
FEDERAL RESERVE BANK 
OF NEW YORK

[ Circular No. 10747 ~| 
December 13, 1994 J

FEDERAL RESERVE PRICED SERVICES 

1995 Fee Schedules and Private Sector Adjustment Factor (PSAF)

To All Depository Institutions, and Others
Concerned, in the Second Federal Reserve District:

The Board of Governors of the Federal Reserve System has announced the adoption of 1995 
fee schedules, and the Private Sector Adjustment Factor (PSAF), for services provided by the Federal 
Reserve Banks, effective January 3, 1995. Following is the text of the Board’s announcement:

The Federal Reserve Board has announced the 1995 fee schedules for services provided by the 
Federal Reserve Banks. The fees become effective January 3, 1995.

The fee schedules apply to check, automated clearing house, funds transfer and net settlement, 
book-entry securities, noncash collection, and special cash services, and for electronic connections to 
the Federal Reserve. The 1995 fee schedules are available from the Reserve Banks.

In 1995, total costs for priced services, including float, a portion of special project costs, and the 
private sector adjustment factor (PSAF), are projected to be $727.4 million. Total revenue is projected 
to be $763.4 million, resulting in net income of $36.0 million, compared with a targeted return on equity 
of $31.5 million.

At the same time, the Board has approved the 1995 PSAF for Reserve Bank priced services of $94.7 
million, a decrease of $8.9 million or 8.6 percent from the $103.6 million targeted in 1994.

The PSAF is an allowance for the taxes that would have been paid and the return on capital that 
would have been earned had the Federal Reserve’s priced services been provided by a private business 
firm.

Printed on the following pages is the text of the Board’s official notice in this matter, as 
published in the Federal Register. Questions regarding our priced services may be directed to your 
Account Manager (Tel. No. 212-720-6600 at the Head Office; Tel. No. 716-849-5085 at the Buffalo 
Branch).

In addition, enclosed —  for depository institutions and others who maintain sets of our 
operating circulars —  are copies of this Bank’s fee schedules for ACH, funds transfers, and electronic 
connections. Our fee schedules for check services will be sent to you shortly.

W il l ia m  J. M c D o n o u g h ,

President.
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[Docket No. R -0856]

Federal Reserve Bank Services
AGENCY: Board o f Governors o f the 
Federal Reserve System .
ACTION: N otice.

SUMMARY: The Board has approved a 
private sector adjustm ent factor (PSAF) 
for 1995 o f $94.7  m illion , as w e ll as 
1995'fee schedu les for Federal Reserve 
priced services. These actions were 
taken in  accordance w ith  the  
requirem ents of the M onetary Control 
Act o f 1980, w hich  requires that, over 
the long run, fees for Federal Reserve 
priced services be estab lished  on the 
basis o f all direct and indirect costs, 
includ ing the PSAF.*

DATES: The PSAF and the fee schedu les  
becom e effective January 3 ,1 9 9 5 . •
FOR FURTHER INFORMATION CONTACT: For 
q uestions regarding the private sector 
adjustm ent factor: Elizabeth A verill, 
A ccounting A nalyst (202 /452 -2303 ), or 
G w endolyn  M itchell, Senior A ccounting  
A nalyst (2 0 2 /452 -3841 ), D iv ision  o f  
R eserve Bank O perations and Paym ent 
System s: for q uestions regarding fee 
schedules: Edith C ollis, Financial 
Services A nalyst, Check Paym ents (202/ 
452 -3 6 3 8 ), M ichele Braun, Senior 
Financial Services A nalyst, A utom ated  
Clearing H ouse (202 /452 -2819 ), Darrell 
Mak, F inancial Services A nalyst, F unds 
Transfer and Book-Entry Securities 
(202 /4 5 2 -3 2 2 3 ), K en ^ u ck ley , Manager, 
Information T echnology (electronic  
connections) (2 0 2 /452 -3646 ), M ichael 
Berm udez, F inancial Services A nalyst, 
N oncash  C ollection  (202 /452 -2216 ), 
Ruth Robinson, Senior Financial 
Services A nalyst, Cash (202 /452 -3944 ), 
D iv ision  o f Reserve Bank O perations 
and Paym ent System s; for the hearing  
im paired only: T elecom m unication  
D evice for the Deaf, Dorothea T hom pson  
(202 /452 -3544 ).

C opies o f the 1995 fee schedu les for - 
check, autom ated clearing house, funds 
transfer and net settlem ent, book-entry  
securities, noncash  co llection , special 
cash services, and electronic  
con n ection s to the Federal Reserve are 
available from the R eserve Banks.

SUPPLEMENTARY INFORMATION:

Private Sector Adjustment Factor
T he Board has approved a 1995 PSAF  

for Federal Reserve Bank priced services  
of $94 .7  m illion . T h is am ount 
represents a decrease o f $8 .9  m illion  or
8.6 percent from the PSAF o f $103.6  
m illion  targeted for 1994.

A s required by the M onetary Control 
A ct (MCA) (12 U.S.C. 248a), the Federal 
R eserve’s fee sch ed u le  for priced  
services in clu d es “taxes that w ould  
have been  paid and the return on capital 
that w ou ld  have been  provided had the  
services been furnished by a private 
b usin ess firm .” T hese im puted  costs are 
based on data developed  in  part from a 
m odel com prised  o f the n ation ’s 50 
largest (in asset size) bank hold ing  
com panies (BHCs).

T he m ethodology first entails  
determ ining the value o f Federal - 
Reserve assets that w ill  be u sed  in 
producing priced services during the 
com ing year. Short-term assets are 
assum ed to be financed by short-term  
liab ilities: long-term  assets are assum ed  
to be financed by a com bination  o f lon g
term debt and equity derived from the  
BHC m odel. The m ix  o f long-term  debt 
and equity w as m odified  slightly  to

ensure an im puted  equ ity  to asset ratio 
o f 4 percent as required for adequately  
cap italized  in stitu tions under  
provisions o f  Regulation F (12 CFR 206).

Im puted capital costs are determ ined  
by applying related interest rates and  
rates o f return on equity (ROE) derived  
from the bank hold ing  com pany m odel. 
The rates drawn from the BHC m odel 
are based on consolidated  financial data 
for the 50 largest BHCs in  each  o f the  
last five years. B ecause short-term  debt, 
by defin ition , m atures w ith in  one year, 
only  data for the m ost recent year are 
used  for com puting the short-term  debt 
rate. '

The PSAF comprises capital costs, 
imputed sales taxes, expenses of the 
Board of Governors related to priced 
services, and an imputed Federal 
Deposit Insurance Corporation (FDIC) 
insurance assessment on clearing 
balances held with the Federal Reserve 
to settle transactions.
Asset Base

T he estim ated value o f Federal 
R eserve assets to be used  in  provid ing  
priced services in  1995 is  reflected in  
A ttachm ent Table A - l .  Table A -2  
sh ow s that the assets assum ed  to be 
financed through debt and equ ity  are 
projected to total $622 .9  m illion . A s 
sh ow n  in  Table A -3 , th is represents a 
net decrease o f $28.6  m illio n  or 4.4  
percent from 1994. T h is decrease result's 
prim arily from low er priced  asset base  
levels at the Reserve Banks and  Federal 
R eserve A utom ation S erv ices (FRAS).

Cost of Capital, Taxes, and Other 
Imputed Costs

Table A -3  sh ow s the financing  and  
tax rates, as w ell as the other required  
PSAF recoveries proposed  for 1995, and 
com pares the 1995 rates w ith  the rates 
u sed  for developing the PSA F for 1994. 
The pre-tax return on  equ ity  rate 
decreased from 12.7 percent in  1994 to 
12.1 percent for 1995. T he decrease is a 
result o f 1993 BHC financial 
perform ance in clu d ed  in  the 1995 BHC 
m odel, relative to the stronger 1988 BHC 
financial performance in  the 1994 BHC 
m odel. ^

T he decrease in  the FDIC insurance  
assessm ent from $19.8  m illio n  in  1994  
to $19.0  m illion  in  1995, sh ow n  in  
Table A -3 , is attributable to low er  
adjusted gross cash item s in  process of 
co llection  (CIPC) and low er clearing  
balances. The FDIC rate o f  $0 .26  for 
every $100 in  clearing b alances rem ains 
unchanged from the rate u sed  in  the
1994 final PSAF.

Net income on clearing balances for
1995 is projected to be $21 .3  m illion , 
dow n from $25.4 m illio n  estim ated  for 
1994. This decrease o f $4.1 m illion  is  .
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due to the decrease in  excess clearing  
balance levels , partially offset by a 
w ider spread betw een  incom e, w h ich  is  
earned at the 90-day Treasury b ill rate, 
and exp en se or interest, w h ich  is  paid  
at the federal funds rate.

C apita l A d e q u a c y
A s sh ow n  in  Table A -4 , the am ount 

o f capital im puted  for the proposed  
1995 PSAF totals 35.9 percent o f risk- 
w eighted  assets, w e ll in  excess o f the 8 
percent capital gu ideline for state 
m em ber banks and BHCs.

1995 Fee Schedules *
O verview

Based on the Reserve Banks’ estim ates 
o f costs, vo lu m es, and revenues, the 
proposed 1995 fees for priced services  
are exp ected  to y ie ld  net incom e of 
$36.0  m illio n  for the year, com pared  
w ith  a targeted ROE o f $31.5 m illion . 
T hus, the Reserve Banks project that
100.6 percent o f total expenses, 
in clu d ing  targeted ROE, w ill be 
recovered. In addition , during 1995, 
approxim ately $19.1 m illion  o f  
autom ation consolidation  special 
project costs, includ ing  about $0.8  
m illion  that w ere deferred in  prior 
years, w ill  be recovered. A dditional 
finance charges for 1995 on  
accum ulated  deferred specia l project 
balances w ill  be $2.5 m illion , resulting  
in  accum ulated  specia l project costs to 
be recovered in  the future o f $36.7  . 
m illio n .1

For the m ost part, 1995 fees approved  
by the Board do not include significant 
changes in  the level or structure o f  fees 
for priced  services. For the electronic  
paym ent services— funds transfer, book- 
entry securities, and the autom ated  
clearing h ou se  (ACH)— all operating 
costs and im puted  expenses, includ ing  
targeted ROE, are expected  to be 
recovered. Som e electronic connection  
fees w ill  be raised to reflect the higher 
costs associated  w ith  the higher service  
levels availab le through the Fednet®  
com m unications network. The Board, 
how ever, has approved a m odest 
reduction  in  the funds transfer fee.

T he check  service also is  expected  to 
ach ieve fu ll cost recovery, includ ing  
targeted ROE, in  1995. A lthough  
continued  vo lu m e losses are anticipated  
due to depository in stitu tions’ grow ing  
use o f direct presentm ents under the 
sam e-day settlem ent rule and continued  
con solidation  o f the banking industry,

1 In 1981 , th e  Board ad opted  a p o licy  that perm its  
the R eserve B anks to defer and fin an ce  
d eve lop m en t co sts  i f  the d evelop m en t costs  w o u ld  
h ave a  m aterial effect on  u nit costs, p rov id ed  a 
con servative  tim e  period  is set for fu ll cost recovery  
and  a fin an cin g  factor is a p p lied  to the deferred  
portion  o f  d ev e lo p m en t costs.

the R eserve Banks expect the d ec lin e  in  
vo lu m e to be m ore m oderate than it w as 
in  1994. T he Board w as able to approve  
m odest increases in  fees because the  
Reserve Banks are taking aggressive 
step s to reduce costs. For exam ple, the 
Reserve Banks are reducing staff and  
m aking greater use o f autom ation to 
im prove operating efficiency. In 
addition , the Reserve Banks are 
im proving deposit dead lines, prom oting  
electron ic presentm ent and deposit 
products, and developing products 
using im age technology.

T he noncash  co llection  service has 
faced rapid ly declin ing  volum e levels  
sin ce  the Tax Equity and Fiscal 
R esponsib ility  A ct o f 1982 (TEFRA) w as  
enacted . D ue to significant volum e  
lo sses , the R eserve Banks incurred an 
operating lo ss  in  1993 and project 
operating lo sses in  1994 and 1995. The 
service sh ou ld  realize low er and m ore 
stable co sts  on ce all operations are 
con so lidated  at tw o sites in  1995.

In N ovem ber 1993, w hen  the Board 
con sid ered  the 1994 fee schedu les, 
volum e-based  fees w ere approved for 
se lected  check  products and the 
noncash  co llec tion  service. The Board 
a lso  has requested  the staff to develop  
criteria for the u se o f volum e-based  
fees.2 Econom etric stud ies o f the cost 
structure o f  Federal Reserve paym ent 
serv ices are being conducted  to 
determ ine if  criteria based on scale  
effic ien cy  are relevant. Prelim inary  
resu lts ind icate that the use o f volum e- 
based  fees is  not appropriate for paper- 
based check  services. A sim ilar study o f  
the cost structure of the noncash  
co llec tion  service w as deem ed  
im practical because o f the rapidly  
d eclin in g  vo lu m e levels. A nalysis o f the 
cost structure o f electronic paym ent 
products is  in  progress. The Board has 
approved:

(1) E lim inating the volum e-based  fees 
for paper check  products, w h ich  w ere  
in troduced  by the M inneapolis R eserve 
Bank in  1994;

(2) Perm itting the R ichm ond and  
M inneapolis Reserve Banks to retain the  
volum e-based  fees for the se lected  
electron ic check  products that w ere  
approved by the Board until scale  
effic ien cy  stud ies o f electronic paym ent 
products are com pleted; and

(3) R etaining the present volum e- 
based fees for the noncash  co llection  
service because they are enabling the  
Federal Reserve to m aintain a stabilizing  
presence in  the noncash  co llection  
market.

2 For th e  n o tic e  ap p ro v in g  th e u se o f vo lu m e-  
b ased  fees  for certa in  ch eck  and  n on cash  p rod u cts, 
se e  58  FR 6 0 6 4 9 , N ovem b er 1 7 ,1 9 9 3 . For th e  -  
an n o u n cem en t o f  th e  1994 PSA F and  fee sch ed u le s , 
se e  58  FR 6 0 6 3 9 , N ovem b er 1 7 ,1 9 9 3 .

The Board exp ects the results o f its 
econom etric stud ies to be available 
during 1995.

A lthough the R eserve Banks 
acknow ledge that their cost, volum e, 
and revenue projections are som ew hat 
uncertain  due to the continu ing changes 
in  the interbank check  co llection  market 
and the im plem entation  o f FRAS, as 
w ell as Fednet®, the Board b elieves that 
the Reserve Banks’ proposed 1995 fee 
sch ed u les are reasonable.

D iscussion

The 1994 fees approved by the Board 
w ere exp ected  to recover 98.2 percent of 
the costs o f  provid ing priced services, 
in clu d ing  im puted  expenses, 
autom ation  con solidation  special 
project costs budgeted  for recovery, and  
targeted ROE. Through Septem ber 1994, 
the System  recovered 97.1 percent of 
total priced  serv ices expenses, includ ing  
targeted ROE. T he Reserve Banks now  
estim ate that priced services revenues 
w ill y ie ld  net incom e o f $2.5 m illion  for 
the year, com pared w ith  a targeted ROE 
o f $34 .6  m illion . The recovery rate after 
targeted ROE is  expected  to be 96.0  
percent. A pproxim ately $8.8  m illion  in  
autom ation con solidation  special 
project costs w ill  be recovered in  1994  
and an additional $20.5  m illion  w ill be  
financed and recovered later.

A lthough the R eserve Banks’ current 
estim ate o f 1994 perform ance appears 
conservative, tw o significant factors 
contribute to the expected  shortfall 
com pared to the original plan. First, 
credits arising from accounting for 
p en sion s under FASB Statem ent 87 
w ere revised  dow nw ard by $21.3  
m illion , pre-tax, from the estim ate used  
to set fees. F inal actuarial data becam e 
available fo llow in g  the adoption o f 1994 
fees that reflected  (1) a low er d iscount 
rate used  to va lu e pension  plan assets 
and (2) the costs o f early retirement 
plans offered by the Reserve Banks 
during 1993 and 1994. If the actual 
p en sion  credit had not changed from the 
estim ate, the R eserve Banks’ estim ated  
full-year cost recovery w ou ld  have been  
97.8 percent, or 1.8 percentage points 
higher than n ow  forecast. Estim ated net 
in com e w ou ld  have been  $17.3 m illion , 
com pared w ith  the $20.2 m illion  
originally  budgeted.

Second , the check  serv ice’s volum e  
lo ss due to the im plem entation  o f the 
sam e-day settlem ent regulation in  
January 1994 and the continuing  
con so lidation  o f the banking industry  
has been  greater than anticipated. The 
low er check  vo lu m e levels account for 
m ost o f the Rfeserve Banks’ $12 m illion  
shortfall in  revenues com pared to the 
original projections.
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In 1995, priced serv ices expenses  
before special project costs are projected  
to decrease 5.7 percent com pared w ith  
estim ated  1994 lev e ls . A pproxim ately  
$18.3  m illion  o f current autom ation  
con so lid ation  sp ec ia l project costs and  
$0 .8  m illion  o f costs that w ere deferred 
and financed in  prior years w ill be

Table 1 -

recovered, leaving $36.7 m illio n  o f  
■accumulated specia l project co sts  to be  
recovered in  the future.

Total revenues in  1995 are projected  
to increase by 0.2 percent com pared  
w ith  1994 revenues.3 Based on  the 
Reserve Banks’ estim ates o f  costs, 
vo lu m es, and revenues, the proposed

1995 fees w ill  y ie ld  net in co m e o f  $36. Q 
m illion  for the year, com pared w ith  a 
targeted return on equity o f  $ 3 1 .5  .
m illion . T hese estim ates result in  a
100.6  percent recovery rate, in clu d ing  
targeted ROE. > -

Table 1 sum m arizes the cost and  
revenue performance for priced  services  
s in ce  1989. •••: i

— Pro Forma Cost and Revenue Performance (a)
[In millions of deters]

Year Revenue

(D

Operating 
costs and 
imputed 

expenses 
(b)

(2)

Special 
project 

costs re
covered

(3) -

Total ex
pense 
(2+3J

(4)

Net in
come 
(ROE) 
[1-4]

(5)

Target 
ROE (c)

(6)

Recovery 
rate after

R §E
(percent)
[U(4+6)J

(7)

Special 
project 

costs de
ferred and 
financed

( A  ...

(8)

1989 (e ):— -------------------- ----- ____  ______ 718.6 692.1 4 .6 696.7 21.9 32JJ 98.5 0
1990 _ ......_ ____  . „ . 746.5 698.1 Z S 700.9 45.6 33.6 101.6 • ••: ©
1991 ................................... ........... .......................... 750.2 710.0 1 J B 711.6 38.6 32.5 100.8 0
1992 _______ ____________________________ 760.8 728.4 11.2 739.6 21.2 26.0 99.4 1.6
1993 ............. ..................... ..................................... 774.5 721.3 27.1 748.4 26.1 24.8 1002 ... -)2L5
1994 (E s t)........ ........... .......... ..... ....„ ..... ............. 762.0 750.7 8 .8 759.5 2.5 34.6 96.0 i  34.9
1995 (Bud) ......... ............ ............ .......................... 763.4 708J} 19.1 727.4 36.0 31.5 100.6 ■ 36.7

(a) Details may not sum to totals because of rounding. The revenues and expenses for 1989-93 include the definitive safekeeping service, 
which was discontinued in 1993. The table includes revised revenue and expense data for 1989-92.

(b) Imputed expenses include interest on debt, taxes, FDIC insurance, and the cost of tea t. Credits for prepaid pension costs under PASS 87 
and the charges for post-retirement benefits in accordance with FASB 106 are included beginning in 1993.

(c) Targeted ROE has not been adjusted to reflect automation consolidation expenses deferred and financed. The Reserve Banks plan to re
cover these costs in the future. - -

(eg Totals are cumulative and include financing costs.
(e) Net income was less than targeted ROE during 1989 due to structural adjustments associated with implementing Regulation CC in 1988.

Check

- Table 2 presents actual 1993, estim ated 1994, and projected 1995 cost recovery performance for the check service.

Table 2 — Pro Forma Cost and Revenue Performance
[In miffions of dottars)

Year Revenue

0 )

Operating 
costs and 
imputed 

expenses

(2)

Special 
project 

costs re
covered

(3)

Total ex
pense 
j2+3)

(4)

Net in
come 
(ROE) 

' [1 - 4 )

(5)

Target
ROE

(6)

Recovery 
rate after 

target 
ROE 

(percent) 
[U (4+6»

(7)

Special 
project 

costs de
ferred 
and fi
nanced

(8J

1993 596.9 557.2 14.1 571.3 25.7 18.6 101.2 a i
1994 (Est) ............................................................ 578.9 579.8 0 579.8 (0.9) 26.3 95.5 11.3
1995 (Bud) .............................................. ............ 579.1 550.0 5.0 555.0 24.0 24.0 100.0 12.0

1993 Performance

R evenues from the check  service  
recovered 101.2 percent o f  total 
exp en ses in  1993, in clu d ing  im age and  
autom ation con so lidation  special 
project costs and targeted ROE. The 
volum e o f  checks co llec ted  decreased
0.1 percent from 1992 levels and return 
item  volum e decreased 1.3 percent.

3 T h e reven ue forecasts In c lu d e net in com e on  
clearin g  balances (NICB) based on the m ethodology 
used  in  previous years. The Board requested public 
com m en t on a p rop osed  ch an ge to th e  NICB

1994 Performance

Through Septem ber 1994, the check  
service recovered 96.4  percent o f total 
expenses, in clu d ing  targeted ROE but 
exclu d in g  autom ation consolidation  
specia l projects costs. The vo lu m e o f  
ch ecks co llected  decreased 12 percent 
from 1993 levels, reflecting a 4 percent 
decrease in  processed vo lu m e and a 33 
percent decrease in fine sort volum e.

m eth od o logy  on  A ugust 1 6 ,1 9 9 4 . T h e B oard 's staff  
is  cu rrently  an a lyzin g  several is su e s  raised  by th e  
p ro p o sa l

The Reserve Banks n ow  project an 
operating lo ss  of $0 .9  m illion , com pared  
w ith  the $14.8  m illion  return on equity  
budgeted for 1994. A lthough the Board 
b elieves that the R eserve B anks’ current 
estim ate o f 1994 perform ance is  
conservative, several significant factors 
are contributing to the variation. First, 
the check  serv ice’s share o f  the pre-tax 
reduction in  pension  credits increased  
exp en ses by $16.8 m illion , com pared
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w ith  the original budget estim ate. 
W ithout th is unexpected  increase in  
expenses, the Reserve Banks w ould  
have been able to ach ieve the budgeted  
return on  equity for the check service. 
Second, the R eserve Banks’ volum e  
losses due to the im plem entation  o f the 
sam e-day settlem ent regulation on 
January 3 and the continu ing  
consolidation  o f the banking industry  
have been  greater than anticipated. In 
particular, the Reserve Banks now  
project that total check  volum e for 1994  
w ill d eclin e  by about 11 percent 
(processed check  volu m e by 4 percent 
and fine sort vo lu m e by 31 percent) and  
that return item  vo lu m e w ill d ecline by  
5 percent. O riginally, the Reserve Banks 
projected that total volum e w ould  
d ecline 10 percent (2 percent for 
processed check  vo lu m e and 33 percent 
for fine sort volum e) and that return 
item  volum e w ou ld  d eclin e  2 percent. 
Third, severe w eather during early 1994  
contributed to higher than budgeted  
float costs.

1995 Issues

The changes occurring in  the check  
environm ent that w ill con tinue to 
challenge the Reserve Banks include  
additional volum e losses due to 
increasing direct presentm ents o f checks  
by depository institu tions, expansions  
of private check  clearing arrangements,

and further consolidation  o f the banking  
industry. D esp ite these changes, the 
Reserve Banks are com m itted to 
provid ing efficient, fairly priced check  
services to the n ation ’s depository  
institu tions.

To accom plish  th is objective, Reserve 
Banks are continu ing  to (1) reduce staff, 
(2) contain  other costs, (3) control 
increases in  fees, (4) im prove deposit 
deadlines, and (5) em phasize the use of 
electronic presentm ent and deposit 
products, w h ich  increase the efficiency  
o f the check  co llec tion  process and can  
reduce its total costs. In addition , the 
Reserve Banks are beginning to use  
im age technology in  their com m ercial 
check  operations. Image technology has 
the potential to increase the acceptance  
of check  truncation and, over the long  
run, reduce the cost o f clearing paper 
checks.

Total check  service operating costs 
p lu s im puted  exp en ses are projected to 
be about 5.1 percent b elow  estim ated  
1994 exp en ses. T he d eclin e  in  total 
check  co llection  vo lu m e is expected  to 
m oderate som ew hat in  1995. Based on  
the Reserve B anks’ projections, a 
decrease in  total vo lu m e o f 2.4 percent 
is  anticipated, reflecting no change in 
processed  vo lum e, an 11.5 percent 
decrease in  fine sort volum e, and a 1.0 
percent decrease in  return item  volum e.

1995 Fees
Overall, the 1995 check  fees approved  

by the Board w ill  increase 1.2 percent 
on a w eighted  average basis, com pared  
w ith  1994. For 1995, the Reserve Banks 
are continu ing to adjust fees to reflect 
m ore accurately the fixed  and variable 
costs o f providing check  sendees. Thus, 
cash-letter fees and fine sort package 
fees w ill increase 5.7 percent and 1.6 
percent, respectively. Fonvard  
processed  item  fees w ill decrease 0.4 
percent, on average, w h ile  fine sort item  
fees w ill increase 2.0 percent, on 
average. Of the 2,180 fonvard collection  
and fine sort fees, alm ost 68 percent w ill 
rem ain unchanged, 19 percent w ill 
increase, and 7 percent w ill decrease. 
A dditionally , 2.6 percent of all fees 
represent new  products, w h ile  3.7 
percent o f the fees have been  
discontinued , due to the elim ination  of 
the last rem aining b lended  fees 
associated  w ith  tiered pricing and the 
elim ination  o f som e deadlines.

Fees for return item s are increasing
6.2 percent overall, reflecting increases 
in  return cash-letter and package fees.
Of the 1,494 return fees, 59 percent are 
unchanged, 36 percent increased, and 2 
percent decreased. T he fees for the 
Interdistrict Transportation System  
(ITS) are unchanged.

Table 3 h ighlights se lected  1994 and 
1995 check co llec tion  fees.

Table 3 — Price Ranges

Products 1994 price ranges 1995 price ranges

Item s: (per item) (per item)
Forward processed:

C ity ........................................................................... $0,003 to 0.049 .................................................................. S0.003 to 0.049
RCPC ........................................................... S0.005 to 0 .0 /7 ............................... S0.003 to 0.069

Fine Sort:
City ........................................................................... S0.002 to 0.012.................................................................. S0.002 to 0.012
RCPC ........................................................... SO 002 to 0.012 ................................... S0.002 to 0.017

Qualified return items:
C ity ............................................................. SO. 100 to 0.530 .......................................... SO. 100 to 0.740 

SO. 120 to 1.040RCPC ....................................................................... SO. 120 to 0.600 .................................................
Raw return items:

City .............................................................. SO 580 to 1.680 ........................................ S0.580 to 2.180 
SO.800 to 2.180 

(per cash letter)
RCPC ....................................................................... $0,800 to 1.680 .................................................................

C ash  Letters: (per cash letter)
Forward processed...................................... $1 50 to 7.50 ................................................ $1.50 to 8.00 

S2.50 to 11.00 
$1.50 to 8.00

Forward fine-sort package................................. $3.00 to 11.00.......................................................
Return items: raw and qualified ............... .................. $1.50 to 7.50 ......................................................................

In 1994, the M inneapolis Office 
introduced “o p tion ” prices for its Other 
Fed and city  fine sort products.4 The 
M inneapolis and R ichm ond Reserve 
Banks also adopted option  pricing for 
som e electronic payor bank services. *

*  U nder op tion  p ric in g, d ep ositors have a ch o ice  
o f  paying a re la tively  lo w  cash-letter fee and a 
relatively  h igh  p er-item  fee, or a re latively  high  
cash-letter fee and  a re la tively  lo w  per-item  fee

The Board has determined that there is 
no empirical justification to support the 
use of option pricing for paper check 
products. As a result, the Minneapolis 
Office will eliminate its option prices 
for Other Fed and city fine sort 
products. Further analysis of the cost 
structure for electronic products is in 
progress. At this time, the Board will 
permit the Richmond and Minneapolis

Banks to con tinu e using the option  
prices adopted for electronic check  
products in  1994.

Payor bank service revenue is 
estim ated to have grow n approxim ately  
16 percent in  1994 and is expected to 
expand at the sam e pace in  1995. In 
1995, Reserve Banks w ill continue to 
encourage the use o f basic electronic 
check  presentm ent products by stetting
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fees for those pro.ducts at low er lev e ls  
than i/ees for electron ic inform ation . 
products. In addition , several Federal 
R eserve offices w ill b e  offering  
electron ic cash-letter (ECL) deposit  
products, w h ich  reduce Reserve Bank 
processing costs by reducing the  
num ber o f rejects, adjustm ents, and  
other exceptions. To encourage the use  
o f ECL deposit products, Federal 
Reserve offices w ill offer either low er

per-item  fees or later d ep osit d ead lines  
to depositors than they  offer for deposits  
that are not accom panied  by electronic  
data.

T he Reserve Banks project that 1995  
revenues w ill recover 100.0  percent o f  
exp en ses, in clu d ing  targeted ROE and 
$5.0  m illion  in  autom ation  
con solidation  special project costs. 
A pproxim ately $0 .2  m illion  o f  
autom ation consolidation  sp ec ia l

project costs that w ere deferred an d  
financed in  prior years w il l  be  
recovered, leaving $12 .0  m illio n  o f  - 
accum ulated  sp ecia l project costs to be  
recovered in  the future.

Automated Clearing House (ACH)
Table 4 presents the actual 1993, 

estim ated  1994, and projected 1995 cost 
recovery perform ance for the  
com m ercial ACH service.

T a b l e  4 .— P r o  F o r m a  C o s t  a n d  R e v e n u e  P e r f o r m a n c e

[In millions of dollars!

Year Revenue

0 )

Operating 
costs and  
Imputed 

expenses

(2)

Special 
project 

costs re 
covered

(3)

Total ex
pense 
[2+3]

' (4)

Net In
come 
(ROE) 
[1-4J

(5)

Target
ROE

(6)

Recovery 
rate after 

target 
RO E  

(percent) 
[1/(4+6)J

(7)

Special 
project 

costs de
ferred  
a n d f i
nanced

<8>

1993 ___ ___________________ 60.1 62.2 0.0 622 (2 .1) 2.5 92 .9 TQ.9
1994 (Est) . _ .. ____ 65.2 66.0 0.0 66.0 (0 .8) 3.4 9 4 .0 1 9 .6
1995 (Bud) ..............................................._ ............ 70.3 63.9 3 ,4 67.3 3.1 3.1 100.0 21.8

1993 Performance
R evenues from the ACH service  

recovered 92.9  percent o f total exp en ses, 
in clu d ing  targeted ROE, during 1993. 
The principal factors contributing to  the 
revenue shortfall w ere (1) h igher than 
planned  costs for the d evelopm ent of 
n ew  ACH processing softw are to operate 
in  the consolidated  autom ation  
environm ent and (2) low er than  
expected  non-autom ated revenues. 
Overall, com m ercial volum e increased  
by 16.4 percent over the 1992 volum e  
level.

1994 Performance
Through Septem ber 1994, revenues 

from the ACH service recovered 97.4  
percent o f total exp en ses, includ ing  
targeted ROE, com pared w ith  a targeted  
recovery rate o f  96 .9  percent for the  
year. D ue to the p lanned  underrecovery, 
all $7.6 m illion  o f autom ation  
consolidation  sp ecia l project costs are 
being deferred and financed. Year-to- 
date com m ercial vo lum e increased 16.9 
percent, com pared to the sam e period in  
1993.

For 1994, the Reserve Banks now 
forecast that revenues will recover 94.0  
percent of commercial ACH costs, based 
on estimated volume growth of 14.5 
percent for the year. While the Reserve 
Banks’ current estimate may be 
conservative, the following factors 
contribute to the Reserve Banks’ 
projected variation from plan:

(1) T he ACH serv ice’s $1 .9  m illion  
share o f the pre-tax reduction  in  
pen sion  credits;

(2) Faster-than-planned conversion  o f  
paper returns and notifications of 
change (NOCs) to electron ic  
alternatives; and

(3) Lower revenues due to  sh ifting  
com m ercial volum e from the prem ium  
exchange to an earlier exchange, w h ich  
w as m ade possib le by the addition  o f  
tw o ACH processing cyc les  beginning  
October 1 ,1 9 9 3 .

1995 Issues
The slow er, 12.9 percent, rate of 

increase in  com m ercial ACH transaction  
volum e projected for 1995 reflects 
anticipated, increased com petition  from 
private-sector ACH operators and  
continued  consolidation  in  the banking 
industry, w h ich  creates m ore “on -u s” 
transfers. W hile the vo lu m e o f  
com m ercial ACH transactions has been  
grow ing at a decreasing rate, dropping  
from 24 percent in 1990 to 17 percent 
for the first n ine m onths o f  1994, it is 
likely that the Reserve B anks’ forecast 
for 1995 understates the potential 
growth rate.

The Reserve Banks’ cost control 
programs are expected  to result in  a 3 
percent reduction in  operating  
expenses. During 1995, the Reserv e 
Banks w ill test the n ew  ACH 
application  software d eveloped  over the 
last several years and begin to  
im plem ent it. A lthough all Reserve

Banks expect to make the transition to 
the n ew  processing softw are by year-end  
1995, the precise sch ed u le  o f that 
transition rem ains uncertain. D elays in  
the im plem entation  sch ed u le  m ay caruse 
costs to vary sign ifican tly  from budget. ,

1995 Fees
The Board has approved on ly  one  

change to the current ACH fees for 1995, 
an increase in  the fee for processing  
governm ent paper NOCs from $5.00 to 
$10.00, the current fee for com m ercial 
paper NOCs.5 The higher fee better 
reflects the cost o f provid ing th is  
m anual service and w ou ld  provide an 
additional incentive for depository  
in stitu tions to migrate to a m ore fully  
electronic ACH processing environm ent.

Based on the approved fee schedu le, 
the Reserve Banks forecast that the 
com m ercial ACH service w ill  recover 
100.0 percent o f costs, in clu d in g  
targeted ROE and $3.4 m illio n  o f the 
current year’s autom ation consolidation  
specia l project costs. T he rem aining  
$0.6  m illion  o f current year autom ation  
consolidation  sp ecia l project costs and  
the charges that w ere incurred and 
deferred in prior years w ill  continue to 
be deferred for recovery in  future years.

Funds Transfer and Net Settlement

Table 5 presents the actual 1993, 
estim ated  1994, and budgeted  1995 cost 
recovery perform ance for the funds
transfer and net settlem ent service.

s On October 26,1994, the Department of the
Treasury agreed that the Federal R eserve Banks m ay

a ssess  a fee o f  S i 0 .0 0  for governm en t paper NOCs 
b eg in n in g  in  1995.
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Table 5.—Pro Forma Cost and Revenue Performance 

[In millions of dollars]

Year Revenue

(D

Operating  
costs and  
imputed 

expenses

(2 )

Special 
project 

costs re 
covered

(3)

Total ex
pense 
[2+3]

(4)

Net In
come 
(ROE) 
[1-4]

(5)

Target
RO E

(6 )

Recovery  
rate after 

target 
R O E  

(percent) 
f1/(4+6)J

(7 ) ;

Special 
project 

costs d e
ferred 
and fi
nanced

(8)

1993 .......................... - ........................................... . 90.2 74 2 11.2 85.4 4.8 2.9 102.2 0.6
1994 (Est) .................................................................... 92.1 80.2 7.1 87.3 4.8 3.8 101.1 ! 2 2
1995 (Bud) .............................................. .................... 89.2 71.2 9 .7 80.9 8.2 3.4 105.8 OX)

1993 Performance
R evenues from the funds transfer 

service recovered 102-2 percent o f  total 
expenses, in clu d in g  targeted ROE. 
Funds transfer vo lu m e increased 2-0 
percent over 1992 levels.

1994 Performance
Through Septem ber 1994, revenues 

from the funds transfer service  
recovered 101.8 percent o f  total 
expenses, in clu d ing  targeted ROE, 
com pared w ith  a targeted recovery rate 
of 100.0 percent for the year. During the 
sam e period, funds transfer volum e  
increased 4 j6 percent over the 1993 
volum e level.
• The Reserve Banks estim ate that, in  
1994, the funds transfer and net 
settlem ent service w ill recover 101.1  
percent after targeted ROE and  
autom ation con solidation  special

project costs that the service had  
planned  to  recover, based on estim ated  
transaction vo lu m e grow th o f 4.8  
percent for the year- R evenue is  6.5 
percent h igher than budgeted, prim arily  
because anticipated  volum e reductions  
as a result o f daylight overdraft pricing  
did  not m aterialize. Total co sts  are 
estim ated  to be 6.1 percent over budget, 
due to (1) higher-than-anticipated data 
processing costs, offset partially by  
low er data com m unications costs and  
(2) the funds transfer services' $2.0  
m illion  share o f the pre-tax reduction in  
p en sion  credits.

1995 Issues
The Reserve Banks estim ate that 

funds transfer origination  volum e w ill 
increase 2.8 percent over 1994 levels. 
W ithout price changes, the Reserve 
Banks prefect that revenues w ou ld  
recover 109.4 percent o f  expenses,

includ ing  all current year and deferred  
autom ation con so lidation  specia l 
project costs.

1995 Fees
The Board reduced the funds transfer 

fee to $0.50 from the current $0.53.
After th is reduction , the service is 
expected  to recover 105.8 percent of its 
costs, after paying all current year and  
deferred charges for the autom ation  
consolidation  sp ec ia l project  
U ncertainties rem ain in  the cost 
projections for 1995, how ever, because  
o f the con tinu ed  im plem entation  o f  the  
centralized funds transfer application  
software.

B o o k -e n try  S e c u r it ie s *

Table 6 presents the actual 1993, 
estim ated 1994, and budgeted  1995 cost  
recovery perform ance for the book-entry 
securities service.

T a b l e  6 .— P r o  F o r m a  C o s t  a n d  R e v e n u e  P e r f o r m a n c e

[In millions of dollars]

Year Revenue

d )

Operating  
costs ana  
imputed 

expenses

(2 )

Special 
project 

costs re
covered

(3)

Total ex
pense 
[2+3]

(4)

N e t In
come 
(ROE) 
[1-4]

(5)

Target
ROE

(6 )

Recovery 
rate after 

target 
ROE  

(percent) 
(1/(4+6)j

(7)

Special 
project 

costs de
ferred 
and fi
nanced

(8)

1993 ........... ........... - ............................................ ........ 14.4 12.2 1.8 14.0 0.4 0.4 100.0 0.8
1994 (Est) ...................... ................ ...................... ...... 15.5 13.9 1.7 15.6 0.0 0.7 95.5 1.5
1995 (Bud) ....................................................... .......... 15.7 14.0 1.0 15.0 0 .7 0 .7 100.1 2£

1993 Performance

R evenues from the book-entry 
securities service recovered  100.0  
percent o f total exp en ses, in clu d ing  
targeted ROE in  1993. The volum e o f  
governm ent agency secu rities transfers 
increased 10 .4  percent over the 1992  
volum e level.

,  8 Includes Purchase and Sate activity beginning in

1994 Performance

Through Septem ber 1994, revenues 
from the book-entry securities service  
recovered 99.1 percen t o f  total exp en ses  
p lu s targeted ROE, com pared w ith  a 
targeted recovery rate o f  100.3 percent 
for the year. D uring the sam e period, 
book-entry secu rities  transfer vo lu m e  
increased 5.9 percent com pared w ith  
the 1993 level.

The R eserve B anks’ staff now  expects 
the book-entry securities service to 
recover 95.5 percent o f total expenses  
after targeted ROE, based  on  
approxim ately the sam e transaction  
volu m e as in  1993. T he estim ated  
recovery rate is I o w c t  than originally  
projected due to tw o  factors. First, 
securities transfer vo lu m e declined  
u nexpected ly . T h e increase in  mortgage 
interest rates during 1994 has resulted
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in  le ss  refinancing activ ity  and, as a . 
result, few er m ortgages are available to 
issu e  additional mortgage;backed  
security . Higher interest rates have 
cau sed  securities firms to reconsider  
investm ents in  ex isting  mortgage-backed  
securities, resulting in  less trading 
activity. Second , exp en ses are higher . 
than p lanned , due to the reduction in  
p en sion  credits and higher-than- 
anticipated  data processing costs.

1995 Issues
T he Reserve Banks believe that 

m ortgage-backed securities volum e w ill 
stab ilize by year-end 1994 and increase 
m od estly  in  1995 from the reduced 1994  
vo lu m e level. T h is conservative volum e  
increase is  reflected in  the 3.1 percent 
vo lu m e growth rate forecast for 1995.

1995 Fees
T he Board has approved retaining the 

current fees for the book-entry security  
service, based  on  the Reserve Banks’ 
forecast that they w ill  produce sufficient 
revenue to recover 100.1 percent o f  
costs, in clu d ing  targeted ROE and $1.0  
m illio n  in  autom ation consolidation  
sp ecia l project costs. The rem aining  
$1.0  m illio n  o f current year autom ation  
con so lid ation  sp ec ia l project costs and  
the charges that w ere incurred and  
deferred in  prior years w ill  con tinue to 
be deferred for recovery in  future yeals.

E lectronic C onnections

T he Federal Reserve charges fees for 
electron ic connections to depository  
in stitu tions for accessing priced

services. T he costs and revenues  
associated  w ith  electronic access are 
allocated  to the various priced  services  
based on  the relative num ber o f  
en d poin ts that access each service.

Electronic con n ection  fees have not 
increased  sin ce  1989, w ith  the 
excep tion  o f  the 1991 $100 increase in  
the m onth ly  ded icated  leased -line fee.
In light o f  the increasing costs due to the 
im plem entation  o f Fednet® , the Board 
has approved increased fees for three 
types o f  electronic con n ection s in  1995. 
The fees for four other types o f  
con n ection s w ou ld  rem ain unchanged. 
S p ecifica lly , the Board raised the  
fo llow in g  fees: 1} receive and send  d ial 
con n ection s from $65 to $75; 2) m ulti
drop leased -line con n ection s from $300  
to $450; and 3) ded icated  leased -line  
con n ection s from $700 to $750. M onthly  
electron ic con n ection  fees for receive- 
on ly  d ial, h igh-speed  dial, h igh-speed
19.2 kbps leased -line, and h igh-speed  56 
kbps leased -line w ill  rem ain at $30, 
$350, $850 , and $1,000, respectively.

In 1994, the Federal Reserve Board 
estab lished  standard fees for dedicated  
high-speed  56 kbps and 19.2 kbps 
con n ection s and h igh -sp eed  d ial 56 
kbps conn ection s. In response to 
requests from several depository - 
in stitu tions that Reserve Banks support 
con n ection s at sp eed s higher than 56 
kbps for transm ission  o f large data files, 
the Board has approved standard  
con n ection  fees for tw o n ew  categories 
of h igh-speed  connections; $1 ,800 and  
$2 ,000  per m onth for h igh-speed  leased  
con n ection s o f 128 kbps and 256 kbps,

respectively . T hese n ew  h igh-speed  
con n ection  categories require m ore 
exp en sive  signalling, encryption , and  
circuit com ponents than the 56 kbps 
and 19.2 kbps connections.

F inally , the Board has approved tw o  
n ew  standard con n ection  op tions to 
support con tingency testing by  
depository in stitu tions that use  
d ed icated  leased -line con n ection s for 
their production  traffic. A ded icated  ~ 
dial test con n ection  w ill provide  
additional d ial con n ection  equipm ent to 
address the n eed s o f  those institu tions -  
that con d uct their con tingency  testing  
sim u ltan eou sly  w ith  thieir production  
work. A  shared d ial test connection  w ill 
address the n eed s o f in stitu tions that 
test on ly  during off-hours and w ill  
provide a necessary subset o f d ial 
con n ection  com ponents. T hese new  
con tingency  con n ection  op tions w ill be 
low er cost alternatives to depository  
in stitu tions than a secon d  ded icated  
leased -lin e  connection . For these test r. 
options, a usage gu id e lin e o f 120 hours 
per year w ill be estab lished . Institutions 
that exceed  th is gu id e lin e w ill  be asked  
to estab lish  a ded icated  leased -line  
con n ection  for testing purposes and pay 
the standard con n ection  fee. The 
m onth ly  fees for the ded icated  and  
shared contingency testing op tions are 
$250 and $150 , respectively.

N oncash  C ollection

T able 7 sum m arizes actual 1993, 
estim ated  1994, and projected 1995 cost 
recovery performance for the noncash  
co llec tion  service.

T a b l e  7 .— P r o  F o r m a  C o s t  a n d  R e v e n u e  P e r f o r m a n c e

[In millions of dollars]

Year Revenue

1

Operating 
costs and 
imputed 

expenses

2

Special 
project 

costs re
covered

3

Total ex
pense 
[2+3]

4

Net in
come 
(ROE) 
[1 -4 ]

5

Target
ROE

. 6

Recovery 
rate after 

target - 
ROE  

(percent) 
[1/(4+6)]

7

Special 
project 

costs de
ferred 
and fi
nanced

8

1993 ............................................................................... 5 .0 5.7 0.0 5.7 • (0.7) 02 84.4 02
1994 (Est) .................................................................... 4.1 4.9 0.0 4.9 (0 .8 ) 0.2 79.1 02
1995 (Bud) ................................................................... 3 .9 4.0 0.0 4.0 (0 .2 ) 0.2 91.6 0.3

1993 Performance
R evenues from the noncash  co llection  

service recovered 84.4 percent o f total 
exp en ses, in clu d ing  targeted ROE, in  
1993. T he principal factor contributing  
to the revenue shortfall w as a 38 percent 
d eclin e  in  transaction volum e caused, in  
part, by increased called  bond activity.

1994 Performance
Through Septem ber 1994, the 

noncash  co llection  service recovered

85.4 percent o f total exp en ses includ ing  
targeted ROE, com pared w ith  a targeted 
recovery rate o f 85.5 percent for the 
year. During the sam e period, noncash  
co llection  volum e decreased 40.1 
percent, com pared w ith  the 1993 level.

T he three Reserve Banks providing  
noncash  co llec tion  services n ow  project 
a recovery rate o f  79.1 percent. 
A lthough anticipated  vo lu m e losses are 
expected  to be more m oderate, 37.8 
percent, through the end o f the year due

to gain ing a new  custom er, the costs 
associated  w ith  consolidating  
operations and the $0 .2  m illion  
reduction  in  the noncash  serv ice’s share 
o f the pen sion  credits are expected  to 
reduce the serv ice’s recovery rate 
com pared w ith  year-to-date 
perform ance.

1995 Issues

S ince the m id 1980s, the noncash  
co llec tion  service has faced rapidly
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declin ing volum e levels. F o llow in g  
enactm ent o f  TEFRA, m any bearer 
m unicipal securities were 
“im m obilized ,’* or converted to book- 
entry form, thus elim inating interest 
coupons. To im prove the System 's  
ability to recover costs in  a d eclin ing  
market, the R eserve Banks reduced  the  
num ber o f noncash  processing sites  
from four to three in  1994 and w ill  
com plete the p lanned conso lidation  to 
tw o sites in 1995. B ecause o f rem aining  
transition costs in  N ew  York and the 
consolidation  o f C hicago’s noncash  
operation during 1995, the R eserve 
Banks do not expect to recover costs  
fully during 1995.

In 1994, the R eserve Banks 
im plem ented a  n ew  volum e-based  fee 
structure w ith  fixed  cash-letter and per- 
envelope fees. T he levels o f cash-letter  
and per-envelope fees were based on  the  
number of coupon, en velopes contained  
in  the cash letters.7 The use o f a fee  
structure that in clu d es fixed  and  
variable fees m ore accurately reflects the 
structure of costs the Reserve Banks 
incur in  provid ing noncash  co llection  
services than the fee structure that w as  
in  p lace before 1994, w h ich  relied  so le ly  
on variable fees. A  detailed study o f the  
cost structure o f  th e  noncash  co llection  
services, w h ich  w ou ld  be n eeded  to

justify the u se  o f volum e-based  fees, w as  
deem ed im practical because o f  the  
rapidly d eclin in g  volum e levels. 
V olum e-based fees, how ever, have been  
w ell received  by depositors. In addition , 
they provide in cen tives for larger 
institu tions to increase th e  s ize  o f their 
deposits and m oderate the im pact o f the 
fixed costs o f the service for sm aller  
institu tions. A s a result, the use o f  
volum e-based fees perm its the Federal 
Reserve to m aintain  a presence in  the 
noncash  co llec tio n  b usin ess and  ad ds a 
m easure o f  stability  as other serv ice  
providers continue to  w ithdraw .

1995 Fees
For 1995, the Board has approved a 

reduction in  the return item  fees to 
$15.00 from $20 .00  in  C leveland and  
from $25.00 in  Jacksonville and  
Chicago. The proposed  national fee 
m ore accurately reflects the costs o f  
return processing at the regional 
processing sites  and is  consistent w ith  
fees charged by other service providers. 
AH other fees w ere retained for 1995.

The Reserve Banks forecast the 
number o f noncash  coupon  en v elo p es  
processed  to increase 21.5 percent, 
prim arily as a result o f n ew  dep osits  
attracted by the low er and uniform  
Tetum item  fee. T he proposed  1995 fee

schedu le is exp ected  to enable the 
noncash co llec tion  serv ice to recover
91.6 percent o f its costs, includ ing  
targeted ROE. O nce the consolidation  of 
noncash  serv ices is  com pleted , the  
Reserve Banks’ staff b elieves that the 
service w ill be able to reverse the 
continuing operating lo sses and to 
ach ieve lo w  and stab le operating costs.

Cash Services

Cash services that are priced by the  
Federal Reserve Banks in clu d e cash  
transportation, co in  wrapping, 
nonstandard packaging of currency  
orders and deposits, and nonstandard  
frequency o f access to cash services.

Data on priced cash  services are being  
included  to provide a com plete v iew  of 
Reserve Bank priced service  
perform ance. Cash transportation fee 
changes do not require Board approval. 
T he Board, h ow ever, is  notified  w hen  
changes occur. The fees for the other 
priced cash  serv ices have been  
approved by the Director o f the D ivision  
of Reserve Bank O perations and  
Payment System s under delegated  
authority.

Table 8 presents actual 1993, 
estim ated  1994, and  projected 1995 cost  
recovery perform ance for the priced  
cash services.

T a b l e  8 .— P r o  F o r m a  C o s t  a n d  R e v e n u e  P e r f o r m a n c e

[In millions of dollars]

Y ear Revenue

1

Operating 
costs ana  

imputed 
expenses

2

Special 
project 

costs re
covered

3

Total ex
pense 
I2+3]

4

Net in
come 
(B O E) 
[1-4]

5

Target
ROE

6

Recovery 
rate after 

target 
ROE  

(percent) 
I1 /(4+6)j

7 I

Special 
project 

costs de
ferred 
and fi

nanced

8

1993 ____.................... _ ........................................... 6 .4 6 .3 0.0  j 6.3 0.1 0.1 100.2 0-0
1994 (Estj .................................................................... 6.2 60) 0.0 6.0 0.2 0.1 101.7 0.0
1995 (Bud) ....... ........................................................... 5.3 5.1 0 .0 5.1 0.1 0.1 1 0 0 .7 0 .0

The Reserve Banks expect that 
revenues w ill recover all costs for cash  
services, includ ing targeted ROE. 
Projected revenue for 1995 is  less than 
for 1994 because the number o f Reserve 
Banks that provide priced armored 
carrier transportation services has 
declined.

The 1995 fees for wrapped coin, 
nonstandard packaging, and 
nonstandard access are sh ow n  in 
Attachment VIII. Fees for other cash  
transportation services and  registered  
m ail fees can be obtained by contacting  
the individual Federal Reserve offices.

7 Small deposits were assessed relatively low  
cash-letter and high per-envelope fees, w hile larger

Com petitive Im pact A nalysis

A ll operational and legal changes 
considered by the Board that h ave a 
substantial effect on  paym ent system  
participants are subject to the 
com petitive im pact analysis described  
in  the March 1990 p o licy  statem ent 
"The Federal Reserve in  the Paym ents 
System .” In th is analysis, the Board 
assesses w hether the proposed change 
w ould  have a d irect and material 
adverse effect on  the ability o f other 
sen d ee providers to com pete effectively  
w ith  the Federal Reserve in  providing  
sim ilar service due to differing legal 
pow ers or constraints or due to a

deposits were charged higher cash-letter but lower 
per-envelope fees.

dom inant market position  o f the Federal 
Reserve deriving from such legal 
differences.

The Board b elieves that the 
recom m ended price and service level 
changes w ould  not have a  substantial 
effect on paym ents system  participants 
an d  w ould  not have a direct and  
material effect o n  the ability o f  other  
service providers to  com pete effectively  
w ith the Federal Reserve in  providing  
sim ilar services. T h e 1995 fees approved  
by the Board result in  a projected return 
on equity that m eets the taiget return on  
equity based on the 50 bank h old ing  
com pany m o d e l The Board b elieves  
that the recom irfended fees for the
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noncash collection services are 
consistent with the approach that would 
be used by a private-sector fkm, which

would absorb the results of structural 
changes through its retained earnings 
account. Therefore, the Board does not

believe that approval of the proposed 
fees would have an adverse effect on the 
ability of other service providers to 
compete with the Reserve Banks.

A t t a c h m e n t s — T a b l e  A - 1  .— C o m p a r i s o n  o f  P r o  F o r m a  B a l a n c e  S h e e t s  f o r  F e d e r a l  R e s e r v e  P r ic e d  S e r v i c e s

[Millions of dollars— average for year]

1995 1994

Short-term assets:
Imputed reserve requirement on clearing balances ..................................................
Investment in marketable securities ........- ................................................. ...................
Receivables1 ...........................................................................................................................
Materials and supplies1 ......... ............................................................................................
Suspense & Difference1 .................... :......... ............................................................... ......
Prepaid expenses1 ...............................................................................................................
Items in process of collection ...........................................................................................

Total short-term a s s e ts ...................... ................................................................ ............

Long-term assets:
Prem ises1 2 ..................................................................,..........................................................
Furniture and equipm ent1 ................. .................................................................................
Leasehold improvements and long-term prepaym ents1 ..........................................
Capital leases1 ......................................................................................................................

Total long-term a s s e ts .....................................................................................................

Total assets ......................................................................................................................

Shcrt-term liabilities:
Clearing balances and balances arising from early credit of uncollected items
Deferred credit ite m s .............................................................................................................
Short-term debt3 ....................................................................................................................

Total short-term liabilities ...............................................................................................

Long-term liabilities:
Obligations under capital le a s e s ......................................................................................
Long-term debt3 ............................................................................................... .....................

Total long-term liabilities.................................................................................................

Total liabilities .....................................................................................................................
Equity3 ...............................................................................................................................................

Total liabilities and e q u ity ...............................................................................................

$619.8 $593.6
5,577.9 5,342.3

62.8 64.3
5.7 5.5
0.1 0.0

16.1 16.1
2,592.5 3,198.9

8,874.9 9,220.7

412.1 . 350.5
113.4 183.1

12.6 32.1
3.8 ' 0.6

541.9 566.3

9,416.8 9,787.0

6,197.7 5,935.9
2,592.5 3,198.9

84.7 85.9

8,874.9 9,220.7

3.8 0.6
161.6 174.1

165.4 174.7

9,040.3 9,395.4
376.5 391.5

9,416.8 9,787.0

Note: Details may not add to totals due to rounding.
1 Financed through PSAF; other assets are self-financing.
2 Includes allocations of Board of Governors’ assets to priced services of $0.4 million for 1995 and $0.4 million for 1994.
3 Imputed figures represent the source of financing for certain priced services assets.

T a b l e  A-2.—D e r iv a t io n  o f  t h e  1995 PSAF 
[Millions of dollars]

A. Assets to be Financed:1
Short-term ................................
Long-term2 ..........................:....

B. Weighted Average Cost:
1. Capital Structure:3

Short-term Debt ..............
Long-term Debt ...............
Equity .......................* ......

2. Financing Rates/Costs:3
Short-term Debt ..............
Long-term D e b t...............
Pre-tax Equity .................

3. Elements of Capital Costs:
Short-term Debt ..............
Long-term D e b t...............
Equity ................................

584.7
538.2 S622.9

15.4%
25.4%
59.2%

'3.5%
8.2%

12.1%

84.7 x 3.5%= 3.0
161.6 x 8.2% =13.2
376.5 x 12.1% = 45.6

61.7
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Table A -2 .— Derivation of the 1995 PSAF— Continued 

[Millions of dollars]

C. Other Required PSAF Recoveries:
Sales Taxes ..................................................
Federal Deposit Insurance Assessment..........
Board of Governors Expenses........................

...................................  11.3
...................................  19.0
................................... 2.7 33.0

D. Total PSAF Recoveries.................................... 94.7

As a percent of capital................................... 15.3%
As a percent of expenses6 ............................. 15.7%

1 Priced.service asset base is based on the direct determination of assets method.
2 Consists of total long-term assets, including the priced portion of FRAS assets, less capital leases, which are self financing.
3 All short-term assets are assumed to be financed by short-term debt. Of the total long-term assets, 31 percent are assumed to be financed by long-term debt 

and 69 percent by equity.
4 The pre-tax rate of return on equity is based on the average after-tax rate of return on equity, adjusted by the effective tax rate to yield the pre-tax rate of re

turn on equity for each bank holding company for each year. These data are then averaged over five years to yield the pre-tax return on equity for use in the 
PSAF.

6 Systemwide 1996 budgeted priced service expenses less shipping are $608.5 million.

Table A-3. Comparison Between  1995 and 1994 PSAF Co mponents

A.

B.

C.
D.

E.

F.

Assets to be Financed (millions of dollars):
Short-term...........................................................................
Long-term..................................... ......................................

Total .................................................................................
Cost of Capital:

Short-term Debt Rate .......................................................
Long-term Debt R a te ............................................. ...... .
Pre-tax Return on Equity.................................................
Weighted Average Long-term Cost of Capital ...........

Tax R a te .......................................................... ......................
Capital Structure:

Short-term D e b t ....... ........................................................
Long-term D e b t.......... .......................................................
Equity...................................................................................

Other Required PSAF Recoveries (millions of dollars):
Sales T a x e s .........................................................................
Federal Deposit Insurance Assessment......................
Board of Governors Expenses...................................... .

Total PSAF:
Required Recovery............................................................
As Percent of Capital........................................................
As Percent of Expenses....................................... ...........

1995 1994

$84.7 $85.9
538.2 565.5

622.9 651.5

3.5% 4.3%
8.2% 8.7%

. 12.1% • 12.7%
10.9% 11.5%
31.0% 30.4%

15.4% 15.6%
25.4% 26.0%
59.2% 58.4%

11.3 12.5
19.0 19.8
2.7 2.7

94.7 103.6
15.2% 15.9%
15.7% 17.0%

T a b l e  A - 4 . — C o m p u t a t i o n  o f  C a p it a l  A d e q u a c y  f o r  F e d e r a l  R e s e r v e  P r i c e d  S e r v i c e s

Imputed reserve requirement on clearing balances
Investment in marketable securities ...........................
R eceivab les.......... .............................................................
Materials and s u p p lies .............................................. .
Suspense and D ifference...............................................
Prepaid expenses .............................................................
items in process of collection ............... ........................
Premises ............... ....................... ......................................
Furniture and equ ipm ent.................................................
Leases and long-term p repaym ents ...........................

T o ta l........................................................................
Imputed Equity for 1995 .............................................
Capital to Risk-Weighted Assets .................................
Capital to Total A s s e ts .................. .................................

[Millions of dollars]

Assets Risk Weight as-
weight sets

S619.8 0.0 $0.0
5,577.9 0.0 0.0

62.8 0.2 12.6
5.7 1.0 5.7
0.1 0.2 0.0

16.1 1.0 16.1
2,592.5 0.2 518.5

410.6 1.0 410.6
113.5 1.0 113.5
14.1 1.0 14.1

9,413.2 1,091.1
376.5

34.5%
4.0%
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B y  o rd er  o f  th e  B oard  o f  G o v ern o rs o f  th e  
F ed era l R eserv e  S y s te m , N o v em b er  2 1 ,1 9 9 4 .  
William W. Wiles* ^
S ecre ta ry  o f  th e  Board.
(FR D oc. 9 4 -2 9 1 7 6  F ile d  1 1 - 2 5 - 9 4 ;  8 :45  am] 
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Federal Reserve Bank
of New York

A ppendix 2 to 
O perating C ircu lar N o. 10

Revised effective January 3, 1995

ACH TIME AND FEE SCHEDULES

TIME SCHEDULE

Cutoff Hours

This time schedule shows the closing hours for receipt by us from an ACH 
of presorted ACH formatted files containing debit and/or credit items of various 
classes.

Closing Times1

Exchange 1 Exchange 2 Exchange 3 Exchange 4 
Interregional: Presort 10:00 a.m. 1:00 p.m. 7:00 p.m. 2:00 a.m.

1 Closing times represent the end of the deposit window. Files must be completely received (e.g.. data transmission 
fully concluded) by the closing time. Sending institutions using data transmission, especially those having large 
and/or variable volumes of deposits, should coordinate the beginning of their transmission within the window 
to ensure completion by the closing time. Presort deposits of 500,000 items or more per exchange must be re
ceived one-half hour earlier than the indicated deadline. Times listed are Eastern Time.

Effective Date Windows

Items (other than returns, NOCs and NACS2 items) should specify an 
effective date within the following effective date windows, computed from our 
processing date.

Class Effective Date Window
Credit Items One (1) or Two (2) Banking Days

Debit Items One (1) Banking Day Only

Items with an effective date later than the effective date window will be returned 
to the sender.

2 National Association for Check Safekeeping.

[Enc. Cir. No. 10747]
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If an effective date is not specified, or if an item specifies an effective date 
the same as or earlier than our processing date, the settlement date is the banking 
day following our processing date. The settlement date for return items and 
NACS items is the banking day of processing (day cycle) or the next banking 
day (night cycle).

If an item specifies a settlement date that is a standard Reserve Bank 
holiday, the settlement date is the next banking day for us.

If an item specifies a settlement date that is not a banking day for the 
sending institution or the receiving institution, settlement is effected, with 
respect to that party, as follows:

ACH Debit Items:
Sending Institution Closed: Credit sending institution’s account on 

settlement date.
Receiving Institution Closed: Debit receiving institution’s account on 

settlement date or receiving institution may choose next day debit with “as o f ’ 
adjustment or explicit charge for float.

ACH Credit Items:
Sending Institution Closed: Debit sending institution’s account on 

settlement date.
Receiving Institution Closed: Credit receiving institution’s account on 

settlement date.
The receiving institution is not considered to receive an item made 

available to it on the day it is closed until its next banking day for purposes of 
determining the deadline for return.

Settlement Dates

2
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Our banking days include all days except the following standard holidays 
that are observed by Reserve Banks:3 

All Saturdays,
All Sundays,
New Year’s Day (January 1),
Martin Luther King’s Birthday (third Monday in January),
Washington’s Birthday (third Monday in February),
Memorial Day (last Monday in May),
Independence Day (July 4),
Labor Day (first Monday in September),
Columbus Day (second Monday in October),
Veterans Day (November 11),
Thanksgiving Day (fourth Thursday in November), and 
Christmas Day (December 25).

If January 1, July 4, November 11, or December 25 fall on a Sunday, the next 
following Monday is a standard Reserve Bank holiday.

Banking Days

The following schedule shows the cutoff hours for receipt by us of 
settlement statements from local ACH associations:

Settlement Statement Time Schedule

Type of Settlement
Receipt Deadline 

(Day of Settlement)

Day Cycle 
Night Cycle

8:00 a.m. 
8:00 a.m. 
4:30 p.m. 
4:30 p.m.

Supplemental
Truncation

3 The New Orleans Branch of the Federal Reserve Bank of Atlanta closes on Mardi Gras.

3
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FEE SCHEDULES

Transaction Fees4

Origination:
Interregional presorted deposits5 .......................  1.2#
Interregional addenda re co rd .............................. 0.20

Premium exchange fee6 ......................................  1.00
Receipt:

Interregional items ............................................... 1.20
Interregional addenda re co rd .............................. 0.20

Return item surcharge ................................................. 4.00

Fixed Fees

Account servicing f e e ................................................... $20.00 per month
Input file f e e .................................................................. $ 1.75 per file

Discrete Delivery f e e ................................................... $10.00 per file

Return Item/Notification of Change (NOC) Fees:
Converted Government NOC7 ...........................  $10.00
Voice Response-Originated Government NOC . $ 2.008

4 The following Automated Clearing House transactions will be billed as regular items: Corporate 
Trade Payments (CTP), Corporate Trade Exchange (CTX), Depository Institution Automated 
Returns (RET), Depository Institution Automated Notification of Changes (COR), and 
Prenotifications.

5 Presorted deposits consist of files of interregional transactions presorted by receiving Federal 
Reserve Office.

6 A premium exchange fee will be assessed on all value debits, non-value debits, and credits 
originated in the fourth exchange.

7 These returns and NOCs are received by the Reserve Banks primarily in paper form.
8 The fee includes the transaction fee and the return item surcharge (for returns only) in addition 

to the conversion or voice response fee.

* *  *

Effect of this Appendix on previous Appendix

This Appendix supersedes Appendix 2, revised effective January 3, 1994, 
to Operating Circular No. 10.

W il l ia m  J. M c D o n o u g h , 

President.

4
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Federal Reserve Bank
of New York

Appendix E to 
Operating Circular No. 8

Revised effective January 3, 1995

WIRE TRANSFERS OF FUNDS 

Fee Schedule

To A l l  D e p o s i t o r y  I n s t i tu t io n s  in  th e  S e c o n d

F e d e r a l  R e s e r v e  D i s t r i c t ,  a n d  O th e r s  C o n c e r n e d :

T his B ank’s schedule o f  charges for wire transfers o f  funds is as 
follow s:

Wire Transfers of Funds and Other Messages

A . Originator:
Basic charge per m e s s a g e .......................................  $ 0 .5 0
Surcharge:

O ff-lin e  o r ig in a t io n .......................................  $ 1 0 .0 0

B . Receiver:
Basic charge per m e s s a g e .......................................  $ 0 .5 0
Surcharge:

Telephone advice to r e c e iv e r .....................  $ 1 0 .0 0

Effect of this Appendix on previous Appendix

T his A ppendix supersedes A ppendix E , revised effective  

January 3 , 1994 , to O perating Circular No. 8.

W il l ia m  J. M c D o n o u g h , 

President.

[Enc. Cir. No. 10747]
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Federal Reserve Bank
of New York

Appendix B to 
Operating Circular No. 5

Effective January 3, 1995

ELECTRONIC ACCESS FEE SCHEDULE

To A l l  D e p o s i t o r y  I n s t i tu t io n s  in  th e  S e c o n d

F e d e r a l  R e s e r v e  D i s t r i c t ,  a n d  O th e r s  C o n c e r n e d :

Monthly Connection Fees
Dial-up line (FLASH-LIGHT: up to 9.6 kbps) ...........................  $ 30
Dial-up line (FEDLINE: up to 14.4 kbps)....................................  $ 75
High Speed Dial-up line (up to 56 k b p s)......................................  $ 350
Multi-drop Leased line (up to 9.6 kbps) ......................................  $ 450
Dedicated Leased line (up to 9.6 k b p s ) ........................................  $ 750
High Speed Leased line (up to 19.2 kbps)....................................  $ 850
High Speed Leased line (up to 56 kbps) ..................................... $1,000
High Speed Leased line (up to 128 kbps) .................................... $1,800
High Speed Leased line (up to 256 kbps) .................................... $2,000

Other Fees for On-line Connections
Basic installation ..............................................................................  $ 300
Basic installation (FLASH-LIGHT)................................................. $ 100
Hardware compatibility testing .......................................................  $2,500
Software compatibility testing....................................................... up to $8,000
Retraining...........................................................................................  $ 150

Effect of this Appendix on previous Appendix
This Appendix supersedes Appendix B, effective January 3, 1994, to 

Operating Circular No. 5.

W il l ia m  J. M c D o n o u g h , 

President.

[Enc. Cir. No. 10747]
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