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Appendix A

Federal Reserve Budget Processes

This appendix gives an overview of the
separate budgets and budgeting processes
followed by the Board of Governors and
the Reserve Banks. The Federal Reserve
System’s intent in the development and
publication of this information is to pro-
vide the reader with the assumptions and
initiatives considered when the Federal
Reserve System budgets were developed
and approved by the Board of Governors.

Board of Governors

The Board’s budget covers a two-year
period. The first year of the budget
cycle—the even-numbered year—is used
to update the strategic plan for the next
four years, and the second year is used to
develop the budget for the next two years.
The two-year cycle begins in the fall
(thus, for the 2004-05 budget, the fall of
2002). At that time, the Board’s divisions
examine their operating environments and
look for any adjustments to their priori-
ties, activities, and resources that might
improve the efficiency and effectiveness
of the Board’s operations.

The management of each division dis-
cusses with the appropriate Board over-
sight committee the issues that result from
its review. After any adjustment, the
results are given to the Staff Planning
Group, a small group of senior managers
with a Boardwide perspective, for use in
their analysis of the Board’s budget
options.

After consulting with the Board-level
Committee on Board Affairs for final
guidance, the Staff Planning Group
updates the strategic plan, which is used
to prepare a preliminary budget objective
that identifies the level and allocation of
resources needed to support the plan. As
part of this process, individual division
budget objectives are prepared on the

basis of Boardwide priorities and plan-
ning assumptions. The Committee on
Board Affairs reviews the plan and pre-
liminary budget objective, clarifies out-
standing planning issues with the Staff
Planning Group and division directors,
and at the end of summer of odd-
numbered years submits the budget objec-
tive to the Board for its consideration.

The divisions use the budget objective
approved by the Board to complete their
budgeting under the approved plan. The
Board’s Committee on Board Affairs,
under authority delegated by the Chair-
man, oversees the process until the bud-
get is submitted to the Board for action
in the fall of the odd-numbered year.

The Board of Governors budgets its
resources by division and accounts for its
activities by division and across opera-
tional areas. Direct costs, such as those
for salary, retirement, insurance, and
travel, are billed to the operational areas.
Costs for data processing are also charged
as a direct expense to each of the areas
according to service-level agreements (at
prices derived from the cost of resources
needed to provide the services and agreed
upon before the budget year starts).
Expenses for other elements of support
and overhead are distributed among the
operational areas in proportion to the
share of direct costs attributable to each
area.

The Board, in accordance with gener-
ally accepted accounting principles, capi-
talizes certain assets and depreciates their
value over appropriate periods instead of
expensing them in their year of purchase.
Hence, the Board has both an operations
budget and a capital budget.

After the budget is approved by the
Board, it is converted to an operating plan
that allocates funding by month; the
operating plan is also the vehicle for sub-
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sequent adjustments within the budget.
Also at this point, the cash requirement
for the first half of the calendar year is
estimated, and the amount is raised by an
assessment on each of the Reserve Banks
in proportion to its capital stock and sur-
plus. The cash requirement for the sec-
ond half of each year is estimated in June,
and the second assessment is made in July.

The Board accounts for extraordinary
items separately from the operations bud-
get so that unique, one-time requirements
do not compete with regular operations
and so that expenses in those operations
can be readily compared across years
without distortion. As discussed more
fully in chapter 2, the extraordinary items
budget for 2002-03 consists of funds to
support planning for two periodic sur-
veys, one on consumer finances and the
other on small business finances.

The Board’s Office of Inspector Gen-
eral (OIG), in keeping with its statutory
independence, prepares its proposed bud-
get apart from the Board’s budget. The
OIG presents its two-year budget directly
to the Chairman for action by the Board,
also in the fall.

Reserve Banks

Each year the Federal Reserve Banks
establish major operating goals for the
coming year, devise strategies to attain
those goals, estimate required resources,
and monitor results. The process begins
with development of budget guidance by
the business leaders in each functional
area. This information is used to develop
a preliminary budget projection, the
Reserve Bank Budget Outlook (RBBO).

Each Bank then develops its own budget
using the business-leader guidance. The
budgets are reviewed at the Board by a
committee of governors—the Committee
on Federal Reserve Bank Affairs—both
individually and in the context of
Systemwide issues and the plans of the
other Banks. The budgets are then pre-
sented to the full Board of Governors for
final action in December.

The Banks’ budgets are structured in
operational areas, with support and over-
head charged to these areas.

As is the case with the Board, the
Banks, in accordance with generally
accepted accounting principles, capital-
ize certain assets and depreciate their
value over appropriate periods instead of
expensing them in the year of purchase.
Hence, the Banks have a capital budget
in addition to an operating budget.

The Banks budget annually for capital
outlays by capital class to estimate the
effect of total operating and capital spend-
ing. During the budget year, the Banks
must submit proposals for major pur-
chases of assets to the Board for further
review and approval.

The operations and financial perfor-
mance of the Reserve Banks are moni-
tored throughout the year via a cost-
accounting system, the Planning and
Control System (PACS). Under PACS,
the costs of all Reserve Bank services,
both priced and nonpriced, are grouped
by operational area, and the costs of sup-
port and overhead are charged to these
areas. PACS makes it possible to com-
pare budgets with actual expenses and
facilitates comparison of the financial and
operating performances of the Reserve
Banks. .
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Appendix A

Federal Reserve Budget Processes

This appendix gives an overview of the
separate budgets and budgeting processes
followed by the Board of Governors and
the Reserve Banks. The Federal Reserve
System’s intent in the development and
publication of this information is to pro-
vide the reader with the assumptions and
initiatives considered when the Federal
Reserve System budgets were developed
and approved by the Board of Governors.

Board of Governors

The Board’s budget covers a two-year
period. Toward the end of the first year
of the budget cycle—the even-numbered
year—the strategic plan for the next four
years is updated, and the second year is
used to develop the budget for the next
two years. The two-year cycle begins in
the fall (thus, for the 2004-05 budget, in
the fall of 2002). At that time, the Board’s
divisions examine their operating envi-
ronments and look for any adjustments
to their mission, priorities, activities, and
associated resources that might improve
the efficiency and effectiveness of the
Board’s operations.

The management of each division dis-
cusses with the appropriate Board over-
sight committee the issues that result from
its review. After any adjustment, the
results are given to the Staff Planning
Group, a small group of senior managers
with a Boardwide perspective, for use in
their analysis of the Board’s budget
options.

After consulting with the Board-level
Committee on Board Affairs for final
guidance, the Program Analysis and Bud-
get staff updates the strategic plan, which
is used to prepare a preliminary budget
objective that identifies the level and
allocation of resources needed to support

the plan. As part of this process, indi-
vidual division budget objectives are pre-
pared on the basis of Boardwide priori-
ties and planning assumptions. The
Committee on Board Affairs reviews
the plan and preliminary budget objec-
tive, clarifies outstanding planning issues
with the Staff Planning Group and divi-
sion directors and, at the end of sum-
mer in odd-numbered years, submits the
budget objective to the Board for its
consideration.

The divisions use the budget objective
approved by the Board to complete their
budgeting under the approved plan. The
Board’s Committee on Board Affairs,
under authority delegated by the Chair-
man, oversees the process until the bud-
get is submitted to the Board for action
in the fall of the odd-numbered year. The
budget memorandum is provided to the
public on the Board’s public web site and
becomes the primary source for this and
other similar documents.

The Board of Governors budgets its
resources by division and accounts for its
activities by division and across opera-
tional areas. Direct costs, such as those
for salary, retirement, insurance, and
travel, are billed to the operational areas.
Costs for data processing are also charged
as a direct expense to each of the areas
according to service-level agreements (at
prices derived from the cost of resources
needed to provide the services and agreed
upon before the budget year starts).
Expenses for other elements of support
and overhead are distributed among the
operational areas in proportion to the
share of direct costs attributable to each
area.

The Board, in accordance with gener-
ally accepted accounting principles, capi-
talizes certain assets and depreciates their
value over appropriate periods instead of
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expensing them in their year of purchase.
Hence, the Board has both an operations
budget and a capital budget.

After the budget is approved by the
Board, it is converted to an operating plan
that allocates funding by month; the
operating plan is also the vehicle for sub-
sequent adjustments within the budget.
Also at this point, the cash requirement
for the first half of the calendar year is
estimated, and the amount is raised by an
assessment on each of the Reserve Banks
in proportion to its capital stock and sur-
plus. The cash requirement for the sec-
ond half of each year is estimated in June,
and the second assessment is made in July.

The Board accounts for extraordinary
items separately from the operations bud-
get so that unique, one-time requirements
do not compete with regular operations
and so that expenses in those operations
can be readily compared across years
without distortion. As discussed more
fully in chapter 2, the extraordinary items
budget for 2002-03 consists of funds to
support planning for two periodic sur-
veys, one on consumer finances and the
other on small business finances.

The Board’s Office of Inspector Gen-
eral (OIG), in keeping with its statutory
independence, prepares its proposed bud-
get apart from the Board’s budget. The
OIG presents its two-year budget directly
to the Chairman for action by the Board,
also in the fall.

Reserve Banks

Each year the Federal Reserve Banks
establish major operating goals for the
coming year, devise strategies to attain
those goals, estimate required resources,
and monitor results. The process begins
with development of budget guidance by

the business leaders in each functional
area. This information is used to develop
a preliminary budget projection, the
Reserve Bank budget outlook (RBBO).
Each Bank then develops its own budget
using the business-leader guidance. The
budgets are reviewed at the Board by a
committee of governors—the Committee
on Federal Reserve Bank Affairs—both
individually and in the context of
Systemwide issues and the plans of the
other Banks. The budgets are then pre-
sented to the full Board of Governors for
final action in December.

The Banks’ budgets are structured in
operational areas, with support and over-
head charged to these areas.

As is the case with the Board, the
Banks, in accordance with generally
accepted accounting principles, capital-
ize certain assets and depreciate their
value over appropriate periods instead of
expensing them in the year of purchase.
Hence, the Banks have a capital budget
in addition to an operating budget.

The Banks budget annually for capital
outlays by capital class to estimate the
effect of total operating and capital spend-
ing. During the budget year, the Banks
must submit proposals for major pur-
chases of assets to the Board for further
review and approval.

The operations and financial perfor-
mance of the Reserve Banks are moni-
tored throughout the year via a cost-
accounting system, the Planning and Con-
trol System (PACS). Under PACS, the
costs of all Reserve Bank services, both
priced and nonpriced, are grouped by
operational area, and the costs of support
and overhead are charged to these areas.
PACS makes it possible to compare bud-
gets with actual expenses and facilitates
comparison of the financial and operat-
ing performances of the Reserve Banks.



