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Chapter 4 

Review of Fiscal Agency Services 

As fiscal agents of the United States, 
the Federal Reserve Banks provide a 
variety of services to the public and to 
depository institutions on behalf of 
federal agencies. The U.S. Treasury, 
in fact, is the single largest user of 
Federal Reserve Bank services. In 
1987, the Reserve Banks spent an 
estimated $206 million, or 17 percent 
of total operating expenses, in provid-
ing fiscal services to government agen-
cies and the public.1 They expect to 
spend $217 million in 1988. The Sy-
stem's legal mandate for providing 
these services is different from the 
mandate in the Monetary Control Act, 
which guides the provision of Federal 
Reserve Bank services to depository 
institutions. This review looks at the 
mandate for fiscal agency services, the 
scope of services provided to govern-
ment agencies, and the reimbursement 
to the System for those services. 

Historical Background 
The original Federal Reserve Act, 
signed into law in 1913, did not give the 
Federal Reserve Banks a role in provid-
ing fiscal services to government agen-

1. The costs the Reserve Banks incur in 
providing fiscal agency services are divided 
between two operational areas. The area of 
services to the U.S. Treasury and other govern-
ment agencies accounted for an estimated $136 
million in 1987. The remaining $70 million 
pertains to certain fiscal services, such as govern-
ment funds transfers and automated clearing-
house payments, Treasury book-entry services, 
and check processing, that are counted under the 
area of services to financial institutions and the 
public. See chap. 3 and appendix A for details 
about operational areas of the Reserve Banks. 

cies. This function was added two years 
later at the request of Secretary of the 
Treasury W.G. McAdoo, who on No-
vember 24, 1915, appointed the Fed-
eral Reserve Banks as "fiscal agents" 
of the United States.2 Almost immedi-
ately, U.S. government funds on de-
posit with national banks were trans-
ferred to the Treasury's account at 
each Federal Reserve Bank; these ac-
counts established the Reserve Banks 
as an integral part of the mechanism by 
which the U.S. Treasury collected and 
disbursed funds on behalf of the fed-
eral government. 

Services for the Treasury and other 
government agencies were added over 
time. For example, the Banks' securi-
ties services—including distribution, 
redemption, and safekeeping—began 
in May 1917 with the first Liberty 
Bond offering to finance the U.S. 
effort in World War I. After the war, 
the government's growing need to 
borrow from the private sector com-
pelled the Treasury to seek an alter-
native to its limited network of 
Subtreasuries.3 When the Subtreasu-
ries closed in 1921, the functions related 
to financing the public debt were 
transferred to the Reserve Banks. The 
role of Reserve Banks as fiscal agents 
expanded when Series E savings bonds 
were introduced in 1941 to help finance 
World War II. Today, the savings 
bond operation is the largest of the 

2. A fiscal agent is a person or entity autho-
rized by another person or entity to act on its 
behalf in financial matters. 

3. The system of Subtreasuries provided 
access to depository institutions in regional 
money centers. 
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36 Review of Fiscal Agency Services 

fiscal agency services provided by the 
Reserve Banks. 

When the Reserve Banks began to 
provide securities services to the Trea-
sury in 1917, Secretary McAdoo initi-
ated the reimbursement of the Banks 
for the cost of the services. In a wire to 
each of the Banks on May 1, 1917, he 
stated that " i t will be understood that 
the Federal reserve banks will be reim-
bursed for all direct expenditures con-
nected with this work and approved by 
the Treasury Department.'' This direc-
tive governed Treasury practice on 
reimbursement until 1920, when the 
Federal Reserve Act was amended to 
lay a more formal legal basis for fiscal 

agency. The amendment allowed the 
secretary of the Treasury to require 
fiscal services from the Reserve Banks 
but declared that compensation to the 
Banks, while possible and legal, was 
not mandatory.4 

4. Authority for reimbursement to fiscal 
agents is provided by 31 USC 3302(f) as follows: 
" ( 0 When authorized by the Secretary, an 
official or agent of the Government having 
custody or possession of public money, or 
performing other fiscal agent services, may be 
allowed necessary expenses to collect, keep, 
transfer, and pay out public money and to 
perform those services. However, money appro-
priated for those expenses may not be used to 
employ or pay officers and employees of the 
Government." 

Table 4.1 
Expenses and Reimbursements for Fiscal Agency Services Provided 
to the U.S. Treasury by the Federal Reserve Banks, Calendar Years 1985-88 
Millions of dollars, except as noted 

Service 

Savings bonds 
Marketable securities 
Commercial book entry 
Interest coupons 
Treasury Direct 
Accounts processing 
Funds transfers 
Automated clearinghouse 
Collections 
Check processing 
Other 

Total2 

Reimbursement from Treasury... 
Unreimbursed expenses 

Percent unreimbursed 

1985 1986 1987 1988 
actual actual estimate budget 

37.7 40.9 39.7 40.4 
31.1 28.2 21.1 19.6 
3.5 14.0 16.2 18.1 
2.4 2.1 1.8 1.8 
7.5 1 13.01 19.6 24.3 

20.0 20.6 20.3 21.8 
.3 .3 .3 .3 

29.2 30.3 31.2 32.7 
2.5 2.7 3.2 3.4 

15.0 15.6 15.9 16.0 
6.2 5.8 5.4 5.3 

155.4 173.5 174.7 183.7 

52.2 31.3 42.0 43.0 
103.2 142.2 132.7 140.7 

66.4 82.0 76.0 76.6 

1. Comprises mostly development expenses. Trea-
sury Direct was developed for the Treasury by the 
Federal Reserve Bank of Philadelphia, which operates 
the system. Implemented in July 1986, the system 
enables the Treasury to eliminate definitive (physical) 
securities by maintaining book-entry (electronic) ac-
counts for individual investors. Over time, the costs of 

the marketable securities service should decline as 
outstanding definitive issues are retired or redeemed 
and new issues placed on the Treasury Direct system in 
book-entry form. 

2. Not all of these expenses are currently claimed for 
reimbursement. 
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Table 4.2 
Description of Fiscal Agency Services Provided by the Federal Reserve Banks 
to the U.S. Treasury 

BUREAU OF THE PUBLIC DEBT 

Marketable securities/special issues 
Maintain stocks of unissued Treasury securities 
Provide Treasury securities information 
Process applications and maintenance transactions 

for Treasury bills, notes, and bonds 
Conduct intermediate exchange transactions 
Redeem eligible securities 
Pay interest on book-entry securities 
Pay matured coupons on obligations as authorized 
Pay principal and interest on state 

and local government securities 
Account for all Treasury securities 

and all public debt receipts and expenditures 
Process lost or stolen claims for Treasury securities 
Provide information returns to IRS on matured 

Treasury bearer securities and coupons 
Prepare Treasury investor classification reports 
Process telegraphic transfers of securities 
Maintain accounts reflecting securities held 

in book-entry form 
Conduct auctions for marketable securities 

Maintain Treasury's general account 
Verify, account for, and destroy unfi t currency 
Prepare investor classification reports 

and forward them to the Treasury 
Process telegraphic transfers of securities 

(CPD transfers) 
Maintain accounts reflecting securities held 

on book-entry form 
Process government checks (IRS, Bureau of the Mint) 
Refund reclamation (IRS) 
Government deposits (IRS) 

OFFICE OF THE ASSISTANT SECRETARY 
FOR INTERNATIONAL AFFAIRS 

Exchange Stabilization Fund 
Conduct foreign exchange or investment 

transactions 
Maintain foreign currency and investment accounts 
Invest any dollar proceeds of foreign exchange 

transactions 
Provide information and analysis 

Savings bonds 
Maintain stocks of unissued savings bonds and 

notes 
Instruct issuing and paying agents and advise public 
Qualify issuing and paying agents 
Process applications or payments for individual 

or payroll bonds 
Process appropriate claims 
Reissue savings bonds 
Redeem savings bonds submitted directly 

by individuals or by nonauthorized 
paying agents 

Account for registration stubs for sales 
and paid bonds and ship 

Issue Treasury checks 
Conf i rm and reconcile agents' on-hand balance 

of unissued stock 
Process adjustments 
Duplicate and distribute redemption tables on 

magnetic tape 
Process series H and H H (savings bonds) checks 

and A C H interest payments for the 
Parkersburg office 

Provide statistical information on sales 

FINANCIAL MANAGEMENT SERVICE 

Treasury Foreign Currency Reports 
and Treasury International Capital Reports 
Receive reports on foreign currency and on claims 

and liabilities of foreigners from banks 
and nonbanks and review for accurracy 

Consolidate reports for all Districts 
Provide data services, including programming 

support for computer time-sharing 

OFFICE OF THE ASSISTANT SECRETARY 
FOR ENFORCEMENT AND OPERATIONS— 

FOREIGN ASSET CONTROL 

Process applications for licenses to conduct 
business with certain regulated countries 
or f rom individuals in those countries 
to conduct business in the United States 
and forward to Treasury for review 

Advise applicants of acceptance or rejection 

BUREAU OF ALCOHOL, TOBACCO, AND FIREARMS 

Safekeeping of valuables seized in investigations 
Safekeeping of securities deposited in lieu 

of surety bonds 
Supply currency for investigation 

U . S . CUSTOMS SERVICE 

Process federal tax deposits 
Maintain Treasury tax and loan accounts 
Hold collateral for public funds 
Process government checks and deposits 
Process electronic funds transfers 
Process recurring federal payments 
Maintain letter of credit 
Execute securities purchase and sale 

at Treasury's request 
Provide investment functions for government 

and trust fund accounts 

Safekeeping of securities 
Certifying foreign exchange rates pursuant 

to the Tar i f f Act of 1930 
Transit check processing 
Safekeeping of confiscated items 
Check deposits 
Check collection 
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Table 4.3 
Fiscal Agency Services Provided to Non-Treasury Principals 
by the Federal Reserve Banks, by Receiving Enti ty1 

Entity Account 
processing 

Payment of 
Issuing Servicing Redeeming Account 

processing registered 
interest 

Securities activity 

African development Bank 
Asian Development Bank 
Department of Agriculture 

Commodity Credit Corporation 
Farm Credit Administration 
Farmers Home Administration 
Food and Nutrition Service 

Department of Housing and Urban 
Development, Government 
National Mortgage Association 

Federal Home Loan Bank Board 
Federal Home Loan Mortgage 

Corporation 
Federal National Mortgage Association 
Inter-American Development Bank 
International Bank for Reconstruction 

and Development 
Small Business Administration 
Student Loan Marketing Association.., 
U.S. Postal Service 
Washington Metropolitan Area 

Transit Authority 

For notes, see end of table. 

Fiscal Agency Services 

In 1987, services to the U.S. Treasury 
accounted for 85 percent, or $175 
million, of the fiscal agency costs the 
Reserve Banks incurred (table 4.1). 
The other 15 percent, or $31 million, 
was spent on fiscal services to other 
domestic public agencies and to inter-
national agencies in which the U.S. 
participates. For 1988, the Banks have 
budgeted $184 million for Treasury 
services and $33 million for services to 
the other organizations. 

Three units account for most of the 
services the Banks perform for the 
Treasury: the Bureau of the Public 
Debt, the Financial Management Ser-
vice, and the Office of the Assistant 
Secretary for International Affairs. 
The Office of the Assistant Secretary 
for Enforcement and Operations— 

Foreign Asset Control, the Bureau of 
Alcohol, Tobacco, and Firearms, and 
the Customs Service also receive fiscal 
services (table 4.2). 

For the Bureau of the Public Debt, 
the Reserve Banks issue, service, and 
redeem Treasury securities and savings 
bonds. These activities were the single 
largest component of the fiscal services 
the Reserve Banks provided in 1987, 
accounting for $98.4 million, or nearly 
half, of the fiscal agency expenses in 
that year. 

The Financial Management Service 
uses the Reserve Banks to process 
federal tax deposits, Treasury tax and 
loan accounts, government checks, 
and automated clearinghouse pay-
ments, and to maintain the Treasury's 
general account. These services cost 
the Reserve Banks $75.7 million in 
1987. 
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Table 4.3—Continued 

Securities activity 

Entity IRS 
information 

reporting 

Payment of 
book-entry 

interest 
Securities 

safekeeping 

Coupon 
processing 

Miscel-
laneous2 

African Development Bank 
Asian Development Bank 
Department of Agriculture 

Commodity Credit Corporation 
Farm Credit Administration 
Farmers Home Administration 
Food and Nutrition Service 

Department of Housing and Urban 
Development, Government 
National Mortgage Association 

Federal Home Loan Bank Board 
Federal Home Loan Mortgage 

Corporation 
Federal National Mortgage Association . 
Inter-American Development Bank 
International Bank for Reconstruction 

and Development 
Small Business Administration 
Student Loan Marketing Association 
U.S. Postal Service 
Washington Metropolitan Area 

Transit Authority 

1. These services are performed by most Federal 
Reserve Banks. Principals receive their fiscal agency 
services directly from a Reserve Bank or Branch. 

2. Legend: 
a. Processing receipts and disbursements. 
b. Processing food coupons. 
c. Processing postal money orders. 

The Reserve Banks serve the Office 
of the Assistant Secretary for Interna-
tional Affairs in connection with the 
exchange stabilization fund, foreign 
currency reports, foreign capital re-
ports, and foreign asset controls. Re-
serve Bank expenses for these activities 
were $1.1 million in 1987. 

The level and scope of fiscal agency 
services to the Treasury increased 
significantly in 1986, reflecting its need 
both for changes in existing service 
and for new services.5 Most initia-
tives, including those requiring sub-
stantial resources or involving policy 

5. Requests for new services and projects 
develop through multilevel contacts among staff 
members of the Federal Reserve and of the 
Treasury. Operations personnel routinely ex-
change ideas and resolve problems during visits 
and through task forces and committees. 

issues, must be approved by the Board 
of Governors even though the secre-
tary of the Treasury has the authority 
to direct the Federal Reserve Banks to 
provide service. 

In general, the Reserve Banks pro-
vide the following fiscal services to the 
U.S. Treasury and approximately 30 
other public organizations: 

Securities activities 
Issuing: The Banks announce original 
issues of agency securities; respond to 
public inquiries; receive subscriptions, 
allotments, and payments; inscribe 
registered securities; issue adjustment 
checks; and send securities to the 
customer. 

Servicing: In the period preceding 
the maturity of an issue, Banks main-
tain unissued stock and exchange, 
convert, and transfer bearer, regis-
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Table 4.4 
Fiscal Agency Services Provided to Nonprincipals 
by the Federal Reserve Banks, by Receiving Entity and Provider1 

Federal Reserve Bank or Branch2 

Entity 
Boston New Phila- Pitts- Rich- Chicago St. 

York delphia burgh mond Chicago Louis 

Department of Agriculture, 
Forest Service 

Department of Defense 
Department of Education 
Department of Health and 

Human Services 
Department of Housing and 

Urban Development d 
Department of Interior 

Bureau of Indian Affairs 
Bureau of Land Management 

Department of Justice, Immigration and 
Naturalization Service 

Department of Labor, Workman's 
Compensation a 

Department of Transportation, 
U.S. Coast Guard 

District of Columbia Armory Board d 
Export-Import Bank d 
Federal Deposit Insurance Corporation .. e 
International Finance Corporation 
United States Courts a,g 
Urban Mass Transportation 

Administration i 

e,b 

a,c 

1. Nonprincipals usually receive their fiscal agency 
services indirectly from a Reserve Bank or Branch 
through a depository institution. 

2. Legend: 
a. Securities safekeeping. 
b. Securities safekeeping for instructions in re-

ceivership; charges billed directly to institu-
tions. 

c. Processing accounts, including receipt and 
processing of various forms of payment. 

d. Redeeming maturing securities and coupons. 
e. Processing FDIC receivership drafts. 
f. Buying and selling securities. 
g. Maintaining book-entry accounts. 
h. Cashing large government checks for payrolls. 
i. Maintaining accounts. 
j . Redeeming maturing securities. 

tered, interim, and book-entry forms 
of the issue. 

Redeeming: The Banks verify the 
securities presented for redemption in 
bearer, registered, and book-entry 
form; calculate and pay the interest; 
and ship the redeemed definitive secu-
rities to the appropriate agency. For 
some agencies, this service also in-
cludes processing semiannual pay-
ments of interest on book-entry securi-
ties and payment of interest on 
registered securities. 

Processing accounts: The Banks 
make entries, analyze the accounts, 
and prepare statements, reports, and 
transcripts. 

Reporting IRS information: The 

Banks report to the Internal Revenue 
Service on form 1099 all interest paid, 
in conformance with the Tax Equity 
and Fiscal Responsibility Act of 1982 
and the Interest and Dividend Tax 
Compliance Act of 1983. 

Safekeeping: The Banks maintain 
and update balances for safekeeping 
accounts of definitive and book-entry 
securities; prepare and distribute peri-
odic statements; make switches, with-
drawals, and deliveries; detach matur-
ing coupons and withdraw maturing 
securities for presentment to owners or 
paying agents; and effect secondary 
market transfers of book-entry securi-
ties . This service also includes handling 
purchase and sale orders in the second-
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Table 4.4—Continued 

Entity 
Federal Reserve Bank or Branch2 

Minne-
apolis 

Kansas 
City Denver 1 Dallas San 

Francisco Portland 

Department of Agriculture, 
Forest Service 

Department of Defense 
Department of Education 
Department of Health and 

Human Services 
Department of Housing and 

Urban Development 
Department of Interior 

Bureau of Indian Affairs 
Bureau of Land Management 

Department of Justice, Immigration and 
Naturalization Service 

Department of Labor, Workman's 
Compensation 

Department of Transportation, 
U.S. Coast Guard 

District of Columbia Armory Board 
Export-Import Bank 
Federal Deposit Insurance Corporation . 
International Finance Corporation 
United States Courts 
Urban Mass Transportation 

Administration 

d 
a,f f,b 

ary market for Treasury and agency 
securities. 

Processing coupons 
The Banks verify, sort, and balance 
the securities coupons; make payment; 
cancel and ship the redeemed coupons 
for destruction by the appropriate 
agent; maintain accounting records; 
and prepare the forms for withholding 
of tax on nonresident aliens. 

Processing postal money orders 
The Banks receive and process money 
orders and accompanying cash letters 
from depositors, make adjustments, 
and handle return items. 

Processing food coupons 
On behalf of the Department of Agri-
culture, the Banks receive the food 
coupons from depository institutions, 
credit their accounts, verify the depos-
its, and destroy the coupons. 

Apart from the Treasury, some of 
the entities receiving these services are 
"principals"—that is, they receive 
fiscal services directly from a Reserve 
Bank or Branch (table 4.3). "Nonprin-
cipals" usually receive their fiscal 
agency services indirectly, via deposi-
tory institutions (table 4.4). In 1987, 
the Banks spent $31 million on fiscal 
services apart from those to the Trea-
sury, and they expect to spend $33 
million in 1988 (table 4.5). 
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Table 4.5 
Expenses and Reimbursements for Fiscal Agency Services Provided to Principals 
and Nonprincipals by the Federal Reserve Banks, Calendar Years 1985-881 

Millions of dollars 

Service 1985 
actual 

1986 
actual 

1987 
estimate1 

1988 
budget 

Securities activity 7 7 10 11 
Safekeeping securities services 6 6 5 5 
Coupon processing 1 1 1 1 
Food coupon processing 12 12 12 13 
Postal money-order processing 3 3 3 3 

Total 29 29 31 33 

Reimbursement 29 29 31 33 
Unreimbursed expenses 0 0 0 0 

1. Excludes services to the U.S. Treasury. See tables 
4.3 and 4.4 for the lists of principals and nonprincipals 
and a more detailed list of services. 

Reimbursement for Fiscal Services 

As noted above, the Treasury and 
other agencies receiving fiscal services 
from the Reserve Banks are permitted 
by law to reimburse the Banks. Histor-
ically, the other agencies have made 
ful l reimbursement (table 4.5). Al-
though the Treasury has agreed in 
principle to make reimbursement, it 
has not been fully able to do so in 
recent years because it has not obtained 
adequate funding from the Congress. 
Except for the last several years, com-
pensation from the Treasury has 
ranged between 40 and 50 percent of 
Reserve Bank expenses; recently, it has 
fallen substantially (table 4.6). The 
payment from the Treasury for fiscal-
year 1988 is expected to be $43 million, 
or about 24 percent of the Reserve 
Banks' expenses for services to the 
Treasury. 

Table 4.6 
Expenses and Reimbursements for 
Fiscal Agency Services Provided to the 
U.S. Treasury by the Federal Reserve 
Banks, Fiscal Years 1978-881 

Millions of dollars, except as noted 

Year Expenses Reim-
bursement 

Percent 
reimbursed 

1978 82 38 46 
1979 85 38 45 
1980 94 45 48 

1981 96 46 48 
1982 116 48 41 
1983 131 52 40 
1984 137 61 45 
1985 157 59 38 

1986 171 30 18 
1987 estimate .. 174 41 24 

1988 budget.... 177 43 24 

1. Data not available for earlier years. 
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