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Appendix B 

Budget Processes 

This appendix surveys the budget 
processes of the Federal Reserve 
Board and Banks and explains PACS, 
an accounting system used by the 
Banks. 

The Budget and Control Process 
of the Board of Governors 
The Board involves all levels of its 
management in a planning, budget, 
and control process based on the cal-
endar year. The Administrative Gov-
ernor, under authority delegated by 
the Chairman, oversees the process to 
ensure that all elements are coordi-
nated, objectives are achieved, and 
duplication of effort is avoided. 

The Board places expenses and em-
ployment in four operational areas: 
economic and monetary policy, super-
vision and regulation of financial in-
stitutions, services to financial insti-
tutions and the public, and System 
policy direction and oversight. Costs 
for data processing are distributed to 
the four major areas according to 
usage. Expenses for other elements of 
support and overhead are allocated to 
the four areas in proportion to the 
share of direct cost attributable to 
each area. 

The Budget Schedule 

In the spring, each division at the 
Board reviews its current and future 
needs by obtaining guidance from 
functional oversight committees made 
up of Board Members, by participat-
ing in System planning sessions, and 
by conducting division planning ses-
sions. Division management lists 

events likely to affect the division's 
budget and estimates budget changes 
associated with those events. Simul-
taneously, the Office of the Control-
ler prepares a budget estimate based 
on the current level of operation, tak-
ing into account known or anticipated 
factors such as a general pay increase 
and changes in costs for retirement 
and for hospital and medical insur-
ance. The controller uses this projec-
tion of expenses, along with the esti-
mates from the other divisions and 
guidelines from the Board's oversight 
committees, to prepare estimates for 
a budget guideline. The Chairman and 
the Administrative Governor review 
the guideline before it is submitted to 
the Board in June. The guideline ap-
proved by the Board is used by the 
Board's divisions to develop their 
budgets. 

During the summer, the divisions 
prepare their objectives and budgets, 
which are reviewed first by the Board's 
Controller and Staff Director for 
Management and then by the appro-
priate functional oversight commit-
tees. These reviews often result in ad-
justments to division budgets. The 
Administrative Governor then ex-
amines the consolidated budget and 
discusses it with the Chairman. In 
early December the budget is present-
ed to the Board of Governors for ac-
tion at an open meeting. 

Treatment of Capital Expenditures 

Until 1985, the Board of Governors 
expensed purchases of all assets in the 
year of purchase. In 1985, the Board 
began capitalizing certain assets and 
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68 Budget Processes 

depreciating their value over appro-
priate time periods in accordance with 
generally accepted accounting prin-
ciples. This approach more closely 
aligns the cost of capital assets with 
their periods of service and is consis-
tent with the accounting practices fol-
lowed by the Reserve Banks. 

Financial Monitoring and Control 

Board expenses are monitored and re-
viewed throughout the budget year by 
all levels of Board management. To 
facilitate this process, each division 
constructs quarterly operating plans. 
Actual performance against budgeted 
targets is observed monthly by ad-
ministrative management, and quar-
terly reports are submitted to the 
Board. 

At midyear the Controller and the 
Staff Director for Management re-
view current expenses with each divi-
sion director, estimate expenses for 
the entire year, and submit the esti-
mate to the Board along with any rec-
ommendations for reallocations. The 
midyear review helps control current 
expenses and provides a baseline for 
analyzing budget requests. At the 
beginning of the next year, the Con-
troller and the Staff Director for 
Management present a comprehen-
sive report to the Board on the previ-
ous year's performance against bud-
get and operating goals. 

Assessments 

After the Board adopts its budget, the 
cash requirement for the first half of 
the year is estimated. The Adminis-
trative Governor reviews and ap-
proves this estimate in early January, 
and as provided by the Federal Re-
serve Act, the required amount is 
raised by an assessment on each of 

the Reserve Banks in proportion to its 
capital stock and surplus. The cash 
requirements for the second half of 
the year are estimated in June, and 
the second assessment is made in July. 
To minimize cash balances held by 
the Board, funds are transferred 
quarterly. 

The Budget and Control Process 
of the Federal Reserve Banks 
Like the Board, the Federal Reserve 
Banks use a calendar-year planning, 
budget, and control process to iden-
tify major goals and strategies, ap-
prove resources needed to achieve the 
goals, and monitor operating results 
and financial performance. 

The Planning and Control System 
In 1977, the Federal Reserve Banks 
implemented the Planning and Con-
trol System (PACS), an accounting 
and budgeting system that affords a 
review of expenses, an expense audit 
" t rai l , " and expense accountability 
and thus enables the Board of Gover-
nors to compare the financial and op-
erating performance of the Reserve 
Banks. 

The PACS offers a detailed analy-
sis of all services and activities. Costs 
are accumulated by major services 
(which are grouped in this document 
under the four primary operational 
areas previously described and under 
support and overhead—see the accom-
panying list). Support and overhead 
costs are fully allocated to the four 
operational areas. The PACS includes 
productivity statistics (primarily unit 
costs and items per employee-hour), 
"environmental" statistics (to clarify 
the differences among the Bank's op-
erating environments), and "quality" 
statistics (measures of performance.) 
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The PACS also allows for the sepa-
rate accounting and reporting of costs 
for projects outside routine activities 
and services. It serves as the funda-
mental cost accounting system for all 
the services provided by the Federal 
Reserve Banks, whether priced or 
nonpriced. 

Periodic audits by the Board 
through on-site reviews have con-
firmed compliance by the Reserve 
Banks with the PACS instructions 
and also with System guidelines set by 
the Board. Independent examinations 
—by the General Accounting Office 
of the Congress and by an outside 
public accounting firm—have deter-
mined that the PACS is an appropri-
ate and effective accounting mecha-
nism for the Federal Reserve. 

The Budget Process 

Planning for each year's Bank bud-
gets starts at the outset of the preced-
ing year, when the staff of the Board 
and the staffs of the Banks develop 
guidelines based on forecasts of 
changes in Bank workload and pro-
ductivity. These guidelines are then 
approved by the Board in the spring; 
they are separate from the guidelines, 
mentioned previously, for the Board's 
divisions. The annual budget objec-
tive follows these guidelines and is 
used by the Reserve Banks in develop-
ing plans and budgets. In addition, 
each year the Banks update a strategic 
directional statement for the next 
three years, prepared for use in plan-
ning for priced services. In the spring, 
the Banks develop their own goals, 
objectives, and strategies and begin 
their budget process. 

At each of the 12 Reserve Banks, 
the management of each department 
is expected to use a zero-base budget 
procedure whenever possible, espe-

cially for travel and training. During 
the summer, senior Bank officials re-
view departmental requests, and the 
President and First Vice President de-
cide which requests to recommend to 
the Bank's Board of Directors. The 
Bank's board acts on the budget, and 
in the fall the Board of Governors 
acts on fee schedules for priced services 
and on the Reserve Bank budgets. 

The Capital Budget Process 

Capital expenditures at the Banks are 
managed through the planning, bud-
geting, and control process. Each 
year the Banks evaluate their needs 
for buildings, automation equipment, 
furnishings, and land. In accordance 
with generally accepted accounting 
principles, depreciation of capital 
assets is included in the expenses of 
the Banks. All large capital expendi-
tures receive a thorough review sepa-
rate from the planning, budgeting, 
and control process. Acquisitions of 
mainframe computers and peripheral 
equipment costing more than a cer-
tain amount must be specifically ap-
proved by the Board of Governors. 

Technical staff at the Board review 
all proposals for capital acquisitions 
and make recommendations to the 
Director of the Division of Federal 
Reserve Bank Operations or to the 
Board of Governors, depending on 
the level of approval required. 

Review of Bank Budgets 
at the Board of Governors 

When Reserve Bank budgets are for-
warded to the Board in the fall, ana-
lysts review them and note System-
wide issues to be addressed during the 
budget review. The executive sum-
maries and the statements of objec-
tives in each budget are analyzed in 
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light of the Bank's own trends, plans 
at the other Banks, and compliance 
with the System budget objective and 
cost-recovery objectives for priced 
services. The Reserve Bank budgets 
for priced services are examined by 
the Product Directors, the Pricing 
Policy Committee, and the Board.3 

The various reviews yield issues and 
questions, the most important of 
which become the agenda for the 
meetings held in the fall with each 
Reserve Bank President by the Board's 
Committee on Federal Reserve Bank 
Activities. 

Board Approva l 

When the Committee on Federal Re-
serve Bank Activities is satisfied with 
all Reserve Bank budgets, they are 
sent to the Board of Governors for ac-
tion at an open meeting of the Board, 
which normally occurs in December. 

Federa l Reserve B a n k Services, 
by A c t i v i t y 

OPERATIONAL A R E A 

Monetary and economic policy 
Economic policy determination 
Open market trading 

Supervision and regulation 
Supervision of District financial institutions 
Administration of laws and regulations 

related to banking 
Studies of banking and financial market structure 

Services to financial institutions and the public 
Special cash service 
Currency service 
Coin service 
Transfer of account balances 
Automated clearinghouse 
Commercial check service 
Other check service 
Book-entry securities 
Definitive securities 
Loans to depository institutions 
Noncash programs 

Services to the U.S. Treasury 
and other government agencies 

Savings bonds 
Other Treasury issues 
Centrally provided Treasury and agency services 
Government agency issues 
Other Treasury and government agency services 
Treasury and government agency coupons 
Food coupons 
Government accounts 

3. The Product Directors are the First Vice 
Presidents at selected Reserve Banks with re-
sponsibility for day-to-day policy guidance 
over specific Systemwide priced services. The 
Pricing Policy Committee comprises one Gov-
ernor, the Board's Staff Director for Federal 
Reserve Bank Activities, the Presidents of two 
Reserve Banks, and the First Vice Presidents of 
two other Reserve Banks. 

SUPPORT AND O V E R H E A D 

Support 
Data processing 
Centrally provided support 
Occupancy service 
Printing and supplies 
Centralized planning 
District projects 

Overhead 
Administration 
System projects 
Mail 
Legal 
General books and budgets and expense control 
Files and record storage 
Personnel 
Purchasing 
Protection 
Financial services 
Motor vehicles 
Library 
Telephone and telegraph 
Audits 
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Appendix B 

Budget Processes 

This appendix describes the budget 
processes of the Board of Governors 
and the Reserve Banks and explains 
PACS, the planning and control sys-
tem that the Banks use for accounting. 

The Budget and Control Process 
of the Board of Governors 
All levels of management at the Board 
take part in a planning, budget, and 
control process based on the calendar 
year. To ensure that all elements are 
coordinated and objectives are 
achieved, the Administrative Gover-
nor oversees the process under author-
ity delegated by the Chairman. 

The Board places expenses and em-
ployment in four operational areas: 
economic and monetary policy, super-
vision and regulation of financial insti-
tutions, services to financial institu-
tions and the public, and System policy 
direction and oversight. Costs for data 
processing are charged as direct ex-
penses to the four major areas accord-
ing to usage. Expenses for other ele-
ments of support and overhead are 
allocated to the four areas in propor-
tion to the shares of direct costs attrib-
utable to each area. 

The Budget Schedule 

Early each year, the Board's functional 
oversight committees discuss with the 
divisions under their purview plans for 
the following year and beyond. The 
Board's Controller and Staff Director 
for Management coordinate the over-
sight meetings and the Controller simul-
taneously prepares a budget estimate 
based on the current level of operation, 

taking into account anticipated initia-
tives discussed at the meetings and 
other factors such as a general pay 
increase, changes in costs of employee 
benefits, and inflation. 

Using this projection of expenses, 
the Controller prepares a proposed 
guideline for approval of the Board in 
June. The approved guideline is then 
used by the divisions for preparation 
of their budget proposals in the fall. 

The objectives and budgets prepared 
by the divisions are reviewed with the 
Controller, the Staff Director for Man-
agement, and the oversight commit-
tees. After appropriate adjustments, 
the Controller in coordination with the 
Staff Director for Management pre-
pares a consolidated budget for the 
Administrative Governor to present to 
the Board for final approval at an open 
meeting in December. 

Treatment of Capital 
Expenditures 
In 1985, the Board began capitalizing 
certain assets and depreciating their 
value over appropriate time periods 
instead of expensing them in their year 
of purchase. Capitalizing, which is in 
accordance with generally accepted 
accounting principles, more closely 
aligns the cost of capital assets with 
their periods of service and is consis-
tent with the accounting practices 
followed by the Reserve Banks. 

The capital budget is developed 
concurrently with the operating bud-
get, following the same procedures. 
Although the capital budget is not 
covered by the guideline for the oper-
ating budget, depreciation costs asso-
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ciated with capital assets fall under the 
guideline because they are an operating 
cost. 

Financial Monitoring 
and Control 

Each division constructs quarterly 
operating plans, which managers mon-
itor and review throughout the year. 
The Controller observes performance 
against budgeted targets and submits 
quarterly reports to the Board. 

After a midyear review of current 
expenses with each division director, 
the Controller and the Staff Director 
for Management estimate expenses for 
the entire year and submit the estimate 
to the Board along with any recommen-
dations for reallocations. The midyear 
review helps control current expenses 
and provides a baseline for analyzing 
budget requests. At the beginning of 
the next year, the Controller and the 
Staff Director for Management report 
to the Board on the previous year's 
performance against budget and oper-
ating goals. 

Assessments 

The cash requirement for operations 
during the first half of the year, which 
is estimated after the Board adopts its 
budget, is approved by the Administra-
tive Governor in early January. As the 
Federal Reserve Act provides, the 
required amount is raised by an assess-
ment on each of the Reserve Banks in 
proportion to its capital stock and 
surplus. For the second half of the 
year, the cash requirement is estimated 
in June, and the second assessment is 
made in July. Funds are transferred 
quarterly to minimize cash balances 
held by the Board. 

The Budget and Control Process 
of the Federal Reserve Banks 
The Federal Reserve Banks, like the 
Board, use a calendar-year process to 
set major goals and strategies, estimate 
resources needed to achieve the goals, 
and monitor operating results and 
financial performance. 

The Planning and Control System 
The Planning and Control System is 
an accounting and budgeting system 
that affords a review of expenses, an 
expense audit trail, and expense ac-
countability. Implemented by the Fed-
eral Reserve Banks in 1977, the PACS 
enables the Board of Governors to 
compare the financial and operating 
performance of the Reserve Banks. 

Al l costs are grouped by major 
services, which are shown here under 
the four operational areas previously 
described and under support and over-
head (see the accompanying list). The 
costs of support and overhead, in turn, 
are fully allocated to the four opera-
tional areas. The PACS offers a de-
tailed analysis of all these services and 
activities, including productivity statis-
tics (primarily unit costs and items per 
employee hour), "environmental" sta-
tistics (to clarify the differences among 
the Bank's operating environments), 
and "quality" statistics (to measure 
performance.) In short, the PACS 
serves as the fundamental cost account-
ing system for all the services provided 
by the Federal Reserve Banks, whether 
priced or nonpriced, special or routine. 

Through periodic on-site reviews, 
the Board confirms that the Reserve 
Banks are complying with PACS in-
structions and also with System guide-
lines set by the Board. In addition, the 
General Accounting Office and an 
outside public accounting firm have 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1987-1988



51 Budget Processes 

determined in independent examina-
tions that the PACS is an appropriate 
and effective accounting mechanism 
for the Federal Reserve. 

The Budget Process 

One year before the start of each 
budget year, staff members at the 
Board and at the Banks develop guide-
lines based on forecasts of changes in 
workload and productivity at the 
Banks. These guidelines, which are 
separate from those for the Board's 
divisions, are presented for Board 
action in the spring. The annual budget 
objective, which follows these guide-
lines, is used by the Reserve Banks in 
developing plans and budgets. To plan 
for priced services, the Banks also 
update each year a strategic statement 
for the next three years. In the spring, 
the Banks develop their own goals, 
objectives, and strategies and begin 
their budget process. 

The management of each Bank de-
partment uses a zero-base budget pro-
cedure whenever possible, especially 
for travel and training. Senior Bank 
officials review departmental requests. 
The President and First Vice President 
decide which requests to recommend 
to the Bank's Board of Directors, 
which acts on the budget. In the fall the 
Board of Governors acts on fee sched-
ules for priced services and on the 
Reserve Bank budgets. 

buildings, automation equipment, fur-
nishings, or land—receive a thorough 
review separate from the planning, 
budgeting, and control process. The 
Board of Governors must specifically 
approve acquisitions of mainframe 
computers and peripheral equipment 
costing more than a specified amount. 

A l l proposals for capital acquisi-
tions are reviewed by technical staff at 
the Board, who make recommenda-
tions to the Director of the Division of 
Federal Reserve Bank Operations or to 
the Board of Governors, depending on 
the level of approval required. 

Review at the Board o f Governors 

In the fall, Reserve Banks forward 
their budgets to the Board, where 
analysts review them and note System-
wide issues to be addressed during the 
budget review. They analyze the exec-
utive summary and the statement of 
objectives in each budget in light of the 
Bank's own trends, plans at the other 
Banks, the System budget objective, 
and the cost-recovery objectives for 
priced services. The Product Directors 
and the Pricing Policy Committee also 
examine the Reserve Bank budgets for 
priced services.1 The Board's Commit-
tee on Federal Reserve Bank Activities 
evaluates the entire budget of each 
Reserve Bank in connection with its 
fall meetings with each Reserve Bank 
President and First Vice President. 

The Capital Budget Process 

The Banks manage their capital expen-
ditures through the planning, budget-
ing, and control process. In accor-
dance w i th generally accepted 
accounting principles, the Banks in-
clude depreciation of capital assets in 
their expenses. A l l plans for large 
capital expenditures—whether for 

1. The Product Directors are the First Vice 
Presidents at selected Reserve Banks with respon-
sibility for day-to-day policy guidance over 
specific Systemwide priced services. The Pricing 
Policy Committee comprises one Governor, the 
Board's Staff Director for Federal Reserve Bank 
Activities, the Presidents of two Reserve Banks, 
and the First Vice Presidents of two other 
Reserve Banks. 
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Board Approva l 

Following review by the Committee on 
Federal Reserve Bank Activities, all 
Bank budgets are sent to the Board of 
Governors for action at an open meet-
ing in December. 

Federal Reserve Bank Services 

OPERATIONAL AREAS 

Monetary and economic policy 
Economic policy determination 
Open market trading 

Supervision and regulation 
Supervision of District financial institutions 
Administration of laws and regulations 

related to banking 
Studies of banking and financial market structure 

Services to financial institutions and the public 
Special cash service 
Currency 
Coin 
Transfer of account balances 
Automated clearinghouse 
Commercial check 
Other check 
Book-entry securities 
Definitive securities 
Loans to depository institutions and others 
Noncash collection 
Public programs 
Other 

Services to the U.S. Treasury 
and other government agencies 

Savings bonds 
Other Treasury issues 
Centrally provided Treasury and agency services 
Government agency issues 
Other Treasury and government agency services 
Treasury and government coupons 
Food coupons 
Government accounts 

SUPPORT AND OVERHEAD 

Support 
Data processing 
Centrally provided support 
Occupancy service 
Printing and supplies 
Centralized planning 
District projects 

Overhead 
Administration 
System projects and contingency processing center 
Special projects 
Mail 
Legal 
General books and budget and expense control 
Files and records storage 
Personnel 
Purchasing 
Protection 
Motor vehicles 
Library 
Telephone 
Audit 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1987-1988



39 

Appendix B 

Budget Processes 

As a group, the Reserve Banks follow a 
budgeting process distinct from that of 
the Board of Governors. This appendix 
describes those processes and explains 
PACS, the planning and control system 
that the Banks use for accounting. 

The Budget and Control Process 
of the Board of Governors 
All levels of management at the Board 
take part in a planning, budget, and 
control process based on the calendar 
year. To ensure that all elements are 
coordinated and objectives are achieved, 
the Administrative Governor oversees 
the process under authority delegated by 
the Chairman. 

The Board places expenses and em-
ployment in four operational areas: eco-
nomic and monetary policy, supervision 
and regulation of financial institutions, 
services to financial institutions and the 
public, and System policy direction and 
oversight. Costs for data processing are 
charged as direct expenses to the four 
major areas according to usage. Expenses 
for other elements of support and over-
head are allocated to the four areas in 
proportion to the shares of direct costs 
attributable to each area. 

The Budget Schedule 

Early each year, the divisions at the Board 
conduct strategic planning meetings. In 
May, the Board's functional oversight 
committees review, for the divisions 
under their purview, the plans for the 
following year and beyond. The Board's 
Controller and Staff Director for Manage-
ment coordinate the oversight meetings 
and the Controller simultaneously pre-

pares a budget estimate based on the 
current level of operation, taking into 
account anticipated initiatives discussed 
at the meetings and other factors such as 
wage increases, changes in costs of 
employee benefits, and inflation. 

Using this projection of expenses, the 
Controller prepares a proposed guideline 
for approval of the Board in June. The 
approved guideline is then used by the 
divisions for preparation of their budget 
proposals in the fall. 

The objectives and budgets prepared 
by the divisions are reviewed with the 
Controller, the Staff Director for Manage-
ment, and the oversight committees. 
After appropriate adjustments, the Con-
troller in coordination with the Staff 
Director for Management prepares a 
consolidated budget for the Administra-
tive Governor to present to the Board for 
final approval at a public meeting in 
December. 

Treatment of Capital Expenditures 
In 1985 the Board began capitalizing 
certain assets and depreciating their value 
over appropriate time periods, instead of 
expensing them in their year of purchase. 
Capitalizing, which is in accordance with 
generally accepted accounting princi-
ples, more closely aligns the cost of 
capital assets with their periods of service 
and is consistent with the accounting 
practices followed by the Reserve Banks. 

The capital budget is developed con-
currently with the operating budget, 
following the same procedures. Although 
the capital budget is not covered by the 
guideline for the operating budget, depre-
ciation and other costs such as main-
tenance that are associated with capital 
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assets fall under the guideline because 
they are operating costs. 

Financial Monitoring and Control 
Each division constructs quarterly oper-
ating plans, which managers monitor and 
review throughout the year. The Control-
ler observes performance against bud-
geted targets and submits quarterly re-
ports to the Board. 

After a midyear review of current 
expenses with each division director, the 
Controller and the Staff Director for 
Management estimate expenses for the 
entire year and submit the estimate to the 
Board along with any recommendations 
for reallocations. The midyear review 
helps control current expenses and pro-
vides a baseline for analyzing budget 
requests. At the beginning of the next 
year, the Controller and the Staff Director 
for Management report to the Board on 
the previous year's performance against 
budget and operating goals. 

Assessments 
The cash requirement for operations 
during the first half of the year, which is 
estimated after the Board adopts its 
budget, is approved by the Administra-
tive Governor in early January. As the 
Federal Reserve Act provides, the re-
quired amount is raised by an assessment 
on each of the Reserve Banks in propor-
tion to its capital stock and surplus. For 
the second half of the year, the cash 
requirement is estimated in June, and the 
second assessment is made in July. Funds 
are transferred quarterly to minimize 
cash balances held by the Board. 

The Budget and Control Process 
of the Federal Reserve Banks 
Each year the Federal Reserve Banks, 
like the Board, establish major operat-

ing goals for the calendar year, devise 
strategies for their attainment, estimate 
required resources, and monitor results 
of current operations and financial 
performance. 

The Budget Process 
A task force drawn from staff members 
of the Board and the Reserve Banks 
develops a proposed budget guideline for 
the coming year based on forecasts of 
changes in workload and productivity at 
the Reserve Banks. The Conference of 
First Vice Presidents and the Conference 
of Presidents of the Reserve Banks review 
the work of the task force, and revise it if 
necessary, before sending it to the Board 
of Governors. The Board determines the 
appropriateness of the proposed level of 
spending and at about midyear communi-
cates the budget objective to the Reserve 
Banks for their guidance in developing 
plans and budgets. To plan for priced 
services, the Banks update a multiyear 
strategic statement. 

The management of each Bank depart-
ment develops its budget based on work-
loads, required initiatives, and the budget 
objective. Senior Bank officials review 
the departmental requests and together 
with the President and First Vice Presi-
dent determine priorities for the overall 
budget level to be recommended to the 
Bank's Board of Directors. In the fall the 
Board of Governors approves the budget 
of each Reserve Bank as well as the fee 
schedule for priced services, which is 
developed simultaneously with the bud-
get data. 

The Capital Budget Process 
The Reserve Banks account for capital 
expenditures in accordance with gener-
ally accepted accounting principles and, 
therefore, include depreciation of capital 
assets in expenses. Technical staff mem-
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bers at the Board review all plans for 
large capital expenditures, whether for 
buildings, automation equipment, fur-
nishings, or land. The staff members then 
make recommendations to the Director 
of the Division of Federal Reserve Bank 
Operations or to the Board of Governors, 
depending on the significance of the item 
or project. 

Review at the Board of Governors 
In the fall, analysts at the Board review 
the budgets of each Reserve Bank and 
note Systemwide issues to be addressed 
during the budget review. They analyze 
the executive summary and the statement 
of objectives in each budget in light of the 
Bank's own trends, plans at the other 
Banks, the System budget objective and 
the cost-recovery objectives for priced 
services. The Product Directors and the 
Pricing Policy Committee examine the 
budgets for priced services.1 A commit-
tee of three governors reviews the budget 
of each Reserve Bank and meets directly 
with the President and First Vice Presi-
dent of each Bank to discuss issues and 
directions. 

Board Approval 
Following review by the Committee of 
three governors, all Bank budgets are 
sent to the Board of Governors for action 
at a public meeting in December. 

Special Projects 
Special projects are those few research 
and development efforts that have the 

1. The Product Directors are the First Vice 
Presidents at selected Reserve Banks with respon-
sibility for day-to-day policy guidance over specific 
Systemwide priced services. The Pricing Policy 
Committee comprises one Governor, the Board's 
Staff Director for Federal Reserve Bank Activities, 
the Presidents of two Reserve Banks, and the First 
Vice Presidents of two other Reserve Banks. 

potential for a major improvement in the 
nation's payments mechanism or in the 
Federal Reserve's ability to provide ser-
vices . Because of their long-range impor-
tance, special projects are approved 
separately from the process described 
above, which focuses on operational 
costs. Although not included in the 
budget objective, these projects are indi-
vidually approved by the Conference of 
Presidents and the Board of Governors, 
and their effect on total system outlays is 
carefully reviewed. Three such projects, 
described in appendix C, have been 
approved for 1989. 

The Planning and Control System 
The Planning and Control System 
(PACS), implemented by the Reserve 
Banks in 1977, serves as the fundamental 
cost accounting system for all the ser-
vices provided by the Banks, whether 
priced or nonpriced, special or routine. 
Because PACS serves as the structure for 
budgeting, budgets can be compared to 
actual expenses by service and object. 
PACS also enables the Board of Gover-
nors to compare the financial and operat-
ing performance of the Reserve Banks. 

PACS groups all costs by major ser-
vices, shown here under the four opera-
tional areas and under support and over-
head (see the accompanying list). The 
costs of support and overhead, in turn, 
are fully allocated to the four operational 
areas. PACS offers a detailed analysis of 
all these services and activities, including 
productivity statistics (primarily unit 
costs and items per employee hour), 
"environmental" statistics (to clarify the 
differences among the Banks' operating 
environments), and "quality" statistics 
(to measure performance). 

PACS affords the Banks a review of 
expenses, an audit trail, and expense 
accountability. Through periodic on-site 
reviews, the Board confirms that the 
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Reserve Banks are complying with PACS 
instructions and also with System guide-
lines set by the Board. In addition, the 
General Accounting Office and an outside 

public accounting firm have determined 
in independent examinations that PACS 
is an appropriate and effective accounting 
mechanism for the Federal Reserve. 

Federal Reserve Bank Activities 

OPERATIONAL AREAS 

Monetary and economic policy 
Economic policy determination 
Open market trading 

Supervision and regulation 
Supervision of District financial institutions 
Administration of laws and regulations 

related to banking 
Studies of banking and financial market structure 

Services to financial institutions and the public 
Special cash service 
Currency 
Coin 
Transfer of account balances 
Automated clearinghouse 
Commercial check 
Other check 
Book-entry securities 
Definitive securities 
Loans to depository institutions and others 
Noncash collection 
Public programs 
Other 

Services to the U. S. Treasury 
and other government agencies 

Savings bonds 
Other Treasury issues 
Centrally provided Treasury and agency services 
Government agency issues 
Other Treasury and government agency services 
Treasury and government coupons 
Food coupons 
Government accounts 

SUPPORT AND OVERHEAD 

Support 
Data processing 
Centrally provided support 
Occupancy service 
Printing and supplies 
Centralized planning 
District projects 

Overhead 
Administration 
System projects and contingency processing center 
Special projects 
Mail 
Legal 
General books and budget and expense control 
Files and records storage 
Personnel 
Purchasing 
Protection 
Motor vehicles 
Library 
Telephone 
Audit 
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