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PART I

 ITEM 1.    BUSINESS

        State Street Corporation is a financial holding company, organized in 1970 under the laws of the Commonwealth of Massachusetts.
Through its subsidiaries, including its principal banking subsidiary, State Street Bank and Trust Company, State Street Corporation provides a
full range of products and services for institutional investors worldwide. All references in this Form 10-K to "the parent company" are to State
Street Corporation. Unless otherwise indicated or unless the context requires otherwise, all references in this Form 10-K to "State Street," "we,"
"us," "our" or similar terms mean State Street Corporation and its subsidiaries on a consolidated basis. State Street Bank and Trust Company is
referred to as "State Street Bank." The parent company is a legal entity separate and distinct from its subsidiaries, assisting those subsidiaries by
providing financial resources and management. At December 31, 2007, we had consolidated total assets of $142.54 billion, consolidated total
deposits of $95.79 billion, consolidated total shareholders' equity of $11.30 billion and employed 27,110. Our executive offices are located at
One Lincoln Street, Boston, Massachusetts 02111 (telephone (617) 786-3000).

        We make available, without charge, on or through our Internet website at www.statestreet.com all reports we electronically file with, or
furnish to, the Securities and Exchange Commission, including our Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q and Current
Reports on Form 8-K, as well as any amendments to those reports, as soon as reasonably practicable after those documents have been filed with,
or furnished to, the SEC. These documents are also accessible on the SEC's website at www.sec.gov. We have included the website addresses of
State Street and the SEC as inactive textual references only. Except as may be specifically incorporated by reference into this Form 10-K,
information on those websites is not part of this Form 10-K.

        We have adopted Corporate Governance Guidelines, as well as written charters for the Executive Committee, the Examining and Audit
Committee, the Executive Compensation Committee, and the Nominating and Corporate Governance Committee of our Board of Directors, and
a Code of Ethics for Senior Financial Officers, a Standard of Conduct for Directors, and a Standard of Conduct for our employees. Each of these
documents is posted on our website, and each is available in print to any shareholder who requests it by writing to the Office of the Secretary,
State Street Corporation, One Lincoln Street, Boston, Massachusetts 02111.

GENERAL

        We conduct our business primarily through our principal banking subsidiary, State Street Bank, which traces its beginnings to the founding
of the Union Bank in 1792. State Street Bank's current charter was authorized by a special act of the Massachusetts Legislature in 1891, and its
present name was adopted in 1960. With $15.30 trillion of assets under custody and $1.98 trillion of assets under management at year-end 2007,
we are a leading specialist in meeting the needs of institutional investors worldwide. Our customers include mutual funds and other collective
investment funds, corporate and public retirement plans, insurance companies, foundations, endowments and other investment pools, and
investment managers. Including the United States, we operate in 26 countries and more than 100 geographic markets worldwide.

        For a discussion of our business activities, refer to the "Lines of Business" section that follows. For information about our management of
capital, liquidity, market risk, including interest-rate risk, and other risks inherent in our businesses, refer to Management's Discussion and
Analysis of Financial Condition and Results of Operations included under Item 7, and Risk Factors, under Item 1A, of this Form 10-K. Financial
information with respect to our non-U.S. activities is included in note 23 of the Notes to Consolidated Financial Statements included in this
Form 10-K under Item 8.
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        In July 2007, we completed our acquisition of Investors Financial Services Corp., a bank holding company based in Boston, Massachusetts,
with approximately $17 billion in total assets and approximately $1.9 trillion in assets under custody. We acquired Investors Financial in order
to enhance our position as a worldwide service provider to institutional investors. Additional information about this acquisition is included in
note 2 of the Notes to Consolidated Financial Statements included in this Form 10-K under Item 8.

LINES OF BUSINESS

        We report two lines of business: Investment Servicing and Investment Management. These two lines of business provide services to support
institutional investors, including custody, recordkeeping, daily pricing and administration, shareholder services, foreign exchange, brokerage and
other trading services, securities finance, deposit and short-term investment facilities, loan and lease financing, investment manager and hedge
fund manager operations outsourcing, performance, risk and compliance analytics, investment research and investment management, including
passive and active U.S. and non-U.S. equity and fixed income strategies. For additional information about our lines of business, see the "Line of
Business Information" section of Management's Discussion and Analysis included under Item 7, and note 22 of the Notes to Consolidated
Financial Statements included under Item 8, of this Form 10-K.

COMPETITION

        We operate in a highly competitive environment in all areas of our business worldwide. We face competition from other financial services
institutions, deposit-taking institutions, investment management firms, insurance companies, mutual funds, broker/dealers, investment banking
firms, benefits consultants, leasing companies, and business service and software companies. As we expand globally, we encounter additional
sources of competition.

        We believe that there are certain key competitive considerations in these markets. These considerations include, for investment servicing,
quality of service, economies of scale, technological expertise, quality and scope of sales and marketing, and price; and for investment
management, expertise, experience, the availability of related service offerings, and price.

        Our competitive success will depend upon our ability to develop and market new and innovative services, to adopt or develop new
technologies, to bring new services to market in a timely fashion at competitive prices, to continue and expand our relationships with existing
customers and to attract new customers.

SUPERVISION AND REGULATION

        We are registered with the Board of Governors of the Federal Reserve System, which we refer to as the Federal Reserve Board, as a bank
holding company pursuant to the Bank Holding Company Act of 1956, as amended. The Bank Holding Company Act, with certain exceptions,
limits the activities in which we and our non-bank subsidiaries may engage, to those that the Federal Reserve Board considers to be closely
related to banking or managing or controlling banks. These limits also apply to non-bank companies of which we own or control more than 5%
of a class of voting shares. The Federal Reserve Board may order a bank holding company to terminate any activity or its ownership or control
of a non-bank subsidiary if the Federal Reserve Board finds that such activity, ownership or control constitutes a serious risk to the financial
safety, soundness or stability of a bank subsidiary or is inconsistent with sound banking principles or statutory purposes. In the opinion of
management, all of our present subsidiaries operate within the statutory standard or are otherwise permissible. The Bank Holding Company Act
also requires a bank holding company to obtain prior approval of the Federal
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Reserve Board before it may acquire substantially all the assets of any bank or ownership or control of more than 5% of the voting shares of any
bank.

        The parent company operates as a financial holding company, which reduces to some extent the Federal Reserve Board's restrictions on our
activities. A financial holding company and the companies under its control are permitted to engage in activities considered "financial in nature"
as defined by the Gramm-Leach-Bliley Act and Federal Reserve Board interpretations, and therefore may engage in a broader range of activities
than permitted for bank holding companies and their subsidiaries. Financial holding companies may engage directly or indirectly in activities
considered financial in nature, either de novo or by acquisition, provided the financial holding company gives the Federal Reserve Board
after-the-fact notice of the new activities. Activities defined to be financial in nature include, but are not limited to, the following: providing
financial or investment advice; underwriting; dealing in or making markets in securities; merchant banking, subject to significant limitations;
and any activities previously found by the Federal Reserve Board to be closely related to banking. In order to maintain status as a financial
holding company, each of a bank holding company's depository subsidiaries must be well capitalized and well managed, as judged by regulators,
and must comply with Community Reinvestment Act obligations. Failure to maintain such standards may ultimately permit the Federal Reserve
Board to take certain enforcement actions against such company.

        Many aspects of our business are subject to regulation by other U.S. federal and state governmental and regulatory agencies and
self-regulatory organizations (including securities exchanges), and by non-U.S. governmental and regulatory agencies and self-regulatory
organizations. Aspects of our public disclosure, corporate governance principles and internal control systems are subject to the Sarbanes-Oxley
Act of 2002 and regulations and rules of the SEC and the New York Stock Exchange.

Capital Adequacy

        Like other bank holding companies, we are subject to Federal Reserve Board minimum risk-based capital and leverage ratio guidelines. As
noted above, our status as a financial holding company also requires that we maintain certain capital ratio levels. State Street Bank is subject to
similar risk-based capital and leverage ratio guidelines. As of December 31, 2007, our capital levels on a consolidated basis, and the capital
levels of State Street Bank, exceeded the applicable minimum capital requirements and the requirements to qualify as a financial holding
company. Failure to meet capital requirements could subject us to a variety of enforcement actions, including the termination of deposit
insurance of State Street Bank by the Federal Deposit Insurance Corporation, and to certain restrictions on our business that are described further
in this "Supervision and Regulation" section.

        For additional information about our capital position and capital adequacy, refer to the "Capital" section of Management's Discussion and
Analysis included under Item 7, and note 14 of the Notes to Consolidated Financial Statements included under Item 8, of this Form 10-K.

Subsidiaries

        The Federal Reserve Board is the primary federal banking agency responsible for regulating us and our subsidiaries, including State Street
Bank, for both our U.S. and non-U.S. operations.

        Our bank subsidiaries are subject to supervision and examination by various regulatory authorities. State Street Bank is a member of the
Federal Reserve System and the FDIC and is subject to applicable federal and state banking laws and to supervision and examination by the
Federal Reserve Bank of Boston, as well as by the Massachusetts Commissioner of Banks, the FDIC, and the regulatory authorities of those
countries in which a branch of State Street Bank is located. Other subsidiary trust companies are subject to supervision and examination by the
Office of the Comptroller of the Currency, other offices of the Federal Reserve System or by the appropriate state banking regulatory authorities
of the states in which they are located. Our non-U.S. bank subsidiaries are subject to

3

Edgar Filing: STATE STREET CORP - Form 10-K

6



regulation by the regulatory authorities of the countries in which they are located. As of December 31, 2007, the capital of each of these banking
subsidiaries was in excess of the minimum legal capital requirements as set by those authorities.

        The parent company and its non-bank subsidiaries are affiliates of State Street Bank under federal banking laws, which impose certain
restrictions on transfers of funds in the form of loans, extensions of credit, investments or asset purchases from State Street Bank to the parent
and its non-bank subsidiaries. Transfers of this kind to affiliates by State Street Bank are limited with respect to each affiliate to 10% of State
Street Bank's capital and surplus, as defined, and to 20% in the aggregate for all affiliates, and are subject to certain collateral requirements. As a
bank holding company, the parent company and its subsidiaries are prohibited from engaging in certain tie-in arrangements in connection with
any extension of credit or lease or sale of property or furnishing of services. Federal law also provides that certain transactions with affiliates
must be on terms and under circumstances, including credit standards, that are substantially the same or at least as favorable to the institution as
those prevailing at the time for comparable transactions involving other non-affiliated companies or, in the absence of comparable transactions,
on terms and under circumstances, including credit standards, that in good faith would be offered to, or would apply to, non-affiliated
companies. The Federal Reserve Board has jurisdiction to regulate the terms of certain debt issues of bank holding companies. Federal law
provides as well for a depositor preference on amounts realized from the liquidation or other resolution of any depository institution insured by
the FDIC.

        Our investment management division, State Street Global Advisors, or "SSgA," which acts as an investment advisor to investment
companies registered under the Investment Company Act of 1940, is registered as an investment adviser with the SEC. However, a major
portion of our investment management activities are conducted by State Street Bank, which is subject to supervision primarily by the Federal
Reserve Board and the SEC with respect to these activities. Our U.S. broker/dealer subsidiary is registered as a broker/dealer with the SEC, is
subject to regulation by the SEC (including the SEC's net capital rule) and is a member of the Financial Industry Regulatory Authority, a
self-regulatory organization. Many aspects of our investment management activities are subject to federal and state laws and regulations
primarily intended to benefit the investment holder. These laws and regulations generally grant supervisory agencies and bodies broad
administrative powers, including the power to limit or restrict us from carrying on our investment management activities in the event that we fail
to comply with such laws and regulations, and examination authority. Our business relating to investment management and trusteeship of
collective trust funds and separate accounts offered to employee benefit plans is subject to ERISA and is regulated by the U.S. Department of
Labor.

        Our businesses, including our investment management and securities and futures businesses, are also regulated extensively by non-U.S.
governments, securities exchanges, self-regulatory organizations, central banks and regulatory bodies, especially in those jurisdictions in which
we maintain an office. For instance, the Financial Services Authority, the London Stock Exchange, and the Euronext.liffe regulate activities in
the United Kingdom; the Deutsche Borse AG and the Federal Financial Supervisory Authority regulate activities in Germany; and the Financial
Services Agency, the Bank of Japan, the Japanese Securities Dealers Association and several Japanese securities and futures exchanges,
including the Tokyo Stock Exchange, regulate activities in Japan. We have established policies, procedures, and systems designed to comply
with these requirements. However, as a global financial services institution, we face complexity and costs in our worldwide compliance efforts.

        Most of our non-U.S. operations are conducted pursuant to Federal Reserve Board Regulation K through State Street Bank's Edge Act
corporation subsidiary or through international branches of State Street Bank. An Edge Act corporation is a corporation organized under federal
law that conducts foreign business activities. In general, banks may not invest more than 20% of their capital and surplus in their Edge Act
corporations (and similar state law corporations), and the investment of any amount in excess of 10% of capital and surplus requires the prior
approval of the Federal Reserve Board
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(which approval is generally valid for a 12-month period). State Street Bank periodically applies to the Federal Reserve Board to invest in excess
of 10% of its capital and surplus in its Edge Act corporation, and State Street Bank currently has approval to continue investing a dollar amount
up to the equivalent of 18% of its capital and surplus.

        In addition to non-U.S. operations conducted pursuant to Regulation K, we make new investments abroad directly (through the parent
company or through non-bank subsidiaries of the parent company) pursuant to Federal Reserve Board Regulation Y, or through international
bank branch expansion, which are not subject to the 20% investment limitation for Edge Act corporation subsidiaries. We cannot predict with
certainty what the future impact of the Regulation K investment limitation may be, but in light of available alternatives, we do not believe the
limitation will materially limit our ability to expand internationally.

        We are subject to the USA PATRIOT Act of 2001, which contains anti-money laundering and financial transparency laws and requires
implementation of regulations applicable to financial services companies, including standards for verifying client identification and monitoring
client transactions and detecting and reporting suspicious activities. Anti-money laundering laws outside the U.S. contain similar requirements.

        We are also subject to the Massachusetts bank holding company statute. The Massachusetts statute requires prior approval by the
Massachusetts Board of Bank Incorporation for our acquisition of more than 5% of the voting shares of any additional bank and for other forms
of bank acquisitions.

Support of Subsidiary Banks

        Under Federal Reserve Board guidelines, a bank holding company is required to act as a source of financial and managerial strength to its
bank subsidiaries. Under these guidelines, the parent company is expected to commit resources to State Street Bank and any other bank
subsidiary in circumstances in which it might not do so absent such guidelines. In the event of our bankruptcy, any commitment by the parent
company to a federal bank regulatory agency to maintain the capital of a bank subsidiary will be assumed by the bankruptcy trustee and will be
entitled to a priority payment.

ECONOMIC CONDITIONS AND GOVERNMENT POLICIES

        Economic policies of the U.S. government and its agencies influence our operating environment. Monetary policy conducted by the Federal
Reserve Board directly affects the level of interest rates, which may impact overall credit conditions of the economy. Monetary policy is applied
by the Federal Reserve Board through open market operations in U.S. government securities, changes in reserve requirements for depository
institutions, and changes in the discount rate and availability of borrowing from the Federal Reserve. Government regulation of banks and bank
holding companies is intended primarily for the protection of depositors of the banks, rather than for the shareholders of the institutions. We are
also impacted by the economic policies of non-U.S. government agencies, such as the European Central Bank.

STATISTICAL DISCLOSURE BY BANK HOLDING COMPANIES

        The following information, provided under Items 6, 7 and 8 of this Form 10-K, is incorporated by reference herein:

        "Selected Financial Data" table (Item 6)�presents return on average common equity, return on average assets, common dividend payout and
equity-to-assets ratios.

        "Distribution of Average Assets, Liabilities and Shareholders' Equity; Interest Rates and Interest Differential" table (Item 8)�presents
average balance sheet amounts, related fully taxable-equivalent interest earned or paid, related average yields and rates paid and changes in fully
taxable-equivalent
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interest revenue and expense for each major category of interest-earning assets and interest-bearing liabilities.

        Note 3, "Investment Securities," of the Notes to Consolidated Financial Statements (Item 8) and "Investment Securities" section included in
Management's Discussion and Analysis of Financial Condition and Results of Operations (Item 7)�disclose information regarding book values,
market values, maturities and weighted average yields of securities (by category).

        Note 1, "Summary of Significant Accounting Policies�Loans and Lease Financing" of the Notes to Consolidated Financial Statements
(Item 8)�discloses our policy for placing loans and leases on non-accrual status.

        Note 4, "Loans and Lease Financing," of the Notes to Consolidated Financial Statements (Item 8) and "Loans and Lease Financing" section
included in Management's Discussion and Analysis of Financial Condition and Results of Operations (Item 7)�disclose distribution of loans, loan
maturities and sensitivities of loans to changes in interest rates.

        "Loans and Lease Financing" and "Cross-Border Outstandings" sections of Management's Discussion and Analysis of Financial Condition
and Results of Operations (Item 7)�disclose information regarding cross-border outstandings and other loan concentrations of State Street.

        "Credit Risk" section of Management's Discussion and Analysis of Financial Condition and Results of Operations (Item 7) and note 4,
"Loans and Lease Financing," of the Notes to Consolidated Financial Statements (Item 8)�present the allocation of the allowance for loan losses,
and a description of factors which influenced management's judgment in determining amounts of additions or reductions to the allowance
charged or credited to results of operations.

        "Distribution of Average Assets, Liabilities and Shareholders' Equity; Interest Rates and Interest Differential" table (Item 8)�discloses
deposit information.

        Note 8, "Short-Term Borrowings," of the Notes to Consolidated Financial Statements (Item 8)�discloses information regarding short-term
borrowings of State Street.

 ITEM 1A.    RISK FACTORS

        This Form 10-K contains statements (including, without limitation, statements in Management's Discussion and Analysis of Financial
Condition and Results of Operations, included in this Form 10-K under Item 7) that are considered "forward-looking statements" within the
meaning of U.S. federal securities laws. In addition, State Street and its management may make other written or oral communications from time
to time that contain forward-looking statements. Forward-looking statements, including statements as to industry trends, management's future
expectations and other matters that do not relate strictly to historical facts, are based on assumptions by management, and are often identified by
such forward-looking terminology as "expect," "look," "believe," "anticipate," "estimate," "seek," "may," "will," "trend," "target" and "goal," or
similar statements or variations of such terms. Forward-looking statements may include, among other things, statements about State Street's
confidence in its strategies and its expectations about financial performance, market growth, acquisitions and divestitures, new technologies,
services and opportunities, and earnings.

        Forward-looking statements are subject to various risks and uncertainties, which change over time, and are based on management's
expectations and assumptions at the time the statements are made and are not guarantees of future results. These expectations and assumptions,
and the continued validity of the forward-looking statements, are subject to change due to a broad range of factors affecting the national and
global economies, the equity, debt, currency and other financial markets, and factors specific to State Street and its subsidiaries, including State
Street Bank. Factors that could cause
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changes in the expectations or assumptions on which forward-looking statements are based include, but are not limited to:

�
our ability to integrate and convert acquisitions into our business, including the acquisition of Investors Financial Services
Corp.;

�
the level and volatility of interest rates, particularly in the U.S. and Europe; the performance and volatility of securities,
currency and other markets in the U.S. and internationally; and economic conditions and monetary and other governmental
actions designed to address those conditions;

�
the liquidity of the U.S. and European securities and currency markets, particularly the markets for fixed income securities,
including asset-backed commercial paper, and the liquidity requirements of our customers;

�
the credit quality and credit agency ratings of the securities in our investment securities portfolio, a deterioration or
downgrade of which could lead to other-than-temporary impairment of the respective securities and the recognition of an
impairment loss;

�
our ability to attract non-interest bearing deposits and other low-cost funds;

�
the results of litigation and similar disputes and, in particular, the effect that current or potential litigation may have on the
reputation of SSgA and its ability to attract and retain customers;

�
the possibility that the ultimate costs of the legal exposure associated with certain of SSgA's actively managed fixed-income
strategies may exceed or be below the level of the related reserve, in view of the uncertainties of the timing and outcome of
litigation, and the amounts involved; and the possibility of further developments of the nature giving rise to the legal
exposure associated with SSgA's actively managed fixed-income and other investment strategies;

�
the performance and demand for the products and services we offer;

�
the competitive environment in which we operate;

�
the enactment of legislation and changes in regulation and enforcement that impact us and our customers, as well as the
effects of legal and regulatory proceedings, including litigation;

�
our ability to continue to grow revenue, control expenses and attract the capital necessary to achieve our business goals and
comply with regulatory requirements;

�
our ability to manage systemic risks and control operating risks;

�
our ability to obtain quality and timely services from third parties with which we contract;

�
trends in the globalization of investment activity and the growth on a worldwide basis in financial assets;

�
trends in governmental and corporate pension plans and savings rates;
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�
changes in accounting standards and practices, including changes in the interpretation of existing standards, that impact our
consolidated financial statements; and

�
changes in tax legislation and in the interpretation of existing tax laws by U.S. and non-U.S. tax authorities that impact the
amount of taxes due.

        Forward-looking statements should not be viewed as predictions, and should not be the primary basis upon which investors evaluate State
Street. Any investor in State Street should consider all risks and uncertainties disclosed in this Form 10-K and in our other SEC filings, including
our reports on Form 10-Q and Form 8-K, which are accessible on the SEC's website at www.sec.gov or on our website at www.statestreet.com.
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        Actual outcomes and results may differ materially from what is expressed in our forward-looking statements and from our historical
financial results due to the factors discussed in this Risk Factors section and elsewhere in this Form 10-K or disclosed in our other SEC filings,
and forward-looking statements should not be relied upon as representing our expectations or beliefs as of any date subsequent to the date this
Form 10-K is filed with the SEC. State Street undertakes no obligation to revise the forward-looking statements contained in this Form 10-K to
reflect events after the date it is filed with the SEC. The factors discussed above and below are not intended to be a complete summary of all
risks and uncertainties that may affect our businesses. Though we strive to monitor and mitigate risk, we cannot anticipate all potential
economic, operational and financial developments that may adversely impact our operations and our financial results.

Business Conditions/Economic Risk

        Our businesses are affected by global economic conditions, political uncertainties and volatility and other developments in the financial
markets. Factors such as interest rates and commodities prices, regional and international rates of economic growth, inflation, political
instability, the liquidity and volatility of fixed-income, equity, credit, currency, derivative and other financial markets, and investor confidence
can significantly affect the financial markets in which we and our customers are engaged. Such factors have affected, and may further
unfavorably affect, both regional and worldwide economic growth, creating adverse effects on many companies, including us, in ways that are
not predictable or that we may fail to anticipate.

        A significant market downturn may lead to a decline in the value of assets under management and custody, which would reduce our
asset-based fee revenue and the value of securities we hold in our investment portfolio, and may adversely impact other transaction-based
revenue, such as securities finance revenue, and the volume of transactions that we execute for our customers. The assets held by our
asset-backed commercial paper conduits can be similarly affected. In addition, lower market volatility, even in a generally rising market
environment, may reduce trading volumes of our customers, and our ability to achieve attractive spreads, which could lead to lower trading
revenues. Our revenues, particularly our trading revenues, may increase or decrease depending upon the extent of increases or decreases in
cross-border investments made by our customers. The level of cross-border activity can be influenced by a number of factors, including
geopolitical instabilities and customer mix. General market downturns would also likely lead to a decline in the volume of transactions we
execute on behalf of our customers, decreasing our fee and revenue opportunities and reducing the level of assets under management and
custody. Market performance and volatility may also influence the revenue that we receive from off-balance sheet activities. A widening of
credit spreads or credit deterioration could cause some or all off-balance sheet assets and liabilities to be consolidated onto our balance sheet.

        In addition, revenues during a calendar year, driven by the products and services we provide, can fluctuate commensurate with the normal
course of business activity of our customers, typically resulting in stronger revenues in the second and fourth quarters and relatively weaker
revenues in the first and third quarters.

        In recent years, investment manager and hedge fund manager operations outsourcing and non-U.S. asset servicing have been areas of rapid
growth in our business. If the demand for these types of services were to decline, we could see a slowing in the growth rate of our revenue.

Strategic/Competition Risk

        We expect the markets in which we operate to remain both highly competitive and global across all facets of our business, resulting in
increases in both regional and global competitive risks. We have experienced, and anticipate that we will continue to experience, pricing
pressure in many of our core businesses. Many of our businesses compete with other domestic and international banks and financial
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services companies, such as custody banks, investment advisors, broker/dealers, outsourcing companies and data processing companies. Many
of our competitors, including our competitors in core services, have substantially greater capital resources. In some of our businesses, we are
service providers to significant competitors. These competitors are in some instances significant customers, and the retention of these customers
involves additional risks, such as the avoidance of actual or perceived conflicts of interest and the maintenance of high levels of service quality.
The ability of a competitor to offer comparable or improved products or services at a lower price would likely negatively affect our ability to
maintain or increase our profitability. Many of our core services are subject to contracts that have relatively short terms or may be terminated by
our customer after a short-notice period. In addition, pricing pressures as a result of the activities of competitors, customer pricing reviews, and
rebids, as well as the introduction of new products, may result in a reduction in the prices we can charge for our products and services.

        Acquisitions of complementary businesses and technologies, development of strategic alliances and divestitures of portions of our business,
in addition to fostering organic growth opportunities, are an active part of our overall business strategy to remain competitive. We may not be
able to effectively assimilate services, technologies, key personnel or businesses of acquired companies into our business or service offerings,
alliances may not be successful, and related revenue growth or cost savings may not be achieved. In addition, we may not be able to successfully
manage the divestiture of identified businesses on satisfactory terms, if at all, and this would reduce anticipated benefits to earnings. Ongoing
consolidation within the financial services industry could pose challenges in the markets we serve.

        Acquisitions present risks that differ from the risks associated with our ongoing operations. Our financial results for 2008 and for the next
few years may be significantly impacted by our ability to achieve the cost savings and other benefits that we anticipate as a result of the
acquisition of Investors Financial in 2007, as well as our ability to retain its customer base and to successfully cross-sell our products and
services to its customers. These cost savings and customer retention goals will be significantly influenced by our ability to convert former
Investor Financial customers onto State Street systems in a timely manner and to maintain the level of customer service such customers received
from Investors Financial. Future acquisitions may present similar integration, cost savings and customer retention challenges.

        Intellectual property of an acquired business, such as Currenex, Inc. in 2007, may be an important component of the value that we agree to
pay for such a business; however, these types of acquisitions entail the risk that the acquired business does not own the intellectual property that
we believe we are acquiring, that the intellectual property is dependent upon licenses from third parties, that the acquired business infringes upon
the intellectual property rights of others, or that the technology does not have the acceptance in the marketplace that we anticipated. Acquisitions
of investment servicing businesses such as Investors Financial normally entail information technology systems conversions, which involve
operational risks and may result in customer dissatisfaction and defection. Customers of businesses that we acquire, including, in the case of
Investors Financial, its largest customer, are competitors of our non-custody businesses. The loss of some of these customers or a significant
reduction in revenues generated from them, for competitive or other reasons, would adversely affect the benefits that we expect to achieve from
the acquisition.

        Our ability to acquire other entities that provide our core services to achieve greater economies of scale or to expand our product offering is
dependent upon our financial resources and ability to access the capital markets. Due to company-specific issues or lack of liquidity in the
capital markets, our ability to continue to expand through acquisitions or to dispose of businesses that no longer are strategic to us may be
adversely affected.
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        In connection with most acquisitions, before the acquisition can be completed, we must obtain various regulatory approvals or consents,
which approvals may include the Federal Reserve Board, the Massachusetts Commissioner of Banks and other domestic and foreign regulatory
authorities. These regulatory authorities may impose conditions on the completion of the acquisition or require changes to its terms. Although
we would not enter into a transaction anticipating materially adverse regulatory conditions, such conditions may be imposed, or we may
experience regulatory delays, that could limit the benefits of the transaction.

        With any acquisition, the integration of the operations and resources of the two businesses could result in the loss of key employees, the
disruption of our and the acquired company's ongoing businesses, or inconsistencies in standards, controls, procedures and policies that could
adversely affect our ability to maintain relationships with customers, and employees or to achieve the anticipated benefits of the acquisition.
Integration efforts may also divert management attention and resources. Where we acquire a business and combine it with our operations, we are
also exposed to risks from unknown or contingent liabilities with respect to which we may have no recourse against the seller. While we
normally seek to mitigate that risk through pre-acquisition due diligence, increasingly acquisition transactions are competitive auctions in which
we have limited time and access to information to evaluate the risks inherent in the business being acquired, and no or limited recourse against
the seller if undisclosed liabilities are discovered after we enter into a definitive agreement.

        We may not achieve the benefits we sought in an acquisition, or, if achieved, those benefits may come later than we anticipated. Failure to
achieve anticipated benefits from an acquisition could result in increased costs and lower revenues than expected of the combined company. In
addition, if the financial performance associated with an acquisition falls short of expectations, it may result in impairment charges associated
with the intangible assets reported as part of the acquisition.

        Our financial performance depends, in part, on our ability to develop and market new and innovative services and to adopt or develop new
technologies that differentiate our products or provide cost efficiencies, while avoiding increased related expenses. The risks we face include
rapid technological change in the industry, our ability to access technical and other information from our customers, and the significant and
ongoing investments required to bring new products and services to market in a timely fashion at competitive prices. Our proactive cross selling
of multiple products and services to our customers can exacerbate the negative financial effects associated with the risk of loss of any one
customer. Developments in the securities processing industry, including shortened settlement cycles and straight-through processing, have
required continued internal procedural enhancements and further technology investment.

        Our strategy for growth depends upon both attracting new customers and cross selling additional products and services to our existing
customer base. To the extent that we are not able to achieve these goals, we may not be able to attain our financial goals. Substantial risks and
uncertainties are associated with the introduction of new products and services, including technical and control requirements that may need to be
developed and implemented to offer such products while also managing associated risks. The introduction of new products and services can also
entail significant time and resources. Regulatory and internal control requirements, capital requirements, competitive alternatives and shifting
market preferences may also determine if such initiatives can be brought to market in a manner that is timely and attractive to our customers.
Failure to successfully manage these risks in the development and implementation of new products or services could have a material adverse
effect on our business, as well as our results of operations and financial condition.

Liquidity Risk and Management

        Liquidity management is critical to the management of our consolidated balance sheet and to our ability to service our customer base. In
managing our consolidated balance sheet, our primary source of
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funding is customer deposits. Our deposits are predominantly short-term, transaction-based deposits by institutional investors. Our ability to
continue to attract these deposits, and other funding sources such as certificates of deposit and commercial paper, is subject to variability based
upon a number of factors, including volume and volatility in the global securities markets, our credit rating and the relative interest rates that we
are prepared to pay for these liabilities.

        In managing our consolidated balance sheet, we also depend on access to global capital markets to provide us with sufficient capital
resources and liquidity to meet our commitments and business needs, and to accommodate the transaction and cash management needs of our
customers. Other sources of funding available to us, and upon which we rely as regular components of our liquidity risk management strategy,
include inter-bank borrowings, repurchase agreements and borrowings from the Federal Reserve discount window, or comparable
non-U.S. central banking sources. Any occurrence that may limit our access to the capital markets, such as a decline in the confidence of our
corporate debt or equity purchasers, or a downgrade of our debt rating, may adversely affect our capital costs and our ability to raise capital and,
in turn, our liquidity. Similarly, the failure to maintain an acceptable credit rating on our obligations may preclude us from being competitive in
certain products. General market disruptions, natural disasters or operational problems may affect either third parties or us, and can also have an
adverse affect on our liquidity.

        We generally use our sources of funds to invest in a portfolio of investment securities and to maintain the liquidity necessary to extend
credit to our customers. These funds are invested in a variety of assets ranging from short-term interest-bearing deposits with banks to
longer-maturity investment securities. While we have historically maintained our investment portfolio at a relatively short duration with respect
to interest-rate risk, the average maturity of the investment portfolio is significantly longer than the contractual maturity of our deposit base. In
addition, as part of our custody business, we provide overdraft financing to our customers, and liquidity lines to third-party commercial paper
conduits and mutual funds, as well as more traditional extensions of credit. The demand for credit is difficult to forecast and control, and may be
at its peak at times of dislocation in the securities markets, potentially compounding liquidity issues.

        In a period of financial disruption, or if negative developments occurred with respect to State Street, the availability and cost of our funding
sources could be adversely affected. In that event, our cost of funds may increase, thereby reducing our net interest revenue, or we may need to
dispose of a portion of our investment portfolio, which, depending upon market conditions, could result in our realizing a loss or experiencing
other adverse accounting consequences upon those dispositions. Our efforts to monitor and manage liquidity risk may not be successful or
sufficient to deal with dramatic or unanticipated changes in the global securities markets or other State Street or market event-driven reductions
in liquidity.

        In our business activities, we assume liquidity and interest-rate risk in managing longer-term assets or asset pools for third parties that are
funded on a short-term basis, or where the customers participating in these products may have a right to the return of cash or assets on limited
notice. These business activities include, among others, the unconsolidated asset-backed commercial paper conduits managed by our Structured
Products group, securities finance collateral pools and money market and other short-term investment funds. In the commercial paper conduits,
for example, pools of medium- and long-term financial instruments, principally mortgage- and other asset-backed securities, are financed
through the issuance of short-term commercial paper. The conduits strive to maintain a positive margin between the rate of return on their
longer-term assets and the short-term cost of funding. This mismatch in the maturity of the investment pools and funding creates risk if
disruptions occur in the liquidity of the short-term debt or asset-backed securities markets, or if the cost of short-term borrowings exceeds the
conduits' rate of return on their investment pools or purchased assets.
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        In connection with the administration of the activities of the commercial paper conduits, we provide contractual back-up liquidity to the
conduits if they cannot meet their liquidity needs through the issuance of commercial paper. Other institutions can and do provide liquidity to the
conduits. In the event that maturing commercial paper cannot be placed by the conduits, the liquidity providers are required by contract to,
among other things, provide liquidity to the conduits by purchasing portfolio assets from them. We may also provide liquidity by purchasing
commercial paper or providing other extensions of credit to the conduits.

        Beginning in the third quarter of 2007, asset-backed commercial paper conduits, including those sponsored by State Street, experienced
significantly less liquidity and higher borrowing costs in the global fixed-income securities markets, and in a few cases, required liquidity
support from their sponsoring bank. The fixed-income markets remain significantly disrupted, and the potential for decreased liquidity, increased
funding costs and adverse asset valuations remains a material risk. We on occasion have purchased, and during the third and fourth quarters of
2007 did purchase, commercial paper from the conduits, the purchase of which we recorded in our consolidated balance sheet. We may continue
to do so in the future. These purchases of commercial paper were funded from our general liquidity, and the liquidity agreements were not
drawn.

        The conduits are not recorded in our consolidated financial statements. However, if circumstances change we may be required, under
existing accounting standards, to consolidate the conduits onto our consolidated balance sheet. For example, if changes in market conditions
require us to update the assumptions in our expected loss model, we may be required to increase the amount of first-loss notes in order for the
investors in the first-loss notes to continue to be considered the primary beneficiaries of the conduits. In various circumstances, including if the
conduits are not able to issue additional first-loss notes or take other actions, we may be determined to be the primary beneficiary of the
conduits, and we would be required to consolidate the conduits' assets and liabilities onto our consolidated balance sheet. Existing accounting
standards may be changed or interpreted differently in the future in a manner that increases the risk of consolidation of the conduits.

        Consolidation, or the purchase of assets of the conduits pursuant to the contractual agreements described above, could affect the size of our
consolidated balance sheet and related funding requirements, our financial and regulatory capital ratios and, if the conduit assets include
unrealized losses, could require us to recognize those losses. Because of our contractual agreements to purchase assets from the conduits under
specified conditions, we are also exposed to the credit risks in the conduits' portfolios.

        Other of our business activities that involve managing pools of assets that are funded in the short-term markets and invested in longer-term
markets include managing securities finance collateral pools and money market and other short-term investment funds. These businesses involve
similar risks inherent in an arbitrage of funding and investment; however, in these businesses, we primarily act as agent and do not have the
direct principal risk. For example, if a collateral pool or a money market fund that we manage were to have unexpected liquidity demands from
investors in the pool that exceeded available liquidity, the investment pool would be required to sell assets to meet those redemption
requirements. During periods of disruption in the credit markets, it may be difficult to sell the assets held by these pools at a reasonable price. In
those circumstances, the financial loss accrues to the pools' investors and not to us.

        Similarly, credit risks inherent in these portfolios are attributable to the investors in the investment pools and not to State Street. These
investment pools may have significant exposure to individual credits. The incurrence of substantive losses in these pools, particularly in money
market funds, could result in significant harm to our reputation and significantly and adversely affect the prospects of our associated business
units. In some circumstances, we may seek to mitigate that risk by compensating the investment pools for all or a portion of such losses even if
not contractually obligated to do so;
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however, that would potentially result in the recognition of significant losses or a greater use of capital than we have available. Certain accounts
managed by SSgA are managed in accordance with specific investment guidelines and have the benefit of contractual arrangements with
third-party financial institutions that allow the accounts to issue and redeem units based upon the book value of such units rather than market
value. The third-party financial institutions have an obligation to fund any shortfall after all the units have been redeemed at book value. Several
of these accounts were significantly impacted by the volatility in the fixed-income markets in the second half of 2007. The continued willingness
of these financial institutions to partner with us in these products may be negatively impacted if the variance between book and market value and
other risk metrics fall or remain below the financial institutions' internal risk standards.

        We used a portion of the reserve announced on January 3, 2008 to reduce the differences between the book and market value of these
accounts. This cash infusion was intended to reduce the difference between market and book values of these accounts to levels that are within
the risk tolerance of such third-party financial institutions. If the third-party financial institutions are or become unwilling to continue to partner
with us, our business may be adversely affected. There can be no assurance that these and other costs associated with our legal exposures
resulting from SSgA's active fixed income strategies will not exceed the reserve we have established.

        Investment, operational and other decisions and actions, often made to achieve scale and other benefits, are implemented over multiple
investment pools as applicable, increasing the opportunity for losses, even small losses, to have a significant effect. To mitigate these risks to the
investment pools, we seek to prudently manage the duration and credit exposure of the pools, to satisfy large liquidity demands by the in-kind
delivery of securities held by the pools and to closely monitor liquidity demand from investors; however, market conditions or increased defaults
could result in our inability to effectively manage those risks. To some degree, all of our investment management pools hold potential risks to
our reputation and business prospects if the asset pools that we manage have higher than anticipated redemption or other liquidity requirements
and the pools incur losses to meet such demands.

        Other parts of our business where we primarily act as agent, such as other investment management activities of SSgA and certain of State
Street Global Markets' business units, do not currently have significant liquidity requirements; however, as we develop new products in response
to customer demand and to remain competitive in a dynamic marketplace, we could take on more principal risk in these businesses. Any increase
in the extent to which these or other businesses assume principal positions would increase the risks associated with our liquidity management
strategy.

        The disruption in the global fixed-income securities markets beginning in the third quarter of 2007 has had a substantially greater impact
upon liquidity and valuations in those markets than has historically been experienced. Because demand from investors for fixed-income products
has markedly decreased and dealers have been less prepared to take principal exposures, funding sources, such as the commercial paper markets
for conduits, have been less reliable and more expensive. At the same time, the ability of the markets to absorb the sale of large portfolios of
certain types of securities has been substantially impaired. These conditions have also led to greater difficulty in accurately valuing portfolio
positions. These market conditions have made the management of our own and our clients' liquidity significantly more challenging. As discussed
above, the risks to State Street inherent in its management of liquidity are significant, and a further deterioration in the credit markets could
adversely affect our consolidated financial position, including our regulatory capital ratios, and could adversely affect our results of operations
and our business prospects in the future.
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Reputational Risk

        Our relationship with many of our customers is predicated upon our reputation as a fiduciary and a service provider that adheres to the
highest standards of ethics, service quality and regulatory compliance. Adverse publicity, regulatory actions, litigation, operational failures, the
failure to meet client expectations and other issues could materially and adversely affect our reputation and our ability to retain and attract
customers. Preserving and enhancing our reputation depends not only in maintaining systems and procedures that address known risks and
regulatory requirements, but also our ability to identify and mitigate additional risks that arise due to changes in our businesses and the
marketplaces in which we operate, the regulatory environment, and customer expectations. If any of these developments, including our recently
announced customer concerns related to certain SSgA active fixed income strategies, has a material effect on our reputation, our business will
suffer.

Credit Risk

        Our focus on large institutional investors and their businesses requires that we assume credit and counterparty risk, both on- and off-balance
sheet, in a variety of forms. We may experience significant intra- and inter-day credit exposure through settlement-related extensions of credit.
From time to time, we may assume concentrated credit risk at the individual obligor, counterparty, guarantor, industry and/or country level,
thereby potentially exposing us to a single market or political event or a correlated set of events. The credit quality of our on- and off-balance
sheet exposures may be affected by many factors, such as economic and business conditions or deterioration in the financial condition of an
individual counterparty, group of counterparties or asset classes. If a significant economic downturn occurs in either a country or a region, or we
experience the failure of a significant individual counterparty, we could incur financial losses that could adversely affect our earnings.

Financial Markets Risk

        As asset values in worldwide financial markets increase or decrease, our opportunities to invest in and service financial assets change.
Given that a portion of our fees is based on the value of assets under custody and management, fluctuations in the valuation of worldwide
securities markets will affect revenue. Many of the costs of providing our services are relatively fixed; therefore, a decline in revenue could have
a disproportionate effect on our earnings. In addition, if investment performance in our asset management business fails to meet either
benchmarks or the performance of our competitors, we could experience a decline in assets under management and a reduction in the fees that
we earn, irrespective of economic or market conditions.

        We have increased the portion of our management fee revenue that is generated from enhanced index and actively managed products, with
respect to which we generally receive higher fees compared to passive products. We may not be able to continue to increase this segment of our
business at the same rate that we have achieved in the past few years. The amount of assets in active fixed-income strategies, for example, has
been adversely impacted in 2007. In addition, with respect to certain of our enhanced index and actively managed products, we have entered into
performance fee arrangements, where the management fee revenue we earn is based on the performance of managed funds against specified
benchmarks. The reliance on performance fees increases the potential volatility of our management fee revenue.

        Financial markets trading businesses, as well as our asset and liability management activities, are also subject to market risks. Adverse
movements in levels and volatilities of financial markets could cause losses that may affect our consolidated results of operations and financial
condition. In addition, changes in investor and rating agency perceptions regarding certain asset classes or structures can also affect volatility,
liquidity and market prices, which, in turn, can lead to losses. The degree of volatility in foreign exchange rates can affect our foreign exchange
trading revenue. In general, we benefit from
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currency volatility, although it can increase risk. Foreign exchange revenue, all other things being equal, is likely to decrease during times of
decreased currency volatility. In addition, as our business grows globally, our exposure to changes in foreign currency exchange rates could
affect our levels of revenue, expense and earnings, as well as the value of our investment in our non-U.S. operations.

Interest Rate Risk

        State Street's financial performance could be unfavorably affected by changes in interest rates as they impact our asset and liability
management process. The levels of global market interest rates, the shape of these yield curves (changes in the relationship between short- and
long-term interest rates), the direction and speed of interest rate changes, and the asset and liability spreads relative to the currency and
geographic mix of our interest-earning assets and interest-bearing liabilities, affect our net interest revenue. Our ability to anticipate these
changes and/or to hedge the related exposures on and off our balance sheet can significantly influence the success of our asset and liability
management process and the resulting level of our net interest revenue. The impact of changes in interest rates will depend on the relative
durations of assets and liabilities in accordance with their relevant currencies. In general, sustained lower interest rates, a flat or inverted yield
curve and narrow interest-rate spreads have a constraining effect on our net interest revenue.

Operational Risk

        Operational risk is inherent in all of State Street's activities. Our customers have a broad array of complex and specialized servicing,
confidentiality and fiduciary requirements. We have established policies, procedures and systems designed to comply with these regulatory and
operational risk requirements. We also face the potential for loss resulting from inadequate or failed internal processes, employee supervisory or
monitoring mechanisms, or other systems or controls, and from external events, which could materially affect our future results of operations.
We may also be subject to disruptions from events that are wholly or partially beyond our control, which could cause delays or disruptions to
operational functions, including information processing and financial market settlement functions. In addition, our customers, vendors and
counterparties could suffer from such events. Should these events affect us, or the customers, vendors or counterparties with which we conduct
business, our results of operations could be negatively affected.

        Our success depends, in large part, on our ability to attract and retain key people. Competition for the best people in most activities in
which we engage can be intense, and we may not be able to hire people or retain them. The unexpected loss of services of one or more of our
key personnel could have a material adverse impact on our business because of their skills, their knowledge of our markets, their years of
industry experience, and, in some cases, the difficulty of promptly finding qualified replacement personnel. Similarly, the loss of key portfolio
management staff, either individually or as a group, can adversely impact customer perception of SSgA's ability to continue to manage certain
types of investment management mandates. In some of our businesses, we have experienced significant employee turnover, which increases
costs, requires additional training and increases the potential for operational risks.

        We enter into long-term fixed-price contracts to provide middle office or investment manager and hedge fund manager operations
outsourcing services to customers, services related but not limited to certain trading activities, cash reporting, settlement and reconciliation
activities, collateral management and information technology development. These long-term contracts require considerable up-front investment
by us, including technology and conversion costs, and carry the risk that pricing for the products and services we provide might not prove
adequate to generate expected operating margins over the term of the contracts. Profitability of these contracts is largely a function of our ability
to accurately calculate pricing for our services and our ability to control our costs and maintain the relationship with the customer for an
adequate period of time to recover our up-front investment.
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Performance risk exists in each contract, given our dependence on successful conversion and implementation onto our own operating platforms
of the service activities provided. In addition, our failure to meet specified service levels may adversely affect our revenue from such
arrangements, or permit early termination of the contracts by the customer.

        We actively strive to achieve significant cost savings by shifting certain business processes to lower-cost geographic locations, while
continuing to maintain service quality, control and effective management of risks within these business operations. This transition to a true
"shared services" operational model focuses on certain core service offerings, including middle- and back-office reconciliations, securities
processing and transfer agency activities. We have employed various structural arrangements to achieve these goals, including establishing
operations in lower cost areas, such as Eastern Europe, India and China, forming joint ventures in India and China and outsourcing to vendors in
various jurisdictions. The increased elements of risk that arise from conducting certain operating processes in some jurisdictions could lead to an
increase in reputational risk. During periods of transition, greater operational risk and client concern exists regarding the continuity of a high
level of service delivery. The extent and pace at which we are able to move functions to lower-cost locations may also be impacted by regulatory
and customer acceptance issues. Such relocation of functions also entails costs, such as technology and real estate expenses, that partially offset
the financial benefits of the lower-cost locations.

        Our businesses depend on an information technology infrastructure to record and process a large volume of increasingly complex
transactions, in many currencies, on a daily basis, across numerous and diverse markets. Any interruptions, delays and/or breakdowns of this
infrastructure can result in significant costs. As a result, we continue to invest significantly in this infrastructure. Our businesses and our
relationship with customers, are dependent upon our ability to maintain the confidentiality of our and our customers' trade secrets and
confidential information (including personal data of their customers). A failure of our security measures in such regard could have a material
adverse impact on our competitive position, relationship with customers and reputation. To the extent that we are not able to protect our
intellectual property through patents or other means, we are also exposed to the risk that employees with knowledge of such intellectual property
may leave and seek to exploit our intellectual property for their own advantage.

Litigation Risks

        From time to time, our customers may make claims and take legal action relating to our performance of fiduciary or contractual
responsibilities. If such claims and legal actions are not resolved in a manner favorable to us, such claims may result in financial liability to State
Street and/or adversely affect the market perception of us and our products and services, and could impact customer demand for our products
and services. We record balance sheet reserves for probable loss contingencies, including litigation and operational losses. However, we cannot
always accurately estimate our ultimate exposure. As a result, any reserves we establish to cover any settlements, judgments or operational
losses may not be sufficient to cover our actual financial exposure. Any underestimation or overestimation could have a material impact on our
consolidated financial condition or results of operations.

        In connection with certain of SSgA's active fixed-income strategies, we established a reserve to cover legal exposure and related costs in
connection with such strategies as of December 31, 2007. Among other things, the portfolio managers for certain actively managed fixed-income
strategies materially increased the exposure of these strategies to securities backed by sub-prime mortgages and shifted the weighting of these
portfolios to more highly rated sub-prime instruments. During the third quarter of 2007, as the liquidity and valuations of these securities,
including the more highly rated instruments, came under increased pressure, the performance of these strategies was adversely affected, in some
cases significantly. The underperformance, which was greater than that typically associated with
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fixed-income funds, also caused a number of our customers to question whether the execution of these strategies was consistent with their
investment intent. This has resulted in several civil suits, including putative class action claims. These lawsuits allege, among other things, that
we failed to comply with our standard of care in managing these active funds as a fiduciary under ERISA. We have also received inquiries from
regulatory authorities regarding SSgA's active fixed-income strategies. Given our desire to fully respond to customer concerns, following the
end of the third quarter of 2007, State Street undertook a further review of all the actively managed fixed-income strategies at SSgA that were
exposed to sub-prime investments. Based on our review and on-going discussions with customers who were invested in these strategies, we
established the reserve to address our estimated legal exposure.

        The reserve was established based upon our best judgment as to legal exposures and related costs associated with the active fixed-income
investments. As of December 31, 2007, we had entered into settlement agreements with aggregate total payments of $16 million. We believe
that our reserve will be adequate to accommodate the potential exposure relating to SSgA's active fixed-income strategies. The amount of the
reserve is based on certain assumptions. While we believe the reserve represents a reasonable estimate of our legal exposure and other costs
associated with these issues, we do not believe that it is feasible to predict or determine the amount of such exposure with certainty. As such, it is
possible that we have overestimated or underestimated our exposure. If the amount of our actual exposure is materially different from our
reserve, there would be a material impact on our financial condition and results of operations.

        To determine whether the issues that arose within the active fixed-income area are limited to SSgA's active fixed-income strategies, we are
conducting, with the assistance of third-party consultants, a systematic review of the operational, risk and compliance infrastructure, procedures
and resources across SSgA's entire product line. This review has only recently begun and no conclusions or recommendations have resulted from
that review as of the date of this filing. While we do not believe that such review will identify material legal or regulatory exposures, there can
be no assurance as to the conclusions of such review.

Regulatory/Legal/Accounting/Tax Risk

        Most of our businesses are subject to extensive regulation, and many of the customers to which we provide services are themselves subject
to a broad range of regulatory requirements. These regulations may affect the manner and terms of delivery of our services. As a financial
institution with substantial international operations, we are subject to extensive regulatory and supervisory oversight, both in the United States
and overseas in connection with our global operations. Our businesses are subject to stringent regulation and examination by U.S. federal and
state governmental and regulatory agencies, including the Federal Reserve, the SEC and the Massachusetts Commissioner of Banks, and
self-regulatory organizations (including securities exchanges), and by non-U.S. governmental and regulatory agencies and self-regulatory
organizations. The regulations affect, among other things, the scope of our activities and customer services, our capital structure and our ability
to fund the operations of our subsidiaries, our lending practices, our dividend policy and the manner in which we market our services. Evolving
regulations, such as the new Basel II capital framework and anti-money laundering regulations, can require significant effort on our part to
ensure compliance. New or modified regulations and related regulatory guidance may have unforeseen or unintended adverse effects on the
financial services industry.

        If we do not comply with governmental regulations, we may be subject to fines, penalties or material restrictions on our businesses in the
jurisdiction where the violation occurred, which may adversely affect our business operations and, in turn, our financial results. Similarly, many
of our customers are subject to significant regulatory requirements, and retain our services in order for us to assist them in complying with those
legal requirements. Changes in these regulations can significantly affect the services that we are asked to provide, as well as our costs. If we
cause customers to fail to
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comply with these regulatory requirements, we may be liable to them for losses and expenses that they incur. In addition, adverse publicity and
damage to our reputation arising from the failure or perceived failure to comply with legal, regulatory or contractual requirements could affect
our ability to attract and retain customers or to maintain access to capital markets, or could result in enforcement actions, fines, penalties and
lawsuits. In recent years, regulatory oversight and enforcement have increased substantially, imposing additional costs and increasing the
potential risks associated with our operations. If this regulatory trend continues, it could adversely affect our operations and, in turn, our
financial results.

        New accounting requirements, or changes in the interpretation of existing accounting requirements, by the Financial Accounting Standards
Board or the SEC, can potentially affect our consolidated financial condition and results of operations, as accounting rules in the United States
and other jurisdictions consistently evolve to reflect the increasing complexities of business. These changes are very difficult to predict, and can
materially impact how we record and report our financial condition and results of operations and other financial information. In some cases, we
could be required to apply a new or revised standard retroactively, resulting in the revised treatment of certain transactions or activities, and, in
some cases, the restatement of prior period financial statements.

        Our businesses can be affected by new tax legislation or the interpretation of existing tax laws worldwide. Changes in tax laws may affect
our business directly or indirectly through their impact on the financial markets. In the normal course of business, we are subject to reviews by
U.S. and non-U.S. tax authorities. These reviews may result in adjustments to the timing or amount of taxes due and the allocation of taxable
income among tax jurisdictions. These adjustments could affect the attainment of our financial goals.

Risk Management

        We seek to monitor and manage risk on a corporate basis and within specific business units. The types of risk that we monitor and seek to
manage include operational risk, interest rate risk, trading risk, fiduciary risk, legal and compliance risk, liquidity risk and credit risk. We have
adopted various policies, procedures and systems to monitor and manage risk. There can be no assurance that those policies, procedures or
systems are adequate to identify and mitigate all risks inherent in our various business. In addition, our businesses and the markets in which we
operate are continuously evolving. We may fail to fully understand the implications of changes in our business or the financial markets and fail
to adequately or timely enhance our risk framework to address those changes. If our risk framework is ineffective, either because it fails to keep
pace with changes in the financial markets or our business or for other reasons, we could incur losses.

        We also measure our material risks. Our measurement methodologies rely upon many assumptions and historical analyses and correlations.
There can be no assurance that those assumptions will be correct or that the historical correlations will continue to be relevant. Consequently the
measurements that we make for regulatory and economic capital may not adequately capture or express the true risk profiles of our businesses.
Additionally, as businesses and markets evolve, our measurements may not accurately reflect those changes. While our risk measures may
indicate sufficient capitalization, we may in fact have inadequate capital to conduct our businesses.

 ITEM 1B.    UNRESOLVED STAFF COMMENTS

        None.

 ITEM 2.    PROPERTIES

        We occupy a total of approximately 6.8 million square feet of office space and related facilities around the world, of which approximately
6.1 million square feet are leased. Of the total leased space,
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approximately 3.4 million square feet are located in eastern Massachusetts. An additional 1.3 million square feet are located elsewhere
throughout the U.S. and in Canada. We occupy approximately 1.0 million square feet in Europe, and approximately 370,000 square feet in the
Asia/Pacific region.

        Our headquarters is located at State Street Financial Center, One Lincoln Street, Boston, Massachusetts, a 36-story office building. We have
leased the entire 1,025,000 square feet of this building, as well as the entire 366,000-square-foot parking garage at One Lincoln Street, under
20-year non-cancelable capital leases. A portion of the lease payments is offset by subleases for 153,000 square feet of the building. We occupy
two buildings located in Quincy, Massachusetts, one of which we own and the other we lease. The buildings, containing a total of approximately
821,000 square feet, function as State Street Bank's principal operations facilities.

        Additional information about our occupancy costs, including commitments under non-cancelable leases, is in note 18 of the Notes to
Consolidated Financial Statements included in this Form 10-K under Item 8.

 ITEM 3.    LEGAL PROCEEDINGS

        We are involved in various industry-related and other regulatory, governmental and law enforcement inquiries and subpoenas, as well as
legal proceedings, including recent proceedings related to SSgA's active fixed-income strategies, that arise in the normal course of business. For
a discussion of recent proceedings, litigation exposure and related costs and other similar matters associated with SSgA's active fixed-income
strategies, including the establishment of a reserve of approximately $625 million, refer to "Risk Factors�Litigation Risks" included under
Item 1A; the "Summary," "Financial Highlights," "Operating Expenses" and "Line of Business Information" sections of Management's
Discussion and Analysis of Financial Condition and Results of Operations included under Item 7; and note 10 of the Notes to Consolidated
Financial Statements included under Item 8 of this Form 10-K. In the opinion of management, after discussion with counsel, these regulatory,
governmental and law enforcement inquiries and subpoenas and legal proceedings, including the above-mentioned matters associated with
SSgA's active fixed-income strategies, can be defended or resolved without a material adverse effect on our consolidated financial position or
results of operations in future periods.

 ITEM 4.    SUBMISSION OF MATTERS TO A VOTE OF SECURITIES HOLDERS

        None.
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 ITEM 4A.    EXECUTIVE OFFICERS OF THE REGISTRANT

        The following table sets forth certain information with regard to each of our executive officers as of February 15, 2008.

Name Age Position

Ronald E. Logue 62 Chairman, President, Chief Executive Officer and Chief
Operating Officer

Joseph C. Antonellis 53 Vice Chairman
Joseph L. Hooley 50 Vice Chairman
Jeffrey N. Carp 51 Executive Vice President, Chief Legal Officer and Secretary
Joseph W. Chow 55 Executive Vice President
James J. Malerba 53 Senior Vice President and Corporate Controller
David C. O'Leary 61 Executive Vice President
James S. Phalen 57 Executive Vice President; Interim President and Chief Executive Officer of

State Street Global Advisors
David C. Phelan 50 Executive Vice President, General Counsel and Assistant Secretary
Edward J. Resch 55 Executive Vice President and Chief Financial Officer
Stanley W. Shelton 53 Executive Vice President
        All executive officers are appointed by the Board of Directors. All officers hold office at the discretion of the Board. There are no family
relationships among any of our directors and executive officers.

        Mr. Logue joined State Street in 1990. He has served as President since 2001 and Chief Operating Officer since 2000. In June 2004, he was
appointed Chairman and Chief Executive Officer.

        Mr. Antonellis joined State Street in 1991. In 2003, he was named head of Information Technology and Global Securities Services. In 2006,
he was appointed Vice Chairman with additional responsibility as head of Investor Services in North America and Global Investment Manager
Outsourcing Services.

        Mr. Hooley joined State Street in 1986. Since 2002, he has served as Executive Vice President and head of Investor Services. In 2006, he
was appointed Vice Chairman and global head of Investment Servicing and Investment Research and Trading.

        Mr. Carp joined State Street in January 2006 as Executive Vice President and Chief Legal Officer. In 2006, he was also appointed
Secretary. From April 2004 until December 2005, Mr. Carp served as executive vice president and general counsel of Massachusetts Financial
Services, an investment management and research company. From 1989 until 2004, Mr. Carp was a senior partner at the law firm of Hale and
Dorr LLP, where he was an attorney since 1982.

        Mr. Chow first joined State Street in 1990, retired in 2003, and rejoined State Street in 2004. When he retired in 2003, he was Executive
Vice President and head of Credit and Risk Policy. Since 2004, he has served as Executive Vice President, Risk and Corporate Administration,
and is engaged in a variety of strategic and management initiatives across the organization.

        Mr. Malerba joined State Street in November 2004 as Deputy Corporate Controller. In 2006, he was appointed Corporate Controller. Prior
to joining State Street, he served as Deputy Controller at FleetBoston Financial Corporation from December 2000 and continued in that role after
the merger with Bank of America Corporation in April 2004.

        Mr. O'Leary joined State Street in 2005 as Executive Vice President and head of Global Human Resources. In 2004, he served as a senior
advisor to Credit Suisse First Boston Corporation, a global
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financial services company, after serving as Managing Director from 1990 to 2003 and Global Head of Human Resources from 1988 to 2003.

        Mr. James Phalen joined State Street in 1992. As of 2003, he served as Executive Vice President of State Street and Chairman and Chief
Executive Officer of CitiStreet, a global benefit provider and retirement plan recordkeeper. In February 2005, he was appointed head of Investor
Services in North America. In 2006, he was appointed head of international operations for Investment Servicing and Investment Research and
Trading, based in Europe. In January 2008, he was appointed Interim President and Chief Executive Officer of State Street Global Advisors.

        Mr. David Phelan joined State Street in 2006 as Executive Vice President, General Counsel and Assistant Secretary. From 1995 until 2006,
he was a senior partner at the law firm of Hale and Dorr LLP (and, following a merger, of Wilmer Cutler Pickering Hale and Dorr LLP), where
he was an attorney since 1993.

        Mr. Resch joined State Street in 2002 as Executive Vice President and Chief Financial Officer. He also served as Treasurer from 2006 until
January 2008.

        Mr. Shelton joined State Street in 1984. Since prior to 2003, he has served as Executive Vice President and head of State Street Global
Markets.
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PART II

 ITEM 5.    MARKET FOR REGISTRANT'S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES

MARKET FOR REGISTRANT'S COMMON EQUITY

        Our common stock is listed on the New York Stock Exchange under the ticker symbol STT. There were 4,432 shareholders of record at
December 31, 2007. Information concerning the market prices of, and dividends on, our common stock during the past two years is included in
this Form 10-K under Item 8, under the caption "Quarterly Summarized Financial Information."

        In March 2007, our Board of Directors authorized the purchase of up to 15 million shares of common stock for general corporate purposes,
including mitigating the dilutive impact of shares issued under employee benefit plans, in addition to its previous authorization in 2006 of up to
15 million shares, of which 12.2 million shares remained available for purchase at December 31, 2006. We generally employ third-party
broker/dealers to acquire shares on the open market in connection with our common stock purchase program.

        Under the above-described authorization, during 2007 we repurchased 13.4 million shares of our common stock, and an additional
.6 million shares in January 2008, in connection with a $1 billion accelerated share repurchase program that concluded on January 18, 2008. As
of that date, approximately 13.2 million shares remained available for future purchase under the combined authorization described above.

RELATED STOCKHOLDER MATTERS

        As a bank holding company, the parent company is a legal entity separate and distinct from its principal banking subsidiary, State Street
Bank, and its non-bank subsidiaries. The right of the parent company to participate as a shareholder in any distribution of assets of State Street
Bank upon its liquidation, reorganization or otherwise is subject to the prior claims by creditors of State Street Bank, including obligations for
federal funds purchased and securities sold under repurchase agreements and deposit liabilities. Payment of dividends by State Street Bank is
subject to the provisions of Massachusetts banking law, which provide that dividends may be paid out of net profits provided (i) capital stock
and surplus remain unimpaired, (ii) dividend and retirement fund requirements of any preferred stock have been met, (iii) surplus equals or
exceeds capital stock, and (iv) losses and bad debts, as defined, in excess of reserves specifically established for such losses and bad debts, have
been deducted from net profits.

        Under the Federal Reserve Act, the approval of the Federal Reserve Board would be required if dividends declared by State Street Bank in
any year exceeded the total of its net profits for that year combined with retained net profits for the preceding two years, less any required
transfers to surplus. Information about dividends from our subsidiary banks is in note 14 of the Notes to Consolidated Financial Statements
included in this Form 10-K under Item 8. Future dividend payments of State Street Bank and other non-bank subsidiaries cannot be determined
at this time.
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SHAREHOLDER RETURN PERFORMANCE PRESENTATION

        The graph presented below compares the cumulative total shareholder return on State Street's common stock to the cumulative total return
of the S&P 500 Index and the S&P Financial Index for the five fiscal years which commenced January 1, 2003 and ended December 31, 2007.
The cumulative total shareholder return assumes the investment of $100 in State Street common stock and in each index on December 31, 2002,
and also assumes reinvestment of dividends. The S&P Financial Index is a publicly available measure of 92 of the Standard & Poor's 500
companies, representing 30 diversified financial services companies, 24 banking companies, 24 insurance companies, and 14 real estate
companies.

Comparison of Five-Year Cumulative Total Shareholder Return

2002 2003 2004 2005 2006 2007

State Street Corporation $ 100 $ 135 $ 129 $ 148 $ 183 $ 223

S&P 500 Index 100 129 143 150 173 183

S&P Financial Index 100 131 145 155 184 150
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 ITEM 6.    SELECTED FINANCIAL DATA

(Dollars in millions, except per share amounts or where otherwise noted)

FOR THE YEAR ENDED DECEMBER 31: 2007 2006 2005 2004 2003

Total fee revenue $ 6,599 $ 5,186 $ 4,551 $ 4,048 $ 3,556
Net interest revenue 1,730 1,110 907 859 810
Provision for loan losses � � � (18) �
Gains (Losses) on sales of available-for-sale investment securities, net 7 15 (1) 26 23
Gain on sale of Private Asset Management business, net of exit and other
associated costs � � 16 � 285
Gain on sale of Corporate Trust business, net of exit and other associated
costs � � � � 60

Total revenue 8,336 6,311 5,473 4,951 4,734
Total operating expenses 6,433 4,540 4,041 3,759 3,622

Income from continuing operations before income tax expense 1,903 1,771 1,432 1,192 1,112
Income tax expense from continuing operations 642 675 487 394 390

Income from continuing operations 1,261 1,096 945 798 722
Income (Loss) from discontinued operations � 10 (107) � �

Net income $ 1,261 $ 1,106 $ 838 $ 798 $ 722

PER COMMON SHARE:
Basic earnings:

Continuing operations $ 3.50 $ 3.31 $ 2.86 $ 2.38 $ 2.18
Net income 3.50 3.34 2.53 2.38 2.18

Diluted earnings:
Continuing operations 3.45 3.26 2.82 2.35 2.15
Net income 3.45 3.29 2.50 2.35 2.15

Cash dividends declared .88 .80 .72 .64 .56
Closing price of common stock (at year end) 81.20 67.44 55.44 49.12 52.08

AT YEAR END:
Investment securities $ 74,559 $ 64,992 $ 59,870 $ 37,571 $ 38,215
Total assets 142,543 107,353 97,968 94,040 87,534
Deposits 95,789 65,646 59,646 55,129 47,516
Long-term debt 3,636 2,616 2,659 2,458 2,222
Shareholders' equity 11,299 7,252 6,367 6,159 5,747

Assets under custody (in billions) $ 15,299 $ 11,854 $ 10,121 $ 9,497 $ 9,370
Assets under management (in billions) 1,979 1,749 1,441 1,354 1,106

Number of employees 27,110 21,700 20,965 19,668 19,850

RATIOS:
Continuing operations:

Return on shareholders' equity 13.4% 16.2% 15.3% 13.3% 13.9%
Return on average assets 1.02 1.03 .95 .84 .87
Dividend payout 25.2 24.2 25.3 26.9 25.9

Net income:
Return on shareholders' equity 13.4 16.4 13.6 13.3 13.9
Return on average assets 1.02 1.04 .84 .84 .87
Dividend payout 25.2 24.0 28.5 26.9 25.9

Average shareholders' equity to average total assets 7.6 6.3 6.2 6.3 6.3
Tier 1 risk-based capital 11.2 13.7 11.7 13.3 14.0
Total risk-based capital 12.7 15.9 14.0 14.7 15.8
Tier 1 leverage ratio 5.3 5.8 5.6 5.5 5.6
Tangible common equity to adjusted total assets 3.5 5.1 4.8 4.5 4.5
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 ITEM 7.    MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

GENERAL

        State Street Corporation is a financial holding company organized under the laws of the Commonwealth of Massachusetts. All references in
this Management's Discussion and Analysis to "the parent company" are to State Street Corporation. Unless otherwise indicated or unless the
context requires otherwise, all references in this Management's Discussion to "State Street," "we," "us," "our" or similar terms mean State Street
Corporation and its subsidiaries on a consolidated basis. State Street Bank and Trust Company is referred to as "State Street Bank." At
December 31, 2007, we had total assets of $142.54 billion, total deposits of $95.79 billion, total shareholders' equity of $11.30 billion and
employed 27,110. With $15.30 trillion of assets under custody and $1.98 trillion of assets under management at year-end 2007, we are a leading
specialist in meeting the needs of institutional investors worldwide.

        We report two lines of business: Investment Servicing and Investment Management. These lines of business provide a full range of
products and services for our customers, which include mutual funds and other collective investment funds, corporate and public retirement
plans, insurance companies, foundations, endowments and other investment pools, and investment managers. Investment Servicing provides
services to support institutional investors, such as custody, product- and participant-level accounting, daily pricing and administration; master
trust and master custody; recordkeeping; shareholder services, including mutual fund and collective investment fund shareholder accounting;
foreign exchange, brokerage and other trading services; securities finance; deposit and short-term investment facilities; loans and lease
financing; investment manager and hedge fund manager operations outsourcing; and performance, risk and compliance analytics. Investment
Management provides a broad array of services for managing financial assets, such as investment research services and investment management,
including passive and active U.S. and non-U.S. equity and fixed-income strategies. For additional information about our lines of business, see
the "Line of Business Information" section of this Management's Discussion and Analysis and note 22 of the Notes to Consolidated Financial
Statements included in this Form 10-K under Item 8.

        This Management's Discussion and Analysis should be read in conjunction with the Consolidated Financial Statements and accompanying
Notes to Consolidated Financial Statements included in this Form 10-K under Item 8. Certain previously reported amounts presented have been
reclassified to conform to current period classifications. We prepare our consolidated financial statements in accordance with accounting
principles generally accepted in the U.S., referred to as "GAAP". The preparation of financial statements in accordance with GAAP requires
management to make estimates and assumptions in the application of certain accounting policies that materially affect the reported amounts of
assets, liabilities, revenue, and expenses. Accounting policies that require management to make assumptions that are difficult, subjective, or
complex about matters that are uncertain and may change in subsequent periods are discussed in more depth in the "Significant Accounting
Estimates" section of this Management's Discussion and Analysis.

        This Management's Discussion and Analysis contains statements that are considered "forward-looking statements" within the meaning of
U.S. federal securities laws. Forward-looking statements are based on our current expectations about revenue and market growth, acquisitions
and divestitures, new technologies, services and opportunities, earnings and other factors. These forward-looking statements involve certain risks
and uncertainties which could cause actual results to differ materially. We undertake no obligation to revise the forward-looking statements
contained in this Management's Discussion and Analysis to reflect events after the date we file this Form 10-K with the SEC. Additional
information about forward-looking statements and related risks and uncertainties is included in the Risk Factors section of this Form 10-K under
Item 1A.
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OVERVIEW OF FINANCIAL RESULTS

Years ended December 31,

2007(1) 2006 2005

(Dollars in millions, except per share amounts)

Total fee revenue $ 6,599 $ 5,186 $ 4,551
Net interest revenue 1,730 1,110 907
Provision for loan losses � � �
Gains (Losses) on sales of available-for-sale investment securities, net 7 15 (1)
Gain on sale of divested business � � 16

Total revenue 8,336 6,311 5,473
Total operating expenses(2) 6,433 4,540 4,041

Income from continuing operations before income tax expense 1,903 1,771 1,432
Income tax expense from continuing operations 642 675 487

Income from continuing operations 1,261 1,096 945
Income (Loss) from discontinued operations � 10 (107)

Net income $ 1,261 $ 1,106 $ 838

Earnings per share from continuing operations:
Basic $ 3.50 $ 3.31 $ 2.86
Diluted 3.45 3.26 2.82

Earnings per share:
Basic $ 3.50 $ 3.34 $ 2.53
Diluted 3.45 3.29 2.50

Average shares outstanding (in thousands):
Basic 360,675 331,350 330,361
Diluted 365,488 335,732 334,636

Return on shareholders' equity from continuing operations 13.4% 16.2% 15.3%
Return on shareholders' equity 13.4 16.4 13.6

(1)
Financial results for the year ended December 31, 2007 include results of the acquired Investors Financial business for the third and
fourth quarters of 2007.

(2)
Operating expenses for the year ended December 31, 2007 include merger and integration costs of $198 million associated with the
acquisition of Investors Financial and a net charge of $467 million related to certain active fixed-income strategies at State Street
Global Advisors.

Summary

        Our financial results for 2007 reflect our overall objectives of consistent revenue growth, managing growth in operating expenses and
balancing growth in operating expenses with growth in revenue.

�
All categories of fee revenue, as reported in our consolidated statement of income, increased compared to 2006, with the
exception of processing fees and other revenue, which declined 13%.

�
Net interest revenue increased 56% compared to 2006.

�
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We achieved positive operating leverage for 2007 compared to 2006, as defined by management.

�
Our Investment Management business, State Street Global Advisors, which we refer to in this Management's Discussion and
Analysis as "SSgA," contributed approximately 18% of our consolidated total revenue for 2007, compared to 19% for 2006,
and generated net new business of $116 billion during 2007, compared to $86 billion for 2006.
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�
We ended 2007 with levels of assets under custody and assets under management that increased 29% and 13%, respectively,
from year-end 2006.

�
We completed our acquisition of Currenex in March 2007. For the period March to December 2007, the acquired Currenex
business contributed approximately $65 million of revenue, primarily other trading services revenue.

�
We completed our acquisition of Investors Financial in July 2007, and issued approximately 60.8 million shares in the
transaction. For the second half of the year, the acquired Investors Financial business contributed $456 million in revenue,
including $395 million in fee revenue, and $340 million in operating expenses. In connection with the acquisition, during the
second half of the year we recorded $198 million, or $129 million after-tax, of merger and integration costs.

�
During the second half of 2007, we purchased 13.4 million shares of our common stock, as well as an additional .6 million
shares in January 2008, under a $1 billion accelerated share repurchase program, which program concluded on January 18,
2008.

�
During the fourth quarter of 2007, we recorded a net pre-tax charge of $467 million, or $279 million after-tax, to establish a
reserve associated with certain active fixed-income strategies managed by SSgA.

        Certain financial information is presented and discussed in the following sections on both a GAAP basis and on an "operating" basis.
Management measures certain financial information on an operating basis to provide for meaningful comparisons from period to period, and to
present comparable financial trends with respect to our normal ongoing business operations. Management believes that operating-basis financial
information, which includes the impact of revenue from non-taxable sources and excludes the impact of non-recurring expenses, facilitates an
investor's understanding and analysis of State Street's underlying performance and trends in addition to financial information prepared in
accordance with GAAP.

Financial Highlights

        For 2007, we recorded income from continuing operations of $1.3 billion, or $3.45 per diluted share, compared to $1.1 billion, or $3.26 per
diluted share, for 2006. Total revenue increased 32% from 2006, and return on equity from continuing operations was 13.4% compared to 16.2%
for 2006. Results for 2007 included two significant expenses. First, we recorded aggregate merger and integration costs of $198 million, or
$129 million after-tax, in connection with our acquisition of Investors Financial. Second, we recorded a net pre-tax charge of $467 million, or
$279 million after-tax, in connection with the establishment of a reserve to address legal exposure and other costs associated with the
underperformance of certain active fixed-income strategies managed by SSgA, and customer concerns as to whether the execution of these
strategies was consistent with the customers' investment intent. These costs are more fully discussed in the "Consolidated Results of
Operations�Operating Expenses" section of this Management's Discussion and Analysis.

        Our results for 2006 included income from discontinued operations of $10 million (pre-tax income of $16 million reduced by related
income tax expense of $6 million), or $.03 per diluted share, the result of the finalization of certain legal, selling and other costs recorded in
connection with our divestiture of Bel Air Investment Advisors LLC.

        Total revenue for 2007 grew 32% from 2006. Total fee revenue for 2007, which grew 27%, reflected consistent growth throughout the year
in servicing fees and management fees, up 24% and 21%, respectively, compared to 2006, and trading services and securities finance revenue,
up 34% and 76%, respectively. Generally, servicing fees benefited from the inclusion of the acquired Investors Financial
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business, net new business and favorable equity markets, and management fees benefited primarily from net new business and favorable equity
markets. Trading services revenue grew primarily as a result of increases in customer volumes and the inclusion of the acquired Investors
Financial business, with respect to foreign exchange revenue, and as a result of the inclusion of revenue from the acquired Currenex business,
with respect to other trading services revenue. Securities finance revenue benefited from increases in volumes of securities loaned, both from
new customers and from growth in volume from existing customers, and increases in spreads.

        Net interest revenue increased 56% compared to 2006, and net interest margin increased to 1.71% from 1.25%. This growth was the result
of several favorable trends�(1) favorable rates and volumes on non-U.S. deposits; (2) the addition of interest-earning assets from Investors
Financial's balance sheet; and (3) the favorable impact of fixed-rate investments.

        Total operating expenses increased 42% from 2006, partly reflective of the $665 million aggregate impact of merger and integration costs
associated with Investors Financial and a net pre-tax charge associated with certain SSgA active fixed-income strategies. If these aggregate costs
are excluded, total operating expenses for 2007 totaled $5.768 billion ($6.433 billion less $665 million), an increase of 27% from $4.54 billion
for 2006, as we continued to carefully manage operating expenses and balance growth in operating expenses with growth in revenue. Most of the
increase resulted from the inclusion of the operating expenses of the acquired Investors Financial business for the second half of 2007, as well as
increased incentive compensation due to improved performance and increased staffing levels to support new business, particularly
internationally. Excluding the aggregate $665 million of merger and integration costs and the net pre-tax charge, as a result of year-over-year
growth in revenue of 32% and year-over-year growth in total operating expenses of 27% as described above, we generated positive operating
leverage of approximately 500 basis points. We define positive operating leverage as a rate of total revenue growth that exceeds the rate of
growth of total operating expenses, determined on an operating basis.

        SSgA was a significant contributor to our overall results for 2007. Its total revenue increased 25% for 2007 over 2006, and comprised about
18% of our total consolidated revenue for 2007, compared to 19% for 2006. In addition, SSgA generated net new business in assets under
management, which we expect will generate management fee revenue in future years, of approximately $116 billion for 2007, compared to
$86 billion for 2006. The decline in SSgA's relative contribution to our consolidated total revenue was the result of the impact of the acquired
Investors Financial business's revenue on total revenue of our Investment Servicing line of business, which increased 34% for 2007 over 2006.

        We continue to expand our business outside of the U.S., particularly in Europe and the Asia/Pacific region. For 2007, approximately
$3.42 billion, or 41% of our consolidated total revenue of $8.336 billion, was generated from non-U.S. activities, compared to 43% for 2006.
The 2007 percentage reflects revenue from the acquired Investors Financial business, which was predominantly generated in the U.S. For
illustrative purposes, if we exclude total revenue from the acquired Investors Financial business for 2007 of $456 million, non-U.S. revenue of
$3.42 billion for 2007 comprised approximately 43% of consolidated total revenue for 2007 of $7.88 billion ($8.336 billion less $456 million).
At year-end 2007, we employed 9,500 outside the U.S., compared to 8,630 at year-end 2006. Our goal is to eventually generate 50% of our
consolidated total revenue from outside the United States.

        Assets under custody and assets under management both increased from year-end 2006, with assets under custody at $15.30 trillion, up
29% from $11.85 trillion a year ago, and assets under management at $1.98 trillion, up 13% from $1.75 trillion a year ago. The acquired
Investors Financial business contributed $1.9 trillion of assets under custody. Assets under custody have grown at a compound annual rate of
13% since year-end 2003, with U.S. assets growing by 12% and non-U.S. assets growing by 16%, while assets under management have grown at
a compound annual rate of 16% over the same period.
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CONSOLIDATED RESULTS OF OPERATIONS

        This section discusses our consolidated results of operations for 2007 compared to 2006, and should be read in conjunction with the
consolidated financial statements and accompanying notes included in this Form 10-K under Item 8. A comparison of consolidated results of
operations for 2006 with those for 2005 is provided in the "Comparison of 2006 and 2005�Overview of Consolidated Results of Operations"
section of this Management's Discussion and Analysis.

TOTAL REVENUE

Years ended December 31,

2007 2006 2005
Change

2006-2007

(Dollars in millions)

Fee revenue:
Servicing fees $ 3,388 $ 2,723 $ 2,474 24%
Management fees 1,141 943 751 21
Trading services 1,152 862 694 34
Securities finance 681 386 330 76
Processing fees and other 237 272 302 (13)

Total fee revenue 6,599 5,186 4,551 27
Net interest revenue:
Interest revenue 5,212 4,324 2,930 21
Interest expense 3,482 3,214 2,023 8

Net interest revenue 1,730 1,110 907 56
Provision for loan losses � � �

Net interest revenue after provision for loan losses 1,730 1,110 907 56
Gains (Losses) on sales of available-for-sale investment securities, net 7 15 (1)
Gain on sale of Private Asset Management business � � 16

Total revenue $ 8,336 $ 6,311 $ 5,473 32

        We are one of the world's leading specialists in servicing mutual funds, other collective investment funds and pension plans. We are
consistently gaining business globally, and for 2007, our non-U.S. revenue was approximately 41% of our total revenue, compared to 43% for
2006 and 24% for 2002. We provide a broad range of reliable, easy-to-integrate investment services that are global and enable our customers to
develop and launch competitive new investment products. We also provide active management products, including enhanced indexing, hedge
fund strategies and quantitative management, and passive investment management products and strategies.

        We provide fund accounting, custody, investment management, securities finance, transfer agency services, and operations outsourcing for
investment managers and hedge fund managers. These services support the complex financial strategies and transactions of our customers
worldwide, in any time zone across multiple currencies. Our focus on the total needs of the customer allows us to develop active, long-term
relationships that result in high customer retention, cross-selling opportunities, and recurring revenue. The servicing markets in which we
compete are very price-competitive, and we consistently focus on winning and retaining customer business. This focus requires a strong
commitment to customers while constantly working toward providing services at lower costs.

        Our broad range of services generates fee revenue and net interest revenue. Fee revenue generated by investment servicing and investment
management is augmented by securities finance, trading services and other processing fee revenue. We earn net interest revenue from customers'
deposits and short-term investment activities, by providing deposit services and short-term investment vehicles, such as repurchase agreements
and commercial paper, to meet customers' needs for high-grade liquid investments, and investing these sources of funds and additional
borrowings in assets yielding a higher rate.
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Fee Revenue

        Servicing and management fees are the largest components of fee revenue, and collectively comprised approximately 69% of total fee
revenue for 2007 and 71% for 2006. These fees are a function of several factors, including the mix and volume of assets under custody and
assets under management, securities positions held and the volume of portfolio transactions, and the types of products and services used by
customers, and are affected by changes in worldwide equity and fixed-income valuations.

        Generally, servicing fees are impacted, in part, by changes in daily average valuations of assets under custody, while management fees are
impacted by changes in month-end valuations of assets under management. Additional factors, such as the level of transaction volumes, changes
in service level, balance credits, customer minimum balances, pricing concessions and other factors may have a significant impact on servicing
fee revenue. Generally, management fee revenue is more sensitive to market valuations than servicing fee revenue. Management fees also
include performance fees, which amounted to approximately 6% of management fees for 2007 compared to 9% for 2006. Performance fees are
generated when the performance of managed funds exceeds benchmarks specified in the management agreements, and we experience more
volatility with performance fees than with more traditional management fees.

        In light of the above, we estimate, assuming all other factors remain constant, that a 10% increase or decrease in worldwide equity values
would result in a corresponding change in our total revenue of approximately 2%. If fixed-income security values were to increase or decrease
by 10%, we would anticipate a corresponding change of approximately 1% in our total revenue.

        The following table presents selected equity market indices. Daily averages and the averages of month-end indices demonstrate worldwide
equity market valuation changes that impact servicing and management fee revenue, respectively. Year-end indices impact the value of assets
under custody and management at those dates. The index names listed in the table and elsewhere in this Management's Discussion and Analysis
are service marks of their respective owners.

INDEX

Daily Averages of Indices Average of Month-End Indices Year-End Indices

2007 2006 Change 2007 2006 Change 2007 2006 Change

S&P 500® 1,477 1,310 13% 1,478 1,318 12% 1,468 1,418 4%
NASDAQ® 2,578 2,263 14 2,588 2,279 14 2,652 2,415 10
MSCI EAFE® 2,212 1,858 19 2,230 1,883 18 2,253 2,074 9
FEE REVENUE

Years ended December 31,

2007 2006 2005
Change

2006-2007

(Dollars in millions)

Servicing fees $ 3,388 $ 2,723 $ 2,474 24%
Management fees(1) 1,141 943 751 21
Trading services 1,152 862 694 34
Securities finance 681 386 330 76
Processing fees and other 237 272 302 (13)

Total fee revenue $ 6,599 $ 5,186 $ 4,551 27

(1)
Includes performance fees of $72 million, $84 million and $41 million for 2007, 2006 and 2005, respectively.
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        Approximately 61% of the $1.4 billion increase in total fee revenue over 2006 was generated from servicing and management fees.

Servicing Fees

        Servicing fees include fee revenue from U.S. mutual funds, collective investment 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; investment manager and hedge fund manager operations
outsourcing services; master trust and master custody; and performance, risk and compliance analytics.

        The increase in servicing fees of $665 million from 2006 primarily resulted from the inclusion of $304 million of servicing fee revenue
from the acquired Investors Financial business, net new business from existing and new customers, higher average equity market valuations and
higher customer transaction volumes. Net new business is defined as new business net of lost business. For 2007, servicing fees generated from
customers outside the U.S. were approximately 41% of total servicing fees, down from 44% in 2006. The decrease in the non-U.S. proportion
reflected the contribution of servicing fees from the acquired Investors Financial business, which are generated predominantly in the U.S.

        We are the largest provider of mutual fund custody and accounting services in the United States. We distinguish ourselves from other
mutual fund service providers by offering customers a broad array of integrated products and services, including accounting, daily pricing and
fund administration. We calculate more than 34% of the U.S. mutual fund prices provided to NASDAQ that appear daily in The Wall Street
Journal and other publications with an accuracy rate of 99.9%.

        We have a leading position for servicing U.S. tax-exempt assets for corporate and public pension funds. We provide trust and valuation
services for more than 4,000 daily-priced portfolios, making us a leader for both monthly and daily valuation services.

        We are a leading service provider outside of the U.S. as well. In Germany, we provide Depotbank services for approximately 16% of retail
and institutional fund assets. In the United Kingdom, we provide custody services for 18% of pension fund assets and provide administration
services to more than 24% of mutual fund assets. We service approximately 23% of the hedge fund market and more than $650 billion of
offshore assets, primarily domiciled in Ireland and Luxembourg. We have more than $1 trillion in assets under administration in the Asia/Pacific
region, and are the largest non-domestic trust bank in Japan.

        At year-end 2007, our total assets under custody were $15.30 trillion, compared to $11.85 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 necessarily result
in proportional changes in revenue. Assets under custody consisted of the following at December 31:

ASSETS UNDER CUSTODY

As of December 31,

2007 2006 2005 2004 2003
2006-2007

AGR
2003-2007

CAGR

(Dollars in billions)

Mutual funds $ 4,803 $ 3,738 $ 3,442 $ 3,088 $ 3,094 28% 12%
Collective funds 3,199 1,665 1,001 911 1,153 92 29
Pension products 3,960 3,713 3,358 3,254 3,026 7 7
Insurance and other products 3,337 2,738 2,320 2,244 2,097 22 12

Total $ 15,299 $ 11,854 $ 10,121 $ 9,497 $ 9,370 29 13
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FINANCIAL INSTRUMENT MIX OF ASSETS UNDER CUSTODY

As of December 31,

2007 2006 2005

(In billions)

Equities $ 8,653 $ 5,821 $ 4,814
Fixed-income 4,087 4,035 3,797
Short-term and other investments 2,559 1,998 1,510

Total $ 15,299 $ 11,854 $ 10,121

GEOGRAPHIC MIX OF ASSETS UNDER CUSTODY(1)

As of December 31,

2007 2006 2005

(In billions)

United States $ 11,792 $ 8,962 $ 7,773
Other Americas 698 607 508
Europe/Middle East/Africa 2,163 1,815 1,454
Asia/Pacific 646 470 386

Total $ 15,299 $ 11,854 $ 10,121

(1)
Geographic mix is based on the location where the assets are serviced.

Management Fees

        We provide a broad range of investment management strategies, specialized investment management advisory services and other financial
services for corporations, public funds, and other sophisticated investors. These services are offered through SSgA. Based upon assets under
management, SSgA is the largest manager of institutional assets worldwide, the largest manager of assets for tax-exempt organizations
(primarily pension plans) in the United States, and the third largest investment manager overall in the world. SSgA offers a broad array of
investment management strategies, including passive and active, such as enhanced indexing and hedge fund strategies, using quantitative and
fundamental methods for both U.S. and global equities and fixed income securities. SSgA also offers exchange traded funds, or "ETFs," such as
the SPDR® Dividend ETFs.

        The $198 million increase in management fees from 2006 primarily resulted from net new business and higher equity market valuations.
Performance fees decreased from $84 million in 2006 to $72 million in 2007. Management fees generated from customers outside the United
States were approximately 41% of total management fees, up from 32% for 2006.

        At year-end 2007, assets under management were $1.98 trillion, compared to $1.75 trillion at year-end 2006. 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 our relationship pricing for customers who use multiple services, and the benchmarks specified in the respective
management agreements related to performance fees. Accordingly, no direct correlation necessarily exists between the value of assets under
management, market indices and management fee revenue. Assets under management consisted of the following at December 31:
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ASSETS UNDER MANAGEMENT

As of December 31,

2007 2006 2005 2004 2003
2006-2007

AGR
2003-2007

CAGR

(Dollars in billions)

Equities:
Passive $ 803 $ 691 $ 625 $ 600 $ 519 16% 12%
Active and other 206 181 147 122 81 14 26
Company stock/ESOP 79 85 76 77 76 (7) 1

Total equities 1,088 957 848 799 676 14 13
Fixed-income:

Passive 216 180 128 106 81 20 28
Active 43 34 28 35 10 26 44

Cash and money market 632 578 437 414 339 9 17

Total fixed-income and cash 891 792 593 555 430 13 20

Total $ 1,979 $ 1,749 $ 1,441 $ 1,354 $ 1,106 13 16

GEOGRAPHIC MIX OF ASSETS UNDER MANAGEMENT(1)

As of December 31,

2007 2006 2005

(In billions)

United States $ 1,353 $ 1,202 $ 1,023
Other Americas 36 30 24
Europe/Middle East/Africa 427 384 275
Asia/Pacific 163 133 119

Total $ 1,979 $ 1,749 $ 1,441

(1)
Geographic mix is based on the location where the assets are managed.

        The following table presents a roll-forward of assets under management for the three years ended December 31, 2007:

ASSETS UNDER MANAGEMENT

Years Ended December 31,

2007 2006 2005

(In billions)

Balance at beginning of year $ 1,749 $ 1,441 $ 1,354
Net new business 116 86 36
Market appreciation 114 222 51

Balance at end of year $ 1,979 $ 1,749 $ 1,441

Trading Services
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        Trading services revenue includes revenue from foreign exchange trading and brokerage and other trading services. We offer a complete
range of foreign exchange services under an account model that focuses on the global requirements of our customers to execute trades and
receive market insights in any time zone. In March 2007, we acquired Currenex's electronic foreign exchange trading platform. The Currenex
business serves hedge funds, banks and other commercial enterprises in the active-trading segment of the foreign exchange market. We have
exclusive ownership of FX Connect®, the world's first foreign exchange trading platform, and we provide quantitatively-based research into
investor behavior, as well as consultative services that use quantitative tools designed to optimize our
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customers' returns. Foreign exchange trading revenue is influenced by three principal factors: the volume and type of customer foreign exchange
transactions; currency volatility; and the management of currency market risks.

        For 2007, foreign exchange trading revenue increased 31%, to $802 million from $611 million in 2006, and benefited from the disruption in
the global securities markets that occurred in the second half of the year. The increase was mainly driven by a 39% increase in customer
volumes, but also was the result of the inclusion of $43 million of foreign exchange revenue from the acquired Investors Financial business.
These increases were partly offset by an unfavorable transaction mix influenced by lower margin transactions and a 5% decline in currency
volatility.

        We also offer a range of brokerage and other trading products tailored specifically to meet the needs of the global pension community,
including transition management, commission recapture and self-directed brokerage. These products are differentiated by our position as an
agent of the institutional investor. Brokerage and other trading fees were $350 million in 2007, up 39% compared to 2006. The increase was
attributable to the contribution of revenue from the acquired Currenex business and an increase in revenue from transition management.

Securities Finance

        Securities finance provides liquidity to the financial markets and an effective means for customers to earn revenue on their existing
portfolios. By acting as a lending agent and coordinating loans between lenders and borrowers, we lend securities and provide liquidity to
customers around the world. Borrowers provide collateral in the form of cash or securities to State Street in return for loaned securities. For cash
collateral, we pay a usage fee to the provider of the cash collateral, and invest the cash collateral in certain investment vehicles. The spread
between the yield on the investment vehicle and the usage fee paid to the provider of the collateral is split between the lender of the securities
and State Street as agent. For non-cash collateral, the borrower pays a fee for the loaned securities, and the fee is split between the lender of the
securities and State Street.

        Securities finance revenue is principally a function of the volume of securities loaned and the interest-rate spreads earned on the collateral.
For 2007, securities finance revenue increased 76% from a year earlier, as loan volumes increased 30%, with this volume resulting from both
new customer demand and increased demand from existing customers. Consolidated spread also increased, primarily in the domestic and
non-U.S. equity portfolios and the corporate bond and fixed-income portfolios. Spreads benefited from reductions in federal funds rates during
2007, as well as from the above-mentioned market disruption.

Processing Fees and Other

        Processing fees and other revenue includes diverse types of fees and other revenue, including fees from our structured products business,
fees from software licensing and maintenance, profits and losses from unconsolidated subsidiaries, gains and losses on sales of leased equipment
and other assets, and amortization of investments in tax-advantaged financings. Processing fees and other revenue decreased 13% from 2006,
with an additional $32 million of revenue from the acquired Investors Financial business and improved joint venture performance more than
offset by reduced revenue from the structured products business, primarily from the asset-backed commercial paper program, and the absence of
revenue from our tax-exempt investment program. The absence of revenue from the tax-exempt investment program resulted from the impact of
the consolidation of the program onto our balance sheet on September 30, 2006. As a result of this consolidation, revenue from the program,
previously recorded in processing fees and other, is now recorded in net interest revenue.
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NET INTEREST REVENUE

Years ended December 31, 2007 2006 2005

Average
Balance

Interest
Revenue/
Expense Rate

Average
Balance

Interest
Revenue/
Expense Rate

Average
Balance

Interest
Revenue/
Expense Rate

(Dollars in millions; fully
taxable-equivalent basis)

Federal funds sold and
securities purchased under
resale agreements $ 14,402 $ 756 5.25% $ 12,820 $ 663 5.17% $ 12,890 $ 412 3.20%
Investment securities 70,990 3,649 5.14 61,579 2,956 4.80 51,153 1,817 3.55
Loans and leases 10,753 394 3.67 7,670 288 3.75 6,013 193 3.21
Other 8,405 471 5.60 10,596 462 4.36 17,730 550 3.10

Total interest-earning assets $ 104,550 $ 5,270 5.04 $ 92,665 $ 4,369 4.72 $ 87,786 $ 2,972 3.39

Deposits $ 68,220 $ 2,298 3.37% $ 55,635 $ 1,891 3.40% $ 49,703 $ 1,132 2.28%
Short-term borrowings 22,024 959 4.36 25,699 1,145 4.46 26,708 753 2.82
Long-term debt 3,402 225 6.62 2,621 178 6.77 2,461 138 5.63

Total interest-bearing
liabilities $ 93,646 $ 3,482 3.72 $ 83,955 $ 3,214 3.83 $ 78,872 $ 2,023 2.57

Interest-rate spread 1.32% .89% .82%
Net interest revenue - fully
taxable-equivalent basis(1) $ 1,788 $ 1,155 $ 949

Net interest margin - fully
taxable-equivalent basis 1.71% 1.25% 1.08%

Net interest revenue �
GAAP basis $ 1,730 $ 1,110 $ 907

(1)
Amounts include fully taxable-equivalent adjustments of $58 million for 2007, $45 million for 2006 and $42 million for 2005.

        Net interest revenue is defined as the total of interest revenue on interest-earning assets less interest expense on interest-bearing liabilities.
Interest-earning assets, which consist of investment securities, loans and leases and money market assets, are financed primarily by customer
deposits and short-term borrowings. Additional detail about the components of interest revenue and interest expense is in note 16 of the Notes to
Consolidated Financial Statements included in this Form 10-K under Item 8.

        On a fully taxable-equivalent basis, net interest revenue increased 55% (56% on a GAAP basis) compared to 2006, and net interest margin
increased to 1.71% from 1.25%. This growth was the result of several favorable trends. First, transaction deposit volume, particularly with
respect to non-U.S. deposits, increased 28%, and spread increased 29%. Volume increases resulted from net new business in non-U.S. assets
under custody, as we continue to grow our servicing business internationally, and spreads increased because deposit rates lagged rate increases
by foreign central banks during 2006 and 2007. Second, the acquired Investors Financial business added interest-earning assets and related net
interest revenue. Third, as fixed-rate investment securities matured, they were replaced by higher yielding investments.

        Net interest margin represents the relationship between net interest revenue and average interest-earning assets. Changes in the components
of interest-earning assets, as well as interest-bearing liabilities, are discussed in more detail below.
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        Average federal funds sold and securities purchased under resale agreements increased 12.3% or $1.58 billion, from $12.82 billion in 2006
to $14.40 billion for 2007. The increase was primarily the result of excess liquidity.

        Our average investment securities portfolio increased from approximately $61.58 billion to approximately $70.99 billion, primarily due to
the acquisition of investment securities of Investors Financial and increases in our tax-exempt securities portfolio. The investment portfolio now
includes a higher percentage of collateralized mortgage obligations and mortgage- and asset- backed securities compared to a year earlier. These
increases did not adversely affect overall risk, as we continued to invest conservatively in "AA" and "AAA" rated securities. Securities rated
"AA" and "AAA" comprised approximately 95% of the investment securities portfolio, with approximately 89% "AAA" rated, at December 31,
2007.

        Loans and leases averaged $10.75 billion, up 40% from $7.67 billion in 2006. The increase was related to higher levels of customer
overdraft activity. Approximately 70% of the loans and leases portfolio is composed of U.S. and non-U.S. short-duration advances, primarily
related to the processing of custodied customer investments, which averaged approximately $7.53 billion for 2007, up from $5.21 billion in
2006.

        The $12.59 billion increase in average interest-bearing deposits from 2006 was mainly due to the acquisition of Investors Financial and an
increase in low cost customer deposits, primarily non-U.S. deposits. This deposit growth funded the $11.89 billion increase in average
interest-earning assets.

        Average short-term borrowings decreased primarily due to the liquidity provided by the increase in customer deposits, and long-term debt
increased due to debt issuances associated with the Investors Financial acquisition.

        Several factors could affect future levels of net interest revenue and margin, including the Federal Reserve's ongoing actions to manage
short-term interest rates, the level and pace of changes in non-U.S. interest rates, particularly as a result of actions of the European Central Bank
and the Bank of England, the mix of customer liabilities, and the shapes of the various yield curves around the world.

Gains (Losses) on Sales of Available-for-Sale Securities, Net

        Our management of the investment securities portfolio has many objectives, the foremost of which are to provide liquidity and to serve as a
source of collateral for customer activities. These objectives may entail strategic sales of specific securities as market conditions warrant. We
recorded net gains of $7 million on sales of available-for-sale securities for 2007, compared to net gains of $15 million for 2006. At
December 31, 2007, approximately 94% of the investment securities portfolio, or $70.33 billion, was classified as available for sale. Additional
information about available-for-sale securities, and the gross gains and losses that comprise the net gains, is in note 3 of the Notes to
Consolidated Financial Statements included in this Form 10-K under Item 8.
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OPERATING EXPENSES

Years Ended December 31,

2007 2006 2005
Change

2006�2007

(Dollars in millions)

Salaries and employee benefits $ 3,256 $ 2,652 $ 2,231 23%
Information systems and communications 546 501 486 9
Transaction processing services 619 496 449 25
Occupancy 408 373 391 9
Provision for legal exposure 600 � � �
Merger and integration costs 198 � � �
Other 806 518 484 56

Total operating expenses $ 6,433 $ 4,540 $ 4,041 42

Number of employees at year-end 27,110 21,700 20,965
        The 23% increase in salaries and employee benefits from 2006 was driven primarily by the inclusion of approximately $180 million of
salaries and benefits expense of the acquired Investors Financial business and salaries and benefits expense of the acquired Currenex business,
higher incentive compensation costs due to improved performance which were offset by the reduction of incentive compensation recorded as
part of the net pre-tax charge related to SSgA discussed later in this section, and the impact of higher staffing levels. Staffing levels increased to
support growth in our Investment Servicing business, particularly in Europe, and in our Investment Management business, as well as in
information technology and risk management.

        The increase in information systems and communications expense included approximately $21 million from the acquired Investors
Financial business, as well as increased spending internationally to support growth.

        Transaction processing services expenses are volume-related, and include equity trading services and fees related to securities settlement,
sub-custodian fees and external contract services. The 25% increase included approximately $39 million from the acquired Investors Financial
business, specifically sub-custody costs, higher transaction volumes, and external contract services, primarily in Europe.

        Occupancy expense was up 9% from 2006, primarily due to additional leased space acquired as part of the Investors Financial acquisition,
as well as higher occupancy costs in support of growth in Europe.

        During the fourth quarter of 2007, we recorded a net pre-tax charge of $467 million in connection with the establishment of a reserve to
address litigation exposure and other costs associated with certain active fixed-income strategies managed by SSgA and customer concerns as to
whether the execution of these strategies was consistent with customers' investment intent. The net charge had the following components�a
provision for legal exposure of $625 million offset by $25 million of insurance coverage; a $156 million reduction of salaries and benefits
expense related to reduced incentive compensation primarily associated with SSgA, offset by $15 million of severance costs; and $8 million of
other expenses related to professional fees. More information about this litigation exposure is included in note 10 of the Notes to Consolidated
Financial Statements included in this Form 10-K under Item 8.

        During the second half of 2007, in connection with the Investors Financial acquisition, we recorded merger and integration costs of
$198 million. These costs consisted only of direct and incremental costs to integrate the acquired Investors Financial business into our
operations, and did not include on-going expenses of the combined organization. The costs included a non-cash charge of approximately
$91 million resulting from the termination of an operating lease related to one of our office buildings in Boston. This termination was completed
in connection with an overall evaluation of our requirements for office space as a result of the acquisition.
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        The merger and integration costs also included $42 million associated with employee retention and other compensation, and $22 million
associated with the integration of the acquired Investors Financial business's accounting and management systems. In addition, subsequent to the
completion of the acquisition, we redeemed an aggregate of $500 million of unsecured junior subordinated debentures issued by the parent
company to two of our statutory business trusts, composed of $200 million of 7.94% debentures issued in 1996 and $300 million of 8.035%
debentures issued in 1997. We paid the trusts the outstanding amount on the debentures plus accrued interest and an aggregate redemption
premium of approximately $20 million, which was included in the merger and integration costs.

        The 56% increase in other expenses from 2006 primarily resulted from the acquired Investors Financial business, increases in professional
services, securities processing costs, higher sales promotion costs and increased amortization of intangibles that resulted from the acquisitions of
Investors Financial and Currenex.

Income Taxes

        Income tax expense totaled $642 million for 2007, compared to $675 million from continuing operations a year ago. The decrease was
primarily the result of the absence of the impact of federal tax legislation that increased income tax expense for 2006. The overall effective tax
rate for 2007 was 33.7%, compared to 38.1% for 2006. Additional information about income tax expense is in note 20 of the Notes to
Consolidated Financial Statements included in this Form 10-K under Item 8.

        The 2006 income tax expense from discontinued operations of $6 million was related to $16 million of income associated with the
finalization of certain costs recorded in connection with our divestiture of Bel Air, which was completed during 2006.

        Information about income tax contingencies related to our leveraged lease portfolio is in note 10 of the Notes to Consolidated Financial
Statements included in this Form 10-K under Item 8.

LINE OF BUSINESS INFORMATION

        We report two lines of business: Investment Servicing and Investment Management. Given our services and management organization, the
results of operations for these lines of business are not necessarily comparable with those of other companies, including companies in the
financial services industry. Information about revenue, expense and capital allocation methodologies is in note 22 of the Notes to Consolidated
Financial Statements included in this Form 10-K under Item 8.

        The following is a summary of line of business results. Results presented exclude the income (loss) from discontinued operations related to
our divestiture of Bel Air. The amount presented in the "Other/One-Time" column for 2007 represents merger and integration costs recorded in
connection with our acquisition of Investors Financial. The amount presented in the same column for 2005 represents additional gain from our
sale of the Private Asset Management business. The amount
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presented in the net charge line items are associated with the underperformance of certain active fixed-income strategies managed by SSgA.

Investment Servicing Investment Management Other/One-Time Total

Years ended
December 31,

2007 2006 2005 2007 2006 2005 2007 2006 2005 2007 2006 2005

(Dollars in millions,
except where otherwise
noted)

Fee revenue:
Servicing fees $ 3,388 $ 2,723 $ 2,474 $ 3,388 $ 2,723 $ 2,474
Management fees � � � $ 1,141 $ 943 $ 751 1,141 943 751
Trading services 1,152 862 694 � � � 1,152 862 694
Securities finance 518 292 260 163 94 70 681 386 330
Processing fees and
other 162 208 221 75 64 81 237 272 302

Total fee revenue 5,220 4,085 3,649 1,379 1,101 902 6,599 5,186 4,551
Net interest revenue 1,573 986 826 157 124 81 1,730 1,110 907
Provision for loan
losses � � � � � � � � �

Net interest revenue
after provision for
loan losses 1,573 986 826 157 124 81 1,730 1,110 907
Gains (Losses) on
sales of
available-for-sale
investment securities,
net 7 15 (1) � � � 7 15 (1)
Gain on sale of
divested business � � � � � � $ 16 � � 16

Total revenue 6,800 5,086 4,474 1,536 1,225 983 16 8,336 6,311 5,473
Operating expenses 4,787 3,742 3,363 981 798 678 5,768 4,540 4,041
Net charge:
Provision for legal
exposure � � � 600 � � 600 � �
Reduction of
incentive
compensation (47) � � (109) � � (156) � �
Severance and
professional fees � � � 23 � � 23 � �

Total net charge (47) � � 514 � � 467 � �
Merger and
integration costs � � � � � � $ 198 198 � �

Total operating
expenses 4,740 3,742 3,363 1,495 798 678 198 � 6,433 4,540 4,041

Income from
continuing operations
before income taxes $ 2,060 $ 1,344 $ 1,111 $ 41 $ 427 $ 305 $ (198) $ 16 $ 1,903 $ 1,771 $ 1,432

Edgar Filing: STATE STREET CORP - Form 10-K

46



Investment Servicing Investment Management Other/One-Time Total

Pre-tax margin 30% 26% 25% 3% 35% 31%
Average assets
(in billions) $ 120.0 $ 103.4 $ 96.9 $ 3.5 $ 3.0 $ 2.9 $ 123.5 $ 106.4 $ 99.8
Investment Servicing

        The 34% increase in total revenue from 2006 was primarily driven by increases in servicing fees and trading services and securities finance
revenue, as well as a 60% increase in net interest revenue, slightly offset by a decline in processing fees and other revenue.

        Servicing fees increased from 2006 primarily due to the contribution of fees from the acquired Investors Financial business, increases in net
new business from existing and new customers, higher equity valuations and higher customer transaction volumes. The increase in trading
services revenue reflected a higher dollar volume of foreign exchange trades for customers and a higher volume of fixed-income transition
management business. Securities finance revenue increased as a result of higher lending volumes and increased spreads. Processing fees and
other revenue declined from 2006, primarily as a result of declines in revenue associated with the commercial paper conduits and our
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tax-exempt investment program, the latter of which was consolidated onto our balance sheet in 2006. Revenue from this program is now
recorded in net interest revenue.

        Servicing fees, trading services revenue and net gains (losses) on sales of available-for-sale securities for our Investment Servicing business
line are identical to the respective consolidated results. Refer to the "Servicing Fees," "Trading Services" and "Gains (Losses) on Sales of
Available-For-Sale Securities, Net" captions in the "Total Revenue" section of this Management's Discussion and Analysis for a more in-depth
discussion. A discussion of processing fees and other revenue is provided under the caption "Processing Fees and Other" in the "Total Revenue"
section.

        Net interest revenue increased 60% from 2006 due to an increase in average interest-earning assets, including those from the acquired
Investors Financial business, as well as higher yields on our investment securities portfolio A portion of net interest revenue is recorded in the
Investment Management business line based on the volume of customer liabilities attributable to that business.

        Operating expenses increased from 2006, driven primarily by the inclusion of the operating expenses of the acquired Investors Financial
business and Currenex, as well as higher incentive compensation costs due to improved performance and the impact of higher staffing levels.
Staffing levels increased to support growth in business, particularly in Europe. Transaction processing costs increased due to a higher volume of
sub-custodian fees, particularly from the acquired Investors Financial business. Other expenses increased as a result of the inclusion of expenses
of the acquired Investors Financial business, increases in professional services, securities processing costs and increased amortization of
intangibles that resulted from the Investors Financial and Currenex acquisitions.

Investment Management

        Total revenue for 2007 increased 25% from 2006. Management fees for the Investment Management business line, which were up 21%, are
identical to the respective consolidated results. Refer to the "Management Fees" caption in the "Total Revenue" section of this Management's
Discussion and Analysis for a more in-depth discussion. Securities finance revenue for 2007 was up 73% from 2006, reflecting higher lending
volumes and increased spreads. Net interest revenue improved due to higher volumes of customer liabilities, primarily resulting from the growth
of our non-U.S. operations, as well as a more favorable mix of deposits.

        Operating expenses of $981 million, which do not include the net pre-tax charge allocated to Investment Management of $514 million,
increased 23% from $798 million in 2006, primarily due to the cost of increases in staffing levels to support growth in business, and related
increases in information systems and communications expenses. The net pre-tax charge was recorded in connection with the establishment of a
reserve to address legal exposure and other costs associated with the under-performance of certain active fixed-income strategies managed by
SSgA and customer concerns as to whether the execution of these strategies was consistent with the customers' investment intent. The net charge
had the following components�a provision for legal exposure of $625 million offset by $25 million of insurance coverage; a $109 million
reduction of salaries and benefits expense related to reduced incentive compensation offset by $15 million of severance costs; and $8 million of
other expenses related to professional fees. More information about this charge is included in the "Consolidated Results of Operations�Operating
Expenses" section of this Management's Discussion and Analysis.

        The pre-tax margin for Investment Management, which is the percentage of the business line's pre-tax income to its total revenue, was 3%
for 2007 compared to 35% for 2006 and 31% for 2005. The significant decrease in margin was the result of the net charge described above.
Without the net charge, Investment Management's pre-tax income would have been $555 million ($41 million plus $514 million), and its pre-tax
margin would have been 36% for 2007.
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        During the second half of 2007, the global markets for fixed-income securities, particularly the markets for financial instruments
collateralized by sub-prime mortgages, experienced significant disruption. This disruption affected the liquidity and pricing of securities traded
in these markets, as well as the returns of, and levels of redemptions in, investment vehicles investing in those instruments. Additional
information about the impact of these market conditions on the asset-backed commercial paper conduits administered by State Street is provided
in the "Off Balance Sheet Arrangements" section of this Management's Discussion and Analysis and in the Risk Factors section included under
Item 1A of this Form 10-K.

        As of December 31, 2007, global fixed-income assets under management totaled approximately $259 billion, an increase of approximately
$45 billion compared to $214 billion at December 31, 2006, with approximately $43 billion under active management. This amount included
approximately $6.1 billion of SSgA customer assets which were invested in strategies that were adversely affected by a combination of holdings
in financial instruments collateralized by sub-prime mortgages, illiquidity in the fixed-income markets generally, and customer redemptions.
These strategies included approximately $2.2 billion of institutional customer investments in non-registered pooled investment funds;
approximately $2.1 billion of unit investments by other SSgA investment funds in the same non-registered pooled investment funds;
approximately $1.6 billion of institutional customer investments in separately-managed customer accounts; and approximately $0.2 billion of
customer investments in mutual funds.

        Information about recent proceedings, legal exposure and related costs and other similar matters associated with SSgA's active
fixed-income strategies, including the establishment of a reserve of approximately $625 million, is included in "Risk Factors�Litigation Risks"
included under Item 1A; the "Consolidated Results of Operations�Operating Expenses" section of this Management's Discussion and Analysis;
and note 10 of the Notes to Consolidated Financial Statements included under Item 8 of this Form 10-K.
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COMPARISON OF 2006 AND 2005

OVERVIEW OF CONSOLIDATED RESULTS OF OPERATIONS

Years ended December 31,

2006 2005 $ Change % Change

(Dollars in millions, except per share amounts)

Total fee revenue $ 5,186 $ 4,551 $ 635 14%
Net interest revenue 1,110 907 203 22
Provision for loan losses � � � �
Gains (Losses) on sales of available-for-sale investment securities, net 15 (1) 16 �
Gain on sale of divested business � 16 (16) �

Total revenue 6,311 5,473 838 15
Total operating expenses 4,540 4,041 499 12

Income from continuing operations before income tax expense 1,771 1,432 339 24
Income tax expense from continuing operations 675 487 188 39

Income from continuing operations 1,096 945 151 16
Income (Loss) from discontinued operations 10 (107) 117 �

Net income $ 1,106 $ 838 $ 268 32

Earnings per share from continuing operations:
Basic $ 3.31 $ 2.86 $ .45 16
Diluted 3.26 2.82 .44 16

Earnings per share:
Basic $ 3.34 $ 2.53
Diluted 3.29 2.50

Return on shareholders' equity from continuing operations 16.2% 15.3%
Return on shareholders' equity 16.4% 13.6%
        The income from discontinued operations in 2006 of $10 million, or $.03 per share, resulted from the finalization of legal, selling and other
costs recorded in connection with our divestiture of Bel Air. The loss in 2005 of $107 million, or $.32 per share, was the result of our agreement
to divest Bel Air.
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TOTAL REVENUE

Years ended December 31,

2006 2005 $ Change % Change

(Dollars in millions)

Fee revenue:
Servicing fees $ 2,723 $ 2,474 $ 249 10%
Management fees 943 751 192 26
Trading services 862 694 168 24
Securities finance 386 330 56 17
Processing fees and other 272 302 (30) (10)

Total fee revenue 5,186 4,551 635 14
Net interest revenue:
Interest revenue 4,324 2,930 1,394 48
Interest expense 3,214 2,023 1,191 59

Net interest revenue 1,110 907 203 22
Provision for loan losses � � � �

Net interest revenue after provision for loan losses 1,110 907 203 22
Gains (Losses) on sales of available-for-sale investment securities, net 15 (1) 16
Gain on sale of Private Asset Management business � 16 (16)

Total revenue $ 6,311 $ 5,473 $ 838 15

        The increase in total revenue for 2006 compared to 2005 primarily reflected growth in fee revenue, which mainly reflected growth in
servicing and management fees, with almost 70% of the overall growth in fee revenue generated from these two services.

        The increase in servicing fees was the result of new business from existing and new customers, and higher equity market valuations. Our
business continued to grow outside the U.S., with approximately 44% of our servicing fees derived from non-U.S. customers, up from 40% in
2005. Assets under custody increased to $11.85 trillion at December 31, 2006, up 17% from $10.12 trillion a year earlier.

        The increase in management fees reflected net new business and higher average month-end equity market valuations. Approximately 32%
of management fees were derived from customers outside the U.S. in 2006, up from 30% for 2005. Assets under management increased to
$1.75 trillion at December 31, 2006, up $308 billion from $1.44 trillion a year earlier.

        The growth in trading services revenue, which includes foreign exchange trading and brokerage and other trading revenue, reflected an
increase in foreign exchange trading revenue of $143 million, primarily due to increased transaction volumes, a favorable transaction mix related
to custody foreign exchange services, and an increase in foreign exchange trading profits. Brokerage and other fees increased from $251 million
in 2006, up 11% compared to 2005 due to a significant increase in other trading services and trading profits, offset by a slight decrease in
brokerage revenue, the result of a decline in commission recapture revenue.

        The increase in securities finance revenue reflected the effect of improved interest rate spreads and a 22% increase in securities lending
volumes.

        The decline in processing fees and other revenue reflected a decrease of $30 million in payments made by Deutsche Bank AG in
consideration of net interest revenue earned from acquired customer deposits, largely offset by an increase in revenue from our structured
products business. The deposits were held by Deutsche Bank until customers and their related deposits were converted to our systems. Net gains
on sales of available-for-sale securities of $15 million in 2006 compared to net losses of $1 million in 2005.

        The increase in net interest revenue reflected an increase in the size of our average balance sheet and the impact of investment securities
portfolio repositioning and increasing the average size of the portfolio.
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OPERATING EXPENSES

Years ended December 31,

2006 2005 $ Change % Change

(Dollars in millions)

Salaries and employee benefits $ 2,652 $ 2,231 $ 421 19%
Information systems and communications 501 486 15 3
Transaction processing services 496 449 47 10
Occupancy 373 391 (18) (5)
Other 518 484 34 7

Total operating expenses $ 4,540 $ 4,041 $ 499 12

        The increase in operating expenses from 2005 reflected higher expenses for salaries and employee benefits, information systems and
communications, transaction processing and other expenses, somewhat offset by a decline in occupancy.

        The increase in salaries and employee benefits was driven by higher incentive compensation costs due to improved performance, the impact
of higher staffing levels associated with the growth of the Investment Servicing business in Europe, annual merit increases and planned benefit
increases.

        Information systems and communications expense slightly increased due to higher telecommunications costs and third-party software
expenditures to support overseas growth.

        Transaction processing services expenses, which in large part are volume-related, include equity trading services and fees related to
securities settlement, sub-custodian fees and external contract services. The increase resulted from a higher transaction volumes, as well as
expansion of our operations in Europe.

        Occupancy expense decreased primarily due to the absence of the $26 million charge recorded in 2005 related to a long-term sub-lease
agreement for space in our headquarters building, offset by a slight increase in energy and other utility costs.

        The increase in other operating expenses was primarily due to increased costs to support growth initiatives, offset by a decline in
professional services fees related to information technology and the restructuring of our Global Treasury function, which occurred in 2005.

Income Taxes

        The increase in income tax expense from continuing operations for 2006 compared to 2005 resulted from increased pre-tax earnings, as
well as additional income tax expense recorded in 2006 primarily related to federal tax legislation and certain leveraged leases. The effective tax
rate for continuing operations for 2006 was 38.1%. Our effective rate for 2005 was 34%. The 2005 income tax benefit from discontinued
operations of $58 million was related to the loss of $165 million recorded in connection with our agreement to divest Bel Air in 2005.

SIGNIFICANT ACCOUNTING ESTIMATES

        Our consolidated financial statements are prepared in accordance with GAAP. Our significant accounting policies are described in note 1 of
the Notes to Consolidated Financial Statements included in this Form 10-K under Item 8.

        The majority of these accounting policies do not involve difficult, subjective or complex judgments or estimates in their application, or the
variability of the estimates is not material to the consolidated financial statements. However, certain of these accounting policies, by their nature,
require management to make judgments, involving significant estimates and assumptions, about the effects of matters that are inherently
uncertain. These estimates and assumptions are based on information available as of the date of the financial statements, and changes in this
information over time could
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materially impact amounts of assets, liabilities, revenue and expenses reported in subsequent financial statements.

        Based on the sensitivity of reported financial statement amounts to the underlying policies, estimates and assumptions, the relatively more
significant accounting policies applied by State Street have been identified by management as accounting for fair value of financial instruments;
accounting for special purpose entities; accounting for goodwill; and accounting for income taxes. These policies require the most subjective or
complex judgments, and related estimates and assumptions could be most subject to revision as new information becomes available. An
understanding of the judgments, estimates and assumptions underlying these accounting policies is essential in order to understand our reported
consolidated financial condition and results of operations.

        The following is a brief discussion of the above-mentioned significant accounting policies. Management of State Street has discussed these
significant accounting estimates with the Examining and Audit Committee of our Board of Directors.

Fair Value of Financial Instruments

        We carry certain of our assets and liabilities at fair value in our consolidated financial statements, including trading assets, investment
securities available for sale and derivative instruments. At December 31, 2007, approximately $75.43 billion of our assets and approximately
$4.57 billion of our liabilities were carried at fair value. The fair value of a financial instrument is defined as the amount at which the instrument
could be exchanged in an arm's length transaction between willing parties, other than in a forced or liquidation sale. The degree of management
judgment involved in determining the fair value of a financial instrument is dependent upon the availability of quoted market prices and
observable market inputs. For a significant amount of our assets and liabilities which are measured at fair value, those fair values are determined
based upon quotations provided by independent third-party pricing services or observable market inputs, and as a result there is little or no
management judgment involved in determining fair value. Prices provided by independent third-party pricing services are subject to review by
management. In developing their quotations, the independent pricing services seek to utilize observable inputs, including trade and market
information. However, because many fixed-income securities do not trade regularly, the pricing services' quotations may also be based on
proprietary financial models that incorporate available information, such as benchmarking to similar securities, sector groupings or matrix
pricing.

        Quotations may not always be available for some securities or in markets where trading activity has slowed or ceased. When quotations are
not available, and are not provided by third-party pricing services, management judgment is necessary to determine fair value. In situations
involving management judgment, fair value is determined using discounted cash flow analysis or other valuation models, which incorporate
available market information, including appropriate benchmarking to similar instruments, analysis of default and recovery rates, estimation of
prepayment characteristics and implied volatilities.

        Discounted cash flow analysis is dependent upon estimated future cash flows and the level of interest rates. Expected cash flows are
discounted using market interest rates commensurate with the credit quality and duration of the investment. Valuation models use as their basis
independently-sourced market inputs including, for example, interest rate yield curves and foreign currency exchange rates. Our valuation
process using models considers factors such as credit quality, product structure, third-party enhancements and guarantees. We apply judgment in
the application of these factors. Other factors can affect our estimates of fair value, including market dislocations, incorrect model assumptions
and unexpected correlations. These valuation methods could expose us to materially different results should the models used or underlying
assumptions be inaccurate.

        We determine fair value for trading account assets primarily by using quoted market prices for identical or similar instruments in active
markets for those securities. Fair value for investment
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securities available for sale is determined using quotations from independent third-party pricing services, which generally are based on
observable market inputs for identical or similar instruments in active and non-active markets for those securities. We value derivative
instruments primarily by using valuation models. These models generally do not involve material subjectivity because the methodologies used
do not necessitate significant judgment, and the pricing inputs are observed from actively quoted markets, for instance with over-the-counter
interest-rate swap and option contracts, and foreign exchange forward and option contracts.

        Management reviews the fair value of the portfolio at least quarterly, and evaluates individual securities for declines in fair value that may
be other than temporary. This review considers factors such as current and expected future interest rates, external credit ratings, dividend
payments, the financial health of the issuer and other pertinent information. Other pertinent information includes current developments with
respect to the issuer, the length of time the cost basis has exceeded the fair value, the severity of the impairment measured as the ratio of fair
value to amortized cost and management's intent and ability to hold the security.

        The review includes all investment securities for which we have issuer specific concerns regardless of quantitative factors. The review
considers current economic conditions, adverse situations that might affect our ability to fully collect interest and principal, the timing of future
payments, the credit quality and performance of underlying collateral and guarantees and other relevant factors. If declines are deemed other
than temporary, an impairment loss is recognized and the amortized cost basis of the investment security is written down to its current fair value,
which becomes the new cost basis.

        Additional information about fair values of financial instruments and fair value estimates is included in note 24 of the Notes to
Consolidated Financial Statements included under Item 8 of this Form 10-K.

Special Purpose Entities

        In the normal course of business, we utilize three types of special purpose entities, referred to as "SPEs," two of which are not recorded in
our consolidated financial statements. Information about the activities of these SPEs, which are used in connection with our tax-exempt
investment program, our involvement with managed investment vehicles and our asset-backed commercial paper program, is in notes 10 and 11
of the Notes to Consolidated Financial Statements included in this Form 10-K under Item 8. Additional information about SPEs used in
connection with our commercial paper program is provided below.

        In our role as a financial intermediary, we administer four third-party asset-backed commercial paper conduits, which are structured as
bankruptcy-remote, limited liability companies, and which are not included in our consolidated financial statements. These conduits purchase a
variety of financial assets from third-party financial institutions, and fund these purchases by issuing commercial paper. The financial assets
purchased by the conduits are not originated by us, and we do not hold any equity ownership interest in the conduits. Additional information
about the conduits and their business activities is in the "Off-Balance Sheet Arrangements" section of this Management's Discussion and
Analysis and in note 11 of the Notes to Consolidated Financial Statements included under Item 8 of this Form 10-K.

        Our accounting for the conduits' activities, and our conclusion that we are not required to include each or all of the conduits' assets and
liabilities in our consolidated financial statements, is based on our application of the provisions of FASB Interpretation No. 46(R), which
governs our accounting for the conduits and which is discussed in more detail in note 11. Expected losses, which we estimate using a financial
model as described below, form the basis for our application of the provisions of FIN 46(R). Expected losses, as defined by FIN 46(R), are not
economic losses. Instead, expected losses are calculated by comparing projected possible cash flows, which are probability-weighted, with
expected cash flows for the risk(s) the entity was designed to create and distribute; they represent the variability
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in potential cash flows of the entity's designated risks. We believe that credit risk is the predominant risk that is designed to be created and
distributed by these entities. There is also a modest amount of basis risk within each conduit. Basis risk arises when commercial paper funding
costs move at a different rate than the comparable floating-rate asset benchmark rates (generally LIBOR). This risk is mitigated through the use
of derivative instruments, principally basis swaps, which remove this variability from each conduit. Accordingly, basis risk is not a significant
assumption in the financial model.

        Any credit losses of the conduits would be absorbed by (1) investors in the subordinated debt, commonly referred to as "first-loss notes,"
issued by the conduits; (2) State Street; and (3) the holders of the conduits' commercial paper, in order of priority. The investors in the first-loss
notes, which are independent third parties, would absorb the first dollar of any credit loss on the conduits' assets. If credit losses exceeded the
first-loss notes, we would absorb credit losses through our credit facilities provided to the conduits. The commercial paper holders would absorb
credit losses after the first-loss notes and State Street's credit facilities have been exhausted. We have developed a financial model to estimate
and allocate each conduit's expected losses. Our model has determined that, as of December 31, 2007, the amount of first-loss notes of each
conduit held by the third-party investors causes them to absorb a majority of each conduit's expected losses, as defined by FIN 46(R), and,
accordingly, the investors in the first-loss notes are considered to be the primary beneficiary of the conduits. The aggregate amount of first-loss
notes issued by the conduits totaled approximately $32 million as of December 31, 2007.

        In order to estimate expected losses as required by FIN 46(R), we estimate possible defaults of the conduits' assets. These expected losses
are allocated to the conduits' variable interest holders based on the order in which actual losses would be absorbed, as described above. We use
the model to estimate expected losses based on hundreds of thousands of probability-weighted loss scenarios. These simulations incorporate
published rating agency data to estimate expected losses due to credit risk. Primary assumptions incorporated into the financial model relative to
credit risk variability, such as default probabilities and loss severities, are directly linked to the conduit's underlying assets. These default
probabilities and loss severity assumptions vary by asset class and ratings of individual conduit assets. Accordingly, the model's calculation of
expected losses is significantly affected by the credit ratings and asset mix of each conduit's assets. These statistics are reviewed by management
regularly and more formally on an annual basis. If downgrades and asset mix change significantly, or if defaults occur on the conduits'
underlying assets, we may conclude that the current level of first-loss notes is insufficient to absorb a majority of the conduits' expected losses.

        We perform stress tests and sensitivity analyses, with respect to each conduit individually, in order to model potential scenarios that could
cause the amount of first-loss notes to be insufficient to absorb the majority of the conduits' expected losses. As part of these analyses, we have
identified certain conduit assets that could be more susceptible to credit downgrade because of their underlying credit characteristics. Our
scenario testing specifically addresses asset classes that have experienced significant price erosion and/or have little observed market activity.
Examples of scenarios that are designed to measure the sensitivity of the sufficiency of the first-loss notes include performing a downgrade of all
assets which have underlying monoline insurance provider support, and a downgrade scenario on certain other conduit securities where our
analysis of the timing and amount of expected cash flows for selected security default expectations does not re-affirm the security's current
external credit rating. These simulations do not include a scenario whereby all positions are simultaneously downgraded, the possibility of which
we consider remote. In addition, a scenario could arise where one or more defaults could be so severe that the associated losses would exhaust
the conduits' total first-loss notes currently outstanding.

        We believe that the current level of first-loss notes of approximately $32 million as of December 31, 2007 is sufficient to support default
scenarios that we believe are more likely, including the stress tests previously described. However, in the future, if the determination and
allocation of
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conduit expected losses by the financial model indicates that the current level of first-loss notes is insufficient to absorb a majority of the
conduits' expected losses, we would be required to either (1) issue additional first-loss notes to third parties; (2) change the composition of
conduit assets; or (3) take other actions in order to avoid being determined to be the primary beneficiary of the conduits. If we were unable to
accomplish any of the above, we would be determined to be the primary beneficiary of the conduits, and would be required to consolidate the
conduits' assets and liabilities. For illustrative purposes only, if consolidation of all four of the conduits had been required on December 31,
2007, we would have recognized an extraordinary after-tax loss of approximately $530 million in our consolidated statement of income. In
addition, the consolidation of the conduit's assets would have had a direct impact on our leverage capital ratios. The illustrative impact of
consolidati
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