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Total Revenue $ 4,734 $ 4,396 $ 338 8%
Total Expenses 3,622 2,841 781 28
Net Income 722 1,015 (293) (29)
Earnings Per Share:

Basic $ 2.18 $ 314 $ (.96) (31)
Diluted 2.15 3.10 (.95) (31
Cash Dividends Declared Per Share .56 48 .08 17
Return on Equity 13.9% 24.1%

(1) This table contains reported financial results prepared in accordance with accounting principles generally accepted in the United States.

SUPPLEMENTAL FINANCIAL INFORMATION — OPERATING RESULTS

State Street prepares its reported Consolidated Statement of Income in accordance with accounting
principles generally accepted in the United States (GAAP). In order to provide information on a
comparable basis from period to period and assist stockholders, analysts, other external parties
and management in analyzing the financial results and trends of ongoing businesses and operations,
State Street also presents supplemental financial results information on an “operating” basis.
Operating results are based on GAAP results, but exclude the impact of certain significant non-
recurring transactions and activities, and are presented on a taxable equivalent basis.

Operating results for 2003 exclude the gains on the sales of the Private Asset Management and
Corporate Trust businesses; merger, integration and divestiture costs; restructuring costs; the loss on
certain real estate sold; and the settlement of a Massachusetts tax matter. For 2002, operating results
exclude the gain on the sale and the operating results of the divested Corporate Trust business,
as well as costs associated with a 2002 staff reduction. Operating results for 2002 that appear in
State Street’s 2002 annual report have been restated to conform to current year presentation.

O OPERATING RESULTS A" NONCGRRPTTTT L i e
MFASURE DFEFINED BY STATFE STREET ‘ 2002
(Dellars in millions, except per share data; taxable equivalent)
Total Operating Revenue $ 4,453 $ 3,868 $ 585 15%
Total Operating Expenses 3,216 2,764 452 16
Net Operating Income 783 708 75 10
Diluted Operating Earnings Per Share 2.33 2.16 .17 . 8
Operating Return on Equity 15.0% 16.8%
99 00 01 02 03 99 00 01 02 03

1.62 1.85 2.08 2.16 :2.33 :3,140 3,642 3,944 3,868 4,483
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State Street provides a'wide array of highly refiable;, ¢
mcludmg portfelio accounting, custody, secur

PLC, a London-based maker of sugar, molasses and
ebased " additives, began using State Street in 2002 as investment service
or the £600 million Tate & e Pension Scheme serving 10,855 members.

accounts, Tate & e needed timely, accurate and

eports that could be imported directly into accounting packages or submitted to
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. - U N K U N GOVERNMENT turned to State Street

fobal Advisors when it was looking to divest about $15 billion of domestic equities during

he- AS|an~currency crisis. C o

whfter-five-months—of-intensive work; the Tracker-Fund of Hong Kong (TraHK) was bornimn— "
FNovember 1999. The exchange traded fund was launched in a $4.3 billion initial public
offering, which at the time was the largest ever in Asia, excluding Japan. The ETF subsequently
allowed the Hong Kong government to transfer its stocks to the fund in exchange for TraHK

bnits, which it then offered to the public. At the end of 2003, the fund was among the 15
[Broest ETFs in the world.

@l success with ETFs led to similar new business in Australia, Singapore and Korea. Last
year State Street Global Advisors was named the adviser to Polaris international Securities
Sest ment Trust Co. on the new Taiwan Top 50 Tracker Fund, one of the fastest-growing

B ¥an record.




FACTS & FIGURES < |

P WORLD'S LARGEST INSTIVUTIONAL | ]

b NINE GLOBAL INVESTMEN] CENTERS | |
END OFFICES IN 29 CITIES WORLDWIDE | |
b TLADING PROVIDER OF EXCHANGE | ... .
RADED FUNDS (ETFs) WORLDWIDE | B

BONNA WATKINS P
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FRRK LA SNYDER Executive Vice President ]
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SELECTED FINANCIAL DATA | T 2005 2607 2000 | vegm |
(Dotlars in millions, except per share data) Years ended December 31,

FEE REVENUE

Servicing fees $ 1,950 $ 1,531 $ 1,433 $ 1,298 $ 1,063
Management fees 533 485 459 b41 571
Global securities lending 245 226 272 192 155
Foreign exchange trading 391 300 368 387 306
Brokerage fees 122 124 89 95 67
Processing fees and other 315 184 148 177 159
Total fee revenue ‘ 3,556 2,850 2,769 2,690 2,321
NET INTEREST REVENUE

Interest revenue 1,539 1,974 2,855 3,256 2,437
Interest expense 729 995 1,830 2,362 1,656
Net interest revenue o 810 979 1,025 g4 781
Provision for loan losses - 4 10 9 14
Net interest revenue after provision for loan losses 810 975 1,015 885 767
Gains (losses) on the sales of available-for-sale

investment securities, net 23 76 43 2 (45)
Gain on the sale of the Private Asset Management

business, net of exit and other associated costs 285 - - - -
Gains on the sale of the Corporate Trust business

net of exit and other associated costs 60 495 - - -
Gain on the sale of the Commercial Banking

business, net of exit and other associated costs - - - - 282
Total revenue 4,734 4,39 3,827 3,577 3,325
CPERATING EXPENSES

Salaries and employee benefits 1,731 1,654 1,663 1,524 1,313
Information systems and communications 551 373 365 305 287
Transaction processing services 314 246 247 268 237
Occupancy 300 246 229 201 188
Merger, integration and divestiture costs 110 - - - -
Restructuring costs 296 20 - - -
Other 320 302 393 373 332
Totaf operating expenses 3,622 2,841 2,897 2,671 2,357
Income before income taxes 1,112 1,555 930 906 968
Income tax expense 390 540 302 311 349
Net income $ 722 $ 1,015 $ 628 $ 595 $ 619

EARNINGS PER SHARE

Basic $ 2.18 $ 3.14 $ 194 $ 1.85 $1.93
Diluted 2.15 3.10 1.90 1.81 1.89
Cash dividends declared per share 560 A80 405 .345 .300
Return on equity 13.9% 24.1% 17.3% 20.3% 25.0%
AS OF DECEMBER 31,
Total assets $ 87,534 $ 85,734 $ 69,850 $ 69,298 $ 60,896
Long-term- debt - : 2,222 1,270 1,217 1,219 921
T T Stockholders” equity o TUBR747TTT 4787 7 3,845 3,262 2,652
Closing price per share of common stock . 52.08 39.00 . . B2.25 . 62.11 . 36.53 .
Number of employees 19,850 19,501 19,753 17,604 17,213
16



SUMMARY OF OPERATIONS
BUSINESS SUMMARY

State Street Corporation (“State Street” or “the Corporation”) is focused on meeting the needs
of sophisticated investors worldwide by providing a complete, integrated range of products and
services. In 2003, State Street completed the acquisition of a substantial portion of Deutsche
Bank’s Global Securities Services (“GSS”) business and integrated a major portion of that
acquisition into its business; succeeded in continued growth of its primary lines of business,
adding new clients and expanding services to existing clients; completed the sale of a non-
strategic business; and completed an expense reduction program, including a major restructuring
of its staffing levels. At December 31, 2003, assets under custody totaled $9.4 trillion and
assets under management totaled $1.1 triilion.

Excluding the impact of the acquisition, State Street recorded increased revenue in 2003 from
its primary fee revenue product lines, servicing fees and management fees; increased its assets
under custody by over $1 trillion, or 18%, to $7.3 trillion; and marked a major milestone by
exceeding $1 trillion in assets under management, which grew 45% year over year. State Street's
employees are focused on providing excellent client service and enhancing total client
relationships. State Street experiences a high rate of recurring revenue, continues to generate
significant new business from its existing client base, and achieves significant cross-selling
revenue. This approach contributed to a year-over-year growth in servicing fees of 10%, and a
year-over-year growth in management fees of 6%. While most of State Street’s client services
generate servicing or management fees, clients use a variety of other services, including global
securities lending and foreign exchange trading and cash management services. State Street
remains focused on increasing total revenue.

State Street continues to maintain a substantial market share in U.S. pension plans and mutual
fund servicing, while continuing to invest in developing businesses and growing its business
globally. Investments continue to be made in developing businesses that offer outsourcing of
middle- and back-office services and wealth management services, services for alternative
investments such as hedge funds, electronic foreign exchange and equity execution supported
by analysis and data analytics, and enhanced-index investment management strategies.

State Street continually evaluates its business mix and has sharpened its focus by acquiring
businesses to support this focus and divesting those businesses that do not support this strategic
focus. In the past five years, State Street has divested its Commercial Banking, Trade Banking,
Corporate Trust and Private Asset Management businesses, while acquiring several investment
servicing and investment management businesses. Most recently, in January 2003, State Street
acquired the GSS business, and in July 2002, acquired International Fund Services (“IFS"), a
provider of services for alternative investment portfolios such as hedge funds.

The acquisition of the GSS business was transformational for State Street. With this acquisition,
State Street gained important strategic benefits, including a broadened geographic presence, an
expanded global client base, a leadership position in the high-growth European market and
economies of scale. Through this acquisition, State Street added approximately $2.1 trillion to
assets under custody. State Street also acquired fund administration and depotbank services,
and securities lending business. With the addition of the GSS business, State Street became a
leading provider of custody and custody-related services in Europe. The GSS business serves
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investment managers, private and public pension funds and insurance companies in 92
geographic markets. Approximately 2,800 former Deutsche Bank staff members around the
world became State Street employees. With most GSS clients having selected State Street as
their service provider, State Street expects to retain approximately 88% of the available client
revenue. To date, State Street has completed over 50% of client conversions, including
approximately 66% of the acquired U.S. business, and will be converting substantially all of the
remaining U.S. and non-U.S. clients in 2004,

On January 31, 2003, State Street completed the primary closing of the GSS acquisition, paying
a premium of $1.1 billion. Based upon the performance of the acquired business for the period
ending on the one-year anniversary of the closing, State Street could make additional payments
of up to an estimated €360 million, but expects that the actual payout will be less. State Street
financed the initial purchase price through issuance of equity, equity-related and capital
securities to the public, as well as through existing cash resources. Also payments will be made
using existing cash resources.

For eleven months of operations, the GSS business accounted for $573 million of revenue and
$517 million of expenses. Expenses of the GSS business of $517 million reflect significant cost
reductions achieved by State Street in the first year of operation. The financial results of the GSS
business include financing costs and amortization expense related to acquired software and
intangibles. When combined with financial results from the additional out-of-scope business
obtained from the relationship with Deutsche Asset Management, and excluding related merger
and integration costs, the GSS business contributed $.01 to earnings per share in 2003. Merger
and acquisition costs were approximately $103 million in 2003.

In the fourth quarter of 2003, State Street sold its Private Asset Management business and
recorded a gain of $285 million, net of exit and other associated costs. Also in the fourth quarter,
State Street completed the final settlement on escrow funds from the 2002 divestiture of the
Corporate Trust business, resuiting in an additional $60 million gain on the transaction.

In the second quarter of 2003, State Street implemented an operating expense reduction
program that resulted in cost savings that exceeded $100 million for the year. The cost savings
were achieved through reducing direct controllable expenses and through a voluntary employee
separation program, which reduced the Corporation’s work force by approximately a net 2,000
employees. State Street recorded $296 million in restructuring costs related to this program in
2003. This cost saving program is in addition to savings to be realized from economies of scale
from the GSS business once it is fully integrated.

In summary, State Street's investment servicing and investment management businesses showed
solid growth during 2003. The acquisition of the GSS business added significant revenue and
increased State Street's market share, especially in Europe. The divestiture of Private Asset
Management and the impiementation of the voluntary separation program, which resulted in
reduced staffing levels and improved efficiencies, position State Street for the future. These
accomplishments were achieved in a challenging interest rate and competitive pricing
environment and resulted in earnings per share of $2.15 in 2003.
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SUPPLEMENTAL FINANCIAL OPERATING RESULTS

SUPPLEMENTAL FINANCIAL INFORMATION -

OPERATING AND BASELINE RESULTS, GSS CONTRIBUTION

State Street prepares its Consolidated Statement of Income in accordance with accounting
principles generally accepted in the United States (GAAP), referred to by State Street as
“reported” results. Reported results for 2003 include all results of operations, including the
results of the GSS business, merger and integration costs since acquisition, restructuring costs,
the gain on the sale of the Private Asset Management business, the gain on the final settlement
of the residual escrow from the 2002 sale of the Corporate Trust business, and two other non-
operating items. Unless otherwise indicated, financial results discussed in this annual report
refer to reported results.

In order to provide information on a comparable basis from period to period and assist
stockholders, analysts, other external parties and management in analyzing financial results and
trends, State Street presents supplemental financial information. This supplemental financial
information includes non-GAAP measures of performance defined by State Street that are based
on reported results adjusted for certain transactions and activities. The Corporation believes that
such supplemental non-GAAP financial information facilitates an understanding and analysis of
State Street’s ongoing activities by providing financial information in a format that presents
comparabie financial trends.

One non-GAAP measure used by State Street is “operating” financial results. State Street
defines 2003 operating results as reported results, including the results of the GSS business
since acquisition, but excluding gains on the sales of the Private Asset Management and
Corporate Trust businesses; merger, integration and divestiture costs; restructuring costs; a loss
on real estate sold; and the settlement of a Massachusetts tax matter. For 2002, operating
results as defined by State Street are reported results, excluding the gain on the sale and the
operating resuits of the divested Corporate Trust business, and restructuring costs. Operating
results that appear in the 2002 annual report have been restated to conform to current year
presentation. Operating results for 2003 are important as they include the results of the GSS
business and reflect the focus of State Street's management on financial results going forward.
Operating results for 2003 and 2002 are adjusted for a taxable-equivalent presentation, which
increases both net interest revenue and tax expense to reflect investment yield on tax-free
investment income, on an equivalent basis with fully taxable investment income.

Another non-GAAP measure used by State Street is “baseline” basis financial results. State
Street defines 2003 baseline results as operating results, excluding the results of the GSS
business since acquisition. For 2002, baseline results as defined by State Street are identical
to operating results. Comparing baseline results for 2003 to baseline results for 2002 is
important as it reflects the growth and activity of State Street’s business activities, excluding the
acquisition of GSS.

In this report, State Street will also reference the GSS contribution. The GSS contribution is
defined as the revenue and expenses, including financing costs and amortization of intangibles
and software, attributable to the GSS business acquired January 31, 2003, as well as revenue
and expenses from “out-of-scope” clients gained subsequent to the acquisition due to the
relationship with Deutsche Asset Management. Per share amounts reflect the increase in
outstanding shares due to the acquisition.
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RECONCILIATION OF 2003 REPORTED

| RESULTS.TO NON-GAAP MEASURES__ 1 s

{Dallars in millions, except per share data)

YEAR ENDED DECEMBER 31, 2003

Reported results — GAAP $4,734 $ 3,622 $1,112 $ 390 $ 722 $2.15

Non-operating business activities:

Gain on the sale of the Private Asset

Management business, net of exit and

other associated costs (285) - (285) (97) (188) (.66)

Gain on the sale of the Corporate Trust

business, net of associated costs (60) - (60) (20) (40) (.12)

Loss on the sale of certain real estate sold 13 - 13 5 8 .02

Restructuring costs - (296) 296 101 195 .58

Merger, integration and divestiture costs - (110) 110 37 73 .22
" Settlement of a Massachusetts tax matter - - - (13) - 13 .04

Total non-operating business activities (332) (406) 74 13 61 .18

Taxable equivalent adjustment 51 - 51 51 - -

Operating results® 4,453 3,216 1,237 454 783 2.33

Results of the GSS business (573) (617) (56) (19) (37) (.01)

Baseline results'™ $ 3,880 $ 2,699 $ 1,181 $ 435 $ 746 $2.32

YEAR ENDED PECEMBER 31, 2002

Reported results — GAAP $ 4,396 $ 2,841 $ 1,555 $ 540 $ 1,015 $3.10

Non-operating business activities:

Gain on the sale of the Corporate Trust

business, net of exit and other associated costs (495) - (495) (199) (296) (.S0)

Restructuring costs - (20) 20 7 13 .04

Results of the divested Corporate Trust Business (94)” R (-7 I € V) B U A ) “{(24) o8y

Total non-operating business activities {589) (77) (512) (205) (307) (.94)

Taxable equivalent adjustment 61 - 61 61 - -

Operating and baseline results® $ 3,868 $ 2,764 $ 1,104 $ 396 $ 708 $216

(1) Non-GAAP measures defined by State Street

FINANCIAL SUMMARY
EARNINGS PER SHARE

State Street's earnings per share were $2.15 in 2003, down $.95 from $3.10 in 2002.

As detailed in the above supplemental financial information, the results for 2003 include $.56
per share for the gain on the sale of the Private Asset Management business and $.12 per share
gain for the final settlement of the residual escrow from the 2002 sale of the Corporate Trust
business. These items were more than offset by a restructuring charge of $.58 per share, merger,
integration and divestiture charges of $.22 per share, additional tax expense of $.04 per share
related to the settlement of a Massachusetts tax matter and a loss on certain real estate sold of
$.02 per share. Combined, these items resulted in a net $.18 loss per share. The results for

20




2002 include a gain on the sale of State Street’s Corporate Trust business of $.90 per share, as
well as $.08 earnings per share from the operating results of the divested business, offset by a
restructuring charge of $.04 earnings per share. Combined, these 2002 items contributed $.94
to 2002 earnings per share.

On an operating basis, excluding the aforementioned non-operating items, earnings per share in
2003 were $2.33 compared with $2.16 in 2002, an increase of $.17 per share or 8%.

On a baseline basis, excluding the aforementioned non-operating items and the GSS contribution,
earnings per share in 2003 were $2.32 compared with $2.16 in 2002, an increase of $.16 per
share or 7%.

99 00 01 02 03
1.89 1.81 1.90 3.10 2.15
1.52 1.85 2.08 2.16 2.33

Earnings per share in
accordance with GAAP

T Earnings per share —

M_ m Operating Resulis — See

f " = Supplemental Financia!

s e Operating Results in the

s _WM Financial Review |

I

EARNINGS PER SHARE
(Dollars)
NET INCOME

Net income for 2003 was $722 million, down $293 million from net income of $1.0 biltion in 2002.

As detailed in the preceding supplemental financial information and above, reported net income
for 2003 included the net after-tax impact of non-operating transactions and activities that
decreased 2003 net income by $61 million. The GSS business contributed $37 million to net
income in 2003. Net income for 2002 included non-operating transactions and activities that
increased 2002 net income by $307 million.

On an operating basis, net income in 2003 was $783 million compared with $708 million in
2002, an increase of $75 miltion or 10%.

On a baseline basis, net income in 2003 was $746 million compared with $708 million in
2002, an increase of $38 million or 5%.

GSS CONTRIBUTION

After eleven months of operation, the GSS business contributed $37 million to net income.
Including dilution from additional shares issued to finance the acquisition, GSS contributed
$.01 per share, exceeding State Street's expectation of $.01-$.03 of dilution per share. Total
revenue for the GSS business was $573 million: $556 million in fee revenue, $24 million in
out-of-scope client fee revenue, and $14 million of interest revenue, offset by $21 million of
interest expense related to the acquisition financing. State Street expects to retain 88% of the
available client revenue acquired. Total expenses related to the GSS business, excluding merger
and integration costs, were $517 million. Merger and integration costs totaled $103 million,
within State Street’s estimated range of $30-$110 million.

REVENUE

The Corporation’s total revenue in 2003 was $4.7 billion, an increase of $338 million from total
revenue of $4.4 billion in 2002. Revenue in 2003 included a net $332 million for gains on the
sales of divested businesses, net of the loss on the sale of certain real estate sold. Revenue in
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2002 included $589 million for gains on the sales of divested businesses and the operations
of the divested business. Total operating revenue in 2003 was $4.5 billion, an increase of
$585 million from operating revenue of $3.9 billion in 2002. The GSS business contributed
$573 million to this increase.

99 00 01 02 03
3,325 3,577 3,827 4,396 4,734
3,140 3,642 3,944 3,868 4,453

Total revenue in accordance
with GAAP

Total revenue — Operating
Results — See Supplementat
Financial Operating Results
in the Financial Review

TOTAL REVENUE

(Dollars in millions}

Total baseline revenue was flat, year over year, at $3.9 billion, up only $12 million from 2002,
While total baseline revenue was flat, fluctuations occurred by type of revenue. Growth in
servicing and management fees, foreign exchange trading fee revenue and processing fees and
other, was largely offset by declines in global securities lending fees and net interest revenue,
and lower gains on the sales of available-for-sale securities.

Servicing fees for 2003 of $2.0 billion were up $419 miltion from 2002. The GSS business
contributed $354 million to servicing fees, partially offset by a decrease of $77 million in
servicing fees resulting from the divestiture of the Corporate Trust business. On a baseline basis,
servicing fees were $1.6 billion, up $142 million from 2002. The increase was attributable fo
higher equity market valuations and new business from new and existing clients, including
business gained through an acquisition in July 2002. Assets under custody were $9.4 trillion,
including $2.1 trillion attributable to the GSS business.

Management fees of $533 million in 2003 were up $48 million from the prior year, including the
GSS contribution of $16 million. On a baseline basis, management fees were up $32 million,
reflecting continued new business success and higher average month-end equity market valuations.
Assets under management were $1.1 trillion, up $343 billion from $763 billion a year ago.

Foreign exchange trading revenue was $391 miilion, compared to $300 million a year ago. The GSS
business contributed $61 million in 2003, The remaining increase reflected a higher number of
customer trades and higher currency volatility in the currencies in which State Street trades.

Processing fees and other was $315 million in 2003, compared with $184 miilion in 2002. In
2003, processing fees and other included $98 million of fee revenue attributable to the GSS
business. Until customers and their related deposits are converted to State Street systems,
Deutsche Bank is making payments in consideration of net interest revenue earned from GSS
client deposits, recorded in processing fees and cther revenue.

Net interest revenue in 2003 was $810 million, a decline of $169 million from $979 million
in 2002. The current interest rate environment continues to constrain the level of net interest
income. For the better part of 2002, State Street’s portfolio contained relatively higher yielding
assets remaining from prior years. As that portfolio matured and was replaced by lower yielding
assets, interest income declined. In 2003, net interest revenue remained constrained by lower
reinvestment rates, a flatter yield curve and State Street’s proportionately greater investment in
floating-rate and short-term money market securities. In general, sustained lower interest rates
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and a flat yield curve have an adverse impact on State Street as deposits are invested at lower
yields. State Street’s ability to increase its balance sheet size to offset the lower yield impact has
been limited due to leverage constraints resulting from the GSS acquisition.

OPERATING EXPENSES

Operating expenses were $3.6 billion in 2003, up $781 million from 2002. Operating expenses
in 2003 included $296 miliion refated to the expense reduction program, $110 million in
merger, integration and divestiture costs, and the expenses of the GSS business of $517 million.
Operating expenses in 2002 included $57 million related to the divested Corporate Trust
business and $20 million of restructuring costs. On a baseline basis, total operating expenses
in 2003 were $2.7 billion, down $65 million, or 2%, from $2.8 billion in 2002. During 2003,
State Street implemented an expense reduction program that reduced direct controllable
expenses and salaries and benefits expense through a voluntary separation program, primarily in
the United States. State Street was able to reduce its workforce by approximately 2,000
positions as a result of this voluntary separation program.

FINANCIAL GOALS

State Street’s primary financial goal is to achieve sustainable, real growth in operating earnings
per share that excludes significant, non-operating items. Over the last five years, operating
earnings per share increased at a 12% nominal compound annual growth rate.

State Street has two supporting financial goals, one for total operating revenue and one for
operating return on stockholders’ equity (“ROE"). State Street's total operating revenue goal is
12.5% real compound annual growth from 2000 through 2010.

Operating ROE was 15.0% in 2003, compared to 16.8% in 2002, The decrease in return on
equity using operating net income primarily reflected the effects of additional capital needed to
support the GSS acquisition, lower margins on the GSS business during the integration period,
and the slowdown of the common stock purchase program given the capital requirements of the
GSS acquisition. State Street reset its ROE goal for 2003 and 2004 as 13-15%, on an operating
basis, reflecting the short-term impact of the GSS acquisition.

Return on stockholders’ equity calculated from reported net income and consolidated average
equity in 2003 was 13.9% compared to 24.1% in 2002.

REPORT OF INDEPENDENT AUDITORS ON
CONDENSED FINANCIAL STATEMENTS

THE STOCKHOLDERS AND BOARD OF DIRECTORS, STATE STREET CORPORATION

We have audited, in accordance with auditing standards generally accepted in the United States,
the consolidated statement of condition of State Street Corporation at December 31, 2003 and
2002 and the related consolidated statements of income, changes in stockholders’ equity, and
cash flows for each of the three years in the period ended December 31, 2003 (not presented
separately herein) and in our report dated January 12, 2004, we expressed an unqualified
opinion on those consolidated financial statements. in our opinion, the information set forth in
the accompanying condensed consolidated financial statements is fairly stated in all material
respects in relation to the consolidated financial statements from which it has been derived.

Ensst & W@w

Boston, Massachusetts
January 12, 2004
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. CONSOLIDATED STATEMENT_CE INCOME

(Dellars in millions, except per share data) Years ended December 31,

FEE REVENUE

Servicing fees
Management fees

Global securities lending
Foreign exchange trading
Brokerage fees
Processing fees and other

Total fee revenue
NET INTEREST REVENUE
Interest revenue

Interest expense

Net interest revenue

Provision for loan losses

Net interest revenue after provision for loan losses
Gains/(losses) on sales of available-for-sale investment securities, net
Gain on sale of Corporate Trust business, net of exit and other associated costs

Gain on sale of Private Asset Management business, net of exit and
other associated costs

Total revenue

OPERATING EXPENSES
Salaries and employee benefits
Information systems and communications
Transaction processing services
Occupancy

Merger, integration and divestiture costs
Restructuring costs
Other

Total operating expenses

Income before income taxes

Income tax expense

Net income

SARNINGS PER SHARE
Basic
Diluted

AVERAGE SHARES OUTSTANDING (IN THOUSANDS)
Basic

Dituted

$ 1,950 $ 1,531 $ 1,433
533 485 459
245 226 272
391 300 368
122 124 89
315 184 148
3,556 2,850 2,769
1,639 1,974 2,855
729 995 1,830
810 879 1,025

- 4 10
810 975 1,015
23 76 43
60 495 -
285 - -

4,734 4,396 3,827
1,731 1,654 1,663
551 373 365
314 246 247
300 246 229
110 - -
296 20 -
320 302 393
3,622 2,841 2,897
1,112 1,555 930
390 540 302

$ 722 $ 1,015 $ 628

$ 218 $ 314 $ 194
2.15 3.10 1.90

331,692 323,520 325,678

335,326 327,477 330,492

Refer to State Street Corporation's 2003 Financial Review for a complete set of consolidated financial statements.
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. _CONSOLIDATED STATEMENT_OE CONDITION

(Doliars in millions) As of December 31,

ASSETS

Cash and due from banks

Interest-bearing deposits with banks
Securities purchased under resale agreements
Federal funds sold

Trading account assets

Investment securities (including securities pledged of $13,278 and $10,335)
Loans (less allowance of $61 and $61)
Premises and equipment

Accrued income receivable

Goodwill

Other intangible assets

Other assets

Total assets

LIABILITIES

Deposits:
Noninterest-bearing
interest-bearing — U.S.
Interest-bearing -— Non-U.S.

Total deposits
Securities sold under repurchase agreements
Federal funds purchased
Other short-term borrowings
Accrued taxes and other expenses
Other liabilities

Long-term debt

Total liabilities

STOCKHOLDERS' EQUITY

Preferred stock, no par: authorized 3,500,000; issued none

Common stock, $1 par: authorized 500,000,000; issued 337,132,000 and 329,992,000
Surplus

Retained earnings

Accumulated other comprehensive income

Treasury stock, at cost (2,658,000 and 5,065,000 shares)

Total stockholders’ equity

Total liabilities and stockholders’ equity

Refer to State Street Corporation’s 2003 Financial Review for a complete set of consolidated financial statements.

$ 3,376
21,738
9,447
104
405
38,215
4,960
1,212
1,015
1,326
525

5211

$ 87,534

337
329
5,007
192
(118)

5,747

$ 87,534

28,071
4,113
887
823
462
127
3,608

$ 85,794

$ 7,279
9,005
29,184

45,468
21,963
3,895
3,440
1,967
3,004
1,270

81,007

330
104
4,472
106
{225)

4,787
$ 85,794
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SELECTED FINANCIAL DATA

S - o
‘Dotlars in mittions, except per share data)
YEARS ENDED DECEMBER 31,

| FEE REVENUE:

! Servicing fees $ 1,531 $ 1,433 $ 1,298 $ 1,063

' Management fees 485 459 541 571
Global securities lending 226 272 192 155
Foreign exchange trading 300 368 387 306
Brokerage fees 124 89 95 67

-~ Processing fees and other 184 148 177 159

! Total fee revenue 2,850 2,769 2,690 2,321
NET INTEREST REVENUE:
interest revenue- 1,974 2,855 3,256 2,437
Interest expense 995 1,830 2,362 1,656
Net interest revenue 979 1,025 894 781
Provision for loan losses 4 10 g i4
Net interest revenue after provision for loan losses 975 1,015 885 767
Gains (losses) on the sales of available-for-sale '
investment securities, net 76 43 2 (45)
Gain on the sale of the Private Assét Management ‘ ' '

" husiness, net of exit and other associated costs - - - -
Gains on the sale of the Corporate Trust business, net of

! exit ‘and other associated costs 495 - - -

. Gain on the sale of the Commercial Banking business,

' net of exit and ‘other associated costs - - - 282
Total revenue 4,396 3,827 3,577 3,325

© OPERATING EXPENSES:

.. Salaries and employee benefits 1,654 1,663 1,524 1,313
Information systems and communications 373 365 305 287

" Transaction processing services 246 247 268 237
Occupancy 246 229 201 188

" Merger, integration and divestiture costs - - - -

‘“Restructiring dosts ' 20 - - -

' Other _ - 302 393 373 332
Total operating expenses 2,841 2,897 2,671 2,357
Income before income taxes 111 1,555 930 906 968
fncome tax expense b 39 540 ..302 311 349
Met income ‘ $ 1,015 $ 628 $ 595 $ 619

. EARNINGS PER SHARE:

i Basic $ 3.14 $ 1.94 $ 1.85 $ 1.93

. Diluted ‘ 1 3.10 1.90 1.81 1.89

" Cash dividends declared per share 560 480 A05 .345 .300

 Return on equity, _ : 3, 24.1% 17.3% 20.3% 25.0%
AS OF DECEMBER 31,

i Total assets E 53 $85,794 $69,850 $69,298 $60,896
Long-term debt 1,270 1,217 1,219 g21
Stockhoiders' equity / 4,787 3,845 3,262 2,652
Closing price per share of common stock 52 39.00 52.25 62.11 36.53

* Number of employees ' 0 19,501 19,753 17,604 17,213




MANAGEMENT’S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATION

> RESULTS OF OPERATIONS

> SUMMARY
BUSINESS SUMMARY

State Street Corporation (“State Street” or “the Corporation”) is focused on meeting the needs of
sophisticated investors worldwide by providing a compiete, integrated range of products and services. In
2003, State Street completed the acquisition of a substantial portion of Deutsche Bank’s Global Securities
Services (“GSS”) business and integrated a major portion of that acquisition into its business; succeeded
in continued growth of its primary lines of business, adding new clients and expanding services to existing
clients; completed the sale of a non-strategic business; and completed an expense reduction program,
including a major restructuring of its staffing levels. At December 31, 2003, assets under custody totaled
$9.4 trillion and assets under management totaled $1.1 trillion.

Excluding the impact of the acquisition, State Street recorded increased revenue in 2003 from its primary
fee revenue product lines, servicing fees and management fees; increased its assets under custody by over
$1 trillion, or 18%, to $7.3 triilion; and marked a major milestone by exceeding $1 trillion in assets under
management, which grew 45% year over year. State Street's employees are focused on providing excellent
client service and enhancing total client relationships. State Street experiences a high rate of recurring
revenue, continues to generate significant new business from its existing client base, and achieves significant
cross-seliing revenue. This approach contributed to a year-over-year growth in servicing fees of 10%, and
a year-over-year growth in management fees of 6%. While most of State Street’s client services generate
servicing or management fees, clients use a variety of other services, including global securities lending and
foreign exchange trading and cash management services. State Street remains focused on increasing total
revenue.

State Street continues to maintain a substantial market share in U.S. pension plans and mutual fund
servicing, while continuing to invest in developing businesses and growing its business globally. Investments
continue to be made in developing businesses that offer outsourcing of middle- and back-office services and
wealth management services, services for alternative investments such as hedge funds, electronic foreign
exchange and equity execution supported by analysis and data analytics, and enhanced-index investment
management strategies.

State Street continually evaluates its business mix and has sharpened its focus by acquiring businesses to
support this focus and divesting those businesses that do not support this strategic focus. In the past five
years, State Street has divested its Commercial Banking, Trade Banking, Corporate Trust and Private Asset
Management businesses, while acquiring several investment servicing and investment management
businesses. Most recently, in January 2003, State Street acquired the GSS business, and in July 2002,
acquired International Fund Services (“IFS"), a provider of services for alternative investment portfolios such
as hedge funds.

The acquisition of the GSS business was transformational for State Street. With this acquisition, State Street
gained important strategic benefits, including a broadened geographic presence, an expanded global client
base, a leadership position in the high-growth European market and economies of scale. Through this
acquisition, State Street added approximately $2.1 trillion to assets under custody. State Street alse acquired
fund administration and depotbank services, and securities lending business. With the addition of the GSS
business, State Street became a leading provider of custody and custody-related services in Europe. The GSS
business serves investment managers, private and public pension funds and insurance companies in
92 geographic markets. Approximately 2,800 former Deutsche Bank staff members around the world became
State Street employees. With most GSS clients having selected State Street as their service provider, State
Street expects to retain approximately 88% of the available client revenue. To date, State Street has




completed over 50% of client conversions, including approximately 66% of the acquired U.S. business, and
will be converting substantially all of the remaining U.S. and non-U.S. clients in 2004.

On January 31, 2003, State Street completed the primary closing of the GSS acquisition, paying a premium
of $1.1 billion. Based upon the performance of the acquired business for the period ending on the one-year
anniversary of the closing, State Street could make additional payments of up to an estimated €360 miilion,
but expects that the actual payout will be less. State Street financed the initial purchase price through
issuance of equity, equity-related and capital securities to the public, as well as through existing cash
resources. Additional payments will be made using existing cash resources.

For eleven months of operations, the GSS business accounted for $573 million of revenue and $517 million
of expenses. Expenses of the GSS business of $517 million reflect significant cost reductions achieved by
State Street in the first year of operation. The financial results of the GSS business include financing costs
and amortization expense related to acquired software and intangibles. When combined with financial resuits
from the additional out-of-scope business obtained from the relationship with Deutsche Asset Management,
and excluding related merger and integration costs, the GSS business contributed $.01 to earnings per share
in 2003. Merger and integration costs were approximately $103 million in 2003.

in the fourth quarter of 2003, State Street sold its Private Asset Management business and recorded a gain
of $285 million, net of exit and other associated costs. Also in the fourth quarter, State Street completed
the final settlement on escrow funds from the 2002 divestiture of the Corporate Trust business, resulting
in an additional $60 million gain on the transaction.

In the second quarter of 2003, State Street implemented an operating expense reduction program that
resulted in cost savings that exceeded $100 million for the year. The cost savings were achieved through
reducing direct controllable expenses and through a voluntary employee separation program, which reduced
the Corporation’s work force by approximately a net 2,000 employees. State Street recorded $296 million
in restructuring costs related to this program in 2003. This cost saving program is in addition to savings to
be realized from economies of scale from the GSS business once it is fully integrated.

In summary, State Street's investment servicing and investment management businesses showed solid
growth during 2003. The acquisition of the GSS business added significant revenue and increased State
Street's market share, especially in Europe. The divestiture of Private Asset Management and the
implementation of the voluntary separation program, which resulted in reduced staffing levels and improved
efficiencies, position State Street for the future. These accomplishments were achieved in a challenging
interest rate and competitive pricing environment and resulted in earnings per share of $2.15 in 2003.




SUPPLEMENTAL FINANCIAL OPERATING RESULTS
SUPPLEMENTAL FINANCIAL INFORMATION — OPERATING AND BASELINE RESULTS, GSS CONTRIBUTION

State Street prepares its Consolidated Statement of Income in accordance with accounting principles
generally accepted in the United States (GAAP), referred to by State Street as “reported” results. Reported
results for 2003 inciude all results of operations, including the results of the GSS business, merger and
integration costs since acquisition, restructuring costs, the gain on the sale of the Private Asset Management
business, the gain on the final settlement of the residual escrow from the 2002 sale of the Corporate Trust
business, and two other non-operating items. Unless otherwise indicated, financial results discussed in this
annual report refer to reported results.

In order to provide information on a comparabie basis from period to period and assist stockholders, analysts,
other external parties and management in analyzing financial results and trends, State Street presents
supplemental financial information. This supplemental financial information includes non-GAAP measures
of performance defined by State Street that are based on reported results adjusted for certain transactions
and activities. The Corporation believes that such supplemental non-GAAP financial information facilitates
an understanding and analysis of State Street’s ongoing activities by providing financial information in a
format that presents comparable financial trends.

One non-GAAP measure used by State Street is “operating” financial results. State Street defines 2003
operating results as reported results, including the results of the GSS business since acquisition, but
exctuding gains on the sales of the Private Asset Management and Corporate Trust businesses; merger,
integration and divestiture costs; restructuring costs; a loss on real estate sold; and the settlement of a
Massachusetts tax matter. For 2002, operating results as defined by State Street are reported results,
excluding the gain on the sale and the operating results of the divested Corporate Trust business, and
restructuring costs. Operating results that appear in the 2002 annual report have been restated to conform
to current year presentation. Operating results for 2003 are important as they include the results of the GSS
business and reflect the focus of State Street's management on financial results going forward. Operating
results for 2003 and 2002 are adjusted for a taxable-equivalent presentation, which increases both net
interest revenue and tax expense to reflect investment yield on tax-free investment income, on an equivalent
basis with fully taxable investment income.

Another non-GAAP measure used by State Street is “baseline” financial results. State Street defines 2003
baseline results as operating results, excluding the results of the GSS business since acquisition. For 2002,
baseline results as defined by State Street are identical to operating results. Comparing baseline results for
2003 to baseline results for 2002 is important as it reflects the growth and-activity of State Street's business
activities, excluding the acquisition of GSS.

In this report, State Street will also reference the GSS contribution. The GSS contribution is defined as the
revenue and expenses, including financing costs and amortization of intangibles and software, attributable
tothe GSS business acquired January 31, 2003, as well as revenue and expenses from “out-of-scope” clients
gained subsequent to the acquisition due to the relationship with Deutsche Asset Management. Per share
amounts reflect the increase in outstanding shares due to the acquisition.

The tables that follow present:

¢ 2003 Reported Results and Non-GAAP Measures

¢ 2002 Reported Results and Non-GAAP Measures

« Comparison of 2003 Operating Results to 2002 Operating Results
o Comparison of 2003 Baseline Results to 2002 Baseline Results

¢ Reconciliation of 2003 Reported Results to Non-GAAP Measures




2003 REPORTED RESULTS AND NON-GAAP MEASURES

i RIS e ‘§ g%»i@:\%\\ Sonaan N il
{Dollars in millions, excapt per share data)
Year ended December 31, 2003

FEE REVENUE:

Servicing fees

Management fees

Global securities lending
Foreign exchange trading
Brokerage fees -
Processing fees and other

Total fee revenue

; Net interest revenue after provision for loan losses
Gains on the sales of available-for-sale investment
securities, net
Gain on the sale of the Private Asset Management
business, net of exit and cther associated costs
Gain on the sale of the Corporate Trust business, net of
associated costs:

__Total revenue

QPERATING EXPENSES:
Salaries and employee benefits
Information systems and communications
Transaction processing services
Occupancy ‘
 Merger, integration and divestiture costs
. Restructuring costs
~Other

Total operating expenses

Income before income taxes
Income tax expense (benefit)
Taxable-equivalent adjustment

Net income

Diluted earnings per share

i

{1} Includes $24 million of revenue and $31 million of expenses related to out-of-scope client relationships
- {2} Includes $21 million of interest expense attributable to the GSS acquisition financing
 13) Includes amortization of intangibles and software of $28 miilion
14) Includes ($.11) impact due to changes in shares outstanding attributable to the acquisition
{5) Represents a loss on the sale of certain real estate sold
6) Taxable-equivalent adjustment not included in reported results
© [7) " Reflects the settlement of a Massachusetts tax matter ($12 million tax expense) as well as the tax benefit related to the net of all
' nién-operating gains and charges




2002 REPORTED RESULTS AND NON-GAAP MEASURES

STREET
R

{Doliars in millions, except per share data)
Year ended December 31, 2002

FEE REVENUE:

Servicing fees $1,454 $1,454 $77 $1,531
Management fees 485 485 - 485
Global securities lending 226 226 - 226
Foreign exchange trading 300 300 - 300
Brokerage fees 124 124 - 124
Processing fees and other 180 180 4 184
Total fee revenue 2,769 2,769 81 2,850
Netinterest revenue after-provision for loan losses : 1,023 1,023 13 $ (61yY © 975
Gains on the sales of available-for-sale investment
securities, net 76 76 - - 76
Gain on the sale of the Corporate Trust business, net of :
exit and other associated costs - - - 495 495
Total revenue 3,868 3,868 94 434 4,396
OPERATING EXPENSES:
Salaries and employee benefits 1,622 1,622 32 - 1,654
Information systems and communications 367 367 6 - 373
Transaction processing services 242 242 4 - 246
Occupancy 240 240 6 - 246
Restructuring costs - - - 20 20
Other 293 293 9 - 302
Total operating expenses 2,764 2,764 57 20 2,841
Income before income taxes 1,104 1,104 37 414 1,555
Income tax expense 335 335 13 192 540
. Taxable-equivalent adjustment - . 61 -2 S, = B0 . =
Net income $ 708 $ 708 %24 . $283 . _ $1,015
Diluted earnings per share $ 2.16 $ 2.16 $.08 $ .86 $ 3.10

(1) Taxable-equivalent adjustment not included in reported results
(2) Costs associated with the April 2002 reduction in force included in reported results as restructuring costs




COMPARISON OF 2003 OPERATING RESULTS TO 2002 OPERATING RESULTS

SRR i) > i}! m = ST e SRR R R I R
- {Dollars in millions, except per share data)
- Years ended December 31,

OPERATING FEE REVENUE:
Servicing fees
Management fees
Global securities lending

- Fereign exchange trading
‘Brokerage fees
Processing fees and other

Total fee revenue

QPERATING NET INTEREST REVENUE:
Net interest revenue
Taxable-equivalent adjustment

Net interest revenue — taxable eguivalent
Provision for loan losses

Net interest revenue after provision for loan losses

Gains on the saies of available-for-sale investment
securities, net

" Total ‘operating revenue

- OPERATING=BASIS OPERATING EXPENSES: = =
Salaries and émployee benefits. s
Information systems and ‘communications -
Transaction processing services k
. Occupancy ‘

- Qther

" Total operating-basis operating expenses

Operating income before income taxes
Operating income tax expense
Taxable-equivalent adjustment

~. Met operating income

Operating diluted earnings per share

$1,454 $ 496
485 48
226 19
300 91
124 @
180 148
2,769 800
966 (156)
61 (10)
1,027 (166)
4 )
1,023 (162)
76 (53)
3,868 585
1,622 109
367 184
242 72
240 60
293 27
2,764 452
1,104 133
335 68
61 (10)

$ 708 $ 75

$ 216 $ .17

34%
10

30
(1)
82

29

10




COMPARISON OF 2003 BASELINE RESULTS TO 2002 BASELINE RESULTS

B) R
{Dolfars in miifions, except per share datal

Years ended December 31,

BASELINE FEE REVENUE:

Servicing fees $1,454 $ 142 10%
Management fees 485 32 6
Globa! securities lending 226 (32) (14)
Foreign exchange trading 300 30 10
Brokerage fees 124 (2) (1)
_Processing fees and other .. 180 50 28
Total fee revenue 2,769 220 8
BASELINE NET INTEREST REVENUE:
Net interest revenue 966
Taxable-equivalent adjustment 61
Net interest revenue ~ taxable equivalent 1,027
Provision for loan losses 4
Net interest revenue after provision for loan losses 1,023 (155) (15)
Gains on the sales of available-for-sale investment
securities, net 76 (53) (69)
Tota! baseline revenue 3,868 12
BASELINE OPERATING EXPENSES:
Salaries and employee benefits 1,622 (96) (6)
Information systems and communications 367 A
Transaction processing services 242 17

" Qcclpancy o o 240 22 10+ -
Other e s 293 (35) (12)...d.
Total baseline operating expenses 2,764 (65) (2)
Baseline income before income taxes 1,104 77 7
Baseline income tax expense 335 49
Taxable-equivalent adjustment 61 (10)
Net baseline income $ 708 $ 38 5
Baseline diluted earnings per share $ 2.16 $ .15 7




RECONCILIATION OF 2003 REPORTED RESULTS TO NON-GAAP MEASURES

d.divestiture c
achusetts tax

uSiness activiti

YEAR ENDED DECEMBER 31, 2002
Reported results — GAAP

$4,356 $2,841 $1,555 $ 540 $1,015 $3.10
NON-OPERATING BUSINESS ACTIVITIES:
Gain on the sale-of the Corporate Trust business, net of -
exit and other associated costs (485) - (495) (199) (296) (.90)
Restructuring costs -~ (20) 20 7 13 .04
| _Results of the divested Corporate Trust business (94) (57) (37) (13 (24) (.08)
Total non-operating business activities (589) 77 (512) (205) (307) (.94)
Taxable-equivalent adjustment 61 - 61 61 - -
Dperating and baseline results'® $3,868 $2,764 $1,104 $ 396 $ 708 $2.16

1) Non-GAAP measures defined by State Street




FINANCIAL SUMMARY
EARNINGS PER SHARE
State Street's earnings per share were $2.15 in 2003, down $.95 from $3.10 in 2002.

As detailed in the above supplemental financial information, the results for 2003 include $.56 per share
for the gain on the sale of the Private Asset Management business and $.12 per share gain for the final
settlement of the residual escrow from the 2002 sale of the Corporate Trust business. These items were more
than offset by a restructuring charge of $.58 per share, merger, integration and divestiture charges of
$.22 per share, additional tax expense of $.04 per share related to the settlement of a Massachusetts tax
matter and a loss on certain real estate sold of $.02 per share. Combined, these items resulted in a net
$.18 loss per share. The results for 2002 include a gain on the sale of State Street’s Corporate Trust business
of $.90 per share, as well as $.08 earnings per share from the operating results of the divested business,
offset by a restructuring charge of $.04 earnings per share. Combined, these 2002 items contributed $.94
to 2002 earnings per share.

On an operating basis, excluding the aforementioned non-operating items, earnings per share in 2003 were
$2.33 compared with $2.16 in 2002, an increase of $.17 per share or 8%.

On a baseline basis, excluding the aforementioned non-operating items and the GSS contribution, earnings
per share in 2003 were $2.32 compared with $2.16 in 2002, an increase of $.16 per share or 7%.

99 00 102 03
1.89 1.81 13.10 2.15
1.52 1.85 2. 2.33

Earpibgs per.share i accordance with GAA’P

Earnings per-share:— Operating Results — -

“See Supple’meqtglifinaq;ial Operating”: S
Results in the Financial Review: "~ '"

{Dollars})

NET INCOME
Net income for 2003 was $722 million, down $293 million from net income of $1.0 billion in 2002.

As detailed in the preceding supplemental financial information and above, reported net income for 2003
included the net after-tax impact of non-operating transactions and activities that decreased 2003 net
income by $61 million. The GSS business contributed $37 million to net income in 2003. Net income for
2002 included non-operating transactions and activities that increased 2002 net income by $307 miilion.

On an operating basis, net income in 2003 was $783 million compared with $708 million in 2002, an
increase of $75 million or 10%.

On a baseline basis, net income in 2003 was $746 million compared with $708 million in 2002, an increase
of $38 million, or 5%. ) )

GSS CONTRIBUTION

After eleven months of operation, the GSS business contributed $37 million to net income. Including dilution
from additional shares issued to finance the acquisition, GSS contributed $.01 per share, exceeding State
Street’s expectation of $.01-$.03 of dilution per share. Total revenue for the GSS business was $573 miifion:
$556 million in fee revenue, $24 million in out-of-scope client fee revenue, and $14 million of interest
revenue, offset by $21 million of interest expense related to the acquisition financing. State Street expects

10




* toretain 88% of the available client revenue acquired. Total expenses related to the GSS business, excluding
merger and integration costs, were $517 million. Merger and integration costs totaled $103 million, within
State Street’s estimated range of $90-$110 million.

REVENUE

The Corporation’s total revenue in 2003 was $4.7 billion, an increase of $338 million from total revenue
of $4.4 billion in 2002. Revenue in 2003 included a net $332 million for gains on the sales of divested
businesses, net of the loss on the sale of certain real estate sold. Revenue in 2002 included $589 million
for gains on the sales of divested businesses and the operations of the divested business. Total operating
revenue in 2003 was $4.5 billion, an increase of $585 million from operating revenue of $3.9 billion in
2002. The GSS business contributed $573 mitlion to this increase.

" Yotalrevenue in.accordance with GARP-
" "fotal revenue — Operating Results —
" "See Supplemental Financial Operating
Results in the Financial Review

Total baseline revenue was flat, year over year, at $3.9 billion, up only $12 million from 2002. While total
baseline revenue was flat, fluctuations occurred by type of revenue. Growth in servicing and management
fees, foreign exchange trading fee revenue and processing fees and other, was largely offset by declines in
global securities lending fees and net interest revenue, and lower gains on the sales of available-for-sale
securities.

: Servicing fees for 2003 of $2.0 billion were up $419 million from 2002. The GSS business contributed
$354 million to servicing fees, partially offset by a decrease of $77 million in servicing fees resulting from
the divestiture of the Corporate Trust business. On a baseline basis, servicing fees were $1.6 billion, up
" $142 million from 2002. The increase was attributable to higher equity market valuations and new business
from new and existing clients, including business gained through an acquisition in July 2002. Assets under
custody were $9.4 triflion, including $2.1 trillion attributable to the GSS business.

Management fees of $533 million in 2003 were up $48 million from the prior year, including the GSS
contribution of $16 million. On a baseline basis, management fees were up $32 million, reflecting continued
new business success and higher average month-end equity market valuations. Assets under management
~were $1.1 trillion, up $343 billion from $763 billion a year ago.

. Foreign exchange trading revenue was $391 million, compared to $300 million a year ago. The GSS business
contributed $61 million in 2003. The remaining increase reflected a higher number of customer trades and
" higher currency volatility in the currencies in which State Street trades.

Processing fees and other was $315 million in 2003, compared with $184 million in 2002. In 2003,
processing fees and other included $98 million of fee revenue attributable to the GSS business. Until
customers and their related deposits are converted to State Street systems, Deutsche Bank is making
payments in consideration of net interest revenue earned from GSS client deposits, recorded in processing
fees and other revenue.
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Net interest revenue in 2003 was $810 million, a decline of $169 miliion from $979 million in 2002. The
current interest rate environment continues to constrain the level of net interest income. For the better part
of 2002, State Street’s portfolic contained relatively higher yielding assets remaining from prior years. As
that portfolio matured and was replaced by lower yielding assets, interest income declined. In 2003, net
interest revenue remained constrained by lower reinvestment rates, a flatter yield curve and State Street’s
proportionately greater investment in floating-rate and short-term money market securities. In general,
sustained lower interest rates and a flat yield curve have an adverse impact on State Street as deposits are
invested at lower yieids. State Street’s ability to increase its balance sheet size to offset the lower yield impact
has been limited due to leverage constraints resulting from the GSS acquisition.

OPERATING EXPENSES

Operating expenses were $3.6 billion in 2003, up $781 million from 2002. Operating expenses in 2003

included $296 million related to the expense reduction program, $110 million in merger, integration and

divestiture costs, and the expenses of the GSS business of $517 million. Operating expenses in 2002

included $57 million related to the divested Corporate Trust business and $20 million of restructuring costs.

On a baseline basis, total operating expenses in 2003 were $2.7 billion, down $65 million, or 2%, from~
$2.8 billion in 2002. During 2003, State Street implemented an expense reduction program that reduced

direct controllable expenses and salaries and benefits expense through a voluntary separation program,

primarily in the United States. State Street was able to reduce its workforce by approximately 2,000 positions

as a result of this voluntary separation program.

FINANCIAL GOALS

State Street’s primary financial goal is to achieve sustainable, real growth in operating earnings per share
that excludes significant, non-operating items. Over the last five years, operating earnings per share increased
at a 12% nominal compound annua! growth rate.

State Street has two supporting financial goals, one for total operating revenue and one for operating return
on stockholders' equity (“ROE"). State Street’s total operating revenue goal is 12.5% real compound annual
growth from 2000 through 2010.

Operating ROE was 15.0% in 2003, compared to 16.8% in 2002. The decrease in return on equity using
operating net income primarily reflected the effects of additional capital needed to support the GSS
acquisition, lower margins on the GSS business during the integration period, and the slowdown of the
common stock purchase program, given the capital requirements of the GSS acquisition. State Street reset
its ROE goal for 2003 and 2004 as 13-15%, on an operating basis, reflecting the short-term impact of the
GSS acquisition.

Return on stockholders’ equity calculated from reported net income and consolidated average equity in 2003
was 13.9% compared to 24.1% in 2002.

REVENUE

State Street is one of the world’s leading specialists in servicing mutual funds, collective funds and pension
plans. The Corporation provides investment management and industry-leading technology and information
services to support financial strategies and transactions for sophisticated global investors. State Street
provides highly reliable, easy-to-integrate investment services, which are scalable and global. State Street’s
focusontotal client relationships enables clients to control their costs as they develop and launch competitive
new investment products. These active, long-term relationships with clients result in high client retention,
cross-selling opportunities and recurring revenue. In general, State Street strives to provide a full range of
services, augmenting servicing and management fees with global securities lending revenue. In addition,
State Street earns additional revenue from client transaction flows through the management of cash
positions, including deposit balances, other short-term investment activities, and significant foreign currency
transaction volumes, which generate opportunities for additiona! foreign exchange trading revenue.
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Net interest revenue was also a significant contributor to State Street's 2003 revenue. Over half of State
Street’s interest revenue is generated by its investment portfolio, with the remainder from client activity. State
Street provides repurchase agreements and deposit services for clients’ investment activities and, in turn,
invests this source of funds in assets yielding a higher rate, generating a margin for State Street.

FEE REVENUE

Total fee revenue was $3.6 billion in 2003, compared to $2.9 billion in 2002, an increase of $706 million.
The primary driver of this increase was the GSS contribution of $580 million, more than offsetting the loss
of fee revenue from the divested Corporate Trust business, which contributed $81 million in 2002. On a
baseline basis, fee revenue was $3.0 billion, up $220 million, or 8%, from $2.8 billion in 2002, including
the full-year impact of revenue from IFS, a leading servicer of alternative investments including hedge funds,
acquired in July 2002.

Servicing and management fees are the largest components of fee revenue. Combined, they comprise
approximately 70% of State Street’s total fee revenue. Servicing fees increased 10% over 2002 on a baseline

~ basis due to new business and the acquisition of IFS. Management fees increased 6% on a baseline basis
on the strength of new business.

Servicing and management fees are a function of several factors, including the mix and volume of assets
under custody and assets under management, securities positions held, and volume of portfolio transactions,
as well as types of products and services used by clients. Servicing and management fees are affected by
changes in worldwide equity and fixed income valuations. In general, servicing fees are affected by changes
in daily average valuations of assets under custody, and management fees are affected by changes in month-

. end valuations of assets under management. Management fee revenue is more sensitive to market valuations
than servicing fee revenue. State Sireet estimates, based on a study, that a 10% increase or decrease in
worldwide equity values would resuft in a corresponding change in State Street's total revenue of
approximately 2%. If fixed income security values were to increase or decrease by 10%, State Street would
anticipate a corresponding change of approximately 1% in its total revenue.

The following table provides selected equity market indices, which demonstrate worldwide equity market
valuation changes in 2003:

DAILY AVERAGES OF INDICES

.. S&P 50
NASDAQ®
: MSCi® EAFE- -

EREIREV HE
(Ciotlars in miltions}
! Years ended December 31,

AVERAGE OF MONTH-END INDICES

Servicing fees $1,531 $1,433
Management fees 485 459
Global securities lending 226 272
Foreign ‘exchangeé trading 300 368
- Brokerage fees . 124 89
" Processing fees and other 184 148
' Total fee revenue $2,850 $2,769

27%
10

30
(1
71

25
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SERVICING FEES

Servicing fees for 2003 of $2.0 billion were up $419 million from 2002. This increase was primarily from
servicing fees of the GSS business of $354 million, including additional GSS out-of-scope client revenue
of $24 million, and from the increase in fees from the full-year impact of the IFS acquisition. The impact
of new business from existing and new clients was offset by the $77 million decrease in servicing fees
resulting from the divestiture of the Corporate Trust business.

On a baseline basis, servicing fees were $1.6 billion, up $142 million from $1.5 billion in 2002, primarily
due to a full year of revenue from IFS and new business from existing and new clients.

Servicing fees include fee revenue from U.S. mutual funds, coliective funds worldwide, corporate and public
retirement plans, insurance companies, foundations, endowments, and other investment pools. Products and
services include custody, product- and participant-level accounting, daily pricing and administration;
recordkeeping; and wealth manager and hedge fund services. It also includes master trust, master custody,
and performance, risk and compliance analytics.

The GSS business provided a range of services that included global and local custody, master trust/master
custody, benefit payments, mutual fund administration, master trust accounting, and performance
measurement. Ouiside the United States, services provided also included depotbank services.

State Street's Investment Servicing businesses continued to grow outside the United States. Baseline
servicing fees derived from clients outside the U.S. were approximately 23%. Including the GSS business,
servicing fees derived from clients outside the U.S. were approximately 30%.

State Street works with its clients to provide solutions that meet the needs of managers of mutual funds,
collective funds, pension and retirement plans and other institutional investors worldwide through offices
and a global custodian network that spans more than 100 geographic markets.

MARKET PRESENCE State Street is the largest provider of mutual fund custody and accounting services in
the United States. State Street provides custody services for 48% of registered U.S. mutual funds. State
Street distinguishes itself from other mutual fund service providers because clients make extensive use of
a number of related services, including accounting, daily pricing and fund administration. The Corporation
provides daily pricing services for over 5,000 mutual funds with a 99.90% accuracy rate for the year-ended
December 31, 2003. State Street calculates prices for approximately 31% of the U.S. mutual fund prices
that appear daily in The Wall Street Journal.

With a 36% market share, State Street has a leading position in the market for servicing U.S. tax-exempt
assets for corporate and public pension funds. Additionally, State Street provides trust and valuation services
for over 3,800 daily-priced, unitized defined contribution accounts, making State Street a leader in this
market.

State Street is a leading service provider outside the U.S. as well, providing custody services for 17% of
Canadian mutual funds, 24% of collective funds in the United Kingdom, including pension funds, and 30%
of off-shore funds based in Luxembourg, Dublin and Jersey and Guernsey in the Channel Islands.

OPERATIONS OUTSOURCING  State Street's services also include operations outsourcing for investment
managers and wealth management services. Through these services, State Street provides global asset
managers with a comprehensive suite of services, from trade order management through settlement, for their
middie and back offices. Services include securities trade order processing, custodian communications for
settlements, accounting systems, and networks and information technology development.

FOCUS The servicing markets in which State Street competes are very price competitive, and State Street
remains focused on winning and retaining client business. This focus requires a strong commitment to clients
while constantly working toward providing services at lower unit costs.
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ASSETS UNDER CUSTODY At year-end 2003, total assets under custody were $9.4 trillion, including
$2.1 trillion from the GSS business. This compares with $6.2 trillion a year earlier. The value of assets under
custody is a broad measure of the relative size of various markets served. Changes in the value of assets under
custody do not result in proportional changes in revenue. State Street uses relationship pricing for clients
who take advantage of multiple services. Many services are priced on factors other than asset values,
including the mix of assets under custody, securities positions held, portfolio transactions, and types of
products and services. Assets under custody at December 31 comprised the following:

Sopvmeen e R e SRR

SSET 2
{Dollars in billions)
As of December 31,

CLIENTS IN THE U.S.:

Mutuat funds : $2,719 $2,794 $2,664 $2,769 14% 8%
Pensions, insurance and other
investment pools ; 2,734 2,737 2,803 2,669 17 7
Clients outside the U.S. : 8. 718 672 651 514 38 22

" Acquired GSS ! 7 . - - - -
Total < $6,171 $6,203 $6,118 $5,952 52 14

©{Dohiars in bithonsy:
+ As of December 31,

" Equities $2,738 44%

.. Fixed income 2,343 38

" Short-term investments 1,090 18

. Total $6,171 100%
Non-U.S. securities 14%

Market value changes, as measured by indices at year-end, had a significant impact on the value of assets
under custody. At December 31, 2003, the S&P 500® index was up 26% from year-end 2002, the NASDAQ®
index up 50%, the MSCI® EAFE index up 35%, and the Lehman Brothers Aggregate Bond*™ index up 4%.
[The index names mentioned in this report are service marks of their respective owners.]

MANAGEMENT FEES

In 2003, management fees were $533 million, up $48 million, from 2002. This increase was primarily due
- to new business from new and existing clients. Management fees from the GSS business of $16 million
- partially offset the loss of fees attributable to the divested Private Asset Management business in the fourth
quarter of 2003.

© State Street provides a broad range of investment management strategies, securities lending, specialized
investment management advisory services and other financial services for corporations, public funds,
high-net-worth individuals and other sophisticated investors. These services are offered through State Street
Global Advisors® (SSgA®), a division of State Street. SSgA is the eighth largest investment manager in the
world, based upon assets under management, and the largest manager of assets for tax-exempt organizations
(primarily pension plans) in the United States.

Management fees continued to show strong growth outside the United States. Approximately 12% of new
business is with non-U.S. clients.




SSgA offers a broad array of investment strategies, including passive, enhanced and active management,
using quantitative and fundamental methods for both U.S. and global equities and fixed income securities.

While certain management fees are directly determined by the value of assets under management and the
investment strategy employed, management fees reflect other factors as well, including State Street’s
relationship pricing for clients who use multiple services and performance-related fees.

ASSETS UNDER MANAGEMENT At year-end 2003, assets under management were $1.1 trillion, up
$343 billion, or 45%, from year-end 2002. Securities issued outside of the U.S. were 22% of total securities
at year-end 2003. Market value changes, as measured by indices at year-end, had a significant impact on
the value of assets under management. At December 31, 2003, the S&P 500® index was up 26% from
year-end 2002, the NASDAQ® index up 50%, the MSCI® EAFE index up 35%, and the Lehman Brothers
Aggregate Bond® index up 4%. [The index names mentioned in this report are service marks of their
respective owners.]

Assets under management comprised the following at December 31:

ey

S8 DE

{Doliars in billions)
As of December 31,

EQUITIES:
Passive
Active

Employer securities
Fixed income
Money market

Tota!

GLOBAL SECURITIES LENDING
Securities lending provides liquidity to the financial markets and an effective means for clients to earn
revenue on existing portfolios. State Street acts as a lending agent by coordinating loans between lenders
and borrowers. State Street lends securities and provides liquidity in more than 30 markets around the world.
Securities lending revenue, formerly reflected in both servicing fees and management fees, has been
separately disclosed in 2003.

Borrowers provide collateral in the form of cash or securities to State Street in return for loaned securities.
The cash collateral is invested in certain investment vehicles. The return on the investment is split between
the borrower, the lender and State Street as agent. For non-cash collateral, the borrower pays a fee for the
loaned security. The fee is then split between the lender and State Street.

Securities lending revenue of $245 million in 2003 increased $19 millicn from a year earlier. Of this
increase, $51 million was attributable to the GSS business. Excluding the GSS business, baseline securities
lending revenue was down $32 million to $194 million compared with $226 million in 2002. Securities
lending revenue is principally a function of the volume of securities lent and the interest rate spreads earned
on the collateral. While securities lending volumes increased in 2003, the impact was more than offset by
lower interest rate spreads reflecting the current, low interest-rate environment and a flat yield curve under
one year.

FOREIGN EXCHANGE TRADING

State Street’s foreign exchange trading revenue continues to benefit from the Corporation’s exclusive
ownership of FX Connect®, the world's first and leading online muilti-bank foreign exchange trading platform.
FX Connect is delivered over Global Link, a sophisticated multi-asset-ciass network, delivering unique
research, analytics and optimization technology, order management, trade execution platforms, and
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confirmation services to investment fund managers in 23 countries. Foreign exchange trading revenue is
influenced by three principal factors: the volume and type of client foreign exchange transactions, currency
volatility, and the management of currency market risks.

in 2003, foreign exchange trading revenue increased $91 million, to $391 million. Of this increase,
$61 million is attributable to the GSS business. Excluding the GSS business, baseline foreign exchange
trading fees were $330 million, up from $300 million in 2002. In 2003, client spot and forward trading
velumes were strong, both in the volume and value of transactions, up 17% from 2002. Currency volatility,
as measured by State Street’s index of 43 currencies, increased 11% from 2002.

IBROKERAGE FEES

Brokerage fees were $122 million in 2003, compared to $124 million in 2002, which was a record year
for State Street. Sustained revenue reflected continuing high equity trading volumes by institutional
investors, including commission recapture and transition management services.

PROCESSING FEES AND OTHER

Processing fees and other revenue includes multiple sources of fees and other revenue, including fees from
structured products, fees from software licensing and maintenance, profits and losses from joint ventures,
gains and losses on sales of leased equipment and other assets, other trading profits and losses, and
amortization of investments in tax-advantaged financings. For 2003, processing fees and other revenue also
included payments from Deutsche Bank in consideration of revenue earned from GSS client deposits until
these clients and their related deposits are converted to State Street; an unrealized gain reiated to the mark-
to-market on variable share repurchase contracts (SPACESSM) for shares of State Street's common stock;
and other-than-temporary impairment charges resulting from the write-down of portfolio investments.

Processing fees and other revenue of $315 million was up $131 million from 2002. The GSS contribution
to 2003 was $98 million. Baseline processing fees and other revenue was $230 million, up $50 mitlion,
or 28%, from $180 million in 2002. This increase includes improved performance of the structured products
business and improvement in the revenue from tax-advantaged financings.

NET INTEREST REVENUE

In servicing sophisticated global investors, State Street provides short-term funds management, deposit
services and repurchase agreements for cash positions associated with clients’ investing activities. During
2003, the interest rate environment was difficult as interest rates have dropped to the their lowest levels
in 42 years. In 2003, the targeted federal funds rate averaged 1.11%, down from 1.67% in 2002. The yield
curve remained relatively flat with an average two-year treasury rate-to-federal funds rate spread of 54 basis
points, compared to 97 basis points in 2002.

INT

»(Doiiars in‘mé‘H‘zons}“ ‘
Years ended December 31,
interest revenue $1,974 $2,855
_ Interest expense 995 1,830
Net interest revenue 979 1,025 (17)%
Provision for loan losses (4) (10
Net interest revenue after provision
for foan losses $ 975 $1,015 (17)
] Net interest revenue was $810 mitlion in 2003, compared to $979 million in 2002, a decrease of
$169 million. Lower prevailing yields on assets, as maturing assets were reinvested at the lower market rates
during 2003, more than offset lower liability costs. The excess of rates earned over rates paid decreased from
1.26% in 2002 to 1.04% in 2003, on a taxable-equivalent basis.
]
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Net interest revenue in 2002 benefited significantly from the residual effect of the unusual occurrence of
eleven reductions in the U.S. federal funds target rate in 2001. For the better part of 2002, State Street’s
portfolio contained relatively higher yielding assets remaining from prior years. As those investments matured
and were replaced by assets yielding current market rates, interest income declined. State Street’s ability
to increase its balance sheet size o offset the lower yield impaét has been limited due to leverage constraints
resuiting from the GSS acquisition.

GAINS ON THE SALES OF AVAILABLE-FOR-SALE INVESTMENT SECURITIES, NET

investment portfolio management at State Street has multiple objectives, foremost of which is to generate
maximum return within the parameters of modest duration and credit risk and may entail strategic sales of
specific securities as market conditions warrant. In addition, the portfolio is structured to provide liquidity
and serve as a source of collateral for customer activities. To accomplish this, more than half of the investment
portfolio consisted of U.S. Treasury and agency securities, with high-quality asset-backed and morigage-
backed securities making up most of the balance. More than 90% of the investment portfolio was classified
as available for sale at December 31, 2003.

Securities gains were $23 million in 2003, down from $76 million in 2002. In 2002, State Street sold
securities to take advantage of opportunities created by continued declines in market yields on fixed-income
securities. As of December 31, 2003, State Street had $36.6 billion of available-for-sale securities with
$125 million in unrealized pre-tax appreciation.

OPERATING EXPENSES

Operating expenses for 2003 were $3.6 billion, an increase of $781 million from 2002. This increase
included $517 million of direct operating expenses of the GSS business, a restructuring charge of
$296 million, and merger, integration and divestiture costs of $110 million. These increases were partially
offset by savings from the expense reduction program in 2003 and the decrease of $57 million in expenses
resulting from the 2002 Corporate Trust divestiture.

During 2003, State Street implemented an operating expense reduction program that resulted in cost savings
that exceeded $100 million for the year. The cost savings were achieved through reducing direct controllable
expenses and through a voluntary employee separation program, which reduced the Corporation's workforce
by more than 2,000 employees. State Street recorded $296 million in restructuring costs related to this
program in 2003. This expense reduction program is in addition to savings to be realized from economies
of scale from the GSS business once it is fully integrated.

Baseline operating expenses were $2.7 billion in 2003, down $65 million, or 2%, from $2.8 billion in 2002,
reflecting the impact of the expense reduction program.

R

e

Doliars in millions)
YEARS ENDED DECEMBER 31,

Salaries and employee benefits $ 1,654 $ 1,663
Information systems and

communications 373 365
Transaction processing services 246 247
Occupancy 246 229
Merger, integration and divestiture - -
Restructuring 20 . -
Cther 302 393
Total operating expenses $ 2,841 $ 2,897
AS OF DECEMBER 31,

Number of employees 19,501 19,753

48
28
22

28
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Salaries and employee benefits expense increased $77 million in 2003, including the impact of $205 million
from the GSS business, partially offset by a reduction in expense of $32 million resulting from the divestiture
of Corporate Trust. Excluding the GSS contribution in 2003 and Corporate Trust expenses in 2002, baseline
salaries and benefits expense decreased $96 million from $1.6 billion to $1.5 billion. This decrease is a
result of the impact of reduced headcount resulting from the voluntary separation program initiated in 2003
and lower incentive compensation.

Excluding the staff acquired from GSS, State Street reduced its staffing levels from 19,500 at the end of 2002
to less than 16,700 at the end of December 2003, largely attributable to the voluntary separation program.
Over 3,000 employees accepted the voluntary separation program. Approximately 1,000 positions were
subsequently replaced. State Street is focused on managing costs to achieve continuous unit cost reductions.

Information systems and communications expense was $551 million in 2003, up $178 million from the
prior year. The GSS business added $157 million in 2003. Excluding the GSS business, baseline information
systems and communications expense was $394 million, up $27 million, or 7% from 2002, reflecting
continued investment in core processing capabilities and costs related to International Fund Services,
acquired in July 2002.

Transaction processing services expense was $314 miilion, up $68 million from 2002, $55 million of which
related to the GSS business. Excluding the GSS business, baseline transaction processing services expense
was $259 million compared with $242 million a year ago. These expenses are volume related and include
subcustodian fees, external contract services, equity trading services and fees related to securities
settlement. The increase resulted from a higher level of investment activity combined with higher net asset
values that impact subcustodian fees.

Occupancy expense was $300 million, up $54 million from 2002, The GSS business contributed $38 miflion
to occupancy expense. Baseline occupancy expense of $262 million in 2003 was up $22 million, or 10%,
reflecting new office space in Boston, Massachusetts and Luxembourg.

Merger, integration and divestiture costs in 2003 were $110 million, of which $103 miliion were merger
and integration costs related to the acquisition of the GSS business and the remaining $7 million were
divestiture costs related to the divestiture of the Private Asset Management business that was completed
on QOctober 31, 2003.

Restructuring costs were $296 million in 2003, up from $20 million in 2002. Restructuring costs were
predominantly recorded in the second quarter of 2003 and included severance and enhanced benefits for
the 3,000 individuals who accepted the voluntary separation program. Restructuring costs of $20 million
in 2002 related to an April 2002 staff reduction and have been reclassified from the 2002 annual report
presentation for comparative purposes.

Other expenses were $320 million, including $62 million of expenses related to the GSS business. Other
expenses in 2002 were $302 million, including $9 million from the divested Corporate Trust business.
Excluding the GSS business, baseline other expenses were $258 million, down $35 million, or 12%, as a
result of continued cost control measures related to the expense reduction program.
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INCOME TAXES

On a reported basis, State Street recorded tax expense of $390 million for 2003, compared to $540 million
a year ago. In the second quarter of 2003, State Street settled a REIT-related tax matter with the
Massachusetts Department of Revenue. State Street’s effective rate for 2003 was 35.1%, including the
impact of the REIT tax matter. Excluding the REIT matter, the effective rate was 34.0% compared with
34.7% for 2002.

DIVESTITURES AND ACQUISITIONS

In executing its strategic plan, from time to time State Street may enter into business acquisitions and
strategic alliances, and may divest non-strategic operations. Acquisitions and strategic alliances enhance
established capabilities by adding new products, services or technologies, expanding geographic reach, or
selectively expanding market share. State Street continuously reviews and assesses various business
opportunities related to this strategy.

On October 31, 2003, State Street completed the sale of its Private Asset Management business to U.S.
Trust. Under the terms of the agreement, the transaction was valued at $365 million, about five percent of
which is subject to the successful transition of the business over the subsequent 16 months. The Corporation
recorded a pre-tax gain of $285 million from the transaction, or $.56 in diluted earnings per share, after
providing for $62 million of exit and other associated costs in the fourth quarter. Exit costs associated with
the sale primarily consisted of occupancy costs of $23 million and transaction costs of $6 million. Other
costs associated with the transaction consisted of incentive compensation for general corporate use of
$25 million. Additional divestiture costs to transition the business will be measured at fair value and
recognized in the future periods in which the liability is incurred. Divestiture costs of $7 million were recorded
for the year ended December 31, 2003. State Street expects additional divestiture costs of $13 miilion
related to this sale.

On January 31, 2003, State Street completed the primary closing of its acquisition of a substantial part of
the GSS business of Deutsche Bank AG for a premium of $1.1 billion. Separate closings for the acquisitions
of business units in Italy and Austria were held on July 1, 2003 and July 31, 2003, respectively, upon receipt
of applicable regulatory approvals. The purchase price is subject to adjustments based upon performance
of the acquired business for the year following the closing. State Street may make additional payments of
up to an estimated €360 million that will be recorded as an adjustment to the goodwill acquired; however,
State Street anticipates that the actual payment will be much less.

In January 2003, the Corporation issued equity, equity-related and capital securities under an existing shelf
registration statement. State Street issued $283 million, or 7,153,000 shares of common stock,
$345 million, or 1,725,000 units of SPACESSM (see Note 10 of the Notes to the Consolidated Financial
Statements), and $345 million of floating-rate, medium-term capital securities due 2008 (see Note 9 of the
Notes to the Consolidated Financial Statements). Proceeds, net of issuance costs, of $595 million from these
security issuances were used to partially finance the acquisition of the GSS business . The remainder of the
purchase price was financed using existing resources.

In connection with the acquisition, approximately 2,800 employees of Deutsche Bank became employees
of State Street. State Street expects to reduce this overall workforce, primarily in the United States, by
approximately 1,000 employees. State Street incurred $103 million of merger and integration costs for
2003. These one-time expenses consisted primarily of costs for employee retention, systems conversion costs
and professional services.
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On December 31, 2002, State Street completed the sale of its Corporate Trust business to U.S. Bank, N.A.
The premium received on the sale was $725 million, $75 million of which was placed in escrow pending
the successful transition of the business. Exit costs in 2002 associated with the sale totaled approximately
$118 million, and other associated costs were $37 million. The after-tax gain, net of exit and other associated
costs recorded in 2002, totaled approximately $296 million, or $.90 in earnings per share. On
December 31, 2003, State Street recorded a $60 million gain, net of associated costs, on the final settlement
of the escrow.

In July 2002, State Street completed the cash purchase of International Fund Services (“IFS”), a leading
provider of fund accounting and administration as well as securities trade support and operational services
for hedge funds, for $80 million. IFS is headquartered in New York City, and has operation centers in New York
City and Dublin, Ireland. In connection with this transaction, an additional $47 million of the purchase price
was paid and recorded during the year ended December 31, 2003 based upon certain performance measures.

In October 2001, State Street completed the cash purchase of the passive equity business of Gartmore
Investment Management pic (“Gartmore”) in the United Kingdom. Under the terms of the agreement, SSgA
hired the Gartmore team that manages, services and administers the passive equity business.

In June 2001, State Street purchased DST Portfolio Systems, Inc. (“DPS") for 1,483,000 shares of State
Street common stock and cash in a transaction accounted for as a purchase. Included in the purchase was
the Portfolio Accounting System of DPS, an integrated system that autocmates mutual fund accounting and
investment management recordkeeping processes, such as securities pricing and dividend calculations,
income and expense accruals, securities inventories, accounting for daily shareholder activity and calculation
of daily net asset values.

In February 2001, State Street purchased Bel Air Securities LLC and a majority interest in Bel Air investment
Advisors LLC (“Bel Air") for 1,007,000 shares (2,015,000 shares restated for the 2001 stock split) of .
State Street common stock and cash in a transaction accounted for as a.purchase. Bel Air is a Los Angeles-
based investment management firm, focused on providing wealth management services to ultra-high-net
worth individuals.

21




COMPARISON OF 2002 VERSUS 2001

R i s s

( oltar:s in ﬁ; m.r;s,y excep pe;,r share data) a
YEARS ENDED DECEMBER 31,
FEE REVENUE:

$ 1,433 $ 98

Servicing fees $ 1,531

Management fees 485 459 26
Global securities lending 226 272 (46)
Foreign exchange trading 300 368 (68)
Brokerage fees 124 89 35
Processing fees and other 184 148 36
Total fee revenue 2,850 2,769 - 81
NET INTEREST REVENUE:

Interest revenue 1,974 2,855 {881)
Interest expense 995 1,830 (835)
Net interest revenue 979 1,025 (46)
Provision for loan losses 4 10 (6)
Net interest revenue after provision for loan losses 975 1,015 (40)
Gains on the sales of available-for-sale investment

securities, net 76 43 33
Gain on the sale of the Corporate Trust business, net

of exit and other associated costs 495 - 495
Total revenue 4,396 3,827 569
OPERATING EXPENSES:

Salaries and employee benefits 1,654 1,663 (9
information systems and communications 373 365 8
Transaction processing services 246 247 (1}
Occupancy 246 229 17
Restructuring costs 20 - 20
QOther 302 393 (81)
Total operating expenses 2,841 2,897 (56)
Income before income taxes 1,655 930 625
Income tax expense 540 302 238
Net income $ 1,015 $ 628 $ 387
EARNINGS PER SHARE:

Basic $ 3.14 $ 1.94 $1.20
Diluted 3.10 1.90 1.20
Cash dividends declared per share 480 405

Return on equity 24.1% 17.3%

AS OF DECEMBER 31,

Total Assets $85,794 $69,850

Long-term debt 1,270 1,217

Stockholders’ equity 4,787 3,845

Closing price per share of common stack 39.00 52.25

Number of employees 19,501 19,753

7%
(17)
(18)

39
23

{4)

77

(23)
(2)
67

62

62
63
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The discussion of 2002 versus 2001 financial results does not reflect the non-GAAP measures of operating
and baseline results used for a comparison of 2003 to 2002. Rather, the discussion more closely reflects
the discussion originally presented in the 2002 annual report.

. State Street’s solid performance in 2002, despite a third consecutive year of declining values in equity
markets worldwide and a somewhat flat interest rate environment, resulted from winning added business from
new and existing clients, expanding its product offering, and closely managing its expenses.

State Street's earnings per share were $3.10 in 2002, up $1.20 from $1.90 in 2001. The results for
2002 include a gain on the sale of the Corporate Trust business of $495 million, equal to $296 million after
tax, or $.90 of earnings per share. The results for 2001 included the write-off of State Street's total
investment in Bridge Information Systems, Inc. (“Bridge”) of $50 million, equal to $.10 of earnings per
share, and the effect of goodwill amortization expense of $38 million, equal to $26 million after tax, or $.08
of earnings per share. Adjusting 2002 results to exclude the gain on the sale of the Corporate Trust business,
earnings per share were $2.20. Adjusting 2001 results to exclude the write-off of Bridge and goodwill
amortization expense, earnings per share were $2.08 for 2001, resulting in an increase in comparable
- earnings per share of 6%.

Net income was $1.0 billion in 2002, up $387 mitlion from net income of $628 million in 2001. Of this
increase, $355 million is attributable to non-operating items, including the gain on the sale of the Corporate
Trust business in 2002, and the after-tax write-off of Bridge and goodwill amortization expense in 2001.
Adjusting these results to reflect ongoing operations without such items, 2002 net income was up $32 million
over 2001.

The Corporation's total revenue was $4.4 billion in 2002, an increase of $569 million from total revenue
of $3.8 billion in 2001. Of this increase, $545 million was attributable to non-operating items, including
the gain on the sale of the Corporate Trust business in 2002, and the write-off of Bridge in 2001. Adjusting
these resuits to reflect ongoing operations without such items, 2002 total revenue increased $24 million
from 2001. The increase in total revenue of $24 million was driven by growth in servicing and management
faes, brokerage fees and gains on the sales of available-for-sale securities, largely offset by declines in foreign
exchange trading and securities lending fee revenue and net interest revenue.

- Servicing fees for 2002 of $1.5 billion were up $98 million from 2001. New business from existing and
naw clients, including business gained through an acquisition in July 2002, drove growth in servicing fees,
more than offsetting constraints imposed by the decline in comparable average equity market valuations.
Assets under custody were $6.2 trillion, down $32 million from 2001, reflecting declines in equity market
valuations, largely offset by the installation of new business.

Management fees of $485 million in 2002 were up $26 million from the prior year, reflecting continued
sales success in 2002, significantly offset by lower equity market valuations. Assets under management were
$763 billion, down from $775 billion at year-end 2001.

Global securities lending revenue was $226 million in 2002 compared to $272 million in 2001, a decline
of $46 million. Global securities lending revenue is principally a function of the volume of securities lent
and interest rate spreads. While loan volumes increased in 2002, interest rate spreads decreased
significantly. Interest rate spreads in 2001 benefited from eleven reductions in the U.S. federal funds
target rate.

; Foreign exchange trading revenue was $300 million in 2002, compared to $368 million in 2001, with the
" decrease reflecting a lower number of customer trades and lower currency volatility in the currencies in which
State Street trades.

" Brokerage fee revenue was $124 million in 2002, compared to $89 million in 2001, driven primarily by
significantly higher equity trading volumes.
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Processing fees and other revenue was $184 million in 2002, an increase of $36 million over 2001.
Processing fees and other revenue in 2001 included the total write-down of State Street’s investment in
Bridge of $50 million. Excluding the impact of the write-down, processing fees and other revenue declined
$14 million in 2002.

Net interest revenue was $9379 million in 2002, compared to $1.0 billion in 2001, a decrease of $46 million,
or 5%. Lower prevailing yields on assets, as maturing assets were reinvested at the lower market rates during
2002, more than offset growth in the balance sheet and lower liability costs. Net interest revenue in
2001 benefited significantly from the favorable U.S. interest rate environment that resulted from eleven
reductions in the U.S. federal funds target rate and a favorable globa! interest rate environment. The excess
of rates earned over rates paid decreased slightly from 1.27% in 2001 to 1.26% in 2002, on a taxable-
equivalent basis.

Securities gains were $76 million in 2002, compared to $43 million in 2001, reflecting opportunities
created by continued declines in market yields on fixed-income securities.

State Street’s earnings performance in 2002 was partially attributable to success in reducing expenses.
Operating expenses were $2.8 billion in 2002, down $56 million from 2001. Of this decrease, $38 million
is attributable to goodwill amortization expense recorded in 2001, but no longer expensed in 2002 in
accordance with generally accepted accounting principles. Adjusting for this accounting change, 2002 total
expenses decreased $18 million. The decrease is primarily attributable to efforts by State Street to closely
manage expenses, partially offset by the impact of acquisitions.

Salaries and employee benefits expense decreased $9 million in 2002. Slightly higher salary and
pension expenses for 2002 were more than offset by reduced contract services and lower incentive
compensation expense.

Information systems and communications expense was $373 million in 2002, up 2% from the prior year.
The low level of growth reflects management's prioritization of projects and success in reducing costs.

Transaction processing services expense was $246 million in 2002, down $1 miilion from 2001. These
expenses are volume related and include external contract services, subcustodian fees, equity trading
services and fees related to securities settlement. Lower mutual fund sharehclder activities resulting from
both a decline in asset values and lower transaction volumes were largely offset by higher expenses associated
with the growth in equity trading transactions.

Occupancy expense was $246 million in 2002, up $17 miilion from 2001. State Street continued to grow
globally, with new facilities in Europe and Canada in 2002.

Other expenses were $302 million, down $91 million. Of this decrease, $38 million was attributable to
goodwill that is no longer amortized. The decrease in other expenses included reduced professional services
and advertising and sales promotion in 2002.

Income tax expense was $540 million in 2002, up $238 million compared to $302 millionin 2001. In 2002,
$199 million of tax expense is attributable to tax on the gain on the sale of the Corporate Trust business.
In 2001, tax expense was reduced by $17 million for the write-off of Bridge. Excluding these non-operating
items, income tax expense was $341 million in 2002, compared to $319 million in 2001. In 2002, the
effective tax rate was 32.1%, excluding the gain on the sale of Corporate Trust business, down slightly from
32.6% in 2001, which excludes the write-off of Bridge.
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> LINES OF BUSINESS

State Street reports two lines of business: investment Servicing and Investment Management. Given the
nature of State Street's services and management organization, the results of operations for these lines of
business are not necessarily comparable with those of other companies.

Revenue and expenses are directly charged or allocated to the lines of business through algorithm-based

management information systems. State Street prices its products and services on total client relationships and

other factors; therefore, revenue may not necessarily reflect market pricing on products within the business lines

in the same way as it would for independent business entities. Assets and liabilities are allocated according to

rules that support management’s strategic and tactical goals. Capital is allocated based on risk-weighted assets

employed and management’s judgment. The capital allocations may not be representative of the capital that might
. be required if these lines of business were independent business entities.

~ Business Divestiture includes the revenue and expenses of the divested Corporate Trust business for 2002
and 2001.

" State Street measures its line of business results on an operating basis. As such, the table below includes
an “Other/One-Time" category. For 2003, the Other/One-Time category includes the gains on the sales of

. the Private Asset Management and Corporate Trust businesses, the loss on real estate sold, and restructuring

~and merger, integration and divestiture charges. For 2002, the Other/One-Time category includes the gain
on the sale of the Corporate Trust business and restructuring charges. For 2001, the write-off of State Street's
total investment in Bridge of $50 million is included in Qther/One-Time, as well as goodwill amortization
expense, which after December 31, 2001, was no longer expensed in accordance with GAAP. See Note 13
in the Notes to the Consolidated Financial Statements for further information.

The following is a summary of the results for lines of business:

INVESTMENT SERVICING INVESTMENT MANAGEMENT  BUSINESS DIVESTITURE  OTHER/ONE-TIME TOTAL

L LINESORB S
{Dollars in milions)
Years ended December 31,

Fee revenue:

Servicing fees 0 $1,454 $1,359 ° . $1,531 $1,433

Management fees : - - 33 485 459

Global securities lending 185 215 226 272

Foreign exchange tradifig =~ 300 368 , 300 368

Brokerage fees ‘ ~~ 124 89 ‘ - : 124 89

Processing fees and other 147 160 : 184 148
. Total fee revenue N 2,210 2,191 2,850 2,769

‘Net intérast revente

‘after provision

for loan losses 975 1,015
_‘Gains on the sales of available-for-

sale investment securities, net 76 43
--Gains-on- sales of-divested. . . - o B
_businesses, net 495 -

Total revenue 4,396 3,827
_Operating expenses 2841 2897

Income before income taxes E : $108 . $1,55% $ 930

Pre-tax margin ’ o 29% 2 18%

"Average assets (billions) $ 766 $ 690 $19 . . . $79.1% 71.3

5

‘Note: Certain previously reported amounts have been reclassified to conform to the current year method of presentation.
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INVESTMENT SERVICING

Investment Servicing includes custody, accounting, daily pricing and administration; master trust and master
custody; trusteeship and recordkeeping; foreign exchange; securities lending; deposit and short-term
investment facilities; loans and lease financing; investment manager operations outsourcing and wealth
management services; and performance, risk and compliance analytics to support institutional investors. State
Street provides shareholder services, which inciudes mutual fund and collective fund shareholder accounting,
through 50%-owned affiliates, Boston Financial Data Services, Inc. and the International Financial Data
Services group of companies.

Total revenue in 2003 increased to $3.8 billion, up $567 million, or 18% from 2002. The GSS business
contributed $557 million of revenue to Investment Servicing. Excluding the GSS contribution, growth in
servicing fees and foreign exchange trading revenue was largely offset by declines in net interest revenue
and lower gains on the sales of available-for-sale securities.

Servicing fees for 2003 of $2.0 billion were up $496 million from 2002. The GSS business contributed
$354 million to servicing fees in 2003. The remainder of the increase was attributable to the full-year impact
of an acquisition in July 2002, and new business from new and existing clients. Growth in securities lending
revenue, up $21 million, was attributable to the GSS contribution of $51 million, largely offset by an
unfavorable interest rate environment. Foreign exchange trading revenue was up $91 million, $61 million
of which was attributable to the GSS business. The remainder of the increase reflects higher currency
volatility and a higher number of customer trades. Processing fees and other revenue, up $146 million from
2002, reflected $98 million from the GSS business and improvement in the structured products business
and in tax-advantaged financings.

Servicing fees, foreign exchange trading revenue, brokerage fees and gains on the sales of available-for-sale
securities for the Investment Servicing line of business are identical to the respective total consolidated
results. Please refer to the “Servicing Fees,” “Foreign Exchange Trading,” “Brokerage Fees” and “Gains on
the Sales of Available-For-Sale Securities” captions in the “Revenue” section of this Financial Review for
a more in-depth discussion.

Processing fees and other revenue and net interest revenue for Investment Servicing are nearly identical to
the consolidated information provided under the captions “Processing Fees and Other” and “Net Interest
Revenue” in the “Revenue” section of this Financial Review. A small amount of net interest revenue is
recorded in the Investment Management line of business.

Operating expenses were $2.7 billion in 2003, an increase of $450 million from 2002. The increase in
expenses from the GSS business of $517 million was largely offset by decreases in salaries and employee
benefits and other expenses as a result of State Street’s expense reduction program, including the employee
voluntary separation plan. '

INVESTMENT MANAGEMENT

investment Management offers a broad array of services for managing financial assets, including investment
management and investment research, primarily for institutional investors worldwide. These services include
passive and active U.S. and non-U.S. equity and fixed income strategies, and other related services, such
as securities lending.

Total revenue in 2003 was $644 million, up $28 million from $616 million in 2002. In 2003, management
fees were $533 million, up $48 million, or 10%, from 2002. The GSS business contributed $16 million
in 2003 to management fee revenue. Management fees for the investment Management line of business
are identical to the respective total consolidated results. Please refer to the “Management Fees” caption in
the “Revenue” section of this Financial Review for a more in-depth discussion. Securities lending revenue
in 2003 was down $2 million from 2002, reflecting the unfavorable interest rate environment. Processing
fees and other revenue included profits and losses from joint ventures and other revenue.

Operating expenses in 2003 were $509 million, up $1 million from 2002.

L
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FINANCIAL GOALS AND FACTORS THAT MAY AFFECT THEM

State Street’s primary financial goal is sustainable real growth in operating earnings per share. The
Corporation has two supporting goals, one for total operating revenue growth and one for operating return
on common stockholders’ equity (ROE). The long-term revenue goal is a 12.5% real, or inflation adjusted,
compound annual growth rate of revenue from 2000 through 2010. At present, this equates to approximately
a 15% nominal compound annual growth rate. The return on stockholders’ equity goal is 13%-15% for 2004.
The company will re-evaluate this goal at the end of 2004.

State Street considers these to be financial goals, not projections or forward-looking statements. However,
the discussion in this Financial Review, and in other portions of the Annual Report, may contain statements
that are considered “forward-looking statements” within the meaning of the federal securities laws. These
statements may be identified by such forward-looking terminology as “expect,” “look,” “believe,”
“anticipate,” “may,” “wil),"” or similar statements or variations of such terms. The Corporation’s financial
goals and such forward-looking statements involve certain risks and uncertainties, including the issues and
factors listed below and factors further described in conjunction with the forward-looking information, which
could cause actual results to differ materially. The following issues and factors should be carefully
considered. The forward-looking statements contained in the Annual Report speak only as of the time the
statements were given. The Corporation does not undertake to revise those forward-looking statements to
-reflect events after the date of this report.

CROSS-BORDER INVESTING Increased cross-border investing by clients worldwide benefits State Street’s
revenue. Future revenue may increase or decrease depending upon the extent of increases or decreases in
cross-border investments made by clients. Economic and political uncertainties resuiting from terrorist
attacks, subsequent military actions or other events could result in decreased cross-border investment
activities.

SAVINGS RATE OF INDIVIDUALS  State Street generally benefits when individuals invest their savings in mutual
funds and other collective funds or in defined contribution plans. Changes in savings rates or investment
styles may affect revenue. If there is a decline in the savings rates of individuals, or if there is a change in
investment preferences that leads to fewer investments in mutual funds, other collective funds, and defined
_ contribution plans, State Street’s revenue may be adversely affected.

ASSET VALUES IN WORLDWIDE FINANCIAL MARKETS As asset values in worldwide financial markets increase
or decrease, State Street’s opportunities to invest and service financial assets may change. Since a portion
~ of the Corporation’s fees is based on the value of assets under custody and management, fluctuations in the
valuation of worldwide securities markets will affect revenue. State Street estimates that a 10% increase
" or decrease in worldwide equity values would result in a corresponding change in State Street's total revenue
of approximately 2%. If fixed income security values worldwide were to increase or decrease by 10%, State
Street would anticipate a carresponding change of approximately 1% in its total revenue.

As asset values increase or decrease due to external cradit factors, State Street has exposure related to its
 own investing activities. The impact of such exposure would be reflected in the Corporation’s statement of
* income, statement of condition and statement of changes in stockholders’ equity.




DYNAMICS OF MARKETS SERVED Changes in markets served, including the growth rate of collective funds
worldwide, outsourcing decisions, mergers, acquisitions and consolidations among clients and competitors
and the pace of debt issuance, can affect revenue. In general, State Street benefits from increases in the
volume of financial market transactions serviced.

State Street provides services worldwide. Global and regional economic factors and changes or potential
changes in laws and regulations affecting the Corporation’s business - including volatile currencies, pace
of inflation, changes in monetary policy, changes in domestic and international banking supervisory
regulations including capital requirements, and social and political instability - could affect results of
operations. The terrorist attacks that took place in the United States on September 11, 2001, and
subsequent military action and terrorist activities, have caused economic and political uncertainties. These
activities and the national and global efforts to combat terrorism, and other military activities and outbreaks
of hostilities have affected and may further adversely affect economic growth, and may have other adverse
effects on many companies, including State Street, in ways that are not predictable. Financial reporting
irregularities involving large and well-known companies and regulatory investigations of mutual fund industry
practices and behavior may have adverse effects on State Street in ways that are not predictable. State Street
is broadly involved with the mutual fund industry, and governmental agen'cies have sought information from
it in connection with investigations relating to that industry.

Legislation may cause changes in the competitive environment in which State Street operates, which could
include, among other things, broadening the scope of activities of significant competitors, or facilitating
consolidation of competitors into stronger entities, or attracting large and well-capitalized new competitors
into State Street's traditional businesses. Such factors and changes, and the ability of the Corporation to
address and adapt to the regulatory and competitive challenges, may affect future results of operations.

The Basel Committee on Banking Supervision is in the process of finalizing the New Basel Capital Accord
(Basel l1). The U.S. Banking and Thrift regulatory agencies have begun the process of U.S. implementation
of Basel Il through the joint issuance of an Advance Notice of Proposed Rulemaking (*“ANPR") and
Draft Supervisory Guidance. After obtaining comments on the ANPR and Draft Guidance, the agencies
are expected to release proposed rules for comment, and ultimately final rules. The Corporation cannot
predict the final form of the Base! Il accord or the related U.S. rules and their impact on the Corporation.
However, changes to the risk-based capital guidelines as proposed may adversely affect the Corporation's
capital status.

ACCOUNTING PRINCIPLES Changes in accounting principles generally accepted in the United States
applicable to State Street could have a material impact on the Corporation’s reported resuits of operations.
While such changes may not have an economic impact on the business of State Street, these changes could
affect the attainment of the current measures of the Corporation's financial goals.

TAX LEGISLATION Changes in tax legislation or the interpretation of existing tax laws worldwide could have
a material impact on the Corporation’s reported results of operations.

INTEREST RATES The levels of market interest rates, the shape of the yield curve and the direction and speed
of interest rate changes relative to the geographic mix of the Corporation’s interest-bearing assets and
liabilities affect net interest revenue and securities lending revenue. In the short term, State Street’s net
interest revenue and securities lending revenue benefit from falling interest rates and are negatively affected
by rising rates because interest-bearing liabilities reprice sooner than interest-earning assets. [n general,
sustained lower interest rates and a flat yield curve have a constraining effect on net interest revenue and
securities lending revenue growth. Market interest rates also impact the value of certain derivative products
whose change in value is reflected in processing fees and other in the Consolidated Statement of Income.
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LIQUIDITY  Any occurrence that may limit the Corporation’s access to the funds markets, such as a decline
in the confidence of debt purchasers, depositors or counterparties participating in the funds markets in
- general or with State Street in particular, or a downgrade of State Street's debt rating, may adversely affect

| State Street’s ability to raise capital and, in turn, its liquidity.

" CAPITAL Under regulatory capital adequacy guidelines, State Street and State Street Bank must meet
- guidelines that'involve quantitative measures of assets, liabiiities and certain off-balance sheet items. Failure
to meet minimum capital requirements could have a direct material effect on State Street's financial
. condition; failure to maintain the status of “well capitalized” under the regulatory framework could affect
© State Street’s status as a financial holding company and eligibility for a streamlined review process for
~ acquisition prdposals. In addition, failure to maintain the status of “well capitalized” could affect the
~ confidence of State Street’s clients in the Corporation and could adversely affect its business.

In addition to being well-capitalized, State Street and State Street Bank are subject to guidelines that involve
qualitative judgments by regulators about the entities’ status as well-managed and the entities’ compliance
with Community Reinvestment Act obligations.

IFederal laws and related regulations limit the amount that banks, including State Street Bank, may invest
in international subsidiaries. This limitation may affect the pace of future international expansion by State
Street Bank through this type of subsidiary. State Street Bank is near this limit; however, available alternatives
exist for international expansion by the Corporation and State Street Bank.

VOLATILITY OF CURRENCY MARKETS The degree of volatility in foreign exchange rates can affect foreign
exchange trading revenue. In general, State Street benefits from currency volatility. Accordingly, foreign
- exchange revenue is likely to decrease during times of decreased currency volatility. In addition, as State

Street’s business grows globally, State Street’s exposure to changes in foreign currency exchange rates could
' impact State Street’s level of revenue and expense and net income and the value of State Street’s investments
in its non-U.S. operations.

PACE OF PENSION REFORM  State Street expects its business to benefit from worldwide pension reform that
creates additional pools of assets that use custody and related services, and investment management
services. The pace of pension reform and resutting programs, including public and private pension schemes,
may affect the pace of revenue growth. If the pace of pension reform and resulting programs, including public
and private pension schemes, slows down or if pension reform does not occur, revenue growth may be
adversely affected.

PRICING/COMPETITION Future prices the Corporation is able to obtain for its products may increase or
decrease from current levels depending upon demand for its products, its competitors’ activities, customer
pricing reviews and the introduction of new products into the marketplace.

PACE OF NEW BUSINESS; BUSINESS MIX A decline in the pace at which State Street attracts new clients, and
~ the pace at which existing and new clients use additional services and assign additional assets to State Street
for management or custody, will adversely affect future results of operations. A decline in the rate at which
clients outsource functions such as their internal accounting activities, would also adversely affect results
of operations. In addition, changes in business mix and in the source of revenue, including the mix of U.S.
and non-U.S. business, may affect future results of operations, depending on the economic and competitive
conditions of those geographic areas at the time.
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BUSINESS CONTINUITY State Street has business continuity and disaster recovery plans in place. However,
external events, including terrorist or military actions and resulting political and social turmoil, could arise
that would cause unforeseen damage to State Street’s physical facilities or could cause delays or disruptions
to operational functions, including information processing and financial market settlement functions.
Additionally, State Street’s clients, vendors and counterparties could suffer from such events. Should these
events affect State Street, or the clients, vendors or counterparties with which it conducts business, State
Street’s results of operations could be adversely affected.

RATE OF TECHNOLOGICAL CHANGE Technological change often creates opportunities for product
differentiation and reduced costs, as well as the possibility of increased expenses. Developments in the
securities processing industry, including shortened settlement cycles and straight-through-processing, will
result in changes to existing procedures. Alternative delivery systems have emerged, including the
widespread use of the Internet. State Street’s financial performance depends in part on its ability to develop
and market new and innovative services, and to adopt or develop new technologies that differentiate State
Street's products or provide cost efficiencies.

The risks inherent in this process include rapid technological change in the industry, the Corporation’s ability
to access technical and other information from clients, and the significant and ongoing investments required
to bring new services to market in a timely fashion at competitive prices. A further risk is the introduction
by competitors of services that could replace or provide lower-cost alternatives to State Street services.

State Street uses trademark, trade secret, copyright and other proprietary rights procedures to protect its
technology, and has applied for a limited number of patents in connection with certain software programs.
Despite these efforts, State Street cannot be certain that the steps taken by it to prevent unauthorized use
of proprietary rights are sufficient to prevent misappropriation of technology, particuiarly outside the United
States where laws or law enforcement practices may not protect proprietary rights as fully as in the United
States. In addition, no assurance can be given that the courts will adequately enforce contractual agreements
that State Street has entered into to protect its proprietary technology. If any of its proprietary information
were misappropriated by or otherwise disclosed to its competitors, State Street's competitive position could
be adversely affected. In the event a third party asserts a claim of infringement of its proprietary rights,
obtained through patents or otherwise, against the Corporation, State Street may be required to spend
significant resources to defend against such claims, develop a non-infringing program or process, or obtain
a license to the infringed process.

ACQUISITIONS, ALLIANCES AND DIVESTITURES Acquisitions of complementary businesses and technologies
and development of strategic alliances and divestitures of portions of its business are an active part of State
Street's overall business strategy. The Corporation has completed several acquisitions, alliances and .
divestitures in recent years. However, there can be no assurance that services, technologies, key personnel
or businesses of acquired companies will be effectively assimilated into State Street’s business or service
offerings or that alliances will be successful. In addition, State Street may not be able to successfully
complete any divestiture on satisfactory terms, if at all, and divestitures may result in a reduction of total
revenue and net income.
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> FINANCIAL CONDITION

BALANCE SHEET

State Street provides deposit and other balance sheet services toits institutional investor clients. In executing
their worldwide cash management activities, State Street's clients use short-term investments and deposit
accounts that constitute the majority of State Street’s liabilities. These client investment activities affect
the Corporation’s approach to managing interest rate sensitivity, liquidity and credit risk.

LIABILITIES

State Street uses its balance sheet capacity to support clients’ transactions and short-term investment strategies.

- State Street’s objectives and clients’ needs determine the volume, mix and currencies of the liabilities.

Average interest-bearing liabilities decreased $310 million in 2003; however, this was more than offset by

. a $1.2 billion_increase in noninterest-bearing client deposits. Clients use noninterest-bearing deposit
- accounts for transaction settiements and as compensation to State Street for services.

ASSETS

State Street’s assets consist primarily of short-term money market assets and investment securities, which are
generally more liquid than other types of assets. Investment securities, principally classified as available-for-sale,

" include U.S. Treasury and federal agency securities, highly-rated municipal securities, asset-backed securities,

money-market mutual funds and non-U.S. government bonds. Money market assets include securities purchased
under resale agreements, securities borrowed, federal funds sold and interest-bearing deposits with banks that
are short-term, multicurrency instruments invested with major multinational banks. Refer to Note 3 in the Notes
to the Consolidated Financial Statements for detail regarding available-for-sale investment securities, including
the determination of when unrealized losses are considered other-than-temporary.
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Average interest-earning assets increased $327 million, less than 1%, in 2003. Other assets increased year
over year due to increases in goodwill and intangibles from the GSS acquisition. Total investment securities
increased $9.9 billion, or 47%, from 2002, primarily due to investments in short-term U.S. Treasuries and
U.S. federal agencies. This increase was largely offset by declines of securities purchased under resale
agreements of $7.9 billion from 2002, and interest-bearing deposits with banks of $1.8 billion.

FAIR VALUE OF FINANCIAL INSTRUMENTS

The short duration of State Street’s assets and liabilities results in the fair value of its financial instruments
equating to or closely approximating their balance sheet value. See Note 24 in the Notes to the Consolidated
Financial Statements for further discussion.

Further quantitative information on State Street's assets and liabilities is furnished in Notes 3 through 9 in
the Notes to the Consolidated Financial Statements.

LIQUIDITY, CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS,
AND CAPITAL

LIQUIDITY

The primary objective of State Street’s liquidity management is to ensure that the Corporation has sufficient
funds to meet its commitments and business needs, including accommodating the transaction and cash
management requirements of its clients. Liquidity is provided by State Street’s access to global debt markets,
its ability to gather additional deposits from its clients, maturing short-term assets, sales of securities and
repayment of clients’ loans. Client deposits and other funds provide multi-currency, geographically diverse
sources of liquidity.

State Street maintains a large portfolio of liquid assets, defined as cash and due from banks, interest-bearing
deposits with banks, securities purchased under resale agreements and securities borrowed, federal funds
sold, trading account assets and investment securities. As of December 31, 2003, the Corporation’s defined
liquid assets were $73.3 billion or 84% of total assets, a significant portion of which can be sold on the cpen
market to meet liquidity needs. Securities carried at $13.3 billion and $10.3 billion at December 31, 2003
and 2002, respectively, were designated as pledged securities for public and trust deposits, borrowed funds
and for other purposes as provided by law. At December 31, 2003, State Street had defined short-term
liabilities of $72.8 billion. State Street had $125 million in net unrealized gains on available-for-sale
investment securities at December 31, 2003, on a pre-tax basis, reflected in accumulated other
comprehensive income in equity as $74 million, after tax.

State Street Bank can issue bank notes with an aggregate limit of $750 million and with origina! maturities
ranging from 14 days to five years. At December 31, 2003, no notes payable were outstanding and all
$750 million was available for issuance. State Street can issue commercial paper with an aggregate limit
of $1.0 billion and with original maturities of up to 270 days from the date of issue. At December 31, 2003,
State Street had $981 million of commercial paper outstanding.

State Street maintains a universal shelf registration statement that allows for the offering and sale of
unsecured debt securities, capital securities, common stock, depositary shares and preferred stock, and
warrants to purchase such securities, including any shares into which the preferred stock and depositary
shares may be convertible, or any combination thereof. At December 31, 2002, $1.5 billion of the shelf
registration was available for issuance. In January 2003, in connection with its acquisition of the GSS
business, State Street issued $345 million of floating-rate, medium-term capital securities due 2008. In
addition, State Street issued $283 million, or 7,153,000 shares of common stock, and $345 million, or
1,725,000 units of SPACES™. At December 31, 2003, $469 million of State Street’s shelf registration
statement was available for issuance.
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In September 2003, State Street Bank authorized $1 billion and issued $400 million of 5.25% Subordinated
Bank Notes due 2018 (“the Notes”). The Notes bear an interest rate of 5.25% per annum, and State Street
Bank is required to make semi-annual interest payments on the outstanding principal balance of the Notes
on April 15 and October 15 of each year. The Notes qualify as Tier 2 capital for bank regulatory purposes.
in connection with this offering, State Street Bank executed fair value swaps with a notional value of
$400 million to, in effect, convert the Notes from fixed rate to variable rate.

At December 31, 2003, $290 million was included in long-term debt that related to the capital lease for
“One Lincoln Street, a new office building located in Boston, Massachusetts that State Street began to occupy
in 2003.

State Street endeavors to maintain high investment-grade ratings on its debt, as measured by independent
credit rating agencies. High ratings on debt minimize borrowing costs and enhance State Street’s liquidity
by ensuring the largest possible market for the Corporation’s debt. State Street's senior debt is rated AA- by
Standard & Poor’s, Aa3 by Moody's Investors Service and AA by Fitch, Inc. State Street Bank’s long-term
deposits are rated AA by Standard & Poor's, Aa2 by Moody’s Investors Service and AA by Fitch, Inc. With
the exception of the Fitch, Inc. rating on long-term deposits, which was rated AA+ in 2002, there have been
no changes in State Street’s ratings.

The Consolidated Statement of Cash Flows provides additional liquidity information.

CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS

“T{DENES R mittions)”
As of December 31, 2003
" Long-term™®
Cperating leases
i Capital lease obligations
SPACES

Total contractual -cash obligations

i {i) ~Long-term debt above excludes capital leases (reported as a separate line item) and the effect of interest rate swaps. Interest payments
were calculated at the stated rate, with the exception of floating-rate debt for which payments were calcutated using the indexed rate
in effect at December 31, 2003.

el
] (DQE%?S in 05}
#s of December 31, 2003
Liquidity asset purchase agreements
l.oan commitments
Standby letters of credit

Total commercial commitments

(1) Amounts committed are reported net of participations.

l.oan commitments (unfunded loans and unused lines of credit), liquidity asset purchase agreements and
standby letters of credit are issued to accommodate the financing needs of State Street's clients and to
provide liquidity and credit enhancements to variable interest entities. Loan commitments are agreements
by State Street to lend monies at a future date. Liquidity asset purchase agreements are commitments to
purchase receivables or securities, subject to conditions established in the agreements.
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These loan, liquidity asset purchase and letter of credit commitments are subject to the same-credit policies
and reviews as toans. Approximately 86% of the loan commitments and asset purchase agreements expire
within one year from the date of issue. Since many of the commitments are expected to expire or renew
without being drawn, the total commitment amounts do not necessarily represent future cash requirements.

CAPITAL

State Street’s objective is to maintain a strong capital base in order to provide financial flexibility for its
business needs, including funding corporate growth and supporting clients’ cash management needs. As a
state-chartered bank and member of the Federal Reserve System, State Street Bank, State Street’s principal
subsidiary, is primarily regulated by the Federal Reserve Board, which has established guidelines for
minimum capital ratios. State Street has developed internal capital adequacy policies to ensure that State
Street Bank meets or exceeds the level required for the “well-capitalized” category, the highest of the Federal
Reserve Board’s five capital categories. State Street Bank must meet the regulatory designation of “well
capitalized” in order for State Street to maintain its status as a financial holding company. State Street’s
capital management emphasizes risk exposure rather than asset levels.

At December 31, 2003, the Corporation’'s Tier 1 and total risk-based capital ratios were 14.0% and 15.8%,
respectively, down from 17.1% and 18.0% at year-end 2002. Tier 1 and total risk-based capital were
negatively impacted by the increase in goodwill and intangibles from the GSS acquisition, and the
restructuring charges recorded in 2003. However, Tier 1 and total risk-based capital benefited from the
issuance of 7,125,000 shares of common stock and from the issuance of $345 million of capital securities
that qualify as Tier 1 capital. [n addition, total risk-based capital benefited by the issuance of $400 million
of subordinated notes that qualified as Tier 2 capital. Increases in outstanding off-balance sheet indemnified
securities lending transactions, resulting from new clients obtained from the GSS acquisition, drove the
increase in risk-weighted assets from year-end 2002.

At December 31, 2003, State Street Bank’'s Tier 1 and total risk-based capital ratios were 12.4% and 13.7%,
respectively, down from 16.4% and 16.5% at year-end 2002. Tier 1 and total risk-based capital were
negatively impacted by the increase in goodwill and intangibles from the GSS acquisition and the
restructuring charges recorded in 2003; however, total risk-based capital benefited from the issuance by
State Street Bank of $400 million of subordinated notes that qualified as Tier 2 capital. Increases in
outstanding off-balance sheet indemnified securities lending transactions drove the increase in risk-weighted
assets from year-end 2002.

At December 31, 2003, and December 31, 2002, both ratios for State Street and State Street Bank exceed
the regulatory minimum of 4% and the well-capitalized threshold of 6% for the Tier 1 capital ratio, and the
minimum of 8% and well-capitalized threshold of 10% for the total risk-based capital ratio.

State Street and State Street Bank had Tier 1 leverage ratios of 5.6% and 5.4%, respectively, at
December 31, 2003, exceeding the regulatory minimum of 3% and the well-capitalized threshold of 5%.
See Note 12 to the Notes to Consolidated Financial Statements for further information.

" State Street’s Board of Directors has authorized the purchase of State Street common stock for use in

employee benefit programs and for general corporate purposes. As of December 31, 2003, 8,320,000 shares
may be purchased under the stock purchase program. State Street employs a third-party broker-dealer to
acquire shares for the stock purchase program on the open market.
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MARKEY PRICE

2002:

First Quarter $.11 $48.12 $58.36 $55.38
Second Quarter . 41.25 55.68 44.70
Third Quarter . . . 38.64

Fourth Quarter k ‘ 39 OQ

State Street has increased its quarterly dividend twice each year since 1978. Over the last ten years,
dividends per share have grown at a 16% compound annual growth rate. At December 31, 2003, State Street
Bank had $1.9 billion of retained earnings available for distribution to State Street in the form of dividends.

FRIZN
(Dollars)

There were 5,273 stockholders of record of common stock as of December 31, 2003.

> RISK MANAGEMENT

In providing services for institutional investors globally, State Street must manage and control certain
inherent risks. These risks include credit risk, operational risk and market risk. Risk management is
fundamentally the responsibility of the business areas and thus, is an integral component of State Street’s
business activities. A dedicated corporate group, Enterprise Risk Management, provides risk management
| support, coordination and oversight across the Corporation.

State Street has a comprehensive and disciplined approach to risk management. The Board of Directors
provides extensive review and oversight of the Corporation’s overall risk management process. Senior
Management is responsible for policy formulation, implementation of policies approved by the Board of
Directors, and for day-to-day risk management. Enterprise Risk Management has the responsibility for
overseeing the Corporation’s enterprise-wide risk management policies and procedures and modifying its
structure as necessary to address the increasingly complex structure of the business. Management of the
business areas is responsible for managing risk in their core activities. Executive management committees,
such as the Major Risk Committee and Financial Policy Committee, are dedicated to the review of business
activities with significant risk content. In addition, corporate committees, such as the Investment Committee,
Fiduciary Review Committee and the Corporate Compliance Committee, focus on risk topics across the
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Corporation, and business level committees, such as the Securities Finance Risk Management Committee,
provide focused business area risk management review and oversight.

The risk management program is complemented by Corporate Audit whose role is to provide the Board of
Directors and management with continuous monitoring and control assessments to ensure adherence to the
Corporation’s policies and procedures and effectiveness of its system of internal controls. Additionally, the
internal control environment is evaluated through external examinations and regulatory compliance efforts,
including Statement on Auditing Standards 70, which is applicable to service organizations, the FDIC
improvement Act of 1991, and the Sarbanes-Oxley Act of 2002.

While State Street believes its risk management program is effective in managing the risks of its business,
the effectiveness of its policies and procedures for managing risk exposure can never be fully assured. For
example, a material counterparty failure or a material default of an obligor could have an adverse effect on
the results of operations of the Corporation.

CREDIT RISK

Credit and counterparty risk results from the possibility that a loss may occur if a borrower or counterparty
becomes unable to meet the terms of a contract. State Street has robust guidelines and procedures to monitor
and manage all aspects of credit and counterparty risk, which incorporate risk elements including
concentration risk, country risk, liquidity and settlement risk. The comprehensive credit approval and review
process involves the assignment of risk ratings to all loans and off-balance sheet credit exposures. Rigorous
processes for credit approval cover traditional credit facilities, foreign exchange, placements, liquidity and
credit-enhancement services, securities lending and securities-clearing facilities.

OPERATIONAL RISK

Operational risk is the potential for loss resuiting from inadequate or failed internal processes, people, and
systems or from external events. State Street is the world’s leading provider of services to institutional
investors. The Corporation’s clients have a broad array of complex and specialized servicing and fiduciary
requirements; therefore, oversight of operational risk is an integral part of the management process
throughout the Corporation. State Street’s internal control environment is designed to provide a sound
operational environment. The Corporation’s operational risk management discipline provides the structure
to identify, evaluate, control, monitor, measure, mitigate and report operational risk.

MARKET RISK

Market risk is the risk of adverse financial impact due to changes in market prices, such as interest rates
and foreign exchange rates. State Street engages in trading and investment activities to serve clients’
investment and trading needs and to contribute to overall corporate earnings and liquidity. In the conduct
of these activities, the Corporation is subject to, and assumes, market risk. The level of risk State Street
assumes is a function of the Corporation’s overall objectives and liquidity needs, client requirements, and
market volatility.

State Street manages its overall market risk through a comprehensive risk management framework. This
structure includes a market risk management group that reports independently to senior management.
Market risk from foreign exchange and trading activities is controlled through established imits on aggregate
and net open positions, sensitivity to changes in interest rates, and concentrations. These limits are
supplemented by stop-loss thresholds. The Corporation uses a variety of risk management tools and
techniques, including value at risk, to measure, monitor and control market risk. All limits and measurement
techniques are reviewed and adjusted as necessary on a regular basis by business managers, the market risk
management group and the Invesiment Committee.
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State Street uses foreign exchange contracts and a variety of financial derivative instruments to support
clients' needs, conduct trading activities, and manage its interest rate and currency risk. These activities
are designed to create trading revenue or hedge net interest revenue. In addition, the Corporation provides
services related to derivative instruments in its role as both a manager and servicer of financial assets.

State Street’s clients use derivatives to manage the financial risks associated with their investment goals and
business activities. With the growth of cross-border investing, clients have an increasing need for foreign
exchange forward contracts to convert currency for international investment and to manage the currency risk
in international investment portfolios. As an active participant in the foreign exchange markets, State Street
‘provides foreign exchange forward contracts and over-the-counter options in support of these client needs.

TRADING ACTIVITIES: FOREIGN EXCHANGE AND INTEREST RATE SENSITIVITY

As part of its trading activities, the Corporation assumes positions in both the foreign exchange and interest
rate markets by buying and selling cash instruments and using financial derivatives, including foreign
exchange forward contracts, foreign exchange and interest rate options, and interest rate swaps. As of
December 31, 2003, the notional amounts of these derivative instruments were $370.5 billion, of which
$322.1 billion were foreign exchange forward contracts. Long and short foreign-exchange forward-positions
are closely matched to minimize currency and interest rate risk. All foreign exchange contracts are valued
daily at current market rates.

The Corporation uses a variety of risk measurement and estimation techniques, including value at risk. Value
at risk is an estimate of potential loss for a given period within a stated statistical confidence interval. State
Street uses a risk management system to estimate value at risk daily for all material trading positions. The
Corporation has adopted standards for estimating value at risk, and maintains capital for market risk, in
accordance with the Federal Reserve’s Capital Adequacy Guidelines for market risk. Value at risk is estimated
for a 99% one-tail confidence interval and an assumed one-day holding peried using a historical observation
period of greater than one year. A 99% one-tail confidence interval implies that daily trading losses should
not exceed the estimated value at risk more than 1% of the time, or approximately three days out of the year.
The methodology uses a simulation approach based on observed changes in interest rates and foreign
exchange rates and takes into account the resulting diversification benefits provided from the mix of the
Corporation’s trading positions.

-Like all quantitative risk measures, value at risk is subject to certain limitations and assumptions inherent
to the methodology. State Street's methodology gives equal weight to all market rate observations regardless
of how recently the market rates were observed. The estimate is calculated using static portfolios consisting
of positions held at the end of the trading day. Implicit in the estimate is the assumption that no intraday
action is taken by management during adverse market movements. As a resuit, the methodology does not
represent risk associated with intraday changes in positions or intraday price volatility.

The following table presents State Street’s market risk for its trading activities as measured by its value at
risk methodology:

2002:
Foreign exchange products $1.0 $2.5
Interest rate products 2.8 4.3
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State Street compares actual daily profit and losses from trading activities to estimated one-day value at risk.
During 2003 and 2002, State Street did not experience any trading losses in excess of its end-of-day value
at risk estimate.

NON-TRADING ACTIVITIES: CURRENCY RISK

State Street had $24.4 billion of non-U.S. dollar-denominated non-trading assets as of December 31, 2003,
which were funded by non-U.S. dollar-denominated deposits. State Street’s non-U.S. dollar-denominated
non-trading assets included 53 currencies. Approximately 97% of these assets were in eight major
currencies. Since non-trading assets are generally invested in the same currency in which the initial deposits
are received, the risk associated with changes to currency exchange rates is minimal. To the extent that
deposits are not reinvested in the same currency, the resulting net currency positions are managed as part
of trading risk as discussed above.

In general, the maturities of these non-trading assets and liabilities are short term. To the extent duration
mismatches exist, they are managed as part of State Street's consolidated asset/liability management
activities, and the related market risk is included in the following non-trading interest rate sensitivity
disclosure.

NON-TRADING ACTIVITIES: INTEREST RATE SENSITIVITY

The objective of interest rate sensitivity management is to provide sustainable net interest revenue under
various economic environments and to protect asset values from adverse effects of changes in interest rates.
State Street manages the structure of interest-earning assets and interest-bearing liabilities by adjusting the
mix, yields and maturity or repricing characteristics based on market conditions. Since interest-bearing
sources of funds are predominantly short term, State Street maintains a generally short-term structure for
its interest-earning assets, including money market assets, investments and loans. Interest rate swaps are
used minimally as part of overall asset and liability management to augment State Street’'s management of
interest rate exposure. State Street uses three tools for measuring interest rate risk: simulation, duration and
gap analysis.

Key assumptions in the simulation, duration and gap models include the timing of cash flows, maturity and
repricing of financial instruments, changes in market conditions, capital planning, and deposit sensitivity.
These assumptions are inherently uncertain and as a result, the models cannot precisely calculate net interest
revenue or precisely predict the impact of changes in interest rates on net interest revenue and economic
value. Actual results may differ from simulated results due to the timing, magnitude and frequency of interest
rate changes and changes in market conditions and management strategies, among other factors.

Simulation models facilitate the evaluation of the potential range of net interest revenue under a “most likely”
scenario, alternative interest rate scenarios and rate shock tests. Based upon results of the simulation model
as of December 31, 2003, there would be a decrease in net interest revenue of $97 miltion over the following
12 months for an immediate 100-basis-peoint increase in ali global interest rates. {f interest rates immediately
decreased by 100 basis points, the mode! shows an increase in net interest revenue of less than $53 million
over the following 12 months.

Duration measures the change in the economic value of assets and liabilities for given changes in interest
rates. Based upon the results of the duration model as of December 31, 2003, there would be a decrease
in the economic value of assets, net of liabilities, of $379 million, or .44% of assets, as a result of an
immediate increase in all global interest rates of 100 basis points. In the event of an immediate decrease
of 100 basis points to interest rates, the model shows an increase of $321 million, or .37% of assets, to
the economic value of assets, net of liabilities.

The third measure of interest rate risk, gap analysis, is the difference in asset and liability repricing on a
cumulative basis within a specified time period. As of year-end 2003, interest-bearing liabilities will reprice
faster than interest-earning assets over the next 12 months, as has been typical for State Street. If all other
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-variables remained constant, in the short term, falling interest rates would lead to net interest revenue that

is higher than it would otherwise have been. Rising rates would lead to lower net interest revenue. Other
important determinants of net interest revenue are balance sheet size and mix, interest rate spreads, the slope
of the yield curve, and rate levels.

-Measures of interest-rate sensitivity are monitored by the respective business units and the Investment and
‘Financial Policy Committees.

OFF-BALANCE SHEET ARRANGEMENTS AND FINANCIAL INSTRUMENT RISK

Assets under custody and assets under management are held in a fiduciary or custodial capacity for State
Street’s clients and are not recorded on the Corporation’s balance sheet in accordance with accounting
principles generally accepted in the United States. Similarly, collateral funds resulting from State Street's
securities lending services are held by State Street as agent; therefore, these assets are not consolidated in
the Corporation's Consolidated Statement of Condition.

State Street sells and distributes securities for two types of off-balance sheet entities that are not included
in the Consolidated Financial Statements of the Corporation.

One type, special purposes entities (“SPEs"), as defined by FIN 46 (revised), which State Street has
administered since 1992, issues asset-backed commercial paper (“ABCP") that is rated P-1 by Moody's
Investors Service and/or A-1 or better by Standard & Poor’s. State Street and unrelated dealers sell and
distribute the commercial paper issued by the SPEs. The commercial paper represents debt issued by the
SPEs. The assets of these SPEs include investment securities and purchased receivables that back the
commercial paper. Such assets are transferred to the SPEs by unrelated third parties. State Street provides
liguidity and credit enhancement facilities in the forms of liquidity asset purchase agreements, lines of credit,
and standby letters of credit to the SPEs. At December 31, 2003, State Street’s commitments under liquidity
asset purchase agreements and lines of credit to these SPEs were $11.9 billion, and standby letters of credit
were $644 million. During the year ended December 31, 2003, $50 million was drawn under a fiquidity
asset purchase agreement. Amounts committed, but unused, under the liquidity asset purchase agreements,
lines of credit, and standby letters of credit that State Street provides to these SPEs are included in the
disclosures in Note 23 in the Notes to the Consolidated Financial Statements. Asset performance
deterioration may cause the asset risk to shift from the ABCP investors to State Street as the credit
enhancement provider for the asset as the SPE may need to repay maturing commercial paper by drawing
the liquidity facilities. Fee revenue for administration, liquidity facilities and credit enhancements was
$49 million in 2003 and $41 million in 2002. At December 31, 2003, these ABCP programs had total
‘commercial paper outstanding of $12.2 billion.

FASB Interpretation No. 46, “Consolidation of Variable Interest Entities” (“FIN 46"} impacted the program.
State Street applied an expected loss model to determine the primary beneficiary of the VIEs. Variable
interests factored in to the model include basis risk, credit risk, interest risk and fees to the Administrator.
. Theresults of the model required State Street to modify the VIEs by selling certain fixed rate assets and related
interest rate swaps, and issuing subordinated notes to outside investors in an amount large enough to absorb
“the majority of the respective VIE's expected losses, as defined in FIN 46. State Street holds no equity
-ownership interest in these VIEs, which are structured as bankruptcy-remote corporations. These changes
clarify the fact that State Street is not the primary beneficiary, as defined in FIN 46, and as such does not
consolidate the VIEs.

For a second type of off-balance sheet entity, structured as qualified special purpose entities (“QSPEs") in
accordance with accounting principles generally accepted in the United States, State Street distributes and
sells to mutual fund clients equity interests in tax-exempt investment-grade assets. For these QSPEs, State
. Street transfers the assets from its investment portfolio at fair market value. Such transfers are treated as
-sales. For the years ended 2003 and 2002 State Street sold $393 million and $33 million of investment
securities, respectively, to the QSPEs. The QSPEs finance the acquisition of these assets by selling equity
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interests to third-party investors. State Street owns a minority residual interest in these QSPEs of less than
6%, or $76 million. As of December 31, 2003, these trusts have a weighted average life of approximately
5.5 years. In a separate agreement, State Street provides liquidity asset purchase agreements to these
entities. These liquidity asset purchase agreements obligate State Street {o buy the equity interests in the
underlying portfolio at par value, which approximates market value, in the event that the re-marketing agent
is unable to place the equity interests of the QSPE with investors. The liquidity asset purchase agreements
are subject to early termination by State Street in the event of payment default, bankruptcy of issuer or credit
enhancement provider, taxability, or downgrade of an asset below investment grade. Fee revenue for
administrative services, liquidity asset purchase agreements and residual interest earnings totaled
$38 million in 2003, before tax benefit. In connection with State Street's balance sheet management
activities, the Corporation incurred $32 million of interest expense on interest rate swap contracts designated
as fair value hedges against the minority residual interest of the QSPEs. As of December 31, 2003, these
QSPEs had total assets of $1.3 billion in a tax-exempt market estimated between $70-$80 billion. State
Street’s liquidity asset purchase agreements to these QSPEs were $1.2 billion at December 31, 2003, none
of which were utilized, and are included in the disclosures in Note 23 in the Notes to the Consolidated
Financial Statements.

During 2003, State Street acquired and transferred approximately $1.5 bitlion of investment securities out
of its available-for-sale portfolio at fair market value in exchange for cash to an off-balance sheet entity
structured as a QSPE. These transfers were treated as sales. State Street provides investment management
services to this unaffiliated QSPE.

The risks associated with providing administration, liquidity, and/or credit enhancements to both types of
off-balance sheet entities are reviewed as part of State Street’s corporate risk management process in a
manner that is consistent with applicable policies and guidelines. State Street believes that it has sufficient
liquidity and has provided adequate credit reserves to cover any risks associated with these activities.

State Street has various off-balance sheet financial instruments that expose the Corporation to volatility in
the Consolidated Statement of Income. These financial instruments, as further explained in Notes 10 and
23 in the Notes to the Consolidated Financial Statements, include the variable-share contracts issued as
part of the SPACESSM product and hedge ineffectiveness in the Corporation’s balance sheet management
program and against changes in value of certain available-for-sale securities.

If the Corporation’s stock price were to increase or decrease, there would be a corresponding increase or
decrease in the fair value of the variable share contracts issued as part of the SPACESSM product. Such
changes in value would be reflected in processing fees and other revenue. The Corporation has the right to
fix the number of shares per contract to be delivered to the Corporation upon settlement under the variabie-
share repurchase contracts (COVERS). By exercising this right, the variable-share repurchase contracts are
changed to fixed-share repurchase contracts eliminating the requirement to mark the contracts to market.
On February 17, 2004, the Corporation gave notice to the Purchase Contract Agent of its election to fix the
number of shares per the variable-share repurchase contract. The effective date of the settlement rate, as
fixed, is expected to be March 22, 2004.

If the interest rate hedges employed in the Corporation’s balance sheet management strategy are determined
to be less than perfectly effective, any ineffectiveness would be reported in current period earnings. If the
hedges are highly ineffective, the entire change in value of the derivatives could impact current period
earnings through processing fees and other revenue.

Rapid changes in interest rates would have a significant impact on the value of certain interest rate derivatives
acquired in the trading portfolio that are held as an economic hedge against certain available-for-sale securities.
The changes in value of the interest rate contracts would be recorded in processing fees and other revenue.
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> CRITICAL ACCOUNTING ESTIMATES

Critical accounting estimates are those that require management to make assumptions that are difficult,
subjective or complex about matters that are uncertain and may change in subsequent periods, resulting in
changes to reported results.

State Street's significant accounting policies are described in Note 1 in the Notes to the Consolidated
Financial Statements. The majority of these accounting policies do not require management to make difficult,
subjective or complex judgments or estimates, or the variability of the estimates is not material. However,
‘the following policies could be deemed critical. State Street’s management has discussed these critical
accounting estimates with the Examining and Audit Committee of the Board of Directors.

> LEASE FINANCING

State Street has a leveraged lease financing portfolio, including lease-in-lease-out structures, consisting of U.S.
and cross-border financings, primarily for transportation equipment, including trains, aircraft and ships.
State Street has provided lease financing services since 1981, and at December 31, 2003, the portfolio
aggregated $2.2 billion, and is reflected in Note 4 in the Notes to the Consolidated Financial Statements. This
partfolio is recorded net of non-recourse debt, and revenue is recognized as interest revenue. Interest revenue
‘from the lease portfolic was $87 million in 2003. Due to the long-term, cross-border nature of many of these
leases and the number of‘éssumptions, including residual values, cash flows and income tax regulations and rates,
risk is associated with this revenue should any of these assumptions change in future periods.

> CONTINGENCIES AND OTHER RESERVES

State Street has established reserves for risk of losses, including loan losses and tax contingencies. The
allowance for loan losses is maintained at a level adequate to absorb probable losses as further described
in Note 1 in the Notes to the Consolidated Financial Statements.

In the normal course of business, State Street is subject to challenges from U.S. and non-U.S. tax authorities
regarding the amount of taxes due. These challenges may result in adjustments of the timing or amount of
taxable income or deductions or the allocation of income among tax jurisdictions. The Internal Revenue
Service (“IRS") is conducting an examination of State Street’s federal income tax returns for the years ended
December 31, 1997, 1998 and 1999. In the fourth quarter, the IRS issued Notices of Proposed Adjustment
for these years with respect to State Street’s tax treatment of several lease-in-lease-out lease transactions.
The proposed adjustments relate to the timing of the recognition of income for tax purposes; for financial
reporting purposes, deferred taxes have been provided on this income. State Street believes that its tax return
reporting of these transactions was consistent with applicable tax law and intends to defend its position.
Management believes State Street has appropriately accrued for tax exposures including lease-in-lease-out
structures. If State Street prevails in a matter for which an accrual has been established or is required to
pay an amount exceeding its reserves, the financial impact will be reflected in the period in which the matter
is resolved.
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PENSION ACCOUNTING

State Street and certain of its subsidiaries participate in a non-contributory defined benefit plan. In addition to
the primary plan, State Street has non-qualified supplemental plans that provide certain officers with defined
pension benefits in excess of allowable qualified plan limits. Non-U.S. employees participate in local plans.

The reported liability associated with these plans is dependent on many estimates such as the discount rate,
expected return on plan assets and a series of actuarial assumptions. Management determines these
estimates based upon currently available market and industry data, historical performance of the plan and
its assets, and consultation with the Corporation’s actuaries. Management believes the estimates and
assumptions used to determine the reported benefit obligation and pension expense are reasonable and
reflect the terms of the plans in the current economic environment based upon information from the best
available resources.

Pension expense in future years is affected by the variance of the assumed rate of return from the actual
return on plan assets. This variance is amortized over future years. A 1% change in the actual return on plan
assets or the discount rate would affect State Street's earnings by less than $.01 per share.

NEW ACCOUNTING DEVELOPMENTS

information related to new accounting pronouncements appears in Note 1 in the Notes to the Consolidated
Financial Statements.
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REPORT OF INDEPENDENT AUDITORS

> THE STOCKHOLDERS AND BOARD OF DIRECTORS
STATE STREET CORPORATION

We have audited the accompanying consolidated statement of condition of State Street Corporation as of
December 31, 2003 and 2002, and the related consolidated statements of income, changes in stockholders'’
equity, and cash flows for each of the three years in the period ended December 31, 2003. These financial
statements are the responsibility of the Corporation’'s management. Our responsibility is to express an opinion
on these financial statements based on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis
for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
.consolidated financial position of State Street Corporation at December 31, 2003 and 2002, and the

consolidated results of its operations and its cash flows for each of the three years in the period ended
December 31, 2003, in conformity with accounting principles generally accepted in the United States.

As discussed in Note 1 to the financial statements, in 2003, State Street Corporation changed its method
of accounting for stock-based compensation, and in 2002, its method of accounting for goodwill and
other intangibles.

Enmit ¢ MLLP

Boston, Massachusetts
January 12, 2004
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CONSOLIDATED FINANCIAL STATEMENTS

> CONSOLIDATED STATEMENT OF INCOME

o
{Dollars in millions, except per share data)
Years ended December 31,

FEE REVENUE:

$ 1,433

Servicing fees $ 1,531
Management fees 485 459
Global securities lending 226 272
Foreign exchange trading 300 368
Brokerage fees 124 89
_ Processing fees and other 184 148
Total fee revenue 2,850 2,769
NET INTEREST REVENUE:
Interest revenue 1,974 2,855
__Interest expense 995 1,830
Net interest revenue 979 1,025
Provision for ioan losses 4 10
Net interest revenue after provision for loan losses 975 1,015
Gains on the sales of available-for-sale investment
securities, net . 76 43
Gain on the sale of the Private Asset Management business,
net of exit and other associated costs = =
Gains on the sale of the Corporate Trust business, net of
exit and other associated costs 495 -
Total revenue 4,396 3,827
OPERATING EXPENSES:
Salaries and employee benefits 1,654 1,663
Information systems and communications 373 365
Transaction processing services 246 247
Occupancy 246 229
Merger, integration and divestiture costs - -
Restructuring costs 20 -
Other 302 393
Total operating expenses 2,841 2,897
Income before income taxes 1,555 930
Income tax expense 540 302
_Net income $ 1,015 $ 628
EARNINGS PER SHARE:
Basic $ - 3.14 $ 1.94
Dituted 3.10 1.90
AVERAGE SHARES OUTSTANDING (IN THOUSANDS):
Basic 323,520 325,030
Diluted 327,477 330,492

The accompanying notes are an integral part of these financial statements.




> CONSOLIDATED STATEMENT OF CONDITION
vy . - o " st x . — St
1 o
- S
(Doitars in midi
As ot-December 3'17" T mTT T e e S - - T - T -

.ASSETS
Cash and due from banks $ 1,361
Interest-bearing deposits with banks 28,143
Securities purchased under resale agreements 17,215
Federal funds scld -

'Trading account assets 984
Investment securities (inctuding securities pledged of $13,278 and $10,335) 28,071
Lcans (less allowance of $61 and $61) 4,113
Premises and equipment 887
Accrued income receivable 823

. Goodwilt 462
‘Other intangible assets 127

. Other assets 3,608
Total assets $85,794
LIABILITIES

'DEPOSITS:

-Noninterest-bearing - $ 7,279
interest-bearing —-U.S. 2,005
Interest-bearing - Non-U.S. 29,184
Total deposits 45,468

“Securities sold under repurchase agreements 21,963
Federal funds purchased 3,885
.Other short-term borrowings 3,440
,Accrued taxes and other expenses 1,967

.Other liabilities - 3,004

.Long-term debt 1,270
‘Total liabilities . 81,007
STOCKHOLDERS' EQUITY
Preferred stock, no par: authorized 3,500,000; issued none
Cemmon stock, $1 par: authorized 500,000,000; issued 337,132,000 and

29,992,000 330

-Surplus 104
Retained earnings 4,472
Accumulated other comprehensive income 106
Treasury stock, at cost (2,658,000 and 5,065,000 shares) . (225)
Total stockholders’ equity ... 4787

Total liabilities and stockholders’ equity $85,794
The accompanying notes are an integral part of these financial statements.
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STOCKHOLDERS’ EQUITY

=D<> Hars in miiticns, except per
share dala, shares in thousands)

COMMON STOCK
SO s e

> CONSOLIDATED STATEMENT OF CHANGES IN

TREASGRV STOCK
S

BALANCE AT DECEMBER 31, 2000 167,219 $167 $ 69 .. $3,278 $ (1).. .5,508 $(251)  $3,262
COMPREHENSIVE INCOME:

Net income 628 628
Change in net unrealized gains/losses on

available-for-sale securities, net of related

taxes of $55 77 77
Foreign currency translation, net of related

taxes of $(4) {7} (7}
Change in unrealized gains/losses on cash flow

hedges R 1 1
Total comprehensive income 628 71 699
Cash dividends declared - $.405 per share (131) (131)
2-for-1 stock split in the form of a 100%

stock dividend 162,785 163 {163} 139 :

Common Stock acquired 5,260 (252) (252)
COMMON STOCK ISSUED PURSUANT TO:

Acquisitions 43 (2,490) 139 182
Stock awards and options exercised, including

tax benefit of $20 (5) 6 (1,802) 78 84
Debt conversion {8) {286) 9 1
BALANCE AT DECEMBER 31, 2001 329,999 330 110 3,612 70 6,329 (277) 3,845
COMPREHENSIVE INCOME:

Net income 1,015 1,015
Change in net unrealized gains/losses on

available-for-sale securities, net of related

taxes of $3 4

Foreign currency transtation, net of related

taxes of $25 46

Change in unrealized gains/losses on cash fiow

hedges, net of related taxesof 20 s a4
Total comprehensive income 1,015 36

Cash dividends declared — $.48 per share (155)

Common Stock acquired

COMMON STOCK ISSUED PURSUANT TO:

Stock awards and options exercised, including

tax benefit of $23 (7 4

Debt conversion (10)

BALANCE AT DECEMBER 31 2002
S R

329,992

330 104

resent value of the estimated fees payable
-respect to SPACES, pursuant to

4 ‘2003 Regmtratmn Statement

The accompanying notes are an integral part of these financial statements.
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> C,ONSOLIDATED STATEMENT OF CASH FLOWS

SRR S e S SR

i (DoYars in millions)

Years ended December 31

OPERATING ACTIVITIES
Net income

ADJUSTMENTS TO RECONCILE NET INCOME TO NET CASH ‘
. PROVIDED BY OPERATING ACTIVITIES:.

Non-cash charges for depreciation, amortization,

- provision for 16an lossés and deférred incomie taxes

- Gains on sales of divested businesses, net of exit and other

" as socuatgd costs ) o

" Securities gains, net ‘ ) ‘
. Change in trading : account assets, net

Other, net

Net Cash Provided by Operating Activities

INVESTING ACTIVITIES

Net decrease (increase) in interest-bearing deposits with banks

Net decrease (increase) in federal funds sold and securities
purchased under resale agreements

Proceeds from sales of available-for-sale securities
Proceeds from maturities of available-for-sale securities

.~ Purchases of available-for-sale securities
- Proceeds from maturities of held-to-maturity securities
. Purchases of held-to-maturity securities

Net (increase) decrease in loans

" Principal collected from lease financing

.Purchases of lease financing assets
" Proceeds from sales of divested businesses, net

~Business acquisitions, net .of cash acquired

Purchases of equity investments and other long-term assets

. Purchases of premises and equipment

Net Cash Provided {Used) by Investing Activities
FINANCING ACTIVITIES

" Net increase in deposits

+ Net (decrease) increase in short-term borrowings

~ Proceeds from issuance of non-recourse debt for lease financing
: Payments for non-recourse debt for lease financing

: Proceeds from issuance of long-term debt, net of issuance costs
- Payments for long-term debt

- Proceeds from issuance of common- stock./SPACES net-of
issuance costs

i Purchases of common stock'
" Proceeds from issuance of treasury stock
. Payments for cash dividends

Net Cash (Used) Provided by Financing Activities

. Net increase (Decrease)
. Cash and due from banks at beginning of year

: Cash and Due from Banks at End of Year

* SUPPLEMENTAL DISCLOSURE:
" Interest paid

Income taxes paid
Non-cash investment in capital leases

P THES
$ 1,015 $ 628
692 398
(495) T
ey T43)
(80) (52)
(34) (344)
1,002 587
(7,826) 978
(535) 5,104
7,220 4,758
18,665 7,758
(32,954) (19,160)
1,038 4,126
(1,143) (4,246)
1,251 221
6 10
- (850)
642 -
(80) (176)
(36) (118)
(272) (276)
(14,024) (1,871)
6,018 622
5,965 395
- 670
(23) (53)
@ @
(75) (252)
98 64
(149) (127)
12,732 1,317
(290) 33
1,651 1,618
$ 1,361 1,651
$ 1,032 1,852
134 84

" The accompanying notes are an integral part of these financial statements.
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> NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

NOTE 1
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
ORGANIZATION AND NATURE OF OPERATIONS

State Street Corporation (“State Street” or the “Corporation”) is a financial holding company and reports two
lines of business. Investment Servicing provides services for U.S. mutual funds, collective funds worldwide,
corporate and public retirement plans, insurance companies, foundations, endowments, and other
investment pools. Products include custody, accounting, daily pricing and administration; master trust and
master custody; recordkeeping; foreign-exchange and trading services; securities lending; deposit and short-
term investment facilities; loans and lease financing; investment and hedge fund manager operations
outsourcing and wealth management services; and performance, risk and compliance analytics to support
institutional investors. Investment Management offers a broad array of services for managing financial assets,
including investment management and investment research services, primarily for institutional investors
worldwide; these services include passive and active U.S. and non-U.S. equity and fixed income strategies,
and other related services, such as securities lending.

The accounting and reporting policies of State Street and its subsidiaries conform to accounting principles
generally accepted in the United States. Significant policies are summarized below.

PRINCIPLES OF CONSOLIDATION

The consolidated financial statements include the accounts of State Street and its subsidiaries, including
its principal subsidiary, State Street Bank and Trust Company (“State Street Bank”). All significant
intercompany balances and transactions have been eliminated in consolidation.

The assets and liabilities of non-U.S. operations are translated at month-end exchange rates, and revenue
and expenses are translated at rates that approximate average monthly exchange rates. Gains or losses from
the translation of the net assets of non-U.S. subsidiaries and branches, net of related taxes, are reported
in accumulated other comprehensive income.

USE OF ESTIMATES

The preparation of financial statements requires management to make estimates and assumptions that
affect the amounts reported in the financial statements and accompanying notes. Actual results could differ
from those estimates.

CASH AND CASH EQUIVALENTS

For the Consolidated Statement of Cash Flows, State Street has defined cash equivalents as those amounts
included in the Consolidated Statement of Condition caption, “Cash and due from banks.”

RESALE AND REPURCHASE AGREEMENTS

State Street purchases U.S. Treasury and federal agency securities (“U.S. government-securities”) under - -

agreements to resell the securities. These purchases are recorded as securities purchased under resale
agreements, an asset in the Consolidated Statement of Condition. These purchases have been reduced by
offsetting balances with the same counterparty where a master netting agreement exists. State Street can
use these securities as collateral for repurchase agreements. State Street's policy is to take possession or
control of the security underlying the resale agreement, allowing borrowers the right of collateral substitution
and/or short-notice termination. The securities are revalued daily to determine if additional collateral is
necessary from the borrower.
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State Street enters into sales of U.S. government securities under repurchase agreements, which are treated
as financings, and the obligations to repurchase such securities sold are reflected as a liability in the
Consolidated Statement of Condition. The dollar amount of U.S. government securities underlying the
repurchase agreements remains in investment securities.

SECURITIES

Debt securities are held in both the investment and trading account portfolios. Debt and marketable equity
securities that are classified as available for sale are reported at fair value, and the after-tax net unrealized
gains and losses are reported in accumulated other comprehensive income (loss), a component of
stockholders’ equity. Securities classified as held to maturity are stated at cost, adjusted for amortization

- of premiums and accretion of discounts. Gains or losses on sales of available-for-sale securities are computed
based on identified costs. Trading account assets are held in anticipation of short-term market movements
and for resale to clients. Trading account assets are carried at fair value with unrealized gains and losses
reported in processing fees and other revenue.

When the fair value of an investment security declines below its amortized cost, State Street considers
available evidence, including the duration and extent to which the fair value has been less than cost, to
evaluate if the decline is other-than-temporary. If the decline is considered other-than-temporary, the
amortized cost basis of the investment security is written down to its current fair value, which becomes the
new cost basis, and a charge to income is recorded and included in processing fees and other revenue.

LOANS AND LEASE FINANCING

" Loans are generally reported at the principal amount outstanding, net of the allowance for loan losses,
unearned income, and any net deferred loan fees. nterest income is recognized using the interest method
or on a basis approximating a level rate of return over the term of the loan. Fees received for providing loan
commitments and letters of credit that State Street anticipates will result in loans are typically deferred and
amortized to interest income over the life of the related loan, beginning with the initial borrowing. Fees on
commitments and letters of credit are amortized to processing fees and other revenue over the commitment
period when funding is not known or expected.

Loans are placed on a non-accrual basis when they become 60 days past due as to either principal or interest,

or when, in the opinion of management, full collection of principal or interest is unlikely. When the loan is

placed on non-accrual, the accrual of interest is discontinued and previously recorded but unpaid interest

is reversed and charged against net interest revenue. Loans are charged off in the reporting period in which

either an event occurs that confirms the existence of a loss or it is determined that a loan or a portion of a
" loan is not collectible.

" Leveraged leases are carried net of non-recourse debt. Revenue on leveraged leases is recognized on a basis
calculated to achieve a constant rate of return on the outstanding investment in the leases, net of related
deferred tax liabilities, in the years in which the net investment is positive. Gains and losses on residual values

~ of leased equipment sold are included in processing fees and other revenue.

ALLOWANCE FOR LOAN LOSSES

- The adequacy of the allowance for loan losses is evaluated on a regular basis by management. Factors
considered in evaluating the adequacy of the allowance include previous loss experience, current economic
conditions and adverse situations that may affect the borrowers’ ability to repay, timing of future payments,
estimated value of the underlying collateral and the performance of individual credits in relation to contract
terms, and other relevant factors. The provision for loan losses charged to earnings is based upon
management’s judgment of the amount necessary to maintain the allowance at a level adequate to absorb

- probable losses.

49




PREMISES AND EQUIPMENT

Buildings, leasehold improvements, computers, software and other equipment are carried at cost less
accumulated depreciation and amortization. Depreciation and amortization charged to operating expenses
are computed using the straight-line method over the estimated useful life of the related asset or the
remaining term of the lease. For owned and capitalized assets, estimated useful lives range from 3 to 40
years. Maintenance and repairs are charged to expense as incurred, while major leasehold improvements are
capitalized and expensed over their useful lives.

State Street's policy is to capitalize costs relating to internal-use software development projects that
pravide significant new functionality. State Street considers projects for capitalization that are expected to
yield long-term operational benefits, such as applications that result in operational efficiencies and/or
incremental revenue streams. Software customization costs relating to specific client enhancements are
expensed as incurred.

GOODWILL AND OTHER INTANGIBLE ASSETS

Goodwill represents the excess of the cost of an acquisition over the fair value of the net tangible and other
intangible assets acquired. Other intangible assets represent purchased assets that can be distinguished
from goodwill because of contractual rights or because the asset can be exchanged on its own or in
combination with a related contract, asset or liability. Effective January 1, 2002, the Corporation adopted
Statement of Financial Accounting Standards (“SFAS”) No. 142, “Goodwill and Other Intangible Assets”
(“SFAS No. 142"). Under SFAS No. 142, goodwill and intangible assets with indefinite lives are no longer
amortized into the Consolidated Statement of Income, but are subject to annual impairment tests whereby
goodwill is allocated to the Corporation’s reporting units. Impairment is deemed to exist if the carrying value
of a reporting unit exceeds its estimated fair value.

INVESTMENTS IN AFFILIATES

Investments in affiliates in which the Corporation has the ability to exercise significant influence, but not
control, are accounted for using the equity method, unless the affiliate is determined to be a variable interest
entity (“VIE™) of which State Street absorbs the majority of expected losses, in which case, State Street
consolidates the VIE.

DERIVATIVE FINANCIAL INSTRUMENTS

State Street records derivative instruments at fair value in the Consolidated Statement of Condition. The
change in fair value of the Corporation’s derivative instruments is recorded currently in earnings, except for
certain interest rate swap agreements that are accounted for as cash flow or fair value hedges. The Corporation
has determined that the interest rate swaps accounted for as cash flow hedges constitute a fully effective
hedge, and as such, all changes in fair value of these agreements, net of tax, are reported in accumulated
other comprehensive income (loss). For interest rate swaps designated as fair value hedges, the changes in
fair value of the derivative instrument, as well as the hedged item, are both reported in earnings in the current
period in processing fees and other revenue.

At both the inception of the hedge and on an ongoing basis, State Street formally assesses and documents
the effectiveness of a derivative instrument in offsetting changes in the fair value of hedged items and the
likelihood that the derivative instrument will remain highly effective in future periods. State Street
discontinues hedge accounting prospectively when it determines that the derivative instrument is no longer
effective in offsetting changes in fair value or cash fiows of the underlying exposure being hedged, the
derivative instrument expires or is sold, or management discontinues the derivative's hedge designation.

The gross amount of unrealized gains and 1osses on foreign exchange and interest rate contracts are reported
separately at fair value on the Consolidated Statement of Condition as other assets and other liabilities,
respectively, except where such gains and losses arise from contracts covered by gualifying master netting
agreements.
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_ REVENUE RECOGNITION

" Revenue recorded as servicing fees, management fees, global securities lending fees, foreign exchange

_' trading, brokerage fees and certain types of revenue recorded in processing fees and other is recognized
when earned based on contractual terms and is accrued based on estimates, or is recognized as transactions
occur or services are provided and collectibility is reasonably assured. Revenue on interest-earning assets
is recognized based on the effective yield of the financial instrument.

PENSIONS

The Corporation’s qualified retirement plans cover substantially all full-time employees and certain part-time
employees. Pension expense under these plans is calculated in accordance with the guidance contained in
SFAS No. 87, “Employers’ Accounting for Pensions.” This expense is charged to current operations and
consists of several components based on various actuarial assumptions regarding future experience under
the plans.

INCOME TAXES

" The Corporation uses an asset and liability approach to account for income taxes. The objective is to recognize

~the amount of taxes payable or refundable for the current year, and to recognize deferred tax assets and
liabilities resulting from temporary differences between the amounts reported in the financial statements and
the tax bases of assets and liabilities. The measurement of tax assets and liabilities is based on enacted tax
laws and applicable tax rates.

EARNINGS PER SHARE

Basic earnings per share excludes all dilution and is computed by dividing income available to common
stockholders by the weighted average number of common shares outstanding for the period. Diluted earnings
per share includes all dilution from stock options and awards, and other equity-related financial instruments.

STOCK SPLIT

Earnings per share, dividends per share and average shares outstanding have been restated for periods prior
to the stock split distributed on May 30, 2001, to stockholders of record on April 30, 2001. The par value
of additional shares was capitalized by a transfer from retained earnings to common stock.

STOCK-BASED COMPENSATION

" On January 1, 2003, State Street adopted SFAS No. 123, “Accounting for Stock-Based Compensation”
(“SFAS No. 123"), which provides for the expensing of stock options using the fair value method. State Street
used the prospective transition method afforded under SFAS No. 148, “Accounting for Stock-Based
Compensation—Transition and Disclosure,” an amendment to SFAS No. 123. Under this method,
compensation cost is measured at the grant date based on the fair value of the award and is recognized as
expense on a straight-line basis over the service period of the award.

For 2002 and 2001, the Corporation applied the recognition and measurement provisions of Accounting
Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees,” and related interpretations
in accounting for its stock-based compensation plans. No stock-based employee compensation expense is
reflected in net income in 2002 and 2001, as all options granted under those plans had an exercise price
equal to the market value of the underlying common stock on the date of grant.
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The following table illustrates the pro forma effect on net income and earnings per share as if the fair vatue
method had been applied to all outstanding and unvested stock options in each period:

(Dollars in millions, except per shar
4 7 XCEQE per sna

Yéé}s Ended 7December 31,
Net income, as reported
Add: Stock option compensation expense included
in reported net income, net of related taxes
Deduct: Total stock option compensation expense
determined under fair value method for all awards,

_ net of related taxes

Pro forma net income

EARNINGS PER SHARE:
Basic - as reported
Basic - pro forma

Diluted - as reported
Diluted - pro forma

(1) State Street accelerated the recognition of stock option expense of $29 million, or $19 million after tax, in the second quarter of 2003
in connection with its restructuring activities. The remaining $3 million of after-tax expense relates.to the adoption of SFAS No. 123.

RECLASSIFICATIONS

Certain previously reported amounts have been reclassified to conform to the current method of presentation.

ACCOUNTING CHANGES AND RECENT ACCOUNTING PRONOUNCEMENTS

in January 2003, the Financial Accounting Standards Board (“FASB") issued FASB interpretation No. 46,
“Consolidation of Variable Interest Entities” (“FIN 46”). On October 9, 2003, the FASB issued a staff
position that deferred application of FIN 46 until December 31, 2003. For companies that had consolidated
ViEs under FIN 46 prior to October 9, 2003, early adoption was permitted.

In December 2003, State Street deconsolidated the trusts that issue trust preferred capital securities. The
impact of deconsolidating the trusts was an increase to other assets and long-term debt of $31 million.

In December 2003, the FASB issued a revised version of FIN 46 that defers the effective date of the
Interpretation as it relates to certain types of variable interest entities until March 31, 2004. State Street
will continue to monitor the developments of FIN 46 to determine the potential impact, if any, on the financial
statements of the Corporation.

On January 1, 2003, the Corporation adopted FASB Interpretation No. 45, “Guarantors Accounting and
Disclosure Requirements for Guarantees, including Indirect Guarantees on Indebtedness of Others”
(“FIN 45”). FIN 45 requires all guarantees and indemnifications within its scope to be recorded at fair value
as liabilities, and disclosure of each type of guarantee and the maximum possible loss to the Corporaticn.
The adoption of FIN 45 did not have a material impact on the Corporation’s financial condition or results
of operation.

In May 2003, the FASB issued SFAS No. 150, “Accounting for Certain Financial Instruments with
Characteristics of Both Liabilities and Equity” (“SFAS No. 150"). This statement requires classification of
certain freestanding financial instruments as liabilities in the Consolidated Statement of Condition. Under
previous guidance, such instruments were classified as components of equity. This statement does not apply
to features embedded in a financial instrument that is not a derivative in its entirety. The majority of the
statement was effective for all financial instruments entered into or modified after May 31, 2003, with the
remainder effective on July 1, 2003. The FASB deferred certain provisions of SFAS No. 150 as they apply
to mandatorily redeemable non-controlling interests. SFAS No. 150 required that the variable contracts
issued as part of the SPACES product be revalued at the balance sheet date, with any resulting gains or losses
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charged to income in the current period. A gain of $23 million was recognized upon adoption of SFAS
No. 150 related to the change in fair value of these contracts.

in April 2003, the FASB issued SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments
and Hedging Activities” (“SFAS No. 149"). SFAS No. 149 provides criteria for when a contract with an
initial net investment should be classified as a derivative, as discussed in SFAS No. 133. In addition,
SFAS No. 149 clarifies circumstances requiring special reporting in the statement of cash flows for a
derivative with a financing component. SFAS No. 149 was effective on a prospective basis for contracts
entered into or modified after June 30, 2003, and for hedging relationships designated after June 30, 2003.
Application of this standard did not have a material impact on the financiai condition or results of operations
of the Corporation.

- In June 2002, -the FASB issued SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal
Activities” (“SFAS No. 146"). SFAS No. 146, adopted by State Street on January 1, 2003, addresses
financial accounting and reporting for costs associated with an exit or disposal activity. State Street applied
the provisions of SFAS No. 146 to its divestiture of the Private Asset Management business and the
restructuring costs incurred in connection with the voluntary separation program.

in June 2001, the FASB issued SFAS No. 143, “Accounting for Asset Retirement Obligations” (“SFAS
Mo. 143"). SFAS No. 143, which was adopted by State Street in 2003, requires an entity to record a liability
for an obligation associated with the retirement of an asset and for certain lease transaction restoration costs
by capitalizing the cost and depreciating it over the remaining useful life of the asset. Adoption of SFAS
No. 143 resulted in the establishment of a liability for obligations to restore leased facilities, principally
- outside the United States, to their original condition upon expiration of the lease, and did not have a material
impact on the financial condition or results of operations of the Corporation.

NOTE 2

DIVESTITURES AND ACQUISITIONS

* On October 31, 2003, State Street completed the sale of its Private Asset Management business to U.S.
" Trust. Under the terms of the agreement, the transaction was valued at $365 million, about five percent of
which is subject to the successful transition of the business over the subsequent 16 months. The Corporation
recorded a pre-tax gain of $285 million from the transaction, or $.56 in diluted earnings per share, after
providing for $62 million of exit and other associated costs in the fourth quarter. Exit costs associated with
the sale primarily consisted of occupancy costs of $23 million and transaction costs of $6 million. Other
costs associated with the transaction consisted of incentive compensation for general corporate use of
$25 million. Additional costs to transition the business are measured at fair value and recognized in the
period in which the liability is incurred. Divestiture costs of $7 million were recorded for the year ended
December 31, 2003.

On January 31, 2003, State Street completed the primary closing of its acquisition of a substantial part of
the GSS business of Deutsche Bank AG for a premium of $1.1 billion. Separate closings for the acquisitions
- of business units in Italy and Austria were held on July 1, 2003 and July 31, 2003, respectively, upon receipt
of applicable regulatory approvals. The purchase price is subject to adjustments based upon performance
- of the acquired business for the year following the ciosing. State Street may make additional payments of
up to an estimated €360 million.

In January 2003, the Corporation issued equity, equity-related and capital securities under an existing
shelf registration statement. State Street issued $283 million, or 7,153,000 shares of common stock,
$345 million, or 1,725,000 units of SPACES, and $345 million of floating-rate, medium-term capital
securities due 2008. Proceeds, net of issuance costs, of $595 million from these security issuances were
used to partially finance the acquisition of the GSS business . The remainder of the purchase price was
financed using existing resources.
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The acquisition was accounted for under the purchase method of accounting, in accordance with SFAS
No. 141, "Business Combinations.” The purchase price of $1.1 billion was allocated as follows: goodwil! ~
$724 million; customer refationship intangible — $363 million; capitalized software — $28 million; and other
tangible assets — $14 million. Subsequent to the acquisition, State Street received, in cash, a purchase price
adjustment of $48 million recorded as a reduction to goodwill. The customer relationship intangible asset
is being amortized on a straight-line basis over fifteen years. The software is being amortized on a straight-line
basis over five years. The results of the GSS acquisition were included in the accompanying Consolidated
Statement of Income for the period from February 1, 2003, through December 31, 2003. An additional
$65 million of goodwill was recorded for the closings of Italy and Austria,

In connection with the acquisition, approximately 2,800 employees of Deutsche Bank became employees
of State Street. State Street expects to reduce its overall workforce, primarily in the United States, by
approximately 1,000 employees. Severance costs of $34 million and transaction costs of $22 million related
to these activities were recorded as a liability, and were capitalized as part of the goodwill allocated to the
GSS business. As of December 31, 2003, $13 million in accrued severance costs and all of the transaction
costs had been paid. Additionally, State Street incurred $103 million of merger and integration costs for the
year ended December 31, 2003. These one-time expenses consisted primarily of costs for employee
retention, systems conversion and professional services.

For the year ended December 31, 2003, merger, integration and divestiture costs totaled $110 million and
included $103 million of merger and integration costs related to the GSS acquisition and $7 million of
divestiture costs related to the Private Asset Management business divestiture.

On December 31, 2002, State Street completed the sale of its Corporate Trust business to U.S. Bank, N.A.
The Corporate Trust business consisted of $689 billion in bonds under trusteeship, $187 billion in assets
under custody and $2.3 billion in client deposits. The bonds under trusteeship transferred to U.S. Bank,
N.A. on December 31, 2002. The assets under custody and deposits transferred in 2003. The premium
received on the sale was $725 million, $75 million of which was placed in escrow pending the successful
transition of the business. Exit costs in 2002 associated with the sale totaled approximately $118 million
and consisted of the write-off of goodwill and intangibles of $87 million, provisions for excess space of
$13 million, transaction costs of $11 million and employee retention and other costs of $7 million. Other
associated costs of the transaction totaled approximately $37 million, and included incentive compensation
for general corporate use of $25 million, the write-off of fixed assets, termination of contracts and other costs.
The after-tax gain, net of exit and other associated costs, totaled approximately $296 million, or $.90 in
diluted earnings per share, and was recorded in the fourth quarter of 2002. During the fourth quarter of 2003,
State Street recognized an additional gain of $60 million, net of incentive compensation for general corporate
use of $10 million, related to receipt of the escrow payment for successful transition of the Corporate Trust
business. This payment from escrow represents the final settlement for the transaction.

In July 2002, State Street completed the cash purchase of International Fund Services (“IFS"), a leading
provider of fund accounting and administration as well as securities trade support and operational
services for hedge funds, for $80 million. IFS is headquartered in New York City, and has operation centers
in New York City and Dublin, ireland. In connection with this transaction, an additional $47 million of the
purchase price was paid and recorded as goodwill during the year ended December 31, 2003 based upon
certain performance measures. Additional payments based on certain performance measures may be made
in future periods.

In October 2001, State Street completed the cash purchase of the passive equity business of Gartmore
Investment Management plc (“Gartmore”} in the United Kingdom. Under the terms of the agreement, SSgA
hired the Gartmore team that manages, services and administers the passive equity business.

in June 2001, State Street purchased DST Portfolio Systems, inc. (“DPS") for 1,483,000 shares of State
Street common stock and cash in a transaction accounted for as a purchase. Included in the purchase was
the Portfolio Accounting System of DPS, an integrated system that automates mutual fund accounting and
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investment management recordkeeping processes, such as securities pricing and dividend calculations,
" income and expense accruals, securities inventories, accounting for daily shareholder activity and calculation
of daily net asset values.

In February 2001, State Street purchased Bel Air Securities LLC and a majority interest in Bel Air Investment
Advisors LLC (“Bel Air") for 1,007,000 shares (2,015,000 shares restated for the 2001 stock split) of
State Street common stock and cash in a transaction accounted for as a purchase. Bel Air is a Los Angeles-
based investment management firm, focused on providing wealth management services to ultra-high-net
worth individuals.

The pro forma results of operations adjusted to include the acquisitions of GSS, IFS, Gartmore, DPS and Bel Air
for prior periods are not presented, as each of these acquisitions did not meet the definition of a significant
business. The results of operations of businesses purchased are included from the date of acquisition.

> NOTE 3
INVESTMENT SECURITIES

Investment securities consisted of the following as of December 31:

LESS THAN 12
O T

©{Dollars in millions)

{Dollars in fis} !

* AVAILABLE FOR SALE:
U.S. Treasury and federal agencies $15,665 $ 97 $ 2 $15,760
Asset-backed securities 4,205 88 17 4,276
State and political subdivisions 1,992 35 9 2,018
Collateralized mortgage obligations 546 3 1 548
Cther debt investments 695 8 - 703

- Money market mutual funds 3,057 - - 3,057
Qther equity securities 197 - 31 166

" Total ) $26,357 $231 $60 $26,528
HELD TO MATURITY:
U.S. Treasury and federal agencies $ 1,327 $ 13 $ 1,340
Cther investments 216 - 216
Total $ 1,543 $ 13 $ 1,556

Temporarily-impaired securities consisted of the following as of December 31, 2003:

12 CONTINUOQUS

_MONTHS OR LONGER

~U.S Treasury and federal agencies

. Asset-backed securities
- Collateralized mortgage obligations
Other equity securities

Totai




State Street periodically reviews its investment portfolio to determine if an other-than-temporary impairment
has occurred. This review encompasses all investment securities and includes such quantitative factors as
the length of time the cost basis has exceeded the fair value and the severity of the impairment measured
as the ratio of fair value to amortized cost, and includes all investment securities for which State Street has
issuer-specific concerns regardless of quantitative factors. After a full review of all investment securities,
taking into consideration current economic conditions, adverse situations that might affect the ability of State
Street to fully collect interest and principal, timing of future payments, the value of underlying collateral of
asset-backed securities, and other relevant factors, State Street determined that the $46 million unrealized
loss at December 31, 2003 is temporary.

During 2003, a $27 million charge was recorded in processing fees and other revenue to reduce the amortized
cost basis of certain investment securities for which the decline in fair value was determined to be other-
than-temporary.

Securities carried at $13.3 billion and $10.3 billion at December 31, 2003 and 2002, respectively, were
designated as pledged securities for public and trust deposits, borrowed funds and for other purposes as
provided by law.

During 2003, there were gross gains of $56 million and gross losses of $33 million realized on the sales
of available-for-sale securities. During 2002, there were gross gains of $80 million and gross losses of
$4 million realized on the sales of available-for-sale securities. During 2001, there were gross gains of
$43 million and gross losses of less than $1 million realized on the sale of available-for-sale securities.

The maturities of debt investment securities as of December 31, 2003, were as follows:

{Doliars in millions)
AVAILABLE FOR SALE:

Amortized cost
Fair value

HELD TO MATURITY:
Amortized cost
Fair value

The maturity of asset-backed securities is based upon the expected principal payments.
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> NOTE 4
LLOANS

The loan portfolio consisted of the following as of December 31:

(Dollars in millisns)

COMMERCIAL AND FINANCIAL:

U.s. $1,578
Non-U.S. - 474
LEASE FINANCING:

+ U.S, 403
Non-U.S. B e e e e o+ e s s s e o = e 1,719
Total loans 4,174
Less allowance for loan losses (61)
Net loans $4,113

Securities settlement advances and overdrafts included in the table above were $1.7 billion and $1.0 billion
at December 31, 2003 and 2002, respectively.

Changes in the allowance for loan losses for the years ended December 31, were as follows:

{Dollars in mittions}

Balance at beginning of year $58 $57
Provision for loan losses 4 10
Loan charge-offs (3) 9
Recoveries 3 -
Removed upon sale (1) -
Balance at end of year $61 $58

> NOTE 5
PREMISES AND EQUIPMENT

Premises and equipment consisted of the following as of December 31:

(Dolars in miltions)

Buildings and land $ 407
Leasehold improvements 289
Computers and related equipment 851
Capitalized assets -
Software 534
257

2,338

_Accumulated depreciation and amortization (1,451)
$ 887

|
5 Total premises and equipment
!
I
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Depreciation expense for the years ended December 31, 2003, 2002 and 2001 was $274 mitlion,
$239 millionand $211 million, respectively. As of December 31, 2003, accumulated amortization of assets
under capital leases was $6 million. Amortization of assets recorded under capital leases is included in
depreciation expense.

The following is a summary of future minimum lease payments under non-cancelable capital and operating
leases as of December 31, 2003.

iy
{Dollars in millions)

..2004
2005
2006
2007
2008
Thereafter

__Total minimum lease payments

Less amount representing interest payments
Present value of minimum lease payments

The Corporation leases the entire 1,019,000 square feet of One Lincoln Street, a new office building located
in Boston, Massachusetts, under a 20-year, non-cancelable capital lease expiring in September 2023. State
Street began occupying the building in June 2003, and as of December 31, 2003, occupied approximately
600,000 square feet. As of December 31, 2003, a net book value of $296 million for the capital lease was
included in premises and equipment in the Consolidated Statement of Condition. The amount capitalized
represents the appraised value of the footage occupied by State Street as of December 31, 2003. When the
building is fully occupied by the end of 2004, the total appraised value to be capitalized will be $462 million.
As the lease is amortized, the cost will be included in occupancy expense. For the year ended
December 31, 2003, interest expense recorded under the capital lease was $9 million reflected in net
interest revenue. The liability related to the lease is included in long-term debt.

State Street has entered into non-cancelable operating leases for premises and equipment. Future minimum
rental commitments in the preceding table have been reduced by sublease rental commitments of
$121 million. Nearly all leases include renewal options.

Total rental expense amounted to $210 million, $165 million and $152 million in 2003, 2002 and 2001,
respectively. Rental expense has been reduced by sublease revenue of $14 million, $9 million and $6 million
for the years ended December 31, 2003, 2002 and 2001, respectively.
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> NOTE 6
GOODWILL AND OTHER INTANGIBLE ASSETS

Pursuant to SFAS No. 142, the following pro forma tabte adjusts reported net income and earnings per share
for the year ended December 31, 2001, to exclude amortization of goodwill:

© {Dollars in millions, axcept per share data)

NET INCOME:

—Reported net.income . ... IO - $ 628

Goodwill amortization, after- tax 26
. Adjusted net income $ 654
: BASIC EARNINGS PER SHARE:

Feported net income $1.94

Gioodwill amortization, after tax .07

Adjusted basic earnings per share $2.01

DILUTED EARNINGS PER SHARE:

Feported net income $1.90

Goodwill amortization, after tax .08

Adjusted diluted earnings per share $1.98

In accordance with SFAS No. 142, goodwill was not amortized in 2003 and 2002.

The changes in the carrying amount of goodwili for the years ended December 31, were as follows:

{Dotlars in millions)

BALANCE AT DECEMBER 31, 2001 $ 260 $210 $ 470
(Goodwill acquired 42 - 42
Purchase price and transiation ad;ustments 15 - 15
 Removed upon sale!™ (65) - (65)

e

(1) tn December 2002, State Street completed the sale of its Corporate Trust busmess and wrote off the related goodwill. See Note 2
for further details.
(2) Approximately $753 million of goodwill was recorded in 2003 related to the acquisition of the GSS business, See Note 2 for further
details. In addition, $38 million of goodwill was recorded that refated to the acquisition of the outstanding portion of a business that
) was previously accounted for as an alliance and now is a wholly-owned subsidiary.
 {3) Geodwill of $47 mitlion was recorded in 2003 related to a performance-based purchase price adjustment for the 2002 acquisition
of IFS. See Note 2 for further details.
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The gross carrying amount and accumulated amortization of other intangible assets as of December 31, were
as follows:

2003 2002'2
s

(Dol in millions) , ‘
Customer lists ' $ 570

$135 $11 $124
Other 7 ) 4 1 3
Total _$572 $47) $139 $12 $127

(1) Approximately $363 million of customer list intangibles with an amortization period of 15 years were recorded in January 2003 related
{o the acquisition of the GSS business. See Note 2 for further details.

(2).. Approximately $10 million. of customer list- intangibles with-an-amortization period-of-15-years-were recorded-inJuly-2002refated— "~~~ " "~
to the acquisition of IFS. See Note 2 for further details.

Amortization expense related to other intangible assets was $31 million, $13 million and $7 miilion for the
years ended December 31, 2003, 2002 and 2001, respectively. State Street expects to amortize
approximately $32 million per year through the year 2008 related to intangible assets currently held.

> NOTE 7
SECURITIES SOLD UNDER REPURCHASE AGREEMENTS

Securities sold under repurchase agreements as of December 31, 2003, included the following:

{Dollars in mil
Collateralized with securities purchased under resale agreements
Collateralized with available-for-sale investment securities

| otal

State Street enters into sales of certain U.S. government securities under repurchase agreements that are
treated as financings, and the obligations to repurchase such securities sold are reflected as a liability in
the Consolidated Statement of Condition. U.S. government securities of $5.3 billion underlying the
repurchase agreements remained in available-for-sale investment securities.

Information on these U.S. government securities, and the related repurchase agreements including accrued
interest, is shown in the following table. This table excludes repurchase agreements that are secured by
securities purchased under resale agreements.

Information as of December 31, 2003, was as follows:

LS. GOVERNMENT SECURITIES SOLD REPURCHASE AGREEMENTS

MATURITY OF REPURCHASE AGREEMENTS:
Overnight
2to30days

_ Total R !

There were no repurchase agreements with a maturity of greater than 30 days.
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NOTE 8

DEPOSITS, SHORT-TERM BORROWINGS AND NOTES PAYABLE

At December 31, 2003, State Street had $4.4 billion of time deposits outstanding. Substantially all time
deposits are in amounts of $100,000 or more. Deposits with remaining maturities of more than one year
at December 31, 2003, were $33 miilion.

Short-term borrowings include federal funds purchased, securities sold under repurchase agreements and
other short-term borrowings, inciuding commercial paper. Collectively, short-term borrowings had weighted-
average interest rates of 1.01% and 1.53% for the years ended December 31, 2003 and 2002, respectively.

State Street can issue commercial paper with an aggregate limit of $1.0 billion and with original maturities
of up to 270 days from the date of issue. State Street Bank can issue bank notes with an aggregate limit
of $750 mitlion and with original maturities ranging from 14 days to five years. At December 31, 2003 and

2002, there was $981 million and $998 million in commercial paper outstanding, respectively, and no notes
payable outstanding.

> NOTE 9

LONG-TERM DEBT

Long-term debt consisted of the following as of December 31:

2002:

~ CAPITAL SECURITIES:

. 8.035% Capital Securities B due 2027V

© 7.94% Capital Securities A due 2026V
Floating Rate Capital Trust | diie 2028

OTHER SECURITIES:
- 7.65% Subordinated notes.due 2010V
-+ 7:35% Notes due 2026
5:95% Notes due 2003 -
. 9.50% Mortgage note due 2009 o
‘ Yotal iong't,errn debt- -~ e i e s

$ 329
217
150

309
150
100

15

$1,270

" {1)-- State Streethas.entered.into.intersst rate, swaps to, in effect,. mggify_. i Q‘g@re§t_g;{pensg froma fixed rate to'a floating rate.

(2). State Street has.enteréd.into.iriterest rate swaps to, in effect, modify interest expense from a fioating rate-to a fixed rate.
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State Street has created four statutory business trusts (“business trusts”). These trusts include State Street
Capital Trusts B and A and State Street Capital Trusts | and |1, which coliectively have issued $995 million
of cumulative semi-annual and quarterly income trust preferred capital securities (“capital securities”). The
business trusts invested the proceeds from capitalization and from the capital securities issuances in junior
subordinated debentures (“debentures”) of State Street. The debentures are the sole assets of the business
trusts. The trusts are wholly owned by State Street.

In December 2003, State Street applied the new accounting guidance applicable to consolidation of VIEs
in FIN 46 to the trusts. FIN 46 reguired that these trusts be deconsolidated and as a result the subordinated
notes are now shown as long-term debt on the Corporation’s Consolidated Statement of Condition. This
deconsolidation resulted in an increase to other assets of $31 million representing equity investments in the
business trusts, and an increase of $31 million in long-term debt for the amount that the subordinated debt
issued to these trusts exceeded the trust preferred capital securities issued by the trusts.

While the capital securities have been deconsoclidated in accordance with GAAP, they continue to qualify as
Tier 1 capital under federal regulatory guidelines. The change in accounting guidance did not have an impact
on the Tier 1 regulatory capital of either the Corporation or State Street Bank.

Payments to be made by the business trusts on the capital securities are dependent on payments that State
Street has committed to make, particularly the payments to be made by State Street on the subordinated
debentures to the business trusts. Fulfillment of these commitments by State Street has the effect of providing
a full, irrevocable and unconditional guarantee of the trusts’ obligations under the capital securities.

Interest paid on the debentures is included in interest expense. Distributions on the capital securities are
payable from interest payments received on the debentures and are due semi-annually by State Street Capital
Trusts A and B, and quarterly by State Street Capital Trusts | and Il, subject to deferral for up to five years
under certain conditions. The capital securities are subject to mandatory redemption in whole at the stated
maturity upon repayment of the debentures, with an option to redeem the debentures at any time by State
Street upon the occurrence of certain tax events or changes to tax treatment, investment company regulation
or capital treatment changes; or at any time after March 15, 2007, for the Capital Securities B, after
December 30, 2006, for the Capital Securities A, after May 15, 2008, for the Capital Trust | securities, and
after February 15, 2008, for the Capital Trust Il securities.

For Capital Securities A and B, redemptions are based on declining redemption prices according to the terms
of the trust agreements. All redemptions are subject to federal regulatory approval.

State Street maintains a universal shelf registration statement that allows for the offering and sale of
unsecured debt securities, capital securities, common stock, depositary shares and preferred stock, and
warrants to purchase such securities, including any shares into which the preferred stock and depositary
shares may be convertible, or any combination thereof. At December 31, 2002, $1.5 billion of the sheif
registration was available for issuance. In January 2003, in connection with its acquisition of the GSS
business, State Street issued $345 million of floating-rate, medium-term capital securities due 2008
through the statutory business trust State Street Capital Trust il. The floating rate capital securities were
issued at LIBOR plus 50 basis points. In addition, State Street issued equity and equity-related financial
instruments from the shelf registration statement. At December 31, 2003, $469 million of State Street's
shelf registration statement was available for issuance.

in September 2003, State Street Bank authorized the issuance of $1 billion of subordinated bank notes with
a maturity of five to fifteen years. The notes may bear interest at a fixed or floating rate or may be zero coupon
notes. In September 2003, State Street Bank issued $400 miltion of 5.25% Subordinated Bank Notes due
2018 (the “Notes”). The Notes bear an interest rate of 5.25% per annum, and State Street Bank is required
to make semi-annual interest payments on the outstanding principal balance of the Notes on April 15
and October 15 of each year. The Notes qualify as Tier 2 capital for bank regulatory purposes. At
December 31, 2003, $600 million of the authorized amount remained available for issuance.
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The 7.65% subordinated notes due in 2010 qualify as Tier 2 capital under federal regulatory guidelines.

At December 31, 2003, $290 million was included in long-term debt that related to the capital lease for
One Lincoln Street. See Note 5 for further details.

The 7.35% notes are unsecured obligations of State Street due 2026, redeemable at the option of the holder
in 2006.

‘The 9.50% mortgage note was fully collateralized by property at' December 31, 2003. The scheduled
principal payments for the next five years are $2 million for each year 2004 through 2006 and $3 million
for 2007 and 2008.

State Street has entered into interest rate swaps that qualify as cash flow hedges to, in effect, modify the floating
rate interest on the floating rate subordinated notes due 2028 to a fixed rate. State Street has entered into
various interest rate swap contracts to, in effect, modify interest expense on its other subordinated notes from
a fixed rate to a floating rate. These swaps are accounted for as fair value hedges, and at December 31, 2003,
increased the reported value of long-term debt outstanding by $45 miilion. See Note 22 for further details.

'NOTE 10
STOCKHOLDERS’ EQUITY
TREASURY STOCK

- State Street’s Board of Directors has authorized a stock purchase program for State Street common stock
for use in employee benefit programs and for general corporate purposes. As of December 31, 2003,
cumulative actual shares purchased under the authorized stock purchase program were 20,567,000. At
December 31, 2003, authorization for the purchase of an additional 8,320,000 shares remained available
under the program.

Additionally, shares may be acquired for other deferred compensation plans, held by an external trustee, that
are not part of the stock purchase program. As of December 31, 2003, cumulative shares purchased and held
in trust were 444,000. These shares are reflected as treasury stock in the Consolidated Statement of Condition.

' During 2003, 2002 and 2001, total common stock purchased by State Street and recorded as treasury stock
_was 80,000 shares, 1,636,000 shares and 5,260,000 shares, respectively, at an average historical cost per
share of $34, $46 and $48, respectively.

STOCK OPTIONS AND AWARDS

State Street has a 1997 Equity Incentive Plan (“1997 Plan”) with 46,800,000 shares of common stock
approved for issuance for stock and stock-based awards, including stock options, restricted stock, deferred
stock and performance awards. Other award types are available under the plan, but are not currently utilized.
All stock awards and stock options are awarded at the fair market value of State Street common stock at the
date of grant. At December 31, 2003, 8,646,000 shares were available for future awards under the 1997 Plan.
~ State Street has stock options outstanding from previous plans under which no further grants can be made.

Stock options expire no longer than ten years from the date of grant, and the exercise price of non-qualified
and incentive stock options may not be less than the fair value of such shares at the date of grant. Information
on stock option activity is provided in the Stock Options table below.

State Street has a restricted stock program under the 1987 Plan whereby stock certificates are issued at the
time of grant, and recipients have dividend and voting rights. In general, these grants vest over three years.
Awards were 138,000, 388,000 and 369,000 for the years ended December 31, 2003, 2002 and 2001,
respectively, with a weighted average fair value on grant date of $43.82, $42.85 and $45.59, respectively.
At December 31, 2003, a total of 420,000 restricted shares have been awarded but have not vested under
this program.
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State Street currently has deferred stock award programs under the 1997 Plan whereby no stock is issued
at the time of grant. These grants vest over various time periods. Awards were 295,000, 266,000 and
522,000 for the years ended December 31, 2003, 2002 and 2001, respectively, with a weighted average
fair value on grant date of $42.66, $40.75 and $41.30, respectively. At December 31, 2003, 975,000
awards were outstanding under these programs.

Performance awards granted under the 1997 Plan are earned over a performance period based on achievement
of goals. Payment for performance awards is made in cash equal to the fair market value of State Street's
common stock after the conclusion of each performance period. There are currently 1,669,000 award units
outstanding for the two-year performance periods ending December 31, 2004 and 2005. A total of 746,000
awards were granted and paid out for the two-year performance period ended December 31, 2002.

In addition to the deferred stock award programs above, State Street maintains one other deferred stock plan
outside the 1997 Plan. Awards covering a total of 1,200,000 shares were originally authorized in 1996. At
December 31, 2003, awards covering a total of 778,000 shares were outstanding.

In June 2001, State Street’s Board of Directors approved a savings-related stock purchase plan for employees
resident in the United Kingdom that is not part of the 1997 Plan. A total of 170,000 shares of common
stock were approved for issuance under this plan. These awards vest in three to five years. There were no
awards granted under this program in 2003. Awards were 25,000 and 161,000 for the years ended
December 31, 2002 and 2001, respectively. At December 31, 2003, 123,000 awards were outstanding
under this program. Shares to be issued, if any, will be issued from treasury stock in 2004 through 2007
in accordance with plan provisions.

Compensation related to restricted stock awards, deferred stock awards, performance awards and stock
options was $66 million, $36 million and $42 miliion for the years ended December 31, 2003, 2002 and
2001, respectively.

Options outstanding and activity consisted of the following for the years ended December 31:

o o

a5 B

{Shares in thousands)

DECEMBER 31, 2000 : : $ 1.40-60.74 $36.00 18,032
Granted 39.56-5257  44.4] 5,568
Exercised 0 T T T T 7544052 21.22 {1,595)
Canceled 8.12-60.74 49.84 (245)
DECEMBER 31, 2001 1.40-60.74 39.07 21,760
Granted 38.85-55.84 41.24 7,148
Exercised 1.40-53.05 28.15 (2,072)
Canceled B ‘ 8.12-60.74 46.69 (522)

DECEMBER 31, 2002 40.35

1.40-60.74
i

26,314




| ‘The following table summarizes the weighted average remaining contractual life of stock options outstanding
‘as of December 31, 2003:

SHARES EXFRCISABIFE

At December 31, 2003, 2002 and 2001, a total of 16,281,000, 13,998,000 and 11,388,000 shares under
ortions, respectively, were exercisable.

A Black-Scholes option-pricing model was used for purposes of estimating the fair value of State Street’s
employee stock options at the grant date under SFAS No. 123. The following were the weighted average
assumptions for the years ended December 31, 2003, 2002 and 2001, respectively: risk-free interest rates
of 3.10%, 3.14% and 3.99%; dividend yields of 1.46%, 1.45% and 1.08%; and volatility factors of the
expected market price of State Street common stock of .30, .30 and .30. The estimated weighted average
life of the stock options granted was 5.2 years for the years ended December 31, 2003 and 2002,
respectively, and 4.1 years for the year ended December 31, 2001. During the years ended
December 31, 2003, 2002 and 2001, State Street granted stock options with a weighted average fair value
of $12.62, $11.43 and $12.16 per share, respectively. For pro forma expense information calculated under
SFAS No. 123, see Note 1.

SPACESSM

“In January 2003, in connection with its acquisition of the GSS business, State Street issued $345 million,
‘or 1,725,000 units, of SPACES. SPACES are collateralized, forward purchase contract units for additional
shares of common stock of State Street. Each of the SPACES has a stated amount of $200 and consists of
PACES, a fixed-share purchase contract and treasury securities, and' COVERS, a variable-share repurchase
contract. Under the COVERS contract, no shares will be received if State Street’s stock price is equal to or
less than $39.60 per share. State Street will receive up to 1,629,000 shares if the stock price reaches
$48.71 per share. Shares receivable under the variable share repurchase contracts, if any, will be received
by State Street on February 15, 2006. The SPACES investors will receive total annual payments of 6.75%
on the units, payable quarterly, consisting of an annual 4.00% contract payment on the COVERS, an annual
0.75% contract payment on the PACES and a 2.00% annual return on the underlying treasury securities.
The present value of the contract payments totaled $45 million and were treated as a cost of capital and
charged to surplus upon issuance. State Street will receive the proceeds of $345 million and issue
approximately 8,712,000 shares of common stock upon settlement of the fixed share purchase contracts
underlying the SPACES units on November 15, 2005.

‘As of December 31, 2003 the fair value of the COVERS was $61 miillion. If the COVERS were settled as
of December 31, 2003, the maximum amount of approximately 1,629,000 shares would have been issued.
For the year ended December 31, 2003, an unrealized gain of approximately $23 million was recorded and
included in processing fees and other revenue as a resuit of changes in fair value of the contracts since their
issuance on January 21, 2003. Subsequent increases and decreases in the market price of the Corporation’s
common stock will result in the recognition of additional unrealized gains or losses.
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The Corporation has the right to fix the number of shares per contract to be delivered to the Corporation upon
settlement under the variable-share repurchase contracts (COVERS). By exercising this right, the variable-
share repurchase contracts are changed to fixed share repurchase contracts eliminating the requirement to
mark the contracts to market.

STOCK SPLIT

On December 21, 2000, State Street's Board of Directors approved a 2-for-1 stock split in the form of a 100%
stock dividend, subject to the approval of an increase in the authorized number of shares by stockholders.
At the Annual Meeting in April 2001, a proposal to increase the authorized number of shares of common
stock from 250 million to 500 million was approved. The stock dividend was distributed on May 30, 2001,
to stockholders of record as of April 30, 2001. With the exception of State Street stock held by an external
trustee, treasury stock did not receive the stock dividend.

ACCUMULATED OTHER COMPREHENSIVE INCOME

As of December 31, the components of accumulated other comprehensive ihcome, net of related taxes, were
as follows:

(Dollars in millions)
Unrealized gain on available-for-sale securities

Foreign currency transiation
Unrealized {(loss) gain on cash flow hedges

Total

For the year ended December 31, 2003, State Street realized gains of $23 million on sales of available-for-
sale securities. At December 31, 2002, unrealized gains of $22 million related to those securities were
included in accumulated other comprehensive income, net of deferred taxes of $15 miltion. For the year
ended December 31, 2002, State Street realized gains of $58 million, $54 million of which were included
- in other comprehensive income as net unrealized gains at December 31, 2001, net of deferred taxes of
$22 million.

NOTE 11
SHAREHOLDERS’ RIGHTS PLAN

In 1988, State Street declared a dividend of one preferred share purchase right for each outstanding share
of common stock. In 1998, the Rights Agreement was amended and restated. Accordingly, a right may be
exercised, under certain conditions, to purchase one eight-hundredths share of a series of participating
preferred stock at an exercise price of $132.50, subject to adjustment. The rights become exercisable if a

. party acquires or obtains the right to acquire 10% or more of State Street’s common stock or after
commencement or public announcement of an offer for 10% or more of State Street's common stock. When
exercisable, under certain conditions, each right entitles the holder thereof to purchase shares of common
stock, of either State Street or of the acquirer, having a market value of two times the then-current exercise
price of that right.

The rights expire in September 2008, and may be redeemed at a price of $.00125 per right, subject to
adjustment, at any time prior to expiration or the acquisition of 10% of State Street’s common stock. Under
certain circumstances, the rights may be redeemed after they become exercisable and may be subject to
automatic redemption.
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NOTE 12
REGULATORY MATTERS
REGULATORY CAPITAL

State Street is subject to various regulatory capital requirements administered by federal banking agencies.
Failure to meet minimum capital requirements can initiate certain mandatory and discretionary actions by
regulators that, if undertaken, could have a direct material effect on State Street’s financial condition. Under
capital adequacy guidelines, State Street must meet specific capital guidelines that involve quantitative
measures of State Street’s assets, liabilities and off-balance sheet items as calculated under regulatory
accounting practices. State Street's capital amounts and classification are subject to qualitative judgments
by the regulators about components, risk weightings and other factors.

Quantitative measures established by regulation to ensure capital adequacy require State Street and State
Street Bank to maintain minimum risk-based capital and leverage ratios as set forth in the table that follows.
The risk-based capital ratios are Tier 1 capital and total capital to total adjusted risk-weighted assets and
market-risk equivalents, and the Tier 1 leverage ratio is Tier 1 capital to quarterly average adjusted assets.
Management believes, as of December 31, 2003 and 2002, that State Street Bank met all capital adequacy
requirements to which they are subject.

As of December 31, 2003, State Street Bank was categorized as “well capitalized” under the regulatory
framework for prompt corrective action. To be categorized as “well capitalized,” State Street Bank must
exceed the “well capitalized” guideline ratios, as set forth in the table, and meet certain other requirements.
State Street Bank exceeded all “well capitalized” requirements as of December 31, 2003 and 2002.

The regulatory capital amounts and ratios were the following as of December 31:

(Dollars in millions)

ﬁliiK-BASED. RATIOS: .. ..

Tier 1 capital 4% 6%
Total capitat ) 8 10
Tier 1 leverage ratio 3 5
Tier 1 capitai

Total capital

ADJUSTED RISK-WEIGHTED ASSETS AND
. MARKET-RISK EQUIVALENTS:

On-balance sheet $19,382

Off-balance sheet 7,925
Market-risk equivaients 342
Total $27,649
Quarterly average adjusted assets 85,562 .. $84,031

(1) State Street Bank must meet the reguiatory designation of "well capitalized” in order to maintain State Street’s status as a financial
hoiding company, including maintaining a minimum Tier 1 risk-based capital ratio (Tier 1 capital divided by adjusted risk-weighted
assets and market-risk equivalents) of 6%, a minimum total risk-based capital ratio (total capital divided by adjusted risk-weighted
assets and market-risk equivalents) of 10%, and a Tier 1 leverage ratio (Tier 1 capital divided by quarterly average adjusted assets)
of 5%. In addition, Regulation Y defines “well capitalized” for a bank holding company such as State Street for the purpose of
determining eligibility for a streamlined review process for acquisition proposals. For such Regulation Y purposes, “well capitalized”
requires State Street to maintain a minimum Tier 1 risk-based capital ratio of 6% and a minimum total risk-based capita! ratio of 10%.

16.4%
16.5
5.7

$ 4,449
4,476

$18,857
7,930
N L YA

$27,104

$77,563
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CASH, DIVIDEND, LOAN AND OTHER RESTRICTIONS

During 2003, the subsidiary banks of State Street were required by the Federal Reserve Bank to maintain
average reserve balances of $116 million. Federal and state banking regulations place certain restrictions
on dividends paid by subsidiary banks to State Street. At December 31, 2003, State Street Bank had
$1.9 billion of retained earnings available for distribution to State Street in the form of dividends.

The Federal Reserve Act requires that extensions of credit by State Street Bank to certain affiliates, including
the State Street Corporation holding company, be secured by specific collateral, that the extension of credit
to any one affiliate be limited to 10% of capital and surplus (as defined), and that extensions of credit to
all such affiliates be limited to 20% of capital and surplus.

At December 31, 2003, consolidated retained earnings included $108 million representing undistributed
earnings of affiliates that are accounted for using the equity method.

NOTE 13
LINES OF BUSINESS

State Street reports two lines of business: Investment Servicing and Investment Management. Given the
nature of State Street's services and management organization, the results of operations for these lines of
business are not necessarily comparable with those of other companies.

Revenue and expenses are directly charged or allocated to the lines of business through algorithm-based
management information systems. State Street prices its products and services on a total client relationship
basis and other factors; therefore, revenue may not necessarily reflect market pricing on products within the
business lines in the same way as it would for independent business entities. Assets and liabilities are allocated
according to rules that support management's strategic and tactical goals. Capital is allocated based on risk-
weighted assets employed and management’s judgment. The capital allocations may not be representative of
the capital that might be required if these lines of business were independent business entities.

Investment Servicing provides services for U.S. mutual funds, collective funds worldwide, corporate and
public retirement plans, insurance companies, foundations, endowments, and other investment pools.
Products include custody, accounting, daily pricing and administration; master trust and master custody;
recordkeeping; foreign exchange; securities lending; deposit and short-term investment facilities; loans and
lease financing; investment and hedge fund manager operations outsourcing and wealth management
services; and performance, risk and compliance analytics to support institutional investors. State Street
provides shareholder services, which include mutual fund and collective fund shareholder accounting,
through 50%-owned affiliates, Boston Financial Data Services, Inc. and the International Financial Data
Services group of companies.

Investment Management offers a broad array of services for managing financial assets, including investment
management and investment research, primarily for institutional investors worldwide. These services include
passive and active U.S. and non-U.S. equity and fixed income strategies, and other related services, such
as securities lending.

Business Divestiture includes the revenue and expenses of the divested Corporate Trust business for 2002
and 2001.

State Street measures its line of business results on an operating basis. As such, the table below includes
an "Other/One-Time"” category. For 2003, the Other/One-Time category includes the gains on the sales of
the Private Asset Management and Corporate Trust businesses, the loss on real estate sold, and restructuring
and merger, integration and divestiture charges. For 2002, the Other/One-Time category includes the gain
on the sale of the Corporate Trust business and restructuring charges. For 2001, the write-off of State Street’s
total investment in Bridge of $50 million is included in Other/One-Time, as well as goodwill amortization
expense, which after December 31, 2001, was no longer expensed in accordance with GAAP.
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The following is a summary of the resuits for lines of business:

ns}
Years ended
Decembar 31,
Fee revenue: X :
Servicing fees 31 oo . ‘ 74 ‘ $1,531 - $1,433"
_ Management fees | $485 T : ’ :
_Global_securities
..lending

Foreign exchange
trading

Brokerage fees

Processing fees
and other

300 368 ’

148
2,769

Total fee revenue
Net interest
revenue

after provision

for lnan losses
Gains on the sales
of available-for-
sale investment
securities, net
Gains on the sales
of divested
businesses, net ~ . . ! _t

1,015

43

Total revenue -
Operating

expenses 2,841 2,897

Income hefore | ; : o
income taxes : - $135 . 7 1,555 $ 930 |
Pre-tax margin

Average assets
(billions)

. $ 766 $ 69.0
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> NOTE 14
NET INTEREST REVENUE

Net interest revenue consisted of the following for the years ended December 31:

{Dollars in mitlions?

INTEREST REVENUE:
Deposits.with banks

Investment securities:
U.S. Treasury and federal agencies
. State-and political subdivisions {(exempt from federal tax)

Securities purchased under resale agreements
and federal funds sold o

Commercial and financial loans
Lease financing
Trading account assets

Total interest revenue

INTEREST EXPENSE:
Deposits

Other borrowings
Long-term debt

Total interest expense

Net interest revenue

> NOTE 15
PROCESSING FEES AND OTHER REVENUE

Processing fees and other revenue includes multiple sources of fees and other revenue, including structured
products fees, fees from software licensing and maintenance, loan fees, profits and losses from joint ventures,
gains and losses on sales of leased equipment and other assets, unrealized gains on SPACES, other-than-
temporary impairment losses on investment securities, other trading profits and losses, amortization of
investments in tax-advantaged financings, and the residual interest from variable interest entities not
consolidated in State Street’s Consolidated Statement of Income. In addition, processing fees and other
revenue in 2003 included payments received from Deutsche Bank representing amounts earned on client
deposits of the GSS business that have not yet converted to State Street. Once converted, GSS deposits will
be reflected as deposits on State Street’s Consolidated Statement of Condition and the related earnings on
those deposits will be reflected in net interest revenue.

In March 2001, State Street recorded the write-off of $50 million for its total investment in Bridge
Information Systems, Inc. (“Bridge”), upon the filing by Bridge of a Prepackaged Plan of Reorganization
under Chapter 11 of the United States Bankruptcy Code. The write-off is reflected in processing fees and
other revenue in 2001 and decreased after-tax net income by $33 million, equal to $.10 per basic and
diluted share.




> NOTE 16
RESTRUCTURING EXPENSES

During the year ended December 31, 2003, State Street implemented an expense reduction program to
decrease operating expenses. The expense reductions were achieved through a decrease in direct controliable
expenses and by a voluntary separation and enhanced severance program (“VSP"), primarily in the United
States. At June 30, 2003, apprbximately 3,000 individuals accepted the VSP. Subseguent to the VSP,
approximately 1,000 positions were replaced.

State Street incurred $296 million of restructuring costs for the year ended December 31, 2003, as a result
of the program, as follows:

- {Doltars in-miflions}
COSTS BY CATEGORY:
~Severance
Pension
Stock compensation
Other
Total

" COSTS BY LINE OF BUSINESS:
Investment Servicing
Investment Management

Total

No expenses were incurred prior to 2003 related to the VSP. No further expenses are expected to be incurred
" after 2003. Following is a rollforward of the restructuring accrual for the year ended December 31, 2003:

T

{Doltars in millions)
Balance as of December 31, 2002
Rastructuring costs incurred
Cash payments made to date

Balance as of December 31, 2003

The restructuring costs were recorded at the time the accounting events and measurement date occurred.

_ Severance costs included salaries and related benefits to be paid out over a defined period of up to two years.
Pension costs will be paid out primarily in equal annual installments over a five-year period. Stock
compensation expense was attributable to the modification of various stock options and restricted and
deferred stock awards for individuals who accepted the VSP (see Note 1). Other restructuring costs include
outplacement services associated with the termination of employees and professional and actuarial fees
incurred. It is expected that a majority of accrued costs will be paid by June 30, 2004,

In April 2002, State Street incurred $20 million of expenses related to cost control efforts through the
elimination of positions, all of which was paid during the year ended December 31, 2002. These expenses
have been reclassified as restructuring costs in the Consolidated Statement of Income for the year ended
December 31, 2002 included herein.

71




NOTE 17
EMPLOYEE BENEFIT PLANS

State Street Bank and certain of its U.S. subsidiaries participate in a non-contributory, tax-qualified defined
benefit pension plan. In addition to the primary plan, State Street has non-qualified supplemental pension
plans (SERPs) that provide certain officers with defined pension benefits in excess of allowable qualified plan
timits. Non-U.S. employees participate in local defined benefit plans.

State Street Bank and certain U.S. subsidiaries participate in a post-retirement plan that provides health
care and insurance benefits for retired employees.

information combined for the U.S. and non-U.S. defined benefit plans, and information for the post-
retirement plan as of the December 31 measurement date is as follows:

PRIMARY U.S. AND NON-U.S.

AR

{Dollars in millions)

BENEFIT OBLIGATIONS:
Beginning of year

Service cost

Interest cost

Plan amendments

Actuarial losses

Benefits paid

Curtailments

Special termination benefits
Foreign currency translation

End of year $481

PLAN ASSETS AT FAIR VALUE:
Beginning of year
Actual return on plan assets

$290
(31)

Employer contributions 142
Benefits paid 2N
Foreign currency translation B 5
End of year $379

ACCRUED BENEFIT EXPENSE:

Under funded status of the plans-liability $102

Unrecognized net asset (obligation) at transition 3
Unrecognized net losses (227)
Unrecognized prior service benefits (costs) (16)
Net (prepaid) accrued benefit expense $(138)
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PRIMARY U.S. AND NON-U.S.

{Dollars in millions)

AMOUNTS RECOGNIZED IN THE
CONSOLIDATED STATEMENT OF CONDITION:

AS OF DECEMBER 31,

- -Prepaid benefit cost
Accrued benefit cost
Intangible assets
Other

Net (prepaid) accrued benefit expense

$(145)
15

Increase in.minimum fiability

. "USED TO DETERMINE BENEFIT OBLIGATIONS AS OF DECEMBER 31:"

- Discount rate used to determine benefit obligation 6.75%
- Rate of increase for future compensation- =
USED TO DETERMINE PERIODIC BENEFIT COST FOR THE YEARS
ENDED DECEMBER 31:
Discount rate used to determine benefit obligation 7.50%
Rate of increase for future compensation -
Expected long-term rate of return on assets -
ASSUMED HEALTH CARE COST TREND RATES AS OF DECEMBER 31:
Cost trend rate assumed for next year 10.00%
Rate to which the cost trend rate is assumed to decline 5.00
Year that the rate reaches the ultimate trend rate 2013
: (1) A rate of 6.75% was used for determining expense in the first two quarters of 2003, and 5.75% was used for the third and fourth
quarters.
The accumulated benefit obligation for all U.S. defined benefit pension plans was $490 miilion and
$361 million at December 31, 2003, and 2002, respectively.
To develop the expected long-term rate of return on assets assumption, State Street considered the historical
returns and the future expectations for returns for each asset class, as well as the target asset allocation of
the pension portfolio. This analysis resulted in the selection of 8.00% as the long-term rate of return on
assets assumption.
* For the tax-qualified U.S. defined benefit pension plan, the asset allocation as of December 31, 2003 and
2002, and the target allocation for 2004, by asset category, are as follows:
STRATEGIC PERCENTAGE OF PLAN ASSETS AT

AETLRSAT)

Equity securitieé 55%

Fixed income securities 30 33
- Cther 15 10
- Total 100%
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The preceding strategic target asset allocation guidelines were last amended in May 1999. Consistent with
that alfocation, the Plan should generate a real return above inflation and superior to that of a benchmark
index consisting of a combination of appropriate capital markets indices weighted in the same proportions
as the Plan’s strategic target asset ailocation. Equities include domestic and international publicly-traded
common, preferred and convertible securities. Fixed income securities include domestic and international
corporate and government debt securities, as well as asset-backed securities and private debt. Other includes
real estate, alternative investments and cash and cash equivalents. Derivative instruments are an acceptable
alternative to investing in these types of securities, but may not be used to leverage the Plan’s portfolio.

Expected employer contributions to the tax-qualified U.S. defined benefit pension plans, non-qualified
supplemental employee retirement plans (“SERPs”) and post-retirement plan for the year ending
December 31, 2004 are $55 million, $6 million and $3 million, respectively.

State Street has unfunded SERPs that provide certain officers with defined pension benefits in excess of
limits imposed by U.S. federal tax law. Information combined for the SERPs as of and for the years ended
December 31, is as follows:

NONQUALIFIED SERSS -

(Dollars in millions}

BENEFIT OBLIGATIONS:

Beginning of year $ 58
Service cost 3
Interest cost 4
Actuarial loss 14
Benefits paid (2)
Curtailments -
Settlements (7)
Special termination benefits 2
End of year $ 72
ACCRUED BENEFIT EXPENSE:

Under funded status of the plans $ 72
Unrecognized net loss (34)
Unrecognized prior service cost (10)
Net accrued benefit expense $ 28
AMOUNTS RECOGNIZED IN THE STATEMENT OF FINANCIAL CONDITION:

Accrued benefit cost $ 49
Intangible assets (12)
Other (9)
Net accrued benefit expense $ 28
(Decrease) increase in minimum liability $ 4
ACTUARIAL ASSUMPTIONS:

Assumptions used to determine benefit obligations and periodic benefit costs are consistent

with those noted above, with the following exception:

Rate of increase for future compensation 4.75%
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For those defined benefit plans that have accumulated benefit obligations in excess of plan assets as of
December 31, 2003 and 2002, the projected benefit obligations are $216 million and $139 million,
respectively, the plan assets are $74 million and $46 million, respectively, and the accumulated benefit
obligations are $181 million and $109 million, respectively.

If the health care cost trend rates were increased by 1%, the post-retirement benefit obligation as of
December 31, 2003, would have increased 11%, and the aggregate expense for service and interest costs
for 2003 would have increased by 11%. Conversely, if the health care cost trend rates were decreased by
1%, the post-retirement benefit obligation as of December 31, 2003, would have decreased 10%, and the
aggregate expense for service and interest costs for 2003 would have decreased by 10%.

- U.S. defined benefit plans, SERPs and post-retirement pfan for the years ended December 31:

PRIMARY-U.S. AND-NON-U.S,
.DEFINED BENEFIT PLANS

RERRRRRR R
{Dollars in millions]

COMPONENTS OF NET PERIODIC BENEFIT COST:
Service cost
Interest cost

- Assumed return on plan assets
Amortization of transition obligation {(asset)
Amortization of prior service cost
Amortization of net loss (gain)

The following table sets forth the actuarially determined expense (income) for State Street’s U.S. and non-

Net periodic benefit cost

SPECIAL EVENTS ACCOUNTING EXPENSE:
Curtailments
Special termination benefits

" Special events accounting expense

Total expense

$ 2 1
2 2
1 1
- (1)
5 3
$ 5 3

{Doitars in miliions)

~ COMPONENTS OF NET PERIODIC BENEFIT COST:

Service cost $ 3 2
Interest cost 4 ‘3
Amortization of prior service cost 2 1
Amortization of net loss 2 1
Net periodic benefit cost 11 7
SPECIAL EVENTS ACCOUNTING EXPENSE:
Settlements 2 6
Curtaitments - -
»»»»»» Sipecial termination benefits 2 -
Special events accounting expense 6
Total expense $ 15 13

In connection with the VSP (see Note 16), State Street recorded approximately $80 million during the year
ended December 31, 2003 for enhanced pension benefits.
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Employees of State Street and certain subsidiaries are eligible to contribute a portion of their pre-tax salary
to a 401(k) savings plan and an Employee Stock Ownership Plan (ESOP). State Street’'s matching portion
of these contributions is made in cash, and the related expense for the years ended December 31, was
$22 million for 2003, $17 million for 2002 and $21 million for 2001. Further, employees in certain non-
U.S. offices participate in other local plans. Expenses for these plans were $25 miliion, $19 million and
$17 miltion for 2003, 2002 and 2001, respectively.

The ESOP is a non-leveraged plan. Compensation cost is equal to the contribution called for by the plan
formula and is equal to the cash contributed for the purchase of shares on the open market or the fair value
of the shares contributed from treasury stock. Dividends on shares held by the ESOP are charged to retained
earnings and are treated as outstanding for purposes of calculating earnings per share.

> NOTE 18
OPERATING EXPENSES - OTHER

The other category of operating expenses consisted of the following for the years ended December 31:

T {Dollars in millions)
Professional services
Advertising and sales promotion

Goodwill amortization - 38
Other 164 179
Total operating expenses — other $302 $393

> NOTE 19
INCOME TAXES

Income tax expense consisted of the following for the years ended December 31:

{Dotlars in mitlions)

CURRENT:

Federal $139 $ 44
State 40 29
Non-U.S. 39 58
Total current 218 131
DEFERRED:

Federal 251 115
State 65 26
Non-U.S. 6 30
Total deferred 322 171
Total income taxes $540 ) $302

Current and deferred income taxes for 2002 and 2001 have been reclassified to reflect tax returns as actually
filed. The income tax expense related to net realized securities gains was $9 miilion, $31 million and
$17 million for 2003, 2002 and 2001, respectively. Pre-tax income attributable to operations located
outside the United States was $176 million, $147 million and $201 million in 2003, 2002 and 2001,
respectively.

In 2003, State Street recorded a one-time, after tax charge of $12 million representing settlement of a
REIT-related tax matter with the Massachusetts Department of Revenue. The tax rate for the year ended
December 31, 2003 was 34.0% excluding the impact of the REIT settlement and 35.1% if the REIT
settlement is included.
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Significant components of the deferred tax liabilities and assets at December 31 were as follows:

i v s

(Doliars in millions)

.DEFERRED TAX LIABILITIES:

i Lease financing transactions $1,359
;'Foreign currency translation . 4
. Unrealized gains on available-for-sale securities, net 71
Other 68
Total deferred tax liabilities 1,502
- DEFERRED TAX ASSETS:
fOperating expenses not currently deductible 55
" Deferred compensation 40
Allowance for loan losses 24
Tax carryforwards 41
Other ‘ 65
“Total deferred tax assets 225
Vaiuation allowance for deferred tax assets 3
"Net deferred tax assets 222
- Net deferred tax liabilities $1,280

The valuation allowance has been determined pursuant to the provisions of Statement of Financial
Accounting Standards No. 109, including the Corporation’s estimation of future taxable income, if necessary,
and is adequate to reduce the total deferred tax asset to an amount that will more likely than not be realized.
- At December 31, 2003, State Street had minimum tax credit carryforwards of $35 million and non-U.S.
“federal tax loss carryforwards of $4 million. The minimum tax credit amount carries forward indefinitely. Non-
. U.S. federal tax loss carryforwards expire in years 2004 to 2023.

* Areconciliation of the U.S. statutory incomie tax rate to the effective tax rate based on income before income
taxes was as follows for the years ended December 31:

- (Doliars in millions)
: U.S. federal income tax rate 35.0% 35.0%
. _CHANGES FROM STATUTORY RATE: = = N e .

State taxes, net of federal benefit 4.1 3.9
Tax-exempt interest revenue, net of disallowed interest (3.0 (3.2)
Tax credits (3.1) (3.6)

" Other, net (.9 5
Non-operating item (1) 2.6 .2)
Effective tax rate 34.7% 32.4%

(1) The adjustment for the non-operating item reported in 2003 is the result of the increase in the effective tax rate for a state tax matter
that was settled. The 2002 adjustment includes the increase in the effective tax rate resulting from the gain on the sale of State Street's
Corporate Trust business. In 2001, the adjustment includes the decrease in the effective tax rate for the write-off of State Street’s
investment in Bridge.

The Internal Revenue Service (“IRS") is conducting an examination of State Street’s federal income tax
returns for the years ended December 31, 1997, 1998 and 1999. In the fourth quarter of 2003, the IRS
issued Notices of Proposed Adjustment for these years with respect to State Sireet’s tax treatment of several
lease-in, lease-ouf transactions. The proposed adjustments relate to the timing of the recognition of income
and expense for tax purposes; for financial reporting purposes, deferred taxes have been provided. State

" Street believes that its tax return reporting of these transactions was consistent with applicable tax law and
intends to defend its position.
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NOTE 20
EARNINGS PER SHARE

The following table sets forth the computation of basic and diluted earnings per share for the years ended
December 31:

{Dollars in millions, except per share data)

NET INCOME $ 1,015 628
EARNINGS PER SHARE:

Basic $ 3.14 1.94
Diluted 3.10 1.80
AVERAGE SHARES QUTSTANDING (THOUSANDS):

Basic average shares 323,520 325,030
Effect of dilutive securities: .
Stock options and stock awards 3,631 4,849
Equity-related financial instruments 326 613
Dilutive average shares 327,477 330,492

For the years ended December 31, 2003, 2002, and 2001, 6,470,000, 8,027,000 and 6,967,000 stock
options were outstanding respectively, but not included in the computation of diluted average shares,
because the exercise prices of the instruments were greater than the average fair value of State Street'’s
common stock during those periods.

NOTE 21
CONTINGENT LIABILITIES

State Street provides custody, accounting, daily pricing and administration; master trust and master custody;
investment management; recordkeeping; foreign exchange and trading services; securities lending; cash
management; investment and hedge fund manager operations outsourcing and wealth management services;
and information services to clients worldwide. Assets under custody and assets under management are held
by State Street in a fiduciary or custodial capacity and are not included in the Consolidated Statement of
Condition because such items are not assets of State Street. Management conducts regular reviews of its
responsibilities for these services and considers the results in preparing its financial statements. In the
opinion of management, no contingent liabilities exist at December 31, 2003, that would have a material
adverse effect on State Street’s financial position or results of operations.

In the normal course of business, State Street is subject to challenges from U.S. and non-U.S. tax authorities
regarding the amount of taxes due. These challenges may result in adjustments to the timing or amount of
taxable income or deductions or the allocation of income among tax jurisdictions. Management believes State
Street is appropriately accrued for tax exposures. If State Street prevails in a matter for which an accrual
has been established, or is required to pay an amount exceeding its reserve, the financial impact will be
reflected in the period that the matter is resolved.
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NOTE 22
DERIVATIVE FINANCIAL INSTRUMENTS

State Street uses derivatives to support clients’ needs, conduct trading activities, and manage its interest
rate and currency risk. The Corporation takes positions in both the foreign exchange and interest rate markets
‘by buying and selling cash instruments and using financial derivativés, including foreign exchange forward
contracts, foreign exchange and interest rate options, and interest rate swaps.

A derivative instrument is a financial instrument or other contract which has one or more underlying and one
or more notional amounts, no initial net investment, or a smaller initial net investment than would be expected
for similar types of contracts, and which requires or permits net settlement. Derivative instruments include
forwards, futures, swaps, options and other instruments with similar characteristics. The use of these
instruments impacts fee revenue or net interest revenue.

Interest rate contracts involve an agreement with a counterparty to exchange cash flows based on the
movement of an underlying interest rate index. An interest rate swap agreement involves the exchange of
a series of interest payments, either at a fixed or variable rate, based.upon the notional amount without the
exchange of the underlying principal amount. An interest rate option contract provides the purchaser, for a
premium, the right, but not the obligation, to buy or sell the underlying financial instrument at a set price
at or during a specified period. An interest rate futures contract is a commitment to buy or sell, at a future
date, a financial instrument at a contracted price; it may be settled.in cash or through the delivery of the
contracted instrument.

Feoreign exchange contracts involve an agreement to exchange one currency for another currency at an agreed-
upon rate and settlement date. Fareign exchange contracts consist of swap agreements and forward and
spot contracts.

The following table summarizes the contractual or notional amounts of derivative financial instruments held
or issued for trading and balance sheet management as of December 31:

N—— s _— T, SRR S i

{Dollars in miltions}

TRADING:

INTEREST RATE CONTRACTS:
_Swap agreements

:Options and caps purchased
"Options and caps written
Futures

'FOREIGN EXCHANGE CONTRACTS:
Forward, swap and spot

Options purchased

Options written

Futures

-BALANCE SHEET MANAGEMENT:

"INTEREST RATE CONTRACTS:

“Swap agreements

In connection with its interest rate risk management strategies, State Street has executed interest rate swap
.agreements with a notional value of $2.6 billion and $1.3 billion at December 31, 2003 and 2002,
“respectively, designated as fair value hedges to hedge the changes in the fair value of certain securities. For
fthe years ended December 31, 2003, 2002 and 2001, State Street recognized net pre-tax losses of
"approximately $5 mitlion, $5 mitlion and $2 miilion, respectively, which represented the ineffective portion
of the hedge, reported in processing fees and other revenue. ‘

$ 3,847
351

483
15,078

227,782
350
136
409

2,020
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State Street has designated interest rate swaps with a notional value of $150 million as cash flow hedges
to its floating rate debt. These interest rate swaps constitute a fully effective hedge. In addition, State Street
has entered into interest rate swaps with notional values of $600 million in 2002 and $600 million in 2003.
These swaps are designated as fair value hedges to hedge certain of its fixed rate debt issuances. The fair
value hedge swaps increased the value of long-term debt presented in the Statement of Condition by
$45 million. For the year ended December 31, 2003, the Corporation's overall weighted average interest
rate for long-term debt was 5.58% on a contractual basis and 4.31%, including the effects of derivative
contracts. ’

FAIR VALUE OF DERIVATIVE FINANCIAL INSTRUMENTS

State Street's risk exposure from interest rate and foreign exchange contracts results from the possibility that
one party may default on its contractual obligation or from movements in exchange or interest rates. Credit
risk is limited to the positive market value of the derivative financial instrument, which is significantly less
than the notional value. The notiona! value provides the basis for determining the exchange of contractual
cash flows. The exposure to credit loss can be estimated by calculating the cost, on a present-value basis,
to replace at current market rates all profitable contracts at year-end. The estimated aggregate replacement
cost of derivative financial instruments in a net positive position was $5.5 billion at December 31, 2003,
and $3.6 billion at December 31, 2002.

The foreign exchange contracts have been reduced by offsetting balances with the same counterparty where
a master netting agreement exists.

The following table represents the fair value as of December 31, and average fair value for the years ended
December 31, of financial derivative instruments held or issued for trading purposes:

2002:

FOREIGN EXCHANGE CONTRACTS:

Contracts in a receivable position $2,451
Contracts in a payable position 2,373
OTHER FINANCIAL INSTRUMENT CONTRACTS:

Contracts in a receivable position g1
Contracts in a payable position 165

Foreign exchange trading revenue related to foreign exchange contracts was $330 million, $300 million and
$368 million for the years ended December 31, 2003, 2002 and 2001, respectively. In 2003, State Street
also recorded $61 million from Deutsche Bank as foreign exchange trading revenue. For other financial
instrument contracts, there were losses of $31 million in 2003, $38 million in 2002 and $22 million in
2001 recorded in processing fees and other revenue. Future cash requirements, if any, related to foreign
currency contracts are represented by the gross amount of currencies to be exchanged under each contract
unless State Street and the counterparty have agreed to pay or receive the net contractual settlement amount
on the settlement date. Future cash requirements on other financial instruments are limited to the net
amounts payable under the agreements.

$1,376
1,361

68
80
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NOTE 23
COMMITMENTS AND OFF-BALANCE SHEET ACTIVITIES

Credit-related financial instruments include indemnified securities on loan, commitments to extend credit
or purchase assets and standby letters of credit. The total potential loss on undrawn commitments, standby
and commercial letters of credit and securities lending indemnifications is equal to the total contractual
arnount, which does not consider the value of any collateral.

The following is a summary of the contractual amount of credit-related, off-balance sheet financial
_instruments at December 31:

{Doliars in millions)

Indemnified securities on loan $131,991
Liquidity asset purchase agreements 14,044
tLean commitments 12,499
~Standby letters of ‘credit 3,252

106

. Letters of credit

On behalf of its clients, State Street lends securities to creditwbrthy banks, broker-dealers and other
“institutions. In certain circumstances, State Street may indemnify its clients for the fair market value of those
securities against a failure of the borrower to return such securities. Collateral funds resulting from State
Street’s securities lending services are held by State Street as agent; therefore, under accounting principles
generally accepted in the United States, these assets are not assets of the Corporation. State Street requires
the borrowers to provide collateral in an amount equal to or in excess of 102% of the fair market value of
the securities borrowed. The borrowed securities are revalued daily to determine if additional collateral is
necessary. State Strest held, as collateral, cash and U.S. government securities totaling $271.3 billion and
$134.6 billion for indemnified securities on loan at December 31, 2003 and 2002, respectively.

_Loan commitments (unfunded loans and unused lines of credit), liquidity asset purchase agreements and
standby letters of credit are issued to accommodate the financing needs of State Street’s clients and to
provide liquidity and credit enhancements to variable interest entities. Loan commitments are agreements
by State Street to lend monies at a future date. Liquidity asset purchase agreements are commitments to
purchase receivables or securities, subject to conditions established in the agreements.

These loan, liquidity asset purchase and letter of credit commitments are subject to the same credit policies
and reviews as loans. Approximately 86% of the loan commitments and asset purchase agreements expire
within one year from the date of issue. Since many of the commitments are expected to expire or renew
without being drawn, the total commitment amounts do not necessarily represent future cash requirements.
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State Street provides liquidity and credit enhancement facilities in the form of liquidity asset purchase
agreements, lines of credit, and standby letters of credit to two types of off-balance sheet entities. One type,
special purpose entities (“SPEs"), as defined by FIN 46 (revised), which are administered by State Street,
issues asset-backed commercial paper (“ABCP”). At December 31, 2003 and 2002, State Street’s
commitments under liquidity asset purchase agreements and lines of credit to these SPEs were $11.9 billion
and $10.1 billion, respectively, and standby letters of credit were $644 million and $590C million,
respectively. Amounts committed, but unused, under the liquidity asset purchase agreements, lines of credit
and standby letters of credit that State Street provides to these SPEs are included in the table above. During
the year ended December 31, 2003, $50 million was drawn under a liquidity asset purchase agreement.
Asset performance deterioration or certain other factors may cause the asset risk to shift from the ABCP
investors to State Street as the liquidity provider for the asset purchase agreements, as the SPE may need
to repay maturing commercial paper by drawing the liquidity facilities. State Street would acquire the assets
at fair market value at the date of transfer. Potential losses, if any, from these SPES are not expected to
materially affect the financial condition or results of operations of the Corporation.

For a second type of off-balance sheet entity, structured as qualified special-purpose entities (“QSPEs”) in
accordance with accounting principles generally accepted in the United States, State Street distributes and
sells equity interests in tax-exempt investment-grade assets that are primarily sold to mutual fund clients.
For these QSPEs, State Street transfers the assets from its investment portfolio at fair market value. Such
transfers are treated as sales. For the years ended 2003 and 2002, State Street sold $393 miltion and
$33 million of investment securities, respectively to the QSPEs. The QSPEs finance the acquisition of these
assets by selling equity interests to third-party investors. State Street owns a minority residual interest in
these QSPEs of less than 6%, or $76 million. As of December 31, 2003, these trusts have a weighted average
life of approximately 5.5 years. In a separate agreement, State Street provides liquidity asset purchase
agreements to these entities. These liquidity asset purchase agreements obligate State Street to buy the
equity interests in the underlying portfolio at par, which approximates market value, in the event that the
re-marketing agent is unable to place the equity interests of the off-balance sheet entity with investors. The
liquidity asset purchase agreements are subject to early termination by State Street in the event of payment
default, bankruptcy of the issuer or credit enhancement provider, taxability, or downgrade of an asset below
investment grade. State Street’s liquidity asset purchase agreements to these off-balance sheet entities were
$1.2 billion and $1.3 billion at December 31, 2003 and 2002, respectively, none of which were utilized,
and are included in the preceding table.

During 2003, State Street acquired and transferred approximately $1.5 billion of investment securities out
of its available-for-sale portfolio at fair market value in exchange for cash to another off-balance sheet entity
structured as a QSPE. These transfers are treated as sales. State Street provides investment management
services to this unaffiliated QSPE.
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> NOTE 24
FAIR VALUE OF FINANCIAL INSTRUMENTS
State Street uses the following methods to estimate the fair value of financial instruments.

For financial instruments that have quoted market prices, those quotes are used to determine fair value.
Financial instruments that have no defined maturity, have a remaining maturity of 180 days or less, or reprice

“frequently to a market rate are assumed to have a fair value that approximates reported book value, after
taking into consideration any applicable credit risk. If no market qudtes are available, financial instruments
are valued by discounting the expected cash flow(s) using an estimated current market interest rate for the
financial instrument. For derivative instruments, fair value is estimated as the amount at which an asset or
liability could be bought or sold in a current transaction between willing parties, other than in a forced
liquidation or sale.

The short maturity of State Street’s assets and fiabilities resuits in a significant number of financial
instruments for which fair value equals or closely approximates reported balance sheet value. Such financial
instruments are reported in the following balance sheet captions: cash and due from banks, interest-bearing
daposits with banks, securities purchased under resale agreements, federal funds sold, deposits, securities
sold under repurchase agreements, federal funds purchased and other short-term borrowings. The fair value
of trading account assets equals the carrying value. There is no reported cost for loan commitments since
terms are at prevailing market rates.

The reported value and fair value for other balance sheet captions as of December 31 were as follows:

{Drofiars in millions):

2002:
" INVESTMENT SECURITIES:
Available for sale $26,528 $26,528
Held to maturity : 1,543 1,556
Net loans (excluding leases) ‘ 1,991 1,991
: Unrealized gains on derivative instruments . ; 2,542 2,542
Long-term debt 1,270 1,337
 ‘ Uinrealized losses on derivative instruments 2,538 2,538
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NOTE 25
NON-U.S. ACTIVITIES

Non-U.S. activities, as defined by the Securities and Exchange Commission, are considered to be those
revenue-producing assets and transactions that arise from clients domiciled outside the United States.

Due to the nature of State Street's business, precise segregation of U.S. and non-U.S. activities is not
possible. Subjective judgments have been used to arrive at the operating results for non-U.S. activities,
including the application of tax transfer pricing and asset-liability management policies. Interest expense
allocations are based on the average cost of short-term borrowed funds. State Street does not allocate costs

related to resources common to non-U.S. and U.S. activities.

The following table summarizes non-U.S. operating results for the years ended December 31, and assets as

of December 31, based on the domicile location of clients:

R - o
(Dollars in millions)

RESULTS OF OPERATIONS:
Fee revenue $ 654 $ 642
interest revenue 786 1,023
Interest expense 375 622
Net interest revenue 411 401
Total revenue 1,065 1,043
Operating expenses 704 648
Income before income taxes 361 395
income tax expense 145 158
Net income $ 216 $ 237
ASSETS: o
Interest-bearing deposits with banks ©$28,143 - $20,317 "
t.oans and other assets ~ 4,851 4525 |
- Fotalragsets- - = e e $32/994 - $24,8427
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> NOTE 26

FINANCIAL STATEMENTS OF STATE STREET CORPORATION (PARENT ONLY)

{Dollars In millions)

Years ended December 31,

Interest on securities purchased under resale agreements
-Cash dividends from.consolidated -bank subsidiary

Cash dividends from consolidated non-bank subsidiaries
Other, net )

" Total revenue o v e s s e o

‘Interest on securities sold under repurchase agreements
Other interest expense
Other expenses

‘Total expenses
Income tax benefit

“Consolidated non-bank subsidiaries and-uncensolidated- -~ ---- -~

Income before equity in Undistributed income of subsidiaries
and affiliates

Equity in undistributed income {loss) of subsidiaries and
affiliates: ‘ »
Censolidated bank subsidiary

affiliates

Net income
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\ 2O
{Dollars in millions)
As of December 31,
ASSETS: . .
Interest-bearing deposits with bank subsidiary $ 517 |
SECURITIES PURCHASED UNDER RESALE AGREEMENTS FROM:
Consolidated bank subsidiary e 414
" Consolidated non-bank subsidiary 354
External parties 5111
Available-for-sale securities 87
. INVESTMENTS IN. SURSIDIARIES:
Consolidated bank subsidiary- " 5,074
Consolidated non-bank subsidiaries 479
Unconsolidated affiliates 125
NOTES AND OTHER RECEIVABLES FROM:
Consolidated bank subsidiary 200
Consolidated non-bank subsidiaries and affiliates 170
Other assets 57
Total assets $12,568
LIABILITIES:
Securities sold under repurchase agreements $ 5,277
Commercial paper 1998
ACCRUED TAXES, EXPENSES AND OTHER LIABILITIES DUE TO:
Consolidated bank subsidiary 78
Consolidated non-bank subsidiaries 7
External parties 201
Long-term debt 1,220
Total liabilities 7,781
Stockholders’ equity 4,787
Totat liabilities and stockholders’ equity $12,568
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(Cofiars in millions)
Years ended December 31,

NET CASH PROVIDED BY OPERATING ACTIVITIES
INVESTING ACTIVITIES:

" Net (increase) decrease in intérést-bearing deposits with bank’
: subsidiary

Net (increase) decrease in securities purchased under resale
agreements

Purchases of available-for-sale securities

" Investments in consolidated bank subsidiary

Investments in non-bank subsidiaries and affiliates

. Net decrease (increase) in notes receivable from subsidiaries

Other

Net Cash (Used) Provided by Investing Activities

. FINANCING ACTIVITIES:

Net increase (decrease) in short-term borrowings

" Net (decrease) increase in commercial paper

Proceeds from issuance of long-term debt,

" net of issuance costs

Payments for long-term debt

Proceeds from the issuance of common stock/SPACES,
net of issuance costs

Purchases of common stock
Proceeds from issuance of treasury stock
Payments for cash dividends

Net Cash Provided (Used) by Financing Activities

Net Change

- Cash and Due from Banks at Beginning of Year

- Cash and Due from Banks at End of Year

$ 126 $ 226
(367) 201
(1,806) 1,161
(43) (19)
(54) (190)
(30) 1
19 11
(2,281) 1,165
1,782 (1,271)
499 12
(75) (252)
98 247
(149) (127)
2,155 (1,391)
- -3 -
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> NOTE 27
QUARTERLY RESULTS OF OPERATIONS, SHARE AND PER SHARE DATA (UNAUDITED)

2003 QUARTERS

{Dollars and shares in millions,
. except per share datak. . . ...

CONSOLIDATED STATEMENT OF INCOME:
Fee revenue

Interest revenue

Interest expense

Net interest revenue
__ Provision for loan losses

Net interest revenue after
provision for loan losses

Net gains on the sales of securities,
included in fee revenue above

Gains on the sales of divested businesses, net

Total revenue
Operating expenses

income before income taxes
Income tax expense (benefit)

Net income

EARNINGS PER SHARE:
Basic
Diluted

AVERAGE SHARES OUTSTANDING:
Basic
Diluted
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