











FEDERAL RESERVE BANK OF ST. LOUIS
NOTES TO FINANCIAL STATEMENTS

NOTE 4

U.S. GOVERNMENT SECURITIES, SECURITIES PURCHASED UNDER
AGREEMENTS TO RESELL, SECURITIES SOLD UNDER AGREEMENTS
TO REPURCHASE, AND SECURITIES LENDING

The FRBNY, on behalf of the Reserve Banks, holds securities
bought outright in the SOMA. The Bank’s allocated share of
SOMA balances was approximately 3.196 percent and 3.177
percent at December 31, 2007 and 2006, respectively.

The Bank’s allocated share of U.S. Government securities, net,
held in the SOMA at December 31, was as follows (in millions):

2007 2006

Par value:

U.S. government:

Bills $ 7282 § 8,801
Notes 12,841 12,784
Bonds 3,548 3,162
Total par value 23,671 24,747
Unamortized premiums 255 277
Unaccreted discounts (95) (127)
Total allocated to the Bank $ 23831 $ 24,897

At December 31, 2007 and 2006, the fair value of the U.S. gov-
ernment securities allocated to the Bank, excluding accrued inter-
est, was $24,838 million and $25,287 million, respectively, as
determined by reference to quoted prices for identical securities.

The total of the U.S. government securities, net, held in the
SOMA was $745,629 million and $783,619 million at December
31, 2007 and 2006, respectively. At December 31, 2007 and
2006, the fair value of the U.S. government securities held in the
SOMA, excluding accrued interest, was $777,141 million and
$795,900 million, respectively, as determined by reference to
guoted prices for identical securities.

Although the fair value of security holdings can be substantially
greater or less than the recorded value at any point in time, these
unrealized gains or losses have no effect on the ability of the
Reserve Banks, as central bank, to meet their financial obligations
and responsibilities, and should not be misunderstood as repre-
senting a risk to the Reserve Banks, their shareholders, or the pub-
lic. The fair value is presented solely for informational purposes.
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Financial information related to securities purchased under
agreements to resell and securities sold under agreements to re-
purchase for the years ended December 31, 2007, was as follows
(in millions):

Securities Securities
Purchased under Sold under
agreements agreements
to resell to repurchase
Allocated to the Bank:
Contract amount outstanding,
end of year $ 1,486 $ 1,406
Weighted average amount
outstanding, during the year 1,121 1,114
Maximum month-end balance
outstanding, during the year 1,646 1,406
Securities pledged,
end of year 1,408
System total:
Contract amount outstanding,
end of year $ 46,500 $ 43,985
Weighted average amount
outstanding, during the year 35,073 34,846
Maximum month-end balance
outstanding, during the year 51,500 43,985
Securities pledged,
end of year 44,048

At December 31, 2006, the total contract amount of securities
sold under agreements to repurchase was $29,615 million, of
which $941 million was allocated to the Bank. The total par val-
ue of SOMA securities that were pledged for securities sold under
agreements to repurchase at December 31, 2006 was $29,676
million, of which $943 million was allocated to the Bank.

The contract amounts for securities purchased under agree-
ments to resell and securities sold under agreements to repur-
chase approximate fair value.
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The maturity distribution of U.S. government securities bought
outright, securities purchased under agreements to resell, and se-
curities sold under agreements to repurchase that were allocated
to the Bank at December 31, 2007, was as follows (in millions):

Securities
Purchased Securities
Under Sold Under
u.s. Agreements Agreements to
Government to Resell Repurchase
Securities (Contract (Contract
(Par value) amount) amount)
Within 15 days $ 872 $ 1,486 $ 1,406
16 days to 90 days 4,785
91 days to 1 year 4,867
Over 1 year to 5 years 7,689
Over 5 years to 10 years 2,619
Over 10 years 2,839
Total allocated
to the Bank $23,671 $ 1,486 $ 1,406

At December 31, 2007 and 2006, U.S. government securities
with par values of $16,649 million and $6,855 million, respec-
tively, were loaned from the SOMA, of which $532 million and
$218 million, respectively, were allocated to the Bank.

NOTE 5

INVESTMENTS DENOMINATED IN FOREIGN CURRENCIES

The FRBNY, on behalf of the Reserve Banks, holds foreign cur-
rency deposits with foreign central banks and with the Bank for
International Settlements and invests in foreign government debt
instruments. Foreign government debt instruments held include
both securities bought outright and securities purchased under
agreements to resell. These investments are guaranteed as to
principal and interest by the issuing foreign governments.

The Bank’s allocated share of investments denominated in
foreign currencies was approximately 1.085 percent and 1.089
percent at December 31, 2007 and 2006, respectively.

The Bank’s allocated share of investments denominated in
foreign currencies, including accrued interest, valued at foreign
currency market exchange rates at December 31, was as follows
(in millions):

2007 2006

Euro:

Foreign currency deposits $ 298 $ 68

Securities purchased under

agreements to resell 28 24

Government debt instruments 51 45
Japanese Yen:

Foreign currency deposits 30 28

Government debt instruments 62 58
Swiss franc:

Foreign currency deposits 44 -

Total allocated to the Bank $ 513 $ 223

At December 31, 2007, the total amount of foreign currency
deposits held under FX contracts was $24,381 million, of which
$264 million was allocated to the Bank. At December 31, 2006,
there were no open foreign exchange contracts.

At December 31, 2007 and 2006, the fair value of investments
denominated in foreign currencies, including accrued inter-
est, allocated to the Bank was $513 million and $222 million,
respectively. The fair value of government debt instruments was
determined by reference to quoted prices for identical securities.
The cost basis of foreign currency deposits and securities pur-
chased under agreements to resell, adjusted for accrued interest,
approximates fair value. Similar to the U.S. government securities
discussed in Note 4, unrealized gains or losses have no effect on
the ability of a Reserve Bank, as central bank, to meet its financial
obligations and responsibilities.

Total System investments denominated in foreign currencies
were $47,295 million and $20,482 million at December 31, 2007
and 2006, respectively. At December 31, 2007 and 2006, the
fair value of the total System investments denominated in foreign
currencies, including accrued interest, was $47,274 million and
$20,434 million, respectively.

The maturity distribution of investments denominated in for-
eign currencies that were allocated to the Bank at December 31,
2007, was as follows (in millions):

European Japanese Swiss

Euro Yen Franc Total
Within 15 days $ 54 § 32 - % 86
16 days to 90 days 251 4 44 299
91 days to 1 year 30 22 - 52
Over 1 year to 5 years 42 34 - 76

Total allocated

to the Bank $377 $ 92 $44 $513

At December 31, 2007 and 2006, the authorized warehousing
facility was $5,000 million with no balance outstanding.
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NOTE 6

BANK PREMISES, EQUIPMENT, AND SOFTWARE

Bank premises and equipment at December 31 was as
follows (in millions):

2007 2006
Bank premises and equipment:
Land $ 1 $ 11
Buildings 74 69
Building machinery
and equipment 20 18
Construction in progress 50 18
Furniture and equipment 40 43
Subtotal 195 159
Accumulated depreciation (68) (63)
Bank premises and equipment, net $127 96
Depreciation expense, for the
year ended December 31 $ 8 $ 8

The Bank leases space to outside tenants with lease terms of
less than one year. Rental income from such leases was immate-
rial for the years ended December 31, 2007, and 2006. Future
minimum payments under agreements in existence at December
31, 2007, were immaterial.

The Bank has capitalized software assets, net of amortization,
of $6 million and $8 million at December 31, 2007 and 2006,
respectively. Amortization expense was $3 million for each of the
years ended December 31, 2007 and 2006. Capitalized software
assets are reported as a component of “Other assets” and the
related amortization is reported as a component of “Other ex-
penses.” Software assets of $3 million were written off in 2006.
The majority of the write-offs were reimbursed by the Depart-
ment of the Treasury.

Assets impaired as a result of the Bank’s restructuring plan, as
discussed in Note 11, include check processing equipment. Asset
impairment losses of $2 million and $1 million for the periods
ending December 31, 2007 and 2006, respectively, were deter-
mined using fair values based on quoted market values or other
valuation techniques and are reported as a component of “Other
expenses.” The impairment loss for the period ending December
31, 2006, represents a further write down of the Little Rock facil-
ity, which was available for sale and reported as a component of
“Other assets.”

NOTE 7

COMMITMENTS AND CONTINGENCIES

At December 31, 2007, the Bank was obligated under noncan-
celable leases for premises and equipment with remaining terms
ranging from one to approximately three years. These leases
provide for increased rental payments based upon increases in
real estate taxes, operating costs, or selected price indices.
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Rental expense under operating leases for certain operating
facilities, warehouses, and data processing and office equipment
(including taxes, insurance and maintenance when included in
rent), net of sublease rentals, was $2 million for each of the years
ended December 31, 2007 and 2006. Certain of the Bank’s
leases have options to renew.

Future minimum rental payments under noncancelable
operating leases, net of sublease rentals, with remaining terms
of one year or more, at December 31, 2007 are as follows
(in thousands):

Operating
2008 $ 628
2009 535
2010 75
Future minimum rental payments $ 1,238

At December 31, 2007, there were no material unrecorded
unconditional purchase commitments or long-term obligations in
excess of one year.

At December 31, 2007, the Bank had commitments of ap-
proximately $15 million for the construction and acquisition of
additional building space at the St. Louis facility. Expected pay-
ments related to these commitments are $15 million for the year
ending December 31, 2008.

Under the Insurance Agreement of the Federal Reserve Banks,
each of the Reserve Banks has agreed to bear, on a per incident
basis, a pro rata share of losses in excess of one percent of the
capital paid-in of the claiming Reserve Bank, up to 50 percent of
the total capital paid-in of all Reserve Banks. Losses are borne
in the ratio of a Reserve Bank’s capital paid-in to the total capital
paid-in of all Reserve Banks at the beginning of the calendar year
in which the loss is shared. No claims were outstanding under
the agreement at December 31, 2007 or 2006.

The Bank is involved in certain legal actions and claims arising
in the ordinary course of business. Although it is difficult to
predict the ultimate outcome of these actions, in management’s
opinion, based on discussions with counsel, the aforementioned
litigation and claims will be resolved without material adverse ef-
fect on the financial position or results of operations of the Bank.

NOTE 8

RETIREMENT AND THRIFT PLANS

RETIREMENT PLANS

The Bank currently offers three defined benefit retirement plans to
its employees, based on length of service and level of compensation.
Substantially all of the Bank's employees participate in the Retire-
ment Plan for Employees of the Federal Reserve System (" System
Plan”). Employees at certain compensation levels participate in the
Benefit Equalization Retirement Plan (“BEP"”) and certain Reserve
Bank officers participate in the Supplemental Employee Retirement
Plan (“SERP").

The System Plan provides retirement benefits to employees of the
Federal Reserve Banks, the Board of Governors, and the Office of
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Employee Benefits of the Federal Reserve Employee Benefits System.

The FRBNY, on behalf of the System, recognizes the net asset and
costs associated with the System Plan in its financial statements.
Costs associated with the System Plan are not redistributed to other
participating employers.

The Bank’s projected benefit obligation, funded status, and
net pension expenses for the BEP and the SERP at December 31,

2007 and 2006, and for the years then ended, were not material.

THRIFT PLAN

Employees of the Bank may also participate in the defined con-
tribution Thrift Plan for Employees of the Federal Reserve System
(“Thrift Plan”). The Bank’s Thrift Plan contributions totaled $4
million and $3 million for the years ended December 31, 2007
and 2006, respectively, and are reported as a component of
“Salaries and other benefits” in the Statements of Income and
Comprehensive Income. The Bank matches employee contribu-
tions based on a specified formula. For the years ended Decem-
ber 31, 2007 and 2006, the Bank matched 80 percent on the
first 6 percent of employee contributions for employees with less
than five years of service and 100 percent on the first 6 percent
of employee contributions for employees with five or more years
of service.

NOTE 9

POSTRETIREMENT BENEFITS OTHER THAN PENSIONS AND
POSTEMPLOYMENT BENEFITS

POSTRETIREMENT BENEFITS OTHER THAN PENSIONS

In addition to the Bank’s retirement plans, employees who have
met certain age and length-of-service requirements are eligible
for both medical benefits and life insurance coverage during
retirement.

The Bank funds benefits payable under the medical and life
insurance plans as due and, accordingly, has no plan assets.

Following is a reconciliation of the beginning and ending bal-
ances of the benefit obligation (in millions):

2007 2006
Accumulated postretirement
benefit obligation at January 1 § 730 $ 662
Service cost-benefits earned during the period 2.6 1.7
Interest cost on accumulated benefit obligation 43 3.3
Net actuarial (gain) loss (1.7) 19.9
Curtailment gain (1.0 -
Contributions by plan participants 0.6 0.5
Benefits paid (4.4) (3.6)
Medicare Part D subsidies 0.3 0.3
Plan amendments - (15.3)
Accumulated postretirement
benefit obligation at December 31 $ 737 $ 73.0

At December 31, 2007 and 2006, the weighted-average
discount rate assumptions used in developing the postretire-
ment benefit obligation were 6.25 percent and 5.75 percent,
respectively.

Discount rates reflect yields available on high-quality corporate
bonds that would generate the cash flows necessary to pay the
plan’s benefits when due.

Following is a reconciliation of the beginning and ending bal-
ance of the plan assets, the unfunded postretirement benefit obli-
gation, and the accrued postretirement benefit costs (in millions):

2007 2006

Fair value of plan assets
at January 1 $ - $ -
Contributions by employer 3.5 2.8
Contributions by plan participants 0.6 0.5
Benefits paid, net of Medicare
Part D subsidies (4.1) (3.3)
Fair value of plan assets
at December 31 $ - $ -
Unfunded obligation and accrued
postretirement benefit cost $ 73.7 $ 73.0
Amounts included in accumulated

other comprehensive loss

are shown below:
Prior service cost $ 104 $ 151
Net actuarial loss (29.2) (36.3)
Deferred curtailment gain 1.1 -
Total accumulated other
comprehensive loss $(17.7) $(21.2)

Accrued postretirement benefit costs are reported as a compo-
nent of “Accrued benefit costs” in the Statements of Condition.

For measurement purposes, the assumed health care cost trend
rates at December 31 are as follows:

2007 2006
Health care cost trend
rate assumed for next year 8.00% 9.00%
Rate to which the cost trend
rate is assumed to decline
(the ultimate trend rate) 5.00% 5.00%
Year that the rate reaches
the ultimate trend rate 2013 2012
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Assumed health care cost trend rates have a significant effect
on the amounts reported for health care plans. A one percent-
age point change in assumed health care cost trend rates would
have the following effects for the year ended December 31, 2007
(in millions):

One Percentage
Point Increase

One Percentage
Point Decrease

Effect on aggregate of
service and interest cost
components of net periodic

postretirement benefit costs $ 0.7 $ (0.7)
Effect on accumulated

postretirement

benefit obligation 5.6 (5.9)

The following is a summary of the components of net periodic
postretirement benefit expense for the years ended December 31
(in millions):

terminated employment during 2007. A deferred curtailment
gain was recorded in 2007 as a component of accumulated other
comprehensive loss; the gain will be recognized in net income in
future years when the related employees terminate employment.

The Medicare Prescription Drug, Improvement and Moderniza-
tion Act of 2003 established a prescription drug benefit under
Medicare (“Medicare Part D”) and a federal subsidy to sponsors
of retiree health care benefit plans that provide benefits that are
at least actuarially equivalent to Medicare Part D. The benefits
provided under the Bank’s plan to certain participants are at least
actuarially equivalent to the Medicare Part D prescription drug
benefit. The estimated effects of the subsidy, retroactive to Janu-
ary 1, 2004, are reflected in actuarial gain in the accumulated
postretirement benefit obligation and net periodic postretirement
benefit expense.

There were no receipts of federal Medicare Part D subsidies in
the year ended December 31, 2006. Receipts in the year ending
December 31, 2007, related to benefits paid in the years ended
December 31, 2006 and 2007, were $0.3 million and $0.2 mil-
lion, respectively. Expected receipts in 2008, related to benefits
paid in the year ended December 31, 2007, are $0.1 million.

Following is a summary of expected postretirement benefit

2007 2006 s (i rliong)
ayments (in millions):

Service cost-benefits earned pay

during the period $ 26 $ 1.7

Interest cost on accumulated Without Subsidy With Subsidy
benefit obligation 4.3 33 2008 $ 43 $ 39
Amortization of prior service cost (3.4) (3.4) 2009 4.7 4.3
Amortization of net actuarial loss 4.2 2.3 2010 5.1 4.6

Total periodic expense 7.7 3.9 201 5.5 5.1
Curtailment gain (0.1) - 2012 59 54
Net periodic postretirement 2013-2017 33.8 30.2
benefit expense $ 7.6 $ 3.9 Total $ 59.3 $ 53.5
Estimateq amounts that will be POSTEMPLOYMENT BENEFITS

amortized from accumulated ) ) )

other comprehensive loss into The Bank offers benefits to former or inactive employees.

net periodic postretirement Postemployment benefit costs are actuarially determined using a

benefit expense in 2008 December 31 measurement date and include the cost of medical

are shown below: and dental insurance, survivor income, and disability benefits.

) . The accrued postemployment benefit costs recognized by the
Prior service cost 531 Bank at December 31, 2007 and 2006 were $5 million for each
Net actuarial loss 2.8 year. This cost is included as a component of “Accrued benefit
Total $(0.3) costs” in the Statements of Condition. Net periodic postem-

Net postretirement benefit costs are actuarially determined
using a January 1 measurement date. At January 1, 2007 and
2006, the weighted-average discount rate assumptions used to
determine net periodic postretirement benefit costs were 5.75
percent and 5.50 percent, respectively.

Net periodic postretirement benefit expense is reported as a
component of “Salaries and other benefits” in the Statements of
Income and Comprehensive Income.

A net curtailment gain was recognized in net income in the
year ended December 31, 2007 related to employees who
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ployment benefit expense included in 2007 and 2006 operating
expenses were $1 million and $213 thousand, respectively, and
are recorded as a component of “Salaries and other benefits” in
the Statements of Income and Comprehensive Income.
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NOTE 10

ACCUMULATED OTHER COMPREHENSIVE INCOME AND OTHER
COMPREHENSIVE INCOME

Following is a reconciliation of beginning and ending balances of
accumulated other comprehensive loss (in millions):

Amount Related
to Postretirement
Benefits other
than Pensions

Balance at January 1, 2006 $ -
Adjustment to initially apply
SFAS No. 158 (21)
Balance at December 31, 2006 $ (21)
Change in funded status of benefit plans:
Prior service costs arising during the year (1)
Net actuarial gain arising during the year 2
Deferred curtailment gain 1
Amortization of prior service cost 3)
Amortization of net actuarial loss 4

Change in funded status of benefit plans -
other comprehensive income 3

Balance at December 31, 2007 $ (18)

Additional detail regarding the classification of accumulated
other comprehensive loss is included in Note 9.
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NOTE 11

BUSINESS RESTRUCTURING CHARGES

In 2007, the Reserve Banks announced a restructuring initiative to align the check processing infrastructure and operations with declin-
ing check processing volumes. The new infrastructure will involve consolidation of operations into four regional Reserve Bank process-
ing sites in Philadelphia, Cleveland, Atlanta, and Dallas. Additional announcements in 2007 included restructuring plans associated
with the U.S. Treasury’s Collections and Cash Management Modernization initiative.

In 2006, the Bank announced restructuring plans related to additional consolidation and restructuring initiatives in the check adjust-
ment operations.

Following is a summary of financial information related to the restructuring plans (in millions):

2006 2007
Restructuring Restructuring
Plans Plans Total
Information related to restructuring plans
as of December 31, 2007:
Total expected costs related to restructuring activity $ 0.3 $ 4.6 $ 4.9
Estimated future costs related to restructuring activity - 1.1 1.1
Expected completion date 2007 2011
Reconciliation of liability balances:
Balance at January 1, 2006 $ - $ - $ -
Employee separation costs 0.4 - 0.4
Balance at December 31, 2006 $ 0.4 $ - $ 0.4
Employee separation costs - 3.5 3.5
Adjustments (0.1) - 0.1)
Payments (0.3) (0.1) (0.4)
Balance at December 31, 2007 $ - $ 3.4 $ 3.4

Employee separation costs are primarily severance costs for identified staff reductions associated with the announced restructuring
plans. Separation costs that are provided under terms of ongoing benefit arrangements are recorded based on the accumulated benefit
earned by the employee. Separation costs that are provided under the terms of one-time benefit arrangements are generally measured
based on the expected benefit as of the termination date and recorded ratably over the period to termination. Restructuring costs
related to employee separations are reported as a component of “Salaries and other benefits” in the Statements of Income.

Adjustments to the accrued liability are primarily due to changes in the estimated restructuring costs and are shown as a component
of the appropriate expense category in the Statements of Income.

Restructuring costs associated with the impairment of certain Bank assets, including software, buildings, leasehold improvements,
furniture, and equipment, are discussed in Note 6.

Costs associated with enhanced pension benefits for all Reserve Banks are recorded on the books of the FRBNY as discussed in Note 8.

64 | FEDERAL RESERVE BANK OF ST. LOUIS



NOTE 12

SUBSEQUENT EVENTS

In March 2008, the Board of Governors announced several
initiatives to address liquidity pressures in funding markets and
promote financial stability, including increasing the Term Auction
Facility (see Note 3b) to $100 billion and initiating a series of term
repurchase transactions (see Notes 3d and 4) that may cumulate
to $100 billion. In addition, the Reserve Banks' securities lending
program (see Notes 3d and 4) was expanded to lend up to $200
billion of Treasury securities to primary dealers for a term of 28
days, secured by federal agency debt, federal agency residential
mortgage-backed securities, agency collateralized mortgage
obligations, non-agency AAA/Aaa-rated private-label residential
mortgage-backed securities, and AAA/Aaa-rated commercial
mortgage-backed securities. The FOMC also authorized increases
in its existing temporary reciprocal currency arrangements (see
Notes 3e and 5) with specific foreign central banks. These
initiatives will affect 2008 activity related to loans to depository
institutions, securities purchased under agreements to resell, U.S.
government securities, net, and investments denominated in
foreign currencies, as well as income and expenses. The effects
of the initiatives do not require adjustment to the amounts
recorded as of December 31, 2007.

The facility in Little Rock, including associated furnishings, was
sold for $4 million on March 11, 2008.
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