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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.

As the nation’s central bank, the Fed-
eral Reserve System has numerous, var-
ied responsibilities, including:

• conducting the nation’s monetary
policy by influencing the monetary
and credit conditions in the economy
in the pursuit of maximum employ-
ment, stable prices, and moderate
long-term interest rates;

• 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;

• maintaining the stability of the finan-
cial system and containing systemic
risk that may arise in financial mar-
kets; and

• 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 Federal Reserve Board issues
currency to the Reserve Banks. The Re-

serve Banks distribute currency and
coin; process Fedwire, automated clear-
inghouse, and securities transfers; 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 Federal Reserve System: Purposes
& Functions (available at www.
federalreserve.gov/pf/pf.htm).

Summary of 2009
Income and Expenditures

In carrying out its responsibilities in
2009, the Federal Reserve System in-
curred $2.9 billion in net expenses. To-
tal spending of $4.0 billion was offset
by $1.1 billion in revenue from priced
services, claims for reimbursement, and
other income. Total 2009 expenses
were $43.0 million, or 1.1 percent, less
than the amount budgeted for 2009
(table I.1).

Total Reserve Bank income in 2009
was $54.5 billion. The major sources of
income were interest earnings from the
portfolio of U.S. government securities
($24.9 billion) and federal agency
mortgage-backed securities ($20.4 bil-
lion) in the System Open Market Ac-
count. Earnings in excess of expenses,
dividends, and surplus are transferred to
the U.S. Treasury—in 2009, a total of
$47.4 billion.1 (These net earnings are

1. For more detailed information on the in-
come and the distribution of income, refer to the
Federal Reserve Banks Combined Financial

Statements for 2009 (available at www.
federalreserve.gov/monetarypolicy/
bst_fedfinancials.htm).
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treated as receipts in the U.S. budget
accounting system when received and
as anticipated earnings projected by the
Office of Management and Budget in
the U.S. budget.)

Operational Areas

In 2009, 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
pursuit of the nation’s objectives of
maximum employment, stable prices,
and moderate long-term interest rates.
In 2009, very difficult economic and fi-
nancial conditions continued to pose
unusual challenges for the conduct of
monetary policy. To help Federal Re-
serve policymakers address these chal-
lenges, four of the regularly scheduled
meetings of the Federal Open Market
Committee (FOMC) that were held in

2009 were expanded so that all eight
scheduled meetings lasted two days,
and the FOMC held three additional
meetings by conference call.

To help stabilize financial markets
and support the economy, the Board
and the FOMC continued to operate a
number of unusual credit and liquidity
facilities in 2009. These facilities in-
cluded the Term Auction Facility, li-
quidity swap arrangements with foreign
central banks, the Primary Dealer
Credit Facility, the Term Securities
Lending Facility, the Asset-Backed
Commercial Paper Money Market Mu-
tual Fund Liquidity Facility, the Money
Market Investor Funding Facility, the
Commercial Paper Funding Facility,
and the Term Asset-Backed Securities
Loan Facility.

To promote economic recovery, the
FOMC maintained a target range for
the federal funds rate at the extraordi-
narily low level of 0 to 1⁄4 percent
throughout the year. With the federal
funds rate virtually at its lowest pos-
sible level, the FOMC engaged in
large-scale purchases of Treasury secu-
rities, federal agency debt, and agency
mortgage-backed securities in order to
improve market functioning and pro-
vide additional stimulus to the econ-
omy. The various facilities and pro-
grams put in place by the Board and
the FOMC resulted in a sizable expan-
sion of the Federal Reserve’s balance
sheet and the supply of bank reserves

Table I.1 Total Expenses of the Federal Reserve System, 2009

Millions of dollars, except as noted

Budgeted Actual
Variance

Amount Percent

Reserve Banks . . . . . . . . . . . . . . . . . 3,086.2 3,142.5 56.4 1.8
Board. . . . . . . . . . . . . . . . . . . . . . . . . . 366.7 396.8 30.1 8.2
Currency. . . . . . . . . . . . . . . . . . . . . . . 631.5 502.1 −129.4 −20.5

Total System expenses . . . . . . . . . 4,084.4 4,041.4 −43.0 −1.1

NOTE: Components may not sum to totals and may not yield percentages shown because of rounding.
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in 2009. The management and opera-
tions of these facilities and programs
required substantial resources both at
the Board and at the Federal Reserve
Banks. Over 2009, the System worked
to enhance the efficiency of the asset
purchase programs. Initially, purchases
of mortgage-backed securities (MBS)
were conducted through four invest-
ment managers. The System moved to
a single investment manager in late
2009, and staff at the the Trading Desk
at the Federal Reserve Bank of New
York assumed the investment manage-
ment function for MBS near the
completion of the purchase program in
March 2010. To increase transparency
regarding the credit and liquidity facili-
ties and asset purchase programs, the
Federal Reserve developed a public
website with detailed information on all
its programs and also implemented a
monthly report to the Congress that
provides regular updates on all the pro-
grams and quarterly updates of the Fed-
eral Reserve’s financial statements.

As financial market conditions im-
proved beginning in spring 2009 and
continuing into 2010, the Federal Re-
serve gradually scaled back most forms
of unusual liquidity provision. By April
2010, nearly all of the special liquidity
facilities had been closed. The gradual
reduction in liquidity facilities tended
to shrink the size of the Federal Re-
serve’s balance sheet, but that tendency
was offset by the large-scale asset pur-
chases and the associated increase in
banking system reserves. Although the
FOMC continued to anticipate that eco-
nomic conditions were likely to warrant
exceptionally low levels of the federal
funds rate for an extended period, the
Board and the FOMC carefully devel-
oped tools, including reverse repur-
chase agreements and term deposits,
that the Federal Reserve will be able to
use to reduce the supply of reserve de-
posits when it eventually becomes ap-

propriate to begin withdrawing excep-
tional monetary policy accommodation.
Initial tests of reverse repurchase agree-
ment capabilities were conducted in
late 2009, and planning for further tests
of these transactions with an expanded
set of counterparties is under way.

The Board and the FOMC base their
monetary policy decisions on high-
quality research and thorough analysis
of economic and financial data. A vast
amount of banking and financial data
flows through the Reserve Banks to the
Board, where the data are compiled and
made available to the public. The re-
search staffs at the Board and at the
Banks use the data, along with informa-
tion collected by other public and pri-
vate institutions, to assess the state of
the economy and the relationships be-
tween the financial markets and eco-
nomic activity. Staff members provide
background information to the Board of
Governors and the FOMC by preparing
detailed economic and financial analy-
ses and projections for the domestic
economy and international markets.
The Board and the FOMC use these
analyses and projections in setting re-
serve requirements, setting the discount
rate (which affects the cost of borrow-
ing), and conducting open market
operations. Staff members also con-
duct longer-run economic 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,
and establishes System supervisory and
regulatory policies. The Reserve Banks
conduct on-site examinations and in-
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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 2009, the Federal
Reserve conducted 655 examinations of
state member banks (some of them
jointly with state agencies), 640 exami-
nations of large bank holding compa-
nies, and 3,109 inspections of small,
noncomplex bank holding companies; it
acted on 633 proposals, representing
2,143 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 who use
credit and deposit accounts. During the
reporting period from July 1, 2008, to
June 30, 2009, the System conducted
282 consumer compliance examinations
of its 782 state member banks and one
foreign banking organization.2 During
this period, the System also conducted
229 examinations of banks for their
compliance with the Community Rein-
vestment Act.

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
systems by ensuring that enough cur-
rency 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 Fed-
eral Reserve Board pays for the print-
ing and transportation of currency. The
Federal Reserve Board issues currency
to the Reserve Banks, and the Reserve
Banks distribute currency and coin
through depository institutions to meet
public 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 2009, the Reserve Banks
distributed approximately $664.4 billion
in currency and $6.4 billion in coin to
depository institutions. The Reserve
Banks also received approximately
$629.9 billion in currency and $6.3 bil-
lion in coin from depository institu-
tions, and they destroyed $92.7 billion
in unfit currency. In 2009, the cost of
printing and transporting currency was
$502.1 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 2009, the
Banks collected approximately 8.6 bil-

2. The foreign banking organizations examined
by the Federal Reserve are organizations that op-
erate under section 25 or 25A of the Federal Re-
serve Act (Edge Act and agreement corporations)
and state-chartered commercial lending compa-
nies owned or controlled by foreign banks. These
institutions are typically not subject to the Com-
munity Reinvestment Act, and they typically en-
gage in relatively few activities covered by con-
sumer protection laws.
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lion commercial checks, with a total
value of about $13.8 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
bills from their accounts. In 2009, the
Reserve Banks processed approxi-
mately 11.2 billion ACH transactions,
valued at about $19.7 trillion. Approxi-
mately 11 percent of the transactions
were for the federal government; the rest
were for commercial establishments.

The Reserve Banks’ Fedwire Funds
Service allows participants to use their
accounts at the Reserve Banks to trans-
fer funds to other participants. In 2009,
the Reserve Banks processed approxi-
mately 125 million Fedwire funds
transfers, valued at approximately $631
trillion.

The Reserve Banks’ National Settle-
ment Service allows participants in pri-
vate clearing arrangements to settle
transactions through their Federal Re-
serve accounts. In 2009, approximately
41 local and national private arrange-
ments, primarily check clearinghouse
associations, used the National Settle-
ment Service. The Reserve Banks pro-
cessed more than 463,000 settlement
entries for these arrangements, with a
debit value of more than $16.5 trillion
in 2009.

The Reserve Banks’ Fedwire Securi-
ties Service provides securities services
to participants, including the settlement
of book-entry transfers of securities is-
sued by the U.S. Treasury, federal
government agencies, government-
sponsored enterprises, and certain inter-
national organizations. In 2009, partici-
pants originated approximately 22
million transfers, valued at more than
$301 trillion.

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

As fiscal agents and depositories for the
federal government, the Federal Re-
serve Banks auction Treasury securities,
process electronic and check payments
for Treasury, collect funds owed to the
federal government, maintain Trea-
sury’s bank account, and invest Trea-
sury balances. The Reserve Banks also
provide certain fiscal agency and de-
pository services to other entities; these
services are primarily related to book-
entry securities. Treasury and other en-
tities fully reimbursed the Reserve
Banks for the costs of providing fiscal
agency and depository services. In
2009, reimbursable expenses amounted
to $450.3 million.

The Reserve Banks auction, issue,
maintain, and redeem securities, as well
as operate the automated systems sup-
porting paper U.S. savings bonds and
book-entry marketable Treasury securi-
ties. In 2009, the Reserve Banks con-
ducted 283 Treasury securities auctions
and processed nearly 10 million Trea-
sury securities transfers. The Reserve
Banks also printed and mailed more
than 20 million savings bonds. The Re-
serve Banks continued to support Trea-
sury’s efforts to improve the quality
and efficiency of its securities services.

The Reserve Banks collect and dis-
burse funds on behalf of the federal
government. In 2009, the Reserve
Banks processed 1.2 billion government
ACH payments and 202.2 million Trea-
sury check payments. The Reserve
Banks continued to support Treasury’s
ongoing effort to convert paper checks
to electronic payments through the Go
Direct initiative. In 2009, more than
692,000 check payments were con-
verted to direct deposit through this
program. The Reserve Banks also oper-
ate Pay.gov, a Treasury program that al-
lows the public to use the Internet to
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authorize and initiate payments to fed-
eral agencies. In 2009, Pay.gov pro-
cessed transactions worth $64.9 billion.

The Reserve Banks provide cash-
management services to the Treasury
and maintain the Treasury’s operating
cash account. In 2009, the Reserve
Banks continued to support Treasury’s
effort to modernize its financial man-
agement processes, with a focus on
centralized government accounting and
reporting. The Reserve Banks also
managed several new and ongoing soft-
ware development efforts in support of
Treasury’s objectives.

When permitted by federal statute or
when required by the Secretary of the
Treasury, the Reserve Banks provide

fiscal agency and depository services to
other domestic and international enti-
ties. Book-entry securities issuance and
maintenance activities account for a
significant amount of the work per-
formed for these entities.

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 al-
located across the other operational
areas. Á
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Introduction

This publication provides current budgeted expenses of the Federal Reserve

Board of Governors and the Federal Reserve Banks, as well as the previous

year’s income and expenses for both the Board and the Banks. It also

describes their budgeting process and shows trends in their expenses and

employment. For a comprehensive report on the Board and Reserve Bank’s

operations and activities during the year, see the Annual Report of the Board

of Governors of the Federal Reserve System at www.federalreserve.gov/

boarddocs/rptcongress.

Overview of the Federal Reserve System

The Federal Reserve System—the nation’s central bank—consists of the

Board of Governors in Washington, DC, the 12 Federal Reserve Banks and

their 24 branches distributed throughout the nation, the Federal Open

Market Committee (FOMC), and three advisory councils—the Federal

Advisory Council, the Community Depository Institutions Advisory

Council,1 and the Consumer Advisory Council. The System was created in

1913 by the Congress to establish a safe and flexible monetary and banking

system. Over the years, the Congress has adjusted the Federal Reserve’s

authority and responsibility to help achieve broad national economic and

financial objectives.

As the nation’s central bank, the Federal Reserve System has numerous,

varied responsibilities, including

• conducting the nation’s monetary policy by influencing money and credit

conditions in the economy in pursuit of full employment and stable prices;

• supervising and regulating banks and other important financial institutions

to ensure the safety and soundness of the nation’s banking and financial

system and to protect the rights of consumers;

• maintaining the stability of the financial system and containing systemic

risk that may arise in financial markets; and

• providing certain financial services to U.S. financial institutions, the U.S.

government, and foreign official institutions.

1 The Community Depository Institutions Advisory Council is a new council, formed by the
Board in 2010 to replace the Thrift Institutions Advisory Council. For more information, see
www.federalreserve.gov/newsevents/press/other/20101001a.htm.
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The Federal Reserve System plays a major role in the nation’s payment

system. The Federal Reserve Board issues currency to the Reserve Banks. The

Reserve Banks distribute currency and coin to financial institutions; process

Fedwire funds, automated clearinghouse, and securities transfers; and collect

checks. In addition, the Reserve Banks serve as the fiscal agents of the United

States and perform a variety of financial services for the U.S. Treasury, other

government agencies, and other fiscal principals. For a more detailed

discussion of the Federal Reserve’s responsibilities, visit the Board’s website

at www.federalreserve.gov/aboutthefed.

Summary of 2010 Income and Expenditures

In carrying out its responsibilities in 2010, the Federal Reserve System

incurred $3.2 billion in net expenses. Total spending of $4.2 billion was offset

by $1.0 billion in revenue from priced services, claims for reimbursement, and

other income. Total 2010 expenses were $132.0 million, or 3.0 percent, less

than the amount budgeted for 2010 (table 1).

The Reserve Banks’ current income in 2010 was $79.3 billion.2 The major

sources of income were interest earnings from the portfolio of U.S.

government securities ($29.9 billion) and federal agency mortgage-backed

securities ($44.8 billion) in the System Open Market Account. Earnings in

excess of expenses, dividends, and surplus are transferred to the U.S.

Treasury—in 2010, a total of $79.3 billion. (These net earnings are treated

as receipts in the U.S. budget accounting system when received and as

anticipated earnings projected by the Office of Management and Budget in

the U.S. budget.)

2 For a list of items included in the Reserve Banks’ current income, refer to Table 10, Income
and expenses of the Federal Reserve Banks, in the “Statistical Tables” section of the 2010
Annual Report of the Board of Governors of the Federal Reserve System, available at www
.federalreserve.gov/boarddocs/rptcongress. More detailed information on System income and
the distribution of income can also be found in the Annual Report.

Table 1. Total expenses of the Federal Reserve System, 2010
Millions of dollars, except as noted

Budgeted Actual
Variance

Amount Percent

Reserve Banks 3,221.3 3,183.0 −38.3 −1.2

Board1 451.1 437.4 −13.7 −3.0

Currency 702.9 622.9 −80.0 −11.4

Total System expenses 4,375.3 4,243.3 −132.0 −3.0

Note: Components may not sum to totals and may not yield percentages shown because of rounding.
1 During 2010, the Board approved an increase of $6.9 million, or 1.6 percent, in the Board’s initial operating budget of
$444.2 million (see table 4 in the “Board of Governors Budgets” section, p. 19).
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Operational Areas

In 2010, the Federal Reserve System reported 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 availability and cost of money and credit in

the pursuit of the nation’s objectives of maximum employment, stable prices,

and moderate long-term interest rates. During 2010, the economy continued

to recover from the deep recession triggered by the financial crisis, albeit at an

uneven pace. The Federal Open Market Committee (FOMC) held eight

regularly scheduled meetings in 2010, plus two additional meetings by

videoconference.3

To promote continued economic recovery, the FOMC maintained the target

range for the federal funds rate at 0 to 1/4 percent throughout the year. With

the federal funds rate virtually at its lowest possible level, the FOMC

continued the large-scale purchases of federal agency debt and agency

mortgage-backed securities it had initiated in late 2008 and early 2009 in

order to improve market functioning and provide additional stimulus to the

economy. These purchases were completed in the first quarter of 2010. The

slowdown in the pace of the recovery around mid-year suggested that the

Federal Reserve could well fall short of its statutory mandate of maximum

employment and price stability for some time. In response, last August, the

Federal Reserve began to reinvest principal payments on agency debt and

agency-backed mortgage-backed securities holdings in longer-term Treasury

securities, so as to keep the size of its securities holdings roughly constant

and so avoid an undesirable tightening of monetary conditions. And in

November, the Committee announced that it intended to purchase an

additional $600 billion in longer-term Treasury securities by the end of the

second quarter of 2011 in order to provide additional support to the

economic recovery and to help ensure that inflation, over time, is at levels

consistent with its mandate.

In light of improved functioning in the U.S. financial markets, the Federal

Reserve in early 2010 closed most of its extraordinary liquidity programs.

These facilities included the Asset-Backed Commercial Paper Money Market

Mutual Fund Liquidity Facility, the Commercial Paper Funding Facility, the

3 FOMCmeeting minutes and policy statements are available on the Board’s website at
www.federalreserve.gov/monetarypolicy/fomccalendars.htm.
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Primary Dealer Credit Facility, the Term Auction Facility, and the Term

Securities Lending Facility. The final operations of the Term Asset-Backed

Securities Loan Facility were held prior to mid-year. The liquidity swap lines

with foreign central banks that had been established during the crisis expired

on February 1, 2010. However, market concerns about the fiscal challenges

facing some peripheral European nations increased in the spring, leading to

some strains in European interbank funding markets. Against this backdrop,

the Federal Reserve in May 2010 reestablished dollar liquidity swap lines with

five foreign central banks.

The wind-down of the Federal Reserve’s liquidity facilities tended to reduce

the size of the Federal Reserve’s balance sheet in 2010, but that tendency was

about offset by large-scale asset purchases, leaving the stock of reserve

balances little changed at a very high level over the year. Although the

FOMC continued to anticipate that economic conditions were likely to

warrant exceptionally low levels of the federal funds rate for an extended

period, the Board and the FOMC developed tools, including reverse

repurchase agreements with a range of counterparties and a new term

deposit facility, that will allow the Federal Reserve to reduce the supply of

reserve balances, if needed, when it becomes appropriate to begin removing

monetary accommodation. Tests of both reverse repurchase agreements and

the term deposit facility were conducted over the course of 2010 to ensure the

effectiveness of the tools and to provide eligible institutions with an

opportunity to gain familiarity with the procedures.

The Board and the FOMC base their monetary policy decisions on high-

quality research and thorough analysis of economic and financial data. A

vast amount of banking and financial 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 at the Banks use the 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 background information to the

Board of Governors and 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 establishing the appropriate stance for monetary policy. Staff

members also conduct longer-run economic studies on regional, national,

and international issues.

To improve the Federal Reserve’s monitoring of the financial system and to

coordinate work bearing on financial stability, the Board last November

created the Office of Financial Stability Policy and Research (OFSPR). This

office brings together staff with a range of backgrounds and skills—

including economists, banking supervisors, and market experts—and works

closely with other groups throughout the Federal Reserve System. It helps
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monitor financial risks and analyze the implications of those risks for

financial stability. It also supports the Federal Reserve Board Chairman’s role

as a member of the Financial Stability Oversight Council, a collaborative

body created by the Dodd-Frank Wall Street Reform and Consumer

Protection Act (Dodd-Frank Act) to bridge regulatory gaps and monitor

systemic risks. In addition, the OFSPR helps develop and evaluate alternative

approaches to implementing macroprudential regulations and works with

bank supervisory committees on a variety of issues, such as developing

quantitative loss models and alternative scenarios to serve as the basis for

stress tests.

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

regulations to carry out statutory directives, 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 applications for mergers, acquisitions, and changes in

control from banks and bank holding companies; and take formal

supervisory actions. In 2010, the Federal Reserve conducted 722

examinations of state member banks (some of them jointly with state

agencies), 654 inspections of large bank holding companies, and 3,199

inspections of small, noncomplex bank holding companies; it acted on 699

proposals, representing 1,366 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

foreign banking organizations with federal laws protecting consumers who

use credit and deposit accounts. During the reporting period from July 1,

2009, to June 30, 2010, the System conducted 300 consumer compliance

examinations of its 858 state member banks and three foreign banking

organizations.4 During this period, the System also conducted 267

examinations of banks for their compliance with the Community

Reinvestment Act.

The Board’s supervisory responsibilities 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 as part of its

effort to ensure the overall safety and soundness of the financial system.

4 The foreign banking organizations examined by the Federal Reserve are organizations that
operate under section 25 or 25A of the Federal Reserve Act (Edge Act and agreement
corporations) and state-chartered commercial lending companies owned or controlled by
foreign banks. These institutions are typically not subject to the Community Reinvestment Act,
and they typically engage in relatively few activities covered by consumer protection laws.
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Services to Financial Institutions and the Public

The Federal Reserve System plays a central role in the nation’s payment

systems by ensuring that enough currency and coin are in circulation to meet

the public’s demand. As the issuing authority for Federal Reserve notes, the

Federal Reserve Board orders new currency from the Bureau of Engraving

and Printing, pays for the printing and transportation of currency, and issues

currency to the Reserve Banks. The Reserve Banks order new coin from the

U.S. Mint to supplement inventories and distribute new and fit currency and

coin through depository institutions to meet public 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 2010,

the Reserve Banks distributed approximately $687.8 billion in currency and

$6.5 billion in coin to depository institutions. The Reserve Banks also

received approximately $633.9 billion in currency and $6.0 billion in coin

from depository institutions, and they destroyed $120.0 billion in unfit

currency. In 2010, the cost of printing and transporting currency was

$622.9 million.

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 depository

institutions. In 2010, the Banks collected approximately 7.7 billion

commercial checks, with a total value of about $11.1 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 payment transactions, such as payments of

insurance premiums, mortgages, loans, and other bills from consumer

accounts. In 2010, the Reserve Banks processed approximately 11.5 billion

ACH transactions, valued at about $21.4 trillion. Approximately 11 percent

of the transactions were for the federal government; the rest were for

commercial establishments.

The Reserve Banks’ Fedwire Funds Service allows participants to use their

accounts at the Reserve Banks to transfer funds to other participants. In

2010, the Reserve Banks processed approximately 125 million Fedwire funds

transfers, valued at more than $608 trillion.

The Reserve Banks’ National Settlement Service allows participants in

private clearing arrangements to settle transactions through their Federal

Reserve accounts. In 2010, approximately 19 local and national private

arrangements, primarily check clearinghouse associations, used the National

Settlement Service. The Reserve Banks processed more than 519,000

settlement entries for these arrangements, with a debit value of more than

$14.5 trillion in 2010.
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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 government agencies, government-

sponsored enterprises, and certain international organizations. In 2010,

participants originated approximately 20.5 million transfers, valued at more

than $325 trillion.

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

As fiscal agents and depositories for the federal government, the Federal

Reserve Banks auction Treasury securities; process electronic and check

payments for Treasury; collect funds owed to the federal government;

maintain Treasury’s bank account; and develop, operate, and maintain a

number of automated systems to support Treasury’s mission. The Reserve

Banks also provide certain fiscal agency and depository services to other

entities; these services are primarily related to book-entry securities. Treasury

and other entities fully reimbursed the Reserve Banks for the costs of

providing fiscal agency and depository services. In 2010, reimbursable

expenses amounted to $456.4 million.

The Reserve Banks auction, issue, maintain, and redeem securities, as well as

operate the automated systems supporting paper U.S. savings bonds and

book-entry marketable Treasury securities. In 2010, the Reserve Banks

conducted 301 Treasury securities auctions and processed nearly 11.5 million

Treasury securities transfers. The Reserve Banks also printed and mailed

more than 16 million savings bonds. The Reserve Banks continued to support

Treasury’s efforts to improve the quality and efficiency of its securities

services.

The Reserve Banks collect and disburse funds on behalf of the federal

government. In 2010, the Reserve Banks processed 1.2 billion government

ACH payments and 185 million Treasury check payments. The Reserve

Banks continued to support Treasury’s ongoing effort to convert paper

checks to electronic payments through the Go Direct initiative, and operated

Pay.gov, an application supporting Treasury’s program that allows the public

to use the Internet to authorize and initiate payments to federal agencies.

The Treasury maintains operating cash accounts at the Reserve Banks. In

2010, the Reserve Banks continued to support Treasury’s effort to modernize

its financial management processes, with a focus on improving centralized

government accounting and reporting functions. The Reserve Banks also

managed several new and ongoing software development efforts in support of

Treasury’s objectives.

When permitted by federal statute or when required by the Secretary of the

Treasury, the Reserve Banks provide fiscal agency and depository services to

other domestic and international entities. Book-entry securities issuance and
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maintenance activities account for a significant amount of the work

performed for these entities.

System Policy Direction and Oversight

This operational area encompasses activities by the Board of Governors in

supervising Board and Reserve Bank programs.
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Introduction

This publication provides current budgeted expenses of the Federal Reserve

Board of Governors and the Federal Reserve Banks, as well as the previous

year’s income and expenses for both the Board and the Banks. It also

describes their budgeting processes and shows trends in their expenses and

employment. For a comprehensive report on the Board and Reserve Banks’

operations and activities during the year, see the Annual Report of the Board

of Governors of the Federal Reserve System at www.federalreserve.gov/

publications/annual-report/default.htm.

Overview of the Federal Reserve System

The Federal Reserve System—the nation’s central bank—consists of the

Board of Governors in Washington, D.C., the 12 Federal Reserve Banks and

their 24 branches distributed throughout the nation, the Federal Open Mar-

ket Committee (FOMC), and three advisory councils—the Federal Advisory

Council, the Community Depository Institutions Advisory Council, and the

Consumer Advisory Council.1 The System was created in 1913 by the Con-

gress to establish a safe and flexible monetary and banking system. Over the

years, the Congress has adjusted the Federal Reserve’s authority and respon-

sibility to help achieve broad national economic and financial objectives.

As the nation’s central bank, the Federal Reserve System has numerous, var-

ied responsibilities, including

• conducting the nation’s monetary policy by influencing money and credit

conditions in the economy in pursuit of full employment and stable prices;

• supervising and regulating banks and other important financial institu-

tions to ensure the safety and soundness of the nation’s banking and

financial system and to protect the rights of consumers;

1 Under the Dodd-Frank Wall Street Reform and Consumer Protection Act (Dodd-Frank
Act), the Consumer Advisory Council was dissolved on July 21, 2011, the designated transfer
date upon which certain consumer protection functions were transferred from the Board to
the Consumer Financial Protection Bureau (CFPB). The act authorized the CFPB to estab-
lish a Consumer Advisory Board to advise and consult on the exercise of the bureau’s
functions.
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• maintaining the stability of the financial system and containing systemic

risk that may arise in financial markets; and

• providing certain financial services to U.S. financial institutions, the U.S.

government, and foreign official institutions.

Summary of 2011 Income and Expenditures

In carrying out its responsibilities in 2011, the Federal Reserve System

incurred $3.4 billion in net expenses. Total spending of $4.4 billion was offset

by $1.0 billion in revenue from priced services, claims for reimbursement,

and other income. Total 2011 expenses were $156.9 million, or 3.5 percent,

less than the amount budgeted for 2011 (table 1).

The Reserve Banks’ current income in 2011 was $85.2 billion.2 The major

sources of income were interest earnings from the portfolio of U.S. govern-

ment securities ($45.3 billion) and federal agency mortgage-backed securities

(MBS) ($38.3 billion) in the System Open Market Account. Earnings in

excess of expenses, dividends, and surplus are transferred to the U.S. Treas-

ury—in 2011, a total of $75.4 billion. (These net earnings are treated as

receipts in the U.S. budget accounting system when received and as antici-

pated earnings projected by the Office of Management and Budget in the

Budget of the United States Government.)

2 For a list of items included in the Reserve Banks’ current income, refer to Table 10, Income
and expenses of the Federal Reserve Banks, in the “Statistical Tables” section of the 2011
Annual Report of the Board of Governors of the Federal Reserve System, available at www
.federalreserve.gov/publications/annual-report/default.htm. More detailed information on
System income and the distribution of income can also be found in the Annual Report.

Table 1. Total expenses of the Federal Reserve System, 2011

Millions of dollars, except as noted

Item Budgeted Actual

Variance

Amount Percent

Reserve Banks 3,351.2 3,261.3 -89.9 -2.7

Board1 493.2 452.3 -40.9 -8.3

Currency 676.1 650.0 -26.1 -3.9

Total System
expenses 4,520.5 4,363.6 -156.9 -3.5

Note: Components may not sum to totals and may not yield percentages shown because of rounding.
1 Includes expenses of the Office of Inspector General (OIG). During 2011, the Board approved a $0.4 million decrease
in the Board’s initial operating budget of $475.6 million; budgeted figure includes combined Board and OIG operating
budgets after the decrease (see table 4 in the “Board of Governors Budgets” section on page 13).
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Operational Areas

The major operations of the Federal Reserve System can be described using

the following broad categories: monetary and economic policy, supervision

of financial institutions, services to financial institutions and the public, and

services to the U.S. Treasury and other government agencies.

Monetary and Economic Policy

The monetary and economic policy operational area encompasses Federal

Reserve actions to influence the availability and cost of money and credit in

the pursuit of the Federal Reserve’s statutory objectives of maximum

employment, stable prices, and moderate long-term interest rates. It also

encompasses activities undertaken to monitor the stability of financial insti-

tutions and financial markets and to develop appropriate policy responses to

structural and emerging risks.

During 2011, the economic recovery continued, albeit at an uneven pace. The

Federal Open Market Committee (FOMC) held eight regularly scheduled

meetings in 2011, plus two additional meetings by videoconference.3 As part

of the Committee’s efforts to further enhance the clarity and timeliness of

monetary policy communications, regular quarterly press briefings were

instituted beginning in April 2011.

To promote continued economic recovery, the FOMC maintained the target

range for the federal funds rate at 0 to ¼ percent throughout the year. In

June 2011, the Federal Reserve completed its program of purchasing

$600 billion in longer-term Treasury securities that was announced in

November 2010.4

In response to a slowdown in growth over the first part of the year, and to

support a stronger economic recovery and help ensure that inflation, over

time, is at levels consistent with its dual mandate, the FOMC provided addi-

tional monetary policy accommodation during the second half of 2011. In

August, the Committee modified its forward rate guidance, noting that eco-

nomic conditions were likely to warrant exceptionally low levels for the fed-

eral funds rate at least through mid-2013. In order to put downward pressure

on longer-term interest rates and foster more accommodative financial con-

ditions and so provide additional stimulus to support the economic recovery,

the FOMC decided at its September meeting to extend the average maturity

3 FOMC meeting minutes and policy statements are available on the Board’s website at www
.federalreserve.gov/monetarypolicy/fomccalendars.htm.

4 The program was announced in November 2010; see the November 3, 2010, FOMC state-
ment at www.federalreserve.gov/newsevents/press/monetary/20101103a.htm.
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of its Treasury holdings. In particular, the Committee announced it would

purchase, by the end of June 2012, $400 billion of Treasury securities with

remaining maturities of 6 years to 30 years and sell an equal amount of

Treasury securities with remaining maturities of 3 years or less. In addition,

in order to help support conditions in mortgage markets, the Committee

decided in September to reinvest principal payments from its holdings of

agency debt and agency MBS in agency MBS, rather than in Treasury

securities.

In November, against a backdrop of increased pressures in global money

markets, the Federal Reserve, along with the Bank of Canada, the Bank of

England, the Bank of Japan, the European Central Bank, and the Swiss

National Bank, agreed to lower the pricing on their existing temporary U.S.

dollar liquidity swap arrangements and to extend the authorization of these

swap arrangements through early 2013. As a contingency measure, the cen-

tral banks also agreed to establish temporary bilateral liquidity swap arrange-

ments so that liquidity could be provided in each jurisdiction in any of their

currencies, should market conditions warrant. These actions were taken to

ease strains in financial markets and thereby mitigate the effects of such

strains on the supply of credit to households and businesses and so help fos-

ter economic activity.

Meanwhile, the Board and the FOMC continued to develop the tools,

including reverse repurchase agreements with a range of counterparties and

a new term deposit facility, that will allow the Federal Reserve to reduce the

supply of reserve balances, if needed, when it becomes appropriate to begin

removing monetary policy accommodation. Tests of both reverse repurchase

agreements and the term deposit facility were conducted over the course of

2011 to ensure the effectiveness of the tools and to provide eligible institu-

tions with an opportunity to gain familiarity with the procedures.

The Board and the FOMC base their monetary policy decisions on high-

quality research and thorough analysis of economic and financial data. A

vast amount of banking and financial 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 at the Reserve Banks use the 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 background information to

the Board of Governors and 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 establishing the appropriate stance for monetary policy. Staff members

also conduct longer-run economic studies on regional, national, and interna-

tional issues.
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To help the Federal Reserve carry out its responsibilities for promoting the

stability of the financial system, the Board’s Office of Financial Stability

Policy and Research works closely with other groups throughout the System

to monitor financial institutions, markets, and infrastructure; assess potential

risks; and develop appropriate policy responses. It also helps develop and

evaluate alternative approaches to implementing macroprudential regulations

and works with bank supervisory committees on a variety of issues, such as

developing quantitative loss models and alternative scenarios to serve as the

basis for stress tests. Staff members conduct research in banking, finance,

and macroeconomics to foster a broader understanding of financial stability

issues. In addition, the office coordinates the Board’s interagency and inter-

national work on financial stability, including the Board’s responsibilities as

amember of the Financial Stability Oversight Council and the Financial Stability

Board.

Supervision and Regulation of Financial Institutions

The Federal Reserve plays a major role in the supervision and regulation of

banks, bank holding companies (BHCs), and savings and loan holding com-

panies (SLHCs).5 The Board’s supervisory responsibilities extend to the for-

eign operations of U.S. banks and, under the International Banking Act, to

the U.S. operations of foreign banks. The Board also develops regulations to

carry out statutory directives, and establishes System supervisory and regula-

tory policies.

The Reserve Banks conduct on-site examinations and inspections of state

member banks, BHCs, SLHCs, and branches and agencies of foreign bank-

ing organizations; review applications for mergers, acquisitions, and changes

in control from banks and BHCs; and take formal supervisory actions. In

2011, the Federal Reserve conducted 507 examinations of state member

banks (some of them jointly with state agencies), 642 inspections of large

BHCs, and 3,160 inspections of small, noncomplex BHCs; it acted on 1,457

proposals, representing 2,078 individual applications involving BHC forma-

tions and acquisitions, bank mergers, and other transactions. The Federal

Reserve, in coordination with appropriate state regulatory authorities, con-

ducted or participated in 379 examinations of branches and agencies of for-

eign banking organizations.

The Board also enforces the compliance of state member banks and certain

foreign banking organizations with the federal laws that protect consumers

who use credit and deposit accounts. During the reporting period from

July 1, 2010, to June 30, 2011, the System conducted 279 consumer compli-

5 Under the Dodd-Frank Act, supervisory and regulatory authority for SLHCs was transferred
from the Office of Thrift Supervision to the Board of Governors on July 21, 2011.
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ance examinations of its 835 state member banks and two foreign banking

organizations.6 During this period, the System also conducted 250 examina-

tions of banks for their compliance with the Community Reinvestment Act.

Beyond these activities, the Federal Reserve System maintains continuous

oversight of the banking industry as part of its effort to ensure the overall

safety and soundness of the financial system.

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. As the issuing authority for Federal Reserve notes, the

Board orders new currency from the Treasury’s Bureau of Engraving and

Printing and issues that currency to the Reserve Banks. The Reserve Banks

distribute currency and coin to the public through depository institutions to

meet demand. The Reserve Banks process currency that they receive from

depository institutions and remove poor quality and suspect counterfeit

notes. In 2011, the Reserve Banks distributed approximately $734.3 billion in

currency and $6.5 billion in coin to depository institutions. The Reserve

Banks also received approximately $642.0 billion in currency and $5.9 billion

in coin from depository institutions, and they destroyed $81.9 billion in unfit

currency. In 2011, the Board paid $650.0 million for currency-related

expenses.

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 2011, the Banks collected approximately 6.8 billion com-

mercial checks, with a total value of about $9.9 trillion. The Banks’ auto-

mated clearinghouse (ACH) service allows depository institutions to send or

receive credit transfers, such as direct payroll payments and corporate pay-

ments to vendors, and debit payment transactions, such as payments of

insurance premiums, mortgages, and other bills from consumer accounts. In

2011, the Reserve Banks processed approximately 11.7 billion ACH transac-

tions, valued at about $22.3 trillion. Approximately 11 percent of the trans-

actions were for the federal government; the rest were for commercial

establishments.

The Reserve Banks’ Fedwire Funds Service allows participants to use their

accounts at the Reserve Banks to transfer funds to other participants. In

6 The foreign banking organizations examined by the Federal Reserve are organizations that
operate under section 25 or 25A of the Federal Reserve Act (Edge Act and agreement corpo-
rations) and state-chartered commercial lending companies owned or controlled by foreign
banks. These institutions are typically not subject to the Community Reinvestment Act, and
they typically engage in relatively few activities covered by consumer protection laws.
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2011, the Reserve Banks processed approximately 127 million Fedwire funds

transfers, valued at more than $663.8 trillion.

The Reserve Banks’ National Settlement Service allows participants in pri-

vate clearing arrangements to settle transactions through their Federal

Reserve accounts. In 2011, 16 local and national private arrangements, pri-

marily check clearinghouse associations, used the National Settlement Ser-

vice. The Reserve Banks processed more than 571,300 settlement entries for

these arrangements, with a debit value of more than $15.7 trillion in 2011.

The Reserve Banks’ Fedwire Securities Service provides securities services to

participants, including the settlement of book-entry transfers of securities

issued by the Treasury, federal government agencies, government-sponsored

enterprises, and certain international organizations. In 2011, participants

originated 19.2 million transfers, valued at more than $296.7 trillion.

Services to the U.S. Treasury and Other Government

Agencies

As fiscal agents and depositories for the federal government, the Reserve

Banks auction Treasury securities; process electronic and check payments for

the Treasury; collect funds owed to the federal government; maintain the

Treasury’s bank account; and develop, operate, and maintain a number of

automated systems to support the Treasury’s mission. The Reserve Banks

also provide certain fiscal agency and depository services to other entities.

The Treasury and other entities fully reimbursed the Reserve Banks for the

costs of providing fiscal agency and depository services. In 2011, reimburs-

able expenses amounted to $484.2 million.

The Reserve Banks auction, issue, maintain, and redeem securities, as well as

operate the automated systems supporting paper U.S. savings bonds and

book-entry marketable Treasury securities. In 2011, the Reserve Banks con-

ducted 269 Treasury securities auctions and processed nearly 11.1 million

Treasury securities transfers. The Reserve Banks also printed and mailed

more than 7.9 million savings bonds.7 The Reserve Banks continued to sup-

port the Treasury’s efforts to improve the quality and efficiency of its securi-

ties services.

The Reserve Banks collect and disburse funds on behalf of the federal gov-

ernment. In 2011, the Reserve Banks processed 1.3 billion government ACH

7 As part of the Treasury’s all-electronic initiative, the agency eliminated the paper savings
bonds payroll program in 2010. The number of savings bonds printed and mailed by the
Reserve Banks in 2011 decreased by 8.1 million, or 50.6 percent. As of January 1, 2012, paper
savings bonds are no longer sold at financial institutions.
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payments and 159 million Treasury check payments. The Reserve Banks con-

tinued to support the Treasury’s ongoing effort to convert paper checks to

electronic payments through the Go Direct initiative and operated Pay.gov,

an application supporting the Treasury’s program that allows the public to

use the Internet to authorize and initiate payments to federal agencies.

The Treasury maintains operating cash accounts at the Reserve Banks. In

2011, the Reserve Banks continued to support the Treasury’s effort to mod-

ernize its financial management processes, with a focus on improving central-

ized government accounting and reporting functions. The Reserve Banks

also managed several new and ongoing software development efforts in sup-

port of the Treasury’s objectives.

When permitted by federal statute or when required by the Secretary of the

Treasury, the Reserve Banks provide fiscal agency and depository services to

other domestic and international entities. Book-entry securities issuance and

maintenance activities account for a significant amount of the work per-

formed for these entities.
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Introduction

This publication provides current budgeted expenses of the Federal Reserve

Board of Governors and the Federal Reserve Banks, as well as the previous

year’s income and expenses for both the Board and the Banks. It also

describes their budgeting processes and shows trends in their expenses and

employment. For a comprehensive report on the Board and Reserve Banks’

operations and activities during the year, see the Annual Report of the Board

of Governors of the Federal Reserve System at www.federalreserve.gov/

publications/annual-report/default.htm.

Overview of the Federal Reserve System

The Federal Reserve System—the nation’s central bank—consists of the

Board of Governors in Washington, D.C., the 12 Federal Reserve Banks and

their 24 branches distributed throughout the nation, the Federal Open Mar-

ket Committee (FOMC), and three advisory councils—the Federal Advisory

Council, the Community Depository Institutions Advisory Council, and the

Model Validation Council.1 The System was created in 1913 by the Congress

to establish a safe and flexible monetary and banking system. Over the years,

the Congress has adjusted the Federal Reserve’s authority and responsibility

to help achieve broad national economic and financial objectives.

As the nation’s central bank, the Federal Reserve System performs five gen-

eral functions:

• conducting the nation’s monetary policy by influencing the money and

credit conditions in the economy in pursuit of maximum employment,

stable prices, and moderate long-term interest rates

• helping maintain the stability of the financial system and containing sys-

temic risks that may arise in financial markets

1 The Model Validation Council was established in 2012 by the Board of Governors to provide
expert and independent advice on its process to rigorously assess the models used in stress
tests of banking institutions; for more information on the advisory councils, see www
.federalreserve.gov/aboutthefed/advisorydefault.htm.
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• supervising and regulating a variety of financial institutions and activities

to ensure the safety and soundness of the nation’s banking and financial

systems and to protect certain rights of consumers

• providing certain financial services to depository institutions, the U.S. gov-

ernment, and foreign official institutions

• promoting consumer protection, fair lending, and community development

Summary of 2012 Income and Expenditures

In carrying out its responsibilities in 2012, the Federal Reserve System

incurred $3.7 billion in net expenses. Total spending of $4.7 billion was offset

by $1.0 billion in revenue from priced services, claims for reimbursement,

and other income. Total 2012 expenses were $29.9 million, or 0.6 percent, less

than the amount budgeted for 2012 (table 1).

The Reserve Banks’ current income in 2012 was $81.6 billion.2 The major

sources of income were interest earnings from the portfolio of U.S. govern-

ment securities ($49.0 billion) and federal agency mortgage-backed securities

(MBS) ($31.4 billion) in the System Open Market Account. Earnings in

excess of expenses, dividends, and surplus are transferred to the U.S. Treas-

ury—in 2012, a total of $88.4 billion. (These net earnings are treated as

receipts in the U.S. budget accounting system when received and as antici-

2 For a list of items included in the Reserve Banks’ current income, refer to Table 10, Income
and expenses of the Federal Reserve Banks, in the “Statistical Tables” section of the 2012
Annual Report of the Board of Governors of the Federal Reserve System, available at www
.federalreserve.gov/publications/annual-report/default.htm. More detailed information on
System income and the distribution of income can also be found in the Annual Report.

Table 1. Total expenses of the Federal Reserve System, 2012

Millions of dollars, except as noted

Item Budgeted Actual

Variance

Amount Percent

Reserve Banks1 3,446.1 3,462.1 16.0 0.5

Board2 532.4 512.4 -20.0 -3.8

Currency 747.0 721.1 -26.0 -3.5

Total System expenses 4,725.5 4,695.6 -29.9 -0.6

Note: Excludes capital outlays as well as assessments for the Consumer Financial Protection Bureau and the Office of
Financial Research. Components may not sum to totals and may not yield percentages shown because of rounding.
1 The final 2012 budget of $3,441.3 million was approved by the Board in December 2011. In May 2012, the Board

approved an additional $4.8 million for employee equity adjustments, which is included in the 2012 budget number
above.

2 Includes expenses of the Office of Inspector General.
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pated earnings projected by the Office of Management and Budget in the

Budget of the United States Government.)

Operational Areas

The major operations of the Federal Reserve System can be described using

the following broad categories: monetary and economic policy, supervision

of financial institutions, services to financial institutions and the public, and

services to the U.S. Treasury and other government agencies.

Monetary and Economic Policy

The monetary and economic policy operational area encompasses Federal

Reserve System actions to influence the availability and cost of money and

credit in the pursuit of the Federal Reserve’s statutory objectives of maxi-

mum employment, stable prices, and moderate long-term interest rates. It

also encompasses broad activities undertaken by the Federal Reserve System

to monitor the stability of financial institutions and financial markets and to

develop appropriate policy responses to structural and emerging risks.

In developing its monetary policy, the Federal Reserve collects vast amounts

of banking, financial, and economic data from the public. This information

generally 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

provide background information to the Board of Governors and the FOMC,

including detailed economic and financial analyses and projections for the

domestic and international economies. These analyses and projections are

used in determining the appropriate stance of monetary policy, including the

path for the federal funds rate and the size and composition of the Federal

Reserve balance sheet. Staff members also conduct longer-run economic

studies on regional, national, and international issues in order to improve

understanding of a range of questions of interest to policymakers and

economists.

To help the Federal Reserve carry out its responsibilities for promoting the

stability of the financial system, the Board’s Office of Financial Stability

Policy and Research coordinates with other groups at the Board and at the

Reserve Banks to monitor financial institutions, markets, and infrastructure;

assess potential risks; and develop appropriate policy responses. It also helps

develop and evaluate alternative approaches to implement macroprudential

regulations and works with bank supervisory committees on a variety of
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issues. Staff members conduct research in banking, finance, and macroeco-

nomics to foster a broader understanding of financial stability issues. In

addition, the office coordinates the Board’s interagency and international

work on financial stability, including the Board’s responsibilities as a mem-

ber of the Financial Stability Oversight Council and the Financial Stability

Board.

Details on the Federal Reserve’s monetary and economic policy activities

and decisionmaking are published in the Board’s Annual Report and its

semiannualMonetary Policy Reports to the Congress as well as in FOMC

meeting statements and minutes. These publications are available on the

Board’s website at www.federalreserve.gov.

Supervision and Regulation of Financial Institutions

The Federal Reserve is the federal supervisor and regulator of all U.S. BHCs,

including financial holding companies, and state-chartered commercial

banks that are members of the Federal Reserve System. It also has responsi-

bility for supervising the operations of all Edge Act and agreement corpora-

tions, the international operations of state member banks and U.S. BHCs,

and the U.S. operations of foreign banking organizations. Furthermore,

through the Dodd-Frank Act, the Federal Reserve has been assigned respon-

sibilities for nonbank financial firms and financial market utilities (FMUs)

designated by the Financial Stability Oversight Council as systemically

important as well as savings and loan holding companies (SLHCs).3 In over-

seeing the institutions under the Federal Reserve’s authority, the Federal

Reserve seeks primarily to promote safety and soundness, including compli-

ance with laws and regulations.

The Reserve Banks conduct on-site examinations and inspections of state

member banks, BHCs, SLHCs, and branches and agencies of foreign bank-

ing organizations; review applications for mergers, acquisitions, and changes

in control from banks and BHCs; and take formal supervisory actions. In

2012, the Federal Reserve conducted 487 examinations of state member

banks (some of them jointly with state agencies); 691 inspections of large

BHCs; 3,150 inspections of small, noncomplex BHCs; and 301 inspections

of SLHCs. It also acted on 1,029 proposals involving BHC and SLHC for-

mations and acquisitions, bank mergers, and other transactions. In coordina-

tion with appropriate state regulatory authorities, the Federal Reserve con-

3 Under the Dodd-Frank Act, supervisory and regulatory authority for SLHCs was transferred
from the Office of Thrift Supervision to the Board of Governors on July 21, 2011. For a
fuller discussion of entities supervised and regulated by the Federal Reserve, see the “Supervi-
sion and Regulation” section of the Annual Report, available at www.federalreserve.gov/
publications/annual-report/default.htm.
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ducted or participated in 447 examinations of branches and agencies of for-

eign banking organizations.

The Board also enforces the compliance of state member banks and certain

foreign banking organizations with the federal laws that protect consumers

who use credit and deposit accounts. During the reporting period from

July 1, 2011, to June 30, 2012, the System conducted 282 consumer compli-

ance examinations of state member banks and 11 examinations of foreign

banking organizations.4 During this period, the System also conducted 256

examinations of banks for their compliance with the Community Reinvest-

ment Act.

Beyond these activities, the Federal Reserve System maintains continuous

oversight of the banking industry as part of its effort to ensure the overall

safety and soundness of the financial system.

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. As the issuing authority for Federal Reserve notes, the

Board orders new currency from the Treasury’s Bureau of Engraving and

Printing and issues that currency to the Reserve Banks. The Reserve Banks

distribute currency and coin to the public through depository institutions to

meet demand. The Reserve Banks process currency that they receive from

depository institutions and remove poor quality and suspect counterfeit

notes. In 2012, the Reserve Banks distributed approximately $747.2 billion in

currency and $6.3 billion in coin to depository institutions. The Reserve

Banks also received approximately $654.5 billion in currency and $5.7 billion

in coin from depository institutions, and they destroyed $105.5 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 2012, the Banks collected 6.6 billion commercial checks,

with a total value of $8.1 trillion. The Banks’ automated clearinghouse

(ACH) service allows depository institutions to send or receive credit trans-

fers, such as direct payroll payments and corporate payments to vendors, and

debit payment transactions, such as payments of insurance premiums, mort-

gages, and other bills from consumer accounts. In 2012, the Reserve Banks

4 The foreign banking organizations examined by the Federal Reserve are organizations that
operate under section 25 or 25A of the Federal Reserve Act (Edge Act and agreement corpo-
rations) and state-chartered commercial lending companies owned or controlled by foreign
banks. These institutions are typically not subject to the Community Reinvestment Act, and
they typically engage in relatively few activities covered by consumer protection laws.
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processed approximately 12 billion ACH transactions, valued at $23.9 tril-

lion. Approximately 11.5 percent of the transactions were for the federal gov-

ernment; the rest were for commercial establishments.

The Reserve Banks’ Fedwire Funds Service allows participants to use their

accounts at the Reserve Banks to transfer funds to other participants. In

2012, the Reserve Banks processed approximately 132 million Fedwire funds

transfers, valued at $599.2 trillion.

The Reserve Banks’ National Settlement Service allows participants in pri-

vate clearing arrangements to settle transactions through their Federal

Reserve accounts. In 2012, 16 local and national private arrangements used

the National Settlement Service. The Reserve Banks processed 662,912 settle-

ment entries for these arrangements, with a debit value of $16.1 trillion in

2012.

The Reserve Banks’ Fedwire Securities Service provides securities services to

participants, including the settlement of book-entry transfers of securities

issued by the Treasury, federal government agencies, government-sponsored

enterprises, and certain international organizations. In 2012, participants

originated 18.7 million transfers, valued at more than $288.4 trillion.

Services to the U.S. Treasury and

Other Government Agencies

As fiscal agents and depositories for the federal government, the Reserve

Banks auction Treasury securities; process electronic and check payments for

the Treasury; collect funds owed to the federal government; maintain the

Treasury’s bank account; and develop, operate, and maintain a number of

automated systems to support the Treasury’s mission. The Reserve Banks

also provide certain fiscal agency and depository services to other entities.

The Treasury and other entities fully reimburse the Reserve Banks for the

costs of providing fiscal agency and depository services.

The Reserve Banks auction, issue, maintain, and redeem securities, as well as

operate the automated systems supporting paper U.S. savings bonds and

book-entry marketable Treasury securities. In 2012, the Reserve Banks con-

ducted 264 Treasury securities auctions and processed nearly 11.6 million

Treasury securities transfers. The Reserve Banks continued to support the

Treasury’s efforts to improve the quality and efficiency of its securities

services.

The Reserve Banks collect and disburse funds on behalf of the federal gov-

ernment. In 2012, the Reserve Banks processed 1.4 billion government ACH
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payments and 121 million Treasury check payments. The Reserve Banks con-

tinued to support the Treasury’s ongoing effort to convert paper checks to

electronic payments through the Go Direct initiative and operated Pay.gov,

an application supporting the Treasury’s program that allows the public to

use the Internet to authorize and initiate payments to federal agencies.

The Treasury maintains operating cash accounts at the Reserve Banks. In

2012, the Reserve Banks continued to support the Treasury’s effort to mod-

ernize its financial management processes, with a focus on improving central-

ized government accounting and reporting functions. The Reserve Banks

also managed several new and ongoing software development efforts in sup-

port of the Treasury’s objectives.

When permitted by federal statute or when required by the Secretary of the

Treasury, the Reserve Banks provide fiscal agency and depository services to

other domestic and international entities. Book-entry securities issuance and

maintenance activities account for a significant amount of the work per-

formed for these entities.
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