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Management’s Report on Internal Control over Financial Reporting

To the Board of Directors of the March 5, 2007
Federal Reserve Bank of New York:

The management of the Federal Reserve Bank of New York (“FRBNY”) is responsible for the
preparation and fair presentation of the Statement of Financial Condition, Statement of Income,
and Statement of Changes in Capital as of December 31, 2006 (the “Financial Statements”). The
Financial Statements have been prepared in conformity with the accounting principles, policies, and
practices established by the Board of Governors of the Federal Reserve System and as set forth in
the Financial Accounting Manual for the Federal Reserve Banks (“Manual”), and as such, include
amounts, some of which are based on management judgments and estimates. To our knowledge,
the Financial Statements are, in all material respects, fairly presented in conformity with the
accounting principles, policies, and practices documented in the Manual and include all disclosures
necessary for such fair presentation.

The management of the FRBNY is responsible for establishing and maintaining effective internal
control over financial reporting as it relates to the Financial Statements. Such internal control is
designed to provide reasonable assurance to management and to the Board of Directors regarding
the preparation of the Financial Statements in accordance with the Manual. Internal control contains
self-monitoring mechanisms, including, but not limited to, divisions of responsibility and a code of
conduct. Once identified, any material deficiencies in internal control are reported to management
and appropriate corrective measures are implemented.

Even effective internal control, no matter how well designed, has inherent limitations, includ-
ing the possibility of human error, and therefore can provide only reasonable assurance with respect
to the preparation of reliable financial statements. Also, projections of any evaluation of effective-
ness to future periods are subject to the risk that controls may become inadequate because of
changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate. 

The management of the FRBNY assessed its internal control over financial reporting reflected
in the Financial Statements, based upon the criteria established in the “Internal Control—
Integrated Framework” issued by the Committee of Sponsoring Organizations of the Treadway
Commission. Based on this assessment, we believe that the FRBNY maintained effective internal
control over financial reporting as it relates to the Financial Statements.

Management’s assessment of the effectiveness of the FRBNY’s internal control over financial
reporting as of December 31, 2006, is being audited by PricewaterhouseCoopers LLP, the independent
registered public accounting firm which also is auditing the FRBNY’s Financial Statements.
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