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M A R C H  3 , 2 0 0 0

T O  T H E  B O A R D  O F  D I R E C T O R S :

The management of the Federal  Reserve Bank of St.  Louis (the “Bank”) is  responsible for the prepara-

t ion and fair  presentat ion of the Statement of F inancial  Condit ion, Statement of Income, and Statement of

Changes in Capital  as of December 31, 1999 (the “Financial  Statements”).   The Financial  Statements have

been prepared in conformity with the accounting pr inciples,  pol ic ies,  and pract ices establ ished by the Board

of Governors of the Federal  Reserve System and as set forth in the Financial  Accounting Manual for the 

Federal  Reserve Banks, and as such, include amounts, some of which are based on judgments and est imates

of management.

The management of the Bank is  responsible for maintaining an effect ive process of internal controls over

f inancial  report ing including the safeguarding of assets as they relate to the Financial  Statements.   Such

internal controls are designed to provide reasonable assurance to management and to the Board of Directors

regarding the preparat ion of rel iable F inancial  Statements.   This process of internal controls contains self-

monitor ing mechanisms, including, but not l imited to, div is ions of responsibi l i ty and a code of conduct.

Once identif ied, any mater ial  def ic iencies in the process of internal controls are reported to management,

and appropriate correct ive measures are implemented.

Even an effect ive process of internal controls,  no matter how wel l  designed, has inherent l imitat ions,

including the possibi l i ty of human error,  and therefore can provide only reasonable assurance with respect 

to the preparat ion of rel iable f inancial  statements.

The management of the Bank assessed its process of internal controls over f inancial  report ing including 

the safeguarding of assets ref lected in the Financial  Statements,  based upon the cr iter ia establ ished in the

“Internal Control—Integrated Framework” issued by the Committee of Sponsoring Organizat ions of the

Treadway Commission (COSO).  Based on this assessment, the management of the Bank bel ieves that the

Bank maintained an effect ive process of internal controls over f inancial  report ing including the safeguarding

of assets as they relate to the Financial  Statements.

Federal  Reserve Bank of St .  Louis

By:

Wi l l iam Poole,  Pres ident and Chief  Execut ive Off icer

By:

W. LeGrande Rives,  F i rst  V ice Pres ident and Chief  Operat ing Off icer
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R E P O R T  O F  I N D E P E N D E N T  A C C O U N T A N T S

T O  T H E  B O A R D  O F  D I R E C T O R S  O F  T H E

F E D E R A L  R E S E R V E  B A N K  O F  S T . L O U I S

We have examined management’s assert ion that the Federal  Reserve Bank of St.  Louis (“FRB St.  Louis”)

maintained effect ive internal control  over f inancial  report ing and the safeguarding of assets as they relate 

to the Financial  Statements as of December 31, 1999, included in the accompanying Management’s Assert ion.

Our examination was made in accordance with standards establ ished by the American Inst itute of Cert if ied

Publ ic  Accountants,  and accordingly,  inc luded obtaining an understanding of the internal  control  over f inan-

c ia l  report ing,  test ing,  and evaluat ing the des ign and operat ing effect iveness of the internal  control ,  and

such other procedures as we considered necessary in the c i rcumstances.   We bel ieve that our examinat ion

provides a reasonable bas is  for  our opinion.

Because of inherent l imitat ions in any internal  control ,  misstatements due to error or f raud may occur 

and not be detected.  Also,  project ions of any evaluat ion of the internal  control  over f inancia l  report ing to

future per iods are subject  to the r isk that the internal  control  may become inadequate because of changes

in condit ions,  or  that the degree of compl iance with the pol ic ies or procedures may deter iorate.

In our opinion, management’s  assert ion that the FRB St.  Louis  maintained effect ive internal  control  

over f inancia l  report ing and over the safeguarding of assets as they re late to the F inancia l  Statements as 

of December 31, 1999, is  fa i r ly  stated,  in a l l  mater ia l  respects,  based upon cr i ter ia descr ibed in “Internal

Control—Integrated Framework” issued by the Committee of Sponsor ing Organizat ions of the Treadway

Commiss ion.   

March 3,  2000

St.  Louis ,  Missour i

34



R E P O R T  O F  I N D E P E N D E N T  A C C O U N T A N T S

T O  T H E  B O A R D  O F  G O V E R N O R S  O F  T H E  F E D E R A L  R E S E R V E  S Y S T E M  A N D  

T H E  B O A R D  O F  D I R E C T O R S  O F  T H E  F E D E R A L  R E S E R V E  B A N K  O F  S T . L O U I S :

We have audited the accompanying statements of condit ion of The Federal  Reserve Bank of St .  Louis  

( the “Bank”) as of December 31, 1999 and 1998, and the re lated statements of income and changes in 

capita l  for  the years then ended.  These f inancia l  statements are the responsibi l i ty  of  the Bank’s manage-

ment.   Our responsibi l i ty  i s  to express an opinion on the f inancia l  statements based on our audits .

We conducted our audits in accordance with audit ing standards general ly accepted in the United States.

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether 

the f inancial statements are free of material  misstatement.  An audit includes examining, on a test basis, evi-

dence supporting the amounts and disclosures in the f inancial statements.  An audit also includes assessing

the accounting principles used and signif icant est imates made by management, as well  as evaluating the over-

al l  f inancial statement presentation.  We bel ieve that our audits provide a reasonable basis for our opinion.

As discussed in Note 3,  the f inancia l  statements were prepared in conformity with the account ing pr inc i -

p les,  pol ic ies,  and pract ices establ ished by the Board of Governors of The Federal  Reserve System.  These

pr inc ip les,  pol ic ies,  and pract ices,  which were des igned to meet the specia l ized account ing and report ing

needs of The Federal  Reserve System, are set  forth in the “Financia l  Account ing Manual  for  Federal  Reserve

Banks” and const i tute a comprehensive bas is  of  account ing other than account ing pr inc ip les general ly

accepted in the United States.

In our opinion, the f inancial  statements referred to above present fair ly,  in al l  mater ial  respects,  the f inan-

cial  posit ion of the Bank as of December 31, 1999 and 1998, and results of i ts  operat ions for the years then

ended, on the basis of accounting descr ibed in Note 3.

March 3,  2000

St.  Louis ,  Missour i
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F E D E R A L  R E S E R V E  B A N K  O F  S T . L O U I S

S T A T E M E N T S  O F  C O N D I T I O N

( in mil l ions)

As of December 31,

1999 1998

A S S E T S

Gold cert i f icates $ 337 $ 358

Specia l  drawing r ights cert i f icates 175 340

Coin 10 19

Items in process of col lect ion 471 516

Loans to depository inst i tut ions 37 7

U.S.  government and federal  agency secur i t ies ,  net 15,918 16,048

Investments denominated in foreign currencies 327 462

Accrued interest  receivable 160 152

Interdistr ict  sett lement account 5,176 -

Bank premises and equipment,  net 55 51

Other assets 16 11

Total assets $ 22,682 $ 17,964

L I A B I L I T I E S  A N D  C A P I T A L

L iabi l i t ies :

Federal  Reserve notes outstanding, net $ 21,575 $ 14,701

Deposits :

Depository inst i tut ions 440 692

Other deposits 1 4

Deferred credit  i tems 272 398

Surplus transfer  due U.S.  Treasury 19 31

Interdistr ict  sett lement account - 1,841

Accrued benef i t  cost 51 48

Other l iabi l i t ies 8 7

Total l iabil it ies $ 22,366 $ 17,722

Capita l :

Capita l  paid- in 158 121

Surplus 158 121

Total capital 316 242

Total l iabil it ies and capital $ 22,682 $ 17,964

The accompanying notes are an integral  part  of  these f inancia l  statements.
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FEDERAL RESERVE BANK OF ST. LOUIS

STATEMENTS OF INCOME

( in mil l ions)

For the years ended December 31,

1999 1998

Interest  income:

Interest  on U.S.  government and federal  agency secur i t ies $ 917 $ 967

Interest  on foreign currencies 5 10

Interest  on loans to depository inst i tut ions 2 1

Total interest income $ 924 $ 978

Other operat ing income ( loss) :

Income from serv ices 42 41

Reimbursable serv ices to government agencies 19 17

Foreign currency gains ( losses) ,  net (10) 44

U.S.  government secur i t ies  gains ( losses) ,   net (1) 1

Other income 1 -

Total other operating income $ 51 $ 103

Operat ing expenses:

Salar ies and other benef i ts 70 65

Occupancy expense 7 6

Equipment expense 8 7

Assessments by Board of Governors 19 19

Other expenses 44 44

Total operating expenses $ 148 $ 141

Net income prior to distr ibution $ 827 $ 940

Distr ibut ion of net income:

Div idends paid to member banks $ 9 $ 7

Transferred to ( f rom) surplus 37 (1)

Payments to U.S.  Treasury as interest  on Federal  Reserve notes 781 266

Payments to U.S.  Treasury as required by statute - 668

Total distr ibution $  827 $ 940

The accompanying notes are an integral  part  of  these f inancia l  statements.
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FEDERAL RESERVE BANK OF ST. LOUIS

STATEMENTS OF CHANGES IN CAPITAL

for the years ended December 31, 1999 and December 31, 1998

(in mil l ions)

Capital Total

Paid-in Surplus  Capital

Balance at  January 1,  1998

(2.5 mi l l ion shares) $ 127 $ 122 $ 249

Net income transferred from surplus - (1) (1)

Net change in capita l  stock redeemed 

(0.1 mi l l ion shares) (6) - (6)

Balance at  December 31, 1998 $ 121 $ 121 $ 242

(2.4 mi l l ion shares)

Net income transferred to surplus - 37 37

Net change in capita l  stock issued 37 -    37

(0.8 mi l l ion shares)

Balance at  December 31, 1999 $ 158 $ 158 $ 316

(3.2 mi l l ion shares)

The accompanying notes are an integral  part  of  these f inancia l  statements.
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FEDERAL RESERVE BANK OF ST. LOUIS

NOTES TO FINANCIAL STATEMENTS

1. ORGANIZATION:

The Federal  Reserve Bank of St.  Louis (“Bank“) is  part of the Federal  Reserve System (“System“) created 

by Congress under the Federal  Reserve Act of 1913 (“Federal  Reserve Act“) which establ ished the central

bank of the United States.  The System consists of the Board of Governors of the Federal  Reserve System

(“Board of Governors“) and twelve Federal  Reserve Banks (“Reserve Banks“).   The Reserve Banks are char-

tered by the federal government and possess a unique set of governmental,  corporate, and central bank char-

acterist ics. Other major elements of the System are the Federal Open Market Committee (“FOMC“) and the

Federal Advisory Counci l .   The FOMC is composed of members of the Board of Governors, the president of 

the Federal Reserve Bank of New York (“FRBNY“) and, on a rotating basis, four other Reserve Bank presidents.

Structure:

The Bank and i ts  branches in L i t t le  Rock,  Louisv i l le  and Memphis serve the E ighth Federal  Reserve Distr ict ,

which inc ludes Arkansas,  port ions of I l l inois ,  Indiana,  Kentucky,  Miss iss ippi ,  Missour i  and Tennessee.   In

accordance with the Federal  Reserve Act,  superv is ion and control  of  the Bank is  exerc ised by a board of

directors.   Banks that are members of the System include a l l  nat ional  banks and any state chartered bank

that appl ies and is  approved for membership in the System.

Board of Directors:

The Federal  Reserve Act specif ies the composit ion of the board of directors for each of the Reserve Banks.

Each board is  composed of nine members serving three-year terms:  three directors,  including those designat-

ed as Chairman and Deputy Chairman, are appointed by the Board of Governors,  and s ix directors are elected

by member banks.  Of the s ix elected by member banks, three represent the publ ic and three represent mem-

ber banks.  Member banks are div ided into three classes according to s ize.  Member banks in each class elect

one director representing member banks and one representing the publ ic.   In any elect ion of directors,  each

member bank receives one vote, regardless of the number of shares of Reserve Bank stock it  holds.

2. OPERATIONS AND SERVICES:

The System performs a var iety of serv ices and operat ions.   Funct ions inc lude:  formulat ing and conduct ing

monetary pol icy;  part ic ipat ing act ive ly  in the payments mechanism, inc luding large-dol lar  t ransfers  of funds,

automated c lear inghouse operat ions and check process ing;  d istr ibut ion of coin and currency;  f i sca l  agency

funct ions for the U.S.  Treasury and certa in federal  agencies;  serv ing as the federal  government’s  bank; pro-

v id ing short-term loans to depository inst i tut ions;  serv ing the consumer and the community by providing

educat ional  mater ia ls  and information regarding consumer laws;  superv is ing bank holding companies,  and

state member banks;  and administer ing other regulat ions of the Board of Governors.   The Board of

Governors’  operat ing costs  are funded through assessments on the Reserve Banks.

The FOMC establ ishes pol icy regarding open market operat ions,  oversees these operat ions,  and issues

author izat ions and direct ives to the FRBNY for i ts  execut ion of transact ions.   Author ized transact ion types

inc lude direct  purchase and sale of secur i t ies ,  matched sale-purchase transact ions,  the purchase of secur i t ies

under agreements to resel l ,  and the lending of U.S.  government secur i t ies .   Addit ional ly,  the FRBNY is  
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FEDERAL RESERVE BANK OF ST. LOUIS

NOTES TO FINANCIAL STATEMENTS

author ized by the FOMC to hold balances of and to execute spot and forward foreign exchange and secur i -

t ies  contracts  in fourteen foreign currencies,  maintain rec iprocal  currency arrangements (“F/X swaps“) with

var ious centra l  banks,  and “warehouse“ foreign currencies for the U.S.  Treasury and Exchange Stabi l izat ion

Fund (“ESF“) through the Reserve Banks.

3. SIGNIFICANT ACCOUNTING POLICIES:

Account ing pr inc ip les for ent i t ies  with the unique powers and responsibi l i t ies  of  the nat ion’s  centra l  bank

have not been formulated by the F inancia l  Account ing Standards Board.   The Board of Governors has devel-

oped specia l ized account ing pr inc ip les and pract ices that i t  bel ieves are appropr iate for the s ignif icant ly  d i f -

ferent nature and funct ion of a centra l  bank as compared to the pr ivate sector.   These account ing pr inc ip les

and pract ices are documented in the “Financia l  Account ing Manual  for  Federal  Reserve Banks“ (“F inancia l

Account ing Manual“) ,  which is  i ssued by the Board of Governors.   Al l  Reserve Banks are required to adopt

and apply account ing pol ic ies and pract ices that are consistent with the F inancia l  Account ing Manual .

The f inancia l  statements have been prepared in accordance with the F inancia l  Account ing Manual .

Differences ex ist  between the account ing pr inc ip les and pract ices of the System and general ly  accepted

account ing pr inc ip les in the United States (“GAAP“).   The pr imary differences are the presentat ion of a l l

secur i ty  holdings at  amort ized cost ,  rather than at the fa i r  va lue presentat ion requirements of GAAP, and

the account ing for matched sale-purchase transact ions as separate sa les and purchases,  rather than secured

borrowings with pledged col latera l ,  as is  required by GAAP.  In addit ion,  the Bank has e lected not to present

a Statement of Cash F lows or a Statement of Comprehensive Income.  The Statement of Cash F lows has 

not been inc luded as the l iquidity and cash posit ion of the Bank are not of pr imary concern to the users of

these f inancia l  statements.   The Statement of Comprehensive Income, which comprises net income plus or

minus certa in adjustments,  such as the fa i r  va lue adjustment for secur i t ies ,  has not been inc luded because

as stated above the secur i t ies  are recorded at amort ized cost  and there are no other adjustments in the

determinat ion of Comprehensive Income appl icable to the Bank.  Other information regarding the Bank’s

act iv i t ies  i s  provided in,  or  may be der ived from, the Statements of Condit ion,  Income, and Changes in

Capita l .   Therefore,  a Statement of Cash F lows or a Statement of Comprehensive Income would not provide

any addit ional  useful  information.  There are no other s ignif icant differences between the pol ic ies out l ined

in the F inancia l  Account ing Manual  and GAAP.

The preparat ion of the f inancia l  statements in conformity with the F inancia l  Account ing Manual  requires

management to make certa in est imates and assumptions that affect  the reported amounts of assets and 

l iabi l i t ies  and disc losure of cont ingent assets and l iabi l i t ies  at  the date of the f inancia l  statements and the

reported amounts of income and expenses dur ing the report ing per iod.   Actual  results  could differ  f rom

those est imates.   Unique accounts and s ignif icant account ing pol ic ies are expla ined below.

a. Gold Certif icates

The Secretary of the Treasury is  authorized to issue gold cert i f icates to the Reserve Banks to monetize gold

held by the U.S. Treasury.  Payment for the gold cert i f icates by the Reserve Banks is  made by credit ing equiv-

alent amounts in dol lars into the account establ ished for the U.S. Treasury.  These gold cert i f icates held by

the Reserve Banks are required to be backed by the gold of the U.S.  Treasury.   The U.S.  Treasury may reac-

quire the gold cert i f icates at  any t ime and the Reserve Banks must del iver  them to the U.S.  Treasury.   At 
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FEDERAL RESERVE BANK OF ST. LOUIS

NOTES TO FINANCIAL STATEMENTS

such t ime, the U.S.  Treasury’s  account is  charged and the Reserve Banks’  gold cert i f icate accounts are low-

ered.  The value of gold for purposes of backing the gold cert i f icates is  set  by law at $42 2/9 a f ine troy

ounce.   The Board of Governors a l locates the gold cert i f icates among Reserve Banks once a year based 

upon Federal  Reserve notes outstanding in each Distr ict  at  the end of the preceding year.

b. Special  Drawing Rights Certif icates

Specia l  drawing r ights (“SDRs“) are issued by the Internat ional  Monetary Fund (“Fund“) to i ts  members 

in proport ion to each member’s  quota in the Fund at the t ime of issuance.   SDRs serve as a supplement to

internat ional  monetary reserves and may be transferred from one nat ional  monetary author i ty  to another.

Under the law providing for U.S.  part ic ipat ion in the SDR system, the Secretary of the U.S.  Treasury is

author ized to issue SDR cert i f icates,  somewhat l ike gold cert i f icates,  to the Reserve Banks.   At such t ime,

equivalent amounts in dol lars  are credited to the account establ ished for the U.S.  Treasury,  and the Reserve

Banks’  SDR cert i f icate accounts are increased.  The Reserve Banks are required to purchase SDRs,  at  the

direct ion of the U.S.  Treasury,  for  the purpose of f inancing SDR cert i f icate acquis i t ions or for f inancing

exchange stabi l izat ion operat ions.   The Board of Governors a l locates each SDR transact ion among Reserve

Banks based upon Federal  Reserve notes outstanding in each Distr ict  at  the end of the preceding year.

c.  Loans to Depository Institutions

The Depository Institutions Deregulation and Monetary Control Act of 1980 provides that al l  depository insti-

tutions that maintain reservable transaction accounts or nonpersonal t ime deposits, as defined in Regulation D

issued by the Board of Governors, have borrowing privi leges at the discretion of the Reserve Banks.  Borrowers

execute certain lending agreements and deposit sufficient collateral before credit is extended.  Loans are evalu-

ated for collectibi l ity, and currently al l  are considered collectible and fully collateralized. If any loans were

deemed to be uncollectible, an appropriate reserve would be established.  Interest is recorded on the accrual

basis and is charged at the applicable discount rate established at least every fourteen days by the Board of

Directors of the Reserve Banks, subject to review by the Board of Governors.  However, Reserve Banks retain 

the option to impose a surcharge above the basic rate in certain circumstances.

The Board of Governors establ ished a Special  L iquidity Faci l i ty (“SLF”) to make discount window credit

readi ly avai lable to depository inst i tut ions in sound f inancia l  condit ion around the century date change

(October 1,  1999, to Apr i l  7,  2000) in order to meet unusual  l iquidity demands and to a l low inst i tut ions 

to conf ident ly  commit to supply ing loans to other inst i tut ions and businesses dur ing this  per iod.   Under 

the SLF,  col latera l  requirements are unchanged from normal discount window act iv i ty  and loans are made 

at a rate of 150 bas is  points above FOMC’s target federal  funds rate.

d. U.S.  Government and Federal Agency Securit ies and Investments Denominated 

in Foreign Currencies

The FOMC has des ignated the FRBNY to execute open market transact ions on i ts  behalf  and to hold the

result ing secur i t ies  in the portfol io known as the System Open Market Account (“SOMA“).   In addit ion to

author iz ing and direct ing operat ions in the domest ic  secur i t ies  market,  the FOMC author izes and directs  the

FRBNY to execute operat ions in foreign markets for major currencies in order to counter disorder ly  condi-
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t ions in exchange markets or other needs specif ied by the FOMC in carry ing out the System’s centra l  bank

responsibi l i t ies .

Purchases of secur i t ies  under agreements to resel l  and matched sale-purchase transact ions are accounted

for as separate sa le and purchase transact ions.   Purchases under agreements to resel l  are transact ions in

which the FRBNY purchases a secur i ty  and sel ls  i t  back at  the rate specif ied at  the commencement of the

transact ion.   Matched sale-purchase transact ions are transact ions in which the FRBNY sel ls  a secur i ty  and

buys i t  back at  the rate specif ied at  the commencement of the transact ion.  

Effect ive Apr i l  26,  1999 FRBNY was given the sole author izat ion by the FOMC to lend U.S.  government

secur i t ies  held in the SOMA to U.S.  government secur i t ies  dealers  and to banks part ic ipat ing in U.S.  gov-

ernment secur i t ies  c lear ing arrangements,  in order to fac i l i tate the effect ive funct ioning of the domest ic

secur i t ies  market.   These secur i t ies- lending transact ions are ful ly  col latera l ized by other U.S.  government

secur i t ies .   FOMC pol icy requires FRBNY to take possess ion of col latera l  in amounts in excess of the market

values of the secur i t ies  loaned.  The market values of the col latera l  and the secur i t ies  loaned are monitored

by FRBNY on a dai ly  bas is ,  with addit ional  col latera l  obtained as necessary.   The secur i t ies  loaned cont inue

to be accounted for in the SOMA. Pr ior  to Apr i l  26,1999 al l  Reserve Banks were author ized to engage in

such lending act iv i ty.

Foreign exchange contracts  are contractual  agreements between two part ies to exchange specif ied cur-

rencies,  at  a specif ied pr ice,  on a specif ied date.   Spot foreign contracts  normal ly  sett le two days after  the

trade date,  whereas the sett lement date on forward contracts  i s  negot iated between the contract ing part ies,

but wi l l  extend beyond two days from the trade date.   The FRBNY general ly  enters into spot contracts ,  with

any forward contracts  general ly  l imited to the second leg of a swap/warehousing transact ion.

The FRBNY, on behalf  of  the Reserve Banks,  maintains renewable,  short-term F/X swap arrangements with

author ized foreign centra l  banks.   The part ies agree to exchange their  currencies up to a pre-arranged maxi-

mum amount and for an agreed upon per iod of t ime (up to twelve months) ,  at  an agreed upon interest  rate.

These arrangements give the FOMC temporary access to foreign currencies that i t  may need for intervent ion

operat ions to support  the dol lar  and give the partner foreign centra l  bank temporary access to dol lars  i t  may

need to support its own currency.  Drawings under the F/X swap arrangements can be init iated by either the

FRBNY or the partner foreign central bank, and must be agreed to by the drawee.  The F/X swaps are structured

so that the party init iating the transaction (the drawer) bears the exchange rate risk upon maturity.  The FRBNY

will generally invest the foreign currency received under an F/X swap in interest-bearing instruments.

Warehousing is  an arrangement under which the FOMC agrees to exchange, at the request of the Treasury,

U.S.  dol lars  for  fore ign currencies held by the Treasury or ESF over a l imited per iod of t ime.  The purpose of

the warehousing fac i l i ty  i s  to supplement the U.S.  dol lar  resources of the Treasury and ESF for f inancing pur-

chases of fore ign currencies and re lated internat ional  operat ions.   

In connection with its foreign currency activit ies, the FRBNY, on behalf of the Reserve Banks, may enter into

contracts which contain varying degrees of off-balance sheet market r isk, because they represent contractual

commitments involving future sett lement, and counter-party credit r isk.  The FRBNY controls credit r isk by

obtaining credit approvals, establ ishing transaction l imits, and performing dai ly monitoring procedures.

42



FEDERAL RESERVE BANK OF ST. LOUIS

NOTES TO FINANCIAL STATEMENTS

While the appl icat ion of current market pr ices to the secur i t ies  current ly  held in the SOMA portfol io 

and investments denominated in foreign currencies may result  in values substant ia l ly  above or below their

carry ing values,  these unreal ized changes in value would have no direct  effect  on the quant i ty  of  reserves

avai lable to the banking system or on the prospects for future Reserve Bank earnings or capita l .   Both the

domest ic  and foreign components of the SOMA portfol io from t ime to t ime involve transact ions that can

result  in gains or losses when holdings are sold pr ior  to matur i ty.   However,  decis ions regarding the secur i -

t ies  and foreign currencies transact ions,  inc luding their  purchase and sale,  are motivated by monetary pol icy

object ives rather than prof i t .   Accordingly,  earnings and any gains or losses result ing from the sa le of such

currencies and secur i t ies  are inc idental  to the open market operat ions and do not motivate i ts  act iv i t ies  or

pol icy decis ions.

U.S.  government and federal  agency secur i t ies  and investments denominated in foreign currencies com-

pr is ing the SOMA are recorded at cost ,  on a sett lement-date bas is ,  and adjusted for amort izat ion of premi-

ums or accret ion of discounts on a stra ight- l ine bas is .   Interest  income is  accrued on a stra ight- l ine bas is

and is  reported as “Interest  on U.S.  government and federal  agency secur i t ies“ or “Interest  on foreign cur-

rencies,“ as appropr iate.   Income earned on secur i t ies  lending transact ions is  reported as a component of

“Other income.“  Gains and losses result ing from sales of secur i t ies  are determined by specif ic  i ssues based

on average cost .   Gains and losses on the sa les of U.S.  government and federal  agency secur i t ies  are report-

ed as “U.S.  government secur i t ies  gains ( losses) ,  net.”  Foreign currency denominated assets are revalued

monthly at  current market exchange rates in order to report  these assets in U.S.  dol lars .   Real ized and unre-

al ized gains and losses on investments denominated in foreign currencies are reported as “Foreign currency

gains ( losses) ,  net.”  Foreign currencies held through F/X swaps,  when in i t iated by the counter party,  and

warehousing arrangements are revalued monthly,  with the unreal ized gain or loss reported by the FRBNY 

as a component of “Other assets“ or “Other l iabi l i t ies ,“ as appropr iate.

Balances of U.S.  government and federal  agencies secur i t ies  bought outr ight,  investments denominated 

in foreign currency,  interest  income, amort izat ion of premiums and discounts on secur i t ies  bought outr ight,

gains and losses on sales of secur i t ies ,  and real ized and unreal ized gains and losses on investments denomi-

nated in foreign currencies,  exc luding those held under an F/X swap arrangement,  are a l located to each

Reserve Bank.  Effect ive Apr i l  26,  1999 income from secur i t ies  lending transact ions undertaken by FRBNY 

was a lso a l located to each Reserve Bank.  Secur i t ies  purchased under agreements to resel l  and unreal ized

gains and losses on the revaluat ion of foreign currency holdings under F/X swaps and warehousing arrange-

ments are a l located to the FRBNY and not to other Reserve Banks.

e. Bank Premises and Equipment

Bank premises and equipment are stated at  cost  less accumulated depreciat ion.   Depreciat ion is  ca lculated

on a stra ight- l ine bas is  over est imated useful  l ives of assets ranging from 2 to 50 years.   New assets,  major

alterat ions,  renovat ions and improvements are capita l ized at  cost  as addit ions to the asset accounts.

Maintenance,  repairs  and minor replacements are charged to operat ions in the year incurred.

f.  Interdistrict Settlement Account

At the c lose of business each day,  a l l  Reserve Banks and branches assemble the payments due to or from

other Reserve Banks and branches as a result  of  t ransact ions involv ing accounts res id ing in other Distr icts
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that occurred dur ing the day’s  operat ions.   Such transact ions may inc lude funds sett lement,  check c lear ing

and automated c lear inghouse (“ACH“) operat ions,  and al locat ions of shared expenses.   The cumulat ive net

amount due to or from other Reserve Banks is  reported as the “Interdistr ict  sett lement account.“

g. Federal Reserve Notes

Federal  Reserve notes are the c i rculat ing currency of the United States.   These notes are issued through

the var ious Federal  Reserve agents to the Reserve Banks upon deposit  with such Agents of certa in c lasses 

of col latera l  secur i ty,  typical ly  U.S.  government secur i t ies .   These notes are ident i f ied as issued to a spe-

c i f ic  Reserve Bank.  The Federal  Reserve Act provides that the col latera l  secur i ty  tendered by the Reserve

Bank to the Federal  Reserve Agent must be equal  to the sum of the notes appl ied for by such Reserve Bank.

In accordance with the Federal  Reserve Act,  gold cert i f icates,  specia l  drawing r ights cert i f icates,  U.S.  gov-

ernment and agency secur i t ies ,  loans,  and investments denominated in foreign currencies are pledged as 

col latera l  for  net Federal  Reserve notes outstanding.  The col latera l  va lue is  equal  to the book value of 

the col latera l  tendered, with the except ion of secur i t ies ,  whose col latera l  va lue is  equal  to the par value 

of the secur i t ies  tendered.  The Board of Governors may,  at  any t ime, cal l  upon a Reserve Bank for addi-

t ional  secur i ty  to adequately col latera l ize the Federal  Reserve notes.   The Reserve Banks have entered into

an agreement which provides for certa in assets of the Reserve Banks to be jo int ly  p ledged as col latera l  for  

the Federal  Reserve notes of a l l  Reserve Banks in order to sat isfy their  obl igat ion of providing suff ic ient 

col latera l  for  outstanding Federal  Reserve notes.   In the event that this  col latera l  i s  insuff ic ient,  the Federal

Reserve Act provides that Federal  Reserve notes become a f i rst  and paramount l ien on al l  the assets of the

Reserve Banks.   F inal ly,  as obl igat ions of the United States,  Federal  Reserve notes are backed by the ful l

fa i th and credit  of  the U.S.  government.

The “Federal  Reserve notes outstanding, net“ account represents Federal  Reserve notes reduced by 

cash held in the vaults  of  the Bank of $4,869 mi l l ion,  and $2,589 mi l l ion at  December 31, 1999 and 

1998, respect ive ly.  

h. Capital  Paid-in

The Federal  Reserve Act requires that each member bank subscr ibe to the capita l  stock of the Reserve

Bank in an amount equal  to 6% of the capita l  and surplus of the member bank.  As a member bank’s cap-

i ta l  and surplus changes,  i ts  holdings of the Reserve Bank’s stock must be adjusted.   Member banks are

those state-chartered banks that apply and are approved for membership in the System and al l  nat ional

banks.   Current ly,  only one-half  of  the subscr ipt ion is  paid- in and the remainder is  subject  to cal l .   These

shares are nonvot ing with a par value of $100.  They may not be transferred or hypothecated.  By law, each

member bank is  ent i t led to receive an annual  d iv idend of 6% on the paid- in capita l  stock.   This  cumulat ive

div idend is  paid semiannual ly.   A member bank is  l iable for Reserve Bank l iabi l i t ies  up to twice the par value

of stock subscr ibed by i t .

i .  Surplus

The Board of Governors requires Reserve Banks to maintain a surplus equal  to the amount of capita l  paid-

in as of December 31.  This  amount is  intended to provide addit ional  capita l  and reduce the poss ib i l i ty  that

the Reserve Banks would be required to cal l  on member banks for addit ional  capita l .   Reserve Banks are
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required by the Board of Governors to transfer  to the U.S.  Treasury excess earnings,  after  providing for the

costs of operat ions,  payment of div idends,  and reservat ion of an amount necessary to equate surplus with

capita l  paid- in.

The Omnibus Budget Reconci l iat ion Act of 1993 (Publ ic  Law 103-66, Sect ion 3002) codif ied the ex ist ing

Board surplus pol ic ies as statutory surplus transfers ,  rather than as payments of interest  on Federal  Reserve

notes,  for  federal  government f iscal  years 1998 and 1997 (which ended on September 30, 1998 and 1997,

respect ive ly ) .   In addit ion,  the legis lat ion directed the Reserve Banks to transfer  to the U.S.  Treasury addi-

t ional  surplus funds of $107 mi l l ion and $106 mi l l ion dur ing f iscal  years 1998 and 1997, respect ive ly.

Reserve Banks were not permitted to replenish surplus for these amounts dur ing this  t ime.  Payments to 

the U.S.  Treasury made after  September 30, 1998, represent payment of interest  on Federal  Reserve 

notes outstanding.

The Consol idated Appropriat ions Act of 1999 (Publ ic Law 106-113, Sect ion 302) directed the Reserve Banks

to transfer to the U.S. Treasury addit ional surplus funds of $3,752 mil l ion during the federal  government’s

2000 f iscal  year.   The Reserve Banks wi l l  make this payment pr ior to September 30, 2000.

In the event of losses,  payments to the U.S. Treasury are suspended unti l  such losses are recovered through

subsequent earnings.  Weekly payments to the U.S. Treasury may vary s ignif icantly.

j .  Income and Cost Related to Treasury Services

The Bank is required by the Federal Reserve Act to serve as f iscal agent and depository of the United States.

By statute, the Department of the Treasury is permitted, but not required, to pay for these services.  The costs

of providing f iscal agency and depository services to the Treasury Department that have been bi l led but not

paid are immaterial  and included in “Other expenses.”

k. Taxes

The Reserve Banks are exempt from federal ,  state and local  taxes,  except for taxes on real  property,  which

are reported as a component of “Occupancy expense.“

4. U.S. GOVERNMENT AND FEDERAL AGENCY SECURITIES:

Secur i t ies  bought outr ight and held under agreements to resel l  are held in the SOMA at the FRBNY.  

An undiv ided interest  in SOMA act iv i ty,  with the except ion of secur i t ies  held under agreements to resel l  

and the re lated premiums, discounts and income, is  a l located to each Reserve Bank on a percentage bas is

der ived from an annual  sett lement of interdistr ict  c lear ings.   The sett lement,  performed in Apr i l  of  each

year,  equal izes Reserve Bank gold cert i f icate holdings to Federal  Reserve notes outstanding.  The Bank’s 

a l located share of SOMA balances was approximately 3.289% and 3.514% at December 31, 1999 and 

1998, respect ive ly.

The Bank’s a l located share of secur i t ies  held in the SOMA at December 31, that were bought outr ight,

were as fol lows ( in mi l l ions) :
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1999 1998

Par value:

Federal  agency $ 6 $ 12

U.S.  government:

Bi l l s 5,806 6,845

Notes 7,186 6,603

Bonds 2,730 2,441

Total  par value 15,728 15,901

Unamort ized premiums 299 259

Unaccreted discounts (109) (112)

Total al located to Bank $ 15,918 $ 16,048

Total  SOMA secur i t ies  bought outr ight were $483,902 mi l l ion and $456,667 mi l l ion at  December 31, 1999

and 1998, respect ive ly.

The matur i t ies  of U.S.  government and federal  agency secur i t ies  bought outr ight,  which were a l located to

the Bank at December 31, 1999, were as fol lows ( in mi l l ions) :

Par value

U.S. Government Federal Agency

Maturit ies of Securit ies Held Securit ies Obligations Total

Within 15 days    $ 152 $ $ 152

16 days to 90 days 3,024 1 3,025

91 days to 1 year 4,601 1 4,602

Over 1 year to 5 years 4,084 4,084

Over 5 years to 10 years 1,681 4 1,685

Over 10 years 2,180 2,180

Total $ 15,722 $ 6 $ 15,728

At December 31, 1999, and 1998, matched sale-purchase transact ions involv ing U.S.  government secu-

r i t ies  with par values of $39,182 mi l l ion and $20,927 mi l l ion,  respect ive ly,  were outstanding, of which 

$1,289 mi l l ion and $735 mi l l ion were a l located to the Bank.  Matched sale-purchase transact ions are 

general ly  overnight arrangements.
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5. INVESTMENTS DENOMINATED IN FOREIGN CURRENCIES:

The FRBNY, on behalf  of  the Reserve Banks,  holds foreign currency deposits  with foreign centra l  banks

and the Bank for Internat ional  Sett lements and invests  in foreign government debt instruments.   Foreign

government debt instruments held inc lude both secur i t ies  bought outr ight and secur i t ies  held under agree-

ments to resel l .   These investments are guaranteed as to pr inc ipal  and interest  by the foreign governments.

Each Reserve Bank is  a l located a share of fore ign-currency-denominated assets,  the re lated interest

income, and real ized and unreal ized foreign currency gains and losses,  with the except ion of unreal ized

gains and losses on F/X swaps and warehousing transact ions.   This  a l locat ion is  based on the rat io of each

Reserve Bank’s capita l  and surplus to aggregate capita l  and surplus at  the preceding December 31.  The

Bank’s a l located share of investments denominated in foreign currencies was approximately 2.028% and

2.333% at December 31, 1999 and 1998, respect ive ly.

The Bank’s a l located share of  investments denominated in foreign currencies,  va lued at current exchange

rates at  December 31, were as fol lows ( in mi l l ions) :

1999 1998

German Marks:

Foreign currency deposits $ - $ 244

Government debt instruments inc luding 

agreements to resel l - 55

European Union Euro:

Foreign currency deposits 88 -

Government debt instruments inc luding 51 - 

agreements to resel l

Japanese Yen:

Foreign currency deposits 7 16

Government debt instruments inc luding 

agreements to resel l 180 145

Accrued interest 1 2

Total $ 327 $ 462

Total  investments denominated in foreign currencies were $16,140 mi l l ion and $19,769 mi l l ion at

December 31, 1999 and 1998, respect ive ly.   The 1998 balance inc ludes $15 mi l l ion in unearned interest  

col lected on certa in foreign currency holdings that is  a l located sole ly  to the FRBNY.

47



FEDERAL RESERVE BANK OF ST. LOUIS

NOTES TO FINANCIAL STATEMENTS

The matur i t ies  of investments denominated in foreign currencies that were a l located to the Bank 

at December 31, 1999, were as fol lows ( in mi l l ions) :   

Matur i t ies  of Investments Denominated in Foreign Currencies

Within 1 year $ 306

Over 1 year to 5 years 10

Over 5 years to 10 years 11

Total $ 327

At December 31, 1999 and 1998, there were no open foreign exchange contracts or outstanding F/X swaps.

At December 31, 1999 and 1998, the warehousing faci l i ty was $5,000 mil l ion, with nothing outstanding.

6. BANK PREMISES AND EQUIPMENT:

A summary of bank premises and equipment at  December 31 is  as fol lows ( in mi l l ions) :

1999  1998

Bank premises and equipment:

Land $ 4 $ 3

Bui ld ings 34 31

Bui ld ing machinery and equipment 12 12

Construct ion in progress 1 1

Furniture and equipment 50 44

101 91

Accumulated depreciation (46) (40)

Bank premises and equipment, net $ 55 $ 51

7. COMMITMENTS AND CONTINGENCIES:

At December 31, 1999, the Bank was obl igated under noncancelable leases for premises and equipment
with terms ranging from 1 to approximately 4 years.   These leases provide for increased rentals  based upon
increases in real  estate taxes,  operat ing costs  or  se lected pr ice indices.

Rental  expense under operat ing leases for certa in operat ing fac i l i t ies ,  warehouses,  and data process ing
and off ice equipment ( inc luding taxes,  insurance and maintenance when inc luded in rent) ,  net of sublease
rentals ,  was $1 mi l l ion for the years ended December 31, 1999 and 1998, respect ive ly.   Certa in of the
Bank’s leases have opt ions to renew.

Under the Insurance Agreement of the Federal  Reserve Banks dated as of March 2,  1999, each of the
Reserve Banks has agreed to bear,  on a per inc ident bas is ,  a pro rata share of losses in excess of 1% of 
the capita l  paid- in of the c la iming Reserve Bank, up to 50% of the total  capita l  paid- in of a l l  Reserve Banks.
Losses are borne in the rat io that a Reserve Bank’s capita l  paid- in bears to the total  capita l  paid- in of a l l
Reserve Banks at  the beginning of the calendar year in which the loss is  shared.  No c la ims were outstand-
ing under such agreement at  December 31, 1999 or 1998.
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The Bank is involved in certain legal actions and claims aris ing in the ordinary course of business.  Although

it is diff icult to predict the ult imate outcome of these actions, in management’s opinion, based on discussions

with counsel,  the aforementioned l it igation and claims wil l  be resolved without material  adverse effect on the

financial posit ion or results of operations of the Bank.

8. RETIREMENT AND THRIFT PLANS:

Retirement Plans:

The Bank current ly  offers  two def ined benef i t  ret i rement plans to i ts  employees,  based on length of serv-

ice and level  of  compensat ion.   Substant ia l ly  a l l  of  the Bank’s employees part ic ipate in the Ret i rement P lan

for Employees of the Federal  Reserve System (“System Plan“) and the Benef i t  Equal izat ion Ret i rement P lan

(“BEP“).   The System Plan is  a mult i -employer plan with contr ibut ions ful ly  funded by part ic ipat ing employ-

ers.   No separate account ing is  maintained of assets contr ibuted by the part ic ipat ing employers.   The Bank’s

projected benef i t  obl igat ion and net pension costs  for the BEP at  December 31, 1999 and 1998, and for the

years then ended, are not mater ia l .

Thrift  Plan:

Employees of the Bank may a lso part ic ipate in the def ined contr ibut ion Thr i f t  P lan for Employees of the

Federal  Reserve System (“Thr i f t  P lan“).   The Bank’s Thr i f t  P lan contr ibut ions totaled $2 mi l l ion for the years

ended December 31, 1999 and 1998, respect ive ly,  and are reported as a component of “Salar ies and other

benef i ts .“ 

9. POSTRETIREMENT BENEFITS OTHER THAN PENSIONS AND POSTEMPLOYMENT BENEFITS:

Postretirement Benefits other than Pensions:

In addit ion to the Bank’s ret i rement plans,  employees who have met certa in age and length of serv ice

requirements are e l ig ib le for both medical  benef i ts  and l i fe insurance coverage dur ing ret i rement.

The Bank funds benefits payable under the medical  and l i fe insurance plans as due and, accordingly,  has no

plan assets.   Net postret irement benefit  cost is  actuarial ly determined using a January 1 measurement date.

Fol lowing is  a reconci l iat ion of beginning and ending balances of the benef i t  obl igat ion ( in mi l l ions) :

1999 1998

Accumulated postret i rement benef i t  obl igat ion at  January 1 $ 43.8 $ 38.6

Serv ice cost-benef i ts  earned dur ing the per iod 1.0 0.9

Interest  cost  of  accumulated benef i t  obl igat ion 2.6 2.6

Actuar ia l  (gain) (3.9) 3.0

Contr ibut ions by plan part ic ipants 0.1 0.2

Benef i ts  paid (1.7) (1.5)

Accumulated postretirement benefit  obligation at December 31 $ 41.9 $ 43.8
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Fol lowing is  a reconci l iat ion of the beginning and ending balance of the plan assets,  the unfunded postre-

t i rement benef i t  obl igat ion,  and the accrued postret i rement benef i t  cost  ( in mi l l ions) :

1999 1998

Fair  va lue of plan assets at  January 1 $ - $ -

Contr ibut ions by the employer 1.5 1.3

Contr ibut ions by plan part ic ipants 0.1 0.2

Benef i ts  paid (1.6) (1.5)

Fair value of plan assets at December 31 $ - $ -

Unfunded postret i rement benef i t  obl igat ion $ 41.9 $ 43.8

Unrecognized pr ior  serv ice cost 0.8 0.9

Unrecognized net actuar ia l  gain 4.1 0.1

Accrued postretirement benefit  cost $ 46.8 $ 44.8

Accrued postret i rement benef i t  cost  i s  reported as a component of “Accrued benef i t  cost .“

The weighted-average assumption used in developing the postret i rement benef i t  obl igat ion as of

December 31, 1999 and 1998 was 7.5% and 6.25%, respect ive ly.

For measurement purposes,  an 8.75% annual  rate of increase in the cost  of  covered health care benef i ts

was assumed for 2000.  Ult imately,  the health care cost  t rend rate is  expected to decrease gradual ly  to

5.50% by 2006, and remain at  that level  thereafter.

Assumed health care cost  t rend rates have a s ignif icant effect  on the amounts reported for health care

plans.   A one percentage point change in assumed health care cost  t rend rates would have the fol lowing

effects  for the year ended December 31, 1999 ( in mi l l ions) :  

1 Percentage 1 Percentage

Point Increase Point Decrease

Effect  on aggregate of serv ice and interest  cost $ 0.9 $ 0.7 

components of net per iodic postret i rement benef i t  cost

Effect  on accumulated postret i rement benef i t  obl igat ion 8.4 8.5
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The fol lowing is  a summary of the components of net per iodic postret i rement benef i t  cost  for  the years

ended December 31 ( in mi l l ions) :

1999 1998

Serv ice cost-benef i ts  earned dur ing the per iod $ 1.0 $ 0.8

Interest  cost  of  accumulated benef i t  obl igat ion 2.6 2.6

Amort izat ion of pr ior  serv ice cost  - -

Recognized net actuar ia l  loss - -

Net periodic postretirement benefit  cost $ 3.6 $ 3.4

Net per iodic postret i rement benef i t  cost  i s  reported as a component of “Salar ies and other benef i ts .“

Postemployment benefits:

The Bank offers  benef i ts  to former or inact ive employees.   Postemployment benef i t  costs  are actuar ia l ly

determined and inc lude the cost  of  medical  and dental  insurance,  surv ivor income, and disabi l i ty  benef i ts .

Costs were projected us ing the same discount rate and health care trend rates as were used for project ing

postret i rement costs .   The accrued postemployment benef i t  costs  recognized by the Bank at December 31,

1999 and 1998, were $4 mi l l ion and $3 mi l l ion,  respect ive ly.   This  cost  i s  inc luded as a component of

“Accrued benef i t  cost .“  Net per iodic postemployment benef i t  costs  inc luded in 1999 and 1998 operat ing

expenses were $1 mi l l ion,  for  each year.
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SUMMARY OF OPERATIONS

Summary of Key Operation Stat ist ics for Services Provided 

to Depository Inst i tut ions and the Treasury

Number of Items Dollar Amount

Thousands Mil l ions

1999 1998 1999 1998

Government Checks Processed 22,894 26,549 $ 22,100 $ 23,166

Postal  Money Orders Processed 225,853 212,691 29,118 28,469

Commercia l  Checks Processed 1,062,774 997,262 537,430 511,055

ACH Commercial Items Originated 155,877 148,700 279,070 268,435

Currency Processed 1,007,593 957,650 13,921 12,540

Funds Transfers 4,791,747 5,035,46 3,524,052 3,444,509

Loans to Depository Inst i tut ions 595 826 2,656 923

Transfer of Government Secur i t ies 137,644 164,870 851,898 381,857

Food Coupons Destroyed 55,915 98,546 282 504

Treasury Coupons Processed 3,051 3,308 1 1
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THE FEDERAL RESERVE BANK OF ST. LOUIS

411 Locust Street

Saint Louis, Missouri 63102

314.444.8444

LITTLE ROCK BRANCH

325 West Capitol Avenue

Little Rock, Arkansas 72201

501.324.8300

LOUISVILLE BRANCH

410 South Fifth Street

Louisville, Kentucky 40202

502.568.9200

MEMPHIS BRANCH

200 North Main Street

Memphis, Tennessee 38102

901.523.7171

THIS REPORT IS ALSO AVAILABLE ON THE 

INTERNET AT WWW.STLS.FRB.ORG.


