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Chapter 3 

Federal Reserve Banks 

The 2005 operating budgets of the twelve 
Reserve Banks total $2,663.1 million.1 

The 2005 total is $82.0 million, or 3.2 
percent, above estimated 2004 expenses, 
largely because of a one-time curtailment 
gain in 2004 (table 3.1). In 2004, the 
Reserve Banks adopted a change in eli
gibility criteria for post-retirement medi
cal benefits. In accordance with gener
ally accepted accounting principles (FAS 
106), a one-time curtailment gain associ
ated with this change will be realized in 
2004, totaling approximately $85 million. 
When the one-time gain is excluded 
from the 2004 estimate, 2005 budgeted 
expenses are $3.2 million lower than the 
2004 estimate. To reflect the 2005 change 

1. These expenses, which are chargeable to the 
Reserve Banks, include those budgeted by Fed
eral Reserve Information Technology (FRIT) and 
the System’s Office of Employee Benefits (OEB). 

Table 3.1 

in ongoing operating expenses more 
accurately, data presented in this chapter 
approximate the expense effect of vari
ous initiatives, excluding the effect of this 
significant one-time event. 

The 2005 budget reflects the effect of 
initiatives to manage cost growth aggres
sively through operational efficiencies, 
including additional restructuring and 
consolidation efforts. These efforts are 
driven, in large part, by the need to 
reduce check costs commensurate with 
declining revenue. Banks have signifi
cantly reduced costs in the support func
tions in an effort to align these functions 
with a shrinking demand for their ser
vices. In 2005, further check restruc
turing is planned, along with consoli
dations in Reserve Bank customer 
support and marketing functions and in 
Treasury’s retail securities operations 
(TreasuryDirect and savings bonds). 

Expenses of the Federal Reserve Banks, Net of Receipts and Claims for Reimbursement, 
2004 and 2005 
Millions of dollars except as noted 

Operations ........................................................................... 2,581.1 2,663.1 82.0 3.2 

LESS 

Revenue from priced services ......................................... 913.6 901.7 –11.9 –1.3 
Other income ................................................................... 1.0 1.0 0.0 0.0 
Claims for reimbursement1 ............................................. 384.9 424.9 40.0 10.4 

EQUALS 

Net expenses .................................................................. 1,281.6 1,335.5 53.9 4.2 

Change 

PercentAmount 

2005 
(budgeted) 

2004 
(estimated)Item 

NOTE. Excludes capital outlays. Includes expenses bud- Operating expenses reflect all redistributions for sup
geted by FRIT and OEB. Expenses from these entities have port and allocations for overhead. 
been charged to the Reserve Banks, as appropriate, and 1. Costs of fiscal agency and depository services pro-
included in their budgets. Components may not sum to vided to the U.S. Treasury, other government agencies, 
totals and may not yield percentages shown because of and other fiscal principals that are billed to these 
rounding. agencies. 

2005



20 Annual Report: Budget Review, 2005 

Approximately 50 percent of Reserve 
Bank expenses in the 2005 budget are 
offset by priced-service revenues (34 per-
cent) and claims for services provided to 
the Treasury, other government agencies, 
and other fiscal principals that are billed 
to these agencies (16 percent). Budgeted 
2005 revenue is lower than the 2004 
estimated level, primarily as a result of 
declining check volume, offset slightly 
by higher imputed net income on clear
ing balances and electronic-connection 
revenue. Reimbursable claims will 
increase 10.4 percent in 2005, reflecting 
additional efforts by the Reserve Banks 
on behalf of the Treasury. 

Total 2005 projected average number 
of personnel (ANP) for the Reserve 
Banks, FRIT, and OEB is 19,967, a 
decrease of 1,193, or 5.6 percent, from 
2004 estimated staff levels (table 3.2).2 

The 2005 staffing decrease continues the 
trend of workforce reductions that began 
in 1999 and is the lowest staffing level 
since the early 1970s. The 2005 budget 
reduction reflects Treasury and check-

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

Table 3.2 

restructuring efforts, initiatives to 
increase productivity and efficiency in 
support and overheard areas, and the full-
year effect of early retirement programs 
offered by most Banks in 2004. 

2004 Budget Performance 

Total 2004 expenses are estimated to be 
$2,581.1 million, which represents a 
decrease of $85.3 million, or 3.2 percent, 
from the approved 2004 budget. The 
Banks, FRIT, and OEB estimate 2004 
ANP at 21,160, a decrease of 140 from 
budgeted 2004 levels. The expense 
underrun is due mainly to the $85.2 mil-
lion curtailment gain associated with 
accounting for post-retirement medical 
benefits discussed above. Reductions in 
check and cash operations and many sup-
port areas also contribute to the 
decrease. Partially offsetting these sav
ings are increased costs related to addi
tional requests for services by the 
Treasury. 

Estimated 2004 check costs decreased 
by approximately 3 percent and staffing 
levels decreased by 78 ANP compared 
with the 2004 budget as Reserve Banks 
trimmed staff in response to further 
volume declines and increased efficien
cies. Partially offsetting the decrease 

Employment at the Federal Reserve Banks, FRIT, and OEB, 2004 and 2005 
Average number of personnel except as noted 

Reserve Banks ..................................................................... 20,365  19,168 –1,197 –5.9 
Federal Reserve Information Technology ........................... 758 759 1 0.1 
Office of Employee Benefits ............................................... 38 40 2 5.3 

Total .................................................................................... 21,160  19,967 –1,193 –5.6 

Change 

PercentAmount 

2005 
(budgeted) 

2004 
(estimated)Item 

NOTE. Components may not sum to totals and may not 
yield percentages shown because of rounding. See text 
note 2 for definition of average number of personnel. 
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are severance costs included in the esti
mate related to a midyear decision to 
undertake a second phase of check 
restructuring. 

Expenses in cash remained flat com
pared with the original budget. Spending 
restraint in the cash area has been facili
tated by productivity improvements, 
resulting in a decrease of 52 ANP. In 
addition, depreciation costs are lower 
because of a decision to extend the use
ful life of currency-processing machines. 
Offsetting these reductions somewhat is 
an increase in the Standard Cash Auto
mation (SCA) project, a standard soft-
ware platform that Reserve Banks use to 
manage their cash operations. 

Estimated 2004 support costs were 
approximately 1 percent lower than bud-
get as Banks continue to reduce support 
levels. Staffing levels declined by 112 
ANP from budgeted levels, largely as a 
result of efforts to streamline the business 
development (36 ANP), information tech
nology (12 ANP), and facilities (37 ANP) 
functions. 

Expenses associated with the Treasury 
Web Applications Infrastructure (TWAI) 
project were $16.0 million higher than the 
approved 2004 budget. TWAI provides a 
multi-tiered web environment that bal
ances the business need for a secure 
access system with the need to provide 
public access to Treasury applications. 
The increase was due primarily to the 
expansion of the TWAI project, which 
had not been budgeted, and revisions 
to the contract with the vendor support
ing TWAI. These changes were all 
made at Treasury’s request and are fully 
reimbursable. 

After the 2004 budgets were submit
ted to the Board for approval, the 
Bureau of Public Debt announced that 
Treasury retail securities, which include 
TreasuryDirect and savings bonds opera
tions, will be further consolidated, from 
seven offices into two. This consolidation 
is expected to be completed by late 2005. 
The 2004 estimate includes $5.6 million 

for an additional 82 ANP hired at the con
solidated sites in preparation for the ad
ditional volume. The estimate also in
cludes $5.2 million in severance costs for 
staff at the nonconsolidated sites who will 
be displaced in 2005. 

Estimated costs in the monetary and 
economic policy and the supervision and 
regulation areas were near 2004 budgeted 
levels. Monetary and economic policy 
costs increased slightly from the budget 
(about 1 percent), and supervision and 
regulation costs are estimated to be about 
1 percent lower than the budget (because 
of positions budgeted but not filled). 

Factors Affecting the 2005 Budget 

For 2005, the Reserve Banks’ budgets 
reflect continued focus on several cost-
reduction efforts currently under way. As 
previously mentioned, these efforts are 
largely a response to shortfalls in check-
cost recovery over the last several years. 
The Bank budgets reflect efforts to 
streamline operations through increased 
efficiencies, including downsizing sup-
port operations in response to staff reduc
tions. Decisions by the Treasury will 
result in further consolidation of its retail 
securities operations and continued 
expansion of TWAI. The 2005 budget 
also reflects funding and staffing to sup-
port an increased focus on community 
outreach and economic and financial lit
eracy programs in many Banks. 

Check Service 

Over the past five years, the Federal 
Reserve’s check-processing operations 
have undergone considerable change to 
improve efficiency. In 2000, the Banks 
launched their check-modernization 
effort (composed of the Check Standard
ization, Enterprise Wide Adjustments, 
FedImage, and Check Electronic Access 
and Delivery projects) to install uniform 
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software and hardware for check process
ing, imaging, and adjustments at all Fed
eral Reserve check-processing sites and 
to provide web access to check services. 
This initiative was completed in 2004. In 
2003, the Banks began efforts to reduce 
the number of check processing-sites to 
better align the Federal Reserve check-
processing infrastructure with the evolv
ing market environment. By year-end 
2004, the Banks had closed 13 check-
processing sites. A second phase of 
restructuring, announced in 2004, will 
result in the closure of an additional nine 
check operations by early 2006. Checks 
from sites eliminating check operations 
will be processed at other Reserve Bank 
offices. Also in 2004, the Banks made 
operational preparations to implement the 
authority provided by the Check Clear
ing for the 21st Century Act (Check 21). 

Overall, the results of these initiatives 
and continued efforts to increase produc
tivity in the check service have resulted 
in approximately a 13 percent reduction 
in costs and a 712 ANP decline in staff
ing from estimated 2004 levels. The 2005 
budget includes the full-year effect of 
savings from the completion of the check-
modernization projects and the 2004 
check-processing site closures. The 
amount of the reduction also reflects 
the nonrecurrence of severance costs, 
accounted for in the 2004 estimate, asso
ciated with the second phase of restruc
turing. Support costs to the check area are 
budgeted to decrease by 38 percent from 
the 2004 estimate. This reduction is the 
combination of two factors—an overall 
reduction in support costs and a lower 
percentage of support costs flowing to the 
check service commensurate with the 
reductions in check operations. 

Treasury-Related Functions 

Costs for Treasury services continue to 
increase, largely as a result of additional 
work for TWAI. The $20.0 million 

increase in the TWAI project costs bud
geted in 2005 is primarily the full-year 
effect of changes made to the vendor con-
tract in 2004 and additional staff and 
equipment at FRIT dedicated to this 
project. Costs related to the Pay.gov 
and Paper Check Conversion (PCC) 
e-government projects are budgeted to 
increase, largely as a result of an addi
tional 14 ANP to support project techni
cal and operational workloads, as well as 
increased software amortization related 
to new application enhancements and 
consultant fees. Pay.gov allows individu
als and organizations to make payments 
to the government for services and fees 
using the Internet to initiate ACH trans-
actions. The PCC project involves imag
ing check payments and converting them 
to ACH payments. 

Consolidation of the Treasury’s retail 
securities operations are expected to 
yield net savings of $15.8 million and 
83 ANP in 2005 as savings bonds and 
TreasuryDirect operations are consoli
dated into two offices. The reduction 
reflects the full-year effect of the restruc
turing, which began in 2004. 

Support Services 

Support function costs are budgeted to 
decrease by approximately 2.5 percent 
and staffing levels by 478 ANP from the 
2004 estimate. The decrease is driven 
mainly by efforts to reorganize the busi
ness development function, resulting in 
reductions of $14 million and 66 ANP. 
The initiative, approved early in 2004, 
involves national management of the 
marketing function, with all marketing 
performed by staff reporting to the Cus
tomer Relations and Support Office 
(CRSO). Some additional customer sup-
port functions will also be managed 
nationally, and national product offices 
will exercise greater control over the costs 
of the remaining customer support func
tions. Reserve Bank sales functions also 
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have been downsized to reflect more tar
geted efforts. 

Other support function cost-
containment efforts are reflected in the 
information technology and human 
resources budgets. The 2005 budget 
includes a substantial decrease in local 
IT costs, primarily as a result of efficien
cies gained from the implementation of 
standard desktop hardware and software 
and reduced demand as a result of lower 
overall Bank staffing levels. These sav
ings are offset by investments at the Sys
tem level to enhance payment systems. 
In aggregate, IT costs are increasing about 
1 percent over estimated 2004 spending 
levels. In 2005, total human resources 
administration costs are budgeted to 
decrease about 1.5 percent and human 
resources staffing is projected to decrease 
by 45 ANP from the 2004 estimate, 
largely as a result of efficiencies gained 
through the consolidations of functions, 
such as PeopleSoft and payroll, and 
adjustments to staffing levels commen
surate with overall reductions in Reserve 
Bank workforces. 

Public Programs 

Costs for the public programs function, 
including community outreach and finan
cial and economic education efforts, are 
budgeted to increase by $14.2 million, or 
12.0 percent, in the 2005 budget and staff
ing is budgeted to increase by 34 ANP. 
Many Banks have noted an increased 
need to enhance financial literacy and 
economic education and to improve com
munity outreach efforts within their 
regions. 

2005 Personnel Expenses 

Budgeted officer and employee salaries 
and other personnel expenses (which 
includes variable pay and severance 
costs) total $1,338.6 million, which is 2.0 

percent below the 2004 estimate. The 
budget includes $24.0 million for officer 
salary administration and $74.6 million 
for employees, reflecting an average merit 
increase of 3.6 percent for officers and 
3.5 percent for employees, somewhat 
higher than the 2004 average merits of 
3.4 percent for officers and 3.2 percent 
for employees.3 

In the 2005 budget, officer variable-
pay programs total $15.2 million, and 
employee variable-pay programs total 
$29.8 million. The Reserve Banks have 
devoted an increasingly higher percent of 
their salary expense to variable pay. This 
increase reflects the Reserve Banks’ 
increased emphasis on pay for perfor
mance over the past several years. 

Of the projected 2,381 fewer ANP at 
the Reserve Banks, FRIT, and OEB in 
2005, an estimated 45 percent will not be 
replaced, primarily because of planned 
staff reductions associated with check 
restructuring, business development, and 
Treasury retail securities consolidation. 
Turnover is projected to be lower in 2005 
than in 2004 in large part because of the 
completion of voluntary retirement pro-
grams approved in 2003 by the Commit-
tee on Employee Benefits for nine 
Reserve Banks and FRIT. 

Retirement and other benefit expenses 
account for 20 percent of personnel ex
penses and 14 percent of 2005 Reserve 
Bank budgets. Excluding the effect of the 
change in the eligibility criteria for post-
retirement medical expenses, retirement 
and other benefits are anticipated to 
increase by approximately $18 million, 
or 5 percent, in 2005. Factors driving the 
increase include higher health care costs 
and group life insurance costs. 

3. Salary administration represents the bud
geted funds that are available to increase compen
sation to officers and employees in the upcoming 
year. It does not include adjustments for changes 
in staffing levels, turnover and lag in hiring, and 
overtime. 
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Risks in the 2005 Budget 

The continued effect of check-
restructuring initiatives, the implementa
tion of Check 21, and projected volume 
declines pose continued risk to the check 
area in 2005. In addition, changes in the 
scope or direction of the various Trea
sury projects and continued unbudgeted 
Treasury requests also present risks for 
this budget year. 

The check service continues to be an 
area where Banks have identified a con
siderable amount of budget risk. All 
planned restructuring efforts in thirteen 
offices were completed in 2004. In 
August, the Reserve Banks announced 
that another nine sites would discontinue 
check processing during 2005 and early 
2006. At the same time, the Retail 
Payments Office (RPO) is moving 
toward national management of check 
adjustments, float management, and 
product pricing. Delays in the check-
restructuring schedule could result in the 
need for higher-than-budgeted staffing, 
overtime, and facility costs. In addition, 
the budget would be affected by any large 
reconcilement issues resulting in 
unbudgeted write-offs. Projected check 
volume declines of 15 percent are antici
pated because of the continued decline 
in the use of paper checks in the United 
States, price increases, and the reduction 
in the number of check-processing sites. 
While the Banks are positioned to react 
to shifts in volumes, a significant change 
from plan would affect operations. The 
RPO also cites as a 2005 risk increased 
costs for check transportation, which 
would result from higher-than-planned-
for fuel costs and additional changes in 
carrier routes related to further check-
restructuring efforts. 

As in the past, unforeseen requests 
from the Treasury or changes in scope and 
direction would add costs and could 
require additional resources in 2005; 
however, the Reserve Banks are fully 
reimbursed for those costs by the Trea

sury. For 2004, Reserve Banks have esti
mated Treasury costs to be about 8.0 per-
cent higher than the original budget, 
largely as a result of increased requests 
for services. 

2005 Capital Plan 

The 2005 capital budget submitted by the 
Reserve Banks, FRIT, and OEB totals 
$430.5 million, a $39.2 million decrease 
from 2004 estimated levels. The decrease 
from the 2004 estimate is largely due to 
the completion of the Houston building, 
planned for mid-2005. 

As in previous years, the 2005 capital 
budget includes funding for projects that 
support the strategic direction outlined by 
the individual Reserve Bank and System 
plans. These strategies focus on invest
ments that improve operational efficien
cies and services to Bank customers and 
on providing a safe and quality work 
environment. In support of these strate
gies, the 2005 budget identifies five 
major categories of capital outlays: build
ing projects and facility improvements, 
payment system improvements, automa
tion and communication initiatives, secu
rity enhancements, and miscellaneous 
acquisitions. 

Building Projects 

The proposed capital budget includes 
$245.2 million for building-related 
projects and facility improvements. 
Almost half of this total, $112.5 million, 
is related to new building projects in 
Detroit, Houston, Kansas City, and 
Seattle. The remaining outlays in this cat
egory will fund various building renova
tion and refurbishment projects, as well 
as miscellaneous facility improvement 
and energy efficiency projects. 

Payment System Projects 

The budget includes $83.5 million for 
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initiatives related to payment system 
improvements. Almost two-thirds of these 
funds ($50.5 million) support reimburs
able initiatives for the Treasury, mainly 
software for several Treasury projects 
across the System. 

Information Technology Projects 

Banks have included $61.7 million in 
funding for major automation and com
munication initiatives. These initiatives 
do not include the automation compo
nents of building or payment systems ini
tiatives discussed separately. Of the total 
automation-related outlays, FRIT projects 
and acquisitions account for over one-

third, or $24.1 million. Aside from FRIT, 
the District budgets include $23.6 million 
for equipment, mainly for servers and 
telecommunications upgrades, and $14.0 
million for various software projects to 
support local and System initiatives. 

Security Enhancements and 
Miscellaneous Items 

The proposed capital budget includes 
$35.4 million for security enhancements 
and $4.6 million for miscellaneous capi
tal items. Miscellaneous capital includes 
funding for other equipment and soft-
ware not falling into the other defined 
categories. � 
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Millions of dollars except as noted 

Item 2005 
(estimated) 

2006 
(budgeted) 

Change 

Amount Percent 

Operations ........................................................................... 

LESS 
Revenue from priced services ......................................... 
Other income ................................................................... 
Claims for reimbursement1 ............................................. 

EQUALS 

Net expenses .................................................................. 

2,652.2 

959.9 
1.1 

399.0 

1,292.2 

2,786.3 

912.6 
1.3 

429.9 

1,442.5 

134.1 5.1 

–47.3 –4.9 
0.2 18.2 

30.9 7.8 

150.3 11.6 

NOTE: Excludes capital outlays. Includes expenses bud-
geted by FRIT and OEB. Expenses from these entities have 
been charged to the Reserve Banks, as appropriate, and 
included in their budgets. Components may not sum to 
totals and may not yield percentages shown because of 
rounding. 

Operating expenses reflect all redistributions for sup-
port and allocations for overhead. 

1. Costs of fiscal agency and depository services pro-
vided to the U.S. Treasury, other government agencies, 
and other fiscal principals that are billed to these 
agencies. 
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Federal Reserve Banks 

The 2006 operating budgets of the twelve 
Reserve Banks total $2,786.3 million.1 

The 2006 total is $134.1 million, or 5.1 
percent, above estimated 2005 expenses. 
This increase is largely due to costs for 
further infrastructure changes and opera
tional improvements in the check service 
and increased costs in the monetary policy 
and supervision and regulation functions. 
These increases are partially offset by 
savings from consolidated Treasury 
operations, efficiency initiatives in the 
cash area, savings from prior check-
restructuring efforts, and continued 
efforts to streamline Reserve Bank sup
port areas. 

-

-

Approximately 48 percent of Reserve 
Bank expenses in the 2006 budget are 

offset by revenues from priced services 
(33 percent) and reimbursable claims for 
services provided to the Treasury and 
other agencies (15 percent). Budgeted 
2006 revenue is lower than the 2005 
estimated level, primarily as a result of 
declining check volume. Reimbursable 
claims will increase 7.8 percent in 2006, 
reflecting additional initiatives performed 
by the Reserve Banks on behalf of the 
Treasury. (See table 3.1.) 

1. These expenses include those budgeted by 
Federal Reserve Information Technology (FRIT) 
and the Office of Employee Benefits (OEB) that 
are chargeable to the Reserve Banks. 

Table 3.1 

Total 2006 projected average number 
of personnel (ANP) for the Reserve 
Banks, FRIT, and OEB is 19,869, a 
decrease of 264, or 1.3 percent, from 
2005 estimated staff levels (see table 
3.2).2 The 2006 staffing decrease contin-

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

Expenses of the Federal Reserve Banks, Net of Receipts and Claims for Reimbursement, 
2005 and 2006 

2006



Average number of personnel except as noted 

Item 2005 
(estimated) 

2006 
(budgeted) 

Change 

Amount Percent 

Reserve Banks ..................................................................... 
Federal Reserve Information Technology ........................... 
Office of Employee Benefits ............................................... 

Total .................................................................................... 

19,328  19,069 –259 –1.3 
765 757 –8 –1.0 

40 43 3 7.5 

20,133  19,869 –264 –1.3 

NOTE: Components may not sum to totals and may not 
yield percentages shown because of rounding. See text 
note 2 for definition of average number of personnel. 
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ues the trend of workforce reductions that 
began in the late 1990s. The 2006 bud
geted staff reduction reflects the effect 
of infrastructure changes and volume 
declines in both check and currency pro
cessing, as well as the full-year effect of 
consolidation of Treasury retail securities 
operations. Lower staffing levels are also 
the result of efforts to increase efficiency 
in internal support areas such as informa
tion technology and human resources. 

-

-

-

2005 Budget Performance 
Total 2005 expenses are estimated to be 
$2,652.2 million, a decrease of $10.9 
million, or 0.4 percent, from the approved 
2005 budget of $2,663.1 million. The 
Banks, FRIT, and OEB estimated 2005 
ANP at 20,133, an increase of 166 from 
budgeted 2005 levels. The expense 
underrun was mainly due to lower costs 
for the Treasury Web Applications Infra
structure (TWAI) and FRIT.

-

-

3 A $12.0 
million decrease in TWAI costs reflects 
lower vendor costs after contract terms 
were negotiated in 2005. A $3.0 million 
reduction in FRIT costs was largely 
attributable to lower hardware and soft

ware expenses resulting from efficiency 
initiatives such as server management and 
lower fees resulting from renegotiated 
vendor contracts. 

3. TWAI provides a multi-tiered web environ
ment that balances the business need for a secure 
access system with the need to provide public 
access to Treasury applications. 

-

Also contributing to the underrun were 
a $2.6 million cost reduction in cash 
operations resulting from volume 
declines at several Banks and a $2.0 mil
lion reduction in costs for performing 
Treasury services resulting from a later-
than-expected implementation of the new 
Go Direct campaign, an effort to convert 
recipients of Social Security and Supple
mental Security Income checks to direct 
deposit. 

-

-

These reductions were partially offset 
by higher-than-budgeted costs in several 
areas, including check operations ($7.3 
million), information technology ($5.0 
million), and security ($3.7 million) and 
by an infrastructure initiative in the cash 
area ($1.4 million). The increase in check 
costs were due to a lower-than-projected 
decline in volume, delays in the schedule 
to consolidate three offices’ check opera
tions, and higher Check 21 expenses. 
Information technology costs increased 
because of initiatives in the Treasury 
and System open market areas. Other 
increases include higher costs in the 
security function and one-time costs 
related to infrastructure changes in cash 
operations. These changes, which were 
announced after the final 2005 budget was 

-

Table 3.2 

Employment at the Federal Reserve Banks, FRIT, and OEB, 2005 and 2006 
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approved, involve transitioning cash ser
vices at several branches to cash depots. 

-

Factors Affecting the 2006 Budget 
For 2006, the Reserve Banks have bud
geted to expand economic research and 
community outreach efforts, to enhance 
expertise in the supervision and regula
tion function, and to continue to provide 
services as requested by the Treasury. 
The 2006 budget also supports Reserve 
Banks’ efforts to increase efficiency and 
reduce costs and includes funding of sev
eral initiatives to improve long-term 
operational efficiencies in both cash and 
check operations. 

-

-

-

Central Bank Services 
Total costs for monetary policy and eco
nomic research are budgeted to increase 
by $25.3 million, or 8.5 percent, in the 
2006 budget. Staffing levels are budgeted 
to increase by 51 ANP, in part because of 
the full-year effect of several Banks’ 
efforts initiated in 2005. In large part, 
the increase reflects Banks’ efforts to 
strengthen support to monetary policy 
formulation and increase emphasis on 
regional economic analysis and payments 
research. 

-

Supervision and regulation costs are 
budgeted to increase by $31.0 million, or 
6.0 percent, from the 2005 estimate. Staff
ing levels have declined slightly in recent 
years—primarily as a result of the loss of 
staff in a highly competitive job market— 
but are budgeted to increase by 101 ANP 
in the 2006 budget. Increases in the 2006 
budget are related to efforts to bring staff 
up to optimal levels, recruit and retain 
staff with specialized skills, enhance the 
supervisory processes associated with 
compliance risk and risk-management 
practices, and develop revised capital 
adequacy guidance. 

-

Reserve Banks are looking to enhance 
their presence and strengthen outreach 

efforts, particularly in regions where 
there is only a limited Federal Reserve 
presence. 

Therefore, costs for public programs, 
including outreach efforts aimed at 
depository institutions, are budgeted to 
increase by $6.6 million, or 4.6 percent, 
from the 2005 estimate, and staffing lev
els are budgeted to increase by 16 ANP. 

-

The budget for cash operations was 
increased by $16.7 million, or 4.1 per
cent, to fund initiatives to improve the 
long-term efficiency of cash operations, 
define future software requirements, and 
upgrade high-speed currency-processing 
machines. These increases are offset 
slightly by staffing reductions due to 
declining volume at several Reserve 
Banks and infrastructure changes. As part 
of the effort to improve efficiency, three 
Reserve Bank offices will shift their 
currency-processing operations to other 
Reserve Banks and set up cash depots. In 
setting up a cash depot, the Federal 
Reserve contracts with a third party, usu
ally an armored carrier, to accept currency 
deposits from, and distribute currency 
orders to, depository institutions. The 
Reserve Bank in the city nearest the 
depot processes the deposits, prepares the 
orders for the depots, and pays for trans
portation between the Reserve Bank and 
the depot operator. 

-

-

-

Treasury-Related Functions 
Costs for Treasury services, which are 
fully reimbursed by the Treasury, are bud
geted to increase by $30.4 million, or 
8.0 percent, in the 2006 budget. The 
increase reflects investments in electronic 
payment technology, partially offset by 
efforts to improve the efficiency of other, 
more labor-intensive operations through 
consolidations. For several years, the Fed
eral Reserve, at the request of the Trea
sury, has focused on improving its auto
mation of electronic payments projects, 
including the development of the Trea-

-

-
-
-

2006



22 Annual Report: Budget Review, 2006 

sury Web Application Infrastructure 
(TWAI). Total costs for TWAI are bud
geted to increase by $4.7 million, or 7.4 
percent, to support TWAI enhancements 
and projected growth in use of TWAI. 

-

Costs for the Treasury’s Payment 
Application Modernization (PAM) 
project are budgeted to increase by $5.8 
million in the 2006 budget, mainly for 
additional technical staff. PAM will 
replace approximately 30 Financial Man
agement Service (FMS) applications used 
to disburse one billion federal payments 
annually. Costs for the Treasury Check 
Information System (TCIS) will increase 
$3.0 million. TCIS will replace the FMS’s 
aging check payment and reconcilement 
system. The new system will provide an 
up-to-date, web-based means of manag
ing 250 million Treasury check payments 
annually. 

-

-

Costs related to electronic-government 
projects—Pay.gov, paper check conver
sion, and electronic check processing— 
are budgeted to increase by $2.3 million, 
primarily due to additional software 
amortization, transaction fees for user 
verification services, and staff additions 
of seven ANP. In addition, costs related 
to the stored-value card program will 
increase $2.2 million as a result of soft
ware and equipment depreciation and 
continued expansion of the program. 

-

-

The consolidation of Treasury retail 
securities (TRS) operations, completed in 
October 2005, continues to produce sav
ings in Treasury operations. The effort, 
which began in 2004, reduced the num
ber of offices with savings bond and 
TreasuryDirect operations to two. Since 
2003, costs for TRS have decreased $32.6 
million, or 30 percent, and staffing lev
els have decreased 134 ANP. 

-

-

-

Check Services 
Total check service expenses are bud
geted to increase by $5.7 million, or
 0.9 percent, from the 2005 estimate. The 

increase reflects one-time costs to prepare 
for further consolidations of check opera
tions, as well as other initiatives under
way to improve the efficiency of check 
operations, including investments in 
Check 21 technology to accommodate 
increased volumes. These increases are 
offset partially by lower costs as a result 
of infrastructure changes in 2005 and 
early 2006. Check-processing staffing 
levels are budgeted to decrease by 338 
ANP, a decrease slightly offset by an 
additional 24 in national administrative 
functions. 

-

-
-

Since 2001, total check costs have 
declined $135.8 million and staffing lev
els have declined by 1,732 ANP. During 
this period, the Federal Reserve under
took two major efforts to improve the 
efficiency of check operations: (1) mod
ernizing check operations by installing 
uniform software and hardware for check 
processing, imaging, and adjustments and 
(2) reducing the number of check process
ing sites to better align the Federal 
Reserve check-processing infrastructure 
with the evolving market. As of year-
end 2005, a total of nineteen check-
processing sites were consolidated, with 
an additional five sites planned to be con
solidated by early 2007, reducing the 
number of sites from forty-five in 2003 
to twenty-one. 

-

-

-

-

-

Support Services 
After several years of dramatic decreases, 
costs for Reserve Bank support functions 
are budgeted to increase slightly 
($9.3 million, or 1.2 percent) in 2006. The 
increase is due mainly to a $10.5 million 
increase in depreciation costs associated 
with completed security and building 
projects. These increases are offset par
tially by lower costs in other support 
areas. Since 2001, support costs have 
declined $90.8 million, or 10.1 percent, 
reflecting efforts to improve efficiencies 
in several support areas, including infor-

-
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mation technology, financial manage
ment, human resources, and business 
development. As has been the case in the 
last few years, staffing levels in the sup
port functions will continue to decline; a 
104 ANP decrease is projected in 2006. 

-

-

In 2006, local information technol
ogy costs are budgeted to decrease by 
$5.2 million and 69 ANP as Banks con
tinue to align services with their chang
ing needs. Since 2001, local information 
technology costs have declined $62.2 
million and staffing levels have declined 
728 ANP, largely because of efficiencies 
gained by centralizing several functions 
and lower overall Bank staffing levels, 
which reduced demand for desktop 
services. 

-

-
-

After several years of significant reduc
tions, local human resource administra
tive costs are expected to decline slightly 
in 2006 ($1.3 million). Since 2001, costs 
in the human resource function have 
declined $14.2 million and staffing lev
els have declined by 246 ANP as the 
Banks move to more centralized func
tions. The reductions are a result of effi
ciencies gained through consolidations of 
PeopleSoft, payroll, and System medical 
plans, as well as outsourcing the respon
sibility for thrift and retirement plan 
administration to OEB. 

-
-

-

-
-

-

2006 Personnel Expenses 
Budgeted officer and employee salaries 
and other personnel expenses total 
$1,810.9 million, which is 3.2 percent 
above the 2005 estimate. This total 
includes an increase of $58.3 million to 
fund salary administration programs for 
officers and employees.4  Reserve Bank 
merit pools are budgeted to increase by 

3.7 percent for officers and 3.5 percent 
for employees, about the same as in 2005. 

4.  Salary administration represents the bud
geted funds that are available to increase compen
sation to officers and employees in the upcoming 
year.  It does not include adjustments for changes 
in staffing levels, turnover and lag in hiring, and 
overtime. 

-
-

Variable-pay programs, which are bud
geted to increase by $3.9 million, or 
0.3 percent, account for 3.8 percent of 
2006 salary expense. Of the increase, 
approximately 75 percent is related to 
incentive pay. The Reserve Banks’ sal
ary administration programs continue to 
emphasize pay-for-performance in 2006. 

-

-

The ANP at Reserve Banks, FRIT, and 
OEB is projected to decrease by 2,447 
by 2006, primarily because of planned 
staff reductions associated with financial 
services restructuring. Turnover in 
2006 is expected to be higher than in 
2005, in large part as a result of contin
ued consolidation in check and cash 
services. 

-

Retirement and other benefit expenses, 
which account for 14.8 percent of 2006 
Reserve Bank budgets, are anticipated to 
increase by approximately $18.0 million, 
or 4.6 percent. The primary driver of the 
increase is higher health care costs. Over 
the past several years, Reserve Banks 
have undertaken a number of initiatives 
to control the increase in health care costs, 
including increasing insurance deduct
ibles and co-pays, replacing several 
local plans with national plans, consoli
dating prescription drug programs, and 
renegotiating administrative services con
tracts. In 2006, the Banks will continue 
to identify opportunities for controlling 
health care costs, such as implementing 
new wellness and disease-management 
programs that provide employees with 
information about healthy lifestyles and 
early detection of disease. 

-

-

-

Risks in the 2006 Budget 
Risks to the 2006 budgets consistently 
cited by the Reserve Banks include the 
effect of material changes to check-
restructuring schedules or plans, signifi
cant variances in check volume from bud
geted assumptions, changes in the scope 

-
-
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or direction of the various Treasury 
projects, and possible additional cash 
infrastructure changes. 

The check service continues to be an 
area in which Banks have identified a 
considerable amount of risk, primarily 
because of the number, scale, and 
dynamic nature of initiatives in the area. 
A total of four check-processing consoli
dations are planned for 2006. Check 
administrative functions are now handled 
from central locations, and the Reserve 
Banks have announced plans to further 
consolidate check-adjustment operations 
from twelve to five sites. Delays in the 
check-restructuring schedule could result 
in higher-than-budgeted personnel and fa
cility costs. In addition, the budget would 
be affected by any unbudgeted write-offs 
as a result of restructuring. The Reserve 
Banks’ Retail Payments Office also cites 
a risk associated with increases in fuel 
costs. 

-

-

Projected check volume reflects antici
pated run-off at processing sites that have 
been consolidated at other locations and 
the increasing shift from paper-based to 
electronic payments. The combination of 
these two factors has resulted in a 2006 
projected volume decrease of about 
14 percent. If the decease in volume is 
not as great as planned, as several Banks 
experienced in 2005, the Banks would 
incur costs for higher-than-planned staff 
levels (which would be offset by the rev
enue associated with the increased 
volume). 

-

-

As in the past, unforeseen requests 
from the Treasury or changes in scope and 
direction of projects would add costs and 
could require additional resources; how
ever, the Reserve Banks are fully reim
bursed for those costs by the Treasury. In 
the cash function, the infrastructure 
changes could increase costs at several 
Reserve Banks. If additional cash depot 
arrangements are approved, the affected 
offices could see an increase in person
nel severance costs in 2006. 

-
-

-

2006 Capital Plan 
The 2006 capital budget submitted by the 
Reserve Banks, FRIT, and OEB totals 
$474.2 million. As in previous years, the 
2006 capital budget includes funding for 
projects that support the strategic direc
tion outlined by the individual Reserve 
Bank and System plans. These strategies 
focus on improving operational efficien
cies and services to Bank customers and 
providing a safe and quality work envi
ronment. In support of these strategies, 
the 2006 budget identifies seven major 
categories of capital outlays: building 
projects and facility improvements, secu
rity enhancements, automation and com
munication initiatives, payment system 
improvements, cash services initiatives, 
Treasury initiatives, and miscellaneous 
acquisitions. 

-

-

-

-
-

The proposed capital budget includes 
$252.0 million for building-related 
projects and facility improvements and 
$64.2 million for security enhancements. 
Nearly $104.0 million of the capital bud
geted for Reserve Bank facilities is for 
new building projects in Kansas City and 
Seattle. 

-

The Reserve Banks and FRIT have 
included $73.0 million in funding for 
major automation and communication ini
tiatives. These initiatives do not include 
the automation components of building 
or payment systems initiatives discussed 
separately. Of the total automation-related 
outlays, FRIT projects and acquisitions 
account for almost half, or $35.3 million. 

-

Another $80.5 million in capital out
lays is budgeted for payment systems, 
cash, and Treasury initiatives. Of this to
tal, $50.2 million has been requested to 
fund Treasury initiatives, including $16.1 
million for the TWAI project and $12.9 
million for the electronic-government 
projects. �

-

-
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Chapter 3 

Federal Reserve Banks 

The 2007 operating budgets of the twelve 
Reserve Banks total $2,953.3 million.1 

1. These expenses include those budgeted by 
Federal Reserve Information Technology (FRIT) 
and the Office of Employee Benefits (OEB) that are 
chargeable to the Reserve Banks. 

The 2007 total is $153.2 million, or 
5.5 percent, above estimated 2006 ex
penses. This increase is largely the result 
of increases in the Treasury, information 
security, protection, and check areas. 
These increases are offset slightly by 
reductions in the cash function. 

Nearly half of Reserve Bank expenses 
in the 2007 budget are offset by revenues 
from priced services (33 percent) and 
reimbursable claims for services pro
vided to the Treasury and other agencies 
(16 percent).2

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

 

 
 

  Budgeted 2007 revenue is 

lower than the 2006 estimated level, pri
marily as a result of declining check vol
ume. Reimbursable claims will increase 
8.6 percent in 2007, refl ecting additional 
efforts by the Reserve Banks on behalf of 
the Treasury.  (See table 3.1.) 

Table 3.1 

Expenses of the Federal Reserve Banks, Net of Receipts and Claims for Reimbursement, 
2006 and 2007 
Millions of dollars except as noted 

Item 2006 
(estimated) 

2007 
(budgeted) 

Change 

Amount Percent 

Operations ............................................................................. 

Less 
Revenue from priced services ........................................... 

 Other income. .................................................................... 
Claims for reimbursement1 ............................................... 

Equals
 Net expenses . ...................................................................

2,800.1 

1,027.7 
1.2 

430.1 

1,341.1 

2,953.3 

981.3 
1.5 

466.7 

1,503.8 

153.2 5.5 

–46.4 –4.5
0.3 28.3 

36.6 8.6 

162.6 12.1 

Note: Excludes capital outlays. Includes expenses
budgeted by FRIT and OEB. Expenses from these entities 
have been charged to the Reserve Banks, as appropriate, 
and included in their budgets. Components may not sum 
to totals and may not yield percentages shown because 
of rounding. 

 Operating expenses reflect all redistributions for support 
and allocations for overhead. 

1. Costs of fiscal agency and depository services 
provided to the U.S. Treasury, other government agen
cies, and other fiscal principals that are billed to these 
agencies. 

Total 2007 projected average number of 
personnel (ANP) for the Reserve Banks, 
FRIT, and OEB is 19,828, a decrease of 
57 ANP, or 0.3 percent, from 2006 esti
mated staff levels (table 3.2).3

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

 The 2007 
staffing decrease continues the trend of 
workforce reductions that began in the late 
1990s. The 2007 budgeted staff reduction 
reflects the effect of infrastructure changes 
and volume declines in check operations 

2007



16 Annual Report: Budget Review, 2007 

and efficiency gains in currency process
ing, offset slightly by increases in other 
areas such as information technology, 
Treasury, and protection. 

Table 3.2 

Employment at the Federal Reserve Banks, FRIT, and OEB, 2006 and 2007 
Average number of personnel except as noted 

Item 2006 
(estimated) 

2007 
(budgeted) 

Change 

Amount Percent 

Reserve Banks ....................................................................... 
Federal Reserve Information Technology ............................. 
Office of Employee Benefi ts ................................................. 

Total ..................................................................................... 

19,063 18,990 –73 –0.4 
780 793 13 1.7 
42 45 3 7.1 

19,885 19,828 –57 –0.3 

Note: Components may not sum to totals and may not 
yield percentages shown because of rounding. See text note 
3 for defi nition of average number of personnel. 

2006 Budget Performance    

Total 2006 expenses are estimated to 
be $2,800.1 million, which represents 
an increase of $13.8 million, or 0.5 per
cent, from the approved 2006 budget of 
$2,786.3 million. Total 2006 estimated 
staffing of 19,885 ANP represents an 
increase of 17 ANP from 2006 budgeted 
levels. The expense increase from budget 
is primarily due to higher costs ($8.5 
million) to support the New Treasury 
Auction Automated Processing System 
(NTAAPS). 

Also contributing to the overrun are 
higher expenses in check operations 
for staffing, supplies, and equipment 
related to higher-than-budgeted Check 
21 volumes, higher fuel costs for check 
transportation, and additional staff for 
consolidation of check-adjustments and 
check-processing operations ($8.3 million 
and 203 ANP). Additional costs in several 
support areas, including increased utili
ties and property depreciation expense, 
and higher overtime in the protection 
area, increase expenses by $5.6 million. 
Other increases to the budget for the 
current year include additional costs for 

overtime and travel in the supervision and 
regulation function ($5.4 million) and 
higher equipment costs in cash operations 
($2.5 million). 

Partially offsetting these increases are 
lower costs in several Treasury initia
tives. Expenses for the Treasury Web 
Application Infrastructure (TWAI) are 
$6.7 million below budget because of 
delayed or suspended application devel
opment efforts. In several other Treasury 
applications, expenses are $2.5 million 
lower and staffing is 35 ANP lower 
because of changes in project scope and 
development efforts—changes made at 
the request of the Treasury. In addition, 
unfilled positions in public programs 
reduce the estimate $1.3 million and 
25 ANP. In support areas, staffing levels 
are decreasing 58 ANP because of turn
over and hiring delays, primarily in facili
ties and protection. In cash operations, 
staffing levels are decreasing 40 ANP, 
reflecting increased efficiencies, volume 
declines, and hiring delays. 

 

  

Factors Affecting the 2007 Budget 

For 2007, the Reserve Banks’ budgets 
reflect funding for several initiatives that 
will enhance information security, expand 
economic outreach, and improve Treasury 
applications. The 2007 budget also sup
ports Reserve Banks’ efforts to increase 
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efficiency and reduce costs and includes 
funding of several initiatives to improve 
long-term operational efficiencies in both 
cash and check operations. 

 

Central Bank Services 

In the central bank area—which includes 
monetary policy, public programs, super
vision and regulation, and cash opera
tions—expenses are increasing $94.1 
million, or 5.9 percent, in 2007. Total 
costs for monetary policy and economic 
research are increasing $21.0 million, or 
6.5 percent. Staffing levels are increasing 
10 ANP, in part because of the full-year 
effect of several Banks’ efforts initiated 
in 2006. Expenses in public programs are 
increasing $15.8 million, or 10.7 percent, 
and staffing levels are increasing 32 ANP. 
During 2007, Reserve Banks will focus 
resources on regional outreach expansion, 
economic education, and financial literacy 
efforts. In recent years, Reserve Banks 
have devoted more resources to these 
efforts, particularly in regions where there 
is a limited Reserve Bank presence. 

 

Expenses in the supervision and regula
tion area are increasing $45.4 million, or 
8.2 percent, in the 2007 budget as a result 
of the full-year effect of 2006 hires and 
higher compensation for current staff. 
Staffing levels are increasing 18 ANP. 

Expenses in cash operations are 
increasing $0.9 million, or 0.2 percent. 
The relatively flat cost in this area reflects 
several factors—including lower costs 
for cash-processing equipment main
tenance, projected recoveries from the 
recirculation policy, and productivity 
improvements—that together account for 
$5.0 million.4 

4. Under the new recirculation policy, the 
Reserve Banks will charge depository institutions 
a fee to deposit large amounts of fit $10 and $20 
notes and order the same denomination within the 
same week. 

The recognition in 2006 
of $2.2 million in one-time costs to 

restructure currency operations across 
Reserve Banks also reduces the 2007 
budget. These reductions to the cash 
budget largely offset the area’s compen
sation program ($7.7 million) and other 
initiatives, including expenses and staff to 
prepare for a new cash automation plat
form ($1.0 million and 8 ANP) and several 
long-term initiatives under way in the cash 
area ($1.2 million and 5 ANP). 

Treasury-Related Functions 

Total costs to provide services to the 
Treasury are increasing $33.7 million, or 
8.2 percent. Staffing levels are increasing 
19 ANP. The increase is driven by growth 
in two software applications maintained 
for the Treasury. Costs for developing 
and implementing NTAAPS are increas
ing $10.1 million and 4 ANP. The TWAI 
project, which provides a dedicated 
web environment that supports several 
Treasury applications and millions of 
registered users, continues to grow as new 
applications are added. The 2007 budget 
includes an increase of $10.1 million for 
additional applications to be added to the 
TWAI environment. 

Growth in other Treasury applications 
accounts for increases of $3.0 million and 
14 ANP. These applications include the 
Government-wide Accounting (GWA) 
program and International Treasury 
Services (ITS), ongoing development 
of the Treasury’s General Account 
Deposit Reporting Network (TGANet) 
application, and software to process 
government electronic payments (eGov
ernment). These increases are partially 
offset by the transfer of the Transaction 
Reporting System to a private company 
($4.9 million). 

Check Services 

Total expenses for check services are 
increasing $11.0 million, or 1.7 percent, 
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reflecting higher costs for Check 21– 
related supplies and equipment, as well 
as additional resources necessary to 
facilitate further consolidation into five 
regional check-adjustments sites. The 
2007 budget also includes additional 
funding for several check initiatives, 
including further restructuring of check 
operations. 

These reductions are offset slightly 
by the full-year effect of check-process-
ing infrastructure changes in 2006 and 
additional changes planned for 2007, 
declining paper-check volume, and fewer 
check-adjustments staff in nonregional 
sites. These reductions result in a decrease 
of 347 ANP. 

Support Services 

Support costs are increasing $46.7 
million, or 5.8 percent. The increase 
is primarily due to additional costs for 
information security and protection. 
Expenses for information technology 
are increasing $15.8 million, primarily 
for security and infrastructure-related 
initiatives to upgrade and enhance secu
ity throughout the System. Protection 
costs are increasing $8.7 million and 18 
ANP, reflecting personnel costs related to 
filling open positions and higher depre-
iation expense for physical security 
projects. 

-

2007 Personnel Expenses 

Budgeted officer and employee sala
ries and other personnel expenses total 
$1.5 billion, which is 4.7 percent higher 
than the 2006 estimate. This includes an 
increase of $78.3 million, or 5.3 percent, 

to fund salary administration programs for 
officers and employees.

-

5

5.  Salary administration represents the budgeted 
funds that are available to increase compensation 
to officers and employees in the upcoming year.  It 
does not include adjustments for changes in staffing 
levels and composition, turnover and lag in hiring, 
overtime, severance, and outside agency expense. 

 These expenses 
are offset primarily by reductions of 
$17.5 million in severance payments 
and outside agency expenses. Reserve 
Bank average merit pools are budgeted 
at 4.0 percent for officers and employees, 
slightly higher than in 2006. 

Variable pay programs are increasing 
$10.0 million in 2007. In total, incentive 
payments make up slightly more than 60 
percent of the total variable pay program. 
Banks plan to use these additional funds 
to address market pressures and retain 
highly skilled staff in specific areas of 
the Bank. 

 

Of the projected 2,165 ANP leaving 
the Reserve Banks, FRIT, and OEB 
in 2007, an estimated 17 percent will 
not be replaced, primarily because of 
planned staff reductions associated with 
check infrastructure changes and antici
pated lower check volumes. Turnover 
in 2007 is expected to be lower than 
the turnover of 2,356 ANP in 2006, in 
large part because of efforts to retain 
staff in critical areas and lower staffing 
reductions associated with reengineering 
efforts. 

Retirement and other benefit expenses 
are anticipated to increase by approxi
mately $61.8 million, or 14.7 percent,
in 2007. This increase is primarily 
attributable to a $40.3 million one-time 
adjustment in post-retirement medical 
benefits. 

 
-

Risks in the 2007 Budget 

The projected declines in paper-check 
items processed, the rapid increase in
Check 21 volumes, changes in the planned 
restructuring of check operations, and 
variances in assumptions concerning 
check transportation pose risks to the 
budget in 2007. In addition, several Banks 
cited the implementation of the cash 
recirculation policy, and its effects on 
volumes and recoveries, as a budget risk. 
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Changes in the scope or direction of the 
various Treasury projects and continued 
unbudgeted Treasury requests also pose a 
risk for the Banks in 2007. Finally, Banks 
cite possible shortfalls in the budgeted 
recoveries associated with tenant rental 
income as a risk. 

The check service continues to be 
an area where Banks have identified a 
considerable amount of risk. Volumes 
are projected to decline 9.6 percent in 
2007, reflecting the continued decline of 
legacy paper items and the rapid growth of 
Check 21 items. If the budgeted decrease 
in legacy paper volumes fails to materi
alize, the Banks would incur costs for 
higher-than-planned staffing levels. The 
continued rapid growth of Check 21 items 
could present operational challenges and, 
if the adoption of Fed Receipt—a service 
in which the paying bank agrees to the 
electronic receipt of Check 21 items—is 
slower than anticipated, the Banks would 
require additional staffing, equipment, 
and supplies beyond those budgeted. 

 

 

 

Phase IV of the check consolidations 
has been announced, but final dates for 
the four consolidations have not yet been 
finalized. Although the Retail Payments 
Office budgeted for restructuring and 
other check initiatives in the 2007 budget, 
additional funding may be required if con
solidation and transportation assumptions 
vary significantly from plan. 

The implementation of the new cur
rency recirculation policy and the Future 
Cash Automation software development 
effort pose significant risks for the 2007 
budget. The fee component of the new 
currency recirculation policy is scheduled 
for implementation in mid-2007. Bud
geted assumptions may vary depending on 
how aggressively cash customers adjust 
their currency usage and practices to avoid 
these fees. Costs associated with imple
mentation of the Presidential Dollar Coin 
Act have also been identified as a risk. 

As in the past, unforeseen requests 
from the Treasury or changes in scope 
and direction would add costs and could 

require additional resources in 2007. 
In addition, the Treasury’s plans for 
reengineering its collection and cash 
management processes and systems are 
not yet fully defined. The effect of this 
initiative has not been factored into Bank 
budgets. 

In addition, many Banks are facing 
the retirement of a significant number 
of officers within the next several years. 
Several Banks have identified succession 
planning and retention as a high-priority 
objective and have programs under way 
to address this issue. 

 

 

2007 Capital Plan 

The 2007 capital budget submitted by the 
Reserve Banks, FRIT, and OEB totals 
$591.6 million—a $139.9 million, or 
31 percent, increase from the 2006 
estimated levels. The increase from the 
2006 estimate is primarily from projected 
outlays in 2007 for Kansas City’s new 
headquarters building. 

As in previous years, the 2007 capital 
budget includes funding for projects that 
support the strategic direction outlined in 
the individual Reserve Bank and System 
plans. These strategies focus on investing 
to improve operational efficiencies and 
services to Bank customers and provid
ing a safe and quality work environment. 
In support of these strategies, the 2007 
budget identifies six major categories 
of capital outlays: building projects and 
facility improvements, security enhance
ments, automation and communication 
initiatives, payment system improve
ments, cash services initiatives, and 
Treasury initiatives. 

 

The proposed capital budget includes 
$314.5 million for building-related proj
ects and facility improvements. The total 
includes $140.3 million in outlays for the 
Kansas City new-building project and 
$23.1 million for the Seattle new-build
ing project. In addition, the St. Louis 
capital budget includes $38.8 million for 
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expansion and enhancement of its head 
office, and New York’s budget includes 
$35.3 million for projects in the Bank’s 
main building and at the East Rutherford 
Operations Center. 

Another $126.4 million is included for 
initiatives related to payment systems, 
cash, and Treasury initiatives. Payment 
system initiatives account for $61.6 mil
lion and consist mainly of capital needed 
to support the rapid growth in Check 21 
volume. The budget includes $39.7 mil
lion for Treasury initiatives—primarily 
TWAI, NTAAPS, and e-Government ini
tiatives. In addition, the budget includes 
outlays of $25.2 million for various cash 
initiatives. 
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The Reserve Banks, FRIT, and OEB 
included $76.1 million in funding for 
major automation and communication 
initiatives. These initiatives do not include 
the automation components of building or 
payment systems initiatives discussed pre
viously. Of the total automation-related 
outlays, FRIT projects and acquisitions 
account for $28.2 million. The New York 
budget includes $18.9 million for routine 
replacement of server equipment, PBX 
telephone equipment, and other network 
equipment. The budget also includes 
$69.4 million for security enhance
ments in support of Reserve Banks’objec
tives to comply with System security 
standards. 
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Millions of dollars, except as noted 

Item 2007 
(actual) 

2008 
(budgeted) 

Change 

Amount Percent 

Total operating expenses1................................................. 

Less 
Revenue from priced services...................................... 
Other income................................................................ 
Claims for reimbursement2 .......................................... 

equaLs 
Net operating expenses .............................................. 

2,983.5 

1,012.3 
1.4 

458.2 

1,511.6 

3,067.0 

896.2 
1.6 

474.1 

1,695.1 

83.5 2.8 

–116.0 –11.5 
0.2 12.7 

15.8 3.5 

183.4 12.1 

Note: Excludes capital outlays. Includes expenses 
budgeted by FRIT and OEB, which are chargeable to the 
Reserve Banks. Components may not sum to totals and may 
not yield percentages shown because of rounding. 
1. Reflects all redistributions for support and alloca-

tions for overhead. 

2. Costs of fiscal agency and depository services 
provided to the U.S. Treasury, other government agen-
cies, and other fiscal principals that are billed to these 
agencies. 
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Chapter 3 

Federal Reserve Banks 

The 2008 operating budgets of the 
twelve Federal Reserve Banks total 
$3,067.0 million—$83.5 million, or 
2.8 percent, above 2007 expenses (table 
3.1; also see appendix E).1 

1.  Total includes expenses budgeted by Federal 
Reserve Information Technology (FRIT) and the 
Office of Employee Benefits (OEB), which are 
chargeable to the Reserve Banks. 

The increase 
is being driven by growth in several 
central bank functional areas, specifi
cally, monetary policy, public programs, 
supervision and regulation, and cash 
operations. Largely offsetting the increase 
are lower costs in the priced-services area 
associated with the ongoing decline in the 
volume of paper checks processed. 

-

-

Table 3.1 

Operating Expenses of the Federal Reserve Banks, Net of Receipts and Claims for 
Reimbursement, 2007 and 2008 

Nearly half of the Banks’ budgeted 
2008 operating expenses are expected to 
be offset by revenue from priced services 
(29 percent) and reimbursements for ser

vices provided to the Treasury and other 
agencies (15 percent).2 

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

After taking this 
and other anticipated income into account, 
net expenses are expected to increase 
$183.4 million, or 12.1 percent, over 
2007 expenses. Priced-services revenue 
is expected to be lower in 2008 than in 
2007, mainly because of declining paper 
check volume; and reimbursable claims 
are expected to increase only slightly, 
reflecting an overall effort by the Treasury 
and the Reserve Banks to contain costs. 

Employment at the Reserve Banks, 
FRIT, and OEB in 2008 is budgeted at 
19,255 ANP, a decrease of 280 ANP, or 
1.4 percent, from the actual 2007 level 

2008



 

    
       
       

    
     

    

     

  
    

      
    

     

  

   
     

  

     

    

   
   

 
 

     
   

     
     

     

      

  

       

Entity 2007 
(actual) 

2008 
(budgeted) 

Change 

Amount Percent 

Reserve Banks................................................................... 
Federal Reserve Information Technology......................... 
Office of Employee Benefits ............................................. 

Total ................................................................................. 

18,673 
821 
41 

19,535 

18,366 
844 
45 

19,255 

–307 –1.6 
23 2.8 
4 9.0 

–280 –1.4 

Note: Components may not sum to totals and may not 
yield percentages shown because of rounding. See text 

footnote 3 for definition of average number of personnel. 
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(table 3.2).3 

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

The decrease continues a 
trend that began in the late 1990s and 
brings the workforce to the lowest level in 
the past thirty years. The 2008 reduction 
is due largely to the declining volume of 
paper checks and to efficiency gains in 
currency processing. 

Table 3.2 

Employment at the Federal Reserve Banks, FRIT, and OEB, 2007 and 2008 
Average number of personnel, except as noted 

2007 Budget Performance 
Actual Reserve Bank expenses in 2007 
totaled $2,983.5 million—$30.2 million, 
or  1.0  percent,  more  than  the  $2,953.3 
million budgeted. Staffing totaled 19,535 
ANP—293 ANP below  the  2007  budgeted 
level of 19,828 ANP. 

The expense overrun was due mainly 
to greater Systemwide costs in prepa-
ration for additional restructuring of 
check services whereby the number of 
check-processing sites will be reduced 
from twenty-two to four by 2011 (costs 
included $34.0 million for accrual of 
severance, equipment impairments, and 
other expenses). Higher-than-projected 
demand for electronic check services, 
with associated higher costs for staffing, 
printing supplies, and equipment, contrib-

uted $19.3 million to the overrun. And 
needed resources for national adjustments 
and check automation services added 
$8.7 million. Partly offsetting the greater 
costs were lower-than-anticipated expen-
ditures in various other check functions 
totaling approximately $13.0 million. 
The Reserve Banks fully recovered check 
costs through revenue in 2007. 

Expenses for monetary policy and pub-
lic programs were also over budget, by 
$3.4 million, or 1.4 percent. The variance 
was due to a higher-than-budgeted staff-
ing level and associated compensation. 

Partly offsetting the 2007 overrun were 
lower-than-budgeted expenses in several 
areas. Expenses for the supervision and 
regulation function were $8.0 million, 
or 1.3 percent, less than the amount bud
geted, largely because of staffing under
runs at several Banks. Expenses for local 
cash operations were $7.3 million below 
budget because of lower-than-planned 
volume, additional recoveries resulting 
from the new currency recirculation poli
cy, and processing efficiencies.

-
-

-
4 

4.  Under  the  recirculation  policy,  depository 
institutions are charged a fee if they deposit large 
amounts of fit $10 and $20 notes and order notes in 
the same denomination within the same week. 

Expenses 
for Treasury services were under budget 
$2.3 million, or 0.9 percent, largely as a 
result of the New Treasury Automated 
Auction Processing System (NTAAPS) 

2008
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and Treasury’s Collections and Cash 
Management Modernization (CCMM) 
initiative.5 

5.  CCMM  is  a  comprehensive,  multiyear 
initiative to streamline, modernize, and improve 
the  services,  systems,  and  processes  supporting 
the Treasury’s collections and cash-management 

programs. The goal is to improve efficiency and 
reduce costs to the Treasury, thereby providing a 
savings to taxpayers. 

Lastly, personnel and ongo-
ing operations costs in several support 
functions, including law enforcement and 
human resources, were $0.9 million, or 
0.9 percent, below budget. 

The underrun of 293 ANP was due 
to lower-than-budgeted staffing in sev-
eral areas. Staffing in the cash operations 
area was 60 ANP under budget, mainly 
because of a decline in volume attribut-
able to implementation of the fee com-
ponent of the recirculation policy and to 
productivity gains. The law enforcement 
and facilities functions were 45 ANP and 
20 ANP, respectively, under budget 
because of higher-than-planned turn-
over and a longer-than-expected time 
to fill vacant positions. Staffing in the 
check services area was 52 ANP under 
budget, reflecting a greater-than-planned 
decline in the volume of paper checks, 
partly offset by additional staff to support 
electronic check operations. Staffing for 
Treasury services was 31 ANP below 
budget, reflecting the CCMM initiative 
and a reduction in the volume of services 
provided. Staffing for the supervision and 
regulation function was under budget 
by 26 ANP, mainly because of turnover 
and longer-than-planned hiring delays, 
and the Customer Relations and Support 
office was 13 ANP under budget because 
of hiring lags and efficiency gains. The 
overall staffing underrun was partly off-
set by an increase of 30 ANP to support 
FRIT projects. 

Initiatives Affecting the 
2008 Budget 
The Reserve Banks’2008 budgets include 
funding for several initiatives that will 

enhance information security and resil-
iency and address staffing needs. The 
budgets also support efforts to modernize 
and increase efficiency in the cash opera-
tions and check services areas. 

Central Bank Services 
The central bank services area includes 
monetary policy, public programs, super-
vision and regulation, and cash opera-
tions. For 2008, expenses in this area are 
budgeted to increase $137.2 million, or 
8.2 percent, over 2007 expenses. The total 
cost for monetary policy and public pro-
grams is increasing $36.9 million, or 7.3 
percent, driven primarily by salary-related 
costs but also by expenses related to 
resiliency enhancements in central bank 
functions. The staffing level is increasing 
37 ANP, in part as a result of the full-year 
effect of staff additions in 2007 and the 
need for additional personnel to support 
resiliency efforts. 

Expenses for the supervision and 
regulation function are increasing 
$47.2 million, or 8.0 percent, mainly 
as a result of higher compensation for 
current staff to address retention issues. 
The staffing level is increasing by 23 ANP 
because of the lengthened time frame for 
filling budgeted positions and a shift 
in resource allocation across Districts 
as a result of evolving supervisory 
responsibilities. 

Expenses in cash operations are 
increasing $30.2 million, or 7.2 percent, 
reflecting expenses related to CACHE 
(Currency and Coin Handling Environ-
ment) (formerly FCAP, or Future Cash 
Automation Project) and to facilities and 
law enforcement support. The support 
increases are being partly offset by a 
decline in direct costs of $0.4 million, or 
0.3 percent. 

2008
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Treasury Services 
The cost of providing services to the 
Treasury, which is fully reimbursed, 
is budgeted to increase $15.0 mil-
lion, or 3.4 percent. Staffing is bud-
geted to decrease by 12 ANP. The 
expense increase is being driven by 
$7.6 million in accelerated software 
amortization and personnel costs resulting 
from the CCMM initiative. 

Check Services 
Expenses for providing check services 
are budgeted to decrease $82.3 million, 
or 11.5 percent, in 2008, reflecting the 
non-recurrence of the costs of restructur-
ing check operations that were accrued 
in 2007 and the continuing decline in the 
volume of paper checks processed. The 
decrease is being partly offset by higher 
costs related to electronic check opera-
tions, including costs associated with 
the development of the new electronic 
check software. Staffing for check ser-
vices is budgeted at 553 ANP below the 
2007 level, mainly because of the clo-
sure of check sites and the projected 
continued decline in the volume of paper 
checks. 

Support Services 
The cost of providing support services 
is budgeted to increase $52.8 million, 
or 6.2 percent. The increase is being 
driven mainly by additional costs for 
building projects ($16.6 million) and 
expenses (mainly salary-related) for 
information technology ($18.5 million) 
and law enforcement ($7.3 million). 
The staffing level is increasing 85 ANP 
to support application development and 
contingency efforts and to bring staffing 
back to normal levels in facilities and 
law enforcement after 2007 turnover and 
hiring delays. 

Five-Year Trend in 
Reserve Bank Expenses 
Total operating expenses for the Reserve 
Banks grew an average of 3.3 percent 
annually over the five years 2003 through 
2007. Growth was greatest in the area of 
services to the U.S. Treasury. 

Central Bank Services 
Expenses for central bank services grew 
an average of 5.5 percent annually over 
the 2003–2007 period. The increase was 
mainly in the monetary policy and pub-
lic programs areas; in those areas, the 
annual increase averaged 7.5 percent as 
Banks added resources dedicated to com-
munity outreach, promotion of financial 
literacy, and regional economic research. 
Efficiency improvements in the cash 
operations area resulted in average annual 
growth of 2.9 percent. Expenses for the 
supervision and regulation function grew 
an average of 5.3 percent a year, reflect-
ing the addition of resources necessary 
to implement Basel II and to modify the 
Federal Reserve’s approach to supervising 
large financial institutions. 

Treasury Services 
Expenses for providing services to the 
U.S. Treasury grew on average 7.9 percent 
annually from 2003 through 2007. Recent 
efforts by the Treasury to limit expense 
growth and increase efficiency resulted in 
modest growth of the 2008 budget over 
2007 actual expenses. Growth in the ear
lier part of the five-year period was driven 
primarily by the TWAI (Treasury Web 
Applications Infrastructure) project and in 
later years by the NTAAPS project.

-

6 

6. TWAI is a web environment that supports 
Treasury applications and connects customers and 
other businesses through the web. 
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Priced Services
Priced-services expenses declined an 
average of 2.4 percent annually from 
2003 through 2007, mainly as a result of 
the decline in the volume of paper checks. 
Commensurate reductions in the size of 
check operations resulted in an average 
annual decline in the cost of providing 
check services of 4.4 percent. Over the 
five-year period, staffing declined by 
1,720 ANP as check operations were 
consolidated into fewer sites.

2008 Personnel Expenses 
Reserve Bank officer and employee sala
ries and other personnel expenses bud
geted for 2008 total $1,552.8 million, an 
increase of $49.2 million, or 3.3 percent, 
over actual 2007 expenses. The increase is 
the combined effect of the budgeted salary 
administration program, partially offset 
by lower severance expenses for 2008 
relative to those associated with check 
restructuring accrued in 2007. Funding 
for officer and employee salary admin
istration programs is increasing $81.0 
million, largely because of increases in 
the base salary programs; merit pools for 
officers and employees total $54.5 mil
lion, and promotions and market-based 
salary adjustments total $19.5 million.

-
-

-

-

-

-

-

-

-

-

7

7. Salary administration includes two cat
egories of expense: base salary programs (mer
it, promotion, and market-adjustment pools) 
and variable-pay programs (cash awards and  
incentives)

-
-

.

 
The merit budget reflects weighted-
average increases of 4.2 percent and 4.0 
percent in base salaries for officers and 
employees, respectively. The budget for 
variable-pay programs is increasing $7.1 
million, primarily attributed to Reserve 
Bank efforts to attract and retain officers 
and employees who have critical and 
highly marketable skills.

In addition to the increases for the sal
ary administration programs, the Banks 

have budgeted a $2.7 million increase 
for retention programs, especially for a 
program to retain key staff during the 
multiyear restructuring of check ser
vices. Partly offsetting these increases is a  
$31.5 million decrease in severance 
expense due to the payments accrued in 
2007 associated with restructuring ini
tiatives primarily in the check services 
area.

Turnover is projected to increase from 
11.5 percent in 2007 to 13.7 percent in 
2008, in large part because of the check 
restructuring initiative. Of the 2,593 ANP 
projected to leave the Reserve Banks, 
FRIT, and OEB in 2008, an estimated 
31.9 percent will not be replaced, mostly 
in the check services area.

Risks in the 2008 Budget
Check services continues to be an area 
for which the Reserve Banks have iden
tified considerable risk. If the budgeted  
44 percent decline in the volume of paper 
checks fails to materialize, the Banks 
would incur costs for higher-than-planned 
staffing levels; however, the increased 
costs would be offset by corresponding 
revenue. The continued rapid growth of 
electronic check items could present oper
ational challenges, and if the adoption of 
FedReceipt is slower than anticipated, the 
Banks would require additional staffing, 
equipment, and supplies beyond those 
budgeted.8

8. FedReceipt is a service in which the paying 
bank agrees to the electronic presentment of checks 
with accompanying images.

 Additional funding may be 
required if there are delays or higher-than-
expected costs related to the development 
of a new version of electronic check soft
ware. Plans for the next phase of check 
restructuring have been announced and 
include consolidation plans through first 
quarter 2011 as the System moves toward 
four full-service check-processing sites.

2008



 

 
     

     
     

    
     
     

   
    

     
 

   

   

    

    

    
 

    
     

     

     

     
      

     
   

    

     

   

     

     

    

  
     

    

    

     
 

20 Annual Report: Budget Review, 2008 

Difficulty projecting currency volume 
given  the  recent  implementation  of  the 
new  recirculation  policy,  the  CACHE 
software  development  effort,  and  the 
high-speed  sorting  equipment  upgrade 
pose  significant  risks  for  the  2008  budget. 
The volume accounted for in the budget 
may differ from actual volume,  and the 
cost assumptions may differ from actual 
costs,  depending  on  how  aggressively 
depository institutions adjust the fre-
quency  of  their  currency  deposits  to  avoid 
recirculation fees. In addition, significant 
changes to the CACHE requirements or 
timeline could adversely affect the bud-
get.  Also,  continuing  delays  in  the  project 
to upgrade high-speed sorting equipment 
may  adversely  affect  the  Banks’ ability  to 
meet productivity targets and to reduce 
the number of staff. 

2008 Capital Plan 
The 2008 capital budget for the Reserve 
Banks and FRIT totals $534.6 million— 
$73.0 million, or 15.8 percent, more 
than 2007 expenses. The budget funds 
initiatives to enhance resiliency in central 
bank functions and increase efficiency in 
the cash area. 

As in previous years, the 2008 capital 
budget includes funding for projects that 
support the strategic direction outlined 
by the individual Reserve Banks and 
the System. These strategies focus on 
investments that improve operational 
efficiencies, enhance services to Bank 
customers, and ensure a safe and high-
quality work environment. In support of 
these strategies, the 2008 budget identifies 
seven categories of capital outlays: build-
ing projects and facility improvements, 
payment systems improvements, cash 
services initiatives, Treasury initiatives, 
information technology initiatives, secu-

rity enhancements, and miscellaneous 
acquisitions. 

The capital budget includes $209.2 
million for building-related projects and 
facility improvements. Of this amount, 
$81.0 million is related to major proj-
ects begun in previous years in Boston, 
New York, Richmond, Chicago, St. 
Louis, and Kansas City. Also included is 
$20.4 million for facilities-related aspects 
of the resiliency enhancement project. The 
remaining outlays in this category will 
fund building renovation and refurbish-
ment projects as well as miscellaneous 
facility improvement projects. 

Expenses for payment systems improve-
ments, cash services initiatives, and Trea-
sury initiatives account for $138.3 million 
in the capital budget. Almost half that 
amount ($61.8 million) is budgeted to 
support CACHE software development 
and to upgrade cash-processing machines. 
Also included is $39.0 million for reim-
bursable Treasury initiatives in support of 
the TWAI, NTAAPS, and e-Government 
projects. 

Funding for information technology 
initiatives accounts for $106.3 million in 
the capital budget. (These initiatives do 
not include the automation components of 
initiatives in the building projects catego-
ry or the payment systems improvements 
category discussed in earlier paragraphs.) 
Of the information technology initiatives 
total, FRIT projects and acquisitions 
account for $35.5 million and the resil-
iency project accounts for $33.9 million. 
In addition, the capital budget includes 
funding for local server equipment 
($8.6 million) and software upgrades 
($11.0 million) at the Reserve Banks. 

Finally, the capital budget includes 
$76.3 million for security enhancements 
and $4.4 million for miscellaneous acqui-
sitions of equipment and software not 
fitting into one of the other categories. ■ 

2008
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The 2009 operating budgets of the 12
Reserve Banks total $3,086.2 million.1

The 2009 total is $65.4 million, or 2.2
percent, above 2008 actual expenses.
This growth is driven by increases in
central bank functions, specifically re-
lated to growth in monetary policy and
public programs, supervision and regu-
lation, and cash operations. These in-
creases are significantly offset by de-
creases in priced services due largely to
the decline in paper-check volume, as a
result of the electronification of check
services, and the associated reductions
in the check-processing infrastructure.

Budgeted net expenses for 2009, af-
ter revenue and reimbursements, are ex-
pected to increase by $246.1 million, or

14.6 percent, over 2008 actual net ex-
penses (table 3.1). Nearly 40 percent of
Reserve Bank expenses in the 2009
budget are offset by priced service rev-
enues (22 percent) and reimbursable
claims for services provided to the
Treasury and other agencies (15 per-
cent).2 Budgeted 2009 priced services
revenue is lower than the 2008 actual
level, primarily as a result of declining
paper-check volume. Reimbursable
claims are expected to increase only
slightly in 2009, reflecting an ongoing
effort by the Treasury and the Reserve
Banks to contain costs while maintain-
ing support for key programs and
advancing new initiatives.

1. These expenses include those budgeted by
Federal Reserve Information Technology (FRIT)
and the Office of Employee Benefits (OEB) that
are chargeable to the Reserve Banks.

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

Table 3.1
Operating Expenses of the Federal Reserve Banks, Net of Receipts and Claims for
Reimbursement, 2008 and 2009

Millions of dollars, except as noted

Item
2008

(actual)
2009

(budgeted)

Change

Amount Percent

Total operating expenses. . . . . . . . . . . . . . . . 3,020.8 3,086.2 65.4 2.2

LESS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Revenue from priced services. . . . . . . . . 873.8 692.4 −181.4 −20.8
Other income . . . . . . . . . . . . . . . . . . . . . . . . 1.3 1.3 0.0 0.0
Claims for reimbursement1 . . . . . . . . . . . 461.1 461.7 0.6 0.1

EQUALS . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .
Net expenses . . . . . . . . . . . . . . . . . . . . . . . . 1,684.6 1,930.8 246.1 14.6

NOTE: Excludes capital outlays. Includes expenses budgeted by Federal Reserve Information Technology and
Office of Employee Benefits. Expenses from these entities have been charged to the Reserve Banks, as appropriate,
and included in their budgets. Components may not sum to totals and may not yield percentages shown because of
rounding. Operating expenses reflect all redistributions for support and allocations of overhead.

1. Costs of fiscal agency and depository services provided to the U.S. Treasury, other government agencies, and
other fiscal principals that are billed to these agencies.
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Total 2009 projected employment for
the Reserve Banks, FRIT, and OEB is
18,020 ANP, a decrease of 727 ANP, or
3.9 percent, from the 2008 actual staff
level (table 3.2).3 The 2009 staffing de-
crease continues the trend of workforce
reductions that began in the late 1990s;
the staffing level is the lowest in the
past 30 years. The 2009 budgeted staff
reductions are largely due to the effect
of infrastructure changes and paper-
check volume declines, slightly offset
by staffing increases in central bank
functions.

2008 Budget Performance

Total 2008 actual expenses are $3,020.8
million, which represents a decrease of
$46.2 million, or 1.5 percent, from the
approved 2008 budget of $3,067.0 mil-
lion. Total 2008 actual staffing of
18,747 ANP represents a decrease of
508 ANP from 2008 budgeted levels of
19,255 ANP.

The expense decrease compared to
budget was driven in part by the accel-
erated closing of check-processing sites

in 2008. System check-service costs de-
creased $17.3 million, or 2.7 percent,
because of significant cost-containment
efforts and a reduction in resources
commensurate with the faster-than-
expected decline in paper-check vol-
umes. In 2007, the Reserve Banks
planned to reduce check-processing
sites from 22 to 4 by 2011 but now
plan to contract to one full-service pa-
per check-processing site by late 2009
or early 2010.

Also contributing to the underrun is a
decrease in cash operation costs of
$16.5 million, or 3.7 percent, under the
approved 2008 budget. The underrun
reflects lower personnel costs of $6.4
million, including lower staffing levels
in response to volume declines and de-
lays in equipment upgrades of $2.7 mil-
lion. Timing shifts in projects account
for the majority of the remainder of the
underrun. Treasury services were under
budget by $8.8 million, or 2.0 percent,
largely as a result of the Treasury Web
Application Infrastructure (TWAI) opti-
mization program, an effort to identify
efficiencies and cost savings, and delays
in the Treasury’s Collections and Cash
Management Modernization (CCMM)
initiative.4

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

4. CCMM is a comprehensive multi-year en-
terprise architecture initiative to streamline, mod-
ernize, and improve the services, systems, and

Table 3.2
Employment at the Federal Reserve Banks, FRIT, and OEB, 2008 and 2009

Average number of personnel, except as noted

Item
2008

(actual)
2009

(budgeted)

Change

Amount Percent

Reserve Banks . . . . . . . . . . . . . . . . . . . . . . . . . 17,824 17,086 −738 −4.1
Federal Reserve Information

Technology (FRIT). . . . . . . . . . . . . . . . . . . 880 889 9 1.0
Office of Employee Benefits (OEB) . . . . . 43 45 2 4.7

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 18,747 18,020 −727 −3.9

NOTE: Components may not sum to totals and may not yield percentages shown because of rounding. See text
footnote 3 for definition of average number of personnel (ANP).
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Partially offsetting the underrun were
increased expenses in the supervision
and regulation area. Expenses were
over budget by $1.8 million, or 0.3 per-
cent, for enhanced automation
resources.

The underrun of 508 ANP, as com-
pared with the approved budget, reflects
lower staffing in several areas. Check
operations are 295 ANP under budget
because of higher-than-projected vol-
ume declines. Treasury services is 62
ANP below budget, reflecting the
CCMM initiative and volume reduc-
tions. Cash operations is 43 ANP under
budget, primarily because of volume
declines and productivity gains. The fa-
cilities management function is 32 ANP
under budget because of outsourced
housekeeping in one district and re-
duced building and housekeeping needs
in some of the Branch operations. Effi-
ciencies and hiring delays in several ar-
eas account for the remaining staff re-
ductions.

Initiatives Affecting
the 2009 Budget

For 2009, the Reserve Banks’ budgets
reflect funding for several initiatives
that will address financial stability and
deteriorating banking conditions as well
as enhance resiliency. The 2009 budget
also supports the Reserve Banks’ efforts
to modernize and increase efficiencies
in both the cash and check areas.

Central Bank Services

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

pervision and regulation, and cash op-
erations, expenses are increasing
$194.6 million, or 10.9 percent, in
2009. The staffing level is increasing
208 ANP, in part because of the full-
year effect of staff additions in 2008
and personnel needed to support resil-
iency efforts. Total costs for monetary
policy and public programs are increas-
ing $54.1 million, or 10.4 percent,
driven primarily by salary-related costs
and resiliency enhancements in central
bank functions and other aspects of
open market operations.

The budget for the supervision and
regulation function is increasing
$72.0 million, or 11.2 percent, over ac-
tual 2008 expenses, primarily for addi-
tional resources to address financial sta-
bility issues and increased supervision
needs. The staffing level is increasing
by 111 ANP.

Expenses in cash operations are in-
creasing $48.5 million, or 11.3 percent.
The Currency and Coin Handling Envi-
ronment (CACHE) project and in-
creased support charges, primarily for
building and protection services, are
driving the increase.5 These expenses
are slightly offset by staffing reductions
resulting from lower-than-expected
volumes.

Treasury-Related Functions

The budget for services to the Treasury,
which are fully reimbursed, are increas-
ing $2.3 million, or 0.5 percent. The
CCMM initiative, which transitioned
several Treasury business lines to

processes supporting the Treasury’s collections
and cash-management programs. The goal is to
improve efficiency and reduce costs to the Trea-
sury, which provides a savings to the taxpayers.

5. The CACHE project was formerly named
the Future Cash Automation Project (FCAP). The
aim of CACHE is to develop and deploy a new
cash software application and technical architec-
ture in the Federal Reserve Banks to streamline
operations, improve controls, provide more robust
data-management tools, and present a more stan-
dardized face to the customer.
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private-sector financial agents at the
end of 2008, and continued volume de-
clines in Treasury retail securities, gov-
ernment checks, and postal money or-
ders will reduce costs and the staffing
level, which will decline by 44 ANP.
These reductions are largely offset by
increased charges from FRIT and the
TWAI. Expenses related to the TWAI
are increasing as the number of applica-
tions hosted in the infrastructure ex-
pands in connection with the CCMM
initiative.

Priced Services

Total check expenses are decreasing
$145.1 million, or 23.6 percent, be-
cause of check-restructuring costs rec-
ognized in 2008, the accelerated re-
structuring changes planned for 2009,
and continued paper-check volume de-
clines. In response to the continuing de-
cline in paper-check volumes, the Re-
serve Banks recently decided that,
likely by late 2009 or early 2010, the
Federal Reserve Bank of Cleveland will
serve as the System’s single paper-
check processing and adjustments site
and that the Federal Reserve Bank of
Atlanta will serve as the System’s
single electronic-check processing site.
The check staffing level is decreasing
1,039 ANP as a result of these actions.
Despite these cost reduction efforts, the
Reserve Banks have budgeted a recov-
ery rate of 92.3 percent in 2009. The
Reserve Banks will be reviewing addi-
tional steps needed to meet long-term
cost-recovery objectives. The other
priced services provided by the Federal
Reserve—including operating an auto-
mated clearinghouse (ACH) service,
transferring funds and securities, and
providing a multilateral settlement
service—did not result in any major ex-
pense or staffing initiatives in the 2009
budget.

Support Services

Support costs are increasing $51.6 mil-
lion, or 5.8 percent. The expense in-
creases are driven primarily by in-
creases for information technology
($30.5 million) and law enforcement
($7.1 million), mainly in salary-related
costs. The staffing level is increasing
106 ANP to support application devel-
opment and server and data center
operations.

Five-Year Trend in Reserve Bank
Expenses

Total expenses for the Reserve Banks
have grown an average of 4.2 percent
annually over the past five years.

Central Bank Services

Central bank services have grown an
average of 8.0 percent annually over
the past five years. The increase is pri-
marily in the monetary policy and pub-
lic programs areas, where expenses
have grown on average 9.6 percent an-
nually; the Banks have increased re-
sources dedicated to community out-
reach, financial literacy, and regional
economic research efforts. Expenses in
the supervision and regulation function
have grown an average of 8.1 percent
annually over the past five years, re-
flecting the need for additional re-
sources to recruit and retain staff with
specialized skills, to implement the
Basel II capital accord, and, more re-
cently, to address financial market tur-
moil and deteriorating banking and eco-
nomic conditions. There have been
ongoing efficiency improvements in the
cash area over the past five years.
Overall, however, expenses in cash op-
erations have increased an average of
5.0 percent annually, reflecting in-
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creased costs to modernize the cash-
processing and inventory-tracking infra-
structure and higher support costs,
particularly protection costs.

Treasury Services

Treasury services expenses have grown
on average 4.8 percent annually since
2004. Recent efforts by the Treasury to
limit expense growth and delays in
some projects have resulted in modest
2009 budgeted growth from 2008 ac-
tual expenses. The growth from 2004 to
2007 was driven primarily by the ex-
pansion of the TWAI to host a growing
number of Treasury applications.

Priced Services

Priced services expenses have been de-
clining an average of 4.2 percent annu-
ally, driven by the check service. Ef-
forts to reduce the size of the System’s
check operations, consistent with de-
clining volumes, have resulted in an av-
erage annual decline of 7.2 percent in
check-service costs since 2004. The
downward trend in check expenses re-
flects staff reductions of 2,873 ANP
since 2004.

2009 Personnel Expenses

Budgeted officer and employee salaries
and other personnel expenses for 2009
total $1,613.0 million, representing an
increase of $59.3 million, or 3.8 per-
cent, compared with 2008 actual ex-
penses. The increase represents the
combined effect of the budgeted salary
administration program, including the
staff reductions mentioned previously,
partially offset by reductions in staff re-
lated to restructuring and consolidation.
Funding for officer and employee salary

administration programs reflects an in-
crease of $72.1 million. The increase is
due largely to base-salary programs;
merit pools for officers and employees
total $52.7 million, and promotions and
market-based salary adjustments total
$19.4 million. The merit budget reflects
weighted-average increases of 4.2 per-
cent and 4.0 percent in base salaries for
officers and employees, respectively.
Variable pay programs are increasing
$18 million in 2009. The increase pri-
marily is attributed to an increase in
variable pay pools, which average
12.3 percent for officers, 5.2 percent for
exempt staff, and 1.6 percent for non-
exempt staff.

The 2009 employee turnover projec-
tion of 13.3 percent reflects continued
System downsizing, particularly in the
check area. Excluding positions that
will not be replaced (36 percent of the
total), employee turnover is 8.6 percent.
The Reserve Banks project 6.1 percent
officer turnover in 2009, 5.3 percent af-
ter excluding positions that will not be
replaced.

Risks in the 2009 Budget

There are several risks in the 2009 bud-
get. The ongoing challenges in the fi-
nancial industry and the broader
economy present a considerable amount
of risk. Additional staff will be needed
to meet the supervision and regulation
challenges presented by the current de-
clining banking and economic condi-
tions as well as to support the emer-
gency liquidity facilities. In addition,
there is uncertainty about the resource
needs resulting from any further market
events or new legislation that might
affect the Federal Reserve’s responsi-
bilities.

Cash and Treasury project changes
and delays could increase budgeted ex-
penses. The ongoing CACHE develop-
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ment effort poses risks to the 2009 bud-
get, as project details continue to be
refined and as business resources to
support the implementation are fully as-
sessed. Unforeseen requests from the
Treasury or changes in project scope
and direction could add costs and re-
quire additional resources in 2009. In
connection with the CCMM initiative,
the Treasury continues to refine its fu-
ture vision for collections, payments,
and cash-management systems, along
with the timing of different components
of the project. These efforts create a
risk because of the potential changes in
project timing and scope. In addition to
the expense risks mentioned above, un-
forseen delays or changes in the devel-
opment of the new Check 21 platform
could pose a risk to the 2009 capital
budget.

2009 Capital Plan

The 2009 capital budget submitted by
the Reserve Banks and FRIT totals
$519.4 million, a $199.0 million, or
62.1 percent, increase from the 2008
actual level. More than 70 percent of
the increase is related to information
technology and cash-services initia-
tives; the 2009 budget reflects the
CACHE project and initiatives by the
Federal Reserve Bank of New York to
enhance resiliency.6 The 2009 budget
also includes outlays for multi-year ef-
forts to migrate applications off the
mainframe, including FedACH, Fed-
wire, and the internal accounting sys-
tem.

As in previous years, the 2009 capi-
tal budget includes funding for projects
that support the strategic direction out-
lined by the individual Reserve Banks

and the System. These strategies focus
on investments that improve operational
efficiencies, enhance services to Bank
customers, and ensure a safe and qual-
ity work environment. In support of
these strategies, the 2009 budget identi-
fies seven categories of capital outlays:
building projects and facility improve-
ments, payment system improvements,
cash-services initiatives, Treasury initia-
tives, information technology initia-
tives, security enhancements, and mis-
cellaneous acquisitions.

The proposed capital budget includes
$179.2 million for building-related
projects and facility improvements. Of
the total building capital, $64.8 million
is related to major projects begun in
previous years in Boston, New York,
Philadelphia, Richmond, and St. Louis.
The remaining outlays in this category
will fund various building renovation
and refurbishment projects, as well as
miscellaneous facility improvement
projects.

Initiatives related to cash, payment
systems, and Treasury initiatives repre-
sent $182.4 million in the capital bud-
get. Of this total, $72.6 million rep-
resents cash-services initiatives, in-
cluding the CACHE development effort
($39.5 million) and the Systemwide up-
grade of cash-processing machines
($21.0 million). The total capital budget
for payment systems initiatives is
$65.1 million and primarily is related to
the check-distribution computing plat-
form project. The budget also includes
$44.7 million for reimbursable Treasury
initiatives, including support of the
Treasury Debt Management System,
CCMM-related efforts, and various
other initiatives.

The Reserve Banks and FRIT in-
cluded $105.8 million in funding for
major information technology initia-
tives. These initiatives do not include
the automation components of building
or payment systems initiatives dis-

6. The New York resiliency project, a multi-
year project with total capital outlays of
$56.3 million, accounts for $43.4 million of the
2009 capital budget.
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cussed separately. Of the total auto-
mation-related outlays, FRIT projects
and acquisitions account for $25.6 mil-
lion and New York Reserve Bank
projects, including resiliency, account
for $54.5 million. In addition, the bud-
get includes $5.8 million in funding for
local server equipment at the Reserve
Banks.

The proposed capital budget includes
$48.7 million for security enhance-
ments and $3.3 million for equipment
and software not falling into the defined
categories above. Á
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