
F e d e r a l  R e s e r v e  b a n k  o f  D a l l a s

DALLAS. TEXAS 75222

Circular No. 71-109 
May 12, 1971

To the Chief Executive Officer of the Member Bank Addressed 
in the Eleventh Federal Reserve District:

The enclosed article, reprinted from the April 1971 issue of the 
Texas Banker’s Record and -written by Mr. R. L. Dickerson, explains some of the 
benefits which can be derived from participation in the Functional Cost Analysis 
Program offered by this Reserve Bank. Mr. Dickerson maintains that the banking 
industry needs better cost information in order to fully utilize existing re
sources, and he recommends the Functional Cost Analysis Report as a tool which 
will assist management in measuring and governing its proficiency.

The FCA Report provides answers to the following questions as well 
as many more:

What does it cost to maintain demand and time deposits?
What is the average cost to make a loan?
What is average cost of processing each loan payment?
What are the break-even points on instalment loans?
Where can expenses be reduced?
What is the officer expense per $1,000 of loans?

The 1971 FCA Report will be expanded to include recent suggestions 
made by bankers who have been participating in the program. For example, a 
complete analysis of credit card operations will be included in the new format. 
Analysis pages will now detail demand deposits by type, i.e., regular checking, 
commercial checking, special checking, personal and other checking accounts, and 
minimum balance, no-service-charge checking accounts. Expense and personnel al
locations will be shown in considerably more detail in the 1971 report than has 
been true previously. Numerous other improvements that will assist the thought
ful banker in maximizing profits will be included in the new report.

If you have any questions concerning Mr. Dickerson’s article or our 
Functional Cost Analysis Program, please contact the Functional Cost Analysis 
Division of this Reserve Bank or one of the following:

Leon W. Cowan, Vice President
Carroll D. Blake, Bank Relations Officer
Larry M. Snell, Functional Cost Analyst

FEDERAL RESERVE BANK OF DALLAS

Enclosure

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)
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Texas Banker Recommends—

The Federal Reserue Cost Analysis Program
By R. L. DICKERSON, Senior Vice President, First National Bank of Longview

IN THIS DAY of increasingly 
complex banking business, how can 
management accurately measure 
and help determine the profitabili
ty, earnings and expenses of the 
various functions within their indi
vidual bank? Many banks today 
have followed the lead developed 
by industry and adopted a highly 
specialized functional organization. 
This new functional organization 
has created the problem of making 
assessment of the basic operating 
proficiency of bank management. 
Management needs to develop new 
techniques and tools in order prop
erly to measure and govern its pro- 
ficency. Maximum utilization of re
sources is essential and requires a 
highly trained and well informed 
management. The best tool avail
able as an aid in determining and 
governing bank proficiency is the 
Functional Cost Analysis (FCA) 
program provided by the Federal 
Reserve Bank of Dallas. The de
tailed information provided in this 
report can prove invaluable as a 
management tool in insuring con
tinued profit and growth.

Standardized and Detailed 
Information

The FCA program provides stand
ardized and detailed information 
about costs and income for each 
function within a bank. Each of the 
banks participating in the FCA pro
gram receives a report in which its 
performance is compared in con
siderable detail with other banks of 
similar size and characteristics. The

individual bank’s performance fig
ures, when used with the com
parison figures of other banks, pro
vides a very meaningful and 
realistic picture of day by day 
banking operations.

The FCA program originated in 
the New England area. In the mid
dle 1950 s the Federal Reserve 
Banks of Boston and New York, 
acting independently, developed 
cost accounting services for the 
member banks in their district. At 
that time there existed no other 
comparable data which related to 
functional income, expenses, or 
earnings of commercial banks. Be
cause of the widespread interest 
created by this service and the 
potentialities offered by modern 
computers, the two Federal Reserve 
Banks merged their programs into 
the one described in this article. 
Interest in the FCA program was 
not limited to the New England 
area. Demands for information con
cerning the report were received 
from all sections of the country. 
This widespread interest resulted 
in geographic expansion of the pro
gram. In 1965 eight Federal Reserve 
districts offered the FCA program. 
By 1967 eleven districts had made 
provisions to provide the program 
to member banks. Now all twelve 
Federal Reserve districts provide 
the service for their member banks.

The FCA report forwarded to a 
participating bank will contain in
come and expense information for 
each funds-supplying and funds- 
using function in that bank. By

R. L. DICKERSON

studying the analysis page for any 
of the functions, management can 
determine the net earnings, fixed 
costs, variable costs and cost of 
money (if applicable) for the func
tion. The same analysis page will 
contain a two year internal com
parison for measuring annual 
changes, and a comparison with 
banks of similar size and character
istics. The report is, in a sense, a 
measuring device for rating a bank’s 
efficiency in cost control, loan and 
investment management, and pol
icies for fees and other charges. The 
participating bank can use the re
port to trace inefficiency in any 
function by studying the cost and 
earnings rate group comparison fig
ures for the identical function. This 
method of evaluating operational 
results provides management with 
concrete figures to use when mak
ing policy decisions concerning any 
function within the bank. A deposit- 
mix analysis is included in the 
report to aid management when 
considering profit planning and 
long-run portfolio composition.

Basis For Valid Comparisons 
Complete and detailed analysis 
pages included in the report cover 
the demand deposit, time deposit, 
non-deposit funds (capital funds), 
investment, and the various type 
loan functions. The trust depart
ment, safe-deposit department and 
computer services department are 
also analyzed. Detailed costs pro
vided for each function include the 
various item costs associated with 
any particular function. Thus, valid
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comparisons can be made of various 
processing costs. The item cost fig
ures are helpful in determining 
pricing policies for fees and main
tenance charges.

The FCA program is limited to 
banks that are members of the 
Federal Reserve System. There is 
no cost to participate in the pro
gram. The Federal Reserve Bank 
of Dallas provides all the necessary 
workpapers and instructions. The 
workpapers consist of an income 
statement, an average balance 
sheet, an expense and employee 
allocation schedule, a recapitula
tion schedule, and a charateristic 
page. Quite a bit of the data re
quired for completion of the work
papers can be obtained as a by
product of regular banking activites. 
Instruction for collecting the data 
are clear and concise and parallel 
the workpapers line by line. Rep
resentatives of the Federal Reserve 
Bank of Dallas are available for 
visits to any of the participating 
banks at any time. Once the initial 
system for gathering the data has 
been organized, the time required 
for a bank to administrate the pro
gram is a very small percentage in 
relation to time required for other 
normal banking activities. The com
pleted workpapers contain one 
year’s accumulated data. In the 
latter part of February, the partic
ipating banks mail their completed 
workpapers to the Federal Reserve 
Bank of Dallas where the editing, 
processing, and printing necessary 
to compiling a finished FCA re
port is performed. All participating 
bank information is confidential 
and is released to no one outside of 
the originating bank. The fully 
processed report is returned to the 
participating bank during March of 
each year. In April all participants 
are invited to attend a meeting at 
the Federal Reserve Bank of Dal
las to review their FCA reports. At 
this meeting, any questions a par
ticipant might have are discussed 
by Federal Reserve Bank analysts.

The FCA program also publishes 
various supplemental reports that 
help bank management assess their

operating proficiency. Supplemen
tal reports include national aver
ages, high performance bank aver
ages, and Eleventh Federal Reserve 
District averages. These reports 
use the same standard FCA format 
in order to facilitate comparison 
study analysis.

The FCA program undergoes 
constant re-evaluation to make it 
more meaningful and valid to the 
participating banks. Each year at 
the meeting in Dallas, when the re
ports are reviewed, the participa
ting banks are asked to make sug
gestions to improve it. Beginning in 
1971 the program will be expandied 
to include analysis of the various 
types of demand deposits accounts; 
also, a credit card analysis page will 
be included.

This program has not been uti
lized to the extent it should be by 
the banks in this district. Of 645 
member banks of the Eleventh Dis
trict, fewer than 100 have partic
ipated each year in the program.

Too many banks think it is too 
much trouble—I don’t think so. I 
believe it is worth the effort to gath
er this data even if it never leaves 
your bank. All the information 
asked for is pertinent data a well in
formed banker should know about 
his bank. However, most of us 
would not gather it if we were not 
participating in the FCA program. 
The real bonus in this program is 
having it analysed on a sophisti
cated cost program and comparing 
it to the banks in your own region 
of comparable size.

Many bankers feel that cost anal
ysis is for the larger bank. This is 
not true in my opinion. All banks 
are faced with the same basic prob
lems, among which are rising costs. 
I feel that the smaller bank has 
more need of the FCA than the 
larger city bank. Most of the larger 
banks have trained accountants on 
their staffs who have instituted cost 
programs of their own. This is 
something that the smaller bank 
cannot afford; but through this pro
gram any knowledgeable banker 
can complete the worksheets and 
the Fed does the rest. In 1970 there



was a simplified worksheet intro
duced for the bank with under 10 
million dollars in deposits. This can 
be completed with less effort than 
the standard worksheet, yet will 
give a very meaningful report.

Our bank has participated in the 
FCA program since it was offered 
by the Federal Reserve Bank of 
Dallas in 1966. We have found it 
most beneficial in keeping abreast 
of our operations and costs.

The most meaningful figure in 
the analysis is the “Net Earnings 
on Available Funds.” This is the 
before tax earnings on the average 
assets, less fixed assets and legal 
reserve. Tax exempt income is con
verted to a taxable basis for com
parative purposes. In 1966 ours was 
1.58% compared to our group aver
age of 1.86%. In 1969 this was 2.53% 
compared to our group average of 
2.42%. While part of this increased 
profitability was due to the rise in 
interest rates in this period, some of 
it was not. We feel that our coming 
from below our group average in 
1966 to above it in 1969 is due large
ly to our participation in this pro
gram.

One of my areas of responsibility 
in our bank is the management of 
our cash position and investment 
account. In 1966, 18.68% of our as
sets were in cash— byl969 we had 
reduced this to 15.36%. This, more 
than anything else, has impressed 
me with the importance of trying 
to keep all of our assets in the earn
ing category with the best yield 
possible.

This report showed our service 
charges and safe deposit box rent 
was too low. In 1968 we raised this 
to be more in line with our costs, 
which resulted in increased income 
and the loss of very few customers, 
if any. Analysis showed we had one 
too many commercial loan officers. 
This officer left our bank later (for 
another reason) and was not re
placed. A year or so later, we felt 
we needed additional help in this 
department but not a full time of
ficer. As our Trust Department was 
small, we moved our Trust Officer 
into this department to devote part

of his time to loans. As a result of 
this, we were one of only a very few 
banks in this district to show a 
profit from our Trust department in 
1969. In every area it has made us 
more cost and profit conscious. To 
be below your group average, as 
we were the first year, will cause 
one to do some investigating as to 
why and get to work to try to im
prove it.

Some of the benefits are hard to 
pinpoint. For when one is well in
formed with all the facts, he acts 
in a more intelligent manner. The 
FCA will give you these facts.

If you are a member bank and 
have not joined this program, may 
I suggest you contact the Func
tional Cost Analysis Division of the 
Federal Reserve Bank of Dallas.




