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Appendix E 

Sources and Uses of Funds 

The Federal Reserve Banks follow 
generally accepted accounting prin-
ciples, as do commercial financial in-
stitutions, accruing income and ex-
penses and capitalizing acquisitions 
of assets whose useful lives extend 
over future years. The Banks depart 
from GAAP only in those cases 
unique to a central bank. 

The income of the Reserve Banks is 
derived primarily from U.S. govern-
ment securities that the Federal Re-
serve has acquired through open mar-
ket operations, one of the tools of 
monetary policy. On average these 
earnings account for approximately 
95 percent of current income. Table 
E.l shows the sources and estimated 
amounts of income for 1986. 

Current expenses include operating 
expenses and the cost of earnings 
credits granted to depository institu-
tions on clearing balances held by the 
Reserve Banks. A profit and loss ac-
count is used by the Reserve Banks to 
record extraordinary gains or deduc-
tions from current net income. The 

Table E. 1 
I n c o m e o f the Federa l Reserve System, 
1985 a n d 1986 ' 

Millions of dollars 

Item 
1985 

actual 
1986 

estimate 

427.9 279.2 
16,843.1 16,141.5 

228.7 393.8 
613.8 629.8 

18.4 20.4 

18,132.0 17,464.7 

U.S. government securities . . 
Foreign currencies 
Priced services 
Other 

427.9 279.2 
16,843.1 16,141.5 

228.7 393.8 
613.8 629.8 

18.4 20.4 

18,132.0 17,464.7 Total 

427.9 279.2 
16,843.1 16,141.5 

228.7 393.8 
613.8 629.8 

18.4 20.4 

18,132.0 17,464.7 

427.9 279.2 
16,843.1 16,141.5 

228.7 393.8 
613.8 629.8 

18.4 20.4 

18,132.0 17,464.7 

1. Details may not add to totals because of rounding. 

primary entries are for gains or losses 
on the sale of U.S. government secu-
rities and for gains or losses on assets 
denominated in foreign currencies 
that result either from the sale of 
those assets or from their revaluation 
at market exchange rates. 

The Reserve Banks maintain a 
surplus account to cushion unex-
pected losses, much as commercial 
establishments retain earnings. The 
surplus account is increased or de-
creased in order to keep it at an 
amount equal to the paid-in capital of 
the member banks, which is the cur-
rent level of the account stipulated by 
the Board of Governors. 

Table E.2 summarizes the income 
and expenses for 1985 and the esti-
mates for 1986. Under the policy es-
tablished by the Board of Governors 
at the end of 1964, all net income 
after the statutory dividend to mem-
ber banks and the amount necessary 
to equate surplus to paid-in capital is 
transferred to the Treasury as interest 
on Federal Reserve notes. Prelimi-
nary figures indicate that in 1986, 
current income before expenses, divi-
dends, additions to surplus, and pay-
ments to the Treasury totaled $17.5 
billion. This was somewhat less than 
in 1985 ($18.1 billion) because of 
lower rates of interest on U.S. gov-
ernment securities. Additions to cur-
rent net income from profit and loss 
entries totaled $2.0 billion. In 1986, 
preliminary figures show statutory 
dividends to member banks of $110 
million; additions to surplus of $92 
million; and payments to the Trea-
sury of $17.8 billion. 
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82 Sources and Uses of Funds 

Table E.2 
D i s t r i b u t i o n o f the I n c o m e o f the F e d e r a l Reserve System, 1985 a n d 1986 ' 

Millions of dollars 

Item 1985 
actual 

1986 
estimate 

18 ,132 17 ,465 
LESS 

18 ,132 17 ,465 

Current net expenses of Reserve Banks3 

Operating expenses 1,023 1,051 
Earnings credit cost 105 105 

EQUALS 
Current net income 17 ,004 16 ,309 

PLUS 
16 ,309 

Net additions to or deductions from ( - ) current net incomeJ 
1,301 1 ,978 

LESS 
1,301 1 ,978 

Assessments by Board 
77 97 

174 181 

Other distributions 

174 181 

Dividends paid to member banks5 103 110 
Transfers to or from ( - ) surplus6 155 92 

EQUALS 
Payments to U.S. Treasury 17,7% 17,807 

1. Details may not add to totals because of rounding. 
2. Includes income from U.S. government securi-

ties, loans, priced services, and foreign currencies. 
3. Net of reimbursements from the Treasury and 

other government agencies. 
4. This account is the same as that reported under 

the same name in table 8 of the Board's Annual Re-
port to the Congress and includes gains or losses on 
foreign exchange transactions due mainly to revalua-
tions at market exchange rates; gains or losses on sales 

of U.S. government securities; and miscellaneous 
gains or losses. 

5. The Federal Reserve Act requires the Federal Re-
serve to pay dividends to member banks at the rate of 
6 percent of paid-in capital. 

6. Each year the Federal Reserve transfers to its 
surplus account an amount sufficient to equate surplus 
to paid-in capital. The purpose of this account is to 
provide a reserve against losses. 
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Appendix D 

Sources and Uses of Funds 

The Federal Reserve System, in accor-
dance with generally accepted account-
ing principles, accrues income and 
expenses and capitalizes acquisitions 
of assets whose useful lives extend over 
future years (see appendix C). The 
System derives its income primarily 
from U.S. government securities; the 
Federal Reserve acquires the securities 
through open market operations, one 
of the tools of monetary policy. These 
earnings account for approximately 95 
percent of current net income (table 
D. l ) . 

The current expenses of the Reserve 
Banks consist of their operating ex-
penses and the costs of the earnings 
credits granted to depository institu-
tions on clearing balances held with 
the Reserve Banks (table D.2). The 

Table D.l 
Income of the Federal Reserve System, 
1986-87 
Millions of dollars 

Source 1986 
actual 

1987 
estimate 

279.2 224.4 
16,141.5 16,371.4 

393.6 343.9 
627.7 645.2 
22.1 48.5 

17,464.2 17,633.3 

U.S. government securities... 
Foreign currencies 
Priced services 
Other 

279.2 224.4 
16,141.5 16,371.4 

393.6 343.9 
627.7 645.2 
22.1 48.5 

17,464.2 17,633.3 Total 

279.2 224.4 
16,141.5 16,371.4 

393.6 343.9 
627.7 645.2 
22.1 48.5 

17,464.2 17,633.3 

279.2 224.4 
16,141.5 16,371.4 

393.6 343.9 
627.7 645.2 
22.1 48.5 

17,464.2 17,633.3 

Reserve Banks record extraordinary 
gains or deductions from current net 
income in a profit-and-loss account. 
The primary entries in the account are 
for losses on the sale of U.S. govern-
ment securities and for gains or losses 
resulting from the sale or revaluation 
of assets denominated in foreign cur-
rencies. 

The Reserve Banks retain a surplus 
to cushion unexpected losses, much 
the same as commercial establishments 
retain earnings. The Board of Gover-
nors requires that the surplus account 
be an amount equal to the paid-in 
capital of the member banks. 

Since the end of 1964, the Board's 
policy has been to transfer to the 
Treasury all net income after paying 
the statutory dividend to member 
banks and the amount necessary to 
equate surplus to paid-in capital. The 
amount transferred is counted as inter-
est on Federal Reserve notes. In 1987, 
current income before expenses, divi-
dends, additions to surplus, and pay-
ments to the Treasury is an estimated 
$17.2 billion. Profit-and-loss transac-
tions made a net addition of $1.1 
billion to current net income. Statutory 
dividends to member banks in 1987 are 
an estimated $ 116 million; additions to 
surplus, $167 million; and payments to 
the Treasury, $17.7 billion. 
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60 Sources and Uses o f Funds 

Table D. 2 
Distribution of the Income of the Federal Reserve Banks, 1986-87 
Mill ions of dollars 

Item 1986 
actual 

1987 
estimate 

Current income1 

LESS 
Current expenses of Reserve Banks2-3 

Operating expenses 
Earnings-credit costs 

EQUALS 
Current net income 

PLUS 
Net additions to or deductions from ( - ) current net income4 

LESS 
Cost of unreimbursed Treasury services5 

Assessments by Board 
Board expenses 
Cost of currency 

Other distributions 
Dividends paid to member banks6 

Transfers to or f rom ( - ) surplus7 

EQUALS 
Payments to U.S. Treasury 

17,464 

1,049 
108 

16,307 

1,976 

0 

97 
181 

110 
92 

17,804 

17,633 

1,034 
114 

16,486 

1,844 

45 

82 
171 

117 
174 

17,740 
1. See table D . l . 
2. Net of reimbursements due from the U.S. Trea-

sury and other government agencies. 
3. Reflects reduction of $49.2 mil l ion resulting from 

the implementation in 1987 of Financial Accounting 
Standards Board statement no. 87, Employers' Ac-
counting for Pensions. 

4. This account is the same as that reported under 
the same name in the table "Income and Expenses of 
the Federal Reserve System," in the Statistical Tables 
section of the Board's Annual Report and includes 
gains and losses on foreign exchange transactions due 
mainly to revaluations at market exchange rates; gains 

and losses on sales of U.S. government securities; and 
miscellaneous gains and losses. 

5. This account, added in 1987, reflects the cost of 
services provided to the U.S. Treasury that are reim-
bursable under agreements with the Treasury and for 
which reimbursement is not anticipated. These amounts 
were formerly debited to profit and loss (note 4). 

6. The Federal Reserve Act requires the Federal 
Reserve to pay dividends to member banks at the rate of 
6 percent of paid-in capital. 

7. Each year the Federal Reserve transfers to its 
surplus account an amount sufficient to equate surplus 
to paid-in capital to provide a reserve against losses. 
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Appendix D 

Sources and Uses of Funds 

The Federal Reserve System follows 
generally accepted accounting principles 
in accruing income and expenses and in 
capitalizing assets whose useful lives 
extend over several years (see appendix 
C). 

The Reserve Banks receive income 
primarily from U.S. government securi-
ties that the Federal Reserve has acquired 
through open market operations, one of 
the tools of monetary policy. These earn-
ings account for approximately 95 per-
cent of current income. Table D. 1 shows 
that the Banks received $17.6 billion in 
1987 and an estimated $19.5 billion in 
1988 from these securities and other 
sources. 

Table D. 2 shows the distribution of the 
current income of the Banks for 1987 and 

Table D.l 
Income of the Federal Reserve Banks, 
1987-88 
Millions of dollars 

Source 1987 
actual 

1988 
estimate 

224.3 355.6 
16,371.4 18,173.3 

343.9 303.4 
644.7 657.7 
48.7 34.5 

17,633.0 19,524.5 

U.S. government securities . . . 
Foreign currencies 
Priced services 
Other 

224.3 355.6 
16,371.4 18,173.3 

343.9 303.4 
644.7 657.7 
48.7 34.5 

17,633.0 19,524.5 Total 

224.3 355.6 
16,371.4 18,173.3 

343.9 303.4 
644.7 657.7 
48.7 34.5 

17,633.0 19,524.5 

224.3 355.6 
16,371.4 18,173.3 

343.9 303.4 
644.7 657.7 
48.7 34.5 

17,633.0 19,524.5 

1988. The current expenses of the Re-
serve Banks are their operating expenses 
and the cost of the earnings credits they 
grant to depository institutions on clear-
ing balances held with the Banks. The 
Reserve Banks record extraordinary 
adjustments to current net income in a 
profit-and-loss account. The primary 
entries in the profit-and-loss account are 
for gains or losses on the sale of U.S. 
government securities and for gains or 
losses on assets denominated in foreign 
currencies that result either from the sale 
of those assets or from their revaluation 
at market exchange rates. 

The Reserve Banks maintain a surplus 
account to cushion unexpected losses, 
much as commercial organizations retain 
earnings. As required by the Board of 
Governors, the Reserve Banks adjust the 
size of the surplus account to keep it 
equal to the paid-in capital of the member 
banks. Under the policy established by 
the Board of Governors at the end of 
1946, all income net of the statutory 
dividend to member banks and net of the 
amount necessary to equate surplus to 
paid-in capital is transferred to the U.S. 
Treasury as interest on Federal Reserve 
notes. Such payments to the Treasury 
were $17.7 billion in 1987 and are 
estimated to be $17.4 billion for 1988. 
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52 Sources and Uses o f Funds 

Table D. 2 
Distribution of the Income of the Federal Reserve Banks, 1987-88 
Millions of dollars 

Item 1987 
actual 

1988 
estimate 

Current income1 

LESS 
Current expenses of Reserve Banks2-3 

Operating expenses 
Earnings-credit costs 

EQUALS 
Current net income 

PLUS 
Net additions to, or deductions from ( - ) , current net income4. 

LESS 
Cost of unreimbursed Treasury services5 

Assessments by Board 
Board expenses 
Cost of currency 

Other distributions 
Dividends paid to member banks 6 . 
Transfers to, or from (—), surplus1 

EQUALS 
Payments to U.S. Treasury 

17,633 

1,033 
114 

16,486 

1,844 

47 

82 
171 

117 
174 

17,739 

19,524 

1,081 
127 

18,316 

- 4 8 9 

31 

84 
164 

126 
65 

17,356 

1. See table D. l . 
2. Net of reimbursements due from the U.S. Treasury 

and other government agencies. 
3. Reflects reduction of$69.5 million in I988and$49.2 

million in 1987 in credits for net periodic pension cost. 
4. This account is the same as that reported under the 

same name in the table "Income and Expenses of the 
Federal Reserve Banks," in the Statistical Tables section of 
the Board's Annual Report and includes gains and losses on 
foreign exchange transactions due primarily to revaluations 
at market exchange rates, gains and losses on sales of U. S. 

government securities, and miscellaneous gains and losses. 
5. This account reflects the cost of services provided to 

the U.S. Treasury that are reimbursable under agreements 
with the Treasury and for which reimbursement is not 
anticipated. 

6. The Federal Reserve Act requires the Federal 
Reserve to pay dividends to member banks at the rate of 6 
percent of paid-in capital. 

7. Each year the Federal Reserve transfers to its surplus 
account an amount sufficient to equate surplus to paid-in 
capital to provide a reserve against losses. 
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