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Chapter 4 

Regional Delivery System 
for Over-the-Counter Savings Bonds 

Over the next few years, the Department 
of the Treasury in cooperation with the 
Federal Reserve will establish a network 
of regional centers to issue Series EE 
savings bonds. By 1994, when the system 
is fully in place, the public will still be 
able to enter any one of nearly 40,000 
depository institutions to buy savings 
bonds. But under the new organization 
known as the Regional Delivery System, 
twelve regional Reserve Bank offices, 
instead of the depository institutions 
themselves, will actually inscribe and 
issue the bonds. The Treasury expects 
that, when complete, the consolidation 
will save U.S. taxpayers more than $18 
million per year in administrative costs 
and permit technological innovations to 
make the program thereafter even more 
cost-effective. 

Over-the-Counter Savings Bonds 
Since the introduction of the first series of 
U.S. savings bonds in 1935, the Treasury 
has sought ways of encouraging individ-
uals to participate in the financing of the 
public debt while reducing the inevitably 
large administrative costs of widespread 
issuance. The Treasury has long been 
interested in alternative methods of pro-
cessing applications for over-the-counter 
purchases, the most labor-intensive work 
in the entire savings bond program. 
Currently, the Treasury sells Series EE 
bonds to the public through payroll 
deduction, through over-the-counter 
sales at the Federal Reserve Banks, and 
through over-the-counter sales at nearly 
40,000 depository institutions serving as 
issuing agents. Before the RDS pilot 

program, Reserve Banks issued about 1 
percent of all bonds sold over the counter. 

To purchase a bond over the counter, a 
customer completes an application, 
presents payment, and receives a bond 
inscribed with the requested ownership 
information, all during the same visit. In 
the fiscal year ended September 30,1989, 
15 million walk-in customers bought 
more than 27 million Series EE bonds 
with an issue value of $4.4 billion. 

The Pilot Program 
Testing of the Regional Delivery System 
(RDS) began in October 1987 with a pilot 
program in the Pittsburgh Branch of the 
Federal Reserve Bank of Cleveland. 
Initially limited to depository institutions 
in Ohio, which accounted in 1988 for 4.7 
percent, or about $143 million, of all 
over-the-counter Series EE bond sales, 
the pilot program was expanded to the 
rest of the Cleveland District in 1989 
(western Pennsylvania, the West Virginia 
panhandle, and eastern Kentucky). 

The Ohio pilot saved more than 
$300,000 in 1988 without degrading 
service to the public. Depository institu-
tions in the Cleveland District favored 
the program; with bonds mailed by the 
Pittsburgh Branch within a few days, 
customers made little complaint about 
the new system (especially given the 
immediate issuance of a gift certificate 
when a bond was purchased as a gift); 
and sales did not suffer. The pilot also 
paved the way for certain technologies, 
such as optical recognition devices, bulk 
data transmissions, multiuse terminals, 
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and personal computers, that may lead to 
further economies. 

National Application of RDS 
Nationwide implementation of RDS be-
gan in 1989 and will continue through 
1993. In 1989, the Minneapolis District 
completed testing of the RDS software to 
be shared by some Districts and began 
implementing the delivery system in 
Montana. In 1990, three Districts -
Richmond, St. Louis, and Kansas City— 
expect to fully implement RDS, and three 
more—Philadelphia, Chicago, and New 
York—expect to partially implement it. 
The remaining four Districts begin imple-
mentation in 1991. Based upon the expe-
rience with RDS through 1989, the 
Treasury anticipates annual savings to 
the public of $18.5 million beginning in 
1994 (table 4.1). 

In addition to reducing the costs borne 
by taxpayers, the RDS will reduce those 
borne by sales agents. Although the fees 
paid by the Treasury to agents will 
decrease from eighty-five cents per bond 
issued to fifty cents per application, the 
agent may improve its net position on 
each transaction because it will no longer 
keep an inventory of bonds, inscribe and 

Table 4.1 
Distribution of Estimated Annual 
Reduction in Public Expenses 
for Over-the-Counter Bond Sales 
upon Full Implementation of 
the Regional Delivery System in 19941 

Expense Millions 
of dollars Percent 

Treasury services2 6.4 35 
Cash management 8.2 44 
Agent fees 3.9 21 

Total 18.5 100 

1. Calculated in 1989 dollars. 
2. Includes Reserve Bank expenses. 
SOURCE. Department of the Treasury. 

issue them, or report sales. Estimates of 
the costs of agents, however, are not 
available. 

Treasury and Reserve Bank 
Operations 
The Federal Reserve Act declares that 
the Federal Reserve Banks serve as fiscal 
agents of the United States at the direction 
of the Secretary of the Treasury; the 
savings bond functions of the Reserve 
Banks, which cost an estimated $40.7 
million in 1988, are the largest compo-
nent of the fiscal services they provide to 
the Treasury. These functions include 
issuing, servicing, and redeeming sav-
ings bonds sold both over the counter and 
through payroll deduction. The over-the-
counter portion of the savings bond 
functions, which involve managing the 
network of agents that issue bonds, was 
nearly $10 million in 1988. 

Under the RDS, issuing agents are 
essentially sales agents because they no 
longer inscribe or issue bonds. Instead, 
they receive applications and payments 
for bonds and forward them to a desig-
nated Federal Reserve office. The new 
processing responsibilities for Federal 
Reserve offices include verifying infor-
mation on the applications, reconciling 
the applications with sales records sub-
mitted by agents, inscribing and mailing 
bonds to all over-the-counter customers, 
and paying fees to agents for accepting 
applications. 

The RDS will shift to the Federal 
Reserve a great deal of the Treasury's 
work on over-the-counter purchases, and 
it will automate or eliminate much of the 
rest. The Treasury benefits from reduced 
expenses associated with maintaining 
stock, reduced fees paid to agents, im-
proved collection of data, and an acceler-
ated flow of sales proceeds into its 
account at the Federal Reserve. 
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During the transition phase from 1989 
through 1993, the Reserve Banks esti-
mate that their costs to implement and 
operate the Regional Delivery System 
will total $36.2 million—$16.5 million 
for implementation and $19.7 million for 
operation (table 4.2). In 1994, the first 
year after implementation, the Reserve 
Banks project operating expenses for the 
RDS at $13.6 million, including the costs 
of approximately 400 RDS employees. 

The Reserve Banks estimate that, in 
the absence of the RDS program, the cost 
of managing the network of agents 
issuing over-the-counter bonds during 
the 1989-94 period would have re-
mained steady or possibly fallen because 
of some technological and management 
improvements. 

Table 4.2 
Estimated Annual Expenses of the Federal 
Reserve Banks to Implement and Operate 
the Regional Delivery System, 1989-931 

Millions of dollars 

Year Implemen-
tation 2 Operation3 j Total 

1989 2.3 0 2.3 
1990 5.5 1.3 6.8 
1991 5.8 3.1 8.9 
1992 2.1 4.8 6.9 
1993 .8 10.5 11.3 

Total 16.5 19.7 36.2 

MEMO 
1994 0 13.6 13.6 

1. Calculated in 1989 dollars. 
2. Includes capital outlays. 
3. Does not include depreciation. 
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