Annual Report:
Budget Revrew

Board of Governors of the Federal Reserve System

1996-97



Annual Report:
Budgetr Reyrew

Board of Governors of the Federal Reserve System

1996-97



Contents

Introduction

1 FEDERAL RESERVE BUDGET PROCESS
AND OPERATIONAL AREAS

Part| The 1997 Budgets

Chapter 1

9 FEDERAL RESERVE SYSTEM

9 Net Expenses
11 Trends in Expenses and Employment
13 Operational Areas
13  Major Projects for 1997

Chapter 2
15 BOARD OF GOVERNORS
15 Overview of the Budget
15 Highlights of the Budget
18 Operations Budget by Division and Accounting Classification
19 Operations Budget by Operational Area
23 Capital Budget
23 Trends in Expenses and Employment
25 Extraordinary Iltems

Chapter 3
27 FEDERAL RESERVE BANKS
27 Major Projects
29 1997 Budget Objective
31 Budget by Operational Area
35 Budget by Object of Expense
36 Capital Outlays
38 Trends in Expenses and Employment
39 Volume and Unit Costs
40 1996 Budget Performance

Part Il Special Analysis

Chapter 4

43 RECENT CHANGES IN THE FEDERAL RESERVE'S
APPROACH TO BANKING SUPERVISION

43  Growth of the Federal Reserve’s Responsibilities

45 A Changing Approach to Supervision

46  Other Changes in Federal Reserve Supervision

47 International Supervisory Policies



Appendixes

51
51
54
54
55

59

74

Appendix A

SPECIAL CATEGORIES OF SYSTEM EXPENSE
Priced Services

Capital Outlays

Special Projects

Currency Printing and Circulation

Appendix B
SOURCES AND USES OF FUNDS

Appendix C

FEDERAL RESERVE SYSTEM AUDITS
Independent Audit

General Accounting Office

Office of Inspector General

Appendix D

EXPENSES AND EMPLOYMENT
AT THE FEDERAL RESERVE BANKS

MAPS OF THE FEDERAL RESERVE SYSTEM



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 Committee1996, 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 $2.1 billion was offset by an
Thrift Institutions Advisory Council. estimated $1.0 billion 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 $23.9 billion in 1996.
financial objectives. Earnings in excess of expenses, divi-
As the nation’s central bank, thedends, and surplus—in 1996 an esti-
Federal Reserve has many, variethated $20.1 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 as anticipated
lender of last resort, with responsibility earnings projected by the Office of
for forestalling national liquidity crises; Management and Budget 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 Federdlhe 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
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authority delegated by the Chairmanggies for their attainment, estimate re-
oversees the process until the budget iguired resources, and monitor results.
submitted to the Board for action at anAs with the Board, the process begins
open meeting in November. The Boardvith development of a budget guideline.
is currently planning to move to a two-The Board of Governors reviews the
year budget cycle, commencing with theproposed level of spending and com-
1998-99 budget, in conjunction with amunicates the budget objective to the
four-year planning cycle. Reserve Banks for their guidance. Each
The Board budget is structured in fourBank then develops its own budget. The
operational areas (described in the neiudgets are reviewed at the Board by a
section). Costs for data processing areommittee of three governors—the Com-
distributed to the four areas according tanittee on Federal Reserve Bank Affairs—
use; expenses for other elements dfoth as separate documents and in
support and overhead are allocated tbght of Systemwide issues and the plans
the four areas in proportion to the sharef the other Banks, before they are
of direct costs attributable to each aregaresented to the full Board of Governors
The Board, in accordance with generallyfor final action at an open meeting in
accepted accounting principles, capitalbecember.
izes certain assets and depreciates their The Banks’ budgets are also struc-
value over appropriate time periodsured in four operational areas (de-
instead of expensing them in their yeascribed in the next section), with support
of purchase. Hence, the Board has botand overhead charged to the operational
an operations budget and a capitahreas. Approved separately from the
budget. operations budgets are special projects,
The Board'’s Office of Inspector Gen-which are long-range research and devel-
eral (OIG), in keeping with its statutory opment efforts that have the potential
independence, prepares its proposed make major improvements in the
budget apart from the Board’s budgetnation’s payments mechanism or in the
The OIG budget is also presented to th&ederal Reserve’'s ability to provide
Board of Governors for action at anservices (the special project for 1997 is
open meeting in November. (The OIG isdescribed in appendix A).
discussed in chapter 2 and appendix C.) The operations and financial perfor-
After the Board budget is approvedmance of the Reserve Banks are
the cash requirement for the first halfmonitored throughout the year via a
of the calendar year is estimated andost-accounting system, the Planning
the amount is raised by an assessmeand Control System (PACS), which was
on each of the Reserve Banks inmplemented by the Banks in 1977.
proportion to its capital stock andUnder PACS, the costs of all Reserve
surplus. The cash requirement for théank services, both priced and non-
second half of the year is estimated irpriced, are grouped by operational area,
June, and the second assessment is maaied the costs of support and overhead
in July. are charged to the four areas. (The
services assigned to each of the opera-
tional areas are listed in chapter 3, tables
3.7-3.9 and 3.11.) 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

Reserve Banks
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operating performances of the Reservprojections for the domestic economy
Banks. and international markets. They also
conduct longer-run economic studies on
regional, national, and international

) issues.
Operational Areas

For budgeting purposes, the Board oSupervision and Regulation
Governors and the Reserve Banks

account for their activities in four major 1he Federal Reserve System plays a
operational areas. Three of the areas-@jor role in the supervision and regula-

monetary and economic po"cy, superﬂon_Of banks and bank hOldlng com-
vision and regulation of financial Panies. The Board of Governors adopts

institutions, and services to financial'@gulations to carry out statutory direc-
institutions and the public—are com-fives and establishes System supervisory

mon to the Board and the Banks. Thénd regulatory policies; the Reserve
Banks’ fourth operational area is serBanks conduct on-site examinations and
vices to the U.S. Treasury and otheinspections of state member banks and

government agencies, and the Board’8ank holding companies, review appli-

fourth area is System policy directioncations for mergers, acquisitions, and
and oversight. changes in control from banks and bank

holding companies, and take formal
supervisory actions. In 1996 the Federal
: : Reserve conducted approximately 606
Monetary and Economic Policy state member bank examinations and
The monetary and economic policyapproximately 1,922 bank holding com-
operational area encompasses Fedenahny inspections and acted on a total
Reserve actions to influence the availef 4,390 international and domestic
ability and cost of money and credit inapplications.
the nation’s economy. These actions The Board also enforces compliance
include setting reserve requirementshy state member banks with the federal
setting the discount rate (which affectdaws protecting consumers in their use
the cost of borrowing), and conductingof credit. In 1996 the System con-
open market operations. ducted approximately 589 compliance
A vast amount of banking and finan-examinations.
cial data flows through the Reserve The Board’'s supervisory responsibil-
Banks to the Board, where it is compiledities also extend to the foreign opera-
and made available to the public. Thaions of U.S. banks and, under the
research staffs at the Board and thénternational Banking Act, to the U.S.
Reserve Banks use these data, alormperations of foreign banks.
with information collected by other Beyond these activities, the Federal
public and private institutions, to assesfeserve maintains continuous oversight
the state of the economy and the relaef the banking industry to ensure the
tionships between the financial market®verall safety and soundness of the
and economic activity. Staff membersfinancial system. This broader responsi-
provide background information for thebility is reflected in the System’s pres-
Board of Governors and for each meetence in financial markets, through open
ing of the FOMC by preparing detailedmarket operations, and in the Federal
economic and financial analyses andReserve’s role as lender of last resort.
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Services to Financial Institutions ment services include local check
and the Public clearinghouse associations, automated
clearinghouse (ACH) networks, credit
The Federal Reserve System plays eard processors, automated teller
central role in the nation’s paymentsmachine networks, and national and
mechanism, which is composed of manyegional funds transfer and securities
independent systems that move fundsansfer networks.
among financial institutions across the Approximately 28,600 depository
country. The Reserve Banks obtairinstitutions participate in the Federal
currency and coin from the Bureau ofReserve’s ACH service, which allows
Engraving and Printing and from thethem to send or receive payments elec-
Mint and distribute it to the public tronically instead of by check. The insti-
through depository institutions; theytutions use the ACH service for credit
also identify counterfeits and destroyand debit transactions. As of Septem-
currency that is unfit for circulation. In ber 1996, all of the approximately 8,190
1996 the Reserve Banks distributedACH endpoints had electronic connec-
$406.2 billion in currency and $4.7 bil- tions with the Federal Reserve. In 1996
lion in coin and destroyed $148.4 billionthe Reserve Banks processed approxi-
in unfit currency. mately 3.04 billion ACH transactions
The Reserve Banks (along with theirvalued at about $9.9 trillion; approxi-
Branches and regional centers) alsmately 21 percent of the transactions
process checks for collection—were for the federal government, and the
approximately 15 billion checks in restwere for commercial establishments.
1996 with a total value of more than The securities services provided by
$11 trillion. the Reserve Banks include the handling
The Federal Reserve also plays af book-entry and definitive securities
central role in the nation’s paymentsand the collection of coupons and
mechanism through its wire transfemiscellaneous items. The book-entry
system, Fedwire. Through Fedwireservice, begun in 1968, enables holders
depository institutions can draw onof Treasury and government agency
their reserves or clearing accounts asecurities to transfer the securities elec-
the Reserve Banks and transfer fundgonically to other institutions through-
anywhere in the country. Approximatelyout the country. In 1996 the Reserve
7,900 depository institutions use FedBanks processed approximately 14.2 mil-
wire through direct computer connec-ion securities transfers valued at
tions with Reserve Banks, and anothe$170 trillion. The noncash collection
2,100 institutions use Fedwire throughservice, through which maturing coupons
off-line means such as telephone. Irand bonds are presented for collection,
1996, approximately 82 million trans- processed about 1.2 million transactions
fers valued at about $246 trillion werein 1995 and about 1.6 million transac-
sent over Fedwire, an average of $3 miltions in 1996.
lion per transfer and $983 billion per

day. Services to the U.S. Treasury

The Federal Reserve allows partici .
pants in private clearing arrangementénd Other Government Agencies

to exchange and settle transactions onBhe U.S. government uses the Federal
net basis through reserve or clearingReserve as its bank. Through deposit
account balances. Users of net settleaccounts at the Reserve Banks, the
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government issues checks and payments
and collects receipts. The Reserve Banks
also process wire transfers of funds and
automated clearinghouse payments and
give the Treasury daily statements of
account activity.

Beyond these typical depository
activities, the Reserve Banks provide
several unique services to the federal
government. They monitor the tax
receipts deposited in the more than
11,000 tax and loan accounts that are
maintained by depository institutions
designated to perform this function, they
hold the collateral that those institutions
pledge to support these and other govern-
ment deposits, and they transfer funds to
the Treasury’'s account at its request.
The Reserve Banks assist the Treasury
in its financing of the public debt by
issuing, servicing, and redeeming all
marketable Treasury securities as well
as all U.S. savings and retirement plan
bonds. The Reserve Banks also redeem
food coupons for the U.S. Department
of Agriculture and destroy redeemed
coupons.

System Policy Direction
and Oversight

This operational area encompasses
activities by the Board of Governors
in supervising Board and Reserve Bank
programs. Expenses for these activities
are considered overhead expenses of the
System and are, therefore, allocated
across the other operational areas. s
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Chapter 1
Federal Reserve System

For 1997, the Federal Reserve Systerthe estimated 1996 level. (Details are
has budgeted net operating expenses gfven in chapters 2 and 3.)
$1,139.4 million. Revenue from priced
services provided to depository institu-
tions is expected to total $810.4 miIIion,Net Expenses
or 37.4 percent of total budgeted operatThe System expects to recover 47.5 per-
ing expenses. Total operating expensesent of its budgeted 1997 operating
are budgeted at $2,168.6 million, arexpenses through revenue from priced
increase of 2.1 percent over estimatedervices, other income, and claims for
1996 expenses. Of this total, $1,997.2 milreimbursement. After these items are
lion is for the Reserve Banks anddeducted from budgeted 1997 operating
$171.4 million is for the Board of expenses, the net expenses of the System
Governors (table 1.1). show an increase of 2.3 percent over
Not included in the budget for opera-estimated 1996 net operating expenses
tions is a Reserve Bank special projecftable 1.2).
for automation consolidation, which is Revenue from priced services repre-
budgeted at $34.7 million for 1997, sents fees that are set so as to recover the
down from $38.4 million estimated for full cost of providing the services (as
19961 Also excluded is the cost of required by the Monetary Control Act of
currency, budgeted at $405.6 million for1980), including the imputed cost of
1997, an increase of 0.8 percent over th#oat and the return on capital that would
estimated 1996 cost of $402.4 millién. 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 project) is budgeted at
24,916 for 1997, a decline of 321 fromcpart 1.1

Distribution of Expenses of the
Federal Reserve System, 1997

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’s operations budget. These relatively
costly, short-term projects are expected to benefit
both the System and the banking industry as a
whole. The special project approved for 1997 is
described 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, 1.3%
Currency, 15.5%

Board of
Governors, 6.6%

Reserve Banks, 76.6%
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budgets by the need to keep suclnstitutions using the services; included
services competitive and the calculatiorare fees for such services as the settle-
of fees are discussed in appendix Ament of transfers among depository
“Other income” comes from services institutions and the wire transfer of
provided on behalf of the U.S. Treasuryfunds between depository institutions
that are paid for by the depositoryand the Treasury. Claims for reimburse-

Table 1.1
Expenses of the Federal Reserve System for Operations, Special Projects,
and Currency, 1995-97

Millions of dollars, except as noted

Entity and 1995 1996 1997 Percentage change
type of expense actual estimate budget 1995 to 199(% 1996 to 1997
Operating expensés
Reserve Banks . 1,864.7 1,959.3 1,997.2 5.1 1.9
Personnel............... . 1,1835 1,228.0 1,252.3 3.8 2.0
Nonpersonnel . 681.2 731.3 744.9 7.4 1.9
Board of Governors ................... . 157.0 165.6 171.4 55 35
Personnel............coocoiiiii . 1174 122.7 127.8 4.5 4.2
Nonpersonnel....................... . 39.6 42.9 43.6 8.3 1.6
Total System operating expenses....... 2,021.7 2,124.9 2,168.6 5.1 2.1
Personnel ...t . 1,300.9 1,350.7 1,380.1 3.8 2.2
Nonpersonnel ....................... . 720.8 774.2 788.5 7.4 1.8
Special projects. ... . 43.7 38.4 34.7 -12.1 -9.7
CUITENCY ..o . 369.9 402.4 405.6 8.8 .8

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, 1995-97

Millions of dollars, except as noted

e 1995 1996 1997 Percentage change
actual estimate budget 1995 to 199¢ 1996 to 1997

Total System operating expenses...... | 2,021.7 2,124.9 2,168.6 5.1 2.1
LEss

Revenue from priced services. ...... 765.2 791.4 810.4 3.4 2.4

Otherincome...............coovvinl . 5.8 5.8 5.8 * *

Claims for reimbursemeht 2214 2135 213.0 -3.6 -2
EquaLs

Net System operating expenses. .. ... 1,029.3 1,114.3 1,139.4 8.3 2.3

1. Cost of fiscal agency and depository services * Less than 0.05.
provided to the U.S. Treasury and other government
agencies that are billed to these agencies. In practice, not
all these claims are paid.
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Table 1.3 average of 5.4 percent a year (2.4 per-
Revenue from Priced Services, 1995-97 cent a year when adjusted for inflation)
Millions of dollars (phart 1_.2) and totz_:ll System expenditures
(including special projects) have
Service 1995 | 1996 | 1997~ increased an average of 5.6 percent a
actual | estimate budget g o p -
year (2.5 percent a year when adjusted
Funds transfers and i inflati 0 h iod
net settlement........ | 906 905 gr3 for inflation). Over the same period,
Automated clearinghouse nondefense discretionary spending by
services ............ 75.6 78.4 79.8 i
Commercial checks...... 5740 595.2 605.1 the federal government has increased an
Book-entry securities average of 5.8 percent a year (chart 1.3).
trar;\sferﬁ ............ 15.9 15.7 169 Federal Reserve System employment,
Noncash collection...... | 4.0 4.8 5.6 ; B : B
Special cash services. . | 5.2 68 07 |ncllud|ng staff working on special
projects and Federal Reserve Automa-
Total ................... . 765.2 7914 8104 tion Services (FRAS), has increased by

420 over the period (chart 1.4).

ment represent the expenses incurred by From 1982, when the transition to the
the Reserve Banks in providing fiscal®duirements of the Monetary Control
agency and depository services to théCt 0f 1980 was completed, through
Treasury and other government agencies?84: Systém expenses remained essen-
that are billed to these agencies. tially flat when adjusteq for inflation,
Sources and uses of funds ar@nd employment declined. In 1985,
presented in appendix B, and the audit§!® Staffing level was increased in a

of the System are listed in appendix cPronounced effort to strengthen super-
vision and regulation of member banks

) and bank holding companies. The
Trends in Expenses System was able to partially offset the
and Employment increase in staff through reductions in

From actual 1987 to budgeted 1997#Mployment in other areas, mainly

amounts, the operating expenses of the

Federal Reserve System (excludinghart 1.3

special projects) have increased amumulative Change in Federal Reserve
System Expenses and Federal Government

Chart 1.2 Expenses, 1987-97

Operating Expenses of the Percent

Federal Reserve System, 1987197

Billions of dollars 80
Federal governmen

60
Current dollars 40
2.0
20
Federal Reserve 8’
16 Lol
1987 dollarg 1087 1992 1997

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

expenses plus the cost of special projects; federal
1087 1992 1997 government expenses are discretionary spending less
1. For 1996, estimate; for 1997, budget. expenditures on defense. For 1996, estimate; for 1997,
2. Calculated with the GDP price deflator. budget.
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Chart 1.4 the prompt availability of funds and the
Employment in the expeditious return of checks, became
Federal Reserve System, 1987197 effective. Increases in staff throughout

Thousands of persons the System in 1988 and 1989 resulted
from implementation of the provisions
of this legislation. In 1991 and continu-

ing through projected 1997, spending

on bank supervision has expanded,

25 reflecting an increase in the number and

complexity of examinations, greater

24 attention to problem institutions, and the

requirements of the Financial Institu-

T T ) tions Reform, Recovery, and Enforce-
. 1992 1097 ment Act of 1989 (FIRREA) and the

1. Includes FRAS staff. Federal Deposit Insurance Corporation
Improvement Act of 1991 (FDICIA).

services to financial institutions and theThe System has been able to partially

public, support, and overhead. offset these increases by reducing staff

In 1988, the Expedited Funds Avail-in other operational areas, mainly ser-

ability Act, which requires the Federalvices to the U.S. Treasury and services
Reserve to issue regulations to ensurt® financial institutions and the public.

26

Table 1.4

Operating Expenses of the Federal Reserve System, by Operational Area, 1995-97
Millions of dollars, except as noted

Operational area 1995 1996 1997 Percentage change
and entity actual estimate budget 1995 to 199(# 1996 to 1997
Monetary and economic policy. .. ...... 211.7 226.4 235.2 7.0 3.9
Reserve Banks .....................| . 128.3 138.1 145.7 7.7 5.5
Board of Governors.................. . 83.4 88.3 89.5 5.9 1.4
Services to the U.S. Treasury and
other government agencks ... .... . 216.8 217.2 213.1 2 -1.9
Services to financial institutions
andthe public..................... . 1,131.0 1,181.6 1,198.2 4.5 1.4
Reserve Banks ..............oovnnn, . 1,127.3 1,177.6 1,194.0 4.5 1.4
Board of Governors.................. . 3.7 4.0 4.2 8.1 5.0
Supervision and regulation. ............ 462.2 499.7 522.1 8.1 45
Reserve Banks ..................... . 392.3 426.4 444.4 8.7 4.2
Board of Governors.................. . 69.9 73.3 7.7 4.9 6.0
Total .. .. 2,021.7 2,124.9 2,168.6 5.1 21
Reserve Banks ...................... . 1,864.7 1,959.3 1,997.2 5.1 1.9
Board of Governors® ................ A 157.0 165.6 171.4 5.5 35

1. Operating expenses reflect all redistributions fora result, the numbers for the operational areas in chapter 2
support and allocations for overhead and exclude capitare 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. Aad extraordinary items.
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Operational Areas

For budgeting purposes, the expenses of
the Federal Reserve are classified accord-
ing to the four major operational areas
of the System (table 1.4). The costs of
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.

Major Projects for 1997

Several major projects that have an
impact on Board or Reserve Bank
budgets will continue or begin in 1997:

« Consolidation of System automation

* Installation of high-speed currency
processors

« Installation of equipment and software
to support the image processing of
commercial and Treasury checks and
the archival of Treasury checks

» Extraordinary repairs to and mainte-
nance of facilities.

Partly offsetting the greater expendi-

tures associated with these projects are
lower costs associated with staff reduc-
tions made possible by several reengi-
neering initiatives and programs to

increase efficiency in Federal Reserve
operations. .
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Chapter 2
Board of Governors

The 1997 budget for the Board ofsuch extraordinary items are set apart
Governors provides $165.6 million forfrom the operations budget. For 1997,
operations, $2.9 million for extraor-$2.9 million in operating funds and
dinary items (projects of a unique$420,000 in capital funds have been
nature), and $3.0 million for the Office budgeted for three extraordinary items:
of Inspector General. The Board hasnodification or replacement of software
authorized 1,746 staff positions forto ensure its operation after the century
operational areas and 32 positions fodate change and two major economic
the Office of Inspector General; nosurveys. These projects are discussed in
positions are required for the extraor-detail at the end of this chapter.

dinary items. The total of 1,778 posi-
tions is an increase of 14 over the

number authorized at the end of 199é)frlce of Inspector General
and includes 16 temporary positions thaThe 1997 budget for the Office of

will be abolished in 1998. Inspector General of $3.0 million is
0.8 percent higher than estimated 1996
expenses.

Overview of the Budget

Board Operations o
. Highlights of the Budget
The 1997 operations budget of $165.6

million is 2.8 percent larger than Decreases for Core Level Activities
%Sctrlzranai,fsd 'nlzggr'gsxpaenndsﬁé Eéfsp't itial division budget requests to sup-
! in salari = Yort core level activities in 1997 were
goods and services, expenses to maint H4uced by approximately $3.5 million
?notgfeot‘r)]ea;]at(l)?fgsetatt) thrz dlugg%rllesvﬁll \évoerﬁo provide funding for higher-priority

= y rec Initiatives. Eleven positions were elimi-
level activities, resulting in a net decreas&ated. funding for travel, training, and
of 0.3 percentage point in th? cost Oautorn,ation labor was 1reduced,; and
gﬁgfoﬁztﬁ\ggffibérgﬂﬁt%eﬁ Ctr(éa'srgpgogf everal facilities maintenance projects
. - P ere deferred. The largest reductions in
ing efficiency through the enhancemen

of automation svstems proiects tcCC"€ level activity will occur in the
y » Proj Divisions of Information Resources

mrgl'gtilsnirrgrcelgtézsc‘j' tﬁg%J’c?rgussfg?lclgrl\{lanagement, Banking Supervision and
projects gets.1p %egulation, Support Services, Research
age points, for an overall increase o

'8 percent and Statistics, and Reserve Bank Opera-
-0 percent. tions and Payment Systems.

Extraordinary ltems Major Automation Enhancements
Inclusion of certain periodic or one-time

. X . quvision Automation Systems
expenses in the Board’s operations bud-
get can result in undue volatility in the The 1997 budget provides approximately
size of the budget. Therefore, funds fo$1.0 million in operating funds and
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$2.7 million in capital funds to improve Boardwide Cable Plant
division information systems. The
improvements include replacement o

outdated personal computers, an increa 3fe included in the budget to cover the
in disk capacity, expansion of memory,a’997 costs of a multiyear project to

gl'?hde;J psg(;?t;i\;ggeof '?ﬁg rargg?ofi)t/; t%rpstr? 2 replace the Board's cable plant. Designed
funds ($0.6 miI.Iion in operating funds in accordance with decade-old standards

and $1.8 million in capital funds) will f‘?;n‘t’o'ggs ?c/)StegSc’akt)T: CEF;‘;”; Cag:'(tas

be used for four divisions: Banking gnl I(l)JW—s ee%pdata trar;svr;iésionus\?hile

Supervision and Regulation, Informa- y Pee ; '

tion Resources Management Resear%;.pvances in information technology are
; r

and Statistics, and Monetary Affairs. arving network data communications to
' " higher speed requirements. The recabling

project will reduce downtime and help

meet the demand for increased capacity.
Approximately $0.3 million in operating

funds and $1.0 million in capital funds

are provided to maintain the reliability INtérnet

and efficiency of existing network |n keeping with the federal government
devices and services. This investment igpjective of improving access to

necessary to handle growing distributeghformation via electronic means, the

system requirements, including provi-1997 pudget includes approximately
sions for restoring operations in theg 4 million in operating funds, $0.3 mil-

pproximately $0.2 million in operating
ynds and $2.2 million in capital funds

Boardwide Network

event of a catastrophic failure. lion in capital funds, and one position
) to develop and maintain the Board's
Mainframe Computer World Wide Web site. This initiative

The 1997 budget also provides $0.3 milwill provide immediate electronic access
lion in operating funds and $0.7 million 0 data, documents, and publications
in capital funds to upgrade the Board’dhat the public would otherwise have to
mainframe computer. The upgrade willoPtain in paper form. It is expected that
improve access to mainframe databasdgis effort will reduce demand for
such as those used for the Nationapfinted publications, eventually leading
Information Center (NIC) and for f© lower printing and postage expenses.
administration of Home Mortgage

os, Additional direct Access. storagdXVisons o Bank and

will be made available to clients and foreBank Holding Company Reports
such activities as providing distributedThe 1997 budget provides approximately
data backup on the mainframe, movings0.3 million in operating funds to
frequently used financial data to andmplement changes to the automated
from tape, and implementing the newsystems that produce the quarterly
System Statistics and Reserves (STARReports of Condition and Income (Call
system, a centralized software systerRReports) and Bank Holding Company
that will provide financial and statistical Financial Statements (FR Y-9 and Y-11
data for the administration of the Board'sreports). The Federal Financial Institu-
monetary, regulatory, and supervisorfions Examination Council recently
policies. approved significant changes to the Call
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Reports in order to reduce the reportingvindow glass in critical areas of the
burden on financial institutions, improveMartin and Eccles Buildings with
the monitoring of interest rate risk, andexplosive-resistant safety glass. This is
move from the use of regulatory accountthe first phase of a multiyear project in
ing principles (RAP) to the use ofwhich all of the exterior glass in the
generally accepted accounting principlesomplex will be replaced. The project is
(GAAP). The Federal Reserve has response to Department of Justice
recently proposed similar revisions torecommendations on the safety and
the bank holding company reports. Thesecurity of federal office buildings.
changes to both types of report stem in )

part from requirements of the RiegleAir Handling System

Community Development and Regularhe 1997 budget also provides approx-
tory Improvement Act of 1994. imately $0.8 million in capital funds to
continue a multiyear project to replace
Foreign Banking Organization components of the Board’s air handling
Workstation system to improve efficiency and pro-
mote energy savings. In this phase of
¥he project, ventilation will be improved
and more efficient cooling will be
rovided for the lower levels of the
artin Building.

The 1997 budget provides approximatel
$0.3 million in operating funds and
$0.1 million in capital funds for a major
initiative to develop an automated syste
that will improve the supervision of the
domestic activities of foreign banking jartin Building Exterior

organizations. The system will contain a _ )
docketing workflow module, a docu-The 1997 operations budget provides
ment management module, and &@pproximately $0.4 million for repairs to
financial-analytical module that will the exterior of the Martin Building. As a
allow the Board to better coordinate andesult of aging and weather exposure,
further enhance the supervision of theénoisture is entering the envelope of the

U.S. operations of foreign financialbuilding. Structural engineers have
institutions. recommended that the seams in the

stone facade and all of the windows be
Home Mortgage Disclosure Act and ~ recaulked to prevent serious damage to
Community Reinvestment Act the building.

Approximately $0.3 million is provided Martin Building Roof

in the budget for a project to enhance th . . .
HMDA ang CRA (CFz)m]munity Reinvest- ?nclude_d in the l997_c_ap|tal budget is
ment Act) analysis systems used in faiPProximately $0.3 million to replace a
lending and CRA examinations and tgPortion of the Martin Building roofing
develop the compliance portion of theMeémbrane, which has begun to leak.

Board’s examiner workstation software. "€ Project will prevent serious water
damage to the building.

Facilities Improvements Potential Requirements Not Funded
Exterior Window Glass in the 1997 Budget

The 1997 budget provides approximatehBeveral issues that may have implica-
$0.8 million in capital funds to replace tions for funding are not addressed in the
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1997 budget because the impact of neDperations Budget by Division
requirements has not been fully deterand Accounting Classification

mined. The most significant of these

issues stem from passage of th&he Board's overall operations budgetis
Electronic Freedom of Information Act detailed by division in table 2.1, and the
Amendments of 1996. This legislationnumber of authorized staff positions for
requires that federal agencies mak®oard operations is shown in table 2.2.
information requested by the publicThe ten-year trend in operating expenses,
available via electronic means such aby accounting classification, is shown in
the Internet. A task force is expected tdable 2.3.

make recommendations in 1997 on the The largest increase in the 1997
resources needed to comply with théudget is in the area of personnel
legislation. services. The 1997 budget for personnel

Table 2.1
Expenses of the Board of Governors, by Division, Office, or Special Account, 1995-97
Thousands of dollars, except as noted

Division, office, 1995 1996 1997 Change, 1995 to 1996 Change, 1996 to 1997

or special account actual estimate budget Amount Percent Amount Percent
Board Members.......| 4,218 4,592 4,600 373 8.8 9 2
Secretary.............. 4,180 4,265 4,419 85 2.0 154 3.6
Legal..............o.t s 7,501 8,056 8,572 555 7.4 516 6.4
Research and Statistics|.. 24,629 26,412 26,375 1,783 7.2 =37 -1
International Finance. .. 9,346 9,782 9,986 435 4.7 204 2.1
Banking Supervision

and Regulation. ... .. 25,176 26,109 26,540 933 3.7 432 1.7
Human Resources

Management....... 5,267 5,424 5,540 157 3.0 116 2.1
Support Services. ...... 26,485 28,473 28,186 1,988 7.5 -287 -1.0
Controller ............. 2,805 3,264 3,320 459 16.4 56 1.7
Consumer and

Community

Affairs ............ 6,000 6,504 7,173 504 8.4 669 10.3
Staff Director for

Management....... 1,883 2,199 2,198 316 16.8 -1 *
Reserve Bank

Operations

and Payment

Systems .......... 13,129 13,664 13,855 536 4.1 191 14
Information Resources

Management (IRM)|. 25,337 27,185 27,994 1,847 7.3 809 3.0
Monetary Affairs........ 8,453 8,795 8,817 342 4.0 22 2
Special projects........, 2,037 2,457 3,367 420 20.7 910 37.0
IRM income accourit...| -15,216 -16,081 -15,349 -865 5.7 732 -4.6
Total, Board

operations ........, 151,230 161,100 165,594 9,870 6.5 4,494 2.8
Extraordinary items..... 2,681 1,487 2,890 1,194 L 1,403
Office of Inspector

General........... 3,060 2,941 2,965 -119 -3.9 24 .8

1. Income from various Board divisions for use of central IRM resources.
*Less than 0.05.
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services (salaries, retirement, and insureductions in core level activities in the
ance) is $4.1 million, or 3.4 percent,areas of building repairs and alterations,
greater than estimated 1996 expensesavel, contractual professional services,
The 1997 budget for goods and serviceand furniture and equipment and
is $0.4 million, or 0.9 percent, greaterincreased income from external clients
than estimated 1996 expenses. Thir use of the mainframe computer.
increase in the area of goods and ser-

vices is attributable to a $1.0 million, or

11.4 percent, increase in depreciatio®perations Budget by

expenses associated with the capitaDperational Area

portion of the automation system

enhancement and facilities improvementThe Board’s operations budget supports
initiatives described earlier, as well asactivities in four broadly defined areas:
increases for software and other itemsmonetary and economic policy, supervi-
Partially offsetting these increases arsion and regulation, services to financial

Table 2.2
Positions Authorized at the Board of Governors, by Division or Office, 1995-97
Change
P ) 1995 1996 1997
Division or office ;
actual estimate | budget | 195 ¢, 1994 1996 to 1997

Board Members...................... . 42 42 42 0 0
Secretary. .. ..o . 62 63 63 1 0
Legal ..o L. 83 84 84 1 0
Research and Statistics.............. ! 274 275 275 1 0
International Finance................. . 108 110 111 2 1
Banking Supervision and

Regulation. ...................... . 244 243 236 -1 -7
Human Resources Management... ... 50 47 47 -3 0

concerrt ... . 22 21 21 -1 0

Support Services. ..............ooi.... . 261 261 263 0 2
Controller ... . 34 35 35 1 0
Consumer and Community Affairs .. .. 65 66 69 1 3
Staff Director for Management........ 10 10 7 0 -3
Reserve Bank Operations and

Payment Systems............... L 125 125 125 0 0
Information Resources Managemant. . 247 259 277 12 18
Monetary Affairs ..................... . 66 66 66 0 0
Subtotal® ... . 1,693 1,707 1,721 14 14
Reimbursable IRM suppott........... 20 25 25 5 0
Total, Board operations .............. 1,713 1,732 1,746 19 14
Office of Inspector General........... 31 32 32 1 0

1. EEO Concern positions managed by the Division of 3. Includes eleven summer intern positions and

Human Resources Management. seventeen youth positions; 1997 figure also includes

2. Positions that provide IRM support to the Federalsixteen temporary (two-year) positions that will be
Financial Institutions Examination Council for HMDA abolished by year-end 1998.
processing on a reimbursable basis are shown separately,
as reimbursable IRM support.



20 Annual Report: Budget Review, 1996-97

institutions and the public, and SystemMonetary and Economic Policy
policy direction and oversight. Data on

expenses and positions for each operdhe 1997 budget for the monetary and
tional area for 1995-97 are shown ineconomic policy operational area is
tables 2.4 and 2.5. approximately $70.4 million, an increase

Table 2.3
Operating Expenses of the Board of Governors, by Accounting Classification, 1987-97

Thousands of dollars, except as noted

[P 1987 1988 1989 1990 1991 1992 1993
Classification actual actual actual actual actual actual actual
Personnel services
Salaries................ 53,897 56,149 61,283 68,565 73,814 79,624 87,600
Retirement............. 3,040 3,433 3,895 4,601 5,062 6,298 7,068
Insurance.............. 3,361 3,704 4,412 4,931 6,498 6,701 7,706
Subtotal ............. 60,298 63,286 69,590 78,097 85,374 92,623 102,374

Goods and services
Travel ................. . 2,839 3,161 3,329 3,402 3,461 3,867 4,586
Postage and

expressage......... 1,004 1,156 1,070 1,142 1,205 1,116 1,210
Telecommunications. . .. 1,590 1,571 1,543 1,758 1,605 1,799 1,866
Printing and binding . . .. 1,044 1,089 1,110 1,153 1,042 1,103 1,052
Publications. ........... -554 -400 -364 -559 -928 -487 -335
Stationery and

supplies........... 883 719 748 897 720 767 847
Software............... 2,698 2,511 2,506 2,101 2,428 2,789 2,826
Furniture and

equipment.........\ 912 684 527 827 694 1,185 1,257
Rentals................ 1,077 527 -53 -965 -930 -923 231
Books and

subscriptions. ....... 453 505 582 578 608 696 755
Utilities ................ 1,606 1,599 1,571 1,702 1,686 1,805 1,878
Building repairs

and alterations.... .. 1,146 1,044 849 943 1,002 2,071 1,331
Furniture and

equipment repairs

and maintenance. .. 1,712 2,002 1,905 1,837 1,897 1,969 2,102
Contingency

Processing

Center expenses. . . 0 0 142 237 191 264 201
Contractual

professional

Services........... 2,263 3,128 3,354 2,686 2,669 4,491 5,175
Tuition/registration

and membership

fees............... 533 564 513 602 671 842 981
Subsidies and

contributions ........ 657 697 413 529 639 736 768
Depreciation........... 7,463 7,529 6,740 5,882 5,607 6,011 6,563
Allother ............... -1,434 -1,447 -782 -452 168 85 632

Subtotal ............. 25,893 26,640 25,703 24,302 24,435 30,187 33,929

Total, Board

operations ......... 86,192 89,925 95,293 102,399 109,809 122,810 136,303
Extraordinary items. . ... 0 0 0 0 373 3,147 436
Office of Inspector

General ........... 127 580 718 1,341 1,568 1,930 2,710
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of $1.0 million, or 1.5 percent, over setting of reserve requirements, approval
estimated 1996 expenses. Activities irof changes in the discount rate, and
this operational area include the Board'®ther activities related to the manage-
monitoring and analysis of develop-ment of the nation’s monetary policy.

ments in the money and credit marketsThe budget increase for this area is

Table 2.3
Continued
Thousands of dollars, except as noted
Average
Percentage annual
[P 1994 1995 1996 1997
Classification : change, percentage
actual actual estimate budget 1996 to 1997 change,
1987 to 1997

Personnel services

Salaries................ 90,528 98,418 104,111 107,753 35 7.2
Retirement............. 7,535 8,029 7,984 8,438 5.7 10.8
Insurance.............. 8,408 8,455 9,078 9,098 2 10.5
Subtotal ............. 106,470 114,902 121,174 125,289 34 7.6

Goods and services
Travel ................. A 4,640 4,759 5,251 4,967 -5.4 5.8
Postage and

expressage......... 1,247 1,236 1,122 1,081 -3.7 7
Telecommunications. . .. 2,035 2,134 2,209 2,177 -1.5 3.2
Printing and binding . . .. 1,245 1,581 1,375 1,405 2.1 3.0
Publications. ........... -16 1,460 1,642 1,547 -5.8 .
Stationery and

supplies........... 802 949 952 957 5 .8
Software............... 3,003 3,449 4,185 4,382 4.7 5.0
Furniture and

equipment.......... 1,178 1,320 1,309 1,091 -16.7 1.8
Rentals................ 554 3,854 4,365 4,350 -3 15.0
Books and

subscriptions. ... ... 923 989 1,096 1,104 7 9.3
Utilities ................ 2,124 2,021 2,005 2,035 15 24
Building repairs

and alterations..... 1,743 1,530 1,585 1,229 -22.5 7

Furniture and
equipment repairs
and maintenance. .. 2,109 2,089 1,820 1,799 -1.2 5
Contingency
Processing
Center expenses. . . 185 21 0 0
Contractual
professional
services........... 6,306 7,491 10,354 10,089 -2.6 16.1
Tuition/registration
and membership

fees............... 1,055 1,339 1,425 1,385 -2.8 10.0
Subsidies and

contributions ... ... 677 756 736 730 -9 1.1
Depreciation........... 6,968 7,379 8,358 9,309 11.4 2.2
Allother ............... -2,511 -8,030 -9,863 -9,331 -5.4 20.6

Subtotal ............. 34,267 36,328 39,926 40,304 9 45

Total, Board

operations ......... 140,737 151,230 161,100 165,594 2.8 6.7
Extraordinary items. .. .. 1,254 2,681 1,487 2,890

Office of Inspector
General ........... 2,821 3,060 2,941 2,965 .8 37.0
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primarily the result of planned invest-and HMDA requirements. Additional
ments in automation. funds are also provided for training for
Reserve Bank examiners in such areas
- : as capital markets instruments, interest
Supervision and Regulation rate risk assessment, and asset and
The 1997 budget for supervision andiability management. The foreign bank-
regulation is approximately $61.5 mil-ing organization workstation project, a
lion, an increase of $2.6 million, or major new initiative to improve the
4.4 percent, over estimated 1996Gupervision of foreign banking organiza-
expenses. Supervision includes théons (discussed earlier), is also contribut-
review of examination reports on stateing to the budget increase.

member banks and inspection reports on
bank holding companies prepared by th . . . I
Reserve Banks, preparation of specia%ﬁévéﬁgsggbﬁtnanC'al Institutions
studies related to international appli-

cations, direction of enforcement actionsThe 1997 budget for services to finan-
and regulation of trust activities. Reg-cial institutions and the public is
ulation includes the formulation of approximately $3.4 million, an increase
regulations, oversight of mergers andf $0.2 million, or 6.2 percent, over esti-
foreign banking activities, enforcementmated 1996 expenses. This operational
of consumer protection regulations, andrea covers support to and oversight of
regulation of securities credit. Thethe payment mechanism activities of the
increase for this operational area is du®eserve Banks and Branches (specifi-
largely to investments in automation anctally, evaluation of the operational and
training and to the addition of staff pricing performance of their check pay-
positions. The budget provides increasethent activities); oversight of the elec-
funding for information systems hard-tronic payments mechanism; and annual
ware and software as well as for threevaluation of the System’s currency, coin,
new positions to meet expanded CRAand food coupon operations. The budget

Table 2.4

Expenses of the Board of Governors for Operational Areas,
Extraordinary Items, and Office of Inspector General, 1993-97

Thousands of dollars, except as noted

1995 1996 1997 Change, 1995 to 1996 Change, 1996 to 1997

actual estimate | budget

Type of expense

Amount Percent Amount Percent

Monetary and economic
policy ............... 63,348 69,363 70,389 6,015 9.5 1,026 15

Supervision and regulation| . 56,677 58,907 61,488 2,230 3.9 2,581 4.4

Services to financial
institutions and the

public ............... 2,986 3,208 3,408 222 7.4 200 6.2
System policy direction and

oversight ............ 28,219 29,622 30,309 1,403 5.0 687 2.3
Total, Board operations ...| 151,230 161,100 165,594 9,870 6.5 4,494 2.8
Extraordinary items........ 2,681 1,487 2,890 -1,950 L 1,403
Office of Inspector General . 3,060 2,941 2,965 -119 -3.9 24 .8

1. Operating expenses include allocations for support and overhead.
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increase for this area is due mainly to thesystems as the Financial Exams System
full-year costs of 1996 salary actions andor the Division of Reserve Bank Opera-
increased automation expenses. tions and Payment Systems.

System Policy Direction Capital Budget

and Oversight The Board’'s 1997 capital budget of
The 1997 budget for System policy$12.2 million provides for automation
direction and oversight is approximatelyinfrastructure improvements, facility
$30.3 million, an increase of $0.7 mil-improvements, and office automation
lion, or 2.3 percent, over estimated 1996émprovements (see “Highlights of the
expenses. This operational area coveiBudget”).

oversight, direction, and supervision of

System and Board programs. Include .
are programs that directly support Boar%_redngs ml EXpentseS
members in overseeing Reserve Ban n mploymen

operations, budgeting and accountingThe increase in the 1997 operations
financial examinations, audit and operabudget, 2.8 percent, is lower than the
tions reviews, and automation and comestimated 6.5 percent increase from
munications. The budget increase fol995 to 1996 mainly because of a
this operational area is due mainly tosmaller salary increase (3.0 percent for
increased investments in automation]1997 versus 4.0 percent for 1996) and
including hardware, software, and othecontinuing efforts to hold down costs.
costs associated with implementing sucfihe 2.8 percent increase is also lower

Table 2.5

Positions Authorized at the Board of Governors for Operational Areas,
Support and Overhead, and Office of Inspector General, 1995-97

1995 1996 1997 Change, 1995 to 1996 Change, 1996 to 1997
actual estimate | budget

Activity
Amount | Percent| Amount  Percent

Monetary and economic
policy .............it . 433 434 435 1 2 1 2

Supervision and regulation .|.. 392 393 389 1 3 -4 -1.0

Services to financial
institutions and the

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

oversight .............. 163 163 163 0 .0 0 .0
Support and overhedd...... 684 696 713 12 1.8 17 2.4
Subtotal ................... . 1,693 1,707 1,721 14 .8 14 .8
Reimbursable IRM suppatt. . 20 25 25 5 25.0 0 .0
Total, Board operations ...... 1,713 1,732 1,746 19 1.1 14 .8
Office of Inspector General .| . 31 32 32 1 3.2 0 .0

1. Includes eleven summer intern positions and 2. Positions that provide IRM support to the Federal
seventeen youth positions; 1997 figure also includeginancial Institutions Examination Council, on a reimburs-
sixteen temporary (two-year) positions that will be able basis, for processing of HMDA data.
abolished by year-end 1998.



24 Annual Report: Budget Review, 1996-97

than the 6.2 percent average annual ratke supervision and regulation opera-
of increase over the past five years antlonal area (129 additional positions, an
the 6.7 percent average increase over thiecrease of 49.6 percent in that area).
past ten years. The slowing of expense In 1987 and 1990, the number of
growth is largely attributable to moder-authorized positions was at a low of
ating growth in the supervision and1,529. The number increased signifi-
regulation operational area. Charts 2.tantly during the early 1990s, mainly
through 2.5 show trends over 1987-97because of an increasing workload due
Because historically approximatelyin large part to expanded responsibilities
three-fourths of the Board’'s operatingand requirements. Passage of legislation
expenses have been for personn&mphasizing regulatory and consumer
services, trends are closely related t@ssues has significantly increased staff-
staffing levels. As chart 2.5 shows, thdng requirements in the areas of super-
number of positions authorized forvision and regulation and consumer and
Board operations over the past ten yearsommunity affairs. Over the past several
has increased by 164 (10.7 percentyears, the increase in positions has been
from 1,529 in 1987 to 1,693 in 1997.moderated by a program to reduce
The increase has taken place mainly ipositions that eliminated more than
30 positions between 1993 and 1996.
The 1997 increase is the result of the

Chart 2.1

Operating Expenses of the
Board of Governors, 1987-97
Millions of dollars

establishment of 16 temporary (two-
year) positions in the Division of
Information Resources Management to
replace contract labor at an annual cost
savings of $350,000.

Although the number of authorized

Current dollare 10 positions has fluctuated over the ten-
130 Year period, the proportion of the Board’s
budget devoted to salaries (excluding
110 retirement and insurance benefits) has
1987 dollars
20
T O T T N Y O Chart 2.2 _
1987 1992 1997 Expenses for Personnel Services
at the Board of Governors, 198797
Expenses in millions of Millions of dollars
Year
Current dollars 1987 dollars
1987 ..ooine. 86.2 86.2 110
1988 ........... 89.9 86.8 Current dollars
1989 ........... 95.3 88.2
1990........... 102.4 90.9 20
1991 ........... 109.8 93.8
1992 ........... 122.8 102.0
1993 ... ..., 136.3 110.4 1987 dollars 70
1994 ........... 140.7 111.4
1995 ........... 151.2 116.9
1996 ........... 161.1 1222 Yy Y |
1997 ... 165.6 122.4 1987 1992 1997

1. Excludes the Office of Inspector General and 1. Excludes the Office of Inspector General and
extraordinary items. For 1996, estimate; for 1997, budgetextraordinary items. For 1996, estimate; for 1997, budget.

2. Calculated with the GDP price deflator.

2. Calculated with the GDP price deflator.
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remained relatively stable at roughlyChart 2.4
65 percent. The proportion devoted toAnnual Rate of Change in Operating
retirement and insurance has increaseexpenses of the Board of Governors,
as a result of increases in healthl987-9%

insurance costs, a change in the law that Percent
applies Medicare costs to federal
employees, and changes in the rate ¢ _ 12
the Board's contribution to the thrift
plan. The increases have been partl 9

offset by factors eliminating the Board’s
contribution to the retirement plan and

the transfer of most employees in thel_lﬂ
d b b bl Bl fy ||_|| |

6

3
[
1987 1992 1997

) 1. Year-end data. Excludes the Office of Inspector
Extraordmary Items General and extraordinary items. For 1996, estimate; for
1997, budget.

The 1997 extraordinary items budget

provides $2.9 million in operating funds

and $420,000 in capital funds for threechart 2.5

unique projects. Included is $2.4 million Employment and Authorized Positions
in operating funds and $420,000 indt the Board of Governors, 198_7—@7
capital funds to modify or replace Number in thousands
software to ensure that it will operate

Civil Service Retirement Plan to the
Board Retirement Plan.

17
properly after 1999. The century date
change poses a significant challenge fc Authorized positions
the information systems industry. The 16
problem is the absence in most informa
tion systems of the two-digit century 15
value that distinguishes dates as eithe Employment
I Y A
Chart 2.3 1987 1992 1997
Expenses for Goods and Services vear Eroiovment | Authorized
at the Board of Governors, 198797 ploy positions
Millions of dollars - gg, 1,457 1,529
1988 ........... 1,484 1,534
0 1989......... 1,477 1,533
1990 ... ...... 1,505 1,529
1991 ........... 1,517 1,542
Current dollars, 1992........... 1,563 1,639
g0 1993......... 1,636 1,664
1994 ........... 1,635 1,664
1995 ........... 1,644 1,665
1987 dollaré 1996 ........... 1,644 1,668
20 1997 ........... 1,658 1,693

L1 L L L L | 1. Year-end data. Excludes summer intern and youth

positions as well as positions for the Office of Inspector

1987 1992 1997 General, which for 1997 number 28 and 32 positions
1. Excludes the Office of Inspector General andrespectively; figures for 1993-97 also exclude positions

extraordinary items. For 1996, estimate; for 1997, budgethat provide support to the FFIEC for processing of
2. Calculated with the GDP price deflator. HMDA data.
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the twentieth or the twenty-first century.

Information systems for which dates are
critical, such as regulatory reporting

systems, deposit and loan systems,
payments applications, and even build-
ing control systems, are subject to

century date failure. Systems designed
in recent years have addressed this
problem, but older software applications
must be evaluated and modified. The
Board is participating in a Systemwide,

multiyear project to make certain the

Federal Reserve is prepared for the
change by 1999.

The extraordinary items budget also
provides $350,000 for preliminary work
on the 1998 Survey of Consumer
Finances. The survey will gather
information on the income, assets, debts,
pensions, employment, use of financial
services, saving behavior, and other
financial characteristics of U.S. house-
holds. Cross-categorization of the data
will make possible important statistical
observations that are useful in a wide
variety of economic studies.

Finally, the extraordinary items budget
provides $139,900 for the Board’s por-
tion of a Survey of Plant Capacity being
conducted by the Bureau of the Census.
The survey will obtain 1995 benchmark-
ing data and 1996 capacity utilization
estimates for manufacturing. This
information will be published monthly
in the Board’'s G.17 (410) statistical
release, “Industrial Production and
Capacity Utilization.” .
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Chapter 3
Federal Reserve Banks

The 1997 budgets for the twelve Reservestimated 1996 personnel expenses
Banks approved by the Board of(table 3.2). Nonpersonnel expenses
Governors total $2,031.9 million, an(mainly for building and automation
increase of $34.2 million, or 1.7 percentprojects) are budgeted at $744.9 mil-
over estimated 1996 expendituredion, an increase of $13.6 million, or
(table 3.1). Excluding the cost of thel.9 percent, over estimated 1996 non-
Automation Consolidation special pro-personnel expenses.
ject ($34.7 million), the Reserve The following two sections discuss
Banks' 1997 operating budgets totaimajor projects and the budget objective
$1,997.2 million, an increase offor the Reserve Banks in 1997. Subse-
$37.9 million, or 1.9 percerit. guent sections provide details for the
Employment, including the staff four operational areas as well as for
associated with FRAS, is budgeted abbjects of expense, capital outlays, and
23,258 ANP (average number of perdong-term trends. Appendix A gives
sonnel), a decrease of 335 ANP, omore information on capital outlays, the
1.4 percent, from estimated 1996special project, and other special cate-
employmeng Reserve Bank employ- gories of expense, and appendix D gives
ment is expected to decline by 292 ANPadditional data by Federal Reserve
and FRAS employment by 43 ANP.  District and operational area.
Expenses for personnel account for
$1,252.3 million, or 63 percent of the
1997 operations budget, an increase qf, .. .
$24.3 million, or 2.0 percent, overqvIajor Projects
The 1997 Reserve Bank budgets provide
for the following major projects

_— (table 3.3):

1. The budget for the Automation Consolida-
tion special project includes transition expenses Installation of new high-speed cur-
associated with the move to a centralized environ- rency processors

ment and expenses for FRAS (Federal Reservg Installation of equipment and software
Automation Services, the unit responsible for

consolidated data processing and data communica- to su_pport image processing of com-
tions for the Reserve Banks). FRAS charges to the mercial and government checks
Automation Consolidation special project in 1997« Building construction programs

are bxsgre;gg ;:ltu?inzgé? fg‘f'”g)enr-sonnemp) o , ° Office automation and upgrading of
measure of the number of employees in terms of local area n'etworks
full-time equivalents for the time period. For ® Reengineering programs

instance, a full-time employee who starts work ore Consolidation of data processing and
July 1 counts as 0.5 ANP for that calendar year; data communications.

two half-time employees who start on January 1

count as 1 ANP. Because the Reserve Banks carry The ongoing project to replace older-
places but employment in this volume is expresse : ; :

in whole numbers, rounding error may result in .ave been in use since 197.8 with n.eW
slight discrepancies in employment figures amondligh-speed  processors is adding
the tables and charts in this volume. $40.7 million to the 1997 operations
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budget, an increase of $0.9 million overequipment depreciation and mainte-
estimated 1996 expenditures. Thisance, software amortization, and related
project is in its final phase, and the lasprogramming and data processing
of the new processors will be installedrequirements for both commercial and
in early 1997. In addition to the newgovernment check processing. Approxi-
processors, the project provides for thenately 40 percent of the funds are
installation of reconciliation stations, earmarked for a government check-
sensors and detectors, and upgradechaging project requested by the U.S.
software to accommodate the newlyTreasury whereby the Federal Reserve
designed currency. Of the total, $0.8 mil-will begin to provide image-supported
lion is associated with software upgradessheck truncation services to the Treasury
approximately the same amount as wais early 1997. Also, in keeping with the
budgeted for 1996. System’s effort to expand the electronic

Expenses for the ongoing check-delivery of check services, many Reserve
imaging project are budgeted atBanks plan to offer imaging of com-
$15.8 million, an increase of approxi-mercial checks to depository institutions
mately $10.8 million over estimatedand are upgrading sorters and check-
1996 expenditures. The budget increasgrocessing control software to make
for 1997 is associated with additionalthem image-capable.

Table 3.1
Expenses and Employment at the Federal Reserve Banks, 1996 arid 1997
Change
1996 1997
Category -

estimate budget Amount Percent
Expenses (millions of dollars)
Operation$ ...........c.c.cvvivvenn. . 1,959.3 1,997.2 37.9 1.9
Special project .................l . 38.4 34.7 -3.7 -9.7
Total ....ooviiiii . 1,997.7 2,031.9 34.2 1.7
Employment (average number
of personnely
Operation$ ...........c.covivuan..] . 23,001 22,709 -292 -1.3
FRAS ... . 592 549 -43 -7.3
Total ... . 23,593 23,258 -335 -14

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

Table 3.2
Operating Expenses of the Federal Reserve Banks, by Object, 1995-97
Millions of dollars, except as noted

Object 1995 1996 1997 Percentage Change

actual estimate budget | 1995 19 1996| 1996 to 1997
PErSOMNEl......ovvveeeeinn, . 1,1835 1,228.0 1,252.3 3.8 2.0
Nonpersonnel................ 681.2 731.3 744.9 7.4 1.9
TOtal oeeii e . 1,864.7 1,959.3 1,097.2 5.1 19

1. Excludes special projects.
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A total of $15.1 million has been below estimated 1996 levels. A signifi-
budgeted for Board-approved buildingcant portion of these savings is due to
projects in Cleveland and Minneapolisthe closing of the Jericho, New York,
an increase of $10.9 million over esti-check-processing facility in October
mated 1996 expenditures. 1996.

Office automation projects are adding Reserve Bank data processing and
an additional $3.2 million to the 1997 data communications operations have
budget. Two Reserve Banks have idenbeen consolidated at FRAS. Charges to
tified plans to improve their local areathe Reserve Banks by FRAS for these
networks (LANs) by improving the two services are expected to decrease
existing infrastructure and addressing6.9 million, or 4.3 percent, from esti-
backup and contingency needs; thesmated 1996 charges. The reduction is
projects account for $2.0 million of due to an overall cost reduction antici-
the 1997 increase. Another Bank hagated by FRAS as it moves closer to a
budgeted $1.2 million to convert thesteady-state environment.

District’'s paper-based filing system to
electronic images. L

Several Reserve Banks are projectin&997 Budget Objective
savings, totaling $9.7 million andIn 1996 the Board approved a 1997
168 ANP, associated with reengineerindgReserve Bank budget objective that
projects (efforts to restructure businesprovided for an increase in total
processes) and other operational improvexpenses, including special projects,
ments. While three Districts have identi-of $64.3 million, or 3.2 percent, over
fied initiatives to pursue opportuni- estimated 1996 expenditures. Excluding
ties to improve operations and reducepecial project expenses, which were
expenses, one District's projections arexpected to decrease in 1997, the
driving the savings. New York’s reengi- increase was projected to be 3.5 percent.
neering program is expected to reduc&@he Board anticipated that within this
expenses by $7.8 million and 130 ANPguideline, expenses for continuing

Table 3.3
Major Federal Reserve Bank Projects, 1997

Million of dollars, except as noted

Contribution to
Project 1996 estimate 1997 budge 1982?291%97 ir}ocggle}agt?gnghlijnc?get
(percentage points)

Currency processors. .............. A 39.8 40.7 9 *
Check imaging projects. ........... 5.0 15.8 10.8 .6
Building construction programs..... 4.2 15.1 10.9 .6
Office automation/LAN upgrades. . .. 5.2 8.4 3.2 2
Reengineering programs........... . -9.7 -9.7 -5
FRAS production charges.......... 159.7 152.8 -6.9 -4
Total ...l . 213.9 223.1 9.2 5
MEMO
Total operating expenses.......... 1,959.3 1,997.2 37.9 1.9

* Less than 0.05.
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Table 3.4 The 1997 increase for continuing
Contribution to Total 1997 Change Reserve Bank operations (when the
in Reserve Bank Operations Budget savings target is included) is $28.5 mil-
Percentage points lion less than anticipated in the budget
Budoet [Approved objective. The increase is less than the
ltem objectivel budget 2.6 percent target, by 1.5 percentage

. , points, for two main reasons: Expenses

Continuing operating expenses | .. 2.6 11

MaJOr PrOJECES. ... vevve ... 9 8 for merit pay programs are budgeted
at 1.2 percentage points less than

Total excluding special project. . 35 1.9 projected (3_0 percent vs. 4.2 percem),
MEMO and expenses for retirement and other
Special project.................. 3 -2 benefits are budgeted at 2.5 percentage
Total including special project ...| 3.2 1.7 pomts less than prOjected (1-7 percem

vs. 4.2 percent).

Major Reserve Bank projects are
expected to contribute $6.3 million less
Reserve Bank operations (including théhan the target approved by the Board.
impact of an overall savings target ofThe decrease is due largely to a $6.7 mil-
$19.0 million) would increase 2.6 per-lion decrease in costs for the currency-
cent over estimated 1996 expenditureqrocessing project resulting from a
Two major projects, check imaging andfinancial accounting change that extended
installation of new currency processorsthe useful life of the equipment and to
were expected to account for $18.0 milthe renegotiation of the maintenance
lion of the projected 1997 increase, andontract.
another project, building construction in  Offsetting the expected lower costs
two Districts, for $8.3 million. Partly for the currency-processing project are
offsetting these increases would be #&igher-than-expected costs for building
decrease of $8.7 million due to lowerconstruction, which is adding $10.9 mil-
FRAS production charges, for a netlion to the budgetinstead of the $8.3 mil-
increase of $17.6 million. Table 3.4lion anticipated in the budget objective.
compares the 1997 budget objectivdhe increase over the budget objective
with the approved 1997 budget. is due primarily to the inclusion in the

Table 3.5
Operating Expenses of the Federal Reserve Banks, by Operational Area, 1995-97

Thousands of dollars, except as noted

Percentage change
98t 11995 1o 199$ 1996 to 1997

Monetary and economic policy. ........ 128,303 138,143 145,693 7.7 55
Services to the U.S. Treasury

and other government agencies. . .. 216,790 217,200 213,090 2 -1.9
Services to financial institutions

andthe public..................... . 1,127,320 1,177,565 1,194,002 4.5 1.4
Supervision and regulation. ............ 392,294 426,385 444,431 8.7 4.2
Total ... .. 1,864,707 1,959,294 1,997,216 51 1.9

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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budget of real estate taxes for the newgpecial project of $10.0 million by the
buildings in Minneapolis and Cleveland,New York Reserve Bank and $24.5 mil-
the amounts for which were unknown ation by FRAS.

the time the budget objective was

established. Also, FRAS production

charges are declining less than anticiBudget by Operational Area

pated in 1997 because a larger portion Oi'ables 3.5 and 3.6 summarize expenses
e . .

expected long-term savings was realiz and employment for the Reserve Banks’

in 1996. .
The 1997 budget objective for thefouroperanona_l areas. Tables 3.7 through
3.11 give detalils.

Automation Consolidation special project
was $33.0 million. The budgeted amount
is $34.6 million, somewhat more than : .
the target but considerably less thalJ]\/Ionetary and Economic Policy
estimated 1996 expenditures. ContributThe 1997 budget for the monetary and
ing to the 1997 budget are charges to theconomic policy operational area is

Table 3.6
Employment at the Federal Reserve Banks, by Activity, 1995-97

Average number of personnel, except as ndted

Activity 1995 1996 1997 Percentage change
actual estimate budget 1995 to 199[# 1996 to 1997

Operational areas
Monetary and economic policy. .. ...... 737 728 731 -1.3 5
Services to the U.S. Treasury

and other government agencies. . .. 1,683 1,566 1,524 -7.0 -2.7
Services to financial institutions

and the public..................... . 8,209 8,099 7,851 -1.3 -3.1
Supervision and regulation. ............ 3,074 3,126 3,100 1.7 -.8
Support and overhead
SUPPOIt ..ot . 4511 4,531 4,540 4 2
Overhead ..........cooviiiiiiiiann . 4,949 4,952 4,963 1 2
Total .. .. 23,162 23,001 22,709 -7 -1.3

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, 1995-97

Thousands of dollars, except as noted

Senvice 1995 1996 1997 Percentage change

actual estimate budget [;995 10 199‘# 1996 to 1997
Economic policy determination. .. ...... 100,616 108,864 113,805 8.2 45
Open market trading................... . 27,687 29,279 31,887 5.8 8.9
Total .. .. 128,303 138,143 145,693 7.7 55

1. Excludes special projects.
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$145.7 million, an increase of $7.5 mil-impact of filling positions that were

lion, or 5.5 percent, over estimated 199&acant during part of 1996.

expenditures. The increase is due to

eGPy reases, higher charges byeices to the U.S. Treasury
’ igher costs for centralize nd Other Government Agencies

end-user automation related to enhanc- 9

ing client-server platforms. The staffingThe 1997 budget for services to the U.S.

level is increasing by 3 ANP, or Treasury and other government agencies

0.5 percent, over estimated 1996 employef $213.1 million is $4.1 million, or

ment, mainly because of the full-yearl.9 percent, below estimated 1996

Table 3.8

Expenses of the Federal Reserve Banks for Services to the U.S. Treasury
and Other Government Agencies, 1995197

Thousands of dollars, except as noted

Service 1995 1996 1997 Percentage change
actual estimate budget 1995 to 199[# 1996 to 1997

Centralized operations—savings bonds. 70,240 69,525 63,019 -1.0 -9.4
Other Treasury issues.................. . 22,493 21,855 14,412 -2.8 -34.1
Centralized operations—other Treasury

ISSUBS .o v e . 2,394 1,970 1,950 -17.7 -1.0
Centrally provided Treasury

and agency services............... . 29,552 26,343 34,348 -10.9 304
Government accounts. . ................ . 34,186 37,016 33,209 8.3 -10.3
Food coupons. ..ot . 24,202 25,789 26,659 6.6 34
Other ... .. 33,724 34,702 39,493 2.9 13.8
Total ... .. 216,790 217,200 213,090 2 -1.9

1. Excludes special projects.

Table 3.9

Expenses of the Federal Reserve Banks for Services to Financial Institutions
and the Public, 1995-97

Thousands of dollars, except as noted

Senvice 1995 1096 1997 Percentage change
actual | estimate | budget |qgq5 199% 1996 to 1997
CUITENCY .« .o . 224,729 246,513 248,101 9.7 .6
COIN e .. 26,803 28,921 29,264 7.9 1.2
Specialcash.......................... . 5,155 5,600 4,943 8.6 -11.7
Commercial check ..................... . 519,337 541,943 540,375 4.4 -3
Other check. ..o, . 38,656 37,887 41,876 -2.0 105
Funds transfer......................... . 68,361 62,001 68,352 -9.3 10.2
Automated clearinghouse.............. 83,879 78,917 76,940 -5.9 -2.5
Book-entry securities transfer.......... 38,338 37,396 38,972 -2.5 4.2
Other securities and noncash collection | ... 7,710 8,041 7,201 43 -105
Loans to member banks and others. ... . 20,595 22,037 23,019 7.0 45
Public programs. .............. ... ... . 64,159 74,184 78,313 15.6 5.6
Other ... .. 29,598 34,125 36,647 15.3 7.4
Total .. .. 1,127,320 1,177,565 1,194,002 45 14

1. Excludes special projects.
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expenditures. The reduction is dueor 0.8 percent, over estimated 1996
mainly to staff reductions and lowerexpenditures, and the budget for non-
charges by FRAS. These reductions argriced services is up $10.9 million, or
being partly offset by higher costs due2.2 percent. Staffing is budgeted to
to merit pay increases and for softwaralecline by 248 ANP, or 3.1 percent,
being developed for the Treasuryfrom estimated 1996 employment.
Employment is projected to be 42 ANP,Reductions are occurring in both priced
or 2.7 percent, lower than estimatecand nonpriced services, including a
1996 employment. Staffing levels aredecline of 173 ANP for the commercial
being reduced in nearly all servicescheck service due to the closing of the
Staffing is declining by 15 ANP for the Jericho, New York, check-processing
government accounts service as a resuicility and improved efficiency at
of anticipated lower volume associatedseveral Banks; a decline of 40 ANP
with new tax filing requirements and byresulting from efficiency gains as experi-
10 ANP for the food coupon service as &nce with the new currency processors
result of expanded debit card programsncreases; and a decline of 13 ANP for
Reductions for other services are resultthe ACH and funds transfer services due
ing from reengineering efforts in severalto improved efficiency resulting from
Districts. the transition to centralized applications
at FRAS. Partly offsetting these reduc-
tions are projected staff increases for
Services to Financial Institutions  public programs (21 ANP) in support of
and the Public efforts to raise the Banks’ visibility,
improve the communication of eco-
Expenses for providing services tonomic policy, and expand community
financial institutions and the public areoutreach programs.
budgeted at $1,194.0 million, anincrease Expenses for the commercial check
of $16.4 million, or 1.4 percent, overand other check services are increasing
estimated 1996 expenditures. The budgé&2.4 million, or 0.4 percent, over
for priced services is up $5.5 million, estimated 1996 expenses. Offsetting the

Table 3.10

Expenses of the Federal Reserve Banks for Services to the U.S. Treasury
and Other Government Agencies and to Financial Institutions and the Public, 1995-97

Thousands of dollars, except as noted

Service 1995 1996 1997 Percentage change
actual estimate budget 1995 to 1994 1996 to 1997
U.S. government servicés.............. 310,061 303,893 301,119 -2.0 -9
Cash services............ .|. 251,532 275,434 277,365 9.5 7
Priced services. . .{. 668,166 685,092 690,630 25 .8
Other ... .. 114,351 130,346 137,978 14.0 5.9
Total ..o .. 1,344,109 1,394,765 1,407,093 3.8 9
1. Excludes special projects $647 thousand, bringing the total cost of services pro-

2. The Federal Reserve Banks also incur someided to U.S. government agencies by the Reserve Banks
expenses for the provision of services to the U.S. govas fiscal agents and depositories of the United States to
ernment that are recorded in the monetary and econom#310,708 thousand.
policy operational area. These expenses for 1995 were
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savings associated with the staff reducassociated with the change in the FRAS
tions described above are greatecost accounting methodology.
expenses for the check-imaging project
$5.3 million for commercial checks and L .
g$5.5 million for government checks).SUparVISIon and Regulation
Also increasing is the budget for theThe 1997 budget for the supervision and
interdistrict transportation system (ITS),regulation operational area is $444.4 mil-
a result of network enhancements, highdion, an increase of $18.0 million,
fuel costs, and new contracts. The volor 4.2 percent, over estimated 1996
ume of commercial checks processeéxpenditures. Changes in individual
(including return items) is projected toReserve Bank budgets vary consider-
increase 1.6 percent, with projectionsably from District to District and range
for individual Districts ranging from a from a decline of 4.2 percent to an
decline of 2.4 percent to an increase oincrease of 14.2 percent. Overall, direct
7.8 percent. The volume of governmenexpenses are increasing 2.7 percent,
checks processed is projected to declinmainly because of merit pay increases,
1.1 percent. more travel due to an increased number
Expenses for the funds transfer servicef foreign examinations, and greater
are budgeted to increase $6.4 millionexpenses for equipment and software
or 10.2 percent, over estimated 199@&ssociated with a Systemwide effort
expenditures, primarily because of higheto standardize and upgrade PC equip-
charges by FRAS resulting from ament and software. Support expenses
change in the way data processing andre increasing 10.6 percent because of
data communications costs are redistribautomation projects and higher occu-
uted ($7.0 million). Expenses for thepancy costs. The staffing level is
ACH service are budgeted to decreasbudgeted to decrease by 26 ANP, or
$2.0 million from estimated 1996 0.8 percent, from the estimated 1996
expenditures; reductions due to a declinkevel; reductions associated with the
in the staffing level (11 ANP) and lower supervision of District financial institu-
software development costs are beingions are being partly offset by a slight
partly offset by increased data processncrease associated with consumer affairs
ing and data communications expensesxaminations.

Table 3.11
Expenses of the Federal Reserve Banks for Supervision and Regulation, 1995-97

Thousands of dollars, except as noted

Semvice 1995 1996 1997 Percentage change
actual estimate budget 1995 to 199[# 1996 to 1997

Supervision of District

financial institutions. .. 234,029 251,974 263,526 7.7 4.6
Consumer affairs. ...................... . 37,257 44,884 48,617 20.5 8.3
Administration of laws and regulations

related to banking................. . 102,329 108,858 111,138 6.4 2.1
Studies of banking and financial

market structures.................. . 18,679 20,669 21,151 10.7 2.3
Total .. .. 392,294 426,385 444,431 8.7 4.2

1. Excludes special projects.
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Budget by Object of Expense reduction in overtime ($5.1 million),
lower expenses resulting from short-
Personnel expenses—officer and emnterm position vacancies or lag ($6.2 mil-
ployee salaries, other compensation ttion), and a decline in the staffing level
personnel, and retirement and otheof 292 ANP ($3.7 million). The decrease
benefits—account for 63 percent ofin “other” personnel expenses ($3.1 mil-
Reserve Bank operating expenses budion) is due to a decline in the use of
geted for 1997. The amount budgeted isutside agency help.
2.0 percent more than estimated 1996 Expenditures for retirement and other
personnel expenses (table 3.12). benefits, which account for 14 percent
Salaries and other personnel expensesf budgeted 1997 operating expenses,
which account for 49 percent of budgetedre expected to increase $4.4 million,
1997 operating expenses, are expectedt 1.7 percent, over estimated 1996
to be $20.0 million, or 2.1 percent,expenses. Benefits tied to salaries, such
greater than estimated 1996 expenseas social security payments and thrift
Salaries for officers and employees arplan contributions, are budgeted to
budgeted to increase $23.1 million, orincrease 2.4 percent, and costs related to
2.5 percent. Contributing to the increaséiealth care for active employees and
are merit increases (3.0 percent of salaretirees are budgeted to increase 1.0 per-
liability, or $28.6 million), promotions cent. Other benefit expenses are increas-
and reclassifications ($8.5 million), anding 0.9 percent.
structure adjustments ($0.8 million). Nonpersonnel expenses, which account
Partly offsetting these increases are #&or 37 percent of Reserve Bank operat-

Table 3.12
Operating Expenses of the Federal Reserve Banks, by Object, 1995-97

Thousands of dollars, except as noted

Object 1995 1996 1997 Percentage change
actual estimate budget 1995 to 199(% 1996 to 1997
PERSONNEL
Officers’ salaries ...................... . 94,919 100,585 106,026 6.0 5.4
Employees’ salaries.................... . 803,188 837,473 855,118 4.3 2.1
Other personnél ....................... . 33,895 26,694 23,565 -21.2 -11.7
Retirement and other benefits.......... 251,543 263,230 267,624 4.6 1.7
Total personnel.................... . 1,183,545 1,227,982 1,252,332 3.8 2.0
NONPERSONNEL
Forms and supplies.................... . 58,788 58,847 57,684 A -2.0
Equipment ... . 152,027 164,683 180,534 8.3 9.6
Software . ... . 28,396 34,630 39,393 22.0 13.8
Shipping ... . 78,067 79,028 79,932 12 1.1
Travel ... .. 45,463 46,728 45,229 2.8 -3.2
Buildings ... . 156,610 167,163 176,000 6.7 5.3
Recoveries. ..........oooviiiiiiiiin. . —51,306 -52,069 -53,031 15 1.8
OtheR ... s .. 213,119 232,302 219,144 9.0 -5.7
Total nonpersonnel................ . 681,162 731,312 744,884 7.4 1.9
Total L. .. 1,864,707 1,959,294 1,997,216 5.1 19

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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ing expenses budgeted for 1997, areng and data communications services
projected to increase 1.9 percent oveand to a reduction in fees paid to outside
estimated 1996 nonpersonnel expensesonsultants.

Expenditures for equipment are Expenditures for foreign travel are
expected to increase $15.9 million, obudgeted at $4.2 million, or 0.2 percent
9.6 percent, accounting for 9 percenbf budgeted 1997 operating expenses.
of budgeted 1997 operating expensed.he increase of $0.6 million, or
Depreciation and maintenance costs arkb percent, over estimated 1996 expenses
increasing for equipment related tois due largely to increased travel associ-
major Reserve Bank projects, includingated with the examination of foreign
check-imaging equipment and upgradetanks.
local area networks and end-user
computing equipment. Expenses ar .
also increasing as a result of depre?:apltal Outlays
ciation on upgraded check-processin@apital outlays for 1997 are budgeted at
equipment, document-imaging equip$346.4 million, a decrease of $21.7 mil-
ment, and telephone and voice respondmn, or 5.9 percent, from estimated 1996
upgrades. expenses (table 3.13). The budget

Shipping expenses, which accounincludes FRAS capital outlays of
for 4 percent of budgeted 1997 operat$32.4 million, an increase of $5.2 mil-
ing expenses, are expected to increadien, or 19.2 percent, over estimated
$0.9 million, or 1.1 percent, mainly 1996 expenses. The budgets of ten of the
because of increased costs for the IT8velve Reserve Banks are below
network associated with new contractsestimated 1996 outlays.
enhancements to the network, and the Building projects will continue to
reinstatement of the federal airplane fuetiominate the Reserve Banks' capital
user fee. budget over the next few years, with

Building expenses, which account foroutlays for buildings budgeted at
9 percent of budgeted 1997 operating120.9 million, accounting for about
expenses, are expected to increastb percent of total capital outlays
$8.8 million, or 5.3 percent. The increasebudgeted for 1997. Included are funds
is due partly to increased propertyfor building projects in Minneapolis
depreciation subsequent to building$26.2 million), Atlanta ($5.5 million),
improvements and renovations ($3.6 miland Birmingham ($8.3 million) and
lion) and to increased real estate taxefinds for building renovation and a new
($6.1 million) associated with building operations center in Cleveland ($44.0 mil-
projects and with one-time credits inlion). Several major building refurbish-
1996 in two Districts for earlier over- ment projects totaling approximately
payments. Also, the Cleveland Reserv&36.9 million are under way or planned
Bank has budgeted an additionafor 1997, including a floor-by-floor
$1.5 million for rent while its main renovation of the New York Reserve
building is being renovated. Bank building ($7.9 million).

“Other” nonpersonnel expenses are The building in Minneapolis will be
budgeted to decrease $13.2 million fromready for occupancy in July 1997, and
estimated 1996 expenses, accounting farccupancy of the operations center in
11 percent of budgeted 1997 operatingleveland adjacent to the existing build-
expenses. The decrease is due mainly tog is scheduled to begin in early 1997.
lower charges by FRAS for data processRenovation of the existing Cleveland
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building is scheduled for completion munications outlays budgeted for 1997
in 1998, and the building programs ininclude $10.9 million for LAN equip-
Atlanta and for the Birmingham Branchment to replace existing equipment and
should be completed around the end df upgrade equipment in several Districts
the century. and $9.1 million for check operations
Outlays for data processing and dataquipment unrelated to image services,
communications equipment, budgeted anainly for replacement of medium- and
$109.4 million, account for approxi- high-speed sorters. The remaining data
mately 32 percent of capital outlaysprocessing and data communications
budgeted for 1997. Included in theoutlays include $3.1 million for tele-
budget is $22.9 million for input devices,phone systems and $3.0 million for
mainly personal computers and peripherprinters. In addition, FRAS has bud-
als. More than $14.0 million is ear-geted $10.3 million for network opera-
marked for CPU equipment, largely fortions equipment. Upgrading of backbone
equipment at FRAS ($10.7 million), equipment ($2.6 million) and data
including the acquisition of two proces-transport node (DTN) equipment
sors ($5.8 million), the upgrading of ($3.4 million) and expenditures on
five processors ($3.0 million), and theaccess equipment ($3.0 million) will
renewal of leases on two processorprovide increased service levels and
($1.9 million). The other significant support for new customers. FRAS has
CPU outlay ($2.2 million) is related also budgeted $1.5 million for parallel
to government check operations in thesysplex equipment to help manage
Atlanta District. Storage devices accountvorkloads more efficiently.
for $12.4 million in the 1997 budget, These figures reflect the $16.7 million
including $4.2 million for equipment at budgeted for check-imaging equipment,
FRAS and $7.7 million for governmentincluding $7.6 million for the image
check image archive equipment. Othearchive and retrieval system and related
major data processing and data comequipment for government checks and

Table 3.13
Capital Outlays of the Federal Reserve Banks, by Class of Outlay, 1995-97

Thousands of dollars, except as noted

Percentage change
Class of outlay actial | estmate | budget
1995 to 199(# 1996 to 1997

Data processing and data

communications equipmeht ....... . 97,474 97,528 109,414 1 12.2
Buildings ... . 89,086 110,951 120,864 245 8.9
Furniture, furnishings,

and fixtures...................o L) . 11,991 23,098 35,412 92.6 53.3
Other equipmentt. ....................., . 77,360 81,135 28,578 4.9 -64.8
Land and other real estate............. 22,580 7,985 7,333 —64.6 -8.2
Building machinery and equipment ... .. . 7,550 28,510 28,614 277.6 4
Leasehold improvements............... I 1,160 2,655 2,190 128.8 -17.5
Software ... . 6,955 16,249 14,038 133.6 -13.6
Total L. .. 314,156 368,112 346,444 17.2 -5.9

1. Includes FRAS capital of $38,826 thousand in 1995, 3. Includes FRAS capital of $2,440 thousand in 1995,
$23,556 thousand in 1996, and $27,557 thousand in 199%3,503 thousand in 1996, and $4,812 thousand in 1997.
2. Includes FRAS capital of $2,884 thousand in 1995,
$107 thousand in 1996, and $0 in 1997.
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$9.1 million for image-enabled sorterssoftware accounts for about 35 percent
and other equipment for commercialof the total ($5.0 million). FRAS has
checks. budgeted $4.8 million for software asso-
Purchases of furniture and other equipeiated mainly with the CPUs that will be
ment are budgeted at $64.0 million, omupgraded. The New York Reserve Bank
about 18 percent of total capital outlaysplans to replace its market data soft-
The continuing installation of high- ware ($0.8 million), and the Banks also
speed currency processors, reconciligelan to purchase software for accounts
tion stations, and sensors and detectomayable systems, check and adjustment
and the upgrading of other equipmensystems, and personnel systems.
account for approximately 15 percent Land and other real estate expenses
of the total ($9.3 million). Another are budgeted at $7.3 million. The most
$34.6 million is budgeted for new andsignificant outlay is associated with
replacement furniture and workstationghe building project in Birmingham
associated mainly with the building ($3.1 million).
projects in Cleveland and Minneapolis
SPSm”i]r? l\flé)xr;(t:){-kf?oor renovation PrO-rrands in Expenses
Building machinery and equipmentand Employment
outlays are budgeted at $28.6 million, oiOver the ten years ending with the 1997
about 8 percent of total capital outlaysbudget, Reserve Bank expenses have
Included are items related to the buildincreased an average of 5.3 percent a
ing projects in Cleveland ($9.4 million) year (chart 3.1). Over the same period,
and Minneapolis ($1.6 million) and employment at the Reserve Banks
replacements and upgrades in severéihcluding FRAS) has increased by
Districts, including chiller replacements248 ANP, from 23,010 in 1987 to 23,258
and upgrades ($5.3 million) and elevatomn 1997 (chart 3.2). Since 1987, staff
upgrades ($2.7 million). increases have occurred in supervision
Software purchases in 1997 areand regulation mainly because of
budgeted at $14.0 million. Check-imageémplementation of the Federal Deposit

Chart 3.1 Chart 3.2
Operating Expenses of the Employment at the
Federal Reserve Banks, 1987197 Federal Reserve Banks, 1987197
Billions of dollars ANP, in thousands

19 25
Current dollars
) /\/\ i
13 23
1987 dollars
[N S Y Y [ | [N IS Y I S Y S SO B
1987 1992 1997 1987 1992 1997
1. Excludes expenses for special projects. For 1996, 1. Includes staff for special projects and FRAS. For
estimate; for 1997, budget. 1996, estimate; for 1997, budget. See text note 2 for

2. Calculated with the GDP price deflator. definition of ANP.
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Insurance Corporation Improvement Aciother government agencies and services
and the Community Reinvestment Actto financial institutions and the public
(952 ANP), in data services because ofboth 3.2 percent). The slowing of
expanded automation requirements angrowth in recent years has resulted from
the transition to consolidated processingeveral offsetting factors. Expenses for
at FRAS (444 ANP), in the currencythe currency service have increased an
service because of volume growthaverage of 8.7 percent a year, primarily
(80 ANP), and in public programsbecause of the installation of new
because of efforts to enhance consumeurrency processors, and expenses for
education and communications with thepublic programs have risen an average
public (128 ANP). Partly offsetting of 8.8 percent a year. Partly offsetting
these increases have been reductions these increases have been decreases due
the commercial check serviceto downsizing in the commercial check
(610 ANP), the overhead servicesservice resulting from declining volume
(61 ANP), the securities safekeepingand to centralization efforts in the funds
and noncash services (184 ANP), théransfer and ACH services.
ACH and funds transfer services Just over half of the expenses in the
(270 ANP), services to the Treasury andReserve Banks’ 1997 budget (about
other government agencies (312 ANP)52 percent) are recoverable through
and the monetary policy servicerevenues or are reimbursable by the
(44 ANP). These staff reductions haveTreasury and other government agen-
been due largely to the consolidatiorcies. The proportion of recoverable
of operations and increased operationaxpenses is down from the 58 percent
efficiencies throughout the System.  that was recoverable in 1992 because
The average annual growth of operatrecoverable services are growing at a
ing expenses has slowed in recent yeasdower rate than nonrecoverable ser-
and is projected to be 4.7 percent ovevices: Between 1992 and 1997, recover-
the five years ending with the 1997able services have grown an average of
budget. Expanded bank supervisiorl.8 percent a year and nonrecoverable
needs and the transition to a consoliservices an average of 7.5 percent a year.
dated data processing and data com-
munications environment at FRAS :
affected growth during this period.VOIlJrne and Unit Costs
Mainly because of production chargesthe volume of measured services in
from FRAS, nonpersonnel costs havedl997 is expected to increase 1.4 per-
been increasing at a faster rate thapent over estimated 1996 volume, and
personnel costs—6.7 percent comparetthe unit cost is expected to decrease
with 3.6 percent—as the Reserve Bank8.7 percent (table 3.14). Since 1992,
downsize labor-intensive and computervolume has grown at an average annual
operations and substitute technology forate of 1.6 percent and unit cost at an
labor. By operational area, expensaverage annual rate of 0.9 percent. The
increases over the five years have beettecrease in unit cost between 1996
highest for supervision and regulationand 1997 reflects net decreases for the
(average annual increase of 10.0 pempayments, cash, and fiscal services.
cent), followed by monetary and eco-Commercial checks, the largest compo-
nomic policy (5.8 percent, reflectingnent of the payments service (and of the
increases in support and overhead seoverall index), anticipates a 2.4 percent
vices) and services to the Treasury andecline in unit cost in 1997, and cash
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Table 3.14

Volume and Unit Cost of Measured
Federal Reserve Bank Services

Percentage change from 1996 to 1997

Service Volume | Unit cost

Payments.................... . 1.9 -.8

Commercial check.........| 1.6 -2.4

Funds transfer............. 4.2 5.8

Other checks............... 1.7 8.7
Casht ... . 1.6 -7
Fiscal ........ccoovviiiinn, . 1.8 -5.5
Securities and noncash....... -7.0 9.1
All measured services. .. ...... 14 -7

1. Includes currency and coin services.

services, the second largest component,
a 0.7 percent decline.

1996 Budget Performance

In mid-1996 the Reserve Banks esti-
mated that their expenses for the calendar
year would be $1,959.3 million—
$9.5 million, or 0.5 percent, less than the
approved 1996 budget of $1,968.8 mil-
lion. The 1996 budget approved by the
Board in December 1995 represented an
increase of $95.2 million, or 5.1 percent,
over estimated 1995 expenses; at the
estimated 1996 level of spending, the
increase over actual 1995 expenditures
would also be 5.1 percent.

Eight Reserve Banks expect to be
under their approved 1996 District
budgets, by as much as $3.0 million.
The other four banks expect overruns of
less than 1.0 percent, nhone more than
$0.7 million. .
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Chapter 4
Recent Changes in the Federal Reserve’s
Approach to Banking Supervision

The Federal Reserve has long hathe financial services industry, has led to
significant responsibilities for super-refinements in the Federal Reserve’'s
vising and regulating the domestic andapproach to banking supervision.
international activities of U.S. banking

organizations, principally through itsﬁrowth of the Federal Reserve’s

role in supervising state-chartered bankeesponsibilities

that are members of the Federal Reser
System, bank holding companies, and’he recent increase in the Federal
Edge Act and agreement corporationfeserve’s supervisory responsibilities
(corporations chartered to engage iman best be illustrated by numbers
international banking). In 1991, Congresshowing the growth of financial assets
expanded the Federal Reserve’s supesubject to primary supervision by the
visory authority over the U.S. activities Federal Reserve. From 1990 through
of foreign banking organizations to fill 1995, aggregate assets under the Federal
certain gaps in their supervision andReserve’s supervision more than dou-
regulation and to ensure that the bankingled, in large part because of the
policies established by the Congress araddition of the U.S. banking assets of
implemented fairly and consistentlyforeign banking organizations to its
with respect to all entities, domestic andurisdiction (table 4.1). Moreover, the
foreign, that conduct banking busines;iumber of institutions supervised
in the United States. That expandedemained relatively stable, at approxi-
authority, combined with trends within mately 7,000, despite a dramatic con-

Table 4.1
Assets Supervised by the Federal Reserve, by Type of Institution, 1990-95

Billions of dollars

Type of institution 1990 | 1991 | 1992 | 1993| 1994| 1995
State member banks..................... . 557 593 638 727 845 984
Bank holding companies (parent only). ... 328 337 370 423 454 507
Nonbank subsidiaries of bank holding
companied ..., . 174 169 179 217 237 266
Edge Act and agreement corporatiéns. . .. 57 69 64 67 84 94
U.S. branches and agencies of foreign
banking organizatiorss............... 0 0 659 644 685 703
Total4 ... .. 1,116 1,168 1,910 2,078 2,305 2,554

1. Includes nonbank subsidiaries of only those domesthird-party assets of all other such institutions and their
tic bank holding companies that have material activity;foreign subsidiaries.
excludes nonbank subsidiaries of foreign banking 3. Includes only state-licensed, uninsured branches
organizations. and agencies of foreign banking organizations.

2. Excludes the assets of such institutions that are 4. Excludes several hundred U.S. nonbank subsidiaries
subsidiaries of state member banks, which are includedf foreign banking organizations, which at year-end 1995
in the figures for state member banks; includes thénad assets of approximately $500 billion.
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solidation within the U.S. banking systemtions related to national banks, non-
during that period (table 4.2). Third-member state banks, and foreign
quarter data (the latest available) sugbanking organizations grew more than
gest a continuation of these trend$0 percent between 1990 and 1995,
through last year. despite a decline in the number of such
State member banks account for énstitutions.
large portion of the Federal Reserve’s The Foreign Bank Supervision
oversight responsibility. While the Enhancement Act of 1991 (FBSEA)
number of state member banks remainegreatly expanded the Federal Reserve’'s
relatively stable between 1990 andversight role by assigning it primary
1995, at around 1,000, the assets dfupervisory and regulatory authority
these banks increased 77 percent. Thever the U.S. operations of foreign
slight increase in the number of statédbanking organizations. The legislation
member banks, about 3 percent, contrasiscreased the number of banking insti-
sharply with the 18 percent decline intutions for which the Federal Reserve
the total number of insured commerciahas direct responsibility by more than
banks over the period. The stability400, with assets at year-end 1995 of
in the number of state member banksnore than $700 billio.In addition (and
was due in part to a greater number ohot reflected in the tables), foreign
mergers among national and statdanking organizations operate several
nonmember banks than among statbundred nonbank subsidiaries in the
member banks. United States for which the Federal
Although the number of bank holdingReserve has supervisory responsibil-
companies and their nonbank subities. Although comparable historical
sidiaries declined between 1990 and
1995, the assets of these groups gre 1. Before passage of FBSEA, primary respon-
markedly c_)\_/er the Pe_r'Od (54 percent)'sibility for Slfpervisging and exahﬁri)ning ¥he LE).S.
the securities activities of nonbankpranches and agencies of foreign banking organiza-
subsidiaries engaged in underwritingions lay with the licensing agencies—the states or
corporate securiles, referred to as sede AW ot e CoTpLEL o e e
tion 20 companle;, aC(_:ounted for mos rggnizgations befo?e FBSEA, the Fedgral Resergve
of the growth. Likewise, the assetSelied mainly on examinations conducted by the
of Edge Act and agreement corporastates.

Table 4.2
Number of Institutions Supervised by the Federal Reserve, by Type of Institution, 1990-95
Type of institution 1990 | 1901 | 1992| 1993| 1994| 1995

State member banks..................... . 1,008 974 956 969 975 1,042
Bank holding companies (parent onty)....| 5,804 5,769 5,663 5,488 5,344 5,299
Nonbank subsidiaries of bank holding

companied ..., . 244 251 227 206 199 180
Edge Act and agreement corporatiéns. . . . 101 94 88 79 77 79
U.S. branches and agencies of foreign

banking organizatiorfs............... 0 0 473 459 444 437
Total® ..o .. 7,157 7,088 7,407 7,201 7,039 7,037

1. A significant number of bank holding companies are 3. Includes all such institutions.
“shell” companies that require only periodic monitoring. 4. See table 4.1, note 3.
2. See table 4.1, note 1. 5. See table 4.1, note 4.
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data are not available for these entiA Changing Approach
ties, their assets are sizable, totalingo Supervision
approximately $500 billion at year-end
1995. Examinations and inspections are
The growth of the Federal Reserve’sconducted to evaluate the condition,
supervisory responsibilities has increasethanagement processes, and prospects of
demands on the System’s resourceginancial institutions; to identify deficien-
The Federal Reserve is required byies that may threaten their soundness;
law to examine state member bank$o assess compliance with applicable
every twelve to eighteen months. Fedlaws and regulations; and, when neces-
eral Reserve policy is to inspect annusary, to develop recommendations for
ally those bank holding companies thatorrective action. In the past, examina-
have significant credit-extending non-tions and inspections have focused on
bank subsidiaries or that have severeegulatory compliance and on assessing
problems; in any case, all bank holdinghe financial strength of an institution
companies are monitored for regulatoryoy reconciling accounts, reviewing
compliance and to ensure that theyndividual transactions, and analyzing
do not present undue risks to theirtthe institution’s financial condition.
affiliated banks. Edge Act corporations In recent years, however, improved
are examined annually. technology and financial innovations
Supervision of the U.S. operations ofhave enabled banks to develop financial
foreign banking organizations is doneproducts that can quickly alter their
within a comprehensive program thatalance sheets and change their exposure
includes a review of the home country’sto risk. As a result, supervisory authori-
financial system and significant accountties can no longer rely solely on periodic
ing practices; an assessment of thassessments of an institution’s balance
strength of support a foreign bank carsheet position at a point in time, but
provide to its U.S. operations; and armust ensure that the institution has
assessment of the adequacy and appradequate procedures to identify, measure,
priateness of the risk-managemenmonitor, and control its risk exposure.
systems, operational controls, and regulaFo meet these challenges, the Federal
tory compliance of the foreign bank's Reserve has reassessed and refined its
U.S. operations. The U.S. operations oépproach to supervision to ensure that
foreign banking organizations, like thoseexaminations and inspections are con-
of U.S. insured commercial banks, mustiucted efficiently and effectively, while
be examined every twelve to eighteeriaking into account new and emerging
months. Under FBSEA, the Federadevelopments.
Reserve must also review and approve Important changes have been imple-
all applications by foreign banking mented or are in the process of being
organizations to acquire a U.S. bankadopted based on a fundamental review
or to establish a branch, agency, comef the Federal Reserve’'s examination
mercial lending company subsidiary, omprocedures that included interviews
representative office in the United Stateswith bank examiners and supervisors
As part of this process, a review is madeand with senior executives of banking
of the degree to which the bank’s homeorganizations. These changes are in-
country regulator supervises the bank’sended to reflect the dramatic develop-
worldwide operations on a consolidatednents taking place in the financial
basis. services industry and to make the
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examination process more risk-focusedvision of U.S. banks, bank holding
burden-sensitive, and cost-effective. Theompanies, and the U.S. operations of
changes include foreign banking organizations and to

. ake its supervisor rocesses more
» Refocusing on the areas of greates%I P yp

risk to a bank and on an assessmen fficient.
of the bank’s risk-management proce-
dures and capabilities Use of Automation
» Customizing examinations to fit the
size, activities, and risks of the
institution
» Developing a streamlined examina
tion program for smaller institutions

To increase efficiency in the examina-
tion of state member banks, the Federal
Reserve has applied new technology to
‘many routine aspects of an examiner’s
. Adapting the existing approach towork. This effort has led to development
examination. which is based on a of an auto_mated system, referred to as
institution’s ' legal structure, o anthe Examiner Workstatpn,_that auto_—
framework based on the inst’itution'smates m_uch of the quantitative ana[y5|s
functional or business lines of banklng organizations, including
» Conducting a greater portion of an_sampllng and evaluation of loan and
examination off-site investment por';follos. Automation has
e Improving communications with also been Qpplled 0 th_e p!annmg and
documentation of examinations. These

. (e:)é%mé:r:ggr:nsrnugurgoc?gsel with internalChanges should help examiners identify
au di?ors an% outside acgountants and evaluate risks more efficiently.
To assist in the supervision of U.S.

gilsglgl?ngrzitgruimghssfiti\?g i':?erﬁ%ranches and agencies of foreign bank-
tives to éncourage prudent oversighggg organizations (FBOS)’ the Federal
by management eserve is developing an automated
y 9 ' system, referred to as the FBO Desktop,
The Federal Reserve has adopted that provides information for use in
risk-focused approach to examination®ff-site reviews, including information
as the principal vehicle for implement-on foreign financial systems, foreign
ing these changes. The risk-focuse@ccounting standards, and the financial
approach highlights the importance ofperformance of FBOs with U.S. opera-
the management process for identifyingtions. Supervisory staff throughout the
measuring, monitoring, and controllingSystem will be able to access this
risk. It gives examiners more flexibility information electronically and will be
in planning and conducting examina-able to review and comment on per-
tions. The risk-focused approach alsgormance reports online.
places more attention on an institution’s
internal controls and on analysis andsq,dination with Other Agencies
planning before the on-site examination
begins. In preparing for the elimination of
federal barriers to interstate banking, the
Federal Reserve is working with the
Conference of State Bank Supervisors,
the Federal Deposit Insurance Corpo-
The Federal Reserve has taken a numbeation, and the various state banking
of other steps to strengthen its superagencies to develop a seamless, risk-

Other Changes in Federal
Reserve Supervision
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focused, and consistent supervisory
program for state-chartered banks. In
November 1996, the Federal Reserve,
the Federal Deposit Insurance Corpo-
ration, and all of the state banking
departments signed an agreement for
coordinating the supervision and exami-
nation of state-chartered banks operat-
ing across state lines.

International Supervisory Policies

The Federal Reserve takes an active part
in the international supervisory commu-
nity as a member of the Basle Commit-
tee on Banking Supervision, operating
under the auspices of the Bank for
International Settlements in Basle,
Switzerland. Representing the G-10
countries, the committee has developed
numerous bank regulatory and supervi-
sory standards that have strengthened
bank operating practices throughout the
world and have led to a more equitable
basis for international competition.

The committee is currently focusing
on evaluating the capital adequacy of
banking organizations and on promoting
more complete and consistent disclosure
of information, improved accounting
practices, and sound principles of risk
management. The committee has also
undertaken new initiatives with bank
supervisors from non—G-10 countries to
strengthen supervisory practices world-
wide. A notable accomplishment in
1996 was the adoption of capital
standards for market risk in trading and
foreign exchange activities that rely on
the results of a bank’s internal risk-
assessment models. Other efforts helped
to promote greater public disclosure of
bank trading and derivatives activities
and standards for managing interest rate
risk. .
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Appendix A
Special Categories of System Expense

Fees for priced services and the treadepository institutions in their planning
ment of capital outlays are explained into provide or use correspondent banking
this appendix. Also described are theservices, the Federal Reserve usually
Reserve Bank special project for 1996ets each year’s prices only once, in the
and Federal Reserve expenses for cufeurth quarter of the preceding year.
rency printing. Fees for Federal Reserve services
must be approved by the product direc-
Priced Services tor for_the res_pective 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
Annual Pricing Process mate_rials, supplies, and Capital assets);
the imputed assessment for insurance
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 revieWpresigents at selected Reserve Banks with
required by the System’s budget proresponsibility for day-to-day policy guidance over
cesses. Use of the budgets is an integrapecific Systemwide priced services. The Finan-
partofth pricing exercise becauise moste Seces Paley Conmites onpries e
of t_he recov_erable C(_)StS_ of prlcedpresidents of three other Reserve éanks, and, as
services are direct and indirect costs agison, the director of the Board's Division of
determined by the budgets. To assiskeserve Bank Operations and Payment Systems.
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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 1997

priced services. In 1996 the Board approved a 1997
The inclusion of all these costs meangrivate sector adjustment factor for

that the Federal Reserve offers its priceReserve Bank priced services of

Table A.1
Pro Forma Balance Sheet for Federal Reserve Priced Services, 1996 aAd 1997

Millions of dollars

Iltem 1996 1997
ASSETS

Short-term assets
Imputed reserve requirement on clearing balances. ... 409.6 545.7
Investment in marketable securities ................... 3,686.7 4,911.3
Receivabled ... ... ... i 64.4 64.3
Materials and suppli€s. ... 8.6 11.6
Suspense and differerce . ......... ... .0 .0
Prepaid eXpenses ....... ... 13.9 14.6
Items in process of collection. ......................... 2,413.2 2,548.2

Total short-term assets. ..........oooviiiiiiiii e, 6,596.4 8,095.7
Long-term assets
Premised3 ... ... . 346.4 348.0
Furniture and equipmedt ... 189.4 167.0
Leasehold improvements and long-term prepaynfents. 14.6 18.0
Capital l[eases . .........ooiiiii 2.3 7

Total long-term assetS . .........vuiiiii e 552.7 533.7
TOtAl @SSELS. . .ot e e e 7,149.1 8,629.4

LIABILITIES

Short-term liabilities
Clearing balances and balances arising

from early credit of uncollected items............. 4,096.3 5,457.0
Deferred-credititems ............ ... i, 2,413.2 2,548.2
Short-termdebt ... 86.8 90.5
Total short-term liabilities. ................ .ot 6,596.3 8,095.7
Long-term liabilities
Obligations under capital leases. ...................... 2.3 7
Long-termdebt ...... .. ... 182.7 180.5
Total long-term liabilities . ............ ..o 185.0 181.2
Total liabilities .. ......oui e 6,781.3 8,276.9
EQUItY? o 367.8 352.5
Total liabilities and equity ...t 7,149.1 8,629.4
1. Data are averages for the year. to priced services of $0.5 million for both 1996 and
2. Financed through the private sector adjustmeni997.
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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$101.5 million, an increase of $15.7 mil-1997 is estimated at $8,629.4 million
lion, or 18.3 percent, over the PSAF of(table A.1). The value of assets assumed
$85.8 million targeted for 1996. to be financed through debt and equity

in 1997 is $623.5 million, a decrease

of $13.8 million, or 2.2 percent, from
Asset Base 1996 (table A.2); the decrease is due
The value of Federal Reserve assets farimarily to lower priced asset base
be used in providing priced services inevels at FRAS.

Table A.2
Derivation of the Private Sector Adjustment Factor (PSAF), 1996 and 1997

Millions of dollars, except as noted

Item 1996 1997
PSAF COMPONENTS
Assets to be financéd
Short-term . 86.9 90.5
Long-tern? ... ... 550.4 533.0
TOtal e .... 637.3 623.5
Cost of capital (perceng)
Short-term debt . ... ... . 3.9 5.2
Long-term debt. .. ... 7.6 7.1
Pretax return on eqUIty .. ... .o 142 19.1
Weighted average long-term cost of capital............... ..o, .. 12.0 15.1
Capital structure (percent)
Short-term debt...... ... ... 136 14.5
Long-term debt. .. ... i ... 287 29.0
EQUIY .t ... 577 56.5
TaX rate (PEICENL). ..ttt ettt et e et ... 299 321
REQUIRED PSAF RECOVERIES
Capital cost$
Short-term debt .. ... o 3.4 4.7
Long-term debt. . ... ... ... 138 12.8
EQUILY + oottt et e et e e ... 523 67.5
L0 €= L .... 695 85.0
Other costs
SAlES TAXES . o .ttt ettt e e ... 113 11.6
Assessment for federal deposit insurance. ...............coiiiiiiiiinind .. 2.2 2.0
Expenses of Board of GOVEINOIS . ......vuiuiii i .. 2.8 2.9
TOtal e .... 16.3 16.5
Total PSAF recoveries
Millions of dollars ............oiiiiii ... 858 101.5
As a percentage of capital.. ... .. 135 16.3
As a percentage of expenses 14.1 16.6
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 1991-95
short-term debt. Of the total 1997 long-term assetsto yield the pretax return on equity for use in the PSAF.
33 percent are assumed to be financed by long-term debt 5. The calculations underlying these data use the dollar
and 67 percent by equity. The data are average rates paidlue of assets to be financed, divided as described in
by the fifty largest bank holding companies (determinedhote 3, and the rates for the cost of capital.
by size).
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Cost of Capital, Taxes, costing less. The capitalization guideline
and Other Imputed Costs for the Board is $1,000.

For 1997, a pretax rate of return on 'he Banks maintain a multiyear plan
equity of 19.1 percent, or $67.5 million, for capital spending. The Board, in turn,
is planned. Other required PSAF recoviequires the Banks to budget annually
eries for 1997—imputed sales taxesfor capital outlays by capital class to
imputed FDIC insurance assessmengstimate the effect of total operating and
and Board expenses—total $16.5 milcapital spending. During the budget
lion (table A.2). The $15.7 million in- Year, the Banks must submit proposals
crease in PSAF recoveries is attributablfr major purchases of assets to the
mainly to the increase in the pretax ratd3oard for further review and approval.
of return on equity, which in turn is The Bogard of Governors reviews capital
a result of stronger 1995 bank holdinggxpenditures for the Board.

company (BHC) financial performance

included in the 1996 BHC model. Special Projects

Special projects are research and
- development activities that are expected
Capital Outlays 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 1997, 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
for Guidance of Federal Agenciesf
the General Accounting Office, whichln 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 focomputer
business types of operations and for
activities that recover costs from reim- 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 depreciat@nvironment. In 1995, funds transfer
all assets that cost $1,500 or more; theprocessing was moved into the central-
may either capitalize or expense asseigzed environment, and the San Fran-

Automation Consolidation
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cisco and New York Reserve BanksChart A.1

completed the System’s move into therederal Reserve Budget for
District-unique environment. In 1996, Supplying U.S. Currency, 1992-97
consolidation efforts centered around Millions of dollars
implementation of the centralized ACH

and new book entry applications. In

1997, the banks will continue to imple- 400

ment the new book entry application,
and the New York Bank will complete
its transition to the centralized funds 200
application.
The 1997 budget provides $34.7 mil- x x x x x

lion |2959u7pp?rt g_f these effo(rjt_s. InClUd-"100) 1003 1094 1095 1996 1997
m.g . un mg’ expen ltures  on 1. For 1996, estimate; for 1997, budget.
this special project to date total
$271.3 million.

through an accounting procedure similar
to that used in assessing the Reserve
Banks for Board operating expenses.
In 1996, Federal Reserve expenditures
The Department of the Treasury'srelated to supplying currency totaled an

Bureau of Engraving and Printing printsestimated $402.4 million, about 9 per-

U.S. currency; the Federal Reserveent less than the budgeted amount,
Banks put it into circulation through primarily because fewer new notes were
depository institutions and destroy itproduced than originally projected. The

as it wears out (table A.3). The Board1997 currency budget is $405.6 million,

of Governors establishes the annuadn increase of 0.8 percent over estimated
budget for the printing of new notes1996 expenditures (chart A.1).

and ancillary costs and subsequently

assesses the Federal Reserve Banﬁ’inting of Federal Reserve Notes

By far the largest expense in the cur-
Table A.3 rency budget is the cost of printing new
Currency in Circulation, New Notes Issued,Federal Reserve notes. The 1997 bud-

Currency Printing
and Circulation

and Notes Destroyed, 1996 get for the printing of new notes is
Millions of pieces $392 million, a 0.6 percent increase over
5 Notes New estimated 1996 expenditures (table A.4).

ollar ; Notes ; : :
denomination| . in_ hotes | qocoyed  S€VETal factors influence the size of this

circulationt | issued .

portion of the currency budget. The

6,219 4,441 4,097 most important is the number of notes

i 100 wa  printed. The 1997 budget provides for

1,351 883 865 the printing of 9.8 billion notes. This
4'15)431 2~028659 1713;?% figure is based on the anticipated destruc-

2523 1,044 g7 tion of an estimated 8.8 billion notes, an

expected increase of about 625 million

17,139 9,762 8,679

T Ac o Goino 1906 notes in circulation, and a planned
. AS O ctober . . o .
2. Figures for new notes issued do not includemcrea‘_Se of 37_5 million notes in Reserve
additions to inventory at the Reserve Banks. Bank inventories (chart A.2).
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Chart A.2 Chart A.3

Use of Currency Printed in 1992-97 Cost of Printing New Currency, 1992-97
Millions of dollars Dollars per thousand notes

] Inventory increase?
B circulation increase
B currency replacement

T T S

1992 1993 1994 1995 1996 1997 1992 1993 1994 1995 1996 1997

1. For 1997, projections.
2. Reserve Bank inventories decreased in 1992.

57 percent from estimated 1996 expen-

L ditures on this program of $9.5 million.
The cost of printing the notes also

influences the budget. The unit cost of;,.;
producing Federal Reserve notes i hipment of Currency

1997 will remain at the 1996 rate of The Board contracts with armored car-
$40 per thousand notes (chart A.3). Theiers to transport new currency from the
unit cost, which is established by theBureau of Engraving and Printing’s

Bureau of Engraving and Printing, is aWashington, D.C., and Western facili-

blend of the costs of producing threeties to the Federal Reserve Banks and
types of notes. In 1997, 15 percent otheir Branches. The 1997 budget for
the notes produced will be in the newtransporting new Federal Reserve notes
design, 40 percent will be other threadeds $10 million, a 12.1 percent increase
currency, and the remaining 45 percenbver estimated 1996 expenditures. The
will be $1 notes, which have no threadincrease is due to a decrease in the
The unit cost also reflects the cost obtandard size of air shipments and
a continuing initiative to educate theincreases in air freight charges and in the
public about the new currency designnumber of notes shipped.

The amount budgeted for this program The 1997 currency budget also

for 1997 is $4 million, a decrease ofincludes $0.7 million for shipment of fit

Table A.4
Federal Reserve Costs of Supplying Currency, 1996 and 1997

Dollars, except as noted

Item 1996 1997 Percentage
estimate budget change
Printing of new Federal Reserve notes............... . 389,760,000 392,000,000 6
Shipment of new notes. ..............coooiiiiiiin . 8,920,000 10,000,000 12.1
Shipment of fit notes within the System.............. 658,000 700,000 6.4
Extended custodial inventory program............... . 435,000 200,000 -54.0
Shipment of currency pallets to Bureau of
Engraving and Printing................ocoiaan . 19,000 25,000 31.6

Reimbursement to the U.S. Treasury................. . 2,600,000 2,700,000 3.9
Total cost of currency ............coviiiiiiiinannnns . 402,392,000 405,625,000 .8
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(usable) currency within the FederaBureau of Engraving and Printing is
Reserve System, an increase of 6.4 pe$25,000, an increase of 31.6 percent
cent over estimated 1996 expendituresver estimated 1996 expenditures.
Such shipments move currency from
offices with excess fit currency to ..
offices that would otherwise require nev\}?elmbursement to the Treasury
currency. Unfit currency is canceled, destroyed,
and accounted for according to proce-
: dures prescribed by the U.S. Treasury’s
E?é%?gﬁ]d Custodial Inventory Office of Currency Standards. The
Bureau of Engraving and Printing

The extended custodial inventory (ECl)processes claims for redemption of
program was established in 1996 talamaged or mutilated currency. The
facilitate the introduction of redesignedrFederal Reserve’'s 1997 currency bud-
U.S. currency to the international U.S.get includes $2.7 million to reimburse
banknote market. The Federal Reservihe Treasury for this service, a 3.9 per-
Bank of New York, which manages thecent increase over estimated 1996
program, maintains inventories ofexpenses. .
redesigned U.S. currency at several
banks in selected locations abroad (cur-
rently London, Frankfurt, and Zurich).
These banks verify and sort incom-
ing deposits to assist in repatriation
and destruction of pre-1996 series
$100 notes; they also work to develop
an international market for fit Series
1996 $100 notes.

The ECI program may be expanded,
reduced, or discontinued in 1997 depend-
ing on the results of a review of its
effectiveness. For purposes of the 1997
budget, expenses for the program are
budgeted at $0.2 million, 54 percent less
than estimated 1996 expenditures. This
amount represents the continuation of
the ECI program at its current level of
operation.

Return of Storage Pallets

The Bureau of Engraving and Printing
stores currency in its vaults on aluminum
pallets and uses the pallets in the ship-
ment of currency to Federal Reserve
offices. The pallets are also used in
several Reserve Bank offices with
automated currency vaults. The 1997
budget for returning empty pallets to the
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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 95 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&23.4 billion for 1995 and are estimated
Banks (table B.2). The Reserve Banks$o be $20.1 billion for 1996. The latter
record extraordinary adjustments tdigure does not include the special
current net income in a profit and lossransfer of $106 million of surplus from
account. The primary entries in thethe Federal Reserve System to the
account are for gains or losses on th@reasury on October 1, 1996, as statu-
sale of U.S. government securities andorily required. .
for gains or losses on assets denominated
in foreign currencies that result either

Table B.1

Income of the Federal Reserve System,
1995 and 1996

Millions of dollars

1995 1996

Source actual estimate
Loans............oovivnnn . 11.3 10.8
U.S. government securities |.. 23,825.6  23,883.7
Foreign currencies......... 783.9 442.8
Priced services............. 738.8 787.7
Other ...t . 35.5 38.3
Total ... . 25,395.1 25,163.3
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Table B.2
Distribution of the Income of the Federal Reserve Banks, 1995 and 1996

Millions of dollars

1995 1996
ltem actual estimate

CUITENT INCOME . ... eaas ... 25,395 25,163
LEss

Current expenses of Reserve Bahks

OPerating EXPENSES .. ...ttt ettt et e ... 1,568 1,641

Costs of earnings CreditS . ... ... e 251 307
EqQuaLs

CUITeNt NBL INCOMIE . ..ottt i e et e i e ... 23,577 23,215
PLus

Net additions to, or deductions from)( current net incom& ................ ! 896 -1,639
LEss

Cost of unreimbursed Treasury Servites. ............cooviiiiiiiiienen.. .. 38 37

Assessments by the Board

Board expenses 161 163

Cost of currency 370 403

Other distributions

Dividends paid to member banks. ... .. 231 256

Transfers to, or from=), surplu$” ... ... . .. 283 635
EqQuALs

Payment to U.S. Treasury” .. ......oeiii e .. 23,389 20,083

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 $119.2 million in 1995 and $139.5 million in 1996 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 7. Does not reflect the special transfer of $106 million
currencies, gains on sales of U.S. government securitiesf surplus from the Federal Reserve System to the
and miscellaneous gains and losses. Treasury on October 1, 1996.
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Appendix C
Federal Reserve System Audits

The Board of Governors, each of the Since 1995, Coopers & Lybrand has
Reserve Banks taken separately, ancbnducted year-end audits of the
the Federal Reserve System as a whoombined Reserve Bank financial state-
are all subject to several levels of audiment and of the individual financial

and review. At each Federal Reserveatatements of two or three Reserve
Bank, a full-time staff of auditors underBanks a year. The audit of the 1995
the direction of a general auditor reportcombined Reserve Bank financial state-
directly to the Bank’s board of direc- ment represented the first such audit
tors. The Board’'s Division of conducted by an independent account-
Reserve Bank Operations and Paymeiihg firm. On the basis of the success of
Systems, acting on behalf of the Boardhat program, the Board decided to
of Governors, regularly audits the finan-extend the outside audit to all twelve
cial operations of each of the BanksReserve Banks. The Reserve Banks will
and periodically reviews all other Bankcontinue to be audited by each Bank’s
operations. In addition, the financialinternal audit function and by the

statements of the Reserve Banks arBoard’s financial examiners.

audited annually by an independent

outside auditor.

The Office of Inspector General (OIG)
conducts audits, operations reviews, anlhe 1978 passage of the Federal Bank-
investigations of the programs andng Agency Audit Act (Public Law
operations of the Board and those Boar85-320) brought most of the operations
functions delegated to the Federabf the Federal Reserve System under
Reserve Banks. The OIG retains arthe purview of the General Accounting
independent auditor each year to certifOffice (GAO). The GAO, which cur-
the fairness of the Board's financialrently has 16 projects in various stages
statements and its compliance with law®f completion, since 1979 has com-
and regulations affecting those financiapleted 147 reports on selected aspects
statements. of Federal Reserve operations (tables
C.1 and C.2). The GAO has also
: involved the Federal Reserve in about
Independent Audit 85 other reviews not directly related
The Board of Governors last yearto the System and has terminated 52
expanded its audit contract with Coopersthers before completion. The reports
& Lybrand to include an annual finan-are available directly from the GAO.
cial audit of each of the twelve Federal
Reserve Banks beginning in 1997. These
audits will be in addition to the annual
audit of the combined Reserve Bank
financial statements that Coopers &

Lybrand has done previously.

General Accounting Office
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Table C.1
Active GAO Projects Relating to the Federal Reserve

Subject

Date initiated

Financial CriSes .. ... ... s ...10/27/92
OTC derivative sales practices ... 7120/94
CFTC'S @XEMPLONS . . .ottt ettt ettt ... 9/1/94
Interstate banking data. .. ... ... e ... 2/16/95
BHC Act prohibition ON tyiNg. . .......uui i .... 3/20/95
Clearance and settlement SYSteMS. . ... ...ttt ... 11/2/95
International financial CriSis .. ...... ... ... .... 3/6/96
International counterfeiting of U.S. CUITeNCY. .. ... ...t ... 5/28/96
Proposed transfer of HUD responsibilities. . .. ... ... ... 6/10/96
Foreign bank internal/external CONtrals. . .......... ... ... 7/22/96
Foreign bank organization program. . ........ ...ttt e ... 8/8/96
Expenditures for news subsCriptions/ServiCes. .. ..........uuiuiii i ... 10/16/96
Expenditures for Internet/Web site/bulletin board services......................... .. 10/16/96
On-line banking SEIVICES. . . ...t J|....10/16/96
Risk-based capital . ... ....11/6/96
Merger of bank and thrift charters, . 11/8/96
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 AgENCIES . ... uu et .. 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. ..............ccooiiiiiieinn.. . FPCD-79-17 8/31/79
Federal Supervision of Bank Holding Companies Needs Better, More

Formalized Supervision. ...............ovviiiiiiiiiiannnnn. .. 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 .. .. ... . .. 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. ... .. GGD-81-12 1/6/81
Examinations of Financial Institutions Do Not Assure Compliance

with Consumer Credit Laws. ............cooiiiieiiiiinnnn.. .. 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

CanBe Improved.......... ..o .. 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 ............oiuiiiiii e .. 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
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Table C.2
Continued
Report Number Date issued

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 Branchingl GGD-82-36 4/9/82
The Federal Reserve Should Move Faster to Eliminate Subsidy

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

Adequate for Policy PUrpOSES. .........c.vviiiiiiiiiinin .. 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......................| . 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 ... .. 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 .. ..ot .. GGD-84-14 11/21/83
Unauthorized Disclosure of the Federal Reserve’s

Monetary Policy DeCISION. . ........ovieiiiiiiiiiiianns .. 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
Statutory Requirements for Examining International Banking

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

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

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

ReINVESIMENt ACL .. ..ottt .. 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. ................. ... ..ol .. 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 4/7/87
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’ Servjces . 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
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Table C.2
Completed GAO Reports Relating to the Federal Reserve System—Continued
Report Number Date issued

Government in the Sunshine Act Compliance at Selected Agencies GGD-88-97 7/20/88
Trends in Commercial Bank Performance, December 1976-June 10987 .. GGD-88-106BR 7/28/88
U.S. Commercial Banks’ Securities Activities in London........... NSIAD-88-238 9/8/88
Lending to Troubled SECtOrs. ..........covviiiiiiiiiii e GGD-88-126BR 9/26/88
Government Check-Cashing Issues. .............................. - 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...........ooiuiiii e . 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............................. . 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 ..........cooiiiiiiiii GGD-90-114 9/14/90
Issues Relating to Banks Selling Insurance....................... GGD-90-113 9/25/90
Implementation of Risk-Based Capital Adequacy Standards. ... ... NSIAD-91-80 1/25/91
Overview of Six Foreign Systems. ...........coviiiiiiiiiinenet)s 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 . ........ ..ot GGD-91-131 9/20/91
Time Limits on Holding Deposits Generally Met

but More Oversight Needed..................ocooviiiiiin . 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 AUtomation .......... oot . 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. ...t GGD-93-48 1/8/93
FRB Examinations and Inspections Do Not Fully Assess Bank Safety

and SOUNONESS. . ... v et 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 AGeNCIeS . .........vvii i GGD-93-71FS 3/8/93
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Table C.2
Continued
Report Number Date issued

Credit Availability Guidance. ... .. GGD-93-15R 3/30/93
Treasury Automation: Automated Auction May Not Achieve Benefits

or Operate Properly . .........ooiiiiii i . IMTEC-93-28 4/27/93
IRS Can Improve the Federal Tax Deposit System................ . AFMD-93-40 4/28/93
Funding Foreign Bank Examinations....................c.o.ooua . 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,

AN GEIMANY. . .ttt ettt e L. GGD-93-124 8/9/93
Regulatory Impediments to Small Business Lending Should Be

Removed. ... ..o s 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 . . ........oiit i .. GGD-94-23 4/28/94
Better Guidance Is Needed for Real Estate Evaluatians........... GGD-94-144 5/24/94
Treasury Securities AUCHION. .. ... ..ot .. AIMD-94-165R 8/25/94
Divergent Loan Loss Methods Undermine Usefulness

of Financial Reports. ... ... ..o . 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-95-98 717/95
Mandated Studies to Review Costly Bank and Thrift Failures. ... .. | GGD-95-126 7131/95
Differences in Screening Bank Executives........................ . GGD-95-181R 8/17/95
Banks’ Securities Activities: Oversight Differs Depending on Activity

and ReguIator . .. ... .. 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
Foreign Banks: Assessing Their Role in the U.S. Banking System. . GGD-96-26 2/7/96
Federal Reserve Banks: Internal Control, Accounting,

and Auditing ISSUES . . ... v e - AIMD-96-5 2/9/96
Mexico’s Financial Crisis: Origins, Awareness, Assistance,

and Initial Efforts to Recover....................ooiiiintn, . . GGD-96-56 2/23/96
Counterfeit U.S. Currency Abroad: Issues and U.S. Deterrence Efforts .. GGD-96-11 2/26/96
Money Laundering: A Framework for Understanding

U.S. Efforts OVerseas. .........ooiuiuiiiiiiaiiiiiiiaaeann, .. GGD-96-105 5/24/96
Federal Reserve System: Current and Future Challenges

Require Systemwide Attention.................coovviiininn.. .. GGD-96-128 6/17/96
Fair Lending: Federal Oversight and Enforcement Improved

but Some Challenges Remain.................cooovviininin.. . . GGD-96-145 8/13/96
Federal Reserve Banks: Inaccurate Reporting of Currency

at the Los Angeles Branch................coooiiiiiiiinnn, .. AIMD-96-146 9/30/96
Implementation of the Foreign Bank Supervision Enhancement

Act of 1991 ... .. GGD-96-187 9/30/96
Financial Derivatives: Actions Taken or Proposed since May 1994., GGD/AIMD-97-8 11/1/96
Inspectors General: Mandated Studies to Review Costly Bank

and Thrift Failures. ... . GGD-97-4 11/7/96
Regulatory Burden: Measurement Challenges and Concerns

Raised by Selected Companies.............coovviiiiiienenn.. - GGD-97-2 11/18/96
Bank Oversight Structure: U.S. and Foreign Experience May Offer

Lessons for Modernizing U.S. Structure......................| . GGD-97-23 11/20/96
Implementation of FDICIA's Prompt Regulatory Action Provisions. . GGD-97-18 11/21/96
Bank Regulatory Structure: Japan .............c.ovevviiianneninnn. . . GGD-97-5 12/27/96
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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 operachairman 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 1996, the OIG publicly
economy and efficiency. It recommendseported on thirteen audits (table C.3)
policies and supervises and conductand conducted a number of follow-up
activities that promote economy andand other reviews. In addition, the OIG
efficiency and that prevent and detectlosed five 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, 1996

Report Number Month issued
Audit of Board Oversight of Federal Reserve Automation Consolidation. . A9405 2/96
Audit of the Division of Information Resources Management's

Change Control PrOCESS . ... ..ottt .. A9505 2/96
Audit of the FFIEC’s Financial Statements (year ending 12/31/95) ... ... A9601 2/96
Audit of the Board’s Financial Statements (year ending 12/31/95)....... A9600 3/96
Assistance to Financial Statement Audit of the Federal Reserve

Employee Benefits System (year ending 12/31/95).................. . A9605 3/96
Audit of the Board’s Consumer Compliance Examination Process....... A9508 4/96
Audit of the Board’s InterFed Administration. ........................... . A9607 6/96
Audit of the Division of Information Resources Management’s

Operating System (MVS) and Access Control Software (CA-ACF2).. A9606 7196
Audit of the Board’s Procurement and Contract Management Process. . . A9507-A 8/96
Audit of the Board’s Procurement and Contract Management Process:

Credit Card Purchases. ..o .. A9507-B 8/96
Audit of the Bank Holding Company Inspection Program................ . A9604 8/96
Report on the Failure of Guardian Bank ...................cccovviiuan... .. A9608 10/96
Audit of Board Oversight of Reserve Bank Procurement................. . A9603 12/96




Appendix D

Expenses and Employment
at the Federal Reserve Banks

Table D.1

Operating Expenses of the Federal Reserve Banks, by District, 1996 an8l 1997

Thousands of dollars, except as noted

. 1996 1997 Change
District estimate budget

Amount Percent
Boston ... . 132,045 132,180 135 1
New York ..........cccoviiiiiinnn . 407,930 424,390 16,460 4.0
Philadelphia 102,165 103,765 1,600 1.6
Cleveland ................... . 114,348 119,852 5,504 4.8
Richmond ........................] . 148,378 152,560 4,182 2.8
Atlanta ... . 182,654 184,192 1,538 .8
Chicago ........coovvviviiiiinn . 212,587 213,222 635 3
St.LOUIS ..ovviii . 94,745 96,901 2,155 2.3
Minneapolis 1. 98,668 104,157 5,488 5.6
Kansas City ..........ccvvvvinenn . 127,466 124,917 -2,549 -2.0
Dallas .........ccooviviiiiinnnn.. . 125,183 125,811 628 5
San Francisco....................y . 213,125 215,272 2,147 1.0
Total, all Districts ................. . 1,959,294 1,997,216 37,922 1.9
Special project
Automation Consolidation......... 38,385 34,667 -3,718 -9.7
Total. ..o 1,997,679 2,031,883 34,204 17

1. Excludes capital outlays.
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Table D.2

Employment at the Federal Reserve Banks, by District, 1996 and 1997

Average number of personnel, except as nbted

- 1996 1997 Change
District estimate budget
Amount Percent
Boston ... . 1,255 1,241 -14 -1.1
New York . 4,184 4,067 -117 -2.8
Philadelphia...................... . 1,259 1,254 -4 -3
Cleveland ] 1,450 1,438 -12 -8
Richmond 2,073 2,078 5 3
Atlanta ................... . 2,298 2,299 2 1
Chicago .......coovvviiiiiiienn. . 2,310 2,244 -66 -2.9
St.LOUIS ..ovviii . 1,191 1,210 18 1.5
Minneapolis ..............cooiein . 1,276 1,263 -13 -1.0
Kansas City ..........cccvvvvinenn . 1,662 1,607 -56 -3.3
Dallas .........ccoovvviiiiiinnnn, . 1,549 1,545 -4 -2
San Francisco..............c....u.y 2,494 2,463 =31 -1.3
Total, all Districts ................. 23,001 22,709 -292 -1.3
FRAS ... 592 549 -43 -7.3
Total ... 23,593 23,258 -335 -1.4

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, 1996 and 1997

Thousands of dollars, except as noted

Change
: 1996 1997
Operational area :
estimate budget Amount Percent

Monetary and economic policy.. .. . 138,143 145,693 7,549 55
Services to the U.S. Treasury and

other government agencies. . .. 217,200 213,090 -4,110 -1.9
Services to financial institutions

and the public................. L 1,177,565 1,194,002 16,437 1.4
Supervision and regulation........ 426,385 444,431 18,046 4.2
Total ... 1,959,294 1,997,216 37,922 1.9
MEemo?t
SUPPOIt. .t . 717,176 732,993 15,818 2.2
Overhead......................... . 525,363 525,336 =27 *

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. *Less than 0.05.



Expenses and Employmentg9

Table D.4

Expenses of the Federal Reserve Banks
for Salaries of Officers and Employees, by District, 1996 and 1997

Thousands of dollars, except as noted

. 1996 1997 Change
District estimate budget

Amount Percent
Boston ... . 56,247 57,880 1,633 2.9
New York ............ . 208,972 211,622 2,650 1.3
Philadelphia . 49,605 50,829 1,224 25
Cleveland ..................... J. 51,285 52,978 1,692 3.3
Richmond .................... J. 73,773 76,489 2,715 3.7
Atlanta ................. o 80,298 82,839 2,541 3.2
Chicago .................. . 97,583 99,844 2,261 2.3
St LOUIS ovvvi i . 42,642 45,060 2,418 5.7
Minneapolis 47,507 48,244 736 1.5
Kansas City . 60,322 59,861 -461 -8
Dallas .........cccovviiiiiiiiiinn . 58,662 60,653 1,992 34
San Francisco..................... . 111,162 114,847 3,685 3.3
Total ..o . 938,058 961,144 23,086 25
Table D.5

Factors in the 1996-t0-1997 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................ 2.6 .0 1.0 2 -1 -6 -3 2.9
New York ............. . 3.2 3 1.1 -1.4 -1.0 -6 -4 1.3
Philadelphia. . 2.9 .0 7 2 -7 -.6 .0 25
Cleveland............. 2.7 .0 3 1.6 -7 -5 .0 3.3
Richmond............. 29 .0 1.1 1.7 -1.3 -8 .0 3.7
Atlanta................ 34 .0 5 2 -4 -.6 .0 3.2
Chicago............... 35 .0 1.2 -2.0 -6 -1.1 1.2 2.3
St. Louis .............. 3.0 .0 .8 2.4 -5 .0 .0 57
Minneapolis........... 25 .0 5 -11 .0 .0 -4 15
Kansas City. . 3.0 2 1.1 -2.8 -1.4 -8 .0 -8
Dallas.......... 27 1 5 .0 3 -2 -1 34
San Francisco. 3.0 .0 1.0 -1 -5 -2 .0 3.3
Total ................. . 3.0 1 9 -4 -7 -5 .0 25

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, 1996 and 1997

Thousands of dollars, except as noted

- 1996 1997 Change
District estimate budget
9 Amount Percent
Boston ... . 15,828 13,057 -2,770 -17.5
New York .............. 60,712 52,982 -7,731 -12.7
Philadelphia . 13,990 10,212 -3,778 -27.0
Cleveland .................ooiuil . 45,308 74,866 29,558 65.2
Richmond 24,830 13,941 -10,889 -43.9
Atlanta ................... 34,556 31,139 -3,417 -9.9
Chicago .................. 14,197 20,742 6,545 46.1
St. Louis . 9,176 9,045 -131 -1.4
Minneapolis ................c..oil . 62,227 51,920 -10,308 -16.6
Kansas City ..........oovvvuininnny . 14,540 6,453 -8,087 -55.6
Dallas.........ccovviiiiiiiii . 14,693 7,460 -7,232 -49.2
San Francisco................o..n . 30,892 22,259 -8,633 =279
Total, all Districts ................. . 340,947 314,074 -26,873 -7.9
FRAS ... 27,165 32,370 5,204 19.2
Total ... 368,112 346,444 -21,669 -5.9
Table D.7
Budget Performance of the Federal Reserve Banks,
Operating Expenses, by District, 1996
Thousands of dollars, except as noted
- 1996 1996 Change
District budget estimate
Amount Percent
Boston ... . 132,920 132,045 -875 -7
New York .............. 407,749 407,930 180 *
Philadelphia 104,343 102,165 -2,178 -2.1
Cleveland ...................... 114,712 114,348 -364 -3
Richmond ...................... 147,841 148,378 537 4
Atlanta ................... 185,657 182,654 -3,003 -1.6
Chicago .................. 214,923 212,587 -2,336 -11
St.LOouiS ... . 94,085 94,745 660 7
Minneapolis ......................| . 98,688 98,668 -20 *
Kansas City ........ovvvvvvnennnn . 127,893 127,466 -427 -3
Dallas ..........c.coviiiiininn . 127,076 125,183 -1,893 -15
San Francisco.............o.oov.n. . 212,883 213,125 242 -1
Total, all Districts ................. L 1,968,770 1,959,294 -9,476 -5
Special project
Automation Consolidation ......... 36,905 38,385 1,480 4.0
Total ... 2,005,675 1,997,679 -7,996 -4

1. Excludes capital outlays.
* Less than 0.05.
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Table D.8

Budget Performance of the Federal Reserve Banks,

Employment, by District,

1996

Average number of personnel, except as nbted

. 1996 1996 Change
District budget estimate

Amount Percent
Boston ... 1,253 1,255 2 2
New York ............ 4,228 4,184 -44 -1.0
Philadelphia 1,289 1,259 =31 -2.4
Cleveland 1,451 1,450 -2 -1
Richmond 2,094 2,073 -21 -1.0
Atlanta ................. 2,366 2,298 -68 -2.9
Chicago .................. 2,343 2,310 -33 -1.4
St. Louis 1,209 1,191 -18 -1.5
Minneapolis 1,294 1,276 -18 -1.4
Kansas City .........covvvvninnnn 1,668 1,662 -6 -4
Dallas .........cccovviiiiiiiiiinn 1,568 1,549 -19 -1.2
San Francisco...................... 2,497 2,494 -3 -1
Total, all Districts .................L 23,261 23,001 -260 -1.1
FRAS . 563 592 29 5.1
Total ... 23,824 23,593 -231 -1.0

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, 1992-97

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 public
agencies
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 .. 120,869 209,453 1,105,140 361,458 1,796,920
1995 . e 128,303 216,790 1,127,320 392,294 1,864,707
1996 estimate.............. 138,143 217,200 1,177,565 426,385 1,959,294
1997 budget ............... 145,693 213,090 1,194,002 444,431 1,997,216
MEMmo
Average annual
change (percent)....... 5.8 3.2 3.2 10.0 4.7

1. Excludes special projects.
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Table D.10
Employment at the Federal Reserve Banks, by Operational Area, 1992-97

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
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
. 737 1,683 8,209 3,073 4,511 4,949 23,162
1996 estimate. . . 728 1,566 8,099 3,126 4,531 4,952 23,001
1997 budget ............ 731 1,524 7,851 3,100 4,540 4,963 22,709
MEMO
Average annual
change (percent)....| -1.2 -3.6 -2.4 3.7 -7 -1 -9

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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The System serves commonwealths
and territories as follows: The New York
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