
Federal Reserve Bank Budgets

The 2011 operating budgets of the 12 Reserve Banks total $3,351.2 million.11

The 2011 total is $168.2 million, or 5.3 percent, above 2010 actual expenses.

This growth is driven by increases in central bank functions, specifically those

related to supervision and regulation and the open market operation in New

York. The implementation of the Dodd-Frank Act accounts for a significant

portion of the budget growth. These increases are partially offset by

decreases in priced services as a result of continued declines in paper-check

volume and the full-year effect of consolidations. In addition, the expense

increase is further offset by a reduction in vendor fees and staffing related to

closing most of the liquidity facilities at the New York Federal Reserve Bank.

Budgeted net expenses for 2011, after revenue and reimbursements, are

expected to increase by $209.7 million, or 9.7 percent, over 2010 actual net

expenses (table 6). Approximately 30 percent of Reserve Bank expenses in the

11 These expenses include those budgeted by the Federal Reserve Information Technology and
the Office of Employee Benefits that are chargeable to the Reserve Banks. Expenses exclude
assessments for the Board of Governors operating expenses, the cost of currency, the CFPB,
and the Office of Financial Research.

Table 6. Operating expenses of the Federal Reserve Banks, net of receipts and claims for
reimbursement, 2010 and 2011
Millions of dollars, except as noted

Item
2010
(actual)

2011
(budgeted)

Change

Amount Percent

Total operating expenses 3,183.0 3,351.2 168.2 5.3

Less

Revenue from priced services 574.7 497.2 −77.5 −13.5

Claims for reimbursement1 456.4 492.2 35.8 7.8

Other income 1.5 1.7 0.2 14.5

Equals

Net expenses 2,150.5 2,360.1 209.7 9.7

Note: Excludes capital outlays. Includes expenses budgeted by the Federal Reserve Information Technology and Office of
Employee Benefits. Expenses from these entities have been charged to the Reserve Banks, as appropriate, and included in
their budgets. Components may not sum to totals and may not yield percentages shown because of rounding. Operating
expenses reflect redistributions for support and allocation of overhead.
1 Costs of fiscal agency and depository services provided to the U.S. Treasury, other government agencies, and other fiscal
principals that are billed to these agencies.
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2011 budget are offset by priced service revenues (15 percent) and

reimbursable claims for services provided to the Treasury and other agencies

(15 percent).12 Budgeted 2011 priced services revenue is lower than the 2010

actual level, primarily because of declining paper-check volume. Reim-

bursable claims are projected to increase in 2011, reflecting increased activity

on key programs and support for new initiatives.

Total 2011 projected employment for the Reserve Banks, Federal Reserve

Information Technology (FRIT), and the Office of Employee Benefits (OEB)

is 17,979 average number of personnel (ANP), an increase of 520 ANP, or

3.0 percent, from the 2010 actual staff level (table 7).13 The 2011 staffing

increase is the result of resources added for supervision and regulation and

New York monetary policy operations to address continuing adverse banking

conditions, implement lessons learned from the financial crisis, and Dodd-

Frank Act responsibilities. Also contributing to the increase is additional

staffing in Treasury services due to increased activity on key Treasury

projects. The 2011 budgeted staff additions are partially offset due to

paper-check volume declines and the continued effect of check operation

consolidations.

2010 Budget Performance

Total 2010 actual expenses were $3,183.0 million, a decrease of $38.3 million,

or 1.2 percent, from the approved 2010 budget of $3,221.3 million. Total

2010 actual staffing is 17,459 ANP, a decrease of 119 ANP from the 2010

budgeted level of 17,578 ANP.

The expense decrease is driven by the earlier-than-expected System

completion of a multiyear effort to consolidate check operations to one

12 Reimbursable claims include costs of fiscal agency and depository services provided to the
U.S. Treasury, other government agencies, and other fiscal principals that are billed to and
reimbursed by these agencies.

13 ANP is the average number of employees in terms of full-time positions for the period. For
instance, a full-time employee who works one-half of the year counts as 0.5 ANP for that
calendar year; two half-time employees who work the full year count as 1 ANP.

Table 7. Employment at the Federal Reserve Banks, FRIT, and OEB, 2010 and 2011
Average number of personnel, except as noted

Item
2010
(actual)

2011
(budgeted)

Change

Amount Percent

Reserve Banks 16,467 16,965 498 3.0

Federal Reserve Information Technology (FRIT) 946 965 19 2.0

Office of Employee Benefits (OEB) 46 49 3 6.5

Total 17,459 17,979 520 3.0

Note: Components may not sum to totals and may not yield percentages shown because of rounding. See text note 13 for
definition of average number of personnel (ANP).
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full-service paper-check processing site and one electronic check processing

site. The paper-check transition was completed in the first quarter of 2010,

and the electronic check transition was completed in the fourth quarter

of 2010. Significant expense reductions were also achieved in the check

adjustments function and check transportation services as a result of declines

in paper-check volume.

Also contributing to the underrun is lower expenses for Treasury services

($11.0 million). Treasury services were under budget largely because of

reduced volume for Treasury retail securities and a reduction in expenses

related to Treasury Web Application Infrastructure (TWAI).

Partially offsetting the underrun are increased expenses in supervision and

regulation driven by expanded responsibilities to address the continuing

adverse conditions in community and regional banking portfolios, as well as

additional staffing to strengthen supervision of the largest institutions,

associated macroprudential efforts, and enhanced operating procedures

($17.7 million).

The underrun in total staffing of 119 ANP, as compared with the approved

budget, reflects the significant decline in check operations (122 ANP). Local

support functions continue to experience decreases in staffing as operations

are streamlined and consolidated (67 ANP). Treasury services are below

budget 39 ANP, primarily due to volume declines in Treasury retail securities.

Offsetting these underruns are increased staffing in the supervision and

regulation function due to current banking conditions (56 ANP) and at

FRIT, primarily to support the System’s server consolidation initiative

(42 ANP).

Initiatives Affecting the 2011 Budget

For 2011, the Reserve Banks’ budgets reflect growth in several initiatives that

will continue to address financial stability and enhanced resiliency, as well as

new initiatives related to implementing the expanded responsibilities required

by the Dodd-Frank Act.

Central Bank Services

In the central bank area, which includes monetary policy, public programs,

supervision and regulation, and services to financial institutions and the

public (other than priced services), expenses are increasing $180.0 million, or

7.9 percent, in the 2011 budget. The staffing level is increasing 408 ANP,

primarily in supervision and regulation and in the monetary policy execution

function in New York. These increases are being offset by nonrecurring

crisis-related expenses in the loans to depository institutions and others

function.
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The budget for the supervision and regulation function is increasing

$132.3 million, or 16.5 percent, and staffing is increasing 345 ANP, as the

function plans for additional staffing resources to continue to address the

adverse conditions in the banking industry and to implement the

requirements of the Dodd-Frank Act. The total costs for monetary policy are

increasing $40.7 million, or 8.2 percent, over 2010 actual expenses. The

growth is primarily in the open market operations and is due to the need for

additional staff to apply lessons learned as a result of the financial crisis and

operational reviews, fulfill Dodd-Frank Act requirements, and strengthen

market monitoring.

Expenses in cash operations are increasing $4.8 million, or 0.9 percent,

remaining fairly stable as increased benefits and equipment expenses are

offset by the nonrecurrence of a one-time write-off related to the cash

automation strategy that occurred in 2010.14

Treasury-Related Functions

The budget for services to the Treasury, which are fully reimbursable, is

increasing $37.7 million, or 8.7 percent, primarily due to costs associated

with the expansion of the GoDirect call center and the stored value card

(SVC) project, as well as increased costs for the TWAI and Collections and

Cash Management Modernization (CCMM) implementation.15 Also

contributing to the increase is severance expense related to the planned

consolidation of Treasury retail securities operation.

Priced Services

Total priced services expenses are declining $49.5 million, driven by a

decrease of $50.5 million, or 18.7 percent, in check expenses, which reflects

the check restructuring costs and continued paper-check volume declines. In

2010 the System completed a multiyear effort to consolidate check operations

to one full-service paper-check processing site and one electronic check

processing site. In addition to the consolidations, significant reductions in the

check adjustments function and check transportation services were also

14 Reserve Banks continue to develop a new cash automation platform that will enhance controls
of the Banks’ cash operations and improve their efficiency, provide a responsive management
information reporting system with superior and flexible reporting tools, facilitate business
continuity and contingency planning, and enhance the support provided to Reserve Bank
customers and business partners. In 2010, the Banks terminated the development contract
with the primary vendor and redefined the design for the new system (now known as
CashForward).

15 CCMM is a comprehensive multiyear enterprise architecture initiative to streamline,
modernize, and improve the services, systems, and processes supporting the Treasury’s
collections and cash-management programs. The goal is to improve efficiency and reduce costs
to the Treasury, which provides a savings to the taxpayers.
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achieved as a result of declines in paper-check volume. All priced services are

projecting full cost recovery in 2011.

Support Services

Support costs are increasing $30.5 million, or 3.0 percent, and 13 ANP. The

expense increases are driven primarily by increases in facilities management

($15.8 million) and information technology ($4.3 million). Facilities costs are

increasing mainly as a result of reconfiguring space in New York and Dallas

to accommodate new functions and staff. IT costs are increasing in support

of cash, Treasury, and priced services projects at several Reserve Banks.

Five-Year Trend in Reserve Bank Expenses

Total expenses for the Reserve Banks have grown an average of 3.8 percent

annually from 2006 to 2011.

Central Bank Services

Central bank services have grown an average of 9.4 percent annually over the

past five years. The increase is primarily in the areas of supervision and

regulation, monetary policy, and loans to depository institutions and others,

where expenses have grown, on average, 12.4 percent annually. Expenses in

the supervision and regulation function have grown an average of 11.2

percent annually over the past five years, and staffing has increased by 740

ANP due to the need to recruit and retain supervisory staff with specialized

skills to address financial market turmoil and declining banking conditions,

as well as to address Dodd-Frank Act requirements. The increase in

monetary policy, where expenses have grown on average 11.0 percent, is

driven by increased resources dedicated to regional economic research and

economic policy operations. Expenses in loans to depository and others have

grown at an average annual rate of 31.5 percent over the past five years due

to an increase in resources to support the emergency liquidity programs and

other lending activities during the financial crisis.16 Expenses associated with

these loan activities peaked in 2010 and are projected to decline in 2011.

There have been ongoing efficiency improvements in the cash area over the

past five years; however, expenses in cash operations have increased an

average of 5.8 percent annually, reflecting increased costs to modernize the

16 Although some of the liquidity programs ended in February 2010, New York continues to
support several liquidity programs, including Maiden Lane, Maiden Lane II, Maiden Lane
III, and TALF. Over time, expenses associated with these programs will continue to diminish.
In addition, the higher expenses reflect an increase in activities related to assessing value and
margining collateral pledged to the Reserve Banks and steps that New York, in particular,
took structurally to manage more effectively its risk. These expenses are not likely to decrease
over time and reflect additional ongoing activities.
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cash-processing and inventory-tracking infrastructure, along with higher

support costs, particularly facilities and protection costs.

Treasury Services

Treasury services expenses have grown, on average, 3.1 percent annually since

2006. The increase in Treasury services reflects the expansion of the

GoDirect call center and SVC programs, increased costs for the TWAI and

Collections and Cash Management Modernization implementation, and

other requested projects.

Priced Services

Priced services expenses have declined an average of 12.2 percent annually

over the past five years, driven by reductions in the check service. Continued

efforts to downsize the System’s paper-check operations, consistent with

volume declines, have resulted in an average annual decline of 18.6 percent in

check-service costs since 2006.

2011 Personnel Expenses

On December 22, 2010, President Obama signed legislation prohibiting

statutory pay adjustments for most federal civilian employees. Although not

required to do so under the legislation, the Federal Reserve believes that the

entire System should comply with the spirit of the civilian federal

government salary freeze, given its important public mission. Therefore, the

Reserve Bank budgets reflect a 2.0 percent program for merit and equity

adjustments for eligible employees. The System believes that this program

complies with the spirit of the civilian federal government salary freeze as

enacted by Congress, which allows for increases under performance-based

compensation systems such as those used by the Reserve Banks. The 2011

Reserve Bank budgets provide no funding for increases in officer and senior

professional base salaries, other than funding for promotions.

Budgeted officer and employee salaries and other personnel expenses for

2011 total $1,770.0 million, an increase of $89.6 million, or 5.3 percent,

compared with 2010 actual expenses. The increase reflects increased staffing

levels and budgeted salary administration programs, including merit

increases, market adjustments, promotions, and variable pay. Funding for

employee base-salary administration programs totals $30.9 million; merit and

equity pools for employees total $23.3 million; and funding for employee

promotions totals $7.6 million. The budget includes $1.7 million for officer

promotions.
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Risks in the 2011 Budget

The primary 2011 budget risk relates to the Reserve Banks’ implementation

of the Dodd-Frank Act. Changes resulting from the act will directly affect

roles and responsibilities in multiple areas of the Federal Reserve Banks,

especially in the supervision and regulation function. The increase in

resources to meet these new responsibilities continues to be evaluated by the

Banks to assess staff levels necessary to manage the ongoing challenges in the

financial industry.

Treasury project changes could also increase expenses. The Treasury

continues to refine its vision for collections and cash management systems. If

the Treasury changes its current direction for the CCMM initiative,

additional costs and resources may be required. Other risks include actuarial

and legislative changes that make it difficult to predict future employee and

retiree health care costs.17

2011 Capital Plan

The 2011 capital budget submitted by the Reserve Banks, FRIT, and OEB

totals $417.6 million, a $121.4 million, or 41.0 percent, increase from the

2010 actual levels. The variance reflects project delays in New York, resulting

in a shift in the timing of outlays from 2010 to 2011. The capital budget

includes funding for projects to support strategies that improve operational

efficiencies, enhance services to Bank customers, and ensure a safe and

productive work environment. In support of these strategies, the 2011 budget

identifies three categories of capital initiatives: building and infrastructure,

information technology and System automation projects, and Treasury

initiatives.

The proposed capital budget includes $208.8 million for building and

infrastructure projects. Of the total building capital, $58.9 million is related

to major projects begun in previous years in Boston, New York, and

St. Louis. Major new initiatives in 2011 totaling $15.5 million include an

expansion of office space for supervision staff in Chicago and office

refurbishments in San Francisco. The remaining outlays in this category will

fund other building renovation and refurbishment projects, security

enhancements, and various facility improvement projects.

The Reserve Banks and FRIT included $163.3 million in funding for major

information technology initiatives and System automation projects.

Multiyear projects to migrate major applications off the mainframe represent

17 Risks include compliance with FAS 106; the volatility in retiree health care, long-term
disability, and survivor income costs based on claims experience; participation changes; and
interest rate changes. In addition, there is uncertainty about how the enactment of the Patient
Protection and Affordable Health Care Act will affect the cost of medical services.
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$33.9 million of the 2011 capital budget.18 The System server consolidation

effort accounts for an additional $22.5 million. Cash services initiatives

represent $20.2 million of the total capital budget, including $10.2 million for

the CashForward development effort. The remaining outlays will fund

numerous smaller initiatives, such as scheduled software and equipment

upgrades as well as telecommunications and LAN equipment for renovated

or expanded office space.

The capital budget also includes $45.5 million for reimbursable Treasury

initiatives, including support of TWAI, Government-Wide Accounting,

CCMM-related efforts, and various other projects.

18 The System’s migration strategy will involve moving a majority of applications from the
mainframe to alternate processing environments over the next few years. Projects in the 2011
budget include the migration of the Fedwire, FedACH, check, and accounting systems.
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Federal Reserve Bank Budgets

The 2012 operating budgets of the 12 Reserve Banks total $3,441.3 million.

The 2012 total is $180.0 million, or 5.5 percent, above 2011 actual expenses.

The growth is driven by increases in central bank functions, specifically in

supervision, which represents 30 percent of total expenses. The implementa-

tion of the Dodd-Frank Act continues to be a significant factor in budget

growth. These increases are partially offset by decreases in priced services as

a result of continued declines in check volume and a reduction in vendor fees

and staffing related to the winding down or closing of the liquidity facilities

at the Federal Reserve Bank of New York.14

Budgeted net expenses for 2012, after revenue and reimbursements, are

expected to increase by $208.9 million, or 9.1 percent, over actual 2011 net

expenses (table 6). Approximately 27 percent of Reserve Bank expenses in the

14 Although most of the liquidity programs have ended, the Federal Reserve Bank of New York
continues to support several liquidity programs, including Maiden Lane, Maiden Lane II,
Maiden Lane III, and the Term Asset-Backed Securities Loan Facility (TALF).

Table 6. Operating expenses of the Federal Reserve Banks, net of receipts and claims
for reimbursement, 2011 and 2012

Millions of dollars, except as noted

Item
2011
(actual)

2012
(budgeted)

Change

Amount Percent

Total operating expenses 3,261.3 3,441.3 180.0 5.5

Less

Revenue from priced services 478.6 436.8 -41.8 -8.7

Claims for reimbursement1 485.3 497.6 12.3 2.5

Other income 1.6 2.2 0.6 37.5

Equals

Net expenses 2,295.8 2,504.7 208.9 9.1

Note: Excludes capital outlays and pension expenses as well as assessments for the Board of Governors operating
expenses, currency costs, the Consumer Financial Protection Bureau, and the Office of Financial Research. Includes
expenses budgeted by Federal Reserve Information Technology and the System’s Office of Employee Benefits that are
chargeable to the Reserve Banks. Reflects all redistributions for support and allocations for overhead. Components may
not sum to totals and may not yield percentages shown because of rounding.
1 Reimbursable claims include the costs of fiscal agency and depository services provided to the U.S. Treasury, other
government agencies, and other principals, to whom actual costs are billed and reimbursed by those entities.

19

2012



2012 budget are offset by priced service revenues (12.7 percent) and reim-

bursable claims for services provided to the Treasury and other agencies

(14.5 percent).15 Budgeted 2012 priced services revenue is 8.7 percent lower

than the 2011 actual level, reflecting continued declines in check volume as

customers shift to other payment methods. Reimbursable claims are pro-

jected to remain fairly stable in 2012.

Total 2012 projected employment for the Reserve Banks, FRIT, and the OEB

is 18,102 ANP, an increase of 449 ANP, or 2.5 percent, from the 2011 actual

staff level (table 7). Staffing levels in 2012 are projected to increase as super-

vision resources are added in all Districts. From 2002 to 2010, total staffing

levels consistently decreased, primarily as a result of multiyear restructuring

efforts in the check-processing function. During that period, staffing reached

its lowest level of 17,459 ANP in 2010. Subsequent staffing increases have

been primarily driven by (1) additional resources—mainly in supervision—

spurred initially by the need to address the financial crisis, then beginning in

2011, to implement the Dodd-Frank Act and (2) growth in monetary policy

and information technology.

2011 Budget Performance

Total 2011 actual expenses were $3,261.3 million, a decrease of $89.9 million,

or 2.7 percent, from the approved 2011 budget of $3,351.2 million. Total

2011 actual staffing was 17,653 ANP, a decrease of 326 ANP from 2011 bud-

geted levels of 17,979 ANP.

15 Reimbursable claims include the costs of fiscal agency and depository services provided to the
U.S. Treasury, other government agencies, and other principals, to whom actual costs are
billed and reimbursed by those entities.

Table 7. Employment at the Federal Reserve Banks, FRIT, and OEB, 2011 and 2012

Average number of personnel, except as noted

Item
2011
(actual)

2012
(budgeted)

Change

Amount Percent

Reserve Banks 16,535 17,003 468 2.8

Federal Reserve Information Technology (FRIT) 1,072 1,048 -23 -2.2

Office of Employee Benefits (OEB) 47 51 4 8.6

Total 17,653 18,102 449 2.5

Note: Components may not sum to totals and may not yield percentages shown because of rounding. See text note 9 for
definition of average number of personnel.
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The expense decrease is driven by the faster-than-projected decline in the vol-

ume of check and adjustment items (-$20.7 million). Another significant fac-

tor contributing to the underrun is lower-than-budgeted expenses in supervi-

sion, primarily caused by hiring delays for staff with specialized skills and

higher-than-anticipated turnover (-$16.8 million). The research function also

experienced hiring delays that resulted in lower-than-planned expenses

(-$9.2 million).

Also contributing to the underrun are lower expenses associated with loans

to depository institutions and others, which resulted from lower loan vol-

ume; in turn, the lower volume resulted in decreasing vendor costs, dedicated

staff, and operating expenses for the Maiden Lanes, TALF facilities, and the

American International Group, Inc. credit facility (-$14.8 million).

Additionally, the cash function is under budget due to greater-than-

anticipated productivity and efficiency gains from the implementation of

machine upgrades. As a result, several Reserve Bank cash functions reduced

the number of machine shifts and experienced lower equipment repair and

maintenance costs (-$12.3 million).

Treasury services are under budget as a result of a net underrun across vari-

ous programs (-$12.0 million). The primary drivers of the underrun are the

decision by the Treasury to cancel the planned expansion of the Stored Value

Card program, accelerated consolidation of Treasury Retail Securities opera-

tions, and decommissioning of other programs. These decreases are partially

offset by the implementation of new projects, such as the Do Not Pay Portal

(formerly known as GOVerify).16

The underrun in total staffing of 326 ANP, as compared to the approved

budget, reflects a decrease of 162 ANP within central bank services, primar-

ily due to hiring delays in supervision (58 ANP), operational efficiencies in

cash (37 ANP), and lower resource requirements in the loans to depository

institutions and others function (33 ANP). Additionally, there were signifi-

cant decreases in local support functions’ staffing as operations are stream-

lined and consolidated (103 ANP). Treasury services are below budget by 97

ANP, primarily due to acceleration of the Treasury Retail Securities opera-

tions consolidation. Reductions in check operations (specifically check

adjustments) to align resources to changing external and internal factors fur-

ther contributed to the underrun (68 ANP). Offsetting these underruns is

increased staffing at FRIT, primarily to support the System’s server-

consolidation initiative (106 ANP).

16 The Do Not Pay Portal is a project in which the Federal Reserve Bank of Kansas City is
developing a data repository portal for the Bureau of Public Debt that will allow federal pro-
gram agencies to verify the propriety of federal payments before they are disbursed.

2012 21

2012



Initiatives Affecting the 2012 Budgets

For 2012, the Reserve Banks’ budgets reflect growth of $180.0 million, or

5.5 percent, compared to 2011 actual in several initiatives, primarily for

financial stability and enhanced resiliency, implementation of the Dodd-

Frank Act, and application development projects for Treasury and financial

services. The majority of the growth is driven by costs associated with the

projected staff increases.

Central Bank Services

In the central bank area, which includes monetary policy, public programs,

supervision, and services to financial institutions and the public (other than

priced services), expenses are increasing $166.5 million, or 6.9 percent, com-

pared to 2011 actual expenses. The staffing level is increasing 384 ANP, or

5.4 percent.

The majority of the expense increase is in the supervision function, which is

increasing $115.1 million, or 12.5 percent, for additional staffing to imple-

ment the requirements of the Dodd-Frank Act, as well as to address training

initiatives and increased workload (349 ANP).

The total 2012 budget for monetary policy is increasing $19.8 million, or

3.7 percent, which reflects a staffing increase of 57 ANP. The monetary

policy increases are primarily due to the full-year effect of 2011 staff addi-

tions for financial stability work, including work related to the Dodd-Frank

Act, as well as investments in data and data analytical tools and support for

improved capabilities for MBS sales.

Expenses in cash operations are increasing $22.6 million, or 4.4 percent, as

work continues on the CashForward project.17 Although expenses are

increasing for national project investments, cash operations are decreasing 20

ANP as a result of continued operational efficiencies.

The increases in central bank services expenses are being partially offset by a

decrease of $4.5 million, or 5.0 percent, in expenses related to the loans to

depository institutions and others function, primarily in New York, as a

result of lower vendor fees and staffing reductions of eight ANP as the

liquidity facilities created during the financial crisis continue to wind down.

17 CashForward is a cash automation platform that will replace legacy software applications,
automate business processes, and employ technologies to meet current and future needs for
the cash business.
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Treasury-Related Functions

The budget for services to the Treasury, which are fully reimbursable, is

increasing $15.5 million, or 3.4 percent, as a result of business requirements

associated with ongoing Treasury projects, including the Do Not Pay Portal,

the All-Electronic Treasury Initiative, and the Payment Information Reposi-

tory.18 These expense increases are being offset largely by cost decreases

related to the consolidation of the Treasury Retail Securities operation.

Overall staffing for the Treasury function is budgeted to decrease by 10 ANP.

Priced Services

Total priced services expenses are declining $2.1 million, or 0.5 percent,

driven by the decrease in check operations. Check expenses are decreasing

$24.9 million, or 12.5 percent, reflecting lower costs associated with declining

check volume as well as continued operational efficiencies and lower infor-

mation technology support costs. Check staffing levels are decreasing 121

ANP, or 20.9 percent, in the 2012 budget as a result of these actions. This

decrease is partially offset by the increase of $17.0 million for the Fedwire

Funds and Fedwire Securities services, primarily due to work related to the

Fedwire Modernization program.19 Full cost recovery is projected in the

aggregate for the priced services in 2012.20

Support Services

Support costs are increasing $19.2 million, or 1.9 percent, and 79 ANP. The

expense increases are driven primarily by information technology ($8.0 mil-

lion) and legal ($5.2 million). Information technology costs are increasing

mainly as a result of application development in support of cash, Treasury,

and priced services projects at the Reserve Banks. The increase in legal is pri-

marily driven by the shift of resources back to core business from the focus

on the liquidity facilities and the expansion of work related to the Dodd-

Frank Act.

18 The All-Electronic Treasury Initiative implements the requirement for all federal payments to
be made electronically and eliminates paper payroll savings bonds.

19 The Fedwire Modernization initiative is a large-scale multiyear information technology proj-
ect, the goal of which is to transition the applications that support the Fedwire Funds and
Fedwire Securities businesses from the legacy mainframe environment to a distributed
platform.

20 The Monetary Control Act of 1980 requires the Federal Reserve to charge depository institu-
tions for certain payment services. The fees charged for providing these priced services are set
to recover, over the long run, all direct and indirect costs of providing the services, plus an
imputation of the costs that would have been incurred, such as taxes that would have been
paid, and the profits that would have been earned (return on equity) had the priced services
been provided by a private business firm.
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2012 Personnel Expenses

In December 2010, Congress enacted legislation prohibiting statutory pay

adjustments for most federal civilian employees for a two-year period ending

December 31, 2012. Although not required to do so under the legislation, the

Federal Reserve complied with the spirit of the civilian federal government

salary freeze enacted by Congress and interpreted in subsequent Office of

Personnel Management (OPM) guidance, which permits increases for staff

under performance-based compensation systems such as those used by the

Reserve Banks. Therefore, the 2012 Reserve Bank budgets reflect a 2.0 per-

cent program for merit and equity adjustments for eligible staff; the budgets

provide no funding for increases in officer and senior professional base sala-

ries, other than funding for promotions.

Budgeted Reserve Bank officer and staff salaries and other personnel

expenses for 2012 total $1,877.1 million, an increase of $112.6 million, or

6.4 percent, compared with 2011 actual expenses. The increase reflects addi-

tional staff and budgeted salary administration programs, including merit

and equity increases, promotions, and variable pay. Funding for employee

base-salary administration programs totals $35.1 million; merit and equity

pools for employees total $23.8 million; and funding for employee promo-

tions totals $11.3 million. The budget also includes $2.6 million for officer

promotions.

Risks in the 2012 Budgets

The most significant 2012 budget risks are related to staffing. Attracting

qualified staff and hiring as scheduled was challenging during 2011 and is

expected to remain so in 2012. Many Reserve Banks have aggressive hiring

plans, particularly in supervision, to address current banking conditions and

to meet the responsibilities mandated by the Dodd-Frank Act. Increases in

market demand for labor could lead to significant turnover in key business

areas, and Reserve Banks could be further challenged to retain the necessary

talent to meet critical business objectives. Conversely, there is a risk that

Reserve Banks will not achieve the full projected staff reductions associated

with various consolidation efforts.

Another risk to the 2012 budgets is management of information technology

costs. Continued growth in System projects could strain already stretched

information technology resources, which could result in project delays or

increased costs.
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In addition, Treasury project changes and delays could affect budgeted

expenses. The Treasury continues to refine its future vision for collections,

payments, and cash management systems, along with the timing of different

components of the project.

2012 Capital Budgets

The 2012 capital budgets submitted by the Reserve Banks, FRIT, and OEB

total $404.2 million, a $139.2 million, or 52.5 percent, increase from 2011

actual levels.21 The capital budgets include funding for projects to support

strategies that improve operational efficiencies, enhance services to Bank cus-

tomers, and ensure a safe and productive work environment. In support of

these strategies, the 2012 budgets include three categories of capital initia-

tives: information technology and System automation projects, building and

infrastructure, and Treasury initiatives.

The Reserve Banks and FRIT included $186.4 million in funding for major

information technology initiatives and System automation projects. Multi-

year projects currently under way to migrate major applications off the

mainframe represent $51.1 million of the total 2012 capital budget.22 Cash

services initiatives represent $39.7 million of the Reserve Banks’ capital bud-

gets, including $16.5 million for the CashForward project and $3.0 million

for cash sensor upgrades. The Reserve Bank server-consolidation effort and

related network services account for an additional $18.1 million. The remain-

ing total capital budget will fund other initiatives, such as data security,

scheduled software and equipment upgrades, and telecommunications and

LAN equipment for renovated or expanded office space.

The total proposed capital budget includes $177.4 million for building and

infrastructure projects. Of the total building capital, $63.9 million is related

to major projects begun in previous years in Boston, New York, Chicago,

and San Francisco. Major new initiatives in 2012, totaling $9.2 million,

include an office reconfiguration in New York to accommodate increased

supervision staff and a vault-automation project in Chicago. Several Banks

included capital for emergency generators, uninterruptible power-supply

21 The total 2012 capital budget does not include the Federal Reserve Bank of New York’s
acquisition of the Maiden Lane building in February 2012 for $207.5 million. The acquisition
provides a cost-effective, long-term alternative to the current practice of leasing space in this
and other buildings and allows for greater control over maintenance, operation, and security
of the building.

22 The System’s migration strategy involves moving a majority of applications from the main-
frame to alternate processing environments. The migration strategy is managed in stages to
minimize excess capacity and expenses. Projects included in the 2012 budget include the
migration of the Fedwire Funds, Fedwire Securities, FedACH, check, accounting, and
statistics/reserves systems.
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equipment, and security enhancements. Additional outlays in this category

will fund other building renovation and refurbishment projects and various

facility improvement projects.

The capital budgets also include $40.4 million for reimbursable Treasury ini-

tiatives, including support of Treasury Web Application Infrastructure,

Government-Wide Accounting, Collections and Cash Management-related

efforts, and various other projects.
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Federal Reserve Bank Budgets

The 2013 operating budgets of the 12 Reserve Banks total $3,688.2 million.

The 2013 budget is $226.1 million, or 6.5 percent, above 2012 actual

expenses. The growth continues to be driven by increases in central bank

functions, primarily in supervision, for portfolio growth, workload demand,

national initiatives to improve the function’s analytical capabilities, and

ongoing support of the Dodd-Frank Act. In addition, the cash function

expenses are increasing due to the CashForward automation project, and the

monetary policy function is expanding to meet evolving policy and financial

stability responsibilities.9 In Treasury services, expenses are rising due to

increased demand from the Treasury. These increases are partially offset by

decreases in priced services as a result of continued declines in check volume

and improved operational efficiencies in check processing.

9 CashForward is a cash automation platform that will replace legacy software applications,
automate business processes, and employ technologies to meet current and future needs for
the cash function.

Table 6. Operating expenses of the Federal Reserve Banks, net of receipts and claims
for reimbursement, 2012 and 2013

Millions of dollars, except as noted

Item
2012
(actual)

2013
(budgeted)

Change

Amount Percent

Total operating expenses 3,462.1 3,688.2 226.1 6.5

Less

Revenue from priced services 449.8 423.9 -25.9 -5.8

Claims for reimbursement1 506.4 539.4 33.0 6.5

Other income 2.2 2.2 -0.1 -2.6

Equals

Net expenses 2,503.6 2,722.7 219.1 8.8

Note: Excludes capital outlays. Includes expenses budgeted by the Federal Reserve Information Technology and Office of
Employee Benefits. Expenses from these entities have been charged to the Reserve Banks, as appropriate, and included
in their budgets. Components may not sum to totals and may not yield percentages shown because of rounding.
Operating expenses reflect redistributions for support costs and allocation of overhead costs.
1 Costs of fiscal agency and depository services provided to the U.S. Treasury, other government agencies, and other

fiscal principals.
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Budgeted net expenses for 2013, after revenue and reimbursements, are

expected to increase by $219.1 million, or 8.8 percent, over actual 2012 net

expenses (table 6). Approximately 26 percent of Reserve Bank expenses in

the 2013 budget are offset by either priced service revenues (11.5 percent) or

reimbursable claims for services provided to the Treasury and other agencies

(14.6 percent).10 Budgeted 2013 priced services revenue is 5.8 percent lower

than the 2012 actual level, reflecting continued declines in check volume as

customers shift to other payment methods. Reimbursable claims are expected

to increase 6.5 percent in 2013, reflecting increased activity on new or

expanded Treasury projects.

Total 2013 projected employment for the Reserve Banks, FRIT, and OEB is

18,656 ANP, an increase of 356 ANP, or 1.9 percent, from the 2012 actual

staff level (table 7). Staffing levels in 2013 are projected to increase, primarily

driven by supervision and information technology (IT). The supervision

function is increasing as resources are added to support portfolio growth,

expanded supervisory responsibilities resulting from the implementation of

the Dodd-Frank Act, and initiatives to improve the function’s analytical

capabilities and infrastructure. IT is also a significant driver of increased

staffing in order to transition to a consolidated IT services delivery model

and to support information security efforts. These increases are offset by a

significant decline in check staff with the consolidation of check processing,

the implementation of a more efficient check processing platform, and con-

tinued volume declines.

From 2003 to 2010, total staffing levels consistently decreased, primarily as a

result of the multiyear restructuring efforts in the check-processing function.

During this period, staffing reached its lowest level of 17,459 ANP in 2010.

10 Reimbursable claims include the costs of fiscal agency and depository services provided to the
U.S. Treasury, other government agencies, and other fiscal principals to whom actual costs are
billed and reimbursed by those entities.

Table 7. Employment at the Federal Reserve Banks, FRIT, and OEB, 2012 and 2013

Average number of personnel, except as noted

Item
2012
(actual)

2013
(budgeted)

Change

Amount Percent

Reserve Banks 17,056 17,400 344 2.0

Federal Reserve Information Technology (FRIT) 1,196 1,202 6 0.5

Office of Employee Benefits (OEB) 48 53 5 11.1

Total 18,300 18,656 356 1.9

Note: Components may not sum to totals and may not yield percentages shown because of rounding. See text note 6 for
definition of average number of personnel.
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Subsequent staffing increases have been primarily driven by two factors:

First have been additions—mainly in supervision—spurred initially by the

need to address the financial crisis; then beginning in 2011, to implement the

Dodd-Frank Act; and most recently, to accommodate portfolio growth. Sec-

ond has been growth in IT and in monetary policy.

2012 Budget Performance

Total 2012 actual expenses were $3,462.1 million, which represents an

increase of $16.0 million, or 0.5 percent, from the approved 2012 budget of

$3,446.1 million.11 Total 2012 actual staffing was 18,300 ANP, an increase of

198 ANP from 2012 budgeted levels of 18,102 ANP.

The 2012 budget overrun is primarily driven by supervision due to acceler-

ated hiring to meet the responsibilities of the Dodd-Frank Act, additional

resources required to support portfolio growth and increased workload, and

the initiative to implement a new supervisory framework ($24.0 million).

The overrun in monetary policy is driven by increased support cost charges

related to IT services, protection, and facilities. Offsetting these increases are

lower personnel expenses resulting from hiring delays for staff with special-

ized skills ($11.1 million).

Treasury services are slightly over budget due to the Treasury’s request to

expand several existing programs, such as Government-Wide Accounting

and Do Not Pay, and to support new programs such as the Post Payment

System ($2.6 million).12 These increases are partially offset by the completion

of the Treasury Collateral Management and Monitoring application devel-

opment project, decline in call volume associated with the Go Direct initia-

tive, and shift in the timing of other initiatives.13

11 The final 2012 budget of $3,441.3 million was approved by the Board in December 2011. In
May 2012, the Board approved an additional $4.8 million for employee equity adjustments.

12 The Government-Wide Accounting program will streamline and modernize the federal gov-
ernment’s central accounting and reporting systems to enable better financial management
across the government. The Do Not Pay program was established to reduce the number of
improper payments made through major programs administered by the federal government.
The Post Payment System will streamline post-payment processes and eliminate redundant
functionality by consolidating several existing applications into a single, centralized system.

13 The Treasury Collateral Management and Monitoring application monitors collateral for the
three Treasury Fiscal Service collateral programs: Payment of Federal Taxes and the Treasury
Tax and Loan Program, Depositories and Financial Agents of the Federal Government, and
the Acceptance of Bonds Secured by Government Obligations in Lieu of Bonds with Sure-
ties. Go Direct supports Treasury’s all-electronic initiative requiring that all federal benefit
payments be issued electronically by March 1, 2013.
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Partially offsetting the overrun are decreased expenses in priced services

driven by the continued decrease in check operations (-$8.7 million). Addi-

tionally, expenses for services to financial institutions and the public (other

than priced services) are under budget primarily due to the refinement of

project costs and timing for the CashForward program and lower-than-

expected public programs costs resulting from shifts in project timing and

use of support services (-$8.2 million).

The overrun in total staffing of 198 ANP, as compared to the budget, reflects

staff additions in IT due to an increase in business-line IT projects, support

of information security enhancements, and the Reserve Banks’ server-

consolidation initiative (217 ANP). Additions in priced services are related to

greater-than-projected resource requirements necessary for the electronic

Check 21 environment and for the FedACH Technology Transition project

(36 ANP). The overrun in supervision is due to accelerated staffing to sup-

port Dodd-Frank Act responsibilities, portfolio growth, increased workload

demand, and the implementation of a new supervisory framework (36

ANP). Offsetting these overruns are decreases in the Treasury services func-

tion due to changes in the scope, timing, and alignment of projects (34 ANP)

and in cash due to operational efficiencies (24 ANP).

Initiatives Affecting the 2013 Budgets

For 2013, the Reserve Banks’ budgets reflect growth of $226.1 million, or

6.5 percent, compared to the 2012 actual in several initiatives, primarily in

supervision and monetary policy to address resource needs, and in Treasury

services and cash operations to fund modernization efforts. A majority of the

growth is driven by costs associated with the projected staff increases to sup-

port these initiatives. The growth is slightly offset by reductions in check

operations.

Central Bank Services

In the central bank services area, which includes supervision, services to

financial institutions and the public (other than priced services), and mon-

etary policy, expenses are increasing $184.4 million, or 7.1 percent, compared

to 2012 actual expenses. The staffing level is increasing 253 ANP, or

3.3 percent.

The largest portion of the increase is in the supervision function, which is

increasing $89.7 million, or 8.5 percent, with a corresponding projected staff-

ing growth of 179 ANP. This expansion is in response to portfolio growth

and expenses in support of infrastructure needs in a growing business func-

tion, as well as ongoing support of the Dodd-Frank Act. The expenses of
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the cash function are increasing $46.3 million, or 8.7 percent, and 23 ANP,

driven primarily by continued work on the CashForward project as it enters

a major development phase. Slightly offsetting the projected growth are

lower cash operation expenses due to continued operational efficiencies.

The total 2013 budget for monetary policy is increasing $39.1 million, or

6.9 percent. Staffing is increasing 37 ANP as several Reserve Banks add

resources to meet policy and research demands, as well as to meet expanded

responsibilities related to financial stability. Also adding to the expense

increase are investments in data and data analytical tools to support policy

and research demands.

The increases in central bank services expenses are being partially offset by a

decrease of $4.5 million, or 5.3 percent, in expenses related to the loans to

depository institutions and others function—primarily at the Federal

Reserve Bank of New York—as a result of staffing reductions of 19 ANP

and lower professional service fees following the ongoing wind down of the

financial stability liquidity facilities created in response to the financial cri-

sis.14

Treasury-Related Functions

The budgeted expenses for services to the Treasury, which are fully reimburs-

able, are increasing $45.4 million, or 9.5 percent, as a result of large growth

in work on several Treasury projects. These include the continuation of the

Do Not Pay project, the accelerated and expanded Invoice Processing Plat-

form, and the new Payment Information Repository and Financial Informa-

tion Repository projects.15 Overall staffing for the Treasury function is bud-

geted to increase by 38 ANP in support of these initiatives.

Priced Services

Total priced services expenses are declining $3.7 million, or 1.0 percent, from

2012 actual expenses. The major driver is check operation costs, which are

decreasing $20.8 million, or 12.7 percent. This decline reflects lower costs

associated with the consolidation of check operations to the Federal Reserve

14 Although most of the liquidity programs have ended, the Federal Reserve Bank of New York
continues to incur costs for several liquidity programs, including Maiden Lane, Maiden Lane
II, Maiden Lane III, and Term Asset-Backed Securities Loan Facility.

15 The Invoice Processing Platform is a secure, web-based system that manages the govern-
ment’s invoicing processes. The Payment Information Repository is a central repository for all
federal payment transaction data and will be used by Treasury and federal agencies. The
Financial Information Repository is a platform that will consolidate federal government
financial information from its various business lines and provide summarized, aggregated,
and detailed financial information.
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Bank of Atlanta and efficiencies from the implementation of the check pro-

cessing platform modernization initiative. Check staffing levels have a corre-

sponding decrease of 119 ANP, or 24.4 percent, in the 2013 budget. Partially

offsetting this decrease is an increase of $10.9 million, or 9.5 percent, for the

Fedwire funds and securities services, primarily due to work for the Fedwire

Modernization program.16 Full cost recovery is projected in the aggregate for

the priced services in 2013.

Support Services

Support costs are increasing $44.2 million, or 4.1 percent, and 78 ANP. The

expense increases are driven primarily by IT ($11.7 million), law enforcement

($8.4 million), and facilities ($7.5 million). IT costs are increasing mainly as a

result of application development in support of cash, Treasury, and priced

services projects at the Reserve Banks. The increases in law enforcement and

facilities are primarily driven by infrastructure improvements and accommo-

dations for staff growth, respectively.

2013 Personnel Expenses

Budgeted Reserve Bank officer and staff salaries and other personnel

expenses for 2013 total $2,040.6 million, an increase of $145.1 million, or

7.7 percent, over 2012 actual expenses. The increase reflects costs associated

with additional staff and budgeted salary administration, including merit

increases, equity adjustments, promotions, and funding for variable pay.

Congress enacted legislation prohibiting statutory pay adjustments for most

federal civilian employees beginning in January 2011, and in 2012, extended

the freeze through March 27, 2013. Although not required to do so under

the legislation, the Reserve Banks complied with the spirit of the civilian fed-

eral government salary freeze enacted by Congress and interpreted in subse-

quent Office of Personnel Management guidance, which permits increases

for staff (but not officers) under performance-based compensation systems

such as those used by the Reserve Banks. The 2013 Reserve Bank budgets

reflect a 3.0 percent merit program, effective January 1 for eligible staff and

April 1 for eligible officers and senior professionals ($44.6 million).

The 2013 budgets also include funding for equity adjustments, promotions,

and variable pay. Equity adjustments and promotions total $7.3 million for

officers and senior professionals and $18.7 million for staff. Funding for vari-

16 The Fedwire Modernization initiative is a large-scale, multiyear IT project, the goal of which
is to transition the applications that support the Fedwire Funds and Fedwire Securities busi-
nesses from the legacy mainframe environment to a distributed platform.
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able pay programs for officers and staff totals $147.1 million, with incremen-

tal funding used to address targeted needs in certain areas.17

Risks in the 2013 Budgets

The most significant risks in the 2013 budget are related to staffing. Reserve

Banks have identified the attraction and retention of qualified staff as poten-

tially challenging, particularly in locations where the employment market is

improving. Most Reserve Banks have aggressive hiring plans, and some

Banks may experience difficulty meeting schedules for hiring staff with spe-

cialized skills and experience, particularly in supervision and IT.

An additional area of budgetary risk involves large-scale automation pro-

grams, which are subject to changes in schedules that could cause significant

expense variances in 2013. Treasury requests for additional work could also

occur. Moreover, the Federal Reserve Bank of New York will be incurring

costs in 2013 related to Treasury’s planned issuance of floating-rate notes.

2013 Capital Budgets

The 2013 capital budgets submitted by the Reserve Banks, FRIT, and OEB

total $492.1 million, a $5.3 million—or 1.1 percent—decrease from the 2012

actual levels.18 The capital budgets include funding for projects to support

strategies that improve operational efficiencies, enhance services to Bank cus-

tomers, and ensure a safe and productive work environment. In support of

these strategies, the 2013 budgets include three categories of capital initia-

tives: Reserve Bank automation projects, building and infrastructure, and

Treasury initiatives.

The Reserve Banks and FRIT included $236.4 million in funding for major

IT initiatives and Reserve Bank automation projects. Multiyear projects cur-

rently underway to migrate major applications off the mainframe represent

$43.7 million of the 2013 capital budget.19 Cash services initiatives represent

17 The 2013 Reserve Bank salary administration budgets reflect no merit or equity funding for
officers and senior professionals (and no base-salary changes for presidents) during the first
quarter of the year. The Reserve Banks are not authorized to distribute the budgeted 2013
officer merit and equity funds until approved to do so by the chair of the Board’s Committee
on Federal Reserve Bank Affairs.

18 The 2012 actual capital outlays were $93.3 million over the 2012 budget, primarily due to the
Federal Reserve Bank of New York’s unbudgeted purchase of the 33 Maiden Lane building
in February 2012.

19 The Reserve Bank migration strategy involves moving a majority of applications from the
mainframe to alternate processing environments. Projects included in the 2013 budget include
the migration of the Fedwire, FedACH, accounting, and statistics/reserves systems.
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$79.3 million of the total capital budgets, including $36.3 million for the

CashForward project and $21.4 million for cash sensor upgrades. The

Reserve Bank server-consolidation effort and related network services

account for an additional $9.2 million. The remaining budgets will fund

other initiatives, such as data security, scheduled software and equipment

upgrades, as well as telecommunications and LAN equipment for renovated

or expanded office space.

Building and infrastructure projects represent $207.8 million of the proposed

capital budgets. Over half of the total building capital is related to projects in

the Federal Reserve Banks of Boston, New York, Chicago, and San Fran-

cisco, including new initiatives in Chicago to increase security and in Boston

for reclamation of tenant space for the Bank’s use. Other significant projects

include the acquisition of emergency generators and uninterruptible power

supply equipment at several Banks. The remaining outlays in this category

will fund other building renovation and refurbishment projects and various

facility improvement projects.

The capital budgets also include $47.9 million for reimbursable Treasury ini-

tiatives, including support of Treasury Web Application Infrastructure,

Treasury E-Services, Government-Wide Accounting, Post Payment System,

and various other projects.
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