire funds transfers, val
ued at more than $573 trillion. 

The Reserve Banks’ National Settle
ment Service allows participants in 
private clearing arrangements to settle 
transactions through their Federal Reserve 
accounts. Approximately 54 local and 
national private arrangements, primar
ily check clearinghouse associations 
but also other types of arrangements, 
use the National Settlement Service. 
In 2006, the Reserve Banks processed 
over 470,000 settlement entries for these 
arrangements. 

The Reserve Banks’ Fedwire Securities 
Service provides securities services for 
the handling of book-entry (computer
based) securities. The service allows 
participants to electronically transfer to 
other participants securities issued by the 
Treasury, federal government agencies, 
and other approved entities. In 2006, 
participants originated approximately 
23 million transfers valued at about 
$386 trillion. 

Services to the U.S. Treasury 
and Other Government Agencies 

Pursuant to the Federal Reserve Act, the 
Reserve Banks provide fiscal agency and 
depository services to the U.S. govern
ment and other fiscal principals. These 
services relate to securities custody and 
transfer, payments, deposits, and cus
tomer support. The federal government 
and other fiscal principals reimburse the 
Reserve Banks for the cost to provide 
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these services. In 2006, Reserve Banks 
sought reimbursement of approximate
ly $426 million. Reimbursement was 
received or is expected for all of the 
expenses incurred.2 

2. The Reserve Banks are required by the Federal 
Reserve Act to serve as fiscal agents and depositories 
of the United States. By statute, the Department of 
the Treasury is permitted, but not required, to pay 
for these services. 

Reserve Banks issue, service, and 
redeem marketable Treasury secur
ities and savings bonds and process 
secondary-market Fedwire securities 
transfers. In 2006, the Reserve Banks pro
cessed 148,000 commercial tenders for 
Treasury securities and printed and mailed 
nearly 29 million savings bonds. The 
Reserve Banks operate two book-entry 
(computer-based) securities systems for 
the custody of Treasury securities—the 
Fedwire securities service and a separate 
computer application designed for retail 
investors who plan to hold these securi
ties until maturity. Almost all book-entry 
Treasury securities are maintained on 
Fedwire, which is also the nation’s prin
cipal securities transfer mechanism. 

Reserve Banks collect and disburse 
funds on behalf of the federal government. 
The Reserve Banks maintain the Trea
sury’s bank account, accept deposits, pay 
checks drawn on the Treasury’s account, 
and make Fedwire and automated clear
inghouse payments for the Treasury. In 
2006, the Reserve Banks continued to 
assist Treasury in its efforts to receive 
and make payments electronically. For 
example, the Reserve Banks operate the 
Pay.gov Internet portal, which permits the 
public to pay Treasury and agencies over 
the Internet. 

The Federal Reserve Bank of St. Louis, 
on behalf of the Federal Reserve System, 

invests excess Treasury balances with 
approximately 1,000 depository institu
tions, which pay interest to the Treasury 
for the use of the funds. In 2006, the 
Federal Reserve invested approximately 
$1.3 trillion of Treasury balances through 
the program and collected over one billion 
dollars in interest. Of these funds, $309.2 
billion are callable on demand and pay 
interest equal to the federal funds rate 
less 25 basis points; $508 billion were 
placed with depository institutions for 
a set term, with the interest rate set at 
auction. In addition, $478.9 billion of 
these Treasury funds were placed with 
depository institutions through reverse 
repurchase agreements at an agreed-on 
interest rate. 

The Reserve Banks also provide fis
cal agency and depository services to 
other domestic and international entities. 
Depending on the authority under which 
the services are provided, the Reserve 
Banks may maintain book-entry accounts 
of securities, provide custody for the 
stock of unissued, definitive (physical) 
securities, maintain and update balances 
of outstanding book-entry and definitive 
securities for issuers, and maintain related 
funds accounts. 

 

 

System Policy Direction and 
Oversight 

This operational area encompasses activi
ties by the Board of Governors in super
vising Board and Reserve Bank programs. 
At the System level, the expenses for these 
activities are considered overhead and 
are therefore allocated across the other 
operational areas. At the Board level, 
these expenses are not treated as overhead 
or allocated to other operational areas. 
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Introduction 

The Federal Reserve System—the nation’s 
central bank—consists of the Board of 
Governors in Washington, D.C., the 
twelve Federal Reserve Banks with their 
twenty-five Branches distributed through-
out the nation, the Federal Open Market 
Committee (FOMC), and three advisory 
groups—the Federal Advisory Council, 
the Consumer Advisory Council, and the 
Thrift Institutions Advisory Council. The 
System was created in 1913 by Congress 
to establish a safe and flexible monetary 
and banking system. Over the years, Con-
gress has given the Federal Reserve more 
authority and responsibility for achieving 
broad national economic and financial 
objectives. 

The duties of the Federal Reserve fall 
into four general areas: (1) conducting 
the nation’s monetary policy by influenc
ing the monetary and credit conditions 
in the economy in pursuit of maximum 
employment, stable prices, and moderate 
long-term interest rates; (2) supervising 
and regulating banking institutions to 
ensure the safety and soundness of the 
nation’s banking and financial system and 
to protect the credit rights of consumers; 
(3) maintaining the stability of the finan

-

-
cial system and containing systemic risk 
that may arise in financial markets; and 
(4) providing financial services to deposi-
tory institutions, the U.S. government, 
and foreign official institutions. 

The Federal Reserve System plays 
a major role in the nation’s payment 
systems. The Reserve Banks distribute 
currency and coin; process Fedwire, auto-
mated clearinghouse, and securities trans-
fers; and collect checks. In addition, the 
Reserve Banks serve as the fiscal agents of 
the United States and provide a variety of 
financial services for the Treasury, other 
government agencies, and other fiscal 

principals. For a fuller discussion of the 
Federal Reserve’s responsibilities, see the 
Board publication The Federal Reserve 
System: Purposes and Functions. 

Summary of 2007 Income 
and Expenditures 
In carrying out its responsibilities in 
2007, the Federal Reserve System incurred 
$1.8 billion in net operating expenses. 
Total spending of $3.3 billion was offset 
by $1.5 billion in revenue from priced 
services, claims for reimbursement, 
and other income. Total 2007 operating 
expenses were $20.9 million, or 0.6 per-
cent, more than the amount budgeted for 
the year (table I.1).1 

1. Beginning with the 1998–99 budget, the Board 
of Governors has operated on a two-year budget 
cycle and a four-year planning cycle. Given their 
current business needs, the Federal Reserve Banks 
maintain an annual budget cycle. For more informa-
tion on the budget processes, see appendix A. 

The major source of Reserve Bank 
income is earnings from the portfolio 
of U.S. government securities in the 
System Open Market Account, totaling 
$40.3 billion in 2007. Earnings in excess 
of expenses, dividends, and surplus are 
transferred to the U.S. Treasury—in 
2007 a total of $34.6 billion. (These 
earnings are treated as receipts in the 
U.S. budget accounting system and as 
anticipated earnings projected by the 
Office of Management and Budget in the 
U.S. budget.) 

Operational Areas 
In 2007 the Federal Reserve System 
accounted for costs using the follow-
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Entity Budgeted Actual 
Variance 

Amount Percent 

Reserve Banks .............................................................. 
Board of Governors....................................................... 

Total ............................................................................. 

2,953.3 
314.8 

3,268.1 

2,983.5 
305.5 

3,289.0 

30.2 1.0 
–9.3 –3.0 

20.9 0.6 
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Table I.1 

Operating Expenses of the Federal Reserve System, 2007 
Millions of dollars, except as noted 

ing categories: monetary and economic 
policy, supervision and regulation of 
financial institutions, services to financial 
institutions and the public, services to 
the U.S. Treasury and other government 
agencies, and System policy direction 
and oversight. 

Monetary and Economic Policy 
The monetary and economic policy opera-
tional area encompasses Federal Reserve 
actions to influence the availability and 
cost of money and credit in the nation’s 
economy. In 2007, the Federal Open 
Market Committee held eight regularly 
scheduled meetings and adjusted the fed-
eral funds rate three times.
A

 
vast amount of banking and financial 

data flows through the Reserve Banks 
to the Board, where the data are com-
piled and made available to the public. 
The research staffs at the Board and the 
Banks use these data, along with infor-
mation collected by other public and 
private institutions, to assess the state 
of the economy and the relationships 
between the financial markets and eco-
nomic activity. Staff members provide 
background information for the Board of 
Governors and for each meeting of the 
FOMC by preparing detailed economic 
and financial analyses and projections for 
the domestic economy and international 
markets. The Board and the FOMC use 
these analyses and projections in setting 

reserve requirements, setting the discount 
rate (which affects the cost of borrowing), 
and conducting open market operations. 
Staff members also conduct longer-run 
economic studies on regional, national, 
and international issues. 

Supervision and Regulation 
of Financial Institutions 
The Federal Reserve System plays a major 
role in the supervision and regulation of 
banks and bank holding companies. 
The Board of Governors adopts regula-
tions to carry out statutory directives 
and establishes System supervisory and 
regulatory policies. The Reserve Banks 
conduct on-site examinations and inspec-
tions of state member banks and bank 
holding companies; review applications 
for mergers, acquisitions, and changes 
in control from banks and bank holding 
companies; and take formal supervisory 
actions. In 2007, the Federal Reserve con-
ducted 479 examinations of state member 
banks (some of them jointly with state 
agencies), 476 inspections of large bank 
holding companies, and 3,007 inspec-
tions of small, noncomplex bank holding 
companies; it acted on 1,365 proposals, 
representing 2,661 individual applications 
involving bank holding company forma-
tions and acquisitions, bank mergers, and 
other transactions. 

The Board also enforces compliance 
by state member banks and certain for-
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eign banking organizations with federal 
laws protecting consumers in their use 
of credit and deposit products. Between 
July 1, 2006, and June 30, 2007, the Sys-
tem conducted 324 consumer compliance 
examinations: 312 covering state member 
banks and 12 covering foreign banking 
organizations. Also during that period, 
the System conducted 271 Community 
Reinvestment Act examinations. 

The Board’s supervisory responsibili-
ties also extend to the foreign operations 
of U.S. banks and, under the International 
Banking Act, to the U.S. operations of 
foreign banks. Beyond these activities, 
the Federal Reserve System maintains 
continuous oversight of the banking 
industry to ensure the overall safety and 
soundness of the financial system. This 
broader responsibility is reflected in the 
System’s presence in financial markets, 
through open market operations, and in 
its role as lender of last resort. 

Services to Financial Institutions 
and the Public 
The Federal Reserve System plays a 
central role in the nation’s payment sys-
tems by ensuring that enough currency 
and coin are in circulation to meet the 
public’s demand. The Bureau of Engrav-
ing and Printing prints currency and the 
U.S. Mint mints coin, which the Reserve 
Banks distribute to the public through 
depository institutions. The Reserve 
Banks also receive deposits of currency 
and coin from depository institutions; 
identify suspect currency, which they 
forward to the U.S. Secret Service; and 
destroy currency that is unfit for circula-
tion. In 2007, the Reserve Banks received 
approximately $696.2 billion in currency 
and $6.1 billion in coin from depository 
institutions, distributed approximately 
$704.1 billion in currency and $7.5 billion 
in coin, and destroyed $104.1 billion in 
unfit currency. 

The Reserve Banks also play a central 
role in the nation’s payment systems 
by collecting checks and providing a 
variety of electronic services for deposi-
tory institutions. In 2007, the Banks 
collected approximately 9.9 billion com-
mercial checks, with a total value of about 
$15.7 trillion. The Banks’ automated 
clearinghouse (ACH) service allows 
depository institutions to send or receive 
credit and debit payment transactions. The 
ACH service is typically used for check 
payments, such as payroll, dividend, 
mortgage, and bill payments. In 2007, the 
Reserve Banks processed approximately 
10.4 billion ACH transactions, valued 
at about $18.3 trillion. Approximately 
9.9 percent of the transactions were for 
the federal government; the rest were for 
commercial establishments. 

The Reserve Banks’ Fedwire Funds 
Service allows participants in the service 
to use their reserve or clearing balances 
at the Reserve Banks to transfer funds 
to other participants. In 2007, the Banks 
processed approximately 135 million 
Fedwire funds transfers, valued at more 
than $670 trillion. 

The Reserve Banks’ National Settle-
ment Service allows participants in 
private clearing arrangements to settle 
transactions through their Federal Reserve 
accounts. Approximately 54 local and 
national private arrangements, primar-
ily check clearinghouse associations but 
also other types of arrangements, use the 
National Settlement Service. In 2007, the 
Banks processed over 504,000 settlement 
entries for these arrangements. 

The Reserve Banks’Fedwire Securities 
Service provides securities services to 
participants, including the settlement of 
book-entry transfers of securities issued 
by the U.S. Treasury, federal govern-
ment agencies, government-sponsored 
enterprises, and certain international 
organizations. In 2007, participants origi-
nated approximately 25 million transfers, 
valued at about $435 trillion. 
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Services to the U.S. Treasury 
and Other Government Agencies 
Pursuant to the Federal Reserve Act, the 
Reserve Banks provide fiscal agency and 
depository services to the U.S. govern
ment and other fiscal principals. These 
services relate to securities custody and 
transfer, payments, deposits, and cus
tomer support. The federal government 
and other fiscal principals reimburse the 
Banks for the cost of providing these ser
vices. In 2007, the Reserve Banks sought 
reimbursement of $458.2 million. Reim
bursement was received or is expected for 
all of the expenses incurred.

-

-

-

-

2 

2. The Reserve Banks are required by the Federal 
ReserveAct to serve as fiscal agents and depositories 
of the United States. By statute, the Department of 
the Treasury is permitted, but not required, to pay 
for these services. 

The Reserve Banks issue, service, and 
redeem marketable Treasury securities 
and savings bonds and process secondary-
market Fedwire securities transfers. In 
2007, the Banks processed 104,000 com-
mercial tenders for Treasury securities 
and printed and mailed nearly 25 million 
savings bonds. The Reserve Banks oper-
ate two book-entry (computer-based) 
securities systems for the custody of Trea-
sury securities—the Fedwire Securities 
Service and a separate computer appli-
cation designed for retail investors who 
plan to hold these securities until maturity. 
Almost all book-entry Treasury securities 
are maintained on Fedwire, which is also 
the nation’s principal securities-transfer 
mechanism. 

The Reserve Banks collect and disburse 
funds on behalf of the federal govern-
ment. They maintain the Treasury’s bank 
account, accept deposits, pay checks 
drawn on the Treasury’s account, and 
make Fedwire and automated clear-
inghouse payments for the Treasury. In 
2007, the Banks continued to assist the 
Treasury in its efforts to receive and make 
payments electronically. For example, 
they operated the Pay.gov Internet portal, 
which enables the public to make pay-
ments to the Treasury and other federal 
government agencies over the Internet. 
The Reserve Banks also provide fis-

cal agency and depository services to 
other domestic and international entities. 
Depending on the authority under which 
the services are provided, the Banks may 
maintain book-entry accounts of securi-
ties, provide custody for the stock of 
unissued definitive (physical) securities, 
maintain and update balances of outstand-
ing book-entry and definitive securities 
for issuers, and maintain related funds 
accounts. 

System Policy Direction 
and Oversight 
This operational area encompasses activi-
ties by the Board of Governors in super-
vising Board and Reserve Bank programs. 
At the System level, the expenses for 
these activities are considered overhead 
and are therefore allocated across the oth-
er operational areas. At the Board level, 
these expenses are not treated as overhead 
nor allocated to other operational areas.■ 
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Introduction

The Federal Reserve System—the na-
tion’s central bank—consists of the
Board of Governors in Washington,
D.C., the 12 Federal Reserve Banks
with their 24 branches distributed
throughout the nation, the Federal Open
Market Committee (FOMC), and three
advisory councils—the Federal Advi-
sory Council, the Consumer Advisory
Council, and the Thrift Institutions Ad-
visory Council. The System was cre-
ated in 1913 by the Congress to estab-
lish a safe and flexible monetary and
banking system. Over the years, the
Congress has given the Federal Reserve
more authority and responsibility for
achieving broad national economic and
financial objectives.

The duties of the Federal Reserve
fall into four general areas: (1) conduct-
ing the nation’s monetary policy by in-
fluencing the monetary and credit con-
ditions in the economy in the pursuit of
maximum employment, stable prices,
and moderate long-term interest rates;
(2) supervising and regulating banking
institutions to ensure the safety and
soundness of the nation’s banking and
financial system and to protect the
credit rights of consumers; (3) main-
taining the stability of the financial sys-
tem and containing systemic risk that
may arise in financial markets; and
(4) providing financial services to de-
pository institutions, the U.S. govern-
ment, and foreign official institutions.

The Federal Reserve System plays a
major role in the nation’s payment sys-
tem. The Reserve Banks issue currency
and distribute coin; process Fedwire,
automated clearinghouse, and securities
transfers; and collect checks. In addi-
tion, the Reserve Banks serve as the
fiscal agents of the United States and

provide a variety of financial services
for the Treasury, other government
agencies, and other fiscal principals.
For a fuller discussion of the Federal
Reserve’s responsibilities, see the
Board publication The Federal Reserve
System: Purposes & Functions.

Summary of 2008
Income and Expenditures

In carrying out its responsibilities in
2008, the Federal Reserve System in-
curred $2.5 billion in net expenses.1 To-
tal spending of $3.9 billion was offset
by $1.4 billion in revenue from priced
services, claims for reimbursement, and
other income. Total 2008 expenses
were $149.3 million, or 3.7 percent,
less than the amount budgeted for 2008
(table I.1).2

The major source of Reserve Bank
income is earnings from the portfolio of
U.S. government securities in the Sys-
tem Open Market Account, totaling
$27.5 billion in 2008. Earnings in ex-
cess of expenses, dividends, and sur-
plus are transferred to the U.S.

1. With this 2009 Annual Report: Budget Re-

view, there has been a change in the way ex-
penses are presented: the costs of printing and
transporting currency, and related expenses, are
now included in total System expenses, to align
with the presentation in the 2008 Annual Report

of the Board of Governors of the Federal Reserve

System. In past reports, currency expenses were
shown as a memo item.

2. Beginning with the 1998–99 budget, the
Board of Governors has operated on a two-year
budget cycle and a four-year planning cycle.
Given their business needs, the Federal Reserve
Banks maintain an annual budget cycle. For
more information on the budget processes, see
appendix A.

1
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Treasury—in 2008, a total of $31.7 bil-
lion.3 (These net earnings are treated as
receipts in the U.S. budget accounting
system and as anticipated earnings pro-
jected by the Office of Management
and Budget in the U.S. budget.)

Operational Areas

In 2008, the Federal Reserve System
accounted for costs using the following
categories: monetary and economic
policy, supervision and regulation of fi-
nancial institutions, services to financial
institutions and the public, services to
the U.S. Treasury and other government
agencies, and System policy direction
and oversight.

Monetary and Economic Policy

The monetary and economic policy op-
erational area encompasses Federal Re-
serve actions to influence the availabil-
ity and cost of money and credit in the
nation’s economy. In 2008, the Federal
Open Market Committee held eight
regularly scheduled meetings and ad-
justed the federal funds rate seven
times.

A vast amount of banking and finan-
cial data flows through the Reserve
Banks to the Board, where the data are
compiled and made available to the
public. The research staffs at the Board
and the Banks use the data, along with
information collected by other public
and private institutions, to assess the
state of the economy and the relation-
ships between the financial markets and
economic activity. Staff members pro-
vide background information to the
Board of Governors and at each meet-
ing of the FOMC by preparing detailed
economic and financial analyses and
projections for the domestic economy
and international markets. The Board
and the FOMC use these analyses and
projections in setting reserve require-
ments, setting the discount rate (which
affects the cost of borrowing), and con-
ducting open market operations. Staff
members also conduct longer-run eco-
nomic studies on regional, national, and
international issues.

Supervision and Regulation of
Financial Institutions

The Federal Reserve plays a major role
in the supervision and regulation of
banks and bank holding companies.
The Board of Governors adopts regula-
tions to carry out statutory directives

3. For more detailed information on the in-
come and the distribution of income, refer to the
Board’s 2008 Annual Report.

Table I.1
Total Expenses of the Federal Reserve System, 2008

Millions of dollars, except as noted

Budgeted Actual
Variance

Amount Percent

Reserve Banks . . . . . . . . . . . . . . . . . 3,067.0 3,020.8 −46.2 −1.5
Board. . . . . . . . . . . . . . . . . . . . . . . . . . 352.31 351.2 −1.1 −0.3
Currency. . . . . . . . . . . . . . . . . . . . . . . 602.4 500.4 −102.0 −16.9

Total System expenses . . . . . . . . . 4,021.71 3,872.4 −149.3 −3.7

NOTE: Components may not sum to totals and may not yield percentages shown because of rounding.
1. Restated.

2 Annual Report: Budget Review, 2009
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and establishes System supervisory and
regulatory policies. The Reserve Banks
conduct on-site examinations and in-
spections of state member banks and
bank holding companies; review appli-
cations for mergers, acquisitions, and
changes in control from banks and bank
holding companies; and take formal su-
pervisory actions. In 2008, the Federal
Reserve conducted 486 examinations of
state member banks (some of them
jointly with state agencies), 500 exami-
nations of large bank holding compa-
nies, and 3,048 inspections of small,
noncomplex bank holding companies; it
acted on 1,057 proposals, representing
1,910 individual applications involving
bank holding company formations and
acquisitions, bank mergers, and other
transactions.

The Board also enforces compliance
by state member banks and certain for-
eign banking organizations with federal
laws protecting consumers in their use
of credit and deposit accounts. Between
July 1, 2007, and June 30, 2008, the
System conducted 268 consumer com-
pliance examinations: 263 covering
state member banks and five covering
foreign banking organizations. Also
during that period, the System con-
ducted 243 Community Reinvestment
Act examinations.

The Board’s supervisory responsibili-
ties also extend to the foreign opera-
tions of U.S. banks and, under the In-
ternational Banking Act, to the U.S.
operations of foreign banks. Beyond
these activities, the Federal Reserve
System maintains continuous oversight
of the banking industry to ensure the
overall safety and soundness of the fi-
nancial system. This broader responsi-
bility is reflected in the System’s pres-
ence in financial markets, through open
market operations, and in its role as
lender of last resort.

Services to Financial Institutions
and the Public

The Federal Reserve System plays a
central role in the nation’s payment sys-
tems by ensuring that enough currency
and coin are in circulation to meet the
public’s demand. The Federal Reserve
Board orders new currency from the
Bureau of Engraving and Printing, and
the Reserve Banks order new coin from
the U.S. Mint. The Federal Reserve
pays for the printing and transportation
of currency. The Reserve Banks issue
currency and distribute coin to the pub-
lic through depository institutions to
meet demand. The Reserve Banks also
receive deposits of currency and coin
from depository institutions; identify
suspect counterfeit currency, which
they forward to the U.S. Secret Service;
and destroy currency that is unfit for
circulation. In 2008, the Reserve Banks
issued approximately $732.1 billion in
currency, and they distributed $7.0 bil-
lion in coin to depository institutions.
The Reserve Banks also received ap-
proximately $671.1 billion in currency
and $6.3 billion in coin from depository
institutions and destroyed $148.5 bil-
lion in unfit currency. In 2008, the cost
of printing and transporting currency
was $500.4 million.

The Reserve Banks also play a cen-
tral role in the nation’s payment sys-
tems by collecting checks and provid-
ing a variety of electronic services for
depository institutions. In 2008, the
Banks collected approximately 9.5 bil-
lion commercial checks, with a total
value of about $15.2 trillion. The
Banks’ automated clearinghouse (ACH)
service allows depository institutions to
send or receive credit transfers, such as
direct payroll payments and corporate
payments to vendors, and debit pay-
ment transactions authorized by con-
sumers, such as payments of insurance
premiums, mortgages, loans, and other
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bills from their accounts. In 2008, the
Reserve Banks processed approxi-
mately 11.2 billion ACH transactions,
valued at about $19.7 trillion. Approxi-
mately 10 percent of the transactions
were for the federal government; the rest
were for commercial establishments.

The Reserve Banks’ Fedwire Funds
Service allows participants in the ser-
vice to use their balances at the Re-
serve Banks to transfer funds to other
participants. In 2008, the Banks pro-
cessed approximately 131 million Fed-
wire funds transfers, valued at approxi-
mately $755 trillion.

The Reserve Banks’ National Settle-
ment Service allows participants in pri-
vate clearing arrangements to settle
transactions through their Federal Re-
serve accounts. Approximately 42 local
and national private arrangements, pri-
marily check clearinghouse associa-
tions, use the National Settlement Ser-
vice. In 2008, the Banks processed
more than 468,000 settlement entries
for these arrangements, with a debit
value of more than $20.9 trillion.

The Reserve Banks’ Fedwire Securi-
ties Service provides securities services
to participants, including the settlement
of book-entry transfers of securities
issued by the U.S. Treasury, federal
government agencies, government-
sponsored enterprises, and certain inter-
national organizations. In 2008, par-
ticipants originated approximately
26 million transfers, valued at about
$429 trillion.

Services to the U.S. Treasury and
Other Government Agencies

Pursuant to the Federal Reserve Act,
the Reserve Banks provide fiscal
agency and depository services to the
U.S. government and other fiscal prin-
cipals. These services relate to securi-
ties custody and transfer, payments,

deposits, and customer support. The
federal government and other fiscal
principals reimburse the Banks for the
cost of providing these services. In
2008, the Reserve Banks sought
reimbursement of approximately $461.1
million. Reimbursement was received
or is expected for all of the expenses
incurred.4

The Reserve Banks issue, service,
and redeem marketable Treasury securi-
ties and savings bonds, and they pro-
cess secondary-market Fedwire securi-
ties transfers. In 2008, the Banks
conducted 263 Treasury securities auc-
tions and printed and mailed more than
22 million savings bonds. The Reserve
Banks operate two book-entry
(computer-based) securities systems for
the custody of Treasury securities—the
Fedwire Securities Service and a sepa-
rate computer application designed for
retail investors who plan to hold these
securities until maturity. Almost all
book-entry Treasury securities are
maintained on Fedwire, which is also
the nation’s principal securities-transfer
mechanism.

The Reserve Banks collect and dis-
burse funds on behalf of the federal
government. They maintain the Trea-
sury’s bank account, accept deposits,
pay checks drawn on the Treasury’s ac-
count, and make Fedwire and auto-
mated clearinghouse payments for the
Treasury. In 2008, the Banks continued
to assist the Treasury in its efforts to re-
ceive and make payments electroni-
cally. For example, they operate the
Pay.gov Internet portal, which enables
the public to make payments to the
Treasury and other federal government
agencies over the Internet.

4. The Reserve Banks are required by the Fed-
eral Reserve Act to serve as fiscal agents and de-
positories of the United States. By statute, the
Department of the Treasury has appropriations to
pay for these services.

4 Annual Report: Budget Review, 2009
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The Reserve Banks also provide fis-
cal agency and depository services to
other domestic and international enti-
ties. Depending on the authority under
which the services are provided, the
Banks may maintain book-entry ac-
counts of securities; provide custody
for the stock of unissued, definitive
(physical) securities; maintain and up-
date balances of outstanding book-entry
and definitive securities for issuers; and
maintain related funds accounts.

System Policy Direction
and Oversight

This operational area encompasses ac-
tivities by the Board of Governors in
supervising Board and Reserve Bank
programs. At the Reserve Bank level,
the expenses for these activities are
considered support and are therefore
allocated across the other operational
areas. Á
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