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Chapter 2
Board of Governors

The 2000-01 budget for the Board ofPlanning

Governors provides $387.6 million for
operations, $7.8 million for extraor-
dinary items (projects of a unique
nature), and $6.6 million for the Office
of Inspector General. The Board ha
authorized 1,705 staff positions for
operational areas and 29 positions fo
the Office of Inspector General; no
positions are required for the extraor-
dinary items. The total of 1,734 posi-
tions is a decrease of 16 positions from
the number authorized at the end of
1999.

Overview of the Budget Process

On a biennial basis, the Board and its
staff undertake a process that includes
strategic planning for the next four years
and formulation of a budget for the next,
two years. For the 2000-03 planning
period and the 2000-01 budget period,
the Board-level Committee on Board
Affairs, assisted by a senior-level Staff
Planning Group (SPG), guided the
process.

Each division director, working with
his or her oversight committee, examined
the division’s operations to see how
the mission, organization, and resource

needed to be adjusted to enable the

Board to carry out its mission more
efficiently and effectively. The process
reaffirmed the Board’s mission, read-
justed priorities to accomplish the mis-
sion, and identified lower-priority work

The planning materials prepared by the
division directors were reviewed by the

SPG. Beyond the Board’s mission and
Sgoals, which remain unchanged, six
main, or overarching, issues were iden-
pfied and used in shaping resource
decisions reflected in the recommended
budget objective approved by the Com-
mittee on Board Affairs and the Board:

Human resources and Board organiza-
tion: These critical areas affect oper-
ations through compensation that
attracts, rewards, and retains staff;
management succession; professional
development; and coordination of
employee skills to stay abreast of the
growing complexity of operations and
improvements in technology

Financial industry restructuring: The
Board must focus its response to
changing circumstances in the finan-
cial industry, the increasing concentra-
tion of financial institutions, and the
growing importance of international
financial activity to the Board’s
missiort

Assistance and support to foreign

s governments, central banks, and

international organizations: These
activities continue to grow in impor-

tance, requiring a greater commitment
of resources and making heavier

1. Because of the uncertain nature of the
outcome at the time the budget was prepared, no

that could be eliminated 'FO fund Some Ofnajor adjustments were included for financial
the needed programmatic increases. reform legislation.
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demands on the time of key staff
members
« Technology investments. Up-to-date
and fully functioning technology
remains critical to maintaining effi-
cient operations, implementing appro-
priate monetary policy decisions in
an increasingly complex environment,
and identifying supervisory risks in
the financial sector and the actions
needed to limit them
» Communications with the public: The
Board must take advantage of technol-
ogy, particularly the web, to provide
materials to the public that explain
Board actions, policies, and objec-
tives, and to provide available data
useful for research and public policy
debates
Facilities: The Board must maintain
safe facilities that foster efficient
operations; continue necessary repairs
to the Eccles Building, which is now
more than sixty years old; and devise
a strategy to reduce the long-term cost
of space for the staff.

In the course of planning, divisions
identified areasin which they anticipated
the need for increased resources over
the next four years. Though many areas
for investment were worthwhile, the
Committee on Board Affairs focused on
initiatives related to the above overarch-
ing issues. For example, nearly three-
fourths of the budget increment is for
human resources issues such as a larger
pool for cash awards, a placeholder
for the 2000 and 2001 merit increases,
promotions and other salary adjust-
ments; a reduced number of vacant
positions; and increased training.

Board Operations

The budget reflects difficult decisions
affecting current operations, provides

additional resources where operations
need to respond to changes in the
financial environment, and supports key
efforts to continue to attract and retain
the first-rate staff needed to accomplish
the Board's mission.

The budget reflects continued pres-
sure to keep pace with rapid and
significant changes in the national econ-
omy and the world financial system.
Technological change, which increases
the risks to the economy and provides
the tools to understand and limit those
risks, is profoundly affecting the skills
required of staff members, the automa-
tion and communication systems, and
the workload of the Board. The budget
also reflects the Board' s efforts to ensure
that consumers are treated fairly as the
financial system changes and to improve
the efficiency of Reserve Bank oversight.

These changes require additional
resources, hence, the two-year budget
increase averages 4.9 percent per year.
The increase is largely for personnel
costs, which account for nearly three-
fourths of the Board' s operating budget,
and investments in technology such as
the Banking Organization National
Desktop (BOND) project.

Extraordinary Items

Inclusion of certain periodic or one-time
expenses in the Board’s operations
budget can result in undue volatility in
the size of the budget. Therefore, funds
for such extraordinary items are set apart
from the operations budget. For 2000—
01, $7.8 million in operating funds has
been budgeted for three extraordinary
items: two major economic surveys and
final reports and closeout efforts to
modify or replace software to ensure
continuity of operations after the century-
date change (CDC). Because the CDC
efforts decreased sharply in the 2000-01
period, this budget is approximately
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$15.2 million less than in the current
period.

Office of Inspector General

The 2000-01 budget of $6.6 million for
the Office of Inspector General (OIG) is
separate from the Board's. The OIG’s
budget is prepared in a manner that
is administratively consistent with the
preparation of the Board's operating
budget. In conformance with the statu-
tory independence of the office, the OIG
presents its budget directly to the Chair-
man of the Board of Governors for

consideration by the Board.

Table 2.1

Highlights of the Budget

The 2000-01 budget represents an
increase of $35.4 million over the
1998-99 approved operating plan, an
average increase of 4.9 percent per
year (table 2.1). The discussion below
highlights the major components of this
increase as well asthe primary offsetting
decreases.

The largest force driving the increase
in the budget is personnel related. The
total number of positions decreased
by sixteen from the current period
(table 2.2); however, positions eliminated
by technology improvements tend to

Operating Expenses of the Board of Governors, by Division, Office,
or Special Account, 1998-99 to 2000-01

Thousands of dollars except as noted

o . Change
Division, office, 1998-99 2000-01
or special account estimate! budget
Amount Percent

Board Members ...........ooiiiiiiiin 8,793 8,466 =327 =37
SECIEtary ...oviiii e 8,709 9,391 682 7.8
Research and Statistics .............covvvnnn 58,446 60,318 1,872 3.2
International Finance ....................... 21,065 22,712 1,648 7.8
Monetary Affairs ...t 18,395 19,871 1,477 8.0
Banking Supervision and Regulation ......... 55,939 58,710 2,771 50
Consumer and Community Affairs ........... 15,597 17,770 2,172 139
Legal ..o 16,578 17,597 1,019 6.1
Reserve Bank Operations

and Payment Systems .................. 31,090 33,453 2,362 7.6
Staff Director for Management .............. 1,439 709 =730 -50.7
Management ..., 18,819 21,491 2,672 14.2
SUPPOIt SENVICES . .ovvviieiiieii e 54,801 58,354 3,533 6.5
Information Technology (IT)................. 69,551 78,066 8,515 12.2
Publications Committee ..................... 2,733 3,059 326 11.9
Special Projects .......ovviiiiiiii 9,675 18,013 8,338 86.2
IRM income account? ...................... -39,375 —40,368 -993 25
Total, Board operations .................... 352,254 387,611 35,357 10.08
Extraordinary items ...l 23,010 7,847 A L
Office of Inspector Generdl .................. 6,419 6,578 159 25

Note. Operating expenses reflect al redistributions
for support and allocations for overhead, and they exclude
capital outlays.

1. For 1998, actual; for 1999, the remainder of the
1998-99 operating plan.

2. Income from various Board divisions for use of
central information resources management (IRM)
resources.

3. Average annual change from 1999 to 2001 is
4.9 percent for Board operations and 1.2 percent for the
Office of Inspector General.

... Not applicable.
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be less costly than those added to meet
the changes outlined in the overarching
issues. The placeholder amountsincluded
in the budget for merit increases are
significantly higher than the placehold-
ers for the current biennium (4.4 per-
cent and 4.0 percent in 2000 and 2001
respectively, compared with 3.8 per-
cent and 3.5 percent in 1998 and 1999
respectively).2 The larger amounts are
in recognition of the need to keep the
Board's salary structure aigned with
appropriate labor markets.

2. The actual merit increases in 1998 and 1999
were 3.8 percent and 4.2 percent respectively.
Savings from a larger number of vacant positions
offset the added cost of the higher merit payments.

Table 2.2

Higher grade levels are also affecting
personnel costs. The higher grade levels
reflect the market saaries for skills
needed for more complex operations
and specia salary adjustments for criti-
cal professionals, such asfinancial econ-
omists. These increases aso affect the
benefit-related expenses that are tied to
salary levels, such as the thrift plan and
social security.

Finally, a portion of the increase
comes from a one-time saving in 1999
from the buyout of the retiree heath
insurance plan and the transfer of the
affected individuals coverage to the
Federal Employees Health Benefit
Program.

In sum, increased spending on person-
nel services, including higher compen-

Positions Authorized at the Board of Governors, by Division, Office,

or Special Account, 1998-99 to 2000-01

Division, office, 1998-99 2000-01
or special account authorized budget Change
Board Members ... 34 34 0
SECrEtary ..o 56 56 0
Research and Statistics ..................oooie 276 278 2
International Finance .......................... 115 119 4
Monetary Affairs ... 65 65 0
Banking Supervision and Regulation ............ 224 220 -4
Consumer and Community Affairs.............. 7 78 1
Legal .o 82 82 0
Reserve Bank Operations and
Payment Systems ..ot 134 134 0
Staff Director for Management ................. 2 2 0
Management ... 89 87 -2
CoNCErN® ... 31 31 0
SUPPOIt SEIVICES ..t 231 213 -18
Information Technology (IT) ...........cooeunt 279 278 -1
Special Projects ... 1 3 2
Subtotal ... 1,696 1,680 -16
Reimbursable IT support2 ..................c.es 25 25 0
Total, Board operations .............c.coevvnnn.. 1,721 1,705 -16
Office of Inspector Generdl ..................... 29 29 0

1. EEO Concern (summer intern and youth) positions
handled by the Management Division.

2. Positionsin the Division of Information Technology
that provide support to the Federal Financia Institutions

Examination Council for processing data collected under
the Home Mortgage Disclosure Act and the Community
Reinvestment Act.
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sation packages designed to attract and
retain highly skilled staff, account for
$25.9 million, or 73.3 percent, of the
total budget increase.

The increase in the cost of goods and
services, $9.4 million, is largely due to
increased operational expenses related
to a number of projects. First, an
additional $3.0 million, or 8.5 percent of
the total increase, funds further imple-
mentation of the BOND project. Second,
rental expenses associated with the
Eccles Building Infrastructure Enhance-
ment project account for $1.3 million,
or 3.7 percent, of the overal increase.
Finally, contractual expenses largely
related to the pent-up demand for
information technology services, re-
strained by Year 2000 policy decisions
and the priority assigned to software
remediation activities, are requiring an
additional $4.8 million. The remainder
of the increase is associated with rate
and volume adjustments.

Two magjor areas of budget decrease
are in programs and depreciation.
Program reductions worth $2.2 million
will allow added investment to support
the overarching issues identified in
planning. Depreciation expense declined
$2.9 million because of the change in
the Board's capitalization policy that
took effect on January 1, 1998. Other,
smaller decreases come from changesin
operations. For example, mailing costs
are declining because of an improved
ability to disseminate information to
congtituent groups through electronic
distribution of documents and expansion
of the Board's web site.

Risk Areas

Division directors identified items that
could require significant additional
resources during the 2000-01 period.
These items are as follows:

 Passage of a financial modernization
bill

e Some job families in which current
compensation packages do not seem
to be competitive in the job market

» Possible changes to the position
vacancy rates used in developing the
proposed salary budget and the result-
ing facility requirements should staff-
ing patterns change

* A sharp increase in the rate of
financia innovation.

Operations Budget by Division
and Account Classification

The largest increase in the 2000-01
budget is in the area of personnel
services (table 2.3). The budget for
personnel services (salaries, retirement,
and insurance) is $25.9 million greater
than the 1998-99 budget (an average
increase of 4.9 percent per year). As
the number of authorized positions
is actually declining by sixteen during
this period, this dollar increase is due
to higher compensation levels necessary
to attract and retain highly skilled staff
members and a projected reduction in
the number of vacant positions
(table 2.2).

The 2000-01 budget for goods and
services is $9.4 million greater than
the 1998-99 budget (adso an average
increase of 4.9 percent per year). Much
of the increase in the area of goods and
services is attributable to a $4.8 mil-
lion (9.8 percent per year) increase in
contractual professional services associ-
ated with outsourcing the cafeteria ser-
vices, purchasing additional economic
data, providing technical assistance with
the Daylight Overdraft Reporting and
Pricing System, and obtaining contrac-
tual support for various information
technology initiatives. Increases in pro-
gramming efforts on the BOND project
account for $3.0 million.
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Table 2.3
Operating Expenses of the Board of Governors, by Account Classification,
1990-91 to 2000-01
Thousands of dollars except as noted
Account classification 1990-91 1992-93 1994-95 1996-97
Personnel services
SAAIES .o 143,130 169,265 190,210 211,005
Retirement ... 9,662 13,366 15,564 18,015
INSUraNCe ... 11,429 14,407 16,862 19,196
Subtotal ... 164,222 197,039 222,637 248,215
Goods and services
Travel o 6,864 8,453 9,399 9,391
Postage and shipping ..........ccovvviennn.. 2,347 2,327 2,483 2,261
Telecommunications ...................c.... 3,364 3,665 4,168 4,367
Printing and binding ........................ 2,238 2,237 2,866 2,829
Publications ............coiviiiiiiiiii 406 2,212 2,976 2,544
Stationery and supplies ..................... 1,668 1,635 1,755 1,756
SOftWare ......ooeveeiiiiii i 4,529 5,615 6,453 7,865
Furniture and equipment .................... 1,521 2,442 2,497 2,568
Rentals ... -282 3,156 7,202 8,648
Books and subscriptions ................... 1,187 1,451 1,913 1,904
UtIlIties ..o 3,388 3,683 4,145 3,995
Building repairs and aterations .............. 1,945 3,402 3,273 2,996
Furniture and equipment repairs
and maintenance ....................... 3,734 4,072 4,198 3,285
Contingency Processing Center .............. 427 465 206 0
Contractual professional services ............ 5,355 9,666 13,797 19,438
Tuition, registration, and membership fees ... 1,273 1,823 2,394 2,311
Subsidies and contributions ................. 1,168 1,504 1,433 1,299
Depreciation .........oovviiiiiiiiii s 11,489 12,574 14,347 17,683
Other ..o -4,635 -8,309 -16,175 -18,502
Subtotal ... 47,986 62,074 69,330 76,638
Total, Board operations .................... 212,208 259,113 291,967 324,853
Extraordinary items ..ot 0 0 4,196
Office of Inspector Generdl .................. 227 780 239 5,975

Partially offsetting these increases are
program reductions in various areas
throughout the Board. These include
specialized activities in the Division of
Banking Supervision and Regulation,
cafeteria services, streamlined opera
tions in the Management Division,
attrition in the Office of the Secretary,
and administrative reductions in the
Division of Information Technology
(table 2.1).

Savings in support-related areas
include a reduction in postage and
shipping expenses due to increased use
of the Internet and intranet for informa
tion sharing, lower depreciation costs

following the 1998 raising of the capi-
talization threshold, and increased
income from other government agen-
cies and Reserve Banks for information
technology services.

Operations Budget by
Operational Area

The Board' s operations budget supports
four broadly defined areas of operation:
monetary and economic policy, super-
vision and regulation, services to finan-
cia institutions and the public, and
System policy direction and oversight
(tables 2.4 and 2.5).
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Table 2.3
Continued

Thousands of dollars except as noted

Average annual change
Account classification gt?%_a?g Zgggégtl (percent)
1998-2001 19902001
Personnel services
SAAIES .o 224,267 246,103 4.8 561
Retirement ... 19,204 21,147 4.9 8.1
INSUraNCE ... oee s 14,313 16,444 7.2 3.7
Subtotal ... 257,784 283,694 49 5.6
Goods and services
Travel o 10,477 11,194 34 5.0
Postal and Shipping ...........oveevvnnn.. 2,106 1,716 -9.7 -3.1
Telecommunications ........................ 5,484 6,164 6.0 6.2
Printing and binding ........................ 2,281 2,608 6.9 151
Publications ............ooviiiiiiii 2,817 2,297 -9.7 Lot
Stationery and supplies ..................... 1,972 2,062 23 211
SOftWare ... 10,419 10,521 5 8.8
Furniture and equipment .................... 8,111 8,632 3.2 19.02
Rentals ... 8,986 10,422 7.7 oA
Books and subscriptions ... 1,954 2,109 3.9 5.9
UtIlities ..o 4,418 4,619 2.2 31
Building repairs and aterations .............. 3,145 3,635 75 6.5
Furniture and equipment repairs
and maintenance ....................... 3,708 4,273 74 14
Contingency Processing Center .............. 200 0 A -
Contractual professional services ............ 23,345 28,145 9.8 18.0
Tuition/registration and membership fees .... 3,000 3,412 6.6 10.4
Subsidies and contributions ................. 1,418 1,482 2.2 2.4
Depreciation .........ooviiiiiiiiii s 20,865 17,939 =73 4.6
Other .. 20,234 17,312 -75 14.1
Subtotal ... 94,470 103,917 49 8.0
Total, Board operations .................... 352,254 387,611 49 6.2
Extraordinary items ... 23,010 7,847 C L
Office of Inspector Generdl .................. 6,419 6,758 1.2 40.0

1. Accounting for income in performance reports
changed during the period. Until 1991, income was netted
against expenses in the appropriate cost center and
program; since then, income has been captured in the “ all
other” account. The change has had only a minor effect
on the 1990-2001 percentage change in the accounts
for sdaries, printing and binding, and stationary and
supplies, but in the accounts for publications and rentals,

Monetary and Economic Policy

The 2000-01 budget for monetary and
economic policy is $163.9 million, an
increase of $12.2 million, or an average
of 4.0 percent per year more than the
1998-99 operating plan. Activities in
this operational areainclude the Board's

it has made a measurement of the 1990-2001 change
meaningless.

2. Beginning in 1998 the threshold for capitalizing and
depreciating a purchase rather than expensing it rose from
$1,000 to $5,000. The data for 1996-97 have been
adjusted, but accurate adjustments for earlier years are not
possible.

... Not applicable.

monitoring and analysis of develop-
ments in the money and credit markets,
the setting of reserve requirements, the
approval of changesin the discount rate,
and other activities related to manag-
ing the nation's monetary policy. The
entire increase is associated with higher
costs of personnel, including the addi-



2000

24 Annual Report: Budget Review, 2000

tion of four positions in the Division
of International Finance to meet the
expanding need for risk assessment and
analysis.

Beyond the increase tied to personnel
services areinitiatives in the Division of
Research and Statistics to collect more

Table 2.4

datarelated to developmentsin financial
markets; gain a better understanding of
embodied technological change; expand
the sectoral productivity database; and
further assess credit bureau data. These
initiatives are all funded by reductions,
primarily in automation support.

Expenses of the Board of Governors for Operational Areas,
Extraordinary Items, and Office of Inspector General, 1998-99 to 2000-01

Thousands of dollars except as noted

1998-99 2000-01 Change
Activity estimated budget
Amount Percent
Monetary and economic policy .............. 151,633 163,878 12,245 81
Supervision and regulation .................. 129,622 148,864 19,242 14.8
Services to financial institutions
and thepublic ...................ol 6,811 7,907 1,096 16.1

System policy direction and oversight ....... 64,187 66,962 2,775 4.3
Total, Board operations .................... 352,253 387,611 35,358 10.0
Extraordinary items ..ot 23,010 7,847 A L
Office of Inspector General .................. 6,419 6,578 159 25

NotE. See notes to table 2.1.

... Not applicable.
Table 2.5

Positions Authorized at the Board of Governors for Operational Areas,
Support and Overhead, and Office of Inspector General, 1998-99 to 2000-01

L 1998-99 2000-01
Activity estimate budget Change

Monetary and economic policy ................. 426 432 6
Supervision and regulation ..................... 384 381 -3
Services to financial institutions and the public .. 22 22 0
System policy direction and oversight .......... 173 173 0
Support and overhead ... 691 6721 -19

Subtotal ... 1,696 1,680 -16
Reimbursable IT support2 .................coue 25 25 0
Total, Board operations ...............cc...nues 1,721 1,705 -16
Office of Inspector Generdl ..................... 29 29 0

1. Includes positions for 17 youth, 10 worker trainees,
and 4 summer interns.

2. Positionsin the Division of Information Technology
that provide support to the Federal Financial Institutions

Examination Council for processing data collected under
the Home Mortgage Disclosure Act and the Community
Reinvestment Act.
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Supervision and Regulation

The 2000-01 budget for supervision and
regulation is $148.9 million, an increase
of $19.2 million, or an average of
7.2 percent per year more than the
1998-99 operating plan. Activities in
this area include working with other
federal and state financial authorities to
ensure safety and soundness in the
operation of financia institutions, sta-
bility in the financial markets, and fair
and equitable treatment of consumersin
their financial transactions. The budget,
as described below, enhances super-
visory activities such as continuous
monitoring, inspection, and examination
of banking organizations to assess their
condition and their compliance with
relevant laws and regulations.

The percentage increase for this
operational area is greater than the
percentage for the overal budget.
Besides the normal factors affecting
compensation in each of the operational
areas, new work approved in the current
budget period, such as the BOND
project in the Division of Banking
Supervision and Regulation, is having a
significant effect. The processing of
applications will be enhanced through
investment in the Application Informa-
tion System.

This operational area has aso been
successful in filling many positions that
were vacant for long periods in 1998
following the voluntary retirement incen-
tive program. It has been able to do so
in part because of compensation adjust-
mentswithin key job familiesto improve
retention and assist with recruiting.
Thus, in the Division of Banking Super-
vision and Regulation, the vacancy rate
has decreased. The number of positions
in the Consumer Affairs area has
increased, and the investment in software
to better analyze data gathered under the
Community Reinvestment Act and the

Home Mortgage Disclosure Act contin-
ues to be substantial.

Services to Financial Institutions
and the Public

The 2000-01 budget for oversight
of Reserve Bank services to financia
ingtitutions and the public is $7.9 mil-
lion, an increase of $1.1 million, or an
average of 7.7 percent a year more
than the 1998-99 operating plan. This
operational area provides support to, and
oversight of, the Federal Reserve Banks
and Branches—specifically, evaluation
of the operational and pricing perfor-
mance for the check-payment activities
of the Reserve Banks; oversight of the
electronic payments mechanism; and
annual evaluation of the Federal Reserve
System’s currency, coin, and food cou-
pon operations. The increase reflects
new software development for manag-
ing the currency operations and a lower
projected rate of vacancies in key
programs analyzing payment system
risk.

System Policy Direction and
Oversight

The 2000-01 budget for System policy
direction and oversight is $67.0 mil-
lion, an increase of $2.8 million, or an
average of 2.1 percent per year more
than the 1998-99 operating plan. This
operational area covers oversight and
direction of Board and Reserve Bank
programs. It includes programs that
directly support Board members in
carrying out their oversight function for
Reserve Bank operations, budgeting and
accounting, financial examinations, audit
and operations reviews, and automation
and communications. Salary increases
are the largest single factor in the higher
costs of this area, which are tempered by



2000

26 Annual Report: Budget Review, 2000

lower costs associated with changes in
oversight policy.

Capital Budget

The Board's 200001 capital budget is
$23.8 million, an increase of $3.8 mil-
lion from the 1998-99 operating plan.
Of thistotal, $12.0 million is for regular
operations, an increase of $0.4 million
above the 1998-99 level. This portion of
the budget supports continued improve-
ments in office automation and major
upgrades to the information infrastruc-
ture, including a major cable upgrade to
enhance bandwidth and communication
speeds. Funds are also provided for the
restoration of aging facilities such as
restrooms; mail distribution and central
file storage systems, heating, ventila-
tion, and air conditioning systems; and
other, smaller facilities projects.

The remaining $11.8 million is for
continuation of the Eccles Building
Infrastructure Enhancement Project. The
$3.4 million increase over expenditures
in 1998-99 is due to the phased nature
of the project, which began in July 1999.
The project, which is extending the
building's useful life, enhancing fire
safety systems, replacing piping and
voice and data cabling, and making
other related repairs, is scheduled for
completion in 2002.

Positions

The overal position authorization for
the Board decreased by 16, primarily in
overhead and support areas, from the
approved 1998-99 budget, to a total of
1,705 positions.

Reductions in support-related areas
include a significant number in Support
Services due to faster-than-anticipated
consolidation of the duplicating, publica-
tions, and cafeteria functions, reflecting
reorganizations and changes in business

practices to increase efficiency. Reduc-
tions are projected for the Division of
Information Technology and the Man-
agement Division as part of their plan-
ning initiatives to increase efficiency
and effectiveness. Finaly, reductions
in the Division of Banking Supervision
and Regulation have been proposed to
accommodate shifting priorities.

These decreases are partialy offset
by an increase of seven positions in the
core mission areas. Two positions have
been added in the Division of Research
and Statistics to expand its analysis of
financial markets data and to continue
development of a sectoral productivity
database. Four economist positions have
been added in the Division of Interna-
tional Finance to meet the expanding
need for risk assessment and analysisin
the monetary policy and research areas
to enable the Board to keep current on
the rapid changes in the financial indus-
try both domestically and abroad. An
analyst position has been added in the
Division of Consumer and Community
Affairs to handle a growing volume of
consumer complaints and a shift to a
more risk-focused approach to consumer
compliance examinations.

Trends in Expenses
and Employment

The rate of increase in the 2000-01
budget, 4.9 percent on an annua basis,
is dightly higher than the 4.1 percent
rate in the 1998-99 biennium. The
projected annual rate of increase over
the 1990-91 to 200001 period averages
6.2 percent (table 2.3; see aso charts
2.1-2.5). The main cause of the larger
increase over the entire period is the
net increase in positions, higher salary
and benefit costs, and an increasingly
sophisticated automation system required
to manage a sharp increase in the vol-
ume and complexity of the Board's
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Chart 2.1
Operating Expenses of the
Board of Governors, 19902001
Millions of dollars

Chart 2.2

Expenses for Personnel Services
at the Board of Governors, 19902001
Millions of dollars
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NotE. See notes to chart 2.1.
Millions of dollars
Year .
Current dollars | 1992 dollarst tions rose from 1,570 to 1,705, a net
increase of 135, or 8.6 percent.

oy e Automation changes to provide so-
1228 12238 phisticated analytical tools to staff
58-';‘ iggg members, manage larger data sets, and
151.2 1405 provide information to the public over
162.7 1482 the Board's web site required a net
1083 10 increase of 32 positions over the 1990
180.6 1575 2001 period. Automation—accompanied
;gg-‘zl ig‘;g by adeclinein clerical tasks and a sharp
' ' increase in positions requiring higher

Note. For 1999, estimate; for 2000-01, budget.
Excludes the Office of Inspector General and extraor-
dinary items. The annual values for 1998-99 and 2000-01
are the approximate calendar-year effects of the respective
two-year budgets.

1. Calculated with the GDP price deflator.

workload. The higher increase from the
last budget results from a larger merit
component (4.4 percent for 2000 versus
3.5 percent for 1999), mgjor software
development costs for the supervision
and regulation function, and a smaller
volume of savings from administrative
actions and programmatic reductions.
Approximately three-fourths of the
Board's operating expenses are for
personnel; consequently, analysis of
trends is heavily tied to staffing levels.
From 1990 to 2001, the number of
authorized positions for Board opera

technical and analytical skills—also
resulted in major changes in the composi-
tion of the Board's staff.

Changesin banking, frequently associ-
ated with automation enhancements,

Chart 2.3

Expenses for Goods and Services
at the Board of Governors, 1990-2001
Millions of dollars

Current dollars
1992 dollars
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1990 1995 2001
NotE. See notes to chart 2.1.
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Chart 2.4
Annua Change in Operating Expenses
of the Board of Governors, 1990-2001

Chart 2.5

Employment and Authorized Positions
at the Board of Governors, 19902001

Percent Thousands
Authorized positions
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1990 1995 2001 1990 1995 2001
Note. Year-end data. see also general note to
chart 2.1. .
Year Employment Ap%g%%iid
increased the complexity of safety iggg ------------ igil)g 12{25
andsoundness activities and caused jgq, 1 1563 1,639
an increase of 51 positions over the 1993 ............ 1,636 1,664
; : 1994 ............ 1,635 1,664
_penod. _Increased attent|.on to consumer  jooc 1648 1665
issues, including collection and analysis 1006 ............ 1,686 1,712
of data collected under the Home iggg ------------ 1'233 %5
Mortgage Disclosure Act and Commu-  jg99 7771771 Tean 1698
nity Reinvestment Act, added 35 posi- 2000 ............ 1,631 1674
tions. Increasing complexity of mone- 2%0% oo 163l 1674

tary policy issues resulted in a increase
of 34 positions. Oversight of Reserve
Bank operations became more complex
resulting in an increase 12 positions.
These increases were partially offset
by a decline of 29 administrative and
support positions resulting from capital
investments, improved efficiency, and
outsourcing.

While the number of positions at the
Board has fluctuated during the 1990 to
2001 period, the salary budget (not
including retirement and insurance
benefits) has remained relatively stable
at roughly 65 percent of operating
expenses. The portion of operating
expenses devoted to retirement and
insurance has decreased approximately
1 percentage point over the period as a
result of administrative actions to limit
these costs for hedth insurance and
other benefits.

NotEe. Year-end data Excludes summer intern and
youth positions as well as positions for the Office of
Inspector General. These positions number 60 for 2000
and 2001. Includes positions that provide support to the
Federal Financia Institutions Examination Council for
processing data collected under the Home Mortgage
Disclosure Act and the Community Reinvestment Act.

Extraordinary Items

The Board' s extraordinary items budget
provides $7.8 million for three projects.
The first, a survey of consumer finances
($5.5 million), will provide financial
data for various policy anaysis and
monetary policy purposes. This effort
reflects the Board's interest in improv-
ing the quality of economic data by
obtaining information on the income,
assets, debts, pensions, employment, use
of financial services, savings behavior,
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and other characteristics of U.S. house-
holds. Cross-categorization of the data
will alow important statistical observa
tions useful in a wide variety of eco-
nomic studies.

The second project is the completion
of a survey of small business finances
(NSSBF), begun in 1999 for data as of
year-end 1998 ($1.2 million). The pur-
pose of the survey isto gather data from
small businesses on their financia
relationships, credit experiences, lend-
ing terms and conditions, income and
balance sheet information, location and
types of financial ingtitutions used, and
other firm characteristics. The NSSBF is
used in analyzing the competitive effect
of bank mergers, in benchmarking other
data series (such as the noncorporate
sector of the flow-of-funds statistics),
and in writing the quinquennial small

business report mandated by section 227
of the Economic Growth and Regulatory
Paperwork Reduction Act of 1996. It is
also used for research and policy analysis
of a wide variety of issues in small
business finances.

Last, the extraordinary items budget
provides $1.2 million to complete bring-
ing the Board's software into compli-
ance with the century date change.
These funds are for completion of sys-
tem monitoring over the leap year day
(February 29); work related to the event
management activities in January; and
decommissioning test facilities and
equipment that are no longer needed.
Over the past three years, funds for this
project, which have totaled $17.6 mil-
lion, have been used to remediate,
test, and implement Year 2000 versions
of the Board's information systems. =
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Chapter 2
Board of Governors

As noted in the introduction to this
book, the budget for the Board of
Governors covers a two-year period.
During 2000, the first year of the cur-
rent budget period, a number of minor
reallocations were made within the
200001 approved operations budget.
The operations budget was also increased
$2.2 million to fund larger-than-
budgeted staff merit pay increases and
to enhance security procedures for the
Chairman. An additional $2.7 million
was added to the capital budget for
an emergency generator to enhance the
Board's ability to operate in emergency
situations.

The revised 2000-01 budget for the
Board of Governors provides $389.8 mil-
lion for operations, $7.8 million for
extraordinary items (projects of aunique
nature), and $6.6 million for the Office
of Inspector General. The Board has
authorized a revised staff position
count of 1,699 for operational areas and
29 positions for the Office of Inspector
General; no positions are required for
the extraordinary items function. The
total of 1,728 positions is a decrease of
12 positions from the number authorized
at the end of 1999.

As identified by division directors
during the planning process, four items
may require significant additional fund-
ing. Costs associated with the passage of
the financial modernization bill (per-
sonnel services, travel, and the like) are
being funded through a combination of
work redlocation and staff overtime
and, possibly, an increase in the Board's
operations budget. Position vacancy rates
are lower than past trends, adding costs.
In addition, studies have determined
that compensation packages in some

job families are insufficient to keep the
Board competitive in the job market.

Overview of the Budget Process

On a bhiennia basis, the Board and its
staff undertake a process that includes
strategic planning for the next four years
and formulation of a budget for the next
two years. For the 2000-03 planning
period and the 2000-01 budget period,
the Board-level Committee on Board
Affairs, assisted by a senior-level Staff
Planning Group (SPG), guided the
process.

Each division director, working with
hisor her oversight committee, examined
the division's operations to see how
the mission, organization, and resources
needed to be adjusted to enable the
Board to carry out its mission more
efficiently and effectively. The process
reaffirmed the Board’s mission, read-
justed priorities to accomplish the mis-
sion, and identified lower-priority work
that could be eliminated to fund some of
the needed programmatic increases.

Planning

The planning materials prepared by the
division directors were reviewed by the
SPG. In support of the Board's mission
and goals, which remain unchanged, six
main, or overarching, issues were iden-
tified and used in shaping resource
decisions reflected in the recommended
budget objective approved by the Com-
mittee on Board Affairs and the Board:

e Human resources and Board organi-
zation. These critical areas affect oper-
ations through the following: compen-
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sation that attracts, rewards, and retains
staff; management succession; profes-
sional development; and coordination
of employee skills to stay abreast of
the growing complexity of operations
and improvements in technology.

 Financial industry restructuring. The
Board must focus its response to
changing circumstances in the finan-
cial industry, theincreasing concentra-
tion of financial ingtitutions, and the
growing importance of international
financial activity to the Board’s
mission.t

e Assistance and support to foreign
governments, central banks, and
international organizations. These
activities continue to grow in impor-
tance, requiring a greater commitment
of resources and making heavier
demands on the time of key staff
members.

e Technology investments. Up-to-date
and fully functioning technology
remains critical to maintaining effi-
cient operations, implementing appro-
priate monetary policy decisions in
an increasingly complex environment,
and identifying supervisory risks in
the financial sector and the actions
needed to limit them.

« Communications with the public. The
Board must take advantage of technol-
ogy, particularly the web, to provide
materials to the public that explain
Board actions, policies, and objec-
tives and to provide available data
useful for research and public policy
debates.

* Facilities. The Board must maintain
safe facilities that foster efficient
operations; continue necessary repairs
to the Eccles Building, which is now

1. Because of the uncertain nature of the
outcome at the time the budget was prepared, no
major adjustments were included for financia
reform legislation.

more than sixty years old; and devise
astrategy to reduce the long-term cost
of space for the staff.

In the course of planning, divisions
identified areasin which they anticipated
the need for increased resources over
the next four years. Though many areas
for investment were worthwhile, the
Committee on Board Affairs focused on
initiatives related to the above overarch-
ing issues. For example, nearly three-
fourths of the budget increment is for
human resources issues such as a larger
pool for cash awards; funding for the
2000 and 2001 merit increases, promo-
tions, and other salary adjustments;, a
reduced number of vacant positions; and
increased training.

Board Operations

The approved budget reflects difficult
decisions affecting current operations,
provides additional resources where
operations need to respond to changesin
the financial environment, and supports
key efforts to continue to attract and
retain the first-rate staff needed to
accomplish the Board's mission.

The budget reflects continued pres-
sure to keep pace with rapid and
significant changes in the national econ-
omy and the world financial system.
Technological change, which increases
the risks to the economy and provides
the tools to understand and limit those
risks, is profoundly affecting the skills
required of staff members, the automa-
tion and communication systems, and
the workload of the Board. The budget
also reflects the Board' s efforts to ensure
that consumers are treated fairly as the
financial system changes and to improve
the efficiency of Reserve Bank oversight.

These changes required additional
resources, hence, the revised two-year
budget increase averages 6.3 percent per
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year. The increase is largely for per-
sonnel costs, which account for nearly
three-fourths of the Board's operating
budget, and investments in technology
such as the Banking Organization
National Desktop (BOND) project.

Extraordinary Items

Inclusion of certain periodic or one-time
expenses in the Board's operations
budget can result in undue volatility in
the size of the budget. Therefore, funds
for such extraordinary items are set
apart from the operations budget. For
200001, $7.8 million in operating
funds has been budgeted for three
extraordinary items. two major eco-
nomic surveys and final reports and
closeout efforts to modify or replace
software to ensure continuity of opera
tions after the century date change
(CDC). Because the CDC efforts have
been decreasing sharply over the
200001 period, this budget is approxi-
mately $15.2 million less than in the
1998-99 budget.

Office of Inspector General

The 2000-01 budget of $6.6 million for
the Office of Inspector General (OIG) is
separate from the Board's. The OIG’s
budget is prepared in a manner that
is administratively consistent with the
preparation of the Board's operating
budget. In conformance with the statu-
tory independence of the office, the OIG
presents its budget directly to the Chair-
man of the Board of Governors for
consideration by the Board.

Highlights of the Budget

The Board' s 200001 operations budget
represents an increase of $44.6 million
over 1998-99 actual expenses, an aver-
age increase of 6.3 percent per year

(table 2.1). The discussion below high-
lights the major components of this
increase as well asthe primary offsetting
decreases.

The largest force driving the increase
in the budget is personnel related. The
total number of positions decreased by
12 from the 1998-99 (table 2.2); how-
ever, positions eliminated by technology
improvements tend to be less costly than
those added to meet the changes outlined
in the overarching issues. The place-
holder amounts included in the budget
for merit increases were significantly
higher than the placeholders for the
199899 biennium (4.4 percent and
4.0 percent in 2000 and 2001 respec-
tively, compared with 3.8 percent and
3.5 percent in 1998 and 1999 respec-
tively).2 The larger amounts were in
recognition of the need to keep the
Board's salary structure aligned with
appropriate labor markets.

Higher grade levels are also affecting
personnel costs. The higher grade levels
reflect the market sdaries for skills
needed for more complex operations
and specia salary adjustments for criti-
cal professionals, such asfinancial econ-
omists. These increases aso affect the
benefit-related expenses that are tied to
saary levels, such as the thrift plan and
social security.

Finally, a portion of the increase
comes from a one-time saving in 1999
from changes to the retiree health insur-
ance plan and the transfer of the affected
individuals coverage to the Federal
Employees Health Benefit Program.

In sum, increased spending on person-
nel services, including higher compensa-
tion packages designed to attract and

2. The actual merit increases in 1998 and 1999
were 3.8 percent and 4.2 percent respectively. The
actual merit increases for 2000 and 2001 were
4.8 percent and 4.75 percent respectively. A por-
tion of the unbudgeted increase was absorbed
internally, and the balance was added to the budget.
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retain highly skilled staff, account for
$29.7 million, or 66.7 percent, of the
total budget increase.

The increase in the cost of goods and
services, $14.9 million, is largely due
to increased operating expenses related
to a number of projects. First, an addi-
tional $3.0 million, or 6.7 percent of the
total increase, funds further implemen-
tation of the BOND project. Second,
rental expenses associated with the
Eccles Building Infrastructure Enhance-
ment Project account for $1.3 million,
or 2.9 percent, of the overal increase.
Finally, contractual expenses largely
related to the pent-up demand for
information technology services, re-
strained by Year 2000 policy decisions

and the priority assigned to software
remediation activities, are requiring an
additional $4.8 million. The remainder
of the increase is associated with rate
and volume adjustments as well as
lower expenses in the 1998-99 time
period.

Two major areas of budget decrease
are in programs and depreciation.
Program reductions worth $2.2 million
will allow added investment to support
the overarching issues identified in
planning. Depreciation expense declined
$2.3 million because of the change in
the Board's capitalization policy that
took effect on January 1, 1998. Other,
smaller decreases come from changesin
operations. For example, mailing costs

Table 2.1

Operating Expenses of the Board of Governors, by Division, Office,
or Special Account, 1998-99 and 2000-01

Thousands of dollars except as noted

L ) Change
Division, office, 1998-99 2000-01
or special account (revised budget)
Amount Percent

Board Members ... 8,282 8,480 197 24
SECTEIAIY et 8,030 9,412 1,382 17.2
Research and Statistics ...................... 56,543 61,127 4,585 8.1
International Finance ....................... 20,297 22,741 2,444 12.0
Monetary Affairs ..o 17,427 19,249 1,822 10.5
Banking Supervision and Regulation .......... 53,713 58,867 5,154 9.6
Consumer and Community Affairs ........... 15,148 17,813 2,665 17.6
Legal oo 15,296 17,643 2,347 153
Reserve Bank Operations

and Payment Systems .................. 30,547 32,435 1,888 6.2
Staff Director for Management .............. 1,469 2,620 1,151 78.3
Management ...........ooiiiiiiiiiis 19,851 22,079 2,229 112
SUPPOIt SEIVICES ... eeiiieeaanns 54,992 58,121 3,129 57
Information Technology ..................... 69,338 78,220 8,881 12.8
Publications Committee ..................... 2,574 3,059 485 18.8
Special ProjectS . ....vvvvii i 9,226 18,134 8,908 96.6
IRM income account® ...................... -37,556 -40,242 -2,686 72
Total, Board operations .................... 345,177 389,758 44,581 12.92
Extraordinary items ..ot 20,401 7,847 -12,554 L
Office of Inspector General .................. 5,640 6,617 977 17.3

2. Average annua change from 1999 through 2001 is
6.3 percent for Board operations and 8.3 percent for the
Office of Inspector General.

... Not applicable.

NotE. Operating expenses reflect all redistributions
for support and allocations for overhead, and they exclude
capital outlays.

1. Income from various Board divisions for use of
central information resources management (IRM)
resources.
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Table 2.2

Positions Authorized at the Board of Governors, by Division, Office,

or Special Account, 1998-99 and 2000-01

Division, office, 1998-99 2000-01 Change
or special account (authorized) (revised budget) 9
Board Members 34 35 1
Secretary ...l 56 56 0
Research and Statistics 276 279 3
International Finance . . 115 119 4
Monetary Affairs ... 65 65 0
Banking Supervision and Regulation ............ 224 220 -4
Consumer and Community Affairs .............. 76 78 2
Legal .o 82 82 0
Reserve Bank Operations and
Payment Systems ..o 135 128 -7
Staff Director for Management ................. 3 11 8
Management ... 89 89 0
CoNnCernt ... ... 31 31 0
SUPPOIt SEIVICES .. 216 198 -18
Information Technology (IT) ...........covevnn 281 280 -1
Special ProjectS .. ...vvvvvi i 3 3 0
Subtotal ... 1,686 1,674 -12
Reimbursable IT support2 .................c... 25 25 0
Total, Board operations .............ccoevvnnn.. 1,711 1,699 -12
Office of Inspector General ..................... 29 29 0

1. EEO Concern—summer intern and youth positions
handled by the Management Division.

2. Positionsin the Division of Information Technology
that provide support to the Federal Financia Institutions

are declining because of an improved
ability to disseminate information to
congtituent groups through electronic
distribution of documents and expansion
of the Board's web site.

Risk Areas

When budgets were prepared in mid-
1999, division directors identified items
that could require significant additional
resources during the 2000-01 period.
These potential items were as follows:

» Passage of a financia modernization
bill (enacted in late 1999)

» Some job families in which current
compensation packages did not seem
to be competitive in the job market

Examination Council for processing data collected under
the Home Mortgage Disclosure Act and the Community
Reinvestment Act.

» Possible changes to the position
vacancy rates used in developing the
proposed salary budget and the result-
ing facility requirements should staff-
ing patterns change

* A sharp increase in the rate of
financia innovation.

Operations Budget by Division
and Account Classification

The largest increase in the 2000-01
revised budget isin the area of personnel
services (table 2.3). The proposed budget
for personnel services (saaries, retire-
ment, and insurance) is $29.7 million
greater than the 1998-99 budget (an
average increase of 5.6 percent per
year). As the number of authorized posi-
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Table 2.3
Operating Expenses of the Board of Governors, by Account Classification,
1990-91 to 2000-01
Thousands of dollars except as noted
Account classification 1990-91 1992-93 1994-95 1996-97
Personnel services
SAAIES .o 143,130 169,265 190,210 211,005
Retirement ... 9,662 13,366 15,564 18,015
INSUraNCe ..o 11,429 14,407 16,862 19,196
Subtotal ... 164,222 197,039 222,637 248,215
Goods and services
Travel o 6,864 8,453 9,399 9,391
Postage and shipping ..........ccovvvieenn.. 2,347 2,327 2,483 2,261
Telecommunications ........................ 3,364 3,665 4,168 4,367
Printing and binding ........................ 2,238 2,237 2,866 2,829
Publications ............coiviiiiiiiiii 406 2,212 2,976 2,544
Stationery and supplies ..................... 1,668 1,635 1,755 1,756
SOftWare ......ooeveriiiii i 4,529 5,615 6,453 7,865
Furniture and equipment .................... 1,521 2,442 2,497 2,568
Rentals ... -282 3,156 7,202 8,648
Books and subscriptions ................... 1,187 1,451 1,913 1,904
UtIlIties ..o 3,388 3,683 4,145 3,995
Building repairs and aterations .............. 1,945 3,402 3,273 2,996
Furniture and equipment repairs
and maintenance ....................... 3,734 4,072 4,198 3,285
Contingency Processing Center .............. 427 465 206 0
Contractual professional services ............ 5,355 9,666 13,797 19,438
Tuition, registration, and membership fees ... 1,273 1,823 2,394 2,311
Subsidies and contributions ................. 1,168 1,504 1,433 1,299
Depreciation .........oovviiiiiiiiii s 11,489 12,574 14,347 17,683
Other .. -4,635 -8,309 -16,175 -18,502
Subtotal ... 47,986 62,074 69,330 76,638
Total, Board operations .................... 212,208 259,113 291,967 324,853
Extraordinary items ...l 0 0 0 4,196
Office of Inspector Generdl .................. 227 780 239 5,975

tions is actually declining by 12 over
this period, this dollar increase is due
to higher compensation levels neces-
sary to attract and retain highly skilled
staff members and a projected reduc-
tion in the number of vacant positions,
particularly in the supervision and regu-
lation function (table 2.2).

The 2000-01 budget for goods and
services is $14.9 million greater than
1998-99 actua expenses (an average
increase of 6.3 percent per year). Much
of the increase in the area of goods and
services is attributable to a $3.8 mil-
lion (7.5 percent per year) increase in
contractual professional services associ-

ated with outsourcing the cafeteria ser-
vices, purchasing additional economic
data, providing technical assistance with
the Daylight Overdraft Reporting and
Pricing System, and obtaining contrac-
tual support for various information
technology initiatives. Increases in pro-
gramming efforts on the BOND project
account for $3.0 million.

Partially offsetting these increases are
program reductions in various areas
throughout the Board. These include
specialized activities in the Division of
Banking Supervision and Regulation,
cafeteria services, streamlined opera-
tions in the Management Division,
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Table 2.3
Continued

Thousands of dollars except as noted

Average annual change
2000-01 (percent)
(revised budget)

1998-2001 19902001

Account classification 1998-99

Personnel services
SAAIES .o 222,203
Retirement . 19,708
Insurance .. 14,463
Subtotal 256,374

Goods and services
Travel o 10,823
Postal and shipping ................. 1,706
Telecommunications ................ 6,120
Printing and binding ................ 2,188
Publications ................coiiiin 2,338
Stationery and supplies ............. 1,831
Software ..o 8,349
Furniture and equipment ............ 7,607
Rentals ........ooovvviiiiiiiiiinn, 8,834
Books and subscriptions ............ .. 1,765
UtIlities ..o 4,429
Building repairs and aterations .............. 2,881

Furniture and equipment repairs

and maintenance ....................... 3,517
Contingency Processing Center ........ e 181
Contractual professional services 24,421
Tuition, registration, and membership fees ... 2,672
Subsidies and contributions 1,524
Depreciation 20,204
Other ...... -22,637
Subtotal 88,803
Total, Board operations .................... 345,177
Extraordinary items ...... 20,401
Office of Inspector General 5,640

248,394 5.7 571
21,214 38 8.2
16,475 6.7 37

286,083 5.6 5.7
11,314 22 51

1,716 3 -31
6,164 A4 6.2
2,608 9.2 157
2,297 -9 18.9*
2,062 6.1 211
10,509 12.2 8.8
8,576 6.2 18.92
10,422 83 R
2,109 9.3 59
4,619 21 31
3,635 12.3 6.5
4,273 10.2 14

0 C -99.9
28,226 75 18.1
3,427 13.2 10.4
1,482 -14 24
17,939 -5.8 4.6

-17,702 -11.6 14.3
103,675 8.0 8.0
389,758 6.3 6.3

7,847 C L
6,617 8.3 40.1

1. Themethod of accounting for incomein performance
reports changed during the period. Until 1991, income
was netted against expenses in the appropriate cost center
and program; since then, income has been captured in the
“al other” account. The change has had only a minor
effect on the 1990-2001 percentage change in the
accounts for salaries, printing and binding, and stationery
and supplies, but in the accounts for publications and

attrition in the Office of the Secretary,
and administrative reductions in the
Division of Information Technology
(table 2.1).

Savings in support-related areas
include a reduction in postage and
shipping expenses due to increased use

rentals, it has made a measurement of the 1990-2001
change much less meaningful.

2. Beginning in 1998 the threshold for capitalizing and
depreciating a purchase rather than expensing it rose from
$1,000 to $5,000. The data for 1996-97 have been
adjusted, but accurate adjustments for earlier years are not
possible.

... Not applicable.

of the Internet and intranet for informa-
tion sharing, lower depreciation costs
following the 1998 raising of the capi-
talization threshold, and increased
income from other government agen-
cies and Reserve Banks for information
technology services.
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Operations Budget by
Operational Area

The Board' s operations budget supports
four broadly defined areas of operation:
monetary and economic policy, super-
vision and regulation, services to finan-
cial institutions and the public, and
System policy direction and oversight

Table 2.4

(tables 2.4 and 2.5). Overhead is dllo-
cated to each of these functions, and the
financial data include the allocation.

Monetary and Economic Policy

The 2000-01 revised budget for mone-
tary and economic policy is $164.8 mil-

Expenses of the Board of Governors for Operational Areas,
Extraordinary Items, and Office of Inspector General, 1998-99 and 2000-01

Thousands of dollars except as noted

2000-01 Change
Activity 1998-99 (revised budget) R
mount Percent
Monetary and economic policy .............. 145,612 164,806 19,194 13.2
Supervision and regulation .................. 129,949 149,757 19,808 15.2
Services to financial institutions
and thepublic ......................... 6,026 7,942 1,916 318
System policy direction and oversight ....... 63,590 67,253 3,663 5.8
Total, Board operations .................... 345,177 389,758 44,581 12,91
Extraordinary items ...l 20,401 7,847 -12,554 -
Office of Inspector Generdl .................. 5,640 6,617 977 17.3
NotE. See general note to table 2.1. 1. Average annual change from 1999 through 2001 is
... Not applicable. 6.3 percent for Board operations and 8.3 percent for the
Office of Inspector General.
Table 2.5

Positions Authorized at the Board of Governors for Operational Areas,
Support and Overhead, and Office of Inspector General, 1998-99 and 2000-01

Activity 1998-99 (reviZ;dOOBSrljga) Change

Monetary and economic policy ................. 426 433 7
Supervision and regulation ..................... 383 381 -2
Services to financial institutions and the public .. 22 22 0
System policy direction and oversight .......... 174 173 -1
Support and overhead® ...l 681 665 -16

Subtotal ... 1,686 1,674 -12
Reimbursable IT support2 ................ocout 25 25 0
Total, Board operations ...............c.c.coo.nes 1,711 1,699 -12
Office of Inspector Generdl ..................... 29 29 0

1. Includes positionsfor 17 youths, 10 worker trainees,
and 4 summer interns.

2. Positionsin the Division of Information Technology
that provide support to the Federal Financial Institutions

Examination Council for processing data collected under
the Home Mortgage Disclosure Act and the Community
Reinvestment Act.
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lion, an increase of $19.2 million, or an
average of 6.4 percent per year more
than 1998-99 actual expenses. Activi-
ties in this operational area include the
Board’'s monitoring and analysis of
developments in the money and credit
markets, the setting of reserve require-
ments, the approval of changes in the
discount rate, and other activities related
to managing the nation’s monetary
policy. The entire increase is associated
with higher costs of personnel, including
the addition of four positions in the
Division of International Finance to
meet the expanding need for risk assess-
ment and analysis.

In addition to the changes in person-
nel services are internally funded initia-
tives in the Division of Research and
Statistics to collect more data related to
developments in financial markets; gain
a better understanding of embodied
technological change; expand the sec-
toral productivity database; and further
assess credit bureau data. These initia-
tives are al funded by reductions,
primarily in automation support.

Supervision and Regulation

The 2000-01 revised budget for super-
vision and regulation is $149.8 million,
an increase of $19.8 million, or an aver-
age of 7.4 percent per year more than
1998-99 actual expenses. Activities in
this area include working with other
federa and state financial authorities
to ensure safety and soundness in the
operation of financia institutions, sta-
bility in the financial markets, and fair
and equitable treatment of consumersin
their financial transactions. The budget,
as described below, enables enhanced
supervisory activities such as continu-
ous monitoring, ingpection, and examina-
tion of banking organizations to assess
their condition and their compliance
with relevant laws and regulations.

The percentage increase for this
operational area is greater than the
percentage increase for the overall
budget. Besides the norma factors
affecting compensation in each of the
operational areas, new work approved in
the current budget period, such as the
BOND project in the Division of Bank-
ing Supervision and Regulation, is hav-
ing a significant effect. The processing
of applicationswill be enhanced through
investment in the Application Informa-
tion System.

Many positions in this operational
area were vacant for long periods fol-
lowing the voluntary retirement incen-
tive program in 1998 but have now been
filled. Success in filling these positions
results in part from substantial salary
increases within key job families to
improve retention and assist with recruit-
ing. Thus, in the Division of Banking
Supervision and Regulation, the vacancy
rate has decreased. The number of posi-
tions in the Consumer Affairs area has
increased, and the investment in software
to better analyze data gathered under the
Community Reinvestment Act and the
Home Mortgage Disclosure Act contin-
ues to be substantial.

Services to Financial Institutions
and the Public

The 2000-01 revised budget for over-
sight of Reserve Bank services to
financial ingtitutions and the public is
$7.9 million, an increase of $1.9 million,
or an average of 14.8 percent a year
more than 1998-99 actual expenses.
This operational area provides support
to, and oversight of, the Federal Reserve
Banks and Branches—specifically, eval-
uation of the operational and pricing
performance for the check-payment
activities of the Reserve Banks; oversight
of the electronic payments mechanism;
and annual evaluation of the Federal
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Reserve System'’s currency, coin, and
food coupon operations. The increase
reflects new software development for
managing the currency operations and a
lower projected rate of vacancies in key
programs anayzing payment system
risk.

System Poalicy Direction and
Oversight

The 2000-01 revised budget for Sys
tem policy direction and oversight is
$67.3 million, an increase of $3.7 mil-
lion, or an average of 2.8 percent per
year more than 1998-99 actual expenses.
This operational area covers oversight
and direction of Board and Reserve
Bank programs. It includes programs
that directly support Board members in
carrying out their oversight function for
Reserve Bank operations, budgeting and
accounting, financial examinations, audit
and operations reviews, and automation
and communications. Salary increases
are the largest single factor in the higher
costs of this area, which are tempered by
lower costs associated with changes in
oversight policy.

Capital Budget

The Board's 2000-01 capital budget is
$26.5 million, an increase of $5.5 mil-
lion from 1998-99 actual expenses. Of
this total, $14.7 million is for regular
operations, an increase of $1.9 million
above the 1998-99 level. This portion of
the budget supports continued improve-
ments in office automation and major
upgrades to the information infrastruc-
ture, including a major cable upgrade to
enhance bandwidth and communication
speeds. Funds are also provided for the
restoration of aging facilities such as
restrooms; mail distribution and central
file storage systems; heating, ventila-

tion, and air conditioning systems; and
other, smaller facilities projects.

The remaining $11.8 million is for
continuation of the Eccles Building
Infrastructure Enhancement Project. The
$3.4 million increase over expenditures
in 1998-99 is due to the phased nature
of the project, which began in July 1999.
The project, which is extending the
building's useful life, enhancing fire
safety systems, replacing piping and
voice and data cabling, and making
other related repairs, is scheduled for
completion in 2002.

Positions

The overall position authorization for
the Board decreased by 12, primarily
in overhead and support areas, from
199899 actual levels, to a total of
1,699 positions (table 2.2).

Reductions in support-related areas
include a significant number in Support
Services due to faster-than-anticipated
consolidation of the duplicating, publica-
tions, and cafeteria functions, reflecting
reorganizations and changes in business
practices to increase efficiency. Reduc-
tions are projected for the Division of
Information Technology and the Man-
agement Division as part of their plan-
ning initiatives to increase efficiency
and effectiveness. Finally, reductions
in the Division of Banking Supervision
and Regulation have been made to
accommodate shifting priorities.

These decreases are partialy offset
by an increase of nine positions in the
core mission areas. Three positions have
been added in the Division of Research
and Statistics to expand its analysis of
financial markets data and to continue
development of a sectoral productivity
database. Four economist positions have
been added in the Division of Interna-
tional Finance to meet the expanding
need for risk assessment and analysisin
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the monetary policy and research areas
to enable the Board to keep current on
the rapid changes in the financial indus-
try both domestically and abroad. Two
analyst positions have been added in the
Division of Consumer and Community
Affairs to handle a growing volume of
consumer complaints and a shift to a
more risk-focused approach to consumer
compliance examinations.

Trends in Expenses
and Employment

The rate of increase in the 2000-01
revised budget, 6.3 percent on an annual
basis, is sdlightly higher than the
4.1 percent rate in the 1998-99 bien-
nium. The projected annua rate of
increase over the 1999-2001 period
averages 6.3 percent (table 2.3; see also
charts 2.1-2.5). The main cause of the
larger increase over the entire period is
the net increase in positions, higher
salary and benefit costs, and an increas-
ingly sophisticated automation system
required to manage a sharp increase
in the volume and complexity of the
Board’'s workload. The higher increase
from the last budget results from alarger
merit component (4.4 percent for 2000
versus 3.5 percent for 1999), major
software development costs for the
supervision and regulation function, and
a smaler volume of savings from
administrative actions and program-
matic reductions.

Approximately three-fourths of the
Board's operating expenses are for
personnel; consequently, analysis of
trends is heavily tied to staffing levels.
From 1990 to 2001, the number of
authorized positions for Board opera
tions rose from 1,529 to 1,668, a net
increase of 139, or 9.1 percent.

Automation changes to provide
sophisticated analytical tools to staff
members, manage larger data sets, and

Chart 2.1
Operating Expenses of the
Board of Governors, 1990-2001
Millions of dollars
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102.4
109.8
122.8
136.3
140.7
151.2
162.7
163.3
1717
1735
187.4
202.4

110.0
113.0
122.8
132.8
133.9
140.5
148.2
146.0
1517
151.3
160.3
169.5

Note. For 2000, estimated; for 2001, budgeted.
Excludes the Office of Inspector General and extraor-
dinary items. The annual values for 1998, 1999, 2000, and
2001 are the approximate calendar-year figures contained
within the respective two-year budgets.

1. Calculated with the GDP price deflator.

provide information to the public over
the Board's web site required a net
increase of 32 positions over the 1990—
2001 period. Automation—accompanied
by adeclinein clerical tasks and a sharp
increase in positions requiring higher
technical and analytical skills—also
resulted in major changes in the composi-
tion of the Board's staff.

Changesin banking, frequently associ-
ated with automation enhancements,
increased the complexity of safety and
soundness activities and caused an
increase of 51 positions over the period.
Increased attention to consumer issues,
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Chart 2.2

Expenses for Personnel Services
at the Board of Governors, 1990-2001
Millions of dollars

Chart 2.4

Annual Change in Operating Expenses
of the Board of Governors, 1990-2001
Percent

Current dollars

1990 1995
NotE. See notes to chart 2.1.

including collection and analysis of
data collected under the Home Mort-
gage Disclosure Act and the Community
Reinvestment Act, added 35 positions.
Increasing complexity of monetary pol-
icy issues resulted in an increase of
34 positions. Oversight of Reserve Bank
operations became more complex, result-
ing in an increase of 12 positions. These
increases were partially offset by a
decline of 25 administrative and sup-
port positions resulting from capital
investments, improved efficiency, and
outsourcing.

Although the number of positions at
the Board has fluctuated during the

Chart 2.3

Expenses for Goods and Services
at the Board of Governors, 19902001
Millions of dollars
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Notke. See notes to chart 2.1.

1990 1995 2001
NotE. Year-end data. See also general noteto chart 2.1.

19902001 period, the salary budget
(not including retirement and insurance
benefits) has remained relatively stable
at roughly 65 percent of operating
expenses. The portion of operating
expenses devoted to retirement and
insurance has decreased approximately
1 percentage point over the period as a
result of administrative actions to limit
costs for health insurance and other
benefits.

Extraordinary Items

The Board' s extraordinary items budget
provides $7.8 million for three projects.
The first, a survey of consumer finances
($5.5 million), will provide financial
data for various policy anaysis and
monetary policy purposes. This effort
reflects the Board's interest in improv-
ing the quality of economic data by
obtaining information on the income,
assets, debts, pensions, employment, use
of financial services, savings behavior,
and other characteristics of U.S. house-
holds. Cross-categorization of the data
will allow important statistical observa-
tions useful in a wide variety of eco-
nomic studies.

The second project is the completion
of the National Survey of Small Busi-



2001

Board of Governors 27

Chart 2.5

Employment and Authorized Positions
at the Board of Governors, 1990-2001

Thousands
Authorized positions
-~~~-- 1.7
=== 16
Employment
15
I I Y I I I B |
1990 1995 2001
Authorized
Year Employment positions
1990 ........eee 1,505 1,529
1991 ............ 1,517 1,542
1992 ...l 1,563 1,639
1993 ...l 1,636 1,664
1994 ............ 1,635 1,664
1995 ............ 1,644 1,665
1996 ............ 1,686 1,712
1997 .. 1,638 1,713
1998 .. 1,629 1,694
1999 .. 1,620 1,680
2000 ........... 1,631 1,668
2001 ............ 1,631 1,668

Note. Year-end data. Excludes summer intern and
youth positions as well as positions for the Office of
Inspector General. These positions number 60 for 2000
and 2001. Includes positions that provide support to the
Federa Financia Institutions Examination Council for
processing data collected under the Home Mortgage
Disclosure Act and the Community Reinvestment Act.

ness Finances (NSSBF), begun in 1999
for data as of year-end 1998 ($1.2 mil-

lion). The purpose of the survey was
to gather data from small businesses
on their financial relationships, credit
experiences, lending terms and condi-
tions, income and balance sheet infor-
mation, location and types of financia
institutions used, and other firm charac-
teristics. The NSSBF is used in ana
lyzing the competitive effect of bank
mergers, in benchmarking other data
series (such as the noncorporate sector
of the flow-of-funds statistics), and in
writing the quinquennial small business
report mandated by section 227 of the
Economic Growth and Regulatory
Paperwork Reduction Act of 1996. It is
also used for research and policy analysis
of a wide variety of issues in small
business finances.

Finally, the extraordinary items budget
provides $1.2 million to complete bring-
ing the Board’'s software into compli-
ance with the century date change.
These funds are for completion of sys-
tem monitoring over the leap year day
(February 29, 2000); work related to the
event management activities in January
2000; and decommissioning test facili-
ties and equipment that are no longer
needed. Over the past three years, funds
for this project, which have totaled
$17.6 million, have been used to remedi-
ate, test, and implement Year 2000
versions of the Board's information
systems. .
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Chapter 2
Board of Governors

The 2002-03 budget for the Board of
Governors consists of $455.0 million
for operations, $1.5 million for extraor-
dinary items (projects of a unique
nature), and $7.8 million for the Office
of Inspector General. The Board has
authorized 1,741 staff positions for
operational areas and 29 positions for
the Office of Inspector General; no
positions are required for the extraor-
dinary items.

Overview of the Budget

On a biennial basis, the Board and its
senior staff undertake a planning and
budgeting process that results in a stra-
tegic plan for the next four years and
a budget for the next two years. For
the 2002-05 planning period and the
2002—03 budget period, the Committee
on Board Affairs, assisted by a senior-
level Staff Planning Group (SPG) and
staff in the Program Analysis and Bud-
get Section of the Management Divi-
sion, guided the process. Each divi-
sion director, working with his or her
oversight committee, examined the
division's operations to see how the
mission, organization, and resources
needed to be adjusted to enable the
Board to carry out its mission more
efficiently and effectively. The process
readjusted priorities to accomplish the
mission, and identified important but
lower priority work for elimination
in order to fund some of the higher
priorities. In August 2001, the Board
approved a budget objective to imple-
ment those planning decisions, and
budgets were submitted in early Septem-
ber. The terrorist actions of Septem-

ber 11 resulted in significant revisionsto
those budget submissions.

Planning

The Staff Planning Group reviewed
the planning materials submitted by the
Board's divisions and offices and iden-
tified major issues that are anticipated
to have Boardwide significance over
the planning period. These issues are
reflected in the resource decisions of the
Committee on Board Affairs that form
the basis of the budget. They will aso
serve as the basis for the 2002-03 Per-
formance Plan prepared as part of the
Board's voluntary compliance with the
Government Performance and Results
Act. Here are the mgjor issues:

» Management and staffing. Recruiting
and retaining staff were once again
raised as issues of significant concern
in a number of divisions. In addi-
tion, because a significant number
of senior staff are eligible for retire-
ment, management succession plan-
ning and organizational structure is a
top priority.

» Board organization. A comprehen-
sivereview of Reserve Bank oversight
activities, including a reexamination
of the legal requirements for over-
sight, could result in a more efficient,
effective, and consistent approach.

* Information technology. In line with
planning guidance, divisions reex-
amined their information technology
spending to ensure that high-priority
items are fully funded while lower-
priority items are either reduced or
eliminated. Doing so held information
technology spending at current levels.
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 Physical plant. The 2001 purchase of
anew building will significantly lower
office space costs.

» External and internal factors. The
work of the Board will continue to
be affected by environmental factors
over which the Board has little or
no control. The Board and its staff
must stand ready to adjust priorities
as necessary to deal with economic
events, often unforeseen and rapidly
developing, and their effects on mone-
tary, supervisory, and regulatory
policymaking.

Major Initiatives
To address these major planning issues,
the budget includes the following major

initiatives and projects for the 2002—03
period.

* Attraction and retention of staff. Initia-
tives to improve the Board's ability
to attract and retain staff include the
variable pay program for economists,
attorneys, and officers; an increase in
the employee cash award program; a
4.6 percent merit increase for 2002;
and an estimated 4.0 percent merit
increase for 2003.

« Employee benefits. A major increase
in heath insurance rates is being
funded, as are initiatives to increase
the transportation subsidy, increase
the Board match for deferred compen-
sation, and fund costs associated with
the revised leave policy.

» Workload. New positions and a reduc-
tion in the number of vacant posi-
tions in specific divisions in response
to increased workloads, new security
concerns, and implementation of the
compensation initiatives will all affect
salary liability.

 Information technology. After a
comprehensive review of require-
ments and priorities, the various

divisions are reallocating information
technology resources among projects.
Central IT support was funded at the
current level except for increases to
enhance disaster recovery.

e Physical plant. In line with the
Board's earlier strategic plan, a build-
ing purchased in 2001 has signifi-
cantly reduced the net operating cost
for office space in this budget. Capi-
tal investments are planned for the
Board's facilities as discussed below,
in the section on the capital budget.
Noncapital improvements are aso
planned for the facilities.

Ramifications of the September
Terrorist Attacks

After the terrorist attacks on Septem-
ber 11, the projects and initiatives listed
below were added to the 2002-03
budget proposal. The list includes pro-
grammatic changes that will be required
to handle the long-term changes to the
working and economic environment.
These items and their associated operat-
ing costs of $13.8 million are included
in the total budget.

e Enhanced capacity Boardwide for
disaster recovery, including reduc-
ing the time to resume normal opera-
tions at remote sites and increasing the
amount of information and the number
of systems supported at those sites

« |nitiativesto enhance physical security,
including adding security staff; using
bomb-sniffing dogs for greater perim-
eter security; using contractual sup-
port for mail processing; and other,
less visible, measures

» Additional staff in the Division of
Reserve Bank Operations and Pay-
ment Systems to focus on system
Security issues in response to new
terrorism-related legislation, and a
new section (including new staff) to
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focus on private-sector clearance and
settlement systemsin order to increase
the Board's understanding and com-
petence in this area

» Two positionsin Banking Supervision
and Regulation, in response to new
terrorism-related legislation, to focus
on money laundering and financia
transactions associated with terrorist
activity

e Four positions in the Office of the
Staff Director for Management to
improve the planning and coordina-
tion of contingency operations and to
act as aliaison with the new Office of
Homeland Security.

Areas of Risk

The possibility remains, of course, that
further developments could require
significant resources beyond the current
proposals. These developments could
include the following:

« Significant changesin or shocksto the
economy or financial system

» Additional terrorist activity or war

 Determination that Systemwide super-
visory technology initiatives should
be funded and managed by the Board

» Changes to the assumptions regard-
ing the position vacancy rates used in
developing the salary budget.

Operations Budget by Division
and Account Classification

The Board's overall operations budget
is detailed by division in table 2.1 and
by account classification in table 2.3.
Table 2.2 shows the number of autho-
rized positions for Board operations
by division. The largest increase in the
2002-03 budget isin personnel services.
The budget for personnel services
(salaries, retirement, and insurance) is
$338.1 million, or $50.5 million greater

than the 2000-01 estimate (an average
increase of 8.4 percent per year). The
addition of eleven positions explains a
portion of this increased budget. Merit
pay, new compensation initiatives, pro-
motions and reclassifications, higher
benefit costs, and a lower vacancy rate
in certain divisionsis also increasing the
budget requirements.

The 2002-03 budget for goods and
services is $116.8 million, which is
$11.1 million greater than the 2000-01
estimate (an increase of 5.1 percent per
year). Much of this increase is attrib-
utable to additional disaster recovery
work stemming from the September 11
attacks.

Partially offsetting these increases
are programmatic reductions in areas
throughout the Board. These include
significant changes in various accounts
due to the Board's transition from leas-
ing office space at its new location to
owning the building, with a net reduc-
tion in expenses of $3.0 million annu-
aly. Additionaly, the replacement cycle
for desktop computers will be extended,
and support for regular information
technology projects has been consider-
ably scaled back after various divisions
changed priorities and eliminated lower-
priority projects.

Operations Budget by
Operational Area

The Board' s operations budget supports
four broadly defined operational areas:
monetary and economic policy, super-
vision and regulation, services to finan-
cia institutions and the public, and
System policy direction and oversight
(tables 2.4 and 2.5).

The largest increase in expenses is
in the security portions (both informa-
tion and physical) of overhead, whichis
spread, in proportion to direct expenses,
among the four operational areas. This
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Table 2.1

Operating Expenses of the Board of Governors, by Division, Office,
or Special Account, 2000—-01 and 2002-03

Thousands of dollars except as noted

Change
Division, office, 2000-01 2002-03
or special account (estimated) (budgeted) Average
Amount annual
(percent)
Board Members ...t 8,524 11,813 3,289 17.7
SECIEIAIY e 8,959 11,256 2,296 12.1
Research and Statistics ..............coevnnn 62,741 67,382 4,640 3.6
International Finance ....................... 22,706 24,873 2,167 4.7
Monetary Affairs ... 18,835 19,666 831 22
Banking Supervision and Regulation .......... 62,840 73,859 11,019 8.4
Consumer and Community Affairs ........... 18,094 20,671 2,576 6.9
Legal ..o 18,148 20,754 2,606 6.9
Reserve Bank Operations
and Payment Systems .................. 30,995 35,548 4,553 7.1
Staff Director for Management .............. 3,935 7,097 3,162 34.3
Management ...........ooiiiiiiiiii 22,318 25,248 2,931 6.4
SUPPOIt SEIVICES .. .eveeeeiiiaeeiaanns 59,289 63,684 4,395 3.6
Information Technology ..................... 76,041 81,855 5,814 38
Publications Committee ..................... 3,934 3,687 247 =32
Special Projects .......oovviiiiiiiii 15,000 29,073 14,073 39.2
IRM income account® ...................... -38,968 —-41,477 -2,509 32
Total, Board operations .................... 393,393 454,988 61,595 75
Extraordinary items ................oiiiiinn 8,598 1,500 7,098 L
Office of Inspector General ................. 6,617 7,757 1,139 8.3

NotE. Operating expenses reflect all redistributions
for support and allocations for overhead, and they exclude
capital outlays. Components may not sum to totals and
may not yield percentages shown because of rounding.

increase does not directly enhance the
efficiency or effectiveness of current
Board operations, but it is necessary
given recent changes in the threat
environment facing the nation and the
Board.

Monetary and Economic Policy

The 2002-03 budget for monetary and
economic policy is $182.5 million, an
increase of $19.2 million, or an aver-
age of 5.7 percent per year, from the
200001 estimate. Activities in this
operational area include the Board's
monitoring and analysis of develop-
ments in the money and credit markets,
the setting of reserve requirements, the

1. Income from various Board divisions for use of
central information resources management (IRM)
resources.

... Not applicable.

approval of changesin the discount rate,
and other activities related to managing
the nation’s monetary policy.

Besides the additional funding for
compensation initiatives, programmatic
increases in this area will cover the
acquisition of additional data to assist
staff in their responsibilities. These data
relate to capital risk, retail banking fees
and services, global financial markets,
and consumer credit.

Supervision and Regulation

The 2002-03 budget for supervision and
regulation is $186.7 million, an increase
of $27.9 million, or an average of
8.4 percent per year, from the 200001
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Table 2.2

Positions Authorized at the Board of Governors, by Division, Office,

or Special Account, 2000—-01 and 2002-03

Division, office, 2000-01 2002-03 Change
or special account (authorized) (budgeted) 9
Board Members .. 43 42 -1
Secretary ......... 56 56 0
Research and Statistics . 279 278 -1
International Finance .. . 119 119 0
Monetary Affairs ... 60 59 -1
Banking Supervision and Regulation ............ 227 224 -3
Consumer and Community Affairs .............. 78 82 4
Legal ..o 82 82 0
Reserve Bank Operations and
Payment Systems ...l 127 138 11
Staff Director for Management ................. 15 19 4
Management ...........iiiiiiiiii e 93 94 1
CONCEINY L. 31 27 -4
SUPPOIt SEIVICES ..o 212 215 3
Information Technology (IT) ............c.ocuut 279 278 -1
Special Projects ......ovvviiiii e 2 1 -1
Subtotal ... 1,703 1,714 11
Reimbursable IT support2 ..................c.es 25 27 2
Total, Board operations .............c.cooevnnn.. 1,728 1,741 13
Office of Inspector General .................... 29 29 0

1. Summer intern and youth positions handled by the
equal employment opportunity function in the Manage-
ment Division.

2. Positionsin the Division of Information Technology
that provide support to the Federal Financial Institutions

estimate. Activities in this area include
working with other federa and state
financial authoritiesto ensure safety and
soundness in the operation of finan-
cial institutions, stability in the financia
markets, and fair and equitable treat-
ment of consumers in their financial
transactions. The 2002-03 budgetary
increases will enhance supervisory
activities such as ongoing monitoring,
inspecting, and examining of banking
organizations to assess their condition
and their compliance with relevant laws
and regulations. Programmatic increases
include funding for seven positions
added in late 2000, greater focus on
money laundering activities, interna-
tional training and assistance to foreign
governments, and a review of regula

Examination Council for processing data collected under
the Home Mortgage Disclosure Act and the Community
Reinvestment Act.

tions and policies related to consumer
protection. As risks to the financia
sector grow, the staff will need to spend
more time on bank examinations and
monitoring under the risk-based super-
vision model implemented over the past
few years.

Services to Financial Institutions
and the Public

The 2002-03 budget for oversight
of Reserve Bank services to financial
institutions and the public is $9.0 mil-
lion, a decrease of $0.1 million, or an
average of 0.4 percent per year, from
the 200001 estimate. This operational
area provides support to and oversight
of the Federa Reserve Banks and
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Table 2.3

Operating Expenses of the Board of Governors, by Account Classification,
1992-93 to 2002—03

Thousands of dollars except as noted

Account classification 1992-93 1994-95 1996-97 1998-99
Personnel services
SAAIES .o 169,265 190,210 211,005 222,203
Retirement ..o 13,366 15,564 18,015 19,708
INSUraNCe ..ot 14,407 16,862 19,196 14,463
Subtotal ... 197,039 222,637 248,215 256,374
Goods and services
Travel o 8,453 9,399 9,391 10,823
Postage and shipping ................c.c.o.o...s 2,327 2,483 2,261 1,706
Telecommunications ..............c....co.... 3,665 4,168 4,367 6,120
Printing and binding ........................ 2,237 2,866 2,829 2,188
Publications ............cooviiiiiiiiii 2,212 2,976 2,544 2,338
Stationery and supplies ..................... 1,635 1,755 1,756 1,831
SOftWEIe ... 5,615 6,453 7,865 8,349
Furniture and equipment .................... 2,442 2,497 2,568 7,607
Rentals ... 3,156 7,202 8,648 8,884
Books and subscriptions ................... 1,451 1,913 1,904 1,765
UtIlIties ... 3,683 4,145 3,995 4,429
Building repairs and aterations .............. 3,402 3,273 2,996 2,881
Furniture and equipment repairs
and maintenance ....................... 4,072 4,198 3,285 3,517
Contingency Processing Center .............. 465 206 0 181
Contractual professional services ............ 9,666 13,797 19,438 24,421
Tuition, registration, and membership fees ... 1,823 2,394 2,311 2,672
Subsidies and contributions ................. 1,504 1,433 1,299 1,524
Depreciation .........ovviviiiiiiiii s 12,574 14,347 17,683 20,204
Other .. -8,309 -16,175 -18,502 -22,637
Subtotal ... 62,074 69,330 76,638 88,803
Total, Board operations .................... 259,113 291,967 324,853 345,177
Extraordinary items ...l 0 4,196 20,401
Office of Inspector General ................. 4,640 5,880 5,975 5,640
Branches—specifically, evaluation of lion, an increase of $14.5 million, or an

the operational and pricing performance
of the check-payment activities of the
Reserve Banks; oversight of the elec-
tronic payments mechanism; and annual
evaluation of the Federal Reserve Sys
tem’s currency, coin, and food coupon
operations.

Costs associated with these programs
will decline dightly during the next
biennium because of the realization of
savings from previous initiatives.

System Poalicy Direction and
Oversight

The 2002-03 budget for System policy
direction and oversight is $76.8 mil-

average of 11.0 percent per year, from
the 200001 estimate. This operational
area covers oversight and direction of
Board and Reserve Bank programs. It
includes programs that directly support
Board members in carrying out their
oversight function for Reserve Bank
operations, budgeting and accounting,
financial examinations, audit and oper-
ations reviews, and automation and
communications.

Major programmatic changes in this
area include greater emphasis on secur-
ity and contingency planning System-
wide and a new section to provide staff
expertise on private-sector clearance
and settlement systems. Fewer vacan-
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Table 2.3
Continued

Thousands of dollars except as noted

Average(s annual) change
B 2000-01 2002-03 percent
Account classification (estimated) (budgeted)
2000-03 19922003

Personnel services
SAAIES .o 245,031 287,097 8.2 54
Retirement ... 22,897 27,421 9.4 75
INSUraNCe ..o 19,725 23,631 95 51

Subtotal ... 287,653 338,149 84 55
Goods and services
Travel o 12,235 13,606 55 4.9
Postal and shipping ................c.ooenes. 1,576 1,607 1.0 -36
Telecommunications ........................ 7,046 7,798 52 7.8
Printing and binding ........................ 2,549 2,543 -1 1.3
Publications ............cooiiiiiiiiiii 2,296 2,066 -51 -7
Stationery and supplies ..................... 2,005 2,404 95 39
SOftWEre ... 9,915 11,223 6.4 7.2
Furniture and equipment .................... 8,100 7,000 -7.0 111
Rentals ... 10,274 857 -71.1 -12.2
Books and subscriptions .................... 2,087 2,120 8 3.9
UtIlities ... 4,517 5,555 109 4.2
Building repairs and aterations .............. 3,479 3,688 3.0 .8
Furniture and equipment repairs

and maintenance ....................... 4,278 7,124 29.1 5.8

Contingency Processing Center .............. 400 400 C -15
Contractual professional services ............ 28,538 32,384 6.5 129
Tuition, registration, and membership fees ... 3,214 3,173 -6 57
Subsidies and contributions ................. 1,866 1,897 8 2.3
Depreciation .........ooviiiiiiiii s 17,420 25,482 20.9 73
Other .. -16,054 -14,089 -6.3 54

Subtotal ... 105,740 116,839 51 6.5
Total, Board operations .................... 393,393 454,988 75 58
Extraordinary items ...l 7,847 1,500 -56.3 A
Office of Inspector General ................. 6,617 7,757 8.3 53

Note. Beginningin 1998 the threshold for capitalizing
and depreciating a purchase rather than expensing it rose
from $1,000 to $5,000. The data for 1996-97 have been
adjusted, but accurate adjustments for earlier years are not

possible. Components may not sum to totals and may not
yield percentages shown because of rounding.
... Not applicable.

cies and an enhanced communication
program are aso responsible for the
substantial increase.

Capital Budget

The Board's proposed 2002-03 capi-
tal budget is $29.9 million. Of this
total, $19.8 million supports contin-
ued improvements in office automation
and major upgrades to the information
technology infrastructure, including
completion of the Martin building

recabling project, centralization and
improvement of distributed systems disk
storage, and scheduled server replace-
ments in the data center. Funds are also
provided for the maintenance and upkeep
of the Eccles and Martin buildings,
including security system upgrades
planned before the events of Septem-
ber 11; elevator refurbishment; equip-
ment replacement; interior restoration
on the concourse and terrace levels of
the Martin building; and restoration of
the Eccles building courtyard follow-
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ing completion of the Eccles Building
Infrastructure Enhancement Project.
Major facility projects include the
purchase of an emergency generator,
replacement of the Eccles building
roof, upgrades to security at building
entrances, and a design and feasibility

Table 2.4

study for a major renovation of the
Martin building.

An additional $3.3 million has been
budgeted for projects resulting from the
September terrorist attacks, including
substantial improvements to informa-
tion disaster recovery systems and

Expenses of the Board of Governors for Operational Areas,
Extraordinary Items, and Office of Inspector General, 2000—01 and 2002—03

Thousands of dollars except as noted

Change
- 2000-01 2002-03
Activity : Aver,
estimat budgeted age
(estimated) (budgeted) Amount annual
(percent)
Monetary and economic policy .............. 163,242 182,475 19,233 57
Supervision and regulation .................. 158,799 186,711 27,912 84
Services to financial institutions
and thepublic ......................... 9,083 9,015 -68 -4
System policy direction and oversight ....... 62,269 76,787 14,518 11.0
Total, Board operations .................... 393,393 454,988 61,595 75
Extraordinary items ...l 8,598 1,500 —-7,098 L.
Office of Inspector General ................. 6,617 7,757 1,140 8.3
NotE. See general note to table 2.1. ... Not applicable.

Table 2.5

Positions Authorized at the Board of Governors for Operational Areas,
Support and Overhead, and Office of Inspector General, 2000—01 and 2002—03

L 2000-01 2002-03
Adtivity (estimated) (budgeted) Change

Monetary and economic policy ................. 431 429 -2
Supervision and regulation ..................... 374 373 -1
Services to financial institutions and the public .. 24 24 0
System policy direction and oversight .......... 155 166 11
Support and overhead® ............. ...l 719 722 3

Subtotal ... 1,703 1,714 11
Reimbursable IT support2 .................c.ut 25 27 2
Total, Board operations ...............c.c.coo.nes 1,728 1,741 13
Office of Inspector General .................... 29 29 0

1. Includes positionsfor 17 youths, 10 worker trainees,
and 4 summer interns.

2. Positionsin the Division of Information Technology
that provide support to the Federal Financial Institutions

Examination Council for processing data collected under
the Home Mortgage Disclosure Act and the Community
Reinvestment Act.
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expansion of the scope of the building
entrance security upgrade project already
scheduled.

The Eccles Building Infrastructure
Enhancement Project will be com-
pleted during the 2002-03 budget period.
The amount budgeted, $3.5 million,
is $8.3 million less than the amount
provided during the 2000-01 budget
period because of the phased nature of
the project, which began in July 1999.
The project consists of replacing the
voice and data cabling plant, replacing
piping, and making other, related repairs
and will extend the building’ s useful life
and improve the fire safety systems.

The remaining $3.3 million of the
capital budget is for projects associated
with acquisition of the new building.
These improvements, which were iden-
tified during the due-diligence period
of the purchase negotiations, include
enhancements to building security; code
compliance issues; garage repairs; instal-
lation of an emergency generator; electri-
cal, HVAC, and control system upgrades;
and carpet replacement.

Positions

In response to the September terrorist
attacks, a net of eleven positions have
been added to the Board’s number of
authorized positions; the proposed total
is 1,741 positions (table 2.2).

Before September 11, the staff
conducted a thorough planning review,
yielding an origina budget request that
included a net reduction of eight posi-
tions. A net increase of four positions
was authorized for the Division of
Consumer and Community Affairs to
eliminate four long-term dual occupan-
cies. One position was added to the
Division of Reserve Bank Operations
and Payment Systems and one position
to the Management Division in response
to an increased workload. Small, off-

setting position reductions were made in
many divisions where efficiencies and
workload factors made such decreases
possible.

After September 11, nineteen posi-
tions were added. These positions are
necessary to increase the Board' s physi-
cal security (seven), ensure compli-
ance with new police powers provided
to System security staff under new
legislation (two), provide additional
resources for antiterrorism and anti-
money-laundering activities (two), and
increase the Board' s expertisein private-
sector clearing and settlement systems

(eight).

Trends in Expenses and
Employment

The rate of increase within the 2002-03
budget biennium is 7.5 percent per year,
which is dlightly higher than the
6.3 percent annual rate in the 200001
biennium (table 2.3). The projected
average annua rate of increase from
199293 to 2002-03 is 5.8 percent
(charts 2.1-2.5). Thisincrease is mainly
attributable to the increasing complexity
of Board work over this period, which
has resulted in a net increase in posi-
tions and higher average grades, higher
salary and benefit costs, and increas-
ingly sophisticated automation systems
required to manage sharply increasing
volumes of data. Merit pay, new com-
pensation initiatives, promotions and
reclassifications, higher benefit costs, a
lower projected number of vacancies
in certain divisions, and increased usage
of contractual support for continuity
of operations increased the budget
requirement.

Approximately three-fourths of the
Board's operating expenses are for
personnel; consequently, analysis of
trends is heavily tied to staffing levels.
From 1992 to 2003, the number of
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Chart 2.1

Operating Expenses of the
Board of Governors, 1992—-2003

Chart 2.2

Expenses for Personnel Services
at the Board of Governors, 1992—2003

Millions of dollars

_ ¢s— 225
— 200

’/
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1992 dollarst
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1992 1997 2002
Millions of dollars
Year

Current dollars 1992 dollarst
1992 ............ 122.8 122.8
1993 ...l 136.3 132.8
1994 ............ 140.7 1339
1995 ............ 151.2 140.4
1996 ............ 162.7 148.2
1997 ...l 163.3 146.1
1998 ............ 171.7 151.7
1999 ............ 1735 151.4
2000 ........... 182.5 156.1
2001 ............ 2109 176.6
2002 ............ 216.9 1779
2003 ...l 238.1 191.2

NotE. For 2001, estimated; for 2002-03, budgeted.
Excludes the Office of Inspector General and extraor-
dinary items. The annual values for 1998-2003 are the
approximate calendar-year figures contained within the
respective two-year budgets.

1. Calculated with the GDP price deflator.

authorized positions for Board opera
tions rose from 1,668 to 1,741, a net
increase of 73, or 4.4 percent. Reflecting
the growing complexity of the Board's
work, the average grade for professional
staff rose from 25 to 26.

Changes in banking, frequently asso-
ciated with automation enhancements,
increased the complexity of safety and
soundness supervisory activities. To
adequately perform these activities, and
to increase attention to consumer issues,
including collection and analysis of
data collected under the Home Mort-
gage Disclosure Act and Community

Millions of dollars

— L4
’ 175

_’
— Current dollars ,©~ 150
’

.
’
’
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7’

1992 dollars __ g

Lo
1992 1997 2002

NoTE. See notes to chart 2.1.

Reinvestment Act, a net of thirty-four
positions were added. (Many positions
associated with lower-priority work were
eliminated to offset the cost of the new
work.) The increasing complexity of
monetary policy issues resulted in an
increase of twenty-five positions. Over-
sight of Reserve Bank operations became
more complex resulting in an increase of
nineteen positions. Finally, anet decrease
of five administrative and support posi-
tionsresulted from the Board' s efforts to
outsource where feasible; without these
efforts, the number of administrative and
support positions would have increased

Chart 2.3

Expenses for Goods and Services
at the Board of Governors, 1992—2003

Millions of dollars

Current dollars,/' -

— T s
1992 dollars

— 30

1997

1992

NotE. See notes to chart 2.1.
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Chart 2.4
Annua Change in Operating Expenses
of the Board of Governors, 1992—2003

Chart 2.5

Employment and Authorized Positions
at the Board of Governors, 1992—2003

Percent

1992

1997

Norte. Year-end data. See also general note to chart 2.1.

because of enhanced security and the
acquisition of new office space.

While the number of positions at the
Board has fluctuated during the 1992—
2003 period, the salary budget (not
including retirement and insurance
benefits) has remained relatively stable
at roughly 64 percent of operating
expenses. The portion of operating
expenses devoted to retirement and
insurance has increased approximately
1 percentage point over the period as
a result of administrative actions to
enhance health insurance and other
benefits.

The Board experienced an average
annual percentage increase in expenses
for goods and services of 6.5 percent
over the 1992-2003 period. The larg-
est contributor to this increase was a
12.9 percent annua rate of increase in
the contractual professional services
account because of outsourcing tasks
such as security, IT services, and facili-
ties support. Increases in the complex-
ity of the Board's work resulted in
additional data purchases and training
requests. Partially offsetting the overall
increase is a significant decrease in
rental costs because of the year-end
2001 acquisition of a building previ-
oudly rented by the Board.

Thousands

Authorized positions

7/_/\ - L
—-
-
, Employment P — 1B

_ — 15
T Y O A
1992 1997 2002

Year Employment Ap"gg?i%iid

1992 ...l 1,563 1,639

1993 ............ 1,636 1,664

1994 ............ 1,635 1,664

1995 ............ 1,644 1,665

1996 ............ 1,686 1712

1997 ...l 1,638 1,713

1998 ............ 1,629 1,694

1999 ............ 1,600 1,680

2000 1,568 1,668

1,599 1,668
1,631 1,681
1,631 1,681

NotEe. Year-end data Excludes summer intern and
youth positions as well as positions for the Office of
Inspector General. These positions number 60 for 2002
and 2003. Includes positions that provide support to the
Federal Financia Institutions Examination Council for
processing data collected under the Home Mortgage
Disclosure Act and the Community Reinvestment Act.

Extraordinary Items

The Board' s extraordinary items budget
for 2002-03 provides funds of $1.5 mil-
lion for the Survey of Consumer
Finances ($0.7 million) and the Survey
of Small Business Finances ($0.8 mil-
lion). These surveys will improve the
quality of economic data produced by
the Board by gathering information on
the economic behavior of U.S. house-
holds and the financial heath of U.S.
firms. Data collection for the 2001 Sur-
vey of Consumer Finances was com-
pleted at the beginning of December
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2001, and data processing will acceler-
ate in 2002. Final data will not be com-
pleted until 2002, though preliminary
data are expected to be available earlier.
A summary article on the survey is
scheduled to be published in the January
2003 Federal Reserve Bulletin, and a
version of the survey data will be
released to the public shortly thereafter.
Preparations for the 2004 Survey of
Consumer Finances are expected to be
under way no later than the first quarter
of 2003. The survey instrument will be
reprogrammed, requiring the generation
of highly detailed specifications and the
development of a new data management
protocol. The last half of 2003 will see
increasingly intensive testing of the
instrument, development of materials
to support data collection, preliminary
sample design work, and a full pretest
of operations. The staff expects to start
interviewing for the 2004 survey in
spring 2003.

Work on the Survey of Small Busi-
ness Finances during the second half
of 2002 will involve canvassing Board
staff, academics, and other researchers
to help determine the content of the

2003 survey. By the first quarter of
2003, survey staff will write amemoran-
dum for the Board with recommen-
dations regarding the 2003 survey.
Survey staff will also develop a state-
ment of work with arequest for proposal
expected to be issued around May or
June 2003. Following the evaluation of
proposals, a contract will be awarded
during the fourth quarter of 2003. Work
should begin in the fourth quarter of
2003, and fieldwork (which is the
portion of the contract with the largest
expenditures) will not begin until about
April 2004.

Office of Inspector General

The 2002-03 budget of $7.8 million for
the Office of Inspector General (OIG)
is separate from the Board's. The OIG’s
budget is prepared in a manner that
is administratively consistent with the
preparation of the Board's operating
budget. In conformance with the statu-
tory independence of the office, the OIG
presents its budget directly to the Chair-
man of the Board of Governors for
consideration by the Board. .
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Chapter 2
Board of Governors

Biennially, the Board of Governors and
its senior staff undertake a planning pro-
cess that results in a strategic plan for the
next four years and a budget for the next
two years. The revised 2002-03 budget
for the Board consists of $466.0 million
for operations, $1.5 million for extraor-
dinary items (projects of a unique nature),
and $7.8 million for the Office of Inspec-
tor General. The Board has authorized
1,884 staff positions for operational
areas and 29 positions for the Office of
Inspector General; no positions are
required for the extraordinary items.

Planning | ssues

In developing the 2002-03 plan, the
Board identified the following issues.

» Management and staffing. Emphasis
will be placed on recruitment, reten-
tion, management-succession plan-
ning, and organizational structure.

» Board organization. Acomprehensive
review of Reserve Bank oversight
activities, including a reexamination of
the legal requirements for oversight,
could result in a more efficient, effec-
tive, and consistent approach.

 Information technology. Areexamina-
tion of information technology items
allowed spending in that area to be
held at current levels.

» Physical plant. The 2001 purchase of
anew building will significantly lower
costs for office space.

» External and internal factors. The
Board and its staff stand ready to ad-
just priorities as necessary to deal with
economic events and their effects on
monetary, supervisory, and regulatory
policymaking.

Major Initiatives

To address these major planning issues,
the budget includes the following major
initiatives and projects for the 2002-03
period.

 Attraction and retention of staff. Ini-
tiatives to improve the Board’s ability
to attract and retain staff include the
variable-pay program for economists,
attorneys, and officers; an increase in
the employee cash award program; a
4.6 percent merit increase for 2002;
and a 4.0 percent merit increase for
2003.

» Employee benefits. A major increase
in health insurance rates is being
funded, as are initiatives to increase
the transportation subsidy, increase the
Board match for deferred compensa-
tion, and fund costs associated with the
revised leave policy.

» Workload. New positions and a reduc-
tion in the number of vacant positions
in specific divisions in response to
increased workloads, new security
concerns, and implementation of the
compensation initiatives will all affect
salary liability.

» Information technology. Central IT
support was funded at the current level,
except for increases to enhance disas-
ter recovery.

 Physical plant. In line with the Board’s
earlier strategic plan, a building pur-
chased in 2001 has significantly
reduced the net operating cost for of-
fice space in this budget. Capital
investments are planned for the
Board’s facilities as discussed below,
in the section on the capital budget.
Noncapital improvements are also
planned for the facilities.



2003

12 Annual Report: Budget Review, 2003

Ramifications of the September
11 Terrorist Attacks

After the terrorist attacks on September
11, but before the approval of the 2002—
03 budget, the projects and initiatives
listed below, totaling $13.8 million, were
funded in the 2002-03 budget.

» Enhanced capacity Boardwide for
disaster recovery, including reducing
the time to resume normal operations
at remote sites and increasing the
amount of information and the num-
ber of systems supported at those sites

* Initiatives to enhance physical secu-
rity, including adding security staff;
using bomb-sniffing dogs for greater
perimeter security; using contractual
support for off-site mail processing;
and other, less visible, measures

» Additional staff in the Division of
Reserve Bank Operations and Pay-
ment Systems to focus on system
security issues in response to new ter-
rorism-related legislation, and a new
section (including new staff) to focus
on private-sector clearance and settle-
ment systems to increase the Board’s
understanding and competence in this
area

» Two positions in Banking Supervision
and Regulation, in response to new
terrorism-related legislation, to focus
on money laundering and financial
transactions associated with terrorist
activity

* Four positions in the Office of the Staff
Director for Management to improve
the planning and coordination of con-
tingency operations and to act as a
liaison with the new Office of Home-
land Security

After further review, in July of 2002,
$11.0 million was added to the budget for
the following:

» A restructuring and enhancement of
the Board’s uniformed security force,
which involved the addition of 98

positions, to strengthen the security
provided to Board staff and premises
and to implement changes according
to the newly approved federal law
enforcement authority of Board secu-
rity officers

» Developing a contractual arrangement
with private vendors for an off-site
mail-processing operation to screen all
mail and packages before delivery to
Board premises in order to lessen the
chances for the introduction of chemi-
cal, biological, radiological, or explo-
sive materials into Board buildings

Operations Budget by
Operational Area

The Board’s operations budget supports
four broadly defined operational areas:
monetary and economic policy, supervi-
sion and regulation, services to financial
institutions and the public, and System
policy direction and oversight (tables 2.1
and 2.2).

The largest increase in expenses is in
the security portions (both information
and physical) of overhead, which is
spread, in proportion to direct expenses,
among the four operational areas. This
increase does not directly enhance the
efficiency or effectiveness of current
Board operations, but it is necessary given
the threats that the nation and the Board
are now facing.

Monetary and Economic Policy

The 2002-03 revised budget for monetary
and economic policy is $186.9 million,
an increase of $23.4 million, or an aver-
age of 6.9 percent per year, from the
2000-01 actuals. Activities in this opera-
tional area include the Board’s monitor-
ing and analysis of developments in the
money and credit markets, the setting of
reserve requirements, the approval of
changes in the discount rate, and other
activities related to managing the nation’s
monetary policy.



2003

Board of Governors 13

Table 2.1

Expenses of the Board of Governors for Operational Areas, Extraordinary Items, and
Office of Inspector General, 2000-01 and 2002-03

Thousands of dollars except as noted

Average annual
percent change
Operational area, . . 2002-03
extraordinary items, or (ggggetgﬁ) ffgﬂa% (revised 2000-01 2002-03
Office of Inspector General budget) actuals revised budget
compared with | compared with
2000-01 2000-01
budgeted actuals
Monetary and economic policy . 161,863 163,521 186,886 0.5 6.9
Supervision and regulation ........ 156,664 154,157 191,225 -0.8 11.4
Services to financial institutions
and the public .......cccoovviienns 8,892 8,500 9,233 -2.2 4.2
System policy direction and
OVErSIght ..o 63,780 61,482 78,644 -1.8 13.1
Total, Board operations........... 391,199 387,660 465,988 -0.5 9.6
Extraordinary items ...........coco.... 7,847 8,392 1,500 3.4 -57.7
Office of Inspector General ....... 6,617 6,322 7,757 -2.3 10.8

Norte. Operating expenses reflect all redistributions for
support and allocations for overhead, and they exclude

Besides the additional funding for com-
pensation initiatives, programmatic
increases in this area will cover the
acquisition of additional data to assist
staff in their responsibilities. These data
relate to capital risk, retail banking fees
and services, global financial markets,
and consumer credit.

Supervision and Regulation

The 2002-03 revised budget for super-
vision and regulation is $191.2 million,
an increase of $37.1 million, or an aver-
age of 11.4 percent per year, from the
2000-01 actuals. Activities in this area
include working with other federal and
state financial authorities to ensure safety
and soundness in the operation of finan-
cial institutions, stability in the financial
markets, and fair and equitable treatment
of consumers in their financial transac-
tions. The 2002-03 budgetary increases
will enhance supervisory activities such
as monitoring, inspecting, and examining
banking organizations to assess their con-
dition and their compliance with relevant

capital outlays. Components may not sum to totals and
may not yield percentages shown because of rounding.

laws and regulations. Program increases
include funding for seven positions
added in late 2000, greater focus on
money-laundering activities, international
training and assistance to foreign govern-
ments, and a review of regulations and
policies related to consumer protection.
As risks to the financial sector grow, the
staff will need to spend more time on bank
examinations and monitoring under the
risk-based supervision model imple-
mented over the past few years.

Services to Financial Institutions
and the Public

The 2002-03 revised budget for oversight
of Reserve Bank services to financial
institutions and the public is $9.2 million,
an increase of $0.7 million, or an aver-
age of 4.2 percent per year, over the
2000-01 actuals. This operational area
provides support to and oversight of the
Federal Reserve Banks, including evalu-
ation of service strategies, pricing, per-
formance, risks, and service and product
design of the check-collection, automated
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Table 2.2

Positions Authorized at the Board of Governors for Operational Areas,
Support and Overhead, and Office of Inspector General, 2000-03

Thousands of dollars except as noted

Average annual
percent change
Operational area, . _ 2002-03
extraordinary items, or (gggoetgﬁ) ffgﬂa% (revised 2000-01 2002-03
Office of Inspector General 9 budget) actuals revised budget
compared with| compared with
2000-01 2000-01
budgeted actuals

Monetary and economic policy .. 433 433 430 0.0 -0.3
Supervision and regulation ......... 381 372 377 -1.2 0.7
Services to financial institutions

and the public ........ccccoovennee 22 24 24 4.4 0.0
System policy direction and

OVErSIGNt ..o 163 157 168 -1.9 3.4
Support and overhead® ................ 691 734 858 3.1 8.1

Subtotal ..o 1,690 1,720 1,857 0.9 3.9

Reimbursable IT support? ........... 25 25 27 0.0 3.9
Total, Board operations............ 1,715 1,745 1,884 0.9 3.9
Extraordinary items ..............c...... Ce Ce . . .
Office of Inspector General ........ 29 29 29 0.0 0.0

1. Includes positions for seventeen youths, ten worker
trainees, and four summer interns.

2. Positions in the Division of Information Technol-
ogy that provide support to the Federal Financial Institu-

clearinghouse, net settlement, currency
and coin, and funds and securities trans-
fer activities of the Reserve Banks; over-
sight of the electronic payments mecha-
nism; and annual evaluation of the
Federal Reserve System’s currency, coin,
and food-coupon operations. Costs asso-
ciated with these programs will decline
slightly during the next biennium because
of the realization of savings from previ-
ous initiatives.

System Policy Direction and
Oversight

The 2002-03 revised budget for System
policy direction and oversight is $78.6
million, an increase of $17.2 million, or
an average of 13.1 percent per year, from
the 2000-01 actuals. This operational

tions Examination Council for processing data collected
under the Home Mortgage Disclosure Act and the Com-
munity Reinvestment Act.

area covers oversight and direction of
Board and Reserve Bank programs, with
the exception of those mentioned under
“Services to Financial Institutions and the
Public,” above. The area includes pro-
grams that directly support Board mem-
bers in carrying out functions such as
communicating with the Congress and the
public, and oversight of significant sup-
port activities at the Reserve Banks, such
as finance, human resources, audit, and
information technology.

Major program changes in this area
include greater focus on security and
contingency planning Systemwide and
a new section to provide staff expertise
on private-sector clearance and settle-
ment systems. Fewer vacancies and an
enhanced communication program are
also responsible for the substantial
increase.
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Capital Budget

The Board’s 2002-03 capital budget is
$29.9 million. This is $12.7 million over
the 2000-01 capital expenses of $17.2
million, most of which was spent on the
Eccles Building Infrastructure Enhance-
ment Project (EBIEP). Of the 2002-03
total, $19.8 million supports continued
improvements in office automation and
major upgrades to the information infra-
structure. Funds are also provided for the
maintenance and upkeep of the Eccles and
Martin Buildings. Major facility projects
include the purchase of an emergency
generator, replacement of the Eccles
Building roof, upgrades to security at
building entrances, and a design and fea-
sibility study for a major renovation of
the Martin Building.

An additional $3.3 million has been
budgeted for projects resulting from the
September 11 terrorist attacks, including
substantial improvements to informa-
tion disaster recovery systems and
expansion of the scope of the building
entrance security upgrade project already
scheduled.

The EBIEP will be completed during
the 2002-03 budget period. Because of
the phased nature of the project, which
began in July 1999, the amount budgeted,
$3.5 million, is $8.3 million less than the
amount provided during the 2000-01
budget period.

The remaining $3.3 million of the capi-
tal budget is for projects associated with
the improvements of the newly acquired
building.

Positions

For the 2002-03 biennium, a net of 139
positions were added to the Board’s num-
ber of authorized positions, bringing the
total to 1,884 (see appendix D, table D.2).
A net increase of four positions was
authorized for the Division of Consumer
and Community Affairs to eliminate four

long-term dual occupancies. Nine posi-
tions were added to the Division of
Reserve Bank Operations and Payment
Systems and two positions to the Man-
agement Division in response to increased
workload. Small, offsetting position
adjustments were made in many divisions
where efficiencies and workload factors
made such changes possible.

In response to September 11, 120
positions were added. These positions
are necessary to increase the Board’s
physical security, provide additional
resources for antiterrorism and anti-
money-laundering activities, and increase
the Board’s expertise in private-sector
clearing and settlement systems.

2000-01 Budget Performance

Board operating expenses increased
by $42.4 million (12.3 percent) from
1998-99 to 2000-01. Personnel-related
expenses increased by $27.5 million (10.7
percent), while expenses for goods and
services increased by $15.6 million
(14.9 percent). Income increased by
$0.7 million (4.2 percent). Final expenses
for Board operations were $387.7 million,
or $3.5 million (0.9 percent) less than
budgeted.

The increase in personnel-related
expenses (salaries, retirement, and insur-
ance) is attributable to the merit pay
increases (3.5 percent in 1999, 4.9 per-
cent in 2000, and 4.7 percent in 2001),
the new variable-pay program and
increased cash award programs, and sig-
nificant increases in retirement and insur-
ance costs. Health insurance costs
increased by $3.8 million (32.0 percent),
and retirement costs increased by $1.8
million (17.5 percent).

Average employment during the 2000—
01 biennium was 1,610—18 employees
(1.1 percent) lower than the 1998-99
average of 1,628. At biennium-end, the
Board had 1,650 employees, the highest
level of the biennium. The increase in
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employment toward period-end was con-
centrated in the oversight area (aggres-
sive hiring in the Division of Reserve
Bank Operations and Payment Systems)
and support area (security and facility
operations). In the 2000-01 timeframe,
there is little change in employment pat-
terns in the three research divisions,
where the variable-pay program for
economists was implemented to increase
recruiting and retention.

The largest contributing factor in the
increase in the goods and services areas
was a shifting of information technology
resources from the Century Date Change
(CDC) Project, which took place during
the 1998-99 cycle, to backlogged proj-
ects in the divisions, which were worked
on during the 2000-01 cycle. Because the
charges for IT resources used by the CDC
are in the extraordinary-items budget, the
Board’s operating costs increased as those
resources shifted to the divisions.

Increases in the contractual profes-
sional services area are the second-
largest factor in the overall increase in the
goods and services area over the pervi-
ous period. This growth primarily resulted
from additional security requirements
following September 11. Additional
increases were the result of more use of
outside computer services by the
Division of Banking Supervision and
Regulation, growth in the amount of and
cost of data acquired from third parties,
and additional contractor support in the
Human Resources Function of the Man-
agement Division. Partially offsetting
decreases in the contractual professional
services area resulted from elimination of
charges associated with the Resource
Shared Applications and reduced use of
contractor support by the Division of
Information Technology.

Trendsin Expensesand
Employment

The rate of increase within the 2002-03
budget is 9.6 percent per year. Largely

Chart 2.1

Operating Expenses of the
Board of Governors, 1992-2003
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Year
Current dollars 1992 dollars!
122.8 122.8
136.3 132.8
140.7 133.9
151.2 140.4
162.7 148.2
163.3 146.1
171.7 151.7
1735 151.4
182.5 156.1
210.9 176.6
216.9 177.9
238.1 191.2

Note. For 2001, actuals; for 2002-03, budgeted.
Excludes the Office of Inspector General and extraordi-
nary items. The annual values for 1998-2003 are the
approximate calendar-year figures contained within the
respective two-year budgets.

1. Calculated with the GDP price deflator.

because of security enhancements and
merit pay initiatives, this is higher than
the projected 6.2 percent average annual
rate of increase from the 1992-93 period
to the 200203 period (charts 2.1 through
2.4). The increase over this ten-year
period is mainly attributable to the
increasing complexity of Board work.
This increased complexity required a net
increase in positions and higher average
grades, higher salary and benefit costs,
and increasingly sophisticated automation
systems to manage sharply increasing vol-
umes of data. Merit pay, new compen-
sation initiatives, promotions and reclas-
sifications, higher benefit costs, a lower
projected number of vacancies in certain
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Chart 2.2

Expenses for Personnel Services at the
Board of Governors, 1992-2003

Chart 2.4

Employment and Authorized Positions at
the Board of Governors, 1992-2003
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Note. See notes to chart 2.1.

divisions, and increased use of contrac-
tual support for continuity of operations
increased the budget.

Approximately three-fourths of the
Board’s operating expenses are for per-
sonnel; consequently, analysis of trends
is heavily tied to staffing levels. From
1992 to 2003, the number of authorized
positions for Board operations rose from
1,639 to 1,853, a net increase of 185, or
11.3 percent. A large part of this increase
in positions is for new security precau-
tions. Reflecting the growing complexity
of the Board’s work, the average grade
for professional staff rose from 25 to 26.

During the 10-year period, changes in
banking, frequently associated with
automation enhancements, increased the

Chart 2.3

Expenses for Goods and Services of the
Board of Governors, 1992-2003
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1,563 1,639

1,636 1,664

1,635 1,664

1,664 1,665

1,686 1,712

1,638 1,713

1,629 1,694

1,600 1,680

1,593 1,692

1,639 1,714

1,687 1,853

1,687 1,853

Norte. Year-end data. Excludes summer intern, worker
trainee, and youth positions as well as positions for the
Office of Inspector General. These positions number 60
for 2002 and 2003. Includes positions that provide sup-
port to the Federal Financial Institutions Examination
Council for processing data collected under the Home
Mortgage Disclosure Act and the Community Reinvest-
ment Act.

complexity of safety-and-soundness
supervisory activities. To adequately per-
form these activities, and to increase
attention to consumer issues, including
collection and analysis of data collected
under the Home Mortgage Disclosure Act
and Community Reinvestment Act, a net
of thirty-four positions were added.
(Many positions associated with lower-
priority work were eliminated to offset
the cost of the new work.) The increas-
ing complexity of monetary policy issues
resulted in an increase of twenty-five
positions. Substantial change has
occurred in the overall Reserve Bank en-
vironment, including numerous opera-
tional consolidations and related changes
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to the governance process. As a result of
these changes, as well as increased inter-
est in private-sector companies important
to the nation’s financial infrastructure,
nineteen positions were added. Finally, a
net decrease of five administrative and
support positions resulted from the
Board’s efforts to outsource where fea-
sible; without these efforts, the number
of administrative and support positions
would have increased because of en-
hanced security and the acquisition of
new office space.

While the number of positions at the
Board has fluctuated during the 1992—
2003 period, the salary budget (not
including retirement and insurance ben-
efits) has remained relatively stable at
roughly 64 percent of operating expenses.
The portion of operating expenses
devoted to retirement and insurance has
increased approximately 1 percentage
point over the period as a result of
administrative actions to enhance health
insurance and other benefits.

The Board experienced an average
annual percentage increase in expenses
for goods and services of 6.4 percent over
the 1992-2003 period. The largest con-
tributor to this increase was a 12.9 per-
cent annual increase in the contractual
professional services account resulting
from outsourcing tasks such as security,
IT services, and facilities support.
Increases in the complexity of the
Board’s work resulted in additional
data purchases and training requests.
Partially offsetting the overall increase
was a significant decrease in rental costs
because of the year-end 2001 acquisition
of a building previously rented by the
Board.

Survey Expenses

The Board’s extraordinary-items budget
for 2002-03 provides funds of $1.5 mil-
lion for the Survey of Small Business
Finances ($0.8 million) and the Survey
of Consumer Finances ($0.7 million).
These surveys will improve the quality
of economic data produced by the Board
by gathering information on the economic
behavior of U.S. households and the
financial health of U.S. firms. A summary
article on the survey of consumer finan-
ces is scheduled to be published in
the January 2003 Federal Reserve Bulle-
tin, and a version of the survey data
will be released to the public shortly
there-after. Preparations for the 2004
Survey of Consumer Finances are
expected to be underway the first quarter
of 2003.

During the course of 2003, Small Busi-
ness Finances survey staff will make a
recommendation to the Board, issue a
request for proposal, and award a con-
tract. Field work will not begin until about
April 2004.

Office of Inspector General

The 2002-03 budget of $7.8 million for
the Office of Inspector General (OIG) is
separate from the Board’s. The OIG’s
budget is prepared in a manner that is
administratively consistent with the
preparation of the Board’s operating bud-
get. In conformance with the statutory
independence of the office, the OIG pre-
sents its budget directly to the Chairman
of the Board of Governors for consider-
ation by the Board. .
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Chapter 2
Board of Governors

Every two years, the Board and its senior
staff undertake a process that produces a
four-year strategic plan and a biennial
budget. For the 2004—07 planning period
and the 2004-05 budget period, the Com-
mittee on Board Affairs, assisted by a
senior-level Staff Planning Group (SPG)
and staff in the Program Analysis and
Budget Section of the Management
Division, guided the process. The 2004—
05 budget for the Board consists of
$528.6 million for operations, $10.0 mil-
lion for extraordinary items (projects of
aunique nature), and $8.5 million for the
Office of Inspector General. The Board
has authorized 1,895 staff positions and
31 positions for the Office of Inspector
General; no positions are required for the
extraordinary items.

Planning | ssues

The Staff Planning Group reviewed the
planning materials submitted by the
Board’s divisions and offices and identi-
fied the following major issues that will
have Boardwide impact over the planning
period:

» strategic human resource issues,
including support for efforts to attract
and retain highly qualified staff

« information technology initiatives that
provide the public with improved
access to Board data and information

* legislation and support for initiatives,
such as Basel Il

* physical and information security and
continuity of operations

* investments in facilities

These issues are reflected in the
resource-allocation decisions of the Com-
mittee on Board Affairs that are the basis

of the approved budget. They will also
serve as the basis for the 2004-05 per-
formance plan prepared as part of the
Board’s voluntary compliance with the
Government Performance and Results
Act.

Major Initiatives

To address these major planning issues,
the approved budget includes the follow-
ing initiatives and projects for the 2004—
05 period.

 Attract and retain staff. Initiatives to
improve the Board’s ability to attract
and retain staff include the variable-
pay program for economists, attorneys,
and officers; a 4.1 percent merit
increase for 2004 and a placeholder
of 3.5 percent for the 2005 merit
increase; and actions to enhance
productivity and meet new require-
ments, such as improved information
technology equipment, access to
enhanced data sets, and a slight
increase in staffing to assist with cur-
rent analysis.

* Information technology (IT). Funding
is provided for the Board to comply
with e-government initiatives such as
improved public access to data, infor-
mation security, and section 508
compliance.

» Workload. A small increase in the num-
ber of positions, a reallocation of
positions to meet higher-priority
requirements, and the filling of a num-
ber of vacant positions are necessary
in order to comply with new laws that
affect Board operations, such as the
Federal Information Security Manage-
ment Act, to fulfill expanded supervi-
sory responsibilities under the
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Sarbanes-Oxley Act, and to prepare for
Basel 11 and other key initiatives.

* Security and continuity of operations.
Funding to hire and train armed secu-
rity staff authorized during the 2002—
03 biennium, and other actions to
enhance employee safety and the
Board’s ability to operate in a contin-
gency environment, added signifi-
cantly to the budget.

 Facilities. In line with the Board’s stra-
tegic plan, capital investments are
planned for the three Board facilities,
as discussed below in the section on
the capital budget. Additional non-
capital improvements are also planned
at all three facilities.

Areas of Risk

Despite a careful and coordinated plan-
ning effort, future developments such as
the following could require resources
beyond what is currently approved:

» a merit increase greater than the 3.5
percent for 2005

Table 2.1

* significant changes in or shocks to the
economy or the financial system that
create a material increase in workload

* additional terrorist activity resulting
in more security and contingency
requirements

 adecision to fund a major Systemwide
supervisory technology initiative such
as the Shared National Credit Program

* increased workload created by laws or
decisions to expand or modify central
bank operations

» changes to the position-vacancy-rate
assumptions used in developing the
salary budget and a need for more
office space if the staff increases

Operations Budget by
Operational Areas

The Board’s operations budget supports
four broadly defined operational areas:
monetary and economic policy, supervi-
sion and regulation, services to financial
institutions and the public, and Federal
Reserve System policy direction and
oversight (tables 2.1 and 2.2). The fol-

Expenses of the Board of Governors for Operational Areas, Extraordinary Items, and

Office of Inspector General, 2002—-05

Thousands of dollars, except as noted

Average annual
percent change
Operational area,
extraordinary items, or 2002-03 2002-03 2004-05 2002-03 2004-05
Office of Inspector General (budgeted) (estimated) (budgeted) estimated budgeted
compared with | compared with
2002-03 2002-03
budgeted estimated
Monetary and economic policy .. 190,057 190,057 210,168 0.0 5.2
Supervision and regulation ......... 195,354 195,354 221,060 0.0 6.4
Services to financial institutions
and the public .........cccooevnee. 9,045 9,045 10,299 0.0 6.7
System policy direction and
OVErSIgt ..o 77,696 77,696 87,043 0.0 5.8
Total, Board operations............ 472,152 472,152 528,570 0.0 5.8
Extraordinary items 1,500 1,560 10,000 2.0 153.2
Office of Inspector General 7,757 7,751 8,533 0.0 4.9

Norte. Operating expenses reflect all redistributions for
support and allocations for overhead, and they exclude

capital outlays. Components may not sum to totals and
may not yield percentages shown because of rounding.
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lowing is a summary discussion of the
resources, including support and over-
head, budgeted for each area for 2004—
05.

Monetary and Economic Policy

The 2004-05 budget for the monetary and
economic policy function is $210.2 mil-
lion, an increase of $20.1 million, or an
average of 5.2 percent per year. Activi-
ties in this operational area include the
Board’s monitoring and analysis of
developments in the money and credit
markets, the setting of reserve require-
ments, the approval of changes in the dis-
count rate, and other activities related to
managing the nation’s monetary policy.
Besides the additional funding for com-
pensation initiatives, increases in this area

Table 2.2

will cover the acquisition of additional
data to assist staff. These data relate to
credit risk, retail banking fees and ser-
vices, global financial markets, and con-
sumer credit.

Supervision and Regulation

The 2004-05 budget for the supervision
and regulation function is $221.1 million,
an increase of $25.7 million, or an aver-
age of 6.4 percent per year.

Activities in this area include working
with other federal and state financial
authorities to ensure safety and soundness
in the operation of financial institutions,
stability in the financial markets, devel-
opment of guidance related to regulatory
capital and risk management, and fair and
equitable treatment of consumers in their

Positions Authorized at the Board of Governors, by Operational Areas,
Support and Overhead, and Office of Inspector General, 2002-05

Thousands of dollars, except as noted

Annual average
percent change
Operational area,
extra%rdinary items, or 2002-03 2002-03 2004-05 2002-03 2004-05
Office of Inspector General (budgeted) (estimated) (budgeted) estimated budgeted
compared with | compared with
2002-03 2002-03
budgeted estimated
Monetary and economic policy .. 433 430 426 -0.3 -0.5
Supervision and regulation ......... 381 384 385 0.4 0.1
Services to financial institutions
and the public ..........ccoooeee. 22 24 24 4.4 0.0
System policy direction and
OVErSIgNt ..o 163 168 173 15 15
Support and overhead* ................ 691 860 860 11.6 0.0
SUBLOtal ... 1,690 1,866 1,868 5.1 0.0
Reimbursable IRM support? ....... 25 27 27 0.0 3.9
Total, Board operations............ 1,715 1,893 1,895 5.1 0.1
Extraordinary items ..............c...... Ce . . . .
Office of Inspector General ........ 29 31 31 34 0.0

1. Includes seventeen youth positions, ten worker
trainee positions, and four summer intern positions.

2. Positions in the Division of Information Technol-
ogy that provide support to the Federal Financial Institu-

tions Examination Council for processing data collected
under the Home Mortgage Disclosure Act and the Com-
munity Reinvestment Act.
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financial transactions. The 2004-05 bud-
getary increases will enhance supervisory
activities such as monitoring, inspecting,
and examining banking organizations to
assess their condition and their compli-
ance with relevant laws and regulations
as well as the development of supervi-
sory guidance that addresses an increas-
ingly complex financial environment and
risk-management techniques. Program-
matic increases include funding for posi-
tions added in late 2003, greater focus on
money-laundering activities, the develop-
ment of a revised international capital
accord, international training and assis-
tance to foreign governments, and a
review of regulations and policies related
to consumer protection. As risk-manage-
ment processes and financial transactions
become increasingly complex, staff will
need to spend more time on complex bank
examinations, monitoring new and inno-
vative risk-management practices and
ensuring that proper controls are in place
atall financial institutions under the Fed-
eral Reserve’s supervision.

Services to Financial Institutions
and the Public

The 2004-05 budget for oversight of
Reserve Bank services to financial insti-
tutions and the public is $10.3 million,
an increase of $1.3 million, or an aver-
age of 6.7 percent per year.

This increase, aside from compensa-
tion and security initiatives, is primarily
due to the development of the Cash Sta-
tistical Data System.

System Policy Direction and
Oversight

The 2004-05 budget for System policy
direction and oversight is $87.0 million,
an increase of $9.3 million, or an aver-
age increase of 5.8 percent per year.
This increase, aside from compensa-
tion initiatives, is due to the continued

focus on security and contingency
planning.

Capital Budget

The Board’s 2004-05 capital budget is
$28.5 million. Of this total, $15.8 mil-
lion is for continued security enhance-
ments and major building projects.
Major facility projects include perimeter
security enhancements, a fire sprinkler
system, design for a Martin Building
renovation, building security and office
reconfigurations, and a new access con-
trol system to improve monitoring of
individuals entering Board facilities.
Information technology projects,

including server replacements, network
infrastructure, and data security enhance-
ments, will cost $4.6 million. Another
$6.8 million is for nonautomation projects
such as enhancements to the Board’s web
site and a new telephone system.

The remaining $1.3 million is for a new
mainframe, software, furniture, and other
miscellaneous items.

Positions

For the 2004-2005 budget period, staff-
ing requests resulted in a net increase of
two positions in the Board’s position
authorization, bringing the total to 1,895
positions (see appendix D, table D.2).
A net increase of seven positions was
approved in the Management Division for
five maintenance staff for the New York
facility purchased in 2001, one industrial
hygienist, and one construction assistant.
The Office of Board Members, Office
of the Secretary, Legal Division, and Spe-
cial Projects abolished seven positions.
Four positions were transferred to the
Office of Staff Director for Management
from the Information Center staff within
the Division of International Finance. The
Division of Consumer and Community
Affairs had a net increase of two policy-
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related positions, self-funded by reduc-
ing the level of current information tech-
nology resources.

2002-03 Budget Performance

During the 2002-03 budget period, the
operating budget increased by $17.2 mil-
lion (3.8 percent) largely due to increased
security costs after September 11, 2001.
Budgeted personnel-related expenses
increased by $8.6 million (2.5 percent),
while expenses for goods and services
increased by $7.5 million (5.6 percent).
Income decreased by $1.0 million (5.9
percent) due to renegotiated charges for
processing data collected under the
Home Mortgage Disclosure Act and less
usage of the mainframe by Federal
Reserve Banks. Final expenses for Board
operations are expected to be on target at
$472.2 million.

The increase in personnel-related
expenses was a result of the decision to
hire and develop a security staff that
meets rigorous federal law enforcement
standards, rather than continue to hire out-
side contractors. Although the in-house
security staff was supplemented with con-
tractors through part of the biennium, the
full staff has now been assembled.

Average employment during the 2002—
03 biennium was approximately 1,724,
which was 114 employees (7.0 percent)
higher than the 2000-01 average of 1,610.
These additions are related to the increase
in security staff. In addition, the variable-
pay program, which was created to
increase recruitment and retention of
economists, attorneys, and officers, has
been successful in decreasing turnover
and will continue as a Board program.

The largest contributing factor in the
increase in goods and services is contrac-
tual professional services for canine
screening teams and private security
guards to ensure the safety of Board
employees. Increases in telecommunica-
tions expenses are primarily associated

Chart 2.1

Operating Expenses of the
Board of Governors, 1994-2005
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with the contingency site established to
allow uninterrupted Board service to the
public in emergencies.

Trendsin Expenses and
Employment

The rate of increase within the 2004-05
budget is 5.8 percent per year, which is
less than the 6.3 percent projected aver-
age annual rate of increase since the
1994-95 biennium (chart 2.1). The
increase since the 1994-95 biennium is
mainly attributable to strategic human
capital initiatives and the increasing com-
plexity of Board work over this period.
This increased complexity required a net
increase in positions and higher average
grades, higher salaries, and increasingly
sophisticated automation systems to man-
age ever-increasing volumes of data.
More recently, the Board has experienced
sharply higher security and contingency
costs.

Approximately three-fourths of the
Board’s operating expenses are for per-
sonnel (chart 2.2); consequently, analy-
sis of trends is heavily tied to staffing lev-
els. From 1994 to 2005, the number of
authorized positions for Board operations
rose from 1,644 to 1,864, a net increase
of 221, or 13.4 percent (chart 2.3). How-
ever, a large part of this increase is for
enhanced security. Reflecting the grow-
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Chart 2.2

Expenses for Personnel Services at the
Board of Governors, 1994-2005
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ing complexity of the Board’s work, the
average grade for professional staff rose
from 25 to 26.

During the ten-year period, changes in
banking, many associated with operations
risk, increased the complexity of super-
visory safety-and-soundness activities. To
adequately perform these activities, and
to increase attention to consumer issues,
including collection and analysis of data
for the Home Mortgage Disclosure Act
and Community Reinvestment Act, a net
of thirty-four positions were added.
(Many positions associated with lower-

Chart 2.3

Employment and Authorized Positions at
the Board of Governors, 1994-2005
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NoTe. Year-end data. Excludes summer intern and
youth positions as well as positions for the Office of
Inspector General. These positions number 62 for 2004
and 2005. Includes positions that provide support to the
Federal Financial Institutions Examination Council for pro-
cessing data collected under the Home Mortgage Disclo-
sure Act and the Community Reinvestment Act.

priority work were eliminated to offset
part of the cost of the new work.) The
increasing complexity of monetary policy
issues resulted in an increase of twenty-
five positions.

There has been substantial change in
the overall Reserve Bank environment,
including numerous operational consoli-
dations and related changes to the gover-
nance process. As a result of these
changes, as well as the need to track pri-
vate-sector clearing and settlement orga-
nizations, nineteen positions were added.

Finally, a net decrease of five admin-
istrative and support positions resulted
from the Board’s efforts to outsource
where feasible. Without these efforts, the
number of administrative and support
positions would have increased because
of enhanced security and the purchase of
an office building to replace leased space.

While the number of positions at the
Board has fluctuated during the 1994-
2005 period, the salary budget (not
including retirement and insurance ben-
efits) has remained relatively constant at
roughly 63 percent of operating expenses.
The portion of operating expenses
devoted to retirement and insurance has
increased approximately one percentage
point over the period as a result of
administrative actions to enhance benefits
such as the Thrift Plan and because of
significant rate increases for health
insurance.

Over the 1994-2005 period, the aver-
age annual increase in expenses for goods
and services has been 6.4 percent (chart
2.4). The largest increase was in contrac-
tual professional services. This growth
resulted primarily from three factors:
(1) increased use of contracting services
in the divisions of Information Technol-
ogy, Management, and Banking Supervi-
sion and Regulation; (2) significant
increases in the amount and cost of data
acquired from third parties; and (3) pro-
curement of outside legal services. Par-
tially offsetting the overall increase is a
significant decrease in rental costs due to
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Chart 2.4

Operating Expenses of the
Board of Governors, 1994-2005
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the purchase of the New York Avenue
building.

Survey Expenses

The Board’s extraordinary items budget
for 2004-05 provides funds of $10.0 mil-
lion for the Survey of Small Business
Finances ($3.3 million) and the Survey
of Consumer Finances ($6.7 million).
These surveys, which gather information

on the economic behavior of U.S. house-
holds and the financial health of U.S.
firms, will improve the quality of eco-
nomic analysis produced by the Board. A
summary article on the Survey of Con-
sumer Finances is expected to be pub-
lished in the January 2006 Federal
Reserve Bulletin, and a version of the sur-
vey data will be released to the public
shortly thereafter. Preparations for the
2004 Survey of Consumer Finances have
been under way since 2003.

Office of Inspector General

The 2004-05 budget of $8.5 million for
the Office of Inspector General (OIG) is
separate from the Board’s budget. The
OIG’s budget is prepared in a manner that
is consistent with the preparation of the
Board’s operating budget. In confor-
mance with the statutory independence of
the office, the OIG presents its budget
directly to the Chairman of the Board of
Governors for consideration by the
Board. .



