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Chapter 3
Federal Reserve Banks

The 1996 operating budgets for the Expenses for personnel (salaries and
twelve Reserve Banks approved by théenefits) account for $1,234.0 million,
Board of Governors total $1,968.8 mil-or 63 percent of the 1996 operations
lion, an increase of $95.2 million, or budget, an increase of $45.8 million, or
5.1 percent, over estimated 1993.9 percent, over estimated 1995 person-
expenses (table 3.1). Not included in theel expenses (table 3.2). Nonpersonnel
budgets is the cost of the Automatiorexpenses (mainly for building and
Consolidation special project ($36.9 mil-automation projects) are budgeted at
lion).t Including the cost of this special $734.8 million, an increase of $49.4 mil-
project, the Reserve Banks’ 1996 budgetson, or 7.2 percent, over estimated 1995
total $2,005.7 million, an increase ofnonpersonnel expenses.
$88.9 million, or 4.6 percent. The following two sections discuss
Employment, including the staff major initiatives and the budget objec-
associated with FRAS, is budgeted ative for the Reserve Banks in 1996.
23,824 ANP (average number of perSubsequent sections provide details for
sonnel), a decrease of 143 ANP, othe four operational areas as well as for
0.6 percent, from estimated 199%objects of expense, capital outlays, and
employment. Reserve Bank employdong-term trends. Appendix A gives
ment is expected to decrease bynore information on capital outlays, the
113 ANP, and FRAS employment byspecial project, and other special cate-

30 ANP? gories of expense, and appendix D gives
additional data by District and opera-
tional area.

1. The budget for the Automation Consolida-
tion special project includes transition expenses
associated with the move to a centralized environ ; it
ment and expenses for FRAS (Federal Reserv’é/lajor Initiatives
automation Services, the unit responsible foThe 1996 Reserve Bank budgets provide

consolidated data processing for the Reserv ; [T .
Banks). FRAS charges fo  the Automamoniaor the following initiatives (table 3.3):

Consolidation special project in 1996 are budgeted Consolidation of data processing and

at $25.8 million. -
2. The term average number of personnel data communications

describes levels and changes in employment at tfe Installation of new high-speed cur-
Reserve Banks. ANP measures the number of rency processors
employees in terms of full-time positions for thee |nstallation of equipment and software

time period. For instance, a full-time employee ; ; _
who starts work July 1 counts as 0.5 ANP for that to support image processing of com

calendar year; two half-time employees who start Mercial and Treasury checks and
January 1 count as 1 ANP. Because the Reserve archival of Treasury checks

Banks' accounting system carries calculations Changes to ensure compliance with
related to employment to two decimal places but generally accepted accounting prin-

employment in this volume is expressed in whole ~. ) .
numbers, rounding error may result in slight ciples for self-insured medical and

discrepancies in employment figures among the POSstemployment benefits and compen-
tables and charts in this volume. sated absences
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» Application of the recently adoptedfour new currency processors in eleven
regulations implementing the Commu-Districts; the remainder is associated

nity Reinvestment Act with higher depreciation and mainte-
« Office automation, and upgrading ofnance expenses, additional staff at two

local area networks Reserve Banks to operate the new
* New building programs currency processors, and renovation and

remodeling of cash areas to accom-
Charges to the Reserve Banks bynodate the equipment.
FRAS are expectedto increase $20.5 mil- The budget includes $8.0 million for
lion, mostly because of increases relatethe check imaging initiative, $5.0 mil-
to data processing ($17.3 million), butlion more than estimated 1995 expenses.
also for additional equipment and sup-Approximately one-third of the funds
port as customers are added to thare for the imaging project for Treasury
Fednet data communications networlchecks: In 1996, the Federal Reserve
($3.2 million). will begin to provide image-supported
Expenditures on new projects relatectheck truncation services to the Treasury.
to currency are budgeted to increasélso, many Reserve Banks are upgrad-
$16.8 million over estimated 1995ing their check sorters and their software
expenses. Most of the increase ifgor processing checks with image-
earmarked for the installation of thirty- capable equipment in anticipation of

Table 3.1
Expenses and Employment at the Federal Reserve Banks, 1995 arid 1996
Change
1995 1996
Category -
estimate budget Amount Percent

Expenses (millions of dollars)
Operation$ ...........c.c.cvvuvvinn. . 1,873.6 1,968.8 95.2 5.1
Special project ........... ... . 43.2 36.9 -6.3 L.

Total ....ooviiiii . 1,916.8 2,005.7 88.9 4.6
Employment (average number
of personnelj
Operations .............covivvenn. . 23,375 23,261 -113 -5
FRAS .. . 593 563 -30 .

Total .....oovviiiii . 23,967 23,824 -143 -.6

1. Excludes capital outlays.
2. Includes support and overhead (see appendix D, table D.3, note 1, for definitions).
3. See text note 1 for definition of average number of personnel.

Table 3.2
Operating Expenses of the Federal Reserve Banks, by Object, 1994—-96

Millions of dollars, except as noted

Object 1994 1995 1996 Percentage change

actual estimate budget | 1994 19 1995| 1995 to 1996
PErSOMNEl. ... ooovvooeeeno . 1,168.3 1,188.2 1,234.0 17 3.9
Nonpersonnel ... ... . 628.6 685.4 734.8 9.0 7.2
Total oooee e . 1,796.9 1,873.6 1,068.8 43 5.1

1. Includes the costs of support and overhead (see appendix D, table D.3, note 1,
for definitions). Excludes special projects.
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offering commercial check image prod-estimated 1995 expenses. Excluding
ucts to depository institutions. expenses for special projects, which
In 1994, the Board decided that thewere expected to decline in 1996, the
Reserve Banks should conform to genelincrease was projected to be 5.8 percent.
ally accepted accounting principlesThe Board anticipated that within this
(GAAP) for transactions similar to thoseguideline, expenses for ongoing Reserve
in the private sector. Therefore, ReservBank operations would increase
Bank accounting has been modified t8.5 percent over estimated 1995 ex-
provide for the accrual of self-insuredpenses. Expenses for several initiatives—
expenses (medical and dental benefigsutomation consolidation, installation of
and workers compensation), of compennew currency processors, check imaging
sated absences, and of postretiremeattivities, and CRA implementation—
benefits, including life and disability would account for $47.5 million of the
insurance. The change has addeprojected 1996 increase. Partly offset-
$5.6 million to the 1996 budget. ting the increase was an anticipated
The Reserve Banks have budgetedecrease of $3.9 million due to the non-
$1.5 million and 23 ANP for imple- recurring transition expense of the move
mentation of the recently adopted Comto conform with GAAP for private-
munity Reinvestment Act (CRA) sector-like transactions. The objective
regulations—an increase of $1.0 millionalso included a savings target of
and 15 ANP over resources expended 082.5 million. Table 3.4 compares
this initiative estimated for 1995. the 1996 budget objective with the
approved 1996 budget.
P The 1996 increase for ongoing
1996 Budget Objective Reserve Bank operations (when the
In 1995, the Board approved a 1996avings target is included) is $19.1 mil-
Reserve Bank budget objective thation less than anticipated in the budget
provided for an increase in totalobjective. The increase is less than the
expenses, including special projects, 08.5 percent objective in part because the
$103.6 million, or 5.4 percent, overNew York Reserve Bank shifted $4 mil-

Table 3.3
Major Initiatives of the Federal Reserve Banks, 1996

Million of dollars, except as noted

Contribution to
P : Change, total 1996 operating
Initiative 1995 estimate 1996 budget 1995 to 1996 | expense increase
(percentage points)
FRAS production charges.......... 143.8 164.3 20.5 11
Currency processors. .............. ! 26.5 43.3 16.8 9
Check imaging projects. ........... 3.0 8.0 5.0 3
Compliance with GAAP............ 3.9 9.5 5.6 3
Implementation of CRA regulations |.. 5 15 1.0 1
Office automation/LAN upgrades.. .. 18 5.5 3.7 2
New building programs............ .9 3.8 2.9 1
Total ..o . 180.4 235.9 55.5 3.0
MEMO
Total operating expenses.......... 1,873.6 1,968.8 95.2 5.1
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Table 3.4 by the Board. The cost of compliance
1996 Budget Objective and Budget with GAAP is increasing from $3.9 mil-
of the Federal Reserve Bariks lion to $9.5 million, instead of decreas-
Percent change from 1995 expenses ing from the $12.2 million to $8.3 mil-
——— lion as was anticipated in the budget
Item Ob-ec%ve Budget  objective, owing to better information.
J . .
"y . Also, the cost of installing the new
Continuing operating expenses | .. 35 2.1 X -~
N T . 23 30 currency processors is $6.0 million

Total excluding special projects . 5.8 51 greater than anticipated; although the
Mero new processors are expected to eventu-
Special project................. L -4 -5 ally result in lower staffing levels,
staffing levels are expected to increase
during the transition period to address
inventory backlogs and to staff addi-
tional work shifts in two Reserve Banks.
lion more than expected from ongoingin contrast, FRAS production charges
operations to the special project. Alsoare $4.1 million lower than the bud-
expenses for retirement and other benegget objective: Costs for equipment and
fits are $4.3 million lower than expectedsoftware are lower than expected because
because of lower hospital and medicabf a delay in the project to develop ACH
costs as Reserve Banks changed theapplication software for use in the
health plans and benefit plans wereonsolidation environment.
reevaluated. In addition, other person- The 1996 budget objective for special
nel expenses in 1995 were much higheprojects was $33.6 million, $5.4 million
than budgeted for; this nonrecurringless than estimated 1995 expenses. The
increase in overtime expenses and in th£996 budget, at $36.9 million, is
use of outside agency help in 1995 con$3.3 million more than the budget
tributed $11.9 million to the difference objective, largely because the New York
between the budget objective for ongoReserve Bank’s charges to the special
ing operations and the approved budgeproject are increasing $4.7 million; the

The increase of $48.9 million for elimination in 1996 of the special
Reserve Bank initiatives is contributingproject on currency authentication is
$5.3 million above the target approvedpartly offsetting these higher charges.

Total including special projects ..| 5.4 4.6

1. See data on expenses in table 3.1.

Table 3.5
Operating Expenses of the Federal Reserve Banks, by Operational Area, 1994—-96

Thousands of dollars, except as noted

Percentage change
Operational area actual | esimate | budget
9 1994 to 199:% 1995 to 1996
Monetary and economic policy. ........ 120,869 127,528 136,618 5.5 7.1
Services to the U.S. Treasury
and other government agencies. . .. 209,453 222,176 223,590 6.1 .6
Services to financial institutions
andthe public..................... . 1,105,140 1,127,573 1,177,579 2.0 4.4
Supervision and regulation. ............ 361,458 396,298 430,984 9.6 8.8
Total ... .. 1,796,920 1,873,575 1,968,770 4.3 5.1

1. Excludes special projects.
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Budget by Operational Area ing client-server applications. Overhead

: expenses are increasing $2.1 million, or
Tables 3.5 and 3.6 summarize expens ;
and employment for the Reserve Bankse-as'0 percent, mainly because of the

four operational areas. Tables 3.7 througf - < oo in expenses and the number of
P . : : gbersonnel and because of higher costs
3.10 give details for each area.

for the library activity, which includes
responding to specific inquiries for
information. The staffing level will
increase by 8 ANP, or 1.1 percent,
The 1996 budget for the monetary andargely because of the full-year impact
economic policy operational area isof filling vacant positions.

$9.1 million, or 7.1 percent, more than
estimated 1995 expenses. The increa§

Monetary and Economic Policy

. : . : ervices to the U.S. Treasury

is due to merit salary increases, highe .
charges by FRAS for data processing, nd Other Government Agencies
the dollar impact of additional staff, andThe 1996 budget for services to the
higher costs for developing and supportTreasury and other government agencies

Table 3.6
Employment at the Federal Reserve Banks, by Activity, 1994—-96

Average number of personnel, except as ndted

Activity 1994 1995 1996 Percentage change
actual estimate | budget |99, 4 199# 1995 to 1996

Operational areas
Monetary and economic policy. .. ...... 729 728 736 -1 1.1
Services to the U.S. Treasury

and other government agencies. . .. 1,754 1,719 1,627 -2.0 -5.4
Services to financial institutions

andthe public..................... . 8,302 8,249 8,161 -6 -1.1
Supervision and regulation. ............ 3,079 3,115 3,226 1.2 3.6
Support and overhedd
SUPPOIt .o . 4,603 4,578 4,534 -5 -1.0
Overhead ..........cooviiiiiiinann . 5163 4,985 4,976 -3.5 -2
Total ... .. 23,630 23,375 23,261 -1.1 -5

1. Excludes special project and FRAS ANP.
2. See text note 2 for definition of average number of personnel.
3. See appendix D, table D.3, note 1, for definitions.

Table 3.7
Expenses of the Federal Reserve Banks for Monetary and Economic Policy, 1994-96

Thousands of dollars, except as noted

Sevice 1994 1995 1996 Percentage change

actual estimate | budget |99, ¢4 199$ 1995 to 1996
Economic policy determination. ........ 96,192 99,780 107,025 3.7 7.3
Open market trading................... . 24,677 27,748 29,593 12.4 6.6
Total L. .. 120,869 127,528 136,618 5.5 7.1

1. Excludes special projects.
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is $1.4 million, or 0.6 percent, more thanthe increases; the staffing level for this
estimated 1995 expenses. Data processervice is expected to decline by
ing charges by FRAS are the largesb0 ANP, or 6.8 percent, in 1996.
contributor to the increase. Overhead

costs are also increasing, owing t : : : I
increases resulting from initiatives in th((a)S e(;v;(r:]eslz;[oblilnanual Institutions
bank administration and personnel aread” € Fublic

and increases in security and telephonExpenses for this operational area, which
costs. The regionalization of savingsencompasses both priced and nonpriced
bonds operations is partly offsettingservices, are budgeted to increase

Table 3.8

Expenses of the Federal Reserve Banks for Services to the U.S. Treasury
and Other Government Agencies, 1994196

Thousands of dollars, except as noted

Senvice 1994 1995 1996 Percentage change
actual estimate | budget | g9, 4, 1995% 1995 to 1996

Savings bonds..................o . 14,082 0 0 . L
Centralized operations—savings bonds. 62,930 72,144 69,344 14.6 -3.9
Other Treasury iSSU€S. ................. . 19,655 22,579 22,456 14.9 -5
Centralized operations—other Treasury

ISSUBS ..o v i . 2,325 2,593 2,794 11.5 7.8
Centrally provided Treasury

and agency Services............... . 23,830 27,501 30,455 15.4 10.7
Government accounts. ................. . 33,854 38,060 37,152 12.4 -2.4
Food coupons. ..o, . 22,654 24,241 25,143 7.0 3.7
Other ... .. 30,123 35,057 36,245 16.4 34
Total ... .. 209,453 222,176 223,590 6.1 .6

1. Excludes special projects.

Table 3.9

Expenses of the Federal Reserve Banks for Services to Financial Institutions
and the Public, 1994-96

Thousands of dollars, except as noted

Service 1994 1995 1996 Percentage change
actual estimate | budget |99, ¢4 199$ 1995 to 1996
CUITENCY . e ee et e . 198,003 223,596 249,729 12.9 11.7
COoiN ot .. 26,939 26,804 28,696 -5 7.1
Specialcash...............oooiennn. . 5,939 5,010 5,929 -15.7 18.3
Commercial check ..................... . 531,854 518,174 529,157 -2.6 2.1
Othercheck........................... . 35,936 38,315 41,336 6.6 7.9
Funds transfer......................... . 72,577 68,610 67,546 -5.5 -1.6
Automated clearinghouse.............. 83,795 84,622 83,829 1.0 -9
Book-entry securities transfer.......... 35,654 38,484 38,875 7.9 1.0
Other securities and noncash collection |. .. 8,293 7,391 7,911 -10.9 7.0
Loans to member banks and others ... . 18,458 20,596 21,877 11.6 6.2
Public programs. ............. ...l . 59,022 66,483 71,652 12.6 7.8
Other ... .. 28,669 29,489 31,043 29 53
Total ..o .. 1,105,140 1,127,573 1,177,579 2.0 4.4

1. Excludes special projects.
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$50.0 million, or 4.4 percent, in 1996.in the transition phase are temporarily
The staffing level is budgeted to decreasicreasing staff.
by 88 ANP; a decline for the com- The budget for the funds transfer
mercial check service (160 ANP) isservice is declining $1.1 million, or
being partially offset by increases forl.6 percent, and the budget for the
public programs (28 ANP) and for theautomated clearinghouse (ACH) service
noncash collection service (14 ANP). is declining $0.8 million, or 0.9 percent,
The commercial check serviceprimarily because of the movement
accounts for nearly half of the amounttoward a centralized-applications operat-
budgeted for this operational area anéhg environment.
employs 4,748 ANP. The 1996 budget Expenses for public programs in the
for this service is increasing $11.0 mil-Reserve Banks are expected to increase
lion, or 2.1 percent, a result of the$5.2 million, or 7.8 percent, because of
installation of equipment and softwareincreased publications, expanded com-
to support check imaging and highemunity affairs programs and other
Fednet costs to support increasedutreach programs, additional educa-
electronic products and services tdion for financial institutions about the
paying financial institutions. Although new CRA regulations, and other eco-
forecasts differ by District, check volumenomics education and public speaking
has continued to stabilize from therequirements.
substantial losses in 1994. The staffing
level for this service is expected to - .
decline by 160 ANP, or 3.2 percent,SUperV'SIon and Regulation
from the estimated 1995 level. The 1996 budget increase for the super-
Expenses for the currency and coirvision and regulation operational area
services are budgeted to increasef $34.7 million, or 8.8 percent, over
$28.0 million, or 11 percent, in 1996, estimated 1995 expenses reflects a staff
mainly because of the installation ofincrease of 111 ANP. At the New York
new currency processors: Offices thaReserve Bank, additional staff will
have completed installation of the newsupport a multiyear document-imaging
processors are trimming staff owing toinitiative and expansion in the for-
improved efficiencies, but those that areign banking division. Increases at

Table 3.10
Expenses of the Federal Reserve Banks for Supervision and Regulation, 1994-96

Thousands of dollars, except as noted

Service 1994 1995 1996 Percentage change
actual estimate | budget |99, ¢, 199# 1995 to 1996

Supervision of District

financial institutions. ............... . 219,941 236,598 256,663 7.6 8.5
Consumer affairs....................... . 28,959 37,074 42,577 28.0 14.8
Administration of laws and regulations

related to banking................. . 95,953 104,069 111,697 8.5 7.3
Studies of banking and financial

market structures.................. . 16,605 18,557 20,046 11.8 8.0
Total .. .. 361,458 396,298 430,984 9.6 8.8

1. Excludes special projects.
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other Reserve Banks are a result ofo be $32.3 million, or 3.5 percent,
state member bank growth; more-greater than estimated 1995 expenses.
comprehensive supervision; the comExpenses for salaries are budgeted to
plexities of reviewing nontraditional increase $43.3 million, or 4.8 percent.
banking products, regulatory changedyerit pay accounts for a large portion of
industry consolidation, and geographidhe increase; also contributing to higher
expansion; and the full-year impact ofsalary expenses are promotions, reclas-
filling vacancies in 1995. sifications, changes in the mix of staff,
and structure adjustments. Increases for
salaries are being partially offset by a
reduction of $4.6 million in overtime
Personnel expenses—officer and emexpenses due to volume declines and
ployee salaries, other compensation tthe conclusion of some 1995 initiatives
personnel, and retirement and othein the check area; short-term position
benefits—account for 63 percent ofvacancies (lag) are also partly offsetting
Reserve Bank operating expenses budalary increases. The decrease in other
geted for 1996. The amount budgetegersonnel expenses ($11.0 million) is
for 1996 is 3.9 percent more thandue to a decline in outside agency help.
estimated 1995 expenses (table 3.11). Expenditures for retirement and other
Salaries and other personnel expensesenefits, which account for 14 percent
which account for 49 percent of budgeteaf budgeted 1996 operating expenses,
1996 operating expenses, are expectete expected to be $13.5 million, or

Budget by Object of Expense

Table 3.11
Operating Expenses of the Federal Reserve Banks, by Object, 1994-96
Thousands of dollars, except as noted

Object 1994 1995 1996 Percentage change
actual estimate | budget | g9, 4, 1995% 1995 to 1996
PERSONNEL
Officers’ salaries ...................... . 90,716 95,007 98,758 4.7 3.9
Employees’ salaries.................... . 782,238 809,289 848,844 35 4.9
Other personnél ....................... . 38,810 30,002 18,977 -22.7 -36.7
Retirement and other benefits.......... 256,572 253,874 267,422 -1.1 5.3
Total personnel.................... . 1,168,337 1,188,172 1,234,000 17 3.9
NONPERSONNEL
Forms and supplies.................... . 54,621 55,567 57,467 1.7 3.4
Equipment ... . 183,915 154,568 178,688 -16.0 15.6
Software ... . 31,101 31,221 34,949 A4 11.9
Shipping ... . 78,419 79,157 78,952 9 -3
Travel ... .. 40,667 45,488 46,575 11.9 2.4
Buildings ... . 154,403 157,561 166,134 2.0 5.4
RECOVEINES. ... . —49,964 -51,319 -51,799 2.7 9
Other ... s .. 135,420 213,160 223,805 57.4 5.0
Total nonpersonnel................ . 628,582 685,403 734,771 9.0 7.2
Total ..o .. 1,796,919 1,873,575 1,968,770 4.3 5.1

1. Excludes special projects.

2. Expenses for certain contractual arrangements, and miscellaneous personnel expenses.

3. Communications, fees, contra-expenses, shared costs distributed and received,
excess capacity, and other.
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5.3 percent, greater than estimated 1995 apital Outlays
expenses. Approximately 40 percent of
the 1996 increase is due to complianc&or the next several years, the Reserve
with GAAP; other contributing factors Banks’ capital budget will be dominated
are higher social security payments antdy building projects. The New York
thrift plan contributions, a reflection of Reserve Bank will continue the renova-
higher salaries and staffing levels. Medition of its head office building, a project
cal expenses are also contributing to théhat will be spread over ten years or
increase. more and will result in upgrading of the
Nonpersonnel expenses, which accourgntire building. In Cleveland, an annex
for 37 percent of budgeted 1996 operatwill be constructed adjacent to the
ing expenses, are projected to increasexisting building to house a new opera-
7.2 percent over estimated 1995 nonpetions center. This project is scheduled to
sonnel expenses. be completed in late 1996, followed by a
Expenditures on equipment are budeomplete renovation of the existing
geted to increase 15.6 percent, accounbuilding to extend its useful life, improve
ing for approximately 9 percent oflife safety systems, and enhance the
budgeted 1996 operating expenses. Morgecurity of valuables handled by the
than half the increase is due to theBank. In 1995, new building programs
installation of the new high-speed cur-were approved for the head office in
rency processors. Equipment depreAtlanta and its Branch office in
ciation and maintenance costs are alsBirmingham; both projects are scheduled
increasing, owing mainly to the installa-to be completed around the end of the
tion of check imaging, check process<century. In Minneapolis, the new office
ing, and end-user computing equipmentbuilding will be ready for occupancy in
Shipping expenses, which account foduly 1997.
approximately 4 percent of Reserve For 1996, capital outlays (including
Bank budgeted 1996 operating expensefynding for FRAS) are budgeted at
are expected to remain flat. $411.0 million, an increase of $45.4 mil-
Building expenses, which account forlion, or 12.4 percent over estimated
about 8 percent of budgeted 19961995 outlays (excluding FRAS, the
operating expenses, are expected tocrease is $64.9 million) (table 3.12).
increase 5.4 percent over estimated 1995 Outlays for buildings in 1996 are
building expenses. The increase is beingudgeted at $125.6 million, about
driven by increased property depre30 percent of total capital outlays.
ciation resulting from building improve- Included in the budget are the new
ments and renovations, building projectbuilding programs in Minneapolis
related to the installation of new cur-($40.8 million), Atlanta ($3.7 million),
rency processors, and the new buildingnd Birmingham ($2.4 million); the
projects in Minneapolis and Cleveland.renovation and expansion project in
“Other” nonpersonnel expenses areCleveland ($35.3 million); the floor-
budgeted to increase $10.6 million oveby-floor modernization and renovations
estimated 1995 expenses, accounting New York ($13.6 million); and
for approximately 11 percent of bud-general renovation and modification
geted 1996 expenses. The increase [gojects in several other Districts
due mainly to higher charges by($16.4 million). Renovations in
FRAS for data processing and dataurrency-processing areas are adding
communications. $3.4 million.
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Outlays for data processing and datéor CPU upgrades at FRAS to meet
communications are budgeted aproduction, testing, and contingency
$113.3 million, approximately 28 per- processing requirements ($6.1 million);
cent of total capital outlays. Included inthe remainder of the CPU outlays is
the budget is check-imaging equipmentelated to check operations in five
for eleven Districts ($24.8 million). In Districts. Storage devices account for
1996, the Federal Reserve will begin tdb11.4 million, including $6.2 million for
provide image-supported check truncaBASD and tape equipment at FRAS;
tion services to the U.S. Treasury. Thesupport for check-processing operations
budget includes funds for the System’sn several Districts will require an
image archival and retrieval system, foradditional $5.1 million. Outlays of
high-speed image-processing system$12.1 million are needed to replace
and for other equipment and upgradesxisting LAN communications equip-
related to the Treasury’s effort ($9.8 mil-ment and to implement several upgrades.
lion). The remainder of the check-FRAS has budgeted $7.2 million for
imaging capital budget covers upgradesperations equipment for the Fednet
to medium- and high-speed sorters andetwork; the final milestone for the
the installation of image-enhanced~ednet project, the conversion of District
truncation equipment to support theleased-line connections to Fednet, is
Treasury and to position the Banksscheduled to be completed in 1996. In
to provide commercial check imageaddition, FRAS has budgeted $4.7 mil-
processing. lion for parallel sysplex equipment,

Other major data processing and datwhich is expected to help manage
communications outlays budgeted foworkloads more efficiently, improve
1996 include $21.8 million for input application availability, and reduce
devices—mainly PC workstations—insoftware costs. The remaining data
all Districts. More than $8 million is processing and data communications
earmarked for CPU equipment, mostlyoutlays include $5.8 million for several

Table 3.12
Capital Outlays of the Federal Reserve Banks, by Class of Outlay, 199496

Thousands of dollars, except as noted

Percentage change
Class of outlay actual | estmate | budget
1994 to 199# 1995 to 1996

Data processing and data

communications equipmeht ........ 143,121 113,405 113,345 -20.8 -1
Buildings ...l . 43,385 108,045 125,609 149.0 16.3
Furniture, furnishings,

and fixtures.................. ... . 12,487 16,555 27,997 32.6 69.1
Other equipmenit...................... . 45,330 78,888 85,069 74.0 7.8
Land and other real estate............. 6,866 22,761 11,526 231.5 -49.4
Building machinery and equipment ... .. 5,194 12,822 21,286 146.8 66.0
Leasehold improvements............... ! 304 1,209 3,503 298.1 189.9
Softwaré ... . 10,431 11,901 22,643 141 90.3
Total ... .. 267,117 365,584 410,979 36.9 12.4

1. Includes FRAS capital of $63,959 thousand in 1994, 3. Includes FRAS capital of $6,275 thousand in 1994,
$48,995 thousand in 1995, and $27,747 thousand in 19963,171 thousand in 1995, and $4,808 thousand in 1996.
2. Includes FRAS capital of $1,820 thousand in 1994,
$38 thousand in 1995, and $111 thousand in 1996.
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projects at the New York Reserve Bank, Software purchases in 1996 are
$3.9 million for telephone systems, andbudgeted at $22.6 million. Check-image
$3.6 million for printers. software accounts for more than half of
Furniture and other equipment purthe total ($11.6 million). FRAS has
chases are budgeted at $113.1 milliorhudgeted $4.8 million for software
about 27 percent of total capital outlaysassociated mainly with the CPUs that
The continued installation of new cur-will be upgraded.
rency processors and associated equip-
ment accounts for about half of the tota .
($57.4 million). The Reserve Banksz:]edn(ésmmlgxrﬁggtses
plan to spend another $13.1 million ploy
on other cash-related equipment an@®ver the ten years ending with the
$23.1 million to replace furniture and1996 budget, Reserve Bank operating
workstations. expenses have increased an average
Building machinery and equipmentof 5.4 percent a year (chart 3.1). The
outlays are budgeted at $21.3 millionnumber of employees at the Reserve
Included are items related to Min-Banks, excluding FRAS staff, has
neapolis’s new building ($5.9 million) increased from 23,240 in 1986 to 23,261
and replacements and upgrades in seveiial 1996, an increase of 21 ANP
Districts, including chiller replacements(chart 3.2). Since 1986, staffing has
and upgrades ($3.2 million), boiler-increased in supervision and regulation
generator upgrades ($1.0 million),owing to the implementation of the
elevator upgrades ($2.0 million), andFederal Deposit Insurance Corporation
an HVAC computer in Richmond Improvement Act (1,139 ANP), in the
($2.6 million). currency service owing to volume growth
Land and other real estate purchasgd13 ANP), and in public programs
are budgeted at $11.5 million, for theowing to enhanced communications with
new building in Birmingham and for the the public (115 ANP). Partly offsetting
Dallas Reserve Bank’s purchase of a lothese increases have been decreases
adjacent to its building to improve thein the commercial check service
security of the building’s perimeter. (403 ANP), the overhead services

Chart 3.1 Chart 3.2
Operating Expenses of the Employment at the
Federal Reserve Banks, 1986196 Federal Reserve Banks, 1986196
Billions of dollars ANP, in thousands

19 25

16 \/\/\ 24
13 23
1986 dollarg

IS | [ [ | I I IS IS [ B |
1986 1991 1996 1986 1991 1996

1. Excludes expenses for special projects. For 1995, 1. Includes staff for special projects and FRAS. For
estimate; for 1996, budget. 1995, estimate; for 1996, budget. See text note 2 for
2. Calculated with the GDP price deflator. definition of ANP.

Current dollars
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(297 ANP), securities and noncastof 12.0 percent a year, primarily because
operations (204 ANP), the ACH andof installation of the currency proces-
funds transfer services (225 ANP), fiscabkors, and expenses for public programs
agency services (192 ANP), and théhave grown an average of 8.4 percent a
monetary policy service (55 ANP).year. These increases have been partly
These decreases are due largely to conffset by downsizing in the commercial
solidation of operations and to operacheck service due to volume declines
tional efficiencies throughout the Systemand by centralization efforts in the funds

Over the five years ending with thetransfer and ACH services.
1996 budget, Reserve Bank operating About half of the expenses in the
expenses have increased an average Réserve Banks’ 1996 budget are recover-
5.7 percent a year. Increases have beeatle through pricing or are reimbursable
higher since 1991 because of expandefdom the Treasury and other agencies.
bank supervision and the transition toThe proportion of recoverable expenses
a consolidated data processing enviroris down from 60 percent in 1991
ment. Nonpersonnel costs have beebecause recoverable services have been
increasing at a much faster rate thagrowing at a slower rate than nonrecover-
personnel costs as the Reserve Banlable services: Between 1991 and 1996,
downsize labor-intensive operations andecoverable services have grown an
substitute technology for labor: Sinceaverage of 2.2 percent a year, and
1991, nonpersonnel expenses hawveonrecoverable services an average of
grown an average of 6.9 percent a yeaf,0.1 percent a year.
and personnel expenses an average of
5.0 percent a year. _ Volume and Unit Costs

Over the five years, increases have
been highest for the supervision and? 1996, the volume of measured ser-
regulation operational area—an averagéices as a whole is expected to increase
of 12.7 percent a year—as the areg.l_ percent over 1995 volume', and the
continues to expand. Expenses for sednit cost is expected to increase
vices to the U.S. Treasury and otheP-8 percent (table 3.13). Since 1991,
government agencies have increased ¥plume has increased at an average
the five-year average of 5.7 percent a
year. Before 1993, when regionalization'@?€ 313
of savings bonds operations took place/°lume and Unit Costs of Measured
the savings bond service accounted fdrederal Reserve Bank Services
the bulk of the annual increase for thigPercentage change from 1995 to 1996

operational area; since then, the consoli- Service Volume| Unit cost
dation of savings bonds processing site

has resulted ir? savings,.p The mogetariaé?ninmt;c@ oheck. ' 3,'70 _2'.20

and economic policy operational area Automated clearinghouse...| 16.1 -14.7

has grown at an average rate of &'QS,S ctr:&ér;ifsefﬁ'f]'f.l'f.'j'f. S
5.1 percent a year, reflecting increases in

overhead and support. The services tB2sft - - 39 6.5
financial institutions and the publicriscal........................ . 6.1 4.8

operational area has had the lowest

average annual increase over the fiygcumes and noncash....... 34 718

years, 3.7 percent. Expenses for thell measured services........| 2.1 8

currency service have grown an average1. Includes currency and coin services.
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annual rate of 1.9 percent and unit cost
at an average annual rate of 1.5 percent.
The increase in unit cost expected for
1996 reflects a net decrease for the
payments services. For the commercial
check service, the largest component
of the overall index, the unit cost is
expected to remain essentially flat, and
for the cash service, the second largest
component, to increase 6.5 percent.

1995 Budget Performance

The Reserve Banks estimate that 1995
expenses were $1,873.6 million—

$4.3 million, or 0.2 percent, over the

approved budget. At this estimated level
of spending, the increase over actual
1994 spending on operations was
4.3 percent.

Seven Reserve Banks expect to be
within 1.0 percent of their approved
1995 budgets. Three Banks expect over-
runs of 1.0 percent or more—Cleveland
(2.2 percent), Minneapolis (1.4 percent),
and San Francisco (1.0 percent). Major
factors in Cleveland’s overrun were
higher-than-expected costs for Fednet
and FRAS production and unbudgeted
accounting changes related to the GAAP
compliance initiative; in Minneapolis,
the most significant reason for the
overrun was the GAAP accounting
changes; and in San Francisco, backlogs
during transition to the new currency
processing equipment required the
addition of unbudgeted resources. Two
Banks expect underruns of more than
1.0 percent—Atlanta (2.0 percent) and
Boston (1.2 percent). Atlanta’s expenses
were lower in 1995 because of the
recognition of credits for self-insured
medical related to the GAAP compli-
ance initiative; Boston's expenses were
lower because the cost of transporting
checks within the System, a Systemwide
cost included in Boston’s budget, was
lower than expected. .
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Chapter 3
Federal Reserve Banks

The 1997 budgets for the twelve Reservestimated 1996 personnel expenses
Banks approved by the Board of(table 3.2). Nonpersonnel expenses
Governors total $2,031.9 million, an(mainly for building and automation
increase of $34.2 million, or 1.7 percentprojects) are budgeted at $744.9 mil-
over estimated 1996 expendituredion, an increase of $13.6 million, or
(table 3.1). Excluding the cost of thel.9 percent, over estimated 1996 non-
Automation Consolidation special pro-personnel expenses.
ject ($34.7 million), the Reserve The following two sections discuss
Banks’ 1997 operating budgets totaimajor projects and the budget objective
$1,997.2 million, an increase offor the Reserve Banks in 1997. Subse-
$37.9 million, or 1.9 percerit. guent sections provide details for the
Employment, including the staff four operational areas as well as for
associated with FRAS, is budgeted abbjects of expense, capital outlays, and
23,258 ANP (average number of per{ong-term trends. Appendix A gives
sonnel), a decrease of 335 ANP, omore information on capital outlays, the
1.4 percent, from estimated 1996special project, and other special cate-
employmeng Reserve Bank employ- gories of expense, and appendix D gives
ment is expected to decline by 292 ANPadditional data by Federal Reserve
and FRAS employment by 43 ANP.  District and operational area.
Expenses for personnel account for
$1,252.3 million, or 63 percent of the
1997 operations budget, an increase qf,..: :
$24.3 million, or 2.0 percent, overqvIajor Projects
The 1997 Reserve Bank budgets provide
for the following major projects

- (table 3.3):

1. The budget for the Automation Consolida-
tion special project includes transition expenses Installation of new high-speed cur-
associated with the move to a centralized environ- rency processors

ment and expenses for FRAS (Federal Reservg Installation of equipment and software

Automation Services, the unit responsible for t ti . f
consolidated data processing and data communica- 0 Support Image processing of com-

tions for the Reserve Banks). FRAS charges to the mercial and government checks
Automation Consolidation special project in 1997« Building construction programs
are budgeted at $24.5 million. « Office automation and upgrading of

2. Average number of personnéANP) is a
measure of the number of employees in terms of local area networks

full-time equivalents for the time period. For * R€engineering programs

instance, a full-time employee who starts work or* Consolidation of data processing and
July 1 counts as 0.5 ANP for that calendar year; data communications.

two half-time employees who start on January 1

count as 1 ANP. Because the Reserve Banks carry The ongoing project to replace older-

calculations related to employment to two decimageneration currency processors that
places but employment in this volume is expresse : : -

in whole numbers, rounding error may result in f"“’e been in use since 197.8 with n.eW
slight discrepancies in employment figures amondigh-speed  processors is adding
the tables and charts in this volume. $40.7 million to the 1997 operations
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budget, an increase of $0.9 million overequipment depreciation and mainte-
estimated 1996 expenditures. Thisiance, software amortization, and related
project is in its final phase, and the lasprogramming and data processing
of the new processors will be installedrequirements for both commercial and
in early 1997. In addition to the newgovernment check processing. Approxi-
processors, the project provides for thenately 40 percent of the funds are
installation of reconciliation stations,earmarked for a government check-
sensors and detectors, and upgradedhaging project requested by the U.S.
software to accommodate the newlyTreasury whereby the Federal Reserve
designed currency. Of the total, $0.8 mil-will begin to provide image-supported
lion is associated with software upgradessheck truncation services to the Treasury
approximately the same amount as wais early 1997. Also, in keeping with the
budgeted for 1996. System’s effort to expand the electronic

Expenses for the ongoing check-delivery of check services, many Reserve
imaging project are budgeted atBanks plan to offer imaging of com-
$15.8 million, an increase of approxi-mercial checks to depository institutions
mately $10.8 million over estimatedand are upgrading sorters and check-
1996 expenditures. The budget increaggrocessing control software to make
for 1997 is associated with additionalthem image-capable.

Table 3.1
Expenses and Employment at the Federal Reserve Banks, 1996 arid 1997
Change
Category estmate budget

Amount Percent
Expenses (millions of dollars)
Operations ...........covvvnvnn.. . 1,959.3 1,997.2 37.9 1.9
Special project .................... . 38.4 34.7 -3.7 -9.7
Total ... . 1,997.7 2,031.9 34.2 1.7
Employment (average number
of personnely
Operations ..........c.covvvvnvnnn. . 23,001 22,709 -292 -1.3
FRAS ... ... . 592 549 -43 -7.3
Total ... . 23,593 23,258 -335 -1.4

1. Excludes capital outlays.
2. Includes support and overhead (see appendix D, table D.3, note 1, for definitions).
3. See text note 2 for definition of average number of personnel.

Table 3.2
Operating Expenses of the Federal Reserve Banks, by Object, 1995-97

Millions of dollars, except as noted

Object 1995 1996 1997 Percentage change

actual estimate budget | 1995 19 1996| 1996 to 1997
PErSOMNEl. ... ooovvooeeeno . 11835 1,228.0 1,252.3 3.8 2.0
Nonpersonnel . ....... ... ... 681.2 731.3 744.9 7.4 1.9
Total oooee e . 18647 1,959.3 1,097.2 5.1 19

1. Excludes special projects.
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A total of $15.1 million has been below estimated 1996 levels. A signifi-
budgeted for Board-approved buildingcant portion of these savings is due to
projects in Cleveland and Minneapolisthe closing of the Jericho, New York,
an increase of $10.9 million over esti-check-processing facility in October
mated 1996 expenditures. 1996.

Office automation projects are adding Reserve Bank data processing and
an additional $3.2 million to the 1997 data communications operations have
budget. Two Reserve Banks have idenbeen consolidated at FRAS. Charges to
tified plans to improve their local areathe Reserve Banks by FRAS for these
networks (LANs) by improving the two services are expected to decrease
existing infrastructure and addressing6.9 million, or 4.3 percent, from esti-
backup and contingency needs; thesmated 1996 charges. The reduction is
projects account for $2.0 million of due to an overall cost reduction antici-
the 1997 increase. Another Bank hagated by FRAS as it moves closer to a
budgeted $1.2 million to convert thesteady-state environment.

District's paper-based filing system to
electronic images. C

Several Reserve Banks are projectiné]‘997 Budget Objective
savings, totaling $9.7 million andIn 1996 the Board approved a 1997
168 ANP, associated with reengineerindReserve Bank budget objective that
projects (efforts to restructure businesprovided for an increase in total
processes) and other operational improvexpenses, including special projects,
ments. While three Districts have identi-of $64.3 million, or 3.2 percent, over
fied initiatives to pursue opportuni- estimated 1996 expenditures. Excluding
ties to improve operations and reducepecial project expenses, which were
expenses, one District's projections arexpected to decrease in 1997, the
driving the savings. New York’s reengi- increase was projected to be 3.5 percent.
neering program is expected to reduc&he Board anticipated that within this
expenses by $7.8 million and 130 ANPguideline, expenses for continuing

Table 3.3
Major Federal Reserve Bank Projects, 1997

Million of dollars, except as noted

Contribution to
Project 1996 estimate 1997 budge! 198(??291%97 intogglerlgt?gn(s:htijnc?;et
(percentage points)

Currency processors. .............. A 39.8 40.7 .9 *
Check imaging projects. ........... 5.0 15.8 10.8 .6
Building construction programs.. ... 4.2 15.1 10.9 .6
Office automation/LAN upgrades.. .. 5.2 8.4 3.2 2
Reengineering programs........... L -9.7 -9.7 -5
FRAS production charges.......... 159.7 152.8 -6.9 -4
Total ... . 213.9 223.1 9.2 .5
MEMO
Total operating expenses.......... 1,959.3 1,997.2 37.9 1.9

* Less than 0.05.



1996-1997

30 Annual Report: Budget Review, 1996-97

Table 3.4 The 1997 increase for continuing
Contribution to Total 1997 Change Reserve Bank operations (when the
in Reserve Bank Operations Budget savings target is included) is $28.5 mil-
Percentage points lion less than anticipated in the budget

Budoet [Approved objective. The increase is less than the
objective budget 2.6 percent target, by 1.5 percentage
Continui . points, for two main reasons: Expenses
ontinuing operating expenses | .. 2.6 11 .

Major projects. ................. L 9 .8 for merit pay programs are bUdgeted

A o at 1.2 percentage points less than
Total excluding special project..| 3.5 1.9 projected (3_0 percent vs. 4.2 percent),

MEMO and expenses for retirement and other
Special project.................. - -3 -2 benefits are budgeted at 2.5 percentage
points less than projected (1.7 percent
vs. 4.2 percent).

Major Reserve Bank projects are
expected to contribute $6.3 million less
Reserve Bank operations (including théhan the target approved by the Board.
impact of an overall savings target ofThe decrease is due largely to a $6.7 mil-
$19.0 million) would increase 2.6 per-lion decrease in costs for the currency-
cent over estimated 1996 expenditurequrocessing project resulting from a
Two major projects, check imaging andfinancial accounting change that extended
installation of new currency processorsthe useful life of the equipment and to
were expected to account for $18.0 milthe renegotiation of the maintenance
lion of the projected 1997 increase, andontract.
another project, building construction in  Offsetting the expected lower costs
two Districts, for $8.3 million. Partly for the currency-processing project are
offsetting these increases would be #&igher-than-expected costs for building
decrease of $8.7 million due to lowerconstruction, which is adding $10.9 mil-
FRAS production charges, for a netion to the budget instead of the $8.3 mil-
increase of $17.6 million. Table 3.4lion anticipated in the budget objective.
compares the 1997 budget objectivdhe increase over the budget objective
with the approved 1997 budget. is due primarily to the inclusion in the

Item

Total including special project ...| 3.2 1.7

Table 3.5
Operating Expenses of the Federal Reserve Banks, by Operational Area, 1995-97

Thousands of dollars, except as noted

Percentage change
Operational area actusl | esimate | budget
1995 to 199(% 1996 to 1997

Monetary and economic policy. .. ...... 128,303 138,143 145,693 7.7 5.5
Services to the U.S. Treasury

and other government agencies. . .. 216,790 217,200 213,090 2 -1.9
Services to financial institutions

and the public..................... . 1,127,320 1,177,565 1,194,002 4.5 1.4
Supervision and regulation. ............ 392,294 426,385 444,431 8.7 4.2
Total .. .. 1,864,707 1,959,294 1,997,216 5.1 1.9

1. Includes the costs of support and overhead (see appendix D, table D.3, note 1,
for definitions). Excludes special projects.
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budget of real estate taxes for the newpecial project of $10.0 million by the
buildings in Minneapolis and Cleveland,New York Reserve Bank and $24.5 mil-
the amounts for which were unknown ation by FRAS.

the time the budget objective was

established. Also, FRAS production

charges are declining less than anticiBudget by Operational Area

pated in 1997 because a larger portion
expected long-term savings was realiz
in 1996.

The 1997 budget objective for the
Automation Consolidation special project™
was $33.0 million. The budgeted amount
is $34.6 million, somewhat more than
the target but considerably less tharllvI
estimated 1996 expenditures. ContributThe 1997 budget for the monetary and
ing to the 1997 budget are charges to theconomic policy operational area is

Ef)iables 3.5 and 3.6 summarize expenses
and employment for the Reserve Banks’

four operational areas. Tables 3.7 through
11 give details.

onetary and Economic Policy

Table 3.6
Employment at the Federal Reserve Banks, by Activity, 1995-97

Average number of personnel, except as nated

Activity 1995 1996 1997 Percentage change
actual estimate budget [4995 10 199(% 1996 to 1997

Operational areas
Monetary and economic policy. ........ 737 728 731 -1.3 5
Services to the U.S. Treasury

and other government agencies. . .. 1,683 1,566 1,524 -7.0 -2.7
Services to financial institutions

andthe public..................... . 8,209 8,099 7,851 -1.3 -3.1
Supervision and regulation. ............ 3,074 3,126 3,100 1.7 -8
Support and overhedd
SUPPOIt . e . 4511 4,531 4,540 4 2
Overhead ............ccoooiiiviiiiinns . 4,949 4,952 4,963 1 2
Total ... .. 23,162 23,001 22,709 -7 -1.3

1. Excludes special project and FRAS ANP.
2. See text note 2 for definition of average number of personnel.
3. See appendix D, table D.3, note 1, for definitions.

Table 3.7
Expenses of the Federal Reserve Banks for Monetary and Economic Policy, 1995-97

Thousands of dollars, except as noted

Sevice 1995 1996 1997 Percentage change

actual estimate budget 1995 to 1994 1996 to 1997
Economic policy determination. ........ 100,616 108,864 113,805 8.2 4.5
Open market trading................... . 27,687 29,279 31,887 5.8 8.9
Total .. .. 128,303 138,143 145,693 7.7 55

1. Excludes special projects.
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$145.7 million, an increase of $7.5 mil-impact of filling positions that were
lion, or 5.5 percent, over estimated 199&acant during part of 1996.
expenditures. The increase is due to
r;r\e)'ral\tspay increases, higher charges b ervices to the U.S. Treasury

, and higher costs for centralize nd Other Government Agencies
end-user automation related to enhanc- 9
ing client-server platforms. The staffingThe 1997 budget for services to the U.S.
level is increasing by 3 ANP, or Treasury and other government agencies
0.5 percent, over estimated 1996 employef $213.1 million is $4.1 million, or
ment, mainly because of the full-yearl.9 percent, below estimated 1996

Table 3.8

Expenses of the Federal Reserve Banks for Services to the U.S. Treasury
and Other Government Agencies, 1995197

Thousands of dollars, except as noted

Senvice 1995 1996 1997 Percentage change
actual estimate budget 1995 to 199(% 1996 to 1997

Centralized operations—savings bonds. 70,240 69,525 63,019 -1.0 -9.4
Other Treasury iSSUes.................. . 22,493 21,855 14,412 -2.8 -34.1
Centralized operations—other Treasury

ISSUBS .o veeeieieieiiaeee . 2,394 1,970 1,950 -17.7 -1.0
Centrally provided Treasury

and agency services............... L 29,552 26,343 34,348 -10.9 30.4
Government accounts. . ................ . 34,186 37,016 33,209 8.3 -10.3
Food coupons. ..........coviiiiiiinnn. . 24,202 25,789 26,659 6.6 3.4
Other ... .. 33,724 34,702 39,493 2.9 13.8
Total ..o .. 216,790 217,200 213,090 2 -1.9

1. Excludes special projects.

Table 3.9

Expenses of the Federal Reserve Banks for Services to Financial Institutions
and the Public, 1995-97

Thousands of dollars, except as noted

Semvice 1995 1996 1997 Percentage change
actual estimate budget 1995 to 1994 1996 to 1997
CUITENCY . e ee et e . 224,729 246,513 248,101 9.7 .6
CoIN ot .. 26,803 28,921 29,264 7.9 1.2
Specialcash................cooiennn. . 5,155 5,600 4,943 8.6 -11.7
Commercial check ..................... . 519,337 541,943 540,375 4.4 -3
Othercheck........................... . 38,656 37,887 41,876 -2.0 10.5
Funds transfer......................... . 68,361 62,001 68,352 -9.3 10.2
Automated clearinghouse.............. 83,879 78,917 76,940 -5.9 -2.5
Book-entry securities transfer.......... 38,338 37,396 38,972 -25 4.2
Other securities and noncash collection |. .. 7,710 8,041 7,201 43 -105
Loans to member banks and others ... . 20,595 22,037 23,019 7.0 45
Public programs. ............. ...l . 64,159 74,184 78,313 15.6 5.6
Other ... .. 29,598 34,125 36,647 15.3 7.4
Total ..o .. 1,127,320 1,177,565 1,194,002 4.5 1.4

1. Excludes special projects.
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expenditures. The reduction is dueor 0.8 percent, over estimated 1996
mainly to staff reductions and lowerexpenditures, and the budget for non-
charges by FRAS. These reductions argriced services is up $10.9 million, or
being partly offset by higher costs due2.2 percent. Staffing is budgeted to
to merit pay increases and for softwaralecline by 248 ANP, or 3.1 percent,
being developed for the Treasuryfrom estimated 1996 employment.
Employment is projected to be 42 ANP,Reductions are occurring in both priced
or 2.7 percent, lower than estimatecand nonpriced services, including a
1996 employment. Staffing levels aredecline of 173 ANP for the commercial
being reduced in nearly all servicescheck service due to the closing of the
Staffing is declining by 15 ANP for the Jericho, New York, check-processing
government accounts service as a resufcility and improved efficiency at
of anticipated lower volume associatedseveral Banks; a decline of 40 ANP
with new tax filing requirements and byresulting from efficiency gains as experi-
10 ANP for the food coupon service as &nce with the new currency processors
result of expanded debit card programsncreases; and a decline of 13 ANP for
Reductions for other services are resultthe ACH and funds transfer services due
ing from reengineering efforts in severalto improved efficiency resulting from
Districts. the transition to centralized applications
at FRAS. Partly offsetting these reduc-
tions are projected staff increases for
Services to Financial Institutions  public programs (21 ANP) in support of
and the Public efforts to raise the Banks' visibility,
improve the communication of eco-
Expenses for providing services tonomic policy, and expand community
financial institutions and the public areoutreach programs.
budgeted at $1,194.0 million, an increase Expenses for the commercial check
of $16.4 million, or 1.4 percent, overand other check services are increasing
estimated 1996 expenditures. The budg&?2.4 million, or 0.4 percent, over
for priced services is up $5.5 million, estimated 1996 expenses. Offsetting the

Table 3.10

Expenses of the Federal Reserve Banks for Services to the U.S. Treasury
and Other Government Agencies and to Financial Institutions and the Public, 1995-97

Thousands of dollars, except as noted

Service 1995 1996 1997 Percentage change
actual estimate budget 1995 to 199(% 1996 to 1997
U.S. government servicés.............. 310,061 303,893 301,119 -2.0 -9
Cash services............ .l. 251,532 275,434 277,365 9.5 7
Priced services.. .]. 668,166 685,092 690,630 25 .8
Other ... .. 114,351 130,346 137,978 14.0 5.9
Total .. .. 1,344,109 1,394,765 1,407,093 3.8 9
1. Excludes special projects $647 thousand, bringing the total cost of services pro-

2. The Federal Reserve Banks also incur someided to U.S. government agencies by the Reserve Banks
expenses for the provision of services to the U.S. govas fiscal agents and depositories of the United States to
ernment that are recorded in the monetary and econom#310,708 thousand.
policy operational area. These expenses for 1995 were
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savings associated with the staff reducassociated with the change in the FRAS
tions described above are greatecost accounting methodology.
expenses for the check-imaging project
($5.3 million for commercial checks and
$5.5 million for government checks).
Also increasing is the budget for theThe 1997 budget for the supervision and
interdistrict transportation system (ITS),regulation operational area is $444.4 mil-
a result of network enhancements, highdion, an increase of $18.0 million,
fuel costs, and new contracts. The volor 4.2 percent, over estimated 1996
ume of commercial checks processedxpenditures. Changes in individual
(including return items) is projected toReserve Bank budgets vary consider-
increase 1.6 percent, with projectionsably from District to District and range
for individual Districts ranging from a from a decline of 4.2 percent to an
decline of 2.4 percent to an increase oincrease of 14.2 percent. Overall, direct
7.8 percent. The volume of governmenexpenses are increasing 2.7 percent,
checks processed is projected to declinmainly because of merit pay increases,
1.1 percent. more travel due to an increased number
Expenses for the funds transfer servicef foreign examinations, and greater
are budgeted to increase $6.4 millionexpenses for equipment and software
or 10.2 percent, over estimated 199@&ssociated with a Systemwide effort
expenditures, primarily because of higheto standardize and upgrade PC equip-
charges by FRAS resulting from ament and software. Support expenses
change in the way data processing andre increasing 10.6 percent because of
data communications costs are redistribautomation projects and higher occu-
uted ($7.0 million). Expenses for thepancy costs. The staffing level is
ACH service are budgeted to decreasbudgeted to decrease by 26 ANP, or
$2.0 million from estimated 1996 0.8 percent, from the estimated 1996
expenditures; reductions due to a declinkevel; reductions associated with the
in the staffing level (11 ANP) and lower supervision of District financial institu-
software development costs are beingjons are being partly offset by a slight
partly offset by increased data processncrease associated with consumer affairs
ing and data communications expensesxaminations.

Supervision and Regulation

Table 3.11
Expenses of the Federal Reserve Banks for Supervision and Regulation, 1995-97

Thousands of dollars, except as noted

Service 1995 1996 1997 Percentage change
actual estimate budget 1995 to 199(% 1996 to 1997

Supervision of District

financial institutions. ............... . 234,029 251,974 263,526 7.7 4.6
Consumer affairs....................... . 37,257 44,884 48,617 20.5 8.3
Administration of laws and regulations

related to banking................. . 102,329 108,858 111,138 6.4 2.1
Studies of banking and financial

market structures. ................. X 18,679 20,669 21,151 10.7 2.3
Total .. .. 392,294 426,385 444,431 8.7 4.2

1. Excludes special projects.
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Budget by Object of Expense reduction in overtime ($5.1 million),
lower expenses resulting from short-
Personnel expenses—officer and enterm position vacancies or lag ($6.2 mil-
ployee salaries, other compensation ttion), and a decline in the staffing level
personnel, and retirement and otheof 292 ANP ($3.7 million). The decrease
benefits—account for 63 percent ofin “other” personnel expenses ($3.1 mil-
Reserve Bank operating expenses budion) is due to a decline in the use of
geted for 1997. The amount budgeted isutside agency help.
2.0 percent more than estimated 1996 Expenditures for retirement and other
personnel expenses (table 3.12). benefits, which account for 14 percent
Salaries and other personnel expensesf budgeted 1997 operating expenses,
which account for 49 percent of budgetedire expected to increase $4.4 million,
1997 operating expenses, are expectest 1.7 percent, over estimated 1996
to be $20.0 million, or 2.1 percent,expenses. Benefits tied to salaries, such
greater than estimated 1996 expenseas social security payments and thrift
Salaries for officers and employees arplan contributions, are budgeted to
budgeted to increase $23.1 million, ofincrease 2.4 percent, and costs related to
2.5 percent. Contributing to the increaséealth care for active employees and
are merit increases (3.0 percent of salaretirees are budgeted to increase 1.0 per-
liability, or $28.6 million), promotions cent. Other benefit expenses are increas-
and reclassifications ($8.5 million), anding 0.9 percent.
structure adjustments ($0.8 million). Nonpersonnel expenses, which account
Partly offsetting these increases are for 37 percent of Reserve Bank operat-

Table 3.12
Operating Expenses of the Federal Reserve Banks, by Object, 1995-97

Thousands of dollars, except as noted

Object 1995 1996 1997 Percentage change
actual | estimate | budget |,qgq5 199% 1996 to 1997
PERSONNEL
Officers’ salaries ...................... . 94,919 100,585 106,026 6.0 5.4
Employees’ salaries.................... . 803,188 837,473 855,118 4.3 2.1
Other personnél ....................... . 33,895 26,694 23,565 -21.2 -11.7
Retirement and other benefits.......... 251,543 263,230 267,624 4.6 1.7
Total personnel.................... . 1,183,545 1,227,982 1,252,332 3.8 2.0
NONPERSONNEL
Forms and supplies.................... . 58,788 58,847 57,684 1 -2.0
Equipment ... . 152,027 164,683 180,534 8.3 9.6
Software ... . 28,396 34,630 39,393 22.0 13.8
Shipping ... . 78,067 79,028 79,932 1.2 1.1
Travel ..o .. 45,463 46,728 45,229 2.8 -3.2
Buildings ... . 156,610 167,163 176,000 6.7 5.3
RECOVEINES. ... . -51,306 -52,069 -53,031 1.5 1.8
Other ... s .. 213,119 232,302 219,144 9.0 -5.7
Total nonpersonnel................ . 681,162 731,312 744,884 7.4 1.9
Total ..o .. 1,864,707 1,959,294 1,997,216 5.1 19

1. Excludes special projects.

2. Expenses for certain contractual arrangements, and miscellaneous personnel expenses.

3. Communications, fees, contra-expenses, shared costs distributed and received,
excess capacity, and other.
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ing expenses budgeted for 1997, areng and data communications services
projected to increase 1.9 percent oveand to a reduction in fees paid to outside
estimated 1996 nonpersonnel expensesonsultants.

Expenditures for equipment are Expenditures for foreign travel are
expected to increase $15.9 million, obudgeted at $4.2 million, or 0.2 percent
9.6 percent, accounting for 9 percenbf budgeted 1997 operating expenses.
of budgeted 1997 operating expensed.he increase of $0.6 million, or
Depreciation and maintenance costs ark5 percent, over estimated 1996 expenses
increasing for equipment related tois due largely to increased travel associ-
major Reserve Bank projects, includingated with the examination of foreign
check-imaging equipment and upgradetanks.
local area networks and end-user
computing equipment. Expenses are
also increasing as a result of depre-
ciation on upgraded check-processin@apital outlays for 1997 are budgeted at
equipment, document-imaging equip-$346.4 million, a decrease of $21.7 mil-
ment, and telephone and voice respondmn, or 5.9 percent, from estimated 1996
upgrades. expenses (table 3.13). The budget

Shipping expenses, which accounincludes FRAS capital outlays of
for 4 percent of budgeted 1997 operat$32.4 million, an increase of $5.2 mil-
ing expenses, are expected to increasen, or 19.2 percent, over estimated
$0.9 million, or 1.1 percent, mainly 1996 expenses. The budgets of ten of the
because of increased costs for the IT8velve Reserve Banks are below
network associated with new contractsestimated 1996 outlays.
enhancements to the network, and the Building projects will continue to
reinstatement of the federal airplane fuetiominate the Reserve Banks' capital
user fee. budget over the next few years, with

Building expenses, which account foroutlays for buildings budgeted at
9 percent of budgeted 1997 operating120.9 million, accounting for about
expenses, are expected to increasgb percent of total capital outlays
$8.8 million, or 5.3 percent. The increasebudgeted for 1997. Included are funds
is due partly to increased propertyfor building projects in Minneapolis
depreciation subsequent to building$26.2 million), Atlanta ($5.5 million),
improvements and renovations ($3.6 miland Birmingham ($8.3 million) and
lion) and to increased real estate taxefnds for building renovation and a new
($6.1 million) associated with building operations centerin Cleveland ($44.0 mil-
projects and with one-time credits inlion). Several major building refurbish-
1996 in two Districts for earlier over- ment projects totaling approximately
payments. Also, the Cleveland Reserv836.9 million are under way or planned
Bank has budgeted an additionafor 1997, including a floor-by-floor
$1.5 million for rent while its main renovation of the New York Reserve
building is being renovated. Bank building ($7.9 million).

“Other” nonpersonnel expenses are The building in Minneapolis will be
budgeted to decrease $13.2 million fromready for occupancy in July 1997, and
estimated 1996 expenses, accounting farccupancy of the operations center in
11 percent of budgeted 1997 operatingleveland adjacent to the existing build-
expenses. The decrease is due mainly tog is scheduled to begin in early 1997.
lower charges by FRAS for data processRenovation of the existing Cleveland

apital Outlays
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building is scheduled for completion munications outlays budgeted for 1997
in 1998, and the building programs ininclude $10.9 million for LAN equip-
Atlanta and for the Birmingham Branchment to replace existing equipment and
should be completed around the end a upgrade equipment in several Districts
the century. and $9.1 million for check operations
Outlays for data processing and dataquipment unrelated to image services,
communications equipment, budgeted anainly for replacement of medium- and
$109.4 million, account for approxi- high-speed sorters. The remaining data
mately 32 percent of capital outlaysprocessing and data communications
budgeted for 1997. Included in theoutlays include $3.1 million for tele-
budgetis $22.9 million for input devices,phone systems and $3.0 million for
mainly personal computers and peripherprinters. In addition, FRAS has bud-
als. More than $14.0 million is ear-geted $10.3 million for network opera-
marked for CPU equipment, largely fortions equipment. Upgrading of backbone
equipment at FRAS ($10.7 million), equipment ($2.6 million) and data
including the acquisition of two proces-transport node (DTN) equipment
sors ($5.8 million), the upgrading of ($3.4 million) and expenditures on
five processors ($3.0 million), and theaccess equipment ($3.0 million) will
renewal of leases on two processorprovide increased service levels and
($1.9 million). The other significant support for new customers. FRAS has
CPU outlay ($2.2 million) is related also budgeted $1.5 million for parallel
to government check operations in thesysplex equipment to help manage
Atlanta District. Storage devices accountvorkloads more efficiently.
for $12.4 million in the 1997 budget, These figures reflect the $16.7 million
including $4.2 million for equipment at budgeted for check-imaging equipment,
FRAS and $7.7 million for governmentincluding $7.6 million for the image
check image archive equipment. Othearchive and retrieval system and related
major data processing and data comequipment for government checks and

Table 3.13
Capital Outlays of the Federal Reserve Banks, by Class of Outlay, 1995-97

Thousands of dollars, except as noted

Percentage change
Class of outlay actuel | estmate | budget
1995 to 1994 1996 to 1997

Data processing and data

communications equipmeht ........ 97,474 97,528 109,414 1 12.2
Buildings ... . 89,086 110,951 120,864 245 8.9
Furniture, furnishings,

and fixtures.................. ... . 11,991 23,098 35,412 92.6 53.3
Other equipment. ...............oovvnn, . 77,360 81,135 28,578 4.9 -64.8
Land and other real estate............. 22,580 7,985 7,333 -64.6 -8.2
Building machinery and equipment ... .. 7,550 28,510 28,614 277.6 4
Leasehold improvements............... I 1,160 2,655 2,190 128.8 -17.5
Software ... . 6,955 16,249 14,038 133.6 -13.6
Total ..o .. 314,156 368,112 346,444 17.2 -5.9

1. Includes FRAS capital of $38,826 thousand in 1995, 3. Includes FRAS capital of $2,440 thousand in 1995,
$23,556 thousand in 1996, and $27,557 thousand in 199%3,503 thousand in 1996, and $4,812 thousand in 1997.
2. Includes FRAS capital of $2,884 thousand in 1995,
$107 thousand in 1996, and $0 in 1997.
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$9.1 million for image-enabled sorterssoftware accounts for about 35 percent
and other equipment for commercialof the total ($5.0 million). FRAS has
checks. budgeted $4.8 million for software asso-

Purchases of furniture and other equipeiated mainly with the CPUs that will be
ment are budgeted at $64.0 million, orupgraded. The New York Reserve Bank
about 18 percent of total capital outlaysplans to replace its market data soft-
The continuing installation of high- ware ($0.8 million), and the Banks also
speed currency processors, reconciligelan to purchase software for accounts
tion stations, and sensors and detectopayable systems, check and adjustment
and the upgrading of other equipmensystems, and personnel systems.
account for approximately 15 percent Land and other real estate expenses
of the total ($9.3 million). Another are budgeted at $7.3 million. The most
$34.6 million is budgeted for new andsignificant outlay is associated with
replacement furniture and workstationghe building project in Birmingham
associated mainly with the building ($3.1 million).
projects in Cleveland and Minneapolis
and the floor-by-floor renovation pro-
gram in New York.

Building machinery and equipment
outlays are budgeted at $28.6 million, olOver the ten years ending with the 1997
about 8 percent of total capital outlaysbudget, Reserve Bank expenses have
Included are items related to the buildincreased an average of 5.3 percent a
ing projects in Cleveland ($9.4 million) year (chart 3.1). Over the same period,
and Minneapolis ($1.6 million) and employment at the Reserve Banks
replacements and upgrades in severéihcluding FRAS) has increased by
Districts, including chiller replacements248 ANP, from 23,010 in 1987 to 23,258
and upgrades ($5.3 million) and elevatomn 1997 (chart 3.2). Since 1987, staff
upgrades ($2.7 million). increases have occurred in supervision

Software purchases in 1997 areand regulation mainly because of
budgeted at $14.0 million. Check-imagemplementation of the Federal Deposit

Trends in Expenses
and Employment

Chart 3.1 Chart 3.2
Operating Expenses of the Employment at the
Federal Reserve Banks, 1987197 Federal Reserve Banks, 1987197
Billions of dollars ANP, in thousands

1.9 25
Current dollars
16 /\/\ 24
13 23
1987 dollars
[N I ) I I B I Y [ Y I I N N
1987 1992 1997 1987 1992 1997
1. Excludes expenses for special projects. For 1996, 1. Includes staff for special projects and FRAS. For
estimate; for 1997, budget. 1996, estimate; for 1997, budget. See text note 2 for

2. Calculated with the GDP price deflator. definition of ANP.
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Insurance Corporation Improvement Acibther government agencies and services
and the Community Reinvestment Actto financial institutions and the public
(952 ANP), in data services because ofboth 3.2 percent). The slowing of
expanded automation requirements angrowth in recent years has resulted from
the transition to consolidated processingeveral offsetting factors. Expenses for
at FRAS (444 ANP), in the currencythe currency service have increased an
service because of volume growthaverage of 8.7 percent a year, primarily
(80 ANP), and in public programs because of the installation of new
because of efforts to enhance consumeurrency processors, and expenses for
education and communications with thegpublic programs have risen an average
public (128 ANP). Partly offsetting of 8.8 percent a year. Partly offsetting
these increases have been reductions these increases have been decreases due
the commercial check serviceto downsizing in the commercial check
(610 ANP), the overhead servicesservice resulting from declining volume
(61 ANP), the securities safekeepingand to centralization efforts in the funds
and noncash services (184 ANP), théransfer and ACH services.
ACH and funds transfer services Just over half of the expenses in the
(270 ANP), services to the Treasury andReserve Banks' 1997 budget (about
other government agencies (312 ANP)52 percent) are recoverable through
and the monetary policy servicerevenues or are reimbursable by the
(44 ANP). These staff reductions havelTreasury and other government agen-
been due largely to the consolidatiorcies. The proportion of recoverable
of operations and increased operationaxpenses is down from the 58 percent
efficiencies throughout the System.  that was recoverable in 1992 because
The average annual growth of operatrecoverable services are growing at a
ing expenses has slowed in recent yeasdower rate than nonrecoverable ser-
and is projected to be 4.7 percent ovevices: Between 1992 and 1997, recover-
the five years ending with the 1997able services have grown an average of
budget. Expanded bank supervisiorl.8 percent a year and nonrecoverable
needs and the transition to a consoliservices an average of 7.5 percent a year.
dated data processing and data com-
munications environment at FRAS :
affected growth during this period.VOlume and Unit Costs
Mainly because of production chargesthe volume of measured services in
from FRAS, nonpersonnel costs haved997 is expected to increase 1.4 per-
been increasing at a faster rate thanent over estimated 1996 volume, and
personnel costs—6.7 percent comparetthe unit cost is expected to decrease
with 3.6 percent—as the Reserve Bank8.7 percent (table 3.14). Since 1992,
downsize labor-intensive and computewolume has grown at an average annual
operations and substitute technology forate of 1.6 percent and unit cost at an
labor. By operational area, expensaverage annual rate of 0.9 percent. The
increases over the five years have beattecrease in unit cost between 1996
highest for supervision and regulatiorand 1997 reflects net decreases for the
(average annual increase of 10.0 pempayments, cash, and fiscal services.
cent), followed by monetary and eco-Commercial checks, the largest compo-
nomic policy (5.8 percent, reflectingnent of the payments service (and of the
increases in support and overhead seoverall index), anticipates a 2.4 percent
vices) and services to the Treasury andecline in unit cost in 1997, and cash
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Table 3.14

Volume and Unit Cost of Measured
Federal Reserve Bank Services

Percentage change from 1996 to 1997

Service Volume | Unit cost
Payments.................... . 1.9 -8
Commercial check.........| 1.6 -2.4
Funds transfer............. 4.2 5.8
Other checks............... 1.7 8.7
Casht ... . 1.6 -7
Fiscal ...t . 18 -55
Securities and noncash....... -7.0 9.1
All measured services. ........ 1.4 -7

1. Includes currency and coin services.

services, the second largest component,
a 0.7 percent decline.

1996 Budget Performance

In mid-1996 the Reserve Banks esti-
mated that their expenses for the calendar
year would be $1,959.3 million—
$9.5 million, or 0.5 percent, less than the
approved 1996 budget of $1,968.8 mil-
lion. The 1996 budget approved by the
Board in December 1995 represented an
increase of $95.2 million, or 5.1 percent,
over estimated 1995 expenses; at the
estimated 1996 level of spending, the
increase over actual 1995 expenditures
would also be 5.1 percent.

Eight Reserve Banks expect to be
under their approved 1996 District
budgets, by as much as $3.0 million.
The other four banks expect overruns of
less than 1.0 percent, none more than
$0.7 million. .
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Chapter 3
Federal Reserve Banks

The 1998 Reserve Bank operatinqautomation projects) are budgeted at
budgets approved by the Board of$768.7 million, anincrease of $22.4 mil-
Governors total $2,054.7 million, anlion, or 3.0 percent, over estimated 1997
increase of $43.1 million, or 2.1 per-nonpersonnel expenses.
cent, over estimated 1997 expenditures The following two sections discuss
(table 3.1). Including the cost of themajor initiatives and the budget objec-
Automation Consolidation special projecttive for the Reserve Banks in 1998.
($4.7 million), the Reserve Banks’ 1998Subsequent sections provide details for
budgets total $2,059.4 million, an in-the four operational areas as well as
crease of $13.1 million, or 0.6 percent. for objects of expense, capital outlays,
Employment, including the staff asso-and long-term trends. Appendix A gives
ciated with FRAS (Federal Reservemore information on capital outlays, the
Automation Services), is budgeted aspecial project, and other special cate-
22,754 ANP (average number of pergories of expense, and appendix D gives
sonnel), a decrease of 467 ANP, omdditional data by District and opera-
2.0 percent, from estimated 1997ional area.
employmeng Reserve Bank employ-
ment is expected to decline by 516 ANP,
and FRAS employment will increase byMajor Initiatives

49EANP' f | lari The 1998 Reserve Banks budgets
XPENSEs for personne (sa aries anHrovide for the following initiatives
benefits) account for $1,286.0 million Ol(table 3.3):
63 percent of the 1998 operations e
budget, an increase of $20.7 million, orSystem-defined
1.6 percent, over estimated 1997 person- Century date change compliance
nel expenses (table 3.2). Nonperson Installation of equipment and software
nel expenses (mainly for building and to support image processing of com-
mercial and government checks and
archiving of the images

1. The budget for the Automation Consolida-* Enhancements to high-speed currency
tion special project includes transition expenses processors
associated with the move to a centralized environ-
ment and expenses for FRAS (Federal ReservBistrict-defined
Automation Services, the unit responsible fore Office automation and upgrading of
consolidated data processing and data communica- local area networks
tions for the Reserve Banks). FRAS charges to the . .
Automation Consolidation special project in 1998° Reengineering programs
are budgeted at $2.0 million. I N

2. The term average number of personnel Con_trlbutlng significantly to the 1998
describes levels and changes in employment at tHeperations budget are expenses asso-
Reserve Banks. ANP is the number of employeegiated with efforts to ensure century
in terms of full-time positions for the time period. date Change (CDC) compliance for all

For instance, a full-time employee who starts wor
on July 1 counts as 0.5 ANP for that calendar yeal:aUtomated systems. The total cost of the

two half-time employees who start on January 1DC pr(_)j_ect in 1998_i5 expected to be
count as 1 ANP. $31.9 million and will involve 226 ANP.
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The majority of these costs ($22.8 mil-ect, requested by the U.S. Treasury,
lion or 71 percent) represents a reallocawhereby the Federal Reserve provides
tion of current resources. The remainingmage-supported check truncation ser-
incremental expense of $9.1 millionvices to the Treasury. The plans also
is primarily for consulting services andinclude funding for two additional
contract programmers. The total CDCgovernment imaging services, EZ
initiative includes $6.5 million and Clear Savings Bonds and Postal Money
52 ANP at FRAS; these expenses ar®rders.
reflected in the Reserve Bank budgets In keeping with the System’s effort
as FRAS charges for infrastructure.  to expand electronic delivery of check
Expenses for the ongoing checkservices, many Reserve Banks plan to
imaging initiative are budgeted atexpand the commercial check image
$26.9 million, an increase of approxi-services they offer to depository insti-
mately $11.2 million over estimatedtutions and are upgrading sorters and
1997 expenditures. Approximatelycheck-processing control software to
45 percent of the funds are earmarkedhake them image-capable. The budget
for a government check-imaging proj-increase for 1998 is associated with

Table 3.1
Expenses and Employment at the Federal Reserve Banks, 1997-98
Change
Category estmate | budget

Amount Percent
Expenses (millions of dollars)
Operationd .............ccooviiienn. . 2,011.6 2,054.7 43.1 2.1
Special project..............cooiin. . 34.7 4.7 -30.0 -86.5
Total ... . 2,046.3 2,059.4 13.1 .6
Employment (average number
of personnel}
Operationd .............cooviiienn. . 22,672 22,156 -516 -2.3
Federal Reserve Automation Services ... 549 598 49 8.9
Total ... . 23,221 22,754 -467 -2.0

Note. See general note to table 1.1, chapter 1. 2. See text note 2 for definition. The costs of the

Excludes capital outlays. special project do not involve personnel.

1. Includes support and overhead (see appendix D,
table D.3, note 1, for definitions).

Table 3.2
Operating Expenses of the Federal Reserve Banks, by Object, 1996—98

Millions of dollars except as noted

Object 1996 1007 1998 Percentage change

actual estimate budget | 1996 19 1997| 1997 to 1998
Personnel.................... X 1,236.6 1,265.3 1,286.0 2.3 1.6
Nonpersonnel ... 7195 746.3 768.7 37 3.0
Total oo . 1,956 2,011.6 2,054.7 28 21

Norte. Includes support and overhead (see appendix D, table D.3, note 1,
for definitions). Excludes special project.
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additional equipment depreciation andAnother Bank has budgeted funds to
maintenance, software amortization, andontinue the conversion of the Dis-
related programming and data procesdrict's paper-based system to electronic
ing for both commercial and govern-images.
ment check processing. This initiative Several Reserve Banks are project-
will also add 68 ANP in 1998, mainly in ing savings, totaling $22.1 million and
the New York, Philadelphia, Richmond,280 ANP, associated with reengineering
and Atlanta Districts to support imagingefforts—that is efforts to restructure
of commercial checks. business processes—and other opera-
The initiative to enhance currencytional improvements. Although the bulk
processors that have been installedf the savings are associated with
over the last few year is budgeted aBankwide programs, three districts have
$2.9 million, an increase of $2.2 million identified specific cost reductions and
over estimated 1997 expenditures. Theealized efficiencies in their check oper-
enhancements to the currency procestions. Reductions in the Supervision
sors will improve operating efficiency, and Regulation examination staff are
automate processing functions, ensuralso contributing to cost savings and
CDC compliance, allow for currency staff reductions.
design changes, and improve manage-
ment information reporting.
Funding for office automation projects S
is projected to increase $3.0 miIIion.1998 Budget Objective
Five Banks identified plans to improveln 1997 the Board approved a 1998
their local area networks (LANs) by Reserve Bank budget objective that
improving the existing infrastructure provided for an increase in total ex-
and addressing backup and contingencpenses, including special projects, of

Table 3.3

Contribution of Change in Major Initiatives to the Change in Operating Expenses
of the Federal Reserve Banks, 1997 to 1998

Millions of dollars except as noted

Contribution of change
to change in total
. 1997 1998 operating expenses,
Initiative estimate budget 1997 to 1998
Amount Percentage points
System-defined
Century date change.............. 14.4 31.9 17.5 9
Check imaging .................... . 15.7 26.9 11.2 .6
Currency processors .............. 7 2.9 2.2 A
District-defined
Office automation
and network upgrades........ 7.1 10.1 3.0 1
Reengineering..................... . - -22.1 -22.1 -11
Total ..o . 37.9 49.7 11.8 .6
MEmMO
Other operating expenses. ........ 1,973.7 2,005.0 31.3 15
Total operating expenses. ......... 2,011.6 2,054.7 43.1 2.1
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$24.9 million, or 1.2 percent abovethe Cleveland and Minneapolis facilities
budgeted 1997 expenditures. Excludingrojects; (2) 1997 expenses higher than
expenses for a special project, whictbudgeted because of unbudgeted costs
was expected to decrease in 1998, theer CDC compliance; unplanned one-
increase was projected to be 2.8 percenime costs associated with closing the
The Board anticipated that within thisLewiston office; unanticipated check
guideline expenses for ongoing Reservarrite-offs; unbudgeted severance pay-
Bank operations (including the impactments; and higher-than-planned use of
of an overall savings target of $12.6 mil-outside agency help, primarily in the
lion) would increase 2.0 percent overcheck and automation areas; and (3) sav-
budgeted 1997 expenditures. Expensesgs greater than anticipated from vari-
for three initiatives, century date changeus reengineering programs throughout
compliance, check imaging, and newthe organization.
currency processor enhancements, were Spending on Reserve Bank initiatives
expected to account for $16.6 million ofis expected to be $3.1 million more than
the projected 1998 expenses. Table 3.the target approved by the Board. The
shows the 1998 budget objective relaincrease is due largely to a $5.5 million
tive to the 1997 budget and the approveihcrease in costs for the check imaging
1998 budget relative to estimated 199Tnitiative resulting from additional equip-
expenditures. ment requirements for this project
The 1998 increase for ongoingbecause better information was avail-
Reserve Bank operations (when theble related to customer demands for
savings target is included) is $15.0 mil-commercial imaging products and the
lion less than anticipated in the budgetequirements for two additional ser-
objective. The increase is less thawices, EZ Clear Savings Bond and
the 2.0 percent target, by 0.9 percentageostal Money Order image processing.
point, for three main reasons: (1) lower- Offsetting the expected higher costs
than-anticipated building expenses fofor the check imaging initiative are
incremental costs for century date change
efforts, which are $0.3 million less than
Table 3.4 projected, and costs associated with
Change in Budget Objective and Budget CUrrency processor enhancements, which
of the Federal Reserve Banks, 1997 to 1998re¢ $1.9 million less.
Both the 1998 budget objective and

Percent
the 1998 Reserve Bank budget for the
tem bt%%%t 1998 Automation Consolidation special project
objective | PU498® \were $4.7 million. This project, which
Operating expenses. .. ... 20 11 will be end|_n_g during 1998_, is budgeted
System-defined 8 1.0 at $30.1 million less than in 1997.
initiatives3 ...........
Total, excluding
special project...... 2.8 2.1
Special project........... -16 -15 Budget by Operational Area
Total, including Tables 3.5 and 3.6 summarize employ-
special project ... .| 12 6 ment and expenses for the Reserve
1. As a change from 1997 budget. Banks’ four operational areas.

2. As a change from 1997 estimated expenses. f :
3. Century date change, check imaging, and currencJ—abIes 3.7 throth 311 give details for

processors. each area.
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Monetary and Economic Policy public, including electronic reference
ervices. The staffing level is increasin
The 199.8 budget for the_monetary an y 4 ANP, or 0.6 perc?ent, over estimateg
economic _pollcy _operatlonal area 151997 employment, mainly because of
$152.7 million, an increase of $8.0 mil- he full-year impact of filling positions

lion, or 5.5 percent, over estimated 199, \ e vacant during part of 1997.
expenditures. The increase is due to

merit pay increases, slightly higher staff
Ievels! century date change |n|t|at|v_esSerViceS to the U.S. Treasury
and higher FRAS and local automatmnand Other Government Agencies
costs. Local automation initiatives 9

include expansion of distributed processThe 1997 budget for services to the
ing platforms and applications and theTreasury and other government agen-
expansion of electronic services to theies of $220.9 million is $8.9 million,

Table 3.5
Employment at the Federal Reserve Banks, by Activity, 1996-98

Average number of personnel except as néted

Activity 1996 1997 1998 Percentage change
actual estimate budget  [;996 10 199* 1997 to 1998

Operational areas
Monetary and economic policy. ........ 734 720 724 -2.0 .6
Services to the U.S. Treasury

and other government agencies. . .. 1,542 1,469 1,397 -4.8 -4.8
Services to financial institutions

and the public..................... . 8,083 7,958 7,773 -1.5 -2.3
Supervision and regulation. ............ 3,111 3,022 2,953 -2.9 -2.3
Support and overhea&d
SUPPOIt .o . 4,538 4,640 4,535 2.2 -2.3
Overhead .................ccooiiiinne . 4,901 4,863 4,773 -8 -1.9
Total ... .. 22,909 22,672 22,156 -1.0 -2.3

Norte. Excludes Federal Reserve Automation Ser- 1. See text note 2 for definition.
vices. The costs of the special project do not involve 2. See appendix D, table D.3, note 1, for definitions.
personnel.

Table 3.6
Operating Expenses of the Federal Reserve Banks, by Operational Area, 1996-98

Thousands of dollars except as noted

Percentage change
Operational area actugl | esimate | budget
1996 to 199* 1997 to 1998

Monetary and economic policy......... 138,649 144,712 152,699 4.4 55
Services to the U.S. Treasury

and other government agencies. . .. 215,609 212,010 220,939 -1.7 4.2
Services to financial institutions

and the public..................... . 1,177,444 1,214,810 1,226,243 3.2 9
Supervision and regulation. ............ 424,402 440,025 454,791 3.7 3.4
Total .. .. 1,956,104 2,011,557 2,054,672 2.8 21

Norte. Includes support and overhead (see appendix D, table D.3, note 1,
for definitions); excludes special project.
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or 4.2 percent, above estimated 199Bervices to Financial Institutions
expenditures. Increased costs are dusnd the Public

mainly to higher FRAS charges for

Treasury and agency services, du&xpenses for providing services to
primarily to the CDC compliance project, financial institutions and the public are
and continued efforts to automate andudgeted at $1,226.2 million, an in-
enhance Treasury-related systemgrease of $11.4 million, or 0.9 percent,
Employment is projected to be 72 ANP,over estimated 1997 expenditures. The
or 4.8 percent, lower than estimatecdbudget for priced services is declin-
1997 employment. Staffing levels areng $6.1 million, or 0.9 percent, over
being reduced in all services. Overestimated 1997 expenditures, and the
one-third of the reduction is associatedudget for nonpriced services is increas-
with a 26 ANP reduction in the Fooding $17.5 million, or 3.5 percent.
Coupon processing area, resulting from The Reserve Banks budgeted
expanded Electronic Benefits Transfe$26.9 million in 1998 to provide com-
programs. Reductions in other areas ammercial check, postal money order, and
the result of reengineering efforts inTreasury check imaging services; fund-
several districts. ing for this project is $11.2 million

Table 3.7
Expenses of the Federal Reserve Banks for Monetary and Economic Policy, 1996-98

Thousands of dollars except as noted

Service 1996 1997 1998 Percentage change

actual estimate budget 1996 to 199* 1997 to 1998
Economic policy determination. ........ 109,040 114,419 120,478 4.9 5.3
Open market trading................... . 29,609 30,293 32,221 2.3 6.4
Total ..o .. 138,649 144,712 152,699 4.4 55

Note. Excludes special project.

Table 3.8

Expenses of the Federal Reserve Banks for Services to the U.S. Treasury
and Other Government Agencies, 1996-98

Thousands of dollars except as noted

Sevice 1996 1997 1998 Percentage change
actual estimate budget 1996 to 199* 1997 to 1998

Centralized operations—savings bonds. 67,888 62,395 64,625 -8.1 3.6
Other Treasury iSSUES. .. ............... . 22,065 14,862 16,278 -32.6 95
Centralized operations—

other Treasury issues............. 2,112 1,790 1,488 -15.2 -16.9
Centrally provided Treasury

and agency Services............... . 26,474 35,048 36,268 324 35
Government accounts. ................. . 37,491 34,085 36,563 -9.1 7.3
Food coupons. ..........coviiiiiinn.. . 25,002 25,922 26,588 3.7 2.6
Other ..o .. 34577 37,908 39,129 9.6 3.2
Total ..o .. 215,609 212,010 220,939 -1.7 4.2

Notke. Excludes special project.
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higher than the 1997 estimate. Com- Staffing is budgeted to decline 185
mercial check processed volume iANP, or 2.3 percent, from estimated
projected to increase 3.4 percent, witi1997 employment. Staff reductions are
individual district volume projections occurring in both priced and nonpriced
ranging from a decline of 1.8 percent toservices, including a decline of 89 ANP
an increase of 9.1 percent. The voluméor the commercial check service due
for government checks processed ito extensive reengineering projects in
projected to decline 5.1 percent. Fundseveral banks, and the closing of the
ing for BPS 3000 currency softwareLewiston check processing facility. Staff-
enhancements is projected to beng for ACH, Funds Transfer, and
$2.9 million. Book-Entry Securities services are

Table 3.9

Expenses of the Federal Reserve Banks for Services to Financial Institutions
and the Public, 1996-98

Thousands of dollars except as noted

Semvice 1996 1997 1998 Percentage change
actual estimate budget 1996 to 199* 1997 to 1998

{201 =Y o . 243,421 249,145 257,973 2.4 35
COIN e .. 29,164 28,959 29,734 -7 2.7
Specialcash....................oo.... . 5,117 4,765 2,481 -6.9 -47.9
Commercial check ..................... . 547,674 569,115 570,549 3.9 3
Othercheck.............cooviiinns. . 37,081 42,001 47,161 13.3 12.3
Funds transfer......................... . 62,507 68,643 64,930 9.8 -5.4
Automated clearinghouse.............. 79,254 68,215 69,763 -13.9 2.3
Book-entry securities transfer.......... 37,215 40,324 36,084 8.4 -10.5
Other securities and noncash collection | ... 7,616 6,884 5259 -9.6 -23.6
Loans to member banks and others. ... . 22,583 23,901 23,654 5.8 -1.0
Public programs................oiias . 72,184 76,299 80,321 5.7 5.3
Other ... .. 33,628 36,559 38,334 8.7 4.9
Total ..o .. 1,177,444 1,214,810 1,226,243 3.2 9

Norte. Excludes special project.

Table 3.10

Expenses of the Federal Reserve Banks for Services to the U.S. Treasury
and Other Government Agencies and to Financial Institutions and the Public, 1996-98

Thousands of dollars except as noted

Semvice 1996 1997 1998 Percentage change
actual estimate budget 1996 to 199* 1997 to 1998
U.S. government servicés.............. 303,395 301,413 306,309 -7 1.6
Cash services............cocovviviinns . 272,584 278,104 287,707 2.0 35
Priced services. ....................... . 690,744 713,115 707,001 3.2 -9
Other ... .. 126,331 134,188 146,165 6.2 8.9
Total .. .. 1,393,054 1,426,821 1,447,182 24 14
Nortke. Excludes special project. estimated at $606 thousand; and for 1998, they are

1. The amounts shown here do not include expenses inudgeted at $880 thousand. These expenses increase the
this service that are recorded in the monetary andotal costs of services provided by the Reserve Banks as
economic policy operational area. For 1996, thesdiscal agents and depositories of the United States.
expenses were $647 thousand; for 1997, they are
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projected to decline by 29 ANP due toenhancing distributed processing plat-
efficiencies gained as a result of thdorms and implementing new appli-
transition to FRAS centralized appli- cations. Automation initiatives include
cations. Consolidation continues in theexpanding off-site access for examiners,
Noncash service; one office will provideautomating resource tracking and sched-
all processing for the Banks. Expensesling functions, and implementing sys-
for the CDC compliance project will be tem software for examiner and consumer
$1.2 million greater than estimated 199%&ompliance applications.
expenditures. The staffing level is budgeted to
decrease by 69 ANP, or 2.3 percent,
. : from the estimated 1997 level; reduc-
Supervision and Regulation tions associated with the increased use
The 1998 budget for the supervision anaf risk-based examinations, changes in
regulation operational area is $454.8 examination frequency, and efficiencies
million, an increase of $14.8 million, gained through automation are partially
or 3.4 percent, over estimated 199bffset by slight staff increases in three
expenditures. Changes in individualdistricts due to the full-year effect of
Reserve Bank budgets vary considerfilling positions that were vacant during
ably from District to District and range part of 1997.
from a decline of 4.4 percent to an
increase of 7.7 percent. Additional fund- .
ing for market-based merit pay program§Udget by Object of Expense
is partially offset by savings associated?ersonnel expenses—officer and em-
with staff reductions. ployee salaries, other compensation to
The supervision and regulation areaersonnel, and retirement and other
continues to allocate resources towartenefits—account for 63 percent of
Reserve Bank operating expenses bud-
geted for 1998. The amount budgeted is

Table 3.11 1.6 percent more than estimated 1997
Expenses of the Federal Reserve Banks personnel expenses (table 3.12).
for Supervision and Regulation, 1998 Salaries and other personnel expenses,
Thousands of dollars which account for 49 percent of budgeted
P 1998 budaet 1998 operating expenses, are expected
%" to be $12.8 million, or 1.3 percent,
Supenr]\ﬂﬁ:?gistfnlcatrggnnlziﬁlgstate, greater than estimated 1997 expenses.
organizations. ......... PR . 64,615 Salaries for qfficers and employges are
SUP‘{;XES'SQ%Sgg‘yeggﬁ;;%'ona' budgeted to increase $24.0 million, or
Organizations. . .................. . 177752 2.5 percent. Contributing to the increase
SuP%Zﬂ?nngchrfgoa{ﬁilggtions e are meritincreases (4.0 percent of salary
Administration of laws and ' liability, or $36.6 million), promotions
regulations related to banking..... 95758 gnd reclassifications ($8.0 million), and
Supervision activities benefiting . -
the banking system.............. 46,003 market adjustments ($2.1 million). Partly
Studies of banking and financial o Offsetting these increases are a reduc-
""""""""""""" B tion in overtime ($6.2 million), lower
Total ..o . 454,791 expenses resumng from short-term posi_

Note. Excludes special project. The services in thistjon vacancies or |ag ($5_6 mi||ion),

operational area have been redefined for 1998, and th . . .
the budgets for them cannot be compared with servicLEnd a decline in the Stafﬂng level of

budgets of previous years. 516 ANP ($11.2 miIIion). The decrease
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in other personnel expenses ($11.1 mil- Expenditures on equipment are
lion) is due to a decline in the use ofexpected to increase $10.3 million, or
outside agency help and reduced seveb.9 percent, accounting for 9 percent of
ance and retention payments, partialljpudgeted 1998 expenses. Depreciation
offset by increased payments for casland maintenance costs are increasing
awards and incentive-based programs.for equipment related to Reserve Bank
Expenditures for retirement and otheiinitiatives, including check-imaging
benefits, which account for 14 percenequipment and upgraded local area
of budgeted 1998 operating expensesietworks and end-user computing equip-
are expected to increase $7.9 millionment. Expenses are also increasing as a
or 2.9 percent, over estimated 199%esult of depreciation on upgraded check-
expenses. Benefits tied to salaries, sugbrocessing equipment, document-
as social security payments and thrifimaging equipment, dedicated systems
plan contributions, are budgeted tdor check adjustment and cash manage-
increase 2.2 percent, and costs foment, and upgraded telephone and voice
non-salary-related benefits, such as insuresponse systems. These cost increases
ance and health care for active employeeme partially offset by the planned
and retirees, are budgeted to increaselease of the data processing mainframe
4.3 percent. computer in New York as the Bank
Nonpersonnel expenses, which accourtompletes the transition to FRAS.
for 37 percent of Reserve Bank operat- Shipping expenses, which account
ing expenses budgeted for 1998, aréor 4 percent of budgeted 1998 operat-
projected to increase 3.0 percent oveing expenses, are expected to decrease
estimated 1997 expenditures. $2.2 million, or 2.8 percent, mainly

Table 3.12
Operating Expenses of the Federal Reserve Banks, by Object, 1996—98

Thousands of dollars except as noted

Object 1996 1997 1998 Percentage change
actual estimate budget 1996 to 199* 1997 to 1998

Personnel
Officers’ salaries ....................... . 100,161 104,955 109,957 4.8 4.8
Employees’ salaries.................... . 834913 853,070 872,021 2.2 2.2
Other ... e L. 34,151 38,548 27,433 12.9 -28.8
Retirement and other benefits.......... 267,376 268,699 276,578 5 2.9

Total ..o . 1,236,600 1,265,272 1,285,989 2.3 1.6
Nonpersonnel
Forms and supplies.................... . 59,557 52,960 52,774 -11.1 -4
Equipment ... . 160,123 173,308 183,615 8.2 5.9
Software ... . 32,726 37,128 36,940 135 -5
Shipping ... . 77,849 80,058 77,825 2.8 -2.8
Travel ... .. 44,931 45,059 42,848 3 -4.9
Buildings ... . 167,659 174,680 180,130 4.2 3.1
Recoveries. .........coooiiiiiiiiii.. . -52,319 -53,231 -56,619 17 6.4
Otherz ... ... i .. 228,978 236,323 251,169 3.2 6.3

Total ..o . 719,504 746,285 768,683 3.7 3.0
Total .o .. 1,956,104 2,011,557 2,054,672 2.8 2.1

Note. Excludes special project. 2. Communications, fees, contra-expenses, shared costs

1. Certain contractual arrangements and miscellaneoudistributed and received, excess capacity, and miscel-
other personnel expenses. laneous other expenses.
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because of the implementation of theReserve Bank’s 1998 implementation of
Interdistrict Transportation networkthe Uniform Cash Access policy.
design changes in late 1997. “Other” nonpersonnel expenses are
Within the travel budget, expendituresbudgeted to increase $14.8 million from
on foreign travel are budgeted atestimated 1997 expenses, accounting for
$3.9 million, or 0.2 per cent of total 12 percent of budgeted 1998 operating
budgeted 1998 operating expense&xpenses. The increase is due mainly to
Decreased examiner travel associatetthe Banks receiving higher production
with the examination of foreign banks ischarges from FRAS for infrastructure,
offset by an increase in foreign travel bydata processing, and data communi-
bank staff supporting research effortcations services. These increases are
related to newly industrializing countriespartially offset by decreased fees to
and emerging markets. consultants and lower check write-offs.
Building expenses, which account for
9 percent of budgeted 1998 operatin .
expenses, are expected to increa:géapltal Outlays
$5.5 million, or 3.1 percent. The increaseCapital outlays for 1998 are budgeted at
is driven by increased real estate taxe$310.8 million, an increase of $26.1 mil-
and property depreciation resulting fromlion, or 9.2 percent, from estimated 1997
various building improvements, build-expenses (table 3.13). The budget
ing renovations, and completion of theincludes FRAS capital outlays of
Minneapolis’ new building and Cleve- $44.1 million, an increase of $11.1 mil-
land’s operations center. lion, or 33.8 percent, over estimated
Recoveries will increase by $3.4 mil-1997 expenses. The budgets of six of the
lion. Nearly half of this increase twelve Banks are below estimated 1997
($1.4 million) is the result of the outlays.

Table 3.13
Capital Outlays of the Federal Reserve Banks, by Class, 1996-98

Thousands of dollars except as noted

Class 1996 1997 1998 Percentage change
actual estimate budget 1996 to 199* 1997 to 1998

Data processing and data

communications equipmeht . ....... 81,580 107,573 126,583 31.9 17.7
Buildings ... . 125,391 76,918 80,417 -38.7 45
Furniture, furnishings, and fixtures. ... .. 16,934 26,814 25,303 58.3 -5.6
Other equipment......................, . 73,449 27,433 16,196 -62.7 -41.0
Land and other real estate............. 7,107 8,518 2,323 19.9 =72.7
Building machinery and equipment ... .. 20,422 20,707 29,634 14 43.1
Leasehold improvements............... L 1,542 1,368 14,695 -11.3 974.2
Softwaré ... . 8,628 15,406 15,647 78.6 1.6
Total ..o .. 335,053 284,737 310,798 -15.0 9.2
MEMO
FRAS . .. 19,714 33,004 44,146 67.4 33.8

1. For Federal Reserve Automation Services (FRAS), 3. For FRAS, includes $3,377 thousand in 1996,
includes capital of $16,337 thousand in 1996, $28,72%4,249 thousand in 1997, and $4,661 thousand in 1998.
thousand in 1997, and $39,465 thousand in 1998.

2. For FRAS, includes no outlay in 1996, $30 thousand
in 1997, and $20 thousand in 1998.
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Outlays for data processing and datghe remaining building outlays included
communications equipment, budgeted ah the 1998 budget. Leasehold improve-
$126.6 million, account for approxi- ments, budgeted at $14.7 million, are
mately 41 percent of capital outlaysprimarily associated with New York's
budgeted for 1998. Included in theplans to improve and occupy newly
budget is $38.4 million for the purchaseleased space adjacent to its main
of personal computers and to upgradéuilding.
local area networks. Other significant Purchases of furniture and other equip-
outlays include $18.1 million for check ment are budgeted at $41.5 million and
imaging systems, check sorters, andccount for about 13 percent of total
related equipment, $10.4 million forcapital outlays. The majority of the
central processing units (CPUSs), storagturniture and equipment included in
devices, printers, and related equipmenthe 1998 budget is associated with the
and $12.8 million for various projectsvarious remodeling, renovation, and
that include the replacement of systemkeasehold improvement projects that
in the Markets Group and Central Bankare occurring in most districts. Year-
Services functions in New York and theover-year expenses in this category are
purchase of a Counterfeit Catalogue andeclining due to the completion of major
Retrieval system for the Currencyconstruction projects in Minneapolis
Technology Office. and Cleveland and the final installation

FRAS has budgeted $39.4 million forof BPS 3000 currency processors in
data processing and data communicahose two locations.
tions equipment in 1998. Outlays for Land and other real estate expenses
CPUs account for $14.3 million. Theare budgeted at $2.3 million, a reduction
FRAS budget also includes $15.0 mil-of $6.2 million from the 1997 estimate.
lion for computer peripheral and deskThe reduction is primarily due to the
top equipment and $10.1 million for completion of the Minneapolis building
data communications equipment taduring 1997 and a delay in the two land
improve and expand FEDNET (theimprovement projects associated with
Federal Reserve System’s communicaaew buildings in the Atlanta District.
tion network) and enhance its security. The most significant outlay during 1998

Building outlays are budgeted atis associated with the new building
$80.4 million, an increase of $3.5 mil- projects in Atlanta and Birmingham.
lion from the 1997 estimate. Cleveland Building machinery and equipment
is budgeting $21.8 million for renova- outlays are budgeted at $29.6 million,
tion of its head office. Atlanta’s building or about 10 percent of total capital
budget is $17.5 million; the funds areoutlays. Included are items related to
primarily for long-term facilities initia- the building and renovation projects in
tives, which include architectural andNew York ($6.4 million), Cleveland
engineering fees for the Atlanta and$5.9 million) and Atlanta ($4.7 million)
Birmingham projects and funds to beginand San Francisco ($2.7 million). Other
construction in Birmingham. Building districts are also budgeting for a variety
renovation and modernization project®f smaller items, including replacement
in New York total $18.5 million. of elevators to comply with the
San Francisco is budgeting $11.2 mil-Americans with Disabilities Act.
lion, largely for renovation projects at Software purchases in 1998 are
all offices in the district. A variety of budgeted at $15.6 million. FRAS has
smaller building projects accounts forbudgeted $4.7 million for software. The
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budget of the New York Reserve Bankoperations and increased operational
includes $3.8 million for a new check efficiencies throughout the System.
adjustment system and replacement of Partly offsetting the decreases are
the Bank’s market data software. Checkstaff additions in supervision and regula-
image software in Boston accountdion (745 ANP) due mainly to imple-
for about $2.1 million of the total, and mentation of the Federal Deposit Insur-
smaller software purchases throughouince Corporation Improvement Act and
the Reserve Banks account for thehe Community Reinvestment Act, in
balance. data services due to the consolidation
of data processing and data communi-
. cations at FRAS (401 ANP), and in
Err(ra]g?c?ylr?]elirépenses and public programs du_e to efforts to enha_nce
consumer education and communica-
Over the ten years ending with the 1998ions with the public (93 ANP).
budget, Reserve Bank expenses have The average annual growth of operat-
increased an average of 5.0 percent péng expenses has slowed in recent years
year (chart 3.1), and the average numbemnd is projected to be 3.7 percent over
of employees at the Reserve Bankshe five years ending with the 1998
(including FRAS) has decreased by 591budget. Affecting growth during this
from 23,345 to 22,754 (chart 3.2). Sinceperiod were expanded bank supervision
1988, staff levels have decreased in theeeds and the transition to a consoli-
commercial check service (783 ANP),dated data processing and data com-
the overhead services (180 ANP), securimunications environment at FRAS.
ties safekeeping and noncash servicédainly because of production charges
(131 ANP), the ACH and funds trans-from FRAS, nonpersonnel costs have
fer services (321 ANP), services to thebeen increasing at a faster rate than
Treasury and other government agencigsersonnel costs—5.5 percent compared
(421), and the monetary policy servicewith 2.3 percent—as the Reserve Banks
(42 ANP). These staff reductions havedownsize labor-intensive and computer
been due largely to consolidation of

Chart 3.2
Chart 3'1 Employment at the
Operating Expenses of the Federal Reserve Banks, 1988-98
Federal Reserve Banks, 1988-98 ANP, in thousands
Billions of dollars
Current dollars . =="
19 /\/\ 24
1992 dollars ~
16 S
— 23
Y
13
I S [ IS I I ) SO |
NN L N Y R 1988 1993 1998
1988 1993 1998 Norte. Includes Federal Reserve Automation Services.
Note. Excludes special project. For 1997, estimate;The costs of the special project do not involve personnel.
for 1998, budget. For 1997, estimate; for 1998, budget. See text note 2 for

1. Calculated with the GDP price deflator. definition of ANP.
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operations and substitute technology foifable 3.14
labor. Change in Volumes and Unit Costs of
By operational area, expense increaségeasured Federal Reserve Bank Services,
over the five years have been highest997 to 1998
for supervision and regulation (averageercent
annual increase of 6.9 percent), fol-

K Service Volume| Unit cost

lowed by monetary and economic pol
i H i AYMENtS . ..o . 3.9 -4.8
ICy (59 percent' I’eﬂectlng InCI’ease§ Commercial check.........| 2.7 -3.6
in SL_Jpport and overhead services) and automated clearinghouse...|  12.0 87
services to the Treasury and other gov- Funds transfer............. 38 -89
ernment agencies and services to finaReagy ... 11 5
cial institutions and the public (both |
3.7 percent). Fiscal ........................ . 1.9 3.1

Under services to financial institu- securities and noncash....... -3.3 -75
tions and the pUb“C’ expenses for th?AII measured services......... 3.2 2.7

currency service have increased an
average of 6.5 percent per year, primar-
ily because of the installation of new
currency processors, and expenses for
public programs have risen an averageent over estimated 1997 volume, and
7.3 percent per year. Nonetheless, overalhe unit cost is expected to decrease
growth in this service has slowed in2.7 percent (table 3.14). Since 1993,
recent years because of downsizing iwolume has grown at an average annual
the commercial check service resultingate of 2.3 percent, and unit costs have
from declining volume and centrali- decreased at an average annual rate of
zation efforts in the funds transfer andd.5 percent.
ACH services. The decrease in unit cost expected for
Just over half of the expenses in thel998 reflects net decreases for the
Reserve Banks’ 1998 budget (aboupayments mechanism, book-entry securi-
55 percent) are recoverable throughies, and fiscal services. The unit cost for
revenues or are reimbursable by theommercial checks, the largest compo-
Treasury and other government agennent in the overall index, is expected to
cies. Recoverable expenses are increagecline 2.5 percent.
ing slightly from those of earlier years
because of an increase in reimbursabl
claims for services provided to the U.S.
Treasury and other agencies associatéthe Reserve Banks estimate that 1997
with the 1998 implementation of the expenditures will be $2,011.6 million—
System initiative “Accounting and $14.3 million, or 0.7 percent, more
Reporting for Government Services.”than the approved 1997 budget of
The initiative requires that claims for $1,997.2 million. The 1997 budget
services provided to the government bapproved by the Board in December
based on the full cost of the service. 1996 represented an increase of
$37.9 million, or 1.9 percent, over
estimated 1996 expenses; at the esti-
mated 1997 level of spending, the
The volume of measured services irnincrease over actual 1996 expenditures
1998 is budgeted to increase 3.2 pemill be 2.8 percent.

1. Currency, coin, and special cash services.

f997 Budget Performance

Volume and Unit Costs
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Four Reserve Banks expect their 1997
spending will come in below budget, by
1 percent or less. Six Banks expect to
exceed their 1997 budgets by less than
1 percent, and two Banks expect larger
overruns—Boston (4.7 percent) and
St. Louis (2.3 percent). Boston's 1997
expenses were affected by a change in
the allocation of costs among the twelve
Banks, causing Boston to retain rather
than share about $4.8 million. The
overrun in St. Louis is due primarily to
unbudgeted fees related to CDC compli-
ance ($1.5 million). .
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Chapter 3
Federal Reserve Banks

The 1999 operating budgets approvedn the four operational areas and on

by the Board of Governors for theobjects of expense, capital outlays, and

twelve Reserve Banks total $2,159.2ong-term trends. Appendix A gives

million, an increase of $75.8 million, more information on capital outlays

or 3.6 percent, over 1998 expenditureand other special categories of expense;

(table 3.1). The 1999 budgets include n@ppendix D gives additional data by

special projects. District and operational area.
Employment, including the staff as-

sociated with FRIT (Federal Reserve o

Information Technology), is budgetedMajor Initiatives

at 23,271 ANP (average number ofrhg 1999 Reserve Banks budgets
personnel), an increase of 276 ANPy o ide for the following initiatives
or 1.2 percent, from estimated 199 table 3.3):

employment. Reserve Bank employ-
ment is expected to increase 242 ANP

and FRIT employment will increase SYStem-defined .
34 ANP2 * Installation of equipment and soft-

Expenses for personnel (salaries and Ware (o support check image process-

benefits) account for $1,373.2 million, ing and archiving

or 64 percent, of the 1999 operations Réséarch and development in the
retail payments area

budget, an increase of $67.1 million, Century date ch i
or 5.1 percent, over estimated 1998 entury date change compliance

personnel expenses (table 3.2). Nonper- Capitalization of software developeq
for internal use that was expensed in

sonnel expenses (mainly building and .

automation projects) are budgeted at Pr€VIOUS years

$786.0 million, anincrease of $12.5 mil- _

lion, or 1.6 percent, over estimated 199@®istrict-defined

nonpersonnel expenses. « Initiatives in support of fiscal services.
The following two sections discuss

major initiatives and the budget objec- Reserve Bank budgets reflect a con-

tive for the Reserve Banks in 1999.tinued commitment to expand the check

Subsequent sections provide detailanaging business. Expenses for the

ongoing check imaging initiative are

- budgeted at $38.0 million, an increase of

1. FRIT encompasses Federal Reserve Automgpproximately $10.0 million over esti-

tion Services (FRAS) and Information Technologymated 1998 expenditures. This projec-

Planning and Standards. . . . .
2. The term average number of personnel iON @lso includes costs associated with

describes levels and changes in employment at tHfi€ national check image archive at
Reserve Banks. ANP is the average number dthe Boston Reserve Bank. Currently, the
employees in terms of full-time positions for the national archive supports the imaging

period. For instance, a full-time employee who -
starts work on July 1 counts as 0.5 ANP for thatand retrieval of government checks

calendar year; two half-time employees who starfOr the U.S. Depa_rtmenf[ of the Trea-
on January 1 count as 1 ANP. sury. In 1999, services will be expanded
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to include commercial checks, postabdjustment processing platform that will
money orders, and E-Z Clear savingseplace stand-alone applications cur-
bonds. rently located throughout the System.
Marketing and research and develop- Reserve Banks continue to devote
ment initiatives in retail paymentsresources to Year 2000 projects. Year-
account for a year-over-year increase obver-year costs are projected to decrease
$3.8 million. Costs associated with thes&6.8 million, from $35.9 million in
initiatives are expected to be $8.7 mil-the 1998 estimate to $29.1 million in the
lion. All Reserve Bank budgets include1999 budget. Total ANP devoted to
funding for a national automatedthe Year 2000 initiatives is expected to
clearinghouse (ACH) marketing anddecrease from 303 in 1998 to 276 in
education effort and for research orl999. The majority of the 1999 projec-
payment issues. The enterprise-widéon represents a reallocation of current
adjustments system (EWA) for checkgesources. Resources are also provided
will be a nationwide, integrated checkfor consulting services and contract

Table 3.1
Expenses and Employment at the Federal Reserve Banks, 1998-99
Change
1998 1999
Category estimate budget
Amount Percent
Expenses (millions of dollars)
Operation$ ..........cccooviiiinnnn. . 2,079.6 2,159.2 79.6 3.8
Special project ... . 3.8 .0 -3.8 -100.0
Total ... . 2,083.4 2,159.2 75.8 3.6
Employment (average number
of personnel}
Operation$ ...........ccovviinnnn. . 22,409 22,652 242 1.1
Federal Reserve Information
Technology............ccovivnit . 585 619 34 5.8
Total ... . 22,995 23,271 276 1.2

Note. See general note to table 1.1, chapter 1. 2. The Automation Consolidation special project began
Excludes capital outlays. in 1992 and ended in 1998.
1. Includes support and overhead (see appendix D, 3. See text note 2 for definition.
table D.3, note 1, for definitions).
Table 3.2
Operating Expenses of the Federal Reserve Banks, by Object, 1997—99

Millions of dollars except as noted

Percentage change
Obiect 1997 1998 1999 ge chang
) actual estimate budget
1997 to 1998| 1998 to 1999
Personnel.................... . 1,259.0 1,306.1 1,373.2 3.7 51
Nonpersonnel................ 752.8 773.5 786.0 2.7 1.6
Total ...l . 2,0118 2,002.6 2,159.2 3.4 3.8

Norte. Includes support and overhead (see appendix D1998 exclude the special projects for those years; no
table D.3, note 1, for definitions). The data for 1997 andspecial project is budgeted for 1999.
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programmers. In addition to Reserveng standards; the interpretation requires
Bank expense projections, the FRITthe capitalization of computer software
budget includes an estimate of $8.2 mildeveloped for internal useUnder this

lion and 45 ANP in 1999. new accounting treatment, software

District-defined fiscal initiatives total- previously charged to expense will be
ing $10.0 million are included in the capitalized.

1999 budget projection, an increase of

$4.4 million over 1998 estimates. Major I

initiatives at the St. Louis, Richmor{d,1999 Budget Objective

and New York Banks account for mostThe approved 1999 budget objective for
of this total. Initiatives such as theReserve Banks was $2,146.0 million,
Automated Standard Applications foran increase of $86.7 million, or 4.2 per-
Payments system (ASAP), the Treasurgent, from the 1998 budget of $2,059.3
Investment Program (TIP), Treasurymillion. Excluding the 1998 special
Offset Program (TOP), Treasury Taxproject expense, the target was $91.3 mil-
and Loan Paper (PATAX), Treasurylion, or 4.4 percent, higher than the
International Capital Flows (TIC) 1998 budget. The 1999 budget objective
surveys, and TIP/PATAX consolidationincluded funding for ongoing Year 2000
are aimed at maintaining high-qualityefforts and several multiyear strategic
services to the Treasury. Costs for thesmitiatives within financial services: to
projects are fully reimbursable by themove paper check processing toward
Treasury.

EXpen-SeS for these major initiativesmmral Reserve will implement State-
are partially offset by a decrease of o " " pogiion (SOP) 98-1, Accounting for
$18.1 million resulting from the Reservethe costs of Computer Software Developed or
Banks’ interpretation of new account-Obtained for Internal Use.

Table 3.3

Contribution of Change in Major Initiatives to the Change in Operating Expenses
of the Federal Reserve Banks, 1998 to 1999

Millions of dollars except as noted

Contribution of change
to change in total
o 1998 1999 operating expenses,
Initiative estimate budget 1998 to 1999
Amount Percentage points

System-defined
Check imaging ............covvunn . 28.0 38.0 10.0 .5
Retal R&D ..........ccoviiinn . 4.9 8.7 3.8 2
Century date change (total)....... 35.9 29.1 -6.8 -3
Software capitalization............. R -18.1 -18.1 -9
District-defined
Fiscal services..................... . 5.6 10.0 4.4 2
Total ... . 74.4 67.7 -6.7 -3
MEMmo
Other operating expenses......... 2,005.2 2,091.5 86.3 4.1
Total operating expenses. ......... 2,079.6 2,159.2 79.6 3.8
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imaging and electronics, to increase thenillion; the Reserve Banks 1999 budgets
use of the ACH, and to conduct researchotal $2,159.2 million, or $13.2 million
and development on new payment stratanore than the budget objective.
gies. The budget objective also included Two factors, identified as unquanti-
resources to respond to an expectefiable risks when the budget objective
increase in customer demand for checlwas developed, accounted for most of
and currency services, to continue thehe difference. First, the budget objec-
development of applications for Trea-tive process did not include the $27 mil-
sury, and to provide competitive com-lion increase in expenses added in
pensation to officers and employees. Th&998 to process unanticipated check and
staffing target reflected the first projecteaturrency volume. Second, as a partial
ANP increase since 1993. Higheroffset to this increase, the budget objec-
employment was projected primarilytive did not reflect the $18.1 million
because of higher workloads in theexpense reduction resulting from the
check and currency areas. accounting change to capitalize software
The 1999 budget objective was evaludeveloped for internal use.
ated against the approved 1998 budget. Total Reserve Bank and FRIT employ-
The current estimate of 1998 spendingnent is projected to be 23,271 ANP, 267
($2,079.6 million) is $24.9 million higher ANP higher than projected in the budget
than the approved 1998 budget. Thebjective. Higher employment levels
budget objective, when compared within priced services produced 255 ANP
the higher base of the 1998 estimatepf this variance and are due to higher
reflects expense growth of $66.4 mil-demand for traditional check and new
lion or 3.2 percent, excluding the specialmaging products.
project expense for 1998 (table 3.4).
The approved 1999 budget objectiv .
assumed a spending level of $2,146.%Udget by Operational Area
Tables 3.5 and 3.6 summarize employ-
ment and expenses for the Reserve
Table 3.4 Banks’ four operational areas.

Change in Budget Objective and Budget 1ables 3.7 through 3.11 provide details
of the Federal Reserve Banks, 1998 to 199801 each area.

Percent
1999 Monetary and Economic Policy
Item budget 1999 . :

objective | Pudget The monetary and economic policy

budget is $167.1 million, $13.6 million,
Operating expenses........ 3.8 3.2 or 8.8 percent, higher than the 1998
Sy e . o o estimate. Its growth rate is the highest of
Total, excluding the four operational areas and largely
special project ... a4 38 results from a 1999 cost accounting
Special project........... -2 -2 change in the allocation of protection
Total, Including costs for property, assets, and staff.
special project ....... 42 36 Employment in this area is projected to

be 728 ANP, an increase of 16 ANP, or

1. As a change from 1998 budget. 2.2 percent, and reflects the effects of

2. As a change from 1998 estimated expenses. : aH :
3. Check imaging, retail research and developmentt,urnover and Iags in ﬂ”mg open posi-

century date change, and software capitalization. tions during 1998. Initiatives in this
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service line include continued invest-Services to the U.S. Treasury and
ment in automation that will expand Other Government Agencies
information retrieval and delivery

systems and improve data managememixpenses for services to the Department
processes. Other initiatives in this areaf the Treasury and other government
include increasing the visibility of, and agencies are budgeted at $222.7 million,
access to, District research products foa decrease of $0.6 million, or 0.3 per-
relevant audiences; expanding partnerent, from the 1998 estimate. The 1999
ships with local universities and othercapitalization of software developed for
academic organizations; and increasingiternal use results in a one-time re-
research on international issues. duction in expenses of approximately

Table 3.5
Employment at the Federal Reserve Banks, by Activity, 1997-99

Average number of personnel except as néted

Percentage change
Activity 1997 1998 1999
actual estimate budget
1997 to 199% 1998 to 1999

Operational areas
Monetary and economic policy. .. ...... 718 712 728 -8 2.2
Services to the U.S. Treasury

and other government agencies. . .. 1,438 1,422 1,394 -1.1 -2.0
Services to financial institutions

andthe public..................... . 7,954 8,096 8,138 1.8 5
Supervision and regulation. ............ 2,980 2,890 2,927 -3.0 1.3
Support and overhea&d
SUPPOIt .o . 4,572 4,552 4,691 -4 3.0
Overhead ..........cooviiiiiiiiann . 4821 4,737 4,774 -1.7 .8
Total ... .. 22,483 22,410 22,652 -3 1.1

Note. Excludes Federal Reserve Information Technol- 1. See text note 2 for definition.
ogy. The costs of the special project in 1997 and 1998 do 2. See appendix D, table D.3, note 1, for definitions.
not involve personnel; the special project ended during
1998.
Table 3.6
Operating Expenses of the Federal Reserve Banks, by Operational Area, 1997-99

Thousands of dollars except as noted

1997 1998 1999 Percentage change
Operational area actual estimate budget
1997 to 1994) 1998 to 1999

Monetary and economic policy. .. ...... 144,103 153,559 167,125 6.6 8.8
Services to the U.S. Treasury

and other government agencies. . .. 207,079 223,309 222,735 7.8 -3
Services to financial institutions

and the public..................... . 1,215,069 1,250,554 1,292,505 2.9 3.4
Supervision and regulation. ............ 436,392 452,178 476,857 3.6 55
Total .. .. 2,002,643 2,079,600 2,159,222 3.8 3.8

Norte. Includes support and overhead (see appendix D1998 exclude the special projects for those years; no
table D.3, note 1, for definitions). The data for 1997 andspecial project is budgeted for 1999.
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$5.9 million. Total 1999 employment is optical scanning technology to collect
1,394 ANP, down 28 ANP, or 2.0 per-savings bond data previously entered
cent, from the 1998 estimate. manually.

The Reserve Banks continue to The effects of technology and regula-
research, develop, and implement applitory changes are particularly evident in
cations to improve and expand fundghe processing of food coupons. Resource
collection and disbursement processe®quirements in this area are projected
for the Treasury and other governmento decline $2.8 million (11.3 percent)
agencies and to eliminate paper-baseahd 13 ANP because of the electronic
products and processing. For exampldyenefits transfer program.
the Reserve Banks are working with the Efforts to align resources with
Bureau of the Public Debt to archivechanging technology and volumes
paid savings bonds, to expand webthrough re-engineering and other realign-
based applications for savings bondsnent programs continue in several
and Treasury Direct, and to deployDistricts.

Table 3.7
Expenses of the Federal Reserve Banks for Monetary and Economic Policy, 1997-99

Thousands of dollars except as noted

Percentage change
Service 1997 1998 1999
actual estimate budget
1997 to 1998 1998 to 1999
Economic policy determination. ........ 112,741 120,605 131,305 7.0 8.9
Open market trading................... . 31,362 32,954 35,820 5.1 8.7
Total .. .. 144,103 153,559 167,125 6.6 8.8

Note. The data for 1997 and 1998 exclude the special projects for those years;
no special project is budgeted for 1999.

Table 3.8

Expenses of the Federal Reserve Banks for Services to the U.S. Treasury
and Other Government Agencies, 1997-99

Thousands of dollars except as noted

cenvice 1997 1098 1999 Percentage change
actual estimate budget
1997 to 199% 1998 to 1999

Centralized operations—savings bonds. 59,030 72,103 72,972 22.1 1.2
Other Treasury issues.................. . 14,569 14,839 12,425 19 -16.3
Centralized operations—

other Treasury issues............. 1,984 1,639 3,742 -17.4 128.3
Centrally provided Treasury

and agency Services............... L 35,051 36,266 37,241 3.5 2.7
Government accounts. ................. . 34,022 36,046 35,733 5.9 -9
Food coupons. ..........coviiiiiin... . 25,210 25,002 22,165 -8 -11.3
Other ... .. 37,213 37,414 38,457 5 2.8
Total ..o .. 207,079 223,309 222,735 7.8 -3

Norte. See general note to table 3.7.
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Services to Financial Institutions 3.4 percent, over the 1998 estimate.
and the Public Expense growth in two areas, currency

and check processing, accounts for
Expenses for services to financial insti$40.9 million of this increase. Staffing is
tutions and the public, an area thabudgeted at 8,138 ANP, an increase of
includes both priced and nonpricedd2 ANP, or 0.5 percent, from the 1998
services, is budgeted at $1,292.5 milestimate, with approximately one-half
lion, an increase of $42.0 million, orof this increase coming from currency

Table 3.9

Expenses of the Federal Reserve Banks for Services to Financial Institutions
and the Public, 1997-99

Thousands of dollars except as noted

Percentage change
Service 1%97I thQSt b1%99 .
acla esimate a9t 11097 1o 1994; 1998 to 1999

CUITENCY . vttt . 248,474 261,246 275,763 51 5.6
COIN e .. 28,845 31,618 24,242 9.6 -23.3
Special cash.......................... . 4,491 2,468 2,474 -45.0 2
Commercial check ..................... . 577,226 603,745 630,102 4.6 4.4
Othercheck.............coviiviiiin... . 41,870 38,665 41,128 -7.7 6.4
Funds transfer......................... . 66,732 65,202 64,633 -2.3 -9
Automated clearinghouse.............. 66,375 66,697 69,721 5 4.5
Book-entry securities transfer.......... 38,220 33,803 32,485 -11.6 -3.9
Other securities and noncash collection | ... 6,919 4,840 4,015 -30.0 -17.0
Loans to member banks and others. . ... 23,878 22,960 23,185 -3.8 1.0
Public programs............... ... ... . 74,964 82,018 85,963 9.4 4.8
Other ... .. 37,075 37,292 38,794 .6 4.0
Total ..o .. 1,215,069 1,250,554 1,292,505 2.9 3.4

Note. See general note to table 3.7.

Table 3.10

Expenses of the Federal Reserve Banks for Services to the U.S. Treasury
and Other Government Agencies and to Financial Institutions and the Public, 1997-99

Thousands of dollars except as noted

Percentage change

Service 12197| 1'[998'[ b19d99 .

actual mate e

. est a9t 11097 1o 1994; 1998 to 1999
U.S. government servicés.............. 291,650 294,806 295,239 1.1 1
Cash services. ...........covvvviuiinns . 277,319 292,864 300,006 5.6 2.4
Priced services..................oout . 690,744 738,145 767,955 6.9 4.0
Other ... .. 162,435 148,048 152,040 -8.9 2.7
Total ... .. 1,422,148 1,473,863 1,515,240 3.6 2.8
Norte. See general note to table 3.7. at $1,227 thousand, and for 1999 they are budgeted at

1. The amounts shown here do not include expense$1,438 thousand. These expenses increase the total costs
in this service that are recorded in the monetaryof services provided by the Reserve Banks as fiscal agents
and economic policy operational area. For 1997 thesand depositories of the United States.
expenses were $673 thousand, for 1998 they are estimated
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processing and one-fourth from checkion of services that use highly cen-
processing. tralized electronic applications such as

Customer demand for currency andunds transfer, book-entry securities,
check processing increased unexpecand ACH. The latest example is con-
edly in several Districts during 1998 andsolidation of the twelve sites providing
is projected to continue expanding abff-line processing for funds and book-
that rate through 1999. Estimated volumentry securities into two sites

growth in these two areas accounts for by the end of 1999.
an additional $4.5 million in the 1999 Priced service costs are projected to
budget. be $738.1 million in 1998 and $768.0

Higher expenses in the 1999 budgeinillion in 1999. All of these costs, plus
are being generated not only by increasdbe private sector adjustment factor, are
in traditional demand but also by severabudgeted for recovery through fees to
strategic initiatives to provide a consis-depository institutions and others that
tent product to the increasing numbeuse the services. The Reserve Banks
of national customers and to providerecovery rate is estimated to be
efficiencies in the development andl03.9 percent for 1998 and 101.2 per-
management of applications and prodeent for 1999.
ucts: expanding the application of
imaging to commercial checks, posta%
money orders, and government checks;
stimulating demand for electronic checkSupervision and regulation expenses
presentment and the electronic cashre budgeted to be $476.9 million in
letter; and moving toward System-1999, an increase of $24.7 million,
standard check automation platform®r 5.5 percent, over the 1998 estimate.
and applications. The 1999 change in accounting of

The Reserve Banks continue to seekhe allocation of protection costs for
efficiencies by consolidating the loca-property, assets, and staff is a significant

upervision and Regulation

Table 3.11
Expenses of the Federal Reserve Banks for Supervision and Regulation, 1997-99

Thousands of dollars except as noted

convice 1997 1098 1999 Percentage change
actual estimate budget
1997 to 199% 1998 to 1999

Supervision of large multistate,

multi-District banking organizations | . C 70,975 76,355 R 7.6
Supervision of domestic regional and

community banking organizations . . A 165,507 174,822 L 5.6
Supervision of foreign banking

organizations. ..............c...au.y . . 57,069 60,641 . 6.3
Administration of laws and regulations

related to banking................. i - 89,093 91,544 L. 2.8
Supervision activities benefiting

the banking system................ A L 46,976 49,395 L 5.1
Studies of banking and financial markets .. - 22,558 24,100 L 6.8
Total ... .. 436,393 452,178 476,857 3.6 55

NotE. Expenses in 1997 for this operational area werdor 1997 and 1998 exclude the special projects for those
recorded under a structure redefined as of 1998. The dayears; no special project is budgeted for 1999.
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source of the budgeted increase ifng year. In addition, the supervision and
this area. The size of the cost increase®gulation area continues to broaden the
varies by District and ranges fromapplication of technology to streamline
0.5 percent to 10.8 percent. The rangthe examination process, expedite
of expense changes reflects the respongdormation retrieval capabilities and
to District-specific environmental fac-lessen the on-site burden to financial
tors and the degree of efficienciednstitutions, and reduce the internal
realized through risk-focused examinaadministrative burden through the
tions and improved automation. automation of tracking and scheduling
Employment is projected to be 2,927functions.
ANP, an increase of 37 ANP, or
1.3 percent, over the 1998 estimate .
Onlyp three Districts are projecting Budget by Object of Expense
declines in staffing. Several DistrictsPersonnel expenses are projected to
were hesitant to reduce staffing in thisncrease 5.1 percent, while nonpersonnel-
area because of uncertainty regardrelated expenses are increasing 1.6 per-
ing the level of support needed forcent. Personnel expenses include officer
century date change (CDC) efforts inand employee salaries, other compen-
1999. sation to personnel, and retirement
Along with ongoing examination and other benefits, and account for
responsibilities, CDC is expected to64 percent of Reserve Bank expenses
remain a high priority during the com- (table 3.12).

Table 3.12
Operating Expenses of the Federal Reserve Banks, by Object, 1997—99

Thousands of dollars except as noted

Object 1997 1098 1999 Percentage change
actual estimate budget
1997 to 199% 1998 to 1999

Personnel
Officers’ salaries ......................}| . 105,185 114,354 123,400 8.7 7.9
Employees’ salaries.................... . 850,825 874,630 929,563 2.8 6.3
Othell ... . i .. 40,992 44,694 34,976 9.0 -21.7
Retirement and other benefits.......... 263,141 272,377 285,247 35 4.7

Total ..o . 1,260,142 1,306,056 1,373,185 3.6 5.1
Nonpersonnel
Forms and supplies.................... . 53,406 52,738 52,292 -1.3 -.8
Equipment ... . 171,500 177,806 196,557 3.7 10.5
Software ... . 35322 39,425 41,304 11.6 4.8
Shipping ..o . 79,278 77,918 78,881 -1.7 1.2
Travel ... .. 42,853 44,085 45,594 2.9 3.4
Buildings ...t . 174,843 174,762 186,695 .0 6.8
Recoveries..............coiiiiiinn . -53,764 -66,398 -60,769 235 -85
Other? ... ... ... .. 239,064 273,207 245,483 14.3 -10.1

Total ..o . 742,502 773,544 786,037 4.2 1.6
Total ..o .. 2,002,644 2,079,600 2,159,222 3.8 3.8

NotE. See general note to table 3.7. 2. Communications, fees, contra-expenses, shared costs

1. Certain contractual arrangements and miscellaneoudistributed and received, excess capacity, and miscel-
other personnel expenses. laneous other expenses.
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Salaries and other personnel expensesd maintenance costs ($4.2 million).
account for about 50 percent of 1999The increase in depreciation results
budgeted expense, and anticipateiom the full-year effect of 1998
growth is $54.3 million, or 5.2 percent. purchases of equipment for check imag-
Salaries for officers and employees aréng, voice mail, and PBX; local area
expected to increase $64.0 million, ometwork upgrades required for CDC
6.5 percent. Merit programs averaginggompliance; and the effect of capital
4.2 percent will increase salary expensegurchases planned for 1999. Increases in
by $41.2 million. Also contributing to maintenance costs are primarily driven
higher salary expenses are staff increasdsy local area networks (LANS), servers,
promotions and reclassifications, anénd hardware equipment contracts.
structure and market adjustments. These Shipping expenses account for 4 per-
increases are partially offset by acent of Reserve Bank expenses and are
$9.7 million decrease in other personneéxpected to increase $1.0 million, or
expenses, which reflects a decline in thé&.2 percent, primarily because of higher
use of outside agency help and reducerhtes for courier contracts and shipping.
severance and retention payments. Also Within the travel budget, expendi-
offsetting the increase in salaries are &res on foreign travel are projected to
$4.2 million reduction in overtime and abe $4.4 million in 1999 and account
$4.9 million decrease in costs associatefbr 0.2 percent of total 1999 expenses.
with short-term position vacancies orForeign travel expenses budgeted for
lags in hiring. 1999 are $0.5 million, or 13.2 percent,

Retirement and other benefitshigher than 1998; the increase covers,
expenses, which account for 13 percerih part, an anticipated rise in foreign
of Reserve Bank budgets, are anticipatedxaminations, the consolidation of Sys-
to increase $12.9 million, or 4.7 percenttem examinations, and a rise in targeted
in 1999. Contributing factors include visitations at troubled institutions, where
increases in salary-related benefits, suatxtra monitoring is required.
as social security and the thrift plan. Building expenses, which account
Health care costs are estimated téor 8.6 percent of total expenses, are
increase by 5.5 percent in 1999 becausexpected to increase $11.9 million, or
of an expected increase in medicab.8 percent, in 1999. The increase is
insurance costs. To minimize futuredriven by higher real estate taxes,
increases in the cost of health care, thprimarily in Cleveland, Minneapolis,
Banks are collectively seeking consoli-and San Francisco; higher property
dated purchasing of employee and retiredepreciation associated with the com-
benefits. pletion of building improvements

Nonpersonnel expenses account foand renovations; andn higher rental
36 percent of Reserve Bank expensesxpenses resulting from several lease
and are projected to increase 1.6 perceagreements.
in 1999. Other nonpersonnel expenses are

Equipment expenses are expected tprojected to decrease $27.7 million, or
increase $18.8 million, or 10.5 percent10.1 percent. Of the decrease, $18.1 mil-
and account for 9 percent of totallion is due to the Reserve Banks’ imple-
expenses in 1999. In addition to 1999mentation of the new accounting
purchases, the variance in equipmergtandards that require the capitalization
expense is driven primarily by anof computer software developed or
increase in depreciation ($14.9 million)obtained for internal use.
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Capital Outlays The proposed capital budget includes
$182.8 million for building-related
The 1999 capital budget submitted byprojects. These projects are geared
the twelve Reserve Banks and FRITtoward renovation and modernization
totals $405.6 million, a $129.3 million of physical facilities, replacement or
increase over the 1998 estimated levelgpgrading of critical systems, energy
(table 3.13). The budget consists ofonservation, and compliance with the
$366.9 million for the Banks and Americans with Disability Act. More
$38.6 million for FRIT. than 71 percent of the 1999 budget
The 1999 capital budgets developedomprises six major projects: four in
by the Reserve Banks and FRIT includgéhe New York District (improvements to
funding for a number of projects that33 Maiden Lane, head office moderni-
support the strategic direction outlinedzation, stone facade restoration, and
in the Banks' plans. These strategidenant improvements at the East Ruther-
directions include improving operationalford Operations Center) and two in the
efficiency and effectiveness, promot-Atlanta District (head office building
ing customer service, and providing aand Birmingham Branch building).
quality work environment. In support These six projects have a total estimated
of these strategies, the 1999 budgetost of $377.2 million ($76.3 million
identifies four major categories of capitalbefore 1999, $130.3 million in 1999,
outlay: building and facility improve- and $170.6 million in later years).
ments, automation-related initiativesfFunding is also provided for the replace-
check and other payment servicanent of routine building-related equip-
improvements, and building securityment as well as replacements of furniture
enhancements. and fixtures.

Table 3.13
Capital Outlays of the Federal Reserve Banks, by Class, 1997-99

Thousands of dollars except as noted

Class 1997 1098 1999 Percentage change
actual estimate budget
1997 to 199% 1998 to 1999

Data processing and data

communications equipmeht ........ 70,714 111,952 140,167 58.3 25.2
Buildings ... 72,726 67,863 114,970 -6.7 69.4
Furniture, furnishings, and fixtures. ... .. 23,299 23,364 29,562 .3 26.5
Other equipmentt. ...................... . 30,337 23,414 24,140 -22.8 3.1
Land and other real estate............. 4,695 3,044 9,551 -35.2 213.8
Building machinery and equipment . .. .. 16,528 24,183 22,279 46.3 -7.9
Leasehold improvements............... L 1,889 8,166 15,985 332.3 95.8
Softwaré ... . 5548 14,301 48,902 157.8 241.9
Total ..o .. 225,736 276,287 405,556 22.4 46.8
MEmoO
FRIT e .. 21,356 34,722 38,641 62.6 11.3

1. For Federal Reserve Information Technology (FRIT), 3. For FRIT, includes $2,481 thousand in 1997, $2,412
includes capital of $18,848 thousand in 1997, $32,291housand in 1998, and $8,894 thousand in 1999.
thousand in 1998, and $29,698 thousand in 1999.

2. For FRIT, includes $28 thousand in 1997,
$20 thousand in 1998, and $20 thousand in 1999.
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The proposed capital budget includes District-specific initiatives include the
$122.3 million in funding for automa- Unisys check support hosted by the
tion initiatives. Approximately $18 mil- Cleveland District, the continued devel-
lion of this total is attributable to the opment of an electronic check present-
capitalization of software. These initia-ment environment in the Minneapolis
tives do not include the automationDistrict, and a number of Treasury-
components of building projects, checkrelated projects in the Richmond District.
and payment services, or security The last major category of capital
projects that are discussed separatelgxpenditures included in the 1999 bud-
The strategic directions outlined in theget is for projects to improve security
budgets of the individual Reserve Banksvithin the Reserve Banks. These projects
include enhanced technological capabilinclude upgrades and replacements of
ties, the continued implementation ofbuilding security features, including
LAN technology, the development ofvideo surveillance systems, card readers
common office environments and web-and access systems, and fire alarms, for
based applications, and various improvea total of $11.9 million. Tables 10 and
ments and replacements to ensure CDCL1 in the statistical appendix provide
compliance. additional data on capital expenditures.

Aside from the $38.6 million included
for FRIT, the major automation- :
related projects are $3.8 million for theTren(Ijs n E);penses and
Consolidated Process Encryption CenteF,rnp oymen
$2.7 million for the continued devel- Over the ten years ending with the 1999
opment of the Statistics and Reservebudget, Reserve Bank expenses have
System, and $2.6 million for theincreased an average of 4.8 percent per
Foreign/Domestic Trading, Analysis,year (chart 3.1), and the average num-
and Accounting System. The largesber of employees at the Reserve Banks
share of the remaining funds sup<including FRAS) has decreased 426,
ports the Districts’ strategies for distri-from 23,697 in 1989 to 23,271 in 1999
buted technology and PC replacement.

A majority of the Banks are operating

under a three-year replacemenfhart3.1

schedule and continue to pusHOperating Expenses of the

for the conversion of mainframe appli-Federal Reserve Banks, 1989-99

cations to a LAN environment and, Billions of dollars
to a lesser extent, to web-based solution: _--"
The 1999 capital budget includes Current dollars_-= Lo
$75.5 million for initiatives to improve 7  ___-- '
check operations and other paymen 1992 dollars 6

services. Nearly every District is fund-
ing reader/sorter/endorser upgrades ar
high-speed imaging projects. In addi- 13
tion, several projects are aimed a
improving savings bond operations in———————_ 111
it ; 4089 1994 1999
the consolidation sites, and others ar orn. S e to table 37, For 1998
for currency-related initiatives through- ;0™ S¢¢ denerd note fo fable s.7. For 1598,

estimate; for 1999, budget.
out the System. 1. Calculated with the GDP price deflator.
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(chart 3.2). Since 1989, staff levels haveion charges from FRIT, nonpersonnel

decreased in the commercial checkosts have been increasing at a faster
service (746 ANP), the overhead serviceate than personnel costs, 4.2 percent
(199 ANP), securities safekeeping andompared with 3.2 percent, as the

noncash services (183 ANP), the ACHReserve Banks downsize labor-intensive
and funds transfer services (317 ANP)and computer operations and substitute
services to the Treasury and othetechnology for labor.

government agencies (377), and the Over this five-year period, the aver-

monetary policy service (55 ANP).age annual increases in expenses by
These staff reductions have been duservice line have been the highest for
largely to consolidation of operationsmonetary and economic policy (6.7 per-

and increased operational efficienciesent) and supervision and regulation

throughout the System. (5.7 percent). Expenses in both func-

Partly offsetting the decreases ardional areas have been affected by the
additions to the staff in supervision andl999 change in the method for allocat-
regulation (730 ANP), needed mainlying protection costs and by increases
because of implementation of thefrom various support areas. Expenses in
Federal Deposit Insurance Corporatioithe supervision and regulation function
Improvement Act and the Communityhave also been affected by the ongoing
Reinvestment Act; in data services (494&hanges in the financial services indus-
ANP) because of an increase in LANtry and century date change issues.
applications; and in public programsExpenses for services to financial institu-
(130 ANP) because of efforts to enhancéions and the public grew 3.2 percent per
consumer education and communicayear, primarily because of increases in
tions with the public. currency and check volumes.

The average annual growth of oper- The average number of employees at
ating expenses, which has slowed ithe Reserve Banks decreased 975 ANP,
recent years, is projected to be 3.7 perfrom 23,627 ANP in 1994 to 22,652
cent over the five years ending with theANP in 1999. Overall, decreases in
1999 budget. Mainly because of producemployment are due largely to the

consolidation of operations, the realiza-
tion of operational efficiencies through-

Chart 3.2 out the Reserve Banks, and reduced
Employment at the check volumes following the 1994
Federal Reserve Banks, 1989-99 implementation of the same-day settle-

ANP, in thousands  ment ryle under the Federal Reserve’s
Regulation CC.
Employment in services to Treasury
24 and other government agencies has
decreased primarily because of the con-
tinuing rollout of the electronic benefits
---2 23 transfer program and centralization
efforts for savings bonds. In services
to financial institutions and the public,
employment has decreased because of
Note. See general note to table 3.5. For 1998 efficiencies gamed in check process_lng,
estimaté; for 1999, budget. See text note. 2' for definitioéreduced check VOlumeS’ more ef_flugnt
of ANP. currency processors, and centralization

[N Y Y I A A |
1989 1994 1999
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in funds and book-entry processing. Thet998 Budget Performance

increase in the support service area i .

primarily due to'ad(;iitional ;taff neededigselr?s:;%ﬁ l?ea;jgsO?StIGmrr?ﬁﬁow?:/hligﬁs
to support ongoing information teChml_represents an incre’ase .of $24.9'million

Ogy requirements. or 1.2 percent, from the approved 1998
budget of $2,054.7 million. The 1998
Volume and Unit Costs budgets, which were approved by the
r*3oard in December 1997, resulted in an
increase of $43.1 million or 2.1 percent
ver estimated 1997 expenses. At the
998 estimated level of spending, the
lcrease over the actual 1997 level
uld be 3.8 percent.

The volume of measured services i
1999 is budgeted to increase 3.9 pe|J
cent over estimated 1998 volume, an
the unit cost is expected to decreas
1.9 percent (table 3.14). The decrease i
expected unit costs reflects net decreas Nine Banks expect to exceed their
for :etail dpayrrr:ents,_ whofséage pay'ritoproved 1998 blE)dget six of them by
ments, and cash services. .6 perce i

decline in unit cost is anticipated IiDn the .0 percent or more. The three largest
commercial checks area, the Iarges(?Verruns are expected at Boston (2.0 per-
component in the overall index. cent), Atlanta (6.4 percent) and St. Louis

(6.3 percent). Boston’s overall budget

has increased because of higher-than-
Table 3.14 anticipated costs for the national govern-
Change in Volumes and Unit Costs of ment check image archive and because
Measured Federal Reserve Bank Services,of |nterdistrict Transportation System

1998 to 1999 costs associated with check shipments;
Percent both are Systemwide expenses retained
_ , in Boston's budget. Atlanta’s projected
Service Volume | Unit cost . . . !
overrun is due primarily to staffing
Payments ............c....... .37 12 additions necessitated by increased check
Commercial check. ... ..., 26 -6 and cash volumes. In addition, the
Automated clearinghouse...| 10.0 -5.0 .. .
Atlanta District has worked aggressively
Cast ..o . 5.8 -3.2 to address issues arising from a 1997
Fiscal .........coooiiiinn, . .8 2 staff “Vision” survey that found a need
to staff functions appropriately, reduce
Wholesale payments....... 28 45 overtime and turnover, and compensate
Transfer of reserve account . .
balances .............. 58  -63 in accordance with the market. The
Book-entry securities .......... -3.0 -5 overrun at St. Louis is due primarily to
All measured services......... 3.9 -1.9 .ChECk write-offs and increased overtime
in the check area. .

1. Currency, coin, and food coupon services.



