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April 28,1978

To Officers Officers Bulletin #03283

From Terrence J. Checki, Subject: Meeting of Performance

Secretary Review Committee of the
Retirement Plan

The Performance Review Committee of the Retirement Plan will meet

at this Bank on Tuesday, May 2, in the Board Room on the tenth floor, begin—

ning at 9:00 a.m. Those persons expected to attend are:

Performance Review Committee

Frank E. Morris, Chairman 
President, Federal Reserve Bank of Boston

Philip E. Coldwell
Member, Board of Governors

Monroe Kimbrel
President, Federal Reserve Bank of Atlanta

Robert P. Mayo
President, Federal Reserve Bank of Chicago

Thomas M. Tien

Others 

Jerry Silber
Personnel Analyst, Board of Governors

Martin W. Bergin
Executive Secretary, Federal Reserve Employee Benefits System

W. William Baumgardt
Associate Treasurer, Federal Reserve Employee Benefits System

Bob S. Bury
Associate Treasurer, Federal Reserve Employee Benefits System

Paul Meek

If you wish to reach any of the attendees on the day of the meeting,

call Extension 5749.
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Mr. Volc:Icor (3) MJ1

To: Members of the Retirement and Thrift Plans

From: Jane L. Detra, Elected Member of the Administrative
Board of the Retirement and Thrift Plans

Subject: Annual Report

This is my third annual report as your elected repre-
sentative on the Administrative Board of the Retirement and
Thrift Plans. As you may know, that Board is responsible for
the general administration of the Retirement and Thrift Plan
benefits of all Federal Reserve employees, which benefits
account for a substantial share of all your fringe benefits.
The Board is composed of one elected member from each Reserve
Bank and the staff of the Board of Governors, the President of
each Reserve Bank, and one member of the Board of Governors.
The full Administrative Board meets once a year, usually in
July. During the remainder of the year, an Executive Committee
administers the Plans; this Bank does not have a representative
on that Committee at present.

Review of 1977

1, Retirement Plan

With respect to the Retirement Plan, the only signifi-
cant news to report is that the Administrative Board continued
its practice of the past nine years of voting a cost of livin4
supplement for retirees. During 1977, a supplement of three
percent was voted, to be effective January 1, 1978 for eligible
retirees who retired before January 1977. Eligible retirees who
retired during the first six months of 1977 were granted a supple-
ment amounting to two percent.

While it is encouraging to note that a supplement
has been voted for each of the past nine years, the supple-
ment voted for 1978 is not as generous as prior supplements
when compared to the previous year's increase in the cost of
living as measured by the Consumer Price Index ("CPI"). Listed
below are the supplements granted for the past nine years under
the Plan and the previous year's increase in the CPI:

Year

Supplements
Voted for

Retirees Pensions

Changes In
Consumer Price Index

for Prior Year
(December - December)

Supplement as
Percent of Prior
Year's Consumer

Price Index Change

1970 7.0% 6.1% 115%
1971 5.0 5.5 91
1972 4.0 3.4 118
1973 5.0 3.4 147
1974 6.0 8.8 68
1975 8.0 12.2 66
1976 5.0 7.0 71
1977 3.0 4.8 63
1978 3.0 6.8 44
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As the data indicate, the most recent supplements, when com-

pared to the previous years' CPI increases, have been substan-

tially lower than prior years' supplements. For that reason,

I voted to disapprove last year's proposed supplement of three

percent and recommended, instead, a four percent supplement.

Notwithstanding, the three percent supplement was approved by

the Administrative Board by a vote of 22 to 4.

While I am concerned by this decline in the level of

supplements, cost of living pension supplements are not generally

provided in the private banking community. In contrast, retirees

from the Federal Government and the Board of Governors receive

automatic supplements to their pensions equal to or slightly

greater than the previous year's increase in the CPI. Senior

management at this Bank has supported the recent decline in

pension supplements, in part, because of their view that con-

tinuing the level of prior years' supplements would eventually

adversely impact on the level of merit increases to active

employees.

A number of employees have expressed interest in

the status of two possible changes in the Retirement Plan:

(1) efforts to change from five to three the number of years

of an employee's highest salary used for calculating an

employee's •pension and (2) efforts to reduce the vesting

requirements from ten to five years. While such changes do

not appear likely to be implemented in the near future, some

Administrative Board members are continuing to work for them.

2. Thrift Plan

Assets in the fixed income portion of the Thrift Plan

are invested under a number of different contracts scheduled to

mature in different years. A portion of those assets matured

on December 31, 1977 and were immediately reinvested. Due to

less favorable market conditions at that time, the rate of

return on the fixed income fund dropped from 9.2 percent to

slightly less than 8.9 percent. The Performance Review Com-

mittee of the Administrative Board, which has responsibility

for investing Thrift Plan assets, appeared diligent in trying

to obtain the highest rate of return for Thrift Plan assets.

3. Our benefits as compared to the benefits of other

companies and the Board of Governors

Hewitt Associates, a consulting firm with expertise

in the area of employee benefits, has been retained by the

Administrative Board for the past three years to review the

Federal Reserve System's fringe benefits as compared to 12

major United States banks and 20 major United States industrial

corporations. The Hewitt study showed that in 1975 the System's

total security benefits (including pension, thrift, disability,

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



NIMMEIMM. 

3

•
life insurance and medical benefits) ranked between 7th and
8th position out of the 12 major banks. By 1977, the System's
security benefits had slipped to between 8th and 9th out of the
12. In contrast, in 1975 the System's benefits ranked between
3rd and 4th position out of the 20 major industrial corporations,
while in 1977 the System's benefits ranked between 4th and 5th
out of the 20. While the System's benefits compare quite
favorably to those of the 20 major industrial corporations,
salaries paid by banks may not be as high, in general, as the
salaries paid by industrial corporations.

Overall, the Hewitt studies indicate that the System's
package of fringe benefits includes a pension plan that is much
better than most private companies' plans and a thrift plan that
is much less generous than most private companies' plans. Also,
the System's medical plan is somewhat less than competitive, the
disability plans are somewhat better than competitive and the
life insurance plans are roughly competitive.

In addition, Hewitt Associates was also asked in 1977
to compare the benefits of the Board of Governors with the Reserve
Banks. The conclusions reached by Hewitt are quoted below:

II 0 Despite substantial differences in their components, benefits
(with pension supplements) under the Board Plan and the Bank
Plan (including Social Security) are about equal in total value.
Board values relative to the Banks' are highly sensitive to
changes in price level assumptions.

O Without pension supplements under the three Plans, Board bene-
fits have a value about four percent less than the Banks'.

O Board employees contribute more toward their benefits than
employees at the Banks, although the difference is small at
the populated salary levels equivalent to the Social Security
wage base.

O Benefits before retirement are slightly more valuable at the
Banks. Benefits after retirement are somewhat more valuable
at the Board."

Outlook for 1978

1. Triennial Review

Under the present organization of the Plans, a major
review is undertaken every three years to determine if changes
should be made. This review is referred to as the "triennial
review" and will occur in 1978. A Committee has been appointed,
with E. Gerald Corrigan of this Bank as a member. (Mr. Corrigan
is in charge of this Bank's Personnel Function, as well as the
Planning and Control, and Systems Development Functions.) The
Committee is expected to recommend changes, if any, to the
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Administrative Board at its meeting next July. As of this date,
there is no information available concerning what changes might
be recommended, but I will be writing to the Committee suggesting
a number of ways to improve the benefits that are currently of
interest to the employees of this Bank. The Committee will be
using the 1978 Hewitt study, which is not yet available.

2. Reorganization of Benefits System

Another matter of interest during 1978 will be the
outcome of a proposal by the Conference of Presidents to re-
organize the structure of the Benefits System. Under the
reorganization, as presently conceived, the existing Adminis-
trative Board would be replaced by a System Committee on
Employee Benefits composed of three Governors and two Reserve
Bank Presidents. While other System and Reserve Bank groups
would become responsible for certain aspects of the adminis-
tration of the Plans, the role of the elected members would
be reduced to an advisory role.

At present, the elected members, along with the other
members of the Administrative Board, have the authority to vote
on changes in benefits. Any increase in benefits approved by
the Administrative Board must be ratified by the Board of
Governors. Most of the Presidents and some of the members of
the Board of Governors appear to view the voting authority of
the Administrative Board as undesirable because they believe it
gives the appearance of a conflict of interest in that the Presi-
dents and elected members are determining their own benefits.

The proposed reorganization would effectively
eliminate the oversight role of the elected members, and I do
not favor it. In my view, the elected members have a proper
role in at least ensuring that the assets held in trust for
them under the terms of the Thrift and Retirement Plans are
properly and safely maintained. While that view is shared
by some other members of the Administrative Board, it appears
unlikely to prevail.

Although on balance I do not favor the proposed
reorganization, it may provide some benefits to Reserve Bank
employees. Under the proposed reorganization, the senior
personnel officers of the Reserve Banks would have a major
responsibility for recommending changes in benefits. I would
predict that recommendations put forth by those senior officers
would carry more weight with the Board of Governors and the
Reserve Bank Presidents than recommendations of elected members.
Accordingly, any recommendations such senior officers might
propose would probably stand a better chance of being approved
than recommendations put forth in the past by the elected members
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Conclusion

The budgetary constraints facing the Federal Reserve
System apparently are beginning to have an effect on the fringe
benefits provided to employees. While the overall package is
adequate, it has not been keeping pace with the changes in many
other companies' packages. Hopefully, the actions of the
Triennial Review Committee will help change that trend.

If you have any questions on this report or wish
to discuss it with me, please call me (791-5219).

aYao

MARCH 27, 1978
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W.T. 67.3 (12/76) INCOMING PRIVATE WIRE - FRBNY

211062 130.

012

1977

MORRIS, HARRIS, VOLCKER, DETRA, TIMLEN, MEEK, EASTBURN, KIEL, WINN, KELLY,

BLACK, VIVERETTE, KIMBREL, HONEA, MAYO, STOJETZ, DOYL, ROOS, ORF, WILLES,

HEIBER, GUFFEY, BECHTER, BAUGHMAN, RUST, BALLES, FRANZEL:WILLIAMS, COLDWELL,

HART, SHERMAN, ALLISON, JACKSON, LILLY, FARNSWORTH

THANK YOU FOR YOUR VOTES ON THE PROPOSED 3 PERCENT SUPPLEMENT FOR 1978.

THE PROPOSAL CARRIED BY A VOTE OF 22 TO 4. I HAVE. REPORTED TO THE BOARD OF

GOVERNOPS TODAY THE RESULTS OF THE VOTE AND ASKED FOR THEIR APPROVAL OF THE

AMENDMENT TO THE

PLAN.

BECAUSE OF THE CONSEQUENT REVISION OF THE AMOUNT PREVIOUSLY BUDGETED

FOR THE SUPPLEMENT, PRESIDENTS SHOULD FURNISH THEIR BUDGET OFFICERS WITH

A COPY OF ENCLOSURE 2 TO MY LETTER OF OCTOBER 21, 1977.

MART•IN N. BERGIN/NY

RECEIVED

NO.v. - 1977
P. A. V.,

ANSWERED 
ATTENDED "1-0 

11011244 BA005 0036*015496 V1IAA*11011245#BA019 0070
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FEDERAL RESERVE EMPLOYEE BENEFITS SYSTEM

33 Liberty Street. New York. N.Y. 10045. (212) 791-5700

October 31, 1977

To Members of the Administrative Board:

Effective November 2, W. William Baumgardt is joining our Office of
Employee Benefits in anticipation of the retirement in September 1978 of
Bob S. Bury, Associate Treasurer.

When he joins the Office we should like Mr. Baumgardt also to serve
as Associate Treasurer. Accordingly, with the concurrence of the Executive
Committee, I should like to reco=end that you take action under Section 3.1
of the By-Laws of the Retirement Plan to appoint Mr. Baumgardt an officer of
the Plan with the title of Associate Treasurer.

I will take such vote to apply to the Retirement, Thrift, Long Term
Disability, and Insurance Plans.

For the past two years, Mr. Baumgardt has been on leave of absence
as an officer of the Federal Reserve 3ank of New York to serve as Senior
Internal Auditor with the United Nations Children's Fund (UNICEF). For the
two years before serving with the United Nations, Mr. Baumgardt was Manager
in the Auditing Department of the Bank. Attached is a copy of Mr. Baumgardt's
resume-.

Would you please indicate on the attached copy of this letter whether
you approve the appointment of Mr. Baumgardt as Associate Treasurer of the Plans,
effective November 2, 1977.

Enclosures

RECEIVED

NOV - 11977
P. A. V.

ANSWERED 

ATTENDED TO 

Sincerely,

Martin W. Bergin
Executive Secretary
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FEDERAL RESERVE EMPLOYEE BENEFITS SYSTEM

• 33 Liberty Street. New York. N.Y. 10045. (212) 791-5700

October 31, 1977

To Members of the Administrative Board:

Effective November 2, W. William Baumgardt is joining our Office of
Employee Benefits in anticipation of the retirement in September 1978 of
Bob S. Bury, Associate Treasurer.

When he joins the Office we should like Mr. Baumgardt also to serve
as Associate Treasurer. Accordingly, with the concurrence of the Executive
Committee, I should like to recommend that you take action under Section 3.1
of the By-Laws of the Retirement Plan to appoint Mr. Baumgardt an officer of
the Plan with the title of Associate Treasurer.

I will take such vote to apply to the Retirement, Thrift, Long Term
Disability, and Insurance Plans.

For the past two years, Mr. Baumgardt has been on leave of absence
as an officer of the Federal Reserve Bank of New York to serve as Senior
Internal Auditor with the United Nations Children's Fund (UNICEF). For the
two years before serving with the United Nations, Mr. Baumgardt was Manager
in the Auditing Department of the Bank. Attached is a copy of Mr. Baumgardt's
resum6.

Would you please indicate on the attached copy of this letter whether
you approve the appointment of lir. Baumgardt as Associate Treasurer of the Plans,
effective November 2, 1977.

Sincerely,

Martin W. Bergin
Executive Secretary

Enclosures

I hereby approve (disapprove) the appointment of W. William Baumgardt as an

officer of the Plan with the title of Associate Treasurer, effective November 2, 1977.

Date Member, Administrative Board
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FEDERAL RESERVE EMPLOYEE BENEFITS SYSTEM

October 28, 1977

To the Members of the Administrative Board:

Following are the results of this year's scheduled elections of

members of the Administrative Board of the Retirement Plan:

Bank Elected Member 

Philadelphia Julianne S. Keller

(succeeding Alan L. Kiel)

Kansas City Dan M. Bechter (re-elected)

Dallas Thomas A. McMillen

(succeeding Thomas H. Rust)

The reverse side of this memorandum contains a list of the members

of the Administrative Board as it is constituted beginning November 1.

Martin W. Bergin

Executive Secretary

RECEIVED

kuv - I 1977

P. A. V.

ANSWERED 

ATTENDED TO 

(Over)
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FEDERAL RESERVE EMPLOYEE BENEFITS SYSTEM

ADMINISTRATIVE BOARD

November 1977 

FEDERAL RESERVE

BANK OF:

BOSTON

NEW YORK

PHILADELPHIA

CLEVELAND

RICHMOND

ATLANTA

CHICAGO

ST. LOUIS

MINNEAPOLIS

KANSAS CITY

DALLAS

SAN FRANCISCO

BOARD OF GOVERNORS

ELECTED 

George H. Harris

(Senior Admin. Asst.,

Money Department)

Jane L. Detra (Asst.

Secretary & Asst. Counsel)

Julianne S. Keller

(Secretary to

Vice President)

James D. Kelly

(Assistant Federal

Reserve Agent)

Joseph F. Viverette

(Vice President)

Hiram J. Honea

(Vice President,

Birmingham Branch)

Adolph J. Stojetz

(Vice President)

Eugene F. Orf

(Vice President)

Richard C. Heiber

(Assistant Vice President)

Dan M. Bechter

(Research Officer and

Economist)

Thomas A. McMillen

(Manager, Personnel Dept.)

H. Peter Franzel

(Assistant Vice President,

Branch Operations)

Janet 0. Hart

(Director, Division of

Consumer Affairs)

EX OFFICIO 

Frank E. Morris

Ernest T. Baughman

John J. Bal•les

Philip E. Coldwell

•
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Date 9/27/77

• REFERRED FOR ATTENTION
TO MR. Thieke

This copy for Copies have been
Information of sent to  

v/Mr. Volcker
Mr. Timlen
Mr. A. R. Holmes
Mr. Guy
Mr. Henderson
Mr. Piderit
Mr. Sloane
Mr. Sternlight
Mr. Aston
Mr. Bakstansky
Mr. Braun
Mr. Corrigan
Mr. Davis 
Mr. Ege
Mr. Feldberg 
Mr. Fousek 
Mr. Gray 
Miss Greene

Mr. Irwin
Mr. Lloyd
Mr. Meek
Mr. Oltman 
Mr. Pardee 
Mr. Powers
Mr. Puckett
Ms. Riegger 
Mr. Smedley 

Mr. Whiteman
Mr. Willey
Mr. Keane 
Mr. Thieke
Mr. Checki 
Ms. Detra 
Mr. Flanagan

___Mr. Rooney 
Correspondence Files
Mr. Bergin

9/77
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM
WASHINGTON, O. C. 20551

./ziai.REs•

B436

ADDRESS OFFICIAL CORRESPONDENCE

TO THE BOARD

September 23, 1977

:RECEIVED

SEP 2'7 Vt-
p.

ATTEND4).

This letter supersedes the Board's letter to the Chairmen of

the -Federal Reserve Banks dated June 11, 1970, regarding the terms of

an agreement that the Board is prepared to approve between a Federal

Reserve Bank and a president who, because of attained age at the time
of employment, cannot derive a career benefit under the Retirement
Plan for Employees of the Federal Reserve System.

The enclosed revised form of agreement sets forth the
conditions for a guaranteed minimum total allowance upon retirement
at age 65. The allowance would consist of two parts, (a) the customary
Retirement Plan pension to which the individual would be entitled
upon attainment of age 65 and (b) a lifetime contract payment to be
made by the employing Reserve Bank directly to the individual beginning

upon retirement after completion of 10 or more years of service as
S resident, such contract payment together with the aforementioned
pension to provide an age-65 benefit of 40 per cent of final average
salary (before conversion under a survivorship or other option).
Final average salary will be as defined in the provisions of the
Retirement Plan at that time.

The age-65 retirement provisions of the revised form of
agreement differ in three substantive respects from those contained
in the form used for several years past. First, a minimum of 10 years
of service as President will be required in agreements executed
hereafter, whereas the prior form required 10 years of creditable
service under the Retirement Plan. Second, the Board has eliminated
frS m future agreements a requirement inserted in June of 1970 for
reducing the 40 per cent guarantee by half of the age-65 Social
Security entitlement of the retiring president. Third, future
agreements will permit a retiring president to elect to receive

To be listed on 
Schedule A

for directors' 
meetpg,of

id)//./ For 
Secretary
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from the Reserve Bank a reduced monthly payment of equivalent

acturial value if he wishes to provide his spouse with a lifetime
benefit in the event he predeceases her.

The first of these changes makes the agreement potentially
somewhat less attractive in the event a newly hired president has had
prior service in a Reserve Bank, but in most cases it would have a
neutral effect. Such an individual would, of course, be entitled to
recover credit under the pension plan for the prior System service in
accordance with Retirement Plan rules then in effect.

As to the second change, the deleted clause had been
incorporated into the agreement form shortly after the Retirement
Plan adopted an "offset" technique for integrating Reserve Bank
pensions with Social Security benefits. This offset procedure was
discontinued by the Retirement Plan at the end of 1972, and the
Board has decided to discontinue use of such an offset in agreements
with presidents entered into hereafter, since the reason for its
inclusion in 1970 was that the Retirement Plan was then using that
particular technique. With removal of this offset, an agreement
executed hereafter will again be a straightforward arrangement
assuring a combined pension-contract benefit equal to 40 per cent
of final average salary at age-65 retirement.

The third substantive change--addition of a survivorship
option--reflects a careful reconsideration of the terms of these
deferred compensation agreements as originated in the early 1950's.
At that time the form of agreement was reviewed by the Commissioner
of Internal Revenue who gave assurance that the qualified status of
our Retirement Plan for tax benefits would not be endangered by a
separate agreement having the terms then proposed for a lifetime
payment to a named individual if such agreement was made and im-
plemented entirely outside the Retirement Plan. The Board has been
aware that an individual being sought for president of a Reserve Bank
might desire to provide for a surviving spouse, and it also is aware
that in private industry agreements of this type sometimes provide
such a benefit. In concluding that agreements executed hereafter may
include this option, the Board feels that their aid in recruiting
Bank president candidates will be somewhat enhanced.

Although the basic contract form relates only to a
president retiring at age 65, consideration may be given to providing
an early retirement benefit under certain conditions. The Board
believes that the need for such an early retirement option will be
rare, and if it does arise the matter would be one for negotiation
at the time the Board is considering the proposed appointment. No
specific language is suggested for such an agreement, but it would
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include provisions that the individual serve not less than 10 years
as president and that the early retirement option would become
available no earlier than age 60. Both the total amount of the
guarantee and the contract payment by the Bank would be reduced
below that payable at -age 65. The pension portion paid by the
Retirement Plan would, of course, be reduced by whatever is
required under the then current provisions of that Plan; and the
payment to be made by the Reserve Bank outside the Retirement Plan
would be reduced to such amount as would make the aggregate guarantee
at early retirement of equivalent actuarial value to 40 per cent of
final average salary if the individual were in fact age 65. In any
discussion of an early retirement contract, it should also be borne
in mind that while payment of a pension under the Retirement Plan
may be deferred until age 65, a contract payment to be made by the
Bank directly to the retiring president would begin upon the actual
date of retirement at the reduced rate determined on the basis of
the interest rate, mortality data, and other factors used by the
actuary for calculating an actuarially equivalent value under the
Retirement Plan.

A minimum of 10 years of service as president is a basic
requirement for any of these contracts. There could be an instance,
however, that the best available candidate for president could not,
because of his age, complete 10 years of service before reaching the
normal retirement age of 65. The Board will consider the negotiation
of a contract with such an individual if his age would permit at least
5 years of service as president. In the event appointment of such an
individual is approved, the basis for the age-65 guarantee will be
reduced from 40 per cent of final average salary by one percentage
point for each half-year, or fraction thereof, by which actual
service would fall short of 10 years. For example, an individual
hired as president at age 59 years 7 months would be guaranteed on
completion of 5 years 5 months service in that position a bank payment
sufficient to provide, with pension, a total of 30 per cent of final
average salary. No agreement providing a contract payment in the
event of resignation prior to age 65 would be available in such a
case, and it should be noted that the Retirement Plan pension vests
only at age 65 unless the retiree has had 10 or more years of
creditable service.

Sincerely yours,

Theodore E. Allison
Secretary

Enclosure

TO THE CHAIRMEN OF ALL FEDERAL RESERVE BANKS
COPIES TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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AGREEMENT 

WHEREAS, [Name of Bank] (the "Bank") desires to assure

itself of the services of   as its President and said  

desires to serve in such capacity.

NOW, THEREFORE, in consideration of the mutual promises

herein contained, the parties hereby agree as follows:

1. shall serve as President of the Bank at a

salary rate of $   per annum for the period ending December 31,

19 and thereafter during his service as President his salary shall

be established at a rate to be determined from time to time in

accordance with applicable law.

2. If shall retire as President of the Bank after

attaining age 65, and after serving as President of the Bank for at

least 10 years, the Bank shall pay to him after such retirement and

during his lifetime an annual amount (the "Supplemental Benefit")

which, when added to his annual normal retirement pension under the

Retirement Plan for Employees of the Federal Reserve System (the "Retire-

ment Plan") before conversion to an optional method of payment there-

under, equals 40 per cent of his final average salary as defined under

the provisions of the Retirement Plan as in effect at the time of his

retirement. The Supplemental Benefit shall be payable in equal monthly

installments with the first payment due on the last day of the month

coincident with or next following  retirement.

3. In lieu of receiving the Supplemental Benefit,

may elect to receive the actuarial equivalent of his Supplemental

Benefit in the form of a joint and survivor benefit whereby a reduced
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monthly payment shall be paid to   for life and a survivor

benefit equal to one half of the joint benefit (or a different

proportion as   shall elect) shall be paid to his surviving

spouse, if any, for the life of such spouse. Any election by  

under this Paragraph 3 must be made prior to his retirement and shall

be irrevocable after his retirement.

4. All payments of the Supplemental Benefit shall be paid

in cash from the general funds of the Bank and no special. or separate

fund shall be established and no segregation of assets shall be made

to assure payment of such Supplemental Benefit. Nothing contained in

this Agreement, and no action taken pursuant to its provisions, shall

create or be construed to create a trust of any kind, nor a fiduciary

relationship between the Bank and   or any other person. To

the extent that any person acquires a right to receive payments from

the Bank under this Agreement, such right shall be no greater than the

right of an unsecured creditor of the Bank.

5. The Board of Governors of the Federal Reserve

System shall have responsibility for the interpretation of this

Agreement including determinations of the amount of benefits payable

in the event of dispute. Any determination or interpretation of said

Board with respect to this Agreement shall be final, binding, and

conclusive on all persons.

6. Any benefit payable under this Agreement shall not be

deemed salary or other compensation to   for the purpose of
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computing benefits to which he may be entitled under the Retirement

Plan or any other arrangement of the Bank for the benefit of its

employees.

7. Except insofar as may otherwise be required by law,

no amount payable at any time under this Agreement shall be subject

in any manner to alienation by anticipation, sale, transfer, assignment,

bankruptcy, pledge, attachment, charge, or encumbrance of any kind.

8. This Agreement represents the entire agreement between

the parties with respect to the subject matter hereof, and may not

be amended or modified except by a written agreement signed by the

parties hereto.

9. The provisions of this Agreement shall be subject to

the approval of the Board of Governors of the Federal Reserve System.

This Agreement does not obligate  to remain as an officer

of the Bank, and does not constitute an Agreement by the Bank or the

Board of Governors of the Federal Reserve System that he will continue

in such capacity; it does not obligate the Bank to appoint, reappoint,

or continue him as an officer nor does it obligate the Board of

Governors of the Federal Reserve System to approve his appointment

or reappointment or, his compensation.
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TN WITNESS WHEREOF, the parties have executed this Agreement

in triplicate originals, this  day of , 19

Attest:

Secretary

(President)

FEDERAL RESERVE BANK OF

By 
Chairman of the Board of Directors

The above Agreement has been approved by the Board of
Governors of the Federal Reserve System. In witness whereof the
seal of said Board is attached and its Secretary has affixed his
signature. Dated at Washington, D.C., this  day of

, 19

Secretary
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cc: \Mr.  Volcker

Mr. Timlen
FEDERAL RESERVE BANK OF NEW YORK

NEW YORK, N.Y. 10045

AREA CODE 212 791-6159

E. GERALD CORRIGAN
VICE PRESIDENT

July 28, 1977

Mr. James F. Gaylord
Chairman
Subcommittee on Personnel
Federal Reserve Bank of Philadelphia
100 North 6th Street
Philadelphia, Pennsylvania 19105

Dear Jim:

I understand that in connection with the meeting of the
Administrative Board of the Retirement System last week there was
some discussion about a January 1978 cost-of-living supplement
for retirees, and at least for the moment, preliminary planning
is being directed at a 4 percent supplement.

I am writing to you as Chairman of the Subcommittee
on Personnel to raise some basic questions I have in this area in
the hope that the Subcommittee may be able to play a role in
airing of these issues. I want to add at the outset, that the
views I am expressing are my own and at least at this time do not
necessarily reflect the views of the Federal Reserve Bank of
New York.

On the basis of some Quick arithmetic, it appears to me
that a 4 percent supplement for retirees in 1978 will involve a
Systemwide expenditure of $8 to $9 million. Here at the Federal
Reserve Bank of New York the costs will be in the area of $2.5
million and would—other things being equal—involve a 1.6
percentage point increase in our total expenses in 1978. To my
knowledge, no explicit allowance for such a retirees supplement
was made in the process of deriving the Systemwide budget
objectives calling for limiting the rise in total expenses to a
range of 5.5 to 7.5 percent.
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I for one am troubled by this situation. In saying this

I know I run the risk of challenging a "sacred cow". But, it seems

to me that apart from the narrow issue of budget performance and

guidelines, there are some underlying issues here that need

attention. For example, the $2.5 million cost of the supplement

at this Bank is well in excess of 50 percent of the amount

allocated to our employees' merit salary increase program--a compari-

son that I find particularly awkward in a context in which I, at

least, feel a great deal more is being asked and received from all of

our current employees. Similarly, there is a real question in my

mind as to whether we are getting any significant "payback" from the

supplements. It is, for example, my impression that the vast

majority of our current employees may not even know of the existence

of the supplements and for many of those who do, the prospective

supplements are so remote that they probably are not even considered

a "benefit".

In taking this position, I know that many of the Presidents

(perhaps including Paul Volcker) feel that the supplements are a

useful and important component in our overall benefit package and

in the final analysis are the element in the package that preserves

essential comparability with our marketplace with competitors. I

certainly want to be every bit competitive in our compensation

and benefit programs, but I feel that in the process of being

competitive we ought to allocate our increasingly scarce dollars

in a way that will provide the maximum payback rather than merely

insure that the dollars are being spent.

I know I have oversimplified the case, but to the extent

that you and other members of the Subcommittee share some of my

concerns, I would be interested in your thoughts as to how we might

go about the process of trying to address more effectively these

issues.

CC: Subcommittee members
Mr. Bergin
Mr. Shannon
Mr. Wood

Sincerely yours,

E. Gera d Corrigan
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PERFORMANCE REVIEW COMMITTEE MEETING NO. 164 
(Retirement Plan)

A meeting of the Performance Review Committee of the Retirement Plan for

Employees of the Federal Reserve System was held at the Federal Reserve Bank of

New York, on Monday and Tuesday, February 28 and March 1, 1977. The meeting on

February 28 began at 11:00 a.m.

PRESENT: Frank E. Morris, Chairman
Philip C. Jackson, Jr.
Monroe Kimbrel
Robert P. Mayo
Thomas M. Timlen

ALSO Martin W. Bergin, Executive Secretary
PRESENT: Bob S. Bury, Associate Treasurer

Suzanne Cutler, Assistant Vice President,

Federal Reserve Bank of New York
Thomas F. Duggan, Jr., Assistant Vice President,

Federal Reserve Bank of Boston

Paul Meek, Treasurer

The purpose of the meeting was to select an invest-

ment manager for a fifth diversified investment fund to be

established under the Retirement Plan. As discussed at the

previous meeting of the Committee, the initial amount of the

fund was estimated to be $20 million. Following the sug-

gestion of Mr. Morris at that meeting that an investment

manager be chosen to direct the fifth investment fund, the

Committee had invited eight firms, each of which conformed

to the criteria agreed to at the last meeting. Following is

a list:

,E•40
David L. Babson Inc., and Company

Boston, Massachusetts

Capital Guardian Trust Company

Los Angeles, California

Endowment Management and Research Corporation

Boston, Massachusetts

Putnam Advisory Company

Boston, Massachusetts
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State Street Research and Management Company
Boston, Massachusetts

Stein Roe and Farnham
Chicago, Illinois

Thorndike, Doran, Paine & Lewis
Boston, Massachusetts

T. Rowe Price Associates
Baltimore, Maryland

The interviews extended over two days. The interview with

each firm lasted approximately 50 minutes.

In opening with each of the companies making a

presentation, Mr. Morris briefly described the investment

structure of the Retirement Plan, consisting, he said, of

$400 million investments, of which $100 million was in a

fixed income commitment with two insurance companies and

$300 million under a variable income commitment with four

insurance companies. Mr. Morris said that there was a

desire at this time to increase the diversification of

the funds and to start with the establishment of a so-called

fifth fund consisting of approximately $20 million at the

outset. The intention was to have the fund managed by an

investment management company. The assets to be placed in

the fifth fund would consist of a payment under the two

fixed income contracts on March 1 totaling approximately

$13.6 million, another payment of approximately $6.8 million

of new contributions by the employing Reserve Banks, and a

small amount of excess cash.

Following is a summary of the presentations made

by each of the eight investment management firms.
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Investment manager: The Putnam Advisory Companies

Represented by: Norton H. Reamer, President
Archer B. Des Cognets, Senior Vice President
Edwin F. LeGard, Jr., Senior Vice President-
Senior Portfolio Manager
John A. Sommers, Senior Vice President-
Head of Bond Department

This manager has under management 12 mutual funds

with assets of $1.8 billion and 79 separate accounts with

assets of $2.6 billion. Each investment account manager

oversees about ten accounts. Within limits, the client

cS uld select the account manager of his preference.

The Putnam team emphasized that it sought to achieve

uniform policy strategy for all of its investment accounts

as a means of producing reasonably consistent results for

each account. It relied upon its superior research staff for

the principal input to policy decisions. An assigned port-

folio manager had responsibility for the individual account.

A control and review process provided assurance that policy

strategy was being followed.

The policy committee ranged from eight to 13 people.

It formulated strategy in a formal fashion once each quarter,

but with considerable opportunity for interim adjustment. In

this process, it focused on the economic outlook, drawing on

outside model forecasts. It reviewed in-house interest rate

forecasts and then proceeded to technical analysis of the

stock market and review of the most promising industry groups.

Strategy concluded with the formulation of stock-bond ratios

for each investment account and recommendations for shifting

between industry groups.
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Mr. LeGard noted that the basic approach to

investment of the stock portion of the portfolio involved the

identification of companies with an above average growth in

expected earnings over the coming three to five years.

Typically, companies with expected earnings growth of

12 percent and over constituted 25 to 50 percent of the

portfolio; cyclical growth stocks might range between zero

and 40 percent. The two categories together would usually

range between 55 and 85 percent of the portfolio. Currently,

they would expect to place about two-thirds of stock money

in this area, a weighting of about 50 percent more than the

stocks in the Standard & Poor i s 500 Stock Index. In addition,

cyclical and moderately steady growth stocks would constitute

the remainder of the portfolio.

Mr. Sommers said that the bonds included in the

fixed income portfolio were typically rated A or higher. The

objective was to achieve a high level of reasonably stable

income made up of capital gains as well as interest. The

approach was to vary the composition of maturity of the bond

portfolio over the cycle, with a view to improving the

rate of return. Over the five years ended 1976, the bond port-

folio had achieved a combined annual rate of return of

8.7 percent, compared with the Salomon Brothers High Grade

Composite Index of 7.1 percent.

Mr. Reamer reviewed in some detail the procedures

used to review the portfolio allocations and investment

decisions of investment managers.
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Investment manager: David L. Babson & Co, Inc.

Represented by: Kenneth J. Rowley, Senior Vice President
Peter C. Thompson, Portfolio Manager
David Kirk, Portfolio Manager

The Babson team has about $3.5 bon under

management, half of which represented pension, profit-sharing,

or endowment funds. The firm is owned by the professional

staff which consists of about 35 out of a total personnel of

75. Eleven portfolio managers handle 171 accounts, or

15 accounts per individual. Two managers are assigned to

each account to insure continuous supervision of the account.

Historically, the firm's basic investment approach

to stocks has been to select and buy growth stocks to hold.

This approach has not changed during the past 20 years.

The emphasis was on individual company research with fixed

income providing a source of stability. About 70 percent of

the funds under management was invested in equities and

30 percent in fixed income secures. All investment

managers maintain portfolios with essentially the same

S iversification among growth companies--one-third in tech-

nological products, 30 percent in material and natural

resources, 17 percent in services, 17 percent in consuI-

• roducts, 4 percent in durable goods.

The Babson team described their performance as

very creditable in up markets, thereby providing a higher

base as a cushion to IS markets. The buy and hold

philosophy led to dollar averaging in good stocks and a

very low turnover rate in the portfolio, typically around

5 percent. All the investments were viewed as an adjunct

of the equity component of the portfolio. About $800-
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maturity of the bond portfolios was about five years. Four

experienced people were involved in bond management.

Investment manager: T. Rowe Price Associates

Represented by: Carter Hoffman
C. H. Salisbury

T. Rowe Price Associates manages $2.9 billion of

employee benefit funds, as well as a family of mutual funds

that provide for investment in resources companies, growth

stocks, and fixed income securities. At present management

funds were distributed about 70 percent in equities and

30 percent in bonds. These proportions might vary by plus

or minus 20 percent over the course of the cycle. The

firm seeks to achieve investment results by concentrating

on the selection of growth stocks. Research is given equal

weight with investment management as a career ladder within

the firm. Turnover in investment managers is very light.

The firm has only lost three managers in the past ten years.

It was emphasized that investment managers do not trade the

portfolios on the basis of economic or short-term market

trends. The firm believes that the growth approach which

has lost considerable favor in recent years is a very sound

one and that the demonstrably superior earnings of the com-

panies held in their portfolios will begin to be reflected

in the value of these portfolios over the years ahead.

Growth stocks are now very reasonably priced, with the 50

largest portfolio holdings selling at a price-earnings ratio

of 11.9 percent as compared with Standard & Poor's 500 ratio

of 9.2 percent.
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Investment manager: State Street Research & Management Company

Represented by: George Bennett )
Charles L. Smith) Managing Partners
William B. Marsh (stock investment)
John H. Hewitt (fixed income)

The firm has 30 maior clients with assets under

management of $3 billion. Several of these portfolios were

under $100 million. By limiting the number of portfolios to

be managed, the firm seeks to give each portfolio the active

attention of its partners. Each account is managed by two

senior partners. The basic investment approach of the firm

is one of seeking out value through effective research. The

firm's portfolios characteristically featured lower price-

earnings ratios than the market as a whole. The firm seeks

to capitalize on prospective shifts in economic forces by

changing the weights within its portfolio. The turnover rate

on its portfolios is quite low.

The firm emphasized that it had been heavily involved

in bond management since 1948. In its view, active manage-

ment could add 1 1/2 to 2 percent annually to the rate of

return achieved by a passive portfolio. The firm made careful

analyses of credit quality, bond values and the outlook for

interest rates. Active management consisted of changing the

maturity of the portfolio between ten and 20 years, shifting

among sectors of the bond market on the basis of yield spreads,

shifting over the cycle among quality sectors, and buying and

selling issues to take advantage of market opportunities.

At present, the portfolio was about 50 percent in Aaa and Aa

rated issues. Data presented suggested a cumulative return

on bonds of 89.2 percent over the eight years ended in 1976,
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compared with 72.7 percent for the Salomon Brothers High

Grade Corporate Bond Index.

Over the cycle, the firm tended to shift between

about 50 percent and 80 percent equity representation in the

managed portfolios. Presently it was in the process of

shifting away from cyclical issues.

Investment manager: Thorndike, Doran, Paine & Lewis, Inc.

Represented by: Daniel S. Ahearn, Senior Vice President
David W. Scudder, Senior Portfolio
Manager-Stocks

Paul G. Sullivan, Senior Portfolio
Manager-Bonds

TDP&L is the investment counseling affiliate of

the Wellington Management Company, which is owned by the

members in the firm. Collectively, the enterprise manages

$2 billion in 12 mutual funds and $1.5 billion as investment

counsel. The accounts range in size from $1.5 million to

$92 million.

Investment policy is established by coordinating

policy groups. Separate screening groups for bonds and stock

have the responsibility for translating policy decisions into

portfolio changes. In the stock area, the research function

maintains a universe of selected stocks, currently about

170, from which investment managers make their choices. The

screening group for bonds maintains a similar universe of

issuers and provides guidelines to portfolio managers. The

maturity of bond portfolios may range between ten years and

30 years.

The TDP&L team stress that their investment

philosophy required concentration on quality stocks and
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bonds. They attempted a flexible approach, allowing for

periods of under- and over-evaluation of securities but the

U.in effort was not directed at the question of timing. The

principal focus was on the selection of successful companies

which would have a commanding role in unfolding economic

I- velopments.

The TDP&L team indicated that they would have no

problem in operating under the Performance Review Committee's

I raft Statement of Objectives and Guidelines. They presented

a recommended portfolio designed at this period of time to

achieve the Committee's objectives. This portfolio consisted

of 65 percent stocks and 35 percent bonds, which were expected

tS provide a portfolio real return of 3 percent, a return in

current dollars of 9 percent.

The Committee recessed at 5:00 p.m.

Before resuming the interviews, the Committee dis-

cussed the proposed investment objectives and guidelines of

the Retirement Plan, which were revised following discussions

with the investment managers. The discussion focused particu-

larly on the volatility measure to be used in the objectives,

several of the guidelines, particularly the one relating to

the prohibition regarding purchases of stock in enterprises

engaged substantially in mining or trading in gold, and the

Committee's preference with respect to allocation of Retire-

ment Plan assets in individual separate accounts, pooled

separate accounts, or in general accounts administered as

part of the investment manager's general asset portfolio.

Mr. M--k also reviewed the several matters that he planned
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to discuss with the investment managers regarding specific

questions they raised with respect to the applicability of

the objectives and guidelines.

Mr. Bergin then referred to a request by the

Federal Reserve Bank of New York about Prudential's formal

contract covering its fund VCA-7 (publicly traded debt

issues), which permits an increase without notice in the

investment fee from the initial level of 1/4 of 1 percent

to 1/2 of 1 percent. The extent of Prudential's authority

to increase its fee in this way was not explicit in the

materials presented to the Committee when the adoption of

VCA-7 was approved. The New York Reserve Bank, Mr. Bergin

said, asked that the matter be brought to the Committee's

attention.

It was the consensus of the Committee to defer

consideration of the question until the next meeting with

Prudential (including others), which is scheduled for

April 25-26.

Following these matters the presentations continued.

Investment manager: Capital Guardian Trust Company

Represented by: Robert G. Kirby, President

Mitchell J. Milias, Vice President
and Portfolio Manager

Mr. Kirby indicated that his firm was organized

as a trust company and supervised 50 accounts with assets

of $2.5 billion. The parent firm, Capital Research and

1111 Management Company, manages the investments of the American

funds group of 12 mutual funds with combined assets of
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$3 billion. The firm has branch offices in Los Angeles,

New York, Washington, and Geneva.

Mr. Kirby emphasized that the strength of the

firm was in its fundamental research on both the economy

and individual company. Research was given at least equal

weight with portfolio management within the firm. The firm

has specialized in value-oriented investments and in its

view, company growth had often been given a disproportionate

value. As a result of this approach, Investments had been

primarily in smokestack securities over the past decade.

There was a concentration in stock with low ratios of price

to book value, and price to earnings.

As a result of this approach, the groups' port-

folios usually yielded about one quarter more in dividends

than Standard and Poor's 500. This increased dividend was

an important ingredient in the above-average total return

achieved by the group's mutual funds over the years.

Typically, their portfolios were high yielding, with low

volatility. Mr. Kirby presented data showing a gain of

73 percent on a representative portfolio over the nine years

ended December 31, 1976, compared with a gain of 52 percent

on Standard & Poor's 500 Stock Index. He also presented

data showing a gain of 41 percent on a fixed income port-

folio over the four years ended December 31, 1976, compared

with a return of 27.7 percent on Salomon Brothers High

Grade Corporate Bond Index, and 36 percent on the Kuhn

Loeb Index.
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Investment manager: Endowment Management & Research Corporation

Represented by: Roland Grimm, Chairman and President
Stanford Calderwood, Vice Chairman
John J. Arena, Executive Vice President

Mr. Grimm traced the history of the firm from its

founding to manage Yale University's endowment portfolio.

The firm currently manages about $1.5 billion, largely in

pension and profit-sharing plans, and/or for universities.

The firm employed eight equity men and one bond manager, so

that each manager serviced nine firms.

Mr. Calderwood presented performance data showing

EM&R in the upper quartile of investment managers, and

emphasized the gains that accrued from such a performance.

He stressed that the firm first evaluated the economic out-

look and then the market outlook, proceeded to focus on

industry sectors in groups and constructed portfolios of

quality companies with low non-market risk. He noted that

the firm's portfolios typically did not include many of the

"nifty" fifty stocks held in most investment portfolios.

The primary emphasis was on companies with excellent

12 to 18 month horizons. Investment decisions were characterized

by careful research, instant and complete communication and

continuous monitoring. Numerous examples were cited of all

the elements in the management process.

Investment manager: Stein Roe and Farnham

Represented by: Paul H. Kuhn, Partner
John Giura, Partner
John H. Lafferty, Partner (Research)

The firm manages over $4 billion of prime assets.

It includes 40 full-time partners and a total staff of 220 people.
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The firm's basic investment philosophy seeks to achieve a

superior long-term rate of return, while assuming limited

risks. Portfolio selections emphasized high quality issues

and a balanced portfolio. Normally, the common stock portion

of the portfolio ranges between 40 and 80 percent. The firm

emphasized its analytical system of focusing on prospective

real return to capital via company and via industry. The

same approach was applied to fixed income analysis and the

changing composition of fixed income portfolios by industry

and quality over time were presented.

Evidence was presented that the fund achieved its

balanced fund and consistently ranked first to third of the

16 investment advisors ranked by the Ford Motor Company.

Other evidence was presented showing that the firm's invest-

ment portfolios ranked within the top 20 percent of 3,000

different institutional investment portfolios over the five

years ended December 31, 1975.

At the conclusion of the presentations, Mr. Morris

invited each member of the Committee and others attending to

record the names of their first four candidates to be con-

sidered. The Executive Secretary announced that the four

selections were Putnam, Thorndike, Doran, Paine & Lewis,

Capital Guardian, and Stein Roe and Farnham. In the dis-

cussion that followed, Putnam seemed to be the favored

candidate among the four, with Thorndike, Doran, Paine &

Lewis, a second choice. Several members also spoke

favorably of State Street Research and Management Company,

which was not among the first four. Mr. Morris asked if
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the members were prepared at that time to make a final

selection. Mr. Kimbrel said that he would like to con-

sider the matter for a day or so and would report to the

Chairman. Mr. Bergin said that in the meantime it would

be desirable to explore with Putnam and Thorndike the

requirements, legal, custodial, and others, relating to

their engagement with a view to discovering quickly any

adverse factors that might bear on the Committee's

decision.

On motion duly made the meeting adjourned at

1:00 p.m.

On March 15, the Treasurer reported to the

Executive Secretary that the members of the Committee had

met briefly in Washington, D. C. that day and because

there were no adverse factors impeding the selection of

either Putnam or Thorndike, Doran, Paine & Lewis, they

had selected Putnam to manage the fifth fund. The

Treasurer also reported that it was the intention of the

Chairman to proceed with all arrangements that were needed

to put the decision into effect. The tentative date

selected was on or about April 1, but this was later

deferred to on or about May 1.

Martin W. Bergin
Executive Secretary
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PERFORMANCE REVIEW COMMITTEE MEETING NO. 9 
(Thrift Plan)

In the course of a meeting of the Performance Review Committee of the

Retirement Plan, which was held at the Federal Reserve Bank of New York on Monday

and Tuesday, February 28 and March 1, 1977, Mr. Morris briefly referred to the

investment responsibilities of the Committee under the Thrift Plan. The state-

ment was made to each of the eight investment management companies invited to

make presentations to the Committee on their ability to serve as investment manager

for a fifth fund to be established under the Retirement Plan.

PRESENT: Frank E. Morris, Chairman
Philip C. Jackson, Jr.
Monroe Kimbrel
Robert P. Mayo
Thomas M. Timlen

ALSO Martin W. Bergin, Executive Secretary
PRESENT: Bob S. Bury, Associate Treasurer

Suzanne Cutler, Assistant Vice President,
Federal Reserve Bank of New York
Thomas F. Duggan, Jr., Assistant Vice President,
Federal Reserve Bank of Boston

Paul Meek, Treasurer

In the course of welcoming each of the eight firms

Mr. Morris said that besides the Retirement Plan investment

responsibility, the same members had a responsibility as a

Performance Review Committee under the Thrift Plan, and

that the firms being interviewed should be aware of the

fact that if they are not considered to manage the Retire-

ment Plan's fifth fund, it is conceivable they would be

considered should the occasion arise for replacing a current

manager under the Thrift Plan or establishing a new equity

fund.

Among the eight firms making a presentation under

the Retirement Plan, the following three were considered
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prospects for consideration for investment managers under

the Thrift Plan:

Capital Guardian Trust Company
Los Angeles, California

State Street Research and Management Company
Boston, Massachusetts

Stein Roe and Farnham
Chicago, Illinois

Martin W. Bergin
Executive Secretary

 •

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



MISC. 136A-I/74

FEDERAL RESERVE BANK OF NEW/. YORK

•• Date NO 7 

To  211,i 

of  kJ/ )7 

GEORGE C. FromSMITH 

a1M-CIZ-1 Itr4r

,We‘aX.11 /14 
e7-7vItt

Itt,{ ke,t_tit__

/atru-q-,

vi-‘) vp9- et-A 4

47e-L-0—,A,
etbfriwt(6Digitized for FRASER 

https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



MISC. 3B.2.-
.,0

•

• OFFICE ORPEPOflENC

FEE.ZRAL RESERVE
CF: NEW

-1

Mr. Bergin and Members

To Triennial Review Committee__

FROM G. C. C  Smith 

DATEMay6_, 197_5  

-,JcJEcT:._ Triennial Review  

The Hewitt Associates study of our benefits programs has
clearly pointed up a fact that I have tried my best to stress for
many years; namely, that our post-retirement death benefits are
extremely poor. The study shows that our employer-paid portion of
such benefits stands between the 10th and 11th of the 12 surveyed
banks and that the index level is 24.9 compared with the average
of 100. This contrasts with our first ranking at the 166.9 index
level in pre-retirement death benefits and serves to point up what
seems to be quite an unbalanced relationship in our program.

There is attached a memorandum, dated August 2, 1973,_
that I sent to Mr. Eastburn, at his suggestion, discussing this
subject and mentioning two plans of New York City banks providing
post-retirement death benefits that are much better than ours. I
believe these should be given serious consideration as examples of
ways in which our programs might be improved in an area that seems
to be definitely in need of adjustment. In a previous memorandum
I suggested as an area of improvement in connection with the Tri-
ennial Review a further reduction in actuarial discount in connection
with the election of a survivor's benefit option at retirement. This
would impact on the same area of improved post-retirement benefits
that are discussed in the memorandum to Mr. Eastburn. The above, of
course, are suggestive only and I recognize that any adjustments in
our plan, in the post-retirement or any other area, would have to
be selective as to what is appropriate, reasonable and justifiable.

I think it also is worthy of note that the Hewitt study
shows our combined pension, capital accumulation, and other benefits
programs to be in the overall only average in relation to the 12
other surveyed banks when the post-retirement supplements in pension
benefits that we have granted are included as an integral feature
of our plan. Without this, we are below average (90.5 index level
and between 8th and 9th position among the 12 surveyed banks). I
believe it also is of interest to note that Bankers Trust Company in
✓ eleasing its most recent study of corporate pension plans in March
of this year, points up in its release that in the 1970-75 period
there has been a trend among employers toward granting cost-of-living
increases to their retirees. As previously indicated, I believe it
is essential that such a cost-of-living increase on an annual basis,
✓elated in some way to the C.P.I., remain as an integral part of our
program to retain our competitive position among other progressive
employers who, although not currently up to us, are moving forward
in this area - as well as in a number of other areas for improvement
of their benefits programs.
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The three year - rather than the five year - final averagesalary has been a much discussed and suggested improvement in our
retirement plan. There is attached a communication by Getty Oil
Company to its employees announcing a best three year salary averagefor computing pension allowances. I was informed that this recognizes
and conforms to a trend that has been occurring in the oil industry,but I cannot find substantiation of such a trend in Bankers Trust's
recent Study of Corporate Pension Plans. Perhaps our actuary could
provide information as to any trend he may have noted toward a best
three year salary average for computing pension benefits.

I believe that the Hewitt study shows our benefits programs
in the overall to be quite good and reasonably competitive; but not to
the extent it would seem appropriate not to make some significant
improvement(s) in connection with the current Triennial Review.

Attachments

cc: Mr. Kimbrel
Mr. Sherman
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•
FEDERAL RESERVE BANK OF NEW YORK

NEW YORK, NEW YORK 10045

August 2, 1973

Itr. David P. Ea. Churn, Caairman
dministrative Boards, Benefits

lans for Employees of the
Federal Reserve System

Federal Reserve Bank of Pniladelphia
.Pniladelphia, Pennsylvania 19101

ar r. Lastburn:

In further response to your suggestion cant I suit
oranda on two matters 1 mentioned at the June 21), 1973,
nistrative Board meeting, taere are attached comments con-
ing Post ,:etirettent Life Insurance Coverage. As indicated,

,; is an area in Yhich I believe the Federal ::eserve Banks
not e fully competitive with other progressive employers

and in which 1 think a study should be made with the view

r
,Jard possible improvements.) 

Again, thanking you for the opportunity to submit 

-----7

my views in these matters.

Attachment

CC: Iiayes

Bergin

spectfully,

GEORGE C. SMITH

Geore C. Smith, nember
Administrative Board
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•
OFFICE CORRESPONDENCE

•

DATE August 2:11/3

To  Mr. David P_ FInthnrn  SUBJECT. Post Retirement Insurance 
Chairman, Administrative Board

FROM  G. C Smith   CovPrage 

At the June 20th Administrative Board meeting, I mentioned
what seemed to me to be a disproportionate, and in my view undesir-
able, relationship between in service death benefits of Federal Reserve
Bank employees and their post retirement benefits. Generally speaking,
our in service death benefits (including spouse's benefit) must be
among the most liberal, while our post retirement death benefit may
be at the other end of the spectrum, despite the recent rise from
$1,000 to $2,500. Nonetheless, this was a much appreciated step in
the right direction that does seem to place the Reserve Banks in a
favorable position as regards the amount of minimum post retirement
coverage.

I have advocated for many years an improvement in our post
retirement death benefits as a necessary ingredient to round out
our benefits package and to make us more competitive in that aspect,
and possibly in the overall, with other progressive employers.
At the Administrative Board meeting held on October 18, 1972,
Mr. Balles lent his support to a study of this subject, pointing out
the marked discrepancy in this area he has noticed as compared with
the benefit he enjoyed in his previous position. It seems to me
that with the extensive insurance company relationships already
existing in our benefits programs, we could readily obtain good
information and proposals pertaining to this area at favorable group
rates.

In response to a request made by Mr. Galusha in November
1970 for suggestions of proposed changes in our benefits programs,
I submitted to Marty Bergin a memorandum dated January 28, 197k '
that included as one of the matters mentioned the following comments
pertaining to Post Retirement Insurance Coverage. I believe these
comments remain generally relevant today.

"The area in which our overall benefits programs
seems to have long been the weakest is post retirement
insurance coverage. The death benefits provided by
Federal Reserve Banks for employees while in active
service are extremely good. However, immediately upon
retirement such coverage reduces to the relatively
inconsequential amount of $1,000*, except for the option
to convert group life insurance at the very high, and
to most, prohibitive premium rate applicable to retirement
age.

* now $2,500
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• "ttuch better post retirement insurance coverage
has been prevalent for many years in business and industry.
As far back as 1964 a National Industrial Conference Board
survey revealed that about 80 percent of 947 companies
responding to its survey continued group life protection
for retiredemployees (97 percent of the responding banks
and insurance companies). Also most of the companies
that continued group life insurance coverage subsequent
to retirement paid the entire premium for the post retire-
ment coverage."

I believe that all, or most, of the larger New York City
banks have some form of post retirement life insurance coverage as
a part of their overall benefits package. The following summarizes
what appear to be the principal aspects of one such plan currently
in effect that seems to me quite desirable and is illustrative of
.the type of program I have in mind.

The employer and the employee, while in active service,
share the cost of the Group Life coverage. The employee's cost is
40 cents per month per thousand of term coverage and $1 per month
per $1,000 of paid up life insurance coverage. (The paid up
insurance is permanent, is owned by the employee and always has
a cash value of at least the amount paid in by the employee.)

Under the basic plan, the employee is insured for a total
of two years salary by a combination of paid up and term life
insurapce. Supplemental insurance is available that offers
additional term insurance coverage up to two more years salary.

Upon retirement, employees who elected at least one years
coverage under the supplemental plan continue to be covered at no
cost to them for the amount of their final years salary for the
first year of retirement. This reduces during the next five years
to 50 .percent of the starting amount, which continues for the,
remainder of his life. In addition to the term insurance mentioned
above, the employee also is covered after retirement without further
charge for the amount of the paid up insurance he purchased during
his active service. It is estimated that employees who participate
in this phase of the basic program will accumulate an amount of
paid up insurance ranging from 50 percent to 75 percent of final
annual salary. A combination of the above indicates employees may
accumulate post retirement insurance coverage for life equal to
100 percent to 125 percent of final annual salary -- and more for
the first five years of retirement.

This plan also is integrated with a surviving spouse's
benefit under the bank's retirement plan whereby at age 50 with
25 years' service or at age 60 regardless of service, in lieu of
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,one year's insurance coverage, the spouse becomes entitled to anincome equivalent to an annuity purchased by three times finalannual salary. At the same time the employee can remain insuredduring the rest of his active career for up to three times annualsalary.

The above plan seems to have considerable merit, includingfavorable tax implications, and might be worthy of investigationin all its ramifications.

Another New York City bank includes in its "Plan forPensions" a provision that upon the death of a pensioner thereshall be paid to his designated beneficiary an amount (not lessthan $1,000) equal to one year's pension payable to him at ag'e65 based on his credited service and average final salary computedwithout regard to whetner he elected to commute such pension inorder to receive a joint and survivor pension.

This appears to be a rather uncomplicated manner toprovide what could be a rather favorable post retirement deathbenefit.

I understand Board employees, in addition to their otherbenefits, are eligible to participate in the Federal EmployeesGroup Life Insurance plan which provides both in service and post✓etirement life insurance coverage at favorable group rates.

The banks referred to above that seem to have good postretirement insurance plans also have a full compliment of retirement,thrift and/or profit sharing, and a number of other forms of employeebenefit programs that in scope of coverage seem fully comparable withthe programs of the Federal Reserve Banks. While I obviously am notin a position to evaluate the overall merits of the total packages,I do think there are good grounds for thoroughly evaluating the post✓etirement death benefits available under Federal Reserve Bank, ,programs, as compared with those of other progressive employers,with the view toward improving such benefits if it seems warraatedto do so. I have been informed by people enjoying substantial post✓etirement insurance coverage that they consider this to be amongtheir best benefits.
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• Benefits Letter
Number 6, March 3, 1975

•

•

Federal Reserve Employee Benefits System 33 'i:i. Street, New York, N.Y. 10045

SUPPLEMENT OF 8 PERCENT
FOR MOST RESERVE BANK RETIREES 

On February 18, the Benefits Office mailed

supplemental retirement checks totaling

more than $133,000 to 6,450 Reserve Bank
retirees and benearies eligible to

receive them. These checks were the first

monthly increment payable under the supple-

ment effective January 1, 1975 voted by the
Administrative Board with the approval of

the Board of Governors. The supplement was
also approved by the Internal Revenue

Service, which has jurisdiction over tax-

quaed plans such as our Retirement
Plan. Later payments of the supplement

will be included in the retirement checks
mailed at the end of each month.

The amount of the supplement was as follows,
depending on the Reserve Bank member's

month of retirement:

Retirement date Supplement 

Before 1974
During January 1974
During February 1974

During March 1974
During April 1974
During May 1974
During June 1974

8 percent
6
5.5
5
4.5
4
3.5

To be eligible for the supplement, the

Reserve Bank retiree must have been at

least 50 years of age on January 1, 1975,

or must have retired because of disability.

Also eligible are the survivor annuitants

or beneficiaries of retired members who

would have been eligible had they lived.

The supplements also apply to any monthly

amount payable after December 31, 1974 on

behalf of a member who died in active

service before July 1, 1974.

Supplements are not ordinarily granted to

members retired in the immediately pre-

ceding year. The unusual supplement of

6 - 3.5 percent for members retired in the

first half of 1974 was granted because of

the unusual increases in living costs last

year. In approving this unusual supplement,

the Board of Governors asked that members

S e advised that it not be considered a

precedent.

II
The Actuary of the Retirement Plan
estimates that the terminal funding cost of
the supplement is $16 million. This is the
amount to be set aside now at 4 percent
interest to provide for the supplemental
payments to all eligible members and

for as long as they live.

This 8 percent supplement of 1975 is the
sixth consecutive annual increase in pay-
ments to eligible Reserve Bank retirees
and their beneficiaries. The earlier
increases were 7 percent in 1970, 5 percent

in 1971, 4 percent in 1972, 5 percent in

1973, and 6 percent in 1974. The 
tive for supplementing Reserve Bank
retirement allowances comes from the

Executive Committee which is required under
Section 10 of the Retirement Plan to review

each year the allowances being paid to

retired members and their beneficiaries.

Following the review the Committee is

required to report the results of its

study and any proposal to the Administra-
tive Board.

The Committee is also required once every

three years to review all other benefits

provided under the Plan. The second of

these triennial reviews is being made in

this year 1975. A report on the effort
appears in another article in this Letter.

TRIENNIAL REVIEW OF BENEFITS

The Committee appointed to conduct the
second triennial review of Federal Reserve

benefits had its first meeting on Tuesday,

February 18. The members of the Committee,
appointed by Monroe Kimbrel, Chairman of

the Executive Committee, are as follows:

Eugene A. Leonard, St. Louis, Chairman

Ward J. Larson, Chicago
Marvin L. Mothersead, Kansas City
George C. Smith, New York

Joseph F. Viverette, Richmond

The Committee's purpose is to assist the

Executive Committee fulfill its requirement

under Section 10 of the Retirement Plan
that "...at least once in each three-year
period the Committee shall review the other
benefits provided under the Plan. The
Committee shall report the results of its
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studies and any proposals for amending or
revising the Plan to the [Administrative]
Board."

At its meeting the Triennial Review Com-
mittee decided to purchase the Benefit
Index Service developed by Hewitt Associ-
ates of Deerfield, Illinois. Hewitt offers
consulting and actuarial services in the
fields of compensation, employee benefits
and other related personnel functions.

The Benefit Index Service will compare the
value of our employee benefit program with
the average of 20 large manufacturing con-
cerns and 12 major commercial banks. The
comparisons cover the following benefits:
retirement, thrift and profit sharing,
death, disability, health care, and vaca-
tions and holidays.

The Committee decided to use the Benefit
Index Service instead of the structure-
oriented kind of survey used in 1972
because of the strong likelihood that most
organizations in 1975 will be changing
their plans to conform to the requirements
of the Employee Retirement Income Security
Act of 1974 (ERISA). These structural
changes will probably not substantially
affect the values of the benefits of the 60
companies in our 1972 survey, or the 32 in
Hewitt's. Hence the desirability this year
of using Hewitt's value-oriented Index.

As part of its review the Committee will
test our Plans for conformity with ERISA.
At present we are seeking rulings from the
Internal Revenue Service, the Department of
Labor, and the Pension Benefit Guaranty
Corporation that our benefit programs are
governmental programs and not subject to
the Act. Despite such rulings, the con-
sensus of the Committee at this point
appears to be that as a policy matter the
Federal Reserve would probably want to
conform to the benefit minimums and other
standards because of the Act's social
import and its effect on the communities
in which the Federal Reserve Banks compete
for personnel.

In addition to testing each of our benefits
against the requirements of ERISA, the
Committee will be considering any sugges-
tions received from the Banks and the
members of the Plans. Suggestions should
be given to a member of the Administrative
Board or a Personnel Officer for forwarding
to the Executive Secretary at the Office of
Employee Benefits.

The Triennial Review Committee plans to
present its report to the Executive Com-
mittee before the end of May.

MACLAURY TO EXECUTIVE COMMITTEE 

The Executive Committee of the Retirement
Plan appointed Bruce K. MacLaury to the
Executive Committee on October 29, 1974,
succeeding Philip E. Coldwell who resigned
as President, Federal Reserve Bank of
Dallas to accept Presidential appointment
to the Board of Governors. Mr. MacLaury is
President, Federal Reserve Bank of
Minneapolis. The membership of the
Executive Committee is now as follows:

Monroe Kimbrel, Atlanta, Chairman
James D. Kelly, Cleveland, Vice Chairman
Jeffrey M. Bucher, Board of Governors
Eugene A. Leonard, St. Louis
Bruce K. MacLaury, Minneapolis
Raymond E. Sanders, Jr., Richmond
Patricia P. Willis, Los Angeles

ELECTIONS TO ADMINISTRATIVE BOARD 

In October 1974, three Banks and the Board
of Governors held elections to select
members of the Administrative Boards of the
Retirement and Thrift Plans. Following are
the results:

Boston

Richmond

Chicago

Board of
Governors

George H. Harris
(succeeding Robert M. White)
Joseph F. Viverette
(re-elected)
Adolph J. Stojetz
(succeeding Ward J. Larson)
Janet O. Hart
(succeeding P. D. Ring)

Elected members, one from each Bank and the
Board, serve for four-year terms. Besides
the 13 elected members, the Administrative
Board has 13 others ex officio: the 12
Reserve Bank Presidents and one member
appointed from and by the Board of
Governors.

HIGHER INTEGRATION LEVELS
BEGINNING IN 1975

Following is a table of the new and old

••

integration
Retirement
retirements

levels (ILs) used in computing
Plan pensions and estimates for
in 1975 and a few years ahead.

New Old
1975 No change $6,504
1976 $7,020 6,972

1977 7,536 7,452

1978 8,064 7,920

1979 8,364 8,184

1980 8,640 8,424

If Social Security's current wage base of

$14,100 remains unchanged during 1975, the

new IL for 1976 will stay at $7,020.

•

•
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FEDERAL RESERVE EMPLOYEE BENEFITS SYSTEM

ADMINISTRATIVE BOARD 

NOVEMBER 1974 

FEDERAL RESERVE
BANK OF:

BOSTON

NEW YORK

PHILADELPHIA

CLEVELAND

RICHMOND

ATLANTA

CHICAGO

ST. LOUIS

MINNEAPOLIS

KANSAS CITY

DALLAS

SAN FRANCISCO

BOARD OF GOVERNORS

ELECTED

George H. Harris
(Senior Admin. Asst.
Money Department)

George C. Smith
(General Auditor)

Alan L. Kiel
(Manager, Personnel
Department)

James D. Kelly
(Assistant Federal
Reserve Agent)

Joseph F. Viverette

(Vice President)

B. H. Hargett

(Senior Vice President)

Adolph J. Stojetz
(Assistant Vice President)

Eugene F. Orf
(Assistant Vice President)

Richard C. Heiber
(Assistant General Auditor)

Dan M. Bechter
(Business Economist,
Research Department)

Thomas H. Rust
(Manager, Personnel
Department)

Patricia P. Willis
(Assistant Department Head,
Personnel Department,
Los Angeles Branch)

Janet 0. Hart
(Deputy Director,
Office of Saver and
Consumer Affairs)

EX OFFICIO

Frank E. Morris

Alfred Hayes

David P. Eastburn

Willis J. Winn

Robert P. Black

Monroe Kimbrel

Robert P. Mayo

Darryl R. Francis

Bruce K. MacLaury

George H. Clay

T. W. Plant*

John J. Balles

Jeffrey M. Bucher

* First Vice President.
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FEDERAL RESERVE EMPLOYEE BENEFITS SYSTEM

Memorandum

October 31, 1974

To the Members of the Administrative Board:

Following are the results of this year's scheduled elections of
members of the Administrative Board of the Retirement Plan:

BANK 

Boston

ELECTED MEMBER 

George H. Harris (succeeding
Robert M. White)

Richmond Joseph F. Viverette (re-elected)

Chicago Adolph J. Stojetz (succeeding
Ward J. Larson)

Board of Governors Janet 0. Hart (succeeding
P. D. Ring)

The reverse side of this memorandum contains a list of the members
of the Administrative Board as it is constituted beginning November 1.

Martin W. Bergin
Executive Secretary

RECE1Vt,D

NOV 4 1974

A. 11.,
ANSWERED

'ATTENDED TO  

(over)
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41 Number 4, May 13, 1974

•

Benefits Letter

Federal Reserve Employee Benefits System 33 TE!L1. Street, New York, N.Y. 10045

STUDY OF BENEFIT GOALS 

What are the proper objectives of the
Federal Reserve benefits program? What
needs should it serve? How will these
needs change in the next five or 10 years?

To find the answers to these and related
questions, David P. Eastburn, Chairman of
the Plans comprising the Federal Reserve
Employee Benefits System, has appointed the
following Ad Hoc Committee on Benefit Goals:

Eugene A. Leonard, Chairman
Daniel M. Doyle
Richard A. Walker

Mr. Leonard is First Vice President,
Federal Reserve Bank of St. Louis;
Mr. Doyle is Deputy Managing Director,
Office of Managing Director for Operations
and Supervision, Board of Governors of the
Federal Reserve System; Mr. Walker is Vice
President, Federal Reserve Bank of Boston.

In the course of its work, the Committee
expects to solicit the views of members of
the Federal Reserve's management, super-
visory, and work forces. The Committee is
also scheduled to discuss its commission at
the forthcoming meeting of the Administra-
tive Boards of the Retirement and Thrift
Plans on June 19, 1974.

The study will be a part of the second 
ennial review of benefits scheduled for
completion in 1975.

THRIFT PLAN UNIT VALUES,

APRIL 1974

Equitable reports that the Thrift Plan
Equity Fund unit value for April 30, 1974

was $10.344, 38 cents less than the $10.727

of the month before, and the lowest unit

value since the $10.094 of December 31,

1970.

111 The end-of-April value of a unit in the

Fixed Income Fund was $13.950.

EMPLOYEE BENEFITS

SECURITY ACT III

The House and Senate pension bills, now

under review by a joint Conference Collunittee,
differ in their treatment of vesting and
portability, ,two areas of concern to those
who see inadequacies in many pension programs.

Vesting is the rate at which a member's
right to a pension becomes absolute under
law. Once vested, the member's right to the
pension continues, even though he separates
from the service of his employer and chooses
not to draw his pension at the time.

The House version of the pension reform
legislation (HR2) provides a choice of
three vesting schedules, based on length
of service:

1. 25 percent after five years, plus
5 percent a year for the next five, and
10 percent a year thereafter. Under this
schedule, vesting is completed in 15 years.

2. Full vesting after 10 years, nothing
before.

3. Rule of 45: after five years of service,

a member is 50 percent vested if his age and
service equal 45. For each year of service
thereafter, he vests another 10 percent.

The Senate version (HR 4200) provides for
vesting schedule 1 alone, but permits
schedule 2 for those plans using it on the
date of enactment. Both bills also permit
a five-year period of transition to the
enacted schedules for plans that do not con-

form on the date of enactment.

Our Retirement Plan uses vesting schedule 2--

100 percent after 10 years of creditable
service. Under our vesting schedule, a
member is entitled to a pension on retire-

ment after 10 years of creditable service.
A retired member may draw his pension as
early as at age 50. If a member cannot
cS mplete 10 years of creditable service
S efore reaching the Plan's normal retire-
ment age of 65, his right to a pension vests
fully at age 65.

The House bill contains no provision for

portability. The Senate bill, on the other

hand, establishes a Federal agency through
which a worker's vested pension rights can

be transferred from one plan to another, or
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from a plan to an individual retirement

account. (The individual retirement

account is a tax qualified personal pension

plan provided for in both the House and

Senate bills for persons who are not mem-

bers of another qualified plan.) The

Senate bill also exempts from taxation as

a payment to the member the transfer of

assets related to the transfer of pension

rights.

If the worker's new plan or employer

declines to accept the transfer of assets

and liabilities, the Federal pension agency

could accept them and use the assets to

purchase an annuity for the worker from a

private insurer when the worker retires.

The Federal Reserve Employee Benefits

System provides for the portability of

pension and other rights within the Federal

Reserve System--between one Bank and

another, for example, and between the Board

and a Bank. There is also portability

between the Board and another Government

agency. And as you know, coverage under

Social Security is portable from one

covered employer to another.

Both the Retirement and Thrift Plans permit

the acceptance of assets and liabilities

relating to employees covered by the plan

of another employer. The authority under

these plans was used recently when the

Federal Reserve Bank of New York acquired

two clearing bureaus and established them

as regional check processing centers. The

employees of the clearing bureaus were

given rights under the Retirement and

Thrift Plans for their service with the

bureaus.

It is still too early in the legislative

process to guess which, if any, of the

versions of vesting and portability will

emerge from the discussions of the Con-

ference Committee, but we will keep you

advised of developments.

FORTIETH ANNIVERSARY III 

When the Retirement Plan was established on
March 1, 1934, the Rules and Regulations
provided for a normal retirement age of 65,
but also permitted a member to retire as
early as after 20 years of service and
attainment of age 55. The payment of the
early retirement pension could be deferred
until 65 and was reduced by 5 percent for
each year the member retired short of 65.
Instead of waiting until 65 for his early
retirement pension, the member could elect
immediate payment. The amount was the

actuarial equivalent at that age of his
deferred reduced pension.

These early fetirement rules were apparently
unsatisfactory because in the following year,
1935, early retirement was permitted at 55
after only 10 years of service, instead of
20. In addition, the 5 percent reduction in
the deferred early retirement pension was
applied for each year the member retired
short of 60, instead of 65.

Two years later, in 1937, early retirement
was permitted after 10 years of service and
attainment of age 50, instead of 55. In
addition, the 5 percent reduction in the
deferred-to-65 pension was removed entirely.
The immediate pension payable on early
retirement was the actuarial equivalent of
the now unreduced pension payable at 65.

Six years later, in 1943, early retirement
was permitted after 10 years of service at
any age, instead of age 50. A pension,
however, was not payable until the member
attained age 50. For those who retired
before 50, the pension was a special
benefit--a straight life allowance beginning
at 65 equal to 1 1/2 percent of final aver-
age salary (then a 20-year average),
multiplied by the member's years of credit-
able service. For those who retired at 50
or later, the benefit was unchanged--an

unreduced pension deferred to 65, or the
actuarial equivalent if taken earlier.

In 1951 when the Plan was integrated with

Social Security, the special early retire-
ment benefit for members retiring before 50

was changed to the regular early retirement
benefit. The next change in early retire-
ment occurred in 1967 when for the first
time the reduction for age was less than the

actuarial equivalent. In 1970 the early
retirement reductions for age were decreased

slightly as a result of a simplification of

the rates and of applying the same rates to
men and women. Finally in 1973, the reduc-

tions were decreased still further for

members meeting more than a Rule of 80, and

were removed entirely for members retiring

at 60 or later under a Rule of 90.

NEWS BRIEF (The New York Times, May 9)

GENEVA, May 8--Dr. Charles C. Edwards,

Assistant Secretary for Health (HEW), said

he believed comprehensive health insurance

would soon be available to all Americans.

Despite expected expenditures this year of

$100 billion, "we have not yet found a way

to provide access to medical care to all

our people at a reasonable cost," he said.

•

•
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RETIREMENT SYSTEM
orris

FEDERAL RESERVE DANKS

•

$3 LIBERTY STREET
Nrei YORK. N. Y. ;C045

November 18, 1971

The set-up of the various committees undel- the amended Retirement and'Thrift Plans, effective November 15, 1971, are as follows:

Retirement Plan

The Board of Trustees is now called the Administrative Board of theRetirement Plan and is composed of the same 26 members.

The old Executive, Retirement and Investment Committees no longerexist.

There is an Executive Committee consisting of seven members. TheChairman and Vice Chairman of the Administrative Board serve as Chairman andVice Chairman of the Executive Committee. The member of the AdministrativeBoard appointed by the Board of Governors and four others to be appointedannually by the Administrative Board (at least two of whom will be appointedfrom the membership of that Board) will be the remaining five members of theCommittee. The purpose of the Executive Committee will be generally to super-vise the operations of the Plan and between meetings of the Board to exercisethe powers of the Board in the management and direction of the affairs of thePlan. The membership of the Executive Committee as of November 15 is asfollows:

Aubrey N. Heflin, Chairman
B. H. Hargett, Vice Chairman
David P. Eastburn
Ward J. Larson
S. J. Maisel
M. H. Strothman, Jr.
Richard A. Walker

There is now a Performance Review Committee consisting of fivemembers, four of whom are to be appointed annunJly by the Presidents (at 2.,..asttwo of whom will be appointed from their number) and one member to be appointedby the Board of Governors. The Performance Review Committee will instruct theTrustee (the Federal Reserve Bank of New York) with respect to the investmentand reinvestment of funds received by the Trust. The vote is still pen(lIng onthe ;embership of this Committee. The tentative membership is as follo7,',:
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•
SHEET NO. 2

George H. Clay
David P. Eastburn
Frank E. Morris
William F. Treiber
S. J. Maisel

Thrift Plan 

The five-member Administrative Committee of the Thrift Plan no longer
exists. It has been expanded to 26 members and is called the Administrative
Board of the Thrift Plan. It is composed of the same members as the Adminis-
trative Board of the Retirement Plan.

There is also an Executive Committee and Performance Review Committee
of the Thrift Plan. These two Committees will be composed of the same members
as the corresponding Committees of the Retirement Plan, and will have the same
responsibilities under the Thrift Plan as under the Retirement Plan.

The Board of Governors and the Conference of Presidents authorized
the establishment of the System Committee on Employee Benefits. It will
generally serve the same function as the Joint Board-Presidents Conference Com-
mittee (which no longer exists) of providing a management group to supervise
and participate in the development of benefit proposals requiring Board of
Governors and Conference of Presidents consideration. This Committee will be
composed of the members of the Committee on Management and Personnel of the
Conference of Presidents and the Committee on Organization, Compensation, and
Building Plans of the Board of Governors. The present membership is as follows:

Governors

Presidents

Brimmer
Daane
Maisel
Eastburn
Heflin
Swan

The above are the only permanent committees constituted at present.
There will be in the near future a committee or committees set up to administer
the insurance benefits (group life and long-term diE-Mlity). As in the past,
there will be various ad hoc committees formed from time to time to study
particular questions. Various co,liaiittees which were formed in the transitional
period between 1969 and the present, such as the Coordinative Committee, have
ceased to exist.

The officers of both the Retirement and Thrift Plans and their titles
are as follows:

Aubrey N. Heflin, Chairman
B. H. Hargett, Vice Chairman
Thomas M. Tirlen, Jr., Treasurer
Martin W. Bergin, Executive Secretary
Grace Tessier, Assistant Secretary
Paul E. Mais, Assistant Secretary
Bob. S. Bury, Assistant Treasurer
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DRAFT
EGG/smc
8/14/78

Suggested Changes in the Draft of 7/13/78 of
Proposed Revision of Retirement Plan for
Employees of the Federal Reserve System

and By-Laws -- suggested deletions are
shown by [ ]; suggested additions are
underscored

We recommend that Sections 1.4 and 2.1 of the By-Laws

pages 52-53 of the 7/13/78 draft, be revised as follows:

"1.4. Functions. The Committee shall formulate
general administrative policies and procedures
for the Plan, and shall supervise generally the
operations of the Plan. The Committee shall
cause to be maintained proper accounts and ac-
counting procedures in respect of the Plan and

shall submit to each employer for the informa-
tion of its participants in the Plan Annual Re-
ports on the operations of the Plan, which reports

shall include audited financial statements. The

Committee shall, through the Sunervising Bank re-
ferred to in Section 2.1, maintain and staff the
Office of the Plan and shall arrange for such legal,
actuarial, accounting, administrative and other
services as it deems necessary to carry out the
provisions of the Plan; provided, however, that the

Board of Governors of the Federal Reserve System may

conduct or arrange for such audits or examinations

of the Office of the Plan or of the Trust as it (..eems

desirable, and all reports of audits or examinations

of the Office of the Plan or the Trust shall be sub-

mitted to the Board of Governors of the Federal Reserve

System and to the Committee."

"2.1. Supervising Bank. The Committee shall des-

ignate a participating Federal Reserve Bank as the

Supervising Bank to serve at the pleasure of the

Committee. The Supervising Bank shall supervise

generally [the operations of] the Office of the

Plan, as directed by the Committee, and shall con-

duct such audits of the Office of the Plan as it

may determine to be desirable or as may be directed

by the Committee and shall perform such other duties

with respect to the Plan and Trust as [shall] may

3
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be directed by the Committee and agreed to by the 

Supervising Bank. The Supervising Bank shall, with

the concurrence of the Committee, designate one of

its senior officers [with the rank of First Vice

President or Senior Vice President] who will be re-

sponsible for the performance of the duties of the

Supervising Bank. Such officer shall attend meetings

of the Committee when requested to do so by the Com-

mittee."

We also suggest that appropriate changes be made in

Section 16.6 of the Plan to provide that the exculpation and

indemnification provisions of that section apply to the Super-

vising Bank, as well as to the officers and employees thereof;

and that Section 16.8 be revised to provide that the expenses

of administering the Plan (which are borne by the employers)

also include expenses, charges, and disbursements of the Super-

vising Bank, excluding, of course, salary expenses, of its

officers and employees. Accordingly, we suggest those sections

of the 7/13/78 draft be amended as follows:

"16.6. The members of the Committee and of the Per-

formance Review Committee, the Conference of Presi-

dents, the Directors' Committee, [and] the Advisory

Board, and the officers and employees of the Super-

vising Bank shall serve without compensation from

the Plan, but may be reimbursed for any reasonable

expenses incurred in their capacities as members of

any such body or as officers or employees of the 
Supervising Bank. No bond or other security need be

required of any such body, nor of any member or of-

ficer or employee thereof in any jurisdiction. No

member (DI any such body nor any officer or employee

of the Plan or of the Supervising Bank shall be

personally liable by virtue of any contract or other

instrument executed by him or on his behalf in such

capacity nor for any mistake of judgment made in

good faith. In the absence of fraud or willful mis-

conduct, no member of any such body, nor any officer

or employee of the Plan or of the Supervising Banki_

nor the Supervising Bank, sH-5711 incur any liability

whatsoever for anything done or omitted to be done
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by him or it or by a duly authorized agent in con-

nection with the Plan; and each employer, other

than the Office of the Plan, by its adoption of the

Plan, agrees jointly with the other employers to

indemnify and save harmless each member of any such

body and each officer or employee of the Plan or of

the Supervising Bank, and the Supervising Bank 

against any cost or expense (including counsel fees)

or liability (including any sum paid in settlement

of a claim with the approval of a majority of the

employers, other than the Office of the Plan) arising

out of any act or omission to act as such member of

any such body, or officer or employee of the Plan

or of the Supervising Bank, or as Supervising Bank, 

except in the case of fraud or willful misconduct.

Any sum paid by the employer by reason of such in-

demnification agreement shall be deemed an adminis-

trative expense of the Plan and shall be allocated

among the employers, other than the Office of the

Plan, as the Committee in its sole discretion shall

determine."

"16.8. The expenses of administering the Plan includ-

ing (i) the fees and expenses of the Trustee for the

performance of its duties under the Trust, (ii) the

expenses incurred by members of the Committee, the

Performance Review Committee, the Conference of Presi-

dents, the Directors' Committee and the Advisory Board,

and by the Office of the Plan, in the performance of

their duties under the Plan (including reasonable com-

pensation for agents and cost of services rendered in

respect of the Plan), (iii) any expenses paid by an

employer pursuant to Section 16.6 and (iv) all other

proper charges and disbursements of the Trustee, the 

Supervising Bank, the Office of the Plan, or the mem-

bers of the Committee, the Performance Review Committee,

the Conference of Presidents, the Directors' Committee,

and the Advisory Board, [and of the Office of the Plan,]

shall be borne by the employers in such proportions as

shall be determined by the Committee, based upon the

inclusion in the Plan of the employers' respective em-

ployees."
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DRAFT
EGG/fcv
8/14/78

Proposed Directions from the SCEB to the Federal
Reserve Bank of New York as Supervising Bank 

This communication constitutes the directions of the

Zystem Committee on Employee Benefits of the Retirement Plan for

i....7.ployees of the Federal Reserve System to the Federal Reserve

rank of New York which has been designated by the Committee as

Supervising Bank pursuant to Section 2.1 of the By-Laws of the

Plan.

The Federal Reserve Bank of New York as Supervising

bank shall supervise the Office of the Plan in the same manner,

except as otherwise provided below, as though such Office and

Its employees were a part of the Supervising Bank. In this

connection, it is understood that the Executive Secretary and

ether officers of the Office of the Plan will consult on a con-

tinuing basis with the senior officer of the Supervising Bank

with respect to the functioning of the Office of the Plan and

will seek day-to-day direction from the Supervising Bank, rather

than from the Committee, with respect to the matters enumerated

in 1-6 below. It is expected that the Supervising Bank will

conduct its supervision along the following lines:

1. Personnel Management 

With respect to personnel management, it is

anticipated that the Supervising Bank will review
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and approve all personnel changes in the Office

of the Plan and will consult with the Executive

Secretary and make such suggestions and recom-

mendations to the Executive Secretary in regard

to personnel management of the Office of the Plan

as appear to be desirable.

2. Operations 

With respect to the operations of the Office

of the Plan, it is expected that the Supervising

Bank will review operations from time to time with

a view to making any suggestions and recommendations

which it believes are desirable in the interest of

improving efficiency. Such review shall include

such matters as the receipt and disbursement of

contributions, management of funds, and payment of

Plan expenses and benefits.

3. Procedures and Controls 

With respect to the procedures and controls

followed by the Office of the Plan in conducting

its operations, it is expected that the Super-

vising Bank will review on a continuing basis such

procedures and controls with a view to conforming

them, to the extent the Bank deems appropriate, to

similar procedures and controls of the Supervising

Bank's own activities.
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4. Audits 

The Supervising Bank through its own General

Auditor shall conduct continuing audits of the Of-

fice of the Plan, similar to the continuing audits

by such General Auditor with respect to such Bank's

own functions and operations. Copies of such audits

shall be furnished to the Committee and to the Board

of Governors.

5. Budgets 

It is expected that the Supervising Bank will

assist the Office of the Plan in preparing the Of-

fice's budget necessary to carry out the functions

given to it by the Committee and will approve such

budget prior to its submission to the Committee for

the latter's final approval.

6. Reports and Dissemination of Information 

With respect to reports and dissemination of in-

formation, it is expected that the Supervising Bank

will review this function of the Office of the Plan

on a periodic basis and will make such suggestions with

respect to the current reports and information as it

deems appropriate and desirable. The Supervising Bank

may request such reports for its own use from the Of-

fice of the Plan as it deems desirable to assist it in

carrying 5ut its supervisory responsibilities.
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The Executive Secretary (or an Assistant Secretary) of

the Office of the Plan has been authorized by the predecessor Com-

mittee of the Plan to make certain determinations, for example, to

approve employer's requests to extend leaves of absence without a

break in service for members of the Plan whose absence is occasioned

by illness, to approve applications for normal or early retirement,

to approve retention of active service of members over age 65 as

provided in the Plan, etc. These determinations are made under

policies established by the Committee whose decisions in these

matters are final. Similarly, the areas of responsibility, and

any changes therein or new areas of responsibility, of the Office

of the Plan will be determined by the Committee; and the Office of

the Plan receives certain instructions with respect to Plan assets

from the Performance Review Committee whose decisions in such mat-

ters are final.

The Supervising Bank is requested to file a written re-

port of its supervising activities to the SCEB annually and to make

such other reports to the Committee as it may deem desirable.
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ROUGH
DRAFT
EGG/fcv
8/14/78

Activities of the Office of the Plan

Retirement Plan

1. Receipt of monthly contributions from each Reserve Bank

2. Disposition of monthly contributions:

(a) deposit in current account and use contri-

butions to pay benefits

(b) disbursement of excess to investment media

3. Maintenance of books of account

4. Maintenance of deposit accounts

5. Issuance of monthly benefit checks

6. Payment of expenses of Plan and officials of Plan

7. Management of funds and assets of the trust

8. (Corporate) Secretarial function for the Retirement and

other Plans

9. Preparation of tax and other reports required under Federal

and State law

10. Purchase of supplies, equipment and services

11. The Executive Secretary as the Administrative Officer of

the Plan has authority to manage the Office of the Plan

12. Personnel action re employees of the Office of the Plan:

(a) Salary GradeExecutive Secretary or

Treasurer has authority to take action on

personnel matters.
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(b) Salary Grade 7-12 -- Executive Secretary and

Treasurer have the authority. (This would be

subject to approval of the Supervising Bank.)

(c) Salary Grade 12 and above -- Executive Secre-

tary and Treasurer have authority subject to

approval by the Executive Committee. (This

would be subject to approval of the Super-

vising Bank instead of the Executive

Committee.)

(d) Approval of job classifications -- the Exe-

cutive Secretary and Treasurer have authority

to approve job classifications and evaluations

made in conformity with the practices of the

New York Fed.

13. Prepare budget of the Office for approval by the Supervising

Bank and final approval by the SCEB.

14. The Executive Secretary (or an Assistant Secretary) are au-

thorized by the Executive Committee (and would continue to

be authorized by the SCEB):

(a) To approve for payment by Treasurer (or As-

sistant Treasurer) all benefits under the

Plan

(b) To approve for payment by the Treasurer (or
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Assistant Treasurer) up to $2,000 to certain

persons in the event the payee is unable to

care for his own affairs

(c) To approve for payment by the Treasurer (or

Assistant Treasurer) of salaries and expenses

of employees of the Office of the Plan, any

expense included in the budget of the Plan or

in any contract or commitment approved by the

Executive Committee*, and any other expense

not exceeding $5,000 (other disbursements for

expenses are subject to approval of the Exe-

cutive Committee*)

(d) To take the following actions under the Plan:

1. To approve the exclusion from membership

of such classes of temporary or special

employees as may from time to time be

submitted by the employers.

• 2. To approve requests of employers to ex-

tend beyond the period of 12 months per-

mitted in Section 2.11 of the Plan

leaves of absence without a break in

service for members whose absence is

* SCEB under the Proposal
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occasioned by illness or to further their

education.

3. To approve applications for normal or

early retirement.

4. To approve the retention in active service

of members over age 65 as provided in Sec-

tion 4.2 of the Plan.

5. To waive the requirement that a retired

member or beneficiary submit proof of age,

if such action appears warranted.

6. To direct on behalf of the Committee the

payment of a lump cash sum to a member in-

voluntarily terminated under the provisions

of Section 6.4 of the Plan; and on behalf of

the Committee to approve the election, or

the change or revocation of the election, of

such a member to have such a lump cash sum

applied to the purchase of an annuity under

the provisions of Section 6.5 of the Plan.

7. To approve requests for the commencement of

a deferred pension under the provisions of

Section 9.3 of the Plan, including requests

not filed within the specified period be-

cause of extenuating circumstances.
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8. To approve on behalf of the Committee any

election or revocation of an option as pro-

vided in Section 9.5.

9. To approve the election of an active or

retired member or his beneficiary to have

the death benefit paid in a lump sum, in

instalments or applied for the purchase

of an annuity as provided in Sections 12.1

and 12.3.

10. To take any and all actions on behalf of

the Committee that are necessary, or con-

venient in the administration of the pro-

visions of the Board of Governors Plan,

as provided in Section 18 of the Plan.
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FEDERAL RESERVE EMPLOYEE BENEFITS SYSTEM
33 Liberty Street. New York. N.Y. 10045. (212) 791-5700

August 8, 1978

To the Members of the Administrative Board:

Here is a copy of the investment objectives and guidelines issued

by the Performance Review Committee to the funding agencies of the Retirement

Plan.

You may recall that in the course of Mr. Morris' presentation at

the recent meeting of the Administrative Board, the suggestion was made that

a copy be distributed to each of you for your information.

Enclosure

Sincerely,

Martin W. Bergin
Executive Secretary

RECEIVED

- 8 1978
P. A. V.

• ANSWERED 
•••••••••• ••••1

ATTENDED TO 
•_ 1111,2211111,
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Retirement Plan for Employees of the Federal Reserve System
33 Liberty Street, New York, N. Y. 10045

Investment Objectives and Guidelines for
Management of Funds of Retirement Plan 

(As revised by the Performance Review Committee
at its meeting in New York on April 25-26, 1977)

* * *

This revision of objectives and guidelines reflects the following changes:

Pages 2-3 The last paragraph on page 2 and the first two paragraphs
of page 3 have been revised in the interest of clarification.

Page 4

On page 3, the paragraph numbered 1 has been broadened to
include convertible securities.

The paragraph numbered 1 contains a specific statement to
the effect that the Retirement Plan is generally not subject
to ERISA because it is a governmental plan.

See also a change in the introductory language in footnote 5.

Page 6 The writing of options has been added to the prohibited
transactions stated in number 11.

April 26, 1977
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1/Introduction -

The basic purposes of the Retirement Plan for Employees of the Federal

Reserve System were developed between 1919 and 1934, when plans for establishment

of a retirement system for Federal Reserve System employees were proposed, reviewed

and refined. The original plan for a Federal Reserve retirement system involved

creation of a separate corporation by an act of Congress to assure separation of

the finances of the pension fund from those of the Reserve Banks and the Board of

Governors. While the Retirement System of the Federal Reserve Banks, established

in 1934, had many of the features of the earliest proposals, particularly the

separation of Retirement System finances from those of the Reserve Banks and the

Board, the organization took an unincorporated form with responsibility for general

administration vested in a Board of Trustees.

1/ 
The first two sections of this paper draw heavily on a study, submitted

to the Graduate School of Banking at Rutgers University, entitled "Retirement
System of the Federal Reserve Banks," by William C. Gallagher of the Federal

Reserve Bank of Chicago in June 1957.

2
—I Legislation to establish such a pension system, sponsored by the

Federal Reserve System, was introduced in Congress in March 1926. That bill

passed the Senate but failed to pass the House of Representatives. Similar

legislation was introduced in Congress from time to time thereafter but never

passed both Houses of the Congress.

2/ 
The name of the Retirement System was changed in 1970 to Retirement Plan

for Employees of the Federal Reserve System.
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Basic general purposes of  Retirement Plan 

The Retirement Plan was designed and has been administered to assure

fulfillment of the following general purposes:

1. To attract and retain quality personnel by providing a system

for orderly retirement of employees from active service in the event

of old age or disability.

2. To promote the confidence of the staff in the Retirement Plan by

providing for its independence from the operations of both the Federal

Reserve Banks and the Board of Governors. With an independent Retire-

ment Plan, employees have greater assurance that the availability of

benefits from the Retirement Plan will not be directly affected by

the operations of the Federal Reserve System.

3. To administer the Retirement Plan on an actuarial reserve basis

so that funds sufficient to pay a pension at the time of each employee's

retirement are provided over the entire period of employment.

4. To have a single retirement system for all Reserve Banks and the

Board of Governors so that the total expense of provision of such

benefits is reduced through centralized administration, the spreading

of exposure to loss, and the sounder actuarial calculations possible

with larger numbers of employees.

Given these basic purposes, this paper sets forth (1) the investment

objectives, (2) the investment guidelines, and (3) the performance review process

that have been adopted by the Performance Review Committee for the investment

managers of the funds of the Retirement Plan. In adopting the objectives, the

Performance Review Committee considered, among other things, the existing invest-

ment of the Retirement Plan in two fixed income contracts that expire in 1991

with The Equitable Life Assurance Society of the United States and The Prudential

Insurance Company of America.
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The investment objectives apply to all assets, except the fixed income

contracts, held under investment for the Retirement Plan. The Committee recog-

nizes that the adoption of these investment objectives may require some investment

managers to change from their current strategies. It is expected that those who

were investment managers for the Plan before April 1, 1977 will make this change

within the next two years to conform with the statement of objectives adopted by

the Committee.

The guidelines are applicable to assets committed to investment under

an individual separate account of an insurance company, and assets committed to

investment under the direction of an investment adviser. It is also expected

that assets committed to investment under any pooled separate account or any

general account administered as part of any investment manager's general asset

portfolio will be managed in a manner broadly consistent with the guidelines.

Investment objectives 

The broad investment objective of the Retirement Plan is continuity

in rate of return at a level consistent with prudent management concerned with

safety of principal. Investment securities should be high grade and yield the

best available return, recognizing that quality of investment is as important

as yield. Attention will also be paid to the degree of volatility of return on

the portfolio.

Given these broad objectives, the funds of the Retirement Plan should

be invested in accordance with the following considerations:

1. Equity (including convertible) securities should normally make up

about 60 percent and cash, debt securities and preferred stock about

40 percent of the investment portfolio. While it is not expected that

the portfolio would maintain a fixed percentage relationship as between

equity and debt securities, the 60 percent equity and 40 percent debt

allocations represent the preferred long-term strategy.
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2. These investment allocations can be adjusted if warranted by

changing economic and financicl conditions or other circumstances.

Adjustments in tte portfolio, however, should be made within the

boundaries of allocations of (1) 40 percent equity and 60 percent

debt and (2) 80 percent equity and 20 percent debt.

3. Performance will be measured over a full securities market cycle

or a period of at least three years. Performance will be evaluated

against the standard of returns obtainable for such period on a

portfolio having investment allocations of 60 percent equity and

40 percent debt, earning returns obtainable on the Standard & Poor's

500 Stock Index and an appropriate bond index, respectively.

4. The emphasis should be on consistency of performance. In this

connection, volatility of the common stock portion should not normally

substantially exceed the volatility of the Standard & Poor's 500 Stock

Index.

4/
Investment guidelines 

Investment managers have full discretion in the investment decisions

they make to achieve the previously stated investment objectives, subject to the

following guidelines:

1. Although the Retirement Plan is generally not subject to the

Employee Retirement Income Security Act of 1974 ("ERISA") because

4/
-- According to the Legal Department of the Federal Reserve Bank of New York,

these investment guidelines and the previously stated investment objectives are
consistent with the permissible limits of discretion a trustee may exercise in
authorizing an investment adviser to manage and invest assets of a retirement
system as currently interpreted by the New York State Insurance Department in its
Circular Letter No. 3, dated August 11, 1971.
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it is a "governmental plan," investment decisions should reflect actions

consistent with the "prudent man" principle under ERISA.

). Investments should be diversified to minimize risk of large losses,

unless it is clearly prudent not to do so. "—

3. Although investments should be made with long-term objectives in

mind, assets may be disposed of, without regard to the length of time

they have been held, whenever investment considerations make such

action advisable.

4. Investments should not be concentrated in particular industries

or a grouping of related industries.

5. No more than 5 percent of the funds managed should be invested in

securities issued by any one company.

6. No investment should be made for the purpose of exercising control

over, or management of, the company that issued the securities.

7. No investment should be made or continued in a company whose

products or activities are subject to broad-based social or political

censure.

8. No money should be borrowed for the purpose of investment or

otherwise.

9. Purchases should not be made on margin.

10. Short sales should not be made.

5/

6/

ERISA provides that ...a fiduciary shall discharge his duties...

(B) with the care, skill, prudence, and diligence under
the circumstances then prevailing that a prudent man
acting in a like capacity and familiar with such matters
would use in the conduct of an enterprise of a like
character with like aims;..." 29 U.S.C.A. § 1104(a) (1) (1975)..

ERISA also provides for this requirement with respect to the responsi-
bilities of a fiduciary. Ibid.
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11. There should 3e no trading in foreign exchange or puts or calls,

or writing of opti,ms.

12. There should be no purchase of commodities or commodity contracts.

13. There should be no purchases of stock in banks, bank holding

companies, savings and loan associations, the Federal National Mortgage

Association, government securities dealers, or enterprises engaged sub-

stantially in mining or trading in gold.

14. There should be no purchases of the securities of the portfolio

manager's organization or the holding company of the portfolio manager's

organization.

15. There should be no purchases of unregistered or lettered stock.

All securities should be fully negotiable and marketable.

Review process 

The investment objectives represent the longer-term strategy and goals

for investment of the funds of the Retirement Plan. Performance will be reported

by the investment managero to the Performance Review Committee on a quarterly

basis. The investment managers will also meet with the Performance Review Com-

mittee no less frequently than annually to review performance relative to these

objectives and to discuss future investment strategy. Against this background,

the objectives will be reviewed periodically, i.e., every five years, and revised

or confirmed as appropriate.

The investment guidelines will be reviewed annually and revised or

confirmed as appropriate.
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Copies:

FEDERAL RESERVE BANK Or NEW YORK

NEW YORK, N.Y. 10045

AREA CODE 212 791-6164

•

October 27, 1977

Mr. Martin W. Bergin
Executive Secretary
Federal Reserve Employee

Benefits System
33 Liberty Street
New York, N.Y. 10045

Mr. Volcker ,
Mr. Corrigan
Mr. Van Orman
Mr. Thieke
Ms. Detra
Mr. Eighmy
Mr. Checki
Corres. Files

Mr. Meek

Dear Marty:

In the absence of Paul Volcker who is out of

the country and in response to your memorandum of

October 21, 1977 to the members of the Administrative

Board, I vote to approve the amendment to the retirement

plan for a retirement allowance supplement on a 3 percent

basis, effective January 1, 1978.

Sincerely,

Thomas M. Timlen
First Vice President
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FEDERAL RESERVE SANK

OF NEW YORK

415
I.

PRIVATE WIRE-OUTGOING COLLECTION DEPARTMENT

WIRE TRANSFER DIVISION

JANE L, DETRA OCTOBER 24, 1977

MARTIN W, BERGIN
EXECUTIVE SECRETARY
FEDERAL RESERVE EMPLOYEE

BENEFITS SYSTEM
NEW YORK, NEW YORK

THE PROPOSED RETIREMENT ALLOWANCE SUPPLEMENT OF 3% SEEMS

SUBSTANTIALLY INADEQUATE. IT AMOUNTS TO ONLY 45% OF THE 605%

EXPECTED INCREASE IN THE CONSUMER PRICE INDEX THIS YEAR, PAST

SUPPLEMENTS HAVE AVERAGED ABOUT TWO-THIRDS OF THE ANNUAL CONSUMER

PRICE INCREASES°

WHILE I APPRECIATE THAT THERE ARE BUDGETARY CONSTRAINTS

ON FEDERAL RESERVE EXPENDITURES, I THINK THAT THOSE CONSTRAINTS

SHOULD BE FELT ELSEWHERE AND SHOULD NOT, IF AT ALL POSSIBLEIAFFECT

RETIREMENT ALLOWANCES.

WHILE I WOULD APPROVE A PROPOSED SUPPLEMENT OF 4%, I

DISAPPROVE YOUR 3% PROPOSAL OF OCTOBER 210

JANE L0 DETRA
NEW YORK

CC: MEMBERS OF THE ADMINISTRATIVE BOARD

MESSRS. MORRIS AND HARRIS, FRB BOSTON
EASTBURN AND KIEL, FRB PHILADELPHIA
WINN AND KELLY, FRB CLEVELAND
BLACK AND VIVERETTE,FRB RICHMOND
KIMBREL AND HONEA, FRB ATLANTA
MAYO AND STOJETZ, FRB CHICAGO
ROOS AND ORF„ FRB ST. LOUIS
WILLES AND HEIBER, FRB MINNEAPOLIS
GUFFEY AND BECHTER, FRB KANSAS CITY
BAUGHMAN AND RUST, FRB DALLAS
BALLES AND FRANZEL, FRB SAN FRANCISCO

GOV. COLDWELL AND MS. HARTA. BOARD OF GOVERNORS
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FEDERAL RESERVE EMPLOYEE BENEFITS SYSTEM
33 Liberty Street. New York. N.Y. 10045. (212) 791-5700

To the Members of the Administrative Board:

Subject: Bank Plan supplement 1978

October 21, 1977

RECEIVED

OCT 2 4 1977
P. A. V..

ANSWERED 

ATUNDED

The Executive Committee of the Retirement Plan, acting on the sug-
gestion of the System Cowmittee on Employee Benefits, voted by telephone
yesterday to recommend to the Administrative Board an amendment to the Plan
providing for a retirement allowance supplement on a 3 percent basis,
effective January 1, 1978.

A supplement of 3 percent would apply to eligible retirees under the
Bank Plan who retired before January 1977, and a supplement of 2 percent would
apply to those retired during January-June 1977. The supplement would also be
payable to the survivors of any members who would have been eligible had they
not died. The tefids of the amendment (Enclosure 1) are similar to those
defining the supplement of 1977.

In arriving at the rate of 3 percent,- the System Committee considered
the 6 percent or more increase in prices this year, the 5.9 percent increase in
benefits by Social Security in July, and current budgetary constraints of the
Federal Reserve. It was the consensus of the System Committee that given all

the circumstances a supplement on a 3 percent basis might be appropriate.

The vote of the Executive Committee reflects its acceptance of this

view, although one member of the Committee asked that his negative vote be

recorded because he believed a 4 percent rate was the more appropriate.

In accordance with the vote of the Executive Committee, therefore,

and at the direction of Chairman Winn, I should like to present an amendment

to the Retirement Plan providing for a supplement on a 3 percent basis,

effective January 1, 1978, such supplement to be defined in terms similar to

those used in defining the supplement of 1977.

In presenting this vote to the Administrative Board I am sure it is

unnecessary to point out that the dollars to pay for this supplement will be

provided by the Banks. The Presidents, therefore, will be giving consideration

to the funding of the supplement, as well as to the acceptance under the Plan

of the new liability to thoSe members who are eligible for the increase.
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The Actuary estimates that the cost of this supplement would be

$7.1 million. This figure is $2.3 million less than the amount budgeted on a
4 percent basis. Enclosure 2 gives a distribution of the estimated cost of

the supplement on a 3 percent basis. The distribution was made by the Actuary

on the basis of the amount of Plan payments being made to each Bank's retired
members and their beneficiaries on January 1, 1977. The amounts include the
supplement of 1977. If the supplement is approved, we would ask for payment
of your shares of the total cost in early 1978.

I have been asked to complete this vote before Friday, October 28.

Accordingly, I should appreciate your responding no later than noon, Thursday,
October 27, if possible. If you vote by wire, you can respond in the form -
"Approve (disapprove) your proposal of October 21."

Sincerely,

Martin W. Bergin
Executive Secretary

Enclosures
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• Enclosure 1

Retirement Plan for Employees
of the Federal Reserve System

Proposed amendment effective January 1, 1978

Section 11. Supplemental Pension for Eligible Retired Members

11.18. Each retired member who retired before July 1, 1977, and who was at
least aged 50 on January 1, 1978, or was retired on account of disability,
shall be entitled to receive, in addition to the monthly amount of retirement
allowance and any supplemental pension payable to him under the Plan as amended
through December 31, 1977, an additional monthly supplemental pension beginning
on the later of January 1, 1978 or the date his retirement allowance begins, in
an amount equal to the applicable percentage of such monthly amount that is set
forth in the following table in accordance with the month in which his retirement
date occurred:

Month
Applicable
percentage

Any month before 1977 3.0

January - June 1977 2.0

If a retired member entitled to receive such monthly supplemental pension dies,
or would have been so entitled had he not died, his beneficiary or estate shall
be entitled to receive, in addition to any monthly allowance or other benefit
payable to such beneficiary or estate after December 31, 1977, on account of
such member under the Plan as amended through such date, a supplemental benefit
in an amount equal to the applicable percentage of such monthly allowance or
other benefit that is set forth in the table above in accordance with the month
in which such deceased member's retirement date occurred. If a member died in
active service before July 1, 1977, his beneficiary or estate shall be entitled
to receive, in addition to any monthly allowance payable to such beneficiary or
estate after December 31, 1977, on account of such member under the Plan as
amended through such date, a supplemental benefit in an amount equal to the
applicable percentage of such monthly allowance that is set forth in the table
above in accordance with the month in which the member died. The minimum monthly
supplemental amount payable under the provisions of this Section 11.18 shall
be $1.00.

October 21, 1977
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Enclosure 2

Retirement Plan for Employees
of the Federal Reserve System

Distribution of cost of proposed Bank Plan supplement
of 3 percent, effective January 1, 1978 

Annual retirement
allowances,
January 1, 1977

Share of
supplement's
cost

Boston $ 1,514,205 $ 402,130

New York 7,349,900 1,951,911

Philadelphia 1,740,946 462,345

Cleveland 2,289,976 608,150

Richmond 1,617,418 429,536

Atlanta 1,284,881 341,226

Chicago 3,279,590 870,957

St. Louis 1,569,482 416,805

Minneapolis 968,721 257,261

Kansas City 1,506,977 400,206

Dallas 1,205,949 320,267

San Francisco 2,406,920 639,206

Total $26,734,965 $7,100,000

Note: This distribution, which was made by the Actuary, is on the basis of the

amount of Plan payments being made to each Bank's retired members and their bene-

ficiaries on January 1, 1977. The amounts include the supplement of 1977.

The distributions to the Banks include $16,735 covering the amount of supplement

payable to retired members and beneficiaries of the Office of Employee Benefits.

October 21, 1977
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; W.T. 67.3 (12/76)

-
INCOMING PRIVATE WIRE - FRBNY

COPIES SENT TO 
• VOLCKER
TBILEN

• 996 130. CORRIGAN
VAN ORMAN101 mum
DETRA

MORRIS AND HARRIS - BOSTON CHECKI
CORR. FILES

VOLCKER AND DETRA - NEN YORK

" EASTBURN AND KIEL - PHILADELPHIA

NINN AND KELLEY - CLEVELAND

BLACK AD VIVERETTE - RICHMOND

KIMBREL AND HONEA - ATLANTA

MAYO AND STOJETZ - CHICAGO

ROOS AND ORF - ST. LOUIS

" '1ILLES AND HEIBER - MINNEAPOLIS

'4•0'

oe-st,

• ,/

BAUW!AN AND RUST - DALLAS

I3ALLES AND FRANZEL - SAN FRANCISCO

COLDWELL AND HART - BOARD

DOYLE - CHICAGO

BERGIN - NEW YORK

“EEK - NEV YORK

A BANK RETIREMENT PLAN SUPPLEMENT OF 3 PERCENT WOULD BE LESS THAN ONE-HALF

OF THE 6.6 PERCENT INCREASE IN THE CONSUMER PRICE INDEX FROM SEPTEMBER 1976

TO SEPTPJBER 1977. NO EARLIER SUPPLEMENT HAS FALLEN SO SHORT OF MAINTAINING

THE PURCHASING POWER OF OUR RETIREES/ PENSIONS. I URGE RECOMMENDATION OF

THE 4 PERCENT FIGURE.

DAN M. BECHTER

1 t i')A 1 AD') tren nnA‘,44)110A0 A.1- Irv)4 I 1-)4P An in 
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FEDERAL RESERVE EMPLOYEE BENEFITS SYSTEM
33 Liberty Street. New York. N.Y. 10045. (212) 791-5700

October 21, 1977

To the President of each Federal Reserve Bank:

Subject: Employers' deposit for LTD payments

At the end of September 1977 the level of LTD payments totaled

almost $50,000 a month. This amount is about $2,000 more than the $48,000 of

deposit that you made with us for meeting monthly payments under the Plan.

To provide us with sufficient funds out of which to make monthly pay-

ments, we propose that the present deposit of $43,000 be increased to $33,000,

and ask that all Banks, except Philadelphia, participate in this increase.

Details of the end-of-September payment level, the amount of initial deposit,

and the suggested additional deposit are shown on an enclosure.

The establishment of the initial deposit, you may recall, was explained

in my letter of July 10, 1975. It was made pursuant to resolutions of the Execu-

tive Committee. Those resolutions also gave the Committee's consent to our

asking for additional amounts as needed.

The deposits that you made constitute a fund out of which LTD benefits

are paid each month. After payment, we ask each Bank to replenish the fund by

the amount of benefits paid to its disabled members. This procedure of depositing

more than enough funds in advance of payment results in a simple operation; it

eliminates the necessity each month of advising you of the payment level in advance,

requisitioning the precise amount needed from each of you, and making any adjust-

ments afterward. There may be a time that the payment level is too large for this

simple procedure, but we should like to retain it as long as we can.

I should like to ask each of your Banks, except Philadelphia, to pay

the amount of additional deposit shown in the third column of Enclosure 1. I

should appreciate your making payment by wire transfer on Thursday, October 27,

),977,  to the Federal Reserve Bank of New York for credit to  account No. 9017-0,

iu the name of the Long Term Disability Income Plan for Employees of thp Fedpral 

Reserve System. 

Enclosures 2 and 3 show the amounts of payments under the Plan for the

period it has been under FREBS administration, and the number of new claims during

the Aetna-FREBS periods 1970-77.

Enclosures

RECEIVED

OCT 24 1977
P. A. V.

ANSWERED 

AITNDED TO 

Sincerely,

Martin W. Bergin
Executive Secretary
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Enclosure 1

Long Term Disability Income Plan for Employees of the Federal Reserve System

Additional advances required from Employers, September 30, 1977

Present
deposit
level

Present monthly
payment level
(September 28)

Requested
additional
deposit

New deposit
level

Boston $ 5,000 $ 4,414 $ 2,000 $ 7,000

New York 14,000 12,626 2,000 16,000

Philadelphia 6,000 2,372 6,000

Cleveland 3,000 2,448 3,000 6,000

Richmond 2,000 3,449 4,000 6,000

Atlanta 3,000 2,727 2,000 5,000

Chicago 4,000 5,473 4,000 8,000

St. Louis 1,000 3,580 5,000 6,000

Minneapolis 1,000 683 2,000 3,000

Kansas City 3,000 3,415 3,000 6,000

Dallas 2,000 3,515 4,000 6,000

San Francisco 4,000 5,438 4,000 8,000

$48,000 $50,140 $35,000 $83,000

Office of Employee Benefits
October 21, 1977
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Enclosure 2

Long Tetin Disability Income Plan for Employees of the Federal Reserve System

Monthly payments under Long Term Disability Income Plan
during FREBS administration - all Federal Reserve Banks 

1975

July $ 351.37
August 1,386.14
September 3,093.21
October 6,478.65
November 8,554.21
December 10,496.75

$ 30,360.83

1976

January 13,784.82
February 14,046.04
March 13,175.47
April 18,549.57
May 18,261.82
June 24,520.72
July 20,103.65
August 24,125.41
September 27,533.99
October 24,602.33
November 28,223.20
December 30,658.29

257,585.31

1977

January 31,585.10

February 35,374.79
March 37,505.09
April 35,559.17
May 41,613.39
June 34,640.13
July 40,910.62
August 48,802.53
September 49,131.57 

355,122.39 

$643,068.53 

Office of Employee Benefits

October 21, 1977
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Enclosure 3

Long Term Disability Income Plan for Employees of the Federal Reserve System

Long Term Disability Income Plan claims experience

of Federal Reserve Banks, 1970-77
New claims as a percent of
active members

Year
Number of new LTD claims Number of

active members One year
Five-year
averageAetna FREBS Total

1970 45 - 45* 21,100 .213% 0

1971 47 - 47 21,859 .215 0

1972 99 - 99 23,458 .422 0

1973 50 - 50 25,699 .195 0

1974 78 - 78 26,856 .290 .267%

1975 46 27 83 26,009 .319 .288

1976 1 115 116 24,951 .465 .338

1977 0 99 e 99 e 24,100 e .411 e .333 e

*Includes 23 claims for disabilities incurred before the January 1, 1970 effective

date of the Aetna contract.

NOTE: A recognized standard for comparing disability experience is the Society of

Actuaries Transactions Reports, the latest edition of which is for 1975. Those

Reports contain disability tables based on data reported by 13 major insurance

carriers. The composite rates of disability experienced by those carriers was

.371 percent during the five years, 1969-73. This composite rate is reasonably

stable because it represents a moving average. The rate for the earlier five-year

period, 1968-73, for example, was .364 percent. As the table shows, our five-year

average for 1970-74, the nearest period to that given in the 1975 Reports, is

.267 percent.

Office of Fmployee Benefits

October 21, 1977
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FEDERAL RESERVE EMPLOYEE BENEFITS SYSTEM
33 Liberty Street. New York. N.Y. 10045. (212) 791-5700

Circular Letter No. 253 

October 4, 1977

To the Members of the Administrative Board,
the Secretary of the Board of Governors, and
the Personnel Officers at the Board and each
Bank and Branch:

Subject: Retirement, Thrift, and Long Term Disability Income
Plans, as amended effective January 1, 1977

We are sending to each Bank and the Board today a small supply (200-300
copies each, depending on your population and number of Branches) of the enclosed
Retirement Plan, Trust, and By-Laws, Thrift Plan, Trust, and By-Laws, and one-page
insert to the Long Term Disability Income Plan and By-Laws.

Because the Retirement and Thrift Plans include all amendments through
January 1, 1977, you can substitute the enclosed Plans for the Retirement Plan and
amendments through January 1, 1976, and the Thrift Plan and amendments through
January 1, 1974.

The one-page enclosure containing amendments to the Long Term Disability
Income Plan, effective January 1, 1977, should be inserted with your copy of that
Plan, effective January 1, 1975, as amended July 21, 1975.

These publications are intended for your use and are not for general
distribution, although there are no restrictions on the contents.

Enclosures

Sincerely,

Martin W. Bergin
Executive Secretary

RECEIVED

OCT - 5'i977

P. A. V.
ANSWERED
ATTENDEE!
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Retirement Plan

Section 1. Purpose

1.1. The purpose of this Retirement Plan is to
provide a pension upon retirement and certain
other benefits to eligible employees of the Federal
Reserve System and to encourage employees to
make and continue careers with the Federal Re-
serve System.

Section 2. Definitions

For the purpose of this Plan the following words
and phrases shall have the following meanings:

2.1. "Plan" means this Retirement Plan for Em-
ployees of the Federal Reserve System, as the same
may be amended from time to time.

2.2. "Employer" means any Federal Reserve
Bank, the Board of Governors of the Federal Re-
serve System, and the Office of the Plan.

2.3. "Employee" means any person who is in the
regular employment of an employer, but this term
shall not include any employee whose customary
employment as determined by his employer is less
than 780 hours per year.

2.4. "Member" means any person enrolled in the
membership of the Plan as provided in Section 3.

2.5. "Retired member" means a former member
who has been retired under the provisions of the
Plan.

2.6. "Board" means the Administrative Board
provided for in Section 16.

2.7. "Committee" means the Executive Commit-
tee provided for in Section 16. "Performance Re-
view Committee" means the Performance Review
Committee provided for in Section 16.

2.8. "Service" means the most recent period of
an employee's continuous employment as an em-
ployee of an employer subsequent to March 1,
1934. Service shall also include periods of vaca-
tion, authorized leaves of absence, and periods
while a member is in military or public service, as
provided in Section 14.

2.9. "Prior service" means, in the case of a
member who was enrolled in the Plan as of March
1, 1934, service rendered subsequent to the at-
tainment of age 21 and prior to March 1, 1934.

2.10. "Membership service" means service prior
to the member's normal retirement date and sub-
sequent to the date as of which he was enrolled in
the membership of the Plan pursuant to Section 3.

2.11. "Creditable service" means the sum of
membership service and prior service. Creditable
service shall include periods while a member is on
a non-military authorized leave of absence, pro-
vided the employer shall continue its contribu-

tions in respect of such member as provided in
Section 15, unless such leave of absence shall ex-
ceed 12 consecutive months. By special arrange-
ment made in advance and the payment of any
additional costs thereof by the employer, the
Committee in its discretion may extend the period
over which any such leave of absence may be pro-
longed in any case. Creditable service shall also
include periods while a member is disabled as
provided in Section 12, and may include periods
while a member is in military or public service as
provided in Section 14. In the case of a member
who had participated in the Board of Governors
Plan and who upon termination of such participa-
tion continued as a member of this Plan, creditable
service shall also include all creditable service of
record in respect of which contributions had been
made to the Trust by the Board of Governors of the
Federal Reserve System. Periods of creditable
service rendered by a member on and after March
1, 1934, and prior to the date he last became a
member, which he had lost because of termination
of service or otherwise, shall, in accordance with
rules prescribed by the Committee, be counted as
creditable service (measured in complete months
and commencing with the most recent month of
such forfeited creditable service) to the extent that
his creditable service (measured in complete
months and, for purposes of Section 5.1(a), ad-
justed as provided in Section 5.2) since he last
became a member, equals a portion of any such
forfeited creditable service. Notwithstanding the
provisions of the foregoing sentence, if a member
with five or more years of creditable service termi-
nated his employment on or after January 1, 1970
with an employer and thereafter returned to em-
ployment with an employer before the expiration
of 24 full calendar months immediately following
such termination, then such member's creditable
service shall also include all periods of his credit-
able service of record at the time of such termina-
tion of employment.

2.12. "Pension" means the annual payments for
life provided under the Plan.

2.13. "Salary" means the regular basic wages of
an employee of an employer. This term shall in-
clude shift differential regularly paid to an em-
ployee, as determined by his employer, for work-
ing an odd hour shift, but it shall not include any
other special payments such as, but not limited to,
overtime, deferred compensation and contribu-
tions by an employer under this or any other ben-
efit plan.

2.14. "Final average salary" means the member's
average annual salary for the five consecutive
years of creditable service rendered prior to his
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normal retirement date during which his salary
was the highest.

2.15. "Beneficiary" means the beneficiary or
beneficiaries designated by a member or retired
member pursuant to Section 13 to receive the
amount, if any, payable under the Plan, on or after
the death of such member or retired member.

2.16. "Social Security Act" means the Federal
Social Security Act as now in effect or as hereafter
amended.

2.17. "Social Security integration level" means,
for a retiring member, the average annual amount
of compensation on which the member's old age
benefits would be computed under the Social Se-
curity Act in effect at the member's normal or early
retirement date if the member were a male worker
age 65 who was retiring at the beginning of the
year and who earned annual compensation for
each prior year equal to the maximum amount of
remuneration for employment which could be
considered wages for such year subject to tax
under the Federal Insurance Contributions Act.

2.18. "Board of Governors Plan" means the plan
provided for in Section 18.

2.19. "Equivalent actuarial value" or "actuarial
equivalent" means a benefit of equivalent value
when computed on the basis of the actuarial tables
and interest rate or rates last adopted for this pur-
pose under the provisions of Section 16.4.

2.20. "Retirement date" means a member's nor-
mal retirement date as provided in Section 4, un-
less another retirement date has been elected in
lieu thereof pursuant to that section, and in that
case the term "retirement date" means the retire-
ment date elected.

2.21. "Trust" means the Trust established in re-
spect of the Plan by the Agreement and Dec-
laration of Trust made as of March 14, 1934, as
amended.

2.22. "Trustee" means the Trustee or Trustees of
the Trust.

2.23. "Thrift Plan" means the Thrift Plan for
Employees of the Federal Reserve System estab-
lished on January 1, 1970, as amended.

2.24. Wherever used in the Plan the masculine
gender includes the feminine.

Section 3. Membership

3.1. Except as otherwise provided in Section 3.2,
each employee of an employer shall be a member
of the Plan as a condition of his employment, and
shall be enrolled in the Plan by his employer in
accordance with rules prescribed by the Commit-
tee.

3.2. An employee shall not be eligible for mem-
bership if he is in the class of temporary or special

employees for which his employer has requested,
and the Committee has granted, exclusion.

3.3. Except as otherwise provided in Sections 12
and 14, membership shall cease on the retirement
date, death or termination of service of a member.

3.4. No employee shall be a contributing member
of the Civil Service Retirement and Disability
Fund and a member of the Plan at the same time.

Section 4. Retirement Date

4.1. The normal retirement date of a member
shall be the first day of the month coincident with
or next following his 65th birthday.

4.2. A member may remain in service after his
normal retirement date, for a period of not in ex-
cess of five years, only at the specific request of his
employer from year to year. Notwithstanding the
extension of any member's service by such a re-
quest, the member may be retired upon written
application to the Committee, made by the
member or his employer specifying a retirement
date which is the first day of a month and which is
not less than 30 nor more than 90 days following
the date of the filing of the application.

4.3. Any member who has completed 10 years of
creditable service may be retired on an early re-
tirement date upon making written application to
the Committee specifying an early retirement date
which is the first day of a month and not less than
30 nor more than 90 days following the date of the
filing of the application, provided, however, that
his pension payments shall not begin before his
attainment of age 50.

Section 5. Normal Retirement Pension

5.1. A member who retires from service on his
normal retirement date shall be entitled to receive
a normal retirement pension in an amount equal
to:

(a) 1.3 percent of his final average salary not in
excess of the Social Security integration level plus
1.8 percent of the portion of his final average salary
in excess of such Social Security integration level,
multiplied by his years of creditable service; plus
(b) 1 percent of his average annual salary (not in
excess of $15,000 annually) during the 20 con-
secutive years of creditable service rendered prior
to his normal retirement date during which salary
was highest, for each year of prior service.

5.2. For the purpose of determining the benefit
under Section 5.1(a), for service rendered on or
after January 1, 1977, of a member whose custom-
ary hours of service (as determined by his em-
ployer in accordance with rules prescribed by the
Committee) during any calendar year beginning
on or after January 1,1977, amount to less than the
number of hours established by his employer (in
accordance with rules prescribed by the Commit-
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tee) as the standard for full-time employees for
such year, the member shall be credited for such
calendar year with a fraction of a year (rounded to
the nearer whole number of full months) of credit-
able service equal to the number of hours of service
he performed during such calendar year divided
by the number of hours of such standard, and his
salary for such calendar year shall (in accordance
with rules prescribed by the Committee) be ad-
justed by multiplying it by the number of hours of
such standard and then dividing the product by
the number of hours of service the member per-
formed during such calendar year. In addition, the
final average salary of such member for such pur-

pose shall be determined on the basis of the
member's average annual salary for the five con-
secutive years of service beginning on or after
January 1, 1977, and prior to his normal retirement
date during which his salary was the highest, ex-
cept that if the member's service after January 1,
1977, and prior to his normal retirement date is
less than five years, his final average salary for
such period shall be determined on the basis of the
member's average annual salary for all of his serv-
ice during such period. Notwithstanding the
foregoing provisions of this Section 5.2, the ben-
efit under Section 5.1(a) of such a member whose
service after January 1, 1977, and prior to his nor-
mal retirement date is less than five years shall not
exceed the benefit he would have received under
such section without any adjustment under this
Section 5.2. For the purpose of determining such
member's benefit under Section 5.1(a) for service
prior to January 1, 1977, he shall receive credit,
without regard to any adjustment provided in this
Section 5.2, for creditable service prior to January
1, 1977, and his benefit under Section 5.1(a) with
respect to such creditable service shall be based on
his final average salary without any adjustment
under this Section 5.2. The adjustment provided
in this Section 5.2 shall not be applicable in de-
termining such member's benefit for prior service
under Section 5.1(b).

5.3. If a member continues in service after his
normal retirement date as provided in Section 4.2,
he will be entitled to receive beginning on his later
retirement date the pension provided under Sec-
tion 5.1.

Section 6. Early Retirement Pension

6.1. A member who retires from service as pro-
vided in Section 4.3 shall after attainment of age 50
be entitled to receive an immediate pension in an
amount equal to the pension which would be pay-
able under Section 5.1 on the basis of his creditable
service to such early retirement date if the member
were age 65 at the time of retirement, multiplied by
the applicable factor set forth below opposite his
age on the first day of the month in which his
pension payments begin (the "determination
date"):

I. Age at
determina-
tion date

II. Applicable
factor if the
member's age in
years, plus his
years of credit-
able service,
equal at least

III. Applicable
factor if the
member's years
of creditable
service equal 10

(a)90 (b) 80

50 .60 .50 .40

51 .64 .54 .43

52 .68 .58 .46

53 .72 .62 .49

54 .76 .66 .52

55 .80 .70 .55

56 .84 .74 .59

57 .88 .78 .63

58 .92 .82 .67

59 .96 .86 .71

60 1.00 .90 .75

61 1.00 .92 .80

62 1.00 .94 .85

63 1.00 .96 .90

64 1.00 .98 .95

65 1.00 1.00 1.00

If at the time of such retirement the sum of the
member's age and years of creditable service
equals less than 90 and more than 80, the applica-
ble factor shall be determined by interpolating, on
the basis of the sum of the member's age and years
of creditable service, between the factors given in
Column 11(a) and Column (b) above for his age at
such determination date. If at the time of such
retirement the sum of the member's age and years
of creditable service equals less than 80 and he has
creditable service in excess of 10 years, the appli-
cable factor shall be determined by interpolating,
on the basis of the sum of the member's age and
years of creditable service, between the factors
given in Column 11(b) and Column III above for his
age at such determination date.

6.2. If a member retires from service on an early
retirement date and the payment of his pension is
deferred until a later date, his pension shall be
determined in the manner prescribed in Section
6.1, except that the applicable factor provided for
in such section shall be determined as if (i) for
purposes of Column I the member's age on such
early retirement date had been equal to his age at
the determination date of his pension payments,
and (ii) for purposes of Column 11(a) and Column II
(b) the sum of his age and years of creditable serv-
ice on such determination date had been equal to
the sum of his age and creditable service at such
early retirement date, provided that the applicable
factor so determined shall in no event be less than
the factor set forth in Column III opposite his age at
the determination date of his pension payments.

6.3. If a member who is retired prior to his nor-
mal retirement date returns to employment with
an employer before he attains his normal retire-
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ment date, he shall again become a member of the
Plan and his pension shall be terminated. On his
subsequent retirement he shall be entitled to a
pension based on his total creditable service, pro-
vided that any member who is so reemployed and
subsequently retires under the Plan within three
years after such reemployment shall be entitled to
the pension portion of his original retirement al-
lowance, plus an additional pension based on his
creditable service after his return to employment.

6.4. If a member's service is terminated involun-
tarily by an employer for reasons other than dis-
honesty, misconduct or insubordination, and the
sum of his age in years, plus his years of creditable
service, on the date of such termination equals at
least 80, he shall be entitled to receive in addition
to any pension or other benefit he may be entitled
to receive pursuant to the other provisions of the
Plan, an amount equal to one twenty-fourth of his
annual rate of salary on the date of such termina-
tion of service, for each year and fraction of a year
of creditable service, not in excess of 24 years, such
amount not to exceed the amount of salary he
would have received if he had continued in service
until his normal retirement date at his rate of salary
in effect at the time of such termination, provided,
however, that if such member is an officer of a
Federal Reserve Bank, his right to receive such
payment, and the amount thereof, up to the max-
imum provided above, shall be subject to the ap-
proval of the Board of Governors of the Federal
Reserve System. The Committee shall direct pay-
ment of such amount to the member in one lump
cash sum unless an optional method of payment
becomes effective pursuant to Section 6.5.

6.5. A member entitled to receive a lump cash
sum as provided in Section 6.4 may elect, if the
Committee consents thereto, to have all or a part of
such sum paid and applied for the purchase and
delivery to such member of a single premium im-
mediate or deferred annuity (fixed or variable) on
his life under a contract issued by such insurance
company and containing such provisions as the
Committee shall designate, which contract shall
(i) provide for monthly payments to the member
commencing not later than his normal retirement
date, (ii) contain, if the Committee so determines,
provisions which prevent the cash surrender
thereof and which make the payments due there-
under non-assignable, and (iii) provide that the
actuarial value of any payments to a contingent
annuitant other than the spouse of the member
shall not exceed one-half of the actuarial value of
the monthly payments which the member would
otherwise have received without optional modifi-
cation. Such election must be filed in writing by
the member with the Committee prior to the 60th
day after the date of the member's termination of
service and prior to the member's receipt of any
payment under this Section 6.5, and may not be
subsequently changed or revoked without the

4 Retirement Plan

consent of the Committee. The delivery to such
member of such annuity contract shall constitute a
complete discharge of all obligations of the Plan
with respect to the amount of such lump cash sum
so applied.

Section 7. Maximum Amount of Pension

7.1. The pension payable under Section 5.1 (a) to
a member who retires on or after January 1, 1973
shall not in any event exceed (before optional
modification, conversion or early retirement re-
duction) 80 percent of such member's final aver-
age salary.

Section 8. Termination of Service

8.1. If a member's service is terminated other
than by retirement under the Plan or death, no
benefit shall be payable under the Plan in respect
of his service or membership preceding such ter-
mination, except as provided in Sections 2.11 and
6.4.

Section 9. Method of Payment

9.1. The pension to which a member is entitled
under the Plan shall be payable to him from the
Trust in monthly installments of approximately
equal amounts beginning on:
(a) The last day of the month in which the
member's normal or early retirement date occurs;
Or

(b) In the case of a member who retired on an early
retirement date and whose pension is
deferred—the last day of any month specified by
the member which is subsequent to his early re-
tirement date but not prior to age 50 nor later than
age 65; or
(c) In the case of a member who has continued in
service beyond his normal retirement date — the
last day of the month in which the earlier of his
termination of service or attainment of age 70 oc-
curs.

Such installments shall continue for the life of the
retired member, and the last installment shall be
due on the last day of the month during which his
death occurs. If the death of the retired member
occurs on any date other than the last day of a
month, the last installment shall be a prorated
amount determined by multiplying the install-
ment for a full month by a fraction the numerator of
which is the number of days in such month during
which the retired member was alive and the de-
nominator of which is 30. A member or retired
member may designate a beneficiary pursuant to
Section 13 to receive the last installment. Notwith-
standing anything to the contrary contained in this
Section 9.1, if optional modification under Section
9.4 has become effective, the provisions thereof
shall apply.

9.2 Notwithstanding the preceding Section 9.1,
any pension amounting to less than $10 per month
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may be paid in a lump sum of equivalent actuarial
value.

9.3. Written request for the commencement of a
deferred pension must be made to the Committee
by a retired member eligible therefor not earlier
than 60 days prior to the date on which his pension
is to begin and not later than his 67th birthday, or if
a member continues in the service of an employer,
not later than the first day of the month coincident
with or next following the date when his service is
terminated. If a retired member fails to make such a
request during such period, his eligiblity for a
deferred pension or any other benefit under the
Plan shall terminate. The Committee in its discre-
tion may accept as timely a request which is not
filed within such period if extenuating circum-
stances prevented such filing.

9.4. A member may elect, subject to the provi-
sions of Section 9.5, to convert his regular pension
to a pension under one of the following options:
(a) Survivorship options: A reduced pension to be
paid to the retired member for his life and, after his
death, to be continued in full or in part to his
beneficiary for life. The total value of the pension
payable during the lives of the member and his
beneficiary shall be computed to be of equivalent
actuarial value to the member's regular pension,
except that if at the time of retirement a member is
age 60 or more, or his age plus years of creditable
service equal 90 or more, and if he elects a sur-
vivorship option for the benefit of a spouse, parent,
brother or sister, or son or daughter, the pension
payable during his life and the life of his bene-
ficiary shall be computed at one-half the rate of
actuarial reduction that would otherwise apply;
provided, however, that if such member elects a
survivorship option providing for a continuance
to his beneficiary of more than 50 percent of the
reduced pension payable to such member, such
lesser rate of reduction shall apply only to the
extent it would have applied if such member had
elected a survivorship option providing for the
continuance to such beneficiary of 50 percent of
the reduced pension payable to the member.
(b) Other options: An immediate or deferred pen-
sion payable during his life with some other ben-
efit payable after his death, provided the total
value of the pension during his life and the suc-
ceeding benefit shall be computed to be of equiva-
lent actuarial value to the pension or other benefit
which he would have received without optional
modification and provided the benefit be ap-
proved by the Committee.
lf a person entitled to receive payments under this
Section 9.4 is a beneficiary other than the spouse of
the member, the actuarial value of the benefits
allocated to such beneficiary shall not exceed
one-half of the actuarial value of the regular pen-
sion which the member would otherwise have re-
ceived without optional modification on the date
of the member's retirement.

No election under this Section 9.4 may be made
which would result in payments to any person of
less than $10 per month.

9.5. Any election or revocation with respect to
either of the above options must be made by writ-
ten request of the member on such form as may be
required by the Committee and must be filed with
the Committee by the member prior to the date that
the first payment of the member's pension be-
comes payable pursuant to the provisions of Sec-
tion 9.1; provided that such election shall not be
operative if either the member or his beneficiary is
not living on the member's retirement date.

9.6. Notwithstanding the provisions of Sections
8.1 and 9.5, a member who remains in service after
his normal retirement date as provided in Section
4.2 may elect, on such form as may be required by
the Committee, that the optional form of benefit
which he has elected under the foregoing provi-
sions of this Section 9 shall become payable to his
beneficiary in the event of the member's death
after his normal retirement date but prior to his de-
ferred retirement date, and in such event the pen-
sion payable to the member upon his retirement
and the income payable to his beneficiary upon the
member's death before or after retirement shall be
in the same amount that would have been payable
under the option elected under this Section 9 if the
member had retired when the election of the op-
tion became effective pursuant to this Section 9.6.

Section 10. Periodic Review of Benefits

10.1. Each year the Committee shall review the
allowances being paid to retired members or their
beneficiaries under the Plan, and at least once in
each three-year period the Committee shall review
the other benefits provided under the Plan. The
Committee shall report the results of its studies
and any proposals for amending or revising the
Plan to the Board.

Section 11. Supplemental Pension for Eligible
Retired Members

[The text of Sections 11.1 through 11.17, which de-
fine the terms and conditions of supplemental
pensions for eligible retired members during the
years 1970-77, are set forth beginning on page 22.]

Section 12. Death and Disability

12.1. Upon the death of a member (i) who is in ac-
tive service and who has not elected the optional
form of benefit provided under Section 9.6 or (ii)
who is totally disabled under the terms of an
employer's long-term disability income program,
the Committee shall direct payment to his bene-
ficiary of one lump cash sum (not in excess of
$50,000) equal in amount to the annual rate of the
salary of the member at the time of his death raised,
if not a round thousand, to the next higher
thousand dollars. As used in this Section 12.1, the
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annual rate of the salary of the member shall be the
amount of salary as determined by the employer
that would have been paid to the member during
the annual period beginning with the date of his
death under the employment arrangement in ef-
fect on such date, without regard to any salary in-
crease that might have become effective if he had
continued to live; provided, however, that if the
employer determines that because of the nature of
the employment arrangement such amount is not
predictable with reasonable certainty, the annual
rate of salary of the member shall be an amount
equal to 12 times the monthly average salary paid
to the member during the 12-month period (or part
thereof during which he was a member) ending
with the date of his death.

12.2. A member may elect, if the Committee con-
sents thereto, that the death benefit, if any, payable
to his beneficiary under the provisions of Section
12.1 be paid in approximately equal amounts in
monthly installments over any period not exceed-
ing 10 years, such installment payments to include
interest at the rate adopted for this purpose in ac-
cordance with the provisions of Section 16.4.

12.3. A beneficiary entitled to receive a lump
cash sum as provided in Section 12.1 may, with
the consent of the Committee, elect one or more of
the following optional methods of payment:
(a) The payment of all or a part of such lump cash
sum in approximately equal amounts in monthly
installments over any period not exceeding 10
years, such installment payments to include in-
terest at the rate adopted for this purpose in
accordance with the provisions of Section 16.4; or
(b) The purchase with all or a part of such lump
cash sum and delivery to such beneficiary of a
single premium immediate or deferred annuity
(fixed or variable) on the life of the beneficiary
under a contract issued by such insurance com-
pany and containing such provisions as the Com-
mittee shall designate, which contract shall (i)
provide for monthly payments to the beneficiary
beginning not later than the end of the calendar
year next following the beneficiary's attainment of
age 65, (ii) contain, if the Committee so deter-
mines, provisions which prevent the cash surren-
der thereof and which makes the payments due
thereunder non-assignable, and (iii) provide that
the actuarial value of any payments to a contingent
annuitant other than the spouse of the member
shall not exceed one-half of the actuarial value of
the monthly payments which the beneficiary
would otherwise have received without optional
modification.

Such election or elections must be filed in writing
by the beneficiary with the Committee prior to the
60th day after the date of the member's death and
prior to the beneficiary's receipt of any payment
under Section 12.1, and may not be subsequently
changed or revoked without the consent of the

Committee. The delivery to such beneficiary of
such annuity contract shall constitute a complete
discharge of all obligations of the Plan with re-
spect to the amount of such lump cash sum so ap-
plied.

12.4. In any case where the benefit payable upon
the death of a member under the provisions of this
Section 12 is to be paid or is being paid in install-
ments to a beneficiary designated by the member
and such member has not designated any effective
method of payment of such installments thereof on
the death of such beneficiary, such beneficiary
shall have the right to designate by writing filed
with the Committee a person or persons to receive
the balance of such installments otherwise pay-
able to the estate of such beneficiary upon or after
such beneficiary's death. In the absence of such
designation by the beneficiary designated by the
member, such balance shall be payable to the es-
tate of such beneficiary.

12.5. A member who is disabled and receiving
payments under an employer's long-term disabil-
ity insurance program shall continue to accrue
creditable service under the Plan until he attains
his normal retirement date or elects an early re-
tirement pension, and his annual rate of salary at
the onset of his disability shall be deemed to be his
annual salary for purposes of the Plan during such
period. No pension shall be payable to or on ac-
count of such member while he is receiving such
long-term disability insurance payments.

Section 13. Designation of Beneficiaries

13.1. Each member or retired member shall file,
at such office as the Committee may from time to
time designate, a written designation of a bene-
ficiary or beneficiaries who shall be entitled to re-
ceive the amount, if any, payable under the Plan on
or after his death. The member or retired member
may from time to time revoke or change his bene-
ficiary designation without the consent of any
prior beneficiary by filing a new designation at
such office. The last such designation received by
such office shall be controlling, provided, how-
ever, that no designation, or change or revocation
thereof, shall be effective unless received at such
office prior to the member's or retired member's
death, and in no event shall it be effective as of a
date prior to such receipt.

13.2. If at the time of a member's or retired
member's death such a beneficiary designation is
in effect, the amount, if any, payable under the
Plan shall be distributed in accordance with the
Plan to the beneficiary designated. If no such bene-
ficiary designation is in effect at the time of a
member's or retired member's death, or if no des-
ignated beneficiary survives the member or retired
member, the payment of such amount shall be
made to the member's or retired member's estate. If
the Committee is in doubt as to the right of any per-
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son to receive such amount, the Committee may
direct the Trustee to retain such amount, without
liability for any interest thereon, until the rights
thereto are determined, or the Committee may di-
rect the Trustee to pay such amount into any court
of appropriate jurisdiction and such payment shall
be a complete discharge of the liability of the Plan
and the Trust therefor.

Section 14. Military and Public Service

14.1. Any member whose employment with an
employer is terminated by reason of his entry into
(i) service in the Armed Forces of the United
States, or (ii) service for a period of not more than
five years deemed by his employer to be in the pub-
lic interest, may be granted substantially the same
pension he would have been entitled to receive if
he had continued in employment with the em-
ployer during the period of such military or public
service and had continued to receive the salary he
had been receiving at the time of such termination
of employment, provided that his employer shall
pay to the Plan the amount required to cover the
full cost of any such pension. Such pension shall
be provided by an employer under general rules of
uniform application to all its members, from time
to time prescribed by the Committee.

Section 15. Contributions by the Employers

15.1. Each employer shall contribute to the Plan
monthly, or at such other intervals as may be
agreed upon with the Committee, such amounts as
are necessary to maintain the Plan on a sound ac-
tuarial basis, as determined by the Committee.
This contribution shall be known as the "normal
contribution."

15.2. All monies, securities or other property
received as contributions under the Plan shall be
delivered to the Trustee under the Trust, to be
managed, invested, reinvested and distributed in
accordance with the Plan, the Trust and any
agreement with an insurance company or other fi-
nancial institution constituting a part of the Plan
and Trust.

Section 16. Administration of the Plan

16.1. The general administration of the Plan
shall be placed in an Administrative Board which
shall be known as the "Administrative Board of
the Retirement Plan for Employees of the Federal
Reserve System." The Board may adopt for the
Plan by-laws not inconsistent with the provisions
of the Plan or Trust and shall have such duties and
exercise such powers as are provided in the Plan,
Trust or by-laws. The Board shall have the power,
subject to the provisions of the Trust, to appoint
from time to time a successor Trustee or Trustees
as the Board shall, in its sole discretion, determine.

16.2. The by-laws shall provide for an Executive

Committee which shall have such duties and exer-
cise such powers as are provided in the Plan, Trust
or by-laws.

16.3. The Committee shall have the exclusive
right to interpret the Plan and to determine any
question arising under or in connection with the
administration of the Plan. Its decision or action in
respect thereof shall be conclusive and binding
upon all persons having an interest in the Trust or
under the Plan or under any agreement with an in-
surance company or other financial institution
constituting a part of the Plan and Trust.

16.4. The Committee shall adopt and may
change from time to time, actuarial or other tables
which shall be used in calculations under the Plan.
The actuary selected by the Committee shall make
an annual actuarial valuation of the Plan's benefit
programs, and on the basis thereof shall recom-
mend to the Committee contribution rates for its
adoption. At least once in each five-year period the
actuary selected by the Committee shall make an
actuarial study of the mortality, service and com-
pensation experience of the members of the Plan,
including such calculations as may be necessary to
determine whether the Plan is fully funded on the
assumption of immediate termination, and shall
report the results of its study to the Committee.
The Board may, with the approval of the Board of
Governors of the Federal Reserve System, adopt
and change from time to time the interest rate or
rates which shall be used in all calculations under
the Plan.

16.5. The by-laws shall provide for a Perfor-
mance Review Committee which shall have such
duties and exercise such powers as are provided in
the Plan, Trust or by-laws.

16.6. The Board or the Committee or the Perfor-
mance Review Committee may delegate to any
subcommittee, officer, employee or agent its au-
thority to perform any act pertaining to the Plan or
the administration thereof including, without
limitation, those matters involving the exercise of
discretion.

16.7. The members of the Board and of the Com-
mittee and of the Performance Review Committee
shall serve without compensation, but shall be
reimbursed for any reasonable expenses incurred
in their capacities as members of the Board and of
the Committee and of the Performance Review
Committee. No bond or other security need be re-
quired of the Board or any member of the Board in
any jurisdiction. No member of the Board or of the
Committee or of the Performance Review Commit-
tee, officer or employee of the Plan shall be per-
sonally liable by virtue of any contract or other in-
strument executed by him or on his behalf in such
capacity nor for any mistake of judgment made in
good faith. In the absence of fraud or willful mis-
conduct, no member of the Board or of the Com-
mittee or of the Performance Review Committee,
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officer or employee of the Plan shall incur any lia-
bility whatsoever for anything done or omitted to
be done by him or by a duly authorized agent in
connection with the Plan; and each employer,
other than the Office of the Plan, by its adoption of
the Plan, agrees jointly with the other employers to
indemnify and save harmless each member of the
Board or of the Committee or of the Performance
Review Committee, officer or etrnployee of the Plan
against any cost or expense (including counsel
fees) or liability (including any sum paid in set-
tlement of a claim with the approval of a majority
of the employers, other than the Office of the Plan)
arising out of any act or omission to act as such
member of the Board or of the Committee or of the
Performance Review Committee, officer or em-
ployee of the Plan, except in the case of fraud or
willful misconduct. Any sum paid by an employer
by reason of such indemnification agreement shall
be deemed an administrative expense of the Plan
and shall be allocated among the employers, other
than the Office of the Plan, as the Committee, in its
sole discretion, shall determine.

16.8. The Board and the Committee and the Per-
formance Review Committee shall have no duty to
see that contributions received by the Trustee
under the Plan comply with the provisions of the
Plan or to enforce payment of any contribution
under the Plan.

16.9. The expenses of administering the Plan in-
cluding (i) the fees and expenses of the Trustee for
the performance of its duties under the Trust, (ii)
the expenses incurred by the members of the Board
and of the Committee and of the Performance Re-
view Committee, and by the Office of the Plan, in
the performance of their duties under the Plan (in-
cluding reasonable compensation for agents and
cost of services rendered in respect of the Plan),
(iii) any expenses paid by an employer pursuant to
Section 16.7, and (iv) all other proper charges and
disbursements of the Trustee or the members of the
Board and of the Committee and of the Perform-
ance Review Committee, and of the Office of the
Plan, shall be borne by the employers in such
proportions as shall be determined by the Commit-
tee based upon the inclusion in the Plan of the em-
ployers' respective employees.

Section 17. Termination of Employer
Participation

17.1. Any employer may terminate its partici-
pation in the Plan effective as of the last day of any
month by giving the Committee prior written
notice in which the employer specifies a termina-
tion date which is at least 90 days subsequent to
the date such notice is given to the Committee.

17.2. The Board may terminate any employer's
participation, as of a termination date specified by
the Board, for the failure of the employer to make
proper contributions or to comply with any other

provision of the Plan within 90 days after notice
and demand by the Board. Upon complete and
final discontinuance of an employer's contribu-
tions, its participation shall automatically termi-
nate and its termination date shall be a date
specified by the Board which is within 90 days
subsequent to the last day that the employer's con-
tributions to the Trust were paid.

17.3. In the event of any such termination or
upon the complete and final discontinuance of an
employer's contributions under the Plan, the
Committee shall direct the Trustee to apply such
portion of the assets of the Trust as an actuarial
valuation shall indicate is needed to purchase a
contract or contracts from an insurance company
or companies, or otherwise provide, for the pay-
ment of all benefits accrued to such termination or
discontinuance date to each member of the Plan
who is an employee or retired employee of such
employer, provided, however, that if the assets of
the Trust attributable to the contributions of such
employer are insufficient to purchase such con-
tracts, or otherwise provide, for such accrued ben-
efits, the Committee shall first notify the employer
in writing of the amount of any such insufficiency,
and within 30 days after receipt of such notifica-
tion the employer shall contribute to the Trust suf-
ficient funds to compensate for any such insuffi-
ciency. Within the six months next following such
termination or discontinuance date each member
of the Plan who is an employee of such employer
shall have the right to notify the Board in writing
of his desire to withdraw from the membership of
the Plan, and upon such withdrawal he shall be en-
titled to receive an amount equal at such time to
the actuarial value of the benefits accrued to him
under the Plan to such termination or discontinu-
ance date, such amount in the case of an employee
who is a member of the Board of Governors Plan
to include the return of his own contributions
with applicable interest. The Trustee shall pay
such amount to such withdrawing member in one
lump cash sum, in installments over a period not
exceeding 10 years, or as an immediate or deferred
annuity, as the Committee, in its sole discretion,
shall determine.

17.4. Any such payment shall be a complete dis-
charge of all liabilities of the Trust with respect to
the member's membership and his employer's par-
ticipation. If a person entitled to a sum under Sec-
tion 17.3 dies on or after his employer's termina-
tion or discontinuance date and prior to the full
payment thereof, the remainder of such sum shall
be paid in one lump cash sum to his estate.

Section 18. Employees of Board of Governors

18.1. In order that employees of the Board of
Governors may be accorded financial benefits
comparable to those granted to employees who are
subject to the Civil Service Retirement Act, every

•

•
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employee of the Board of Governors to whom this
section is applicable shall be entitled to receive
such special benefits in lieu of the benefits pro-
vided for by Sections 5, 6.4, 11 and 12 and shall be
required to make such special contributions as
may be provided for in such plan as may be estab-
lished by resolution of the Board of Governors.

18.2. This section shall be applicable to every
employee of the Board of Governors who is a par-
ticipant in the Board of Governors Plan according
to its terms, but shall not be applicable to any
member with creditable service in this Plan with-
out his consent.

18.3. The Board of Governors Plan, as from time
to time amended by the Board of Governors, shall
be filed with the Committee and shall be adminis-
tered and managed as an integral part of this Plan,
and the provisions of this Plan, as amended from
time to time, shall be applicable to the operations
of the Board of Governors Plan except to the extent
that they are inconsistent with the provisions of
the Board of Governors Plan.

18.4. The Committee shall from time to time
adopt a rate or rates of contribution for all benefits
and other expenses for all members who are par-
ticipants in the Board of Governors Plan in accord-
ance with the terms thereof; and the Board of Gov-
ernors shall, from the funds available for its ex-
penses, make contributions to the Plan (in lieu of
those required by Section 15) monthly or at such
other intervals as may be agreed upon with the
Committee, in such amounts as are calculated by
the use of such rate or rates to be sufficient to pro-
vide all benefits to which each participant in the
Board of Governors Plan is entitled under such
Plan and which are not provided by the contribu-
tions made by him.

18.5. The Board of Governors Plan may be termi-
nated by the Board of Governors after 90 days'
notice to the Committee, and thereupon em-
ployees who are participants in the Board of Gov-
ernors Plan immediately prior to such termination
shall continue as members of this Plan under the
provisions of all of the other sections of this Plan as
then existing. No modification in the Board of
Governors Plan shall be adopted which would re-
quire any participant to pay an increased rate of
contribution unless approved by a majority of the
existing active participants in the Board of Gover-
nors Plan and no such modification or termination
shall be made which will reduce the then accrued
benefits of the existing active, inactive or retired
participants in the Board of Governors Plan, or re-
duce the then accumulated reserves held therefor;
but changes in contribution rates, benefits or re-
serves which result from changes in the Civil Serv-
ice Retirement Act shall not be considered to be
modifications in the Board of Governors Plan
within the meaning of this sentence.

18.6. In order that there be no duplication of ben-
efits, no pension shall be payable under this Plan
in respect of any creditable service for which a
benefit is payable under the Board of Governors
Plan.

18.7. Notwithstanding the provisions of Section
19 the Board or the Committee shall have authority
to take any and all actions necessary or convenient
to carry out the provisions of this Section 18 and to
determine any questions which may arise as to the
interpretation of the provisions of the Board of
Governors Plan.

Section 19. Amendment or Termination of the
Plan and Trust

19.1. The Board may, with the approval of the
Board of Governors of the Federal Reserve System,
amend, suspend or terminate the Plan or the Trust
at any time in whole or in part and for any reason
and without the consent of any employer, member
or beneficiary. Each employer by its adoption of
the Plan shall be deemed to have delegated this au-
thority to the Board. No amendment, however,
shall be adopted which would:

(a) require any member to make contributions
under the Plan unless such amendment shall be
approved by a majority of the members of the Plan;
Or

(b) reduce the then accrued benefits of the mem-
bers or retired members or reduce the then accum-
ulated reserves held therefor, except to the extent
that such amendment is, in the opinion of the
Board, necessary or desirable to maintain the Plan
and the Trust as a qualified plan and trust which
meet the requirements of Sections 401 (a) and
501 (a), respectively, of the Federal Internal Rev-
enue Code as now in effect or hereafter amended,
or any other applicable provisions of the federal
tax laws, as now in effect or hereafter amended or
adopted, and the regulations issued thereunder; or

(c) permit any part of the assets of the Trust (other
than such part as is required to pay taxes, if any,
and expenses of the Plan and Trust) to be used for
or diverted to any purpose other than for the exclu-
sive benefit of the members, retired members and
beneficiaries under the Plan, prior to the satisfac-
tion of all liabilities with respect thereto.

19.2. Subject to the provisions of Section 19.1,
any amendment, suspension or termination of any
provision of the Plan may be made retroactively, if
necessary or appropriate, to qualify or maintain
the Plan and the Trust as a plan and trust meeting
the requirements of Sections 401 (a) and 501 (a),
respectively, of the Federal Internal Revenue Code
as now in effect or hereafter amended, or any other
applicable provisions of the federal tax laws, as
now in effect or hereafter amended or adopted, and
the regulations issued thereunder.
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19.3. Notice of any amendment, suspension or
termination of the Plan shall be given by the Board
to the Trustee and all employers and, except for
changes which do not adversely affect their in-
terests, shall also be given to all members.

19.4. In the event the Plan is terminated, any
surplus remaining in the Trust Fund after the
payment of all expenses and after the satisfaction
of all liabilities accrued to the date of such termi-
nation with respect to the members, retired mem-
bers and their beneficiaries under the Plan shall,
upon receipt of the approval of the Internal Rev-
enue Service, revert ratably to each employer in
such manner and in such proportion as the Board,
in its sole discretion, shall determine.

Section 20. Special Limitations

20.1. In order to qualify the Plan and the Trust as
a qualified plan and trust under the Federal Inter-
nal Revenue Code, the benefits to be provided to
certain members will be subject to the limitations
set forth in this Section 20.

20.2. The provisions of this Section 20 shall
apply to any member who on any "Commence-
ment Date" is one of the 25 highest paid employees
of his employer and whose anticipated pension
commencing at his normal retirement date and
provided by contributions of his employer will be
in excess of $1,500 annually. Commencement Date
for purposes of this Section 20 shall mean July 1,
1964, or the effective date of any subsequent
amendment to the Plan which increases the ben-
efits of the Plan.

20.3. Notwithstanding any other provision of the
Plan, if during the first 10 years following a Com-
mencement Date an employer's participation in
the Plan is terminated, or the full current costs of
such employer have not been met, the amount of
contributions (or funds attributable thereto) by
such employer which may be applied for the ben-
efit of any such member shall be limited so that
such amount so applied under the Plan shall not
exceed the largest of:

(a) The employer's contributions (or funds at-
tributable thereto) which would have been applied
to provide benefits for the member if the Plan, as in
effect on the day immediately preceding the
Commencement Date, had been continued with-
out change; or

(b) $20,000; or

(c) The sum of (i) the employer's contributions (or
funds attributable thereto) which would have been
applied to provide benefits for the member if the
Plan had been terminated on the day immediately
preceding such Commencement Date, plus (ii) an
amount computed by multiplying the smaller of
$10,000 or 20 percent of the member's average an-
nual salary during his last five years of service, by
the number of years since such Commencement
Date.

20.4. The full current costs of the Plan with re-
spect to any employer shall be deemed to have
been met for the purpose of this Section 20 as long
as the unfunded costs for benefits payable to its
employees do not exceed the amount of such un-
funded costs on the date as of which they were ini-
tially determined, plus any additional unfunded
cost on account of any subsequent amendment to
the Plan on the Commencement Date. If the forego-
ing limitations become applicable because such
costs have not been met, they shall apply until
such costs have been met. If at the end of the first
10 years following a Commencement Date the full
current costs are not met, the foregoing limitations
shall continue to apply until the full current costs
are funded for the first time. Such limitations shall
not restrict either the payment of any monthly
pension due prior to the 90th day after termination
of an employer's participation (or a failure to meet
full current costs), or the payment of benefits to an
employee's beneficiary at any time if such pay-
ment shall have commenced prior to the date of
such termination of such participation (or a failure
to meet full current costs).

Section 21. General Limitations

21.1. Membership in the Plan shall not give any
employee the right to be retained in the employ-
ment of his employer and shall not affect the right
of the employer to dismiss any employee.

21.2. The Trust shall be the sole source of benefit
payments under the Plan and the employer, the
Board and the Committee and the Performance
Review Committee assume no liability or respon-
sibility for such payments, and each member or
beneficiary who shall claim the right to any pay-
ment under the Plan shall be entitled to look only
to the Trust for such payment.

21.3. If the Committee shall find that any person
to whom any amount is payable under the Plan is
unable to care for his affairs because of illness or
accident, or is a minor, or has died, then any pay-
ment due him or his estate (unless a prior claim
therefor has been made by a duly appointed legal
representative) may be paid to his spouse, a child,
a relative, an institution maintaining or having
custody of such person, or any other person
deemed by the Committee to be a proper recipient
on behalf of such person otherwise entitled to
payment. Any such payment shall be a complete
discharge of the liability therefor of the Plan and
the Trust.

21.4. Except insofar as applicable law may
otherwise require, and except as the Board of Gov-
ernors Plan may otherwise provide, no amount
payable to any member, retired member or bene-
ficiary at any time under the Plan and the Trust
shall be subject in any manner to alienation by an-
ticipation, sale, transfer, assignment, bankruptcy,
pledge, attachment, charge or encumbrance of any
kind, and any attempt to alienate, sell, transfer, as-
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sign, pledge, attach, charge or otherwise en-
cumber any such amount, whether presently or

thereafter payable, shall be void, and the Trust
Fund shall in no manner be liable for or subject to
the debts or liabilities of any person entitled to any
amount payable under the Plan and Trust; and if

any person shall attempt to, or shall, alienate, sell,

transfer, assign, pledge, attach, charge or other-

wise encumber any amount payable under the

Plan and Trust, or any part thereof, or if by reason

of his bankruptcy or other event happening at any

such time such amount would not be enjoyed by

him, then the Committee, in its sole discretion,

may terminate his interest in any such amount and

shall hold or apply it to or for the benefit of such

person, his spouse, children or other dependents,

or any of them in such manner as the Committee

may deem proper.

21.5. If the Committee cannot ascertain the
whereabouts of any person to whom an amount is

payable under the Plan, and if, after five years from

the date such payment is due, a notice of such
payment due is mailed to the last known address of
such person, as shown on the records of the Com-
mittee, and within three months after such mailing
such person has not filed with the Committee writ-
ten claim therefor, the Committee may direct that
such payment be cancelled and forfeited and ap-
plied to reduce his employer's contributions, and
upon such cancellation, the Plan and the Trust
shall have no further liability therefor.

21.6. Each member and retired member shall file
with the Committee such pertinent information
concerning himself, and his beneficiary as the
Committee may specify, and in such manner and
form as the Committee may specify or provide, and
no member, retired member or beneficiary shall
have any rights, or be entitled to any benefits
under the Plan, unless such information is filed by
him or on his behalf.

21.7. If the payment of any benefit under the Plan
is provided for by a contract with an insurance
company the payment of such benefit shall be sub-
ject to all the provisions of such contract.

21.8. All notices, instructions, designations and
other communications from an employer, a
member, retired member or beneficiary to the
Committee required or permitted under the Plan
shall be in such form as is prescribed from time to
time by the Committee, shall be mailed by first-

class mail or delivered to such location as shall be
specified by the Committee, and shall be deemed

to have been duly given and delivered only upon
actual receipt thereof by the Committee at such lo-
cation.

21.9. All notices, statements, reports and other
communications from an employer, the Commit-
tee or the Board to any employee, member, retired
member or beneficiary, required or permitted
under the Plan shall be deemed to have been duly

given when delivered to, or when mailed by first-
class mail, postage prepaid and addressed to, such

employee, member, retired member or beneficiary
at his address last appearing on the records of the
Committee.

21.10. Upon such terms and conditions as the
Board or the Committee and the Federal Internal
Revenue Service may approve, credit may be given
and benefits provided under the Plan to a member
with respect to any period of his prior employment
by any organizaton, and such credit and benefits
may be provided for, in whole or in part, by funds
transferred to the Trust from an employee benefit
plan of such organization which qualified under
Section 401(a) of the Federal Internal Revenue
Code (as said section may from time to time be
amended or renumbered).

Section 22. Transfer to Thrift Plan of
Members' Contributions

22.1. The Plan is a continuation with modifica-
tion, effective January 1, 1970, of the Retirement

System which was established by the employers
on March 1, 1934. Effective January 1,1970, mem-
bers of the Plan (other than members of the Board
of Governors Plan) shall not be obligated or al-
lowed to make any required or additional con-
tributions to the Plan in order to fund the benefits
provided by the Plan.

22.2. Each person in service with an employer on
December 31, 1969 who was then a member of the
Retirement System may elect prior to that date
within the time and under such conditions as may
be prescribed by the Committee, to have the
amount of his required and additional contribu-
tions to the Retirement System, including the in-
terest attributable thereto, as determined by the
Committee in its sole discretion (his "accumulated
contributions"), transferred to the Thrift Plan.

22.3. Notwithstanding the provisions of Section
22.2, a person in service, although not in employ-
ment, on December 31, 1969, who thereafter re-
turns to employment with an employer from mil-

itary or public service, in respect of which the em-
ployer has contributed under the Plan as provided
in Section 14, may elect,within the time and under
such conditions as may be prescribed by the
Committee, to have his accumulated contributions
transferred to the Thrift Plan.

22.4. Notwithstanding the provisions of Section
22.2, each retired member who returns to em-
ployment with an employer may upon becoming a
member of the Thrift Plan elect within the time
and under such conditions as may be prescribed
by the Committee to have the amount of his re-
quired and additional contributions to the Retire-
ment System, including the interest attributable
thereto, as determined by the Committee in its sole
discretion (his "accumulated contributions"),
transferred to the Thrift Plan.
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22.5. All accumulated contributions of a member
which are transferred from the Retirement System
to the Thrift Plan shall be held by the Trustee ap-
pointed under the Thrift Plan for the exclusive
benefit of such member of the Thrift Plan in ac-
cordance with the terms of the Thrift Plan. Upon
such transfer, the Trustees of this Plan shall have
no further liability whatsoever with respect to
such a member's accumulated contributions or the
benefits which had been based thereon, and the
member shall look solely to the Thrift Plan for any
payment or other benefit in respect of the amount
so transferred.

22.6. If a member entitled to make an election
under any of the foregoing provisions of this Sec-
tion 22 to have his accumulated contributions
transferred to the Thrift Plan does not elect such
transfer within the time therein prescribed, then
the Board shall purchase with the member's ac-
cumulated contributions (if they exceed the sum of
$500), a single premium deferred annuity contract
on the life of the member issued by such insurance
company and containing such provisions as the
Board shall designate, which contract shall pro-
vide monthly payments commencing not later
than the end of the year next following the
member's normal retirement date and continuing
for a period of not less than the lifetime of the
member; such contract to contain, if the Board so
determines, provisions which prevent the cash
surrender thereof and which make the payments

due thereunder non-assignable. The Board may, in
its sole discretion, pay such member his additional
contributions, as defined under the Rules and
Regulations of the Retirement System as amended
through June 1968, together with the interest at-
tributable thereto, in a lump cash sum, and in such
case the sum to be used to purchase such deferred
annuity contract shall be reduced by the amount so
paid to the member. However, if the amount of
such member's accumulated contributions (less
the amount of any additional contributions which
may have been paid to him as provided above in
this Section 22.6) does not exceed the sum of $500,
then the Board shall pay such amount in one lump
cash sum to the member.

22.7. If a member entitled to make an election
under the provisions of this Section 22 to have his
accumulated contributions transferred to the
Thrift Plan dies after December 31, 1969 and be-
fore making such an election or before receiving
his accumulated contributions in the form of an
annuity contract or lump cash sum under Section
22.6, then the Committee shall pay his accumu-
lated contributions to his beneficiary in one lump
cash sum.

Section 23. Agreement and Declaration of Trust

23.1. The Agreement and Declaration of Trust
made as of March 14, 1934, as amended, is made a
part hereof and shall read as follows:
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Agreement and Declaration of Trust

THIS AGREEMENT and DECLARATION Of TRUST made
as of March 14, 1934, by William W. Paddock,
Ellis G. HuIt, Leslie R. Rounds, William A.
Heinl, John S. Sinclair, William G. McCreedy,
Matthew J. Fleming, Herman F. Strater, John S.
Walden, Jr., Hugh Leach, Harry F. Conniff,
Clarence R. Camp, Charles R. McKay, Allan M.
Black, Olin M. Attebery, Alfred H. Hai11, William
B. Geery, Milford E. Lysen, Carroll A. Worth-
ington, Cyrus E. Daniel, Robert B. Coleman,
Mac C. Smyth, William A. Day, Cecil E. Earhart,
George R. James and John R. Van Fossen, as
amended as of November 15, 1971.

Section 1. The Plan a Part of this Trust
Agreement

1.1. A copy of the Retirement Plan for Employ-
ees of the Federal Reserve System, as amended,
hereinafter referred to as the "Plan," is attached
hereto, marked "Exhibit A," and the provisions
therein contained, as the same may be amended
from time to time, are incorporated herein, and
all terms therein defined shall have the same
meanings when used herein unless expressly
provided to the contrary herein.

Section 2. Establishment of the Trust

2.1. The Trust established under the Agree-
ment and Declaration of Trust made as of March
14, 1934, as amended, shall be known as the
"Federal Reserve System Employees' Retire-
ment Plan Trust," hereinafter referred to as the
"Trust," consisting of such sums of money and
such other property acceptable to the Trustee
as from time to time shall be paid or delivered
to the Trustee, and the earnings and profits
thereon. All such money and other property and
all investments and reinvestments made there-
with or proceeds thereof and all earnings and

profits thereon, less the payments which at the
time of reference shall have been made by the
Trustee as authorized herein, are hereinafter
referred to as the "Trust Fund."

Section 3. The Trust Fund

3.1. It shall be the duty of the Trustee to hold
the Trust Fund in trust as provided in this Trust
Agreement: to manage, invest, reinvest, and
distribute and otherwise deal with the same
pursuant to the provisions of this Trust Agree-
ment; to collect the income therefrom which
upon receipt shall be merged into and become a
part of the Trust Fund, and to make payments
from the Trust Fund, as hereinafter provided.

3.2. The Trustee shall be responsible only for
sums or other property actually received by it
as Trustee and shall have no right or duty to see
that contributions received by it under the Plan
comply with the provisions of the Plan or to
enforce payment of any contribution under the
Plan.

3.3. No member, retired member or other per-
son claiming under or in respect of them, shall
have any right to, or interest in, any part of the
Trust Fund, except the right to receive benefit
payments which have been determined by the
Committee in accordance with the Plan to be
payable to such member, retired member or
other person.

3.4. No part of the Trust shall be used for, or
diverted to, any purpose other than for the
exclusive benefit of the members, retired mem-
bers, or their beneficiaries prior to the satisfac-
tion of all liabilities with respect to such mem-
bers, retired members, and their beneficiaries;
provided, however, that nothing in this section
shall be deemed to limit or otherwise prevent
the payment from the Trust Fund of expenses,
taxes, and other charges as provided in Section
8 of this Trust Agreement.
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Section 4. Duties of the Trustee with Respect

to Investments

4.1. All funds received by the Trustee shall be
invested (i) wholly or partly through the
medium of a group deposit administration an-
nuity contract or other type of contract issued
to the Trustee by an insurance company or com-
panies, and utilizing under any such contract
general, commingled separate, or individual
separate investment accounts as the Perform-
ance Review Committee in its sole discre-
tion shall determine, all such contracts to be in
form and substance approved by the Perform-
ance Review Committee and designated by the
Performance Review Committee as constituting
a part of the Plan and this Trust; or (ii) wholly
or partly through the medium of any common,
collective or commingled trust fund maintained
by a bank or other financial institution and
which is qualified under Sections 401(a) and
501(a) of the Federal Internal Revenue Code (as
said sections may from time to time be amended
or renumbered) and which is designated by the
Performance Review Committee as constituting
a part of the Plan and this Trust; or (iii) wholly
or partly by direct investments made pursuant
to the instructions of the Performance Review
Committee or the Investment Adviser desig-
nated from time to time by the Performance
Review Committee; or (iv) wholly or partly by
the purchase of shares of such mutual fund or
funds as the Performance Review Committee
shall from time to time designate.

4.2. The Trustee shall have the following
powers and authority with respect to all prop-
erty constituting a part of the Trust Fund and
with respect to the administration of the Trust
Fund, including, without limitation, invest-
ments and other actions taken by the Trustee
pursuant to the provisions of Section 4.1, which
powers and authority shall be exercised by the
Trustee either directly, or indirectly through
the investment media described in Section 4.1,
pursuant to the written instructions of the Per-
formance Review Committee or the Investment
Adviser:

(a) To invest and reinvest in any property, real,
personal or mixed, and wherever situate and
whether or not productive of income, including,
without limitation, capital, common and pre-
ferred stbcks, personal, corporate and govern-
mental or other obligations, secured or unse-
cured, and including any collective or part
interest therein; mortgages, leaseholds, fees
and other interests in realty; oil, gas or mineral
properties, rights, royalties, payments or other
interests in such property; contracts, choses in
action, trust and participation certificates, or
other evidences of ownership, part ownership,
interest or part interest; all without being lim-
ited or restricted to investments of a character

authorized for fiduciaries under any present or
future laws of any jurisdiction or pursuant to
any rule of any court, and without regard to the
proportion any such property may bear to the
entire amount of the Trust Fund.

(b) To sell, exchange or transfer any such prop-
erty at public or private sale for cash or on
credit and grant options for the purchase or ex-
change thereof.

(c) To participate in any plan of reorganization,
consolidation, merger, combination, liquidation
or other similar plan relating to any such prop-
erty, and to consent to or oppose any such plan
or any action thereunder, or any contract, lease,
mortgage, purchase, sale or other action by any
corporation or other entity.

(d) To deposit any such property with any pro-
tective, reorganization or similar committee; to
delegate discretionary power to any such com-
mittee; and to pay part of the expenses and
compensation of any such committee and any
assessments levied with respect to any property
so deposited.

(e) To exercise any conversion privilege or sub-
scription right available in connection with any
such property; to oppose or to consent to the
reorganization, consolidation, merger or read-
justment of the finances of any corporation,
company or association or to the sale, mortgage,
pledge or lease of the property of any corpora-
tion, company or association any of the securi-
ties of which may at any time be held by the
Trust and to do any act with reference thereto,
including the exercise of options, the making of
agreements or subscriptions and the payment
of expenses, assessments or subscriptions,
which may be deemed necessary or advisable
in connection therewith, and to hold and retain
any securities or other property which it may
so acquire.

(f) To settle, compromise or submit to arbitra-
tion, any claims, debts or damages, due or owing
to or from the Trust, to commence or defend
suits or legal proceedings and to represent the
Trust in all suits or legal proceedings.

(g) To exercise, personally or by general or by
limited power of attorney, any right, including
the right to vote, appurtenant to any securities
or other such property.

(h) To borrow money from any lender in such
amounts and upon such terms and conditions
as shall be deemed advisable or proper to carry
out the purposes of the Plan and to pledge any
securities or other property for the repayment
of any such loan.

(i) To manage, administer, operate, lease for
any number of years, regardless of any restric-
tions on leases made by fiduciaries, develop,
improve, repair, alter, demolish, mortgage,
pledge, grant options with respect to, or other-
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wise deal with any real property or interest

therein at any time held in the Trust Fund, and

to hold any such real property in its own name

or in the name of a nominee, with or without the

addition of words indicating that such property

is held in a fiduciary capacity, and to cause to

be formed a corporation, partnership, trust or

other entity to hold title to any such real prop-

erty with the aforesaid powers, all upon such

terms and conditions as may be deemed advis-

able.To renew or extend or participate in the re-

newal or extension of any mortgage, upon such

terms as may be deemed advisable, and to

agree to a reduction in the rate of interest on

any mortgage or to any other modification or

change in the terms of any mortgage or of any

guarantee-pertaining thereto, in any manner and

to any extent that may be deemed advisable

for the protection of the Trust or the preserva-

tion of any covenant or condition of any mort-

gage or in the performance of any guarantee, or

to enforce any default in such manner and to

such extent as may be deemed advisable; to

exercise and enforce any and all rights of fore-
closure, to bid in property on foreclosure, to

take a deed in lieu of foreclosure with or with-

out paying a consideration therefor and in con-
nection therewith to release the obligation on
the bond secured by such mortgage, and to
exercise and enforce in any action, suit or pro-
ceeding at law or in equity any rights or rem-
edies in respect to any such mortgage or guar-
antee.

(j) To hold part or all of the Trust Fund unin-
vested, without liability for interest thereon.

(k) To employ suitable agents and counsel and
to pay their reasonable expenses and compen-
sation.

(1) To register any securities held by the Trustee
hereunder in its own name or in the name of a
nominee of the Trustee or any custodian of
such property, with or without the addition of
words indicating that such securities are held
in a fiduciary capacity and to hold any securi-
ties in bearer form.

(m) To make any agency, trust, custodial, ad-
ministrative or other arrangement (i) with any
insurance company or other financial institu-
tion or other person, firm or entity for the
performance of any agency or administrative
function, (ii) with any bank or other financial
institution for the deposit or safekeeping of the
assets of the Trust Fund, which depository or
custodial arrangements may be made indirectly
through any agency referred to in (i), above, of
this Subparagraph (m), and (iii) with any In-
vestment Adviser for the investment and rein-
vestment of the assets of the Trust Fund.

(n) To make, execute and deliver, as Trustee,
any and all deeds, leases, notes, bonds, guar-
antees, mortgages, conveyances, contracts,

waivers, releases or other instruments in writ-

ing necessary or proper for the accomplishment

of any of the foregoing powers.

(o) To make suitable contracts with an insur-

ance company or companies authorized to do

business in the State of New York to under-

write or otherwise provide or assure funds for,
the payment of all or any part of the benefits
provided under the Plan, such contracts to con-
tain such provisions as the Committee or the
Performance Review Committee may deter-
mine, in its discretion, to be necessary or de-
sirable.

(p) To delegate powers, including without lim-
itation discretionary powers, with respect to
any of the foregoing to any officer of the Plan,

Investment Adviser or other agent or agents.

4.3. The Performance Review Committee or
the Investment Adviser shall give the Trustee
written instructions from time to time with re-
spect to the investment and reinvestment of
the Trust Fund by the Trustee pursuant to Sec-

tions 4.1 and 4.2, or with respect to any matter
pertaining to the Trust with respect to which

the Trustee requests instructions from the Per-
formance Review Committee or the Investment

Adviser. In the absence of such written instruc-

tions from the Performance Review Committee

or the Investment Adviser the Trustee shall

have no duty or obligation to invest, reinvest,

sell, liquidate, or otherwise dispose of, or take
action with respect to, any assets in the Trust
Fund in any manner whatsoever. If the Trustee
informs the Performance Review Committee or
the Investment Adviser that there are payments
to be made from the Trust Fund for which no
cash assets are available, the Performance Re-
view Committee or the Investment Adviser
shall promptly give the Trustee written instruc-
tions specifying which investments of the Trust
Fund should be sold or otherwise converted
into cash in order to make such payments.

Section 5. Delegation of Collections and
Disbursements

5.1. The Trustee shall upon direction of the
Committee or the Performance Review Com-
mittee designate as its agent or agents for the
collection of contributions under the Plan, and
for the payment of funds out of the Trust Fund
and for the handling of administrative matters
related thereto, the Office of the Plan or an
insurance company or other financial institu-
tion or institutions as the Committee or the
Performance Review Committee designates
from time to time; and subject to the provisions
of Section 5.2, the Trustee shall from time to
time upon the direction of the Committee or
the Performance Review Committee make pay-
ments out of the Trust Fund either directly or
through any of such agents to such persons,
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including the Board, the Committee, or the
Performance Review Committee, or any mem-
ber thereof, in such manner, in such amounts
and for such purposes as may be specified by
the Committee or the Performance Review
Committee.

5.2. In directing the Trustee to make payment
out of the Trust Fund under any provision of
this Trust Agreement the Committee and the
Performance Review Committee shall follow
the provisions of the Plan and shall not direct
that any payment be made, either during the
existence or upon termination of the Plan,
which would cause any part of the Trust Fund
(other than such part as may be necessary to
pay the expenses referred to in Section 8 of this
Trust Agreement) to be used for or directed to
purposes other than for the exclusive benefit of
members, retired members or their beneficiaries
under the Plan pursuant to the provisions of
the Plan, at any time prior to the satisfaction
of all liabilities with respect to such members,
retired members and their beneficiaries under
the Plan. Notwithstanding the foregoing the
Trustee shall be fully protected in acting upon
any direction of the Committee or the Perform-
ance Review Committee and shall be under no
liability for any payment made by it pursuant
to the direction of the Committee or the Per-
formance Review Commitee and the Trustee
shall have no duty to determine the rights or
benefits of any person in the Trust Fund or
under the Plan or to inquire into the right or
power of the Committee or the Performance
Review Committee to direct any such payment.

Section 6. Protection of the Trustee

6.1. The Trustee shall not be liable for any
loss sustained by the Trust Fund by reason of
the purchase, retention, sale or exchange of any
investment or other action taken in respect of
the Trust Fund, in good faith and in accordance
with the directions of the Board, the Commit-
tee, the Performance Review Committee or the
Investment Adviser, by the Trustee directly, or
indirectly through agents or agencies herein
authorized.

6.2. The Trustee shall be fully protected in
relying upon (i) a certification of any member
of the Board, the Committee or the Perform-
ance Review Committee, or officer of the Plan
with respect to any instruction, direction, des-
ignation, or approval of the Board, the Commit-
tee or the Performance Review Committee, (ii)
a certification of any employer as to the mem-
bership of the Board, the Committee or the Per-
formance Review Committee, as it then exists,
and (iii) the certification of any member of the
Board as to persons who are then officers of the
Plan; and in continuing to rely upon any such
certification until a subsequent certification is

filed with the Trustee by a member of the
Board, the Committee or the Performance Re-
view Committee or an officer of the Plan or an
employer, as the case may be.

6.3. The Trustee shall be fully protected in
acting upon any instruction, certificate, or
paper, believed by it to be genuine and to be
signed or presented by the proper person or
persons, and the Trustee shall be under no duty
to make any investigation or inquiry as to any
statement contained in any writing but may ac-
cept the same as conclusive evidence of the
truth and accuracy of the statements therein
contained.

6.4. The Trustee shall not be liable for the
proper application of any part of the Trust
Fund if distributions are made in accordance
with the directions of the Committee or the
Performance Review Committee as herein pro-
vided, nor shall the Trustee be responsible for
the adequacy of the Trust Fund to meet and
discharge any and all payments and liabilities
under the Plan.

6.5. Neither the Trustee nor any member of
the Board, the Committee or the Performance
Review Committee shall be liable hereunder ex-
cept for its or his own fraud or willful mis-
conduct.

Section 7. Third Parties

7.1. A third party dealing with the Trustee
shall not be required to make inquiry as to the
authority of the Trustee to take any action, and
any such third party shall not be under any
obligation to follow the proper application by
the Trustee of any moneys, securities or other
property paid or delivered by the Trustee.

Section 8. Taxes, Expenses and Compensation

8.1. The Trustee shall from time to time upon
the direction of the Committee cause to be
charged against and paid out of the Trust Fund
taxes of any and all kinds whatsoever which
at any time are levied or assessed upon or be-
come payable in respect of the Trust Fund, the
income or any property forming a part thereof,
or any security transaction pertaining thereto.

8.2. Other expenses incurred by the Trustee in
the performance of its duties under this Trust
Agreement, including reasonable compensation
for its agents and for services rendered by third
parties in respect of the Plan and expenses in-
curred by the Trustee or the members of the
Board, the Committee and the Performance Re-
view Committee related to the administration
of the Plan, and all other proper charges and
disbursements of the Trustee including, with-
out limitation, counsel fees and all other fees
and expenses incurred by the Trustee in any
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proceeding, action or claim in respect of the
Trust Fund, shall be charged against and paid
out of the Trust Fund at such times and in
such manner and proportions as the Committee
shall direct to the extent that the same are not
paid by the employers pursuant to the Plan.

8.3. The Trustee shall serve without compen-
sation.

Section 9. Records and Accounting

9.1. The Trustee shall render at such times as

the Committee or the Performance Review
Committee may request accounts of its transac-

tions to the Committee or the Performance Re-

view Committee and the Committee or the Per-
formance Review Committee may approve such
accounts by an instrument in writing delivered
to the Trustee. In the absence of the filing in
writing with the Trustee by the Committee or
the Performance Review Committe of excep-
tions or objections to any such account within
60 days, the Committee or the Performance Re-
view Committee as the case may be shall be
deemed to have approved such account; and in
such case, or upon the written approval of the
Committee or the Performance Review Com-
mittee of any such account, the Trustee shall
be released, relieved and discharged with re-
spect to all matters and things set forth in such
account as though such account had been set-
tled by the decree of a court of competent
jurisdiction.

9.2. To protect the Trust Fund from the ex-
penses which might otherwise be incurred, it is
imposed as a condition for securing any interest
in the Trust Fund that no person may institute
or maintain any action or proceeding against
the Trustee or the Trust, in the absence of writ-
ten authority from the Committee, or a judg-
ment of a court of competent jurisdiction that
in refusing such authority the Committee has
acted fraudulently or in bad faith. In any action
or proceeding affecting the Trust the only nec-
essary parties shall be the Board and the Trus-
tee, and no other person shall be entitled to any
notice or service of process. Any judgment en-
tered in such an action or proceeding shall be
binding and conclusive on all persons claiming
to have any interest in the Trust.

Section 10. Removal or Resignation of Trustee
and Designation of Successor Trustee

10.1. The Board may remove the Trustee at
any time with or without cause, upon at least 60
days' prior written notice to the Trustee, and
such removal shall be effected by delivering to
the Trustee a written notice of its removal exe-
cuted by the Board.

10.2. The Trustee may resign at any time upon
at least 60 days' prior written notice to the
Board.

10.3. In the event of such removal or resigna-
tion, the Trustee shall file with the Board a final
accounting of its acts and transactions for the
period since the last previous accounting, listing
the investments of the Trust and any unin-
vested cash balance thereof, and setting forth
all transactions respecting the Trust not in-
cluded in any previous accounting; and any
such accounting, when approved by the Board,
will be binding and conclusive on all persons,
and the Trustee will thereby be released and
discharged from any liability or accountability
to anyone with respect to all matters set forth
therein; and omission by the Board to object in
writing to any specific items in such accounting
within 90 days after its delivery will constitute
approval of the account by the Board.

10.4. In the event of such removal or resigna-
tion of the Trustee, the Board shall promptly
designate a successor trustee qualified to act
hereunder. Each successor trustee, during such
period as it shall act as such, shall have the
powers and duties herein conferred upon the
Trustee, and the word "Trustee" wherever used
herein, except where the context otherwise re-
quires, shall be deemed to include any succes-
sor trustee. Upon designation of a successor
trustee, the Trustee shall assign, transfer, de-
liver and pay over to such successor trustee all
property then held by the Trustee under this
Trust Agreement.

10.5. In the event of such removal or resigna-
tion of the Trustee, the Trustee shall deliver to
the successor trustee all records which shall be
required by the successor trustee to enable it to
carry out the provisions of this Trust Agree-
ment.

Section 11. Enforcement of Trust Agreement

11.1. The Committee shall have the right to en-
force any provision of the Trust Agreement on
behalf of itself and on behalf of any member,
retired member or beneficiary or legal represen-
tative thereof, having or claiming to have, any
interest in the Trust Fund.

Section 12. Termination

12.1. The Trust shall continue for such time as
may be necessary to accomplish the purpose
for which it was created, provided, neverthe-
less, that upon at least 60 days' prior written
notice to the Trustee, the Trust may be termi-
nated by the Board (with the approval of the
Board of Governors of the Federal Reserve Sys-
tem) at any time. Upon receipt by the Trustee of
such notice of termination of the Trust, or no-
tice of termination of the Plan by the Board,
the Trustee shall, with reasonable promptness
after receipt of any such notice, arrange for the
orderly liquidation of the Trust Fund and the
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disbursement and distribution of the remaining
assets in conformity with the provisions of the
Plan. The powers of the Trustee shall continue
so long as any assets remain in the Trust Fund,
and the Trust shall terminate when such dis-
bursement and distribution have been com-
pleted, and the Trustee shall thereby be re-
lieved of all further obligations under this Trust
Agreement.

Section 13. Amendments

13.1. The Board may, with the approval of the
Board of Governors of the Federal Reserve Sys-
tem, amend, suspend or modify this Trust at
any time in whole or in part and for any reason
and without the consent of the Trustee, any
employer, member, retired member or benefi-
ciary, upon written notice to the Trustee, and
each employer by its adoption of the Plan shall
be deemed to have delegated this authority to
the Board. No amendment or modification, how-
ever, shall be adopted which would:
(a) require any member to make contributions
under the Plan unless such amendment shall be
approved by a majority of the members of the
Plan; or
(b) reduce the then accrued benefits of the
members or retired members or reduce the then
accumulated reserves held therefor, except to
the extent that such amendment is, in the opin-
ion of the Board, necessary or desirable to
maintain the Plan and the Trust as a qualified
plan and trust which meet the requirements of
Sections 401(a) and 501(a), respectively, of the
Federal Internal Revenue Code, as now in effect
or hereafter amended; or any other applicable
provisions of the federal tax laws, as now in
effect or hereafter amended or adopted, and the
regulations issued thereunder; or

(c) permit any part of the assets of the Trust
(other than such part as is required to pay taxes,
if any, and expenses of the Plan and Trust) to
be used for or diverted to any purpose other
than for the exclusive benefit of the members,
retired members and beneficiaries under the
Plan, prior to the satisfaction of all liabilities
with respect thereto; or
(d) affect the rights or duties of the Trustee
unless the Trustee consents thereto.

13.2. Subject to the provisions of Section 13.1,
any amendment, suspension, or modification of
any provisions of this Trust Agreement may be
made retroactively, if necessary or appropriate,
to qualify or maintain the Plan and the Trust as
a plan and trust meeting the requirements of
Sections 401(a) and 501(a), respectively, of the
Federal Internal Revenue Code as now in effect
or hereafter amended, or any other applicable
provisions of the federal tax laws, as now in
effect or hereafter amended or adopted, and the
regulations issued thereunder.

Section 14. Non-alienation

14.1. Except insofar as applicable law may
otherwise require, and except as the Board of
Governors Plan may otherwise provide, no
amount payable to any member, retired member
or beneficiary at any time under the Plan and
the Trust shall be subject in any manner to ali-
enation by anticipation, sale, transfer, assign-
ment, bankruptcy, pledge, attachment, charge
or encumbrance of any kind, and any attempt
to alienate, sell, transfer, assign, pledge, attach,
charge or otherwise encumber any such amount,
whether presently or thereafter payable, shall
be void, and the Trust Fund shall in no manner
be liable for or subject to the debts or liabilities
of any person entitled to any amount payable
under the Plan and Trust; and if any person
shall attempt to, or shall, alienate, sell, transfer,
assign, pledge, attach, charge or otherwise en-
cumber any amount payable under the Plan and
Trust, or any part thereof, or if by reason of his
bankruptcy or other event happening at any
such time such amount would not be enjoyed
by him, then the Committee, in its sole discre-
tion, may terminate his interest in any such
amount and shall hold or apply it to or for the
benefit of such person, his spouse, children or
other dependents, or any of them in such man-
ner as the Committee may deem proper.

Section 15. Insurance Contracts

15.1. Any insurance company or other issuer
of a contract held by the Trustee may deal solely
with the Trustee in accordance with the terms
and conditions of such contract and shall be
fully protected in accepting and acting upon any
instrument executed by the Trustee, and such
issuing company shall not be required to look
into the terms of the Plan or the Trust, nor be
responsible for determining that any action of
the Trustee is authorized by the terms of the
Plan or the Trust or is directed or approved by
the Board, the Committee or the Performance
Review Committee. No such issuing company
shall have any obligation to determine that any
person with respect to whom application is
made hereunder for any annuity or other con-
tract is in fact an employee of an employer eli-
gible for any benefits under the Plan, nor shall
any such issuing company have any obligation
to investigate any fact, the determination of
which is required by the Plan or the Trust. In
no event shall any issuing company be respon-
sible for the lack or failure of proper authority
in the establishment of the Plan or the Trust, or
for any acts of any persons in the establish-
ment, maintenance or administration of the Plan
or Trust, nor for the proper application or dis-
position of any money paid or to be paid by
such issuing company under any such contract.
The liability of any issuing company as stated

a.
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in each contract it may issue shall be its sole
liability.

Section 16. Communications

16.1. All communications to the Board from
the Trustee shall be in writing and shall be duly
given if mailed by U.S. first class mail, postage
prepaid, and addressed to the Board in care of
the Office of the Plan, 33 Liberty Street, New
York, New York, Attention: The Executive Sec-
retary; provided, however, that upon the Board's
written request, such communications shall be
sent to such other address as the Board may
specify.

16.2. All communications to the Trustee from
the Board, the Committee or the Performance
Review Committee shall be in writing and shall
be duly given if delivered in person to the Sec-
retary of the Trustee or if mailed by U.S. first
class mail, postage prepaid, and addressed to it
at 33 Liberty Street, New York, New York, At-
tention: The Secretary; provided, however, that
upon the Trustee's written request, such com-
munication shall be delivered to such other per-
son or sent to such other address as the Trustee
may specify.

16.3. No communication shall be binding on
the Trustee until it is received by the Trustee,
and no communication shall be binding on the
Board, the Committee or the Performance Re-
view Committee until it is received by the
Board, the Committee or the Performance Re-
view Committee.

Section 17. Miscellaneous Provisions

17.1. This Trust Agreement shall be binding
upon and inure to the benefit of the Board and
the Trustee and their respective successors and
assigns.

17.2. The Trustee assumes no obligation or re-
sponsibility with respect to any action required
by this Trust Agreement or the Plan on the part
of the Board, the Committee or the Performance
Review Committee.

17.3. This Trust Agreement and the Trust es-
tablished hereunder shall be construed, regu-
lated and administered under the laws of the
State of Massachusetts. The Trustee may at any
time initiate an action or proceeding for the
settlement of its accounts or for the determina-
tion of any question of construction which may
arise or for instructions and the only necessary
party defendant to such action shall be the
Board, except that the Trustee may, if it so
elects, bring in as parties defendant any other
person or persons.

17.4. This Trust Agreement may be executed
in any number of counterparts, each one of
which shall be deemed to be the original al-
though the others shall not be produced.

IN WITNESS WHEREOF, the parties hereto have here-
unto set their respective hands and seals as of
the day and year first above written.

(Signed)

William W. Paddock
Ellis G. Hult
Leslie R. Rounds
William A. Heinl
John S. Sinclair
William G. McCreedy
Matthew J. Fleming
Herman F. Strater
John S. Walden, Jr.
Hugh Leach
Harry F. Conniff
Clarence R. Camp
Charles R. McKay

Allan M. Black
Olin M. Attebery
Alfred H. Hail!
William B. Geery
Milford E. Lysen
Carroll A. Worthington
Cyrus E. Daniel
Robert B. Coleman
Mac C. Smyth
William A. Day
Cecil E. Earhart
George R. James
John R. Van Fossen

(Pursuant to the provisions of the Plan and Trust,
the Federal Reserve Bank of New York was appointed
successor trustee, effective November 17, 1971)

Exhibit A

Retirement Plan for Employees of the
Federal Reserve System, as amended

(The text of the Retirement Plan, as amended, is
set forth beginning on page 1 of this booklet.)
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By-Laws

Section 1. Administrative Board

1.1. Membership. The Administrative Board
of the Retirement Plan for Employees of the
Federal Reserve System shall consist of 26 per-
sons and shall be constituted as follows:

(a) The president (or if such office is vacant, the
officer acting during such vacancy as president)
of each participating Federal Reserve Bank, to
serve ex officio.

(b) One member to be appointed by the Board
of Governors of the Federal Reserve System
from its membership, to serve at its pleasure.

(c) One member to be elected from their own
number by the members of the Retirement Plan
at each Federal Reserve Bank and the Board of
Governors of the Federal Reserve System, such
elected member to serve for a term of four
years, or until the earlier termination of his em-
ployment. The elected members shall be divided
into four classes as nearly equal numerically as
may be, which shall be so arranged that the
membership of respective classes shall expire
in succeeding years. The procedure to be fol-
lowed by those eligible to vote in such election
shall be prescribed by their respective employ-
ers. Such election shall be held during the
period from October 1 to October 31 in each
year in which an election should be held by an
employer. The term of office of an elected
member shall commence on the first day of
November next following his election. Notwith-
standing the foregoing, the persons who are
serving as the elected Trustees of the Retire-
ment Plan for Employees of the Federal Reserve
System on the date these by-laws are adopted
shall constitute the elected members of the
Administrative Board until such time as their
successors are elected in accordance with this
Subsection 1.1(c).

A vacancy in the Board shall be filled promptly
for the balance of the unexpired term in the
manner provided above.

1.2. Meetings. An annual meeting shall be
held by the Board during each calendar year at
such time and place as the Chairman of the
Board may designate. The Chairman may call
special meetings at any time and shall do so
upon the written request of any seven members
of the Board, or of any three Federal Reserve
Banks, or of the Board of Governors of the Fed-
eral Reserve System. Notice of all meetings of
the Board shall be given to the members of the
Board by mail or telegraph at least 10 days be-
fore the date of such meeting. Notice of any
meeting need not be given to any member of the
Board if waived by him in writing or by tele-
gram, whether before or after the holding of the
meeting.

1.3. Quorum. A majority of the members of
the Board shall constitute a quorum for the
transaction of business, but less than a quorum
may adjourn from time to time until a quorum
is in attendance.

1.4. Actions of the Board. Except as provided
in Section 5.1, the action of a majority of the
members of the Board present at a duly consti-
tuted meeting shall constitute the action of the
Board. Any action of the Board that may be
taken at a special meeting may at the direction
of the Chairman be taken without a meeting
upon the affirmative vote of at least two-thirds
of the members by mail, telegraph or telephone,
provided that all the members are informed by
mail or telegraph of their right to vote on the
proposal. All action taken by such vote by mail,
telegraph, or telephone shall be reported at the
next succeeding meeting of the Board.

1.5. Administration. The Board shall formu-
late general administrative policies and proce-
dures for the Plan to be implemented by the
Executive Committee referred to in Section 2.1.

Section 2. Committees

2.1. Executive Committee. The Executive
Committee of the Plan shall consist of seven
persons and shall be constituted as follows: the
Chairman and Vice Chairman of the Board, to
serve, respectively, as Chairman and Vice
Chairman of the Executive Committee, the mem-
ber of the Administrative Board appointed by
the Board of Governors of the Federal Reserve
System, and four other members to be appointed
annually by the Board (at least two of whom
shall be appointed from its membership). Such
Executive Committee shall supervise, generally,
the operations of the Plan, and between meet-
ings of the Board shall possess and may exercise
all the powers of the Board in the management
and direction of the affairs of the Plan, except (i)
the power to amend the Plan or the Trust or con-
tracts constituting a part thereof, or these by-
laws, and (ii) such other powers as may be spe-
cifically reserved to the Board by these by-laws
or its resolutions. The Executive Committee shall
cause to be maintained proper accounts and
accounting procedures in respect of the Plan
and shall submit to each employer for the in-
formation of its participants in the Plan Annual
Reports on the operations of the Plan, which
reports shall include audited financial state-
ments. The Executive Committee shall maintain
and staff the Office of the Plan. The Executive
Committee shall arrange for such legal, actu-
arial, accounting, investment advisory, admin-
istrative and other services as it deems appro-
priate to carry out the provisions of the Plan.
All actions taken by the Executive Committee
shall be reported to the Board as soon as con-
venient.
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2.2. Performance Review Committee. The
Performance Review Committee of the Plan
shall consist of five persons and shall be
constituted as follows: four members to be ap-
pointed annually by the Presidents of the Fed-
eral Reserve Banks (at least two of whom shall
be appointed from their number) and one mem-
ber to be appointed by the Board of Governors
of the Federal Reserve System from its member-
ship, all to serve at the pleasure of those ap-
pointing them. The Performance Review Com-
mittee shall instruct the Trustee under the Plan
with respect to the investment and reinvest-
ment of the funds received by the Trust. All
actions taken by the Performance Review Com-
mittee shall be reported to the Board as soon as
convenient.

2.3. Other Committees. The Board may elect
such other committees (whose members need
not be members of the Board) as the Board
deems appropriate, and each such Committee
shall serve for such duration and shall have
such powers and duties as the Board shall desig-
nate consistent with these by-laws.

2.4. Vacancies. A vacancy in a committee
shall be filled promptly for the balance of the
unexpired term in the manner provided above
in this Section 2 with respect to appointments
to such committee.

2.5. Procedures. Except as otherwise specif-
ically provided in these by-laws, each commit-
tee shall elect or designate its own chairman,
establish its own procedures and the time and
place for its meetings, and provide for the keep-
ing of minutes of all meetings, copies of which
shall be delivered to the Executive Secretary. A
majority of the members of a committee shall
constitute a quorum for the transaction of busi-
ness, and the action of a majority of the mem-
bers present at a duly constituted meeting shall
constitute the action of the committee. Any
action of a committee that may be taken at a
meeting may at the direction of its chairman be
taken without a meeting upon the affirmative
vote of at least two-thirds of its members by
mail, telegraph or telephone, provided that all
the members of the committee are informed by
mail or telegraph of their right to vote on the
proposal.

Section 3. Officers

3.1. Appointment. The Chairman of the Board
shall be appointed annually by the Board from
the membership of the Board. The Vice Chair-
man of the Board shall be appointed annually
by the Board from the elected membership of
the Board. The Board shall appoint annually an
Executive Secretary, a Treasurer, and such other
officers of the Plan (who need not be members
of the Board) as the Board deems desirable. All

officers appointed by the Board shall serve at
its pleasure.

3.2. Vacancies. A vacancy among the officers
shall be filled in the manner provided in Section
3.1, with respect to appointments of such offi-
cers, except that until so filled, the vacancy may
be filled by the Executive Committee.

3.3. Chairman of the Board. The Chairman
shall preside at all meetings of the Board that
he attends, and shall perform such other duties
as the Board may require.

3.4. Vice Chairman of the Board. The Vice
Chairman shall perform such duties as may be
assigned to him by the Chairman, and in the
absence of the Chairman or his inability to
serve, shall assume the duties and powers of
the Chairman.

3.5. Executive Secretary. The Executive Sec-
retary shall be the chief administrative officer
of the Plan. He shall carry out the policies set
by the Board and its committees. The salary of
the Executive Secretary shall be fixed by the
Executive Committee.

3.6. Treasurer. The Treasurer shall cause to
be kept full and accurate accounts of receipts
and disbursements of the Plan, and shall cause
to be deposited all funds of the Plan to the name
and credit of the Plan, in such depositories as
may be designated by the Board or the Per-
formance Review Committee. The Treasurer
shall cause to be disbursed the moneys and
funds of the Plan when so authorized by the
Board or the Performance Review Committee,
and shall generally perform all the duties inci-
dent to the office of Treasurer and such other
duties as may be assigned to him from time to
time by the Board or the Performance Review
Committee.

Section 4. Signing Authority

4.1. Checks. All checks or demands for
money of the Plan shall be signed by such officer
or officers or such other person or persons as
the Executive Committee may from time to time
designate in writing.

Section 5. Amendments

5.1. These by-laws may be amended at any
meeting of the Board by the affirmative vote of
at least a majority of The members of the Board,
or by the affirmative vote of at least two-thirds
of such members taken by mail, telegraph or
telephone in accordance with the provisions of
Section 1.4: except that any amendment chang-
ing the number of members of the Board or of
any committee or affecting the composition of
the Board or of any committee shall be subject
to the approval of the Board of Governors of
the Federal Reserve System.
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Section 11. Supplemental Pension for Eligible
Retired Members

Supplement of 1970

11.1. Each retired member who retired before
January 1, 1970 shall be entitled to receive in addi-
tion to the retirement allowance and any supple-
mental pension payable to him under the Rules
and Regulations of the Retirement System of the
Federal Reserve Banks, as amended through June
1968, an additional monthly supplemental pen-
sion, beginning on the later of (i) January 1, 1970 or
(ii) the date his retirement allowance begins, in an
amount equal to 7 percent of his monthly retire-
ment allowance and any supplemental pension
payable to him under said Rules and Regulations
as amended through June 1968.

11.2. A supplemental benefit shall be payable to
the beneficiary or estate of any member who re-
tired or died before January 1, 1970 on whose ac-
count an allowance or other benefit is payable
under said Rules and Regulations, as amended
through June 1968, equal to 7 percent of such al-
lowance or other benefit payable on or after
January 1, 1970.

11.3. The minimum supplemental pension pay-
able to any such retired member or his beneficiary
shall be $1.00 a month.

Supplement of 1971

11.4. Each retired member who retired before
January 1, 1970 and who (i) was at least age 50 on
January 1, 1971 or (ii) was retired on account of
disability shall be entitled to receive in addition to
the retirement allowance and any supplemental
pension payable to him under the Plan, an addi-
tional monthly supplemental pension, beginning
on the later of (i) January 1, 1971 or (ii) the date his
retirement allowance begins, in an amount equal
to 5 percent of his monthly retirement allowance
and any supplemental pension payable to him
under the Plan as amended through November 15,
1971.

11.5. A supplemental benefit shall be payable to
the beneficiary or estate of any member who re-
tired or died before January 1, 1970 and who (i)
was at least age 50 on January 1, 1971, or would
have been if he had not died, or (ii) was retired on
account of disability and on whose account an al-
lowance or other benefit is payable under the Plan,
equal to 5 percent of such allowance or other ben-

efit payable on or after January 1, 1971 under the

Plan as amended through November 15, 1971.

11.6. The minimum supplemental pension pay-
able to any such retired member or his beneficiary
under the provisions of Sections 11.4 and 11.5
shall be $1.00 a month.

Supplement of 1972

11.7. Each retired member (i) who retired on an
immediate retirement allowance before July 1,
1952 after age 60, or (ii) who retired involuntarily
before July 1, 1952 after age 50, but before age 60,
or (iii) who retired before January 1, 1956 because
of disability shall receive in addition to the retire-
ment allowance and any supplemental pension
payable to him under the Plan an additional
monthly regular pension beginning on January 1,
1972 of $11.00, plus the lesser of $7.50 or 7 percent
of the regular monthly retirement allowance pay-
able to him under the Plan as of August 1960. Such
additional monthly regular pension shall be pay-
able in the optional form heretofore elected by
such member.

11.8. Each retired member who retired before
January 1, 1971 and who (i) was at least age 50 on
January 1, 1972 or (ii) was retired on account of

disability shall be entitled to receive in addition to

the retirement allowance and any supplemental
pension payable to him under the Plan, an addi-
tional monthly supplemental pension, beginning

on the later of (i) January 1, 1972 or (ii) the date his

retirement allowance begins, in an amount equal

to 4 percent of his monthly retirement allowance

and any supplemental pension payable to him
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under the Plan as amended through January 1,
1972.

11.9. A supplemental benefit shall be payable to
the beneficiary or estate of any member who re-
tired or died before January 1, 1971 and who (i)
was at least age 50 on January 1, 1972, or would
have been if he had not died, or (ii) was retired on
account of disability and on whose account an al-
lowance or other benefit is payable under the Plan,
equal to 4 percent of such allowance or other bene-
fit payable on or after January 1, 1972 under the
Plan as amended through January 1, 1972.

11.10. The minimum supplemental pension
payable to any such retired member or his bene-
ficiary under the provisions of Sections 11.8 and
11.9 shall be $1.00 a month.

Supplement of 1973

11.11. Each retired member who retired before
January 1, 1973 and who (i) was at least age 50 on
January 1, 1973 or (ii) was retired on account of
disability shall be entitled to receive in addition to
the retirement allowance and any supplemental
pension payable to him under the Plan, an addi-
tional monthly supplemental pension, beginning
on the later of (i) January 1, 1973 or (ii) the date his
retirement allowance begins, in an amount equal
to 5 percent of his monthly retirement allowance
and any supplemental pension payable to him
under the Plan as amended through January 1,
1973.

11.12. A supplemental benefit shall be payable
to the beneficiary or estate of any member who re-
tired or died before January 1, 1973 and who (i)
was at least age 50 on January 1, 1973, or would
have been if he had not died, or (ii) was retired on
account of disability and on whose account an al-
lowance or other benefit is payable under the Plan,
equal to 5 percent of such allowance or other bene-
fit payable on or after January 1, 1973 under the
Plan as amended through January 1, 1973.

11.13. The minimum supplemental pension
payable to any such retired member or his bene-
ficiary under the provisions of Sections 11.11 and
11.12 shall be $1.00 a month.

Supplement of 1974

11.14. Each retired member who retired before
January 1, 1973 and who was at least age 50 on
January 1, 1974 or was retired on account of disa-
bility shall be entitled to receive in addition to the
retirement allowance and any supplemental pen-
sion payable to him under the Plan, an additional
monthly supplemental pension, beginning on the
later of January 1, 1974 or the date his retirement
allowance begins, in an amount equal to 6 percent
of his monthly retirement allowance and any sup-
plemental pension payable to him under the Plan
as amended through December 31, 1973. If a re-
tired member entitled to receive such additional
monthly supplemental pension dies, or would

have been so entitled had he not died, his bene-
ficiary or estate shall be entitled to receive a sup-
plemental benefit equal to 6 percent of any
monthly allowance and other benefit payable to
his beneficiary or estate after December 31, 1973
on account of such member under the Plan as
amended through such date. If a member died in
active service before January 1, 1973, his bene-
ficiary or estate shall be entitled to receive a sup-
plemental benefit equal to 6 percent of any
monthly allowance payable to his beneficiary or
estate after December 31, 1973 on account of such
member under the Plan as amended through such
date. The minimum monthly supplemental
amount payable under the provisions of this Sec-
tion 11.14 shall be $1.00.

Supplement of 1975

11.15. Each retired member who retired before
July 1, 1974, and who was at least age 50 on
January 1, 1975, or was retired on account of dis-
ability, shall be entitled to receive in addition to
the retirement allowance and any supplemental
pension payable to him under the Plan, an addi-
tional monthly supplemental pension, beginning
on the later of January 1, 1975, or the date his re-
tirement allowance begins, in an amount equal to 8
percent of his monthly retirement allowance and
any supplemental pension payable to him under
the Plan as amended through December 31, 1974,
provided, however, that the amount of any such
additional monthly pension payable to such a
member whose retirement date was during the
first six calendar months of 1974 shall be 6 per-
cent, but reduced to the proportion that the
number of full calendar months in 1974 beginning
with the member's retirement date bears to 12. If a
retired member entitled to receive such monthly
supplemental pension dies, or would have been so
entitled had he not died, his beneficiary or estate
shall be entitled to receive a supplemental benefit
equal to the lesser of 8 percent, or the percentage
applicable to such member if he had retired during
the first six calendar months of 1974, of any
monthly allowance and other benefit payable to
his beneficiary or estate after December 31, 1974
on account of such member under the Plan as
amended through such date. If a member died in
active service before July 1, 1974, his beneficiary
or estate shall be entitled to receive a supplemental
benefit equal to 8 percent of any monthly allow-
ance payable to such beneficiary or estate after De-
cember 31, 1974 on account of such member under
the Plan as amended through such date; provided,
however, that the amount of any such supplemen-
tal benefit payable on behalf of such a member who
died during the first six calendar months of 1974
shall be 6 percent, but reduced to the proportion
that the number of calendar months or parts there-
of in 1974 beginning with the calendar month in
which the member died bears to 12. The minimum
monthly supplemental amount payable under the
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provisions of this Section 11.15 shall be $1.00.

Supplement of 1976

11.16. Each retired member who retired before
July 1, 1975, and who was at least aged 50 on
January 1, 1976, or was retired on account of disa-
bility, shall be entitled to receive, in addition to the
monthly amount of retirement allowance and any
supplemental pension payable to him under the
Plan as amended through December 31, 1975, an
additional monthly supplemental pension begin-
ning on the later of January 1, 1976 or the date his
retirement allowance begins, in an amount equal
to the applicable percentage of such monthly
amount that is set forth in the following table in
accordance with the month in which his retire-
ment date occurred:

Month
Applicable
percentage Month

Applicable
percentage

Any month
before 1975 . . .5.0

January 1975 . . . .4.5
February 1975 . .4.0

March 1975  3.5

April 1975 3  0

May 1975 2  5

June 1975 2  0

If a retired member entitled to receive such
monthly supplemental pension dies, or would
have been so entitled had he not died, his bene-
ficiary or estate shall be entitled to receive, in ad-
dition to any monthly allowance or other benefit
payable to such beneficiary or estate after De-
cember 31, 1975, on account of such member
under the Plan as amended through such date, a
supplemental benefit in an amount equal to the
applicable percentage of such monthly allowance
or other benefit that is set forth in the table above in
accordance with the month in which such de-
ceased member's retirement date occurred. If a
member died in active service before July 1, 1975,
his beneficiary or estate shall be entitled to receive,
in addition to any monthly allowance payable to
such beneficiary or estate after December 31, 1975,
on account of such member under the Plan as
amended through such date, a supplemental ben-
efit in an amount equal to the applicable percent-
age of such monthly allowance that is set forth in
the table above in accordance with the month in
which the member died. The minimum monthly
supplemental amount payable under the provi-
sions of this Section 11.16 shall be $1.00.

Supplement of 1977

11.17. Each retired member who retired before
July 1, 1976, and who was at least aged 50 on
January 1, 1977, or was retired on account of dis-
ability, shall be entitled to receive, in addition to
the monthly amount of retirement allowance and
any supplemental pension payable to him under
the Plan as amended through December 31, 1976,
an additional monthly supplemental pension be-
ginning on the later of January 1, 1977 or the date
his retirement allowance begins, in an amount
equal to the applicable percentage of such
monthly amount that is set forth in the following
table in accordance with the month in which his
retirement date occurred:

Applicable
Month percentage Month

Applicable
percentage

Any month March 1976  2.0

before 1976 .. .3.0 April 1976 2 0

January 1976 . .. .2.0 May 1976 2 0

February 1976 . .2.0 June 1976 2 0

If a retired member entitled to receive such
monthly supplemental pension dies, or would
have been so entitled had he not died, his bene-
ficiary or estate shall be entitled to receive, in ad-
dition to any monthly allowance or other benefit
payable to such beneficiary or estate after De-
cember 31, 1976, on account of such member
under the Plan as amended through such date, a
supplemental benefit in an amount equal to the
applicable percentage of such monthly allowance
or other benefit that is set forth in the table above in
accordance with the month in which such de-
ceased member's retirement date occurred. If a
member died in active service before July 1, 1976,
his beneficiary or estate shall be entitled to receive,
in addition to any monthly allowance payable to
such beneficiary or estate after December 31, 1976,
on account of such member under the Plan as
amended through such date, a supplemental ben-
efit in an amount equal to the applicable percent-
age of such monthly allowance that is set forth in
the table above in accordance with the month in
which the member died. The minimum monthly
supplemental amount payable under the provi-
sions of this Section 11.17 shall be $1.00.

•
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Thrift Plan

Section 1. Purpose

1.1. The purpose of this Thrift Plan is to provide
a convenient way for eligible employees of the
Federal Reserve System to save on a regular and
long-term basis and to encourage employees to
make and continue careers with the Federal Re-
serve System.

Section 2. Definitions

For the purpose of this Plan the following words
and phrases shall have the following meanings:

2.1. "Plan" means this Thrift Plan for Employees
of the Federal Reserve System, as the same may be
amended from time to time.

2.2. "Employer" means any Federal Reserve
Bank, the Board of Governors of the Federal Re-
serve System, and the Office of the Plan.

2.3. "Employee" means any person who is in the
regular employment of an employer, but this term
shall not include a part-time employee. Part-time
employee means any employee whose customary
employment as determined by his employer is less
than 780 hours per year.

2.4. "Member" means a person enrolled in the
membership of the Plan as provided in Section 3.
Membership shall become effective on the first day
of the month in which a person commences par-
ticipation in the Plan pursuant to Section 3.7 or
makes a contribution under the Plan pursuant to
Sections 4.6 or 4.7.

2.5. "Service" means the most recent period of
continuous employment as an employee of an em-
ployer and includes periods of vacation, au-
thorized leaves of absence, service for a period of
not more than five years deemed by the employer
to be in the public interest, and service in the
Armed Forces of the United States provided the
employee returns therefrom to active employment
with his employer within the time prescribed by
law for the preservation of his employment rights.

2.6. "Membership service" means service while
a member of the Plan.

2.7. "Salary" means the regular basic wages of an
employee of an employer at the time each con-
tribution under the Plan is determined. This term
shall include shift differential regularly paid to an
employee, as determined by his employer, for
working an odd hour shift, but it shall not include
any other special payments such as, but not lim-
ited to, overtime, deferred compensation and
contributions by an employer under this or any
other benefit plan.

2.8. "Trust" means the Trust established by the

Trust Agreement referred to in Section 16.

2.9. "Trustee" means the Trustee or Trustees of
the Trust.

2.10. "Plan year" means calendar year. The first
Plan year shall commence January 1, 1970.

2.11. "Month" means calendar month.

2.12. "Unit" means the unit of measure of a
member's proportionate interest in the Equity
Fund provided for in Section 7.

2.13. "Value determination date" means the last
business day of the month for the Trustee. The first
value determination date shall be in the month of
January 1970.

2.14. "Board" means the Administrative Board
provided for in Section 14.

2.15. "Committee" means the Executive Com-
mittee provided for in Section 14. "Performance
Review Committee" means the Performance Re-
view Committee provided for in Section 14.

2.16. "Beneficiary" means the beneficiary or
beneficiaries designated by a member pursuant to
Section 12 to receive the amount, if any, payable
under the Plan upon the death of a member.

2.17. "Retirement" means termination of service
with a pension, whether immediate or deferred,
under the provisions of any retirement plan of an
employer, or termination of service on or after
attaining age 65 regardless of eligibility for such a
pension.

2.18. "Total and permanent disability" means
the physical or mental incapacity of a member, as
determined in the sole and absolute discretion of
the Committee, to render further service to his
employer.

2.19. "Diversified portfolio" means cash and
such common or capital or preferred stocks and
mutual fund shares, such bonds, notes and deben-
tures, secured or unsecured, participation certifi-
cates, interests in real and personal property, and
such other types of investments as may be pur-
chased or made by the Trustee under the Trust
either directly or indirectly.

2.20. "Plan accounts" means the accounts estab-
lished and maintained in respect of each member
pursuant to Section 8.

2.21. "Vested interest" means the portion of a
member's Plan accounts which has vested in him
pursuant to Section 9.

2.22. "Retirement Plan" means the Retirement
Plan for Employees of the Federal Reserve System
as the same may be amended from time to time.
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2.23. "Effective date of the Plan" means January
1, 1970.

2.24. Wherever used in the Plan the masculine
gender includes the feminine.

Section 3. Membership

3.1. Except as otherwise provided in Section 3.2,
(i) each person who is in the service of an employer
on December 31, 1969 shall become eligible as of
the effective date of the Plan for membership in the
Plan, and (ii) every employee whose service begins
on or after the effective date of the Plan shall be-
come eligible for membership in the Plan on the
first day of the month coincident with or next
following his completion of one year of service.

3.2. An employee shall not be eligible for mem-
bership if he is in the class of temporary or special
employees for which his employer has requested,
and the Committee has granted, exclusion.

3.3. The employer undertakes to notify each em-
ployee when he becomes eligible for membership
and to furnish enrollment applications. However,
no employee shall under any circumstances be-
come a member unless and until his enrollment
application is received by his employer.

3.4. A transfer by a member from the service of
one employer directly to the service of another
employer shall not affect his membership in the
Plan.

3.5. Membership shall terminate in any event
upon payment to the member of his entire vested
interest in his Plan accounts or upon the member's
death prior to such payment.

3.6. Participation in the Plan by eligible employ-
ees shall be voluntary.

3.7. An employee may elect to participate in the
Plan and commence his participation as of the first
day of any pay period, provided he is an eligible
employee on such day, by filing with his employer
at least 30 days prior to such day the prescribed
written application form. However, in the case of a
person eligible to participate on the effective date
of the Plan, such application shall be filed within
the time and upon the conditions prescribed by the
Committee under rules of uniform applicability to
all such persons.

3.8. The written application form for participa-
tion shall include a payroll deduction authoriza-
tion, an investment direction and an agreement to
be bound by all of the terms and conditions of the
Plan and Trust and any agreement with an insur-
ance company or other financial institution con-
stituting a part of the Plan and Trust.

Section 4. Contributions by Members in

Service

4.1. A member in service may make basic and
additional contributions under the Plan monthly,
and only through payroll deductions authorized
by him, except as provided in Section 4.6. If a
member is paid more frequently than once a
month, the frequency of the payroll deductions
shall be determined by his employer. The
member's contributions shall be remitted by his
employer to the Trust during the month in which
the payroll deductions are made, or during the
month next following.

4.2. Each member may make monthly "basic"
contributions under the Plan by authorizing
payroll deductions of up to 6 percent of his salary
in multiples of 1 percent. Solely for the purpose of

Section 6.1, any amount in excess of $250 of any
such monthly deduction shall be treated as "addi-
tional" contributions and not "basic" contribu-
tions.

4.3. A member who has authorized the max-
imum basic contribution rate of 6 percent may also
make monthly "additional" contributions under
the Plan by authorizing additional payroll deduc-
tions of up to 10 percent of his salary in multiples
of 1 percent.

4.4. Each payroll deduction of a member's basic
contributions and additional contributions shall
be rounded to the next higher multiple of four
cents.

4.5. A member may change, as of the first day of
any pay period, his election as to the rate of his
basic or additional contributions, or both, upward
or downward within the foregoing minimum and
maximum percentage limitations by giving at least
30 days' prior written notice thereof to his em-
ployer. However, no member shall be entitled to
make more than one such change in any Plan year.

4.6. A member in service may, notwithstanding
the foregoing provisions of this Section 4, make a
lump sum additional contribution under the Plan
as of a value determination date in any amount
which is at least $100 and which, when added to
the aggregate of the additional contributions he
made (plus the maximum amount of all monthly
additional contributions he was prohibited from
making pursuant to Section 10 because of with-
drawal from his Plan accounts) during the
12-month period preceding such value determina-
tion date, does not exceed 10 percent of his aggre-
gate salary during the last 12 months preceding
such value determination date in which he re-
ceived salary. Such lump sum additional contribu-
tion shall be remitted to the Trust in such manner
as the Committee shall from time to time prescribe,
and no contribution shall be made by an employer
in respect of any such additional contribution.
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4.7. The amount, if any, transferred in respect of

a member to the Trust from the Retirement Plan
shall be termed the member's "special supplemen-
tal" contribution under the Plan. The special sup-
plemental contribution will not affect the amount
of additional contributions that a member may
make in any Plan year.

Section 5. Suspension of Contributions
by a Member

5.1. A member may temporarily suspend making

basic and additional contributions, or additional

contributions only, as of the first day of any pay

period without terminating his membership in the
Plan, by giving at least 30 days' prior written no-

tice thereof to his employer. A member may not
temporarily suspend contributions more often than
once in any one Plan year and, for a period of three
months, he may not resume making the type of
contribution so suspended. Basic contributions so
suspended may not subsequently be made up.

Section 6. Contributions by Employer

6.1. Each employer shall contribute monthly, out
of its current income or accumulated surplus, on
behalf of each of its members, an amount equal to
25 percent of such member's basic contributions
that are not in excess of $250 for such month. Such
contributions by the employer shall be paid to the
Trust during the month in respect to which they
are made, or during the month next following. No
contributions shall be made by the employer with
respect to any additional contributions made by
any of its members, or with respect to the special
supplemental contributions that are transferred to
the Plan on behalf of its members.

6.2. The amount of each employer's contribu-
tions may be adjusted because of forfeitures as
provided in Section 13.

6.3. Each employer shall also pay its pro rata
share of the expenses incurred in the management
and administration of the Plan and Trust as pro-
vided in Section 14.

Section 7. Investment of Contributions

7.1. All contributions made under the Plan shall

be held in trust by the Trustee to be invested and
distributed in accordance with the Plan and Trust

and any agreement with an insurance company or
other financial institution constituting a part of the
Plan and Trust. The Trustee shall cause to be estab-
lished and maintained two funds, to be designated
respectively as the "Fixed Income Fund" and the
"Equity Fund" for the investment of all such con-
tributions.

7.2. Sums received for investment in the Fixed
Income Fund shall be (i) deposited wholly or
partly with an insurance company or companies to
be held and invested by such insurance company
or companies under a fixed income fund arrange-
ment established pursuant to a group deposit ad-
ministration annuity contract, or other type of con-
tract, and utilizing under any such contract gen-
eral, commingled separate or individual separate
investment accounts, constituting a part of the
Plan and Trust; or (ii) invested wholly or partly in a
fixed income type fund, maintained by a bank or
other financial institution, through the medium of
any common, collective or commingled trust fund
which is qualified under Sections 401(a) and
501(a) of the Federal Internal Revenue Code (as
said sections may from time to time be amended or
renumbered) constituting a part of the Plan and
Trust. Interest, dividends and other distributions
received and gains realized on securities and other
property held in the Fixed Income Fund shall be
similarly invested.

7.3. Sums received for investment in the Equity
Fund shall be invested in a diversified portfolio or
portfolios (i) wholly or partly by direct invest-
ments made pursuant to the instructions of the
Performance Review Committee or the Investment
Adviser designated from time to time by the Per-
formance Review Committee; or (ii) wholly or
partly through the medium of any common, col-
lective or commingled trust fund maintained by a
bank or other financial institution and which is
qualified under Sections 401(a) and 501(a) of the
Federal Internal Revenue Code (as said sections
may from time to time be amended or renum-
bered), constituting a part of the Plan and Trust; or
(iii) wholly or partly through the medium of a
group deposit administration annuity contract or
other type of contract and utilizing under any such
contract general, commingled separate or indi-
vidual separate investment accounts, issued by an
insurance company or companies, constituting a
part of the Plan and Trust; or (iv) wholly or partly
through the purchase of shares in a mutual fund or
funds. Interest, dividends and other distributions
received and gains realized on securities or other
property held in the Equity Fund shall be similarly
invested.

7.4. A member may, by written direction to his
employer, specify the percentage (in multiples of
25 percent) of all contributions which are made by
him or on his behalf under the Plan that shall be
invested in the Fixed Income Fund and in the
Equity Fund. If the Equity Fund consists of more
than one diversified portfolio a member may, at
such times and in such manner as the Committee
may prescribe under rules of uniform applicability
to all members, designate the portfolio or port-
folios in which his Equity Account, described in
Section 8, is to be invested. Unless an effective
investment direction is made by the member pur-
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suant to this Section 7.4, all such contributions
shall be invested in the Fixed Income Fund.

7.5. Any investment direction given by a
member shall be filed with his employer and shall
be deemed to be a continuing direction until
changed. A member may change an investment
direction as to future contributions as of any value
determination date, but not more often than once
in any Plan year, by filing with his employer, at
least 30 days prior to the date such change is to be
effective, a written notice of such change in in-
vestment direction. All contributions of or in re-
spect of such member that are paid to the Trustee
during or after the month in which such notice
becomes effective shall be invested in accordance
with such changed direction.

7.6. A member or beneficiary may direct as of any
applicable value determination date provided in
this Section 7.6 that all, or any multiple of 25
percent, of his interest in one of such Funds be
liquidated and the proceeds thereof transferred to
the other of such Funds, in one lump sum as of
such value determination date or in 12 consecu-
tive monthly installments beginning on such
value determination date. Any such direction by a
member or beneficiary may be given once in any
Plan year as of either the first or seventh value
determination date in such Plan year by notice in
writing to the member's employer at least 30 days
prior to such value determination date. In addi-
tion, a member may give such a direction as of the
value determination date in the month in which
his service is terminated by reason of retirement or
total and permanent disability, provided that such
direction is given to his employer at least 10 days
prior to such value determination date; and a bene-
ficiary may give such a direction as of the value
determination date coincident with or next follow-
ing the 60th day after the member's death (or as of
any earlier value determination date that becomes
effective pursuant to Section 11.9), provided that
such direction is given to the member's employer
at least 10 days prior to any such value determina-
tion date.

Section 8. Maintenance and Valuation of
Members' Accounts

8.1. The Committee shall cause to be established
and maintained in respect of each member an ac-
count to be designated as his "Fixed Income Ac-
count" showing his interest in the Fixed Income
Fund, and an account to be designated as his
"Equity Account," showing his interest in the
Equity Fund. Each member shall be furnished with
a written statement of his Plan accounts at least
annually and upon any distribution to him.

8.2. The establishment, maintenance or credit-
ing of a member's Plan accounts pursuant to the
Plan shall not vest in such member any right, title

or interest in any assets of the Trust except at the
time or times and upon the terms and conditions
and to the extent expressly set forth in the Plan and
Trust.

8.3. During the first month of the Plan in which
contributions are received, there shall be credited
to each member as of the first business day of the
Trustee following the effective date of the Plan one
unit in the Equity Fund for each $10 of his special
supplemental contribution (with a fractional unit,
carried to three decimal places, allocated to any
increment which is less than $10) which he has
directed to be invested in such Fund as of such
date. As of the first value determination date and
each subsequent value determination date, the
value of a unit in the Equity Fund shall be deter-
mined by dividing the fair market value of the
assets, as determined by the Committee, then held
in such Fund by the total number of outstanding
units for such Fund immediately prior to such
value determination date.

8.4. As of December 31, 1974, the value of the
Fixed Income Fund shall be converted to units
with a value of $14.691109 per unit. As of each
value determination date subsequent to December
31, 1974, the value of a unit in the Fixed Income
Fund shall be determined by dividing the fair
value of the assets, as determined by the Commit-
tee, then held in such Fund by the total number of
outstanding units for such Fund immediately
prior to such value determination date.

8.5. The number of units, carried to at least three
decimal places, to be credited to a member's ac-
count in the Equity Fund and in the Fixed Income
Fund as of the value determination date in each
Plan month shall be determined by dividing the
aggregate contributions by and on behalf of the
member which were invested in such Fund during
such month by the unit value of such Fund as of
the value determination date in the month in
which such contributions are received by the Trus-
tee. A member's Equity Account and Fixed Income
Account at any time shall reflect the units credited
thereto as provided in Sections 8.3 and 8.4 and this
Section 8.5, less all units previously withdrawn by
him from such account.

8.6. In determining the value of a member's ac-
count in each Fund there shall be deducted from
the value of the assets held in such Fund the cred-
its against future contributions to which the em-
ployers are then entitled as a result of forfeitures
under the Plan by their employees or former em-
ployees as provided in Section 13.

Section 9. Vesting of Contributions

9.1. For the purposes of the Plan, a member's
vested interest in his Plan accounts shall consist of
(i) the portion of the member's Plan accounts at-
tributable to the basic, additional or special sup-
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plemental contributions made by him under the
Plan, and the earnings thereon, and (ii) the percen-
tage of the portion of his Plan accounts attributable
to the contributions made by his employer on his
behalf under the Plan, and the earnings thereon,
which percentage shall be determined from the
following schedule:

Plan year of
membership service Percentage

During first Plan year   20%
During second Plan year  40%
During third Plan year  60%
During fourth Plan year   80%
During fifth and later Plan years  100%

Notwithstanding the foregoing, if the service of a
member is terminated because of death, total and
permanent disability or retirement, or if the Plan is
terminated or permanently suspended by his em-
ployer, any portion of his Plan accounts as to
which he does not then have a vested interest shall
upon any such termination fully vest in such
member regardless of the above schedule.

Section 10. Withdrawals Prior to Termination
of Service

10.1. Subject to the provisions of this Section 10,
a member while in service may elect to make with-
drawals from his Plan accounts, but not more than
one withdrawal can be made in any Plan year. An
election to withdraw must be filed in writing by
the member with his employer in accordance with
terms and conditions, and on a form, approved by
the Committee. In his election the member must
specify the value determination date as of which
the withdrawal is to be made and the amount to be
withdrawn. The amount may be stated in dollars
or in one or more of the Classes, or parts thereof,
specified in Section 10.3. A member who is with-
drawing less than his entire vested interest in his
Plan accounts may specify in his election the por-
tion to be withdrawn from each of his Plan ac-
counts. If no specification is given, the withdrawal
will be made pro rata from his Plan accounts, as
determined by the Committee.

10.2. The amount of payment to be made to a
member who has elected to withdraw part or all of
his Plan accounts pursuant to this Section 10 shall
be determined by the Committee in accordance
with the value of the member's Plan accounts on
the value determination date as of which such
withdrawal is made and shall be paid from the
Trust in one lump cash sum to the member as soon
as practicable thereafter.

10.3. Withdrawals during active service will be
made only in the order of the following Classes:

Class 1: the portion of the member's Plan accounts
attributable to:

(a) his basic and additional contributions, and his
contributions under the Retirement Plan (but ex-
clusive of any Thrift Plan earnings on all such
contributions), plus

(b) interest credited by the Retirement Plan on his
contributions under that Plan (but exclusive of any
Thrift Plan earnings thereon),

after deducting therefrom the amount of any other
withdrawals or distributions which have been
made with respect to such contributions and inter-
est, provided that no amount of Class 1 (b) shall be
payable until the full amount of Class 1 (a) has
been withdrawn.

Each time a member makes a withdrawal from this
Class 1 it must be for at least $300, or the full
amount of Class 1 (a), if less, provided that if any
part of a withdrawal is from Class 1 (b) the with-
drawal must be for the full amount of Class 1. If a
member makes a withdrawal from this Class 1 he
shall not be eligible to make any additional con-
tributions under Section 4.3 for a period of six
months from the effective date of such withdrawal,
and, further, if any part of such withdrawal is from
Class 1 (b) he shall not be eligible to make any basic
contributions under Section 4.2, or additional con-
tributions under Section 4.3, for a period of six
months from the effective date of such withdrawal
and, accordingly, no contributions will be made
on his behalf by his employer in respect of such
six-month period.

Class 2: the portion of the member's Plan accounts
attributable to Thrift Plan earnings on his basic,
additional, and special supplemental contribu-
tions.

Each time a member makes a withdrawal from this
Class 2 it must be for the full value of Class 2. If a
member makes any withdrawal from this Class 2
he shall not be eligible to make any basic contribu-
tions under Section 4.2, or additional contribu-
tions under Section 4.3, for a period of six months
from the effective date of such withdrawal and,
accordingly, no contributions will be made on his
behalf by his employer in respect of such six-
month period.

Class 3: the portion of the member's Plan accounts
attributable to the contributions made by his em-
ployer on his behalf, plus the Thrift Plan earnings
thereon, provided that no part of this Class 3 shall
be available for withdrawal until the member has
completed at least 60 full months of membership
service.

Each time a member makes a withdrawal from this
Class 3, it must be for the full value thereof, and
upon such withdrawal, his membership will be
terminated, and he may not re-enroll for a period of
at least six months.

10.4. If a member pursuant to this Section 10
withdraws the entire amount of his Plan accounts
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and later re-enrolls as a member, he shall not be

entitled to any credit under Section 9 for any

period of his membership service prior to such

re-enrollment.

Section 11. Distribution Upon Termination

of Service

11.1. Upon the termination of a member's service
by reason of total and permanent disability or re-
tirement, the Committee shall direct payment to
the member of the amount ("termination sum")
equal to the value of the member's Plan accounts
determined on the value determination date in the
month in which his service is terminated. Upon
the termination of a member's service by reason of
death, the Committee shall direct payment to such
member's beneficiary of the amount ("termination
sum") equal to the value of the member's Plan
accounts determined on the value determination
date coincident with or next following the 60th
day after the member's death. A termination sum
determined under this Section 11.1 shall become
due as of the value determination date on which it
is determined and shall be paid from the Trust in a
lump cash sum as soon as practicable thereafter,
unless an optional date or method of payment be-
comes effective pursuant to Section 11.2, 11.3 or

11.4.

11.2. A member or beneficiary entitled to receive
a termination sum as provided in Section 11.1 may
as the payee thereof elect, if the Committee con-
sents thereto, to have all or a part of such termina-
tion sum paid and applied for the purchase and
delivery to such payee of a single premium im-
mediate or deferred annuity (fixed or variable) on
the life of such payee under a contract issued by
such insurance company and containing such
provisions as the Committee shall designate,
which contract shall (i) provide for monthly pay-
ments to the payee beginning not later than the
end of the Plan year next following the payee's
attainment of age 65, (ii) contain, if the Committee
so determines, provisions which prevent the cash
surrender thereof and which make the payments
due thereunder non-assignable, and (iii) provide
that the actuarial value of any payments to a con-
tingent annuitant other than the spouse of the
payee shall not exceed one-half of the actuarial
value of the monthly payments which the payee
would otherwise have received without optional
modification. Such election must be filed in writ-
ing by the payee with the member's employer prior
to the 60th day after the date of the member's
termination of service and prior to the payee's
receipt of any payment under this Section 11, and
may not be subsequently changed or revoked
without the consent of the Committee. The deliv-
ery to such payee of such annuity contract shall
constitute a complete discharge of all obligations
of the Plan with respect to the amount of such
termination sum so applied.

11.3. A member or beneficiary entitled to receive
a termination sum as provided in Section 11.1 may
as the payee thereof elect, if the Committee con-
sents thereto, to have all or a part of such termina-
tion sum retained in the Plan account or accounts
for such payee and invested in the Fixed Income
Fund or in the Equity Fund, or partly in each, as
the payee may direct in accordance with the provi-
sions of Section 7.6, and to have the value of such
account or accounts, as thereafter determined
monthly, paid to him in monthly installments in
accordance with rules prescribed by the Commit-
tee until fully paid, provided that the period of

such installments shall not in any event exceed 15

years. Such election must be filed by the payee
with the member's employer prior to the 60th day

after the date of the member's termination of ser-

vice, and prior to the payee's receipt of any pay-
ment under this Section 11, and may not be subse-

quently changed or revoked without the consent of

the Committee, except that the investment direc-

tion specified in such election may be changed by
the payee annually during the period of such in-
stallment payments, subject to the conditions pre-
scribed in Section 7.6.

11.4. A member entitled by reason of retirement
to receive a termination sum as provided in Sec-
tion 11.1, 11.2 or 11.3 may elect, if the Committee
consents thereto, to have the payment of all or a
part of such termination sum made or begin to be
made as of the first day of any of the 12 months
next following the date of his retirement. Such
election must be filed in writing by the member
with his employer within 60 days prior to the date
of his termination of service and may not be subse-
quently changed or revoked without the consent of
the Committee.

11.5. If a member whose service was terminated
by reason of total and permanent disability or re-
tirement dies before payment of the full value of
his Plan accounts, the Committee shall direct
payment to his beneficiary of the amount equal to
the value of the unpaid portion thereof determined
on the value determination date coincident with or
next following the 60th day after the date of the
member's death. Such amount shall become due as
of such value determination date and shall be paid
from the Trust in a lump cash sum as soon as
practicable thereafter. In lieu of such lump cash
sum, the beneficiary may elect, if the Committee
consents thereto, to have all or a part of such sum
paid to him under the terms prescribed in Section
11.2 or 11.3, provided that the period of monthly
installments payable to such beneficiary shall not
in any event extend beyond 15 years from the date
the member's termination sum became due under
the provisions of Section 11.1, or from any later
date such sum became payable at the member's
election under the provisions of Section 11.4.
Such election or elections must be filed by such
beneficiary with the member's employer prior to
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the 60th day after the date of the member's death
and prior to the beneficiary's receipt of any pay-
ment under this Section 11, and may not be subse-
quently changed or revoked without the consent of
the Committee.

11.6. Upon the termination of a member's service
for any reason other than death, total and perma-
nent disability, or retirement, the Committee shall
direct payment to such member of the amount
equal to the value of his vested interest in his Plan
accounts determined on the value determination
date in the month in which his service is termi-
nated, and such member's non-vested interest, if
any, in his Plan accounts shall thereupon be for-

feited and applied as provided in Section 13. The
amount so payable to such member shall become

due as of such value determination date and shall
be paid from the Trust in a lump cash sum as soon
as practicable thereafter, unless an optional
method of payment becomes effective pursuant to
Section 11.7. Any contributions made by such a
member which at the time of his termination of
service have not been remitted to the Trustee by
his employer shall be returned to him by his em-
ployer, and notwithstanding the provisions of
Section 6.1, no employer contributions shall be
made with respect to such contributions.

11.7. A member entitled to receive a lump cash
sum as provided in Section 11.6, may elect, if the
Committee consents thereto, (i) to have all or a part
of such lump cash sum paid and applied for the
purchase and delivery to such member of a single
premium immediate or deferred annuity (fixed or
variable) on the life of such member under a con-
tract of the kind described in Section 11.2, or (ii) to
have the value of any part of such lump cash sum
that at the time of the member's termination of
service may be invested for such member in the
Equity Fund, as thereafter determined monthly,
paid to such member ratably in monthly install-
ments until fully paid, provided that the period of
such installments shall not in any event extend
beyond six months beginning with the month in
which such member's service is terminated. Such
election or elections must be filed in writing by the
member with his employer prior to the 10th day
after the date of the member's termination of ser-
vice and prior to the member's receipt of any pay-
ment under this Section 11, and may not subse-
quently be changed or revoked without the con-
sent of the Committee.

11.8. If a member whose service was terminated
for any reason other than death, total and perma-
nent disability or retirement dies before payment
of the full value of his Plan accounts, the Commit-
tee shall direct payment to his beneficiary of the
amount equal to the value of the unpaid portion
thereof determined on the value determination
date coincident with or next following the 60th
day after his death occurs. Such amount shall be-

come due as of such value determination date and
shall be paid from the Trust in a lump cash sum as
soon as practicable thereafter. In lieu of such lump
cash sum, the beneficiary may elect, if the Commit-
tee consents thereto, to have all or a part of such
sum paid to him under the terms prescribed in
Section 11.7, except that any such election must be
filed by such beneficiary with the member's em-
ployer prior to the 60th day after the date of the
member's death and prior to the beneficiary's re-
ceipt of any payment under this Section 11.

11.9. Notwithstanding the preceding provisions
of this Section 11, the Committee may, upon a
showing of substantial hardship, direct that the
termination sum payable to a beneficiary under
Section 11.1, or the lump cash sum payable to a
beneficiary under Section 11.5 or 11.8, be deter-
mined on a value determination date earlier than
the date specified in such Sections, in which case
the termination sum or lump cash sum shall be-
come due as of such earlier value determination
date and shall be paid from the Trust as soon as
practicable thereafter unless the beneficiary elects
an optional method of payment as provided in
such sections.

Section 12. Designation of Beneficiaries

12.1. Each member shall file, at such office as the
Committee may from time to time designate, a
written designation of a beneficiary or bene-
ficiaries who shall be entitled to receive the
value of his Plan accounts upon his death where,
provided under the Plan. The member may from
time to time revoke or change his beneficiary de-
signation without the consent of any prior bene-
ficiary by filing a new designation at such office.
The last such designation received by such office
shall be controlling, provided, however, that no
designation, or change or revocation thereof, shall
be effective unless received at such office prior to
the member's death, and in no event shall it be
effective as of a date prior to such receipt.

12.2. If at the time of a member's death such a
beneficiary designation is in effect, the value of his
Plan accounts, determined at the value deter-
mination date next following the date on which
his death occurs, shall be distributed in accord-
ance with the Plan to the beneficiary designated. If
no such beneficiary designation is in effect at the
time of a member's death, or if no designated bene-
ficiary survives the member, the payment of the
value of a member's Plan accounts shall be made to
the member's estate. If the Committee is in doubt
as to the right of any person to receive such
amount, the Committee may direct the Trustee to
retain such amount, without liability for any in-
terest thereon, until the rights thereto are deter-
mined, or the Committee may direct the Trustee to
pay such amount into any court of appropriate
jurisdiction and such payment shall be a complete
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discharge of the liability of the Plan and the Trust
therefor.

Section 13. Application of Forfeitures

13.1. All amounts forfeited under the Plan by a
member shall be applied as a credit to reduce sub-
sequent contributions of the employer by which he
was employed at the time of forfeiture, and shall be
valued for such purpose as of the value determina-
tion date that the member's Plan accounts distri-
buted as a result of the event causing the forfeiture
are valued.

13.2. In the event the Plan is terminated by an
employer, any forfeitures not previously applied
to reduce such employer's contributions shall be
credited ratably to the Plan accounts of its mem-
bers in proportion to the amounts of such
employer's contributions to such Plan accounts for
the last month with respect to which it made con-
tributions.

Section 14. Administration of the Plan

14.1. The general administration of the Plan
shall be placed in an Administrative Board which
shall be known as the "Administrative Board of
the Thrift Plan for Employees of the Federal Re-
serve System." The Board may adopt for the Plan
by-laws not inconsistent with the provisions of the
Plan or Trust and shall have such duties and exer-
cise such powers as are provided in the Plan, Trust
or by-laws. The Board shall have the power, sub-
ject to the provisions of the Trust, to appoint from
time to time a successor Trustee or Trustees as the
Board shall, in its sole discretion, determine.

14.2. The by-laws shall provide for an Executive
Committee which shall have such duties and exer-
cise such powers as are provided in the Plan, Trust
or by-laws.

14.3. The Committee shall have the exclusive
right to interpret the Plan and to determine any
question arising under or in connection with the
administration of the Plan. Its decision or action in
respect thereof shall be conclusive and binding
upon all persons having an interest in the Trust or
under the Plan, or under any agreement with an
insurance company or other financial institution
constituting a part of the Plan and Trust.

14.4. The by-laws shall provide for a Perform-
ance Review Committee which shall have such
duties and exercise such powers as are provided in
the Plan, Trust or by-laws.

14.5. The Board or the Committee or the Perfor-
mance Review Committee may delegate to any
subcommittee, officer, employee or agent its au-
thority to perform any act pertaining to the Plan or
the administration thereof including, without
limitation, those matters involving the exercise of
discretion.

14.6. The members of the Board and of the Com-
mittee and of the Performance Review Committee
shall serve without compensation, but shall be
reimbursed for any reasonable expenses incurred
in their capacities as members of the Board and of
the Committee and of the Performance Review
Committee. No bond or other security need be
required of the Board or any member of the Board
in any jurisdiction. No member of the Board or of
the Committee or of the Performance Review
Committee, officer or employee of the Plan shall be
personally liable by virtue of any contract or other
instrument executed by him or on his behalf in
such capacity nor for any mistake of judgment
made in good faith. In the absence of fraud or
willful misconduct, no member of the Board or of
the Committee or of the Performance Review
Committee, officer or employee of the Plan shall
incur any liability whatsoever for anything done
or omitted to be done by him or by a duly au-
thorized agent in connection with the Plan; and
each employer, other than the Office of the Plan, by
its adoption of the Plan, agrees jointly with the
other employers to indemnify and save harmless
each member of the Board or of the Committee or of
the Performance Review Committee, officer or
employee of the Plan against any cost or expense
(including counsel fees) or liability (including any
sum paid in settlement of a claim with the ap-
proval of a majority of the employers, other than
the Office of the Plan) arising out of any act or
omission to act as such member of the Board or of
the Committee or of the Performance Review
Committee, officer or employee of the Plan, except
in the case of fraud or willful misconduct. Any
sum paid by an employer by reason of such indem-
nification agreement shall be deemed an ad-
ministrative expense of the Plan and shall be allo-
cated among the employers, other than the Office
of the Plan, as the Committee, in its discretion,
shall determine.

14.7. The Board and the Committee and the Per-
formance Review Committee shall have no duty to
see that contributions received by the Trustee
under the Plan comply with the provisions of the
Plan or to enforce payment of any contribution
under the Plan.

14.8. The expenses of administering the Plan in-
cluding (i) the fees and expenses of the Trustee for
the performance of its duties under the Trust, (ii)
the expenses incurred by the members of the Board
and of the Committee and of the Performance Re-
view Committee, and by the Office of the Plan, in
the performance of their duties under the Plan
(including reasonable compensation for agents
and cost of services rendered in respect of the
Plan), (iii) any expenses paid by an employer pur-
suant to Section 14.6, and (iv) all other proper
charges and disbursements of the Trustee or the
members of the Board and of the Committee and of
the Performance Review Committee, and by the
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Office of the Plan, shall be borne by the employers
in such proportions as shall be determined by the
Committee based upon the inclusion in the Plan of
the employers' respective employees.

Section 15. Brokerage Fees

15.1. Brokerage fees, transfer taxes and any other
expenses incident to the purchase or sale of secu-
rities by the Trustee shall for purposes of the Plan
be deemed to be part of the cost of such securities,
or deducted in computing the proceeds therefrom,
as the case may be. Taxes, if any, of any and all
kinds whatsoever which are levied or assessed on
any assets held or income received by the Trustee
shall be charged appropriately against the Plan
accounts of members as the Committee shall de-
termine.

Section 16. Establishment of Trust

16.1. The Board shall enter into one or more
Trust Agreements with a Trustee or Trustees
selected by the Board. Any and all rights or ben-
efits accruing to any person under the Plan with
respect to any contributions deposited with the
Trustee shall be subject to all the terms and condi-
tions of the Plan, the Trust Agreement and any
agreement with an insurance company or other
financial institution constituting a part of the Plan
and Trust. The Trust established under any such
Agreement shall provide that all monies, se-
curities or other property received by the Trustee
as contributions under the Plan and the income
therefrom (other than such part as is necessary to
pay the expenses and charges referred to in Sec-
tions 14 and 15) shall be held in trust by the Trus-
tee for the exclusive benefit of the members or their
beneficiaries, and managed, invested and rein-
vested and distributed in accordance with the Plan
and the Trust Agreement and any agreement with
an insurance company or other financial institu-
tion constituting a part of the Plan and Trust.

16.2. The Board may, with the approval of the
Board of Governors of the Federal Reserve System,
from time to time and without the consent of any
employer, member or beneficiary, remove the
Trustee and designate a successor Trustee upon
such removal or upon the resignation of the Trus-
tee. The Trustee shall make payments under the
Plan only to the extent, in the amounts, in the
manner, at the time, and to the persons as shall
from time to time be set forth and designated in
written authorizations from the Committee.

16.3. The Trustee may in its discretion maintain
in cash such part of the assets of the Fixed Income
Fund and the Equity Fund as it may deem neces-
sary or advisable for the purposes of the Plan.

Section 17. Amendment or Termination of the
Plan and Trust

17.1. The Board may, with the approval of the
Board of Governors of the Federal Reserve System,
amend, suspend or terminate the Plan or the Trust
at any time in whole or in part and for any reason
and without the consent of any employer, member
or beneficiary and each employer by its adoption
of the Plan shall be deemed to have delegated this
authority to the Board. No amendment, however,
shall impair such rights of payment or withdrawal
as the member or his beneficiary would have had,
if such amendment had not been made, with re-
spect to contributions made by him or by his em-
ployer prior to such amendment, except to the
extent that such amendment is, in the opinion of
the Board, necessary or appropriate to qualify or
maintain the Plan and the Trust as a plan and trust
meeting the requirements of Sections 401(a) and
501(a), respectively, of the Federal Internal Rev-
enue Code as now in effect or hereafter amended,
and any other applicable provisions of the federal
tax laws, as now in effect or hereafter amended or
adopted, and the regulations issued thereunder;
and no amendment shall make it possible for any
part of the assets of the Trust (other than such part
as is necessary to pay the expenses and charges
referred to in Sections 14 and 15) to be used for
purposes other than for the exclusive benefit of
members or their beneficiaries.

17.2. Subject to the provisions of Section 17.1,
any amendment, suspension or termination of any
provision of the Plan may be made retroactively, if
necessary or appropriate, to qualify or maintain
the Plan and the Trust as a plan and trust meeting
the requirements of Sections 401(a) and 501(a),
respectively, of the Federal Internal Revenue Code
as now in effect or hereafter amended, or any other
applicable provisions of the federal tax laws, as
now in effect or hereafter amended or adopted, and
the regulations issued thereunder.

17.3. Notice of any amendment, suspension or
termination of the Plan shall be given by the Board
to the Trustee and all employers and, except for
changes which do not adversely affect their in-
terests, shall also be given to all members.

17.4. In the event of termination of the Plan by
the Board, the interest of each member in his Plan
accounts as of the date of such termination shall
thereupon fully vest in the member, and the Trus-
tee shall upon direction of the Board liquidate the
assets of the Fixed Income Fund and the Equity
Fund with such promptness as the Trustee deems
prudent. When such liquidation has been com-
pleted and after provision for all expenses de-
scribed in Sections 14 and 15, and proportionate
adjustment of all Plan accounts to reflect such
expenses, the Trustee shall upon direction of the
Committee pay to each person who on such termi-
nation date was a member (or in the event of such
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member's death, on or after such date, to his bene-
ficiary or estate, as the case may be) a sum equal to
the amount, if any, then credited to his Plan ac-
counts after such liquidation and provision for
expenses. Distribution of such sum shall be made
to the member (or his beneficiary) in one lump
cash sum, or by the optional method of payment
specified in Section 11.2 as the Committee, in its
sole discretion, may direct.

17.5. Notwithstanding any termination of the
Plan by the Board, the Board, the Committee, the
Performance Review Committee and the Trust
shall remain in existence and all the provisions of
the Plan shall remain in force which are necessary
for the execution of the Plan and the distribution of
the assets of the Trust in accordance with this
Section.

Section 18. Termination of Employer
Participation

18.1. Any employer may terminate its participa-
tion in the Plan by giving the Board prior written
notice in which the employer specifies a termina-
tion date which is a value determination date at
least three months subsequent to the date such
notice is given to the Board.

18.2. An employer's participation (i) may be
terminated by the Board for the failure of the em-
ployer to make proper contributions or to comply
with any other provision of the Plan within 90
days after notice and demand by the Board, and (ii)
shall automatically be terminated upon complete
and final discontinuance of the employer's con-
tributions, and in either of such events the termi-
nation date shall be a value determination date
specified by the Board which is within four
months subsequent to the last date through which
the employer's contributions to the Trust were
paid.

18.3. Upon the termination of the Plan by an
employer, or upon the complete and final discon-
tinuance of contributions by an employer, neither
the employer nor its members shall make any
further contributions under the Plan after such
termination date and the interest of each member
in his Plan accounts on his employer's termination
date or upon the date of such complete and final
discontinuance of contributions shall thereupon
fully vest in the member and such member shall be
entitled to a sum equal to the value of his Fixed
Income Account and Equity Account determined
in accordance with the value of each such account
at the value determination date coincident with or
next following such termination date. Upon re-
ceipt by the Committee of United States Internal
Revenue Service approval, distribution of such
sum, without interest thereon after such value de-
termination date, shall be made to the member by
the Trustee in one lump cash sum, or by one of the

optional methods of payment specified in Section
11 as the Committee, in its sole discretion, shall
direct. Such payment shall be a complete dis-
charge of all liabilities of the Plan and Trust with
respect to the member's membership and his
employer's participation. If a person entitled to a
sum under this Section 18.3 dies on or after his
employer's termination date and prior to the full
payment thereof, the remainder of such sum shall
be paid in one lump cash sum to his beneficiary.

Section 19. General Limitations

19.1. Each member and beneficiary assumes
all risk in connection with any decrease in the
market value of the assets of the Trust. Neither
the employer, the Board, the Committee, the
Performance Review Committee nor the Trustee
guarantees that upon withdrawal or other dis-
tribution the value of a member's Plan accounts
will be equal to or greater than the amount of the
member's basic, additional and special supple-
mental contributions under the Plan.

19.2. Membership in the Plan shall not give any
employee the right to be retained in the employ-
ment of his employer and shall not affect the right
of the employer to dismiss any employee.

19.3. The Trust and the value of a member's Plan
accounts shall be the sole source and basis of pay-
ments under the Plan and the employer, the Board,
the Committee, and the Performance Review
Committee assume no liability or responsibility
for such payments, and each member or bene-
ficiary who shall claim the right to any payment
under the Plan shall be entitled to look only to the
Trust for such payment.

19.4. All notices, instructions, designations and
other communications from an employer, a
member, former member or a beneficiary to the
Committee required or permitted under the Plan
shall be in such form as is prescribed from time to
time by the Committee, shall be mailed by first-
class mail or delivered to such location as shall be
specified upon the forms prescribed by the Com-
mittee, and shall be deemed to have been duly
given and delivered only upon actual receipt
thereof by the Committee at such location.

19.5. All notices, statements, reports and other
communications from an employer, the Board, the
Committee, the Performance Review Committee or
the Trustee to any employee, member, former
member or beneficiary, required or permitted
under the Plan shall be deemed to have been duly
given when delivered to, or when mailed by first-

class mail, postage prepaid and addressed to, such
employee, member, former member or beneficiary

at his address last appearing on the records of the

Committee.
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19.6. If the Committee shall find that any person

to whom any amount is payble under the Plan is

unable to care for his affairs because of illness or

accident, or is a minor, or has died, then any pay-
ment due him or his estate (unless a prior claim

therefor has been made by a duly appointed legal

representative) may be paid to his spouse, a child,

a relative, an institution maintaining or having

custody of such person, or any other person
deemed by the Committee to be a proper recipient

on behalf of such person otherwise entitled to

payment. Any such payment shall be a complete

discharge of the liability therefor of the Plan and

the Trust.

19.7. Except insofar as applicable law may

otherwise require, no amount payable to any

member, former member or beneficiary at any time

under the Plan and the Trust shall be subject in any

manner to alienation by anticipation, sale, trans-
fer, assignment, bankruptcy, pledge, attachment,

charge or encumbrance of any kind, and any at-

tempt to alienate, sell, transfer, assign, pledge, at-

tach, charge or otherwise encumber any such
amount, whether presently or thereafter payable,
shall be void, and the Trust Fund shall in no man-

ner be liable for or subject to the debts or liabilities
of any person entitled to any amount payable
under the Plan and Trust; and if any person shall
attempt to, or shall, alienate, sell, transfer, assign,
pledge, attach, charge or otherwise encumber any
amount payable under the Plan and Trust, or any
part thereof, or if by reason of his bankruptcy or

other event happening at any such time such
amount would not be enjoyed by him, then the
Committee, in its sole discretion, may terminate
his interest in any such amount and shall hold or
apply it to or for the benefit of such person, his
spouse, children or other dependents, or any of
them in such manner as the Committee may deem
proper.

19.8. If the Committee cannot ascertain the
whereabouts of any person to whom an amount is
payable under the Plan, and if, after five years from
the date such payment is due, a notice of such
payment due is mailed to the last known address of

such person, as shown on the records of the Com-

mittee, and within three months after such mailing

such person has not filed with the Committee writ-

ten claim therefor, the Committee may direct that

such payment be cancelled and forfeited and ap-

plied to reduce his employer's contribution as

provided in Section 13, and upon such cancella-

tion, the Plan and the Trust shall have no further

liability therefor.

19.9. Each member shall file with the Committee

such pertinent information concerning himself,

and his beneficiary as the Committee may specify,

and in such manner and form as the Committee

may specify or provide, and no member, former

member or beneficiary shall have any rights, or be

entitled to any benefits under the Plan unless such

information is filed by him or on his behalf.

19.10. If the payment of any benefit under the

Plan is provided as an annuity benefit under a

contract with an insurance company, the payment

of such benefit shall be subject to all the provisions
of such contact.

19.11. Upon such terms and conditions as the

Board or the Committee and the Federal Internal

Revenue Service may approve, any period of a

member's prior employment by any organization

may be considered service for any purpose under

the Plan, and contributions made by or on behalf of

such member to an employee benefit plan of such

organization which qualified under Section 401(a)

of the Federal Internal Revenue Code (as said sec-

tion may from time to time be amended or renum-
bered) may be transferred to the Trust together

with any interest or earnings credited on such

contributions under such plan.

Section 20. Controlling Law

20.1. The Plan and the Trust, and all rights

thereunder, shall be governed by and construed in

accordance with the laws of the State of New York.
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Trust Agreement

TRUST AGREEMENT, made and entered into as of
this 1st day of January, 1970, between Karl R.
Bopp, Darryl R. Francis, Hugh D. Galusha, Jr.,
Alfred Hayes and Sherman J. Maisel, constitut-
ing the Administrative Committee of the Thrift
Plan for Employees of the Federal Reserve Sys-
tem, and Federal Reserve Bank of New York,
hereinafter referred to as the "Trustee," as
amended as of November 15, 1971.

Section 1. The Plan a Part of this Trust
Agreement

1.1. A copy of the Thrift Plan for Employees
of the Federal Reserve System, as amended,
hereinafter referred to as the "Plan," is attached
hereto, marked "Exhibit A," and the provisions
therein contained, as the same may be amended
from time to time, are incorporated herein, and
all terms therein defined shall have the same
meanings when used herein unless expressly
provided to the contrary herein.

Section 2. Establishment of the Trust

2.1. Effective with the first payment made pur-
suant to the Plan to the Trustee, there is estab-
lished with the Trustee a Trust to be known as
the "Federal Reserve System Employees' Thrift
Plan Trust," hereinafter referred to as the
"Trust," consisting of such sums of money and
such other property acceptable to the Trustee
as from time to time shall be paid or delivered
to the Trustee, and the earnings and profits
thereon. All such money and other property and
all investments and reinvestments made there-
with or proceeds thereof and all earnings and
profits thereon, less the payments which at the
time of reference shall have been made by the
Trustee as authorized herein, are hereinafter
referred to as the "Trust Fund."

Section 3. The Trust Fund

3.1. It shall be the duty of the Trustee to hold
the Trust Fund in trust as provided in this Trust
Agreement; to manage, invest, reinvest, and
distribute and otherwise deal with the same pur-
suant to the provisions of this Trust Agreement;
to collect the income therefrom which upon
receipt shall be merged into and become a part
of the Trust Fund, and to make payments from
the Trust Fund, as hereinafter provided.

3.2. The Trustee shall be responsible only for
sums or other property actually received by it
as Trustee and shall have no right or duty to
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see that contributions received by it under the
Plan comply with the provisions of the Plan or
to enforce payment of any contribution under
the Plan.

3.3. No member or former member or other
person claiming under or in respect of them,
shall have any right to, or interest in, any part
of the Trust Fund, except the right to receive
benefit payments which have been determined
by the Committee in accordance with the Plan

to be payable to such member, former member

or other person.

Section 4. Acceptance by the Trustee

4.1. The Trustee hereby accepts the Trust es-
tablished under this Trust Agreement on the
terms and subject to the provisions set forth
herein, and the Trustee agrees to discharge and
perform fully and faithfully all of its duties and
obligations specified under this Trust Agree-
ment.

Section 5. Duties of the Trustee with Respect
to Investments

5.1. The Trustee shall cause to be established
and maintained under this Trust Agreement two
funds designated respectively and referred to in
the Plan as the "Fixed Income Fund" and the
"Equity Fund" (which two Funds together shall
constitute the Trust Fund). All contributions
from members and employers under the Plan
received by the Trustee shall be dealt with by
the Trustee as follows:

(a) Sums received for investment in the Fixed
Income Fund shall be (i) deposited wholly or
partly with an insurance company or compa-
nies, designated from time to time by the Per-
formance Review Committee, to be held and
invested by such insurance company or compa-
nies under a fixed income fund arrangement
established pursuant to a group deposit admin-
istration annuity contract, or other type of con-
tract and utilizing under any such contract
general, commingled separate or individual sep-
arate investment accounts, issued to the Trustee
in form and substance approved by the Per-
formance Review Committee and designated by
the Performance Review Committee as consti-
tuting a part of the Plan and this Trust; or (ii) in-
vested wholly or partly in a fixed income type
fund, maintained by a bank or other financial in-
stitution, through the medium of any common,
collective or commingled trust fund which is
qualified under Sections 401(a) and 501(a) of the
Federal Internal Revenue Code (as said sections
may from time to time be amended or renum-
bered) and which is designated by the Perform-
ance Review Committee as constituting a part

of the Plan and this Trust. Interest, dividends
and other distributions received and gains real-
ized on securities and other property held in the
Fixed Income Fund shall be similarly invested
pursuant to such contract or trust arrangement.

(b) Sums received for investment in the Equity
Fund shall be invested in a diversified equity
portfolio or portfolios (i) wholly or partly by
direct investments made pursuant to the instruc-
tions of the Performance Review Committee or
the Investment Adviser designated from time to
time by the Performance Review Committee, or
(ii) wholly or partly through the medium of any
common, collective or commingled trust fund
maintained by a bank or other financial institu-
tion and which is qualified under Sections
401(a) and 501(a) of the Federal Internal Rev-
enue Code (as said sections may from time to
time be amended or renumbered) and which is
designated by the Performance Review Com-
mittee as constituting a part of the Plan and this
Trust, or (iii) wholly or partly through the
medium of a group deposit administration an-
nuity contract or other type of contract and
utilizing under any such contract general, com-
mingled separate or individual separate invest-
ment accounts, issued to the Trustee by an
insurance company or companies, and which is
in form and substance approved by the Per-
formance Review Committee and which is des-
ignated by the Performance Review Committee
as constituting a part of the Plan and this Trust,
or (iv) wholly or partly by the purchase of
shares of such mutual fund or funds as the
Performance Review Committee shall from time
to time designate.

Any of such contracts which are issued or
delivered to the Trustee shall be entered into,
held, dealt with and delivered by the Trustee
only as the Board may from time to time direct,
and any rights and powers granted to the Trus-
tee under any such contracts shall be exercised
by the Trustee only as directed by the Board.

5.2. The Trustee shall have the following pow-
ers and authority with respect to all property
constituting a part of the Trust Fund and with
respect to the administration of the Trust Fund,
including, without limitation, investments and
other actions taken by the Trustee pursuant to
the provisions of Section 5.1, which powers and
authority shall be exercised by the Trustee
either directly, or indirectly through the invest-
ment media described in Section 5.1, pursuant
to the written instructions of the Performance
Review Committee or the Investment Adviser:

(a) To invest and reinvest in any property, real,
personal or mixed, and wherever situate and
whether or not productive of income, including,
without limitation, capital, common and pre-
ferred stocks, personal, corporate and gov-
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ernmental or other obligations, secured or
unsecured and including any collective or part
interest therein; mortgages, leaseholds, fees and
other interest in realty; oil, gas or mineral prop-
erties, rights, royalties, payments or other in-
terests in such property; contracts, choses in
action, trust and participation certificates, or
other evidences of ownership, part ownership,
interest or part interest; all without being lim-
ited or restricted to investments of a character
authorized for fiduciaries under any present or
future laws of any jurisdiction or pursuant to
any rule of any court, and without regard to
the proportion any such property may bear to
the entire amount of the Trust Fund.

(b) To sell, exchange or transfer any such prop-
erty at public or private sale for cash or on
credit and grant options for the purchase or
exchange thereof.

(c) To participate in any plan of reorganization,
consolidation, merger, combination, liquidation
or other similar plan relating to any such prop-
erty, and to consent to or oppose any such plan
or any action thereunder, or any contract, lease,
mortgage, purchase, sale or other action by any
corporation or other entity.

(d) To deposit any such property with any pro-
tective, reorganization or similar committee; to
delegate discretionary power to any such com-
mittee; and to pay part of the expenses and
compensation of any such committee and any
assessments levied with respect to any property
so deposited.

(e) To exercise any conversion privilege or
subscription right available in connection with
any such property; to oppose or to consent to
the reorganization, consolidation, merger or
readjustment of the finances of any corporation,
company or association or to the sale, mort-
gage, pledge or lease of the property of any
corporation, company or association any of the
securities of which may at any time be held by
the Trust and to do any act with reference
thereto, including the exercise of options, the
making of agreements or subscriptions and the
payment of expenses, assessments or subscrip-
tions, which may be deemed necessary or ad-
visable in connection therewith, and to hold and
retain any securities or other property which it
may so acquire.

(f) To settle, compromise or submit to arbitra-
tion, any claims, debts or damages, due or owing
to or from the Trust, to commence or defend
suits or legal proceedings and to represent the
Trust in all suits or legal proceedings.

(g) To exercise, personally or by general or by
limited power of attorney, any right, including
the right to vote, appurtenant to any securities
or other such property.

(h) To borrow money from any lender in such
amounts and upon such terms and conditions
as shall be deemed advisable or proper to carry
out the purposes of the Plan and to pledge any
securities or other property for the repayment
of any such loan.

(i) To manage, administer, operate, lease for any
number of years, regardless of any restrictions
on leases made by fiduciaries, develop, im-
prove, repair, alter, demolish, mortgage, pledge,
grant options with respect to, or otherwise deal
with any real property or interest therein at any
time held in the Trust Fund, and to hold any
such real property in its own name or in the
name of a nominee, with or without the addi-
tion of words indicating that such property is
held in a fiduciary capacity, and to cause to be
formed a corporation, partnership, trust or other
entity to hold title to any such real property
with the aforesaid powers, all upon such terms
and conditions as may be deemed advisable.
To renew or extend or participate in the re-
newal or extension of any mortgage, upon such
terms as may be deemed advisable, and to agree
to a reduction in the rate of interest on any
mortgage or to any other modification or change
in the terms of any mortgage or of any guar-
antee pertaining thereto, in any manner and to
any extent that may be deemed advisable for
the protection of the Trust or the preservation
of any covenant or condition of any mortgage
or in the performance of any guarantee, or to
enforce any default in such manner and to such
extent as may be deemed advisable; to exercise
and enforce any and all rights of foreclosure, to
bid in property on foreclosure, to take a deed
in lieu of foreclosure with or without paying a
consideration therefor and in connection there-
with to release the obligation on the bond se-
cured by such mortgage, and to exercise and
enforce in any action, suit or proceeding at law
or in equity any rights or remedies in respect to
any such mortgage or guarantee.

0) To hold part or all of the Trust Fund unin-
vested, without liability for interest thereon.

(k) To employ suitable agents and counsel and
to pay their reasonable expenses and compen-
sation.

(1) To register any securities held by the Trustee
hereunder in its own name or in the name of a
nominee of the Trustee or any custodian of
such property, with or without the addition of
words indicating that such securities are held
in a fiduciary capacity and to hold any securi-
ties in bearer form.

(m) To make any agency, trust, custodial, ad-
ministrative or other arrangement (i) with any
insurance company or other financial institution
or other person, firm or entity for the perform-
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ance of any agency or administrative function,

(ii) with any bank or other financial institution

for the deposit or safekeeping of the assets of

the Trust Fund, which depository or custodial

arrangements may be made indirectly through

any agency referred to in (i), above, of this Sub-

paragraph (m), and (iii) with any Investment

Adviser for the investment and reinvestment of

the assets of the Trust Fund.

(n) To make, execute and deliver, as Trustee,

any and all deeds, leases, notes, bonds, guaran-

tees, mortgages, conveyances, contracts, waiv-

ers, releases or other instruments in writing

necessary or proper for the accomplishment of

any of the foregoing powers.

(o) To make suitable contracts with an insur-

ance company or companies authorized to do

business in the State of New York to under-

write, or otherwise provide or assure funds for,

the payment of all or any part of the benefits

provided under the Plan, such contracts to con-

tain such provisions as the Committee or the

Performance Review Committee may deter-

mine, in its discretion, to be necessary or desir-

able.

(p) To delegate powers, including without limi-

tation discretionary powers, with respect to any

of the foregoing to any officer of the Plan, In-

vestment Adviser or other agent or agents.

5.3. The Performance Review Committee or
the Investment Adviser shall give the Trustee
written instructions from time to time with re-
spect to the investment and reinvestment of the
Trust Fund by the Trustee pursuant to Sections
5.1 and 5.2, or with respect to any matter per-
taining to the Trust with respect to which the
Trustee requests instructions from the Perform-
ance Review Committee or the Investment Ad-
viser. In the absence of such written instruc-
tions from the Performance Review Committee
or the Investment Adviser the Trustee shall
have no duty or obligation to invest, reinvest,
sell, liquidate, or otherwise dispose of, or take
action with respect to, any assets in the Trust
Fund in any manner whatsoever. If the Trustee

informs the Performance Review Committee or
the Investment Adviser that there are payments
to be made from the Trust Fund for which no
cash assets are available, the Performance Re-
view Committee or the Investment Adviser

shall promptly give the Trustee written instruc-
tions specifying which investments of the Trust

Fund should be sold or otherwise converted into

cash in order to make such payments.

Section 6. Delegation of Collections and

Disbursements

6.1. The Trustee shall upon direction of the

Committee or the Performance Review Corn-

mittee designate as its agent or agents for the

collection of contributions under the Plan, and

for the payment of funds out of the Trust Fund

and for the handling of administrative matters

related thereto, the Office of the Plan or an

insurance company or other financial institution

or institutions as the Committee or the Perform-

ance Review Committee designates from time to

time; and subject to the provisions of Section

6.2, the Trustee shall from time to time upon the

direction of the Committee or the Performance

Review Committee make payments out of the

Trust Fund either directly or through any of

such agents to such persons, including the

Board, the Committee, or the Performance Re-

view Committee, or any member thereof, in such

manner, in such amounts and for such purposes

as may be specified by the Committee or the

Performance Review Committee.

6.2. In directing the Trustee to make payment

out of the Trust Fund under any provision of

this Trust Agreement the Committee and the

Performance Review Committee shall follow the

provisions of the Plan and shall not direct that

any payment be made, either during the exist-

ence or upon termination of the Plan, which

would cause any part of the Trust Fund (other

than such part as may be necessary to pay the

expenses referred to in Section 9 of this Trust

Agreement) to be used for or directed to pur-

poses other than for the exclusive benefit of

members or their beneficiaries under the Plan

pursuant to the provisions of the Plan. Notwith-

standing the foregoing the Trustee shall be fully

protected in acting upon any direction of the

Committee or the Performance Review Commit-

tee and shall be under no liability for any pay-

ment made by it pursuant to the direction of

the Committee or the Performance Review Com-

mittee and the Trustee shall have no duty to

determine the rights or benefits of any person

in the Trust Fund or under the Plan or to inquire

into the right or power of the Committee or the

Performance Review Committee to direct any

such payment.

Section 7. Protection of the Trustee

7.1. The Trustee shall not be liable for any loss

sustained by the Trust Fund by reason of the

purchase, retention, sale or exchange of any

investment or other action taken in respect of
the Trust Fund, in good faith and in accordance

with the directions of the Board, the Committee,
the Performance Review Committee or the In-
vestment Adviser, by the Trustee directly, or

indirectly through agents or agencies herein

authorized.

7.2. The Trustee shall be fully protected in

relying upon (i) a certification of any member of

the Board, the Committee or the Performance
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Review Committee, or officer of the Plan with
respect to any instruction, direction, designa-
tion, or approval of the Board, the Committee
or the Performance Review Committee, (ii) a
certification of any employer as to the member-
ship of the Board, the Committee or the Per-
formance Review Committee, as it then exists,
and (iii) the certification of any member of the
Board as to persons who are then officers of the
Plan; and in continuing to rely upon any such
certification until a subsequent certification is
filed with the Trustee by a member of the Board,
the Committee or the Performance Review Com-
mittee or an officer of the Plan or an employer,
as the case May be.

7.3. The Trustee shall be fully protected in
acting upon any instruction, certificate, or paper,
believed by it to be genuine and to be signed or
presented by the proper person or persons, and
the Trustee shall be under no duty to make any
investigation or inquiry as to any statement con-
tained in any writing but may accept the same
as conclusive evidence of the truth and accuracy
of the statements therein contained.

7.4. The Trustee shall not be liable for the
proper application of any part of the Trust Fund
if distributions are made in accordance with the
directions of the Committee or the Performance
Review Committee as herein provided, nor shall
the Trustee be responsible for the adequacy of
the Trust Fund to meet and discharge any and
all payments and liabilities under the Plan.

7.5. Neither the Trustee nor any member of
the Board, the Committee or the Performance
Review Committee shall be liable hereunder
except for its or his own fraud or willful mis-
conduct.

Section 8. Third Parties

8.1. A third party dealing with the Trustee
shall not be required to make inquiry as to the
authority of the Trustee to take any action, and
any such third party shall not be under any obli-
gation to follow the proper application by the
Trustee of any moneys, securities or other prop-
erty paid or delivered by the Trustee.

Section 9. Taxes, Expenses and Compensation

9.1. The Trustee shall from time to time upon
the direction of the Committee cause to be
charged against and paid out of the Fixed In-
come Fund or the Equity Fund taxes of any and
all kinds whatsoever which at any time are
levied or assessed upon or become payable in
respect of such Fund, the income or any prop-
erty forming a part thereof, or any security
transaction pertaining thereto.

9.2. Other expenses incurred by the Trustee in
the performance of its duties under this Trust
Agreement, including reasonable compensation
for its agents and for services rendered by third
parties in respect of the Plan and expenses in-
curred by the Trustee or the members of the
Board, the Committee and the Performance Re-
view Committee related to the administration of
the Plan, and all other proper charges and dis-
bursements of the Trustee including, without
limitation, counsel fees and all other fees and
expenses incurred by the Trustee in any pro-
ceeding, action or claim in respect of the Trust
Fund, shall be charged against and paid out of
the Fixed Income Fund and the Equity Fund at
such times and in such manner and proportions
as the Committee shall direct to the extent that
the same are not paid by the employers pursu-
ant to the Plan.

9.3. The Trustee shall serve without compen-
sation.

Section 10. Records and Accounting

10.1. The Committee shall cause to be estab-
lished and maintained in respect of each mem-
ber a Plan account to be designated as his "Fixed
Income Account," showing his interest in the
Fixed Income Fund, and a Plan account to be
designated as his "Equity Account," showing his
interest in the Equity Fund. The Trustee shall
have no duty to establish, maintain, audit or
keep records of such Plan accounts.

10.2. The Trustee shall render at such times
as the Committee or the Performance Review
Committee may request accounts of its transac-
tions to the Committee or the Performance Re-
view Committee and the Committee or the Per-
formance Review Committee may approve such
accounts by an instrument in writing delivered
to the Trustee. In the absence of the filing in
writing with the Trustee by the Committee or
the Performance Review Committee of excep-
tions or objections to any such account within
60 days, the Committee or the Performance
Review Committee as the case may be shall be
deemed to have approved such account; and in
such case, or upon the written approval of the
Committee or the Performance Review Commit-
tee of any such account, the Trustee shall be
released, relieved and discharged with respect
to all matters and things set forth in such ac-
count as though such account had been settled
by the decree of a court of competent jurisdic-
tion.

10.3. To protect the Trust Fund from the ex-
penses which might otherwise be incurred, it is
imposed as a condition for securing any interest
in the Trust Fund that no person may institute
or maintain any action or proceeding against

16 Thrift Plan

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



a/

the Trustee or the Trust, in the absence of writ-
ten authority from the Committee, or a judgment
of a court of competent jurisdiction that in
refusing such authority the Committee has acted
fraudulently or in bad faith. In any action or
proceeding affecting the Trust the only neces-
sary parties shall be the Board and the Trustee,
and no other person shall be entitled to any
notice or service of process. Any judgment en-
tered in such an action or proceeding shall be
binding and conclusive on all persons claiming
to have any interest in the Trust.

Section 11. Removal or Resignation of Trustee
and Designation of Successor Trustee

11.1. The Board may remove the Trustee at
any time with or without cause, upon at least
60 days' prior written notice to the Trustee, and
such removal shall be effected by delivering to
the Trustee a written notice of its removal exe-
cuted by the Board.

11.2. The Trustee may resign at any time upon
at least 60 days' prior written notice to the
Board.

11.3. In the event of such removal or resigna-
tion the Trustee shall file with the Board a final
accounting of its acts and transactions for the
period since the last previous accounting, listing
the investments of the Trust and any uninvested
cash balance thereof, and setting forth all trans-
actions respecting the Trust not included in any
previous accounting; and any such accounting,
when approved by the Board, will be binding
and conclusive on all persons, and the Trustee
will thereby be released and discharged from
any liability or accountability to anyone with
respect to all matters set forth therein; and
omission by the Board to object in writing to
any specific items in such accounting within 90
days after its delivery will constitute approval
of the account by the Board.

11.4. In the event of such removal or resigna-
tion of the Trustee, the Board shall promptly
designate a successor trustee qualified to act
hereunder. Each successor trustee, during such
period as it shall act as such, shall have the
powers and duties herein conferred upon the
Trustee, and the word "Trustee" wherever used
herein, except where the context otherwise re-
quires, shall be deemed to include any successor
trustee. Upon designation of a successor trustee,
the Trustee shall assign, transfer, deliver and
pay over to such successor trustee all property
then held by the Trustee under this Trust Agree-
ment.

11.5. In the event of such removal or resigna-
tion of the Trustee, the Trustee shall deliver to
the successor trustee all records which shall be

required by the successor trustee to enable it to
carry out the provisions of this Trust Agree-
ment.

Section 12. Enforcement of Trust Agreement

12.1. The Committee shall have the right to
enforce any provision of the Trust Agreement
on behalf of itself and on behalf of any member,
former member or beneficiary or legal repre-
sentative thereof, having or claiming to have,
any interest in the Trust Fund.

Section 13. Termination

13.1. The Trust shall continue for such time as
may be necessary to accomplish the purpose for
which it was created, provided, nevertheless,
that upon at least 60 days' prior written notice
to the Trustee, the Trust may be terminated by
the Board (with the approval of the Board of
Governors of the Federal Reserve System) at
any time. Upon receipt by the Trustee of such
notice of termination of the Trust, or notice
of termination of the Plan by the Board, the
Trustee shall, with reasonable promptness after
receipt of any such notice, arrange for the
orderly liquidation of the Trust Fund and the
disbursement and distribution of the remaining
assets in conformity with the provisions of the
Plan. The powers of the Trustee shall continue
so long as any assets remain in the Trust Fund,
and the Trust shall terminate when such dis-
bursement and distribution have been com-
pleted, and the Trustee shall thereby be relieved
of all further obligations under this Trust Agree-
ment.

Section 14. Amendments

14.1. The Board may, with the approval of the
Board of Governors of the Federal Reserve Sys-
tem, amend, suspend or modify this Trust at
any time in whole or in part and for any reason
and without the consent of the Trustee, any
employer, member or beneficiary, upon written
notice to the Trustee, and each employer by its
adoption of the Plan shall be deemed to have
delegated this authority to the Board; provided,
however, that no such amendment or modifica-
tion which affects the rights or duties of the
Trustee may be made without the Trustee's
consent. The Board and the Trustee shall exe-
cute such supplements to, or amendments of,
this Trust Agreement as shall be necessary to
give effect to any such amendment or modifica-
tion.

14.2. Subject to the provisions of Section 14.1,
any amendment, suspension or modification of
any provisions of this Trust Agreement may be

17

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



made retroactively, if necessary or appropriate,
to qualify or maintain the Plan and the Trust as
a plan and trust meeting the requirements of
Sections 401(a) and 501(a), respectively, of the
Federal Internal Revenue Code as now in effect
or hereafter amended, or any other applicable
provisions of the federal tax laws, as now in
effect or hereafter amended or adopted, and the
regulations issued thereunder.

Section 15. Non-alienation

15.1. Except insofar as applicable law may
otherwise require, no amount payable to any
member, former member or beneficiary at any
time under the Plan and the Trust shall be sub-
ject in any manner to alienation by anticipation,
sale, transfer, assignment, bankruptcy, pledge,
attachment, charge or encumbrance of any kind,
and any attempt to alienate, sell, transfer, assign,
pledge, attach, charge or otherwise encumber
any such amount, whether presently or there-
after payable, shall be void, and the Trust Fund
shall in no manner be liable for or subject to the
debts or liabilities of any person entitled to any
amount payable under the Plan and Trust; and
if any person shall attempt to, or shall, alienate,
sell, transfer, assign, pledge, attach, charge or
otherwise encumber any amount payable under
the Plan and Trust, or any part thereof, or if by
reason of his bankruptcy or other event happen-
ing at any such time such amount would not be
enjoyed by him, then the Committee, in its sole
discretion, may terminate his interest in any
such amount and shall hold or apply it to or for
the benefit of such person, his spouse, children
or other dependents, or any of them in such
manner as the Committee may deem proper.

Section 16. Insurance Contracts

16.1. Any insurance company or other issuer
of a contract held by the Trustee may deal solely
with the Trustee in accordance with the terms
and conditions of such contract and shall be
fully protected in accepting and acting upon any
instrument executed by the Trustee, and such
issuing company shall not be required to look
into the terms of the Plan or the Trust, nor be
responsible for determining that any action of
the Trustee is authorized by the terms of the
Plan or the Trust or is directed or approved by
the Board, the Committee or the Performance
Review Committee. No such issuing company
shall have any obligation to determine that any
person with respect to whom application is
made hereunder for any annuity or other con-
tract is in fact an employee of an employer
eligible for any benefits under the Plan, nor shall
any such issuing company have any obligation
to investigate any fact, the determination of
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which is required by the Plan or the Trust. In
no event shall any issuing company be responsi-
ble for the lack or failure of proper authority in
the establishment of the Plan or the Trust, or
for any acts of any persons in the establish-
ment, maintenance or administration of the Plan
or Trust, nor for the proper application or dis-
position of any money paid or to be paid by
such issuing company under any such contract.
The liability of any issuing company as stated
in each contract it may issue shall be its sole
liability.

Section 17. Communications

17.1. All communications to the Board from
the Trustee shall be in writing and shall be duly
given if mailed by U.S. first class mail, postage
prepaid, and addressed to the Board in care of
the Office of the Plan, 33 Liberty Street, New
York, New York, Attention: The Executive
Secretary; provided, however, that upon the
Board's written request, such communications
shall be sent to such other address as the Board
may specify.

17.2. All communications to the Trustee from
the Board, the Committee or the Performance
Review Committee shall be in writing and shall
be duly given if delivered in person to the Sec-
retary of the Trustee or if mailed by U.S. first
class mail, postage prepaid, and addressed to it
at 33 Liberty Street, New York, New York,
Attention: The Secretary; provided, however,
that upon the Trustee's written request, such
communication shall be delivered to such other
person or sent to such other address as the
Trustee may specify.

17.3. No communication shall be binding on
the Trustee until it is received by the Trustee,
and no communication shall be binding on the
Board, the Committee or the Performance Re-
view Committee until it is received by the
Board, the Committee or the Performance Re-
view Committee.

Section 18. Miscellaneous Provisions

18.1. This Trust Agreement shall be binding
upon and inure to the benefit of the Board and
the Trustee and their respective successors and
assigns.

18.2. The Trustee assumes no obligation or
responsibility with respect to any action re-
quired by this Trust Agreement or the Plan on
the part of the Board, the Committee or the
Performance Review Committee.

18.3. This Trust Agreement and the Trust es-
tablished hereunder shall be construed, regu-
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lated and administered under the laws of the
State of New York, and the Trustee shall be
liable to account only in the courts of that state.
All contributions to the Trust shall be deemed
to take place in the State of New York. The
Trustee may at any time initiate an action or
proceedings for the settlement of its accounts
or for the determination of any question of con-
struction which may arise or for instructions
and the only necessary party defendant to such
action shall be the Board, except that the
Trustee may, if it so elects, bring in as parties
defendant any other person or persons.

18.4. This Trust Agreement may be executed

in any number of counterparts, each one of

which shall be deemed to be the original al-
though the others shall not be produced.

IN WITNESS WHEREOF, this instrument has been
executed as of the day and year first above
written.

Administrative Committee of the Thrift Plan for
Employees of the Federal Reserve System,
Consisting of Karl R. Bopp, Darryl R. Francis,
Hugh D. Galusha, Jr., Alfred Hayes and Sher-
man J. Maisel

By (Signed) Hugh D. Galusha, Jr.
Chairman

Federal Reserve Bank of New York

By (Signed) William F. Treiber
First Vice President

Exhibit A

Thrift Plan for Employees of the
Federal Reserve System, as amended

(The text of the Thrift Plan, as amended, is set
forth beginning on page 1 of this booklet.)

By-Laws

Section 1. Administrative Board

1.1. Membership. The Administrative Board
of the Thrift Plan for Employees of the Federal
Reserve System shall consist at all times of the
26 persons who are then serving as the members
of the Administrative Board of the Retirement
Plan for Employees of the Federal Reserve
System.

1.2. Meetings. An annual meeting shall be
held by the Board during each calendar year at
such time and place as the Chairman of the
Board may designate. The Chairman may call
special meetings at any time and shall do so
upon the written request of any seven members
of the Board, or of any three Federal Reserve
Banks, or of the Board of Governors of the Fed-
eral Reserve System. Notice of all meetings of
the Board shall be given to the members of the
Board by mail or telegraph at least 10 days be-
fore the date of such meeting. Notice of any
meeting need not be given to any member of the
Board if waived by him in writing or by tele-
gram, whether before or after the holding of the
meeting.

1.3. Quorum. A majority of the members of
the Board shall constitute a quorum for the
transaction of business, but less than a quorum
may adjourn from time to time until a quorum
is in attendance.

1.4. Actions of the Board. Except as provided
in Section 5.1, the action of a majority of the
members of the Board present at a duly consti-
tuted meeting shall constitute the action of the
Board. Any action of the Board that may be
taken at a special meeting may at the direction
of the Chairman be taken without a meeting
upon the affirmative vote of at least two-thirds
of the members by mail, telegraph or telephone,
provided that all the members are informed by
mail or telegraph of their right to vote on the
proposal. All action taken by such vote by mail,
telegraph, or telephone shall be reported at the
next succeeding meeting of the Board.

1.5. Administration. The Board shall formu-
late general administrative policies and proce-
dures for the Plan to be implemented by the
Executive Committee referred to in Section 2.1.

Section 2. Committees

2.1. Executive Committee. The Executive
Committee of the Plan shall consist of seven
persons and shall be constituted as follows: the
Chairman and Vice Chairman of the Board, to
serve, respectively, as Chairman and Vice
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Chairman of the Executive Committee, the mem-
ber of the Administrative Board appointed by
the Board of Governors of the Federal Reserve
System, and four other members to be appointed
annually by the Board (at least two of whom
shall be appointed from its membership). Such
Executive Committee shall supervise, generally,
the operations of the Plan, and between meet-
ings of the Board shall possess and may exer-
cise all the powers of the Board in the man-
agement and direction of the affairs of the Plan,
except (i) the power to amend the Plan or the
Trust or contracts constituting a part thereof, or
these by-laws, and (ii) such other powers as
may be specifically reserved to the Board by
these by-laws or its resolutions. The Executive
Committee shall cause to be maintained proper
accounts and accounting procedures in respect
of the Plan and shall submit to each employer
for the information of its participants in the
Plan Annual Reports on the operations of the
Plan, which reports shall include audited finan-
cial statements. The Executive Committee shall
maintain and staff the Office of the Plan. The
Executive Committee shall arrange for such
legal, actuarial, accounting, investment advis-
ory, administrative and other services as it
deems appropriate to carry out the provisions
of the Plan. All actions taken by the Executive
Committee shall be reported to the Board as
soon as convenient.

2.2. Performance Review Committee. The
Performance Review Committee of the Plan
shall consist of five persons and shall be
constituted as follows: four members to be ap-
pointed annually by the Presidents of the Fed-
eral Reserve Banks (at least two of whom shall
be appointed from their number) and one mem-
ber to be appointed by the Board of Governors
of the Federal Reserve System from its mem-
bership, all to serve at the pleasure of those
appointing them. The Performance Review
Committee shall instruct the Trustee under the
Plan with respect to the investment and rein-
vestment of the funds received by the Trust. All
actions taken by the Performance Review Com-
mittee shall be reported to the Board as soon
as convenient.

2.3. Other Committees. The Board may elect
such other committees (whose members need
not be members of the Board) as the Board
deems appropriate, and each such Committee
shall serve for such duration and shall have
such powers and duties as the Board shall
designate consistent with these by-laws. ,

2.4. Vacancies. A vacancy in a committee
shall be filled promptly for the balance of the
unexpired term in the manner provided above
in this Section 2 with respect to appointments
to such committee.

2.5. Procedures. Except as otherwise specif-
ically provided in these by-laws, each commit-
tee shall elect or designate its own chairman,
establish its own procedures and the time and
place for its meetings, and provide for the keep-
ing of minutes of all meetings, copies of which
shall be delivered to the Executive Secretary. A
majority of the members of a committee shall
constitute a quorum for the transaction of busi-
ness, and the action of a majority of the mem-
bers present at a duly constituted meeting shall
constitute the action of the committee. Any
action of a committee that may be taken at a
meeting may at the direction of its chairman be
taken without a meeting upon the affirmative
vote of at least two-thirds of its members by
mail, telegraph or telephone, provided that all
the members of the committee are informed by
mail or telegraph of their right to vote on the
proposal.

Section 3. Officers

3.1. Appointment. The Chairman of the Board
shall be appointed annually by the Board from
the membership of the Board. The Vice Chair-
man of the Board shall be appointed annually
by the Board from the elected membership of
the Board. The Board shall appoint annually an
Executive Secretary, a Treasurer, and such other
officers of the Plan (who need not be members
of the Board) as the Board deems desirable. All
officers appointed by the Board shall serve at
its pleasure.

3.2. Vacancies. A vacancy among the officers
shall be filled in the manner provided in Sec-
tion 3.1, with respect to appointments of such
officers, except that until so filled, the vacancy
may be filled by the Executive Committee.

3.3. Chairman of the Board. The Chairman
shall preside at all meetings of the Board that
he attends, and shall perform such other duties
as the Board may require.

3.4. Vice Chairman of the Board. The Vice
Chairman shall perform such duties as may be
assigned to him by the Chairman, and in the
absence of the Chairman or his inability to
serve, shall assume the duties and powers of
the Chairman.

3.5. Executive Secretary. The Executive Sec-
retary shall be the chief administrative officer
of the Plan. He shall carry out the policies set
by the Board and its committees. The salary of
the Executive Secretary shall be fixed by the
Executive Committee.

3.6. Treasurer. The Treasurer shall cause to
be kept full and accurate accounts of receipts
and disbursements of the Plan, and shall cause
to be deposited all funds of the Plan to the name

1
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and credit of the Plan, in such depositories as
may be designated by the Board or the Per-
formance Review Committee. The Treasurer
shall cause to be disbursed the moneys and
funds of the Plan when so authorized by the
Board or the Performance Review Committee,
and shall generally perform all the duties inci-
dent to the office of Treasurer and such other
duties as may be assigned to him from time to
time by the Board or the Performance Review
Committee.

Section 4. Signing Authority

4.1. Checks. All checks or demands for
money of the Plan shall be signed by such offi-
cer or officers or such other person or persons
as the Executive Committee may from time to
time designate in writing.

Section 5. Amendments

5.1. These by-laws may be amended at any
meeting of the Board by the affirmative vote of
at least a majority of the members of the Board,
or by the affirmative vote of at least two-thirds
of such members taken by mail, telegraph or
telephone in accordance with the provisions of
Section 1.4; except that any amendment chang-
ing the number of members of the Board or of
any committee or affecting the composition of
the Board or of any committee shall be subject
to the approval of the Board of Governors of
the Federal Reserve System.
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Long Term Disability
Income Plan
for Employees of the
Federal Reserve
System

Amendments effective January 1, 1977

Effective January 1, 1977 the following sections of
the Long Term Disability Income Plan for Employees
of the Federal Reserve System are hereby amended to
read as follows:

Section 2. Definitions
• * *

2.3. "Employee" means any person who is in the
regular employment of an employer, but this term
shall not include a part-time employee. Part-time
employee means any employee whose customary
employment as determined by his employer is less
than 780 hours per year.
* * *

2.10. "Salary" means 1/12 of the regular basic wages
that would have been paid to the member during the
12-month period beginning on the date of the
member's total disability, or, if the member becomes
totally disabled while on medical leave or on an
authorized leave of absence pursuant to Section 3.4,
on the date on which the member left his employer
for any such leave, the amount of such hypothetical
payments being determined under the employment
arrangement in effect on such applicable date with-
out regard to any salary increase that might have
become effective thereafter; provided, however, that
if the employer determines that because of the nature
of the employment arrangement the amount of regu-
lar basic wages that would have been paid to the
member during such period is not predictable with
reasonable certainty, "salary" shall mean the
monthly average of the regular basic wages paid to
the member during the 12-month period (or part
thereof during which he was a member) ending with
such applicable date. Salary shall include shift dif-
ferential regularly paid to a member, as determined
by his employer, for working an odd hour shift, but it
shall not include any other special payments such as,
but not limited to, overtime, deferred compensation
and contributions by an employer under this or any
other benefit plan.

* * *
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Retirement Plan
for Employees
of the
Federal Reserve
System
As amended effective January 1, 1970

Section 1. Purpose

1.1. The purpose of this Retirement Plan is to provide a
pension upon retirement to eligible employees of the
Federal Reserve System and to encourage employees to
make and continue careers with the Federal Reserve
System.

Section 2. Definitions

For the purpose of this Plan the following words and
phrases shall have the following meanings:

2.1. "Plan" means this Retirement Plan for Employees of
the Federal Reserve System, as the same may be amended
from time to time.

2.2. "Employing Bank" means any Federal Reserve Bank,
the Board of Governors of the Federal Reserve System and
the Office of the Plan.

2.3. "Date of establishment" means March 1, 1934.

2.4. "Employee" means any person who is in the regular
employment of an Employing Bank but this term shall not
include a part-time employee. Part-time employee means
any employee whose customary employment is less than
15 hours per week or less than six months per year.

2.5. "Member" means any person enrolled in the mem-
bership of the Plan as provided in Section 3.

2.6. "Retired member" means a former member who has
been retired under the provisions of the Plan.

2.7. 'Board" means the Board of Trustees provided for
in Section 15.

2.8. "Committee" means the Retirement Committee
appointed by the Board, as provided in Section 15.

2.9. "Service" means the most recent period of an em-
ployee's continuous employment as an employee of an
Employing Bank subsequent to the date of establishment
of the Plan. Service shall also include periods of vacation,
authorized leaves of absence, and periods while a member
is in military or public service, as provided in Section 13.

Proofs

2.10. "Prior service" means, in the case of a member who
was enrolled in the Plan as of the date of establishment,
service rendered subsequent to the attainment of age 21
and prior to the date of establishment.

2.11. "Membership service" means service prior to the
member's normal retirement date and subsequent to the
date as of which he was enrolled in the membership of the
Plan pursuant to Section 3.

2.12. "Creditable service" means the sum of membership
service and prior service. Creditable service shall include
periods while a member is on a non-military authorized
leave of absence, provided the Employing Bank shall
continue its contributions in respect of such member as
provided in Section 14, unless such leave of absence shall
exceed 12 consecutive months. By special arrangement
made in advance and the payment of any additional costs
thereof by the Employing Bank, the Committee in its
discretion may extend the period over which any such
leave of absence may be prolonged in any case. Creditable
service shall also include periods while a member is
disabled as provided in Section 12, and may include periods
while a member is in military or public service as provided
in Section 13. In the case of a member who had participated
in the Board of Governors Plan and who upon termination
of such participation continued as a member of this Plan,
creditable service shall also include all creditable service
of record in respect of which contributions had been
made to the Trust by the Board of Governors of the Federal
Reserve System. Periods of creditable service rendered by
a member after the date of establishment, and prior to the
date he last became a member, which he had lost because
of teTmination of service or otherwise, shall be counted as
creditable service to the extent that his service (measured
in complete months) since he last became a member, equals
the portion of any such forfeited creditable service.
Notwithstanding the provisions of the foregoing sentence,
if a member with five or more years of creditable service
terminated his employment on or after January 1, 1970
with an Employing Bank and thereafter returned to
employment with an Employing Bank before the expiration
of 24 full calendar months immediately following such
termination, then such member's creditable service shall
also include all periods of his creditable service of record
at the time of such termination of employment.
2.13. "Pension" means the annual payments for life
provided under the Plan.
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2.14. "Salary" means the regular basic wages for employ-
ment with an Employing Bank. This term shall not include
any special payments such as, but not limited to, overtime,
deferred compensation and contributions by an Employing
Bank under this or any other benefit plan.

2.15. "Final average salary" means the member's average
annual salary for the five consecutive years of creditable
service rendered prior to his normal retirement date during
which his salary was the highest.

2.16. "Beneficiary" means the person or persons
designated as such by a member or retired member to
receive the amount, if any, payable under the Plan upon
the death of such member or retired member, and any
such designation and change of such designation made and
filed in accordance with the practice established by the
Committee shall be valid and binding upon all persons. If
no such beneficiary designation is in effect at the time of
death, such amount shall be payable to the estate of such
member or retired member.

2.17. "Social Security Act" means the Federal Social
Security Act as now in effect or as hereafter amended.

2.18. "Federal Old Age Insurance Benefits" means old
age insurance benefits payable to a member under the
Social Security Act in effect at his normal retirement date
or the date of his retirement, if earlier, even though the
member does not qualify for, or loses, such benefits
through failure to make application therefor, entering into
covered employment or otherwise. For the purpose of de-
termining an early retirement pension the primary Federal
Old Age Insurance Benefits shall be computed as though
the member would not receive any income after retirement
which would be considered wages for purposes of the
Social Security Act.

2.19. "Board of Governors Plan" means the plan provided
for in Section 17.

2.20. "Equivalent actuarial value" or "actuarial equiva-
lent" means a benefit of equivalent value when computed
on the basis of the actuarial tables and interest rate or rates
last adopted for this purpose under the provisions of
Section 15.8.

2.21. "Retirement date" means a member's normal
retirement date as provided in Section 4, unless another
retirement date has been elected in lieu thereof pursuant to
that section, and in that case the term "retirement date"
means the retirement date elected.

2.22. "Trust" means the trust established in respect of the
Plan by the Agreement and Declaration of Trust made as
of March 14, 1934, as amended.

2.23. "Thrift Plan" means the Thrift Plan for Employees
of the Federal Reserve System established on January 1,
1970.

2.24. Wherever used in the Plan the masculine gender
includes the feminine.
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Section 3. Membership

3.1. Except as otherwise provided in Section 3.2, each
employee of an Employing Bank shall be a member of the
Plan as a condition of his employment.

3.2. An employee shall not be eligible for membership if
he is in the class of temporary or special employees for
which his Employing Bank has requested, and the
Committee has granted, exclusion.

3.3. Except as otherwise provided in Sections 12 and 13,
membership shall cease on the retirement date, death or
termination of service of a member.

3.4. No employee shall be a contributing member of the
Civil Service Retirement and Disability Fund and a
member of the Plan at the same time.

Section 4. Retirement Date

4.1. The normal retirement date of a member shall be the
first day of the month coincident with or next following
his 65th birthday.

4.2. A member may remain in service after his normal
retirement date, for a period of not in excess of five
years, only at the specific request of his Employing Bank
from year to year. Notwithstanding the extension of any
member's service by such a request, the member may be
retired upon written application to the Committee, made
by the member or his Employing Bank specifying a retire-
ment date which is the first day of a month and which
is not less than 30 nor more than 90 days following the date
of the filing of the application.

4.3. Any member who has completed 10 years of credit-
able service may be retired on an early retirement date
upon making written application to the Committee
specifying an early retirement date which is the first day
of a month and not less than 30 nor more than 90 days
following the date of the filing of the application, provided,
however, that his pension payments shall not begin before
his attainment of age 50.

Section 5. Normal Retirement Pension

5.1. A member who retires from service on his normal
retirement date shall be entitled to receive a normal
retirement pension in an amount equal to:

(a) 1.8 percent of his final average salary for each year of
creditable service rendered prior to his normal retirement
date, less 50 percent of his primary Federal Old Age
Insurance Benefits, such reduction to be prorated if such
member has less than 30 years of creditable service; plus
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(b) 1 percent of his average annual salary (not in excess of
$15,000 annually) during the 20 consecutive years of
creditable service rendered prior to his normal retirement
date during which salary was highest, for each year of
prior service.

5.2. If a member continues in service after his normal
retirement date as provided in Section 4.2, he will be
entitled to receive beginning on his later retirement date
the pension provided under Section 5.1.

Section 6. Early Retirement l'ension

6.1. A member who retires from service after attainment
of age 50, as provided in Section 4.3, shall be entitled to
receive an immediate pension in an amount equal to the
pension which would be payable under Section 5.1 on the
basis of his service to such early retirement date if the
member were age 65 at the time of retirement, multiplied
by the applicable factor set forth below opposite his age on
the first day of the month in which his pension payments
begin (the "determination date"):

I. Age at
determina-
tion date

II. Applicable factor if
the member's age in
years, plus his years
of creditable service,
equal at least 80

III. Applicable factor if
the member's years of
creditable service
equal 10

50 .50 .40
51 .54 .43
52 .58 .46
53 .62 .49
54 .66 .52
55 .70 .55
56 .74 .59
57 .78 .63
58 .82 .67
59 .86 .71
60 .90 .75
61 .92 .80
62 .94 .85
63 .96 .90
64 .98 .95
65 1.00 1.00

If at the time of such retirement the member has creditable
service in excess of 10 years, and the sum of his age and
years of creditable service equal less than 80, the
applicable factor shall be determined by interpolating
between the factors given in Columns II and III above for
his age at such determination date, on the basis of the
sum of the member's age and years of creditable service.

6.2. If a member retires from service on an early retire-
ment date, and the payment of his pension is deferred until
a later date his pension shall be determined in the manner
prescribed in Section 6.1, except that the applicable factor
provided for in such section shall be determined
for purposes of Column I the member's age on such early
retirement date had been equal to his age at •S•-
•n date of his pension payments, and (ii) for purposes of

Column II the sum of his age and years of creditable
service on such determination date had been equal to the
sum of his age and creditable service at such early
retirement date, provided that the applicable factor so
determined shall in no event be less than the factor set
forth in Column III opposite his age at the determination
date of his pension payments.

6.3. If a member who is retired prior to his normal retire-
ment date returns to employment with an Employing Bank
I. fore he attains his normal retirement date, he shall again
S ecome a member of the Plan and his pension shall be
terminated. On his subsequent retirement he shall be
entitled to a pension based on his total creditable service,
provided that any member who is so reemployed and
subsequently retires under the Plan within three years
after such reemployment shall be entitled to the pension
portion of his original retirement allowance, plus an
additional pension based on his creditable service after
his return to employment.

Section 7. Maximum Amount of Pension

7.1. The pension payable under Section 5.1 (a) to a
member who retires on or after January 1, 1970, shall not
in any event exceed (before optional modification,
conversion or early retirement reduction) the amount
which, together with 50 percent of the member's primary
Federal Old Age Insurance Benefits (prorated if such
member has less than 30 years of creditable service),
would equal 80 percent of such member's final average
salary.

Section 8. Termination of Service

member's service is terminated other than by
retirement under the Plan or death, no benefit shall be
payable under the Plan in respect of his service or mem-
bership preceding such termination, except as provided in
Section

Section 9. Methocl of Payment

9.1. The pension to which a member is entitled under the
Plan shall be payable to him from the Trust in monthly
installments of approximately equal amounts beginning on:
(a) The last day of the month in which the member's
normal or early retirement date occurs: or
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(b) In the case of a member who retired on an early
retirement date and whose pension is deferred—the last
day of any month specified by the member which is
subeenuent to his early retirement date but not prior to
age 50 nor later than ane 65: or

(c) In the case of a member who has continued in service
beyond his normal retirement date—the last day of the
month in which the earlier of his termination of service or
attainment of age 70 occurs.

Such installments shall continue during the life of the
retired member and the last installment shall be due on the
last day of the month coincident with or preceding the
date of his death, except that if optional modification under
Section 9.4 has become effective, the provisions thereof
shall apply.

9.2. Notwithstanding the preceding Section 9.1, any
pension amounting to less than $10 per month may be paid
in a lump sum of equivalent actuarial value.

9.3. Written request for the commencement of a deferred
pension must be made to the Committee by a retired
member eligible therefor not earlier than 60 days prior to
the date on which his pension is to begin and not later
than his 67th birthday, or if a member continues in the
service of an Employing Bank, not later than the first day
of the month coincident with or next following the date
when his service is terminated. If a retired member fails to
make such a request during such period, his eligibility
for a deferred pension or any other benefit under the Plan
shall terminate. The Committee in its discretion may
accept as timely a request which is not filed within such
period if extenuating circumstances prevented such filing.

9.4. A member may elect, subject to the provisions of
Section 9.5, to convert his regular pension to a pension of
equivalent actuarial value under one of the following
options:

(a) Survivorship options: A reduced pension to be paid to
the retired member for his life and, after his death, to be
continued in full or in part to his beneficiary for life.

(b) Other options: An immediate or deferred pension
payable during his life with some other benefit payable
after his death, provided the total value of the pension
during his life and the succeeding benefit shall be computed
to be of equivalent actuarial value to the pension or other
benefit which he would have received without optional
modification and provided the benefit be approved by
the Committee.

If a person entitled to receive payments under this
Section 9.4. is a beneficiary other than the spouse of the
member, the actuarial value of the benefits allocated to
such beneficiary shall not exceed one-half of the actuarial
value of the regular pension which the member would
otherwise have received without optional modification on
the date of the member's retirement.

No election under this Section 9.4 may be made which
would result in payments to any person of less than $10
per month.
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9.5. Any election or revocation with respect to either of
the above options must be made by written request of
the member on such form as may be required by the
Committee and must be filed with the Committee by the
member prior to the date that the first payment of the
member's pension becomes payable pursuant to the
provisions of Section 9.1; provided that such election
shall not be operative if either the member or his
beneficiary is not living on the later of (i) the member's
retirement date, or (ii) the 30th day after the Committee's
receipt of such election.

9.6. Notwithstanding the provisions of Sections 8.1 and
9.5, a member who remains in service after his normal
retirement date as provided in Section 4.2 may elect, on
such form as may be required by the Committee, that the
optional form of benefit which he has elected under the
foregoing provisions of this Section 9 shall become pay-
able to his beneficiary in the event of the member's death
after his normal retirement date but prior to his deferred
retirement date, and in such event the pension payable to
the member upon his retirement and the income payable
to his beneficiary upon the member's death before or
after retirement shall be in the same amount that would
have been payable under the option elected under this
Section 9, if the member had retired when the election of
the option became effective pursuant to this Section 9.6.

Section 10. Periodic Review of Benefits

10.1. At least once in each three-year period, the Com-
mittee shall review the benefits provided by the Plan,
including allowances being paid to retired members, and
shall report the results of its study and any proposals for
amending or revising the Plan to the Board.

Section 11. Supplemental Pension for Eligible
Retired Members

11.1. Each retired member who retired before January 1,
1970 shall be entitled to receive in addition to the retire-
ment allowance and any supplemental pension payable to
him under the Rules and Regulations of the Retirement
System of the Federal Reserve Banks, as amended through
June 1968, an additional monthly supplemental pension,
beginning on the later of (i) January 1, 1970 or (ii) the date
his retirement allowance begins, in an amount equal to
7 percent of his monthly retirement allowance and any
supplemental pension payable to him under said Rules and
Regulations as amended through June 1968.
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11.2. A supplemental benefit shall be payable to the
beneary or estate of any member who retired or died
before January 1, 1970 on whose account an allowance or
other benefit is payable under said Rules and Regulations,
as amended through June 1968, equal to 7 percent of
such allowance or other benefit payable on or after
January 1, 1970.

11.3. The minimum supplemental pension payable to
any such retired member or his beneary shall be
$1.00 a month.

Section 12. Death and Disability

Upon the death of a member (i) who is in active
service and who has not elected the optional form of
I. nefit provided under Section '.5r (ii) who is disabled
and receiving payment under an Employing Bank's
long-term disability insurance program, the Committee shall
direct payment to his beneary of one lump cash sum
(not in excess of $50,000) equal in amount to the annual
rate of the salary of the member at the time of his death
raised, if not a round thousand, to the next higher
thousand dollars.

member may elect, if the Committee consents
thereto, that the death benefit, if any, payable to his
S.. ficiary under the provisions of Section 12.1 be paid in
approximately equal amounts in monthly installments
over any period not exceeding 10 years, such installment
payments to include interest at the rate adopted for this
purpose in accordance with the provisions of Section

12.3. A beneficiary entitled to receive a lump cash sum
as provided in Section 12.1 may elect one of the following
optional methods of payment if the Committee consents
thereto:

(a) The payment of such lump sum in approximately equal
amounts in monthly installments over any period not
exceeding 10 years, such installment payments to include
interest at the rate adopted for this purpose in accordance
with the provisions of Section 15.8; or

(b) The purchase with such lump cash sum and delivery
to such beneficiary by the Committee of a single premium
immediate or deferred annuity on the life of the beneficiary
under a contract issued by such insurance company and
containing such provisions as the Committee shall
designate, which contract shall (i) provide for monthly
payments to the beneary commencing not later than the
end of the calendar year next following the date of death
of the member, and (ii) contain, if the Committee so
S.. rmines, provisions which prevent the cash surrender
thereof and which make the payments due thereunder
nI n-assignable.

The election of one of the foregoing optional methods of
I. yment must be made pursuant to the beneficiary's
written direction to the Committee filed by the beneficiary
with the Committee prior to the 60th day after the date
of death of the member and prior to the beneficiary's
receipt of any payment under Section 12.1. Such an
electiS n may not be revoked without the consent of the
Committee.

12.4. In any If where the benefit payable upon the
death of a member under the provisions of this Section 12
is to be paid or is being paid in installments to a beneficiary
designated by the member and such member has not
designated any efective method of payment of such
installments thereof on the death of such beneficiary, such
beneficiary shall have the right to designate by writing
filed with the Committee a person or persons to receive
the balance of such installments otherwise payable to the
estate of such beneficiary upon or after such beneficiary's
death. In the absence of such designation by the bene-
ficiary designated by the member, such balance shall be
payable to the estate of such beneficiary.

12.5. A member who is disabled and receiving payments
under an Employing Bank's long-term disability insurance
program shall continue to accrue creditable service under
the Plan until he attains his normal retirement date or
elects an early retirement pension, and his annual rate of
salary at the onset of his disability shall be deemed to be
his annual salary for purposes of the Plan during such
period. No pension shall be payable to or on account of
such member while he is receiving such long-term 
ability insurance payments.
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Section 13. Military and Public Service

13.1. Any member whose employment with an Employing
Bank is terminated by reason of his entry into (i) service in
the Armed Forces of the United States, or (ii) service for a
period of not more than five years deemed by his Employ-
ing Bank to be in the public interest, may be granted
substantially the same pension he would have been
entitled to receive if he had continued in employment with
the Employing Bank during the period of such military or
public service and had continued to receive the salary he
had been receiving at the time of such termination of
employment, provided that his Employing Bank shall pay
to the Plan the amount required to cover the full cost of
any such pension. Such pension shall be provided by an
Employing Bank under general rules of uniform applica-
tion to all its members, from time to time prescribed by
the Committee.

Section 14. Contributions by the Employing Banks

14.1. Each Employing Bank shall contribute to the Plan
monthly, or at such other intervals as may be agreed upon
with the Committee, a certain percentage of the aggregate
salaries of all its members. This contribution shall be
known as the "normal contribution".

14.2. From time to time the Committee shall adopt a table
of normal rates of contribution, showing for each age at
entrance the level percentage of salary which if contributed
by the Employing Bank throughout the service of a new
member entering the membership at that age is calculated
on the basis of mortality and service tables and the interest
rate adopted for this purpose in accordance with the
provisions of Section 15.8 to be sufficient to provide for all
benefits provided under the Plan in respect of such
member and all expenses attributable to such member's
participation in the Plan. After each actuarial valuation, the
average normal percentage contribution indicated to be
necessary for all Employing Banks combined shall be
determined by dividing the amount of the total liabilities on
account of the benefits payable to members and retired
members in excess of the funds in hand by 1 percent of the
present value of the future payroll on account of members.
Then the average normal percentage contribution payable
by each Employing Bank shall be determined on the basis
of the tabular rates and the entrance ages of the members
in its employ and the average so obtained shall be modified
by appropriate adjustments on account of any difference
between the average rate for all Employing Banks
combined as determined on the basis of the tabular rates
and the average rate indicated to be necessary on the basis
of the valuation.

Section 15. Administration of the Plan

15.1. The general administration of the Plan and the

responsibility for carrying out the provisions of the Plan

shall be placed in a Board of Trustees constituted as

follows:

(a) One of such trustees shall be selected by the Board of

Governors of the Federal Reserve System from its
membership, to serve at its pleasure.

(b) The president of each participating Federal Reserve

Bank, to serve ex officio.

(c) One trustee shall be elected from their own number by

the members of each Employing Bank, to serve for a term

of three years, such term, however, to end automatically

in the event of separation from service. An election
shall be held during the period from April 1 to
April 20 in each year in which an election should be held.

The president of the Employing Bank shall prescribe the
method to be followed in holding such election, which
method shall provide for a committee of election and
afford an equal opportunity for all members to express a
choice for trustee, including those members employed
at branches or agencies, if any, of the Employing Bank.
The term of office of an elected trustee shall begin on the
first Wednesday of May next following his election.
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(d) A vacancy shall be filled promptly in a like manner for
the balance of the unexpired term.

15.2. The Board shall hold an annual meeting each year
and may hold such additional meetings from time to time
as it determines.

15.3. The members of the Board shall be the trustees of
all of the assets of the Plan which shall constitute a trust
fund for the payment of benefits and expenses of the Plan.
All contributions, other income and property received by
the Plan shall be held, deposited, invested, reinvested and
dispersed under the supervision of the Board through its
appointed committees, officers of the Plan or agents, in
accordance with and subject to the provisions of the
Agreement and Declaration of Trust and of the Plan. The
Trust created under the Agreement and Declaration of
Trust shall continue for such time as may be necessary to
accomplish the purpose for which it was created, subject to
the provisions for revocation and termination upon vote
of the Trustees and of all the Federal Reserve Banks
and with the approval of the Board of Governors of the
Federal Reserve System as set forth in the Agreement
and Declaration of Trust. All benefits payable under the
Plan shall be payable from the Trust and from no other
source. No person shall have any interest in or right to, any
part of the corpus or income thereof, except to the extent
expressly provided in the Plan, nor shall the same be
used for or diverted to any other purpose.

15.4. The Trustees shall serve without compensation,
but shall be reimbursed for any reasonable expenses
incurred in their capacities as Trustees. No bond or other
security need be required of any Trustee in any
jurisdiction.

15.5. No Trustee, committee member, officer or employee
of the Plan shall be personally liable by virtue of any
contract or other instrument executed by him or on his
behalf in such capacity nor for any mistake of judgment
made in good faith. In the absence of fraud or willful
misconduct, no Trustee, committee member, officer or
employee of the Plan shall incur any liability whatsoever
for anything done or omitted to be done by him or by a
duly authorized agent in connection with the Plan; and
each Employing Bank agrees jointly with the other Employ-
ing Banks to indemnify and save harmless each Trustee,
committee member, officer or employee of the Plan against
any cost or expense (including counsel fees) or liability
(including any sum paid in settlement of a claim with the
approval of a majority of the Employing Banks) arising out
of any act or omission to act as such Trustee, committee
member, officer or employee of the Plan, except in the
case of fraud or willful misconduct. Any sum paid by an
Employing Bank by reason of such indemnification
agreement shall be deemed an administrative expense of
the Plan and shall be allocated between the Employing
Banks as the Committee, in its discretion, shall determine.
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15.6. The Board shall appoint from its membership
a Chairman and a Vice-Chairman and may appoint a
Secretary and such other officers of the Plan (who need
not be Trustees) as the Board deems desirable. The Board
shall appoint a Retirement Committee (the "Committee")
and may appoint such other committees as the Board deems
appropriate to carry out the Plan. The Committee shall
arrange for such legal, actuarial, accounting, administrative
and other services as it deems appropriate to carry out
the Plan. The Board may authorize any committee, officer
or employee of the Plan, or agent to perform any act
pertaining to the Plan or the administration thereof. The
Board shall cause to be established and maintained proper
accounts and accounting procedures in respect of the Plan
and shall submit an Annual Report (which shall include
audited financial statements) on the operations of the Plan
to the Board of Governors of the Federal Reserve System
and to each Employing Bank for the information of its
members. The Board may adopt by-laws, not inconsistent
with the provisions of the Plan, governing the conduct of
its affairs and may amend such by-laws from time to time.

15.7 The Committee, subject to the approval of the Board,
shall have the exclusive right to interpret the Plan and to
determine any question arising under or in connection
with the administration of the Plan. Its decision or action
in respect thereof shall be conclusive and binding upon all
persons having an interest in the Trust or under the Plan
or under any contract with an insurance company
constituting a part of the Plan and Trust.

15.8. The Committee shall adopt and may change from
time to time, actuarial or other tables which shall be used
in calculations under the Plan. The actuary designated
by the Committee shall make an annual actuarial valuation
of the Plan's benefit programs, and on the basis thereof
shall recommend to the Committee contribution rates for
its adoption. At least once in each five-year period the
actuary designated by the Committee shall make an
actuarial study of the mortality, service and compensation
experience of the members of the Plan, including such
calculations as may be necessary to determine whether the
Plan is fully funded on the assumption of immediate
termination, and shall report the results of its study to the
Committee. The Board may, with the approval of the
Board of Governors of the Federal Reserve System, adopt
and change from time to time the interest rate or rates
which shall be used in all calculations under the Plan.
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15.9. The Board shall have power, exercisable in its sole
discretion, with respect to any property at any time held
by it and constituting part of the Trust:

(a) To invest and reinvest in any property, real, personal
or mixed, and wherever situate and whether or not
productive of income, including, without limitation, capital,
common and preferred stocks, personal, corporate and
governmental obligations, secured or unsecured, and
including any collective or part interest therein; mortgages,
leaseholds, fees and other interest in realty; oil, gas or
mineral properties, rights, royalties, payments or other
interests in such property; contracts, choses in action, trust
and participation certificates, or other evidences of
ownership, part ownership, interest or part interest; all
without being limited or restricted to investments of a
character authorized for fiduciaries under any present or
future laws of any jurisdiction or pursuant to any rule of
any court, and without regard to the proportion any such
property may bear to the entire amount of the trust fund.

(b) To sell, exchange or transfer any such property at
public or private sale for cash or on credit and grant
options for the purchase or exchange thereof.

(c) To participate in any plan of reorganization, con-
solidation, merger, combination, liquidation or other
similar plan relating to any such property, and to consent
to or oppose any such plan or any action thereunder, or
any contract, lease, mortgage, purchase, sale or other action
by any corporation or other entity.

(d) To deposit any such property with any protective,
reorganization or similar committee; to delegate discretion-
ary power to any such committee; and to pay part of the
expenses and compensation of any such committee and
any assessments levied with respect to any property
so deposited.

(e) To exercise any conversion privilege or subscription
right available in connection with any such property; to
oppose or to consent to the reorganization, consolidation,
merger or readjustment of the finances of any corporation,
company or association or to the sale, mortgage, pledge
or lease of the property or of any corporation, company
or association any of the securities of which may at any
time be held in the trust fund and to do any act with
reference thereto, including the exercise of options, the
making of agreements or subscriptions and the payment of
expenses, assessments or subscriptions, which may be
deemed necessary or advisable in connection therewith,
and to hold and retain any securities or other property
which it may so acquire.

(f) To settle, compromise or submit to arbitration, any
claims, debts or damages, due or owing to or from the
Trust, to commence or defend suits or legal proceedings
and to represent the Trust in all suits or legal proceedings.

(g) To exercise, personally or by general or by limited
power of attorney, any right, including the right to vote,
appurtenant to any securities or other such property.

(h) To borrow money from any lender in such amounts
and upon such terms and conditions as shall be deemed
advisable or proper to carry out the purposes of the Plan
and to pledge any securities or other property for the
repayment of any such loan.

(i) To manage, administer, operate, lease for any number
of years, regardless of any restrictions on leases made by
fiduciaries, develop, improve, repair, alter, demolish,
mortgage, pledge, grant options with respect to, or other-
wise deal with any real property or interest therein at any
time held in the Trust, and to hold any such real property
in its own name or in the name of a nominee, with or
without the addition of words indicating that such property
is held in a fiduciary capacity, and to cause to be formed
a corporation, partnership, or another trust to hold title
to any such real property with the aforesaid powers, all
upon such terms and conditions as may be deemed
advisable.

(j) To renew or extend or participate in the renewal or
extension of any mortgage, upon such terms as may be
deemed advisable, and to agree to a reduction in the rate
of interest on any mortgage or to any other modification or
change in the terms of any mortgage or of any guarantee
pertaining thereto, in any manner and to any extent that
may be deemed advisable for the protection of the Trust or
the preservation of any covenant or condition of any
mortgage or in the performance of any guarantee, or to
enforce any default in such manner and to such extent
as may be deemed advisable; to exercise and enforce any
and all rights of foreclosure, to bid in property on fore-
closure, to take a deed in lieu of foreclosure with or
without paying any consideration therefor and in
connection therewith to release the obligation on the bond
or note secured by such mortgage, and to exercise and
enforce in any action, suit or proceeding at law or in equity
any rights or remedies in respect to any such mortgage or
guarantee.

Proofs Federal Reserve Bank (Retirement Plan) ricw. 18 york 1 aa's

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



LT

(k) To hold part or all of the trust fund uninvested, without
liability for interest thereon.

(1) To make suitable contracts with one or more insurance
companies authorized to do business in the State of New
York to underwrite the payment of all or any part of the
S. nefits provided under the Plan, such insurance contracts
to contain such provisions as the Board may determine,
in its discretion, to be necessary or desirable.

(m) To transfer for investment purposes all or any part of
the assets of the Trust to any group, common or collective
trust maintained by a bank or trust company and which
meets the requirements of Sections 401(a) and 501(a) of the
Federal Internal Revenue Code.

(n) To register any securities held by the Trust in the name
of a nominee of the Trust or any custodian of such property,
with or without the addition of IS indicating that such
securities are held in a fiduciary capacity and to hold any
securities in bearer form.

to) To make any agency, trust, custodial or other arrange-
ment (i) with any bank or other financial institution for
the deposit and safekeeping of the assets of the Trust, and
(ii) with any investment advisor for the investment and
reinvestment of the assets of the Trust.

(p) To make, execute and deliver, as Trustees, any and all
deeds, leases, mortgages, conveyances, contracts, waivers,
releases or other instruments in wrng necessary or proper
for the accomplishment of any of the foregoing powers.

Section 16. Termination of Employing Bank Participation

16.1. Any Employing Bank may terminate its participation
in the Plan effective as of the last day of any month by
giving the Committee prior written notice in which the
Employing Bank specifies a termination date which is at
least 90 days subsequent to the date such notice is given
to the Committee.

The Board may terminate any Employing Bank's
participation, as of a termination date specified by the
Board, for the failure of the Employing Bank to make
proper contributions or to comply with any other provision
of the Plan within •I•ays after notice and demand by the
Board. Upon complete and final discontinuance of an
Employing Bank's contributions, its participation shall
automatically terminate and its termination date shall be
a date specified by the Board which is within 90 days
subsequent to the last day that the Employing Bank's
contributions to the Trust were paid.

16.3. In the event of any such termination or upon the
complete and final discontinuance of an Employing Bank's
contributions under the Plan, all benefits on account of
contributions payable by the Employing Bank shall be
reduced to such amount as an actuarial valuation shall
indicate the contributions theretofore made by the
Employing Bank will provide. Within the six months next
following such termination date, each member of the Plan
who is an employee of such Employing Bank shall have
the right to notify the Board in writing of his desire to
withdraw from the membership of the Plan, and upon such
withdrawal he shall be entitled to the amount of any
reserve held on his account in the Plan as the result of
previous contributions by his Employing Bank and in the
case of the Board of Governors Plan the return of his own
cI ntributions plus applicable interest. The Board shall pay
such withdrawing member his reserve nSne lump cash
sum, in installments over any period not exceeding 10
years, or as an immediate or deferred annuity, as the Board,
in its sole discretion, shall determine.

16.4. Any such payment shall be a complete discharge of
all liabilities of the Trust with respect to the memI-
• mbership and his Employing Bank's participation. If a

person entitled to a sum under Section 16.3 dies on or
after his Employing Bank's termination date and prior to
the full payment thereof, the remainder of such sum shall
be paid in one lump cash sum to his estate.

Section 17. Employees of Board of Governors

17.1. In order that employees of the Board of Governors
may be accorded financial benefits comparable to those
granted to employees who are subject to the Civil Service
Retirement Act, every employee of the Board of Governors
to whom this section is applicable shall be entitled to
receive such special benefits in lieu of the benefits pro-
vided for by Section 5 and shall be required to make such
special contributions as may be provided for in such plan
as may be established by resolution of the Board of
Governors.

17.2. This section shall be applicable to every employee
of the Board of Governors who is a participant in the Board
I f Governors Plan according to its terms, but shall not be
applicable to any member with creditable service in this
Plan without his consent.

The Board of Governors Plan as from time to time
amended by the Board of Governors shall be filed with the
Committee and shall be administered and managed as an
integral part of this Plan, and the proons of this Plan, as
amended from time to time, shall be applicable to the
operations of the Board of Governors Plan except to the
extent that they are inconsistent with the provisions
I f the Board of Governors Plan.
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17.4. The Committee shall from time to time adopt a rate
or rates of contribution for all benefits and other expenses
for all members who are participants in the Board of
Governors Plan in accordance with the terms thereof; and
the Board of Governors shall, from the funds available
for its expenses, make contributions to the Plan (in lieu of
those required by Section 14) monthly or at such other
intervals as may be agreed upon with the Committee, in
such amounts as are calculated by the use of such rate or
rates to be sufficient to provide all benefits to which each
participant in the Board of Governors Plan is entitled
under such Plan and which are not provided by the
contributions made by him.

17.5. The Board of Governors Plan may be terminated by
the Board of Governors after 90 days' notice to the Com-
mittee, and thereupon employees who are participants in
the Board of Governors Plan immediately prior to such
termination shall continue as members of this Plan under
the provisions of all of the other sections of this Plan as
then existing. No modification in the Board of Governors
Plan shall be adopted which would require any participant
to pay an increased rate of contribution unless approved
by a majority of the existing active participants in the
Board of Governors Plan and no such modification or
termination shall be made which will reduce the then
accrued benefits of the existing active, inactive or retired
participants in the Board of Governors Plan, or reduce the
then accumulated reserves held therefor; but changes in
contribution rates, benefits or reserves which result from
changes in the Civil Service Retirement Act shall not be
considered to be modifications in the Board of Governors
Plan within the meaning of this sentence.

17.6. In order that there be no duplication of benefits, no
pension shall be payable under this Plan in respect of any
creditable service for which a benefit is payable under the
Board of Governors Plan.

17.7. Notwithstanding the provisions of Section 18,
the Board or the Committee shall have authority
to take any and all actions necessary or convenient to
carry out the provisions of this Section 17 and to determine
any questions which may arise as to the interpretation of
the provisions of the Board of Governors Plan.

Section 18. Amendments

18.1. The Board may, with the approval of the Board of
Governors of the Federal Reserve System, amend the Plan
or the Trust at any time in whole or in part and any
Trustee or Employing Bank may propose an amendment for
the consideration of the Board; but no amendment shall be
adopted which would:

(a) require any member to make contributions under the
Plan unless such amendment shall be approved by a
majority of the members of the Plan; or

(b) reduce the then accrued benefits of the members or
retired members or reduce the then accumulated reserves
held therefor, except to the extent necessary to maintain
the Plan as a qualified plan under the Federal Internal
Revenue Code; or

(c) permit any part of the monies of the Trust to be used
for or diverted to any purpose other than for the exclusive
benefit of the members, retired members and beneficiaries
under the Plan, prior to the satisfaction of all liabilities
with respect thereto.

Section 19. Special Limitations

19.1. In order to qualify the Plan and the Trust as a
qualified plan and trust under the Federal Internal Revenue
Code, the benefits to be provided to certain members will
be subject to the limitations set forth in this Section 19.

19.2. The provisions of this Section 19 shall apply to any
member who on any "Commencement Date" is one of the
25 highest paid employees of his Employing Bank and
whose anticipated pension commencing at his normal
retirement date and provided by contributions of his
Employing Bank will be in excess of $1,500 annually.
Commencement Date for purposes of this Section 19 shall
mean July 1, 1964, or the effective date of any subsequent
amendment to the Plan which increases the benefits of
the Plan.

19.3. Notwithstanding any other provision of the Plan, if
during the first 10 years following a Commencement Date
an Employing Bank's participation in the Plan is termi-
nated, or the full current costs of such Employing Bank
have not been met, the amount of contributions (or funds
attributable thereto) by such Employing Bank which may
be applied for the benefit of any such member shall be
limited so that such amount so applied under the Plan
shall not exceed the largest of:

(a) The Employing Bank's contributions (or funds
attributable thereto) which would have been applied to
provide benefits for the member if the Plan, as in effect on
the day immediately preceding the Commencement Date,
had been continued without change; or
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(b) $20,000; or

(c) The sum of (i) the Employing Bank's contributions (or
funds attributable thereto) which would have been applied
to provide benefits for the member if the Plan had been
terminated on the day immediately preceding such
Commencement Date, plus (ii) an amount computed by
multiplying the smaller of $10,000 or 20 percent of the
member's average annual salary during his last five years
of service, by the number of years since such Commence-
ment Date.

19.4. The full current costs of the Plan with respect to
any Employing Bank shall be deemed to have been met for
the purpose of this Section 19 as long as the unfunded
costs for benefits payable to its employees do not exceed
the amount of such unfunded costs on the date as of which
they were initially determined, plus any additional un-
funded cost on account of any subsequent amendment to
the Plan on the Commencement Date. If the foregoing
limitations become applicable because such costs have not
been met, they shall apply until such costs have been met.
If at the end of the first 10 years following a Commence-
ment Date the full current costs are not met, the foregoing
limitations shall continue to apply until the full current
costs are funded for the first time. Such limitations shall
not restrict either the payment of any monthly pension
due prior to the 90th day after termination of an Employing
Bank's participation (or a failure to meet full current
costs), or the payment of benefits to an employee's bene-
ficiary at any time if such payment shall have commenced
prior to the date of such termination of such participation
(or a failure to meet full current costs).

Section 20. General Limitations

20.1. Membership in the Plan shall not give any employee
the right to be retained in the employment of his Employing
Bank and shall not affect the right of the Employing Bank
to dismiss any employee.

20.2. The Trust shall be the sole source of benefit
payments under the Plan and the Employing Bank assumes
no liability or responsibility for such payments, and each
member or beneficiary who shall claim the right to any
payment under the Plan shall be entitled to look only to
the Trust for such payment.

20.3. If the Committee shall find that any person to whom
any amount is payable under the Plan is unable to care
for his affairs because of illness or accident, or is a minor, or
has died, then any payment due him or his estate (unless a
prior claim therefor has been made by a duly appointed
legal representative) may be paid to his spouse, a child,
a relative, an institution maintaining or having custody of
such person, or any other person deemed by the Committee
to be a proper recipient on behalf of such person otherwise
entitled to payment. Any such payment shall be a complete
discharge of the liability therefor of the Plan and the Trust.

20.4. Except insofar as applicable law may otherwise

require, no amount payable under the Plan shall be subject

in any manner to alienation by anticipation, sale, transfer,

assignment, bankruptcy, pledge, attachment, charge or
encumbrance of any kind, and any attempt to so alienate

shall be void; nor shall the Trust in any manner be liable

for or subject to the debts or liabilities of any person entitled

to any such amount payable; and further, if for any reason

any amount payable under the Plan would not devolve

upon such person entitled thereto, then the Committee, in

its discretion, may terminate his interest and hold or

apply such amount for the benefit of such person, his

spouse, children or his dependents, or any of them, as it

may deem proper.

20.5. If the Committee cannot ascertain the whereabouts

of any person to whom an amount is payable under the
Plan, and if, after five years from the date such payment

is due, a notice of such payment due is mailed to the last
known address of such person, as shown on the records
of the Plan, and within three months after such mailing
such person has not filed with the Committee written claim
therefor, the Committee may direct that such payment be
cancelled and forfeited and applied to reduce his Employ-
ing Bank's contributions. Upon cancellation, the Plan and
the Trust shall have no further liability therefor.

20.6. Each member and retired member shall file with the
Committee such pertinent information concerning himself,
and his beneficiary as the Committee may specify, and in
such manner and form as the Committee may specify or
provide, and no member, retired member or beneficiary
shall have any rights, or be entitled to any benefits under
the Plan, unless such information is filed by him or on his
behalf.

20.7. If the payment of any benefit under the Plan is pro-
vided for by a contract with an insurance company the
payment of such benefit shall be subject to all the
provisions of such contract.
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Section 21. Transfer to Thrift Plan of
Members' Contributions

21.1. The Plan is a continuation with modification,
effective January 1, 1970, of the Retirement System which
was established by the Employing Banks on March 1, 1934.
Effective January 1, 1970, members of the Plan (other than
members of the Board of Governors Plan) shall not be
obligated or allowed to make any required or additional
contributions to the Plan in order to fund the benefits
provided by the Plan.

21.2. Each person in service with an Employing Bank on
December 31, 1969 who was then a member of the Retire-
ment System may elect prior to that date within the time
and under such conditions as may be prescribed by the
Committee, to have the amount of his required and
additional contributions to the Retirement System,
including the interest attributable thereto, as determined
by the Committee in its sole discretion (his "accumulated
contributions"), transferred to the Thrift Plan.

21.3. If such a member does not so elect prior to December
31, 1969 to have his accumulated contributions transferred
to the Thrift Plan, he may elect at any time prior to
December 31, 1970, within the time and under such
conditions as may be prescribed by the Committee, to have
such accumulated contributions transferred to the Thrift
Plan. In such case, interest from December 31, 1969, to
the date of transfer will be credited on the member's
accumulated contributions at the same rate of interest as
that credited on such contributions for the year 1969.
21.4. Notwithstanding the provisions of Sections 21.2 and
21.3, a person in service, although not in employment, on
December 31, 1969, who thereafter returns to employment
with an Employing Bank from military or public service,
in respect of which the Employing Bank has contributed
under the Plan as provided in Section 13, may elect, within
the time and under such conditions as may be prescribed
by the Committee, to have his accumulated contributions
transferred to the Thrift Plan.

21.5. All accumulated contributions of a member which
are transferred from the Retirement System to the Thrift
Plan shall be held by the Trustee appointed under the
Thrift Plan for the exclusive benefit of such member of the
Thrift Plan in accordance with the terms of the Thrift Plan.
Upon such transfer, the Trustees of this Plan shall have
no further liability whatsoever with respect to such a
member's accumulated contributions or the benefits which
had been based thereon, and the member shall look solely
to the Thrift Plan for any payment or other benefit in
respect of the amount so transferred.

21.6. If a member entitled to make an election under any
of the foregoing provisions of this Section 21 to have his
accumulated contributions transferred to the Thrift Plan
does not elect such transfer within the time therein
prescribed, then the Board shall purchase with the
member's accumulated contributions (if they exceed the
sum of $500), a single premium deferred annuity contract
on the life of the member issued by such insurance
company and containing such provisions as the Board
shall designate, which contract shall provide monthly
payments commencing not later than the end of the year
next following the member's normal retirement date and
continuing for a period of not less than the lifetime of the
member; such contract to contain, if the Board so
determines, provisions which prevent the cash surrender
thereof and which make the payments due thereunder
non-assignable. The Board may, in its sole discretion, pay
such member his additional contributions, as defined
under the Rules and Regulations of the Retirement System
as amended through June 1968, together with the interest
attributable thereto, in a lump cash sum, and in such case
the sum to be used to purchase such deferred annuity
contract shall be reduced by the amount so paid to the
member. However, if the amount of such member's
accumulated contributions (less the amount of any
additional contributions which may have been paid to him
as provided above in this Section 21.6) does not exceed the
sum of $500, then the Board shall pay such amount in one
lump cash sum to the member.

21.7. If a member entitled to make an election under the
provisions of this Section 21 to have his accumulated
contributions transferred to the Thrift Plan dies after
December 31, 1969 and before making such an election or
before receiving his accumulated contributions in the
form of an annuity contract or lump cash sum under
Section 21.6, then the Committee shall pay his accumu-
lated contributions to his beneficiary in one lump cash sum.
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To  Messrs.

MISC 136.10 (10/76)

FEDERAL RESERVE BANK OF NEW YORK

Date 3-25-77 

  Timlen and

Thieke
Of  

From

Please:
O Attend to

O Note and return

O Note and forward

to Files

O See (phone) me

re attached

O Prepare reply for

my signature

El For your information

O For your files

O As per conversation

O As requested

O For your comments

and suggestions

O Does attached meet

with your approval?

O For signature, if

you approve

Other remarks: 

The attached letter was
delivered to Mr. Knight's
office today. However his
secretary informed me that
he was out of the office and
would not be back in the
office until Wednesday,
March 30. 5)S.5Digitized for FRASER 
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FEDERAL RESERVE BANK OF NEW YORK

Date 3-25-77

To  Those Listed Below 

Of 

FIDWA&S, G. GUYFrom

cc: Messrs. yolckeI
Timlen
Flanagan
Rassnick
Thieke
Lipscomb
Bergin

For your information.
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FEDERAL RESERVE BANK OF NEW YORK

NEW YORK, N.Y. 10045

AREA CODE 212 791-6162

EDWARD G. GUY
SENIOR VICE PRESIDENT AND GENERAL COUNSEL

Robert H. Knight, Esq.
Shearman & Sterling
53 Wall Street
New York, New York 10005

Dear Mr. Knight:

March 24, 1977

In accordance with our telephone conversation following
the discussion at the directors meeting at this Bank held Decem-
ber 16, 1976 regarding a proposed program for monitoring Federal
Reserve Retirement and Thrift Plans, I'have undertaken to summarize
the background and status of the Reserve System Retirement and
Thrift Plans and the monitoring program proposed in connection
therewith. I have enclosed herewith copies of the following:

(1) Memorandum, discussing the fiduciary responsibilities
of the directors of the Federal Reserve Banks with respect
to the management of assets and dministration of the
Federal Reserve System's Retirement and Thrift Plans,
prepared by the law firm of Patterson, Belknap & Webb,
counsel to the System's Retirement and Thrift Plans; this
memorandum was prepared at the request of the Board of
Governors of the Federal Reserve System in response to
inquiries from certain Reserve Bank directors.

(2) Retirement Plan for Employees of the Federal Reserve
System, together with the declaration of trust and by-laws
relating thereto.

(3) Agency agreement between the Federal Reserve Bank of
New York, Trustee for the Retirement Plan for Employees
of the Federal ReserveN System, and the Office of the
Federal Reserve Employee Benefits System.

(4) Thrift Plan for Employees of the Federal Reserve
System, together with the trust agreement and by-laws
relating thereto.

(5) Agency agreement between the Federal Reserve Bank
of New York, Trustee for the Thrift Plan for Employees
of the Federal Reserve System, and the Office of the
Federal Reserve Employee Benefits System.
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Robert H. Knight, Esq.
53 Wall Street
New York, New York 10005

(6) Annual reports of the Retirement and Thrift Plans

for the year ended December 31, 1975. (The 1976 report

is not yet available.)

(7) Extract from the, minutes of the meeting of June 19,

1975 of the board of directors of this Bank providing
for indemnification of directors of the Bank.

As of the end of 1975 there were 27,555 employees in
active service in the Federal Reserve System covered _by the

Retirement Plan and there were 7,790 members or beneficiaries

on the retirement rolls. The members include employees of the

Reserve Banks, the Board of Governors of the Federal Reserve

System, and the Office of Employee Benefits. The market value

of the Retirement Plan's investment at the end of 1975 was
$418,281,463.

At the end of 1975 there were 20,457 members in the Thrift
Plan. Members' accounts totaled $112.5 million (the Fixed Income

Fund amounted to $96.4 million and the Equity Fund to $16.1 million).

The Retirement Plan for Employees of the Federal Reserve

System was established in 1934. Until 1971 it was called the Retire-

ment System of the Federal Reserve Banks. Initially the benefit

consisted, in effect, of two parts: a pension paid for by the

employer, and a compulsory savings plan to which every employee was

required to contribute a percentage of his salary. These savings,

with interest, were designed to provide an annuity at retirement

approximately equal to the amount of the employer-provided pension.

They could not be withdrawn so long as the individual remained an

employee of the Federal Reserve and on retirement could be used in

only one way - to purchase an annuity. With the introduction of

Social Security and its periodic expansion through the pay scale

(it became applicable to the Federal Reserve Banks in 1951), the

number of System employees actually making contributions to the

annuity fund gradually diminished because of the practical necessity

of permitting them to offset their Social Security taxes against the

compulsory annuity contributions.

The Retirement System was a completely self-operated

plan set up in the form of a trust. The Board of Trustees of

26 consisted of one trustee designated by the Board of Governors

of the Federal Reserve System, 12 ex officio members by virtue

of their offices as presidents of the Federal Reserve Banks, and

13 trustees elected by the membership at the Reserve Banks and

the Board of Governors. The trustees had complete responsibility

for the management and operation of the fund, including its
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investment, and operated through three committees, the Executive
Committee (constituted by the Board of Trustees), the Retirement
Committee (constituted by the Executive Committee), and the
Investment Committee (constituted by the Executive Committee).
As to investments, the Rules of the Retirement System originally
provided that all funds were to be invested in the same manner
as permitted for the investment of the funds of life insurance
companies under the laws of the States of Massachusetts,
Connecticut, or New York, or by trustees in those states,
subject to such further limitations as might be prescribed by
the Board of Trustees. There was no trust agreement with any
trust company. A trust company was, however, employed as
investment manager, and all investments or changes in the invest-
ments were executed through that trust company which also acted
in an advisory capacity to the Investment Committee. The Rules
authorized the Board of Trustees to make provisions for under-
writing the benefits through contracts with two or more insurance
companies, or to make suitable arrangements for the investment
of the funds of the Retirement Plan in its own behalf. The
services of an insurance company were not utilized until after the
revision noted below, since the decision was made to "make suitable
arrangements for the investment of such funds in its own behalf".

In 1968, the Federal Reserve reexamined the
concept of its retirement program and decided that it
revised. As part of the revised program which became
January 1, 1970, the Retirement Plan was changed to a
utory plan providing improved benefits on retirement,
employer contributing to the Plan such amounts as are necessary
to maintain the Plan on a sound actuarial basis as determined by
the Executive Committee. The employee savings part was spun-off
into a voluntary Thrift Plan to which members were permitted to
transfer their own savings from their annuity accounts. The
Thrift Plan provides that members may contribute by payroll deduc
tions whole percentages of 1 percent to 16 percent of salary.
Contributions of the first 6 percent are matched by Bank contri-
butions of $.25 for each dollar contributed by the member (with
a maximum of 662.50 per month for matching contributions for any
individual regardless of salary). A member's contribution and
those made by his Bank are invested as he directs in either a
Fixed Income Fund or an Equity Fund. The funding agencies
currently utilized for the Thrift Plan are: for the Fixed Income
Fund, The Travelers Insurance Company; and for the Equity Fund,
Wellington Management Company, deVegh Mutual Fund, Inc., The
Prudential Insurance Company of America, Morgan Guaranty Trust
Company of New York, and The Johnston Mutual Fund, Inc.

entire
should be
effective
noncontrib-
with each
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During 1973, the Retirement Plan completed the conversion
of its investment structure, with the objective of increasing the
performance potential of the Plan's investments and at the same
time reducing to the extent practicable and prudent the role of
Federal Reserve personnel in the investment process because of a
possible conflict between such a role and the purpose and objective
of the Federal Reserve System. Under such structure, the Retirement
Plan's assets are currently invested in two fixed income contracts
with insurance companies and in four diversified investments arrange-
ments managed by insurance companies under group deposit administra-
tion annuity contracts. The insurance companies involved in these
arrangements are: Aetna Life Insurance Company; The Equitable Life
Assurance Society of the United States; The Prudential Insurance
Company of America; and The Travelers Insurance Company.

Incidentally, in anticipation of the above-mentioned con-
version of the Plan's investment structure from the former tradi-
tional arrangement, a provision was added in 1971 (to Section 17 of
the Plan) that constitutes in effect a guarantee by each employer
of the Plan's current obligations to the employers' active and retired
employees. As of December 31, 1975 the Plan's assets were sufficient
to cover all accrued benefits that would have been payable under the
Plan if the Plan had been terminated on that date.

Both the Retirement and Thrift Plans are qualified plans
for tax deferral and related purposes under the provisions of the
Internal Revenue Code. As governmental plans, they are in general
exempt from the provisions of ERISA.

The responsibility for the administration of the Retirement
and Thrift Plans is in the Administrative Board, the Executive Com-
mittee, and the Performance Review Committee of each of the Plans.
The Administrative Board of each Plan is composed of 26 persons
including the president of each of the 12 participating Reserve Banks
(ex officio), one member appointed by the Board of Governors from
the membership of the Board and one member elected from the Plan
members at each Reserve Bank and the Board of Governors. The Exec-
utive Committee is composed of seven persons, including the Chairman
and Vice Chairman of the Administrative Board, the member of the
Administrative Board appointed by the Board of Governors, and four
others appointed annually by the Administrative Board (at least two
of whom are from its membership). The Performance Review Committee
is composed of five members, four of whom are appointed by the
presidents of the Federal Reserve Banks (at least two of whom from
their own number) and the fifth of whom is appointed by the Board
of Governors from its membership. Under the Plans, the Administra-
tive Boards formulate the general administrative policies and pro-
cedures and may amend, modify or terminate (with the approval of
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with respect to investments and 
reinvemanagement of assets  instruct the   under the Plans

of trust funds.

This Bank is the Trustee under each Plan. The Trustee
is appointed and may be removed by the Administrative Board.
The Trustee, through its agent (the Office of the Plans), makes
investments in accordance with the directions of the Performance
Review Committees, receives contributions under the Plans, and
distributes trust funds for the benefit of the members.

Since investment and administrative discretion under
the Plans are vested in the Administrative Boards and their
Executive and Performance Review Committees, neither the Reserve
Banks as employers under the Plans, nor the Federal Reserve Bank
of New York as both employer and Trustee, have the authority to
act in such matters. Indeed, in regard to the New York Reserve
Bank's Trustee resDonsibilities, the Trust Agreements for both
the Retirement and Thrift Plans expressly provide that the Trustee
may not be held liable for any loss resulting from investments or
other actions taken in respect of the trust funds in good faith
and in accordance with the directions of the Administrative Boards
and Executive and Performance Review Committees. The liability
of the Trustee under the Trust Agreements is limited to losses
sustained as a result of its own fraud or willful misconduct.
Under both the Retirement and Thrift Plans, however, any employer
can terminate its continued participation, and this Bank can
resign as Trustee, if investments or administrative developments
indicate that it should do so.

The enclosed memorandum of Patterson, Belknap & Webb
discusses the impact of ERISA on the responsibilities of directors
as fiduciaries of employee benefit plans, and notes that the
Federal Reserve Retirement and Thrift Plans are exempt from the
fiduciary responsibility provisions of ERISA as "Governmental
plans". Patterson, Belknap review the management and administrative
structure of those plans and the provisions for delegation, and
conclude that the responsibilities of Reserve Bank directors with
resIs ct to the Plans would seem, in general, to be limited to a
monitoring function--namely, satisfying themselves that the
management arrangements are functioning satisfactorily and taking
prompt action whenever necessary to correct any deficiencies. The
memorandum suggests that it would seem desirable for the directors
at least to review (or to have a qualified person review on their
behalf) annual or periodical reports that are prepared by those
designated to administer the Plans, and to document in the minutes,
or in 5ther official records, the steps that they have taken.
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The monitoring program proposed by the officers of the
Bank would consist of semiannual reports by them to the directors'
Auditing Committee on investment and benefit developments in regard
to the Plans, with the understanding that the Auditing Committee
would review the reports and would report thereon to the full
board of directors. While the Patterson, Belknap & Webb memorandum
was not directed to the question of the responsibilities of the
directors of this Bank resulting from the fact that this Bank is
Trustee under both Plans, we believe that the monitoring program
would be desirable and prudent from that standpoint also.

The semiannual reports referred to would include the
most recent financial statements of the Plans, and at appropriate
times, the annual certification provided by the independent
auditors of the Plans and the statement of adequacy of Retirement
Plan assets to meet the actuarial liabilities filed each year by
the actuary and a summary of significant directions given by the
Performance Review Committee during the period covered. Such
reports would also cover information contained in reports period-
ically submitted to the Performance Review Committees of the Plans
under their recently adopted procedures for upgrading their
surveillance of Plan investments, including a report of the value
and composition of investments managed by the funding agencies
under the Retirement and Thrift Plans, the funding agencies'
assessment of the current investment climate, and a brief analysis
of their activities for the period covered by the report.

Arrangements are currently being made by the Executive
Committees of the Retirement and Thrift Plans with the Bank to
have the auditing staff of the Bank provide continuing periodic
audits of the operations of the Office of Employee Benefits in
connection with the Retirement and Thrift Plans, with reports of
such audits to be made to the Executive Committees of the
respective Plans. It is planned that the proposed semiannual
reports by officers of the Bank would also include input from
the General Auditor regarding these audits.

In view of the discussion and recommendations made
in the Patterson, Belknap & Webb memorandum, the fact that courts
may well be influenced by the ERISA fiduciary standards applicable
to directors in determining directors responsibilities under
benefit plans, and the position of the Bank as Trustee under
each Plan, we believe that the adoption of the monitoring arrange-
ments proposed is desirable and is a prudent method of protecting
the directors from potential liability in regard to our benefit
Plans.
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In addition to the Retirement and Thrift Plans there
are the following other System-wide benefit plans: the Long Term
Disability Income Plan, which provides to System employees who
become totally disabled by a covered illness or injury for longer
than six months, a monthly benefit of 60 percent of regular basic
salary of the employee at the time of disability, less certain
other benefits payable to him, his spouse, children or dependents
(such as medical leave pay and Social Security Disability Insurance);
the Group Life and Survivor Income Insurance Plan, which provides
on the death of System employees that their survivors will receive
either a lump sum benefit in an amount equal to the employee's
annual basic salary at the time of death or a monthly income benefit
equal to 40 percent of the employee's monthly salary at the time
of death less one half of all monthly survivorship benefits received
under the Federal Social Security Act; and the Travel and Accident
Insurance Plan which provides accidental death, dismemberment and
disability benefits for employees of the System who die or become
disabled while traveling on the business of their employers. These
plans are organized in a manner similar to the Retirement and Thrift
Plans under an Administrative Board and an Executive Committee.
There is a Performance Review Committee for the Long Term Disability
Income Plan but not for the other two insurance plans. There are
no trusts involved. The Long Term Disability Income Plan is funded
by employer contributions on a pay-as-you-go basis. The other two
plans referred to are paid for by employer premium payments to
commercial insurers. Connecticut General is the insurer with
respect to the Long Term Disability Income Plan and Mutual of Omaha
Insurance Company is the insurer in regard to the Travel and Acci-
dent Insurance Plan. Copies of the Life and Survivor Income In-
surance Plan, of the Long Term Disability Income Plan, and of the
First Annual Report of the Long Term Disability Income Plan for the
year ended December -U.., 1975 are enclosed.

There are also other "fringe benefit programs" which are
not System-wide and may differ from Bank to Bank and between the
Reserve Banks and the Board of Governors. Among these at this Bank
are medical and hospitalization benefits. These particular benefits
are insured by commercial insurers and the employees contribute part
of the premium payments.

In general, benefits such as those referred to in the
two preceding paragraphs would be subject, as welfare benefit
plans, to the provisions of ERISA if that Act were applicable --
which, of course, it is not. I have discussed these benefits
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with Patterson Belknap & Webb who are of the view that it would
be desirable for the directors to review or arrange to have
someone else review these benefits on a regularly scheduled
basis. Since these benefits are essentially funded either by
insurance or on a pay-as-you-go basis and therefore differ
considerably from the Retirement Plan and Thrift Plan consid-
erations, it would appear to be sufficient for the officers to
report annually to the Auditing Committee on an overall review
of these benefits and for the Auditing Committee to report
annually to the directors. The directors would, of course,
normally be informed from time to time of major changes in these
benefit programs.

The enclosed resolution covering indemnification of
directors of this Bank was adopted following adoption in 1975
by the Conference of Chairmen and Deputy Chairmen of the Federal
Reserve Banks, with the concurrence of the Board of Governors of
the Federal Reserve System, of a statement of policy in favor
of indemnification of directors of Reserve Banks and setting
forth the terms and conditions upon which indemnification should
be made available. Each of the other Federal Reserve Banks
adopted a similar resolution. Thereafter, the Insurance Committee
of the Federal Reserve Banks (made up of a representative of each
Reserve Bank), with the concurrence of the Conference of Presidents
of the Federal Reserve Banks, concluded that indemnification
payments under such resolutions were covered by the Loss Sharing
Agreement of the Federal Reserve Banks. Under the Loss Sharing
Agreement, Reserve Banks share all losses (with certain exceptions)
sustained by a Reserve Bank or for which it is legally liable,
after such Reserve Bank absorbs losses of its own up to 1 percent
of its capital and surplus. The indemnification arrangements
referred to were in large part due to the efforts of Roswell
Gilpatric, then Chairman of this Bank's board of directors.

I shall be pleased to discuss this matter with you
further at any time.

Sincerely yours,

fcrtp-21.Tre

Edward G. Guy

Enclosures
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BOARD OF GOVERNORS

OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON, O. C. 20551

Mr. Paul A. Volcker, President

Federal Reserve Bank of New York

New York, New York' 10045

B36t

AoogEss orricIAL CORRESPONOENCE

TO THE BOARO

July 16, 1976

Dear nr. Volcker:

From time to time questions have been raised about the

extent of liability of Federal Reserve Bank directors with re
spect

to the Retirement and Thrift Plans for Employees of the Fed
eral

Reserve System. Enclosed for your information is a memorandum

prepared by Patterson, Belknap & Webb, Counsel to the Federal

Reserve Employees Benefits System, addressed to this subject.

Sincerely yours,

Enclosure

• ,

Theodore E. Allison

Secretary

To be listed on 
SceiUle A

for directors' 
meetinp. of

77376'
/eor Sedretary 1,111

-
2. J

woo •
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CHAUNCEY BELKNAP

.JOHN V. DUNCAN

RICHARD G. PKOSER

JOHN N. IRWIN II

THOMAS THACHER

ROBERT 5. POTTER

LAWRENCE B. NORRIS,JR.

ROBERT P. PATTERSON,JR.

JOHN P. PERSONS
ROBERT B. SHEA

ROBERT PK. PENNOYER

FRANKLIN E.PARKER

CRAIG B. BRIGHT

HERBERT H. CHAICE
CHRISTOPHER G.STONEmAN

JOEL L.CARR

ROBERT D. SACK
O.ROBERT OwEN

ROBERT H. H. FERGUSON

ARTHUR H. KROLL
STEPHEN W. SCHwARZ

JANE B. JACOBS
ROBERT J. EGAN

pATT ERSON, BELKNAP a WEBB
30 ROCKEFELLER PLAZA

NEW YORK, N.Y. 10020

TELEPHONE: (212) 541-4000

CABLE ADDRESS:CURTISITE

TELEX:423897 Pew ut

Mr. Leopold g. Rassnick
Assistant General Counsel
Federal Reserve Bank
of New York

33 Liberty Street
New York, New York 10045

Dear Lee:

July 14, 1976

WILUAM L.C.ARY

COUNSEL

' Enclosed is a copy (with exhibits) of a memo-
randum discussing the fiduciary responsibilities of the
Directors of the Federal Reserve Banks with respect to
the management of the assets and administration of the
Retirement and Thrift Plans for Employees of the Federal
Reserve System. Marty Bergin is sending a number of
copies of this memorandum to Mr. T. E. Allison, Secretary
of the Board of Governors, for distribution to the Chair-
men of the Federal Reserve Banks, and he is also distri-
buting copies to the elected members of the Administrative
Board and other interested persons. Thank you for the
helpful background information you gave me regarding the
indemnification provisions relating to Directors of the
Federal Reserve Banks.

Kindest regards.

Enclosures

Since yours,

John P. Persons
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RICHARD C. MOSER
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ROBERT S. POTTER

LAWRENCE 5. MORR1S,JR.
ROBERT P. PATTERSON,JR.
JOHN P PERSONS

ROBERT BSHEA
ROBERT M.PENNOYER
FRANKLIN E. PARKER
CRAIG 8. 8R1GmT

HER5ERT H. CHAICE
CHRISTOPHER G. STONEMAN
JOEL L. CARR
ROBERT O. SACK

O. ROBERT OWEN
ROBERT H. M. FERGUSON
ARTHUR H. KROLL
STEPHEN W. SCHwAR2
JANE 8- JACOBS
ROBERT J. EGAN

PATTERSON, BELKNAP ak. 'WEBB

30 ROCKEFELLER PLAZA

NEW YORK, N.Y. 10020

TELIEPHONE:(212) 541-4000

CABLE ADDRESS.CURTarTE

TELEX:423897 Paw Ul

July 8, 1976

MEMORANDUM

To: Mr. Martin W. Bergin, Executive Secretary
Federal Reserve Employee Benefits System

From: John P. Persons

Subject: Fiduciary responsibilities of directors of
Federal Reserve Banks with respect to the
Retirement and Thrift Plans for Employees
of the Federal Reserve System 

The purpose of this memorandum is to provide a

WILLIAM t_CART

general description of the fiduciary responsibilities of

the directors of the Federal Reserve Banks with respect to

the management of the assets and administration of the

Retirement and Thrift Plans for Employees of the Federal

Reserve System. The memorandum has been prepared at the

COUNsict.,

-request of the office of the Board of Governors in response

to a number of inquiries from Federal Reserve Bank directors

as to their fiduciary responsibilities in regard to the

foregoing plans. For convenience, a summary of the memoran-

dum will be set forth at the outset. •
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SUMMARY
•

1. The enactment of the Employee Retirement In-

come Security Act of 1974 (ERISA) has focused attention upon

the question of the fiduciary responsibilities of corporate

directors and other officials with respect to the employee

benefit plans of their corporations.

2. Under the pertinent rules of Federal statutory

and "common" law, directors and officers of Federal Reserve

Banks are required to carry out their responsibilities in

accordance with the standards of prudence that usually apply

to persons who hold like position3 in banking associations

or corporations.

3. The directors of the Federal Reserve Banks

(and the officers and employees of such Banks who have re-

sponsibilities with respect to the Retirement and Thrift

Plans) are not subject to the fiduciary responsibility

provisions of ERISA because the Retirement and Thrift Plans

are exempt therefrom as "governmental plans." However, the

fiduciary responsibility provisions of ERISA provide a

helpful guide to these directors, officers and employees

in the discharge of their responsibilities with respect to

the plans.

4. Under both general law and ERISA, it is per-

missible for corporate directors to delegate their respon-

sibilities with respect to employee benefit plans provided'
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•
•

'they'exercise proper care in selecting the delegates and

monitoring their performance.

5. The system of management provided for in

the plans and the related trust instruments and by-laws
•

is consistent with the principles of delegation provided

in ERISA and general law. Under this system the directors

of the Federal Reserve Banks are not directly involved in the

day-to-day management of the plans. Accordingly, the re-

sponsibilities of the directors with respect to the plans

would seem, in general, to be limited to a monitoring

function -- namely, satisfying themselves that the manage-

ment arrangements are functioning satisfactorily, and taking

prompt action whenever necessary to correct any deficiencies

therein.

6. The indemnification provisions of the plans

and related trusts are consistent with both ERISA and

general law. These provisions by their terms do not apply

to a director of a Federal Reserve Bank unless the director

is a member of the Administrative Board, Executive Committee

or Performance Review Committee, or is an officer or agent

of the plans. However, a director may be entitled to

indemnification under a by-law (or other undertaking) of the

bank of which he is a director.

DISCUSSION

Background 

Until the enactment of ERISA there was a dearth

•

MOP
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of legal authority dealing with the fiduciary responsibili-

ties of corporate directors in the area of employee benefit

plans. From time to time cases.arose in which persons who

were trustees of such plans were held liable under principles

of trust law for losses that were found to have resulted from

their negligent or culpable handling of plan assets. However,

no widespread effort appears to have been made by beneficiaries

of such plans, or by stockholders of sponsoring business

corporations, to assert liability against corporate directors

for maladministration or loss of plan assets in situations

not tainted by conflict-of-interest or bad faith on the part

of the directors.

During the pre-ERISA period the attention of the
•

courts and other law-making bodies (as well as of legal com-

mentators) was focused on other aspects of directors' re-

sponsibility, and precise rules in the area of employee

benefit plans were not developed to any significant extent.

However, prudent directors took the view that fiduciary

standards existed, based upon traditional principles of

trust and corporation law.-

Interest in this question has been intensified

as a result of the enactment of ERISA. The U.S. Department

of Labor and the Internal Revenue Service (which have joint

responsibility for the administration and enforcement of

the fiduciary responsibility provisions of ERISA) have

•

•
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ruled that the members of the board of directors of a

Corporation that maintains an employee benefit plan that is

subject to ERISA will be classified as "fiduciaries" to the
•

extent that they have responsibility for the performance

of any of the fiduciary functions described in ERISA.1/ One

of the most important of these functions is the selection

,and retention of plan administrators and investment managers4/
„

-- a responsibility normally vested in the directors or persons

designated by them.

Thus, in virtually every situation the mc:nbers of

the board of directors of a business corporation will, to

some extent, be plan fiduciaries under ERISA, and their fi-

duciary responsibilities with respect to the corporation's

covered employee benefit plans will be determined under

ERISA. Moreover, the fiduciary responsibility provisions

of ERISA supersede all noncriminal state laws that might

otherwise apply to directors in their role as fiduciaries

ERISA Interpretive Bulletin 75-8, October 6, 1975 D-4
and FR-17, 29 C.F.R. § 2555.75-8; 40 Fed. Reg. 47491
(1975). Pertinent excerpts from ERISA and the Joint
Committee Explanatory Statement regarding the responsi-
bilities of plan fiduciaries are annexed as Exhibits A
and B.

2/ Section 402(c)(3) of ERISA.
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of employee benefit plans that are subject to ERISA.— ERISA

also provides a procedure whereby participants who are ag-

grieved by the failure of plan .fiduciaries to fulfill their_

responsibilities may enforce their rights against such
4/

fiduciaries.

The legal situation of the directors of the Federal

Reserve Banks differs from that of the directors of a typical

business corporation because the employee benefit plans main-

tained by the' Federal Reserve Banks and the Board of Governors

have been ruled by the IRS (with the concurrence the Labor

Department) to be "governmental plans." These plans are there-

fore wholly exempt from the fiduciary responsibility pro-
5/

visions of ERISA.

Accordingly, the responsibilities of Federal Reserve

Bank directors vis-a-vis the Retirement and Thrift Plans

3/ Section 514 of ERISA. Notwithstanding the "preemption"
provision of ERISA, if the fiduciary standards of
applicable state law are higher than those of ERISA„ it
is possible that the courts will hold that the higher
state standards must be observed. It may be noted that
not all actions of directors with respect to employee
benefit plans fall within the scope of their role as
plan fiduciaries. This would seem to be true, for
example, of a decision by the board of directors to
establish an employee benefit plan, or to amend such a
plan to increase the benefits provided thereunder. In
the absence of unusual circumstances, the actions of the
directors as to these matters would seem to be governed
by the applicable general law, rather than by ERISA.

4/ Section 502 of ERISA.

5/ Section 4(b)(1) of ERISA; section 4975(g)(2) of the
Internal Revenue Code.
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; are not determined under ERISA but under the rules of Federal

statutory and "common" law generally pertaining to such di-

rectors. However, it is possible that in time certain of

the ERISA fiduciary concepts will, through legislative or

judicial action, be extended to areas that are now exempt

from ERISA (such as governmental plans). In addition, the

Federal Reserve Banks have often voluntarily complied with

the spirt of important Federal legislation such as ERISA.

For these reasons, consideration of both the ERISA standards.

and those of general law seems appropriate.

Fiduciary Responsibilities of Directors
Under General Law and ERISA

The authority of the directors of the Federal

Reserve Banks is derived in part from Section 4 of the

Federal Reserve Act (12 U.S.C.A. § 301), which states that:

"Every Federal Reserve Bank shall be con-
ducted under the supervision and control of
a board of directors.

"The board of directors shall perform the
duties usually appertaining to the office of
directors of banking associations and all such
duties as are prescribed by law . . .

Thus,- the foregoing statute partially defines the

VO

duties of directors of the Federal Reserve Banks by refer-

ence to the "duties usually appertaining to the office of

directors of banking associations." The statute does not

specify what these duties are, but it is reasonable to assume

that Congress intended the statute to include, among other
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'-things, the familiar "prudent man rule" as it applies to

directors of banking corporations.

A representative statement of this rule appears

in Section 7015-1 of the Banking Law of the State of New

York, which provides:

"Directors and officers shall discharge
the duties of their respective positions in
good faith and with that degree of diligence,
care and skill which ordinarily prudent men
would exercise under similar circumstances
in like positions."

Although the rule is expressed somewhat differently under

the laws of other jurisdictions, there does not appear to

be any substantial difference in the geaeral import of the
6/

various formulations.

As usually applied in the area of corporate law,

the prudent man rule provides a standard by which to measure

the conduct of corporate directors in the discharge of their

duties to the corporation and to the persons who are bene-

ficially interested in its business -- primarily, the stock-

6/ For example, a 1972 Federal District Court decision
summed up the rule as follows:

and.directors_of banking - Corpo--
rations generally have a greater duty than other
corporate officers and directors. The former
owe a duty of exercising such care and dili-
gence as an ordinary prudent man would exercise
with reference to the administration and manage-
ment of such financial institutions. Fleishhacker 
v. Blum, 109 F.2d 543 (9th Cir. 1940)." Gadd 
v. Pearson 351 F. Supp. 895 (D.C.M.D. Fla., 1972)

•

•
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holders and creditors of the corporation. In contrast, the

version of the prudent man rule set forth in ERISA estab-

lishes a standard for measuring the conduct of the fiduci-

aries of an employee benefit plan from a different standpoint
•

-- namely, that of the participants and beneficiaries under

the plan.

Thus, Section 404 of ERISA provides that:

. . a fiduciary shall discharge his
duties with respect to a plan solely in the
interest of the participants and beneficiaries
and --

(A) for the exclusive purpose of:

(i) providing benefits to participants
and their beneficiaries; and

(ii) defraying reasonable expenses of ad-
ministering the plan;"

Accordingly, with respect to those matters as to which a

corporate director acts in the role of a plan fiduciary,

ERISA imposes upon him a duty of undivided loyalty to the

participants and beneficiaries of the plan. It seems safe

to assume that a similar principle applies to the directors

of the Federal Reserve Banks in their role as fiduciaries_

of the Retirement and Thrift Plans.
•:,

Sectiol3 404 of ERISA further provides that a

fiduciary of an employee benefit plan shall discharge his

duties "with the care, skill, prudence, and diligence under

the circumstances then prevailing that a prudent man acting'
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Lima like capacity and familiar with such matters would use

'in the conduct of an enterprise of a like character and

with similar aims.... Thus, a corporate director

who is a plan fiduciary w111 'be held under ERISA to the

standard of a person familiar with the matters for which

he is responsible under the plan -- which may be a highc

standard than that which might otherwise apply. Again,

even though the Retirement and Thrift Plans are exempt from

ERISA, it is possible although not certain -- that Federal

Reserve Bank directors could be subject to this higher stand-

ard in their role as fiduciaries of such plans on the theory

that the higher standard is now included within the duties

"usually appertaining to the office of directors of banking
8/

associations."

7/ According to the legislative history, Congress expects
that "the courts will interpret this prudent man rule
(and the other fiduciary standards) bearing in mind
the special nature and purpose of employee benefit
plans." House Conf. Rep. No. 93-1280, 93d Cong. 2d
Sess., 302 (1974).

8/ The ERISA standard also includes a specific requirement
that plan fiduciaries diversify the investments of the
plan unless under the circumstances it is clearly pru-
dent not to do so Section- 404(a)(1)(C) of ERISA. How-
ever, where thera is a fixed income fund and an equity
fund the investment manager for each such fund may
invest in diversified bonds or equities respectively,
without violating the diversification requirement.
Likewise, the diversification requirement will be
deemed to be satisfied if the assets of a plan are
invested in a mutual fund, in a commingled trust main-
tained by a bank or with an insurance company. House
'Conf. Rep. No. 93-1280, 93d Cong. 2d Sess., 296-299,-
304-305 (1974).
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Delegation of Responsibility under
General Law and ERISA

Since the directors of the Federal Reserve Banks

must discharge their duties as prudent men, the question

arises as to what specific actions are required on their

part in order to do this with respect to the assets and

administration of the Retirement and Thrift Plans. In this-

regard, the law recognizes that it would be impractical for

the directors personally to make all decisions regarding .
•

these matters, and it therefore permits the directors to

delegate to others the authority- and the responsibility to

do so, subject to the standards d52scribed generally below.

Before the enactment of ERISA very little law had

been developed dealing specifically with the delegation by

directors of their duties in the management of the assets

and the administration of employee benefit plans. However,

over the past 10 years, considerable attention has been

given to the analogous question of the extent to which the

directors of a charitable corporation may delegate to others

the management of the corporation's investment assets. The
• .

•

-legal principleS that have ben-de-'Ve-ToPa-in...-t:hetter -area

would seem to be relevant to the present discussion.

A study written for the Ford Foundation in 1974

by two members of this firm (Professor William L. Cary and

Mr. Craig B. Bright) contains the following comments regard-
••

ing the delegation of investment responsibility of directors
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•

•

of charitable corporations:

"The directors of virtually all charitable
corporations do in fact delegate investment
decisions, either to a committee or an officer
or an agent. Our survey and the Harris Survey
-both found that investment decisions for half
of the institutions of higher learning in
America are being made by investment managers
outside the corporate structure. Is such wide-
spread delegation legal? ‘.

"Delegation within the corporate structure 
should presentpresent no problem, provided that the
directors take reasonable steps to keep abreast
of investment decisions made for their endowment
funds and in fact discharge their duty of super-
vision. In states in which the Uniform Management
of Institutional Funds Act has been adopted, dele-
gation to an outside investment manager is specific-
ally authorized. And even in the absence of
statutory sanction in the remaining jurisdictions,
we believe that the courts should and will up-
hold the delegation of investment decisions to
an external investment manager, assuming once
again that the directors continue to exercise
overall supervision."9/

The foregoing study goes on to state that "riegard-

less of whether the delegate is within or without the corporate

structure, the courts will be more likely to uphold delega-

tion if the directors can demonstrate that they have taken

appropriate steps to monitor and supervise the investment

process."

A similar conclusion was reached by a Federal

District Court in the District of Columbia in a 1974 decision

arising out of a suit against directors of a charitable

9/ The Developing Law of Endowment Funds: "The Law and.
the Lore" Revisited, 43.

•

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



•••

-13-

corporation for alleged mismanagement of the corporation's

investments. There the court stated:

. . . . A corporation director . . may dele-
gate his investment.responsibility to fellow
directors, corporate officers, or even out-
siders, but he must continue to exercise general
supervision over the activities of his delegates.
. . . [T]he rule for charitable corporations is
closer to the traditional corporate rule: direc-
tors should at least be permitted to delegate
investment decisions to a committee of board
members, so long as all directors assume the
responsibility for supervising such committees
by periodically scrutinizing their work." 10/

In the area of employee benefit plans a large

step toward establishing a statutory framework for the dele-

gation of investment responsibility was taken in ERISA.

Thus, the report of the Conference Committee states:

"It is customary for those who manage and
control the plan to allocate their responsi-
bilities and, within limits, designate others
to carry out the daily management of the plan.
[ERISA] establishes special rules which will
enable fiduciaries to continue to allocate
and delegate their responsibilities. However,
allocation or delegation is to be allowed only
if the plan provides for it (or provides pro-
cedures for it) in accordance with the terms
of [ERISA)."11/

Since the management of plan assets is an especially
• . .

important fiduciary function, ERISA fequires (with certain

• 10/ Stern v. Lucy Webb Haves National Training School  for 
Deaconesses and Missionaries, et al., 381 F.Supo. 1003,
1013 (D.C. Dist. of Col., 1974).

-11/ House Conf. Rep. No. 93-1280, 93d Cong. 2d Sess., 297.-
(1974).
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' exceptions) that plan assets be held in trust by individual
12/

'or corporate trustees. Unless provision is made other-

wise, the trustees are to have exclusive control over the

investment of plan assets. However, the plan may provide

that the €rustees will be subject to the direction of a
13/

"named fiduciary". - In the latter case,

. . . the trustees are not to have the
exclusive management and control of the plan
assets, but generally are to follow the
directions of the named fiduciary. There-
fore, if the plan sponsor wants an investment
committee to direct plan investments, he may
provide for such an arrangement in the plan."14/

Another alternative is for the plan to provide

that a named fiduciary with respect to the control or manage-

ment of plan assets may appoint a qualified investment manager

to manage all or part of the plan assets. However, in acting

pursuant to such authority, the named fiduciary must exercise

prudence in
15/

his use.

selecting the investment manager and in continuing

12/ Section 403(a) of ERISA.

13/ This term is used in ERISA to refer to a fiduciary who
is named either in the plan instrument or• pursuant
to a procedure specified in the plan. Section 402(a)(2)
of ERISA.

14/ House Conf. Rep. No. 93-1280, 93d Cong. 2d Sess., 298
(1974).

15/ Id., 301-302.
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ERISA also permits an employee benefit plan to

provide for the allocation or delegation of duties other

than the management of plan assets (such as, for example,
16/

duties with respect to the payment of benefits).

Under ERISA, a fiduciary with respect to a plan

shall be liable not only for his own breach of fiduciary

responsibility, but also for a breach of fiduciary re-

sponsibility of a co-fiduciary in certain situations (such

as, for example, if he has knowledge of a breach of a co-

fiduciary and fails to make reasonable efforts to remedy

the breach). Thus, even though a named fiduciary has

properly delegated his duties in accordance with ERISA, he

may still be liable for the acts of a co-fiduciary if he

fails to fulfill his responsibilities under the rules
- 17/

lating to co-fiduciary liability.

The following practical suggestions to directors•

for complying with the fiduciary responsibility standards

of ERISA are provided in a symposium published in the

16/ Section 405(c) of ERISA.

17/ SeatiOn --4'05(a) of- ERIS-A. -The -Conference 'Report- de-
lineates four areas of potential co-fiduciary liability:
knowing participation in a breach of duty committed by
a co-fiduciary; knowingly undertaking to conceal a
breach committed by a co-fiduciary; failure to take
reasonable steps to correct a known breach by a co-
fiduciary; enabling a co-fiduciary to commit a breach
by failing to exercise prudence in carrying out specific
responsibilities. House Conf. Rep. No. 93-1280 93c1.1
Cong. 2d Sess., 299-300 (1974).

re-
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October, 1975 issue of The Business Lawyer:

"Coming back to the board pension advisory

committee . . and what they ought to be doing,

it is hard to lay down precise rules for that.

But we think,. for example, that first, they

.should review the investment performance of the

trustees and of any investment manager. They

need not formally approve such performance, but

they should assure themselves that there has

been reasonable action by them, and that re-

tention of the trustees and investment managers

is prudent. Secondly, they should consider

the funding policy in the light of the actuarial

requirements. Thirdly, they should consider

any pertinent accountants' reports. Fourthly,

they ought to consult with counsel, directly,

from time to time. And fifthly, they should

meet at least on some regular basis, perhaps

every 6 months, with the named fiduciaries

and with others whom they think they might

have to, in order to get a real feel for what
the situation is, perhaps operating on the

basis of reports every quarter, along with

the 6-month meeting.

"You tie all those things together, and

we think you have a picture that would be

quite reasonable for the protection of your
board, and for reasonably discharging these

responsibilities. "18/

It should be pointed out, of course, that under

both ERISA and common law, the degree of supervision required

of directors in the administration and management of assets

of employee benefit plans depends upon the circumstances

of each case. In this- dohhdction, the-Tollowing stateirtent

of the U.S. Supreme Court, although written 85 years ago

18/ "Insulating the Board of Directors" (panel discussion),

31 The Business Lawyer, special issue (October, 1975).-

208.
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in a different context, would still seem to be applicable:

"It is perhaps unnecessary to attempt to
define with precision the degree of care and
prudence which directors must exercise in the
performance of their duties. The degree of
care required depends' upon the subject to which
it is applied, and each case has to be determined
in view of all the circumstances. They are not
insurers of the fidelity of the agents whom they
have appointed, who are not their agents but the
agents of the corporation; and they cannot be
held responsible for losses resulting from the
wrongful acts or omissions of other directors
or agents, unless the loss is a consequence of
their own neglect of duty, either for failure
to supervise the business with attention or in
neglecting to use proper care in the appointment
of agents."19/

The System of Delegation Under the Plans 

It may be noted that the administrative structure

of the Retirement and Thrift Plans has been carefully de-

signed with the foregoing fiduciary principles in mind.

Responsibility for the general administration of the plans

is placed in the Administrative Board of 26 persons made up

as follows: the President of each of the 12 participating

Federal Reserve Banks (ex officio); one member appointed by

the Board of Governors of the Federal Reserve System- from

the membership of the Board of Governors; and one member

elected from their own number by the plan members at -each

Federal Reserve Bank and the Board of Governors. Under the

by-laws of the plans! the Administrative Board shall

19/ Briggs v. Spaulding, 141 U.S. 133, 146 (1891).

•
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formulate for the plans general administrative policies and

procedures to be implemented by the Executive Committee.

The Board is authorized (subject to approval of the Board of

Governors) to amend, suspend or terminate the plans and

the trusts 'established thereunder, and also to amend the

by-laws.

Subject to the general authority of the Adminis-

trative Board, responsibility for the administration of the

plans and the management of the plan assets is divided

principally between two committees -- the Executive

Committee and the Performance Review Committee.

The Executive Committee is composed of seven

persons, including the Chairman and Vice Chairman of the

Administrative Board, the member of the Administrative Board

appointed by the Board of Governors, and four others ap-

pointed annually by the Administrative Board (at least two

of whom are from its membership).

Under the governing plan documents the Executive

Committee shall supervise, generally, the operations of the:

plans, and between meetings of the Administrative Board

shall possess and may exercise all the powers of the Board

except (i) the power to amend the plans, trusts or by-laws,

and (ii) such other powers as may be specifically reserved

to the Board. The Executive Committee shall cause to be

maintained proper accounts and accounting procedures in
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respect 0 the plans, and shall submit to each employer

ahnual reports on the operations of the plans, which reports

,shall include audited financial statements. The Executive

Committee shall maintain and staff the office of the plans,

and shall arrange for such legal, actuarial, accounting or

other services as it deems appropriate to carry out the

provisions of the plans. The Executive Committee shall have

the exclusive right to interpret the plans and to determine

any question arising in connection with the administration

of the plans. The Executive Committee shall also adopt (and

may change) 'actuarial or other tables that are used in

calculations under the Retirement Plan. However, the in-

terest rate that is used in such calculations shall be deter-

mined by the Administrative Board with the approval of the

Board of Governors.

The Performance Review Committee is composed of

five members, four of whom are appointed by the Presidents

of the Federal Reserve Banks (at least two from their own

number), and the fifth of whom is appointed by the Board of

Governors from its membership. The Performance Review Com-

-mittee-shall instruct the trustee under the plans with

respect to the investment and reinvestment of the funds

received by the trusts. The types of investment media which

the Performance Review Committee is authorized to direct the

trustee to invest in are specified in the respective trust

instruments of the plans. All actions taken by the Executive

•

-
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Committee and the Performance Review Committee shall be

reported to the Administrative Board as soon as convenient.

The plans provide that the Administrative Board,

or the Executive Committee, or the Performance Review Com-

mittee may delegate to any subcommittee, officer, employee

or agent its authority to perform any act pertaining to the

plan or the administration thereof including those matters

involving the exercise of discretion. Pursuant to such

authority, direct responsibility for the investment of plan

assets has been placed in the hands of professional invest-

ment managers (primarily insurance companies, mutual funds

and a commingled pension trust fund of a bank). Also,

responsibility for the performance of certain administrative

functions has been delegated to the office of the plans and

to other qualified persons_

The Trustee (Federal Reserve Bank of New York) is

appointed, and may be removed, by the Administrative Board.

The Trustee through its agent (the office of the plans) makes

investments in accordance with the, directions of the Perform-

ance Review Committee (or the investment adviser if one is

appointed by the PerformanceReview.Committee)r -receives

contributions under the plans, and distributes trust funds

for the exclusive benefit of plan members.

The Responsibilities of Federal Reserve Bank
Directors in Regard to the Plans

By approving and continuing the participation of

their banks in the Retirement and Thrift Plans, the directors
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of the respective Federal Reserve Banks have adopted the

system of delegated authority set forth in the plans, the

trust agreements and the plan by-laws. There would appear to

be no baSis on which to question the legality of this system

of delegation or the qualifications of the persons to whom

authority has been delegated thereunder.

Since under the foregoing system of delegation

the directors of the Federal Reserve Banks are not directly

involved in the day-to-day administration of the plans,

their responsibilities would seem to be limited to a monitor-

ing function, namely, satisfying themselves that tha manage-

ment arrangements are functioning satisfactorily, and taking

prompt action whenever necessary to correct any deficiencies

'therein. Moreover, in carrying out these monitoring responsibil-

ities, the directors are entitled to take into account the .

fact that machinery for supervision and review of all as-

pects of the management of the plans is built into the

system through the provisions relating to the Administrative

Board, the Executive Committee, the Performance Review

-:-.:Committee, the Trustee, the actuary, and the independent

certified public accountants for the plans. The directors

are not required to duplicate the functions that have been

assigned to these delegates under the governing plan docu-

ments. However, it would seem desirable for the directors

at least to review (or to have a qualified person review on
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their behalf) the annual or periodical reports that are
•

prepared by these delegates. They should also engage in

such further review and make such further inquiries as to

the activities and procedures of these delegates as the

directors deem necessary under the circumstances. It

would also seem desirable for the directors to document in

minutes, or in other official records, the steps that they,_

take in carrying out their monitoring functions.

Indemnification and Exoneration

It has become customary for corporations to in-

demnify directors and officers against loss or expense

arising from claims made against them because of actions

taken by them in carrying out their corporate duties, pro-

vided they are not guilty of negligence or bad faith. Simi-

lar indemnification provisions are also customarily in-

cluded in employee benefit plans, and before ERISA many

plans went further and exonerated plan officials and trustees

from liability based upon their actions in such capacities.

ERISA - provides that all such exoneration- provisions-in-Plns

covered by ERISA - are against public-policy -and- therefore :

20/
void. Thus, under ERISA, plan fiduciaries remain liable

to the participants and beneficiaries of a plan for losses

suffered by them as a result of such fiduciaries' violation

20/ Section 410(a) of ERISA.
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of their fiduciary responsibilities. However, the Labor

by the employers and not from plan assets.

Department has ruled that the provision in ERISA that

prohibits exoneration of plan fiduciaries does not preclude

the plan sponsor from indemnifying (or insuring) the fi-

duciaries, so long as the costs of such indemnification

(or insurance) are borne by the sponsor and not by the
21/

plan. It has become quite common for employers that

sponsor employee benefit plans to provide such indemnifi-

cation and insurance for directors and other plan fiduci-

aries directly from employer assets.

The Retirement and Thrift Plans (and related

trusts) contain provisions that both exonerate and indemnify

the members of the Administrative Board, the Executive

Committee, the Performance Review Committee and other plan

officials from liability or expense arising from -their acts

or omissions in connection with the plans, except in the

case of "fraud or willful misconduct." The cost of any

indemnification under these provisions is treated as an

administrative expense of the plans, and is therefore payable
. . • -.7. ̀71 ; :::-. - : '''-'7"...- ....:".....,- ''''' "".- "---..- - --V-A,7--.-7gr."--:47--: ""-'.;1•-...-7-7.

. . _ •
- - _ - -- • :4- ..- : : • .. .1.--7 •-.4.•-:..-7: i, :•-• .:.-:-• -...:-:3•7+..t-..-• • ...-.. •:..7-7.5-:-.-..:.-.-• ... -....--.--.:-.--

-

-• • _ - • - .

- -It would appear that the indemnification pro-2n:
visions of the plans and trusts would be valid under ERISA

21/ ERISA Interpretive Bulletin 75-4, June 4, 1975, 29 CFR
S 2555.75-4, 40 Fed. Reg. 31599 (1975), redesignated
29 CFR § 2509.75-4 (1976).

r -

-
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because, as stated above, the Labor Department has ruled

*that indemnification of plan fiduciaries is permissible

under ERISA provided the cost of the indemnification is

borne by the employer and not by plan assets. On the other

hand, it would appear that if the Retirement and Thrift

Plans were subject to ERISA the exoneration provisions would

be void. As previously stated, however, the plans are not,

subject to ERISA.

It may be noted that the test for indemnification

set forth in the Retirement and Thrift Plans approximates

very closely the results of court decisions in cases in-

volving personal liability of directors. of business or

charitable corporations. These court decisions are summar-

ized as follows in an earlier study prepared for the Ford

Foundation in 1969 by Professor William L. Cary and Mr.

Craig B. Bright:

• . . neither directors nor trustees are
liable under the law for reasonable mistakes
of judgment or for failure to foresee events

_ which are not generally anticipated._

11

trustee may be liable for actual:
but directors have not even been held to that -

standard. As a practical matter the courts •
- require proof of bad faith or grossLotil-fui.:_.. _
neglect before imposing
upon directors of business corporations,
and the little authority in point indicates

that this is true also in respect of directors
of charitable corporations."22/

22/ The Law and the Lore of Endowment Funds, (1969).61. '4

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



The indemnification provisions of the Retirement

and Thrift Plans (and related trusts) do not apply to a

director of a Federal Reserve Bank unless the director

is a member of the Administrative Board, the Executive

Committee or the Performance Review Committee, or is an

officer or agent of the plans. However, a director may

be entitled to indemnification under a by-law (or other

undertaking) of the bank of which he is a director.

ohn P. Persons
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EXHIBIT A

EXTRACTS FROM PROVISIONS OF THE EMPLOYEE
RETIREMENT INCOME SECURITY ACT OF 1974
REGARDING FIDUCIARY RESPONSIBILITY

Section 401 Coverage A-1

Section 402 Establishment of Plan

Section 403 , Establishment of Trust A-2

Section 404 Fiduciary Duties A-4

Section 405 Liability for Breach by
Co-Fiduciary A-5

Section 409 Liability for Breach of
Fiduciary Duty A-7

Section 410 Exculpatory Provisions,
Insurance A-7
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PART 4—FIDUCIARY RESPONSIBILITY .

COVERAGE

Sec. 401. (a) This part shall apply to any employee benefit plan
described in section 4(a) (and not exempted under section 4(b)),
other than—

(1) a plan which is unf‘inded and i maintained by an em-
ployer primarily for the purpose of providing deferred com-
pensation for a select group of management or highly com-
pensated employees; or

(2) any agreement, described in section 736 of the Internal
Revenue Code of 1954,44 which provides payments to a retired
partner or deceased partner or a deceased partner's successor
in interest.

(b) For purposes of this part:
(1) In the case of a plan which invests in any security issued

by an investment company registered under the Investment
Company Act of 1940,45 the assets of such plan shall be deemed
to include such security but shall not, solely by reason of such
investment, be deemed to include any assets of such investment
company.

(2) In the case of a plan to which a guaranteed benefit
policy is issued by an insurer, the assets of such plan shall be
deemed to include such policy, but shall not, solely by reason of
the issuance of such policy, be deemed to include any assets of
such insurer. For purposes of this paragraph:

(A) The term "insurer" means an insurance .company,
insurance service, or insurance organization, qualified to do
business in a State.

(B) The term "guaranteed benefit policy" means an in-
surance policy or contract to the extent that such policy
or contract provides for benefits the amount of which is
guaranteed by the insurer. Such term includes any surplus
in a separate account, but excludes any other portion of a
separate account.
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A-2

a

ESTABLISHMENT OF PLAN

Sec. 402.. (a)(1) Every employee benefit plan shall be estab-
lished and maintained pursuant to a written instrument. Such in-
strument shall provide for one or more named fiduciaries who
jointly or severally shall have authority to control and manage the
operation and administration of the plan.
(2) For purposes of this title, the term "named fiduciary" means

a fiduciary who is named in the plan instrument, or who, pursuant
to a procedure specified in the plan, is identified as a fiduciary

• (A) by a person who is an employer or employee organization with
respect to the plan or (B) by such an employer and such an em-
ployee organization acting jointly.
(b) Every employee benefit plan shall—

(1) provide a procedure for establishing and carrying out a
funding policy and method consistent with the objectives, of the
plan and the requirements of this title,
(2) describe any procedure under the plan for the allocation

of responsibilities for the operation and administration of the
plan (including any procedure described in section 405(c)(1)),
(3) provide a procedure for amending such plan, and for

/identifying the persons who have authority to amend the plan,
and
(4) specify the basis on which payments are made to and

from the plan.
(c) Any employee benefit plan may provide—

• (1) that any person or group of persons may serve in more
than one fiduciary capacity with respect to the plan (Including
service both as trustee and administrator)
(2) that a named fiduciary, or a fiduciary designated by a

named fiduciary pursuant to a plan procedure described in sec-
tion 405(c) (1), may employ one or more persons to render ad-
vice with regard to any responsibility such fiduciary has un-
der the plan; or
(3) that a person who is a named fiduciary with respect to

control or management of the assets of the plan may appeint
an investment manager or managers to manage (including the
power to acquire and dispose of) any assets of a plan.

ESTABLISHMENT OF TRUST

Sec. 403. (a) Except as provided in subsection (b), all assets of
an employee benefit plan shall be held in trust by one or more trus-
tees. Such trustee or trustees shall be either named in the trust
instrument or in the plan instrument described in section 402(a)
or appointed by a person who is a named fiduciary, and upon ac-
ceptance of being named or appointed, the trustee or trustees shall
fiave exclusive authority and discretion to manage and control the
assets of the plan, except to the extent that—

(1) the plan expressly provides that the trustee or trustees
are subject to the direction of a named fiduciary whp is not a
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trustee, in which case the trustees shall be subject to proper
directions of such fiduciary which are made in accordance
with the terms of the plan and which are not contrary to this

- 'title, or
-. (2) authority to manage, acquire, or dispose of assets of the

plan is delegated to one or more investment managers pursu-
ant to section 402(c) (3).

(b) The requirements of subsection (a) of this section shall not

apply-
- (1) to any assets of a plan which consist of insurance con-
tracts or policies issued by an insurance company qualified to

- do business in a State;
(2) to any assets of such an insurance company or any

. assets of a plan which are held by such an insurance corn-__
• .. pany;

(3) to a plan—
(i) some or all of the participants of which are em-

ployees described in section 401(c) (1) of the Internal Reve-
nue Code of 1954; 46 or

(ii) which consists of one or more individual retirement
accounts described in section 408 of the Internal Revenue
Code of 1954,47 to the extent that such plan's assets are
held in one or more custodial accounts which qualify under
section 401(f) 48 or 408(h) 42 of such Code, whichever is
applicable;

(4) to a plan which the Secretary exempts from the require-
ment of subsection (a) and which is not subject to any of the
following provisions of this Act—

(A) part 2 of this subtitle,
(B) part 3 of this subtitle, or
(C) title IV of this Act; or

(5) to a contract established and maintained under section
403(b) of the Internal Revenue Code of 1954 5° to the extent

• that the assets of the contract are held in one or more custodial
accounts pursuant to section 403(b)(7) 51 of such Code.

(e)(1) Except as provided in paragraph (2) or (3) or subsection
(d), or under sections 4042 and 4044 (relating to termination of in-
sured plans), the assets of a plan shall never inure to the benefit
of any employer and shall be held for the exclusive purposes of pro-
viding benefits to participants in the plan and their beneficiaries
and defraying reasonable expenses of administering the plan.
(2)(A) In the case of a contribution which is made by an em-

ployer by a mistake of fact, paragraph (1) shall not prohibit the
return of such contribution to the employer within one year after
the payment of the contribution.
(B) If a contribution is conditioned on qualification of the plan

under section 401, 403(a), or 405(a) of the Internal Revenue Code
•

A-3
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of 1954," and if the plan does not qualify, then paragraph (1) shall
not prohibit the return of such contribution to the employer within
one year after the date of denial of qualification of the plan.
(C) If a contribution is conditioned upon the deductibility of the

contribution under section. 404 of the Internal Revenue Code of.
1954,53 then, to the extent the deduction is disallowed, paragraph
(1) shall not prohibit the return to the employer of such contri-
bution (to the extent disallowed) within one year after the disallow-
ance of the deduction.
(3) In the case of a contribution which would otherwise be an ex-

cess contribsution (as defined in section 4972(b) of .the Internal
Revenue Code of 1954 54) paragraph (1) shall not prohibit a correct-
ing distribution with respect to such contribution from the plan to
the employer to the extent permitted in such section to avoid pay-
ment of an excise tax on excess contributions under such section.
(d) (1) Upon termination of a pension plan to which section 4021-

does not apply at the time of termination and to which this part
applies (other than a plan to which no employer contributions have
been mule) the assets of the plan shall be allocated in a( cordance
with the provisions of section 4044 of this Act, except as otherwise
provided in regulations of the Secretary.
(2) The assets of a welfare plan which terminates shall be dis-

tributed in accordance with the terms of the plan, except as other-
wise provided in regulations of the Secretary.

• FIDUCIARY DUTIES

Sec. 404. (a)(1) Subject to sections 403(c) and (d), 4042, and
4044, a fiduciary shall discharge his duties with respect to a plan
solely in the interest of the participants and beneficiaries and—

(A) for the exclusive purpose of:
(i) providing benefits to participants and their benefici-

aries; and • - •
(ii) defraying reasonable expenses of administering the

plan;
(B) with the care, skill, prudence, and diligence under the

circumstances then prevailing that a prudent man acting in a
like capacity and familiar with such matters would use in the
conduct of an enterprise of a like character and with like aims;
(C) by diversifying the investments of the plan so as to

minimize the risk of large losses, unless under the circum-
stances it is Clearly prudent not to do so; and
(D) in accordance with the documents and instruments gov-

erning the plan insofar as such documents and instruments
• are consistent with the provisions of this title.
.(2) In the case of an eligible individual account plan (as defined

in section 407(d) (3)), the diversification requirement of paragraph
(1)(C) and the prudence requirement (only to the extent sthat it re-
quires diversification) of paragraph (1)(B) is not violated by ac-

A-4 •
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quisition or holding of qualifying employer real property or quali-
fying employer securities (as defined in section 407(d)(4) and (5)).
(b) Except as authorized by the Secretary by regulation, no fidu-

ciary may maintain the indicia of ownership of any assets of a plan
outside the jurisdiction of the district courts of the United States.
(c) In the case of a pension plan which provides for individual

accounts and permits a participant or beneficiary to exercise con-
trol over assets in his account, if a participant or beneficiary exer-
cises control over the assets in his account (as determined under
regulations of the Secretary)—

(1) such participant or beneficiary shall not be deemed to be
a fiduciary by reason of such exercise, and

• (2) no person who is otherwise a fiduciary shall be liable
under this part for any loss, or by reason of any breach, which
results from such participant's or beneficiary's exercise of con-
trol.

LIABILITY FOR BREACH BY CO-FIDUCIARY
Sec. 405. (a) In addition to any liability which he may have un-

der any other provision of this part, a fiduciary with respect to a
plan shall be liable for a breach of fiduciary responsibility of an-
other fiduciary with respect to the same plan in the following cir-
cumstances;

(1) if he participates knowingly in, or knowingly undertakes
to conceal, an act or omission of such other fiduciary, knowing
such act or omission is a breach;
(2) if, by his failure to comply with section 404(a)(1) in the

administration of his specific responsibilities which give rise to
hisztatus as a fiduciary, he has enabled such other fiduciary
to commit a breach; or
(3) if he has knowledge of a breach by such other fiduciary,

unless he makes reasonable efforts under the cirfnunstances
• to remedy the breach.
(b)(1) Except as otherwise provided in subsection (d) and in

section 403(a)(1) and (2), if the assets of a plan are held by two
or more trustees—

(A) each shall use reasonable care to prevent a co-trustee
from committing a breach; and
(B) they shall jointly manage and control the assets of the

plan, except that nothing in this subparagraph (B) shall pre-
clude any agreement, authorized by the trust instrument, allo-
cating specific responsibilities, obligations, or duties among
trustees, in which event a trustee to whom certain responsi-
bilities, obligations, or duties haVe not been allocated shall not
be liable by reason of this subparagraph (B) either individually
or as a trustee for any loss resulting to the plan arising -from
the acts or omissions on the part of another trustee to whom
such responsibilities, obligations, or duties have been allo-
cated.
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(2) Nothing in this subsection shall
 limit any liability that a

fiduciary may have under subsection (a)
 or any other provision of

this part.
(3)(A) In the case of a plan the asset

s of which are held in

more than one trust, a trustee shall not 
be liable under paragraph

(1) except with respect to an act or omis
sion of a trustee of a trust

of which he is a trustee.

(B) No trustee shall be liable under this 
subsection for follow-

ing instructions referred to in section 403(a)(1
).

(c)(1) The instrument under which a pl
an is maintained may ex-

pressly provide for procedures (A) for alloc
ating fiduciary respon-

sibilities (other than trustee responsibilities
) among named fidu-

ciaries, and (B) for named fiduciaries to d
esignate persons other

than named fiduciaries to carry out fiduciary 
responsibilities (other

than trustee responsibilities) under the plan.

(2) If a plan expressly provides for a pr
ocedure described in

paragraph (1), and pursuant to such procedur
e any fiduciary re-

sponsibility of a named fiduciary is allocated 
to any person, or a

person is designated to carry out any such r
esponsibility, then such

'named fiduciary shall not be liable for an a
ct or omission of such

person in carrying out such responsibility except to the extent

that—
(A) the named fiduciary violated section 40

4(a)(1)—

(i) with respect to such allocation or desi
gnation,

(ii) with respect to the establishment or im
plementation

of the procedure under paragraph (1), or

(iii) in continuing the allocation or design
ation; or -

(B) the named fiduciary would otherwise be l
iable in accord-

ance with subsection (a).

• (3) For purposes of this subsection, the term 
"trustee responsi-

bility" means any responsibility provided in the 
plan's trust instru-

ment (if any) to manage or control the assets of
 the plan, other than

a power under the trust instrument of a name
d fiduciary to appoint

• an investment manager in accordance with section
 402(c)(3).

(d)(1) If an investment manager or managers
 have been ap-

pointed under section 402(c)(3), then, notwith
standing subsections

(a)(2) and (3) and subsection (b), no trustee shall be liable

for the acts or. omissions of such investment m
anager or managers,

or be under an obligation to invest or otherwise 
manage any asset

of the plan which is subject to the management of
 such investment

manager.

(2) Nothing in this subsection shall relieve any
 trustee of any

liability under this part for any act of such trust
ee.

••
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LIABILITY FOR BREACH OF FIDUCIARY DUTY
Sec. 409. (a) Any person who is a fiduciary with respect to a planwho breaches any of the responsibilities, obligations, or duties im-posed upon fiduciaries by this title shall be personally liable to makegood to such plan any losses to the plan resulting from each suchbreach, and to restore to such plan any profits of such fiduciarywhich have been made through use of assets of the plan by the fidu-ciary, and shall be subject to such other equitable or remedial reliefas the court may deem appropriate, including removal of such fiduci-ary. A fiducia-:y may alc, be removed for a violation of section 411of this Act.
(b) No fiduciary shall be liable with respect to a breach of fidu-ciary duty under this title if such breach was committed before hebecame a fiduciary or after he ceased to be a fiduciary.

EXCULPATORY PROVISIONS; INSURANCE
Sec. 410. (a) Except as provided in sections 405(b)(1) and 405(d), any provision in an agreement or instrument which purports torelieve a fiduciary from responsibility or liability for any responsibil-ity, obligation, or duty under- this part shall be void as against publicpolicy.

•-• (b) Nothing in this subpart shall -preclude—(1)- a plan from purchasing insurance for its fiduciaries or foritself to cover liability or losses occurring by reason of the actor omission of a fiduciary, if such insurance permits recourse
by the insurer against the fiduciary in the case of a breach of afiduciary obligation by such fiduciary;
(2) a fiduciary from purchasing insurance to cover liabilityunder this part from and for his own account; or
(3) an employer or an employee organization from purchasinginsurance to cover potential liability of one or more persons whoserve in a fiduciary capacity with regard to an employee bene-fit plan.
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EXHIBIT B

EXTRACTS FROM THE JOINT EXPLANATORY
STATEMENT OF THE COMMITTEE OF CON-

FERENCE REGARDING FIDUCIARY
RESPONSIBILITY

House bill and Senate amendment

Fiduciary responsibility rules, in general

Coverage of the labor provisions

Structure of plan administration

Establishment of Plan

Plan contents

Establishment of trust

Liability for breach of co-fiduciary
responsibility, in general

Allocation of duties as co-trustees

Allocation and delegation of duties other
than the management of plan assets

•
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B-2

B-3

B-4

B-4

B-4

B-5

B-6

B-7

B- 8

Investment managers, investment committees, etc. 13-9

Basic fiduciary rules
B-9

Prudent man standard
B-9

Exclusive benefit for employees B-10

Diversification requirement B-11

Certain individual account plans B-12

Transfer of assets. outside of the United States B-13

Civil liability
B-14

Fiduciaries
B-14

Party-in-interest B-14
Exculpatory provisions and liability insurance B-14
Definitions
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V." FIDUCIARY RFSP•ONSTItTLITY (S -r. 4,01-414 AND 2001 OF THE MIL
AN-D SEC. 4975 OF THE IN rERNAL RES-EN-1'E CODE) •

•
House bill and Senate amendment •
The House bill generally includes rules governing the responsibility

of plan fiduciaries only in the labor provisions of the bill (title I).
The labor provisions establish rules governing the basic responsi-
bilities of plan fiduciaries, the. structure of plan administration, and
also establish certain transactions as "prohibited transactions." (Pres-
ent law under the Internal Revenue Code has similar prohibited trans-
action rules, which were unchanged by the House bill.)
Under the House bill, all plan fiduciaries must act. with respect to

th...) plan, in ccord-mice with t. "prudent. man" rule. In addition, plan
fiduciaries generally must diversify plan investments (with certain
.exceptions for profit-sharing plans, etc.. that invest, in employer se-
curities) and must. act for the exclusive benefit of the plan partici-
pants .and beneficiaries. The House bill also provides that all plans
must be in writing, that plan assets generally are to be held in trust,
and that trustees generally are to have the. exclusive authority to man-

• age and control plan assets. However, asset management in certain
• Circumstances may be delegated to qualified investment. managers. The

bill also provides that plan trustees may allocate their responsibilities
if the plan so provides and that in this event rrenerally only the persons
to whom responsibilities have been allocated would, be liable for a
surcharge.
Under the House bill, fiduciaries generally are prohibited from

dealing on behalf of a plan with persons known to be parties-in-interest
unless the dealin7s are for adequate consideration. Also, the bill gener-
ally prohibits fiduciaries from dealing with plan assets for their own
accounts, rc.'ceiving consideration from other parties dealing witli the
plan in a transaction involving the plan, or actin 7 in a transaction in-
volving the plan on behalf of a peon who is adverse, to the plan.

. Under the House bill, a fiduciary is to be pen-xmally liable for losses
to the plan resulting from violations of the fiduciary responsibility
rules.
The Senate amendment includes rules governing fiduciary responsi-

bility in both the labor and tax provisions. The labor provisions of
the amendment., as. in the case of the House bill, deal with the basic

•

9
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• •responsibility of fiduciaries. plan administrators, and structure; also
and these provisions would establish certain transactions as prohibited
transactions. Fiduciaries (end parties-in-interest) are to be personally
liable under the labor provisions for losses sustained by a plan that re-
sult frbin a violation of these rules. The tax provisions of the aznend-
ment also establish prohibited transaction rules (which are nearly iden-
tical to the rules in the labor provisions) which are to be enforced
through an excise tax on parties-in-interest.The Senate amendment rules governing the basic responsibilitiesof plan fiduciaries (e.g., acting with prudence and for the exclusivebenefit of participants and beneficiaries) are similar to the rules ofthe House bill.
With respect to plan administration, the amendment does not re-

quire plan assets generally to be held in trust nor dces it require thatassets be administered by trustees. The amendment would, however,deem plan assets to be. held in trust. Also. the Senate amendment doesnot include provisions similar to those of the House bill with respectto allocation of responsibilities among trustees.Under both the labor and tax provisions of the Senate amendment,plan fiduciaries generally are prohibited. from engaging in specifiedtransactions with parties-in-interest whether or not these transactions•are for adequate consideration. However, the amendment provides foradministrative variances from these prohibitions if certain conditionsare met, and also would provide stetutory exemptions for, e.g.,_ payingreasonable compensation to parties-in-interest for services rendered tothe plan which are necessary for the plan's operation. The amend-1 - ment .also would prohibit a fiduciary from dealing with the planassets on his own account, receiving consideration from other partiesdealing with the plan, and acting on behalf of a person adverse toI the plan. 
..: Fiduciary responsibility rules, in general

1 
The conference substitute establishes rules governing- the conductof plan fiduciaries undee the labor laws (title I) and also establishesrules governing the conduct of disqualified persons (who are generallythe same people as "parties in interest" under the labor provisions)with respect to the. plan under the tax laws (title II). This divisioncorresponds to the basic difference in focus of the two departments.The labor law provisions apply rules and remedies similar to those un-der traditional trust law to govern the 4:onduct of fiduciaries. The taxlaw provisions apply an excise tax on disqualified persons who violate1 the new prohibited transaction rules; this is similar to the approachtaken under the present rules against self-dealing that apply to privatefoundations.
The labor provisions deal with the structure of plan administration,provide general standards of conduct for fiduciaries, and make certainspecific transactions "prohibited transactions" which plan fiduciariesare not to engage in. The tax provisions include only the prohibitedtransaction rules and apply only to disqualified pc mons, not fiduciaries(unless the fiduciary is otherwise a disqualified person and the transac-tion involved him, or the fiduciary benefited from the transaction).To the maximum extent possible, the. prohibited transaction rulesare identical in the. labor and tax provisions, so they will apply in
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•

•

•

the same manner to the same transaction
. (However, there are some

differences, such as not, prohibiting under the
 tax law an act to which

the tax sanction cannot appropriately ap
ply.)

-Coverage of the labor provi-sion.8

The labor fiduciary responsibility rules g
enerally apply to all em-.

ployeo benefit plans (both retirement plan
s and welfare plans) in

or affecting interstate commerce. The usual e
xceptions for government

plans, church plans (which do not elect to have t
he participation, vest-

ing, funding, and insurance rules apply), wo
rkmen's compensation

plans, and nonresident alien plans apply here
 as well as to the other

parts of the rabor provisions. In addition. the lab
or fiduciary rules do

not apply to an unfunded plan primarily dev
oted to providing de-

ferred compensation for a select group of manage
ment or highly com-

pensated. employees. For example, if a "phantom 
stock" or "shadow

stock" plan were to be established solely for the 
officers of a corpora.-

tion, it would not, be covered by the. labor fiducia
ry rules. Also a de-

ferred compensation arrangement solely for ret
iring partners (under

sec. 73G of the Internal Revenue Code) is to be 
exempt, from the fidu-

ciary responsibility rules. Additionally, the f
iduciary responsibility

rules do not apply to a so-called excess benefit p
lan which is unfunded.

Since mutual funds are regulated by the Inves
tment Company Act

of 1940 and, since (under the Internal Revenue
 Code) mutual funds

must be broadly held, it is not considered ne
cessary to apply the

fiduciary rules to mutual funds merely because 
plans invest in, their

shares. Therefore, the substitute provides that t
he mere investment

by a plan in the shares of a mutual fund is not, to b
e sufficient to cause

• the assets of the fund to be considered the asset
s of the plan. (How-

ever, a plan's assets will include the shares of a mut
ual fund held by

the plan.)
The substitute also provides that a mutual fund is n

ot to be consid-

ered a fiduciary or a party-in-interest merely 
because a plan invests

in its share-s.. except that the mutual fund may be a
 fiduciary or party-

in-interest if it acts in connection with a plan 
covering the employees

of the investment company, the investment a
dviser, or its principal

underwriter.
•• An insurance company also is not consider

ed to hold plan assets if

a plan purchases an insurance policy from 
it, to the extent that the

policy provides payments guaranteed by the
 company. If the policy

guarantees basic payments but other paymen
ts may vary with, e.g.,

investment performance. then the variable n
art of the policy and

assets attributable thereto are not to be consi
dered as guaranteed, and

are to be considered as plan assets subject to 
the fiduciary rules. (How-

ever, such assets need not be held in trust under
 the fiduciary responsi-

bility rule.)
Additionally, it is understood that assets plac

ed in a separate account

managed by an insurance company. are sep
arately managed and the

insurance company's paymenis generally are 
basedon the investment

performance ot these particular assets. 'C
onsequently, insurance com-

panies are to be responsible under the general 
fiduciary rules •bvith

respect to ase,ets held under separate account c
ontracts. and the reeec• •ts

of these contracts are to be considered as plan asse
ts (but need not be

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



•

• •

•

held in trust). However, to the extent that insurance companies place
some of their own funds in these separate accounts to provide for con-
tingencies, this separate account "surplus.' is not to be subject to.the
fiduciary responsibility rules.
These rules are to apply with respect to insurance policies issued by

- an insurance company, or by an insurance service or insurance organi-
-zation. The conferees understand that some companies that provide,
e.g., health insurance; are not technically considered as "insurance com-
panies." It is intended that these companies are to be included within
the terms "insurance service or insurance organization." .

Structare of plan administration
EstablLs-luirent of plan.—Under the labor provisions of the confer-

ence substitute, every covered employee benefit plan (both retirement
and AN elfare plan) is to be established and maintained in writing.
A written plan is to be required in order that every employee may, on
examining the plan documents. determine exactly what his rights and
obligations are under the plan. Also, a written plan is required so the
employees may know who is responsible for operating the plan. There-
fore, the plan document is to Novick for the named fiduciaries" who
have authority to control and manage the plan operations and admin-
istration. S. named fiduciary may be a person whose name actually
appears in the document, or may be a person who holds an office speci-
fied in the document, such as the company president. A named fiduci-
ary also may be a person who is identified by the employer or union,
under a procedure set out in the document.. For example, the plan may
provide that the employer's board of directors is to choose the person
who manages or controls the plan. In addition, a named fiduciary may

• be a person identified by the employers and union acting jointly. For
example, the members of a joint board of trustees of a Taft-Hartley
plan would usually be named fiduciaries.
Plan contenty.—Under the labor provisions of the substitute, each

plan is to provide a procedure for establishing a funding policy and
method to carry out the plan objectives. This procedure is to enable
the plan fiduciaries to determine the plan's short- and long-run finan-
cial needs and communicate these requirements to the appropriate per-
sons. For example, with a retirement plan it is expected that under
this procedure the persons who manage the plan will determine
whether the plan has a short-run need for liquidity, (e.g., to pay bene-
fits) or whether liquidity is a long-run goal and investment growth is
a more current need. This in turn is to be communicated to the per-
sons responsible for investments, so that. investment policy can be ap-
propriately coordinated with plan needs. Also, the plan documents are
to set out the basis for contributions to and payments from the plan.
Thus, the plan is to specify what part ( if any) of contributions are
to conic from employees and what part from employers. Also, it is to
specify the basis on which payments are to be made to participants
and beneficiaries.

It is customary for those who manage and control the plan to
allocate their responsibilities and, within limits. designate others to
carry out the daily management of the plan. The. conference sub-
stitute establishes special rules which will enable fiduciaries to con-
tinue to allocate and delegate their responsibilities. Holt-ever; alloca-

• 8-4 1
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Lion or delegation is to be allowed only if the plan provides for it (or

provides procedures for it) in accordance with the terms of the sub-

stitute, as discussed below.
Each plan also is to provide a procedure for amendments and for

identifying who can amend the plan. Additionally, following common

practice, a plan may provide that a person may serve in more than

one fiduciary capacity under the plan, including service both as admin-

istrator and trustee. As described below, the plan may also provide for

the hiring of investment (and other) advisers and investment

managers.
Establishment of trust.—The labor provisions of the substitute

generally provide that all plan assets are to be held in trust by trustees

and also provide that the trustees are to manage and control the plan

assets. Also, the plan trustees are to be appointed in the plan or trust

documents or appointed by a named fiduciary. However, »i order that
persons who act as trustees recognize their special responsibilities with
respect to plan assets, trustees are to accept appointment before they
act in this capacity.

• If the plan provides that the trustees are subject to the direction of

named fiduciaries, then the trustees are not to have the exclusive man-
agement and control over the plan assets, but generally arc to follow
the directions of the named fiduciary. Therefore, if the plan sponsor
is-ants an investment committee to direct plan investments, he may pro-
vide for such an arrangement in the plan. In addition, since investment
decisions are basic to plan operations, members of such an investment
committee are to be named fiduciaries. (For example, the plan could
provide that the investment committee is to consist of the persons who
'serve as the president, vice-president for finance, and comptroller of
the employer.) If the plan so provides, the trustee who is directed by
an investment committee is to follow that committee's directions un-
less it is clear on their face that the actions to be taken under those
directions would be prohibited by the fiduciary responsibility rules of
the bill or would be contrary to the terms of the plan or trust.
In addition (as discussed below), to the extent that the management

of plan assets is delegated to a special category of persons called
"investment managers", the trustee is not to have exclusive discretion
to manage and control the plan assets, nor would the trustee be liable
for any act of such investment manarrer. .
A trust is not to be required in the case of plan assets which con-

sist of insurance (including annuity) contracts or policies issued by
an insurance company qualified to do business in a State (or the Dis-
trict of Columbia). The same exemption will apply to the new section
403(b) custodial account arrangement involving investment in mutual
funds, since these are treated as amounts contributed for an annuity
contract under the tax law. Although thee contracts need not be held
in trust, nevertheless, the person who holds the contract is to be a
fiduciary and is to act in accordance with the fiduciary rules of the
substitute with respect to these contracts. For example. this person is

to-prudently take and keep exclusive control of the contracts, and is to
use prudent care and skill to preserve this property. •
To the extent that plan assets are held by an insurance company

they need not be held in trust. However, to the extent the substitute
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treats assets held by an insurance company as "plan assets", the insur-ance company is to be treated as a fiduciary with respect to the plan,and is to meet the fiduciary standards of the conference substitute.The labor provisions of the substitute also provide that the assetsof H.R. 10 plans (plans for the self-employed and their employees)and individual retirement accounts need not be held in trust to the ex-tent they are held in custodial accounts qualified under the InternalRevenue Code. It is recognized that the substitute generally amendsthe Internal Revenue Code to make use of custodial accounts moreavailable. for all plans, and that this is expected to decrease the. cost ofasset administrStion for many plans. Custodial accounts also may beused by all plans under the labor provisions. However, a plan (whichis not exempt from the trust requirements) that uses a custodialaccount also will have to have a trustee (who can be the plan admin-istrator or sponsor). The plan trustee will have the responsibility forinvestmeet decisions with refeard to the assets aele. the c.ustoe.ian will(as under present. practice)* merely retain custody of these assets.Since the plan sponsor could be the trustee, the costs of plan adminis-tration will remain as low as with the present custodial accountarrangements. but the plan also would have a responsible person. incharge of investment decisions.
A trust, also is not. to be required for a plan not subject to the par-ticipation. vesting and funding provisions of title I. and the plan• termination insurance. provisions, to the extent provided by the Sec-retary of Labor.
Lirdulity for breari; of co-PIP/dory respomibility, in gencral.—Un-der the labor provisions of the conferenee substitute, a fiduciary of aplan Is to be liable for the breach of fiduciary responsibility by an-other .fiduciary of the plan if he knowingly participates in a breachof duty committed by the other fiduciary. Under this rule, the fidu-ciary must know the other person is a fiduciary with respect to theplan, must know that. he participated in the act that constituted abreach. and must know that it was a breach. For example, A and Bare co-trustees, and the terms of the trust provide that they are notto invest, in, e.q., commodity futures. If A suggests to B that B investpart of the plan assets in commodity futures, and if B does so, A, aswell as B. is to be liable for the breach.
In addition, a fiduciary is to .be liable for the breach of fiduciaryresponsibility by another fiduciaryof the plan, if he knowingly under-takes to conceal a breach committed by the other. For the first. fidu-ciaxv to be liable. he must know that the. other is a fiduciary with re-gara to the plan. must know of the act. and must know that it is abreach. For example'. A and B are co-trustees, and 13 invests in com-modity futures in violation of the trust instrument. If B tells hisco-trustee A of this investment. A would be liable with B for breach4;:) fiduciary responsibility if he concealed this investment.Also, if a fiduciary knows that another fiduciary of the plan hascommitted a breach, and the first fiduciary knows that this is a breach,the first fiduciary must take ueasonable steps under the circumstancesto remedy the breach. In the second eximple above, if A has the au-thority to do so. and if it is prudent under the. circumstances, A maybe required to dispoi,e 0f the commodity futures acquired by B. Al-
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ternatiyely, the most appropriate steps in the circumstances may be tonotify.the plan sponsor of the breach, or to proceed to an appropriateFederal court for instructions, or bring the matter to the attentionof the Secretary of Labor. The proper remedy is to be determined bythe facts and circumstances of the particular case, and it may be af-fected by the relationship of the fiduciary to the plan and to the co-fiduciary, the duties and responsibilities of the fiduciary in question,and the nature of the breach.
A. fiduciary also is to be liable for the loss caused by the breach offiduciary responsibility by another fiduciary of the plan if he enablesthe other fiduciary to commit a breach through his failure to exerciseprudence (or otherwise comply with the basic fiduciary rules of thebill) in carrying out his specific responsibilities. For example. A andB are co-trUstees and are to jointly manage the plan asets. A improp-erly allows B•to have the sole custody of the plan assets and makes noinquiry as to his conduct. B is thereby enabled to sell the property andto embezzle the proceeds. A is to be liable for a breach of fiduciary
Allocation of clutie8 of ro-trustees.—Under the conference sub-stitute, if the plan assets are held by co-trustees, then each trustee hasthe duty to manage and control these assets. For example, shares ofstock held in trust by several trustees generally should be registered inthe name of all the trustees, or in the name of the trust. In addition,each trustee is to use reasonable care to prevent his co-trustee fromcommitting a breach of fiduciary duty.• Although generally each trustee must manaze and control the planassets, nevertheless, under the substitute specific duties and responsi-bilities with respect to the management of plan assets may be allo-• eated among co-trustees by the trust instrument. For example, thetrust instrument may provide that trustee A is to manage and control.one-half of the plan assets, and trustee B is to manage and control the-- other half of the plan assets. 

•Also, the trust instrument may provide that specific duties may beallocated by. agmement among the. co-trustees. In this case. however,the conferees intend that the trust instrument is to specifically deline-ate the duties that may be. allocated by agreement of the co-trusteesand is to specify a procedure for such allocation. Also, the trusteesmust act prudently in implementimr such an allocation proeedure.If duties are allocated among co-trustees in accordance with thesubstitute., a trustee to whom duties have not been allocated is not tobe liable for any loss that arises from acts or omissions of the co-trusteeto whom such responsibilities have been allocated.However, a co-trustee will be liable notwithstanding allocation if heindividually fails to comply with the other fiduciary standards. Forexample, a co-trustee would be liable on account of his own acts ifhe did not act in accordance with the prudent man standard and there-by caused the plan to suffer a loss. In addition, the general rules ofco-fiduciary liability are to apply. Therefore. for example, if a trusteehad knowledge of a breach by a co-trustee, he would be liable unlessbe made reasonable efforts to remedy the breach.Under time substitute. it is made clear that if plan assets are held inseparate trusts a trustee of one trust is not responsible as a co-trusteeof the other trust. 
• •
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The conferees understand that under certain circumstances, trust-ees (and other fiduciaries) in discharging their responsibilities inaccordance with the prudent man rule will hire agents to performministerial acts. In this case, the liability of the trustees (and otherfiduciaries) for acts of their agents is to be established in accordancewith the prudent man rule.
Allocation and delegation of duties other than the management ofplan asset3.--4-The substitute a.lso provides for the allocation and dele-gation by fiduciaries of duties that do not involve the management.and control of plan assets.' However, in order that participants andbeneficiaries,setc., may readily determine who is responsible for man-aging a plan, the substitute generally provides that, only "named fi-duciaries" will be able to allocate or delegate their responsibilities.Under the substitute, if the plan so provides, named co-fiduciariesmay allocate their specific responsib:.lities emong themselves, andname," fiduciaries may delegate all or part of their duties (which donot involve asset management) to others. The substitute also providesthat upon proper allocation or delegation fiduciaries will not be liablefor the acts or omissions of the persons to whom duties have been.allocated or delegated.
Allocation or delegation (and the consequent. elimination of liability)can only occur under specific circumstances. The plan must specifically- allow such allocation or delegation, and the plan must expresslyprovide a procedure for it. For example, the plan may provide' thatdelegation may occur only with respect to specified duties, and onlyon the approval of the plan sponsor or on the approval of the jointboard of trustees of a Taft-Hartley plan. Also, in implementing theProcedures of the plan, plan fiduciaries must act prudently and in theinterests of participants and beneficiaries. The fiduciaries also mustact in this manner in choosing the person to whom they allocate ordelegate their duties. Additionally, they must act in this manner incontinuing the allocation or delectation of their duties.In order to act prudently in retaining a person to whom duties havebeen delegated, it is expected that the fiduciary will periodically reviewthis person's performance. Depending upon the circumstances, thisrequirement may be satisfied by formal periodic review (which may beby all the named fiduciaries who have participated in the delegation orby a specially designated review committee), or it may be metthrough day-to-day contact and evaluation, or in other appropri-ate ways. Since .e.ffective review requires that a person's servicesan be terminated, it may be necessary to enter into arrangementswhich the fiduciary can promptly terminate (within the limits ofthe circumstances). •
Even though a named fiduciary has properly delegated his dutiesin accordance with the substitute, he may still be liable for the acts ofa co-fiduciary if he breaches the general rules of co-fiduciary liabilityby, e.g., knowingly concealing a breach of a co-fiduciary.Investment managers, investment committees, etc.—Under the sub-stitute, if the plan so provides, a person who is a named fiduciarywith respect to the control or management of plan assets may appoint

0
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•
a qualifidd investment manager to manage all or part of the planassets. (However, in choosing an investment manager, the namedfiduciary must act. prudently and in the interests of participants andbeneficiaries, and also must net in this manner in continuing theuse of an investment manager.) In this case, the plan trustee would nolonger have responsibility for managing the assets controlled by thequalified investment managereand the trustee would not be liable forthe acts or omissions of the. investment manager. Also. as long as thenamed fiduciary had chosen and retained the investment managerprudentially, the named fiduciary would not be liable for the acts oromissions of the manager. 'Under the substitute. a qualified invest- iment manager may be an investment adviser registered under theInvestment Advisers Act of 1940. a bank (as defined in that Act), oran insurance company qualified to perform investment managementservices under State law in more than one State. To be qualified, theinvestment naaratger also must acknowledge in writing that. he. is aplan fiduciary.
As described above (EstabliWiment of trust). the plan may also pro-vide that the trustee is to be subject to the direction of named fiduci-aries with respect to investment decisions. In this case, if the, trusteeproperly follows the instructions of the named fiduciaries. the trusteegenerally is not to be liable for losses which arise out of followingthese instructions. (The named fiduciaries, however, would be subjectto the usual fiduciary responsibility rules .and would be subject toliability on breach of these rules.)
In addition, a plan may provide that named fiduciaries (or fidu-. ciaries to whom duties have been properly delegated) may employinvestment and other advisers. However, a fiduciary cannot be relievedof his own responsibilities merely because he follows the advice of sucha person. (Also, .investment advisers would be fiduciaries under thesubstitute.)

Basic fiduciary rules
Prudent man $tantlard.—The substitute requires that each fiduciaryof a plan act with the care. skill. prudence. and diligence under the-circumstances then prevailino• that a prudent man actin(r in a like ea- ;.paeity and familiar with such matters would use in conducting. an en- Iterprise of like character and with like nuns. The conferees expect thatthe courts will interpret this prudent man rule (and the other lidu-ciary stan(Iards) hearing in mind the special nature and purpose .ofemployee benefit plans.
Under the Internal Revenue Code, qualified retirement plans mustbe for the exclusivib benefit of the employees and their beneficiaries.Following this requirement. the Internal Revenue Sell ice has devel-oped general rides that govern ti e in of plan as:-ets. includinga requirement that cost must not exceed fair market value at the clineof purchase, there must be a fair return commensurate with the pre-vailing rate, sufficient liquidity must In. maintained to permirtributions. and the :,:ileguar(ls and diversity that a prudent inves-tor wonld adhere to must be present. The von (elves intend that tothe extent that a. filuriary meets the prudent man ride of the iabor pro-visions, he. Vill be deemed to meet these asDeets of the exclusive benefitrequirements under the Internal Revenue Code.

•
F •

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



. Under, the conference substitute, plan fiduciar
ies also must. act in.

accordance with plan documents and instrumen
ts to the extent that

they are consistent with the requirements es
tablished in the bill.

Exclusive benefit for employces.—Under the 
conference substitute

each fiduciary of a plan must act solely in the 
interests of the plan's

participants and beneficiaries and exclusively to 
provide beLeiits to

these participants and beneficiaries (or to pay 
reasonable plan admin-

istrative costs).
Since the assets of the employee benefit plan are to 

be held, for the

exclusive benefit of participants and beneficiaries,
 plan asset.s gen-

erally are not to inure to the benefit of the employer
. However, the

conference substitute allows an employer's contributions
 to be returned

to him in certain limited situations.
An employer's contributions can be returned within 

one year after

they are made to the plan, if made as a mistake of fa
ct. (For example,

an employer may have made an arithmetical error in 
calculating the

amounts that were to be contributed to the plan.) Also
, if an employer

contributes to a plan on the condition that the plan is
 tax-qualified

or on the condition that a current tax deduction is 
allowed for . the

7contribution, and it is later determined that the plan i
s not qualified

(or the deduction is not allowed), the contribution can be 
returned if

the plan provides for it.. In this case, the contribution ca
n be returned

within one year after the disallowance of qualification 
or deduction.

With regard to a disallowance of deductions, contribu
tions can 1)e, re-

. turned only to the extent of the amount for which 
a deduction is

-
denied. (For example. if $100 is contributed on the 

condition it is

deductible and $20 is later determined not to be deduct
ible, only .$20

could be returned, and not $100.) Also with respect 
to quarifica-

• tion, contributions can be returned on the denial of 
initial or of

continuing qualification (in the Case of contributions 
made after

e.g., a plan arnendment).
An employer's contributions under an H.R. 10 plan

 also can be

returned to the employer to the extent permitted to a
void payment

of an excise tax on excess contributions.
Under the labor (but not the tax) provisions of the 

substitute, the

transfer or distribution of the assets of a welfare plan on
 termination

of the plan is to be in accordance with the terms of the
 plan except

as otherwise pres,cribed by regulations of the Secretary of
 Labor. It.

is intended that. the Secretary of Labor would allow the, te
rms of the

plan (or in the case of a plan subject to collective bargaining
, the col-

lective bargaining agreement) to govern such. distribution 
or transfer

of assets except to the extent that implementation of the ter
ms of the

plan or agreement would unduly impair the accrued benefits o
f the

plan participants or would not be in the best interests of the pla
n

participants. Where such distribution or transfer is incidental
 to the

merger of one multiemployer plan with another, it is expected t
hat

the Secretary of Labor would disallow the distribution or transfe
r

only where the merger would reasonably be expected to jeopardize the

ability of the plan to meet its obligations or would otherwise not be

_ in the best interests of the plan participants.
Also, under the labor (but not the tax) provisions of the substitute,

Oil termination of a pension plan to which the plan termination insur-

ance provisions do not apply, the assets of the plan arc to be allocated•
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in accorilanee with the provisions under the plan termination insurance
title of the Act governing: such allocation (as if the plan were covered
by termination insurance), except as otherwise provided in regulations
prescribed by the Secretary of Labor. It is intended that regulations
by the Secretary of Labor in this ease would be similar to the regula-
tions governing y the distribution of assets on termination of a welfare
plan as deseribee-d above.

Dirers;fleut;on 1'eg4revu.itt.—The substitute requires fiduciaries to
diversify plan assets to minimize the risk of large losses, unless under
the circumstances it is clearly prudent not to do so. It is not intended
that, a more stringent standard of prudence be established with the
use of the term "clearly prudent." Instead, by using this term it. is
intended that in an action for plan losses based on breach of the
diversification requirement, the plaintiff's initial burden will be to
demonstrate that there has been a failure to diversify. The defend-
ant then is to have. the burden of demonstratinff that this failure to
diversify was pruoent. The substitute places these relative burdens

• on th,- parties in this matter, because the basic policy is to require I
diversifivation. and if diversification on its face does not exist. then
the burden of justifying failure to follow this general policy should
be on the fiduciary who engages in this conduct.
The degree of investment, concentration that would violate this 

i
requirement to diversify cannot be stated as a fixed percentage. because I
a prudent fiduciary must consider the facts and circumstances of each
case. The factots to be considered include (1) the purposes of the
plan; (2) the amount of the plan assets; (3) financial and industrial
conditions; (4) the type of investment, whether mortgages. bonds 1

• or shares of stock or otherwise; CO distribution as to geographical lo-
cation; (6) distribution as to industries; (7) the dates of maturity. '

• A fiduciary usually should not invest the whole or an unreasonably
large proportion of the trust property in a single security. Ordinarily
the. fiduciary should not invest the whole or an unduly large propor-
tion of the trust property in one type of security or in various types
of securities dependent upon the success of one-enterprise or upon
conditions in one locality, since the effect is to increase the risk of
large losses. Thus. althourrh the fiduciary may be authorized to invest
in industrial stocks, he should not. invest a disproportionate amount. j
of the plan assets in the shares of corporations engaged in a particular
industry. If he is investing in mort!,:terPS on real property he should not
invest a ilisproportionate amount of the trust in mortgages in a par-
ticular (le-trier or on a particular class of property so that a decline
in property values in that district or of that class might cause a large s
loss:
The assets of many pension pin its are managed by one or more invest-

ment managers. For example. (me investment manairer. A. may be re-
sponsible for 10 percent of the assets of a plan and instructed by the • '
named fiduciary or trustee to invest solely in bonds; another invest-
:nent :imager. may be responsible for a different 10 percent of the
tss.ets or Cie Sallie ph' 114 instructed to invest sole: y in equities. Such
arrantrements often result in investment returns which are quite favor- .
able to the plan. its participants, mid its beneficiaries. In these circmn-

• stances, A would invest solely in bonds in accordance with his inst rue-
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tions and would diversify the bond investments in 'accordance with
the diversification standard, the prudent man standard, and all other
provisions applicable to A. as a. fiduciary. Similarly, B would invest
solely in equities in accordance with his instructions and these stand-
ards. Neither A nor B would incur any liability for diversifying assets
subject to their management. in accordance with their instructions.
The conferees intend that, in general, whether the plan assets are

sufficiently diversified is to be determined by examining the ultimate
investment of the plan assets. For example, the conferees understand
that for efficiency and economy plans may invest all their assets in
a single bank or other pooled investment fund. but that the pooled
fund itself could have diversified investments. It is intended that, in
this case, the diversification rule is to be applied to the plan by examin-
ing the diversification of the investments in the pooled fund. The
same is true with respect to investments in a mutual fund. Also,
generally a plan may be invested wholly in insurance or annuity
contracts without violatin7 the diversification rules, since generally
an insurance compary's assets are to be invested in a diversified
manner.
(With respect to special rules regarding diversification of assets and

investment in employer securities. etc.. by certain individual account
plans, see "Employer securities and employer real property," below.)
Certain ind;vidual account plans.—I-nder the substitute, a special

rule is provided for individual account plans where the participant
is permitted to. and in fact does, exercise independent, control over the
assets in his individual account. in this case, the individual is not to
be regarded as a fiduciary and other persons who are fiduciaries with
respect to the plan are .not to be liable for any loss that results from
the exercise and control by the participant or b-eneficiary. Therefore, if
'the participant. instructs the plan trustee to invest the full balanee of
his account in, e.g.. a single stock, the trustee is not to be liable for any
loss because of a failure to diversify or because the investment does
not meet the prudent man standards. However, the .investment must
not contradict the terms of the plan, and if the plan on its face pro-
hibits such investments, the trustee could not follow the instructions
-and avoid liability.

The conferees recognize that there may be difficulties in determining
whether the participant in fact exercises independent control over his
account. Consequently, whether participants and beneficiaries exer-
cise independent control is to be determined pursuant to regulations
prescribed by the Secretary of Labor. The conferees expect that the
regulations will provide more strinrrent standards with respect to de-
termining whether there is an independent exercise of control where
the investments may inure to tha direct or indirect benefit of the plan
Sponsor since, in this case participants might be subject to pressure
with respect to investment. decisions. ( Because of the difficulty of en-
suring that there is independence of choice in an employer established
individual retirement aecount. it is expected thiq the regulations will
generally provide that siifficient independent cont rol will not exist with
respect. to the. acquisiti'en of empioyer securities by participants and
beneficiaries under this type of plan. .i In addition, the conferees ex-
pect that the regulations generally vill require that for there to be

•
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independent control by participants, a broad range of investments
must be available to the individual participants and beneficiaries.
Tramfer of a.s.sets outside of the United States.—In order to prevent

"runaway assets," the labor provisions of the substitute generally pro-
hibit, a fiduciary from transfering or maintaining the indicia of owner-
ship of any plan assets outside the jurisdiction of the district, courts of
the Unito,d States. However, such a transaction may be piffinitted under
regulations issued by the Secretary of Labor.
It is recognized that investment in securities of foreign companies

and governments have been and may well continue to be in the best.
interests of plan participants in appropriate circumstances and with
proper safeguards, and that. the physical transfer of securities back
and forth overFeas may involve unduly high cost. and impose unreason-
able limitations on the investment of plan funds in such securities.
The basic objtxtive of the requirement that the indicia of ownership
remain within the jurisdiction of a United States District Court is
to preclude frustration of adequate fiduciary supervision and remedies
•for breach of trust. However, the risk of misappropriation of plan
assets or their removal beyond the effective process of an American
court is minimal where the assets are. under the management or control
of a bank, trust company or similar institution which is subject to ad-
equate regulation and examination by State or Federal supervisory
agencles. Such an institution would be responsive to legal process and
to the traditional principles of fiduciary responsibility under trust
law. Accordingly, it. is contemplated that the Secretary of Labor will,
as a general rule, grant an exemption to such institutions meting
standards that would assure the safety of plan assets. It is further con-
templated that the Secreztry will issue temporary regulations author-
izing institutions with a history of investing pension funds in foreign
securities as a matter of policy to continue to do so pending formal ac-
tion on an application for exemption.
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Civil ZiabiUty
Fiduciaries.—Under the labor provisions (but not the tax provi-

sions) of the substitute, a fiduciary who breaches the fiduciary require-

ments of the bill is to be personally liable. for any losses to the plan

resulting from this breach. Such a fiduciary is also to b2 liable for re-

storing to the plan any profits which he has made throuqh the use of

any plan asset. In addition, such a fiduciary is to be subject to other

appropriate relief (including removal) as ordered by a court. The

place and manner of bringing civil actions against a fiduciary is de-

scribed below.
Generally, r plan fiduciary is not to be liable for any breach of

fiduciary duty if it occurred before he became a fiduciary or after he -

was no longer a fiduciary.
Party-in-interest.—A party-in-interest who engages in a prohibited

transaction with respect to a plan that is not quali Fled (at the time of

the transaction) under the Internal Eevenue Code may be subject

to a civil penalty of up to 5 percent of the amount involved in the

transaction. If the transaction is not corrected after notice from the

Secretary of Labor, the penalty may be up to 100 percent of the

transaction.
Exculpatory pravisions and liabilitu insurance.—Under the sub-

stitute, exculpatory provisions which relieve a fiduciary from

liability for breach of the fiduciary responsibility rules are to be

void and of no effect. (However. this is no to affect the fiduciary's

ability to allocate or delegate his responsibilities, as described above.)

The substitute also provides, however, that a plan may purchase

insurance for itself and for its fiduciaries to cover liability or loss re-

sulting from their acts or omissions if the insurance permits recourse by
-the insurer against the fiduciaries in case of a breach of fiduciary re-
sponsibility. Also, under the substitute, a fiduciary may purchase in-
surance to cover his own liability, and an employer or union may pur-
chase liability insurance for plan fiduciaries (and these policies need
not provide for recourse).

•
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• Definitions
The substitute defines "fiduciary" as any person who exercises any

discretionary authority or control respecting management of a plan,
exercises any authority or control respecting the management or
disposition of its assets or has any discretionary authority or respon-
sibility in the administration of the plan. Under this definition, fi-
duciaries include officers and directors of a plan, members of a plan's
investment committee and persons who select these individuals. Con-
sequently, th,e definition includes persons who have authority and re-
sponsibility with respect to the matter in question, regardless of their
formal title. The term "fiduciary" also includes any person who renders
investment advice for a fee and includes persons to whom "discre-
tionary" duties have been delegated by named fiduciaries.
While the ordinary functions of consultants and aclv5sers to em-

ployee benefit plans (other than investment advisers) may not be con-
sidered as fiduciary functions, it must be recognized that there will be
situations where such consultants and advisers may because of their
special expertise, in effect, be exercising discretionary authority or
control with respect to the management or administration of such plan
or some authority or control regarding its assets. In stich cases, they
vie to be regarded as having assumed fiduciary obligations within thc.
meaning of the applicable definition.
The labor definition of a "party-in-interest" includes the follow-

ing general categories. (1) Plan administrators officers, fiduciaries,
trustees, custodians, counsel and employees. (2) Persons providing

• services to a plan. (3) The employer, its employees, officers, 'directors.
or 10-percent shareholders. (4) Controlling or controlled parties or
parties under common control (and their employees, officers, directors,
or 10-percent shareholders). (Under the substitute, "control" is gen-
erally defined at 50-percent ownership. However, the Secretary of
Labor and Secretary of Treasury may, by regulation, reduce this per-
centage.) (5) Employee organizations with members covered by the
plan, its employees, its officers and directors and its affiliates (6) Cer-
tain relatives and partners of parties-in-interest are also treated as
parties-in-interest.

• Under the tax provisions, the same general categories of persons
are disqualified persons, with some differences. Although fiduciaries
are disqualified persons under the tax provisions, they are to be subject
to the excise tax only if they act in a prohibited transaction in a capac-
ity other than that of a fiduciary. Also, only highly-compensated em-
ployees are to be treated as disqualified persons, not all employees of
an employer, etc.

•
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Retirement Plan

Section 1. Purpose

1.1. The purpose of this Retirement Plan is to
provide a pension upon retirement and certain
other benefits to eligible employees of the Fed-
eral Reserve System and to encourage em-
ployees to make and continue careers with the
Federal Reserve System.

Section 2. Definitions

For the purpose of this Plan the following
words and phrases shall have the following
meanings:

2.1. "Plan" means this Retirement Plan for
Employees of the Federal Reserve System, as
the same may be amended from time to time.

2.2. "Employer" means any Federal Reserve
Bank, the Board of Governors of the Federal
Reserve System, and the Office of the Plan.

2.3. "Employee" means any person who is in
the regular employment of an employer, but
this term shall not include a part-time employee.
Part-time employee means any employee whose
customary employment is less than 15 hours
per week or less than six months per year.

2.4. "Member" means any person enrolled in
the membership of the Plan as provided in Sec-
tion 3.

2.5. "Retired member" means a former mem-
ber who has been retired under the provisions
of the Plan.

2.6. "Board" means the Administrative Board
provided for in Section 16.

2.7. "Committee" means the Executive Com-
mittee provided for in Section 16. "Performance
Review Committee" means the Performance Re-
view Committee provided for in Section 16.

2.8. "Service" means the most recent period of
an employee's continuous employment as an
employee of an employer subsequent to March
1, 1934. Service shall also include periods of
vacation, authorized leaves of absence, and pe-
riods while a member is in military or public
service, as provided in Section 14.

2.9. "Prior service" means, in the case of a
member who was enrolled in the Plan as of
March 1, 1934, service rendered subsequent to
the attainment of age 21 and prior to March 1,
1934.

2.10. "Membership service" means service
prior to the member's normal retirement date
and subsequent to the date as of which he was
enrolled in the membership of the Plan pursu-
ant to Section 3.

2.11. "Creditable service" means the sum of
membership service and prior service. Credit-
able service shall include periods while a mem-
ber is on a non-military authorized leave of
absence, provided the employer shall continue
its contributions in respect of such member as
provided in Section 15, unless such leave of
absence shall exceed 12 consecutive months.
By special arrangement made in advance and
the payment of any additional costs thereof by
the employer. the Committee in its discretion
may extend the period over which any such
leave of absence may be prolonged in any case.
Creditable service shall also include periods
while a member is disabled as provided in Sec-
tion 12, and may include periods while a mem-
ber is in military or public service as provided
in Section 14. In the case of a member who had
participated in the Board of Governors Plan and
who upon termination of such participation
continued as a member of this Plan, creditable
service shall also include all creditable service
of record in respect of which contributions had
been made to the Trust by the Board of Gov-
ernors of the Federal Reserve System. Periods
of creditable service rendered by a member on
and after March 1, 1934, and prior to the date
he last became a member, which he had lost be-
cause of termination of service or otherwise,
shall be counted as creditable service to the ex-
tent that his service (measured in complete
months) since he last became a member, equals
a portion of any such forfeited creditable ser-
vice. Notwithstanding the provisions of the fore-
going sentence, if a member with five or more
years of creditable service terminated his em-
ployment on or after January 1, 1970 with an
employer and thereafter returned to employ-
ment with an employer before the expiration of
24 full calendar months immediately following
such termination, then such member's credit-
able service shall also include all periods of his
creditable service of record at the time of such
termination of employment.

2.12. "Pension" means the annual payments
for life provided under the Plan.

2.13. "Salary" means the regular basic wages
of an employee of an employer. This term shall
not include any special payments such as, but
not limited to, overtime, deferred compensation
and contributions by an employer under this or
any other benefit plan.

2.14. "Final average salary" means the mr!rn-
bees average annual salary for the five consecu-
tive years of creditable service rendered prior
to his normal retirement date during which his
salary was the highest.

2.15. "Beneficiary" means the beneficiary or
beneficiaries designated by .a member or retired
member pursuant to Section 13 to receive the

4
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amount, tf any, payable under the Plan, on or
after the death of such member or retired
member.

2.16. "Social Security Act" means the Federal
Social Security Act as now in effect or as here-
after amended.

2.17. "Social Security integration level" means,
for a retiring member, the average annual
amount of compensation on which the member's
old age benefits would be computed under the
Social Security Act in effect at the member's
normal or early retirement date if the member
were a male worker age 65 who was retiring at
the beginning of the year and who earned an-
nual compensation for each prior year equal to
the maximum amount of remuneration for em-
ployment which could be considered wages for
such year subject to tax under the Federal In-
surance Contributions Act.

2.18. "Board of Governors Plan" means the
plan provided for in Section 18.

2.19. "Equivalent actuarial value" or "actuarial
equivalent" means a benefit of equivalent value
when computed on the basis of the actuarial
tables and interest rate or rates last adopted for
this purpose under the provisions of Section
16.4.

2.20. "Retirement date" means a member's
normal retirement date as provided in Section
4, unless another retirement date has been
elected in lieu thereof pursuant to that section,
and in that case the term "retirement date"
means the retirement date elected.

2.21. "Trust" means the Trust established in
respect of the Plan by the Agreement and Dec-
laration of Trust made as of March 14, 1934, as
amended.

2.22. "Trustee" means the Trustee or Trustees
of the Trust.

2.23. "Thrift Plan" means the Thrift Plan for
Employees of the Federal Reserve System es-
tablished on January 1, 1970, as amended.

2.24. Wherever used in the Plan the masculine

gender includes the feminine.

Section 3. Membership

3.1. Except as otherwise provided in Section

3.2, each employee of an employer shall be a

member of the Plan as a condition of his em-
ployment.

3.2. An employee shall not be eligible for
membership if he is in the class of temporary

or special employees for which his employer

has requested, and the Committee has gracited,
exclusion.

3.3. Except as otherwise provided in Sections

12 and 14, membership shall cease on the retire-

ment date, death or termination of service of a
member.

3.4. No employee shall be a contributing mem-
ber of the Civil Service Retirement and Disabil-
ity Fund and a member of the Plan at the same
time.

Section 4. Retirement Date

4.1. The normal retirement date of a member
shall be the first day of the month coincident
with or next following his 65th birthday.

4.2. A member may remain in service after his
normal retirement date, for a period of not in
excess of five years, only at the specific request
of his employer from year to year. Notwith-
standing the extension of any member's service
by such a request, the member may be retired
upon written application to the Committee,
made by the member or his employer specifying
a retirement date which is the first day of a
month and which is not less than 30 nor more
than 90 days following the date of the filing of
the application.

4.3. Any member who has completed 10 years
of creditable service may be retired on an early
retirement date upon making written applica-
tion to the Committee specifying an early re-
tirement date which is the first day of a month
and not less than 30 nor more than 90 days
following the date of the filing of the applica-
tion, provided, however, that his pension pay-
ments shall not begin before his attainment of
age 50.

Section 5. Normal Retirement Pension

5.1. A member who retires from service on his
normal retirement date shall be entitled to re-
ceive a normal retirement pension in an amount
equal to:
(a) 1.3 percent of his final average salary not in
excess of the Social Security integration level
plus 1.8 percent of the portion of his final aver-
age salary in excess of such Social Security inte-
gration level, multiplied by his years of credit-
able service; plus

(b) 1 percent of his average annual salary (not
in excess of $15,000 annually) during the 20 con-
secutive years of creditable service rendered
prior to his normal retirement date during which
salary was highest, for each year of prior
service.

5.2. If a member continues in service after his
normal retirement date as provided in Section
4.2, he will be entitled to receive beginning on
his later retirement date the pension provided
under Section 5.1.

Section 6. ' Early Retirement Pension

6.1. A member who retires from service as

2 Retirement Plan
Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



provided in Section 4.3 shall after attainment of
age 50 be entitled to receive an immediate pen-
sion in an amount equal to the pension which
would be payable under Section 5.1 on the basis
of his creditable service to such early retire-
ment date if the member were age 65 at the time
of retirement, multiplied by the applicable fac-
tor set forth below opposite his age on the first
day of the month in which his pension pay-
ments begin (the "determination date"):

I. Age at
determina-
tion date

II. Applicable
factor if the
member's age in
years, plus his
years of credit-
able service,
equal at least

III. Applicable
factor if the
member's years
of creditable
service equal 10

(a) 90 (b) 80

50 .60 .50 .40
51 .64 .54 .43
52 .68 .58 .46
53 .72 .62 .49
54 .76 .66 .52
55 .80 .70 .55
56 .84 .74 .59
57 .88 .78 .63
58 .92 .82 .67
59 .96 .86 .71
60 1.00 .90 .75
61 1.00 .92 .80
62 1.00 .94 .85
63 1.00 .96 .90
64 1.00 .98 .95
65 1.00 1.00 1.00

If at the time of such retirement the sum of the
member's age and years of creditable service
equals less than 90 and more than 80, the appli-
cable factor shall be determined by interpolat-
ing, on the basis of the sum of the member's age
and years of creditable service, between the
factors given in Column 11(a) and Column 11(b)
above for his age at such determination date. If
at the time of such retirement the sum of the
-member's age and years of creditable service
equals less than 80 and he has creditable ser-
vice in excess of 10 years, the applicable factor
shall be determined by interpolating, on the
basis of the sum of the member's age and years
of creditable service, between the factors given
in Column 11(b) and Column III above for his
age at such determination date.

6.2. If a member retires from service on an
early retirement date and the payment of his
pension is deferred until a later date, his pension
shall be determined in the manner prescribed in
Section 6.1, except that the applicable factor
provided for in such section shall h drqermined
as if (i) for purposes of Column I the member's
age on such early retirement date had been
equal to his age at the determination date of his

pension payments, and (ii) for purposes of Col-
umn 11(a) and Column 11(b) the sum of his age
and years of creditable service on such deter-
mination date had been equal to the sum of his
age and creditable service at such early retire-
ment date, provided that the applicable factor
so determined shall in no event be less than the
factor set forth in Column III opposite his age
at the determination date of his pension pay-
ments.

6.3. If a member who is retired prior to his
normal retirement date returns to employment
with an employer before he attains his normal
retirement date, he shall again become a mem-
ber of the Plan and his pension shall be termi-
nated. On his subsequent retirement he shall be
entitled to a pension based on his total credit-
able service, provided that any member who is
so reemployed and subsequently retires under
the Plan within three years after such reemploy-
ment shall be entitled to the pension portion of
his original retirement allowance, plus an ad-
ditional pension based on his creditable service
after his return to employment.

6.4. If a member's service is terminated invol-
untarily by an employer for reasons other than
dishonesty, misconduct or insubordination, and
the sum of his age in years, plus his years of
creditable service, on the date of such termina-
tion equals at least 80, he shall be entitled to
receive in addition to any pension or other bene-
fit he may be entitled to receive pursuant to the
other provisions of the Plan, an amount equal
to one twenty-fourth of his annual rate of sal-
ary on the date of such termination of service,
for each year and fraction of a year of credi-
table service, not in excess of 24 years, such
amount not to exceed the amount of salary he
would have received if he had continued in
service until his normal retirement date at his
rate of salary in effect at the time of such termi-
nation, provided, however, that if such member
is an officer of a Federal Reserve Bank, his
right to receive such payment, and the amount
thereof, up to the maximum provided above,
shall be subject to the approval of the Board of
Governors of the Federal Reserve System. The
Committee shall direct payment of such amount
to the member in one lump cash sum unless an
optional method of payment becomes effective
pursuant to Section 6.5.

6.5. A member entitled to receive a lump cash
sum as provided in Section 6.4 may elect, if the
Committee consents thereto, to have all or a
part of such sum paid and applied for the pur-
chase and delivery to such member of a sin7le
premium immediate or deferred annuity tfixed
»or variable) on his life under a contract issued
by such insurance company and containing such
provisions as the Committee shall designate.
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which contract shall (i) provide for monthly

payments to the member commencing not later
than his normal retirement date, (ii) contain, if
the Committee so determines, provisions which
prevent the cash surrender thereof and which
make the payments due thereunder non-assign-
able, and (iii) provide that the actuarial value of
any payments to a contingent annuitant other
than the spouse of the member shall not exceed
one-half of the actuarial value of the monthly
payments which the member would otherwise
have received without optional modification.
Such election must be filed in writing by the
member with the Committee prior to the 60th
day after the date of the member's termination
of service and prior to the member's receipt of
any payment under this Section 6.5, and may
not be subsequently changed or revoked with-
out the consent of the Committee. The delivery
to such member of such annuity contract shall
constitute a complete discharge of all obliga-
tions of the Plan with respect to the amount of
such lump cash sum so applied.

Section 7. Maximum Amount of Pension

7.1. The pension payable under Section 5.1 (a)
to a member who retires on or after. January 1,
.1973 shall not in any event exceed (before op-
tional modification, conversion or early' retire-
ment reduction) 80 percent of such member's
final average salary.

Section 8. Termination of Service

8.1. If a member's service is terminated other
than by retirement under the Plan or death, no
benefit shall be payable under the Plan in re-
spect of his service or membership preceding
such termination, except as provided in Sections
2.11 and 6.4.
Section 9. Method of Payment
9.1. The pension to which a member is entitled

under the Plan shall be payable to him from the

Trust in monthly installments of approximately

-equal amounts beginning on:

(a) The last day of the month in which the mem-

ber's normal or early retirement date occurs; or

(b) In the case of a member who retired on an

early retirement date and whose pension is de-
ferred—the last day of any month specified by

the member which is subsequent to his early

retirement date but not prior to age 50 nor later

than age 65; or
(c) In the case of a member who has continued

in service beyond his normal retirement date—

the last day of the month in which the earlier

of his termination of service or attainment of

age 70 occurs.
Such installments shall continue for the life of
the retired member, and the last installment
shall be due on the last day of the month during
which his death occurs. If the death of the re-
tired member occurs on any date other than the
'last day of a month, the last installment shall -be

,Prorated amount determined by multiplying
he installment for a full month by a fraction the

numerator of which is the number of days in
such month during which the retired member
was alive and the denominator of which is 30.
A member or retired member may de§ignate a
beneficiary pursuant to Section 13 to receive the
last installment. Notwithstanding anything to
the contrary contained in this Section 9.1, if
optional modification under Section 9.4 has be-
come effective, the provisions thereof shall
apply.
9.2. Notwithstanding the preceding Section

9.1, any pension amounting to less than $10 per

month may be paid in a lump sum of equivalent

actuarial value.

9.3. Written request for the commencement of

a deferred pension must be made to the Com-

mittee by a retired member eligible therefor not

earlier than 60 days prior to the date on which

his pension is to begin and not later than his

67th birthday, or if a member continues in the

service of an employer, not later than the first

day of the month coincident with or next fol-

lowing the date when his service is terminated.

If a retired member fails to make such a request

during such period, his eligibility for a deferred

pension or any other benefit under the Plan

shall terminate. The Committee in its discretion

may accept as timely a request which is not
filed within such period if extenuating circum-

stances prevented such filing.

9.4. A member may elect, subject to the provi-
sions of Section 9.5, to convert his regular pen-
sion to a pension under one of the following
options:

(a) Survivorship options: A reduced pension to
be paid to the retired member for his life and,

after his death, to be continued in full or in part
to his beneficiary for life. The total value of the
pension payable during the lives of the member
and his beneficiary shall be computed to be of
equivalent actuarial value to the member's reg-
ular pension, except that if at the time of retire-
ment a member is age 60 or more, or his age
plus years of creditable service equal 90 or
more, and if he elects a survivorship option for
the benefit of a spouse, parent, brother or sister,
or son or daughter, the pension payable during
his life and the life of his beneficiary shall be
computed at one-half the rate of actuarial re-
duction that would otherwise apply; provided,
however, that if such member elects a survivor-
ship option providing for a continuance to his
beneficiary of more than 50 percent of the re-
duced pension payable to such member, such
lesser rate of reduction shall apply only to the
extent it would have applied if such member

had elected a suivivorship option providing for
the continuance to such beneficiary of 50 per-

cent of the reduced pension payable to the

member.

(b) Other options: An immediate or deferred

pension payable during his life with some other

benefit payable after his death, provided the

total value of the pension during his life and

the succeeding benefit shall be computed to be
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of equivalent actuarial value to the pension or
other benefit which he would have received
without optional modification and provided the
benefit be approved by the Committee.
If a person entitled to receive payments under
this Section 9.4 is a beneficiary other than the
spouse of the member, the actuarial value of the
benefits allocated to such beneficiary shall not
exceed one-half of the actuarial value of the
regular pension which the member would other-
wise have received without optional modifica-
tion on the date of the member's retirement.
No election under this Section 9.4 may be made
which would result in payments to any person
of less than $10 per month.

9.5. Any election or revocation with respect to
either of the above options must be made by
written request of the member on such form as
may be required by the Committee and must be
filed with the Committee by the member prior
to the date that the first payment of the mem-
ber's pension becomes payable pursuant to the
provisions of Section 9.1; provided that such
election shall not be operative if either the mem-
ber or his beneficiary is not living on the mem-
ber's retirement date.

9.6. Notwithstanding the provisions of Sec-
tions 8.1 and 9.5, a member who remains in ser-
vice after his normal retirement date as pro-
vided in Section 4.2 may elect, on such form as
may be required by the Committee, that the
optional form of benefit which he has elected
under the foregoing provisions of this Section 9
shall become payable to his beneficiary in the
event of the member's death after his normal
retirement date but prior to his deferred retire-
ment date, and in such event the' pension pay-
able to the member upon his retirement and the
income payable to his beneficiary upon the
member's death before or after retirement shall
be in the same amount that would have been
payable under the option elected under this
Section 9 if the member had retired when the
election of the option became effective pursuant
to this Section 9.6.

Section 10. Periodic Review of Benefits

10.1. Each year the Committee shall review the
allowances being paid to retired members or
their beneficiaries under the Plan, and at least
once in each three-year period the Committee
shall review the other benefits provided under
the Plan. The Committee shall report the results
of its studies and any proposals for amending
or revising the Plan to the Board.

Section 11. Supplemental Pension for Eligible
Retired Members

11.1. Each retired member who retired before
January 1, 1970 shall be entitled to receive in

addition to the retirement allowance and any
supplemental pension payable to him under the
Rules and Regulations of the Retirement Sys-
tem of the Federal Reserve Banks, as amended
through June 1968, an additional monthly sup-
plemental pension, beginning on the later of (i)
January 1, 1970 or (ii) the date his retirement
allowance begins, in an amount equal to 7 per-
cent of his monthly retirement allowance and
any supplemental pension payable to him under
said Rules and Regulations as amended through
June 1968.

11.2. A supplemental benefit shall be payable
to the beneficiary or estate of any member who
retired or died before January 1, 1970 on whose
account an allowance or other benefit is payable
under said Rules and Regulations, as amended
through June 1968, equal to 7 percent of such
allowance or other benefit payable on or after
January 1, 1970.

11.3. The minimum supplemental pension pay-
able to any such retired member or his bene-
ficiary shall be $1.00 a month.

11.4. Each retired member who retired before
January 1, 1970 and who (i) was at least age 50
on January 1, 1971 or (ii) was retired on account
of disability shall be entitled to receive in addi-
tion to the retirement allowance and any sup-
plemental pension payable to him under the
Plan, an additional monthly supplemental pen-
sion, beginning on the later of (i) January 1,1971
or (ii) the date his retirement allowance begins,
in an amount equal to 5 percent of his monthly
retirement allowance and any supplemental
pension payable to him under the Plan as
amended through November 15, 1971.

11.5. A supplemental benefit shall be payable
to the beneficiary or estate of any member who
retired or died before January 1, 1970 and who
(i) was at least age 50 on January 1, 1971, or
would have been if he had not died, or (ii) was
retired on account of disability and on whose
account an allowance or other benefit is pay-
able under the Plan, equal to 5 percent of such
allowance or other benefit payable on or after
January 1, 1971 under the Plan as amended
through November 15, 1971.

11.6. The minimum supplemental pension pay-
able to any such retired member or his bene-
ficiary under the provisions of Sections 11.4
and 11.5 shall be $1.00 a month.

11.7. Each retired member (i) who retired on
an immediate retirement allowance before July
1, 1952 after age 60, or (ii) who retired involun-
tarily before July 1,1952 after ac,e 50. but before
age 60, or (iii) who rPtirpri before ja:t1,1r-. 1.
1956 because of disability shall receive in ac.di-
lion to the retirement allowance and any sup-
plemental pension payable to him under the Plan
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an additional monthly regular pension begin-
ning on January 1, 1972 of $11.00, plus the lesser
of $7.50 or 7 percent of the regular monthly
retirement allowance payable to him under the
Plan as of August 1960. Such additional
monthly regular pension shall be payable in
the optional form heretofore elected by such
member.

11.8. Each retired member who retired before
January 1, 1971 and who (i) was at least age 50
on January 1, 1972 or (ii) was retired on account
of disability shall be entitled to receive in addi-
tion to the retirement allowance and any sup-
plemental pension payable to him under the
Plan, an additional monthly supplemental pen-
sion, beginning on the later of (i) January 1,
1972 or (ii) the date his retirement allowance
begins, in an amount equal to 4 percent of his
monthly retirement allowance and any supple-
mental pension payable to him under the Plan
as amended through January 1, 1972.

11.9. A supplemental benefit shall be payable
to the beneficiary or estate of any member who
retired or died before January 1, 1971 and who
(i) was at least age 50 on January 1, 1972, or
would have been if he had not died, or (ii) was
retired on account of disability and on whose
account an allowance or other benefit is payable
under the Plan, equal to 4 percent of such
allowance or other benefit payable on or after
January 1, 1972 under the Plan as amended
through January 1, 1972.

11.10. The minimum supplemental pension
payable to any such retired member or his bene-
ficiary under the provisions of Sections 11.8
and 11.9 shall be $1.00 a month.

11.11. Each retired member who're-tired before
January 1, 1973 and who (i) was at least age 50
on January 1, 1973 or (ii) was retired on account
of disability shall be entitled to receive in addi-
tion to the retirement allowance and any sup-
plemental pension payable to him under the
Plan, an additional monthly supplemental pen-
sion, beginning on the later of (i) January 1,
1973 or (ii) the date his retirement allowance
begins, in an amount equal to 5 percent of his
monthly retirement allowance and any supple-
mental pension payable to him under the Plan
as amended through January 1, 1973.

11.12. A supplemental benefit shall be payable
to the beneficiary or estate of any member who
retired or died before January 1, 1973 and who
(i) was at least age 50 on January 1, 1973, or
would have been if he had not died, or (ii) was
retired on account of disability and on whose
account an allowance or other benefit is payable
under the Plan, equal to 5 percent of such al-
lowance or other benefit payable on or after
January 1, 1973 under the Plan as amended
through January 1, 1973.

11.13. The minimum supplemental pension
payable to any such retired member or his ben-
eficiary under the provisions of Sections 11.11
and 11.12 shall be $1.00 a month.

11.14. Each retired member who retired before
January 1, 1973 and who was at „least age 50 on
January 1, 1974 or was retired. on account of• disability shall be entitled to receive in addition
to the retirement allowance and any supplemen-tal pension payable to him under the Plan, an
additional monthly supplemental pension, begin-
ning on the later of January 1, 1974 or the date his
retirement allowance begins, in an amount equalto 6 percent of his monthly retirement allowance
and any supplemental pension payable to him
under the Plan as amended through December 31,
1973. If a retired member entitled to receive such

:additional monthly supplemental pension dies,
or would have been so entitled had he not died,
his beneficiary or estate shall be entitled to
receive a supplemental benefit equal to 6 percent
of any monthly allowance and other benefit
payable to his beneficiary or estate after December
31, 1973 on account of such member under the
Plan as amended through such date. If a member
died in active service before January 1, 1973, his
beneficiary or estate shall be entitled to receive a
supplemental benefit equal to 6 percent of any
monthly allowance payable 'td'his beneficiary or
estate after December 31, 1973 on account of such
member under the Plan as amended through such
date. The minimum monthly supplemental
amount payable under the provisions of this
Section 11.14 shall be $1.00.
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11.15. Each retired member who retired before
July 1, 1974, and who was at least age 50 on
January 1, 1975, or was retired on account of
disability, shall be entitled to receive in addi-
tion to the retirement allowance and any sup-
plemental pension payable to him under the
Plan, an additional monthly supplemental pen-
sion, beginning on the later of January 1, 1975,
or the date his retirement allowance begins, in
an amount equal to 8 percent of his monthly
retirement allowance and any supplemental
pension payable to him under the Plan as
amended through December 31, 1974, provided,
however, that the amount of any such addi-
tional monthly pension payable to such a mem-
ber whose :retirement date was during the first
six calendar months of 1974 shall be 6 percent,
but reduced to the proportion that the number.
of full calendar months in 1974 beginning with
the member's retirement date bears to 12. If a
retired member entitled to receive such monthly
supplemental pension dies, or would have been
so entitled had he not died, his beneficiary or
estate shall be entitled to receive a supplemen-
tal benefit equal to the lesser of 8 percent, or
the percentage applicable to such member if he
had retired during the first six calendar months
of 1974, of any monthly allowance and other
benefit payable to his beneficiary or estate after
December 31, 1974 on account of such member
under the Plan as amended through such date.
If a member died in active service before July
1, 1974, his beneficiary or estate shall be en-
titled to receive a supplemental benefit equal to
8 percent of any monthly allowance payable to
such beneficiary or estate after December 31,
1974 on account of such member under the
Plan as amended through such date, provided,
however, that the amount of any such supple-
mental benefit payable on behalf of such a
member who died during the first six calendar
months of 1974 shall be 6 percent, but reduced
to the proportion that the number of calendar
months or parts thereof in 1974 beginning with
the calendar month in which the member died
bears to 12. The minimum monthly supplemen-
tal amount payable under the provisions of this
Section 11.15 shall be $1.00.

11.16. Each retired member who retired before
July 1, 1975, and who was at least aged 50 on
January 1, 1976, or was retired on account of
disability, shall be entitled to receive, in addi-
tion to the monthly amount of retirement allow-
ance and any supplemental pension payable to

him under the Plan as amended through De-
cember 31, 1975, an additional monthly supple-
mental pension beginning on the later of January
1, 1976 or the date his retirement allowance
begins, in an amount equal to the applicable
percentage of such monthly amount that is set
forth in the following table in accordance with
the month in which his retirement date occurred:

Applicable
Month percentage Month

Applicable
percentage

Any month
before 1975...5.0

January 1975 . . .4.5
February 1975 ..4.0

March 1975 ....3.5
April 1975 3  0
May 1975 2  5
June 1975 2  0

If a retired member entitled to receive such
monthly supplemental pension dies, or would
have been so entitled had he not died, his bene-
ficiary or estate shall be entitled to receive, in
addition to any monthly allowance or other
benefit payable to such beneficiary or estate
after December 31, 1975, on account of such
member under the Plan as amended through
such date, a supplemental benefit in an amount
equal to the applicable percentage of such
monthly allowance or other benefit that is set
forth in the table above in accordance with the
month in which such deceased member's retire-
ment date occurred. If a member died in active
service before July 1, 1975, his beneficiary or
estate shall be entitled to receive, in addition to
any monthly allowance payable to such bene-
ficiary or estate after December 31, 1975, on
account of such member under the Plan as
amended through such date, a supplemental
benefit in an amount equal to the applicable
percentage of such monthly allowance that is
set forth in the table above in accordance with
the month in which the member died. The mini-
mum monthly supplemental amount payable
under the provisions of this Section 11.16 shall
be $1.00.
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Section 12. Death and Disability

12.1. Upon the death of a member (i) who is in
active service and who has not elected the
optional form of benefit provided under Section
9.6 or (ii) who is disabled and receiving pay-
ment under an employer's long-term disability
insurance program, the Committee shall direct
payment to his beneficiary of one lump cash
sum (not in excess of S50,000) equal in amount
to the annual rate of the salary of the member
at the time of his death raised, if not a round
thousand, to the next higher thousand dollars.

12.2. A member may elect, if the Committee
consents thereto, that the death benefit, if any,
payable to his beneficiary under the provisions
.of Section 12.1 be paid in approximately equal
amounts in monthly installments over any pe-
riod not exceeding 10 years, such installment
payments to include interest at the rate adopted
for this purpose in accordance with the provi-
sions of Section 16.4.

12.3. A beneficiary entitled to receive a lump
cash sum as provided in Section 12.1 may, with
the consent of the Committee, elect one or more
of the following optional methods of payment:
(a) The payment of all or a part of such lump
cash sum in approximately equal amounts in
monthly installments over any period not ex-
ceeding 10 years, such installment payments to
include interest at the rate adopted for this
purpose in accordance with the provisions of
Section 16.4; or
(b) The purchase with all or a part of such lump
cash sum and delivery to such beneficiary of a
single premium immediate or deferred annuity
on the life of the beneficiary under a contract
issued by such insurance company and contain-
ing such provisions as the Committee shall
designate, which contract shall (i) provide for
monthly payments to the beneficiary commenc-
ing not later than the end of the calendar year
next following the date of death of the member.
and (ii) contain; if the Committee so determines,
provisions which prevent the cash surrender
thereof and which make the payments due
thereunder non-assignable, and (iii) provide that
the actuarial value of any payments to a con-
tingent annuitant other than the spouse of the
member shall not exceed one-half of the actu-
arial value of the monthly payments which the
beneficiary would otherwise have received with-
out optional modification.

Such election or elections must be filed in writ-
ing by the beneficiary with the Committee prior
to the 60th day after the date of the member's
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death and prior to the beneficiary's receipt of
any payment under Section 12.1, and may not
be subsequently changed or revoked without
the consent of the Committee. The delivery to
such beneficiary of such annuity contract shall
constitute a complete discharge of all obliga-
tions of the Plan with respect to the amount of
such lump cash sum so applied.

12.4. In any case where the benefit payable
upon the death of a member under the provi-
sions of this Section 12 is to be paid or is being
paid in installments to a beneficiary designated
by the member and such member has not desig-
nated any effective method of payment of such
installments thereof on the death of such bene-
ficiary, such beneficiary shall have the right to
designate by writing filed with the Committee
a person or persons to receive the balance of
such installments otherwise payable to the
estate of such beneficiary upon or after such
beneficiary's death. In the absence of such des-
ignation by the beneficiary designated by the
member, such balance shall be payable to the
estate of such beneficiary.

12.5. A member who is disabled and receiving
payments under dn employer's long-term dis-
ability insurance program shall continue to ac-
crue creditable service under the Plan until he
attains his normal retirement date or elects an
early retirement pension, and his annual rate
of salary at the onset. of his disability shall be
deemed to be his annual salary for purposes of
the Plan during such period. No pension shall
be payable to or on account of such member
while he is receiving such long-term disability
insurance payments.

Section 13. Designation of Beneficiaries
13.1. Each member or retired member shall file,
at such office as the Committee may from time
'to time designate, a written designation of a
beneficiary or beneficiaries who shall be en-
titled to receive the amount, if any, payable
under the Plan on or after his death. The mem-
ber or retired member may from time to time
revoke or change his beneficiary designation
without the consent of any prior beneficiary by
filing a new designation at such office. The last
such designation received by such office shall be
controlling, provided, however, that no designa-
tion, or change or revocation thereof, shall be
effective unless received at such office prior to
the member's or retired member's death, and in
no .event shall it be effective as of a date prior
to such receipt.

13.2. If at the time of a member's or retired
member's death such a beneficiary designation
is in effect, the amount, if any, payable under
the Plan shall be clistrib;:ted in accordance with
the Plan to the beneficiary designated. If no such
beneficiary designation is in effect at the time of

a member's or retired member's death, or if no
designated beneficiary survives the member or
retired member, the payment of such amount
shall be made to the member's or retired mem-
ber's estate. If the Committee is in doubt as to
the right of any person to receive such amount,
the Committee may direct the Trustee to retain
such amount, without liability for any interest
thereon, until the rights thereto are determined,
or the Committee may direct the Trustee to pay
such amount into any court of appropriate juris-
diction and such payment shall be a complete
discharge of the liability of the Plan and the
Trust therefor.

Section 14. Military and Public Service

14.1. Any member whose employment with an
employer is terminated by reason of his entry
into (i) service in the Armed Forces of the United
States, or (ii) service for a period of not more
than five years deemed by his employer to be
in the public interest, may be granted substan-
tially the same pension he would have been en-
titled to receive if he had continued in employ-
ment with the employer during the period of
such military or public service and had con-
tinued to receive the salary he had been receiv-
ing at the time of such termination of employ-
ment. provided that his employer shall pay to
the Plan the amount required to cover the full
cost of any such pension. Such pension shall
be provided by an employer under general rules
of uniform application to all its members, from
time to time prescribed by the Committee.

Section 15. Contributions by the Employers

15.1. Each employer shall contribute to the
Plan monthly, or at such other intervals as may
be agreed upon with the Committee, such
amounts as are necessary to maintain the Plan
on a sound actuarial basis, as determined by the
Committee. This contribution shall be known
as the "normal contribution."

15.2. All monies, securities or other property
received as contributions under the Plan shall
be delivered to the Trustee under the Trust, to
be managed, invested, reinvested and distrib-
uted in accordance with the Plan, the Trust and
any agreement with an insurance company or
other financial institution constituting a part of
the Plan and Trust.

Section 16. Administration of the Plan

16.1. The general administration of the Plan
shall be placed in an Administrative Board
which shall be known as the "Administrative
Board of the Retirement Plan for Employees of
the Federal Reserve System." The Beard T' ay
adopt for the Plan hy-laws not inconsitr.mt
with the provisions of the Plan or Trust and
shall have such duties and exercise such powers
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as are provided in the Plan, Trust or by-laws.

The Board shall have the power, subject to the

provisions of the Trust, to appoint from time to

time a successor Trustee or Trustees as the

Board shall, in its sole discretion, determine.

16.2. The by-laws shall provide for an Execu-

tive Committee which shall have such duties

and exercise such powers as are provided in the

Plan, Trust or by-laws.

16.3. The Committee shall have the exclusive
right to interpret the Plan and to determine any
question arising under or in connection with
the administration of the Plan. Its decision or
action in respect thereof shall be conclusive and
binding upon all persons having an interest in
the Trust or under the Plan or under any agree-
ment with an insurance company or other finan-
cial institution constituting a part of the Plan
and Trust.

16.4. The Committee shall adopt and may
change from time to time, actuarial or other
tables which shall be used in calculations under
the Plan. The actuary selected by the Committee
shall make an annual actuarial valuation or the
Plan's benefit programs, and on the basis thereof

shall recommend to the Committee contribution

rates for its adoption. At least once in each five-

year period the actuary selected by the Commit-

tee shall make an actuarial study of the mortal-

ity, service and compensation experience of the

members of the Plan, including such calcula-

tions as may be necessary to determine whether

the Plan is fully funded on the assumption of

immediate termination, and shall report the re-

sults of its study to the Committee. The Board

may, with the approval of the Board of Govern-

ors of the Federal Reserve System, adopt and
change from time to time the interest rate or

rates which shall be used in all calculations

under the Plan.

16.5. The by-laws shall provide for a Perform-

ance Review Committee which shall have such

duties and exercise such powers as are provided

in the Plan, Trust or by-laws.

16.6. The Board or the Committee or the Per-

formance Review Committee may delegate to

any subcommittee, officer, employee or agent

its authority to perform any act pertaining to

the Plan or the administration thereof including,

without limitation, those matters involving the

exercise of discretion.

16.7. The members of the Board and of the

Committee and of the Performance Review

Committee shall serve without compensation.

but shall be reimbursed for any reasonable ex-

penses incurred in their capacities as members

of the Board and of the Committee and of the
Performance Review Committee. No bond or

other security need be required of the Board or

any member of the Board in any jurisdiction.

No member of the Board or of the Committee or

of the Performance Review Committee, officer

or employee of the Plan shall be personally

liable by virtue of any contract or other instru-

ment executed by him or on his behalf in such

capacity nor for any mistake of judgment made

in good faith. In the absence of fraud or willful

misconduct, no member of the Board or of the

Committee or of the Performance Review Com-

mittee, officer or employee of the Plan shall

incur any liability whatsoever for anything done

or omitted to be done by him or by a duly

authorized agent in connection with the Plan;

and each employer, other than the Office of the

Plan, by its adoption of the Plan, agrees jointly

with the other employers to indemnify and save

harmless each member of the Board or of the

Committee or of the Performance Review Com-

mittee, officer or employee of the Plan against

any cost or expense (including counsel fees) or

liability (including any sum paid in settlement

of a claim with the approval of a majority of

the employers, other than the Office of the Plan)

arising out ot any act or omission to act as such

member of the Board or of the Committee or

of the Performance Review Committee, officer

or employee of the Plan, except in the case of

fraud or willful misconduct. Any sum paid by
an employer by reason of such indemnification
agreement shall be deemed an administrative
expense of the Plan and shall be allocated
among the employers, other than the Office of
the Plan, as the Committee, in its sole discre-
tion, shall determine.

16.8. The Board and the Committee and the
Performance Review Committee shall have no
duty to see that contributions received by the
Trustee under the Plan comply with the provi-
sions of the Plan or to enforce payment of any
contribution under the Plan.

16.9. The expenses of administering the Plan
including (i) the fees and expenses of the
Trustee for the performance of its duties under
the Trust, (ii) the expenses incurred by the
members of the Board and of the Committee
and of the Performance Review Committee, and
by the Office of the Plan, in the performance of
their duties under the Plan (including reason-
able compensation for agents and cost of ser-
vices rendered in respect of the Plan), (iii) any
expenses paid by an employer pursuant to Sec-
tion 16.7, and (iv) all other proper charges and
disbursements of the Trustee or the members
of the Board and of the Committee and of the
Performance Review Committee. and of the
Office of the Plan, shall he borne by the employ-
ers in such proportions as shall be determined
by the Committee based upon the inclusion in
the Plan of the employers' respective em-
ployees.
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Section 17. Termination of Employer

Participation

17.1. Any employer may terminate its partici-

pation in the Plan effective as of the last day of

any month by giving the Committee prior writ-

ten notice in which the employer specifies a

termination date which is at least 90 days sub-

sequent to the date such notice is given to the

Committee.

17.2. The Board may terminate any employer's

participation, as of a termination date specified

by the Board, for the failure of the employer to

make proper contributions or to comply with

any other provision of the Plan within 90 days

after notice and demand by the Board. Upon

complete and final discontinuance of an em-

ployer's contributions, its participation shall

automatically terminate and its termination date

shall be a date specified by the Board which is

within 90 days subsequent to the last day that

the employer's contributions to the Trust were

paid.

17.3. In the event of any such termination or

upon the complete and final discontinuance

of an employer's contributions under the Plan,

the Committee shall direct the Trustee to apply

such portion of the assets of the Trust as an

actuarial valuation shall indicate is needed to

purchase a contract or contracts from an insur-

ance company or companies, or otherwise pro-

vide, for the payment of all benefits accrued to

such termination or discontinuance date to each

member of the Plan who is an employee or

retired employee of such employer, provided,

however, that if the assets of the Trust attribut-

able to the contributions of such employer are

insufficient to purchase such contracts, or

otherwise provide, for such accrued benefits,

the Committee shall first notify the employer in

writing of the amount of any such insufficiency,

and within 30 days after receipt of such notifi-

cation the employer shall contribute to the

Trust sufficient funds to compensate for any

such insufficiency. Within the six months next

following such termination or discontinuance

date each member of the Plan who is an em-

ployee of such employer shall have the right to

notify the Board in writing of his desire to

withdraw from the membership of the Plan,

and upon such withdrawal he shall be entitled

to receive an amount equal at such time to the

actuarial value of the benefits accrued to him

under the Plan to such termination or discon-

tinuance date, such amount in the case of an

employee who is a member of the Board of

Governors Plan to include the return of his own

contributions with applicable interest. The

Trustee shall pay such amount to such with-

drawing member in one lump cash sum, in in-

stallments over a period not exceeding 10 years,

or as an immediate or deferred annuity, as the

Committee, in its sole discretion, shall determine.

17.4. Any such payment shall be a complete

discharge of all liabilities of the Trust with re-

spect to the member's membership and his em-

ployer's participation. If a person entitled to a

sum under Section 17.3 dies on or after his

employer's termination or discontinuance date

and prior to the full payment thereof, the re-

mainder of such sum shall be paid in one lump

cash sum to his estate.

Section 18. Employees of Board of Governors

18.1. In order that employees of the Board of

Governors may be accorded financial benefits

comparable to those granted to employees who

are subject to the Civil Service Retirement Act,

every employee of the Board of Governors to

whom this section is applicable shall be en-

titled to receive such special benefits in lieu of

the benefits provided for by Sections 5, 6.4, 11

and 12 and shall be required to make such

special contributions as may be provided for in

such plan as may be established by resolution

of the Board of Governors.

18.2. This section shall be applicable to every

employee of the Board of Governors who is a

participant in the Board of Governors Plan ac-

cording to its terms, but shall not be applicable

to any member with creditable service in this

Plan without his consent.

18.3. The Board of Governors Plan, as from

time to time amended by the Board of Gov-

ernors, shall be filed with the Committee and

shall be administered and managed as an in-

tegral part of this Plan, and the provisions of

this Plan, as amended from time to time, shall

be applicable to the operations of the Board of

Governors Plan except to the extent that they

are inconsistent with the provisions of the

Board of Governors Plan.

18.4. The Committee shall from time to time

adopt a rate or rates of contribution for all

benefits and other expenses for all members

who are participants in the Board of Governors

Plan in accordance with the terms thereof: and

the Board of Governors shall, from the funds

available for its expenses, make contributions

to the Plan (in lieu of those required by Section

15) monthly or at such other intervals as may

be agreed upon with the Committee, in such

amounts as are calculated by the use of such

rate or rates to be sufficient to provide all bene-

fits to which each participant in the Board of

Governors Plan is entitled under such Plan and

which are not provided by the contributions

made by him.

18.5. The Board of Governors Plan may he ter-

minated by the Board of Governors aftPr 99

days' notice to the Committee, and thereupon

employees who are participants in the Board of
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Governors Plan immediately prior to such ter-
mination shall continue as members of this Plan
under the provisions of all of the other sections
of this Plan as then existing. No modification in
the Board of Governors Plan shall be adopted
which would require any participant to pay an
increased rate of contribution unless approved
by a majority of the existing active participants
in the Board of Governors Plan and no such
modification or termination shall be made xvhich
will reduce the then accrued benefits of the
existing active, inactive or retired participants
in the Board of Governors Plan, or reduce the
then accumulated reserves held therefor; but
changes in contribution rates, benefits or re-
serves which result from changes in the Civil
Service Retirement Act shall not be considered
to be modifications in the Board of Governors
Plan within the meaning of this sentence.

18.6. In order that there be no duplication of
benefits, no pension shall be payable under this
Plan in respect of any creditable service for
which a benefit is payable under the Board of
Governors Plan.

18.7. Notwithstanding the provisions of Sec-
tion 19 the Board or the Committee shall have
authority to take any and all actions necessary
or convenient to carry out the provisions of this
Section 18 and to determine any questions
which may arise as to the interpretation of the
provisions pf the Board of Governors Plan.

Section 19. Amendment or Termination of the
Plan and Trust

19.1. The Board may, with the approval of the
Board of Governors of the Federal Reserve Sys-
tem, amend, suspend or terminate the Plan or
the Trust at any time in whole or in part and for
any reason and without the consent of any em-
ployer, member or beneficiary. Each employer
by its adoption of the Plan shall be deemed to
have delegated this authority to the Board. No
amendment, however, shall be adopted which
would:

(a) require any member to make contributions
under the Plan unless such amendment shall be
approved by a majority of the members of the
Plan; or

(b) reduce the then accrued benefits of the mem-
bers or retired members or reduce the then ac-
cumulated reserves held therefor, except to the
extent that such amendment is, in the opinion
of the Board, necessary or desirable to main-
tain the Plan and the Trust as a. qualified plan
and trusj which meet the requirements of Sec-
tions 401(a) and 501(a), respectively, of the
Federal Internal Revenue Code as now in effect
or hereafter amended, or any other applicable
provisions of the federal tax laws, as now in
effect or hereafter amended or adopted, and the
regulations issued thereunder; or

(c) permit any part of the assets of the Trust
(other than such part as is required to pay taxes,
if any, and expenses of the Plan and Trust) to
be used for or diverted to any purpose other
than for the exclusive benefit of the members.
retired members and beneficiaries under the
Plan, prior to the satisfaction of all liabilities
with respect thereto.

19.2. Subject to the provisions of Section 19.1,
any amendment, suspension or termination of
any provision of the Plan may be made retro-
actively, if necessary or appropriate, to qualify
or maintain the Plan and the Trust as a plan
and trust meeting the requirements of Sections
401(a) and 501(a). respectively, of the Federal
Internal Revenue Code as now in effect or here-
after amended, or any other applicable provi-
sions of the federal tax laws, as now in effect
or hereafter amended or adopted, and the regu-
lations issued thereunder.

19.3. Notice of any amendment, suspension or
termination of the Plan shall be given by the
Board to the Trustee and all employers and,
except for changes which do not adversely af-
fect their interests, shall also be given to all
members.

19.4. In the event the Plan is terminated, any
surplus remaining in the Trust Fund after the
payment of all expenses and after the satisfac-
tion of all liabilities accrued t,o the date of such
termination with respect to the members, re-
tired members and their beneficiaries under the
Plan shall, upon receipt of the approval of the
Internal Revenue Service, revert ratably to each
employer in such manner and in such propor-
tion as the Board, in its sole discretion, shall
determine.

Section 20. Special Limitations

20.1. In order to qualify the Plan and the Trust
as a qualified plan and trust under the Federal
Internal Revenue Code, the benefits to be pro-
vided to certain members will be subject to the
limitations set forth in this Section 20.

20.2. The provisions of this Section 20 shall
apply to any member who on any "Commence-
ment Date" is one of the 25 highest paid em-
ployees of his employer and whose anticipated
pension commencing at his normal retirement
date and provided by contributions of his em-
ployer will be in excess of $1,500 annually.
Commencement Date for purposes of this Sec-
tion 20 shall mean July 1, 1964, or the effective
date of any subsequent amendment to the Plan
which increases the benefits of the Plan.

20.3. Notwithstanding any other provision of
the Plan, If during the first 10 years following a
Commencement Date an employer's participa-
tion in the Plan is terminated, or the full current
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costs of such employer have not been met, the
amount of contributions for funds attributable
thereto) by such employer which may be ap-
plied for the benefit of any such member shall
be limited so that such amount so applied under
the Plan shall not exceed the largest of:

(a) The employer's contributions for funds at-
tributable thereto) which would have been ap-
plied to provide benefits for the member if the
Plan, as in effect on the day immediately pre-
ceding the Commencement Date, had been con-
tinued without change; or
(b) $20,000; or
(c) The sum of (i) the employer's contributions
(or funds attributable thereto) which would
have been applied to provide benefits for the
member if the Plan had been terminated on the
day immediately preceding such Commence-
ment Date, plus (ii) an amount computed by
multiplying the smaller of 810,000 or 20 percent
of the member's average annual salary during
his last five years of service, by the number of
years since such Commencement Date.

20.4. The full current costs of the Plan with re-
spect to any employer shall be deemed to have
been met for the purpose of this Section 20 as
long as the unfunded costs for benefits payable
to its employees do not exceed the amount of
such unfunded costs on the date as of which
they were initially determined, plus any addi-
tional unfunded cost on account of any subse-
quent amendment to the Plan on the Com-
mencement Date. If the foregoing limitations
become applicable because such costs have not
been met, they shall apply until such costs have
been met. If at the end of the first 10 years fol-
lowing a Commencement Date the full current
costs are not met, the foregoing limitations shall
continue to apply until the full current costs are
funded for the first time. Such limitations shall
not restrict either the payment of any monthly
pension due prior to the 90th day after termina-
tion of an employer's participation (or a failure
to meet full current costs), or the payment of
benefits to an employee's beneficiary at any
time if such payment shall have commenced
prior to the date of such termination of such
participation (or a failure to meet full current
costs).

Section 21. General Limitations

21.1. Membership in the Plan shall not give any
employee the right to be retained in the employ-
ment of his employer and shall not affect the
right of the employer to dismiss any employee.

21.2. The Trust shall be the sole source of
benefit payments under the Plan and the em-
ployer, the Board and the Committee and the
Performance Review Committee assume no lia-
bility or responsibility for such payments, and
each member or beneficiary who shall claim the

right to any payment under the Plan shall be
entitled to look only to the Trust for such pay-
ment.

21.3. If the Committee shall find that any per-
son to whom any amount is payable under the
Plan is unable to care for his affairs because of
illness or accident, or is a minor, or has died,
then any payment due him or his estate (unless
a prior claim therefor has been made by a duly
appointed legal representative) may be paid to
his spouse, a child, a relative, an institution
maintaining or having custody of such person,
or any other person deemed by the Committee
to be a proper recipient on behalf of such per-
son otherwise entitled to payment. Any such
payment shall be a complete discharge of the
liability therefor of the Plan and the Trust.

21.4. Except insofar as applicable law may
otherwise require, and except as the Board of
Governors Plan may otherwise provide, no
amount payable to any member, retired member
or beneficiary at any time under the Plan and
the Trust shall be subject in any manner to
alienation by anticipation, sale, transfer, ass4m-
ment, bankruptcy, pledge, attachment, charge
or encumbrance of any kind, and any attempt
to alienate, sell, transfer, assign, pledge, attach,
charge or otherwise encumber any such amount,
whether presently or thereafter payable, shall
be void, and the Trust Fund shall in no manner
be liable for or subject to the debts or liabilities
of any person entitled to any amount payable
under the Plan and Trust; and if any person
shall attempt to, or shall, alienate, sell, trans-
fer, assign, pledge, attach, charge or otherwise
encumber any amount payable under the Plan
and Trust, or any part thereof, or if by reason
of his bankruptcy or other event happening at
any such time such amount would not be en-
joyed by him, then the Committee, in its sole
discretion, may terminate his interest in any
such amount and shall hold or apply it to or for
the benefit of such person, his spouse, children
or other dependents, or any of them in such
manner as the Committee may deem proper.

21.5. If the Committee cannot ascertain the
whereabouts of any person to whom an amount
is payable under the Plan, and if, after five years
from the date such payment is due, a notice of
such payment due is mailed to the last known
address of such person, as shown on the rec-
ords of the Committee, and within three months
after such mailing such person has not filed
with the Committee written claim therefor, the
Committee may direct that such payment be
cancelled and forfeited and applied to reduce
his employer's contributions, and upon such
cancellation, the Plan and the Trust shall ha•..re
no further liability therefor.

21.6. Each member and retired member shall
file with the Committee such pertinent infor-
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tmation,concerning himself, and his beneficiary
as the Committee may specify, and in such man-
ner and form as the Committee may specify or
provide, and no member, retired member or
beneficiary shall have any rights, or be entitled
to any benefits under the Plan, unless such in-
formation is filed by him or on his behalf.

21.7. If the payment of any benefit under the
Plan is provided for by a contract with an in-
surance company the payment of such benefit
shall be subject to all the provisions of such
contract.

21.8. All notices, instructions, designations
and other communications from an employer, a
member, retired member or beneficiary to the
Committee required or permitted under the
Plan shall be in such form as is prescribed from
time to time by the Committee, shall be mailed
by first-class mail or delivered to such location
as shall be specified by the Committee, and shall
be deemed to have been duly given and deliv-
ered only upon actual receipt thereof by the
Committee at such location.

21.9. All notices, statements, reports and other
communications from an employer, the Com-
mittee or the Board to any employee, member,
retired member or beneficiary, required or per-
mitted under the Plan shall be deemed to have
-been duly given when delivered to, or when
mailed by first-class mail, postage prepaid and
addressed to, such employee, member, retired
member or beneficiary at his address last ap-
pearing on the records of the Committee.

21.10. Upon such terms and conditions as the
Board or the Committee and the Federal Inter-
nal Revenue Service may approve, credit may
be given and benefits provided under the Plan
to a member with respect to any period of his
prior employment by any organization, and such
credit and benefits may be provided for, in
whole_ or in part, by funds transferred to the
Trust from an employee benefit plan of such or-
ganization which qualified under Section 401(a)
of the Federal Internal Revenue Cede (as said
section may from time to time be amended or
renumbered).

Section 22. Transfer to Thrift Plan of
Members' Contributions

22.1. The Plan is a continuation with tnodifi-
cation, effective January 1, 1970, of the Retire-
ment System which was established by the
employers on March 1, 1934. Effective January
1, 1970, members of the Plan (other than mem-
bers of the Board of Governors Plan) shall not
be obligated or allowed to make any required
or additional contributions to the Plan in order
to fund the benefits provided by the Plan.

22.2. Each person in service with an employer
on December 31, 1969 who was then a member

of the Retirement System may elect prior to that
date within the time and under such conditions
as may be prescribed by the Committee, to have
the amount of his required and additional con-
tributions to the Retirement System, including
the interest attributable thereto, as determined
by the Committee in its sole discretion (his "ac-
cumulated contributions"), transferred to the
Thrift Plan.

22.3. Notwithstanding the provisions of Sec-
tion 22.2, a person in service, although not in
employment, on December 31, 1969, who there-
after returns to employment with an employer
from military or public service, in respect of
which the employer has contributed under the
Plan as provided in Section 14, may elect, with-
in the time and under such conditions as may
be prescribed by the Committee, to have his
accumulated contributions transferred to the
Thrift Plan.

22.4. Notwithstanding the provisions of Sec-
tion 22.2, each retired member who returns to
employment with an employer may upon be-
coming a member of the Thrift Plan elect within
the time and under such conditions as may be
prescribed by the Committee to have the
amount of his required and additional contri-
butions to the Retirement System, including the
interest attributable thereto, as determined by
the Committee in its sole discretion (his "ac-
cumulated contributions"), transferred to the
Thrift Plan.

22.5. All accumulated contributions of a mem-
ber which are transferred from the Retirement
System to the Thrift Plan shall be held by the
Trustee appointed under the Thrift Plan for the
exclusive benefit of such member of the Thrift
Plan in accordance with the terms of the Thrift
Plan. Upon such transfer, the Trustees of this
Plan shall have no further liability whatsoever
with respect to such a member's accumulated
contributions or the benefits which had been
based thereon, and the member shall look solely
to the Thrift Plan for any payment or other
benefit in respect of the amount so transferred.

22.6. If a member entitled to make an election
under any of the foregoing provisions of this
Section 22 to have his accumulated contribu-
tions transferred to the Thrift Plan does not
elect such transfer within the time therein pre-
scribed, then the Board shall purchase with the
member's accumulated contributions (if they
exceed the sum of $500), a single premium de-
ferred annuity contract on the life of the mem-
ber issued by such insurance company and
containing such provisions as the Board shall
designate, which contract shall provide monthly
payments commencing not later than the end
of the year next following the member's normal
retirement date and continuing for a period of

12 Retirement Plan

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



41M111=6. 

not less than the lifetime of the member; such
contract to contain, if the Board so determines,
provisions which prevent the cash surrender
thereof and which make the payments due
thereunder non-assignable. The Board may, in
its sole discretion, pay such member his addi-
tional contributions, as defined under the Rules
and Regulations of the Retirement System as
amended through June 1968, together with the
interest attributable thereto, in a lump cash
sum, and in such case the sum to be used to
purchase such deferred annuity contract shall
be reduced by the amount so paid to the mem-
ber. However, if the amount of such member's
accumulated contributions (less the amount of
any additional contributions which may have
been paid to him as provided above in this Sec-
tion 22.6) does not exceed the sum of $500,
then the Board shall pay such amount in one
lump cash sum to the member.

22.7. If a member entitled to make an election
under the provisions of this Section 22 to have
his accumulated contributions transferred to
the Thrift Plan dies after December 31, 1969 and
before making such an election or before re-
ceiving his accumulated contributions in the
form of an annuity contract or lump cash sum
under Section 22.6, then the Committee shall
pay his accumulated contributions to his bene-
ficiary in one lump cash sum.

Section 23. Agreement and Declaration of
Trust

23.1. The Agreement and Declaration of Trust
made as of March 14, 1934, as amended, is made
a part hereof and shall read as follows:

Agreement and
Declaration of Trust

THIS AGREEMENT and DECLARATION of TRUST made
as of March 14, 1934, by William W. Paddock,
Ellis G. Hult, Leslie R. Rounds, William A.
Heinl, John S. Sinclair, William G. NIcCreedy,
Matthew J. Fleming, Herman F. Strater, John S.
Walden, Jr., Hugh Leach, Harry F. Conniff,
Clarence R. Camp, Charles R. McKay, Allan M.
Black, Olin M. Attebery, Alfred H. Haill, William
B. Geery, Milford E. Lysen, Carroll A. Worth-
ington, Cyrus E. Daniel, Robert B. Coleman,
Mac C. Smyth, William A. Day, Cecil E. Earhart,
George R. James and John R. Van Fossen, as
amended as of November 15, 1971.

Section 1. The Plan a Part of this Trust
Agreement

1.1. A copy of the Retirement Plan for Employ-
ees of the Federal Reserve System, as amended,
hereinafter referred to as the "Plan," is attached
hereto, marked "Exhibit A," and the provisions

therein contained, as the same may be amended
from time to time, are incorporated herein, and
all terms therein defined shall have the same
meanings when used herein unless expressly
provided to the contrary herein.

Section 2. Establishment of the Trust

2.1. The Trust established under the Agree-
ment and Declaration of Trust made as of March
14, 1934, as amended, shall be known as the
"Federal Reserve System Employees' Retire-
ment Plan Trust," hereinafter referred to as the
"Trust," consisting of such sums of money and
such other property acceptable to the Trustee
as from time to time shall be paid or delivered
to the Trustee, and the earnings and profits
thereon. All such money and other property and
all investments and reinvestments made there-
with or proceeds thereof and all earnings and
profits thereon, less the payments which at the
time of reference shall have been made by the
Trustee as authorized herein, are hereinafter
referred to as the "Trust Fund."

Section 3. The Trust Fund

3.1. It shall be the duty of the Trustee to hold
the Trust Fund in trust as provided in this Trust
Agreement: to manage, invest, reinvest, and
distribute and otherwise deal with the same
pursuant to the provisions of this Trust Agree-
ment; to collect the income therefrom which
upon receipt shall be inerged into and become a
part of the Trust Fund, and to make payments
from the Trust Fund, as hereinafter provided.

3.2. The Trustee shall be responsible only for
sums or other property actually received by it
as Trustee and shall have no right or duty to see
that contributions received by it under the Plan
comply with the provisions of the Plan or to
enforce payment of any contribution under the
Plan.

3.3. No member, retired member or other per-
son claiming under or in respect of them, shall
have any right to, or interest in, any part of the
Trust Fund, except the right to receive benefit
payments which have been determined by the
Committee in accOrdance with the Plan to be
payable to such member, retired member or
other person.

3.4. No part of the Trust shall be used for, or
diverted to, any purpose other than for the
exclusive benefit of the members, retired mem-
bers, or their beneficiaries prior to the satisfac-
tion of all liabilities with respect to such mem-
bers, retired members, and their beneficiaries;
provided, however, that nothing in this section
shall be deemed to limit or otherwise prevent
the payment from the Trust Fund of expens.:13,
takes, and other charges as provided in Section
8 of this Trust Agreement.
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Sectiort 4. Duties of the Trustee with Respect
to Investments

4.1. All funds received by the Trustee shall be
invested (i) wholly or partly through the
medium of a group deposit administration an-
nuity contract or other type of contract issued
to the Trustee by an insurance company or com-
panies, and utilizing under any such contract
general, commingled separate, or individual
separate investment accounts as the Perform-
ance Review Committee in its sole discre-
tion shall determine, all such contracts to be in
form and substance approved by the Perform-
ance Review Committee and designated by the
Performance Review Committee as constituting
a part of the Plan and this Trust; or (ii) wholly
or partly through the medium of any common,
collective or commingled trust fund maintained
by a bank or other financial institution and
which is qualified under Sections 401(a) and
501(a) of the Federal Internal Revenue Code (as
said sections may from time to time be amended
or renumbered) and which is designated by the
Performance Review Committee as constituting
a part of the Plan and this Trust; or (iii) wholly
or partly by direct investments made pursuant
to the instructions of the Performance Review
Committee or the Investment Adviser desig-
nated from time to time by the Performance
Review Committee; or (iv) wholly or partly by
the purchase of shares of such mutual fund or
funds as the Performance Review Committee
shall from time to time designate.

4.2. The Trustee shall have the following
powers and authority with respect to all prop-
erty constituting a part of the Trust Fund and
with respect to the administration of the Trust
Fund, including, without limitation, invest-
ments and other actions taken by the Trustee
pursuant to the provisions of Section 4.1, which
powers and authority shall be exercised by the
Trustee either directly, or indirectly through
the investment media described in Section 4.1,
pursuant to the written instructions of the Per-
formance Review Committee or the Investment
Adviser:
(a) To invest and reinvest in any property, real,
personal or mixed, and wherever situate and
whether or not productive of income, including,
without limitation, capital, common and pre-
ferred stocks, personal, corporate and govern-
mental or other obligations, secured or unse-
cured, and including any collective or part
interest therein; mortgages, leaseholds, fees
and other interests in realty; oil, gas or mineral
properties, rights, royalties, payments or other
interests in such property; contracts, choses in
action, trust and participation certificates, or
other evidences of ownership, part ownership,
interest or part interest; all without being lim-
ited or restricted to investments of a character

authorized for fiduciaries under any present or
future laws of any jurisdiction or pursuant to
any rule of any court, and without regard to the
proportion any such property may bear to the
entire amount of the Trust Fund.
(b) To sell, exchange or transfer any such prop-
erty at public or private sale for cash or on
credit and grant options for the purchase or ex-
change thereof.
(c) To participate in any plan of reorganization,
consolidation, merger, combination, liquidation
or other similar plan relating to any such prop-
erty, and to consent to or oppose any such plan
or any action thereunder, or any contract, lease,
mortgage, purchase, sale or other action by any
corporation or other entity.
(d) To deposit any such property with any pro-
tective, reorganization or similar committee; to
delegate discretionary power to any such com-
mittee; and to pay part of the expenses and
compensation of any such committee and any
assessments levied with respect to any property
so deposited.

(e) To exercise any conversion privilege or sub-
scription right available in connection with any
such property; to oppose or to consent to the
reorganization, consolidation, merger or read-
justment of the finances of any corporation,
company or association or to the sale, mortgage,
pledge or lease of the property of any corpora-
tion, company or association any of the securi-
ties of which may at any time be held by the
Trust and to do any act with reference thereto,
including the exercise of options, the making of
agreements or subscriptions and the payment
of expenses, assessments or subscriptions,
which may be deemed necessary or advisable
in connection therewith, and to hold and retain
any securities or other property which it may
so acquire.

(f) To settle, compromise or submit to arbitra-
tion, any claims, debts or damages, due or owing
to or from the Trust, to commence or defend
suits or legal proceedings and to represent the
Trust in all suits or legal proceedings.
(g) To exercise, personally or by general or by
limited power of attorney, any right, including
the right to vote, appurtenant to any securities
or other such property.
(h) To borrow money from any lender in such
amounts and upon such terms and conditions
as shall be deemed advisable or proper to carry
out the purposes of the Plan and to pledge any
securities or other property for the repayment
of any such loan.
(i) To manage, administer, operate, lease for
any number of years, regardless of any restric-
tions on leases made by fiduciaries, develop,
improve, repair, alter, demolish, mortgage,
pledge, grant options with respect to, or other-
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wise deal with any real property or interest
therein at any time held in the Trust Fund, and
to hold any such real property in its own name
or in the name of a nominee, with or without the
addition of words indicating that such property
is held in a fiduciary capacity, and to cause to
be formed a corporation, partnership, trust or
other entity to hold title to any such real prop-
erty with the aforesaid powers, all upon such
terms and conditions as may be deemed advis-
able.To renew or extend or participate in the re-
newal or extension of any mortgage, upon such
terms as may be deemed advisable, and to
agree to a reduction in the rate of interest on
any mortgage or to any other modification or
change in the terms of any mortgage or of any
guarantee pertaining thereto, in any manner and
to any extent that may be deemed advisable
for the protection of the Trust or the preserva-
tion of any covenant or condition of any mort-
gage or in the performance of any guarantee, or
to enforce any default in such manner and to
such extent as may be deemed advisable; to
exercise and enforce any and all rights of fore-
closure, to bid in property on foreclosure, to
take a deed in lieu of foreclosure with or with-
out paying a consideration therefor and in con-
nection therewith to release the obligation on
the bond secured by such mortgage, and to
exercise and enforce in any action, suit or pro-
ceeding at law or in equity any rights or rem-
edies in respect to any such mortgage or guar-
antee.
(j) To hold part or all of the Trust Fund unin-
vested, without liability for interest thereon.
(k) To employ suitable agents and counsel and
to pay their reasonable expenses and compen-
sation.
(1) To register any securities held by the Trustee
hereunder in its own name or in the name of a
nominee of the Trustee or any custodian of
such property, with or without the addition of
Words indicating that such securities are held
in a fiduciary capacity and to hold any securi-
ties in bearer form.

(m) To make any agency, trust, custodial, ad-
ministrative or other arrangement (i) with any
insurance company or other financial institu-
tion or other person, firm or entity for the
performance of any agency or administrative
function, (ii) with any bank or other financial
institution for the deposit or safekeeping of the
assets of the Trust Fund, which depository or
custodial arrangements may be made indirectly
through any agency referred to in (i), above, of
this Subparagraph (m), and (iii) with any In-
vestment Adviser for the investment and rein-
vestment of the assets of the Trust Fund.

(n) To make, execute and deliver, as Trustee,
any and all deeds, leases, notes, bonds, guar-
antees, mortgages, conveyances, contracts,

waivers, releases or other instruments in writ-
ing necessary or proper for the accomplishment
of any of the foregoing powers.
(o) To make suitable contracts with an insur-
ance company or companies authorized to do
business in the State of New York to under-
write or otherwise provide or assure funds for,
the payment of all or any part of the benefits
provided under the Plan, such contracts to con-
tain such provisions as the Committee or the
Performance Review Committee may deter-
mine, in its discretion, to be necessary or de-
sirable.
(p) To delegate powers, including without lim-
itation discretionary powers, with respect to
any of the foregoing to any officer of the Plan,
Investment Adviser or other agent or agents.

4.3. The Performance Review Committee or
the Investment Adviser shall give the Trustee
written instructions from time to time with re-
spect to the investment and reinvestment of
the Trust Fund by the Trustee pursuant to Sec-
tions 4.1 and 4.2, or with respect to any matter
pertaining to the Trust with respect to which
the Trustee requests instructions from the Per-
formance Review Committee or the Investment
Adviser. In the absence of such written instruc-
tions from the Performance Review Committee
or the Investment Adviser the Trustee shall
have no duty or obligation to invest, reinvest,
sell, liquidate, or otherwise dispose of, or take
action with respect to, any assets in the Trust
Fund in any manner whatsoever. If the Trustee
informs the Performance Review Committee or
the Investment Adviser that there are payments
to be made from the Trust Fund for which no
cash assets are available, the Performance Re-
view Committee or the Investment Adviser
shall promptly give the Trustee written instruc-
tions specifying which investments of the Trust
Fund should be sold or otherwise converted
into cash in order to make such payments.

Section 5. Delegation of Collections and
Disbursements

5.1. The Trustee shall upon direction of the
Committee or the Performance Review Com-
mittee designate as. its agent or agents for the
collection of contributions under the Plan, and
for the payment of funds out of the Trust Fund
and for the handling of administrative matters
related thereto, the Office of the Plan or an
insurance company or other financial institu-
tion or institutions as the Committee or the
Performance Review Committee designates
from time to time; and subject to the provisions
of Section 5.2, the Trustee shall from time to
time upon the direction of the Committee or
the Performance Review Committee make 1_,:ay-
ments out of the Trust Fund either directly J r
through any of such agents to such persons,

1•••••••••••....•
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including the Board, the Committee, or the
Performance Review Committee, or any mem-
ber thereof, in such manner, in such amounts
and for such purposes as may be specified by
the Committee or the Performance Review
Committee.

5.2. In directing the Trustee to make payment
out of the Trust Fund under any provision of
this Trust Agreement the Committee and the
Performance Review Committee shall follow
the provisions of the Plan and shall not direct
that any payment be made, either during the
existence or upon termination of the Plan,
which would cause any part of the Trust Fund
(other than such part as may be necessary to
pay the expenses referred to in Section 8 of this
Trust Agreement) to be used for or directed to
purposes other than for the exclusive benefit of
members, retired members or their beneficiaries
under the Plan pursuant to the provisions of
the Plan, at any time prior to the satisfaction
of all liabilities with respect to such members,
retired members and their beneficiaries under
the Plan. Notwithstanding the foregoing the
Trustee shall be fully protected in acting upon
any direction of the Committee or the Perforni-
ance Review Committee and shall be under no
liability for any payment made by it pursuant
to the direction of the Committee or the Per-
formance Review Commitee and the Trustee
shall have no duty to determine the rights or
benefits of any person in the Trust Fund or
under the Plan or to inquire into the right or
power of the Committee or the Performance
Review Committee to direct any such payment.
Section 6. Protection of the Trustee
6.1. The Trustee shall not be liable for any
loss sustained by the Trust Fund by reason of
the purchase, retention, sale or exchange of any
investment or other action taken in respect of
the Trust Fund, in good faith and in accordance
with the directions of the Board, the Commit-
tee, the Performance Review Committee or the
Investment Adviser, by the Trustee directly, or
indirectly through agents or agencies herein
authorized.

6.2. The Trustee shall be fully protected in
relying upon (i) a certification of any member
of the Board, the Committee or the Perform-
ance Review Committee, or officer of the Plan
with respect to any instruction, direction, des-
ignation, or approval of the Board, the Commit-
tee or the Performance Review Committee, (ii)
a certification of any employer as to the mem-
bership of the Board, the Committee or the Per-
formance Review Committee, as it then exists.
and (iii) the certifica tido of any member of the
Board as to persons who are then officers of the
Plan; and in continuing to rely upon any such
certification until a subsequent certification is

filed with the Trustee by a member of the
Board, the Committee or the Performance Re-
view Committee or an officer of the Plan or an
employer, as the case may be.

6.3. The Trustee shall be fully protected in
acting upon any instruction, certificate, or
paper, believed by it to be genuine and to be
signed or presented by the proper person or
persons, and the Trustee shall be under no duty
to make any investigation or inquiry as to any
statement contained in any writing but may ac-
cept the same as conclusive evidence of the
truth and accuracy of the statements therein
contained.

6.4. The Trustee shall not be liable for the
proper application of any part of the Trust
Fund if distributions are made in accordance
with the directions of the Committee or the
Performance Review Committee as herein pro-
vided, nor shall the Trustee be responsible for
the adequacy of the Trust Fund to meet and
discharge any and all payments and liabilities
under the Plan.

6.5. Neither the Trustee nor any member of
the Board, the Committee or the Performance
Review Committee shall be liable hereunder ex-
cept for its or his own fraud or willful mis-
conduct.

Section 7. Third Parties

7.1. A third party dealing with the Trustee
shall not be required to make inquiry as to the
authority of the Trustee to take any action, and
any such third party shall not be under any
obligation to follow the proper application by
the Trustee of any moneys, securities or other
property paid or delivered by the Trustee.

Section 8. Taxes, Expenses and Compensation
8.1. The Trustee shall from time to time upon
the direction of the Committee cause to be
charged against and paid out of the Trust Fund
taxes of any and all kinds whatsoever whichat any time are levied or assessed upon or be-come payable in respect of the Trust Fund, the
income or any property forming a part thereof,
or any security transaction pertaining thereto.
8.2. Other expenses incurred by the Trustee in
the performance of its duties under this Trust
Agreement, including reasonable compensation
for its agents and for services rendered by third
parties in respect of the Plan and expenses in-
curred by the Trustee or the members of the
Board, the Committee and the Performance Re-
view Committee related to the administration
of the Plan, and all other proper charges and
disbursements of the Trustee including, with-
out limitation, counsel fees and all other fees
and expenses incurred by the Trustee in any
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proceeding, action or claim in respect of the
, Trust Fund, shall be charged against and paid
out of the Trust Fund at such times and in
such manner and proportions as the Committee
shall direct to the extent that the same are not
paid by the employers pursuant to the Plan.

8.3. The Trustee shall serve without compen-
sation.

Section 9. Records and Accounting

9.1. The Trustee shall render at such times as
the Committee or the Performance Review
Committee may request accounts of its transac-
tions to the Committee or the Performance Re-
view Committee and the Committee or the Per-
formance Review Committee may approve such
accounts by an instrument in writing delivered
to the Trustee. In the absence of the filing in
writing with the Trustee by the Committee or
the Performance Review Committe of excep-
tions or objections to any such account within
60 days, the Committee or the Performance Re-
view Committee as the case may be shall be
deemed to have approved such account; and in
such case, or upon the written approval of the
Committee or the Performance Review Com-
mittee of any such account, the Trustee shall
be released, relieved and discharged with re-
spect to all matters and things set forth in such
account as though such account had been set-
tled by the decree of a court of competent
jurisdiction.

9.2. To protect the Trust Fund from the ex-
penses which might otherwise be incurred, it is
imposed as a condition for securing any interest
in the Trust Fund that no person may institute
or maintain any action or proceeding against
the Trustee or the Trust, in the absence of writ-
ten authority from the Committee, or a judg-
ment of a court of competent jurisdiction that
in refusing such authority the Committee has
acted fraudulently or in bad faith. In any action
or proceeding affecting the Trust the only nec-
essary parties shall be the Board and the Trus-
tee, and no other person shall be entitled to any
notice or service of process. Any judgment en-
tered in such an action or proceeding shall be
binding and conclusive on all persons claiming
to have any interest in the Trust.

Section 10. Removal or Resignation of Trustee
and Designation of Successor Trustee

10.1. The Board may remove the Trustee at
any time with or without cause, upon at least 60
days' prior written notice to the Trustee, and
such removal shall be effected by delivering to
the Trustee a written notice of its removal exe-
cuted by the Board.

10.2. The Trustee may resign at any time upon
at least 60 days' prior written notice to the
Board.

10.3. In the event of such removal or resigna-
tion, the Trustee shall file with the Board a final
accounting of its acts and transactions for the
period since the last previous accounting, listing
the investments of the Trust and any unin-
vested cash balance thereof, and setting forth
all transactions respecting the Trust not in-
cluded in any previous accounting; and any
such accounting, when approved by the Board.
will be binding and conclusive on all persons.
and the Trustee will thereby be released and
discharged from any liability or accountability
to anyone with respect to all matters set forth
therein; and omission by the Board to object in
writing to any specific items in such accounting
within 90 days after its delivery will constitute
approval of the account by the Board.

10.4. In the event of such removal or resigna-
tion of the Trustee, the Board shall promptly
designate a successor trustee qualified to act
hereunder. Each successor trustee, during such
period as it shall act as such, shall have the
powers and duties herein conferred upon the
Trustee, and the word "Trustee" wherever used
herein, except where the context otherwise re-
quires, shall be deemed to include any succes-
sor trustee. Upon designation of a successor
trustee, the Trustee shall assign, transfer, de-
liver and pay over to such successor trustee all
property then held by the Trustee under this
Trust Agreement.

10.5. In the event of such removal or resigna-
tion of the Trustee, the Trustee shall deliver to
the successor trustee all records which shall be
required by the successor trustee to enable it to
carry out the provisions of this Trust Agree-
ment.

Section 11. Enforcement of Trust Agreement

11.1. The Committee shall have the right to en-
force any provision of the Trust Agreement on
behalf of itself and on behalf of any member,
retired member or beneficiary or legal represen-
tative thereof, having or claiming to have, any
interest in the Trust Fund.

Section 12. Termination

12.1. The Trust shall continue for such time as
may be necessary to accomplish the purpose
for which it was created, provided, neverthe-
less, that upon at least 60 days' prior written
notice to the Trustee, the Trust may be termi-
nated by the Board (with the approval of the
Board of Governors of the Federal Reserve Sys-
tem) at any time. Upon receipt by the Trustee of
such notice of termination of the Trust, or no-
tice of termination of the Plan by the Board.
the Trustee shall, with reasonable promptness
after receipt of any such netiee, arrange for tile
orderly liquidation of the Trust Fund and the
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disbursement and distribution of the remaining
•assets in conformity with the provisions of the
Plan. The powers of the Trustee shall continue
so long as any assets remain in the Trust Fund,
and the Trust shall terminate when such dis-
bursement and distribution have been com-
pleted, and the Trustee shall thereby be re-
lieved of all further obligations under this Trust
Agreement.

Section 13. Amendments

13.1. The Board may, with the approval of the
Board of Governors of the Federal Reserve Sys-
tem, amend, suspend or modify this Trust at
any time in whole or in part and for any reason
and without the consent of the Trustee, any
employer, member, retired member or benefi-
ciary, upon written notice to the Trustee, and
each employer by its adoption of the Plan shall
be deemed to have delegated this authority to
the Board. No amendment or modification, how-
ever, shall be adopted which would:
(a) require any member to make contributions
under the Plan unless such amendment shall be
approved by a majority of the members of the
Plan; or
(b) reduce the then accrued benefits of the
members or retired members or reduce the than
accumulated reserves held therefor, except to
the extent that such amendment is, in the opin-
ion of the Board, necessary or desirable to
maintain the Plan and the Trust as a qualified
plan and trust which meet the requirements of
Sections 401(a) and 501(a), respectively, of the
Federal Internal Revenue Code, as now in effect
or hereafter amended; or any other applicable
provisions of the federal tax laws, as now in
effect or hereafter amended or adopted, and the
regulations issued thereunder; or
(c) permit any part of the assets of the Trust
(other than such part as is required to pay taxes,
if any, and expenses of the Plan and Trust) to
be used for or diverted to any purpose other
than for the exclusive benefit of the members,
retired members and beneficiaries under the
Plan, prior to the satisfaction of all liabilities
with respect thereto; or
(d) affect the rights or duties of the Trustee
unless the Trustee consents thereto.

13.2. Subject to the provisions of Section 13.1,
any amendment, suspension, or modification of
any provisions of this Trust Agreement may be
made retroactively, if necessary or appropriate,
to qualify or maintain the Plan and the Trust as
a plan and trust meeting the requirements of
Sections 401(a) and 501(a), respectively, of the
Federal Internal Revenue Code as now in effect
or hereafter amended, or any other applicable
provisions of the federal tax laws, as now in
effect or 11,-H•eaf ter amended or adopted, and the
regulations issued thereunder.

Section 14. Non-alienation

14.1. Except insofar as applicable law may
otherwise require, and except as the Board of
Governors Plan may otherwise provide, no
amount payable to any member, retired member
or beneficiary at any time under the Plan and
the Trust shall be subject in any manner to ali-
enation by anticipation, sale, transfer, assign-
ment, bankruptcy, pledge, attachment, charge
or encumbrance of any kind, and any attempt
to alienate, sell, transfer, assign, pledge, attach,
charge or otherwise encumber any such amount,
whether presently or thereafter payable, shall
be void, and the Trust Fund shall in no manner
be liable for or subject to the debts or liabilities
of any person entitled to any amount payable
under the Plan and Trust; and if any person
shall attempt to, or shall, alienate, sell, transfer,
assign, pledge, attach, charge or otherwise en-
cumber any amount payable under the Plan and
Trust, or any part thereof, or if by reason of his
bankruptcy or other event happening at any
such time such amount would not be enjoyed
by him, then the Committee, in its sole discre-
tion, may terminate his interest in any such
amount and shall hold or apply it to or for the
benefit of such person, his spouse, children or
other dependents, or any of them in such man-
ner as the Committee may deem proper.

Section 15. Insurance Contracts

15.1. Any insurance company or other issuer
of a contract held by the Trustee may deal solely
with the Trustee in accordance with the terms
and conditions of such contract and shall be
fully protected in accepting and acting upon any
instrument executed by the Trustee, and such
issuing company shall not be required to look
into the terms of the Plan or the Trust, nor be
responsible for determining that any action of
the Trustee is authorized by the terms of the
Plan or the Trust or is directed or approved by
the Board, the Committee or the Performance
Review Committee. No such issuing company
shall have any obligation to determine that any
person with respect to whom application is
made hereunder for any annuity or other con-
tract is in fact an employee of an employer eli-
gible for any benefits under the Plan, nor shall
any such issuing company have any obligation
to investigate any fact, the determination of
which is required by the Plan or the Trust. In
no event shall any issuing company be respon-
sible for the lack or failure of proper authority
in the establishment of the Plan or the Trust, or
for any acts of any persons in the establish-
ment, maintenance or administration of the Plan
or Trust, nor for the proper application or dis-
position of any money paid or to be paid by
such issuing company under any such contract.
The liability of any issuing company as stated
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in each contract it may issue shall be its sole
liability.

Section 16. Communications

16.1. All communications to the Board from
the Trustee shall be in writing and shall be duly
given if mailed by U.S. first class mail, postage
prepaid, and addressed to the Board in care of
the Office of the Plan, 33 Liberty Street, New
York, New York, Attention: The Executive Sec-
retary; provided, however, that upon the Board's
written request, such communications shall be
sent to such other address as the Board may
specify.

16.2. All communications to the Trustee from
the Board, the Committee or the Performance
Review Committee shall be in writing and shall
be duly given if delivered in person to the Sec-
retary of the Trustee or if mailed by U.S. first
class mail, postage prepaid, and addressed to it
at 33 Liberty Street, New York, New York, At-
tention: The Secretary; provided, however, that
upon the Trustee's written request, such com-
munication shall be delivered to such other per-
son or sent to such other address as the Trustee
may specify.

16.3. No communication shall be binding on
the Trustee until it is received by the Trustee,
and no communication shall be binding on the
Board, the Committee or the Performance Re-
view Committee until it is received by the
Board, the Committee or the Performance Re-
view Committee.

Section 17. Miscellaneous Provisions

17.1. This Trust Agreement shall be binding
upon and inure to the benefit of the Board and
the Trustee and their respective successors and
assigns.

17.2. The Trustee assumes no obligation or re-
sponsibility with respect to any action required
by this Trust Agreement or the Plan on the part
of the Board, the Committee or the Performance
Review Committee.

17.3. This Trust Agreement and the Trust es-
tablished hereunder shall be construed, regu-
lated and administered under the laws of the
State of Massachusetts. The Trustee may at any
time initiate an action or proceeding for the
settlement of its accounts or for the determina-
tion of any question of construction which may
arise or for instructions and the only necessary
party defendant to such action shall be the
Board, except that the Trustee may, if it so
elects, bring in as parties defendant any other
person or persons.

17.4. This Trust Agreement may be executed
in any number of counterparts, each one of
which shall be deemed to be the original al-
though the others shall not be produced.

IN WITNESS WHEREOF, the parties hereto have acre-
unto set their respective hands and seals as of
the day and year first above written.

(Signed)

William W. Paddock
Ellis G. Hult
Leslie R. Rounds
William A. Heinl
John S. Sinclair
William G. McCreedy
Matthew J. Fleming
Herman F. Strater
John S. Walden, Jr.
Hugh Leach
Harry F. Conniff
Clarence R. Camp
Charles R. McKay

Allan M. Black
Olin M. Attebery
Alfred H. Hai11
William B. Geery
Milford E. Lysen
Carroll A. Worthington
Cyrus E. Daniel
Robert B. Coleman
Mac C. Smyth
William A. Day
Cecil E. Earhart
George R. James
John R. Van Fossen

(Pursuant to the provisions of the Plan and Trust,
the Federal Reserve Bank of New York was appointed
successor trustee, effective November 17, 1971)

Exhibit A

Retirement Plan for Employees of the
Federal Reserve System, as amended
(The text of the Retirement Plan, as amended, is
set forth beginning on page 1 of this booklet.)
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• .
By-Laws

Section 1. Administrative Board

1.1. Membership. The Administrative Board
of the Retirement Plan for Employees of the
Federal Reserve System shall consist of 26 per-
sons and shall be constituted as follows:
(a) The president (or if such office is vacant, the
officer acting during such vacancy as president)
of each participating Federal Reserve Bank, to
serve ex officio.
(b) One member to be appointed by the Board
of Governors of the Federal Reserve System
from its membership, to serve at its pleasure.
(c) One member to be elected from their own
number by the members of the Retirement Plan
at each Federal Reserve Bank and the Board of
Governors of the Federal Reserve System, such
elected member to serve for a term of four
years, or until the earlier termination of his em-
ployment. The elected members shall be divided
into four classes as nearly equal numerically as
may be, which shall be so arranged that the
membership of respective classes shall expire
in succeeding years. The procedure to be fol:
lowed by those eligible to vote in such election
shall be prescribed by their respective employ-
ers. Such election shall be held during the
period from October 1 to October 31 in each
year in which an election should .be held by an
employer. The term of office of an elected
member shall commence on the first day of
November next following his election. Notwith-
standing the foregoing, the persons who are
serving as the elected Trustees of the Retire-
ment Plan for Employees of the Federal Reserve
System on the date these by-laws are adopted
shall constitute the elected members of the
Administrative Board until such time as their
successors are elected in accordance with this
Subsection 1.1(c).
A vacancy in the Board shall be filled promptly
for the balance of the unexpired term in the
manner provided above.

1.2. Meetings. An annual meeting shall be
held by the Board during each calendar year at
such time and place as the Chairman of the
Board may designate. The Chairman may call
special meetings at any time and shall do so
upon the written request of any seven members
of the Board, or of any three Federal Reserve
Banks, or of the Board of Governors of the Fed-
eral Reserve System. Notice of all meetings of
the Board shall be given to the members of the
Board by mail or telegraph at least 10 days be-
fore the date of such meeting. Notice of any
meeting need not be given to any member of the
Board if waived by him in 'writing or by tele-
gram, whether before or after the holding of the
meeting.

1.3. Quorum. A majority of the members of
the Board shall constitute a quorum for the
transaction of business, but less than a quorum
may adjourn from time to time until a quorum
is in attendance.

1.4. Actions of the Board. Except as provided
in Section 5.1, the action of a majority of the
members of the Board present at a duly consti-
tuted meeting shall constitute the action of the
Board. Any action of the Board that may be
taken at a special meeting may at the direction
of the Chairman be taken without a meeting
upon the affirmative vote of at least two-thirds
of the members by mail, telegraph or telephone,
provided that all the members are informed by
mail or telegraph of their right to vote on the
proposal. All action taken by such vote by mail,
telegraph, or telephone shall be reported at the
next succeeding meeting of the Board.
1.5. Administration. The Board shall formu-
late general administrative policies and proce-
dures for the Plan to be implemented by the
Executive Committee referred to in Section 2.1.

Section 2. Committees

2.1. Executive Committee. The Executive
Committee of the Plan shall consist of seven
persons and shall be constituted as follows: the
Chairman and Vice Chairman of the Board, to
serve, respectively, as Chairman and Vice
Chairman of the Executive Committee, the mem-
ber of the Administrative Board appointed by
the Board of Governors of the Federal Reserve
System, and four other members to be appointed
annually by the Board (at least two of whom
shall be appointed from its membership). Such
Executive Committee shall supervise, generally,
the operations of the Plan, and between meet-
ings of the Board shall possess and may exercise
all the powers of the Board in the management
and direction of the affairs of the Plan, except (i)
the power to amend the Plan or the Trust or con-
tracts constituting a part thereof, or these by-
laws, and (ii) such other powers as may be spe-
cifically reserved to the Board by these by-laws
or its resolutions. The Executive Committee shall
cause to be maintained proper accounts and
accounting procedures in respect of the Plan
and shall submit to each employer for the in-
formation of its participants in the Plan Annual
Reports on the operations of the Plan, which
reports shall include audited financial state-
ments. The Executive Committee shall maintain
and staff the Office of the Plan. The Executive
Committee shall arrange for such legal, actu-
arial, accounting, investment advisory, admin-
istrative and other services as it deems appro-
priate to carry out the provisions of the Plan.
All actions taken by the Executive Committee
shall be reported to the Board as soon as con-
venient.
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. , ,;.2. Performance Review Committee. The
Performance Review Committee of the Plan
shall consist of five persons and shall be
constituted as follows: four members to be ap-
pointed annually by the Presidents of the Fed-
eral Reserve Banks (at least two of whom shall
be appointed from their number) and one mem-
ber to be appointed by the Board of Governors
of the Federal Reserve System from its member-
ship, all to serve at the pleasure of those ap-
pointing them. The Performance Review Com-
mittee shall instruct the Trustee under the Plan
with respect to the investment and reinvest-
ment of the funds received by the Trust. All
actions taken by the Performance Review Com-
mittee shall be reported to the Board as soon as
convenient.

2.3. Other Committees. The Board may elect
such other committees (whose members need
not be members of the Board) as the Board
deems appropriate, and each such Committee
shall serve for such duration and shall have
such powers and duties as the Board shall desig-
nate consistent with these by-laws.

2.4. Vacancies. A vacancy in a committee
shall be filled promptly for the balance of the
unexpired term in the manner provided above
in this Section 2 with respect to appointments
to such committee.

2.5. Procedures. Except as otherwise specif-
ically provided in these by-laws, each commit-
tee shall elect or designate its own chairman,
establish its own procedures and the time and
place for its meetings, and provide for the keep-
ing of minutes of all meetings, copies of which
shall be delivered to the Executive Secretary. A
majority of the members of a committee shall
constitute a quorum for the transaction of busi-
ness, and the action of a majority of the mem-
bers present at a duly constituted meeting shall
constitute the action of the committee. Any

-action of a committee that may be taken at a
meeting may at the direction of its chairman be
taken without a meeting upon the affirmative
vote of at least two-thirds of its members by
mail, telegraph or telephone, provided that all
the members of the committee are informed by
mail or telegraph of their right to vote on the
proposal.

Section 3. Officers

3.1. Appointment. The Chairman of the Board
shall be appointed annually by the Board from
the membership of the Board. The Vice Chair-
man of the Board shall be appointed annually
by the Board from the elected membership of
the Board. The Board shall appoint annually an
Executive Secretary, a Treasurer, and such other
officers of the Plan (who need not be members
of the Board) as the Board deems desirable. All

officers appointed by the Board shall serve at
its pleasure.

3.2. Vacancies. A vacancy among the officers
shall be filled in the manner provided in Section
3.1, with respect to appointments of such offi-
cers, except that until so filled, the vacancy may
be filled by the Executive Committee.

3.3. Chairman of the Board. The Chairman
shall preside at all meetings of the Board that
he attends, and shall perform such other duties
as the Board may require.

3.4. Vice Chairman of the Board. The Vice
Chairman shall perform such duties as may be
assigned to him by the Chairman, and in the
absence of the Chairman or his inability to
serve, shall assume the duties and powers of
the Chairman.

3.5. Executive Secretary. The Executive Sec-
retary shall be the chief administrative officer
of the Plan. He shall carry out the policies set
by the Board and its committees. The salary of
the Executive Secretary shall be fixed by the
Executive Committee.

3.6. Treasurer. The Treasurer shall cause to
be kept full and accurate accounts of receipts
and disbursements of the Plan, and shall cause
to be deposited all funds of the Plan to the name
and credit of the Plan, in such depositories as
may be designated by the Board or the Per-
formance Review Committee. The Treasurer
shall cause to be disbursed the moneys and
funds of the Plan when so authorized by the
Board or the Performance Review Committee,
and shall generally perform all the duties inci-
dent to the office of Treasurer and such other
duties as may be assigned to him from time to
time by the Board or the Performance Review
Committee.

Section 4. Signing Authority

4.1. Checks. All checks or demands for
money of the Plan shall be signed by such officer
or officers or such other person or persons as
the Executive Committee may from time to time
designate in writing.

Section 5. Amendments

5.1. These by-laws may be amended at any
meeting of the Board by the affirmative vote of
at least a majority of the members of the Board,
or by the affirmative vote of at least two-thirds
of such members taken by mail, telegraph or
telephone in accordance with the provisions of
Section 1.4: except that any amendment chang-
ing the number of members of the Board or of
any committee or affecting the composition of
the Board or of any committee shall be subjec*
to the approval of the Board of Governors of
the Federal Reserve System.
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Agency Agreement between Fe
deral Reserve

Bank of New York, Trustee for
 the Retire-

ment Plan for Employees of
 the Federal

Reserve System and the Offic
e of the Plan 

AGREEMENT made as of this 24 d
ay of November, 1971

between Federal Reserve Bank 
of New York, trustee for the

Federal Reserve System Employe
es' Retirement Plan Trust under

the Agreement and Declaration 
of Trust, as amended effective

• November 15, 1971 (hereinafter referr
ed to as the "Trustee")

and the Office of the Plan:

WBEREAS, Section 5 of the Agreem
ent and Declaration

of Trust, as amended, provides 
that the Trustee shall upon

the direction of the Executive 
Committee or the. Performance

Review Corttee designate the 
Office of the Plan as its

agent for the collection of cont
ributions under the Retirement

Plan for Employees of the Federa
l Reserve System (hereinafter

referred to as the "Flan") and for
 the payment of funds out of

the Trust Fund under the Plan and
 for the handling of adminis-

trative matters related thereto; a
nd,

leEREAS, the Trustee has been d
irected by the

Executive Committee to designate th
e Office of the Plan as

such agent and to enter into an agreeMerat 
with the Office of

the Plan in the form hereof; •

rou, THEREFORE, in consideration of the premise
s and.

of the mutual covenants hereinaft
er set forth, the parties. '

'hereto agree as follows:

1. The Trustee hereby appoints and d
esignates the

Office of the Plan as its agent unde
r the Plan for the receipt

land collection of all funds, includ
ing contributions, payable

to the Plan; the managing of such
 funds and other assets of

the Trust Fund; and the payment o
f funds, including benefits,

administrative expenses and taxes fr
cm the Trust Fund as

provided herein; and the handling of
 administrative matters

related thereto. In performing the above described act
s on

behalf of the Trustee, the Offic
e •of the Plan is authorized,

-subject to the terms of this a
greement, to exercise such

powers and perform such duties wi
th respect thereto as the

Trustee has under the terms of t
he Agreement and Declaration

of Trust, as amended, and the P
lan, as amended.

•

2. All funds, including contributions, re
ceived

and collected under the Plan by the
 Office of the Plan . shall

be credited to the Trust Fund and
 shall be merged therein.

end beccrie a, part thereof. The Trust Fund shall be. held in

S

aci

a

•
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the form of cash, bank deposits, group annuity contracts,
securities pr other property as may from time to time be
directed by the Executive Committee or the Performance

• Review Committee. All funds paid from the Trust shall be
charged against the Fund. All checks, drafts, orders or

• other instruments for the transfer of money or other
assets of the Trust Fund by the Office of the Plan shall
bear the signature or facsimile thereof of such officers
or employees of the Plan as the Executive Committee shall
from time to time designate. •

3: The Office of the Plan shall establish and
maintain such bank accounts as the Trustee shall approve

• • and the Office of the Plan shall deem appropriate in
connection with the deposit, safekeeping and disbursement
of all funds of the Plan.

4. The Office of the Plan shall correspond
with and maintain communications with the insurance com-
panies or other investment media under the Plan necessary
for the operation of the Plan and shall in accordance with
the provisions of the Plan and Agreement and Declaration
of Trust execute proxies and collect coupons and take
similar action in connection with the preservation and
collection of Plan assets. The Office of the Plan shall
not be authorized under this agreement to execute con-
tracts with insurance companies or other investment media

• _under the Plan in regard to the establishment of con-
tinuing investment relationships with such insurance
companies or other investment media.'

5. The Office of the Plan shall keep complete
and accurate accounts of the receipts, collections,
holdings, transfers and payments made by it in connection
with the Trust Fund, and shall provide reports thereof to
the Trustee at the end of each Plan year, and at such
other times as the Trustee shall designate in writing.
The Office of the Plan shall provide such other reports
and information to the Trustee with regard to its opera-
tion under this agreement as the Trustee shall from time
to time request. The Office of the Plan shall also prepare
tax, disclosure and other reports and accounts which may be
required under Federal and State laws.

6. This agreement may be amended or modified by
the Trustee upon thirty (30) days written notice duly mailed
or delivered to the Office of the Plan. This agreement may
be terminated by either party upon thirty (30) days written
notice duly mailed or delivered to the other party. This
agreement shall continue .in full force and effect until so
amended, modified or terminated.

1-
•

•••''

• •

• ••

-
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41111...

IN WITNESS WHEREOF, 
the parties hereto have 

executed

this agreement as of
 the date first written 

above.
••

•

• FEDERAL RESERVE BANK OF 
NEW YORK,

TRUSTEE FOR THE FEDERAL 
RESERVE

SYSTEM EMPLOYEES' RET=
ENT

'• —PLAN TRUST

•

•

STATE OF NEW YORK
) ss.:

COUNTY OF NEW YORK )

By:
._Vice President

OFFICE OF THE PLAN, RET
LREMENT

PLAN FOR EMPLOYEES OF T
HE

tEDERAL RESERVE SYSILA

By: 
Executive Secretary

..On the 7th day of De
cember, 1971, before me

 personally

. came Martin W. Bergin to
 me known to be the in

dividual described

and-who executed the fore
going instrument, and.

acknoWledged

• • that he executed the sam
e.

STATE OF NEW YORK

-COUNTY OF NEW YORK )

/Notary Public

RUTH E. EDWARDS
Notary Public. St3te of New York

No. 41-1030790
Qualified in Queens County

CommissLon Expires March 30, 1973

On the 7th day of Decem
ber, 1971, before me pers

onally

..came William H. Brau
n, Jr. to me known, who, 

being by me duly

sworn, did depose and s
ay that he resides at 9 Green Me

adow Lane,

Huntington, New York 117
43; that he is Vice Pres

ident of Federal

Reserve Bank of New York
, the corporation descri

bed in and which

--executed the foregoing
 instrument; that he kn

ows the seal of

said corporation; that 
the seal affixed to said

 instrument is

- such-corporate seal; th
at it was so affixed b

y order of the

board of directors of s
aid corporation, and th

at he signed his

came thereto by like ord
er.

•

•
ta.

zchtit...X.e)

•

'11

liotary ?uciic

RUTH E. EtiVIARDS

Nottry Public. State 
of NCW York

No. 41-103070

Qualified in Queers 
County

Commission Expiires Marc
h 30. 1973
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Thrift Plan

Section 1. Purpose

1.1. The purpose of this Thrift Plan is to pro-
vide a convenient way for eligible employees
of the Federal Reserve System to save on a reg-
ular and long-term basis and to encourage em-
ployees to make and continue careers with the
Federal Reserve System.

Section 2. Definitions

For the purpose of this Plan the following words
and phrases shall have the following meanings:

2.1. "Plan" means this Thrift Plan for Employ-
ees of the Federal Reserve System, as the same
may be amended from time to time.

2.2. "Employer" means any Federal Reserve
Bank, the Board of Governors of the Federal
Reserve System, and the Office of the Plan.

2.3. "Employee" means any person who is in
the regular employment of an employer but this
term shall not include a part-time employee.
Part-time employee means any employee whose
customary employment is less than 15 hours
per week or less than six months per year.

2.4. "Member" means a person enrolled in the
membership of the Plan as provided in Section
3.

2.5. "Service" means the most recent period of
continuous employment as an employee of an
employer and includes periods of vacation, au-
thorized leaves of absence, service for a period
of not more than five years deemed by the em-
ployer to be in the public interest, and service
in the Armed Forces of the United States pro-
vided the employee returns therefrom to active
employment with his employer within the time
prescribed by law for the preservation of his
employment rights.

2.6. "Membership service" means service sub-
sequent to the date as of which an employee is
enrolled in the membership of the Plan pursu-
ant to Section 3.

2-7. "Salary" means the regular basic wages
of an employee of an employer at the time each
contribution under the Plan is determined. This
term shall not include any special payments
such as, but not limited to, overtime, deferred
compensation and contributions by an employer
under this or any other benefit plan.

2.8. "Trust" means the Trust established by
the Trust Agreement referred to in Section 16.

2.9. "Trustee" means the Trustee or Trustees
of the Trust.

2.10. "Plan year" means calendar year. The first
Plan year shall commence January 1, 1970.

2.11. "Month" means calendar month.

2.12. "Unit" means the unit of measure of a
member's proportionate interest in the Equity
Fund provided for in Section 7.

2.13. "Value determination date" means the
last business day of the month for the Trustee.
The first value determination date shall be in
the month of January 1970.

2.14. "Board" means the Administrative Board
provided for in Section 14.

2.15. "Committee" means the Executive Com-
mittee provided for in Section 14. "Performance
Review Committee" means the Performance
Review Committee provided for in Section 14.

2.16. "Beneficiary" means the beneficiary or
beneficiaries designated by a member pursuant
to Section 12 to receive the amount, if any, pay-
able under the Plan upon the death of a member.

2.17. "Retirement" means termination of ser-
vice with a pension, whether immediate or de-
ferred, under the provisions of any retirement
plan of an employer, or termination of service
on or after attaining age 65 regardless of eligi-
bility for such a pension.

2.18. "Total and permanent disability" means
the physical or mental incapacity of a member,
as determined in the sole and absolute discre-
tion of the Committee, to render further service
to his employer.

2.19. "Diversified portfolio" means cash and
such common or capital or preferred stocks and
mutual fund shares, such bonds, notes and de-
bentures, secured or unsecured, participation
certificates, interests in real and personal prop-
erty, and such other types of investments as
may be purchased or made by the Trustee under
the Trust either directly or indirectly.

2.20. "Plan accounts" means the accounts es-
tablished and maintained in respect of each
member pursuant to Section 8.

2.21. "Vested interest" means the portion of a
member's Plan accounts which has vested in
him pursuant to Section 9.

2.22. "Retirement Plan" means the Retirement
Plan for Employees of the Federal Reserve Sys-
tem as the same may be amended from time to
time.
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2.23. "Effective date of the Plan" means Janu-
ary 1, 1970.

2.24. Wherever used in the Plan the masculine
gender includes the feminine.

Section 3. Membership

3.1. Except as otherwise provided in Section
3.2, (i) each person who is in the service of an
employer on December 31, 1969 shall become
eligible as of the effective date of the Plan for
membershiS in the Plan, and (ii) every employee
whose service begins on or after the effective
date of the Plan shall become eligible for mem-
bership in the Plan on the first clay of the month
coincident with or next following 

sIcmpeon of one year of service.

3.2. An employee shall not be eligible for mem-
bership if he is in the class of temporary, part-
time or special employees for which his em-
ployer has requested, and the Committee has
granted, exclusion.

3.3. The employer undertakes to notify each
employee when he becomes eligible 

Srmebersp and to furnish enrollment applications.
However, no employee shall under any circum-
stances become a member unless and until his
enrollment application is received by his
employer.

3.4. A transfer by a member from the service
of one employer directly to the service of an-
other employer shall not affect his membership
in the Plan.

3.5. Membership shall terminate in any event
uII n payment to the member of his entire
vested interest in his Plan accounts or upon the
member's death prior to such payment.

3.6. Participation in the Plan by eligible em-
ployees shall be voluntary.

3.7. An- employee may elect to participate in
the Plan and commence his participation as of
the first day of any pay period, provided he is
an eigible employee on such day, by ng with
his employer at least 30 days prior to such day
the prescribed written application form. How-
ever, in the case of a person eligible to partici-
pate on the effective date of the Plan, such ap-
plication shall be filed within the time and upon
tI. conditions prescribed by the Committee
uIS. r rules of uniform applicabty to all such
persons.

3.8. The written application form for partici-
pation shall include a payroll deduction author-
ization, an investment direction and an agree-
ment to be bound by all of the terms and co
tions of the Plan and Trust and any agreement
with an insurance company or other financial
institution constituting a part of the Plan and
Trust.

Section 4. Contributions by Members in
Service

4.1. A member in service may make basic and
additional contributions under the Plan monthly,
and only through payroll deductions authorized
by him, except as provided in Section 4.6. If
a member is paid more frequently than once a
month, the frequency of the payroll deductions
shall be determined by his employer. The mem-
ber's contributions shall be remitted by his em-
ployer to the Trust during the month in which
the payroll deductions are made, or during the
month next following.

4.2. Each member may make monthly "basic"
contributions under the Plan by authorizing pay-
roll deductions of up to 6 percent of his salary
in multiples of 1 percent.

4.3. A member who has authorized the maxi-
mum basic contribution rate of 6 percent may
also make monthly "additional" contributions
under the Plan by authorizing additional payroll
deductions of up to 10 percent of his salary in
multiples of 1 percent.

4.4. Each payroll deduction of a member's
basic contributions and additional contributions
shall be rounded to the next higher multiple of
four cents.

4.5. A member may change, as of the first day
of any pay period, his election as to the rate of
his basic or additional contributions, or both,
upward or downward within the foregoing 
mum and maximum percentage limitations by
giving at least 30 days' prior written notice
thereof to his employer. However, no member
shall be entitled to make more than one such
change in any Plan year.

4.6. A member in service may, noti.vithstand-
ing the foregoing provisions of this Section 4,
make a lump sum additional contribution under
the Plan as of a value determination date in any
amount which is at least MO and which, when
added to the aggregate of the additional contri-
butions he made (plus the maximum amount of
all monthly additional contributions he was pro-
hibited from makin,g, pursuant to Section. 10.1
because of withdrawal from his Plan accounts)
during the 12-month period preceding such
value determination date, does not exceed 10
percent of his aggregate salary during the last
12 months preceding such value determination
date in which he received salary. Such lump
sum additional contribution shall be remitted to
the Trust in such manner as the Committee shall
from time to time prescribe, and 11 0 contribution
shall be made by an employer in respect of any
such additional contribution.

4.7. The amount, if any, transferred in respect
of a member to the Trust from the Retirement
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Plan shall be termed the member's "special sup-
plemental" contribution under the Plan. The
special supplemental contribution will not affect
the amount of additional contributions that a
member may make in any Plan year.

Section 5. Suspension of Contributions
by a Member

5.1. A member may temporarily suspend mak-
ing basic and additional contributions, or addi-
tional contributions only, as of the first day of
any pay period without terminating his mem-
bership in the Plan, by giving at least 30 days'
prior written notice thereof to his employer. A
member may not temporarily suspend contribu-
tions more often than once in any one Plan year
and, for a period of three months, he may not
resume making the type of contribution so sus-
pended. Basic contributions so suspended may
not subsequently be made up.

Section 6. Contributions by Employer

6.1. Each employer shall contribute monthly,
out of its current income or accumulated sur-
plus, on behalf of each of its members, an
amount equal to the lesser of (i) 25 percent of
such member's basic contributions for such
month or (ii) $62.50. Such contributions by the
employer shall be paid to the Trust during the
month in respect to which they are made, or
during the month next following. No contri-
butions shall be made by the employer with
respect to any additional contributions made by
any of its members, or with respect to the spe-
cial supplemental contributions that are trans-
ferred to the Plan on behalf of its members.

6.2. The amount of each employer's contribu-
tions may be adjusted because of forfeitures as
provided in Section 13.

6.3. Each employer shall also pay its pro rata
share of the expenses incurred in the manage-
ment and administration of the Plan and Trust
as provided in Section 14.

Section 7. Investment of Contributions

7.1. All contributions made under the Plan
shall be held in trust by the Trustee to be in-
vested and distributed in accordance with the
Nan and Trust and any agreement with an in-
surance company or other financial institution
constituting a part of the Plan and Trust. The
Trustee shall cause to be established and main-
tained two funds, to be des;gnated respectively
as the "Fixed Income Fund" and the "Equity
Fund" for the investment of all such contri-
butions.

7.2. Sums received for investment in the Exed
Income Fund shall be (i) deposited wholly or
partly with an insurance company or compa-
nies to be held and invested by such insurance
company or companies under a fixed income
fund arrangement established pursuant to a
group deposit administration annuity contract,
or other type of contract, and utilizing under
any such contract general, commingled sepa-
rate or individual separate investment accounts,
constituting a part of the Plan and Trust; or (ii)
invested wholly or partly in a fixed income type
fund, maintained by a bank or other financial
institution, through the medium of any com-
mon, collective or commingled trust fund which
is qualified under Sections 401(a) and 501(a) of
the Federal Internal Revenue Code (as said sec-
tions may from time to time be amended or re-
numbered) constituting a part of the Plan and
Trust. Interest, dividends and other distribu-
tions received and gains realized on securities
and other property held in the Fixed Income
Fund shall be similarly invested.

7.3. Sums received for inveitment in the
Equity Fund shall be invested in a diversified
portfolio or portfolios (i) wholly or partly by
direct investments made pursuant to the in-
structions of the Performance Review Commit-
tee or the Investment Adviser designated from
time to time by the Performance Review Com-
mittee; or (ii) wholly or partly through the
medium of any common, collective or com-
mingled trust fund maintained by a bank or
other financial institution and which is qualified
under Sections 401(a) and 501(a) of the Federal
Internal Revenue Code (as said sections may
from time to time be amended or renumbered),
constituting a part of the Plan and Trust; or (iii)
wholly or partly through the medium of a group
deposit administration annuity contract or other
type of contract and utilizing under any such
contract general, commingled separate or indi-
vidual separate investment accounts, issued by
an insurance company or companies, constitut-
ing a part of the Plan and Trust; or (iv) wholly
or partly through the purchase of shares in a
mutual fund or funds. Interest, dividends and
other distributions received and gains realized
on securities or other property held in the
Equity Fund shall be similarly invested.

7.4. A member may, by written direction to his
employer, specify the percentage (in multiples
of 25 percent) of all contributions which are
made by him or on his behalf under the Plan
that shall be invested in the Fixed Income Fund
and in the Equity Fund. If the Equity Fund con-
sists of more than one diversified prirtfoliD a
member may, at such times and in such manr
as the Commiftee may prescribe under rules of
uniform applicability to all members, designate

- the portfolio or portfolios in which his EquityAc-
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count, described in Section 8, is to be invested.
Unless an effective investment direction is made
by the member pursuant to this Section 7.4, all
such contributions shall be invested in the
Fixed Income Fund.

7.5. Any investment direction given by a mem-
ber shall be filed with his employer and shall be
deemed to be a continuing direction until
changed. A member may change an investment
direction as to future contributions as of any
value determination date, but not more often
than once in any Plan year, by filing, with his
employer, at least 60 days prior to the date such
change is to be effective, a written notice of
such change in investment direction. All con-
tributions of or in respect of such member that
are paid to the Trustee during or after the
month in which such notice becomes effective
shall be invested in accordance with such
changed direction.

7.6. A member may direct as of the first value
determination date in any Plan year (or as of the
value determination date in the month in which
his service is terminated by reason of retire-
ment or total and permanent disability) that all,
or any multiple of 25 percent, of his interest in
one of such Funds be liquidated and the pro-
ceeds thereof transferred to the other of such
Funds, in one lump sum as of such value deter-
mination date or in 12 consecutive monthly in-
stallments beginning on such value determina-
tion date; provided that such direction is given
in writing to his employer at least 60 days prior
to such value determination date.

Section 3. Maintenance and Valuation of
Members' Accounts

8.1. The Committee shall cause to be estab-
lished and maintained in respect of each mem-
ber an account to be designated as his "Fixed
Income Account" showing his interest in the
Fixed Income Fund, and an account to be desig-
nated as his "Equity Account," showing his in-
terest in the Equity Fund. Each member shall
be furnished with a written statement of his
Plan accounts at least annually and upon any
distribution to him.

8.2. The establishment, maintenance or credit-
ing of a member's Plan accounts pursuant to the
Plan shall not vest in such member any right,
title or interest in any assets of the Trust except
at the time cr times and upon the terms and
conditions and to the extent expressly set forth
iI the Plan and Trust.

8.3. During the first month of the Plan in which
contributions are received, there shall be
credited to each member as of the first business
day of the Trustee following the effective date

of the Plan one unit in the Equity Fund for each
S10 of his special supplemental contribution
(with a fractional unit, carried to three decimal
places, allocated to any increment which is less
than $10) which he has directed to be invested
in suth Fund as of such date. As of the first

1It-'C4"!Iit11Tination date andWthI14LIuent
value determination date, the value of a unit in
the Equity Fund shall be determined by dividing
the fair market value of the assets, as deter-
mined by the Committee, then held in such Fund
by the total number of outstanding units for
such Fund immediately prior to such value de-
termination date.

8.4. The number of units, carried to at least
three decimal places, to be credited to a mem-
ber's account in the Equity Fund as of the value
determination date in each Plan month shall be
determined by dividing the aggregate contribu-
tions by and on behalf of th Ipe member which
were invested in such Fund during such month
by the unit value of such Fund as of the value
determination date in the month in which such
contributions are received by the Trustee. A
member's Equity Account at any time shall re-
flect the units credited thereto as provided in
Section 8.3 and this Section 8.4, less all units
previously withdrawn by him from such
account.

8.5. A member's Fixed Income Account at any
time shall be equal to the amount cf all contri-
butions by him or on his behalf invested in the
Fixed Income Fund, plus investment income
allocated to such account, less any amounts pre- -
viously withdrawn by him from such account.
Investment income shall be allocated as of the
last day of each Plan year. If a member is paid
or transfers any portion of his Fixed Income
Account during a Plan year, investment income
shall be allocated to that portion so paid. or
transferred for the applicable period front the
beginning of such Plan year to the date as of
which the payment or transfer is made, at a rate
determined by the Committee based on its esti-
mate of the rate of investment return on the
Fixed Income Fund for the Plan year in whith
said payment or transfer is made.

8.6. In determining the value of a member's
account in each Fund there shall be deducted
from the value of the assets held in such Fund
the credits against future ccntributions to which
the employers are then entitled as a result of
forfeitures under the Plan by their employees
or former employees as provided in Section 13.

&.ction 9. Vesting of Contributions

9.1. For the Purposes of the Plan, a member's
vested interest in his Plan accounts shall consist
of (i) the portion of the member's Plan accounts
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attributable to the basic, additional or special
supplemental contributions made by him under
the Plan, and the earnings thereon, and (ii) the
percentage of the portion of his Plan accounts
attributable to the contributions made by his
employer on his behalf under the Plan, and the

-
earnings thereon, which percentage shall be

determined from the following schedule:

Plan year of
membership service Percentage

During first Plan year  20%

During second Plan year  40%

During third Plan year  60%

During fourth Plan year 80%

During fifth and later Plan years 100%

Notwithstanding the foregoing, if the service of a

member is terminated because of death, total and

permanent disability or retirement, or if the Plan

is terminated or permanently suspended by his

employer, any portion of his Pan accounts as to

which he does not then have a vested interest

shall upon any such termination fully vest in

such member regardless of the above schedule
•

Section 10. Withdrawals Prior to Termination
of Service

10.1. Subject to the provisions of this Section 10,
a member while in' service may elect to make
withdrawals from his Plan accounts, but not more
than one withdrawal can be made in any Plan
year. An election to withdraw must be filed in
writing by the member with his employer at least
30 days prior to the effective date of the
withdrawal. In his election the member must
specify the value determination date as of which
the withdrawal is to be made and the amount to
be withdrawn. The amount may be stated in
dollars or in one or more of the Classes, or parts
thereof, specified in Section 10.3. A member who
is withdrawing less than his entire vested interest
in his Plan accounts may specify in his election
the portion to be withdrawn from each of his Plan
accounts. If no such specification is given, the
withdrawal will be made pro rata from his Plan
accounts.

10.2. The amount of payment to be made to a
member who has elected to withdraw part or all
of his Plan accounts pursuant to this Section 10
shall be determined by the Committee in accord-
ance with the value of the member's Plan
accounts on the value determination date as of
which such withdrawal is made and shall be paid
from the Trust in one lump cash sum to the
member as soon as practicable thereafter.

10.3. Withdrawals during active service will be
made only in the order of the following Classes:

Class 1: the portion of the member's Plan ac-
counts attributable to:

(a) his basic and additional contributions, and
his contributions under the Retirement Plan (but
exclusive of any Thrift Plan earnings on all such
contributions), plus

(b) interest credited by the Retirement Plan on

his contributions under that Plan (but exclusive

of any Thrift Plan earnings thereon),

after deducting therefrom the amount of any other

withdrawals or distributions which have been

made with respect to such contributions and inter-

est, provided that no amount of Class 1 (b) shall

be payable until the full amount of Class 1 (a)

has been withdrawn.

Each time a member makes a withdrawal from

this Class 1 it must be for at least $300, or the full

amount of Class 1 (a), if less, provided that if any

part of a withdrawal is from Class 1 (b) the

withdrawal must be for the full amount of Class 1.

If a member makes a withdrawal from this Class 1

he shall not be eligible to make any additional

contributions under Section 4.3 for a period of six

months from the effective date of such withdraw-

al, and, further, if any part of such withdrawal is

from Class 1 (b) he shall not be eligible to make

any basic contributions under Section 4.2, or

additional contributions under Section 4.3, for a

period of six months from the effective date of

such withdrawal and, accordingly, no contribu-

tions will be made on his behalf by his employer

in respect of such six-month period.

Class 2: the portion of the member's Plan ac-

counts attributable to Thrift Plan earnings on his

basic, additional, and special supplemental con-

tributions.

Each time a member makes a withdrawal from

this Class 2 it must be for the full value of Class 2.

11 a member makes any withdrawal from this

Class 2 he shall not be eligible to make any basic

contributions under Section 4.2, or additional

contributions under Section 4.3, for a period of

six months from the effective date of such

withdrawal and, accordingly, no contributions

will be made on his behalf by his employer in

respect of such six-month period.

Class 3: the portion of the membei's Plan ac-

counts attributable to the contributions made by

his employer on his behalf, plus the Thrift Plan

earnings thereon, provided that no part of this

Class 3 shall be available for withdrawal until the

"member has completed at least 60 full months of

membership service.

Each time a member makes a withdrawal from

this Class 3, it must be for the full value thereof,

and upon such withdrawal, his membership will

be terminated, and he may not re-enroll for a

period of at least six months.
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10.4. If a member pursuant to this Section 10
withdraws the entire amount of his Plan accounts
and later re-enrolls as a member, he shall not be
entitled to any credit under Section 9 for any
period of his membership service prior to such
re-errollment.

Section ii. Distribution Upon Termination
of Service

11.1. Upon the termination of a member's ser-
vice by reason of death, total and permanent
disability or retirement, the Committee shall
direct payment to the member (or, in the case
of his death, to his beneficiary) of the amount
("termination sum") equal to the value of the
member's Plan accounts determined on the
value determination date in the month in which
his service is terminated. Such termination sum
shall become due as of such value determina-
tion date and shall be paid from the Trust in a
lump cash sum as soon as practicable thereafter,
unless an optional date or method of payment
becomes effective pursuant to Section 11.2, 11.3,
or 11.4.

11.2. A member or beneficiary entitled to re-
ceive a termination sum as provided in Section
11.1 may as the payee thereof elect, if the Com-
mittee consents thereto, to have all or a part of
such termination sum paid and applied for the
purchase and delivery to such payee of a single
premium immediate or deferred annuity (fixed
or variable) on the life of such payee under a
contract issued by such insurance company and
containing such provisions as the Committee
shall designate, which contract shall (i) provide
for monthly payments to the payee beginning
not later than the end of the Plan year next
following the payee's attainment of age 65, (ii)

6 Thrift Plan
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contain, if the Committee so determines, provi-
sions which prevent the cash surrender thereof
and which make the payments due thereunder
non-assignable, and (iii) provide that the actu-
arial value of any payments to a contingent an-
nuitant other than the spouse of the payee shall
not exceed one-half of the actuarial value of
the monthly payments which the payee would
otherwise have received without optional mod-
ification. Such election must be filed in writing
by the payee with the member's employer prior
to the 60th day after the date of the member's
termination of service and prior to the payee's
receipt of any payment under this Section 11,
and may not be subsequently changed or re-
voked without the consent of the Committee.
The delivery to such payee of such annuity con-
tract shall constitute a complete discharge of all
obligations of the Plan with respect to the
amount of such termination sum so applied.

11.3. A member or beneficiary entitled to re-
ceive a termination sum as provided in Section
11.1 may as the payee thereof elect, if the Com-
mittee consents thereto, to have all or a part of
such termination sum retained in the Plan ac-
count or accounts for such payee and invested
in the Fixed Income Fund or in the Equity Fund,
or partly in each, as the payee may direct in
accordance with the provisions of Section 7.6,
and to have the value of such account or ac-
counts, as thereafter determined monthly, paid
to him ratably in monthly installments until
fully paid, provided that the period of such in-
stallments shall not in any event exceed 10
years. Such election must be filed by the payee
with the member's employer prior to the 60th
day after the date of the member's termination
of service, and prior to the payee's receipt of
any payment under this Section 11, and may not
be subsequently changed or revoked without
the consent of the Committee, except that the
investment direction specified in such election
may be changed by the payee annually during
the period of such installment payments, sub-
ject to the conditions prescribed in Section 7.6.

11.4. A member entitled by reason of retire-
ment to receive a termination sum as provided
in Section 11.1, 11.2 or 11.3 may elect, if the
Committee consents thereto, to have the pay-
ment of all or a part of such termination sum
made or begin to be made as of the first day of
any of the 12 months next following the date of
his retirement. Such election must be filed in
writing by the member with his employer within
60 days prior to the date of his termination of
service and may not be subsequently changed or
revoked without the consent of the Committee.

11.5. If a member whose service was termi-
nated by reason of total and permanent disabil-
ity or retirement dies before payment of the
full value of his Plan accounts, the Committee

shall direct payment to his beneficiary of the
amount equal to the value of the unpaid portion
thereof determined on the value determination
date in the month in which his death occurs.
Such amount shall become due as of such value
determination date and shall be paid from the
Trust in a lump cash sum as soon as practicable
thereafter. In lieu of such lump cash sum, the
beneficiary may elect, if the Committee con-
sents thereto, to have all or a part of such sum
paid to him under the terms prescribed in Sec-
tion 11.2 or 11.3, provided that the period of
monthly installments payable to such benefici-
ary shall not in any event extend beyond 10
years from the date the member's termination
sum became due under the provisions of Section
11.1, or from any later date such sum became
payable at the member's election under the pro-
visions of Section 11.4. Such election or elec-
tions must be filed by such beneficiary with the
member's employer prior to the 60th day after
the date of the member's death and prior to the
beneficiary's receipt of any payment under this
Section 11, and may not be subsequently
changed or revoked without the consent of the
Committee.

11.6. Upon the termination of a member's ser-
vice for any reason other than death, total and
permanent disability, or retirement, the Com-
mittee shall direct payment to such member of
the amount equal to the value of his vested in-
terest in his Plan accounts determined on the
value determination date in the month in which
his service is terminated, and such member's
non-vested interest, if any, in his Plan accounts
shall thereupon be forfeited and applied as pro-
vided in Section 13. The amount so payable to
such member shall become due as of such value
determination date and shall be paid from the
Trust in a lump cash sum as soon as practicable
thereafter, unless an optional method of pay-
ment becomes effective pursuant to Section
11.7. Any contributions made by such a member
which at the time of his termination of service
have not been remitted to the Trustee by his
employer shall be returned to him by his em-
ployer, and notwithstanding the provisions of
Section 6.1, no employer contributions shall be
made with respect to such contributions.

11.7. A member entitled to receive a lump cash
sum as provided in Section 11.6, may elect, if
the Committee consents thereto, (i) to have all
or a part of such lump cash sum paid and ap-
plied for the purchase and delivery to such
member of a single premium immediate or de-
ferred annuity (fixed or variable) on the life of
such member under a con tract of the kind le-
scribed in Section 11.2, cr (ii) to have the va.lie
of any part or such lump cash sum that at the
time of the member's termination of service may
be invested for such member in the Equity Fund,
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as thereafter determined monthly, paid to such
member ratably in monthly installments until
fully paid, provided that the period of such in-
stallments shall not in any event extend beyond
six months beginning with the month in which
such member's service is terminated. Such elec-
lion or elections must be filed in writing by the
member with his employer prior to the 10th day
after the date of the member's termination of
service and prior to the member's receipt of any
payment under this Section 11, and may not
subsequently be changed or revoked without
the consent of the Committee.

11.8. If a member whose service was termi-
nated for any reason other than death, total and
permanent disability or retirement dies before
payment of the full value of his Plan accounts,
the Committee shall direct payment to his bene-
ficiary of the amount equal to the value of the
unpaid portion thereof determined on the value
determination date in the month in which his
death occurs. Such amount shall become due as
of such value determination date and shall be
paid from the Trust in a lump cash sum as soon
as practicable thereafter. In lieu of such lump
cash sum, the beneficiary may elect, if the Com-
mittee consents thereto, to have all or a part of
such sum paid to him under the terms prescribed
in Section 11.7, except that any such election
must be filed by such beneficiary with the mem-
ber's employer prior to the 60th day after the
date of the member's death and prior to the
beneficiary's receipt of any payment under this
Section 11.

Section 12. Designation of Beneficiaries

12.1. Each member shall file, at such office as
the Committee may from time to time designate,
a written designation of a beneficiary or bene-
ficiaries who shall be entitled to receive the
value of his Plan accounts upon his death where
provided under the Plan. The member may from
time to time revoke or change his beneficiary
designation without the consent of any prior
beneficiary by filing a new designation at such
office. The last such designation received by
such office shall be controlling, provided, how-
ever, that no designation, or change or revoca-
tion thereof, shall be effective unless received
at such office prior to the member's death, and
in no event shall it be effective as of a date prior
to such receipt.

12.2. If at the time of a member's death such
a beneficiary designation is in effect, the value
of his Plan accounts, determined at the value
determination date next following the date on
which his death occurs, shall be distributed in
accordance with the Plan to the beneficiary
designated. If no such beneficiary designation

is in effect at the time of a member's death, or if
no designated beneficiary survives the member,
the payment of the value of a member's Plan
accounts shall be made to the member's estate.
If the Committee is in doubt as to the right of
any person to receive such amount, the Com-
mittee may direct the Trustee to retain such
amount, without liability for any interest
thereon, until the rights thereto are determined,
or the Committee may direct the Trustee to pay
such amount into any court of appropriate juris-
diction and such payment shall be a complete
discharge of the liability of the Plan and the
Trust therefor.

Section 13. Application of Forfeitures

13.1. All amounts forfeited under the Plan by
a member shall be applied as a credit to reduce
subsequent contributions of the employer by
which he was employed at the time of for-
feiture, and shall be valued for such purpose
as of the value determination date that the
member's Plan accounts distributed as a result
of the event causing the forfeiture are valued.

13.2. In the event the Plan is terminated by an
employer, any forfeitures not previously applied
to reduce such employer's contributions shall
be credited ratably to the Plan accounts of its
members in proportion to the amounts of such
employer's contributions to such Plan accounts
for the last month with respect to which it made
contributions.

Section 14. Administration of the Plan

14.1. The general administration of the Plan
shall be placed in an Administrative Board
which shall be known as the "Administrative
Board of the Thrift Plan for Employees of the
Federal Reserve System." The Board may adopt
for the Plan by-laws not inconsistent with the
provisions of the Plan or Trust and shall have
such duties and exercise such powers as are
provided in the Plan. Trust or by-laws. The
Board shall have the power, subject to the pro-
visions of the Trust, to appoint from time to
time a successor Trustee or Trustees as the
Board shall, in its sole discretion, determine.

14.2. The by-laws shall provide for an Execu-
tive Committee which shall have such duties
and exercise such powers as are provided in
the Plan, Trust or by-laws.

14.3. The Committee shall have the exclusive
right to interpret the Plan and to determine any
question arising under or in connection with
the administration of the Plan. Its decision or
action in respect thereof shall be conclusive
and binding upon all persons having an interest
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•
in the Trust or under the Plan, or under any
agreement with an insurance company or other
financial institution constituting a part of the
Plan and Trust.

14.4. The by-laws shall provide for a Perform-
ance Review Committee which shall have such
duties and exercise such powers as are provided
in the Plan, Trust or by-laws.

14.5. The Board or the Committee or the Per-
formance Review Committee may delegate to
any subcommittee, officer, employee or agent its
authority to perform any act pertaining to the
Plan or the administration thereof including,
without limitation, those matters involving the
exercise of discretion.

14.6. The members of the Board and of the
Committee and of the Performance Review
Committee shall serve without compensation,
but shall be reimbursed for any reasonable ex-
penses incurred in their capacities as members
of the Board and of the Committee and of the
Performance Review Committee. No bond or
other security need be required of the Board or
any member of the Board in any jurisdiction.
No member of the Board or of the Committee
or of the Performance Review Committee, offi-
cer or employee of the Plan shall be personally
liable by virtue of any contract or other instru-
ment executed by him or on his behalf in such
capacity nor for any mistake of judgment made
in good faith. In the absence of fraud or willful
misconduct, no member of the Board or of the
Committee or of the Performance Review Com-
mittee, officer or employee of the Plan shall
incur any liability whatsoever for anything done
or omitted to be done by him or by a duly au-
thorized agent in connection with the Plan; and
each employer, other than the Office of the Plan,
by its adoption of the Plan, agrees jointly with
the other employers to indemnify and save
harmless each member of the Board or of the
Committee or of the Performance Review Com-
mittee, officer or employee of the Plan against
any cost or expense (including counsel fees) or
liability (including any sum paid in settlement
of a claim with the approval of a majority of the
employers, other than the Office of the Plan)
arising out of any act or omission to act as such
member of the Board or of the Committee or of
the Performance Review Committee, officer or
employee of the Plan, except in the case of
fraud or willful misconduct. Any sum paid by
an employer by reason of such indemnification
agreement shall be deemed an administrative
expense of the Plan and shall be allocated
among the employers, other than the Office of
the. Plan, as the Committee, in its discretion,
shall determine.

14.7. The Board and the Committee and the
Performance Review Committee shall have no

duty to see that contributions received by the
Trustee under the Plan comply with the pro-
visions of the Plan or to enforce payment of any
contribution under the Plan.

14.8. The expenses of administering the Plan
including (i) the fees and expenses of the
Trustee for the performance of its duties under
the Trust, (ii) the expenses incurred by the
members of the Board and of the Committee
and of the Performance Review Committee, and
by the Office of the Plan, in the performance of
their duties under the Plan (including reason-
able compensation for agents and cost of ser-
vices rendered in respect of the Plan). (iii) any
expenses paid by an employer pursuant to Sec-
tion 14.6, and (iv) all other proper charges and
disbursements of the Trustee or the members
of the Board and of the Committee and of the
Performance Review Committee, and by the
Office of the Plan, shall be borne by the em-
ployers in such proportions as shall be deter-
mined by the Committee based upon the inclu-
sion in the Plan of the employers' respective
employees.

Section 15. Brokerage Fees

15.1. Brokerage fees, transfer taxes and any
other expenses incident to the purchase or bale
of securities by the Trustee shall for purposes
of the Plan be deemed to be part of the cost of
such securities, or deducted in computing the
proceeds therefrom, as the case may be. Taxes,
if any, of any and all kinds whatsoever which
are levied or assessed on any assets held or
income received by the Trustee shall be charged
appropriately against the Plan accounts of mem-
bers as the Committee shall determine.

Section 16. Establishment of Trust

16.1. The Board shall enter into one or more
Trust Agreements with a Trustee or Trustees
selected by the Board. Any and all rights or
benefits accruing to any person under the Plan
with respect to any contributions deposited
with the Trustee shall be subject to all the terms
and conditions of the Plan. the Trust Agreement
and any agreement with an insurance company
or other financial institution constituting a part
of the Plan and Trust. The Trust established
under any such Agreement shall provide that
all monies, securities or other property received
by the Trustee as contributions under the Plan
and the income therefrom (other than such part
as is necessary to pay the expenses and char7es
referred.to in Sections 14 and 15) shall be h 31d
in trust by the Trustee for the exclusive benefit
of the members or their beneficiaries, and man-
aged, invested and reinvested and distributed in
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accordance with the Plan and the Trust Agree-
ment and any agreement with an insurance
company or other financial institution consti-
tuting a part of the Plan and Trust.

16.2. The Board may, with the approval of the
Board of Governors of the Federal Reserve Sys-
tem, from time to time and without the consent
of any employer, member or beneficiary, re-
move the Trustee and designate a successor
Trustee upon such removal or upon the resigna-
tion of the Trustee. The Trustee shall make pay-
ments under the Plan only to the extent, in the
amounts, in the manner, at the time, and to the
persons as shall from time to time be set forth
and designated in written authorizations from
the Committee.

16.3. The Trustee may in its discretion main-
tain in cash such part of the assets of the Fixed
Income Fund and the Equity Fund as it may
deem necessary or advisable for the purposes
of the Plan.

Section 17. Amendment or Termination of the
Plan and Trust

17.1. The Board may, with the approval of the
Board of Governors of the Federal Reserve Sys-
tem, amend, suspend or terminate the Plan or
the Trust at any time in whole or in part and
for any reason and without the consent of any
employer, member or beneficiary and each em-
ployer by its adoption of the Plan shall be
deemed to have delegated this authority to the
Board. No amendment, however, shall impair
such rights of payment or withdrawal as the
member or his beneficiary would have had, if
such amendment had not been made, with re-
spect to contributions made by him or by his
employer prior to such amendment, except to
the extent that such amendment is, in the opin-
ion of the Board, necessary or appropriate to
qualify or maintain the Plan and the Trust as a
plan and trust meeting the requirements of
Sections 401(a) and 501(a), respectively, of the
Federal Internal Revenue Code as now in effect
or hereafter amended, and any other applicable
provisions of the federal tax laws, as now in
effect or hereafter amended or adopted, and the
regulations issued thereunder: and no amend-
ment shall make it possible for any part of the
assets of the Trust (other than such part as is
necessary to pay the expenses and charges re-
ferred to in Sections 14 and 15) to be used for
purposes other than for the exclusive benefit of
members or their beneficiaries.

17.2. Subject to the provisions of Section 17.1.
any amendment, suspension or termination of
any provision of the Plan may be made retro-
actively, if necessary or appropriate, to qualify
or maintain the Plan and the Trust as a plan and

trust meeting the requirements of Sections
401(a) and 501(a), respectively, of the Federal
Internal Revenue Code as now in effect or here-
after amended, or any other applicable provi-
sions of the federal tax laws, as now in effect
or hereafter amended or adopted, and the regu-
lations issued thereunder.

17.3. Notice of any amendment, suspension or
termination of the Plan shall be given by the
Board to the Trustee and all employers and,
except for changes which do not adversely
affect their interests, shall also be given to all
members.

17.4. In the event of termination of the Plan by
the Board, the interest of each member in his
Plan accounts as of the date of such termina-
tion shall thereupon fully vest in the member,
and the Trustee shall upon direction of the
Board liquidate the assets of the Fixed Income
Fund and the Equity Fund with such prompt-
ness as the Trustee deems prudent. When such
liquidation has been completed and after pro-
vision for all expenses described in Sections 14
and 15, and proportionate adjustment of all Plan
accounts to reflect such expenses, the Trustee
shall upon direction of the Committee pay to
each person who on such termination date was
a member (or in the event of such member's
death, on or after such date, to his beneficiary
or estate, as the case may be) a sum equal to
the amount, if any, then credited to his Plan
accounts after such liquidation and provision
for expenses. Distribution of such sum shall be
made to the member (or his beneficiary) in one
lump cash sum, or by the optional method of
payment specified in Section 11.2 as the Com-
mittee, in its sole discretion, may direct.

17.5. Notwithstanding any termination of the
Plan by the Board, the Board, the Committee,
the Performance Review Committee and the
Trust shall remain in existence and all the pro-
visions of the Plan shall remain in force which
are necessary for the execution of the plan and
the distribution of the assets of the Trust in
accordance with this Section.

Section 18. Termination of Employer
Participation

18.1. Any employer may terminate its partici-
pation in the Plan by giving the Board prior
written notice in which the employer specifies
a termination date which is a value determina-
tion date at least three months subsequent to
the date such notice is given to the Board.

18.2. An employer's participation (i) may be
terminated by the Board .for the failure of the
employer to Make proper contributions or to

• comply with any other provision of the Plan
within 90 days after notice and demand by the
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Board, and (ii) shall automatically be terminated
upon complete and final discontinuance of the
employer's contributions, and in either of such
events the termination date shall be a value
determination date specified by the Board which
is within four months subsequent to the last
date through which the employer's contribu-
tions to the Trust were paid.

18.3. Upon the termination of the Plan by an
employer, or upon the complete and final dis-
continuance of contributions by an employer,
neither the employer nor its members shall make
any further contributions under the Plan after
such termination date and the interest of each
member in his Plan accounts on his employer's
termination date or upon the date of such com-
plete and final discontinuance of contributions
shall thereupon fully vest in the member and
such member shall be entitled to a sum equal
to the value of his Fixed Income Account and
Equity Account determined in accordance with
the value of each such account at the value
determination date coincident with or next fol-
lowing such termination date. Upon receipt by
the Committee of United States Internal Rev-
enue Service approval, distribution of such sum,
without interest thereon after such value deter-
mination date, shall be made to the member by
the Trustee in one lump cash sum, or by one of
the optional methods of payment specified in
Section 11 as the Committee, in its sole discre-
tion, shall direct. Such payment shall be a com-
plete discharge of all liabilities of the Plan and
Trust with respect to the member's membership
and his employer's participation. If a person en-
titled to a sum under this Section 18.3 dies on or
after his employer's termination date and prior
to the full payment thereof, the remainder of
such sum shall be paid in one lump cash sum to
his beneficiary.

Section 19. General Limitations

19.1. Each member and beneficiary assumes
all risk in connection with any decrease in the
market value of the assets of the Trust. Neither
the employer, the Board, the Committee, the
Performance Review Committee nor the Trustee
guarantees that upon withdrawal or other dis-
tribution the value of a member's Plan accounts
will be equal to or greater than the amount of
the member's basic, additional and special sup-
plemental contributions under the Plan.

19.2. Membership in the Plan shall not give
any employee the right to be retained in the
employment of his employer and shall not affect
the right of the employer to dismiss any
employee.

19.3. The Trust and the value of a member's
Plan accounts shall be the sole source and basis

of payments under the Plan and the employer,
the Board, the Committee, and the Performan;:e
Review Committee assume no liability or re-
sponsibility for such payments, and each mem-
ber or beneficiary who shall claim the right to
any payment under the Plan shall be entitled to
look only to the Trust for such payment.

19.4. All notices, instructions, designations
and other communications from an employer, a
member, former member or a beneficiary to the
Committee required or permitted under the Plan
shall be in such form as is prescribed from time
to time by the Committee, shall be mailed by
first-class mail or delivered to such location as
shall be specified upon the forms prescribed by
the Committee, and shall be deemed to have
been duly given and delivered only upon actual
receipt thereof by the Committee at such loca-
tion.

19.5. All notices, statements, reports and other
communications from an employer, the Board,
the Committee, the Performance Review Com-
mittee or the Trustee to any employee, member,
former member or beneficiary, required or per-
mitted under the Plan shall be deemed to have
been duly given when delivered to, or when
mailed by first-class mail, postage prepaid and
addressed to, such employee, member, former
member or beneficiary at his address last ap-
pearing on the records of the Committee.

19.6. If the Committee shall find that any per-
son to whom any amount is payable under the
Plan is unable to care for his affairs because
of illness or accident, or is a minor, or has died,
then any payment due him or his estate (unless
a prior claim therefor has been made by a duly
appointed legal representative) may be paid to
his spouse, a child, a relative, an institution
maintaining or having custody of such person,
or any other person deemed by the Committee
to be a proper recipient on behalf of such person
otherwise entitled to payment. Any such pay-
ment shall be a complete discharge of the lia-
bility therefor of the Plan and the Trust.

19.7. Except insofar as applicable law may
otherwise require, no amount payable to any
member, former member or beneficiary at any
time under the Plan and the Trust shall be sub-
ject in any manner to alienation by anticipation,
sale, transfer, assignment, bankruptcy, pledge,
attachment, charge or encumbrance of any kind,
and any_ _attempt to _aliena_t_e, sell, transfer, as-
sign, pledge, attach, charge or otherwise encum-
ber any such amount, whether presently or
thereafter payable, shall be void, and the Trust
Fund shall in no manner be liable for or subject
to the debts or liabilities of any person entitled
to any amount payable under the Plan and
Trust; and if any person shall attempt to, or
shall, alienate, sell,-transfer, assign, pledge, at-
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tach, charge or otherwise encumber any amount
payable under the Plan and Trust, or any part
thereof, or if by reason of his bankruptcy or
other event happening at any such time such
amount would not be enjoyed by him, then the
Committee, in its sole discretion, may terminate
his interest in any such amount and shall hold
or apply it to or for the benefit of such person,
his spouse, children or other dependents, or any
of them in such manner as the Committee may
deem proper.

-19.8. If the Committee cannot ascertain the
whereabouts of any person to whom an amount
is payable under the Plan, and if, after five years
from the date such payment is due, a notice of
such payment due is mailed to the last-known
address of such person, as shown on the records
of the Committee, and within three months after
such mailing such person has not filed with the
Committee written claim therefor, the Commit-
tee may direct that such payment be cancelled
and forfeited and applied to reduce his employ-
er's contribution as provided in Section 13, and
upon such cancellation, the Plan and the Trust
shall have no further liability therefor.

19.9. Each member shall file with the Commit-
tee such pertinent information concerning him-
self, and his beneficiary as the Committee may
specify, and in such manner and form as the
'Committee may specify or provide, and no mem-
ber, former member or beneficiary shall have
any rights, or be entitled to any benefits under
the Plan unless such information is filed by him
or on his behalf.

19.10. If the payment of any benefit under the
Plan is provided as an annuity benefit under a
contract with an insurance company, the pay-
ment of such benefit shall be subject to all the
provisions of such contract.

19.11. Upon such terms and conditions as the
Board or the Committee and the Federal Internal
Revenue Service may approve, any period of a
member's prior employment by any organization
may be considered service for any purpose under
the Plan, and contributions made by or on behalf
of such member to an employee b?nefit plan of
such organization which qualified under Section
40I(a) of the Federal Internal Revenue Code (as
said section may from time to time be amended or
renumbered) may be transferred to the Trust
together with any interest or earnings credited on
such contributions under such plan.

Section 20. Controlling Law

20.1. The Plan and the Trust, and all rights
thereunder, shall be governed by and construed
in accordance with the laws of the State of New
York.

Trust Agreement

TRUST AGREEMENT, made and entered into as of
this 1st day of January, 1970, between Karl R.
Bopp, Darryl R. Francis, Hugh D. Galusha, Jr.,
Alfred Hayes and Sherman J. Maisel, constitut-
ing the Administrative Committee of the Thrift
Plan for Employees of the Federal Reserve Sys-
tem, and Federal Reserve Bank of New York,
hereinafter referred to as the "Trustee," as
amended as of November 15, 1971.

Section 1. The Plan a Part of this Trust
Agreement

1.1. A copy of the Thrift Plan for Employees
of the Federal Reserve System, as amended,
hereinafter referred to as the "Plan," is attached
hereto, marked "Exhibit A," and the provisions
therein contained, as the same may be amended
from time to time, are incorporated herein, and
all terms therein defined shall have the same
meanings when used herein unless expressly
provided to the contrary herein. •

Section 2. Establishment of the Trust

2.1. Effective with the first payment made pur-
suant to the Plan to the Trustee, there is estab-
lished with the Trustee a Trust to be known as
the "Federal Reserve System Employees' Thrift
Plan Trust," hereinafter referred to as the
"Trust," consisting of such sums of money and
such other property acceptable to the Trustee
as from time to time shall be paid or delivered
to the Trustee, and the earnings and profits
thereon. All such money and other property and
all investments and reinvestments made there-
with or proceeds thereof and all earnings and
profits thereon, less the payments which at the
time of reference shall have been made by the
Trustee as authorized herein, are hereinafter
feferred to as the "Trust Fund."

Section 3. The Trust Fund

3.1. It shall be the duty of the Trustee to hold
the Trust Fund in trust as provided in this Trust
Agreement; to manage, invest, reinvest, and
distribute and otherwise deal with the same pur-
suant to the provisions of this Trust Agreement;
to collect the income therefrom which upon
receipt shall be merged into and become a part
of the Trust Fund, and to make payments from
the Trust Fund, as hereinafter provided.

3.2. The Trustee shall be' responsible only for
sums or other property actually received by it
as Trustee and shall have no right or duty to
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see that contributions received by it under the
Plan comply with the provisions of the Plan or
to enforce payment of any contribution under
the Plan.

3.3. No member or former member or other
person claiming under or in respect of them,
shall have any right to, or interest in, any part
of the Trust Fund, except the right to receive
benefit payments which have been determined
by the Committee in accordance with the Plan
to be payable to such member, former member
or other person.

Section 4. Acceptance by the Trustee

4.1. The Trustee hereby accepts the Trust es-
tablished under this Trust Agreement on the
terms and subject to the provisions set forth
herein, and the Trustee agrees to discharge and
perform fully and faithfully all of its duties and
obligations specified under this Trust Agree-
ment.

Section 5. Duties of the Trustee with Respect
to Investments

5.1. The Trustee shall cause to be established
and maintained under this Trust Agreement two
funds designated respectively and referred to in
the Plan as the "Fixed Income Fund" and the
"Equity Fund" (which two Funds together shall
constitute the Trust Fund). All contributions
from members and employers under the Plan
received by the Trustee shall be dealt with by
the Trustee as follows:

(a) Sums received for investment in the Fixed
Income Fund shall be (i) deposited wholly or
partly with an insurance company or compa-
nies, designated from time to time by the Per-
formance Review Committee, to be held and
invested by such insurance company or compa-
nies under a fixed income fund arrangement
established pursuant to a group deposit admin-
istration annuity contract, or other type of con-
tract and utilizing under any such contract
general, commingled separate or individual sep-
arate investment accounts, issued to the Trustee
in form and substance approved by the Per-
formance Review Committee and designated by
the Performance Review Committee as consti-
tuting a part of the Plan and this Trust; or (ii) in-
vested wholly or partly in a fixed income type
fund, maintained by a bank or other financial in-
stitution, through the medium of any common,
collective or commingled trust fund which is
qualified under Sections 401(a) and 501(a) of the
Federal Internal Revenue Code (as said sections
may from time to time be amended or renum-
bered) and which is designated by the Perform-
ance Review Committee as constituting a part

of the Plan and this Trust. Interest, dividends
and other distributions received and gains real-
ized on securities and other property held in the
Fixed Income Fund shall be similarly invested
pursuant to such contract or trust arrangement.

(b) Sums received for investment in the Equity
Fund shall be invested in a diversified equity
portfolio or portfolios (i) wholly or partly by
direct investments made pursuant to the instruc-
tions of the Performance Review Committee or
the Investment Adviser designated from time to
time by the Performance Review Committee, or
(ii) wholly or partly through the medium of any
common, collective or commingled trust fund
maintained by a bank or other financial institu-
tion and which is qualified under Sections
401(a) and 501(a) of the Federal Internal Rev-
enue Code (as said sections may from time to
time be amended or renumbered) and which is
designated by the Performance Review Com-
mittee as constituting a part of the Plan and this
Trust, or (iii) wholly or partly through the
medium of a group deposit administration an-
nuity contract or other type of contract and
utilizing under any such contract general, com-
mingled separate or individual separate invest-
ment accounts, issued to the Trustee by an
insurance company or companies, and which is
in form and substance approved by the Per-
formance Review Committee and which is des-
ignated by the Performance Review Committee
as constituting a part qf the Plan and this Trust,
or (iv) wholly or partly by the purchase of
shares of such mutual fund or funds as the
Performance Review Committee shall from time
to time designate.

Any of such contracts which are issued or
delivered to the Trustee shall be entered into,
held, dealt with and delivered by the Trustee
only as the Board may from time to time direct,
and any rights and powers granted to the Trus-
tee under any such contracts shall be exercised
by the Trustee only as directed by the Board.

5.2. The Trustee shall have the following pow-
ers and authority with respect to all property
constituting a part of the Trust Fund and with
respect to the administration of the Trust Fund.
including, without limitation, investments and
other actions taken by the Trustee pursuant to
the provisions of Section 5.1, which powers and
authority shall be exercised by the Trustee
either directly, or indirectly through the invest-
ment media described in Section 5.1, pursuant
to the written instructions of the Performar ce
Review Committee or the Investment Adviser:

(a) To invest and reinvest in any property, real,
personal or mixed, and wherever situate avid
whether or not productive of income, including,
without limitation, capital, common and pre-
ferred stocks, personal, corporate and gov-
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ernmental or other obligations, secured or
unsecured and including any collective or part
interest therein; mortgages, leaseholds, fees and
other interest in realty; oil, gas or mineral prop-
erties, rights, royalties, payments or other in-
terests in such property; contracts, choses in
action, trust and participation certificates, or
other evidences of ownership, part ownership,
interest or part interest; all without being lim-
ited or restricted to investments of a character
authorized for fiduciaries under any present or
future laws of any jurisdiction or pursuant to
any rule of any court, and without regard to
the proportion any such property may bear to
the entire amount of the Trust Fund.

(b) To sell, exchange or transfer any such prop-
erty at public or private sale for cash or on
credit and grant options for the purchase or
exchange thereof.

(c) To participate in any plan of reorganization,
consolidation, merger, combination, liquidation
or other similar plan relating to any such prop-
erty, and to consent to or oppose any such plan
or any action thereunder, or any contract, lease,
mortgage, purchase, sale or other action by any
corporation or other entity.

(d) To deposit any such property with any pro-
tective, reorganization or similar committee; to
delegate discretionary power to any such com-
mittee; and to pay part of the expenses and
compensation of any such committee and any
assessments levied with respect to any property
so deposited.

(e) To exercise any conversion privilege or
subscription right available in connection with
any such property; to oppose or to consent to
the reorganization, consolidation, merger or
readjustment of the finances of any corporation,
company or association or to the sale, mort-
gage, pledge or lease of the property of any
corporation, company or association any of the
securities of which may at any time be held by
the Trust and to do any act with reference
thereto, including the exercise of options, the
making of agreements or subscriptions and the
payment of expenses, assessments or subscrip-
tions, which may be deemed necessary or ad-
visable in connection therewith, and to hold and
retain any securities or other property which it
may so acquire.

(f) To settle, compromise or submit to arbitra-
tion, any claims, debts or damages, due or owing
to or from the Trust, to commence or defend
suits or legal proceedings and to represent the
Trust in all suits or legal proceedings.

(g) To exercise, personally or by general or by
limited power of attorney, any right, including
the right to vote, appurtenant to any securities
or other such property.

(h) To borrow money from any lender in such
amounts and upon such terms and conditions
as shall be deemed advisable or proper to carry
out the purposes of the Plan and to pledge any
securities or other property for the repayment
of any such loan.

(i) To manage, administer, operate, lease for any
number of years, regardless of any restrictions
on leases made by fiduciaries, develop, im-
prove, repair, alter, demolish, mortgage, pledge,
grant options with respect to, or otherwise deal
with any real property or interest therein at any
time held in the Trust Fund, and to hold any
such real property in its own name or in the
name of a nominee, with or without the addi-
tion of words indicating that such property is
held in a fiduciary capacity, and to cause to be
formed a corporation, partnership, trust or other
entity to hold title to any such real property
with the aforesaid powers, all upon such terms
and conditions as may be deemed advisable.
To renew or extend or participate in the re-
newal or extension of any mortgage, upon such
terms as may be deemed advisable, and to agree
to a reduction in the rate of interest on any
mortgage or to any other modification or change
in the terms of any mortgage or of any guar-
antee pertaining thereto, in any manner and to
any extent that may be deemed advisable for
the protection of the Trust or the preservation
of any covenant or condition of any mortgage
or in the performance of any guarantee, or to
enforce any default in such manner and to such
extent as may be deemed advisable; to exercise
and enforce any and all rights of foreclosure, to
bid in property on foreclosure, to take a deed
in lieu of foreclosure with or without paying a
consideration therefor and in connection there-
with to release the obligation on the bond se-
cured by such mortgage, and to exercise and
enforce in any action, suit or proceeding at law
or in equity any rights or remedies in respect to
any such mortgage or guarantee.

(j) To hold part or all of the Trust Fund unin-
vested, without liability for interest thereon.

(k) To employ suitable agents and counsel and
to pay their reasonable expenses and compen-
sation.

(1) To register any securities held by the Trustee
hereunder in its own name or in the name of a
nominee of the Trustee or any custodian of
such property, with or without the addition of
words indicating that such securities are held
in a fiduciary capacity and to hold any securi-
ties in bearer form.

(m) To make any agency, trust, custodial, ad-
ministrative or other arrangement (i) with any
insurance company or other financial institution
or other person, firm or entity for the perform-
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ance of any agency or administrative function,
(ii) with any bank or other financial institution
for the deposit or safekeeping of the assets of
the Trust Fund, which depository or custodial
arrangements may be made indirectly through
any agency referred to in (i), above, of this Sub-
paragraph (m), and (iii) with any Investment
Adviser for the investment and reinvestment of
the assets of the Trust Fund.

(n) To make, execute and deliver, as Trustee,
any and all deeds, leases, notes, bonds, guaran-
tees, mortgages, conveyances, contracts, waiv-
ers, releases or other instruments in writing
necessary or proper for the accomplishment of
any of the foregoing powers.

(o) To make suitable contracts with an insur-
ance company or companies authorized to do
business in the State of New York to under-
write, or otherwise provide or assure funds for,
the payment of all or any part of the benefits
provided under the Plan, such contracts to con-
tain such provisions as the Committee or the
Performance Review Committee may deter-
mine, in its discretion, to be necessary or desir-
able.

(p) To delegate powers, including without limi-
tation discretionary powers, with respect to any
of the foregoing to any officer of the Plan, In-
vestment Adviser or other agent or agents.

5.3. The Performance Review Committee or
the Investment Adviser shall give the Trustee
written instructions from time to time with re-
spect to the investment and reinvestment of the
Trust Fund by the Trustee pursuant to Sections
5.1 and 5.2, or with respect to any matter per-
taining to the Trust with respect to which the
Trustee requests instructions from the Perform-
ance Review Committee or the Investment Ad-
viser. In the absence of such written instruc-
tions from the Performance Review Committee
or the Investment Adviser the Trustee shall
have no duty or obligation to invest, reinvest,
sell, liquidate, or otherwise dispose of, or take
action with respect to, any assets in the Trust
Fund in any manner whatsoever. If the Trustee
informs the Performance Review Committee or
the Investment Adviser that there are payments
to be made from the Trust Fund for which no
cash assets are available, the Performance Re-
view Committee or the Investment Adviser
shall promptly give the Trustee written instruc-
tions specifying which investments of the Trust
Fund should be sold or otherwise converted into
cash in order to make such payments.

Section 6. Delegation of Collections and
Disbursements

6.1. The Trustee shall upon direction of the
Committee or the Performance Review Corn-

mittee designate as its agent or agents for the
collection of contributions under the Plan, and
for the payment of funds out of the Trust Fund
and for the handling of administrative matters
related thereto, the Office of the Plan or an
insurance company or other financial institution
or institutions as the Committee or the Perform-
ance Review Committee designates from time to
time; and subject to the provisions of Section
6.2, the Trustee shall from time to time upon the
direction of the Committee or the Performance
Review Committee make payments out of the
Trust Fund either directly or through any of
such agents to such persons, including the
Board, the Committee, or the Performance Re-
view Committee, or any member thereof, in such
manner, in such amounts and for such purposes
as may be specified by the Committee or the
Performance Review Committee.

6.2. In directing the Trustee to make payment
out of the Trust Fund under any provision of
this Trust Agreement the Committee and the
Performance Review Committee shall follow the
provisions of the Plan and shall not direct that
any payment be made, either during the exist-
ence or upon termination of the Plan, which
would cause any part of the Trust Fund (other
than such part as may be necessary to pay the
expenses referred to in Section 9 of this Trust
Agreement) to be used for or directed to pur-
poses other than for the exclusive benefit of
members or their beneficiaries under the Plan
pursuant to the provisions of the Plan. Notwith-
standing the foregoing the Trustee shall be fully
protected in acting upon any direction of the
Committee or the Performance Review Commit-
tee and shall be under no liability for any pay-
ment made by it pursuant to the direction of
the Committee or the Performance Review Com-
mittee and the Trustee shall have no duty to
determine the rights or benefits of any person
in the Trust Fund or under the Plan or to inquire
into the right or power of the Committee or the
Performance Review Committee to direct any
such payment.

Section 7. Protection of the Trustee

7.1. The Trustee shall not be liable for any loss
sustained by the Trust Fund by reason of the
purchase, retention, sale or exchange of any
investment or other action taken in respect of
the Trust Fund, in good faith and in accordance
with the directions of the Board, the Committee,
the Performance Review Committee or the In-
vestment Adviser, by the Trustee directly, or
indirectly through agents or agencies herein
authorized.

7.2. The Trugtoe shall be fully pro iected in
relking upon Ii) a certification of any member of
the Board, the Committee or the Performance
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Review Committee, or officer of the Plan with
respect to any instruction, direction, designa-
tion, or approval of the Board, the Committee
or the Performance Review Committee, (ii) a
certification of any employer as to the member-
ship of the Board, the Committee or the Per-
formance Review Committee, as it then exists,
and (iii) the certification of any member of the
Board as to persons who are then officers of the
Plan; and in continuing to rely upon any such
certification until a subsequent certification is
filed with the Trustee by a member of the Board.
the Committee or the Performance Review Com-
mittee or an officer of the Plan or an employer,
as the case May be.

7.3. The Trustee shall be fully protected in
acting upon any instruction, certificate, or paper,
believed by it to be genuine and to be signed or
presented by the proper person or persons, and
the Trustee shall be under no duty to make any
investigation or inquiry as to any statement con-
tained in any writing but may accept the same
as conclusive evidence of the truth and accuracy
.of the statements therein contained.

7.4. The Trustee shall not be liable for the
proper application of any part of the Trust Fund
if distributions are made in accordance with the
directions of the Committee or the Performance
Review Committee as herein provided, nor shall
the Trustee be responsible for the adequacy of
the Trust Fund to meet and discharge any and
all payments and liabilities under the Plan.

7.5. Neither the Trustee nor any member of
the Board, the Committee or the Performance
Review Committee shall be liable hereunder
except for its or his own fraud or willful mis-
conduct.

Section 8. Third Parties

8.1. A third party dealing with the Trustee
shall not be required to make inquiry as to the
authority of the Trustee to take any action, and
any such third party shall not be under any obli-
gation to follow the proper application by the
Trustee of any moneys, securities or other prop-
erty paid or delivered by the Trustee.

Section 9. Taxes, Expenses and Compensation

9.1. The Trustee shall from time to time upon
the direction of the Committee cause to be
charged against and paid out of the Fixed In-
come Fund or the Equity Fund taxes of any and
all kinds whatsoever which at any time are
levied or assessed upon or become payable in
respect of such Fund, the income or any prop-
erty forming a part thereof, or any security
transaction pertaining thereto.

9.2. Other expenses incurred by the Trustee in
the performance of its duties under this Trust
Agreement, including reasonable compensation
for its agents and for services rendered by third
parties in respect of the Plan and expenses in-
curred by the Trustee or the members of the
Board, the Committee and the Performance Re-
view Committee related to the administration of
the Plan, and all other proper charges and dis-
bursements of the Trustee including, without
limitation, counsel fees and all other fees and
expenses incurred by the Trustee in any pro-
ceeding, action or claim in respect of the Trust
Fund, shall be charged against and paid out of
the Fixed Income Fund and the Equity Fund at
such times and in such manner and proportions
as the Committee shall direct to the extent that
the same are not paid by the employers pursu-
ant to the Plan.

9.3. The Trustee shall serve without compen-
sation.

Section 10. Records and Accounting

10.1. The Committee shall cause to be estab-
lished and maintained in respect of each mem-
ber a Plan account to be designated as his "Fixed
Income Account," showing his interest in the
Fixed Income Fund, and a Plan account to be
designated as his "Equity Account," showing his
interest in the Equity Fund. The Trustee shall
have no duty to establish, maintain, audit or
keep records of such Plan accounts.

10.2. The Trustee shall render at such times
as the Committee or the Performance Review
Committee may request accounts of its transac-
tions to the Committee or the Performance Re-
view Committee and the Committee or the Per-
formance Review Committee may approve such
accounts by an instrument in writing delivered
to the Trustee. In the absence of the filing in
writing with the Trustee by the Committee or
the Performance Review Committee of excep-
tions or objections to any such account within
60 days, the Committee or the Performance
Review Committee as the case may be shall be
deemed to have approved such account; and in
such case, or upon the written approval of the
Committee or the Performance Review Commit-
tee of any such account, the Trustee shall be
released, relieved and discharged with respect
to all matters and things set forth in such ac-
count as though such account had been settled
by the decree of a court of competent jurisdic-
tion.

10.3. To protect the Trust Fund from the ex-
penses which might otherwise be incurred, it is
imposed as a condition for 'securing any interest
in the Trust Fund that no person may institute
or maintain any action or proceeding against

A
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the Trustee or the Trust, in the absence of writ-
ten authority from the Committee, or a judgment
of a court of competent jurisdiction that in
refusing such authority the Committee has acted
fraudulently or in bad faith. In any action or
proceeding affecting the Trust the only neces-
sary parties shall be the Board and the Trustee,
and no other person shall be entitled to any
notice or service of process. Any judgment en-
tered in such an action or proceeding shall be
binding and conclusive on all persons claiming
to have any interest in the Trust.

Section 11. Removal or Resignation of Trustee
and Designation of Successor Trustee

11.1. The Board may remove the Trustee at
any time with or without cause, upon at least
60 days' prior written notice to the Trustee, and
such removal shall be effected by delivering to
the Trustee a written notice of its removal exe-
cuted by the Board.

11-2. The Trustee may resign at any time upon
at least 60 days' prior written notice to the
Board.

11.3. In the event of such removal or resigna-
tion the Trustee shall file with the Board a final
accounting of its acts and transactions for the
period since the last previous accounting, listing
the investments of the Trust and any uninvested
cash balance thereof, and setting forth all trans-
actions respecting the Trust not included in any
previous accounting; and any such accounting,
when approved by the Board, will be binding
and conclusive on all persons, and the Trustee
will thereby be released and discharged from
any liability or accountability to anyone with
respect to all matters set forth therein; and
omission by the Board to object in writing to
any specific items in such accounting within 90
days after its delivery will constitute approval
of the account by the Board.

11.4. In the event of such removal or resigna-
tion of the Trustee, the Board shall promptly
designate a successor trustee qualified to act
hereunder. Each successor trustee, during such
period as it shall act as such, shall have the
powers and duties herein conferred upon the
Trustee, and the word "Trustee" wherever used
herein, except where the context otherwise re-
quires, shall be deemed to include any successor
trustee. Upon designation of a successor trustee,
the Trustee shall assign, transfer, deliver and
pay over to such successor trustee all property
then held by the Trustee under this Trust Agree-
ment.

11.5. In the event of such removal or resigna-
tion of the Trustee, the Trustee shall deliver to
the successor trustee all records which shall be

required by the successor trustee to enable it to
carry out the provisions of this Trust Agree-
ment.

Section 12. Enforcement of Trust Agreement

12.1. The Committee shall have the right to
enforce any provision of the Trust Agreement
on behalf of itself and on behalf of any member,
former member or beneficiary or legal repre-
sentative thereof, having or claiming to have,
any interest in the Trust Fund.

Section 13. Termination

13.1. The Trust shall continue for such time as
may be necessary to accomplish the purpose for
which it was created, provided, nevertheless,
that upon at least 60 days' prior written notice
to the Trustee, the Trust may be terminated by
the Board (with the approval of the Board of
Governors of the Federal Reserve System) at
any time. Upon receipt by the Trustee of such
notice of termination of the Trust, or notice

- of termination of the Plan by the Board, the
Trustee shall, with reasonable promptness after
receipt of any such notice, arrange for the
orderly liquidation of the Trust Fund and the
disbursement and distribution of the remaining
assets in conformity with the provisions of the
Plan. The powers of the Trustee shall continue
so long as any assets remain in the Trust Fund,
and the Trust shall terminate when such dis-
bursement and distribution have been com-
pleted, and the Trustee shall thereby be relieved
of all further obligations under this Trust Agree-
ment.

Section 14. Amendments

14.1. The Board may, with the approval of the
Board of Governors of the Federal Reserve Sys-
tem, amend, suspend or modify this Trust at
any time in whole or in part and for any reason
and without the consent of the Trustee, any
employer, member or beneficiary, upon written
notice to the Trustee, and each employer by its
adoption of the Plan shall be deemed to have
delegated this authority to the Board; provided,
however, that no such amendment or modifica-
tion which affects the rights or duties of the
Trustee may be made without the Trustee's
consent. The Board and the Trustee shall exe-
cute such supplements to, or amendments of,
this Trust Agreement as shall be necessary to
give effect to any such amendment or modifica-
tion.

14.2. Subject to the provisions of Section 14.1.
any amendment, suspension or modification of
any provisions of this Trust Agreement may be
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made retroactively, if necessary or appropriate,
to qualify or maintain the Plan and the Trust as
a plan and trust meeting the requirements of
Sections 401(a) and 501(a), respectively, of the
Federal Internal Revenue Code as now in effect
or hereafter amended, or any other applicable
provisions of the federal tax laws, as now in
effect or hereafter amended or adopted, and the
regulations issued thereunder.

Section 15. Non-alienation

15.1. Except insofar as applicable law may
otherwise require, no amount payable to any
member, former member or beneficiary at any
time under the Plan and the Trust shall be sub-
ject in any manner to alienation by anticipation,
sale, transfer, assignment, bankruptcy, pledge,
attachment, charge or encumbrance of any kind,
and any attempt to alienate, sell, transfer, assign,
pledge, attach, charge or otherwise encumber
any such amount, whether presently or there-
after payable, shall be void, and the Trust Fund
shall in no manner be liable foi or subject to the
debts or liabilities of any person entitled to any
amount payable under the Plan and Trust; and
if any person shall attempt to, or shall, alienate,
sell, transfer, assign, pledge, attach, charge or
otherwise encumber any amount payable under
the Plan and Trust, or any part thereof, or if by
reason of his bankruptcy or other event happen-
ing at any such time such amount would not be
enjoyed by him, then the Committee, in its sole
discretion, may terminate his interest in any
such amount and shall hold or apply it to or for
the benefit of such person, his spouse, children
or other dependents, or any of them in such
manner as the Committee may deem proper.

Section 16. Insurance Contracts

16.1. Any insurance company or other issuer
of a contract held by the Trustee may deal solely
with the Trustee in accordance with the terms
and conditions of such contract and shall be
fully protected in accepting and acting upon any
instrument executed by the Trustee, and such
issuing company shall not be required to look
into the .terms of the Plan or the Trust, nor be
responsible for determining that any action of
the Trustee is authorized by the terms of the
Plan or the Trust or is directed or approved by
the Board, the Committee or the Performance
Review Committee. No such issuing company
shall have any obligation to determine that any
person with respect to whom application is
made hereunder for any annuity or other con-
tract is in fact an employee of an employer
eligible for any benefits under the Plan, nor shall
any such issuing company have any obligation
to investigate any fact, the determination of

which is required by the Plan or the Trust. In
no event shall any issuing company be responsi-
ble for the lack or failure of proper authority in
the establishment of the Plan or the Trust, or
for any acts of any persons in the establish-
ment, maintenance or administration of the Plan
or Trust, nor for the proper application or dis-
position of any money paid or to be paid by
such issuing company under any such contract.
The liability of any issuing company as stated
in each contract it may issue shall be its sole
liability.

Section 17. Communications

17.1. All communications to the Board from
the Trustee shall be in writing and shall be duly
given if mailed by U.S. first class mail, postage
prepaid, and addressed to the Board in care of
the Office of the Plan, 33 Liberty Street, New
York, New York, Attention: The Executive
Secretary; provided, however, that upon the
Board's written request, such communications
shall be sent to such other address as the Board
may specify.

17.2. All communications to the Trustee from
the Board, the Committee or the Performance
Review Committee shall be in writing and shall
be duly given if delivered in person to the Sec-
retary of the Trustee or if mailed by U.S. first
class mail, postage prepaid, and addressed to it
at 33 Liberty Street, New York, New York,
Attention: The Secretary; provided, however,
that upon the Trustee's written request, such
communication shall be delivered to such other
person or sent to such other address as the
Trustee may specify.

17.3. No communication shall be binding on
the Trustee until it is received by the Trustee,
and no communication shall be binding on the
Board, the Committee or the Performance Re-
view Committee until it is received by the
Board, the Committee or the Performance Re-
view Committee.

Section 18. Miscellaneous Provisions

18.1. This Trust Agreement shall be binding
upon and inure to the benefit of the Board and
the Trustee and their respective successors and
assigns.

18.2. The Trustee assumes no obligation or
responsibility with respect to any action re-
quired by this Trust Agreement or the Plan on
the part of the Board, the Committee or the
Performance Review Committee.

18.3. This Trust Agreement and the Trust es-
tablished hereunder shall be construed, regu-
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lated and administered under the laws of the
State of New York, and the Trustee shall be
liable to account only in the courts of that state.
All contributions to the Trust shall be deemed
to take place in the State of New York. The
Trustee may at any time initiate an action or
proceedings for the settlement of its accounts
or for the determination of any question of con-
struction which may arise or for instructions
and the only necessary party defendant to such
action shall be the Board, except that the
Trustee may, if it so elects, bring in as parties
defendant any other person or persons.

18.4. This Trust Agreement may be executed
in any number of counterparts, each one of
which shall be deemed to be the original al-
though the others shall not be produced.

IN WITNESS WHEREOF, this instrument has been
executed as of the day and year first above
written.

Administrative Committee of the Thrift Plan for
Employees of the Federal Reserve System,
Consisting of Karl R. Bopp, Darryl R. Francis,
Hugh D. Galusha, Jr., Alfred Hayes and Sher-
man J. Maisel

By (Signed) Hugh D. Galusha, Jr.
Chairman

Federal Reserve Bank of New York

By (Signed) William F. Treiber
First Vice President

Exhibit A

Thrift Plan for Employees of the
Federal Reserve System, as amended

(The text of the Thrift Plan, as amended, is set
forth beginning on page 1 of this booklet.)

By-Laws

Section 1. Administrative Board

1.1. Membership. The Administrative Board
of the Thrift Plan for Employees of the Federal
Reserve System shall consist at all times of the
26 persons who are then serving as the members
of the Administrative Board of the Retirement
Plan for Employees of the Federal Reserve
System.

1.2. Meetings. An annual meeting shall be
held by the Board during each calendar year at
such time and place as the Chairman of the
Board may designate. The Chairman may call
special meetings at any time and shall do so
upon the written request of any seven members
of the Board, or of any three Federal Reserve
Banks, or of the Board of Governors of the Fed-
eral Reserve System. Notice of all meetings of
the Board shall be given to the members of the
Board by mail or telegraph at least 10 days be-
fore the date of such meeting. Notice of any
meeting need not be given to any member of the
Board if waived by him in writing or by tele-
gram, whether before or after the holding of the
meeting.

1.3. Quorum. A majority of the members of
the Board shall constitute a quorum for the
transaction of business, but less than a quorum
may adjourn from time to time until a quorum
is in attendance.

1.4. Actions of the Board. Except as provided
in Section 5.1, the action of a majority of the
members of the Board present at a duly consti-
tuted meeting shall constitute the action of the
Board. Any action of the Board that may be
taken at a special meeting may at the direction
of the Chairman be taken without a meeting
upon the affirmative vote of at least two-thirds
of the members by mail, telegraph or telephone,
provided that all the members are informed by
mail or telegraph of their right to vote on the
proposal. All action taken by such vote by mail,
telegraph, or telephone shall be reported at the
next succeeding meeting of the Board.

1.5. Administration. The Board shall formu-
late general administrative policies and proce-
dures for the Plan to be implemented by the
Executive Committee referred to in Section 2.1.

Section 2. Committees

2.1. Executive Committee. The Executi,.7e
Committee of the Pliin shall consist of sen
persons and shall be constituted as follows: the
Chairman and Vice Chairman of the Board, to
serve, respectively, as Chairman and Vice
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Chairman of the Executive Committee, the mem-
ber of the Administrative Board appointed by
the Board of Governors of the Federal Reserve
System, and four other membErs to be appointed
annually by the Board (at least two of whom
shall be appointed from its membership). Such
Executive Committee shall supervise, generally,
the operations of the Plan, and between meet-
ings of the Board shall possess and may exer-
cise all the powers of the Board in the man-
agement and direction of the affairs of the Plan,
except (i) the power to amend the Plan or the
Trust or contracts constituting a part thereof, or
these by-laws, and (ii) such other powers as
may be specifically reserved to the Board by
these by-laws or its resolutions. The Executive
Committee shall cause to be maintained proper
accounts and accounting procedures in respect
of the Plan and shall submit to each employer
for the information of its participants in the
Plan Annual Reports on the operations of the
Plan, which reports shall include audited finan-
cial statements. The Executive Committee shall
maintain and staff the Office of the Plan. The
Executive Committee shall arrange for such
legal, actuarial, accounting, investment advis-
ory, administrative and other services as it
deems appropriate to carry out the provisions
of the Plan. All actions taken by the Executive
Committee shall be reported to the Board as
soon as convenient.

2.2. Performance Review Committee. The
Performance Review Committee of the Plan
shall consist of five persons and shall be
constituted as follows: four members to be ap-
pointed annually by the Presidents of the Fed-
eral Reserve Banks (at least two of whom shall
be appointed from their number) and one mem-
ber to be appointed by the Board of Governors
of the Federal Reserve System from its mem-
bership, all to serve at the pleasure of those
appointirig them. The Performance Review
Committee shall instruct the Trustee under the
Plan with respect to the investment and rein-
vestment of the funds received by the Trust. All
actions taken by the Performance Review Com-
mittee shall be reported to the Board as soon
as convenient.

2.3. Other Committees. The Board may elect
such other committees (whose members need
not be members of the Board) as the Board
deems appropriate, and each such Committee
shall serve for such duration and shall have
such powers and duties as the Board shall
designate consistent with these by-laws.

2.4. Vacancies. A vacancy in a committee
shall be filled promptly for the balance of the
unexpired term in the manner provided above
in this Section 2 with respect to appointments
to such committee.

20 Thrift Plan

2.5. Procedures. Except as otherwise specif-
ically provided in these by-laws, each commit-
tee shall elect or designate its own chairman.
establish its own procedures and the time and
place for its meetings, and provide for the keep-
ing of minutes of all meetings, copies of which
shall be delivered to the Executive Secretary. A
majority of the members of a committee shall
constitute a quorum for the transaction of busi-
ness, and the action of a majority of the mem-
bers present at a duly constituted meeting shall
constitute the action of the committee. Any
action of a committee that may be taken at a
meeting may at the direction of its chairman be
taken without a meeting upon the affirmative
vote of at least two-thirds of its members by
mail, telegraph or telephone, provided that all
the members of the committee are informed by
mail or telegraph of their right to vote on the
proposal.

Section 3. Officers

3.1. Appointment. The Chairman of the Board
shall be appointed annually by the Board from
the membership of the Board. The Vice Chair-
man of the Board shall be appointed annually
by the Board from the elected membership of
the Board. The Board shall appoint annually an
Executive Secretary, a Treasurer, and such other
officers of the Plan (who need not be members
of the Board) as the Board deems desirable. All
officers appointed by the Board shall serve at
its pleasure.

3.2. Vacancies. A vacancy among the officers
shall be filled in the manner provided in Sec-
tion 3.1, with respect to appointments of such
officers, except that until so filled, the vacancy
may be filled by the Executive Committee.

3.3. Chairman of the Board. The Chairman
shall preside at all meetings of the Board that
he attends, and shall perform such other duties
as the Board may require.

3.4. Vice Chairman of the Board. The Vice
Chairman shall perform such duties as may be
assigned to him by the Chairman, and in the
absence of the Chairman or his inability to
serve, shall assume the duties and powers of
the Chairman.

3.5. Executive Secretary. The Executive Sec-
retary shall be the chief administrative officer
of the Plan. He shall carry out the policies set
by the Board and its committees. The salary of
the Executive Secretary shall be fixed by the
Executive Committee.

3.6. Treasurer. The Treasurer shall cause to
be kept full ahd accurate accounts of receipts
and disbursements of the Plan, and shall cause
to be deposited all funds of the Plan to the name
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and credit of the Plan, in such depositories as
may be designated by the Board or the Per-
formance Review Committee. The Treasurer
shall cause to be disbursed the moneys and
funds of the Plan when so authorized by the
Board or the Performance Review Committee,
and shall generally perform all the duties inci-
dent to the office of Treasurer and such other
duties as may be assigned to him from time to
time by the Board or the Performance Review
Committee.

Section 4. Signing Authority

4.1. Checks. All checks or demands for
money of the Plan shall be signed by such offi-
cer or officers or such other person or persons
as the Executive Committee may from time to
time designate in writing.

Section 5. Amendments

5.1. These by-laws may be amended at any
meeting of the Board by the affirmative vote of
at least a majority of the members of the Board,
or by the affirmative vote of at least two-thirds
of such members taken by mail, telegraph or
telephone in accordance with the provisions of
Section 1.4: except that any amendment chang-
ing the number of members of the Board or of
any committee or affecting the composition of
the Board or of any committee shall be subject
to the approval of the Board of Governors of
the Federal Reserve System.
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EXHIBIT A (R)

Agency Agreement between Federal Reserve Bank of New York,
Trusteefor the Thrift Plan for Emoloyees of the Federal
Rese.rveSystem and the Office of the Plan

AGREDIENT made as of this 2_51. day of , 1976 between
Federal Reserve Bank of New York, Trustee for the Thrift Plan for Employees
of the Federal Reserve System under the Trust Agreement, as amended effective
November 15, 1971 (hereinafter referred to as the "Trustee") and the Office
of the Plan:

WHEREAS, the Executive Committee of the Thrift Plan for Employees of
the Federal Reserve System has designated the Office of the Federal Reserve
Employee Benefits System as the Office of the Plan; and

WHEREAS, Section 6.1 of the Trust Agreement, as amended, provides
that the Trustee shall upon the direction of the Executive Committee or the
Performance Review Committee of the Thrift Plan (hereinafter referred to as
the "Executive Committee" and the "Performance Review Committee," respectively)
established under the Thrift Plan for Employees of the Federal Reserve System
(hereinafter referred to as the "Plan") and by-laws adopted thereunder,
designate the Office of the Plan as its agent for the collection of contribu-
tions under the Plan and for the payment of funds out of the Trust Fund under
the Plan and for the handling of administrative matters related thereto; and

WHEREAS, the Trustee has been directed by the Executive Committee to
designate the Office of the Plan as such agent and to enter into an agreement
with the Office of the Plan in the form hereof;

NOW, THEREFORE, in consideration of the premises and of the mutual
covenants hereinafter set forth, the parties hereto agree as follows:

1. The Trustee hereby appoints and designates the Office of the Plan as
its agent under the Plan for the receipt-and collection of all funds, including
contributions, payable to the Plan; the managing of such funds and other assets
of the Trust Fund; and the payment of funds, including benefits, administrative
expenses and taxes from the Trust Fund as provided herein; and the handling of
administrative matters related thereto. In performing the above described acts
on behalf of the Trustee, the Office of the Plan is authorized, subject to the
terms of this agreement, to exercise such powers and perform such duties with
respect thereto as the Trustee has under the terms of the Trust Agreement, as
amended, and the Plan, as amended.

2. All funds, including contributions, received and collected under the
Plan by the Office of the Plan shall be credited to the Trust Fund and shall
be merged therein and become a part thereof. The Trust Fund shall be held in
the form of cash, bank deposits, group annuity contracts, securities or other
property as may from time to time be directed by the Executive Committee or
the Performance Review Committee. All funds paid from the Trust shall be
charged against the Fund. All checks, drafts, orders or other instruments
for the transfer of money or other assets of the Trust Fund by the Office of
the Plan shall bear the signature or facsimile thereof of such officers or
employees of the Plan as the Executive Committee shall from time to ti."2
designate.
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3. The Office of the Plan shall establish and maintain such bank accounts
as the Trustee shall approve and the Office of the Plan shall deem appropriate
in connection with the deposit, safekeeping and disbursement of all funds of the
Plan.

4. The Office of the Plan shall correspond with and maintain communications
with any insurance companies or other investment media under the Plan necessary
for the operation of the Plan and shall in accordance with the provisions of the
Plan and Trust Agreement, as amended, collect coupons and take similar action in
connection with the preservation and collection of Plan assets. The Office of
the Plan shall not be authorized under this agreement to execute contracts with
insurance companies or other investment media under the Plan in regard to the
establishment of continuing investment relationships with such insurance companies
or other investment media.

5. The Office of the Plan shall keep complete and accurate accounts of the
receipts, collections, holdings, transfers and payments made by it in connection
with the Trust Fund, and shall provide reports thereof to the Trustee at the end
of each Plan year, and at such other times as the Trustee shall designate in
writing. The Office of the Plan shall provide such other reports and informatioa
to the Trustee with regard to its operation under this agreement as the Trustee
shall from time to time request. The Office of the Plan shall also prepare tax,
disclosure and other reports and accounts which may be required under Federal and
State laws.

6. This agreement may be amended or modified by the Trustee upon thirty (30)

days written notice duly mailed or delivered to the Office of the Plan. This
agreement may be terminated by either party upon thirty,(30) days written notice
duly mailed or delivered to the other party. This agreement shall continue in
full force and effect until so amended, modified or terminated.

t.
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IN WITNESS WHEREOF, the parties hereto have executed this agreement
as of the date first written above.

FEDERAL RESERVE BANK OF NEW YORK,
TRUSTEE FOR THE FEDERAL RESERVE
SYSTEM EMPLOYEES' THRIFT PLAN TRUST

By: „77-7z 

Vice President

OFFICE OF THE PLAN, THRIFT PLAN FOR
EMPLOYEES OF THE FEDERAL RESERVE SYSTEM

By:
Executive- Secretary

STATE OF NEW YORK )
) ss.:

COUNTY OF NEW YORK )

On the02; day of )1(/// , 1976, before me personally
ecD

Martin W. Bergin to me known to be‘Ithe individual described in and who
the foregoing instrument, and acknowledged that he executed the same.

STATE OF NEW YORK )

COUNTY OF NEW YORK )

came
executed

• 

o' Notary
Office nnd P. 0..,1.‘16r:.is, Street

New Yo:k. N. Y. .u0-15
VOTARY PUBLIC, York

Ns. 43-456172
Qralilieil in

Term Expires March 30, l577...

On day of 7/-7 .; •1976, before me personally came

4. fr7 ?_•s• L  , td me known, who, being by me duly sworn,1-14.
13.4ap.as-e-aad_say_t_h•a4.--.1.,e re_side,s-at
that he is Vice President of Federal Reserve Bank of New York, the corporation
described in and which executed the foregoing instrument;bilaz-he--;(mows the
s.eal_aaid-corporaticyni—tha-the-sez-I-a"17-f-ixed to Gaid instrume-n-t---is-sueh
carparatp seal;--that—i-t----so-affixed-by-order-of-the-boar-&-of directors I.

gneici---lii-s---ner-eto--b-y---1--i-ke---Qr-der

1/4- • Zt: kJ,/
r6

Notary Public )

1011N E. Vy'HITNEY
NOTARY PUBLIC, Statc of Nei,/ York

No. 24-4515533
Qualified in Kings 

0
County I

Commission Expires ,:arch 3. 197W
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Retirement Plan for Employees of the Federal Reserve System

December 31, 1976

ADMINISTRATIVE BOARD

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco
Board of Governors

OFFICERS

Willis J. Winn, Chairman
Dan M. Bechter, Vice Chairman
Paul Meek, Treasurer

COMMITTEES

Executive Committee

Willis J. Winn, Chairman
Dan M. Bechter, Vice Chairman
Ernest T. Baughman
Daniel M. Doyle
Philip C. Jackson, Jr.
Eugene A. Leonard
Joseph F. Viverette

Elected

George H. Harris
Jane L. Detra
Alan L. Kiel
James D. Kelly
Joseph F. Viverette
Hiram J. Honea
Adolph J. Stojetz
Eugene F. On
Richard C. Heiber
Dan M. Bechter
Thomas H. Rust
H. Peter Frenzel
Janet 0. Hart

Ex Officio

Frank E. Morris
Paul A. Volcker, Jr.
David P. Eastburn
Willis J. Winn
Robert P. Black
Monroe Kimbrel
Robert P. Mayo
Lawrence K. Roos
Bruce K. MacLaury
J. Roger Guffey
Ernest T. Baughman
John J. Balles
Philip C. Jackson, Jr.

Martin W. Bergin, Executive Secretary
William B. Davidson, Associate Secretary
Bob S. Bury, Associate Treasurer

Performance Review Committee

Frank E. Morris, Chairman
Philip C. Jackson, Jr.
Monroe Kimbrel
Robert P. Mayo
Thomas M. Timlen

(See last page of report for similar list reflecting changes through July 20, 1977, the date of the annual meeting

of the Administrative Board.)
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Board of Governors
of the Federal Reserve System
Washington, D.C.20551

Sirs:
On behalf of the Administrative Board of the
Retirement Plan, I am pleased to submit here-
with the Forty-third Annual Report of the
Retirement Plan for Employees of the Federal
Reserve System, including the annual reports
of the Actuary and Auditors, for the year ended
December 31, 1976.

Respectfully,
Willis J. Winn
Chairman, Administrative Board

July 20, 1977
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I

Transmittal Letter of Executive Committee

To the Administrative Board and the Trustee,
Retirement Plan for Employees of the
Federal Reserve System:

The operations and investments of the Retire-
ment Plan during the year ended December 31,
1976 are described in the enclosed reports of
the Executive and Performance Review Com-
mittees.
These reports, together with the Actuary's

report on the forty-fourth actuarial valuation of
the assets and liabilities of the Retirement Plan
and the report of the Auditors, with the accom-
panying financial balance sheet and related
statements, constitute the Forty-third Annual
Report of the Retirement Plan for Employees
of the Federal Reserve System.

EXECUTIVE COMMITTEE
Willis J. Winn, Chairman
Dan M. Bechter, Vice Chairman
Ernest T. Baughman
Philip E. Coldwell
Daniel M. Doyle
Joseph F. Viverette
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Report of the Executive Committee

To the Administrative Board and the Trustee:

This report reviews the operations of the Retire-

ment Plan during the year 1976.

Following the annual valuation of the Plan as

of December 31, 1976, the Actuary reported that

the assets of the Trust together with future

contributions are sufficient to provide the bene-

fits payable to, or on behalf of, members on the

retirement rolls, and to provide the benefits ex-

pected to be earned by members in active serv-

ice. A summary of the Actuary's Report is con-

tained in this Annual Report.

Supplements to Allowances

Effective January 1, 1976, the Retirement Plan

was amended to provide a supplemental pension

equal to 5 percent of the monthly amounts pay-

able to eligible Reserve Bank employees who

retired before 1975. Eligible employees who re-

tired during the first six months of 1975 were

granted supplements of 4.5 percent for those re-

tired in January, 4 percent for those retired in

February, and 0.5 percent less for each succes-

sive month, ending with 2 percent for those

retired in June. Eligible members were those

who were aged 50 or more on January 1, 1976,

or those retired because of disability. Also eligi-

ble were the survivor annuitants or beneficiaries

of retired members who would have been eligible

had they lived.

Membership

The Actuary reports that there were 26,573

members of the Bank and Board Plans on Decem-

ber 31, 1976, a decrease of 982, or 4 percent,

for the year.

Retirements

There were 568 retirements during 1976, 127

more than during the previous year. For every

retirement at 65 during 1976, there were 2.21

retirements before 65, compared to 2.38 during

1975.

1976 1975

Normal retirements 175 129
Early retirements 387 307
Disability retirements 6 2
Life annuities 0 3

On December 31, 1976, there were 8,147
members or beneficiaries on the retirement
rolls, a net increase of 357, or 5 percent for the
year. The rolls include 820 members who have
deferred the payment of their pensions.
The numbers of persons receiving or eligible

to receive allowances are tabulated below. Re-
tirement allowances are payable to retirees;
survivorship allowances are payable to bene-
ficiaries of retirees; life annuities and spouse's
benefits are payable to the beneficiaries or
spouses of members who died in active service
or on retirement.

December 31: 1976 1975

Retirement allowances 7,315 6,994
Survivorship allowances 776 739
Life annuities 40 41
Spouse's benefits 16 16

Disability Benefits

At the end of 1976, 252 members were receiv-
ing disability retirement payments. Disability

retirement payments are now granted only under

the Board Plan, Reserve Bank members disabled
during the period 1970-74 receive payments
through a separate insurance contract. Those

disabled since 1974 receive payments through
a self-insured Long Term Disability Income Plan,
which is administered by the Benefits Office,
and provides essentially the same benefits as
those available under the insurance contract
in effect during 1970-74.

Deaths and Other Terminations

Sixty members died in active service in 1976,
compared to 61 the previous year. Since the Plan
was established in 1934, 2,334 members have
died in active service.

2
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Value of Employer-Provided Benefits Compared with those
of 12 Commercial Banks, and 20 Manufacturers, 1976

(Source Hewitt Associates)
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Members in Active Service and on Retirement
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During the year 1976, 241 retired members

died, and nine other retirements were termi-

nated: five members on deferred retirement

returned to active service, two deferred annui-

tants died, one member withdrew under Section

9.2 of the Plan, and one retirement was re-

scinded by the member before it became fully

effective.

Disbursements

In 1976, $29,502,020 was paid to active and

retired members, their beneficiaries and es-

tates. Disbursements since 1934 have totaled

$324,591,117.

Annual Audit

Hurdman and Cranstoun, Certified Public Ac-

countants, conducted an examination of the

financial statements of the Retirement Plan as

of December 31, 1976. The financial statements

and the firm's unqualified report are included

in this Annual Report.

Operating Expenses

The cost of operating the Retirement Plan in

1976 was $1,276,643, an increase of $106,782,

or 9.1 percent more than in the prior year.

Fees for investment management services

under the diversified investment contracts were

$712,843 in 1976, up $134,696 from 1975. These

fees are deducted from the liquidation values

reported at the end of each month, and are de-

termined from the schedules of rates negotiated

by the Performance Review Committee.

I, 
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Retirements, and Deaths and Other Terminations of Retirement
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Remaining operating costs amounted to
$563,801, about 5 percent less than the previous
year. Salary and salary-related expenses paid
by the Retirement Plan, the employer of the staff
of the Benefits Office, amounted to $563,625,
compared to $550,356 in 1975, an increase of 2
percent for the year.

Operating expenses other than investment
management services are met from contributions
of the employers. Employer contributions to the
Plan include an amount equal to .25 percent of
employer payroll to cover salary and salary-
related expenses of the Benefits Office staff. In
1976, this portion exceeded salary and salary-
related expenses by $185,860; the excess was
credited to the Pension Accumulation Account.
Of the total salary and salary-related expenses,
$285,780 was allocated to the Retirement Plan,

about 23 percent less than last year, and the
remainder of $277,845 was allocated to the other
benefit plans.

Automation of Benefits Office Operations

The automation of Benefits Office operations
which includes the payment of benefits under
the Retirement and LTD Plans, the maintenance
of contribution records for members of the Board
Plan in active service, and the Office payroll
was scheduled for completion in August 1976.
The project was slowed, however, by several
factors, including demands placed on the vendor
in developing the automation system for the
Thrift Plan.
The new automated system for the Retirement

and LTD Plans is expected to be in operation by
the end of 1977.

5

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



Disbursements to Active and Retired Members,
their Beneficiaries, and Estates

1976 1975

Retirement allowances and life annuities paid $28,109,355 $25,618,958

Lump sum payments of death benefits:
Active members 741,287 635,000

Retired members 114,333 142,984

Installment payments of death benefits  59,683 70,451

Refunds of members' contributions
including those paid to the
Thrift Plan and those paid on death 404,360 399,850

Lump sum payments on involuntary

termination 73,002 116,956

$29,502,020 $26,984,199

Committee Activity

The Executive Committee met twice in 1976. At

its meeting in May, the Committee adopted guide-

lines for use by the Banks in identifying and de-

fining classes of employees who are eligible and

not eligible for membership under the Plan.

Following a similar action in 1975, the Commit-

tee in 1976 directed the purchase from Hewitt

Associates of their Benefit Index reports compar-

ing the value of the Reserve Banks' benefit pro-

gram with the programs of 20 large manufac-

turers and 12 major commercial banks. For both

years, the Banks' benefits as supplemented by

post-retirement increases ranked above, or close

to, the average of the 20 manufacturers and the

12 commercial banks.
In November the Committee recommended

certain amendments to the Retirement Plan

effective January 1, 1977. One of the amend-

ments would provide most retired members and

beneficiaries with a supplemental pension equal

to 3 percent of their previous entitlements. An-

other amendment would provide for a more

equitable approach in determining the pension

of a member who worked less than full time.

The Committee's recommendations on these and
other amendments to the Plan were later ap-
proved by the Administrative Board and the
Board of Governors. Details will appear in next
year's Annual Report.

Also at its meeting in November, the Commit-
tee voted to authorize the Federal Reserve Bank
of New York as Trustee of the Retirement Plan

to execute a contract, effective January 1, 1977,
with The Travelers Insurance Company for the
purchase of annuities by members or benefici-
aries under the Plans.
The Committee expresses its appreciation to

the staff of the Benefits Office for its continued
cooperation and effort.

Respectfully submitted,

EXECUTIVE COMMITTEE

Willis J. Winn, Chairman
Dan M. Bechter, Vice Chairman
Ernest T. Baughman
Philip E. Coldwell
Daniel M. Doyle
Joseph F. Viverette
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Retirements, 1935-1976
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Report of the Performance Review Committee

At the end of 1976, the market value of the Re-
tirement Plan's investments was $493,227.920.84,
an increase of $74,946,457.18 from the value at
the end of 1975. This increase was made up of
a rise of $53,052,390.51 in the value of the
Plan's diversified investments and fixed income
contracts, and a net increase of investment
during the year of $21,894,066.67.
The changes in the Plan's investments during

the year are detailed in Table 1 of the Statistical
Appendix to this report.

Fixed Income Contracts

Effective March 1, 1976, the Plan received a
payment of $14,294,166 under the two fixed
income contracts with The Equitable Life As-
surance Society of the United States and The
Prudential Insurance Company of America. This
payment included a return of principal amount-
ing to $6,359,501, and interest amounting to
$7,934,665. This payment, together with other
available funds of $8,605,834, or a total of
$22,900,000 was reinvested in the four diversi-
fied investment contracts.

Diversified Investment Contracts

The $22,900,000 referred to above was invested
on March 1, 1976 in equal shares under the four
diversified investment contracts. These contracts
are with the Aetna Life Insurance Company,
The Equitable Life Assurance Society of the
United States, The Prudential Insurance Com-
pany of America, and The Travelers Insurance
Company.
On December 31, 1976, the liquidation values

of the four diversified investment contracts

totaled $397,986,308, which is $24,276,118,
or 6.50 percent, more than the total commit-

ments to the contracts since their inception in

the spring of 1973. On a comparable basis, in-
vestment during the same period in the stocks
comprising the Standard and Poor's 500 Stock
Index would have shown an increase of 9.8
percent. For the 12 months of 1976, the liquida-

tion value of the four contracts rose by
$53,176,345.41, or 16.7 percent. (A comparable
investment in Standard and Poor's 500 stocks
during the same one-year period would have
increased 24.6 percent.) Details on the per-
formance of the four diversified investment
contracts are given in Tables 4 and 5.

Temporary Investment of Cash

During the year, cash in excess of requirements
for the payment of benefits, and salaries and re-
lated expenses, was invested in Treasury bills.
The par value of bills purchased totaled
$18,870,000 for the year, while the total of
sales and redemptions was $24,115,000, result-
ing in a net reduction of $5,245,000 in the par
value ($5,305,933.33 cost) of bills held at
December 31, 1976, compared with December
31, 1975. The investment income from Treasury
bills was $98,711.70.
The proceeds of the sales and maturities

through August 1976 were invested in the di-
versified investment contracts with Aetna,
Equitable, Prudential and Travelers. Later
maturities were reinvested in Treasury bills
and held for investment in the new investment
fund then under consideration by the Per-
formance Review Committee.

Reserve Against Investments

On December 31, 1976, the Reserve Against
Investments amounted to $493,157.93, compared
to $11,854,194.53 at the end of 1975. (All of
the end-of-1976 reserve is attributable to the
Board Plan, the Bank Plan reserve having been
exhausted in partially funding the Bank Plan
supplement of January 1, 1976, as indicated
below.) Deductions from the Reserve for the
year totaled $11,361,036.60.

Bank Plan supplement of 5
percent and prorated
supplement of 4.5 - 2
percent, January 1, 1976 $ 9,096,555.60

An
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Rates of Return on Investments, 1966-1976

Percent
25

20

15

10

5

—5

—10

—15
1966 1967 1968 1969 1970 1971*

Percent
25

ANNUAL

FIVE-YEAR
AVERAGE

1

20

5

5

—5

—10

—15
1971 1972 1973 1974 1975 1976

*As of last day of February until 1971, and as of December 31 thereafter

(Total cost of $9,956,359
was funded in part by a
Reserve Bank contribu-
tion of $859,803, and the
remainder by a deduction
from the Reserve.)

Board Plan supplements of
5.1 percent, August 1,
1975, and 5.4 percent,
March 1, 1976 2,264,481.00

It is expected that the remaining $493,157.93
of Board Plan reserves at the end of 1976 will be
used to partially fund the supplement to Board

Plan retirees effective March 1, 1977. The re-
mainder of $662,142 is expected to be funded by

a contribution by the Board of Governors.

Income and Rates of Return

Income received by the Plan from investments

during 1976 totaled $7,555,706.72, consisting of

$7,456,995.02 from the two fixed income con-

tracts and $98,711.70 from U.S. Treasury bills.
Also during 1976, income to the four diversified
investment contracts amounted to $14,737,862.
(Because of the nature of the Plan's investment
in the four diversified investment contracts, a
distribution from them to the Plan would not

9
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constitute income but a return of capital, plus

or minus the attributed realized gain or loss.)

During 1975, income from investments totaled

$8,460,294, consisting of $8,035,070 from the

two fixed income contracts, and $425,224 from

U.S. Treasury bills.

The income for each of the years, plus or

minus the net capital gain or loss, realized and

unrealized, expressed as a percentage of the

market value of the previous year-end, repre-

sented an annual rate of return of 12.74 percent

for 1976, compared to 20.87 percent for 1975.

Annual and five-year rates of return for the

years 1966-76 are given in Table 6.

Committee Activity

The Performance Review Committee met twice

during the year. At its meeting in July, the Com-

mittee met with representatives of the four in-

surance companies to hear presentations on the

performance of their investments in behalf of

the Plan. In November the Committee adopted

an explicit statement of investment objectives

and guidelines and a plan of financial reporting.

The investment objectives were characterized as

middle-of-the-road between conservative and

aggressive. The objectives consisted of the fol-

lowing elements:

A portfolio allocation of about 60 percent

equity and about 40 percent debt is the pre-

ferred long-term strategy.

Depending on conditions, the equity-debt

ratio can vary between 40-60 and 80-20.

Performance would be measured over a

market cycle of at least three years and re-

lated to the performance of a portfolio in-

vested 60 percent in equity and 40 percent

in debt as measured by the Standard and

Poor's Index of 500 Stocks and the Salomon

Brothers Index of High Grade Corporate

Bonds.

10

Consistency of performance should be em-

phasized with volatility not significantly in

excess of the Standard and Poor's Index of

500 Stocks.

The Committee also discussed the establish-

ment of a "fifth" diversified investment fund

under the Retirement Plan.

PERFORMANCE REVIEW COMMITTEE

Frank E. Morris, Chairman

Philip E. Coldwell
Monroe Kimbrel
Robert P. Mayo
Thomas M. Timlen
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Table 1 CHANGES IN INVESTMENTS, 1976

Year-end 1975 Net sales

Increase or

(decrease) in
market value Year-end 1976

Treasury bills (Note 1)  $ 7,322,497.44 $ (5,305,933.33) $ 98,711.70 $ 2,115,275.81
Fixed income

contracts (Note 2) 93,349,003.68 (222,666.60) 93,126,337.08
Diversified investment

contracts 317,609,962.54 27,200.000.00 53,176,345.41 397,986,307.95

$418,281,463.66 $21,894,066.67 $53,052,390.51 $493,227,920.84

NOTES:

1. During the year, excess cash accumulated from time to time was invested temporarily in Treasury bills.
Aggregate purchases totaled $18,870,000. par value: sales and redemptions totaled $24,115,000.

2. The decrease in the market value of the fixed income contracts was equal to the amount of principal repaid
on March 1, 1976 of $6,359.500.64, less interest accrued from March 1 to December 31, 1976 in the amount of
$6,136,834.04. The market value of the fixed income contracts at year-end 1976 shown above exceeds the
investment balance for 1976 in Table 2 by the amount of that accrual. This is the first year in which the ac-
crued interest has been included in the values.
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Table 2 PAYMENTS TO RETIREMENT PLAN

UNDER FIXED INCOME CONTRACTS

March 1 Payment

Included

principal

Included
interest

Investment

balance

1971 $120,000,000

1972  $ 17,046,720 $ 6,846,720 $ 10,200,000 113,153,280

1973  16,338,664 6,720,635 9,618,029 106,432,645

1974  15,654,854 6,608,079 9,046,775 99,824,566

1975  14,960,650 6,475,562 8,485,088 93,349,004

1976  14,294,166 6,359,501 7,934,665 86,989,503

1977  13,586,100 6,191,992 7,394,108 80,797,511

1978  12,871,102 6,003,314 6,867,788 74,794,197

1979  12,144,554 5,787,047 6,357,507 69,007,150

1980  11,416,852 5,551,244 5,865,608 63,455,906

1981  10,690,304 5,296,552 5,393,752 58,159,354

1982  9,966,066 5,022,521 4,943,545 53,136,833

1983  9,249,914 4,733,283 4,516,630 48,403,549

1984  8,583,432 4,469,130 4,114,302 43,934,419

1985  8,583,432 4,849,006 3,734,426 39,085,413

1986  8,583,432 5,261,172 3,322,260 33,824,241

1987  8,583,432 5,708,372 2,875,061 28,115,870

1988  8,583,432 6,193,583 2,389,849 21,922,286

1989  8,583,432 6,720,038 1,863,394 15,202,249

1990  8,583,432 7,291,241 1,292,191 7,911,008

1991  8,583,444 7,911,008 672,436 —0-

Total $226,887,414 $120,000,000 $106,887,414
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Table 3 TRANSFERS TO FOUR DIVERSIFIED INVESTMENT CONTRACTS, 1973-76

Each contract Four contracts

Cash, February 1, 1973  $37,845,000.00 $151,380,000.00

Stock, February 1, 1973  42.742,144.50 170,968,578.00

Cash, March 1, 1973  1,803,000.00 7,212,000.00

Cash, March 15, 1973 ±  62,056.65 248,226.60

Stock, April 2, 1973 2,324,965.15 9,299.860.60

Cash, May 15, 1973 ±  381.31 1,525.24

Cash, March 1, 1974  1,100,000.00 4,400,000.00

Cash, February 28, 1975  750,000.00 3,000,000.00

Cash, March 1, 1976 5,725,000.00 22,900,000.00

Cash, May 27, 1976 450,000.00 1,800,000.00

Cash, August 27, 1976  625,000.00 2,500,000.00

$93,427,547.61 $373,710,190.44

Table 4 COMMITMENTS TO DIVERSIFIED INVESTMENT CONTRACTS

AND YEAR-END VALUES, 1976

Contracts

Year-end

balance. 1975

Commitments to

contracts, 1976

Year-end

balance, 1976 Net change

A $ 80,868.980.07 $ 6,800.000.00 $ 99.479.645.44 $ + 11.810,665.37

76.383,523.82 6.800,000.00 97,319,562.28 + 14.136.038.46

84,089,077.08 6,800,000.00 103,804,400.29 + 12,915,323.21

76.268,381.57 6,800,000.00 97,382,699.94 + 14.314,318.37

Total  $317,609.962.54 $27.200,000.00 $397,986.307.95 $ + 53,176,345.41

13
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Table 5 QUARTERLY PERCENTAGE CHANGES IN NET ASSET VALUES

OF DIVERSIFIED INVESTMENT CONTRACTS

Contracts

1976 1977

I II III IV Year I

A 8.31% .77% 2.57% 2.00% 14.60% - 7.92%

B 11.99 4.58 .15 .67 18.51 - 9.30

C 11.61 3.10 -1.66 1.74 15.36 - 5.13

D 9.60 3.46 1.50 2.64 18.77 - 6.47

Average  10.38 2.96 .58 1.76 16.74 - 7.17

Comparative portfolios

AA  11.21 1.52 .78 1.57 15.93 -10.24
BB  11.13 1.38 .61 .46 14.09 -11.85

CC  9.74 .88 1.44 - .53 11.85 -10.30

S & P 500  15.27 2.40 1.86 3.12 24.62 - 7.39

NOTE: Figures for the first quarter of 1976 are revised from those reported in last year's Report. Figures

reported last year did not exclude contributions.

Table 6 ANNUAL AND FIVE-YEAR AVERAGE RATES OF RETURN, 1966-1976

Year

Annual Rate Five-Year Average Rate

Total

Capital

gains

component

Income

component Total

Capital

gains

component

Income

component

1966 - 0.35 - 4.08 3.73

1967 1.99 - 2.02 4.01

1968 - 0.91 - 5.15 4.24

1969 5.15 0.56 4.59

1970 - 1.04 - 5.95 4.91 0.97 -3.33 4.30

1971 10.52 5.55 4.97 3.14 -1.40 4.54

1971 (Mar-Dec) 9.48* 4.08* 5.40* 4.64 -0.18 4.82

1972 9.58 4.65 4.93 6.74 -1.78 4.96

1973 -4.27 - 9.25 4.98 4.85 -0.18 5.04

1974 -13.11 -18.53 5.42 2.44 -2.70 5.14

1975 20.08 14.08 6.00 4.35 -0.99 5.35
1976 13.81 8.83 4.98 5.22 -0.04 5.26

*Annualized

Note: Total income is the total of capital gains and investment income (dividends and interest payments) earned
by the Retirement Plan's investments-including holdings of Treasury bills. Rates of return are calculated by
dividing these components of income by the market value of the portfolio at the beginning of the year plus one-
half of the net flow into the portfolio within the year. The total rate of return is the sum of the rate of return in
the form of capital gains and the rate of return in the form of investment income.
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Report of Actuary on the Forty-Fourth Actuarial Valuation

of the Assets and Liabilities of the Retirement Plan

GEORGE B. BUCK
Consulting Actuaries, Inc.

July 11, 1977

Executive Committee
Retirement Plan for Employees of the

Federal Reserve System

33 Liberty Street
New York, New York 10045

Gentlemen:

Section 16.4 of the Retirement Plan for Em-

ployees of the Federal Reserve System provides

that the Committee shall adopt the rates of con-

tribution payable by employers. As an aid to

the Committee, the actuary is required to certify

to the Committee the rates of contribution which

he would recommend for this purpose on the

basis of periodic actuarial valuations of the

assets and liabilities of the Plan. The forty-fourth

actuarial valuation of the Plan, which has been

prepared as of December 31, 1976, has now

been completed, and the results are presented

in this report, together with the rates of contri-

bution certified to the Committee by the actuary

on the basis of the valuation.
The valuation took into account the Bank Plan

amendment effective January 1, 1977 increasing

allowances of certain retired members and

beneficiaries. In addition, the valuation took into

account the increase in the Social Security

integration level to reflect the 1977 Social Se-

curity wage base of $16,500. The valuation of

the Board Plan took into account the cost-of-

living increases granted effective March 1, 1977.

The valuation was prepared on the basis of

active service and mortality tables adopted on

June 26, 1975, as well as a 51/2 percent interest

basis and a salary scale approximating 4 percent

per annum which were adopted effective De-

cember 31, 1975.
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In our opinion the valuation assumptions used

in the aggregate (a) are reasonably related to

the experience of the Plan and to reasonable

expectations, and (b) represent our best estimate

of anticipated experience under the Plan.

Respectfully submitted,

Richard A. Middleton
Staff Actuary

Hugh Gillespie
Consulting Actuary
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(A Summary)

The Retirement Plan for Employees of the Fed-
eral Reserve System was established on March
1, 1934. The Plan provides that once a year an
actuarial valuation of the benefit programs of
the Plan be made to determine whether the
contributions are sufficient to meet the accruing
liabilities and whether any adjustments are
necessary in order to maintain the Plan on a
sound actuarial basis.

This report, prepared as of December 31,
1976, gives the results of the forty-fourth valu-
ation of the assets and liabilities of the Plan
since its establishment. The report presents first
a brief summary of the benefit and contribution
provisions of the Plan and a statement of its
membership on the valuation date. The contri-
butions payable by the employers are then dis-
cussed. A valuation balance sheet showing the
assets and liabilities of the Plan as of December
31, 1976 is next presented. This is followed by a
statement regarding the contributions payable by
the individual employers, a history of the fund-
ing level, an illustration of the asset valuation
method, an account of the service and mortality
experience of the membership during the past
year and an analysis of the change in the normal
rate of contribution.

Summary of Provisions

A summary of the main benefit and contribution
provisions of the Plan as amended as of January
1, 1977 and as interpreted for the purpose of the
valuation is presented in the following digest.
The term "final average salary" means the
average salary for the five consecutive years of
creditable service rendered prior to age 65 dur-
ing which salary was highest. "Prior service"
refers to service rendered prior to March 1,
1934 and after the attainment of age 21, for
which credit is allowed under the Retirement
Plan, while "membership service" is service
rendered while a member. "Creditable service"
is the sum of membership service and prior
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service. "Social Security integration level" is
the moving average of the maximum amounts of
salary covered by Social Security from 1956
through the year before retirement.

Normal Retirement Pension

Condition for Retirement

Any member in active service who has attained
age 65 is retired on a normal retirement pension
unless the member at the request of his employer
is retained in service. Retirement is compulsory
at age 70.

Amount of Pension

The pension calculated at retirement consists of
a normal pension equal to 1.3 percent of the final
average salary of the member not in excess of
the Social Security integration level plus 1.8 per-
cent of the average final salary in excess of such
Social Security integration level, multiplied by
the number of his years of creditable service
rendered prior to age 65. Such pension is not to
exceed 80 percent of the member's final average
salary.

If the member is entitled to credit for prior
service, an additional pension is payable for
each year of prior service equal to 1 percent of
the average salary of the member during the 20
consecutive years of creditable service rendered
prior to age 65 during which salary was highest,
excluding that part of any salary in excess of
$15,000 per annum.

Early Retirement Pension

Condition for Retirement

Any member in active service who has com-
pleted 10 years of creditable service may retire
on an early retirement pension upon his own
request.

Amount of Pension

The early retirement pension is a deferred pen-
sion beginning at age 65 equal to the pension
which would be payable if the member were
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age 65 at the time of his retirement. If the mem-
ber has attained age 50, he may take, in lieu of
the pension deferred to age 65, an immediate
pension or a pension beginning prior to age 65.
If he has not attained age 50, he may take a pen-
sion deferred to age 50 or to some later age,
not later than age 65. The immediate pension
is equal to the deferred pension which would be
payable at age 65, multiplied by the applicable
factor set forth below opposite his age on the
first day of the month in which his pension pay-
ments begin (the "determination date"):

I. Age at
determi-
nation
date

II. Applicable factor
if the member's
age in years, plus
his years of credit-
able service, equal
at least
(a) 90 (b) 80

III. Applicable
factor if
the member's
years of
creditable
service
equal 10

50 .60 .50 .40

51 .64 .54 .43

52 .68 .58 .46

53 .72 .62 .49

54 .76 .66 .52

55 .80 .70 .55

56 .84 .74 .59

57 .88 .78 .63

58 .92 .82 .67

59 .96 .86 .71

60 1.00 .90 .75

61 1.00 .92 .80

62 1.00 .94 .85

63 1.00 .96 .90

64 1.00 .98 .95
65 1.00 1.00 1.00

If at the time of such retirement the sum of the
member's age and years of creditable service
equals less than 90 and more than 80, the ap-
plicable factor is determined by interpolating,
on the basis of the sum of the member's age and
years of creditable service, between the factors

given in Column II(a) and Column II(b) above for
his age at such determination date. If at the
time of such retirement the member's age and
years of creditable service equals less than 80
and he has creditable service in excess of 10
years, the applicable factor is determined by
interpolating, on the basis of the sum of the
member's age and years of creditable service,
between the factors given in Column II(b) and
Column III above for his age at such determina-
tion date.

If a member retires from service on an early
retirement date, and the payment of his pen-
sion is deferred until a later date his pension is
determined in the manner described above, ex-
cept that the applicable factor provided for in
the Plan is determined as if (i) for purposes of
Column I the member's age on such early retire-
ment date had been equal to his age at the deter-
mination date of his pension payments, and (ii)
for purposes of Column II(a) and Column II(b) the
sum of his age and years of creditable service
on such determination date had been equal to
the sum of his age and creditable service at
such early retirement date, provided that the
applicable factor so determined shall in no event
be less than the factor set forth in Column III
opposite his age at the determination date of his
pension payments.

Benefit Upon Involuntary Termination
of Service

If a member's service is terminated involuntarily
by an employer for reasons other than dishon-
esty, misconduct or insubordination, and the sum
of his age in years, plus his years of creditable
service, equals at least 80, he receives in addi-
tion to any pension or other benefit to which he
may be entitled, a lump sum amount equal to one
twenty-fourth of his annual rate of salary on the
date of such termination of service multiplied by
his years of creditable service not in excess of
24; this amount may not exceed the amount of
salary he would have received had he continued
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in service until his normal retirement date at his

rate of salary in effect at the time of such ter-

mination.
With the approval of the Committee a member

may elect to have all or part of such sum con-

verted to an optional method of payment as an

annuity.

Benefits for Disabled Members

A member who is disabled and receiving pay-

ments under an employer's long-term disability

insurance program continues to accrue credit-

able service under the Plan until he attains his

normal retirement date or elects an early retire-

ment pension, and his annual rate of salary at

the onset of his disability is deemed to be his

annual salary for purposes of the Plan during

such period. No pension is payable to or on ac-

count of such member while he is receiving such

long-term disability insurance payments.

Benefit Upon Death in Active Service

Condition for Benefit

Upon the death of a member in active service

or while disabled and receiving payments under

an employer's long-term disability insurance pro-

gram, a benefit is payable to the member's desig-

nated beneficiary or to his estate.

Amount of Benefit

In the event of death, a payment is made from

the contributions of the employer equal to the

annual rate of salary of the member at the time

of death, not in excess of $50,000.

Benefit Upon Death After Retirement

In the event of the death of a member who is

receiving any portion of his retirement allowance

on a cash refund basis, the unexpended balance,

if any, of the reserve on the cash refund portion

of the retirement allowance is payable to his

designated beneficiary or estate.

In the event of the death of a member retired

on a deferred allowance, who has received no

payments and for whom no optional election has

become effective, there is payable to his desig-

nated beneficiary or estate the amount of his

accumulated contributions, if any.

Optional Benefits

Any member upon retirement may elect to re-

ceive in lieu of the regular pension the actuarial

equivalent thereof in the form of one of the op-

tional benefits. Any member staying in service

after age 65 may elect to waive all other rights

under the provisions of the Plan and fix the

method of settlement under which his retirement

allowance shall be payable.

Survivorship Options. Reduced payments during

life with the condition that upon the retired mem-

ber's death all or a part of the reduced pension

shall be continued throughout the life of such

person as he shall have designated at the time

of his retirement. The total value of the pension

payable during the lives of the member and his

beneficiary shall be computed to be of equivalent

actuarial value to the member's regular pension,

except that if at the time of retirement a mem-

ber is age 60 or more, or his age plus years of

creditable service equal 90 or more, and if he

elects a survivorship option for the benefit of a

spouse, parent, brother or sister, or son or

daughter, the pension payable during his life

and the life of his beneficiary shall be computed

at one-half the rate of actuarial reduction that

would otherwise apply; provided, however, that

if such member elects a survivorship option

providing for a continuance to his beneficiary of

more than 50 percent of the reduced pension

payable to such member, such lesser rate of re-

duction shall apply only to the extent it would

have applied if such member had elected a sur-

vivorship option providing for the continuance to

such beneficiary of 50 percent of the reduced
pension payable to the member.
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Other Options. Modified payments during life
with the condition that upon the retired mem-
ber's death some other benefit shall be payable,
provided that the pension during life and the
succeeding benefit are of equivalent actuarial
value to the pension which would have been re-
ceived without optional modification. Benefits
under this option are subject to approval by the
Committee.

Supplemental Pension for Retired Members

Increases to retired members and beneficiaries
have been made from time to time. The latest
increase was granted effective January 1, 1977.
Each retired member who retired before July 1,
1976 and who was at least age 50 on January 1,
1977 or was retired on account of disability re-
ceives in addition to the retirement allowance
and any supplemental pension payable to him
under the Plan, an additional monthly supple-
mental pension, beginning on the later of January
1, 1977 or the date his retirement allowance
begins, in an amount equal to 3 percent of his
monthly retirement allowance and any supple-
mental payable to him under the Plan as
amended through December 31, 1976, provided
however, that the amount of any such additional
monthly pension payable to a member whose
date of retirement occurred January through
June of 1976 is equal to 2 percent.

If a retired member entitled to receive such
supplemental pension dies, or would have been
so entitled had he not died, a supplemental
benefit is payable equal to 3 percent, or 2 per-
cent to such member if he had retired during
the first six calendar months of 1976, of any
monthly allowance and other benefit payable to
his beneficiary or estate after December 31,
1976 on account of such member under the Plan
as amended through such date. If a member died
in active service before July 1, 1976, his benefi-
ciary or estate receives a supplemental benefit
equal to 3 percent of any monthly allowance
payable to his beneficiary or estate after Decem-
ber 31, 1976 on account of such member under

the Plan as amended through such date, pro-
vided, however, that the amount of such supple-
mental benefit payable on behalf of such member
who died during the first six calendar months of
1976 is equal to 2 percent.
The minimum supplemental pension payable

under the above provision is $1.00 a month.

Contributions

The employers provide all contributions to cover
the cost of the Plan.

Summary of Board of Governors Plan

The Board of Governors adopted special benefit
and contribution provisions for its employees,
which became effective January 1, 1944 and
which were substantially the same as those pro-
vided under the Civil Service Retirement and
Disability Fund. The special benefit and contri-
bution provisions applicable to employees of the
Board are referred to as the "Board Plan," in
distinction to the main rules which are referred
to as the "Bank Plan." Employees entering the
service of the Board of Governors on or after
January 1, 1944 are covered by the Board Plan
unless they are members of the Civil Service
Retirement System, except that a member who
has had prior service with a Federal Reserve
Bank is permitted to withdraw his contributions
from the Civil Service Retirement System and be-
come a member of the Board Plan.

In line with amendments to the Civil Service
Retirement Act the benefit and contribution pro-
visions of the Board Plan have been amended
from time to time to liberalize benefits and in-
crease contributions. In addition, increases in
the allowances of certain pensioners have been
granted from time to time.
The provisions of the Board Plan, as inter-

preted for the valuation, are summarized below.
The term "Average salary" is used to denote
the average annual basic salary received by
the member during any three consecutive years
of credited service which afford the highest
average. "Lump-sum credit" is used to mean the
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member's deductions, including any sums de-

posited to acquire past service credit with inter-

est at 4 percent per annum to December 31,

1947 and at 3 percent per annum to December

31, 1956 or to separation or transfer in the case

of separation or transfer before the completion

of five years of service, except that no interest

is allowed if the service rendered is less than

one year. The retirement allowance payable is

reduced by 10 percent of any deposits required

for obtaining past service credit remaining un-

paid at the time of retirement unless the mem-

ber elects to eliminate the service involved in

computing the allowance. No credit is allowed

for past service for which a refund was made

unless the amount received is redeposited with

interest. Military service performed after De-

cember 1956 is not creditable if the individual

receiving the allowance is entitled to Social Se-

curity benefits. Service for the purpose of deter-

mining the amount of benefits includes any un-

used sick leave to which the member is entitled.

The payments of benefits to retired members and

beneficiaries commence immediately after sepa-

ration from service or death and terminate on

the last day of the month preceding the terminat-

ing event except that in the case of a retired

member the benefit terminates on the day of the

terminating event.

Membership

Table 1 shows the active membership of the Plan

on December 31, 1976, as it was used for valua-

tion purposes.

Table 2 shows the number of retired members

or beneficiaries on the roll as of December 31,

1976, together with the amount of their annual

retirement allowances including the supplements

effective January 1, 1977 under the Bank Plan

and March 1, 1976 under the Board Plan.

Contributions Under Bank Plan

In setting the employers normal contributions, a

definite procedure is followed each year based

on the results of the annual valuation. A calcula-
tion is made to determine the normal rate which

would be payable by each employer on the basis
of the sex, age, service, and salary of its individ-

ual members. Then these rates are adjusted to
allow for the general trend in the experience of

all employers as a whole and to give considera-

tion to the experience of individual employers,

which might necessitate a change in the contri-

bution rate. The tabular rates which form the

basis for these calculations are given in the fol-

lowing table at quinquennial ages.

AGE MEN WOMEN

20 5.90% 4.03°/o

25  6.31 4.96

30 6.84 5.94

35  7.36 6.87

40  7.87 7.70

45  8.34 8.36

50  8.69 8.74

55  8.95 9.00

Contributions Under Board Plan

Members covered under the Board Plan contrib-
ute 7 percent of their salary.
The employer makes currently the contribu-

tions required to cover the normal cost of the
Plan. The normal contribution rate of the em-
ployer, as determined on the basis of the present
valuation, is given in Table 3.

Valuation Balance Sheet

The valuation balance sheet sets forth the pres-

ent and prospective assets and liabilities of the

various accounts of the Retirement Plan as of

December 31, 1976. The present assets of the

Plan as shown in this balance sheet were de-

rived from statements submitted by the account-

ant of the Plan and are valued using a five-year

moving average of unit market values method.

This method yielded a valuation asset value of

$475,146,168 as of December 31, 1976. The
derivation of this value is shown in Table 6.

6.._
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Table 1 ACTIVE MEMBERSHIP, December 31, 1976

EMPLOYING
BANKS

TOTAL MEN WOMEN

Annual

Number salaries

Annual

Number salaries

Annual

Number salaries

Boston  1,611 $ 19,778,541 779 $ 11,400,829 832 $ 8,377,712

New York  5,157 72,569,137 2,293 39,421,889 2,864 33,147,248

Philadelphia 1,245 14,865,853 622 9,060,252 623 5,805,601

Cleveland  1,579 17,327,386 783 10,248,071 796 7,079,315

Richmond  2,142 23,744,195 935 12,775,795 1,207 10,968,400

Atlanta 2,529 27,219,271 1,199 14,831,312 1,330 12,387,959

Chicago  3,288 39,533,895 1,224 18,313,380 2,064 21,220,515

St. Louis 1,451 16,545,942 643 8,903,290 808 7,642,652

Minneapolis  969 11,544,625 371 5,847,850 598 5,696,775

Kansas City 1,673 19,267,523 803 11,144,319 870 8,123,204

Dallas 1,387 14,930,916 680 8,690,717 707 6,240,199

San Francisco  1,920 25,351,984 923 14,199,111 987 11,152,873

Total Bank Plan 24,951 $302,679,268 11,255 $164,836,815 13,696 $137,842,453

Board of Governors Plan 1,351 24,528,277 744 16,109,763 607 8,418,514

Total 26,302 $327,207,545 11,999 $180,946,578 14,303 $146,260,967

Note: In addition there are 271 members receiving payments under the Banks' long-term disability insurance

program.

•ml,'

21

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



The valuation assets derived through use of the
five-year moving average of unit values method
may be compared with the market and cost
value of assets as of December 31, 1976.

Five-Year Moving Average of
Unit Values Method $475,146,168

Market Value $493,765,603

Cost Value $476,076,181

Comments on Valuation

The balance sheet indicates the following facts
regarding the assets and liabilities of the various

accounts of the Plan.

Annuity Accumulation Account

Separate Annuity Accumulation Accounts are

being maintained in which are held the contribu-

tions of the members under the Bank Plan and

the contributions of the members under the

Board Plan. Effective January 1, 1970 the Bank

Plan was amended to eliminate contributions by

members and a Thrift Plan was established for

employees of the Federal Reserve System. The

contributions previously made by members of

the Bank Plan who elected to join the Thrift

Plan were transferred from the Annuity Ac-

cumulation Account Bank Plan to the Thrift Plan.

The amount remaining in the Annuity Accumula-

tion Account Bank Plan represents for the most

part the accumulated contributions owed to

former Bank Plan members. The combined ac-

counts, including contributions due former mem-

bers, show total assets of $6,985,068 as of De-

cember 31, 1976. An equal amount, represent-

ing the members' contributions accumulated to

the valuation date, is shown as the liability of the
Annuity Accumulation Account.

Pension Accumulation Account

Two Pension Accumulation Accounts are being

maintained, one to receive the contributions of

employers under the Bank Plan and the other
to receive the Board's contributions under the
Board Plan. All retirement allowances as well as
lump sum death benefits are paid from these
accounts. When a member retires, his accumu-
lated contributions in the Annuity Accumulation
Account, if any, are transferred to the Pension
Accumulation Account. On the valuation date
there were present assets creditable to the two
Pension Accumulation Accounts equal to
$468,161,100, of which, after allowing for the
reserves held for unpaid matured benefits and
contingencies, $467,393,262 may be assumed
to be creditable towards the benefits of the
present membership and to meet the retirement
allowance payments.
The assets credited to the Pension Accumula-

tion Account for benefits under the Bank Plan
are $430,639,873. The value of the benefits to
be paid from the Pension Accumulation Account
of the Bank Plan is $806,306,947, of which
$564,914,792 is on account of members now in
active service and $241,392,155 is on account
of retired members or beneficiaries and includes
the value of the supplement effective January 1,
1977. Therefore, the amount to be met by future
contributions of the employers is $806,306,947
minus $430,639,873, or $375,667,074. The re-
serve required to fund the cost of the supple-
ments granted effective January 1, 1977 was
determined to be $6,580,000. When this amount
is deducted from $375,667,074, there remains
$369,087,074 as prospective normal contribu-
tions. A calculation indicates that the contribu-
tions at the normal rates now being certified
for employers under the Bank Plan will be ade-
quate to meet this amount.
The assets credited to the Pension Accumula-

tion Account of the Board Plan equal $36,753,389.
The value of the benefits to be paid from the
Pension Accumulation Account of the Board
Plan is $64,153,039 of which $38,917,665 is on
account of members now in active service and
$25,235,374 is on account of retired members
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Table 2 ANNUAL RETIREMENT

GROUP

Service retirements:

ALLOWANCES, DECEMBER 31, 1976

TOTAL MEN WOMEN

Number

Retirement

allowances Number

Retirement

allowances Number

Retirement

allowances

Bank Plan 2,689 $11,065,557 1,575 $ 7,759,575 1,114 $ 3,305,982
Board Plan 160 1,824,924 85 1,264,944 75 559,980

Total  2,849 $12,890,481 1,660 $ 9,024,519 1,189 $ 3,865,962

Special service and

early retirements:

Bank Plan 3,272 $12,624,240 1,522 $ 8,269,249 1,750 $ 4,354,991

Board Plan 54 331,032 28 215,928 26 115,104

Total  3,326 $12,955,272 1,550 $ 8,485,177 1,776 $ 4,470,095

Disability retirements:

Bank Plan 294 $ 800,589 123 $ 442,315 171 $ 358,274

Board Plan 29 137,712 10 60,804 19 76,908

Total  323 $ 938,301 133 $ 503,119 190 $ 435,182

Beneficiaries of deceased
active and retired members:
Bank Plan 754 $ 2,244,417 19 $ 39,257 735 $ 2,205,160
Board Plan 55 306,696 1 2,856 54 303,840

Total  809 $ 2,551,113 20 $ 42,113 789 $ 2,509,000

Grand total 7,307 $29,335,167 3,363 $18,054,928 3,944 $11,280,239

Note: In addition to the allowances tabulated there are 820 special service and early retirements with deferred
allowances, 17 beneficiaries in receipt of annual allowances of $53,303 under the Bank Plan and 12 beneficiaries
in receipt of annual allowances of $19,224 under the Board Plan for the remainder of periods certain.
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Valuation Balance Sheet, December 31, 1976

ASSETS

Annuity Accumulation Account:

Bank Plan  $ 6,682

Board Plan  6,978,338

Contributions due former employees   48 $ 6,985,068

Pension Accumulation Account:

Bank Plan  $430,639,873

Board Plan  36,753,389

Reserves held for:
Unpaid claims  274,680

Board Plan contingencies   493,158 468,161,100

Total present assets   $475,146,168

Prospective contributions to the

Pension Accumulation Account:

Normal contributions:

Bank Plan  $369,087,074

Board Plan  26,244,350 395,331,424

Accrued liability contributions:

Bank Plan supplement   $ 6,580,000

Board Plan supplement   1,155,300 7,735,300

Total prospective assets  403,066,724

Total assets   $878,212,892
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LIABILITIES

Members contributions which have been accumulated
to date in the Annuity Accumulation Account:
Bank Plan  6,682
Board Plan  6,978,338
Contributions due former employees 48

Total Annuity Accumulation Account  $ 6,985,068

Present value of benefits payable from the Pension
Accumulation Account Bank Plan:
On account of retired members or beneficiaries
(including supplement effective 1/1/77):

Service retirements $ 88,867,290
Special service and early retirements  128,752,762
Disability retirements  5.588,321
Beneficiaries of deceased active and retired members 18,183,782

$241,392,155

On account of members now in service:
Normal and early retirement pensions $529,725,519
Pensions provided under Section 12.5 of Plan  17,144,948
Death benefits  18,044,325

$564,914,792

Total Pension Accumulation Account Bank Plan  806,306,947

Present value of benefits payable from the
Pension Accumulation Account Board Plan:
On account of retired members or beneficiaries
(including supplement effective 3/1/77):

Service retirements  $ 17,849,742
Special service retirements 3,052.964
Disability retirements  1,209,566
Beneficiaries of deceased active and retired members 3.123.102

$ 25.235,374

On account of members now in service:
Service pensions and separation benefits  $ 33.090,646
Disability pensions 1,191,361
Death benefits  4.635.658

$ 38.917,665

Total Pension Accumulation Account Board Plan 64,153,039

Reserve held for unpaid matured benefits  274,680
Reserve held for Board Plan contingencies 493.158

Total liabilities  $878.212.892
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or beneficiaries and includes the value of the
supplement effective March 1, 1977. If the as-
sets of $36,753,389 are deducted from
$64,153,039, there remains $27,399,650 as the
value of the future contributions of the Board
under the Board Plan. The reserve required to
fund the supplements granted effective March 1,
1977 was determined to be $1,155,300. When
this amount is deducted from $27,399,650, there
remains $26,244,350 as prospective normal
contributions. A calculation indicates that fu-
ture contributions by the Board at a normal rate
of 11.26 percent are required to provide this
amount.
The accrued liability of $6,580,000 on account

of the January 1, 1977 Bank Plan supplement
is to be funded by an additional employer con-
tribution. Table 5 allocates the additional
contribution to the various employers.
The balance sheet shows reserves of $493,158

held for Board Plan contingencies. The accrued
liability of $1,155,300 on account of the March
1, 1977 supplement is to be funded by $493,158
from the contingency reserves and $662,142
in additional Board contributions.

Certification of Rates

Section 16.4 of the Plan provides that the actu-
ary shall recommend to the Committee the rates
of contribution payable by the employers to
meet their respective shares of the liabilities of
the Retirement Plan. The following table gives
the current normal rates of contribution deter-
mined by the actuary as required for the various
employers for the year 1978. For illustrative
purposes, they have been applied to the Decem-
ber 31, 1976 valuation payrolls. The actual con-
tributions for 1978 will be determined late in
1977 based on the payrolls at that time.

These contributions include an amount equal
to .25 percent of employer payroll to cover sal-
ary and salary-related expenses of the Benefits
Office. Included in this expense is the amount
needed to cover the normal contribution on be-
half of the Office of $4,100 per month.
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Table 3 NORMAL CONTRIBUTIONS OF
EMPLOYERS

Normal contributions

Rate

Monthly
equivalent*

Boston 11.83% $ 195,000

New York 11.73 705,200

Philadelphia 11.88 147,200

Cleveland  11.60 167,200

Richmond 11.51 227,500

Atlanta  11.51 260,000

Chicago 11.65 383,300

St. Louis  11.37 156,800

Minneapolis 11.49 110,500

Kansas City  11.90 191,100

Dallas  11.61 144,300

San Francisco 11.91 251,600

Total Bank Plan  11.68% $2,940,300

Board of Governors Plan  11.26% $ 230,200

*For illustrative purposes only. Based on the 12-31-76 payrolls.

Level of Funding

In accordance with the program for the financial
management of the Plan adopted effective De-
cember 31, 1975, the level of funding of the Plan
has been determined over the most recent five-
year period as measured by the ratio of valua-
tion assets including contingency reserves to pro-
jected accrued liabilities.
As of December 31, 1976 the Bank Plan had

assets of $437,226,555 (including the contribu-
tion due of $6,580,000 for the January 1, 1977
supplement). The projected accrued liabilities as
of the valuation date including the January 1,
1977 supplement were $511,940,553. On this
basis the ratio of assets to projected accrued
liabilities for the Bank Plan was .85.
The Board Plan had assets of $44,887,027

as of December 31, 1976 (including the contribu-
tion due of $662,142 for the March 1, 1977 sup-
plement). The gross projected accrued liabilities
as of the valuation date including the March 1,
1977 supplement were $53,616,334. The ratio of
assets to projected accrued liabilities was .84.
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Listed below are ratios of assets to accrued
liabilities for the most recent five valuation
dates. The ratios for the three dates preceding
the two most current valuation dates are of
necessity calculated on an approximate basis.

RATIO OF ASSETS TO PROJECTED
ACCRUED LIABILITIES

Valuation

date
Bank

Plan

Board

Plan

12-31-72 1.12 1.09
12-31-73 1.00 .97
12-31-74 .90 .89
12-31-75 .86 .88
12-31-76 .85 .84

The past decline in the ratios has resulted
from unfavorable market conditions, salary in-
creases in excess of those anticipated and bene-
fit improvements. In addition, in the past con-
tingency reserves were used to fund supplements
and part of the normal cost.
Bank Plan contingency reserves were depleted

in 1976 and Board Plan contingency reserves
will be exhausted in 1977. The practice of fund-
ing part of the normal cost from contingency
reserves was discontinued in October 1975.

Table 4 APPROXIMATE GAIN AND LOSS
ANALYSIS

Bank Plan Board Plan

Last year's normal

contribution rate 11.48% 11.10%
Investment loss  + .35 + .49

Salary loss  + .28 + .45
New entrant gain —.24 —.43
Pensioners mortality loss  + .06 + .13
Social security gain —.16
Net miscellaneous

experience gain  —.09 —.48

This year's normal

contribution rate  11.68% 11.26%

Table 5 ADDITIONAL CONTRIBUTIONS OF
OF EMPLOYERS NEEDED TO FUND THE
JANUARY 1, 1977 BANK PLAN
SUPPLEMENT AND THE MARCH 1, 1977
BOARD PLAN SUPPLEMENT

Additional

lump sum
contribution

Boston $ 379,400
New York 1,811,600
Philadelphia 441.900
Cleveland  570,700
Richmond  383,900
Atlanta  308,500
Chicago 822,500
St. Louis  361,500
Minneapolis 251,100
Kansas City  374,300
Dallas  282,700
San Francisco  591,900

Total Bank Plan  $6.580,000

Board of Governors Plan  $ 662,142

In the absence of benefit improvements or net
experience losses during the year this ratio
would increase from year to year. The small
decrease in the Bank Plan ratio is the result of
net experience losses during the year which
are reflected in the increased normal contribu-
tion rate. The Board Plan decrease results not
only from net experience losses but also from
the fact that the March 1, 1976 supplement and
part of the March 1, 1977 supplement are funded
by a transfer from contingency reserves.

Service and Mortality Experience

In preparing the annual valuations, tables are
used which show the expected number of deaths
among members after retirement and among
beneficiaries, the probable salary increases, the
expected number of withdrawals and deaths
among active members, the expected number of
disability cases and the expected number of re-
tirements. The tables used are those approved
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Table 6 FIVE-YEAR MOVING AVERAGE OF

UNIT VALUES METHOD OF ASSET VALUATION

1972 1973 1974 1975 1976

1. Market value 12/31  $456,538,469 $427,326,145 $359,212,721 $425,259,993 $493,765,603

2. Contributions  12,558,109 13,551,374 20,079,539 37,775,907

3. Direct investment income 23,075,844 23,467,524 21,992,603 21,908,374

4. Benefit payments  21,082,678 24,109,223 26,984,198 29,502,020

5. Expenses 849,921 704,084 591,714 563,801

6. Net flow = (2) + (3) - (4) - (5)  13,701,354 12,205,591 14,496,230 29,618,460

7. Units acquired = (6) previous (9)  131,000.61 128,425.83 186,614.70 335,088.36

8. Total units held = (7) + previous (8) . 4,365,043.66 4,496,044.27 4,624,470.10 4,811,084.80 5,146,173.16

9. Unit value = (1) (8)  104.59 95.04 77.68 88.39 95.95

Sum of unit values $ 461.65

Average unit value  92.33*

Assets = average unit value x no. of units at end of period $475,146,168

*Last year's average cost value was $93.14. The decrease in average unit value results from replacing the 1971 value of

$100.00 with the 1976 unit value of $95.95 in the calculation of the average.

by the Committee on June 26, 1975 on the basis
of the results of the experience of the Plan from
March 1, 1969 through December 31, 1973. It
is assumed that all members under the Bank
Plan will retire for service at age 65.
With respect to active members under the

Bank Plan, there were more disabilities than
expected. Withdrawals were more than expected
among men and about as expected among wom-
en. There were fewer deaths among men than
expected, while deaths among women were
about as expected. Special service retirements
were about as expected among men and more
than expected among women.
With respect to active men members under

the Board Plan there were more withdrawals
than expected, while the number of withdrawals
among women was less than expected. There
were more service retirements than expected
among men and fewer service retirements than
expected among women. There was one male
and no female special service retirements dur-
ing the year. There were no deaths during the

year, while disability retirements were greater
than expected among both men and women.
Salary increases were in excess of those ex-
pected.
Under the Bank Plan, the actual number of

deaths among men members retired on account
of service and special service was less than
expected while the actual number of deaths
among women service retirements and special
service retirements was about as expected.
Actual deaths among beneficiaries were greater
than expected among men beneficiaries and less
than expected among women beneficiaries. The
number of deaths among members who retired
on account of disability was less than expected.
Under the Board Plan among members retired

on account of service and special service there
were fewer deaths than expected among both
men and women. There were no deaths among
members retired on account of disability. The
actual number of deaths among women benefi-
ciaries was greater than the number expected.
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Auditors' Report

To the Federal Reserve Bank of New York,
as Trustee of the Retirement Plan
for Employees of the Federal Reserve System

We have examined the statements of net assets
available for benefits of the Retirement Plan for
Employees of the Federal Reserve System as of
December 31, 1976 and 1975 and the related
statements of annuity and pension accumulation
accounts and changes in net assets available
for benefits for the years then ended. Our exami-
nations were made in accordance with generally
accepted auditing standards and, accordingly,
included such tests of the accounting records
and such other auditing procedures as we con-
sidered necessary in the circumstances.

In our opinion, the financial statements iden-
tified above present fairly the financial position
of the Retirement Plan for Employees of the
Federal Reserve System at December 31, 1976
and 1975, and the results of its operations for
the year then ended, in conformity with gener-
ally accepted accounting principles applied on a
consistent basis. Also, in our opinion, the accom-
panying schedules, although not considered nec-
essary for a fair presentation of the financial
position and results of operations, are stated
fairly in all material respects when considered
in conjunction with the financial statements
taken as a whole.

HURDMAN AND CRANSTOUN
Certified Public Accountants

April 26, 1977
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Retirement Plan for Employees of the Federal Reserve System

NOTES TO FINANCIAL STATEMENTS, December 31, 1976 and 1975

1. DESCRIPTION OF PLAN

The Retirement Plan for Employees of the Federal
Reserve System was established on March 1, 1934
and covers substantially all employees. There are
now two Plans, one available to employees of the
Federal Reserve Banks and the other to employees
of the Board of Governors. Both Plans provide for
pension, death, and disability benefits. The Board of
Governors adopted additional special benefit and
contribution provisions for its employees, which
became effective January 1, 1944, and which were
substantially the same as those provided under the
Civil Service Retirement and Disability Fund. Con-
tributions by employers under the Bank Plan and by
the Board under the Board's plan to fund projected
future benefits are accounted for in the Pension
Accumulation Account. The Board of Governors
Plan is a contributory plan. Contributions made by
active Board employees are accounted for in the
Annuity Accumulation Account.

2. SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Treasury bills—Treasury bills are stated at cost
plus accrued interest.

Contracts with insurance companies—Fixed income
contracts are stated at cost plus accrued inter-
est. Diversified investment contracts are stated
at liquidation value, which represents the
amount at December 31, 1976 that the Retire-
ment Plan would receive upon liquidation of the
contracts, subject to termination provisions
more fully described in Note 5.

Operating expenses—Operating expenses of the
Retirement Plan are funded by contributions
from the respective Federal Reserve Banks and
Board of Governors. They are accounted for
in the financial statements on a cash basis.

3. TREASURY BILLS

Treasury bills include accrued interest of $7,744.20
and $39,648.90 for the years ended December 31,
1976 and 1975, respectively.

4. FIXED INCOME CONTRACTS

The Retirement Plan has fixed income contracts
with two insurance companies under which pay-

ment of $60,000,000 was made to each on March 1,
1971 in consideration of their repaying these sums,
with interest at 8.5 percent per annum, in 20 an-
nual instalments beginning March 1, 1972.

5. DIVERSIFIED INVESTMENT CONTRACTS

The Retirement Plan has diversified investment con-
tracts with four insurance companies, under which
amounts committed may be invested by the insur-
ance companies in their commingled, special, or
general accounts. Under the terms of the contracts,
the Retirement Plan may, from time to time, with-
draw amounts under the contracts without penalty.
The contracts may be terminated by either of the
parties and, under the most restrictive termination
provisions of the contracts, liquidation payments
may extend over a three-year period.

Changes in the liquidation values of the contracts
resulting from market fluctuations of the underlying
assets are recorded in the unrealized gains and
losses account.

6. RESERVE AGAINST INVESTMENTS

The balance in the Reserve Against Investments
account is a result of the accumulation of net real-
ized gains or losses on securities sold at current
market price over cost, and the excess of actual
Plan income over actuarial projections of Plan in-
come. In 1976 and 1975, the reserve has been used
to fund pension plan supplements that have been
authorized by the Administrative Board and Board
of Governors, in the amounts of $11,361,036.60 and
$18,855,698.00, respectively. In addition, in 1975,
$11,523,278.00 was used to reduce the actuarially
determined pension plan contributions.

7. TAX STATUS

The Retirement Plan and Trust are not subject to
Federal or State income taxes; the Plan and the
Trust are qualified under Sections 401(a) and
501(a) of the Internal Revenue Code. The Plan, as a
government plan within the meaning of Section
414(d) of the Code, is exempt from the provisions
of the Employee Retirement Income Security Act
of 1974 (ERISA).
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8. A CTUAR IA LL Y COMPUTED BENEFITS

It is the opinion of the actuary that the balance of

the Pension Accumulation Account is sufficient to

provide benefits for members retired through De-

cember 31, 1976 and, assuming continued contri-

butions as recommended and income accumulation,

is sufficient to provide future benefits for members

in active service.

9. NET ASSETS AVAILABLE FOR BENEFITS

Net assets available for benefits consisted of the

following at December 31, 1976 and 1975:

1976

Annuity Accumulation Account $ 6,985.020.22

Pension Accumulation Account 461,736.580.24

Reserve Against Investments 493,157.93

Unrealized gain (loss) on

diversified investment

contracts 24.276,117.51

$493,490,875.90

1975

Annuity Accumulation Account $ 6,113.191.15

Pension Accumulation Account 435,950.272.41

Reserve Against Investments 11,854,194.53

Unrealized gain (loss) on

diversified investment

contracts (28,900,227.90)

$425,017,430.19

10. UNREALIZED GAIN ON DIVERSIFIED

INVESTMENT CONTRACTS

Unrealized gain on diversified investment con-

tracts, less investment management expenses of

$712,842.61 and $578.147.14 for 1976 and 1975,

amounted to $53.176.345.41 and $65,104.209.32,

respectively, for the years then ended.
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Statement of Net Assets Available for Benefits
December 31, 1976 and 1975

ASSETS 1976 1975

Investments—at current value:

Treasury bills (Note 3)  $ 2,115,275.81 $ 7,322,497.44

Contracts with insurance companies:

Fixed income (Note 4) 86,989,503.04 93,349,003.68

Accrued interest on fixed income contracts  6,136,834.04 6,614,504,38

93,126,337.08 99,963,508.06

Diversified investment—at market

(cost $373,710,190.44 and $346,510,190.44

for 1976 and 1975, respectively) (Note 5) 397,986,307.95 317,609,962.54

493,227,920.84 424,895,968.04

Miscellaneous receivables 15,443.76 9,145.27

Cash 543,406.31 371,747.88

Total assets 493,786,770.91 425,276,861.19

LIABILITIES

Death benefits payable in future instalments 83,979.64 115,286.72

Death benefit claims pending 190,700.38 127,228.26

Other 21,214.99 16,916.02

Total liabilities  295,895.01 259,431.00

Net assets available for benefits (Note 9) $493,490,875.90 $425,017,430.19

The accompanying notes are an integral part of the financial statements.
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Statement of Annuity Accumulation Account
Years Ended December 31, 1976 and 1975

1976 1975

Balance as of January 1  $6,113,191.15 $5,713,541.69

Contributions by members of Board of Governors Plan 1,491.556.60 1,397,534.66

Interest credited 73,089.06

Transfers from Pension Accumulation Account:

For retired members returning to active service 19,922.60

Cancellation of retirement benefits 7,065.14

Bank Plan 3,396.75 7,278.24

7,681,233.56 7,145,342.33

Deduct:

Amounts paid on account of withdrawals 369,413.53 365,719.69

Refunds on account of death 7,792.28

Refund of contributions on cancellation of retirement 7,065.14

Distributions to the Thrift Plan of members'

contributions and earnings thereon 19,272.51

Interest canceled  421,428.05

Refund of excess contributions  203.50

Payments to the Thrift Plan of members'

contributions and earnings thereon  34,743.22

Transfers of members' contributions and interest thereon

to the Pension Accumulation Account for annuities of

retired members 291.853.09 210,873.51

696,213.34 1,032,151.18

Balance as of December 31 $6,985,020.22 $6,113,191.15

The accompanying notes are an integral part of the financial statements.
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Statement of Pension Accumulation Account
Years Ended December 31. 1976 and 1975

1976 1975

Balance as of January 1 $435,950,272.41 $404,995,905.95

Contributions by employers 36,284,350.52 18,682,004.49

Transfers from:

Reserve Against Investments:

Difference between normal and actual levels of

monthly contributions for 1975  11,523,278.00

Reserves required to fund the following:

Bank Plan supplement of 5 percent

(prorated 4.5 percent to 2.0 percent), January 1, 1976  9,096,555.60

Bank Plan supplement of 8 percent

(prorated 3.5 percent to 6 percent), January 1, 1975  15,779,636.00

Board of Governors Plan supplements of

5.4 percent, March 1, 1976 1,190,987.00

5.1 percent, August 1, 1975  1,073,494.00

7.3 percent, January 1, 1975  1,650,000.00

6.3 percent, July 1, 1974 1,165,000.00

Adjustment in annuities. August 1. 1974  261,062.00

Annuity Accumulation Account, annuities of retired members 291,853.09 210,873.51

Balance of income, after amounts credited as interest to

Annuity Accumulation Account and death benefits payable

in future instalments 7,466,669.32 8,877,412.77

491,354,181.94 463.145,172.72

Deduct:

Death benefits paid:

Active members  741,287.00 635,000.00

Retired members  114,333.22 142,983.60

Retirement allowances paid  28,109,354.88 25,618,957.67

Lump-sum payments on involuntary terminations 73,002.00 116,956.00

Transfers to:

Annuity Accumulation Account:

For retired members returning to active service  3,396.75 19,922.60

Cancellation of retirement benefits 7,065.14

Board Plan 7,278.24

Death benefits payable in future instalments, active members 12,427.33 55,023.39

Expenses 563,800.52 591,713.67

Balance as of December 31 29,617,601.70 27,194,900.31

$461,736,580.24 $435,950,272.41

The accompanying notes are an integral part of the financial statements.
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Statement of Changes in Net Assets Available for Benefits
Years Ended December 31, 1976 and 1975

Additions:

1976 1975

Interest income $ 7,555,706.72 $ 8,460,293.71
Net unrealized gain on diversified investment contracts
(Notes 5 and 10)  53,176,345.41 65,104,209.32

Net decrease in death benefits payable in future instalments  31,307.08 11,119.04

60,763,359.21 73,575,622.07

Contributions:

Employers  36,284.350.52 18,682,004.49
Employees  1,491,556.60 1,397,534.66

37,775,907.12 20,079,539.15

Total additions  98,539,266.33 93,655,161.22

Deductions:

Refunds to members  404,360.25 399,849.62
Death benefits paid  915,302.97 848,435.02
Retirement allowances paid  28,109,354.88 25,618,957.67
Payments on involuntary separations 73,002.00 116,956.00

29,502,020.10 26,984,198.31

Salary and salary related expenses  285,780.44 369,381.18
Other administrative expenses 278,020.08 222,332.49

563,800.52 591,713.67

Total deductions 30,065,820.62 27,575,911.98

Net additions 68,473,445.71 66.079,249.24
Net assets available:
Beginning of year 425,017,430.19 358,938,180.95

End of year $493,490.875.90 $425,017,430.19

The accompanying notes are an integral part of the financial statements.
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Schedule 1. Income
Years Ended December 31. 1976 and 1975

1976 1975

Interest on Treasury bills  $ 98,711.70 $ 425,223.69

Interest on fixed income contracts  7.456,995.02 8,035.070.02

7,555,706.72 8,460,293.71

Interest (credited) Annuity Accumulation Account (73,089.06) 421,428.05

7,482,617.66 8,881,721.76

Deduct interest allocated to death benefits

payable in future instalments 15,948.34 4,308.99

Balance of income, credited to
Pension Accumulation Account $7,466.669.32 $8,877,412.77
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Schedule 2. Expenses
Years Ended December 31, 1976 and 1975

Salaries and salary related expenses:

1976 1975

Salaries  $ 234,767.09 $ 316,207.38

Social Security tax  10,744.67 14,673.32

Contributions to Retirement Plan 28,168.92 17,087.95

Contributions to Thrift Plan  . . 2,668.79 3,652.81

Group life and survivor income insurance  1,059.54 1,812.42

Unemployment and workmen's compensation insurance  1,108.08 3.351.43

Health insurance 6,993.92 12,222.16

Post retirement insurance 269.43 373.71

285,780.44 369,381.18

Other administrative expenses:

Actuary 96,585.00 112,150.00

Legal  75,164.43 24,887.82

Audit 15,000.00 15.500.00

Consultant  7,060.00 5,880.00

Other services  12,357.22 9,103.26

Publications and forms 27,799.91 15,854.15

Furniture  790.64 119.00

Computer room construction 3,907.47 —

Equipment purchases  1,640.22 —

Travel 1,401.00 1,500.00

Postage 13,288.01 10,249.35

Telephone  6,163.40 5,432.67

Office supplies  4,713.18 6,470.48

Machine rentals and maintenance  9,876.00 6,000.00

Triennial review 2,775.00

Miscellaneous 2,273.60 6,410.76

278,020.08 222,332.49

Investment management fees  712,842.61 578,147.14

Total expenses  1,276,643.13 1,169,860.81

Expenses deducted from investment contracts  712,842.61 578,147.14

Expenses charged to Pension Accumulation Account  $ 563.800.52 $ 591,713.67
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Retirement Plan for Employees of the Federal Reserve System
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Board of Governors
of the Federal Reserve System
Washington, D.C. 20551

Sirs:
On behalf of the Administrative Board of the
Retirement Plan, I am pleased to submit here-
with the Forty-second Annual Report of the
Retirement Plan for Employees of the Federal
Reserve System, including the annual reports
of the Actuary and Auditors, for the year ended
December 31, 1975.

Respectfully,
Bruce K. MacLaury
Chairman, Administrative Board

July 21, 1976
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Transmittal Letter of Executive Committee

To the Administrative Board and the Trustee,
Retirement Plan for Employees of the
Federal Reserve System:

The operations and investments of the Retire-
ment Plan during the year ended December 31,
1975 are described in the enclosed reports of
the Executive and Performance Review Com-
mittees.
These reports, together with the Actuary's

report on the forty-third actuarial valuation of
the assets and liabilities of the Retirement Plan
and the report of the Auditors, with the accom-
panying financial balance sheet and related
statements, constitute the Forty-second Annual
Report of the Retirement Plan for Employees
of the Federal Reserve System.

EXECUTIVE COMMITTEE
Bruce K. MacLaury, Chairman
Patricia P. Willis, Vice Chairwoman
Dan M. Bechter
Philip C. Jackson, Jr.
Eugene A. Leonard
Raymond E. Sanders, Jr.
Willis J. Winn
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Report of the Executive Committee

To the Administrative Board and the Trustee:

This report reviews the operations of the Retire-

ment Plan during the year 1975.

Following the annual valuation of the Plan as

of December 31, 1975, the Actuary reported

that the assets of the Trust together with future

contributions are sufficient to provide the bene-

fits payable to, or on behalf of, members on the

retirement rolls, and to provide the benefits

expected to be earned by members in active

service. A summary of the Actuary's Report

is contained in this Annual Report.

Supplements to Allowances

Effective January 1, 1975, the Retirement Plan

was amended to provide a supplemental pension

equal to 8 percent of the monthly amounts pay-

able to eligible Reserve Bank employees who

retired before 1974. Eligible employees who re-

tired during the first six months of 1974 were

granted supplements of 6 percent for those re-

tired in January, 5.5 percent for those retired

in February, and 0.5 percent less for each suc-

cessive month, ending with 3.5 percent for those

retired in June. Eligible members were those

who were aged 50 or more on January 1, 1975,

or those retired because of disability. Also eli-

gible were the survivor annuitants or benefici-

aries of retired members who would have been

eligible had they lived.
The supplement of 6 - 3.5 percent for mem-

bers retired in the first half of 1974 was granted

because of the unusual increases in living costs

during the year. In approving the prorated

supplement, the Board of Governors asked that

members be advised that it should not be con-

sidered a precedent.

Financial Management of the Plan

Effective December 31, 1975, the Administra-

tive Board, on the recommendation of the Ex-

ecutive Committee, adopted a new program for

the financial management of the Plan. The pro-

gram provides for the retention of the aggre-

gate funding method in determining the actuarial

cost of the Plan. This method, which has been

used since the Plan's establishment in 1934,

determines each year's current cost as the level

payroll rate of annual contribution needed to

fund the future benefits of all members of the

Plan over their remaining working years.

The financial management plan also provides

for the use by the Actuary of the following eco-

nomic assumptions in the annual valuation of

the Plan: (1) The assumption of a rate of salary

progression of members in active service of 4.0
percent per annum; (2) the assumption of a rate

of investment return of 5.5 percent per annum;

(3) the stating of assets in the Plan's valuation
at the average of their market value during
the most recent five years; and (4) the use of
an interest rate of 5.5 percent in the determina-
tion of actuarially equivalent optional benefits,
including survivorship options.

No assumption was made for advance fund-
ing of supplements to retirement payments under
the Plan. Pension supplements will be terminally
funded by the employers at the time of grant.

The Executive Committee will review the ex-
perience under these assumptions each year to
determine whether they are appropriate for

the maintenance of a fully funded plan. The
Actuary will incorporate such a review in the

annual valuation of the Plan and state in the
report of the valuation his conclusion on the
point.

Review of Benefits

In 1975 the Committee conducted its second
triennial review of benefits called for in Sec-
tion 10 of the Plan. The Chairman of the Execu-
tive Committee appointed an Ad Hoc Committee
to assist in the review. The Ad Hoc Committee
was authorized to purchase the Benefit Index
Service developed by Hewitt Associates to com-
pare the value of our employee benefit program -
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Value of Employer-Provided Benefits Compared with those
of 12 Commercial Banks, and 20 Manufacturers, 1975

(Source: Hewitt Associates)
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with the average of twenty large manufactur-

ing concerns and 12 major commercial banks.

The comparisons covered the following bene-

fits: retirement, thrift and profit sharing, death,

disability, health care, and vacations and holi-

days. Use of the value-oriented Benefit Index

Service, instead of the structure-oriented kind

of survey used in 1972, was considered desir-

able because of the convenience it afforded in

obtaining data at a time when most organiza-

tions would be changing their plans to conform

to the requirements of the Employee Retirement

Income Security Act of 1974 (ERISA). It was be-

lieved that any structural changes being con-

sidered by others in 1975 would probably not

substantially affect the values of the benefits

provided.
In addition, the Committee invited suggestions

from members of our Benefit Plans; from per-

sonnel officers throughout the System; and from

members of the Administrative Board.

The Hewitt comparisons, which were com-

pleted in May 1975, and valued benefits at the

beginning of the year, indicated that the Federal

Reserve Employee Benefits System package was

competitive.
The values of some of the benefits covered

in the survey were below the average of those

of the 32 companies surveyed by Hewitt, but

the values of others were sufficiently above to

raise the total value of our benefits above the

average of the 32. The value of the pension pro-

vided under our Retirement Plan, for example,

was the highest of all the 32 surveyed com-

panies, the contributor to the first ranking being

the supplements to pension payments granted

each year beginning in 1970.
Because of the relative standing of the pension

benefit among the surveyed companies, only a

minor change was recommended and approved

for the Plan. This was an amendment providing

that in the month a retired member dies a final

monthly payment would be made to the bene-

ficiary or estate in a prorated amount based

on the number of days in the month that the

4

member was alive. The recommended amend-

ment became effective January 1, 1976.
Other changes in benefits occurred as a result

of the increase under the new financial man-

agement plan in the rate of interest used in the

determination thereafter of certain optional

forms of retirement benefit. The amount pay-

able under most of the survivorship options

elected hereafter would increase by about
2-3 percent, for example, while others, level

incomes and guaranteed payments for a term
of five or 10 years, would decline slightly.

In view of the possibility of significant bene-

fit movements in 1976 because of ERISA, the
Ad Hoc Committee recommended, and the Ex-

ecutive Committee approved, the purchase again
in the spring of 1976 of the Hewitt Benefit Index

Services covering the 12 banks and 20 manu-
facturers surveyed the prior year.

Membership

The Actuary reports that there were 27,555
members of the Bank and Board Plans on
December 31, 1975, a decrease of 728, or 3
percent, for the year.

Retirements

There were 441 retirements during 1975, 86
fewer than during the previous year. For every

retirement at 65 during 1975, there were 2.38

retirements before 65, compared to 2.25 during

1974. Three life annuities were started in 1975.

1975 1974

Normal retirements  129 161
Early retirements  307 362
Disability retirements  2 3
Life annuities   3 1

On December 31, 1975, there were 7,790
members or beneficiaries on the retirement
rolls, a net increase of 228, or 3 percent for the
year. The rolls include 746 members who have
deferred the payment of their pensions.
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Members in Active Service and on Retirement
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The numbers of persons receiving or eligible
to receive allowances are tabulated below. Re-
tirement allowances are payable to retirees;
survivorship allowances are payable to bene-
ficiaries of retirees; life annuities and spouse's
benefits are payable to the beneficiaries or
spouses of members who died in active service
or on retirement.

December 31: 1975 1974

Retirement allowances  6,994 6,837
Survivorship allowances 739 669
Life annuities 41 40
Spouse's benefits  16 16

Disability Benefits

At the end of 1975, 263 members were receiv-
ing disability retirement payments. Disability
retirement payments are now granted only under
the Board Plan. Reserve Bank members disabled
during the period 1970-74 receive payments
through a separate insurance contract. Effective
January 1, 1975, the Reserve Banks and the
Board of Governors established a self-insured
Long Term Disability Income Plan, which is ad-
ministered by the Benefits Office, and provides
essentially the same benefits as those available
under the insurance contract in effect from
1970 through 1974.
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Retirements, and Deaths and Other Terminations of Retirement

Number of persons
1000

900

800

700

600

500

400

300

200

100

Number of persons
1000

900

800

700

600

500

400

300

200

100

DEATHS AND OTHER TERMINATIONS

111 RETIREMENTS

flEn

ill 

1111   1111

   11111111111111111
  1111111111111111111111
uIuuIuuuuuuuIuIuuuuuuI
111111111111111111111

1955 1960 1965

*As of last day of February until 1971, and as of December 31 thereafter.

1970 71 71 72 73 74 75

Deaths and Other Terminations

Sixty members died in active service in 1975,

compared to 73 the previous year. Since the

Plan was established in 1934, 2,273 members

have died in active service.

During the year 1975, 259 retired members

died, and twenty-four other retirements were ter-

minated: two members on deferred retirement

applied to cancel retirement benefits and with-

draw accumulated contributions, two life an-

nuities were cancelled, one five-year guarantee

expired, and 19 members on deferred retirement

returned to active service. From the beginning

of the Retirement Plan to the end of 1975, 4,639

retired members have died or otherwise ter-

minated their payments or entitlements.

Disbursements

In 1975, $26,984,199 was paid to active and

retired members, their beneficiaries and es-

tates. Disbursements since 1934 have totaled

$295,089,097.

Annual Audit

Hurdman and Cranstoun, Certified Public Ac-

countants, conducted an examination of the

financial statements of the Retirement Plan as

of December 31, 1975. The financial statements

and the firm's unqualified report are included

in this Annual Report.
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Disbursements to Active and Retired Members,
their Beneficiaries, and Estates

1975 1974

Retirement allowances and life annuities paid $25,618,958 $22,747,214
Lump sum payments of death benefits:

Active members 635,000 800,000
Retired members 142,984 118,994

Installment payments of death benefits  70,451 82,269
Refunds of members' contributions

including those paid to the
Thrift Plan and those paid on death 399,850 287,906

Lump sum payments on involuntary
termination  116,956 72,840

$26,984,199 $24,109,223

Operating Expenses

The cost of operating the Retirement Plan in
1975 was $1,169,861, 3.4 percent more than in
the prior year.
Fees for investment management services

under the diversified investment contracts were
$578,147 in 1975, compared to $427,781 in 1974.
These fees are deducted from the liquidation
values reported at the end of each month and
are determined from the schedules of rates
established by negotiation with the Performance
Review Committee.
Remaining operating costs amounted to

$591,714, about 16 percent less than the previ-
ous year. Among the items that declined were
legal fees, down 56 percent to $24,888; and other
professional fees, down 66 percent to $5,880.
Salary and salary-related expenses paid by the
Retirement Plan, the employer of the staff of
the Benefits Office, amounted to $550,356, com-
pared to $513,858 in 1974, an increase of 7
percent for the year.

Operating expenses other than investment
management services are met from contribu-
tions of the employers. Employer contributions
to the Plan include an amount equal to .25 per-
cent of employer payroll to cover salary and

salary-related expenses of the Benefits Office
staff. In 1975, this portion exceeded salary and
salary-related expenses by $178,672; the excess
was credited to the Pension Accumulation
Account. Of the total salary and salary-related
expenses, $369,381 was allocated to the Retire-
ment Plan, about 20 percent less than last year,
and the remainder of $180,975 was allocated
to the other benefit plans.

New Publication

In 1975 the Benefits Office introduced a new
benefit publication entitled Retirement Letter.
This two-page publication, which was first issued
in February 1975, is addressed to the retired
members and beneficiaries of the Federal Re-
serve Employee Benefits System. Its purpose is
to advise retired members on a timely basis
about any information relating to their benefits.
Two issues of Retirement Letter were published
in 1975.

Employee Retirement Income
Security Act of 1974

In late 1974, Counsel for the Plans requested a
determination from the Internal Revenue Ser-
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vice, the Department of Labor, and the Pension

Benefit Guaranty Corporation that the Employee

Retirement Income Security Act of 1974 is not

applicable to our employee benefit plans, which

cover employees of the Board of Governors, the

Federal Reserve Banks, and the Office of the

Federal Reserve Employee Benefits System. The

approval of the request was given in a letter

from the Internal Revenue Service dated March

23, 1976. It stated, among other things, that the

benefit plans " . . . constitute governmental plans

within the meaning of section 414(d) of the [In-

ternal Revenue] Code and are exempt from the

provisions of Title II of ERISA to the extent

that governmental plans are exempt." The letter

noted that the matter had been discussed with

the Office of Employee Benefits Security, De-

partment of Labor, and that Office concurred in

the determination.

Automation of Benefits
Office Operations

At a meeting in June, the Executive Secretary

reported to the Committee that, as a result of

discussions with suppliers of EDP software for

the Thrift Plan, it appeared that all the opera-

tions of the Office, including the payment of

benefits under the Retirement and Long Term

Disability Income Plans, the maintenance of

contribution records for members of the Board

Plan in active service, and the Office payroll,

could be automated along with the Thrift Plan

at about the price originally approved by the

Committee for automation of the Thrift Plan

alone. The Committee agreed that because of the

inefficiency of the current automation system of

the Retirement Plan, it would be desirable to

take this opportunity to develop and install new

automation systems covering all Plans adminis-

tered by the Office. Accordingly, the Benefits

Office was authorized to purchase or lease from

one or more appropriate suppliers the EDP soft-

ware and terminal equipment for automating

the traditional operations of the Office, with

computer services support to be provided by

the Federal Reserve Bank of New York. The

events leading to the selection of ImpleFacts,

Inc. as the software supplier are reported in the

1975 Annual Report of the Thrift Plan. The new

software package for the Retirement Plan is

expected to be operational in August 1976.

Committee Activity

The Committee met three times in 1975. During

the year the Committee discussed the proposed

financial management plan and the triennial

review of benefits. As mentioned above, the Com-

mittee made recommendations to the Adminis-
trative Board on both matters.
At its meeting in June the Committee voted to

authorize the Benefits Office to purchase or
lease from one or more appropriate suppliers,
the EDP software and terminal equipment neces-

sary to automate the Retirement Plan and other
traditional operations of the Office, with com-
puter services support provided by the Federal
Reserve Bank of New York.

In November the Committee recommended
amending the Retirement Plan to provide most
retired members and beneficiaries with a

supplemental pension equal to 5 percent of their

previous entitlements beginning January 1, 1976.

The Committee's recommendation was later ap-

proved by the Administrative Board and the

Board of Governors. Details will appear in next

year's Annual Report.
The Committee expresses its appreciation to

the staff of the Benefits Office for its continued

cooperation and effort.

Respectfully submitted,

EXECUTIVE COMMITTEE

Bruce K. MacLaury, Chairman
Patricia P. Willis, Vice Chairwoman
Dan M. Bechter
Philip C. Jackson, Jr.
Eugene A. Leonard
Raymond E. Sanders, Jr.
Willis J. Winn

-
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Retirements, 1935-1975
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Report of the Performance Review Committee

At the end of 1975, the market value of the Re-
tirement Plan's investment was $418,281,463.66,
an increase of $66,468,446.23 from the value at

the end of 1974. This increase was made up of
a rise of $58,668,296.30 in the value of the Plan's
diversified investments and fixed income con-
tracts, plus a net increase of investment during
the year of $7,800,149.93.
The changes in the Plan's investments during

the year are detailed in Table 1 of the Statistical
Appendix to this report.

Fixed Income Contracts

Effective March 1, 1975 (a Saturday), the Plan's
investment in the two fixed income contracts
with The Equitable Life Assurance Society of the
United States and The Prudential Insurance
Company of America was reduced by $6,475,562.
With this payment, the Plan received the sched-
uled $8,485,088 of interest (plus a net $1,672.84
of interest to adjust for the incidence of the pay-
ment date on a Saturday), for a total payment
that date of $14,962,323. Of this total payment,
$3,000,000 was reinvested in the four diversified
investment contracts, and the remainder, along
with other cash, was invested in Treasury Bills,
pending use in making the monthly disburse-
ments of the Plan benefits.

Diversified Investment Contracts

The $3,000,000 referred to above was invested
on February 28, 1975 in equal shares under
the four diversified investment contracts. These
contracts are with the Aetna Life Insurance
Company, The Equitable Life Assurance Society
of the United States, The Prudential Insurance
Company of America, and The Travelers Insur-
ance Company.
On December 31, 1975, the liquidation values

of the four diversified investment contracts to-
taled $317,609,963, which is $28,900,227, or
8.34 percent, less than the total commitments to
the contracts since their inception in the spring
of 1973. On a comparable basis, investment

during the same period in the stocks comprising
the Standard and Poor's 500 Stock Index would
have shown a decrease of 11.3 percent. For the
12 months of 1975, the liquidation value of the
four contracts rose by $65,104,209, or 26.10
percent. (A comparable investment in Standard
and Poor's 500 stocks during the same one-year
period would have increased 37.52 percent.)
Details on the performance of the four diversi-
fied investment contracts are given in Tables 4
and 5.

Temporary Investment of Cash

On February 28 and March 3, 1975, the Plan
made direct investments in Treasury Bills having
par values of $4,000,000 and $8,700,000, respec-
tively. This was a temporary investment of the
cash needed by the Plan to meet part of its
monthly requirements for the payment of bene-
fits and expenses during the 12 months ahead.
By the end of 1975, the temporary investment
in bills amounted to a par value of $7,375,000.
During the 12 months of 1975, bills having a net
par value of $7,825,000 were sold or redeemed
to pay part of the Plan's current benefits and
expenses, and resulted in investment income of
$425,224.

Reserve Against Investments

On December 31, 1975, the Reserve Against In-

vestments amounted to $11,854,194.53, com-

pared to $42,233,170.53 at the end of 1974. De-
ductions from the Reserve for the year totaled
$30,378,976.00:

Difference between normal
and actual levels of
employer contributions,
1975

Bank Plan supplement of 8
percent and prorated
supplement of 6 - 3.5
percent, January 1, 1975

$11,523,278.00

15,779,636.00

-

-

1
tl

g
1
fi
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Rates of Return on Investments, 1965-75
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Board Plan supplement of
6.3 percent, July 1, 1974;
the adjustment in
annuities, August 1, 1974,
and the supplement of
7.3 percent, January 1,

1975 3,076,062.00

The $11,854,194.53 of reserves at the end of
1975 is expected to be drawn down during 1976
to about $490,000 because of supplements
granted to Bank Plan retirees effective January
1, 1976 and retirees under the Board Plan ef-
fective August 1, 1975 and March 1, 1976.

MEW 

11

Income and Rates of Return

Income to the Plan from investments during 1975
totaled $8,460,294, consisting of $8,035,070 from
the two fixed income contracts and $425,224
from U.S. Treasury Bills. Also during 1975, in-
come to the four diversified investment contracts
amounted to $14,258,339. (Because of the nature
of the Plan's investment in the four diversified
investment contracts, a distribution from them
to the Plan would not constitute income but a
return of capital, plus or minus the attributed
realized gain or loss.)

During 1974, income from investments totaled
$9,066,627, consisting of $8,579,015 from the
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two fixed income contracts, and $487,612 from
U.S. Treasury Bills.
The income for each of the years, plus or

minus the net capital gain or loss, realized and
unrealized, expressed as a percentage of the
market value of the previous year-end, repre-
sented an annual rate of return of 20.87 percent
for 1975, compared to —13.39 percent for 1974.

Annual and five-year rates of return for the
years 1965-75 are given in Table 6.

Committee Activity

The Federal Reserve Bank of Boston continued
to distribute, for the information of the mem-
bers of the Committee, quarterly reports of the
performance of the four funding agencies of the
Plan. The Committee met twice by telephone
conference during the year to consider proposals
by two of the funding agencies.

PERFORMANCE REVIEW COMMITTEE
Frank E. Morris, Chairman
Richard A. Debs
Philip C. Jackson, Jr.
Monroe Kimbrel
Robert P. Mayo
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Table 1 CHANGES IN INVESTMENTS, 1975

Year-end 1974 Net purchases

Increase or

(decrease) in

market value Year-end 1975

Treasury Bills (Note 1)   $ 2,482,698.61 $4,800,149.93 $ 39,648.90 $ 7,322,497.44

Fixed income

contracts (Note 2)  99,824,565.60 (6,475,561.92) 93,349,003.68

Diversified investment

contracts   249,505,753.22 3,000,000.00 65,104,209.32 317,609,962.54

$351,813,017.43 $7,800,149.93 $58,668,296.30 $418,281,463.66

NOTES:

1. During the year, Treasury Bills were purchased and sold to provide operating funds. The par value of

the Bills purchased was $27,700,000 and that of the Bills sold was $22,825,000.
2. The decrease in the market value of the fixed income contracts was equal to the amount of principal

repaid on March 1, 1975.
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Table 2 PAYMENTS TO RETIREMENT PLAN
UNDER FIXED INCOME CONTRACTS

March 1 Payment

1971

1972

1973

1974

1975

1976

1977

1978

1979

1980

1981

1982

1983

1984

1985

1986

1987

1988

1989

1990

—

$ 17,046,720

16,338,664

15,654,854

14,960,650

14,294,166

13,586,100

12,871,102

12,144,554

11,416,852

10,690,304

9,966,066

9,249,914

8,583,432

8,583,432

8,583,432

8,583,432

8,583,432

8,583,432

8,583,432

1991   8,583,444

Total   $226,887,414

Included

principal

—

$ 6,846,720

6,720,635

6,608,079

6,475,562

6,359,501

6,191,992

6,003,314

5,787,047

5,551,244

5,296,552

5,022,521

4,733,283

4,469,130

4,849,006

5,261,172

5,708,372

6,193,583

6,720,038

7,291,241

7,911,008

$120,000,000

14

Included

interest

—

$ 10,200,000

9,618,029

9,046,775

8,485,088

7,934,665

7,394,108

6,867,788

6,357,507

5,865,608

5,393,752

4,943,545

4,516,630

4,114,302

3,734,426

3,322,260

2,875,061

2,389,849

1,863,394

1,292,191

672,436

$106,887,414

Investment

balance

$120,000,000

113,153,280

106,432,645

99,824,566

93,349,004

86,989,503

80,797,511

74,794,197

69,007,150

63,455,906

58,159,354

53,136,833

48,403,549

43,934,419

39,085,413

33,824,241

28,115,870

21,922,286

15,202,249

7,911,008

—0—
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Table 3 TRANSFERS TO FOUR DIVERSIFIED IN VESTMENT CONTRACTS, 1973-75

Each contract Four contracts

Cash, February 1, 1973  $37,845,000.00 $151,380,000.00

Stock, February 1, 1973  42,742,144.50 170,968,578.00

Cash, March 1, 1973  1,803,000.00 7,212,000.00

Cash, March 15, 1973 ±  62,056.65 248,226.60

Stock, April 2, 1973 2,324,965.15 9,299,860.60

Cash, May 15, 1973±  381.31 1,525.24

Cash, March 1, 1974 1.100,000.00 4,400,000.00

Cash, February 28, 1975  750,000.00 3,000,000.00

$86,627,547.61 $346,510,190.44

Table 4 COMMITMENTS TO DIVERSIFIED INVESTMENT CONTRACTS

AND YEAR-END VALUES, 1975

Contracts

Year-end

balance, 1974

Commitments to

contracts, 1975

Year-end

balance, 1975 Net change

A  $ 63,233,502.81 $ 750,000.00 $ 80,868,980.07 $ + 16,885,477.26

B  60,453,504.55 750,000.00 76,383,523.82 + 15,180,019.27

C  65,418,781.02 750,000.00 84,089,077.08 + 17,920,296.06

D  60,399,964.84 750,000.00 76,268,381.57 + 15,118,416.73

Total  $249,505,753.22 $3,000,000.00 $317,609,962.54 $ + 65,104,209.32
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Table 5 QUARTERLY
OF DIVERSIFIED

Contracts

PERCENTAGE CHANGES IN NET ASSET VALUES

INVESTMENT CONTRACTS

1975 1976

I II III IV Year

A  13.89% 12.03% - 8.68% 8.66% 26.74% 15.36%

B  20.15 11.74 -12.23 6.13 25.11 19.49

C  16.94 11.33 - 6.54 4.61 27.39 18.42

D  15.26 12.12 - 8.82 6.02 25.03 17.11

Average 16.54 11.79 9.04 6.33 26.10 17.58

Comparative portfolios

AA  20.86 17.05 -14.15 9.09 32.63 10.95

BB  20.10 12.58 -14.60 7.31 23.95 10.83

CC  19.57 16.06 -11.90 6.78 30.70 9.54

S & P 500  23.07 15.36 -10.95 8.65 37.52 15.02

Table 6 ANNUAL AND FIVE-YEAR AVERAGE RATES OF RETURN, 1965-75

Year

Annual Rate 5-Year Average Rate

Total

Capital

gains

component

Income

component Total

Capital

gains

component

Income

component

1965  9.65 5.84 3.81

1966  -0.35 -4.08 3.73

1967  1.99 -2.02 4.01

1968  -0.91 -5.15 4.24

1969  5.15 0.56 4.59 3.11 -0.97 4.08

1970  -1.04 -5.95 4.91 0.97 -3.33 4.30

1971  10.52 5.55 4.97 3.14 -1.40 4.54

1971 (Mar-Dec)  9.48* 4.08* 5.40* 4.64 -0.18 4.82

1972  9.31 4.23 5.08 6.68 1.69 4.99

1973  -3.41 -8.67 5.26 4.97 -0.15 5.12

1974  -13.39 -19.06 5.67 2.50 -2.77 5.28

1975  20.87 14.47 6.40 4.57 -0.99 5.56

*Annualized

NOTE: The total returns presented in the table reflect the yearly appreciation (including income earned by

the diversified insurance contracts as well as interest on the Retirement Plan's holdings of Treasury Bills)

in the market value of the Retirement Plan's portfolio, adjusted for the net contribution made by employers
and employees. The return for each year is then calculated as the ratio of this appreciation to the mid-year,

or average, market value of the portfolio for that year. The two component returns are then derived by the

use of the appropriate numerator, one being total income, and the other adjusted appreciation, less total

income.
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Report of Actuary on the Forty-Third Actuarial Valuation

of the Assets and Liabilities of the Retirement Plan

GEORGE B. BUCK
Consulting Actuaries, Inc.

July 14, 1976

Executive Committee
Retirement Plan for Employees
of the Federal Reserve System
33 Liberty Street
New York, New York 10045

Gentlemen:

Section 16.4 of the Retirement Plan for Em-
ployees of the Federal Reserve System provides
that the Committee shall adopt the rates of con-
tribution payable by employers. As an aid to the
Committee, the actuary is required to certify
to the Committee the rates of contribution which
he would recommend for this purpose on the
basis of periodic actuarial valuations of the as-
sets and liabilities of the Plan. The forty-third
actuarial valuation of the Plan, which has been
prepared as of December 31, 1975, has now
been completed, and the results are presented
in this report, together with the rates of contri-
bution certified to the Committee by the actuary
on the basis of the valuation as well as the level
amount of monthly contributions payable.
The valuation took into account the Bank Plan

amendment effective January 1, 1976 increasing
allowances of certain retired members and bene-
ficiaries. In addition, the valuation took into ac-
count the increase in the Social Security integra-
tion level to reflect the 1976 Social Security
wage base of $15,300. The valuation of the
Board Plan took into account the cost-of-living
increases granted effective August 1, 1975.
The valuation was prepared on the basis of

revised active service and mortality tables
adopted on June 26, 1975, as well as a 51/2 per-
cent interest basis and a salary scale approxi-

mating 4 percent per annum which were adopted
effective December 31, 1975.

In our opinion the valuation assumptions used
in the aggregate (a) are reasonably related to the
experience of the Plan and to reasonable ex-
pectations, and (b) represent our best estimate
of anticipated experience under the Plan.

Respectfully submitted,

Hugh Gillespie
Consulting Actuary
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(A Summary)

The Retirement Plan for Employees of the Fed-

eral Reserve System was established on March

1, 1934. The Plan provides that once a year an
actuarial valuation of the benefit programs of
the Plan be made to determine whether the con-
tributions are sufficient to meet the accruing
liabilities and whether any adjustments are nec-
essary in order to maintain the Plan on a sound
actuarial basis.

This report, prepared as of December 31,
1975, gives the results of the forty-third valua-
tion of the assets and liabilities of the Plan since
its establishment. The report presents first a
brief summary of the benefit and contribution
provisions of the Plan and a statement of its
membership on the valuation date. The contri-

butions payable by the employers are then dis-
cussed. A valuation balance sheet showing the

assets and liabilities of the Plan as of December

31, 1975 is next presented. This is followed by a
statement regarding the contributions payable
by the individual employers, a history of the
funding level, an illustration of the asset valua-
tion method and an account of the service and
mortality experience of the membership during
the past year.

Summary of Provisions

A summary of the main benefit and contribution
provisions of the Plan as amended as of January
1, 1976 and as interpreted for the purpose of

the valuation is presented in the following digest.
The term "final average salary" means the aver-

age salary for the five consecutive years of

creditable service rendered prior to age 65 dur-
ing which salary was highest. "Prior service"
refers to service rendered prior to March 1,

1934 and after the attainment of age 21, for

which credit is allowed under the Retirement

Plan, while "membership service" is service
rendered while a member. "Creditable service"
is the sum of membership service and prior ser-
vice. "Social Security integration level" is the

moving average of the maximum amounts of
salary covered by Social Security from 1956
through the year before retirement.
The Plan was amended effective January 1,

1976 to provide for the payment of a prorated
portion of the last monthly installment to the
designated beneficiary of any retired member
who dies on any date other than the last of the
month.

Normal Retirement Pension

Condition for Retirement

Any member in active service who has attained
age 65 is retired on a normal retirement pension
unless the member at the request of his employer
is retained in service. Retirement is compulsory
at age 70.

Amount of Pension

The pension calculated at retirement consists of
a normal pension equal to 1.3 percent of the final
average salary of the member not in excess of
the Social Security integration level plus 1.8 per-
cent of the average final salary in excess of such
Social Security integration level, multiplied by
the number of his years of creditable service
rendered prior to age 65. Such pension is not to
exceed 80 percent of the member's final average
salary.

If the member is entitled to credit for prior ser-
vice, an additional pension is payable for each
year of prior service equal to 1 percent of the
average salary of the member during the 20 con-
secutive years of creditable service rendered
prior to age 65 during which salary was highest,
excluding that part of any salary in excess of
$15,000 per annum.

Early Retirement Pension

Condition for Retirement

Any member in active service who has com-
pleted 10 years of creditable service may retire
on an early retirement pension upon his own
request.

/
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I

Amount of Pension

The early retirement pension is a deferred pen-
sion beginning at age 65 equal to the pension
which would be payable if the member were age
65 at the time of his retirement. If the member
has attained age 50, he may take, in lieu of the
pension deferred to age 65, an immediate pen-
sion or a pension beginning prior to age 65. If
he has not attained age 50, he may take a pen-
sion deferred to age 50 or to some later age, not
later than age 65. The immediate pension is
equal to the deferred pension which would be
payable at age 65, multiplied by the applicable
factor set forth below opposite his age on the
first day of the month in which his pension pay-
ments begin (the "determination date");

II. Applicable factor
if the member's
age in years, plus

I. Age at his years of credit-
determi- able service, equal
nation at least
date (a) 90 (b) 80

III. Applicable
factor if
the member's
years of
creditable
service
equal 10

50

51

52

53

54

55

56

57

58

59

60

61

62

63

64

65

.60

.64

.68

.72

.76

.80

.84

.88

.92

.96

1.00

1.00

1.00

1.00

1.00

1.00

.50

.54

.58

.62

.66

.70

.74

.78

.82

.86

.90

.92

.94

.96

.98

1.00

.40

.43

.46

.49

.52

.55

.59

.63

.67

.71

.75

.80

.85

.90

.95

1.00

If at the time of such retirement the sum of the
member's age and years of creditable service

equals less than 90 and more than 80, the ap-
plicable factor is determined by interpolating, on
the basis of the sum of the member's age and
years of creditable service, between the factors
given in Column II(a) and Column II(b) above for
his age at such determination date. If at the time
of such retirement the member's age and years
of creditable service equals less than 80 and he
has creditable service in excess of 10 years,
the applicable factor is determined by interpolat-
ing, on the basis of the sum of the member's
age and years of creditable service, between the
factors given in Column II(b) and Column III
above for his age at such determination date.

If a member retires from service on an early
retirement date, and the payment of his pension
is deferred until a later date his pension is de-
termined in the manner described above, except
that the applicable factor provided for in the
Plan is determined as if (i) for purposes of Col-
umn I the member's age on such early retirement
date had been equal to his age at the determina-
tion date of his pension payments, and (ii) for
purposes of Column II(a) and Column II(b) the
sum of his age and years of creditable service
on such determination date had been equal to
the sum of his age and creditable service at such
early retirement date, provided that the applica-
ble factor so determined shall in no event be
less than the factor set forth in Column III op-
posite his age at the determination date of his
pension payments.

Benefit Upon Involuntary Termination
of Service

If a member's service is terminated involuntarily
by an employer for reasons other than dishon-
esty, misconduct or insubordination, and the sum
of his age in years, plus his years of creditable
service, equals at least 80, he receives in addi-
tion to any pension or other benefit to which he
may be entitled, a lump sum amount equal to one
twenty-fourth of his annual rate of salary on the
date of such termination of service multiplied by
his years of creditable service not in excess of
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24; this amount may not exceed the amount of

salary he would have received had he continued
in service until his normal retirement date at his
rate of salary in effect at the time of such termi-
nation.
With the approval of the Committee a member

may elect to have all or part of such sum con-
verted to an optional method of payment as an
annuity.

Benefits for Disabled Members

A member who is disabled and receiving pay-
ments under an employer's long-term disability
plan continues to accrue creditable service
under the Plan until he attains his normal re-

tirement date or elects an early retirement pen-

sion, and his annual rate of salary at the onset

of his disability is deemed to be his annual

salary for purposes of the Plan during such pe-

riod. No pension is payable to or on account of

such member while he is receiving such long-

term disability plan payments.

Benefit Upon Death in Active Service

Condition for Benefit

Upon the death of a member in active service or
while disabled and receiving payments under an

employer's long-term disability plan, a benefit

is payable to the member's designated benefi-
ciary or to his estate.

Amount of Benefit

In the event of death, a payment is made from
the contributions of the employer equal to the an-

nual rate of salary of the member at the time of

death, not in excess of $50,000.

Benefit Upon Death After Retirement

In the event of the death of a member who is re-

ceiving any portion of his retirement allowance

on a cash refund basis, the unexpended balance,

if any, of the reserve on the cash refund portion

of the retirement allowance is payable to his

designated beneficiary or estate.

In the event of the death of a member retired
on a deferred allowance, who has received no
payments and for whom no optional election has

become effective, there is payable to his desig-
nated beneficiary or estate the amount of his

accumulated contributions, if any.

Optional Benefits

Any member upon retirement may elect to re-

ceive in lieu of the regular pension the actuarial

equivalent thereof in the form of one of the op-

tional benefits. Any member staying in service

after age 65 may elect to waive all other rights

under the provisions of the Plan and fix the

method of settlement under which his retirement
allowance shall be payable.

Survivorship Options. Reduced payments during
life with the condition that upon the retired mem-
ber's death all or a part of the reduced pension
shall be continued throughout the life of such

person as he shall have designated at the time of
his retirement. The total value of the pension

payable during the lives of the member and his

beneficiary shall be computed to be of equivalent

actuarial value to the member's regular pension,

except that if at the time of retirement a member

is age 60 or more, or his age plus years of credit-

able service equal 90 or more, and if he elects a
survivorship option for the benefit of a spouse,

parent, brother or sister, or son or daughter, the

pension payable during his life and the life of his

beneficiary shall be computed at one-half the
rate of actuarial reduction that would otherwise

apply; provided, however, that if such member

elects a survivorship option providing for a con-

tinuance to his beneficiary of more than 50 per-

cent of the reduced pension payable to such

member, such lesser rate of reduction shall ap-

ply only to the extent it would have applied if

such member had elected a survivorship option

providing for the continuance to such beneficiary
of 50 percent of the reduced pension payable to

the member.
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Other Options. Modified payments during life
with the condition that upon the retired mem-
ber's death some other benefit shall be payable,
provided that the pension during life and the suc-
ceeding benefit are of equivalent actuarial value
to the pension which would have been received
without optional modification. Benefits under this
option are subject to approval by the Committee.

Supplemental Pension for Retired Members

Increases to retired members and beneficiaries
have been made from time to time. The latest in-
crease was granted effective January 1, 1976.
Each retired member who retired before July 1,
1975 and who was at least age 50 on January 1,
1976 or was retired on account of disability re-
ceives in addition to the retirement allowance
and any supplemental pension payable to him
under the Plan, an additional monthly supple-
mental pension, beginning on the later of January
1, 1976 or the date his retirement allowance be-
gins, in an amount equal to the applicable per-
centage of such monthly amount that is set forth
in the following table in accordance with the
month in which his retirement date occurred:

Month
Applicable

Percentage

Any month before 1975 5.0 percent
January 1975 4.5
February 1975 4.0
March 1975 3.5
April 1975 3.0
May 1975 2.5
June 1975 2.0

If a retired member entitled to receive such
supplemental pension dies, or would have been
so entitled had he not died, a supplemental bene-
fit is payable equal to 5 percent, or the percent-
age applicable to such member if he had retired
during the first six calendar months of 1975, of
any monthly allowance and other benefit payable
to his beneficiary or estate after December 31,
1975 on account of such member under the Plan

as amended through such date. If a member died
in active service before July 1, 1975, his benefi-
ciary or estate receives in addition to any month-
ly allowance payable to his beneficiary or estate
after December 31, 1975 on account of such
member under the Plan as amended through
such date, a supplemental benefit in an amount
equal to the applicable percentage of such
monthly amount that is set forth in the table
above in accordance with the month in which the
member died.
The minimum supplemental pension payable

under the above provision is $1.00 a month.

Contributions

The employers provide all contributions to cover
the cost of the Plan.

Summary of Board of Governors Plan

The Board of Governors adopted special benefit
and contribution provisions for its employees,
which became effective January 1, 1944 and
which were substantially the same as those pro-
vided under the Civil Service Retirement and Dis-
ability Fund. The special benefit and contribution
provisions applicable to employees of the Board
are referred to as the "Board Plan," in distinc-
tion to the main rules which are referred to as
the "Bank Plan." Employees entering the service
of the Board of Governors on or after January 1,
1944 are covered by the Board Plan unless they
are members of the Civil Service Retirement Sys-
tem, except that a member who has had prior
service with a Federal Reserve Bank is permitted
to withdraw his contributions from the Civil Ser-
vice Retirement System and become a member
of the Board Plan.

In line with amendments to the Civil Service
Retirement Act the benefit and contribution pro-
visions of the Board Plan have been amended
from time to time to liberalize benefits and in-
crease contributions. In addition, increases in
the allowances of certain pensioners have been
granted from time to time.
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The provisions of the Board Plan, as inter-
preted for the valuation, are summarized below.
The term "average salary" is used to denote the
average annual basic salary received by the
member during any three consecutive years of
credited service which afford the highest aver-
age. "Lump-sum credit" is used to mean the
member's deductions, including any sums de-
posited to acquire past service credit with inter-
est at 4 percent per annum to December 31, 1947
and at 3 percent per annum to December 31,
1956 or to separation or transfer in the case of
separation or transfer before the completion of
five years of service, except that no interest is
allowed if the service rendered is less than one
year. The retirement allowance payable is re-
duced by 10 percent of any deposits required for
obtaining past service credit remaining unpaid
at the time of retirement unless the member
elects to eliminate the service involved in com-
puting the allowance. No credit is allowed for
past service for which a refund was made unless
the amount received is redeposited with interest.
Military service performed after December 1956
is not creditable if the individual receiving the
allowance is entitled to Social Security benefits.
Service for the purpose of determining the
amount of benefit includes any unused sick leave
to which the member is entitled. The payments
of benefits to retired members and beneficiaries
commence immediately after separation from
service or death and terminate on the last day of
the month preceding the terminating event ex-
cept that in the case of a retired member the
benefit terminates on the day of the terminating
event.

Membership

Table 1 shows the active membership of the Plan
on December 31, 1975, as it was used for valua-
tion purposes.

Table 2 shows the number of retired members
or beneficiaries on the roll as of December 31,
1975, together with the amount of their annual

retirement allowances including the supplements
effective January 1, 1976 under the Bank Plan
and August 1, 1975 under the Board Plan.

Contributions Under Bank Plan

In setting the employers' normal contributions, a
definite procedure is followed each year based
on the results of the annual valuation. A calcula-
tion is made to determine the normal rate which
would be payable by each employer on the basis
of the sex, age, service, and salary of its indi-
vidual members. Then these rates are adjusted
to allow for the general trend in the experience
of all employers as a whole and to give consider-
ation to the experience of individual employers,
which might necessitate a change in the contri-
bution rate. The tabular rates which form the
basis for these calculations are given in the fol-
lowing table at quinquennial ages.

AGE MEN WOMEN

20  6.17% 4.30%

25  6.58 5.24

30  7.12 6.20

35  7.66 7.15

40  8.17 7.99

45  8.63 8.65

50  8.96 9.03

55  9.29 9.35

Contributions Under Board Plan

Members covered under the Board Plan contrib-
ute 7 percent of their salary.
The employer makes currently the contribu-

tions required to cover the normal cost of the
Plan. The normal contribution rate of the em-
ployer, as determined on the basis of the present
valuation, is given in Table 3.

Valuation Balance Sheet

The following valuation balance sheet sets forth
the present and prospective assets and liablities
of the various accounts of the Retirement Plan
as of December 31, 1975. The present assets of
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Table 1 ACTIVE MEMBERSHIP, DECEMBER 31, 1975

EMPLOYING

BANKS
TOTAL MEN WOMEN

Number

Annual

salaries Number

Annual

salaries Number

Annual

salaries

Boston  1,638 $ 18,870,674 761 $ 10,549,837 877 $ 8,320,837
New York  5,357 70,666,417 2,374 38,402,706 2,983 32,263,711
Philadelphia 1,356 14,630,311 666 8,747,791 690 5,882,520
Cleveland  1,636 16,552,013 801 9,712,319 835 6,839,694
Richmond  2,158 22,478,268 953 12,168,316 1,205 10,309,952
Atlanta  2,741 26,370,279 1,293 14,295,073 1,448 12,075,206
Chicago 3,534 36,805,529 1,292 16,987,203 2,242 19,818,326
St. Louis 1,591 16,859,300 710 9,116,255 881 7,743,045
Minneapolis 973 10,888,935 373 5,596,160 600 5,292,775
Kansas City  1,682 17,958,983 817 10,445,847 865 7,513,136
Dallas  1,406 14,181,806 698 8,426,710 708 5,755,096
San Francisco  1,937 23,771,164 931 13,324,479 1,006 10,446,685

Total Bank Plan 26,009 $290,033,679 11,669 $157,772,696 14,340 $132,260,983
Board of Governors Plan 1,302 21,861,001 734 14,451,149 568 7,409,852

Total 27,311 $311,894,680 12,403 $172,223,845 14,908 $139,670,835

NOTE: In addition there are 244 members receiving payments under the Banks' long-term disability plans.
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the Plan as shown in this balance sheet were

derived from statements submitted by the ac-

countant of the Plan and are valued using a five

year moving average of unit market values

method. This method yielded a valuation asset

value of $448,104,438 as of December 31, 1975.

The derivation of this value is shown in Table

4. The valuation assets derived through use of

the five year moving average of unit values

method may be compared with the market and

cost value of assets as of December 31, 1975.

Five Year Moving Average of

Unit Values Method $448,104,438

Market Value $425,259,993

Cost Value $448,988,854

Comments on Valuation

The balance sheet indicates the following facts

regarding the assets and liabilities of the various

accounts of the Plan.

Annuity Accumulation Account

Separate Annuity Accumulation Accounts are

being maintained in which are held the contribu-

tions of the members under the Bank Plan and

the contributions of the members under the

Board Plan. Effective January 1, 1970 the Bank

Plan was amended to eliminate contributions by

members and a Thrift Plan was established for

employees of the Federal Reserve System. The

contributions previously made by members of the

Bank Plan who elected to join the Thrift Plan

were transferred from the Annuity Accumulation

Account Bank Plan to the Thrift Plan. The amount

remaining in the Annuity Accumulation Account

Bank Plan represents for the most part the ac-

cumulated contributions owed to former Bank

Plan members. The combined accounts, includ-

ing contributions due former members, show

total assets of $6,113,239 as of December 31,

1975. An equal amount, representing the mem-

bers' contributions accumulated to the valuation

date, is shown as the liability of the Annuity

Accumulation Account.

Pension Accumulation Account

Two Pension Accumulation Accounts are being

maintained, one to receive the contributions of

employers under the Bank Plan and the other to

receive the Board's contributions under the

Board Plan. All retirement allowances as well as

lump sum death benefits are paid from these

accounts. When a member retires, his accumu-

lated contributions in the Annuity Accumulation

Account, if any, are transferred to the Pension

Accumulation Account. On the valuation date

there were present assets creditable to the two

Pension Accumulation Accounts equal to

$441,991,199, of which, after allowing for the

reserves held for unpaid matured benefits and

contingencies, $429,894,489 may be assumed

to be creditable towards the benefits of the

present membership and to meet the retirement

allowance payments.
The assets credited to the Pension Accumu-

lation Account for benefits under the Bank Plan

are $397,330,411. The value of the benefits to

be paid from the Pension Accumulation Account

of the Bank Plan is $747,604,243, of which

$524,580,585 is on account of members now in

active service and $223,023,658 is on account

of retired members or beneficiaries and in-

cludes the value of the supplement effective

January 1, 1976. Therefore, the amount to

be met by future contributions of the employ-

ers is $747,604,243 minus $397,330,411, or

$350,273,832. The reserve required to fund

the cost of the supplements granted effective

January 1, 1976 was determined to be $9,956,359.

When this amount is deducted from $350,273,832,
there remains $340,317,473 as prospective nor-

mal contributions. A calculation indicates that
the contributions at the normal rates now being

certified for employers under the Bank Plan will

be adequate to meet this amount.
The assets credited to the Pension Accumula-
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Table 2 ANNUAL RETIREMENT

GROUP

Service retirements:

ALLOWANCES, DECEMBER 31, 1975

TOTAL MEN WOMEN

Number

Retirement

allowances Number

Retirement
allowances Number

Retirement

allowances

Bank Plan  2,683 $10,578,954 1,584 $ 7,458,045 1,099 $ 3,120,909
Board Plan  154 1,638,756 82 1,142,568 72 496,188

Total  2,837 $12,217,710 1,666 $ 8,600,613 1,171 $ 3,617,097

Special service and
early retirements:
Bank Plan  3,049 $11,311,740 1,423 $ 7,487,266 1,626 $ 3,824,474
Board Plan 54 314,628 27 204,468 27 110,160

Total  3,103 $11,626,368 1,450 $ 7,691,734 1,653 $ 3,934,634

Disability retirements:
Bank Plan 290 $ 746,480 116 $ 392,781 174 $ 353,699
Board Plan  23 108,828 7 45,888 16 62,940

Total  313 $ 855,308 123 $ 438,669 190 $ 416,639

Beneficiaries of deceased
active and retired members:
Bank Plan  716 $ 2,041,123 18 $ 32,003 698 $ 2,009,120
Board Plan  58 295,908 1 2,712 57 293,196

Total  774 $ 2,337,031 19 $ 34,715 755 $ 2,302,316

Grand total  7,027 $27,036,417 3,258 $16,765,731 3,769 $10,270,686

NOTE: In addition to the allowances tabulated there are 745 special service and early retirements with deferred
allowances, 15 beneficiaries in receipt of annual allowances of $49,558 under the Bank Plan and 12 beneficiaries
in receipt of annual allowances of $18,192 under the Board Plan for the remainder of periods certain.
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Valuation Balance Sheet, December 31, 1975

ASSETS

Annuity Accumulation Account:

Bank Plan  $ 13,104

Board Plan  6,100,087

Contributions due former employees 48 $ 6,113,239

Pension Accumulation Account:

Bank Plan  $397,330,411

Board Plan  32,564,078

Reserves held for:

Unpaid claims  242,515

Contingencies*  11,854,195 441,991,199

Total present assets $448,104,438

Prospective contributions to the

Pension Accumulation Account:

Normal contributions:

Bank Plan $340,317,473

Board Plan  22,992,919 363,310,392

Accrued liability contributions:

Bank Plan supplement  $ 9,956,359

Board Plan supplement  1,073,494 11,029,853

Total prospective assets  374,340,245

Total assets $822,444,683

*Allocated to:

Bank Plan — $ 9,096,556

Board Plan — 2,757,639
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LIABILITIES

Members' contributions which have been accumulated
to date in the Annuity Accumulation Account:
Bank Plan 13,104
Board Plan 6,100,087
Contributions due former employees 48

Total Annuity Accumulation Account  $ 6,113,239

Present value of benefits payable from the
Pension Accumulation Account Bank Plan:
On account of retired members or beneficiaries
(including supplement effective 1/1/76):

Service retirements $ 85,188,799
Special service and early retirements  115,782,039
Disability retirements 5,147,550
Beneficiaries of deceased active and retired members  16.905,270

$223,023,658
On account of members now in service:
Normal and early retirement pensions $491,858.139
Pensions provided under Section 12.5 of Plan 15,836,137
Death benefits 16,886,309

$524,580,585

Total Pension Accumulation Account Bank Plan 747,604,243

Present value of benefits payable from the
Pension Accumulation Account Board Plan:
On account of retired members or beneficiaries
(including supplement effective 8/1/75):

Service retirements $ 15,525,796
Special service retirements 2,861,629
Disability retirements 894,117
Beneficiaries of deceased active and retired members  2,840,861

$ 22,122,403
On account of members now in service:

Service pensions and separation benefits  $ 29,382,469
Disability pensions  1,038,315
Death benefits 4,087,304

$ 34,508,088

Total Pension Accumulation Account Board Plan 56,630,491

Reserve held for unpaid matured benefits 242,515
Reserve held for contingencies*  11,854,195

Total liabilities $822,444,683

*Allocated to:

Bank Plan — $ 9,096,556
Board Plan — 2,757,639
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tion Account of the Board Plan equal $32,564,078.

The value of the benefits to be paid from the

Pension Accumulation Account of the Board

Plan is $56,630,491 of which $34,508,088 is on

account of members now in active service and

$22,122,403 is on account of retired mem-

bers or beneficiaries and includes the value of

the supplement effective August 1, 1975. If

the assets of $32,564,078 are deducted from

$56,630,491, there remains $24,066,413 as the

value of the future contributions of the Board
under the Board Plan. The reserve required to
fund the supplement granted effective August

1, 1975 was determined to be $1,073,494.
When this amount is deducted from $24,066,413,
there remains $22,992,919 as prospective normal

contributions. A calculation indicates that future

contributions by the Board at a normal rate of
11.10 percent are required to provide this

amount.
The balance sheet shows reserves of $11,854,195

held for contingencies. The amount allocated to
the Bank Plan is $9,096,556. The accrued lia-
bility of $9,956,359 on account of the January 1,
1976 Bank Plan supplement is to be funded by

$9,096,556 from the contingency reserves and

$859,803 in additional employer contributions.

[These additional employer contributions were
paid to the Plan in August 1976.]
The amount of contingency reserves allocated

to the Board Plan is $2,757,639. The accrued
liability of $1,073,494 on account of the August

1, 1975 supplement is to be funded by an alloca-
tion from the contingency reserves.

Certification of Rates

Section 16.4 of the Plan provides that the actu-

ary shall recommend to the Committee the rates

of contribution payable by the employers to

meet their respective shares of the liabilities of

the Retirement Plan. The following table gives

the current normal rates of contribution deter-

mined by the actuary as required for the various

employers as well as the level amounts of month-

ly contributions payable.
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Table 3 NORMAL CONTRIBUTIONS OF

EMPLOYERS

Normal contributions

Rate

Monthly

equivalent

Boston   11.60% $ 182,400

New York   11.52 673,700

Philadelphia  11.63 141,800

Cleveland   11.43 157,400

Richmond   11.31 211,800

Atlanta   11.32 248,200

Chicago   11.48 351,500

St. Louis   11.17 156,500

Minneapolis   11.30 102,500

Kansas City   11.72 175,400

Dallas  11.41 134,800

San Francisco   11.73 231,400

Total Bank Plan  11.48% $2,767,400

Board of Governors Plan 11.10% $ 202,200

These contributions include an amount equal

to .25 percent of employer payroll to cover sal-

ary and salary-related expenses of the Benefits

Office. Included in this expense is the amount

needed to cover the normal contribution on be-

half of the Office of $4,700 per month.
The required annual contributions are

$33,208,800 for Banks and $2,426,400 for the
Board of Governors.

Service and Mortality Experience

In preparing the annual valuations, tables are

used which show the expected number of deaths

among members after retirement and among
beneficiaries, the probable salary increases, the
expected number of withdrawals and deaths
among active members, the expected number of
disability cases and the expected number of
retirements. The tables used are those approved
by the Committee on June 26, 1975 on the basis
of the results of the experience of the Plan from
March 1, 1969 through December 31, 1973. It is
assumed that all members under the Bank Plan
will retire for service at age 65.
With respect to active members under the
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Bank Plan, there were more disabilities than ex-
pected. Withdrawals were less than expected
among both men and women. There were more
special service retirements among men and
deaths among women than expected. Actual
deaths among men and female special service
retirements were less than expected.
With respect to active men members under the

Board Plan there were more withdrawals than
expected, while the number of withdrawals
among women was less than expected. There
were less service retirements than expected
among both men and women. There was one
male and one female special service retirement
during the year. There were no deaths and one
disability retirement among men while there
were two deaths and one disability retirement
among women. Salary increases were in excess
of those expected.
Under the Bank Plan, the actual number of

deaths among men members retired for reasons
other than disability and among men benefici-
aries was about as expected. The actual number
of deaths among women members retired on ac-
count of service and special service and women

beneficiaries was less than expected. Among dis-
ability pensioners, the number of deaths was less
than expected.
Under the Board Plan among members retired

on account of service and special service there
were fewer deaths than expected among men,
while deaths among women were more than ex-
pected. There was one death among women
members retired on account of disability and no
deaths among the men. The actual number of
deaths among women beneficiaries was less than
the number expected.

Level of Funding

In accordance with the program for the financial
management of the Plan adopted effective De-
cember 31, 1975, the level of funding of the Plan
has been determined over the most recent five
year period as measured by the ratio of valua-
tion assets including contingency reserves to pro-
jected accrued liabilities.
As of December 31, 1975 the Bank Plan had

assets of $407,299,874 (including the contribu-
tion due of $859,803 for the January 1, 1976

Table 4 FIVE-YEAR MOVING AVERAGE OF
UNIT VALUES METHOD OF ASSET VALUATION

1971 1972 1973 1974 1975

Market value* 12/31 $423,661,291 $456,538,469 $427,326,145 $359,212,721 $425,259,993
Contributions  10,678,297 12,558,109 13,551,374 20,079,539
Direct investment income* 21,161,755 23,075,844 23,467,524 21,992,603
Benefit payments 18,760,213 21.082,678 24,109,223 26,984,198
Expenses  236,764 849,921 704,084 591,714
Net flow = (2) + (3) - (4) - (5)  12,843,075 13,701,354 12,205,591 14,496,230
Units acquired = (6) ± previous (9) 128,430.75 131,000.61 128,425.83 186,614.70
Total units held = (7) + previous (8) 4,236,612.91 4,365.043.66 4,496,044.27 4,624,470.10 4,811,084.80
Unit value = (1)±(8) 100.00 104.59 95.04 77.68 88.39

*This item was entered on an accrual basis.

Sum of unit values  

Average unit value 

Assets = average unit value x units at end of period

$ 465.70

93.14

$448,104,438
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supplement). The projected accrued liabilities as
of the valuation date including the January 1,
1976 supplement were $474,607,184. On this

basis the ratio of assets to projected accrued
liabilities for the Bank Plan was .86.
The Board Plan had assets of $41,421,804 as

of December 31, 1975. The gross projected ac-
crued liabilities as of the valuation date were
$47,124,913. The ratio of assets to projected ac-
crued liabilities was .88.

Listed below are ratios of assets to accrued
liabilities for the most recent five valuation
dates. The ratios for the four dates preceding
the current valuation date are of necessity cal-
culated on an approximate basis.

RATIO OF ASSETS TO PROJECTED

ACCRUED LIABILITIES

Valuation

date

Bank

Plan

Board

Plan

12-31-71  1.25 1.12

12-31-72  1.12 1.09

12-31-73  1.00 .97

12-31-74  .90 .89

12-31-75  .86 .88

The past decline in the ratios has resulted
from unfavorable market conditions, salary in-
creases in excess of those anticipated and bene-
fit improvements. In addition, in the past contin-

gency reserves were used to fund supplements
and part of the normal cost.
Bank Plan contingency reserves will be ex-

hausted in 1976 and Board Plan contingency re-
serves will soon be entirely depleted. The prac-
tice of funding part of the normal cost from con-
tingency reserves was discontinued in October

1975.
If future experience is reasonably related to

actuarial assumptions and benefit improvements

are moderate, the ratio of assets to liabilities

should increase and assets will exceed liabilities
in the near future.

Auditors' Report

To the Federal Reserve Bank of New York,
as Trustee of the Retirement Plan
for Employees of the Federal Reserve System

We have examined the financial balance sheet

of the Retirement Plan for Employees of the

Federal Reserve System as of December 31,

1975 and the related statements of annuity and

pension accumulation accounts, death benefits

payable in future instalments, reserve against

investments, unrealized loss on diversified in-

vestment contracts, and the combined statement

of changes in fund balances for the year then

ended. Our examination was made in accor-

dance with generally accepted auditing stan-

dards, and accordingly included such tests of

the accounting records and such other auditing

procedures as we considered necessary in the

circumstances.
In our opinion, the financial statements iden-

tified above present fairly the financial position

of the Retirement Plan for Employees of the

Federal Reserve System at December 31, 1975

and the results of its operations for the year

then ended, in conformity with generally ac-

cepted accounting principles applied on a basis

consistent with that of the preceding year. Also,

in our opinion, the accompanying schedules, al-

though not considered necessary for a fair pre-
sentation of the financial position and results

of operations, are stated fairly in all material

respects when considered in conjunction with
the financial statements taken as a whole.

HURDMAN AND CRANSTOUN
Certified Public Accountants

April 5, 1976
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Retirement Plan for Employees of the Federal Reserve System

NOTES TO FINANCIAL STATEMENTS, December 31, 1975

I. Treasury bills are stated at approximate
market value, i.e., cost plus accrued interest.

Diversified investment contracts are stated
at "liquidation value." Such value represents
the amount at December 31, 1975 that the
Retirement Plan would receive upon liquida-
tion of the contracts, subject to termination
provisions more fully described in Note 3.

2. The Retirement Plan has fixed income
contracts with two insurance companies
under which payment of $60,000,000 was
made to each on March 1, 1971 in consider-
ation of their repaying these sums, with in-
terest at 8.5 percent per annum, in 20 an-
nual instalments beginning March 1, 1972.

3. The Retirement Plan has diversified in-
vestment contracts with four insurance
companies, under which amounts com-
mitted may be invested by the insurance
companies in their commingled, special or
general accounts. Under the terms of the
contracts, the Retirement Plan may from
time to time withdraw amounts under the
contracts without penalty. The contracts
may be terminated by either of the parties,
and under the most restrictive termination

provisions of the contracts, liquidation pay-
ments may extend over a three-year period.

Changes in the liquidation values of the
contracts resulting from market fluctuations
of the underlying assets are recorded in the
unrealized gains and losses account.

4. The Retirement Plan and Trust are not
subject to any Federal or State income taxes;
the Plan and the Trust are qualified under
Sections 401(a) and 501(a) of the Internal
Revenue Code. The Plan, as a government
plan within the meaning of Section 414(d)
of the Code, is exempt from the provisions
of the Employee Retirement Income Security
Act of 1974 (ERISA).

5. The pension accumulation account in-
cludes contributions by employers to cover
the expenses of the Retirement Plan.

6. It is the opinion of the actuary that the
balance of the pension accumulation ac-
count is sufficient to provide benefits for
members retired through December 31, 1975,
and assuming continued contributions as
recommended and income accumulation, is
sufficient to provide future benefits for mem-
bers in active service.
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Exhibit A. Financial Balance Sheet, December 31, 1975

ASSETS

Cash  $ 371,747.88
Accrued interest on fixed income contracts  6,614,504.38
Treasury bills (Note 1)  7,322,497.44

Contracts with insurance companies:

Fixed income (Note 2)   $ 93,349,003.68

Diversified investment

(cost $346,510,190.44) (Note 1) (Schedule 3)  317,609,962.54 410,958,966.22

Miscellaneous receivables  9,145.27

$425,276,861.19

FUND BALANCES AND LIABILITIES

Fund balances:

Annuity Accumulation Account (Exhibit B):

Contributions of members of Board of Governors

Plan in active service   $ 6,113,191.15

Pension Accumulation Account (Note 6) (Exhibit C):

Contributions of employers, with balance of income   435,950,272.41

Death benefits payable in future instalments (Exhibit D)   115,286.72

Reserve Against Investments (Exhibit E)   $ 11,854,194.53

Unrealized loss on diversified investment

contracts (Exhibit F)   (28,900,227.90) (17,046,033.37)

Liabilities:

Death benefit claims pending   127,228.26

Other  16,916.02

The accompanying notes are an integral part of the financial statements.
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Exhibit B. Statement of Annuity Accumulation Account
Year Ended December 31. 1975

Balance, January 1, 1975 $5,713,541.69
Contributions by members of Board of Governors Plan  1,397,534.66
Transfers from Pension Accumulation Account (Exhibit C):

For retired members returning to active service  $ 19,922.60
Cancellation of retirement benefits  7,065.14
Bank Plan 7,278.24 34,265.98

7,145,342.33

Deduct:
Amounts paid on account of withdrawals 365,719.69
Refunds on account of death  7,792.28
Refund of contributions on cancellation of retirement  7,065.14

Distributions to the Thrift Plan of members' contributions and
earnings thereon  19,272.51
Interest canceled (Schedule 1)  421,428.05
Transfers of members' contributions and interest thereon
to the Pension Accumulation Account for annuities of
retired members (Exhibit C)  210,873.51 1,032,151.18

Balance, December 31, 1975 (Exhibit A)  $6,113,191.15

The accompanying notes are an integral part of the financial statements.

33

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



Exhibit C. Statement of Pension Accumulation Account
Year Ended December 31, 1975

Balance, January 1, 1975  $404,995,905.95

Contributions by employers (Note 5)  18,682,004.49

Transfers from:

Reserve Against Investments (Exhibit E):

Difference between normal and actual levels of

monthly contributions for 1975  $11,523,278.00

Reserves required to fund the following:

Bank Plan supplement of 8 percent

(prorated 3.5 percent to 6 percent), January 1, 1975   15,779,636.00

Board of Governors Plan supplements of 6.3 percent,

July 1, 1974, 7.3 percent, January 1, 1975, and

adjustment in annuities, August 1, 1974   3,076,062.00 30,378,976.00

Annuity Accumulation Account, annuities of

retired members (Exhibit B)   210,873.51

Balance of income, year ended December 31, 1975, after

amounts credited as interest to Annuity Accumulation

Account and death benefits payable in future

instalments (Schedule 1)  8,877,412.77

Deduct:

Death benefits paid:

Active members   635,000.00

Retired members  142,983.60

Retirement allowances paid  25,618,957.67

Lump-sum payments on involuntary terminations   116,956.00

Transfers to:

Annuity Accumulation Account (Exhibit B):

For retired members returning to active service  19,922.60

Cancellation of retirement benefits  7,065.14

Board Plan   7,278.24

Death benefits payable in future instalments,

active members (Exhibit D) 

Expenses (Note 5) (Schedule 2)  

55,023.39

591,713.67

463,145,172.72

34,265.98

27,194,900.31

Balance, December 31, 1975 (Exhibit A)  $435,950,272.41

The accompanying notes are an integral part of the financial statements.
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Exhibit D. Statement of Death Benefits Payable in Future Instalments
Year Ended December 31, 1975

Balance, January 1, 1975 $126,405.76

Transfers from Pension Accumulation Account (Exhibit C):
New elections of future instalments $46,633.21
Bank Plan supplement of 8 percent, January 1, 1975  8,390.18 55,023.39

Allocation of income (Schedule 1) 4,308.99

185,738.14

Deduct instalment payments 70,451.42

Balance, December 31, 1975 (Exhibit A) $115,286.72

The accompanying notes are an integral part of the financial statements.

Exhibit E. Statement of Reserve Against Investments
Year Ended December 31, 1975

Balance, January 1, 1975 $42,233,170.53

Transfers to Pension Accumulation Account (Exhibit C):
Difference between normal and actual levels of
monthly contributions for 1975  $11,523,278.00

Reserves required to fund the following:
Bank Plan supplement of 8 percent
(prorated 3.5 percent to 6 percent), January 1, 1975 15,779,636.00
Board of Governors Plan supplements of 6.3 percent,
July 1, 1974, 7.3 percent, January 1, 1975, and
adjustment in annuities. August 1, 1974 3,076,062.00 30,378,976.00

Balance, December 31, 1975 (Exhibit A) $11,854,194.53

The accompanying notes are an integral part of the financial statements.
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Exhibit F. Statement of Unrealized Loss on Diversified Investment Contracts
Year Ended December 31, 1975

Balance, January 1, 1975 $94,004,437.22

Unrealized appreciation during the year (less investment

management expenses of $578,147.14)  (65,104,209.32)

Balance, December 31, 1975 (Exhibit A) $28,900,227.90

The accompanying notes are an integral part of the financial statements.

Exhibit G. Combined Statement of Changes in Fund Balances
Year Ended December 31. 1975

Total fund balances, January 1, 1975:

Annuity Accumulation Account $ 5,713,541.69

Pension Accumulation Account 404,995,905.95

Death benefits payable in future instalments  126,405.76

Reserve Against Investments 42,233,170.53

Unrealized loss on diversified investment contracts  (94,004,437.22)

359,064,586.71

Additions:

Contributions:

Employees  1,397,534.66

Employers  18,682,004.49

Income  8,460,293.71

Appreciation of diversified investment contracts 65,682,356.46

453,286,776.03

Deductions:

Refunds to members $ 399,849.62

Death benefits paid  848,435.02

Retirement allowances paid 25,618,957.67

Payments on involuntary terminations  116,956.00

Investment management expenses deducted by
insurance companies 578,147.14

Salary and salary related expenses  369,381.18

Other administrative expenses 222,332.49 28,154,059.12

Total fund balances, December 31, 1975  $425,132,716.91

The accompanying notes are an integral part of the financial statements.
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Schedule 1. Income
Year Ended December 31, 1975

Interest on Treasury bills  $ 425,223.69
Interest on fixed income contracts 8,035,070.02

8,460,293.71

Interest canceled, Annuity Accumulation Account
(net of interest credited) (Exhibit B)  421,428.05

8,881,721.76

Deduct interest allocated to death benefits payable in future instalments
(Exhibit D)  4,308.99

Balance of income, year ended December 31, 1975, credited to
Pension Accumulation Account (Exhibit C) $8,877,412.77

The accompanying notes are an integral part of the financial statements.
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Schedule 2. Expenses
Year Ended December 31, 1975

Salaries and salary related expenses:

Salaries   $ 316,207.38

Social security tax   14,673.32

Contributions to Retirement Plan   17,087.95

Contributions to Thrift Plan   3,652.81

Group life and survivor income insurance  1,812.42

Unemployment and workmen's compensation insurance  3,351.43

Health insurance  12,222.16

Post retirement insurance  373.71

369,381.18

Other administrative expenses:

Actuary's fees   $112,150.00

Legal fees   24,887.82

Accounting fees  15,500.00

Other professional fees   5,880.00

Office supplies and machine maintenance  12,470.48

Printing, including portion of cost of Benefacts statements  15,854.15

Postage  10,249.35

Travel  1,500.00

Telephone   5,432.67

Administrative services  6,103.26

Automation   3,000.00

Furniture and equipment  119.00

Triennial review   2,775.00

Miscellaneous  6,410.76 222,332.49

Investment management fees (Exhibit F)  578,147.14

Total expenses   1,169,860.81

Expenses deducted from investment contracts (Exhibit F)  578,147.14

Expenses charged to Pension Accumulation Account (Exhibit C)  $ 591,713.67

The accompanying notes are an integral part of the financial statements.
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Schedule 3. Diversified Investment Contracts
Year Ended December 31, 1975

Transfers to insurance companies:
As of January 1, 1975  $343,510,190.44
February 28, 1975  3,000,000.00 $346,510,190.44

Investment management expenses, 1975  (578,147.14)
Appreciation in value, 1975 65,682,356.46
Unrealized loss as of January 1, 1975, including investment

management expenses (94,004,437.22) (28,900,227.90)

Liquidation value, December 31, 1975 (Exhibit A)  $317,609,962.54

The accompanying notes are an integral part of the financial statements.
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Board of Governors
of the Federal Reserve System
Washington, D.C. 20551

Sirs:
On behalf of the Administrative Board of the
Thrift Plan, I am pleased to submit herewith the
Sixth Annual Report of the Thrift Plan for Em-
ployees of the Federal Reserve System, including
the report of the Auditors, for the year ended
December 31, 1975.

Respectfully,
Bruce K. MacLaury
Chairman, Administrative Board

July 21, 1976
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Transmittal Letter of Executive Committee

To the Administrative Board and the Trustee,

Thrift Plan for Employees of the

Federal Reserve System:

The operations and investment activity of the

Thrift Plan during the year ended December 31,

1975 are described in the enclosed reports of the

Executive and Performance Review Committees.

These reports, together with the report of the

Auditors, with the accompanying financial bal-

ance sheets and related statements, constitute

the Sixth Annual Report of the Thrift Plan for

Employees of the Federal Reserve System.

EXECUTIVE COMMITTEE
Bruce K. MacLaury, Chairman
Patricia P. Willis, Vice Chairwoman

Dan M Bechter
Philip C. Jackson, Jr.
Eugene A. Leonard
Raymond E. Sanders, Jr.
Willis J. Winn

Report of the Executive Committee

To the Administrative Board and the Trustee:

This report reviews the operations of the Thrift

Plan during the year 1975. A Statistical Appen-

dix follows the text.

Review of Benefits

The triennial review of benefits was conducted

during 1975 pursuant to Section 10 of the Retire-

ment Plan. Several recommendations were made

by the Ad Hoc Committee for Thrift Plan changes,

but they were taken under advisement by the Ex-

ecutive Committee pending further study and to

await the transfer of administrative control of

the Plan from The Equitable Life Assurance So-

ciety of the United States to the Office of Employ-

ee Benefits, which was expected to occur by mid

1976. Details of the triennial review are given in

the 1975 Annual Report of the Retirement Plan.

Membership

The administrator of the Thrift Plan reports that

there were 20,457 members in the Plan at the

end of 1975, about 6.4 percent more than at the

end of the previous year. The end-of-year parti-

cipation as a percentage of those eligible to be-

come members continued to decline; participa-

tion was 77.8 percent, compared to 79.2 percent

for 1974. Full membership data is given in Tables

1 and 2 of the Statistical Appendix.

Members' Accounts

At the end of 1975, members' accounts totaled

$112.5 million, a gain of $20.1 million, or 22 per-

cent for the year, the largest increase since the

Plan began in 1970. Earnings added $12.2 million,

and contributions, less distributions and with-

drawals, the remaining $7.9 million. The Fixed

Income Fund amounted to $96.4 million, or 85.7

percent of members' accounts, and the Equity

Fund, $16.1 million, or 14.3 percent.

A summary of account transactions appears

in Table 3, and details are provided in the follow-

ing sections of this report.

—rowlElr- 
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Members' Basic and Additional Contributions

During 1975 members contributed $17,385,992,
or 17.6 percent more than in the previous year.
Basic contributions accounted for $11,622,060 of
the total, and additional contributions were
$5,763,932. Table 4 contains details.
The most frequently elected rate of basic con-

tribution continues to be the maximum 6 percent
of salary. The most frequent rate of additional
contribution continues to be 10 percent. See
Table 5.

Investment Direction

During 1975, members invested $15.5 million of
their basic and additional contributions in the
Fixed Income Fund, and $1.9 million in the Equity
Fund, compared to $12.1 million and $2.7 million,
respectively, for 1974. See Table 6. Transfers be-
tween the Funds in 1975 were for the most part
from the Equity Fund to the Fixed Income Fund,
as shown in Table 7. A percentage distribution
of members' investment directions is given in
Table 8.

Earnings

Thrift Plan earnings in 1975 were $12.2 million,
compared to $2.1 million in 1974. At the end of
1975, the Fixed Income Fund had earned
$7,754,202, while the Equity Fund earned
$4,493,366.
As a percent of average account balances,

earnings on the Fixed Income account were 9.58
percent. Equity account earnings were 48.53 per-
cent. See Table 9.
The funding agencies used under the Fixed In-

come and Equity Funds are selected by the Per-
formance Review Committee.

Distributions and Withdrawals

Distributions and withdrawals amounted to $12.5
million in 1975, or 13.5 percent of the prior year-

end balance. The comparable figure for 1974
was $11.6 million, or 13.7 percent.

Distributions, $7.6 million in 1975, are pay-
ments by the Plan on a member's separation
from service. Withdrawals, $4.8 million in 1975,
are payments during a member's active service.
The number of occasions for payments, and the
amounts paid are shown in Table 10. At the end
of 1975, 198 annuities were in force, 16 of which
were deferred. The remaining 182 were paying
$240,002.04 annually, an average per contract of
$1,318.69 per year, or $109.89 a month. Although
some of the annuities were purchased with death
benefit distributions provided under the Retire-
ment Plan, most were purchased with amounts
payable under the Thrift Plan.

Employers' Contributions

Employers' contributions added a net $2.9 million
to members' accounts in 1975, an increase of
15.7 percent over 1974. Employers' payments
were reduced by forfeiture credits of $48,080.
Forfeitures occur on separation from service
during the first four Plan years of membership
for reasons other than retirement, death or dis-
ability. Details are given in Table 11.

Expenses

In addition to their contributions to members' ac-
counts, the employers paid Thrift Plan expenses
of $410,169 in 1975, compared to $229,198 in
1974, an increase of 79 percent. Almost two-thirds
of the increase was attributable to the cost of the
Administrator's services, which totaled $184,112
in 1975, compared to $68,391 the previous year.
About one-quarter of the increase was attribut-
able to investment management expenses of
$113,946 in 1975, compared to $94,913 in 1974.
This increase in management fees reflected,
among other things, the higher values of the
assets managed. Investment management fees
are determined from the schedules of rates estab-
lished by negotiation with the Performance Re-
view Committee. Expenses are shown in Table

2
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Changes in Members' Accounts, 1974-75

DISTRIBUTIONS AND

WITHDRAWALS

MEMBERS BASIC

CONTRIBUTIONS

MEMBERS' ADDITIONAL

CONTRIBUTIONS

EMPLOYERS'

CONTRIBUTIONS

EARNINGS

1974

—15 —10 —5 0
1

1975

1 
10 15 20

—15 —10 —5

AGGREGATE BALANCES

10 15 20

1974 1975

75

Millions of dollars

80 85 90 95
1 

100

25 30 35

105 115 120 125 130

12, and allocations to employers, based on year-
end salaries for the prior year, are shown in
Table 13.

Employers' contributions, net of forfeitures,
and plus expenses, amounted to $159.73 per
employee in 1975, compared to $140.40 in 1974.
These amounts represent 1.40 percent and 1.36
percent, respectively, of average salary in each of
the years. Table 14 gives details.

Annual Audit

Hurdman and Cranstoun, Certified Public Ac-
countants, conducted an examination of the fi-
nancial statements of the Thrift Plan as of De-

cember 31, 1975. The financial statements and
the firm's unqualified report are included in this
Annual Report.

Self-Administration of the Plan

In May 1974 the Committee authorized the Ex-
ecutive Secretary to proceed with the develop-
ment of the capability in the Benefits Office of
administering the Plan with computer services
support provided by the Federal Reserve Bank of
New York.
The Executive Secretary began discussions

during the early part of 1975 with several ven-
dors of such systems, and it quickly became evi-
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dent that, because of the specialized knowledge
needed in the development of an automated Thrift
Plan system, purchasing a modification of an
existing system instead of developing an original
system through the data services resources of
the Federal Reserve afforded the best prospect
of a successful, economic and timely completion
of the effort.

In June 1975 the Executive Secretary reported
to the Committee that as a result of the discus-
sions the choice appeared to lie between two
vendors: ImpleFacts, Inc., New York, and Trilog
Associates, Philadelphia. Each organization had
been referred with high recommendation and
had an impressive list of satisfied customers who
had either purchased or were using EDP software
or services of the company. At that time the Com-
mittee voted to authorize the Benefits Office to
purchase or lease from one or more appropriate
vendors the EDP software and terminal equip-
ment for assuming the administration of the Plan
with computer services support provided by the
Federal Reserve Bank of New York. (The Com-
mittee also approved the automation of the tradi-
tional operations of the Benefits Office. See the
1975 Annual Report of the Retirement Plan for
details.)
The Committee also voted to direct the Ex-

ecutive Secretary to appoint an Ad Hoc Commit-
tee consisting of one representative from each of
the Federal Reserve Banks of New York, Phila-
delphia, and Minneapolis to give assurance to
the employers of the reliability of the self-admin-
istered Thrift Plan. The Ad Hoc Committee was
also asked by the Executive Secretary to review
the other automation plans of the Office and to
assist in the selection of the software vendor.
As a preliminary step leading to the selection

of a vendor, the Benefits Office, with the concur-
rence of the Ad Hoc Committee, engaged Imple-
Facts, Inc. in August to assist in the formulation
of the requirements of the Thrift Plan operation
along with those of the Retirement Plan. These
requirements were completed in December and
ImpleFacts and Trilog were each asked to submit

4

proposals on the development of the EDP systems
defined in the requirements.

In January 1976, technicians from the Federal
Reserve Bank of New York and the Ad Hoc Com-
mittee attended a meeting to hear presentations
by each of the firms on the technical details of
their EDP systems. Although the technicians
agreed that either of the proposed systems could
operate in the intended environment, they be-
lieved that the structure of ImpleFacts' system,
which was designed for the operation of a plan
of a single user, would afford us more operational
and maintenance facility than the Trilog system,
which would be a product of a master system
designed for the operation of a number of plans
having different structures. The New York City
location of ImpleFacts was also considered an
advantage during system development and later.
In other respects considered by the Committee—
the stability of the company, the proposed deal,
the schedule, and the price—the two vendors
seemed about evenly matched. As a result of the
meeting of the technicians, therefore, and with
the approval of the Ad Hoc Committee, Imple-
Facts, Inc. was selected to develop and install
the desired system. ImpleFacts proposed that
their system would be ready for operation effec-
tive with the value determination date of May 28.
As part of its preparation to administer the

Thrift Plan and the new automation plans of the
Office, a Four-Phase minicomputer was installed
in the Office in February. The Office was also
reorganized to provide, among other things, for a
Thrift Plan section consisting of a supervisor and
two clerks, and to adapt in other respects to its
prospective automated operations.
On March 1, 1976, the Benefits Office gave no-

tice to The Equitable Life Assurance Society of
the United States that April 30 would be the final
determination date for which they would act as
servicing organization for the Thrift Plan. Such
notice was not irrevocable; the contract with
Equitable permitted the Office to extend the final
determination date one or more times within the
year upon notice of approximately 10 days.
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Committee Activity

The Executive Committee met twice in 1975. At
its meeting in June, the Committee discussed the

progress being made on the development of the
capability in the Benefits Office to assume the
administration of the Plan, with computer ser-
vices support provided by the Federal Reserve
Bank of New York. The Committee voted at that
meeting to appoint an Ad Hoc Committee consist-
ing of one representative from each of the Fed-
eral Reserve Banks of New York, Philadelphia,
and Minneapolis to review the automation plans

and arrangements of the Benefits Office, with a
view to providing assurance to the Federal Re-
serve employers of the reliability of the self-
administered Thrift Plan. Since the Benefits
Office was not expected to assume the adminis-
tration of the Plan until mid 1976, the Committee
voted by mail in October to accept the proposal
of The Equitable Life Assurance Society of the
United States to continue as administrator of the
Plan effective January 1, 1976.

Respectfully submitted,

EXECUTIVE COMMITTEE

Bruce K. MacLaury, Chairman
Patricia P. Willis, Vice Chairwoman
Dan M. Bechter
Philip C. Jackson, Jr.
Eugene A. Leonard
Raymond E. Sanders, Jr.
Willis J. Winn
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.1•No

Table 1 MEMBERSHIP

1975 1974

Membership—beginning of period 19,229 17,990

Enrollments 3,316 3,203

Terminations  1,595 1,301

Retirements  441 604

Deaths  52 59

Membership—end of period:

Boston  1,316 1,309

New York  4,366 4,136

Philadelphia 1,163 1,033

Cleveland  1,188 1,176

Richmond  1,739 1,575

Atlanta 1,828 1,533

Chicago  2,553 2,302

St. Louis 1,181 1,136

Minneapolis  662 653

Kansas City  1,166 1,054

Dallas 957 934

San Francisco  1,495 1,604

Board of Governors  811 759

Benefits Office 32 25

Total 20,457 19,229

NOTE: Membership totals do not include 869 retired members receiving monthly installment

payments at the end of 1975, and 718 at the end of 1974.
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Table 2 MEMBERSHIP AT YEAR-END AS A PERCENT OF TOTAL BANK EMPLOYMENT, 1975

Eligible employees

Ineligible

employees

All

employeesMembers

(Percent of

eligible employees) Nonmembers

Boston  71.6% (81.1%) 16.6% 11.8% 100.0%
New York  73.5 (79.3) 19.2 7.3 100.0
Philadelphia 68.4 (73.7) 24.4 7.2 100.0
Cleveland  70.6 (79.8) 17.9 11.5 100.0
Richmond  86.7 (91.1) 8.5 4.8 100.0
Atlanta  58.6 (63.8) 33.2 8.2 100.0
Chicago  70.8 (81.5) 16.1 13.1 100.0
St. Louis 70.5 (74.2) 24.5 5.0 100.0
Minneapolis  66.5 (74.8) 22.4 11.1 100.0
Kansas City  68.0 (78.0) 19.1 12.9 100.0
Dallas 57.8 (66.1) 29.7 12.5 100.0
San Francisco  74.4 (82.1) 16.2 9.4 100.0
Benefits Office 87.5 (93.3) 6.2 6.3 100.0

Total 1975 70.6 (77.8) 20.1 9.3 100.0
1974 64.5 (79.2) 17.0 18.5 100.0
1973 63.8 (83.3) 12.8 23.4 100.0
1972 68.6 (86.0) 11.2 20.0 100.0
1971 73.8 (87.0) 11.0 15.2 100.0
1970 72.2 (90.3) 7.8 20.0 100.0

Table 3 SUMMARY OF ACCOUNT TRANSACTIONS,ALL MEMBERS, 1975

Equity Fixed Income

Account Account Total

Account balances, December 31, 1974  $11,428,535 $81,014,562 $ 92,443,097
Employers' contributions 387,283 2,518,232 2,905,515
Members' basic and additional contributions 1,922,211 15,463,781 17,385,992
Transfers between accounts -660,214 660,214 0
Distributions and withdrawals  -1,494,354 -10,971,782 -12,466,136
Earnings 4,493,366 7,754,202 12,247,568
Account balances, December 31, 1975  16,076,827 96,439,209 112,516,036
Equity-Fixed Income ratio at year-end, 1975 14.3% 85.7% 100%
Equity-Fixed Income ratio at year-end, 1974 16.0% 84.0% 100%
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Table 4 MEMBERS' BASIC AND ADDITIONAL CONTRIBUTIONS

1975 1974

Basic  $11,622,060 66.8% $10,060,808 68.1%

Additional   5,763,932 33.2 4,718,664 31.9

Total   $17,385,992 100.0% $14,779,472 100.0%

Table 5 PAYROLL RATES OF MEMBERS' CONTRIBUTIONS
(Percentage distribution at year-end)

Rates of contribution 1975 1974

0%  4.0% 6.7%

1   2.7 2.6

2  4.8 5.1

3  5.9 6.1

4  6.3 6.1

5  4.9 5.0

6  38.3 36.4

Basic contributions (1-6%)   62.9 61.3

7  1.3 1.2

8  2.9 2.9

9  0.6 0.4

10  11.2 12.3

11   0.2 0.2

12  1.3 1.1

13  0.4 0.4

14  0.4 0.2

15  0.3 0.3

16  14.5 13.0

Additional contributions (7-16%)  33.1 32.0

Total   100.0% 100.0%
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Table 6 MEMBERS' BASIC AND ADDITIONAL CONTRIBUTIONS

TO EQUITY AND FIXED INCOME FUNDS

1975 1974

Equity

Account

Wo of

total

Fixed Income

Account

0/0 of

total

Equity

Account

o/o of

total

Fixed Income

Account

0/0 of

total

Boston  $ 172,235 15.3% $ 954,806 84.7% $ 242,592 26.5 $ 674,312 73.5%
New York  395,822 9.2 3,904,938 90.8 594,450 15.8 3,175,759 84.2
Philadelphia 63,928 7.5 792,407 92.5 95,982 13.4 622,971 86.6
Cleveland  101,953 10.9 834,483 89.1 150,448 18.3 673,713 81.7
Richmond  126,752 10.7 1,057,853 89.3 178,169 18.1 808,343 81.9
Atlanta  120.831 9.9 1,105,274 90.1 174,805 18.1 788,968 81.9
Chicago  233.662 11.4 1,811,880 88.6 277,897 16.0 1,456,016 84.0
St. Louis 86,682 10.4 742,973 89.6 128,455 18.7 558,821 81.3
Minneapolis  72,851 13.2 477,929 86.8 106,911 22.4 370,612 77.6
Kansas City  77,271 8.4 838,704 91.6 114,867 14.4 681,303 85.6
Dallas 89,373 13.3 580.442 86.7 120,977 19.9 486,251 80.1
San Francisco  106,126 7.6 1,286,055 92.4 146,061 13.0 977,950 87.0
Board

of Governors  268.853 20.5 1,043,222 79.5 364,707 32.2 768,377 67.8
Benefits Office 5,871 15.2 32,816 84.8 12,994 32.7 26,761 67.3

Total $1,922,210 11.1% $15,463,782 88.9% $2,709,315 18.3% $12,070,157 81.7%

Total of both accounts $17,385,992 100.0% $14,779,472 100.0%
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Table 7 CHANGES IN INVESTMENT DIRECTIONS

1975

Equity to Fixed Income

Fixed Income to Equity

1974

Equity to Fixed Income

Fixed Income to Equity

Past contributions

Number of transfers

Lump sum Installment

Amount

transferred Net flow

Current

contributions

Number of

changes

1
517 8 $794,439 $660,214 706
33 2 134,225 85

364 15 $725,437 $505,355 1,529
43 4 220,082 88

Table 8 INVESTMENT DIRECTIONS

(Percentage distribution at year-end)

1000/0 Equity 750/o Equity 500/o Equity 250/o Equity

250/o Fixed 500/o Fixed 750/o Fixed 1000/oFixed

Income Income Income Income Total

1975  2.2% 0.6% 5.2% 4.7% 87.3 100.0%
1974  3.5 0.8 6.9 6.0 82.8 100.0%

i
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Table 9 EARNINGS

Earnings

Approximate annual
earnings as a

percent of average

account balance

1975

Equity  $ 4,493,366 36.7% 48.53%
Fixed Income  7,754,202 63.3 9.58

Total  $12,247,568 100.0% 13.57

1974

Equity —$3.666,567 —171.2% —22.72%
Fixed Income  5,807,737 271.2 8.27

Total  $2,141,170 100.0% 2.48

NOTES:

1. As applied to a member's Equity account, "earnings" means the unrealized appreciation or deprecia-
tion in the market value of his and his employer's contributions between the dates they were credited
and the statement date. As applied to his Fixed Income account, "earnings" means the amount of interest
credited to and still remaining in the account on the statement date.

2. Average balance is equal to one-half the sum of the year's opening and closing balances of the Equity
or Fixed Income account, minus the account's earnings for the year.

Table 10 DISTRIBUTIONS AND WITHDRAWALS, 1975

Distributions:

Lump sum payments at death  $ 279,624
Installments (869 elections in force at year-end) 2,248,376
Annuity purchases (7) 101,245
Lump sum payments at termination for

reasons other than death 5,012,851 $7,642,096

Withdrawals during active service 4,824,040 $12,466,136

Occasions Number

Death 52
Retirement and disability 327
Other separations  1,595
During active service  4,059

6,033
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Table 11 EMPLOYERS' CONTRIBUTIONS

1975 1974

Contributions Forfeitures Contributions Forfeitures

Boston  $ 191,427.38 $ 6,136.39 $ 160,362.90 $ 2,667.31

New York  735,015.51 4,871.32 639,732.73 8,464.40

Philadelphia  145,101.15 3,196.48 123,245.64 2.802.89

Cleveland 151,116.19 3,373.10 137,755.18 3,098.92

Richmond 207,766.58 2,341.13 176,870.13 2,652.32

Atlanta 207,143.17 3,433.01 166,351.16 3,313.19

Chicago  338,695.21 5,055.27 288,318.37 6,314.65

St. Louis 143,243.23 1,483.33 124,467.16 1,479.29

Minneapolis  95,024.93 1,493.70 83,550.32 1,155.40

Kansas City 146,112.24 2,921.67 131,085.64 3,453.05

Dallas 114,717.18 2,401.20 105,687.27 2,086.07

San Francisco  224,140.71 7,503.24 190,579.34 2,744.96

Board of Governors  200,395.21 3,853.23 182,084.21 4,215.09

Benefits Office 5,616.67 16.66 5,111.92 235.66

Total $2,905,515.36 $48,079.73 $2,515,201.97 $44,683.20

Contributions net

of forfeitures  $2,857,435.63 — $2,470,518.77 —

Table 12 EXPENSES

1975 1974

Administrator's services  $184,112.44 $ 68,391.37

Thrift Plan office  51,161.53 20,500.00

Investment management—

Fixed Income Fund 75,362.57 56,128.00

Equity Fund  58,583.29 38,785.15

Legal fees  6,706.08 16,766.90

Printing  13,970.20 16,234.87

Audit  10,500.00 9,000.00

Actuary's fees 185.00 1,392.00

Postage  300.00 250.00

Triennial review 2,775.00

Automation 3,000.00

Miscellaneous  3,512.50 1,750.00

$410,168.61 $229,198.29

12

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



Table 13 ALLOCATION OF EXPENSES

1975 1974

Boston  $ 25,102.32 $ 14,072.76
New York  91,877.77 51,455.02
Philadelphia 20,057.24 10,703.56
Cleveland  21,410.80 12,605.91
Richmond  30,885.70 17,075.27
Atlanta  35,028.40 18,335.86
Chicago  48,604.98 27,274.60
St. Louis  22,846.39 12,697.59
Minneapolis  14,355.90 8,182.38
Kansas City  22,641.31 12,399.63
Dallas 18,539.62 10,680.64
San Francisco  30,475.53 18,312.94
Board of Governors  27,686.38 15,012.49
Benefits Office 656.27 389.64

$410,168.61 $229,198.29

Table 14 EMPLOYER COST PER MEMBER

1975 1974

Members (at year-end)  20,457 19,229
Contributions net of forfeitures  $2,857,436 $2,470,519
Expenses 410,169 229,198

Cost  $3,267,605 $2,699,717
Cost per member $ 159.73 $ 140.40
Average salary (from Retirement Plan

valuation census and payroll) $11,408.35 $10,353.18
Cost per member as a percent of average salary  1.40% 1.36%
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Report of the Performance Review Committee

The investment performance of the Thrift Plan
during 1975 was the most favorable since 1972.
The Fixed Income Fund's performance continued
steadily at its new rate of 9.2 percent per year;
the year's return of the Equity Fund was at the
rate of 39.5 percent.
The average rate of return achieved by the

Equity Fund for the period 1970-75 was 1.9 per-
cent compared with the 3.5 percent rate of re-
turn realized by the Standard and Poor's 500
Index. The 39.5 percent gain for the full year
1975 compared with the 37.2 percent gain for a
similar investment in the stocks comprising the
Standard and Poor's 500 Index. The following
table gives a comparison for the three periods
shown:

Equity Fund:

Overall.

Five.

components

S & P 500.

1970-74

-7.0%

-6.1, -6.6,

-5.6, -9.6.

-7.1

-4.6

1975 1970-75

39.5 1.9%

33.8, 31.7,

31.3, 48.1,

54.3

37.2 3.5

In the first quarter of 1976, Equity Fund net

assets gained 15.25 percent, compared to 15.59
percent for Standard and Poor's Index. Quarterly
percentage changes for each of the five Fund
managers are given in Table 1, and dollar changes
for the year 1975 are shown in Table 2.
The unit value of the Equity Fund increased

during 1975, closing at $11.28 on December 31,

compared to $8.04 at the previous year-end. The
unit value of the Fixed Income Fund on December

31 was $16.04. During the first three months of
1976, the unit value of the Equity Fund continued

rising to $13.04 on March 31, its highest point in

more than three years. Monthly unit values are
shown in Table 3.
The investment performances of the Fixed In-

come and Equity Funds represent averages of the
performances of the accounts of all the members

of the Plan, and as a consequence, the perfor-

14

mance of some members' accounts may be better
or worse than the overall Fund performances
detailed in this report. The performance of a
member's accounts is unique, since it is influenced
by the relative amounts of money invested by the
member from time to time and the Funds' unit
values at the times of investment. But if a simple
pattern is assumed of a member's monthly con-
tribution of $10 each to his Fixed Income and
Equity accounts from the beginning of 1970 to
the end of March 1976, the value of the $750
contributed would amount to $972.77 in his Fixed
Income account, a calculated annual rate of re-
turn of 8 percent for the 60 months prior to 1975,
and 9.2 percent for the 15 months thereafter.
The same $750 ($10 each month) contributed to
his Equity account would amount to $908.79, a
calculated annual rate of return for the 75-month
period of 6.1 percent.

Equity Fund earnings of $4.5 million and Fixed
Income earnings of $7.7 million resulted in net
earnings to the Plan of $12.2 million in 1975,
more than in any of the earlier years. At the end
of 1975, the value of the Fixed Income Fund was
$96.4 million and constituted 86 percent of the
Plan's assets; the value of the Equity Fund was
$16.1 million and constituted the remaining 14
percent.

Committee Activity

The Federal Reserve Bank of Boston continued
to distribute, for the information of the members
of the Committee, monthly reports of the perfor-
mance of the five Equity funding agencies of the
Plan. The Committee met once by telephone con-
ference during the year to consider a proposal
by one of the funding agencies.

PERFORMANCE REVIEW COMMITTEE

Frank E. Morris, Chairman
Richard A. Debs
Philip C. Jackson, Jr.
Monroe Kimbrel
Robert P. Mayo
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Annual Rate of Return of Equity Fund, January 1972-March 1976
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Unit Values, Both Funds, January 1973-March 1976
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Table 1 EQUITY FUND QUARTERLY PERCENTAGE CHANGES IN NET ASSET VALUES

Fund
1975 1976

managers 1 II m IV Year 1

A 23.53% 16.50% -11.46% 5.73% 34.45% 10.95%

B 26.90 13.72 -14.70 7.63 32.27 12.32

C 22.72 12.59 -13.04 9.94 31.93 13.96

D 32.56 16.49 -10.11 7.42 48.82 15.70

E 31.64 17.28 - 7.68 8.94 55.01 22.45

Average

S & P 500*

27.30 15.30

23.34 15.31

*Includes reinvested dividends

-11.37 7.94

-10.38 8.26

Table 2 EQUITY FUND CHANGES IN NET ASSET VALUES

Fund 1974 Year-End 1975 Year-End

managers Balance Balance

40.18 15.25

37.99 15.59

Net Change

A $ 2,322,706 $ 3,171,530 $ + 848,824

B 2,288,650 3,075,892 + 787,242

C 2,366,237 3,170,452 + 804,215

D 2,051,321 3,101,415 + 1,050,094

E 2,243,308 3,525,945 + 1,282,637

Total $11,272,222 $16,045,234 $ + 4,773,012

17

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



Table 3 MONTHLY UNIT VALUES,
JANUARY 1974-MARCH 1976

Equity

Fund

Fixed Income

Fund

1974

January 31 10.9014 13.6912

February 28 10.9680 13.7723

March 29 10.7275 13.8567

April 30 10.3443 13.9506

May 31 9.9882 14.0421

June 28 9.7465 14.1252

July 31 8.9877 14.2238

August 30 8.2846 14.3141

September 30 7.2795 14.4080

October 31 8.4875 14.5024

November 29 8.2226 14.5914

December 31 8.0389 14.6911

1975

January 31 9.0675 14.8017

February 28 9.7058 14.9025

March 31 10.2412 15.0148

April 30 10.8173 15.1239

May 30 11.2710 15.2337

June 30 11.7952 15.3484

July 31 11.0905 15.4640

August 29 10.8141 15.5719

September 30 10.5283 15.6925

October 31 10.9974 15.8103

November 28 11.2735 15.9176

December 31 11.2845 16.0450

1976

January 30 12.6559 16.1617

February 27 12.8071 16.2711

March 31 13.0382 16.4017
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Auditors' Report

To the Federal Reserve Bank of New York
as Trustee of the
Thrift Plan for Employees of the
Federal Reserve System

We have examined the balance sheet of the Thrift
Plan for Employees of the Federal Reserve System
as of December 31, 1975 and the related state-
ments of fund transactions and change in unreal-
ized depreciation of Equity Fund investments for
the year then ended. Our examination was made
in accordance with generally accepted auditing
standards, and accordingly included such tests
of the accounting records and such other audit-
ing procedures as we considered necessary in
in the circumstances.

In our opinion, the financial statements identi-
fied above present fairly the financial position of
the Thrift Plan for Employees of the Federal Re-
serve System at December 31, 1975 and the re-
sults of its operations for the year then ended, in
conformity with generally accepted accounting
principles applied on a basis consistent with that
of the preceding year.

HURDMAN AND CRANSTOUN
Certified Public Accountants

April 30, 1976
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NOTES TO FINANCIAL STATEMENTS, December 31, 1975

1. The Thrift Plan for Employees of the Federal

Reserve System was established on January 1,

1970. The initial payment to the Plan on January

2, 1970 consisted of a transfer from the Retire-

ment Plan for Employees of the Federal Reserve

System of amounts, plus interest, contributed

by those members of the Retirement Plan who

elected to join the Thrift Plan.

The Equitable Life Assurance Society of the

United States is the administrator of the Thrift

Plan under authorization from the Federal Re-

serve Bank of New York, the Trustee. Beginning

with transactions effective May 28, 1976, admin-

istration of the Plan will be transferred to the

Federal Reserve Employee Benefits System.

Members in service may make basic contri-

butions of up to 6 percent of their salary and

additional contributions up to 10 percent of their

salary. Such contributions are directed for in-

vestment by members in either or both of a Fixed

Income Fund and an Equity Fund. Employers

contribute on behalf of each of their members

an amount equal to 25 percent of the member's

basic contribution.

Contributions made on behalf of members by

the employers become fully vested in the mem-

bers during the years of Plan membership as

follows:
Vesting

Percentage

During first year  20%

During second year 40%

During third year 60%

During fourth year 80%

During fifth year  100%

All amounts forfeited under the Plan by mem-

bers are credited against future contributions

of the respective employers.

Members in active service may make with-

drawals subject to certain restrictions. Members

terminating service by reason of death, disability

or retirement may elect (in case of death, bene-

ficiaries may elect) to receive the value of their

Plan accounts in any or all of the following forms:

Lump sum

Monthly instalment payments

not to exceed ten years

Annuities purchased on their behalf

from an insurance company.

2. The Fixed Income Fund is invested with The

Travelers Insurance Company, Hartford, Con-

necticut, under a group annuity contract with

the Federal Reserve Bank of New York as Trustee

of the Plan. Contributions paid for investment

under the contract are allocated in equal shares

by Travelers to three deposit funds, each earn-

ing interest at the effective annual rate through

its respecive maturity date, as follows:

Deposit Fund A — 9.15 percent interest

through December 31, 1981

Deposit Fund B — 9.20 percent interest

through December 31, 1979

Deposit Fund C — 9.25 percent interest

through December 30, 1977.

Interest, which accrues on a daily basis, is

credited to members' accounts on the last bus-

iness day of each month, called the "value de-

termination date." The last value determination

date in 1975 was December 31.

3. The Equity Fund is invested with the five

funding agencies specified in the statement

under contracts providing for the reinvestment

of dividends, interest, and other distributions re-

ceived. Such dividends, interest, and distribu-

tions, plus contributions and less redemptions

that were applied to the purchase of the Equity

Fund investments held at year end constitute

the year-end cost. The year-end value of Equity

Fund investments is stated at market. The dif-

ference between market value and cost at the

end of each year represents the year-end unreal-

ized appreciation or depreciation.

4. Expenses of administering the Plan are borne

by the employers. These expenses amounted to

$410,169 for the year ended December 31, 1975,

and consisted of the following:

Administrator's fees   $184,112

Thrift Plan office   51,162

Investment management fees:

Fixed Income Fund   75,363

Equity Fund  58,583

Publications  13,970

Legal   6,706

Audit   10,500

Other services  3,000

Triennial review  2,775

Miscellaneous  3,998

$410,169
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Thrift Plan for Employees of the Federal Reserve System

Balance Sheet, December 31, 1975

ASSETS

Cash  

Fixed Income Fund investment, including interest,
The Travelers Insurance Company (Group Annuity

$119,263

Contract) (Note 2)  $96,439,209
Due from The Travelers Insurance Company to cover

pending withdrawals, distributions, forfeiture credits
and other refunds 783,546 97,222,755

Equity Fund investments—at market value
(cost $16,802,081) (Note 3):

Morgan Guaranty Commingled Pension Trust Fund 3,170,452
deVegh Mutual Fund 3,128,224
Johnston Mutual Fund 3,075,893
Windsor Mutual Fund 3,525,945
The Prudential Insurance Company of America
(Group Annuity Contract) 3,101,415 16,001,929

Dividends receivable  43,306

Contributions receivable 9,358

$113,396,611

LIABILITIES AND FUND BALANCE

Unapplied forfeiture credits (Note 1) $ 22,587
Pending withdrawals and other unapplied credits 855,535
Liability for outstanding checks  2,453
Fund balance (per accompanying statement):

Fixed Income Fund $96,439,209
Equity Fund  16,076,827 112,516,036

$113,396,611

The accompanying notes are an integral part of the financial statements.
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Statement of Fund Transactions
Year Ended December 31, 1975

Fund balance, beginning of year $ 92,443,097

Additions:

Contributions (Note 1):

Members $17,385,992

Employers 2,905,515 20,291,507

Interest on Fixed Income Fund

investments (Note 2) 7,754,202

Decrease in unrealized depreciation of Equity Fund

investments (per accompanying statement) 4,169,179

Dividend and interest income on Equity Fund

investments (Note 3) 413,510

Realized loss on redemption of Equity Fund

investments  (89,323) 324,187

124,982,172

Deductions:

Withdrawals during active service  4,824,040

Distributions on separation of service:

Death benefits paid  279,624

Purchase of annuities  101,245

Instalment payments 2,248,376

All other  5,012,851

7,642,096 12,466,136

Fund balance, end of year  $112,516,036

The accompanying notes are an integral part of the financial statements.

Statement of Change in Unrealized Depreciation

of Equity Fund Investments
Year Ended December 31, 1975

Unrealized depreciation, beginning of year  $4,969,331

Unrealized depreciation, end of year  800,152

Decrease in unrealized depreciation

of Equity Fund investments  $4,169,179

The accompanying notes are an integral part of the financial statements.
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Thrift Plan for Employees of the Federal Reserve System

July 22, 1976

ADMINISTRATIVE BOARD

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco
Board of Governors

OFFICERS

Willis J. Winn, Chairman
Dan M. Bechter, Vice Chairman
Paul Meek, Treasurer

COMMITTEES

Executive Committee

Elected

George H. Harris
Jane L. Detra
Alan L. Kiel
James D. Kelly
Joseph F. Viverette
Hiram J. Honea
Adolph J. Stojetz
Eugene F. Orf
Richard C. Heiber
Dan M. Bechter
Thomas H. Rust
Patricia P. Willis
Janet 0. Hart

Willis J. Winn, Chairman
Dan M. Bechter, Vice Chairman
Ernest T. Baughman
Daniel M. Doyle
Philip C. Jackson, Jr.
Eugene A. Leonard
Joseph F. Viverette

Ex Officio

Frank E. Morris
Paul A. Volcker, Jr.
David P. Eastburn
Willis J. Winn
Robert P. Black
Monroe Kimbrel
Robert P. Mayo
Lawrence K. Roos
Bruce K. MacLaury
J. Roger Guffey
Ernest T. Baughman
John J. Balles
Philip C. Jackson, Jr.

Martin W. Bergin, Executive Secretary
William B. Davidson, Associate Secretary
Bob S. Bury, Associate Treasurer

Performance Review Committee

Frank E. Morris, Chairman
Philip C. Jackson, Jr.
Monroe Kimbrel
Robert P. Mayo
Thomas M. Timlen
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Life and Survivor Income
Insurance Plan

CONNECTICUT GENERAL
LIFE INSURANCE COMPANY
Hartford, Connecticut

Connecticut General certifies that it has issued
the group term life policy numbered 0222717-01
to insure eligible employees of the following
policyholders:

Board of Governors of the Federal Reserve
System

Federal Reserve Bank of Boston
Federal Reserve Bank of New York
Federal Reserve Bank of Philadelphia
Federal Reserve Bank of Cleveland
Federal Reserve Bank of Richmond
Federal Reserve Bank of Atlanta
Federal Reserve Bank of Chicago
Federal Reserve Bank of St. Louis
Federal Reserve Bank of Minneapolis
Federal Reserve bank of Kansas City
Federal Reserve Bank of Dallas
Federal Reserve Bank of San Francisco
Office of the Federal Reserve
Employee Benefits System

This certificate describes the benefits provided
under the policy and the conditions of employee
coverage. The benefits described are subject to
the terms of the policy. This certificate replaces
all certificates and riders previously issued for
the employee under this policy.

Senior Vice President
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Schedule of Benefits

The initial amount of insurance is based on the
following schedule. Changes in amount of insur-
ance will be made in accordance with the
schedule, subject to the section entitled
"Changes in Amount of Insurance."

Classification I. Each active employee

(1) who has completed less than one year of
service with the Employer, or

(2) who has no eligible survivor, or

(3) who elects not to have his amount of insur-
ance paid as Survivor Income Benefits

is provided with a benefit equal to the employ-
ee's annual basic earnings, such earnings to be
subject to a maximum of $50,000 per year, as
defined in the section entitled "Definitions,"
raised, if not a round $1,000, to the next higher
$1,000.

Classification II. Each other active employee is
provided with insurance in the form of a month-
ly benefit equal to 40 percent of the employee's
monthly basic earnings, such earnings to be sub-
ject to a maximum of $4,167 per month ($50,000
per year), minus one-half of all monthly
survivorship payments provided by the Federal
Social Security Act, determined as shown
below, such monthly benefit to be no less than
$50.

Classification III. Each retired employee is pro-
vided with insurance of $2,500.

Survivorship payments (Social Security). For
the purpose of determining monthly sur-
vivorship payments provided by the Federal
Social Security Act,

(1) each eligible survivor will be considered to
be receiving periodic cash payments under the
Federal Social Security Act in an amount equal
to the amount the survivor would receive were
he receiving such payments, unless the survivor
submits proof to the Insurance Company that
such payments have been applied for but are
not payable;
(2) the amount of the reduction in an eligible
survivor's amount of insurance due to monthly
survivorship payments provided by the Federal
Social Security Act will be computed at the time
the survivor is first eligible for such payments
and the amount will not be recomputed unless

1
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the survivor ceases to be eligible for such sur- ti
vivorship payments and again becomes eligible cu
at a later date; w ,

(3) the Insurance Company will disregard any
increases in the amount of the survivor's period- t}
ic cash payments under the Federal Social Secu-
rity Act which become effective after survivor
income benefits become payable and after the a
date the first such payment under the Federal
Social Security Act becomes payable;

(4) in the case of payments to a Class A sur-
vivor, the amount of the reduction will be com-
puted on survivorship payments payable not le
only to the Class A survivor but also to the Class ic
B survivors, if any.

Changes in amount of insurance. Any change in
the amount of insurance on an active employee sh
due to a change in his basic earnings will be
effective as of the date of change in earnings. b,
Any decrease in the amount of insurance on an
employee due to his retirement will be effective el
as of the day he retires.

If an employee in Classification 1(3) of the
schedule wishes to change his amount of insur- rr
ance to that designated in Classification II, he
may do so only by presenting, at his own ex- th
pense, evidence of insurability satisfactory to es
the Insurance Company. His new amount of Ei
insurance will become effective on the day he is e]
accepted as insurable by the Insurance Corn- o]
pany. An employee may elect to make this sc
change only once while he is insured under the in
policy. di

If an employee is not in active service on the sc
day his amount of insurance would otherwise be si
increased, his amount of insurance will not be v;
increased until he returns to active service. An
employee will be considered to be in active
service during periods of vacation or during au- el

thorized leaves of absence. Pl
ir

Definitions is
"Employer" means one of the Employing Banks e]
listed on the first page of this certificate as the a]
Policyholder. The term Employing Bank in- w]
cludes the Office of the Federal Reserve Em-
ployee Benefits System. d]

"Employee" means any person who is in the
regular employment of an Employing Bank, ex- or
cluding, in any case, part-time employees. Part- of

2
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time employee means any employee whose
customary employment is less than 15 hours per
week or less than 6 months per year.

any "Retired employee" means any employee, other
nod- than an employee who at the time of his retire-
>ecu- ment was an employee of the Board of Gover-
rivor nors of the Federal Reserve System, who on or
r the after January 1, 1970, becomes a retired member
leral of the Retirement Plan for Employees of the

Federal Reserve System, as such Plan may be
sur- amended from time to time; provided, however,
COM- that any member who retires (1) at age 65 or
not later with less than 5 years of "creditable serv-

class ice," as that term is defined in such Retirement
Plan, or (2) prior to age 65 at a time when his age

ge in plus his years of service equals less than 80,
oyee shall be deemed for the purposes of the policy to
11 be have terminated his employment and shall not
rings. be considered a retired employee.
m an "Active service" An employee will be consid-
ctive ered in active service with the Employer on a

day which is one of the Employer's scheduled
f the work days if he is performing in the customary
nsur- manner all of the regular duties of his employ-
[I, he ment with the Employer on a full-time basis on
n ex- that day either at one of the Employer's business
Ty to establishments or at some location to which the
nt of Employer's business requires him to travel. An
he is employee will be considered in active service
Corn- on a day which is not one of the Employer's
this scheduled work days only if he was performing

u. the in the customary manner all of the regular
duties of his employment on the next preceding

n the scheduled work day. An employee will be con-
se be sidered to be in active service during periods of
ot be vacation or during authorized leaves of absence.
e. An

"Service" means the most recent period of anctive
au 

employee's continuous employment as an em--tg
ployee of an Employing Bank. Service will also
include any period during which the employee
is serving on the Board of Governors of the Fed-

3anks eral Reserve System, periods of vacation,
is the authorized leaves of absence and periods during
ik in- which the employee is disabled and receiving
Em- payments under an Employing Bank's long term

disability insurance program.

n the "Basic Earnings" means the employee's annual
k, ex- or monthly rate of earnings at the time of death
Part- of the employee, subject to a maximum of
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$50,000 per year or $4,167 per month. Such basic

earnings shall include the employee's regular

basic wages for employment with the Employing

Bank, but shall not include any special pay-
ments such as, but not limited to, overtime, de-
ferred compensation or contributions by an

Employing Bank under any benefit plan. The

amount of basic earnings which the Policy-

holder reports to the Insurance Company for

any employee will be considered conclusive on

the employee.

"Eligible survivor" means only an individual

who qualifies as a Class A, a Class B or a Class C

survivor.
A Class A survivor is the surviving spouse of

an employee provided that the spouse was legal-

ly married to the employee for at least one year

immediately prior to the employee's death or, if

married to the employee for less than one year,

is the parent of the employee's child or is preg-
nant at the time of the employee's death.
A Class B survivor is any child of the deceased

employee if the child is

(1) less than 21 years of age, or

(2) 21 years of age or over and incapable of self-

support by reason of mental or physical

disability, provided that the child was so inca-

pacitated on his 21st birthday. The Insurance

Company has the right, at any time, to require
proof of the continuation of such incapacity.

A Class C survivor is a parent of the deceased

employee for whom the employee provided

more than 50 percent of the support, the re-

sources of both parents being taken into

account, during the calendar year preceding the

year in which the employee (a) died or (b) be-

came disabled, if disability was continuous until

the employee's death.
If there is more than one eligible survivor in

the class entitled to the Survivor Income Bene-
fit, the payment will be divided into equal

shares among all eligible survivors in that class.

For the purposes of the above:

(1) the term child will include any natural born

child of the employee, any child legally adopted

by the employee and any other child who was

living with the employee in a normal parent-
child relationship at the time of the employee's

death and who was dependent on the employee

or on the employee's spouse for support;
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'sic (2) the term parent will include a parent or
Oar stepparent of the employee or a parent by whom
ing the employee was legally adopted, but will not
ay- include any foster parent.
de- Conditions of Employee Coverage
an

Employee benefits described in this certificate
rhe

will apply only to an eligible employee who is
cy- insured for employee coverage.
for

Each active and each retired member who is aon
member of the Retirement Plan, except an em-
ployee of the Board of Governors of the Federal

ual
Reserve System, will become eligible and in-

;s C
sured for employee coverage on the day he be-
comes employed. If an employee is not in active

'al-
of

service on the day he would otherwise becomeg
insured, his insurance will become effective onear

r, f
the day he returns to active service.i 

=!ar, Payment of Benefits
.eg- Upon receipt by the Insurance Company of due

proof of the death of an employee while insured
sed under the Group Term Life Policy, the Insur-

ance Company will pay benefits as follows, sub-
ject to the terms of the policy:

elf- Survivor income benefits. If at the time of his
cal death the employee is insured for Survivor

Income Benefits, the Insurance Company will
nce pay the benefits to the employee's eligible sur-
lire vivor or survivors in an amount determined

from the Schedule of Benefits.
sed The first Survivor Income Benefit payment to
led an eligible survivor will be due on the first of the
re- month next following the employee's death. A
nto Survivor Income Benefit will be due on the first
the of each month thereafter.
be- Each month the Survivor Income Benefit will
tntil be paid to the Class A survivor until (1) the Class

A survivor remarries, but only if this occurs
r in prior to the survivor's 60th birthday, or (2) the
me- Class A survivor dies, in either of which cases
jual payment will be made to the Class B survivor or
iss. survivors, if any. If there is no Class B survivor

on the date such payment is due, payment will
porn be made to the Class C survivor or survivors, if
fled any. If on the date any Survivor Income Benefit
was payment is due there is no eligible survivor, no
ant- payment will be made, unless the minimum
ee's benefit has not yet been paid, in which case a
lyee benefit equal to the minimum benefit less the

amount of Survivor Income Benefits already

3
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paid will be paid in a lump sum to the benefi-
ciarydesignated by the employee. re(
The minimum benefit will be a cash sum (not su(

in excess of $50,000) equal in amount to the em- be
ployee's annual basic earnings, raised, if not a In
round $1,000, to the next higher $1,000. fix

If there is more than one eligible survivor in thE
the class entitled to the Survivor Income
Benefit, the payment will be divided into equal sui
shares among all eligible survivors in that class. ins
Special election. An employee may elect, by 01
written notification on a form prescribed for that MI
purpose filed either with the Insurance Com-
pany or, if agreed upon in advance with the In-
surance Company, with the Policyholder, that
the Class A survivor, if any, existing at the time
of the employee's death will be disregarded for
the purposes of determining the individual to
whom the normal monthly Survivor Income
Benefit is payable and the duration of such ben-
efit payments. In the event of such election, no
monthly benefit will be paid to such Class A sur-
vivor and payment will be made to the Class B
or Class C survivor or survivors, if any, in the
manner previously described. An employee
may at any time revoke any election so made by so,
written notification on a form prescribed for that ins
purpose filed either with the Insurance Corn- $2,1
pany or, if agreed upon in advance with the In- me
surance Company, with the Policyholder. avi
Facility of payment. If any eligible survivor is a co]
minor or, in the opinion of the Insurance
Company, is incapable of giving valid receipt for pa3

oft 
has been made by a duly appointed guard-

any payment due him, and if no request for pay-
ment
ian or committee of the eligible survivor, the 

raant,i

Insurance Company may, at its option, make mi
payment to any person or institution appearing
to the Insurance Company to have assumed the sci
custody of and the principal support of the eligi- ho

ble survivor. agi

Payment to any one described above will re-
lease the Insurance Company from all further par
liability to the extent of the payment made. fro
Lump sum benefits. If at the time of his death the 

gua.

employee is not insured for Survivor Income ME

Benefits, the Insurance Company will pay to the

the life of the employee determined in accord- BEael
beneficiary

c
the amount of insurance in force on

ance with the Schedule of Benefits. Cla

4
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Optional methods of settlement. Upon written
request by the employee, or in the absence of

(not such request, then upon written request by the
em- beneficiary after the death of the employee, the
ot a Insurance Company will pay the insurance in a

fixed number of instalments in accordance with
1r in the accompaying table. The first payment will be
)me made when proof of death is received by the In-
itial surance Company and will include all
ass. instalments due from the date of death.
, by OPTIONAL MONTHLY INSTALMENT PAY-
that MENTS FOR EACH $1,000 OF INSURANCE
om-
In-
that
time
for

11 to
D me
ben-
1, no
sur-
Lss B

[ the

Instalment
period

Monthly
payment

1 year $84.47
2 years  42.86
3 years  28.99
4 years  22.06
5 years  17.91
10 years  9.61
15 years  6.87
20 years  5.51

)y e e If any payee is a corporation, partnership, as-
e by sociation or trustee, or if the amount of
that insurance to be paid in instalments is less than

$2,000 or if any instalment is less than $10.00, the
e In- method of payment described above will be

available only with the Insurance Company's
consent.

If any payee dies while receiving instalment
payments, the remaining instalments, unless
otherwise disposed of, will be commuted at the
rate of 3 percent compound interest per annum
and paid in a lump sum to the executors or ad-
ministrators of the payee.
A method of settlement other than the one de-

scribed above may be arranged if the Policy-
holder and the Insurance Company mutually
agree thereon.

At the sole discretion of the Insurance Com-
pany, excess interest may be paid or credited
from time to time, in addition to the payment
guaranteed under any optional method of settle-
ment referred to in this section.
Beneficiary

Each employee included in Classification I or
Classification III in the Schedule of Benefits may

is a
ince
t for
pay-
ard-
the

lake
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1 the
ligi-

11 re-
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the
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designate a beneficiary to whom the benefits for

loss of life of the employee will be payable,

which designation will be filed on a form pre-

scribed for that purpose either with the Insur-

ance Company or, if agreed upon in advance by

the Insurance Company, with the Policyholder.

If at the time of the employee's death there is no

designated beneficiary as to all or any part of the

insurance, or if the designated beneficiary does

not survive the employee, the insurance will be

paid, at the option of the Insurance Company, to

any of the following surviving relatives of the

employee: wife, husband, child or children,

mother or father; or to the executors or adminis-

trators of the employee.

Each employee included in Classification II in

the Schedule of Benefits may designate a benefi-

ciary to whom the balance of the minimum

benefit described under "Survivor income bene-

fits" will be paid if such balance is payable,

which designation will be filed on a form pre-

scribed for that purpose either with the

Insurance Company or, if agreed upon in ad-

vance by the Insurance Company, with the Poli-

cyholder. If at the time of the employee's death

there is no designated beneficiary as to said

balance of any minimum benefit, or if the desig-

nated beneficiary is not living on the date such

balance of the minimum benefit becomes pay-

able, such benefit will be paid to the last eligible

survivor or survivors or to the administrators or

executors of the last eligible survivor.
If a beneficiary is a minor, or, in the opinion of

the Insurance Company, is incapable of giving

valid receipt for any payment due him under the

policy, and if no request for payment has been

made by a duly appointed guardian or commit-

tee of the beneficiary, the Insurance Company

may, at its option, make payment to any person

or institution appearing to the Insurance Com-

pany to have assumed the custody of and the

principal support of the beneficiary. Payment in

this event will be made in an initial sum of not

more than $500 followed by monthly instalments

of not more than $200 each.
Payment to any one described above will re-

lease the Insurance Company from all further li-

ability to the extent of the payment made.

Change of beneficiary. A new beneficiary may

be designated from time to time by filing a
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written request therefor on a form satisfactory
to the Insurance Company and signed by the em-
ployee. No change of beneficiary will take effect
until received by the Insurance Company, or by
the Policyholder if it has been agreed that bene-
ficiary designations be filed with the
Policyholder. When, however, the change has
been received, whether the employee is then
living or not, it will take effect as of the date of
execution of the written request therefor, but
without prejudice to the Insurance Company on
account of any payment made or any action
taken or permitted by the Insurance Company
before receipt of the request.

Consent of beneficiary. Consent of the benefi-
L II in ciary will not be required to change the benefi-
mefi- ciary or to effect any other changes in the policy.
mum

Assignment)ene-
able, The insurance and any benefits provided in the

pre- policy are assignable, subject to the written ap-

the proval of the Policyholder. Any such assignment

I ad- will operate as long as it remains in force, and to

Poli- the extent thereof, to transfer the interest of the

leath employee and of any beneficiary to the assignee.

said No such assignment, however, will affect the

lesig- distribution of any Survivor Income Benefits
payable in accordance with the terms of the pol-such

pay- icy. Such benefits are payable only to eligible

gible survivors, as defined in the policy. The Insur-
ance Company will not be affected by any as-
signment until a copy is filed with the Insurance

on of Company or, if agreed upon in advance by the

iving Insurance Company, with the Policyholder.

)1' the Such assignment may be irrevocable for the pur-

been pose of having the employee divest himself of

nmit- all incidents of ownership in the policy. The In-

pany surance Company does not assume
arson responsibility for the validity or sufficiency of
Com- any assignment.

d the Conversion Privilege
3nt in If all of an employee's life insurance under the
)f not

policy terminates because of termination of em-nents
ployment, because of retirement or because he

11 re-
ceases to be in a class of employees eligible for

ler li-
the insurance, or if any portion of an employee's
life insurance under the policy terminates be-
cause of retirement, and if written application is

may made and the first premium is paid within 31
ing a days after the insurance terminates, the

5

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



Insurance Company will issue to the employee, WOL

without evidence of insurability, any individual ern'
policy of life insurance without disability bene- anc
fits then customarily issued by the Insurance insi
Company, except term insurance, in an amount con
not greater than the amount of the employee's an3
group life insurance which terminates. The new sue
policy will be issued at the employee's then at-
tained age, for the premium applicable to the Ter
class of risk to which the employee then belongs The
and will be effective on the 32nd day after the call
date his group life insurance terminates. dat

If an employee's life insurance terminates be- des1
cause the policy is discontinued or because all Inst
life insurance under the policy is discontinued (1)on the class of employees to which the employee of ethen belongs, and if he has been insured under emrthe policy for at least five years preceding the
date his life insurance terminates, and if written (2)

application is made and the first premium is (3)
paid within 31 days after his insurance termi- min
nates, the Insurance Company will issue to the tern
employee an individual policy of life insurance will
on the same terms and conditions set forth in the
preceding paragraph, except that the amount of Ten
the individual policy will not exceed the lesser plo:
of (a) the amount of life insurance which termi- tern
nates less any amount of group life insurance for anc
which the employee is eligible, or within 31 days cea
becomes eligible, under any group life insur- erlA
ance policy issued or reinstated by the will
Insurance Company or issued by any other in- one
surer, or (b) $2,000. unli

If an employee is insured for Survivor Income adv
Benefits when his insurance terminates, the uati
amount of life insurance which terminates will Injt
be an amount equal to the commuted value of act]
the Survivor Income Benefits, as determined by sick
the Insurance Company. con

If the employee exercises this privilege of mai
converting to an individual policy, the conver- tota
sion will be in lieu of all other benefits to which thehe may be entitled under the policy. Poli
Payment During Conversion Period

If an employee dies during the 31-day period in T.
Ewhich he is entitled to convert his insurance to on

an individual policy, whether or not application less

for the individual policy or payment of the first the

premium has been made, the Insurance Com- sem

pany will pay to the person or persons who for i

6
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ee, would have been entitled to the benefit, if the
ual employee had died on the last day that his insur-
ne- ance was in effect, the amount of group life
rice insurance which the employee was entitled to
unt convert, and no payment will be made under
!e's any individual policy that may have been is-
Lew sued.
at-
the Termination of Insurance
ngs The insurance on any employee will automati-
the cally terminate on the earliest of the following

dates, except under certain circumstances
be- described in the section entitled "Extension of
all Insurance During Total Disability":
led (1) the date the employee ceases to be in a class
yee of eligible employees or ceases to qualify as an
der employee;
the
ten (2) the date the policy is discontinued;

is (3) the date of termination of employment. Ter-
mi- mination of active service will be considered
the termination of employment, and the insurance
nce will be discontinued, except as provided below.
the
t of Temporary layoff or leave of absence. If an em-
iser ployee's active service terminates because of
mi- temporary layoff or leave of absence, the insur-
for ance will be continued until the Policyholder
ays ceases to pay premiums for the employee or oth-
Mr- erwise cancels the insurance, but in no event
the will the insurance be continued for more than
in- one year following termination of active service,

unless special arrangements have been made in
)me advance by the Policyholder for a longer contin-
the uation.
Nill Injury, sickness or retirement. If an employee's
of3

active service terminates because of injury,
by sickness or retirement, the insurance will be

continued during the period the employee re-
of mains retired or during the period he remains

Ter- totally and continuously disabled as a result of
Lich the injury or sickness until the date on which the

Policyholder ceases to pay-premiums for the em-
ployee or otherwise cancels the insurance.

1 in The amount of insurance continued in force

e to on an employee after his retirement will be the

Lion lesser of (a) the amount of insurance in force on

First the life of the employee on his last day of active
service or (b) the amount of insurance provided

vho for the employee in the Schedule of Benefits.

•

14.
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Any continuation of insurance must be in ac-
cordance with a plan which precludes
individual selection.

Extension of Insurance During Total Disability

Under the following circumstances the insur-
ance on the life of an employee will not termi-
nate as provided in the section entitled
"Termination of Insurance" but will be extend-
ed as indicated below.

Total disability. If an employee's active service
is terminated prior to his 65th birthday because
of total disability and if the Policyholder ceases
to pay premiums for the employee, the insur-
ance will be extended during the period the em-
ployee remains totally disabled, but for no more
than one year from the date on which premium
payments for the employee cease. In the event
of the employee's death during the period in
which the insurance is thus being extended, no
death claim will be paid unless proof of the total
disability is submitted to the Insurance Com-
pany within one year after the employee's
death.

Total disability of nine months or more. lithe
employee submits to the Insurance Company,
prior to or within one year after the date on
which the Policyholder ceases to pay premiums
for the employee, proof that total disability has
existed continuously for nine months and that it
commenced prior to the employee's 65th birth-
day, the insurance in force on the employee will
be extended without further payment of
premiums for the employee provided the em-
ployee remains totally disabled during said
period.
An employee will be considered totally disa-

bled, during the first thirty months of any period
of disability, if he is unable, solely because of
disease or accidental bodily injury, to work at
his own occupation; thereafter, he will be con-
sidered totally disabled if he is unable, solely
because of disease or accidental bodily injury,
to work at any reasonable occupation.
The amount of insurance payable at death

under the preceding paragraphs will be the
amount of insurance in effect on the employee's
last day of active service.
At any time during the period in which the in-

surance is extended, the Insurance Company
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will have the right to require proof of the
continuing total disability and to have a physi-
cian of its choice examine the employee.
There will be no extension of insurance under

the provisions of this section if an individual
policy of life insurance is issued to the employee
in accordance with the section entitled "Conver-
sion Privilege," unless the individual policy is
surrendered to the Insurance Company without
claim except for the return of any premium
paid.
The insurance which is being extended on any

employee under the provisions of this section
will automatically terminate on the earliest of
the following dates:

(1) the date the employee ceases to be totally
disabled, except that if the employee returns to
active service in an eligible class, the insurance
on the employee will be continued upon pay-
ment of premiums by the Policyholder for the
employee;

(2) the date the employee commences work at a
reasonable occupation;

(3) the date the employee ceases to be under the
the care of a physician;
any,

(4) the date the employee refuses to submit toon
ums any physical examination required by the Insur-

has ance Company;

at it (5) the date the employee fails to provide proof
irth- of continuation of total disability as required by
will the Insurance Company; such proof may not be
t of required more often than once in any twelve-
em- month period;
3 aid (6) the date the employee retires.

lisa- When a totally disabled employee retires, the

nod amount of insurance provided for that employee

e of in the Schedule of Benefits will be continued

k at upon payment of premiums by the Policyholder

con- for the employee.

dely Upon termination of his insurance, the em-
ury, ployee will be entitled to the benefits described

in the section entitled "Conversion Privilege."
.ath If an employee is insured for Survivor Income
the Benefits when his insurance terminates, the
ee's amount of life insurance which terminates will

be an amount equal to the commuted value of
in- the Survivor Income Benefits, as determined by
any the Insurance Company.

7

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



CONNECTICUT GENERAL
Life Insurance Company, Hartford

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



Long Term Disability
* Income Plan

for Employees of the
Federal Reserve
System
Effective January 1, 1975, as amended July 21, 1975

With By-Laws
effective January 1, 1975

•

•

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



Long Term Disability
Income Plan

Section Page

1 Purpose 1

2 Definitions 1

3 Membership 2

4 Benefits 3

5 Requirements for Benefit Payments 3

6 Method of Payment 4

7 Payments by Employers 4

8 Administration of the Plan 4

9 Amendment, Suspension, or
Termination of the Plan 5

10 Termination of Employer

Participation 5

11 General Limitations 6

12 Controlling Law 7

By-Laws

Section Page

1 Administrative Board 7

2 Committees 7

3 Officers 8

4 Signing Authority 8

5 Amendments 8

Office of the Long Term
Disability Income Plan
33 Liberty Street
New York, N.Y. 10045

• I

• 1

1

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



ID •

S.

1

I.

Long Term Disability
Income Plan

Section 1. Purpose

1.1. The purpose of this Plan is to provide long
term disability income benefits for eligible
employees of the Federal Reserve System and to
encourage employees to make and continue
careers with the Federal Reserve System.

Section 2. Definitions

For the purpose of this Plan the following words
and phrases shall have the following meanings:

2.1. "Plan" means this Long Term Disability
Income Plan for Employees of the Federal
Reserve System, as the same may be amended
from time to time.

2.2. "Employer" means any of the following
that adopts and continues to participate in the
Plan: any Federal Reserve Bank, the Board of
Governors of the Federal Reserve System, and
the Office of the Retirement Plan for Employees
of the Federal Reserve System.

2.3. "Employee" means any person who is in
the regular employment of an employer, but
this term shall not include a part-time em-
ployee. Part-time employee means any em-
ployee whose customary employment is less
than 15 hours per week or less than six months
per year.

2.4. "Member" means any employee who is a
member of the Plan as provided in Section 3.

2.5. "Disabled member" means a member
determined to be totally disabled as defined in
Section 2.14 and entitled to receive benefits
under the Plan.

2.6. "Board" means the Administrative Board
provided for in Section 8.

2.7. "Committee" means the Executive Com-
mittee provided for in Section 8. "Performance
Review Committee" means the Performance
Review Committee provided for in Section 8.

2.8. "Physician" means a legally qualified and
licensed doctor of medicine; the Medical Board
in its sole discretion may require that the
physician have training as a specialist or be a
practicing specialist in a field of medicine.

2.9. "Medical Board" means the physician or
physicians appointed by the Committee pursu-
ant to Section 8.

2.10. "Salary" means regular basic monthly
wages of a member on the date immediately
preceding the member's total disability or, if a
member becomes totally disabled while on

medical leave or on an authorized leave of
absence pursuant to Section 3.4, on the date on
which the member left his employer for any
such leave. Salary shall not include any special
payments such as, but not limited to, overtime,
deferred compensation and contributions by an
employer under this or any other benefit plan.

2.11. "Reasonable occupation" means any
gainful activity for which the member is, or
may reasonably become, fitted by education,
training, or experience, but this term shall not
include gainful activity under a rehabilitation
program.

2.12. "Rehabilitation program" means a pro-
gram of therapy, education, training, or work
that has been approved in writing for a dis-
abled member by his employer with the consent
or on the recommendation of the Committee,
and that has for its purpose the restoration of
the disabled member to gainful activity.

2.13. "Waiting period" means the first six
months of a member's period of total disability,
after which six months, benefits first become
payable pursuant to Section 4. The waiting
period shall begin on the first day of a
member's period of total disability and shall
end six months later on the day before the date
of the month corresponding to that on which the
waiting period began.

2.14. "Total disability" or "totally disabled"
means, with respect to the first 30 months of
any period of total disability, that the member
is unable, as determined by the Medical Board
in its sole discretion, solely because of disease
or accidental bodily injury, to work at his own
occupation, and thereafter during the continu-
ance of such period of total disability, that the
member is unable, as determined by the
Medical Board in its sole discretion, solely
because of disease or accidental bodily injury,
to work at any reasonable occupation.

2.15. "Period of total disability" means a
period beginning on the later to occur of (i) the
first day on which the member is totally
disabled or (ii) the thirty-first day immediately
preceding the day during the period of total
disability on which the member was first seen
and treated personally by a physician in
connection with the disease or accidental
bodily injury which caused such disability, and
terminating on the earliest to occur of:
(a) the date on which the member is no longer
totally disabled;
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(b) the date on which the member begins work
at a reasonable occupation;

(c) the date on which the member fails to
furnish such proof of the continuance of his
total disability as the Medical Board in its sole
discretion may require, or the date on which
the member refuses to be examined by the
Medical Board, or by the physician designated
by the Medical Board, when requested to do so;

(d) the date on which the member ceases to be
under the care of a physician;

(e) the last day of the month during which the
member attains age 65; or

(f) the date of the member's death.

If a period of disability begins within three
months following the termination of another
period of disability, and the periods result from
the same or related causes, the periods shall be
considered one period of total disability.

2.16. "Other benefits" means any of the fol-
lowing benefits that are payable to the disabled
member, and any of such benefits that are
payable by reason of the disabled member's
total disability to his spouse, children or
dependents:

(a) income (including, without limitation, medi-
cal leave pay) payable by reason of any employ-
ment, whether or not such employment is with
an employer as defined in Section 2.2, or pay-
able by reason of any occupation for compensa-
tion or profit; provided, however, that only 60
percent of the income payable under a reha-
bilitation program shall be included in other
benefits;
(b) disability, retirement, or unemployment
benefits that become payable on or after the
date of the member's total disability under any
Federal, state or local law, including, without
limitation, Workmen's Compensation benefits
and disability and retirement benefits under the
Federal Social Security Act, provided, how-
ever, that the amount of any increase in
Federal Social Security disability benefits after
the effective date of the initial award shall be
included only to the extent that such increase
results from an increase in the number of the
disabled member's dependents on whose ac-
counts such benefits are determined;

(c) disability, retirement, or unemployment
benefits that become payable on or after the
date of the member's total disability under any
group insurance, pension plan or any other
arrangement of coverage for individuals in a
group, regardless of whether such group
coverage is insured or uninsured;
(d) any increase that becomes payable to the
disabled member on or after the date of his
total disability in any disability or retirement
benefits that had been payable from before the

member's total disability, provided, however,
that the amount of any increase in Federal
Social Security disability benefits after the
effective date of the initial award shall be in-
cluded only to the extent that such increase
results from an increase in the number of the
disabled member's dependents on whose ac-
counts such benefits are determined.

A disabled member shall not be required to
apply for retirement benefits that are available
only on a reduced basis, or for disability
benefits under a group life insurance policy if
the payment of such benefits would reduce the
amount of life insurance under such policy. If
paid, however, all such benefits shall be
treated as other benefits.

Other benefits shall not include dismemberment
benefits, benefits payable under the Thrift Plan
for Employees of the Federal Reserve System,
and benefits payable under any business travel
policy or under any other accident policy.

The amount of other benefits shall be deter-
mined by the Committee in its sole discretion. In
making such determination, the Committee shall
allocate all periodic payments on a monthly
basis, and any lump sum payment, including
any periodic payment that the disabled mem-
ber, his spouse, children, or dependents could
have elected to receive in a lump sum, may be
allocated by the Committee in its sole discretion
to as many as 60 monthly periods.

The Committee in its sole discretion shall have
the right to make a retroactive allocation of
other benefits that have been paid under a
retroactive award.

2.17. "Plan year" means calendar year. The
first Plan year shall begin January 1, 1975.

2.18. "Effective date of the Plan" means
January 1, 1975.

2.19. Wherever used in the Plan the mascu-
line gender includes the feminine.

Section 3. Membership

3.1. Except as otherwise provided in Sections
3.2 and 3.3, each employee of an employer shall
become a member of the Plan on the later to
occur of the effective date of the Plan, or the
employee's date of employment, provided,
however, that if the employee is absent from
work on the date of employment because he is
ill or injured, he shall become a member of the
Plan on the date he first reports to work as an
employee.

3.2. An employee shall not be eligible for
membership if he is in the class of temporary or
special employees for which his employer has
requested, and the Committee has granted,
exclusion.
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3.3. An employee shall not be eligible for
membership if he is an employee of the Board of
Governors of the Federal Reserve System who
is ineligible to elect, or who has failed to elect,
membership in the Plan in accordance with the
rules adopted by the Board of Governors that
are of uniform applicability to all such
employees similarly situated.

3.4. A member shall not cease to be a member
of the Plan while he is on medical leave
because he is ill or injured, or while he is on a
leave of absence of 12 months or less with the
consent of his employer, or while he is on a
leave of absence for longer than 12 months with
the consent of his employer and the Committee.

3.5. Except as otherwise provided in Section
3.4, membership shall terminate immediately at
the earliest to occur of (i) the cessation for any
reason of a member's status as an employee, or
the cessation of a member's active work as an
employee for any reason other than his illness
or injury, (ii) the end of the calendar month
during which a member attains age 65, (iii) the
date the employer's participation in the Plan is
terminated, and (iv) the date the Plan is sus-
pended or terminated.

Section 4. Benefits

4.1. Except as otherwise provided in Sections
4.3 and 4.4, a member who has been totally
disabled for the waiting period shall be eligible
after such waiting period to receive a monthly
benefit during the period of his total disability
equal to the excess, if any, of 60 percent of the
amount of the member's salary over the amount
of the member's other benefits, provided,
however, that the maximum monthly benefit for
a member under the Plan shall in no event
exceed $2,500.

4.2. Notwithstanding anything in the Plan to
the contrary, no benefits shall be payable
under the Plan after the earlier to occur of the
last day of the month immediately preceding the
month in which a member retires with enti-
tlement to a pension, whether immediate or
deferred, under the Retirement Plan for Em-
ployees of the Federal Reserve System, or the
last day of the month in which a member
attains age 65.

4.3. Notwithstanding anything in the Plan to
the contrary, no benefits shall be payable
under the Plan for total disability that is caused
by or is a consequence of:
(a) intentionally self-inflicted injuries;
(b) the member's commission of, or attempt to
commit, an assault, battery, or felony;
(c) war, or any act of war, whether war is
declared or not;

(d) insurrection, rebellion, or participation in a
riot or civil commotion; or
(e) illegal abortion.

In addition, no benefits shall be payable under
the Plan for a period of total disability that•
began before July 21, 1975, and is caused by or
is a consequence of pregnancy or related child-
birth, miscarriage, or abortion. Also, no bene-
fits shall be payable under the Plan for a period
of total disability that begins during the first 12
months of the member's membership under the
Plan if the total disability is caused by, or is a
consequence of, a disease or accidental bodily
injury for which the member received treat-
ment or services or took drugs or medicines
prescribed by a physician during the three-
month period prior to the date of membership,
provided, however, that this limitation shall not
apply to a member who prior to January 1, 1975
was covered under a long term disability group
insurance policy maintained by his employer
and would not have been excluded from
benefits on account of such total disability be-
cause of such policy's provision regarding pre-
existing conditions.

4.4. Notwithstanding anything in the Plan to
the contrary, no benefits shall be payable
under the Plan to any member who fails to
submit a claim for benefits to his employer
within 24 months after the date he becomes
totally disabled, provided, however, that the
Committee in its sole discretion may accept a
claim after such time has elapsed if extenuating
circumstances prevented the member from
making a claim during such period.

Section 5. Requirements for Benefit Payments

5.1. Each member or disabled member shall
supply at such times and in such manner as the
Medical Board in its sole discretion may
require written proof of his total disability. If
the Medical Board in its sole discretion shall
determine that a member is not totally disabled
or that a disabled member is no longer totally
disabled, or if the member or the disabled
member shall fail to furnish such proof as is
requested, no benefits shall be payable to the
member, and no further benefits shall be
payable to the disabled member, under the
Plan. All determinations made by the Medical
Board under the Plan shall be conclusive and
binding.

5.2. At the request of the Committee, the dis-
abled member shall furnish such evidence as
the Committee in its sole discretion may require
that the disabled member, or his spouse, child,
dependent, or representative has made appli-
cation and has diligently pursued such applica-
tion (and if necessary has filed one or more re-
applications) for all other benefits, and the dis-
abled member shall also furnish the Committee
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from time to time with schedules showing the
amount of all other benefits. If the member or
the disabled member fails to furnish such
evidence or other information, no benefits shall
be payable to the member, and no further
benefits shall be payable to the disabled
member, under the Plan.

5.3. The Medical Board in its sole discretion
shall have the right at the expense of the
employer and as often as the Medical Board
may determine is reasonably necessary to
examine or to have a physician designated by it
examine any disabled member and any member
who has applied for benefits under the Plan.

Section 6. Method of Payment

6.1. All benefits to which a member is entitled
under the Plan shall be payable to him in
monthly installments beginning on the last day
of the month in which the member first becomes
eligible for benefits as provided in Section 4.1.
Such benefits shall continue to be payable on
the last day of each month during the disabled
member's period of total disability.

6.2. Notwithstanding the provisions of Section
6.1, any benefit amounting to less than $10 per
month shall be paid at such times and in such
manner as the Committee in its sole discretion
shall determine.

6.3. Any benefit payable under the Plan for a
period that is less than a month shall be
computed by multiplying the amount of benefit
for a full month by a fraction, the numerator of
which is the number of days the member is
eligible to receive benefits during such month,
and the denominator of which is 30.

6.4. If a disabled member has been paid
benefits under the Plan that are in excess of the
benefits that should have been paid, the Com-
mittee shall deduct the amount of such excess
from any subsequent benefits payable to such
disabled member, or recover the overpayments
from the disabled member by any other appro-
priate method the Committee in its sole
discretion shall determine.

Section 7. Payments by Employers

7.1. Each employer shall pay such amounts as
the Committee may from time to time determine
to be necessary to provide the benefits payable
to its disabled members and its allocable share
of the administrative and other expenses of the
Plan. Such payments shall be made at such
times and in such manner as the Committee
shall determine, and all such payments may be
held in an account to be established by the
Committee.

7.2. Any amounts deposited in such account
that are not required for the payment of
benefits or expenses of the Plan shall be

invested in such governmental obligations as
the Performance Review Committee in its sole
discretion may from time to time direct.

7.3. No member shall make any contributions
under the Plan.

Section 8. Administration of the Plan

8.1. The general administration of the Plan
shall be placed in an Administrative Board,
which shall be known as the "Administrative
Board of the Long Term Disability Income Plan
for Employees of the Federal Reserve System."
The Board may adopt for the Plan by-laws not
inconsistent with the provisions of the Plan and
shall have such duties and exercise such
powers as are provided in the Plan or by-laws.

8.2. The by-laws shall provide for an Execu-
tive Committee which shall have such duties
and exercise such powers as are provided in
the Plan or the by-laws. Except for those
powers specifically delegated to the Medical
Board under the Plan, the Committee shall have
the exclusive right to interpret the Plan and to
determine any question arising under or in
connection with the administration of the Plan.
Its decision or action in respect thereof shall be
conclusive and binding upon all persons having
an interest in or under the Plan, or under any
agreement with an insurance company or other
financial institution constituting a part of the
Plan.

8.3. The Executive Committee shall appoint a
Medical Board consisting of one or more physi-
cians. The Medical Board shall make the
exclusive and final determination of all total
disabilities on account of which claims are
made for benefits under the Plan, and shall
have such other duties and exercise such other
powers as are provided in the Plan or by-laws.

8.4. The by-laws shall provide for a Perform-
ance Review Committee which shall take such
action, if any, as may be necessary or desirable
with respect to any investment or reinvestment
in governmental obligations of the fund held in
the account established under the Plan and
shall have such duties and exercise such
powers as are provided in the Plan or by-laws.

8.5. The Board or the Committee or the
Performance Review Committee may delegate to
the Office of the Federal Reserve Employee
Benefits System or to any subcommittee,
officer, employee or agent its authority to per-
form any act pertaining to the Plan or the ad-
ministration thereof including, without limita-
tion, those matters involving the exercise of
discretion.

8.6. The members of the Board and of the
Committee and of the Performance Review
Committee shall serve without compensation,
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but shall be reimbursed for any reasonable
expenses incurred in their capacities as
members of the Board or of the Committee or of
the Performance Review Committee. No bond or
other security need be required of the Board or
any member of the Board in any jurisdiction.
No member of the Board or of the Committee or
of the Performance Review Committee and no
officer or employee of the Plan shall be
personally liable by virtue of any contract or
other instrument executed by him or on his
behalf in such capacity, or for any mistake of
judgment made in good faith. In the absence of
fraud or willful misconduct, no member of the
Board, the Medical Board, the Committee, or
the Performance Review Committee, and no
officer or employee of the Plan shall incur any
liability whatsoever for anything done or
omitted to be done by him or by a duly
authorized agent in connection with the Plan;
and each employer, other than the Office of the
Federal Reserve Employee Benefits System, by
its adoption of the Plan, agrees jointly with the
other employers to indemnify and save harm-
less each member of the Board, the Medical
Board, the Committee, the Performance Review
Committee, and each officer and employee of
the Plan against any cost or expense (including
counsel fees) or liability (including any sum
paid in settlement of a claim with the approval
of a majority of the employers, other than the
Office of the Federal Reserve Employee Benefits
System) arising out of any act or omission to act
as such member of the Board, the Medical
Board, the Committee, the Performance Review
Committee, or as officer or employee of the
Plan, except in the case of fraud or willful mis-
conduct. Any sum paid by an employer by
reason of such indemnification agreement shall
be deemed an administrative expense of the
Plan and shall be allocated among the employ-
ers, other than the Office of the Federal
Reserve Employee Benefits System, as the Com-
mittee in its sole discretion shall determine.

8.7. The expenses of administering the Plan
include, without limitation, (i) the fees paid to
any member of the Medical Board, (ii) the
expenses incurred by the members of the
Board, the Medical Board, the Committee and
the Performance Review Committee, and by the
Office of the Federal Reserve Employee Benefits
System, in the performance of their duties
under the Plan (including reasonable compen-
sation for agents and cost of services rendered
in respect of the Plan), (iii) any expenses paid
by an employer pursuant to Section 8.6, and
(iv) all other proper charges and disbursements
of the members of the Board, the Medical
Board, the Committee and the Performance
Review Committee, and by the Office of the
Federal Reserve Employee Benefits System. All
such expenses shall be borne by the employers

in such proportions as shall be determined by
the Committee, based upon the inclusion in the
Plan of the employers' respective employees.

Section 9. Amendment, Suspension, or Termi-
nation of the Plan

9.1. The Board shall, at the direction of the
Presidents of the Federal Reserve Banks and
with the approval of the Board of Governors of
the Federal Reserve System, amend, suspend or
terminate the Plan at any time in whole or in
part and for any reason, and each employer by
its adoption of the Plan shall be deemed to have
delegated this authority to the Board. No
amendment, however, shall in any manner
impair the right of a disabled member, or a
member who has been totally disabled for less
than the waiting period, to receive benefits
payable in accordance with the terms of the
Plan prior to such amendment.

9.2. Subject to the provisions of Section 9.1,
any amendment, suspension or termination of
any provision of the Plan may be made retro-
actively.

9.3. Notice of any amendment, suspension or
termination of the Plan shall be given by the
Board to all employers and, except for changes
which do not adversely affect their interest,
shall also be given to all members and disabled
members.

9.4. If the Plan is suspended or terminated,
each employer shall assume all obligations for
continuance of the benefits payable to its dis-
abled members, and for the payment of benefits
that would otherwise become payable to its
members who have been totally disabled for
less than the waiting period, in accordance
with the terms of the Plan prior to such suspen-
sion or termination. On such suspension or
termination, any funds held in an account
under the Plan, or any investments for account
of the Plan, that are allocable to any employers
shall be distributed to them as the Committee in
its sole discretion shall determine.

Section 10. Termination of Employer
Participation

10.1. Any employer may terminate its partici-
pation in the Plan by giving the Board prior
written notice in which the employer specifies a
termination date.

10.2. An employer's participation may be
terminated by the Board for the failure of the
employer to make proper payments or to
comply with any other provision of the Plan
within 90 days after notice and demand by the
Board, and in such event the termination date
shall be a date specified by the Board. An
employer's participation may also be termi-
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nated by the Board if such participation would
be in violation of any applicable law or regula-
tion and in such event the termination date
shall be a date specified by the Board.

10.3. If an employer's participation in the
Plan is terminated, it shall assume all obliga-
tions for continuance or payment of benefits to
its disabled members, and those who have been
totally disabled for less than the waiting period,
in accordance with the terms of the Plan prior
to such termination, and the employer shall
execute such releases, assumptions or other
documents as the Committee may reasonably
request. Any funds held in an account under
the Plan or any investments for account of the
Plan that are allocable to such employer shall
be distributed to the employer as the Committee
in its sole discretion shall determine.

Section 11. General Limitations

11.1. An employer's adoption of the Plan shall
not affect the right of the employer to dismiss
any employee, and shall not give any employee
the right to be retained in the employment of his
employer.

11.2. All notices, instructions, designations
and other communications from an employer,
member, disabled member, or other person to
the Board, Committee or Medical Board re-
quired or permitted under the Plan shall be in
such form as may be prescribed from time to
time by the Committee, shall be mailed by first-
class mail or delivered to such location as shall
be specified by the Committee, and shall be
deemed to have been duly given and delivered
only upon actual receipt thereof at such
location.

11.3. All notices, statements, reports and
other communications from the Board, Com-
mittee or Medical Board to any member,
disabled member, or other person required or
permitted under the Plan, shall be deemed to
have been duly given when delivered to, or
when mailed by first-class mail, postage
prepaid and addressed to, such member, dis-
abled member, or other person at the address
last appearing on the records of the Committee.

11.4. Except insofar as applicable law may
otherwise require, no amount payable to any
member, disabled member, or other person at
any time under the Plan shall be subject in any
manner to alienation by anticipation, sale,
transfer, assignment, bankruptcy, pledge, at-
tachment, charge or encumbrance of any kind,
and any attempt to alienate, sell, transfer,
assign, pledge, attach, charge or otherwise
encumber any such amount, whether presently
or thereafter payable, shall be void. The Plan
shall in no manner be liable for or subject to
the debts or liabilities of any person entitled to

any amount payable under the Plan and if any
person shall attempt to, or shall, alienate, sell,
transfer, assign, pledge, attach, charge or
otherwise encumber any amount payable under
the Plan, or any part thereof, or if by reason of
his bankruptcy or other event happening at
any such time such amount would not be en-
joyed by him, then the Committee in its sole dis-
cretion may terminate his interest in any such
amount and shall hold or apply it to or for the
benefit of such person, his spouse, children or
dependents, or any of them, in such manner as
the Committee may deem proper.

11.5. If the Committee cannot ascertain the
whereabouts of any person to whom an amount
is payable under the Plan, and if, after five
years from the date such payment is due, a
notice of such payment due is mailed to the last
known address of such person, as shown on the
records of the Committee, and within three
months after such mailing such person has not
filed with the Committee written claim therefor,
the Committee may direct that such payment be
cancelled and forfeited and applied to reduce
his employer's payments, and upon such
cancellation the Plan and the employer shall
have no further liability therefor.

11.6. Each member, disabled member, or
other person shall file with the Committee such
pertinent information concerning himself as the
Committee may specify, and in such manner
and form as the Committee may specify or
provide, and no member, disabled member or
other person shall have any rights, or be
entitled to any benefits, under the Plan unless
such information is filed by him or on his
behalf.

11.7. The payments made by each employer
are the sole source and basis of payments
under the Plan, and the Plan, the Board, the
Committee, the Performance Review Committee
and the Office of the Federal Reserve Employee
Benefits System assume no liability or respon-
sibility for such payments and each member,
disabled member, or other person who shall
claim the right to any payment under the Plan
shall be entitled to look only to his employer for
such payment.

11.8. If the Committee shall find that any
person entitled to receive payments under the
Plan is unable to care for his affairs because of
illness or accident, or is a minor, or has died,
then any payment due him or his estate (unless
a prior claim therefor has been made by a duly
appointed legal representative) may be paid to
his spouse, his child, his relative, an institution
maintaining or having custody of the person so
entitled or any other party deemed by the Com-
mittee to be a proper recipient on behalf of the
person so entitled. Any such payment shall be a
complete discharge of the liability therefor.

1 I
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11.9. Notwithstanding anything in the Plan to
the contrary, if a member is in the employ of or
connected with two or more employers, he shall
be treated as if he were in the employ of or
connected with one employer, and the amount
of benefits under this Plan shall under no cir-
cumstances exceed the amount which would be
payable if all the employers by or with which
the member is employed or connected were a
single employer and the aggregate salary paid
to him by all such employers were paid to him
by a single employer. In no event shall the
adoption of the Plan or any action taken there-
under make any employer liable in any manner
whatsoever for any benefit payments on
account of a member or disabled member of
another employer.

11.10. If the payment of any benefit under the
Plan is provided under a contract with an
insurance company, the payment of such
benefit shall be subject to all the provisions of
such contract.

11.11. No term, condition or provision of the
Plan shall be deemed to have been waived, and
there shall be no estoppel against the enforce-
ment of any provision of the Plan, except by
written instrument of the party charged with
such waiver or estoppel. No such written
waiver shall be deemed a continuing waiver
unless specifically stated therein, and each
such waiver shall operate only as to the
specific term or condition waived and shall not
constitute a waiver of such term or condition
for the future or as to any act other than that
specifically waived.

Section 12. Controlling Law

12.1. The Plan, and all rights thereunder,
shall be governed by and construed in accord-
ance with the laws of the State of New York.

By-Laws

Section 1. Administrative Board

1.1. Membership. The Administrative Board
of the Long Term Disability Income Plan for
Employees of the Federal Reserve System shall
consist at all times of the 26 persons who are
then serving as the members of the Administra-
tive Board of the Retirement Plan for Employees
of the Federal Reserve System.

1.2. Meetings. An annual meeting shall be
held by the Board during each calendar year at
such time and place as the Chairman of the
Board may designate. The Chairman may call

special meetings at any time and shall do so
upon the written request of any seven members
of the Board, or of any three Federal Reserve
Banks, or of the Board of Governors of the
Federal Reserve System. Notice of all meetings
of the Board shall be given to the members of
the Board by mail or telegraph at least 10 days
before the date of such meeting. Notice of any
meeting need not be given to any member of the
Board if waived by him in writing or by
telegram, whether before or after the holding of
the meeting.

1.3. Quorum. A majority of the members of
the Board shall constitute a quorum for the
transaction of business, but less than a quorum
may adjourn from time to time until a quorum is
in attendance.

1.4. Actions of the Board. Except as provided
in Section 5.1, the action of a majority of the
members of the Board present at a duly consti-
tuted meeting shall constitute the action of the
Board. Any action of the Board that may be
taken at a special meeting may at the direction
of the Chairman be taken without a meeting
upon the affirmative vote of at least two-thirds
of the members by mail, telegraph or telephone,
provided that all the members are informed by
mail or telegraph of their right to vote on the
proposal. All action taken by such vote by mail,
telegraph, or telephone shall be reported at the
next succeeding meeting of the Board.

1.5. Administration. The Board may formulate
general administrative policies and procedures
for the Plan to be implemented by the Executive
Committee referred to in Section 2.1.

Section 2. Committees

2.1. Executive Committee. The Executive Com-
mittee of the Plan shall consist at all times of
the persons who are then serving as the
members of the Executive Committee of the
Retirement Plan for Employees of the Federal
Reserve System, the persons serving as Chair-
man and Vice Chairman of the Executive Com-
mittee of such Retirement Plan serving, respec-
tively, as Chairman and Vice Chairman of the
Executive Committee of this Plan. Such Execu-
tive Committee shall supervise, generally, the
operations of the Plan, and between meetings of
the Board shall possess and may exercise all
the powers of the Board in the management and
direction of the affairs of the Plan, except (i)
the power to amend the Plan or these by-laws,
and (ii) such other powers as may be specifi-
cally reserved to the Board by these by-laws or
its resolutions. The Executive Committee shall
cause to be maintained proper accounts and
accounting procedures in respect of the Plan
and shall submit to each employer for the infor-
mation of its participants in the Plan an Annual

7

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



Report on the operations of the Plan, which
report shall include audited financial state-
ments. The Executive Committee shall maintain
and staff the Office of the Plan. The Executive
Committee shall arrange for such medical,
legal, actuarial, accounting, administrative and
other services as it deems appropriate to carry
out the provisions of the Plan. All actions taken
by the Executive Committee shall be reported to
the Board as soon as convenient, or at the
annual meeting.

2.2. Performance Review Committee. The Per-
formance Review Committee of the Plan shall
consist at all times of the persons who are then
serving as the members of the Performance
Review Committee of the Retirement Plan for
Employees of the Federal Reserve System. All
actions taken by the Performance Review Com-
mittee shall be reported to the Board as soon as
convenient, or at the annual meeting.

2.3. Other Committees. The Board may elect
such other committees (whose members need
not be members of the Board) as the Board
deems appropriate, and each such committee
shall serve for such duration and shall have
such powers and duties as the Board shall des-
ignate consistent with these by-laws.

2.4. Procedures. Except as otherwise specifi-
cally provided in these by-laws, each committee
shall elect or designate its own chairman,
establish its own procedures and the time and
place for its meetings, and provide for the
keeping of minutes of all meetings, copies of
which shall be delivered to the Executive
Secretary. A majority of the members of a com-
mittee shall constitute a quorum for the trans-
action of business, and the action of a majority
of the members present at a duly constituted
meeting shall constitute the action of the com-
mittee. Any action of a committee that may be
taken at a meeting may at the direction of its
chairman be taken without a meeting upon the
affirmative vote of at least two-thirds of its
members by mail, telegraph or telephone, pro-
vided that all the members of the committee are
informed by mail, telephone, or telegraph of
their right to vote on the proposal.

Section 3. Officers

3.1. Appointment. The Chairman of the Board,
the Vice Chairman of the Board, the Executive
Secretary, and the Treasurer shall be those
persons who are then serving as such officers
of the Retirement Plan for Employees of the
Federal Reserve System. The Board shall
appoint annually such other officers of the Plan
as the Board deems desirable; such other
officers (who need not be members of the
Board) shall serve at its pleasure.

3.2. Chairman of the Board. The Chairman
shall preside at all meetings of the Board that
he attends, and shall perform such other duties
as the Board may require.

3.3. Vice Chairman of the Board. The Vice
Chairman shall perform such duties as may be
assigned to him by the Chairman, and in the
absence of the Chairman or his inability to
serve, shall assume the duties and powers of
the Chairman.

3.4. Executive Secretary. The Executive Sec-
retary shall be the chief administrative officer
of the Plan. He shall carry out the policies set
by the Board and its committees. The salary of
the Executive Secretary shall be fixed by the
Executive Committee.

3.5. Treasurer. The Treasurer shall cause to
be kept full and accurate accounts of receipts
and disbursements of the Plan, and shall cause
to be deposited all funds of the Plan to the name
and credit of the Plan, in such depositories as
may be designated by the Board, the Executive
Committee, or the Performance Review Com-
mittee. The Treasurer shall cause to be
disbursed the moneys and funds of the Plan
when so authorized by the Board, the Executive
Committee, or the Performance Review Com-
mittee, as provided by the Plan, and shall
generally perform all the duties incident to the
office of Treasurer and such other duties as
may be assigned to him from time to time by the
Board, the Executive Committee, or the Per-
formance Review Committee.

Section 4. Signing Authority

4.1. Checks. All checks or demands for money
of the Plan shall be signed by such officer or
officers or such other person or persons as the
Executive Committee may from time to time
designate in writing.

Section 5. Amendments

5.1. These by-laws may be amended at any
meeting of the Board by the affirmative vote of
at least a majority of the members of the Board,
or by the affirmative vote of at least two-thirds
of such members taken by mail, telegraph or
telephone in accordance with the provisions of
Section 1.4; except that any amendment
changing the number of members of the Board
or of any committee or affecting the composi-
tion of the Board or of any committee shall be
subject to the approval of the Board of
Governors of the Federal Reserve System.
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Long Term Disability Income Plan for Employees of the Federal Reserve System

December 31, 1975

ADMINISTRATIVE BOARD

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco
Board of Governors

OFFICERS

Bruce K. MacLaury, Chairman
Patricia P. Willis, Vice Chairwoman
Paul Meek, Treasurer
Martin W. Bergin, Executive Secretary

COMMITTEES

Executive Committee

Elected

George H. Harris
Jane L. Detra
Alan L. Kiel
James D. Kelly
Joseph F. Viverette
Hiram J. Honea
Adolph J. Stojetz
Eugene F. Orf
Richard C. Heiber
Dan M. Bechter
Thomas H. Rust
Patricia P. Willis
Janet 0. Hart

Bruce K. MacLaury, Chairman
Patricia P. Willis, Vice Chairwoman
Dan M. Bechter
Jeffrey M. Bucher
Eugene A. Leonard
Raymond E. Sanders, Jr.
Willis J. Winn

Ex Officio

Frank E. Morris
Paul A. Volcker, Jr.
David P. Eastburn
Willis J. Winn
Robert P. Black
Monroe Kimbrel
Robert P. Mayo
Darryl R. Francis
Bruce K. MacLaury
George H. Clay
Ernest T. Baughman
John J. Belles
Jeffrey M. Bucher

William B. Davidson, Associate Secretary
Bob S. Bury, Associate Treasurer
Paul E. Mais, Assistant Secretary

Performance Review Committee

George H. Clay, Chairman
Jeffrey M. Bucher
Richard A. Debs
Robert P. Mayo
Frank E. Morris

(See last page of report for similar list reflecting changes through July 21, 1976, the date of the annual meeting
of the Administrative Board.)

—
Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



Long Term Disability
Income Plan for

Employees of the
Federal Reserve System

First Annual Report for the Year Ended December 31, 1975

33 Liberty Street, New York, N.Y. 10045

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



Board of Governors
of the Federal Reserve System
Washington, D.C. 20551

Sirs:
On behalf of the Administrative Board of the
Long Term Disability Income Plan, I am pleased
to submit herewith the First Annual Report of the
Long Term Disability Income Plan for Employees
of the Federal Reserve System, including the
annual report of the Auditors, for the year ended
December 31, 1975.

Respectfully,
Bruce K. MacLaury
Chairman, Administrative Board

July 21, 1976

CONTENTS

Transmittal Letter of Executive Committee   1

Report of the Executive Committee  1-4
The Beginnings, LTD Plan Terms, Medical Board, Claims, Publication,
Procedure Manual, Expenses, Audit, Committee Activity

Auditors' Report   5-6
Statement of Cash Balances and Cash Transactions

Administrative Board, Officers, and Committees, July 22, 1976  7

Digitized for FRASER 
https://fraser.stlouisfed.org 
Federal Reserve Bank of St. Louis



Transmittal Letter of Executive Committee

To the Administrative Board,
Long Term Disability Income Plan for
Employees of the Federal Reserve System:

The operations of the Long Term Disability In-
come Plan during the year ended December 31,
1975 are described in the enclosed report of the
Executive Committee.

This report, together with the report of the Au-
ditors, with the accompanying statement, consti-
tutes the First Annual Report of the Long Term
Disability Income Plan for Employees of the Fed-
eral Reserve System.

EXECUTIVE COMMITTEE
Bruce K. MacLaury, Chairman
Patricia P. Willis, Vice Chairwoman
Dan M. Bechter
Philip C. Jackson, Jr.
Eugene A. Leonard
Raymond E. Sanders, Jr.
Willis J. Winn

Report of the Executive Committee

To the Administrative Board:

This report covers the operations of the Long
Term Disability Income Plan for Employees of the
Federal Reserve System during 1975, its first
year, and briefly reviews the considerations
leading to the establishment of the Plan effective
January 1, 1975.

The Beginnings

The establishment of the LTD Plan stemmed from
a study authorized in September 1973 by the
Conference of Presidents at the joint suggestion
of its Subcommittee on Personnel and the Person-
nel officers of the Federal Reserve. The study, by
an actuarial consultant, was to determine whether
the premium rates of the long term disability in-
surance which had been in effect since 1970
were "consistent with current actuarial tables."
The report of that study, which covered the

first four years (1970-73) of experience under the
insurance, stated that the reserve for active dis-
ability cases was consistent with the 1964 Com-
missioner's Disability Table at 3 percent, pos-
sibly modified to reflect lower interest at younger
ages. (This table is a standard used in valuing
disabled life reserves.) The report also stated
that the reserves for pending and active claims
appeared to be excessive, and that the premiums
paid by the Banks appeared more than adequate
for the claims established during the period.
The report suggested consideration of self-

insuring the benefit under a trust qualified for tax
exemption under Section 501(c) (9) of the Internal
Revenue Code. Under such an arrangement, with
full reserves and an assumed interest rate of 6
percent to be credited on reserves instead of the
3.5 percent (approximate) credited by the in-
surer, a surplus of $723,000 would have devel-
oped under the plan during 1970-73. Looking
ahead under such a fully funded arrangement,
Bank contributions toward the benefit could re-
sonably be reduced, according to the report,
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from .54 percent to .45 percent of annual pay-
roll, approximately $200,000 per year less.

After evaluating the report and its suggestion
to consider self-insurance of the benefit, the Sub-
committee on Personnel recommended to the
Conference of Presidents that the Executive and
Performance Review Committees of the Insur-
ance Plans for Employees of the Federal Reserve
System be asked to proceed with the establish-
ment of a self-insured long term disability income
plan on January 1, 1975, if feasible. These Com-
mittees had available to them the legal, actuar-
ial, and administrative resources needed for re-
solving the questions incident to establishing the
new plan and making provision for those disabil-
ities incurred and currently payable under the
insured plan.
The Conference of Presidents in June 1974 ap-

proved these recommendations.
In July, at the direction of the chairmen of the

Executive and Performance Review Committees,
the Office of Employee Benefits began discus-
sions with the carrier under the insured LTD
plan with a view to assuming under the self-
insured plan the obligations to currently dis-
abled members under the contract and making
some reasonable financial arrangement with re-
spect to the reserves established thereunder.
Several possible arrangements were explored,
but none proved to be acceptable, and the in-
surer continues to provide benefits to persons
who incurred disabilities under the contract
during the five years 1970-74. The insurer also
continues to provide periodic reports of the
amounts paid to each disabled person. As part of
the arrangements associated with the cancella-
tion of further insurance effective December 31,
1974, the insurer will make a final accounting
approximately two years after the cancellation
date.
In approving the recommendation of the Sub-

committee on Personnel to establish a self-insured
LTD plan, the Conference of Presidents at first
expressed some reservations against the organ-

ization of the Plan under a trust under Sec-
tion 501(c) (9) of the Internal Revenue Code. These
reservations were later withdrawn, but it was
considered simpler in the end to establish the
Plan pursuant to a nontrusteed contractual ar-
rangement as evidenced by the Plan. In accord-
ance with the desire of the Conference, the Plan
would be funded on a pay-as-you-go basis, with
the contributions of each Bank limited to the
amount of benefits payable to its disabled mem-
bers, plus its allocable share of expenses.
The administration of the Plan would parallel

the administration of the other Plans of the Fed-
eral Reserve Employee Benefits System, each of
which has an Administrative Board, and Execu-
tive and Performance Review Committees. Day-
to-day operations of the Plan would be conducted
by the Office of Employee Benefits.

Late in 1974, all was in readiness for establish-
ment of the self-insured LTD Plan and the Plan
became effective January 1, 1975. Following the
waiting period of six months, benefits would first
become payable at the end of July. On July 22,
each Bank deposited $1,000 in an account at
the Federal Reserve Bank of New York for the
payment of benefits. As benefits are paid each
month to a Bank's disabled members, the Bank
contributes the amount necessary to restore its
standing balance to $1,000.

LTD Plan Terms

The benefits provided under the new LTD Plan
on the date of its establishment were identical to
those provided under the insured plan. These
were extended under an amendment to the Plan
effective July 21, 1975 to provide coverage to
pregnancy-related disabilities (other than illegal
abortion) that began on or after that date.
Under the amended benefits, a member who

becomes totally disabled by a covered illness or
injury for longer than six months receives a
monthly benefit under the Plan of 60 percent of
regular basic salary at the time of disability, less
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certain other benefits payable to him, his spouse,
children or dependents. Examples of the other
benefits are medical leave pay and Social Se-
curity Disability Insurance. The maximum bene-
fit payable under the Plan is $2,500 per month.
Plan benefits are payable on the last day of

each month a member is totally disabled, but not
beyond the date of retirement or the attainment
of age 65, whichever occurs earlier. Excluded
from the illnesses covered under the Plan are
those resulting from any of the following causes:

The member's commission of or attempt to
commit an assault, battery, or felony;

An intentionally self-inflicted injury;

War or any act of war, whether war is de-
clared or not;

Insurrection, rebellion, or participation in a
riot or civil commotion;

Illegal abortion.

In addition, no benefits are payable under the
Plan for a period of total disability that began
before July 21, 1975, and is caused by or is a
consequence of pregnancy or resulting child-
birth, miscarriage, or abortion.

In addition to providing no benefits for total
disabilities resulting from these six excluded
causes, the Plan provides no benefits for a per-
iod of total disability that began during the first
12 months of Plan membership if the disability
was caused by or was a consequence of an ill-
ness or injury for which the member received
treatment or services, or took drugs prescribed
by a physician during the three months before
becoming a member. For this purpose, coverage
under the insured LTD plan counts as membership
in the self-insured Plan.

Medical Board

The authority for determining the total disabil-
ities under the Plan is placed with a Medical
Board appointed by the Executive Committee.
A determination of total disability by the Medical

Board is exclusive and final under the terms of
the Plan. This same Medical Board serves the
Retirement Plan in the determination of total dis-
abilities under the Board Plan and the deter-
mination of continuing disabilities of members
retired on account of disability under the Bank
and Board Plans. The Chairman of the Medical
Board is medical director of a major insurance
company and is experienced in the field of insur-
ance medicine.

In 1975 the Medical Board considered 28 dis-
abilities, determining 27 as total disabilities for
which payment could be made in 1975 and re-
jecting the other. Following is a list of causes
of the determined disabilities:

Cause

No. of
claims

Cardiac 7
Pulmonary disease 1
Malignant neoplasm  4

Arthritis  3
Mental/Nervous  3
Accident 2
Other 7

Total  

Claims

27

Claims paid under the Plan during 1975 totaled
$30,360. At the year-end the number of persons
eligible to receive disability payments under the
Plan numbered 25. Two of the 27 persons certi-
fied for payment of benefits died during the year.
Payments to two of the 25 eligible persons were
in suspension at the year-end because of over-
payments earlier in the period. Overpayments
are frequent under the Plan. They occur, for ex-
ample, whenever notice of a Social Security
Disability Insurance award is received after the
date that a benefit under our Plan has been de-
termined and payments have begun. In the ab-
sence of such notice, the payments are not re-
duced to reflect the amount of other benefits
that are payable to the disabled member. Where
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an overpayment has occurred, the Plan requires
that the amount of the overpayment be deducted
from subsequent benefits payable to the member.

Following is a monthly summary of disability
payments under the Plan in 1975:

Payments
Persons
eligible

July $ 351.87 4
August 1,386.14 4
September 3,093.21 8
October 6,478.65 15
November 8,554.21 20
December 10,496.75 23

Total $30,360.83

Publication

In November, approximately 41,000 copies of an
employee booklet entitled Your Long Term Dis-
ability Income Plan were distributed to all Fed-
eral Reserve offices for distribution in turn to
employees. This booklet of 12 pages describes
the terms of the Plan and the provisions govern-
ing the submission of claims and the computa-
tion of benefits. The booklet also sets forth the
text of the Plan.

Procedure Manual

In April, 50 copies of a looseleaf manual of pro-
cedures were distributed to all Federal Reserve
offices. This manual, among other things, covers
the procedures for the submission of claims and
the completion of the related forms. The manual
also contains space for copies of the Plan text
and descriptive booklet, and any interpretations
of the Plan that are issued from time to time.

Expenses

Expenses of the Plan totaled $105,394 during the
year. Of this amount, 69 percent was made up
of salary expense of the Benefits Office, and the
remainder for publications, supplies, and outside
services, including fees of Counsel and the Med-
ical Board. Only a small portion of the salary ex-

pense is related to the operational cost of deter-
mining and paying benefits. The remainder was
associated with the planning and development of
the operation.

In the last three months of the year, two mem-
bers of the Office staff assisted in the definition
of system requirements for the automation of the
Plan's operation. This effort is part of a larger
project in the Office for the automation of the Re-
tirement Plan and the assumption by the Office
of the operational control of the Thrift Plan. The
automation of the Long Term Disability Income
Plan is expected to be completed before the end
of 1976.

Audit

Hurdman and Cranstoun, Certified Public Ac-
countants, conducted an examination of the finan-
cial statements of the Long Term Disability In-
come Plan as of December 31, 1975. The financial
statement and the firm's unqualified report are
included in this Annual Report.

Committee Activity

The Executive Committee met twice during the
year, once to approve the draft of the Plan, and
again to approve the draft of the employee book-
let, Your Long Term Disability Income Plan. At
the second meeting, the Committee also approved
the By-Laws of the Plan, and adopted resolutions
establishing banking facilities at the Federal Re-
serve Bank of New York and the United States
Trust Company for the deposit and disburse-
ment of funds in payment of benefits and ex-
penses.

Respectfully submitted,

EXECUTIVE COMMITTEE
Bruce K. MacLaury, Chairman
Patricia P. Willis, Vice Chairwoman
Dan M. Bechter
Philip C. Jackson, Jr.
Eugene A. Leonard
Raymond E. Sanders, Jr.
Willis J. Winn
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Auditors' Report

To the Executive Committee
Long Term Disability Income Plan for
Employees of the
Federal Reserve System

We have examined the statement of cash balances
and cash transactions of the Long Term Disability
Income Plan for Employees of the Federal Re-
serve System as of December 31, 1975 and for
the period January 1, 1975 (date of inception)
through December 31, 1975. Our examination
was made in accordance with generally accepted
auditing standards, and accordingly included
such tests of the accounting records and such
other auditing procedures as we considered nec-
essary in the circumstances.

In our opinion, the financial statement identi-
fied above presents fairly the cash balances of
the Long Term Disability Income Plan for Em-
ployees of the Federal Reserve System as of
December 31, 1975 and the cash transactions for
the period January 1, 1975 through December 31,
1975.

HURDMAN AND CRANSTOUN
Certified Public Accountants

April 2, 1976
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Long Term Disability Income Plan for Employees of the Federal Reserve System

Statement of Cash Balances and Cash Transactions
January 1, 1975 (Date of Inception) to December 31, 1975

Receipts:
Contributions by employers   $36,347.88

Disbursements:

Benefits paid   30,360.83

Cash balances, December 31, 1975  $ 5,987.05

The accompanying notes are an integral part of this financial statement.

NOTES TO FINANCIAL STATEMENT, December 31, 1975

1. The accompanying statement has been prepared

on a cash basis; transactions are recorded when

cash is received or disbursed.

2. The Long Term Disability Income Plan was
established by the Federal Reserve Banks and the
Board of Governors of the Federal Reserve System,
effective January 1, 1975. The Plan provides bene-
fits for covered total disabilities incurred by mem-
bers beginning in 1975.

An initial deposit of $1,000 was made by each
employer. Benefits are paid monthly to qualified
disabled members, with the Plan reimbursed for
such payments by the respective disabled members'
employers.

3. The Executive Committee has directed that all
receipts from employers be deposited with the Fed-

eral Reserve Bank of New York (Account Number
9017-0) and that all disbursements to qualified dis-
abled members be drawn from United States Trust
Company of New York (Account Number 20-1756-3).

6

4. The Plan is administered by the office of the
Federal Reserve Employee Benefits System, with ad-

ministration expenses borne by employers. Salary
and salary related expenses are disbursed through
the Retirement Plan bank account, while all other

expenses are disbursed through the Federal Re-
serve Employee Benefits System (FRBNY Account

Number 9016-2). These expenses for the year ended

December 31, 1975 are:

Salary and salary related

expenses of personnel as-

signed to the administra-

tion of the Plan  $ 72,880.97

Administration:

Publications  $19,234.39

Legal   5,250.00

Triennial review  2,775.00

Office supplies   1,833.00

Consultants   1,000.00

Travel   721.15

Miscellaneous  1,700.00 32,513.54

$105,394.51
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Long Term Disability Income Plan for Employees of the Federal Reserve System

July 22, 1976

ADMINISTRATIVE BOARD

Boston
New York
Philadelphia
Cleveland
Richmond
Atlanta
Chicago
St. Louis
Minneapolis
Kansas City
Dallas
San Francisco
Board of Governors

OFFICERS

Willis J. Winn, Chairman

Dan M. Bechtel., Vice Chairman
Paul Meek, Treasurer

COMMITTEES

Executive Committee

Willis J. Winn, Chairman
Dan M. Bechter, Vice Chairman
Ernest T. Baughman
Daniel M. Doyle
Philip C. Jackson, Jr.
Eugene A. Leonard
Joseph F. Viverette

Elected

George H. Harris
Jane L. Detra
Alan L. Kiel
James D. Kelly
Joseph F. Viverette
Hiram J. Honea
Adolph J. Stojetz
Eugene F. On
Richard C. Heiber
Dan M. Bechter
Thomas H. Rust
Patricia P. Willis
Janet 0. Hart
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Ex Officio

Frank E. Morris
Paul A. Volcker, Jr.
David P. Eastburn
Willis J. Winn
Robert P. Black
Monroe Kimbrel
Robert P. Mayo
Lawrence K. Roos
Bruce K. MacLaury
J. Roger Guffey
Ernest T. Baughman
John J. Balles
Philip C. Jackson, Jr.

Martin W. Bergin, Executive Secretary
William B. Davidson, Associate Secretary
Bob S. Bury, Associate Treasurer

Performance Review Committee

Frank E. Morris, Chairman
Philip C. Jackson, Jr.
Monroe Kimbrel
Robert P. Mayo
Thomas M. Timlen
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