
REPORT ON PRICED SERVICES ACTIVITIES FOR 1983

I. Overview
D uring 1983, the Federal R eserve essentially  com pleted  the transition to pricing o f its paym ents services to 

depository institutions as called for in the M onetary Control A ct o f 1980. Specifically , the A ct required that the 
Federal R eserve begin by Septem ber 1981 to price its paym ents services so that over the long-run fees w ould be 
established to cover the full costs o f providing such services, including the cost o f float, taxes, and capital costs the 
Federal R eserve w ould incur if it were a private firm .

W ithin a little m ore than tw o years o f the date on w hich the M C A  required the Federal R eserve to com m ence 
pricing:

— All payments services provided to depository institutions have been priced and are now generating sufficient revenues 
to cover all costs and the private sector adjustment factor (PSAF).

— Federal Reserve services have been opened to all depository institutions regardless of size and location.

— Operational improvements by the Federal Reserve have dramatically reduced the daily average amount of commercial 
check float from $4.5 billion in 1980 to a daily average of $1.2 billion in the fourth quarter of 1983. Of the latter 
amount, $500 million was recovered through “ as of” adjustments and explicit fees and the cost of $700 million in 
“ residual” check float was added to the cost base subject to recovery through per-item fees. A major thrust of the 
Federal Reserve’s activities over the past two years was to reduce float to the extent possible through operational 
improvements that added only modestly to operating costs. This approach serves both equity and efficiency. If the 
value of all check float as of 1982 or 1983 had simply been added — across the board — to costs and prices, sizable 
incentives to increase float — particularly by the writers of large dollar checks — would have been created and the 
costs of such float shifted to the collection system generally.

The transition to the priced services environm ent was m anaged with a view  tow ard satisfying cost-recovery 
objectives, but also w ith a view  tow ard seeking to enhance and im prove the efficiency o f the paym ents m echanism . 
The goal o f greater efficiency was served in a num ber o f im portant respects including, but not lim ited to , the fo llow 
ing:

— Federal Reserve pricing served as a further catalyst for moving banking in the direction of electronic payments.

— Federal Reserve pricing spurred the re-emergence of local clearing arrangements among private depositories. This 
tended to remove one step in the processing cycle for many local checks, thereby resulting in faster and cheaper 
clearing services.

— Changed deposit deadlines, processing cycles, and presentment times at many Federal Reserve offices permitted the 
shift of checks valued at about $2 billion per day from two-day collection to one-day collection.

— The dramatic reduction in Federal Reserve float, in effect, largely eliminated one of the barriers to more widespread 
acceptance and use of electronic funds transfers.

— The Federal Reserve has deployed almost 3,000 low-cost terminals in small- and medium-sized depository 
institutions, thus providing these institutions with convenient and inexpensive access to a wide range of payments 
services.

II. Financial Results
In considering the Federal R eserve’s financial perform ance in its priced service activities for 1983, four im por

tant qualifications should be kept in mind:

8 First, the PSAF methodology used for 1983 has been revised for 1984. Thus, the PSAF recoveries targeted by the 
Federal Reserve in 1983 are modestly different in composition and amount than those targeted for 1984.
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• Second, early in 1983, the Federal Reserve accelerated its float reduction and pricing efforts with a view toward 
eliminating or pricing all check float by the fourth quarter of 1983 rather than in early 1984 as had been contemplated 
earlier. Thus, the cost/revenue figures for 1983 include the value of all “ residual” float for the fourth quarter1 but do not 
include the value of such float for the first three quarters of the year. During the first three quarters of 1983, the amount 
of check float that was not priced or otherwise recovered amounted to $1.4 billion and was valued at $98.5 million. 
During 1984, all residual check float will be priced.

° Third, the processing of securities transfers, ACH entries, and coupons from definitive securities can also result in 
modest amounts of float. Book-entry securities transfer float was added to the cost base as of January 1, 1984; coupon 
collection float will be added to cost base as of May 1, 1984, and ACH float will be phased in during 1984.

° Fourth, during 1983, the cost/revenue comparisons were influenced by the presence of modest and designed subsidies 
that have been approved by the Federal Reserve Board for ACH and cash transportation services. The cash transporta
tion subsidy — which was terminated as of December 31, 1983 — amounted to $1.6 million in 1983 and the ACH 
subsidy, which will be phased out by 1985, amounted to $8.1 million in 1983.

With those qualifications in mind, overall fee-generated income for Federal Reserve priced services in 1983 
amounted to $496.2 million (see Table 2). Total production costs, net of approved subsidies, amounted to $432.4 
million thus yielding $63.8 million in income from operations. Imputed costs, including the value of “residual” 
check float and the interest cost on short-term and long-term debt associated with the 1983 PSAF, amounted to $40.2 
million, while the net interest income from clearing balances amounted to $13.1 million. Thus, the income before 
allowance for imputed income taxes was $36.8 million. Given the income tax assumption in the PSAF, estimated 
after-tax income was $22.8 million.

For the year 1983, the Federal Reserve’s targeted recoveries for the PSAF were $60.3 million including $20.5 
million in interest costs and $39.8 million in pre-tax income. Results for the year as a whole were in line with the 
operating targets particularly in the light of the decision to accelerate float pricing. Of course, as noted earlier, since 
1983 was the second and last full year in the transition to pricing, the value of float for the full year was not reflected 
in the cost base or the operating targets.

III. S e r v ic e -b y -S e r v ic e  R e s u l ts

As a matter of policy, the Federal Reserve Board adopted in 1980 a pricing principle requiring each of the 
Federal Reserve’s seven service lines2 to be managed with a view toward cost/revenue matching for each such service 
line. This performance standard is a very rigorous one, and it is also one for which financial yardsticks are more 
difficult to develop. That is, in addition to all the judgments that must be made to arrive at an aggregate pro forma 
income statement, the service-by-service analysis requires, among other things, that clearing balance income and 
expense be allocated to specific services. Moreover, since there is no reasonable method for allocating income taxes 
among service categories, the financial results for each service line are taken to the level of estimated income before 
tax. With this in mind, however, it can be said —  allowing for designed subsidies —  that all Federal Reserve service 
lines (see Table 3) except definitive securities and noncash collection had pre-tax income in 1983 which was in line 
with operating targets and, as noted earlier, the aggregate pre-tax income was slightly below the overall PSAF recov
eries targeted for the year. In the case of definitive securities —  which account for only about four percent of Federal 
Reserve revenues and which were not repriced until mid-1983 —  the deficit before taxes is about $2.7 million. Major 
developments in each service line are discussed below.

1 The data for 1983 include the cost of all check float in the fourth quarter and any holdover check float in excess of one percent of the total dollar value of checks 
received for the period February 24 to June 30 and any holdover check float in excess of 0.5 percent of the total dollar value of checks received for the period 
July 1 to September 30.
2 The service lines are: (1) commercial check collection; (2) wire transfer of funds and net settlement; (3) commercial automated clearinghouse operations; 
(4) safekeeping of definitive securities and the collection of noncash items such as interest coupons on municipal securities; (5) the safekeeping and transfer of 
book-entry securities; (6) cash transportation; and (7) coin wrapping.
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Funds Transfers and Net Settlements
Funds transfer and net settlement services were first priced in early 1981 and were repriced in the spring of 1982. 

Thus, this service has been operating with unchanged prices for almost two years. During 1983, the daily average volume 
of transfers increased by 7 percent — a very modest increase relative to the pre-pricing trend growth rate of almost 20 
percent. Total income for the wire transfer service in 1983 was $57.4 million — up 16 percent from 1982 — while 
production costs rose by 2 percent to $48.8 million. During 1983, the net income before taxes associated with wire transfer 
and net settlement services was $7.2 million.

Commercial Check Operations
Commercial check operations were originally scheduled to be repriced in August 1982. The 1982 repricing was 

delayed until late February 1983 due to the controversy surrounding the Federal Reserve’s changes in deposit deadlines 
and presentment times. Those service level changes and corresponding increases in check prices took effect on February 
24, 1983. The decision was also made in early 1983 to accelerate the Federal Reserve’s float reduction and pricing efforts 
with a view toward completing that task by the fourth quarter of 1983. The decision to accelerate the float pricing/ 
reduction efforts also required the annual check repricing scheduled for early 1984 to be moved up to December 1983 since 
the value of “residual” float was built into the cost base earlier than initially anticipated. Thus, in December 1983, check 
prices were raised by about seven percent on average with the expectation that such prices would carry through the full 
year 1984.

Federal Reserve check processing volume grew at a modest rate of 2 percent during 1983. Such growth was, in all 
likelihood, smaller than the growth in overall check volume during 1983, such that the percentage of all checks cleared by 
the Federal Reserve continued to drop modestly in 1983 following the sharp decline registered in late 1981 and early 1982. 
However, the modest growth in volume, together with the service enhancements made by the Federal Reserve and the 
February and December price increases, yielded a sharp 32 percent increase in revenues for check services to $372.9 
million for the year. Reflecting in part the cost of float reduction initiatives, operating expenses for check processing rose 
by 5 percent to $320.0 million. For the year, pre-tax net income for commercial check operations amounted to $27.8 
million.

Commercial ACH
The Board of Governors has adopted a policy to phase out the subsidy for ACH operations over a three-year period 

ending in 1985. ACH prices were established in early 1983 with a view toward generating revenues that would cover 40 
percent of costs and the PSAF with the understanding that the cost recovery targets would be raised annually in increments 
of 20 percentage points. Commercial ACH volume grew by a robust rate of 48 percent in 1983 and revenue increased by 
407 percent to $6.6 million. Commercial ACH operating costs rose by 40 percent to $13.5 million in 1983 and — reflect
ing the move to the 40 percent recovery rate — ACH costs subject to recovery rose by $3.5 million to $5.4 million in 1983. 
Pre-tax net income — after allowance for the designated subsidy — was $1.2 million in 1983.

Definitive Safekeeping and Noncash Collection
Definitive safekeeping and coupon collection is the one area in which the Federal Reserve has not yet been able to 

generate financial results that are in line with the pricing principles developed by the Board of Governors. These activities 
were initially priced in late 1981 and were repriced in the fall of 1983. The safekeeping operation in particular experienced 
sharp volume losses following the advent of pricing, and in many locations volume attrition continues. Coupon collection 
activities, on the other hand, have recently experienced a sharp rise in volume. Nevertheless, during 1983 the service line 
had an overall pre-tax loss of about $2.7 million. Thus, for 1983, the service line fell well short of the goal of full cost 
recovery.

Over the course of the year, the combination of (1) the implementation of revised price schedules in October;
(2) rigorous cost containment measures; and (3) the sharp turnaround in coupon collection volume yielded some improve
ment in the cost recovery picture such that fourth quarter results were markedly better than first quarter results. Pending 
results during 1984, the role of the Federal Reserve in these activities will be re-appraised.

Book-Entry Securities
The Federal Reserve’s book-entry safekeeping and securities transfer services were first priced in late 1981 and were 

repriced in early 1983. For the year 1983, the daily average volume of securities transfers rose by 1 percent — a very 
modest increase relative to the repricing experience. Income from book-entry operations rose by 40 percent to $18.6 
million. Operating costs declined to $15.3 million or by 5 percent. Net income before taxes was $2.9 million.
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IV. O u tlo o k  f o r  1 9 8 4

In the wake of the almost breakneck pace of developments over the past two years, 1984 should provide the 
Federal Reserve and the banking industry a period for some consolidation regarding the Federal Reserve’s payment 
services activities. For one thing, at this juncture, it seems likely that the frequency of changes in Federal Reserve 
prices or service levels in 1984 will be greatly reduced compared to 1982 and 1983. Indeed, barring the unforeseen, 
the only major changes now slated for 1984 are the repricing of ACH services, the possible adoption of changes in the 
fee structure for wire transfer, and the implementation of the program to accelerate the collection of checks drawn on 
non-city institutions. The Federal Reserve is studying the feasibility of adopting steps in 1984 designed to expedite 
the processing of return items. The Federal Reserve is also studying a proposal for the direct exchange of checks by 
collecting and paying banks. However, except for selective price changes that might occur from time to time, no 
major price changes are now planned for check, book-entry securities, definitive securities, noncash collection, and 
cash transportation services during 1984. Similarly, it is also expected that volume trends in 1984 will be very much 
in line with 1983 results, except for the possibility of diminished growth in ACH activities.

The Federal Reserve expects that 1984 revenues for priced services will cover all costs, all elements of the 
PSAF, and the value of “residual” float. For the year as a whole, service income should rise by 10 to 15 percent, 
reflecting in large part the full year impact of 1983 price increases. Production costs are projected to rise by five to 
seven percent while imputed costs will rise by approximately $20 million, or about 50 percent. The sharp rise in 
imputed costs reflects the cost of a full year of “residual” float and the addition to the PSAF recoveries of an allow
ance for sales taxes and FDIC insurance. Assuming net clearing balance income in 1984 is similar to 1983, the 
Federal Reserve’s income and after-tax return on equity should meet that contemplated by the PSAF methodology 
adopted by the Board of Governors for 1984.
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T a b l e  1

Pro Forma Balance Sheet 
For Priced Services 

Federal Reserve Banks 
December 31, 1983 

(in mill  i o n s )

>hort-term assets 
Imputed reserve requirements

on clearing balances $147.4
Investment in marketable secur i t ies 1,080.6
Recei vables 49.0
Materials and supplies 4.4
Prepaid expenses 2.3
Net items in process of

col lect ion ( f loat) 720.7
Total short-term assets $2,004.4

Long-term assets
Premi ses 168.7
Furniture and equipment 91.9
Leases and leasehold improvements 2.5

Total long-term assets 263.1

Total assets $2,267.5

Short-term l i a b i l i t i e s
Clearing balances $ 1,228.0
Balances a r i s in g  from early

credit  of uncollected items 720.7
Short-term debt 55.7

Total short-term l i a b i l i t i e s $2,004.4

Long-term l i a b i l i t i e s
Obligations under capital leases 0.4
Long-term debt 83.5

Total long-term l i a b i l i t i e s 83.9

Total l i a b i l i t i e s 2,088.3

Equity 179.2

Total l i a b i l i t i e s  and equity $2,267.5

Accompanying notes are an integral part of these f inancia l  statements0
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T a b l e  2

Pro Forma Income Statement for Priced Services 
Federal Reserve Banks 

For the year ended December 31, 1983 
(in mi 11i o n s )

Income:
Services provided to depository

i nsti tut ions $496.2

Expenses:
Production expenses $442.1

Less: Board approved subsidies 9.7 432.4

Income from operations 63.8

Imputed costs:
Interest on f loat 19.7
Interest on short-term debt 10.4
Interest on long-term debt 10.1 40.2

Income from operations after
imputed costs 23.7

Other income and expenses:
Investment income 84.9
Earnings credits 71.8 13.1

Income before income taxes 36.8

Imputed income taxes 14.0

Net income $22.8

Memo:
Targeted return on equity $24.6

Detai ls  may not add to to ta ls  due to rounding.

Accompanying notes are an integral part of these f inancia l statements0
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Income Statement for Priced Services 
Federal Reserve Banks 

For the year ended December 31, 1983 
(in mi 11i o n s )

Total

Commerci al 
Check

Col 1 ecti on

Wi re
Transfer 
and Net 

Settlement
Commerci al 

ACH

Defi ni t i  ve 
Safekeepi ng 
and Noncash 
Col 1 ecti on

Book-
Entry

Securiti es

Cash 
Trans- 
porta- 
ti  on

Coi n
Wrappi ng

Income from serv ices $496.2 $372.9 $57.4 $6.6 $16.3 $18.6 $23.1 $1.4

Operating expensess net 
of subsid ies 432.4 320.0 48.8 5.4 18.4 15.3 23.4 1.2

Income from operations 63.8 53.0 8.5 1.2 (2.1) 3.3 (0.3) 0.2

Imputed costs 40.2 35.1 2.8 0.2 1.0 0.9 0.1 0.1

Income from operations 
after  imputed costs 23.7 17.9 5.7 1.0 (3.1) 2.4 (0.4) 0.1

Other income and expenses, net 13.1 9.9 1.5 0.2 0.4 0.5 0.6 0.0

Income before income 
taxes $36.8 $27.8 $7.2 $1.2 $(2.7) $2.9 $0.2 $0.1

Detai ls  may not add to to ta ls  due to rounding.,

A c c o m p a n y i n g  n o t e s  a r e  an i n t e g r a l  p a r t  o f  t h e s e  f i n a n c i a l  s t a t e m e n t s .

T
able 

3

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



Revenue and Expense of Local ly Priced Services at Federal Reserve Banks, 1983

M i l l ion s  of Dollars

Commerci al 
Check

Defini1 

None

;ive Safekeeping 
and Cash Services

Col lection :ash Coll ection
Operating

Cost

Board 
Approved 
Subsi dy

Total
Cost

Total
Revenue

Net
Revenue

Operating
Cost

Float
Cost

Total
Cost

Total
Revenue

Net
Revenue

Total
Cost

Total
Revenue

Net
Revenue

Boston 20,4 0.6 21.1 20.3 -0.7 0.7 0.9 0.2 1.0 0.1 1.0 1.0 -0.0
New York 47 o 4 5.0 52.4 48.3 -4.1 3.6 2.7 -0.9 3.2 0.0 3.2 3.3 0.2
Philadelphia 12.7 0.0 12.7 12.4 -0.4 1.2 1.0 -0.2 1.2 0.0 1.2 1.3 0.0
Cleveland 19.2 0.1 19.3 23.1 3.8 1.6 1.5 -0.0 1.7 0.0 1.6 1.7 0.1
Richmond 27.1 1.1 28.2 31.9 3.7 0.8 0.9 0.1 1.8 0.0 1.8 1.8 -0.0
Atlanta 34.2 2.4 36.5 44.9 8.4 1.8 2.3 0.5 0.1 0.0 0.1 0.0 -0.0
Chicago 47.9 4.1 52.1 56.1 4.0 3.9 2.9 -1.0 3.6 0.1 3.4 3.1 -0.3
Sto Louis 16.6 0.8 17.4 20.0 2.6 1.0 0.8 -0.2 1.3 0.2 1.1 1.2 0.0
Minneapol i s 20.3 0.9 21.1 23.9 2.8 0.8 0.6 -0.3 1.5 0.2 1.3 1.4 0.1
Kansas City 23.0 1.1 24.1 27.4 3.4 1.7 1.6 -0.1 1.7 0.0 1.7 1.4 -0.2
Dal las 22.0 0.9 22.9 26.5 3.6 0.9 0.7 -0.1 2.4 0.4 2.0 2.1 0.1
San Francisco 29.1 2.7 31.8 38.0 6.2 0.4 0.4 -0.0 6.8 0.6 6.2 6.1 -0.1

System Total 320.0 19.7 339.6 372.9 33.3 18.4 16.3 -2.1 26.2 1.6 24.6 24.5 -0.1

Detai ls  may not add to to ta l s  due to rounding,,

A c c o m p a n y i n g  n o t e s  a r e  a n i n t e g r a l  p a r t  o f  t h e s e  f i n a n c i a l  s t a t e m e n t s .
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PRICED SERVICE VOLUMES

Total Daily Average

(Items in thousands) 1983 1982 Percent Change 1983 1982 Percent Change

Funds Transfers 38,021.0 35,381.0 7.5 % 150.3 140.4 7.1 %

Commercial ACH 155,955.0 105,243.0 48.2 616.4 417.6 47.6

Commercial Checks 14,276,096.0 13,929,959.0 2.5 56,427.3 55,277.6 2.1

Secur i t ies  Transfers 5,005.2 4,928.5 1.6 19.8 19.6 1.0

Noncash Col lect ion 2,929.7 2,115.5 38.5 11.6 8.4 38.1

Cash Transportation 
Number of armored ca r r ie r  stops 556.9 607.5 ( 8.3) 2.2 2.4 ( 8.3)

A c c o m p a n y i n g  n o t e s  a r e  an i n t e g r a l  p a r t  o f  t h e s e  f i n a n c i a l  s t a t e m e n t s .

T
ab

le 
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Notes to the Financial Statements

B a la n c e  S h e e t  (Table 1)
Federal R eserve assets are c lassified  as short- or long-term . Short-term assets represent assets such as cash and due from  balances, 

m arketable securities, receivab les, materials and supplies, prepaid exp en ses, and item s in the process o f  co llection . Long-term  assets are 
primarily fixed  assets such as prem ises and equipm ent.

The im puted reserve requirement on clearing balances and investm ent in marketable securities reflect the Federal R eserve’s treatment o f  
clearing balances m aintained on deposit with R eserve Banks by depository institutions. For balance sheet and incom e statem ent presentation, 
clearing balances are reported com parable to reporting o f  com pensating balances held by respondent institutions with correspondents. That is, 
respondent balances held  with a correspondent are subject to a reserve requirement as determ ined by the Federal R eserve. T his reserve require
ment must be satisfied  with either vault cash or with non-earning balances m aintained at a R eserve Bank. F o llow in g  this m odel, clearing  
balances m aintained with R eserve Banks for priced service purposes should also be subject to reserve requirem ents. T herefore, a portion o f  the 
clearing balances held with the Federal R eserve are identified  on the balance sheet as im puted reserve requirem ents on clearing balances, 
representing vault cash and due from balances. The rem aining am ount w ould be available for investm ent. For these purposes, the Federal 
R eserve assum es that all such balances w ould be invested in three-month Treasury b ills.

Other short-term assets reflect the total of: 1) assets directly used in providing priced serv ices, or 2) an allocation o f  the portion o f  joint 
assets used in providing priced serv ices. R eceivables primarily reflect am ounts due the R eserve Banks for priced services w hich have been  
provided to institutions for w hich paym ent has not yet been received. R eceivab les also include that share o f  suspense account and difference  
account balances related to priced services.

M aterials and supplies reflect short-term assets necessary for the on going operations o f  priced service areas for w hich paym ent has been  
m ade. Prepaid exp en ses represent other prepaid item s such as salary advances and travel advances for priced service personnel and the portion  
o f  priced service leasehold  im provem ents which w ill be am ortized to current expense during the year.

N et item s in the process o f  co llection  is the am ount o f  float w hich w ill be added to the cost base subject to recovery. Thus, it is the 
difference betw een  cash item s in the process o f  collection  and deferred availability cash item s. T herefore, the asset item  on the balance sheet 
corresponds to the am ount o f  float that the Federal R eserve must recover through fees to satisfy the M onetary Control A ct. C onventional 
accounting procedures w ould  call for the gross amount o f  cash item s and deferred availability item s to be included on a balance sheet. 
H ow ever, because the gross am ounts have no im plications for incom e or costs and no im plications for the P SA F  calcu lation , they are not 
reflected on the pro-form a balance sheet.

Long-term  assets that are reflected on the balance sheet have been allocated to priced services using a direct determ ination basis. This 
approach w as adopted along with other changes in calculating the P SA F for 1984. The direct determ ination m ethod utilizes the Federal 
R eserve’s Planning and Control System  (PA C S) to directly associate single-purpose assets and to apportion assets used jo intly  in the provision  
o f  different services to priced and non-priced serv ices. A dditionally , also resulting from changes to the P SA F m eth od ology , an estim ate o f  the 
assets o f  the Board o f  G overnors related to the developm ent o f  priced services w ill be included in long-term  assets in the prem ises account in 
1984.

Long-term  assets a lso include an amount for capital leases. In accordance with generally  accepted accounting princip les, the Federal 
R eserve in 1984 w ill begin  to capitalize leases that qualify for capitalization. L eases had not been show n previously  on Federal R eserve  
balance sheets due to im m ateriality. W hile the im pact in the future is a lso likely  to be im m aterial, procedures have been established in order to 
d isc lose  these assets on a basis consistent with accounting and d isclosure practices o f  private sector firm s. T hese assets a lso include leasehold  
im provem ents. The current portion o f  leasehold im provem ents has been included in prepaid exp en ses.

A  m atched-book capital structure for those assets that are not “ se lf-fin an cin g” has been used to determ ine the liability and equity  
am ounts. Short-term assets are financed with short-term debt. Long-term  assets are financed with long-term  debt and equity in a proportion  
equal to the ratio o f  long-term  debt and equity o f  the bank holding com panies used in the private sector adjustm ent m odel.

Other short-term liab ilities include clearing balances maintained at R eserve Banks and deposit balances arising from float. Other long
term liab ilities consist o f  ob ligations under capital leases.

S y s te m  In c o m e  S ta te m e n t  (Table 2)
The incom e statem ent reflects the incom e and expenses for priced services. Included in these am ounts are Board approved subsid ies, 

im puted float costs , im puted financing costs, and the incom e and cost related to clearing balances.
R evenues reflect charges to depository institutions for priced services. T hese charges are paid through one o f  tw o m ethods: direct charges 

to an institution’s deposit account or earnings credits. Incom e includes charges for per-item  fees, package fe e s , exp lic itly  priced interterritory 
check  float, account m aintenance fees , shipping and insurance fees , and surcharges. Production exp en ses include direct, indirect, and other 
general adm inistrative expenses generated by priced service activ ities.
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Board approved subsidies relate to programs established for the com m ercial autom ated clearinghouse and cash transportation services. 
The incentive pricing program established for the ACH  service provides for fee  structures designed  to recover an increasing share o f  expenses. 
In 1983, ACH  revenues w ere intended to recover 40  percent o f  costs plus the private sector adjustm ent. This incentive pricing program is 
being phased out with com plete elim ination planned in 1985. The transitional support program adopted for the cash transportation service was 
concluded at the end o f  1983. During 1983, the subsidy on ACH  operations am ounted to $8 .1  m illion and the cash transportation subsidy  
totalled $ 1 .6  m illion.

Imputed float costs include the value o f  float that w as intended to be recovered, either exp licitly  or through per-item  fees , during the 
period. In 1983, im puted costs for the com m ercial check service included the value o f  holdover check  float in excess o f  one percent o f  the total 
dollar value o f  checks received  for the period February 24 through June 30 , 1983, the value o f  holdover check  float in ex cess o f  on e-h a lf o f  one 
percent o f  the value o f  checks received  and interterritory check float recovered through exp licit charges to depository institutions for the period  
July 1 to Septem ber 3 0 , 1983, and the value o f  all check float since October 1, 1983. In 1984, float recovery for book-entry securities, A C H , 
and noncash coupon collection  services w ill be im plem ented. The im plem entation o f  float recovery in 1983 fo llo w s float reduction efforts in 
the past tw o years that have reduced Federal R eserve float sign ificantly . Total im puted check  float costs w ere $ 1 2 1 .7  m illion  and float costs for 
all services w ere $ 1 3 7 .5  m illion  in 1983. Had all float been intended to be recovered in 1983, the cost o f  all float w ould  not necessarily  have 
been included in imputed costs since non-m onetary charges are available to recover float costs. A lso  included in im puted costs is the interest 
on short- and long-term  debt used to finance priced service assets through the PSA F.

Other incom e and expenses are com prised o f  incom e on clearing balances and the cost o f  earnings credits granted to depository institu
tions. For 1983, incom e represents the average coupon equivalent y ield  on three-month Treasury bills applied to the total clearing balance 
m aintained. E xpenses for earnings credits were derived by applying the average Federal funds rate to the required portion o f  the clearing  
balances. In 1984, both the incom e and expense are to be adjusted for the net effect o f  reserve requirem ents on clearing balances.

Imputed incom e taxes are calculated at the effective  tax rate used in the P SA F calculation applied to the net incom e before taxes.
The targeted return on equity represents the after-tax rate o f  return on equity that the Federal R eserve w ould  have earned had it been a 

private sector firm.

Supplemental Financial Data
Service Income Statement (Table 3)

The incom e statem ent by service reflects the revenues, operating expenses adjusted for Board approved subsid ies, and im puted costs 
other than incom e taxes.

Imputed costs includes float and the interest on short- and long-term  debt as calculated for the private sector adjustm ent factor. Float costs 
are spread based on the actual float incurred in each priced service that is intended to be recovered. Interest on short- and long-term  debt are 
spread based on the ratio o f  the operating costs less shipping costs in each priced service to the total cost o f  priced services less shipping costs.

Other incom e and expenses consist o f  incom e on clearing balances and the cost o f  earnings credits for the Federal R eserve. S ince clearing  
balances relate directly to the Federal R eserve’s offering o f  priced serv ices, the incom e and cost associated with these balances are spread to 
each service based on a total incom e ratio.

T axes and the after-tax targeted rate o f  return on equity, as show n on the aggregate incom e statem ent, have not been spread by service  
since these elem ents relate to the organization as a w hole.

Revenue and Expense of Locally Priced Services (Table 4)
This table depicts the financial results for each R eserve Bank in providing locally  priced serv ices. The financial results for each R eserve  

Bank do not include the dollars to be recovered through the private sector adjustment factor and the net investm ent incom e on clearing  
balances. A s such, in order to reconcile Table 4  net revenue data with that d isclosed  in Table 3 , adjustm ents must be m ade for the imputed 
interest on short- and long-term  debt and for the d ifference betw een incom e on clearing balances and the cost o f  earnings credits.

Priced Service Volumes (Table 5)
T his table show s the year-to-year volum e and percentage changes in the number o f  item s handled by the Federal R eserve in its priced 

service operations. W ire transfer o f  funds volum e is the number o f  basic transactions originated; A C H  volum e is the total number o f  com m er
cial item s processed; com m ercial check  volum e reflects the total com m ercial checks collected; securities transfers volum e represents basic 
transfers originated on-line; noncash collection  volum e is the number o f  item s assessed  fees; and cash transportation volum e is the number o f  
armored carrier stops.
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