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Introduction
Federal Reserve Budget Process
and Operational Areas

The Federal Reserve System comprisefer the U.S. Treasury and provides a
the seven-member Board of Governorsariety of other financial services for
in Washington, D.C., the twelve Federakhe Treasury and other government
Reserve Banks with their twenty-fiveagencies.
Branches in Districts around the nation, In carrying out its responsibilities in
the Federal Open Market Committee1995, the Federal Reserve System spent
(FOMC), and three advisory groups—an estimated $1.1 billion in net operat-
the Federal Advisory Council, theing expenses. Total spending of an
Consumer Advisory Council, and theestimated $2.0 billion was offset by an
Thrift Institutions Advisory Council. estimated $922 million in revenue from
The System was created in 1913 tgriced services, reimbursements, and
establish a safe and flexible monetarpther income. The major source of
and banking system. Over the years, thEederal Reserve income is earnings on
Congress has given the Federal Reserthe portfolio of U.S. government securi-
more authority and responsibility for ties in the System Open Market Account,
achieving broad national economic andstimated at $23.8 billion in 1995.
financial objectives. Earnings in excess of expenses, divi-
As the nation’s central bank, thedends, and surplus—in 1995, an esti-
Federal Reserve has many, variethated $23.4 billion—are transferred to
responsibilities: It acts to ensure growththe U.S. Treasury. (These earnings are
of the nation’s economy consistent withtreated as receipts in the U.S. budget
price stability; it serves as the nation’saccounting system, and anticipated earn-
lender of last resort, with responsibilityings projected by the Office of Manage-
for forestalling national liquidity crises; ment and Budget appear in the U.S.
and it is involved in bank supervision budget.)
and regulation, with responsibilities for
bank holding companies, state-chartered
banks that are members of the Federalhe Budget Process

Reserve System, the foreign activities o
u.s. banké, and the U.S? activities of he Board of Governors and the Reserve

foreign banks. The Federal Reserve a|SBanks have separate budgets and budget-

administers the nation’s consumer credif’d PrOCESSes.
protection laws.

T_he Federal Reserve System plays Board of Governors
major role in the nation’'s payments
mechanism. The Reserve Banks disAll levels of Board management are
tribute currency and coin, provide wireinvolved in a planning and budgeting
and automated clearinghouse transfeqgrocess that begins in the spring with
of funds and securities, and processevelopment of a budget guideline and
domestic checks. In addition, the Fedextends through November of each year.
eral Reserve serves as the fiscal agefhe administrative governor, under



2  Annual Report: Budget Review, 1995-96

authority delegated by the ChairmanAs with the Board, the process begins
oversees the process until the budget isith development of a budget guideline.
submitted to the Board for action at anThe Board of Governors reviews the
open meeting in November. proposed level of spending and com-
The Board budget is structured in fourmunicates the budget objective to the
operational areas (described in the nexReserve Banks for their guidance. Each
section). Costs for data processing arBank then develops its own budget. The
distributed to the four areas according tdudgets are reviewed at the Board by a
use; expenses for other elements afommittee of three governors—the Bank
support and overhead are allocated téctivities Committee—both as separate
the four areas in proportion to the sharelocuments and in light of Systemwide
of direct costs attributable to each areassues and the plans of the other Banks,
The Board, in accordance with generallybefore they are presented to the full
accepted accounting principles, capitalBoard of Governors for final action at an
izes certain assets and depreciates th&pen meeting in December.
value over appropriate time periods The Banks’ budgets are also struc-
instead of expensing them in their yeatured in four operational areas (de-
of purchase. Hence, the Board has bothcribed in the next section), with support
an operations budget and a capitahnd overhead charged to the operational
budget. areas. Approved separately from the
The Board'’s Office of Inspector Gen-budget process, which focuses on
eral (OIG), in keeping with its statutory operational costs, are special projects,
independence, prepares its proposedhich are long-range research and
budget apart from the Board’s budgetdevelopment efforts that have the
The OIG budget is also presented to thpotential to make a major improvement
Board of Governors for action at anin the nation’s payments mechanism
open meeting in November. (The OIG isor in the Federal Reserve’s ability to
discussed in chapter 2 and appendix Cprovide services (special projects for
After the Board budget is approved,1996 are described in appendix A).
the cash requirement for the first half The operations and financial perfor-
of the calendar year is estimated andnance of the Reserve Banks are
the amount is raised by an assessmemionitored throughout the year via a
on each of the Reserve Banks ircost-accounting system, the Planning
proportion to its capital stock andand Control System (PACS), which was
surplus. The cash requirement for themplemented by the Banks in 1977.
second half of the year is estimated ilJnder PACS, the costs of all Reserve
June, and the second assessment is maBlank services, both priced and non-
in July. To minimize cash balances heldriced, are grouped by operational area,
by the Board, funds are transferrecand the costs of support and overhead
quarterly. are charged to the four areas. (The
services assigned to each of the opera-
tional areas are listed in chapter 3, tables
3.7 through 3.10.) PACS makes it
Each year the Federal Reserve Bankgossible to compare budgets with actual
like the Board, establish major operatingexpenses and enables the Board of
goals for the coming year, devise stratGovernors to compare the financial and
egies for their attainment, estimate reeoperating performances of the Reserve
quired resources, and monitor resultsBanks.

Reserve Banks
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Operational Areas Supervision and Regulation

For budgeting purposes, the Board offhe Federal Reserve System plays a
Governors and the Reserve Banksnajor role in the supervision and regula-
account for their activities in four major tion of banks and bank holding com-
operational areas. Three of the areas—panies. The Board of Governors adopts
monetary and economic policy, superfegulations to carry out statutory direc-
vision and regulation of financial tives and establishes System supervisory
institutions, and services to financialand regulatory policies; the Reserve
institutions and the public—are com-Banks conduct on-site examinations and
mon to the Board and the Banks. Thenspections of state member banks and
Banks’ fourth operational area is serbank holding companies, review appli-
vices to the U.S. Treasury and othercations for mergers, acquisitions, and
government agencies, and the Board’shanges in control from banks and bank
fourth area is System policy directionholding companies, and take formal
and oversight. supervisory actions. In 1995 the Board
and the Reserve Banks conducted
approximately 613 state member bank
Monetary and Economic Policy examinations and approximately 1,929

; . bank holding company inspections and
The monetary and economic policy ?ted on a total of 3,508 international

operational area encompasses Federd . .
and domestic applications.

Reserve actions to influence the avail- The Board also enforces compliance
ability and cost of money and credit in . P

the nation’s economy. These actiondy State member banks with the federal
include setting reserve requirementsaWS protecting consumers in their use

setting the discount rate (which au‘fectso1E credit. In 1995 the System con-

the cost of borrowing), and conductingducted approximately 540 compliance

open market operations. ex_?hmmgtlonds'. . ibil
A vast amount of banking and finan- . eI oart stIthtferV|§ory resp?n5| "f

cial data flows through the Reserv 1es also extend lo foreign operations o

Banks to the Board, where it is compiled ;kbnanfchg'&gd% g‘rzt!g;esrg?tifg?_al
and made available to the public. Thégi n Iba?nks ’ ~>. Operatl
research staffs at the Board and th&'Y :

Reserve Banks use these data, alonge 200 TS 2€ T S U8 SOl
with information collected by other 9

public and private institutions, to assesgf the banking industry to ensure the

the state of the economy and the rela%cz)verall safety and soundness of the

- ; : : inancial system. This broader responsi-
t|0|("|jsh|ps between -t h_e flnsanf?al matr)ket ility is re%llected in the System’s Bres-
and economic activity. Staff members > .

; : ; ence in financial markets, through open
Erowge ]P gckground mfgr;naﬂon ;Or themarket operations, and in the gFedF(;raI
oard of Governors and for each meet: ; '
ing of the FOMC by preparing detailed Reserve’s role as lender of last resort.
economic and financial analyses and
projections for the domestic economy, : : . I
and international markets. They alsosﬁévéﬁgslz}gbﬁglanual Institutions
conduct longer-run economic studies oft
regional, national, and internationalThe Federal Reserve System plays a
issues. central role in the nation’s payments
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mechanism, which is composed of manyegional funds transfer and securities
independent systems that move fundBansfer networks. In 1995, approxi-
among financial institutions across themately 900,000 net settlement entries
country. The Reserve Banks obtairfor participants in small-dollar clearing
currency and coin from the Bureau ofarrangements were processed by the
Engraving and Printing and from theReserve Banks.
Mint and distribute it to the public Approximately 25,140 depository
through depository institutions; theyinstitutions participate in the Federal
also identify counterfeits and destroyReserve’s ACH service, which allows
currency that is unfit for circulation. In them to send or receive payments elec-
1995 the Reserve Banks distributedronically instead of by check. The insti-
$363.6 billion in currency and $4.6 bil- tutions use the ACH service for credit
lion in coin and destroyed $113.8 billionand debit transactions. As of July 1995,
in unfit currency. all of the approximately 7,450 ACH
The Reserve Banks (along with theirendpoints had electronic connections
Branches and regional centers) alswith the Federal Reserve. In 1995 the
process checks for collection—Reserve Banks processed approximately
approximately 14 billion checks in 2.78 billion ACH transactions valued
1995 with a total value of more thanat about $9.2 ftrillion; approximately
$11 trillion. 22 percent of the transactions were for
The Federal Reserve also plays #he federal government, and the rest
central role in the nation’'s paymentswere for commercial establishments.
mechanism through its wire transfer The securities services provided by
system, Fedwire. Through Fedwirethe Reserve Banks cover the handling of
depository institutions can draw onbook-entry and definitive securities and
their reserves or clearing accounts athe collection of coupons and miscel-
the Reserve Banks and transfer fundeneous items. The book-entry service,
anywhere in the country. Approximatelybegun in 1968, enables holders of
8,000 depository institutions use FedTreasury and government agency secu-
wire through direct computer connec-ities to transfer the securities elec-
tions with Reserve Banks, and anothetronically to other institutions through-
2,300 institutions use Fedwire throughout the country. In 1995 the Reserve
off-line means such as telephone. IBanks processed approximately 13.7 mil-
1995, approximately 78 million trans-lion securities transfers valued at
fers valued at about $223 trillion were$158 trillion.
sent over Fedwire, an average of Until 1994, the Federal Reserve
$3.1 million per transfer and $892 bil- provided two paper-based securities ser-
lion per day. vices, definitive securities safekeeping
The Federal Reserve allows particiand noncash collection. The priced
pants in private clearing arrangementslefinitive securities safekeeping service,
to exchange and settle transactions ona custodial service, was discontinued at
net basis through reserve or clearinghe end of 1993, however, because of
account balances. Users of net settledeclining volume. The noncash collec-
ment services include local checktion service, through which maturing
clearinghouse associations, automatezbupons and bonds are presented for
clearinghouse (ACH) networks, creditcollection, processed about 1.8 million
card processors, automated telletransactions in 1994 and about 0.8 mil-
machine networks, and national andion transactions in 1995.
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Services to the U.S. Treasury The Reserve Banks assist the Treasury
and Other Government Agencies in its financing of the public debt by
issuing, servicing, and redeeming all
arketable Treasury securities as well
s all U.S. savings and retirement plan
onds. The Reserve Banks also redeem
Sod coupons for the U.S. Department
Agriculture and destroy redeemed

“pupons.

The U.S. government uses the Feder
Reserve as its bank. Through depos‘th1
accounts at the Reserve Banks, th

government issues checks and paymen?
and collects receipts. The Reserve Ban

also process wire transfers of funds an
automated clearinghouse payments an
give the Treasury daily statements of
account activity. System Policy Direction

Beyond these typical depositoryand Oversight
activities, the Reserve Banks provid

S(e)\\llzrrilmlg;'?ue.l_r?eerv'?ﬁ(smfforth?héedtzrx ctivities by the Board of Governors to
9 ) y supervise Board and Reserve Bank

receipts deposited in the more thargrograms. Expenses for these activities

rlnoa{%('zgir:::j( a;)nd é%ags?gaﬁou?rgztiiﬁtor?sr re considered overhead expenses of the
y P y System and are, therefore, allocated

designated to perform this function, they, ;
hold the collateral that those institutionsacross the other operational areas. »

pledge to support these and other govern-
ment deposits, and they transfer funds to
the Treasury’s account at its request.

his operational area encompasses
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Chapter 1
Federal Reserve System

For 1996, the Federal Reserve Systerastimated 1995 level. (Details are given
has budgeted net operating expenses of chapters 2 and 3.)
$1,121.6 million. Revenue from priced
services provided to depository institu-
tions is expected to total $791.4 miIIion,Net Expenses
or 37.1 percent of total budgeted operatThe System expects to recover 47.5 per-
ing expenses. Total operating expensesent of its budgeted 1996 operating
are budgeted at $2,134.5 million, arexpenses. The budget includes revenue
increase of 5.1 percent over estimateffom priced services, other income, and
1995 expenses. Of this total, $1,968.8 milelaims for reimbursement. After these
lion is for the Reserve Banks anditems are deducted from budgeted 1996
$165.7 million is for the Board of operating expenses, the net expenses
Governors (table 1.1). of the System show an increase of
Not included in the budget for opera-6.7 percent over estimated 1995 net
tions are expenses for Reserve Ban&perating expenses (table 1.2).
special projects, which are budgeted at Revenue from priced services repre-
$36.9 million for 1996, down from sents fees that are set so as to recover the
$43.2 million estimated for 1995Also full cost of providing the services (as
excluded is the cost of currency,required by the Monetary Control Act of
budgeted at $442.3 million for 1996, an1980), including the imputed cost of
increase of 18.5 percent over thdloatand the return on capital that would
estimated 1995 cost of $373.2 millidn. have been received, and the taxes that
The distribution of expenses is similar towould have been paid, had a commercial
that in previous years, with the Reservesntity in the private sector furnished the
Banks accounting for approximatelyservices. Projected revenue from priced
three-fourths of the total (chart 1.1). services is detailed in table 1.3; the
System employment (including staffconstraint imposed on Federal Reserve
for the special projects) is budgeted at
25,468 for 1996, a decline of 8 from thechart 1.1

Distribution of Expenses of the
Federal Reserve System, 1996

1. As research and development efforts, special
projects are separate from the continuing opera-
tions of the System and are therefore not included
in the System operations budget. These relatively
costly, short-term projects are expected to benefit
both the System and the banking industry as a
whole. A description of the special project
approved for 1996 appears in appendix A.

2. The Federal Reserve bears the cost associ-
ated with the printing of new currency at the
Bureau of Engraving and Printing. Because this
cost is determined largely by public demand for
new currency, it is not included in Federal Reserve
operating expenses. See appendix A. 1. See text notes 1 and 2.

Special Projects, 1.4%
Currency, 16.9%

Board of
Governors, 6.4%

Reserve Banks, 75.3%
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budgets by the need to keep suclare fees for such services as the settle-
services competitive and the calculatioiment of transfers among depository
of fees are discussed in appendix Ainstitutions and the wire transfer of

“Other income” comes from services funds between depository institutions

provided on behalf of the U.S. Treasuryand the Treasury. Claims for reimburse-
that are paid for by the depositoryment represent the expenses incurred by
institutions using the services; includedReserve Banks in providing fiscal agency

Table 1.1
Expenses of the Federal Reserve System for Operations, Special Projects,
and Currency, 1994-96

Millions of dollars, except as noted

Entity and 1994 1995 1996 Percentage change
type of expense actual estimate budget 1994 to 199+ 1995 to 1996
Operating expensés
Reserve Banks ...............ooovunn . 1,796.9 1,873.6 1,968.8 4.3 51
Personnel . 1,168.3 1,188.2 1,234.0 1.7 3.9
Nonpersonnel.......................| . 628.6 685.4 734.8 9.0 7.2
Board of Governors ................... X 144.8 158.0 165.7 9.1 4.9
Personnel...............coii . 108.9 118.0 122.8 8.4 4.1
Nonpersonnel.......................| . 35.9 40.0 42.9 11.4 7.3
Total System operating expenses....... 1,941.7 2,031.6 2,1345 4.6 5.1
Personnel ................col . 1,277.2 1,306.2 1,356.8 2.3 3.9
Nonpersonnel ......................| . 664.5 725.4 7777 9.2 7.2
Special projects.............ooiiiin. . 61.4 43.2 36.9
CUITENCY ..t . 368.2 373.2 442.3 14 18.5

1. In this and subsequent tables in this volume, 3. For detailed information, see chapter 3.
components may not sum to totals and may not yield 4. Includes extraordinary items and expenses of the
percentages shown because of rounding. Office of Inspector General. For detailed information, see

2. Operating expenses reflect all redistributions forchapter 2.
support and allocations for overhead and exclude capital 5. See text note 1 and appendix A.
outlays (as well as Reserve Bank special projects, which 6. See text note 2 and appendix A.
are shown separately).

Table 1.2
Operating Expenses of the Federal Reserve System, Net of Receipts
and Claims for Reimbursement, 1994—-96

Millions of dollars, except as noted

tem 1994 1995 1996 Percentage change
actual estimate | budget | ;g9 4, 199# 1995 to 1996

Total System operating expenses...... | 1,941.7 2,031.6 2,1345 4.6 5.1
LEss

Revenue from priced services. ...... 767.2 757.6 791.4 -1.2 4.5

Otherincome..................o.... . 5.7 5.8 6.1 1.8 5.2

Claims for reimbursemeht........... 211.0 216.9 215.4 2.8 -7
EqQuaLs

Net System operating expenses. ..... 957.8 1,051.3 1,121.6 9.8 6.7

1. Costs of fiscal agency services provided to the U.Sagencies have agreed to reimburse the Federal Reserve. In
Treasury and other government agencies for which theractice, not all these claims are paid.
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Table 1.3 average of 5.5 percent a year (2.3 per-
Revenue from Priced Services, 1994-96 cent a year when adjusted for inflation)
Millions of dollars (chart 1.2). Over the same period, total

System expenditures, including special

Service actual | estmatd budget  PTOjECtS, have increased an average of
Funds transfers and 5.7 percent a year, the same as the rate
net settlement........ | 016 890 ogo5 Of growth of nondefense discretionary
Automated clearinghouse spending by the federal government
services ............ 66.9 74.6 78.4
Commercial checks...... 582.4 569.2 595.2 (Chart 1'3)' F.edera.l Reserve Sy.Stem
Book-entry securities employment, including staff working
trar;\sferﬁ ............ 159 158 157 on special projects and Federal Reserve
Noncash collection. ... ... 4.1 3.8 4.8 ; R
Special cash services. . | 6.3 ts o8 Automatlon Services (FRAS), h_as
increased 745 over the period
Total ..o . 7672 7576 7914 (chart 1.4).

From 1982, when the transition to the

requirements of the Monetary Control

services to the Treasury and othepct of 1980 was completed, through
government agencies for which thej9g84, System expenses remained
agencies have agreed to reimburse thgssentially flat when adjusted for infla-
Federal Reserve. tion, and employment declined. In 1985,
Sources and uses of funds arehe staffing level was increased in a
presented in appendix B, and the auditgronounced effort to strengthen super-
of the System are listed in appendix C.ision and regulation of member banks
and bank holding companies. The

Trends in Expenses System was able to partially oﬁget the
increase in staff through reductions in

and Employment ; X
employment in other areas, mainly
From actual 1986 to budgeted 1996

amounts, the operating expenses of the
Federal Reserve System (excluding:hart 13

special projects) have increased an ) _
P pro) ) Cumulative Change in Federal Reserve

System Expenses and Federal Government

Chart 1.2 Expenses, 1987-96
Operating Expenses of the Percent
Federal Reserve System, 1986196
Billions of dollars 80
60
Current dollars 20
18
20
Federal government 6
14 -

[N ) I [ I |
1988 1990 1992 1994 1996

[ I T I O | 1. Federal Reserve System expenses are operating

expenses plus the cost of special projects; federal

1986 1991 1996 government expenses are discretionary spending less

1. For 1995, estimate; for 1996, budget. expenditures on defense. For 1995, estimate; for 1996,
2. Calculated with the GDP price deflator. budget.

1986 dollars
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Chart 1.4 expeditious return of checks, became
Employment in the effective. Increases in staff throughout
Federal Reserve System, 1986196 the System in 1988 and 1989 resulted

Thousands of persons from implementation of the provisions
of this legislation. In 1991 and continu-
ing through projected 1996, spending on
bank supervision expanded, reflecting
an increase in the number and complex-
25 ity of examinations, greater attention to

problem institutions, and the require-

24 ments of the Financial Institutions

Reform, Recovery, and Enforcement

N N S T A — Act of 1989 (FIRREA) and the Federal
1986 1991 1996 Deposit Insurance Corporation Improve-

1. Includes FRAS staff. ment Act of 1991 (FDICIA).

26

services to financial institutions and th
public, support, and overhead.

In 1988, the Expedited Funds Avail- For budgeting purposes, the expenses of
ability Act, which requires the Federalthe Federal Reserve are classified accord-
Reserve to issue regulations to ensur@g to the four major operational areas
the prompt availability of funds and theof the System (table 1.4). The costs of

eOperational Areas

Table 1.4
Operating Expenses of the Federal Reserve System, by Operational Area, 1994-96
Millions of dollars, except as noted

Operational area 1994 1995 1996 Percentage change
and entity actual estimate budget 1994 to 199‘3" 1995 to 1996
Monetary and economic policy. ........ 196.2 210.8 224.1 7.4 6.3
Reserve Banks .....................| . 120.9 127.5 136.6 55 7.1
Board of Governors.................. X 75.3 83.3 87.5 10.6 51
Services to the U.S. Treasury and
other government agencks . ....... 209.4 222.2 223.6 6.1 .6
Services to financial institutions
andthe public..................... . 1,108.3 1,131.2 1,181.5 2.1 4.4
Reserve Banks ..................... . 1,105.1 1,127.6 1,177.6 2.0 4.4
Board of Governors.................. . 3.2 3.6 3.9 12.5 8.0
Supervision and regulation. ............ 427.8 467.5 505.3 9.3 8.1
Reserve Banks ....................., . 361.5 396.3 431.0 9.6 8.8
Board of Governors.................. . 66.3 71.2 74.3 7.4 4.4
Total .. .. 1,941.7 2,031.6 2,1345 4.6 5.1
Reserve Banks ...................... . 1,796.9 1,873.6 1,968.8 4.3 5.1
Board of Governors3 ................ A 144.8 158.0 165.7 9.1 4.8

1. Operating expenses reflect all redistributions fora result, the numbers for the operational areas in chapter
support and allocations for overhead and exclude capitdl are not the same as the numbers shown in this table.
outlays and special projects. The operational area unique 2. Reserve Banks only. The Board of Governors does
to the Board of Governors, System policy direction andnot provide these services.
oversight, which is shown separately in chapter 2, has 3. Includes expenses of the Office of Inspector General
been allocated across the operational areas listed here. Asd extraordinary items.
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support and overhead (including Board

expenditures for System policy direction

and oversight, considered an overhead
expense of the System) are redistributed
or allocated to these four areas.

1996 Budget Initiatives

Several major initiatives that have an
impact on System budgets will continue
or begin in 1996:

» Consolidation of System automation

« Installation of high-speed currency
processors

« Installation of equipment and software
to support image processing of com-
mercial and Treasury checks and
archival of Treasury checks.

Partly offsetting the greater expendi-
tures associated with these initiatives
are lower costs associated with staff
reductions that are resulting from
the consolidation of savings bonds
operations, from downsizing due to
volume declines, and from automation
consolidation. .
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Chapter 2
Board of Governors

The 1996 budget for the Board ofExtraordinary Items
Governors provides $161.1 million for
operations, $1.6 million for extraor-
dinary items (projects of a unique
nature), and $3.0 million for the Office
of Inspector General. The Board ha

Inclusion of certain periodic or one-time
projects in the operations budget can
result in undue volatility in the size of
he budget and create competition for

authorized 1,721 staff positions for unds needed to carry out the Board's

operational areas and 31 positions fop@SIC Mmission; therefore, for the past few
the Office of Inspector General; noYears, funds for these “extraordinary

positions are required for the extraor leMs’ have been set apart from the

dinary items. The total of 1,752 osi_(_)perations budget. For 1996, $1.6 mil-
tions%s 8 more than the number zfuthol-'(.)n has been budgeted for two extraor-
dinary items: a program to develop new

rized at the end of 1995; however, thE%raining courses for examination staff

total is down from the number autho- . 4
rized in the original 1995 budget, as?"d completion of a major survey begun

positions were eliminated during the'?}.lg?f" Details are given at the end of

year in support of the President’s pro—t IS chapter.

gram to reduce government staffing.
Office of Inspector General

Overview of the Budget The 1996 budget for the Office of
Board Operations Inspector General, $3.0 million, is
0.9 percent lower than estimated 1995
“expenses. The completion of an automa-
tion project and the elimination of one
osition during 1995 are the main
gctors in the decrease.

The operations budget of $161.1 mil
lion, which covers the Board's four
operational areas (described in th
Introduction), is 5.2 percent larger tha
estimated 1995 expenses. Increase
expenditures to maintain operations at

the 1995 level—expenses such as Sa|aHighIightS of the Budget

increases, rate increases for benefits, the . .
full-year cost of rental space added irFfforts in several areas have a major

1995, and increases in the cost of goodgfect on the Board's 1996 operations
and services—account for 2.8 percent?udget.

age points of the increase. Initiatives to

expand training in the Division of Consumer and Community Affairs
Banking Supervision and Regulation, ) .

enhance office automation, maintaif>OmMmunity Reinvestment Act

facilities, and support several smalleiNow that regulations for the Community
projects account for 3.1 percentagdReinvestment Act have been written,
points, for a total increase of 5.9 percentnew challenges lie ahead. Board staff
The imposition of a $1 million savings will be addressing such issues as the
target, which is high by historical way in which the new data collection
standards, reduces the increase oveand distribution systems will be orga-
estimated 1995 expenses to 5.2 percemtized, the extent to which the public will
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be allowed access to the data, and thadministering training and presenting
types of analytical tools that will be usedindividual courses—are expected to
by examiners. remain approximately the same as in
1995. One-time projects to develop new
] ) courses or to significantly revise exist-
Fair Lending ing courses are included in the extraor-
The issue of whether creditors should belinary items budget.
required to collect data on race and
gender is currently being reviewed. )
Because fair lending is an important andieserve Bank Audits
sensitive area and because judicial guid/hile the new program for the auditing
ance is lacking, examination of thisof Reserve Banks by an outside firm was
issue will continue to absorb significantbeing developed and evaluated, funding
Board resources in 1996. was included in the extraordinary items
budget. Now that the developmental and
. evaluation work has been completed,
Regulatory Review funding is included in the Board's

In 1996, staff members will be working operations budget.
to meet the requirements of the Riegle

Community Development and Regula-

tory Improvement Act of 1994, section Economic Analysis

303, that the Board review its regula- , .
tions and policies to improve efficiency;The Board’s 1996 budget includes funds

reduce unnecessary costs and remm{gr fgrelglntravsl togznablg stttaff mfemberz
inconsistent or duplicative require-'©,_develop broader, Dbetier focuse
interaction with foreign governments,

ments; work with the other banking h S
agencies to make the regulations angentral banks, and private-sector indi-
guidelines implementing common statu—\”d#als' Tf;eﬁ main bObJ?Ct'Vgs ?red_to
tory and supervisory policies uniform; €NNance stait members understanding

and, jointly with the other banking of t_r|1_e 'issuest l;facing ott)her na't:ﬁnst,h to
agencies, report to Congress on progreg%m' larize stalt members with  the
ructure and function of supervisory

in these endeavors. Staff members wilf

also be pursuing alternatives to legisla29€ncies and the payment and securities

tive and regulatory intervention: Signifi-(:le‘f’mn.g systems abroad, and to better
cant resources will be devoted to carryMaintain refationships with key individu-
ing out the Board's consumer protectiorfilS IN Other nations.

responsibilities through national educa-

tion campaigns in the financial services .
area. paid Automation
Administrative Systems
Reserve Bank Support Automation Project
. . The Administrative Systems Automa-
Training Activities tion Project (ASAP) is intended to

The Board’s 1996 budget includes fundsmprove personnel and financial man-
for a major effort to enhance examineragement systems at the Board. A major
training. The ongoing costs of thefocus during 1996 will be human

program—expenses associated withesources and position management.
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Accounting for information manage- Facilities

ment resources will be simplified throughT .
: ; - .~ The 1996 budget includes funds for
implementation of a commercial, off-the several initiatives related to the main-

shelf project accounting module. AISO’tenance of the Board's aging facilities
software to manage the Board’s publica- ging '

tions inventory, subscriptions, and salel’¢luding resolution of a structural
will be developed. problem in office space that was added

during building renovations in the late
1970s. A structural engineer is determin-
Statistics and Reserves System ing the extent of the problem and will

The Statistics and Reserves Syster] commend alternative solutions. Pre-
(STAR), a centralized software system minary funding for repair work, based
support’ing both the Reserve Banks and" internal estimates, is included in the
the Board that will provide financial and u\(ljvgeri[(. will continue in 1996 t v
statistical data for the administration of 0 continue 1 0 solve
the Board's monetary, regulatory, anqoer3|ste_nt problemswnh_th_e air handling
supervisory policies, will be imple- SYStem in the Eccles Building to ensure
mented in 1996. STAR will replace (N3t Proper heating, cooling, and air
both the STAT (statistics) system anoqua“ty can be maintained. A three-

the CRR (contemporaneous reservggﬁZ?n Cip'té.ll mperr?iecgstge reﬁ'?inciggé'{
requirements) system. Ing equip w. gun i :

and work in the east and central portions
of the building has been completed. The
Recabling and Automation 1996 budget provides funds for the

Infrastructure Activities replacement of the aging equipment in

A major part of the premisewide networkwiﬁ \(’:Vgrit ?éc:s gghiobgggmg' This work
currently supporting the flow of data The 1896 bud gt ajlso. rovides funds
throughout the Board was designed ten udg 50 provi u

years ago to take advantage of the? ENSUré proper maintenance of the
existing wire installed for the telephone acilities and compliance with the Clean

system. Steadily increasing storage O?\tljriliﬁg; ir:tj the Americans with Dis-
critical data on file servers and databaseg, )

the transfer of mainframe applications

to a network environment, videoconfer- ] )

encing, and expanded Internet accedgotential Requirements Not Funded
require the installation of fiber optic in the 1996 Budget

cable. The 1996 budget also includeg,y notential developments that would

funds to expand and enhance the Boardig, e significant implications for funding

premisewide network and its ServiceSgra not included in the 1996 budget
the infrastructure will be augmented toyec4se |egislation is still pending or the

handle growing requirements for distrib-yeq jirements are not yet fully defined.
uted processing, backup and recovery

capabilities will be expanded, systenr The transfer of regulatory authority
reliability and availability will be  for the Real Estate Settlement Proce-
improved, and remote access to network dures Act (RESPA) from the Depart-
resources for staff members working ment of Housing and Urban Develop-
from home and while traveling will be ment to the Board is becoming more
improved. likely. If the transfer does take place,
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the Board will assume difficult and
complex rulewriting responsibilities.
A portion of the work could be
absorbed by current staff members,

but some new positions may be

required. 0
When the mainframe computer was
acquired in 1994, the decision was

system. Sporadic peaks of demand
noted by the technical staff may
indicate that additional capacity will

be needed in 1996.

perations Budget by Division

and Object of Expense

made to purchase capacity to servic&he overall operations budget, detailed
only known demand and to rely onby Board division, is shown in table 2.1,
modular expansions as necessargnd the number of authorized staff
There is little surplus disk capacity topositions for Board operations is shown

meet requirements for data storagén

table 2.2. The trend in operating

resulting from the collection of CRA expenses over the past ten years, by
data and installation of the new STARobject of expense, is shown in table 2.3.

Table 2.1

Expenses of the Board of Governors, by Division, Office, or Special Account, 1994—-96

Dollars, except as noted

Division, office, 1994 1995 1996 Change, 1994 to 1994 Change, 1995 to 1996

or special account actual estimate budget Amount Percent Amount Percent
Board Members.......| 3,800,329 4,346,642 4,373,225 546,313 144 26,583 .6
Secretary.............. 3,778,925 4,224,496 4,381,020 445,571 11.8 156,524 3.7
Legal..........ocoiii] 7,208,178 7,572,909 7,911,196 364,731 51 338,287 4.5
Research and Statistics | . 23,427,877 25,049,624 26,624,840 1,621,747 6.9 1,575,216 6.3
International Finance...| 8,714,489 9,553,638 9,831,012 839,149 9.6 277,374 29
Banking Supervision

and Regulation.....| 24,470,056 26,004,974 26,089,392 1,534,918 6.3 84,418 3
Human Resources

Management....... 4,604,717 5,407,355 5,489,397 802,638 17.4 82,042 1.5
Support Services...... . 25,965,692 27,111,377 28,138,299 1,145,685 4.4 1,026,922 3.8
Controller ............. 2,309,882 2,817,185 3,167,052 507,303 22.0 349,867 12.4
Consumer and

Community

Affairs ............ 4,856,659 5,771,190 6,321,350 914,531 18.8 550,160 9.5
Stalff Director for

Management....... 2,058,193 1,979,910 2,163,076 -78,283 -3.8 183,166 9.3
Reserve Bank

Operations

and Payment

Systems .......... 11,974,263 13,030,430 13,645,481 1,056,167 8.8 615,051 4.7
Information Resources

Management (IRM)|. 23,598,877 25,681,058 27,784,557 2,082,181 8.8 2,103,499 8.2
Monetary Affairs........ 8,124,502 8,554,999 8,826,525 430,497 5.3 271,526 3.2
Special projects........ 2,117,719 1,523,566 2,213,285-594,153 -28.1 689,719 45.3
IRM income accourit . ..|-16,273,186-15,563,553-15,859,789 709,633 -4.4 -296,236 1.9
Total, Board

operations ........, 140,737,172 153,065,800 161,099,918 12,328,628 8.8 8,034,118 5.2
Extraordinary items. .. .. 1,254,451 1,868,000 1,568,550 613,549 —-299,450
Office of Inspector

General........... 2,820,613 3,062,162 3,035,046 241,549 8.6 -27,116 -9

1. Income from various Board divisions for use of central IRM resources.
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The increment necessary to maintaithe budget process, mainly initiatives
Board operations at the 1995 level igelated to automation projects or facili-
$4.3 million, or 2.8 percent over esti-ties maintenance. The savings target is
mated 1995 expenses. Personnel costdfsetting a portion of the increases for
for current positions (those not added ir996.
the 1996 budget) are increasing $4.5 mil-

!|0n, largely for sa_\larles. The .bUdgetOperations Budget by

includes $3.9 million to provide an ti A

average 4.0 percent increase in salarieg;pera lonal Area

the cost of providing fringe benefits isThe Board’s operations budget supports
up only $0.5 million, significantly less activities in four broadly defined areas:

than in previous years, mainly becausenonetary and economic policy, supervi-

health insurance costs have stayesion and regulation, services to financial

relatively constant. The cost of obtain-institutions and the public, and System

ing goods and services at the 1995 leveadolicy direction and oversight. Data on

is increasing only slightly; most of the expenses and positions for each opera-
overall increase, $3.2 million, is attribut-tional area for 1994-96 are shown in

able to new initiatives approved duringtables 2.4 and 2.5.

Table 2.2
Positions Authorized at the Board of Governors, by Division or Office, 1994—-96
Change
. ) 1994 1995 1996
Division or office -
actual ‘ estimate | budget |,q9, 1995* 1995 to 1996

Board Members...................... . 41 43 43 2 0
Secretary. .....ooiiiii . 61 62 62 1 0
Legal .....ooiiiiii - 85 83 83 -2 0
Research and Statistics.............. A 276 274 274 -2 0
International Finance................. s 110 108 109 -2 1
Banking Supervision and

Regulation. ..................... . 247 244 244 -3 0
Human Resources Management. ... .. 48 49 47 1 -2

Concerrt ... . 22 22 22 0 0

Support Services. ... . 260 261 261 1 0
Controller ..o . 33 34 34 1 0
Consumer and Community Affairs .. .. 57 66 66 9 0
Staff Director for Management....... | 10 10 10 0 0
Reserve Bank Operations and

Payment Systems............... ! 126 125 125 -1 0
Information Resources Managemant. . 249 245 249 -4 4
Monetary Affairs ..................... . 67 67 67 0 0
Subtotal® ... . 1,692 1,693 1,696 1 3
Reimbursable IRM suppott........... 17 20 25 3 5
Total, Board operations .............. 1,709 1,713 1,721 4 8
Office of Inspector General........... 32 31 31 -1 0

1. EEO Concern positions managed by the Division ofprocessing on a reimbursable basis are shown separately,

Human Resources Management. as reimbursable IRM support.

2. Positions that provide IRM support to the Federal 3. Includes eleven summer intern positions and
Financial Institutions Examination Council for HMDA seventeen youth positions.
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Monetary and Economic Policy ties in this operational area include the
Board's monitoring and analysis of
The 1996 budget for monetary anddevelopments in the money and credit
economic policy is $69,363,000, anmarkets, setting of reserve requirements,
increase of $3,578,000, or 5.4 percengpproval of changes in the discount rate,
over estimated 1995 expenses. Activiand other activities related to the

Table 2.3
Operating Expenses of the Board of Governors, by Object of Expense, 1986-96

Dollars, except as noted

! 1986 1987 1988 1989 1990 1991 1992
Object of expense actual actual actual actual actual actual actual
Personnel services
Salaries.............. 53,907,104 53,897,434 56,148,964 61,282,747 68,565,290 73,814,229 79,624,065
Retirement .......... 2,669,919 3,040,162 3,432,541 3,895,063 4,600,876 5,061,514 6,297,728
Insurance............ 2,793,075 3,360,712 3,704,162 4,412,059 4,931,007 6,498,143 6,701,386
Subtotal........... 59,370,098 60,298,308 63,285,667 69,589,869 78,097,173 85,373,886 92,623,179

Goods and services
Travel ............... 2,541,080 2,839,098 3,160,877 3,328,569 3,402,408 3,461,161 3,866,956
Postage and

expressage...... 1,011,146 1,003,675 1,155,989 1,070,114 1,141,989 1,205,177 1,116,289
Telecommunications |. 1,481,210 1,589,541 1,570,881 1,543,082 1,758,280 1,605,383 1,799,049
Printing and binding .|. 919,417 1,044,007 1,089,282 1,110,232 1,153,340 1,042,125 1,102,529
Publications ......... 9,736 -553,721 -399,780 -363,868 -558,890 -928,376 -487,119
Stationery and

supplies......... 823,700 882,518 718,675 748,374 897,458 720,201 766,724
Software ............ 2,336,462 2,698,215 2,511,195 2,505,712 2,100,705 2,428,141 2,789,229
Furniture and

equipment ....... 804,473 912,190 683,986 527,403 827,093 693,850 1,185,164
Rentals.............. 2,358,492 1,077,223 526,797 -53,281 -964,521 -930,489 -923,096
Books and

subscriptions. ... .. 437,607 453,194 505,042 581,957 578,255 608,422 695,953
Utilities ............. 1,489,504 1,606,458 1,599,072 1,570,807 1,701,944 1,685,659 1,805,394
Building repairs

and alterations . |. 891,762 1,146,201 1,043,950 849,336 943,208 1,001,932 2,071,284

Building repairs
and maintenance|. 1,208,295 1,711,866 2,001,771 1,904,533 1,837,383 1,896,945 1,969,385
Contingency
Processing
Center expenses |.. 0 0 0 142,409 236,866 190,571 263,578
Contractual
professional
services......... 2,067,158 2,262,974 3,128,128 3,353,702 2,685,647 2,669,270 4,491,285
Tuition/registration
and membership

fees ............ 591,255 533,136 564,406 512,829 601,730 671,010 842,216
Subsidies and

contributions. ... .. 703,213 657,451 697,237 413,020 529,289 638,975 735,835
Depreciation. ......... 5,792,926 7,463,035 7,528,810 6,740,169 5,881,928 5,607,265 6,010,707
All other ............ -841,893 -1,433,861 -1,446,788 -781,803 -451,910 167,698 85,482

Subtotal........... 24,625,543 25,893,200 26,639,531 25,703,297 24,302,202 24,434,920 30,186,844

Total, Board

operations ........ 83,995,641 86,191,508 89,925,198 95,293,166 102,399,375 109,808,806 122,810,023
Extraordinary items . |. 0 0 0 0 0 373,333 3,147,319

Office of Inspector
General......... 0 127,369 579,512 718,224 1,341,281 1,568,102 1,930,243
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management of the nation’s monetanSupervision and Regulation
policy. The percentage increase for this
area is slightly higher than the percentThe 1996 budget for supervision and
age increase for the overall budgetegulation is $58,907,000, an increase of

because of automation initiatives.

$3,196,000, or 5.7 percent, over esti-

Table 2.3
Continued
Dollars, except as noted
Averagle
Percentage annual
. 1993 1994 1995 1996
Object of expense actual actual estimate budget 1932129396 ngc:nnéeel?e
1986 to 1996
Personnel services
Salaries.............. 87,599,597 90,527,712 98,997,942 103,519,724 4.6 6.7
Retirement .......... 7,068,246 7,535,217 7,752,905 7,618,500 -1.7 11.1
Insurance............ 7,706,077 8,407,540 8,734,404 9,198,987 53 12.7
Subtotal........... 102,373,920 106,470,469 115,485,251 120,337,211 4.2 7.3
Goods and services
Travel ............... 4,585,941 4,640,006 4,764,535 5,189,664 8.9 7.4
Postage and
expressage...... 1,210,452 1,246,922 1,235,000 1,287,000 4.2 2.4
Telecommunications | . 1,866,344 2,034,521 2,069,000 2,099,000 14 35
Printing and binding .. 1,052,358 1,244,795 1,349,208 1,460,000 8.2 4.7
Publications ......... —-334,756 -15,861 -240,634 -266,500 10.7
Stationery and
supplies......... 847,364 801,978 1,042,840 1,098,271 5.3 29
Software ............ 2,826,065 3,003,361 3,864,015 4,333,033 12.1 6.4
Furniture and
equipment....... 1,257,199 1,177,826 1,366,288 1,170,791 -14.3 3.8
Rentals.............. 231,014 554,320 3,880,937 4,289,365 10.5 6.2
Books and
subscriptions. ... .. 754,896 923,363 997,658 1,072,599 75 9.4
Utilities ............. 1,877,818 2,124,129 2,090,000 2,215,000 6.0 4.0
Building repairs
and alterations .|. 1,330,905 1,742,693 1,915,750 1,449,500 -24.3 5.0
Building repairs
and maintenance| . 2,102,307 2,108,816 2,286,257 2,304,969 .8 6.7
Contingency
Processing
Center expenses |. . 201,100 185,197 35,400 0 -100.0 .0
Contractual
professional
services......... 5,175,207 6,306,314 8,375,561 9,651,940 15.2 16.7
Tuition/registration
and membership
fees ............ 981,023 1,054,888 1,501,696 1,530,917 1.9 10.0
Subsidies and
contributions. ... .. 768,186 676,989 786,672 745,900 -5.2 .6
Depreciation. . ....... 6,563,369 6,967,751 7,408,182 8,207,774 10.8 35
All other ............ 631,885 -2,511,306 -7,147,816 -7,076,516 .
Subtotal........... 33,928,677 34,266,702 37,580,549 40,762,707 8.5 5.2
Total, Board
operations ........ 136,302,595 140,737,172 153,065,800 161,099,918 5.2 6.7
Extraordinary items . |. 436,473 1,254,451 1,868,000 1,568,550
Office of Inspector
General......... 2,709,794 2,820,613 3,062,162 3,035,046 -9 42.2
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mated 1995 expenses. Supervisionse with the NIC database, which will
includes review of examination reportsreplace software used with the previous
on state member banks and inspectiostructure and financial databases, will be
reports on bank holding companiecompleted in 1996, resulting in a sav-
prepared by the Reserve Banks, prepangs of $700,000.
ration of special studies related to
international applications, direction of : : . I
enforcement actions, and regulation Ogﬁéviﬁgsggblﬁtnanmal Institutions
trust activities. Regulation includes the
formulation of regulations, oversight of The 1996 budget for services to finan-
mergers and foreign banking activitiescial institutions and the public is
enforcement of consumer protectior3,208,000, an increase of $229,000,
regulations, and the regulation of securior 7.7 percent, over estimated 1995
ties credit. The percentage increase faexpenses. This operational area covers
this operational area is greater than thagupport to and oversight of the payment
for the overall budget because of majomechanism activities of the Reserve
investments to improve training for Banks and Branches, specifically, evalu-
Reserve Bank examiners in capitabtion of the operational and pricing
markets instruments, interest rate rislperformance of the check payment
assessment, internal model evaluatioractivities of the Reserve Banks; oversight
and asset and liability management. of the electronic payments mechanism;
Holding down the overall rate of and annual evaluation of the System’s
increase for this operational area areurrency, coin, and food coupon
savings related to charges for use of theperations.
mainframe computer: A change in the The percentage increase for this
accounting treatment of the Nationaloperational area is greater than that for
Information Center (NIC) is reducing the overall budget because of the full-
charges to the area by almost $1 millionyear cost of position vacancies filled
also, the development of software forduring 1995. Some of these positions are

Table 2.4

Expenses of the Board of Governors for Operational Areas,
Extraordinary Items, and Office of Inspector General, 1994—-96

Thousands of dollars, except as noted

1994 1995 1996 Change, 1994 to 1995 Change, 1995 to 1996

actual estimate | budget

Type of expense

Amount Percent Amount Percent

Monetary and economic
policy ............... 59,901 65,785 69,363 5,884 9.8 3,578 5.4

Supervision and regulation| . 52,619 55,711 58,907 3,092 5.9 3,196 5.7

Services to financial
institutions and the

public ............... 2,647 2,979 3,208 332 12.5 229 7.7
System policy direction and

oversight ............ 25,570 28,590 29,622 3,020 11.8 1,032 3.6
Total, Board operations ...| 140,737 153,065 161,100 12,328 8.8 8,035 5.2
Extraordinary items........ 1,254 1,868 1,569 614 L =299 .
Office of Inspector General . 2,821 3,062 3,035 241 86 27 -9

1. Operating expenses include allocations for support and overhead.
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at higher levels, and the increased cosextraordinary items budget to this area
have a large effect on the area’s relativelpf the operations budget.
small budget.

Capital Budget

gzgt%rc elfsoig%)t/ Direction The Bogr_d’s 1995 capital bud'g'e't of
$9.9 million provides for facilities
The 1996 budget for System policyimprovements and improved office
direction and oversight is $29,622,000automation and automation infra-
an increase of $1,032,000, or 3.6 perstructure.
cent, over estimated 1995 expenses. Approximately $4.0 million is bud-
This operational area covers oversightgeted for several critical projects to
direction, and supervision of System andnaintain the integrity of the existing
Board programs. Included are oversighbuildings: $1.6 million for completion
of Reserve Bank programs that directlyof a project to improve heating, ventila-
support Board members in carrying oution, and air conditioning; $0.5 million
their functions and operations; budgetfor the 1996 portion of the cost to
ing and accounting; financial examinaseplace the chiller system; $0.7 million
tions; audit and operations reviews; andor ongoing modifications to bring the
automation and communications. Salarpuildings into compliance with the
increases are the major reason for thAmericans with Disabilities Act; and
higher costs for this operational area. A$1.2 million for other building projects.
lesser factor is the transfer of the cost of A total of $4.8 million is budgeted for
the audits of the Reserve Banks from th@automation projects, including $1.2 mil-

Table 2.5

Positions Authorized at the Board of Governors for Operational Areas,
Support and Overhead, and Office of Inspector General, 1994—96

Activity 1994 1995 1996 Change, 1994 to 1995 Change, 1995 to 1996
actual estimate | budget Amount Percent Amount| Percent

Monetary and economic

policy ..........c.ool) 437 433 434 -4 -9 1 2
Supervision and regulation ... 384 392 392 8 21 0 0
Services to financial

institutions and the

public .................L 21 21 21 0 .0 0 .0
System policy direction and

oversight .............. 162 163 163 1 .6 0 .0
Support and overhead ... ... 688 684 686 -4 -.6 2 3
Subtotal® ................ .. 1,692 1,693 1,696 1 1 3 2
Reimbursable IRM suppdtt. . 17 20 25 3 17.6 5 25.0
Total, Board operations...... 1,709 1,713 1,721 4 2 8 5
Office of Inspector General .| . 32 31 31 -1 -3.1 0 0

1. Includes eleven summer intern positions and seventeen youth positions.
2. Positions that provide IRM support to the Federal Financial Institutions Examination Council,
on a reimbursable basis, for processing of HMDA data.
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lion for the research divisions to upgrade3.8 percent increase from 1994 to 1995
and expand network capabilities,mainly because of a smaller merit
$0.8 million to begin the Boardwide increase (4.0 percent for 1996 versus
data recabling project, $0.7 million for 5.5 percent for 1995), a smaller increase
enterprise network enhancementsfor rental space ($400,000 versus
$0.6 million to continue the develop-$1.2 million), and continuing significant
ment and implementation of ASAP, andefforts to hold down costs. The 5.2 per-
$0.3 million for the modernization of the cent increase is also lower than the
Central Automation/Telecommunications8.0 percent average annual rate of
Operations (CATO) center. The remainincrease over the past five years and the
ing funds are for smaller projects,6.7 percent average rate over the past ten
mainly office automation. years. The lower growth for 1996
reflects a slowing of the high rate of
growth in recent years attributable to the
supervision and regulation operational
area. Charts 2.1 through 2.5 show trends
The increase in the 1996 operation®ver 1986—96.
budget, 5.2 percent, is lower than the Approximately three-fourths of the
Board’'s operating expenses are for
Chart 2.1 personr_wel; co.nse.quently, analysis of
3 trends is heavily tied to staffing levels.
Operating Expenses of the Over the past ten years the number of
Board of Governors, 1986,;‘7?'6 ¢ doll positions authorized for Board opera-
ions o1 A8 tions has increased from 1,568 to 1,721,
an increase of 153, or 9.8 percent. The
150 increase in positions over the period was
largely in the supervision and regulation
operational area (increase of 127 posi-
110 tions). In 1990, the number of positions
was at a low of 1,557. Since then, the

Trends in Expenses
and Employment

Current dollars
130

1986 dollarg

IS I ) B | Chart 2.2
1986 1991 1996 .
Expenses for Personnel Services
Expenses in millions of at the Board of Governors, 198696
Year Millions of dollars
Current dollars 1986 dollars
1986 ........... 84.0 84.0
1987 ...ivuenen. 86.2 83.5 110
1988 ........... 89.9 84.0 Current dollars
1989 ........... 95.3 85.0
1990 ........... 102.4 87.6 90
1991 ........... 109.8 90.4
1992 ........... 122.8 98.2
1993 ........... 136.3 106.9 70
1994 ........... 140.7 108.2 086 dollaré
1095 ........... 153.1 1145 etelel Clellzly
1996 ........... 161.1 117.5 | | | | | | | | | |
1. Excludes the Office of Inspector General and!986 1991 1996

extraordinary items. For 1995, estimate; for 1996, budget. 1. Excludes the Office of Inspector General and
2. Calculated with the GDP price deflator. extraordinary items. For 1995, estimate; for 1996, budget.
3. Number slightly revised from earlier edition. 2. Calculated with the GDP price deflator.
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number has increased because dthart2.4
increased workload, primarily in the Annual Rate of Change in Operating
areas of supervision and regulation anéxpenses of the Board of Governors,
consumer and community affairs. Thel986-96

original 1995 budget authorized 1,731 Percent
positions but included a commitment to
continue a program to reduce position: _ 12
begun in 1993. By the end of 1995 the
number was 1,713 (a figure that woulc 9

have been lower except for new require
ments in 1995 for 3 new positions
related to the CRA and 5 overheac 3
positions associated with the renta
space). Although the 1996 operation —
budget adds 8 new positions, the totat®®® 1991 - 19%
for operations. 1721 is 10 less than @ enerland extaordray toms.For 1555 esimat o
1996, budget.

budget.

Although the number of authorizedChart 2.5
positions has fluctuated during the tenEmployment and Authorized Positions
year period, the proportion of the Board'sat the Board of Governors, 1986-96

6

budget devoted to salaries (excluding Number in thousands
benefits) has remained relatively stabls
at roughly 65 percent. The proportion 17

devoted to retirement and insurance ha Authorized position

increased, largely because of increase 16
in health insurance costs, a change i
the law that applies Medicare costs tc 15
federal employee§, and _changes in th Employment .
rate of the Board’s contribution to the
thrift plan. IS I Y[ A I B |
1986 1991 1996
Chart 2.3 _
Expenses for Goods and Services Year Employment | Auiorzed
at the Board of Governors, 198696 1086 Laga 1540
Millions of dollars g7 """ 1,457 1,529
1988 ........... 1,484 1,534
a0 1989, 1,477 1,533
1990 ........... 1,505 1,529
1991 ........... 1,517 1,542
Current dollars 1992..........e 1,563 1,639
30 1993..... 1,636 1,664
1994 .......... 1,635 1,664
199% .......... 1,644 1,665
1986 dollare 1996 ........... 1,644 1,668
20 1. Year-end data. Excludes summer intern and youth

L L L | positions as well as positions for the Office of Inspector
General, which for 1996 number 28 and 31 positions
1986 1991 1996 respectively; 1996 figures also exclude 25 positions that
1. Excludes the Office of Inspector General andprovide support to the FFIEC for processing of HMDA
extraordinary items. For 1995, estimate; for 1996, budgetdata.
2. Calculated with the GDP price deflator. 2. Numbers slightly revised from earlier edition.
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Extraordinary Items

The 1996 extraordinary items budget
provides $1,568,550 for two projects.
Included is $556,500 for the final stage
of the Survey of Consumer Finances,
which will provide financial data to
serve a variety of policy analysis and
monetary policy purposes. This effort
reflects the Board'’s interest in enhanc-
ing the quality of economic data by
obtaining information on income, assets,
debts, pensions, employment, use of
financial services, saving behavior, and
other characteristics of U.S. households.
Cross-categorization of the data will
allow important statistical observations
useful in a variety of economic studies.
The second project, which accounts for
the remaining $1,012,050, is for devel-
opment of training courses for bank
examiners.

Two items that were included in the
1995 extraordinary items budget have
been moved to the operations budget
for 1996. One is the annual audits of
approximately two Reserve Banks and
of the consolidated financial statement
for the twelve Reserve Banks. The other
is a survey to help determine the amount
of currency held abroad and the degree
to which counterfeit currency is a
problem in foreign countries. .
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Chapter 3
Federal Reserve Banks

The 1996 operating budgets for the Expenses for personnel (salaries and
twelve Reserve Banks approved by théenefits) account for $1,234.0 million,
Board of Governors total $1,968.8 mil-or 63 percent of the 1996 operations
lion, an increase of $95.2 million, or budget, an increase of $45.8 million, or
5.1 percent, over estimated 199%3.9 percent, over estimated 1995 person-
expenses (table 3.1). Not included in theel expenses (table 3.2). Nonpersonnel
budgets is the cost of the Automationexpenses (mainly for building and
Consolidation special project ($36.9 mil-automation projects) are budgeted at
lion).t Including the cost of this special $734.8 million, an increase of $49.4 mil-
project, the Reserve Banks’ 1996 budgetlon, or 7.2 percent, over estimated 1995
total $2,005.7 million, an increase ofnonpersonnel expenses.
$88.9 million, or 4.6 percent. The following two sections discuss
Employment, including the staff major initiatives and the budget objec-
associated with FRAS, is budgeted ative for the Reserve Banks in 1996.
23,824 ANP (average number of perSubsequent sections provide details for
sonnel), a decrease of 143 ANP, othe four operational areas as well as for
0.6 percent, from estimated 199%objects of expense, capital outlays, and
employment. Reserve Bank employiong-term trends. Appendix A gives
ment is expected to decrease bynore information on capital outlays, the
113 ANP, and FRAS employment byspecial project, and other special cate-

30 ANP2 gories of expense, and appendix D gives
additional data by District and opera-
tional area.

1. The budget for the Automation Consolida-
tion special project includes transition expenses
associated with the move to a centralized environ i At
ment and expenses for FRAS (Federal Reserv'é/lajor Initiatives

automation Services, the unit responsible foThe 1996 Reserve Bank budgets provide

consolidated data processing for the Reserv ; [ .
Banks). FRAS charges to the Autcmm,jmonf"or the following initiatives (table 3.3):

Consolidation special project in 1996 are budgeted Consolidation of data processing and

at $25.8 million. -
2. The term average number of personnel data communications

describes levels and changes in employment at tfe Installation of new high-speed cur-
Reserve Banks. ANP measures the number of rency processors

employees in terms of full-time positions for thee |nstallation of equipment and software

time period. For instance, a full-time employee ; ; _
who starts work July 1 counts as 0.5 ANP for that to support image processing of com

calendar year; two half-time employees who start Mercial and Treasury checks and
January 1 count as 1 ANP. Because the Reserve archival of Treasury checks

Banks’ accounting system carries calculations Changes to ensure compliance with
related to employment to two decimal places but generally accepted accounting prin—

employment in this volume is expressed in whole ~. - .
numbers, rounding error may result in slight ciples for self-insured medical and

discrepancies in employment figures among the Postemployment benefits and compen-
tables and charts in this volume. sated absences
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« Application of the recently adoptedfour new currency processors in eleven
regulations implementing the Commu-Districts; the remainder is associated

nity Reinvestment Act with higher depreciation and mainte-
» Office automation, and upgrading ofnance expenses, additional staff at two

local area networks Reserve Banks to operate the new
* New building programs currency processors, and renovation and

remodeling of cash areas to accom-
Charges to the Reserve Banks bynodate the equipment.
FRAS are expected toincrease $20.5 mil- The budget includes $8.0 million for
lion, mostly because of increases relatethe check imaging initiative, $5.0 mil-
to data processing ($17.3 million), butlion more than estimated 1995 expenses.
also for additional equipment and sup-Approximately one-third of the funds
port as customers are added to thare for the imaging project for Treasury
Fednet data communications networlchecks: In 1996, the Federal Reserve
($3.2 million). will begin to provide image-supported
Expenditures on new projects relatedheck truncation services to the Treasury.
to currency are budgeted to increasélso, many Reserve Banks are upgrad-
$16.8 million over estimated 1995ing their check sorters and their software
expenses. Most of the increase ifgor processing checks with image-
earmarked for the installation of thirty- capable equipment in anticipation of

Table 3.1
Expenses and Employment at the Federal Reserve Banks, 1995 arid 1996
Change
1995 1996
Category X
estimate budget Amount Percent

Expenses (millions of dollars)
Operationd ..........cocovvvininn.. . 1,873.6 1,968.8 95.2 51
Special project .................... . 43.2 36.9 -6.3 A

Total .....oovviiii . 1,916.8 2,005.7 88.9 4.6
Employment (average number
of personnely
Operation ...........covvvvnnn. . 23,375 23,261 -113 -5
FRAS .. . 593 563 -30 .

Total ... . 23,967 23,824 -143 -.6

1. Excludes capital outlays.
2. Includes support and overhead (see appendix D, table D.3, note 1, for definitions).
3. See text note 1 for definition of average number of personnel.

Table 3.2
Operating Expenses of the Federal Reserve Banks, by Object, 1994—-96
Millions of dollars, except as noted

Object 1994 1995 1996 Percentage Change

actual estimate budget | 1994 19 1995| 1995 to 1996
Personnel. ................... . 1,683 1,188.2 1,234.0 17 39
Nonpersonnel................ 628.6 685.4 734.8 9.0 7.2
TOtal oo . 1796.9 1,873.6 1,068.8 43 5.1

1. Includes the costs of support and overhead (see appendix D, table D.3, note 1,
for definitions). Excludes special projects.
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offering commercial check image prod-estimated 1995 expenses. Excluding
ucts to depository institutions. expenses for special projects, which
In 1994, the Board decided that thewere expected to decline in 1996, the
Reserve Banks should conform to genelincrease was projected to be 5.8 percent.
ally accepted accounting principlesThe Board anticipated that within this
(GAAP) for transactions similar to thoseguideline, expenses for ongoing Reserve
in the private sector. Therefore, Reserv8ank operations would increase
Bank accounting has been modified t®.5 percent over estimated 1995 ex-
provide for the accrual of self-insuredpenses. Expenses for several initiatives—
expenses (medical and dental benefigsutomation consolidation, installation of
and workers compensation), of compennew currency processors, check imaging
sated absences, and of postretiremeanttivities, and CRA implementation—
benefits, including life and disability would account for $47.5 million of the
insurance. The change has addeprojected 1996 increase. Partly offset-
$5.6 million to the 1996 budget. ting the increase was an anticipated
The Reserve Banks have budgetedecrease of $3.9 million due to the non-
$1.5 million and 23 ANP for imple- recurring transition expense of the move
mentation of the recently adopted Comto conform with GAAP for private-
munity Reinvestment Act (CRA) sector-like transactions. The objective
regulations—an increase of $1.0 millionalso included a savings target of
and 15 ANP over resources expended 0%2.5 million. Table 3.4 compares
this initiative estimated for 1995. the 1996 budget objective with the
approved 1996 budget.
A The 1996 increase for ongoing
1996 Budget Objective Reserve Bank operations (when the
In 1995, the Board approved a 1996avings target is included) is $19.1 mil-
Reserve Bank budget objective thation less than anticipated in the budget
provided for an increase in totalobjective. The increase is less than the
expenses, including special projects, 08.5 percent objective in part because the
$103.6 million, or 5.4 percent, overNew York Reserve Bank shifted $4 mil-

Table 3.3
Major Initiatives of the Federal Reserve Banks, 1996

Million of dollars, except as noted

Contribution to
P : Change, total 1996 operating
Initiative 1995 estimate 1996 budget 1995 to 1996 | expense increase
(percentage points)
FRAS production charges.......... 143.8 164.3 20.5 11
Currency processors. . ............. ! 26.5 43.3 16.8 9
Check imaging projects. ........... 3.0 8.0 5.0 3
Compliance with GAAP............ 3.9 9.5 5.6 3
Implementation of CRA regulations |. . 5 15 1.0 1
Office automation/LAN upgrades. ... 1.8 55 3.7 2
New building programs............ 9 3.8 2.9 1
Total ...l . 180.4 235.9 55.5 3.0
MEMO
Total operating expenses.......... 1,873.6 1,968.8 95.2 5.1
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Table 3.4 by the Board. The cost of compliance
1996 Budget Objective and Budget with GAAP is increasing from $3.9 mil-
of the Federal Reserve Barks lion to $9.5 million, instead of decreas-
Percent change from 1995 expenses ing from the $12.2 million to $8.3 mil-
—— lion as was anticipated in the budget
Item objecive Budget  objective, owing to better information.
J . .
. , Also, the cost of installing the new
Continuing operating expenses |.. 35 2.1 . -
INIALVES ... v 'veveseseseannnn, .23 30 currency processors is $6.0 million

Total excluding special projects . 5.8 51 greater than anticipated; although the
MEsO new processors are expected to eventu-
Special project................. . -4 -5 ally result in lower staffing levels,
staffing levels are expected to increase
during the transition period to address
inventory backlogs and to staff addi-
tional work shifts in two Reserve Banks.
lion more than expected from ongoingln contrast, FRAS production charges
operations to the special project. Alsoare $4.1 million lower than the bud-
expenses for retirement and other benayet objective: Costs for equipment and
fits are $4.3 million lower than expectedsoftware are lower than expected because
because of lower hospital and medicabf a delay in the project to develop ACH
costs as Reserve Banks changed theapplication software for use in the
health plans and benefit plans wereonsolidation environment.
reevaluated. In addition, other person- The 1996 budget objective for special
nel expenses in 1995 were much higheprojects was $33.6 million, $5.4 million
than budgeted for; this nonrecurringless than estimated 1995 expenses. The
increase in overtime expenses and in th£996 budget, at $36.9 million, is
use of outside agency help in 1995 con$3.3 million more than the budget
tributed $11.9 million to the difference objective, largely because the New York
between the budget objective for ongoReserve Bank’s charges to the special
ing operations and the approved budgeproject are increasing $4.7 million; the

The increase of $48.9 million for elimination in 1996 of the special
Reserve Bank initiatives is contributingproject on currency authentication is
$5.3 million above the target approvedoartly offsetting these higher charges.

Total including special projects ..| 5.4 4.6

1. See data on expenses in table 3.1.

Table 3.5
Operating Expenses of the Federal Reserve Banks, by Operational Area, 1994-96

Thousands of dollars, except as noted

Percentage change
Operational area actual | esimate | budget
1994 to 199# 1995 to 1996
Monetary and economic policy......... 120,869 127,528 136,618 5.5 7.1
Services to the U.S. Treasury
and other government agencies. . .. 209,453 222,176 223,590 6.1 6
Services to financial institutions
and the public..................... . 1,105,140 1,127,573 1,177,579 2.0 4.4
Supervision and regulation. ............ 361,458 396,298 430,984 9.6 8.8
Total .. .. 1,796,920 1,873,575 1,968,770 43 5.1

1. Excludes special projects.
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Budget by Operational Area ing client-server applications. Overhead

: expenses are increasing $2.1 million, or
Tables 3.5 and 3.6 summarize expens%s_op percent, mainly k?ecause of the

g)nudr gn:eeift?/orrr]\::];:g;;h?aile;segvs t?]?gfs'ncreases in expenses and the number of
P : ' 9Bersonnel and because of higher costs

3.10 give details for each area. for the library activity, which includes
responding to specific inquiries for
: : information. The staffing level will
Monetary and Economic Policy increase by 8 ANP, or 1.1 percent,
The 1996 budget for the monetary andargely because of the full-year impact
economic policy operational area isof filling vacant positions.

$9.1 million, or 7.1 percent, more than
gsumated 1995 expenses. The increase, .\ ices to the U.S. Treasury
is due to merit salary increases, highe nd Other Government Agencies
charges by FRAS for data processing, 9

the dollar impact of additional staff, andThe 1996 budget for services to the
higher costs for developing and supportTreasury and other government agencies

Table 3.6
Employment at the Federal Reserve Banks, by Activity, 1994-96

Average number of personnel, except as ndted

Activity 1994 1995 1996 Percentage change
actual | estimate | budget |99, 199# 1995 to 1996

Operational areas
Monetary and economic policy. ........ 729 728 736 -1 1.1
Services to the U.S. Treasury

and other government agencies. . .. 1,754 1,719 1,627 -2.0 -5.4
Services to financial institutions

and the public..................... . 8,302 8,249 8,161 -.6 -1.1
Supervision and regulation. ............ 3,079 3,115 3,226 1.2 3.6
Support and overhe&ad
SUPPOIt .. . 4,603 4,578 4,534 -5 -1.0
Overhead ............cooiiiiiiiinn . 5163 4,985 4,976 -3.5 -2
Total .. .. 23,630 23,375 23,261 -1.1 -5

1. Excludes special project and FRAS ANP.
2. See text note 2 for definition of average number of personnel.
3. See appendix D, table D.3, note 1, for definitions.

Table 3.7
Expenses of the Federal Reserve Banks for Monetary and Economic Policy, 1994-96

Thousands of dollars, except as noted

Senvice 1994 1995 1996 Percentage change

actual estimate | budget | g9, 4, 1995% 1995 to 1996
Economic policy determination. .. ...... 96,192 99,780 107,025 3.7 7.3
Open market trading................... . 24,677 27,748 29,593 12.4 6.6
Total ... .. 120,869 127,528 136,618 55 7.1

1. Excludes special projects.
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is $1.4 million, or 0.6 percent, more thanthe increases; the staffing level for this
estimated 1995 expenses. Data processervice is expected to decline by
ing charges by FRAS are the largesb0 ANP, or 6.8 percent, in 1996.
contributor to the increase. Overhead

costs are also increasing, owing t . : . I
increases resulting from initiatives in th(gS eév;ﬁesF;[obIFmanmal Institutions
bank administration and personnel areag” € Fublic

and increases in security and telephonExpenses for this operational area, which
costs. The regionalization of savingsencompasses both priced and nonpriced
bonds operations is partly offsettingservices, are budgeted to increase

Table 3.8

Expenses of the Federal Reserve Banks for Services to the U.S. Treasury
and Other Government Agencies, 1994196

Thousands of dollars, except as noted

Senvice 1994 1995 1996 Percentage change
actual estimate | budget |99, ¢, 199# 1995 to 1996

Savingsbonds............... ...l . 14,082 0 0 L L
Centralized operations—savings bonds. 62,930 72,144 69,344 14.6 -3.9
Other Treasury iSSUES. ................. . 19,655 22,579 22,456 14.9 -5
Centralized operations—other Treasury

ISSUBS ..ot . 2,325 2,593 2,794 115 7.8
Centrally provided Treasury

and agency services............... I 23,830 27,501 30,455 15.4 10.7
Government accounts. ................. . 33,854 38,060 37,152 12.4 -2.4
Food coupons. ...t . 22,654 24,241 25,143 7.0 3.7
Other ... .. 30,123 35,057 36,245 16.4 3.4
Total ... .. 209,453 222,176 223,590 6.1 .6

1. Excludes special projects.

Table 3.9

Expenses of the Federal Reserve Banks for Services to Financial Institutions
and the Public, 1994-96

Thousands of dollars, except as noted

Senvice 1994 1995 1996 Percentage change
actual estimate | budget | g9, 4, 1995% 1995 to 1996
CUITENCY .« .o . 198,003 223,596 249,729 12.9 11.7
COIN e .. 26,939 26,804 28,696 -5 7.1
Specialcash.......................... . 5,939 5,010 5,929 -15.7 18.3
Commercial check ..................... . 531,854 518,174 529,157 -2.6 2.1
Othercheck...........coooviiiinn., . 35,936 38,315 41,336 6.6 7.9
Funds transfer......................... . 72,577 68,610 67,546 -55 -1.6
Automated clearinghouse.............. 83,795 84,622 83,829 1.0 -9
Book-entry securities transfer.......... 35,654 38,484 38,875 7.9 1.0
Other securities and noncash collection | ... 8,293 7,391 7,911 -10.9 7.0
Loans to member banks and others ... | 18,458 20,596 21,877 11.6 6.2
Public programs. .............. ... ... . 59,022 66,483 71,652 12.6 7.8
Other ... .. 28,669 29,489 31,043 29 53
Total .. .. 1,105,140 1,127,573 1,177,579 2.0 4.4

1. Excludes special projects.
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$50.0 million, or 4.4 percent, in 1996.in the transition phase are temporarily
The staffing level is budgeted to decreasmcreasing staff.
by 88 ANP; a decline for the com- The budget for the funds transfer
mercial check service (160 ANP) isservice is declining $1.1 million, or
being partially offset by increases forl.6 percent, and the budget for the
public programs (28 ANP) and for theautomated clearinghouse (ACH) service
noncash collection service (14 ANP). is declining $0.8 million, or 0.9 percent,
The commercial check serviceprimarily because of the movement
accounts for nearly half of the amounttoward a centralized-applications operat-
budgeted for this operational area anéhg environment.
employs 4,748 ANP. The 1996 budget Expenses for public programs in the
for this service is increasing $11.0 mil-Reserve Banks are expected to increase
lion, or 2.1 percent, a result of the$5.2 million, or 7.8 percent, because of
installation of equipment and softwareincreased publications, expanded com-
to support check imaging and highemunity affairs programs and other
Fednet costs to support increasedutreach programs, additional educa-
electronic products and services tdion for financial institutions about the
paying financial institutions. Although new CRA regulations, and other eco-
forecasts differ by District, check volumenomics education and public speaking
has continued to stabilize from therequirements.
substantial losses in 1994. The staffing
level for this service is expected to
decline by 160 ANP, or 3.2 percent,
from the estimated 1995 level. The 1996 budget increase for the super-
Expenses for the currency and coirvision and regulation operational area
services are budgeted to increasef $34.7 million, or 8.8 percent, over
$28.0 million, or 11 percent, in 1996, estimated 1995 expenses reflects a staff
mainly because of the installation ofincrease of 111 ANP. At the New York
new currency processors: Offices thaReserve Bank, additional staff will
have completed installation of the newsupport a multiyear document-imaging
processors are trimming staff owing toinitiative and expansion in the for-
improved efficiencies, but those that areeign banking division. Increases at

Supervision and Regulation

Table 3.10
Expenses of the Federal Reserve Banks for Supervision and Regulation, 1994-96

Thousands of dollars, except as noted

Service 1994 1995 1996 Percentage change
actual | estimate | budget |99, 199# 1995 to 1996

Supervision of District

financial institutions. - 219,941 236,598 256,663 7.6 8.5
Consumer affairs......................| . 28,959 37,074 42,577 28.0 14.8
Administration of laws and regulations

related to banking................. . 95,953 104,069 111,697 8.5 7.3
Studies of banking and financial

market structures.................. . 16,605 18,557 20,046 11.8 8.0
Total ... .. 361,458 396,298 430,984 9.6 8.8

1. Excludes special projects.
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other Reserve Banks are a result ofo be $32.3 million, or 3.5 percent,
state member bank growth; moregreater than estimated 1995 expenses.
comprehensive supervision; the comExpenses for salaries are budgeted to
plexities of reviewing nontraditional increase $43.3 million, or 4.8 percent.
banking products, regulatory changesMerit pay accounts for a large portion of
industry consolidation, and geographidhe increase; also contributing to higher
expansion; and the full-year impact ofsalary expenses are promotions, reclas-
filling vacancies in 1995. sifications, changes in the mix of staff,
and structure adjustments. Increases for
salaries are being partially offset by a
reduction of $4.6 million in overtime
Personnel expenses—officer and enexpenses due to volume declines and
ployee salaries, other compensation tthe conclusion of some 1995 initiatives
personnel, and retirement and othein the check area; short-term position
benefits—account for 63 percent ofvacancies (lag) are also partly offsetting
Reserve Bank operating expenses budalary increases. The decrease in other
geted for 1996. The amount budgetegersonnel expenses ($11.0 million) is
for 1996 is 3.9 percent more thandue to a decline in outside agency help.
estimated 1995 expenses (table 3.11). Expenditures for retirement and other
Salaries and other personnel expensesenefits, which account for 14 percent
which account for 49 percent of budgeteaf budgeted 1996 operating expenses,
1996 operating expenses, are expectete expected to be $13.5 million, or

Budget by Object of Expense

Table 3.11
Operating Expenses of the Federal Reserve Banks, by Object, 1994-96
Thousands of dollars, except as noted

Object 1994 1995 1996 Percentage change
actual estimate | budget |99, 1, 199# 1995 to 1996
PERSONNEL
Officers’ salaries ...................... . 90,716 95,007 98,758 4.7 3.9
Employees’ salaries.................... . 782,238 809,289 848,844 35 4.9
Other personné@l ....................... . 38,810 30,002 18,977 -22.7 -36.7
Retirement and other benefits.......... 256,572 253,874 267,422 -1.1 53
Total personnel.................... . 1,168,337 1,188,172 1,234,000 1.7 3.9
NONPERSONNEL
Forms and supplies.................... . 54,621 55,567 57,467 1.7 34
Equipment ........... ..o . 183,915 154,568 178,688 -16.0 15.6
Software ... . 31,101 31,221 34,949 4 11.9
Shipping ... . 78,419 79,157 78,952 9 -3
Travel ... .. 40,667 45,488 46,575 11.9 2.4
Buildings ... . 154,403 157,561 166,134 2.0 54
Recoveries. ..........oooviiiiiiiiin. . —49,964 -51,319 -51,799 2.7 9
OtheR ... s .. 135,420 213,160 223,805 57.4 5.0
Total nonpersonnel................ . 628,582 685,403 734,771 9.0 7.2
Total ... .. 1,796,919 1,873,575 1,968,770 4.3 51

1. Excludes special projects.

2. Expenses for certain contractual arrangements, and miscellaneous personnel expenses.

3. Communications, fees, contra-expenses, shared costs distributed and received,
excess capacity, and other.
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5.3 percent, greater than estimated 1995 apital Outlays
expenses. Approximately 40 percent of
the 1996 increase is due to complianc&or the next several years, the Reserve
with GAAP; other contributing factors Banks’ capital budget will be dominated
are higher social security payments antly building projects. The New York
thrift plan contributions, a reflection of Reserve Bank will continue the renova-
higher salaries and staffing levels. Medition of its head office building, a project
cal expenses are also contributing to théhat will be spread over ten years or
increase. more and will result in upgrading of the
Nonpersonnel expenses, which accourgntire building. In Cleveland, an annex
for 37 percent of budgeted 1996 operatwill be constructed adjacent to the
ing expenses, are projected to increasexisting building to house a new opera-
7.2 percent over estimated 1995 nonpetions center. This project is scheduled to
sonnel expenses. be completed in late 1996, followed by a
Expenditures on equipment are budeomplete renovation of the existing
geted to increase 15.6 percent, accounbuilding to extend its useful life, improve
ing for approximately 9 percent oflife safety systems, and enhance the
budgeted 1996 operating expenses. Morecurity of valuables handled by the
than half the increase is due to theBank. In 1995, new building programs
installation of the new high-speed cur-were approved for the head office in
rency processors. Equipment depreAtlanta and its Branch office in
ciation and maintenance costs are alsBirmingham; both projects are scheduled
increasing, owing mainly to the installa-to be completed around the end of the
tion of check imaging, check process<entury. In Minneapolis, the new office
ing, and end-user computing equipmentbuilding will be ready for occupancy in
Shipping expenses, which account foduly 1997.
approximately 4 percent of Reserve For 1996, capital outlays (including
Bank budgeted 1996 operating expensefynding for FRAS) are budgeted at
are expected to remain flat. $411.0 million, an increase of $45.4 mil-
Building expenses, which account forlion, or 12.4 percent over estimated
about 8 percent of budgeted 19961995 outlays (excluding FRAS, the
operating expenses, are expected tocrease is $64.9 million) (table 3.12).
increase 5.4 percent over estimated 1995 Outlays for buildings in 1996 are
building expenses. The increase is beingudgeted at $125.6 million, about
driven by increased property depre30 percent of total capital outlays.
ciation resulting from building improve- Included in the budget are the new
ments and renovations, building projectbuilding programs in Minneapolis
related to the installation of new cur-($40.8 million), Atlanta ($3.7 million),
rency processors, and the new buildingnd Birmingham ($2.4 million); the
projects in Minneapolis and Cleveland.renovation and expansion project in
“Other” nonpersonnel expenses areCleveland ($35.3 million); the floor-
budgeted to increase $10.6 million oveby-floor modernization and renovations
estimated 1995 expenses, accounting New York ($13.6 million); and
for approximately 11 percent of bud-general renovation and modification
geted 1996 expenses. The increase [wojects in several other Districts
due mainly to higher charges by($16.4 million). Renovations in
FRAS for data processing and dataurrency-processing areas are adding
communications. $3.4 million.
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Outlays for data processing and datdor CPU upgrades at FRAS to meet
communications are budgeted aproduction, testing, and contingency
$113.3 million, approximately 28 per- processing requirements ($6.1 million);
cent of total capital outlays. Included inthe remainder of the CPU outlays is
the budget is check-imaging equipmentelated to check operations in five
for eleven Districts ($24.8 million). In Districts. Storage devices account for
1996, the Federal Reserve will begin t&11.4 million, including $6.2 million for
provide image-supported check truncaBASD and tape equipment at FRAS;
tion services to the U.S. Treasury. Thesupport for check-processing operations
budget includes funds for the System’sn several Districts will require an
image archival and retrieval system, foradditional $5.1 million. Outlays of
high-speed image-processing system$§12.1 million are needed to replace
and for other equipment and upgradesxisting LAN communications equip-
related to the Treasury’s effort ($9.8 mil-ment and to implement several upgrades.
lion). The remainder of the check-FRAS has budgeted $7.2 million for
imaging capital budget covers upgradesperations equipment for the Fednet
to medium- and high-speed sorters andetwork; the final milestone for the
the installation of image-enhancedrednet project, the conversion of District
truncation equipment to support theleased-line connections to Fednet, is
Treasury and to position the Banksscheduled to be completed in 1996. In
to provide commercial check imageaddition, FRAS has budgeted $4.7 mil-
processing. lion for parallel sysplex equipment,

Other major data processing and datwhich is expected to help manage
communications outlays budgeted foworkloads more efficiently, improve
1996 include $21.8 million for input application availability, and reduce
devices—mainly PC workstations—insoftware costs. The remaining data
all Districts. More than $8 million is processing and data communications
earmarked for CPU equipment, mostlyoutlays include $5.8 million for several

Table 3.12
Capital Outlays of the Federal Reserve Banks, by Class of Outlay, 1994-96

Thousands of dollars, except as noted

Percentage change
Class of outlay actial | estmate | budget
1994 to 199:% 1995 to 1996

Data processing and data

communications equipmeht ....... . 143,121 113,405 113,345 -20.8 -1
Buildings ... . 43,385 108,045 125,609 149.0 16.3
Furniture, furnishings,

and fixtures...................o L) . 12,487 16,555 27,997 32.6 69.1
Other equipmentt. ....................., . 45,330 78,888 85,069 74.0 7.8
Land and other real estate............. 6,866 22,761 11,526 231.5 -49.4
Building machinery and equipment ... . . 5,194 12,822 21,286 146.8 66.0
Leasehold improvements............... I 304 1,209 3,503 298.1 189.9
Software ... . 10,431 11,901 22,643 14.1 90.3
Total L. .. 267,117 365,584 410,979 36.9 12.4

1. Includes FRAS capital of $63,959 thousand in 1994, 3. Includes FRAS capital of $6,275 thousand in 1994,
$48,995 thousand in 1995, and $27,747 thousand in 19963,171 thousand in 1995, and $4,808 thousand in 1996.
2. Includes FRAS capital of $1,820 thousand in 1994,
$38 thousand in 1995, and $111 thousand in 1996.
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projects at the New York Reserve Bank, Software purchases in 1996 are
$3.9 million for telephone systems, andcbudgeted at $22.6 million. Check-image
$3.6 million for printers. software accounts for more than half of
Furniture and other equipment purthe total ($11.6 million). FRAS has
chases are budgeted at $113.1 milliohudgeted $4.8 million for software
about 27 percent of total capital outlaysassociated mainly with the CPUs that
The continued installation of new cur-will be upgraded.
rency processors and associated equip-
ment accounts for about half of the tota
($57.4 million). The Reserve Banks
plan to spend another $13.1 million
on other cash-related equipment an@®ver the ten years ending with the
$23.1 million to replace furniture and 1996 budget, Reserve Bank operating
workstations. expenses have increased an average
Building machinery and equipmentof 5.4 percent a year (chart 3.1). The
outlays are budgeted at $21.3 millionnumber of employees at the Reserve
Included are items related to Min-Banks, excluding FRAS staff, has
neapolis’s new building ($5.9 million) increased from 23,240 in 1986 to 23,261
and replacements and upgrades in seveiial 1996, an increase of 21 ANP
Districts, including chiller replacements(chart 3.2). Since 1986, staffing has
and upgrades ($3.2 million), boiler-increased in supervision and regulation
generator upgrades ($1.0 million),owing to the implementation of the
elevator upgrades ($2.0 million), andFederal Deposit Insurance Corporation
an HVAC computer in Richmond Improvement Act (1,139 ANP), in the
($2.6 million). currency service owing to volume growth
Land and other real estate purchasgd13 ANP), and in public programs
are budgeted at $11.5 million, for theowing to enhanced communications with
new building in Birmingham and for the the public (115 ANP). Partly offsetting
Dallas Reserve Bank’s purchase of a lothese increases have been decreases
adjacent to its building to improve thein the commercial check service
security of the building’s perimeter. (403 ANP), the overhead services

I'I'rends in Expenses
and Employment

Chart 3.1 Chart 3.2
Operating Expenses of the Employment at the
Federal Reserve Banks, 1986196 Federal Reserve Banks, 1986196
Billions of dollars ANP, in thousands

1.9 25

B \/\/\ 24
13 23
1986 dollarg

IS I I S Y N B | IS I I O N |
1986 1991 1996 1986 1991 1996

1. Excludes expenses for special projects. For 1995, 1. Includes staff for special projects and FRAS. For
estimate; for 1996, budget. 1995, estimate; for 1996, budget. See text note 2 for
2. Calculated with the GDP price deflator. definition of ANP.

Current dollars
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(297 ANP), securities and noncaslof 12.0 percent a year, primarily because
operations (204 ANP), the ACH andof installation of the currency proces-
funds transfer services (225 ANP), fiscakors, and expenses for public programs
agency services (192 ANP), and théhave grown an average of 8.4 percent a
monetary policy service (55 ANP). year. These increases have been partly
These decreases are due largely to condffset by downsizing in the commercial
solidation of operations and to operacheck service due to volume declines
tional efficiencies throughout the Systemand by centralization efforts in the funds

Over the five years ending with thetransfer and ACH services.
1996 budget, Reserve Bank operating About half of the expenses in the
expenses have increased an average Réserve Banks’ 1996 budget are recover-
5.7 percent a year. Increases have beeatle through pricing or are reimbursable
higher since 1991 because of expandeflom the Treasury and other agencies.
bank supervision and the transition toThe proportion of recoverable expenses
a consolidated data processing enviroris down from 60 percent in 1991
ment. Nonpersonnel costs have beebecause recoverable services have been
increasing at a much faster rate thagrowing at a slower rate than nonrecover-
personnel costs as the Reserve Banlable services: Between 1991 and 1996,
downsize labor-intensive operations andecoverable services have grown an
substitute technology for labor: Sinceaverage of 2.2 percent a year, and
1991, nonpersonnel expenses hawveonrecoverable services an average of
grown an average of 6.9 percent a yeaf 0.1 percent a year.
and personnel expenses an average of
5.0 percent a year. . Volume and Unit Costs

Over the five years, increases have
been highest for the supervision andn 1996, the volume of measured ser-
regulation operational area—an averagéiCes as a whole is expected to increase
of 12.7 percent a year—as the areg-l_ percent over 1995 volume_, and the
continues to expand. Expenses for sednit cost is expected to increase
vices to the U.S. Treasury and othef-8 percent (table 3.13). Since 1991,
government agencies have increased ¥flume has increased at an average
the five-year average of 5.7 percent a
year. Before 1993, when regionalization'2P'¢ 313
of savings bonds operations took place/°lume and Unit Costs of Measured
the savings bond service accounted forederal Reserve Bank Services
the bulk of the annual increase for thigPercentage change from 1995 to 1996

operational area; since then, the consoli- Service Volume| Unit cost
dation of savings bonds processing sites

. . Payments.................... . 3.0 -2.2
has resulted in savings. The monetary commercial check. ... 7 0
and economic policy operational area Automated clearinghouse...| 16.1 -14.7
has grown at an average rate of gretqesl™ i fe o

5.1 percent a year, reflecting increases in
overhead and support. The services tB2™ - -89 6.5
financial institutions and the publicriscai........................ . -61 48
operational area has had the lowest
average annual increase over the fiy@cumies and noncash....... 34 18
years, 3.7 percent. Expenses for thel measured services......... 2.1 8
currency service have grown an average1i. Includes currency and coin services.
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annual rate of 1.9 percent and unit cost
at an average annual rate of 1.5 percent.
The increase in unit cost expected for
1996 reflects a net decrease for the
payments services. For the commercial
check service, the largest component
of the overall index, the unit cost is
expected to remain essentially flat, and
for the cash service, the second largest
component, to increase 6.5 percent.

1995 Budget Performance

The Reserve Banks estimate that 1995
expenses were $1,873.6 million—

$4.3 million, or 0.2 percent, over the

approved budget. At this estimated level
of spending, the increase over actual
1994 spending on operations was
4.3 percent.

Seven Reserve Banks expect to be
within 1.0 percent of their approved
1995 budgets. Three Banks expect over-
runs of 1.0 percent or more—Cleveland
(2.2 percent), Minneapolis (1.4 percent),
and San Francisco (1.0 percent). Major
factors in Cleveland’'s overrun were
higher-than-expected costs for Fednet
and FRAS production and unbudgeted
accounting changes related to the GAAP
compliance initiative; in Minneapolis,
the most significant reason for the
overrun was the GAAP accounting
changes; and in San Francisco, backlogs
during transition to the new currency
processing equipment required the
addition of unbudgeted resources. Two
Banks expect underruns of more than
1.0 percent—Atlanta (2.0 percent) and
Boston (1.2 percent). Atlanta’s expenses
were lower in 1995 because of the
recognition of credits for self-insured
medical related to the GAAP compli-
ance initiative; Boston’s expenses were
lower because the cost of transporting
checks within the System, a Systemwide
cost included in Boston's budget, was
lower than expected. .
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Appendix A
Special Categories of System Expense

Fees for priced services and treatment afstitutions in their planning to provide
capital outlays are explained in thisor use correspondent banking services,
appendix. Also described are the Reservilie Federal Reserve usually sets each
Bank special project for 1996 andyear’'s prices only once, in the fourth
Federal Reserve expenses for currenayuarter of the preceding year.

printing. Fees for Federal Reserve services
must be approved by the product direc-
tor for the respective service, by the
Financial Services Policy Committee,
The Monetary Control Act of 1980 and ultimately by the Board of Gover-
requires the Federal Reserve to makegors! If fees for any service are set so
available to all depository institutions,that the full recovery of costs is not
for a fee, certain services that theanticipated, the Board announces the
Federal Reserve had previouslyationale.

provided without explicit charge and The cost of float is estimated by
only to member banks. As the actapplying the current federal funds rate to
requires, the fees charged for providinghe level of float expected to be gener-
these priced services are based on thgted in the coming year. Estimates of
cost of providing the services, includ-income taxes and the return on capital
ing all direct and indirect costs, theare based on tax and financing rates
interest on items credited before actuadierived from a model of the fifty largest
collection (float), and the private sectorU.S. bank holding companies; these
adjustment factor (PSAF). The PSAFates are applied to the assets the Federal
takes into account the return on capitaReserve expects to use in providing
that would have been provided, and th@riced services in the coming year. The
taxes that would have been paid, hadther components of the PSAF are
the services been furnished by a privatéerived from the budgets of the Reserve
business firm. Banks and the Board: the imputed sales
tax (based on budgeted outlays for
materials, supplies, and capital assets);
the imputed assessment for insurance

Priced Services

Annual Pricing Process

To meet the requirement for the full

recovery of costs, the Federal Reserve

has developed an annual pricing process

involving a. I‘EVIeV\./'Of Reserve Ba.nk 1. The product directors are the first vice

expenses in addition to the revieWyresidents at selected Reserve Banks with
required by the budget process. Use aksponsibility for day-to-day policy guidance over

the budgets is an integral part of thes_pecific S_ystemwi_de priced _services. Th_e Finan-
pricing exercise because most of the o e O e the fiet vios
re_coverable_ CQStS of prlced SerVICes_ ar§residents of three other Reserve ’Banks, and the
direct and indirect costs as determ.me oard’s director for Federal Reserve Bank Activi-

by the budgets. To assist depositoryies as liaison.
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by the Federal Deposit Insurance Corservices on a basis comparable with

poration (FDIC) (based on expectedhat in the private sector, and the

clearing balances and amounts deferrediscipline of the market ensures that the

to depository institutions for items prices charged will be no higher than

deposited for collection with the Reservenecessary.

Banks); and the portion of the expenses

of the Board of Governors that is :

directly related to the development ofC"’IICUI"’V[Ion of the PSAF for 1996

priced services. In 1995 the Board approved a 1996
The inclusion of all these costs meangrivate sector adjustment factor for

the Federal Reserve offers its pricedReserve Bank priced services of

Table A.1
Pro Forma Balance Sheet for Federal Reserve Priced Services, 1995 aiRd 1996

Millions of dollars

Iltem 1995 1996
ASSETS

Short-term assets
Imputed reserve requirement on clearing balances. ... 619.8 409.6
Investment in marketable securities ................... 5,577.9 3,686.7
Receivabled ... ... ... i 62.8 64.4
Materials and suppli€s. ... 5.7 8.6
Suspense and differerce . ......... ... 1 .0
Prepaid eXpenses ....... ... 16.1 13.9
Items in process of collection. ......................... 2,592.5 2,413.2

Total short-term assets. ..........oooviiiiiiiii e, 8,874.9 6,596.4
Long-term assets
Premised3 ... ... . 337.7 346.4
Furniture and equipmedt ... 187.8 189.4
Leasehold improvements and long-term prepaynfents. 12.6 14.6
Capital l[eases . .........ooiiiii 3.8 2.3

Total long-term assetS . .........vuiiiii e 541.9 552.7
TOtAl @SSELS. . .ot e e e 9,416.8 7,149.1

LIABILITIES

Short-term liabilities
Clearing balances and balances arising

from early credit of uncollected items............. 6,197.7 4,096.3
Deferred-credititems ............ ... i, 2,592.5 2,413.2
Short-termdebt ... 84.7 86.8
Total short-term liabilities. ................ .ot 8,874.9 6,596.3
Long-term liabilities
Obligations under capital leases. ...................... 3.8 2.3
Long-termdebt ...... .. ... 161.6 182.7
Total long-term liabilities . ............ ..o 165.4 185.0
Total liabilities .. ......oui e 9,040.3 6,781.3
EQUItY? o 376.5 367.8
Total liabilities and equity ...t 9,416.8 7,149.1
1. Data are averages for the year. to priced services of $0.4 million for 1995 and $0.5
2. Financed through the private sector adjustmenmillion for 1996.
factor; other assets are self-financing. 4. Imputed figures representing the source of financing

3. Includes allocations of Board of Governors’ assetdor certain priced-service assets.
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$85.8 million, a decrease of $8.9 mil-1996 is estimated at $7,149.1 million
lion, or 9.4 percent, from the PSAF of(table A.1). The value of assets assumed
$94.7 million targeted for 1995. to be financed through debt and equity

in 1996 is $637.3 million, an increase

of $14.4 million, or 2.3 percent, from
Asset Base 1995 (table A.2); the increase is due
The value of Federal Reserve assets farimarily to higher priced asset levels at
be used in providing priced services inthe Reserve Banks.

Table A.2
Derivation of the Private Sector Adjustment Factor (PSAF), 1995 and 1996

Millions of dollars, except as noted

Item 1995 1996
PSAF COMPONENTS
Assets to be financéd
Short-term . 847 86.9
Long-tern? ... ... 538.2 550.4
TOtal e .... 6229 637.3
Cost of capital (perceng)
Short-term debt . ... ... . 35 3.9
Long-term debt. .. ... 8.2 7.6
Pretax return on eqUIty .. ... oo 121 14.2
Weighted average long-term cost of capital............... ..o, .. 10.9 12.0
Capital structure (percent)
Short-term debt...... ... ... 154 13.6
Long-term debt. .. ... i ... 254 28.7
EQUIY .t ... 59.2 57.7
TaX rate (PEICENL). ..ttt ettt et e et ... 31.0 29.9
REQUIRED PSAF RECOVERIES
Capital cost$
Short-term debt .. ... o 3.0 3.4
Long-term debt. . ... ... ... 132 13.8
EQUILY + oottt et e et e e ... 456 52.3
L0 €= L .... 617 69.5
Other costs
SAlES TAXES . o .ttt ettt e e ... 113 11.3
Assessment for federal deposit insurance. ...............coiiiiiiiiinind .. 19.0 2.2
Expenses of Board of GOVEINOIS . ......vuiuiii i .. 2.7 2.8
TOtal e .... 33.0 16.3
Total PSAF recoveries
Millions of dollars ............iiuiiii ... 947 85.8
As a percentage of capital.. ... .. 152 13.5
As a percentage of expenses 15.7 14.1
1. The asset base for priced services is directly 4. The pretax rate of return on equity is based on
determined. average after-tax rates of return on equity, adjusted by the
2. Total long-term assets less capital leases that areffective tax rate to yield the pretax rate of return on
self-financing. equity for each bank holding company for each year.

3. All short-term assets are assumed to be financed byhese data are then averaged over the five years 1990-94
short-term debt. Of the total long-term assets, 33 percenb yield the pretax return on equity for use in the PSAF.
are assumed to be financed by long-term debt and 5. The calculations underlying these data use the dollar
67 percent by equity. The data are average rates paid yalue of assets to be financed, divided as described in
the fifty largest bank holding companies (determined bynote 3, and the rates for the cost of capital.
size).
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Cost of Capital, Taxes, The Banks maintain a multiyear plan

and Other Imputed Costs for capital spending. The Board, in turn,

For 1996, a pretax rate of return onféquires the Banks to budget annually
equity of 14.2 percent, or $52.3 million,for capital outlays by capital class to

is planned. Other required PSAF recovestimate the effect of total operating and
eries for 1996—imputed sales taxesC@pital spending. During the budget
imputed FDIC insurance assessmeny€ar the Banks must submit proposals
and Board expenses—total $16.3 milfor major purchases of assets to the
lion (table A.2). The $8.9 million de- Board for further review and approval.

crease in PSAF recoveries is attributabld e Board of Governors reviews capital
mainly to the new lower rate for depositexpenditures for the Board.

insurance and lower clearing balances

anticipated for 1996. Special Projects

Special projects are research and
development activities that are expected
to provide long-range benefits to the
In accordance with generally acceptedrederal Reserve System and the banking
accounting principles (GAAP), the Fed-industry as a whole. Because spending
eral Reserve System depreciates the cosh special projects is relatively high
of fixed assets over their estimatecand short term, the Federal Reserve
useful lives. In the federal governmentaccounts for them separately from its
where no requirement for depreciatioroperating expenses. For 1996, the Board
accounting exists, the cost of fixedof Governors has approved one special
assets is typically recorded as arproject.
expense at the time of purchase. How-
ever, thePolicy and Procedures Manual . P
for Guidance of Federal Agenciesf Automation Consolidation
the General Accounting Office, whichin 1992, the Federal Reserve System
governs accounting procedures in théegan to incur expenses for a major
federal government, specifies in title 2effort to consolidate all mainframe
the use of depreciation accounting folcomputer operations at three sites within
business types of operations and fothe System—Richmond, Dallas, and
activities that recover costs from reim-New York. The Automation Consoli-
bursements or user charges. Certaidation special project was created to
activities of the Federal Reserve meetapture the extraordinary costs associ-
both these criteria. Under GAAP, theated with this effort. In 1992, work
cost of acquiring an asset that isfocused on establishing a project plan
expected to benefit an entity over futureand on staffing and equipping the three
periods should be allocated over thosdata centers. In 1993 and 1994, the
periods. Such treatment allows a moremphasis was on the conversion of
realistic measurement of operatingDistrict workloads and the transition of
performance. District EPS images to the production
The Banks capitalize and depreciatenvironment. In 1995, funds transfer
all assets that cost $1,500 or more; theprocessing was moved into the central-
may either capitalize or expense assefged environment, and the San Fran-
costing less. The capitalization guidelinecisco and New York Reserve Banks
for the Board is $1,000. completed the System’s move into the

Capital Outlays
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District-unique environment. In 1996, Chart A.1

consolidation efforts will center aroundFederal Reserve Budget for

the implementation of the centralizedSupplying U.S. Currency, 1991-96

ACH and new book entry applications. Millions of dollars
The 1996 budget provides $36.9 mil-

lion in support of these efforts. Includ-

ing 1996 funding, expenditures on

400
this special project to date total
$234.2 million.
H H i
Currency Printing I N ) I D Y I Y

and Circulation 1991 1992 1993 1994 1995 1996
1. For 1995, estimate; for 1996, budget.

The Bureau of Engraving and Printing

prints U.S. currency; the Federal Reserve . |
Banks put it into circulation through Printing of Federal Reserve Notes

dep_OSitory institutions and destroy |tThe 1996 budget for the printing of
as it wears out (table A.3). The Boardrederal Reserve notes is $429.3 million,
of Governors establishes the annuadn increase of 18.6 percent over
budget for the printing of new notesestimated 1995 expenditures (table A.4).
and ancillary costs and subsequentlyhe most significant factor influencing
assesses the Federal Reserve Banjse budget is the number of notes
through an accounting procedure similaprinted. The budget provides for the
to that used in assessing the ReserVginting of an estimated 10.7 hbillion
Banks for Board operating expensesnotes, 9 percent more than estimated
The Federal Reserve’'s 1996 currencygos production. This figure is based on
budget is $442.3 million, an increaseihe anticipated destruction of 9 billion
of 18.5 percent over estimated 199%ctes, an expected increase of 1.2 billion
expenditures (chart A.1). notes in circulation, and a planned
increase of 500 million notes in Reserve

Table A3 Bank inventories (chart A.2). The

Currency in Circulation, New Notes Issued

and Notes Destroyed, 1995 Estimate Chart A2

Use of Currency Printed in 1991-96

Millions of pieces Millions of dollars

Dollar N?r:es r']\lcﬁ‘é"s Notes [ Inventory increase?
denomination| ;. jationt | issueg | destroyed [ circulation increase 1
6,202 4,196 4,529 - Curre"lcy replmen']mt
519 29 6
1,473 1,035 1,001 8
1,374 848 842
4,073 2,053 1,855
896 251 182 4
2,392 544 496
16,929 8,956 8,911

1. As of November 1995.

1991 1992 1993 1994 1995 1996

2. Figures for new notes issued do not include 1. For 1996, estimate.
additions to inventory at the Reserve Banks.

2. Reserve Bank inventories decreased in 1992.
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Chart A.3 cent will be $1 notes, which have no
Cost of Printing New Currency, 1991-96 thread. The average production cost per
Dollars per thousand notes thousand notes is $49.54 for the new
$100 notes, $35.24 for the other threaded
currency, and $32.09 for the $1 notes.
Two-thirds of the unit cost increase
from 1995 to 1996 ($2 per thousand
notes) is attributable to increases in the
oo Cost of materials and labor (table A.5).
The remaining one-third is earmarked
for a worldwide public education pro-
gram about the new currency design.
1991 1992 1993 1994 1995 199 The public education program will
emphasize several points: (1) U.S. cur-
increase in the number of notes printedency will still be easily recognizable as
is due primarily to the upcoming “American” (the size and colors will
introduction of the newly designednot change, and the portraits and
$100 note, which is scheduled to bevignettes will remain); (2) The new
released to the public in early 1996. Tadesign maintains the security of the
meet demand, the Reserve Banks plan turrency by staying ahead of advances
have 500 million of the new $100 notesin counterfeit technology; and (3) Cur-
in inventory before the introduction.  rency now in circulation will remain
Along with the increase in the numberlegal tender; the U.S. has never recalled
of notes printed, the cost of printing theits currency and will not do so now. The
notes is rising. In January 1996, the uniprogram will be carried out through
cost for printing notes increased 8.1 pernumerous channels, including print and
cent, to $40 per thousand notesadio announcements, training films,
(chart A.3). The unit cost is the blendedand informational leaflets enclosed with
costs of printing three types of notes. Obank statements. The U.S. Treasury will
the notes printed in 1996, 12.4 percenpublish and broadcast information in a
will be the newly designed $100 noteshumber of languages, including French,
45.0 percent will be other threadedGerman, Russian, Chinese, Hebrew, and
currency, and the remaining 42.6 perArabic. In September 1995, the Treasury

Table A4
Federal Reserve Costs of Supplying Currency, 1995 and 1996

Dollars, except as noted

Item 1995 1996 Percentage
estimated budget change
Printing of new Federal Reserve notes. 361,860,000 429,312,000 18.6
Shipment of new notes................ 7,500,000 8,800,000 17.3
Shipment of fit notes within the System. 850,000 800,000 -5.9
Extended custodial inventory program . N 0 645,000 .
Purchase of currency pallets........................ . 430,000 0
Shipment of currency pallets to Bureau of
Engraving and Printing................cocoiann . 20,000 25,000 25.0
Reimbursement to the U.S. Treasury................. . 2,500,000 2,700,000 8.0
Total cost of currency ............coviiiiiiiininiins . 373,160,000 442,282,000 18.5
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Table A.5 Reserve System, 5.9 percent less than
Cost of Printing New Federal Reserve Notesestimated 1995 expenditures. Such ship-
1996 ments move currency from offices with
Dollars excess fit currency to offices that would
Gost per otherwise requi_re new currency. The
Item thousand| Total cost 1996 budget is lower because the
notes number of intra-System shipments of fit
1995 printing cost. ........ 37.00 397,113,600 $50s projected for 1996, in anticipation
1332 ﬁg?grg:tggg{?gsfease -52 o 5 3;%60‘;%020 of the introduction of the newly designed
Public eductation program . 100 10,732,800 $50 note in 1997, is less than the number
Total 40,00 429.312.000 of intra-System shlpments of f_|t $10_0_s
""""""""""" — — that were necessary in 1995, in antici-

pation of the newly designed $100 note.
contracted with Young & Rubicam, Inc.,

a New York advertising agency, to help :
develop the program. E)ri';tarrlglrid Custodial Inventory

A The extended custodial inventory (ECI)
Shipping Costs program, developed by the Federal
Using competitive bidding, the BoardReserve Bank of New York and
contracts with armored carriers toapproved by the Reserve Banks' Cash/
transport new currency from the BureauFiscal Product Office, is a pilot program
of Engraving and Printing’s Washing-to facilitate the introduction of rede-
ton, D.C., and Western facilities to thesigned U.S. currency to the international
Federal Reserve Banks and theit).S. banknote market. It is intended to
Branches. The 1996 budget for transportenhance the current distribution system
ing new currency is $8.8 million, a by providing an efficient means of
17.3 percent increase over estimatethtroducing the redesigned currency.
1995 expenditures. Carrier costs ar@he New York Reserve Bank will
increasing 7.8 percent, reflectingestablish the ECI operation to stockpile
increased costs in such areas as insunventories of the currency at several
ance and air freight as well as thebanks in strategic European locations.
9 percent increase in the number of newWwhe 1996 budget for the ECI program is
notes shipped. The production of the$0.6 million.
newly designed $100 notes is having a
disproportional effect on shipping costs
The new $100 notes constitute onl)}?elmbursement to the Treasury
12.4 percent of the notes to be printedUnfit currency is canceled, destroyed,
in 1996 but account for approximatelyand accounted for according to proce-
24 percent of the budget for transportinglures prescribed by the U.S. Treasury’s
new currency in 1996; in contrast, the $10ffice of Currency Standards. The
notes constitute 42.6 percent of planneBureau of Engraving and Printing
1996 note production but account forprocesses claims for the redemption of
only 10 percent of the 1996 budget fordamaged or mutilated currency. The
transporting new currency. 1996 currency budget includes $2.7 mil-
The 1996 currency budget alsolion to reimburse the Treasury for this
includes $0.8 million for shipment of service, an 8 percent increase over
fit (usable) currency within the Federalestimated 1995 expenditures. .
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Appendix B
Sources and Uses of Funds

The Federal Reserve System, in accofrom the sale of those assets or from

dance with generally accepted accountheir revaluation at market exchange

ing principles, accrues income andates.

expenses and capitalizes acquisitions of The Reserve Banks maintain a surplus

assets whose useful lives extend ovesccount to absorb unexpected losses,

several years (see appendix A). much as commercial establishments
The System derives its income pri-retain earnings. The Board of Governors

marily from earnings on U.S. govern-requires that the surplus account at

ment securities that the Federal Reserwear-end be an amount equal to the

has acquired through open market operaapital paid in by the member banks.

tions, one of the tools of monetarySince the end of 1964, the Board’s

policy. These earnings account fompolicy has been to transfer to the U.S.

approximately 94 percent of currentTreasury all net income after paying the

income (table B.1). statutory dividend to member banks and
The current expenses of the Reservithe amount necessary to equate surplus

Banks consist of their operating expenset® paid-in capital. The amount transferred

and the costs of the earnings creditss classified as interest on Federal

granted to depository institutions onReserve notes. Such payments were

clearing balances held with the Reserv&20.5 billion for 1994 and are estimated

Banks (table B.2). The Reserve Banks$o be $23.4 billion for 1995. .

record extraordinary adjustments to

current net income in a profit and loss

account. The primary entries in the

account are for gains or losses on the

sale of U.S. government securities and

for gains or losses on assets denominated

in foreign currencies that result either

Table B.1

Income of the Federal Reserve System,
1994 and 1995

Millions of dollars

1994 1995

Source actual estimate
Loans............oovivnnn . 11.5 11.3
U.S. government securities |.. 19,247.1 23,825.6
Foreign currencies......... 894.5 783.8
Priced services............. 734.4 739.1
Other ...t . 23.3 35.4
Total ... . 20,910.7 25,395.1
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Table B.2
Distribution of the Income of the Federal Reserve Banks, 1994 and 1995

Millions of dollars

1994 1995
ltem actual estimate

CUITENE INCOME . ..ttt ... 20,911 25,395
LEss

Current expenses of Reserve Bahks

OPerating EXPENSES .. ...ttt ettt et e ... 1,572 1,577

Costs of earnings CreditS . ... ... e 224 249
EqQuaLs

CUITeNt NBL INCOMIE . ..ottt i e et e i e ... 19,115 23,570
PLus

Net additions to, or deductions from)( current net incom& ................ ! 2,398 894
LEss

Cost of unreimbursed Treasury Servites. ............cooviiiiiiiiienen.. .. 34 37

Assessments by the Board

Board expenses 147 161

Cost of currency 368 370

Other distributions

Dividends paid to member banks. ... .. 212 231

Transfers to, or from=), surplu® .......... . i .. 282 283
EqQuALs

Payment to U.S. Treasury .. ......ouuniiei i ... 20,470 23,383

1. See table B.1. 4. The cost of services provided to the U.S. Treasury

2. Net of reimbursements due from the U.S. Treasuryhat are reimbursable under agreements with the Treasury
and other government agencies. Also reflects reductiorend for which reimbursement is not anticipated.
of $75.6 million in 1994 and $119.2 million in 1995 in 5. The Federal Reserve Act requires the Federal
credits for net periodic pension cost. Reserve to pay dividends to member banks at the rate of
3. This account is the same as that reported under th@ percent of paid-in capital.
same name in the table “Income and Expenses of Federal 6. Each year the Federal Reserve transfers to its
Reserve Banks” in the Statistical Tables section of thesurplus account an amount sufficient to equate surplus to
Board’s Annual Report and includes realized and paid-in capital, to provide a reserve against losses.
unrealized gains on assets denominated in foreign
currencies, gains on sales of U.S. government securities,
and miscellaneous gains and losses.



53

Appendix C
Federal Reserve System Audits

The Board of Governors, each of theBoard's financial statements and its
Reserve Banks taken separately, ancbmpliance with laws and regulations
the Federal Reserve System as a whokgfecting those financial statements.
are all subject to several levels of audit

and review. At each Federal Reserv - .

Bank, a full-time staff of auditors under(:\Gener‘ﬁJlI Accounting Office

the direction of a general auditor reportsThe 1978 passage of the Federal Bank-
directly to the Bank’s board of direc-ing Agency Audit Act (Public Law
tors. The Board’'s Division of 95-320) brought most of the operations
Reserve Bank Operations and Paymemif the Federal Reserve System under
Systems, acting on behalf of the Boardhe purview of the General Accounting
of Governors, regularly audits the finan-Office (GAO). The GAO, which cur-
cial operations of each of the Banksently has 22 projects in various stages
and periodically reviews all other Bankof completion, since 1979 has com-
operations. The Office of Inspectorpleted 131 reports on selected aspects
General (OIG) conducts audits, operaef Federal Reserve operations (tables
tions reviews, and investigations of theC.1 and C.2). The GAO has also
programs and operations of the Boardnvolved the Federal Reserve in about
and those Board functions delegated t@8 other reviews not directly related to
the Federal Reserve Banks. The OlGhe System and has terminated 52
retains an independent auditor eacbthers before completion. The reports
year to certify the fairness of theare available directly from the GAO.

Table C.1
Active GAO Projects Relating to the Federal Reserve
Subject Date initiated

FIinancial CriSES . ... ... e e ...10/27/92
Relationship of the operations of the Federal Reserve System to the federal budget. .. ..... 10/8/93
Foreign banking. . .. ... e ....3/31/94
Audit of the Federal Reserve Bank of Dallas. ...t ... 4/11/94
Bank mutual fund profitability. . .. ... ... ... 6/1/94
FDICIA provisions ............ Lol 6124194
OTC derivative sales practices. . . e e ... 7120194
[ O ST o T o1 1o 3 L ... 9/1/94
Interstate banking data. . ........ ... ....2/16/95
Concessions contracts in federal agenCies. .. ... ...t ... 2127195
Financial derivatives UPate. . . ... .. ...t e .... 3/2/95
MeXiC0’s fINANCIAl CIiSIS . . . ..o\ttt e ... 37195
BHC Act prohibition 0N tying. . .. .. oe et e e .... 3/20/95
Federal regulatory bBUrden. . ....... ... . e .... 3/31/95
Proposals to consolidate U.S. bank regulatory structures. ...............cocoviiiiiiiinnnn. .. 6/12/95
Counterfeit U.S. CUIMTENCY. . . ...ttt ettt .... 9/25/95
Clearance and settlement SYStemMS. . .. .. ...ttt ... 11/2/95
Daiwa Bank aCtiVIties . . ... ... . e ... 11/21/95
Bank regulatory SysStem in JAPaN . .. ......uuotiti e ...11/30/95
FR fiscal agency functions for the Treasury Department. ..............ooiiiiiiiniinennn. .. 12/22/95
Trade and financial flows between Panama and Cuba..................................... .. 12/22/95
Oversight of foreign banks’ U.S. 0perations. ..............ouuiuieiiiiiiii s ... 12/28/95
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Table C.2
Completed GAO Reports Relating to the Federal Reserve System
Report Number Date issued

Comparing Policies and Procedures of the Three Bank

Regulatory AgencCies ............oooiiiiiiiiiii i .. GGD-79-27 3/29/79
Are OPEC Financial Holdings a Danger to U.S. Banks or the Economy? . EMD-79-45 6/11/79
Federal Systems Not Designed to Collect Data on All Foreign

Investments in U.S. Depository Institutions. ................... . GGD-79-42 6/19/79
Considerable Increase in Foreign Banking in United States since 1972 . GGD-79-75 8/1/79
Investment Policies, Practices and Performance

of Federal Retirement Systems. ........................ooo. .. FPCD-79-17 8/31/79
Federal Supervision of Bank Holding Companies Needs Better, More

Formalized SUpervision. ............c.ouvviiinieiiiannnnin.y .. GGD-80-20 2/12/80
The Federal Reserve Should Assure Compliance

with the 1970 Bank Holding Company Act Amendments.. ... .. GGD-80-21 3/12/80
Federal Agencies’ Initial Problems with the Right to Financial

Privacy Act of 1978 ... ..ot .. GGD-80-64 5/29/80
Internal Auditing Can Be Strengthened in the Federal Reserve System . GGD-80-59 8/8/80
Despite Positive Effects, Further Foreign Acquisitions of U.S. Bank:

Should Be Limited until Policy Conflicts Are Fully Addressed. . GGD-80-66 8/26/80
Federal Examinations of Financial Institutions: Issues That

Need to Be Resolved. ....... ..ot .. GGD-81-12 1/6/81
Examinations of Financial Institutions Do Not Assure Compliance

with Consumer Credit LawsS . ........ouveiiirneiiiiainanns .. GGD-81-13 1/21/81
Disappointing Progress in Improving Systems for Resolving

Billions in Audit Findings ... .. AFMD-81-27 1/23/81
An Economic Overview of Bank Solvency Regulation............. RD-81-25 2/13/81
Federal Reserve Security over Currency Transportation Is Adequate =~ GGD-81-27 2/23/81
The Federal Structure for Examining Financial Institutions

CanBelmproved.............ooiiiiiiiiiiiii .. GGD-81-21 4/24/81
Response to Questions Bearing on the Feasibility

of Closing the Federal Reserve Banks....................... . GGD-81-49 5/21/81
Bank Secrecy Act Reporting Requirements Have Not Met

Expectations, Suggesting Need for Amendment .............. . GGD-81-80 7/23/81
Federal Reserve Could Improve the Efficiency of Bank Holding

Company INSPections ...........ooiiiiiiiiiiiiii .. GGD-81-79 8/18/81
Financial Institution Regulatory Agencies Should Perform Internal Audit

Reviews of their Examination and Supervision Activities. ... ... GGD-82-5 10/19/81
Information on Selected Aspects of Federal Reserve System Expenditures . GGD-82-33 2/12/82
Federal Review of Intrastate Branching Can Be Reduced......... GGD-82-31 2/24/82
Despite Improvements, Recent Bank Supervision Could

Be More Effective and Less Burdensome..................... . GGD-82-21 2/26/82
Issues to Be Considered while Debating Interstate Bank Branching GGD-82-36 4/9/82
The Federal Reserve Should Move Faster to Eliminate Subsidy

of Check-Clearing Operations...............cocovviiiininnnn.s .. GGD-82-22 5/7/82
Information about Depository Institutions’ Ancillary Activities Is Not

Adequate for Policy PUrpOSES. .........c.vviiiiiiiiannns .. GGD-82-57 6/1/82
Bank Merger Process Should Be Modernized and Simplified. ... .. GGD-82-53 8/16/82
An Analysis of Fiscal and Monetary Policies......................4 . AD-82-45 8/31/82
Bank Examination for Country Risk and International Lending. ... .. ID-82-52 9/2/82
Credit Insurance Disclosure Provisions of the Truth-in-Lending Act

Consistently Enforced Except When Decisions Appealed. .. .. | GGD-83-3 10/25/82
Survey of Investor Protection and the Regulation

of Financial Intermediaries ..............cccoiiiiiiiiiann .. GGD-83-30 7/13/83
Financial Institutions Regulatory Agencies Can Make Better Use

of Consumer Complaint Information.......................... . GGD-83-13 8/25/83
Expediting Tax Deposits Can Increase the Government’s

Interest Earnings .. ...t e .. GGD-84-14 11/21/83
Unauthorized Disclosure of the Federal Reserve’s

Monetary Policy DeCISION. . .........ouiiiiiiiii e .. GGD-84-40 2/3/84
Federal Financial Institutions Examination Council Has Made Limited

Progress toward Accomplishing Its Mission................... . GGD-84-4 2/3/84
Control Improvements Needed in Accounting for Treasury Securities

at the Federal Reserve Bank of New Yark .................... . AFMD-84-10 5/2/84
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Table C.2
Continued
Report Number Date issued

Statutory Requirements for Examining International Banking

Institutions Need Attention.........................ooiiia... .. GGD-84-39 7/11/84
Supervisory Examinations of International Banking Facilities

Need to Be Improved. . .........oooiuiiiiiiiiiiaeen .. GGD-84-65 9/30/84
An Examination of Concerns Expressed about the Federal Reserve's

Pricing of Check-Clearing Activities . ...................ooou . GGD-85-9A 1/14/85
Difficulties in Evaluating the Effectiveness of the Community

ReIiNVESIMENt ACL .. .. .o\ttt .. OCE-86-1 11/4/85
International Coordination of Bank Supervision: The Record to Date ... NSIAD-86-40 2/6/86
Implementation of the Export Trading Company Act of 1982....... | NSIAD-86-42 2/27/86
Information on Independent Public Accountant Audits

of Financial Institutions. ............... ... ... it .. GGD-84-44FS 4/21/86
An Analysis of Two Types of Pooled Investment Funds........... GGD-86-63 5/12/86
How the Markets Are Developed and How They Are Regulated. .. . GGD-86-26 5/15/86
U.S. Banking Supervision and International Supervisory Principles. NSIAD-86-93 7/125/86
Financial Institution Regulators’ Compliance Examination ... ...... GGD-86-94 8/1/86
The Market's Structure, Risks, and Regulation..................... . GGD-86-80BR 8/20/86
Dealer Views on Market Operations and Federal Reserve

Securities Transfer System. ... .. GGD-86-147FS 9/29/86
Questions about the Federal Reserve’s Securities Transfer System GGD-87-15BR 10/20/86
Federal Reserve Board Opposition to Credit Card Interest Rate Limits . GGD-87-38BR 47187
Insulating Banks from the Potential Risk of Expanded Activities. . . . GGD-87-35 4/14/87
The Federal Reserve Response Regarding Its Market-Making Standard . GGD-87-55FS 4/21/87
Change in Fees and Deposit Account Interest Rates since Deregulation . GGD-87-70 7113/87
An Examination of Views Expressed about Access to Brokers’ Services . GGD-88-8 12/18/87
Issues Related to Repeal of the Glass—Steagall. Act............... . GGD-88-37 1/22/88
Preliminary Observations on the October 1987 Crash............. . GGD-88-38 1/26/88
Supervision of Overseas Lending Is Inadequate................... . NSIAD-88-87 5/5/88
Competitive Concerns of Foreign Financial Firms in Japan,

the United Kingdom and the United States.................... . NSIAD-88-171 6/2/88
Administrative Expenses at FHLBB and FRB for 1985 and 1986. .. AFMD-88-33 6/15/88
Government in the Sunshine Act Compliance at Selected Agencieg GGD-88-97 7/20/88
Trends in Commercial Bank Performance, December 1976-June 1987 .. GGD-88-106BR 7/28/88
U.S. Commercial Banks’ Securities Activities in London............ NSIAD-88-238 9/8/88
Lending to Troubled Sectors...............ccooiiiiiiiiiiianand .. GGD-88-126BR 9/26/88
Government Check-Cashing Issues. ................ccoviuiiin.n. - GGD-89-12 10/7/88
Conflict of Interest: Abuses in Commercial Banking Institutions. ... . . GGD-89-35 1/27/89
Competitive Fairness Is an Elusive Goal.......................... . GGD-89-61 5/12/89
Independent Audits Needed to Strengthen Internal Control

and Bank Management. ... .. AFMD-89-25 5/31/89
Information on the System’s Check Collection Service............. GGD-90-17 12/15/89
Oversight of Critical Banking Systems Should Be Strengthened. .. . IMTEC-90-14 1/14/90
Activities of Securities of Bank Holding Companies................ . GGD-90-48 3/14/90
The Stock, Options, and Futures Markets Are Still at Risk......... GGD-90-33 4/11/90
Update on U.S. Commercial Banks’ Securities in London.......... NSIAD-90-98 5/7/90
U.S. Financial Services’ Competitiveness under the Single

Market Program..........o.ouiiiii i .. NSIAD-90-99 5/21/90
Limited Public Demand for New Dollar Coin or Elimination of Pennies . GGD-90-88 5/23/90
Oversight of Automation Used to Clear and Settle Trades Is Uneven ... IMTEC-90-47 7/12/90
The Government’s Exposure to RisKS. .............coooviviin... . GGD-90-97 8/15/90
Office of Inspector General Operations at Financial Regulatory Agencies . AFMD-90-55FS 8/24/90
Additional Reserves and Reform Needed to Strengthen the Fund. . AFMD-90-100 9/11/90
More Transaction Information and Investor Protection Measures

Are Needed . ... ... e ... GGD-90-114 9/14/90
Issues Relating to Banks Selling Insurance....................... . GGD-90-113 9/25/90
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Table C.2
Completed GAO Reports Relating to the Federal Reserve System—Continued
Report Number Date issued

Implementation of Risk-Based Capital Adequacy Standards. ... ... NSIAD-91-80 1/25/91
Overview of Six Foreign Systems. ...... ... .. NSIAD-91-104 2/22/91
Deposit Insurance: A Strategy for Reform........................ GGD-92-26 3/4/91
Bank Supervision: Prompt and Forceful Regulatory Actions Needeg GGD-91-69 4/15/91
Many Federal Agencies Collect and Disseminate Information ..... | NSIAD-91-173 5/1/91
Money Laundering: The U.S. Government Is Responding to the Problem . NSIAD-91-130 5/16/91
A Framework for Limiting the Government’s Exposure to Risks .. .. GGD-91-90 5/22/91
Treasury Tax and Loan Activity at Two Troubled Banks........... AFMD-91-87 9/12/91
OCC'’s Supervision of the Bank of New England

Was Not Timely or Forceful ... GGD-91-128 9/16/91
Bank Holding Company Securities Subsidiaries’ Market

Activities Update . .........oiii e GGD-91-131 9/20/91
Time Limits on Holding Deposits Generally Met

but More Oversight Needed. ..., .. GGD-91-132 9/30/91
Legislation Needed to Strengthen Bank Oversight................. . AFMD-92-19 10/21/91
Contracting Practices with Data Processing Servicers.............| GGD-92-19 2/5/92
Challenges to Harmonizing International Capital Standards Remair GGD-92-41 3/10/92
Assessing the Need to Regulate Additional Financial Activities. . ... GGD-92-70 4/21/92
Call Report AUtOMALION . . ...t e et eeen ] e IMTEC-92-60R 5/28/92
Flexible Accounting Rules Lead to Inflated Financial Reports...... | AFMD-92-52 6/1/92
Cross-Border Information Sharing Is Improving, but Obstacles Remain . GGD-92-110 7128192
Changes in Collateral Practices Could Reduce the Federal

Government's Risk of LoSS. ...t .. AFMD-92-54 9/14/92
Initial Assessment of Certain BCCI Activities inthe US............ GGD-92-96 9/30/92
Appraisal Reform: Implementation Status and Unresolved Issues . . GGD-93-19 10/30/92
Bank and Thrift Criminal Fraud: The Federal Commitment

Could Be Broadened..............coooiiiiiiiiiiiiiiiaanns GGD-93-48 1/8/93
FRB Examinations and Inspections Do Not Fully Assess Bank Safety

and SOUNONESS. .. .....oouii e .. AFMD-93-13 2/16/93
Improvements Needed in Examination Quality and Regulatory Structure . AFMD-93-15 2/16/93
Personnel Engaged in Public and Congressional Affairs

in Federal AQENCIES .. ... ..ot GGD-93-71FS 3/8/93
Credit Availability Guidance. ... .. GGD-93-15R 3/30/93
Treasury Automation: Automated Auction May Not Achieve Benefits

or Operate Properly ... ... IMTEC-93-28 4/27/93
IRS Can Improve the Federal Tax Deposit System................]. AFMD-93-40 4/28/93
Funding Foreign Bank Examinations. ............................. . GGD-93-35R 5/4/93
Preliminary Information Related to a Futures Transaction Fee. ... . | GGD-93-108 5/17/93
The Business Environment in the United States, Japan, and Germany . GGD-93-124 8/9/93
Regulatory Impediments to Small Business Lending Should Be

Removed. ... ... ... GGD-93-121 9/7/93
Recent Developments in Foreign Exchange Markets..............| GGD-93-154 9/24/93
Benefits and Risks of Removing Regulatory Restrictions.......... GGD-94-26 11/2/93
Regulatory Burden: Recent Studies, Industry Issues,

and Agency Initiatives. .. ... .. GGD-94-28 12/13/93
Strengthening the Framework for Supervising International Banks. . GGD-94-68 3/21/94
Insider Problems and Violations Indicate Broader Management

Deficiencies ... .. ... GGD-94-88 3/30/94
U.S. Credit Card Industry: Competitive Developments Need to be

Closely Monitored . . .........oiii e GGD-94-23 4/28/94
Better Guidance Is Needed for Real Estate Evaluations........... GGD-94-144 5/24/94
Treasury Securities AUCHION. . ..........iuiiii e .. AIMD-94-165R 8/25/94
Divergent Loan Loss Methods Undermine Usefulness

of Financial Reports. . ... .. AIMD-95-8 10/31/94
Interstate Banking: Experiences in Three Western States.......... GGD-95-35 12/30/94
Lessons Learned from Resolving First City Bancorporation of Texas . GGD-95-37 3/15/95
Investment of Trust Assets in Bank Proprietary Mutual Funds. ... .. GGD-95-21 3/16/95
Status Report on the Initiative to Improve Economic Statistics. .. ... GGD-95-98 717195
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Table C.2
Continued
Report Number Date issued

Differences in Screening Bank Executives........................ . GGD-95-181R 8/17/95
Banks’ Securities Activities: Oversight Differs Depending on Activit,

and Regulator. ... ... ... GGD-95-214 9/21/95
Mutual Funds: Impact on Bank Deposits and Credit Availability. . . . . GGD-95-230 9/22/95
Bank Mutual Funds: Sales Practices and Regulatory Issues.... ... GGD-95-210 9/27/95
Challenges Remain to Successfully Implement CRA............... . GGD-96-23 11/28/95
Office of Inspector General efforts with other governmental and

nongovernmental agencies to promote
The Board’s Office of Inspector Generaleconomy and efficiency and to detect
functions in accordance with the Inspecand prevent fraud and abuse in activities
tor General Act of 1978, as amendedadministered or financed by the Board.
The OIG plans and conducts audits andhe OIG keeps the Congress and the
investigations of the programs and opera€hairman of the Board fully informed
tions of the Board and its delegatedabout serious abuses and deficiencies
functions at the Federal Reserve Banksand about the status of any corrective
The OIG also reviews existing andactions.
proposed legislation and regulations for During 1995, the OIG publicly
economy and efficiency. It recommendseported on seven audits (table C.3) and
policies and supervises and conductsonducted a number of follow-up and
activities that promote economy andother reviews. In addition, the OIG
efficiency and that prevent and detectlosed six investigations and performed
waste, fraud, and abuse in Board andumerous legislative and regulatory
Board-delegated programs and operaeviews. .
tions. In addition, it coordinates its

Table C.3
Completed OIG Audit Reports Relating to the Federal Reserve System, 1995
Report Number Month of issue

Audit on the Failure of Pioneer Bank ..............cooovviiiiiiiianannd .. A9407 1/95
Audit of the FFIEC's Financial Statements (year ending 12/31/94) ...... A9501 2/95
Audit of the Board’s Financial Statements (year ending 12/31/94)....... A9500 3/95
Audit of the Office of the Secretary’s Records Services’

Image Processing System ...........co.vuiiiiiiiiiiiiiiiiaans .. A9408 3/95
Audit of the Federal Reserve Examination Policies and Procedures

for Commercial Real Estate Loans. ...............c.coviiien... . . A9305 3/95
Audit of the National Information Center’'s Data Security. . col A9502 7/95
Audit of the Board’s Applications Processing ...............c.ooovivnn.. . A9504 11/95




Appendix D

Expenses and Employment
at the Federal Reserve Banks

Table D.1
Operating Expenses of the Federal Reserve Banks, by District, 1995 an8l 1996

Thousands of dollars, except as noted

. 1995 1996 Change
District estimate budget
Amount Percent

Boston ... . 128,640 132,920 4,280 33
New York ...........cocoviiiiin . 387,063 407,749 20,687 5.3
Philadelphia . 100,945 104,343 3,398 34
Cleveland ................... . 110,122 114,712 4,591 4.2
Richmond ........................| . 140,010 147,841 7,830 5.6
Atlanta ... . 176,291 185,657 9,366 5.3
Chicago .......covvviiiiiiaian . 207,186 214,923 7,736 3.7
St.LOUIS ..ovviii . 88,391 94,085 5,694 6.4
Minneapolis 1. 93,245 98,688 5,444 5.8
Kansas City ..........ccvvvvinenn . 120,871 127,893 7,022 5.8
Dallas .........coovvviiiiiennn.. . 119,673 127,076 7,403 6.2
San Francisco....................y . 201,139 212,883 11,745 5.8
Total, all Districts ................. X 1,873,575 1,968,770 95,196 51
Special projects
Currency Authentication Systems . . 2,125 0 -2,125
Automation Consolidation ......... 41,082 36,905 -4,177

Total ..o . 43,206 36,905 -6,301
Total. ..o . 1,916,781 2,005,675 88,894 4.6

1. Excludes capital outlays.
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Table D.2
Employment at the Federal Reserve Banks, by District, 1995 and 1996

Average number of personnel, except as nbted

o 1995 1996 Change
District estimate budget
Amount Percent

Boston ... . 1,292 1,253 -39 -3.0
New York . 4,254 4,228 =27 -6
Philadelphia...................... . 1,305 1,289 -16 -1.2
Cleveland 1,434 1,451 17 1.2
Richmond J. 2,061 2,094 33 1.6
Atlanta ................... . 2,418 2,366 -51 -2.1
Chicago .......coovvviiiiiiiinn. . 2,407 2,343 -63 -2.6
St.LOUIS ..ovvii i . 1,181 1,210 28 2.4
Minneapolis ... . 1,303 1,294 -9 -7
Kansas City ..........ccvvvuinenn . 1,673 1,669 -4 -3
Dallas .........ccoovvvviiiiiinnnn . 1,562 1,568 6 4
San Francisco....................y . 2,485 2,497 12 5
Total, all Districts ................. L 23,375 23,261 -113 -5
FRAS .. . 593 563 -30

Total ..o . 23,967 23,824 -143 -6

1. See chapter 3, note 2, for definition of average number of personnel.

Table D.3
Expenses of the Federal Reserve Banks, by Operational Area, 1995 and 1996

Thousands of dollars, except as noted

Change
. 1995 1996
Operational area :
estimate budget Amount Percent

Monetary and economic policy.. .. . 127,528 136,618 9,090 71
Services to the U.S. Treasury and

other government agencies. . .. 222,176 223,590 1,415 .6
Services to financial institutions

and the public................. L 1,127,573 1,177,579 50,006 4.4
Supervision and regulation........ 396,298 430,984 34,686 8.8
Total ... . 1,873,575 1,968,770 95,196 51
MEmo?*
SUPPOIt. .t . 680,082 715,510 35,429 52
Overhead..............coovvivnnnn . 503,464 525,968 22,504 4.5

1. The costs of support and overhead are included i®verhead refers to activities, such as auditing, whose
the expenses by operational area shown above. Suppasts are charged according to the users’ shares of total
refers to activities, such as data processing, whose costirect costs.
can be charged to users according to the amount of use.
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Table D.4

Expenses of the Federal Reserve Banks
for Salaries of Officers and Employees, by District, 1995 and 1996

Thousands of dollars, except as noted

. 1995 1996 Change
District estimate budget

Amount Percent
Boston ... . 54,089 56,018 1,929 3.6
New York ............ . 200,601 211,017 10,416 5.2
Philadelphia . 47,362 49,554 2,192 4.6
Cleveland ..................... 1. 49,688 52,002 2,314 4.7
Richmond .................... J. 70,080 74,044 3,965 5.7
Atlanta ................. o 81,675 82,965 1,290 1.6
Chicago .................. . 95,044 98,011 2,967 3.1
St LOUIS ovvvi i . 39,566 43,101 3,634 8.9
Minneapolis 45,173 48,254 3,081 6.8
Kansas City . 58,471 60,636 2,165 3.7
Dallas .........cccovviiiiiiiiiinn . 56,663 59,503 2,840 5.0
San Francisco..................... . 105,884 112,498 6,614 6.2
Total ..o . 904,296 947,602 43,305 4.8
Table D.5

Factors in the 1995-t0-1996 Change in Salaries
of Officers and Employees of the Federal Reserve Banks, by District

Percentage points

Merit | Structure| Promotion :
District adjust-| adjust- | and reclassi- Change in| Turnover Overtime| Other| Total
ment ment fication staffing | and lag change
Boston................ 3.7 5 1.2 -1.2 -5 -8 7 3.6
New York ............. . 4.8 1 1.1 -3 -1.2 -3 .8 52
Philadelphia. . 4.0 5 .6 9 -2 -1.1 .0 4.6
Cleveland............. 3.6 .0 3 2.2 -1.0 -4 .0 4.7
Richmond............. 4.4 .0 1.5 2.3 -2.1 -7 1 57
Atlanta................ 3.9 .0 5 -1.0 -1.3 -.6 .0 1.6
Chicago............... 4.2 .8 1.5 -1.6 -9 -1.0 1 3.1
St. Louis .............. 4.6 .0 9 4.0 -4 -3 1 8.9
Minneapolis........... 4.3 .0 5 14 .0 -3 .8 6.8
Kansas City........... 4.5 3 1.2 -1 -1.4 -8 1 3.7
Dallas.......... . 3.8 N 3 .8 .0 -1 -5 5.0
San Francisco. 4.5 .0 .6 15 -1 -3 .0 6.2
Total ................. . 4.3 2 9 4 -9 -5 2 4.8

1. Turnover is the replacement of a departing employee with one having a lower pay grade.
Lag is the time during which a position remains vacant.
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Table D.6
Capital Outlays of the Federal Reserve Banks, by District, 1995 and 1996

Thousands of dollars, except as noted

. 1995 1996 Change
District estimate budget

Amount Percent
Boston ... . 11,384 14,644 3,260 28.6
New York .............. . 44,199 69,988 25,788 58.3
Philadelphia . 7,723 15,342 7,619 98.7
Cleveland ...............cooiiit . 53,963 48,684 -5,278 -9.8
Richmond ........................] . 23,843 26,251 2,408 10.1
Atlanta ................... . 46,210 47,667 1,457 3.2
Chicago . 24,038 23,000 -1,038 -4.3
St.LOUiS ... . 9,121 8,672 —449 -4.9
Minneapolis ................c..oil . 28,449 59,397 30,949 108.8
Kansas City .........oovvvuininnnny . 15,196 12,893 -2,303 -15.2
Dallas .........ccooviiiiinnn.. . 22,452 16,961 -5,492 -24.5
San Francisco................o..n . 26,802 34,816 8,014 29.9
Total, all Districts ................. . 313,379 378,313 64,934 20.7
FRAS ... . 52,205 32,665 -19,540 -37.4
Total, System .................... . 365,584 410,979 45,394 12.4
Table D.7

Budget Performance of the Federal Reserve Banks,
Operating Expenses, by District, 1995

Thousands of dollars, except as noted

. 1995 1995 Change
District budget estimate
Amount Percent
Boston ... . 130,202 128,640 -1,562 -1.2
New York .............. . 383,487 387,063 3,576 9
Philadelphia . 100,399 100,945 545 5
Cleveland ...................... J. 107,702 110,122 2,420 2.2
Richmond ...................... J. 140,624 140,010 -613 -4
Atlanta ................... . 179,970 176,291 -3,680 -2.0
Chicago .................. . 207,801 207,186 -615 -3
St LOUIS ovvviiiiieens . 87,628 88,391 763 9
Minneapolis ......................| . 91,987 93,245 1,258 1.4
Kansas City ........ovvvvvvnennnn . 120,290 120,871 582 5
Dallas ........coovviiiiiiiiiiin . 120,176 119,673 -504 -4
San Francisco................ov.n. . 199,052 201,139 2,086 1.0
Total, all Districts ................. L 1,869,318 1,873,574 4,257 2
Special projects
Currency Authentication Systems . . 1,300 2,125 825 63.4
Automation Consolidation ......... 37,737 41,082 3,344 8.9
Total ..o . 39,037 43,206 4,169 10.7
Total ..o . 1,908,355 1,916,780 8,425 4

1. Excludes capital outlays.
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Table D.8

Budget Performance of the Federal Reserve Banks,

Employment, by District, 1995

Average number of personnel, except as nbted
. 1995 1995 Change
District budget estimate

Amount Percent
Boston ... 1,277 1,292 14 11
New York ............ 4,250 4,254 5 A
Philadelphia 1,287 1,305 18 1.4
Cleveland 1,443 1,435 -8 -6
Richmond 2,047 2,061 14 7
Atlanta ................. 2,392 2,418 26 1.1
Chicago .................. 2,416 2,407 -9 -4
St. Louis 1,155 1,181 26 2.3
Minneapolis 1,323 1,303 -20 -1.5
Kansas City .........covvvvuinnnn 1,644 1,673 29 1.8
Dallas ... 1,580 1,562 -18 -1.2
San Francisco...................... 2,428 2,486 58 2.4
Total, all Districts .................L 23,240 23,375 135 6
FRAS .. 592 593 1 2
Total ... 23,832 23,968 136 .6

1. See chapter 3, note 2, for definition of average number of personnel.

Table D.9

Operating Expenses of the Federal Reserve Banks, by Operational Area, 1991-96

Thousands of dollars, except as noted

Services to "
Services to
Mogrt]eéary '}'Tgatsjhsr&/ financial Supervision
Year ! institutions and Total
economic and other and the regulation
policy government ublic
agencies p
1991 i 106,699 169,483 980,379 237,369 1,493,930
1992 . 109,954 182,307 1,020,974 276,038 1,589,272
1993 .. 114,617 193,621 1,076,914 326,334 1,711,486
1994 s 120,869 209,453 1,105,140 361,458 1,796,920
1995 estimate.............. 127,528 222,176 1,127,573 396,298 1,873,575
1996 budget ............... 136,618 223,590 1,177,579 430,984 1,968,770
MEMmo
Average annual
change (percent)....... 5.1 5.7 3.7 12.7 5.7

1. Excludes special projects.
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Table D.10
Employment at the Federal Reserve Banks, by Operational Area, 1991-96

Average number of personnel, except as nbted

Services to :
Services to|
Mo;r?(tjary '}'r:gaghsr‘ financial | Supervision
Year : Y | institutions and Support | Overhead | Total
economic|  and other and the regulation
policy | government public
agencies
784 1,870 9,044 2,343 4,629 4,924 23,594
776 1,832 8,878 2,587 4,711 4,998 23,782
751 1,780 8,609 2,910 4,762 5,182 23,995
. 729 1,754 8,301 3,079 4,603 5,162 23,627
1995 estimate. . . 728 1,719 8,249 3,115 4,578 4,985 23,375
1996 budget ............ 736 1,627 8,161 3,226 4,534 4,976 23,261
MEMO
Average annual
change (percent)....| -1.3 -2.8 -2.0 6.6 -4 2 -3

1. Excludes special projects and FRAS. See chapter 3, note 2, for definition of average number of personnel.
2. See table D.3, note 1, for definition.
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The Federal Reserve System
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