
Letter of Transmittal

Board of Governors of the Federal Reserve System
Washington, D.C.

June 2006

The Speaker of the House of Representatives:

Pursuant to the requirements of section 10 of the Federal Reserve Act,
I am pleased to submit the ninety-second annual report of the
Board of Governors of the Federal Reserve System.

This report covers operations of the Board during calendar year 2005.

Sincerely,

Ben Bernanke
Chairman



Overview of the Federal Reserve

As the nation’s central bank, the Federal
Reserve System has numerous, varied
responsibilities:

• conducting the nation’s monetary pol-
icy by influencing monetary and
credit conditions in the economy

• supervising and regulating banking
institutions, to ensure the safety and
soundness of the nation’s banking and
financial system and to protect the
credit rights of consumers

• maintaining the stability of the finan-
cial system and containing systemic
risk that may arise in financial
markets

• providing financial services to deposi-
tory institutions, the U.S. government,
and foreign official institutions

The Federal Reserve is a federal sys-
tem composed of a central, governmen-
tal agency—the Board of Governors—
and twelve regional Federal Reserve
Banks. The Board of Governors, located
in Washington, D.C., is made up of
seven members appointed by the Presi-
dent of the United States and supported
by a staff of about 1,800. In addition
to conducting research, analysis, and
policymaking related to domestic and
international financial and economic
matters, the Board plays a major role
in the supervision and regulation of the
U.S. banking system and administers
most of the nation’s laws regarding con-
sumer credit protection. It also has broad
oversight responsibility for the nation’s
payments system and the operations and
activities of the Federal Reserve Banks.

The Federal Reserve Banks, which
combine public and private elements,
are the operating arms of the central
banking system. They carry out a vari-
ety of System functions, including oper-
ating a nationwide payments system;
distributing the nation’s currency and
coin; under authority delegated by the
Board of Governors, supervising and
regulating bank holding companies and
state-chartered banks that are members
of the System; serving as fiscal agents
of the U.S. Treasury; and providing a
variety of financial services for the Trea-
sury, other government agencies, and
other fiscal principals.

A major component of the Federal
Reserve System is the Federal Open
Market Committee (FOMC), which is
made up of the members of the Board of
Governors, the president of the Federal
Reserve Bank of New York, and presi-
dents of four other Federal Reserve
Banks, who serve on a rotating basis.
The FOMC establishes monetary policy
and oversees open market operations,
the main tool used by the Federal
Reserve to influence overall monetary
and credit conditions. The FOMC sets
the federal funds rate, but the Board has
sole authority over changes in reserve
requirements and must approve any
change in the discount rate initiated by a
Reserve Bank.

Two other groups play roles in the
functioning of the Federal Reserve Sys-
tem: depository institutions, through
which monetary policy operates, and
advisory councils, which make recom-
mendations to the Board of Governors
and the Reserve Banks regarding the
System’s responsibilities.



Contents

Monetary Policy and Economic Developments

3 MONETARY POLICY AND THE ECONOMIC OUTLOOK
5 Monetary Policy, Financial Markets, and the Economy in 2005 and Early 2006
7 Economic Projections for 2006 and 2007

9 ECONOMIC AND FINANCIAL DEVELOPMENTS IN 2005 AND EARLY 2006
9 The Household Sector

12 The Business Sector
15 The Government Sector
18 The External Sector
20 The Labor Market
22 Prices
24 U.S. Financial Markets
28 International Developments

33 MONETARY POLICY REPORT OF JULY 2005
33 Monetary Policy and the Economic Outlook
36 Economic and Financial Developments in 2005

Federal Reserve Operations
57 BANKING SUPERVISION AND REGULATION
58 Scope of Responsibilities for Supervision and Regulation
59 Supervision for Safety and Soundness
67 Supervisory Policy
77 Supervisory Information Technology
78 Staff Development
80 Regulation of the U.S. Banking Structure
84 Enforcement of Other Laws and Regulations
85 Federal Reserve Membership

87 CONSUMER AND COMMUNITY AFFAIRS
87 Implementation of Statutes Designed to Inform and Protect Consumers
92 Supervision for Compliance with Consumer Protection and

Community Reinvestment Laws
103 Consumer Complaints
104 Advice from the Consumer Advisory Council
107 Promotion of Community Economic Development in Historically

Underserved Markets
111 Outreach Activities



113 FEDERAL RESERVE BANKS
113 Developments in Federal Reserve Priced Services
118 Developments in Currency and Coin
118 Developments in Fiscal Agency and Government Depository Services
122 Electronic Access to Reserve Bank Services
122 Information Technology
124 Examinations of the Federal Reserve Banks
124 Income and Expenses
125 Holdings of Securities and Loans
126 Volume of Operations
126 Federal Reserve Bank Premises
128 Pro Forma Financial Statements for Federal Reserve Priced Services

133 THE BOARD OF GOVERNORS AND THE GOVERNMENT PERFORMANCE
AND RESULTS ACT

133 Strategic Plan, Performance Plan, and Performance Report
133 Mission
133 Goals and Objectives

137 FEDERAL LEGISLATIVE DEVELOPMENTS
137 Bankruptcy Abuse Prevention and Consumer Protection Act of 2005
141 Post-Employment Restrictions on Senior Examiners

Records

145 RECORD OF POLICY ACTIONS OF THE BOARD OF GOVERNORS
145 Regulation D (Reserve Requirements of Depository Institutions)
145 Regulation E (Electronic Fund Transfers)
145 Regulation H (Membership of State Banking Institutions in the

Federal Reserve System) and Regulation Y (Bank Holding Companies and
Change in Bank Control)

146 Regulation J (Collection of Checks and Other Items by Federal Reserve Banks
and Funds Transfers through Fedwire) and Regulation CC (Availability of Funds
and Collection of Checks

146 Regulation V (Fair Credit Reporting) and Regulation FF (Obtaining and Using
Medical Information in Connection with Credit)

147 Regulation BB (Community Reinvestment)
147 Regulation DD (Truth in Savings)
148 Post-Employment Restrictions for Senior Examiners
148 Rules Regarding Equal Opportunity
148 Policy Statements and Other Actions
149 Discount Rates in 2005



153 MINUTES OF FEDERAL OPEN MARKET COMMITTEE MEETINGS
153 Authorization for Domestic Open Market Operations
155 Domestic Policy Directive
155 Authorization for Foreign Currency Operations
156 Foreign Currency Directive
157 Procedural Instructions with Respect to Foreign Currency Operations
158 Meeting Held on February 1–2, 2005
170 Meeting Held on March 22, 2005
179 Meeting Held on May 3, 2005
187 Meeting Held on June 29–30, 2005
195 Meeting Held on August 9, 2005
201 Meeting Held on September 20, 2005
208 Meeting Held on November 1, 2005
215 Meeting Held on December 13, 2005

223 LITIGATION
223 Litigation under the Financial Institutions Supervisory Act
223 Other Actions

Federal Reserve System Organization

227 BOARD OF GOVERNORS

230 FEDERAL OPEN MARKET COMMITTEE

231 ADVISORY COUNCILS TO THE BOARD OF GOVERNORS
231 Federal Advisory Council
232 Consumer Advisory Council
233 Thrift Institutions Advisory Council

234 FEDERAL RESERVE BANKS AND BRANCHES
234 Officers of the Banks and Branches
235 Conference of Chairmen
235 Conference of Presidents
236 Conference of First Vice Presidents
236 Directors of the Banks and Branches

253 MEMBERS OF THE BOARD OF GOVERNORS, 1913–2005



Statistical Tables

258 1. Federal Reserve Open Market Transactions, 2005
262 2. Federal Reserve Bank Holdings of U.S. Treasury and Federal Agency Securities,

December 31, 2003–2005
263 3. Federal Reserve Bank Interest Rates on Loans to Depository Institutions,

December 31, 2005
264 4. Reserve Requirements of Depository Institutions, December 31, 2005
265 5. Banking Offices and Banks Affiliated with Bank Holding Companies

in the United States, December 31, 2004 and 2005
266 6. Reserves of Depository Institutions, Federal Reserve Bank Credit,

and Related Items
A. Year-End 1984–2005 and Month-End 2005
B. Year-End 1918–1983

274 7. Principal Assets and Liabilities of Insured Commercial Banks,
by Class of Bank, June 30, 2005 and 2004

275 8. Initial Margin Requirements under Regulations T, U, and X
276 9. Statement of Condition of the Federal Reserve Banks, by Bank,

December 31, 2005 and 2004
280 10. Income and Expenses of the Federal Reserve Banks, by Bank, 2005
284 11. Income and Expenses of the Federal Reserve Banks, 1914–2005
290 12. Operations in Principal Departments of the Federal Reserve Banks, 2002–2005
291 13. Number and Annual Salaries of Officers and Employees of the Federal Reserve

Banks, December 31, 2005
292 14. Acquisition Costs and Net Book Value of the Premises of the Federal Reserve

Banks and Branches, December 31, 2005

Federal Reserve System Audits

295 AUDITS OF THE FEDERAL RESERVE SYSTEM
297 BOARD OF GOVERNORS FINANCIAL STATEMENTS
311 FEDERAL RESERVE BANKS COMBINED FINANCIAL STATEMENTS
325 OFFICE OF INSPECTOR GENERAL ACTIVITIES
326 GOVERNMENT ACCOUNTABILITY OFFICE REVIEWS

328 MAPS OF THE FEDERAL RESERVE SYSTEM

333 INDEX


	Letter of Transmittal
	Overview of the Federal Reserve
	Contents


<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /All
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Warning
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
    /Bookman-Demi
    /Bookman-DemiItalic
    /Bookman-Light
    /Bookman-LightItalic
    /Helvetica
    /Helvetica-Black
    /Helvetica-BlackOblique
    /Helvetica-Bold
    /Helvetica-BoldOblique
    /Helvetica-Light
    /Helvetica-LightOblique
    /Helvetica-Narrow
    /Helvetica-Narrow-Bold
    /Helvetica-Narrow-BoldOblique
    /Helvetica-Narrow-Oblique
    /Helvetica-Oblique
    /Palatino-Bold
    /Palatino-BoldItalic
    /Palatino-Italic
    /Palatino-Roman
    /Times-Bold
    /Times-BoldItalic
    /Times-BoldItalicOsF
    /Times-BoldSC
    /Times-Italic
    /Times-ItalicOsF
    /Times-Roman
    /Times-RomanSC
  ]
  /NeverEmbed [ true
    /PalatinoLinotype-Bold
    /PalatinoLinotype-BoldItalic
    /PalatinoLinotype-Italic
    /PalatinoLinotype-Roman
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /DAN <>
    /DEU <>
    /ESP <>
    /FRA <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /PTB <>
    /SUO <>
    /SVE <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice




