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BOARD OF GOVERNDORS OF THE FEDERAL RESERVE SYSTEM

August 14, 1939.

Memorandum for Mr. Eccles:

Attached for your information is a copy of a memo-
randum from Mr. Van Fossen regarding expenses incurred by
Federal Reserve banks for the Treasury Department and other
governmental departments and asgencies. The text of the
memorandum sets forth succinetly the situation as to each
class of activity. The last sheet is a tabulation showing
total expenses incurred; amounts reimbursed; and the
deficiency. From this you will observe that in the aggre-
gate the Federal Reserve banks fall approximately $1,000,000
per annum short of full reimbursement.

If after examining the material attached there are

any questions in your mind which should be investigated

further, we shall be glad to go into them more fully.

Co

Secretary.

Federal Reserve Bank of St. Louis



August 11, 1939
ur, Norrill Fiscel Agency expenses
Mr, Van Fossen

Reference ig made to your telephone request on August 9
for informstion regarding fiscel agency expenses of Feder:l Reserve
benks, particularly with respect to vhat expenses are reimburssble and
what expenses ere not reiztursable,

In general, the Federzl Reserve bunks now receive full re-

inburseaent for expenses incurred by them for the ous Government
departnents snd sgencies except the Treasury t. The expenzes
for which the FPedersl Reserve bsnks recelve reimbursement include both
"direct” expenses, l.e., salariec of employees and other expenses
incurred directly in the Fiscsl Agency fumction, and "indirect® expenses
or "service chargeaz®, i.e., expensez incurred for the Fisesl Agency
funetion in units such as Protection, ¥ail, Filing, Auditing, ste.
The Federal Reczerve banks also receive reimbursement for ths cost of
naintaining space aseigned directly to the Fiscal Agemey funetion up
to & maximum of $2,00 & square foot, Relabursement is received for
vault spece at the uniform rate of $1.50 a cubic fool per annum,

®ith respect Lo the Tressury Department, the operations per-
formed by the Pederal Reserve bunks may be divided into the following
classess

1. Operations performed in connection with U, 8,
Government issues,

2. Ordinary depositery operations.

3. Handling work relief checks,

4. Other operations,

« The Federal Reserve banks
receive reifbursesent from the Treasury Department for the sare iteans
of expense az from cther Government departaents and sgencies whem such
expenszes sr2 incurred in pcrrcning opmum ineident to v, 8.
Covernment securities iggued C ' '
geding figesl year. In other -orda, de: nom banks mdn
relsbursement for expemses incurred shen & new issue of securities is
offered by the Tressury Department snd they also receive relmbursement
for any expenses incurred in connection with this 1lgeue until the end
of the following fiseal year., After that time, any expenses incurred
by the Federsl Reserve banks, such szs in making exchanges and redemptions,
are pot reimbursable.

At the present time, more than 200 employees of the Federal
Reserve banks sre eagsged in performing work incident to the issusnce
snd redemption of United States Savings Bonds, The cost of issuing
these bonds is relabursable but the cost of redeeming the bonds is not
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roimburssble unless they were issued during the current or immediately
preceding fisesl yesr., Sales of United States Savings Bonds are in-
creasing and it follows thet the redemptions will inerecse from year
to yesr., Unless a change is made in the present arranmgesent, the
Federasl Reserve banks will absorb more expense each year in comnection
with the redeaption of Unlted States Savings Bonda,

The matier of obteining reizbursement, for expenses incurred
in redeeming "uncurrent” U, 8, Savings Bonds has been teken up with
the Treasury Depsrtment sad in a letter to the Reserve banks dated
July 8, 1939, the Department adviced that ¥,..the poseibility of
obtalalag suthority from Congress to relmburse the Federal Reserve
banks for such expenses i2 under consideration®., During the fiscal
year ended June 30, 1937, the Reserve bsnks incurred $495,000 axpemse
in comaection with Unlted States Savinge Bonds, of which haz.ooo was
relntursable.

Other Treasury lssues wers handled by the Fedsrzl Reserve
benks at & cost of $705,000 during the fisesl yeur ended June 30,
1939, Of this smount $458,000 was reimburssble and $307,000, incurred
in connection with "uncurrent issues®, wus not reimburseble, The
Foderal Reserve bunis, of course, perform exscily the same work in
maxing exchenges snd redeaptionz of "uncurrent® issues as they do
for "eurreat” issues, Frequenily, both "current” and "uncurrent”
bonds sre received from member banks im the ssme ghipment and it is
vary dilfficult to determine how much expemse iz incurred in handling
those thet are "current® and how much is incurred im handling those
that are "uncurrent”, The distinction between "current issues®™ and
*uncurreat issues® ls purely arblirary end 1s not based on any division
or separation of the operations at the Federal Reserve banks, Except
for legislative restrictions, there seezz to be no reel resson why
the Feder:l Reserve banks should not be relabursed for expenses in-
:urn& by them in commection w»ith both "eurrent lssuse® and "uncurrent

seues®,

Prior to July 1, 1938, the Tresasury Depsriment hed an ine
definite appropriation from whleh 1t could relzburse the Reserve banks
for expenses in connection with Covernment issues, the only limitation
belag that it was applicable only to "“current iasves®. Beginning
July 1, 1938, Congress has limited the smount that can be spent under
the indefinite appropriatiom and for all practieal purposes the Depart-
ment now bas an ampusl appropriation, the amound of which 1e fized My
Congress and 1f exceeded; » deflclency appropriation is necessary.
This hes further complicated the matter of relmbursement and will
quite likely result in the Reserve banks absorbing more expense than
herstofors,
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The Federal Reserve banks are also now absorbing the
cost of redeeming Adjusted Service Bonds, During the fisesl year
ended June 30, 1939 the Reserve banks sbsorbed §111,000 expense in
this connection, Prior to July 1, 1938 such expenses were reimbursabls,

Ordinary devogitery operstiong. The ordinery depositary
operations perforned by the Federal Reserve banks consist of the
carhing of Government checks, paying Government coupons, and mein-
teining the Treasurer's General Aceount, Expenses incurred in this
connection amounted to about $500,000 during the fisecsl yesr ended
June 30, 1939, none of shich was reimbursable, The Tressury Depart-
mant has slways taken the position that the Federsl Reserve banks
should perform the ahove-maentioned depositary operations without
cherge in view of the Department's balance with them,

Hork Relief Checks. The Federsl Heserve besnks recelve
relzburcensnt for handling Work Rellief Checkis, ezcept that no charge
i2 sade for spece,

Other Operstions. Other operations performed hy the Federsl
Recerve banks for the Treasury Department for which relsburseseat 1s
not recelved comprise the followings

Work incident to obtsining, snalysing, and reporting data
relative to foreign exchange transactions, in accordauce
with the President's Executive Orders. (Expense was
reimbursable untll Mareh 1, 1938.)

fork incident to the certificetion of foreign exchange
rates in accordance with the provisions of the Tariff
Aet of 1930,

York incident to the purchesing of feorelgn exchange for
verious Government sgencies.

¥ork incident to the cus of securities held in
safekeaping lfor various srameat agenclies by
direction of the Secretery of the Treasury.

%ork incldent to the execution of purchese and gzale
orders for Governmeant securities for the seccount of
the Treessury Department.

The nonreinbursable expenses of the ebove units smounted to about
$50,000 for the fiscal year ending June 30, 1939. The cost of opers-
tions performed by the Federal Reserve Bank of Hew Xork in comnection
with the operation of the Stabllization Fund is reiuburssble ss is
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the cost of work performed by thet benk for the Insolvent Hatiomsl
Benks Division of the Office of the Coaptroller of the Currency im
comnection with the li-uidetion of securities of falled National

AgONCy expenses

fizesl year ending Jume ”.lmfnmwmtﬂ
mammm departments and agencies chowing the
amoun
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1SCiL, AGERCY, COSTORIANSHIP, AND DEPOSITARY EXPESSES O
RESERYE DANKS POR THE FIOCAL YEAR TADED JUNE 30, 19%

B
$

GLESH U, O, GOYEENELRT 80 BLiis
m Corparetion 1,603,382 1,573,327

Poderal Bose Loan Benie snd Houe
Owners Losn Corporation 115,200 114,147
Pederal Housing Admtnistration a 2

£
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